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Foreword

The Norwegian Agency for Development Co-operation (NORAD) is during the first half of 2003 continuing its implementation of studies of private sector development in the major partner countries, and Nepal is the focus of this report. The review is undertaken by a team consisting of Dag Larsson, Minister Counsellor/Regional Advisor PSD Asia, Team Leader, Erik Strømsøe, Senior PSD Advisor, NORAD, Håkon Hynne, 1.st Secretary, Norwegian Embassy, Kathmandu, Stein Hansen,  Nordic Consulting Group AS, Norwegian PSD advisor and Team-Secretary, and Lisa Huun Thomsen, SN Power Invest AS, Norwegian PSD advisor. Dr Durga Lal Shrestha and Dr Gyan Raj Shresta of Centre for Economic Development and Administration (CEDA) at Tribhuvan University, have been local consultant providing a comprehensive background report  to the Team. Dr Binod Hari Joshi, Director of Research and Information, Federation of Nepalese Chambers of Commerce and Industry (FNCCI), and Balaram Pradhan, Director, People, Energy and Environment Development Association (PEEDA) have served as facilitators and local consultants throughout the field work in Nepal.

 The starting point for this study has been the findings and conclusions regarding the business environment and manufacturing performance, from a comprehensive nationwide study of Nepali industries carried out by FNCCI together with the World Bank Regional Program for Enterprise Development in 1999.  The study set out to test if these findings remained valid or had changed significantly by early 2003, by visiting a large number of Nepalese manufacturers (see annex), banks, national and local chambers of commerce and industries, government agencies and ministries in Kathmandu and four other cities. This fieldwork was carried out between 30. January and 14. February 2003, and final draft delivered on 05. March 

The aim of the review is to identify possible areas and explore modalities for future Norwegian support of private sector development within the framework of Nepalese and Norwegian development co-operation. The suggested areas of support are based on the team’s assessment of opportunities and constraints with respect to the contribution of private sector to economic growth, taking into consideration other development programs by the government, donors and private organisations. New areas are assessed with a view to complement the portfolio of Norwegian-Nepalese development programs, having in mind areas of Norwegian competence. The team has in addition identified areas of potential  interest to Norwegian companies for further exploration in case of a phase 2 of the study. 

The team has been guided by the overall goal of poverty reduction and the approach of the right to livelihood where support of private sector development can make a difference. The findings, interpretations, and conclusions expressed are entirely those of the team and should not be attributed to NORAD or any other organisation.

The team has recognised and taken advantage of the availability of a large number of studies that cover most issues of relevance for this review. We are to a large extent indebted to these studies in our recommendations. Interviews were consequently largely limited to updating and verifying information from second hand research in selected organisations. Due to restrictions on total number of pages of the report, we have not been able to give as complete a presentation of the arguments for each of our recommendations as we would have liked; On several occasions, the reasons presented do not give a full picture of all the arguments that have been considered by the team.










Oslo, 07. September 2003

Dag Larsson, Håkon Hynne, Erik Strømsøe, Lisa Huun Thomsen, Stein  Hansen
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This report does not focus on the political history of Nepal and the causes for the current conflict. However, its significance for private sector induced growth and employment is being recognised in our assessment. Our intention has been to  identify not only ways to assist private enterprises and entrepreneurs in exploiting opportunities and overcoming obstacles, but also how enterprise growth and creation of employment and income can contribute to alleviation of the causes to the conflict. The Team has taken due note of HMGN’s own plans for broad-based growth, on-going reforms  and future plans. However, the present crisis is very much a result of recurrent failures by successive parliamentary-based governments to secure predictable implementation of its own policies, including those for private sector development.  Recognising that “Crisis is the Mother of all Reforms” has prompted the Study Team to give emphasis to the “proverb”: Doing better things instead of doing things better. And in addition to give support to planned and not yet implemented reforms, indicate new ways of doing better things.

 Chapters 1 and 2 give an introduction to Nepal and its resource endowments and national development policies.  Chapter 3  presents what we perceive to be the determinants  for development of the private sector in Nepal  and the overall development strategy of the country focusing on private sector as the engine of growth. We lend strong support to the school that claims that the work force is the country’s main resource for development. 

In chapter 4 we  identify obstacles in the framework or business environment that must be improved. While government policies can be well designed, they are often changed, or subject to inconsistent implementation. The result is an unpredictable and risky business environment which discourages investments in new technology and human capital. In addition, firms suffer extensively from excessive government red tape, long delays in provision of government services, and corrupt government officials. In particular, severe rigidities are identified in labour legislations, trade union law, business registrations and inspections, enforcement of property rights and contracts, skills development of the workforce, and counterproductive protection of  business service deliveries against market competition. While recent impressive reforms are applauded, the need for actual implementation is emphasised.

In chapter 5 we give an outline of the status for physical infrastructure service delivery in Nepal, and the serious obstacles to significant growth in the private sector it represent, especially for small- and medium-sized enterprises. At the same time we point to opportunities provided by decentralisation and the potential for Public Private Partnerships if a bankable regulatory regime can be established.  The hydropower sector is identified as being of particular interest from a private sector development perspective where Norway has much to offer in terms of transfer of engineering-, management-, legal- and institutional technology. 


In chapter 6 we concentrate on the challenges and the potential for enterprise development, in particular the development of small and medium-sized enterprises. While the importance of the domestic market and opportunities for growth is recognised, special attention is given to export-markets and  the potential of service industries and links to foreign direct investment, and the special challenges in hydropower and agriculture based industrial development. In chapter 7, we give a brief overview of multilateral and bilateral support of PSD divided into small- and medium-scale enterprise development, governance/public reform, and infrastructure. In chapter 8 we present potential co-operation with Norway, taking into consideration commitments by other donors, and indicate possible areas of interest to Norwegian private sector enterprises and Norwegian PSD support, with a short run focus on actions that can contribute to conflict resolution and longer term PSD-focused actions to sustain peace and order through preparing the way for a viable private sector.

Our approach is an attempt to answer the question of why private investment is necessary, what are the opportunities and constraints for economic growth and increased employment, what is most urgently needed, what can the donor community do and what can be done through Norwegian development co-operation. In brief, our answers are as follows:

Why is private investment needed?
Nepal has a population of 22.7 million of which a majority live and work in rural areas, a 15 year+ workforce of about 11,2 million, between 10 and 35 percent unemployed or underemployed, and 0,3 million new employment seekers annually. The potential for growth in the near future in manufacturing and agriculture is limited. The productivity of the workforce in general is low. Creating employment outside of agriculture and the traditional informal segments is crucial and urgent if future conflicts should be avoided. With remittances and domestic savings being reported unabsorbed by the banking system due to lack of productive investment opportunities, the need for allowing private participation in public infrastructure gains added importance, in particular to reduce the vulnerable exposure to and dependence on foreign aid finance of the development budget.   

What are the opportunities and constraints?

Nepal has limited natural resources to be exploited beyond its potential for tourism. Hydropower development is also faced with severe natural and political barriers. However, its human resources has a proven aptitude for the service industry and if properly trained and motivated can be the basis for new industries as well as higher paid foreign employment. Nepal’s hydropower resources represent the greatest potential for foreign exchange earnings, but is totally dependent on India  enacting and implementing a market-based power trading regime. A certain non-traditional agriculture/agribusiness potential is recognised, but is subject to an  overall  improvement in the business environment. 

Most serious is deterioration in the enabling environment with its extremely high level of transaction costs and unfavourable developments in the international trade regime. On the other hand, the workforce is becoming increasingly literate and better educated, and the country has over the past decade gained experience with competing in international markets.
What is most urgent 

With conflict resolution through a negotiated  peace agreement having overriding priority, it is crucial to prepare for kick-starting the economy so as to accelerate the conflict resolution process and make security self sustainable. A timetable of commitments to improving the framework for private sector development must be an integral part of this kick-starting effort. A most important challenge facing the government in this context is to reduce the high level of transaction costs for the private sector through improved governance and increased transparency, and better policy implementation. Equally urgent is the need to revise and implement a new labour legislation, and simplify regulations of establishments in the formal sector. Now, most existing entrepreneurs find it cheaper and easier to operate with a small workforce in the informal sector. Potential entrepreneurs find the barriers to establish themselves in the formal sector as nearly insurmountable. Equally important for the government is the provision of appropriate and reliable infrastructure services at competitive prices, whether actually provided by public or private actors. The shortcomings are most acute as regards all-year market connectivity, potable water supply, electricity/power supply, telecommunication,  transport and terminal facilities for imports and exports.

The private sector could take on an active role here by offering to assist in establishing and training local contracting entities to manage contracts for maintenance and development of local infrastructure (rural and urban roads, water systems, power, etc). This would be facilitated with re-establishment of VDCs that could conduct outsourcing/subcontracting to these local contractors as well as staff and operate schools and local primary health facilities. Decentralisation of this to such village level in ways that secure transparency would significantly reduce corrupt abuses of national and donor funds allocated for kick-starting. Such activities would be a major job creator for young locals. At the same time it would provide visible physical improvements at the local community level and thus strengthen the foundations for reconciliation. Most donors would welcome and support such initiatives. TA to CCI’s and NGO’s could help promote this initiative. Re-invigorating the tourism industry seems to be another obvious choice, both in terms of installed capacity as well as substantial ring-effects.

There is also an urgent need is to adjust education and training to the needs of the private sector and provide working conditions in line with what is necessary for growth and increased employment and income in both agriculture and manufacturing industries and service industries. Add to this improved local schools and school attendance would increase, and leave fewer young people idle and dissatisfied.

The leaders of the private sector, on their part, must focus more on productive investment, growth and employment. Private sector must take active responsibility for its own  development, not only through improved corporate governance and investments in human capital, but also taking a proactive role with regard to equitable national development.  For a start, a system of widely recognized transparency certificates could be developed and issued for the holders to flag in the marketing of their services along with ISO- and eco-labelling. The CIAA could be strengthened to take on this task with the support of the Nepal Chapter of Transparency International. Gradually, government agencies could also apply for such certificates. 

What can the donor community do?

Given the resource endowment, the present industrial structure and the present environment of private sector development, the best potential for short-term gains in terms of added sustainable employment are the small and medium-sized enterprises (SME).  Most of the large enterprises are or were government owned, and the aim is for these to manage without remaining a drain on the meagre public finances. In the SME segment there is a potential (1) new companies to exploit prevailing opportunities, and (2) for existing enterprises to improve their corporate management and productivity to take advantage of opportunities to grow. The SME managers typically experience barriers to access the banking system, the legal system, information on development of markets, products and technology, offers for training etc. 

Isolated support of micro-finance activities outside of the formal sector may delay reforms if the support is not part of a larger plan of reform. Moreover, since micro-entrepreneurs aim at income generation for themselves and their families, they do not respond easily to market signals of supply and demand. Thus, the potential for growth and increased employment is not generally exploited by micro entrepreneurs.

The donor community can assist on three fronts: 

· the enabling environment nationally and internationally, 

· credit and business development services for small and medium-sized enterprises through private sector associations etc. and 

· the dialogue on policies and strategies for private sector development between private sector associations and the government. 

But before deciding, the donor community should, together with government and private sector associations, identify what the enterprises can do themselves without donor support. Above all, the donor community must abstain from any support that may increase bureaucracy, maintain bad practices, delay implementation of approved reforms, and expand or create new government institutions. 

Given the short-term belief that the government is incapable of implementing policies to improve the framework, donors should focus on assisting HMGN’s efforts at:

· initiatives to achieve economic growth through non-governmental channels,

· streamlining the government's institutional framework to better respond to private sector needs and private sector involvement in planning and policy-making (PRSP and PSD development), and

· developing a conducive decentralized regulatory regime that provide a level playing field for country-wide private sector contribution to growth and employment in the provision of infrastructure services, their rehabilitation, expansion and  maintenance.

What can NORAD do? 

Given the passive attitude in general towards implementation of reforms, NORAD should become an active partner with coherent and "to the point messages" in the policy dialogue on PSD, and offer ideas, proposals for solutions, and encouragement. Due to the emergency situation Nepal is in acute need of support of HMGN-efforts that show the Nepalese people that there is a genuine will and commitment to doing better things. Actions that could manifest observable impacts in the short term, and therefore worthy of support could include:

Financing of the search for and testing out new ideas/opportunities to advocate the urgent need for securing implementation of reforms/good governance/transparency, that helps provide a predictable framework so the private sector  will  take more responsibility for development and increased employment.
 Assisting the CIAA with capacity to fulfil its urgent task, and helping in the establishment of a certification system for non-corrupt business and government practices that the recipients can be proud to show, could be a good starter.

To improve the availability, accessibility and affordability of infrastructure services, NORAD should expand support to capacity- and competence building for hydro power development and financing of  rural electrification, and complementary infrastructure in cooperation with VDCs through local private investors. The possibility of funding a labour intensive rural roads program through multi- or bi-lateral programmes should be looked into as a means to accelerate sustainable job creation and improved accessibility in villages and rural areas.
To sustain short term achievements and build for the longer term, NORAD should:

Support for increased efficiency of institutional framework of regulatory and enabling services in public administration. NORAD, with the possible involvement of Norwegian institutions, could assist counterpart institutions in modernising registers for property secured transactions. Through co-financing with other donors, NORAD could assist in establishing a sound relationship between trade unions and employers.

Continue supporting private sector participation in hydro-power development, both by support for necessary regulatory and institutional change and direct support for capacity-and competence building in the private sector; e.g. Hydro Lab. 

 Support to facilities providing assistance for the development of SMEs e.g. in the form of co-financing with major SME programs. 

Encourage Norwegian investors who  may want to look into possibilities in infrastructure, higher education and tourism development. In infrastructure development, private investors may continue to be interested in hydropower development and exports. Closer cooperation with Norfund is called for.

Nepal is dependent on both domestic and external markets to achieve economic growth, but faces severe challenges in certain export markets. NORAD should support multi- and/or bilateral programs for market access and trade facilitation,  and may also assist in capacity building in private export associations and with establishing competence and capacity to undertake quality assurance and internationally accepted certification in food exports.

Workers' rights, relations between employers and labour unions, working conditions, and child labour are all areas of concern in Nepal, not the least for the export oriented sectors that need social responsibility certification of their goods and services. Establishing such standards as a competitive edge instead of perceiving it as a cost problem, could be assisted through ILO and/or Norwegian labour market organizations.

In general, we recognise that major new funds are not readily available and that the embassy has limited capacity to take on new programs. We therefore recommend co-financing with other bi- and multilateral donors.
1.
Introduction

According to “Nepal Development Forum Economic update 2002” issued by the World Bank, Nepal ranks as the 12th poorest country in the world and the poorest in South Asia. According to Asian Development Bank’s “Country Economic Review 2001” nominal per capita annual income was USD 249, and has grown at an average annual rate of 2.2 percent in the last two decades. At that rate it would take around 31 years to double, which means Nepal would remain one of the lowest income countries in the world for many decades to come. Consequently, poverty has been, is, and will remain widespread and more than 40 percent of the population continue to live below the national poverty line of NRs 4,400 (USD 77) per capita per year. The absolute number of poor remains high because the population growth rate has remained high at around 2.4 percent per year. Add to these average numbers the distributional characteristics which show that growth has been concentrated primarily in the urban areas and mostly in the Kathmandu valley. The 86 percent of the population living in rural areas, have lagged behind because per capita agricultural production has grown minimally and overall level of rural economic activity has been sluggish.

Since the beginning of the new millennium, economic growth in this small open and landlocked economy with a GDP that is less than 3% of that of Norway, and therefore a very limited home market for its formal sector, has slowed down, per capita income is falling, and medium terms prospects have deteriorated. There are six main categories of reasons for this:

· The global economic slowdown starting in the spring of 2001 and worsening in the aftermath of 09.11.2002;

· Growing fiscal pressures resulting from falling revenue collections while expenditures and domestic borrowing have increased, with increasing fiscal instability as a result;

· Diminishing export markets are likely to result when the Multi-Fibre Agreement (MFA) is repealed in 2002 and Nepal will lose its export quotas. Low and slow growing productivity results in poor competitiveness of conventional export industries. Renewal of the free-trade agreement with India is crucial;

· The continued political instability with more than half a dozen governments and nine changes in Prime ministers in the last ten years, coupled with the recent escalation of violence related to the Maoists insurgency resulting from mistrust to political leaders;

· Political dissatisfaction is growing with the slow and inefficient implementation of large parts of the policy reforms, the private sector is particularly frustrated;

· Governance is poor, public service delivery is very inefficient and corruption is widespread. In combination, these reinforce each other and impose significant costs and burdens on all layers of society, while suppressing productivity and competitiveness and discouraging foreign investors.

The Nepal economy is overwhelmingly informal and subsistence agriculture based. The formal sector is dominated by the public sector, manufacturing, tourism and transport. To day, the main export earners are the 1.5 million Nepalese working abroad and sending remittances home amounting to more than 20% of GDP. The private sector has very few large enterprises, and the sector relies heavily on unskilled labour and invests minimally in human capital. 

In sum, the development challenges facing Nepal are formidable, but the “multiple crises” of the widespread mistrust to political leaders, Maoist insurgency, corruption, poor governance and public service delivery, coupled with limited job opportunities, low competitiveness and the fiscal difficulties have also made reform implementation imperative.

2.
Nepal: Resource endowments and development policies

Nepal is a landlocked kingdom that extends North-east to South-east for about 800 km along the Himalayas between India and China covering an area of 147,181square kilometres (sqkm). It is a country of enormous physical diversity that covers a transitional mountain area between the fertile Gangetic Plain of India and the arid plateau of Tibet. From the low-lying Terai plains to the south, where elevation in some places is less than 100m above sea level, the landscape rises through a maze of valleys and spurs culminating in the majestic heights of the great Himalayas. For more a detailed discussion of the natural-, social-, legislative-, institutional-, bureaucratic- and economic enabling environment in Nepal, see Annex 5.

Natural resources constitute the overwhelming basis of all economic activities in Nepal. Agriculture (including forestry) has always dominated, but is down from around 50% of GDP around 1990 to around 35% in 2001. Only 15% of the cultivable land is under year-round irrigation. Fertilizer application is significantly below that of neighbouring countries. Mining and quarrying is insignificant, but hydropower production is very important for exports and diversification of the economy. Industry represents 23% of GDP. Most manufacturing enterprises are engaged in processing of natural resources from agriculture and forestry (food processing, wood and wood products, tobacco, carpets, textiles, garment/leather/footwear). Natural resources also form the basis for the services sector (39% of GDP); namely tourism, and constitutes a key foreign exchange earner which suffered a severe setback (50% reduction) in the last quarter of 2001 as a combined result of the 09.11.01 event in New York and  the Maoist insurgency activities.

The government has taken the following policies in the Tenth Plan for increasing the role of private sector and for enhancing its competitiveness:

· Encourage the private sector to involve in the formulation of long term national policies and strategies;

· Amend the existing acts and regulations in order to strengthen the liberalized economic policy;

· Follow the policy of attracting investment by making timely improvement in the quality of public services and facilities required for the private sector. 

The major objective of the private sector development in the Tenth Plan is to create conducive environment for making the private sector as a guiding force in accelerating economic development of the nation as well as to make it competitive for increasing its contribution to the national development. But the major challenges in its development are: inadequate private sector investment in sectors required for long term economic development, emphasis more on short term financial gain rather than long term economic benefits, inadequate development of its competitiveness, less emphasis on technological development. Keeping above challenges, the following strategies have been envisaged to be taken in the Tenth Plan:
· Emphasis on development of manpower, technology and competitiveness of the private sector;

· Enhance the facilities to attract investment on the sectors required for long term economic development;

· Stress on institutional development of the private sector;

· Continue the privatization process of public enterprises.

Key measurable characteristics of Nepal drawn from official Nepali and international sources (IMF, World Bank, ADB, ILO, UNDP, EIU) do not always match. The indicators presented in the box below vary little across sources, and are presented in order to facilitate a quick comparison with other countries in terms of size, social and economic performance. 

	Box  2: Key Nepal indicators

Natural resources and geography:

· Landlocked between India and China

· 800km long and 147,181square kilometres

· The Terai (17% of land area), the hills (65%) and the Himalaya mountains traverse east-west 

· 25% of land is cultivated, 33% forested, 17% grassland

· Deforestation, floods, landslides, water contamination and air pollution threaten the environment

Human resources as of 2001/2002:

· 22.7 million population (2001 Population Census), 

· 2.4% annual population growth rate; much higher than other South Asian countries

· Rapid urbanisation,; migration from the hills, recently due to insurgency violence

· More than 80% live in rural areas and are very poor

· Life expectancy is 59 years, lowest in the region

· Under five mortality is 91, the highest in the Region

· Adult literacy is 58%, compares well within the Region

· Female literacy only 19%; lowest in the Region

· 25% of children 5-14 years old are in workforce instead of in school

· Low manufacturing workforce participation of women 

· High dominance of unskilled labour

· More than 200.000 poor in bonded labour

· 1.5 million temporary and permanent migrant workers to other countries

Economic indicators and poverty as of 2001/2002:

· GDP: USD 5.5 billion – less than 3% of GDP of Norway

· Annual GDP growth down from almost 5% in the 1990s to nearly zero in 2001/2002

· GDP per capita: Less than USD 250 and presently falling

· Around 42% live below the national poverty line of USD 77 per person per year

· 35% of GDP comes from agriculture, 23% from industry, the rest from services

· Garment, carpets, tourism, are the main export sectors

· Inflation is low and exchange rate follow those of India

· Remittances from 1½ million Nepalese working abroad amount to 20% of GDP

· Gross fixed capital investments and domestic savings similar to remittances from abroad

· Foreign aid finances 60% of development expenditures

· External debt and debt servicing is not a major concern

· Government revenue collection is only 12% of GDP while expenditure is almost 20%

· Total exports are 13% of GDP, while imports are 28%, yielding a trade deficit of almost 15% of GDP



The National Planning Commission (NPC) approved of the Tenth Five Year Plan 2003-2007, which defines Nepal’s Poverty Reduction Strategy (PRS), on December 17. 2002. The Tenth Plan has very ambitious goals which can only be achieved with a historically high annual average growth rate above 6%.. The most prominent of these is to bring down the poverty level from the present estimated 42% to below 30% within five years. 

Based on the Study Team’s observations, these goals are within reach only with significant improvement in law and order – meaning a successfully negotiated peace agreement with a binding timetable for implementation - and which again assumes successful implementation and sustained management of all the reforms initiated in the recent Immediate Action Plan (IAP). Virtually all new jobs during this 5-year period (approximately one million in total) are assumed created in the services sector (61%), transport and communication (28%) and construction (6%). Agriculture is not assumed to create any new jobs in the 10th Plan period, but will continue to dominate with 2/3 of the jobs by the end of the Plan period.

The Tenth Plan, however, is extremely vulnerable because (a) it relies for the most part on foreign aid for its implementation, and (b) the ability to absorb the rapidly growing labour force in non-subsistence jobs depends crucially on a sustained high economic growth. In view of the experience from the Ninth Plan period (1998-2002) and all the previous ambitious five-year plans, caution is warranted. The Ninth Plan had targeted 6% average annual growth, but reached only 3.6%. If Nepal’s growth over the 10th plan turns out to be closer to what was actually achieved in the 9th plan, rather than what is forecast, then 150,000 fewer jobs will be created than what the plan assumes. However, without having in place soon a fully negotiated and supported peace agreement, the outlook is even more dismal. Donor fatigue is likely to increase, and this will undermine the funding for the development expenditures upon which the Plan critically depends. Growing poverty and unemployment will increase mistrust, governance will deteriorate, and a state of anarchy cannot be excluded. 


While well designed and much needed government reforms were initiated and approved, the commitment to and ownership of these reforms has not been overwhelming, and the public – not the least the private sector – complain bitterly about poor, piecemeal and slow implementation, with little or no effort at training civil servants responsible for the operation and maintenance of these reforms to understand their revised tasks and responsibilities. 

It is increasingly acknowledged that – as in so many other developing countries that have for decades been highly dependent on donor assistance for their imports and development programme expenditures – donor assistance has not only shielded Nepal from underlying structural problems, but it has also tended to substitute for the creation of national capacity to plan and implement development programmes. In many sectors donor have major – and sometimes inconsistent – roles in managing public expenditures, and state and local ownership thus becomes rather lukewarm. Establishing state- and local ownership to the PRS and the programmes and projects to be implemented to achieve its stated goals is a major challenge of the Partnership for Development strategy between the donors and Nepal.

3.
Key determinants of private sector development (PSD)

The framework for private sector development is affected by many factors, but in the case of Nepal, the continuation or end to the Maoist insurgency, which is closely linked to confidence in efficient implementation of established and approved reforms, vastly improved governance and reliable delivery on predictable terms of public services along with much reduced corruption, constitute the major obstacles to human resources development and private sector investments by domestic and foreign enterprises.

3.1.
The macro-economy

The key indicators of the macro-economic setting for sustained growth, investments and labour absorption is presented in Box 1 above. What should be underlined here is that it would take a most impressive increase in overall growth relative to the recent past to absorb the rapidly growing job seekers in Nepal, and an even higher growth rate to significantly reduce poverty to the stated millennium goals. The likelihood of such growth during the 10th plan period is at present not very high.

Inflation has been modest, generally following India’s, and reached 2.4%, while the exchange rate has been pegged to the Indian rupee and has depreciated gradually to the main hard currencies to maintain stability and export competitiveness. 

Remittances from 1½ million Nepalis working abroad (by far most of them in India) has reached an estimated USD 1 billion annually, equalling 20% of GDP and exceeding the rate of gross fixed capital investments and the domestic savings. However, 80% of these remittances flow into Nepal via informal Hundi channels and are not readily available for formal sector investments. Much is used to buy land and build dwellings, the latter clearly creating local multiplier effects in the economy. Annual foreign investments in Nepal is no more than USD 20 million; each such dollar having an investment multiplier of around 3.

Domestic revenue collection is traditionally very low (reaching only 11.5% of GDP in FY2001), but improving due to the Government’s enhanced revenue measures.. This is significantly below the comparable numbers for India (15.3%), Pakistan (16.1%) and Sri Lanka (18.5%). Tax collection in FY2001 was up 16% from the year before. Indirect taxes make up 75% of the tax revenue, mainly from customs duties (33% of the total) and the value added tax (VAT) (30%). 

However, it is more than offset by rising public expenditures, triggered by increased spending on security, salary increases for civil servants, and the implementation of a voluntary retirement scheme. As a result, the budget deficit has reached 4.2% of GDP. This also implied an increase in the already high dependence on foreign aid, which now finances almost 60% of development expenditures, which have been cut in order to meet the increased expenditures for security. In fact, official foreign grants and loans were more than sufficient to cover the current account deficit such that foreign reserves continue to expand, and amounted to seven months of imports at the end of FY2001 (the accounting year ending 15th July 2001). Due to the concessional nature of the foreign debt, the debt  servicing ratio has also fallen to a manageable 3.9% of exports during FY2001.

The current account deficit remained at 4.4% of GDP in FY2001, significantly below the average of 8.5% during the 1990s. The USD-value of foreign trade has fluctuated sharply and unpredictably in recent years mainly due to a drop in exports of ready made garments, woollen carpets and jewels following a sharp decline in manufacturing. 

In order to cope with the insurgency, the Government more than ever before needs to continue to mobilize domestic resources through more broad-based tax reforms, and clear prioritisation of development expenditures based on realistic resource estimates.

3.2.
The legal framework for private sector development
The Government of Nepal is moving slowly towards open competition in most sectors of the economy. Former public monopolies in banking, insurance, airline services, telecommunications and trade have already been eliminated, and the remaining restrictions on private and foreign operations in these areas are being scaled back. 

Foreigners are free to establish and own business enterprises and engage in most forms of business activity, except a few such as the defence industry, real estate, security printing, trekking and travel agencies, business and engineering consultancies, and legal- and accounting services. 

Commercial laws have to a large extent been updated during the nineties and with the new laws planned and drafted being enacted the legal framework should in principle give a predictable setting for doing business in Nepal. However, based on past experience, a massive investment in reforming the judiciary and upgrading and opening up the legal profession will be required to make this a reality.  

Nepal has a three tier court system for trying all civil and criminal cases. The court of first instance is the District Courts with the Court of Appeal as the second tier (16 locations). The Supreme Court is the final court of appeal in addition to special and extra judicial powers. The courts are perceived to be corrupt and extremely slow. It has been reported that public confidence in the judiciary is extremely low, and that people prefer to settle matters outside courts as far as possible. This was also confirmed by answers given to the Team during discussions in the field.

The bureaucracy is generally reluctant to accept legal precedents. As a consequence, businesses are often forced to re-litigate issues that had been previously settled. Legislation banning foreign investment in financial, legal, and accounting services makes it also difficult for investors to find help cutting through regulatory red tape

Several significant legislation for private sector development have been drafted as Bills and prepared for enactment, most likely in the form of Ordinances pending election of a new Parliament.(2 x 6 months validity, beyond this the Constitution is silent). The most important is the new Labour Act, which is reported to be drafted but may be subject to further discussions with the Trade Unions. The main aspects covered in the new Company Act 2059 are; (i) Good Governance, (ii)Legal and technical aspects in relation to the operation and management of the Company, capital mobilization, dispute resolution and role of the company registrar. Other important legislations are ; The Insolvency Act (regulate insolvency over the legal person) and the Secure Transaction Act (registration and enforcement of the security created over moveable property).

The tenth plan also refers to “efforts underway to introduce judicial reforms in order to facilitate quicker and more transparent applications of laws and procedures”.

The team agrees that for the legal system not to continue working against private sector development, reforms are necessary. As it is now, the set of laws enacted and drafted is to a large extent adequate, although there is a need for some clarifications either trough amendments or by revised administrative rules/regulations.. The major problem, however, is implementation and enforcement. The procedures are cumbersome, time-consuming and costly. The judicial system has a large potential for improvement.

3.3.
Financial management and the bank sector

Commercial banking is the largest segment of the financial sector in Nepal. It is dominated by the state-owned Rastriya Banijya Bank (RBB), and the formerly state-owned Nepal Bank Limited (NBL). They account for almost half of all commercial bank deposits, advances and loans, and a very extensive, labour intensive and costly branch network, but are technically insolvent, each with a negative net worth of several hundred millions USD perhaps exceeding 7% of GDP. This is a result of weak management, politically motivated lending, and possibly insider lending, and has driven the interest spread between deposits and lending rates. Both are presently under foreign management contracts to help avert crisis. Compounding these problems, the Agricultural Development Bank of Nepal (ADBN), which caters to much of the farmers- and rural finance needs, suffers from similar problems. At the same time, competition in this sector has been limited by measures protecting these originally state-controlled banks which in reality limits access to credit in rural areas, and competition from foreign financial institutions by restricting their entry into this sector. 

There is an urgent need for a financial sector reform to enhance the commercial orientation and loan recovery of these banks and establish operational autonomy and accountability of bank management. Achieving this requires strengthening of the supervisory capabilities of the Nepal Rastra (i.e Central) Bank (NRB), establishing transparent rules for it, establishment of a credit rating agency, an asset reconstruction company, and simultaneously, restructuring and privatisation of the above mentioned commercial banks.  External management help of independent experts to achieve this is now established. This is crucial for restoring business confidence and accelerating financial development in a country where the ratio of bank assets to GDP is lagging far behind all the other South Asian countries

The FNCCI/World Bank survey of 1999 found that after “government”, inadequate finance is one of the most often cited business problems. The majority of credit available is short-term, whereas long-term credit for fixed asset financing remains scarce. However, this is as much due to the borrowers as it is caused by the lenders. In fact, very few firms complained of bureaucracy and “red tape” in the banking sector, and our field interviews suggest that the confidence in the improved private banks is growing. Borrowers do not provide the lenders with adequate company- and/or project information and accurate accounting is an underdeveloped area.  The study Team’s interviews with bank executives in Kathmandu and the regional towns revealed that it is always a risk that a loan applicant provides collateral that is already mortgaged for another purpose with another lender, but that this mortgage has not yet been registered in the public register.  Creditors therefore have difficulties assessing risks, need to carefully assess the reliability of the applicant, and are reluctant to provide long term credits.  Creditors therefore compensate by requiring personal guarantees and high levels of collateral. This effectively eliminates the advantages of limited liability and discourages entrepreneurs from taking risks. In addition, contract enforcement is difficult in Nepal. Availability of trade credit, or supplier credit, is limited for the same reasons as for bank credit described above. As a result, firms invest by means of retained earnings and freed up internal funds and there is very little investment in new technology. 

Interviews with Nepali businesses and banks emphasized that the private banks are providing increasing availability of long term credit to well prepared applications, also with their district branches. It was pointed out to the team that the private banks provide much more expedient and efficient bank services that the state owned ones, and that banking services now are available without having to resort to side payments.

A Rural Micro Finance Development Center (RMDC) is established as an apex level body wholesale lender to micro finance institutions /MFIs), rural development banks, rural cooperatives and NGO-financial intermediaries, thus gradually replacing the traditional local moneylenders. Donors (e.g. ILO and Japan) and NGOs are increasingly engaged in facilitating the establishing of different kinds of local savings and credit organizations (SCOs) to receive deposits (e.g. remittances from family members abroad) and provide micro credits to members. Where collateral is hard to come by, leasing emerges as a very interesting option as seen in e.g. Nicaragua and Mozambique.

3.4.
The workforce, skills development and earnings

3.4.1. Labour force participation and structure

Nepal is overwhelmingly a subsistence agriculture, informal sector economy. According to the 2001 Census, only 13% of all 10year+ (considered to be the economically active by HMGN) are paid employees; for women this share is only 5%. Around 6% of the employment is in the public sector. 73% of women and 60% of men work in agriculture and forestry, whereas men dominate the industrial and services sectors workforce. The services sector employment in urban areas employs half the male urban workforce and 30% of the females. Manufacturing on the other hand – dominated by small size enterprises (SMEs and micro-enterprises) –and trade, each  accounts for less than 9% of the employment.

As a result of this informal and subsistence dominance, labour force participation  is high out of necessity for both males and females; 90% and 82% respectively, according to the National Labour Survey of 1999. The 10 year+ population (the basis for estimating the economically active population in the 2001 Nepal Census) was 16.8 million in 2002 and growing at 300,000 annually. 9.9 million of these were registered as employed. According to the 1999 Labour Survey,  90% of the labour force is in rural areas. Of the remaining 10% (almost one million workers) listed as urban employment, 58% were men. In addition to these come the large number of working children. ILO estimates that 130,000 children are trapped in the worst forms of child labour, and HMGN is committed to eliminating it within a short time-frame in the PRSP. It is caused by, and is a serious cause of sustained and utmost poverty.

Nepalese who cannot find adequate employment at home migrate to urban areas or abroad – especially to India, where they can go freely, and where a million Nepalese have found their way. ILO and DFID (2002) estimate another ½ million Nepalese work in other Asian and Middle East countries. 75% of them are unskilled, and many work illegally with minimum protection against abuse. 

3.4.2.
Education and skills development

Primary education gross enrolment rates are now very high and access to schools is such that almost 90% of school age children can reach schools within 30 minutes. Given the remoteness of much of the population, this is a very impressive achievement. Education quality in public schools, however, is often poor. School participation rates are low, reflecting the fact that some 25% of 5-14 year olds are engaged in some form of family or wage labour. The better off increasing send the sons to higher quality private schools that have developed in response to the inadequate public school quality. The recent decision to decentralize and transfer responsibility for schools to the Village Development Committees (VDCs) is expected to gradually remedy the weak administrative capacity at the district level, shortage of qualified personnel, high teacher absenteeism, and lack of community involvement and ownership of schools caused by inefficient centralized controls. 

A critical factor in increasing the level of human capital (skill levels and labour productivity) is improving the status of women in Nepal where large number of women in rural areas are severely underprivileged with much restrained access to skills training and enhancement An increasing number of donor assisted programs focus on this at the local level with very much “hands on” training aimed at helping women to be able to run their own small businesses and work together, and thus become less dependent on subsistence agriculture.

Vocational education and training (VET) is poorly developed in Nepal. The national training system is not perceived as employment oriented. It is fragmented among many training agencies and line ministries. Training objectives do not match with employment promotion targets.  The Council for Technical Education and Vocational Training (CTEVT) is  the apex body  responsible for coordination  of all elements of the VET system, however, with limited success in meeting the stated employment promotion goals.

Nepalese firms – according to the recent FNCCI survey of manufacturing firms – provide formal training to only 11% of their work force, and this is only one third of what is found in e.g. Western Europe and East Asia.  The vast majority of training (84%) in Nepalese firms  is done informally on the job. Only one in ten companies have training specialists on their staff, and most formal training is done by outside institutions or equipment suppliers. 

Not surprisingly, firms that rely on more technology also use more formal training. Low skill sectors like carpets, wood and non-metal production consist of many small companies where there is high turnover of the workers, and these companies find it non-profitable to invest in formal training of their workers. For many firms the experience has been that if you pay for formal training you make your workers attractive for “free riding” competitors who offer a better income deal, but have avoided the investment cost in that worker. However, the most common response to why no training is undertaken is that the company does not need to do more training because they use old technology already known to the workforce in house or available for hire, especially from India where a wealth of well-trained workers are ready for technical and managerial jobs in Nepal. This also explains why  companies mostly buy Indian machinery. However, the field study findings confirm the FNCCI survey findings from 1999: Providing for literacy among the workers increases productivity and competitiveness, and thus labour remuneration. 

Due to the public sectors limited success in responding to the markets demand for appropriate skills and quality, a private university and several private colleges and vocational training institutes have been established by private investors/industrialists with a long term view to returns on investment. However, there is a clear need for quality assurance and certification so that degrees and diplomas can be trusted by potential employers. The study team has observed that increasingly, Nepalese with relevant higher education are recruited from private Nepalese colleges specializing in market-oriented BA,  BSc, MBA, and MSc programs. The share of female students is now  50% in several of these programs.

3.4.3.
Business support and development services (BSS and BDS)

Less than 25% of the FNCCI-surveyed firms reported having used BSS or BDS, but this incidence is in part explained by the fact that such services are not available in many parts of Nepal. Those firms that have used such would have liked the services to be more tailor-made to specific company needs. Firms with less than 20 employees appear to be in a poor position resource-wise to apply for the purchase of such services.

There is no single major provider of BSS and BDS in Nepal. FNCCI and other CCIs appear to dominate the supply of such services assisted to a large extent by GTZ private sector support program and the Trade Promotion Center. In addition to private firms and consultants, 48 different entities provide such services in small individual amounts,  that include trade associations, donors, NGOs/INGOs, agencies of the HMG, and multilateral agencies.  Our field interviews confirm the FNCCI-survey findings in that the kind of BSS and BDS most demanded by Nepalese firms include hands on training in accounting, handling of tax and customs duty matters, proper export documentation (including licensing and standards documentation) financial management such as preparing loan application, better information on foreign markets, assistance in finding new technologies and obtaining advice on productivity improvements, quality control testing and employee training. While these are the areas  where the SMEs are in need of expert advice and in-house knowledge, their willingness to pay for such training and advisory services does not yet necessarily match the costs of such services provision.

3.4.4.
Gender differences in schools, the workforce and working conditions

Nepal ranks 120th among 146 countries in the current gender development index of the UNDP. Female life expectancy increased from 45  years in 1985 to 57.8 in 1999, but still remains below male life expectancy, which is contrary to “what is natural”. The maternal mortality rate while improving from 850 per 100,000 in 1988 to 539 in 1996, remains one of the highest in Asia. On the bright side, the ratio of girls to boys increased from:

· 0.56 in 1990 to 0.78 in 1999 in primary education.

· 0.41 in 1990 to 0.71 in 1999 in lower secondary education

· 0.48 in 1990 to 0.77 in 1999 in terms of literacy in the 15-24 age group

· More than 50% of MBA students at Kathmandu University and at the Pokhara-based private Nepal Tourism and Hotel Management College are women

Not so bright, however, is the fact that parents increasing send and pay a lot to have boys attend the much better private schools, while girls remain in the public schools. While 13% of all 10year+ population were paid employees, according to the 2001 Census, only 5% women workers received pay. On the average, men grossed about 75% more than women, but this earnings gap is not entirely due to gender discrimination in pay. The gender gap also incorporates differences in average education levels, labour market experience and occupational distributions, all of which, however, reflect gender discrimination in access to education, health services, assets and job opportunities, and therefore results in this pay gaps.

Under the amended Civil Code, gender disparity remains a major issue as women are required to forfeit their rights to parental property upon marriage. However, the repealing some discriminatory laws are found in the Civil Code amendments, and the establishment of a National Women’s Commission is likely to create more awareness around such issues.

3.4.5.
Labour remuneration

The FNCCI-survey found that average monthly earning among paid employees was NRs 2,143 (USD 32) including both cash and in-kind payments. Legislators and senior officials made four times amount, whereas those in elementary occupations  netted only 2/3 of the average. The current minimum monthly wage including allowances stipulated by the revised Labour Act is NRs 2166 for unskilled manufacturing workers, growing gradually to NRs 2466 for highly skilled ones. In practice, a formally trained production worker earns about two USD more per month than a non-trained worker. Labour unions as such, seem to have very little influence on cash earnings. More specifically, the survey established the following:

· There is a 30% wage premium for educated workers as against uneducated ones 

· There is a 28% wage premium in working for a firm with more than 200 employees;

· There is a 10% wage premium for workers in export firms;

· There is a 20% wage premium for working for foreign firms;

· Women earn 30% less than men for the same job;

· Casual labourers earn about the same as permanent workers, however, they do not enjoy other benefits than permanent workers enjoy; and

· Union members earn, on average, 8% less than non-union workers, but they have more benefits and better job security.

3.5.
The labour market

3.5.1.
Labour market segmentation and mobility

As seen above, the formal sector covers a very small portion of the Nepali labour market. Legislation as well as taxation rules and practices do not encourage formal sector registration of SMEs. Very much a result of government red tape and unclear and unpredictable consequences of company- and labour market related legislation, there is a segmentation of the labour market into permanently employed staff with strong legal workplace protection, and contract workers who can be hired and fired at will. Agricultural workers and subsistence farmers belong to the latter category along with the bulk of unskilled workers, and they totally dominated the labour force. It is the informal sector that absorbs the bulk of new job seekers, simply because the formal sector provides very limited number of jobs, and for the most part try to avoid permanent employment contracts.

Nepal is a pluralistic society with diverse ethnic, caste, linguistic (70 languages and dialects) and religious communities. Many indigenous ethnic and caste groups have been historically disadvantaged and continue to lag behind by all economic, social and rights indicators. The structures are, however, complex with overlapping castes and ethnicity, and there does not seem to be a simple straightforward one-to-one correlation between rank in the traditional caste system and indicators of poverty.  Occupational distribution in Nepal is influenced by these social structures of society. Four castes dominate and occupations are to a large extent fixed or at least constrained by birth, thus limiting transition between occupations in line with what economic development would demand. This has resulted in labour market imbalances that to a large extent are solved by importing Indian labour to fill the gaps. Typically, a Nepali high caste trained engineer will not engage in manual “dirt under the fingernails” activity; he will only command lower caste workers. These traditions are, however, loosening up slowly, but quicker in larger towns. The mobility of highly educated Nepalese is, however, often quite restricted. They often come from the cities and with strong family ties they do not easily accept job opportunities in other districts.

Bonded labour is the result of unequal access to resources and services and an unbalanced power structure which forces agricultural workers to accept contract terms so that are never able to escape the bond. Close to 20,000 families in the Kamaiya system of bonded labour in the mid- and far western Terai were subject to this system when in 2000 it was decided to immediately eradicate it. This was of little help to these families since they had virtually no alternative means of survival. Estimates based on the National 2001 Census suggest around 200,000 bonded labourers under the  different bondage systems in the Terai. 

3.5.2.
Un- and under-employment

The 1999 National Labour Survey showed high labour force participation (86% of the population above 15 years of age) and low unemployment in Nepal (less than 2% nationally, and 7% in urban areas). However, on top of this comes the large number of existing underemployed, currently estimated at 47% of the total employed labour force This apparent low unemployment is as expected in a country where the large majority of the working age  population (87%) live in rural areas and depend on subsistence agriculture, and where people migrate for work when nothing is available at home.

3.5.3. Labour laws and labour market reform challenges

In 1992, Parliament passed the Labour Act and Trade Union Act, and formulated enabling regulations. However, the Government has not yet fully implemented these laws. The laws permit strikes, but in practice industrial actions are infrequent. In the past, labour strikes and other political actions have closed all business and transport operations in major cities, sometimes for days at a time. Such strikes have severely damaged Nepal's business climate, and have hurt the tourism sector in particular. The Trade Union Act requires unions to be affiliated with political parties. Even if union participation in the formal sector accounts for only 10 percent of the total labour force, the union- and party leaders exercise and often abuse significant political influence through their party affiliations. Three leading national –level trade unions dominate: (1) Nepal Trade Unions Congress (NTUC), known to be supportive of the Nepali Congress (NC), but has also raised issued with the NC government. (2) The General federation of Nepalese Trade Unions (GEFONT) which is alligned to the CPN-UML (Communist Part of Nepal – Union of Marxist Leninists) with senior party members also holding senior union posts, and (3) The Democratic Confederation of Nepalese Trade Unions (DECONT), which split from NTUC in 2001 and is now directly aligned with NC. Efforts at collective bargaining are often hampered by unrealistic laws such as the Bonus Act, which provides that workers must receive 10 percent of yearly profits in bonuses regardless of improvements in productivity (as per the Electricity Act it is 2% for hydropower). ILO reports, however, that the process of dialogue between trade unions and employers has improved tremendously over the last decade. 

In the FNCCI survey that almost all managers pointed to the Labour Act as a significant burden on their enterprises. The cost of retrenching permanent workers is so high that firms attempt to limit the number of permanent workers they hire. The law is such that once a worker becomes permanent, it is impossible to lay him/her off or fire him/her without permission of the Labour Department. Such permission can take years to get. Declining business is not considered sufficient justification for retrenchment, and even in cases of gross worker misconduct this costly and time consuming legal process must be followed. The consequence of the law is therefore that many older firms are severely overstaffed and unproductive, whereas new firms are reluctant to hire new workers. The labour law directly discourages large multi-national firms that consider Nepal among alternative new establishment countries. The law encourages firms to adopt more capital intensive techniques and technologies than they would otherwise have done. The law also discourages the hiring of workers on permanent contract basis. As a result, 50% of the manufacturing workforce is made up of casual workers who earn the same wage as permanent workers, but have much less job security and fringe benefits than the permanent workers. The Labour Law, originally intended to protect workers and rightly so, is today a main obstacle to formal sector development and to the creation of formal sector jobs that the country so desperately needs. In reality it is the main barrier to permanent employment by school-leavers. With easier hiring and firing laws overall formal sector employment would increase and more would be invested in worker training thus enhancing their productivity and earnings. 

The Child Labour Prohibition and Regularization Act of 2000 prescribes conditions for 14- to 16-year-old labourers, and prohibits employees under the age of 16 from work in dangerous industries. This is another major HMGN-challenge, since it is reported that 25% of all children under 15 actually work to such an extent that it impedes their schooling. Unions claim that only 50% of employers respect the labour-related laws. With only ten labour inspections offices countrywide, it is very difficult to implement labour protecting legislation and regulations.

Under current law, the Department of Immigration must approve the employment of foreigners, other than Indians, for all positions except those at the very top of a company or project. Many companies report that the protective labour laws make it very difficult to bring in skilled and experienced specialists such as pilots, economists, engineers, or architects.
3.6.
Corruption

Corruption is widely acknowledged as a major obstacle to using Nepal’s assets more productively, and is an obstacle to maintaining and expanding foreign investments. Our field work and the FNCCI-survey of 1999 found that it is perceived to be widespread, contributing to misallocation of government resources, severe delays in project and programme implementation, and difficulties in obtaining approval for private investments. It has become accepted to have to bribe officials even for processing routine, legitimate official transactions.

Partly as a result of the low government salaries, many civil servants feel the need to augment their incomes through a range of corrupt practices. While most corrupt officials may receive relatively small amounts from such abuses (“corruption out of need”) a higher level minority do, according to newspaper allegations, make considerable sums (“corruption out of greed”). Corruption, it is claimed, in the large “fees” and “commissions” are paid to obtain certain government jobs and contracts. At the same time fear of accusations of corruption makes many officials push decisions on procurement and other routine matters to the highest possible level, thereby delaying decision-making, often for months, thus contributing to the high transactions costs.

A new Corruption Elimination Act grants the Commission for Investigation of Abuse of Authority (CIAA) and the Special Police Department under the Ministry of Home Affairs wide-ranging powers to investigate cases of corruption involving ministers, government employees, political appointees, politicians and other individuals or entities. This act was passed by Parliament in April 2002, and came into effect June 19, 2002. During the Ninth-, and now with the Tenth Plan, corruption is being increasingly addressed explicitly and aggressively by CIAA, as measures to achieve good governance in the public sector are put in place and their progress monitored, e.g. as part of the IAP of July 2002.

While this is a most welcome and much needed initiative, it also has its downsides – at least in the period of transition to good governance. For CIAA to function effectively it needs the cooperation from genuine “whistle blowers”. The study team was alerted to that in the present situation, such “whistle blowers” are threatened and their lives and those of their family members put in real danger. To protect them so that they can witness, CIAA grants them anonymity. While this is a key instrument for identifying and prosecuting the culprits, it also unfortunately provides for all sorts of anonymous personal revenge actions, not necessarily of any relevance to the CIAA, which nevertheless has to spend much of its very limited time and resources on such matters. The overall outcome may be rather detrimental to the expected CIAA achievements, because increasingly, decision makers refrain from making decisions, fearing unfounded litigation and associated costly and time-consuming prosecution. In the end, this could delay implementation reforms and good governance even further. This said to illustrate that replacing widespread corruption with good governance is no simple task. Perhaps one  idea to consider would be for CIAA to develop and introduce “transparency certificates” to be issued to both enterprises and government offices and agencies that can document that they meet certain criteria for transparent and “clean” operations and behaviour?

3.7.
Challenges related to the insurgency violence

For the past six years, Nepal has been wrecked by a violent Maoist insurgency. It seems reasonable to conclude that the popular support for the Maoist claims is the disappointing experience and perception of the Nepalese people that those politicians who were given political power to govern following “democratisation” in 1991, turned out to be first and foremost focused on serving their own families and friends interests, and in this context diverting government revenue and donor funds meant for poverty alleviation and improved economic and social welfare, into their private accounts and wealth.  The ordinary citizen has experienced virtually no benefits from the large amounts of donor funds transferred during the last decade. The violence has spread in the Kathmandu Valley, although to a lesser degree than in the rest of the country. While hardly any district has been left unaffected by the insurgency, the heartland of the insurgency is in the Midwestern districts. Many business owners report having received extortion threats from the Maoists. The Maoists have also attacked and destroyed village-level infrastructure, including small electricity projects,  telecommunications, bridges, and drinking water systems. Because of severe constraints in both personnel and resources, the government's ability to protect basic infrastructure, local government offices, businesses, and other installations is limited. 

It is now urgent for Nepal to accelerate the pace of reforms to overcome the challenges posed by the Maoist insurgency. The present situation  represents a major drain on public resources and scares domestic and foreign investors away from the country. However, restoring and maintaining security depends crucially on establishing popular confidence in the politicians and in the reform package that the IAP of the Tenth Plan is designed to accelerate. With the recent cease fire declaration from the Maoists and start up of peace talks there is some hope that a lasting peace will develop and donor fatigue be avoided. These two outcomes are fundamental to creating the growth opportunities needed to reach the goals of the PRSP and Tenth Plan. Without these outcomes dramatic social and economic deterioration leading to further instability and violence is unavoidable. 

3.8.
The regional and international trade policy framework

Economic liberalization in the early 1990s has led to a quite liberal trade and foreign exchange regime which has helped create an enabling environment favourable to manufacturing-, infrastructure- and service sector (particularly tourism) growth. Nepal continues to pursue the objectives of low and non-discriminatory import tariffs, and is working to qualify for WTO membership. The effective tariff rate compares favourably with the effective tariff rates of neighbouring  South Asian countries. 

The Indo-Nepal Free trade agreement of 1996, and the agreement with India to facilitate access to the port of Calcutta significantly facilitated Nepalese trade. However, influential competing producer lobbies in some neighbouring Indian states have resisted and sabotaged this trade agreement with high local charges and thus created severe and unpredictable problems for Nepalese exports and imports. In March 2002 India agreed to extend the trade treaty between the two nations, but only after Nepal agreed to a series of concessions. 

Another obstacle to Nepalese agricultural exports is a complex, costly and delaying set of quarantine rules imposed by India in August 2001, most likely as a non-tariff barrier to compensate for loss of protection when tariffs were reduced. This has never been practice before, and by requiring such checks on all agricultural imports and only providing one check point initially  for this to be done, India has effectively hampered Nepalese exports. India has gradually agreed to set up additional checkpoints and reduce the quarantine fees, but has retained the time-consuming system of quarantine checks.

Another barrier yet to be removed is disagreement on the customs clearance procedures for cross border rail operations. Nepal wants the procedures carried out at their newly built inland container depot (ICD), whereas India wants the checks to take place at the border. So long as there is no such agreed procedures, railway cost are 40% higher than otherwise. At the time of writing negotiations towards a compromise solution are progressing, but for road transport no immediate solution is in sight.

Recently, exports of food items such as flour, vegetable ghee and vegetable oil, by road to Tibet have grown due to the proximity of Nepali producers relative to their much more remote Chinese competitors. The range of goods in such exports is likely to increase and no apparent obstacles are instituted by China, but Nepali traders face tough Chinese buyers at the border, because the cost of not reaching a sales deal and returning the loads to Nepal are very high.

When the Multi-Fibre Agreement (MFA) is repealed on January 01. 2005, export quotas will be removed and countries like Nepal will have to significantly enhance productivity to maintain their apparel exports. The challenge of increasing competitiveness is therefore to diversify away from garments to other export sources.  (higher value added – reduced costs)

Nepal is a member of  the South Asian Association for Regional Cooperation (SAARC). The agreement on the South Asian Preferential Trading Arrangement (SAPTA) covers today around 4.000 items, reported to be mostly non-tradable. The South Asia Free Trade Agreement is reported to be in progress.. Nepal also participates actively in the different working groups under South Asia Subregional Economic Cooperation (SASEC), together with Bhutan, India and Bangladesh .  Working groups have been established for trade, investment and private sector co-operation, power and energy; transport; and tourism and environment. Nepal has a special agreement with China for reduced tariffs on trade with Tibet, and the Yuan is made convertible in Nepal. 

3.9. Foreign investments

Foreign direct investment (FDI) can bring benefits to the host country such as increased efficiency, innovations in product-, process- and organizational technologies. This is of course an advantage compared to importing goods that bring embedded technologies. Competition from abroad can spur domestic industry to improve productivity, promote growth and employment. These all constitute elements that are badly needed in Nepal, but FDI has never played a major role in Nepal’s external accounts. FDI-flows into Nepal peaked in 1997 with USD 23 million. This was 2.2% of gross fixed capital formation, and less than one percent of GDP. This share is less than those of neighbouring South Asian countries, and just a fraction  of those observed for the countries of  South-East and East Asia. One should observe, however, that the "grey-market" inflow of capital from remittances from abroad to Nepal, is judged to be considerable, - possibly (much) more than 20% of GDP, and should be suitably accounted for, also by making the Nepalese rupee convertible now that the unofficial currency market is close to the official. 

At present, there are 710 foreign investment projects operating in Nepal, half of which are in manufacturing, and 20% in the hotel and resort business. Indian leads with more than 35 percent of the investments and 40% of direct employment generation, followed by U.S.A., and China. Japan, U.K. and S. Korea are also prominent – especially in terms of direct employment per Rupee invested. In foreign investment terms Norway actually ranks fifth, according to the Department of Industries, HMG, but in terms of direct jobs created per Rupee invested, Norway stands in sharp contrast with those mentioned above with Rs 2.2 million per job as compared to Rs. 0.2 million for India,  and Rs 0.5 million for the U.S.A. The immediate and indirect multiplier effects of Norwegian investments are hopefully substantial. 

A number of the Indian investments are related to the textile and garment industries. It is to be feared that by the ending of the quota system at the end of 2004, as well as by the WTO ongoing negotiations, Indian investment in Nepal resulting from the quota system and other trade regulations will decline and Nepal appears to be inadequately prepared for this situation.

4.
Creating an enabling institutional environment for PSD

The comprehensive 1999 FNCCI enterprise survey on the problems manufacturing firms have to deal with in Nepal came up with a crystal clear conclusion that overwhelmed all other complaints and problems: “Government in all its forms – its policies and regulations and their implementation (or lack of it) imposes a tremendous bureaucratic burden on firms in complying with them”. While companies also face problems related to lack of demand for their products, inadequate ability to prepare work plans and loan applications, poor accounting and auditing practices, difficulty of financing their operations, inadequacy of infrastructure services, labour quality- and relations, lack of business support services, shortages of inputs and trade regimes of foreign governments, these came clearly second to Government as an obstacle rather than as a facilitator.

4.1.
The institutional framework 

The Investment Promotion Board (IPB), chaired by the Minister of Industry, Commerce and Supplies is the primary Government agency responsible for both local and foreign investment. The IPB is intended to coordinate policy level institutions, to establish guidelines for economic policies, to approve or disapprove investment proposals, and to determine applicable investment incentives. The Department of Industry, under the Ministry , registers and classifies investments, and gives permission for medium and large industries, while the Department of Cottage and Small Industries deals with the small scale segment . To operate as a company registration with the Company Registrar under the Department of Commerce in Kathmandu is necessary. Furthermore, registration with the Internal Revenue Office to have a permanent account number is necessary for VAT and income tax purposes. All these permissions for establishing industry and registering a company includes documentation and processing open for delays and abuse. 

The Department of Industry  also serves as the secretariat for the "One Window Committee," which manages the income tax and duty drawbacks granted to some foreign investments. The “One window service” which the Government introduced with good intentions in 1992 to streamline the provisions of Government services to the manufacturing sector, has not at all worked as intended, according to the FNCCI survey, and repeated by the enterprises interviewed during the field work of this study. For one, information about this business facilitation modality has failed to reach many of its potential users and beneficiaries. Even where firms have been made aware of its existence, this service does not appear to benefit firms located outside Kathmandu, because the regional Government offices cannot handle all of the scheme’s services, forcing firm managers to take time off to travel and spend extensive amounts of time with the inefficient Government bureaucracy in Kathmandu to resolve issues related to permits, licences and foreign exchange deals for imports and exports.  Equally or more seriously, those firms that have used the “one window service” invariably describe it as “simply one more window of Government bureaucracy to deal with. The Government has a lot of windows and some doors too!”  As it exists today, this facilitation service appears to be limited to an entry point for  providing tax and duty drawback refunds only. Once through that window, firms have to chase their files through the Department of Industry, the Department of Customs, FNCCI, and the Department of Finance, which finally releases the tax refunds after receiving approvals from each agency and paid in the form of HMGN-bonds. This imposes a very time consuming process on the enterprises.

 

Current administrative procedures do not allow for automatic approval of foreign investments. Foreign investors are required to obtain licenses for manufacturing investments, and each license request must be considered individually. Foreign investors frequently complain about bureaucratic delays and lack of transparency in procuring investment licenses. In most cases, one to six ministries other than the Ministry of Industry may review the business proposal and give an opinion prior to consideration by the IPB. Some investors have reported that the licensing process requires a good lawyer and great patience. The law mandates, however, that the investment promotion board is bound to make a licensing decision within 30 days, provided all necessary information has been submitted. Early in the investment process, Nepalis — generally exempt from the licensing process -- are at an advantage. It was reported to the study team during the field trip that reply was received within the time limit, but the replies always prompted further questions from the enterprises, and the IPB is not bound by any deadlines in replying to these. Not all sectors are eligible under the prevailing legislation. Service industries in which foreign investments are not permitted include a.o. business and management consulting, accounting, engineering, and legal services. 

As regards implementation of the VAT and the new invoice-based customs valuation rules, the resilience among customs- and tax collectors to institute and practice the new and improved rules and regulations is strong, and transition slow, in part because they face substantial reduction in the very profitable side payments from their established practices under the old regime. In the mean time businesses face double taxation, difficulty in getting refunds, and a need to spend large amounts of management time on what should have been automatically solved as a result of the approved legislation and amendments.

4.2.
Decentralization, responsibilities and requirement of local authorities

The Local Self Government Act of 1999 (LSGA) provides an expanded set of responsibilities for local governments with ambitious targets for implementation of decentralization. These have later been followed up with more specific recommendations, and an approved fiscal decentralization framework, which has yet to be operationalized. It includes:

· local bodies would be handed over responsibility 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.

However, like on so many other Nepalese arenas, implementation is not up to par, and will only yield tangible local results if the local private sector is mobilized, organized and trained to execute the many urgent tasks subject to the institutional framework outlined above.

Given, the wide disparities in economic development between urban and rural areas and between the Terai, hills, and the mountain regions, the concentration of development in Kathmandu and the sympathy with the Maoist unrest, such decentralized private sector mobilization is perhaps the most important reform agenda for peace and reconciliation in Nepal. Hence, it is important that implementation of decentralization be accelerated. However, 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, and accompanied by accountability of local governments. So, performance monitoring of the local governments and performance-based resource allocation will be important. 

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 to support (i) partner/implementing organizations (e.g., NGOs, local Governments and line Ministries) directly; and (ii) development schemes indirectly by setting up local trust funds at the District level. Local micro enterprises should be at the core of implementation of this policy.

4.3.
Land administration, titling and collateral

Land in Nepal is highly fragmented and informal and non-transparent tenancy arrangements deter investment in land. All real property transactions must be registered, and property holdings cannot be transferred without following established procedures. Even so, property disputes account for half of the current backlog in Nepal's overburdened court system, and such cases can take years to be settled. Moreover, laws and regulations are unclear, and interpretation can vary from case to case. 

Enterprises with own land can use land as collateral. As pointed out in chapter 3.3. above, banks often need time before accepting collateral. The reason is experience from increasing attempts among some borrowers at mortgaging their land first with one bank, and using the same land as collateral with another bank before the first mortgage is publicly registered and/or failing to inform about it. In this way, the second banks risks giving a loan without having adequate security. 

Enterprises located in industrial parks/estates under government land leases face a different problem. They cannot – even if the leases are long lasting and transferable in the real estate market – expect banks and financing institutions to accept such leases as collateral. Furthermore, those among such enterprises that have invested extensively in buildings and machinery on leased land face severe difficulties in mortgaging such investments as collateral as well, and must rely on own savings for financing expansion and new equipment investments.

4.4.
The tax regime

In the spring of 2001, GON started the strengthening of overall tax administration by merging the VAT and the tax department to form the Inland Revenue Department. This was completed in July 2001. Issuing invoices at the retail level and refunding VAT has yet to function as intended. Implementing the VAT system is still a big problem. The private sector suggested in the FNCCI 1999 survey that a main reason is that the tax administration officers are not given adequate training neither to administer the VAT nor in understanding and analysing complicated accounting. Furthermore, the formal sector firms complained that the VAT registration net is not wide enough so that firms that are registered have difficulty competing with unregistered firms. 

Another important tax reform measure is the updating of the import valuation system for customs and requiring payments to be handled through banks. Customs duties are collected according to official valuation rather than purchase price, and private enterprise importers have consistently complained about the arbitrary valuation practices of customs officers. The strengthening of the system as part of the VAT strengthening includes levying customs duties on transaction values to avoid under-invoicing at the border. This practice has made it virtually impossible for importers to plan and budget their business and to set prices that will secure a reasonable profit. 

Important is also the passing of the Income Tax Act of 2000 which consolidates  tax laws, simplifies payment procedures and includes taxes on inheritance.   At the same time the income tax base is expanded to include commercial farming, exports, dividends and interest. In general, there has been no income tax on profits from exports. However, income tax is levied on a negotiated amount rather than on account, and this leads to under-invoicing. A uniform taxpayer identification system has been introduced that links the VAT with the income tax administration. The new income tax system is meant to resolve all inconsistencies with other Acts. During the transition period before the VAT and the rest of the new tax system is in place and working as intended, firms complain that tax officials continue to taxes that became extinct (such as the old Contracts Tax) with the introduction of the VAT and the new income tax system.

Customs, sales tax, and excise duties are also reimbursed within 60 days on raw materials used in the production of export items. In addition, income in certain priority industries is taxed at a concessional rate of 10 percent, as opposed to the usual 20 percent rate.

Finally, and not the least –judging by the complaints from industry and the public – the reforms include a strengthening of anti-corruption measures to reduce the harassment of taxpayers and requiring annual asset declaration by taxation officials.

While these initiatives are impressive, their effective implementation is what really matters in order to establish confidence to the public sector and political leadership among the business community and the general public. Our field interviews with private sector representatives in different parts of Nepal, suggests that very little has changed in practice since the 1999  FNCCI-enterprise survey. That study revealed widespread bitterness over the tax administration in Nepal. The firms complained that very little had changed during the 1990s, in spite of  tax reforms and efforts to overhaul and modernize the tax system. It is important to note that complaints are not about the tax burden per se, but the arbitrary and capricious way that taxes are assessed at the discretion of the tax officials. A main complaint was that tax officials ignored audited accounts submitted by firms and continued with the old habit of assessing taxes based upon what they estimate the turnover and profits to be. An additional aspect seems to be the tax collectors’ overarching aim of meeting the tax  revenue targets. This tend to take precedence over correct tax collection as prescribed by the law. The firms blamed these practices for their low level of investments since expensing investments does not influence taxes paid. Adding to this, the system for resolving tax disputes was reputed to be for all practical purposes non-functioning. 

4.5.
Corporate governance, accounting, auditing and transparency

Nepal lacks sound accounting and reporting standards. Disclosure requirements for companies are inadequate and information available to lenders incomplete, and often inaccurate. This and proper auditing are important in reducing transaction costs and essential for creating and enforcing contracts, without which business development would be stifled. Proper accounts are necessary to obtain loans in the banks and important to combat corruption. Many companies fail to get the credits they seek on the terms they request because of unclear and inadequate accounts. 

Neither legal-, regulatory-, supervisory- nor accounting systems are fully transparent or consistent with international norms. Though auditing is mandatory, professional accounting standards are low, and many practitioners are either poorly trained or lacking in business ethics. Under the circumstances, published financial reports are unreliable, and investors are better advised to rely on general business reputations, except in the very few cases in which companies have applied international accounting standards.

When the new Company Bill 2059 becomes an Act, the above situation should change dramatically to the better for registered companies. For limited public financed companies the drafted Bill provides for good corporate governance by provisions regarding duties and functions of directors. All registered companies will be obliged to keep and prepare annual accounts in accordance with International Accounting Standards (IAS), and prohibit i.a. appointment of auditors not being a member of the Institute of Chartered Accountants of Nepal (ICAN). It is foreseen that the administration and enforcement of the Company law will be more effective and the dispute resolution mechanism more transparent, effective and fair.

With enactment of the Bill, ICAN’s capacity to provide training in IAS may be assessed and strengthened. Establishment an Institute of Directors may also be looked into as a supporting vehicle for good corporate governance. Company adherence to a code of good corporate governance will in most functioning markets have a positive impact on the “bottom line”.        

4.6. Private sector organizations

Nepal has a number of business-, trade- and professional associations that play a role in the economy. Their legal status is given by the “Organisation Registration Act 2034”(1978). The registration authority is decentralised and vested with the Chief District Officer that also supervise adherence to registration conditions i.e. annual reports with financial statements. Any group of 21 members can register an organisation. Chambers of Commerce and Industries (CCI) and exporters’ associations are important. Trade and industry associations (TIA) are established for most trades of significance. Chambers of Commerce and Industry are present in all districts. 

The business- and trade organizations in Nepal play an important role th as promoters of private sector interests and in the provision of information and BDS/BSS to their members. NGOs are important in organizing small-scale entrepreneurs and farmers, especially in rural areas and areas outside of Kathmandu.

Chambers of Commerce and Industry

The Federation of Nepal of Commerce and Industry (FNCCI) est. 1965, is the apex body of the country’s business associations. It has 86 member chambers in 69 districts and 53 national level associations apart from member bi-national chambers and almost all leading public and private companies and corporations. Altogether the FNCCI encompasses about 50.000 businesspersons and business units. FNCCI has as its main objectives to promote the interest of its members, i.e. to assist in their development, and to project, encourage and safeguard the interests of the private sector through interaction with the government. FNCCI represents Nepal in regional and sub-regional cooperation (SAARC, SASEC, SARI-E). Nepal Chamber of Commerce, est. 1952, was the first CC in Nepal, has 1600 ordinary members and has more than 8.000 registered firms affiliated to it, primarily from the Kathmandu Valley.  NCC operations both overlap and complement the activities of FNCCI. Confederation of Nepal Industries was established as a result of a lost election for the presidency of FNCCI and has to some extent an overlapping membership and objective.

In general, the basic objectives and principal activities of the chambers of commerce are broadly similar: they support market-oriented reforms, provide inputs to proposed policies and legislation from a business perspective, offer training courses for its members, and serve as forums for the exchange of views among members.  In addition, representatives of the business community sit on many committees set up by the government and their representatives are included in government delegations abroad. Membership covers large, medium, and small enterprises. The community’s clout and its ability to affect policy change are reportedly greater than at any time in the past. However, CCI leadership is in often perceived to be better at taking care of their own interests than the interests of their membership.

Trade and Industry Associations

As with the CCIs, it is difficult to assess to what extent the TIAs represent the interests of their members. However, the team is informed that business managers or owners interested in doing business in the market, are not interested in being elected as office bearers – and that office bearers tend to focus on doing business by lobbying and networking. Seen from the business community, the availability and access to the services of the associations appear limited, judging from different surveys. The associations are considered weak, especially with regard to market information, information on new technology and product development. Their capacity to improve investment climate and reduce transaction costs appears limited.

Professional Associations

Professions regulated by act of Parliament trough established government Councils authorises right to practice and sets standards for professional behaviour. However, the complaint and enforcement mechanisms are reported to be weak.  Most professions like lawyers, engineers and chartered accountants have their own associations (institutes), providing codes of ethics and standards for their membership’s performance in delivering professional services. Adherence to standards and use of sanctions seems not to be very strict.  

In general, the business organisations effectiveness as advocates of reform can be questioned due to a perceived strong linkages both with political parties and the administration. Their effectiveness in delivering member services varies with income and assistance. They have a clear potential for improvement. The various business chambers, especially those with members engaged in export are in principle well positioned to influence the government in matters of governance. They may need assistance in strengthening their capacity in policy analyses, and in developing business ethics and a common, non-partisan business spirit among their member. Some of the organisations have a potential to take over services that today are rendered by the government.

Professional Associations have potentials to become influential in governance reform but may need strengthening. Thus, professional associations need help to develop their ethical and professional standards and to become more effective and forceful advocates of governance reform.
The perception of the team is that in associations and chambers of commerce, there is room for improvement of performance with respect to creating an enabling environment and a level playing field directly through services offered to their members and indirectly through focusing on productive growth in their advice to government. Professional associations have a potential to play a more important role in expanding the concept of corporate governance thereby contributing to improved investment climate in the country.

4.7.
The Nepal Stock Exchange (NEPSE)

A stock exchange has been in operation since 1993, but weak management, lack of a corporate culture, the poor financial performance of listed companies( particularly in manufacturing, which dominates exports) and a lack of understanding by companies of the share market, have combined to a poor stock market performance. By mid-2001 the total market value of the 119 listed companies had shrunk to NRs 29billion  down from NRs 50 billion a year before. Only half of the listed shares are actually traded, and only 31 companies meet the requirements for so-called category A listing (basically minimum requirements as regards paid-up capital and number of shareholders), see EIU (2002b). It is of interest to note that the volume of trade on the NEPSE apparently has quadrupled during the last four months.

4.8.
Standards, Metrology and Quality Control
Quality control and internationally accepted certification of products is an area where Nepal can facilitate acceptance of its range of export products in foreign markets. The legal basis for providing this was established with the Nepal Standard (Certification Mark) Act of 1980, under which the Nepal Council for Standards (NCS) was formed as the HMGN apex body for quality control and the setting of standards of the products. Nepal Bureau of Standards and Metrology (NBSM) was formed as secretariat to the NCS to grant licences using the Nepal quality Certification marks on products in compliance with relevant standards. NBSM has various test laboratories, regularly inspects, and may renew, suspend or cancel the licence to use the NS-mark. None of the laboratories have international accreditation, as a consequence most exporters have to obtain testing certificates either from India or Singapore. The criteria for the evaluation of industries are based on the ISO principles. NBSM has launched an eco-labelling system for Nepalese export industries to help producers acquire internationally recognized eco-labelling of their products and thus access to OECD markets, and some carpet and pashmina producers have succeeded in acquiring such certificates. NBSM is planning to expand this eco-labelling system to the tourism sector also.  

5.
Infrastructure: Creating an enabling environment for PSD

A premise for a proper investment climate is reliable infrastructure. This is particularly important for small and medium enterprises. Nepal is handicapped by its mere location, climatic variation, and rugged terrain and nature. Being landlocked between two major nations means no direct access to seaports, and land transport is difficult and expensive and constantly depends on conditions stipulated by its neighbours. The infrastructure in Nepal is in great need of improvement and upgrading after many years of neglect and lack of capacity expansion to keep pace with an expanding population. In recent years, such improvement, maintenance and upgrading has been further hampered by the instability caused by the insurgency situation – both with regards to the security situation not making it possible to carry out work in many areas and furthermore as the Maoist have targeted infrastructure. The shortcomings are acute as regards water supply in Kathmandu, and power supply is often interrupted by cuts and voltage fluctuations that cause interruption in production and damage to machinery. The road network – in spite of a doubling of mileage since 1990 – still provides sparse national coverage, is in poor shape many places, and in need of expansion as well as maintenance. This often causes delays in meeting shipping schedules and forces the use of expensive air shipment on many occasions. Telecommunications only covers half of the country’s 4,000 villages.

Recent legislation has moved a long way in opening up for Public Private Participation in Infrastructure. However, the regulatory framework is still considered too weak for investors. Where regulatory authorities have been established they lack independence and are open for unpredictable political influence. Even where authorities and boards have been instituted with formal autonomy, the strong tradition and culture of letting all decisions be taken at the top central level remains resilient and continue to hamper decentralization in practice and delay timely processing  and progress.

5.1. Electricity and power supply

Nepal has a significant but expensive hydropower potential. Nepal’s estimated potential for hydropower generation is estimated at 83,000 megawatts (MW), of which 42,000 MW is estimated to be technically and economically viable. However, the commercially viable potential in the coming decades is far less, maybe only 10 – 20,000 MW, due to environmental considerations, commercial risks, and huge multipurpose projects to being realistic. In terms of the regional markets and competition for customers the scope for developing financially viable projects is seen very limited in the medium term. In contrast to the high theoretical  potential, only 528 MW, or 3 - 5% percent of our commercially viable estimate, has been developed to date (see Annex 6). Other hydropower projects under construction will add a further 115 MW to the central grid over the next few years. Only about 20 - 25 % of the population have access to electricity. In rural areas where 88 % of the population resides, only 5 % have access. 

The quality of supply is poor and systems losses in transmission and from pilferage are high (more than 20%). Until recently power shortages and outages were frequent. However, due to new hydropower projects being finalized over the last couple of years, and lower than expected growth in demand due to the economic downturn following the Maoist insurgence, the system is presently significantly over supplied. 

Even if Nepal’s own demand for electricity on average is covered, the distribution is uneven and uncertain in the dry season.  Remote use of micro- and mini- hydropower plants is and will into the future continue to represent an important contribution to rural development and private sector development. 

National Grid extension is not economically feasible to extend to many areas in the hills and the alternative energy sources
 can only meet household energy requirements. Nepal is an ideal setting for micro hydropower (MHP – plants up to 100 kW). It is estimated that only 30% of the population will have access to the national grid by 2020 as fixed line facilities will be too expensive, making the demand for micro hydropower high in areas where grid extension is yet far away. Improving the technical quality and socio-economic viability of MHP and operation, maintenance and management capability of the owners at the villages level are the foremost challenges in the sector. The responsibility for ownership and operation of local micro hydropower plants and grids should be born by local investors and communities, not by central authorities.

Power trade with neighbouring India is minimal, and Nepal has been a net importer of power from India over the past few years. Interconnector capacity between India and Nepal is limited. However, the physical capacity is not used to its full potential despite the fact that water is spilled domestically, especially during the wet season. All new hydropower developments over the last few years are of Run-of-River (R-O-R) type, which implies that production is directly related to the flow of water in the river at any point in time. 

The costs of electricity in Nepal are among the highest
 in South Asia. It would  appear that construction costs in Nepal are high and less favourable than in Bhutan and India for locational, natural and administrative reasons described above. 

One obvious remedy (of several), albeit with effects only in the medium to long-term, is to modify design criteria for further capacity expansions. Ideally, a policy should be in place to develop hydro projects  with reservoirs, with at least dams to store water basis between peak and off peak periods, but ideally to serve as seasonally buffer. However, the natural conditions prevent this from being a realistic option. Therefore, thermal power, based on diesel and coal, imported from India on a transnational grid appears a more realistic and cost-efficient option, given inadequate ability and capacity of Nepal’s road system to handle large volumes of coal and/or oil. Expansion of biomass based plants is, however, another option to be pursued. With regard to  large dams, these are increasingly viewed as highly damaging by environmental experts, but more important is the need for an agreement for power trade with India. Other issues that need attention are the ongoing restructuring of the NEA
 and efforts to bring down cost by improving operational efficiency, revenue collection, planning and investments. Measures should also be taken to increase the load factor in demand and a flexible trading arrangement with India to reduce spilling of water, see Econ (86/02).

Nepal has four public organisations within the power sector: Ministry of Water Resources (MOWR), Department of Electricity Development (DOED), Water and Energy Commission Secretariat (WECS) and Nepal Electricity Authority (NEA).

WECS is an advisory counsel towards the MOWR in issues concerning water resources and energy, while NEA is the wholly HMGN owned undertaking responsible for the planning, construction, operation and maintenance of the power system throughout Nepal including power trading with India. All PPA’s must be negotiated directly with NEA, the national utility responsible for transmission and distribution. It has entered into Power Purchasing Agreements (PPAs) with Independent Power Producers (IPPs) as well as continued to develop own generating plants. 
Department of Electricity Development (DOED) was established within MOWR as a one-window system to facilitate the licensing of and assistance to operation of private sector IPPs.

However, the experience heightens the need for further improvements in the regulatory design and implementation guidelines in support of private investments in the sector.  DOED clearly does not have the necessary authority to fulfil its role, as developers have to obtain most approvals, licenses and permits independently of separate government authorities. DOED can express its support and urge these entities to grant the required authorisations, but without any direct control. Difficulties have been encountered in securing communication system licenses; application of procedures; interpretation of government concessions for importation; interpretation, and calculation of customs duty charges and royalty fees; and inadequate definition of engineering/environmental standards. These circumstances not only impede transparent efficient processes but also create opportunities for rent-seeking in bureaucratic organisations. These prove to be time-consuming and costly for the projects.
In 1992, the Hydropower Development Policy
 (the Policy) was issued to encourage domestic as well as foreign private sector hydroelectric investments. Several key constraints were identified to the successful implementation of the Government's Policy, most prominent of which are the following: (i) overlaps in the policy, regulatory, and operational functions of public institutions operating in the electricity sector; (ii) inadequacies of the existing institutional structure of the Nepal Electricity Authority (NEA) to meet future needs of the power sector; (iii) insufficient institutional arrangements for the promotion of power trade; and (iv) weak institutional support for improving electricity access to rural areas. The Policy was subsequently updated in 2001 to reflect a greater emphasis on private participation in generation, transmission and distribution and to pave the way for sector restructuring and improved regulation. The revised Policy calls for the creation of a more competitive environment for private sector participation, including introduction of more transparent and investment friendly procedures. Development of small hydro projects as well as of district level projects under decentralized schemes in hilly and remote areas are also highlighted. Development of Nepal's hydropower potential through export oriented projects is also a key feature of the Policy.

With the Indian Parliament, hopefully enacting the new Electricity Bill in the current session, some of Nepal’s hydropower projects  may approach bankability, if they can compete with alternative sites in India. The main feature of the Bill is: An electricity market based on a more open access to the national grid. The National Power Trading Corporation given the right to trade electricity with neighbouring countries, and the National Power Grid Corporation right to  enter into joint venture with private partners on new transmission lines. However, to enter the Indian market – PPAs with industrial consumers or distribution companies, Nepal hydropower companies have to guarantee regular supply of  larger volumes. This can only be achieved by developing storage projects (which, as stated above, are not very realistic) or joint venture with thermal power companies in India. But first of all Nepal has to amend its Electricity Act along the same lines, i.e. open access to Nepal’s grid.   

5.2. Telecommunications

Nepal’s telecommunications coverage is one of the lowest in the world; around 12 lines (fixed and mobile) per 1000 persons in 2000, up from 6.5 in 1997. Domestic and international telephone links are generally reliable but expensive. The main telephone growth has not yet succeeded in meeting demand for basic services, particularly in semi-urban and rural areas, partly because the Nepal Telecommunications Corporation (NTC) has been a monopoly provider of basic services, which although liner installation costs have been very low, has not been conducive to commercial operations and consumer orientation. As of March 2002, NTC had installed 312,032 lines, but had a backlog of 282,257 applications,  see EIU (2002b).

However, with the recent Telecommunications Act, the Government has established the Nepal Telecommunications Authority (NTA) and introduced competition in basic, cellular and value added services (i.e. internet, paging, and data transmission) by private operators. A second private cellular licence was awarded in March 2001, a private national operator was selected to provide basic services in May 2001, and there were over 65 new operators authorized to provide value added services in 2001. NTA has licensed 17 internet service providers, 35 satellite communication users and service providers, and eight pager services. The number of internet user increased tenfold from 5,000 to 50,000 between 1997 and 2000, according to the WDI Data Base, 2002.According to the private sector and professional observers NTA should be made more autonomous and professionally strengthened. In practice, however, NTC still holds a monopoly on fixed-line services, and has remained the sole licence holder for mobile phone services.

In mid-March 2002 1,761 of the country’s 3,914 village development committees had telephone connections, but the Maoists have blown up many of these in the country’s mid- and far-western regions.. As part of the rural development effort, in cooperation with IDA (the World Bank) the Government aims at providing telephone connections in the majority of the 2,500 villages that were without service at the turn of the Millennium. There is a decision to contract out to a private supplier to provide telecommunications services to 534 rural communities – i.e. close to 25% of all rural communities presently without such communications access, in order to enhance the market access and income earnings opportunities. Progress in implementation is slow, in part due to the Maoist activities.

5.3. Transportation

Better roads and more comprehensive all-weather road network coverage for access to agricultural inputs and ready marketing of crops and agricultural produce, is a pre-condition for broad-based sustained economic growth and efficient poverty reduction in Nepal. There is convincing empirical evidence that without  such investments and their adequate maintenance, access to education, health care and appropriate agricultural techniques through extension services will continue to be greatly constrained and thus poverty reduction will remain a slow process, see e.g. Hansen (2000), and Fan, Hazell and Thorat (1999).  

In March 2001 Nepal had 15,702 km of roads, of which 1/3 were covered. Road mileage has doubled since 1990, but is totally reliant on foreign aid. The non-covered roads get frequently washed away during rainy season, and most hill and mountain trails are only suitable for walking and pack animals. Most of the road network is not in good condition because of insufficient for and attention to maintenance. Ten (of 75) districts have no roads suitable for motorized transport. There are narrow roads and lack of direct connections between the main centers of commerce. Road density in Nepal as measured by the “Normalized roads index” was about 70 as compared to 119 for low income countries in 1997/98, according to Fafchamp and Shilpi (2002). This means that the road infrastructure is poorly developed both in relation to what one would have expected for a country characterized by Nepal’s development indicators constituting this index, and in relation to the roads provision of other comparable countries.  

The government has adopted the policy of decentralizing the management of local roads through the Ministry of Local Development by strengthening the local DDCs and VDCs and handling over the management of local roads to these institutions. In order to increase the private sector participation in road transportation and to provide continuity in road transportation service to the public by timely improvement and road maintenance, the Road Board Act, 2001 has been approved from the parliament. According to this Act, the private sector can invest in road transportation, raise road fees and can make necessary arrangements for the maintenance of the roads. A Road Maintenance Fund for regular maintenance works has also been established under this Act. A Regulatory Authority securing investors rights/obligations and protecting customers has not been established.

The project currently discussed most with respect to private sector involvement is the Kathmandu-Hetauda link. At present there exists no direct link from Kathmandu south to the Indian border, despite the fact that this represents the major flow of commodity and passenger transport. The existing road connection to Hetauda is 220 km long, requiring substantial travel time due to narrow, two-lane roads. A direct link to Hetauda would reduce travel distance to only 70 kilometres, representing a major reduction in travel time. But the project would require a 10-km tunnel segment, resulting in estimated project cost of US$ 160 million (see FIAS 1996). Given the relatively low traffic flow, the commercial viability of this project is unclear and on a stand-alone basis a financing package does not seem likely to be forthcoming.

Nepal has some 340,000 motorized vehicles of which 60% are motorcycles and more than half are based in the Kathmandu Valley, see EIU (2002b). This is more than a doubling in eight years, but traffic volumes are still relatively low, even on the main artery to India. The team were told that anyone may obtain a road permit for buses, and that there therefore are far more vehicles than necessary and also many of poor condition (and thus being hazardous in terms of safety as well as hampering the traffic by breakdowns etc.) Due to lack of government regulation it was indicated that private cartels were organised, and in some areas to the detriment of  passengers. The need for an auction based transparent concession system should be looked into.

Nepal has two railway lines, each approximately 50km of length, and both connecting with the Indian railway system. One of them was built in 1936 and closed down in 2001. The other was completed in 2001 for the purpose of connecting Nepal directly to Indian ocean ports, but its opening has been awaiting finalization of the bilateral agreement on how to use it. The customs clearance procedures need to be ironed out. Nepal wants the process to be undergone at the newly built inland container depot (ICD), but India wants checks at the border. A compromise agreement that can lead to the opening and use of the ICD has recently been negotiated. The finalization of the rail operation agreement would lower transport costs between Nepal and Kolkota by up to 40%, see EIU (2002b). 

Nepal has one significant international airport in Kathmandu, handling less than a dozen such flights a day, and 45 airfields. Royal Nepal Airlines Corporation (RNAC) is the national carrier. It is loss-making, highly indebted, overstaffed, poorly run, and unreliable in its operation of two Boeing 737 aircrafts for international flights and a few small ones for domestic flights. It is planned for privatisation. Another private airline also operate flights to some Indian cities. While local tourist establishments perceive limited flights to Nepal as a factor limiting tourist flows, the reality is that tour operators are likely to respond immediately – and plenty of aircrafts are available – to increased travel demand for destination Nepal (the resurgence of operators on the Sri Lanka tourist market after peace negotiations got under way illustrates this point). 32 private companies have been issued air operator licences and have replaced RNAC on the domestic network. 

5.4. Water, drainage and sewage

Nepal has abundant water resources. However, drinking water supplies in most rural and urban areas are inadequate due partly to lack of investment in improved services, but also as a result of failure to develop sustainable operation and management of those services. Coverage of adequate water supplies and sanitation in rural areas is estimated at 66% and 18% respectively; similar coverage in urban areas is estimated at 66% and 67%, see ADB (2000b).


Until the Melamchi water supply project is completed, access to reliable water supplies is a growing problem for most low-income communities in Kathmandu Valley. This, however, will be a long wait with growing water shortage, and the project is being delayed partly because of the political controversy about the donor requirement that it’s efficient operation can only be secured by a private operator, and partly because of cost escalations due to the security situation and recent findings of difficult geological structures where the tunnel is meant to go. Financing for the cost increase has yet to be found. Reliance on public supplies from the Nepal Water Supply Corporation (NWSC) is minimal; most urban poor depend on private and traditional sources of water supply. With piped NWSC-water supplies limited to two hours every alternate day, almost 90% of the consumers, and the poor in particular, rely on secondary sources of supply, and spend considerable amounts of time collecting it. Shallow tubewells (STWs) are a popular such secondary source, but these are usually contaminated and responsible for a variety of waterborne diseases. More than 70% of the households in Kathmandu Valley treat their water (boiling and filtering) before consumption, and this is a significant extra cost for poor households.  A household survey carried out in 1999 revealed that 36% of the households in Kathmandu Valley suffer from water-related diseases such as diarrhea (the leading cause of child mortality in Nepal), stomach ailments and dysentery, and these impact considerably on labour productivity and thus on household incomes due to working days lost and extra expenses for water and medical treatment. 

6.
Enterprise development and employment

Enterprise development and employment in Nepal is largely influenced by:

· Its landlocked situation towards two large neighbours, India and, to a less degree, China. The dependency on the Indian market, both as an export market as well as a supplier (raw materials, specialised labour, etc) is large and unpredictable, but do also represent challenging opportunities.
· Subsistence based agriculture and limited access to markets caused by infrastructure constraints

· Limited natural resources beyond hydropower

· Strong trading traditions but only recent industrial experience, and a sector dominated by around a dozen large family groups. 

· Nepalese labour laws that prevent retrenchment of workers encourage employers to use capital intensive methods in a country with a rapidly growing abundance of unskilled labour. These laws also encourage the employment of casual labour that are deprived of workers benefits and lack a minimum job security. At the same time, these laws discourage investments in new technology and in productivity enhancing  training of the workforce. Hence, a reluctance to enter the formal enterprise sectors.

· Complex, slow, unclear, seemingly unfair and corruption-inviting implementation of enterprise-affecting legislation, customs and enterprise taxes such as the VAT.

· Low enterprise skill levels in project- and market development and –financing, poor and non-transparent accounting practices and false invoicing and reporting.

· The efficiency level of the consultative bodies and public private partnerships, aimed at supporting the dialogue between private sector and the authorities.

Private sector development should focus on Nepal’s identified comparative advantages:

· smiling faces, service minded attitude

· Scenic nature

· water resources

· moderately priced labour

· traditional focus rather on SME's than large industries.

· fairly good command of English

· unique rich biodiversity

6.1.
Characteristics of small and medium-sized enterprises (SMEs) 

There are around 4.000 registered companies employing 10 or more workers, with the majority in the lower end. Industries in Nepal are divided in sectors as follows:

a) Cottage industries: The traditional industries utilising specific skill or local raw resources, labour intensive and related with national tradition, art and culture

b) Small industries: industries with fixed assets up to 10 million rupees
c) Medium industries: industries with fixed assets between 10 and 50 million rupees
d) Large industries: industries with fixed assets above 50 million rupees
The private sector is engaged in all types of industries and trade, but SMEs dominate with around 90 % of employment. Important observations on SMEs include:

· Informal sector is much larger than formal sector in Nepal, resulting in low public revenue collection to finance public sector activities. 

· Almost 2/3 of the economically active population is self-employed and 9% are unpaid family workers, indicating the informal sector plays a significant role in alleviating the poverty as well as in accelerating the economic growth.

· SMEs are scattered and usually concentrated in the villages and remote areas

· most of the businesses are very small and retail in nature

· awareness of the need for registration is low

· lack of  tax-, book-keeping and accounting education

· registration processes experienced as long, unpredictable, costly and cumbersome

The local enterprise organisations, such as chambers of commerce and industry (CCI and CC) as well as their associations and federations, play an important role by offering training and services in key subjects for the development of SMEs, such as:

· accounting and tax legislation issues

· legal issues, arbitration and mediation between members and towards authorities

· marketing

· entrepreneuring

· management issue

Otherwise is the availability in the market of consultancy services (management consultant, marketing, HRD, business entrepreneuring, design, international procurement, etc) and business support (accounting, auditing, legal, financing and financing advise, engineering, etc), very limited, see sections 3.4. and 4.6. above. Foreign investors are up until now not allowed to set up these kinds of services companies, but this limitation is believed to be removed shortly.

6.2.
Barriers to entry and expansion 

While the overall regulatory framework governing the private sector has been made quite liberal, the poor implementation of these policies remains a serious and costly constraint. It has in fact made the business environment more difficult for many enterprises, and has led to a situation where the private sector continue to perceive of the Government as the main hurdle to cross rather than as a facilitator of their activities. The comprehensive FNCCI Survey of 223 firms in 1999 covering all sectors and parts of the country, revealed that the major factor in raising the costs of doing business in Nepal were:

· Red tape and corruption in the provision of Government services;

· Excessive and complicated documentation requirements;

· Labour laws that prevent retrenchment of workers;

· Lack of clarity of laws;

· Unpredictability of Government policies;

· Discretionary implementation income taxes and the new VAT

Comparing with this, our present study indicates that even if the policies are moving in a right and clearer direction, the hurdles remain the same in lack of effective implementation. Possibly no real change will be measurable until radical change in the bureaucracy is effected and autonomy in decision-making is adopted at appropriately low bureaucracy levels.

Access to credit has been and still is a limiting factor to enterprise development, confirmed during this study. Enterprises having limited collateral have difficulties obtaining bank loans. The bank will normally demand ~130% security, preferably directly in title to building and land, which means a normal lease contract will not satisfy their demands. Interest and maturity for bank loans seems to be within normal range and loans seem to be given on a non-discriminating basis.

6.3. Development through Exports – Opportunities 

Nepal’s WTO application calls for supportive action and capacity building. To remain or to become internationally competitive in a new trade takes a lot of preparation to improve productivity and a lot of bargaining power to obtain an acceptable situation with trading partners, both on the importing and exporting side. Being landlocked between two of the most populous and fast growing economies in the world must be turned into an opportunity to be used as a tool to avoid extraordinary costs and to simplify trading obstacles, e.g. as identified in the  1999 FNCCI manufacturing firm survey mentioned in chapter 6.2. Amongst the most important examples are efforts to:

· Securing prompt handling of VAT, customs and taxes in accordance with rules which should not give room for interpretation or misunderstandings.

· Streamlining customs and border handling, including efficient goods approval/certification/accreditation systems and transport/logistics.  

Consideration should also be given to Nepal, although not presently a nation with high purchasing power, with a 23 million population  and thereby a market of considerable size.



· 
Over the past three decades Nepal has opened up substantially to trade with the rest of the world. However, the range of both imports and exports remain narrow, exports particularly so with 73% of total exports being ready made garments and carpets, both of which are sensitive to international business cycles, changing consumer tastes and consumer attitudes abroad (e.g. sensitivity to child labour use) and trade policy decisions beyond the influence of Nepal. 


Trade with India has traditionally dominated, but fell from 92% of the total in 1970 to 22.5% in 1990. By 2001, the India share of total trade was up again to 41.6%. USA is the second largest export market with Germany in third place, while China and Switzerland are the second and third import sources. For technology and machinery imports, Nepal is rightly increasingly looking beyond India to obtain competitive offers. Carpets and ready-made garments have traditionally totally dominated Nepalese exports. However, this dominance fell from almost 92% of all exports in FY1993 to 73% in FY2000. 

Garment exports have fluctuated through the 1990s, peaking with NRs 13.12 billion in FY2000, the growth very much a result of such external factors as Indian producers shifting production to Nepal to avoid the Indian floor price system and to take advantage of the US quotas for Nepal. Local entrepreneurs also moved into garment production to advantage of the Nepalese export quotas for the US and EU markets. That same year, however, US markets for ready made garments were opened to poor African countries, contributing, along with India’s removal of its floor price system, and the increased Maoist insurgency, to that such Nepalese exports fell by 40% in FY2001. Few Nepalese garment firms feel they will be able to continue exporting after the MFA is terminated , unless they succeed in improving their productivity substantially. The Garment Association Nepal has suggested establishing an effective production zone close to the hopefully soon-to-open International Container Terminal (ICT), and initiated lobbying activities in the US to meet the post MFA situation. The Government, however, has not considered their suggestions in the last PRSP("10th Plan").

Pashmina (fine wool extracted from mountain goats unique to Nepal, which is spun and woven locally into very fine and warm accessories in demand in the high-price segments of the US and EU fashion markets) became a significant export item at the turn of the Millenium reaching NRs 6.8 billion in FY2000. Unfortunately, the sudden profits led to oversupply and many new market entrants supplying poor quality and design that the fashion market in the West did not demand. Exports in FY2001 fell dramatically to NRs 1.25 billion. Producers focusing on new varieties and design reported , however, increased sales. 

Nepalese carpet exports employs some 200,000 reached almost NRs 10 billion in FY1999, but dipped to NRs 8.6 billion in FY2000 and further to NRs 6.2 billion in FY2001. Carpet exports to Germany have traditionally dominated, but stagnated because of market saturation combined with scandals over the use of child labour and a fall in production standards. With more manufacturers securing internationally recognised eco-label/quality certificates the an increase in exports is expected. 
All of these three export producing manufacturing sectors are labour intensive and have been important in absorbing labour market entrants and providing on the job training and experience to parts of the rapidly growing work force. In mid-July 2000, there were more than a thousand registered Pashmina factories with around 50,000 employed. With such sudden and dramatic stagnation, lots of jobs are lost.

Export trade based on the single comparative advantage of differences in custom tariffs and quotas between India and Nepal is not sustainable. Hence, Nepal must prepare for the new situation through improving the competitiveness and productivity. This applies e.g. to  Hydrogenated vegetable oil (ghee) where exports peaked in FY1998, and then began to fall as a result of growing opposition from Indian producers who disrupted the supply of imported palm oil at Indian ports and by instigating transport strikes in districts through which palm oil was transported to reach Nepal. Then hydrogenated vegetable oil exports suddenly almost doubled to NRs 7 billion in FY2001. What happened was that producers were pushing stocks before the renewed trade treaty with its 100,000 ton ceiling on duty free exports to India were to take full effect.

Similar time limits for quantitative duty free export quotas had been introduced by India for other important Nepalese exports such as zinc oxide, acrylic yarn and copper wires leading to abrupt export increases for the same reason. Exports of pulses and tanned skins which had earned Nepal NRs 1.2 billion in FY2000, also fell dramatically by 57% and 30% respectively the following year, see EIU (2002a and b).

Nepal's northern neighbour, Tibet/China, has little buying power and to a large extent a scattered population and represents thus a limited market potential. An exception is the potential filling of Tibet's need for rice, for which Nepal is ideally located. However, once a truckload reaches the Tibetan border after several days of travel, the Chinese buyer is in a strong negotiating position and the Nepali supplier is very much captive to the buyers offer and must find ways to improve their negotiation point.

Several Nepalese workshops visited demonstrated innovative product development and positive initiative by having adopted ISO 9000 standards as preparation for international competition. 

6.4.
Agro-based private sector development

Nepal has an extreme altitudinal gradient, with a horizontal span of <180 km (south to north) with 10 bio-climatic zones from tropical to alpine and with 180 ecosystems, 75 vegetation and 35 forest types prevailing. This uniqueness should be looked into for special opportunities.

Agriculture remains the main economic sector in Nepal with more than 35% of GDP, and is by far the sector where the large majority of the work force (more than 75% of the total-, and 80% of the rural-) earn their living, and the large majority of these are captive to subsistence agriculture. The sector also represents the largest employment of females (72,8%). 

The team was shown and informed on interesting improvements in organising farming , partly related to irrigation projects connected to small hydropower project, whereby the crop from villages had been increased from 1 to 2 or even 3 times per year and the income doubled. We were also informed about successful projects on organising of forms of contractual farming involving training, bonus payment schemes, crop quality improvement programs, yield improvement programs, increased stability and increased willingness and interest of co-operation, e.g. on joint investments.

ADB’s Agriculture Sector Performance Review (2000) found that the impacts of the agriculture policy reforms has been positive in terms of promoting a more market-oriented system, investment, trade, productivity in livestock and crop production, and income of agro-enterprises. This review found that the supply of farmers inputs was enhanced as a result of more private sector participation, more farmers received training and extension services, crop production was diversified into cash crops and became export market oriented, the availability of agricultural credits was improved, and more rural roads and irrigation investments also helped by being complementary to the above factors. One of the important reform measures was the removal of fertiliser subsidies (except subsidies to transport of fertiliser to remote districts). That reform, along with higher food prices, has had positive impacts on availability of- and returns to use of fertiliser (23% growth in FY2000) through promoting private sector participation in fertiliser trade and distribution. 

Nepal should focus on certain niche-products and markets where it's competitive advantages are useful: high end agro-products within tea, coffee, floriculture (orchids), honey, mushrooms, spices/herbs, medical plants, horticulture and related processing, lettuce, oranges, apples, silk, greenhouse industries, agro forestry etc., where external assistance could be offered to boost exports and development. Of these and related areas are bee-keeping, poultry farming and fisheries reserved for domestic investors only, and there are export restrictions on raw hides and skins, raw wool and log and timbers. Major challenges are reaching economy of scale and filling the gap for production and processing technology and quality

6.5.
The potential for tourism

Tourism is important to Nepal. Foreign tourist arrivals rose from 163,000 in 1980 to its peak of 491,000 in 1999, after the "Visit Nepal Year" campaign in 1998 , then declined to 366,000 in 2001, and continued to decline in 2002 to about one half of the 1999 peak. Tourism earnings dropped significantly from about US$ 167 million in 2000 to US$ 150 million in 2001.Tourism foreign currency earnings in 2000 were equivalent to 21% of merchandise export earnings and 3% of GDP. A large part of the decline in 2001/02 was due to the 11.09.01 event in New York, but started as a result of the hijacking of an Indian Airlines plane in Kathmandu in 1999, anti-Indian riots, the royal massacre, and labour disputes leading to closed hotels in 2000, and not least the increased Maoist insurgence and violence lasting until recently. The first optimistic signal is the reported 18% increase in hotel bookings since the recent signing of the cease-fire.

Tourism in Nepal is the most promising way of creating employment in remote areas and diverts new establishments away from Kathmandu. However, for this to succeed, efforts must improve along many lines aside from establishing political stability and a much-needed feeling of safety and security. Virtually all dimensions of physical infrastructure is in need of improvement and maintenance; Better air services, better road and road transport services, rehabilitation of dilapidated trekking routes, poor waste and water services in urban areas, along with the level of pollution in Kathmandu, cause frustrations to visitors. A major challenge is to achieve rapid increase in tourism in mountain areas while controlling the environmental stress and damage that high intensity trekking can cause. 

Norway obviously represents competence and knowledge in the organised mountain tourism, wildlife management and conservation, which could benefit Nepal.

6.6. The potential for other service sector exports 

Indications are that Nepal might be in the position to develop exportable services within the sectors of healthcare and higher education for the South Asia region and beyond. Private hospitals, nursing homes, sanatoriums, financial services, offshore banking and different kinds of training institutions represent areas with a certain potential in this sector. A good example is Nepal Tourism and Hotel Management College in Pokhara , together with other colleges within health and management. It is however, of extreme importance that internationally recognized degrees are established and maintained at all levels in such services and educational institutions in order for this to succeed.

The opportunities within information technology should be investigated, considering the level of command of English, number of graduates in the field and a suitable location for data entry and processing.

6.7.
Other manufacturing

Nepal’s manufacturing sector has for the past five years represented some 9% of GDP and construction 10%, see EIU (2002b). The manufacturing sector is constrained by a small domestic market, competition from India, cumbersome and costly import and export restrictions along the open southern border, and by the fact than the country is landlocked. Add to this the poor transport infrastructure, unskilled labour force and shortage of credit for low-collateral projects. There are two cement factories that meet half of the demand from the construction sector. In general, manufacturing firms tend to be quite small and concentrated geographically in the Kathmandu Valley and the eastern Terai plains. Manufacturing today is dominated by low value added sectors such as food and beverages, tobacco and textiles, with the latter being the only significant export earner based on ready-made garments and carpets. 

FNCCI point to the area of opportunity within manufacture of "high-value-low-volume"-products, like pharmaceuticals, electric/electronic gadgets, components, precision instruments and special textile an clothing. One should be aware, though, that Nepal has limited tradition for these sectors and would need building of competence, training and skill
6.8.
Hydropower development and operation

Investment in Nepal's hydroelectricity sector is governed by the Electricity Act of 1992, which offers certain tax incentives, among other things, to foreign investment. Also, a 1993 law permits the Nepalese government to sign up to 50-year BOOT (Build-Own-Operate-Transfer) contracts with favourable tax terms (including a 15-year income tax holiday). The latter clause has been changed and will not be available for new projects. The Electricity Act also provides for a flat one-percent customs rate on all construction equipment, machinery tools and their spare parts
.  Great difficulties have, however, been encountered in the enforcement of this reduced custom duty facility. These issues as well as several other amendments in the new Hydropower Policy have a negative impact on private investors. Increased duties, elimination of tax holiday, increased royalties for larger hydropower projects, amended depreciation rates and dividend taxes are issues that will need to be passed on in the tariff to make the project commercially viable, and this may prove difficult to unite with Nepal’s wish for cheaper power.

The role of IPPs in the NEA power system contribute to almost 20% of the total installed capacity
. For these it of crucial importance to safeguard predictability and creating a confident environment that agreements will be honoured. The adverse change in attitude experienced by the IPPs in their daily contact with HMGN  - on issues including for instance obtaining licences, imports and duties imposed, honouring of contracts (as PPAs with NEA) - is likely to have a negative impact on any further private sector development in Nepal. 
The role of NEA should in our opinion be the role of the buyer of electricity based on commercial contracts. NEA has in our opinion not the role of public administration related to the electricity sector, but the role of the state owned enterprise expected to participate in the market on equal terms with other participants in the same market. The activities of the public administration as granting of licences, issuance of rules and regulations etc., should be left with the Ministry(ies). Any activity related to control and regulation of the construction and operation of the plant should be left for the regulatory authorities of Nepal.

Although Nepal has a considerable potential for development of electricity, base load supply is limited and the conditions are not present for establishment of energy-intensive industries as the country is not believed to have access to the raw materials, and being landlocked does not make Nepal competitive for importing such materials for processing
.

Nepal faces complex challenges in developing large scale hydropower projects, but the time perspective for this is many decades, and the availability of private capital for this is doubtful. In the few cases where projects can compete with  alternative development in India and Bhutan, the challenges include lack of capital, lack of direct access to potential customers  in India where the assumed large potential demand for Nepalese power perhaps should be subject to a second round of careful analysis, and difficulties in setting agreeable tariffs, since Nepal’s average tariffs are already very high. In the northern region of India alone, the power shortage is estimated by the Indian Central Electricity Authority to be more than 10,000MW, but the willingness to pay to bridge this claimed gap is not substantiated. The recent agreement between Nepal and India to increase the amount of power exchange from 50MW to 150MW further facilitates exchange of power between the two countries to better meet electricity demand in their border areas that are not connected to the central grids. Since domestic consumers cannot absorb extra hydropower capacity, the only “viable” customers are the cash-strapped and not yet bankable Indian state electricity boards, EIU (2002b).

A Power Development Fund (PDF) is being set up (initiated by the WB) to provide funding for power sector investments, including setting up hydro-power plants to service rural areas, see “NDF Economic Update 2002”. 

The combined hydropower sector, both development and operation, represent a large potential for PSD in Nepal. A continued hydropower development would also have impacts on sub-supplier activities and net-working and development of technological skills and competence.

Optimal use of local resources in hydropower development will reduce costs (local manpower costs less than foreign manpower, local input means simpler set-up and reduced overhead and local resources require no foreign exchange). Secondly development of local capability is of vital importance for efficient operation and proper maintenance of the country’s generating facilities in the future. Local input has contributed to the development of the Nepalese electricity industry. It is important that Nepal use this opportunity to develop this integrated industry with regard to capacity, competence and technology, - at best with the assistance of countries having been in a similar situation, e.g. Norway.

Examples of development of hydropower industries due to hydropower development are the establishment of NH&E
, Himal Hydro, Hydroconsult, Nepal Hydro and Electric Pvt Ltd., Butwal Training Institute and Hydro Lab. Emphasis should be given to capacity building within water resource institutions, equipment manufacturing, maintenance, operation, research, applied research and market operation, e. g. continuing cooperation Kathmandu University, NTNU etc.

The royalties also provide income to affected areas and which can lead to further economic activities in rural areas. As per the new Hydropower policy 10% of the royalties is proposed distributed by DOED to communities (DDCs affected), 1% to VDCs that are directely affected – with the sole purpose of expanding electrification of these VDCs and “a certain” percentage of the royalty as a Rural electrification royalty fund.

The major constraint against hydropower development within the country is primarily the present risk situation, based on uncertainty related to the Maoist insurgence, the opening of the grid,  the lack of committed finances, the small market, costly losses due to theft from the grid, losses from the distribution net, and the lack of infrastructure for developing hydropower at cheap rates. 

The local capital market needs to be developed as an alternative source of funding for future hydropower development in Nepal. This will serve to mitigate exchange risks arising from currency mismatches between the revenue streams and payment obligations of the off-taker.  There is lack of knowledge on non recourse financing (Project Financing 
- under which it is the shares and the cash flows which are the collateral) Domestic investors have also raised the request for similar instruments as for instance MIGA’s political risk coverage for equity investments being available also for them and not just foreign investors
.

The hydropower sector does not represent a large potential of direct employment beyond the construction phase. Hence, the large number of licensed hydropower projects (141 as per today) should not from employment's point of view obtain the highest priority. However, they could, under the right new framework in the market, represent a volume of foreign currency decisive for a turn-around in the Nepalese economy when developed. To avoid speculation, the licenses will run only for a reasonable preset period and a deposit must be required. To improve price-setting, tariffs will be adjusted after semi-public hearings yearly.

6.9.
Other infrastructure (roads, water and sanitation)

An important, quick working employment effect could come from organised rural and urban infrastructure rehabilitation and maintenance. The need is immense, benefits are immediate and visible, and it is highly labour intensive. The responsibility and funding should rest with local communities, and the implementation should be outsourced based on contract splitting all the way, including the necessary bitumen application. The regional Bangkok-based ILO ASSIST-AP (Advisory Support Information Service and Training) program has much to provide in this context.

It is important to notice that Nepal supports BOT (Build-Operate-Transfer)-projects, which are relevant in the infrastructure sector.

6.10.
Effective management of State-owned enterprises (SOEs)

In 1999, five years after the Privatisation Act was legislated, 25 of the 47 existing SOEs were identified as suitable for privatisation, but as per today, no more than 16 have been privatised and 2 corporations have been liquidated. Some companies, such as the  Hetauda Cement have been on the privatisation list for the past two years The government completed just one privatisation in the current fiscal year. Nepal Telecommunications Corporation and Nepal's largest commercial bank, the Rastriya Banijya Bank (RBB), is being prepared for privatisation. The main factors that have hindered effective management reforms of SOEs are:

· The Privatisation Act’s inherent weakness, mainly with regard to the line ministry’s role. If the asset (SOE) was transferred to the Ministry of Finance on decision to privatise a more predictable and transparent decision making process could be established.

· Rigid and excessively protective labour legislation;

· Environmental issues;

· Failure of bids to meet technical qualifications;

· Prices that were unacceptably low, and 

· Lack of transparency in the process

For lack of maintenance, enormous pollution problems and poor management, a number of the SOEs should obviously rather have been shut down and liquidated than tried handed over to the private sector. A further comment is that we learned through the study, that the word "privatisation" when translated into Nepalese, glow a negative aura and should be replaced by a word better reflecting the transfer from "state control" to positive owner controlled business orientation, e.g. "communitysation". The Nepalese public should and could be searched for public activities that could be better and more effective managed by the private sector, e.g. printing of schoolbooks, document handling at the Indian border etc. One must avoid coming into the position as one SOE-manager demonstrated: He had at least 25% too many employees, but it would cost an financially unacceptable >6 years salaries per employees to implement a staff reduction (if at all legally implementable!)

7.
Multilateral and Bilateral Support of PSD
An overview of ongoing programs is given in Annex 8. Some projects are perhaps not officially reported, and therefore could some be missed out. Below there is a summarised description of the annex.

7.1.
Multilateral- and foreign bilateral donors 

Small and medium enterprise development:

Relatively few donors have provided direct support for the Private Sector. GTZ provides support for both apex organisations and districts chambers of commerce and industries in strengthening the chambers member services including their ability to arrange for BDS. USAID has successfully supported producer groups by the “Agribusiness Development Project”, which continues as a foundation affiliated to FNCCI. JICA is preparing for an agribusiness project with FNCCI. Swiss Development Cooperation is mainly involved in technical education and vocational training. The IFC – led regional multi-donor program Southasia Enterprise Development Facility is (expected to initiate support) in the process of starting activities in Nepal.

Strategic areas of intervention for such SEDF would include:  (i) further work to increase the flow of credit funds from the banks to SMEs, including building capacity within promising banks to expand their SME lending programs and to develop and introduce new financial products; (ii) improving the quantity and quality of management training for SMEs; (iii) increasing the number and quality of consultants who can serve the needs of SMEs and of SME service providers; (iv) forging more and higher quality business links with regional and international markets, probably most effectively through IT applications; and (v) joining and supporting donor efforts to identify inefficiencies in the policy/regulatory framework and to assist the government in rectifying these. NORAD is the third largest contributor to SEDF with NOK 50 mill.

ADB is preparing a  PSD Program with a possible start up in 2005. The program is not formulated but is expected to encompass both BDS and credit as well as incentives for improving the regulatory framework. 

Trade:

NORAD is cofinancing with India (USD 1,3 and 0,2 mill respectively) UNIDO’s program for Market Access and Trade facilitation Support for SAARC LDCs including Nepal, through strengthening institutional capacities related to Standards, Metrology, Testing and Quality (SMTQ). The program period is July 2003 – June 2006.

Governance/public reform:

ADB and WB are the major donors for civil service/administrative and financial sector reform. DANIDA supports a program for strengthening the criminal justice system.  

Infrastructure:

A large number of donors are involved in different infrastructure programs, with ADB as the most dominant.

7.2.
Present Norwegian development co-operation in Nepal: A brief overview.

Total Norwegian aid to Nepal was NOK 103 million in 2001. NOK 18 million were channelled through NGOs and NOK 30 million through multilateral agencies. The country frameworks for 2002 and 2003 are NOK 65 million each year, plus a NOK 15 million (for 2002)  share of  the Regional allocation, plus allocations from the Norwegian Ministry of Foreign Affairs. The main areas of support from NORAD to Nepal are primary education, hydropower, urban water supply to Kathmandu, and good governance.

Hydropower (Ongoing)

Hydro Lab Pvt.Ltd., Hydraulic Laboratory (MNOK 7.4)

The initial stage of a hydraulic laboratory was build during early part of 1989. There are following two areas of activities:

· Hydroaulic laboratory studies related to water engineering, normally carried out as contract research.

· Providing opportunities for students and University staff to become familiar with hydraulic model studies and experimental hydraulic research.
Khimti I  Hydropower Project, Jhankre Rural Electrification and Development (MNOK 18.6)

This is a rural electrification and district development program close to Khimti Khola Hydropower plant. The objective is to establish an owner/operator as a consumer cooperative Khimti Rural Electricity Cooperative, on the same time as the population of 22 000 is being connected to the local distribution system. Himal Power Ltd is the executive company in this project.

Environmental Impact Assessment of Hydropower Projects (MNOK 5.7)

The ultimate goal of the project is to achieve that Nepal's power production is environmentally and socially sustainable. This will mainly be achieved by strengthening Ministry of Population and Environment. According to an agreement between the Ministry and the Norwegian Directorate for Nature Management there is a Norwegian expatriate on full time basis as an advisor in the Ministry.

Courses at NTNU, Norway, in Electrical Power Engineering

There are 5 scholarships each year for students from Nepal to attend courses at NTNU in electrical power engineering. 

(Upcoming)

Hydropower/Electricity Supply, Feasibility Study SME (MNOK 6)

The main objective of this study is to conduct  preliminary feasibility  studies of small hydropower projects of 5-10 MW capacity within the country with view to attract private investment. Agreement with Ministry of Water Resources is not yet signed.

Hydropower/Electricity Supply, IPPAN Institutional Development (MNOK 0.5) 

IPPAN was established in 2001, and it is an organisation consisting of 12 members from IPPs. The main objective for the organisation is to reduce hinders for SME hydropower companies, and to support private developers in the sector. NORAD considers to support capacity building for strengthening the organisation.

Hydropower/Electricity Supply, Nepal Hydro & Electric P. Ltd.

There is a request from Nepal Hydro & Electric P. Ltd (NHE) for training to repair generators and engines due to a large expansion of the company. NHE is an electric manufacturer in the hydropower sector located in Butwal. ALSTOM Power Norway AS and GE Energy (Norway) AS are owners of 47.6% of the shares in NHE. 

Rural Electrification (MNOK 7.5).

Support to rural electrification on grid and off grid. This project consists of a request for cofunding of a transmission line from Hetauda to Bhandiaghat.

Water supply: Melamchi-project

(ongoing)

T.A., Norplan, phase IIb (MNOK 33.9)

Melamchi-project is a big and complex project with the main objective to bring water to Kathmandu from Melamchi Valley. Norplan is among other things involved in contracting construction companies to the project, which consists of local, Nordic, and international companies. Local consultants are also used in different parts of Melamchi-project

(Upcoming)

Upstream Tunnel (MNOK 222.3)

NORAD is together with Sida financing the upstream of the tunnel that is going to connect the water from Melamchi to Kathmandu. This part of the tunnel is bounded to Nordic contractors, but with a demand of co-operation with local companies. 

Trade:

Control of Residue in Nepalese Honey.

Due to non-compliance with EU requirements, Nepalese honey export to Norway has stopped. Prior to the ban Norway was Nepal’s largest export market. Based on an identification study (Norwegian Ministry of Agriculture (2003)), assistance in achieving compliance is under consideration.

8.
Relevant areas for Norwegian support of PSD

In chapter 5 and 6 we considered which segment of the private sector that represents the highest potential for economic growth, increased employment and income, and as such, significant contributors to peace and stability. Following up on our assessment there, we present in the following our perception of possibilities for external support by Norway to PSD in Nepal at the micro level, the national or meso level and the international level. Taking into consideration the commitments of other donors and financial and administrative resources available in NORAD, we have pointed out relevant areas for direct and indirect Norwegian assistance, other donors support and also indicated possibilities for FDI.

Private Sector's impact on the peace process and NORAD's involvement in that respect may be divided in a short term and a long term perspective. There is a need for both short-term quick impact measures and long term measures. Rapid economic growth in Nepal in general is a need for maintaining the peace in the long run. It is important to prepare for kick-starting the economy when security is assured. Re-invigorating the tourism industry seems to be an obvious choice, both in terms of installed capacity as well as substantial ring-effects.

Allocation of resources for rural development to create jobs and a better school system should be ensured to increase the possibilities for peace. In the short term could maintenance and rehabilitation of roads and schools be an effective job creator, and that could to great extent be done by private sector with support from the donor community.  Another issue is that printing and publishing of schoolbooks could be transferred to private sector in the districts. This could be linked to the Basic and  Primary Education Programme II (BPEP II) and its follow up phase called Education for All. NORAD could play a proactive role and identify private businesses that could take an initiative.  

8.1.Proposals for adjustments to ongoing programs in private sector development

Hydropower resources represent potential for foreign exchange earnings. However, Nepal ROR - hydropower is in several meetings during this study told to be too expensive and too seasonal to compete with other sources of power. (A crucial aspect is therefore most likely to reduce the costs of hydropower.) NORAD should by that reason increase its contribution to capacity building in the sector, which would make the hydropower sector more effective and efficient. The most important way of doing that is to support institutional reforms in the sector that would open up a free market and increase the effectiveness and efficiency. Another approach could be to involve local expertise and local labour in a larger extent. The latter could also give a higher employment effect.

8.2 The national or meso level – new proposals

The highest priority should be given to support of government reforms for a conducive environment, thereby contributing to higher labour productivity and increased employment opportunities.  For the people of Nepal that would mean a step in the right direction towards improved income earning opportunities and the right to livelihood. However, major donor efforts are already committed to legal and judicial reform, and financial sector reform, and Norway already takes an active part in support for good governance. 

Given the passive attitude in general towards reform, Norway may choose to concentrate on being an active partner with coherent and "to the point messages" in the policy dialogues, and offer ideas, proposals for solutions, and encouragement. Financial support to the search for and testing out new ideas may be considered. NORAD and the Ministry of Foreign Affairs should actively search for opportunities to advocate the urgent need for securing implementation of reforms/good governance and the necessity for the government to provide a predictable framework and the private sector to take on more responsibility for economic development and increased employment. 

The most important challenge facing the government is to reduce the high level of transaction costs including corruption for the private sector through improved governance, and better policy implementation. CIAA obviously needs much more resources to execute its monumental task of combating corruption and instituting reliable transparency in both the public and private sector. Success in this field would be perhaps the most efficient way of re-installing confidence in the public sector and Napal’s political system. Helping CIAA to develop and implement a system of “Transparency certificates” to be used when tendering for contracts could be a good and effectful starting point. This is no easy task and criteria and yardsticks need to be developed and agreed on. Ideally such certification should be sought by both enterprises and public sector agencies where corruption is suspected, and incentives to qualify for certification need to be developed as well. One possible approach in this area could be to invite Norfund to assist in developing suitable ethical business Codes of Conduct for use in Nepal. With such codes in place, customers to Nepalese producers and traders would be less sceptical as regards violation of child labour and environmental norms which could lead to commodity boycotts in western retail stores and thus damage Nepalese export potentials seriously. Transparency International could help develop the said “transparency certificates”. 

Equally urgent is the need to revise and implement a new labour legislation, and simplify regulations of establishments in the formal sector. Now, most existing entrepreneurs find it cheaper and easier to operate with a small workforce in the informal sector. Potential entrepreneurs find the barriers to establish themselves in the formal sector as nearly insurmountable. 

Infrastructures for better access to central areas from the districts are essential for the peace process. NORAD is involved in infrastructure through urban water supply by Melamchi-project, and through hydropower. Hydropower could make a contribution to the peace process by development of micro and mini plants, and by building a better distribution net for electricity to rural areas. To improve the availability, accessibility and affordability of infrastructure services, we recommend that NORAD continue supporting capacity- and competence building for hydropower development and rural electrification, where access roads are provided as an integral component with a significant stand-alone poverty reduction effect. Since the World Bank and the ADB dominate as partners in infrastructure development, we do not recommend any new major NORAD-involvement in infrastructure beyond support for Private sector participation in ditrict/rural road construction. 

Private sector development requires that the private sector itself take responsibility for its own future. It has been clearly demonstrated that the government is not an efficient channel for developing the range of support services and the required institutions for the private sector to grow. Both support services and facilitating institutions can be out-sourced/sub-contracted to the private sector. Nepal private sector organisations may be perceived as weak and politicised, but they have a potential to become effective agents of development through participation in service delivery and as consultative partners to the government. Recent surveys confirm an explicit willingness by the private participants to pay for services rendered when the impact on sales and profit is experienced. Market based and demand driven service delivery will clearly be more sustainable than supply driven public services.

It is recommended that direct and indirect support for private sector organisations are provided where these have the potential to take over or share the responsibility for public service delivery. Due to Norway’s administrative constraints it is recommended that such support is either provided under as institutional cooperation  or through international organisations. Financing can be under Country Program, Regional- or Global allocations (untied mixed credits) or the Ministry of Foreign Affair's cost-sharing arrangements with international organisations.

8.3.
The micro or enterprise level

In several meetings the team has been told that hydropower, service industries, and high value agriculture are the sectors that most probably would have the biggest impact on economic growth in the long run. NORAD's heavily involvement in hydropower is well known. However, in these two other sectors are NORAD hardly involved. 

PSD may be divided into the three topics supply, demand, and market. Supply is about productivity and efficiency of production of goods and services, while the demand aspect is mainly concerned with quality standards, and market access is the major approach regarding the topic market.

An important issue for the supply side is to locate the constraints for efficient production. In hydropower there is a lack of skilled and educated labour, and the institutional framework doesn't encourage the sector for high productivity. Lack of skilled and educated labour is also the case for most of the service industries and for high value agriculture. Management knowledge and skills are also to great extent lacking in these three sectors. 

There is an urgent need to adjust education and training to the need of the private sector and provide working conditions in line with what is necessary for growth and increased employment and income. An approach for NORAD could be to contribute to development of training institutes, to development of a market for business support, and to encourage to more effective linkages between applied research, consultants, and industries. Due to NORAD's limited recourses could these efforts mainly be related to hydropower sector and service industries.

We concluded earlier that the SMEs hold the key to further economic growth in Nepal. An effective supply side approach is therefore to support the development of SMEs, and that could for NORAD be concentrated to the two sectors hydropower and service industries. Despite some involvement by a few other donors (ref. ch. 7), we will make a case for and recommend  increased Norwegian support for SME’s. The main constraints for SME’s have been identified as: access to credit, BDS/BSS, and infrastructure services. For the entrepreneurs wishing to enter the formal sector, government regulations are ranked as an equal or even greater obstacle. To assist in a broader, more focused approach to SME development, complementary financing of SME programs under implementation and in planning by other donors is recommended. For strategic areas of intervention for SEDF, see 7.1. above.

As mentioned in the beginning of this chapter, as well as in earlier chapters on what is constraining PSD in Nepal, adoption of internationally approved quality and safety standards and authorized issuing certificates to that effect is crucial for market access. India is by far the largest market for Nepal, and Tibet and north-west of China is an emerging market due to its proximity relative to other trading partners. However, also OECD countries are important with their high purchasing power and demand for assured quality and safe products.. Such constraints must be explicitly addressed and solved in order to enhance the potentials for trade and production for trade in all sectors of Nepal’s economy, because such constraints represent very real cost- and physical trade barriers. Institutional framework for quality control and certification is far from sufficient for hydropower sector, for most of service industries, as well as for agriculture and agroindustrial products. NORAD could play an active role to improve this sector and provide support for training and establishing an adequate capacity of qualified and certified controllers who will be internationally approved to issue the different ISO certificates and other certificates needed for entry into western trade markets. The Norwegian efforts related to making Nepalese honey exportable is an initiative worth following up and building on. Nepalese honey can now be bought in Oslo!

Bilateral agreements and agreements through SAARC are approaches regarding India, and WTO with regard to OECD. NORAD could assist Nepal to obtain good agreements, and UD/NORAD is already supporting Nepal's application for membership to WTO. This support should be expanded with the membership in place so as to smoothen the transition and make it possible for Nepal to take immediate and maximum advantage of the trade opportunities that open up as a result. For example, Teknologisk Instititutt, Norske Vel, Landbruksdepartementet, HSH and NHO could provide NORAD-funded services in this context.

In India there is a big gap between demand and supply of electricity. Nepal could fill some of the gap by supplies of hydropower. One of the problems is high production cost in Nepal and production subsidies in India, in addition to poor transmission network between the two countries. NORAD could contribute to reduce the production costs of hydropower, and to improvement of transmission lines to India.

Direct support to private sector is for NORAD limited to feasibility studies and to training and education. NORFUND is the Norwegian institution for direct establishment support by contribution on the equity side. A close relationship between NORAD and NORFUND will improve the contribution from Norway to private sector development in Nepal. In fact, NORFUND should be integrated more closely with NORAD’s PSD support, especially in relation to such institutional support services business ethics and code of conduct, and preparing the producers for having their products and processes issued with internationally recognized certificates.

Access to credit has been identified as a major obstacle by Nepalese SMEs. However, it is not first and foremost the banking sector that represent the obstacle here. It is primarily the SMEs own lack of sound business practices, such as proper accounting and audits that can be trusted by the finance institutions, transparent business practices (ethics as regards labour relations, child labour and environment), abuse of land and other wealth for collateral (applying for credit with different banks using the same collateral over and over and abusing the fact that it takes far too long to register and access the register for property use das collateral. As a consequence, Banks reduce risks by demanding personal guarantees which SMEs often cannot afford. Norway should seriously consider assisting in accelerating the establishment of a functioning land register and registration of collateral so that present abuses can be eliminated and the need for personal guarantees diminish. This would be an important contribution to improving the competitiveness of the SME sector and thus creation of more lasting jobs in Nepal.

8.4. Possible NORAD support areas in the short- and longer term

In view of the urgency to support acceleration of the peace and reconciliation process, the Study Team has divided its proposals into those that could be adopted immediately or rather soon so as to help the HMGN to demonstrate commitment to the peace process and the underlying processes needed to re-establish confidence in government and a democratic political system , and those that are of a longer term nature in support of a sustained harmony and peace in Nepal. 

Suggestions for areas of immediate support that could facilitate conflict resolution are listed in the table below. The team considers the areas as both obvious priorities from the perspective of Nepal’s immediate needs and areas of Norwegian competence. Needless to say, close donor coordination is needed to obtain maximum efficiency from the joint HMGN-donor efforts. Examples identified by the Study Team as possible candidate areas and modalities for immediate support are given for illustration below:

· Rehabilitation of roads and schools in rural areas:  Job creation in the short run is crucial for the peace process and this is labour intensive and easy to monitor. The modality should be technical assistance in establishing small local infrastructure rehabilitation and maintenance entrepreneurs, and assist in financing. One could do this with Appropriate Governmental Institutions, NGOs, Private sector, and individual consultants.

· Electricity to the districts: Increase standard of living in rural areas is crucial for the peace process. The appropriate modality is technical assistance, and assistance in financing through appropriate Govern-mental Institutions, and Private Sector, Users associations,

· Private Sector Organisations such as a) Competent CCIs  and b) Major Trade Associations, supported in the form of membership services; information on trends in market demand and product development, new technologies, backward and forward business opportunities etc. and in association with relevant Norwegian industry and trade institutions

· Employer-employee relationship through support to employer organisations and  trade unions in association with multilateral labour market agencies and with employer federations and labour unions in Norway.

· Corporate Governance can be promoted through "Institute of Directors" and international finance institutions using Norwegian consultancy funds to employ Norwegian and international consultants.

Priorities for consideration in the medium and longer run perspective focus a.o. on activities and financing mechanisms in support of SME-development, see Annex 9.
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ANNEX  1:

Terms of Reference
Study on

Private Sector Development (PSD) and Prospects for Norwegian 

Trade and Investment Interests in Nepal (phase 1).

Background

As part of the renewed emphasis on private sector development in its countries of co-operation, NORAD will, together with Norwegian trade and industry, undertake a two-phased study on PSD in (COUNTRY). Phase I will focus on the enabling environment for PSD including investment climate and private sector development policies as well as physical and social infrastructure, and will take into consideration present areas of co-operation and the efforts of other donors. It will include an assessment of areas of co-operation where Norwegian private sector organizations or enterprises can enhance the development effects in terms of poverty reduction. Phase II will assess investment or commercial opportunities for Norwegian enterprises, not restricted to Norwegian Governmental development co-operation. This ToR covers phase I.  

In phase one of the study there is a need to explore the possibilities and constraints for broad based economic growth in primary, secondary and tertiary sectors on a general basis and within the guidelines given in the Strategy for Norwegian Support of Private Sector Development in Developing Countries. Due consideration must be given to COUNTRYs national policies and national strategies, including the Poverty Reduction Strategy Papers.  The study may consider new areas of co-operation between COUNTRY and Norway beyond the sectors stated in the Memorandums of Understanding and other agreements between the two countries, if relevant.  Areas of consideration in this respect are areas representing obstacles for PSD where Norway may have special competence. NORAD has the overall responsibility for phase I. An adviser from the Norwegian trade and industry will participate.

The objective of phase two is to study the possibilities for enhanced Norwegian investments and trade relations with COUNTRY. Phase two of the study will be carried out by a team under the leadership of a representative from Norwegian trade and industry as represented by the Confederation of Norwegian Business and Industry (NHO). Terms of Reference for phase two of the study on PSD will be drawn up by the NHO and communicated to NORAD for perusal and comments. 

Purpose

The team shall present an analysis covering:


1. A general assessment of the country's resource endowments and comparative advantage, its investment climate and the industrial and private sector development  policies as well as physical and social infrastructure
, including bottlenecks and opportunities for private sector development and possible areas of future co-operation for further discussions with government and private sector representatives.  The assessment should comprise all levels as identified in the NIS, i.e. the international level including international markets, the national level covering the macro economy and physical and institutional infrastructure, and the micro or enterprise/entrepreneur level in the formal and informal sectors.

2. A more thorough assessment of areas of actual or potential co-operation between NORAD and (COUNTRY) including assessment of the efforts of the country itself as well as those of other donors, ending up with proposals for possible areas of increased Norwegian support.

3. An assessment of relevant areas for possible contribution by Norwegian business organizations or enterprises as providers of competence enhancing activities (agents for service delivery) in order to strengthen the ongoing Norwegian support
.

Since this is a standard mandate covering several countries, the extent and depth of study must be adjusted to the situation and the need of COUNTRY.  Second hand data from recent studies may be utilized provided acceptable validity and reliability. 

Methodology/implementation
The team of phase I will comprise an external PSD consultant, an adviser with experience from Norwegian trade and industry, and NORAD employees to be designated by NORAD management.

The team shall through interviews and written material, collect data and information from relevant sources in Norway, (COUNTRY) and in third countries. The team shall familiarise itself with relevant policies and strategies in Norway and in (COUNTRY) as well as the current programs of development co-operation between (COUNTRY) and Norway that is of relevance for PSD. The team should consider consulting written material by NORFUND, UN agencies such as UNDP, WTO, UNIDO, UNCTAD, ITC, FAO and IFAD, academic circles involved with PSD issues, the World Bank Group and relevant regional development banks as well as Norwegian enterprises and organizations present in (COUNTRY). As informed above, second hand data may be used, and the extent and depth of study must be adjusted to the situation and the need in COUNTRY. 

Before leaving, the team shall achieve a thorough knowledge of the Norwegian Strategy for Private Sector Development and other relevant guidelines as well as the (COUNTRY) Government's PRSP, and relevant strategies for private sector development, if available. The members of the team travelling from Norway will meet in NORAD Oslo for a briefing before departure.

The team shall make sure that possible gender differences in PSD are covered in the interviews and brought forward in the recommendations.
The Norwegian Embassy in (COUNTRY) will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available.

Time Schedule and Reporting

In total, the assignments of the PSD consultant and the adviser of the Norwegian trade and industry will comprise approximately 15-20 working days including fieldwork. 

NORAD will receive a draft report not exceeding 40 pages (excluding attachments) for comments not later than …  2002. The final report shall be submitted not later than 5 days after comments from NORAD have been received.

The report shall be prepared in English and will include an executive summary, not exceeding 5 pages, comprising an overview of the assignment as well as major findings, conclusions and recommendations and a list of informants with e-mail addresses and telephone numbers. The summary shall include findings and analyses regarding the development of the (COUNTRY) private sector and recommendations for possible major areas of future bilateral support by the Norwegian Government and a general assessment of the opportunities for investments and trade. The summary shall suggest areas for enhanced efforts by NORAD and other Norwegian institutions, and areas for further investigation of possible future interest by Norwegian trade and industry. Possible areas of co-operation with other donors should be pointed out if relevant.

The team will give debriefings at the Embassy before departure and in NORAD Oslo.

The information and documentation collected and persons consulted should be presented and stored in a way that facilitate follow-up by the team responsible for phase II of the study, other consultants, NORAD Oslo, the Embassy and  (COUNTRY) authorities.  

3.03.2002 
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ANNEX  2:

(ANNEX TO TERMS OF REFERENCE ON PRIVATE SECTOR DEVELOPMENT AND PROSPECTS FOR NORWEGIAN TRADE AND INVESTMENT INTERESTS IN NEPAL (PHASE 1):  ADDITIONAL INFORMATION

Background

The current crisis in Nepal has several causes. Un-employment and under employment is, however, a major contributing factor to the insurgency. The IPRSP  recognize the  Private Sector as the main engine to growth and employment creation, in particular the potential contribution from development of small and medium enterprises. While the current Country Program supports employment creation and revenue earning activities mainly by support to the energy sector, a desired expanded support requires a broader understanding of constraints and possibilities for PSD in Nepal. 

Scope of Work

The study shall provide the information considered necessary and sufficient for a decision to be made on the scope and the direction of future assistance to PSD in Nepal. The organisation of work will follow the threefold purpose in the ToR.  Operationalization of the work will be decided upon at the inception meeting in Kathmandu, and after constituting the team. The scope of the work will then be decided, taking the time and security restrictions into consideration. 

Methodology/implementation

Due to the composition of the team, the team will be constituted in Kathmandu at the start of field work. The Embassy will engage relevant consultants to assist in compiling and summarising required background information in advance of team mobilization. Interviews will be carried out to fill the void and to verify information. Such interviews will i.a. be held with relevant private sector organisations/institutions/enterprises; appropriate authorities; bi- and multilateral donors and financiers. Due to regional differences interviews with private sector representatives and local administrations will be attempted in the three main regional towns in addition to the Kathmandu valley.

The Norwegian Embassy in Nepal will be responsible for making appointments for interviews in accordance with requests from the team and make transportation available. The Embassy will also engage consultants as indicated above.

Team composition

Mr. Dag Larsson

Minister Counsellor/Regional Adviser PSD Asia, Teamleader

Mr. Erik Strømsøe

Senior PSD Advisor, NORAD

Mr. Håkon Hynne

1.st Secretary, Norwegian Embassy, Dhaka

Stein Hansen


Norwegian PSD adviser, Team-secretary

Ms. Lisa Huun Thomsen
Norwegian PSD adviser, SN-Power Invest,  

Time Schedule and Reporting

Field work 




: 27.01 – 19.02.03 

Skeleton report 
 


: 19.02.03

Draft report in “soft copy”, not later than
: 05 March 2003 

Final report not later than 5 days after comments from NORAD have been received.

ANNEX  3:

Transport and Travel Schedule for Visit to Nepal by Dag Larsson, Stein Hansen, Lisa Thomsen and Erik Strømsøe to Pokhara from 27 January to 29 January 2003

Field Visit to Pokhara, Butwal & Hetauda by Dag Larsson, Stein Hansen, LisaThomsen, Erick Strømsøe, Hakon Hynne, Balram Pradhan and Binod Hari Joshi

	Date/Time
	Person
	Mode of Travel
	Remarks
	Field Visit/ Person to visit/Contact Person

	Wednesday, 

29 Jan 2003

13.30pm.
	Dag Larsson
	Arrival in Ktm. fr Del IC813
	ReConfirm Yak + Yeti booking  

Driver will pick up from airport and bring to Emb.
	

	Thursday,

30 Jan 2003

22.55 pm.
	Hansen

Thomsen

Strømsøe
	Arrival in Ktm.
OS31
	ReConfirm Yak + Yeti booking and pick up from airport
	

	Friday, 31 Jan,

8.15 am

9.30am.—MoF

1.00—Mo Comm&I

14.30--FNCCI 

6.00pm
	Larsson

Thomsen

Hynne

Strømsøe

Hansen

Pradhan
	Driver +one vehicle for team  

Dr. toDhulikhel 
	The team will be picked up from Y+Y at 8.15am.

At 5.30 Dropped at Y+Y

Hansen ch out Y+YDhulikhel

Pradhan
	MoF, MoComm, 

Hydorlab meet

	Sun 2 Feb. 6.30pm


	Hansen
	Dr. back to Ktm.
	Hydrolab will drop bk in Ktm.
	Prateek Pradhan—GM Hydrolab—539185-6

	Sunday, 2 Feb 03

10.30 am
	Larsson

Thonsen

Strømsøe

Hynne

FNCCI
	By road to Pokhara
	Drive is 5 hours + 1 hr for sundry delays--Deepak

ETA Pokhara  3pm.

2 Vehicles

5 sgl. in Trac-o-Tel Hotel 
	061-28996

	Monday, 3 Feb 03

8.30 am.


	Hansen

Pradhan
	By air to Pokhara

BHA 657
	Arrival in Pokhara 9.15 (fog willing)

2sgl. in Trac-o-Tel hotel
	

	Tuesday, 4 Feb 03


	Larsson

Thonsen

Strømsøe

Hynne

FNCCI

Hansen

Pradhan
	By road

from Pokhara to Butwal
	Driving time 5 hours

Bookings in Siddhartha, Sindhu or Royal for 7+Deepak
	071-40380

	Thursday, 6 Feb 03


	Larsson

Thonsen

Strømsøe

Hynne

FNCCI

Hansen
	By Road

from 

Butwal to

Hetauda
	Driving time 5 hours.

Bookings in Avocado Hotel for 6+Deepak
	0  -20429, 20235, 20911

	Saturday, 8 Feb 03
	Larsson

Thomsen

Strømsøe

Hynne

FNCCI

Hansen
	By road from Hetauda to

Ktm.
	Driving time 5 hours

4 Check into Y+Yeti
	

	Mon,10Feb-Fri,14
	team=5
	Driver needed
	Meetings within Ktm
	Still developing

	Friday, 

14 Feb 03 

1.55 am
	Thomsen

Strømsøe
	Departure

OS32
	Ch out y+y
	

	Wednesday,

19 Feb, 2.20pm
	Larsson
	Departure

IC 814
	Ch out Y+Y
	

	Friday 21 Feb 03
	Hansen
	Departure

OS32
	Ch. out y+y
	


Yak + Yeti –Ranju M Pradhan --248999

ANNEX  4:  CONTACT DETAILS

Pokhara

Pokhara Chamber of Commerce and Industry

Gaira Patan – 4, Pokhara

Tel: 061 – 20264

Fax: 061 – 21084

e-mail: pccippp@mos.com.np
President: Mr. Ramesh Karmacharya

Tel: 061 – 22193

Immediate Past President: Mr. Ajad Shrestha (FNCCI Executive Committee Member)

Tel: 061 – 20226 / 22926, 25553(Res),       
Mobile: 986020011

Secretariat: Mr. Top Bahadur

Tel: 061 – 27264

Mr. Hari Pandey

Tel: 061 – 31740 / 20965, Mobile: 986020275

Butwal

Chamber of Commerce and Industry, Butwal

Sangam Path, Butwal – 6

Tel: 071 – 41346 / 44746

Fax: 071 – 40146

e-mail: bcci@mos.com.np
President: Mr. Kush Prasad Malli

Tel: 071 – 40648

Makwanpur

 Makwanpur Chamber of Commerce and Industry

Hetauda Bazar, Hetauda

Tel: 057 – 20310 / 21260

Fax: 057 – 21110

e-mail: infomcci@vianet.com.np
President: Mr. Madhav Risal

Tel: 057 – 21871

Lalitpur

Lalitpur Chamber of Commerce and Industry

Durbar Square Area, Mangal Bazar, Lalitpur

Tel: 521740 / 530663

Fax: 530661

e-mail: lcci@mos.com.np
President: Mr. Indra Bahadur Shrestha

Tel: 533473 



Kathmandu

Nepal Chamber of Commerce

Chamber Bhawan Kantipath, Kathmandu

Tel: 213535 / 230947 / 222890

Fax: 229998

e-mail: chamber@wlink.com.np
President: Mr. Rajesh Kazi Shrestha

Tel: 249969,   Mobile: 981022956

Jyoti Group

Jyoti Bhawan, Kantipath, Kathmandu

Tel: 223968

Fax: 226314

Vice Chairman: Dr. Roop Jyoti  

Soaltee Group

Hotel Soaltee, Tahachal, Kathmandu

Tel: 272555

Chairman Emeritus: Mr. Prabhakar SJB Rana

Mr. Balram Pradhan

Mobile: 981024725

ANNEX  5:  PERSONS MET

02 Feb 2003, Dinner at Pokhara

	Mr. Ajad Shrestha
	Chairperson, Cottage & Small Industry Committee, FNCCI Past President, Pokhara Chamber of Commerce & Industry
	Hosted by Mr. Ajad Shrestha

	Mr. Ashok Palikhe
	Past President, Pokhara CCI
	


03 Feb 2003, Meeting at Pokhara Chamber of Commerce and Industry (PCCI)

	Mr. Deepak Shrestha
	Acting President, Pokhara CCI
	

	Mr. Ajad Shrestha
	Past President, Pokhara CCI
	

	Mr. Basant Udas
	Immediate Past President, Pokhara CCI
	

	Mr. Mankaji Makaju
	Secretary General, Pokhara CCI
	

	Mr. Top Bahadur
	Secretary, Pokhara CCI
	

	Mr. Hari Pathak
	Training Officer, Pokhara CCI
	

	Mr. Hari Pandey
	
	

	Mr. Shiv Bahadur Shrestha
	Acting Regional Manager, Nepal Bank Limited, Pokhara
	


03 Feb 2003, Lunch at Nepal Tourism and Hotel Management College, Pokhara

	 Mr. Ashok Palikhe
	Past President, Pokhara CCI and Chairman of the college
	Hosted by the college

	Mr. Kamal Pant
	Principal
	

	Mr. Ajad Shrestha
	Past President, Pokhara CCI
	


03 Feb 2003, Visit to Noodle Factory, Pokhara

	Mr. Surya Bahadur KC
	Ex-Mayor, Pokhara Sub Metropolitan City, Director, Gandaki Noodles
	

	Mr. Hari Pandey
	
	


03 Feb 2003, Visit to Metal Factory, Pokhara

	Mr. Hari Pandey
	
	


05 Feb 2003, Butwal  field visits

	Mr. K. P. Chaudhary

Mr. Jonathan Cox, 
	General Manager, Nepal Hydro Electric Pvt. Ltd.

Product Development Engineer
	

	Mr. Robert Ellett
	Butwal Technical Institute
	

	Mr. Bishnu Hari
	Butwal Technical Institute
	

	Mr. Egil Hagen

Mr. Suman Basnet

Mr. Manohar Shrestha
	General, Manager, Butwal Power Company Ltd

Deputy General Manager

Director, Hydroconsult Department
	

	Mr. Ratna Hari Gautam

Mr. Prashad Bhattrai

Mr. Satish Kasaudhan

Mr. Rajendra Prasad Ojha

Mr. Mahesh Shrestha
	Manager, Butwal Industrial District (BID)

Managing Director, Lumbini Industries (BID)

Shiva Shakti Soap Inustries, (BID)

Managing Director, Butwal Flour Mill (p), Ltd

 Proprietor, Surya Chap Dhaka Kapada Udyog textile plant
	


05 Feb 2003, Meeting with Entrepreneurs, Butwal; plenary and plant visits

	Mr. Ghanashyam Pandey
	Chief, Department of Cottage and Small scale Industries
	Rupandehi

	Mr. Parmanand Kharel
	Chairman, Rupandehi Industry Association
	

	Mr. Hutanand Khanal
	Asian Pharmaceuticals
	

	Mr. Satish Kasaudhan
	Shakti Soap Industries,                                                     plant visit
	

	Mr. Til Prasad Bhattarai
	Lumbini Cable,                                                                  plant visit
	

	Mr. Devan Singh Thapa
	Thapa Engineering
	

	Mr. Kishore Gyawali
	Bio-Gas
	

	Mr. Shashi Nishi Tiwari
	Branch Manager. Nabil Bank Limited                                      visit
	Butwal

	Mr. Ajay Kumar Kafle
	Branch Manager, Nepal Investment Bank Ltd.                        visit
	

	Mr. Mahendra Hamal
	Chairman, Western Transporters’ Association
	

	Mr. Baburam Adhikari
	Western Transporters’ Association
	

	Mr. Rajendra Ojha
	Butwal Floor Mills,                                                            plant visit
	In the dinner


05 Feb 2003, Meeting at Chamber of Commerce and Industry, Butwal (BCCI)

	Mr. Kush K. Malli
	President, BCCI
	

	Mr. A. M. Sainju
	Immediate Past President, BCCI
	

	Mr. Gyanendra Kasajoo
	Past President, BCCI
	

	Mr. A. Shrestha
	Vice President, BCCI
	

	Mr. Lakaul
	Vice President, BCCI
	

	Mr. S. Shrestha
	Secretary General, BCCI
	

	Mr. S. K. Bhattarai
	Member BCCI
	

	Mr. D. K. Biswakarma
	Member BCCI
	

	Mr. A. Kasajoo
	Member BCCI
	

	Mr. D. Shrestha
	Member BCCI
	

	Mr. B. M. Shrestha
	Member BCCI
	

	Mr. A. Bajracharya
	Member BCCI
	

	Mr. D. S. Adhikari
	Member BCCI
	

	Mr. R. A. Chhetri
	Member BCCI
	

	Mr. Rajendra Ojha
	Member BCCI
	

	Mr. N. Shrestha
	Member BCCI
	

	Mr. D. Dhakal
	Member BCCI
	

	Mr. B. Shrestha
	Member BCCI
	


05 Feb 2003, Visit to Department of Cottage and Small scale Industry, Rupandehi

	Mr. Ghanashyam Pandey
	Chief, Department of Cottage and Small scale Industries
	Rupandehi

	Mr. D. R. Sharma
	Lawyer, Department of Cottage and Small scale Industries
	Rupandehi


05 Feb 2003, Visit to Nabil Bank Limited

	Mr. Shashi Nishi Tiwari
	Branch Manager. Nabil Bank Limited
	Butwal

	Mr. Kabindra P. Shrestha
	Incharge-Credit and Marketing, Nabil Bank Limited
	Butwal


06 Feb 2003, Dinner at Hetauda

	Mr. Dipak Kumar Joshi
	Chief District Officer, District Administration Office, Makwanpur
	

	Mr. Madhav Prasad Risal
	President, Makwanpur Chamber of Commerce & Industry
	

	Mr. Chinta Mani Upreti
	Second Vice President, Makwanpur CCI
	

	Mr. Deepak P. Shrestha
	Secretary General, Makwanpur CCI
	

	Mr. Radhesyam Chaurasiya
	General Manager, Hetauda Cement
	Factory visit

	Mr. Kumar Shrestha
	Nepal Bitumin and Barrel Ltd
	Factory visit

	Mr. Prahlad Pokharel
	Account Officer, Hetauda Textile
	


07 Feb 2003, Meeting at Makwanpur Chamber of Commerce and Industry (MCCI)

	Mr. Madhav Prasad Risal
	President, MCCI
	

	Mr. Uttam Sharma Dhakal
	First Vice President, MCCI
	

	Mr. Deepak P. Shrestha
	Secretary General, MCCI
	

	Mr. Bijay Lal Shrestha
	Secretary, MCCI
	

	Mr. Ghanashyam Sharma
	Executive Member, MCCI
	Yeti Finance

	Ms. Neera Gorkhali
	Executive Member, MCCI
	Women Enterprises

	Mr. Surendra Shrestha
	Member MCCI
	

	Mr. Kumar Shrestha
	Member MCCI
	

	Mr. Prem D. Thapa
	United Brewery and Employer Council of MCCI
	

	Mr. Radheshyam Chaurasia
	GM, Himal Cement
	

	Mr. Achyut Pyakurel
	Member MCCI
	

	Mr. Achyutanand Shukla
	Co-ordinator, Environment Cell of MCCI
	Formerly at Hetauda Textile

	Mr. Janak K. Shrestha
	Senior Office Assistant, MCCI
	

	Mr. Kamal Dahal
	Office Assistant, MCCI
	


07 Feb 2003, Visit to Hetauda Industrial District

	Mr. Satya Narayan Shah
	General Manager, Nepal Vegetable Ghee Indurties Ltd.
	

	Mr. Vikas Dixit
	Production Incharge, Mahashakti Soap and Chemical Industries P. Ltd.
	

	Mr. Dipak K. Shrestha
	Production Manager, Himalayan Bamboo
	


08 Feb 2003, Meeting at Narayangarh Chamber of Commerce and Industry (NCCI), Chitwan

	Mr. Ramesh Piya
	President NCCI
	

	Mr. Madan Lal Joshi
	First Vice President, NCCI
	

	Mr. Uday K. Shrestha
	Second Vice President, NCCI
	

	Mr. Uttam Lal Chuke
	Secretary General, NCCI
	

	Mr. Mahendra Pradhan
	Past President, NCCI
	

	Mr. Ram Prasad Shrestha
	Past President NCCI and Executive Committee Member, FNCCI
	

	Mr. Mitra Raj Dawadi
	Member NCCI
	

	Mr. Deshi Ram Pradhan
	Member NCCI
	

	Mr. S. L. Piya
	Member NCCI
	

	Mr. R. Chaudhary
	Member NCCI
	

	Mr. Upendra Rijal
	Member NCCI
	

	Mr. Rabindra Piya
	Member NCCI
	

	Mr. Manish Lal Piya
	Member NCCI
	

	Mr. T. C. Bhattarai
	Member NCCI
	

	Mr. M. R. Dawadi
	Ago Committee in NCCI
	

	Mr. Neeraj Sharma
	Member NCCI
	IT related

	Mr. Narayan B. Chhetry
	Managing Director, Timex Pharma
	Pharmaceutical

	Mr. Tara P. Poudel
	President, Cottage and Small Industry Association
	

	Mr. Pabitra Lal Chuke
	Member NCCI
	

	Mr. Arun Piya
	Member NCCI
	

	Mr. Yadav K. Shrestha
	Executive Secretary, NCCI
	

	Mr. Harihar Subedi
	Resident Representative, SEQUA Foundation
	

	Mr. Manoj Shrestha
	SEQUA Foundation
	


10 Feb 2003, Meeting at Lalitpur Chamber of Commerce and Industry (LCCI)

	Mr. Indra Bahadur Shrestha
	President LCCI
	

	Mr. Deepak N. Shrestha
	First Vice President, LCCI
	

	Mr. Umesh Pradhan
	Second Vice President, LCCI
	

	Mr. Manish Lal Pradhan
	Coordinator International Affairs LCCI
	

	Mr. Prakash Tamrakar
	Treasurer LCCI
	


10 Feb 2003, Meeting at Nepal Chamber of Commerce (NCC)

	Mr. Mahesh K. Agrawal
	Past President, NCC
	

	Mr. Suresh K. Basnet
	Secretary General, NCC
	

	Mr. Shiv Bhagwan Agrawal
	Revenue, NCC
	

	Mr. Shanker Man Singh
	Executive Secretary
	

	Mr. Keshab Man Singh
	Deputy Executive Secretary
	


10 Feb 2003, Meeting at FNCCI

	Mr. Binod Bahadur Shrestha
	Acting President, FNCCI
	

	Mr. Badri P. Ojha
	Director General, FNCCI
	

	Mr. Rajendra B. Shrestha
	Advisor to the President of FNCCI
	

	Dr. Dev Bhakta Shakya
	Managing Director, Agro Enterprise Centre, FNCCI
	


11. Feb. Meetings with donor agencies

	Mr. Richard Vokes

Ms. Kathie M. Julian

Mr. Hans-Peter Brunner
	Country Director, Nepal, Asian Devt Bank, Nepal

Sr. Programs/project Implementation Officer, ADB Nepal

Sr. Financial Economist, South Asia Dept, ADB
	

	Dr. Asif Faiz

Mr. Roshan Darshan Bajracharya
	Operations Advisor, Nepal Country Dept. World Bank

Senior economist, World bank, Nepal
	

	Ms. Donna Stauffer

Ms Cheryl Martin
	Director, General Devt Office, Nepal, USAID

Asst. Program Officer, USAID
	

	Ms. Leyla Tegmo-Reddy

Mr. Gagan L. Rajbhandari

Mr. Saloman  Rajbashi

Mr. Bhushan Shah
	Director, ILO, Nepal 

Senior Programme Officer

Programs Unit

GTZ Private sector promotion project, Deputy Team leader
	


12 Feb Meetings / Factory visit

	Dr. Roop Jyoti
	Vice Chairman, Jyoti Group
	

	Mr. Prabhakar SJB Rana
	Chairman Emeritus, Soaltee Group
	

	Mr. Kiran Saakha
	President, Garment Association of Nepal (GAN)
	In the Garment Factory

	Mr. Narayan Bajaj
	Treasurer and Chairman WTO Cell, GAN
	

	Mr. Bijendra Shakya
	Consultant for WTO Cell, GAN
	

	Mr. Arun KC
	Manager, Cotton Comforts
	In the Garment Factory

	Mr. Tashi P. Lama
	Managing Director, Overseas Trading Company Pvt. Ltd. And Past President, Central Carpet Industries Association
	In the Carpet Factory


13 Feb Wrap up Meeting at Ministry of Finance

	Mr. Madhav Ghimire
	Joint Secretary, Ministry of Finance
	

	Mr. Ram K. Shrestha
	Joint Secretary, National Planning Commission
	

	Mr. Mahesh Karki
	Under Secretary, Ministry of Finance
	

	Mr. Shanti Ram Sharma
	Under Secretary, Ministry of Industry, Commerce and Supply
	

	Mr. Mahesh K. Agrawal
	Past President, Nepal Chamber of Commerce
	

	Mr. Ajad Shrestha
	Chairperson, Cottage & Small Industry Committee, FNCCI Past President, Pokhara Chamber of Commerce & Industry
	

	Dr. Sandip Shah
	President, Independent Power Producers’ Association of Nepal
	

	Mr. Badri P. Ojha
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 ANNEX  6:

Nepal: Resource endowments and development policies

1.
Natural resources

Nepal is a landlocked kingdom that extends North-east to South-east for about 800 km along the Himalayas between India and China covering an area of 147,181square kilometres (sqkm). It is a country of enormous physical diversity that covers a transitional mountain area between the fertile Gangetic Plain of India and the arid plateau of Tibet. From the low-lying Terai plains to the south, where elevation in some places is less than 100m above sea level, the landscape rises through a maze of valleys and spurs culminating in the majestic heights of the great Himalayas. The country is characterized by three parallel ranges that traverse it from east to west in ascending order of elevation. These are referred to as the Terai, the Hills and the Mountains. 

The fertile Terai is an extension of the Gangetic plains and covers 17 percent of total land area. It was traditionally forested, but is densely populated and intensively cultivated today and holds the best agro-industrial potential due to its soils, climate and access to India. The hill region which occupies 65 percent of the land area covers a wide variety of lands from the densely populated Kathmandu valley and the Pahad,  to the Chure Range which is virtually void of settlements. The mountains forming the northern parallel are the highest in the world and provides minimal population carrying capacity.

It is estimated that about a quarter of Nepal’s land area is cultivated, a third is forest covered and a sixth is taken up by pastures and grassland, and the rest is accounted for by other uses. Deforestation has been a matter of major ecological concern during the past decades. It is directly and indirectly related to rapid population growth and internal migration in four ways: (a) A growing need to clear land for agricultural cultivation and pastures to feed more people, (b) increasing demand for firewood and fodder,(c) increasing demand for construction materials (timber) and other forest products, and (d) uncontrolled grazing, which denudes fragile erosion prone hills.

The main threats to the natural resources and the environmental qualities of Nepal are in part  related to the above, and include soil erosion that causes more than otherwise extensive damages from floods e.g. in the form of landslides, water pollution that impacts severely on public health, and loss of biological diversity. Increasing use of toxic pesticides has lasting adverse health impacts along with occupational health hazards in several industries due to uncontrolled use of heavy metals such as mercury. 

Natural resources constitute the overwhelming basis of all economic activities in Nepal. Agriculture (including forestry) has always dominated, but is down from around 50% of GDP around 1990 to around 35% in 2001. Only 15% of the cultivable land is under year-round irrigation. Fertilizer application is significantly below that of neighbouring countries. Mining and quarrying is insignificant, but hydropower production is very important for exports and diversification of the economy. Industry represents 23% of GDP. Most manufacturing enterprises are engaged in processing of natural resources from agriculture and forestry (food processing, wood and wood products, tobacco, carpets, textiles, garment/leather/footwear). Natural resources also form the basis for the services sector (39% of GDP); namely tourism, and constitutes a key foreign exchange earner which suffered a severe setback (50% reduction) in the last quarter of 2001 as a combined result of the 09.11.01 event in New York and  the Maoist insurgency activities.

2.
Human resources

Nepal had a 23.6 million population in 2001 growing at 2.4 percent annually, see e.g. “World Development Report 2003”(WDR) , “Key indicators of development”. This is a very high population growth rate, even  when compared to other South Asian countries such as India and Bangladesh (both growing at 1.8%) and Sri Lanka (1.3%). Not only is overall and rural population growth high, but the urban population (while still relatively small) has grown from some 240,000 to 2,4 million – or tenfold – during the period when the overall population increased less than threefold. These high population growth rates are especially worrisome for a country where the limited and fragile natural resources upon which the 80% rural population so heavily depend for their living are being depleted and eroded due to a combination of population pressure and poor resources management practices. Reforms aimed at improving this are hampered in part due to a relatively poorly educated work force, see the indicators below.

Quality of life indicators compare unfavourably to the rest of South Asia, see WDR 2003: Life expectancy at birth is 59 years, even that is less than Bangladesh (61), India and Pakistan(63) and Sri Lanka (73).  Under five mortality is 91, also far exceeding India (88), Bangladesh (83), and by far Sri Lanka (18. Population estimated to live on less than $1/day was 37.7 % in 1995/6, below that of India in 1994 (44.2%), but above the estimates for Bangladesh, Pakistan and Sri Lanka, respectively 29.1%, 31% and 6.6%. ). The adult illiteracy rate is 58%, compared to 59% in Bangladesh, 57% in Pakistan, 43% in India and 8% in Sri Lanka. However, for women, literacy is only 19%, as compared to 38% in India and 87% in Sri Lanka. It is estimated that 25% of the children aged 5-14 are in the work force instead of at school, and much of the rural migrants appearing in towns represent very low levels of human capital with very limited skills and learning ability. Women are highly disadvantaged in the manufacturing labour market, evidenced by their less than 14% share in total employment and significantly lower wages and allowances received as compared to their male colleagues. Rigid labour laws made to protect employees, have (just as in most other developing countries with similar legislation) resulted in the opposite of what was intended. Instead of creating safe and attractive permanent jobs, it has resulted in firms hiring almost only casual labour and it has slowed the process of integrating small firms into the formal sector. Another side effect is that firms in Nepal invest very little in worker training. The resulting labour productivity is thus very low, and the domestic labour force is therefore not found to be a competitive edge for the Nepal economy. 

In rural areas where the large majority of Nepalese live, labour productivity is very low, farming is still highly labour intensive with very little mechanization and severe land fragmentation, exacerbated by the high rate of population growth. Non-agricultural rural economic activities still constitute only 20% of rural household income. Women till the earth but have limited time to do so since they must  spend long hours collecting water and firewood. As a result of these factors in combination with their 81% illiteracy rate, they are constrained in their ability to learn new technologies and skills, and thus engage in better income earning activities such as raising poultry or livestock. 

However, while these indicators are unimpressive even by South Asian standards, there have been significant progress in some of them: Infant mortality has been halved since the 1950s, now almost half of the children over six years are able to read, and almost all boys and most girls now have primary education provided to them, albeit the quality of that education is not always of a very high standard.

Lack of basic training and education – especially for women, limited income earning opportunities in non-agriculture in rural areas where more than 80% of the population live, low carrying capacity of the land compared to the population is shall support, and continued high fertility in rural areas combine to explain the high rate of migration in Nepal. In recent years the political instability and insurgency of the Maoist movement have become an additional explanatory factor. This migration takes two main forms: Migration from the hills to the Terai (both to the towns and rural Terai), and migration to India (both permanent and temporary) and to the middle East, and to the more developed Asian countries. 

While on the one hand this is a human resource drain it also benefits Nepal in two ways:

· It helps alleviate the pressures on fragile and land and on the labour market. However, there is a deficit of available jobs to match the qualifications of the many unskilled and often illiterate job-seekers. (skilled jobs are often filled with skilled, competent workers coming to towns in Nepal from India)

· It brings workers remittances (i.e. foreign exchange) to Nepal.

3.
The resource drain due to instability and lack of opportunities

With a GDP of $ 5.5 billion – less than 3% of the GDP of Norway, a landlocked location, extreme dependence on a functioning free-trade agreement with India, and a very limited range of income earning activities most of which are natural resources based one way or another, Nepal’s mostly unskilled workforce faces few and limited opportunities for transition to accelerated growth and escape from the poverty trap. Nepal’s domestic market is very small and narrow – too small and narrow for many types of establishments to be able to take advantage of economies of scale and scope in production and joint location - and most of the exports depend on neighbouring India as a powerful monopsonistic buyer.

Add to this the challenges posed by the Maoist insurgency and the state of emergency. More than 8,000 people have been killed in such clashes in recent years, and kidnappings of children and violence to villagers have spread fear and instability. This upsurge of violence has hindered delivery of basic services, and both public and private sector activities, adversely affecting livelihoods, particularly in rural areas. In addition, “09.11.01” resulted in significant loss of export revenue from commodity sales and tourism slumped 50% in November 2001. Economic and fiscal conditions have deteriorated as a result, making efficient implementation of long overdue policy reforms even more pressing. However, to restore and maintain security and stability so as to recover confidence  with the tourist and buyers of Nepalese products, public services and economic conditions for the rural poor and unemployed  must be significantly improved. This can be assisted by means of timely implementation of decentralization and support to community development schemes, and by involving all stakeholders so as to achieve a broad-based local ownership to the reforms. This also means a major effort to improve governance and reduce corruption.

It is worth noting, however, that in a major survey in late 1999 of more than 200 enterprises throughout the entire country, hardly any firms listed lack of security and law enforcement as among their top three  problems, and when such problems arise, most firms seek out-of-court solutions, see FNCCI (2000). 

4.
The poverty situation

In spite of a series of ambitious development plans and massive assistance from international aid agencies, Nepal’s economic growth has barely kept pace with its expanding population. Nepal is listed as the 12th poorest country in the world and the poorest in South Asia, see e.g. “Nepal Development forum Economic Update 2002”. It was ranked 129th out of 162 countries in UNDP’s “Human Development Report 2001”. Per capita income in 2001 was $249, see “WDR 2003”, but is estimated to have declined recently. 

In 1996 42% of the population lived below the national poverty line of NRs 4,400 (USD 77) per person per year; this percentage is estimated to have declined to 38% in 2000. Most human development indicators confirm Nepal’s low international and regional ranking, as illustrated in chapter 1 above, and the recent progress towards the millennium development goals of poverty reduction has, but for a couple of indicators, been weak: 

· Prevalence of underweight children under 5 years of age was reduced from 57% in 1990 to 48.3% in 2000;

· Proportion of population below minimum level of dietary energy consumption was reduced from 49% in 1992 to 47% in 2000;

· Net enrolment rate in primary education improved from 64% in 1990 to 72.1% in 2000;

· Proportion of pupils starting in grade 1 who reach grade 5 increased from 38% in 1994 to 45% in 1999

· Literacy rate of 15-24 year olds improved from 49.3% in 1991 to 74.1% in 2000;

· Under-5 mortality rate (per 1,000 live births) decreased from 161.6 in 1990 to 91 in 2000, and infant and maternal mortality rates also decreased significantly;

· Number of malaria cases per 100,000 people decreased from 115 in 1992 to 29 in 1997;

· Proportion of population without sustainable access to drinking water supply decreased from 54.1% in 1991 to 20.1% in 2000;

· Percentage of people with access to toilets (improved sanitation) increased from 6% in 1992 to 20% in 2000.

Poverty in Nepal is primarily a rural phenomenon, with urban poverty rates about half the national average. Geographically, the incidence of poverty and low human development indicators in Midwestern and Far Western development regions greatly exceeds the national average, as does the rates in the mountain districts, see e.g. ICIMOD (1997) for details. As seen above, available data suggests that the various dimensions characterizing incidence of poverty have improved little in recent years, and due to the rapidly rising population, the actual number of people living in poverty has probably increased, see ADB (2001)

5.
Government development policies

The National Planning Commission (NPC) approved of the Tenth Five Year Plan 2003-2007 on December 17. 2002.  It focuses on poverty alleviation and defines Nepal’s Poverty Reduction Strategy (PRS) more explicitly than in previous plan documents. 

However, observing the rapid deterioration of economic, social and political stability indicators, and actually facing the threat of an out of control and broad-based crisis development, already in July 2002, while the Tenth Plan Document was being finalized, a draft Immediate  Action Plan (IAP) was approved for implementation and immediately put into operation by their various responsible government agencies, aiming at effective management of public resources, prioritisation of development projects and programs, enhanced accountability and effective delivery of the public services. A high level monitoring committee has been established to monitor implementation, and review progress on a regular basis. This Immediate Action plan comprises clearly defined actions in prioritised areas with an explicit time frame, immediate indicators to be monitored and the expected outcomes expected. Regular quantified progress reports will be made available for all action areas. A series of specified immediate actions are implemented in the areas of education, health and civil service reform, and actions are formulated to secure accountability. 

The recently approved Tenth Plan has ambitious goals. The most prominent  of these is to bring down the poverty level from the present estimated 38% to below 30% of the total population during the Tenth Plan period, i.e. within five years. The Plan operates with three different growth scenarios: A high growth one of 6.2% average annual economic growth, which assumes significant improvement in law and order, and which again assumes successful implementation and sustained management of all the reforms initiated in the IAP. The middle scenario assumes no worsening of the situation as it was at the turn of the millennium, and an annual growth rate of 5.25%, while the low case assumes continuation of the present state of affairs and a growth rate of 4.3%. In all scenarios, the non-agricultural sectors that are assumed to grow almost twice as fast as agriculture.

At the same time the Tenth Plan is extremely vulnerable because it relies for the most part (58% of the expenditures in the plan period) on foreign aid for its implementation. It relies on foreign aid to rise by 7% in the low case and 11% in the high case, as the basis for the development expenditures to rise 10% to 15% respectively. 

In view of the experience from the Ninth Plan period (1998-2002) and all the previous ambitious five year plans, caution is warranted. The Ninth Plan had targeted 6% average annual growth, a rate that was only achieved in FY2000. The other four years of that Plan period growth were clearly below the target, and in 2002 it was negative, resulting in an overall average growth rate for the Ninth Plan period of only 3.6%.  While well designed and much needed government reforms were initiated and approved, the commitment to and ownership of these reforms has not been overwhelming, and the public – not the least the private sector – complain bitterly about poor, piecemeal and slow implementation, with little or no effort at training civil servants responsible for the operation and maintenance of these reforms to understand their revised tasks and responsibilities.

It is increasingly acknowledged that – as in so many other developing countries that have for decades been highly dependent on donor assistance for their imports and development programme expenditures – donor assistance has not only shielded Nepal from underlying structural problems, but it has also tended to substitute for the creation of national capacity to plan and implement development programmes. In many sectors donor have major – and sometimes inconsistent – roles in managing public expenditures, and state and local ownership thus becomes rather lukewarm. Establishing state and local ownership to the PRS and the programmes and projects to be implemented to achieve its stated goals is a major challenge of the Partnership for Development strategy between the donors and Nepal.

ANNEX 7:
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Major Hydro 395.2           70.0                   22,313.0       
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Independent Power Producers (IPP)

Khimti Khola 60.0            
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113.5           44.5                   -                28.9          

Total Capacity 584.6           115.4                 22,320.4        28.9          

Source:  Nepal Electricity Authority - FY 2001-02, A Year in Review. 

Peak Demand (MW) 391 426 9.0            

Available Energy (GWh) 1,868.4              2,087.6          11.7          

1. Hydro 1,113.4              1,116.6          0.3            

2. Diesel 27.1                   17.9               (34.0)         

3. Purchase from

(a)   India 226.5                 237.8             5.0            

(b)   Independent Power Producer 501.4                 715.3             42.7          

Source:  Nepal Electricity Authority - FY 2001-02, A Year in Review. 
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ANNEX  8:

NORSK PSD-SAMARBEID MED NEPAL 
1 Næringslivsordningene for Nepal

2 Nyligste tiltak hentet fra PTA (1999-2002):
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	TILTAK
	AVTALEPARTNER (BEDRIFT/ORG.)
	GJENNOMFØRENDE INSTITUSJON
	Status

	NPL-1009
	CCC v/Statkraft Anlegg
	Civil Construction Consortium
	Khimti Khola Hydroelectric Project:

1999: 

NORAD-støtte bevilget med NOK 568.000 til  Jiri-Palati Road

Utbetalt 530.400,-  28.10.99.

	NPL-1042
	NORPLAN AS

Plogveien 1, Postboks 97 Manglerud, N-0612 Oslo, Norway
Telephone: + 47 22 57 49 90
Telefax: + 47 22 68 80 89
E-mail: norplan@hjelcowi.no 
	Ministry of Housing/NORPLAN
	2001: Financing 50 % of the cost in connection with a trainee from NORPLAN in connection with contract for services on Melamchi Water Supply Projec0t. Trainee: Mr. Vegard Kristiansen. 

	NPL-2002
	NEA/Gov. of Nepal 
	Jacobsen Elektro AS
P O box 52
3300 Hokksund 

Telefon 3225 1800
Fax: 3225 1801
E-mail: mail@jacobsen-elektro.no

	1999:

ADB arbeider med finansiering av utvidelse av distribusjons-

system for el-kraft i Nepal. Total kost er beregnet til USD 71.308 mill.  ADB spør om ko-finansiering med USD 10-15 mill

NORAD registrerer henvendelse på USD 10 mill x kurs 7.50 = NOK 75 mill.

NB! tilsagn ikke gitt

	NPL-2008
	Melody Modes

Nedre Slottsg. 4
0157 OSLO 

Tlf 22 42 23 37
	
	1999-2000: Forundersøkelse i forbindelse med planlagt produksjon av klær i Baktapur, Nepal

	NPL-2014
	Deconomics AS, Lilleakerveien 27 c/o Dyvik
0283 OSLO Telefon 23 32 84 24 (konsulentbistand i forbindelse med blandet kreditt)

Nera Telecommunications

Nera ASA (Head Office)
Kokstadveien 23 PO Box 7090
5020 Bergen, Norway
Tel.: +47 55 22 51 00
Fax: +47 55 22 52 99
E-mail: webmaster@nera.no
(konsulentbistand i forbindelse med blandet kreditt)
	Nepal Telecom Cooperation (NTC)
	2000/2001:

Radioline-equipment to Nepal Telecom including training in operation of the equipment.

Endte med at det ikke ble gitt blandet kreditt til NTC.:



	NPL-2016
	Hemp House Oslo
Akersgt. 2 
N-0158 Oslo

+47 22 420 760

	Hemp House Oslo
Akersgt. 2 
N-0158 Oslo

+47 22 420 760

	2000:

Markedsføringsstøtte klær,vesker fra Nepal

	NPL-2017
	Elien

Grønnegt. 1

0350 OSLO
	Elien

Grønnegt. 1

0350 OSLO
	2000 og 2001: 

Markedsføring puter og smykker NEPAL

(lavt beløp)

	NPL-2019
	Elien

Grønnegt. 1

0350 OSLO
	Elien
	2001:

støtte til design og produktutvikling av smykker og puter i Nepal (lavt beløp)

	NPL-2020
	Hemp House Oslo
Akersgt. 2 
N-0158 Oslo

+47 22 420 760

	Hemp House
	2001: markedsføring av hempprodukter (klær, hatter og vesker) fra Nepal under Quart festivalen 3.-7. juli 

(svært lavt beløp)

	NPL-2021
	Statkraft Grøner AS

Fornebuveien 11
Pb 400
1327 LYSAKER
Tlf: 67 12 80 00
Fax: 67 12 58 40
post@statkraftgroner.no

	
	2001-2002:

Filmdokumentar om Khimti prosjektet. Se tiltak NPL-2021.

	NPL-2023
	Normisjon
	Folk Nepal - Folk International
	2001:

næringsutvikling i Nepal for å fremme eksport av håndverksprodukter. Markedsføring av disse i Norge.

	NPL-2024
	Nepal Hydro & Electric P. Ltd (NHE) 

K. P. Choudhary

General Manager


	Ole Deviks vei 10 
Oslo 
0666 
Phone : +47 2 287 4662
Fax : +47 2 287 4510

GE Energy (Norway) AS

Ågotnes
P.O. Box 53
5346,Ågotnes 
Norway
Tel.No.: +47 56 31 24 00

	2002:

Applies for support to training of employees in connection with new investment in production equipment. 

(NB! støtte ikke gitt ennå)

	NPL-2027
	Landbruksdepartmentet
	Landbruksdepartmentet
	2002:

Landbruksdept._eksport av honning


ANNEX  9:

Multilateral and Bilateral Support of PSD
This annex has divided multilateral and bilateral support of PSD into three main tables. The first table mentions projects for public reforms with regard to PSD, while the second table has the heading small and medium enterprises, and the last table consists of infrastructure projects that encourage PSD. Some projects are perhaps not officially reported, and therefore could some be missed out. 

Public Sector Reforms








(USD in thousands)

	S.

No.
	Project
	Duration
	Executing Agency
	Donor
	Commitment
	Type
	Project objective

	1.
	Governance Reform Programme
	Dec 01-Nov 05
	MOGA
	ADB
	29,568.47
	Loan
	To improve efficiency of the civil service

	2. 
	Judicial Support Component
	Aug 00- Jul 03
	MOLJPA
	DANIDA
	507.20
	Grant
	To strengthen and improve the capacity and performance of all actors involved in the criminal justice system

	3. 
	Corporate and Financial Governance Project
	May 02- May 06
	MOLJPA
	ADB

HMG
	7,145.80

2,700.00
	Loan

Grant
	To improve governance and efficiency in Nepal's corporate and financial sector

	4. 
	Telecommunication Sector Reform project
	May 02-Mar 07
	MOIC
	IDA
	22,560
	Loan
	Stengthening MOIC's Planning, 

Frequency Management Division


Small and Medium Size Enterprises








(USD in thousands)

	S.

no.
	Project
	Duration
	Executing Agency
	Donor
	Commitment
	Type
	Project objective

	1. 
	Rural Finance Nepal (RUFIN)
	Jan 01-Dec 03
	ADBN
	GTZ
	1,853.76
	Grant
	Frameworks for microfinance organizations

	2. 
	Private Sector Promotion Project
	May 01-Apr 04
	MOICS
	GTZ
	2,257.25
	Grant
	Enhance competitiveness of private sector 

	3.
	Special Objective Grant Agreement
	Jul 97-Sept 06
	DOED
	USAID
	15,000.00
	Grant
	To increase private sector participation and investment in environmentally and socially sound hydropower

	4. 
	Micro-enterprise Development Porgramme
	Jun 98-Jun 03
	MOICS
	UNDP
	3,003.70
	Grant
	Entrepreneurship development and micro-credit in new enterprises

	5. 
	Tourism for Rural Poverty Alleviation
	Sept 01-Dec 05
	MOCTCA
	UNDP

SNV

DFID
	524.43

493.89

4,392.16
	Grant

Grant

Grant
	Tourism development that is pro-poor, pro-environment, pro-rural communities and women.

	6. 
	Rolwaling Ecotourism Development Programme
	Oct 97-Dec 03
	MOCTCA
	ATS
	107.00
	Grant
	Improvement of living standards of the local population through improved basic infrastructure

	7. 
	Rural Microfinance Project
	Feb 99-Dec 04
	NRB
	PBS

ADB

IMPA

HMG

BEN
	841.60

17,842.59

1,683.30

4,931.10

3,098.90
	Grant

Loan

Grant

Grant

Grant
	Credit to finance viable farm and off-farm economic activities.

	8. 
	Town Development Programme
	Jan 01-Jun 06
	MOWR
	KFW
	5,906.37
	Grant
	Implementation of social infrastructure and revenue generating projects

	9. 
	Training Institute for Technical Instruction (TITI)
	Jul 99- Jul 03
	DEO
	SDC
	3,688.79
	Grant
	To enable TITI to improve the quality of technical education and vocational training


Infrastructure








(USD in thousands)

	S.

no.
	Project
	Duration
	Executing Agency
	Donor
	Commitment
	Type
	Project objective

	1.
	Transit & Trade Facilitation Project
	Dec 97-Sept 03
	MOICS
	IDA

HMG
	23,500

5,000
	Loan

Grant
	To reduce transport and transit costs

	3. 
	East West Highway Fibre Optic Project
	Apr 02- Apr 04
	MOIC
	India
	17,230.77
	Grant
	Strengthening the capabilities of the NTC and private sector

	4. 
	Kailali-Kanchanpur Rural Electrification Project
	Feb 00- Dec 05
	MOWR
	DANIDA

NEA

HMG
	9,104.00

3,210.00

6,460.00
	Grant

Grant

Grant
	To uplift socio-economic status by electrification in some districts

	5. 
	Improvement of Intersection in Kathmandu City
	Nov 01- Mar 08
	MOPPW
	JICA
	8,311.99
	Grant
	Improve footpaths, roads and street lights

	6.
	Banepa-Sindhuli-Bardibas Road Project
	Nov 96-Mar 08
	DOR
	HMG

JICA
	5,450

84,000
	Grant

Grant
	To connect Kathmandu with eastern terai at Bardibas

	7. 
	Energy Sector Assistance Programme
	Mar 99-Mar 04
	MOST
	HMG

DANIDA
	540.93

23,917.45
	Grant

Grant
	Improved infrastructure for renewable energy resources.

	8.
	Second Tourism Infrastructure Development Programme
	Aug 96- Mar 03
	MOCTCA
	CAAN

ADB

HMG

BEN
	3,640.00

14,003.03

5,690

40.00
	Grant

Loan

Grant

Grant
	Improve the urban environment and develop ecotourism. 

Upgrade the infrastructure at airports to improve safety

	9.
	Small Towns Water supply &Sanitation Sector
	Jan 01-Dec 06
	MOPPW
	LOC

LOG

HMG

ADB
	8,590.00

458.00

10,023.00

34,798.00
	Grant

Grant

Grant

Loan
	To improve water supply and sanitation facilities

	10.
	Human Resource Development Project
	Jan 01-Jun 06
	MOPPW
	UNICEF
	38.50
	Grant
	To develop skills of Dept. of Water Supply & Sewrage staff and community people

	11.
	Management Information Project
	
	
	HMG
	39.46
	Grant
	Information on all water supply and sanitation projects

	12.
	Melamchi Water Supply Project
	Jul 01- Jul 07
	MOPPW
	OPEC 

HMG

JBIC

NORAD

SIDA

NDF

JAP

ADB
	14,000.00

118,000.00

52,000.00

28,000.00

25,000.00

9,000.00

18,000.00

120,090.53
	Loan

Grant

Loan

Loan

Grant

Loan

Grant

Loan
	To alleviate the chronic water shortage in Kathmandu valley

	13.
	Mid and far West rural Water Supply & Sanitation
	Jul 99-Jul 05
	Wateraid
	UK


	4,371.48
	Grant
	To assist local communities in efficient management of safe water supply

	14.
	Rural Water Supply &Sanitation Support Programme
	Oct 99- Jul 03
	MOLD
	LOG

FINNIDA

HMG
	5,380.00

5,175.44

1,693.33
	Grant

Grant

Grant
	Full coverage of adequate and sustainable water supply & sanitation facilities and services

	15.
	Public-Private Partnerships for Urban Environment (PPPUE)
	Jan 02-Apr 03
	MOLD
	UNDP
	300.00
	Grant
	To increase the access of the urban poor to basic services


ANNEX 10: Priorities for consideration in the medium and longer run perspective

	Areas and modality for support
	Forms of support
	Potential Partners

	Training Institutes and higher education:
Adjust education and skills to the need of the private sector

Effective linkage between applied research, consultants, and industries:
Increase knowledge and skills in the private sector

Support to SMEs:

Focus on business support to SMEs 

Implementation of reforms:
Ensure that reforms for improved framework for private sector are effectively implemented

Hydropower development
Continuing and increased support for necessary regulatory and institutional change, and for competence building in the private sector

Property and chattel registers:

that are critical for access to credit and reduced transaction costs, as well as faster land dispute settlements:

a) a) Competent Authority

b) b) Autonomous Institutions to be established


	 Institutional cooperation and assist in financing

Institutional cooperation and assist in financing 

Institutional coop. and assist in financing. Cofinancing of ADB PSDP.

 Institutional coop.

Technical assistance, and assist in financing

a) Consultancy assistance to review options for an appropriate institutional framework 

b) Subject to necessary new legislation by HMGN; provide technical assistance and assist in financing by an untied mixed credit

-International and regional co-operation; Advocacy


	Private sector, and appropriate counterparts in Norway

Private sector, and appropriate counterparts in Norway

Private sector, and appropriate counterparts in Norway

Relevant Governmental Institutions, Private Sector Org. and relevant Norwegian Inst.  

Relevant Governmental Institutions, Private sector, and appropriate counterparts in Norway

Individual consultants

Norway Registers Development and associated institutions


NORADs rapportserie
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00
1
NORAD's Good Governance and 



Anti-Corruption Action Plan 2000-2001
Position

01
1
Coordination of Budget support programmes
Discussion

01
2
Poverty Reduction Strategy Processes in Partner Countries
Position

01
3
Aids handlingsplan
Standpunkt

01
4
Aids Action Plan
Position

02
1
Study on Private sector Development: Summaries
Discussion

02
2
Study on Private sector in Bangladesh
Discussion

02
3
Study on Private sector in Malawi
Discussion

02
4
Study on Private sector in Mosambique
Discussion

02
5
Study on Private sector in Sri Lanka
Discussion

02
6
Study on Private sector in Tanzania
Discussion

02
7
Study on Private sector in Uganda
Discussion

02
8
Study on Private sector in Zambia
Discussion

02
9
Ownership and partnership: 



Does the new rhetoric solve the incentive problems in aid? 
Discussion

02
10
Study of Future Norwegian Support to Civil Society in Mozambique
Discussion

02
11
Report of a study on the civil society in Uganda
Discussion

02
12
Private Sector Development in Albania
Discussion

02
13
Private Sector Development in Bosnia and Herzegovina
Discussion

02
14
Review of Christian Relief Network in development co-operation.
Discussion

02
15
Budsjettstøtte
Standpunkt

02
16
Direct budget support/
Position

02
17
Fattigdom og urbanisering
Standpunkt

02
18
Urbanisation
Position

02
19
Information and Communication Technology (ICT)
Position

03
1
Helse i utviklingssamarbeidet
Standpunkt

03
2
Principles for Delegated Co-operation in NORAD
Position

03
3
Building demand-led and pro-poor financial systems
Position

03
4
Study on Private sector Development in Nicaragua
Discussion

03
5
Study on Private sector Development and Prospects



for Norwegian trade and investment interests in Nepal
Discussion

03
6
Study on Private sector Development and Prospects



for Norwegian trade and investment interests in Vietnam
Discussion

NORADs rapportserie består av to typer rapporter: Standpunkt uttrykker NORADs syn på et tema, mens Diskusjon er et faglig innspill, som ikke nødvendigvis uttrykker etatens vedtatte policy.

NORAD's list of publications comprises two categories: Position is NORAD's official opinion, while Discussion is a forum for debate that not necessarily reflects NORAD's policy.

[image: image5.jpg]



BOX 1: NEPAL  AT A GLANCE (2000 – 2002 estimates):


Area (´000 km2): 147


Population (million):  23.6	                        


Population growth rate,: 2.4%	    


Workforce, (million  15+ years):  11.7 		


Annual labour force growth : around 250,000


Underemployment: Almost 50% of labour force


Main employer (% of workforce) 15+ years, estimate):        


  Agriculture:  70%	       		


  Manufacturing: 6%


  Services sectors: 9%


  Working abroad: 15%		                  	


GDP: $ 5.5.billion or  3% of Norway’s GDP


GDP growth (real), (2002est): zero   		


GDP per capita: less than $ 250


Share of population below poverty line: 40%


National currency: Rupees (NPR)/$ 77	


Life expectancy at birth (m/f),.:  59.3/59.8 	   


Adult literacy rate (%, m/f)::  65.8/35.4	


Main export sectors (% of total exp.)::


     Garments: 30%					


     Carpets : 19%				


Main markets for exports: 


 India 48%, USA 26% , Germany 11%    


Main sources of imports:


India 41%, Singapore 11%, China 10% 


Trade deficit  15% of GDP


Rate of inflation: 2.4%


Foreign investment:  less than 2% of total investments  


External aid (% of development budget): almost 60%	


External debt % of GDP,  47%	


Debt servicing ratio (% of exports)  3.9%


 Sources: Official Nepal statistics, UNCTAD 2001, Statistical profiles of LDCs, Economist Intelligence Unit; World Bank





� EMBED PBrush  ���








�  Extracted from the Nepal Development Forum Economic Update 2002, The World Bank.


� Nepal rural energy system comprise of: fire wood, bio-mass, bio-gas, solar, micro hydro etc. About 90% of the need is met from firewood from forest, which is causing increasing degradation of already fragile hill environment. 


� Nepal’s average electricity tariff (about US 8.7 cents/kWh)


� NEA has recently restructured with four major core sectors: Generation, Transmission & System Operation, Distribution & Consumer Services and Engineering Services were assigned to four General Managers with increased independence. Furthermore 18 distribution centres have been established which will operate as semi-autonomous organisations and will be rewarded/punished based on certain agreed performance indicators. With this internal unbundling one hopes to have an efficient management of NEA and reduce the losses dramatically.


� While the Hydropower Development Policy has no legal status, it lays out the general objectives for more efficient hydropower sector. The mentioned Electricity acts and other regulations provide the actual basis for this policy.


� The provision is amended in the new Hydropower Policy  under which spare parts only up to 20% of the equipment value may be imported under this facility.


� the 60 MW Khimti hydropower project, the country's first private hydro project, and the 36 MW Bhote Koshi hydropower project Both projects have 20 year power purchase power agreements (PPAs) with NEA.


� Also Nepal cannot provide a stable base load from only ROR projects. Thermal must be part of the supply


� NHE – Nepal Hydro Electric Pvt. Ltd.: Development of waterpower technology via training of local manpower to design, manufacture, refurbish, installation and commission hydro-mechanical and electro-mechanical equipment including transmission line hardware for hydro and electric power projects.


� USAID has a project through SARE on educational programmes for bankers and policy makers:


� This request was turned down by the Power Development Fund)


� The assessment should include policies on the restructuring of the public sector, if relevant, and the roles and responsibilities of the private sector and the government, respectively.  The assessment is not limited to the formal sector of the economy, and should also include bottlenecks related to the market structures in relevant sectors (monopolies, oligopolies etc.) Also the international environment for PSD should be included, especially with respect to exports.


� Areas of co-operation are not restricted to public partners. Private institutions such as business associations, chambers of commerce and trade as well as co-financing with other bilateral and multilateral donors should be considered. Direct support to individual enterprises should be avoided because of the risks of unfair competition and possible market distortions.
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NEA Power Devpmt -Appendix 2

		

		Table A2.1:  NEA'S INSTALLED CAPACITY

		(in MW)

		Category				Existing		Under Construction		Planned and Proposed		Preliminary Work in Progress

		NEA Owned and Managed Systems

				Major Hydro		395.2		70.0		22,313.0

				Small Hydro		19.0		0.9		7.4

				Diesel Power Stations		56.8		- 0		- 0

				Solar Power Stations		0.1		- 0		- 0

						471.1		70.9		22,320.4

		Independent Power Producers (IPP)

				Khimti Khola		60.0

				Bhote Kosi		36.0

				Others		17.5		44.5				28.9

						113.5		44.5		- 0		28.9

		Total Capacity				584.6		115.4		22,320.4		28.9

		Source:  Nepal Electricity Authority - FY 2001-02, A Year in Review.

		Table  A2.2: NEA's AVAILABLE ENERGY

								2001		2002		Year-on-Year Growth

		Item										%

		Peak Demand (MW)						391		426		9.0

		Available Energy (GWh)						1,868.4		2,087.6		11.7

		1.		Hydro				1,113.4		1,116.6		0.3

		2.		Diesel				27.1		17.9		(34.0)

		3.		Purchase from

				(a)   India				226.5		237.8		5.0

				(b)   Independent Power Producer				501.4		715.3		42.7

		Source:  Nepal Electricity Authority - FY 2001-02, A Year in Review.
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NEA Load Forecast-Appendix 3

		NEA PERFORMANCE INDICATORS

		Year		Sales in GWh														System Losses						Gross Generation (GWh)						Peak Demand (MW)						System Load Factor

				At						At								At		At Project				At		At Project				At		At Project				At		At Project

										Project Completion Review										Completion						Completion						Completion						Completion

				Nepal		India		Total		Nepal		India		Total						Review						Review						Review						Review

								Sales						Sales				%		%																%		%

		1993		674		59		733		674		59		733				24.3		25.7				968		986				214		214				50.6		52.6

		1994		706		51		757		706		51		757				26.6		25.2				1031		1011				231		231				50.9		50.0

		1995		854		48		902		785		39		824				22.5		25.5				1164		1105				257		244				51.6		51.7

		1996		939		53		992		850		87		937				22.0		24.9				1272		1248				281		275				51.7		51.8

		1997		1035		58		1093		910		100		1010				21.5		24.6				1392		1339				303		300				52.4		50.9

		1998		1145		64		1209		984		67		1051				21.0		22.5				1530		1356				328		317				53.3		48.8

		1999		1272		70		1342		1049		64		1113				20.5		22.9				1688		1444				354		326				54.4		50.6

		2000		1411		77		1488		1174		95		1269				18.3		23.9				1821		1668				374		351				55.5		54.2

		2001		1561		316		1877		1281		126		1407				18.0		23.6				2289		1868				462		391				56.6		54.5

		2002		1733		330		2063		1432		143		1575				17.8		n/a				2508		2087				501		426				57.1		55.9

		Average change per year,						12.3						8.9				-0.7		-0.3				11.3		8.8				10.0		8.0				0.7		0.4

				1994 to 2002 (%)

		Average System Losses and System Loan Factor, 1994 to 2002 (%)																21.6		24.3																53.4		52.1

		2003																						2751		2149				548		472				57.3		52.0

		2004																						3019		2354				599		517				57.5		52.0

		2005																						3316		2598				659		570				57.4		52.0

		2006																								2850						625						0.0

		2007																								3094						679						0.0

		2008																								3343						734						0.0

		2009																								3,591						788

		2010																								3,855						846

		2011																								4,135						908

		2012																								4,434						974

		2013																								4,753						1,044

		2014																								5,093						1,118

		2015																								5,456						1,198

		2016																								5,843						1,283

		2017																								6,255						1,373

		2018																								6,696						1,470

		2019																								7,166						1,573

		2020																								7,668						1,683

		NEA success in improving system load factor.																																						Appendix 3

		n/a  -  not available.

		Source:  NEA



vct:
x 24 hours in a day x 365 days / 1000 to convert to GWh.
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				PLANT LOAD AND PLANT CAPACITY FACTORS

				Contract Year 2000 - 2001

		Contract Month				Season		No. of days		PPA Contract Energy (GWh)				Average Power   (GWh)		Maximum Power    (GWh)		Plant   Load   Factor      %		Dispatched Energy as Metered by  NEA 2000 - 2001 (GWh)		Energy which could have been generated by Khimti I  (GWh)		Plant Capacity Factor     %

										2000 - 2001		2001 - 2002

														(A)		(B)		(A / B)		(C)		(D)		(C  /  D)

		Shrawan		(Jul-Aug)		Wet		32		42.56		42.56		55.46		66.00		84.0		42.59		46.08		92.4

		Bhadra		(Aug-Sep)		Wet		31		41.22		41.22		56.67		64.70		87.6		42.16		44.64		94.4

		Ashwin		(Sep-Oct)		Wet		30		39.89		39.89		55.59		60.11		92.5		40.02		43.20		92.6

		Kartik		(Oct-Nov)		Wet		30		39.89		39.89		55.58		59.99		92.6		40.02		43.20		92.6

		Marg		(Nov-Dec)		Dry		30		27.00		27.00		34.07		59.97		56.8		35.60		43.20		82.4

		Paush		(Dec-Jan)		Dry		29		16.50		16.50		36.37		42.00		86.6		25.32		41.76		60.6

		Magh		(Jan-Feb)		Dry		29		14.50		15.00		28.57		33.22		86.0		19.88		41.76		47.6

		Phalgun		(Feb-Mar)		Dry		30		13.45		13.00		24.59		32.14		76.5		17.70		43.20		41.0

		Chaitra		(Mar-Apr)		Dry		31		14.50		14.50		20.98		30.44		68.9		16.50		44.64		37.0		Appendix 5

		Baishak		(Apr-May)		Dry		30		17.42		18.00		30.07		48.02		62.6		21.65		43.20		50.1

		Jestha		(May-Jun)		Wet		32		42.56		41.22		33.08		60.00		55.1		25.40		46.08		55.1

		Ashad		(Jun-Jul)		Wet		31		41.22		42.56		51.23		60.00		85.4		38.12		44.64		85.4

		Totals  GWh and/or  Average %								350.71		351.34		482.26		616.59		78.2		364.97		525.60		69.4

		Source:  Himal Power Limited.



vct:
supplied by Ingge of HPL.

vct:
supplied by Ingge of HPL

vct:
supplied by Ingge of HPL

vct:
supplied by Ingge of HPL

vct:
supplied by Ingge of HPL
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