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Six decades of ‘planned development’ paradigm in Nepal has brought 
both the nega  ve and posi  ve cri  cism about rights, jus  ce and a 
consolidated mission towards strengthening people’s power and local 
democracy. No doubt in these past years there have been changes in 
power rela  ons, changes in public consciousness and changes in expanding 
horizons of expecta  ons. However, a major chunk of society which has been 
excluded from diff erent forms of state and non state power structures is 
in a con  nuous fl ux of exploita  on. This is where there is a big ques  on to 
our public policies and the resources towards which aim to bring changes 
in people’s life. The ques  on is besides these ambi  ons why public policies 
and available internal and external resources have not been able to bring 
signifi cant changes in the lives of the common people. This raises the 
ques  on of legi  macy, accountability and transparency on the processes, 
governance and mechanisms of state and non state actors. 

Foreign AID has always been an important area of debate within larger 
framework of development and rights issues. It has both posi  ve and 
nega  ve interpreta  ons and understanding. In a way 55 years’ planned 
development trend has been mixed up with the dynamics of foreign aid 
of diff erent forms. At a  me when there are controversies and ques  ons 
on Nepal’s development trends; foreign aid being an integral part of these 
development dynamics can’t remain untouched. Therefore to bring the scene 
and unseen paradigms of aid poli  cs, aid governance and aid eff ec  veness 
Alliance for Aid Monitor Nepal realized the gravity of the issues and thought 
to bring this in larger public domain in the form of a book.

 The reali  es and issues of the aid debate are crucial to Nepal.  So 
far in Nepal however, this debate has been confi ned in primarily to 
government circles and to the networks involving major bilaterals and 
some INGOs.   Because aid in Nepal infl uences the future of every ci  zen, 
the debate must become far more public. At a  me when Nepal is moving 
through transforma  onal poli  cal stages, ci  zens and civil society generally 
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must be encouraged and enabled to join the debate about aid, to challenge 
and cri  cize when appropriate; to hold those engaged in the aid industry 
to account;  to recognise and celebrate what is progressive and successful, 
to refl ect on and debate on the wider issues of aid  and to seek out best 
prac  ce and spread it wherever possible. With an aim to engage and 
ini  ate a discourse on aid within people’s poli  cs, this forum (Alliance for 
Aid Monitor Nepal) aims to open up a crea  ve and cri  cal space. In this 
endeavor Ac  onAid Nepal and Care Nepal also have been part of us in our 
journey.

It is a ma  er of pleasure for Alliance for Aid monitor Nepal to bring out this 
book as a representa  ve voice of contemporary academicians, researchers, 
development prac  oners and freelancers working and contribu  ng around 
the issue of aid poli  cs and aid governance in Nepal. The book aims to 
underscore cri  cal reali  es at the ground so as to inform policy and develop 
a common understanding to be  er strategize interven  ons in foreign aid 
sector.

Despite bulks of eff orts and resources, communi  es are forced to face 
mul  ple crises  ll. This has raised concerns about accountability, transparency 
and responsibility in our eff orts, knowledge, prac  ces, and a   tudes and in 
the mean  me it highlights the issues that have been undertaken.

Time has come for civil society, government and donors to be serious on 
the issues of foreign aid and its eff ec  veness to ini  ate organized ac  ons 
and concrete public ini  a  ve to bring sustainable improvements in the lives 
of the common people.

We always appreciate the eff orts of the en  re team; special thanks to 
Dhan Bahadur Rai, Rita Shrestha, Ranjana Sharma and Breez Lal Chaudhary 
for their hard work. We acknowledge Mr. Prabodh Devkota for his cri  cal 
sugges  ons and support. We sincerely would like to express special thanks 
and gra  tude to Mr. Bimal Phnuyal for his advice and feedback to enrich the 
book and the encouragement he showed to make it happen. Nevertheless 
we are very much thankful to the authors without whom it would not have 
been a reality. Special thanks goes to Om Ashtha Rai for his hardwork in 
proof reading. In the mean  me Alliance for Aid Monitor Nepal promises to 
bring other books on the sector.

Thanking you all!
Sincerely
Prof. Dr. Keshab Raj Khadka
Chair-Person
Alliance for Aid Monitor Nepal
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IX

Poli  cs of foreign aid has become one of the most infl uen  al economic 
statecra  s in interna  onal rela  ons. Foreign aid has played pervasive role 
in the life of the people of developing countries and will con  nue to play 
such a role in the coming decades. There is, however, a steady transi  on in 
the nature of aid springing from the patron-client network in the colonial 
days to economic take off  and moderniza  on logic in the cold war, to human 
rights, democracy, equity, good governance, civil society and sustainable 
development in post cold war years to post-confl ict peace building and state 
building now in fragile states. The growing discontent with aid in the earlier 
years was that it has only increased bureaucra  c control of the life of the 
people as development meant adop  ng the life-style and poli  cal culture 
of elites through their material prosperity, not the social transforma  on for 
enhancing life-choices of people. Bureaucra  za  on of aid has diminished the 
poten  al of market economy, individual freedom and ability to reach to the 
needy people. Changing development concepts and policies  ed with aid 
poli  cs of crea  ng dependency has engendered corrup  on and na  onal ability 
to plan development on a ra  onal manner. In many developing countries 
foreign aid has imposed the knowledge, ins  tu  ons and values of dominant 
culture and made the people vic  m of aid. This means most of aid were not 
geared to fulfi ll saving, investment and foreign exchange gaps or to combat 
poverty, inequality and unemployment but to  e the receiving countries 
to the demand of donors. The result is mal-development and disharmony 
between state and social classes. The shi  ing a   tude in development aid, 
therefore, marks its changing strategic, poli  cal and economic ra  onality. 

Introduc  on: 
Effectiveness of Foreign Aid 
in Nepal’s Development 
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The new debate, therefore, demands transparency and effi  ciency of 
“aid eff ec  veness” guided by prudent policies and ownership of na  onal 
government to achieve be  er outcome of Millennium Development Goals. 
The aid eff ec  veness can be seen in the overall context of the countries in 
transi  on and their ability to overcome development defi ciencies by bringing 
coordinated interna  onal coopera  on to complement recipient countries’ 
overall human and non-human capaci  es. Growing aid fragmenta  on owing 
to undefi ned nature of division of labor among the aid agencies and entry 
of mul  ple actors in various sectoral areas have nourished adverse impact 
of the inten  on of aid and even weakened the government’s democra  c 
accountability towards parliament, par  es, civil society, media, private 
sectors and ci  zens. In this context, an assessment of eff ec  veness of aid in 
many sectors of a country’s poli  cal economy like Nepal can help both the 
policy makers and donors to understand the process of evalua  on of the 
principles underlined in Rome, Paris, Accra and now in Busan in South Korea. 
The democra  c principles of engagement in terms of ownership, alignment, 
harmoniza  on, management of results and mutual accountability are 
expected to bear posi  ve eff ects than the earlier strategies. In the light of 
these concepts the ar  cles in this volume explain Nepal’s case refl ec  ng 
various areas and suggest measures as to how aid eff ec  veness can be 
increased benefi   ng the well-being of its people through balanced and 
sustainable development.  

Keshav Acharya explains the “Behavior of Foreign Aid through Recent 
Poli  cal Phases.”  His paper divides the span of 24 fi scal years (1986/87- 
2009/10) into fi ve dis  nct poli  cal phases: 1) 1986/87-1990-91 as the poli  cal 
party-less Panchayat era, (P) 2) 1991/92- 1995/96 as the post-democra  c 
era (PD), 3) 1996/97-2000/2001 as Low Intensity Confl ict (LIC), 4) 2001/02-
2005-06 as High Intensity Confl ict (HIC), and 5) 2006/07-2009/10 as Poli  cal 
Transi  on (PT), and examines the performance of foreign aid with respect to 
its support to the na  onal budget, external economy, and the overall na  onal 
economy of Nepal. There are three sources of fi nancing development 
expenditures. They are foreign aid, revenue surplus (revenue less regular 
expenditures) and domes  c borrowing. It clearly demonstrates that foreign 
aid is s  ll the major source of fi nancing development expenditures. Its share 
in the development expenditures ranged from a high of 49 percent in P years 
to a low of 34 percent in the PD years. Currently it stands at 39.1 percent. 
What is pleasing is, since the HIC years, most of it is coming in the form of 
grants. Revenue surplus also contributed signifi cantly in  the post democracy 
years. Thus, since the onset of the confl ict, development expenditure 
has been largely relying on the ODA, that too on grants. The expenditure 
composi  on has undergone a great structural shi   and increasing share of 
the total expenditure is consistently being fi nanced by addi  onal revenue 
eff orts. During decade-long confl ict, the share of development expenditure 
got compressed by 34 percentages. On fi nancing of the total expenditures, 
revenue mobiliza  on has been occupying prominent place. But, when 
analyzing the sources of addi  onal revenue, one should be cau  ous. 
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Buoyancy of revenue coincides with the surges in remi  ances infl ows.
Viewed in rela  on to the total expenditures, net ODA infl ows reveal the 

following three striking features. First, it has consistently declined in each 
successive phases, while stagna  ng at the current PT phase. Secondly, grants 
have overtaken loans by a wide margin since the HIC phase. And, thirdly, net 
foreign loans (gross disbursement less repayment of principal and interest) 
have evaporated since the HIC years. Net ODA infl ows which had fi nanced 
a third of the total expenditures in P years, dropped to 22 percent in the 
PD years, further down to 18.6 percent in the LIC years, and stabilized at 13 
percent since the HIC years. Net loans cons  tuted two-third of total aid in 
P era, dropped down to  less than three-fi  h in the PD years, and li  le over 
half in the LIC years, and a nega  ve 0.8 percent in the current transi  on. 
A nega  ve loan fl ow means repayment exceeded disbursement or Nepal 
repaid more than what it received as fresh loans.

The rela  ve squeeze in the size and composi  on of the development 
expenditure demands an increase in the level of ODA, so that it can at 
least compensate for the loss in the revenue surplus. Unfortunately, it did 
not happen. This reveals that donors are much more incrementalist and 
bureaucra  c than the Government of Nepal (GoN). People’s need and 
expecta  on in this situa  on calls for massive increase in the size of the 
development expenditure from current one-third to two-third. This is where 
the government of Nepal and its development partners need to co-work as 
early as possible.

It is salient to see that the onset of the confl ict marked  a consistent 
narrowing of the gap between exports and gross foreign aid. Over the years 
foreign aid is turning into less important sources of suppor  ng Nepal’s 
Balance of Payments (BOP). Nepal’s external sector or BOP is ge   ng much 
more reliant on remi  ances than any other sources. On the part of foreign 
aid, it is grant rather than loan which is rela  vely growing over the years. 
Nepal is ge   ng less and less indebted. The stock of external debt increased 
from 2.8 years’ equivalent of total annual foreign exchange earnings in P 
years to 3.1 years’ equivalent during the PD phase. It stagnated at 3.1 years’ 
equivalent during the LIC era and less than two years’ in the HIC. In the 
ongoing PT phase, the total stock of external debt stands at less than a year’s 
worth of total foreign exchange earnings.

There are three major issues that Nepal should consider in the management 
of the external sector of its economy. The fi rst and the most important factor 
is the rela  ve decline of exports. For GDP growth, employment genera  on 
and poverty allevia  on, export promo  on should be encouraged by all. 
Second, most of the remi  ance is pushing up import supported consump  on 
boom which is not sustainable. The authori  es and the private sector should 
fi nd out produc  ve avenues for remi  ances. Third, the government and the 
donors should con  nue to adhere to the recently unfolding grant-dominant 
aid strategy. At the same  me, given a very comfortable debt servicing burden 
and a very poor current status of harnessing abundant natural resources, 
Nepal should not shy away from the external borrowings.
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There has been a sharp decline in the share of agriculture in the 
aggregate GDP over the years. It declined from nearly half in the last fi ve 
years of the Panchayat regime to nearly 42 percent in the democra  c era. 
It dropped slightly to two-fi  h in the LIC years. It further drops to 36.7 
percent in HIC and to 34.2 percent in the PT years. Agriculture is now being 
consistently marginalized. During Panchayat, it received over 13 percent of 
the total budget. It dropped to 10.5 percent in PD, 8.9 percent in LIC, 6.3 
percent in HIC and further down to 6.2 percent in PT. Except for PD phase, 
the same trend is evident with aid composi  on. Nevertheless, as a share of 
the total, the aid share to the agriculture has always remained higher than 
the government’s budget share to the agriculture sector.

Nepal’s debt profi le is very healthy. Total debt stock spiked from 49.8 
percent of GDP in P to 66.6 percent in the PD era. From then on, it is steadily 
declining as a percent of GDP. It declined to 64.3 percent in LIC, 60.5 percent 
in HIC and further down to 43.9 percent in the PT.  Debt accumula  on grew 
at a pace lower than the growth rate in GDP.

Gross foreign aid fell from 7.7 percent of GDP in the Panchayat era to 5.9 
percent in the PD and to 5.7 percent in the LIC. It dras  cally fell to 3.7 percent 
in the HIC and slightly exceeded 4 percent in the PT. The drop occurred due 
to a sharper drop in the loan component, par  cularly since the HIC period. 
Of the total ODA, loan comprised 72.7 percent in P, 71.2 percent in PD, and 
70.2 percent in LIC. It very sharply dropped to 40.5 percent in HIC and further 
down to 26.8 percent in the PT. It is good that grant has overtaken loans as 
it mi  gates future con  ngent liabili  es, that too in foreign exchange. But, 
what counts most is the quality rather than the size of the grant. The study 
suggests that the growth rate is a shadow or a mirror image of the poli  cal 
cycle. When polity is stable, the growth rate averages fi ve percent; when 
confl ict ensues and turns comba  ve, it falls to three percent, when there is 
an expecta  on of normality, it again goes up to four percent. 

Prof. Madan Kumar Dahal highlights “Nepalese Economy:  Obsolescence, 
Underpinnings and Approaches to Sustainable Development.” He says that 
Nepalese economy, largely a subsistence as well as high-cost one with no 
direct access to sea for expanding interna  onal trade, and limited transit 
facili  es, rising interest rate on lending, high tax burden, and costly doing 
business, is passing through a downswing phase. Despite tremendous 
natural, human and cultural poten  als, it suff ers from poverty, inequality 
and underdevelopment. The economy con  nues to strangulate under 
the pressure of sluggish economic growth, poor governance and rampant 
corrup  on, where a majority of the people lives in abject poverty struggling 
for their daily survival. Nepal’s economic development is, therefore, 
extremely challenging almost tantamount to intractable journey through 
silk-road.

The interna  onal comparison illustrates that Nepal's economy is clearly 
trailing behind other member countries in the SAARC region. Prolonged 
poli  cal transi  on engulfed by growing risks and uncertain  es with 
increasing ineffi  ciency, extor  on and poli  cal entrenchment jeopardized 
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the en  re prospects for economic development. The recent macroeconomic 
indicators exhibit that Nepal's merchandise exports to India and overseas 
have declined resul  ng in a huge trade defi cit amoun  ng to Rs. 330.34 billion, 
which is es  mated to be 25 percent of GDP. It has surpassed the size of 
budget for FY 2010/11. The size of Foreign Direct Investment (FDI) stagnated 
at Rs. 58 billion by mid-March 2010 genera  ng employment for 144,513 
Nepalese ci  zens. Nepal’s tax system lacks simplicity, transparency and 
compe   veness, which is detrimental to a  ract FDI and mobilize indigenous 
investments. Nepal is disadvantageously placed for interna  onal trade and 
this is the greatest stumbling block to escape from high-cost economy. In 
addi  on, the respec  ve governments in the past and to-day are seriously 
engaged in managing the crisis with li  le emphasis and priority over resolving 
crucial economic issues. The issue of moderniza  on and commercializa  on 
of agriculture with implementa  on of scien  fi c land reforms program to 
increase produc  on and produc  vity of food and cash crops have remained 
outside the jurisdic  on of na  onal priority.  Investment is not a constraint to 
growth. However, lack of visionary leadership imbued with a strong sense of 
poli  cal will to fulfi ll aspira  ons of the common people impedes economic 
progress and prosperity in Nepal. 

While selec  ng development projects adequate a  en  on should 
be provided to Medium Term Expenditure Framework (MTEF), Poverty 
Reduc  on Strategy Paper (PRSP), and Millennium Development Goals 
(MDGs) especially to expedite foreign assistance from donor communi  es 
for growth, poverty allevia  on and employment genera  on. A top priority 
should be accorded to expedite investment in mega-projects especially 
infrastructure such as road and hydropower not only to create employment 
opportuni  es at home but also for achieving double-digit growth to make 
a substan  al dent on poverty reduc  on. Ins  tu  onal reforms are needed 
in educa  on, health and nutri  on policies to improve quality of human 
resources enabling them to compete at interna  onal labor market for middle 
level manpower and maximize the benefi ts off ered by globaliza  on. In the 
light of proposed restructuring of the state it is also important to empower 
and strengthen local bodies with emphasis on developing a strong nexus 
between center and the federal states.

The vision or mission of Nepalese economy should be to build a strong 
economic na  on-state through ac  ve par  cipa  on of the people ensuring 
a high quality of life to each individual and household within the given 
 meframe. The primary objec  ves of Nepalese economy should be to 

increase the magnitude of GNI from a diminu  ve US$ 13 billion (as of 2009) 
to US$ 100 billion and transform the economy from extremely low GNI per 
capita (US$ 440) to a higher GNI per capita (US$ 3,000) at par with middle 
income countries by achieving a high, sustainable, broad-based, and inclusive 
economic growth and elimina  ng absolute poverty by 2025 and, ul  mately, 
make Nepal “Switzerland” of Asia. Despite numerous structural constraints, 
there are ample opportuni  es that Nepal could tremendously gear up the 
economy by s  mula  ng its major founda  ons comprising hydropower, 
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tourism, biodiversity and remi  ances through foreign employment in 
coopera  on with the private sector.

Narra  ng “Foreign Assistance: An Unfi nished Journey,” Prof. Bishwambher 
Pyakural candidly affi  rms that Nepal’s planned development began with 
the infusion of foreign aid in the 1950s and now it has embarked on 11th 
fi ve-year development plan.  While the fi rst four plans (1956-62, 1962-65, 
1965-70, 1970-75) laid emphasis on the basic infrastructure development, 
only the Fi  h Plan (1975-80) recognized people-oriented development and 
the need for egalitarian benefi ts. The sixth plan focused on mee  ng basic 
minimum needs of people through a reduc  on in income inequality and 
employment. The seventh plan a  empted to bridge development plans and 
implementa  on with an aim to increase produc  vity capacity of economy 
by expanding physical resources. The eighth plan a  er the democra  c 
change of 1990 focused on sustainable development, poverty reduc  on 
with inclusion of popular programs. With the realiza  on of sector-based 
development, the ninth plan iden  fi ed agriculture and forestry, water 
resources, industrializa  on, interna  onal trade and tourism development 
with the objec  ve of poverty allevia  on. Only in the tenth plan, Poverty 
Reduc  on Strategy Paper was aligned with special treatment of marginalized 
and vulnerable people. In the interlude of Maoist insurgency the two 
consecu  ve Interim Plans paid special focus on confl ict-sensi  ve relief, 
reconstruc  on, revival of economy, and gave emphasis on good governance, 
eff ec  ve service delivery and inclusive development process.

He unveils the pervasiveness of foreign aid in all sectors of Nepal’s 
poli  cal economy: agriculture, irriga  on, forestry, transport, power, 
communica  on, industry and commerce and even social services. In the 
process na  onal priories shi  ed along with donors.  Obviously, foreign aid 
has posi  vely contributed to per capita GDP in the long run but it is found 
to be nega  ve in the short-run implying that country suff ered from a lack of 
aid absorp  ve capacity and high aid vola  lity. So the main issue is to iden  fy 
the eff ec  veness of foreign aid to increase its further effi  ciency. The cri  cism 
that aid has actually hampered development goals of the poor countries is 
drawing a  en  on to majority of aid prac   oners. The rich donors are always 
behind their commitment to off er 0.7 percent of their gross na  onal income 
as offi  cial development aid. Nepal, however, faces a large discrepancy 
between aid commitment and disbursement. The reasons are: lack of 
matching fund; weaknesses on making the claims for reimbursement; and 
inability to fulfi ll the agreed grants and loan condi  onality. 

If the links of foreign aid is seen to democracy, human rights, governance, 
liberaliza  on and economic reforms backed by reduc  on of corrup  on 
and confl ict in recipient countries there is a pause: Aid is eff ec  ve when 
it is moderate in volume and counterproduc  ve when it is puff ed-up. The 
central debate over its contribu  on to na  onal development, therefore, 
lingers on.  Present Foreign Aid Policy, 2002 doesn’t integrate aid with 
priority developmental ac  vi  es, and is in major overhaul. Dra   Foreign 
Aid Policy, 2009 intends to develop and adopt a Na  onal Ac  on Plan 



XV

(NAP) on Aid Eff ec  veness both by the Government of Nepal and donors, 
is expected to formulate roadmap on foreign aid management in the spirit 
of Paris Principles and Accra Agenda for Ac  on. The  me, therefore, has 
come to develop domes  c aid policy in compa  ble with country’s priori  es 
and harmonize it with the New Approach to Development endorsed by G8 
Summit.

Narayan Dhakal cri  cally engages in a complex task of “Challenges 
of Managing Aid in Evolving Development Dynamics.”Management of 
development aid in tune with new development paradigm is a most 
daun  ng challenge. The dynamics of development has now arrived at 
ins  tu  onal and contextual concerns with more complexity in terms of aid 
management. Involvement of mul  -level actors in aid rela  onship is one 
of the major causes of complexity. The proper use of development aid for 
development result requires best prac  ces of the donors, recipients and 
other stakeholders as partly ar  culated in the Paris Declara  on, 2005.  But 
reasons behind low aid-eff ec  veness are exogenously imposed design of 
development and endogenous paucity of recipient countries and a lack of 
proper nego  a  on between the two.  So a mid-way and context friendly 
approach of development will have to be found as an avenue for result-
oriented management of aid. The development management as the nearest 
theore  cal premise, emerged with the insights of reduced bureaucracy, 
increased private sectors, and improved capacity of grass root stakeholders, 
encompasses the issues of management of development aid. Introduc  on 
of customized approach in aid management, in between exogenous and 
endogenous processes, is the prime need of all development actors. 

The Paris Declara  on in more cri  cal fashion is debated the high level 
forum in Busan of Korea in 2011. Transla  ng Paris commitments into real life 
situa  on has remained a challenge amid evolving development orienta  on. 
Global synthesis of the phase II evalua  on of the Paris Declara  on reveals the 
fi ve principles of aid eff ec  veness, country ownership has advanced farthest, 
while alignment and harmoniza  on progressed unevenly and managing 
for development result and mutual accountability are advancing the least. 
Nepal par  cipated in the second and third monitoring surveys in 2006 and 
2011 respec  vely, and the second country evalua  on of its implementa  on 
in 2010. It has raised a strong concern towards development results in 
Nepal.  Its contribu  on to enhance country ownership and alignment of 
Development Partners strategies with the na  onal development strategy 
can be considered moderate. And, its contribu  on to the use of country 
system, harmoniza  on and mutual accountability is less plausible.

Broad approaches to development can be grouped into ‘exogenous’ 
and ‘endogenous.’ In developing countries, two types of fund - external 
resources, i.e. ‘foreign aid’ and internal resources, i.e., ‘domes  c revenue’ 
prevail, which follow clearly two sets of values, structures and opera  onal 
frameworks, resul  ng in confl ict of interests and high transac  on costs. 
Management of aid amid proliferated discrete projects always becomes an 
issue. The situa  on then requires harmoniza  on. To make the actors ready 
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to harmonize, incen  ves must be aligned at one point from both ‘exogenous’ 
and ‘endogenous’ approaches. The mid-way approach can be developed on 
country by country basis by ways of customiza  on process. Customiza  on 
involves close review of two-way incen  ves system, which can mo  vate the 
donors, the recipients, and the civil society, including academia and business 
community. This is where eff ec  ve management of aid takes place and can 
produce desired development outcome.

Bharat Pokharel’s    “Foreign Aid Poli  cs in Developing Countries”  sets 
the broader context of  aid poli  cs in general and developing countries in 
par  cular.  He assumes that poor countries have huge fi nance gaps and, 
therefore, to avoid these countries from poverty trap aid collected from 
taxpayers of rich na  ons is shared to them as foreign aid. While Jaff ery Sachs 
in “The end of poverty” argues that shock therapy of aid packages for “bo  om 
billions” can end extreme poverty but he also reveals its profound eff ects on 
legi  macy and unseen results and goals. Massive aid has deleterious eff ects 
on receiving country’s economy. There is no compelling evidence that 
donors care ins  tu  onal quality, corrup  on and good governance in their 
aid alloca  on decisions. Instead study suggests bilateral aids are dictated by 
poli  cal and strategic interest of donors. 

Colonial history and vo  ng role in United Na  ons tend to explain more 
about the eff ects of aid alloca  ons than its construc  ve role in building 
poli  cal ins  tu  ons, robust economic policies and good governance of 
recipient countries. Massive aid infl ux provides an easy source of government 
revenue, and thus reduces the need to build an eff ec  ve bureaucra  c 
mechanism to oversee the extrac  ve, regula  ve and administra  ve 
func  ons of the state. The limited extrac  ve capacity, in turn, tends to 
deepen the government’s dependence on rents, and consequently creates a 
“ren  er state.”  Essen  ally, the infl ux of easy money allowed many newborn 
governments to “subs  tute aid dollars for state cra  ,” yielding them into the 
state of aid dependency. High aid dependence leads to strong presence of aid 
agencies in recipient countries with high chances to bypass the cumbersome 
government’s bureaucracy and poach skilled bureaucrats away from civil 
service towards aid-sponsored projects. This erosion of talents enfeebles 
the quality of aid eff ec  veness and government performances. Theory 
suggests the importance of ins  tu  onal quality for economic performance 
the key to posi  ve development outcome and the very goal of reforms to 
improve governance and reduce corrup  on. But as aid distorts the incen  ve 
structure for public actors, it can delay ins  tu  onal reforms and, therefore, 
tends to be poli  cally less desirable. Aid also creates a “moral hazard” in the 
recipient country by serving as a permanent so   budget constraint.

Sound policy and good economic management ma  er more than 
foreign aid for developing countries. An infl uen  al study by Burnside and 
Dollar fi nds that aid has a posi  ve impact on growth in developing countries 
with good fi scal, monetary, and trade policies, but has li  le eff ect in the 
presence of poor policies). On the other hand, discrimina  on on the basis of 
ins  tu  onal quality does not seem to be a feasible strategy for donors like 
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the IMF or the World Bank as these mul  lateral ins  tu  ons cannot withhold 
its assistance to countries in need on the basis of their poor ins  tu  ons. 
Mul  lateral organiza  ons, therefore, must look for other ways to improve 
the eff ec  veness of their lending.

There is rarely a year when some oppressed countries, especially in Asia, 
Africa and La  n America are not faced with a food crisis due to a natural 
disaster or war. So it is paramount to highlight foreign aid as a temporary 
measure. Eff orts should be to strengthen local indigenous civil society, and 
empower people by helping them learn how to help themselves. If foreign 
aid is hur  ng rather than helping them, then it is clearly in need of being 
restructured, so that policy and incen  ves can be be  er coordinated to 
achieve the desired outcomes. In the mean  me, research eff orts must 
con  nue to search for the ways to improve its outcome. 

Simone Galimber   spotlights “A bo  om up aid eff ec  veness approach: 
the case for grass roots level accountability.” The cause-eff ect nexus 
between aid and economic growth, as the real engine to take millions of 
people away from poverty is being ques  oned. In short, aid is being pushed 
outside its “comfort zone.” We witness, on one hand, the rise of new form of 
aid, more focused on social innova  on and, we see a  empts to reform the 
way of tradi  onal aid. Within the above men  oned trend, there is the case 
for a more and be  er accountability by civil society organiza  ons engaged 
at grassroots level. The Bellagio Ini  a  ve, Aidinfo, Open Government 
Partnership, One World Trust etc are the several a  empts of moving forward 
the agenda of the “real aid”. Although the Busan mee  ng is a forum on aid 
eff ec  veness the ul  mate aim is eff ec  ve development. Unfortunately, there 
is probably something missing in the global debate on aid eff ec  veness: 
eff ec  ve aid will be achieved when the accountability agenda will be fully 
endorsed through a new bo  om up ci  zen centered process that keeps the 
common people in the driver seat of the developing agenda. 

Weak coordina  on and weaker monitoring and evalua  on framework 
are the reali  es in most of developing countries. Therefore the  me is ripe 
for a strong ac  on, something ambi  ous, a Global Compact on Grassroots 
Aid Eff ec  veness, for grassroots quality aid. In order to make this compact 
a reality, we need to review the roles and responsibili  es of civil society 
organiza  ons, interna  onal, locals, CBOs and NGOs. The frameworks at 
countries level should refl ect the domains of the Paris Declara  on, nominally 
ownership, alignment, harmoniza  on, results, and mutual accountability. 
Community ownership as means of empowering local benefi ciaries; 
alignment and harmoniza  on as a compact that prescribes minimum 
prac  ces and procedures to ensure how a new interven  on will really fi t in 
the local priori  es set by the district authori  es; and accountability defi ned 
as common responsibili  es to deliver the best service at the best value 
for money, with highest level of par  cipa  on of the local benefi ciaries, if 
prac  cally addressed, will off er a real opportunity to “democra  ze” the way 
aid is delivered.

Accep  ng the CSOs as development partners represents a new building 
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block in the founda  ons of a new aid system. Fortunately, the cons  tu  on 
of the Mul   Stakeholders Team on Civil Society Development Eff ec  veness, 
formed in April 2009 under the Working Party on Aid Eff ec  veness of 
the OECD-DAC, is defi nitely a giant step ahead. Open forum for CSO 
Development Eff ec  veness came out with a stronger commitment “The Siem 
Reap CSO Consensus on the Interna  onal Framework for CSO Development 
Eff ec  veness. The key is that be  er accountability is a precious ingredient to 
increase and enhance the level of credibility of CSOs. 

Nepal is considered a best prac  ce in the interna  onal arena for being 
able to create the condi  ons for be  er quality aid being implemented in the 
Country. As a sign of maturity, the upcoming Nepal Por  olio Performance 
Review (NPPR) to be held on 17th and 18th of November, will raise the 
important issue of “mutual accountability” that will also look at the joint 
responsibili  es in strengthening the country system and improve the overall 
quality of aid delivered to Nepal. A Na  onal and regional level dialogue 
could be ini  ated in order to collect ideas, analyze current concerns and 
bo  leneck. The selected proposi  ons will be reformulated as a set of 
standards that will lead to the formula  on of the Na  onal Compact on Grass 
Root Aid Eff ec  veness to be offi  cially endorsed by the engaged par  es.  In 
quest of establishing the na  onal compacts, the Compact could off er 
minimum standards for bringing aid eff ec  veness at local level through a 
set of principles and benchmarks. The Siem Reap CSO Consensus could be a 
good base for discussions.

Nepal is obviously in a good posi  on to show and lead the way in 
moving forward the agenda of “real aid” at local level. Only if civil society 
organiza  ons, regardless of their status will agree on working out prac  cal 
ways to improve their work at local and grassroots level, Nepal will be able 
to fully take advantage of a new, strengthened “mutual accountability.” The 
ci  zen of Nepal will be the real winners of this bold move.

Vidyadhar Mallik focuses on “Aid Eff ec  veness and Nepal’s Road to 
Busan.”  He argues that the necessity for the management of aid resources 
was felt in the dawn of 21st century. The OECD generated discourses around 
aid eff ec  veness with a report called Shaping the 21st century: The Role of 
Development Coopera  on. Following series of interna  onal declara  on to 
achieve development goals, in 2005, 2nd High Level Forum (HLF) promulgated 
“Paris Declara  on on Aid Eff ec  veness” with 56-ac  on commitments and 12 
indicators to monitor these commitments, worldwide. The HLF-4 adopted 
Accra Agenda for Ac  on to accelerate the proper implementa  on of Paris 
Principles. 

Nepal’s Foreign Aid Policy, 2002 as a guiding and integral principle for 
the resource mobiliza  on states that foreign aid will be directed to achieve 
na  onal goal of poverty reduc  on. It  has emphasized on concessional loans 
and grants, budgetary supports, use of Nepalese resource persons in the 
technical assistance provided by donors, one door policy for supports through 
INGOs and NGOs, emphasis on domes  c resource mobiliza  on, leadership 
and ownership of government, suppor  ve role of Nepalese civil society, 
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building na  onal capacity and partnership, solici  ng an increased level of 
coopera  on from donors, be  er understanding of donors with respect to 
sensi  vity, selec  vity, avoiding trial and error methods, maintaining fi nancial 
discipline, refl ec  on of fi nancial sources in the Annual Budget and improving 
donor procedures (harmoniza  on). A revised dra   named Foreign Aid Policy 
2010 also emphasizes on adhering to Paris Principles of aid eff ec  veness 
as was reaffi  rmed by the AAA and aims at transparency, accountability, 
predictability and sustainability by enhancing na  onal capaci  es, domes  c 
resources mobiliza  on and op  mizing the opportuni  es for trade and 
investment. Mee  ng of Nepal Development Forum and Nepal Port Folio 
Performance Review are the two pivotal instruments on mainstreaming aid 
debates in the country.

In 2010, Nepal Country Evalua  on for an exercise on a Joint Evalua  on 
of The Implementa  on of Paris Declara  on was carried out by the Ministry 
of Finance and the development partners.  It recommends the replica  on 
of sectors-based programs.  MfDR has changed making aid delivery more 
responsive to benefi ciaries. The evalua  on report states the validity of 
indicators and says that the implementa  on of principle has enhanced 
results. The major problem found is the pervasive incen  ves within 
Nepal and DP systems. The fi nding hugely demands the improvement of 
ins  tu  onal capacity, access to informa  on and par  cipa  on of all levels 
and proper rela  onal needs between policy, strategy and service to meet 
the real needs of people.  Social inclusion, good governance, state building 
and post confl ict situa  on, all cross cu   ng themes have to be integrated 
within the discourse of aid eff ec  veness. 

So at the prime hour to make Busan Forum for the sake of LDCs, Nepal 
has to prepare agendas with wide na  onal/interna  onal consulta  ons of 
poli  cal par  es, academia, development partners, civil society and ins  tu  on 
like AAMN. The delegates hence must come up with a single but composite 
voice of all stakeholders. Agendas should include aid predictability, mid-term 
support for reconstruc  on and economic growth, donor harmoniza  on and 
alignment, MfDR and country ownerships.  Our priori  es about aid for trade, 
technical Assistance pooling, capacity building, public fi nancial management, 
and procurement systems have to be harnessed with acute discussions and 
broad consulta  ons. A general discourse on ‘Development eff ec  veness’ 
rather than discussions confi ned to ‘Aid Eff ec  veness’ sounds exci  ng at this 
stage from both accountability and delivery perspec  ves. Eff orts to sa  sfy 
the taxpayers of both donor and recipient countries are needed and Busan 
HLF-4 should go a long way in this regard. 

Meena Acharya while analyzing the “Aid Eff ec  veness Agenda and Gender 
Responsive Budge  ng – Experience of Nepal” reveals bi  er truth about 
the reality of aid eff ec  veness on the lives of rural women. The grassroots 
women have had li  le voice and infl uence in development and priority 
se   ng processes in Nepal. Only during the prepara  on of the Tenth Plan 
(PRSP, 2002-2007) some consulta  on with women groups from na  onal to 
regional level took place. However, they have had very li  le infl uence on the 
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budge  ng process. When gender quality and priori  es are not adequately 
mainstreamed in the na  onal development plans and the budgets, donors’ 
own gender equality priority becomes ineff ec  ve. The Paris Declara  on 
iden  fi es twelve monitoring indicators for measuring public fi nancial 
management, accoun  ng and audi  ng systems, procurement systems, 
results frameworks, transparency and capacity. But none of the assessment 
tools incorporated elements to monitor gender and social equity. The 
limita  on of system was acknowledged by UNIFEM, the DAC Network and 
CSOs over world and since 2010 new gender dimensions has been added 
to the monitoring formats. The 50th UN Commission on Status of women 
adopted “Financing of Gender Equality and Empowerment of Women” and 
Nepal is obligated to it and it has introduced GRB since the FY 2007/08. This 
was preceded by a series of Gender Budget Audit (GBA) of several sectors. 
Therea  er, a new system of budget classifi ca  on was introduced, with 
specifi c focus on 13 ministries. 

With Aid Eff ec  veness agenda Gender Budget Audit and Gender 
Responsiveness acquired new importance for gender mainstreaming into the 
mechanism and instruments used in planning and managing development 
programs. Under Nepal’s GRB guidelines, each proposed program has to be 
scored in accordance with indicators developed by the Gender Responsive 
Budget Commi  ee (GRBC) led by Ministry of Finance. Programs scoring 50 
percent marks or more are classifi ed as “directly responsive,” those scoring 
20 to 50 percent as “indirectly responsive” and those scoring less than 
20 percent as “neutral.” The alloca  on to directly and indirectly gender 
responsive programs has been increasing slowly.

But Nepal’s GRB system has encountered diffi  cul  es in implementa  on 
because of conceptual and prac  cal capacity problems. She, therefore, 
suggests that the scoring methodology does not mesh with indicators used 
in diff erent sectors and so has not been applied systema  cally. Nepal’s 
GRB system needs to encompass the complete budget cycle and include 
detail assessments of each with respect to transforma  ve, adequacy, non-
discriminatory and monitoring system. Another big challenge to make GRB 
opera  onal is training and capacity building of the Gender Focal Points in all 
ministries, planning units in government and local bodies.  The focus of GRB 
has to be broadened from so   sectors like agriculture, health, educa  on, etc 
to other relevant sectors like law, home, police etc. It is equally crucial that 
all economic policies are to be fi ltered through gender and social inclusion 
lenses.

Dr Tim Cadman and Dr Tek Maraseni discuss “Governing Emissions 
Reduc  on: REDD+ and Stakeholder Percep  ons of Ins  tu  onal Legi  macy.” 
They argue that  there exist varied percep  ons of ins  tu  onal governance 
greatly across the sectors and regions, but respondents from the global 
South rate the mechanism higher than those in the North, irrespec  ve of 
their sector with implica  ons for the current design and future direc  ons in 
market-based approaches to climate change management. The globaliza  on 
of poli  cs has led to a commensurate growth of global governance. 
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Tradi  onal global governance as a ma  er for individual countries via balance 
of power poli  cs has now changed into a modern global governance not 
dominated by na  on-state. Mul  lateral ins  tu  ons in par  cular have 
become central, now diff eren  ated between government and governance. 
New governance, by contrast to previous approaches, is envisaged as a 
posi  ve process of learning and a system of more democra  c mechanism 
and dynamic interplay between civil society, business and public sector over 
the issue of corporate social responsibility. Hence it is signifi cant to iden  fy 
whether the policy programs aimed at reducing greenhouse gas emission are 
solving the problems and changing behaviors or making perverse outcome 
for development. 

REDD is an ini  a  ve to reduce greenhouse gas (GHG) emissions which 
allows ‘avoided deforesta  on’ in to be included in market-based carbon 
trading mechanisms. It is eff ec  vely a payment in exchange for ac  vely 
preserving exis  ng forests. It is now formally referred to as REDD+ in the 
wake of the United Na  ons Framework Conven  on on Climate Change 
(UNFCCC) Conference of Par  es (COP) 15 in Copenhagen. It is linked to the 
Kyoto Protocol (KP) and the Protocol-related Clean Development Mechanism 
(CDM). The United Na  ons Collabora  ve Program on Reducing Emissions 
from Deforesta  on and Forest Degrada  on in Developing Countries (UN-
REDD) manages the technical and fi nancial components of the ini  a  ve, 
with the assistance of the United Na  ons Development Program (UNDP) and 
the Food and Agriculture Organiza  on (FAO). The Forest Carbon Partnership 
Facility (FCPF), via the World Bank, provides funding aimed at biodiversity 
conserva  on of forests and sustainable use through a range of country-level 
projects. The Forest Investment Program (FIP) is part of the World Bank’s 
Strategic Climate Fund (SCF), and provides funds to specifi c sectors and 
projects to pilot new ac  vi  es and build capacity in exis  ng ac  vi  es aimed 
at tackling climate change. The Global Environmental Facility (GEF), created 
by the World Bank in 1991, is a partnership arrangement made up of 178 
countries, NGOs, the private sector and interna  onal ins  tu  ons.

To ensure that REDD+ meets expecta  ons as one of the solu  ons 
to climate change it will require a robust, transparent, inclusive and 
independent monitoring system capable of addressing governance reali  es 
on the ground. Monitoring, repor  ng and verifi ca  on (MRV) are essen  al 
tools, otherwise REDD+ will go the way of the CDM with over complex rules 
for many developing countries. The rela  onship between the CDM and 
REDD+ remains unclear. REDD+ requires governance arrangements that can 
deliver large-scale emissions reduc  ons. Inclusiveness of representa  on of 
forest dependent people, civil society organiza  ons, and the private sector, 
as well as systemic transparency are also necessary.

There is an inherent and ongoing tension between sustainable 
development, and climate governance, for example. Contradic  ons are 
evident in the Kyoto Protocol in par  cular. These reali  es reinforce the 
domina  on of rich countries over poor, whilst aliena  ng the poor from their 
land and decision making over common resources. Developing countries 
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argue that developed countries should take the lead in reducing emissions; 
developed countries in return argue that they were unaware of the impacts 
of emissions previously and that it is fairer to allocate burden sharing on the 
basis of current emission levels.

Studying stakeholders’ a   tudes regarding the evolving governance of 
REDD+ provides insights into the rela  ve infl uence of specifi c sectors, and 
the quality of the ini  a  ves as a whole. The surveys use an analy  cal model 
based on a framework of principles, criteria and indicators of governance 
quality. The framework of the study is based on a review of governance 
a  ributes iden  fi ed from the fi elds of interna  onal rela  ons, compara  ve 
poli  cs, public administra  on and broader governance theory. 

The results would appear to confi rm some academic concerns regarding 
the quality of REDD+ governance arrangements. It reveals the poten  al 
existence of a par  cipa  on gap between fi nancial ‘insiders’ (such as 
government) and ‘outsiders’ (environmental NGOs) regarding REDD+ 
governance quality. But the results are from a short-term study, and one 
with rela  vely few par  cipants. The surveys nevertheless do provide some 
insights into the quality of governance but are not defi ni  ve in their own 
right. However it is worth making the point that quality-of-governance 
standards would make it easier for poten  al and actual par  cipants in 
global environmental governance systems like REDD+ to determine whether 
they should engage in a given ini  a  ve or not.  Standards would also allow 
poten  al and actual investors to determine the ‘governance risk’ of climate 
change investments. 

On “Green Governance” BK Pokharel sets sustainable development in 
Nepal’s poli  cal context. Following restora  on of democracy in 1990, forest 
sector governance is one of the few sectors in Nepal which is undergoing 
massive transforma  on from conven  onal technocra  c stereo-typed 
bureaucracy to a pro-poor and democra  c public service. S  ll, it faces a 
paradox: on the one hand the forest service has started to collaborate with 
civil society organisa  ons; on the other hand, it suff ers from ill-governance 
prac  ces in ma  ers of policies and regula  ons. The decision making process 
is heavily infl uenced by short-term poli  cal and personal interests lacking 
democra  c a  ributes of public hearing, mass mee  ngs and public poll.

Forestry sector was supported by various donors for period ranging 
from 5 years to more than 20 years. They contributed on an average US$20 
million per year, totalling about US$190.8 million in the last twenty years. 
Most of the aid is spent in kind as facilita  on support, infrastructure and 
capacity building, consultancy services to enhance quality service delivery, 
social empowerment and technical assistance, and only 20-30% of the total 
aid is es  mated to have spent in cash at local user group and household 
levels. But local investment of forest users’ is much higher than that of total 
development aid. For instance, in Nepal-Swiss Community Forestry Project 
(NSCFP), it is es  mated that cost borne by community forestry user groups 
was almost 71% of total cost, whereas donors’ and government’s share is 
only 16% and 13% respec  vely. Role of donors in forestry has been signifi cant 
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but their impact has been mixed. Community forestry is successful in terms 
of its visible impact on environmental conserva  on whereas biodiversity 
and watershed management, private forestry, non-  mber forest products, 
and research sectors have been largely ignored.

Despite of its huge and successful opera  on throughout the country, 
the value of community forestry to Nepal’s economy is not well recognized 
in terms of its overall economic contribu  on. There are no mechanisms 
to link community forestry impact monitoring data with the na  onal data 
because the major part of the na  onally unaccounted budget of community 
forestry borne voluntarily by local communi  es is larger than the revenue 
collected by Department of Forest.  So, the implica  on is that forest 
management through community forestry is the more effi  cient in terms of 
revenue genera  on. In addi  on to the economic benefi ts men  oned above, 
community forestry contributes as a vehicle of social inclusion, gender 
equality and rural development. 

Laxman Acharya and Bidya Nath Koirala cri  cally analyze “Foreign Aid 
and Educa  on in Nepal: Some Cri  cal Issues” in the historical context.  They 
argue that since 1950s Nepalese governments seemed more open towards 
the foreign world in order to modernize the country. Being neutral towards 
superpowers they a  racted as much foreign aid as possible.  Nepal accepted 
all forms of aid. As a result, a wide range of donors from capitalist to 
communist countries, from bilateral to mul  lateral sources, and even from 
missionary organiza  ons to INGOs provided assistance to Nepal.  All kind of 
donors have entered Nepal, some with even hidden mo  ves where foreign 
aid became their  entry points.  Likewise, the ruling party and government 
of Nepal also have their own hidden agenda with foreign aid infl ow and has 
been a means to stay in power. Foreign aid has emphasized a lot for the 
democra  za  on of the country and mainstreaming the deprived sec  on 
of popula  on in development process. S  ll, a large number of popula  ons 
are economically, socially and poli  cally excluded from the mainstream 
development. They have physically par  cipated in poli  cal and development 
process but neither they are able to put their view nor are their voices heard 
and heeded. There is also a big gap between elite and marginalized and their 
rela  onships as ruler and ruled persists. The impact of foreign aid in Nepal is 
found having paradoxical results. 

Nepal’s fi rst Educa  onal Plan was formulated by the fi nancial and 
technical assistance of USAID.  Almost all of the bilateral and mul  lateral 
agencies have programs in educa  on sector. The fi rst loan was accepted for 
Mahakali Rural Integrated Development Program. The visible up and down 
trend of foreign aid in educa  on makes sense that educa  onal aid has come 
in a haphazard way rather than in a planned way. In comparison to other 
sectors, Nepal’s educa  on sector is ge   ng more and more dependent on 
aid. Basic and Primary Educa  on Program (BPEP, 1992-2004), Educa  on for 
All (2004-2009) and School Sector Reform Program (SSRP, 2010-2015) are 
the examples. Foreign aid contributes around one-sixth of total educa  onal 
expenditure and infl uences the total educa  on investment of the country. 
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For instance, despite huge investment, the number of public school is 
shrinking while the number of private school is expanding. Can this be 
assumed as an unintended eff ect of foreign aid against public system? This 
shows that the return of educa  onal investment is not only unproduc  ve 
but also harmful in many ways.

They point out the contras  ng philosophical diff erence between donors 
and recipient in giving and taking foreign aid. Looking at the state of aid-
driven development process and the socio-economic stagnancy, Nepal’s 
posi  on is nearer to Marxist’s theore  cal premise. The debate hence gives 
an idea that the output of development process yielded more unintended 
with less targeted results wherein the role of foreign aid has been crucial. 
Hence, they conclude, the  me has come to recognize the answers of 
development failure and illegi  macy of foreign aid in educa  on sectors. 

 Miriam Bishokarma presents a case study of Himalayan district in her 
ar  cle “Does Food Assistance Ma  er? It is about the Impacts of Food-for-
Work in Mugu. Quo  ng Amartya Sen’s argument that food insecurity  mainly 
springs from social inequali  es and failing en  tlements, the author adds that 
en  tlements are embedded in the poli  cal economy of a society, framed by 
the ways of distribu  on of money and produc  ve resources, and by dynamic 
formal and informal laws, policies and interna  onal agreements. Research 
on social vulnerability to food insecurity further embedded the en  tlements 
approach into a longer-term historical perspec  ve, taking into the account 
famine and the recovery. So a way to reduce households’ or people’s 
vulnerability to food insecurity would be to support their en  tlements by 
increasing their assets and endowments on which their en  tlements are 
based, or to secure them from selling their assets in  mes of crisis. This is 
the idea of so called “produc  ve safety-nets.” Such a safety-net approach is 
applied by “Food-For-Work” of the UN-WFP. The impacts of food assistance 
are diff eren  ated into insurance- and transfer-eff ects that translate into 
livelihood decisions and ac  ons. While FFW’s posi  ve contribu  on is the 
relaxing of household assets constraints, and helping households to preserve 
assets, it might simultaneously lead to a decline of on-farm ac  vi  es in favour 
of food-for-work, or the loss of tradi  onal ecological knowledge, reducing 
the longer-term coping capacity of recipients, adding up to a “dependency-
syndrome.” 

In Karnali region with the adult malnourishment rate of above 54 percent 
is the most food insecure area in country. Especially worse is the situa  on 
in Mugu district confi rmed by a sample survey, conducted in 28 percent 
of the villages comprising 117 households, based on a stra  fi ed random 
sampling and through various par  cipatory tools, including social mapping, 
wealth ranking, seasonal calendar, and trend-analysis. The fi ndings revealed 
that households are characterised by chronic food insecurity form of low 
produc  on en  tlements,  unreliable exchange en  tlements and diff erent 
degrees of vulnerability to food insecurity, determined by broader social, 
poli  cal, economical, and cultural aspects. In comparison to those working 
in NGOs or governmental jobs, worse-off  households o  en engage in 
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irregular unskilled daily wage labour and thus earn much less. A common 
strategy among the worse-off  groups is also the working migra  on of men 
to India. The study revealed that the insurance eff ects of food assistance 
were minimal. There is a lack of transparency as villagers assume that 
the selec  on of VDCs for the distribu  on of support was determined by 
powerful poli  cal leaders. Lack of transparency, and longer-term planning 
on side of the WFP, which is itself dependent on donors’ funding decisions 
hinder the proper applica  on of food assistance as a full-fl edged safety-net. 
It reveals the food assistance’s transfer eff ects were mainly posi  ve for both 
household’s assets-preserva  on and contribu  on to assets-crea  on.

Food assistance through FFW does help people secure their assets during 
the crises, and increase their overall feeling of well-being and security. 
Contrary to the accusa  on that food assistance would result in the decline of 
recipients’ ability to deal with shocks, the study shows that food assistance 
does not replace other mechanisms of food acquirement but that it rather 
is an addi  onal source of food on which people can rely for their short-term 
relief. The ul  mate goal of food assistance can therefore be described as 
en  tlements protec  on, and the reduc  on of vulnerability to food insecurity 
through an ac  ve en  tlements promo  on, including fostering people’s 
ability to cope with shocks and crises on their own. Safety-nets can be 
regarded as a valuable fi rst step towards this goal. However, in order to cover 
the en  tlements promo  on aspect safety-nets should be complemented by 
cargo-nets, which ac  vely support people in climbing out of poverty through 
assets-crea  on. Obviously, food assistance can always only be a part of the 
solu  on and must be embedded into broader developmental programmes, 
designed in coopera  on with the government, the donors and civil society. 
Such a strategy must be based on the needs of food insecure popula  ons.

Chandan Sapkota narrates “Food Security and Aid in Nepal.” He says that 
the steady rise in global food prices has crossed the highest threshold of 
food crisis now. Not only food prices but also infl a  on is piercing the Nepali 
economy. The World Food Program reveals 3.7 million Nepalese are at food-
risk as Nepal Government men  ons a na  onal food surplus of 110,000 
tones in FY 2010/11. S  ll, 38 districts in Nepal face defi cit food produc  on. 
This consistent skyrocke  ng of food price could push more people below 
absolute poverty line. Domes  c produc  on defi cit is the major reason for 
the price hike. It generated shocks in local produc  on. The declining supply 
of agricultural goods at the global level aff ects food prices in local market as 
well. The prices are expected to remain at higher levels impac  ng vulnerable 
and low-income people. Hence government and donors have a cri  cal role 
in both lowering food prices and protec  ng vulnerable popula  on from 
harsh poverty and malnourishment. Since achieving MDGs is one of the top 
priori  es of donors, the mul  -dimensional impact of food process will have 
an impact on the progress to MDGs and warrants developing partners’ focus 
and major interven  on. The amount of aid to food remains un-es  mated so 
far in Nepal. But mul  lateral and bilateral donors such as WFP, USAID, DFID, 
ADB and WB, among others, are contribu  ng to address food insecurity 
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in the country. Aid should primarily focus on increasing produc  on and 
produc  vity in 38 food defi cit districts. Given the terrain land in hilly districts, 
right kind of interven  on with respect to local context like providing in-kind 
assistance either food or other necessary households in return of manual 
works can be considered to reduce the unemployment as well. 

He formulates a number of sugges  ons to overcome food crisis in Nepal. 
First, there should be higher investment on increasing agricultural produc  on 
and produc  vity so that produc  on defi cit can at least be narrowed down. 
Second, provide unhindered distribu  on of agricultural items in the market 
while controlling carteling. Regular monitoring of product market by 
government and implementa  on of successful cases of good governance 
by donors can address market ineffi  ciencies and distor  ons. Third, set up 
ins  tu  onal measures to facilitate smooth regional agricultural trade to 
meet Nepal’s food demand. Fourth, addressing emergency situa  on in the 
country presupposes the crea  on of a fully func  onal regional food bank. 
The 14th SAARC Summit held in New Delhi in 2007 agreed to establish SAARC 
Food Bank, which is expected to serve as a regional food security reserve for 
SAARC member countries during normal food shortages and emergencies. 
Finally, it is high  me poli  cal leaders, and offi  cials at Na  onal Planning 
Commission, Ministry of Finance, Ministry of Agriculture & Coopera  ves, 
and Ministry of Commerce & Supplies woke up and acknowledged the 
fact that rising food prices and a poten  al food crisis pose a real economic 
threat and could engender poli  cal instability. In this context,  donors and 
government have to look at short term and long term op  ons to tackle food 
insecurity.

Ganga Da  a Acharya interlinks hunger and poverty as close and 
interdependent phenomena. Inadequate access to produc  ve resources 
such as land, irriga  on, seeds, inputs, credits and markets or other sustained 
means of incomes is the root cause of hunger and malnutri  on. Globally, 
food insecurity is largely a situa  on created not by lack of food but by poverty 
and exclusion which deny people access to food. This is true for Nepal as 
well. Due to the persistent exclusionary value system and prac  ces, all types 
of produc  ve resources-land, forest and water- as well as other livelihood 
opportuni  es available in the socie  es have virtually been captured by the 
high-caste male elite classes. With the adop  on of Structural Adjustment 
Programs (SAP) in mid 1980s, nearly 30 years of rampant hegemony of the 
market-led model of economic growth has been in prac  ce in Nepal that 
has clearly demonstrated the increased privileges for the few, increased 
concentra  on of wealth in hands of few elites and increased inequality 
resul  ng into persistent problem of chronic poverty and food insecurity.

The food insecurity problem of Nepal largely bears structural features, 
but the dominant mode of interven  ons is technical in nature. Nearly all 
interven  ons of Ministry of Agriculture and Coopera  ves or WFP or Nepal 
Food Corpora  on, all are exclusively produc  on focused and the centrally 
designed produc  on focused interven  ons are obviously less relevant 
or useless for resource poor people par  cularly landless or marginal 
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cul  vators who live in complex, diverse and risk prone niches adop  ng 
mul  ple livelihoods por  olios. Therefore, food security challenge is not to 
just produce enough food but ensure required level of food energy intake 
at household level. Food insecurity is a ques  on of mal distribu  on of 
resources and inequality.

Paras Kharel presents  “A cri  cal assessment of Third Global Review of 
Aid for Trade.” The Aid for Trade (AfT) ini  a  ve,  launched under World Trade 
Organiza  on (WTO) in 2005,  aims to integrate developing countries into the 
global trading system and also takes an account of the several unsuccessful 
trade-related technical assistance issues in Least- Developed Countries 
(LDCs). The monitoring and evalua  on of AfT is steered under three 
mechanisms. First, the WTO and the Organiza  on for Economic Coopera  on 
and Development (OECD) publishes an annual report  tled “Aid for trade at 
a glance” and evaluate the project at the global level based on the OECD’s 
Creditor Repor  ng system (CRS). Second, a sec  on on AfT is included from 
both donors and partners in their respec  ve trade policy review documents. 
Third, the Periodic discussions on AfT issues occurs within the trade and 
development commi  ee of the WTO.

Realizing the shortcomings of the present monitoring and evalua  on 
system, South Asia Watch on Trade, Economics and Environment (SAWTEE), 
Kathmandu and the Interna  onal Centre for Trade and Sustainable 
Development (ICTSD), Geneva developed a methodological framework for 
conduc  ng research on assessing the eff ec  veness of AfT in six developing 
countries: Cambodia and Nepal in Asia, Malawi and Mauri  us in Africa and 
Jamaica and Peru in the America. The research made use of both primary 
and secondary informa  on. Data source from Overseas Development 
Assistance (ODA) was used for extrac  ng informa  on on AfT. The major 
fi ndings of research in Nepal showed the Aid for Trade has been more or less 
growing in Nepal since 2002, in line with the global growth; and the growth 
has been higher in the recent period (2006-09) compared to the base period 
(2002-05). The distribu  on of AfT fl ows across recipient countries is highly 
unequal, slightly more so than the distribu  on of overall ODA.

Most of the analyses in the Report are based on commitments rather 
than disbursements. In terms of commitment, AfT has become addi  onal 
but not on disbursement from ODA. Sustainability of AfT is doub  ul mainly 
because of the lack of government’s contribu  on to the project and 
predic  on of a large number of donors to hire their own consultants rather 
than building capacity of the local ins  tu  ons and experts.  Hong Kong 
WTO Ministerial Declara  on in 2005 recommended four pillars on AfT. The 
First pillar is, Addi  onality, predictability and sustainability. Second is the 
Eff ec  veness pillar where ownership, alignment, donor coordina  on and 
impact are considered. Coherence is the third pillar where South-South AfT 
and the coherence of AfT and climate funding is focused. Three addi  onal 
aspects are considered under the forth pillar: emphasis on grant than a loan, 
bridging the gap of demand-supply and the countries’ absorp  on capacity.

While trade has been mainstreamed by half of the partner countries it is 
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one of the sixth strategies of the current three-year plan in Nepal. The Nepal 
study fi nds that most donors are yet to mainstream trade in the planning 
and implementa  on of their aid strategy in Nepal. There is inadequate 
sensi  za  on and awareness about AfT. The Report fi nds that alignment is 
improving but the strengthening of partner countries system and aligning 
aid s  ll lacks. Delivering aid through parallel implementa  on units is serious 
issue in Nepal’s case. The fi nding based on the responses from the partner 
countries says raising awareness about trade’s contribu  on on development 
and improving the delivery of AfT are its major impacts.

Jagat Basnet indicates Foreign aid in Nepal synonymous to development 
projects, and so are the elites and development. One cannot exist and 
func  on without other. This sentence enough manifested why and how aid 
is coming in Nepal and how it has been contribu  ng the interest of elite 
and rulers. The upper social classes derived the major benefi ts from foreign 
aided development. The need to legi  mize such a power gave foreign aided 
development the halo of a ‘people-oriented development’ while at the 
same  me increasing the dependence of the lower classes. 

From decades, the World Bank has been promo  ng market-based 
approaches to land management through its lending prac  ces and policy 
advocacy. This means priva  za  on of land rights, both through the conversion 
of customary rights into marketable  tles as well as disengagement of the 
state, and legal reforms necessary for western style land markets to func  on. 
He raises the role of civil society and the real  llers for genuine land reform, 
increase produc  vity and food security. His suspec  on remains with big 
IFIs as they are providing the aid to grab the land in diff erent countries, 
promo  ng especially market-led, willing buyer and willing seller model of 
World Bank. Although Nepal has no mul  na  onal companies but na  onal 
elites have been grabbing the rural land in the name of land plo   ng and 
commercializa  on of farming.  

Conclusion

Development aid seeks to bridge the gap between wealth disparity in 
society through sharing and caring. Giving the poor, fragile and developing 
countries choices about contextual policies encourages them to upli   the 
well-being of their ci  zens through inclusive, balanced and sustainable 
development. There is li  le op  on for developing countries to prosper 
without aid. As global public goods the ethics of aid should, therefore, aim to 
off er possibili  es to self-help in the long run and contribute to global, regional 
and na  onal security, stability, development and peace. Aid eff ec  veness in 
this context presumes a coherent, coordinated, eff ec  ve and posi  ve impact 
of aid in the recipient countries and overcome their complex problems 
from poverty allevia  on, food security, economic development, gender 
empowerment, educa  on, HIV/AIDS to climate change. It also seeks to avoid 
duplica  on of projects, unnecessary compe   on, fostering clientalism and 
genera  ng social and poli  cal confl icts. The crisis of development requires 
addressing “mutual interest” and complemen  ng the need of society for 
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freedom and social jus  ce, impera  ve of the state for order and stability and 
urgency of liberal interna  onal order based on nego  ated social contract, 
not just maintenance of hierarchy of power without global accountability. 

Many post-state issues like HIV/AIDs, spread of disease, famine, 
terrorism, climate change, trade and technology are globally interconnected 
requiring coopera  ve solu  on. In this context, aid eff ec  veness can 
resolve many of Nepal’s post-confl ict and post –state challenges. Defi nitely, 
foreign aid has contributed to Nepal’s educa  on, health, infrastructural 
development, agriculture, forestry, communica  on, and complemented 
resource gaps in a number of other areas. The more it contributed to so   
power of consciousness the greater the demand for it. The raison d’ etre of 
development aid is premised on expanding the structure of economy. The 
social moderniza  on of Nepal and its exposure are other two important 
areas. But, Nepal’s history of planned development has faced its own 
distor  ons created by its own ins  tu  onal weaknesses, such as absence 
of ins  tu  onal memory in aid nego  a  on, nego  a  on without sound 
prepara  on, weak ar  cula  on of development priority, non-u  liza  on of 
even aid, lack of coordina  on among the donors, weak governance, poli  cal 
instability, frequent reshuffl  e of personnel’s in development projects, weak 
monitoring of aid impact, problem of inter and intra-ministry coordina  on, 
etc. Improving the na  onal integrity system of the Nepalese state is one 
strategy while capturing the synergy of state, market and civil society is the 
other for aid eff ec  veness. 

As a result, despite the aid policy to spend at least 60 percent of money 
on program implementa  on there is an absence of ins  tu  onal mechanism 
to do so. Therefore, in each plan formula  on the same problems crop 
up again and again making the proper management of aid disbursement 
problema  c. Strengthening of procedure and mechanism are other 
keys to improve aid eff ec  veness and innova  on. Donor countries have, 
therefore, to enhance the capacity of Nepal’s public and private ins  tu  ons 
and development strategies while Nepalese government has to devise a 
coordina  ng mechanism to prevent growing aid fragmenta  on and enforcing 
the transparency and accountability of the stakeholders of society including 
media, civil society and private sectors. The success of aid eff ec  veness lies 
in achieving its targeted outcome.  

– Dev Raj Dahal
– Prabhash Devkota
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– Keshav Acharya

THIS paper a  empts to examine the behavior of foreign aid with respect 
to its support to the na  onal budget, external economy, and the overall 
na  onal economy of Nepal over recent poli  cal phases of Nepal. For this 
purpose, the paper splits a span of 24 fi scal years (1986/87- 2009/10) into 
fi ve dis  nct poli  cal phases. It begins from the last fi ve years (1986/87-1990-
91) of the party-less Panchayat era (P). A mass poli  cal movement resulted 
in the restora  on of mul  -party democra  c parliamentary system in 1990 
and adop  on of a new cons  tu  on and holding of the general elec  on in 
1991.The paper classifi es 1991/92- 1995/96 as the post-democra  c era 
(PD). In 1996, the Communist Party of Nepal (Maoists) [UCPN (M)] went 
underground and called for the capture of the state power by dint of arms. 
The confl ict lasted for over a decade. The paper classifi es armed-confl ict into 
Low-Intensity Confl ict (LIC, 1996/97-2000/2001) and High-Intensity Confl ict 
(HIC, 2001/02-2005-06). With the signing of the Comprehensive Peace 
Agreement (CPA) between CPN (Maoists) and the pro-parliamentary seven 
party alliances and the consequent Madhesh uprising, all par  es agreed 
to restore the parliament that was dissolved by King Gyanendra in 2004, 
dra   an Interim Federal Democra  c Republican Cons  tu  on and form an all 
party government in 2006. Even a  er successful elec  on for a Cons  tuent 
Assembly in 2008, the people con  nue to endlessly wait for the conclusion 
of the peace process and a new cons  tu  on. Hence the period 2006/07-
2009/10 is described as a period of poli  cal transi  on (PT).  

There are certain caveats before proceeding. All the sta  s  cs used here 
are the average of the numbers of years in each phase, sum total of the fi ve 
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divided by fi ve. It is done because agreement on foreign aid, its disbursement 
to the government, the government’s spending of the aid money and fi nal 
reimbursement by the donor has been a lengthy bureaucra  c process. The 
averaging over the period is expected to normalize the impact of delay 
on agreement, commitment, disbursement, spending, and the outcomes. 
The paper doesn’t talk monotonously on ODA alone. As ODA, from both 
the donors’ and recipient’s perspec  ves, is geared to improving the socio-
economic life of the country and its ci  zens; the paper in the process related 
aid with various macroeconomic variables such as total expenditures and 
its components, revenue, domes  c borrowings, sources of foreign exchange 
earnings, debt burden, and its servicing and structural evolu  on of the 
Nepali economy over  me. Though drawing on the impact of external aid 
on poverty and equity is of interest and profound importance, this paper 
stops short of doing this due to the scope, space and  me constraints. It is 
empirically evident that in Nepal foreign aid is shrinking in rela  ve importance 
compared with the size of the total budget, domes  c revenue mobiliza  on, 
various sources of foreign exchange earnings and the GDP. The paper begins 
with the importance of foreign aid in the na  onal budget followed by its role 
in the external sectors of the economy. The third sec  on will briefl y touch 
upon the rela  ve role played by the foreign aid in the na  onal economy.  

Foreign Aid in the Na  onal Budget

The table below makes a compara  ve assessment of the evolu  on of 
expenditure composi  on over  me and fi nancing structure of the budget 
in terms of revenue, foreign aid (decomposed into loans and grants), and 
domes  c borrowings. Here, foreign aid refers to the Offi  cial Development 
Assistance (ODA) channeled through the na  onal budget. It refrains from 
looking into the source (mul  -lateral, bilateral) and sectoral disbursement 
and alloca  ons (agriculture, industry and physical, and social infrastructure 
and so on).
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Table 1.1. Foreign Aid in the Budget (Rs. Millions)

Panchayat 
Era

Post-
Democracy 

Era

Low 
Intensity 
Confl ict 

Era

High 
Intensity 
Confl ict 

Era

Poli  cal 
Transi  on 

Era

(1986/87-
1990/91)

(1991/92-
1995/96)

(1996/97-
2000/01)

(2001/02-
2005-06)

(2006/07-
2009/10)

Total 
Expenditure 17368 35303 62506 93394 193577

Regular 5746 13665 36046 67960 129433
Development 11622 21638 26460 25434 64144

Revenue 8224 20142 38470 62282 129689

Domes  c 
Borrowing 2311 2419 4722 8652 21680

Foreign 
Loans 4881 7823 11161 7471 10056

Repayment 
of Principal 
and Interest 
on Foreign 

Loans

1022 3363 5169 7113 10236

Net Foreign 
Loans 3859 4460 5992 358 -180

Foreign 
Grants 1837 3319 5639 11505 25263

Total Foreign 
Aid 5696 7779 11631 11863 25083

Revenue 
Surplus 

(Revenue 
Less Regular 
Expenditure)

2478 6477 2424 -5678 256

Notes:
1. The fi gures in each cell have been derived by adding annual fi gures 

in the group and dividing it by the number of the years in the group.
2. From FY 1998/99, expenditures have been classifi ed into recurrent, 

capital and principal repayment. This table for comparison purpose 
adds principal repayment to recurrent and counts it as regular; 
capital expenditure is taken as development expenditures.

3. All fi gures are at current prices.
Source: Economic Survey 2010/2011, GoN/MoF
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Table 1.2 Foreign Aid in the Budget

Panchayat 
Era 

Post-
Democracy 

Era

Low 
Intensity 

Confl ict Era

High 
Intensity 

Confl ict Era

Poli  cal 
Transi  on 

Era
(1986/87-
1990/91)

(1991/92-
1995/96)

(1996/97-
2000/01)

(2001/02-
2005-06)

(2006/07-
2009/10)

A. In Percentage  
of Total 

Expenditure:

Regular 33.1 38.7 57.7 72.8 66.9

Development 66.9 61.3 42.3 27.2 33.1

Revenue 47.4 57.1 61.5 66.7 67.0

Domes  c 
Borrowing 13.3 6.8 7.6 9.3 11.2

Total Aid 32.8 22.0 18.6 12.7 13.0

Net Foreign 
Loan 22.2 12.6 9.6 0.4 -0.1

Foreign Grant 10.6 9.4 9.0 12.3 13.1

B. In Percentage 
of Development 

Expenditures:

Total Aid 49.0 34.0 44.0 46.6 39.1

Net Loans 33.2 20.6 22.6 1.4 -0.3
Grants 15.8 13.4 21.4 45.2 39.4

Revenue Surplus 21.3 29.9 9.2 -22.3 0.4

Domes  c 
Borrowings 19.9 11.2 17.8 34.0 33.8

C. Repayment 
of Principal and 

Interest on Foreign 
Loan as percent of:

Total Aid 17.9 43.2 44.4 60.0 40.8

Gross Foreign 
Loans 20.9 43.0 46..3 95.6 101.8

Source: Table 1.1
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A look at the Table 1.1 and 1.2 demonstrates two dis  nc  ve pa  erns. 
First, the expenditure composi  on has undergone a great structural shi  ; 
and second, increasing share of the total expenditure is consistently 
fi nanced by addi  onal revenue eff orts. For instance, in the fi nal fi ve years 
of the Panchayat era, regular expenditure comprised one-third of the 
total, while development expenditure comprised two-third of the total 
expenditures. Coming down to the present phase of the protracted poli  cal 
transi  on (FY 2006/7 onwards), this period, it has been the other way round: 
regular expenditures progressed to two-third and development expenditure 
regressed to one-third. There has been only a marginal shi   in the post-
democracy era. The major shi   occurs with the onset and the intensifi ca  on 
of the confl ict. The share of regular expenditure went up from 38.7 percent 
in PD years to 57.7 percent in the LIC years. This represents an increase of 19 
percentage points in a period of fi ve years. And a further increase by another 
15 percentage points in the years of HIC, making up 73 percent.  Thus, during 
the decade-long confl ict, the share of development expenditure got down 
by 34 percentage points. Most of the increase in regular expenditures 
was lumped as internal security expenditures - recruitment, trainings, and 
deployment of army and police. A part of the increased regular spending was 
also set aside for salaries and other recurrent expenses for educa  on and 
health sectors. In the period a  er the signing of the CPA, the share of regular 
expenditure declined, the spending was siphoned off  from internal security 
to vital infrastructure projects such as mid-hill highway, Sikta irriga  on and 
Kathmandu-Tarai Fast Track. The socio-poli  cal and cultural gains from the 
confl ict are yet to be quan  fi ed; but there is no denying that confl ict killed 
greater development opportuni  es.

On fi nancing of the total expenditures, revenue mobiliza  on is 
increasingly on high. In the Panchayat era, revenue fi nanced less than half of 
the total expenditures. It exceeded comfortably above half in the PD phase, 
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more than three-fi  h in the LIC years and two-third therea  er. Including 
gross domes  c borrowing, the share of domes  c resources in the fi nancing 
of total budget increased consistently in each phase: from three-fi  h in P 
era to nearly four-fi  h in the ongoing PT phase. However, the confl ict has 
contributed to increase reliance on the domes  c borrowing. Nevertheless, 
the progress made by revenue is far ahead than the reliance put on the 
domes  c borrowing.

It is quite sa  sfactory to note that revenue has been buoyant in recent 
years. In fact, in all the four years actual revenues have always exceeded the 
target by two to four percent. But, when analyzing the sources of addi  onal 
revenue, there is reason to be cau  ous. Buoyancy of revenue coincides with 
the surges in remi  ances infl ow. This fuelled consump  on which was met 
more by import rather than domes  c produc  on. Increased customs and 
VAT were the direct outcomes. Banks paid more corporate taxes by making 
profi ts from fi nancing burgeoning imports and real estate. Thus one needs to 
look into the trade-off  between yawning trade gap and the sterling revenue 
performance. Viewed in rela  on to the total expenditures, net ODA infl ows 
reveal the following three striking features. First, it has consistently declined 
in each successive phase, while stagna  ng at the current PT phase. Secondly, 
grants have overtaken loans by a wide margin since the HIC phase. And, 
thirdly, net foreign loans (gross disbursement less repayment of principal 
and interest) have evaporated since the HIC years. Net ODA infl ows which 
had fi nanced a third of the total expenditures in P years, dropped down to 
22 percent in the PD years, further down to 18.6 percent in the LIC years, and 
stabilized at 13 percent since the HIC years. Net loans cons  tuted two-thirds 
of total aid in P era, dropped down to less than three-fi  h in the PD years, 
and li  le over half in the LIC years, and a nega  ve 0.8 percent in the current 
transi  on. A nega  ve loan fl ow means repayment exceeded disbursement 
or Nepal repaid more than what it received as fresh loans.

In a post-confl ict, low income country like Nepal, foreign aid needs to 
be compared with development, rather than total expenditures. There are 
three sources of fi nancing development expenditures. They are foreign 
aid, revenue surplus (revenue less expenditures) and domes  c borrowing. 
A look at panel B Table 1.2 demonstrates that foreign aid is s  ll the major 
source of fi nancing development expenditures. Its share in the development 
expenditures ranged from a high of 49 percent in P years to a low of 34 
percent in the PD years. Currently it stands at 39.1 percent. The good thing 
about it is, in the HIC years, most of it is coming in the form of grants. 
Revenue surplus also contributed signifi cantly un  l the post democracy 
years. But the confl ict induced swelling of regular expenditures, pulled 
down the revenue surplus into insignifi cance in the LIC years, was nega  ve 
to the extent of 22.3 percent in the HIC years, and is currently less than half 
of one percent. A nega  ve revenue surplus denotes to a situa  on wherein 
the en  re revenue falls short of even the regular expenditure. The pathe  c 
shrinkage in revenue surplus is being off set by increasing reliance on the 
domes  c borrowing. Thus, since the onset of the confl ict, development 
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expenditure has been largely relying on the ODA, that too on grants. But, 
one has to take into account the bi  er reality of rela  ve squeeze in the size 
and composi  on of the development expenditure itself. In such situa  on, 
one expects a sharp increase in the level of ODA, so that it can at least 
compensate for the loss in the revenue surplus. Unfortunately, it did not 
happen. It is implicitly sugges  ve of the fact that donors are much more 
incrementalist and bureaucra  c than the Government of Nepal (GoN). On 
the part of the GoN too, it should have stepped up its eff orts in rapidly 
securing the disbursement of the aid already commi  ed by the donors. 
But the en  re GoN machinery got bogged down in coping with and aba  ng 
the confl ict.  People’s need and expecta  on, in the current juncture, calls 
for signifi cantly increasing the size of the development expenditure from 
current one-third to two-third. This is where the government of Nepal and 
its development partners need to co-work as early as possible.

Foreign Aid and the External Economy

This sec  on examines the rela  ve importance of foreign aid in comparison 
to Nepal’s total amount of foreign exchange earnings, par  cularly with 
respect to merchandise exports and remi  ances. It also examines the size of 
external debt stock in rela  on to the total foreign exchange earnings. Finally, 
this sec  on also looks into the debt servicing burden: repayment of principal 
and interest on foreign loans in comparison to the total foreign exchange 
earnings and its principal components; the exports, remi  ances, and aid 
infl ows.

In the P era, ODA was the single largest source of foreign exchange 
receipts in Nepal. It was followed by merchandise exports, while remi  ance 
was nominal. There was a signifi cant turnaround in the PD years, when 
remi  ance exceeded all the other sources of foreign exchange earnings. It 
was followed by exports, while foreign aid infl ows were relegated to the third 
place. In the LIC years, exports topped the list of foreign exchange earnings 
which was followed by aid and then by remi  ances. In the following two 
phases of HIC and PT, remi  ances dominate all other sources of foreign 
exchange earnings followed by exports and foreign aid.
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Table 1.3: Foreign Aid and the External Economy (Rs. Millions)

Panchayat 
Era

Post-
Democracy 

Era

Low Intensity 
Confl ict Era

High 
Intensity 
Confl ict 

Era

Poli  cal 
Transi  on 

Era

(1986/87-
1990/91)

(1991/92-
1995/96)

(1996/97-
2000/01)

(2001/02-
2005-06)

(2006/07-
2009/10)

Total Foreign 
Exchange 
Earnings

11345 32265 55320 115128 271915

Merchandize 
Exports 3396 13358 20848 21194 33981

Remi  ances 580 18907 5874 53531 163764

Stock of 
Foreign Loan 32304 100271 171001 225990 249969

Foreign Loans 4881 7823 11161 7471 10056

Less, 
Repayment of 
Principal and 

Interest

1022 3363 5169 7113 10236

Net Foreign 
Loan 3859 4460 5992 358 -180

Foreign Grant 1837 3319 5639 11505 25263

Total Foreign 
Aid 5696 7779 11631 11863 25083

Gross Foreign 
Aid 6718 11136 16800 18976 35319

Note: Same as table 1
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Table 1.4  Foreign Aid and the External Economy

Panchayat 
Era

Post-
Democracy 

Era

Low 
Intensity 

Confl ict Era

High 
Intensity 

Confl ict Era

Poli  cal 
Transi  on 

Era

(1986/87-
1990/91)

(1991/92-
1995/96)

(1996/97-
2000/01)

(2001/02-
2005-06)

(2006/07-
2009/10)

In percent of total Forex Earnings:

Merchandize 
Exports 29.9 41.4 37.7 18.4 12.5

Remi  ances 5.1 58.6 10.6 46.5 60.2

External Debt Stock 284.7 310.8 309.1 196.2 91.9

Gross Aid Infl ows 59.2 34.5 30.4 16.5 13.0

Net Aid Infl ows 50.2 24.1 21.0 10.3 9.2

Net Foreign Loans 34.0 13.8 10.8 0.3 0.1

Foreign Grants 16.2 10.3 10.2 10.0 9.3

Repayment of 
Principal and 

interest on Foreign 
Loans

9.0 10.4 9.3 6.2 3.8

B. Repayment of Principal and Interest on Foreign Loans as percent of:

Merchandize 
Exports 30.0 25.2 25.0 33.6 30.1

Remi  ances 176.2 17.8 88.0 13.3 6.3
Gross Aid 15.2 30.2 30.8 37.5 29.0
Net Aid 17.9 43.2 44.4 60.0 40.8

Source: Table 1.3
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An intriguing fact about the whole trend is that with the onset of the 
crisis, the gap between exports and gross foreign aid is consistently narrowed 
down. Incidentally, in the PT years, foreign aid exceeds exports by a small 
margin of 0.5 percent of the total foreign exchange receipts. What clearly 
emerges is the fact that over the years and phases, foreign aid is turning into 
less important sources of suppor  ng Nepal’s Balance of Payments (BOP). 
Nepal’s external sector or BOP is ge   ng much more reliant on remi  ances 
than any other sources. On the part of foreign aid, it is grant rather than loan 
which is rela  vely growing over the years.

On the external debt burden, let us look into the stock and fl ow terms. 
Nepal is ge   ng less and less indebted. The stock of external debt increased 
from 2.8 years’ equivalent of total annual foreign exchange earnings in P 
years to 3.1 years’ equivalent during the PD phase. It stagnated at 3.1 years’ 
equivalent during the LIC era and less than two years’ in the HIC. In the 
ongoing PT phase, the total stock of external debt stands at less than a year’s 
worth of total foreign exchange earnings. This is an outcome of two factors. 
The fi rst and the foremost factor is the con  nuous surge in remi  ances; and 
the other, though of lesser importance, is a turn-around in the composi  on 
of aid - from predominance of loans in the earlier years to grants in the 
successive years.  While viewing external debt servicing in fl ow terms, the 
scenario is consistently improving. Repayment of principal and interest on 
foreign loans amounted to nine percent of total foreign exchange earnings in 
the PD years. It started to decline steadily from LIC years; 9.3 percent in LIC, 
6.2 percent in HIC, and to a further low of 3.8 percent in the ongoing PT years. 
This means, Nepal can service a far higher volume or size of foreign loans, 
thanks to workers’ remi  ances. Debt servicing amounted to 30 percent of 
exports and 1.8  mes of remi  ances in the P years (panel B of table 1.4). 
It improved to a quarter of exports and 17.8 percent of remi  ances in PD 
years. Currently it is 30.1 percent of exports and a meager 6.3 percent of 
remi  ances. Even compared to gross ODA infl ows, debt servicing amounted 
to 15.2 percent in phase P, 30 to 38 percent in phases PD, LIC and HIC and 
stands at 29 percent today.

There are three major issues that Nepal should consider in the 
management of the external sector of its economy. The fi rst and the 
foremost important factor is the rela  ve decline of exports. For GDP 
growth, employment genera  on and poverty allevia  on, export promo  on 
should be encouraged by all. It seems the surging of remi  ances inculcated 
complacency and iner  a on the part of the authority and the private sector. 
Recently poor export performance has sounded the alarm to all. Secondly, 
remi  ances are responsible for pushing up import supported consump  on 
boom which is not sustainable. The authori  es and the private sector should 
fi nd out produc  ve avenues for remi  ances. Third, the government and the 
donors should con  nue to adhere to the recently unfolding grant-dominant 
aid strategy. At the same  me, given a very comfortable debt servicing 
burden and a very poor current status of harnessing abundant natural 
resources, Nepal should not shy away from external borrowing. But this 
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demands capacity building in the government on project iden  fi ca  on and 
priori  za  on, cost es  ma  on and speedy implementa  on.

Foreign Aid and the Na  onal Economy

This sec  on refl ects on the structural evolu  on of the Nepali economy 
over the various poli  cal phases. While doing so, it will also look into the 
sectoral growth pa  erns and trends. Given the dominance of agriculture in 
employment and the na  onal output, it will make a compara  ve assessment 
of the budget outlays made on agriculture vis-à-vis non-agricultural sectors. 
Similar comparison will be made of total aid disbursement on agriculture 
and non-agricultural sectors. Finally, as the theme of the paper is foreign aid, 
it will compare the stock of domes  c and foreign loan and also the annual 
fl ows of ODA and its component with the GDP.

There has been a sharp decline in the share of agriculture in the aggregate 
GDP over the years. It declined from nearly half in the last fi ve years of the P 
era to nearly 42 percent in the PD era. It dropped slightly to two-fi  h in the 
LIC years. It further dropped to 36.7 percent in HIC and to 34.2 percent in the 
PT years. A close look of table 3.1 reveals a clear cut pa  ern of a sharper drop 
from P to PD and from LIC to HIC. Let us fi rst look into high drop years. From 
P to PD marks a regime shi  . De-licenseing, decontrol, deregula  on and 
priva  za  on of economic ac  vi  es a  er the restora  on of the mul  -party 
democracy in the early 1990s enhanced the spectrum of private investment 
par  cularly in non-agricultural ac  vi  es. Rela  vely larger gains in NAGDP 
occur in PD and HIC. When the confl ict turned violent, agriculture sector bore 
the full brunt of it.  First, the well-to-do rural households were threatened 
with confi sca  on of their property, extor  on, kidnapping and even murder. 
They fl ed to safety from confl ict-torn villages. This had disastrous impact not 
only on agriculture, but the en  re rural economy. Second, both the rebel 
and the government launched recruitment drive in their respec  ve security 
forces. This squeezed the supply of farm workers. Third, the young boys and 
girls from poor rural households found new employment opportuni  es in 
the oil-rich gulf countries and Malaysia. This further squeezed the supply of 
farm labour. Fourth, right from the restora  on of the mul  -party democracy, 
agriculture and rural sector completely lost the patronage and support from 
the government. 

Thus, what emerges as conclusion is the fact that a sharp or a mild drop 
in the output share of agriculture is a direct func  on of the extent of shock. 
The massive the shock the larger the drop, and the milder the shock milder 
the drop! This explains a faster pace of non-agriculturiza  on in PD and HIC, 
and a slower pace in LIC and PT.
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Table 3. Foreign Aid and the Na  onal Economy (Millions Rs.)

Panchayat 
Era

Post-
Democracy 

Era

Low 
Intensity 

Confl ict Era

High 
Intensity 

Confl ict Era

Poli  cal 
Transi  on 

Era

(1986/87-
1990/91)

(1991/92-
1995/96)

(1996/97-
2000/01)

(2001/02-
2005-06)

(2006/07-
2009/10)

GDP at factor cost 
(Current Ra  o) 87194 190249 331813 510205 850334

Agriculture 43158 79660 131245 187218 291047

Non-Agriculture 44036 110589 200568 322987 559287

Gross Foreign Aid 6718 11142 16800 18976 35319

Agriculture 1295 3251 3210 2577 3238

Non-Agriculture 5423 7891 13590 16399 32081

Total Debt Stock 43380 126718 213514 308809 373357

Domes  c 11076 26447 42513 82819 123388

Foreign 32304 100271 171001 225990 249969

Gross Foreign Aid 6718 11142 16800 18976 35319

Grants 1837 3319 5639 11505 25263

Loans 4881 7823 11161 7471 10056

Period Average 
Growth Rate 5.2 5.0 3.2 3.1 4.1

Agriculture 4.0 1.9 3.2 3.3 2.8

Non-Agriculture 6.3 7.3 5.7 2.9 4.9

Budget Outlay on 
Agriculture
(Regular + 

Development)

2364 3693 5550 5917 11937
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Table 1.6 Foreign Aid and the Na  onal Economy

Panchayat 
Era

Post-
Democracy 

Era

Low 
Intensity 

Confl ict Era

High 
Intensity 

Confl ict Era

Poli  cal 
Transi  on 

Era

(1986/87-
1990/91)

(1991/92-
1995/96)

(1996/97-
2000/01)

(2001/02-
2005-06)

(2006/07-
2009/10)

In Percent of GDP

AGDP 49.5 41.9 39.6 36.7 34.2

NAGDP 50.5 58.1 60.4 63.3 65.8

Total Debt Stock 49.8 66.6 64.3 60.5 43.9

i. Domes  c 12.7 13.9 12.8 16.3 14.5

ii. External 37.1 52.7 51.5 44.2 29.4

Gross Foreign Aid 7.7 5.9 5.7 3.7 4.1

i. Grants 2.1 1.7 1.7 2.2 3.0

ii. Loans 5.6 4.2 4.0 1.5 1.1

Gross Foreign Aid 7.7 5.9 5.7 3.7 4.1

i.Agriculture 1.5 1.7 1.0 0.5 0.3

ii. Non-
Agriculture 6.2 4.2 4.7 3.2 3.8

Total Expenditure 19.9 18.6 18.8 18.3 22.8

In Percent of Total Budgetary Expenditure

Agriculture 13.6 10.5 8.9 6.3 6.2

Non-agriculture 86.4 89.5 91.1 93.7 93.8

In Percent of Gross Aid Infl ows

Agriculture 19.3 29.8 19.1 13.6 9.2

Non-Agriculture 80.7 70.2 80.9 86.4 90.8

Period Average Growth Rate (in Percent)

GDP 5.2 5.0 3.2 3.1 4.1

AGDP 4.0 1.9 3.2 3.3 2.8

NAGDP 6.3 7.3 5.7 2.9 4.9

Source: Table 3
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A look at Table 1.5 and 1.6 suggests that the growth rate is a shadow 
or a mirror image of the poli  cal cycle. When polity is stable, the growth 
rate averages fi ve percent; when confl ict ensues and turns violent, it falls 
to three percent, and when there is a lull in the confl ict, it again goes up 
to four percent (panel D). As expected, when non-agricultural sectors gain 
prominence, the overall growth rate swings with the growth rate of this 
sector. Of the fi ve observa  ons in the table, it is only once the agricultural 
growth rate exceeds the non-agricultural growth. In HIC, agriculture grows 
by 3.3 percent and non-agriculture by 2.9 percent. Yet, the 3.1 percent 
GDP growth rate is the lowest in the series. This is because a higher growth 
rate in the sector with a 36.7 percent of the aggregate produc  on weight 
cannot compensate for a lower growth in the sector with a much higher 63.3 
percent produc  on weight in the GDP.

Let us now briefl y refl ect on the composi  on of the total budget split 
between agriculture and non-agriculture. A look at panel B of table 1.6 
demonstrates that agriculture is being consistently marginalized. During 
P era, it received over 13 percent of the total budget. It dropped to 10.5 
percent in PD, 8.9 percent in LIC, 6.3 percent in HIC and further down to 
6.2 percent in PT. Except for PD phase, the same trend is evident with aid 
composi  on (panel C). Nevertheless, as a share of the total, the aid share to 
the agriculture has always remained higher than the government’s budget 
share to the agriculture sector. With the food defi cit widening each year, and 
this spilling over into the defi cit in interna  onal trade, both the government 
and donors as well as the private sectors should come forward aggressively 
in the development of the agriculture sector. To address malnutri  on, rural 
poverty and widening socio-economic inequality too, agriculture deserves 
much more than what it is ge   ng so far. Or else, neglect of agriculture and 
rural Nepal will again sow the seed of future confl icts in the country. 

As illustrated by Table 1.6 Nepal’s debt profi le is remarkably healthy. 
Total debt stock rose from 49.8 percent of GDP in P to 66.6 percent in the PD 
era. From then on, it is steadily declining as a percent of GDP. It declined to 
64.3 percent in LIC, 60.5 percent in HIC and further down to 43.9 percent in 
the PT.  One interes  ng observa  on to note here is that in phase P total debt 
stock exceeded NAGDP by a small margin. It exceeded by a wider margin 
in the PD. Such margin con  nued to narrow down in LIC and HIC. In the 
PT phase, total debt stock amounted to only two-third of NAGDP. Of the 
total debt stock, external debt has always remained below NAGDP.  Of the 
total debt stock, external debt comprised 74.4 percent in P, 79.1percent in 
PD, and 80.1 percent in LIC. It again dropped to 73.1 percent in HIC and to 
67.0 percent in PT. This means debt accumula  on grew at a pace lower than 
the growth rate in GDP. Another factor behind falling external debt ra  o is 
a falling share of loan in the total aid disbursements. Because of poli  cal 
expediency, Nepal for long con  nued to suff er from an underemployment 
equilibrium trap. Given the abundance of natural and human resources 
endowment, Nepal’s growth performance has always remained far below 
its poten  al. Once Nepal reaches the trajectory of its poten  al output, it 
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can absorb a far higher level of debt than today. But even to harness and 
transform these endowments into output, employment and welfare; the 
country needs resources in the form of fi nance, technology, management 
and market know-how; from ODA, from FDI and from Nepali investors, 
including the NRN.

To briefl y touch upon foreign aid as measured in terms of the GDP, gross 
foreign aid fell from 7.7 percent of GDP in the P era to 5.9 percent in PD and 
5.7 percent in LIC. It dras  cally fell to 3.7 percent in HIC and slightly exceeded 
4 percent in the PT (panel A of 1.6 ). The drop occurred due to a sharpe drop 
in the loan component, par  cularly since the HIC period. Of the total ODA, 
loan comprised 70.2 percent in P, 71.2 percent in PD, and 70.2 percent in LIC. 
It sharply dropped to 40.5 percent in HIC and further down to 26.8 percent 
in the PT. It is good that grant has overtaken loans as it mi  gates future 
con  ngent liabili  es, that too in foreign exchange. But, what counts most 
is the quality rather than the size of the grant. What one must look into is: 
has it contributed to increase output, employment and exports? Has grant 
contributed to lower down socio-economic inequali  es (seeds of confl ict) 
across region, gender, class, caste and ethnicity? One should also look into 
whether or not foreign aid, grants in par  cular, helped to forge strong social 
bond and social stability. 

Conclusion and Recommenda  ons:

This paper was intended to evaluate the behavior of foreign aid over 
fi ve dis  nct poli  cal phases of Nepal. It covered a period of 24 years: from 
fi scal year 1986/87 un  l 2009/10. The a  empt was made to evaluate the aid 
behavior in terms of fi scal and BOP support and also with respect to its size 
and role in the na  onal economy, through GDP. During this period, Nepal 
passed through two events of far reaching poli  cal consequences. One can 
call them paradigm shi   in Nepal’s poli  cal development. The fi rst was the 
overthrow of the Panchayat system, a sin qua non for absolute monarchy, in 
1990. And the other was the overthrow of the monarchy itself and ushering 
in the republican era in 2006. In between, Nepal suff ered over a decade long 
violent armed confl ict.

As almost all of Nepal’s donors, whether bilateral or mul  lateral, 
subscribe to western values and philosophy of freedom of speech and 
the press, periodic elec  on, respect for opposi  on, independence of the 
judiciary and free market; a  er restora  on of democracy, a larger sec  on 
of the popula  on expected a quantum leap in the volume of foreign aid and 
a meaningful and sustainable improvements in the quality of their life and 
livings.  

Over the years, revenue, supported by domes  c borrowings, gained 
prominence in fi nancing total budget. As a share of the total budget, the 
size of domes  c resources increased from 61 percent in P to 78 percent 
today, whereas the share of foreign aid fell from one-third to 13 percent. 
Nevertheless, foreign aid s  ll remains a major source of fi nancing, much 
needed developmental spending. Had the confl ict not swelled the size of 
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regular spending once and forever, the revenue surplus would have dwarfed 
foreign aid in suppor  ng development expenditures. However, Nepal should 
thank its donors for eleva  ng the size of grants vis a vis loans, par  cularly 
since the HIC years. There is also a strong ground for displeasure as the 
donors failed to compensate for the confl ict-induced fall in revenue surplus.

Another aspect of aid is the BOP support. Here too, the role of foreign 
aid has fallen from very signifi cant level to least important level over  me. 
Foreign aid’s share in annual foreign exchange earnings has fallen from half 
during P era to consistently down to 13 percent in the current transi  onal 
phase.  It was solely due to resurgent remi  ance infl ow that pushed down 
the rela  ve contribu  on of exports and aid towards the bo  om. But the 
remi  ance euphoria is causing policy complacency, which may put the 
economy to the fate of the Dutch disease. An emerging worry for Nepal’s 
economic managers is a consistent under-performance of exports vis-à-
vis imports in the recent years. Nonetheless, as of today, Nepal’s external 
posi  on remains very healthy whether viewed from the size of total foreign 
exchange earnings or from the viewpoint of debt servicing burden.

From the viewpoint of na  onal economy, the Nepali economy has 
undergone a signifi cant structural shi  . The output share of agriculture, 
which was nearly half in P has gone down to 34.2 percent in PT. This means 
an average rate of decline of over 0.6 percentage points every year. The 
rapid drop occurred during the  me of intense poli  cal shocks of far greater 
magnitude: from P to PD and from LIC to HIC. Nepal’s debt profi le, whether 
external or domes  c, remains very healthy which leaves enormous scope for 
further debt absorp  on capacity.  

Both the government and donors, the government more so, has 
completely ignored agriculture since the restora  on of the mul  party 
democracy. This could be cited as one of the factors behind the erup  on of 
violent confl ict in the late 1990s that lasted un  l the fi rst sixth year of the new 
millennium. Nepal is s  ll recovering from the trauma of the confl ict. Finally, 
the confl ict had tellingly adverse eff ect on the growth rate. It is because the 
confl ict contributed to shi   in the deployment of resources, away from the 
infrastructures such as irriga  on, roads, bridges, airports, drinking water to 
police, armed forces and the armaments.

On recommenda  ons, there is a need for serious introspec  on on 
domes  c factors that impede the absorp  on and deployment of commi  ed 
aid resources. Why the cabinet, ministers, and civil service scramble for 
alloca  on from the domes  c resources, while commi  ed external resources 
remain unu  lized and no request even being made for reimbursement from 
the donors? Donors also need to see how can they simplify and expedite the 
release of commi  ed resources. There is a pressing and an urgent need to 
understand norma  vely what should come fi rst: awareness? empowerment? 
protest? or decent employment?, increased produc  vity? output, export 
promo  on, and import subs  tu  on? social harmony and stability?

 Beginning from the new millennium, remi  ance has pervasive infl uence 
on the economy and the society. Remi  ance alone exceeds all other 
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sources of foreign exchange earnings combined together. It contributed to 
consump  on, imports, and real estate boom. One need to carefully evaluate 
the trade-off s that remi  ance is causing to the na  onal economy. On the 
one hand remi  ances helped fi nd employment for Nepali youth and gave 
Nepal’s BoP a boost, stability of the exchange rate, and expecta  ons on 
infl a  on. It also contributed to the cessa  on of confl ict. On the other hand, 
it pushed up Nepal’s consump  on in comparison to GDP from 88.3 percent 
in 2001 to 92.6 percent in 2010. During the same period Nepal’s imports 
increased from 33.2 percent of GDP to 37.4 percent in 2010. Thus, it is clear 
that a signifi cantly larger propor  on of remi  ances fed into consump  on 
through ballooning imports. Any shock in a source country for remi  ance 
whether  the form of disaster, a prolonged riot, or a sustained fall in oil prices 
will have a huge impact on Nepal’s economy, poli  cs and society. In the same 
context, all out fi scal, monetary and all other eff orts should be made by all to 
encourage exports to its righ  ul place in the na  onal economy. 

Finally, for an inclusive, labor-intensive, and sustainable growth that 
can pre-empt confl ict; agriculture deserves much elevated infusion of 
investment and modern technology. 
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-Madan Kumar Dahal

NEPALESE ECONOMY, largely a subsistence as well as high-cost economy 
with no direct access to sea for expanding interna  onal trade, and limited 
transit facili  es, rising interest rate on lending, high tax burden, and costly 
doing business, is passing through a downswing phase circumscribed by 
poverty and stagna  on. The economy is strangulated by sluggish economic 
growth rate, poor governance and rampant corrup  on, where a majority 
of the people lives in abject poverty struggling for their survival. The 
interna  onal comparison illustrates that Nepal's economy is conspicuously 
trailing behind other member countries in the SAARC region. Prolonged 
transi  on engulfed by growing risks and uncertain  es with increasing 
ineffi  ciency, corrup  on and poli  cal entrenchment jeopardized the 
en  re prospects for economic development. In addi  on, the respec  ve 
governments in the past and to-day are terribly engaged in managing the 
crisis with li  le emphasis and priority over resolving crucial economic issues. 
Investment is not a constraint to growth of Nepal, but lack of visionary and 
determined leadership with strong poli  cal commitment to fulfi ll aspira  ons 
of the common people is detrimental to economic progress and prosperity 
in Nepal. The vision or mission of Nepalese economy should be to build a 
strong economic na  on-state through ac  ve par  cipa  on of the people 
ensuring a high quality of life to each individual and household within the 
given  meframe. The primary objec  ves of Nepalese economy should be 

Nepalese Economy: 
Obsolescence, Underpinning and 
Approaches to Sustainable Development

2
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to increase the magnitude of GNI from a diminu  ve US$ 13 billion (as of 
2009) to US$ 100 billion and transform the economy from extremely low 
GNI per capita (US$ 440) to a higher GNI per capita (US$ 3,000) at par 
with middle income countries by achieving a high, sustainable, broad, 
and inclusive economic growth and elimina  ng absolute poverty by 2025 
and, ul  mately, make Nepal the “Switzerland” of Asia. Despite numerous 
structural constraints, there are ample opportuni  es for nepal to gear up 
the economy by s  mula  ng its major founda  ons comprising hydropower, 
tourism, biodiversity and remi  ances through foreign employment in 
coopera  on with the private sector.

Introduc  on

Nepal is a  ny landlocked Himalayan country with a size of 147,181 
square kilometers ranging from 70 to 8,848 meters al  tude (Mt. Everest) 
surrounded by rapidly expanding two neighborhood economies viz., India in 
the East, West, and South and China in the North. Nepal’s geo-physical se   ng 
and  me-zone loca  on assume strategic signifi cance in South Asia (Dahal, 
2004). Nepal’s territory runs all along 885 kms from east to west having non-
uniform, mean width of 193 kms north to south at the la  tude of 26022’ 

N to 30027’N and longitude 8004’ E to 88012’ E. The country encompasses 
three ecological regions: mountain, hills and terai (plain) blessed with 
tremendous bounty of nature. Nepal is rich in biodiversity comprising eco-
system, species, and a broad variety of topography experiencing tropical, 
mesothermal, microthermal,  ga and tundra climates, which provide 60-
80 percent of rainfall during the monsoon season from July to September 
(Dahal and Inoue, 1994). 

The na  on possesses 2.3 percent of the world’s hydro resources 
a  ributable to four principal river systems, the life-line of Nepalese economy 
viz., Koshi (east), Gandaki (central), Karnali (Far-west) and Mahakali (Far-
west). The theore  cal hydropower poten  al is es  mated to be 83,000 MW, 
and per capita hydropower capacity is assumed to be second highest next 
to Brazil. Nepal, the Shangri-La of the World, is bestowed with gorgeous 
mountains, magnifi cent panorama of fl ora and fountains, beau  ful lakes, 
valleys and basins, medicinal herbs, precious stones, and sub-tropical forest. 
Nepal possesses magnifi cent biodiversity especially the forest resources, 
which are of great value from the point of economic development.

Nepal is the most popular tourist hub and a global des  na  on for tourists 
from all over the world. There exists a vast poten  al for heritage tourism, 
white-water tourism, eco-friendly tourism, health tourism, mountain tourism, 
safari and adventure tourism. In addi  on, Lumbini- the birth place of Lord 
Buddha, rich cultural heritage, pagoda and stupa style art and architecture, 
gateway to Tibet and Bhutan, and pleasant climate in most parts of the 
country are basic and prominent characteris  cs of tourism instrumental to 
a  ract a large number of tourists in Nepal. Preliminary geological surveys 
reveal that subterranean resources such as iron, copper, mica, gold, lead 
and zinc, limestone, slate, mineral oil and gas, coal nickel, sulphur, graphite, 
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dolomite are available in the country. However, the extent and commercial 
poten  al of these mineral deposits are not yet known. With total assets of 
26.7 million popula  on, 6,000 rivers and rivulets, 5,000 species of vascular 
plants, 175 species of mammals, and 850 species of birds, Nepal’s territory 
is double the size of Sri Lanka, 3.5  mes greater than Switzerland, 6.7  mes 
bigger than Israel, 23  mes smaller than India, and 68  mes less than the size 
of China (Dahal and Inoue, 1994). The striking features of Nepalese economy 
reveal that agriculture produc  vity and rainfall steadily increases from west 
to east, poverty is more acute and widespread from south to north, and 
migra  on tends to be skewed from north to south.

Agriculture is the biggest but subsistence sector with built-in dependency 
syndrome, where s  ll more than 70 percent of the total popula  on derives 
their livelihood directly from agriculture encapsulated by staggering 
magnitude of disguised unemployment, moun  ng rural indebtedness and 
a high incidence of poverty with 74 percent of the households possessing 
less than one hectare of land (CBS, 2008). The contribu  on of manufacturing 
sector is compressed to less than 6 percent of GDP in recent years a  ribu  ng 
to prolonged transi  on, poor industrial rela  ons and lack of investment-
friendly environment. Although popula  on below na  onal poverty line 
declined from 30.9 percent in 2007 (WDR, 2011) to 25.4 percent by the 
end of 2010 (TYIDP, 2010-12), the Oxford University/UNDP Research Team 
employing Mul  dimensional Poverty Index (MPI) revealed that popula  on 
below absolute poverty line is as high as 65 percent of the total popula  on 
in Nepal (OPHI & HDR, 2010). 

The poor and ultra-poor have extremely limited access to economy for 
leading towards a dignifi ed economic life (Dahal-a., 2009). In recent years, 
the prices of consump  on goods, intermediate ar  cles and luxury items 
including urban land increased manifold a  ribu  ng to both demand-pull and 
cost-push infl a  on. Nepal’s economic development is, therefore, extremely 
challenging and some  mes it is tantamount to intractable journey through 
silk-road (Dahal, 2010).

The interna  onal comparison as of 2009 illustrates that Nepal's economy 
is conspicuously trailing behind other member countries in the SAARC Region 
and China with respect to selec  ve macroeconomic indicators such as GNI 
(US$ 13 billion), GNI per capita (US$ 440), economic growth rate, popula  on 
below na  onal poverty line, external debt and FDI net infl ow (table 2.1). 
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Table 2.1 : An Interna  onal Comparison, As of 2009

S.
N. Country

Popu-
la  on

(in 
million)

GNI (in 
US$

billion)

GNI 
per 

capita 
(US$) 

Econ. 
Growth 

Rate 
(In %)* 

Popn. 
Below 

na  onal 
poverty 
line %

External 
Debt
(US $ 

billion) 

FDI net 
infl ow (US 
$ million) 

1. Nepal 29.0 13.0 440 4.5 **31.0 3.7 38.0

2. Bangladesh 162.0 95.0 590 6.3 40.0 23.6 674.0

3. Pakistan 170.0 173.0 1,020 2.8 32.6 49.3 2,387.0

3. India 1,155.0 1,369.0 1,180 8.2 28.6 230.6 34,577.0

5. Sri Lanka 20.0 40.0 1,990 6.9 22.7 15.1 404.0

6. China 1,331.0 4,778.0 3,590 9.6 ***15.9 378.2 78,193.0

Source: World Development Report, 2011; and IMF: World Economic Outlook, April 
2011; * Es  mated Economic Growth Rates for 2011, which is 8% for Afghanistan, 
6.5% for Bhutan and 6% for Maldives. Nepal’s actual growth rate is 3.5% for FY 
2010/11; **According to UNDP/Oxford Research Team (2010) popula  on below 
absolute poverty line is es  mated to be as high as 65% in Nepal; *** Popula  on 
below $1.25 a day.

For example, GNI of Sri Lanka (US$ 40 billion), Bangladesh (US$ 95 billion), 
Pakistan (US$ 173 billion), India (US$ 1,369 billion), and China (US$ 4,778 
billion) is es  mated to be fairly higher when compared with Nepal. Similarly, 
GNI per capita of Bangladesh (US$ 590), Pakistan (US$ 1,020), India (US$ 
1,180), Sri Lanka (US$ 1,990) and China (US$ 3,590) have dis  nctly remained 
higher the GNI per capita of Nepal. As of 2009 the share of agriculture, 
industry and services sectors in Nepal is es  mated to be 34 percent, 16 
percent and 50 percent of GDP respec  vely (WDR, 2011). 

Current Economic Situa  on

In recent  mes, Nepal's economic growth rate is inordinately low 
confi ned to 3.5 percent against the target of 5.5 percent as envisaged in 
the 3-Year Interim Development Plan (TYIDP), 2010-2012 (appendix 2) and 
4.5 percent es  mated in the budget for FY 2010/11 (Budget Speech, 2010). 
Despite poor economic performance in the past, growth rate is es  mated 
to remain at 5 percent in 2011 (Budget Speech, FY 2011/12). The year on 
year (y-o-y) infl a  on is hovering around 9.6 percent against the target of 7 
percent specifi ed in the Monetary Policy formulated by Nepal Rastra Bank 
(NRB) for FY 2010/2011 and that was revised to 9 percent during the mid-
term evalua  on (NRB, July 2011). The recent macroeconomic indicators 
exhibit that Nepal's merchandise exports to India and overseas have declined 
resul  ng in a huge trade defi cit amoun  ng to Rs. 330.34 billion, which is 
es  mated to be 25 percent of GDP and surpassed the size of budget for FY 
2010/11. During the period magnitude of merchandise imports marginally 
swelled-up compared to last year against a diminu  ve exports a  ribu  ng to 
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rapidly diminishing compara  ve and compe   ve edges previously enjoyed 
by Nepal over exportable items such as carpet, garment, handicra  s, 
pashmina,  and herbal products at regional and global markets. 

As of recent sta  s  cs, share of exports in total trade structure is found to 
be 14 percent, while imports cons  tute 86 percent. The share of trade with 
India alone is as high as 67 percent and the extent of trade defi cit with India 
is alarmingly widening. This is evident of increasing dependency with India 
and other partners of development in the world. The economy witnessed, 
for the fi rst  me a  er many years, a nega  ve balance of payments situa  on 
un  l the last ten months of FY 2010/11 and that marginally increased to a 
surplus of Rs. 2.93 billion at the end against the target of Rs. 9 billion in FY 
2010/11. The magnitude of gross foreign exchange reserves downsized at 
Rs. 270 billion in mid-June 2011 as compared to Rs. 271.7 billion in mid-
June 2009, which is suffi  cient to sustain imports of merchandise goods and 
services only for about 7.3 months (NRB, FY 2010/2011). 

The growth rate of remi  ances sharply declined from 51 percent in 
FY 2008/09 to 10.1 percent during FY 2010/11. Although it is extremely 
diffi  cult to be specifi c about the size of foreign employment and remi  ances 
in Nepal, infl ow of remi  ances according to offi  cial sta  s  cs marked Rs. 
259.93 billion during FY 2010/11, which is es  mated to be 23 percent of 
GDP (appendix 1). The crude and conserva  ve es  ma  on suggests that size 
of foreign employment surpassed two million, spread over several leading 
des  na  ons comprising Malaysia (33%), Gulf Countries (62.5%), and South 
Korea, Hong Kong and other countries (4.5%) as of August 2010/11 (Dept. 
of Foreign Employment, 2011). In addi  on, it is assumed that approximately 
one million workers are employed par  cularly in blue color job in India. 

The number of industries permi  ed for foreign investment  ll FY 2009/10 
went up to 1,898 with a total project cost of Rs. 143 billion and a total fi xed 
cost equal to Rs. 1,120 billion. The size of Foreign Direct Investment (FDI) 
stagnated at Rs. 58 billion by mid-March 2010 genera  ng employment for 
144,513 Nepalese ci  zens. The contribu  on of foreign exchange earnings 
from tourism sector remarkably declined from 4.1 percent in 1994/95 to 
2.4 percent of GDP during FY 2010/11 (Economic Survey, Vol. 2, July 2011). 
In this context, on July 16, 2011 Asia-Pacifi c Exchange and Coopera  on 
Founda  on (APECF) announced its ambi  ous plan to raise US$ 3 billion to 
develop Lumbini as an interna  onal pilgrimage Center for Buddhists from all 
over the world (APECF, 2011).

Although revenues are buoyant and revenue/GDP the ra  o is es  mated 
to be 15.3 percent (appendix 1) with growing fi scal and budget defi cits, 
eff orts towards internal revenue mobiliza  on are inadequate to eff ec  vely 
supplement requirements for addi  onal capital expenditures. The structure 
of taxa  on is massively dominated by indirect taxes (Dahal, 2009)  comprising 
VAT, Customs Du  es and Excise Du  es and its contribu  on is as high as 63 
percent of total revenue, while the share of direct taxes especially income 
tax leveled at 20 percent and the contribu  on of non-tax revenues marked 
17 percent in FY 2010/11. Employing per capita income criterion tax burden 
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is rela  vely higher in Nepal as compared to other member countries in the 
SAARC region. 

Nepal’s tax system lacks simplicity, transparency and compe   veness, 
which is detrimental to a  ract FDI and mobilize indigenous investments. 
Since elas  city of taxa  on is found to be below the unity (0.9), there is 
tremendous scope for tax reforms in Nepal (Dahal, 2009) especially to design 
a compe   ve tax structure through se   ng-up of Central Revenue Board, a 
semi-autonomous body at Ministry of Finance, Government of Nepal (MOF, 
2009). The following table provides a compara  ve scenario of tax structure 
in selected countries with respect to GNI per capita, tax eff ort ra  o, income 
tax rate, corporate tax rate and VAT rate (table 2.1):

Table 2.2 : GNI Per Capita, Tax Eff ort Ra  o, Income Tax Rate, Corporate Tax 
Rate, and VAT Rate, As of 2008

Countries GNI Per 
Capita US$

Tax Eff ort 
Ra  o

Income Tax 
Rate%

Corporate 
Tax Rate%

VAT 
Rate%

Nepal 400 10.9 20 20-30 13

Bangladesh 520 8.5 25 27.5 15

Pakistan 980 10.6 20 35 16

India 1,070 17.7 31 34 12.5

China 2,940 17 20 20 10

Saudi Arab 15,500 5.3 2.5 20 0

Singapore 34,760 13 20 17 7
Source: Wikipedia March 2010; World Development Report 2010; Website: h  p://
www.taxrates.cc

In recent years, size of the na  onal budget rapidly swelled-up due to 
increase in unplanned expenditures with penetra  on of a large number 
of poli  cally mo  vated small and big projects. The budget for current FY  
2011/12 is es  mated to be Rs. 385 billion with huge fi scal and budget 
defi cits to be conven  onally off -set by growing internal (Rs. 37.4 billion) 
as well as external borrowings (Rs. 29.6 billion). Unfortunately, the ra  o 
of capital expenditure to total budget is conspicuously low in comparison 
to recurrent expenditures, and this is es  mated to be 38.6 percent in FY 
2011/12 (Budget Speech, FY 2011/12). The major problem associated with 
the implementa  on of capital expenditure is as need under-spending, which 
is primarily a  ributed to prolonged transi  on engulfed by fragile poli  cal 
situa  ons with growing crisis of confi dence, lack of enduring peace and 
stability and poor investment-friendly environment. These are major factors 
to spur economic growth in Nepal and also indica  ve of poor economic 
strength that marginalized the prospects for economic development. The 
quantum of total outstanding debt es  mated to be 32 percent of GDP 
leveled at staggering size of Rs. 430.6 billion (appendix 1) with addi  on of 
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interest free loan (US$ 43 million) provided by IMF under rapid credit facility 
especially to help improve and correct balance of payments disequilibrium 
in Nepal (IMF, 2010). Of the total loan, foreign debt cons  tutes 63 percent, 
while internal borrowing is comprised of 37 percent as of FY 2010/11. 

Nepalese economy suff ers from acute shortage of Indian currency due to 
rapidly growing nega  ve balance of trade with India. Altogether 67 percent 
of all types of goods comprising consump  on, intermediate and luxury 
goods are imported from India. In recent  mes, consequently, Nepal Rastra 
Bank (NRB/Central Bank of Nepal) sold US$ 2.46 billion to Reserve Bank 
of India (RBI) for mee  ng requirements of Indian currency in Nepal equal 
to Rs. 178.1 billion during 11 months of FY 2010/11 and thereby reducing 
widening trade defi cit with India (NRB, July 2011). Moreover, exchange rate 
of Nepalese currency (IC Rs. 1 = NRs. 1.60) is fi xed with Indian currency 
pegged with US dollar for a long period and also Nepalese currency is not 
conver  ble to Indian currency. This is further manifesta  on of Nepal's 
increasing dependency par  cular on India, which must be improved through 
expedi  ng exports to India that calls for reviewing exis  ng Nepal-India Trade 
Treaty.  

During the same period commercial banks suff ered frequently from 
liquidity crunch rela  vely for a long span due to increasing credit-deposit 
(C/D) ra  o as high as 90 percent, declining Statutory Liquidity Ra  o (SLR), 
withdrawal of money from bank deposits to invest in stock market and 
purchase gold and ornaments, increasing fl ow of remi  ances through hundi 
and capital fl ight, sudden rise in the government cash balances, holding of 
cash in informal sector, low interest on deposits and growing size of NPA. 
Although NRB made a series of interven  ons by providing Rs. 75 billion 
short term loans under repo and reverse repo auc  ons and also extending 
refi nancing facili  es to development banks and fi nance companies as a lender 
of the last resort, commercial banks further pressed to NRB for addi  onal 
liquidity to mi  gate the exis  ng problem facing fi nancial ins  tu  ons. 
However, deposit mobiliza  on at commercial banks leveled at Rs. 656 
billion as of June 2011 and loans and advances increased to Rs. 574.6 billion 
during the same period (NRB, July 2011). A majority of commercial banks 
failed to balance investment por  olio management resul  ng in excessive 
concentra  on of loan to real-estate sector and share margin lending as high 
as 60 percent. 

NEPSE Index rapidly declined from around 814 in mid-February 2008 to 
a minimum 297.6 in mid-June 2011 (Nepal Stock Exchange, June 2011). In 
recent years, IMF has been apprehensive of growing number of commercial 
banks (31), development banks (87), fi nance companies (80), coopera  ves 
(22,646) and micro-credit ins  tu  ons, NGOs with limited banking facili  es 
(45), and postal saving units (117) (Economic Survey, July 2011) and strongly 
recommended to review quan  ty as well as quality of services provided by 
fi nancial ins  tu  ons in Nepal. Prolonged liquidity crisis is a threat to smooth 
func  oning of economy, which is en  rely a  ributed to lack of fi nancial 
discipline and eff ec  ve corporate governance in fi nancial ins  tu  ons 
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accompanied by poor supervision of NRB. Under these circumstances, risks 
and uncertain  es in fi nancial organiza  ons have greatly increased adversely 
aff ec  ng the confi dence of people in the banking system. 

The ugly and unhealthy compe   on among the banks to maximize 
profi t has  ly, non-existence of credit ra  ng agencies and lack of corporate 
governance with malafi ed inten  on and mal-prac  ces of the Management 
and the Board to approve loans against vulnerable projects, over-valua  on 
of collateral by the valuators, and extremely weak and poor supervision 
and governance of NRB are major factors responsible for breakdown of 
fi nancial ins  tu  ons in Nepal. However, NRB has ini  ated tremendous 
eff orts to resolve liquidity crisis interwoven with fi nancial discrepancies 
through various monetary measures including the proposals for merger and 
insurance of deposits amoun  ng to Rs. 200,000. 

In recent  mes, mushrooming grow of coopera  ves the State is a more 
sensi  ve issue that they do not fall under the jurisdic  on of NRB but governed 
by Department of Coopera  ves, Government of Nepal. The coopera  ves, 
mostly confi ned to urban areas, have been successful as in mobilizing a large 
sum of deposits by providing higher interest rates but without being  ed-
up with produc  on and mul  -purpose ac  vi  es like Amul Dairy and Lizzat 
Papad in India. In recent  mes, therefore, credibility of fi nancial ins  tu  ons 
including coopera  ves is on test, for their performance is unpredictable with 
poor corporate governance leading to increasing risks and uncertain  es. 

The economic meltdown in the US and other industrialized economies 
during 2008-10 occurred due to fraudulent rela  onship among investors, 
fi nancial ins  tu  ons and credit ra  ng agencies that completely overlooked 
the signifi cance of maintaining a minimum level of ethics, morality, and 
honesty in business deal and banking transac  ons (Dahal, 2009). Recent 
debt ceiling crisis in the US is also a  ermath of overspending in excess of 
available resources and fi scal indiscipline resul  ng into raising a historic size 
of debt ceiling as high as US$ 1.5 trillion h  p://www.fxtrade.onada.com.

 
Risks, Uncertain  es and Assump  ons

Nepal is passing through the transi  on engulfed by increasing ineffi  ciency, 
corrup  on and poli  cal entrenchment that jeopardized the various prospects 
of economic development. In addi  on, the respec  ve governments in 
the past and to-day are terribly engaged in managing the crisis with li  le 
emphasis and priority over to resolving crucial economic issues.  Although 
Nepal is situated at strategically important loca  on and  me zone in Asia, 
geophysical limita  on and landlocked situa  ons have greatly increased 
transporta  on costs leading to high-cost economy and adversely aff ected 
its compe   veness to expand and strengthen interna  onal trade and make 
the economy one of the fabulous shopping centers in the world (Dahal et 
al., 2008). With rugged topography Nepal is disadvantageously placed for 
interna  onal trade and this is the greatest stumbling block leading towards 
high-cost economy. 

Not only Nepal’s trade defi cit with India is growing alarmingly but also 
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balance of payments situa  on is found to be unprecedentedly nega  ve 
during last ten months of FY 2010/11. The exis  ng Nepal-India Trade Treaty 
is not in favor of increasing exports to India due to imposi  on of unfavorable 
condi  ons, which include value added provision for local raw materials and 
labor, quan  ta  ve restric  ons and sensi  ve and nega  ve list. This requires 
moving towards “zero tariff  regime” separately with India and China to 
promote Nepal’s exports to neighboring markets with a popula  on of 2.5 
billion. Although this arrangement would lead to a loss of revenue equivalent 
to approximately Rs. 25 billion from customs du  es at the ini  al stage, reserve 
of Indian currency would tremendously increase through export promo  on 
and remi  ances, which would be instrumental to appreciate Nepali currency 
and determine the exchange rate at par with India currency in the long run. 

This is a challenging proposi  on and, therefore, it is necessary 
to magnifi cently strengthen Nepal’s economy through improving 
compe   veness in viable areas of economy to make a quantum leap forward 
in the economic front.  The grim reality is that Nepal’s economic development 
would remain awkward and backhanded unless exchange rate between 
Nepal and India is determined at par through employing prudent economic 
policies to improve terms of trade with India in favor of Nepal. The average 
household economy of hills and mountains is rela  vely poor and extremely 
fragile in comparison to the households in terai with be  er produc  vity, 
infrastructure, industrial-base and easy access to India. Therefore, the issue 
of improving subsistence economy of hills and mountains is also a crucial 
agenda to deal with the problem of regional development and inclusive 
growth that requires immediate a  en  on of the State. 

The report published by ADB empha  cally illustrates that "investment 
is not a constraint to growth in Nepal, but lack of visionary and determined 
leadership with strong poli  cal commitment to fulfi ll aspira  ons of the 
common people" is detrimental to economic progress and prosperity in 
Nepal" (ADB, 2009).  Although investment/GDP ra  o is as high as 30 percent 
(Economic Survey, July 2011), economic growth rate evidently remained 
dormant.  Nepal, in recent  mes, increasingly lost her compara  ve advantage 
and compe   ve edges for variety of reasons over specifi c and conven  onal 
exportable products noted above at the regional and interna  onal markets, 
and new high value crops suitable for viable exports have not yet been fully 
iden  fi ed except in the case of Yarshagumba.

The issue of moderniza  on and commercializa  on of agriculture with 
implementa  on of scien  fi c land reforms program to increase produc  on 
and produc  vity of food and cash crops have remained outside the 
jurisdic  on of na  onal priority. Although government emphasized on the 
commercializa  on of agriculture, major poli  cal par  es do not favor large or 
estate farming but fragmenta  on of holdings by lowering down prevailing 
level of land ceiling through implementa  on of what they call it scien  fi c 
land reforms program. Under these circumstances, it would be virtually 
impossible to a  ain the objec  ve of Green Revolu  on through mechaniza  on 
of agriculture in small holdings. The exis  ng dual ownership of land has 
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conspicuously discouraged investment in land for its improvement from 
either side - absentee landlord and tenants. The investment of both the 
government and private sector is minimal against what is urgently required 
to sustain agriculture development.

In addi  on, a variety of subsidies have been provided to purchase 
chemical and organic fer  lizer and seeds of high yielding varie  es in order to 
boost produc  on and produc  vity of agriculture sector. The government has 
the provision for 50 percent subsidy on the capital expenditure to the small 
farmer coopera  ve ins  tu  ons in the purchase of machinery and equipment 
for processing cardamom, tea, coff ee, ginger, nut and honey. Subsidies are 
given to farmers on electricity tariff  and credit to the coopera  ves and private 
sector. Subsidies will also be provided to establish laboratory, pes  cide, seed 
produc  on and packing, which are also crucial to enhance compe   veness of 
farmers and compete with Indian products (Budget Speech, 2011). Therefore, 
subsidy is sensi  ve as well as vital instrument to increase produc  on and 
produc  vity of agriculture and improve effi  ciency and compe   veness of 
farmers. Thus, the issue of taxing agriculture sector requires not only greatly 
moving towards moderniza  on and commercializa  on through promo  ng 
agro-enterprise and agri-business but also developing na  onal consensus 
among major poli  cal par  es to decide what kind of land reforms system 
would be appropriate for agriculture development in Nepal. 

The produc  vity index especially of food crops evidently remained 
constant for over a long period (Economic Survey, July 2011) and 
consequently, Nepal imported 25,000 MT rice from India for mee  ng urgent 
requirements of the people living in food defi cit areas especially western hills 
and mountains during FY 2009/10. The produc  vity index of manufacturing 
goods increased at snail's pace. Also there is apprehension that infl ow of 
FDI as well as indigenous investments are o  en disrupted primarily due to 
extremely inadequate infrastructure with unprecedented long hours of load-
shedding, poor industrial rela  ons with rigid labor laws and tax regula  ons, 
frequent bandh and strikes, and scarce resources to funding mega-projects 
resul  ng in poor contribu  on of manufacturing sector confi ned to less than 
6 percent of GDP. Most of the industries are running far below the capacity, 
and many units opera  ng in industrial corridors especially in terai remained 
virtually closed for more than 200 days in a year. Although overall impacts 
of global economic meltdown on Nepalese economy have been moderately 
less severe in recent  mes, lack of peace and poli  cal stability jeopardized 
the possibility for developing physical infrastructure especially road and 
hydropower, tourism, biodiversity, and promo  ng foreign employment and 
remi  ances in Nepal. 

Nepal's inability to match growing demand for semi-skilled manpower in 
the interna  onal labor market due to poor quality of human resources has 
created adverse impact on foreign employment and remi  ances. Every year, 
around 400,000 labor force is added in the labor market of Nepal and of 
which, 300,000 are absorbed in the interna  onal labor market, and there is 
s  ll scarcity of job for remaining 100,000 labor forces at home. In compa  ble 
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with the spirit of market economy and liberaliza  on it is not the liability of the 
government but private sector to play the lead role for crea  ng employment 
opportuni  es at home by se   ng-up of small and co  age and medium scale 
industries. Employment opportuni  es could also be created by a  rac  ng 
FDI on a greater quantum in large-scale joint ventures and industries on 
priority areas such as hydropower, tourism, biodiversity and manufacturing 
sectors in coopera  on with neighboring economies, industrialized countries 
and other partners of development. 

Private sector is the prime vehicle for economic development and 
government should play the role of a facilitator. In Nepal, unfortunately, both 
the government and private sector are extremely vulnerable in terms of their 
capacity and governance required for eff ec  vely providing services to the 
people and thereby accelera  ng the pace of economic development. There 
is, therefore, need to simultaneously improve effi  ciency and governance of 
both the government and private sector with increasing transparency and 
accountability by mobilizing technical and fi nancial assistance provided 
by WTO and other mul  lateral fi nancial ins  tu  ons to Least Developed 
Countries (LDCs). 

Despite induc  on of market economy, liberaliza  on and priva  za  on 
especially a  er 1990, Government of Nepal adhered resiliently to the policy 
of sustaining a large number of State Owned Enterprises (SOEs) enjoying 
monopoly (for example, Nepal Oil Corpora  on, Nepal Airlines, Na  onal 
Trading Ltd., and Nepal Electricity Authority popularly known as white 
elephants), which are entrapped into huge losses with extreme ineffi  ciency, 
rampant corrup  on, over-manning and poli  cal interference. With prevailing 
horrible situa  ons in public enterprises in recent years, the government 
has transferred more than Rs. 80 billion to public enterprises wai  ng for 
priva  za  on for a long  me, which is extremely slow for unknown reason. 
This immediately demands for designing a pragma  c policy to decide the 
fate of SOEs either by s  mula  ng the process of priva  za  on on fast-track 
or, alterna  vely, moving towards company limited, joint venture with foreign 
companies, public-private-partnership (PPP) and, fi nally, dissolu  on through 
liquida  on.   

The Offi  ce of Auditor General in its annual report categorically 
referred to increasing volume of irregulari  es as high as Rs. 162 billion 
 ll FY 2010/11, which is evident of gross viola  on of fi scal discipline in 

government offi  ces (OAD/Nepal, 2010). The latest report published by 
Transparency Interna  onal (TI) shows that Nepal falls within the group 
of most corrupt countries in the South Asia region while ranking for 180 
countries (Transparency Interna  onal, 2011). The Failed States Index 2011 
exhibits that Nepal occupies 27th posi  on in the list of 177 countries and 
the business climate is also not congenial to promote business ac  vi  es in 
Nepal (Doing Business Report 2011). This is the manifesta  on of economic 
backwardness with notorious examples of ineffi  ciency and corrup  on.

The "Foreign Investment and Technology Transfer Act 1992" (FITTA, 
1992) has been considered a powerful instrument to a  ract FDI in Nepal 
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and, therefore, it is impera  ve to review in conformity with the principles 
of WTO, SAFTA and BIMST-EC. There is also a need to expedite agro-based 
and manufacturing exports, FDI and remi  ances with eff ec  ve induc  on 
of economic diplomacy through Nepal's diploma  c missions abroad (IFA, 
2009). Tourism development and foreign employment are condi  oned to 
s  ff  compe   on at regional and global markets that require improving 
effi  ciency to increase compe   veness in both sectors. Although Nepal is 
rich in biodiversity especially medicinal herbs like yarshagumba and many 
other life saving drugs, fl agship and ownership over a single Aaurvedic and 
herbal product under TRIPS have not been established so far. Nepal’s thrust 
for maximizing benefi ts from WTO, SAFTA and BIMST-EC through promo  ng 
regional and interna  onal trade have been disrupted by prolonged transi  on 
and poor governance. 

The future of Mahakali (Tanakpur-Pancheswar Mul  purpose Project) 
Treaty held in 1995 between Nepal and India with a view to generate 6,000 
MW of electricity is yet mysterious. This is most unfortunate example of 
India's indiff erent a   tude towards Nepal's economic development that 
DPR is not at sight even a  er 15 years of ra  fi ca  on of treaty at mid-night 
by a two-third majority in the parliament of Nepal. In recent years, despite 
stereo-type claim and campaign for profound and tested rela  onship with 
neighboring countries, no single mega-project is in opera  on in Nepal in 
coopera  on either with India or China. Both India and China, economically 
giant neighbors, were premier donor countries to Nepal during 1950s, 1960s 
and 1970s but their status have been relegated to its lowest ebb in the group 
of donor communi  es in recent years with a combined contribu  on of less 
than 6 percent of total external assistance (Dahal, 2008). The fault lies in 
us, not with our neighbors, for poli  cal powers failed to capture trickle-
down eff ects and galvanize a maximum coopera  on from neighborhood 
economies from their miraculous economic progress. 

At this cri  cal juncture, Mahakali Treaty with Nepal is not a priority for 
India and, therefore, there is also need to reordering of priori  es compa  ble 
with sustaining higher growth rates with frontal a  ack on poverty. The total 
751 MW electricity including 54.3 MW of thermal and solar produc  on of 
100 KW has been generated by the end of FY 2009/10 (Economic Survey, 
FY 2010/11). However, electricity produc  on is limited to 400 MW during 
the winter and 572 MW during rainy season (Concept of Government and 
Future Program, 2010) against the local demand for hydropower es  mated 
to be 972 MW as of 3-Year Interim Development Plan, 2010-2012 (appendix 
2). Although government aims at producing 2,500 MW of hydropower to 
eliminate load shedding by next 4.5 years (Ministry of Energy, 2011), this 
is most painful that Nepal with highest per capita hydropower poten  al, 
next to Brazil, is facing acute shortage of electricity that plunged the en  re 
na  on into darkness and the process of economic development retarded 
to its lowest level. In addi  on, not only cost of electricity produc  on is 
conspicuously higher but also tariff  rates are exorbitant as compared to 
other countries in the SAARC region.
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The long term vision of the hydropower sector is to develop hydropower 
based on op  mal u  liza  on of water resources to meet the domes  c 
power demand and export the surplus while expanding the development 
and services in order to contribute to improving the livelihood of Nepalese 
people. The Government of Nepal has envisaged a strategy to develop 
hydropower es  mated to be 820 MW (short-term 5 yrs) by the end of 2007. 
Similarly, the government has the plan to develop hydropower es  mated to 
be 2,230 MW (Medium-term 15 yrs) by 2017 and, subsequently, 22,000 MW 
(long-term 25 yrs) by 2027. Following a  ainment of these targets, electricity 
will be available to 60.0 percent HHs including 1,500 MW for export to India 
and Bangladesh. Harnessing of water resources and developing hydropower 
will ensure both sustainable high growth and substan  al poverty reduc  on 
not only in Nepal but also in South Asia region (Water Resources and 
Energy Commission, 2001). As envisaged in Water Resources Strategy 2002 
and current evalua  on of hydro electricity development, programs will be 
formulated to generate at least 25,000 MW within forthcoming two decades 
(Economic Survey, 2009). However, India is the only market to export 
surplus hydropower and this demand for a high-level agreement between 
Nepal and India to facilitate market for surplus electricity generated through 
mega-projects ini  ated by bilateral, regional and mul  -lateral funding. Thus, 
harnessing of water resources and developing hydropower is not only an 
economic and technical issue but also a serious poli  cal concern of utmost 
signifi cance for both countries (Dahal, 1992).

Prolonged economic downswing is more precarious than poli  cal 
predicament. Galloping recurrent expenditure against small size and under-
spending of capital expenditure, rapidly falling exports against alarmingly 
growing imports, decelera  ng compara  ve and compe   ve edges over 
viable exportable items to interna  onal market, declining growth rate of 
tourists arrival and remi  ances, nega  ve balance of payments situa  on 
and gradually declining interna  onal reserves, frequent liquidity crunch, 
poor integra  on of domes  c economy with global economy, extremely 
limited employment opportuni  es at home, inadequate infrastructure 
with increasing load-shedding, poor governance, prolonged transi  on and 
poli  cal instability, absence of elected bodies at local levels, ineffi  ciency, and 
rampant corrup  on are major impediments to economic development in 
Nepal (Dahal-b, 2010).

The major challenges to Nepalese economy are, fi rstly: (1) How to transfer 
excessively dependent popula  on from agriculture to more produc  ve non-
agriculture sector (manufacturing, services and ter  ary) through crea  ng 
employment opportuni  es by a  rac  ng FDI and promo  ng indigenous 
investment in coopera  on with private sector and thereby reducing extent 
of absolute poverty to zero? The process of economic transforma  on will 
help increase effi  ciency and compe   veness of rest of the farmers a  ached 
to agriculture and boost-up produc  on as well as produc  vity. Over the 
years, produc  vity index of food crops remained almost constant, while 
index for cash crops moderately increased during the same period. Secondly: 
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(2) How to more eff ec  vely integrate Nepalese economy through trade and 
investment especially with neighborhood (India, China) economies, regional 
(SAFTA; BIMST-EC) as well as global economies and maximize benefi ts from 
globaliza  on through promo  ng exports in which compara  ve advantages 
and compe   ve edges do exist ensuring a high, sustainable, broad-based 
and inclusive growth rate?  and, thirdly: (3) How to mobilize bilateral, 
regional and interna  onal coopera  on on a greater quantum especially 
from neighboring countries, development partners from OECD countries, 
WTO and mul  lateral funding agencies (ADB, World Bank, IMF, UNDP etc), 
and eff ec  vely maximize the produc  vity of foreign aid. 

Approaches to Sustainable Development 

The vision or mission of Nepalese economy should be to build a strong 
economic na  on-state through ac  ve par  cipa  on of the people ensuring a 
high quality of life to each individual and household within given  meframe 
(Dahal, 2004). The primary objec  ves of Nepalese economy should be to 
increase the diminu  ve magnitude of GNI from approximately US$ 13 billion 
as of 2009 to US$ 100 billion and transform the economy from extremely 
low GNI per capita (US$ 440) to a higher GNI per capita (US$ 3,000) at par 
with middle income countries by achieving a high, sustainable, broad-based, 
and inclusive economic growth and elimina  ng absolute poverty by 2025 
(medium scenario) and; ul  mately, make Nepal the “Switzerland” of Asia 
(high scenario), especially by: 

(a) Increasing produc  on and produc  vity of agriculture par  cularly 
high value crops through moderniza  on and commercializa  on 
of agriculture (APP, 1995) in conformity with the spirit of Green 
Revolu  on, and also enhancing  produc  vity of manufacturing sector 
through improving industrial rela  ons; 

(b) Penetra  ng bilateral, regional and interna  onal markets through 
expedi  ng exports of viable products with compara  ve advantages 
and compe   ve edges such as carpet, garment, handicra  , pashmina 
and lintel; 

(c) Maximizing benefi ts from neighborhood economies through moving 
into “zero tariff  regime” especially with India and China separately 
and crea  ng a ‘revolving fund’ to ini  ate mutually benefi cial mega-
projects, and also expedi  ng similar eff orts with Euro Zone, The US, 
Scandinavian countries (Denmark, Sweden, Norway and Finland) and 
Asia-Pacifi c region especially Japan, Australia and New Zealand; 

(d) A  rac  ng considerable degree of FDI in priority sector especially 
infrastructure (hydropower, road and tourism sector), and the target 
should be to produce required level of electricity for elimina  ng load-
shedding by 2015 and, subsequently, export surplus electricity to 
India. 

(e) Mobilizing both FDI and indigenous investments to construct 
highways connec  ng north-south, east-west and India border, and 
the SAARC region;
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(f) Exploring possibility for sea-route for expanding interna  onal trade 
connec  ng Bay of Bengal, Indian Ocean, and Arabian Sea; 

(g) Crea  ng a hub for interna  onal tourism, and preserving biodiversity 
with commercial viability; 

(h) Promo  ng decent and safe foreign employment at lucra  ve 
des  na  ons by developing quality human resources as per 
requirements of interna  onal labor market and maximizing fl ow of 
remi  ances through offi  cial channels;

(i) Promo  ng small and medium scale enterprises (SMEs) with private 
sector investment and developing large scale industries and mega-
projects at the ini  a  on of private sector by a  rac  ng FDI, which 
would immensely help create employment opportuni  es at home; 
and

(j) Crea  ng an Interna  onal Financial Services Center (IFSC) by 2015 
and mobilizing investment capital to accelerate development for the 
whole region (high scenario) (Dahal, 2004). 

Nepal is surrounded by rapidly expanding economies compe  ng 
each other to become global economic power with for which they need 
huge investment-capital and fi nancial services. A modern Interna  onal 
Financial Services Center located at Nepal could meet these requirements 
of neighboring countries India, China and also SAARC countries, which will 
help create a unique opportunity for Nepal to prosper in the 21st century. 
“Interna  onal Financial Services Center (IFSC) will help create employment 
opportunity at all skill levels, provide revenue to treasury, strengthen 
informa  on technology, improve status of infrastructure, and increase 
fi nancial credibility of the na  on” (Collins et al., 1996).

The strategic objec  ves should be to: 

(a)  Substan  ally increasing GNI with double-digit growth rate 
ensuring a high GNI per capita exceeding US$ 3,000 (average of 
middle income economies) per annum within the said  meframe; 

(b)  Providing employment to each economically ac  ve popula  on; 
(c)  Comba  ng infl a  on by increasing produc  on and produc  vity of 

both agriculture and manufacture sectors in the long-run; 
(d)  Reducing absolute poverty from 25 percent to zero percent by 

2025; and 
(e)  Improving effi  ciency and compe   veness, and governance in all 

spheres and fi gh  ng against rampant corrup  on.

The strategy for economic development should be directed towards: 

(1)  Sustaining exports of carpets, garments, handicra  s, herbal 
and medicinal products, tea, cardamom and len  ls (pulses) to 
interna  onal markets with iden  fi ca  on of new products including 
yarshagumba.

(2)  Reviewing Nepal-India Trade Treaty to expedite exports to India 
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and reduce growing extent of trade defi cit with India.
(3)  Promo  ng import subs  tu  ng industries, in addi  on to export 

promo  ng industries, such as fer  lizer, co  on tex  le, cement and 
sugar at suitable loca  ons on the basis of compara  ve advantages 
and compe   ve edges;

(4)  Promo  ng both indigenous and foreign investment through 
newly established Investment Promo  on Board and establishing 
industries in Special Economic Zone;

(5)  Ini  a  ng joint ventures with India and China for developing 
infrastructure - road and hydropower especially mega-projects 
for not only mee  ng domes  c demand but also expor  ng surplus 
electricity to India, China and South Asia region and thereby 
crea  ng win-win eff ects to the whole region;

(6)  Ensuring employment opportuni  es at home by establishing 
small and co  age, medium as well as large scale industries at the 
ini  a  on of private sector through a  rac  ng FDI especially from 
NRN (non-resident Nepalese) and also mobilizing indigenous 
investment; 

(7)  Developing a master plan for promo  ng tourism and crea  ng 
a regional hub and make Nepal a model tourism country of the 
world within 15 years from now in coopera  on with private sector 
(Budget Speech, FY 2011/12); 

(8)  Increasing investment in infrastructure especially road and 
electricity at the ini  a  on of private sector through a  rac  ng FDI; 

(9)  Increasing investment in so   sector by a  rac  ng FDI in joint 
ventures especially to establish polytechnic ins  tutes and teaching 
hospital and research centers (Ins  tute for Medical Sciences) at 
par with interna  onal standard; 

(10)  Developing IT sector for mee  ng interna  onal demand for IT 
experts; 

(11) Preserving biodiversity for neutralizing adverse impact of 
global climate change and strengthening eff orts towards 
commercializa  on of biodiversity; 

(12)  Developing quality human resources for mee  ng growing 
demand for middle level manpower at interna  onal labor market, 
and  maximizing and eff ec  vely u  lizing remi  ances for produc  ve 
use; 

(13) Developing na  onal consensus on establishing Interna  onal 
Financial Services Center (IFSC) in Nepal;

(14)  Strengthening capacity of both government and the private sector 
by improving effi  ciency and governance; 

(15) Mobilizing and eff ec  vely u  lizing external resources, and 
maximizing produc  vity of foreign aid; 

(16) Improving effi  ciency of Commission for Inves  ga  on of Abuse 
of Authority (CIAA) and preserving independence of judicial 
authori  es such as Special Court, Appellate Court and Supreme 
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Court to fi ght corrup  on and injus  ce; and
(17) Developing na  onal consensus on establishing Interna  onal 

Financial Services Center in Nepal.

 Conclusion

In conclusion it is recommended that eff orts should be made to 
gradually reduce the extent of disguised unemployment in informal sector 
and promote self-employment in both rural and urban areas. A top priority 
should be to expedite investment in mega-projects especially infrastructure 
such as road and hydropower not only to create employment opportuni  es 
at home but also for achieving double-digit growth with substan  al poverty 
reduc  on. Since employment is a key to development, it is also necessary 
to promote safe, decent and lucra  ve employment at home and abroad by 
impar  ng technical and voca  onal educa  on comprising basic knowledge 
of English, Mathema  cs and Computer, which would certainly help increase 
the fl ow of remi  ances. There is also need to modulate educa  on, health 
and nutri  on policies to improve quality of human resources instrumental 
to compete at interna  onal labor market for middle level manpower and 
maximize the benefi ts from globaliza  on.

While selec  ng development projects adequate a  en  on should 
be provided to Medium Term Expenditure Framework (MTEF), Poverty 
Reduc  on Strategy Paper (PRSP), and Millennium Development Goals 
(MDGs) especially to expedite foreign assistance from donor communi  es 
for growth and poverty allevia  on. In addi  on, it is essen  al to develop 
infrastructure by a  rac  ng FDI in coopera  on with private sector such as: 
(a) High-ways and expressways connec  ng east-west across mountainous 
region and north-south across three ecological regions; (b) Railways 
connec  ng India across east-west terai; (c) Ropeways with country-wide 
networking; (d) Construc  on of interna  onal airport at Lumbini, Biratnagar 
and Pokhara; (e) Building of fast-track tunnel road connec  ng Kathmandu 
and Hetauda, and construc  on of outer ring-road in Kathmandu valley under 
BOOT arrangement; (f) Opera  on of electric train in Kathmandu Valley; (g) 
Construc  on of railway connec  ng Khasa, Chinese border and Lumbini 
via Kathmandu; (h) Construc  on of cross-border railway links between 
Nepal and India via major southern customs points; and (i) Produc  on 
of hydropower equal to 2,500 MW to meet domes  c requirements and 
eliminate load-shedding by 2015, and also for expor  ng surplus electricity 
to India in future. 

In addi  on, NRN should be encouraged to develop hydropower, construct 
star hotels, operate cable cars at important tourist des  na  ons and run trolley 
bus services in major ci  es, establish hospitals and educa  onal ins  tu  ons 
at interna  onal level, and preserve and develop biodiversity especially eco-
system and species for commercial u  liza  on. Economic corridors, export 
processing zones, and special economic zones should be set-up at various 
industrial loca  ons, and dry-ports should be constructed to speedily back up 
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the process of industrial development with recently approved Investment 
Board under the Chairmanship of Prime Minister. 

In the light of proposed restructuring of the state it is also important 
to empower and strengthen local bodies with emphasis on developing 
a strong nexus between the center and federal states. The government 
should, therefore, consider the proposal for restructuring of the federal 
states on the basis: (a) that number of states should be a maximum of seven 
including the Kathmandu Valley to be administered separately by the Central 
Government, and Karnali Pradesh with special status; (b) that federal states 
must have north-south axis not only for ensuring na  onal unity and integrity 
but also to promote smooth fl ow and judicious sharing of resources and 
maximize benefi ts and provide equal access to mountain, hill and terai for 
economic coopera  on provided by neighboring countries; and (c) that state 
must be preferably a economically viable unit so that exis  ng backward 
and remote hilly areas would have opportunity to strengthen economy in 
partnership with rela  vely developed areas.

Despite numerous structural constraints, there are ample opportuni  es 
that Nepal could tremendously gear up the economy by s  mula  ng its 
major founda  ons comprising hydropower, tourism, biodiversity and 
remi  ances through foreign employment in coopera  on with private sector. 
The development strategy for a burgeoning economy like Nepal must be 
directed towards gradually shi  ing from aid to trade; from dependence to 
interdependence; from poor to good governance; from confl ict to consensus, 
and from disgus  ng to excellent performance supplemented by enduring 
peace and stability with determined and visionary statesmanship to ensure a 
secured and safe des  ny for thirty-million Nepalese people eagerly awai  ng 
to enjoy op  mis  cally blissful days in not too distant future. Since Nepalese 
economy is characterized by high-cost and subsistence with alarmingly 
growing dependency, it is essen  al to formulate the na  onal budget and 
periodic plans by propaga  ng the theory of interdependence to accelerate 
the pace of economic development. Finally, there is also need to develop 
na  onal consensus on prime economic issues among major poli  cal forces, 
and formulate a long-term perspec  ve plan (a road map) ensuring a double-
digit inclusive growth with substan  al poverty reduc  on. A vibrant economy 
with robust economic growth is an  dote to extreme poverty, corrup  on and 
underdevelopment for a viable economic na  on-state.
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Appendices

Appendix 1: Macroeconomic Indicators

Descrip  on 2006/07 2007/08 2008/09 2009/10 *2010/11

GDP at current prices 
(Rs. in bln.) 727.83 815.66 988.05 1,171.90 1,346.81

Gross consump  on/GDP 90.2 90.2 90.6 92.6 93.3
Gross domes  c 
savings/GDP 9.8 9.8 9.4 7.4 6.7

Gross investment/GDP 28.7 30.3 31.7 35.0 30.2
Export/GDP 8.2 7.3 6.9 5.2 4.9
Import/GDP 26.8 27.2 28.8 32.3 28.9
Consumer price index 
(% change) 6.4 7.7 13.2 10.3 9.6

Total revenue (% change) 21.3 22.7 33.3 25.4 14.7
Total govt. expenditure 
(% change) 20.5 20.8 36.1 18.2 17.9

Revenue/GDP** 12.1 13.2 14.5 15.4 15.3
Tax revenue/GDP 9.8 10.4 11.8 13.3 13.1
Total govt. expenditure/GDP 18.4 19.8 22.2 22.2 23.0
Budget defi cit/GDP 4.1 4.1 5.0 3.5 3.8

Total outstanding debt 
(Rs. in bln.) 320.4 366.0 399.8 403.9 430.6

Per capita outstanding 
debt (Rs.) 12,117 12,331 13,505 14,292 14,905

Total outstanding debt/GDP 44.0 44.9 40.3 34.5 32.0

Total deposit 
(Rs. in billions)*** N.A. N.A. 505.7 676.0 795.3

Total lending 
(Rs. in billions)*** N. A. N. A. 358.51 495.2 622.6

Total deposit/GDP 46.0 51.7 55.5 52.5 50.8
Total domes  c credit/GDP 49.5 53.6 56.1 55.0 55.2
Remi  ance income 
(Rs. in billions) 97.69 142.68 209.70 231.73 259.53

Remi  ance income/GDP 13.8 17.5 21.2 19.8 19.3

Current account 
balance/GDP -0.1 2.9 4.2 -2.8 -0.4

Balance of payments
(Rs. in billions) 5.90 29.68 41.28 -3.63 -8.0

Foreign exchange 
reserves (Rs. bln.) 165.13 212.62 286.54 268.91 263.13

Exchange rate US$**** 70:49 65.02 76.88 74.54 72.39
Source: Economic Survey, July 2011; *Es  mates based on eight months; ** Revenue/
GDP ra  o includes both tax/GDP and non-tax/GDP ra  o; *** As of mid-July 2008, mid-
July 2009 and mid-July 2010; and **** Annual average of buying and selling rates.
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Appendix 2: Quan  ta  ve Targets

Indicators Status as of 
2009/10

Target
3-YIDP, 2010/11-

2012/13

Annual average economic growth rate (%) 4.4 5.5

Annual average agriculture sector growth rate (%) 3.3 3.9

3. Annual average growth rate of 
non-agriculture sector (%) 5.1 6.4

Popula  on below poverty line (%) 25.4 21

Average annual employment growth rate (%) 3.0 3.6

Women using health worker for maternity (%) 29 60

Contracep  ve prevalent rate (%) 50 56

Total birth rate for 15-49 years of age (%) 2.9 2.6

Maternal mortality rate (per 100,000) 229 170

New born babies mortality rate per 1,000 live births 20 16

Infant mortality rate per 1,000 live births 41 36

Child mortality rate per 1,000 live births 50 40

Popula  on with access to drinking water (%) 80 85

Popula  on with access to sanita  on facility (%) 43 60

Net enrolment in primary level (%) 93.7 98

Districts headquarters connected with 
road (number) 71 75

Telephone including mobile per 100 density 27 55

Electricity genera  on (installed capacity) 691 972

Popula  on with access to electricity (%) 56.1 65

Land under irriga  on (Ha) 1,227,000 1,425,725

Forest covered area (%) 39.6 40

Total length of road (Km) 19,447 20,122

Source: Economic Survey, July 2011.
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Foreign Assistance -- a Journey 
that didn’t take too far 

–Professor Bishwambher Pyakuryal

Priori  es in Development Plans  

The history of development of Nepal begins with the fi rst fi ve year plan 
implemented from 1956. To date, a total of 11 plans have been implemented. 
The fi rst plan (1956-62) was followed by the Second (1962-65), Third (1965-
1970), Fourth (1970-1975), Fi  h (1975-1980), Sixth (1980-85), Seventh 
(1985-90), Eighth (1992-1997), Ninth (1997-2002), Tenth Plan in 2002-2007, 
and Interim Plan (2007-10) covering a period of over fi ve decades.

Compared to the four consecu  ve Plans (1956-62, 1962-65, 1965-70, 
1970-75) that laid emphasis on building basic infrastructure, the Fi  h Plan 
(1975-80) acknowledged people-oriented development and egalitarian 
distribu  on built in the produc  on process. The underlying principle in 
the Fi  h Plan was signifi cantly diff erent since its objec  ve was not only to 
maximize the output but also to make output consistent with the minimum 
felt needs of the people (NPC, The Fi  h Plan, 1975). The basic objec  ve 
emphasizes mass-oriented produc  on and maximum u  liza  on of labor 
force. The Sixth Plan (1975-80) spelt more loudly on mee  ng minimum basic 
needs of the people by adding new dimension in the planning objec  ves. 
Reduc  on in income inequality, by increasing alterna  ve employment 
opportuni  es was therefore the priority of the Sixth Plan. Specifi c objec  ves 
were to increase produc  on at a higher rate by increasing opportuni  es 
for produc  ve employment. In view of this, the Seventh plan a  empted to 
narrow down the gulf between planning and implementa  on. To achieve 
this goal, it aimed at building up the produc  ve capacity of the economy by 

3
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focusing on conserving and expanding the physical resources. 
The eighth plan, following popular movement of 1990, was meant to 

address the aspira  on of the people raised during the movement. With 
inclusion of few popular programs, this plan chiefl y focused on sustainable 
development, poverty reduc  on and on reducing regional dispari  es. Despite 
the fact that Nepal con  nues to adopt reform programs, it was realized later 
that the program should be  ed up with sectoral priori  es. The Ninth Plan 
was  ed up with prospec  ve planning, and accordingly, priority areas were 
iden  fi ed. In this plan the area of priori  es were agriculture and forestry; 
water resources; human resource and social development; industrializa  on, 
tourism development and interna  onal trade; and physical infrastructure. 
Nevertheless the objec  ve was to alleviate the poverty.

The Tenth Plan came as Nepal’s Poverty Reduc  on Strategy Paper (PRSP) 
with the main objec  ve of poverty allevia  on. The other objec  ves, closely 
 ed up with poverty allevia  on, were to achieve broad-based sustainable 

economic growth, social sector development, rural infrastructure and 
targeted programs for targeted people. This plan acknowledged the need 
for special treatment of marginalized and vulnerable groups of the society as 
they failed to reap the benefi t of urban sector development. 

Two consecu  ve Three year Interim Plans came a  er the end of a 
decade-long Maoist insurgency in Nepal. The prime focus of the plan was 
for relief, reconstruc  on, rehabilita  on, reintegra  on and revival of the 
economy. Special focus was placed on inclusive growth to accommodate 
marginalized groups on developmental ac  vi  es. Nevertheless, the overall 
objec  ve was to alleviate poverty through pro-poor broad based economic 
growth. It also gave emphasis on promo  ng good governance and eff ec  ve 
service delivery, increase in investment in physical infrastructural, social 
development and inclusive development process.

Sectoral Alloca  on 

As Nepal underwent a shi   in its development priori  es over the years, 
so has been the case for areas fi nanced by foreign aid. The areas of fi nance 
and priori  es both have changed from donors perspec  ve. When Nepal was 
following socialism fueled by dependency doctrine of newly independent 
states in world, the priority areas of Nepal was the establishments of public 
enterprises. Therefore, in early years, Nepal received aid for industrializa  on 
along with transport, communica  on and other physical infrastructure.

The sectoral alloca  on of foreign aid shows that Nepal has been receiving 
aid on the areas of agriculture including irriga  on and forestry sector; 
Transport, Power and Communica  on; Industry and Commerce Sector; 
Social services sector. 
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Figure 1: Sectoral Alloca  on of Foreign Aid (1990-2007)

19
90
\9
1

19
91
\9
2

19
92
\9
3

19
93
\9
4

19
94
\9
5

19
95
\9
6

19
96
\9
7

19
97
\9
8

19
98
\9
9

19
99
\0
0

20
00
\0
1

20
01
\0
2

20
02
\0
3

20
03
\0
4

20
04
\0
5

20
05
\0
6

20
06
\0
7

20
07
\0
8

Agriculture, Irriga  on and 
Forestry Sector

Transport, power and 
communica  on

Industry and commerce sector

Social services sector

Other Sector

R
s.

 In
 m

ill
io

n
70

60

50

40

30

20

10

0

Source: Calculated from Economic Survey 2003/04 and 2008/09, MoF

During early 90s, Nepal received sizeable foreign aid in transport, power 
and communica  on followed by industry and commerce; and agriculture.  
A year a  er Nepal implemented the eighth fi ve year plan in 1992, the 
agriculture sector received highest share of foreign aid. However, this trend 
discon  nued following years and again, transport, power and communica  on 
sector con  nued to receive highest share of foreign aid fl ow in Nepal. This 
shows a divergence between Na  onal plan’s priority and actual areas of 
funding. Nepal con  nued to receive a larger share, though declining, on 
transport, power and communica  on up to FY 2003/04. Trend reveals that 
social sector has been fi nanced with its increasing share over the year right 
from early 1990s up  ll now. A  er 2003/04, social sector has been receiving 
a highest share of foreign aid in Nepal. The industry and commerce sector 
has been receiving a nominal share of foreign aid in recent years.

While Nepal had diff erent policy priori  es at diff erent Na  onal Plans, 
there are no one-to-one correspondence between policy priori  es and 
areas with higher investment. This is not only an isolated case of na  onal 
expenditure on less priori  zed areas through domes  c source of fi nancing 
expenditure; rather the same goes with foreign aid. For example, despite 
major poverty thrust given during the Eighth and Ninth Plan period, the 
external resource alloca  on as outlined above does not demonstrate strong 
linkage between focused priority and resource alloca  on. The total resource 
fl ow during the period of 1990 to 1998 in the basic social services sectors, 
which includes primary schooling, drinking water and sanita  on, primary 
health, and family planning, has increased on an average annual rate of 11.4 
percent. 

However, the total volume of aid is found to be inadequate to address 
the poverty reduc  on objec  ve. During the same period, an average annual 
rate of increase in the educa  on sector remained 5.3 percent. In the year 
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1998, the total disbursement from all external sources to basic social 
services amounted to US$ 59.4 million. Similarly, the disbursement in the 
educa  on sector amounted to US$ 27.8 million, represen  ng 6 percent 
of the total disbursement. The educa  on sector suff ered a decline of 37.3 
percent in 1998 as compared to 1997. Although before 2002 the infl ow of 
aid did not show proper matching with the need and priority of the na  on, 
the situa  on has improved a  er that period. The main reason behind that 
is the implementa  on of foreign aid policy and tenth plan based on poverty 
reduc  on strategy paper. If we take development expenditure as a measuring 
rod for judging priori  za  on of the sectors, then es  mated development 
expenditure during the fi rst MTEF period (2002/3-2004/05) is highest for 
energy sector (23,164 million) followed by agriculture, forestry and fi sheries 
(19268 million) and transport (13189 million). The aid received by Nepal 
during 1998-2005, as men  oned above, also follows the same order. This 
is the indica  on of donor group's consistency with priority of the country 
(Pyakuryal, Adhikari and Dhakal 2008).

There is no doubt that foreign aid has contributed to the development 
of Nepal. In his study, (Bha  arai Spring 2009) found that aid is posi  vely 
related to per capital real GDP in the long run. He also concludes that aid 
eff ec  veness increases with the increase in good policy environment in the 
long run. Therefore, the crucial issue here is not whether foreign aid has 
contributed to GDP and development of Nepal; rather the issue is whether 
foreign aid has been eff ec  vely used? Has it been able to channelize most 
produc  ve sectors so that development ac  vi  es can be accelerated? Is 
there scope of improving alloca  ve effi  ciency of foreign aid?

External assistance is not value free. The aid targeted for developmental 
projects is o  en alleged to have been directed towards the poli  cal and 
strategic interests. However, if the key objec  ve of ODA is to promote 
development, it should have a measure to link aid to the priori  es of the 
recipient countries. Therefore, managing foreign assistance has usually 
been quite poor to access aid to needy countries in general and targeted 
benefi ciaries in the recipient countries in par  cular.

Contribu  on of Foreign Assistance to Development Goals

The cri  cism that aid has actually done more harm than good to 
development goals of the poor countries is drawing a  en  on of majority of 
aid prac   oners. Professor Easterly (2006) is of the view that foreign aid has 
not achieved much to achieving development goals. He states, “A tragedy 
of the world’s poor has been that the West spent $2.3 trillion on foreign 
aid over the last fi ve decades and s  ll had not managed to get twelve-cent 
medicines to children to prevent half of malaria deaths. The West spent $2.3 
trillion and s  ll had not managed to get four-dollar bed nets to poor families. 
The West spent $2.3 trillion and s  ll had not managed to get three dollars to 
each new mother to prevent fi ve million deaths”. It indicates a tragedy that 
so much well-meaning compassion did not bring expected results for needy 



Changing  paradigms of aid eff ec  veness in Nepal 45

people. The donors’ approach has merely been to delink sizeable amount of 
assistance with need-based priority.

This sec  on elaborates the reasons for declining the volume of foreign 
aid; the condi  onality imposed by the donors and its implica  ons; and 
diffi  cul  es created by inadequate access of the grant to poor countries. 
Such elabora  on is helpful to fi nd out why foreign aid has not supported 
development goals of the recipient countries.

The condi  onal aid loans based on policy reforms provided to Africa and 
many other countries including La  n America just remained discouraging. 
Easterly says the evidence is stark: $568 billion were spent on aid to Africa, 
and yet the typical African country is no richer today than 40 years ago. The 
structural adjustment failed linking policy reforms and economic growth 
(Ibid).

Figure 2: Net ODA 2009 as percent of GNI

1.20

1.00

0.80

0.60

0.40

0.20

0.00

%
 o

f G
N

I Agreed Target: 0.7% of GNI

Sw
ed

en
No

rw
ay

Lu
xe

m
bo

ur
g

De
nm

ar
k

Ne
th

er
lan

ds
Be

lg
iu

m
Fi

nl
an

d
Ire

lan
d

un
ite

dk
in

gd
om

Sw
itz

er
lan

d
Fr

an
ce

Sp
ain

Ger
m

an
y

Au
st

ria
Ca

na
da

Au
st

ra
lia

Ne
w Z

ea
lan

d
Po

rtu
ga

l
Un

ite
d 

St
at

es
Gre

ec
e

Ja
pa

n
Ita

ly
Ko

re
a

Source: OECD, April 2010

The rich donors are always behind their commitment to give away 0.7% 
of their gross na  onal income as offi  cial development aid. The OECD reveals, 
when aid is broken down by regions over  me, the poorest countries get less 
of the foreign aid. For example, of the aid that has been delivered, roughly 
a quarter seems to have gone to the poorest regions from all Development 
Assistance Commi  ee (DAC) aid since 1970. The fi gures show Net ODA in US 
dollars term is not discouraging. However, net ODA as a percent of GNI is s  ll 
below the commitments (OECD 2010).  The level of aid did not increase with 
the increase in GNI of rich countries. Instead of 0.7%, the amount of aid has 
been around 0.2 to 0.4%, some $100 billion short during 1990-2009.
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Figure 3: Offi  cial Aid 1990-2009
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There are number of factors that have led to the decline in aid. Some of the 
reasons include an ideology shi   on the part of governments and markets; 
increasing number of countries compe  ng for development funds; and 
donors’ diff ering interpreta  on on what cons  tutes development assistance. 
Similarly, there have been signifi cant increases in non-development aid. The 
expanded categories of ODA involve debt relief; administra  ve costs; grants 
to NGOs and domes  c agencies to support emergency relief opera  ons; 
provision of surplus commodi  es of li  le economic value; and technical co-
opera  on grants to pay for the services of na  onals of the donors’ countries.

However, some recent fi ndings on the contribu  on of foreign aid to 
na  on’s development goals show some posi  ve results. The fi ndings show 
developmental aid is sa  sfactory but not enough. For example, the 2008 
Survey on Monitoring the Paris Declara  on covering close to US $45 billion 
of development aid in altogether 55 countries shows that both the donors 
and recipient countries have made some progress towards achieving the 
interna  onal commitments. The early implementa  on of the Paris Declara  on 
also shows that there has been a signifi cant and tangible strengthening of 
na  onal development policies and strategies (Deutscher and Fyson 2009). 

The Nepalese experience too reveals the same concerns. There has been, 
indeed, a large discrepancy between aid commitment and disbursement. 
The trend shows that the problem has been even more serious during the 
last decade. Since fl ow of foreign aid is also the func  on of governance, such 
high discrepancy is a  ributed to poli  cal instability in the country during 
those  me periods. Such varia  ons between commitment and disbursement 
have its implica  on for budgetary prac  ce in Nepal.
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The budget is prepared on the basis of commitment. The reduc  on in 
the commitment inevitably will have nega  ve impact on the achievement 
of development goals. The reasons for the diff erences between the 
commitment and disbursements have been a  ributed to lack of matching 
fund; weaknesses on making claims for reimbursement; and inability to 
fulfi ll the agreed grants and loan condi  onality. 

Aid Eff ec  veness

O  en foreign aid is cri  cized for not contribu  ng to economic growth 
in general and poverty reduc  on in par  cular. Foreign aid or (development 
assistance) is regarded as being too much, or wasted on corrupt recipient 
governments despite any good inten  ons from donor countries (Shah 2010). 
While there are also number of issues for eff ec  veness of foreign aid, for 
example- higher level of democracy, human rights, governance, liberaliza  on 
and economic reforms backed by decelera  ng state of corrup  on and 
confl ict in recipient countries; the central debate is over its contribu  on to 
na  onal development of any na  on. It is argued foreign aid being supply side 
driven a  ribute solely to mo  ves and objec  ves of donors; and therefore 
not contribu  ng to developmental ac  vi  es of na  onal priori  es. 

The review of available literatures refl ects, in development economics, 
policy reforms occupy key posi  on in crucial development dialogue both in 
developed and developing countries. Literatures on aid eff ec  veness show 
varying impact under various policy environments with diff ering quality of 
governance. Aid eff ec  veness study on Nepal shows that the rela  onship 
between aid and per capita real GDP is found to be nega  ve in both aggregate 
and disaggregated forms in the short-run implying that the country suff ers 
from lack of absorp  ve capacity and high aid vola  lity (Bha  arai, 2005). Aid 
is eff ec  ve when it is moderate in volume and counterproduc  ve when it 
increases in size i.e., when it exceeds the absorp  ve capacity (Brynt 2005). 
High level of aid erodes ins  tu  onal quality, increases rent-seeking and 
corrup  on, therefore, nega  vely aff ects growth (Knack 2000).

Aid: Costs and benefi ts

Dra   Foreign Aid Policy, 2009 intends to develop and adopt a Na  onal 
Ac  on Plan (NAP) on Aid Eff ec  veness both by the Government of Nepal and 
donors, which is expected to formulate roadmap on foreign aid management 
in the spirit of Paris Principles on Aid Eff ec  veness and Accra Agenda for 
Ac  on.  Foreign Aid Policy will help develop a common aid eff ec  veness 
pla  orm as envisaged through NAP which will lead Nepal's aid regime 
towards properly iden  fying key priority areas, contribute to harmoniza  on 
and bring out sustainable outcomes. 

Foreign aid has both cost and benefi ts to the recipient and donors. To 
some extent aid has been an investment in maintaining global stability. 
Globally, about one billion survive on less than $1 a day. The challenge is to 
bring about real change in the lives of children and families living in extreme 
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poverty. In case of Nepal, access to aid has not been a problem. The key 
obstacle to address people’s expecta  ons for be  er life through aid-oriented 
priority projects lies in the inability to u  lize aid. 

 About Rs. 48 billion foreign aid was commi  ed to Nepal by development 
partners during the FY 2008/09. By July 9, 2010, Nepal has received Rs. 97 
billion foreign aid commitment. In rela  on to the encouragement received 
by increasing aid commitment, as stated above aid, u  liza  on has been 
minimal (MOF, Budget Speech, 2010).   

There are tons of money in wasteful and ineff ec  ve economic 
development aid and other nonessen  al accounts. Since World War II the 
United States has spent nearly $1 trillion (in 1997 dollars) on foreign aid. 
The impact remained discouraging. Countries that received assistance 
experienced debt, dependency and poverty.  USAID admits, in 1993, much 
of the investment fi nanced by it and other donors between 1960 and 1980 
has disappeared without a trace and government-to-government transfers 
could not generate self-sustaining economic growth. Not only this, over 
US$2 billion investments in Zaire served no purpose (Bandow 1997). 

Conclusions

Nepal’s foreign aid policy (FAP) is undergoing a major overhaul, since 
the fi rst FAP, 2002 was promulgated. The revised version appeared in 2008 
and again in 2009 for policy endorsement by successive Nepal Development 
Forums. Despite these eff orts, review shows Nepal s  ll needs to bring about 
comprehensive reform programs to address changed global environment 
to compe   ve lending procedure and Nepal’s proposed model for fi scal 
decentraliza  on under the federalist characteris  cs. Nepal’s current policy 
has failed to use the resources produc  vely and maximize the benefi ts 
especially for the deprived groups of people. Overemphasis of poli  cal 
restructuring at the cost of economic restructuring by country’s poli  cal 
process is inexcusable with regards to strengthening aid u  liza  on capacity.

 At a policy level, as long as foreign aid is not designed to integrate with 
priority developmental ac  vi  es, periodic assessment of the impact of 
foreign assistance will always be marginalized. This has created a huge gap 
in collec  ng informa  on on the impact of aid in infl a  on, exchange rate and 
other cri  cal indicators so necessary for public expenditure management 
and the formula  on of appropriate fi scal and monetary policy to contain 
infl a  on. The  me therefore, has come to develop domes  c aid policy 
compa  ble with country’s priori  es and harmonize it with the New Approach 
to Development endorsed by G8 Summit.
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Challenge of Managing Aid in 
Evolving Development Dynamics

 -Dhakal, Narayan1 

Development ini  a  ves taken a  er introduc  on of the Marshall Plan 
could not perform well in most of the developing country contexts. One 
reason behind low performance is exogenously imposed ‘blueprint’ of 
development imposed with aid fl ow. Another is paucity of capacity and 
preparedness in the recipient countries for owning and leading own 
development process and internalizing outcomes. Each development 
approach of two extremes, namely "Exogenous" and "Endogenous" 
off ered only one-sided incen  ves to the development actors for 
managing aid so as to achieve development results. This paper reviews 
concepts of development approaches, with special focus on the two 
extremes and a  empts to explore whereabouts of aid management 
ini  a  ves in the evolving development dynamics. It concludes that 
pragma  c avenue for eff ec  ve aid management could be mutually 
customized development approach, where context ma  ers the most.

Key words:  exogenous, endogenous development, incen  ves, aid 
eff ec  veness, capacity.
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1. Introduc  on 

Systemic development thinking accompanied with development aid 
started only a  er World War-II. Par  cularly, U.S. President Truman’s 
proposal of development aid to Greece and Turkey and the Marshall Plan, 
the reconstruc  on aid to Western Europe in 1947 were the signpost to 
understand the root mo  va  ng factors to present day development aid. 
One argument believes that externally designed and imposed development 
models with ‘one-size-fi ts-all’ assump  on have been limi  ng performance 
of development aid by unknowingly restric  ng recipient ownership and 
leadership that are essen  al for aid and development eff ec  veness. Another 
argument revolves around defi ciency in recipient capacity that poten  ally 
hinders the path to aid and development eff ec  veness.  

Review of development dynamics along the course of development 
history reveals that proper use of development aid for development result 
requires best prac  ces of the donors, recipients and other stakeholders 
as partly ar  culated in the Paris Declara  on, 2005. Focused studies on 
implementa  on of the Paris Declara  on fi nd hesita  ons in many of the 
stakeholders. The reason behind this hesita  on and tensions is deep-rooted 
intui  on on rigid development models of exogenous and endogenous 
nature. A mid-way and context friendly approach of development will have 
to be found as an avenue for result-oriented management of aid. By ways 
of examining literatures and content analyses, this paper reviews major 
models in light of aid management and iden  fi es customized approach, 
where incen  ves of stakeholders can be taken into account with a view to 
facilita  ng easy acceptance and implementa  on of the best prac  ces agreed 
upon by development actors.  

2. Development Concept 

The concept of ‘development’ emerges with the ‘development economics’ 
during the 1940s. Sen (1988) gives credit to Sir William Pe  y, for his work 
on “Poli  cal Arithme  c” published in, 1691 for introducing development 
economics, while Todaro (2000:7) believes that it is post-war phenomenon 
emerged par  cularly for development of Asia, Africa and La  n America and 
is arguably diff erent from “modern neo-classical economics” and “Marxist 
command economics”. It is because of complex contextual background 
characterized by ideological, historical and cultural diversity. Visibly, two 
sets of the context (developed and underdeveloped) surfaced development 
economics as a separate branch of knowledge (Sen, 1988; Lucas, 1988; Meier 
and Rauch, 2000). Besides, other branches of development-related knowledge 
gradually emerged under the broad framework of ‘development economics’. 

‘Development administra  on’, emerged during 1950s serves as 
another conceptual base specifi c to the mobiliza  on aid in the third world 
country context. It aims at administra  vely regularizing and legi  mizing 
the development outcome (Clarke, 1996 in Saifullah, 2001). However, 
as McSwite (1997) worries, the issue of legi  mizing public administra  ve 
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theories themselves remain vague and debatable amid norma  ve paradoxes 
of ‘democracy’, ‘bureaucracy’ and ‘social disharmony’ requiring more 
concerted scien  fi c pursuit.  

‘Development management’ emerged with the insights of reduced 
bureaucracy; increased private sectors; and improved capacity of grass 
root stakeholders, encompasses the issues of management of development 
aid. It pleads for co-existence of mul  -level stakeholders through resolving 
confl icts, harmonizing, empowering and democra  zing the local community 
to maintain governance in the development process. It also encompasses 
‘exogenous’ and ‘endogenous’ development approaches (Montgomery, 
1995; Clarke, 1996 cited in Saifullah, 2001). 

‘New public management’ emerged with the belief that market oriented 
reform of public sector leads to cost-effi  cient government that considers 
benefi ciaries as customer and ci  zen as shareholders. More recently, 
the concept of ‘new governance’ emerged in light of newly developed 
instruments of public ac  ons that transformed public management from 
‘provider’ to ‘arranger’ of public services with capacity of harmoniza  on and 
collabora  on among various tools and mul  level actors (Salamon, 2002). 
This had a lot to do with aid management prac  ces.

Seemingly, ‘development management’ is the nearest theore  cal 
premise that pleads for be  er management of development aid to produce 
eff ec  ve development results. Realizing eff ec  ve and tangible development 
results is the mo  o of 'aid and development eff ec  veness' as ar  culated in 
the Paris Declara  on, 2005. 

3. Dimensions and Dynamics of Development

‘Development’ is a mul  -dimensional phenomenon.  Economic dimension 
believes on ‘economic growth’ managed and distributed through ‘new job 
crea  on’ and ‘trickle down’ eff ects (Elkan, 1995; Meier and Baldwin, 1957). 
United Na  on’s Human Development approach is more social dimension 
of development. Paul P. Streeten cited in Todaro (2000:77) believes that 
human development aspects like malnutri  on, disease, illiteracy, slums, 
unemployment and inequality induce people to be capable of recognizing 
and enjoying the development outcome. Capacity to improve produc  vity 
is both social and economic concern that seemingly requires going beyond 
the conven  onal market approach. Lewis T. Preston cited again in Todaro 
(2000:77) views: Development theory by itself has li  le value unless it is 
applied, unless it translates into results, and unless it improves people’s lives. 
These result concerns are indicators for aid eff ec  veness and development 
eff ec  veness which is the main slogan of "Aid harmoniza  on."

Development has also been seen from a perspec  ve of individual 
value system, where  value diff erences, i.e., “value heterogeneity” and 
the assimila  on of heterogeneity by way of development process, i.e., 
“value endogeneity” are at the root of developmental problem. Diff erent 
percep  ons about real indicators of development, like ‘well-being’, 
‘happiness’, ‘freedom’ etc. are outcome of value diff erences. Failure to 
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understand these diff erences are major causes to policy failure (Sen, 1984; 
1988; 1999a; 1999b). The Sen Approach puts people’s happiness, capabili  es, 
en  tlement, well-being, opportunity, par  cipa  on, and freedom of choice 
in the centre-stage of development, that greatly infl uence contemporary 
policy of development aid as well (Akiyama et al., 2003; World Bank, 2006). 
These concerns are also considered in the present day aid management.

Dasgupta (1993) views development as curbing ‘des  tu  on’ and 
enhancing ‘well-being’ of the people, from economic perspec  ves. 
‘Des  tu  on’, the extreme condi  on of ‘ill-being’, results in personal calamity 
and social weakness that are obstacles to produc  vity and ‘development.’ 
Author argues for role of the government to provide adequate diet and 
health care to enhance the ‘well-being’ of the individual and the society for 
achieving meaningful ‘development.’ Government can adopt an appropriate, 
produc  ve and contextual aid policy through ‘resource alloca  on mechanism’ 
that poten  ally enhances ‘well being’. 

Current paradigm of development is dominated by broad ins  tu  onal 
aspects of interconnected public-private  es grounded on social and 
contextual reality. Tools for this are local ownership, local leadership and 
capacity development of the benefi ciaries (North, 1990; S  glitz, 1998a; 
1998b). Thus dynamics of development has been changed over  me in the 
face of success and failures of the development process from macro to micro 
impact on real life. 

Earlier exogenous development models, like Walt W. Rostow's 5 stages 
of economic transforma  on and "Harrod-Domer" model, where addi  onal 
investment leads to increase in na  onal output were based on the Marshall 
Plan experiences in the developed society (Meier and Rauch, 2000; Todaro, 
2000), which may not always be of appropriate use in the developing 
countries context.  Bauer (1970) argues that the Marshall Plan is not 
comparable to development aid because the context of the then Western 
Europe and present day developing countries are totally diff erent. There 
was abundant amount of social capital in Western Europe and the period of 
Marshall Plan was only for four years, while developing countries have been 
receiving aid for the decades. In this context, Bauer (1970:34-35) writes: 

The economies of Western Europe had to be restored while those 
of [developing countries] have to be developed. Europe a  er 1945 was 
demonstrable short of capital resources, especially stocks of food and 
raw material, but not in the necessary human resources and market 
opportuni  es. Its peoples had the a   tudes, mo  va  ons and ins  tu  ons 
favourable to development, as was clear from the performance of Western 
Europe for centuries before the Second World War. 

Riggs (1964) has developed ‘prisma  c model’ from public administra  ve 
standpoint, which is known as li  le more revolu  onary model of 
development. The theme is that the transforma  on of tradi  onal society 
into modern society takes place either ‘exogenously’ or ‘endogenously’. 
Riggs is scep  cal to Western models of exogenous development for being 
too induc  ve, ethnocentric and less of use in developing countries. He 
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thought no earlier development theories cared for administra  ve capability 
and found out the confi gura  on of implemen  ng forces prevailing in the 
non-Western society. The author divides the world socie  es into ‘tradi  onal’, 
‘modern’ and ‘prisma  c’ (Riggs, 1964; Levy, 1966: 38, 60). In the same line, 
Kautsky (1972) views that moderniza  on takes place either from inside 
(i.e., endogenous) or from outside (i.e., exogenous) infl uences having many 
implica  ons on poli  cal and societal structure and their sustainability. 

"Dependency" theorists see the world economic system as ‘centre’ 
and ‘periphery’ represen  ng ‘developed’ and ‘underdeveloped’ world, 
respec  vely. The prosperity of the former is dependent on the des  tu  on of 
the later. Therefore, ‘centre’ has perverse incen  ve to make the ‘periphery’ 
economically dependent on it. Dependency is defi ned as ‘exogenous’ 
infl uences (economic, poli  cal and cultural) on na  onal development policy 
(Dos Santos, 1970; Sunkel, 1969; Ferraro, 1996; Akiyama et al., 2003). This 
school views aid as alien concepts and perceives management of aid from 
na  onalist perspec  ve. 

There is another so   type of interna  onal dependency approach to 
development, which believes that the underdevelopment is the result 
of faulty and inappropriate advice imposed by interna  onal experts who 
are fl own to developing countries as a component of aid. “These experts 
off er sophis  cated concepts, elegant theore  cal structures, and complex 
econometric models of development that o  en lead to inappropriate or 
incorrect policies” (Todaro, 2003: 125). 

 ‘Endogenous’ growth theorists tried to indigenize the rate of technological 
progress giving importance to the produc  on of new technologies and human 
capital. Advantages over other compe  tors and improving produc  vity are 
taken as the incen  ves for investment. ‘Endogenous’ theorists believe in the 
‘virtuous cycle’ where the knowledge associated with the innova  on spills 
over to the other economic actors leading them innovate new knowledge 
(Naff ziger, 2006; Todaro, 2006; Elkan, 1995). One of the cri  cisms of this 
theory is that it could not explain the ‘context’ that greatly contributed to 
non-convergence. 

Theory of ‘self-reliance’ appears as an an  thesis to dependency theory. 
The main idea behind this is that every society relies on its own strength 
and resources determined by its members’ energy, its natural and cultural 
environment. The natural stage of development is the way of life, which 
the people escape when the dependency becomes unbearable. This is an 
a  rac  ve and humane approach to development (He  ne 1984: 78.). From 
donor perspec  ve, ‘self-reliance’ is defi ned as one’s own eff orts to achieve 
diffi  cult goal; change the status-quo; and promote development by and 
for oneself without depending on outside help (Akira and Yasutami, 1998: 
8-9). A poor country may not have cri  cal amount of fi nancial, human and 
social resources to run its basic func  ons in compe   ve world. Therefore, 
absolute ‘self-reliance’ may not be possible in the globalized world. However, 
it is impera  ve that developing countries u  lize aid to achieve ‘self-reliance’ 
(Dhakal & Ueta, 2007).
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‘Sustainable development’ is one of the emergent and widely discussed 
ecological concepts of development. Originally, the term was introduced in 
1987 by Brundtland Commission as “… mee  ng the needs of the present 
without compromising the ability of future genera  ons to meet their own 
needs” (UNO, 1987: 24). This concept helped to convert conven  onal rivalry 
rela  onship between ‘growth’ and ‘environment’ into the supplementary 
rela  onship. This induced aid agencies to adopt ‘environmental 
moderniza  on’ strategy (Jones, 2006: 210). Sustainability has entered into 
development discourse as a part of nexus among ‘poverty’, ‘inequality’ and 
the ‘environment’. The environmental degrada  on is an issue of poverty 
because poverty exacerbates degrada  on. Similarly, degrada  on exacerbates 
poverty by reducing well-being (Akiyama et al., 2003). As  me passes on, the 
original strict environmental sense of ‘sustainable development’ expanded 
to the longevity of the social impact of development and projects (Ostrom et 
al., 2002:8). Aid policies of both the donors and the recipient countries have 
been greatly infl uenced by the approach of "Sustainability".

‘Basic needs’ concern put forward by the Interna  onal Labour 
Organiza  on (ILO) in 1976 also occupied substan  al space in the development 
literatures. ‘Basic needs’ is defi ned as minimum consump  on requirements 
of a family; including food, clothing, shelter, and other essen  al services, 
including educa  on, health and so on. During 1980s, ‘basic needs’ was taken 
as primary objec  ve of the development. Produc  vity is also the func  on 
of the fulfi lment of the ‘basic needs’ because an individual with empty 
stomach cannot be produc  ve. Poor people have willingness to work but 
they lack assets. Therefore, they must get subsidy (Streeten et al., 1981: viii, 
8). Proponents of ‘basic needs’ approach argue that the growth approach 
could not be inclusive of the poor. Therefore, world an  -poverty program get 
focused on equality (Myrdal, 1970). It has drawn a  en  on of development 
thinkers and prac   oners from growth to higher living standard; ins  tu  onal 
changes; role of social capital and human capital. Aid management issues 
have also to be changed accordingly over  me.

Since early 1990s to date, the ‘new views’ are prevailing with high 
importance of the ins  tu  ons, formal and informal 'rules of the game', in 
economics. ‘New views’ seem to be con  nua  on of ‘basic needs’ approach, 
which contributed to devise human development indicators to measure 
development qualita  vely. Much of the aid today is opera  ng on basis of 
‘new views’. Unlike earlier economists who considered ‘industrializa  on’ 
as the indicator of development, ‘new views’ believe on the “presence of 
appropriate ins  tu  ons”. Development is taken as ins  tu  onal success while 
underdevelopment as ins  tu  onal failure. Studies have iden  fi ed that the 
trust, coopera  on among the economic agents, judicial systems etc were 
the ins  tu  onal factors of success in East Asian Economies. The failures in 
transi  onal economies, including Russia were due to the lack of ins  tu  ons. 
Ins  tu  on is a vague term that encompasses all type of formal and informal 
establishments (Coase, 1937; North, 1990; Olson 1965; S  glitz, 1998a; and 
Williamson, 1975).
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‘Social Capital’ approach of development, where social cohesion and 
mutual interac  ons occurs for mutual benefi t and the associa  ons, networks, 
clubs etc facilitate the growth by increasing trust among the member of 
communi  es. Co-opera  on among members of a group creates habits 
and a   tudes towards interac  ons among members and non-members 
(Collier, 1998; Putnam et al., 1993; 1995a; 1995b; 2000).  Ideas of social 
capital, ins  tu  ons and culture are interrelated because cultural values are 
elements of social capital as well as founda  on for ins  tu  onal structure 
(North, 1990). It is not easy to promote social capital merely by development 
aid. It requires changes in laws, bureaucra  c structure etc., which may be 
poli  cally unpopular. Therefore, Hayami (2001) views capacity development 
of rural community with support of aid could be the most appropriate path 
to development. At the same  me, there must be adequate incen  ves for 
rural community to induce them to join development ac  vi  es with full 
capacity. Recently, Uzawa (2005) coined new term “social common capital” 
as a form of ‘social capital’ comprising of common property, public goods 
and ins  tu  ons.

Thus, the dynamics of development has now arrived at ins  tu  onal 
and contextual concerns with more complexity at hand in terms of aid 
management. Involvement of mul  -level actors in aid rela  onship is one of 
the major causes of complexity. What incen  ves do the actors perceive from 
aid business is a crucial issue for aid management, which requires separate 
inquiry. 

4. Managing Aid for Development Eff ec  veness

Management of development aid in consonance with contemporary 
development paradigm is a daun  ng challenge for it is perceived as per 
convenient of the major actors- diff erent donors, diff erent recipients, 
business community and the civil society organiza  ons both in the North and 
the South. The Marshall Plan itself was condi  onal while off ering up to $20 
billion to the Europe for reconstruc  on. The European na  ons were asked 
to plan, lead and take ownership of their own program under Marshal Plan. 
These condi  ons were important elements of eff ec  ve aid management and 
were part of incen  ves for Europe. At the same  me, the plan required the 
Europe to import goods from the United States using US ships so that US 
economy would benefi t (Dhakal & Ueta, 2007). Thus, the incen  ves of the 
Marshall Plan for Europe were it helped them in hard  me; and for donor, it 
pumped the donor’s economy and helped meet strategic interest. However, 
the Marshall plan proved that par  cipa  on, ownership and leadership of 
benefi ciary had contributed to quick reconstruc  on and development. 

The recent orienta  on in regard to aid management can be found in 
the Paris Declara  on, 2005, implementa  on of which has already been 
monitored thrice and evaluated twice, globally. The Paris Declara  on is 
a collec  on of ambi  ous but visionary poli  cal commitments made at 
higher level ar  cula  ng 56 commitments around ownership, alignment, 
harmoniza  on, result-based management and mutual accountability for 
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eff ec  ve and effi  cient management of aid. The 12 indicators were reaffi  rmed 
in the Accra Agenda for Ac  on in 2008. It is almost set to be looked into 
The Paris Declara  on in more cri  cal fashion in the forthcoming high level 
forum in Busan of Korea in 2011. Transla  ng Paris commitments into real life 
situa  on has remained a challenge amid evolving development orienta  on. 

Global synthesis of the phase II evalua  on of the Paris Declara  on reveals 
that it is s  ll relevant in many of the countries to improve quality of aid 
management, partnership, transparency and their impact on development 
results. As compared to the pre-2005 situa  on, the Paris Declara  on has 
brought about crucial tempo of reform in aid management. Of the fi ve 
principles of aid eff ec  veness, country ownership has advanced farthest, 
while alignment and harmoniza  on progressed unevenly and managing for 
development result and mutual accountability are advancing least (DIIS, 
2011).  

Being one of the signatories to the Paris Declara  on, Nepal also 
par  cipated in the second and third monitoring surveys in 2006 and 2011 
respec  vely, and the second country evalua  on of its implementa  on in 
2010.  Both the surveys registered some progress but indicated long way to 
go. The second monitoring survey, among others, revealed that there were 
s  ll 106 parallel Implementa  on Units and 36 percent of aid fl ow do not use 
formal budgetary channel in Nepal (MoF, 2006). If it is calculated on average 
per donor basis, it reaches nearly 56 percent as hinted in the preliminary 
dra   of the third survey report. Findings of the third survey are yet to be 
published, offi  cially. 

The fi ndings of country evalua  on of the Paris Declara  on in Nepal are in 
line with global fi ndings except in regard to development result. It revealed 
that the Paris Declara  on is s  ll relevant in Nepal, par  cularly in the context 
of undergoing poli  cal, social and economic development. It has raised the 
strong concerns towards development results in Nepal.  Its contribu  on 
to enhance country ownership and alignment of Development Partners 
strategies with the na  onal development strategy is moderate. However, 
its contribu  on to the use of country system, harmoniza  on and mutual 
accountability is less plausible. Changes observed by the evaluators in terms 
of intermediate outcomes as well as development outcomes are more 
infl uenced by the natural phenomena of change, including strong desire 
for transforma  on than by the Paris Declara  on per se. Having said this, 
the considera  on for implementa  on of the Paris Declara  on has plausibly 
contributed to develop the level of asser  veness and confi dence in major 
development actors in Nepal (MoF, 2010).

Nepal is found to be proac  ve in terms of crea  ng demand of the use 
of good prac  ces in aid management. Government capacity were shown 
by expressing  readiness to take lead in conduc  ng and managing various 
aid related na  onal and interna  onal fora, like Nepal Development Forum 
(NDF), Nepal Por  olio Performance Review (NPPR) and similar networks, 
taskforces, and ini  a  ves for transparency, data sharing and so forth for aid 
eff ec  veness.  (MoF, 2010). However, there are problems experienced in 
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bringing all the donors working in Nepal into the framework of Paris style 
aid management.

5. Managing Aid in Exogenous and Endogenous Development 
approaches.

 Complex and mul  -dimensional process of development demands 
‘endogenous’ development because development cannot be pa  erned 
beyond aspira  ons of local people. Transfer of knowledge, technology, 
ins  tu  ons etc must not impede endogenous development but help it get 
off  the ground (Ribes et al., 1981).  ‘Innova  on’, i.e., the process of discovery 
and ‘adapta  on’, i.e., the borrowing by other society with necessary 
modifi ca  on are two major dimensions of ‘development.’ In some society, 
process of development is innova  ve because their own “endogenous 
forces” mo  vate them to pursue the process. By contrast, other may be 
infl uenced by innova  on of the developed society and transform themselves 
through adap  ve process infl uenced by exogenous pressures (Riggs, 1964: 
39; Gutelman, 1981:32). Riggs argues that the elites in transi  onal socie  es 
are normally persuaded by Western forces to take lead in the process of 
transforma  on in their own society. This is ‘exogenous’ model because “non-
Western” socie  es responded to the impact of the “industrialized West”. By 
contrast, the ‘pre-modern’ socie  es of Europe, like England, France, Holland 
had exercised ‘endogenous’ development because "aggressive middle class" 
rather than elites and aristocrats of these socie  es had passion to change 
and pursued scien  fi c and industrial revolu  ons (Riggs, 1964: 39).  

Galtung (1979) cau  oned to use localized approach to avoid nega  ve 
side eff ects transmi  ed from developed to developing countries with aid and 
technology. He prescribes for a right mix of “alpha” type (e.g., hard or rigid 
type) and ‘beta” type (e.g., so   or fl exible type) as appropriate technology. 
In his own words: 

The more basic the need to be met, the more should the technology be 
“so  ” and  ed to smaller social units, giving them a survival capability even 
in crises, less exposed to the vulnerability of  “hard” technology. [However] 
the basic argument favours an open mind on these issues, and encouraging 
an experimental, non-dogma  c a   tude, combining the two types of 
technology rather than gambling on one type only (Galtung, 1979: 2).

Gutelman (1981) argues that development is outcome of inevitable 
knowledge acquisi  on process either through ‘innate crea  vity of society, 
or through ‘exogenous transfer of knowledge.’ In many cases, mid-way 
between ‘exogenous’ and ‘endogenous’ became feasible, as shown by 
history of development. Gutelman (1981) further argues that the conversion 
of Cel  c Gaul into Gallo-Roman2 in remote history and moderniza  on of 
Japan in the recent history were examples of the combina  on of exogenous 
and endogenous development.

2. In history of Europe, the Roman Empire tookover ‘Cel  c Gaul’ in 121 BC. Gallo-Roman was 
the Romanized culture of ‘Gaul’ under the rule of Roman Empire. 



Changing  paradigms of aid eff ec  veness in Nepal 59

Njoh (1999) assessing implica  on of exogenous forces in urban planning 
development of Sub-Saharan Africa, fi nds that development outputs were 
more benefi cial to the donors than the recipient. The author suggests 
for careful transfer of technology so that u  lity is maximized; damage to 
indigenous technology is minimized; and adaptability are ensured (Njoh, 
1999).  

In Caracas of Venezuela, the role local popula  on played in produc  on 
process based on foreign models was disappoin  ng in terms of the acquisi  on 
of new knowledge. A rudimentary endogenous system of organiza  on in 
Rancho district led to new and original town planning solu  ons (Chombard 
de Lauwe, 1981). The author comes up with many contras  ng instances 
of endogenous and exogenous development in terms of monopoly of the 
industrialized West in technology and informa  on of and their domina  on 
in the underdeveloped world (Ibid, 1981).

Greff e et al. (1981) present three endogenous mechanisms for 
transfer of knowledge in economics. First, ‘ac  va  on of internal debates’, 
second, comparison between economics and other disciplines, and third, 
reconsidera  on of exis  ng subject ma  ers of economics. The author also 
suggests fi ve areas for research in this regards. One of the most promising 
areas is making full use of local economic knowledge with mutual 
customiza  on so that both exogenous and endogenous contents create 
synergies.  

Gunn (1990) observes historical development trends in Somalia and 
iden  fi es ‘sta  c interven  onist’ and ‘dynamic adap  ve’ model for what 
Riggs calls ‘exogenous’ and ‘endogenous’ respec  vely.  The former model, 
as author argues, assumes poverty in local economy and social resources 
requiring large aid interven  ons while the later assumes existence of various 
indigenous op  ons. Both polar approaches have own pros and cons and 
combina  on of both is workable than new separate model (Gunn, 1990). 

Jun (2005) views endogenous development as the latest development 
paradigm that advocates for co-existence, coopera  on, environmental 
protec  on and development. “Global civil society” is the key actor in this 
new paradigm. Hainsworth (1999) carries out case study in a poor society in 
Vietnam and iden  fi es that the poor do have choices, though limited, and 
are careful ra  onal decision makers than the rich because irra  onal decision 
costs high, which the poor cannot aff ord. 

FWP/FNDI (2006) examines three diff erent cases of community 
development projects in South Dakota, Uganda and Ecuador and fi nds four 
 ers eff ects. First, ‘fully exogenous’ model does not generate benefi t to local 

people and does not minimize project risks. Second, ‘par  ally exogenous’ 
model generates par  al benefi ts with ‘incen  ves’ for risk minimiza  on. 
Third, mix of ‘exogenous idea’ and ‘endogenous design’ generates direct 
benefi t and risk minimiza  on mechanism. Finally and importantly, local 
community fully owns the programs with endogenous idea and design mixed 
with supplementary funding and technical assistance of donors. Therefore, 
a tailored development paradigm systema  cally achieves people-centred, 
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sustainable and self-reliant development while exogenous models are 
economics-centric that ignore indigenous people. Development happens 
from within; it is not done or made from outside. 

As discussed above, broad approaches to development can be grouped 
into ‘exogenous’ and ‘endogenous.’ In developing countries, two types 
of fund - external resources, i.e. ‘foreign aid’ and internal resources, i.e., 
‘domes  c revenue’ prevail, which follow clearly two sets of values, structures 
and opera  onal frameworks, resul  ng in confl ict of interests and high 
transac  on costs. Management of aid amid proliferated discrete projects 
always becomes an issue. The situa  on then requires harmoniza  on. To 
make the actors ready to harmonize, incen  ves must be aligned at one 
point from both ‘exogenous’ and ‘endogenous’ approaches.  A tabular 
framework developed by Dhakal and Ueta (2007) shows the combina  on of 
aid and domes  c resources in 'endogenous', 'exogenous' and 'customized' 
development approaches and analyzes incen  ves compa  bility (See, 
Table-3.1).

Table 3.1: Poten  al Framework for Incen  ve Alignment

Endogenous (En) Exogenous (Ex) Customized (C)

Lo
ca

l 
Re

so
ur

ce
s 

(L
)

‘EnL’  
Ethnocentric

‘ExL’ 
Redundant

 ‘CL’ 
Utopian

Fo
re

ig
n 

Ai
d  

       
(F

)

 ‘EnF’ 
 Una  ainable

‘ExF’ 
Egocentric

‘CF’ 
Pragma  c

Source: Dhakal and Ueta (2007)

Combina  on of ‘endogenous’ and ‘local resources’ (EnL) is ‘ethnocentric’, 
i.e., guided by cultural supremacy.  It is ideal for the recipients because local 
community can have greater choices. Benefi ciaries within the context are 
master of their des  ny because they do not need to follow alien concept 
of development. Technology and knowledge can either be innovated 
endogenously or can they be purchased from other countries. Unfortunately, 
it is not prac  cal in this 'globalizing' world of interdependence. Therefore, it 
is an ambi  ous combina  on (Dhakal and Ueta, 2007). 

Combina  on of ‘endogenous’ and ‘foreign aid’ (EnF) is desirable because 
endogenous approach is aboriginal for recipients. However, it is diffi  cult to 
a  ain because aid always brings as Galtung (1979) argues, the structure, 
social cosmology, and values of the donor countries with technology and 
ins  tu  ons. The recipient lacks capacity to deal with mul  -layered interest 
groups in aid delivery chain and lack bargaining power in nego  a  on table 
mainly due to asymmetric informa  on and knowledge. Therefore, this 
combina  on is diffi  cult. Paris Principles of "Aid eff ec  veness" for eff ec  ve 
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aid management fall within this combina  on. Unfortunately, lopsided 
incen  ves are making it diffi  cult. To make it easy, capacity development of 
the recipient through organic process could be helpful (Dhakal and Ueta, 
2007). 

Combina  on of ‘exogenous’ and ‘local resources’ (ExL) is redundant 
because there is no need to follow the ‘exogenous’ direc  ons if resources 
for development are available locally. This combina  on normally does not 
occur. 

Combina  on of ‘exogenous’ and ‘foreign aid’ (ExF) is commonly found in 
present day aid rela  onship. Interna  onal regimes prescribe the exogenous 
approach on ‘one-size-fi ts-all’ assump  ons undermining local capacity 
and ins  tu  ons. This approach is costly and unsustainable because of  ed 
and condi  onal aid. Expenditure standards are set as per donor countries 
purchasing power and development outcomes achieved with such approach 
wither away in no  me as the outcomes cannot sustain fi nancially and 
ins  tu  onally a  er donors' withdrawal. Most of the project type funding fall 
within this combina  on. Unfortunately, this combina  on is an unsustainable 
and ‘egocentric’ (Dhakal and Ueta, 2007).

Combina  on of ‘Customiza  on’ and ‘local resources’ (CL) is a natural but 
utopian combina  on. On one hand it helps meet local needs and aspira  ons, 
but on the other hand, a single country cannot off er abundant local resources 
in this interdependent world. However, it is desirable combina  on because 
the process of customiza  on would enhance knowledge and appropriate 
technology. This is where every recipient country intends to reach but in 
lack of local resources and capacity, they will have to depend on some role 
of foreign aid (Dhakal and Ueta, 2007). 

Combina  on of ‘Customiza  on’ and ‘foreign aid’ (CF) could be be  er 
for both the donor and the recipient because availability of resources 
and alignment of incen  ves could be possible in it. ‘Glocalizaiton,’ i.e., an 
admixture of ‘globaliza  on’ and ‘localiza  on’ for thinking globally and 
ac  ng locally, could be the mo  o in this combina  on. Iden  fying both 
sides’ incen  ves by way of behavioural interac  on require capacity and full 
informa  on. 

The ‘new views’ of development, including ‘aid eff ec  veness’ principles 
can be accommodated in this approach. Instead of building separate rigid 
model, fl exible mixing of two approaches on country to country basis would 
be pragma  c strategy for eff ec  ve aid management (Dhakal and Ueta, 2007). 

Concluding Remarks

Having reviewed the literatures and studies carried out in the fi eld 
of development and aid management, it is evident that the pragma  c 
development approach rests in-between two extremes- ‘exogenous’ and 
‘endogenous’ approaches. The mid-way approach can be developed on 
country by country basis by ways of customiza  on process. Customiza  on 
involves close review of two-way incen  ves system, which can mo  vate the 
donors, the recipients, and the civil society, including academia and business 
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community. This is where eff ec  ve management of aid takes place and can 
produce development result. 

The process of customiza  on involves cost, technology and capacity, 
which can be a  ained by help of fl exible programma  c aid that can care for 
local system, ins  tu  ons, other context and mutually agreeable framework 
of incen  ves. Choices off ered by this approach help avoid weaknesses 
and adopt strengths of both the ‘exogenous’ and ‘endogenous’ extremes. 
Ul  mately, the choices and fl exibility around ownership, leadership, use of 
country system, and respect to each other's norms, values and structures 
would ease the customiza  on process moulding with the demand of 
stakeholders,  me, and global and local policy thrusts.

 Studies carried out during early1960s, late 1980s, late1990s and 
more recently in 2010 support the argument of ‘customized’ approach of 
development. To recapitulate, Riggs (1964) envisages “meso-prisma  c” 
society in between ‘endo-prisma  c’ and ‘exo-prisma  c’ society and hints for 
the mix up of two extremes.  Galtung (1979) pleads for localized approach 
to avoid nega  ve side eff ects of foreign technology and prescribes for a 
right mix of “alpha” and ‘beta” as appropriate technology. Wight (1997: 
390) suggests for par  cipa  ve implementa  on modality where foreign 
technology and development model can be tailored to local need in local way 
of doing business. Case studies carried out by FWP/FNDI (2006), suggests 
a tailored approach, where blending of ‘exogenous’ technical support and 
‘endogenous’ idea generates direct benefi ts to the recipient and minimize 
the project risks. 

Thus, development is a dynamic concept passing through paradox of 
‘exogenous’ and ‘endogenous’ approaches. It has symbio  c rela  onship 
with ‘development aid’ and its eff ec  veness. Despite a  rac  ve agendas of 
‘aid eff ec  veness’, the implementa  on side appears reluctant. ‘Exogenous’ 
approach dominates the recipients and distorts their benefi ts. This approach 
does not take into account the recipient-incen  ves. Donor side prefers 
‘exogenous’ approach to 'endogenous' because it is easy to implement, 
commercially, poli  cally and strategically benefi cial, and iden  fi able. 
‘Endogenous’ approach, on the other hand, is ambi  ous and does not 
take into account the donor-incen  ves. The donors pretend to obey the 
‘endogenous’ approach because of global policy direc  ons. On opera  onal 
level, donors are reluctant because of inadequate incen  ves. The new 
paradigm of development manifested in ‘aid eff ec  veness’ is designed 
exogenously but bears ‘endogenous’ a  ributes making it biased to the 
recipients. Weak capacity at local level further fuels the reluctance of donors. 
Capacity has causal rela  onship with aid eff ec  veness. In lack of capacity 
and incen  ves, coopera  on may not last long in interna  onal rela  ons. Once 
both sides perceive incen  ves, they ac  vely par  cipate in implementa  on. 
This process may be possible in the ‘customized’ development approach.  
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–Bharat Pokharel

Developed countries give away millions of dollars a year in foreign 
assistance to aid developing countries, but what are the eff ects? Foreign 
aid fl ows from developed to developing countries have been hailed as 
the solu  on to world poverty. However, aid is benefi cial to any country 
no ma  er the circumstances needs a great deal of introspec  on. The 
infl ux of massive amounts of foreign aid can have deleterious eff ects on 
the governments of the receiving countries, and can end up doing more 
harm that good in several circumstances. However, discrimina  on by 
donor countries on the basis of standards of governance creates new 
complica  ons. The current foreign aid paradigm should be overhauled, 
and the new system should take a more nuanced view of interna  onal 
development.

Background

Tradi  onal development economics has long viewed foreign aid as a 
tool for overcoming the savings gap in developing countries. Based on the 
assump  on that the Third World is poor because it lacks the capital necessary 
for making income-genera  ng investments, mainstream economics 
literature suggests that aid can help developing countries by closing this 
fi nancing gap that otherwise leaves them stuck in a “poverty trap.” The “big 
push” argument portrays aid as the necessary catalyst for investment that 
would, in turn, lead to growth and presumably ini  alize an upward path to 
economic development (Schabbel, 2007). This view of aid is perhaps most 
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famously encapsulated by celebrity economist Jeff rey Sachs’ The End of 
Poverty, in which he prescribes a comprehensive package of massive aid 
transfers and widespread reforms that aim to tackle mul  ple socioeconomic 
pathologies quickly and simultaneously. Shock therapy of this sort, Sachs 
argues, can end extreme poverty for the world’s “bo  om billion” by 2025 
(Sachs, 2005).

When a disaster or famine strikes, people in the West are bombarded by 
a fl urry of appeals, and of course, men and women whose hearts go out to 
people in distress, do their bits to save the hungry. This is as far as it can go 
in Western mainstream adver  sing. They barely talk of the root cause, nor 
do they bother to talk of who is responsible – and even less of how people 
can escape clutches of from chronic hunger and recurring natural disasters. 
In fact, the situa  on is presented as if there were no solu  on and nothing 
could have been done about it but to send charity from the rich countries. 
But how legi  mate is the foreign aid given to the oppressed countries? What 
are the goals and results of this aid?

Foreign aid and corrup  on

There is no compelling evidence that donors pay a  en  on to ins  tu  onal 
quality or corrup  on syndrome in their aid alloca  on decisions. Research 
has found no systema  c evidence that bilateral or mul  lateral aid goes 
dispropor  onately to less corrupt governments (Svensson, 2000; Alesina 
& Weder, 2002). In fact, one study provides considerable evidence that 
pa  erns of aid alloca  on by bilateral donors are far more robustly dictated 
by the poli  cal and strategic interests of the donors than by concerns over 
good governance in the recipient na  ons (Alesina & Dollar, 1998). In more 
concrete terms, factors such as colonial history and vo  ng pa  erns in the 
United Na  ons tend to explain more of the distribu  on of aid than do the 
poli  cal ins  tu  ons or economic policies of the recipient governments. 
The Alesina and Dollar study illustrates that among the three biggest 
bilateral donors-the United States, Japan, and France-France in par  cular 
gives overwhelmingly to its former colonies, many of which are in Sub-
Saharan Africa. A few donors, notably Australia and the Nordic countries, 
do show a tendency to discriminate in favor of less corrupt governments, 
presumably because they do not have colonial legacies and are therefore 
free from specifi c poli  cal pressures, but on the whole these donors remain 
the excep  on. Finally, interna  onal organiza  ons like the IMF and the 
World Bank that dispense mul  lateral aid do not show any discriminatory 
tendencies against corrup  on in the recipient country.

High aid dependency o  en leads to a strong presence of aid agencies and 
NGOs in recipient countries, which choose to “by-pass” the cumbersome 
government bureaucracy and consequently “poach” skilled bureaucrats away 
from civil service. In many cases, foreign aid donors fear that government 
agencies in recipient countries are ineff ec  ve and encumbered by corrup  on, 
and that government bureaucrats are unmo  vated, underpaid, apathe  c, 
or poorly trained. To maximize the chances that foreign aid will meet its 
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targets, some donors will therefore choose to “by-pass” the government 
bureaucracy altogether and set up their own administra  ve network with 
be  er salary incen  ves (Brau  gam, 2000). Empirical data demonstrates 
that salaries in aid-sponsored projects are usually considerably higher than 
salaries available through government employment. In Kenya, for example, 
monthly salaries from a donor-funded agricultural project ranged between 
$3,000 and $6,000. When compared with the average government salary 
of about $250, it is easy to see how capable local talent in aid-receiving 
countries would be a  racted to staff  the resident offi  ces of aid agencies and 
NGOs rather than taking up government posi  ons (World Bank, 1998). This 
erosion of talent leaves the government bureaucracy in the hands of less 
qualifi ed, untrained, unmo  vated, or completely incompetent offi  cials and 
therefore erodes the quality and eff ec  veness of government ins  tu  ons.

Foreign aid and renter state

Aid as a source of government revenue parallels other types of rents. 
According to Adam Smith’s classic defi ni  on, rents are “unearned incomes 
or profi ts reaped by those who did not sow.” Economically speaking, rents 
are “unearned incomes” because they exceed all relevant costs, and are 
therefore akin to a monopoly’s supernormal profi ts. In context of the state, 
rents are incomes generated from external sources–such as foreign aid, or 
perhaps mineral export revenues–rather than extracted from the surplus 
produc  on of the popula  on through taxa  on (Karl, 2004).

Experts warn that if rent windfalls, like foreign aid, coincide with the early 
stages of state forma  on, they can distort the ins  tu  onal development 
of the state. This happens because aid infl uxes provide an easy source 
of government revenue, and thus reduce the need to build an eff ec  ve 
bureaucra  c mechanism to oversee the extrac  ve and administra  ve 
func  ons of the state. The limited extrac  ve capacity, in turn, tends to 
deepen the government’s dependence on rents, and consequently creates 
a “ren  er state” eff ect. This theory is highly per  nent in the case of Sub-
Saharan Africa, because the emergence of independent African states 
in the 1960s and 1970s coincided with high and growing volumes of aid 
transfers from their former colonizers. Ostensibly, this contributed to 
undermining the crea  on of a robust administra  ve and fi scal bureaucracy 
and other ins  tu  onal capaci  es necessary for the forma  on of an eff ec  ve, 
capacious state. Essen  ally, the infl ux of easy money allowed many newborn 
governments to “subs  tute aid dollars for state cra  .”

The renter state eff ect not only has serious implica  ons for state capacity, 
but also for the quality of democra  c ins  tu  ons. This pathology stems 
from the fact that renter states are less accountable to their popula  ons 
because they are less dependent on taxa  on as a source of state revenue. 
Ross iden  fi es a “taxa  on eff ect” commonly associated with the renter 
state, whereby the government uses its rent revenues to essen  ally buy 
acquiescence by relieving social pressures that might otherwise lead to 
demands for greater accountability and representa  on. He also fi nds 
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a “spending eff ect” on direct patronage of elites and on the suppression 
of opposi  on groups (Ross, 2001). Both of these observed eff ects have 
demonstrably nega  ve impacts on government accountability, equity, and 
civil liberty.

Foreign aid delay pressures for reform

By making corrup  on more lucra  ve, aid distorts the incen  ve structure 
for public actors, and may therefore delay pressures for ins  tu  onal reform. 
Given what we know about the importance of ins  tu  onal quality for 
economic performance, ins  tu  onal reform is the key to development in 
many poor countries. Yet achieving reform requires solving a complex set of 
collec  ve ac  on problems. Theory suggests that reforms are akin to public 
goods in that they benefi t the public at large, and it is diffi  cult to preclude 
anyone from reaping these benefi ts. O  en, the very goal of reforms is to 
improve governance and reduce corrup  on levels in the country. However, if 
aid makes corrup  on more lucra  ve by making available large sums of easy 
money, then the very agents who are supposed to bring about the necessary 
reforms will lose their incen  ves to act.

Aid also creates a “moral hazard” problem in the recipient country by 
serving as a permanent so   budget constraint. The persistent infl ux of easy 
foreign aid money creates the impression that the recipient government 
is always likely to be bailed out when things go wrong. Since recipient 
governments do not have to worry about answering to taxpayers, and are 
only bound by rela  vely loose accountability mechanisms to their donors, 
there is li  le incen  ve in the system for fi scal discipline and sound judgment. 
Essen  ally, aid serves as “insurance” for incompetent or corrupt leaders and 
weakens their incen  ve to seek alterna  ve revenue sources through wise 
policies that encourage self-sustaining investments. Furthermore, leaders 
(who tend to have short-  me horizons) will be more likely to make risky 
or reckless decisions that might yield high short-term results, but may not 
necessarily have sustainable or desirable long-term eff ects. The problem is 
further complicated by the fact that the best long-term policies, like those 
leading to ins  tu  onal and economic reform, tend to be less poli  cally 
desirable because they necessitate signifi cant short-term sacrifi ces, and 
require pa  ence and longer  me horizons to achieve results.

Eff ects on foreign aid recipients

New research suggests that foreign aid may not necessarily be harmful 
and that the exis  ng ins  tu  onal environment of the recipient country plays 
a big role in determining the success of aid-led development. An infl uen  al 
study by Burnside and Dollar fi nds that aid has a posi  ve impact on growth 
in developing countries with good fi scal, monetary, and trade policies, but 
has li  le eff ect in the presence of poor policies (Burnside & Dollar, 1997). 
In essence, a posi  ve ins  tu  onal se   ng in the recipient country means 
that the detrimental dynamics of aid fl ows on governance can be largely 
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avoided. This adds another nuance to the complicated rela  onship between 
foreign aid and governance: while in the absence of good governance aid 
is most likely to backfi re and actually contribute to a further worsening of 
the recipient’s ins  tu  onal quality, high levels of foreign aid can be well 
used if the recipient country’s ins  tu  ons are strong. This fi nding could have 
enormous norma  ve implica  ons for guiding future policy about foreign aid 
alloca  on.

Policy Implica  ons

There appears to be emerging consensus in the interna  onal community 
that exis  ng ins  tu  onal quality in developing countries should be factored 
into donors’ future decisions about aid alloca  on. A growing number of 
scholars are calling for greater selec  vity in alloca  ng aid to poor countries, 
because evidence seems to suggest that the “big push” theory of foreign 
aid can only have an impact a  er countries have already made substan  al 
progress in reforming their policies and ins  tu  ons. World Bank es  mates 
suggest that a $10 billion increase in foreign aid fl ows would li   about 25 
million people a year out of poverty if lending favors countries with sound 
economic management, but the fi gure drops to only 7 million people a year 
if lending is indiscriminate on the basis of governance quality.

To be sure, the Burnside and Dollar fi nding remains far from uncontested. 
A number of reviews have ques  oned its signifi cance. One such review by 
Easterly, Levine, and Roodman suggests that the outcome is not robust to 
the use of an expanded data set. Addi  onally, the norma  ve implica  on 
of the fi nding, namely that aid alloca  on should be predicated on good 
governance, is strategically thorny because it could poten  ally compromise 
the poli  cal interests of some of the large bilateral donors. Further, it is also 
a diffi  cult policy to jus  fy from a moral viewpoint, because it appears to 
leave poorly governed developing countries on their own.

Ostensibly, selec  vity on the basis of governance quality in recipient 
countries could become a poten  al policy strategy for bilateral donors. 
Given the Alesina and Dollar fi nding that many bilateral donors already rely 
heavily on strategic and poli  cal considera  ons when making their foreign 
aid alloca  ons, criteria predicated on issues of good governance seem as 
good a reason as any to discriminate among poten  al recipients. In fact, 
programs like the US Millennium Development Account seem to indicate 
the emergence of an aid alloca  on trend that favors good governance. 
Complica  ons could arise, however, if governance considera  ons clash with 
the strategic, poli  cal, or security interests of big bilateral donors like the US 
or France. These concerns will in all likelihood override any considera  on of 
governance. This strategy may be best le   to more poli  cally neutral donors, 
such as the Nordic countries and Australia, who already exhibit strong 
tendencies to discriminate on the basis of ins  tu  onal quality.

On the other hand, discrimina  on on the basis of ins  tu  onal quality 
does not seem a feasible strategy for mul  lateral donors like the IMF or 
the World Bank. Many mul  lateral donors are not allowed to discriminate 
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on this basis. Addi  onally, the promo  on of good governance through aid 
provision is not generally the primary concern of the aid fi nancing given 
out by these ins  tu  ons. For example, the primary focus of the IMF’s 
mandate is to promote macroeconomic and fi nancial stability by fostering 
interna  onal monetary coopera  on, exchange rate stability, and helping 
countries overcome economic diffi  cul  es. Although it plays a greater role 
in channeling global foreign aid fl ows to developing countries, and thus 
provides a signifi cant por  on of the aid transfers that have proven so 
problema  c for many Sub-Saharan economies, an organiza  on like the IMF 
cannot withhold its assistance to countries in need on the basis of their poor 
ins  tu  ons. Mul  lateral organiza  ons, therefore, must look for other ways 
to improve the eff ec  veness of their lendings.

It must fi rst be made clear that regardless of whether greater selec  vity 
becomes the modus operandi of foreign aid lending, the implica  on of the 
Burnside and Dollar fi nding is not to suggest that poor countries with weak 
ins  tu  ons cannot be helped at all. The inten  on is simply to suggest that 
injec  ng more money into these countries is o  en not the answer, because 
a shortage of capital is frequently not the main problem. In fact, foreign 
aid aimed at achieving growth and development in these situa  ons more 
o  en than not becomes part of the problem. Before any meaningful or 
sustainable aid-led growth can take place, foreign assistance must aim at 
catalyzing the ins  tu  onal reform and cul  va  ng the “social infrastructure” 
that makes growth possible. As such, in poor governance environments, 
donor resources are be  er suited to the transfer of ideas through technical 
assistance, exper  se, and consul  ng services, rather than the transfer of 
funds.

However, it is crucial to keep in mind that there is only so much that 
external actors can do to foster internal ins  tu  onal reform in the Third World. 
Given the considerable failures of past a  empts to impose Western reform 
ini  a  ves, such as the Washington Consensus, on developing countries, care 
must be taken to make foreign assistance as organic and tailored to the local 
context as possible. Above all, this is necessary as to ensure that foreign 
involvement does not come to be viewed as an ideological struggle and 
provoke a local backlash. As such, eff orts are best catered to strengthening 
local civil society, and empowering people by helping then learn how to help 
themselves.

A lengthening of actors’  me horizons will be cri  cal to the success of 
this shi   in thinking about the role of foreign aid. Since ins  tu  onal reform 
cannot be achieved overnight, both donors and recipients alike must have 
the foresight to devise long-term solu  ons, the diligence to implement them, 
and the pa  ence to await their slower but more sustainable outcomes. 
This thinking o  en appears counterintui  ve because people naturally view 
posi  ve feedback as an indica  on that their eff orts are working, and tend 
to grow weary when these results do not appear quickly. Precisely because 
the outcomes of reform are much slower and much less percep  ble in the 
short-run, reform eff orts will o  en appear ineff ec  ve and self-defea  ng, 
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but the interna  onal community must not succumb to the tempta  on of 
donor fa  gue. If this fact is simply kept in mind, the problem can be largely 
overcome.

It is also paramount to highlight foreign aid and assistance as a temporary 
measure. Current expecta  ons that aid funding will always be forthcoming 
play a signifi cant role in engendering the moral hazard problem that plagues 
many aid-dependent countries, which in turn leads to poor incen  ves for 
self-help, and the selec  on of unwise or risky policy design. If, however, aid is 
portrayed as a temporary form of fi nancing that will gradually be phased out 
according to a known  meframe, there will be built-in incen  ves to create 
and nurture produc  ve, self-sustaining investments and adopt construc  ve 
policies.

Conclusions

Sound policies and good economic management ma  er more than 
foreign aid for developing countries. As the record shows, without good 
ins  tu  ons, aid is likely to have a detrimental impact on the quality of 
governance in a recipient developing country. In the absence of these strong 
ins  tu  ons, assistance eff orts should be dedicated to improving the quality 
of governance before they can be eff ec  vely devoted to any economic 
development eff ort.

Finally, foreign aid transfers should henceforth pledge to abide by the 
Hippocra  c oath to “do no harm.” Although more progress has been made 
over the last 50 years or so in allevia  ng poverty than during any comparable 
period of  me in history, poverty remains a huge global challenge. Over 
one billion of the world’s people con  nue to live in condi  ons of absolute 
poverty, subsis  ng on less than $1 a day. There are aid agencies all over the 
world whose mission, they say, is “to help the poor in the poorest countries”. 
Public budgets and private donors in the world’s most powerful countries 
allocate billions of dollars to these “benevolent opera  ons”. There is rarely 
a year when some oppressed countries, especially in Asia, Africa and La  n 
America are not faced with a food crisis due to a natural disaster or war. 
Globally, between 800 million and a billion people are chronically hungry. 
Some 25,000 people die every day due to hunger and related causes.

As such, even if development economics have not yet found ways to 
help them, global actors should at the very least take every eff ort not to 
make their condi  on any worse. If foreign aid is harming rather than helping 
them, then it is clearly in need of being restructured, such that policy and 
incen  ves can be be  er coordinated to achieve the desired outcomes. In the 
mean  me, research eff orts must con  nue to search for the answers. 
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A bo  om up aid eff ec  veness 
approach: the case for grassroots 
level accountability

–Simone Galimberti

Synopsis 

In the last few years, the global discourse on aid eff ec  veness has been 
strengthened with tangible ac  ons by the major stakeholders both in 
the South and in the North of the world. Formal deeds were indeed 
taken with the signing of the Paris Declara  on and followed by the 
Accra Agenda for Ac  on, one of the boldest a  empt to renew and 
improve the way aid is not only managed but also deliver.
While recognizing the urgent need for a comprehensive review of the 
global aid architecture, this essay is more focused on the links between 
aid and accountability and how the discussions on aid eff ec  veness 
should not only focus on global donors and government but rather 
start involve the non state actors alias civil society organiza  ons on the 
ground that are in charge of the delivery of the aid. At the same  me, 
the essay tries to bring into light innova  ve prac  ces that have the 
poten  al to rewrite the role of accountability in the way aid is delivered 
and in a much be  er way.
The Essay makes the case for a global and na  onal discourse on micro 
aid eff ec  veness through enhanced mechanisms at local and na  onal 
levels. This bo  om up approach might lead to the implementa  on of a 
Global Compact on Grassroots Aid Eff ec  veness.

6
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As the Busan summit on aid eff ec  veness is approaching, the global 
a  en  on has once again turned on discussions on how to make the best use 
of aid, s  ll considered as one of the major tools to li   millions of people out 
of poverty. In the last years, there has been a great deal of debates on the 
relevance and impact of aid support to developing countries. 

The cause-eff ect nexus between aid and economic growth, the la  er 
more and more being considered as the real engine to take millions of 
people away from poverty and misery is being ques  oned.

Indeed those doub  ng the posi  ve eff ects of aid over the overall 
economic growth of a na  on should be reminded at the same  me that 
aid tends to perform be  er in social rather than economic sphere of 
development, especially in sector like educa  on and health.

S  ll wealth crea  on is the latest jargon on used to demonstrate a tectonic 
shi   in the percep  ons of how aid should be designed and delivered. 
Tradi  onal sector of support like educa  on and health, are no more dicta  ng 
how aid is being spent in the recipient countries. In few words, aid is being 
pushed outside its “comfort zone”. 

In this scenario, we witness, on one hand, the rise of new form of aid, 
more focused on social innova  on and on other hand, we see a  empts to 
reform the way that tradi  onal aid is managed and spent.

Within the above men  oned second trend, there is the case for a more 
and be  er accountability by civil society organiza  ons engaged at grassroots 
level.

Tradi  onal versus new forms of support: towards some form of 
complementari  es

The agenda of aid reform set by the Paris Declara  on is based on ways 
to improve the exis  ng framework rather than thinking out of the box with 
some new ways of delivering aid. Far from advoca  ng for a global “Occupy 
the Aid System” movement like the ongoing protests against the fi nancial 
systems all around the world, there is unfortunately no space to truly speak 
about diff erent ways for doing aid, although there is an increasing recogni  on 
of the need of having smarter ways of doing aid. Actually the new trend 
is a kind of an  thesis of the concept of aid itself: more than aid the focus 
is on a new wave of mixed approaches that work according to the market 
but are driven by social missions. In some aspects, we are in a transi  on 
 me where new actors and players, like founda  ons, are emerging and a 

kind of introspec  on on ways aid is delivered and designed is underway at 
all the levels. The economic crisis in most of the western countries is also 
taking its toll in bringing in more effi  ciency in the sector, especially among 
the interna  onal civil society organiza  ons.

The Bellagio Ini  a  ve1, promoted by several big founda  ons well refl ects 
the current situa  on as it a  empts to explore the future of global philanthropy 

1. www.bellagioini  a  ve.org
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with the overall purpose of se   ng new scenarios where founda  ons and 
chari  es can be able to perform be  er. The ini  a  ve although neither 
principally focused on aid eff ec  veness nor on accountability is important 
because it lays the ground for innova  ons in charity sector, se   ng priority 
areas of interven  ons and aid governance and aid delivery will defi nitely 
play an important role in defi ning the most promising ideas.

This kind of soul-searching can posi  vely infl uence the current debate on 
aid system restructuring as founda  ons are already signifi cant players that 
compliment the offi  cial ODA assistance.  

While there is strong evidence that new thinking focused on new 
approaches and triggered by innova  on will cons  tute a truly “li  ” towards 
prosperity for millions of people at the bo  om of the society, the tradi  onal 
ways of aid delivery is s  ll a reality. We need to make the best out of the 
exis  ng framework and advocate in such a way that smarter ways of helping 
others might become, in future, the only acceptable modality. 

On this line, a recent report from Ac  onAid, Real Aid, ending aid 
dependency off ers a fresh look at the quality of tradi  onal aid that 
posi  vely can count also on good prac  ces and modali  es, defi ned in the 
report as key elements that make the “real aid” eff ec  ve. The fi ndings are 
encouraging enough to depict a scenario where an increasing number of 
recipients’ countries have raised their level of ownership on the way aid is 
managed at country level. The report therefore off ers some ra  onale for 
proving the posi  ve impact that the aid can have if implemented in the 
“right way”.

For this reason, the relevance of Busan Mee  ng that will try to build 
more consensus for walking the talk in the commitments taken in Accra.

Innova  ons for be  er results in the tradi  onal aid system

Indeed, within the aid sector, there are several a  empts of moving 
forward the agenda of the “real aid” with several ini  a  ves to reform the 
way aid is managed and delivered. 

While the nature and scope of these a  empts diff er from each other, 
varying from ensuring eff ec  ve outcomes to increasing the level of 
accessibility to public informa  on, they are all striving to reform the way aid 
is delivered through stronger focus on outcomes and transparency.

The Cash on Delivery model, a new approach based on awarding 
successful outcomes of development ac  ons. It has been conceptualized 
by the Centre for Global Development, off ering a response to the cri  cs of 
tradi  onal aid system. This approach tries to link the sa  sfactory delivery 
of services not only with the implementa  on of the planned ac  vi  es but 
also with sa  sfactory u  liza  on of the grants. The idea is simple: donors will 
pay the grantees once the job is done that means the outcomes have been 
reached. A formal contract will be signed between the donors and recipient 
that will set out the working modality of the agreement. The focus is no more 
on inputs but rather on outcomes and the payments will be done based on 
the actual performance. Interes  ngly, several feasibility study have been 



Changing  paradigms of aid eff ec  veness in Nepal 77

conducted in Malawi, Liberia and Ethiopia, off ering external development 
partners guidance on how they can embrace this new model while DFID/
UK is pilo  ng a new project based on the Cash on Delivery model in the 
educa  onal sector for Ethiopia.

Shi  ing to the vast area of transparency, many innova  ons are taking 
place. One of the major ini  a  ves at interna  onal level remains the 
Interna  onal Aid Transparency Ini  a  ve, IATI that strives for crea  ng 
common repor  ng and informa  on publishing system to be used by the 
external development partners in order to make aid data more accessible 
and comparable. The overall goal of IATI is to make informa  on about aid 
spending easier to access, use and understand. For this purpose, two set 
of standards have been set: the ac  vity standard and the organiza  onal 
standards. The former is designed for repor  ng the details of programs 
or projects while the la  er is aimed at repor  ng the future budgets of 
organiza  ons and forward planning budget. Currently DFID, Hewle   
Founda  on and WB already subscribed to the IATI ini  a  ve and possibly 
more civil society organiza  ons will be a  racted by these standards.

Strictly linked to IATI, Publish what you Fund Campaign is pushing 
an agenda based on 4 basic principles for making aid informa  on more 
accessible: 

1) Informa  on on aid should be published proac  vely, 
2) Informa  on on aid should be  mely, accessible and comparable, 
3) Everyone has the right to request and receive informa  on about aid, 
4) The right of access to informa  on about aid should be promoted. 
The Campaign is clear and straigh  orward to endorse and prac  ce 

the principles of the right of informa  on, readopted to the context of aid 
development.

AidInfo is another ini  a  ve by Development Ini  a  ves in the UK that 
believes that “poverty reduc  on will come about more quickly, when 
informa  on about aid can be accessed quickly, easily and cheaply”. This 
means that aid money can be tracked, adequate project feedback given and 
that government and donors can be held to account. AidInfo therefore tries 
to understand eff ec  ve ways on how aid data can be be  er organized and 
compiled and how these eff orts would lead to be  er aid.

Lastly, another interes  ng ini  a  ve, although not restricted exclusively 
to the aid sector, could have posi  ve implica  ons on aid transparency. 

The Open Government Partnership, recently launched, is the 
government led ini  a  ve promoted by Brazil, Indonesia, Mexico, Norway, 
the Philippines, the South Africa, the United Kingdom, and the United 
States. The Partnerships aim at making the state mechanisms more 
transparent and accessible to the ci  zenry and it can be considered as 
a comprehensive response of the North and South governments to the 
increasing Right to Informa  on movement that is spreading all around 
the world. In the Open Government Declara  on, the signatories’ par  es 
“commit to making policy formula  on and decision making more 
transparent, crea  ng and using channels to solicit public feedback, and 
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deepening public par  cipa  on in developing, monitoring and evalua  ng 
government ac  vi  es.” Interes  ngly the Open Government Partnership 
off ers ample venues for engagement and coopera  on with the civil society 
as the members of the Partnership “commit to protec  ng the ability of not-
for-profi t and civil society organiza  ons to operate in ways consistent with 
our commitment to freedom of expression, associa  on, and opinion and 
commit to crea  ng mechanisms to enable greater collabora  on between 
governments and civil society organiza  ons and businesses”.

Accountability and aid eff ec  veness 

The above men  oned ini  a  ves if scaled up and implemented up to 
their full poten  al, can signifi cantly bring more and be  er development.  
A focus on eff ec  ve outcomes as promoted by the Cash on Delivery 
model and a greater emphasis on accessibility of aid data can bring more 
people, especially the benefi ciaries, to be  er understand aid development 
and the way it is spent. This will bring more oversight, par  cipa  on and 
consequen  ally will make aid more par  cipatory and eff ec  ve.

Indeed, we should not forget that “Although the Busan mee  ng is a 
forum on aid eff ec  veness, the ul  mate aim is eff ec  ve development”2. 
Unfortunately, there is probably something missing in the global debate 
on aid eff ec  veness: eff ec  ve aid will be achieved when the accountability 
agenda will be fully endorsed through a new bo  om up process that put 
the common people in the driver seat of the developing agenda. This 
ci  zen centered method could be implemented through prac  cal, no 
nonsense steps that will bring in much more effi  ciency and legi  macy to the 
development eff orts.

There are many defi ni  ons and literature abound on the signifi cance 
of accountability. Interes  ngly, the researches of the Civil Society on 
Accountability Principles and Prac  ces3 published by the Commonwealth 
Founda  on, “found that while the specifi c ways in which accountability is 
prac  ced vary from country to country, the underlying principles are the 
same”

We all know about the bo  om line when we talk about accountability. It is 
intrinsically about exercising eff ec  vely our responsibili  es as development 
actors. Accountability, in its pure essence, is about common responsibili  es 
to deliver the best service at the best value for money, with highest level of 
par  cipa  on of the local benefi ciaries. As consequence of the exercise of this 
primary responsibility, the communi  es will be empowered and encouraged 
to get involved in all the phases of the program/project. 

Being able to exercise such primary responsibility will make aid more 
eff ec  ve and as its consequence, the communi  es will be empowered and 
encouraged to get involved in all the phases of the program/project. 

2. Homi Kharas, Noam Hunger, ‘A serious Approach to development: towards success at the 
high level forum on Aid eff ec  veness” Brookings Ins  tute.

3. The Commonwealth Founda  on, h  p://www.commonwealthfounda  on.com/LinkClick.
aspx?fi le  cket=paVn5jJdLOQ%3D&tabid=316
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Only going to the core of accountability process, we will be able to 
achieve sustainable, democra  c aid led development.

A bo  om up approach: grassroots and na  onal level accountability 

While in many countries, an increasing percentage of resources are 
being directly channeled through the recipients’ government in forms of 
budget support, itself an indicator of major ownership and eff ec  veness, 
s  ll considerable resources are being managed by civil society organiza  ons, 
interna  onal, na  onal or locals out of the na  onal budgets.

Weak coordina  on, even weaker monitoring and evalua  on framework are 
normally the reali  es in most of developing countries. Regulatory frameworks 
might be in place but their implementa  on is s  ll sluggish and patchy.

What is needed here is some sort of self regula  ng framework that 
recognizes, at least in certain circumstances, the added value of non state 
actors in directly serving the popula  on within a clear, transparent set of 
regula  ons laid by the government. On other hand, keeping open in mind 
this ul  mate goal, a set of voluntary interven  ons agreed by non state actors 
and the state should be pursued. 

Therefore the  me is ripe for a strong ac  on, something ambi  ous, a 
Global Compact on Grassroots Aid Eff ec  veness, a Busan for grassroots 
quality aid. In order to make this compact a reality, we need to review 
the roles and responsibili  es of civil society organiza  ons, interna  onal 
locals, community based, in their eff orts to bring development in the local 
communi  es. What might emerge from this new understanding is a set 
of principles and prac  ces that should be voluntarily followed by those 
stakeholders involved directly or indirectly in the implementa  on of aid at 
grass roots level. The scope of the Compact should be wide and broad and 
with a certain room for fl exibility in its implementa  on.

A bo  om up approach will ensure that the Global Compact will take 
shape on the founda  ons of local or na  onal compacts able to capture 
the diff erent reali  es in the recipient countries. The local dimension will 
help se   ng interna  onal benchmarks for the implementa  on of na  onal 
levels compacts that are based on the micro dimensions, helping to defi ne 
standards for the na  onal and global accountability standards

The Na  onal Compact on grassroots level Aid Eff ec  veness

The frameworks at countries level should refl ect the domains of the Paris 
Declara  on, nominally ownership, alignment, harmoniza  on, results, and 
mutual accountability although a great level of fl exibility and adjustment will 
be essen  al in order to refl ect the local dimensions. 

The eff orts at na  onal level should recognize the strategic importance 
of data and informa  on availability on how a determined ac  vity or project 
is being implemented. Indeed quality data is a backbone of global aid 
eff ec  veness debate but so far not much has been said on which kind of 
informa  on should be made accessible to the people. The compact should 
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off er a minimum denominator for sharing and dissemina  on of informa  on 
like  me frame, progress report and the most essen  al and relevant fi nancial 
disclosure, including the budget.

In the case of ownership, the compact should off er guidance on 
ways to engage local communi  es and benefi ciaries, se   ng minimum 
standards for real community level par  cipa  on and oversight in all the 
phases of implementa  on of the project/program. The standards should 
guide the implemen  ng organiza  ons on how to deal eff ec  vely with the 
benefi ciaries beyond the magic “wands” of the rural or rapid par  cipatory 
appraisals.

Community ownership means empowering local benefi ciaries in having 
a considerable say in the way programs and ac  vi  es are managed, off ering 
them the right but also the opportunity to access to a new pla  orm for 
par  cipa  ng, monitoring and evalua  ng the outcomes of the program/
projects. How should the implemen  ng civil society organiza  ons get 
formal feedbacks from the communi  es in which the program/project is 
implemented? Should the implemen  ng organiza  ons at least ensure a 
reasonable number of gatherings to inform and update the benefi ciaries on 
status of implementa  on?

These prac  cal ques  ons, if properly addressed, will off er a real 
opportunity to “democra  ze” the way aid is delivered.

In terms of alignment and harmoniza  on, the compact should prescribe 
minimum prac  ces and procedures to ensure how a new interven  on, 
regardless of being small or big, will really fi t in the local priori  es set by 
the district authori  es, ensuring that the new assistance will be directed 
to geographical areas priori  zed by the local authori  es. The wisdom and 
common sense on how avoiding unnecessary duplica  on and overlapping 
with other not-for-profi t-agencies should also be incorporated in the 
compact. 

At large, the Compact could also work in terms of “check list”, highligh  ng 
the necessary steps and good prac  ces on how to select a new project area, 
indica  ng the minimum level of necessary informa  on before deciding to 
start new ac  vi  es. 

Due relevance will be also given on the way to engage local government 
offi  ces and in case of a partnership framework being used in the country, the 
compact should spell out best prac  ce on how interna  onal non state actors 
and na  onal and local organiza  on can  forge partnership agreements.

In the domain of evalua  on, the compact should men  on accountability 
tools like social audits, client/benefi ciary sa  sfac  on survey. Social audits 
should be seen not just as one off  event but as a long term process that 
includes local communi  es, partner organiza  ons, local and central 
authori  es. Social audits at grassroots level should be accompanied by 
central level forums and both levels of consulta  ons should be seen deeply 
complementary to each other. Alignment with na  onal policies on social 
audit, if in place, should be ensured.  

Indeed it is required to think of “silos” mindset as the social audit process 
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at local level carried out by a na  onal or interna  onal non state actor could 
also contribute and support the overall process of accountability of the local 
authori  es. This is the real meaning of “mutual accountability”.

The compact, in few words, should be intended as a prac  cal tool rather 
than a regulatory instrument, off ering a clear guidance on essen  al steps to 
be followed in order to ensure the delivery of the best aid possible, at the 
best value of money with full involvement of local stakeholders.

The role of civil society in the quest of accountability: fi lling the gap?

The big ques  on remains if the na  onal civil socie  es around the 
world are ready not only to step up their watchdog role for improving the 
quality of aid but are also keen to play at the best their new status of equal 
development partners as proclaimed by the Paris Declara  on. 

As a ma  er of fact, looking at the level of consciousness and awareness 
taken by the civil society, the premises are encouraging. One of the aspects 
in which the Paris Declara  on on Aid Eff ec  veness has been truly innova  ve 
is the formal recogni  on of civil society organiza  ons as equal partners 
in the development process. Accep  ng the civil society organiza  ons as 
development partners represents a new building block in the founda  ons 
of a new aid system. Since then, the role of global civil society from north 
to south and from south to south has been increasingly more and more 
adamant in channeling its voice in the global stage of aid development 
eff ec  veness. 

At the same  me, there is another dimension that off ers tremendous 
space for civil society to act and not only watch on the implementa  on of 
aid eff ec  veness agenda. Indeed, with the Paris Declara  on, the CSOs are 
now forced out of their comfort zone, from being mere observers in their 
advocacy eff orts for aid eff ec  veness to being truly considered as equal 
development partners, therefore equally responsible to perform a be  er 
way of aid.

This might mean to go through some self introspec  on with the required 
courage to review and re-discuss their working modali  es.  In this exercise, 
obviously some might lose out. 

In fact, at the end of the day, there is s  ll a high level of ineffi  ciency when 
we look at the coordina  on and coopera  on mechanisms of the civil society 
organiza  ons working at the implementa  on level. Be  er coordina  on 
and division of “labour” will bring less duplica  on and overlapping and this 
might bring many actors out of the game.

These constraints should not however be an obstacle to a frank debate 
on the status of aid at local level: Indeed, there is an urge to come up with 
a new debate on micro level accountability, something that interpret the 
principles of higher development forums like Accra and Busan and turn 
them in prac  cal, ac  onable, doable ac  ons. 

For this reason, a new understanding must emerge on roles and 
responsibili  es of development partners at implementa  on level. Indeed 
there is a widening gap between the targets set in the Paris Declara  on and 
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the actual implementa  on of development aid at local and grassroots level. 
Fortunately, the cons  tu  on of the Mul   Stakeholders Team on Civil 

Society Development Eff ec  veness, formed in April 2009 within Cluster A 
(Ownership and Accountability) under the Working Party on Aid Eff ec  veness 
of the OECD-DAC, is defi nitely a giant step ahead.

Here is the real catch: CSOs can keep on demanding increased aid 
eff ec  veness but at the same  me they have the unique posi  on to lead the 
way for bo  om up accountability that is complementary to the top down 
approach emerged from the Paris Declara  on.

Following up on the Economist’s provoca  on on “who guards the 
guardians”, Kumi Naidoo, CEO of Civic Alliance well expressed the dilemma 
of representa  on and legi  macy of civil society organiza  ons in a lunch  me 
address at UN Headquarters in 20034

Naidoo points out to the fact that the demand of accountability for CSOs 
are a sign of maturity of the sector and the  me might be ripe for an array 
of ac  ons that will help CSOs to become more and more accountable like 
self regula  ons mechanisms (social audit being one of them) and others 
standards for ac  vely disclosing informa  on on aid.

The key is that more and be  er accountability is a precious ingredient 
to increase and enhance the level of credibility of CSOs. Importantly Naidoo 
makes a great contribu  on when he dis  nguishes between diff erent forms 
of accountability depending on the size, nature and scope of the CSO” 
The way in which a local NGO, working to improve health service delivery 
within a community, would work towards its accountability would diff er 
greatly from the demands on a transna  onal human rights associa  on, for 
example”.

In the same framework, Naidoo affi  rms that there can be no universal 
approach to the issue of CSO

Accountability and no magic framework”. Great fl exibility is therefore 
required for civil society organiza  ons from the North and South to live up 
to the principles and ideas of an accountable aid framework.

Self Accountability, aid eff ec  veness among non state actors Standards: 
the interna  onal scenario

Around the world, there have been several encouraging a  empts that 
prove the seriousness of the civil society going on the right path when we 
talk about accountability and aid eff ec  veness.

The work done by One World Trust in partnership with Commonwealth 
Founda  on5 can off er an interes  ng star  ng point: Non state actors in several 
countries and regions (Brazil, India, Uganda and South Pacifi c reason) were 
engaged in discussing prac  cal ways to enhance their level of accountability, 
se   ng a common agenda through the prepara  on of country wise toolkit 
aimed at assis  ng local organiza  ons in pu   ng accountability into prac  ce. 
This interna  onal project iden  fi es common principles of accountability 
thanks to the iden  fi ca  on of exis  ng good governance prac  ces already 

4. Civil Society Accountability: “Who Guards the Guardians?”, 3 April, 2003
5.  h  p://www.commonwealthfounda  on.com/Areasofwork/Governanceandaccountability
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and providing prac  cal steps to enhance the CSO’s level of accountability in 
their daily work. The toolkits off er a great deal of easy understanding on how 
to prac  ce and experience accountabili  es through high level of country 
ownership.

Going further, we also have example of self cer  fi ca  on of accountability 
standards. The civil society in Uganda came up with the NGO Quality 
Standards6, a self regula  ng instrument launched in 2006 that has 
been devised to promote compliance and adherence of local actors in 
incorpora  ng and implemen  ng agreed ethical standards and opera  onal 
norms. This is one of the most advance examples of voluntary framework 
adopted by the civil society based on 59 standards out of which 32 are 
considered as minimum. The process leading to a cer  fi ca  on process based 
on three levels provisional cer  fi cate, cer  fi cate and advanced cer  fi cate.

Another incredible self assessment tool is PQASSO7, Prac  cal Quality 
Assurance System for Small Organiza  ons that was designed in 1997, 
off ering three levels of achievement against 12 quality standards areas. All 
organiza  ons should meet the fi rst level, while organiza  ons that are more 
developed or have more resources should opt to achieve compliance with 
levels 2 or 3. The PQASSO standards have been developed in the UK but they 
have been also adopted in other countries including India and Bangladesh. 
Currently in UK, the Chari  es Evalua  on Services’ is the licensed body that 
offi  cially cer  fi es the adherence to the standards through a PQASSO Quality 
Mark.  So far 100 Bri  sh organiza  ons have successfully gained the quality 
mark!

Interes  ng also at the policy level, something is happening in the 
runner up to Busan. The Open forum for CSO Development Eff ec  veness 
prepared The Istanbul CSO Development Eff ec  veness Principles8. This 
could be an interes  ng framework although it shies away from any bold 
and more detailed commitments: only the principle 5 “CSOs are eff ec  ve 
as development actors when they demonstrate a sustained organiza  onal 
commitment to transparency, mul  ple accountability, and integrity in their 
internal opera  ons”

Following on this fi rst important step the Open forum for CSO 
Development Eff ec  veness came out with a stronger commitment “The Siem 
Reap CSO Consensus on the Interna  onal Framework for CSO Development 
Eff ec  veness”9. The framework is intended to guide the prac  cal 
implementa  on of the Istanbul Principles, off ering some more specifi c 
commitments. Interes  ngly, the consensus expressed clearly the principle 
that promo  ng public accountability and transparency prac  ces “increase 
CSOs visibility and credibility” while at the same  me, it focus on “mutual 
and mul  ple accountabili  es” and has strong opening towards provision of 

6. ww w.ngoforum.or.ug/index.php?op  on=com_docman...
7. h  p://www.pqassoqualitymark.org.uk
8. http://www.cso-effectiveness.org/IMG/pdf/final_istanbul_cso_development_

eff ec  veness_principles_footnote.pdf
9. h  p://www.cso-eff ec  veness.org/IMG/pdf/fi nal_framework_for_cso_dev_eff _07_2011-

3.pdf
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“  mely, accurate and accessible responses to public informa  on requests”. 
The consensus also defi nes accountability as maximizing eff orts to take into 
account the views of people living in poverty. 

The Siem Reap Consensus strongly refers to the opportuni  es highlighted 
by the Mul   Stakeholders Team on Civil Society Development Eff ec  veness’s 
Key Message for fourth High Level Forum on Aid Eff ec  veness10 that underlines 
the importance of having an enabling environment for deepening the aid 
eff ec  veness of CSOs. The Key Message demands a strong coopera  on with 
the donors that should “encourage” the crea  on of conducive scenario for a 
posi  ve change in the way aid is delivered at local level.

All the above men  oned examples show that the process of engaging 
CSOs in not just talking but also delivering accountability and aid eff ec  veness 
has kicked off  although much more could be done. 

What’s about Nepal?

The Accountability agenda in Nepal
Nepal is considered a best prac  ce in the interna  onal arena for being 

able to create the condi  ons for be  er quality aid being implemented in 
the Country. This has been possible thanks to a strong commitment by the 
Government of Nepal towards the agenda of aid eff ec  veness, embraced 
also by the external development partners ready to enhance the country 
system and mechanisms with more and more assistance channeled through 
direct budget supports like in the educa  onal and health sector. As sign 
of maturity, the upcoming Nepal Por  olio Performance Review (NPPR) of 
the aid assistance to the country, to be held on 17th and 18th of November, 
will raise the important issue of “mutual accountability” that will also 
look at the joint responsibili  es of the external development partners in 
strengthening the country system and improve the overall quality of aid 
delivered to Nepal.

This is defi nitely a milestone for the Nepal and proves the strong 
willingness of the government to use and mobilize aid at the best interest of 
the country. Outside the offi  cial donor assistance, the scenario is diff erent 
with most of interna  onal non state actors not able to include their fi nancial 
contribu  ons in the red book.  Strong voices have been raised against the 
lack of transparency and eff ec  veness of interna  onal organiza  ons working 
in the Country. An eff ec  ve coordina  on, monitoring and control system is 
s  ll lacking with deep gaps between central and district levels authori  es.

Posi  vely there is also some good news as the Social Welfare Council, the 
body within the Ministry of Women, children and social welfare aff airs, is 
opening up regional offi  ces in order to be  er monitor and evaluate the work 
of interna  onal and na  onal non state actors. S  ll coordina  on problems 
with line ministries at district and regional level will remain. For this reason 
the launch of a Na  onal Compact on Grassroots level Aid Eff ec  veness can 
off er a venue to accommodate the demand for be  er aid eff ec  veness, 

10.  h  p://www.cso-eff ec  veness.org/IMG/pdf/fi nal_key_english_c3.pdf
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helping non state actors ac  ve in Nepal to pursue some sort of voluntary self 
regula  ng framework that will enhance their overall level of accountability, 
therefore increasing and ensuring more and be  er eff ec  veness and 
effi  ciency in the development process. 

While the focus on suppor  ng an improvement on current legal and 
regulatory framework should not be reduced, through a Compact, the non 
state actors in partnership with SWC, the regulatory body for non state sector 
led development, can encourage the compliance of minimum standards on 
how to improve the delivery of aid at local level. 

Below are some examples of standards that could be included in the 
Nepal Compact:

Transparency: 

Minimum prac  ces in the ways programs and ac  vi  es are reported 
to local communi  es and stakeholders, including se   ng of standard tools 
(social audit, score cards etc) to be used in order to provide clear oversight 
on the implementa  on of the ac  vi  es; quality and relevancy of informa  on 
and data provided to local communi  es/benefi ciaries and local stakeholders 
on program/project, proac  vely implemen  ng the principles underpinning 
the Right to Informa  on. 

AidInfo is also looking with interest at the current situa  on in Nepal 
having recently organized a workshop on accountability and transparency 
in Kathmandu. AidInfo with its technical exper  se could be instrumental 
not only for suppor  ng the current process of aid related info dissemina  on 
among stakeholders at the highest level but could also suppor  ng the 
na  onal eff orts in favour of  the crea  on of standards on micro level aid data 
sharing where the local communi  es will be the fi rst users.

Coordina  on:

Avoidance of duplica  on and overlapping with a set of standards for 
coordina  on at central and district level in the planning and during the 
execu  on of program ac  vi  es, including division of labor among non state 
actors

Ownership:

Minimum set of standards regula  ng the level and quality of par  cipa  on 
of local communi  es/benefi ciaries in planning, implementa  on, monitoring 
and evalua  on. The standards should off er some benchmark on ways to 
engage and involve the communi  es and benefi ciaries during the diff erent 
phases of project cycle

Partnership:

Being Nepal a country where interna  onal non state actors are working 
together with local and na  onal organiza  ons, the issue of partnership, key. 
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Minimum standards for crea  on of partnership should be ensured, off ering 
benchmarks on ways to engage local partners and local communi  es in 
a transparent and eff ec  ve ways, including their selec  on and working 
modali  es. (The standards will bring together the exis  ng frameworks 
within AIN, NGO Federa  on etc like the diff erent partnership guidelines).

Under this framework, the civil society organiza  ons, both na  onal and 
interna  onal will voluntary decide to adhere to certain standards to be 
observed and prac  ced while suppor  ng or implemen  ng the delivery of 
social-economic ac  vi  es for the benefi t of the benefi ciaries. The agreed 
minimum standards will not only be complementary and respec  ul of 
the exis  ng legal provisions but also will help the GoN to be  er ensure 
development outcomes according to the na  onal priori  es.

How to achieve it?

A Na  onal and regional level dialogue could be ini  ated in order to collect 
ideas, analyze current concerns and bo  leneck. As part of the consulta  on 
process, a series of Accountability Forums (at least one at central level 
and one in each development region) could be held where district level 
authori  es, representa  ves of non state actors will discuss ways to improve 
their working rela  onships. A fi nal central level dissemina  on mee  ng 
would be held, off ering the engaged par  es and broader stakeholders a 
forum for discussion. From this point onwards, a working group could be 
created with the aims of short lis  ng the most important proposi  ons based 
on the principle of “doability” and prac  cality. 

The selected proposi  ons will be reformulated as a set of standards 
that will lead to the formula  on of the Na  onal Compact on Grass Root 
Aid Eff ec  veness to be offi  cially endorsed by the engaged par  es.  Are the 
condi  ons ripe for such level of ini  a  ve in Nepal? Are the na  onal civil 
society and interna  onal aid community, especially interna  onal non state 
actors ready to go the extra mile in order to have be  er aid implementa  on 
and consequen  ally being able to achieve be  er outcomes? 

Undoubtedly, lots of awareness should be promoted in order to meet the 
condi  ons for se   ng up this process and at the same  me the case for be  er 
aid at local level should be promoted by external development partners who 
can push so  ly the interna  onal and na  onal non state actors in embracing 
the case for aid accountability at local level. As we saw before, the current 
discussions leading to Busang clearly iden  fy the role of ins  tu  onal donors 
in encouraging a more accountability conducive framework. In this way 
interna  onal and na  onal civil society start feeling a certain level of urgency 
in making their work be  er and more accountable. 

Towards a CSO Nepal Aid Eff ec  veness Forum?

Given the diff erent nature of actors, na  onal, local, grassroots and 
interna  onal involved in the implementa  on of aid in Nepal, a new innova  ve 
forum could be promoted in order to ini  ate the na  onal process leading to 
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the establishment of the Na  onal Compact. The Forum should be a loose 
pla  orm, as informal as possible and as inclusive as the current discussions 
wants aid to be. The representa  on of Na  onal, Interna  onal, local 
organiza  ons should be ensured together with ins  tu  onal stakeholders, 
star  ng from the Government of Nepal and external development partners. 
The issue of representa  on could be a thorny one but the door should be 
open to all organiza  ons willing to work on prac  cal and result oriented way. 
Those interested to work on a be  er aid framework at local level should be 
welcome. 

The risk to use this Forum for old and present recrimina  ons is real one 
and a simple code of conduct could be prepared in order to be  er clarify the 
purposes of the Forum. Those willing to join the Forum will be compelled 
to sign up the code of conduct, leaving out any space for bickering on false 
misunderstandings. 

This will not be an easy endeavor as historical diff erences among 
stakeholders might impede the kick off  of a serious na  onal debate. Self 
interest might prevail in order to derail the en  re process. Not only the 
external development donors should play an ac  ve role but also the 
Government of Nepal through the Social Welfare Council. The fi nal outcome 
might be uncertain but it is worthy a try.

Towards a Global Compact

In quest of establishing the na  onal compacts, the Global Compact on 
Grassroots Aid Eff ec  veness could off er minimum standards for bringing aid 
eff ec  veness at local level through a set of principles and benchmarks. The 
methodology should be clear with a bo  om up approach prevailing through 
discussions for a Global Compact being held among diff erent na  onal civil 
society pla  orms that already have come up with a set of na  onal compacts. 
The Siem Reap CSO Consensus on the Interna  onal Framework for CSO 
Development Eff ec  veness could be a good base for discussions although it 
will need legi  macy at country levels through tangible results in enhancing 
local accountability framework.

At the same  me, once a substan  al “Coali  on of the Willing” will 
emerge from developing countries, there will be the scope to discuss the 
global framework that once fi nalized could off er a global benchmark for the 
civil socie  es around the world who are s  ll lagging behind in the quest for 
a na  onal pact on local aid eff ec  veness. 

The Global Compact should be detailed enough to ensure consistency 
in the fi nal pursuit of be  er aid at local level but should not be prescrip  ve 
and should off er wide margins of fl exibility and re-adapta  on for local 
interpreta  ons. Na  onal compacts emerging from the Global Compact 
will have the fl exibility to be shaped and nourished according to their own 
na  onal features and context.

The exis  ng civil society networks currently involved in the aid debate 
should take the lead in discussing and framing the Global Compact. Are they 
really ready to take up this challenge? 
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Nepal Is obviously in a good posi  on to show and lead the way in 
moving forward the agenda of be  er and more “real aid” at local level. 
The condi  ons are well set for a new approach that builds on the exis  ng 
will of the Government to improve aid eff ec  veness. Only if civil society 
organiza  ons, regardless of their status will agree on working out prac  cal 
ways to improve their work at local and grassroots level, Nepal will be able 
to fully take advantage of a new, strengthened “mutual accountability”. The 
ci  zen of Nepal will be the real winners of this bold move.
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-Vidyadhar Mallik

The Agenda of Aid Eff ec  veness – A Global Commitment

Aid eff ec  veness is about delivering aid in a way that maximizes its 
impact on development and achieves value for aid money – progress on 
eff ec  veness requires greater accountability on the part of donors and 
developing countries – towards their own taxpayers and towards each other 
– for the development commitments they have made. (Aid Eff ec  veness, 
2011)

At the beginning of the 21st Century, it became quite clear that aid 
resources have to be managed be  er. In 1996, OECD/DAC came up 
with a report called “Shaping the 21st Century: the Role of Development 
Coopera  on” which set out the basic concepts of aid eff ec  veness. The 
Millennium Declara  on of 2000 endorsed MDG-8 which is on ‘Global 
Partnership for Development’. In 2002, Monetary Financing for Development 
Conference agreed on fi nancing targets to achieve MDGs and called for a 
more eff ec  ve way of aid disbursement to ensure these resources make 
the maximum impact on development. In 2003, in Rome High Level Forum 
(HLF) on harmoniza  on, donors agreed to improve in-country coordina  on 
so as to reduce transac  on costs for aid recipients. The HLF -2 Paris, in 2005, 
adopted “Declara  on on Aid Eff ec  veness” whereby donors and developing 
countries agreed on 56 ac  on-oriented commitments aimed to improve the 
quality of aid and to monitor the commitments against 12 indicators. Aid 
eff ec  veness indicators were monitored in 2005, 2007 and recently in 2010. 
In 2008, HLF -3 took place in Accra with the adop  on of Accra Agenda for 

Aid Effectiveness and 
Nepal’s road to Busan

7
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Ac  on (AAA). All development actors – DAC and non-DAC donors, developing 
countries, CSOs, parliamentarians and global partnerships agreed on ac  ons 
needed to accelerate achievements of the Paris Commitments.

There has been a change in the behaviors of donors and developing 
countries since 2005. The norm has come to stay that aid recipients 
discuss their na  onal development strategies with their parliaments and 
electorates (ownership); donors support these strategies (alignment) and 
work to streamline their eff orts in-country (harmoniza  on); development 
policies are directed to clear goals and progress is monitored (managing for 
development results); and donors and recipients are jointly responsible for 
achieving these goals (mutual accountability).

The Fourth High Level Forum (HLF-4) on Aid Eff ec  veness will be held in 
Busan, Korea in November 2011. It will take stock of what has been achieved, 
iden  fy areas for concentra  ng eff orts and set aid quality framework for the 
remaining years to the MDG target date of 2015. Developing countries’ list of 
priori  es for HLF-4 is predictability aid fl ow, use of country systems, removal 
of policy condi  onality, country-driven capacity development, mutual 
accountability and reduc  on of transac  ons costs. HLF-4 will also focus on 
value for money and raising aid quality. Many countries and ins  tu  ons 
want to look at ‘development eff ec  veness’ and not only ‘aid eff ec  veness’ 
– a discussion that brings round to all factors that support development – 
aid, country’s own resources, policy coherence for development, the private 
sector, etc. (Aid Eff ec  veness, 2011)

Some of the challenges and threats under discussion in view of Busan 
Forum are: 1) Focus on the essen  al and get rid of the noise – set the 
aid quality framework leading to 2015, 2) Donors should focus now on 
delivering some ‘low-hanging fruits’ including on aid untying, predictability, 
removal of policy condi  onality and  transparency, 3) Keep momentum – do 
everything you can, 4) Deliver on exis  ng pledges – avoid prolifera  on of 
new commitments and 5) Be  er accountability and communica  on to win 
support. (Aid Eff ec  veness, 2011)

Foreign Aid Policy in Nepal

Nepal’s development fi nance began receiving foreign aid from the 1st 
Five Year Plan, 1956 -61. Since then a substan  al por  on of development 
expenditure somewhere about 55% per annum (5-6% of GDP) has been 
fi nanced from foreign aid. Foreign Aid Policy, 2002 (F A Policy, 2002) came 
into eff ect following elaborate consulta  ons with all stakeholders including 
the development partners (DPs) and adop  on during Nepal Development 
Forum 2002. The guiding principles of the 2002 F A Policy are: 1) Foreign 
Aid will be directed towards achieving the overarching na  onal goal of 
poverty reduc  on. This will involve fostering economic growth by enhancing 
produc  ve capacity of the economy as well as suppor  ng cri  cal social 
infrastructure needs. 2) FA will be linked with the sectoral objec  ves. 3) F 
A Policy forms an integral part of the overall policy of mobilizing resources. 
4) The F A Policy will ensure greater transparency at both the ODA supply 
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level and user level within and outside the Government system. 5) The 
Government will try to achieve self-reliance in the longer term by enhancing 
domes  c resource mobiliza  on while increasing quality and quan  ty of F A 
during short and medium term.  (Foreign Aid Policy, 2002)

F A Policy 2002 lays emphasis on concessional loans and grants, budgetary 
supports, pu   ng in Nepalese resource persons in the technical assistance 
provided by donors, one door policy for supports through INGOs and NGOs, 
emphasis on domes  c resource mobiliza  on, leadership and ownership of 
GON, suppor  ve role of Nepalese civil society, building na  onal capacity 
and partnership, solici  ng an increased level of coopera  on from donors, 
be  er understanding of donors with respect to sensi  vity, selec  vity, 
avoiding trial and error methods, maintaining fi nancial discipline, refl ec  on 
of fi nancial sources in the Annual Budget and improving donor procedures 
(harmoniza  on). (Foreign Aid Policy, 2002)

Some strategies have also been discussed in the F A Policy, 2002 for the 
implementa  on of policies adopted. Major strategies are: Formula  on of 
Economy-wide and Sectoral Perspec  ve Plans, ensuring transparency and 
accountability, enhancing the quality of aid, strengthening aid coordina  on, 
project/ program iden  fi ca  on, selec  on, design and securing sustainability, 
crea  ng a foreign aid MIS and promo  ng ins  tu  onal eff ec  veness. (Foreign 
Aid Policy, 2002)

Harmoniza  on of Donor Assistance was discussed in the Nepal 
Development Forum, 2004 (NDF, 2004). A dra   paper and na  onal ac  on 
plan on harmoniza  on of donor assistance was presented in the NDF, 2004, 
based on Rome Declara  on, 2003. Need of harmoniza  on of donor assistance 
at three  ers in Nepal, namely, harmoniza  on at the overall program level, 
harmoniza  on at the individual program level and harmoniza  on at the 
fi nancial modality level was felt. Aid integra  on process was highlighted 
with focus on support to PRSP and sectoral policies and harmoniza  on in 
terms of joint programming, common procedures, common monitoring 
and repor  ng formats and support to Nepalese fi nancial management 
procedures. (NDF2004, 2004)

Nepal Donor Consulta  on Mee  ng was held in 2008, February (NDCM, 
2008) a  er a gap of four years, that is to say, a  er NDF 2004. This mee  ng was 
also dubbed Mini –NDF, held a  er Peoples’ movement, to discuss popular 
aspira  ons of New Nepal, progress on Paris Declara  ons and peace dividend. 
The major issues raised and discussed in the mee  ng on aid eff ec  veness 
were: 1) need of support to relief, rehabilita  on and reconstruc  on (RRR) 
and peace dividend, 2) rights based approach and community ownership of 
development eff orts, 3) aid transparency, accountability and predictability, 
4) na  onal ownership and harmoniza  on, and, 5) a double compact 
between the GON and Nepali people and between the GON and the donors. 
(NDCM2008, 2008)

Nepal Por  olio Performance Review was held on November 13-14, 2008, 
jointly by MOF and some donors with the theme on strengthening country 
systems for improved por  olio performance. A paper by the GON was 
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presented drawing heavily from the commitments made on Paris Declara  on 
and Accra Agenda for Ac  on and both the status and challenges were 
discussed. Basically PEFA assessment in Nepal, Paris declara  on Monitoring 
Survey, 2008, use of country systems in procurement and progress on Public 
Financial Management were discussed. Prac  cal commitments both from 
GON and donors were made in this mee  ng together with an agreed ac  on 
plan to follow up. (NPPR 2008, 2008)

An eff ort was made in 2009 to organize Nepal Development Forum (NDF) 
which eventually fell through. Stakeholders’ consulta  on mee  ngs were held 
to lay groundwork for NDF including one on Foreign Aid Policy. A dra   Foreign 
Aid Policy 2009, was prepared and presented in the mee  ng for discussions. 
Major highlights on this dra   paper included: 1) support of F A Policy to 
develop Nepal within next 10 to 15 years into a medium – income country, 2) 
help achieve a high, inclusive and just growth with focus on domes  c savings 
mobiliza  on, 3) priori  ze investments in GON’s priority sectors and the 
sectors with compara  ve advantage and compe   ve strengths, 4) help in 
na  onal capacity building and sustain it through knowledge and technology 
transfer. The dra   incorporated the elements of both Paris Declara  on and 
Accra Agenda of Ac  ons. (Foreign Aid Policy 2009, 2009)

A revised dra   named Foreign Aid Policy 2010 reinforced Paris Principles 
of aid eff ec  veness as was reaffi  rmed by the AAA and to be complemented 
by subsequent resolves (indica  ng towards HLF 4 at Busan as well) aiming at 
transparency, accountability, predictability and sustainability by enhancing 
na  onal capaci  es, domes  c resources mobiliza  on and op  mizing the 
opportuni  es for trade and investment. (Foreign Aid Policy 2010 - Revised 
dra   for Discussion, 2010)

2008 Survey on Monitoring the Paris Declara  on

The Key Findings of the Aid Eff ec  veness Survey, 2008 are as follows:

S. No.                                                                          Indicators Results (%)

1  Aid on budget                                              74

2 Technical coopera  on                                              34

3 Coordinated technical assistance          14

4  Using country public fi nancial management system   68

5 Using country procurement system                              59

6   Parallel project implementa  on units (number)    106

7  In year predictability                                             47

8 Program based approaches (budget and other support)  32

9 Program based approaches (budget support)           20

10 Joint missions        36

11 Joint country analy  c work     37
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The survey, in brief, found that the donor’s actual disbursements are 
considerably less than the amounts pledged, a considerable amount of ODA 
does not come through the Government fi nancial systems, donors perceive 
that Nepal has a limited capacity to formulate and implement development 
programs, leading them to establish separate PIUs and direct budget 
expenditure and management of procurement of goods and services.

Some suggested next steps were: 1) For Government, needs to create more 
incen  ves for donors to channel aid through country systems, performance 
based funding, E-bidding, PEFA ac  on plan, capacity development plan and 
advocacy to un  e aid, 2) for donors, donor decentraliza  on, commonly 
pooled technical assistance, common monitoring and evalua  on frameworks 
and all donors par  cipa  ng in NPPR exercise. (Nepal Country Report 2008 
Survey on Monitoring the Paris Declara  on, 2008)

In 2010, Nepal Country Evalua  on, an exercise on a Joint Evalua  on of 
the Implementa  on of Paris Declara  on, was carried out by the Ministry of 
Finance and the development partners. The following are the main fi ndings 
and sugges  ons from that evalua  on work:

The effi  ciencies and eff ec  veness developed through taking a programme 
approach can be replicated in other sectors. The lessons from the sector 
programmes in educa  on and health are applicable more widely.

 Shared learning by GoN, DPs, civil society partners and service users and 
benefi ciaries can be of benefi t.

•  A focus on results increases responsiveness.
 MfDR has changed the way in which programmes are designed and 

delivered making delivery more responsive to benefi ciaries and puts 
the individual, family and community at the forefront.

•  Just by labelling it as a ‘Paris Declara  on Principle’ does not change 
what is already being prac  ced.

 Through the evalua  on many people discovered that what had 
become common and expected prac  ce was in fact the applica  on 
of the Paris Declara  on principles.

•  Paris Declara  on implementa  on has enhanced results.
•  Paris Declara  on principles are valid. Though it is too early to 

iden  fy plausible contribu  ons that relate to the Paris Declara  on.
•  The Paris Declara  on is not being adopted because of perverse 

incen  ves within
Nepal and DP systems.   (Nepal Country Evalua  on for Joint Evalua  on of 

the Implementa  on of the Paris Declara  on, Phase II, 2010)
 The key implica  ons of aid eff ec  veness for future are described as:
Aid eff ec  veness is not simply about the effi  cient and eff ec  ve ins  tu  onal 

dynamics of aid management, it relates to the processes through which 
policy, strategy and service delivery meet the needs of Nepal’s ci  zens. This 
requires improved ins  tu  onal capacity, access to informa  on and voice 
and par  cipa  on at all levels.
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Confi dence in Nepal’s procurement and other fi duciary systems can 
ul  mately be built only by those who implement those systems. The 
challenge is to the accountants, managers and administrators within GoN 
and DP agencies to ensure that the systems are operated as designed and 
that inappropriate ac  ons are challenged and addressed.

Nepal cannot ignore climate change and must consider how it reframes 
the development paradigm.

Social diversity has been given prominence as Nepal seeks to reframe its 
approach to poverty. Similarly, governance and state building take on new 
meanings in the post confl ict environment. All these cross cu   ng issues need 
to be integrated into the aid eff ec  veness discourse.

The debate around the structure of the state presents par  cular 
challenges in terms of aid eff ec  veness. Aid eff ec  veness will need to be 
reconfi gured for the ‘new’ Nepal as it develops into a diff erent 21st century 
state.

Aid eff ec  veness in the future will need to engage with and bring into 
the wider framework including neighbouring countries who s  ll provide 
considerable support and assistance. (Nepal Country Evalua  on for Joint 
Evalua  on of the Implementa  on of the Paris Declara  on, Phase II, 2010)

Nepal’s Road to Busan

An online consulta  on, involving over 60 developing countries and 
163 people, came down in support that Busan should remain focused on 
the Paris Declara  on and AAA commitments, emphasizing the need for 
accountability and ac  on to implement exis  ng commitments. Alignment, 
capacity development, managing for results and transparency were 
highlighted as par  cularly important areas of the aid eff ec  veness agenda 
to date. Developing countries stated the need for their ac  ve involvement in 
prepara  ons for HLF-4. (Aid Eff ec  veness, 2011)

In this context, the following is recommended as Nepal’s road to Busan 
HLF-4 on Aid Eff ec  veness:

1) Prepara  on: Nepal must prepare fi rst its agenda for Busan through 
wide consulta  ons with diff erent Nepali stakeholders – which should 
include parliamentarians, poli  cal par  es, academia, civil society 
and ins  tu  on like AAMN which is a leading non-state actor on aid 
monitoring in Nepal. The delegates to Busan must come up with 
a single but composite voice of all the stakeholders which should 
include not only measures to consolidate governments’ posi  on as 
an anchor for development delivery but should also include diverse 
concerns of community groups, NGOs, local governments and the 
private sector as agents of change and development in this country, 
especially during present transi  on. 

2) Agenda for Busan: Agenda that Nepalese delegates should 
advocate and push at Busan should also be widely discussed with 
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na  onal partners fi rst and then with also DPs based in Nepal. 
Broadly that should include aid predictability, medium term 
support for rehabilita  on, reconstruc  on and economic recovery 
and high inclusive growth agenda, donor harmoniza  on and 
alignment, MfDR and country ownership. Specifi cally, the focus 
should be lowered on Technical Assistance pooling, support to 
domes  c resource mobiliza  on, aid for trade, capacity building 
and strengthening of our na  onal systems including that of 
public fi nancial management and procurement systems. Donors’ 
commitments towards fulfi lling their resource obliga  ons to 
achieve MDGs and beyond should be sought. Mechanisms for 
incen  vizing the donors to eff ec  vely implement Paris principles 
and AAA at local level should be discussed at Busan. A general 
discourse on ‘Development eff ec  veness’ rather than discussions 
centered on ‘Aid Eff ec  veness’ sounds exci  ng at this stage from 
both accountability and delivery perspec  ves. Eff orts to sa  sfy the 
taxpayers of both donor and recipient countries are needed and 
Busan HLF-4 should go a long way in this direc  on. 

As the  me from now to Busan is very short, the Ministry of Finance and 
other relevant partners must start working round the clock in preparing and 
fi ne-tuning the presenta  ons for the mee  ngs in Busan so as to maximize 
the outcomes of HLF-4 on Aid Eff ec  veness for Nepal.  
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Aid Eff ec  veness and Gender 
Responsive Budge  ng: 
Nepal’s Expericence

-Mina Acharya

THE Paris Declara  on (2005) laid down fi ve principles to increase aid 
eff ec  veness, namely na  onal ownership; alignment of assistance to na  onal 
priori  es; harmoniza  on and coordina  on of donor support; managing for 
development with results and transparency; and mutual accountability.

The principle of ownership requires engagement of ci  zens in na  onal 
planning and priority se   ng processes in the country as well as ownership 
of the objec  ves and plans and programs by the respec  ve country 
governments. Women are o  en not included in such processes and their 
priori  es fully not refl ected in the development policies and na  onal plans. 
In Nepal, the grass roots women have had li  le voice and infl uence in such 
processes (MOWCSW\UNDP\MGEP, 2004). Only during the prepara  on of 
the Tenth Plan/PRSP (2002-2007) some consulta  on with women's groups 
from na  onal to the regional level took place. However, they have had 
li  le infl uence on the budge  ng process. Since the introduc  on of GRB in 
2007/08 things are changing somewhat. Women's groups and advocates are 
being consulted with at least at the na  onal level. Impact of their voice on 
infl uencing policies is s  ll few and far between. 

Alignment requires that donor priori  es are set in consulta  on with the 
country concerned and that they are in line with the na  onal priori  es. 
There are several mechanisms of achieving such alignment, including 
Direct Budget Support, which is the support to sectors and programs that 

8
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are priori  zed in the PRSPs or Na  onal Development Plans. However, 
when gender equality and priori  es are not adequately mainstreamed 
in the na  onal development plans and the budgets, donors own gender 
equality priority becomes ineff ec  ve. In Nepal's case such problems may 
not be encountered because Nepal's development plans, par  cularly TYIP 
(2007-2010) seemed to be several steps ahead of donors in its vision and 
goals of building a gender equitable, inclusive and just society through 
structural reforms, and gender and inclusion sensi  ve policies, strategies 
and programs. Problems, however, may be encountered in implementa  on 
on the part of GON and changing donor agenda and non-fulfi llment of 
commitments made by them.

Harmoniza  on and coordina  on of partnerships between donors and 
aid recipient governments is supposed to be achieved through structures 
that enable joint working for improved eff ec  veness and effi  ciency in 
aid delivery. Considering the transac  on costs that the diversity of donor 
approaches and repor  ng demands places on developing countries, 
harmoniza  on is a commendable ini  a  ve. The issue is to ensure adequate 
gender mainstreaming in these mechanisms so that gender equality 
and inclusion remain a priority agenda not only in planning but also in 
implementa  on.

Managing for results requires data to measure progress and assessment 
of diff eren  al impact of policies, plans, programs and development 
assistance against the priori  zed na  onal goals. It also requires adequate 
use of this informa  on in formula  on of further policies and programs. 
The Paris Declara  on iden  fi es twelve process monitoring indicators for 
measuring public fi nancial management, accoun  ng and audi  ng systems, 
procurement systems, results frameworks, transparency and capacity. 
However, originally, none of the assessment tools incorporated elements to 
monitor gender and social equity. The limita  on of the system to monitor 
gender, inclusion or MDGs was acknowledged a  er intensive lobbying by 
UNIFEM, the DAC Network, and civil society organiza  ons world over, since 
2010 new gender dimension has been added to the monitoring formats.

Transparency and mutual accountability demands answers from public 
authori  es on deliverance on commitments. Accountability needs to be 
seen in a broader frame as the accountability of public authori  es, whether 
donors or developing country governments, not just to each other, but to 
their own socie  es.

The Aid Eff ec  veness Agenda has introduced and assigned increasing 
role to new modali  es for aid – direct budget support, sector wise 
assistance program (SWAp) joint programs, and NGO funding. However, 
the declara  on men  oned gender only once. The focus was en  rely on 
fi nancial discipline and priva  za  on while development goals stayed only 
in the background. The GBA and GRB have acquired new importance in 
this context – as comprehensive measures to ensure adequate fi nancing is 
in place for mainstreaming gender into the mechanisms and instruments 
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used in planning and managing general budget support (GBS) and programs 
with SWAps. The 50th session of the UN Commission on Status of Women 
adopted "Financing of Gender Equality and Empowerment of Women” as its 
priority theme for 2008. Nepal is obligated to include fi nancing informa  on 
in its report to the global body and Nepal has introduced GRB since the FY 
2007/08.

Gender Budget Audit (GBA) relates to examina  on of the budgetary 
and taxa  on policies, expenditure pa  erns, budgetary processes and 
mechanisms through a gender lens. Gender Responsive Budge  ng (GRB) 
involves ensuring that all these budgetary policies, ac  vi  es and processes 
1) do not impact adversely on women; 2) take into account women’s interest; 
3) involve women in planning and implementa  on of budgets and that; 4) 
adequate resources are allocated for ensuring gender equality goals. GRB is 
not about formula  ng a separate budget for women.

Gender Responsive Budget (GRB) exercises are expected to: 1) hold 
governments accountable for their commitments to gender equality and 
women’s rights, and (2) ensure that progress on gender mainstreaming in the 
development programs is monitored as part of the regular annual budge  ng 
process. One of the major defi ciencies in gender mainstreaming eff orts in 
Nepal has been lack of monitoring mechanisms and regular monitoring on 
gender aspects of development programs (UNFPA, 2007).

Nepal began Gender Responsive Budge  ng (GRB) exercises from 
fi scal year 2007/08. This was preceded by a series of gender and gender 
budget audits (GBA) of several sectors. Therea  er a new system of budget 
classifi ca  on was introduced, which in principle applies throughout the 
government, star  ng with specifi c focus on 13 ministries.

The GRB concept emerged from women's experience in the 1980s and 
1990s, when the resources for social programs were cut widely following 
the policy dictates of the Washington Consensus (Folbre, 2001). At about 
this  me there was emerging consensus that slow progress for women was 
in part due to lack of resources for gender equality programs. The Beijing 
Pla  orm for Ac  on (BPfA) (1995) advocated intensifi ca  on of gender 
mainstreaming eff orts with par  cular emphasis on government budgets. But 
change was slow. Reviews of the Beijing Pla  orm (UNIFEM, 2002 and 2005) 
showed that commitments to gender equality – including the BPfA, CEDAW 
and UN Security Council Resolu  on 1325 – were not matched fi nancially by 
either na  onal budgets or offi  cial development assistance (UNIFEM, 2002 
and 2005). A study by the Associa  on of Women's Rights in Development 
(2005) showed that only 0.6 percent of foreign aid had gender equality as 
its major objec  ve.

Under Nepal’s GRB guidelines, each proposed program has to be scored 
in accordance with indicators developed by the Gender Responsive Budget 
Commi  ee (GRBC) which is led by the Ministry of Finance. These indicators 
of the gender sensi  vity of diff erent ac  vi  es/expenditure lines are: 1) 
par  cipa  on in decision making roles and programme planning, 2) capacity 
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building, 3) benefi t sharing, 4) increased access to employment and income 
earning opportuni  es and 5) reduc  on in women's workload. Each aspect 
has been allocated 20 marks. Programs scoring 50 percent marks or more are 
classifi ed as “directly responsive”, those scoring 20 to 50 percent “indirectly 
responsive” and those scoring less than 20 percent as “neutral”. Nepal also 
requires all programs/projects cos  ng more than NRs. 50 million to have a 
gender audit report a  ached.

The alloca  ons to directly and indirectly gender responsive programs 
have been slowly on rise. The table below (4.1) shows the degree of gender 
responsiveness of the total expenditure alloca  ons in the budget (donor and 
government contribu  ons) in 2007/08- 2009/10.

Gender Responsiveness of Overall Budgetary Alloca  ons

GRB Classifi ca  on 2007/08 2008/09 2009/10 2010/11

Directly Responsive 11.3 13.9 17.3 17.9

Indir ectly  R e s ponsiv e 33.2 35.4 36.4 36.3

Neutral 55.5 50.6 46.3 45.7

Over all 100.0 100.0 100.0 100.0

Table 4.1: Gender Responsiveness of Overal Budgetary Alloca  on
Sources: GON, budget speeches for respec  ve years

Along with GRB, the government has introduced specifi c interven  ons, 
such as 20 percent rebate on land registra  on fees for women, scholarships 
for girls, 10 percent rebate on income tax for women, etc.

But Nepal's GRB system has encountered diffi  cul  es in implementa  on 
both blamed at conceptual and prac  cal capacity problems. The scoring 
system is conceptually sound for income and employment genera  ng 
programs, but does not capture the key elements needed for gender 
responsiveness in other sectors. Some of the fi ve dimensions of gender 
sensi  vity like par  cipa  on in decision-making, benefi t sharing and 
empowerment are relevant across sectors while others such as reduc  on 
of workload and capacity building are not. Educa  on or health programs 
cannot be meaningfully assessed on the basis of reducing workload. 
The scoring methodology does not mesh with indicators currently 
used in diff erent sectors and so has not been applied systema  cally for 
classifi ca  on.

In order to be fully frui  ul, the GRB encompasses six steps over the 
diff erent stages of the budget cycle: (a) analyzing the situa  on of women, 
men, girls and boys, including those from historically and economically 
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excluded groups (b) examining the gender responsiveness of the policies, 
programs/projects (c) assessing budget alloca  ons, (d) iden  fying the 
gaps, es  ma  ng expenditure required to bridge gaps and realloca  ng 
the budget (e) tracking actual spending and how decisions are made, and 
fi nally (e) assessing gender disaggregated outcomes and impacts (benefi t 
sharing, empowerment). In Nepal the GRB exercise has not systema  cally 
followed these steps and it is done on ad hoc basis. To be eff ec  ve the GRB 
system needs to encompass the complete budget cycle and include detailed 
assessments of each program against the following criteria:

Transforma  ve: Policies and programs must address the root causes 
of gender subordina  on and not just the symptoms. For example, many of 
Nepal’s development interven  ons for women's equality were not eff ec  ve 
because they did not address structural issues such as unequal inheritance 
rights, gender based violence, caste/ethnic discrimina  on, etc. The GRB 
must take a gender approach to development and improve women’s status 
or bargaining power in gender rela  ons by addressing division of work, 
resources inequality and power rela  ons.

Adequacy: Allocated resources must be assessed to determine their 
adequacy for achieving not just formal but substan  ve equality. For example, 
it is fairly inexpensive to establish formal legal equality, but women need 
resources to access the legal services, and without that there can be no 
substan  ve equality.

Non-discriminatory: Programs can be non-discriminatory only when 
they recognize that women and historically excluded other groups face 
formal and informal barriers to accessing publicly provisioned services, and 
make provisions to erase those barriers.

Monitoring system: The GRB must have a transparent, par  cipatory 
and responsive monitoring mechanism with eff ec  ve indicators to track the 
expenditure, measure its outputs and outcomes and give feedback to the 
system.

Nepal's GRB encompasses both benefi t and empowerment indicators 
but the methodology is not systema  c: it is essen  ally a post-alloca  on 
classifi ca  on at the ministry level rather than a pre-alloca  on exercise. Its 
focus has been on inputs and project targets rather than on measuring 
results. The methodology also needs to link GRB indicators for each sector 
with the ins  tu  onal outputs and indicators of that sector, leaving out 
those that are irrelevant and adding those that are relevant to the gender 
sensi  vity of ins  tu  onal outputs.

Another big challenge in making the GRB opera  onal is training and 
capacity building of the MWSCW and the Gender Focal Points (GFP)/units 
in other ministries as well as all planning and budge  ng units in government 
and local self-governance bodies. This is even more important in the context 
of federalism and decentraliza  on as it can aff ect planning, budge  ng and 
monitoring. Similarly, capacity building eff orts are needed to enable the 
members of parliament and sister organiza  ons of the poli  cal par  es, and 
non-government stakeholders on the GRB process.
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So far the focus of GRB has been on the "so  " sectors targeted 
for integra  on of gender such as agriculture, educa  on, health, local 
development, poverty reduc  on, governance and labor. The focus needs 
to be broadened to include other relevant sectors, par  cularly law, home 
and police, and communica  ons. It is also crucial that all economic policies 
(e.g. taxa  on, priva  za  on, reduc  on in budget defi cits, management and 
regula  ons of the special economic zones, trade and exchange liberaliza  on, 
and monetary policy) are fi ltered through gender and social inclusion lenses.
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Governing Emissions Reduc  on: 
REDD+ and Stakeholder Perceptions 
of Institutional Legitimacy

– Dr Tim Cadman                                                                                                                                        
– Dr Tek Maraseni

PERCEPTIONS of climate governance quality vary greatly amongst regime 
par  cipants from the global North and South, and across stakeholder sectors, 
with implica  ons for the current design and future direc  ons in market-based 
approaches to climate change management. Given the predicted social and 
environmental problems as a consequence of climate change, it will become 
increasingly important to determine whether the policy programmes aimed 
at reducing greenhouse gas emissions are solving the problem and changing 
behaviour, or whether they are in fact contribu  ng to perverse outcomes. 

This paper presents a framework of principles, criteria and indicators for 
the evalua  on of the governance of a wide range of sustainable development 
funding mechanisms aimed at tackling climate change. The framework 
provides a compara  ve analysis of a range of greenhouse gas emission ‘off set’ 
mechanisms, including the United Na  ons Programme for the Reduc  on of 
Emissions from Deforesta  on and Forest Degrada  on (‘REDD+’), built on a 
series of surveys of environmental, government and economic stakeholders, 
conducted between 2009 and 2010. It fi nds that percep  ons of ins  tu  onal 
governance quality varies greatly across the specifi c sectors and regions, but 
that, curiously, respondents from the global South rate both mechanisms 
higher than those in the global North, irrespec  ve of their sector. The paper 
concludes that in the absence of global standards of governance quality it 

9
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is diffi  cult to evaluate the credibility of the claims made by proponents of 
these mechanisms, and the outcomes on the ground. This has important 
ramifi ca  ons for the legi  macy of market-based approaches to climate 
change management and sustainable development generally.

Keywords: governance quality, legi  macy, global North, global South, 
REDD+.

Introduc  on 

In interna  onal rela  ons (IR), the once orthodox perspec  ve, which 
views global poli  cal coopera  on being undertaken largely by na  on-states 
via intergovernmental regimes and associated agreements, is now seen 
as being out of date.1 Emergent IR ‘globalists’ emphasise the structures of 
governance.2 Tradi  onally, global governance was a ma  er for individual 
countries via balance of power poli  cs, but modern global governance is 
no longer dominated by the na  on-state, and extremely disparate interests 
that are not dependent on organisa  on along territorial lines have begun 
to ou  lank the state.3 Mul  lateral ins  tu  ons in par  cular have become 
central, now diff eren  ated between government (“control exercised by the 
na  on-state, through formal (usually elected) par  es”) and governance 
(“control exercised by a variety of public and private ins  tu  ons that have 
been established at diff erent spa  al scales”).4 The globalisa  on of poli  cs has 
led to a commensurate growth of global governance, not solely represented 
within formal ins  tu  ons and organisa  ons for intergovernmental 
coopera  on such as the UN. Mul  na  onal corpora  ons, transna  onal 
social movements and a mul  tude of non-governmental organisa  ons all 
pursue global objec  ves that bear upon systems of trans-na  onal rules 
and authority, around which the relevant actors converge and through 
which they pursue interna  onal rela  ons.5 Although there is no formal 
global government, it is nevertheless true to say that there is s  ll global 
governance, whereby actors enmeshed in regimes (or more appropriately, 
less formalised arrangements of norms, rules and procedures) engage in 
behaviour that is nevertheless regulated and predictable.6 As it is currently 
expressed in such intergovernmental ins  tu  ons as the UN, however, global 
governance is simply not strong enough as a subs  tute for the mechanisms of 
government inherent in the na  on-state.7 This failure of intergovernmental 

1. James Rosenau, “Change, Complexity and Governance in a Globalising Space”, Deba  ng 
Governance: Authority, Steering and Democracy ed. Jon Pierre (Oxford and New York: 
Oxford University Press, 2000) pp. 167-200, at pp. 167-168.

2. Mathias Koenig-Archibugi, “Introduc  on: Ins  tu  onal Diversity in Global Gvernance”, in 
New Modes of Governance in the Global System: Exploring Publicness, Delega  on and 
Inclusiveness ed. Mathias Koenig-Archibugi and Michael Zürn (Basingstoke: Palgrave 
Macmillan, 2006), pp. 1-30 at p. 13 and footnote 13.

3. Ruggie, “Taking Embedded Liberalism Global”, p. 104
4. Perrons, Globaliza  on and Social Change, p. 255.
5. Held et al., Global Transforma  ons, pp. 49-51.
6. Ibid. 
7  Ruggie, “Taking Embedded Liberalism Global”, pp. 94-95.
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organisa  ons to ins  tu  onalise strong suprana  onal agreements is noted 
as being par  cularly evident in rela  on to the environment.8 Emergent 
contemporary social ini  a  ves and movements around the environment are 
a response to this lack, and are triggering more inclusive forms of global 
governance to compensate, which are based on the “dynamic interplay 
between civil society, business and public sector over the issue of corporate 
social responsibility.”9

Without oversta  ng the point, public policy scholars that focus more on 
governance at the na  onal and suprana  onal levels tend to show a greater 
interest in its processes than more globally oriented theorists. Despite 
their analy  cal orienta  on around the ac  vi  es of governments within 
the na  on-state they are nevertheless also interested in governance at the 
interna  onal level. This is partly on account of the growth of collec  vi  es 
such as the European Union (EU), since compara  ve poli  cal studies have 
been inevitably drawn into discussions regarding mul  -level governance.10 
The environment is one policy arena where divergent groups (both state and 
non-state) are drawn together in a kind of vigourous pluralism.11 The need to 
properly address environmental problems has resulted in the replacement 
of old state/society rela  ons by new forms of public/private interac  on.12 
This shi   is a consequence of the percep  on of the lack of eff ec  veness 
of purely public regula  on in tackling the environmental crisis. Complexity 
has reduced the ability of governments to act unilaterally, requiring the 
coordina  on of inter-dependent players in a way that ensures coopera  on 
instead of the exercise of the power of obstruc  on, where adversarial 
and non-coopera  ve behaviour obstructs economic and environmental 
outcomes.13 ‘New’ governance, by contrast to previous approaches, is 
envisaged as a posi  ve process of learning, where all are involved in the 
management of structural change and the nego  a  on and exchange of 
informa  on between par  es results in them learning to trust -- as opposed 
to mistrust -- each other.14 The interac  ons between par  cipants is occurring 
within democra  cally self-regula  ng systems, in which environmental policy 
is the product of processes of internal refl ec  on. These systems are replacing 
exis  ng, more legalis  c, mechanisms.15 

Public policy theorists, like their IR/IP counterparts, also ques  on the 

8. Sonnenfeld and Mol, “Globaliza  on and the Transforma  on of Environmental Governance”, 
p. 1323.

9. Ruggie, “Taking Embedded Liberalism Global”, p. 95.
10. Van Kersbergen and Van Waarden, “‘Governance’ as a Bridge Between Disciplines”, pp. 

149-150; Kjaer, Governance, p. 6.
11. William M. Laff erty and James Meadowcro  , “Democracy and the Environment: Prospects 

for Greater Congruence”, Democracy and the Environment: Problems and Prospects, ed. 
William M. Laff erty and James Meadowcro   (Cheltenham and Lyme: Edward Elgar, 1996), 
pp. 256-272 at p. 257.

12. Daniel J. Fiorino, “Rethinking Environmental Regula  on: Perspec  ves on Law and 
Governance”, The Harvard Environmental Law Review 23(2) (1999) pp. 441-469 at p. 443.

13. Van Vliet, “Environmental Regula  on of Business”, pp. 107-110.
14. Van Vliet, “Environmental Regula  on of Business” pp. 108-111.
15. Fiorino, “Rethinking Environmental Regula  on”, pp. 443-447.
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ability of the current modes of governance to provide for genuine democracy. 
Market-based mechanisms confi ne democra  c decision making to policies 
for crea  ng low-cost social condi  ons conducive to economic development. 
Interna  onal ins  tu  ons and regimes aimed at solving problems beyond the 
na  on-state, such as the environment, are built upon highly technocra  c 
and exclusive suprana  onal agencies and agreements, with a very reduced 
role for the public. Corporate, private governance arrangements for 
example, despite some modest concessions to demonstrate a degree of 
accountability and transparency, s  ll exclude major stakeholding interests 
such as local communi  es. 16

Market-based mechanisms and global fi nance

Deforesta  on and forest degrada  on account for nearly 20% of global 
greenhouse gas (GHG) emissions, more than the en  re global transporta  on 
sector and second only to the energy sector.17 REDD is best understood as 
an ini  a  ve to reduce greenhouse gas (GHG) emissions associated with 
forest clearing, which allows ‘avoided deforesta  on’ in to be included in 
market-based carbon trading mechanisms. It is eff ec  vely a payment in 
exchange for ac  vely preserving exis  ng forests.18 The original concept has 
been accredited to Columbia University MBA graduate and Kevin Conrad. 
By the  me the Kyoto Protocol was formally ra  fi ed in 2004 deforesta  on 
had eff ec  vely dropped off  the agenda. Conrad, founder of the Coali  on 
of Rainforest Na  ons represen  ng the main rainforest regions, successfully 
lobbied the United Na  ons Framework Conven  on on Climate Change 
(UNFCCC) to consider his proposal as a mechanism for re-integra  ng ac  on 
on deforesta  on back into the climate change talks.19 

REDD addresses the problem of climate change via a range of state 
and non-state market-based mechanisms to encourage sustainable 
management of tropical forests, and thereby reduce greenhouse gas 
emissions. It is now formally referred to as REDD+ in the wake of the 
UNFCCC Conference of Par  es (COP) 15 in Copenhagen, to refl ect the 
ini  a  ve’s growing emphasis on conserving and enhancing forests on the 
basis of their value for carbon sequestra  on, rather than simply reducing 
emissions.20 It is linked to the Kyoto Protocol (KP) and the Protocol-related 
Clean Development Mechanism (CDM) as it off ers developing countries a 
means of mee  ng their emissions targets through reducing GHG emissions 

16. Paul Hirst, “Democracy and Governance”, in Deba  ng Governance: Authority, Steering and 
Democracy, ed. Jon Pierre (New York: Oxford University Press, 2000) pp. 13-35.

17. UN REDD Programme “About REDD+”, h  p://www.un-redd.org/AboutREDD/tabid/582/
language/en-US/Default.aspx accessed 20/05/2010 

18. Carbon Posi  ve, “Glossary” h  p://www.carbonposi  ve.net/viewar  cle.aspx?ar  cleID=44 
accessed 010/10/2010.

19. Beth Kwon, “Diet for a Warm Planet”, Columbia Magazine, Spring (2006), pp. 22-27 at pp. 
24-25.

20. For more informa  on, see: Charlie Parker, Andrew Mitchell, Mandar Trivedi and Niki 
Mardas, The Li  le REDD+ Book (Oxford: Global Canopy Programme, 2009), pp. 11- 92.
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and increasing GHG sinks (i.e. forests) in developing countries.21 
There are a number of mechanisms associated with REDD+. The UNFCCC 

is responsible for the intergovernmental nego  a  ons regarding the content 
and format of REDD+. The United Na  ons Collabora  ve Programme 
on Reducing Emissions from Deforesta  on and Forest Degrada  on in 
Developing Countries (UN-REDD), manages the technical and fi nancial 
components of the ini  a  ve at the interna  onal and na  onal level, with 
the assistance of the United Na  ons Development Programme (UNDP) and 
the Food and Agriculture Organisa  on (FAO). The Forest Carbon Partnership 
Facility (FCPF), via the World Bank, provides funding aimed at maintaining 
standing forests by encouraging biodiversity conserva  on and sustainable 
use through a range of country-level projects.22  The Forest Investment 
Program (FIP) is part of the World Bank’s Strategic Climate Fund (SCF), and 
provides funds to specifi c sectors and projects to pilot new ac  vi  es and 
build capacity in exis  ng ac  vi  es aimed at tackling climate change. Funding 
of more that USD$500 million has been off ered by developed country donors 
including the US and Australia.23 The Global Environmental Facility (GEF), 
created by the World Bank in 1991, is a partnership arrangement made up 
of 178 countries, NGOs, the private sector and interna  onal ins  tu  ons.24 
The GEF Trust Fund developed a funding programme as part of its fi  h four-
yearly funding cycle (GEF-5) for REDD and associated sustainable forest 
management and forest conserva  on ac  vi  es as a result of COP 13 in Bali, 
2007.25 The REDD+ Partnership was established in June 2010 as an “ac  on 
track” to supplement UNFCCC nego  a  ons. It is a country-led ini  a  ve of 58 
member-states but does include some civil society and Indigenous peoples’ 
organiza  ons (IPOs) as well as the private sector. Developed countries have 
provided USD$4 billion for the funding period 2010-2012.26 

To ensure REDD+ meets expecta  ons as one of the solu  ons to climate 
change, it will require a robust, transparent, inclusive and independent 
monitoring system capable of addressing governance reali  es on the 

21. CIFOR, Simply REDD: CIFOR’s Guide to Forests, Climate Change and REDD (Bogor: CIFOR, 
Undated), p. 9 ww.cifor.cgiar.org/publica  ons/pdf_fi les/.../MediaGuide_REDD.pdf 
accessed 01/10/2010.

22. UN-REDD, “The UN-REDD Programme”
 h  p://www.un-redd.org/UNREDDProgramme/tabid/583/language/en-US/Default.aspx, 

accessed 23/03/2010, Forest Carbon Partnership Facility, “Forest Carbon Partnership 
Facility”, undated, pp. 6-10.

23. Climate Funds Update, “Forest Investment program”, h  p://www.climatefundsupdate.
org/lis  ng/forest-investment-program accessed 01/10/2010.

24. Climate Lab, “Global Environment Facility”, h  p://climatelab.org/Global_Environment_
Facility accessed 01/10/2010. 

25. Interna  onal Ins  tute for Sustainable Development (IISD) Repor  ng Services, “GEF 
STAP Considers REDD, Forest Conserva  on and Sustainable Forest Management” h  p://
climate-l.org/news/gef-stap-considers-redd-forest-conserva  on-and-sustainable-forest-
management/ accessed 01/10/2010.

26. Forest Carbon Portal, “Mul  lateral Interim Redd+ Partnership Established In Oslo” h  p://
www.forestcarbonportal.com/resource/interim-redd-partnership-established-oslo 
accessed 02/10/2010.
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ground.27 Monitoring, repor  ng and verifi ca  on (MRV) is essen  al, 
otherwise REDD+ will go the way of the CDM with over complex rules for 
many developing countries and where two countries (China and India) share 
almost three-quarters of the total projects.28 The rela  onship between the 
CDM and REDD+ remains unclear. If REDD+ is linked with CDM its future is 
dependent on that of the CDM, which is also uncertain. It has been suggested 
that addi  onal emissions sources such as REDD+ should be kept separate 
as it is uncertain how integra  ng REDD+ will impact on carbon markets.29 
REDD+ requires governance arrangements that can deliver large-scale 
emissions reduc  ons. Inclusiveness of representa  on of forest dependent 
people, civil society organiza  ons, and the private sector, as well as systemic 
transparency are also necessary.30 

Global governance and the North/South divide

Some of these broader governance issues can be seen to be playing 
themselves out in the various policy regimes tackling climate change. There 
is an inherent and ongoing tension between sustainable development, and 
climate governance, for example. Contradic  ons are evident in the Kyoto 
Protocol in par  cular. On the sustainable development side of the equa  on it 
promotes specializa  on and North/South technology transfer, and provides 
an effi  cient way of tackling emissions reduc  on cost eff ec  vely. Following the 
Rio model of engagement, it also allows for mul  -stakeholder par  cipa  on 
in climate governance, and enhances local capabili  es. However, the current 
reali  es of climate governance are providing the West with a cheap way 
to avoid taking ac  on itself, whilst simultaneously priva  zing the global 
commons by ascribing private property rights to nature via the market. 
These reali  es reinforce the domina  on of rich countries over poor, whilst 
aliena  ng the poor from their land and decision making over common 
resources.31 Developing countries argue that developed countries should 
take the lead in reducing emissions; developed countries in return argue 
that they were unaware of the impacts of emissions previously and that it 
is fairer to allocate burden sharing on the basis of current emission levels.32 
The current regulatory carbon-related framework, and its North to South 
market-based models of capital transfer and carbon fi nance mechanisms, 

27. Global Witness, Building Confi dence in REDD, Monitoring Beyond Carbon (London: Global 
Witness, 2009).

28. Bleaney et al, Ibid.
29. Ibid.
30. Charlo  e Streck, Luis Gomez-Echeverri; Pablo Gutman; Cyril Loisel; Jacob Werksman, 

REDD+ Ins  tu  onal Op  ons Assessment: Developing an Effi  cient, Eff ec  ve, and Equitable 
Ins  tu  onal Framework for REDD+ under the UNFCCC, h  p://www.redd-oar.org/links/
REDD+IOA_en.pdf, accessed 21/05/2010.

31. Okereke, “Climate Jus  ce and the Interna  onal Regime”, p. 470.
32. Ibid. p. 465.
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“which necessarily engenders an uneven distribu  on of development.”33 
The choice of mechanism also demonstrates considerable variability, such 
as the preference for climate ‘partnerships’. The Asia Pacifi c Partnership 
for example has been characterized as a mul  lateral governmental model 
which sits outside the purview of the UN, and which is both eli  st and 
technocra  c. Public-private partnerships, might be seen as having higher 
levels of governance quality since they have ins  tu  onalized valida  on, 
review and verifi ca  on through a range of monitoring mechanisms.34 

Developing-country concerns about ins  tu  onal or technical capacity 
are important, but of a second order compared to ma  ers of legi  macy 
and credibility.35 Opportuni  es should be made available to forest sector 
stakeholders to help ensure REDD+ nego  a  ons deliver progressive and 
equitable outcomes for people and forests.36 At present, there is no fi nal and 
binding REDD+ agreement, nothing can be described as certain. However, 
nego  ators at COPS 15 and 16 did reach consensus on a number of key 
issues, which are extremely likely to be part of a REDD agreement when it 
is reached.

Analy  cal framework

Studying stakeholders’ a   tudes regarding the evolving governance of 
REDD+ provides insights into the rela  ve infl uence of specifi c sectors, and 
the quality of the ini  a  ves as a whole. This sec  on explores the percep  ons 
of environmental, governmental and economic sector par  cipants from 
both the global North and South regarding the governance of REDD+. 
Given its intergovernmental focus, the results rela  ng to REDD+ focus on 
governmental and environmental non-government par  cipants. Where 
available, individual comments regarding fi nance and investment issues 
pertaining to the mechanisms are also reproduced. The REDD+ survey 
produces the results of three surveys rela  ng to the UNFCCC REDD+ related 
nego  a  ons, which were conducted before and a  er COP 15 in November 
2009 and March 2010, and in September 2010, before COP 16 in Cancun, 
December 2010. The CDM survey was also conducted in October 2010 
before COP 16.

The surveys use an analy  cal model based on a framework of principles, 
criteria and indicators of governance quality. The framework is based on a 
review of governance a  ributes, iden  fi ed from the fi elds of interna  onal 
rela  ons, compara  ve poli  cs, public administra  on and broader 

33. Ma  hew Paterson and Johannes Stripple, “Singing Climate Change into Existence: On the 
Territorializa  on of Climate Policy Making”, in The Social Construc  on of Climate Change: 
Power, Knowledge, Norms, Discourses ed. Mary Pe   nger (Aldershot and Burlington: 
Ashgate, 2007) pp. 149-172, at p. 543; Emphasis in the original.

34. Ibid. pp. 74-100.
35. Ibid.
36. RECOFT (The Centre for People and Forests) REDD+, “Moving Forward for People 

and Forests”, h  p://www.reco  c.org/site/fi leadmin/docs/publica  ons/The_Grey_
Zone/2010/REDD__2010_MovingFINAL.pdf accessed 18 /05/2010.
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governance theory. These a  ributes are arranged hierarchically to allow for 
consistency of measurement. Measurement is by means of indicators, which 
are aggregated under the relevant criterion, or category. These criteria are in 
turn used to evaluate compliance at the principle level. A principle is a rule, 
or value, that requires measurement. See Table 5.1 below.

Table 5.1: Hierarchical framework for the assessment of governance quality

Principle Criterion Indicator

“Meaningful 
par  cipa  on”

Interest representa  on

Inclusiveness

Equality

Resources

Organisa  onal responsibility
Accountability

Transparency

“Produc  ve 
delibera  on”

Decision making

Democracy

Agreement

Dispute se  lement

Implementa  on

Behavioural change

Problem solving

Durability
Source: Cadman 2011: 17

Par  cipants were asked to rate their percep  ons using a Likert scale 
from ‘very low’ to ‘very high’ (1-5), rounded to the second decimal point, 
following the indicators of Table 1 above. The scores of the relevant 
indicators were added to determine performance at the criterion level. In 
turn, the relevant criteria were added to determine performance at the 
principle level; fi nally, the two principle scores were combined to determine 
overall performance. Par  cipants were recruited from a range of publicly 
available lists of representa  ves from organisa  ons ac  vely involved in 
REDD+. The invita  on to par  cipate in the survey was blind carbon copied 
to invita  on recipients, who were invited to disseminate the survey further. 
In addi  on to the qualita  ve ra  ng scale, respondents were also invited to 
provide substan  ve comments. The number and type of respondents are set 
out in tables 5.2 and 5.3 below:
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Table 5.2 Breakdown of UNFCCC REDD+ environmental and governmental     
respondents by survey, region and sector

 Survey Region
Sector Total number 

Environmental Government

1. November 2009
North 19 1

30
South 5 5

2. March 2009
North 6 3

36
South 17 10

3. September 2010
North 8 9

35
South 8 10

Total North/South 63 38 101

Qualita  ve survey results

Environmental respondents:

Northern environmental NGOs provided the most comments on the 
fi nancial and market-based aspects of REDD+. One Northern respondent 
expressed a concern over the poten  al impacts of climate change investment 
could have on other environmental ini  a  ves, since “payments for carbon 
off sets or use of REDD+ otherwise in interna  onal carbon markets will 
inevitably lead to devalua  on of other ecosystem services no ma  er the 
level of concern expressed in guiding principles and documents”. They were 
par  cularly worried that payments for carbon services would be captured 
by local elites or private business en   es. They also felt that local and 
indigenous resource users were threatened by further marginaliza  on and 
inequitable distribu  on of benefi ts from REDD+ if this cri  cal issue was not 
addressed immediately. 

Some considera  on was given to the representa  on of interests within 
the ini  a  ve, leading one respondent to comment that it was not “equitable”. 
They ques  oned the democra  c legi  macy of the nego  a  ons on account of 
the power of “corporate lobbying and vested interests”, which had a greater 
impact on decision making than other par  cipants. They felt the whole 
REDD+ space was overly pre-occupied with “corporate solu  ons” to climate 
change. This led one respondent to suggest that REDD+ needed to come 
to grips with “engaging people from the ethical [Carbon] markets sector”. 
The corporate emphasis of REDD+ led another respondent to ques  on its 
“overall policy architecture” and focus on developing carbon trading in 
the future, as this would, in their opinion, undermine any poten  al for it 
to be eff ec  ve. It was not geared to changing behaviour, but maintaining 
“business-as-usual”. This view as echoed by another respondent who was 
concerned that the presence of logging interests in the nego  a  ons would 
“end up promo  ng deforesta  on by subsidising logging”. 

Part of the problem, according to a further individual, was that the 
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ini  a  ve seemed “overly dependent on donor funding” from the developed 
countries. This would impact on the durability of REDD+ because recipient 
countries lacked genuine mo  va  on. The overall parlous nature of donor 
funding was also problema  c, and referred to by a number of respondents. 
One respondent felt the situa  on would only improve if there were more 
donors on board. At the  me of wri  ng, they noted that only Norway and 
Denmark had made substan  ve contribu  ons. More were needed. They 
were also concerned that the support eff orts of UN-REDD in channelling 
funds to recipient countries in the absence of “proper independent expert 
review of country programmes” meant that money might be approved for 
countries “without a lot of transparency and oversight”. The situa  on was 
very dependent on the UNDP country reps, and it was not clear to what 
extent “funds are being transferred to country ins  tu  ons as opposed to 
being used in the local UNDP offi  ces”. In this context, according to another 
respondent it was good to have both UN-REDD and FCPF in recipient 
countries. If they were able to “harmonise” their ac  vi  es at na  onal level it 
would improve REDD+ implementa  on

Southern respondents added two further comments. One echoed 
concerns about the role of donor countries, and commented that, “money 
will talk as always, and the big countries will get their way”. This was possibly 
because, according to another respondent “it seems like poli  cs comes fi rst”. 
The last respondent was concerned that the rise and fall of diff erent “interim 
mechanisms” such as the REDD+ Partnership “could blur the quality of the 
UNFCCC especially in terms of fi nancing, transparency and inclusiveness”. 

Northern respondents noted without excep  on that they received no 
resources to par  cipate in any of the REDD+ mechanisms. Only respondents 
from the South answered that they had received support, one commen  ng 
that they felt these had been “adequate”.

Government respondents

Governments were mostly concerned about the structures and processes 
of REDD+. One southern respondent was par  cularly concerned that “very 
li  le eff ort” had gone into ge   ng scien  sts actually involved in REDD+ 
related work to contribute to nego  a  ons. This meant that decision were 
“too poli  cally based and not factually based”. One northern respondent 
noted that part of the problem was that the bureaucra  c structures at both 
the intergovernmental and na  onal levels were “a big barrier.” However, by 
way of mi  ga  on, one Southern respondent noted that what REDD+ was 
doing was new and that no one had all the answers. What was important 
were the “collabora  ve arrangements” (like UN-REDD) that helped 
collec  ve progress rather than “opera  ng separately”. They saw the value 
of such collabora  on as “tremendous” and they consequently considered 
their par  cipa  on in REDD+ to be “highly meaningful”. Finally, in terms of 
resources, one Northern respondent noted that their government provided 
all their costs. They did not consider it necessary for the mechanism itself to 
fund par  cipa  on.



Changing  paradigms of aid eff ec  veness in Nepal112

Q
ua

n
 t

a
 v

e 
su

rv
ey

 re
su

lt
s

Ta
bl

e 
5.

3 
En

vi
ro

nm
en

t a
nd

 G
ov

er
nm

en
t s

ec
to

rs
’ p

er
sp

ec
 v

es
 o

f R
ED

D
+ 

re
la

te
d 

U
N

FC
CC

 n
eg

o
 a

 o
ns

 (g
lo

ba
l N

or
th

 a
nd

 S
ou

th
)

P
 ri
nc
ip
le

1.
 M

ea
ni
ng
fu
l 
P
ar
tic
ip
at
io
n

M
ax
im
um

 s
co
re
: 
25
;

M
in
im
um

: 
5

2.
 P

ro
du
ct
iv
e 
de
lib
er
at
io
n

M
ax
im
um

 s
co
re
: 
30

M
in
im
um

: 6
To
ta
l

(o
ut
 o
f 

55
)

      

C
rit

er
io

n
1.

 In
te

re
st

 re
pr

es
en

ta
tio

n
M

ax
im

um
 s

co
re

: 1
5

M
in

im
um

: 3

2.
 O

rg
an

isa
tio

na
l 

re
sp

on
sib

ilit
y

M
ax

im
um

 s
co

re
: 1

0
M

in
im

um
: 2

P
ri
nc
-

ip
le

S
co
re

3.
 D

ec
isi

on
-m

ak
in

g
M

ax
im

um
 s

co
re

: 1
5

M
in

im
um

: 3

4.
 Im

pl
em

en
ta

tio
n

M
ax

im
um

 s
co

re
: 1

5
M

in
im

um
: 3

P
ri
nc
i-

pl
e

S
co
re

   
In

di
ca

to
r 

In
clu

s-
ive

ne
ss

Eq
ua

-
lity

R
es

o-
ur

ce
s

C
rit

er
i-

on
Sc

or
e

Ac
co

u-
nt

ab
ilit

y
Tr

an
sp

-
ar

en
cy

C
rit

e-
rio

n
Sc

or
e

D
em

o-
cr

ac
y

Ag
re

e-
m

en
t

D
is
pu
te
 

st
tle
-

m
en
t

C
ri
te
ri
on

S
co
re

Be
ha

v-
io

ur
al

 
ch

an
ge

Pr
ob

-
le

m
 

so
lvi

ng

D
ur

a-
bi

lity
C

rit
er

io
n

Sc
or

e

En
vi
ro
n-

m
en
t

N
or
th

2.
58

1.
83

1.
59

6.
00

2.
76

2.
76

5.
52

11
.5
2

2.
33

2.
29

2.
15

6.
77

2.
83

2.
53

3.
44

8.
80

15
.5
7

27
.0

9
2.

67
1.

83
1.

00
5.

50
2.

60
2.

67
5.

27
10
.7
7

2.
20

2.
17

2.
20

6.
57

2.
60

2.
60

2.
67

7.
87

14
.4
4

25
.2

1
3.

63
2.

67
1.

71
8.

01
2.

63
2.

50
5.

13
13
.1
4

2.
75

2.
29

2.
50

7.
54

3.
13

3.
13

3.
14

9.
40

16
.9
4

30
.0

8

En
vi
ro
n-

m
en
t:

S
ou
th

2.
60

3.
00

1.
80

7.
40

2.
00

2.
40

4.
40

11
.8
0

2.
25

2.
00

2.
00

6.
25

2.
60

3.
00

3.
00

8.
60

14
.8
5

26
.6

5
3.

25
2.

67
2.

17
8.

09
3.

46
3.

36
6.

82
14
.9
1

2.
71

2.
88

2.
54

8.
13

3.
06

2.
94

3.
38

9.
38

17
.5
1

32
.4

2
4.

18
3.

65
2.

29
10

.1
2

3.
62

3.
93

7.
55

17
.6
7

3.
69

3.
06

2.
81

9.
56

3.
82

3.
76

3.
53

11
.1

1
20
.6
7

38
.3

4
G
ov
er
n-

m
en
t

N
or
th

5.
00

4.
00

1.
00

10
.0

0
3.

00
4.

00
7.

00
17
.0
0

4.
00

4.
00

4.
00

12
.0

0
4.

00
4.

00
5.

00
13

.0
0

25
.0
0

42
.0

0
3.

33
4.

00
1.

00
8.

33
3.

00
3.

67
6.

67
15
.0
0

3.
33

2.
67

2.
33

8.
33

3.
67

3.
67

3.
00

10
.3

4
18
.6
7

33
.6

7
3.

67
2.

5
2.

5
8.

67
3.

44
3.

43
6.

87
15
.5
4

4
3.

44
3.

17
10

.6
1

3.
88

3.
56

3.
63

11
.0

7
21
.6
8

37
.2

2

G
ov
er
n-

m
en
t

S
ou
th

3.
20

2.
60

2.
20

8.
00

3.
25

3.
20

6.
45

14
.4
5

3.
20

3.
00

2.
50

8.
70

2.
60

2.
40

2.
80

7.
80

16
.5
0

30
.9

5
3.

50
3.

10
2.

33
8.

93
3.

30
2.

80
6.

10
15
.0
3

2.
80

3.
40

2.
78

8.
98

3.
70

3.
50

3.
60

10
.8

0
19
.7
8

34
.8

1
3.

90
3.

70
1.

78
9.

38
3.

10
3.

50
6.

60
15
.9
8

3.
50

3.
20

3.
33

10
.0

3
4.

00
3.

90
4.

30
12

.2
0

22
.2
3

38
.2

1
N

ot
es

: 1
) R

es
ul

ts
 in

cl
ud

ed
 fr

om
 S

ur
ve

y 
1 

(b
ef

or
e 

CO
P 

15
 - 

da
rk

 g
re

y)
, S

ur
ve

y 
2 

(A
 e

r C
O

P 
15

 –
 m

ed
iu

m
 g

re
y)

 a
nd

 S
ur

ve
y 

3 
(b

ef
or

e 
CO

P 
16

 –
 w

hi
te

).



Changing  paradigms of aid eff ec  veness in Nepal 113

Conclusions

The results would appear to confi rm some academic concerns regarding 
the quality of REDD+ governance arrangements. It would also be interes  ng 
to determine whether the results generated from this survey would be 
similar at an individual country level (such as Nepal). With regards to the 
surveys themselves, it is also worth no  ng the poten  al existence of a 
par  cipa  on gap between fi nancial ‘insiders’ (such as government) and 
‘outsiders’ (environmental NGOs) regarding REDD+ governance quality. 
But the results are from a short-term study, and one with rela  vely few 
par  cipants. The surveys nevertheless do provide some insights into the 
quality of governance but are not defi ni  ve in their own right. Longer-term 
inves  ga  on will be necessary to determine if the trends iden  fi ed here are 
correct. However it is worth making the point that quality-of-governance 
standards would make it easier for poten  al and actual par  cipants in 
global environmental governance systems like REDD+ to determine whether 
they should engage in a given ini  a  ve or not.  Standards would also allow 
poten  al and actual investors to determine the ‘governance risk’ of climate 
change investments. 
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Green governance: 
Development aid, local investment 
and benefits from community forestry

–B.K. Pokharel

THIS paper provides an analysis of forest sector governance, which is facing 
challenges of contradic  ons stemming from old fashioned bureaucra  c 
culture of classical forest service and new democra  c governance prac  ce of 
Nepal's community forestry. In addi  on, it analyses the scale and the volume 
of development aid, investment of Nepali government and local communi  es 
in community forestry sub-sector. Local communi  es are increasingly seen as 
the main investors and source of fi nancing, bearing more than two third cost 
of Nepal’s community forestry. The benefi t however is not in commensurate 
with what local communi  es have invested. So there is a challenge whether 
local communi  es can invest on community forestry sustainably for its 
protec  on and management if they are not empowered and favoured 
by government in terms of securing tenure rights and autonomy so as to 
op  mise livelihood opportuni  es for the people dependent on forests.

Forest governance woes:  

Following restora  on of democracy in 1990, forest sector governance 
has been one of the few sectors in Nepal undergoing massive transforma  on 
from conven  onal technocra  c stereo-typed bureaucracy to a pro-poor and 
democra  c public service. On the one hand, forest sector suff ers from ill-
governance prac  ces, on the other, it is transforming by itself. 

On a posi  ve note, through community forestry, re-orienta  on of people 

10
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from the forest service has altered their tradi  onal role of policing to a role 
of advisors. As a result, the forest service has started to collaborate with civil 
society organisa  ons. Government staff s are ge   ng aware of equity issues 
and have begun to realise the need of inclusion of the poor and marginalised 
groups. 

Despite posi  ve change, the forest service s  ll suff ers from ill governance. 
For example, rule of law is not maintained. Law contradicts with policies 
and its own regula  ons. Frequent and sudden change in policies without 
consensus makes the working environment diffi  cult and confusing. Whilst 
forestry requires long term strategic visions, decisions are taken keeping in 
mind the short term gains. Forest has several stakeholders but the forest 
service s  ll suff ers from heavy workload and is overburdened with legal, 
administra  ve, fi scal and technical loads resul  ng in low quality service 
delivery. Legal provisions are normally misinterpreted and not complied 
with. Tradi  on of dilly-dally s  ll holds. Necessary documents and procedures 
for decision making are s  ll held back from public. Offi  cials and func  onaries 
tend to be accountable only to their seniors and not to the general public. 
Duty-bearers with authority and power o  en do a disappearing act.  Forest 
sector is yet to learn from its own success and failures. The decision making 
process is very much infl uenced by short term poli  cal and personal 
interests, which leads to ill-u  lisa  on and mis-u  liza  on of resources in the 
forestry sector. Tools of democracy such as public hearing, mass mee  ngs 
and public poll are rarely used in decision making. Conten  ous issues and 
disputes are rarely se  led through wider consulta  on and debates between 
duty-bearers and rights holders. 

Development aid in the forestry sector and its eff ect

To tackle some of the problems listed above, forestry sector received 
support  from various donors for a period ranging from fi ve years to twenty  
years, They pumped on an average US$20 million a year (see table below) 
into the forest sector development totalling of US$190.8 million over the 
last twenty years. Support was provided mainly for ins  tu  on and capacity 
building related ac  vi  es, (i) train forest staff  in order to set up community 
groups through a social mobiliza  on process, (ii) enable groups to prepare 
appropriate forest management plans, (iii) build capacity of forestry sector 
stakeholders in order to ensure ins  tu  onal, ecological and economical 
sustainability of the community groups, and (iv) for ensuring quality service 
delivery and technical assistance. 

Most of the development aid is spent in kind on facilita  on support, 
government’s infrastructure building and capacity building, consultancy 
services to enhance quality service delivery, social empowerment and 
technical assistance through expatriates, project and NGO personnel and 
local human resources, and only 20-30 percent of the total development aid 
is es  mated to have been spent in cash at local user group and household 
levels.

In the event of royal takeover in February 2005, many donors withdrew 
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fi nancial support in the forestry sector. Role of donors in forestry has been 
signifi cant but the impact mixed. Community forestry programme, for 
example, has been remarkably successful in terms of its tangible impact on 
environmental conserva  on; however impact on biodiversity and watershed 
management has been mixed. There has been limited support in private 
forestry, non-  mber forest products, wood based industries and research 
sector leaving very li  le or no impact. 

Table 6.1: Foreign Aid contribu  ons to forestry sector a  er 1990

Donor
Dura  on
(approx. 

years)

Approx. 
amount 
in US$ 
million

Average 
budget/yr in 
US $ million

Sub sector

UK > 20 years 53.6 2.68 Community forestry

Switzerland > 20 years 20.0 1.00 Community forestry

Denmark >  5 years 20.2 4.05 Community forestry 

Australia > 10 years 17.6 1.76 Community forestry

USA through CARE/N > 10 years 11.5 1.05 Community forestry

USA through WWF/N > 20 years 21.2 1.06 Biodiversity

Germany > 5 years 5.0 1.00 Community forestry

IFAD > 10 years 13.7 1.37 Leasehold forestry

The Netherlands 
through SNV > 5 years 6.0 1.21 Collabora  ve forestry

EU > 5 years 18.7 3.75 Watershed

Japan > 5 years 0.7 0.14 Watershed

UNDP and FAO > 10 years 2.6 0.26 Biodiversity

Total 190.8 19 .27
Source: Adapted from Pokharel et al., 2008 

Swiss government, for example, through its project has spent about NRs 
7.5 million per year on regular government (“red book”) ac  vi  es in three 
districts. It spent an addi  onal NRs 5.6 million per year on various capacity 
building and fi eld level ac  vi  es through direct funding in human resource 
development (trainings, workshops, long term scholarships MSc, B.Sc, ISc 
scholarships1 etc.) to GON staff  and community members. This is equivalent 
to NRs 4.37 million per district, or NRs18600 per community group. It is 
es  mated that 52 percent of this government “red book” ac  vity expenditure 
is on infrastructure, vehicle running and other recurrent ac  vi  es.

1. Support to pre and post SLC scholarships for community members is also provided but not 
included in this calcula  on.
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Local investment is much higher than the development aid

The data from three districts, where Swiss funded Nepal Swiss 
Community Forestry Project (NSCFP) was launched, show that the cost borne 
by community forestry user groups was almost 71 percent of the total cost, 
the donors’ and government’s share was only 16 percent and 13 percent 
respec  vely.  Government of Nepal spent, on average, an addi  onal NRs 7.5 
million per year per district on salaries and wages of its staff  and on some 
programme ac  vi  es. A conserva  ve es  mate suggests that 50 percent of 
staff   me is put into community forestry in the project districts. That comes 
to NRs 3.75 million per district or NRs16000 per community group.

Community members, on the other hand, have contributed to community 
forestry in two ways. Community Forest User Groups, for example, have 
invested an es  mated NRs 76500 per year per group in labour, as opportunity 
cost in wages a  ending commi  ee mee  ngs, assemblies and for forest 
protec  on2. This is equivalent to NRs 850 per hectare of community forest 
per year3 and NRs1.8 Crores per district. Community Forest User Group 
members spent around 25 percent of their cash fund on forest development 
ac  vi  es. This is equivalent to an average of NRs 2500 per group per year. 
Groups spent a further 36 percent of their fund on community development 
ac  vi  es like drinking water supply, school buildings, temples and trails. This 
comes to NRs 5500 investment per group. It is clear from the analysis that if 
community groups pull out from community forestry, government will have 
to fi nd about 1.8 Crores NRs per year for one hill district to pay for labour 
inputs and forest development ac  vi  es. VDCs and other government service 
providers will also have to fund other community development ac  vi  es 
that are currently being undertaken by community forest user groups.

Table 6.2: The Costs of Community Forestry (per community forest user 
group per year)

Contributor NRs %

Development aid from donors 18,600 16

Government of Nepal 16,000 13

Community groups (labour) 76,500 64

Community groups (cash for forest development) 2,500 2

Community groups (cash used for community development) 5,500 5

Total 1,19,100 100
Adapted from Pokharel et al. 2008

2. Assump  ons: shadow wage rate of NRs 100 per day; investment of forest watcher (365 
person days per year); assembly mee  ngs (200 person days per year); commi  ee mee  ngs 
(60 person days per year), tole mee  ngs (40 days per year), tending opera  ons (100 days 
per year). Person days are calculated on the basis of mee  ngs of 5-6 hours for assemblies 
and 2-3 hours for commi  ee members. The es  mate does not include costs some FUGs 
incur for forest regenera  on (nursery and planta  on development).

3. There is an average CF of 90 ha per FUG in Dolakha, Ramechhap and Okhaldhunga.
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The Table shows that community forestry is managed in the country with 
an investment of about 1727 million NRs (25 million US$), of which 17.5 
million US $ is borne by the local communi  es only. 

Benefi ts from community forestry

Despite huge investment by local communi  es and the scale of opera  on 
throughout the country, the contribu  on of community forestry to Nepal’s 
economy is not well recognised by the na  onal accoun  ng system.   Linkages 
between the community forestry sub-sector and the poverty indicators of 
the Na  onal Planning Commission are weak; no mechanisms in place to link 
community forestry impact monitoring data with the na  onal data.  This 
is partly by reason of major share of the na  onally unaccounted budget 
of community forestry is borne voluntarily by local communi  es and li  le 
comes from the government treasury. The na  onal level data tends to 
look for physical targets against government budget rather than impacts 
par  cularly on poverty regardless of the PRSP and government periodic 
plans that lay emphasis on community par  cipa  on. 

World Bank (1994) es  mated that under an intensive forest management 
regime Nepal's forests could yield products valued at NRs 12.5 billion per 
year (18.0 million US$) - taking into account only woody products. Given 
the present 1.2 million hectare area of community forests, these are 
clearly signifi cant amounts – the rela  ve fi nancial impact of focusing on 
‘commercial’ i.e. traded products as opposed to subsistence fuelwood and 
fodder.  At present very li  le of this poten  al is being realised.

Data from government-controlled forests is not available. However it is 
roughly es  mated that currently Nepal u  lises only 8 percent of the mean 
annual increment from such forests. This supports the World Bank es  mate 
of the loss of NRs 62.5 million (892,000 US$) per day for not sustainably 
managing Nepal’s exis  ng forests (World Bank 1994). This is a huge fi gure 
when compared with foreign aid to the forest sector received by Nepal 
(approximately 52,000 US $ per day) over the past 10 years. The total annual 
income from the sale of forest products from community forests is about 
NRs 747 million (Kanel, 2004). This stands higher than the annual budget 
of the Forest Department of about NRs 680 million, and the annual income 
from government controlled forests of about NRs 550 million in 2002. Since 
community forests cover only about 22 percent of area that are na  onal 
forests but generate a much larger income, the implica  on is that forest 
management through community forestry is the more effi  cient in terms of 
revenue genera  on (Kanel 2004). 

In addi  on to the economic benefi ts men  oned above, community 
forestry contributes to social inclusion, gender equality and rural 
development. In 15 years, community forestry has become one of the largest 
ini  a  ves in the country. There are around 14337 CFUG formed, 80 percent 
of which are federated at village, district and na  onal level federa  on with 
an infl uen  al role in policy making processes at local, na  onal and, to some 
extent, at the interna  onal level. A total of 23 percent of the country's 
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forests (1.219 mio ha) is handed over to the groups which covers about 
38 percent of the rural popula  on (1.647 mio families). There are about 
52,000 grassroots women leaders (1/3rd posi  on in the CFUG commi  ees) 
and 5000 women leaders in various chapters in CFUG federa  ons (½ of the 
leadership posi  ons are reserved for women at village, sub district, district 
and na  onal level federa  ons). As a result of inclusive structure and local 
democra  cs processes, Nepal's community forestry programme signifi cantly  
contribute to social and human development, community infrastructure and 
addresses, to some extent, poverty and equity issues by mobilizing  natural 
and human resources. It is discovered that many groups are able to deliver 
16 various types of services at rural areas which are under the domain of 
various ministries beyond the mandate of forest ministry and department 
(see Box below).

CFUGs deliver at least 16 types of services to their members

Local democracy and economy - Local level par  cipatory decision 
making, elec  on of commi  ees, judiciary, supply of forest products, public 
audi  ng; communica  on and extension, micro- fi nance, coopera  ve 

Natural Resource Management  - forest, agriculture, environment, 
eco-tourism, and land management

Physical infrastructure, human and social development - community 
building, community utensils, transport – road, trail and bridge, irriga  on 
channel, pond, electricity, toilet and sanita  on, water mill, telephone 
lines and poles, improved stove, health facili  es and humanitarian 
assistance, temple, drinking water, educa  on – school building, teachers' 
salary, furniture and women empowerment

Source: Pokharel et. al. (2008)

Studies show that quality of community forests has increased as evident 
from improvement in landscape and biodiversity (Branney and Yadav, 1998; 
Gautam et. al., 2002; DOF, 2005; Kandel and Neupane, 2007; Nagendra 
et. al., 2008; Luitel et. al., 2009; Pokharel and Mahat, 2009). Community 
Forest User groups have become the vehicle to reach to the poorest and 
disadvantaged households to enhance their livelihoods assets (see Box 
below).
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Livelihood assets off ered by CFUGs to the poorest households

Financial resources – loan, grant, access to group fund, share to 
enterprise, priority to            employment   

Human development – training, self-employment skill, scholarship, 
informa  on, quota in leadership posi  ons

Social development – membership, linkage with other organiza  ons, 
forma  on of collec  ves of disadvantaged households

Physical material support – wood, food, fodder, fuel wood, construc  on 
 mber, herbs and leaves 

Natural capital – community forest land, right to use water and stream 
inside community forests for drinking water, fi shing and irriga  on

Policy to ensure poor people's right – posi  ve discrimina  on for 
equitable benefi t, gender equity and inclusion policy 

Mi  ga  ng vulnerability – material support to maintain shelter, 
humanitarian support in cash and kind to the vic  m of natural disaster 
and calami  es

Source: Pokharel and Carter (2010) 

Despite all these contribu  ons community forest user groups have made 
and the dynamics of local ins  tu  ons in restoring forest resources (Pokharel 
and Mahat, 2010), the challenge remains on how to ins  tu  onalise locally 
ini  ated rural development processes; how to make these groups more 
focused to the wider issues of poverty, equity and access to resources from 
the part of the poorest and disadvantaged (Yadav et.al., 2008; McDermo   
et. al., 2009). Many of these issues however are inherited by hierarchical 
social structure and the top-down nature of wider forest sector governance, 
and insecured forestland tenure rights (Pokharel and Paudyal, 2010), and 
not so much because of the weakness of community forestry itself. 
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Foreign aid and Educa  on in Nepal: 
Some Critical Issues

– Laxman Acharya
                – Dr. Bidya Nath Koirala

Foreign aid: a major means of building rela  onship with outsiders

"Nepal is a yam between two boulders" and “Do not allow foreign 
businessmen to come any closer than Parsha-Gadhi (A border-town with 
India). If foreign merchants come into the country, they will leave the people 
des  tute” are two famous foreign policies of Late King Prithvi Narayan Shah, 
the founder of modern Nepal. His fi rst foreign policy of maintaining balanced 
rela  ons with India and China is s  ll valid in Nepal and no poli  cal par  es 
or government of the country have deviated from this. The second policy, 
isola  ng Nepal from all other countries prevailed for almost two centuries, 
and got a break especially during the Janga Bahadur’s regime, the fi rst prime 
minister of Rana regime1.

But, a number of events occurred a  er the Second World War to change 
Nepal’s foreign policy from one of isola  onism to a much more open one. 
Forma  on of the UNO, India’s independence from Bri  sh rule, the downfall 
of the Rana regime in Nepal, China’s emergence as a communist country, 
and the cold war poli  cs worked as triggers for the change. Right from the 
1950s, successive governments of Nepal have tried to be more open towards 
the foreign world in order to modernize the country. To fulfi ll this objec  ve it 
was necessary to get foreign aid – the fi nancial support, technological know 
how and development ideas and model. Meanwhile, western countries were 
also interested to enter into the country because Its geopoli  cal loca  on 

1. Acharya ,Laxman (2006)

11
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made it fairly important from a strategic point of view2. As a result foreign 
aid became the major tool to serve the interest of both Nepal’s and the 
western countries. As a result, the number of donors as well as the amount 
of foreign aid pouring into Nepal increased sharply over successive decades. 
Being neutral towards superpowers and a  rac  ng as much foreign aid as 
possible, Nepal accepted all and any form of aid, as and when provided. As a 
result, a wide range of donors from countries capitalist to communist, from 
sources bilateral to mul  lateral, and even from missionary organiza  ons 
to INGOs provided assistance to Nepal. Similarly, there were neither any 
specifi c areas, regions, sectors, nor any specifi c group of people that were 
targeted specifi cally by foreign aid. 

As a result, foreign aid has been used for any purpose; from physical 
infrastructure to basic social service development and from entertainment 
related programmes to the development of culture and religion.

Foreign aid: a means of fulfi lling donors and recipient’s interest

There is a big debate on the mo  ve of foreign aid. Theore  cally, all 
donors are altruist. The moral and ethical grounds of helping Nepal and its 
people is the fi rst one that all donors agree upon and state very frankly. But 
many literatures and experiences claim that donors to Nepal have entered 
the country with hidden mo  ves riding on foreign aid. The commercial, 
poli  cal and strategic interests are other pervasive mo  ves that they do 
not like to admit easily. There is no historical evidence to suggest that over 
longer periods of  me donor na  ons assist others without expec  ng some 
corresponding benefi ts (poli  cal, economic, military, etc).3

The main objec  ve behind the US’s entry in to Nepal during 1950s was to 
prevent communist incursion by encouraging poli  cal and economic stability 
by helping vulnerable people in the periphery of the communist world4. The 
mo  ve of aid from the then USSR was to counter the American strategy and 
to spread its own poli  cal ideology. India and China started their aid program 
in Nepal because of their rivalry and their strategic interest in Nepal. Most of 
other donor countries had one common goal of commercial interest that is to 
enhance the world capitalist system. Capturing the market in poor countries 
and making it more favorable for their own trade are the major commercial 
interests of donors. One can see many examples of condi  onali  es imposed 
on aid such as purchase of hardware and appointment of advisors from 
their own countries in many bilateral donor programmes in Nepal. Japan’s 
growing economic interest in the Asian con  nent at that  me could have 
been an eff ort to capture the market through aid.5

The mo  ve of giving aid on ethical and moral grounds is also guided 
by strategic interests of the donor. The resources transferred from rich 

2. Khadka N(1997), Foreign Aid and Foreign Policy, Major Powers and Nepal, Vikash Publishing 
House, New Delhi

3. Todaro, M P (1985), Development in the Third world,
4. Mihaly, E. B. (1965/2003), Foreign aid and poli  cs in Nepal, Himal Books, Kathmandu
5. ibid
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countries to the poor ones help to distribute global resources more equally, 
which, in the long run, is benefi cial and is also a prerequisite for con  nued 
welfare and growth of the rich industrial countries. Growing poverty in many 
underdeveloped countries and the widening gap between the rich and the 
poor supposedly poses a threat to the security of the rich na  ons. Thus, this 
is the general hidden mo  ve of all donors to Nepal behind their assistance to 
the poor ones: to tackle this possible threat to their own security.

Small European donors, like Denmark, Norway, Finland, Netherlands 
seem to be the ones providing aid more on humanist grounds and to transfer 
their own development experiences to Nepal. However, it does not mean 
that these countries did not have the mo  ves of opening market and global 
security, a general mo  ve of all developed countries.

Socio-economic development is the global objec  ve behind aid from 
mul  lateral ins  tu  ons such as WB, ADB and UN agencies. Their global 
interest of helping developing countries and raising the living standards of 
people is valid in Nepal too. In line with their global agenda, the ini  a  on 
of these mul  lateral banks’ aid programmes in Nepal is to integrate the 
country into the global economy – the hidden agenda of western countries. 
Similarly, the UNDP’s interest is to secure security, and to contribute to 
poverty reduc  on goals6.

Likewise, the ruling party and government of Nepal also have their own 
hidden agenda with foreign aid infl ow. Despite theore  cal need of foreign 
aid to bridge the technological and fi nancial gap, the past experiences show 
that the foreign aid has remained means to stay on power. The amount of 
foreign aid infl ow into the  country and donor’s support in the development 
are considered as a measuring rod of judging the strength of poli  cal party 
or government. Rather than u  lizing it, each poli  cal party in government 
counts the amount of foreign aid that could enter in the country during their 
tenure. Moreover, it is an easy way to collect resources. It needs neither 
brain storming nor puts any risk of being unpopular by levying tax on people. 
Further, grant aid is not to be paid back while loan aid will be paid by future 
genera  on.

Foreign aid: volume, sources, types and priority sectors

None of the responsible government agencies in Nepal can give 
the accurate amount of the total infl ow of foreign aid to the country. 
Government has the record of only budgetary support of foreign aid while 
a huge amount of foreign aid such as some INGO’s contribu  on and support 
of some missionary organiza  ons are believed to be aid out of record. Even 
the MoF does not have full record on actual foreign assistance received and 
its use.

The amount of foreign assistance included in the budget is almost equal 
to the amount of foreign assistance that is not included in the budget7. 

6. SECOND COUNTRY COOPERATION FRAMEWORK FOR NEPAL (2002 - 2006), UNDP Nepal
7. Based on the interview with Mr. Bishnu Bahadur KC, Auditor general, Deshantar Weekly, 4 

March 2000
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Economic Survey, a MoF publica  on, the most reliable source of foreign aid 
related imforma  on, such as  gives only the budgetary support of foreign 
aid that accounts only the half of the foreign aid fl ow into the country. At 
present, there are dozens of mul  lateral and bilateral donors while hundreds 
of INGOs are also con  nuously providing development and humanitarian aid 
to Nepal.

 During the1950s and 60s, there was a limited number of donors, mainly 
India, China and the USA. These countries contributed to more than 90 
percent of the total infl ow of aid in the country. As several donors gradually 
started their aid programmes in Nepal, foreign aid in Nepal increased 
tremendously over  me and more than trebled in each successive decade. 
Japan has been the largest donor since the 1980s. The mul  lateral banks 
increased their assistance sharply a  er the mid 1980s. Similarly, from the 
late 1980s, the Netherlands and other small Scandinavian countries like 
Norway, Finland and Denmark also increased their development assistance. 
In addi  on to this, a  er the restora  on of democracy, several INGOs 
increased their assistance to the country. At present, Japan, UK, the USA, 
Germany and Denmark remain the largest bilateral donors while the Asian 
Development Bank and the World Bank are the largest mul  lateral donors. 
India and China are also other major donors to Nepal.

Grants, concessional loans and technical assistance are the major three 
types of aid components in Nepal while bilateral aid, mul  lateral aid and 
the contribu  on of INGOs are the major source of aid. Bilateral donors 
and mul  lateral agencies such as UN agencies and the EC mainly provide 
grants and technical assistances, whereas the WB and the ADB provide 
some negligible technical assistance along with large chunks of concessional 
loans. Likewise, INGOs provide both grants and technical assistance. Before 
1990, the share of INGO’s contribu  on was very negligible. The technical 
assistance was not recorded in the government budget while most of the 
loan and grants were spent through central government channel. But 
a  er the 1990s, the disbursement of bilateral assistance (in case of some 
specifi c donors), ones not meant to be paid back, has been done outside the 
government channel (mainly through I/NGOs) and is following an increasing 
trend. However, the concessional loans provided by the WB and the ADB are 
s  ll spent almost en  rely through government channels.

Technical assistance is one of the major components of foreign aid. It is 
also one of the most debatable issues as majority part of TA is considered to 
get back to the donor countries.

Nepal has been receiving technical assistance mainly in terms of foreign 
experts and technical advisors, feasibility studies to launch programmes, 
training and scholarship for Nepali ci  zens and several types of equipments 
throughout the evolu  on of foreign aid in Nepal. Since technical assistance  
as part of aid right from has not been included in the annual budget of Nepal 
the very beginning, it is diffi  cult to fi nd consistent and actual fi gures of the 
foreign aid coming in as technical assistance. According to the OECD review 
(1985), 'technical coopera  on accounts for almost one third of the net 
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bilateral ODA from DAC members, compared to only 12.9 percent in
19648, Though technical assistance cons  tutes a large percentage, 

the amount of aid under technical experts and volunteers costs are not 
adequately refl ected in the aid fi gures published by the government of 
Nepal (ibid). The share of technical assistance in total foreign aid further 
increased in 1990s. Over 40 percent of all aid now is technical assistance and 
free standing technical assistance, that accounts for the bulk of technical 
assistance, has increased during the 1990-1999 period at an average 
annual rate of 17 percent9. The use of foreign aid is highly infl uenced by 
the donor agency rather than the need of Nepal. Interna  onal development 
paradigms, contemporary development theories and their applica  on 
by the infl uen  al donors such as the World Bank, ADB, USA, UK and UN 
organiza  ons determine the priority of foreign aid. The foreign aid oriented 
development ini  a  on has adopted the “copy and paste” of the world’s 
best examples and global leading concepts of development modality rather 
than iden  fying the country’s need and addressing it. The fact that more 
priority was given to infrastructure in 1950s and 60s, basic need in 1970s, 
the agriculture sector in the 1980s, the con  nua  on in increase in the share 
of social sector from1990s, and the sharp decline in priority of the industrial 
sector from the 1990s and emphasis in good governance and social exclusion 
2000 onwards, are examples of this.

Impact of foreign aid: less intended and more unintended results

Foreign aid had provided not only the scarce resources to Nepal but 
has shaped the en  re development model of the country. All development 
approaches pursued by Nepal at diff erent  mes such as industrializa  on to 
sustainable development, integrated rural development to

poverty reduc  on, fulfi llment of basic needs to structural adjustment, 
import subs  tu  on to export oriented produc  on, and empowerment of 
women to social inclusion are the result of foreign aid. All these are part of 
the changing global development strategies over  me that were advocated 
and ini  ated by donor  agencies in Nepal. Thus, all the present outcome of 
development in the country is the result of foreign aid oriented development 
process. However, it will be injus  ce to undermine the role of internal 
stakeholder of development.

Foreign aid has been unable to achieve its major objec  ves in Nepal. 
By principle, foreign aid helps to bridge the resource gaps in short term so 
that in the long term, the developing countries would be able to mobilize 
their own resources for sustainable development. But, in reality, Nepal could 
never mobilize  its internal resources to meet the fi nancial requirements of 
its development ac  vi  es. Similarly, foreign aid was started in the country 
in the 1950s with the fi rst and foremost objec  ve of economic and poli  cal 
stability. But, despite a regular infl ow of millions of dollars for more than 

8. Khadka N (1991), Foreign Aid, Poverty and Stagna  on in Nepal, Vikash Publishing House, 
New Delhi

9. Foireign Aid Policy 2002, MoF/HMGN
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half a century, the Maoist insurgency began and Nepal has now become 
the most unstable like never before poli  cally as well as economically. The 
impact of foreign aid in Nepal is found having a paradoxical result.

First, the role of foreign aid is very important for crea  on of present day 
socio-economic infrastructure of the country and raising awareness among 
people. But at the same  me, foreign aid has failed to eliminate rampant 
poverty and depriva  on of the people. The credit for the present day physical 
infrastructure of the country goes en  rely to the foreign aid. In 1951, a single 
airport existed in the country, there was only one bank, only 276 kilometres 
of roads, a capacity to produce a mere 1.1 megawa  s of electricity, just 
25 telephone lines and 6,200 hectares of irrigated lines10. But today, the 
present achievements in road and civil avia  on, means of communica  ons 
(newspapers, radio and TV channels) and banking ins  tu  ons are really 
impressive. Likewise, the impressive progress in literacy rates and declining 
infant mortality rates to the emphasis on human rights and democracy, 
good governance including the concept of social inclusion are all direct or 
indirect outcomes of foreign aid. But, at present, Nepal is one of the poorest 
countries of the world with very low per capita income.

Second, the en  re development process of the past, where foreign aid 
had a vital role, has enhanced the wealth and prosperity of the country 
but the inequality among people is widening and the dependency of the 
country is increasing. Nepal Living Standard Survey 2003/04 ha shown that 
the inequality between rich and poor has increased, as the value of Gini 
Coeffi  cient11 has increased to 41.4 in 2003/04 from 34.2 in 1995/9612. It 
is assumed that the value of Gini has further increased to 47.2 in 200813. 
According to NLSS 2003/04, the average per capita income of richest 20 
percent popula  on is 10  mes higher than that of poorest 20 percent 
popula  on. In addi  on to this, From individuals to the whole na  on itself, 
an aid-dependency syndrome has increased unmistakably. Today, Nepal is 
the largest recipient of foreign aid as a percentage of GNP in South Asia 
and the share of aid in GNP was 8 percent in 200314. There is hardly any 
government’s development programs  that do not consist some part of 
foreign aid. Development ac  vi  es without foreign aid have now become 
totally unimaginable in the country. Nepal has taken foreign aid even to make 
a systema  c record of foreign aid infl ow in the country. Nepal’s historical 
economic dependency on foreign aid has now transcended into the social 
and poli  cal aspects. Evalua  ng the worth of every successive government 

10. CPWF (1998), A review of foreign aid in Nepal, Ci  zen’s Poverty Watch Forum, Kathmandu
11. The Gini coeffi  cient is a measure of the inequality of a distribu  on. The Gini coeffi  cient can 

range from 0 to 1; it is some  mes mul  plied by 100 to range between 0 and 100. A low Gini 
coeffi  cient indicates a more equal distribu  on, with 0 corresponding to complete equality, 
while higher Gini coeffi  cients indicate more unequal distribu  on, with 1 corresponding to 
complete inequality.

12. Poverty trends in Nepal (1995/96 to 2003/04), (September 2005), CBS, NPC, HMGN Nepal
13. h  p://www.theodora.com/w  current/nepal/nepal_economy.html down load on Nov 18, 

2010
14. World Development Indicators, 2005
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in terms of foreign aid infl ow is the example of it. Moreover, poli  cal par  es 
have used foreign aid and their rela  on with the donor community as a 
tool to get into power or to depose the opposi  on from power. The local 
level poli  cians try to bring more foreign aid funded projects into his/her 
cons  tuencies in order to prove his/her poli  cal infl uence and credibility, 
and thus, to secure his/her poli  cal future. It means foreign aid has been a 
measuring rod to evaluate the creditability and legi  macy of a government 
or poli  cal party.

Third, foreign aid has emphasized a lot for the democra  za  on of 
the country and mainstreaming the deprived sec  on of popula  on in 
development process. Foreign aid has played and donor agencies has 
played very important role for the poli  cal movement for democracy and 
inclusive development model. But, s  ll a large number of popula  ons are 
economically, socially and poli  cally excluded from the mainstream of 
development. They are physically par  cipated in poli  cal and development 
process but neither they are able to put their view nor are their voices heard. 
S  ll there is big gap between elite and marginalized and their rela  onships 
as ruler and ruled.

Role of educa  on: theore  cal assump  on as well as prac  cal 
experience

Educa  on sector is ge   ng increasing a  en  on by the development 
prac   oner and poli  cians in the developing countries of the world. 
Educa  on has been recognized as an inevitable component in development 
from tradi  onal concept of socio economic progress to modern concept of 
freedom of choice. All economists, from the eighteenth century’s economist-

Adam Smith15 to Nobel Prize winner economist of 1998 - Amartya 
Sen16, see the importance of educa  on in individual’s as well as na  ons' 
development equally. Addi  onally, in poli  cal context it is equally 
important as it is one of the strategic tools to shape an individuals mind- 
se   ng according to the poli  cal system of the country. Likewise, from the 
func  onalists’ view of promo  ng homogeneity in the society and enabling 
young people for appropriate roles in adult life to liberalists’ perspec  ve of 
self-fulfi llment of an individual, educa  on is equally important. Educa  on 
sector has got equal importance in the Marxists’ philosophy as well. They 
believe that educa  on is a capitalist’s tool to serve the interest of ruling 

15. A man’s educa  on at the expense of much labor and  me to any of those employments, 
which require extra ordinary dexterity and skill, may be compared to one of those expensive 
machines. The work which he learns to perform, it must be expected, over and above the 
usual wages of common labor, will replace to him the whole expense of his educa  on, with 
at least the ordinary profi ts of an equally valuable capital---the diff erence between the 
wages of skilled labor and those of common labor is founded upon this principle (Adam 
Smith in The Wealth of Na  on 1976, as cited in HDR 1998)

16. The elimina  on of ignorance, of illiteracy… and of needless inequali  es in opportuni  es is 
to be seen  as objec  ves that are valued for their own sake. They expand our freedom to 
live the lives we have reason to value, and these elementary capabili  es are of importance 
on their own (Sen and Derje J ,1999)
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class people and to dominate the poor countries by rich one. It reproduces 
the social inequality, par  cularly of wealth, power and opportunity. Further 
they believe that educa  on is an agent of capitalism and prepares student 
as obedient future workers. So they claim that a na  on’s investment in 
educa  on is to maintain the inequality in the society.

The world experiences show that investment in educa  on sector 
has brought a posi  ve impact on na  onal development. The developing 
countries such as Japan, South Korea, Hong Kong, Singapore, Taiwan and 
Thailand were able to turn into developed in second half of the nineteenth 
century with a signifi cant investment in educa  on sector during their take 
off  stage of development. Japan’s investment in the development of human 
resources during 1940-50 and objec  ves that are valued for their own 
sake. They expand our freedom to live the lives we have reason to value, 
and these elementary capabili  es are of importance on their own (Sen and 
Derje J, 1999) that of during 1960-70 and China’s during 1980-90 are the 
examples (Koirala and Acharya, 2000). Economic miracles in the East Asia are 
based on the educa  on miracle (HDR, 1998). The development of educa  on 
increases not only the produc  vity of labor force but also helps to op  mally 
use other factors of produc  on as well as new inven  ons and innova  ons. 
The  ger economy countries such as Japan, Korea and Thailand had adopted 
three similar strategies: emphasis in basic educa  on, intensifi ed technical 
educa  on and made a big investment in educa  on sector17. As a result of 
both theore  cal assump  on and prac  cal experiences of importance of 
educa  on, the developing countries have been inves  ng, over the period, 
more and more in this sector.

17. Koirala and Acharya, 2000
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Table 7.1: Public investment in educa  on: increasing budget priori  zing 
primary educa  on

During Rana regime, with very few public schools, educa  on was not 
government’s priority. Alltogether there were 321 primary and 11 secondary 
schools in  1951  (Bha  a,  2009).  A  er  the  establishment  of Ministry 
of Educa  on in 1951, the government’s role regarding educa  on slowly 
increased. The role accelerated from 1970s, along with New Educa  on 
Plan (1971), as government took the total responsibility of educa  on 
system of the country. The government expenditure also proves the 
increasing involvement of government over the period (see adjoining 
box). At present years, government is alloca  ng around 16 percent budget 
in educa  on sector in its na  onal budget. But the data of past years, the 
actual expenditure in educa  on sector is about one fi  h of the total annual 
government expenditure. The government had allocated 47.53 billion of 
rupees in educa  on sector.

The distribu  on of educa  on expenditure in diff erent sectors is the 
mirror of educa  on policy of a country that shows a country’s priority. 
Looking at the distribu  on fi gure of educa  on expenditure over the period, 
the expenditure pa  ern is shi  ing in the same direc  on.

The share of primary educa  on is con  nuously increasing over the 
period while that of higher educa  on is decreasing. The high decrease in 
primary educa  on in 2009/10 budget is due to the entry of new program 
– School Sector Reform Project (SSRP). In this FY, 27 percent of the budget 
is allocated under the educa  onal development heading where most of 
the budget is for SSRP. So one can consider this budget is also for primary 
educa  on. It is worth to note that in an average 90 percent of the primary 
budget goes for teacher salaries. Unlike, primary and higher educa  on, the 
share of secondary educa  on in total educa  on is somewhat constant.

Year As a % of
Gov. Exp.

As a % of
GDP

1950'sa 4.22 NA

1960'sa 6.76 NA

1970'sa 9.53               1.3

1980'sa 10.18 1.72

1990'sa 12.53 1.93

2006/07 b 19.46 3.09

2007/08 b 20.25 3.47

2008/09 b 22.10 3.79

2009/10 b 21.18 4.19

Source: aKoirala and Acharya (2000),
   bEconomic Survey 2009/10
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Table 7.2: Share of diff erent sub sectors in Educa  on sector Expenditure in 
Nepal (%)

  

Source: a Koirala and Acharya (2000), b: calculated from various Red Book, MoF, c : 
Bajracharya (2003)

The government expenditure in technical educa  on seems very low 
over the period. In 1990s the average share on technical educa  on was 2.8 
percent ranging highest (5.1) in 1993/94 and lowest (1.0) in 1999/00..But 
in this millennium, the share of technical and voca  onal educa  on on total 
educa  on expenditure never crossed 2 percent.

Foreign aid in educa  on sector: increasing a  en  on, role and 
contribu  on

Nepal has been receiving foreign aid in educa  on sector from the ini  a  on 
of planned development in 1950s. The fi rst educa  on plan was formulated by 
the fi nancial and technical support of American aid. From mul  lateral donors 
such as the World Bank, Asian Development Bank European Commission 
and UN organiza  ons to bilateral donors including INGOs, all have some 
programs in educa  on sector. Generally, the mul  lateral fi nancial ins  tu  on 
provides loans whereas other donors provide grants. Earlier, only the grant 
component was used in educa  on sector but Nepal took foreign loan fi rst 
 me in the FY 1982/83 in this sector. The fi rst loan was from the World Bank 

for Mahakali Rural Integrated Development Program. Since then the share 
of loan component in total educa  on aid is gradually increasing. The fl ow of 
more and more foreign aid gives an idea of increasing interven  on of donor 

Par  cular

Decade 
ofa

Panchayat
(1970-80)

Decade of 
Improved 

Panchayata 

(1980-90)

Decade of 
Democracy 
(1990-98) a

FYb

02/03
FYb

07/08
FYb

08/09
FYb

09/10*

Mgmt. & 
Admin. 8.99 4.32 2.68 5.60 4.78 3.37 4.14

Primary 
& basic 
Educa  on

23.60 38.60 49.90 59.02 57.00 60.65 36.89

Secondary 
Educa  on 20.79 15.34 20.46 22.60 25.44 24.24 18.81

Higher 
Educa  on 36.30 32.80 21.43 10.88 11.09 10.37 10.65

Miscella-
neous 10.32 8.94 5.53

Technical 
Educa  on. NA NA 2.8c 0.85 1.36 1.09 1.65

Educa  onal
Development NA NA NA 1.05 0.33 0.28 27.86
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agencies in Nepal’s educa  on sector.
The visible trend of up and down in the foreign aid fi nancing in the 

educa  on sector (see annex 1) gives an idea that foreign aid in educa  on 
has come in a haphazard way rather than in a planned way. It means various 
programs are designed and implemented when donors give aid and close 
down when the donors withdraw. 

However, the contribu  on of foreign aid in total educa  on spending 
has shown two types of pa  ern. First, Nepal’s educa  on sector is ge   ng 
more and more dependent on foreign aid. In 1974/75, the share of external 
fi nancing was almost 10 percent which gradually decreased and reached 
to about 6 percent in 1990/91. This again started to go up from 1990/91 
and reached to almost 25 percent in FY 2008/09. In comparison to overall 
development sector, educa  on sector is being more dependent in foreign 
aid. The FY 2009/10 expected Rs. 14.09 billion on foreign aid (almost 30 
%) in the total educa  on budget of 47 billion. Second, loan component in 
educa  on sector is gradually increasing. There was only grant component 
in educa  on aid in FY 1975/76. In FY 1980/81, there was small share of 
loan which has gradually increased and it reached to almost 19 percent of 
total educa  on spending of the country in FY 2007/08. Fordetail, see the 
following table.

Table 7.3: Foreign Aid in Total Government and Educa  onal Expenditure

Rs. In 10 million
Par  cular 1975/76 80/81 90/91 00/01 07/08 08/09 09/10*
Total Gov. Exp. 191.3 409.2 2354.98 7983.5 13360.5 16134.9 28593.0
Total Foreign Aid 50.6 156.2 842.2 1879.7 2585.4 2930.1 7851.6
Grant 35.9 86.9 216.5 675.3 1580.1 2032.1 5695.6
Loan 14.6 69.3 625.7 1204.4 1005.4 897.9 2156.1
Total Educa  on Exp. 22.9 38.4 208.2 1104.5 2706.1 3566.2 4752.7
Foreign aid 2.2 3.2 12.2 192.9 688.8 875.2 14,09.0
Grant 2.2 2.8 3.1 136.8 510.3 630.9 NA

Loan 0 0.3 9.1 56.2 178.5 244.3 NA

In Total Government Expenditure

Foreign Aid (%) 26.43 38.17 35.76 23.55 19.35 18.16 27.46

Foreign Grant (%) 18.80 21.23 9.19 8.46 11.83 12.59 19.92

Foreign Loan (%) 7.63 16.94 26.57 15.09 7.52 5.57 7.54

In Educa  onal Expenditure

Foreign Aid (%) 9.55 8.20 5.87 17.47 25.45 24.54 NA

Foreign Grant (%) 9.55 7.37 1.48 12.38 18.86 17.69 NA

Foreign Loan (%) 0.00 0.83 4.39 5.09 6.60 6.85 NA

Source: Economic Survey 20009/10, Budget Speech 2009/10, MoF,
* Budget es  mate
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During 1960s and 70s, donors’ support was to help Nepal develop its 
educa  on planning and basic government mechanism to deliver educa  on 
services in the country. Then, 1980s experienced  an  integrated  rural  
development  program.  But  from  1990s  policy interven  on became the 
educa  onal aid strategy. Basic and Primary Educa  on Program (BPEP, 1992-
2004) Educa  on for all (2004 – 2009) and School Sector Reform Program 
(SSRP, 2010-2015) are the examples. The World Bank, ADB, FINIDA, NORAD, 
JICA, and DANIDA are other major donors and the SWAP (sector wide 
approach) and basket fund modality are being implemented. It is noteworthy 
that even the foreign aid contributes around one-sixth of total educa  on 
expenditure of the country, it infl uences the total educa  on investment of 
the country. Since 1990s, the target of educa  on aid is to intervene in policy 
levels. It means, the role of foreign aid has been vital for the development 
of the educa  on sector of the country. But the ques  on is could we get 
substan  al benefi t from the foreign aid in educa  on? Herein below are 
some of the examples:

1.  Nepal invested foreign aid on teacher training. The stocktaking of the 
research on it shows that teachers are made confi dent, they knew 
teaching techniques, and yet they did not apply the learnt skills in the 
classroom (Subedi et. al., 2009).

2.  Foreign aid was invested in university in a hope that its cons  tuent 
campuses will be autonomous; now University Grants Commission 
has given the money to the affi  liated private campuses meaning that 
public campuses cannot use the foreign aid properly.

3.  Foreign aid was also poured in for the support of technical and 
voca  onal educa  on. But the result shows that none of the 
government owned technical and voca  onal educa  on centers could 
be independent. Only the foreign aid based project work have been 
found "successful"

4.  Nepal invested the foreign aid in school/classroom construc  on. 
But the experience shows that none of these "fortunate schools" could 
develop maintenance fund so far: an eff ort towards ins  tu  onaliza  on 
of the foreign aid.

5.  Foreign aid encouraged government to transfer management of the 
public school to the community. A substan  al number of schools 
have received the "package" to be transferred.  But the ques  on is 
how many schools will be interested to transfer their management to 
the community without this package. And how many schools could 
ensure quality educa  on with this "package" and how many of them 
con  nued that zeal so far is yet to be known.

Philosophy of aid: Incompa  bility between culture of donors and 
recipient

There is contras  ng philosophical diff erence between donors and 
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recipient in giving and taking foreign aid. First, according to eastern 
philosophy, dona  on is a benevolent ac  on. The donor should not expect 
even a thanks or gree  ng for the dona  on from the recipients. Donors 
should not show any concern how the recipients use that donated money. 
But in case of foreign aid, donor agencies are providing the money of 
taxpayers of their ci  zen. Hence, donors are always concerned with the use 
of that money in recipient countries because they are accountable to their 
taxpayers. Moreover, donors are believed to provide foreign aid with some 
hidden agendas or their own commercial, poli  cal or strategic interests.

Second, foreign aid is a temporary solu  on that is supposed to be provided 
for a couple of years, especially during trying  mes. So that, in long run, 
the recipient countries recover and become self-dependent. But in reality, 
in case of Nepal, it never came true. Even, a  er six decades of con  nuous 
fl ow of foreign aid, Nepal is there where it was in the beginning. Moreover, 
the dependency syndrome has increased in such a way that even day-to-day 
ac  vi  es have been unthinkable to run without foreign aid. Foreign aid has 
been an easy way for the rulers to stay in power and to suppress dissen  ng 
voices. Foreign grants are not to be paid back while future genera  on pays 
the foreign loan. So foreign aid has been the “Ulphatko Dhan Phupuko 
Shraddha means money in aid, the devil send them down the drain for the 
rulers of Nepal.

Mo  ve of aid: Are Marxist nearer to the reality?

Since the beginning of 1950s, there is a big discourse in the development 
of third world with the help of foreign aid. The capitalists were in favor that 
foreign aid is not only helpful but essen  al for the development of third 
world. Along with great success of Marshal Plan, neoclassical structural 
model emphasize the role of capital accumula  on in transferring the 
tradi  onal subsistence economy to self-sustaining growth whereas foreign 
aid, for them, is the best solu  on to provide the scarce resources. Even for 
the modern economic case, foreign aid is the solu  on for the problem of 
developing countries.

But, the Marxists think that it is not only impossible to develop a country 
through foreign aid but it is even counterproduc  ve. For them, the centre 
(rich countries) is actually inimical to the development of peripheral (poor) 
countries. The rela  onship between the centre and the peripheral is 
necessarily one of exploita  on. Similarly, mul  na  onal corpora  ons work 
as the power units of modern imperialism, while the role of state of the 
imperialist country is suppor  ng them. Further, a small elite ruling class 
in the developing countries enjoys high income, social status and poli  cal 
power and this group tries their best to perpetuate the interna  onal 
capitalist system of inequality and conformity by which they are rewarded. 
In addi  on to this, Third World’s underdevelopment is the result of faulty 
and inappropriate advice provided by well-meaning but o  en uninformed 
interna  onal experts from developed countries, assistance agencies and 
mul  na  onal donor organiza  ons. These experts off er sophis  cated elegant 
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theore  cal structures and complex econometric model of development 
that o  en lead to inappropriate or simply incorrect policies. As a result, 
desirable ins  tu  onal and structural reforms in the developing countries are 
neglected or given only cursory a  en  on.

Looking at the result of the development process of foreign aid, Nepal’s 
posi  on is nearer to the Marxists’ theore  cal assump  on.

Suppor  ng public school: resul  ng expansion of private school

Government is inves  ng both the internal revenue as well as foreign aid 
for be  er access to quality educa  on from the public schools. The salary and 
benefi t of public schools are much be  er than the majority of private schools. 
Most of the public schools teachers are academically qualifi ed, experienced 
and trained as well. If one takes the SLC result as the benchmark juxtaposed, 
the quality of private schools is much impressive. The ci  zens are compelled 
to send their children to the public school, just because they cannot aff ord the 
private school’s expenses . Otherwise, there would be only a few students now 
in public school. Despite huge amount of government investment including 
foreign aid, the number of public school is shrinking while the number of 
private school is expanding with leaps and bounds.  Could we think it as an 
"unintended eff ect" of this foreign aid against public school system? The 
answer to this ques  on should be sought out at some point.

Investment in educa  on: Making reserve army

Now government is inves  ng almost one fi  h of its budget in educa  on 
sector. If it is divided equally to the popula  on, each family gets more than 
Rs. 8000 per annum. This does not account for the money spent by its ci  zen 
in private school and other educa  onal investment made by other donor 
agencies outside budgetary system. But the return of educa  on investment 
is not only unproduc  ve but also harmful in many ways.

First, there is a culture that once the children come out of formal school 
educa  on, even just comple  ng primary level, they are not supposed to 
work in the fi eld and seek the white color job. But the countries’ situa  on is 
just opposite. New jobs have been the ma  er of dream in the country, even 
the opened industries are being closed. Hence, Nepal’s present educa  on 
system is just producing lazy products who neither get back to farm work 
nor get the white color job.

Second, the educa  onal sta  s  cs show that less than 10 percent of 
popula  on enrolled in grade one completes the high school educa  on. As 
aforemen  oned, these dropped out children neither go back to tradi  onal 
occupa  on nor get new job. But at the same  me, due to the development 
of communica  on and other socio poli  cal development of the country, 
these groups of popula  on are fully aware of their rights. Mean  me, several 
poli  cal par  es rope in these unemployed youth to fulfi ll their ulterior 
mo  vies, as this group can be easily swayed by sugary promises. Hence, 
government investment in educa  on is producing a bunch of thick heads 
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who can be manipulated by any shrewd ins  tu  on.

Donors’ investment in educa  on: Benefi  ng recipients or donors 
themselves

Foreign countries have been the des  na  on for all Nepali youths 
whether they performs well or worse in educa  on. Gulf countries have been 
the des  na  on for those who do not get be  er result in educa  on. At the 
same  me, Europe, Australia, Canada and the USA are the des  na  on for 
educa  onal cream of the country. Those who go to the developed countries 
hardly get back into the country.

In principle, educa  on does not only increase the produc  vity of the 
economy but also helps in inven  on and innova  on. But our excellent 
educa  onal products are working for the developed countries. The country 
is ge   ng zero from such a huge investment in educa  on while the donor 
countries inves  ng less than 30 percent of the total educa  on budget of 
Nepal are ge   ng the cream product of the educa  on system. This bi  er 
truth raises the ques  on that for whom the donor countries are inves  ng 
in the educa  on sector of poor countries - for the recipient countries or for 
their own benefi t? 

Unsolved ques  on: Where is the problem?

Aforemen  oned discussion gives an idea that the whole development 
process of the country yielded more unintended and less intended results 
where foreign aid had crucial role that had not only provided technical and 
fi nancial support but also prescribed the development model in the country. 
Thus, it is worthwhile to fi nd the answer to the ques  ons below for the 
eff ec  ve use of foreign aid in educa  on.

• Is the idea of foreign aid itself wrong? If so, can we develop an 
alterna  ve where a country is development process can be carried 
out without foreign aid?

• Is it due to the hidden agenda of donors and ruling group of Nepal? 
If yes, what should be the mechanism in taking the decisions on 
foreign aid infl ow and its uses?

• Is it due to the inappropriate development models that were copied 
and pasted from interna  onal experience? If so, how should we 
formulate appropriate development models?

• Is it due to the unsa  sfactory role of organic intellectuals of Nepal? 
If so how should we mobilize them to u  lize the foreign aid?

• Is it the cultural mindset of the people towards foreign aid? If yes 
how should we change this mindset?

• Is this the wrong area/priority of investment of the foreign aid?  
Which are the needy areas that we want to invest foreign aid in 
educa  on?
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Does Food Assistance matter?  
The Impacts of Food-for-Work in 
Mugu, Nepal’s mid-western district 

-Miriam Bishokarma

Introduc  on

Food assistance is an issue that o  en gets into mires of controversy. 
While its life-saving roles in confl icts or natural disasters are unques  oned, 
its developmental role together with longer-term impacts on recipients 
are o  en ques  oned (BMZ 2005; Habte Bulgu 2008; OECD 2005). At the 
root of these doubts lies the assump  on that food assistance would create 
“dependency” of recipients or recipient countries (e.g. BBC 2006; Elliesen 
2002; Makenete et al. 1998; Moore/Stanford 2010). 

In the Nepalese context this assump  on on the dependency-crea  ng 
aspects of food assistance is prevalent (e.g. Ghale 2009; see also the 
discussion in Nepali Times 2011a, 2011b). At the same  me, the need for 
food assistance prevails due to high rates of undernourishment, especially 
in the mid- and far-western mountain regions of the country (WFP 2009c). 
The main agency of food assistance in Nepal is the United Na  ons World 
Food Programme (WFP), which distributed food to 1.6 million people in 
2009 (WFP 2010b). The aim of such interven  ons is not only to safe lives in 
emergencies, but to contribute to longer-term food security of recipients, 
thereby refl ec  ng the organisa  on’s double mandate of  life-saving and 
developmental role (WFP 2008a). One main concept in this context is so 
called “food-based social safety nets”, which is part of a broader strategy to 
fulfi l these double roles. 

12
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Despite these eff orts by the WFP, in Nepal the assump  on of the 
detrimental eff ects of food assistance seem to prevail, although  ll today 
there is a lack of empirically grounded studies that would support or dismiss 
such cri  que by analyzing the impacts of food assistance on recipients, and 
the ways it infl uences their livelihoods and longer term food security. 

The aim of this ar  cle is thus to contribute to fi ll this gap through an 
empirically grounded study on the impacts of food-for-work (FFW) as 
distributed by the United Na  ons World Food Programme (WFP) in the 
remote Mugu district of mid-western Nepal. Its objec  ve is to assess FFW’s 
posi  ve and nega  ve impacts on recipients’ livelihoods and their ability to 
deal with future shocks. The fi ndings presented in this ar  cle are the result 
of a two months long fi eld research in Mugu. The research was conducted 
between June and August 2009.

Sec  on 2, introduces the theore  cal background on which food security 
and food assistance was based, including the en  tlements framework, 
research done on vulnerability to food security, and on aid-dependency. 
Sec  on 3 presents the fi ndings and elaborates on factors that lead to 
people’s vulnerability to food insecurity, and the ways they cope with the 
permanent food crisis. sec  on 4 outlines some observa  ons on the impact 
of FFW on this context. The ar  cle concludes by presen  ng some general 
sugges  ons for policymakers and food aid agencies. 

Food Insecurity and Food Assistance

Assessing Food Insecurity  

Food security is defi ned as “a situa  on that exists when all people, at 
all  mes, have physical, social and economic access to suffi  cient, safe and 
nutri  ous food that meets their dietary needs and food preferences for 
an ac  ve and healthy life” (FAO 2002: 49). Accordingly, food insecurity is 
characterised as the lack of access to food (FAO 2009; Sen 1981). Amartya 
Sen (1981, 1984, 1995, 1999) explained food insecurity as being a result of 
social inequali  es and failing en  tlements. He defi nes en  tlements as 

“the set of alterna  ve commodity bundles that a person can command in 
a society using the totality of rights and opportuni  es that he or she faces” 
(Sen 1984: 497). 

En  tlement sets can be acquired through the transforma  on of a person’s 
endowments, the ini  al ownership of assets and resources (Sen 1981). Sen 
dis  nguished four types of en  tlements: produc  on based (growing food), 
trade based (buying or trading for food), own-labour based (working for 
food) and inheritance or transfer based (being given food by others, including 
food aid as “relief”-en  tlement) en  tlements (Devereux 2001: 246). If the 
full range of a person’s en  tlements does not provide them with adequate 
food (e.g. when dras  c food price increases disable people from purchasing 
food which corresponds to a decline in their trade en  tlement) they face 
starva  on. Hunger is thus not (always and only) caused by a decline in food 
availability but a result of a food en  tlement decline.  
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These en  tlements are embedded in the poli  cal economy of a society, 
framed by the ways of distribu  on of money and produc  ve resources 
(Wa  s 2002; Wa  s/Bohle 1993a), and framed by dynamic formal and 
informal laws (Leach et al. 1999), as well as by policies and interna  onal 
agreements (Wa  s 2002). 

Research on social vulnerability to food insecurity further embedded 
the en  tlements approach into a longer-term historical perspec  ve, taking 
into account the consequences of famine and the issue of recovery (Wa  s/
Bohle 1993b). Social vulnerability is a rela  onal concept that not only 
a  empts explaining various factors and processes leading to the exposure 
to food insecurity but also stresses the ways people cope with it in order to 
maintain their livelihoods including food security (Bohle 2001). Vulnerability 
has therefore always an external side of exposure, including various risks, 
shocks, and stresses to which a person can be subjected; and an internal side 
referring to people’s ability to cope with the situa  on (Chambers 1989: 1). 
Those persons are most vulnerable, who are most exposed to perturba  ons 
or stresses, who have the most circumscribed capability to cope with these 
stresses, and a limited poten  al to recover a  er the occurrence of a crisis 
(Wa  s/Bohle 1993a: 45).

People confronted with shocks o  en do not obtain the means to cope 
in a way that would secure their resources, and therefore rely on so called 
“devasta  ng coping strategies” (Maxwell et al. 2003). These include the 
selling of assets such as produc  ve resources, ca  le or tools, or consump  on 
of seeds, so that their poten  ality to recover from shocks does seriously 
decline and their vulnerability increases.

This discussion suggests that food security, vulnerability, and 
en  tlements are mainly qualita  ve issues. While quan  ta  ve data can 
provide informa  on on household’s income, number of ca  le and size of 
produc  ve resources such as landownership. The ques  on of access to food 
is very much dependent on power rela  ons. Assessing the reasons behind 
a certain endowment with resources requires a qualita  ve approach that 
not only describes the current situa  on (as quan  ta  ve data do), but that 
encounters the reasons for the diff eren  al distribu  on of assets and the 
en  tlements. Access to food is not an absolute but a rela  ve issue, as the 
case study below will demonstrate.

A way to reduce households’ or people’s vulnerability to food insecurity 
would be to support their en  tlements by increasing/suppor  ng their 
assets and endowments on which their en  tlements are based, or to secure 
them from selling their assets in  mes of crisis. This is the idea of so called 
“produc  ve safety-nets” which will be subject of the next sec  on. 

Food Assistance and Social Safety Nets

Food assistance can be regarded as an alternate en  tlement for people 
facing an en  tlement decline. It a  ains the role of an alterna  ve source of 
food that helps recipients to retain their assets, which they otherwise would 
have to sell in order to get food. As such it provides a safety net securing 
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people from falling further into poverty during crises (WFP 1999). It may 
also supplement already existent social safety nets as for example provided 
through the extended family, neighbours, or friends.

Such a safety-net approach is applied by the UN-WFP. In its most 
recent strategic plan for 2008-2013 (WFP 2008b), the WFP announced a 
“revolu  on” (WFP 2010a) by changing its approach from food aid to food 
assistance. While it is hard to determine any huge changes in the meaning 
of these two terms, however, the shi   to food assistance entailed a change 
in strategies of how to tackle food insecurity, including an extended range of 
programming instruments, such as Cash-for-Work (instead of only food-for-
work) (ibid). An important element of food assistance is “safety-nets”, in a 
working defi ni  on described as follows:

“Food-based safety nets provide direct, regular and predictable food 
assistance, in cash or in kind, to the most vulnerable people, to prevent 
them from falling below a minimum level of food security as a result of 
a shock, to increase their resilience to shocks and – in some cases – to 
promote their food security “ (WFP 2011b: 1).
The basic idea of food-based safety nets is to provide people who face 

hunger with a suffi  cient amount of food (or cash to purchase food) in order 
to help them saving their assets, such as ca  le, machines, or land, which 
they otherwise would have to sell in order to get food. Food-based safety 
nets are part of WFP strategic objec  ve number two, the preven  on of 
acute hunger and the investment in disaster preparedness and mi  ga  on 
(WFP 2008b: 16). The safety nets approach is not new to the WFP, and has 
been outlined already in previous documents of the organiza  on (see e.g. 
WFP 1999, 2004). 

Food-safety-nets are themselves a sub-set of social safety nets (FAO/
GTZ 2005) that are again elements of the broader approach of social 
protec  on, referring to transfer programmes that “seek to reduce poverty 
and vulnerability by redistribu  ng wealth and protec  ng households against 
income shocks” (FAO 2006: 22). The FAO stresses that food-based safety nets 
do not only play a role in providing food during crises (which refers to the life-
saving func  on of food assistance), but also play a role in the protec  on of, 
or investment in, assets (FAO 2006: 24). Therefore they combine short-term 
goals of securing people and their assets during crisis with longer-term goals 
of building resilience towards shocks and contribu  ng to longer-term food 
security. The FAO also stressed the role of safety-nets in securing ci  zens’ 
right to food.  

“assistance should be provided in a regular, reliable,  mely and 
transparent way and must take full account of the needs and priori  es of 
the rights holders” (FAO 2005: 3), 
Barre   and Maxwell (2005: 209), however, cri  cize that safety nets do 

not work for people who are already in a state of des  tu  on. These would 
need assistance for the crea  on and not (only) for the preserva  on of assets. 
This is the idea of “cargo nets” (ibid.) that aim at “increase[ing] the stock and 
produc  vity of chronically poor people’s produc  ve assets so as to enable 
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them to climb out of chronic poverty and vulnerability” (ibid). If integrated 
into longer-term developmental programmes and objec  ves, also food-for-
work can be part of such a cargo net (ibid: 131).

Possible Eff ects of Food Assistance

The infl uence of food assistance on recipients has been discussed 
controversially; while some stress on the developmental and life-saving roles 
of food assistance, others blame food assistance for crea  ng dependency, 
even resul  ng in a longer-term decline of recipients’ ability to cope with 
shocks and crises. The literature on food aid-dependency (Barre   2006; FAO 
2006; Harvey/Lind 2005; Lentz et al. 2005) off ers a valuable entrance point 
to discuss these issues.

In these debates, the impacts of food assistance are diff eren  ated 
into insurance- and transfer-eff ects. Both eff ects are resul  ng from 
food assistance induced incen  ves and disincen  ves that translate into 
livelihood decisions and ac  ons. While insurance eff ects appear prior to the 
possible distribu  on of aid, transfer-eff ects happen only a  er the start of 
programmes. Both classes of eff ects might have posi  ve or nega  ve longer-
term impacts on recipients’ food security. 

Insurance-eff ects

Insurance eff ects are resul  ng from recipients’ expecta  ons regarding 
future assistance. They are a func  on of expecta  on, informa  on and 
transparency of the (poten  al) distribu  on of aid (Lentz et al. 2005; Li  le 
2008). Only when people can rely on the distribu  on of assistance they can 
readily depend on it (ibid).

Food assistance in this context can supplement already exis  ng social 
safety nets (as provided in networks of mutual help, such as family, friends, 
or neighbours), and provide an insurance for those without access to 
alterna  ve support during crisis. It can thereby enable people to take more 
risks in their livelihood decisions. On the other hand, the expecta  on of 
food assistance might simultaneously result in the “crowding out” of exis  ng 
safety nets among neighbours and family, or induce a risk-taking behaviour 
that exceeds responsible levels. It might also make people producing less 
as they except external food to be delivered (Barre   2006; FAO 2006; Lentz 
et al. 2005). These eff ects can then result in the decreased capacity to deal 
with shocks independently from external assistance. 

Transfer-eff ects

Transfer-eff ects emerge a  er the distribu  on of aid and refl ect the 
func  on of food assistance as an addi  onal transfer of assets to households 
(Barre  /Maxwell 2005: 131; FAO 2006: 28).

Food assistance in this context can be conceptualized as an addi  onal 
en  tlement. The basic idea of FFW thereby is to transform human capital or 
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labour into food, by providing par  cipants a prescribed amount of food in 
exchange for their work in a community project. This way they are hindered 
from employing ‘devasta  ng coping-strategies’ (OECD 2005), such as ea  ng 
less, ea  ng seeds, or selling produc  ve assets in order to obtain food 
(Maxwell et al. 2003). As such, food assistance can a  ain the role of safety-
net, preven  ng households from slipping further into poverty (OECD 2005), 
while at the same  me aiming at the genera  on of assets to help recipients 
to increase their capacity to cope with shocks in future.

However, while FFW’s posi  ve contribu  on is the relaxing of household 
assets constraints, and helping households to preserve assets, it might 
simultaneously lead to a decline of on-farm ac  vi  es in favour of food-for-
work, or the loss of tradi  onal ecological knowledge, reducing the longer-
term coping capacity of recipients, adding up to a “dependency-syndrome” 
(Barre   2006; Harvey/Lind 2005; Lentz et al. 2005).

These posi  ve and nega  ve eff ects of food assistance are refl ected in the 
defi ni  ons of “posi  ve” and “nega  ve” dependency. Posi  ve dependency 
thereby refers to the intended life-saving func  ons of food assistance. “[D]
ependence on external assistance enhances welfare, the alterna  ve is 
des  tu  on” (Lentz et al. 2005: 12). It helps recipients to meet basic needs 
when they otherwise could not. Yet, “when mee  ng current needs is 
achieved at the cost of reducing recipients’ capacity to meet their own basic 
needs in the future without external assistance” (ibid.) this is referred to as 
“nega  ve dependency”. Figure 1 summarizes some of the possible eff ects of 
food assistance. 

Positive dependency Negative dependency

Supplementation of social safety 
nets; provision of insurance for 

people who are without access to 
alternative support during crisis

Relaxing household 
budget contraints

“Crowding  out” of existing safety 
nets and government responsibility

“moral hazard”, induced changes in risk-
taking; less participation in community works

Disruption of on-farm activities through FFW

Changes in food habits. Loss of TEK

Overexploitation of natural resources

Insurance-effect
Transfer-effect

Changes in prices and trade patterns 
that can harm local producers and 

commercial market activities

Opportunistic behaviour

Helping to preserve 
household assets

Figure 1: Possible eff ects of food assistance, adapted from Adhikari 2008; Barre   
2006; Harvey/Lind 2005; Lentz et al. 2005. TEK refers to Tradi  onal Ecological 
Knowledge. Source: Bishokarma 2011 

In this context, it is important to dis  nguish diff erent types of food 
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assistance. While the bulk of food assistance is today provided in the form 
of emergency aid (FAIS 2011), a smaller part is distributed in the form of 
project or programme food aid (ibid). Further, there are several diff erent 
ways of distribu  ng food assistance, ranging from uncondi  onal emergency 
aid, over school-feeding programmes, to condi  onal transfers in form of cash 
or food in exchange for work (for a discussion see: Barre  /Maxwell 2005). 
Among these, food-for-work (FFW) is s  ll a famous and wide-spread tool 
for distribu  on of aid, although more and more cash-transfers are entering 
the fi eld of food assistance (WFP 2010a). The present study focuses on the 
impact of FFW. 

Before turning to this aspect however, a general overview about people’s 
vulnerability to food insecurity and their food en  tlements is due.

Living at the Edge – Food Security in Mugu 

The Karnali zone1 in north-west Nepal belongs to the most food insecure 
area of the country (WFP 2010b). According to a sub-regional hunger index, 
it ranges into extremely alarming categories, with rates of undernourishment 
among adults of about 54 percent (WFP 2009c). Among the reasons for this 
high food insecurity are the rather low agricultural produc  vity due to low 
techniza  on standards, small plot sizes, and adverse weather situa  ons 
including droughts and hailstorms, the lack of access to regular employment 
opportuni  es, lack of roads and transporta  on facili  es, resul  ng in higher 
commodity prices on the few markets, and the problema  c health situa  on 
(UMN 2004, 2008; WFP 2009c: 21). The general lack of development is also 
refl ected in the low Human Development Index, which ranks the region 
least in whole Nepal (UNDP 2004). Especially worse is the situa  on in Mugu 
district (ibid). 

According to data of UNDP (2004), 68.5 percent of the children under 
fi ve are undernourished and the share of popula  on with a life-expectancy 
below 40 years is 40.3 percent. About 45 percent of the popula  on does not 
have access to safe drinking water (ibid). Also in educa  onal terms Mugu 
ranks far below other districts: only 5.2 percent of women are literate, 
compared to 41.6 percent of men (ibid). Other problems are the lack of 
electricity (despite some houses with solar-panels genera  ng electricity), 
sanita  on, and health facili  es. 

Although subsistence agriculture and animal husbandry form the main 
base of livelihoods in Mugu, they do not provide suffi  cient food due to low 
agricultural produc  vity. As the access to food is not guaranteed through 
these produc  on en  tlements, people have to rely on other sources of food.

People engage in various ac  vi  es including labour migra  on or sale of 
Non-Timber-Forest-Products to fulfi l their basic needs (Adhikari 2008). Yet, 
the combina  on of high food prices due to the lack of transporta  on facili  es 
on the one hand, and the irregular and low incomes (UMN 2004, 2008) on 

1. The Karnali zone includes the districts of Mugu, Humla, Dopla, Jumla and Kalikot in the 
mid-western mountain-region of Nepal.
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the other compromise people’s exchange en  tlements. Applied strategies 
are not suffi  cient to cover basic needs. Further, the decline of tradi  onal 
coping strategies, including cross-border trade with Tibet, contributes to the 
popula  ons’ food insecurity (Adhikari 2008). 

As a result large parts of the popula  on (about 45 percent in summer 
2009, WFP 2009b) face food insecurity in Mugu. Women o  en carry the 
greatest burden of coping as they are the ones who eat less or skip meals in 
order to feed their children and husbands (UMN 2004). 

Although most recent reports have shown an improvement of the food 
security situa  on in the Karnali zone and Mugu (WFP 2011a), food insecurity 
in Mugu may not be regarded as a transitory problem, resul  ng from short-
 me declines in en  tlements due to shocks. Rather, it must be regarded 

as a chronic phenomenon which is rooted in the century-old history of 
exploita  on and marginaliza  on of the region, and today prevails as a 
connec  on of poverty, powerlessness, and exclusion. The food crisis in Mugu 
is of a chronic nature and must be regarded as a prolonged phenomenon 
characterised by high exposure of large parts of the popula  on towards 
various risks and low ability to cope with these mainly due to structural 
constraints and widespread underdevelopment. The “desperate search 
for coping op  ons” (Shrestha 1993: 140) and the high dependence on the 
Indian labour market put livelihood security and food security even more at 
risk (Thieme 2006: 192 pp). 

Food Security in a local Context

The village where the case study was conducted is located near Gamgadi, 
Mugu’s district head quarters. Data collec  on took place in August and 
September 2009, combining quan  ta  ve and qualita  ve research methods. 
Quan  ta  ve data were collected through a sample survey, conducted in 28 
percent of the villages 117 households, based on a stra  fi ed random sampling 
(Singh 2007: 104) according to three wealth categories. It served mainly to 
derive a be  er overview about the basic characteris  cs of households such 
as family size, land ownership, sources of food, and health indicators. The 
core of research formed a qualita  ve assessment of the reasons for food 
insecurity, and of the impact of food assistance. The qualita  ve data were 
collected through various par  cipatory tools, including social mapping, 
wealth ranking, seasonal calendar, and trend-analysis (Kumar 2002).

It must be stressed, that the fi ndings only present observa  ons from one 
village, which were however compared with a second village at a later stage 
of research; nevertheless, their applicability on other contexts in Nepal 
should be tested by further research.

The village consisted of 117 households, comprising three castes. 70 
percent of households are Dalits (Lawad and Nepali), 30 percent Thapa 
(Rawad). In order to analyse the food security of diff erent groups of the 
village, households were divided into three wealth categories, using a wealth-
ranking-tool. Nearly 70 percent of the villagers were thereby classifi ed as 
having huge problems maintaining their livelihoods; only three percent were 
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classifi ed as being capable of maintaining their livelihoods without huge 
problems. Main dis  nc  on criteria for the categories were household size, 
number of children, amount and regularity of income, skill and educa  onal 
level. Interes  ngly, food produc  on indicators such as fi eld size or amount 
of produc  on did not serve as ini  al dis  nc  on criteria. Rather, par  cipants 
of the discussion stressed that the endowment with land within the village 
was rela  vely equal, an observa  on which was also supported by the 
quan  ta  ve data of the sample survey. The wealth ranking partly refl ected 
diff erences between castes with a higher share of Dalit households in the 
middle-and worse off  categories, and a rela  vely higher share of Rawad 
households in the be  er-off  one. 

According to the three wealth categories, an analysis of households’ 
vulnerability to food insecurity was undertaken. 

Diff eren  al access to various sources of food

The village’s households are characterised by chronic food insecurity 
which stems from a combina  on of low produc  on en  tlements, and 
unreliable exchange en  tlements. However, households preserve diff erent 
en  tlement sets which are based on their endowment with certain assets 
and also refl ect their social posi  on within the broader poli  cal economy. 

Produc  on en  tlements are generally low and not only resul  ng from 
small plot sizes (0.4 ha in average, without huge diff erences between 
the interviewees) but also from the low standard of techniza  on and 
the total lack of any irriga  on facili  es which exposes agriculture to the 
vagaries of weather, such as droughts. Although villagers stressed their 
equal endowment with agricultural land, there were diff erences between 
households regarding the suffi  ciency of food produc  on. These diff erences 
could only partly be explained through diff ering household sizes, sugges  ng 
that there might be huge diff erences regarding plot size than told by the 
villagers. Although the own produc  on suffi  ced for only 3 (in the worse-off ) 
to 6 months (in the be  er-off  group) of the year, all wealth groups stressed 
that their domes  cally produced food was their main and most important 
source of food. Further, it was regarded as the source which was easiest 
to access, in comparison to other sources such as the market, or rela  ves. 
Yet, as produc  on en  tlements are low, villagers engage in a range of 
other livelihood ac  vi  es that combine their produc  on en  tlements with 
exchange and work-en  tlements. These, however, displayed some clearer 
diff erences between the three wealth-groups.

Due to their employment in Government or NGOs many be  er-off  
households preserve more and rela  vely secure income so that it is easier 
for them to purchase the expensive food from the market. Those employed 
with the government usually hold higher degrees of educa  on, sugges  ng 
that educa  on is one determinant for a  aining such jobs. Furthermore, 
through their linking social capital (Bohle 2005: 68), their access to the state 
subsidised rice (provided through Nepal Food Corpora  on, NFC) is higher, 
whereas other villagers o  en fi nd it diffi  cult to receive the amount of 10 
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kg rice per month. In addi  on, the NFC supplies subsidised rice to state- 
and NGO-employees through a quota system, allowing for more reliable 
distribu  on of this source of food for those working in these ins  tu  ons. 
Other villagers – in comparison – o  en have to wait for days in order to be 
given some rice by the NFC under the ward system. 

In comparison to those working in NGOs or governmental jobs, worse-
off  households o  en engage in irregular unskilled daily wage labour and 
thus earn less. This includes skilled or unskilled labour such as house 
construc  on, carpe  ng, portering, livestock farming or sale of herbs. A 
common form of employment is the so called baure kaam, a socially less 
valued work on other people’s fi elds. This also includes the carrying and 
breaking of stones or sand and was regarded as an unpopular strategy 
by the villagers. As these income sources are rather unreliable, members 
of the worse-off  wealth group depend more on networks of mutual help 
with other villages, the extended family or friends. Among such networks 
is the lagi-lagitya system, a tradi  onal patron-client rela  onship where the 
lagitya (a member of the Lawad caste) provides services, mostly in terms 
of handicra  s – to one or more lagis, higher-caste members from diff erent 
villages that provide a small amount of food in exchange. This system – 
however – was not regarded as an important source of food due to the small 
amounts provided. Another form of tradi  onal exchange is besaya. This 
includes the purchase and exchange of food in lower places of the region 
(e.g. Jumla, Sinja), or from other villages, meaning that villagers have to leave 
their home for several days in order to bring (and carry) food. However, this 
source of food was not regarded as important because the food obtained 
was only suffi  cient for about two weeks of a year. Further, it was regarded as 
diffi  cult to organize food from places as far away because one has to carry 
it. Some elder members of the Chhetri group also men  oned that going for 
besaya was regarded as a strategy which only lower-caste members of the 
village employed, sugges  ng its low social value. However, members of the 
two worse-off  wealth groups spend about 10 percent of their income on 
food purchased through besaya in the month previous the interviews. 

Interes  ngly, a huge amount of money (about 40 percent of food 
expenditure of the worse-off  group) was spent on the purchase of WFP rice, 
which had been intended for distribu  on to other more remote villages. Due 
to a lack of transporta  on in the summer months (when mules are on the 
high pastures), however, these recipients decide to sell their rice for a lower 
rate compared to the market price, instead of transpor  ng it home, so that 
those villagers of the study village, which is closer to the airport, could profi t 
from food assistance, although they had not directly been targeted by the 
programme in that  me.

Another important source of food for the worse-off  group is wild crops, 
refl ec  ng the need to depend on freely available sources of food. The 
importance assigned to wild crops increased from the be  er- to the worse-
off  wealth group.

A common strategy among the two worse-off  wealth groups is also 
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seasonal migra  on of men to India; some  mes even the whole family 
migrates. Only members of the middle- and worse-off  wealth groups ever 
migrated to India, while those be  er-off  stayed in the village. 

To cope with acute lack of food mainly poorer households apply a 
range of devasta  ng strategies such as selling of assets or ea  ng less/skip 
meals. In many cases women bear the full brunt of coping with food and 
cash shortages, because they forgo their food consump  on in favour of 
men and children. Among the strategies which villagers regarded as worst 
were the skipping of meals, sending children to others for food, and taking 
children out of school for work. These three strategies were only employed 
by members of the worse-off  group during the study-period sugges  ng their 
higher food insecurity compared to the be  er-off  groups. This observa  on 
was supported by the rela  vely higher numbers of children under fi ve 
malnourished2 and the alarming 31 percent of children that had died before 
reaching the age of fi ve within the worse-off  wealth group. 

Summarizing, it can be stated, that wealth groups in the village correlate 
to diff erent degrees of vulnerability to food insecurity, determined by 
broader social, poli  cal, economical, and cultural aspects. The most 
vulnerable households are those with low domes  c food produc  on per 
person, who do not have suffi  cient and regular income to purchase food at 
the market, who lack physical ability to purchase cheaper food from places 
further away, who lack social networks to migrate, who lack educa  on to 
obtain more earnings through migra  on or local government/NGO work and 
who lack the linking social capital to NFC or par  es.

The important ques  on now is, whether food assistance infl uences these 
nets of dependence and inter-dependence (Harvey/Lind 2005: 35). The 
infl uence of food assistance in this context can only be understood rela  ve 
to other sources of food and the access to them. 

The Impact of Food Assistance

In order to address the cri  cal food security situa  on in Mugu, the UN 
World Food Programme (WFP) started its interven  ons in 2003, fi rst through 
a Quick-Impact-Programm as a direct response to the armed confl ict between 
Maoists and state forces. This and two other emergency opera  ons were 
followed by various Protracted Relief and Recovery Opera  ons (PRROs) 
star  ng in 2008 (WFP 2009a). While emergency opera  ons are a direct 
response to declining food security of popula  ons and have the main task 
to safe lives, PRROs are situated to bridge the gap between rather short-
term and longer-term developmental programmes (WFP 2008a). Their 
main objec  ves are relief and recovery (WFP 1998, 2008a). The ini  al aims 
of the PRROs in Mugu were to provide support to drought- and confl ict-
aff ected popula  ons in order to (i) safeguard livelihoods and lives, and to 
create assets, and (ii) to support the return and rehabilita  on of former 

2. Malnourishment among children under 5 was measured using the Middle-Upper-Arm-
Circumference (MUAC) (see ACF 2008).
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Maoist combatants (WFP 2009b). WFP describes the PRRO as follows: “Its 
three priority areas are: cri  cal infrastructure development, return and 
reintegra  on, and non-formal educa  on” (WFP 2009a). While the return 
and rehabilita  on package was part of the overall UN peace mission to Nepal 
which started a  er the end of the civil war in December 2008, the livelihood 
support package is s  ll ongoing. The aim of the livelihood support package is 
to reduce vulnerability and provide immediate food security while enabling 
people to create assets to improve their longer-term food security trough 
FFW-ac  vi  es (also referred to as: Food for Assets or Food for Enterprise). 
The basic idea of this ac  vity is to provide food to needy communi  es 
during  mes of severe food insecurity. In exchange for the food assistance 
households work for communal asset-crea  on and -rehabilita  on, e.g. the 
building of irriga  on channels, schools, health posts or wells. These assets 
are expected to contribute to development and increase food security in the 
longer-term. FFW is therefore – according to its descrip  on – part of a social 
safety- and cargo-net in so far as its helps people to retain their assets, while 
at the same  me contribu  ng to the crea  on of assets (WFP/NDRI 2008: 
7). It u  lizes households’ labour endowment and transforms this into food 
resources on the one hand, and community assets on the other. Besides 
these ac  vi  es FFW also includes supplementary feeding for children under 
fi ve, and non-formal educa  on for all par  cipants. The PRRO from October 
2009 to June 2010 covered 13 Village Development Commi  ees (VDCc) and 
reached 29,333 benefi ciaries in Mugu. The total amount of food distributed 
was 1040 metric tons (WFP 2009a).

The study village had fi rst received food assistance in 2003, and since 
then four more  mes (  ll 2008) under the FFW programming. In exchange 
for 40 days work (including 8 days of non-formal educa  on) one person is 
provided 4 kg rice a day, summing up to 160 kg rice per working period. 
Some  mes also seeds or len  ls are distributed. The distribu  on of rice and 
implementa  on of the program was carried out by local NGOs. The rice is 
transported by WFP helicopters and private airlines to the nearest airport 
(in Talcha) and must be picked up by the villagers. More remote villages 
are provided with money for transporta  on. The targe  ng of VDC wards 
is carried out based on a three-monthly Food Security Assessment carried 
out by local NGOs, government stakeholders, and the WFP fi eld monitor, 
together comprising the so called food-security-network. Within the 
selected villages one member of each household is en  tled to par  cipate in 
the FFW-program. The decision of what will be constructed is taken by the 
villagers in a par  cipatory way, a local user commi  ee comprising diff erent 
groups of the village, organises the work and food distribu  on at the village 
level. 

During the  me of data collec  on the study village did not par  cipate in 
any FFW programmes so that the above described food security situa  on 
refl ects the situa  on without food assistance, and the descrip  on of eff ects 
is therefore based on accounts of the interviewees.
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Insurance-eff ects

The study revealed that the insurance eff ects of food assistance were 
minimal. Although during WFP food provision, the assistance was regarded 
as an important addi  on to other sources of food, thereby increasing the 
overall well-being and feeling of security (see also discussion on transfer-
eff ects), its role as an insurance prior to the distribu  on was minimal. This 
is mainly due to the fact, that poten  al recipients lack basic and  mely 
informa  on on the future provision of food assistance. Food assistance 
is therefore perceived as diffi  cult to access. This lack of transparency was 
also refl ected in the villagers’ assump  on that the selec  on of VDCs for 
the distribu  on of support was determined by powerful poli  cal leaders, 
their village fell from poli  cal grace,  which served as an explana  on for the 
current exclusion of the village from FFW. Due to the lack of informa  on, 
food assistance becomes unreliable. As villagers do not know when food 
assistance might be distributed in future, they do also not adjust their 
livelihood strategies prior to the distribu  on, including migra  on to India, 
and engagement in domes  c works. 

Once, food assistance-programming had started, however, the provision 
is regarded as rela  vely  mely and according to the schedule. General 
hindrances are the instable poli  cal situa  on in the Terai, recurrent bandhs, 
and adverse weather situa  ons, hindering the transporta  on of rice. 

Nevertheless, although people do not have informa  on on the provision 
of food assistance, they have very high expecta  ons regarding the future 
provision. This became especially prevalent in the worse-off  wealth group 
indica  ng where food assistance plays a more important role. 

To summarise, these fi ndings put a ques  on mark on the role of food 
assistance as a safety-net. The concept of safety-nets suggests that they 
must be regular, reliable,  mely, and transparent (see FAO/GTZ 2005) to 
enable people to rely on it also prior to the concrete distribu  on of aid. Lack 
of transparency, and longer-term planning on side of the WFP, which is itself 
dependent on donors’ funding decisions, hinder the proper applica  on of 
food assistance as a full-fl edged safety-net on which people can readily rely 
in  mes of crises.

Transfer-Eff ects

Once the distribu  on of food assistance has started, it provides an 
addi  onal source of food for the recipients in form of a transfer. 

The fi ndings of the study revealed that the food assistance’s transfer 
eff ects were mainly posi  ve. Households replied that through food 
assistance they were enabled to preserve their assets during crisis, and that 
all household members were able to consume suffi  cient food. Further, the 
reliance on less-privileged coping mechanisms such as migra  on to India, 
or doing baure kaam, declined during food assistance. Further, recipients 
reported a general improvement of their well-being, and an enhanced feeling 
of security. Also the need to exploit natural resources, such as the (illegal) 
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sell of fi rewood, declined. These fi ndings were also supported by the sample 
survey, which stated that food assistance provided food for addi  onal 1.4 
months (in average). However, in one household the addi  onal food was 
only suffi  cient for 0.4 months, sugges  ng, that the need for food aid changes 
according to household characteris  cs such as family size and amount of 
own produc  on. Further, these fi ndings reveal that the addi  onality to 
regular sources of food is rather low, and only relaxes household constraints 
immediately during and a  er the provision, but not in the longer term. 
Some villagers even described the food assistance as a “snack” not being 
suffi  cient to feed a whole family over a longer period of  me. Nevertheless, 
the addi  onal food supply seems to aff ect intra-household distribu  on, as 
some women stressed that due to WFP they could eat enough. Women of 
the worse-off  wealth-group expressed their gra  tude by comparing WFP 
with a king. 

The fi ndings further reveal that food assistance was not only an 
important factor for household’s assets-preserva  on, but also contribu  on 
to assets-crea  on. This includes the crea  on of human capital through 
informal educa  on lessons, or the construc  on of infrastructures such 
as trails or buildings. Also social capital was posi  vely aff ected, as during 
FFW implementa  on all members of the village regardless of their caste 
of economic wealth were working (and ea  ng) together. Also the ability 
to support neighbours and friends increased due to food assistance as 
households had more resources to share, although the need for such help 
declined during food assistance provision.

However, despite the posi  ve changes through the transfer of food, 
respondents men  oned several nega  ve impacts. 45 percent of respondents 
men  oned  me-constraints as a problem, as par  cipa  on in FFW prevented 
them from engaging in domes  c fi eld work or employment. Although 
all interviewed households regarded domes  c produc  on as the most 
important source of food, the expected higher pay-off s and reliability of 
food assistance led to their par  cipa  on in FFW. Yet, respondents stressed 
that they would never totally give up their domes  c fi eld work; rather, 
even during programme implementa  on they held down their jobs in free 
 me besides FFW. This fi nding very much opposes percep  ons of food aid-

recipients becoming lazy due to food assistance. Rather, the engagement in 
food-for-work must be regarded as an addi  onal strategy being combined 
with other ac  vi  es. Other eff ects of  me-constraints are the employment 
of children for domes  c household works, instead of sending them to 
school, and confl icts among family members, reducing the overall feeling 
of enhanced security through food assistance. Furthermore, food assistance 
seems to create disincen  ves for par  cipa  on in VDC community works 
because the payment by the VDC is comparable lower.

Another nega  ve eff ect is the rising rates of air-cargo to Mugu; due to 
food assistance the demand for air-transporta  on increases, which translates 
into higher rates per kilo air cargo, making it diffi  cult for local traders to bring 
goods at an achievable rate to the market. This also resulted in increased 
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commodity prices, therefore decreasing the aff ordability of goods for local 
consumers. 

Food assistance in the form of rice is o  en believed to be responsible for 
changing recipients’ food habits and decreasing their tradi  onal ecological 
knowledge about wild crops, increasing their dependence on generally non-
aff ordable items (Upre   2008; Wahlberg 2008: 7). Indeed, food habits in 
the study village seem to have changed. The tradi  onal staple food millet 
is now being replaced by rice, if available, consumed in the evening. It is 
however diffi  cult to blame food assistance for changing food habits; rather, 
rice is also provided at the market in Gamgadi, and distributed by the Nepal 
Food Corpora  on (NFC). Locally grown millet is hardly available at markets, 
as producers usually do not sell it in order to consume it themselves. 
Further, food habits should be dis  nguished from food preferences. The 
preference for rice should be understood as a combina  on of cultural, 
prac  cal and historical reasons. In Hindu culture doing puja using millet is 
simply not possible – rice is necessary. Also the previous presence of the 
Gorkhali state representa  ves3 and their demand for rice (see Adhikari 
2008) during travelling in Mugu should be regarded as factor contribu  ng to 
the perceived social value of rice. Further, especially elders prefer to eat rice 
instead of millet because it is easier to digest. Women men  oned an ease 
in work load for food prepara  on as the prepara  on of millet bread was 
more  me consuming. In this context the distribu  on of rice rather a  ains a 
wealth-enhancing importance. The consump  on of rice has also not led to a 
decline of knowledge about the prepara  on and consump  on of wild crops. 
On average, 78 percent of respondents answered that they taught their 
children about the use and prepara  on of wild crops. Therefore, it seems 
unlikely that FFW ac  vi  es have any substan  al long term impacts on food 
habits when rice is not provided.

3. This prac  ce dates back to 1789 when the then Kingdom of Jumla was annexed into the 
rising Gorkha Kingdom, and the local peasantry had to provide extra services to state 
representa  ves including the free provision of rice, and carrying of heavy loads. This 
prac  ce con  nued under the Rana-regime, so that elder people s  ll remember this system 
of free rice-provision. 
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Figure 2 summarises the perceived eff ects of food aid based on a trend-
analysis.

without FFW with FFW

food suffi  ciency 00 0000

well-being 00 0000

sale of assets 0000 00

exploita  on of natural 
resources 0000 00

 me spend for 
employment 0000 00

need for mutual help in 
village 0000 00

confi llcts in society 000 000

par  cipa  on in 
community works* 00 00000

migra  on 0000 00

educa  on (children) 000 00

Figure 2: Trend analysis presen  ng the results of a community discussion. 

Summarising, the fi ndings of the study suggests, that food assistance 
through FFW does help people securing their assets during crises, and increase 
their overall feeling of well-being and security. Contrary to the assump  on 
that food assistance would result in the decline of recipients’ ability to deal 
with shocks, the fi ndings show that food assistance does not replace other 
mechanisms of food acquirement but that it rather is an addi  onal source 
of food on which people can rely in the short-term. It therefore does not 
replace but combine tradi  onal sources of food. However, these posi  ve 
eff ects of food assistance only prevail in the short-term. Neither prior nor 
a  er the distribu  on of food assistance does it provide addi  onal security to 
poten  al recipients. This is mainly due to two reasons: on the one hand, FFW 
is not reliable and transparent enough to enable people to readily rely on it 
and adapt their livelihood strategies; on the other hand, its developmental 
contribu  ons, e.g. through the construc  on of small-scale infrastructures, 
are not regarded as long-las  ng and sustainable by the villagers. Instead of 
building the village path, or improving the school building, villagers would 
prefer to be given skills-training and other employment genera  ng ac  vi  es. 
Addi  onally, the VDC secretary cri  cised the lack of coordina  on between 
his offi  ce and the WFP. Finally, what villagers needed most was a water 
pipe, which could not be constructed due to limited resources for non-food 
items on side of the WFP. Therefore, instead of contribu  ng to a longer-term 
improvement of the situa  on in the village, food assistance rather helped 
to sustain the status-quo, preven  ng villagers from slipping further into 
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poverty, but yet not helping them to build resilience for longer-term food 
security.  

Improving the longer-term Eff ec  veness of Food Aid 

In ‘Hunger and Public Ac  on’ (1989) Dréze and Sen describe the goal 
of public ac  on as “mak[ing] it possible for all to have the capability to 
avoid undernourishment and escape depriva  ons associated with hunger” 
(Drèze/Sen 1989: 13). 

So understood, famine preven  on includes not only the protec  on 
of en  tlements, but also their promo  on (ibid: 65), including the access 
to health, to educa  on or sanita  on (ibid: 14). The ul  mate goal of food 
assistance can therefore be described as en  tlements protec  on, and the 
reduc  on of vulnerability to food insecurity through an ac  ve en  tlements 
promo  on, including fostering people’s ability to cope with shocks and crises 
on their own. 

Safety-nets must be regarded as a valuable fi rst step towards this goal. 
However, research fi ndings suggest, that in order to cover the en  tlements 
promo  on aspect safety-nets should be complemented by cargo-nets, 
which ac  vely support people in climbing out of poverty through assets-
crea  on (see discussion in sec  on 2.2). Such an approach, however, can 
only succeed, if the broader socio-poli  cal context, as being constructed 
by beliefs and values, and determined by power-rela  ons, in which 
en  tlements are embedded, is addressed by an integrated policy. Only by 
changing these very structures en  tlements protec  on and promo  on can 
be successful – the provision of food to recipients on the local level can only 
be part of such a broader strategy. The diff eren  al vulnerability to food 
insecurity among the three wealth-groups of the case study suggests that 
among these structures is not only the access to educa  on, which allows 
for be  er and regular employment, but also health infrastructures, access 
to roads in order to stabilise market prices, and the ways of distribu  on of 
subsidised rice through the NFC to name but a few. Most important seems 
to be a shi   in a   tude on the side of the Government of Nepal, from an 
a   tude of neglect to an a   tude of support towards Mugu and the Karnali 
region.

There is a need for understanding and addressing the power rela  ons 
that determine people’s access to various sources of food. More in-depth 
studies that address these aspects grounded in a qualita  ve methodology 
are needed in order to be  er understand the working of en  tlements and 
to fi nd possible ways to promote them in the longer-term. Only qualita  ve 
research can complement the mere descrip  ons of food security indicators 
by an understanding of the factors behind such numbers. 

Obviously, food assistance can always only be a part of the solu  on and 
must be embedded into broader developmental programmes, designed in 
coopera  on with the Government, other donors and civil society. Such a 
strategy must be based on the needs of food insecure popula  ons. Food 
assistance has a huge poten  al also to address the longer-term needs of 
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recipients, as it covers geographically huge areas, and connects these over 
a network of NGOs and local implemen  ng partners. However, standing 
alone it might not be more than a drop in a bucket. Only embedded into 
a broader joint approach the longer-term developmental eff ec  veness of 
food assistance can be increased. This includes the closer coopera  on with 
Government offi  ces at the district and local levels.

The recent WFP country-strategy already takes many of these points into 
account, thereby stressing the role of WFP in providing a produc  ve safety-
net:

“This approach will address immediate hunger and under-nutri  on in 
the face of shocks while helping households and communi  es become more 
food and nutri  on resilient in the medium to long term” (WFP 2010b: 2).

One of the means to a  ain this goal is the building of assets and knowledge 
to improve agricultural produc  on, access to market and the development 
of alterna  ve livelihoods (ibid: 25) through food/cash-for-work modali  es. 
This might include support for micro irriga  on, green house construc  on, 
cul  va  on of high value cash crops, or the support of farmer coopera  ves, 
to name but a few (ibid). Other priority objec  ves in this context are 
measures to increase access of vulnerable popula  ons to government and 
non government services such as health care and educa  on, and capacity 
building on the Government level (ibid: 24, 26). 

These outlined ac  vi  es refl ect WFP’s a  empts to work towards 
more sustainable solu  ons of hunger and food insecurity, but do only 
partly refl ect the underlying causes of people’s vulnerability. Although 
the general approach of WFP towards a more developmental role in this 
context should be welcomed, it lacks a clear strategy of implementa  on 
which shows what concrete role food assistance could play embedded into 
broader developmental programmes that tackle underlying reasons of food 
insecurity and poverty. 

Based on this short discussion, following policy recommenda  ons 
are derived:

• Work towards the design and implementa  on of a joint strategy for 
the eradica  on of hunger in Nepal.

• Defi ne the role of WFP and food assistance as part of a broader 
developmental strategy that aims at reducing people’s vulnerability 
to food insecurity.

• Conduct an in-depth study on the underlying reasons of food 
insecurity and en  tlements-decline, in order to understand hunger 
as determined by broader poli  cal, economic and social structures, 
and to defi ne ways to foster food security in such contexts.

• Think about accomplishing the concept of safety-nets by the concept 
of cargo-nets, helping vulnerable people out of poverty, instead of 
preserving a status-quo.

• The implementa  on of these sugges  ons might be fi rst steps towards 
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a situa  on, where people can lead a healthy and happy live free from 
the fear of hunger and starva  on in future – without food assistance.
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Food prices, food 
security and aid

–Chandan Sapkota

The global food prices have been rising rapidly and have exceeded all 
levels recorded in the past. Recently, the Food and Agriculture Organiza  on’s 
(FAO) Food Price Index surpassed the upper bound reached during the peak 
of the food crisis in 2008 (see Figure 1). The World Bank says global food crisis 
has reached “dangerous levels”. In Nepal, the World Food Programme (WFP) 
argues that about 3.7 million people are at risk of food insecurity (Sapkota,  
2011a) even though the government maintains that the na  on as a whole 
will have food surplus of about 110,000 tonnes in fi scal year 2010/11 (TKP, 
2011). Sadly, the increase in output is not refl ected on rising food prices, 
which have reached the second highest level since 1990.1  Yet s  ll 38 districts 
in Nepal are having defi cit food produc  on.

1. See ‘Update on food security in Nepal (2010-11 is surplus year) at h  p:// sapkotac.
blogspot.com/2011/06/update-on-food-security-in-nepal-2010.html

13
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Figure 1: FAO Food Price Index (2002-2004=100)
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2. FAO Food Price Index h  p://www.fao.org/worldfoodsitua  on/wfs-home/foodpricesindex/
en/



Changing  paradigms of aid eff ec  veness in Nepal 161

Rising food prices

The consistent upward trend in food prices might push more people 
below the absolute poverty line.3 This could undo the recent astonishing 
achievement in reducing absolute poverty to 13 percent of popula  on in the 
past six years as revealed by the forthcoming Nepal Living Standard Survey 
III report (Khanal, 2011). It is es  mated that a 10 percentage increase in food 
prices will increase the number of poor people living below US$1.25-a-day 
by 0.6 million in Nepal (ADB, 2011).

Figure 2: Nepal’s food price index and consumer price index (annual 
percent change)
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Source: Key Indicators for Asia and the Pacifi c 2010
Domes  cally, food prices are fast outstripping overall general prices. 

The Food Price Index (FPI) has been con  nuously dragging up Consumer 
Price Index (CPI), whose annual percentage change is a popular measure 
of infl a  on (see Figure 2). Note that higher infl a  on means more erosion of 
purchasing power of people. Produc  on defi cit is one of the major reasons 
for the spike in food prices. Figure 3 shows that retail prices of wheat and rice 
in Kathmandu are fl uctua  ng and rising especially a  er 2006. Since rice and 
wheat are two major daily food items consumed by most of the households, 
rising prices and high price vola  lity adversely aff ect food consump  on, and 
food accessibility and availability.

3. The World Bank economists argue that about 44 million people fell below the poverty line 
of US$1.25-a-day due to high food prices between June and December 2010. See Ivanic, 
M., W. Mar  n, and H. Zaman. (2011). 
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Figure 3: Retail price of wheat and rice in Kathmandu (nominal NRs per kg)
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Source: FAO4

Since Nepal does not produce anything like enough food to meet domes  c 
food requirement it has to import food equal to domes  c produc  on defi cit. 
So, shocks in produc  on, supply and prices of agricultural goods at the global 
level aff ect food prices in our local market as well. In 2009, agricultural trade 
defi cit was US$270 million, up from US$157 million in 2003.5 Since the 
demand for food doesn’t go down at price surge, Nepal will be impor  ng at 
least the same amount of food even if prices skyrocket. That means it has 
to spend substan  ally more to import the same quan  ty of food. This will 
nega  vely impact the already high trade defi cit and government expenditure 
available for other development ac  vi  es. Meanwhile, donors will have to 
redirect funds to address rising food prices instead of implemen  ng already 
planned development ac  vi  es.

Globally, rising temperatures, shi  ing season pa  ern, more frequent 
and extreme weather events, fl ooding, wildfi re, and drought in Russia, 
Canada, Australia, Pakistan, China, Argen  na, and Kazakhstan, among others 
countries result in produc  on shocks.  Meanwhile, supply shocks occur 
when major expor  ng na  ons take preemp  ve measures to curb exports or 
put embargos on certain agricultural products – so much so that their own 
domes  c demand is met and prices remain below a s  pulated threshold 
for their ci  zens. For instance, supply shock occurred recently when India, 
Russia and Vietnam, among other na  ons imposed food grains embargo. 
Addi  onally, specula  on by brokers and investment fi rms, who bet on the 
future price of major agricultural items based on account of produc  on, 

4. Data extracted from FAO’s GIEWS food price data and analysis tool (h  p://www.fao.org/
giews/pricetool2)

5. Author’s computa  on using UN Comtrade database (h  p://www.comtrade.un.org/)
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inventory, and future expected produc  on level, have also contributed to 
price shocks (HLPE, 2011).

All of these events have not only aff ected demand, supply, and prices 
of agricultural goods at the global level, but also, to some extent, our own 
economy. A Nepalese ci  zen spends, on average, 59 percent of his income 
on food. Of this about 58 percent and 15 percent are spent on breads and 
cereals, and fruits and vegetables, respec  vely.� Since food prices are already 
high in the domes  c market, any further price rise will force more people to 
scale down discre  onary expenditures and savings, which will directly aff ect 
savings, investment and economic growth.

Donors’ role

The failure to address the impact of rising food prices will have adverse 
eff ect on the progress made in achieving Millennium Development Goals 
(MDGs) on poverty and malnourishment. As men  oned earlier, rising 
food prices might undo the astonishing achievement in reducing absolute 
poverty. Worse s  ll, it might worsen malnutri  on, which is at “alarming” 
level since 1990 (Sapkota, 2011b). Achieving the MDGs is one of the top 
priori  es of donors. The mul  dimensional impact of rising food prices and 
defi cit food produc  on will have an impact on the progress on MDGs and 
warrant increased donor focus and interven  on.

Since aid money is limited, it has to be spent effi  ciently in the most 
targeted projects and programs. There is no central es  ma  on of how 
much food aid Nepal receives each year. However, mul  lateral and bilateral 
donors such as WFP, USAID, DFID, ADB, and WB among others donors are 
launching projects and implan  ng interven  ons to address food insecurity 
in Nepal. While WFP is focused on addressing the emergency needs, the 
others are primarily assis  ng in increasing produc  on and produc  vity in 
the agriculture sector, which has not received much a  en  on from the 
government except for the customary budgetary alloca  on for subsidies and 
irriga  on projects in various districts. 

Aid interven  on should primarily focus on increasing produc  on and 
produc  vity in the 38 food- defi cit districts. Some of these districts bear 
such geographical terrain that it is unfeasible to produce goods that are 
consumed daily by households. In such cases, both the government and 
donors should focus on facilita  ng supply of essen  al food items. This might 
mean subsidizing transporta  on costs and building roads network. The right 
kind of interven  on depends on the remoteness of food defi cit districts. 
Meanwhile, donors could also assist in funding temporary condi  onal and 
uncondi  onal transfers and safety net programs depending on local context. 
Providing in-kind assistance (food and other necessary household items) in 
return for manual agriculture works in villages could also help to tackle both 
rural unemployment and food insecurity problems.� 

As always, the fi rst priority should be to dampen rising food prices in food 
defi cit districts. This should be followed by interven  ons aimed at increasing 
produc  on and produc  vity.�
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Way forward: Tackling rising food prices & insecurity

Apart from specifi c interven  ons in food defi cit districts, the following 
recommenda  ons will help address the eff ects of rising food prices and low 
food produc  on in Nepal. 

First, there should be higher investment geared towards increasing 
agricultural produc  on and produc  vity so that produc  on defi cit can at least 
be narrowed down. Meanwhile, domes  c produc  on of climate resilient 
varie  es of food grains should be encouraged. Equally important are state 
subsidies on appropriate varie  es of seeds and fer  lizers, plus some sort of 
guarantee to facilitate transport of surplus produc  on of each household 
to the market. The government and development agencies should provide 
suffi  cient infrastructure and policy structure to facilitate this process.

Second, to facilitate unhindered access of agricultural items to the 
market, food cartels should be reined back. The agricultural traders, who 
are mostly affi  liated to one party or the other, get dirt cheap food items 
(especially veggies) from farmers and sell them in the market with a wide 
margin. If prices start to come down, then they slow down the supply to 
hike up prices. This sends decep  ve, undervalued price signals to farmers, 
who are neither encouraged to produce more nor are mo  vated to seek 
innova  ve methods to produce improved varie  es of food items crucial for 
food security and for pu   ng downward pressure on prices. The supply-side 
bo  lenecks have to be tackled in favour of encouraging farmers to produce 
more and mo  vate them to seek innova  ve farming methods as well as to 
curb price manipula  on and hoarding of agricultural goods. The market 
monitoring and successful cases of good governance interven  on conducted 
by donors might help if they are put to good use in this case.

Third, smooth regional agricultural trade is crucial to meet Nepal’s food 
demand. Since agricultural imports from India cons  tute over 40 percent 
of total agricultural goods imported by Nepal, it is in Nepal’s interest to 
convince India—a net exporter of agricultural goods— to make an excep  on, 
or at least to ensure quota that is enough to meet its domes  c needs even 
if India puts an embargo on food export to other countries. Since Nepalese 
and Indian popula  on consume pre  y much the same kind of food items 
and the two countries share an open border with free fl ow of pre  y much 
all goods and services, it is in both countries’ interest to smoothen trade. Or 
else, the nega  ve poli  cal and economic spillovers and black marke  ng will 
further plague the region, on both sides of the border. Moreover, greater 
coopera  on on agricultural trade among South Asian countries could also 
help to ease food defi cit.

Fourth, a fully func  onal regional food bank is needed for con  ngency 
arrangements in South Asia. The 14th SAARC Summit held in New Delhi in 
2007 agreed to establish SAARC Food Bank, which is expected to serve as a 
regional food security reserve for SAARC member countries facing recurring 
food shortage and emergencies. The food bank was authorized to start off  
with a total reserve of 0.24 million tons of food grains. Since this amount is 
not enough to ensure regional food security, Bangladesh recently proposed 
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to raise the strategic reserve to 4 million tons. Sadly, the whole concept of 
SAARC Food Bank is yet to become materialize. There is a need to address 
the issue of price incen  ve and access threshold to enable the release of 
grains from the reserve. The donors that are running projects on enhancing 
regional integra  on should look into this aspect as well.  

Fi  h, and most importantly, it is high  me poli  cal leaders, and 
offi  cials at Na  onal Planning Commission, Ministry of Finance, Ministry of 
Agriculture & Coopera  ves, and Ministry of Commerce & Supplies woke up 
and acknowledged the fact that rising food prices and a poten  al food crisis 
pose a real economic threat and could engender poli  cal instability. They 
have to plan and work in tandem to eschew intensifi ca  on of food crisis and 
its spillover on the economy and poli  cal fronts. Furthermore, donors and 
government have to look at short term and long term op  ons to tackle food 
insecurity. The short term measures include providing immediate assistance, 
targeted subsidies, and implemen  ng safety net programs. The long term 
measures include programs to increase produc  on, produc  vity, availability 
and accessibility.
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Food Insecurity in Nepal: 
A Poverty and Social Exclusion 
Nexus

–Ganga Dutta Acharya

Over the past decade, food security has emerged as one of the 
prominent policy issues in development debates in Nepal. A number 
of events have brought the ques  on into sharp focus in later years. 
Reports of more than one fourth of the popula  on forced to go to 
bed hungry every day, the media’s spotlight on food shortages, 
starva  on and malnourishment in various districts of the country, 
growing ac  vism of NGOs against the plight of the hungry, visible 
impacts of globaliza  on on agriculture and farmers—all make this 
issue prominent in policy discourses. 
This paper briefl y examines the food security situa  on of the country 
and reviews the obliga  ons and ini  a  ves by the government and 
external development partners to ensure food security. This paper 
mainly argues that food insecurity problems in Nepal largely bear 
the structural causes while almost all interven  ons seek technical fi x 
grossly ignoring the fundamental issues of structural transforma  on. 
As a result mainstream interven  ons are less relevant, poorly 
targeted and ineff ec  ve for the poor and excluded. 
Key words: Food security, Right to Food, Chronic and Transitory Food 
Insecurity, Food Aid, Poverty, Exclusion
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Background

Food security and freedom from hunger is considered as a fundamental 
human right in interna  onal human rights trea  es including the Universal 
Declara  on of Human Rights (1948), the Interna  onal Covenant on 
Economic Social and Cultural Rights (1966) and the Conven  on on the Rights 
of the Child (1989). Feeding the hungry that are unable to feed themselves is 
almost universally regarded as a compelling moral obliga  on.  Interna  onal 
community has well recognized this issue as one of the most important goals 
of the Millennium Declara  on is to halve propor  on of people who suff er 
from hunger by 20151. Since then food security has become one of the key 
issues in policy debates par  cularly in developing countries. 

The World Food Summit held in 1996 precisely defi ned the concept of 
food security as a situa  on when all people, at all  mes, have physical, social 
and economic access to suffi  cient, safe and nutri  ous food to meet their 
dietary needs and food preferences for an ac  ve and healthy life2. Thus, food 
security is a mul  dimensional socio-economic phenomenon that integrates 
at least following four interrelated components

- availability of food, 
- physical and economic access to food, 
- biological u  liza  on of the food and 
- stability of food supply. 

For a long  me, food security meant ensured availability of food (through 
produc  on, imports or food aid).  A  er Amartya Sen’s seminal work, Poverty 
and famines (1981), it has increasingly been understood that the availability 
of suffi  cient food in the right place and at the right  me is a necessary 
condi  on, but it is not suffi  cient to avoid hunger. A well-stocked food market 
is irrelevant to those who do not have enough income to purchase food. 
Similarly, enough income may also ma  er less if insuffi  cient food is available 
in the market. Households and individuals must always have physical and 
economic access to food through their own produc  on, purchases in the 
marketplace or transfers via social safety nets. 

Recent thinking has added to the concept of u  liza  on as a dimension 
of food security. Adequate access to food ma  ers li  le, if people have poor 
physiological ability to u  lize the food they intake due to their poor health 
and sanita  on status. Thus non-food inputs such as educa  on, clean drinking 
water, sanita  on and health care are considered equally important for food 
security. Finally, stability is also an essen  al element of food security because 
even temporary interrup  ons of food availability, access or u  liza  on can 
have serious long-term consequences. Household food security is meant to 
apply these concepts to the family level, with individuals within households 
as the focus of concern. 

Food insecurity is a situa  on opposite to the above where people lack 

1. United Na  ons Millennium Development Goals (www.un.org/millenniumgoals).
2. WFS (1996). Declara  on of the World Food Summit 1996 (Para. 1)
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secure access to suffi  cient amounts of safe and nutri  ous food required for 
normal, ac  ve and healthy life. If a household or individual faces defi ciency in 
minimum food requirements only for a short-period of  me generally arising 
from natural and human induced catastrophes such as natural disasters, wars 
and confl ict, it is regarded as the short-term or transitory food insecurity.  
A situa  on emerged as a long-term or persistent inability of individuals or 
households to meet minimum food consump  on requirements is regarded 
as chronic food insecurity.

A chronically food insecure household is generally deprived in mul  ple 
dimensions- combina  ons of capability depriva  on, low levels of material 
assets, and socio-poli  cal marginality making them unable to secure 
minimum food consump  on requirements over long periods. Such a 
situa  on is generally associated with the structural factors which frame the 
availability, access, u  liza  on and stability dimensions of food security. It is 
important to note here that the natural and human-induced catastrophes 
are normally responsible for around 10 percent only of all hungry and 
malnourished people in the world; while 90 percent of the hungry suff er 
from chronic food insecurity3.

Food Security Situa  on of Nepal

Over the past decade, food security has emerged as one of the prominent 
policy issues in development debates in Nepal. A number of reasons have 
brought the ques  on into sharp focus in later years. The media’s spotlight 
on food shortages, starva  on and malnourishment in various districts of the 
country, growing ac  vism of NGOs against the plight of the hungry, visible 
impacts of globaliza  on on agriculture and farmers—all make this issue 
prominent in policy discourses. 

Food and nutri  on security situa  on of Nepal is grim as the country is 
persistently failing to adequately feed more than a quarter of total popula  on. 
It is es  mated that nearly 7 million out of about 27 million popula  ons of 
Nepal go to bed hungry every day in 20104. Nearly 40 percent of children 
below the age of fi ve suff er from protein-energy malnourishment5.

As nearly 96 percent of hungry poor live and work in rural areas6, it is 
predominantly a rural phenomenon in Nepal. Substan  al dispari  es exist by 
caste, ethnicity, gender and geographic regions also. Generally, dalits, ethnic 
minori  es and women are more vulnerable to hunger than other groups. 
Due to prevalence of caste and gender-based discrimina  on these groups 
are deprived of resources, opportuni  es in virtually all aspects of daily life 
resul  ng with lower levels of human and produc  ve capital.

3. FAO (2006). The State of Food and Agriculture. Food Aid for Food Security? Rome: Food 
and Agriculture Organiza  on of the United Na  ons 

4. WFP (2009). A Sub-regional Hunger Index for Nepal.
5. Na  onal Planning Commission (2010). Nepal Millennium Development Goals Progress 

Report.
6. Central Bureau of Sta  s  cs (2009). Report on the Nepal Labour Force Survey.
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Some 40 percent of the popula  on does not have access to minimum 
calorie requirement, with a higher propor  on in the Mountain regions 
(45%) followed by Hills (42%) and Terai region (37%)7.  People in the high 
mountains and western hills are more vulnerable and experience higher 
frequency of food shortages than the Terai and eastern parts of the country8. 
In most remote mid- and far- western hill and mountain districts, local food 
produc  on some  mes covers just three months of annual household needs, 
aff ec  ng almost two third of the popula  on9. 

Causes of Food Insecurity: Social Exclusion and Poverty Nexus

Globally, food insecurity is largely a situa  on created not by lack of food 
but by poverty and exclusion which deny people access to food. This is true 
for Nepal as well. Nepal when acheived self-suffi  ciency in food produc  on, 
s  ll failed to avoid hunger and malnutri  on at household and individual level. 
Even in the current year na  onal sta  s  cs show that domes  c produc  on of 
edible cereal grains is more than adequate to feed every Nepalese10. S  ll, 
more than a quarter of total popula  on of the country goes to bed hungry 
every day. Therefore, food security challenge is not to just produce enough 
food but ensure required level of food energy intake at household level. 

Food insecurity is a ques  on of mal-distribu  on of resources and 
inequality. The resource-poor are hungry and malnourished not because 
there is no food but because they cannot aff ord the food. Therefore, it is not 
the ma  er that suffi  cient food is produced, but who produces it and for the 
benefi t of whom. 

Hunger and poverty are closely interlinked and interdependent 
phenomena. Inadequate access to produc  ve resources such as land, 
irriga  on, seeds, inputs, credits and markets or other sustained means of 
incomes is the root cause of hunger and malnutri  on. Poor have denied 
access to such resources and services. Social exclusion is one of the main 
causes of poverty. Hunger is the obvious manifesta  on of poverty and 
poverty itself is an outcome of systemic exclusion. Social exclusion primarily 
driven by ins  tu  ons and processes on the basis of gender, ethnicity, caste 
and geography uphold or exacerbate income- and capacity-poverty. The 
ethnic, indigenous, tribal and occupa  onal caste groups and women have 
con  nuously been excluded from socio-cultural and economic mainstream 
of the country. As a result, ability of these excluded communi  es to access 
and control over produc  ve resources and opportuni  es is extremely limited 
in Nepal resul  ng into persistent poverty and hunger.

Land is the principal source of livelihoods in rural Nepal. Unfortunately, 

7. NPC (2007). Three Year Interim Plan (2006/7-2009/10 ). Na  onal Planning Commission, 
Singhadurbar, Kathmandu, Nepal. 

8. Na  onal Planning Commission (2010). Nepal Millennium Development Goals Progress 
Report

9. ibid
10. Preliminary es  mate of MoAC as of October 2011 (Personal Communica  on with MoAC 

authori  es)
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the distribu  on of this valuable produc  ve resource is highly skewed. More 
than fi  y fi ve percent of the farm families are either landless or hold less 
than 0.5 ha of cul  vable land in Nepal (table 1). Over 70 % of peasants 
operate on less than one hectare of land11. A majority of the fer  le land in 
the country is held by absentee landlords who principally derive their means 
of living other than farming. 

Table 8.1: Distribu  on of land in Nepal12

Farm families types Number Land holding size/family percentage

Landless 287100 0-0.1 ha 10.13

Marginal cul  vators 6,70,000 0.1-0.3 ha 23.63

Small farmers 6,48,000 0.3-0.5 ha 22.86

Medium farmers 1131560 0.5-3.0ha 39.92

Big farmers 93700 3.0-10.0ha 3.33

Very Big farmers 3800 >10 ha of land holding 0.13

Nepali society is highly diversifi ed in terms of caste, class, gender, 
ethnicity, language and cultural pa  erns. Gender-bias against women is 
a well established historical and socio-cultural legacy of Nepalese society 
governed by patriarchal Hindu ideology that largely limits their access to 
land, income and employment opportuni  es making them more vulnerable 
to food insecurity13.  Extreme forms of discrimina  on are found against 
women at household and community level though the law has given equal 
opportunity. 

Nepali society is comprised of 37% of the indigenous popula  on 
belonging to 59 diff erent na  onali  es with more than 100 diff erent 
dialects14. Unfortunately, majority of the indigenous people of Nepal were 
systema  cally discriminated in na  onal unifi ca  on process. The so-called 
high caste Hindus hailed from Nepal's western hills controlled the state 
poli  cs since the 18th century and gradually Hinduized the en  re indigenous 
popula  on (who are not the Hindus by origin) of the country. In more than 
238 years long rule of Gorkha kings, the indigenous communi  es were forced 
not only to lose their iden  ty but also the tradi  onal means of livelihoods 
and were pushed into the margins.

Indigenous people's food system cannot be understood outside the 
context of their cultural prac  ces. For them the means of livelihoods such 
as land tradi  onally tend to have a collec  ve dimension with the ownership 
rights largely vested on the community as such, for example Kipat system 
among Limbus of eastern Nepal. This tradi  onal system of land ownership 

11. Central Bureau of Sta  s  cs (2009). Report on the Nepal Labour Force Survey
12. Report of the High Level Commission of Scien  fi c Land Reforms, Nepal (2010).
13. Pandey, Devendra Raj (2000) Nepal’s Failed Development: Refl ec  ons on the Mission and 

the Maladies. Kathmandu: Nepal South Asia Centre.
14. h  p://nefi n.org.np
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and possession came under strain with the introduc  on of private land 
ownership system and systemic a  empts made to break collec  ve control 
of land to allow for priva  za  on. Due to this state interven  on, indigenous 
communi  es like Limbus and Tharus have become poor and food insecure 
today. 

Besides, some other indigenous communi  es such as Bote, Majhi, 
Chepangs, Raute, Raji etc tradi  onally dependent upon forest and other 
natural resources are also systema  cally denied to access their tradi  onal 
means of livelihoods making them poor and more vulnerable to food 
insecurity. In fact, indigenous people's food system cannot be understood 
outside the context of their cultural prac  ces. 

Similarly Dalits represent about 20 % of Nepalese popula  on. The Hindu 
hierarchical system discriminated en  re Dalit communi  es characterizing 
them as so called 'untouchables' aliena  ng them as servant class of the 
society, thus systema  cally denying their access to land and other produc  ve 
resources. Although untouchability was abolished in the revised Civil Code 
(Muluki Ain) of 1963, discriminatory prac  ces con  nue even today barring 
them to access wider livelihoods op  ons.  

Due to the persistent exclusionary value system and prac  ces, all types 
of produc  ve resources-land, forest and water- as well as other livelihood 
opportuni  es available in the socie  es have virtually been captured by the 
high-caste male elite classes. In an agrarian economy, the landed elites at 
local power structure are always dominant to infl uence all sorts of decision. 
Without breaking this unequal and unjust social rela  on of power at local 
level it is hard to realize the food security goal of poor and excluded in Nepal.

In addi  on to the above, globaliza  on and integra  on of na  onal 
economies to the interna  onal markets and corporate world has widened 
inequality. With the adop  on of Structural Adjustment Programs (SAP) in 
mid 1980s, nearly 30 years of rampant hegemony of the market-led model of 
economic growth has been in prac  ce in Nepal that has clearly demonstrated 
the increased privileges for the few, increased concentra  on of wealth in 
hands of few elites and increased inequality resul  ng into persistent problem 
of chronic poverty and food insecurity. Besides, recurrent fl oods, landslides, 
drought and other nature induced catastrophes and associated crop losses 
also contribute to some extent to the food insecurity and hunger problems 
of Nepal. However, most of such incidences induce short-term crisis.

Tackling Food Insecurity

From the foregone discussion, it is obvious that food insecurity is the 
prominent development challenge of Nepal. The Government of Nepal 
and the external development partners seem to be aware of the gravity of 
this issue and have launched several schemes to address the problem. The 
mainstream interven  ons of food security- carried out by both the state 
and non-state actors can broadly be divided into two categories Produc  on 
promo  onal interven  ons- such as income genera  ng ac  vi  es Subsidized 
food provisioning The food insecurity problem of Nepal largely bears 
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structural features, but the dominant mode of interven  ons is technical 
in nature. The Ministry of Agriculture and Coopera  ves is considered 
to be responsible for ensuring food security of people, which is however 
mandated for food produc  on only. Other actors par  cularly I/NGOs and 
donor agencies like WFP also have food security interven  ons. However 
nearly all interven  ons are exclusively produc  on focused.  As discussed 
earlier, food produc  on is necessary condi  on but not suffi  cient for food 
security. Moreover the centrally designed produc  on focused interven  ons 
are obviously less relevant or useless for resource poor people, par  cularly 
landless or marginal cul  vators who live in complex, diverse and risk prone 
niches adop  ng mul  ple livelihoods por  olios. 

The provision of subsidized food for the hungry masses should be a 
temporary measure to tackle food crisis arising out of sudden shocks such 
as fl ood emergencies that aff ect the households temporarily and must 
be ended as soon as the crisis is over. However, in our case, food aid has 
become a standard and ins  tu  onalized response to chronic food insecurity 
problems with increasing fl ow of subsidized foods.  

Nepal Food Corpora  on a semi-autonomous government ins  tu  on and 
World Food Program of the United Na  ons have been involved in providing 
subsidized food par  cularly rice targe  ng to food insecure households of 
the hills and mountain regions of Nepal for more than four decades. The 
implica  ons of such a provisioning are mul  dimensional as it creates 
dependency among recipient communi  es and sidelines the priority of state 
authori  es to create sustainable founda  on of food security. By discouraging 
policies and programs that would contribute to build a founda  on of 
sustainable livelihoods of people in highly vulnerable areas, food aid in no 
way has benefi  ed communi  es in the longer term. Neither has it become a 
reliable means of food safety for the rural poor. The recurrent and increasing 
fl ow of food from outside has not supported the vulnerable people's desire 
of secured livelihoods rather it has con  nuously been undermining them. 
It is largely not contributory to food security rather deepening the problem 
by sidetracking the a  en  on of policy makers, donor agencies as well as 
development workers from per  nent issues of structural transforma  on.   

Conclusion:

Food insecurity is a perennial problem of poor and excluded communi  es 
and households passing through one genera  on to other. Denied access 
to produc  ve resources and thus the food due to socio-cultural and 
economic exclusion is basic cause of persistent problem of food insecurity. 
The mainstream interven  on schemes ignore this fundamental reality and 
search for a 'quick fi x' either through provisioning of subsidized food or 
introducing produc  on-focused technology packages which are less relevant 
and ineff ec  ve for the poor and excluded. Robust schemes of promo  ng 
structural transforma  on to ensure access to produc  ve resources and 
opportuni  es for the poor and excluded only could bring las  ng solu  ons of 
this perennial problem.
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A critical assessment of Third 
Global Review of Aid for Trade

–Paras Kharel 

Introduc  on

The Aid for Trade (AfT) ini  a  ve was launched under the aegis of the 
World Trade Organiza  on (WTO) in 2005 in response to the inability of 
developing countries in general and least-developed countries (LDCs) in 
par  cular to take advantage of increased market access opportuni  es on 
account of their supply-side constraints and the ineff ec  veness of previous 
trade-related technical assistance and capacity building programmes at 
the mul  lateral level in helping address the core trade-related supply-side 
constraints facing these countries.  

Six years into the implementa  on of the AfT ini  a  ve, a robust and 
comprehensive monitoring and evalua  on mechanism is yet to be in place. 
Three major mul  lateral (offi  cial) pla  orms/ mechanisms are being used for 
the monitoring and evalua  on of AfT. First, the Organisa  on for Economic Co-
opera  on and Development (OECD) and the WTO jointly publish an annual 
report  tled Aid for Trade at a Glance, which analyses AfT fl ows based on 
the OECD's Creditor Repor  ng System (CRS) database and broad qualita  ve 
trends in AfT based on ques  onnaires fi lled out by recipient countries, and 
unveil the report for wider discussions at periodic intervals. Second, on a 
pilot basis, both donors and partners are including a sec  on on AfT in their 
respec  ve trade policy review documents. Third, periodic discussions on AfT 
issues take place at the regular sessions on Aid for Trade within the Trade 
and Development Commi  ee of the WTO. Following cri  cism of the largely 
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top-down Geneva- and Paris-based monitoring and evalua  on exercise and 
growing calls for country-based assessments, the OECD and the WTO have 
included 269 "case stories" in the Aid for Trade at a Glance report for 2011, 
unveiled at the Third Global Review of AfT in Geneva in July 2011. 

Realizing the shortcomings of the present monitoring and evalua  on 
systems, South Asia Watch on Trade, Economics and Environment (SAWTEE), 
Kathmandu and the Interna  onal Centre for Trade and Sustainable 
Development (ICTSD), Geneva prepared a methodology1 for assessing 
the eff ec  veness of AfT, based on which country case studies are being 
conducted in six developing countries: Cambodia and Nepal in Asia, Malawi 
and Mauri  us in Africa, and Jamaica and Peru in the Americas.

The aspects of AfT considered in the Nepal study2 are largely based on the 
recommenda  ons made by the Task Force on AfT cons  tuted by the WTO 
Director General as mandated by the Hong Kong WTO Ministerial Declara  on 
in 2005. The aspects can be grouped under four pillars. Addi  onality, 
predictability and sustainability cons  tute the fundamental issues. Under 
the eff ec  veness pillar, ownership, alignment, donor coordina  on and 
impact are considered. The third pillar is coherence, where South-South 
AfT and the coherence of AfT and climate funding are considered. Under 
the fourth pillar, three addi  onal aspects are considered: grant versus loan, 
demand-supply gap, and absorp  ve capacity. 

Besides the OECD's CRS database, the Nepal study used na  onal-level 
data where available and conducted in-depth interviews with a wide range 
of relevant stakeholders (50), including government offi  cials, academics and 
trade experts, civil society, the private sector, the media, and donors.

This ar  cle cri  cally assesses the evalua  on approach adopted by the 
Aid for Trade at a Glance 2011: Showing Results3 (henceforth the Report) 
mainly in the light of the fi ndings of the Nepal study conducted by SAWTEE 
and the methodology that underpins it. While all the fi ndings of a country 
study cannot be generalized, the methodology employed and the issues/
aspects covered in the study, but ignored or not adequately dealt with in the 
Report, provide for a more comprehensive evalua  on that can be adopted 
in other countries too. The focus of this ar  cle4 is on the fundamental issues 
(addi  onality, predictability and sustainability, plus defi ni  onal issue), 
ownership, alignment and impact. 

1. Adhikari, Ratnakar. 2011. “A Methodological Framework for Conduc  ng Independent 
Evalua  on of the Eff ec  veness of Aid for Trade”, ICTSD Programme on Compe   veness 
and Sustainable Development (ICTSD), Issue Paper No. 18. Geneva: Interna  onal Centre 
for Trade and Sustainable Development. 

2. Adhikari, Ratnakar, Paras Kharel and Chandan Sapkota. 2011. “Evalua  ng Development 
Eff ec  veness of Aid for Trade in Nepal”. July. Report prepared for the Interna  onal Centre 
for Trade and Sustainable Development (ICTSD) and South Asia Watch on Trade, Economics 
and Environment (SAWTEE).

3. OECD and WTO. 2011. Aid for Trade at a Glance: Showing Results. Paris and Geneva: 
Organisa  on for Economic Co-opera  on and Development and World Trade Organiza  on.

4. This is an extended version of Kharel, Paras. 2011. “Cri  cal assessment of Third Global 
Review of Aid for Trade”, Trade Insight 7(2). Kathmandu: South Asia Watch on Trade, 
Economics and Environment.
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Fundamental issues

Based on the CRS database, the Report shows that in 2009 AfT 
commitments reached approximately US$40 billion (in 2009 constant 
prices), a 60 percent increase from the 2002-2005 baseline period. Likewise, 
disbursements have been increasing at a constant growth rate of between 
11-12 percent for each year since2006, reaching US$29 billion in 2009. 

The Report concludes that the increase in AfT commitments in the post-
2005 period has been addi  onal, i.e., not at the expense of aid to other 
sectors, on the ground that the average share of AfT in total sector allocable 
offi  cial development assistance (ODA) since the 2002-2005 baseline period 
has remained stable at 33 percent. There are a number of problems with 
this approach. The Report assesses addi  onality in commitments but not in 
disbursements, and does not assess addi  onality at the country level. The 
Nepal study fi nds addi  onality in commitments but not in disbursements. 
Moreover, the basis for determining addi  onality used in the Report may 
not yield meaningful results in all cases. For example, even if the share 
of AfT in total sector allocable ODA had increased, there could s  ll be 
addi  onality, provided that the growth of non-AfT ODA had not declined 
compared to the baseline period. The Nepal study assesses addi  onality in 
both commitments and disbursements by taking into account whether i) AfT 
has increased over the base period; ii) non-AfT ODA has also increased over 
the base period; and iii) the growth rate of non-AfT ODA has not declined 
over the base period. 

The distribu  on of AfT fl ows across recipient countries is highly unequal, 
slightly more so than the distribu  on of overall ODA. According to the Report, 
although low-income countries got almost 50 percent AfT commitments 
in 2009, up from 39.5 percent in 2008 and the LDCs' share rose from 26.5 
percent to 30.4 percent, the top 10 recipients got 45 percent of country-
specifi c AfT commitments during 2002-2009. The presence of countries 
like Iraq (ranked second), Afghanistan (fourth) and Egypt (tenth) in the top 
10 list—a  rac  ng AfT in volumes dispropor  onate to their economic and 
popula  on size, and, more importantly, the trade-related constraints they 
face—strongly points to strategic considera  ons reigning supreme in the 
alloca  on of AfT resources by donor countries. 

Another issue related to the volume of AfT fl ows is that while the Report 
compares AfT commitments made in the years 2006-2009 with the average 
commitments made in the baseline period 2002-2005—globally as well as 
for individual countries—it does not do the same for disbursements. That it 
is important to look at changes in average disbursements is demonstrated 
by the fi nding of the Nepal study that disbursements to Nepal have actually 
fallen in the period 2006-2009 compared to the baseline period. 

Most of the analyses in the Report are based on commitments rather 
than disbursements. The ra  o of disbursements to commitments at the 
global level was 72.5 percent in 2009. The Report argues that commitments 
are forward looking and show the amounts that donors will spend on certain 
development ac  vi  es and are o  en mul  year (e.g., infrastructure) with 
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subsequent disbursements spread over several years, with the result that 
disbursements always trail commitments. These arguments are valid, but 
other factors that may explain the divergence between disbursements and 
commitments—such as the absorp  ve capacity of recipients and donors' 
onerous procedural requirements—are not analysed. The Nepal study fi nds 
the gap between AfT disbursements and commitments (taken as the ra  o of 
average disbursements to average commitments) to have worsened sharply 
in the period 2006-2009 compared to the baseline period (from 98 percent 
to 59 percent). In contrast, the gap is not so severe in the case of non-AfT 
ODA. Apart from technical reasons (e.g., mismatch between the repor  ng 
periods of donors and the recipient), which are only a part of the problem, 
the study fi nds human resource-related constraints at the domes  c level 
as well as systemic factors both at the domes  c level (e.g., lack of project 
banks, poli  cal instability) and the donor level (e.g., donor bureaucracy and 
its onerous procedural requirements) as cri  cal factors behind the varia  on 
between commitments and disbursements. The Report does not discuss 
the predictability issue in the light of the commitment-disbursement gap, 
although it iden  fi es inadequacy and unreliability of external funding as "a 
recurring brake on project success" when presen  ng case-story fi ndings.

In what is one of its major limita  ons, the report does not assess the 
sustainability aspect of AfT despite it having been emphasized in the 
WTO's AfT Task Force Report. Sustainability, here, means sustaining the 
achievements made through AfT even a  er donor support ceases. The Nepal 
study assesses sustainability in terms of fi nancial, ins  tu  onal and human 
resource sustainability. Financial sustainability calls for mobiliza  on of funds 
for the con  nuity of AfT programmes/projects even a  er donor funding 
dries up. However, fi nancial sustainability alone is not enough to ensure 
eff ec  ve sustainability. An ins  tu  onal home for the AfT programmes/
projects to carry on is of utmost importance. The human resource aspect of 
sustainability basically refers to effi  cient human resource planning to ensure 
eff ec  ve designing and implementa  on of AfT programmes/projects: 
frequent transfer of staff  and weak implementa  on of a performance-
based reward system in the bureaucracy are found to be adversely aff ec  ng 
sustainability in Nepal. The Nepal study fi nds that AfT donors are in general 
not building the capacity/exper  se of local ins  tu  ons and individuals 
such that AfT projects could con  nue even when donor support cease 
to exist. The  ed nature of aid is found to have adverse implica  ons for 
sustainability. When equipment have to be sourced from a par  cular donor, 
the replacement of parts and components could become extremely diffi  cult 
a  er the foreign assistance is terminated, as was the case in a project in west 
Nepal.

Defi ni  onal issue

The broadness of defi ni  on of AfT on the basis of which AfT is monitored 
and evaluated by the WTO has been a major cri  cism of the AfT ini  a  ve. 
The WTO's Task Force on AfT divided AfT into six categories: i) trade-
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related infrastructure (e.g., road, telecommunica  on, electricity); ii) 
building produc  ve capacity (e.g., enhancing produc  vity of agriculture, 
industry, fi shery); iii) trade development (e.g., investment promo  on, trade 
promo  on, business services); iv) trade-related adjustment (e.g., retraining 
of workers, compensa  on for retrenched workers); v) trade policy and 
regula  ons (e.g., training of offi  cials and stakeholders, help in designing 
policies and compliance with trade rules); and vi) other areas (e.g., other 
needs of the recipient countries that are not included elsewhere).

The OECD's CRS database on AfT fl ows basically follows the Task Force's 
defi ni  on, but clubs building produc  ve capacity and trade development 
together, and places trade-related adjustment under the category of trade 
policy and regula  ons. This database has remained the principal source 
of data on AfT provided by members of the Development Assistance 
Commi  ee. 

The fi rst two categories—infrastructure and building produc  ve 
capacity—are so broad that a lot of aid ac  vi  es remotely related to trade 
can be included in them. This problem takes on addi  onal signifi cance when 
one notes that the main objec  ve of the AfT ini  a  ve is to address trade-
related supply-side constraints and that these categories represent the most 
important areas for addressing such constraints. Since the launch of the AfT 
ini  a  ve, aid to economic infrastructure and building produc  vity capacity 
has dominated AfT fl ows (about 97 percent of total AfT commitments during 
2006-2009).Taking it at face value would mean that AfT is mostly going 
towards addressing trade-related supply-side constraints. But the broadness 
of defi ni  on coupled with the fact that the database relies on self-repor  ng 
by donors evokes skep  cism. The inclusion of aid for the construc  on of an 
urban transport system in Istanbul and a mass transit system in Bangkok is 
an example of how the broadness of defi ni  on distorts the AfT picture. 

The broadness of defi ni  on emerged as a major issue in the interviews 
with stakeholders carried out for the Nepal study. Serious doubts were 
expressed over the en  re US$986 million (in 2008 constant prices) Nepal 
received in AfT commitments during 2006-2009 being really AfT proper, with 
some going so far as to dub AfT "old wine in a new bo  le". According to 
a government offi  cial handling trade ma  ers, aid for the construc  on of a 
road with li  le or no signifi cance for Nepal's interna  onal trade was counted 
as AfT by donors. 

The Report does admit that defi ni  on remains an issue and that the 
OECD's AfT categories are at best proxies to keep track of aid fl ows geared 
towards "suppor  ng" trade. It quotes Nepal's dissa  sfac  on with the 
broadness of defi ni  on. It also cites the case of India, which, despite being 
the largest recipient of AfT commitments since 2002, takes the posi  on that 
except for a single project it has received no AfT! The Report a  ributes this 
to India's narrow defi ni  on of AfT. Possible ways to address this problem are 
not explored, however. Because the defi ni  onal issue is fundamental to any 
reliable assessment of AfT, the WTO and the OECD should seriously engage 
in sor  ng it out, although determining the precise "trade" component of aid 
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is impossible, as pointed out in the Report.
The broadness of defi ni  on would not have been such a cri  cal issue 

if there were a robust mechanism at the local level through which both 
donors and recipients could monitor AfT fl ows. One way to partly address 
the issue could be the channelizing of AfT through a single dedicated AfT 
fund in which donors pool their AfT resources. While Cambodia has already 
successfully adopted a sector-wide approach to mobilizing AfT, Nepal's 
Ministry of Commerce and Supplies is taking steps for the crea  on of a Trade 
Trust Fund. Channelizing AfT through a dedicated fund will not only help in 
making the defi ni  onal issue less crucial (as the recipient country will have 
to agree that any par  cular aid project/programme is indeed AfT) but, even 
more importantly, also contribute to sustainability, ownership, alignment, 
transparency and, hence, overall eff ec  veness. 

Despite evidence of pooled funding showing rela  vely posi  ve results 
in the social sector (e.g., in Nepal) as well as in the trade sector (e.g., in 
Cambodia), the Report is dismissive of the idea of a dedicated AfT fund. It 
argues that "if AfT were implemented through earmarked funds rather than 
as part of broader development programmes, it would risk undermining 
the principles of ownership and alignment. This is par  cularly important 
considering that donors provide over a quarter of their ODA to aid for trade" 
(emphasis added). 

Ownership

Trade mainstreaming is regarded as a precondi  on for na  onal 
ownership. It means the integra  on of trade into na  onal development and 
poverty reduc  on strategies, including through the integra  on of trade into 
sectoral policies, strategies and ac  ons. It entails coordina  on, formula  on 
and implementa  on of trade-suppor  ng plans and policies by all concerned 
ministries.

The 2011 Report fi nds that almost 60 percent of the partner countries 
that changed their trade-related objec  ves and priori  es since 2008 
mainstreamed these changes in their development strategies. In 2008, more 
than half the partner countries had fully mainstreamed trade and another 
almost 40 percent had par  ally mainstreamed trade. However, the 2009 
Report used a narrow defi ni  on of mainstreaming and the 2011 Report 
con  nues with it. In the 2009 Report, those who  cked the box “Trade is 
a key priority and the plan includes well developed trade-related priori  es 
and implementa  on ac  ons” were considered to have "fully" mainstreamed 
trade in their na  onal development plans. The AfT Global Review, therefore, 
does not consider the quality or substance of mainstreaming—for example, 
whether trade has been incorporated into sectoral policies like agricultural 
policy, industrial policy and forestry policy. 

The Nepal study makes a dis  nc  on between mainstreaming in the 
formal sense (as adopted by the Global Review) and mainstreaming at the 
substan  ve level. It fi nds that while trade has been mainstreamed in the 
na  onal development plan—trade is one of the six strategies of the current 
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three-year plan—mainstreaming at the sectoral level is yet to take place. 
For example, the Inter-Ministerial Technical Commi  ees, chaired by the 
secretary of the relevant ministries and created as part of the Na  onal 
Implementa  on Arrangements of the Enhanced Integrated Framework, 
are yet to be fully ac  vated. Likewise, the roles and responsibili  es of the 
sectoral ministries for trade policy/strategy implementa  on are yet to be 
clearly defi ned.

In a departure from the norm of looking at mainstreaming only at the 
partner country level, the Nepal study also assesses whether donors have 
mainstreamed trade in their country strategies. The report only considers 
the global-level strategies of donors. The Nepal study fi nds that most donors 
are yet to mainstream trade in the planning and implementa  on of their aid 
strategy in Nepal. "Peace-building" ac  vi  es have become donor darlings. 
According to government offi  cials, there is inadequate sensi  za  on and 
awareness about AfT among donors at the country level. Staff  at the World 
Bank's Nepal country offi  ce, while being interviewed for the study, expressed 
ignorance about the AfT ini  a  ve. All this suggests that mainstreaming by 
donors at the global level may not be mirrored at local-level donor strategies.

Alignment

Two major components of alignment are donor alignment with country 
strategies (including policies and priori  es) and donor alignment with 
country systems (including public fi nancial management and procurement 
systems). The Report fi nds that alignment is improving albeit unevenly, but 
its assessment of alignment is almost exclusively centred on the fi rst aspect 
of alignment. Ques  on No. 15 in the ques  onnaire for partner countries, 
which is supposed to deal with the issue of alignment in its en  rety, only asks 
whether donors are be  er aligning their support around partner country's 
trade-related priori  es.  

The issue of strengthening partner country systems and aligning aid with 
them is hardly discussed in the Report. The tendency of some donors to 
bypass the na  onal systems and deliver aid through parallel implementa  on 
units emerged as a serious issue in the Nepal study, as did the excessively 
"bureaucra  c" na  onal Procurement Act. An assessment of this aspect of 
alignment in Report would have been illumina  ng.

Impact

The Report fi nds that AfT's main achievements so far relate to raising 
awareness about trade's role in development and to improving the delivery 
of AfT. This fi nding is based on the responses of partner countries. Partner 
countries report having achieved less in terms of improved economic 
and trade performance, with posi  ve answers for "increased trade" and 
"increased exports" below 50 percent.  

The Report points to the measurement problem in assessing trade-
related outcomes—importantly, the problem of a  ribu  on—as a possible 
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reason why posi  ve economic and trade results may be underreported. It 
also cites a  me-lag eff ect to explain the gap between partner countries' 
objec  ves (improved economic and trade performance) and the results 
achieved. It does not, however, inves  gate the role of the broadness of 
AfT defi ni  on in the diffi  culty in establishing strong links between AfT and 
posi  ve trade and economic performance.

The purpose of collec  ng “case stories” for the 2011 Report was "to 
probe more deeply into the objec  ves, challenges, and processes of trade-
related assistance so as to be  er understand the results of such assistance". 
A "great majority" of the programmes and projects in the case stories 
reported "at least some elements of success". The Report candidly admits 
that the case stories are not a scien  fi c approach to evalua  on: the sample 
refl ects selec  on bias (mostly wri  en by governments, donors or consultants 
working in the project), and generaliza  ons should be "taken with a grain of 
salt" (because of omi  ed variables and a  ribu  on problems). Further, most 
case stories suff er from a dearth of quan  ta  ve informa  on. 

Based on the case stories, the Report iden  fi es some essen  al 
condi  ons for successful AfT: ownership at the highest poli  cal level built 
upon the ac  ve engagement of all stakeholders; adequate and reliable 
funding; leveraging partnerships (including with providers of South–South 
coopera  on); and combining public and private investment with technical 
assistance. It also notes that complementary policies—especially stable 
fi scal and monetary policies—and fl exible labour market policies, together 
with good governance, can greatly enhance the chances of success.

Conclusion 

The inclusion of case stories for the Third Global Review of AfT marks 
a welcome and refreshing departure, even if on a small scale, from the 
hitherto completely top-down approach to AfT monitoring and evalua  on. 
However, given the limita  ons of such stories, the OECD and the WTO must 
now go for independent monitoring and evalua  on at the local level so that 
the "posi  ve and vibrant picture of aid for trade in ac  on" that they paint 
stands up to scru  ny on the ground.
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-Jagat Basnet

Today, in Nepal, foreign aid and development projects are synonymous, 
so are the elites and development. One cannot exist and func  on without 
the other (Shrestha, 1998 p. 71). This sentence gives a quick sketch of why 
and how aid is channeled into Nepal and how it has been feeding on the 
interest of elite and rulers. The fact of the ma  er is that the aid doesn’t 
come without a s  ng in the tail - the agenda and interest of donors.  
Perhaps, that is how it is made to work! For example, one of the fi rst aid 
providers to Nepal, the United States, was interested in agriculture and rural 
development. At the center of the US interest was the apprehension that 
this messy sector, plagued with unequal distribu  on of landholdings, was 
vulnerable to communist infl uence (Mihaly, 2003). 

Another aid provider is India.  The southern neighbour has been providing 
grant to Nepal on security-related issue. The root of it is the apprehension 
of china’s infl uence in Nepal. India’s aid to Nepal was shaped largely by its 
security concern vis- a-vis China, but it was also mo  vated by the need to 
counterbalance the growing infl uence of the US in what it regarded as its 
own backyard (ibid). These two references are mirrors of how and why aid 
fl ows into Nepal. Nepal had, in fact, brought into being the Development 
Board Act in 1956, in order to allow the government to accept loans for 
its development needs. This facilitated the passage for mul  lateral lending 
agencies although it was only from the early 1970s onwards that these 
organiza  ons began their ac  vi  es in a signifi cant manner in the country 
(Shrestha, 1998). 

This paper broadly deals with aid for land reform in Nepal.  

Aid for land reform or land 
grabbing?

16
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The aid for land reform, as is evident from sources, channeled indirectly 
with agendas and interest of donors and mostly the Interna  onal Financial 
Ins  tu  ons (IFIs). Tracking down the history of aid for land reform in Nepal, it 
is Ford Founda  on, an American organiza  on, showed interest in land reform 
and subsequently sent consultants to study the process for support to Nepal 
a  er the land reform of Japan, Taiwan and South Korea. The consultant met 
with King Mahendra and gave memorandum to him reques  ng land reform 
in Nepal. Nepali elite (ruling class) didn’t accord priority to land reform and 
the donors’ priority was dovetailed with that of ruling elites in a way that 
went on to save the power and property of ruling class. The upper social 
classes reaped benefi ts from foreign aided development. As a result, foreign 
aid strengthened the posi  on of the upper social classes, who benefi ted 
from the exis  ng poli  cal and economic order. The need to legi  mize such 
a power gave foreign aided development the halo of a ‘people-oriented 
development’ while at the same  me increasing the dependence of the 
lower classes (Sharma 2008). In this way, the aid channeled to Nepal was 
to save the property and power of elite and ruling class and bolster up 
power nexus between donor and ruling class of Nepal. A good example is 
donors’ interest in agriculture, irriga  on and road which directly benefi ts 
the landlords, though they were ostensibly meant for poverty allevia  on of 
the poor people. 

In the context of Nepal, those who  ll the land do not have land cer  fi cate 
and those who do not  ll the land have the land cer  fi cate. That will mean 
whatever money goes on land, the landlords reap the benefi t. The support 
to irriga  on and road directly give benefi ts to the landlord as it gives them 
an opportunity to raise the price and rent of land. The facts notwithstanding, 
bi-lateral and IFIs have been consistently suppor  ng Nepal’s irriga  on, 
agriculture and road extension in the name of poverty allevia  on and poor 
people. As far as the rights of poor people over land are concerned, they 
save their skin on the issue of land reform calling it poli  cal and conten  ous. 
They are not interested to support the land reform agenda. Intriguingly, the 
aid disbursement is made by the IFIs like World Bank, Asian Development 
Bank meant for land reform, especially to promote the market assisted land 
reform called willing buyer and willing seller. 

In 2004, Government of Nepal was asked to introduce the ‘land bank’ 
concept by the World Bank.  The whole concept was that World Bank (WB) 
provides the loan to the Government of Nepal to establish the land bank. In 
line with the World Bank strategy, the concept of land bank, the Government 
of Nepal developed, was willing buyer and willing seller that, in turn, meant 
resource (money) to landlord and loan to landless farmers which is a failure 
model in the world. Civil Society Organiza  ons stood up to the concept, 
especially CSRC and its collabora  ng organiza  ons. A mission of World Bank 
visited Nepal in the wake of opposi  on to the concept from the Civil Society 
Organiza  ons. They promised that they would mutually work together with 
the Civil Society Organiza  ons. The Civil Society stuck to its gun arguing that 
they were in favour of comprehensive land reform and that the concept 
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fl oated by WB didn’t fi t for Nepal. For decades, the WB has been promo  ng 
market-based approaches to land management through its lending prac  ces 
and policy advocacy. This apparently means priva  za  on of land rights, both 
through the conversion of customary rights into marketable  tles as well as 
disengagement of the state, and legal reforms necessary for western style 
land markets to func  on (Grain 2010). 

 Another case in point is aids provided by Asian Development Bank 
(ADB). In June 2007 Asian Development Bank sent a mission to Nepal to 
study the land governance and land reform of Nepal. The team developed 
the proposal on ‘Nepal: Strengthening Land Administra  on Services’ Project 
Number:  40544 September 20071 (fi rst report and proposal, it was revised 
a  er scathing comment from the CSRC)2, as a pilo  ng project in Nepal. 
Although the amount involved was small in size, the proposal ignored the 
exper  se of Nepalese and the main agenda of land reform. The fi rst proposal 
was developed cos  ng US $ 350,000, the Government of Nepal’s share was 
US$ 50,000. The proposal was designed to suit the pockets of interna  onal 
consultants. Of US$ 300,000, some $262,000 was set side for fees, salary, 
transporta  on and per diem of interna  onal consultants (see table below). 
The objec  on raised against draining of resources channeled in the name 
of poor was brushed aside as baseless. When like-minded interna  onal 
organiza  ons, individuals and network, stood up to it, the Country Director 
of ADB Nepal Offi  ce consulted Civil Society Organiza  ons on Land Rights 
over the issue. Nepalese Civil Society expressed their reserva  on about 
the issue of land right arguing that it was not a mathema  cal thing, and 
that the computeriza  on of Kathmandu based Land Offi  ces wouldn’t help 
reduce poverty. It was a poli  cal issue and there was a clear provision in the 
interim cons  tu  on of it, and an agreement in Comprehensive Peace Accord 
favouring scien  fi c land reform and there had been the commitment from 
the poli  cal leaders on this.

1. ADB: Technical Assistance Report, Project Number: 40544 September 2007, Nepal: 
Strengthening Land Administra  on Service

2. Community Self-reliance Centre (CSRC) working in land and agrarian rights issue
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ADB’s proposal to strengthen the land administra  on in Nepal

Total

Item Cost

A. Asian Development Bank Financinga

 1. Consultants

  a. Remunera  on and Per Diem

   i. Interna  onal Consultants 220.00

   ii. Na  onal Consultants 10.00

  b. Interna  onal and Local Travel 31.00

  c. Reports and Communica  ons 5.00

 2. Equipment: Computers 5.00

 3. Pilot tes  ng

Data entry 7.00

       b.   So  ware 6.00

                         c.   Computers 5.00

 4. Miscellaneous Administra  on and Support Costs 6.00

 5. Con  ngencies 5.00

 Subtotal (A) 300.00

B.                Government of Nepal Financing

 1. Offi  ce Accommoda  on and Transport 30.00

 2. Staff  and Offi  ce Support 17.00

 3. Transla  on Services 3.00

 Subtotal (B) 50.00

Total 350.00
 
The other issue was about maintaining balance of Nepali and interna  onal 

consultant to do the work. The cost earmarked for local consultant was 
injus  ce, hence unacceptable for the Nepalese. The ADB Director agreed 
to revise the proposal, and subsequently, added US$ 50,000, increasing the 
budget from US$ 350, 000 to US$ 400,000. The only change made was in 
remunera  on and per diem of Nepali consultants’ budget that went up from 
US$ 10,000 to 40,000, which s  ll stopped short of doing jus  ce to Nepalese 
consultants. The above proposal shows how aid is disbursed to Nepal and 
how they are spent and who are the real benefi ciaries.  

So far, in my study, there has been no direct support from bi-lateral 
organiza  on for land reform, yet s  ll several organiza  ons have invested in 
the study of land reform in Nepal. Recently DFID hired one interna  onal and 
two na  onal consultants to conduct a study and published the study report 
on ‘Land Reform in Nepal, where is it coming from and where is it going?’ in 
English language and Nepali as well. 

WWF is extending support to Nepal government but its interest is to 
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protect wild life and their habitat and not the land reform of Nepal. 
Danida, Ac  onAid, CARE, Lutheran World Federa  on, Oxfam have been 

suppor  ng the CSOs for the advocacy on land reform and peace process. 
The table below shows that there has been no direct foreign aid for land 

reform in between 2001 and 2005 in Nepal. 

Table 9.1: Actual Aid Disbursements in the Subsectors of Economic Services 
(in Million Rs)

Economic Services 2005 2004 2003 2002 2001

Agriculture & Coopera  ves 686.5 546.2 1,014.3 1,194.7 1,380.7

Civil Avia  on 0 80.1 362.2 655.2

Commerce 34.3 17.2 59.0 122.1 232.4

Forestry & Soil Conserva  on 889.3 223.5 162.2 93.9 84.4

Hydropower & Alterna  ve 
Energy 4,234.70 648.4 1,584.5 3,330.8 4,928.5

Industry 77.6 68.7 105.1 119.6 99.6

Informa  on & Communica  ons 494.5 272.8 57.1 332.0 0

Irriga  on 174.3 784.4 1,478.4 2,106.3 2,398.7

Labor 139.9 192.0 146.1 84.7 51.9

Land Reform & Survey 0 0 0 0 0

Natural Resources Management 130.1 91.5 109.7 84.1 84.3

Roads & Transporta  on 1,385.30 1,356.3 1,721.5 2,644.7 1,876.4

Science & Technology 0 0.3 2.0 0

Tourism 44.3 129.9 195.0 236.8

Other Economic Programs 3,079.20 6,105.4 3,201.0 1,331.9 1,718.8

Total 11325.6 10350.7 9,849.2 12,004.0 13,747.7
Source: Adapted from the Development Coopera  on Report 2005, Ministry of 
Finance, GON

Aid for land grabbing in Nepal

The debate in Nepal revolves around whether foreign aid was meant for 
land reform or land grabbing! The civil society and the  llers of land are 
demanding aid for genuine land reform, increase produc  vity and food 
security while the IFIs are providing aid to grab the land in diff erent countries, 
promo  ng market-led, willing buyer and willing seller model of World Bank. 
Although Nepal has no mul  na  onal companies doing business but na  onal 
elites have been grabbing the rural land in the name of land plo   ng and 
commercializa  on of farming.  The commercial banks have been fi nancing 
real estate and commercializa  on of farming.

Land has been a major commodity of business, a profi t making venture 
in Nepal. As of May 2010, the commercial banks have invested 445 billion 
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Nepali Rupees in land transac  ons (The Himalayan Times, 10 May 2010). 
This has resulted in the surge of interest rates from 8% to 16%. It is es  mated 
that urban coopera  ves have made about 93% of their investments in land 
and real state. Moreover, more than 80% of remi  ances have been invested 
in land and household consump  ons (Nagarik Daily, 14 April 2009). Likewise, 
fi nancial companies have also found land transac  ons as a major area of 
investment (Kan  pur Daily, 16 June 2011). The instable poli  cal situa  on 
in Nepal has heightened risk in business investments blamed at insecurity, 
power shortages, extor  ons and dona  ons, which have increasingly made 
investments in land less risky, more than 50 industrialists in the eastern 
region of Nepal have siphoned off  their investments from business to land 
(Annapurna Post, 17 May 2011). The trend of land grabbing has not only 
been an increasing phenomenon in the capital city, but it is on the rise in 
the rural areas too. Recent media reports show a trend of price rise of land, 
incredibly high in the headquarters of the remote district like Argakhachi. For 
example, the price for 1 square metre of land is approximately 1.5 million in 
Chutrabesi, Argakhachi  (Kan  pur 3 March 2011).

The aid for land grab at Interna  onal level

A report by Oxfam, published September 2011, iden  fi ed 227m hectares 
(561m acres) of land – an area the size of north-west Europe – as having been 
sold, leased or licensed, largely in Africa and mostly to interna  onal investors 
in thousands of secre  ve deals since 2001. In another case, 56m hectares 
iden  fi ed by the World Bank earlier this year, again predominantly in Africa 
(Retrieved from h  p://www.guardian.co.uk/global-development/2011/
oct/06/un-land-deals-governance-talks?intcmp=122, UN expert calls for 
guidelines to protect vulnerable people against 'land grabs', on 7th October 
2011). 

Foreign land acquisi  ons worldwide now cover 218 million hectares 
(almost 10  mes higher the World Bank’s 2008 es  mates), with 67 million 
hectares as more or less “verifi ed”.  Some 71% of these are in Africa, 19% in 
Asia3. Independent panels of MDBs (Mul  lateral Development Banks) since 
1995 have established independent panels to receive complaints by ci  zens 
(non-state actors) aff ected by the impact of   development projects funded by 
them. Perhaps the most recent one was the World Bank’s Land Titling Project 
in Cambodia, where 20,000 families near Phnom Penh were displaced when 
denied  tling to the land and later evicted by government that sold the land to 
a private developer. But the ques  on about these panels remain paramount: 
many are not truly “independent” from Bank staff  or management; they 
only involve Bank projects with regards to their compliance with internal 
policies (eg “involuntary rese  lement”); to them, Bank policies are “givens”, 
these Panels are not mandated to engage in discussions about Bank policies 
themselves (Ibid- Tony Quizon).  The burgeoning evidence for the last several 

3. Tony Quizon, presented paper Land Asia Forum 2011, organized by ILC, CSRC and ANGOC 
from 20-21 October 2011, Kathmandu, Nepal
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years (approximately last couple of decades) shows a remarkable increase in 
the transna  onal hunt for land by economically powerful interna  onal and 
na  onal players (e.g. mul  na  onal corpora  ons (both agribusiness as well as 
others), na  onal governments, equity funds, and banks, etc.) and rela  vely 
less powerful en   es (e.g. associa  on of farmers  with ac  ve support from 
their domes  c governments) for a variety of purposes including cul  va  on 
of biofuels and a range of cash crops4. 

These cases serve as a reminder that how mul  na  onal companies have 
been grabbing the land with the support of IFIs and government. A further 
study on how the mul  na  onal aid and na  onal elites are grabbing the land 
with the support of banks or government is absolutely impera  ve. The IFIs 
and bilateral organiza  ons have been providing fund to big projects for land 
acquisi  on but the compensa  on is received by landlords not the  llers. In 
Nepal, the real  llers largely have no land cer  fi cate to claim the compensa  on.  

Poli  cal changes notwithstanding, foreign aid con  nues to make up a 
very large share of the development budget. Despite the signifi cant infl ow 
of aid, the people at large feel that aid channeled through government line 
ministries has done li  le to poverty reduc  on, and that much of the aid 
money as been drained. Even the seemingly large aid for agriculture has not 
resulted in acceptable growth in agricultural produc  on (Sharma 2008). 

Agriculture land has been treated as a profi table commodity. In this 
context, the ques  on is who is providing foreign aid and for whom? If it is for 
the cause of social jus  ce and poverty allevia  on as claimed, it leaves much 
to be desired. So far the aid has been able to fulfi ll the agendas and interest 
of elites and ruling class.  

It makes one wonder if foreign aid is meant for eradica  ng poverty or 
eradica  ng the poor! 

Reference: 
http://www.guardian.co.uk/global-development/2011/oct/06/un-land-deals-

governance-talks?intcmp=122, UN expert calls for guidelines to protect 
vulnerable people against 'land grabs', on 7th October 2011)

Mihaly, E.B., ( 2003) Foreign Aid and Poli  cs in Nepal, Himal Books, Kathmandu Nepal
Shrestha, N.R. (1998), In the name of Development, A refl ec  on of Nepal,  Educa  on 

Interprisese Private Limited, Kathmandu, Nepal
Retrieved from h  p://www.grain.org/ar  cle/entries/3995-land-grabbing-in-la  n-

america on 30th October 2011)
Development Coopera  on Report 2005, Ministry of Finance, GON
Grain Newsle  er 2010
The Himalayan Times, 10 May 2010).
Nagrik Daily 14 April 2009
Kan  pur Daily, 16 June 2011
Annapurna Post Daily, 17 May 2011
Kan  pur Daily 3 March 2011
Sharma, S., Upre  , B., Basnet, J. ( 2008), Land Poli  cs and Confl ict in Nepal, Reali  es 

and poten  als for agrarian transforma  on.

4. Praveen Jha, presented the slide in Land Asia Forum 2011 organised by ILC, CSRC and 
ANGOC in Kathmandu, Nepal from 20-21st October 2011



Changing  paradigms of aid eff ec  veness in Nepal188

Sincere thanks to:
Birkha B Pun is Programme Offi  cer of Alliance for Aid Monitor Nepal (AAMN).
Bishwambher Pyakuryal is a senior economist of interna  onal repute. He is a professor 

of economics at Tribhuvan University and free-lance interna  onal consultant.
Dr. B.K Pokharel  is a social forester currently working in HELVETAS Swiss 
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