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1-1 Nepalese government development plans and policies

1-1-1 From the First to the Eighth Five-Year Plans

The history of the development of Nepal begins with the First Five-Year Plan (issued in 1955 and
implemented from 1956). To date, a total of eight Five-Year Plans have been implemented. As of April
2002, the Ninth Five-Year Plan (1997/98-2001/02) is being implemented. These national development
plans from 1950 up to the late 1990s are outlined in Table 1-1.

Table 1-1 Nepalese government development plans from 1950 up to the late 1990s

Period Outline of the development plans and their outcomes

From 1950 to the 1960s | Emphasis was placed on “infrastructure development” (roads, communications, power supply, etc.) based
(1st to 3rd Plans) on the need for national integration. The malaria eradication programme paved the way for the
development of the Terai, which was once covered with thick forests. Forest clearing and the construction
of the Birganj Road (between Kathmandu and the Indian border) formed the foundation for the
development of cities in the Terai.

During the 1970s The concept of “regional development” was introduced through these plans. The country was divided into
(4th to 5th Plans) four Development Regions. A north-south axis for development was established in each of these regions
that linked the Terai and the Hills. Development bases were planned along these axes. In addition, Nepal
went ahead with the construction of an east-west road that would link these districts, and pursued national
economic integration and development. The Nepalese economy, however, slowed due to such factors as
declining levels of aid from India after the outbreak of the India-Pakistan War in 1971, rising costs related
to the oil crisis, and drought. The GDP growth rate fell to 2.6% and 2.3% for the periods of the 4th and 5th
Five-Year Plans, respectively. Overall, the Five-Year Plans showed relatively poor performance.

During the 1980s Top priority was given to the “production sector,” particularly agriculture, rather than infrastructure
(6th to 7th Plans) development in the past. As a result, the GDP growth rate increased to the order of four percent. However,
sluggish exports of primary commodities and other products adversely affected the trade balance and
resulted in a chronic current account deficit. The concentration of investment in the Terai and Kathmandu
widened the disparities between these areas and the Hills and the Mountains. Nepal divided the Far-
Western Development Region into the Mid- and Far-Western Regions as part of its efforts to accelerate
development in the Region, which was the most underdeveloped.

From 1990 to 1997 The Eighth Five-Year Plan (1992/93-1996/97) was formulated during the major move towards democracy
(8th Plan) in which the new constitution was promulgated in 1990 and a parliamentary system was started in 1991.
This plan set out three major objectives: (i) sustainable economic development, (ii) poverty reduction, and
(iii) reduction of regional disparities. Poverty reduction was given top priority. Regarding investment,
priority was given to in the following order: the promotion of agriculture, energy development,
infrastructure development in rural areas, job creation, population control, the promotion of industry and
tourism, export promotion, macroeconomic stability, and civil service reform. The Eighth Plan also
emphasized decentralization. A shift toward approaches based on economic liberalization was another
feature of the plan. The plan produced mixed outcomes. Tertiary industry, particularly such sectors as
transport and communications, finance, and social services, expanded. GDP grew at the targeted average
annual rate of 5.1%. On the other hand, the key industries of agriculture, forestry, fisheries, and mining
fared badly with major indicators falling far short of the targets.

 The fiscal year in Nepal starts in mid-July. For example, 1956/1957 is represented by FY1956.
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1-1-2 The Ninth Five Year Plan and the Long-Term Development Strategy (1997-2017)

The Ninth Plan largely follows the development policy of its immediate predecessor. The plan
continues with development efforts at the national level and gives priority to the fight against poverty.

Regarding the poverty reduction, the Ninth Plan aims to ensure that the poor in rural areas in
particular have access to health care, education, drinking water, roads and electric power in an effort to
raise their standards of living. The plan also aims to:

(i) implement programmes in such areas as vocational training, financing, family planning, and
empowerment,

(if) promote the rapid growth of each sector and thereby increase employment opportunities,

(iii) increase the growth rate of the agriculture sector from 3% to 5% under the Agricultural
Perspective Plan (APP) 1994/95-2014/15, which has already been formulated, and

(iv) decrease the proportion of the poor in relation to the total population from 42% to 32% through
these measures.>

In the course of developing the Ninth Plan, the Nepalese government formulated the “Long-Term
Development Plans” (1996/97-2016/17), a 20-year plan covering the Ninth to Twelfth Plans. The idea
was to build on the lessons learned from past experiences: the lack of a comprehensive development
framework allowed numerous programmes, including sector programmes, to be independently
developed and implemented, and these programmes did not effectively contribute to national
development. This long-term strategy aims to reduce the poverty rate from 42% to 10% and sets out
macroeconomic policies, sectoral programmes and other means to achieve this. However, this poverty
reduction goal is considered too ambitious for two reasons. One is that according to the Millennium
Development Goals (MDGs) discussed in 1-2-1, Nepal is required to reduce the poverty rate to 21% by
2015 which might be more realistic than the goal set out by the government. The other reason is that the
outcomes so far are significantly below the goals targeted by the Ninth Plan (see Table 1-2).

Table 1-2 shows major indicators in the Eighth and Ninth Plans and the Long-Term Development
Plans, together with the goals calculated by applying the MDGs to Nepal, for reference.

2 The poor are defined as those living below the poverty line, where people intake 2,124 calories of energy per person per day and have the
minimum allowance for basic items. This definition is also applied to Nepal. In terms of per capita annual income, the poverty line is 4,560 Rs.
under the Eighth Plan and 4,404 Rs. under the Ninth Plan.
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Table 1-2 The 8th and 9th Five-Year Plans and the Long-Term Development Plans

Long-Term || [For reference]
9th Plan Development || Millennium
8th Plan (1992/93-1996/97) Plans Development
(1997/98-2001/02) (1997-2017) || Goals (MDGs)
(2015)
Percentage
Targeted Actual achieved Targeted Actual Targeted Targeted
Poverty rate (%) 420 420 100% 32.0 38.0 10 21
Unemployment rate (in urban areas) ) 49 ) 40 ) 3.0 )
(%)
E/IDD)P annual average growth rate 51 51 100% 6.0 49 8.3 .
Sectoral annual growth rate
Agriculture, forestry and fisheries 3.7 3.0 81% 4.0 3.2 5.0 -
(%)
Non-agriculture (%) 6.1 6.3 103% 7.3 6.0 9.7 -
Irrigated area (1,000 ha) 293.8 214.3 73% 249.4 122.9 1,686 -
Power facilities capacity (MW) 347 300 86% 606 393* 22,000 -
Proportion of the_populatlon with ) 14 ) 20 17 50 )
access to electricity (%)
Road construction (km) 1,778 2,863 161% - - - -
Total road length (km) - 11,714 - 13,564 15,308 18,114 -
Number of districts with roads - 56 - 66 - 75 -
Number of telephone lines increase 161,000 130,000 81% - 121,800 - -
Telephone service per 1,000 people - 10 - 25 11 150 -
Number of hospitals 845 500 59.2% - - - -
Number of sub-health posts 3,199 3,187 99% - - - -
Number of primary health care o
centers (PHCs) 100 100 100% ) ) ) )
Infant mortality rate (IMR) (per o )
1,000 live births) 130 74.7 61% 62 64 34.4
C_hlld mortality rate (per 1,000 live 80 118 68% 102.3 ) 625 54
births)
Maternal mortality rate (per o
100,000 live births) 475 447 72% 400 439 250 213
Access to drinking water (%) 72 61 85% 100 69 100 73
Access to clean drinking water (%) - 15 - 25 - 85 -
Net primary school enrollment rate 0 )
(%) (6-10 years of age) 90 70 7% 90 100 100
Net secondary school enrollment o
rate (%) (14-15 years of age) 45 4 100% 60 ) 100 100
I(_O;;«)eracy rate (15 years or above) 60 8 80% 70 527 100 )
Population growth rate (%) - 25 - 2.37 2.27 15 -
Number of tourists (1,000) 1,907 1,764 93% 676** - 1,247%** -
Tourism revenue (million dollars) 375 374 100% 528** - 1,663*** -

Notes: *
Ninth Plan.

**  Goals for FY2002.

*** Goals for FY2015.

Sources:

« NPC (2002b) for the actual figures under the 9th Five-Year Plan (as of the end of the fourth year).
* The goals for 2015 in the MDGs are calculated by applying the United Nations Millennium Development Goals
(http://www.un.org.np/) to the 1990 actual figures for Nepal.

The goal is expected to be achieved if Kaligandaki and other power stations can be completed during the period of the

¢ The goals under the Eighth and Ninth Plans and the Long-Term Development Plans are compiled from NPC (1998).
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1-1-3 Development of the Poverty Reduction Strategy Paper and the Medium Term Expenditure
Framework

The Interim Poverty Reduction Strategy Paper (I-PRSP) for Nepal was issued in July 2001. The
Nepalese government developed this strategy in response to a decision by the World Bank and the IMF.
In September 1999, the two international institutions agreed at a joint meeting to call on certain
developing countries to come up with a national Poverty Reduction Strategy Paper (PRSP) to be used as
a criterion for the application of the Heavily Indebted Poor Countries (HIPC) Initiative and IDA
lending.

The Nepalese government issued a draft I-PRSP as early as November 2000. Based on comments
from donors, local governments, NGOs, the private sector, and other stakeholders, the government
revised the draft, and in July 2001, the final draft was issued. Earlier, the Nepalese government
organized an expert group comprising 17 representatives from the government, NGOs, community
organizations, the private sector, universities and other stakeholders to formulate the 1-PRSP. For
reference, the group used poverty surveys by such organizations as UNDP, the World Bank and NGOs.
They also sought extensive input. For example, the group held dialogues with local residents (and
separately with women’s groups) in the regions and rural areas.

The 1-PRSP consists of the following key strategies:

(i) Macroeconomic Stability and Incentives;

(ii) Broad-Based Economic Growth;

(iii) Social Sector Development;

(iv) Targeted Programmes and Employment Generation;

(v) Improved Public Expenditure Management;

(vi) Governance; and

(vii) Poverty Assessment and Monitoring System for the Programme.

Based on these key strategies, the I-PRSP has set out specific measures to reduce poverty. To
establish the Programme framework, the I-PRSP has identified 14 sectors, including “governance and
decentralization,” “agriculture and natural resources management,” and “education.” For these 14
sectors, the 1-PRSP has laid down a total of 140 specific strategies, as well as the action plan and the
expected outcomes for each strategy (Table 1-3).
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Table 1-3 Outline of the I-PRSP

Sector

Objectives

Major policies, Programmes, etc.

» Macroeconomic stability
and incentives

* To maintain macroeconomic stability
and reform trade policy

To reform fiscal policy
To improve public expenditure management
To pursue prudent monetary policy

* Private sector
development

* To create conducive environment for
private sector development

To improve corporate governance
To improve law enforcement capacity and infrastructure

» Governance and
decentralization

* Civil service reforms to increase
efficiency and accountability

Right-sizing of the bureaucracy

To promote performance-based career promotion

To link promotion with fiscal discipline

To increase transparency and accountability

Strengthened reward and punishment system

To implement a HRD programme for enhancing civil service
efficiency

* To strengthen local government institutions

* Fiscal decentralization

* To eusure accountability and transparency

* To create successful models of
decentralization for learning the effects

To grant authority to local governments; decentralization
To conduct a study for the reform of local administration
To conduct awareness programmes

Public disclosure of local government information

* Targeted Programmes
and Employment
Generation

* To create and expand income generating
activities

To increase employment opportunities with training and
skills development programmes

To increase the effectiveness of the present training
programmes

Employment creation through flexible public works projects
in rural areas with the incorporation of a strong gender
component

* To provide social safety nets and
minimum needs to the poor

To establish a Poverty Alleviation Fund (PAF) to mobilize
resources and implement Programmes

To provide the poor with greater accessibility to market and
public services, income-generating activities, security; to
lower their vulnerability to external shocks

* To improve the working environment

Development of sectoral and overall productivity strategies

* To protect women and children from
exploitation and abuse

To protect children from illegal recruitment
To protect women from exploitation and abuse
To reduce trafficking in girls

To rehabilitate exploited women and children

* Agriculture and natural
resources management

* To contribute to sustainable agricultural
growth

To implement APP for higher agricultural growth

« Enhanced participatory natural resources
management for sustainable production
systems

To promote eco-tourism and forest-based microenterprises

* To expand pro-poor employment
opportunities in rural areas

Special treatment for the poor

* To ensure food security

To expand income opportunities, food availability and
access for the poor

 Education

* To ensure a higher rate of enrollment of
primary school children

* To improve the quality of primary
education

* To improve the quality of secondary
education and enhance access

* To promote vocational skills for self-
employment

* To increase literacy rate

* To improve the quality of pre-primary
education

To improve school facilities

To train teachers and management staff

To improve access to schools

To use existing secondary schools for vocational courses
To expand adult literacy programmes; expand out-of-school

programmes
To ensure access to pre-primary schools
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benefits the poor
(Shift toward pro-poor tourism)
* To expand client base for mass tourism

Sector Objectives Major policies, Programmes, etc.
« Health and drinking * To control and prevent communicable To create awareness of the need for public health care
water diseases
* To ensure child survival To improve maternal health care services and to train birth
attendants
* To ensure safe motherhood To improve maternity and gynecological services
* To improve the general health status To enhance access to health services
* To reduce the population growth rate To maximize the participation of adolescents and youth in
family planning and population management programmes
* To enhance access to safe drinking To institute sustainable water supply schemes
water in rural areas
* Tourism « Shift towards a tourism industry that Diversification of tourism activities to cover rural areas

To encourage community-based tourism products

« Information Technology

(Im

« To increase awareness and education of
rural/poor people concerning various
economic activities through IT

To expand IT services to rural/poor people to provide
agricultural, business and other information
To provide distance learning services through IT

 \Water resources

* To provide electricity to rural areas to
enhance their educational and
productive environments

To promote irrigation and rural electrification
To promote the use of electricity in irrigation and small-
scale agro-industries during the off-peak hours

contribution to national economic
growth

* To increase self-employment
opportunities in the industrial sector

* Trade « To increase the contribution of trade to | To increase employment through expanding exports of such
economic growth products as carpets, garment, leather goods and handicrafts
* To increase income and employment of | To expand exports of agricultural and other products
the poor through trade
* To promote indigenous domestic products
* Industry * To increase industrial production and its | To provide incentives for the development of indigenous

industries
To increase opportunities for raising income levels in rural
areas

» Resource conservation
and utilization

* To increase livelihood opportunities for
the rural poor

* To expand eco-tourism and conserve
biodiversity

* To ensure security and increase production

* To conserve land against erosion

Land use planning

To manage protected areas and to expand sustainable eco-
tourism

Sustainable land use planning

Watershed management

 Road infrastructure

* To increase access to transport services

To establish a road management fund

To extend the transport network and improve the level of
services

To improve transport accessibility at the district level

Source: NPC (2001)
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In January 2002, the Nepalese government issued the Concept Paper of the PRSP/10th Plan for the
Full-PRSP, based on the I-PRSP. The government had planned to complete the Full-PRSP as the 10th
Five-Year Plan by around July 2002.°

This concept paper projects that the GDP growth rate for 2001 will stay at 2.5%, citing a number of
factors, including: (i) a decrease in agricultural productivity due to bad weather, (ii) civil disturbance
caused by the Maoists, and (iii) a drop in external demand due to the terrorist attacks on the United
States in September 2001. The paper also describes the situation in which the government has no choice
but to slash the budget for development as security expenses are increasing in response to the Maoist
insurgency.

The concept paper identifies three key sectors: “broad-based growth,” “social sector development,”
and “targeted programmes and safety nets.” One of the basic strategies in the I-PRSP, “macroeconomic
stability and incentives,” has been deleted and the emphasis has been placed on “poverty assessment
and monitoring.” In other words, the concept paper sets out the following six basic strategies:

(i) Broad-Based Economic Growth;

(if) Social Sector Development;

(iii) Targeted Programmes and Employment Generation;

(iv) Improved Public Expenditure Management;

(v) Governance; and

(vi) Poverty Assessment and Monitoring System of the Programme.

The Concept Paper on the PRSP/10th Plan says that, to seek comments from a broad spectrum of
stakeholders, the Nepalese government plans to complete the draft PRSP and hold meetings in five
locations across the country, as well as separate meetings with women’s groups, workers, trade unions
and other parties. The government plans to complete the Full-PRSP after studying the comments from
these stakeholders. The concept paper also says that donors are discouraged from developing their own
assistance strategies separate from the PRSP and are instead encouraged to select the areas for their
assistance from the programmes listed in the PRSP.

As of June 2002 the Nepalese government is compiling not only the 2002 budget and the PRSP/10th
Plan, but also the Medium Term Expenditure Framework (MTEF) for FY2002-2004. The MTEF has
been introduced as part of the Public Expenditure Reform. It intends to ensure realistic budget control
by solving the long-standing problem, i.e., the large gaps between the budget allocations under the
Five-Year Plans, the annual plans and the annual budgets on the one hand, and the amounts actually
allocated on the other. The government is required to achieve the poverty reduction goals under the
PRSP/10th Plan under fiscal pressures, where revenues are declining while expenditures for
maintaining order are rising. To this end, the government plans to give priority to five sectors in the
budget allocations: agriculture, health care, education, water resources, and key infrastructure.*

At present, security expenditures are increasing while the proportion of the development budget in
the total expenditures is declining. Moreover, the fiscal deficit is growing rapidly.> Table 1-4 shows a
comparison of the budgets for FY1999, FY2001, and FY2002.

® The final draft of the Tenth Plan was issued in January 2003 and it’s summary - the PRSP was brought out in May 2003, but as of this moment
the I-PRSP has not been endorsed by the World Bank/IMF Boards.

4 According to the statement made by the National Planning Commission (NPC) at the Nepal Development Forum (NDF) in February 2002.

5 In and after the 8th Plan, the Nepalese government committed itself to poverty reduction as the top priority. In the FY2002 budget, however,
restoration of public order topped the agenda, followed by poverty reduction and economic recovery. To increase the budget allocations for the
restoration of public order, the government decreased the development budget by 23.1% and the ordinary budget by 16.46% over the initial
budget for FY2001. The total budget stood at 1.22 billion dollars, posting a year-on-year decrease (3.06%) for the first time in Nepal’s history.
The government says that it plans to fight poverty with Targeted Programmes for the poor and the projects funded by the Poverty Alleviation
Fund (PAF), which will be established soon.
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Table 1-4 Comparison of the budgets for FY1999, FY2001, and FY2002

Item FY1999 (actual) FY2001 (revised) FY2002 (initial)

Total expenditure (million Rs.) 59,579 82,400 96,124
WﬁReguIar expenditure (%) 52.1 59.6 59.8 ]
WﬁDeveIopment expenditure (%) 47.9 40.3 40.2 ]
Total revenue (million Rs.) 41,587 59,217 71,714

| Foreign Grant (%) 24.1 14.7 203 |
Fiscal deficit (million Rs.) -17,992 -23,183 -24,410

| Foreign Loans (%) 65.9 472 508 |
| Domestic borrowing (%) 26.2 431 49.1 7”
E:;Irﬁlrg:] tll?a;r?)k's outstanding loans to the government at term end 18,844 2237 0

Source: MOF (2000a; 2002)
1-1-4 Development of Foreign Aid Policy

While preparing the PRSP, the Nepal government is also developing its Foreign Aid Policy (FAP) in
an effort to take the initiative as a recipient country. Given the fact that, contrary to expectations, a large
amount of aid has not led to economic development, the FAP plans to put forth the government’s policy
and specific strategies to ensure that aid is used more effectively for the development of Nepal.® The
Nepalese government recognizes that smooth implementation of the FAP will be necessary to achieve
the major objective of poverty reduction in the PRSP/10th Plan. Based on this recognition, the
government says it wants to vigorously implement the FAP in cooperation with donors (see Box 1-1).

® The Nepalese government committed itself to develop the FAP at the NDF in April 2000 (in the keynote address by the Minister of Finance).
After seeking comments from donors and other stakeholders, the government issued the final draft at the NDF in February 2002. As of August
2002, the government is in the process of completing the FAP after considering discussions at the NDF.
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Box 1-1 Brief description of the Foreign Aid Policy (FAP)

The latest draft of the FAP presented to the Nepal Development Forum (NDF) in 2002 identifies
a number of constraints to development. Among them are a lack of ownership and leadership, top-
down planning, priorities not clearly defined, a plethora of projects, poor supervision and
monitoring, a lack of transparency, budget misappropriations, and corruption. The draft stresses the
need for the FAP in order to solve these problems and thereby increase aid efficiency.

The draft FAP identifies aid priorities for both the short and long terms. The short-term
priorities include the implementation of the Medium Term Expenditure Framework (MTEF). For
the long term, priority is given to such sectors as infrastructure, agriculture, human resources
development, social sector development, and Targeted Programmes for poverty reduction.

Major policies set forth in the draft include careful selection of loans, expansion of grant aid, as
well as gradual reduction of dependency on foreign technical assistance by strengthening domestic
institutional capacity and utilizing domestic resources. The draft stresses the concept of “selection
and concentration” in implementing aid projects. In addition, the draft welcomes the technical
cooperation among developing countries (TCDC).

The draft FAP plans to make the Social Welfare Council (SWC) serve as the exclusive
origination in the Nepalese government for dealing with the registration and management of
international non-governmental organizations (INGOs). The idea is to streamline the necessary
procedures and strengthen the monitoring of INGO activities. On the issue of ownership and
leadership, the draft stresses the essential role of donors as facilitators. The draft also calls for
decentralization, as well as the transfer of responsibility to the national stakeholders with regard to
project preparation and implementation. To achieve these objectives, the draft puts forth a number
of strategies. These include: (i) proper allocation of financial resources, including government
funds and foreign aid, in relation to sector plans, (ii) ensuring transparency and accountability, (iii)
enhancing the quality of aid, and (iv) strengthening aid coordination.

The draft FAP identifies major policy instruments, including:

- Realistic budgeting (due to the limited budget, allocations should follow the order of priority for
projects and the completion of ongoing projects should take precedence over the launch of new
projects.)

- Effective project implementation by, for example, making counterpart funds available in a timely
manner and decentralizing decision-making authority all the way down to the project or
programme managers in the field

- Basket-funding approaches in combination with assistance to stand-alone development projects
(two-window method)

- Improvements in disbursements and procurement to reduce the cost of coordination

Source: HMG (2002)
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1-2 Current situation of the development in Nepal and its problems

1-2-1 Current situation of the development

(1) Progress in development and the state of socio-economic disparities in Nepal

Nepal implemented a total of eight national development plans over the past half a century, as
discussed in the previous section. The priority was given to: infrastructure development between the
1950s and the 1970s (1st to 5th Plans), productive sectors (agriculture in particular) during the 1980s
(6th to 7th Plans), and poverty reduction during the 1990s (8th to 9th Plans). These plans made some
progress in the sectors related to the social and agricultural infrastructure. Progress was also made in
some social indicators (see Box 1-2 and Table 1-5).

Box 1-2 Examples of progress in the development of Nepal

- The total length of road increased from 624 km in 1956 to 15,305 km in 2000.

- The number of telephone lines rose from 8,703 in 1975 to 153,782 in 1997, an almost 20-fold
increase in a little over two decades.

- The amount of irrigated area rose from 5,200 ha in the early 1950s, when the 1st Plan was
developed, to 200,640 ha in 1998/1999, an almost 40-fold increase in nearly five decades.

- Production of major grains increased from 3,778,000 tons in 1974/1975 to 6,465,000 tons in
1998/1999. Unit crop yields, however, increased by only 12.68% during the same period.

- The under-5 mortality rate (USMR) fell from 314 per 1,000 live births in 1960 to 107 in 1998,
almost one-third decrease in four decades.

- The proportion of people with access to safe water in relation to the total population rose from
5.7% in 1970 to 37.0% in 1990, a more than sixfold increase in two decades.

Source: Compiled from Appendix.
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Table 1-5 Trends in selected indicators for Nepal

(1) The total population and the growth rate

—e— Total population (million)d
—=— Growth rate (%)

25
20+
15}
10t
5L
.7,.,,.7—177*F - g  m—a
0
19610 650 710 750 810 850 910 940 20000
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Five-Year PlansC]

0

(3) Total expenditure and the share of each sector

[ Agriculture [0 Health and education ~ B Transport [J Other sectors

million rupees;
250000 ¢ pees)
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(5) Primary school enrollment and the number of O
primary schools
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0 0.0
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Source: Compiled from Appendix.

(2) Per capita GDP
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It should be noted, however, that Nepal had to start from scratch when it began its development

efforts in the 1950s. This is in sharp contrast to other developing countries that began their nation
building after gaining independence from their colonial powers. (For example, many developing
countries in Africa and other regions that became independent in those days had already established a
certain level of infrastructure that had been developed during colonial times.)

Therefore, the level of development is still low in Nepal, although some progress has been made in

the sectors related to the social and agricultural infrastructure. In terms of social indicators, Nepal still
ranks quite low when compared with Southwest Asian countries, or even compared with all the
countries in the world (see Box 1-3). Moreover, regional and gender disparities are large in Nepal (see
Table 1-6).

Nepal is thus one of the poorest countries in terms of the levels of both poverty and disparities.

Box 1-3 International comparison of social indicators for Nepal,
particularly with South Asian countries

- With per capita GNP of 220 dollars (in 1999), Nepal ranks 12th from the bottom among all the
countries in the world. Note that the 11 poorest countries are all in Africa, except for Tadzhikistan.

- The Human Development Index (HDI)* for Nepal is 0.480 (in 1999), meaning that the country
ranks 34th from the bottom among 162 countries. Even among the South Asian countries, Nepal is
one of the lowest, together with Bangladesh with 0.470 and Bhutan with 0.477.

- With 42% of the population living in poverty (1995/96), Nepal is one of the poorest countries in
South Asia. The percentage of the poor is 35.6% for Bangladesh, 35.0% for India, 25.0% for Sri
Lanka. (The poverty data for other South Asian countries is not available.) In terms of the Human
Poverty Index (HPI)** as well, Nepal at 49.7 is poorer than any other country in South Asia; the
HPI is 48.3 for Bangladesh, 46.8 for Pakistan, and 46.3 for India.

- With the infant mortality rate (IMR) being 75 per 1,000 live births (in 1999), Nepal ranks third
from the bottom among the South Asian countries, following Pakistan with 84 and Bhutan with 80.

- The maternal mortality rate of 539 per 100,000 live births for Nepal (in 1996) is the worst figure
in South Asia.

- The adult literacy rate (15 years or older) increased from 25.6% in 1992 to 40.4% in 2001, but this
rate is still the worst among the South Asian countries.

HDI is an indicator developed by the UNDP in its Human Development Report. The idea is to
assess the relative performance of a given country, with the focus on three essential elements of
human development: longevity, knowledge and a decent standard of living, rather than economic
indicators.

** In contrast to the HDI, the HPI focuses on the levels of deprivation in terms of the three elements of

longevity, knowledge and a decent standard of living, which reflects the distribution of the fruits of
development.

Sources: HMG (1996), UNDP (1995; 2000; 2001a) and the World Bank (2001)




Chapter 1 Current Situation and Future Directions of the Development in Nepal

Table 1-6 State of disparities in Nepal

Poverty rate for Nepal as a whole (%)
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(2) The state of efforts being made towards the Millennium Development Goals

Based on the discussions at a series of international summits and United Nations (UN) meetings
during the 1990s, the UN, the Organization for Economic Co-operation and Development (OECD), the
IMF and the World Bank studied targeted items and indicators at the global level in such sectors as
poverty reduction, improvements in health and education, and environmental conservation. Following
the UN Millennium Declaration in September 2000, the UN General Assembly in 2001 adopted the
Millennium Development Goals (MDGs), which consist of eight goals and 18 numerical targets. The
eight major goals to be achieved between 1990 and 2015 are as follows:

(i) To eradicate extreme poverty and hunger;

(if) To achieve universal primary education;

(iii) To promote gender equality and empower women;

(iv) To reduce child mortality;

(v) To improve maternal health;

(vi) To combat HIV/AIDS, malaria and other diseases;

(vii) To ensure environmental sustainability; and

(viii) To develop a global partnership for development.

Table 1-7 shows the progress made in terms of the MDGs as they apply to Nepal. As Table 1-2
shows, the Nepalese government has not set out long-term goals in relation to the MDGs.

The Nepal government aims to halve the poverty rate from 42% in 1990 to 21% by 2015. During the
1990s, significant progress was made in such areas as the primary school enrollment rate, health
indicators, and access to drinking water. However, notable disparities remain in both the quality and
distribution, as discussed above. It is expected that each of the MDGs will be difficult to achieve due to
a number of factors, including: the political and economic turmoil caused by the Maoists, grim
economic conditions, and the lingering wide disparities between the regions, genders, and social
classes. Weaknesses have been pointed out in a number of areas: the capacity to collect and analyze
statistics, the quality of poverty data, appropriate reflection of these data in policies and resource
allocation, and the evaluation and monitoring regime.’

As described earlier in this subsection, the Nepalese government plans to implement more effective
measures to reduce poverty in the PRSP/10th Plan, following the Ninth Plan. The following subsections
analyze, in more detail, the potential for and problems with the development of Nepal, particularly in
relation to poverty, and then discuss the preferred development strategies for Nepal.

" HMG/ UN Country Team (2002)
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Table 1-7 MDGs and progress (1)

Goal 1 Eradicate Extreme Poverty and Hunger |
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Table 1-7 MDGs and progress (2)

Goal 4 Reduce Child Mortality
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The Progress report focuses on Goals 1 to 7
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1-2-2 Development potential

With a number of natural and social constraints, Nepal is slow to develop and is ranked as one of the
poorest countries in the world. However, the overall development potential of Nepal is in no way low if
two conditions are met. One condition is that economic foundations are strengthened to a certain extent
by the development of the key industry of agriculture. The other is that progress is made in the
development of tourism and water resources development; these two sectors are said to enjoy
comparative advantages.

(1) Agriculture

The Agricultural Perspective Plan (APP; 1994/95-2014/15) charts the future of agriculture in Nepal
as follows:

The Terai has similar conditions to those in the neighboring regions, including the Punjab in India,
where the green revolution occurred two to three decades ago. Therefore, the Terai has a good chance
as well to put in place a green revolution if access to roads, irrigation (mainly shallow well irrigation),
electricity, fertilizers and the relevant technologies are assured. If this happens, the Terai is likely to
develop into Nepal’s grain belt and also a market for products from the Hills. In fact, the Terai has
plenty of irrigable land and underground sources of water for irrigation. The Hills region, on the other
hand, has high potential for the production of high-value commodities, including livestock products,
citrus, apples, vegetables, and apiculture and sericulture products. In addition, the Hills can take
advantage of differences in season and turn the Terai and India into a market for its products.

In short, the APP charts a scenario in which: (i) the agricultural sector will develop by taking
advantage of the complementary combination of the Terai and the Hills, (ii) this will promote the
development of non-agricultural sectors, and (iii) economic growth for the entire nation will be
promoted by such synergistic effects. The APP stresses the development of the Hills among other
regions. The APP states that by developing the unique potential of the Hills, Nepal will be able to
achieve comprehensive poverty alleviation and make the Hills an equal partner to the Terai for the
nation’s economic development. Comprehensive poverty alleviation embraces increasing income for all
social classes, alleviating food shortages, and decreasing migration to cities.

However, the agricultural sector remains sluggish, although it has been prioritized for many years. To
develop the agricultural sector by taking advantage of the potential described above, the Nepalese
government will have to carry out infrastructure development and the development and dissemination
of technologies as planned under the APP.

(2) Tourism

Nepal has plenty of tourism resources, such as its beautiful mountain ranges, especially the world’s
highest peak of Mt. Everest, geographical diversity, rare flora and fauna, historical and cultural heritage
as exemplified by old buildings and many temples, and the warm-heartedness of the Nepalis. Moreover,
experts say that unknown historic and religious heritage property and sites of high tourism value
abound across the country. There is great potential for various types of tourism, including eco-tourism,
scientific tourism, festival tourism, and adventure tourism. An “unlimited potential” for tourism
development exists in Nepal (according to the Ninth Plan). Experts point out that Nepal has a good
chance of becoming a “major tourist destination in the world” if infrastructure development, improved
services, market research, and promotional campaigns outside Nepal are fully implemented.®

The tourism sector not only contributes to the revenues of the service sectors and employment as a

¢ World Bank (1999)
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Table 1-8 Trends in the number of tourists and foreign exchange earnings

Year 1995 1996 1997 1998 1999 2000 (pro]?gcltfons)
Zl”on(;g;r of tourists™ | 3534 393.6 421.9 463.7 4915 447.0 1,247
Growth rate* (%) 113 8.3 7.2 9.9 6.0 -9.1
Foreign exchange
earnings™* 116.8 116.6 115.9 152.5 163.2 167%% 1,663

(from tourism)
(million dollars)

Source: *  IMF (2001), p. 43, NPC (1998), p. 467
**  Ministry of Culture Tourism and Civil Aviation (2000), p. 143
*** The Economist Intelligence Unit Limited (2002)

whole, but also constitutes a crucial element for the national economy as a foreign currency-earning
industry (see Table 1-8). Foreign exchange earnings from tourism for 1999 stood at 163.2 million
dollars,® accounting for 3.6% of the GDP for 1999. The Nepalese government naturally stresses tourism
development. Its long-term plan (for 2015) projects 1.24 million tourists and 1,663 million dollars in
foreign exchange earnings.

Due to this tourism potential and government policies, the tourism sector steadily grew for several
years until recently. Since around 2001, however, it has remained sluggish® due to a number of factors,
including the hijacking of an Indian airliner in December 1999 (after the incident, Air India suspended
its services to Nepal for six months, resulting in a sharp drop in the number of Indian tourists, which
account for a significant proportion of tourists to Nepal) and the escalation of the Maoist insurgency.
Decreasing surpluses in the balances on service and income are having a serious impact on the national
economy.

(3) Water resources

Nepal is one of the world’s richest countries in terms of water resources. Total annual river flows
stand at 220 billion cubic meters, and the per capita river flow ranks one of the highest in the world. Of
the annual precipitation of 1,530 mm, 64% runs directly into rivers, and 36% remains on the high
ranges of Himalayas as snow and ice and trickles down to the rivers over many years. Underground
water sources abound in the hill valleys in the Terai and Kathmandu. The annual use of underground
water now stands at 1.04 billion cubic meters, accounting for only 20% of the amount of recharge. Due
to their steep inclination, rivers in Nepal have vast potential for power generation. Nepal has potential
hydroelectric power capacity of 83,000 MW, of which it is technically and economically feasible to
exploit 43,000 MW. At present, Nepal generates only 369 MW.** However, consideration should be
given to a few constraints, including seasonal differences in water resources (82% of the annual
precipitation is that during the rainy season of June-November), and regional disparities in demand
(demand is concentrated in the cities, and underground water sources are being overexploited in
Kathmandu). Nonetheless, Nepal uses only a small amount of its vast water resources, and there is
significant room to meet growth in demand in the future.

Nepal’s water resources are important for Southwestern Asia as well. Nepal is located upstream from
the Ganges, and all the river flows in the country run into the Ganges. The watershed of the Ganges
suffers from the long-lasting vicious circle of poverty and population growth, as well as chronic water

¢ According to the figure for FY1998 in MOF (2000b). The exchange rate is 74.576 rupees to the dollar.

1 The number of tourists between January and October 2001 fell by 14% year-on-year (The Kathmandu Post, 6 and 24 December 2001). Tourist
arrivals by air dropped by 21% year-on-year (ADB (2002)).

1 Water and Energy Commission (2001)
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shortages. In 1996, the Indian and Bangladeshi governments signed the Ganges Water Sharing Treaty,
putting an end to the water dispute that had run since 1951, at least for now. This treaty is about the
sharing of flows at Farakka, and therefore cannot deal with water shortages. (To deal with water
shortages, it is necessary to increase the flows of the Ganges during the dry season by, for example, the
accelerated development of water resources in Nepal.) It is expected that electricity will be in short
supply over the long term in this watershed. In this respect, renewable and clean energy generated by
Nepal’s water resources is valuable compared with electricity generated by coal in India and natural gas
in Bangladesh. For the future, Nepal’s participation in the Electricity Grid in South Asia®? will help
alleviate power shortages in the region and contribute to the country’s economy through foreign
currency earnings. (However, the present gaps in power charges between India and Nepal make it
difficult to export electricity in large quantities. Under these circumstances, the Nepalese government
plans to reduce costs with private sector participation in the short term. The government also plans to
promote the establishment of a framework and the implementation of a joint study on the development
and utilization of water resources on an equal footing with the neighboring countries concerned.)

As with other sectors, the water resources sector in Nepal faces numerous problems that require
solving. Nevertheless, there is vast potential for Nepal’s water resources to help in overcoming water
and energy shortages, alleviating poverty, and achieving long-term development in Nepal and even
South Asia as a whole.

1-2-3 Problems with the development of Nepal - the mechanism of poverty

Constraints to medium-term development

Nepal remains one of the poorest countries in the world, despite large amounts of aid from many
donors and the above-mentioned development potential. Based on a number of reports,** constraints to
poverty reduction in Nepal are identified in Figures 1-1 and 1-2, and Table 1-9.

These constraints are diverse and not easy to solve. However, the problems of inefficient public
service delivery, corruption, and the lack of transparency would be solved through full implementation
of civil service and fiscal reforms. The Nepalese government has already taken a number of measures
with the support of international aid agencies, such as the World Bank and the Asian Development
Bank (ADB).* Still, the whole government, including politicians, is advised to redouble its efforts
towards implementing these reforms.

The state of poverty in rural areas is highlighted by low educational standards, low health care
standards, and a slowdown in economic activities, as shown in Figure 1-2. Poverty reduction in rural
areas requires both quantitative improvements in the social and economic infrastructure and qualitative
improvements in the management of this infrastructure.’ As a precondition, it is necessary to increase
budget allocations to rural areas. However, politicians from urban areas have a bigger say than those
from rural areas. As it stands, it is practically difficult to effect a shift in the budgeting focus from
urban to rural areas. Debates on poverty reduction have so far focused on sectors, but attention should

R

USAID supports South Asia in the electric power sector through the South Asia Regional Initiative/Energy Program (SARI/E). As part of this
initiative, USAID is promoting partnerships with electricity grip companies in India, Bangladesh and the US. USAID is expecting the
participation of Nepal as well (USAID (2001)).

2 Among them are JICA (1996), Nagoya University (2000), the World Bank (2000).

4 Such measures include: prioritizing central government budget allocations as part of the Medium Term Expenditure Framework, reducing the
number of projects (from 714 to 640 in FY2001), giving precedence to ongoing projects over new ones, realistic revenue planning, as well as
decentralization efforts, which will be discussed in the next section 1-3.

Specific measures are being studied in this respect as well. For example, such measures in the education sector include: requiring all teachers
to take a qualification test to screen out unqualified teachers, establishing a school management committee in each Village Development
Committee (VDC) with the aim of recruiting and monitoring teachers. In the healthcare sector, plans to place health posts, health sub-posts,
and Ayurvedic clinics (facilities for the traditional Indian system of healing) under the authority of VDCs are being studied (NPC (2000a)).

&
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also be paid to budget allocations among the regions in future.

Due to the level of poverty in Nepal, the number of Nepalis working outside the country is increasing
year by year. This in turn is contributing to the spread of AIDS, forming a vicious circle of disease and
poverty within Nepal. These migrant workers, however, are also making a considerable contribution to
the national economy through their remittances, which have been increasing rapidly in recent years.”
The existence of such migrant workers should be taken into account in the overall approach to
development, at least in the short term. This is because building a basis for establishing industries that
earn foreign currency requires a long-term perspective, given the present political and social instability
in Nepal.

1 Finance Minister Ram Saran Mahat said in his budget speech for FY2002 that he was making efforts to effect a shift in the focus of budgeting
to the regions. In reality, however, the proportion of budget allocations to the regions is increasing only marginally, although its absolute
amount is increasing in line with the increase in the total national budget (see Table 1-6 (6)). Of the total development budget of 50,460
million rupees for FY2001 (initial budget), 39,580 million rupees (78.4% of the total development budget) have been allocated to central-level
projects, and 10,880 million rupees (21.6%) to regional-level projects (Ministry of Finance, Budget Speech 2001/2002).

7 In 1990/91, total remittances to Nepal stood at 549,654,000 Rs., accounting for 0.91% of the GDP. In 1997/98, total remittances jumped to
4,084,200,000 Rs., representing 4.79% of the GDP. (Sources: MOF (2000) Economic Survey FY1999-2000; and the website of Nepal Rastra
Bank)
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Table 1-9 Brief review of the mechanism of poverty and directions toward poverty reduction

Central government levels

Local levels

- “Centralized public administration” favors the cities (as exemplified by

budget allocations that favor the urban areas rather than rural areas),
causing “widening disparities.”

Other harmful effects include budget allocations that do not reflect the
local realities (in Nepal, it is difficult for central government offices to
keep abreast of the state of local governments and communities) and the
lack of coordination among sectors.

The central government determines budget allocations after
comprehensively studying numerous factors, including investment
efficiency and the execution capacity of local governments and
communities. However, if the government wants to reduce poverty, it
clearly has to increase allocations to rural poor areas. To ensure that
development projects reflect the local needs or realities and thus
produce the expected results, the government also has to promote
decentralization and respect the local initiatives in implementing such
projects.

- “Centralized public administration” is reducing the incentive to

undertake development since budget allocations to local governments
are limited and so is their discretion. Decentralization should be further
promoted so that these entities may be encouraged to pursue
development with their own initiative.

- “Centralized public administration” is impeding the development of

infrastructure, including public facilities, and thus widening disparities
between urban and rural areas. The delay in infrastructure development
is in turn hindering production activities.

It is necessary to increase budget allocations to the rural areas.

- “Inefficient public service delivery” constitutes a bottleneck in

development. Some donors take a firm stand in providing aid saying
that unless this problem is solved, aid efficiency is not to be expected.*
However, just calling for governance improvement and appealing to the
moral sense of the parties concerned will not solve the problem. Behind
this problem lies a pattern in which the inadequate finances of the state
lead to low levels of salaries, and this in turn translates into public
services having low levels of morale and practicing corruption.**
Intervention by politicians plays a large part as well. To ensure that
public servants concentrate on their duties and implement efficient
service delivery, Nepal needs to strengthen national finances based on a
long-term economic development policy.

- “Social unrest” is raising expenditure on security, stagnating such

industries as tourism, and inviting an investment slump, all constituting
major constraints to development. Because poverty lies behind social
unrest, it is essential to achieve development and raise living standards
in poverty stricken areas.

- The “health care” sector has many problems, including the shortfall in

the capacity of health care facilities or equipment and the personnel to
run them. Health care providers tend to reduce the hours of duty at their
own discretion or fail to perform their duties due to the low levels of
salaries. However, local governments cannot deal with this problem
since the central government manages personnel affairs. Health care is
an integral part of the BHN strategy. The first step to raising healthcare
standards is to make quantitative improvements in facilities, and
sustainable management of these facilities is a prerequisite. To this end,
local governments and communities need to have the financial support
that is commensurate with the scale of such facilities. Raising the
financial capacity is required from different perspectives as well. For
one thing, future progress in aspects of local self governance will
increase the responsibility of local governments and communities. For
another, the construction of public facilities will be expedited.

Raising the income levels of local residents is also necessary to ensure
that these facilities will be fully used by them and thus benefit them.
Local management of personnel affairs is under study. Possible options
include giving precedence to local residents in recruiting healthcare
providers, and the participation of DDCs and VDCs in the management
of these facilities to conduct monitoring and provide support, although
the issue of low levels of salaries should be addressed as well.

- The high population growth rate is causing the depletion of forests and

other resources and also land segmentation, thus reducing productivity
in rural areas. The cities, on the other hand, are becoming
overpopulated, resulting in environmental degradation and an
increasing proportion of the poor.

Population growth is also counteracting the effects of development.***
In fact, with the population increasing at an exponential rate, the
capacity of the limited resources in Nepal to support it may sooner or
later be exceeded.

Population control is a pressing issue for Nepal. The government is
urgently required to implement a comprehensive set of measures aimed
at controlling population growth, including family planning education,
raising healthcare standards, and education designed for women.

- Similar constraints are identified in the “education” sector as well,

including an insufficient number of schools, poor equipment, and the
poor quality of teachers. In fact, many teachers do not have
qualifications and/or are prone to chronic absenteeism. However, these
problems cannot be addressed since personnel affairs are managed by
the central government (in many cases, nepotism or bribery is
involved). Private schools are consequently increasing in number,
widening the disparities between private and public schools. Education
is an integral part of the BHN strategy and, at the same time, an
important tool for development. It is therefore necessary to improve
facilities quantitatively as well as qualitatively through local initiatives
in management.

- “Poor areas” are increasingly suffering from a vicious circle in which

“poverty” prompts people to move to the cities for jobs and increases
the risk of contracting HIV/AIDS and this in turn exacerbates poverty.
To rectify the situation, it is necessary to invigorate production
activities and thus raise income levels and create jobs.

- “Frequent disasters” are causing the impoverishment of afflicted areas,

stress on national finances, and the overpopulation of cities, all
constituting constraints to development. Moreover, the frequency of
disasters is leading to higher numbers of people living in disaster-prone
areas (the poor in particular), thus increasing the vulnerability to
disasters in Nepal as a whole. The Nepalese government is required to
reduce the damage by applying disaster prevention measures, which
should be coordinated with poverty reduction measures.

- A vicious circle of poverty is in place: “Poverty” leads to low

enrollment and literacy rates for women. This translates into few
employment opportunities for women, and therefore gender disparities
remain wide and the population remains growing. This situation in turn
reinforces poverty.

Both the central and local governments are increasingly focusing on
education for women.**** Still, they should redouble such efforts from
the viewpoint of poverty reduction.

The World Bank links its lending level to the progress made in civil service and fiscal reforms. The progress is assessed in

This pattern is highlighted by the gaps in pay levels and service records between local staff and government officials involved in

*

consultation with the Nepalese government.
*%

development projects.
*kk

million.

**** See the |-PRSP.

As of 2000, Nepal had a population of about 23 million. With the annual growth rate of 2.5%, the population will increase by
about 0.57 million every year. If the growth rate remains unchanged, the population will double in 30 years to more than 46

23



Chapter 1 Current Situation and Future Directions of the Development in Nepal

24

1-3 Medium- to long-term directions for the development of Nepal

In Nepal, the intensified insurgency by the Maoists is raising security concerns. This situation makes
it essential for the Nepalese government to come up with a policy aimed at dealing with the Maoists in
the short term. In fact, top priority has been given to security measures in the 2002 budget. It should be
noted, however, that poverty lies at the root of the Maoist movement. As their insurgency intensifies, it
is important more than ever to tackle the root causes of poverty. Given the seriousness of the Maoist
problem, this report also analyzes the factors behind the conflict and discusses support measures that
need to be emphasized in the short term (see 2-4-1 and Annex 2). For the medium- to long-term
directions for the development of Nepal, the report gives priority to poverty reduction and discusses
strategies to this end.

1-3-1 Proposed pro-poor growth strategy for Nepal

(1) Poverty reduction is a top priority for Nepal

As described in 1-2: Current situation of the development in Nepal and its problems, a significant
proportion of the Nepalese people are poor. Although the past three decades have seen improvements in
national income levels and access to public health and education, some 40% of the population live in
poverty. The number of people living in extreme poverty soared from 5.7 million in 1976 to about 9.2
million, although the proportion to the increasing total population remained largely unchanged.t® In
terms of the Human Development Index, Nepal ranks among the lowest in South Asia.*®* Within the
country, regional disparities are wide. The proportion of the poor is higher in rural areas than in urban
areas, in the Mountains than in the Terai and the Hills, and in the Mid- and Far-Western Development
Regions than in the Eastern and Central Development Regions. Gender-based economic disparities are
significant as well (see Table 1-6).

These circumstances have prompted the Nepalese government to give a top priority to reducing
poverty and tackling unemployment in the Ninth Five-Year Plan (1997-2002), as discussed above. The
plan aims to reduce the proportion of the poor in relation to the total population from 42% to 32%
during the five-year period. This is part of the long-term goal of reducing the proportion to 10% or less
within the next 20 years. The Ninth Five-Year Plan also sets out specific measures to reduce poverty in
each sector with special emphasis on agricultural development. The plan, however, has not produced
the expected results.?

Since the end of 2001, the violent campaign by Maoist rebels has intensified, posing a serious threat
even to the very survival of the country. Analysts say at the root of such social upheavals lies the pent-
up frustration of people in areas where poverty is extreme combined with the very slow pace of
development.

Given the state of poverty and the Maoist insurgency, poverty reduction is a top priority for the
development of Nepal. As discussed earlier, this view is shared by the Nepalese government, which
formulated the I-PRSP in July 2001 as a joint effort between the government, the private sector and
civil society in Nepal on the one hand and major donors on the other. In the I-PRSP, the Nepalese
government clearly states that for the next three years at the shortest, it will focus on poverty reduction
in each of its policies and plans.

® World Bank (1998)

9 UNDP (2001a)

% See Table 1-2. The proportion of the poor in 1999 stood at 38%. This is interpreted to mean that the goal has not been achieved, although
some progress has been made.
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(2) The “Pro-poor growth strategy,” aimed at promoting growth while reducing disparities,
represents the preferred approach for Nepal

It is important that poverty reduction measures should be aimed at achieving both economic growth
and disparity reduction. In other words, it is important to promote growth that will improve the situation
of the poor so that economic disparities will not be exacerbated.*

More specifically, efforts to reduce poverty should incorporate measures by the central government to
improve the standards of living of the population, improve their potential capacity, raise their income
levels, and encourage the poor to participate in development activities and decision-making processes,
all with a special emphasis on community development, as well as measures to ensure macro economic
stability and economic growth designed to promote such community development.?

As exemplified by a series of five-year plans, Nepal has attached importance to poverty reduction,
but it has not been sufficiently successful. A major factor in this result is that the logic of poverty
reduction strategies has not been firmly established. Although the I-PRSP sets out the directions for
poverty reduction, the substance is too generalized. The full PRSP is due to be completed after securing
consistency with the Tenth Five-Year Plan. To this end, the parties concerned are now studying specific
policy targets and measures to deal with poverty reduction and are developing a time frame for the
expected results. To ensure the effectiveness of these new policies and measures, it is necessary to set
out a clear approach to poverty reduction together with an order of priorities.

As discussed in the previous subsection, the centralized administrative mechanism produced many
problems and hindered the poverty reduction process. As part of the process of democratization and
decentralization, the Local Administration Act came into force in 1992. This law replaced the
traditional administrative units based on the Panchayat system with new units, including the Village
Development Committee (VDC) and the Municipality, as well as the higher level unit of the District
Development Committee (DDC). The Local Self Governance Act of 1999 granted more authority to
these new units, regarding them as competent units for decision-making and the formulation and
implementation of development programs at the local level.# In considering the pro-poor growth
strategy, it is therefore important to take an approach that is designed to strengthen the functioning of
these local governments and take advantage of their initiatives in the light of developments in the
decentralization process.

Based on the above discussion, the pro-poor growth strategy that is desirable for Nepal is shown in
Figure 1-3. In the short- to medium-term, the Nepalese government will need to adopt a strategy that
integrates its sector-specific programs with community development programs, promotes the initiative
of DDCs and other local entities in these development programs, improves the situation in the social

2 This has been pointed out in many studies. See, for example, Chapter 1 of JICA’s study report (2001), DAC (2001), and Kanbur, Ravi and
Squire, Lyn (1999).

See Note 20. These studies examined the relationship between growth and disparities, growth and human development, and the political and
social situation of the poor and development, from a historical perspective. Then they concluded that it is important to use the fruits of
economic growth to improve public social services in such sectors as education and health care through budget allocations, and also to create
an environment in which such improvements in educational and social levels will lead to improvements in income levels. The studies also
concluded that it is important as well to offer opportunities for the poor to participate in development projects so that the efficiency and
effectiveness of these projects can be improved and also enable the poor to engage in production activities that will produce high returns.
These conclusions were in line with recent trends in which poverty is defined not only in terms of income, as in the past, but also in terms of
elements associated with living standards, such as life expectancy, the literacy rate, the nutritional and health status, or even social and
political elements such as vulnerability to external factors and the extent to which public concerns are taken into account.

According to the speech regarding the 2001/2002 budget given by the Finance Minister on July 9, 2001, primary education, primary health
care, postal services, agricultural extension services, and other services will be directly managed at the VDC level based on the concept that
the rights of villages should be in the hands of villagers. Evaluation of the management of these services will be conducted at the district level.
The Nepalese government will phase in these decentralization programs. In primary education, for example, five districts including Jhapa,
Chitwan, Syanja, Bardiya, and Dadeldhura will take over the management of these services as the first step. Based on the performance of these
districts, the government will decide whether it will expand the program to other parts of the country. The program will be carried out with aid
from DANIDA and under the guidance of experts at the National Institute of Education and Planning in India (The Kathmandu Post, May 9,
2002).

2

N

N
8

25



Chapter 1 Current Situation and Future Directions of the Development in Nepal

26

sector at the community level, and raises income levels with a special emphasis on the key industry of
agriculture. Budget allocations that favor rural areas are necessary to implement this strategy in a
broad-based manner and achieve the goal of reducing poverty and economic disparities. To this end, the
Nepalese government may need to shift the focus from the urban to the rural areas in the allocation of
the budget. Along with this strategy, the Nepalese government will be advised to aim to alleviate
extreme poverty and attain sustainable development in rural areas. In the long term, the Nepalese
government will adopt a strategy aimed at strengthening the nation’s economic foundations for the
development of industries that will increase the nation’s foreign currency reserves and at pursuing
sustainable growth through human resources development and environmental conservation. The
effective implementation of this strategy requires that the central government improve its governance
and build up its capacity to formulate and implement policies, including the capacity to monitor and
review poverty reduction projects. Development based on local initiatives may lead to greater efficiency
in public administration and the streamlining of central government mechanisms. It is therefore
necessary to carry out fiscal, administrative and other public sector reforms simultaneously.
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Figure 1-3 Vicious circle of poverty in Nepal and
the development strategy that meets the country’s needs

Harsh conditbons alfecting Mepal

*  Hand esiural condilions {precipsioms i, scance roouiso, leBocked Incation, i
= Harh social condtios (high populstion growth, der history of democracy, inequiiahle social Mncturs, oc )
& Social unneal (the sl maorpendy, ofc. b

Lavw leveds of socia) development
e Politszal el wozal imatahility

Sl o @vestoe activalics

&  Wilening disparilics

= [neificiont pablic service delivery and
st

#  Ever inceeasing populatios

#  Slagnaek bealih care dandsds

®  Degrading namie efivisofimeni

L J

-

Fregpaem dissaton
Appravation of social problenn

Projesed pro-poor growih sirategy for Nepal

[stresegy ]

iShari- and mepdSem: tevm ) Prreeriy apducion sl seitirable gros® al the beal keecl hroegh the guemes egrasss of te ool preemmeni's
e o i peepramemes s e kel developrre g o grasiees el Brosgd the proroeden f Soal massni
Alomg-brrm [ty nod oot sred aromeais grows o the neteonsl level tneps e weepionmg of the nees. & eooneis besislilions u o wbok

| Shaeri-berm measures and agsproscles)

Objectiven: Poverty oduction in poor svas

Apprusthen (Centml goverrment's injlialives) Sspport for “local developmest inliisives” throogh Budpet allocations ihal frvor the
rural srese. the promaotion of decentralizstion, mscroocesomic stahility, sl oiher messure

(Lexal dewelopment mtistives) Risag of the ineome vk in poor amas Beough ihe imprkemenl of sgficulbatal producss,
oL emEnl off B miicatiom and osbeer social seciom. sed the cheglen ﬂ-mmﬂﬁmnrmmmﬂww

|Medlum-term mesveres asd approaches]

O ectives: Sostainable growth i poor sica

Appreaches {Ceniral grvemmeni®s iniatives) [The same s ihe approaches of the central govesnmen) for the sho-lems messares
decied ahang])

(Livcal develipinen] inilialive) Incovasing the variery of agriculivral cropa, the promotion of isdigenous indusnes, the develspment of
regionsl sed external markets, pd human resommes development

[Long-term meanures and approsche]

Diejectives: Long-ioom sustinabie proseh ol the astional lovel

Appresche (Cenizal govermmeni initatives) Formation of o basi for emdusirial development aimed & acquishtion of foreign
TUITPRE Y, huifhdh tewsesies developmenl, amd sevirmsomentall comserysing

(Pedntn to meli)

#  Implemeabing (il servicd and fiscal eeforms ai the central government level, in addition w0 the mplemenimion of e peo-poos
growih sinalegy

*  Hepudardy mossonng sbaiegy periormances and redlecting ihe lindings of such mamitoring in the Five-Year Plans and the ansaal
plass

»  Hodpeissg that {awor fhe rumsl Sreds {(pood icas i pacticalar
Eleveloping poverny raductsms meavares thal scommaodsie kocall realiles (meaveres fine Juned 1o mort kocal peeds)

* Tiking slvestage of growth poiesiial (Prosoting local leaderdkip and commumity based ooganizstions, and developing & high
quadity woirk force)

Compiled by the Secretariat

27



Chapter 1 Current Situation and Future Directions of the Development in Nepal

28

1-3-2 Approaches of Nepal’s pro-poor growth strategy

This subsection discusses specific approaches of the pro-poor growth strategy that meets the needs of
Nepal. These approaches are classified into three types: short-term measures that should produce
results in two to three years, medium-term measures that cover a period of about five years, and long-
term measures that should be implemented now but will produce results in ten years or so. Specific
approaches of local development initiatives are also discussed.

(1) The short- to medium-term strategy should make improvements in social sectors and raise
income levels with a special emphasis on the key industry of agriculture.

Encouraging local development initiatives is especially important in the short- and medium-term. The
immediate goal is to increase the income of villagers by such means as increasing the variety of crops,
promoting the agro-processing industry, and developing distribution systems. The short- to medium-
term strategy should also raise people’s capabilities through improvements in education, health care,
and other social sectors. Such efforts are expected to achieve synergies in poverty reduction.

Short-term measures (poverty reduction based on local initiatives):

With regard to specific measures, Nepal is required to promote direct pro-poor activities designed to
make improvements in such social sectors as education and health care at the district level. The district
is clearly defined as a local decision-making entity in charge of the formation and implementation of
development plans. Specific activities will vary depending on the actual situation of the wards, villages
and districts. Nonetheless, a special emphasis should be placed on: (i) improving income levels in poor
areas through increased agricultural productivity, (ii) strengthening people’s capabilities
(empowerment) through improvements in education and health care, and (iii) creating an environment
conducive to participatory development through village improvement projects (i.e., strengthening the
functioning of DDCs and VDCs and raising people’s awareness). These short-term measures are
designed to support poverty reduction at the local level. Therefore, they should continue to be
implemented in all poor districts until poverty in Nepal is substantially alleviated.

In carrying out this strategy, it is essential to attach importance to the socially vulnerable, including
the poor and lower-caste groups. A special emphasis must be placed on empowering women as part of
efforts to achieve gender equality. Improvements in education and health care (including family
planning activities) may contribute to population control and thereby help raise income levels.

The remoter the poor area is located, the more severe the shortage of human resources to take charge
of the development and implementation of development plans that the DDC faces, even though the
DDC is expected to play the central role in development efforts at the local level. In these areas, JICA
will focus on direct and small-scale activities for the poor as described above. These activities by JICA
should be designed to ensure coordination with UNDP’s LGP and PDDP and help DDCs and VDCs
strengthen their ability to function. It is important that such a design will in turn ensure the effective
implementation and sustainability of JICA projects.

Medium-term measures (sustainable growth based on local initiatives):

It is important that poverty reduction efforts lead to sustainable growth. This requires medium-term
measures aimed at diversifying the economic foundations to accommodate the realities of different
areas, as well as the short-term measures described above. Specifically, such medium-term measures
include: (i) increasing the variety of agricultural crops, including a shift to cash crops; (ii) promoting
indigenous industries and micro-enterprises in the agro-processing and other non-agricultural sectors;
(iii) expanding regional and external markets through the development of the distribution infrastructure;
and (iv) developing human resources to support such diversification of the economic foundations (by,
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for example, raising education standards and improving training programmes). As a matter of course,
the implementation of these medium-term measures requires: (i) the enhancement of people’s
capabilities through improvements in education and health care, and (ii) the strengthening of the
capacity of DDCs and VDCs to develop and implement participatory development plans.

Regarding these short- and medium-term measures, the central government, for their part, needs to
create a policy environment conducive to such poverty reduction efforts at the local level. To this end,
the central government is required to achieve: (i) macroeconomic stability, (ii) budget allocations that
favor the rural areas (poor areas in particular), coupled with budget execution that meets local needs,
and (iif) maintenance and strengthening of decentralization policies.

(2) The long-term strategy should pursue sustainable growth by building a basis for industrial
development aimed at earning foreign currency and through human resources development and
environmental conservation.

The short- and medium-term measures described in (1) above are expected to promote auxiliary agro-
processing and indigenous industries and achieve the development and spread of cash crops at the local
level. These expected outcomes will contribute to poverty reduction and sustainable growth based on
local initiatives. This in turn will boost economic activities between regions and accelerate poverty
reduction at the national level. In addition to development efforts at the local level, Nepal also needs to
implement long-term measures so that its economy will survive international competition, which is
intensifying amid globalization.

Long-term measures (sustainable growth):

Achieving sustainable growth requires two key measures. One is to promote agricultural development
and thus increase agricultural incomes. This will expand consumption and the domestic market. Such
economic growth will in turn promote private sector manufacturing, put in place the reinvestment cycle,
increase tax revenues and expand public investment. The other key measure is to promote foreign
currency-earning industries. This will lead to the advancement of the industrial structure and eventually
to sustainable economic development.

To this end, the central government is required to take a number of measures, including:

Building a basis for the promotion of foreign currency-earning industries such as manufacturing,
tourism, and hydropower generation (market research is recommended as the first step);

Developing the physical infrastructure for energy supply, telecommunications and other fields;

Strengthening the capacity to extend public support;

Developing human resources over the long term; and

Formulating and implementing measures aimed at forest conservation, urban environment
management, and disaster prevention on a continuing basis.

(3) The “pro-poor growth strategy” for Nepal should ensure close coordination between local
development initiatives and the central government’s role in supporting such initiatives.

As discussed above, the effective implementation of this strategy will not be possible unless measures
that accommodate local needs and realities are carried out based on local initiatives and ownership. In
other words, local development initiatives with the participation of the poor are essential here.

The promotion of local development initiatives is also important in that it will help strengthen the
capacity of local development actors. This perspective has often been disregarded in the central
government’s approaches. At present, local governments are suffering from severe fiscal stresses and
personnel shortages. Still the empowerment of people engaged in public service delivery at levels
closer to the poor is expected to eventually increase the capacity of local governments. In addition, such
empowerment will likely instigate the process of transforming the central government’s sector-specific
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programmes into those that better meet local needs.

The central government, for its part, is required to implement policies that support these local
development efforts. One such policy is decentralization, coupled with the continuation of financial
support for development. Another is macroeconomic stability so that neither commerce between rural
and urban areas nor agricultural markets will be distorted. The central government should also make
specific arrangements so that sector-specific programmes by government ministries and agencies will
facilitate disparity reduction. Such arrangements include the prioritization of budget allocations that
reflect the local realities of poverty. It is important that these sector-specific programmes accommodate
local needs and lead to the enhanced capacity of local entities to develop and implement development
plans and to the empowerment of local residents. Close coordination between sector-specific
approaches of the central government and the approaches of local development initiatives is the key
here.

Moreover, pro-poor growth requires a number of steps, including the assessment of poverty in each
area and the compilation of such data, regular monitoring to gauge development performance, and
review of development plans and activities based on such monitoring. In fact, the Nepalese government
has already launched a follow-up to the National Living Standard Survey (NLSS), which was
conducted in 1996 with the support of the World Bank and USAID. In 2001, the government started to
prepare a “poverty map” of each district with the backing of UNDP. At present, the government is
making efforts to establish a national monitoring system. As part of such efforts, the government is
planning to set up a monitoring center in each district and also within the central government. In
conclusion, the success of the pro-poor growth strategy essentially requires: (i) the compilation of
poverty data, (ii) preparation of poverty maps, (iii) an appropriate monitoring system, (iv) regular and
systematic monitoring, and (v) the reflection of the findings of such monitoring in the Five-Year Plans
and annual development plans. %

2 \With the support of donors, the Nepalese government plans to prepare poverty maps and establish a poverty monitoring regime as follows:

- In 2001/2002, the government conducted a follow-up to the 1996 National Living Standard Survey (NLSS). The government intends to carry
out poverty mapping for 16-17 districts every year. After completing the poverty map of each of the 75 districts across the country, the
government plans to upgrade these maps every five years (Note of the Workshop on Poverty Monitoring and Mapping, August 2001). As of
September 2001, the maps for Accham and Lalitpur districts have been completed.

- The government plans to organize a team headed by a minister in order to monitor the achievements in relation to the goals under the
PRSP/10th Five-Year Plan (Concept Paper on the PRSP/10th Plan, Clause 165).

The government intends to establish a unit in charge of poverty monitoring within the NPC and strengthen the monitoring capacity of local
governments (2001/2002 Budget Speech, Clause 91).
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Chapter 2 Exploring the Optimal Approach for Japan’s ODA to
Nepal

2-1 Trends of assistance by Japan and other donors

Today, when we fear that the poverty situation would worsen in the countries left out of the
globalization, “poverty reduction” has been given greater significance in the field of development
assistance.” Nepal has so far received vast amounts of aid from many donors but has remained a poor
country to date. As a consequence, donors are now focusing on poverty reduction as the major objective
for Nepal. To this end, donors are extending aid in such areas as BHNs and agriculture, the nation’s key
industry. They also emphasize the importance of decentralization and good governance.

For the past ten years, Japan’s ODA has accounted for about one-fourth of the total amount of aid
Nepal has received. Japan’s ODA to the country stood at 99.9 million dollars in 2000, of which some
60% was bilateral aid and the remaining 40% was aid through international aid institutions.

The following subsections review development assistance to Nepal by Japan, other major donor
countries, and international institutions.

2-1-1 Trends in Japan’s ODA to Nepal

Japan has been active in extending aid to Nepal on the basis of traditional friendship between our
countries. In fact, Japan has been the top bilateral donor for Nepal since 1980, with the exception of
1988. Under an agreement with the Nepal government, Japan focuses its aid on “the improvement of
people’s living conditions,” “better living standards,
conservation” as priority sectors.

In technical cooperation, Japan extends various forms of assistance in such sectors as health care,
agriculture, and infrastructure. The cumulative value of Japan’s technical assistance to Nepal up to
FY1999 was 42.61 billion yen. This means that Nepal is the largest recipient of Japan’s technical
assistance among the seven Southwest Asian countries.

As Nepal is one of the least developed countries (LDC), Japan also extends grant aid to Nepal.
Japan’s grant aid to the country covers disaster prevention and the development of the key infrastructure
for transport and electric power supply, as well as vital sectors related to daily life such as agriculture,
health care, and water supply. Japan provided a cumulative total of 135.901 billion yen in grant aid to
Nepal up to FY1999. This means that Nepal is the fourth largest recipient of Japan’ grant aid among
the Southwest Asian countries.

Regarding loan aid, Japan has extended yen loans every few years since 1975 to large-scale, profit-
earning projects. Among them are electric power-related projects, including hydropower generation
projects that take advantage of ample water resources.

JICA supports the self-help efforts of the Nepalese government in “poverty reduction,” which is
regarded as the top-priority long-term objective under Nepal’s Ninth Five-Year Plan (1997-2001). As
part of such efforts, JICA gives priority to the following four sectors in its country-specific programme
implementation plan for Nepal (FY2001), in line with the sectors Japan has prioritized in its aid to
Nepal:

industrial promotion,” and “environmental

- Improvement of people’s living conditions through better social services and the empowerment of

= JICA (2001)
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local communities;

- Better living standards through increased agricultural production and expanded agricultural
extension services;

- The development of the socio-economic infrastructure for industrial promotion and better living
conditions; and

- Environmental conservation through sustainable development.

2-1-2 Aid trends of the major donors

The largest donor to Nepal among international institutions has been the ADB since 1996, followed
by the World Bank and UNDP.

The ADB states in its Nepal Country Assistance Plan (CAP) for 2001-2003 that it plans to direct
more than 80% of its loans to Nepal to projects related to poverty reduction in such sectors as
agriculture, road networks and basic education. While monitoring the ongoing projects, ADB intends to
stress civil service reforms and good governance.

The World Bank has identified “better donor coordination” and “stronger governance” as two of the
major objectives of its Country Assistance Strategy (CAS) for 1999-2001, after learning the lessons of
traditional top-down development assistance. To support reforms in Nepal, the World Bank links its
lending to progress in the reform process. Nepal has a “Low Case” status (lowest status) as of
September 2001, which means that the country is eligible for lending of 0-150 million dollars over a
period of three years.

UNDP has identified poverty reduction, decentralization, and self-reliance in its First Country
Cooperation Framework (CCF-1) for Nepal (1997-2001). In the Second Country Cooperation
Framework (CCF-2) for Nepal (2002-2006), the immediate objectives have been defined as, among
others, building the capacity of the government to design poverty reduction policies and improving
governance based on the I-PRSP. As part of its efforts to support decentralization, UNDP is
implementing the Participatory District Development Programme (PDDP) and Local Governance
Programme (LGP). These two programmes aim to promote decentralization and increase the
opportunities for local communities to participate in the decision-making process in 60 out of the 75
districts across the county.

As far as bilateral aid is concerned, Japan has been the largest donor to Nepal since 1980, with the
exception of 1988. In 2000, Japan topped the list with 99.9 million dollars, followed by Denmark with
25 million dollars, the UK with 23 million dollars, and Germany with 21.8 million dollars.?

Denmark focuses on “education,” “environmental conservation and natural resources management,”
and “improved governance and democratization” as priority sectors for its aid to Nepal. The UK
stresses “improved governance,” as well as “good approaches to human development” and “approaches
to rural life.” Germany gives priority to rural development, and also tries to ensure that all projects,
including those for urban development, are directed toward poverty reduction.

2-1-3 Situation of the Nepal Development Forum

In February 2002, the Nepal Development Forum (NDF) was convened for the first time in about two
years.? This is the first time that the Nepalese government has hosted and organized the NDF.

% OECD(2001)

2 The Nepalese participants included Prime Minister Sher Bahadur Deuba, Finance Minister Ram Saran Mahat, NPC Vice Chairman Prithivi
Raj Ligal, and representatives from academic circles, the private sector, and NGOs. The participants from the donors included representatives
from Japan, Australia, Canada, Denmark, Finland, France, Germany, South Korea, the Netherlands, Norway, Switzerland, the UK, the US and
the EU, as well as the World Bank, ADB, IFAD, IMF, the Saudi Fund for Development, and the UN.
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At the NDF, the donors stressed the need for expediting the reforms set by the Nepalese government,
including those related to the civil service, decentralization and financial reforms. In relation to the
Maoist problem, they requested the Nepalese government to ensure that these reforms will directly
benefit the poor, promote democracy, and eventually lead to an end to the conflict and corruption.
Regarding decentralization, the donors stated that direct and bold steps should be taken to alleviate
poverty in the regions and rural areas.

The Nepalese government requested the donors to continue with their aid for its efforts to reduce
poverty. In response, the donors committed themselves to extending a total of 2.5 billion dollars in aid
over the next five years.

In mid June 2002, the UK organized an international conference on aid to Nepal. At the conference,
the UK announced a plan to increase its ODA to Nepal from 29 million dollars in 2001 to 40 million
dollars and its military aid from one million dollars in 2001 to ten million dollars.

2-2 Rationales of Japan’s ODA to Nepal

Japan has the following three rationales regarding its ODA to Nepal:

(1) Nepal is the poorest country among the Southwest and Southeast Asian countries with a per capita
GNP of 220 dollars (in 1999) and some 40% of the population living below the poverty line. It is the
12th poorest country in the world next to 10 African countries and Tadzhikistan (See Box 1-3). To
support economic and social development of such a poor country in Asia through active aid extension
is due responsibility of Japan, the second largest economic power in the world and a single major donor
in Asia.

(2) Nepal has a basic policy of nonaligned neutrality and multilateral-diplomacy. Situated between
India and China, the country has great geopolitical significance for the region. The solution of the
social problems in Nepal is vital for the stability of Southwest Asia. Japan’s ODA to Nepal therefore
has great importance for building political stability and promoting social development in the whole
region of Southwest Asia.

(3) Japan and Nepal have traditionally had good relations. Since the establishment of diplomatic
relations in 1956, exchange of visits by the members of the Royal Family of Nepal and the Imperial
Family of Japan, and high-level official interactions of both countries have taken place. Exchanges at
private levels have been active as well. The Nippon NGO Network for Nepal (NNNN), based in Tokyo,
states that 52 Japanese NGOs are registered with NNNN as of January 2002. In reality, however, as
many as about 150 NGOs are said to be active.® Moreover, many Japanese are visiting Nepal for
mountaineering or sightseeing. In 1998 the number of Japanese tourists to Nepal was the second
highest one in South Asia behind India.?? Not only beautiful nature of the country but also warm-
hearted kindness of Nepali people has created a feeling of affinity among Japanese people and a

% According to the NNNN secretariat. In addition, 12 Japanese NGOs are registered in the Social Welfare Council (SWC), an affiliate of the
Ministry of Women, Children and Social Welfare. All international NGOs are required to register in the SWC if they want to operate in Nepal.
However, some of them register as a corporation, or do not register at all in order to avoid procedures.

» CBS (2000)

% Japan’s business sector has a broad cooperation agreement with its counterparts in Nepal and other Asia-Pacific countries through the
Confederation of Asia-Pacific Chambers of Commerce and Industry (the CACCI, established in 1996, is an economic organization principally
comprised of the national chambers or associations of commerce and industry in 22 countries/regions, including Japan. Nepal joined it in
2000). It is hoped that exchanges through such a channel will be further promoted.
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friendly relationship between two countries. To help such a “friend” in difficulties through ODA is, as it
were, moral responsibility of Japan.®

2-3 Basic perspectives of Japan’s ODA to Nepal

Following the discussion in Chapter 1 (Current Situation and Future Directions of the Development
in Nepal) and in Chapter 2, 2-2 (Rationales of Japan’s ODA to Nepal), this study committee
recommends the following basic perspectives of Japan’s ODA to Nepal (see Table 2-1). It should be
remembered that apart from Japan’s ODA discussed below, commercial exchanges between Nepal and
Japan constitute an important part of the efforts to build a basis for the promotion of foreign currency-
earning industries over the medium and long term.

(1) Japan should support Nepal’s pro-poor growth strategy from two perspectives: encouraging
local development initiatives and promoting coordination with other donors.

1) In line with decentralization efforts, a participatory local government regime is being established
with DDCs and VDCs at its center at the district and village levels, respectively. Japanese aid to Nepal
has been traditionally focused on the sectoral programmes of the central government, but Japan should
attach greater importance to development plans by these local government institutions so that its aid
will benefit poor areas in a more direct manner®. Since it is necessary to assess and maximize the
impact of each development programme on poverty reduction, Japan should preferably fully utilize
poverty surveys/mapping and the development plans of the DDCs. Also, Japan should preferably
include in its aid components the implementation of baseline surveys, the formulation of sectoral
development programmes at the DDC level, and support for monitoring and evaluation where
necessary.

2) For better aid effectiveness, it is important to have a common understanding and ensure
coordination with the Nepalese authorities and other donors. To this end, Japan should take advantage
of policy consultations and other opportunities to share views on the pro-poor growth strategy so that
this strategy will be clearly regarded as the development strategy of the Nepalese government under the
Five-Year Plans and annual plans.®

Donor coordination is important from microscopic perspectives as well as these macroscopic ones.
Poverty reduction requires a comprehensive approach since poverty has multiple aspects. At present,
many donors, including NGOs, are independently extending aid in various forms. It is desirable,
however, to systematically coordinate these different forms of aid so as to maximize the aid impact on
poverty reduction. Japan, for its part, should strengthen coordination with other donors and make use of
its competitive advantage to provide aid more efficiently and make a more effective contribution to
poverty reduction.

3 For more details on the advantages and disadvantages of the approaches of “local development support” and “sector support,” see OECD
(2001), pp. 64-68; and JICA (1996) pp. 116-118, 166. The approach of “local development support,” which was widely applied during the
1980s, was stymied in the face of central government bureaucracy. Although this approach was giving way to the “sector support” approach
until recently, it has regained the attention of donors as decentralization progresses.

* The importance of macroscopic perspectives has been pointed out in “1-2-4: JICA Enjo eno Shishin [Guidelines for JICA Assistance]” in
JICA (2001).
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Table 2-1 Proposed pro-poor growth strategy for Nepal and the basic perspectives of Japan’s aid

Pro-poor growth strategy preferable for Nepal

Basic perspectives of Japan’s aid

Strategies

<Objectives>

- Over the short- to medium-term, poverty reduction
and sustainable growth at the local level through
both the systematic integration of the central
government’s sector-specific programmes with local
development programmes and the promotion of local
initiatives.

- Over the long term, disparity reduction and economic
growth at the national level through the strengthening
of the nation’s economic foundations as a whole.

<Points to note>

- Improving governance of the central government

- Regularly monitoring strategy performance and
reflecting the findings of such monitoring in the
Five-Year Plans and the annual plans

- Budget allocations that favour rural areas (poor areas
in particular)

- Developing poverty reduction measures that
accommodate local realities

- Taking advantage of potential for growth

<Orientation>

- To provide aid in line with the “pro-poor growth
strategy.” Specific aid measures will be selected
from “measures for the pro-poor growth strategy” in
line with the short-, medium- and long-term
objectives and approaches.

- To provide aid aimed at poverty reduction (short- and
medium-term) for both “support for the central
government’s sector-specific programmes” and
“support for local development initiatives”

- To ensure that the central government’s sector-
specific programmes have a greater impact on
poverty reduction

- To ensure that support for local development
initiatives focuses on DDCs as the central entities
and stresses local ownership and the empowerment
of women

- To pursue cooperation and coordination with other
donors

Short-term measures and approaches

<Objectives>

- Poverty reduction in poor areas

<Points to note>

- The participation of local residents is essential,
especially to assess their needs accurately.

<Approaches>
| The central government’s initiatives |
To support local development initiatives through:
- Budget allocations that favour rural areas, budget
execution that meet local needs, and other measures
- Promotion of decentralization
- Macroeconomic stability
[ Local development initiatives |
- Raising income levels in poor areas through the
improvement of agricultural productivity
- Improvement of people’s capabilities and population
control through improvements in education and
health care sectors
- Creation of a conducive environment for participatory
development

<Specific approaches>

Support through the central government’s sector-

specific programmes

To implement the following measures that are likely to

increase the impact on poverty reduction, while

respecting the Five-Year Plans and long-term

programmes in each sector:

- Budget allocation and execution that attach
importance to local needs

- Support for policies that benefit poor areas

- Coordination among sectors

| Development aid to poor districts |

Targets: DDCs with high levels of poverty

Concept: Projects in each DDC’s development plan
will be selected according to the level of need for
aid. Relatively small-scale aid will be provided for
those projects through such schemes as technical
cooperation, aid through NGOs, and grant assistance
for grassroots projects.

Priority issues:

- Improvement of agricultural productivity (through
such means as irrigation, road construction, wider
fertilizer use and agricultural skills extension)

- Education improvement (in such areas as primary
education and literacy programmes)

- Health care improvement (through such means as
primary health care, maternal and child health, and
water supply)

- Awareness promotion and empowerment of people

- Strengthening of the functioning of DDCs and VDCs
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Pro-poor growth strategy preferable for Nepal Basic perspectives of Japan’s aid

<Objectives> <Specific approaches>
- Sustainable growth in poor areas (linking the fruits of || Support through the central government’s sector-
poverty reduction and sustainable growth at the local || specific programmes

level) To implement the following measures that are likely to
increase the impact on poverty reduction, while

<Approaches> respecting the Five-Year Plans and long-term

\ The central government’s initiatives \ programmes in each sector:
g - To support local development initiatives through the - Budget allocation and execution that attach
§ same measures described in [The central importance to local needs
g government’s initiatives] under the “Short-term - Coordination among sectors
s measures and approaches” above - Support for policies that benefit poor areas
§ | Local development initiatives \ | Assistance programmes for priority districts |
= Increasing the variety of agricultural crops Targets: DDCs with growth potential and relatively
& | - Fostering indigenous industries high levels of poverty
€ | - Formation and expansion of regional and external Concept: Priority areas will be selected and provided
% markets with assistance for poverty reduction and sustainable
E - Human resources development development
= Priority issues:
s - Diversification of agricultural products (a shift to

cash crops, for example)

- Fostering indigenous industries (agricultural product
processing and non-agricultural industries as well as
small businesses in these industries)

- Development of distribution systems (roads,
communications, etc.)

- Human resources development

<Objectives> <Specific approaches>
- Long-term sustainable growth at the national level To build a basis for industrial development aimed
at earning foreign currency
<Approaches> - For the manufacturing industry: market research and
| The central government’s initiatives | promotion policy for promising sectors

- To build a basis for industrial development aimed at - For tourism: development of infrastructure including
earning foreign currency roads (tourism development itself will be driven by

- Human resources development the private sector)

- Environmental conservation - For hydroelectric power generation: development of

the framework for cooperation with neighboring
countries (for joint research, development, use, etc.)

Human resources development |

Long-term measures and approaches

| Environmental conservation |
- Forest conservation
- Urban environment conservation
- Prevention of natural disaster

(2) From a short-term perspective, Japan should introduce the approach of supporting local
efforts at pro-poor growth in Nepal. Specifically, Japan should focus on education, health care
and agriculture — including irrigation, fertilizer use and agricultural skills extension, depending
on the local situation — in relatively poor areas to increase income and make simultaneous
improvementsin the social sectors. Such support embraces peopl€e's participation and the role of
women in development. It also targets community development that takes forest and soil
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conservation into consideration. This does not mean, however, that support for the central
government is unnecessary. Japan should support both the central government’s sectoral
programmes and local development initiatives.

1) Although some progress is being made towards decentralization, the government ministries and
agencies still manage much of the development funds as far as aid through the central government’s
sectoral programmes is concerned.® Japan should therefore ensure that these sectoral programmes
assisted by Japan will support local initiatives and have a greater impact on poverty reduction.

The Nepalese government is committed to focusing all policies and programmes on poverty reduction
over the short term. To put this commitment into practice, the Nepalese government is advised to:

(i) Prioritize poor areas in budget allocation in an effort to reduce economic disparities;

(if) Ensure that sectoral programmes are consistent with the development plans of the DDCs in order
to accommodate local needs (by, for example, confirming that local needs are reflected in DDC
development plans); and

(iii) Secure coordination among sectors.

2) Japan should support the development plans of the DDCs. DDCs are responsible for programmes
aimed at reducing poverty at the local level in cooperation with the VDCs, local institutions, and branch
offices of the central government. DDCs are assuming a larger role as decentralization progresses.
Therefore, support for the development programmes of DDCs is effective in poverty reduction at the
local level. Some DDCs may not have even prepared development plans due to delays in the process of
organizing local communities and acute shortages of human resources. Instead of focusing on such
DDCs, Japan should give priority to DDCs that are poor but committed to poverty reduction with
clearly defined development plans.

Specifically, Japan should select and support projects with higher levels of need for aid within the
development plans of the DDCs through: (i) advice, guidance and training offered by experts, Japan
Overseas Cooperation Volunteers, and Senior Overseas Volunteers; (ii) technical cooperation, including
the provision of equipment; (iii) NGO-based support, including community empowerment programmes,
development partnership programmes, and grant assistance through grassroots projects; and (iv) grant
aid. Given the shortage of human resources in DDCs and their inadequate planning and implementation
capacity, it may be important to support sectoral development planning according to need. The targeted
areas (DDCs and sites targeted for development activity), for their part, are advised to preferentially
select areas with high levels of poverty, as appropriate, while taking account of security and other
concerns. (As a matter of procedure, Japan investigates each aid project to DDCs after receiving a
request from the Ministry of Local Development (MLD).)

(3) From a medium-term perspective, Japan should select priority areas and extend
comprehensive aid aimed at both reducing poverty and promoting sustainable growth to such
areas.

Japan should study a scheme in which it: (i) selects one or two priority areas with high potential for
growth, (ii) develops a comprehensive framework for supporting autonomous and participatory
development planning and implementation by the DDC(s) concerned, and (iii) concentrates its aid on
these priority areas, with the aim of reducing poverty and promoting sustainable growth. Specific steps
include:

® Of the total development budget of 50,460 million rupees for FY2001 (initial budget), 39,580 million rupees (78.4% of the total development
budget) have been allocated to central-level projects, and 10,880 million rupees (21.6%) to local-level projects (Ministry of Finance, “Budget
Speech 2001/2002").
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(i) Arranging an aid package that covers everything from agricultural promotion to the development
of social sectors and infrastructure, in line with the development plans of the DDCs. The idea is
to reduce poverty, promote indigenous industries, and develop physical distribution systems in a
comprehensive manner.

(i) Making quantitative and qualitative improvements in human and physical infrastructure and
diversifying the economic structure.

The purpose of this scheme, which focuses on priority areas, is not to develop a model for
development assistance, but to provide a practical example of poverty reduction and the achievement of
sustainable growth at the local level.

The following items should be remembered in studying this scheme:

(i) It is necessary to select priority areas among those areas where Japan or other donors have

already produced results.

(if) It is important to ensure coordination with efforts to improve the capacity of DDCs and VDCs
and with local assistance programmes, especially UNDP’s Participatory District Development
Programme (PDDP) and Local Governance Programme (LGP). (See 2-4-2 for the criteria for
selecting priority areas.)

The concept of providing support through the central government’s sectoral programmes is similar to

the concept described in (2), 1) above.

(4) From a long-term perspective, Japan should support Nepal in building a basis for the
promotion of foreign currency-earning industries, as well as in human resources development and
environmental conservation to ensure sustainable growth.

To ensure long-term sustainable growth for Nepal, Japan should support the country in developing
policies aimed at promoting foreign currency-earning industries. Japan should also extend loan aid and
grant aid for the development of key economic infrastructure, the continued development of human
resources, as well as technical assistance for environmental conservation.

Possible measures include:

(i) Conducting marketing and price surveys in the Indian and other markets for promising sectors in
foreign currency-earning industries to support the formulation of policies aimed at promoting
these sectors;

(if) Supporting the development of infrastructure that forms the basis for socio-economic
development, particularly infrastructure for energy supply, transport, and telecommunications
(Japan has extensive experience in this sector);

(iii) Supporting efforts to improve the quality and standards of basic education to assist in the
continued development of human resources; and

(iv) Supporting environmental conservation efforts in such areas as forest conservation, urban
environment improvement, and natural disaster prevention.

2-4 Basic approaches of Japan’s ODA to Nepal

This section discusses the basic approaches and criteria for selecting priority areas in relation to
support for local development initiatives. Such support should be provided from short- and medium-
term perspectives, as discussed in the previous section (2-3) on the basic concepts of Japan’s ODA to
Nepal. This section then looks at the concepts behind the selection of priority sectors for overall
assistance to Nepal from the short-, medium- and long-term perspectives.
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2-4-1 Proper way to support local development initiatives

(1) Approaches of assistance for local development initiatives

This study committee has recommended in the previous section (2-3) that Japan’s short- and medium-
term assistance should focus on districts as the key unit for assistance and support their efforts at
poverty reduction and sustainable growth, through close coordination with the central government’s
sectoral programmes and the assistance schemes of other donors. This aid approach is outlined in
Figure 2-1.

In the short term, Japan should pick viable poor districts and carry out small-scale aid projects in
these districts. Such projects should take into consideration the management and administrative capacity
of the districts, and where appropriate, take advantage of NGO support schemes. In the medium term,
Japan should select priority areas after considering the expected aid effectiveness and efficiency. Then
Japan should support the development plans of the DDCs in the selected districts in a comprehensive
and sustainable manner.

Japan should identify specific assistance measures under the development plans of the DDCs
concerned through coordination with other assistance measures (e.g., sectoral programmes executed by
the central government and programmes by other donors and NGOs). Such development plans are now
being formulated based on the poverty profile of each district, including a poverty map. Box 2-1 shows
a poverty map of Accham District, the first of its kind in Nepal. For an example of a DDC development
plan, see the development plan of Sindhuli District in Box 2-2.

(2) Criteria for selecting priority areas

In the process of providing medium-term assistance, it is necessary to select priority areas (districts)
that are judged to have high potential for development with Japan’s aid, based on five criteria: (i)
poverty levels, (ii) the institutional capacity of the DDCs, (iii) activities by other donors, (iv) the track
record of Japan’s development assistance, and (v) the aid environment. A practical way of selecting
these areas may be to look at the status and outcomes of short-term efforts at poverty reduction in many
districts first and then to narrow them down based on these five criteria.

2-4-2 Selection of priority sectors

As described in the previous section, Japan should focus on local development initiatives over the
short and medium term, and on the building of a basis for foreign currency-earning industries over the
long term. As far as support for local development initiatives is concerned, Japan should focus on
districts as the key unit for assistance and support their efforts to alleviate extreme poverty and achieve
sustainable growth. Then Japan should select the sectors and menus for its assistance in consideration
of the district development plans and coordination with other donors. For this reason, this study
committee refrains from defininng the priority sectors, as other committees on country studies for
Japan’s ODA have done in the past. Agriculture (including agro-processing and physical distribution)
and social sectors (education and health care) may be prioritized for the short and medium term.
However, the actual priority sectors and issues should be identified in accordance with Nepal’s pro-poor
growth strategy. Table 2-3 shows examples of sectoral measures for the proposed “pro-poor growth
strategy” for Nepal, coupled with short-, medium- and long-term objectives. Actual sectors and
measures for Japan’s aid should be selected with consideration given to sectoral long-term plans
developed at the central government level®* (and with consideration given to district development plans
in the case of support for local development initiatives), and in cooperation with other donors, as a
matter of principle.

* Among such plans are: the Agricultural Perspective Plan (APP) 1995-2015; the Basic and Primary Education Programme Il (BPEPII) 1999-
2003; the Second Long Term Health Plan (SLTHP) 1997-2017, and the 20-Year Road Plan (Long Term) 2001-2021.
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Box 2-1 Poverty mapping of Accham District

The Nepalese government plans to complete poverty mapping of all the districts throughout the country. The poverty mapping of
Accham District is the first report of its kind. This district is located in the hills of the Far-Western Development Region. With 75
VDCs, the district has a population of 224,186 and an area of 1,682 square kilometers. In terms of HDI, the district ranks 68th
among the 75 districts in the country.

For poverty mapping, household sample surveys have been conducted on the following items in order to calculate the HDI and the
HPI for each VDC and the DDC as a whole. Major indexes are plotted on the poverty map.

Population: Sex, caste, tribe, family make-up

Life expectancy: ~ Under-40 mortality, causes of death (diarrhea, natural causes, other causes)
Literacy: (by sex)

Income sources:  Agriculture, non-agriculture, livestock farming

Agriculture: Grain production (rice, wheat, corn, barnyard grass), the area of irrigated land

Food Sufficiency  (equivalent number of months):

Less than 3, 3-6, 6-9, 9-12, more than 12

Land ownership: ~ Average area, sex of owner

Education: Mean years of schooling (by sex), type of school last graduated from (by sex), distribution of schools
(community schools, private boarding schools, primary schools, lower secondary schools, secondary schools,
higher secondary schools, and colleges), and access (within 1 km, 1-2 km, 2-3 km, or more than 3 km from
home)

Health care: Health Services (hospitals, PHCs, health posts, sub-health posts, and Ayurvedic clinics), Accessibility for
settlement (withinl km, 1-2 km, 2-3 km, or more than 3 km from home), the spread of family planning, number
of the physically disabled, nutritional status, and access to drinking water (within 1 km, 1-2 km, more than 2 km
from home)

Road network: Road accessibility of motorable road (within 2 km, 2-4 km, 4-6 km, or more than 6 km from home), distribution
and accessibility of major foot trails (within 0.5 km, 0.5 km or more)

Post offices/phones: Distribution

Worst and best VDCs in terms of major indicators; average values
for major indicators for the DDC as a whole

Indicator Worst Best DDC average
Adult Literacy (15 years and above) Chzl.sgall//oDC Bajig;.agg(;ol De 28.8%
Mean Years of Schooling Cg%;ay\gaDrC Bajéi.asr;a;r;;ilsi)c 1.09 years
ot | wemvoc | Gmmvec | mom
100% 0%
Average household income \?gge(l)t?qhs VDCKlu«E:fI?:g6 Rs 5,673 Rs

Poverty mapping has a number of advantages. For example, it allows project planners to omit much of the baseline survey in the
districts where poverty mapping has already been completed, since it entails a detailed survey covering socioeconomic and other
aspects. Poverty mapping also makes it possible to assess, from a macroscopic perspective, how much impact a given project has
had on the HDI in the targeted VDC and the DDC as a whole, even if the project is designed to improve a specific indicator.

Source: PDDP/NPC/MLD/UNDP NEP/DDC of Accham (2001)
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Box 2-2 Sindhuli District Development Plan (2001/2002)

Sindhuli District is located in the hills of the Central Development Region. Consisting of 53 VDCs and one municipality, this
district has a population of 223,900 and an area of 2,491 square kilometers. In terms of HDI, the district ranks 53rd among the 75
districts across the country.

In its preface, the Sindhuli District Development Plan stresses the importance of community participation in the development
process. It also states that the plan has been formulated with transparency, i.e., with community participation at a wide range of
levels. The process of formulating the development plan began with holding a seminar on the budget draft proposed by the
government. The development plan was first debated in village meetings, sectoral meetings and a district meeting. Then the plan
was finally adopted by the DDC.

The development plan details the project contents and locations and the amount of funds for each budget item in all sectors, as
shown below:

Agriculture: Improving productivity and diversification of production concerning grains, vegetables and fruits; fertilizers, seeds and
farm equipment; and commercialization

Livestock farming:
Breeding through such means as artificial insemination; pasture; veterinarians; and commercialization

Gender in Development:
Seminars, training, etc. in cooperation with USAID, UNFPA and other institutions

Education: Schoolhouse construction and equipment improvement; special programmes for women and lower social classes;
literacy programmes; training in school management

Heath care: Construction of health posts and other facilities; family planning: mother and child health care; vaccination; and

nutrition improvement

Cottage and Small-scale Industries:
Needlecraft; carpentry; repair of TV sets, clocks/watches, and sewing machines; bamboo plywood; ginger production;
apiculture; soap production

Roads: Formulation of a business plan for routes to be developed over the next five years and that for FY2001

Irrigation:  River improvement; construction of irrigation facilities

Soil conservation and flood prevention:
Prevention of bank erosion; prevention of landslides; conservation measures for denuded hills; diffusion of improved
kitchen ranges

Forests

Drinking water

Power generation

The development plan, coupled with its budget execution report and budgetary request, were approved at the DDC meeting. At the
meeting, the DDC debated requests to the central government, as well as strict measures and business improvement requests in
response to inappropriate actions by the branch offices of ministries and agencies. The DDC also discussed requests to donor
countries and institutions for aid. For example, the DDC decided to request JICA, through the central government, to provide aid
regarding measures against landslides and flooding taken by the Disaster Prevention Technical Centre.

This formulation process of the development plan suggests that Sindhuli District is quite advanced in local self-governance. It is
presumed that districts like Sindhuli have relatively few problems regarding ownership and transparency. In districts with a detailed
development plan like Sindhuli, donors may well find it relatively easy to appropriately determine the target sectors and contents of
assistance for local development initiatives.

Sindhuli District is where the Janakpur Agricultural Development Project was implemented over the long term under JICA’s
scheme of project-type technical cooperation. This project has left in place valuable human and physical resources. Technical
assistance programmes should preferably take advantage of these resources and develop the accomplishments of this project further.
Under Japan’s grant aid scheme, Sindhuli Road is under construction in the region. Road construction generally has both positive
and negative impacts. It is desirable to maximize such positive impacts by, where possible, combining such road construction
project with a technical assistance programme. In this regard, it is important to ensure that the benefits of road construction will
trickle down from the areas along the road to the surrounding areas so as to reduce poverty in the district as a whole. Likewise, it is
also desirable to minimize negative impacts, including environmental destruction, social and cultural disruption, the outflow of
young people to cities, and the spread of HIV/AIDS. In this way, JICA’s technical assistance programmes should preferably be
integrated with Japan’s other aid programmes (past and present) to produce complementary effects or even synergies.

Source: UNDP (2001b)
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Table 2-2 Criteria for selecting priority areas

Poverty levels
References: HDI for each
district

Prioritize poorer areas.

Reasons: The impact of poverty reduction efforts is greater when such efforts are focused
on poorer areas. Prioritizing poorer areas is necessary from another viewpoint—reducing
regional disparities.

DDC’s institutional capacity
References: DDC’s
organization and budget;
progress in the formulation and
implementation of the
development plan; and the
presence or absence of basic
information, including the
findings of the poverty survey.

Prioritize DDCs with higher institutional capacity.

Reasons: Higher aid effectiveness is expected in DDCs that are advanced in the
development of a participatory administrative regime through PDDP and LGP, since they
are more likely to have higher levels of ownership, transparency and accountability.

Activities by other donors and
NGOs

Prioritize DDCs where other donors are active.

Reasons: Poverty reduction requires a comprehensive approach. High aid effectiveness is
expected as a whole if Japan, or any donor for that matter, focuses on sectors in which it
has a competitive advantage and maintains donor coordination rather than covering all
sectors.

Track record of Japan’s aid

Prioritize areas where Japan’s aid projects were implemented in the past or are
currently under implementation.

Reasons: Higher aid effectiveness is expected as a whole if a linkage is assured with past
or current aid projects implemented by Japan, as this produces synergy. For example, a
poverty reduction project, if carried out in areas along the Sindhuli Road, which is under
construction as of April 2002 under Japan’s grant aid scheme, would turn the positive
impact of the road construction on the economy to good use for poverty reduction. Such a
poverty reduction project would also minimize the negative impact of the road
construction. Areas where development projects were implemented in the past have
another advantage in that the human and physical resources developed by such projects
can be put to good use.

Aid environment
(remoteness of areas)

Prioritize DDCs with no or few aid environment constraints to project
implementation.

Reasons: Effective aid implementation requires a favorable aid environment. Remote
areas in general are disadvantaged in terms of transport, communication, and even the
recruitment of Japanese personnel.

Security situation

Prioritize areas with no or few security concerns.

Reasons: In areas where the Maoists are active, there may be constraints to aid activities,
such as security concerns about the parties involved and possible obstruction of aid
implementation. It is necessary, however, to explore ways to overcome these security
concerns and implement aid projects since these areas are generally poorer than other
areas.
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Table 2-3 Major development issues and measures in selected sectors
under the proposed “pro-poor growth strategy” for Nepal

(Measures expected to produce (Measures expected to produce (Measures expected to produce
short-term outcomes) medium-term outcomes) long-term outcomes)
Measures for poverty reduction based Measures for sustainable growth Measures for long-term sustainable

on local initiatives based on local initiatives growth

Promotion of agriculture (see the Agricultural Perspective Plan (APP))

The promotion of agriculture, the nation’s key industry, will result in increased income levels in poor areas
and the promotion of non-agricultural sectors. Increased agricultural income will in turn expand the domestic
market and result in more job opportunities. To this end, it is important to produce synergies for national
economic growth by making complementary use of the competitive advantage of the Terai and that of the
Hills.

Major issue: [increasing the Major issue: [developing human
production of major crops in the resources, including the training
Terai] of agricultural extension workers;
To increase the production of major strengthening the regime for
grains, including wet-land rice, maize agricultural research and

and wheat in the Terai. Rich in extension service]

irrigatable land and underground

water, the region is a potential grain

belt for Nepal.

- Expand irrigation (especially
shallow well irrigation).

- Extend roads.

- Expand the power grid (required for
irrigation).

- Increase the provision of fertilizers.

Major issue: [increasing Major issue: [diversification of
production in the Mountains and agriculture]

the Hills] - Increase the variety of crops,

To promote livestock farming and including a shift to cash crops.
also the production and processing of | - Promote livestock farming and
high-value crops, including citrus sericulture as part of agricultural
(mandarin), deciduous fruits such as diversification.

apples, and tropical fruits such as - Promote agro-processing.

mangos and water melons in the

Mountains and the Hills. These

regions have potential for the

production of high-value crops, and
there is potential demand for these
crops from the Terai and other
regions.

Livestock farming and the production

of high-value crops are preferable for

the Mountains and the Hills, where
farm land is fragmented. Such
farming is also an effective means of
improving the role and status of
women.

- Quantitative and qualitative
improvements in irrigation
(construction of small-scale
irrigation facilities; rehabilitation of
the existing facilities)

- Extend roads.

- Increase the provision of fertilizers.
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Education (see the Basic and Primary Education Programme Il (BPEPII))

Education is a basic element of the BHN strategy and, at the same time, an essential factor for sustainable
socio-economic development. Inadequate education leads to poor health and also constitutes a constraint on
socio-economic development. Improved education, on the other hand, will result in population control and
improvement in the status of women.

Pursuing local sustainable growth
through quantitative and
qualitative improvements in
human and physical
infrastructure and through
diversified economic structures

Major issue: [invigorating the

local economy]

- Promote indigenous industries.

- Expand internal and external
markets.

Promoting industries aimed at
earning foreign currency so that
the national economy can gain
international competitiveness

Major issue: [promoting foreign
currency-earning industries
(industries with a comparative
advantage)]

- Promote tourism through private-
sector initiatives (e.g.,
diversification of tourism in the
regions, development of eco-
tourism, and promotion of local
specialties).

- Promote hydropower generation.

- Promote the manufacturing
industries (carpets, garments, and
cement) and certain food industries
(through an improved regulatory
climate, the development of
industrial parks, and other means).

- Human resources development

Meeting BHNs and improving
people’s capabilities through
improved education.

Quantitative and qualitative
improvements in primary education
with a special emphasis on raising
the extremely low school enrollment
rates for ethnic minorities, low-caste
groups, and women.

Major issue: [quantitative and

qualitative improvements in

primary education]

- Improve access and facilities.

- Raise the awareness of parents.

- Establish appropriate qualifications
for teachers.

- Expand training for teachers.

- Improve the curricula and teaching
materials.

- Reasonable regional distribution of
teachers

- Reduce educational disparities
(through such means as: conducting
activities exclusively aimed at
pupils from ethnic minorities, low-
caste groups and other vulnerable
groups who need special treatment;
increasing the number of female
teachers with the aim of raising
school enrollment rates for girls;

Improving human resources
development through such means as
upgrading of secondary education
and vocational and technical
education, in addition to making
further quantitative and qualitative
improvements in items listed in the
left column.

Improving tertiary education and
vocational and technical education
with the aim of industrial
development, in addition to making
further quantitative and qualitative
improvements in the items listed in
the left column.

Major issue: [improving tertiary
education]

Major issue: [quantitative and

qualitative improvements in

vocational and technical

education]

- Improve the existing vocational
schools.

- Construct more engineering
schools.
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and installing more restrooms for
girls).

- Raise the percentage of pupils who
have completed primary education.

- Improve the academic achievements
of primary school children in lower
grades, in particular.

Major issue: [improving early

childhood education programmes]

- Quantitative and qualitative
improvements in early childhood
education.

Improving school management
with community participation and
through the development and
strengthened implementation of
education plans that meet local
needs

Major issue: [improving education

management]

- School management based on local
initiatives (e.g., management by
VDCs, education that meets local
needs, and preferential recruitment
of locals as teachers).

Raising literacy rates is another
pressing issue. Low literacy rates
constitute a root cause of many
social problems, make it difficult to
diffuse knowledge and skills, and
hinder local development.

Major issue: [promoting literacy

programmes]

- Expand literacy education
(quantitative and qualitative
improvements in literacy education
for adults).

- Expand out-of-school education and
other non-formal education.

Health Care (See the Second Long Term Health Plan (SLTHP))

Health care is a basic element of the BHN. Strengthening primary health care (through improvements in
public health standards and health care systems at the local level) will improve the health of the socially
vulnerable, including women, children and the poor. Improvements in the health sector, as well as other social
sectors, are crucial for poverty reduction, since such improvements result in enhancement of people’s
capabilities and population control.

Meeting BHNs and improving Making quantitative and qualitative - Promote family planning in parallel
people’s capabilities through improvements in the items listed in with improvements in education
improved health care. the left column. and health care.

- Train healthcare providers with
Major issue: [improving the health appropriate assignment of
environment] personnel.

- Improve maternal and child health
(e.g., improved maternal health
care, training of auxiliary nurses-
midwives, and quantitative and
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qualitative improvements in the
services for pregnant women).

- Implement awareness programmes
on public health.

- Make quantitative and qualitative
improvements in drinking water
supply facilities and sanitary
arrangements.

- Ensure the treatment, prevention
and control of major infectious
diseases.

Major issue: [establishing an

adequate health care regime]

- Make quantitative and qualitative
improvements in local health care
facilities, including health posts.

- Improve health care administration
at the central level.

- Strengthen management based on
local initiatives (e.g., management
by VDCs, the establishment of an
evaluation regime by DDCs, and
preferential recruitment of locals as
health care staff).

Environment

(The mountainous environment)

Conservation of the natural environment in the Mountains, particularly the Himalayas, is important not only
in itself, but also for their conservation as a world heritage and for the promotion of tourism.

Deforestation is causing topsoil erosion, reduced soil productivity, disasters, and depletion of water resources.
Forest conservation is essential for the sustainable development of not only the region but also the nation as a
whole.

- Conserve landscapes.

- Protect rare species.

- Promote community-based forest
conservation activities (community
forestry).

(Urban environment)

In the urban areas, the degradation of the environment began to become obvious in the late 1980s, as
exemplified by the inadequate collection of waste, the pollution and foul odor in rivers, and air pollution.
During the 1990s, such environmental degradation became serious. It is necessary to solve these pollution
problems, which harm people’s health and blight the urban landscape.

- Control water pollution (rivers,
underground water, and tap water).

- Control air pollution.

- Alleviate traffic congestion in
Kathmandu.

- Treat municipal waste
appropriately.

Major issue: [improving

environmental management]

- Strengthen the administrative
machinery.

- Develop an environmental
monitoring system.
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- Take advantage of private-sector
initiatives.
- Human resources development.

(Disaster prevention)

The precipitous terrain, vulnerable soils, monsoon downpours, and Himalayan orogeny all contribute to
flooding, landslides, earthquakes, and other disasters. Such disasters have a serious impact on the vulnerable
economic foundations and thereby hinder development efforts. Due to this, disaster prevention measures need
to be implemented.

Establishing emergency preparedness to minimize the damage from Taking measures to prevent
disasters disasters
- Establish institutional arrangements to assess the damage and relief - Prepare hazard maps and
requirements promptly and accurately. encourage people living in
- Strengthen the functioning of communications and transport. dangerous areas designated on
- Establish evacuation sites and bases for stockpiling provisions in hazard maps to move to other areas
preparation for disasters. or improve their habitation
situation.
- Promote disaster prevention
programmes.
- Promote earthquake disaster
prevention arrangements in the
metropolitan area.

Infrastructure

(Energy and telecommunications)

Only 15% of the population have access to electric power supplies. In rural areas alone, the electrification rate
is about 5%, highlighting wide regional disparities. Electrification of rural areas is particularly important for
improving living standards, promoting indigenous industries and conserving forests. Less than half of the
VDCs have access to telephone lines. Increasing the number of telephone lines for better communication
between the regions is vital for Nepal to ensure even levels of development across the country and to overcome
its backwardness. The use of wood for fuel is one of the factors behind deforestation and the heavy workload
of women. It also reduces the productivity of the land and thus aggravates poverty. This is why alternative
energy sources need to be developed.

Hydropower development is
required not only for meeting
power demand in Nepal and the
neighboring countries but also for
earning foreign currency.

- Develop hydropower generation
and export the generated electric
power to neighboring countries
through multilateral cooperation
with donors.

- Construct reservoir-type power
plants with measures taken against
environmental degradation,
flooding, sedimentation, and
landslides.

- Improve the electrification rate by
developing power grids across the
country.

- Develop and promote the use of
alternative energy sources,
including biogas, small-scale
hydropower generation, and solar
power generation.

- Expand and improve telephone line
networks.
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(Roads) [See the 20-Year Road Plan (Long Term) 2001-2021]

Roads play a vital role in socio-economic development in a mountainous country like Nepal. Although a series
of development plans have given priority to roads, it is necessary to continue efforts to develop roads.

Since most imports come via
India, highways linking
Kathmandu with India and Terai
are the lifelines of the Nepalese
economy. However, these roads
are often disrupted due to
disasters and other factors.

- Develop and keep trunk roads in
good repair with proper
maintenance and disaster
prevention measures.

It is necessary to improve access
to ten districts and other areas
with no road access.

- Develop local road networks.

Cross-sectoral issues

* Resolute implementation of civil service and fiscal reforms (governance improvement) and monitoring of
programmes and measures are essential for the effective implementation of short-, medium- and long-term
measures and the solutions to sectoral problems.

- Strengthen the fiscal position.

- Promote decentralization (e.g., strengthen the functioning of DDCs/VDCs [through, among other measures, the
establishment and utilization of district technical offices to support the local technical base], and strengthen
coordination with NGOs).

- Implement civil service reforms.

- Reflect the findings of the monitoring of programmes and measures in Five-Year Plans.

» Gender issues are at the root of poverty in Nepal. These issues need to be tackled in order to achieve
sustainable local development as well as gender equality.
- Empower women.
- Take gender issues into consideration in every sector (e.g., take steps to gender equity).

« Diffusion and application of IT
- Provide production and market information.
- Provide education in remote areas through IT.
- Train IT technicians.
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2-5 Proposed approaches of Japan’s ODA to Nepal in consideration of peace
facts

The Maoist uprising, which has been escalating since the end of November 2001, is seriously
affecting a wide range of aspects of the politics, economy and society of Nepal. The aggravated security
situation is both directly and indirectly affecting development aid activities. In view of such serious
impact of the Maoist insurgency on development and assistance, it is considered essential for this report
to deal with this issue as a matter of importance.

This section first reviews the state of the Maoist conflict and then discusses the concepts of Japan’s
aid with a view towards peace building.

2-5-1 Escalation of the Maoist problems and responses of the major donors

Prime Minister Sher Bahadur Deuba has been trying to solve the Maoist problems as a priority issue
since he took office in July 2001. Such efforts brought about an interim truce between the Nepalese
government and the Maoists and subsequent peace negotiations. However, before the peace negotiations
produced tangible results, the Maoists broke the ceasefire agreement and relaunched the armed
rebellion. In response to the worsening security situation, the Nepal government declared a three-month
state of emergency in November 2001. The state of emergency was twice extended in February and
May 2002 before being lifted in late August. In early September 2002, however, the Maoists attacked
garrisons of the security forces in the Central and Eastern regions. Amid the intensifying conflict,
security expenditures soared 50% after the state of emergency was declared. The fiscal pressures
mounted and the Nepalese government had to slash the development budget and allot the budget
portion thus saved to security spending. The Central Bureau of Statistics (CBS) of Nepal projects that
the economic growth rate for FY2001 will be 0.76%, the lowest level in 18 years. The worsening
security climate is having a significant impact on the economy, especially inward foreign investment
and tourism. On the political front, the nation is in disarray as well. Parliament was divided and
subsequently dissolved over how to cope with the Maoists. The ruling Nepali Congress Party, to which
Prime Minister Deuba belongs, is also divided. Moreover, the Maoists stated that they plan to disrupt
the general elections slated for November 2002.

The Maoists have recently been attacking bridges, roads, airports and other infrastructure
installations, in addition to the traditional targets of police facilities. The intensifying insurgency is
directly and indirectly affecting the implementation of development programmes. For example, the
closure of banks is making it difficult to remit funds to the sites of development projects. Both the
Maoists and the government are stepping up pressure on public assembly (the holding of meetings,
training sessions, etc.). VDC chairmen and staff, fearful of being embroiled in the conflict, are fleeing
to the district halls or out of the districts altogether. Furthermore, the central government is suspending
its programmes. This situation is fanning the people’s fear and distrust of both the government and the
Maoists, as even people’s daily life is being affected in some areas.

Meanwhile, there has been no major change in international aid to Nepal in general. However, donors
are exchanging information with one another. In addition, donors are independently or collectively
analyzing the current conflict and reviewing their aid strategies.® It is reported that the Maoists have

% See, for example, Loocke, J.H. & Philipson, L. (2002) and UNDP (2002d). In May 2002, Conflict Assessment Mission Nepal was conducted
at the initiative of the UNDP Nepal office. Coupled with interview surveys in Nepal, this study examined approaches to preventing the
prolongation or aggravation of the Maoist conflict, as well as peace considerations at the project level. Among the participants were Hidetomi
Oi, a member of this study committee, and representatives from the JICA Nepal Office and JICA Headquarters. The findings have been
compiled in a UNDP report (2002b). Also in May, USAID/Nepal organized a donor conference to study aid strategies in response to the
escalating conflict.
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rarely directly obstructed aid activities that involve communities at the grassroots levels, benefit the
poor, ensure transparency, and enjoy support from the local communities.

For the future, donors are still in search of viable aid strategies in the rapid turn of events surrounding
the Maoist problems and amid uncertain situation in Nepal. Nonetheless, donors are exploring ways to
continue, rather than suspend, aid programmes while minimizing the risks involved, since they
understand that people in Nepal are all the more in need of assistance due to the current disruptions. For
example, UNDP is studying a number of measures, including: prioritizing programmes designed to
create jobs and increase income levels for many local residents; prioritizing programmes designed to
directly benefit the poor; encouraging youth to engage in productive activities; maintaining
transparency; assigning as many local staff as possible; and maintaining a certain level of contact or
dialogue with the Maoists.*” The EU has proposed that it is important to continue analysis of the Maoist
problems in order to address it appropriately and in a timely manner, consult with other donors, and
extend assistance based on the initiatives of local communities.*

2-5-2 Proposed approaches of Japan’s ODA to Nepal in consideration of peace facts

The poverty problem is said to be at the root of the Maoist problems. Some of the major donors, after
conducting a series of analysises of the conflict in Nepal, now suggest that the conflict has been
prompted by socio-economic disparities among regions and ethnic groups and, in particular, inequitable
development. In the light of this suggestion, this study committee emphasizes, as peace considerations,
the following three points in planning and implementing Japan’s development assistance to Nepal.*

(1) Behind the escalation of the Maoist violent campaign lie regional disparities between urban and
rural areas, as well as social inequality based on ethnicity, caste and gender. Therefore, in extending
development assistance, two considerations should be made. One is to attach importance to poor areas
in planning and implementing development aid projects. The other is to improve the access of ethnic
minorities, low-caste groups, women and the poor to social services, and involve them in the decision-
making process. In other words, it is important to ensure that development assistance will not leave
behind the socially poor and depressed groups. It is also important to ensure that development
assistance will not result in wider disparities among regions and ethnic groups.® Aid programmes
targeted at ethnic minorities, low-caste groups, women or the poor are viable. In these programmes,
further coordination with NGOs is important.

(2) Inadequate governance is a major factor behind the Maoist insurgency and the pent-up frustration
of the people; inadequate governance is exemplified by an inefficient civil service, the slow pace of
democratization, excessive centralization, and corruption. This situation makes it more important than
ever to support improvement in governance, in particular the prevention of corruption and capacity
building for local governments in line with decentralization. In addition, the police are inefficient and
corrupt in the eyes of the Nepali people, although they are an important actor in improving the nation’s
capacity to maintain order and in preventing conflicts. Under these circumstances, it is worth studying
the possibility of continuing and improving the police training programmes that JICA has so far
provided to Nepal, with a view to strengthening the civil police force in Nepal.

% UNDP (2002b)

¥ UNDP (2002b)

% Loocke, J.H. & Philipson, L. (2002)

* These points were brought based on the discussions of UNDP (2002b).

“© On the geographical spread of development programmes, the mission pointed out that UNDP programmes are largely clustered around
districts with relatively higher HDI statistics, and where national highways are located, and they have contributed to a widening of regional
disparities (UNDP (2002d)).
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(3) Donor coordination is all the more important during the conflict and in the conflict prevention
phase, when crisis information sharing and response coordination are essential.

2-6 Points to be noted in extending aid to Nepal

Based on the basic concepts and approaches of Japan’s ODA to Nepal discussed above, this study
committee has identified the following six points that should be noted in extending aid to Nepal from
medium- and long-term perspectives.

(1) Support for local development initiatives requires observation of progress in local self-
governance and respect for the initiatives of local governments (DDCs and VDCs). The support
should also take account of transparency and others for the improvement of the quality of aid.

As decentralization progresses, local self-governance is taking shape. Among the examples of these
moves are devolution from the central government to local authorities, the increased institutional
capacity of DDCs/VDCs, and the participation of women, the social vulnerable and community
organizations in public service delivery. These moves toward the establishment of participatory local
self-governance are at the nascent stage, and there are many challenges for local entities. Nonetheless,
such self-governance is essential to ensure that democracy is firmly in place and the long-term
development of Nepal is achieved. The DDCs/VDCs play a pivotal role in this respect.

To support the establishment of such self-governance, the implementation of development projects in
the regions requires respect for the local self-governance system and ownership by the DDCs/VDCs.
Specific measures include: (i) involving DDCs/VDCs as counterparts; (ii) integrating aid projects into
the development plans of DDCs; (iii) organizing user groups; (iv) encouraging the participation of
NGOs; and (v) ensuring coordination with other donors on the initiatives of DDCs/VDCs.

Project implementation within the framework of participatory local self-governance will improve the
quality of development assistance. This is because such implementation will ensure the efficiency,
sustainability and transparency of projects, and even the successful outcomes and subsequent ripple
effects of model projects.

As it stands, however, Nepal is still in the process of shifting from centralized governance to
participatory local self-governance. Even at the local government level, traditional practices and the
mentality of the centralized regime have yet to be eradicated. It is therefore necessary to carry out
rigorous monitoring of the management and outcomes of aid projects and pursue high levels of
transparency and notable accomplishments. This is what local communities in Nepal are watching for
closely. Accountability in these aspects is an important responsibility of JICA as pointed out in the
recent reviews of Japan’s ODA.

(2) Since there are security concerns in most parts of the country due to the Maoist insurgency,
it is necessary to explore ways of extending low-risk assistance with top priority given to security
considerations.

Top priority should be given to security in extending aid. However, there are security concerns in
most parts of the country. Moreover, there is a correlation between poverty levels and the level of the
Maoist campaign. In other words, the more dangerous a given area is, the more the area is in need of
poverty reduction. Under these circumstances, it is necessary to explore ways to implement
programmes with the minimum risk by giving priority to security considerations.

One such way is to deploy Nepali staff as far as possible and limit the scale and scope of activities by
Japanese nationals. Many excellent staff are locally available. In fact, JICA has already taken steps to
deploy local community organizations in the development welfare assistance programme. In another
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JICA project,” Nepali staff have been employed at the DDC level, and VDC staff themselves have
served as facilitators at the VDC level. It is necessary to build on such approaches and explore the
possibility of further diversifying aid modalities. Regarding security, a number of measures should be
taken, including: (i) establishing a base for Japanese staff in a safe area (e.g., the district capital)
regardless of whether or not such an area is covered by the project concerned; and (ii) planning security
arrangements so as to cope with changes in the security situation in a prompt and appropriate manner.

In the future, when the Nepalese government’s management of the Poverty Alleviation Fund (PAF)
and other fund gets off the ground, Japan should explore the possibility of offering financial support to
specific DDCs and leaving local activities under the management of local organizations (local
governments, NGOs, etc.) in coordination with other donors. In this case, Japan should monitor the
outcomes and the poverty reduction impact at the DDC level. Japan should also make adequate
interventions to ensure the effectiveness of its aid.

Many donors continue their activities in areas with a certain level of risks.®? It is desirable to exchange
information frequently with such donors in order to explore ways to extend aid in a low-risk manner. It
is also desirable to maintain a certain level of response coordination with other donors.

(3) It is essential to accumulate as broad-ranging experience as possible of successful aid
programmes that will improve aid effectiveness at the DDC level. Such successful experience
should be made known and shared as extensively as possible.

Donors tend to implement model projects and expect that the accomplishments of such projects will
spill over to other part of the district or even into other districts. However, projects implemented so far
did not always have such spillover effects.

In Nepal, which is diverse both socially and geographically, a development project that has proven
effective in some areas will not necessarily have a similar impact elsewhere. It is not practical for Japan
alone to raise the overall socio-economic standards of a given district in its support for the development
initiatives of the DDC and other local entities. Nor is it appropriate for Japan to concentrate its aid on a
given district. It is more practical for Japan to focus its aid projects on several VDCs or on the
institutional capacity building of DDCs. As such, for the model projects to have wide spillover effects,
it is essential to accumulate successful aid programmes as many and various as possible which
contribute to the economic development and poverty reduction at DDC level.

Such successful experience should be shared extensively in Nepal. To this end, it is preferable
(especially from the viewpoint of respecting the ownership of DDCs) to utilize, where available, the
training programmes and facilities of the DDCs that are being developed as part of the efforts to
strengthen local governance, as discussed in (1) above. Among such facilities is a technical center to be
constructed in every DDC starting in FY2002. Meanwhile, ex-post evaluations of development projects
conducted so far have identified a number of conditions for such a project to have wide spillover
effects. Firstly, the project has to bring direct benefits to local communities in a visible manner.
Secondly, the project has to be technically simple, inexpensive, and easy to manage. Thirdly, the project
has to be made widely known through an information dissemination campaign. Especially the active
publicity efforts for the successful aid experience should be made.

4 The Community Development and Forest / Watershed Conservation Project Phase Il in Nepal based in Pokhara. This project has an advantage
in that its sustainability is assured since the VDC personnel plan to continue the ongoing activities even after the project is completed.

“ GTZ is implementing a forest development project (1992-2006) in Siraha, Saptari and Udaypur districts in the Eastern Region. Two Germans
and 12 Nepalis have been assigned to this project. In its primary health care project (1994-2001) in Siraha and Dhading districts, GTZ again
assigned two Germans and 12 Nepalis. USAID is implementing extensive aid programmes throughout Nepal, ranging from the Far-Western
Region to the Eastern Region, through international and local NGOs. These programmes are targeted at agricultural and rural development,
health care and family planning, and the empowerment of women.
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Box 2-3 Lessons from past projects and recommendations

- Projects that consider poverty and gender problems, but actually fail to target those concerned
carry the risk of bringing about wider economic disparities. In this regard, accurate targeting is
important.

- It is necessary to minimize inputs and maximize outputs by taking a functional approach (a
comprehensive development approach that addresses a number of issues simultaneously with a
package of different schemes). Evaluation should focus on the overall performance of such a
package, rather than individual schemes.

- Effective implementation of participatory local development projects requires: consideration of
the living environment and social/cultural diversity of local residents; coordination with NGOs
that have developed from community organizations; consideration of the remuneration and
posting of local staff; and arrangements to minimize negative effects in and outside the village
concerned (e.g., the depopulation of the surrounding areas).

-In order to: (i) strengthen the institutional capacity of the government to support community
activities, and (ii) support the development activities of communities, it is necessary to
simultaneously promote the decentralization of ministries and agencies and strengthen
coordination among the relevant institutions at the local level.

- It is necessary to demonstrate flexibility to plan each participatory development project that fully
accommodates local realities and to fine-tune it whenever necessary.

- It is necessary to make the most of local organizations and human resources. This will encourage
local self-help efforts and contribute to sustainable development.

Sources: Nagoya University (2000), JICA (1996).

(4) It is important to take advantage of lessons learned from JICA’s past projects and the
experience of other donors

JICA conducts ex-post evaluations of its projects for better development assistance in the future. In
addition, JICA makes efforts to improve such evaluations itself, including the use of third-party
evaluations and joint evaluations with other donors. Moreover, now it is practicable to learn a lot about
the experience of other donors as it has more opportunity than before to exchange information with
them. However, some experts say that JICA has yet to fully take advantage of the lessons learned from
past projects. They also say that the problems with JICA’s projects have basically remained unsolved to
date.”® Despite the difficulties involved, JICA should do more to take advantage of the lessons from past
projects and the experience of other donors. For example, preliminary evaluations prior to the
implementation of projects should be strengthened so that evaluations at completion and ex-post
evaluations will be done more effectively for use for the formulation of new projects. Box 2-3 outlines
experience and lessons learned that were identified in project evaluation reports concerning Japan’s
ODA to Nepal. This study committee gives recommendations in the light of such experience and
lessons.

(5) Itis important to support the formulation, evaluation and review of key plans.

As the top donor, Japan should commit itself to supporting the key development plans of the
Nepalese government. In recent years, Nepal’s key plans have not been formulated by government
institutions alone. Input from donors, the civil society and NGOs is reflected in these plans as well. As
such, Japan should also involve itself in the formulation process and contribute to better plans. This
allows Japan to become familiar with these plans, have common objectives and concerns, and thus

“ Nagoya University (2000) p. 296.
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improve the effectiveness of its aid.

For example, Japan can involve itself in the processes of formulating, evaluating, and reviewing Five-
Year Plans and the APP. The Nepal government plans to conduct interim evaluations and overall
evaluations every five years. Agriculture has been and will be a key sector for Nepal. Japan should
proactively extend aid to this sector in cooperation with other donors.

The major forum for aid coordination has moved to the developing countries and even to the projects
sites, where close coordination is underway on a daily basis. Nepal is no exception. Japan is required to
strengthen the capacity of its activities in Nepal led by the JICA Office so as to play a more active role
in formulating the key development plans of Nepal.

(6) It is important to improve the effectiveness of aid to Nepal through strengthened
coordination and cooperation with Japanese NGOs, local governments, universities, and other
institutions.

Many Japanese NGOs, local governments, universities, and other institutions have been extending a
wide range of aid to Nepal. Some of them have made significant contributions to the development of
rural areas through many years of activities. JICA is advised to keep abreast of the activities of these
organizations, evaluate them properly, and then support these organizations both directly and indirectly,
so that they will be able to make guantitative and qualitative improvements in their activities.

JICA may take advantage of its grant assistance for grassroots projects and community empowerment
programmes in order to support NGOs and local governments, including sharing information with
them. Specific measures required in this regard include improving relations between NGOs and Nepal’s
Social Welfare Council (SWC). To this end, JICA may need to organize joint meetings between NGO
groups and SWC. It may also need to request SWC to make arrangements so as to facilitate NGO
activities. In fact, SWC is required to ensure coordination with NGOs, under the ownership of the
Nepalese government, regarding their target sectors and areas, so that NGOs will be able to carry out
their activities effectively and efficiently. JICA is also advised to support college professors and staff by
providing information and other services. Such support will often lead to universities accepting more
Nepali students and working together with them. It will also encourage college professors and staff to
do more to help Nepal.

In fact, these efforts have already been made by the JICA Nepal Office and NGOs to some extent.
However, JICA should redouble these efforts. Such an initiative will: (i) lead to efficient
implementation of Japan’s aid to Nepal regardless of whether such aid is through ODA or NGOs; (ii)
encourage all walks of life in Japan to help developing countries, (iii) raise awareness among Japanese
people regarding Japan’s aid and; (iv) hopefully raise public appreciation for the activities of JICA.
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