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From the Desk ...25

I1DS is pleased to bring out the 35" edition of its newsletter Sambad. This newsletter is published every
six months to inform readers about our activities. Starting this year, 11DS will be organizing the Distinguished
Lecture Series annually. Its goal is to provide forum for experts to share their insights on contemporary
issues and on topics of importance and relevance to Nepal. This year’s lecture took place on July 18 at
Hotel Yak & Yeti, on the topic of “Fiscal Federalism in Nepal: Opportunities and Challenges”’; the
featured speaker was Prof. M Govinda Rao, an expert on fiscal federalism.

Alargely peaceful and successful election to the Second Constituent Assembly (CA) was an important
milestone. Now the CA members and the political parties have an enormous task before them—drafting a
new constitution and designing a federal setup. This is a very complex and challenging job and the CA
members and political parties need to proceed with care and seriousness that is commensurate with the
enormity and significance of the task. Achieving the dream and aspiration of a peaceful and prosperous
Nepal requires compromise in the spirit of cooperation from the political parties in the constitution writing
process. Let’s hope that the CA and the political parties can get this done. The carving out of states should
not undermine the social fabric. Itis also important to realize that going federal is not going to solve all our
problems. Economic growth is the key which will open up new opportunities for the people.

Recently the Nepali-Congress led government presented the budget for the coming fiscal year 2014/15. It
has prioritized modernization and development of agricultural sector as well physical infrastructure—roads,
bridges, irrigation system, hydroelectric power plants and transmission lines. Given the poor state of our
physical infrastructure and acute electricity crisis, this is a wise decision. Resources are scarce and it is not
possible to do everything. The budget is a good plan in paper; however, implementation is the key. Without
proper and sound implementation, even very good plans and programs can not yield good results. One
area of government weakness has been implementation so it is important for GON to improve on this
aspect of governance.

It is that time of the year—our main festivals are two months away. \We wish everyone a very relaxing and
enjoyable festival season.
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Professional Contribution , Projects, News and Events

Distinguished Lecture Program on Fiscal
Federalism

Institute for Integrated Development Studies (11DS)
organized a special lecture titled “Fiscal
Federalism in Nepal: Opportunities and
Challenges”, on July 18" at Hotel Yak and Yeti. It
was the first of the Distinguished Lecture Series
delivered by Prof. M Govinda Rao, an expert on
fiscal federalism and a member of Fourteenth
Finance Commission, Government of India. The goal
of the lecture is to contribute towards understanding
of fiscal aspects of federalism and to foster informed
debate and discussion among the political parties,
policy makers and the general population. Prof. Rao
began his lecture by stating that formation of a federal
structure in Nepal is an enormously complex task
and warned that it is not a panacea to Nepal’s ills.
He concluded by stressing that economic growth
and development is the key to solving our problems.
The lecture program was chaired by Dr. Bhekh
Bahadur Thapa, founding member of 11DS whereas
Dr. Bishnu Dev Pant, Executive Director of [IDS
delivered the welcome remarks. The lecture was
well attended by diplomats, retired senior
government officials (secretaries), Constituent
Assembly member, Member of National Planning,
Commission, leader and members of political parties,
former minister, prominent academics, journalist and
members of civil society. A question-answer session
followed lecture. The program was wrapped up
with the closing remarks of Dr. Mohan Man Sainju,
Board Chairman of I1DS.

The Asia Foundation (TAF) and B.P. Koirala India-
Nepal Foundation (BPKF) provided the financial
support for the lecture program.

See Annex for Prof. Rao’s Lecture
Nepal Economic Outlook 2013/14

IIDS released its flagship publication “Nepal
Economic Outlook 2013/14” on July 2014. The

I1DS report says that the economy will recover in
FY 2013/14 and is projected to achieve an overall
growth of about 5.1%. The study projects inflation
to stay high in FY 2013/14, around 10%. Astrong
expected growth inagricultural production, successful
election to the Constituent Assembly as well as
strong remittance inflows are expected to drive the
economy forward in FY2014. The investment
climate and service sector has improved significantly
and expanded in recent years, following a successful
election to the second Constituent Assembly and
formation of a government. Conversely, industrial
sector’s performance has been declining. The loss
of competitiveness resulting from lack of adequate
electricity supply, poor infrastructure, lack of skilled
manpower and labor issues have been the major
causes of decline of manufacturing industries in
Nepal. The IIDS report makes a number of
recommendations for raising economic growth and
speeding up development in Nepal. It strongly argues
for the need to modernize the agriculture sector,
revive and expand the manufacturing sector and
create more jobs, and focus on service trade as well.
Good governance and improving institutions is the
must to achieve the goals addressing the
infrastructural bottlenecks and deficiencies.

11DS and IFPRI Collaboration

The Institute for Integrated Development Studies
(11DS) and the International Food Policy Research
Institute (IFPRI) recently signed a three year contract
for the implementation of a project “Policy Research
and Strategy for Agricultural Development and Food
Security in Nepal”. The project will jointly conduct
activities in various fields of research, capacity
building, assessment and policy analysis and dialogue
on related issues in appropriate areas in
collaboration with the various local partners. Some
of the major activities that will be implemented are
related to seed, food safety and contract farming.



IIDS Board Meeting

I1DS had its board meeting on July 14, 2014 where
board members along with Executive Director of
IIDS discussed on various projects, plans and
administrative aspects.

IIDS Scholarship

I1DS funded Phd. scholar Mrs. Rashmi Shilpakar
(Rajkanikar) from Tribuwan University to research
on “Impact of Remittances of Poverty
Reduction in Nepal (A case study of
Changunarayan, Hatiya and Katahari VDCs.”
She presented her Phd. dissertation on 8" July,
2014 in lIDS.

Similarly 11DS funded Ms. Binu Thapa, Master in
Development Studies from Kathmandu University
presented her thesis on “Analysis of Income and
Expenditure Patterns of Slum Dwellers in
Kathmandu: A case study of Slum Dwellers
from Bagmati Corridor”’on 8" July, 2014 in
11DS.

With the objective of encouraging and providing
women with more opportunities to pursue their
further education and research, I1IDS provides a
scholarship for women scholar who is pursuing a
Master’s, MPhil or PhD degree. Scholarship is

provided every year.

IIDS Staff Participation

Dr. Bishnu Dev Pant, Executive Director of IIDS
attended conference on “Second Asia Think
Tank: Promoting Regional Economic
Cooperation and Integration’ hosted by Asian
Development Bank (ADB) Institute, Tokyo, Japan
from May 20™-23, July.

Dr. Bishnu Dev Pant, Executive Director of IIDS
participated in the workshop on “India and Her
Neighbors” on July 16, 2014 in Patna, India
organized by A. N Sinha Institute of Social Studies.

Mr. Manbar Singh Khadka, Economist participated
in “Steering Committee Meeting of Tax Policy
and Enterprise Development in South Asia
organized by GINI on May 30", 2014 at Bangkok,
Thailand.
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Mr. Nanda Kaji Budhathoki, Economist attended
“Three Weeks
Environmental and Resource Economics’ held
at Asian Institute of Technology (AIT), Bangkok
that was organized by the South Asian Network
for Development and Environmental Economics
(SANDEE), International Center for Integrated
Mountain Development on May 6"-22" 2014.

Summer School on

Mr. Ram B. Khadka, Senior Economists; Mr.
Manbar Singh Khadka, Economists and Mr.
Madhu Ram Maharjan, Program Officer, attended
Capacity Development Programme on
“Monitoring and Evaluation for Feed the
Future Programs” on July 14-16, 2014 in Hotel
del’ Annapurna Kathmandu organized by IFPRI.

New appointments and internships
Appointments

Mr. Ram.B. Khadka was appointed as Senior
Economist on May 2014. He has completed M.A.
in Applied Economics from the Johns Hopkins
University, Washington, DC.

Mr. Prabin Dongol was appointed as an Assistant
Project Officer for the IFPRI project. He has
completed his Masters in Development Studies from
Kathmandu University, Kathmandu, Nepal.

Internships

Ms. Pratichhya Pant worked as an intern for three
months. She has completed her Masters in Business
Administration (MBA) from Troy University,
Atlanta, Georgia in 2012.

Ms. Sunita Poudel worked as an intern for amonth.
She has completed Bachelors in Business



Administration (BBA) from Kathmandu University
School of Management (KUSOM).

Ms. Rashmi Lamsal worked as an intern for a
month. She has completed Bachelors in Business
Administration (BBA) from Kathmandu University
School of Management (KUSOM).

Ms. Shailie Rimal has joined IIDS asan intern in
June 2014. She has completed M.A. in Economics
from Jawaharlal Nehru University (JNU), New
Delhi.

Ms. Roshani Bhujel has been working asan intern
since June 2014. She has completed M.A. in
Economics from Osmania University, Hyderabad.

Mr. Rahul Dhungana has been working asan intern
since June 2014. He has Bachelors of Business
Administration from Guru Gobinda Singh
Indraprastha University, New Delhi.

Mr. Anurag Pokharel joined I1DS as an intern at
end of July. He has been doing BSc in Mathematics
and Economics from Knox College, United States.

Projects: Completed Projects

Nepal Business Climate Perception Survey

This survey, conducted every six months, was
carried out by 11DS in collaboration with The Asia
Foundation. It was completed in January, 2014.
The survey aimed at providing accurate and reliable
statistical information to forecast future business
activities and also a complete picture of the
economic climate of the country.

The Local Government Action Research
Project

This project was conducted by I1DS in partnership
with The Asia Foundation (TAF) for a period of
nine months. The action research was implemented
inthe following five municipalities: Dharan-Sunsari,
Dhulikhel-Kavre, Byas-Tanahun, Narayan-

Dailekh, and BhimDutta-Kanchanpur. It is aimed
towards increasing the accountability of local
decision makers via various accountability and
transparency mechanisms in the above mentioned
municipalities.

Baseline Survey on Peace and Security in 18
districts for Conflict Prevention Program

This was a 9-month study which covered 18 districts
across Nepal’s five development regions for
collaborative work on peace, security and gender.
This project had been jointly implemented by UNDP
and UN Women Nepal Conflict Prevention Program
(CPP). The project was completed in May, 2014.

Baseline Perception Survey for UNDAF
(2013-2017)

This was a 4-year project funded by UNDP. The
goal of UNDAF (2013-2017) was to contribute to
significant positive changes in the lives of all people
in Nepal, with particular attention to those vulnerable
groups identified in the country analysis. The
objective of the survey was to establish the baseline
values for 18 perception indicators of the UNDAF
Monitoring and Evaluation Matrix by conducting
household survey as well as focus group discussions
(FGDs) representative at the national level.
Accordingly, the survey was conducted to draw
together peoples’ perception on the themes of caste
discrimination, security arrangements, judicial
arrangements, conflict management, and peace
establishment.

External Evaluation for Hill Maize Research
Project (HMRP)

This was a three month project for which the donor
agency was USAID. The evaluation was designed
to examine effectiveness of HMRP interventions and
document the lessons learned and good practices
that can be shared with the Government of Nepal,
USAID and SDC to improve their development
learning and future programming.



Ongoing Projects

Tax Policy and Enterprise Development in
South Asia

IIDS had signed a three year contract with
Governance Institutes Network International
(GINI) in 2012 to conduct a study on tax policy
and enterprise development in South Asia with
financial support from IDRC, Canada. The project
ison its third year of implementation and is expected
to be completed by end of 2014.1t aims at providing
advanced technological knowledge on the
relationship between tax policies, development of
small enterprises and inclusive growth in South Asia
through collaborative time bound research by the
leading think tanks of the region and inform policy
formulations in these areas by the government in
Pakistan, India, Bangladesh, Sri Lanka and Nepal.

Poverty Alleviation Projects in Kapilvastu
District

[1DS has been implementing the Poverty Alleviation
Program in partnership with the Poverty Alleviation

Fund (PAF) for assisting in the social, economic
and physical development of the Dalits, indigenous
people, muslims and women by helping them realize
their intrinsic self-reliance capacity and identifying
their needs through the process of social
mobilization. It is an ongoing program benefiting
about 3643 households covering 161 community
organizations of Kapilvastu district.

Bilateral and Regional Trade Agreementin
South Asia: An Outline on Implication of
Trade Agreements in Nepal

This isayearlong project signed under the South
Asia Network of Economic Research Institute
(SANEI). The projectis currently in the initial phase
of the development. The objective is to study the
implication of Bilateral and Regional Trade
Agreements (BRTA) of Nepal in relation to South
Asian countries and is expected to be completed
by the end of December 2014.
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Strengths and Snags: New Budget Articles (11DS Staff Contributions)

- Mr. Ram B. Khadka *

The Nepali Congress-lead government has unveiled Rs. 618.1 billion budget for this coming fiscal year
2014/15. Afirst full-fledged budget in three years, it represents a 19% increase from the previous FY. This
is an ambitious budget; among other things, it seeks to achieve a growth rate of 6%, promises to end load
shedding in three years and attempts to modernize agriculture.

Some thought on the new budget. It wisely prioritizes physical infrastructure development—expansion and
improvement of road network, construction and expansion of irrigation facilities, raising hydroelectric
generation and expansion of transmission lines, and modernization of agriculture. Money have been allocated
for the national pride projects— the Mid-Hill Highway, Hulaki Highway, North-South Corridors—widening
of words in Kathmandu valley, Ring Road improvement project, construction of bridges as well as expansion
of road links to VDCs and so on. At the same time, the GON is committed to resuming the stalled work on
Fast Track that links the Kathmandu valley with Terai through Hetauda. Given the sorry state of infrastructure
in Nepal, investment in these areas is critical to improving and raising the country’s productivity and reviving
the manufacturing sector. For any economy, manufacturing is very important for generating employment as
well as exports. Unemployment and underemployment have been chronic macroeconomic problems in
Nepal and reversing the decline of the manufacturing sector is key to addressing the problem. Foreign
employment has grown at a staggering in recent years, contributing about a quarter of the GDP. However,
this is not a long-term and sustainable solution to unemployment problem.

Expanding road connectivity and improving the quality is an economic imperative. Aweak and inadequate
transport network has impeded movement of goods and people and hurt domestic as well as international
trade. In absence of shorter and more direct routes, passenger as well as transport vehicles are forced to
use a much longer route to the Kathmandu valley, resulting in wasteful use of precious fuel imported from
India. Improved and adequate road network would help energy security as well. Higher transport costs
make Nepali products less competitive undermining exports, manufactured exports in particular. It is worth
mentioning that the manufacturing sector has been crippled by the long hours of power cuts (as well
recurring labor disputes and strikes).

The FY 2014/15 budget is ambitious and the government is unlikely to meet some of the goals— ending
power cuts in 3 years and achieving a 6% economic growth rate. However, the government should be
commended for some sound judgment and for its priorities. Despite vocal demands from CA members for
allocation of Rs. 50 million for each constituency to be overseen by the respective lawmakers, it is not
included in the budget. Instead each constituency will receive at least Rs. 50 million of infrastructure
projects. In spite of the threats to scuttle the budget process if the government did not give in to this
demand, the government did not capitulate. The provision of Rs. 1 million to each constituency under the
lawmakers’ fund has been criticized for lack of transparency and accountability, and for the failure to
properly utilize the fund. In this context, providing additional Rs. 50 million to each lawmaker would be
very irresponsible. Repeated incidence of embezzlement of state funds provide us little assurance that the
fund will be properly used and will not be abused.

Agriculture has received the importance and priority that it deserves. Despite contributing about 34%
towards the Gross Domestic Product (GDP) and providing livelihood for about two thirds of Nepalese,
agriculture sector is beset by problems. The government wants to modernize agriculture, raise output and



generate employment in this sector. To that end, various subsidies and incentives are included in the budget
for commercial farming, dairy, poultry, tea industries, etc. For example, 50% interest subsidy on loans for
commercial farming, capping of interest on loans for commercial vegetable, mushroom, herb farming,
fishery and dairy business at 6%. These subsidies and incentives are aimed at increasing investment in
agriculture, raising output and addressing high product prices as well as food insecurity issue.

The budget seeks to address the acute electricity crisis through investment in hydroelectric power plants,
utilization of solar energy and by providing incentives for the private sector to generate more electric
power. These include tax holiday for 10 years on hydroelectric plants that generate power by Fy 2022/23,
aswell as incentive of Rs 5 million per MW for developers that add electricity to the national power grid.
Aware that compensation disputes with farmers over land have stalled transmission line expansion work, a
high level commission is to be formed to address this issue. In addition, 25 MW of solar energy is to be
generated in Fy 2014/15—this may not be attainable.

The strengths of this budget is that it addresses some of the major problems, like infrastructure deficiency,
modernization of agriculture and opening of vocational schools in VDCs. The latter is an attempt to address
one of reasons of high unemployment—Ilack of skills. Youths can acquire skills through vocational training
and find jobs. This is a good plan in paper. Time will tell whether it works or not.

The budget overlooks some other important issues, like cleaning up the rivers and creeks in Kathmandu
valley, stopping uncontrolled deforestation and controlling high inflation. Rivers in the valley have been the
dumping places for trash, garbage as well as untreated sewer. The recent widening of roads has given the
Kathmandu valley a major face lift. Now government should also focus on cleaning up the polluted and
defiled rivers and creeks. Budget should have been allocated for this work accordingly. Similarly, the other
area that has not received enough attention is uncontrolled and illegal logging resulting in widespread
deforestation in Chure and other regions. Trees provide critical natural cover and are integral part of our
environment. Therefore, the government should have allocated money for monitoring the forests and fighting
the alarming rate of deforestation.

The one issue that concerns every household is high inflation—yet the government ignores it. As measured
by the CPI, inflation was around 10% last year and is not expected to fall any time soon. Supply side is
factors are responsible for this. Cartels, syndicates in supply and transport sector, as well illegal hoarding
and artificial shortage have lead to rising prices. Raising government employee salaries or allowances helps
only certain sector of the society. More ever, it does not tackle the main causes of inflation, rather tries to
addresses the symptom of a deeper problem. Government could have done more to fight inflation.
Expenditure on food comprises about 70% total household spending in Nepal. To provide relief to common
man/woman, the government can and should provide cheaper food grains. This could be achieved by
purchasing/importing a large amount of food grains and selling them at a lower price. The government’s
failure on this is disappointing.
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*Mr. Khadka is a senior economist at [1DS.



Energy Crisis in Nepal: Its Prospects and Challenges
- Mr. Madhu Ram Maharjan*

Nepal, one of the least developed countries, is characterized by low per capita energy consumption and
dominant use of traditional energy sources. Despite having enormous hydro-electricity potential, only 50%
of the total population has access to grid electricity. Firewood is the primary energy source for domestic
purposes in rural areas. Due to geographical remoteness, a scattered consumer, higher costs of supply and
maintenance, low consumption and low level of household income, linking the rural areas to national electricity
grid is difficult. In order to solve the energy problem in rural areas, Nepal’s government has initiated the
production and distribution of several renewable energy technologies. Among them, micro-hydropower is
one of the most promising and widely adopted decentralized technologies to distribute electricity in rural
areas.

There are 6,000 rivers and rivulets, within four big river basins fed by snow melt and monsoon water, with
enormous hydropower potential. Such potential sources of power have not yet been developed resulting in
shortage in the power sector. Though the first hydropower plant was builtin 1911, Nepal currently generates
only 665.21 MW of hydropower, including thermal plant (53.41 MW), and solar energy (0.1 MW). The
total generation in the country is only 718.62MW. It is estimated that Nepal has about 42,000 MW of
commercially exploitable hydropower capacity from the waters of rivers like Sapta Koshi, Sapta Gandaki,
Karnali and Mahakali and Southern river basins. Besides this, over 100 MW of micro hydropower, 2,100
MW of solar power to the grid, and 3,000 MW of wind power can also be harnessed. Also, there is a
possibility of installing another 1.1 million domestic biogas plants in Nepal.

Most of the hill and mountain settlements in Nepal are scattered making it difficult to provide electricity
through the national grid. The use of alternative energy technologies like micro hydropower, solar energy;,
wind energy, smokeless stove, bio-briquette and biomass energy are important to promote socioeconomic
development, for poverty reduction, and environment conservation. The current per capita energy use in
Nepal is very less in comparison to other South Asian countries. Out of total energy use, traditional sources
account for 86.1 percent, commercial sources for 13.13 percent and renewable sources for 0.77 percent.
It shows that heavy reliance of Nepalese economy over traditional energy resources has remained unchanged.

Despite having much hydroelectricity potential, due to lack of investment in storage type hydropower
plants (only two hydropower plants with an installed capacity of 92 MW are storage types, while the rest
are run-off river plants.) as well as the setback of Arun I11, we are forced to deal with acute power outage.
The scheduled power cut (load shedding) has become a way of dealing with insufficient power supply in
Nepal in last five years. Specially, during dry-season, Nepal’s dependence on hydropower becomes obvious,
forcing the NEA to cut power in Kathmandu for 12 hours per day (as in April 2014). The current national
electricity demand is 1,094 MW in the dry season and 450 MW in the rainy season, when the discharge in
the river increase significantly.

Though Nepal has formulated various policies and strategies to create an enabling environment for generating
and expanding energy services using hydropower, we have not been able to harness other renewable
resources optimally. The Task Force Report for Generating 10,000 MW Hydropower in 10 Years and
25,000 MW Hydropower in 20 Years are some of those policies and plans. Besides, there are many other
acts, regulations and guidelines that promote and encourage hydropower development. The Three Year
Plan (T'YP) also highlighted the strategies focusing on public-private-partnership for developing hydropower,



renewable energy and expansion of transmission lines, particularly climate change-friendly development.
Further, the government announced a favorable policy to motivate and attract investment from private
sector, foreign investment, local entrepreneurs, energy user groups or institutions in electricity grid and
construction of hydropower plants. Government also implemented the one window system to ease the
burden of bureaucracy and to reduce the complexity for the power producers.

There are some inspiring examples, both national and international, that we must learn from for replicating
hydropower development. The three Nepali power projects like Chilime (20 MW) in Rasuwa, Piluwa (3
MW) in Sankhuwasabha and Jhimruk (12 MW) in Pyuthan proved that Nepal can now generate cheap
electricity with locally-built and locally-financed hydropower schemes. Ghandruk is another example of
micro-hydro project that generates 50 KW of power from Modi Khola, enough for lighting every house in
the village. The thrust of the micro hydro projects of this nature is to develop hydropower potential in a
sustainable and environmentally-friendly way, with maximum use of the domestic resources and expertise.
Similarly, Bhutan and Laos have shown their competence and have succeeded in generating and exporting
hydroelectricity to their neighbours. We can learn many things from 1,070 MW Nam Theun Hydropower
Project in Laos and 1020 MW Tala Hydroelectric Project in Bhutan to sustain and achieve our
developmental goals. From these projects, the nation has contributed significantly to the development of
the communities and the people. Nepal can adapt and refine those models to suit our specific environment,
in our context, to develop hydropower.

Problems need to be addressed

Energy crisis that Nepal has been facing in the last five years is the result of growth in demand by 100 MW
each year, due to population increase. It is imperative to start focusing on the construction of more storage-
type projects than run-of-the-river (ROR) projects now if we are to avoid load-shedding and meet the
growing annual demand in the future. Itis encouraging to know that the recently announced budget for FY
2014/15 has prioritized hydro power generation. The development of hydropower in Nepal is a very
complex task and there are numerous challenges and obstacles. Lack of capital, high cost of technology,
lower load factor due to lower level of productive end use of electricity and high technical and non technical
losses are some of the factors attributed to the low level of hydropower development. Amajor problem is
created by local communities, clubs and parties often making unreasonable demands—treating investors
as cash cows. Similarly, frequent strikes and closures are the other serious issues that many small hydropower
financers’ have been facing. Political instability, inadequate institutional capacity and lack of competent and
transparent regulatory mechanisms are the other factors. Despite the fact that the GoN is open to foreign
direct investment, implementation of its policies is often hurt by bureaucratic delays and inefficiency. The
different ministries, departments and other government agencies are involved in granting approvals and
licenses at various stages of project development unnecessarily prolong the decision making process and
escalates costs of the project. Hydropower sector in Nepal has also been facing major problems like
leakages (distribution loss, theft and uncontrolled bills).

Hydropower is a renewable energy source. Developing hydropower can increase clean energy supply and
reduce the emission of greenhouse gases, which is necessary to establish sustainable energy system and
maintain the socio-economic development. So, the government should take initiatives to attract private
sector, both domestic and foreign investment to increase power generation and transmission capacity in
the coming days. There is a general appreciation of the need for power sector reform in the region with



focus on institutional restructuring and privatization. Private investment in power generation has been growing
and other countries’ experience, for example, Bhutan and Laos, can be emulated. There is great prospect

of selling hydro electricity to power hungry India and Bangladesh, once Nepal’s needs are met, which will
be key to raising nation’s economic growth.
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*Mr. Maharjan is a program officer at 11DS



Public Private Partnership (PPP): A short glimpse of Nepal’s case
- Mr. Santosh Gartaula*

1. Concepts of Public Private Partnership

Recently there seems change in paradigm in the establishment of developmental infrastructure. Conventionally,
state used to organize infrastructure development project as part of its responsibility to its citizen. However,
such state obligation to its citizen seems to be a distant past in the near future. The focus has shifted to the
inclusion of market determinant actor as its main ally for the developmental projects especially in the
supplies of infrastructure. With such inclusion, a new model called Public Private Partnership (PPP) is
being introduced.

The concentration of PPP, as its general definition mentions, is in the “arrangement under which the private
sector supplies infrastructure assets and infrastructure based services” (Milos & Sladjana, 2009). Similarly,
OECD (2010) defines PPP as, “an agreement between the government and one or more private partners
... according to which the private partners deliver the service in such a manner that the service delivery
objectives of the government are aligned with the profit objectives of the private partners and where the
effectiveness of the alignment depends on a sufficient transfer of risk to the private partners.” With this
definition, there are two parties with an agreement with their own objectives building a new type of obligatory
relationship whereby public sector transfers the risk to the private sector. Hence, in the market economy
the one that assumes the risk accrues the premium i.e. profit. Such profit maximizing and seeking tenets of
the private sector is retained in the PPP led development. In another instance of, while defining PPP as the
cooperation between two actors, namely, public-private to develop products and services along with
sharing of risks, costs and resources associated with each product and services (Carsten & Graeme,
2013). Most argue development practitioners, academicians and international development agencies argue
that PPP was necessitated due to the fact that public sector enervated performance followed by lack of
innovation, flexibility, consumer oriented however private sector ‘enables innovation, flexibility, adaptability

and change’ (Diana, 2008).

Among the definitions of PPP, in spite of divergence in definitions, a few accepted features can be observed
viz. cooperation between public and private sectors, both sectors are equally important, relationship is
enduring and stable on the foundation of mutual goals, existence of transfer of material or immaterial
resources between the sectors and risk and responsibility is distributed between the sectors (Milos
&Sladjana, 2009). In addition to, OECD (2010) justifies the existence of PPP with the logic of efficiency
and fiscal constraints with stress on efficiency—competitive markets, effective identification, pricing and
transfer of project risks, and the ability to write comprehensive contracts. PPP framework of analysis
considers only one sector, private sector, to be efficient over public sector having *“greater incentive and
ability to deliver [design, construct, operate and maintain] cost effective capita assets than public provision
alone’ (OECD, 2010).

Similarly, next aspect of PPP is financial constraint. It often argued that some form of pressure is exerted to
government ‘to reduce public spending to meet political, legislated and/or treaty-mandated fiscal targets’,
hence government will allocate lesser financial and non-financial resources for the infrastructure development
(OECD, 2010). If there is government then it is guided by certain set of ideology. Each government tries to
show their ideology superior to another. Such manifestation is evident through fiscal activity. Hence such
unwarranted competitive ideology leads to fiscal constraint forcing lesser attention and investment in
developmental infrastructures and services. Therefore, fiscal constraint issue is closely associated with
political issue that builds favorable conditions for private sector to come into the scene. Under such purview,



one can argue that in developing countries PPP is necessitated due to political and ideological rivalry failing
to delivery basic infrastructure.

2. PPP Policy of Nepal

Nepal, under the navigation of India, achieved its democracy by replacing a century long oligarchical rule
in 1951. Nepal had palatable democracy with the promising future, although, a lot had to be done. From
the beginning of its infant democracy, Nepal opened up the space for private initiatives in schools, colleges
and newspapers representing diverse views (Sharma, 1986). Within a few years of political turmoil, the
rein of Nepal was confiscated by monarch from political party system. Thus Nepal had to experience
Monarch led development since Monarch had assumed all forms of authority. During those era, Panchayat,
private initiatives were taken with suspicious, thus all aspects of development was conducted by public
sector, dirigiste. And soon after the People’s Movement, Nepal was successful in reinstating political
power to the people; consequently, Nepal again opened the space for private initiatives.

It was, again, after 1990s, Nepal introduced private sector in the development mechanism. Initially
involvement of private sector was mentioned in the Plan document of Nepal, however due to various seen
and unseen reasons it could not progress as expected. Moreover, specifically, Eighth Development Plan
made necessary changes so that more leverage could be provided to private sector in infrastructure
development. With the passage of time, Government of Nepal was assured of the fact that it will not be
able to meet the growing demand with public resources, and thus to provide more confidence to private
sector—Government of Nepal in its Ninth Development Plan made some amendment by reducing
‘administrative and procedural rigidities faced by the private sector’ (UNESCAP, 2007). Government of
Nepal in its Ninth Five year Plan had initiated to include private sector in hydropower and, in addition to,
inits Tenth Five Year Plan “adopted the policy of promoting the private sector participation in the construction
and maintenance of the road network with the necessary policy and legal reforms as well as improving the
facilitative and regulatory role of the government...based on BOT and BOOT modalities (UNESCAP,
2007).

However Tenth Development Plan could not be implemented completely due to change of regime. Itisa
unique feature of Nepali politics to put Nepali people as a political stakes for the change and prosperity,
however after the triumph the situation gets even worse. Similarly, after the singing of Comprehensive
Peace Accord (CPA) between state and Maoists, Three Year Interim Plan was introduced where the
priority was placed on the reconstruction and rehabilitation of the physical infrastructure; and for this the
role of private sector was underscored with the modality of BOOT. In spite of various initiatives PPP could
not be materialized because of ‘... Nepal’s recent emergence from conflict and the establishment of a new
governance system which has their effects on both the Nepalese economy and private sector...pointed to
the lack of clear policy guidelines on PPP by the government” (White Paper on Paper Public Private
Partnership (PPP), 2011). In order to regulate PPP approach and its associated modality various Acts and
policy initiatives has been taken by Government of Nepal, namely, PPP Policy for Local Bodies, 2004,
PPP Guidelines for Local Bodies, 2005, Local Self Governance Rules, 2005, Local Self Governance
Administration Regulations, 2007 and White Paper on Public Private partnership for National and Local
Body, 2011.



Government of Nepal under the coordination of National Planning Commission (NPC) has released the
‘White Paper on Paper Public Private Partnership (PPP), 2011’ as its policy paper. In this document,
NPC in its foreword mentions that ‘country has not been able to implement PPP infrastructure
projects...smattering of micro level PPP projects being implemented at the municipality level’. Confidently,
Government of Nepal in its White paper has clearly *accepted that private sector as a development partner
in the social and economic development sectors’. Therefore White Paper delineates its vision with regard
to PPPs in infrastructure and service delivery.

While defining PPP in broader terms, White Paper, * the blending of resources and assets from both public
and private sectors with an objectives of providing a more efficient and cost effective means of infrastructure
and service delivery representing better value to people than traditional direct public delivery.” Furthermore,
itanticipates a better partnership in public infrastructure and facilities to meet the public needs through its
design, construction, financing, operation and maintenance.

Risk has been one of the most important components of PPP for a better value for money. White Paper
with brevity mentions that it is imperative to transfer sufficient risk from public to private in the PPP process
to achieve better value for money. This is necessary since PPP projects last for a long period of time, and
each period of time is exposed to risk both seen and unseen. Hence, such risks need to be identified and
allotted between the parties in the entire project process. With such understanding, White Paper has
identified risks, namely, public risks, economic and financial risks, market risks, construction risks, operation
and maintenance risks, environmental risks, exchange rate and interest risk and acceptability of user fees.
After identify the risks, it has also identified the PPP models.

Itis pertinent to have PPP model to reap the maximum benefits. Thus, White Paper has identified three
PPP models, viz. revenue based, availability based and hybrid. While defining PPP, it has also identified its
partners that include private enterprises (both domestic and foreign), NGO/INGOs and community based
organizations. Furthermore, it has listed its priority sector such as physical infrastructure, energy sector,
information and communication sector, environment sector and basic service sector.

3. Some specific PPPs
A Case of Local Level PPP: UNDP- Public Private Partnership for Urban Environment

It was in 2002 when UNDP PPPUE projects started. In the same year Kathmandu Metropolitan City also
approved PPP policy for urban developments. As part of the PPPUE, it identified its projects implementation
partners, namely, FNCCI and MuAN—each were assigned with their associated responsibility. PPPUE
claimed to have “initiated or completed partnerships with other UN agencies such as UN-Habitat, ILO
and UNESCAP for enhanced service delivery or other mutual benefits in line with objectives of those
agenciesaswell.”

Currently, there are a total of 69 projects being implemented in 13 municipalities under PPPUE scheme.
Among 13 municipalities, Hetauda municipality has the highest number of projects, 15, followed by 12
projects in Biratnagar municipality whereas Bhimdutta, Dhankuta and Guleriya municipalities have one
project in each. The table 1 shows the number of projects of 13 municipalities.



A Case of National Level PPP

In the year May 12, 2013 Ministry of Physical
Infrastructure and Transport with the view to add
infrastructure signed a concession agreement with Nepal
PurbadharBikas Company (NPBC). The agreement is
signed under Private Financing in Build and Operation
of Infrastructure Act 2006 to build 58 KM long
Kathmandu-Kulekhani-Hetauda Tunnel Highway.
According to the agreement with NPBC, the express
highway will come into operation by 2016 and will be
handed over to GoN after 30 yearsi.e. 2043 A.D, under
the provision of BOOT Act. The estimated cost of the
express highway is Rs. 35 billion. NPBC is optimistic
to repay its investors within the operation period of 8-
12 years(www.ekantipur.com).

Similarly, in 2013 GoN had invited Requests for Proposal to build cable car service in Pokhara under
Private Financing in Build and Operation of Infrastructure Act 2006. According to the plan, the cable car
service will be 1.5 KM long joining Phewa Lake and World Peace Stupa. Besides land acquisition, the
estimated cost is Rs 1.2 billion that has to be completed in conditional 3 years under the BOT modality.
During this process Ministry of Physical Planning, Works and Transport Management short listed joint

venture after studying Expression of Interest.

However, in the same year a Public Interest Litigation was filed in the Supreme Court. As a result, Supreme
Court issued a stay order against the implementation of Pokhara cable project. The petitioner alleged that
the project violated Environmental Protection Act, 1997, and as well as violated the principle of transparency;,

Table1: UNDP PPPUE, current projects in
progress

Location

Number of projects

Biratnagar
Hetauda

12
15

Bharatpur
Butwal
Pokhara

(o))

Siddharthanagar
Machinagar

Kathmandu
Dhulikhel

Dharan
Bhimdutta

Dhankuta

Guleriya
Total

PRk WO oo|lol N|oo

(o}
©

Source: www.pppue.org.np

good governance and economic discipline (www.thehimalayantimes.com).
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State of Foreign Direct Investment and Employment Opportunities in Nepal

-Ms. Roshani Bhujel*

Nepal is a land locked and one of the least developed countries, wrenched between the two economically
giant nations China and India. Albeit, Nepal opened up its market to foreign economy in 1950s but the
fruits of open market is a distant dream.

The available recent data on Foreign Direct Investment (FDI) reflects that total of 2,924 foreign investment
projects are registered in Nepal irrespective of categories of industries that worth a total of investment
more than Rs. 114 million. Inthe dominance of globalization, it is imperative to modulate Nepal’s development
strategy to maximize the benefits from economy of neighborhoods and regional cooperation.

However the situation is bleak as economic cooperation between Nepal and the investing countries requires
a new strong impetus to improve economic scenario. This entirely depends on high level political
understanding between the nations that is often overlooked by successive government.

Concept of FDI

Foreign Direct investment (FDI) occurs when an investor based in one country (the home country) acquires
an asset in another country (the host country) with the intent to manage that asset (UNCTAD, 1999).
Similarly, Krugman and Obstfeld (1997) defined FDI as international capital flows in which a firm in one
country creates or expand a subsidiary in another. As summarized by the World Bank (1996), FDI is an
investment made to acquire a permanent management interest (normally 10% of voting stock) in a business
entity operating ina country other than of the investor defined according to residency. Moreover, investments
taken are usually in the form of either “Greenfield or Merger and Acquisition” (M&A).

Despite the various arguments regarding the FDI in the least developed and developing countries, Nepal is
still receiving foreign investment in different forms. Sociologist like Firebaugh, Bornschier (1985) and
Chase-Dunn (1992) have argued that foreign investment is harmful in a gradual way for third world nations
like Nepal. Nepal being one of the LDC’s is exposed to these criticisms against FDI.

Different theories of FDI suggest that national and foreign private sector enterprises, if permitted to operate
in competitive market conditions, offer developing countries the best prospectus for faster national economic
growth which would provide opportunity to add new resources viz. capital, technology, management and
marketing. Respective to this, Nepal’s cooperation with the investing countries is essential in a greater
scale in future not only to sustain its development activities but also for poverty alleviation.

An overview of FDI in Nepal

During 2000-2008, FDI flows to Nepal were minimal or even negative however; there was a distinct
acceleration after 2009 although total flows remained small. From the year 2001-2008, the average flow
remained $4 million while the flows are negative in four years. After the Constituent Assembly election
conducted in April 2008, the inflows of FDI in Nepal have increased drastically. Foreign investors were
much interested to invest in Nepal as new constitution was on the way to arrive.



Since, Nepal has opened its door for foreign investment, many
countries have invested. According to the Department of
Industry, in total FDI comes from 50 countries however; the

Table no 1: Trends of FDI Inflows in

Nepal 2000-2012

FDI Inflows
scale and number of projects by each country vary Years (Mil.USD)
considerably. Of that in total, in terms of number of | 2000 -0.48483
investment, India alone counted for more that 35 percent, | 2001 20.85
followed by Chinaand USA. Except these countries some | 2002 -5.95254
major investors come from Japan, S. Korea, UK, Germany, | 2003 14.7781
France, Switzerland, Netherland, etc. Most of the FDI in | 2004 041735
Nepal is Greenfield investment. FDI is highly concentrated in 2005 245178
the manufacturing sector which accounted for more than 39 2006 6.64798
percent of approved FDI projects. Although the electricity, 2007 2.890236

. : . 2008 1.010583
water an_d ga}s sector has just _a few FDI F-)I’OjeCtS, it ranks at 5009 3855045
the top five in terms of the size of FDI inflow. Moreover, 2010 86.73579
much of the FDI inflows enjoy joint venture because of non | 5911 95.48674
commercial risks by offering share to local partners. 2012 91.9772

. . Source: UNCTAD, UNCTADSTAT
Policy Overview

It was the 6" plan that incorporated a policy for utilizing foreign capital and technology which is mostly
needed to run large scale and medium scale industries. In the year 1982, Foreign Investment and Technology
Transfer Act (FITTA) were established but it remained idle. Later it was amended by adding some rules
and regulations for foreign investment. Again, it was amended in 1996 with the objective of broadening
the industrial base, seeking foreign aid, etc for sustainable high economic growth and employment (FII TA,
1996). In the meantime, Nepal’s first Industrial Policy was established in 1993 with the objective of
accelerating the pace of industrial sector. It also enacted the Industrial Enterprise Act, 1993. After the
restoration of multiparty system, the agenda of FDI was seriously held by then government and included
in constitution. More emphasized was given in 9" plan in mobilization of foreign investment with investment
friendly environment. Similarly, Bilateral Investment Protection Treaties (BIT) was established in order to
secure the treatment and protection of foreign investor in the form of National Treatment, Non-
Discrimination, Expropriation, and Funds’ Transfer and Dispute settlement. However, this treaty is not
applicable to India. According to the FITTAand Foreign Investment Policy, foreign investment are permitted
up to hold 100 percent equity share in medium and large scale industries whereas it doesn’t permit foreign
investment in Cottage Industries.

FDI and Employment

One of the real ways where the host countries may benefit from the FDI is through the creation of
employment such as Multinational Enterprises (MNES) offer better pay and working conditions than
domestic firms in the host country. It helps in increasing the supply of good jobs indirectly by stimulating
domestic firms. FDI directly and indirectly helps to generates the employment in the host country in the
form of industries be it be large, medium and small scale. Moreover, both the skilled and unskilled human
resource would be mobilized to run these form of industries thus resulting with the employment opportunities.
In addition, the concept of Transnational Companies (TNCs) in the host company increases the employment
opportunities. However, while taking the theoretical side of sociologists that FDI is the way to a fragility



for the under developed, least and developing countries. At the same time, FDI is raising the living standard
of the people by providing them with the employment opportunities and with better pay.

Industries in Nepal have been categorized into large, medium and small scale on the basis of investment.
Industry with fixed capital investment exceeding more than Rs. 50 millions are considered to be large scale
industries. Similarly, medium scale industries comprised of fixed capital investment between Rs. 10 million
and Rs. 50 million whereas industries having fixed investment less than Rs 10 millions are considered to be
small scale or cottage based industries. Moreover, FDI is likely to provide employmentto 1, 91,733
through the projects they run, and half of which mainly depend upon the FDI (Department of Industry,
2014)

Table no 2: Total number of Projects

Pr,:jz.c?sfin No. of Projects | No. of Projects Total no. of
Large Scale in Small Scale in Medium Total no. of Employment
Year Industry Industry Scale Industry Projects Opportunities
2065/66 13 198 20 231 11,108
2066/67 11 148 12 171 7,848
2067/68 15 178 17 210 10,902
2068/69 10 202 14 226 9,035
2069/70 33 251 33 317 16,569
2070/71 13 232 25 270 10,624

Table no. 2 portrays the total number of project run by all large, medium and small scale industries from the
FY 2066/67 till 2070/71. Notably, there is satisfactory drift in the total number of projects, but there is
sharp decline in the year 2066. Following the year 2066/67 there was gradual increase in the total projects.
The number of projects in large scale industries was lesser than other two industries in the subsequent
years symbolizing the less investment. Number of projects in medium scale industries is higher than the
both large and small scale industries. By this table no., it clearly indicates that more investment was received
by medium scale industries since FY 2065/66 until 2070/71. Hence, it should be noted that very less
project are being run by the large scale industries which might be disadvantage for the growth of economy
of developing countries like Nepal.

Table no 3: Employment Opportunities

No. of Employment | No.of Employment | No. of Employment Total
v Opportunities in Opportunities in Opportunities in £ IO a t
ear Large Scale Medium Scale Small Scale o mp otym_et_n
Industries Industries Industries pportuntties
2065/66 2,178 2,122 6,808 11,108
2066/67 1,196 1,400 5,252 7,848
2067/68 2,500 1,620 6,782 10,902
2068/69 1,353 1,008 6,674 9,035
2069/70 4,252 2,563 9,754 16,569
2070/71 1,418 1,389 7,817 10,624

Source: Departmentof Industry, Industrial Statistics




Generating employment opportunities in the host country has always been the major objective of the FDI.
The total number of employment opportunities among the large, medium and small scale industries from
the FYY 2065/66 till 2070/71 is given in the table no. 3. Ata glance, itis found that employment opportunities
in small scale industries has soared up since 2066/67 as compared to medium and large scale industries.
Though, there has been large number of employment opportunities in the 2069/70 in the both large scale
and medium scale industries but before 2069/70 both the industries recorded lesser number of employments.
While on the one side it’s very good start that the people from the grass root level are getting the employment
through the projects in small scale industries but at the same time less number of employment opportunities
in the large scale and medium scale hints at educated unemployment. The reason behind it may be lack of
skilled manpower and brain drain.

The Industrial Policy and Industrial Enterprise Act, Table no. 4: Linkage between FDI, Projects and
promulgated in 1987, marked the beginning of Eployment Opportunities
Nepal’s attempt to attract FDI. According to Total FDI | Total Total no. of
Department of Industries, comparing betweenthe | Y®2rs ng?usi(;rr:) Prr]gj::cfts g&%'%?ﬁ?gs
FY 2065/66 till 2070/71, there is drastic upward

movement of FDI. It was crucial in the 2068/69, so | 2065/66 6255.09 231 11,108
benchmark movement of FDI was seen during the | 2066/67 9100 171 7,848
FY 2069/70. The reason of having more FDI must | 2067/68 10053.21 210 10,902
be the possibility of having healthy environment to | 2068/69 713831 226 9,035
run the industries since Constituent Assembly election | 209,70 19936.23 317 16,569
was held in this year. Likewise, table no.4 depicts | 2970/71 19405.17 270 10,624

slight increment in the total number of projects Source: Department of Industry, Industrial Statistics
between these subsequent years. It shows that even though there is the increment in the number of
projects but not in the satisfied manner. Every following year, only few numbers of projects are being
added. Contrary to a few number projects and fluctuating trend of FDI in consecutive years, opportunities
for employment have increased. Creation of employment exists irrespective of size of flow of FDI. From
the table no. 4, it was drawn that FDI inflow was greater in the medium and large scale industries. Therefore
employment effects could be seen from zero level, where relative effect could be seen in skilled labor that
is targeting their employment in MNCs. Most of the companies invested by the foreign investor are hiring
foreign workers. In such situation, Nepal has to focus in technical and practical education, develop the
policies to retain skilled and educated manpower.

Conclusion and Recommendations

Generally, today’s host countries welcome FDI with the view that it will leads to the higher value added
and or higher rates of output growth in their economy but this is not always true. Although the Government
of Nepal has initiated a list of rules, regulation and policies, but implementation part is often distorted by
bureaucratic delays and inefficiency. Besides this, Nepal is still facing some problems for FDI because of
lack of direct access to seaports, difficult land transport, lack of trained personnel, limited raw materials,
huge electricity deficit, unclear rules regarding labor relations, etc. It is seen that most of the policy makers
of Nepal follow the global trend and try to implement in Nepal, which is not possible due to its uniqueness.
In order to attract more FDI, initiation should take to establish the political stability and good governance





