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Summary
The ongoing Covid-19 crisis has severely affected the key economic sectors of Nepal. As the fiscal 
policy is one of the key tools used by the governments around the world, the government and other 
key stakeholders in Nepal naturally expect this tool to incorporate enough provisions to support the 
national economy. This policy brief aims to provide policy recommendations to the GoN towards the 
preparation of the White Paper and the Fiscal Policy.
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Introduction
Fiscal policy is one the most important macroeconomic policies that 
the government presents every year laying down its plans on revenue 
mobilization and spending. In a common parlance, the fiscal policy is known 
as the Government Budget. The extent of the spending is determined by the 
capacity of the government to raise taxes, revenues, external assistance, 
and sovereign debts.  Similarly, the priorities of spending are determined 
by the Government’s policies, plans, goals and major shocks such as the 
Covid-19 pandemic.

Background
In general, the article 119 of the Constitution of Nepal guides overall budget 
processes1. The processes involve the Finance Minister doing estimation 
of overall revenues and expenditures. This involves the spending units – 
all levels of the governments – preparing their programs and budgets and 
submitting the details to their respective departments compiled and refined 
details. The latter units, after a round of internal consultations, submit the 
details to the concerned ministries for the ministry-level consolidation and 
further refinement. These updated documents are then submitted to the 
National Planning Commission (NPC) and the Ministry of Finance (MoF) 
for tripartite negotiations among the concerned ministries, NPC and the 
MoF. These key government authorities, after a few rounds of negotiations 
and inputs and suggestions from the public (through emails and research 
inputs) submit the final documents to the MoF for consolidation. MoF then 
present the draft budget document to the Parliament for final approval.

This year, amid the sudden political events in Nepal, which was paired with 
a controversially dissolved parliament, the erstwhile caretaker government 
led by Prime Minister KP Oli passed the budget of the current Fiscal Year 
(CFY) 2021/22 on 29 May 2021. As the House of Representatives (HoR) was 
dissolved on 22 May 2021, the budget was passed through an ordinance. 
However, on 12 July, the Supreme Court reinstated the HoR after the 
President’s action was challenged in the Supreme Court by a coalition of 
oppositions led by Nepali Congress President Sher Bahadur Deuba. Deuba 
later was sworn in as the Prime Minister of Nepal on 13 July and won the 
vote of confidence on 18 July in the HoR.

The incumbent led by Deuba is mulling over presenting a White Paper on 
the current economic situation by assessing the impacts of the Covid-19 
pandemic. The White Paper is also expected to include major policies, 
strategies and plans for economic recovery including short-term and 
medium-term economic goals of the new government. The White Paper is 
crucial for the overall economic direction of the country as the incumbent 
are expected to govern the country till the next elections in 2022. Should 
the Government present the new fiscal policy by scraping the existing one 
or make significant revisions, it will be largely shaped by the white paper the 
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by Prime Minister 
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the current 
Fiscal Year (CFY) 
2021/22 on 29 
May 2021. As 
the House of 
Representatives 
(HoR) was 
dissolved on 
22 May 2021, 
the budget was 
passed through 
an ordinance. 
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incumbent is planning to present.

Ever since the surge of the pandemic, the focus of fiscal policies globally 
has been on addressing the impacts of the Covid-19 pandemic. Negative 
shocks emanating from the pandemic have necessitated massive fiscal and 
monetary stimulus. The commonly used fiscal measures are unemployment 
benefits, payment of wages and salary including contribution to social 
security fund of employees of the most affected sectors; free health 
services, loan guarantees to the firms; payment of insurance premiums; tax 
reliefs; special discount on essential goods and services; equity injection 
in the public sector enterprises; and infrastructure spending to generate 
employment and spur economic activities, among others. Developed 
countries, in general, have acted proactively by spending as much as 16 
percent of their GDPs on various fiscal stimuli2. Both the timeliness and 
scale of fiscal measures have helped them recover with strong economic 
rebound. The emerging economies on an average have spent around 
six percent of their GDP on various fiscal 
measures. Lower income countries have been 
less fortunate in coping with the pandemic as 
they were able to spend only up to two percent 
of their GDP on fiscal measures. As a result, the 
economic recovery has been uneven across 
countries with developed countries including 
a few emerging economies have bounced 
back quickly and strongly. While most of the 
developing countries including Nepal are still 
facing significant headwinds on their economic 
recovery process. 

Size and Structure of Annual Budget
The budget for CFY 2021/22 was announced by the previous government 
during the second wave is the second time the government has presented 
the budget since the pandemic gripped Nepal. The total annual budget 
of NPR. 1,648 billion is 11.7 percent higher than the previous year budget 
and 40 percent higher than the previous year actual fiscal spending. The 
fiscal policy sets forth an economic growth target of 6.5 percent and an 
inflation rate target of 6.5 percent. Considering the past track record of the 
Government, it is very unlikely that the fiscal outlays for the CFY will be 
anywhere close to the targets set in the current budget.  

In recent years, there has been a growing tendency of presenting an outsized 
budget of around 35 percent of the GDP on an average and making a 
substantive revision towards the later part of the fiscal year. This unhealthy 
practice raises serious questions on the accountability of the government 
and the implementation process. Table one provides an overview of the 
annual budget and spending of the government after the promulgation of 
the Federal Constitution in 2015. The total fiscal spending has stagnated in 

Developed countries, in general, 
have acted proactively by spending 
as much as 16 percent of their 
GDPs on various fiscal stimuli2. The 
emerging economies on an average 
have spent around six percent 
of their GDP on various fiscal 
measures.
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Table 1: Overview of Budget and Expenditure

Source: Annual Budget of the Government

Outlook FY 2018/19 
(2075/76)

FY 2019/20 
(2076/77)

FY 2020/21 
(2077/78)

FY 2021/22 
(2078/79)

Budget Actual Budget Actual Budget Actual Budget

Revenue (% of GDP) 945 
(24.5)

840 
(21.8)

1,112 
(28.4)

841 
(21.5)

1,012 
(23.7)

938 
(22.5)

1152 (24.5)

- Tax (% of GDP) 838 737 
(19.1)

1009 700 
(17.9)

913 870 
(20.4)

1038 (22)

- Non Tax 107 103 103 141 99 88 113

Revenue sharing (114) (97) 130) (100) (122) (109) (127)

Federal Revenue 831 743 981 741 890 851 1025

Foreign Grants 59 23 58 24 61 27 63

Budget Deficit (% of GDP) 425 (11) 403 
(10.4)

494 
(12.6)

312 (8) 524 (12.2) 388 (9.1) 559 (12)

- Foreign Debt 253 127 299 117 299 163 309

- Domestic Debt 172 172 195 195 225 224 250

Total Expenditure (% of 
GDP)

1,315 
(34)

1,110 
(28.8)

1533 
(39)

1091 
(28)

1,475 (35) 1180 
(27.7)

1648 (35)

- Recurrent (% of budget/
spending)

845 
(64.3)

716 
(64.8)

957 (62) 784 (72) 949 (64.4) 851 
(72.1)

1004 (61)

- Capital (% of budget/
spending)

314 
(23.9)

242 
(22.6)

408 (27) 189 (17) 353 (23.9) 228 
(19.4)

435 (26)

- Financing (% of budget/
spending)

156 
(11.8)

152 
(12.7)

168 (11) 118 (11) 173 (11.7) 100 (8.5) 207 (13)

The analysis of the structure of Government budget throws some important 
insights into the revenues and spending of GoN. Historically, the GoN has 
been able to raise sufficient revenues (both tax and non-tax revenues 
including foreign grants) to cover both recurring expenditure and interest 
on government debt including, at times, the repayment of debt leaving the 
debt raised by GoN to finance capital expenditure and public investment. 
The low level of sovereign debt that prevailed in the last decade is therefore 
indicative of the low level of public spending on infrastructure development. 

the last four years. The fiscal spending of the previous Government which 
had two third majority in the HoR was disappointing at 84.4 percent, 71.2 
percent, and 80 percent of their respective annual budgets in the last three 
fiscal years of 2018/19, 2019/20 and 2020/21 respectively. 
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Though the low level of sovereign debt is desirable for the macroeconomic 
stability, the underspending on infrastructure also inhibits economic 
development. In the last FY 2020/21, the recurring expenditure, capital 
expenditure and financial spending accounted for 72 percent, 19.5 percent 
and 8.5 percent of the total Government spending respectively

Sovereign Debt
In the last decade, the average sovereign debt has remained below 27 
percent of the GDP, one of the lowest by international standard. Due to low 
revenue generation in the FY 2019/20 resulting from a pre-Covid economic 
slowdown and the subsequent severe impacts of the pandemic across 
key economic sectors, the debt level rose by the record 9.4 percent of the 
GDP from 27.1 percent in the FY 2018/19 to 36.5 percent of the GDP in 
the FY 2019/20 and to 40.5 percent of GDP in 2020/21. The increase in 
the sovereign debt by 36.2 percent in 2019/20 is the highest increase in a 
single year since the FY 1990/91. During last two years, the domestic debt 
increased from 11.7 percent to 18.8 percent of GDP and the external debt 
increased from 15.4 percent to 21.8 percent of the GDP3. 

Historically, the 
domestic government 
debt has been very low 
in Nepal, the previous 
highest was 17.3 
percent of GDP during 
the FY 1990/91. The 
low domestic debt has 

enabled GoN to raise short-term debt at negative real interest rate during 
the last several years with the interest rate on Government treasuries lower 
than the inflation rate. For example, the average interest rates on 91 days 
and 365 days treasury bills were 2.19 percent and 3.27 percent respectively 
compared to the average annual inflation rate of 3.6 percent in the FY 
2020/21. The short-term debt of GoN constituted about 35 percent of the 
total domestic borrowing of the government at the end of FY 2020/21. It 
shows that GoN has been able to raise domestic debt from the market at 
the negative interest rate for as much as 35 percent of its total borrowing. 
The unspent cash held by GoN, at times has even exceeded the entire 
domestic borrowing of the government. Out of the total domestic borrowing 
of NPR. 800 billion, NPR. 195 billion remained unspent at the end of the last 
FY 2020/21. 

The low level of sovereign debt provides GoN with a comfortable headroom 
for financing required fiscal stimulus to address the impacts of the Covid-19 
pandemic and also undertaking infrastructure spending to spur economic 
growth. In fact, in addition to trying to address Covid-19 generated impacts, 

The debt level rose by the record 
9.4 percent of the GDP from 27.1 
percent in the FY 2018/19 to 36.5 
percent of the GDP in the FY 
2019/20 and to 40.5 percent of 
GDP in 2020/21.

Sovereign 
Status

27.1%

36.5%

40.5%

2018/19

2019/20

2020/21
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careful mobilization of domestic debt to 
significantly boost infrastructure spending 
would be of particular relevance for the 
overall development of the country.

Foreign Exchange 
(Forex) Reserves
The adequacy of the foreign exchange 
reserves (FOREX) is essential for the 
macroeconomic stability of developing 
countries. The gross FOREX reached the 
highest of USD 12.78 billion in mid-January 
2021 amidst a significant decline in imports 
and recovery and sustained growth in 
remittance. The gross FOREX reserves in mid-
June 2021 stand at USD 11.71 billion dollars, 
enough to cover 11.1 months of merchandise 
imports. The comfortable FOREX reserve 
position allows GoN to finance imports of 
capital goods and materials required for 
infrastructure development. As the essential 
inputs and labor are locally available and the 
country is in the process of achieving self-
reliance on cement production, the share of 
the FOREX spending on imports needed for 
infrastructure development is relatively low 
compared to other public spending.
 

Infrastructure 
Development 

The infrastructure of the country is in a 
dilapidated state and requires massive 
investment. The investment in country’s 
infrastructures would yield multifaceted 
positive outcomes across sectors 
of the economy including significant 
improvement in trade, factor productivity and 
competitiveness. In fact, the investment in the 
public infrastructure has a higher multiplier 
effect and plays a very important catalytic 
role in crowding in private investment in 
the new areas and different sectors of the 
economy. In the aftermath of the April 2015 
earthquake, there was a significant rise in 

the capital expenditure during the FY 2016/17, 
which peaked during the following financial year. 
Since then, the capital expenditure has declined 
while the regular expenditure has increased 
each year. As part of the fiscal measures to cope 
with the impact of the pandemic, an increase in 
public spending on infrastructure is instrumental 
in boosting economic activities and generating 
employment.

Under the favorable macroeconomic conditions 
of low sovereign debt and high FOREX reserves, 
a two-pronged strategy is desired to push for 
additional focus on country’s infrastructure 
development. The first strategy is to build 
infrastructures that are critical for the country 
such as roads, highways and irrigation facilities to 
achieve higher competitiveness, productivity and 
economic growth through the normal budgeting 
process. These infrastructures do not generate 
cashflows as they are open for public for free. 
The second strategy is to create Special Purpose 
Vehicles (SPVs) to build infrastructures that can 
generate resources such as international airports, 
toll highways, hydroelectric projects, petroleum 
storage facilities, electricity transmission lines and 
digital highways among others. The investment 
required for these projects can be mobilized by 
creating a Sovereign Wealth Fund (SWF) from 
the FOREX reserves after setting aside adequate 
reserves for meeting the country’s merchandise 
imports of six months to ensure macroeconomic 
stability. SWFs are normally set up by rich countries 
endowed with a high level of FOREX reserves with 
the objective of diversifying foreign investments 
portfolios to manage risks and generate higher 
yields – Norway, Singapore, Switzerland and UAE 
are some of the countries employing this practice 
for many years and many countries around the 
world are following their footsteps. However, in 
our context, SWF can be set up to optimize the 
use of excess FOREX reserves for investing in the 
country’s infrastructure development for spurring 
economic growth. Identification and prioritization 
of projects is going to be the key given that some 
of the large projects identified by the government 
as the National Pride Projects are economically 
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infeasible and have very long gestation 
period.

Health Measures
Health and Education are the two sectors of an 
economy where the role of the governments 
will be disproportionately higher given the 
importance of building human capital for 
country’s development. The pandemic has 
exposed most countries’ pitiable health 
infrastructures and limited health facilities 
available at both private and government 
hospitals and Nepal is not an exception. 
GoN increased the budget allocation for 
health in the aftermath of the pandemic for 
two successive budgets: by 32 percent in 
the last FY 2020/21 and by 35 percent to 
an all-time high of NPR. 122.77 billion in the 
CFY 2021/22. Out of NPR. 37.53 allocated for 
Covid-related health measures, NPR. 26.75 
billion has been allocated for free vaccination 
against Covid-19. Advocated by governments 
around the world, effective vaccination drive 
is the single most cost-effective measure 
to save the lives and livelihoods of people 
and bring life and economy back to normal. 
Setting up a public medical college with a 
hospital in every province could be helpful 
in addressing the chronic dearth of health 
professionals in the country, especially in 
the rural areas.  For Nepal, the pandemic has 
provided an opportunity for assessing the 
state of the public health facilities and related 
infrastructures.

Most Affected Sectors
High contact service sectors have taken a 
severe beating by the pandemic beginning 
early 2020. Hospitality, transportation and 
trade are the three most badly hit sectors of 
the Nepali economy. The growths in these 
three sectors were negative by 37 percent, 
13.4 percent and 10.7 percent respectively 
in the previous FY 2019/20. Similarly, 
manufacturing and construction were also 
hit hard with negative economic growth rates 

of 8.6 percent and five percent respectively (CBS 
April 2021 Report on GDP). To provide immediate 
relief, a minimal fiscal support was provided to 
these sectors such as the waiver of renewal fees 
for firms in the hospitality sector and cottage 
industry. Contribution to the social security fund 
was born by GoN for those institutions that 
are enrolled in the Government Social Security 
Scheme for the last two months of the last FY 
2020/21. However, micro and small enterprises 
employing up to 49 Nepali personnel that account 
for 99.6 percent of the total enterprises in the 
country were left to fend for themselves. Local 
governments are better placed to respond to the 
needs of the poor and vulnerable households and 
informal sectors.

Employment
Every year, GoN announces ambitious plans for 
generating mass employment targeting country’s 
youths living in Nepal and living outside (migrant 
workers). In the last FY 2020/21, NPR 18 billion was 
allocated for generating employment for 750,000 
people. Compared to the goal of generating 
employment for 500,000 people with a budget 
allocation of NPR. 7.14 billion in the preceding FY 
2019/20, the increase in budget and employment 
target was very significant. The relevance of the 
programs such as the Prime Minister Employment 
Guarantee Scheme (PMEGS) aimed at generating 
100 days of employment for the unemployed 
citizens have been called into question because 
they were found to be ineffective and wasteful. 
Under PMEGS, NPR. 12 billion has been allocated 
to generate employment for 200,000 unemployed 
people during the current FY 2021/22. There 
is hardly any mechanism to monitor the 
implementation of these programs and measure 
the progress against the stated goals. 

In case of Nepal, employment in certain sectors 
of the economy is dominated by Indian migrant 
workers. The reliable information on the number of 
Indian migrants working in Nepal and the amount 
of money that they remit back to India doesn’t 
exist in the absence of any formal registration 
requirement for those Indian workers. Nepal 
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Providing foreign employment 
opportunities to at least one 
member of a household living 
below the poverty line would be the 
most effective and straightforward 
means of lifting poor households 
out of poverty.

suffers twin deficits with India – both in trade and remittance. The bilateral 
remittance matrix published by the World Bank shows that Nepal suffered a 
remittance deficit of USD 260 million with India in 2018, compared to a deficit 
of around USD two billion in 2017. A vast majority of the Indian workers do not 
pay tax from the income that they earn in Nepal. Thus, a gradual opening of 
the country’s labour market to the Bangladeshi migrant workers could help 
in mitigating the effects of the monopoly of the Indian workers; controlling 
wage rise; formalizing the contribution of the foreign migrant workers in 
the economy; and effectively managing the foreign migrant workers. The 
provincial governments too shall undertake capacity building measures 
to increase the labour demand of their youths by implementing a series 
of skill development programs with a goal of providing them employment 
opportunities by gradually replacing the foreign migrant workers.  

Foreign employment has played an instrumental role in uplifting millions 
of people out of poverty in Nepal in the last two decades. In this regard, 
providing foreign employment opportunities to at least one member of 
a household living below the poverty line would be the most effective 
and straightforward means of lifting poor 
households out of poverty. To promote this 
further, GoN can introduce Foreign Employment 
Loan Guarantee Scheme to facilitate access 
of loans by these youths from the Bank and 
Financial Institutions (BFIs) to cover initial 
expenses relating to foreign employment. 
A study done by Nepal Rastra Bank in 2016 
shows that 52.1 percent of the Nepali migrant 
workers rely on informal channels with very 
high interest rate to finance their foreign employment and use 25.3 percent 
of their earnings in servicing their debt. Only 6.3 percent of the migrant 
workers were able to get loan from BFIs. 

At the moment, the employment-related statistics are scarce and are less 
frequent in Nepal. In this regard, GoN’s capacity to set up and maintain high 
frequency employment data shall be enhanced given its importance in 
guiding the process of macroeconomic policies formulation.  

Education
On average, the education sector receives the largest share of the 
government budget equivalent to 11 percent of the total annual budget. 
The sector employs the largest number of public employees as teachers 
and the thus allocated sectoral budget is mostly spent on their salaries and 
benefits. A vast majority of these public teachers have inadequate teaching 
skills, knowledge and a sense of accountability. Therefore, the public 
education is in shambles and requires a complete rejig. Public schools such 
as Budhanilkantha and Gandaki Boarding Schools - which are endowed 
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with decent infrastructures and are managed 
professionally - are a few exceptions. If GoN 
sets up at least one public school under 
this model in each of the remaining five 
provinces in collaboration with the provincial 
and local governments, the students of 
those provinces can also benefit from quality 
education either free or at reasonable costs. 
Necessary arrangements shall be made 
to ensure equitable enrollment of students 
from the underprivileged and marginalized 
communities in those schools. In our case, 
the private schools have made significant 
contributions to the promotion of quality 
education and have played instrumental 
role in preventing a large number of parents 
from sending their children abroad for 
school-level education. Both public and 
private schools shall coexist for promoting 
and ensuring access to and affordability of 
quality education in the country. To address 
the anomalies seen in the education relating 
to the health and medical sector that directly 
impinge on the lives of the people, the 
education relating to public health shall be 
brought under the exclusive purview of the 
public sector.

Social Safety Nets 

A total of NPR. 100 billion is allocated in 
the current FY 2021/22 for various social 
welfare schemes, a significant increase in 
the budget by 47 percent relative to the last 
FY 2020/21. While it is logical to observe a 
rise in the social welfare schemes during the 
times of a prolonged economic crisis, the 
measures are entirely motivated by political 
interests as Nepal will hold next round of 
major elections within a couple of years. 
The largest share of the allocated resources 
goes into providing cash allowances to the 
senior citizens.  The monthly senior citizen 
allowance is increased by NPR. 1,000 (which 
will put an additional annual financial burden 
of NPR. 15.6 billion for GoN) to NPR. 4,000 
thereby saddling the State with a massive 

fiscal outlay of NPR. 62.4 billion per year for an 
estimated 1.3 million eligible senior citizens of 
over 70 years of age. The average life expectancy 
of Nepali is 71.5 years and around 17.4 percent of 
the population or 1.1 million households are living 
below the poverty line4. Available literatures show 
that the average life expectancy of poor, socially 
excluded, marginalized and vulnerable people 
is much lower than the national average given 
the impoverished state of their living conditions 
and health. Hence, they are also deprived from 
the largest social welfare scheme run by the 
governments. This is a blatant example of how 
the government of an impoverished state resorts 
to an inequitable distribution of scarce resources 
to serve its own narrow political interest. However, 
no government is willing to take a risk to undo 
these freebies as it fears reprisal and political 
backlash from the public. These measures have 
permanently burdened the state with a massive 
financial liability that will perpetuate inequities 
in an already unequal society. As the political 
parties compete with one another to dole out 
larger share of the State resources to serve their 
political interests, the ability of the government to 
invest in the country’s development will further 
weaken. 
 

Additional Sectors
There are many important issues that are 
included in the fiscal policy. One of the most 
talked about policies is the measures to promote 
the use of Electrical vehicles (EV). The tax relief 
on the import of EVs has been reintroduced in the 
current FY under the pretext of first - reducing 
carbon emission; second – increase in the use of 
electricity and third – reduce outflow of FOREX. 
The World Bank study shows that the transport 
sector is responsible for 26 percent of total carbon 
emissions in Nepal. Within the transport sector, 
it is the public transport and two-wheelers that 
are the biggest contributors of carbon emission. 
Therefore, promoting the use of EVs in that 
segment is logical. However, analysis shows that 
extending the same concession to private cars 
will not help in achieving the stated outcome. 
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Carbon emission from the use of private cars is negligible and increase in the electricity consumption by 
replacing them with EVs will also be insignificant. On the contrary, the increased imports of EVs will have 
adverse impact on FOREX reserves since they are at least 2 to 3 times more expensive than combustion 
engine vehicles. Given the exuberant cost, the private cars are limited to the outreach of rich and upper 
middle-class people in Nepal. Hence, the benefit of the low import duty on EVs will be enjoyed only by 
that segment of the population. 

The measures to promote the use of induction cookers, including its free distribution to families 
living below the poverty line with the money used for subsidizing the cooking gas, would be far more 
effective in meeting all the three objectives stated in favor of promoting the use of EVs. GoN shall take a 
holistic approach – that takes into consideration inter and intra-ministerial coordination with the related 
ministries for generating additional incentives for the users and dealers, proactive partnership with the 
private sector (including auto dealers and associations) to build and maintain required infrastructures 
and partnering with think-tanks, research institutions, and universities to conduct research activities 
among others - in assessing the benefits of these measures using an evidence-based policy analysis. 

Nepal has set up few Special Economic Zones (SEZ) but with a narrow objective of promoting exports. 
This policy has completely failed to achieve the objectives of promoting export and reducing imports. 
GoN shall shift the focus to set up Special Industrial Zones for promoting industries that will make high-
value addition even if their production is used for domestic consumption only. The inadequacy of basic 
amenities and the exuberant price of land and real estate properties have made it difficult and expensive 
to set up industries in the country. Moreover, there is a widespread misuse of industrial areas set up by 
GoN. The tenants do not vacate the space even if they cease their operations. In many cases, the space 
is used for the purpose not permitted in the industrial areas such as vehicle showroom and car servicing 
facilities. At the moment, Nepal needs massive investment to spur and sustain economic growth. During 
the past decade, Nepal received foreign investment averaging about 0.4 percent of annual GDP, one 
of the lowest in the region. Hence, GoN shall undertake structural reforms and introduce investment-
friendly policies to attract foreign investment in the productive sectors of the economy.  

The structural reforms that were introduced in Nepal’s tax administration in recent years have helped 
to achieve significant growth in direct tax. The mandatory PAN registration, the use of same financial 
statements in the Tax Office and at BFIs for processing loans, stricter enforcement of VAT bills, 
computerization of tax filing system and establishment of real-time tax database are some examples 
of the major tax reforms that the country has adopted recently and have yield good results. Similarly, 
GoN shall take a professional approach to augment the capacity of revenue administration. Employing 
competent professionals in the key positions will greatly enhance the capacity of the administration thus 
helping raising overall government revenues, streamlining business processes and professionalizing the 
administration. Thus, the benefits that come with employing professional staff will far outweigh the 
cost of employing them. This way, the growth in government revenues will help GoN to increase public 
investment in the infrastructure across provinces and local governments. 
 
Corruption still remains a major development hindrance in Nepal. Transparency International, in its 
2021 report, has ranked Nepal as the most corrupt nation in Asia. Among various forms of corruption, 
the major corruption takes place in public procurements. Though the electronic submission of tenders 
has greatly facilitated wider and fairer participation of vendors through open and competitive bidding 
process, corruption is still at large. A legislation that mandates the publication of all the procurement 
related information for public scrutiny would be crucial in controlling corruption.
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The scope of a fiscal policy would be much broader than what can be covered in a 
policy brief. The issues covered in this policy brief are only a few sets of priorities. The 
key recommendations are as follows: 

1. There is a need to strengthen the system of accountability in the implementation of the fiscal policy 
by making the annual budget realistic and pragmatic rather than a populist one. Any major revision to 
the annual budget shall be presented in the HoR so that the lawmakers can present their views about 
government’s performance and take it to task for its pledges and implementation. In addition, to better 
assess the real-life situations and emerging situations, the MoF and other ministries should remain 
proactive in terms of allowing more participation from the citizens (public consultations), think-tanks, 
research institutions and universities, and the private sector. 

2. The Government shall keep the annual budget within 30 percent of the GDP by limiting recurring 
expenditure within 15 percent of GDP and increasing capital expenditure to 10 percent of GDP. Regular 
expenditure can be significantly contained by implementing austerity measures recommended by the 
Public Expenditure Review Commission in its report presented to the Ministry of Finance in February 
20195. There is a need for an increase in capital expenditure to ensure that the country gets a significant 
boost in infrastructure development.  

3. The low level of sovereign debt provides the government headroom to mobilize resources to spend 
on infrastructure development and implement fiscal stimulus measures to address the impacts of the 
pandemic. As the country graduates from a low-income country to the low middle income country by 
the year 2026 (to be confirmed), it is important to mobilize foreign official development assistance (ODA) 
as much as possible when the concessional terms of the funding are favorable to the country. Similarly, 
the domestic resources shall be mobilized to increase investment in infrastructure development.  

4. The government shall explore innovative ways of optimizing the use of its excess FOREX in the country’s 
economic development. In this regard, an SWF can be created to invest FOREX in the productive 
infrastructure through SPV that can generate cash flows. These innovative investment strategies if 
adopted in implementing a set of priority projects, it will have a transformative impact on the overall 
economic development of the country by easing infrastructural bottlenecks and enhancing the 
productive and competitive capacity of the economy.  

5. The Government shall prioritize infrastructure projects based on their relative contribution to economic 
growth and employment generation. Repairs, maintenance and upgradation of existing infrastructure 
shall get preference over new projects.  

6. The Government shall launch vaccination programs throughout the country to attain herd immunity 
as early as possible as a matter of utmost priority. The benefits of mass vaccination in terms of saving 
lives and the livelihood of people will far outweigh the cost. The public health sector requires significant 
public investment and the significant increase in budget allocation in the current budget is a welcome 
step. 

7. The Government shall introduce Foreign Employment Loan Guarantee Scheme to facilitate loans from 
BFIs to at least one member of a household living below the poverty line to meet his or her expenses 
relating to foreign employment. Providing foreign employment opportunity is the most effective means 

Policy Recommendations
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of lifting a million households out of poverty. 

8. The Government shall introduce special 
skill development programs in province two 
aimed at gradually replacing Indian migrant 
workers. Similarly, the Government shall open 
foreign employment for Bangladeshi workers 
to end the monopoly of Indian workers in 
certain sectors of the economy and control 
the rise of their wages. This will also help in 
building strategic relations with Bangladesh 
beyond the narrow framework of the South 
Asian Association of Regional Cooperation 
(SAARC). 

9. The government shall make it mandatory 
for the Indian workers to make PAN 
registration and shall disallow payments 
made to unregistered Indian workers as 
deductible expenditure for the purpose of 
determining tax. Similarly, the government 
shall undertake a comprehensive study to 
determine the amount of outward remittance 
and the modalities of transfer to India. The 
government shall facilitate the transfer 
of outward remittance through banking 
channels to formalize the contribution of 
Indian workers in the economy. This will also 
help in expanding the tax base by bringing 
the Indian workers into the tax ambit.  

10. The government’s capacity to develop 
employment related statistics and produce 
periodic reports shall be enhanced given 
its importance in guiding the process of 
macroeconomic policy formulations.  

11. The government shall acknowledge 
the contribution of the private sector in 
promoting quality education in the country 
and preventing parents from sending their 
children abroad for school-level education. 
Public schools such as Budhanilkantha shall 
be opened in all the seven provinces to 
provide opportunities of quality education 
to the students from poor and marginalized 
groups. Similar modalities can be adopted 
for setting up an IT college in each of the 

seven provinces in view of the importance 
of digitalization of the economy to become 
an integral part of the global value chain 
and overcome the challenges posed 
by landlockedness and poor physical 
infrastructure.  

12. The government shall stop regressive fiscal 
measures such as payment of senior citizens 
allowances. It will perpetuate inequities 
in society by depriving majority of poor 
and marginalized households from state 
resources that they need the most.  

13. The Government shall review its decision 
of providing duty relief to the import of 
electrical vehicles for private use given 
that the cost of such measure outweighs 
the benefits. Instead, promoting the use of 
induction cooker would be a cost-effective 
and pragmatic measure given its positive 
externalities such as increase in electricity 
consumption, reduction in cooking gas 
subsidy, reduction in carbon emission and 
decline in the use of the FOREX.  

14. The Government shall set up Industrial Areas 
with all the amenities across the country 
to promote investment in production and 
manufacturing. The Government shall 
undertake second phase of structural 
reforms to attract investments both domestic 
and foreign investors.  

15. The Government shall make revenue 
administration effective by hiring professionals 
and technical staff. This will help in controlling 
revenue leakages, increasing revenues and 
professionalizing and improving the image of 
the revenue administration.  

16. The Government shall legislate the 
mandatory publication of information relating 
to the procurements done by all three tiers of 
government. This will enable public scrutiny 
of procurements and help in controlling 
rampant corruption.  
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Institute for Integrated Development Studies [IIDS]
Institute for Integrated Development Studies (IIDS) is an independent, non-partisan, and not-for-profit 
think-tank headquartered in Kathmandu, Nepal. Since its inception in 1979, it has proven its commitment 
to research and policy advocacy based on evidence, and a holistic approach to sustainable development 
through a distinguished body of work. IIDS’s impact on several development sectors have been 
extensive through its numerous products and their influence in the policy making process. It aims to be 
recognized as one of the region’s leading institutes that contributes to evidence-based policymaking, 
trains professionals, and broadens public understanding of sustainable development challenges in the 
21st century across South Asia. The executives of the organization are highly qualified and globally 
recognized for their expertise and competencies while the team members have diverse experience in 
research, policy development and advocacy, and incubation of innovation.

www.iids.org.np
www.facebook.com/IIDS.NP
www.twitter.com/IIDS1979
www.linkedin.com/company/iids-thinktank/

www.nipore.org
         niporeglobal

Nepal Institute for Policy Research [NIPoRe]
Nepal Institute for Policy Research (NIPoRe) is an independent and non-partisan policy institute based 
in Kathmandu, Nepal. It aims to generate evidence-based debates among citizens and critical actors of 
development in both the public and private sectors on contemporary policy issues from Asia across four 
thematic areas - Economic Policy, Humana Development, National Security and Technology. Our team 
members represent the diversity of academic disciplines, professional backgrounds, and geography. We 
adopt a multi-disciplinary approach in our analysis of policies and research, supported by researchers 
trained at universities and professional environments (from) across the globe.

NEPAL RISK OUTLOOK TEAM

ADVISORS
Dr. Swarnim Waglé, PhD, Chair, Institute 
for Integrated Development Studies (IIDS)
Dr. Sanduk Ruit, Founder, Tilganga 
Institute of Ophthalmology (TIO)
Dr. Paul Cheung, PhD, Director, Asia 
Competitiveness Institute (ACI), National 
University of Singapore
Dr. Tara Singh Bam, PhD, Deputy Regional 
Director, The Union Asia Pacific Region

RESEARCHERS
Akhilesh Upadhyay, Project Lead
Dr. Biswash Gauchan, PhD, Economic Policy Lead
Jaya Jung Mahat, Project Co-lead & Strategic Lead
Santosh Sharma Poudel, Senior Researcher
Abyaya Neopane, Researcher
Binita Nepali, Research Officer

ADMINISTATIVE & LOGISTICS SUPPORT
Devendra Shrestha, Sr. Admin and Finance Officer
Kalash Thaib, Account Assistant

ADDITIONAL SUPPORT
Samar Rana, Research Assistant
Saurav Thapa Shrestha, Layout and Graphic 

http://www.linkedin.com/in/sworupsth

