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EXECUTIVE SUMMARY 

1. Nepal experienced significant all-round improvements in economic and human 
development between 1995-96 and 2003-04. The incidence o f  poverty fe l l  f rom 42 to  31 percent. 
Health and education outcomes improved, particularly for  girls and people living in remote areas. 
Connectivity improved (a factor of crucial importance in a landlocked country), along with penetration 
of telephones, radio, and to some degree electricity. The government devolved education, primary 
health care, rura l  road maintenance, and some veterinary services to the local level. Social 
mobil ization increased, with the number o f  user groups, especially forestry user group, growing 
significantly. 

2. These achievements are all the more impressive given that they took place in a politically 
difficult and conflict-ridden environment. The combination o f  internal factors (macroeconomic 
stability, economic and financial sector reforms, better public expenditure management framework) 
and external factors (increase in remittances f lows from 3 percent o f  GDP in 1995-96 to 12 percent in 
2003-04) resulted in these unexpectedly strong development outcomes. On the polit ical front, Nepal 
experienced a turbulent time during the last two  decades. A multi-party democracy was established in 
the 199Os, and the country witnessed three general elections and fifteen changes in government since 
then (each averaging only about 11 months in duration). Ideology increasingly took a back seat as 
coalitions were made and broken along vested polit ical and personal interests. Capturing the 
disenchantment with democracy as i t  was practiced since 1990, the Maoists took-up arms in 1996. The 
conflict was a low-grade insurgency until 2002, when it escalated disrupting the fabric o f  l i fe  
particularly in the countryside. More  recently, o n  February 1, 2005, King Gyanendra dismissed the 
coalition government (the third and broadest-based interim government since October 2002, when he 
had dismissed the elected cabinet o n  account o f  i t s  inabil ity to ho ld  parliamentary elections) and 
formed a new Council o f  Ministers under his own chairmanship. This has polarized the polit ical scene 
further. 

3. I f  gains are to be sustained, Nepal needs to resolve the political stalemate and press 
ahead with the reform agenda. The gains are also threatened by the Maoist insurgency. Today, 
the conflict i s  jeopardizing the delivery o f  services, disrupting economic activities, and threatening 
Nepal as a nation state. Whi le  for  n o w  the i n f l ow  o f  remittances compensated to some degree for the 
lack o f  productive opportunities at home, reliance on these transfers i s  not  a viable long-term 
development strategy. The full potential o f  these transfers will be realized only if households have the 
choice to invest these resources to  create productive domestic human and physical assets which in-turn 
requires a good investment climate and an environment conducive for  improved service delivery. The 
government’s Second Progress Report o n  i t s  PRSP (NPC 2005) indicates that by-and-large progress i s  
continuing to be made. However, there are also credible concerns that because o f  the security 
situation, service delivery has deteriorated and local economic activities have come to a halt in the 
countryside. Implementing an ambitious PRSP i s  a ta l l  order even under normal circumstances- 
achieving the strategy’s goals in a conflict environment represents an extraordinary challenge. As a 
contribution to this process, this report analyzes the most recent data on living standards in Nepal. 



How Did Nepal’s Development Outcomes Change between 1995-96 and 2003-04? 

Poverty declined Zdpercent 

4. The incidence of  poverty declined dramatically, falling from 42 percent in 1995-96 to 31 
percent in 2003-04. All three measures o f  poverty -- the headcount rate, the poverty gap, and the 
squared poverty gap -- improved (table 1). Progress occurred in both rural and urban areas, although i t  
was much greater in urban areas. 

Table 1: Poverty in Nepal, 1995-96 and 2003-04 (percent) 
Headcount rate Poverty gap Squared poverty gap 

(percent) ( X I O O )  ( X I  00) 

1995-96 2003-04 Percentage 
change 1995-96 2003-04 Percentage 

change 1995-96 2003-04 Percentage 
change 

Nepal 41.8 30.9 -26 11.8 7.5 -36 4.7 2.7 -42 
urban 21.6 9.6 -5 6 6.6 2.2 -67 2.7 0.7 -13 
Rural 43.3 34.6 -20 12.1 8.5 -30 4.8 3.1 -37 

This decline in poverty was driven by growth in per capita consumption expenditure and income 
which, in turn, was driven by increases in remittances, higher agricultural wages, increased 
connectivity, urbanization, and a decline in dependency ratio 

5. Household survey data show that real per capita expenditure increased in real terms by 42 
percent between 1995-96 and 2003-04. Per capita income increased by 41  percent in real terms and the 
structure o f  income changed substantially with income f rom remittances, non-agricultural 
entrepreneurial activities and wages and property income rising. 

6. Remittances increased dramatically. M o r e  than 1 million Nepalese were working abroad 
in 2003-04. Most  o f  these migrants work in India, but an increasing number n o w  go to the Persian 
Gulf or East Asia, where they earn much more than in South Asia. Migrant workers remitted $794 
m i l l i on  in 2003-04, up from $203 mi l l ion in 1995-96, an equivalent o f  12 percent o f  Nepal’s GDP. 
The increase in remittances i s  responsible for  one-third to one-half o f  the overall reduction in 
headcount poverty rate between 1995-96 and 2003-04. 

7. Agricultural wages rose 25 percent, nonagricultural unskilled wages rose 20 percent, and 
skilled wages more than doubled. Increases in aggregate demand (possibly due to  increases in 
remittance income), improved connectivity and better access to markets stimulated entrepreneurial 
activities and allowed nonagricultural incomes to increase. Out-migration and availability o f  jobs 
outside o f  the agncultural sector tightened local labor markets and stimulated agricultural wages, 
improving the welfare o f  the agricultural laborers who tend to be the poorest in Nepal. Agricultural 
incomes stagnated because o f  the weak performance o f  the crop sector, but the decline in real prices o f  
major staples (rice and wheat) benefited poor consumers. 

8. Nepal’s road network increased 6.7 percent a year between 1995-95 and 2003-04, with 
the largest expansion occurring in roads classified as “district or rural  roads”, which experienced 
annual average growth of 11 percent. This pro-poor expansion, as we l l  as improved modes o f  



transportation increased access to shops, markets, schools, and hospitals. Improvements in rural 
connectivity helped raise nonagricultural employment and incomes. 

10- 

8 -  

F 
f -  

6 -  
c -  
a -  e .  - 
; 4 -  
4 -  

2 -  

9. Urbanization moved workers from low-productivity jobs in rural areas to higher 
productivity activities in urban areas. Urban areas have significantly lower levels o f  poverty than 
rura l  areas (10 vs. 35 percent respectively in 2003-04). Urbanization was a powerful  driver o f  poverty 
reduction: changes in the population shares across urban and rural  areas and across regions accounted 
for about one-fifth of the overall reduction in the poverty headcount rate. Urbanization was also 
important for changing social relations between advantaged and disadvantaged ethnic population 
groups, as discrimination i s  less entrenched in urban areas. 
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10. The dependency ratio declined. The number o f  nonworking people per working adult fe l l  
between 1995-96 and 2003-04, as a result o f  the decline in ferti l i ty that began in the 1980s. In urban 
areas the number of worlung males per household increased the most. 

Growth rates were high, but inequality also increased 

11. Wh i le  income growth in Nepal was high between 1995-96 and 2003-04, with real average per- 
capita expenditures growing o n  average by 4.5 percent per year, the increase was greatest for  the 
higher expenditure groups (figure 1). These patterns o f  growth were driven by the increasing returns to 
human and physical assets; since low-income groups lacked these assets, income inequality worsened, 
with Gini increasing f rom 34.2 to 41.4 during this period. 

12. Most of  the increase in inequality 
occurred because the gap between the 
“middle class” and the “rich” grew. 
Inequality increased along the expenditure 
distribution, except at the bottom, with 
most o f  the increase was concentrated in 
the upper h a l f  o f  the expenditure 
distribution (figure 1). In particular, 
between 1995-96 and 2003-04, the ratio o f  
per capita expenditure between 
expenditure group declined 2 percent for 
the ratio p25/p10 (the ratio for “poor” and 
“very poor”), rose 6 percent for  ratio 
p50/p25 (the ratio for “middle class” to 
“poor”), rose 8 percent for  the ratio 
p75/p50 (the ratio for “upper middle class” 
to  “middle class”), and rose 27 percent for 
the ratio o f  p90/p50 (the ratio for  “rich” 
and “middle class”). 
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13. Geographic disparities are evident. Economic and social outcomes are worse in rural  areas, 
particularly in remote areas. Poverty levels are highest and access to services lowest in the remote 
Midwest and Far-west. Good progress has been made in reducing poverty, and some human 
development outcomes have improved at above average rates in the Midwest and Far-west. But these 
outcomes are s t i l l  much worse than in the rest o f  Nepal. A variety o f  indicators reveals these 
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disparities. The incidence o f  poverty in 2003-04 was 27 percent in Western region and 45 percent in 
Mid-western and 41 percent in the Far-westem regions. The under-five mortality rate was 84 deaths 
per 1,000 l ive births in the Western region and 149 in the Far-western region. Infant mortality rates 
ranged f rom 60 per 1,000 l ive births in the West to 112 in the Far-west. The Maoist  insurgency that 
started in Mid-west hi l ls  in 1996 imposed the heaviest to l l  in terms o f  human lives in the district with 
the highest poverty and the worse infi-astructure and development indicators. Evidence suggests that 
lack o f  economic opportunity engendered gnevances against the government and contributed to  the 
spread o f  insurgency. 

14. Households headed by agricultural wage laborers remain the poorest in Nepal. The 
incidence o f  poverty among agncultural wage laborers remained virtually unchanged (at about 55 
percent), but their share o f  the population fe l l  f rom 12 percent in 1995-96 to 6 percent in 2003-04 
reflecting the availability o f  alternate employment opportunities in the economy. People who are self- 
employed in agriculture (63 percent o f  the population in 2003-04) also tend to  be poor. Unl ike 
agricultural wage households, this group experienced a substantial decline in poverty, f rom 43 percent 
to 33 percent. 

15. Education, family size, and ownership o f  too little land are all related to poverty. B o t h  an 
increase in the number o f  young children and an increase in the number o f  household members are 
associated with an increase in the poverty headcount rate. Among rural households that own 1 hectare 
or less o f  land (two-thirds o f  a l l  rural  households), the incidence o f  poverty i s  almost 40 percent. 

16. Poverty rates are highest among Hill and Terai Dalits (46 percent) and the Hill Janjatis 
(44 percent). Both  groups experienced declines in poverty (by 21 and 10 percent, respectively) 
between 1995-96 and 2003-04, but these declines were more modest than the declines among the 
Upper Castes and the Newars (which declined by 46 and 28 percent, respectively), thereby widening 
inequality (see Chapter 2 for the definit ion o f  ethnic and caste groups). Differences in poverty levels 
between disadvantaged castes and the majority population are determined by bo th  differences in the 
amount o f  human and physical assets they own (three-fourth o f  the total difference in 2003-04) and the 
differential re turns to  these assets (one-fourth o f  the difference). The differential changes over time in 
the levels o f  poverty, however, are mostly due to  the increasing returns to assets. 

17. There are some signs of decline in social exclusion, but a large agenda lies ahead. 
Younger Nepalese have a much more open attitude toward disadvantaged castes than the o ld  
generation, improvements in literacy have empowered women and disadvantaged castes, and 
participation in community groups has given the poor some voice. But the legal structure s t i l l  fails t o  
treat a l l  groups equally and polit ical representation o f  women and minorities i s  significantly lagging 
behind. 

School participation rose 22percent 

18. M o r e  children are in school now than ever before in Nepal’s history. The percentage o f  6- 
to 15-year-old children participating in school rose f rom 63 percent o f  the population in 1995-96 to 77 
percent in 2003-04. The most impressive gains were registered among 6- to 10-year-old girls, among 
whom school participation increased f rom 50 to  73 percent. Increases for girls 11-15 were also large, 
rising from 53 percent t o  68 percent. Increases in school participation were pro-poor, but participation 
by the poor, particularly poor girls, s t i l l  lags behind the rest o f  the population. School participation by 
the richest quintile i s  nearly universal, but nearly a h a l f  o f  al l  6- t o  10-year-old girls fi-om the bottom 
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quintile were not in school in 2003-04. Major  challenges in building human capital o f  the Nepalese 
remain, as the i l l i teracy rate i s  50 percent among the adult population and 65 percent among women 
and some ethnic minorities. 

19. Education expansion was brought about by increased public expenditures, as well as 
increased demand from the households who maintained their spending o n  public education, but 
increased their per pupil expenditures on private primary and secondary education by 50 percent in 
real terms. Commensurate with this increased demand, the number o f  private schools increased to 
more than 8,500 schools (about a quarter o f  a l l  schools). 

Good progress was made in reducing child mortality, but maternal mortality, infant mortality, 
and nutrition indicators remain weak 

20. Child mortality rate fel l  from 40 to 29 deaths per 1,000 live births lowering the under-five 
mortality f rom 118 per 1,000 l ive births in 1996 to 91 in 2001. Child mortality in Nepal i s  about two- 
thirds what i t would be projected to  be based on per capita GDP alone. 

21. Infant and maternal mortality remain high even relative to rates in other countries in the 
region. The decline in infant mortality, which fe l l  f rom 79 to  64, was much more modest than the 
decline in chi ld  mortality. As a result infant mortality accounts for  two-thirds o f  a l l  under-five deaths 
in Nepal. Maternal mortality i s  estimated at 540 deaths per 100,000 l ive births (in 1996) and i s  the 
highest in the region. Notwithstanding the increase in the proportion o f  assisted births (an indicator 
closely related with maternal mortality) f rom 32 to  37 percent between 1996 and 2001, s t i l l  more than 
6 out of every 10 deliveries in Nepal are s t i l l  not  assisted. 

22. Progress in reducing malnutrition has been mixed. The levels o f  chi ld malnutrition in 
Nepal are among the highest in the world. Between 1995 and 2002, Nepal ranked last o f  177 countries 
(tied with Bangladesh) in terms o f  the proportion o f  children classified as underweight and third to last 
(preceding Ethiopia and Burundi) in terms o f  the proportion o f  children classified as stunted (UNDP 
2004). The prevalence o f  stunting among children under two dropped f rom 48.4 percent in 1995-96 to 
42.7 percent in 2003-04, but n o  progress was made in reducing the incidence o f  underweight, which 
actually increased among urban children. 

23. The overall gains in these health outcomes are a result of  higher household incomes; the 
success o f  focused programs, such as immunization, v i tamin A supplementation, and tuberculosis 
control programs; large increases in the number o f  health facilities and improvements in road 
networks; improvements in water and sanitation; increases in education levels and health awareness; 
and declining ferti l i ty rates. Public spending o n  health increased only  slightly as a percentage o f  GDP 
(being around 1.5 percent o f  GDP), but a large number o f  health facilities have been built which, 
coupled with the expansion in road network, significantly improved access to  health care facilities for 
the population. Improvements in access to schools and health centers were pro-poor, but huge 
differences between poor and non-poor remain. 

Despite progress, Nepalis not on track to reach all o f  the Millennium Development Goals 

24. Nepal already achieved the PRSP goal to reduce poverty incidence to 30 percent by 
2005-06. If current trends continue, Nepal will achieve the M i l l enn ium Development Goal o f  halving 
consumption poverty by 20 15. It i s  l ike ly  to achieve universal pr imary enrollment by 20 15, and it will 
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achieve the goal o f  gender parity for primary education wel l  before 2015. But it i s  not l ike ly  to  meet 
the target for  school completion. Nepal i s  likely to meet the target for  reducing under-five mortality by 
two-thirds o f  i t s  value in 1990, but it i s  not  on track to meet the target for  infant mortality. Moreover, 
not  a l l  regions are likely to achieve the chi ld mortality goal, with the Eastern and Far-western regions 
at particular r i sk  o f  fall ing far short. 

Table 2: Nepal’s progress toward meeting the Millennium Development Goals 

Millennium Development 
Goal 

Halve, between 1990 and 
2015, the proportion of 
people living in extreme 
poverty. 

education by 201 5. 

Make progress toward 
gender equity and 
empowering women. 

Reduce infant and child 
mortality rates by two-thirds 
between 1990 and 2015. 

Reduce the maternal 
mortality rate by three- 
quarters between 1990 and 
2015. 

sustainable development 
into country policies and 
programs, and reverse the 
loss of environmental 

Nepal’s current position 

As of 2003-04 the poverty headcount rate was 31 
percent, down from 42 percent in 1995-96. 
Some progress occurred in reducing malnutrition, 
with the prevalence of stunting among children 
under three dropping 11 percent between 1996 and 
2001. 

The net enrollment rate of primary school-age 
children rose from 57 percent in 1995-96 to 72 
percent in 2003-04. Youth literacy also rose, from 56 
percent to 73 percent. Completion rates for primary 
school have risen only marginally since 1995-96. 

The gender parity index for net enrollment (the ratio 
of net enrollment of girls to net enrollment of boys) 
increased from 70 in 1995-96 to 86 in 2003-04. Girls 
and women have been the biggest beneficiaries of 
the increase in literacy rates. 

Child mortality fell 5 percent a year, falling from 
118 deaths per 1,000 live births to 91, due mainly to 
greater coverage in immunization, and disease 
prevention and treatment. The infant mortality rate 
has been declining at a slower rate of 3.7 percent a 
year since the mid-l980s, dropping from 79 deaths 
per 1,000 live births in 1995-96 to 64 in 2001-02. 
The maternal mortality rate remains high (539 per 
100,000 live births in 1996). More than 6 out of 
every 10 deliveries are not assisted by skilled 
attendants. 
Environmental sustainability remains a problem, but 
drinking water and forestry initiatives indicate 
progress. A national sustainable development 
strategy i s  being prepared. 

Prospects and issues 
~~ 

Nepal needs to improve the developmental impact of 
remittances and jumpstart improvements in 
agriculture. 
The prevalence of stunting i s  still extremely high 
(42.7 percent). The prevalence of underweight (45- 
55 percent), and wasting (10-15 percent) has not 
fallen. 
The quality of primary education remains a concern. 
The system i s  characterized by high repetition rates, 
high dropout rates, and low completion rates. If 
current trends continue, universal education wil l not 
be attained. Although equity in education has 
improved, wide disparities remain across 
socioeconomic groups. 
Growth in completion rates by girls has outpaced 
that for boys. If the trend continues, gender parity in 
primary education will be reached by 2010. 

Given current trends, Nepal i s  likely to meet the 
child mortality target. Faster progress in reducing 
infant mortality will be needed to meet the MDG. 
Progress in reducing child mortality and infant 
mortality in the Eastern and Far-westem regions has 
been slow and will not meet the target. 

The maternal mortality rate i s  the highest in the 
region. Prospects for achieving the maternal 
mortality MDG are unclear due to lack of 
comparable time series data. 
Deforestation remains a serious local problem in 
many mountain and hill areas. There are also 
increasing commercial pressures on biodiversity 
resources. Community forestry has been successful, 
with limited impact on fuelwood extraction. 

resources. 

2001 and “Family Health Survey 1996,”Ministv oftiealth, New Era, ORC Macro; Draj? MDG Progress Report, National Planning 
Commission 

What Can Policymakers D o  to Improve Outcomes? 

25. Nepal i s  at a critical crossroads with the conflict taking a mounting toll in lives and 
slower progress in development. Great strides have been made in reducing poverty, despite severe 
escalation o f  the c iv i l  conflict. However, growth has slowed to  around 2-3 percent over the past few 
years as a result o f  the slowdown in private investment and capital formation in recent years. The 
government has succeeded in making t imely adaptations to i t s  service delivery strategy in response to 
the increasing intensity o f  the conflict. But if the violence continues unabated for a protracted period, 
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the government will be hard pressed to devise alternative mechanisms to sustain the progress made 
during the f i rs t  three years o f  PRSP implementation. 

26. On the economic front, Nepal faces the dual challenges of accelerating domestic growth 
and sharing this growth more broadly across the population. To accelerate growth, Nepal needs to 
continue improving the investment climate, improve agricultural productivity and foster 
diversification toward high-value products, strengthen the financial system, continue to expand 
infrastructure, and sustain the in f low o f  remittances and improve their developmental impact. Policies 
to  achieve these ends will help al l  Nepalese, including groups that were traditionally excluded, but 
such policies will not be sufficient to improve the well-being o f  disadvantaged groups. Targeted 
policies that build their human capital and help reduce social exclusion will be needed. The menu o f  
reform options i s  large and implementing this agenda wil l require strong pol i t ical  will and scarce 
institutional capacity. The pol icy makers could consider this menu and attempt to  prioritize and 
sequence the reform agenda. F rom the vantage point o f  the authors o f  the report, the pressing 
priorities are the following. 

Improve agricultural productivity and foster diversification to ward high- value products 

27. Agriculture has made only a modest contribution to improved living standards in rural areas, 
in large part because o f  the poor performance o f  the crop sector (livestock incomes, o n  the other hand, 
grew 2.4 percent per year between 1995-96 and 2003-04). Given the declining profitabil ity o f  cereal 
crops, emphasis should continue to be placed on promoting high-value agriculture, including 
horticulture and livestock production. Shifting to a more diversified agricultural production system can 
create jobs and off-farm income opportunities in agricultural processing and marketing, input supply 
and services, and related industries. Successfully expanding higher value agriculture will require 
improving technology, strengthening marketing infrastructure, and fostering the development o f  
producer organizations. Research and extension services to promote high-value agriculture need to be 
reoriented to  respond more effectively to  the demands o f  diversified agriculture. Greater private sector 
participation in delivering services to  farmers wil l also be essential. Post harvest systems-including 
storage, collection centers, packaging, transport, and quality control-need to  b e  improved. Although 
access to rural  markets and roads has improved since 1995-96, additional improvements in 
connectivity and infrastructure will be needed to link high-value crop areas and markets and attract 
greater private sector participation. 

28. The productivity of irrigated agriculture remains low. Yields o f  the major cereal crops 
produced in Nepal are s t i l l  we l l  below potential in many areas and need to b e  improved. Because o f  
credit constraints, the poorest households are unable to benefit f r om existing technology and modem 
inputs. Access to irrigation, water use efficiency, and agricultural productivity are l o w  in both the 
traditional farmer-managed irrigation schemes in the Hill region and the large public irrigation 
systems in the Terai. 

29. Nepal’s share o f  agricultural exports has increased dramatically, and there remains 
considerable scope for further expanding exports o f  horticultural and livestock products. Measures are 
needed to  ensure compliance with food safety and a p c u l t u r a l  health standards in Nepal’s traditional 
export markets (India) as we l l  as in new markets (i.e. the Middle East), in order to increase agricultural 
exports. 



Reform the financial sector to increase access to credit 

30. Part o f  the reason why the poor have so little access to institutional credit in Nepal i s  that 
the financial sector i s  weak. The very high rate o f  nonperforming loans in the banlung system 
reflects polit ically directed lending, most o f  which benefits the better off. To increase efficiency in the 
sector, the government should completely restructure, sell, or  privatize the Nepal Bank Limited (NE3L) 
and Bastriya Banijya Bank (RBB). At the same time, i t  should facilitate lending to  small businesses by 
allowing small businesses to borrow against movable collateral. 

31. Still, the for-profit banking sector will not  serve the poor or  people in very remote areas, so 
microcredit institutions have an important role to play. To facilitate credit t o  poor borrowers, the 
government should focus on strengthening i t s  role as regulator and facilitator o f  the sector, rather than 
providing microcredit directly. This role could include developing a realistic restructuring and 
privatization p lan for Grameen-type institutions, transforming Rural Self Reliance Fund (RSRF) into a 
separate and majority privately owned fund, rationalizing the multiple laws governing microfinance, 
and strengthening supervision o f  the sector. 

Increase the developmental impact o f  remittances 

32. Policy actions can make it easier for Nepalese to work abroad and can increase the use o f  
formal channels for remittances. As more Nepalese pursue work opportunities beyond South Asia, 
new bilateral initiatives are needed between Nepal and the new destination countries, particularly in 
the Middle East. Formal bilateral agreements encourage legal migration and the use o f  formal 
remittance channels. As migrant workers shift to new regions, language barriers and the complexity o f  
banlung systems may hinder them from using formal banking channels. 

33. To keep Nepalese workers competitive with workers f rom Bangladesh, India, Pakistan, and 
Sri Lanka, the government must continually review i t s  public pol icy framework for migration and 
remittances. Migrat ion procedures, especially for women, must b e  reviewed periodically and 
procedures simplified where appropriate. This must be done in consultation with the private financial 
sectors, through which workers migrate and remit  their earnings. In the long run, emphasis on English 
in the Nepali education system will increase the demand for Nepalese labor abroad. 

34. Creating a sound financial system i s  particularly important given the large gains to be 
made from temporary migration. Of particular importance are the financial services that advance 
credit to undertake temporary migration, facilitate the transfer o f  remittances, and provide financial 
education programs that can help migrants deal with formal financing institutions and allow them to 
flexibly channel their remittances in order to increase their developmental impact. Government 
agencies, in partnerships with financial and nonfinancial institutions, could provide migrant 
communities with better information o n  transfer services and costs. Do ing  so could encourage 
competition, lowering the cost o f  transferring money, and make migrants aware o f  formal financial 
services as a viable alternative to  the informal channels they may be using. 

35. Ultimately, however, creating a conducive environment for  investment in Nepal i s  necessary 
for increasing the development impact o f  remittances. Improving the investment climate i s  key, as i s  
promoting long-term savings and facilitating credit with which to finance home purchases and start 
small businesses. Nongovernmental organizations could also p lay a role by promoting the productive 
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use o f  remittances by poor households by providing technical assistance o n  development o f  small- 
scale enterprises and production projects. 

Continue infrastructure investment 

36. Investments in road construction and maintenance should continue receiving priority, with an 
emphasis on connectivity in rural  areas. This would require strategic planning for the expansion o f  
rural  infrastructure in l ine with targets in the Agricultural Perspectives Plan and consolidation o f  
institutional structures for  the provision o f  infrastructure, particularly for sustainable road networks. 
The government has already made several key reforms in this direction, such as the creation o f  
DoL IDAR,  to strengthen the abil ity o f  local authorities in building and managing rural  roads. 
Investments in markets, particularly in rural areas, should also be emphasized, including investments 
in physical structures, maintenance, and connectivity. Expansion o f  access to electricity i s  urgently 
needed as less than 30 percent o f  households in rural areas have access to electricity. This requires 
partnerships with the private sector and creation o f  an independent regulatory body. 

Accelerate the erosion o f  barriers to inclusion 

37. People f rom l o w  castes, women, people living in remote areas, and the poor face multiple 
barriers to advancement in Nepal, but these barriers are s lowly eroding. The decline in poverty, the 
expansion o f  roads and connectivity, urbanization, and increases in education have a l l  benefited poor 
people, women, and people in remote areas. But these trends will take too long to bring excluded 
groups into the mainstream, however; Nepal cannot rely o n  the natural course o f  events to, end 
exclusion. Public actions are needed to redress deep-seated inequalities. Policymakers need to  
capitalize on peoples’ o w n  initiative, to ensure that a l l  policies are inclusive, and to create targeted 
programs to bring excluded groups into the mainstream. 

38. Building human and social capital o f  excluded groups i s  the single most important way 
to bring prosperity to them. Providing educational stipends to  girls, members o f  disadvantaged 
castes, and the poor would improve educational outcomes among these groups. Other pol icy actions 
include malung schools more attractive to subgroups o f  out-of-school children by hiring women 
teachers and teachers who speak local languages and by ensuring that a l l  schools have separate toilets 
for girls and boys. For  women, increased economic opportunities are the key for economic and social 
advancement. On the labor supply side, raising women’s education levels i s  key. On the labor demand 
side, new industries (i.e. garments) tend to pull women into the formal workforce. Participation in 
user, savings, and microcredit groups has the twin benefits o f  directly raising the incomes o f  women 
and the poor and empowering them by helping them coordinate collective action. Reducing the 
exclusion o f  people in remote regions will require targeted investments to bring water, electricity, and 
roads. 

39. Changes are needed on the legislative front. To improve the well-being o f  i t s  people, Nepal  
will have to abandon some o f  i t s  historical legacies, such as the unequal inheritance rights o f  women 
and traditional practices that perpetuate differential treatment o f  Dalits. Changing long-held practices 
i s  not easy, and a delicate balance will need to be struck between historical traditions and the need for 
greater equality. But the experiences o f  many countries, including India, have shown that formerly 
excluded people can be brought into the development process. These experiences need to  be studied 
and best practices applied in Nepal. 
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Make progress on multiple fronts in order to meet the education and health Millennium 
Development Goals 

40. In the education sector, in addition to demand-side interventions to  help enrolling large 
numbers o f  out-of-school children, there i s  a need for increasing the quality o f  education by raising the 
capacity for  teacher certification and training, upgrading school infrastructure and materials, and 
modernizing the curriculum; as well as facilitating greater private sector involvement (though 
contracting out and contracting in). 

41. In the health sector Nepal will need to  mobil ize more resources to improve the quality o f  
health care available to communities, address the shortages o f  skilled medical staff in parts o f  the 
country, engage the private sector, and strengthen monitoring and evaluation to  ensure that available 
funds are being put to their best use. Improvements in other areas are also needed. Evidence f rom 
Nepal and international experience suggest that increases in income, food availability, literacy, access 
to  roads, and access to water and sanitation have a significant impact o n  health outcomes. 

42. The pattern of  health spending needs to change. Annual public per capita health 
expenditures in Nepal are among the lowest in the region. T o  improve health outcomes Nepal needs to 
put these scarce resources to the best use by allocating them to regions lagging in health outcomes, and 
spend them o n  the prevention and cure o f  diseases that account for  a large share o f  the disease burden. 
M o r e  trained medical practitioners are needed, especially in remote areas. Getting trained professional 
staff to relocate to  rural and remote areas i s  a challenge, especially given the security situation in these 
regions. Incentives, both financial and nonfinancial, will have to  be provided to qualified medical 
personnel. Nonmonetary incentives used in other countries include opportunities for  training, better 
health infrastructure and residential facilities, and a staff transfer mechanism to ensure fair deployment 
to remote areas. 

43. The role o f  the private sector needs to expand. The private sector already plays an 
important role in health care provision in Nepal, not  only for the r i c h  but also for  poor households. The 
private sector could be leveraged further by fostering better public-private partnerships. As a start, the 
government could consider accrediting traditional birth attendants and provide traditional birth 
attendants with incentives to refer complicated cases to  public medical facilities. Private for-profit 
health care providers could be given an incentive to provide primary health care, an area often 
dominated by the public sector. Pi lot  project in other counties, have shown that private provision o f  
some aspects o f  primary health care can be more efficient than government provision (two hospitals 
have already been transferred to community management). 

44. Community-based nutrition programs have an important role to play in reducing child 
malnutrition. T o  reduce the number o f  malnourished children in Nepal, interventions should target 
children in poor households, children o f  uneducated mothers, and children f rom remote areas with 
poor access to water and sanitation. Nutr i t ion interventions are most needed in the dry seasons. 
Community-based programs may also play a part in mobi l iz ing social demand for services and 
generating pressure for policy change. Community-based programs could offer a broad range o f  
services, including routine growth monitoring and promotion and home visits by health/nutrition 
workers. The existence o f  a strong health volunteer program such as the FCHVs  has been critical to 
the success o f  a number o f  health programs in Nepal and this nutrit ion interventions can capitalize on 
this strength. 
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Clear bottlenecks holding up decentralization and effective community management 

45. The thrust of the government's effort t o  improve the quality o f  education and health services i s  
to transfer schools and health facilities to community management. Workmg out the bottlenecks that 
have already emerged in the process o f  handing over facilities to  communities i s  key. Clear guidelines 
need to accompany the proposed handover o f  facilities, funds need to f l ow  smoothly f rom DDCs to  
vil lage development committees (in case o f  health facilities), and schools, hospital and health facil i ty 
managers need to be trained to  deal with their changing responsibilities. 

Continue strengthening monitoring and e valuation system 

46. Much progress has been made in establishing a comprehensive monitoring and 
evaluation system in Nepal. The Poverty Monitoring and Analysis System (PMAS) has been 
established as part of the PRSP implementation process, complemented by Health Management 
Information System (HMIS) and the Education Management Information System (EMIS). Periodic 
national surveys are being conducted and G o N  plans to maintain the fo l lowing survey schedules: 
Nepal  Living Standards Surveys (NLSS) and Demographic and Health Surveys (DHS) once very 2.5 
years, HMIS,  EMIS, and Public Expenditure Tracking Survey, annually, with P M A S  coordinating, 
consolidating, harmonizing and analyzing these data (HMGN, NF'C, 2005). These efforts provide a 
very good platform; to build upon these achievements, rigorous and frequent evaluations are needed to 
ensure that scarce public resources are being channeled to programs that deliver results, and that these 
programs are available in regions that need them the most. 
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CHAPTER 1: GROWTH AND POVERTY-ASSESSMENT OF OUTCOMES 

1.1 INTRODUCTION AND OVERVIEW OF THE REPORT 
1.1 Poverty reduction through inclusive growth i s  the goal o f  development. I t  i s  n o w  widely 
acknowledged that poverty encompasses not only the material well-being, but also inferior outcomes 
in access to  services and exclusion. Accordingly, this report focuses on determinants o f  growth and 
income poverty, achievements and challenges in improving human capital (education, health, and 
chi ld nutrition) and o n  understanding inequality and exclusion. I t  uses data f rom the two rounds of the 
nationally representative Nepal Living Standards Survey camed out in 1995-96 and 2003-04. The 
surveys were conducted by the Central Bureau o f  Statistics (CBS) with technical assistance from the 
W o r l d  Bank using the Living Standards Measurement Study (LSMS) methodology.' Data from the 
1991 and 2001 population censuses and the 1996 and 2001 Nepal Demographic and Health Surveys 
were used to supplement the analysis. 

1.2 Nepal  experienced a turbulent time during the last two decades. A multi-party democracy was 
established in the 199Os, and the country witnessed three general elections and fifteen changes in 
government since then (each averaging only about 11 months in duration). Ideology increasingly took 
a back seat as coalitions were made and broken along vested polit ical and personal interests. Capturing 
the disenchantment with democracy as it was practiced since 1990, the Maoists took-up arms in 1996. 
The conflict was a low-grade insurgency until 2002, when it escalated disrupting the fabric of life 
particularly in the countryside. More  recently, o n  February 1, 2005, King Gyanendra dismissed the 
coalition government (the third and broadest-based interim government since October 2002, when he 
had dismissed the elected cabinet o n  account o f  i t s  inabil ity to ho ld  parliamentary elections) and 
formed a new Council o f  Ministers under his o w n  chairmanship. This has polarized the pol i t ical  scene 
further. 

1.3 Nepal  today i s  at critical crossroads. As this report shows, i t experienced great strides in 
reducing poverty during the last decade and has also made headway towards improving human 
development outcomes. The improvements in development outcomes are due to a combination of the 
internal and external conditions. On the domestic front, there were episodes o f  stabilization and 
liberalization in the mid-1980s and early 1990s, and agncultural liberalization in 1997. Later, in early 
2000, Nepal  witnessed a resurgence o f  economic and institutional reforms designed to  address the 
underlying causes o f  poor governance, conflict and a disappointing development record. The reforms 
have been home-grown, innovative and wide-ranging, covering among other things, the financial 
sector, public expenditure management, and service delivery (especially in health and education). 
These reforms are embodied in the Tenth PladPoverty Reduction Strategy (PRSP), issued by the 

'NLSS-I and I 1  are nationally representative surveys o f  households and communities which include cross-sectional and panel 
components. Cross-sectional Primary Sampling Units (PSUs) were selected by a two-stage sample design selection method 
based, respectively, on the 1991 and 2001 Population Census frame and with probability proportional to size, while the panel 
PSUs in 2003-04 were randomly selected from al l  the PSUs visited in the NLSS I. The PSUs selected covered 73 districts 
(leaving off Rasuwa and Mustang). NLSS-I  selected for enumeration 275 primary sampling units (PSUs) and 3,388 
households, and 274 PSU and 3,373 households were actually interviewed. NLSS-I1 selected for enumeration 434 PSUs (100 
of which were panel) and 5,240 households throughout the country. Out o f  these selected communities 421 (95 panel) PSUs 
and 5,072 households (1,160 panel) were actually enumerated. The 13 PSUs which were not enumerated could not be 
reached due to Maoist activities even after the second repeated attempt. Nine o f  these unreachable PSUs are located in the Far 
West Development region. The NLSS-I1 introduced some changes in terms o f  adding new questions and modules (e.g., new 
module on children away from home) and dropping others (e.g., anthropometric module). NLSS-I1 has also introduced 
additional questions in the consumption module (home produced non-food items), but they were not used in the construction 
of consumption aggregates for the purposes o f  comparison o f  changes in welfare. 
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government in M a y  2003. On the external front, the surge in private remittances have helped 
households escape poverty, had a stabilizing inf luence on the current account and became the primary 
source o f  foreign exchange earnings (outstripping third-country exports). 

1.4 But these gains are jeopardized by the polit ical and security situations, which are beginning to 
constrain the public sector’s abil ity to deliver services and ensure inclusive development. Before the 
conflict escalated, economic and social outcomes had been improving in Nepal. Today there are 
doubts about whether these improvements can be sustained. The government’s Second Progress 
Report on i t s  PRSP (NPC, HMGN, 2005) indicates that by-and-large progress i s  continuing to be 
made. However, there are also credible reports that because o f  the security situation, service delivery 
has deteriorated and local economic activities have come to a halt in the countryside. Implementing an 
ambitious PRSP under normal circumstances i s  a tall order. Achieving the strategy’s goals in a conflict 
environment represents an extraordinary challenge. As a contribution to  this process, this report 
analyzes the most recent data on living standards in Nepal. 

1.5 The report i s  organized as follows. I t  starts with assessment o f  trends in growth, poverty, and 
inequality (Chapter 1). It notes that growth in disposable incomes o f  the population was quite high, 
leading to a decline in poverty, but to a worsening o f  inequality. Chapter 2 presents an in-depth 
analysis o f  changes in inequality and patterns o f  exclusion. T o  better understand the underpinnings o f  
economic growth, the report examines patterns o f  employment and income in Nepal (Chapter 3). T w o  
trends stand out-sharp increase in remittances and a relative stagnation o f  income f rom agriculture 
(which continues to be the most important sector for the poor in Nepal). Accordingly, Chapter 4 
presents a detailed analysis o f  migration and remittances, while Chapter 5 focuses o n  the latent 
potential o f  the agricultural sector in Nepal. Not ing that infrastructure constraints continue to be major 
impediments to improving incomes o f  the poor, Chapter 6 then discusses the pol icy  agenda with 
regard to improving physical and financial infrastructure in Nepal. Chapters 7 and 8 examine trends, 
challenges and achievements in education and health (including chi ld malnutrition) MDG targets. A 
number o f  annexes and the appendix to  the report present supporting information. 

1.2 ECONOMIC TRENDS 
1.6 Nepal’s economy performed well 
between 1995-96 and 2003-04, growing at an 
average annual rate of about 4 percent, so 
that real GDP increased by 34 percent over the 
period (figure 1.1). GDP per capita grew an 
average o f  1.6 percent a year, and real GDP per 
capita was 11 percent higher at the end o f  the 
period. This episode o f  high and sustained 
economic growth was unprecedented in 
Nepal’s 40 years o f  recorded macroeconomic 
history and i s  attributable largely to the 
cumulative impact o f  numerous structural and 
pol icy reforms begun in 1985 (World Bank 2005). 

Figure 1.1: Annual Sectoral Growth in Nepal, 1996-2004 

......................... 
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1.7 Agriculture grew at 3.4 percent annually during the period, but it was the 4.3 percent 
annual growth in industry and services that drove Nepal’s growth. The nonagricultural sectors 
contributed some three-fourths o f  the percent real growth in domestic production f rom 1995-96 to 
2003-04. The major performers were manufacturing (3.6 percent), utilities (8.6 percent), and transport 
and communications (5.7 percent). Agricultural growth was less volatile, however, as reforms 
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Since the ma in  external shocks that Nepal had during 1996-2004 were to the terms o f  trade, stability in 
the current account has been the cornerstone o f  economic ~ t a b i l i t y . ~  

1.10 Household survey data show a considerably higher rate o f  increase in real per capita 
expenditure than national accounts data between 1995-96 and 2003-04. Between 1995-96 and 
2003-04 real per  capita expenditure as measured by the Nepal Living Standards Survey (NLSS) grew 
at nearly twice the rate o f  per capita GDP and per capita private consumption as shown in the national 
accounts. NLSS-based per capita expenditure increased in nominal te rms  by 110 percent, whi le the 
national accounts statistics report an increase o f  65 percent in nominal per capita GDP and 66 percent 
in nominal per capita private consumption. In real terms, too, the N L S S  records a dramatically higher 
increase than the national accounts statistics: a 43 percent increase in per capita expenditure compared 
with a 12 percent increase in per capita GDP and real per capita private consumption (table 1.1). 

Table 1.1: Different measures o f  per capita income and expenditure: 
Nepal  L iv ing  Standards Survey and national accounts statistics 

- 
Average Change 

1995-96 2003-04 Eight-year period Annual 

Nominal (in current rupees) 

National accounts 
Per capita GDP 12,123 20,030 65 6.5 
Per capita private consumption 9,326 15,521 66 6.6 

Real (in 1995-96 rupees) 

National accounts 
Per capita GDP 12,123 13,605 12 1.45 
Per capita private consumption 9,326 10,542 13 1.54 

Source: National Accounts: CBS (2005); NLSS-based statistics: staff calculations f rom the NLSS-I and 11. 
Note: The NLSS-based estimates were adjusted using the impl ic i t  poverty l ine deflator o f  1.48, see Annex A for its derivation. The national 
accounts-based estimates were adjusted using the GDP deflator o f  1.47. 

NLSS, per capita expenditure 1,235 15,224 110 9.74 

NLSS, per capita expenditure 1,235 10,3 18 42 4.54 

1.1 1 Understanding h o w  private consumption i s  estimated in the national accounts helps explain 
the apparent inconsistency between the two sources. The 1995-96 national accounts’ estimate o f  
private consumption used households’ consumption estimated f rom the 1995-96 NLSS,  adjusted 
upward to account for home-produced nonfood goods such as clothing, amenities, furniture, and 
utensils that were not  covered in the NLSS-I; in-kind transfers f rom the government to  households, 
such as textbooks and medicine that are not captured in NLSS;  and the private consumption o f  resident 
foreign households that are not  covered by the N L S S .  The national accounts private consumption 
estimates for 2003-04 are projected and therefore are not  directly comparable to the survey-based 
estimates. Comparing the GDP growth rate with the NLSS-based consumption growth rate i s  also 
problematic because GDP does not accurately approximate personal income and personal 
consumption in an economy with a large i n f l ow  o f  remittances f rom abroad (see above).6 The gross 
national income (GNI) growth series does not h l ly  capture the growth in private consumption 
associated with remittances either, because the wages o f  workers who have been outside the country 

T h i s  has shielded the central bank from having to deplete i t s  foreign exchange reserves. As a result the reserve position 
improved considerably f rom 1996 to  2004. I t  also allowed the central bank to pursue a fairly conservative monetary policy, 
making inflation targeting i t s  primary objective. 

Leaving out remittances did not affect the 1995-96 estimates o f  private consumption in the national accounts as much as i t  
did the 2003-04 estimates because growth in remittances really picked up in the late 1990s. 
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for  a year or  longer are counted as national savings not national income. There are no independently 
derived estimates o f  national savings in Nepal. 

1.3 TRENDS IN CONSUMPTION-BASED POVERTY 
1.12 Consistent with high overall growth, survey data show a significant improvement in 
consumption-based poverty between the mid-1990s and the mid-2000s. This report uses the cost- 
of-basic-needs’ method and data f rom the 1995-96 and 2003-04 household surveys (NLSS- I  and 11) to 
estimate the extent of poverty in Nepal in 2003-04 and the changes that have occurred since 1995-96, 
when the last poverty profile was developed.* The headcount poverty rate declined dramatically 
between 1995-96 and 2003-04, from 42 percent to 31 percent, a decline o f  3.7 percent a year (table 
1.2). The poverty gap (average per capita shortfall below poverty l ine as a proportion o f  that l ine 
aggregated for  all poor) and the squared poverty gap (average o f  the individual poverty gaps weighted 
by the size o f  those gaps) declined even faster. 

Table 1.2: Changes in poverty in Nepal, 1995-96 and 2003-04 (percent) 
Poverty headcount rate Poverty gap Squared poverty gap 

1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 ‘:::$ 
(percentj (x100j (x100) 

Nepal 41.76 30.85 -26 11.75 7.54 -36 4.68 2.69 -42 
Standard error 1.09 0.93 0.4 0.3 0.21 0.14 
Urban 21.55 9.55 -56 6.55 2.17 -67 2.66 0.71 -73 
Standard error 2.87 1.13 1.02 0.32 0.51 0.13 
Rural 43.27 34.62 -20 12.14 8.49 -30 4.83 3.05 -37 
Standard error 1.15 1.06 0.43 0.35 0.23 0.17 

N o 1  
Source: CBS and Wor ld  Bank staff calculations using N L S S - I  and 11. 

1.13 Poverty declined faster in urban areas than in rural areas. The incidence o f  poverty in 
urban areas was more than halved (from 22 percent to 10 percent, or a decline o f  9.7 percent a year). 
Whi le  poverty also declined appreciably in rural areas (from 43 to 35 percent, or  a decline o f  2.7 
percent a year), the incidence remained higher than in urban areas. P1 and P2 measures conf i rm that 
the incidence o f  poverty remained lower in urban areas than in rural areas throughout the eight-year 
period. They also suggest that urban areas experienced greater reductions than rura l  areas in the depth 
and severity of poverty. 

1.14 Poverty incidence and reduction differ greatly by geographic regions. The incidence o f  
poverty in 2003-04 varied considerably in different parts o f  the country, ranging f r o m  a l o w  o f  3.3 
percent in Kathmandu to highs o f  43 percent in rural Eastern H i l l s  and 38 percent in rural  Western 
Terai (table 1.3). Between 1995-96 and 2003-04 poverty declined by 23 percent in Kathmandu and 59 

n e  poverty line for Nepal i s  derived from the 1995-96 NLSS-I using the cost-of-basic-needs method. Changes in the cost 
of living have been taken into account using region-specific price indices developed on the basis o f  the 1995-96 and the 
2003-04 NLSS. Technical Annex A presents various steps taken for deriving the poverty l ine and updating i t  for 2003-04. 
* See World Bank 2000. Several adjustments have been made to the derivation of consumption aggregates and region- 
specific price indices since this poverty assessment was completed in 2000. These adjustments left  the estimate of overall 
incidence of poverty in Nepal in 1995-96 unaffected, but changed the regional estimates of the incidence of poverty. 
Consequently, some of the results for 1995-96 reported in this paper (for example, on the incidence o f  poverty at the regional 
level) are not directly comparable with the earlier results. These adjustments are discussed in G. Prennushi, 2004, “Nepal 
NLSS I consumption aggregates adjustments ,made since the publication of the CBS report and FYOO Poverty Assessment” 
and in the technical annex A. 



percent in other urban areas. In rural areas the fastest declines occurred in rural  Eastern Terai (by 33 
percent) and rural  Western H i l l s  (by 32 percent). By contrast, poverty in rural  Eastern H i l l s  increased 
f rom 36 percent to 43 percent. These changes affected the poverty rankings o f  the regions, with 
Eastern H i l l s  undergoing the most dramatic shift: f rom the third lowest incidence o f  poverty in 1995- 
96 to the highest incidence in 2003-04. 

1.15 Poverty rates declined across' a l l  development regions. At 27 percent, poverty rates in the 
Central and Western regions remained below the national average in 2003-04, whi le at 45 percent and 
41 percent poverty rates in the Mid- and Far-westem regions remained above the national average. By 
ecological belts the poverty rate was lowest in the Terai belt, at 28 percent, and highest in the 
Mountains (33 percent) and in the H i l l s  (35 percent). 

Table 1.3: Headcount poverty rate b y  regions in Nepal, 1995-96 and 2003-04 
Poverty Distribution Distribution 

Urban 
Rural 
Total 

NLSS regions 
Kathmandu 
Other urban 
Rural Western Hill 
Rural Eastern Hill 
Rural Western Terai 
Rural Eastern Terai 
Total 

Development regions 
Eastern 
Central 
Western 
Mid-western 
Far-westem 
Total 

Ecologica l  belts 
Mountain 
Hill 
Terai 

headcount rate of the poor of population 
Change 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 ~ ercent) 

21.6 9.6 -5 6 3.6 4.7 30 6.9 15.0 117 
43.3 
41.8 

4.3 
31.6 
55.0 
36.1 
46.1 
37.2 

38.9 
32.5 
38.6 
59.9 
63.9 

57.0 
40.7 
40.3 

41.8 

34.6 -20 
30.9 -26 

3.3 -23 
13.0 -59 
37.4 -3 2 
42.9 19 
38.1 -17 
24.9 -33 

-9 < 29.3 -> 

27.1 -17 
27.1 -30 
44.8 -25 
41.0 -36 

32.6 -43 
34.5 -15 
27.6 -32 

96.4 
100.0 

0.3 
3.3 

32.7 
19.4 
18.4 
25.9 
100.0 

21.0 
26.9 
18.7 
18.5 
14.8 
100.0 

10.7 
41.9 
47.4 

95.3 
100.0 

0.6 
4.1 
23.6 
29.4 
18.9 
23.5 
100.0 

23.4 
32.2 
16.7 
17.7 
9.9 

100.0 

7.5 
47.1 
45.4 

-1  

118 
23 
-28 
51 
3 
-9 

12 
20 
-1 1 
-4 

-33 

-30 
13 
-4 

93.1 
100.0 

2.6 
4.4 
24.8 
22.4 
16.7 
29.1 
100.0 

22.5 
34.6 
20.3 
12.9 
9.7 

100.0 

7.9 
43 .O 
49.2 

85.0 -9 
100.0 0 

5.4 110 
9.7 121 
19.4 -22 
21.1 -6 
15.3 -8 
29.1 0 
100.0 

24.7 10 
36.6 6 
18.9 -7 
12.2 -5 
7.5 -23 

100.0 

7.1 -10 
42.1 -2 
50.8 3 

Nepal ~~ 30.8 -26 100.0 100.0 100.0 100.0 - 
Source; CBS and World Bank staff calculations using NLSS-I and 11. 

1.16 Decomposition o f  changes in poverty into the intraregional effect (which measures the 
contribution o f  within-sector change in poverty to  the overall change in national poverty) and the 
regional population shift (which measures h o w  much national poverty would have changed if 
population shifted across regions but poverty within regions remained unchanged) shows that almost 
80 percent (or 8.6 percentage points) o f  the reduction in poverty at the national level can be attributed 
to the intraregional effect; table 1.4. 
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T a b l e  1.4: Regional poverty decomposition in Nepal, 1995-96 and 2003-04 (percent) 
Absolute change Share 

in poverty headcount of total 
Change in poverty -10.92 100 
Total intraregional effect -8.58 79 
Population shift effect -2.29 21 
Interaction effect -0.04 0.38 

Intraregional eflects 
Kathmandu -0.03 0.23 
Other urban -0.82 7.47 
Rural Western Hills -4.36 39.93 
Rural Eastern Hills 1.52 -13.89 
Rural Western Terai -1.32 12.13 
Rural Eastern Terai -3.58 32.75 
Total intraregional effect -8.58 78.62 

Source: CBS and World Bank staff calculations using NLSS-I  and 11. 

1.17 The regional population shift effect i s  quite substantial and accounts for  21 percent (or 2.29 
percentage points) o f  overall poverty reduction. This means that in the absence o f  an increase in the 
proportion o f  population in areas with faster poverty decline, the decline in poverty would have been 
21 percent lower.' The largest regional contributions to overall poverty reduction occurred in the rural 
Western H i l l s  and rural  Eastern Terai regions, driven by the pace o f  poverty reduction and by the large 
share o f  the population residing there. An increase in poverty in rural  Eastern H i l l s  more than 
outweighed the poverty reduction in rural Western Terai in i t s  effect on the national poverty headcount 
level. 

1.18 Inequality in expenditure distribution rose considerably, because of  unequal growth in 
different income groups and regions. While real per capita expenditure increased by 42 percent 
between 1995-96 and 2003-04, the increase was higher in urban areas (42 percent) than in rural areas 
(27 percent)." The highest increase was in other urban areas (52 percent), fo l lowed by rural Western 
Terai (45 percent). Real average per capita expenditure increased by about 30 percent in Kathmandu, 
rural  Western Hil ls, and rural  Eastern Terai. Real average per capita expenditure increased only 
slightly (5 percent) in the rural  Eastern H i l l s  area (table 1.5). These regional trends closely mirror the 
trends in poverty headcount rates. 

1.19 Real per capita expenditure increased for al l  expenditure quintiles, but the increase was 
greatest for the higher expenditure groups (table 1.5). Per capita consumption o f  the top two quintiles 
increased by 3.7 percent and 6.4 percent a year while that o f  the bottom three quintiles increased by 
less than 3 percent a year. Whi le  the growth in per capita consumption o f  the poorer population i s  
substantial, growth in the richer population i s  remarkably high. These patterns allude to  a sharp 
increase in inequality. 

9A third component in this decomposition of poverty accounts for the interaction o f  the intraregional and interregional 
(population shift) effects. See Ravallion and Huppi (1991) for a description o f  the methodology. The third component effect 
was small. 
' O h  average increase in per capita expenditure of 42 percent w i th  increases o f  42 percent in urban areas, 27 percent in rural 
areas, seems counterintuitive because the majority o f  the population resides in rural areas. These are internally consistent 
patterns, however, and they are driven by a twofold increase in the proportion o f  urban population between 1995-96 and 
2003-04. 
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Table 1.5: Distribution o f  real per capita expenditure in Nepal, 1995-96 and 2003-04 
(in real 1995-96 rupees) 

Real mean per capita expenditure Change 
(rupees per year) (percent) 

1995-96 2003-04 Eight-year period Annual 
Kathmandu 20,130 26,832 33 3.66 
Other urban 1 1,309 17,229 52 5.4 
Rural Western Hills 5,953 7,774 31 3.39 

Rural Eastern Terai 7,034 9,225 31 3.45 

Rural Eastern Hills 7,447 7,s 12 5 0.6 
Rural Western Terai 6,190 8,976 45 4.76 

Urban 
Rural 

Lowest 
Second 
Third 
Fourth 
Highest 

14,536 20,633 
6,694 8,499 

2,898 3,524 
4,347 5,186 
5,687 7,121 
7,683 10,255 
1 5,477 25,387 

42 4.48 
27 3.03 

22 2.47 
19 2.23 
25 2.85 
33 3.68 
64 6.38 

Nepal 7,235 10,318 42 4.54 
Note: Outliers, 0.5 percentile at each tail of  the distribution, excluded. 
Source: CBS and World Bank staff calculations using NLSS-I and 11. 

1.20 Growth-incidence curves, which plot  the annualized rate o f  growth at percentiles o f  the per 
capita expenditure distribution," show that real per capita expenditure increased for al l  expenditure 
deciles in both urban and rural areas, but the increase was skewed toward urban areas and higher 
expenditure groups. While growth was equally distributed across the lower and upper halves o f  the 
distribution in urban areas, in rural areas growth was higher among high-income households (figure 
1.4). These patterns help to explain the patterns o f  poverty decline (higher in urban areas and lower in 
rural areas) reported in table 1.1.12 Growth-incidence curves for 6 N L S S  regons are presented in 
appendix figure Al . l .  Gini coefficient increased f rom 34.2 to  41.4 between 1995-96 and 2003-04, 
indicating increased inequality. 

See Ravallion and Chen (2003). 
l2 Figure 1.4 indicates that growth at the upper percentiles o f  the distribution in Nepal i s  higher than growth in urban or rural 
areas taken separately. Th is  pattern i s  driven by an increase in the proportion o f  the population living in urban areas. I t  i s  
straightforward to work out an arithmetic example o f  nonadditive growth rates between two sectors, two time periods, and a 
changing share o f  the sectors. 
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Figure 1.4: Growth incidence curves, all Nepal and urban and rura l  areas 
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1.2 1 A decomposition o f  changes in the poverty rate into growth and distribution components 
indicates that, had the poverty distribution remained constant, the poverty rate would have 
declined by 24 percentage points (instead o f  11 percentage points) in Nepal overall (table 1 .6).13 

H a d  mean per capita expenditure remained unchanged while the per capita expenditure 
distribution (which worsened the inequality) changed, the poverty rate in Nepal would have 
increased by 13 percentage points. Thus the growth component dominated the redistribution 
component, so poverty fell. In urban areas, where per capita expenditure grew at comparable rates 
in lower and upper percentiles, the change in the per capita expenditure distribution had a 
negligible impact on poverty. In rural areas, where per capita expenditure grew faster in upper 
percentiles than in lower percentiles and inequality increased, the change in the per capita 
expenditure distribution slowed the decline in poverty. (Further analysis o f  inequality i s  found in 
chapter 2.) 

Table 1.6 Growth and redistribution decomposition of poverty changes in Nepal between 
1995-96 and 2003-04 

Change in incidence ofpoverty 
1995-96 2003-04 (percentage points) 

Actunl change Growth Redistribution 

Nepal 41.76 30.85 -10.92 -24.13 13.22 
Urban 21.55 9.55 -12.00 -11.90 -0.10 
Rural 43.27 34.62 -8.65 -17.25 8.57 

Note: Taking 2003-04 as a base, residual component i s  not reported 
Source: CBS and World Bank s t a f f  calculations using NLSS-I  and I1 

1.22 Trends in consumption poverty reduction are confirmed by other monetary 
indicators. The observed trend o f  substantial declines in poverty i s  surprising considering the 
backdrop o f  intensifying insurgency in Nepal. Evidence shows, however, that these estimates are 
robust (see technical annex B for a more detailed exposition). 

e Self-reported information on the adequacy of consumption reveals improvements in all 
aspects ofperceived standards of living. Whereas almost ha l f  o f  N L S S  households had responded 
that food consumption was inadequate in 1995-96, less than a third (30 percent) did so in 2003-04 
(table 1.7). The share reporting inadequate housing declined even more ( f rom 64 percent t o  40 
percent). Similar declining trends are observed for household consumption o f  clothing, health 
care, and chi ld schooling. Respondents were most dissatisfied with their family’s income, 
although the proportion reporting dissatisfaction i s  also decreasing. 

A subjective poverty l ine and the incidence o f  poverty based o n  this l ine were estimated 
fi-om these minimum-income questions. Responses to  the food adequacy question were regressed 
o n  total consumption expenditure and o n  demographic and regional variables for 1995-96 and 
2003-04 (table 1 The results show that subjective estimates o f  poverty incidence and trends 

13Given that, in measurement terms, poverty i s  determined by the shape of the per capita expenditure distribution and 
the point in this distribution at which a poverty l ine i s  drawn, i t  i s  customary to decompose the change in headcount 
poverty into “growth” and “redistribution” components. The growth component i s  the difference between the two 
poverty indices, keeping the welfare distributions constant. The redistribution component i s  the change in poverty 
when the mean o f  the two distributions remains constant. (The third component in this decomposition, the residual 
component, shows the change in poverty as a result o f  the interaction o f  growth and inequality), see Datt and Ravallion 

I4See Pradhan and Ravallion (2000). This method corresponds in spirit to the widely used practice o f  setting the 
poverty l ines at the level of total expenditure or income at which spending on food i s  sufficient to ensure a nutritionally 
adequate diet for good health and normal activity levels by some objective criteria, see Ravallion (1998). 

(2002). 
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conform closely to estimates based o n  the cost-of-basic-needs method (see table 1.8). There are 
some perceptible differences for regional trends between the two methods, however. The basic- 
needs method shows an increase in poverty in rural Eastern Hi l ls ,  whi le the subjective poverty 
estimates show a decline. In Kathmandu and Western and Eastern Terai, subjective poverty 
estimates show an increase in poverty, whi le the basic-needs method shows a decline. B o t h  
methods show a decline in poverty in other urban areas and rural Western Hills. 

Table 1.7: Self-reported assessment of consumption adequacy in Nepal, 1995-96 and 2003-04 
“ I t  was less than adequate for 

“I would like to ask your opinion ofyour family’s standard of living” your family needs?” 

Concerning your family’s food consumption over the past one month, which 49 30 
o f  the following i s  true? 
Concerning your family’s housing consumption over the past one month, 64 40 
which o f  the following i s  true? 
Concerning your family’s clothing consumption over the past one month, 57 36 
which o f  the following i s  true? 
Concerning the health care your family gets, which of the following i s  true? 59 28 
Concerning your children’s schooling, which of the following i s  true? 48 23 
Concerning your family’s total income over the past one month, which o f  71 66 
the following i s  true? 
Do  you consider that you, or your family eats too l i t t l e  to live a healthy and 90 87 

1995-96 2003-04 

. 

Note: Since “not applicable” was a possible answer, there were naturally fewer responses o f  “less than adequate” on these questions 
than on others. ”Adequacy” i s  defined by what the respondent considered to be the minimum consumption needs o f  their family. 
Source: CBS and World Bank staff calculations using NLSS-I and 11. 

e Per capita consumption of nearly all major food groups increased substantially between 
1995-96 and 2003-04. Per capita consumption increased by almost 50 percent for fine r ice and 
fish, by 19 percent for milk, by 13 percent for  goat and buffalo meat, and doubled for chicken. 
Per capita consumption declined for a few main food groups, but the decline in wheat flour may  
have been offset by the increase in consumption o f  fine rice, whi le the large decline in maize 
consumption was partly compensated for by an increase in consumption o f  maize flour.’5 These 
trends are not specific to high-income groups. In fact, percentage increases in the consumption o f  
f ine rice, vegetables, and animal proteins and fats were higher among low-income households 
than among high-income households (see annex B for more detailed information). 

Table 1.8: Subjective poverty estimates in Nepal, 1995-96 and 2003-04 

Kathmandu 
Other urban 
Rural Western Hill 
Rural Eastern Hill 
Rural Western Terai 
Rural Eastern Terai 

Poverty incidence 
1995-96 2003-2004 

0.7 2.7 
30.5 10.1 
71.1 24.4 
66.7 24.5 
22.6 30.6 
31.5 32.2 

Nepal 43.6 24.6 
Source: Estimates for 1995-96 are from Ravallion and Pradhan 2000; estimates for 2003-04 are by the WB staffbased on NLSS-11. 

Income increased and income-based poverty decreased. Individual and household 
earnings f rom various sources collected in the N L S S  and aggregated to construct per capita 
income appear to be comparable with per capita consumption expenditure data. Per capita income 
levels and income-based poverty are closely aligned with estimates o f  per capita expenditure and 

’’Both maize and wheat flour are inferior products to both fine and coarse rice. The unit prices of fine r ice i s  
substantially higher than that of coarse rice, see annex B. 
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consumption-based poverty.I6 For instance, per capita income grew 41 percent in eight years in 
real terms-comparable to the 42 percent growth in per capita expenditure. Income poverty 
declined f rom 47  percent in 1995-96 to  35 percent in 2003-04 (by 12 percentage points) -c lose to 
the 11 percentage point decline in consumption poverty. Bo th  consumption-based and income- 
based poverty estimates show that poverty i s  considerably higher in rural  than in urban areas in 
both 1995-96 and 2003-04. Regional patterns are also broadly similar except for  rural  Eastern 
Hi l ls ,  where income poverty declined whereas consumption poverty increased. (See annex B for  
more detailed information o n  income-based poverty levels and Chapter 3 for  further insights on 
income trends and patterns.) 

1.23 The pace o f  poverty decline in Nepal has been comparable to that in bordering 
regions of  India. Nepal has a long border with India, and there are many similarities among 
people o n  each side o f  the border. Migrat ion flows are large, and trade, both legal and illegal, i s  
widespread. A comparison o f  poverty rates in the bordering regions o f  Nepal  and India (the rural 
regions o f  Eastern and Central Uttar Pradesh and Northern Bihar)” shows remarkably similar 
levels and trends in poverty incidence (table 1.9). 

Table 1.9: Incidence of poverty in bordering regions of India and Nepal, 1990s and 2000s 
Percentage Annualized 

2ooos change change 1990s 

Rural Terai Nepal 40.4 29.4 -27 -3.4 

Rural India bordering Nepal 40.1 31.8 -2 1 -3.5 
Central Uttar Pradesh 37.1 30.9 -17 -2.6 
Eastern Uttar Pradesh 33.8 26.4 -22 -3.5 
Northern Bihar 49.3 38.0 -23 -3.7 

Note: For comparative convenience, rural India bordering Nepal i s  taken to be the simple average o f  three regions. 
Source: For Nepal: World Bank staff calculations using NLSS-I and 11; for India: World Bank staff calculations using 
1993-94 and 1999-2000 India National Sampling Survey. 

1.24 Dollar-a-day poverty rates declined substantially. Cost-of-basic-needs poverty lines 
are set with reference to living conditions within Nepal. International poverty lines such as the $1 
per person per day rate (adjusted for purchasing power parity, PPP) are needed for international 
comparability.’* By measure (calculated using the 1993 PPP conversion factor and consumer 
price indices for the two  survey years and 1993), 34 percent o f  the Nepalese population was 
living below the $1 a day poverty l ine in 1995-96 and 24 percent in 2003-04. This  decline o f  
about 10 percentage points i s  internally consistent with the 11 percentage point  decline (from 42 
percent t o  3 1 percent) using cost-of basic-needs-based national poverty lines. Doubl ing the 

l6 Estimates o f  income-based poverty are obtained b y  comparing year- and region-specific poverty l i nes  with nominal 
aggregate per capita income (instead o f  wi th aggregate per capita expenditures, as in the cost-of-basic-needs method). 
Several components (imputed rent from the owner occupied housing and value o f  home produced noncrop 
consumption) enter both measures. However, that alone cannot account for these similar patterns, since they represent 
only 15 percent o f  income and 18 percent o f  expenditure aggregates. Further, correlation between income and 
expenditure for the whole sample i s  0.72; excluding the common components f rom the income and consumption 
reduces the correlation to 0.58. 
l7 The Indian Planning Commission develops urban and rural poverty lines. In 1999-2000 i t  set the urban poverty line 
at 454 Indian rupees (IRs) per person per month, and the rural poverty l ine at IRs 328 per person per month. At the 
prevailing exchange rate o f  NRs 1.6 for IRs 1, these poverty lines translate into NRs 726 for urban areas and NRs 524 
for rural areas. Nepal’s poverty l ine i s  NRs 642.3 per person per month (see Technical Annex A), which i s  remarkably 
close to these Indian lines. T h e  two most recent available surveys for India which al low to measure poverty rates are 
the National Statistical Sampling Surveys 1993 and 1999, which are broadly comparable with the dates o f  NLSS-I  

’* In 1993 PPP prices, the international poverty line i s  S1.08 a day, referred to as the $1 a day line. See Ravallion and 
Chen (2003) for methodology and application. 

(1995-96) and I 1  (2003-04). 
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international poverty l ine to $2 a day yields a poverty rate o f  78 percent in 1995-96 and 66 
percent in 2003-04. The decline i s  again similar in magnitude to that o f  results based o n  a national 
poverty line. 

Table 1.10: International poverty rates applied to Nepal, 1995-96 and 2003-04 
Change 

(percentage points) 1995-96 2003-04 International 
poverty l ine 

$1 aday 33.5 24.1 -9.4 

$2 a day 77.6 65.8 -11.6 

Source: CBS and World Bank staf f  calculations using NLSS- I  and 11. 

1.25 The elasticity o f  poverty reduction to growth in Nepal i s  quite low by international 
standards. Real PCE grew by an estimated 42 percent, while poverty declined by 26 percent, 
during the 8 years between the two NLSS surveys. This implies that total elasticity o f  poverty 
reduction with respect to growth has been negative 0.6, i.e., everypercent in growth o f  PCE 
resulted in 0.6 percent reduction in the number o f  the poor. The corresponding estimate for  the 
growth-poverty-reduction elasticity i s  1.33 for urban areas (where a 42 percent growth in PCE 
was accompanied by a 56 percent reduction in poverty). In rural  areas the estimate i s  0.74 (a 27 
percent growth in PCE accompanied by a 20 percent reduction in poverty). Ravall ion (2000) 
estimates the cross-national elasticity o f  poverty reduction to growth at about -2, indicating that 
for every 1 percent increase in mean income, poverty i s  reduced by 2 percent on average. 

1.4 POVERTY PROFILE 
1.26 
the 1995-96 and 2003-04 N L S S  to draw a poverty prof i le for Nepal. 

Who  are the poor in Nepal? This section uses information o n  poverty characteristics f rom 

Table 1.11: Poverty by employment sector of the household head in Nepal, 1995-96 and 2003-04 
Poverty Distribution Distribution 

headcount rate of the poor of population 
1995-96 2003-04 :i:z) 1995-96 2003-04 :::Lz) 1995-96 2003-04 :::::) 

Se(f-employed 
Agriculture 43.1 32.9 -24 60.7 66.9 10 58.8 62.7 7 
Manufacturing 41.4 31.2 -25 3.4 4.5 32 3.4 4.4 29 
Trade 32.2 11.1 -66 4.3 1.6 - 62 5.6 4.5 -19 
Services 25.3 14.4 -43 1 1.5 53 1.6 3.2 99 

Wage earner 
Agriculture 55.9 53.8 -4 15.7 10.9 -31 11.7 6.2 -4 7 
Professional 8.3 2.1 - 74 0.4 0.2 -53 2.2 2.9 35 
Other 39.7 28.8 -28 10.6 10 -6 11.1 10.7 -4 
Unemployed 9.5 2.9 - 69 0.1 0 - 68 0.3 0.2 -23 
Nonactive 30.5 26.9 -12 3.9 4.4 14 5.3 5.1 -4 

Total 41.8 30.8 -26 100 100 100 100 
Source: CBS and World Bank staf f  calculations using NLSS- I  and 11. 

1.27 The poorest households in Nepal are those headed by agricultural wage laborers 
(table 1.11). T h e  incidence o f  poverty among this group was almost 56 percent in 1995-96, and it 
remained high in 2003-04 at 54 percent. T h i s  group i s  a small and declining share o f  the 
population. I t  made up 12 percent o f  the population and 16 percent of  the poor in 1995-96, and 6 
percent and 11 percent in 2003-04. The second poorest group comprises households headed by 
someone who i s  self-employed in agnculture. Poverty in this group declined f rom 43 percent in 
1995-96 to 33 percent in 2003-04. Two-thirds o f  poor people were in this employment category 
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in 2003-04. Poverty declined even more for households whose heads were self-employed in trade 
(a decline o f  66 percent) or services (decline o f  43 percent). The incidence o f  poverty was 
relatively l o w  for these groups (11 percent in trade and 14 percent in services) in 2003-04.The 
lowest incidence o f  poverty in 2003-04 was in households headed by wage-earning professionals 
(2.1 percent) or by the unemployed (2.9 percent). Households headed by people who are out o f  
the labor force are less poor on average than those in al l  other employment categories, indicating 
that the unemployed and the economically inactive can afford to  remain that way because they 
are more l ike ly  to  have other sources o f  income. 

1.28 Poverty declines with rising education. The highest poverty rate (42 percent in 2003- 
04) i s  found in households whose head i s  illiterate (table 1.12). Attending primary school brings 
the probabil ity o f  being poor down to 28 percent, attending lower secondary school brings i t  
down to 23 percent, and attending upper secondary school brings i t  down to 8.5 percent. The 
lowest poverty rate i s  among households headed by someone with a higher education (1.6 
percent). 

Table 1.12: Poverty measurement by education level o f  household head in Nepal 
1995-96 and 2003-04 

Poverty Distribution Distribution 
headcount rate ofthe poor of population 

Change 1995- Change 
96 2003-04 (percent) 1995-96 2003-04 ~ ercent) Change 1995 -96 2003-04 (percent) Years of 

schooling 
Illiterate 50.9 42 -18 72.9 70.9 -3 59.8 52.1 -13 
5 or less 35.7 28.2 -2 I 15.1 16.8 12 17.7 18.4 4 
6-7 28.5 23.3 -18 6.7 8.1 21 9.8 10.7 9 
8-10 19.8 8.4 -58 4.5 3.9 -14 9.6 14.5 52 
11+ 11.4 1.6 -86 0.9 0.2 - 75 3.2 4.3 35 

Total 41.8 30.8 -26 100 100 100 100 
Source: CBS and World Bank staff calculations using NLSS-I and 11. 

1.29 The incidence o f  poverty declined between 1995-96 and 2003-04 for a l l  education 
groups, with the most dramatic decline in households headed by someone with 8-10 years o f  
schooling (upper secondary level) or 11 or more years (higher education level). Educational 
attainment increased in the general population between 1995-96 and 2003-04, and the proportion 
o f  the population living in households with illiterate heads declined f rom 60 percent to 52 percent 
(table 1.12). 

1.30 Poverty i s  higher in larger households and in households with more small children. 
One reason for the higher level o f  poverty in such households (table 1.13) i s  that the definit ion o f  
the poverty l ine in Nepal does no t  incorporate economies o f  scale in consumption. Still, slower 
than average poverty reduction among households with two or more small children or six or more 
family members may reflect structural factors that prevent these households f rom escaping 
poverty. The proportion o f  the population living in households with seven or more members 
declined f rom almost 50 percent to 40 percent (table 1.13). Since these households had the 
highest incidence o f  poverty in both 1995-96 and 2003-04, this development has contributed to 
the overall decline in poverty. 
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Table 1.13: Poverty measurement by household demographic composition in Nepal 
1995-96 and 2003-04 

Poverty Distribution Distribution 
headcount rate ojthe poor of population 

Change 1995-96 2003-04 (percentj Change 1995-96 2003-04 ~ ercent) Change 1995 -96 2003-04 (percent) 

Number of chi ldren 0-6 years old 
0 23 5 13.7 -42 14.9 14.8 -I 26.5 33.3 26 
1 39 9 29.3 -27 23.8 26.2 10 24.9 27.7 11 
2 49 4 41.6 -16 32.6 31.6 -3 27.5 23.4 -15 
3 ormore 56.9 54 -5 28.8 27.4 -5 21.1 15.6 -26 

Household size 

2 14 5 11  -24 0.8 1.1 35 2.3 3 31 
3 22.9 11 7 -49 3 2.6 - I S  5 6 6.9 24 
4 28 1 19 3 -32 7.1 8.5 21 10.5 13.7 30 
5 35.9 2 4 9  -31 13.5 14.5 8 1 5 7  18 15 

7 or more 49.7 4 1 4  -17 57.9 53.6 -7 4 8 6  39.9 -18 

Total 100 100 100 100 

1 7.7 7 2  -7 0.1 0.1 34 0.5 0.6 7 

6 43.8 33 5 -24 17.6 19.6 I1 I 6  8 18 7 

Total 41.8 308  -26 100 100 100 100 
3 

1.31 Poverty rates among Dalits and Hill Janjatis remained higher than on average. In 
2003-04 poverty rates were highest among Hill and Terai Dalits (46 percent) and Hill Janjatis (44 
percent), though poverty declined in both groups between 1995-96 and 2003-04 (table 1.14). The 
Tharu (Terai Janajati), with 
comparable poverty rates in 
1995-96, experienced a much 
larger decline of  34 percent in 
2003-04. The poverty rate 
among the Muslim population 
declined only slightly, from 44 
percent to 41  percent. The 
highest concentration o f  the 
poor in 2003-04 was among 
the Hill Janajati (second 
section o f  table 1.14). 
BrahmadChhetri households 
went from the third lowest 
incidence of poverty in 1995- 
96 to  the second lowest in 
2003-04 after experiencing the 
most substantial decline in 
poverty (46 percent) o f  a l l  the 
groups considered. Overall, 
three caste and ethnic groups-upper caste, Yadavs, and Newars-had below average poverty 
rates in 2003-04. 
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Change 1995 -96 2003-04 1995-96 2003-04 it:sj 1995-96 2003-04 ~ ercent) 

34.1 18.4 -46 26.7 15.7 -41 32.7 26.3 -20 

Table 1.14: Poverty measurement by caste and ethnicity of household head in Nepal 
1995-96 and 2003-04 

Poverty Distribution Distribution 
headcount rate of the poor of population 

Caste or ethnicity 

BrahmanKhhetri 
Terai middle caste (Yadavs) 28.7 21.3 -26 2.9 1.9 -33 4.2 2.8 -34 
Dalits (Hill-Terai) 51.8 45.5 -21 10.6 10.9 3 7.7 1.4 -4 
Newar 19.3 14 -28 2.5 3.4 35 5.5 7.5 38 
Hill Janajati 48.7 44 -10 19.7 21.8 41 16.9 19.5 16 

Muslims 43.7 41.3 -6 5.1 8.1 53 5.4 6.5 19 
Other minorities 46.1 31.3 -32 21.4 22.3 4 19.4 21.9 13 

Terai Janajati (Than) 53.4 35.4 -34 10.4 9.2 -12 8.2 8.1 -1 

Total 41.8 30.8 -26 100 100 100 100 
Note: The trends in poverty rates across caste-ethnic groups should be treated with caution, see Box 1.1 for details. 
Source: CBS and World Bank staff calculations using NLSS-I and 11. 

1.32 Land ownership reduces the probability of being poor in rural areas. The incidence 
of poverty among households that own 1 hectare or less o f  land (two-thirds o f  rural  households) i s  
close to 50 percent. The proportion o f  households with smaller landholdings increased over time, 
while the proportion with larger landholdings (2 or more hectares) declined substantially, f rom 16 
percent to 11 percent. Poverty declined more for the households with larger landholdings, 
indicating increasing returns to land. 

Table 1.15: Poverty measurement by land ownership in Nepal, 
1995-96 and 2003-04 (rural areas only) 

Poverty Distribution Distribution 
headcount rate of the poor ofpopulation 

Landholdings (hectares) 1995 -96 2003-04 ct:izl 1995-96 2003-04 ‘;::zj 1995-96 2003-04 E::$j 
Less than 0.2 48 39 -17 23 25 10 21 22 7 
0.2-1 45 38 -15 44 51 17 42 4 1  11 
1-2 39 27 -29 19 16 -14 21 20 -3 
More than 2 39 24 -39 15 8 -49 16 11 -32 

Total 43.3 34.6 -20 100 100 - 100 100 - 
Source: CBS and World Bank staff calculations using NLSS- I  and 11. 
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CHAPTER 2: INEQUALITY AND EXCLUSION: PAST IMPEDIMENTS AND FUTURE 
PROSEPCTS 

2.1 INTRODUCTION 
2.1 Overall in the medium to long run, empirical regularities observed over the wor ld  show 
that poverty and inequality perpetuate each other impeding economic p e r f ~ r m a n c e . ’ ~  Ye t  
important distinctions should be made between inequality and exclusion. Inequality (o f  outcomes) 
reflects individuals’ abil ity and effort, together with the retums o n  individual’s human and 
physical capital. M a n y  would agree that these should be rewarded. Additionally, relatively higher 
returns to certain activities send important signals in the economy to  reallocate human and 
physical capital to them. These signals are a necessary prerequisite for growth and prosperity. 
Exclusion restricts individuals’ social and economic opportunities o n  the basis o f  their in i t ia l  
circumstances, not  o n  the basis of merit or s lu l ls.  The notion o f  exclusion i s  close to  the notion o f  
discrimination, which means unequal treatment and unequal application o f  laws (box 2.1). 

Box 2.1: Definitions and concepts of inequality and exclusion 

es In outcomes, suc 
efers to the notion 

on one’s chances 

that prevents individual 
06 WDR). Dimensions o 

people lack equitable 

2.2 Growth in Nepal has been strong lifting a quarter o f  the poor  out o f  poverty. But income 
inequality has grown. Increases in inequality are particularly undesirable in a multiethnic country 

l9 Poverty and inequality can be self-perpetuating as a result o f  credit market failures, which prevent poor people from 
exploiting growth-promoting opportunities for investment in physical or human capital. With declining marginal 
products o f  capital, the output loss from this market failure wil l  be greater for the poor (who have less capital). 
Therefore, the higher the proportion o f  poor people in an economy, the lower the rate of growth (see Galor and Zeira 
1993, Banerjee and Newman 1993, Benabou 1996, Bruno and others 1998, Aghion and others, 1999, and Bardhan and 
others 1999). In addition, high inequality can foster macroeconomic instability and impede efficiency-promoting 
reforms that require cooperation and trust (see Alesina and Rodrik 1994). 
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l i ke  Nepal, where they may reflect exclusion along ethnic and caste lines. The recently completed 
by the W o r l d  Bank and DFID Gender and Social Exclusion Assessment “Unequal Citizens: 
Gender, Caste and Ethnic Exclusion in Nepal” (henceforth GSEA) shows that exclusion in Nepal 
has many ‘dimensions and i s  significant. This report confirms the multiple dimensions o f  
exclusion in Nepal and i ts consequences for the well-being o f  the population. This report finds 
that the increase in income inequality observed in Nepal between 1995-96 and 2003-04 was 
driven pr imari ly by the dramatically higher returns to higher education and professional and 
entrepreneurial ski l ls. T w o  caste/ethic groups -- BrahmadChhetris and Newars - stand out f rom 
the rest o f  the population in terms o f  possession o f  these ski l ls. Improvements in living standards 
were more modest among people f rom disadvantaged castes, who lack these and other productive 
assets. At the same time “discrimination” against minorities and disadvantaged castes -- measured 
as lower returns to their human and physical assets -- declined over the study period, and progress 
in such important indicators as school enrollment and chi ld immunization was faster for  some 
traditionally excluded groups than for the population as a whole. 

2.2 HISTORICAL ROOTS OF EXCLUSION IN NEPAL 
2.3 The  interaction o f  history and the country’s geographic, ethnic, and linguistic 
diversity contributes to exclusion. Nepal i s  a geographically diverse country, divided into 
distinct zones, ranging f rom the lowland Terai p la in in the south and rising hilly landforms in the 
middle part to the Himalayas in the north culminating in Tibetan plateau beyond the Himalayan 
range. The very diff icult terrain in Mountains and H i l l s  resulted in long inter-district distances. 
The geography i s  such that some villages are s t i l l  accessible only by foot or by air and it takes 
days by foot to reach them. Population density varies widely across these regions with Mountains 
being the least populated and Terai being most densely populated regions. The di f f icul ty o f  
terrain along with varied density o f  population influence both costs and benefits o f  provision o f  
infrastructure and many remote areas remain isolated f rom participation in the national economy. 
Nepal i s  extremely diverse, with more than 59 main ethnicities and 37 languages. The country i s  
landlocked and heavily dependent o n  India for  transit facilities to outside wor ld  (India borders 
Nepal on three sides and China i s  o n  the north). The Maoist  insurgency that began about a decade 
ago has capitalized on this historical and geographic exclusion. 

groups living in the 
traditions -- into on 
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2.4 Nepal’s caste structure also contributes to exclusion. The traditional Hindu philosophy 
and caste system, the code o f  conduct that governed economic and social matters in Nepal for  
centuries, i s  based o n  the concepts o f  ritual purity and division o f  labor. Under this system, 
people are born with certain privileges and obligations with respect to the education they can 
seek, the occupation they can pursue, and so forth (box 2.2). Different punishments are prescribed 
based o n  the castes of the perpetrator and the vict im o f  a crime. The Muluki Ain, the national legal 
code o f  1854, codified this system and accorded different privileges and obligations to each caste 
and subcaste within the system. Only in 1963, when the revised Muluki Ain was promulgated, 
was caste-based discrimination formally abolished. 

2.5 The  multi-party era of post-1990 established Nepal as a more inclusive state. Nepal’s 
Constitution describes the country as multiethnic, multilingual, and democratic. I t  states that a l l  
citizens are “equal irrespective o f  religion, race, gender, caste, tribe or ideology” and gives a l l  
communities the right to preserve and promote their languages, scripts, and cultures; t o  educate 
their children in their mother tongues; and to practice their own religions. 

2.6 The  Poverty Reduction Strategy Paper (PRSP) completed in 2003 reinforced social 
inclusion as a n  important social objective. Social inclusion forms the third pi l lar  o f  the PRSP, 
which seeks to  address gender-, caste-, and ethnic-based disparities by bringing poor and 
marginalized groups into the mainstream o f  development and launching programs that target the 
most deprived and vulnerable groups. The PRSP recognizes that equitable access to  economic 
opportunities and social services (education and health) requires empowering women and 
marginalized communities by removing socioeconomic and legal constraints that have 
historically excluded these groups f rom opportunities. 

2.3 TRENDS IN INCOME INEQUALITY 
2.7 Inequality increased between 1995-96 and 2003-04. Nepal enjoyed rap id growth during 
this period, with per capita income and expenditures growing over 4 percent per year. Per capita 
income and consumption grew for a l l  quintiles o f  the population, pulling a quarter o f  the poor out 
of poverty (see chapter 1). But growth was not equal across groups and regions, exacerbating 
inequality. For  the country as a whole, the Gini coefficient rose f rom 34.2 to 41.4. Per capita 
expenditure ratios, another inequality measure, also worsened over the period (table 2.1). 
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2.8 Most of the increase in inequality occurred because the gap between the “middle 
class” and the “rich” grew. Inequality increased along the expenditure distribution, except at the 
bottom. Hence, most of the increase was concentrated in the upper ha l f  o f  the expenditure 
distribution (table 2.1). In particular, between 1995-96 and 2003-04, the ratio o f  per capita 
expenditure between expenditure group declined 2 percent for the ratio p25/p10 (the ratio for 
“poor” and “very poor”), rose 6 percent for ratio p50/p25 (the ratio for  “middle class” to “poor”), 
rose 8 percent for  the ratio p75/p50 (the ratio for “upper middle class” to  “middle class”), and 
rose 27 percent for the ratio of p90/p50 (the ratio for “rich” and “middle class”), (see box 2.3 for 
the definitions of  the inequality measures used here). 

2.9 Inequality remains greater in urban areas than in rural areas, but inequality grew 
more in rural  areas. The urban Gini coefficient (43.6) was higher than the rural  coefficient 
(34.9) in 2003-04 (table 2.1). There was litt le change in urban Gini since 1995-96, a pattern 
primarily driven by the fact that there were l i t t l e  changes in inequality in the l o w  tai l  and in the 
interquartile range of the per capita expenditure distribution. At the same time, inequality in the 
upper ha l f  o f  the distribution has increased. In rural  areas, inequality increased along the entire 
range o f  per capita expenditure distribution (except the very l o w  part o f  the distribution), and the 
Gini coefficient rose from 30.8 to  34.9. Per capita expenditure inequality in urban areas remained 
higher than that in the rural  areas. As a result o f  these trends, inequality between urban and rural 
areas increased (see Appendix table A2.1). 

Table 2.1: Inequality in per-capita expenditure distribution Nepal by urban and rural areas 
1995-96 and 2003-04 

Bottom harfof Interquartile Ta i l  of Gini 
distribution Top distribution range distribution coefficient 

p25/plO ~ 5 0 1 ~ 2 5  p75/p50 ~ 9 0 1 ~ 5 0  p 7 9 ~ 2 . 5  p9O/plO 
Nepal 
1995-96 1.36 
2003-04 1.33 
Change in percent  -2 
Urban areas 
1995-96 1.62 
2003-04 1.53 
Change in percent  -6 
Rural areas 

.40 1.46 2.23 2.05 4.25 34.2 

.48 1.57 2.75 2.32 5.4 41.4 
6 8 23 13 27 21 

.97 1.6 2.67 3.16 8.54 42.7 

.76 1.77 3.01 3.12 8.13 43.6 
11 11 13 -1 -5 2 

1995-96 1.36 1.39 1.43 2.05 1.98 3.87 30.8 
2003-04 1.32 1.4 1.52 2.2 2.13 4.07 34.9 
Change in percent -3 1 6 7 8 5 13 

Source: World Bank staff calculations based on NLSS-I  and 11. 
Note: Statistics in this table are slightly different from that published in “Poverty Trends in Nepal (1995-96 and 2003-04)”, HMGN, 
National Planning Commission Secretariat, CBS, September 2005. The reason for the discrepancy i s  that in the earlier publication the 
outliers, 0.5 percentile at each tail o f  the distributions, have been dropped for the urban and rural  areas separately, bu t  not for Nepal 
overall. The outliers have been dropped f rom al l  3 distributions for the purposes o f  this table. 

2.10 The widening in inequality was driven by dramatic increases in the returns to 
higher education, and to occupational s k i l l s  in professional employment and self- 
employment in manufacturing and services. The 2 percent o f  the population with higher 
education earned very large premiums in 2003-04 (figure 2.1). In particular, per capita 
consumption by the population as a whole grew 42 percent between 1995-96 and 2003-04, whi le 
that by people with higher education rose 76 percent. People with such occupational sk i l l s  as 
professional employment and self-employed in manufacturing and services also earned increased 
premiums. All together, these 3 groups represent slightly over 10 percent o f  the population and 
per capita consumption in these 3 groups rose 6 6 9 6  percent over the eight-year period. 
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Increasing returns to certain activities i s  an important signaling device that tells individuals where 
to  reallocate their  investments and efforts; i t i s  not a problem that requires pol icy intervention, as 
long as a l l  groups in the society have access to profitable opportunities. Unfortunately, there i s  
evidence that some groups in Nepal continue to be excluded f rom opportunities. 

Figure 2.1 Growth in real per capita expenditure in Nepal between 1995-96 and 2003-04 
by background characteristics 

Growth and real per capita expenditure by education of  the 
household head 
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2.4 AGENTS AND DIMENSIONS OF EXCLUSION IN NEPAL 
2.11 Multiple categories and dimensions of  exclusion remain in Nepal. This section 
illustrates the extent of and trends in inequality and exclusion based on the framework shown in 
table 2.2. Fol lowing the World Development Report 2006: Inequality and Development, this 
section attempts to distinguish between inequality o f  opportunity and inequality o f  outcomes. 
Recognizing the inherent difficulties in measuring inequality o f  opportunity, it analyzes indicators 
o f  inequality in economic outcomes, social outcomes, and access to services, paying particular 
attention to opportunity-shaping indicators. The discussion builds o n  results in attempting to  
provide pol icy recommendations aimed at remedying exclusion and tailoring economic policies 
to help excluded groups, as well as providing underpinnings for well-targeted interventions that 
could remedy the o ld  exclusion relations. 
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Table 2.2: Dimensions and basis of  exclusion in Nepal 

Services 

Language-based exclusion in 
educational system, isolation 
due to remote locations (for 

Janajatis), less ability to pay for 
private services when public 

services fail. 

Households favor boys’ 
education; female-specific 

services (maternal and 
reproductive health) often 

underfunded. 

Higher unit costs o f  provision 
because o f  remoteness and low  

population density. 

Poor publicly provided 
services, l i tt le purchasing 

power to buy services in the 
private markets. 

Social starrj ’ 

Lower self-perceived status 
(due to lack o f  respectful treatment or 

cooperation with other groups); restricted 
access to public places; very l o w  

representation in legislature, executive, 
judiciary, and c iv i l  service; lack o f  local 

polit ical influence. 
Limited rights in household 

decisionmaking (control over fertility, 
self-eamed income); domestic violence; 

restricted mobi l i ty  (need for permission to 
travel alone). 

Poor representation (power i s  centralized 
in Kathmandu), effects o f  c iv i l  conflict. 

H igh  cost o f  polit ical and judicial 
institutions. 

2.4.1 CASTE- AND ETHNICITY-BASED EXCLUSION 
2.12 Nepal’s population includes 103 social groups based on caste, ethnicity, religion, and 
language. Fol lowing the GSA, these groups are combined into eight categories: Brahmans and 
Chhetis, Hill Janajatis, Terai middle castes, Dalits, Terai Janajatis, Newars, Muslims, and other 
disadvantaged minor i ty groups.21 As mentioned above, the hierarchical relationship within social 
and economic institutions among these groups have been shaped by the centuries (see Box 2.2). 

2.13 Persistent differences in poverty status based on caste and ethnic identity point to 
the economic exclusion o f  disadvantaged groups. Poverty headcount rates vary widely  across 
castes, f rom a l o w  o f  14 percent among Newars and 18 percent among high-caste 
BrahmansKhhetris to a high o f  44 percent among Hill Janajatis and 46 percent among Dalits 
(table 1.14, Chapter 1). The poverty headcount declined for a l l  castes and ethnic groups between 

20The dimensions o f  social exclusion are best understood in the context o f  the complementarity between social 
inclusion and empowerment. Both social inclusion and empowerment are ingredients in transformational social change. 
Social inclusion refers to the removal o f  institutional barriers and the enhancement o f  incentives to  increase access 
development opportunities. Empowerment refers to the enhancement o f  the capabilities o f  individuals and groups to 
function, engage, and hold accountable the institutions that affect them. Empowerment occurs at the individual and 
group level; social inclusion occurs as system-level institutional reform and policy change in the external environment. 
(Adopted from Gender and Social Exclusion Assessment: “Unequal Citizens: Gender, Caste and Ethnic Exclusion in 
Nepal” (GSEA) World Bank and DFID, 2005. 
’*The GSEA considered several ways o f  grouping the 103 ethnic and caste groups. Initially, i t  collapsed information 
from the NLSS-I1 on caste and ethnicity into 35 groups. However, the sample sizes o f  many o f  the groups were too 
small to allow statistical inferences to be made. T h e  GSEA next collapsed NLSS-I1 information into 7 main categories, 
similar to the categories indicated above but including MuslimsiRelgious Minorities as a separate category and 
distinguishing between Hill Dalits and Terai Dalits and between Hill B rahmdChhe t r i  and Terai BrahmaniChhetri. 
Because these last distinctions were not made in the NLSS-I, this report includes al l  Dalits in one group and all 
BrahmansiChhteris in another. Also, the population proportions o f  the casteiethnic groups identified on the basis o f  
NLSS-I  and I1 are somewhat different f rom the population proportions in the 2000 census, largely because survey data 
are less able to identify smaller groups and therefore classify a larger category o f  individuals as “others.” 
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1995-96 and 2003-04, but the rate o f  decline in the poverty rate for upper caste households was 
considerably higher than in the country as a whole; poverty among Newars declined at the 
national rate. The two groups enjoyed the highest rate o f  per capita expenditure growth: spending 
rose 62 percent for Newars and 57 percent for Brahmans/Chhetris (figure 2.2). In contrast, per 
capita consumption among Hill Janajatis rose just 26 percent; consumption by Dalits, Terai 
middle castes, Terai Janajatis, Muslims, and other minor i ty groups was slightly higher than 
among the Hill Janajatis. Large differences in the rate o f  poverty decline across caste and ethnic 
groups point  t o  structural differences in assets, sk i l ls  and opportunities. 

I Figure 2.2 Level and trends in PCE by caste and ethnicity 
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Source: W o r l d  Bank staf f  calculations based o n  NLSS-I and  11. 

2.14 Higher poverty and slower improvement in income and poverty among lower castes 
reflects lower levels o f  education, professional skills, and ownership of productive assets. 
Differences in education attainment between Newars and BrahmadChhetr i  o n  the one hand and 
the rest o f  the population o n  the other are strilung (table 2.3). Whi le  45 percent o f  Newars 
completed at least eighth grade, only 12 percent o f  Dalits, 15 percent o f  Hill Janajatis, and 16 
percent o f  Terai middle castes did so. The national ill iteracy rate i s  50 percent, but the rate i s  
much lower among BrahmansiChhetris (37 percent) and much higher among Dal i ts (59 percent) 
and Terai middle castes (64 percent). 

Table 2.3: Educational attainment among Nepalese 15 and older, 
by caste/ethnicity 2003-04 (percent) 

Literate o r  Completed Caste/ethnicity Ill iterate completed gradel-7 at least grade 8 
BrahmadChhetri 36.9 29.2 33.9 
Terai middle caste 64.0 20.5 15.6 
Dalits 59.0 28.7 12.3 
Newar 31.2 23.7 45.1 
Hili Janajatis 52.3 32.7 15.0 
Terai Janajatis 54.2 28.0 17.7 
Others 63.1 22.4 14.5 
Nepal 50.1 27.2 22.7 

Source: NLSS-11. 

2.15 Decomposition o f  aggregate inequality by ethnicity and caste and by the level o f  
education o f  the household head further conf i rm these findings. Fol lowing the methodology o f  
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Bourguignon (1 979), inequality decompositions were performed into within- and between-group 
inequality for  GE(O), GE(1) and GE(2) (box 2.3). In the case o f  ethnic and caste groups, between- 
group inequality accounts for  9 percent o f  total inequality at the upper ha l f  o f  the distribution (i.e. 
GE(2)) and 13-15 percent o f  total inequality at the l o w  and middle range o f  the distribution (i.e. 
GE(0) and GE(l)), table 2.4. T h e  share o f  total inequality attributable to between-group 
inequality increased between 1995-96 and 2003-04. In the case o f  education attainments o f  the 
household head, between-group inequality accounts for a fairly large proportion o f  total 
inequality-about 25 percent for GE(0) and GE(l), and 21 percent for GE(2). Similar t o  the 
trends in the between-group inequality across ethnic group, there has been an increase over time 
in the share o f  between-group inequality in the total inequality. 

Table 2.4: Decomposition of inequality by caste/ethnicity and educational attainments of the 
household head 1995-96 and 2003-04 (percent) 

G E ( 0 )  G E ( 1 )  GE (2) 
1995-96 19.0 21.8 32.7 
2003-04 27.9 33.7 57.6 

A. By ethnicity and caste 
Within group inequality 

1995-96 16.4 19 29.3 
2003-04 23.1 29.2 52.6 

Between group inequality 
1995-96 2.0 2.0 2.2 
2003-04 4.1 4.5 5.0 

1995-96 10.6% 9.7% 7.0% 
2003-04 14.8% 13.3% 8.7% 

Between group inequality as % of overall inequality 

B. By level of education of the household head 
Within group inequality 

1995-96 15.8 18.1 28.0 
2003-04 20.8 25.0 45.6 

Between group inequality 

1995-96 3.2 3.8 4.7 
2003-04 7.0 8.7 12.0 

1995-96 16.8% 17.3% 14.5% 
Between group inequality as % of overall inequality 

2003-04 25.2% 25.9% 20.8% 
Source: World Bank staff estimates based on N L S S  I and NLSS-I1 data on distribution o f  per capita expenditures 

2.16 Participation in secondary and higher education i s  dominated by 
BrahmadChhetris and Newars. As i t  has been demonstrated earlier returns to high education 
and professional employment are very high and increasing in Nepal. Yet, the differences in 
participation in high education which are prerequisite for acquiring these s lu l l s  across ethnic 
groups are startling. Among  l o w  castes, less than 5 percent o f  17- to 24-year-olds attend 
university; among high castes, the figure i s  more than three times as great. Newars have the 
highest o f  a l l  groups rate o f  attendance o f  institutions o f  higher learning starting f rom higher 
secondary education, figure 2.3; primary enrollments o f  different ethndcaste groups are 
discussed in chapter 7.  



2.17 Members of disadvantaged groups 
tend to be employed in low-paying sectors, 
such as agricultural wage employment. T w o  o f  
the three highest-paying sectors (professional 
wage employment and self-employment in 
services) are dominated by Brahmans/Chhetris 
and particularly Newar groups (table 2.5). In a 
positive sign, Da l i t  workers are overrepresented 
in self-employment in manufacturing, the third 
high-paying sector in Nepal. Although most o f  
them perform low-level traditional tasks, such as 
cobbling, sewing, leatherworking, and 
blacksmithing, increasing returns to  these 
occupations have helped reduce poverty within 
this group.22 

Figure 2.3 Gross enrollment in secondary and higher 
education, by caste and ethnic group 
(enrollment figures expressed as that of Aewarr) 

Table 2.5: Employment sector, by ethnicity, 2003-04 
Sey-employment Wage employment 

Unskilled Professiond 
occupation 

Agriculture Manufacturing Trade Services Agriculture 

BrahmadChhetri 78.9 1.6 3.8 3.3 1.5 4.4 6.6 
Terai middle caste 87.2 1.5 2.5 0.5 2.4 0.5 5.5 
Dalits 64.6 10.6 0.5 1.9 9.0 0.6 12.9 
Newar 45.7 8.5 14.1 6.4 1.9 7.8 15.6 
Hill Janajatis 80.3 2.3 3.0 1.6 4.0 1.2 7.5 
Terai Janajatis 77.2 0.8 2.7 1.7 7.8 2.0 7.9 
Others 56.0 3.4 5.5 2.6 20.1 2.0 10.4 
Nepal 69.8 3.3 4.5 2.7 8.0 2.8 9.0 

Source: NLSS-11. 

2.18 Muslims and other minorities own less land and livestock than other groups. Land  i s  
not  only an important productive asset in Nepal, i t  i s  also a symbol o f  social status (chapter 5). 
Some 37 percent o f  Muslims and 34 percent o f  other minorities in Nepal are landless-nine times 
the rate among BrahmansKhhetris (table 2.6). Only small percentages o f  Muslims and other 
minorities own livestock. Most  Dalits own land and livestock, but 80 percent o f  them o w n  less 
than one hectare of land. 

22Traditionally, these and other "unclean" occupations were reserved for D a h .  With the increase in nonfood prices 
relative to food prices, the opening up of trade, and the increase in worldwide demand for leather goods, the returns to 
these occupations are increasing, helping overcome the economic exclusion o f  the Dalits. 
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Table 2.6: Ownership o f  land and livestock in rural areas o f  Nepal, 2003-04 (percent) 

Ownership of livestock 
(percent of households that own) Ownership of land 

Landless < I ha 1-2 ha 2 ha Total Cows Buffaloes Goats Horses Pigs Poultry 
BrahmaniChhetri 6 69 19 6 100 70 64 70 1 0 43 
Terai middle caste 11 47 26 15 100 77 70 62 1 0 8 
Dalits 14 80 5 2 100 58 46 50 1 19 68 
Newar 11 71 14 3 100 51 57 62 1 0 68 
Hill Janajatis 8 73 14 5 100 64 46 65 3 30 77 
Terai Janajatis 20 48 18 14 100 59 28 52 2 25 73 
Muslim 37 45 12 5 100 36 22 41 1 0 28 
Other minorities 34 51 9 6 100 55  29 46 2 5 26 
Total 16 64 14 6 100 61 46 58  2 11 50 
Source: NLSS-11. 

2.19 Differences in endowments account for three-quarters of  the difference in per capita 
expenditure between lower- and upper-caste groups. A framework o f  treating per capita 
expenditure as a product o f  human and physical assets and their returns i s  widely used to 
understand the nature o f  inequality between groups (box 2.4). Applying this framework to NLSS-  
I1 data shows that differences in productive characteristics explain two-thirds o f  the total 
difference in 2003-04. The remaining difference i s  due to different returns to these characteristics, 
a component often attributed to  “discrimination” (table 2.7; see appendix table A2.2 for the full 
decomposition). Educational attainment explains by far the largest port ion o f  the differential in 
endowments (49 percent), followed by demographics (14 percent), labor market sectors (8 
percent), and accessibility (7 percent). Lack o f  adequate human and physical capital, not 
discrimination, appears to be responsible for the slower rate o f  improvement in the welfare o f  
lower caste groups. (Although lack o f  human and physical capital i s  l ike ly  due to  the past 
exclusion and discrimination.) Whi le  the relative lack o f  human and physical assets represents a 
major impediment to development, these shortfalls are more amenable than “discrimination” to 
pol icy actions and individual effort, although the challenge i s  great. 
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Table 2.7: Factors explaining differences in per capita expenditure between upper- and lower-caste 
groups in Nepal, 1995-96 and 2003-04 

(as a percentage of the total difference in per capita expenditure) 
1995-96 2003-04 

AI1 Nepal Rural  Urban All Nepal Rura l  Urban 
Actual difference in In PCE (real 1995-96 prices) 0.27 0.19 0.94 0.42 0.29 0.53 

Differences in endowments (explained difference) 64 58  13 74 62 81 
Demographics 8 7 19 14 16 18 

Education 46 52 28 49 52 44 
Labor market and sectoral participation 5 4 13 8 7 9 

Landholdings 3 7 0 -1 2 0 
Accessibility (within 30 minutes o f  facilities) 4 -1  0 7 1 0 

Geographic location -3 -12 14 -2 -15 10 

Returns to productive characteristics (unexplained difference) 36 42 27 26 38 19 
Source: Wor ld  Bank  staff calculations based on NLSS-I and 11. 

2.20 “Discrimination” accounted for less o f  the differences in per capita expenditure 
across caste groups in 2003-04 than in 1995-96. T h e  difference in per capita expenditure 
between higher and lower castes increased over time, f rom 27 percent to 42 percent (driven by 
the increase in rural  areas). But the “discrimination” component o f  this difference declined, f rom 
36 percent t o  26 percent (table 2.7). This means that the increase in inequality i s  dnven most ly by 
the increasing returns to assets and to  some degree by faster accumulation o f  productive assets by 
the upper castes, not the discrimination. 

2.21 “Discrimination” i s  less severe in 
urban than in rural areas and has declined 
faster, (table 2.7). Rural  people are more subject 
to traditional behavioral norms; urban economic 
relations are more l ike ly  to  reward effort and 
entrepreneurship. Growing urbanization in Nepal 
i s  thus l ike ly  to open up opportunities for  lower 
caste groups. Members o f  lower castes appear to 
be taking advantage o f  better opportunities in 
urban areas by migrating f rom rural  areas at 
above average rates. The percentage o f  Dal i t  and 
Hill Janajatis in urban areas nearly quadrupled 
(albeit fkom very l o w  levels in 1995-96), 
increasing much more rapidly than the national 
rate (table 2.8). 

Table 2.8: Rate o f  urbanization by ethnic group and 
caste, 1995-96 and 2003-04 

Percentage of population living 
in urban areas Group 

1995-96 2003-04 change 
BrahmadChhetn 7.5 15.5 2.1 
Terai middle caste 3.1 6.6 2.1 
Dalits 2.5 9.5 3.8 
Newar 29.0 53.1 1.8 

Terai Jan aj ati s 0.4 1.5 3.6 
Muslim 18.3 7.3 0.4 
Other minorities 5.3 15.6 3.0 
All 7 15 2.1 

Hill Janajatis 3.0 10.5 3.5 

Sotrrce: NLSS-11. 

2.22 Accumulating assets and human capital i s  the key to improving the welfare of  
disadvantaged castes. In this regard, lower outcomes o f  these groups in terms o f  youth literacy 
and chi ld malnutrition are particularly womsome (see chapters 7 and 8.) 

2.23 Ethnicity-caste patterns of  improvements in access to schools, hospitals, paved 
roads, and markets are mixed, but there are indications that disadvantaged groups have 
benefited. Median (typical) BrahmanKhhetri, Dalit, and Hill Janajati households are farther f rom 
a primary school than other groups. Mean  time i s  the highest for  Hill Janajatis, indicating that 
some households are very far away. Improvements in median time were greatest among Hill and 

27 



Terai Janjatis and other minorities. Terai Janajatis also had the biggest improvements in mean 
time, followed by BrahmansiChhetris (table 2.9). 

Table 2.9: Access to schools, health centers, paved roads, and markets by r u r a l  people, by ethnic 
group and caste, 2003-04 

Schools 
BrahmaniChhetri 
Terai middle caste 
Dalits 
Newar 
Hill Janajatis 
Terai Janajatis 
Mus l im  
Other minorities 
H e a l t h  centers 
BrahmaniChhetri 
Terai middle caste 
Dalits 
Newar 
Hill Janajatis 
Terai Janajatis 
Mus l im  

Time to reach in 
2003-04 (hours) 

Improvement 
since 1995-96 (percent) 

Median 
0.25 
0.17 
0.25 
0.17 
0.25 
0.17 
0.17 

Mean 

0.35 
0.20 
0.30 
0.25 
0.43 
0.22 
0.21 

Median Mean 
0 28 
0 23 
0 18 
0 -6 

24 24 
32 32 
0 12 

0.17 0.25 32 23 

0.5 0.78 
0.33 0.47 
0.75 1.10 
0.50 0.72 
1.00 1.36 
0.50 0.54 
0.25 0.45 

Other minorities 0.33 0.50 
Paved  roads 
BrahmaniChhetri 2.00 5.28 
Terai middle caste 1 .oo 1.16 
Dalits 3.00 7.62 
Newar 1.75 3.69 
Hill Janajatis 3.5 7.53 
Terai Janajatis 1.00 1.49 
Muslim 0.75 1.16 
Other minorities 1 .oo 3.13 
Marke ts  
BrahmaniChhetri 1.5 2.53 
Terai middle caste 1 .o 1.22 
Dalits 2.0 3.51 
Newar 1.5 1.76 
Hill Janajatis 3.0 4.71 
Terai Janajatis 1 .o 0.97 
Muslim 1 .o 1.2 

33 36 
39 43 
25 44 
0 33 
15 20 
0 24 

50 38 
34 44 

20 -4 
50 40 
14 -8 
21 28 
18 -8 
0 -8 

25 41 
33 -27 

25 26 
0 20 
0 22 
14 38 
0 -14 
0 22 
0 6 

Other minorities 1 .o 1.7 20 3 
Note: Table excludes the Far West. 
Source; NLSS-I and I1 

2.24 While Hill Janajatis and Dalits are farther f rom health centers than are other 
groups, they have experienced significant improvement in access. Muslims had the largest 
improvement in median time (travel t ime declined f rom slightly under ha l f  hour to about quarter 
of an hour). Dalits and other minorities had the greatest improvements in mean time, a reduction 
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of more than 40 percent. Dalits and Hill Janjatis remain at a disadvantage in access to  paved 
roads-the least accessible o f  a l l  facilities-despite larger improvements in access than the 
BrahmansKhhetris. Terai middle caste groups and Muslims also gained improved access. 
BrahmadChhetr i  and Newars had the largest improvements in access to markets (see more in 
chapter 6). 

2.25 Social exclusion o f  low caste groups i s  intervened with the economic and 
opportunity-shaping outcomes and access to services. The fabric o f  social interactions at the 
local and national level i s  influenced by the social norms which accepted unequal treatment o f  
lower castes. F o r  decades l o w  castes have lacked adequate representation in sociopolitical 
networks and decisionmaking institutions. Constitution and legal code in Nepal  protect peoples’ 
right to “traditional practices that have been operating throughout history”. Unfortunately, this i s  
often interpreted by a conservative judiciary as sanctioning discrimination against D a l i t ~ . ~ ~  

2.26 The  Measuring Empowerment and Social Inclusion (MESI) study provides insights 
into social interactions by low-caste Nepali (box 2.5)24. According to the study, Dal i ts see their 
caste identity as holding them back from both social respect and economic opportunity. In 
contrast, Janajati groups tend to be proud o f  their ethnic identity, even though many feel that it 
has l imited their economic opportunity and polit ical influence. Dalits are also more l ike ly  to 
report being restricted in their use of public space, public intimidated, and affected by tacit 
restrictions o n  water tap use. B o t h  Dalits and Janjatis perceive that they have less access to local 
institutions and are less effective in dealing with them than other groups. The secular trend 
though i s  clearly towards greater integration o f  Dal i t  and Janjati populations. There i s  a number 
of indications o f  this. Whi le  many older Dalits seemed to be resigned to their fate, there i s  a 
common language o f  change in their aspirations for their children, a hope that they wil l be 
provided opportunities the older generation had been deprived of. They see education a pathway 
t o  this. There are also changing attitudes towards low-caste people in the communities, especially 
among the younger generation (box 2.5), (see GSEA, chapter 5 for  further elaborations). 

23GSEA reports that this provision used to justify the ban of Dalit entry into certain temples or their use o f  public water 
taps frequented by the privileged castes. 
24 T h i s  section i s  drawn from Bennett and Gajurel (2004), also Chapter 5 of the GSEA. 
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2.27 Greater representation of low-caste groups i s  needed at all levels o f  government. 
BrahmansKhhetris and Newars, who represent about 33 percent o f  Nepal’s population, won  125 
o f  205 seats (61 percent) in the 1999 national elections (the most recent parliamentary elections 
held in Nepal); they held three-quarters o f  a l l  cabinet positions. Dalits and Muslims have almost 
n o  representation. The c iv i l  service i s  even more heavily dominated by BrahmansKhhetris and 
Newars, who he ld  more than 90 percent o f  a l l  positions in 2001/02. 

2.4.2 GENDER-BASED EXCLUSION 
2.28 Girls and women in Nepal have fewer job opportunities, worse nutritional 
indicators, and less schooling than boys and men (chapters 3,7, and 8). Twice as many women 
are illiterate and ha l f  as many have completed eight or more years o f  schooling (table 2.10). 

Table 2.10: Educational attainment of men and women in Nepal, 2003-04 (percent) 
Literate o r  completed 
1-7 years of schooling 

Completed 8 o r  more 
years of schooling 

Gender Il l i terate 

Men 33 36 31 
Women 65 20 15 
Total 50 27 23 
Source: NLSS-11. 

2.29 Women, particularly women with little education, have very limited say in matters 
concerning their health, freedom of movement, o r  household finances (table 2.1 1). According 
to  the 2002 Demographic and Health Survey, which pol led some 10,000 women, less than 30 
percent o f  adult women have a final say-e i ther  alone or jo in t ly  with their husband or other 
family member-in matters concerning their own health, only 40 percent have a say in decisions 
about visiting fami ly or friends, and less than 45 percent have a say in financial matters. The 
abil ity o f  a Nepal i  woman to make choices rises with her education level and her standing in the 
labor market. These patterns indicate that whatever the reasons were for the specialization o f  the 
roles o f  women and men in Nepali society, they have resulted in a system o f  institutions that does 
not  provide women with equality o f  opportunities. 

Table 2.11: Percentage of women having f inal say 
alone or jointly, in selected household decisions 

Own Visits to What All of the None ofthe 
health Making large Making daily family or food to specified specified 

Item care purchases purchases relatives cook decisions decisions 
All women 29.3 33.8 44.7 40.4 81.1 19.8 15.2 
Educational status 
N o  education 29.0 33.4 44.3 40.9 83.3 19.8 13.3 
Primary 28.8 32.5 43.3 38.8 75.1 19.7 20.7 

SLC and above 39.6 46.4 54.9 46.0 81.0 23.7 12.5 
Employment status 
Not employed 23.1 29.6 38.6 31.9 77.1 15.2 20.3 

Employed not for cash 28.2 31.5 42.4 39.9 80.8 18.8 15.5 

Some secondary 28.1 33.8 45.3 37.0 73.6 17.9 22.0 

Employed for cash 45.5 54.2 67.7 56.4 88.8 32.7 3 5.7 

Source: Demographic and Health Survey (2001). 

2.30 Lack of women’s education and decisionmaking power perpetuates inferior 
outcomes in child nutrition, child survival and school participation. Maternal education and 
chi ld well-being are strongly correlated in Nepal, even after controll ing for  income and other 
measures o f  socioeconomic status. The prevalence o f  malnutrit ion falls with mother’s education 
and with the mother’s abil ity to make decisions within the household (chapter 8). These 
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relationships are observed because households in which women have more influence over 
decisionmaking are more likely to provide more and better quality food and other inputs to health, 
and they are more  l ikely to  adopt hygienic technologies. Women’s decisionmaking power also 
has a positive effect on the level  o f  education o f  her children and whether or no t  the children 
enroll in school (Xiaomin and Bohara 2004).*’ 

2.31 Women’s ownership of land and other assets i s  limited in Nepal. Women’s access to 
land has always been indirect and dependent o n  their relationships as the daughter, wife, or 
mother o f  a land-owning man (Acharya and Bennett 1981; Gurung 1998). The 2000 women’s 
property rights bill gives equal inheritance rights to daughters and sons, but s t i l l  does not grant 
daughters full inheritance rights, as women have to surrender their land rights once they get 
married. The bill also eases some restrictions on women’s access to  property in their marital 
household. Strong social norms continue to give preferential treatment to sons. Women’s 
ownership o f  other property i s  also limited. According to the 2001 census, only 17 percent o f  
households reported that at least one female member owned land, housing, or livestock and less 
than 1 percent o f  households reported female ownership o f  a l l  three types o f  assets (GSEA). 
Al though 84 percent of a l l  households in Nepal o w n  land, just 11 percent o f  women do so. 
Although more than 90 percent of Nepali households o w n  their home, just 6 percent women do 
so. Eighty percent of Nepali households o w n  livestock, but just 7 percent o f  women do so. 

2.32 Women have less economic power than men. Differences in opportunity-shaping 
outcomes between boys and girls are driven by the traditional patterns o f  division o f  labor, which 
cause households to make larger investments in boys’ education and nutrition. B o t h  because their 
levels of education are lower and because o f  sociocultural norms, women are less l ike ly  to ho ld  
jobs in good-paying sectors; when they do find jobs in these sectors, they earn less than men. In 
rural areas, ninety percent of women who work outside the home are either self-employed or 
casual laborers in agriculture. In contrast, 75 percent o f  men are self-employed or work  as casual 
laborers in agriculture (chapter 3). B o t h  agricultural wages and unskilled nonagricultural wages 
for women are lower than for men, and women’s unskil led nonagricultural wages declined in real 
terms over the decade. Many  women do additional work  such as fetching water and collecting 
firewood. These tasks are very important for household welfare, but they are poor ly rewarded in 
economic terms. Overall, women, especially poorer women, work  longer hours than men (table 

Table 2.12: Number o f  weekly hours worked by men and women in Nepal 
by expenditure quintile, 2003-04 

2.12). 

Work outside home Work at home Totnl Percentnge 
difference 

in total hours Quintile Men Women Men Women Men Women 

Poorest 41 34 0 16 42 50 20 
Second 42 33 1 17 43 51 18 
Third 44 32 1 18 45 49 10 
Fourth 43 3 1  1 18 44 49 12 
Richest 3 8  23 2 21 39 43 9 
Average 42 30 1 18 42 48 14 

Source: NLSS-11. 

T h e  relationship between women’s empowerment and enhanced child development i s  well established in the 
economic literature. A number of studies documented that women’s empowerment (measured through subjective 
perceptions, mothers’ share o f  property, mother’s earned income, transfers, and so forth) has positive effects on various 
aspects o f  child welfare, such as allocation on child health and education, fertility, HIV prevention, and maternal and 
newborn health. The main pathway of this influence i s  through enhanced participation o f  women in decisions on 
allocating pooled household resources. See Portela and others (2003); Eswaran (2002); Kar, Pascual, and Chickering 
(1 999); and Koolwal and Ray (2002). 
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2.33 What factors increases women's ability to exercise economic power? Gender 
disparities tend to shrink as social and economic institutions evolve. When institutions provide 
women with equality of opportunities (including equal rewards for equal work  and equal access 
to  human capital and other productive resources) and equality o f  voice (the abil ity to influence 
and contribute to the development process), 
women undertake a wide variety o f  activities. 
Their standing changes within the household, 
within the community, and within society at 
large. In the medium run, education enables 
women to exercise greater choice and voice and - 
to access better paying jobs. Working outside 
the home and having more income increase 
women's decisionmalung power. The presence 
o f  profitable opportunities outside the home i s  
critical (box 2.6). In the short run, improvements 
in access to  water, sanitation, and electricity also 
have disproportionately large effects o n  women, 
since women tend to fetch water and collect 
firewood. 

2.34 Increase in male migration i s  changing 
the roles of  women in Nepali  society. The 
incidence o f  poverty in female-headed 
households i s  lower than average, largely 
because these households receive remittances 
(chapter 1 and appendix table A2.1; chapter 4). 
In addition, wives o f  migrant workers assume 
more responsibilities than other women. Male 
migrants are gone for months and sometimes 
years at a time, leaving women to assume a l l  
day-to-day productive responsibilities at home. 
These women often fill in for their husbands by 
working on the husband's land or  at his 
enterprise, and they invest the remittances they 
receive (Brown and Connell 1993). 

2.35 With the exception of  women with 
higher education, women who receive 
remittances shift to w o r k  at home (including 
agricultural self-employment). Also, if these 
women work outside the home, they work  fewer 
hours (figure 2.4). What drives these patterns? 
Several factors could be at play. It i s  possible 
that remittances provide income that allows 
women to buy complementary inputs t o  increase 
their productivity in self-employed agriculture. 
Alternatively, women heads o f  farm households 
have to oversee workers when their husbands are 
not available for such tasks as plowing, which i s  
taboo for women in certain areas. 

sector. Garment industry jobs  have attracted 
thousands o f  migrant workers f rom rural areas, often 
f rom poor households (Hewett and Amin 2000). For 
these women, factory work has meant not only better 
pay, more status, and more responsibility relative to 
other work available in their home towns, it has also 
given them a sense o f  pride and empowerment at 
being able to provide for their families 
Source: Kabeer (2001) 

Figure 2.4: Rate o f  female participation in market work 
and hours of work by status of  remittance receipts 
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Remittances could also create an “income effect,” allowing women to forgo working in 
agricultural wage jobs. Alternatively, with their husbands absent, women may  find it easier to 
justify to  their neighbors and relatives that they work at home. 

2.36 The implications o f  these patterns o n  gender equality are ambiguous. Women could 
acquire managerial s h l l s  whi le their husbands are away, possibly increasing their decisionmaking 
power in the household. But it i s  also possible that having specialized within the fami ly enterprise 
and failed to  acquire skills that enable them to work outside the home wil l hurt them in the 
medium run. 

2.37 Qualitative interviews also reveal that the migration of  husbands can have a mixed 
effect on gender relations. Remittances raise household income and can empower women within 
the household (box 2.7). But the effect o f  migration on women’s empowerment i s  not necessarily 
positive. If a man  leaves his wi fe  in an extended household, he i s  l ike ly  to send remittances to his 
parents (just 7 percent o f  women in extended families receive remittances f r o m  their migrant- 
worker husbands). In this case, the man’s parents dominate household affairs, possibly leaving 
the wife in a precarious situation. Daughters-in-law in Nepal must be subservient and perform 
arduous tasks. The absence o f  a 
husband may represent the loss o f  
an ally, someone to speak o n  the 
wife’s behalf should her in-laws 
mistreat her or become too 
demanding. More studies are 
needed to understand the effect of 
male migration on gender 
relations in Nepal. But one thing 
is clear: the availability of 
financial instruments that enable 
husbands to remit money to their 
wives would strengthen the 
relative position of women in 
extended households. 

Box 2.7: The migration of their husbands can empower wives 
A 28-year-old woman from Shyauli Bazaar in the Gorkha district 
looks after her household and farm. Her  husband, who works in 
Dubai, sends his earnings to her. Though she lives in an extended 
family with her two children and her husband’s grandmother, father- 
in-law, and mother-in-law, she i s  the acting head o f  the household. 
The older women in the household are not well, so she has taken 
charge of all household and f m  responsib es. Her father-in-law 
helps with the household chores, but he leaves most decisionmaking to 
her. Though her family and productive demands are great, she has 
become involved in community groups and i s  the treasurer of a 
savings and credit program. 

Source: Bennett and Gajurel, 2004 as reported in the GSEA 

2.38 Norms, beliefs, and behaviors in the home reinforce social exclusion of  women and 
need to change. GSEA’s qualitative interviews reveal that the most silent issue for Nepal i  
women with respect t o  their empowerment are family relations, education, and income, which 
they see as closely related issues. Di f f icu l t  relations with their in-laws, particularly their mothers- 
in- law are cited as an impediment to exercising their agency more fully. Gender-related violence 
and domestic abuse are the most egregious signs o f  gender inequality in the domestic sphere.26 
Outside the home, in the community, women perceive that they have m u c h  less abil ity to express 
their views or obtain assistance f rom local government than men. 

2.39 Interviews with women reveal that education, wealth, and membership in a 
livelihood o r  service delivery group improve their position with respect to men and other 
household members (see GSEA, page 8). This finding confirms patterns observed in the 
Demographic and Health Survey data. In changing gender norms within her family, a woman can 
find critical support from women’s self-help groups. In some conservative communities, 
participating in local mothers’ groups or women’s savings and credit groups may be the f i rs t  
opportunity women have to  move beyond the family and kinship network and enter in to  the 

26Tne 2001 Demographic and Health Survey reports that almost a third o f  all women consider i t  i s  normal for a 
husband to beat his wife for burning food, arguing with him, going out without him, neglecting children, or refusing 
sex. 
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public sphere. In Nepal and across South Asia, local groups l i ke  these have been a core element 
in the empowerment process, for both women and other marginalized groups (see forthcoming 
Narayan and Glinskaya 2006 eds. for a discussion o f  self-help groups in Andra Pradesh). Women 
view gender-focused empowerment and inclusion efforts in terms o f  participation and use o f  
development services, increased awareness and exercising o f  rights, and formation o f  group 
membership and economic networks (forest user groups and microcredit). 

2.40 Strengthening women’s rights in marriage and divorce, changing the law to give 
equal inheritance rights to women and raising women’s education would increase inclusion 
and empower women in family and local spheres. Public pol icy actions can play a role in al l  
three areas. 

2.4 1 Empowering women politically i s  also critical. Women’s representation in the 
legislature, executive branch, judiciary, and c i v i l  service i s  minimal. Women represent just 6 
percent in the Parliament, 5 percent o f  the cabinet, and 7 percent o f  the c i v i l  service, most ly at 
l o w  levels. Just 4 o f  242 judges (1.6 percent) are women. There i s  substantial gender bias in 
recruitment and hiring in the public sector. 

2.4.3 REGION-BASED EXCLUSION 
2.42 Remoteness prevents people in the rural Mid-west and Far-west from actively 
participating in Nepal’s economy. The deficiencies in both economic and access to services 
outcomes in Mid-and Far-west have been documented throughout the report. This region i s  very 
remote, and the terrain i s  mountainous and diff icult. The region has very l i t t le  cultivable land, l o w  
population density, and few markets. Some villages in the region are so remote that i t takes 13 
days to travel t o  the nearest road. Most  people in the region are self-employed in subsistence 
agriculture. Economies o f  scale and scope are diff icult to realize. 

2.43 The incidence of poverty appears to have declined dramatically in these regions, 
f rom 63 percent of the population in 1995-96 to 46 percent in 2003-04 (table 2.12). This i s  a 
remarkably high decline, but as mentioned earlier, because o f  the fact that N L S S  2003-04 could 
not enumerate several PSUs in the Far-west due to  insurgency and missing PSUs may be among 
the most disadvantaged, this might be an overestimation o f  the actual improvements in living 
standards in the region. One way o f  checking the validity o f  the decline i s  to impute a range o f  
values for the poverty headcount in the missing PSUs and recalculate the resulting poverty rate in 
the region (table 2.13). Under the assumption that the poverty rate in the missing PSUs i s  100 
percent, the resulting poverty rate in rural Mid-and Far-west would be 51 percent in 2003-04. 
This check confirms that poverty did indeed decline significantly in the region, although it s t i l l  
remains much higher than elsewhere in Nepal. 

Table 2.13: Sensitivity of headcount poverty rate with respect to poverty rates in missing PSUs 
Poverty headcount Rural Rural Mid- Rural 

(percent) Far Far  West and Fa r  West Nepal 

1995-96 63.9 67.2 62.5 43.3 
2003-04 41.0 43.4 45.7 34.6 

Based on NLSS (excludes some PSUs in NLS-11) 

2003-04: based on imputing headcount in missing PSUs at various rates 
0 34.8 36.3 41.2 33.7 

50 percent 42.3 44.5 46.2 35 
64 percent 44.4 46.7 47.6 35.4 

1 OO percent 49.8 52.6 51.1 36.4 

Source: Word Bank staff calculations based on N L S S - I  and 11. 
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2.44 A second check o f  the poverty rate in these regions i s  being conducted as part o f  the 
Poverty Mapp ing  Exercise currently being prepared by the Central Bureau o f  Statistics, GoN, 
W o r l d  W o o d  Program, the Department for International Development, and the World Bank. That 
exercise uses small area estimation method t o  gauge the relationship between the probabil ity o f  
being poor and various background characteristics. The relationship i s  estimated based on data 
from the NLSS-I1 and then applied to the 2001 census data, which includes information o n  the 
same background characteristics at a much more disaggregated level. Estimates f rom the Poverty 
Mapping Exercise also put the bound on the incidence o f  poverty in the region at 50 percent. 

2.45 While performance of  agriculture has been quite weak in the Mid-and Far-west, a 
surge in migrant labor and associated remittances helped. The productivity o f  land and labor 
among small farmers in the Western H i l l s  i s  significantly lower than that o f  small farmers in the 
East or  the Terai. Small farmers in the Western H i l l s  are less l ikely to use irrigation or  fertilizers, 
and they are less commercially oriented (see chapter 5). Perhaps because the local ly available 
w o r k  opportunities are more scarce in Mid-and Far-west, and, consequently, the cost o f  migrat ion 
for j o b  seekers f rom this region i s  lower, the migration i s  higher than in the rest o f  the country 
(see chapter 4). In fact, almost ha l f  o f  a l l  adult men are temporary migrants. The major i ty of these 
j o b  seekers go to  India, where wages are low. As a result, the average annual remittances they 
send back are less than hal f  the national average. I t  i s  important to find out what prevents people 
from the Mid-west and Far-west f rom seeking more lucrative employment in countries other than 
India. 

Table 2.14: Access to facilities in rural areas by region in 2003-04 and improvements since 1995-96 

Region 

Travel time to nearest school 
Eastern 
Central 
Western 
Mid-western 
Travel time to nearest health center 
Eastern 
Central 
Western 
Mid-western 
Travel time to nearest paved road 
Eastern 
Central 
Western 
Mid-western 
Travel time to nearest market center 
Eastern 
Central 
Western 

Travel time 

Median Mean 
hours hours 

0.17 0.31 
0.17 0.34 
0.17 0.25 
0.25 0.37 

0.50 0.78 
0.50 0.76 
0.50 0.94 
0.75 0.97 

1.50 5.17 
1.50 1.73 
1.50 4.86 
6.00 11.52 

1.50 2.58 
1.50 1.64 
1.04 3.22 
2.00 4.44 

Improvement 
since 1995196 

Median Mean 
(percent) (percent) 

32 14 
32 6 
32 50 
24 22 

33 37 
0 34 

50 22 
25 29 

50 17 
25 47 
36 -27 

-100 -86 

0 -8 
0 32 

48 -18 
0 19 Mid-western ~ .. 

Note: The Far-west region is  excluded because 13 NSSL-I1 PSUs in thls region could no t  be sampled because o f  the 
I - 

Maoist insurgency. Because these were the least accessible PSUs, their omission might bias the data on  accessibility 
to services in the Far west. 
Source: Wor ld  Bank staf f  calculations based on NLSS-I and 11. 
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2.46 People in the Mid-west have less access to paved roads, health facilities, and market 
centers than people living elsewhere in Nepal. The average travel time to the nearest paved 
road i s  about 1 1.5 hours-almost seven times the distance in the Central region (1.7 hours). Lack 
o f  road networks results in prohibitive unit freight costs and discourages the transport o f  goods 
and services within and outside the region. Improvements in accessibility tend to be more modest 
than in other regions o f  the country (table 2.14). Somewhat surprisingly, median travel time to a 
primary school (25 minutes) i s  not  significantly greater than in the Eastern, Central, and Western 
regions (1 7 minutes), and school participation rates are similar to those in the rest o f  the country. 

2.47 Improvement in access to paved roads has been concentrated in the Central and Eastern 
development regions; access significantly decreased in the Midwest between 1995-96 and 2003- 
04. Access to markets by some very remote villages rose, however, and gains in access to schools 
and hospitals were distributed relatively evenly across regions. 

2.48 Social exclusion o f  the Mid-and Far-west - conflict trap. The Maoist  insurgency 
started in the Mid-west hills in 1996 and spread through other parts o f  the region. The conflict 
started as an ideological class conflict (demand to replace the constitutional monarchy with a 
republic) and as a protest against the exclusion o f  certain castes and ethnic groups. The intensity 
o f  the conflict remained l o w  until 2002, when the scale and nature o f  the attacks increased. Some 
12,585 lives-3.7 people a day between February 1996 and July 2005-have been lost and 
inestimable physical damage infl icted on private and public infrastructure. In addition, the 
conflict has compromised service delivery in remote areas, terrorized the countryside, increased 
the number o f  internally displaced people, and caused enormous suffering. Local  activists, social 
workers, and people f rom a wide variety o f  professions have become victims o f  the Maoist  
conflict, and the insurgency has shaken the confidence o f  people throughout Nepal. 

2.49 Estimates f rom the “Nepal Development Policy Review: Restarting Growth and Poverty 
Reduction” Wor ld  Bank (2005) show that GDP growth rates have fallen by 2 percentage points 
since the intensification o f  the conflict in 2002. These costs are due to fall ing investment, 
disruptions in economic activity and associated rising costs. 

2.50 Lack o f  economic opportunity ignited the spread of  the insurgency. A recent study 
(Do and Iyer, 2005) identifies the correlates o f  the c i v i l  conflict in It  shows that i t s  
spread i s  positively correlated with the init ial poverty level (table 2.15). Replacing measures o f  
poverty with measures o f  literacy, or infant mortality, or number o f  banks, schools, health posts, 
post offices (normalized by the area o f  the district) shows that they are a l l  highly significant 
predictors o f  the conflict. Concentration o f  advantaged castes also correlated with the increased 
intensity o f  conflict. Measures such as, caste fractionalization, and linguistic fractionalization do 
not significantly increase the intensity o f  conflict, after controlling for  poverty. (After controlling 
for  poverty the prevalence o f  higher castes also loses i ts significance.) In quantitative terms, these 

27Do and Iyer (2005) adopt the theoretical framework for the spread o f  the conflict suggested b y  Collier and Hoeffler 
(1998). In their empirical specification they adopt several measures o f  conflict intensity, such as (i) number o f  deaths 
per 1,000 district population, (ii) an indicator for more than 100 persons killed, and (iii) number o f  abductions per 
1,000 district population. Thei r  explanatory variables include a set o f  geographic variables (maximum elevation, 
proportion o f  forested area, etc.), measures o f  economic development (lagged poverty rate; infant mortality rate, 
literacy rate, etc.), measure o f  infrastructure development (road length per sq  km; number o f  post offices per 1000 
population, etc.), and variables measuring caste and language diversity (caste fractionalization, caste polarization, 
proportion speaking Nepali, etc.). 
Other studies suggest other sources o f  the conflict. Bray and others (2003) suggest that the Maoist conflict has found 
support from the oppressed lower castes because “inequality, landlessness, and a general lack o f  opportunity reinforced 
by complex systems o f  caste and related discriminatory patterns have provided sufficient motivation and support for the 
Maoist cause”. Murshed and Scott (2005) find a significant correlation between landlessness and the number o f  
fatalities in the conflict. Gersony (2003) finds that caste and ethnic divisions are not a major contributor to the conflict. 
Similarly with Do and Iyer (2005) Thapa (2004) attributes the conflict largely to poverty and underdevelopment. 
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results indicate that a 10 percentage point increase in the district poverty rate i s  associated with an 
increase o f  22-24 conflict-related deaths. An 11 percentage point (one standard deviation) 
increase in literacy rates i s  associated with a decrease o f  65 conflict-related deaths, whi le  an 
increase in the proportion o f  advantaged castes by 10 percentage points i s  associated with an 
increase o f  18 conflict-related deaths. 

2.51 The most plausible explanation for these patterns i s  that poverty and lack of  
infrastructure engender a sense o f  grievance against the government. The fact that the 
dominance o f  higher castes i s  a significant correlate o f  the civil conflict in Nepal suggests that 
their presence limits access to  public goods or economic opportunities by members of 
disadvantaged castes. These findings suggest that not only absolute poverty may be important in 
fueling the insurgency, but also inequality or perceptions o f  inequality by already marginalized 
households that other households within the same district are benefiting more f rom economic 
growth than they are.28 These results confirm the importance o f  building up public assets by 
improving human development and physical infrastructure and by helping disenfranchised groups 
build their private assets, so that incomes increase not only in absolute but also in relative terms. 

Table 2.15: Correlates of conflict-related deaths in Nepal, 1996-2004 
Dependent variable = district-specific number o f  conflict-related deaths between February 1996 and M a y  2004 

divided by district population (in thousands) in 199 1 

Elevation 0.063'" 
Proportion o f  forested area 0.886"' 
Poverty rate 1995-96 0.896"' 

Literacy rate 1991 
Infant mortality rate 
Road length per sq km 
Schools per 1000 population (1994) 

Health posts per 1000 population (1994) 

Post offices per 1000 population (1992) 
Banks per 1000 population (1994) 
Change in road length (1990-1997) 

Change in number o f  post offices (1992-1999) 
Proportion o f  advantaged castes 
Caste fractionalization 
Linguistic fractionalization -0.188 

Observations 70 

0.058'" 
0.803'" 

-0.024"' 

0.738" 

70 

0.038 0.049" 0.072" 0.058" 
0.704' 0.664' 1.017"' 1.095"' 

0.008*** 

-0.879"' 

0.067" 0.075"' 
1.025*** 0.837" 

-0.030 

0.170 
-0.023 

-5.453" 

0.865* 0.226 0.561 0,601 

73 73 73 73 

0.567 0.515 

73 73 

0.036 0.028 
0.767** 0.621' 

-1.488" 

-0.009''' 
0.886" 0.881" 

73 73 
R-squared 0.40 0.45 0.31 0.38 0.27 0.27 0.27 0.30 0.33 0.36 

Al l  regressions exclude the districts o f  Rolpa and Rukum. * significant at 10%; ** significant at 5%; *** significant at 1% 
Source: Do and Iyer (2005) 

**In a recent paper, Macours (2005) investigates whether increasing differences in welfare among different socio- 
economic groups, 1.e. relative deprivation instead o f  absolute deprivation, can help explain the seemingly puzzling 
coinciding trends of poverty reduction and conflict perseverance. T h e  paper defines socio-economic groups in terms of 
their land ownership, to  reflect the importance that is attributed to land in defining status in Nepali society. T h e  paper 
analyzes the incidence o f  mass abductions, often o f  teachers and students in schools, which are an important 
recruitment mechanism o f  Maoists. One would expect that the Maoist in fact target these actions towards schools and 
localities where the potential o f  successful recruitment would be higher, i.e. towards the more disenfranchised 
population. Such groups are more l ikely to support, or at least less l ikely to resist, the Maoist movement. The empirical 
results show that the expansion o f  Maoist recruitment activities beyond their init ial heartlands, occurred in districts 
where the relative deprivation o f  the (near) landless, had increased significantly in the preceding period. T h i s  paper 
shows that changes in local inequality over time plays an important role in explaining the geographic expansion and 
escalation o f  the conflict. The results are consistent wi th the hypothesis that perceptions o f  unfairness (discontent b y  
already marginalized households who notice that other households are benefiting more f rom economic growth), fuels 
salient support for the Maoist insurgency. 
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2.4.4 INCOME-BASED EXCLUSION 
2.52 Income poverty i s  both a cause and effect of  exclusion. Socioeconomic indicators vary 
greatly across people with different income levels. More  income i s  generally associated with 
more assets, better health and more education (chapters 3, 7 and 8). I t  i s  not  surprising then that 
income growth would also be higher for those who have these physical and human assets. The 
poor tend to  derive their income f rom small land plots and f i o m  agricultural wages, whi le the 
wealthy have more diversified income sources. N o t  surprisingly, employment sector too i s  l imi ted 
for individuals f rom poor households: while self-employment in agnculture i s  the main sector for 
poor and non-poor, proportionally more poor are engaged in low-earning wage-agriculture. 

2.53 The need to rely on child labor perpetuates poverty among the poor. Whi le  chi ld labor i s  
often necessary for the household, the missed educational opportunities reduce poor child’s 
chances for enhancement o f  human capital and perpetuates the vicious cycle o f  poverty. Children 
10-14 f rom poor households are more likely than nonpoor children to  work and less likely to 
enroll in (table 2.16). Encouragingly, between 1995-96 and 2003-04, the percentage o f  children 
who work  only (that is, do not also attend school at all) declined across the board. At the same 
time, the proportion o f  children who are in school only (that is, do not  also work) declined for al l  
groups except the poor girls. Increased school attendance attests to  the increasing value that 
households place o n  education (chapter 7). At the same time, because o f  the substantial increase 
in agricultural wages, households are substituting chi ld  labor for  increasingly expensive hired 
agricultural labor (nearly a l l  working children work  in self-employed agriculture sector, see 
appendix table !12.3).*~ 

Table 2.16: Child labor and school participation in Nepal, 1995-96 and 2003-04 
(children 10-14 years old, percent) 

Females Males 

1995-96 2003-04 c~~~~~~ 1995-96 2003-04 c ~ ~ ~ ~ n ~  

All Nepal 

School and work 17.1 34.2 100 10.1 25.2 150 
School only 60.4 50.9 -16 45.4 46.5 2 

Work Only 15.2 11.1 -27 28.5 20.0 -30 
Idle 7.2 3.8 -47 16.0 8.3 -48 
Total 100 100 100 100 
Nonpoor 
School only 66.7 55.7 -16 58.1 53.6 -8 
School and work 18.3 33.7 84 11.8 27.6 134 
Work Only 10.5 8.4 -20 17.7 12.9 -27 
Idle 4.4 2.2 -50 12.4 5.9 -52 
Total 100 100 100 100 
Poor 
School only 51.1 39.6 -23 28.9 32.7 13 
School and work 15.4 35.3 129 7.9 20.5 159 
Work Only 22.1 17.6 -20 42.5 33.7 -2 1 
Idle 11.3 7.5 -34 20.6 13.0 -37 
Total 100 100 100 100 
For  workers, work hourdweek 27.4 19.6 -28 27.2 21.4 -2 1 

Source: World Bank s ta f f  calculations based on NLSS-I and 11. 

291t appeared that children who combine work and school work fewer hours than their nonschool-participating 
counterparts. Accordingly, the number o f  hours worked per week per child worker between the two rounds o f  survey 
declined from 24 to 17 for boys and from 24 to 19 for girls. 
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2.54 Services often fail the poor leading to perpetuating of  poverty and inequality. The 
relationship between individual educational attainment and health status o n  the one hand and 
economic welfare on the other lies at the core o f  many o f  the arguments made about poverty and 
inequality traps. It i s  central to pol icy concerns about the perpetuation o f  poverty and inequality. 
Depr iv ing the children o f  poor families o f  the health care and schooling they need to  participate 
in the opportunities o f  a growing economy dooms all, but the lucky few, to remaining poor. The 
rest of this report presents ample evidence o f  poor’s lower access to government-provided 
services. In addition, when the government services fail, the poor have less abi l i ty  t o  opt out and 
use private services. Private schools which tend to offer better quality schooling, the participation 
i s  l imi ted to students f rom upper quintiles (Chapter 7). Benefi t  incidence o f  publ ic spending at 
secondary and tertiary levels o f  schooling i s  heavily skewed towards the rich. Access to health 
services i s  n o  different. Only 45 percent o f  the poor population reaches the nearest health post 
within 30 minutes, compared to 69 percent for the non-poor. Relative to  poor, non-poor 
households are more l ikely to use private sector facility. Disparities also exist in access to  
electricity and transport connectivity. Only 12 percent o f  the poor population use electricity as 
their lighting source, relative to 46 percent for non-poor. Likewise, 30 percent o f  the poor are 
within 30 minutes o f  nearest bus-stop; the comparable figure for non-poor i s  62 percent. These 
indicators not only worsen the current welfare o f  the poor, but they also don’t a l low for better 
investment and they perpetuate poverty through generations. 

2.55 Interviews reveal that the poor perceive education as crucial to empowerment. Poor 
people in Nepal value education very highly. B o t h  women and men report that lack o f  education 
causes l o w  self-esteem, which prevents them f rom moving ahead. Women who  have taken 
literacy courses (and who s t i l l  may be able only to s ign  their names) sometimes speak o f  the 
confidence the courses have given them. T o  overcome poverty, the poor said they need “...more 
education, or more money and power”. A Dalit woman in the Dibya Nagar scheme, in Nawal 
Parasi said “TI ever got the chance to lead, I could not, as I am not educated and I have never 
performed such duties before. I think people would never listen to me ... ” (Bennett and Gajurel 
2004 as reported in the GESA). 

2.56 Interviews also reveal that increasingly poor people in Nepal perceive the lack o f  
opportunities to earn cash income as the greatest constraint. Despite the importance o f  land 
ownership for security and status, many villagers feel that agricultural work o n  their own land i s  
inferior to wage work, because it i s  physically demanding and brings min imal  rewards. B o t h  men  
and women cite the lack of wage labor and other kinds o f  empIoyment in their areas as a major 
concern for themselves and their children (box 2.8) and Bennett and Gajurel (2005). 

2.57 Community management of common resources benefits the poor. Fol lowing passing 
of “Forest Act” by the government in 1993 which transferred nationalized forests f rom state 
control to local communities, over 13,000 “Forest User Groups” (FUGs) have been established in 
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Nepal managing 25 percent o f  Nepal’s forest land.30 Community management o f  forests has 
resulted in the creation o f  community funds, which raise revenues f rom forest user fees, penalties 
and by obtaining donor assistance. Forest U s e r  Groups in Nepal are expected to contribute to 
household welfare by increasing local control over forests they empower communities to grow 
and make secure decisions over a capital asset, by increasing forest protection, they increase 
returns to the community and households in the form o f  fodder, leaf  litter, fuelwood, timber and 
other forest products, and by using community funds to create roads, bridges, schools etc, they 
contribute to  economic development. Further, authors such as Pokharel and others (2004) argue 
that community forestry also contributes to growth in social capital (by increasing participation o f  
women and weaker castes in decision-malung) and human capital (through training programs) 

2.58 A recent study (S. Bandyopadhyay, P. Shyamsundar and K. Kanel, 2005) shows that 
FUGs indeed improved consumption and more so the consumption o f  the low-income 
households. In particular, the presence of FUGs increases per capita consumption expenditure, on 
average, by approximately 6 percent. The “asset poor” and the “land poor” gain more f rom FUGs 
relative to the “asset r ich” and “land rich”. In particular, the presence o f  FUGs has n o  impact on 
consumption expenditure o f  the “asset rich”, on the other hand, for the “asset poor” households, 
the presence o f  FUGs increases household welfare by about 7 percent. Households who have 
some land but would be considered “land poor” obtain significant gains f rom FUGs (9 percent). 
At the same time, neither the landless nor the land-rich benefit (appendix table A2.1). 

2.59 Poverty interacts with and reinforces other categories o f  exclusion. Poor girls are 
more l ike ly  to  work  and less l ikely to participate in school. Poor and less educated women are 
less empowered than their wealthier or more educated counterparts and their working hours 
longer. Poor people o f  lower castes lack access to education, health, and other services. 

2.5. SUMMARY AND POLICY OPTIONS 
2.60 People f rom l o w  castes, women, people living in remote areas, and the poor face multiple 
barriers to advancement in Nepal, but these barriers are slowly eroding. The decline in poverty, 
the expansion o f  roads and connectivity (chapter 6), and increases in education (chapter 7) have 
a l l  disproportionately benefited poor people, women, and people in remote areas. But these trends 
will take too long to  bring these groups into the mainstream. Nepal  cannot re ly  o n  the natural 
course o f  events to end exclusion; public actions are needed to redress deep-seated inequalities. 
Policymakers need to  capitalize on peoples’ own initiative, to ensure that a l l  policies are 
inclusive, and to create special programs (especially in education) to bring excluded groups into 
the mainstream. 

2.61 Building human capital i s  the single most important way to bring prosperity to the 
excluded. The poor ta lk about the importance o f  education for  their advancement; they 
demonstrate their respect for education by making their children combine school and work  and by 
increasing their spending o n  public and private schools. Education will bring mult ip le benefits, 
not  only to poor people but to society at large. The education o f  women will improve not only 
their own productivity but also that o f  their children, creating a virtuous circle. Public pol icy can 
play a role in increasing demand for education. Well-targeted and monitored stipends to girls, 
children f rom disadvantaged castes, and the poor would improve opportunities for  these children. 
Similarly, well-targeted nutrit ion interventions can improve the chances in l i f e  for the poor and 
disadvantaged children. 

30 Most o f  the FUGs are located in the mid-hills and middle-mountains 
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2.62 Access to financial services i s  very important for the poor and women. N o t  only does 
i t  a l low them to weather shock, but it also allows them to  make productive investments. Mos t  of  
credit in Nepal  i s  f rom informal sources which charge very high rates. Experience o f  Bangladesh, 
India, and other countries shows how micro-finance institutions can pool  r isks and afford to  loan 
at lower rates. Evidence shows that being able to save and take loans i s  the road to empowerment, 
especially for  women. Recently, husband’s migration and remittances seems to have contributed 
to  the empowerment o f  their wives. Improvements in the environment for micro credit sector and 
development o f  flexible financial instruments for sending remittances will be needed in Nepal. 

2.63 Nepal will have to abandon some of i t s  historical legacies, such as the unequal 
inheritance rights of women and traditional practices that perpetuate differential treatment 
of Dalits. Changing long-held practices i s  not  easy; a delicate balance wil l  need to be struck 
between historical traditions and the need for greater equality. But the experiences of many 
countries, including India, have shown that excluded people can be part o f  the development 
process. These experiences need to be studied and best practices applied in Nepal. 

2.64 
all levels of government. 

Greater representation of Dalits, disadvantaged Janajatis and women i s  needed at 
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CHAPTER 3: EMPLOYMENT, WAGES, AND INCOME SOURCES OF THE POOR 

3.1 INTRODUCTION 
3.1 Real per capita expenditures and income have grown rapidly in Nepal  over the past 
decade, increasing at a rate o f  around 4.5 percent a year between 1995-96 and 2003-04 (see 
chapter 1). To what extent can changes in the pattern o f  employment, average wages, and sources 
of  income o f  different socio-economic groups in the country help understand these trends o f  rise 
in average living standards in Nepal? This question constitutes the center o f  attention o f  this 
chapter, which sheds more light o n  these issues through examining evidence f rom several 
different data sources. It f i rst  compares changes in the overall pattern o f  employment between 
1995-96 and 2003-04, looking especially at changes among the poorest two-fifths o f  the 
population. I t  profi les household income sources o f  different households ranked by per capita 
expenditures and examines changes in the relative importance o f  each income source for each 
group, Because wage labor i s  such an important source o f  income for the poor, the last section 
summarizes evidence o n  trends in wage earnings by socioeconomic groups across different parts 
o f  the country. 

3.2 T w o  central findings emerge f rom the analysis: remittance income has been a key driver 
of improved living conditions in Nepali households over the past decade, and agriculture, despite 
i t s  importance as a key source o f  income for the poor, has made only a modest contribution to  the 
observed improvement in rural living conditions. These findings are examined in more depth in 
chapters 4 and 5. 

3.2 EMPLOYMENT PATTERNS 
3.3 Labor force participation i s  high in Nepal. About 87 percent o f  m e n  and 73 percent o f  
women were working or looking for work in 2003-04, up slightly f rom 85 percent and 71  percent 
in 1995-96 (table 3.1). This translates into 5.6 m i l l i on  men and 5.5 m i l l i on  women in 2003-04, 
compared with 4.8 mi l l ion men and 4.5 m i l l i on  women in 1995-96. Unemployment i s  l o w  by 
international standards, at 4.1 percent for men and 3.8 percent for  women in 2003-04. 
Unemployment rates 
improved in both urban and 
rural  areas for both men and 
women between 1995-96 and 
2003-04. Consistent with 
evidence f rom other l ow-  
income countries where poor 
people cannot afford to be out 
o f  work, the labor force 
participation rate i s  higher 
among the poor in Nepal, and 
the unemployment rate i s  
lower, for both men and 
women, than the national 
average. Fifteen percent of  a l l  
workmg men and 26 percent 
o f  working women in 2003-04 
were underemployed--that is, 

Table 3.1: Employment patterns in Nepal, 1995-96 and 2003-04 (percent) 

working 20 or fewer hours per week. 

Men Women 
1995-96 2003-04 1995-96 2003-04 

Labor force participation rate 
A l l  84.6 86.9 71.4 72.9 
Urban 76.3 78.8 45 9 52.5 
Rural 85.4 88.7 73.4 76.9 
Poorest 40 percent 87.2 89.7 74.2 77.7 
Unemployment rate 
A l l  5.4 4.1 3.8 3.8 
Urban 9.5 7.0 17.4 13.5 
Rural 5.1 3.6 3.2 2.5 
Poorest 40 percent 5.5 3.3 5.0 2.5 
Underemployment rate 
A l l  14.2 15.4 24.3 25.7 
Urban 9.1 9.3 22.5 26.1 
Rural 14.6 16.6 24.3 25.7 
Poorest 40 percent 13.3 16.3 22.6 24.1 
Source: NLSS-I and 11. 

3.4 Self-employed agricultural activities provide employment for the majority of 
Nepalese workers in rural areas and the majority o f  women in urban areas. In ruraI areas 65 
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percent o f  employed men and 85 percent o f  employed women were self-employed in agricultural 
activities in 2003-04 (table 3.2). In urban areas 52 percent o f  employed women were worlung in 
this sector whereas jus t  20 percent o f  employed men were so engaged. Unskil led nonapcul tura l  
wage occupations provided jobs to over 30 percent o f  working men in urban areas in 2003-04. 
For  the poor, the rate o f  participation in agricultural self-employment i s  roughly the same as the 
rate for rural Nepal. 

Table 3.2: Employment sectors in Nepal, 1995-96 and 2003-04 
Men Women 

1995-96 2003-04 1995-96 2003-04 
Urban 
Self-employment agriculture 
Self-employment manufacturing 
Self-employment trade 
Self-employment services 
Wage employment agriculture 
Wage employment skilled nonagriculture 
Wage employed unskilled nonagriculture 
Total 

Rural 
Self-employment agriculture 
Self-employment manufacturing 
Self-employment trade 
Self-employment services 
Wage employment agriculture 
Wage employment skilled nonagriculture 
Wage employed unskilled nonagriculture 
Total 

Poorest 2 quintiles 
Self-employment agriculture 
Self-employment manufacturing 
Self-employment trade 
Self-employment services 
Wage employment agriculture 
Wage employment skilled nonagriculture 
Wage employed unskilled nonagriculture 

13.8 
10.2 
19.1 
5.3 
4.1 
9.2 

38.4 
100 

60.8 
2.5 
5.1 
1.7 
14.7 
2.4 
12.7 
100 

58.4 
3 
4 
1.2 

18.3 
0.5 
14.6 

19.9 42.7 
10.3 4.3 
13.7 19.9 
10.3 1.9 
1 .o 7.5 

12.6 7.3 
32.3 16.4 
100 100 

64.9 82.4 
3.8 1.2 
3.7 2.8 
3.1 0.3 
9.3 11.5 
2.6 0.5 
12.7 1.5 
100 100 

63.5 79.4 
4 1.6 

1.8 1.4 
1.9 0.1 
13 15.7 
0.8 0.1 
15 1.6 

51.8 
7.5 
13.0 
5.5 
2.8 
6.5 
12.8 
100 

85.4 
1.1 
2.5 
0.5 
8.6 
0.7 
1 .o 
100 

83.4 
0.8 
0.8 
0.4 
13 
0 

1.6 
Total 100 100 100 100 

Source: NLSS-I and 11. 

3.5 Wage employment in agriculture and in unskilled nonagricultural occupations are 
the two next largest sectors of employment. Among the poorest 40 percent o f  the population, 
15 percent o f  worlung men are engaged in unskilled nonagricultural wage employment and 13 in 
agricultural wage employment (table 3.2). The largest share o f  poor women working for wages 
are engaged in agriculture (13 percent). There has been a small shift among the poor f rom wage 
employment in agriculture to self-employment activities. The employment share o f  wage 
agriculture decreased from 18 percent to 13 percent for  men and f rom 16 percent to 13 percent for 
women, with the difference largely being made up by the increase in agricultural sel f -  
employment. 

3.6 One of  seven working men from poor households commutes for at least one work 
activity. Many Nepalese seek employment away f rom their usual place o f  r e ~ i d e n c e . ~ ~  In 2003-04 
the main j o b  o f  8 percent o f  adult working men required commuting f rom home (table 3.3). 
Women are considerably less l ike ly  than men to commute for their main j o b  (less than 1 percent 

3 1  Working way from the usual place of residence means working at VDCiMunicipality other than the worker lives in. 
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of them commutes for work). Extending commuting to mean at least one activity away f rom 
home, th is proportion r ises t o  15 percent for men and 2 percent for  women. T h e  proportion o f  
commuters in the male workforce ranges from 10 percent in urban areas other than Kathmandu to 
almost 20 percent in rural Eastern Terai. While there are n o  significant changes f rom 1995-96 to 
2003-04 in the overall proportion o f  commuting men, regional patterns indicate that commuting 
declined in other urban areas and rural Western Hills, and increased in rural Eastern H i l l s  over 
this period. 

Table 3.3: Proportion of working adults whose job i s  away from usual place of residence (percent) 
Male Female 

1995-96 2003-04 1995-96 2003-04 

Main activity 8 8 1 1 

At least one activity 14 15 1 2 
Region 
Kathmandu 12 12 6 5 
Other urban I 1  10 1 3 
Rural Western Hills 16 13 1 1 
Rural Eastern Hills 9 16 1 2 
Rural Western Terai 13 15 1 3 
Rural Eastem Terai 18 19 1 3 

Poverty status 
Nonpoor 13 14 1 2 
Poor 17 17 1 2 

Note: Each worker can be employed in multiple activities. While the median number of activities per worker i s  1, the average number 
o f  activities i s  1.5 and the maximum i s  8. 
Source: N L S S - I  and 11. 

3.7 Commuting offers more opportunities than the local labor market for finding 
unskilled nonagricultural jobs. Whi le  self-employment in agriculture s t i l l  dominates as the 
primary occupation for workers who engage in commuting for work, unskilled nonagncultural 
wage employment i s  the second largest primary occupation o f  commuters (table 3.4), a pattern 
driven by rising wages (see below). Whi le  about ha l f  o f  short-term migration i s  t o  rural  areas, 
urban areas are increasingly attracting commuters (often replacing migration to India) and have 
become the second most common d e ~ t i n a t i o n . ~ ~  The share o f  commutes f rom poor households 
who went to  work in urban Nepal rose from 17 percent in 1995-96 t o  a quarter in 2003-04 
(appendix table A3.1). 

Table 3.4: Distribution of workers by primary economic activity, 2003-04 
Working at Working 

home away 
Self-employment agriculture 72.5 41.0 

Self-employment trade 4.5 4.2 
Self-employment services 2.3 6.6 
Wage employment agriculture 7.6 11.3 

Wage employed unskilled non-agriculture 7.2 27.6 
Total 100 100 
Source: N L S S - I  and 11. 

Self-employment manufacturing 3.3 3.5 

Wage employment skilled non-agriculture 2.5 5.9 

32 T h i s  i s  consistent with finding o f  Fafchamps and Shilpi (2005), who found that wards in and near cities have more 
diversified and more market-oriented activities. 
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3.8 The  past decade has seen a boom in migration among Nepalese workers. The 2001 
Population Census estimated that more than 760,000 Nepalese (10 percent o f  men and 1.2 percent 
o f  women) were abroad at the time, more than 80 percent o f  them seelung employment. 
Department o f  Labor and Employment Promotion statistics show that more than 1 m i l l i on  
Nepalese were working abroad in 2004. What drives migration, the characteristics o f  migrants, 
and the remittances associated with migration are examined in chapter 4. 

3.9 Agricultural activities are the most important, if declining, source o f  income in 
Nepal, accounting for 53 percent o f  income in 2003-04, o n  average. B o t h  i t s  contribution to 
overall income and the real amount o f  income from this source declined between 1995-96 and 
2003-04 (figure 3.1 and table 3.5). The poor remained more dependent on income f rom crop 
agriculture and agricultural wages than other expenditure groups. 

3.3 PROFILE OF INCOME SOURCES 

Figure 3.1: Structure of income by sources, 1995-96 and 2003-04 

NLSS-I (1995-96) NLSS-II (2003-04) 

1 I I I 

1 2  3 4 5 6 7 8 9 10 I 2  3 4 5 6 7 8 9 10 
Expenditure decile Expenditure decile 

I , 

3.10 Average real per capita incomes rose 41 percent between 1995-96 and 2003-04, 
driven in large part by increases in nonagricultural wages, income f rom nonagricultural 
enterprises, and remittances (see table 3.5). Farm incomes declined, as did incomes fi-om 
agricultural wages (because of the decreasing share o f  population worlung in t h i s  sector rather 
than because o f  declining wage rates). Remittances increased dramatically as a source o f  income 
(table 3.5 and figure 3.1), rising from 9 percent o f  rural income in 1995-96 to 11 percent in 2003- 
04. In absolute terms remittance incomes rose f rom less than a quarter o f  farm incomes in 1995- 
96 to nearly ha l f  in 2003-04. 

Table 3.5: Sources of  household income in Nepal,  1995-96 and 2003-04 
(average per capita income in real 1995-96 rupees) 

Urban Rural Nepal 
1995- 2003- Change 1995- Change 

96 04 (percent) 96 2003-04 (percent) 1995-96 2003-04 Change (percent) 
Farm income 1,446 1,433 -1 3,246 3,252 0 3,122 2,983 -4 
Agricultural wage income 151 121 -20 710 621 -13 672 547 -19 
Nonagricultural wage income 3,543 5,234 48 829 1,298 57 1,016 1,880 85 
Nonagricultural enterprises 3,688 4,778 30 649 917 41 859 1,489 73 
Property income 300 493 64 36 44 22 55 111 103 
Remittances income 499 1,944 290 548 1,306 139 544 1,401 157 

2,935 4,687 60 596 690 16 757 1,282 69 Housing income 
Other income 553 910 64 138 355 158 167 437 163 
Total 13,115 19,601 49 6,753 8,484 26 7,191 10,129 41 
Note: Outliers, 0.5 percentile at each tail o f  the distribution, excluded. Source: NLSS-I and 11. 
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3.1 1 Income grew faster in urban than in rura l  areas. In urban areas average real  per capita 
income increased 49 percent between 1995-96 and 2003-04, driven by increases in 
nonagricultural wage incomes (which stood at 32 percent o f  total income in urban areas) and in 
housing and remittance income (table 3.5). Remittance income nearly t i p l e d  in real  terms. In 
rural  areas real  per capita household incomes increased 26 percent o n  average, driven by 
increases in remittances, enterprise income, and nonagncultural wages. At 15 percent o f  total 
income in rural  households, remittances are nearly equal in importance to  the income f rom 
nonagricultural wages, or 40 percent o f  farm income. The farm income o f  rural  households 
remained flat in real terms. 

3.12 Incomes of  the poorest 40 percent of  households increased more slowly than average 
incomes or incomes of the richest 20 percent. In both low-  and high-income households the 
growth in income f rom nonagricultural activities (wages and entrepreneurial incomes) and 
remittances drove the increase in overall income (figure 3.2). The increase in incomes from 
nonagncultural wage and entrepreneurial activities reflects the shift from agricultural to 
nonagncultural activities and increasing rewards in these two sectors. Farm incomes and 
agricultural wage incomes have declined. The relatively lower real income gains among poorer 
households reflect the greater dependence o f  these households on agriculture-related incomes, 
which have actually declined. Farm and agncultural wage income account for  70 percent o f  
household income for the poorest 40 percent o f  households, whereas nonagricultural sources 
make up 70 percent o f  the income o f  the wealthiest 20 percent. 

Figure 3.2: Growth in real per capita income for the bottom and top quintiles of per capita 
expenditure distribution 

N e p a l  1 9 9 5 - 9 6  and 2 0 0 3 - 0 4 :  G r o w t h  in  R e a l  I 
Household Income 

( two b o t t o m  quintiles o f  P C E  d is t r ibut ion)  
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Source: World Bank staff calculations based on NLSS-I and I1 

Nepal 1995-96 and 2003-04: Growth in Real Household Income 
(top quintile o f  PCE distribution) I 

3.4. WAGE EARNINGS 
3.13 Real  wages rose rapidly between 1995-96 and 2003-04. Agricultural wage laborers are 
the poorest group in Nepal, therefore increase in agncultural wages have large bearing o n  the 
incidence of poverty. Average real daily agricultural wages increased 25 percent, nonagricultural 
unskilled wages 20 percent, and skilled wages nearly tripled (table 3.6). Agricultural wages 
remained roughly h a l f  those o f  unskil led nonagncultural wages, but the differential between 
skilled wages and agricultural and unskilled nonagricultural wages widened considerably. 

3.14 Improved transportation and communications facilitated the convergence of 
agricultural and unskilled nonagricultural wages across regions. Roads and transportation 
technology improved dramatically in Nepal (chapter 6) between 1995-96 and 2003-04, as did 
communications. The coefficient o f  variation in agricultural wages across regions decreased f rom 
.13 to .07 and in unslulled nonagncultural wages f rom .13 to .11. Average agricultural wages, 
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landowners about the difficulty o f  finding laborers to 
work in the fields. T o  explore the relationship between 
changes in agricultural wages and the avaiiability o f  
labor in the local markets, we correlated changes in the 
region-level real  agricultural wages and changes in 
labor supply in the local labor market (represented by 
the change in days worked in the local labor market as 
a proxy for total available labor supply). The observed 
positive (and statistically significant) relationship 
between these two characteristics (figure 3.3) suggests 

Figure  3.3: Change in r e a l  agricultural 
wages and labor  supply 

-20% O K  ?O%I 40% b3K 80% 

C h q .  in lo ls l l l r ) .  worked that significant labor market tightening has taken place 
in Nepal in recent years. 

Table 3.6: Average daily wages in Nepal, 1995-96 and 2003-04 
(in real 1995-96 rupees) 

Agriculture Nonskilled nonagriculture Skilled nonagriculture 
Chanae Chanre Chanpe 

Urban 
1995-96 2003-04 (percent) 1995-96 2003-04 (percent) 1995-96 2003-04 (perceunt) 

42 58 3 8  98 92 -6 138 461 234 
Rural 44 55 25 79 98 24 81 135 67 
Region 
Kathmandu 103 83 -19 173 672 288 
Other urban 40 57 43 91 101 11 111 170 53 
Rural Western Hill 49 54 10 75 91 21 72 111 54 
Rural Eastem Hill 37 54 46 84 90 7 83 137 65 
Rural Western Terai 50 63 26 81 94 16 97 126 30 
Rural Eastern Terai 42 54 29 75 113 51 80 159 99 

Education level (years) 
Illiterate 43 52 21 73 83 14 
Less than 5 53 61 15 82 99 21 
5-7 44 65 48 94 99 5 
8-10 45 63 40 86 108 26 75 113 51 
11+ 121 142 17 121 426 252 
Gender 
Male 48 63 31 84 1 04 24 102 351 244 
Female 39 47 21 59 54 -8 65 126 94 

Nepal, real prices 44 55 25 81 97 20 94 295 214 
Nepal, current prices 44 82 86 81 143 77 94 436 3 64 
- too few observations. 
Source: NLSS-I and 11. 
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3.16 Increased skill  premia widened wage differentials across groups, and the gender gap 
in wages increased. The most dramatic increase in skill premia occurred among skdled workers. 
Thus whi le agricultural wages increased 25 percent and unslulled nonagncultural wages 
increased 20 percent, the wages o f  workers in skilled professions increased 5 1 percent f o r  those 
with 8-10 years o f  schooling and 250 percent for those with 11 or more years o f  schooling. Sk i l l  
premia generally increased within specific wage groups as well. The agncultural wages o f  
workers with 5-7 years o f  schooling increased faster than those o f  illiterate workers, and among 
unslulled nonagricultural occupations the highest wage increases were among workers with 8-1 0 
years of schooling. The gender gap in al l  three wage groups widened, and women in unskil led 
nonagricultural occupations are the only group whose real wages declined. Analysis o f  wages in 
the multivariate framework confirms the same trends (appendix table A3.2). 

3.17 Despite the rise in agricultural wages, the decline in the proportion of agricultural 
workers has caused annual income from agricultural wages to stagnate. Annual income f rom 
agncultural wages has declined, o n  average and among poor workers, as workers moved into 
agncultural self-employment or have migrated (figure 3.2). 
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CHAPTER 4: THE IMPACT OF MIGRATION AND REMITTANCES 

4.1 INTRODUCTION 
4.1 Migrant  work  i s  not a new phenomenon for the Nepalese (box 4.1). For  centuries, large 
numbers o f  Nepal i  workers have gone to India during the dry season to seek employment. 
Additionally, Nepalese holding formal jobs in the Indian or British Army have for many years 
been steady sources of private transfers f rom abroad. Recently, however, migration has increased 
dramatically with the opening up o f  newer markets for  Nepal i  labor in the Republic o f  Korea, 
Malaysia, Qatar, Saudi Arabia, and other Middle Eastern countries and with decentralization 
reforms in 2000-01 that allowed district offices to  issue travel documents. Migrant workers went 
from 16 percent o f  the adult male population in 1995-96 to 25 percent in 2003-04 and f rom less 
than 2 percent t o  more than 2 percent o f  the adult female p ~ p u l a t i o n . ~ ~  

Table 4.1: Migrant workers as proportion of the population 15 years and older residing in Nepal, 
1995-96 and 2003-04 (percent) 

Men Women All 
1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 

Total migration 
Nepal 15.9 24.5 1.8 2.2 8.4 12.2 

Kathmandu 10.6 7.4 1.9 1.2 6.4 4.2 
Other urban 9.6 19.5 2.8 3.9 6.1 11.4 
Rural Western Hills 25.6 45.1 2.5 1.5 12.5 19.0 
Rural Eastern Hills 9.3 19.8 1.6 2.9 5.3 10.6 
Rural Western Terai 12.1 21.6 1.6 1.5 6.6 10.7 
Rural Eastem Terai 17.5 24.1 1.4 2.1 9.3 12.1 

Migration abroad* 
Nepal 7.6 14.4 0.3 0.3 3.7 6.6 

Kathmandu 1.8 2.5 0.5 0.5 1.1 1.5 
Other urban 2.4 9.1 0.4 0.6 1.3 4.7 
Rural Western Hill 17.9 33.1 0.5 0.1 8.0 13.3 
Rural Eastern Hill 1.7 6.7 0.0 0.2 0.8 3.2 
Rural Western Terai 5.8 14.2 0.4 0.3 2.9 6.6 
Rural Eastem Terai 6.9 14.5 0.3 0.4 3.6 6.8 

*Th is  includes mimation to India and to other countries 
Source: NLSS-I a i d  11. 

4.2 PATTERNS OF MIGRATION 
4.2 Work migration i s  highest in rural Western Hills, engaging 45 percent of men. 
Regional migration patterns reflect conditions in local  markets. Kathmandu and other urban areas, 
as the most developed areas o f  the country, attract migrants f rom other parts o f  Nepal. In the poor 
areas o f  rural Western Hills and rural  Eastern Terai jobs are scarce, inducing a large proportion o f  
the population to migrate for work. Among rural  areas Eastern H i l l s  has the lowest proportion o f  
migrants. Migrat ion by men has increased in al l  rural  areas and other urban areas. The picture i s  
mixed for women. 

33Data on migrant workers in the NLSS I and I1 come from a section o f  the questionnaire on remittance senders. 
According to the definition of a household in LSMS-type surveys those people who habitually reside with the 
households, but have been absent for 6 months or longer (possibly for work), are not considered household members. 
Thus, the main sections on the NLSS collect no information on temporary migrants. However, a special section o f  the 
questionnaire asks about remittances sent by non-household members ( i t .  those that did not reside with the household 
in the last 6 months). For the analysis in this chapter long-term migrants are defined as remittance senders who would 
have lived in the household had they not migrated i.e., spouse, child, grandchild, parent, or sibling o f  remittance 
recipients (92 percent o f  all relations). 
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Box 4.1: History of foreign employment in Nepal 
Nearly 200 years ago, the Bntish began to recruit men from the hill areas o f  Nepal, known as Gurkhas, into their 
armed forces. The Indian military also began enlisting Nepali men after India’s independence in 1947. Currently, 
about 3,500 Nepal i  soldiers serve in the Bnt ish army and more than 50,000 in the India military forces. India was 
also the first country to attract civilian migrants from Nepal. The number rose sharply in the 1950s and 1960s, and 
today, India represents the largest market for foreign migration in Nepal (Seddon 2005). 

The Labor Ac t  o f  1985 was the first oflticial recognition o f  the benefits o f  foreign migration. At the time, foreign 
labor migration f rom Nepal extended from India to the Southeast and Far East, and later to Arab countries o f  the 
Midd le  East. Migrant workers totaled 750,000 in 1997 and accounted for Rs 35 bi l l ion in remittances (Seddon, 
Gurung, and Adhikan 2000). With the administrative system reform o f  2000-01, district o f i c ia ls  could issue 
passports and other travel documents, so that people no longer had to travel to the capital to obtain their travel 
documents. Migrat ion increased rapidly after that. 

4.3 Mos t  remittance senders (72 percent) are the sons or husbands o f  household members, 
and almost a l l  migrants abroad (97 percent) are men 15-44 years old. Brothers and fathers o f  
remittance recipients are the next largest group, at about 10 percent (table 4.2). Husbands and 
sons constitute the largest share o f  migrants working abroad, and sons make up the largest share 
of internal migrants, followed by husbands and fathers. Whi le the proportion o f  female migrants 
abroad i s  small (2-3 percent), 18 percent o f  al l  migrants working in Nepal are daughters, mothers, 
sisters, and wives o f  remittance recipients. 

Table 4.2: Relation of migrants to remittance recipient by destination of migrants, 2003-04 (percent) 

Destination of migrants Husband Son Father Brother W$e Daughter Mother Sister Total 
Nepal 14 45 14 9 1 11 4 2 100 
India 33 53 4 8 0 1 0 1 100 
Other countries 31  48 8 9 2 2 0 1 100 

Total 24 48 10 9 1 6 2 1 100 
Source: NLSS-11. 

4.4 There have been large shifts in the destination of  migrant workers. Whi le  internal 
migration s t i l l  represented the largest share o f  a l l  long-term migrant workers in 2003-04, the 
share o f  migrants within Nepal and to  India had declined since 1995-96 (table 4.3). For  the 
poorest 20 percent o f  the population, the proportion o f  migrants to rural Nepal declined as well, 
but India remains the most popular destination for  this group o f  migrants, with the share rising 
from 49 percent t o  57 percent. For the richest households the proportion o f  migrants wor lung in 
India declined by almost half. The proportion o f  migrants worlung in foreign countries other than 
India rose f rom 3 percent to 16 percent. 

Table 4.3: Destination of migration by expenditure quintiles, 1995-96 and 2003-04 
~ 

2003-04 1995-96 
Urban Rural Other Urban Rural Other 

Quintile Nepal Nepal India countries Total Nepal Nepal India countries Total 
Lowest 13 37 49 1 100 15 22 57 5 100 
Second 20 33 45 2 100 22 21 45 12 100 
Third 27 2 1  45 1 100 20 22 42 15 100 
Fourth 28 36 34 2 100 26 27 32 15 100 
Highest 34 29 28 8 100 2 1  30 15 28 100 

Total 26 32 39 3 100 23 25 36 16 100 
Source: NLSS- I  and 11. 
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4.5 In 1995-96, 85 percent o f  Nepal i  migrants working outside Nepal worked in India, 11 
percent in Malaysia, and the rest in Bhutan, Hong Kong, and China. In 2003-04 the geography o f  
Nepal i  migrat ion had changed, spreading over 10 countries, with 65 percent o f  international 
migrant workers living in India, 18 percent in Arab countries, about 2 percent in the United 
Kingdom, and some as far away as Japan and the United States. 

4.6 Analysis of migration decisions shows that several factors influence migration 
decisions and  destination^.^^ Household-level multivariate analysis was used to examine the 
effect o f  households’ characteristics o n  f ive discrete choices o f  their members: not  to migrate, to 
migrate to  rural  Nepal, to migrate to urban Nepal, to migrate to India or to migrate to countries 
other than India. An increase in household size has a positive marginal effect o n  the probabil ity o f  
not  migrating and o f  migrating to India, and a negative effect on the probability o f  migrating to  
rural  Nepal. A higher proportion o f  0-to-6-year-old children in the household i s  associated with a 
decreased probabil ity o f  not  migrating, and an increased probability o f  migrating to  countries 
other than India. A higher share o f  elderly people decreases the probability o f  not  migrating and 
o f  migrating to  India and increases the probability o f  migrating to rural  areas in Nepal. (This way, 
an increase in the proportion o f  economically inactive household members i s  associated with the 
decreased probabil ity o f  not  migrating, reflecting the higher relative returns f rom migrat ion for  
workers who need to support dependents.) Having an older head o f  household decreases the 
probabil ity o f  not  having a migrant household member, and increases the probabil ity o f  migration 
abroad. A dominance o f  nonfarm self-employment occupations among household members i s  
associated with reduced migration to rural  Nepal and increased migration abroad. A dominance o f  
agricultural wage employment i s  associated with an increased probability o f  not  migrating and of 
migrating to  India (appendix table A4.1 presents the full regression equation). 

Migration to Migration to Migration Migration 
No migration rural Nepal urban Nepal to India abroad 

Household size + - + 
Share o f  children 0-6 - + 
Share o f  elderly 65+ - + 
Age o f  household head - 
Percent self-employed nonfarm + 
Percent agricultural wage employment + + 
Percent nonagricultural wage employment + - - 
Percent completed 5-7 years schooling 
Percent completed 8-10 years schooling 
Percent completed 1 I+ years schooling - i 
Farm size less than 1 hectare - + 
Farm size 1-2 hectares - + 
Rural Western Mountains and H i l l s  - + - + 
Rural Eastern Mountains and H i l l s  + - 
Rural Western Terai - 
Rural Eastern Terai - + 

- 
+ 

+ 
+ - 

- - 

- - + 
- 

Note: Missing effects are no t  significant at 5 percent level. 
Source: NLSS-11. 

4.7 Migrat ion abroad i s  more l ike ly  in less educated households, whi le migrat ion to rural  
areas i s  more l ikely among more educated households (possibly individuals f rom such households 

34 . I t  i s  also plausible that the conflict may have facilitated the out-migration from the poorest regions by lowering the 
benefits o f  staying there for workers. T h e  associated monetary returns (that were higher than those in the local labor 
market) were passed to remaining family members in the form o f  remittances. More research needs to be done in this 
area. 
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are migrating as government officials or nongovernmental workers). Members in the households 
with smaller land plots are more l ikely to migrate to India. Af ter  controll ing for  other 
characteristics, members o f  households in the rural Eastern H i l l s  and Terai areas are more l ike ly  
to  migrate to rural  Nepal, whi le those in rural Western H i l l s  are more l ike ly  to  send migrants to 
India. 

4.3 REMITTANCES 
4.8 As migration has increased so has the average size o f  remittances and the 
proportion of  households receiving them. Remittances from Nepalese abroad grew at 20 
percent a year between 1995-96 and 2003-04 rising from less than 3 percent o f  GDP in 1995-96 
to about 12 percent by the end o f  2003-04. At the household level, the average size o f  remittances 
increased from Rs 3,500 (8.5 percent o f  mean per capita expenditure) in 1995-96 to  nearly Rs 
6,000 (15.8 percent o f  mean consumption) in 2003-04 (in real terms). The share o f  households 
receiving remittances rose as well, f rom 23 percent in 1995-96 to 32 percent in 2003-04. More  
than a quarter o f  recipient households reported receiving remittances f rom mult ip le senders. 
Higher remittances f rom foreign countries other than India accounted for  most o f  the increase. 
Bo th  increased migration and increased remittances have important implications for households, 
villages, and the state (see b o x  4.2 and chapter 2 for a discussion o f  the effect o f  remittances on 
women’s work  patterns). 

Box 4.2: Remittances can affect economy-wide resource allocations. 
At the macro level remittances can affect the current account, foreign reserves, treasury bills, inflation, the 
exchange rate, and interest rates (Djajic 1986). Distributional patterns o f  remittances influence the rate o f  economic 
growth in the country. At the household level remttances help to smooth consumption, provide mutual insurance 
(Stark and Lucas 1988), and alleviate liquidity constraints. Remittances also influence decisions about the labor 
market activities o f  household members, investments in human and physical capital, and number o f  children 
(Rapoport and Docquier 2004). H o w  remittances are used likely differs by household income and social position. 
Poor households are l ikely to  spend remittance on basic subsistence needs, helping to  alleviate poverty. If 
remittances are saved or invested, they contribute to future benefits. Some evidence suggests that by relaxing 
budget constraints for poor households, remittances could significantly increase children’s school attainment. 
Rermttances may have secondary benefits in the community if they are spent on  locally produced goods or 
services. Anecdotal e suggests that the Nepalese spend a large part o f  remittances on  new housing 
construction, a labor- e activity that can provide employment to low-skilled workers in the community. 

4.9 The incidence and patterns of  remittances depend strongly on the education of  the 
household head. Households with illiterate household heads are more l ike ly  to  receive 
remittances overall that an average household. For  households whose heads are illiterate, India i s  
the major source o f  remittances (table 4.5A). These households are almost three times as l ike ly  to 
receive money f rom India as households whose heads had received 11 or  more years o f  
schooling. Better educated households also receive a higher proportion o f  remittances from 
foreign countries other than India. In terms o f  the amount o f  remittances received, o n  average 
households whose heads have 11 or more years o f  education receive more than twice the 
remittances o f  households whose heads are illiterate (table 4.5B). 

4.10 The probability of receiving remittances varies by ethnicity and caste. 
BrahmadChhetri, Terai middle caste and Dal i t  households have higher-than-on-average 
probability o f  receiving remittances (around 34-36 percent). Newars and Terai  Janjatis have much 
lower incidence o f  remittances overall (22-23 percent). Dalits and Muslim households have the 
highest (25 percent and 23 percent) probability o f  receiving remittances from outside Nepal, with 
most migrants f rom these two  groups sending remittances f rom India. For Dal i ts the high share o f  
remittances from India and almost none f rom Nepal might indicate that Dal i t  households 
concentrate their j o b  search efforts abroad since j o b  opportunities at home are so poor. The caste 
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differences in remittances receipt f rom within Nepal are not very large. The proportion o f  Hill 
Janajatis households receiving remittances from foreign countries other than India i s  the highest 
among al l  castes, with 10 percent of  household receiving money fi-om third countries. The size of 
remittances i s  the highest among BrahmadChhetri and Hill Janajatis and i s  the lowest among 
Terai Janajatis. 

Table 4.5A: Households receiving remittances by  characteristics o f  the recipient in Nepal, 1995-96 
and 2003-04 (-----*’ 

Urban Nepal Rural Nepal India Other abroad Any remittances 
1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 

Education of the head 
Ill iterate 
Primary 
Secondary 
H igh  secondary + 
Caste 
BrahmanIChhetri 
Terai middle caste 
Dalits 
Newar 
Hill Janajatis 
Terai Janajatis 
Mus l im 
Other minorities 
Quintile 
Lowest 
Second 
Third 
Fourth 

8 8 9 
8 6 8 
8 9 5 
6 7 9 

9 8 10 
5 10 10 
5 6 6 
9 7 8 
9 5 8 
9 10 6 
7 8 6 
5 7 9 

5 7 6 
6 8 5 
7 6 8 
10 8 10 

12 
7 
7 
5 

1 1  
I 1  
15 
3 
10 
2 
13 
10 

10 
11 
12 
9 

16 0 6 25 37 
9 1 6 19 28 
5 2 7 23 24 
4 1 6 20 22 

14 0 5 24 36 
16 0 5 24 34 
20 1 5 27 35 
3 0 5 17 22 
7 2 10 22 32 
7 0 2 14 23 
16 1 7 26 33 
13 0 4 24 30 

17 0 2 18 29 
12 0 3 22 25 
14 0 6 23 33 
13 1 6 25 36 

Highest 9 9 8 11 8 6 2 11 25 33 
Total 6 8 7 8 10 12 1 6 23 32 

Source: NLSS- I  and 11. 

Table 4.5B: Average per capita remittances received, if positive (in rea l  1995-96 rupees) b y  

Urban Nepal Rurnl Nepal India Other abroad Any remittances 
1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 

Illiterate 3,376 3,287 1,259 1,986 2,835 2,951 - 12,634 2,853 4,484 
Primary 3,049 3,795 1,064 3,283 1,799 3,815 - 13,468 4,238 5,921 
Secondary - 2,614 - - 22,098 5,636 8,715 

Education of fhe head 

High secondary+ 5,675 4,229 2,834 4,936 - 5,287 - 23,970 4,319 10,323 
Caste 
BrahmadChhetri 6,163 5,417 2,037 3,861 3,342 3,937 - 16,336 3,827 6,449 
Terai middle caste - - 4,351 
Dalits - 2,070 2,238 - - 1,780 4,683 
Newar 3,286 2,695 - 4,669 - - 3,789 5,750 
Hill Janajatis 2,482 2,150 1,220 2,072 3,183 5,673 - 16,157 6,852 7,588 
Terai Janajatis - 1,138 2,577 
Mus l im - 2,193 - - 2,183 4,012 
Other minorities 2,356 2,971 763 1,963 1,616 2,350 - 16,327 1,758 4,311 
Quintile 
Lowest 792 694 564 1,100 1,250 - - 1,028 1,405 
Second 1,454 1,399 431 1,779 1,710 2,411 - 1,390 2,910 
Third 1,872 2,137 536 1,186 2,019 3,398 - 10,545 1,756 4,087 
Fourth 3,270 3,335 1,385 2,271 2,508 3,633 - 10,695 2,766 4,637 
Highest 6,508 6,439 2,900 5,467 5,570 8,198 32,624 23,288 7,749 12,373 

Note: Total remittances reported in this table cannot be derived directly by adding up location-specific remittances, because some 
location-specific remittances could not be calculated due to the small cell sample sizes. Source: NLSS- I  and 11. 
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4.11 Ex ante, better-off households a r e  less l ikely to receive remittances, but the 
remittances they receive a re  large. Households in lower per capita expenditure quintiles were 
shown to  have a somewhat lower probability o f  receiving remittances (table 4.5A). This 
relationship i s  misleading in that current per capita expenditure is endogenous (i.e., i s  affected by 
the construction and because o f  the behavioral responses) to the remittances received. T o  
overcome this problem, a two-year lagged asset index was constructed to proxy for  income which 
i s  net o f  current remittances and not  influenced by recent migration  decision^.^^ The incidence of 
remittances (or migration) i s  found to be higher among asset-poor households (figure 4.1). 
Remittances reach 34 percent o f  the lowest quintile asset-poor households in Nepal, and the 
incidence o f  receipt o f  remittances declines monotonically to about 17 percent for  the top quintile 
of asset-rich households. The amount o f  remittances received, however, i s  considerably higher for 
the asset-rich households than for the asset-poor households. I t  could be, however, that 
households receiving the largest remittances had been receiving them for a long t ime so that that 
would be reflected in the value o f  their assets. 

Figure 4.1: Nonparametric regression of the incidence and amount of  remittances by a lagged-asset 
index in Nepal, 2003-04 

Incidence of Receiving Remittances 
95% confidence interval 150 

Average Remittances 

Average Pos111ve Reminances 
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I 
I 
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Percentiles of Log Lagged Asset Index Percentiles of Log Lagged ASSet Index 

4.12 Remittances f r o m  India and other foreign countries accounted for  76 percent o f  the 
volume o f  remittances in N e p a l  in 2003-04. The volume o f  internal remittances declined f rom 
44 percent o f  total remittances in 1995-96 to  24 percent in 2003-04. In addition, the composition 
of volume o f  foreign remittances changed significantly between 1995-96 and 2003-04. Some 60 
percent o f  foreign remittances came f rom India in 1995-96, but by 2003-04 that share was cut in 
half, and the largest share o f  foreign remittances (35 percent) came from Saudi Arabia, Qatar, and 
United Arab Emirates, a tenfold increase over 1995-96. 

T h e  lagged asset index i s  constructed as a total value (in 1995 prices) o f  assets owned by the households 2 years prior 35 

the survey. 
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Table 4.6: Distribution o f  volume of incoming remittances to Nepal by origin, 1995-96 and 2003-04 (percent) 
1995-96 2003-04 

From within Nepal 44 24 
From outside Nepal 56 1 6  

India 34 23 
East Asian countries 17 13 
Arab countries 2 27 
West 4 14 

Total 100 100 
Source: NLSS-I and 11. 

4.13 Remittance from abroad (countries other than India) accounted for most o f  the 
growth in remittances between 1995-96 and 2003-04 (figure 4.2A). The share o f  households 
receiving remittance from within Nepal increased only marginally -- and even declined in 
Kathmandu -- between 1995-96 and 2003-04, whi le the share o f  households receiving money 
from other than India abroad countries increased uniformly across the country. Fo r  example, the 
rural  Eastern H i l l s  -- the poorest region in Nepal -- registered a fourfold increase in the number o f  
households receiving remittances f rom abroad. Whi le the share o f  households receiving 
remittances f r o m  within Nepal are similar across regions, for remittances from India and other 
countries, the share o f  households varies by region. 

4.14 The Western and Far-western regions o f  Nepal have the highest incidence o f  remittances 
from India and registered largest increase in the number o f  household receiving such remittances 
(figure 4.2B). Households in the Central and Eastern regions are more l ike ly  than households 
elsewhere to receive remittances from other foreign countnes than India. The Eastern region also 
experienced the fastest growth in number o f  households with migrants in foreign countries other 
than India, fo l lowed by the Central region. 

4.15 The Central and Eastern regions receive the largest amounts o f  remittances f rom within 
Nepal (figure 4.2B). Growth in the average amount o f  internal remittances i s  also highest in these 
regions. Remittances from India are concentrated in the Central and Western regions o f  Nepal. 
The Far-western and Western regions experienced growth in the amounts o f  remittances f rom 
within Nepal and f rom other countries than India. Amounts f rom countries other than India rose 
in al l  parts o f  the country, with the biggest increase in the Eastern region. 
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4.4 EFFECT OF REMITTANCES ON POVERTY REDUCTION 
4.16 M ig ra t i on  and remittances may affect consumption in a number o f  ways-through 
transfers, higher local wages, and higher demand for services or locally produced goods, among 
others. Three methods were used here to evaluate the effects o f  migration and remittances on 
household consumption and poverty: a household-level analysis o f  migration choices estimated 
jo in t l y  with household consumption in each o f  the states using simultaneous switching regression 
model; a panel analysis o f  72 districts o f  Nepal; and a cross-country model relating growth, 
poverty, and remittances (following Maimbo and Adams, 2005).36 Our preferred method i s  the 
simultaneous switching regression model, but a l l  three methods are used in the literature. 

4.17 Our preferred method based on the household-level analysis using the simultaneous 
switching regression model shows that poverty would have declined by 7.1 percentage 
points instead of the observed 11 percentage points if the incidence of remittances had 
remained unchanged between 1995-96 and 2003-04.37 Table 4.7 presents the simulated effect 
of change in the incidence o f  received remittances between 1995-96 and 2003-04 o n  headcount 
poverty rate o f  different types o f  households according to their migration status in 2003-04. If the 
pattern o f  receiving remittances remained the same as in 1995-96, then poverty rate among 
households with internal migrants would have been higher than the observed one by 4.2 
percentage points, whereas poverty rates among households with migrants abroad (including 
India) would have been higher than the observed one by 20 percentage points. Overall, the 
increase in the incidence o f  remittances accounts for a 3.9 percentage points decline in poverty 
rate, or  over one third (Table 4.7). Importantly, increases in remittances coming f rom outside o f  
Nepal  have a much stronger impact o n  poverty than increases in internal remittances. (See 
forthcoming Lokshin, Bontch-Oslomovslu and Glinskaya, “Remittances and Poverty Reduction 
in Nepal” for  more details.) 

Table 4.7: Effect of change in the incidence of remittances on poverty rates 

Headcount poverty rate in 2003-04 
~~ 

Change in headcount 
poverty rate 

Household type Actual Estimated 
(in 2003-2004) 

Remittances are at the Remittances are at (percentage Points) 
actual 2003-04 level 1995-96 level 

N o  migrant(s) 32.2 31.3 
With migrant(s) within Nepal 22.8 23.6 
With migrant(s) outside Nepal 3 1.1 29.9 

31.3 0.0 
27.8 -4.2 
49.4 -19.5 

All households 30.9 30.1 34.0 -3.9 
Source: Staff estimates based on NLSS-I and 11. 

36We do not present poverty and inequality measures constructed b y  taking remittances income out because they could 
be misleading due to the well-known problems o f  endogeneity (see for example, Docquier and Rapoport 1998, 
Aydemir 2003). In particular, the amount o f  remittances would be endogenous to the “pre-remittance” consumption or 
income because behavioral responses (such as work effort or alternative income in absence o f  remittances) would be 
ignored. 
37These results are based on the following model. Households choose one o f  three migration states: no  migration, 
migration within Nepal, and migration outside o f  Nepal and their consumption in each o f  these three states is  
determined jointly with the migration decisions. The model was estimated using simultaneous switching regression 
technique. The estimated parameters, such as the effect o f  observable characteristics on migration probabilities and 
household consumption, as wel l  as the correlation between the unobservables in the migration states and consumption 
equations were estimated using Full Information Max imum Likelihood assuming jo int  5-variate normal distribution. 
The level o f  migrant networks (constructed from 2001 Census) was used as an exclusion variable for the formal 
identification o f  the model. In particular, we assumed that migrant networks facilitated migration choices, but had no  
direct effect on household consumption. Correlations between unobservable variables affecting migration choices and 
household consumption were found to be statistically significant, providing further justification for this preferred 
method. 

59 



4.18 An estimation based on the NLSS district panel data shows that poverty would have 
declined b y  4.8 percentage points instead of  the observed 11 percentage points if the amount 
o f  remittances had remained unchanged between 1995-96 and 2003-04.38 T h e  estimation, 
using data for  72 districts, indicates that the higher the increase in the average amount o f  
remittances in a district, the faster i s  the decline in poverty. According to the predictions o f  this 
model, increases in remittances account for 6.2 percentage points o f  the decline in poverty, or  
more than h a l f  (see Lokshin, Bontch-Oslomovski and Glinskaya, forthcoming). Similar t o  the 
results based o n  the household-level analysis, remittances from abroad (i.e., from India and other 
countries) played an especially important role. Had  the amount o f  remittances f rom abroad 
remained unchanged, the aggregate poverty rate would have declined by 3.9 percentage points 
rather than 6.2 percentage points. 

4.19 A cross-country model relating growth, poverty, and remittances predicts that on 
average a 10 percent increase in total remittances should reduce poverty by 0.9 percent. As 
a cross-check to  the previous methods, we apply elasticity o f  poverty reduction with respect t o  
remittances inferred f rom a cross-country model, see Maimbo and Adams (2005). Interestingly, a 
cross-country model predicts a decline in the headcount poverty rate in Nepal by f r o m  42 percent 
to 31  percent.39 

4.5 SUMMARY AND POLICY OPTIONS 
4.20 Remittances play an important role in improving living conditions o f  household in Nepal. 
Given i t s  importance to the economy, further research on economic migration in Nepal should be 
encouraged to ensure that government and financial sector strategies, policies and instruments 
maximize the full potential o f  remittances a tool for  development. Learning from countries that 
receive large remittances flows i s  beneficial (box 4.3). The fol lowing pol icy  options should be 
considered in the public and financial sectors, as wel l  as with respect t o  strengthening of  the 
developmental impact o f  remittances. 

38Tnese results are based on a regression estimates relating changes in poverty headcount to changes in the amount o f  
remittances and the proportion o f  households receiving remittances as wel l  as to such regional characteristics as 
proportion o f  different age and gender groups in the population, share o f  urban population, share o f  population 
employed in nonagricultural activities, and share o f  self-employed. District-level analysis o f  remittances and poverty 
rates allows capturing the general equilibrium effect o f  remittances on poverty in the reduced-form total effect. 
39The model has been estimated using Nepal and other South Asia countries as the data points. Off ic ia l  Rastra Bank 
estimates show that remittances increased from Rs 200 mi l l ion in 1995-96 to Rs 800 mi l l ion  in 2003-04, a 300 percent 
increase. According to the model prediction, therefore, the headcount poverty rate should have declined by (0.9* 30) or 
27 percent which i s  equivalent to (41*0.27) or 11 percentage points or, in other words, f rom 42 to  31 percent. 
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4.21 Public sector: G o N  acknowledges the importance o f  migrant workers to Nepal’s 
development process and implemented measures to facilitate migration and encourage inward 
remittance flows. Notably, the reform o f  the Nepali administrative system in 2000-200 1 which 
allowed district offices authority to issue passports and other travel documents seems to  have 
facilitated migrat ion to a great extent. However, more can be done to  strengthen these measures. 
To be more effective the programs aimed at increasing the in f low o f  remittances should be 
designed with consideration o f  the factors governing migration patterns and individuals’ 
decisions to migrate, to remit  and to return back. For  example: 

0 Bilateral agreements: More Nepalese are pursing work opportunities beyond India. T h i s  may 
call for fresh bilateral initiatives between Nepal and the new destination countries, 
particularly in the Middle East where 18% o f  al l  Nepali are n o w  destined. Formal bilateral 
agreements encourage legal migration and the use o f  forrnal remittance channels. 
Financial education: As migrant shift to regions they are unfamiliar with, language barriers 
and the complexity o f  banking systems, especially where multiple currencies are in use, may 
hinder them from using formal banking channels. Carefully designed financial education 
programs can help migrants overcome some o f  the misperceptions and social conditioning 
regarding formal financing institutions. 

0 

4.22 Migrat ion and remittance business should be viewed as an evolving area which 
constantly changes. Nepali workers are competing for employment with workers f rom 
Bangladesh, Sr i  Lanka, India and Pakistan. T o  remain competitive, the government must 
continually review its public pol icy framework for  migration and remittances. Migrat ion 
procedures, especially for women, must be reviewed periodically and procedures simplified 
where appropriate. This must be done in consultation with the private and financial sector through 
which workers migrate, and remit their earnings. 

4.23 Financial sector: An important aspect o f  an effective migration and remittance 
environment i s  an effective domestic financial system capable o f  delivering remittances to both 
urban and rural  communities. Equally important, however, i s  an awareness o f  the different 
remittance services available and their varying costs. Government agencies in partnerships with 
financial and non-financial institutions should provide migrant communities with better 
information o n  transfer services and costs, both for  purposes of encouraging competition, and 
thus lowering prices in the money transfer business, as well as in making migrants aware o f  
financial services as a viable alternative to informal channels they may be using. Besides 
lowering transfer costs significantly, this pol icy might also attract additional remittances currently 
being transferred through unofficial channels. Policies and financial instruments that directing 
remittances towards investments, and provide incentives for  citizens abroad to contribute towards 
the development o f  their communities at home would bring benefits. Improving investment 
climate i s  a key in this regard. 

4.24 Development impact: Overall, however, ensuring that the environment for migrant 
returnees i s  conducive i s  just as important as developing effective migration and remittance 
policies. By promoting long term savings and facilitating credit plans to finance home purchases 
and small-business start-ups, the government can encourage greater domestic investments f rom 
remittance earnings (see Chapter 6 further o n  these issues). NGOs too, could promote the 
productive use o f  remittances by poor households by providing technical assistants on 
development o f  the small-scale enterprises and production projects. More  broadly, even policies 
that widen the choices in the educational system and facilitate the availability o f  high-quality 
education will help to direct remittances into education spending resulting in long-term human 
capital accumulation in the receiving households. 
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CHAPTER 5: UNLOCKING THE POTENTIAL OF THE AGRICULTURE SECTOR 

5.1 INTRODUCTION 
5.1 Agriculture’s contribution to the improvement in rural living standards in Nepal over the 
past decade has been modest. T o  better understand why total incomes f rom agriculture stagnated 
in real  terms between 1995-96 and 2003-04, this chapter examines agriculture-related 
components o f  income for mra l  Nepali households. 

5.2 Despite the sector’s sluggish performance, self-employment in agriculture continues to  be 
the most important source o f  household income in Nepal, followed by agricultural wage 
employment. Together they account for wel l  over ha l f  the income o f  the rural poor (see chapter 3 
for details). Clearly, agricultural performance wil l be crucial in determining the future pace o f  
poverty reduction. Following an in-depth review o f  recent performance, the chapter discusses the 
centrality o f  land in Nepal as an important productive asset and as an indicator o f  socioeconomic 
status. The chapter offers some pol icy recommendations o n  h o w  to stimulate agricultural growth 
to provide added impetus to poverty reduction. 

5.2 REVIEW OF RECENT PERFORMAXCE 
5.3 Of the three sources of agriculture-related incomes-crop production, livestock 
rearing, and agricultural wage incomes-stagnation was a result mainly of  the decline in 
income f rom crop production (table 5.1). Real per capita crop income for the average rural  
households was 4 percent lower in 2003-04 than in 1995-96 (a negative growth rate o f  0.5 percent 
a year). Whi le  income from agricultural wages also declined, that was due mainly to  the decline 
in the proportion o f  time spent in this activity rather than because o f  lower wages (see chapter 3). 
On average, dai ly agricultural wages increased by about 25 percent in real terms between 1995- 
96 and 2003-04. 

Table 5.1: Agricultural incomes in rural Nepal, 1995-96 and 2003-04 
1995-96 2003-04 Change (percent) 

Live- Total ug. 
stock stock labor wage income 

Live- Ag. Total 
Crop in:fie Crop stock wage ag. Quintile 

labor income 
Lowest 1,056 317 789 2,162 1,063 360 804 2,227 1 13 2 3 
Second 1,676 551 1,033 3,260 1,523 644 816 2,983 -9 I 7  -2 1 -8 

Fourth 2,669 864 620 4,153 2,641 1,114 633 4,387 - 1  29 2 6 
Third 2,284 653 890 3,826 2,019 835 670 3,525 -12 28 -25 -8 

Highest 3,731 1,456 454 5,641 3,728 1,668 306 5,702 0 15 -33 1 

Total 2,276 765 759 3,800 2,195 924 646 3,766 4 21 -15 -1 
Note “Ag..” stands for “agricultural”. Source: NLSS-I and 11. 

5.4 Despite rising cropping intensity, average returns to agricultural land, as measured 
b y  net returns per hectare or  per worker, decreased between 1995-96 and 2003-04 (table 5.2; 
appendix table A5.1 disaggregates data by regions). Real  profits per hectare declined for small, 
medium, and especially large farmers.40 On average, real profits per hectare were 10 percent 
lower in 2003-04 than in 1995-96. 

40 Small farmers are defined as those who have between 0.2 and less than 1 hectare o f  land, medium farmers as those 
have between 1 hectare and less than 2 hectares, and large farmers have more than 2 hectares. Small and medium 
farmers are further split by ecological zones and physiographic regions o f  the country, with four groups o f  small 
farmers: Mountains, Eastern Hills (includes Eastern and Central Hills), Western Hills (includes West, Midwest, and the 
Far West Hills), and Terai; and three groups o f  medium farmers: Terai, Eastern H i l l s  and Mountains, and Western H i l l s  
and Mountains. Small farmers represent about ha l f  o f  al l  households in rural Nepal, medium farmers about 17 percent, 
large farmers about 8 percent with the rest made up o f  households o f  agricultural laborers and non-farm households. 
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Table 5.2: Land and labor productivity in Nepal, 1995-96 and 2003-04 
1995-96 2003-04 

Small Medium Larze Al l  Small Medium Lame A l l  
I 

farmers farmers farmers farmers farmers farmers farmers farmers 

0.86 2.23 6.62 2.1 1 0.95 2.45 5.90 1.81 Average gross cultivated area 
(Der household) 

1.61 1.61 1.62 1.61 1.80 1.81 1.78 1 .so Cropping intensity 
(number o f  seasons) 
Number o f  workers per hectare 4.1 1.8 0.8 3 3.5 1.8 1 .o 2.8 
Gross crop output per hectare 15,394 11,098 11,007 13,626 13,733 11,249 9,518 12,707 
Real profits per hectare 12,335 9,270 8,712 11,001 10,707 8,495 7,427 9,841 
Gross crop output per worker 4,913 8,033 17,414 7,862 4,911 8,728 14,306 6,785 
Real profits per worker 3,919 6,333 13,689 6,076 3,768 6,168 10,172 4,997 

Source: World Bank staff calculations based on NLSS-I and I1  data. 

5.5 The stagnation in crop income was due to higher production costs and lower output 
prices. On the input side, farmers n o w  use more purchased inputs, and the real prices o f  the main 
inputs rose between 1995-96 and 2003-04. Real expenditures per hectare o f  cultivated land 
increased, on average, f rom Rs 1,384 per hectare to Rs 2,026 per hectare, 1995-96 prices (table 
5.3). The largest increases are evident in the Terai, where expenditure per hectare o n  hired labor 
increased substantially (appendix table A5.2). Total expenditures on variable inputs and on 
animal and machinery rent increased fi-om 10 percent o f  gross crop output t o  16 percent. Fertilizer 
costs and hired labor represented close to 70 percent o f  crop-related expenses in 2003-04. On 
average real per hectare expenditures on fertilizers increased almost 60 percent, whi le per hectare 
expenditures o n  hired labor increased by roughly 26 percent. The increase in fertilizer 
expenditures appears to be driven largely by increases in prices. 

Table 5.3: Cost o f  cultivation, 1995-96 and 2003-04 (1995-96 rupees) 
Costs as 

Seeds Fertilizer Hired labor Irrigation (vercent) 

Share of the total cost of cultivation (percent) Costs per GCO per 
hectare hectare share O f  GCo 

1995-96 8 29 41 3 1,384 13,660 10 
2003-04 7 32 35 3 2,026 12,720 16 

Note: GCO i s  gross crop output. See appendix table A5.2 for a breakdown by  farm type. 
Source: World Bank staff calculations based on NLSS-I and I1 data. 

5.6 On the output side, the real prices o f  some major crops have fallen, depressing the ratio o f  
output prices to  input prices. Estimates f rom the N L S S  data suggest a 12.2 percent drop in the 
real price o f  rice (using the median price for  r ice sales in the two  rounds o f  the NLSS).41 The 
decline in real prices would seem to  suggest an overall increase in supply relative to  demand. 
More research needs to be done to further investigate this issue as the NLSS data do not permit 
further examination. T h e  data also suggest a slight decline in the real price o f  wheat (table 5.4). 

Table 5.4: Change in output prices of  major crops between 1995-96 and 2003-04 (percent) 
Change in Change in Change in 

Crop nominal prices real prices real prices in panel data 
M a i n  paddy 24.4 -12.2 -12.3 
Wheat 50.0 -0.1 -4.1 
Summer maize 50.0 12.5 n la  

Source: World Bank staff calculations based on NLSS-I and I1 data. 

The 12.2 percent decline i s  based on  prices reported in kilograms o f  main paddy sold. For sales reported in manna 41 

(local units) the decline in real price change was 9.13 percent. 
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5.7 The decline in the real prices o f  rice and wheat i s  consistent with the increased 
availability o f  these grains. Food balance sheets indicate an increase in supply per capita o f  12.7 
percent for r i ce  between 1996-97 and 2002-03. I f  the supply per capita in 2003-04 was similar to 
that in 2002-03, such a supply increase i s  broadly consistent (though perhaps a l i t t le too large) 
with a 12 percent price decline. If one assumes that the price elasticity o f  demand for  r ice i s  -0.5 
(an elasticity observed in other countries), a 24 percent decline in price would be expected, al l  
else remaining the same.42 

5.8 Farms appear to be more diversified than in 1995-96, but crop production continues 
to be  dominated b y  cereals. According to the 2001-02 Agricultural Census, cereal crops (paddy, 
maize, millet, wheat, and barley) accounted for 80 percent o f  total cultivated area. Similarly, the 
2003-04 N L S S  data reveal that these major cereal crops accounted for 69 percent o f  gross crop 
output, down from 76 percent in 1995-96. Across a l l  ecological zones paddy remains the most 
important cereal crop, and revenues from paddy represent 45 percent o f  gross crop output. Next  
are wheat and maize in the Terai, while maize i s  relatively more important than wheat in the Hills 
and Mountains (appendix table A5.3 and National Sample Census o f  Agriculture Nepal 2001/02). 
The extent o f  diversification varies across ecological regions and farm sizes. Small farmers in the 
Mountains and small and medium farmers in the Western H i l l s  are the most diversified among 
farm groups.43 Farms in the Terai are the least diversified, with close to 50 percent o f  gross crop 
output f rom paddy. 

5.9 Fruit and vegetable production has increased in importance for  small and medium 
farmers in the Western H i l l s  and Mountains and among small farmers in the Terai. Fruits and 
vegetables account for  15 percent o f  gross crop output in the Western H i l l s  and Mountains and 7- 
8 percent for  medium and small farmers in the Eastern H i l l s .  Farmers in the Eastern Hills are 
considerably more dependent o n  paddy than their counterparts in the Western H i l l s .  Sugarcane 
appears to  have become a much more important crop among larger farmers in the Terai, at 8 
percent o f  gross crop output compared with 2 percent in 1995-96. There has been a significant 
decline in the share o f  gross crop output f rom wheat (appendix table A5.3).44 

5.10 Average holdings have decreased in size, and households are cultivating the smaller 
holdings more intensively using more inputs and growing multiple crops. Among farm 
households cropping intensities increased by about 12 percent, f rom 1.6 t o  1.8 (appendix table 
A5.1).45 

5.11 Use of  chemical fertilizers increased across all farm household groups. Farm 
households reporting the use o f  some type o f  fertilizer rose fi-om 55 percent in 1995-96 to 63 

42 There i s  very limited government procurement in Nepal. According to the 2002 food balance sheet for Nepal imports 
and stock changes are important determinants o f  supply in addition to changes in production, but information on 
imports and government procurement of r ice was unavailable. I n  addition, the extent to which formal and informal 
imports of r icefrom India are drivingprices in Nepal warrants further analysis. Lower prices in border towns in India 
indicate strong incentives for imports into Nepal. 
43 Agncultural diversification i s  measured using the Herfindahl index-this index i s  bound between 0 and 1, with a 
larger value indicating less diversification. The Herfindahl index i s  calculated as the sum of the squares o f  the shares of 
each crop in the total value of production. If only one crop i s  cultivated, the index takes a value o f  1.0; if the value o f  
production i s  evenly divided across n crops, the value o f  the index approaches 0 as n approaches infinity. T h e  average 
Herfindahl index for all rural farm households was 0.38. 

Much o f  the decline in the importance of wheat i s  due to lower production among large farmers, approximately two- 
thirds o f  whom are located in the Terai. Wheat as a share of gross crop output from large farmers declined from 57 
percent to 29 percent between the two survey rounds. However, there i s  a large discrepancy between wheat production 
estimates from the NLSS and those reported in F A 0  data for 2003-04. 
45 Cropping intensity i s  defined as gross cultivated area divided by net operated area. 
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percent in 2003-04 (table 5.5). U s e  increased for small farmers, but more so for  medium and large 
farmers. The proportion o f  farm households reporting being able to obtain a l l  the fertilizer they 
needed rose to more than 90 percent, perhaps reflecting the increased availability o f  fertilizers 
since the end o f  the monopoly o f  the Agricultural Inputs Corporation in 1997 and the subsequent 
entry of private sector f i rms.  The proportion o f  farm households using insecticides has also 
increased, f r o m  15 percent to 24 percent (appendix table A5.4). 

5.12 Seed purchases among rural farm households in Nepal are also more common. 
Whi le  only 25 percent of households reported purchasing seeds in 1995-96, 44  percent did in 
2003-04 (table 5.5). Farmers in Terai use more o f  a l l  inputs, and the increase was higher there 
than elsewhere. Access to improved seed varieties i s  s t i l l  quite limited, although there has been 
some improvement. On average 10 percent more farmers reported using improved seed varieties 
in 2003-04 than in 1995-96, with some 23 percent o f  households reporting use o f  improved seeds 
in 2003-04. Among  the main crops, the increase was greatest for  winter potatoes and winter and 
summer vegetables. For the main cereal crops (main season paddy, wheat, and summer maize), 
however, the proportion o f  households reporting using improved varieties remained virtually 
unchanged.46 (Tables A5.4 and A5.5 present information disaggregated by the regions.) 

Table 5.5: Proportion of farmers using agricultural inputs in Nepal, 1995-96 and 2003-04 (percent) 
1995-96 2 003- 04 

Small Medium Large All Small Medium Large All 
Input formers farmers farmers farmers formers farmers farmers farmers 
Fertilizer 60 64 66 55 65 79 82 63 
Purchased seeds 21 29 35 25 40 49 61 44 
Irrigation 53 61 66 54 65 I 9  80 67 

Tube wells 6 8 14 7 9 15 22 11 
Canals 40 45 48 40 51 62 55 52 
Other 11 13 12 11 9 14 18 10 

Share o f  area irrigated 32 35 41 32 43 54 58 47 

Source: World Bank staff calculations based on NLSS-I and I1 data. 

5.13 Despite considerable improvement in access, irrigation remains a key constraint to 
agricultural growth. Rural households using irrigation increased from 54 percent in 1995-96 to  
67 percent in 2003-04, and the share o f  irrigated area increased f rom 32 percent to 47 percent 
(table 5.5). Use o f  irrigation increased across a l l  rural expenditure quintiles, although the gains 
among the poorest households have been considerably be low those enjoyed by better-off 
households (appendix table A5.6). Mos t  o f  the gains in irrigation appear to have come f rom the 
expansion o f  surface irrigation (canals), by far the most important source o f  imgat ion (table 5.5). 
Increases are most noticeable among farmers in the Mountains and among small and medium 
farmers in the Terai (appendix table A5.7). The proportion o f  households using tube we l l  
irrigation also increased, f rom 8 percent to 12 percent, with virtually a l l  the increase in the Terai. 
Water use efficiency remains l o w  in both the traditional farmer-managed schemes in the H i l l s  and 
the larger public irrigation systems in the Terai. 

5.14 Commensurate with the increased intensification, yields o f  paddy, wheat, and maize 
have increased, but agricultural productivity remains low. Growth in yields has been 
relatively slow. Between 1995-96 and 2003-04 data f rom the FA0 suggest that paddy yields 
increased by 2.2 percent, wheat yields by 4.4 percent, and maize yields by 1.6 percent a year 

46 There i s  a large discrepancy behveen the proportion of households reporting using improved seeds varieties in the 
NLSS and the official data. According to the National Sample Census of Agriculture 2001/02,25 percent o f  paddy- 
growers used improved seeds; according to the N L S S  I1 only 5 percent did. 
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(figure 5.1). Yields o f  most major cereal crops in Nepal are considerably lower than in 
neighboring countries (table 5.6).47 

Figure 5.1 : Yields and production o f  major cereal crops in Nepal, 1994-2004 
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Table 5.6: Yields o f  major crops in Nepal and neighboring states in India and Bangladesh 
(metric tons per hectare) 

Country or state Rice paddy Wheat Sugarcane Pulses Maize 
Nepal 2.7 1.8 37.2 0.77 1.8 
India 

Uttar Pradesh 2.0 2.7 54.8 0.8 1.6 
Bihar 1.5 2.1 42.4 0.8 2.3 
West Bengal 2.3 2.5 67.9 0.7 2.5 

Bangladesh 3.5 2.2 40 0.83 1.5 
Source: World Bank 2005 

5.15 Agriculture in Nepal i s  st i l l  largely subsistence or  semi-commercial, but 
commercialization has increased somewhat in recent years. In 1995-96 sales o f  agrlcultural 
commodities by rural  households averaged a modest 16 percent o f  gross crop output (table 5.7). 
By 2003-04 that value had risen to 25 percent. The share o f  households selling crops increased 
from 34 percent to 54 percent. Sales o f  crops such as summer potatoes, bananas, and winter 
vegetables increased noticeably. Despite these recent improvements, however, marketable 
surpluses o f  paddy, wheat, and maize remain low. 

Table 5.7: Crop sales in Nepal, 1995-96 and 2003-04 (percent of gross crop output) 
~ ~~ 

Crop 1995-96 2003-04 Crop 1995-96 2003-04 

Paddy 13 21 Sugarcane 74 79 
Wheat 10 26 Ginger 6 15 
Summer maize 8 9 Cardamom 91 90 
Lentils 27 32 Winter vegetables 30 43 
Winter potato 19 34 Banana 24 59 
Summer potato 17 5 1  Mi l lets 11 12 
Other 22 24 Total 16 25 

Source: World Bank staf f  calculations based on NLSS-I and I1 data. 

47 Unfortunately, it i s  diff icult to  make inferences from the NLSS about the differences in productivity across different 
farms. The "yield" variable does not allow to separate the impact o f  land quality, crop prices and cropping patterns, 
since only "gross crop output" and "real crop profits" per hectare could be computed. The disaggregated data show that 
small farmers in the mountains and western hills are less productive than medium farmers in the Terai. Large farmers in 
the Terai are more productive than medium farmers in the Western Hills and mountains, see table appendix, A5.1 
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5.16 The extent o f  commercialization (measured as the share o f  production sold) varies. 
Farmers in Eastern Terai are more l ikely to sell a larger share of  their production, and farmers in 
the Western H i l l s  and Mountains are less commercially oriented. Larger and wealthier farmers 
(those with more agricultural assets) sell significantly higher shares o f  their production. Being 
located in a ward  with agricultural input markets i s  associated with selling a larger share o f  
output. Households with relatively more educated heads are more l ikely to sell a larger share o f  
production. Use of improved seeds and o f  fertilizers increases the share o f  output sold (although 
these variables are potentially endogenous) (appendix table A5.8 and A5.9). 

5.17 Whi le  the share o f  farmers with access to extension increased significantly, f rom 13 
percent o f  agncultural households in 1995-96 to 20 percent in 2003-04, relatively few farmers are 
receiving extension services. It i s  not clear whether this i s  a problem o f  lack o f  availability or o f  
services that do not meet the demands o f  farmers. Farmers in the Terai appear to have relatively 
better access to extension services than those in the H i l l s  and Mountains. 

5.18 There are striking regional differences in the performance of  the crop sector across 
the country. B o t h  land and labor productivity i s  significantly lower among small farmers in the 
Western H i l l s  o n  average than among small farmers in the East or the Terai in 2003-04. The crop 
sector performed weakly across the country, but particularly so in the Western Hills. In 1995-96, 
productivity among small farmers in the Western Hills was o n  average among the highest for  
farmers o f  a similar size. Validation o f  these observed trends and understanding why small 
farmers in the west seem to be relatively worse o f f  require further analysis. This region has been 
most affected by the Maoist conflict, and it i s  also particularly challenged in terms o f  
infrastructure and market access. Whi le the direction o f  causality i s  unclear, these findings 
suggest a strong correlation between relative deprivation o f  small farmers and conflict, which 
deserves further scrutiny. 

5.19 Small farmers in the Western Hills appear to have the least access to irrigation, 
fertilizers, and technology. The proportion o f  small farmers in the Western H i l l s  using irrigation 
i s  the lowest across al l  farm size groups. Whi le  average irrigated area increased among a l l  farm 
household groups, average irrigated area on small farms in the Western H i l l s  stagnated. Small 
farmers in the Western H i l l s  are also considerably less l ike ly  to  use fertilizers, with only 46 
percent reporting using fertilizer in contrast with 70 percent in the Eastern H i l l s .  The proportion 
o f  Western Hills small farmers reporting purchasing seeds i s  slightly higher than among small 
farmers in the Eastern Hills, but this i s  largely driven by the fact that farmers in the Western H i l l s  
are more l ikely to be growing crops for which purchasing seeds i s  common, such as winter and 
summer vegetables. The reverse i s  true for reported purchases o f  seeds for ma in  paddy and wheat. 
Analysis o f  the determinants o f  commercialization also reveals that farmers in the rural Western 
H i l l s  and Mountains are the least commercially oriented group, with significantly lower sales as a 
share o f  gross output. 

5.20 While crop incomes have stagnated, incomes f rom livestock rearing have increased. 
Real incomes f rom livestock production grew 2.4 percent a year between 1995-96 and 2003-04. 
Growth in livestock incomes has helped to offset some o f  the decline in incomes from crop 
production. Overall, productivity levels appear to have improved considerably, with real incomes 
rising f rom Rs 242 per tropical livestock units in 1995-96 to  Rs 320 in 2003-04, or by 32 
percent48 (appendix table A5.10). There are also s igns that a larger number o f  livestock owners 

48 Herd size is  measured in tropical livestock units, with cattle=0.70, sheep and goats=O. 10, pigs=0.20, and 
chicken=0.01. 
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are selling livestock products and that a significantly larger proportion are n o w  using veterinary 
services, indicating greater commercialization in the sector (table 5.8). 

Table 5.8: Sales of livestock products in Nepal by farm size, 1995-96 and 2003-04 (percent o f  households) 

1995-96 2003-04 
Small Medium Large All Small Medium Large All 

Category farmers farmers fanners farmers farmers farmers farmers farmers 
Sell milk 13 17 18 15 17 23 18 18 
Sell eggs 4 6 6 5 4 7 12 6 

Use veterinary services 7 12 16 9 20 27 32 23 

Source; World Bank s t a f f  calculations based on NLSS-I and I1 data. 

Sell meat 6 9 8 7 9 12 17 10 

5.2 1 Livestock rearing represents an important part o f  the l ivelihood strategy o f  rural  Nepalese 
households. Vir tual ly a l l  farm households o w n  livestock. Between 1995-96 and 2003-04 there 
appears to have been a shift in the composition o f  livestock herds owned by farm households. 
Farms shifted in to  raising more poultry (up 18 percent) and small ruminants (sheep and goats, up 
29 percent) and away from cows (down 15 percent) and buffalos (down 10 percent) (table 5.9). 

Table 5.9: Livestock ownership in rural areas of Nepal by  farm size, 1995-96 and 2003-04 
(percent of households) 

1995-96 2003-04 
Small Medium Large AI1 Small Medium Large All 

Category farmers farmers farmers farmers farmers farmers farmers farmers 

Herd size (TLU) 2.48 3.75 4.76 3.0 2.42 3.53 4.39 3 .O 
Livestock owners 95 98 99 96 96 98 99 97 

cows  71 87 93 77 67 85 88 75 
Buffaloes 56 63 59 58 54 63 60 57 

Poultry 51 56 56 53 55 61 69 59 

Goats 53 62 65 56 64 71 74 67 
Pigs 11 13 18 12 10 15 27 14 

Other 2 3 3 2 1 2 4 2 

Note: T L U  i s  trouical livestock unit. 
Source: World Bank s ta f f  calculations based on NLSS-I and I1 data. 

5.3 THE IMPORTANCE OF LAND 
5.22 Land ownership in Nepal i s  not only a productive asset but also a broader indicator 
of socioeconomic status. The socioeconomic importance o f  land ownership i s  probably best 
illustrated by the fact that land titles are perceived to be a prerequisite to  obtaining a citizenship 
certificate or to accessing a number o f  public  service^.^' 

5.23 Average land holdings have been decreasing rapidly, falling 25 percent between 
1995-96 and 2003-04 (from 0.88 hectares to 0.66 hectares; table 5.10). The decline has been 
larger in the upper ta i l  o f  the distribution (for example, the median fel l  9 percent), resulting in a 
drop in the land Gini f rom 0.65 to 0.60.50 In 2003-04, 57 percent o f  rural households owned less 
than 0.5 hectares and even the largest holdings were relatively modest. Only 0.5 percent o f  rural  

49A number o f  sources indicate this. See “The Missing Piece o f  the Puzzle: Caste Discrimination and the Conflict in 
Nepal.” Center for Human Rights and Global Justice (CHRGJ) at NYU School o f  Law (http://www.chrgj.org). See also 
Unequal Citizens” Nepal Gender and Social Exclusion Assessment. 2005, Wor ld  Bank. See Vidya Bir Singh Kansakar, 
Professor and Head o f  the Department o f  Geography, Tribhuvan University at http://www.ifa.org,np/talkitrade.php. See 
also an article quoting Dr. Krishna Bahadur Bhattachan at http://www,fesnepal.org/reports/2003/seminar~reports/ 
fes-gender-report. htm 
50 These land Gini coefficients are higher than those usually reported for Nepal, which are based on the agricultural 
census. The calculations here, however, account for all households, while agricultural censuses typically include only 
cultivating households. If landless households are excluded, the Gini coefficient based on our data i s  0.52 in 2003-04. 
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households owned more than 6 hectares. The share o f  landless households also increased slightly, 
from 15 percent t o  16 p e r ~ e n t . ~ '  

5.24 The decrease in land holdings i s  largely concentrated among farmers in the Terai. 
The holdings o f  medium-size farmers declined from 1.16 hectares on average to  0.92 hectares, 
whi le holdings of  larger farmers declined from 3.63 hectares to 2.78 hectares. Wh i le  the average 
holding among medium-size farmers in the Terai was 20 percent smaller, the area operated by 
this group declined only marginally by 2 percent, indicating that these households were renting 
land (area operated i s  defined as area owned plus area rented in minus area rented out). Average 
nonfarm households and agricultural wage laborers owned significantly smaller amounts o f  land; 
average land ownership among wage laborers i s  0.05 hectares. 

Table 5.10: Land ownership in Nepal by farm size and region, 1995-96 and 2003-04 (hectares) 
1995-96 2003-04 

Gross Net Gross Net 

area area area clrecl 
Small farmers, Mountains 0.48 0.52 0.79 0.52 0.54 0.94 
Small farmers, Eastern Hi l ls  0.49 0.53 0.89 0.47 0.51 0.89 
Small farmers, Western Hills 0.51 0.53 0.81 0.52 0.54 0.93 

Medium farmers, Terai 1.16 1.40 2.32 0.92 1.37 2.58 
Medium farmers, Eastern Hills and Mountains 1.26 1.40 2.22 1.18 1.37 2.35 
Medium farmers, Western Hills and Mountains 1.27 1.35 2.08 1.30 1.31 2.29 
Large farmers 3.63 4.09 6.62 2.78 3.27 5.90 

Terai nonfarm 0.25 0.03 0.05 0.26 0.04 0.10 
Other nonfarm 0.12 0.08 0.14 0.12 0.07 0.14 
All rural 0.88 0.98 1.58 0.66 0.75 1.35 
Note: Net  operated area i s  defined as area owned plus area rented in minus area rented out. As net operated area vanes by season, the 
max imum o f  the area operated in either season i s  used as the annual net operated area. Gross cultivated area i s  the sum o f  area 
cultivated in the wet and dry seasons. Agricultural laborer households are defined as households that operate less than 0.2 hectares o f  
land and in which household heads spend more than 20 percent o f  their time in agricultural wage-related activities. Remaining rural 
households fa l l  under the category o f  nonfarm rural  households. 
Source: Wor ld  Bank staff calculations based on  NLSS-I and I1 data. 

Area Area owned operated cultivated owned operated cultivated 

Small farmers, Terai 0.46 0.55 0.92 0.43 0.53 1 .oo 

Agricultural wage laborers 0.04 0.05 0.08 0.05 0.04 0.11 

5.25 Returns to land ownership relative to per capita expenditure increased dramatically 
between 1995-96 and 2003-04 (appendix figure A5.2). At f irst sight, this appears to  b e  at odds 
with the finding that returns to  agricultural land in Nepal, measured in crop profits, have declined. 
There are several possible explanations. First, land i s  not  just a productive agncultural asset. I t  
may offer potential gains in both the local labor market (for example, through increased 
bargaining power) and the international labor market (for example, as collateral to obtain a loan 
for migration). Land ownership may also be a proxy for  other productive and entrepreneurial 
characteristics (both observed and unobserved) o f  individuals (Macours 2005). M o r e  work  i s  
needed to explore the l inks between land ownership and poverty in order to derive more robust 
pol icy prescriptions. 

5.26 Land markets are underdeveloped, and inheritance i s  the main mechanism through 
which land ownership changes hands. In 1995-96, 85 percent o f  rural  land was obtained 
through inheritance. Land sales activity in rural Nepal i s  limited, with litt le change between 1995- 
96 and 2003-04. In both years 50 percent o f  transactions involved 0.1 hectares or  less, and only 
0.1 percent o f  households bought more than 1 hectare. Households that participate in transactions 

'' N L S S  panel data shows that 48 percent o f  rural households owned less land in 2003-04 than in 1995-96. 
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tend to be richer, indicating a segmented market. N o t  surprisingly, the size o f  land holdings i s  
positively correlated with being active in the land market. 

5.27 In addition to inheritance and land markets, households may also have acquired land as a 
result o f  government policies. Nepal’s Land Reform Ac t  o f  1962 attempted to  address land access 
by establishing land ownership ceilings and securing tenancy rights. Nevertheless, only 1.5 
percent o f  agricultural land was redistributed because o f  widespread evasion o f  land ceilings, and 
the redistribution occurred long before the period examined in this report. A 1995 amendment o f  
the Land A c t  abolished dual ownership o f  land under tenancy by physically splitting up the land 
between tenants and landowners. The survey data suggest, however, that this legislative change 
did not result in a large shift f rom tenancy to ownership, which i s  consistent with anecdotal 
evidence related to lack of implementation o f  the Amendment. At the level of  individual 
households, there i s  n o  significant correlation between 1995-96 tenancy status and 2003-04 
ownership. 

5.4 SUMMARY AND POLICY OPTIONS 
5.28 Agriculture’s contribution to observed improvements in rural  living standards has been 
modest, in large part because of the poor performance o f  the crop sector. The real prices o f  major 
agricultural commodities such as paddy have fallen and the ratio o f  output prices to  input prices 
has also declined, contributing to the lower profitability o f  the crop sector. As a result, both land 
and labor productivity have declined in real terms. Several other factors have contributed to the 
sluggish performance o f  the crop sector. Yields for  the major cereal crops (paddy, wheat, and 
maize), which account for 80 percent o f  total cropped area and 66 percent of  the gross crop 
output, have increased only slightly. At the same time, farm sizes have shrunk, with median land 
ownership among rural  households down by 9 percent. Almost h a l f  o f  a l l  rural  households report 
smaller farm sizes fi-om 1995-96. So even though yields appear to  have increased slightly, smaller 
farm sizes have affected total output. 

5.29 The declining profitability o f  cereal crops points to the need to continue to promote 
high-value agriculture, including horticulture and livestock production. There i s  evidence 
that production o f  high-value crops i s  already increasing in some parts o f  Nepal, particularly in 
the Western H i l l s  and Terai. Al though production i s  l imi ted among the poorest farmers, there i s  
evidence that even the poorest households are growing some high-value crops, including f ru i ts  
and vegetables, albeit pr imari ly for  home consumption. A shift to  a more diversified agricultural 
production system can create jobs and off-farm income in agricultural processing and marketing, 
input supply and services, and related industries. 

5.30 Successfully expanding higher value agriculture will require efforts o n  a number o f  
fronts, including improvements in technology and market infrastructure. Also important i s  
fostering the development of producer organizations; to enable small farmers to  more effectively 
manage their own  resources, gain better access to services, and have more effective input into 
decisionmaking processes that affect their livelihoods. Since there are greater r isks in shifting into 
higher value agriculture, measures are needed to ensure that small farmers are better able to 
manage the new r isks.  Research and extension services to promote high-value agriculture are 
weak and need to be reoriented to respond more effectively t o  the demands o f  diversified 
agriculture. Greater private sector participation in delivering services to farmers will also be 
essential. Post-harvest systems need to be improved in storage, collection centers, packaging, 
transport, and quality control. Al though access to rural  markets and roads has improved slightly 
since 1995-96, further improvements in connectivity and infrastructure wil l b e  necessary to link 
high-value crop areas and markets and invite greater private sector participation. 
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5.31 Safeguarding the safety and quality of the food supply i s  increasingly important, 
both to public health and to  international trade, where food safety, plant health, and animal 
health issues are increasingly important. Nepal’s share o f  agricultural exports has increased 
dramatically, but considerable scope remains for expanding exports o f  horticultural and livestock 
products. Measures are needed to ensure compliance with food safety and agncultural health 
standards in Nepal’s traditional export markets (India and the Middle East) as we l l  as in new 
markets that offer opportunities for agricultural exports. 

5.32 Increased agricultural diversification and production of high-value crops have the 
potential to increase nonfarm employment opportunities in rural areas. Private investments 
in processing for many o f  the higher value agricultural commodities could generate new rural 
employment opportunities and contribute to  higher rural  incomes. However, an environment 
conducive to private sector participation i s  necessary, and this has been laclung. 

5.33 Increasing yields in the major cereal crops requires attention to many inputs. Credit 
constraints prevent the poorest households f rom benefiting f rom existing technology and modem 
inputs. Access to irrigation also needs attention, and water use efficiency needs to  be increased.52 
Physical rehabilitation and modernization o f  irrigation systems and improved water resources 
management are needed to increase the productivity o f  irrigated agriculture. 

5.34 Increasing the asset base of the landless and near landless and improving their 
access to inputs and services will be key to raising their incomes in the long run. Rural  
poverty i s  increasingly concentrated among small farmers and agricultural laborers (see chapter 
1). Interventions that target medium and large farmers may not  raise the incomes o f  most poor 
households, except through increased demand for agricultural labor or other multiplier effects. 
Projects and programs targeted at directly raising the real incomes o f  the poorest households, 
such as better access to  education for children and vocational and business development sk i l l s  
training, deserve careful consideration. Moreover, i t i s  crucial that small farmers and agricultural 
laborers be included in developing strategies for agncultural growth. 

52 Nepal has tremendous unutilized groundwater potential in the Terai and tapping into this resource has great potential 
to expand the area under year-round irrigation. 
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CHAPTER 6: COMPLEMENTARY ASSETS: FINANCIAL AND PHYSICAL 
INFRASTRUCTURE 

6.1 INTRODUCTION 
6.1 Financial, physical, and social infrastructure are necessary complements to  the private 
efforts o f  the poor to better their lives. In India, differences in electricity, road density, and 
banking facilities explained most o f  the variation in industrial development across districts Joshi 
(1990). W e l l  developed financial infrastructure i s  crucial for  helping the poor invest, diversify, 
smooth consumption during hard times, and cope with risk. The development o f  physical 
infrastructure i s  especially important in Nepal because o f  i t s  geography, which leads to high 
transport costs and l o w  population density in the most disadvantaged regions. These 
characteristics impede the development o f  markets and make it diff icult to remedy regional 
disparities in economic and human development, The lack o f  physical connectivity has also 
exacerbated social divisions, which together with social exclusion has been an important factor 
behind the decades-long conflict. This chapter discusses issues pertaining to financial and 
physical infrastructure; the social issues were discussed in chapter 2. 

6.2 IMPROVING FINANCIAL INFRASTRUCTURE FOR THE POOR 
6.2 Access to financial services i s  an important means of helping the poor improve their 
livelihoods-to invest, diversify, smooth consumption 'during hard times, and cope with r isk.  In 
addition, studies find that access to credit has strengthened women's bargaining position with 
their husbands and increased their physical mobil ity, self-confidence, and participation in public 
l i f e  (Zeller and Meyer, 2002). But financial markets, because of asymmetric information and 
transaction costs, often serve the poor badly. 

Table 6.1: Proportion o f  households making and taking loans in Nepal 
1995-96 and 2003-04 (percent) 

1995-96 2003-04 
Taking loans Making loans Taking loans Making loans 

Al l  purposes 
Total 61.3 10.6 68.8 15.7 
Urban 37.6 7.8 46.2 15.3 
Rural 63.1 10.8 73.2 15.8 
Lowest quintiie 61.0 6.3 74.5 7.8 
Second 65.0 7.7 76.7 10.6 
Third 67.0 8.9 72.4 14.1 
Fourth 63.1 10.9 71.4 20.4 
Highest quintile 51.7 17.2 52.1 22.5 
Business purposes 
Total 22.2 3.7 21.6 4.3 
Urban 14.4 3.3 19.7 5.2 
Rural 22.8 3.8 22.0 4.1 
Lowest quintile 12.8 2.2 14.1 1.4 
Second 21.2 2.5 19.6 2.4 
Third 24.2 3.2 22.6 3.2 
Fourth 25.7 3.6 27.7 6.0 
Highest quintile 24.9 6.2 22.2 7.2 
Source: NLSS-I and 11. 

6.3 Overall, financial activities increased between 1995-96 and 2003-04, with more 
households taking and making loans. The proportion o f  households that borrowed increased 
from 61 percent to 69 percent (table 6.1). Borrowing i s  more prevalent in m a l  than in urban 
areas, and the poorest quintiles are more l ike ly  to borrow, especially for  consumption purposes. 
Fol lowing a 50 percent increase in the proportion o f  households in rural  areas that made loans 
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between 1995-96 and 2003-04, urban and rural households are equally l ike ly  to lend, possibly a 
result o f  the increasing i n f l ow  o f  remittances to rural areas. Whi le richer households are more 
l ike ly  to lend, even poor households do so. 

6.4 Informal credit sources dominate for both business and consumption purposes. 
Nearly 55 percent of loans in 2003-04 came f rom relatives, 26 percent f rom moneylenders, and 
15 percent from banks.53 Nongovernmental organizations (NGOs) and others provide a small 
share o f  loans. The importance o f  the formal financial sector in providing loans i s  considerably 
lower than o n  average for poor households, with the difference being made up by a reliance on 
informal sources. Between 1995-96 and 2003-04 the reliance o n  moneylenders declined 
significantly f o r  a l l  income groups, while reliance on relatives and friends increased significantly 
(table 6.2). 

s: the Rural Self- 

6.5 Formal institutions are important sources of business loans, but their importance 
has been declining. Overall, 22 percent o f  households took out business loans in 1995-96 and in 
2003-04 (see table 6.1). Whi le  37 percent o f  these loans were provided by the formal sector, that 
share was down from 41 percent in 1995-96 (table 6.2). Households met  their increased lending 
demand f rom relatives and friends, whose share o f  loans for business purposes increased f rom 30 
percent in 1995-96 to 43 percent in 2003-04.54 Wh i le  the increasing financial activity of 

T h e  category “banks” combines agricultural development banks, commercial banks, Grameen Bank, and other 
financial institutions. Agricultural development banks provide 8 percent o f  loans. Commercial banks provide fewer 
than 2 percent o f  all loans in rural areas, but almost 7 percent in urban areas. 
54Consistent wi th the increase in loans f rom relatives and friends, the proportion o f  households making loans increased 
from 10 percent to 15 percent. Increases in loan making are registered in both urban and rural areas and for al l  income 
groups, table 6.1. 

53 
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households i s  indicative o f  their increasing wealth, the increased borrowing f rom relatives and 
friends also suggests the lack o f  good savings institutions to  provide alternative opportunities for  
investment and resource pooling in rural areas. 

for 
banks. In urban areas the 

Table 6.2: Distribution o f  loans in Nepal by source and expenditure quintile, 1995-96 and 2003-04 

Table 6.3: Interest rates paid to various sources in Nepal, 1995-96 and 2003-04 
(percent) 

AN loans 
Bank 
Relativesifriends 
Moneylenders 
NGOsirelief agencies 
Others 
Total 
Business loans 
Bank 
Relatives/friends 
Moneylenders 
NGOs/relief agencies 
Others 

interest rates charged by 

dramatically, by 25 
percent in of 
agncultural banks and by 
more than 50 percent in 

formal banks declined 

case Of 

1995-96 
Lowest ui~cile Second Third Fourth 2::;; All 

Rural Urban 
1995-96 2003-04 Change 1995-96 2003-04 Change 

Formal 
Agriculturalbanks 17 18 3 22 16 -2 5 

Informal 
Commercial banks 17 16 -7 24 12 -5 1 

Relative O r  friend 30 30 0 22 21 -3 
Moneylender 37 31 -16 32 20 -3 8 
s I 

7 14 15 19 23 16 
43 42 41 34 45 41 
47 40 42 42 28 40 
0 0 0 0 1 0 
3 3 2 4 3 3 

100 100 100 100 100 100 

30 36 42 40 49 41 
39 31 32 24 31 30 
25 29 25 33 15 25 
2 0 1 0 2 1 
4 4 1 4 3 3 

2003-04 
Second Third Fourth 2:;; All 

6 10 12 18 27 15 
59 57 56 51 52 55 
32 30 27 26 16 26 
1 2 2 3 3 2 
1 1 3 3 2 2 

100 100 100 100 100 100 

22 29 34 38 48 37 
62 50 43 39 34 43 
14 16 14 17 14 15 
2 3 4 5 3 4 
1 2 4 2 1 2 

Total 100 100 100 100 100 100 100 100 100 100 100 100 
Source: N L S S - I  and 11. 

6.6 Increased loans f rom relatives and friends, h e l e d  by remittance income, seem to have 
lowered the rates charged by moneylenders in both urban and rural  areas (table 6.3)” In 1995-96 
interest rates charged by moneylenders were higher than interest rates charged by relatives and 
friends, but by 2003-04 these rates were converging, although interest rates remained higher in 
the informal sector than in the formal sector in both urban and rural  areas. Informal sector interest 
rates are considerably lower in urban areas, however, possibly reflecting differences in risk. 
Formal sector interest rates are lower in rural areas than in urban areas, possibly reflecting 
government mandates for  pr ior i ty lending. In rural  areas in 2003-04 formal banks charged 16-18 
percent annual interest rates, reflecting a slight increase in rates for  agricultural banks and a slight 

banks. 

6.7 While the formal sector accounts for a small proportion o f  loans, average and 
median loan sizes are large and rose considerably between 1995-96 and 2003-04. The average 
size o f  a formal sector loan in 2003-04 was about Rs 100,000 in 1995-96 prices, whi le the 
average size o f  an informal sector loan was Rs 25,000; the median size o f  loans was Rs 16,000 in 
the formal sector and Rs 9,000 in the informal sector. The average and median size o f  loans 
increased in both formal and informal sectors, but more so in the formal sector. The largest 
increase in the average and median size o f  loans was in loans f rom NGOs, although the volume o f  
this lending remained small. 

55Anecdotal evidence suggests that the distinction between friends or relatives and moneylenders in Nepal i s  blurred. In 
fact, the interest rates charged by friendsirelatives and moneylenders were virtually the same in 2003-04 (but not in 
1995-96). 

75 



Table 6.4: Average amount of loans in Nepal by source and expenditure quintile 
(thousands of 1995-96 rupees) 

Average 
Banks  
Relativesifriends 
Moneylenders 
N G O s i r e l i e f  agencies 
Others 
Total  
Median 
Banks  
Relativesifriends 
Moneylenders 
NGOsi re l ie f  agencies 
Others 

1995-96 
Lowest quintile Second Third Fourth Highest All quint i le 

- 9 11 12 47 23 
9 7 8 7 28 13 
- 12 5 11 31 13 

13 
10 9 9 10 37 17 
- - - - - 

- 6 7 9 13 8 
3 4 5 4 11 5 
- 3 4 5 5 4  

4 - - - - - 

2003 - 04 
Lowest lrintile Second Third Fourth Highest All quintile 

12 22 34 247 98 
8 15 18 20 53 23 
- 16 15 30 39 25 

16 
8 

142 50 

- 

- - - - - 
- - - - - 
9 14 17 27 

- 9 13 17 43 16 
5 7 8 10 21 9 
- 8 5 19 21  10 

10 
6 

- - - - - 
- - - - - 

Total  4 5 5 6 11 6 5 8 9 13 26 12 
-- stands for smal l  sample size 
Source: N L S S - I  and 11. 

6.8 The decline in outreach by formal financial institutions could reflect the closing of 
bank branches in the past several years because of the Maoist insurgency. The two largest 
banks, Bastriya Banijya Bank (RBB) and Nepal Bank L imi ted (NBL), closed roughly a third of 
their branches because o f  the worsening security situation. Accessibility t o  banks deteriorated in 
rural  areas and stagnated in urban areas. In rural  areas the time to reach a bank increased from 3 
hours to 3.5 hours, on average. This i s  particularly noteworthy since accessibility to other services 
has improved considerably (see section 6.3). 

Table 6.5: Time to access a commercial bank in Nepal, 
1995-96 and 2003-04 (hours) 

Change 1995-96 2003-04 ~ ercent) 

Urban 
Mean 0.32 0.35 8 
Median 0.25 0.25 0 
Rural 
Mean 3 .O 3.5 18 
Median 2.0 2.0 0 
Source: N L S S - I  and 11. 

6.9 Public sector financial institutions (banks and public institutions created to target the 
poor, such as the Grameen Bank replicators) have had a poor record in savings mobil ization and 
outreach to  the poorer segments o f  the rural  population (table 6.1 for Nepal and Zeller et. al., 
2002 for international evidence). They also accumulated financial liabilities. T w o  out of five 
Grameen replicators had to be recapitalized and the most successful replicator i s  prof i t  making 
only thanks to the interest earned o n  bank deposits, rather than o n  intermediation. Commercial 
bank directed lending to the “priority” and “deprived” sector i s  being, respectively, gradually 
phased out and reduced, as arrear rate o n  this port fo l io segment was very high. Overall, there i s  a 
very high rate o f  non-performing loans in the banking system in Nepal which i s  the direct result 
o f  polit ically directed lending, which benefited most ly to the better-off (World Bank 2003). This ,  
not  only resulted in l imited lending to  the poor, but in the case o f  public sector banks, in diversion 
o f  public resources to the benefit o f  the better-off, who  ultimately defaulted. 

6.10 Good financial intermediation i s  particularly important today to help realize the 
large potential gains from temporary migration. Particularly important i s  improving the 
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financial structure to provide credit t o  undertake temporary work migration, facilitate the transfer 
of remittances, and flexibly channel remittances into investment and consumption. There are clear 
shortcomings in al l  three areas. To improve the efficiency o f  fund transfers, the Central Bank 
began in 2004 to issue licenses to  private operators to facilitate the remittance business. Operators 
in countries o f  origin receive a license to open a bank account o n  behalf o f  migrant workers (the 
accounts can b e  used only to transfer funds to commercial banks in Nepal). One operator has 
been licensed in Malaysia under this scheme. In a second model, private operators in Nepal link 
up with agents (MoneyGram, Western Union, and so forth) and distribute the funds, undertakmg 
the guarantee to pay. Roughly 30 operators have been licensed under this scheme. By routing 
remittances through commercial banks (at source and as the f i rst  recipient in Nepal), this 
licensing program ensures supervision o f  the remittance business by the financial sector regulator. 

6.11 Despite these efforts, remittances s t i l l  can take from 10 days to several weeks to reach 
remote areas, and remitting through the formal sector i s  s t i l l  expensive. Usual ly two  different 
banks are involved in the transaction, the receiving bank (which makes a good margin through 
foreign exchange) and the bank involved in physically delivering the remittances (which charges 
a commission). Concrete recommendations on how to improve the eficiency of remittances 
transfer wi l l  come from a study being conducted by the Rastra Bank and the World Bank on the 
rapidly growing Middle East remittance corridor aimed at identifiing bottlenecks in remittance 
transfers at the remitting point, the intermediate phase, and the receiving point to reduce time 
and costs. 

6.3 IMPROVING CONNECTIVITY AND PHYSICAL INFRASTRUCTURE 
6.12 M o r e  and better roads can contribute directly and indirectly to households’ 
economic welfare. Roads can improve access to markets for  agricultural and nonfarm products 
and services and open up more rewarding j o b  opportunities. For  a geographically diverse country 
such as Nepal, better roads may encourage work migration f rom remote regions, providing 
households with access to additional and often critical sources o f  income. Roads can also increase 
overall welfare by improving access to basic services such as schools and health facilities. 
Because o f  such all-encompassing effects, road and other infrastructure construction and 
rehabilitation can influence almost a l l  measures o f  economic activity, including factor prices 
(land rent, land price, wages, interest rates), employment structure (for example, farm or nonfarm 
employment and women’s participation in the labor force), specialization (agricultural 
diversification and commercialization, specialization in nonfarm activities), and household 
welfare (for example, per capita consumption and schooling). Infrastructure investment also 
entails large dynamic effects by generating important externalities. 

6.13 Nepal’s road network has expanded significantly since mid-1990s. Between 1995 and 
2002, the total road network increased 6.7 percent a year, f rom about 11,000 lulometers to 17,000 
lulometers (table 6.6). 
Distr ict  and rural roads 
experienced the largest 
expansion, growing an 
average o f  11 percent a 
year. In addition, 
decentralization o f  authority 
t o  local levels resulted in 

Table 6.6: Road length in Nepal by construction and type 
1995 and 2002 (kilometers) 

Annual Annual 
By construction type 1995 2002 growth By road type 1995 2002 growth 

(percent) (percent) 
Black top 3,533 4,781 4.4 Highway 2,831 3,029 1.0 
Gravel 2,662 4,520 7.9 Feeder road 1,679 1,832 1.3 
Earthen 4,529 7,534 7.5 Districtroad 4,799 9,775 10.7 

Urbanroad 1.415 2.198 6.5 
construction o f  a vast but Total 10,724 16,835 6.7 Total 10,724 16,835 6.7 

UnDlanned network of rural  Source: Statistical Yearbook and Statistical Pocket Book, CBS 

roads using locally raised ’ 
funds. 
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6.14 Accessibility remains a major constraint, especially in rural areas. As would be 
expected, both mean and median travel time to various facilities and markets are higher in rural  
areas, since urban areas tend to enjoy better infrastructure facilities. On average, the median 
(typical) household in rural areas i s  more than four and a ha l f  times as far f rom a given facil i ty 
(such as a school, a paved road, or a commercial bank) as the typical urban household (table 6.7). 
Consider schools, the most accessible facility in Nepal. A chi ld from a typical rural  household 
would have to travel 25 minutes to school compared with 8 minutes for  a chi ld f rom a typical 
urban household. The typical urban household i s  located next to  a paved road, whereas a member 
o f  the typical rural  household has to travel two hours to reach a paved road. For  rural  households 
an hour or more of travel time i s  required to reach a paved road, bus stop, market center, h s h i  
center, cooperative, or commercial bank. For urban households, the least accessible facilities are 
the krishi centers, but even those are within 50 minutes travel time for a typical urban household. 

Table 6.7: Travel time to nearest facility from rura l  and urban areas of Nepal in 2003-04 
and improvements since 1995-96 

R u r a l  areas U r b a n  areas 
Travel time (hours) ImDrovement since Travel time (hours) ImDrovement since 

I ,  , I  

2 003 -04 (percent) 1995-96 2 003- 04 (p'ercent)1995-96 
FaciliQ Median Mean Median Mean Median Mean Median Mean 

School 0.25 0.32 0 24 0.08 0 14 0 26 
Health Center 0 5 0  0 8 6  50 33 0.25 0.36 0 -6 
Bus stop 1.00 3.28 33 16 0.17 0.27 0 13 
Paved road 2.00 4.87 20 0 0 00 0 18 -20 
Local shop 0.17 0.57 32 18 0.00 0 05 67 
Market center 1.50 2.65 25 15 0 25 0.33 0 0 
Knsh i  center 1 5 0  243 25 4 0.50 0.58 -52 -23 

Commercial bank 2 00 3 49 0 -1 8 0 25 0 35 -47 -9 
Cooperative 1.50 2.82 14 -8 0.33 0.44 -32 0 

Note Negat ive value indicates worsening access 
Source. World B a n k  staf f  calculations using N L S S - I  and I1 

6.15 Travel times for the typical household, hours from the nearest facility 
however, mask great dispanties among households in 
accessibility. For instance, for rural households the 
average travel time i s  almost 5 hours to  the nearest 
paved road, about 4 hours to the nearest commercial 
bank, 3.5 hours to the nearest bus stop, and about 
ha l f  an hour to the nearest school. More  than a fifth 
o f  households are more than two hours away f rom 
the nearest bus, almost a quarter are two hours away 
from a market, and over a third are 2 hours away 
from a paved road or bank (figure 6.1). 

6.16 Travel time to  some facilities and markets 
declined between 1995-96 and 2003-04, especially 
in rural areas.56 Estimates o f  median travel t ime show considerable improvement in access to 
hospitals, bus stops, local shops, market centers, k r i s h n i  centers, and paved roads in rural, and 

Figure 6.1 Percent of households more than 2 

56Accessibility could have improved because o f  improvements in roads, in modes o f  transportation, or in facility 
coverage and it i s  difficult to separate these effects using household data. However, to test what development could 
explain improved access to a certain facility, regressions were run explaining the changes in travel time to a facility as a 
function o f  init ial travel time and change in travel time due to paved roads. In case o f  schools, most o f  the improvement 
in access originated from the construction o f  new schools in underserved areas. In case o f  hospitals and markets, 
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virtually n o  gains in urban areas (table 6.7)’’ Estimates o f  mean travel times show more modest 
improvement in rural and some improvements in urban areas. The largest improvements were in 
access to schools in urban areas (a 26 percent drop in average travel time) and to  hospitals in rural  
areas (a 33 percent drop). Contrary to estimates based o n  median travel time, average travel t ime 
to  the nearest commercial bank in rural  areas increased, indicating a decline in the density o f  
commercial banks.” 

6.17 Although richer households have better access to facilities, road expansion has 
resulted in relatively pro-poor improvements in overall access. There i s  a strong relationship 
between wealth and access to  various facilities, with wealthier households having shorter travel 
times to  a l l  facilities (table 6.QS9 An important pol icy question, however, i s  whether the 
placement o f  infkastructure and facilities has been pro-poor. T w o  methods were used to determine 
whether the expansion was pro-poor: a simple calculation o f  changes in time traveled by 
expenditure quintile, and a regression o f  changes in travel t ime to a particular facil i ty in a district 
on measures o f  headcount poverty, in i t ia l  travel t ime in 1995-96, and a set o f  other variables 
using district-level panel data. 

Table 6.8: Access to selected facilities by expenditure quintile in Nepal 
2003-04 and improvements since 1995-96 

Travel time in 2003-04 (mean hours) Improvements since 1995-96 (percent) 
Health Paved Market Health Paved Market 

Center road center Center Road center Quintile School 

Lowest 0.38 1.07 5.59 3.64 34 32 23 32 
Second 0.3 0.88 5.5 2.72 17 38 5 17 
Third 0.3 0.77 4.92 2.31 28 34 -5 20 
Fourth 0.29 0.69 4.23 2.02 15 27 -3 18 

Source: World Bank staff calculations using NLSS-I and 11. 

6.18 Analysis of travel time showed that almost a l l  expenditure quintiles experienced an 
improvement in access to  schools and market centers, though the lowest and highest 20 percent o f  
households benefited most. For  hospitals, improvements were largest for  the second and third 
expenditure quintiles. For  paved roads only the lowest and highest 20 percent experienced 
improved travel time, whi le the other quintiles saw travel time increase slightly. Overall, at least 
for schools, paved roads, and markets, the gains appear to be concentrated in the upper and lower 
tail o f  the income distribution (table 6.8). 

6.19 The regression results explaining the difference in travel t ime between 1995-96 and 
2003-04 find that in i t ia l  travel time i s  negative and statistically highly significant in determining 
where new roads and facilities are placed (appendix table A6.1). In other words, facilities and 
infrastructure were targeted to  areas that were underserved in 1995-96. T o  the extent that greater 

~ 

improvements in access came largely from improvements in transportation networks and technology. See Shilpi 2005 
for more details. 
” The proportion o f  urban population in Nepal increased from 7 percent in 1995-96 to  15 in 2003-04. T h i s  trend has 
been driven by the increased migration to the established urban areas, but also by the transformation o f  the previously 
rural dwellings to urban settlements. I t  i s  reasonable to expect that these newly transformed urban settlements would 
have lower accessibility indicators relative to the established urban centers. T h i s  pattern may  account for the absence o f  
improvements in accessibility in rural areas between the two rounds o f  NLSS survey. ’* There are also stark regional disparities. See Chapter 2 and Shilpi (2005) for details. 
j9 Because o f  the predominance of rural households in the national sample, the overall picture that emerges from both 
national and rural samples are similar. 

79 



inaccessibility t o  these facilities reduces people's standard o f  living, this placement pattern 
suggests some pro-poor targeting.60 

6.20 Marginal analysis indicates that future expansion of  roads will be pro-poor. Average 
benefits analysis suggests some bias toward the nonpoor in access to facilities and infrastructure, 
possibly because o f  the capture o f  benefits by the nonpoor f rom early expansion o f  infrastructure. 
International evidence shows that often once the nonpoor are reasonably we l l  served marginal 
expansion o f  programs tends to reach more and more poor people (Lanjouw and Ravall ion 1999). 
Thus average benefit analysis could underestimate the marginal benefit for  the poor o f  future 
program expansion. 

Table 6.9: Marginal benefits of improved access to facilities and infrastructure in Nepal 
(minute decline in travel time) 

Lowest Highest 
Facil ity quintile Second Third Fourth quintile 

School 1.19 1.33 1.19 1.03 0.88 
Health Center 1.40 1.19 1.06 0.89 0.86 
Paved road 1.68 1.81 1.77 1.64 1.29 
Market center 1.46 1.39 1.33 1.01 1.04 
Any market 1.40 1.56 1.38 1.19 1.08 

Note: The table provides the instrumental variable estimates o f  regression coefficients o f  the quir 
districts on the average travel time at the regional level. "'he excluded mean i s  the instrument f o r t  
Source: Wor ld  Bank staff estimates based on N L S S  I and I1 

Average 

1.13 
1.08 
1.64 
1.25 
1.32 

le-specific travel times across 
: actual mean. 

6.21 Marginal  benefit analysis has been conducted indicating that a decline in regional-level 
travel t ime will lead to a decline in quintile-specific travel time (table 6.9).61 The coefficient 
estimates for a l l  facilities indicate that at the margin future expansion in infrastructure that 
reduces travel time will be more beneficial t o  the poor than to the nonpoor.62 For  schools, a 10- 
minute decline in average travel time to schools at the regional level wil l result in about a 20- 
minute decline in travel time for the poorest 20 percent o f  households and about a 9-minute 
decline for  the richest 20 percent. A decline in travel t ime to  a paved road reaps the highest 
benefit at the margin, benefiting al l  quintiles, especially the second and the fist poorest quintiles. 
The next highest benefits at the margin are for  reduced travel time to  markets. Thus  a pro-poor 
pol icy would also focus on expanding road networks, particularly paved roads, and improving 
access to  markets in rural areas. For better access to schools and health facilities, the government 
could expand road networks and make greater use o f  the private sector (especially in health) to 
improve delivery o f  basic services. 

6.22 The robust conclusion that emerges f rom the analysis i s  that both infrastructure and 
facilities were placed more frequently in districts that were underserved during 1995-96. T o  the 

60Explanatory variables are the percentage o f  population that i s  poor and travel time to  markets, paved roads, and 
facilities in 1995-96 and 2003-04. Other variables include change in travel time to paved road, population density, 
arable land, average elevation, and its standard deviation (to measure the expected costs and returns f rom placement o f  
roads and facilities). 
61Following the methodology o f  Lanjouw and Ravallion (1 999), the marginal benefit incidence o f  facil i ty and 
infrastructure improvement was estimated using both rounds o f  the NLSS surveys. T h e  econometric estimation i s  based 
on a district-level database on travel time to five facilities by expenditure quintile. For each quintile the district-level 
mean travel time i s  regressed on average regional-level travel t ime using the excluded district-level mean as the 
instrument. 
62Tnis result holds for both 2003-04 and 1995-96 data (except for hospitals). Almost al l  estimates also imply a much 
more pro-poor marginal effect in 2003-04 data compared with 1995-96. 
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extent that there i s  a positive correlation between poverty and lack of  access to  facilities and 
infrastructure, this impl ic i t ly  ensured some mild pro-poor targeting. With respect to 
infrastructure’s effect on poverty, the results suggest that the benefits o f  infrastructure are 
capitalized largely through increased shares o f  nonfarm employment and, to some extent, higher 
education level. These impacts were critical in influencing the rate o f  poverty reduction in Nepal. 
The regression results suggest that improvements in infrastructure measured in reduced travel 
t ime to markets has led to pro-poor growth even in the short run (appendix, table A6.2).63 

6.23 Despite vast hydroelectric resources, less than 40 percent of Nepalese households 
have access to  electricity, and those that do are  mainly in urban areas. In Kathmandu a l l  
households report having electricity, and the situation i s  good and improving in other urban areas 
(coverage increased from 70 percent in 1995-96 to 80 percent in 2003-04). But access to  
electricity i s  very l o w  in rural  areas, and power costs are among the highest in South Asia. Rural 
Westem Terai fares better than other rural  areas (32 percent o f  households have access to 
electricity), whi le in the other three rural  regions only about a quarter o f  households have access 
to  electricity. 

Table 6.10: Share of households wi th  a n  electricity connection in Nepal, 1995-96 and 2003-04 
Change 

(percent) 1995-96 2003-04 

Region 
Kathmandu 99 99 0 
Other urban 68 81 20 
Rural Western H i l l s  4 26 518 
Rural Eastern H i l l s  17 25 51 
Rural Western Terai I O  32 216 
Rural Eastern Terai 6 27 347 
Poverty status 
Nonpoor 20 46 132 
Poor 4 11 177 
Quintile 
Lowest 3 9 201 
Second 5 16 245 
Third 8 27 237 
Fourth 11 42 280 
Highest 36 16 110 

Source: NLSS-I  and 11. 

6.24 Some steps have been taken to  improve access and services. The Power Development 
Fund was established to mobil ize investments in small- and medium-size power development 
projects. To curtail leakages and increase efficiency, Nepal Electricity Authority has unbundled 
i ts operations into generation, transmission, and distribution and has decentralized some o f  these 
functions to communities and cooperatives. 

63This conclusion follows from the district-level regression analysis o f  the change in real per capita expenditure 
between 2003-04 and 1995-96 (dependent variable) and a set o f  explanatory variables indicating init ial conditions (per 
capita expenditure, travel time to  market, share o f  non-farm in total employment) and their changes over time. The 
init ial remittance f low and relative level o f  non-farm employment caused some regional divergences in poverty 
reduction in the sense that regions with better remittances f low and higher share o f  non-farm employment experienced 
higher increase in per capita real expenditure. Once the divergences caused by non-farm employment and remittances 
are accounted for, overall growth in Nepal was regionally pro-poor in the sense that regions with relatively lower levels 
of per capita expenditure registered higher increase in per capita expenditure. Change in remittance flow, and change 
in level o f  non-farm employment al l  contributed significantly to an increase in per capita real expenditure. See Shilpi 
(2005) for details. 
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6.4 POLICY OPTIONS 
6.25 Improvements in servicing the financial needs of  the poor require broader reform of 
the banking and microfinance system in the country, including consolidation and efficiency 
gains. The legal framework and supervision o f  the sector are also weak. To increase efficiency in 
the sector, the government should complete the restructuring and sale or privatization o f  NBL and 
RBB. Moreover, to facilitate lending to smaller borrowers, i t could create a more comprehensive 
and effective system o f  movable collateral (for both physical and juridical persons), t o  a l low 
small businesses to borrow safely against movable collateral. 

6.26 Microfinance institutions will have to play an important role in serving the poor and 
very remote areas. The government should reconsider i t s  position as direct provider o f  
microfinance and focus instead on strengthening i t s  functions as regulator and facilitator o f  the 
sector. This could include developing a realistic restructuring and privatization p lan for the 
Grameen Bank  replicators (sale to a strategic investor might prove more beneficial than sale to  i t s  
borrowers), transforming RSRF into a separate and majority privately owned fund, reforming the 
confusing microfinance legal framework, and strengthening supervision o f  the sector. Other 
countries have shown how this could be done, Uganda, for  example i s  often cited as one o f  a best 
practice cases (see box  6.2). 

6.27 The government of  Nepal should continue and even strengthen its investments in 
improving infrastructure and access to markets to boost economic development and 
improve the welfare of  its people, especially the poor. Investments in road construction and 
maintenance should receive top priority, with an emphasis on connectivity in rural  areas. This 
would require strategic planning for the expansion of rural  infrastructure in l ine with targets in the 
Agncultural Perspectives Plan and consolidation o f  institutional structures for  the provision of 
infrastructure, particularly for  sustainable road networks. The government has already made 
several key reforms in this direction, such as the creation o f  DoLIDAR, to strengthen the abil ity 
o f  local authorities in building and managing rural  roads. The Establishment o f  Roads Board with 
the objective to  generate sustainable revenue flows through additional user's charges for the 
maintenance o f  strategic roads and rural roads i s  also an important step. Being a financing and 
monitoring agency with the mandate to oversee the work  of road agencies, the Road Board should 
be further strengthened so as to ensure that rehabilitation and maintenance are camed out in an 
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efficient manner. Investments in markets, particularly in rural areas, should also be emphasized, 
including investments in physical structures, maintenance, and connectivity. 

6.28 Expansion of access to electricity requires partnerships with the private sector. An 
independent regulatory body i s  needed to attract efficient private investments. Cross-subsidies 
will be needed to  induce the private sector to deliver electricity to remote areas where population 
density i s  l o w  and unit costs are high. Nepal also has the potential to trade electricity with India, 
whose power needs are large. That potential should help to attract more commercial and private 
sector-led power exchanges. 
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CHAPTER 7:  BUILDING HUMAN CAPITAL: MEETING THE EDUCATION M D G S  

7.1 INTRODUCTION 
7.1 Nepal made large gains in primary school enrollment between 1995-96 and 2003-04, 
especially among girls, people living in the remote regions, and the poor. If these trends continue, 
and policies to enroll the nearly 1.3 mi l l ion out-of-school children are successful, Nepal  wil l 
achieve the MDG for universal primary enrollment by 2015. Nepal will also reach gender parity 
at a l l  levels o f  the education system and in literacy by 2015, if gains in secondary and tertiary 
enrollment and literacy continue. Efforts to increase the quality o f  education need to complement 
the impressive achievements in participation. The introduction o f  community-managed schools, 
which are expected to  increase the accountability o f  the educational system to  the community 
they serve, i s  a move in this direction. The success o f  this init iative will depend o n  the abil ity t o  
reach agreements with teacher unions, to address the capacity constraints o f  institutions involved 
in the efficient functioning o f  schools, and to sustain the commitment by the government and 
NGOs. The pol i t ical  insurgency in Nepal poses a serious risk to  progress. Although the conflict 
appears not t o  have hindered education gains so far (though the counterfactual i s  hard to  
establish), recent events (including reported ludnappings o f  students and teachers and the 
migration o f  children to urban areas) suggest that the insurgency poses r i s k s  t o  further 
improvements in education. 

7.2 Fol lowing an in-depth review o f  education outcomes and sector policies, the chapter 
discusses the key  issues and future priorities facing Nepal in meeting education MDG targets. 
The chapter offers some pol icy recommendations o n  how to increase school participation and the 
quality o f  education. 

7.2 EDUCATION OUTCOMES: CURRENT STATUS AND TRENDS 
7.3 M o r e  children are in school than ever before in Nepal’s history. About 4.5 m i l l i on  
children between the ages of  6 and 15 were enrolled in school in 2003-04 -- a 22 percentage point 
increase (from 63 to 77 percent) since 1995-96 (table 7.1 and b o x  7.1). The most impressive gains 
were among 6- to  10-year-old girls, among whom school participation increased 43 percent, f rom 
5 1 percent to 73 percent. The increase among girls 11-15 was also large, rising f rom 53 percent in 
1995-96 to 67 percent in 2003-04. 

Table 7.1: School enrollment and participation in Nepal, by age group and gender 
1995-96 and 2003-04 

Boys Girls All 

School enrollment (percent) 
6-10 73 85 
11-15 14  82 
Total 14  84 
School participation (thousands) 
6-10 1,140 1,299 
11-15 968 1,186 
Total 2,108 2,485 
Out of school (thousands) 
6-10 409 252 
11-15 290 224 

16 
11 
14 

14 
23 
18 

-3 8 
-23 

1995-96 2003-04 Change 
(in percent) 1995-96 2003-04 Change 

(in percent) 

51 73 
53 67 
52 70 

778 1,110 
653 872 

1,431 1,982 

74 1 444 
546 420 

43 
26 
35 

43 
34 
39 

-40 
-23 

62 
64 
63 

1,918 
1,62 1 
3,539 

1,150 
836 

79 27 
1 5  17 
77 22 

2,409 26 
2,058 27 
4,467 26 

696 -39 
644 -23 

Total 699 476 -3 2 1,287 864 -33 1,986 1,340 -33 
Source: World Bank staff estimates based on N L S S  I and I1 
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Box 7.1: Nepal’s school system at a glance 
More  than 26,000 schools serve more than 3 mi l l ion primary school students in Nepal. N 
lower secondary schools and 4,500 secondary schools. The country has about 110,000 prim 

er of teachers 11 
er of students 3,07 

ther levels of schooling may also be available at schools serving the pnmary level As a result, the total number o f  
in Nepal is smaller than the sum o f  the schools that provide pnmary, lower secondary, and secondary schooling. 

. Government o f  Nepal (2004). 

Students in primary school are supposed to begin grade 1 at age 6 and complete grade 5 b y  age 10. Lower  secondary 
school i s  supposed to  take three years; secondary and upper secondary schools are each supposed to  take two years to  
complete. Af ier  completing 10th grade, students take the national School Leaving Certificate (SLC) examination. 
Students who pass the exam are eligible to  attend higher secondary school. 

7.4 Nepal has made impressive gains in net primary enr~ l lment .~~  The net enrollment rate 
measures the extent to which children are enrolled at the age-appropriate level o f  schooling. N e t  
primary enrollment rates have increased significantly in Nepal at a l l  levels o f  the system. Pr imary 
school net enrollment increased from 57 to 72 percent between 1995-96 and 2003-04 (table 
7.2).65 I f  this rate o f  progress continues, Nepal i s  l ike ly  to  achieve universal pr imary enrollment 
before 2015. Nepal’s primary school net enrollment rate i s  higher than that o f  Pakistan (49 
percent), India (53 percent), and Bangladesh (65 percent) but lower than that o f  Sr i  Lanka (96 
percent) (Wor ld  Bank 2005). The country’s primary school enrollment and the increases in 
enrollment are higher than predicted by per capita GDP alone (appendix figure A7.1).66 

7.5 Increases in access to schooling have reduced disparities by gender, income, caste 
and geography, but socioeconomic and regional disparities persist. School participation rates 
have increased sharply for girls, for  children in the most backward regions o f  the country (the 
Mid-west and in the Far-west), for  children in al l  income groups, and for Da l i t  and Janajati 
children. But the gap between school participation o f  children 6-10 f rom the poorest quinti le (59 

64The school participation rate reported in table 6.1 i s  the age-specific enrollment rate, which measures the proportion 
of children currently enrolled in school, regardless o f  the schooling level. T h e  net enrollment rate (NER) i s  the ratio o f  
enrollment by children o f  the official targeted age in a given level o f  schooling to the total number o f  children o f  the 
official targeted age. The NER excludes under-age and over-age children. The gross enrollment rate (GER) i s  the ratio 
of total enrollment for a given level o f  schooling to the total number o f  children o f  the official age. GER can be greater 
than 100 percent and i s  heavily influenced by the extent o f  under-age and over-age o f  enrolled children. All three 
measures-NER, GER, and school participation-have their advantage and shortcomings in characterizing schooling 
process, but the school participation rate captures best the aspect o f  schooling. T h e  NER, however, i s  one o f  the 
indicators o f  progress identified in the MDGs, so this measure is  reported here, together wi th the school participation 
rate. 

Official statistics f rom “School-Level Educational Statistics o f  Nepal,” (Government o f  Nepal, Department o f  
Education) give NER estimates o f  70.5 percent in 1998, 82.3 percent in 2002, and 84.2 percent in 2004. Such 
discrepancy between official statistics and survey estimates is common and are usually explained by the fact that 
official enrollment statistics are collected at the beginning o f  an academic year, while survey figures refer to  the time o f  
the enumeration (throughout the year), when enrollments may have dropped. Surveys also capture the actual status o f  
enrollment, while official figures are based on school records, which tend to be inflated. In many countries survey- 
based estimates are considered better measures o f  attendance, and these estimates are used as a check o f  official 
estimates. 
66A regression o f  primary school enrollment against the linear and quadratic GDP per capita values indicates that 
Nepal’s per capita GDP o f  about $220 predicts a net enrollment rate o f  about 65 percent. 
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Figure 7.1 School participation o f  children 6-10 and 11-15 in Nepal, b y  background characteristics 
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7.9 Multivariate analysis helps explain why children do or  do not attend school. Notwithstanding 
the improvements that have taken place, 1.3 mi l l ion children (700,000 o f  which are 6-to-10 years old and 
600,000 are 11-to-15 years old) in Nepal are not attending school. Understanding the characteristics o f  
these children helps policymakers design policies that target their enrollment. Multivariate regression can 
isolate the factors that affect the probability o f  enrollment holding other factors constant. Results f rom the 
probit analysis o f  the probability o f  attending school for children 6-10 are summarized below (appendix 
table A7.1 presents the estimations). 

7.10 F r o m  a supply perspective, households with easy access to  schools are more l ike ly  to  enroll their 
children in pr imary school. Unfortunately, the survey doesn’t a l low to  measure for direct quality o f  
schooling-quality o f  instruction, teacher’s absenteeism. But international evidence show that these 
indicators matter greatly for encouraging attendance as well, and there i s  emerging evidence that there are 
large deficiencies in this regard in Nepal’s education system. 

7.1 1 
school 

0 

0 

0 

0 

0 

0 

7.12 

F r o m  a demand perspective, several factors increase the probability that a ch i ld  will enroll in 

Children from higher income households are more l ike ly  to attend school than poorer children. 
This i s  n o t  surprising, as the direct and indirect costs associated with school attendance by poor 
children can far exceed the benefits, which are generally observable only in the longer term. 
Children o f  educated parents and children living in households in which the head i s  literate are 
more l ike ly  to  attend school than children o f  uneducated parents or an ill iterate household head.69 
This relationship attests to the low level o f  intergenerational socioeconomic mobility. 
Upper-caste children are more l ikely to be enrolled in school than middle-caste children, Dalits, 
Janajatis, or  children from religious minorities. 
Intrahousehold dynamics play an important role in the decision to enroll a ch i ld  in school. The 
presence o f  sisters appears to have a positive impact o n  the probability o f  school attendance by 
boys, The l ike ly  explanation i s  that daughters assist with household chores, thereby increasing the 
probabil ity that their brothers attend school. The probabil ity o f  girls attending school i s  not  
affected by the presence o f  a brother. 
After controll ing for  household income, children in the Central region are less l ike ly  t o  attend 
school than children in the Eastern region, whi le children in the Western region are more l ike ly  to 
attend school. 
Confirming the pattern o f  late enrollment observed above, probi t  results show that six- and seven- 
year-olds are less l ike ly  to  be enrolled in school than older children. 

Child labor i s  a significant issue in Nepal -- not necessarily for the 6- to 10-year-olds but 
certainly for 11- to 15-year-olds. H a l f  o f  6- to 10-year-olds in poor households are in school, and more 
than a quarter are id le (table 7.3). Only 10 percent o f  young children work  only; another 13 percent 
combine school and work. Among 11- to 15-year-olds, 10 percent are idle; the rest are evenly divided 
among exclusively attending school, exclusively working, and combining school and work. The increase 
in the proportion o f  children who combine work and school f rom 13 percent in 1995-96 to 29 percent in 
2003-04 i s  consistent with evidence that households are increasingly using chi ld  labor in agricultural 
production because o f  rising agricultural wages. Child labor becomes an important option for  families as 
children age. Ensuring that children begin school earlier i s  thus key  for  improving education attainments. 
Devising strategies so that workmg children can participate in the education process i s  also important. 

69 This finding i s  also documented in Filmer (2000), using the NLSS 1995-96 data. 
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Table 7.3: Activity status of children in poor households in Nepal, 1995-96 and 2003-04 

6- to  IO-year old I 1  - t o  15-year-old 

Status 2 003- 04 1995-96 2003-04 
School only 50.9 35.5 29.4 
School and work 13.1 12.9 28.7 
Work only 10.2 37.9 31.9 
Idle 25.8 13.8 10.1 

Note: The NLSS- I  (1995-96) does not include information on work activity for children under 10. 
Source: NLSS-I and 11. 

7.13 Many children never attend school, because they cannot afford the direct costs or because 
the opportunity cost of attending school i s  too high. The 2003-04 N L S S  identifies the self-reported 
reasons why children did not attend (table 7.4): 

Almost a quarter o f  parents o f  children who never attended school cite l o w  family income as the 
primary reason. This reason i s  cited by both poor and nonpoor households. The high costs o f  
education are cited as a deterrent in urban areas more often than in rural ones. 
More  than a fifth o f  parents o f  children who never attended school cite parental objections to 
school attendance. Such objections are slightly more common for girls (23 percent) than for boys 
(19 percent), and they are cited more often for older children (32 percent) than for younger 
children (14 percent). 
About 18 percent o f  children do not  attend school because o f  their own unwillingness to  do so. 
About 20 percent o f  girls and 8 percent o f  boys do not attend school because they work at home. 
(It i s  likely that survey responses “parents not wanting” and “work at home” reflect the indirect 
opportunity cost o f  sending children to school.) 
Few households cite the absence o f  a school, i t s  distance, or the bel ief  that education i s  not  useful 
as reasons for not sending their children to school. 

Table 7.4: Self-reported reasons for not attending school among children who never attended, 2003-04 

Group 
Nonpoor 
Poor 
Boys 
Girls 
Urban 
Rural 
Children 6-10 
Children 11-15 

Too School 

21 4 
24 7 
26 7 
21 5 
37 0 
22 6 
22 8 
24 2 

costly too j a r  away 
Work Parents Children Other 

at home not wanting unwilling to attend reasons 
19 23 16 18 
14 21 19 15 
8 19 22 18 

20 23 16 15 
7 20 14 22 
16 22 18 16 
13 14 20 23 
20 32 14 7 

Al l  children 6-15 23 6 16 22 18 16 
Source: NLSS-I and 11. 

7.14 
poorest 40 percent o f  the population. 

Completion rates rose in the top three quintiles, but they remained stagnant or declined among the 
Among the poorest households, completion rates for boys 11-13 70 

70Completion rates are defined as the number o f  children who complete a given level o f  schooling divided by the number o f  
children who began that level o f  schooling. Completion rates could best be measured using longitudinal data, as these data allow 
transitions to be followed. Since household surveys are essentially snapshots at a particular point in time, i t  i s  customary to define 
completion rates as the proportion o f  children o f  a certain age who have completed primary school divided by the proportion o f  
children the same age who were ever enrolled in school. We define these measures for two age groups, 11-13 and 14-17. 
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years o ld  fell f r o m  15 percent in 1995-96 to  just 10 percent in 2003-04. Completion rates for  girls rose in 
al l  income quintiles. For  al l  children 11-13, primary school completion rates increased f rom less than 30 
percent to almost 40 percent; the primary school completion rate for  children 14-17 rose f rom 71 to  80 
percent (table 7.5).71 M u c h  o f  the increase in school completion i s  explained by the large increase in 
completion by girls 11-13 ( f rom 26 to 36 percent) and girls 14-17 ( f rom 64 to  78 percent). Increase in the 
prevalence of child labor among the poor households (i.e., when children combine school and work) 
might be responsible for this decline in school completion. More studies need to be done to determine 
how to best accommodate needs of the working children. 

Table 7.5: Primary school completion rates among ever-enrolled children in Nepal 
1995-96 and 2003-04 (percent) 

Boys Girls All 
Quintile 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 
All ever-enrolled children 11-13 31 37 26 36 29 37 
Lowest 15 10 10 17 13 13 
Second 24 21 18 20 21 20 
Third 34 42 16 30 27 37 
Fourth 33 50 33 48 33 49 
Highest 42 60 40 61 41 60 

All ever-enrolled children 14-1 7 75 79 64 78 71 79 
Lowest 63 58 37 54 53 57 
Second 59 65 35 58 51  62 
Third 72 80 61 78 67 79 
Fourth 76 90 63 85 70 88 
Highest 93 90 86 94 90 92 

Source: World Bank staf f  estimates based on NLSS I and I1 

7.15 Completion rates for  ever-enrolled girls have increased considerably since the mid-1990s and are 
now on a par with rates for  ever-enrolled boys. Although the gender gap in pr imary school completion 
rate has been largely eliminated for ever-enrolled children, fewer girls complete school, because fewer 
girls enroll. These findings highlight the need to reduce the number o f  girls who never attend school. 

7.16 Children drop out o f  pr imary school because o f  poor academic progress, high direct fees, 
and the need to work  at home. Poor academic progress i s  the most often reason 6- t o  10-year-olds cite 
for dropping out o f  school; 11- to 15-year-olds most often cite the need to work  at home (table 7.6). Girls 
and boys tend to drop out for  different reasons. For  boys the most often cited reason i s  poor academic 
progress, followed by the high direct costs o f  schooling. For  two-thirds o f  girls, the need to  help at home 
or cultural factors (such as parental objections to school attendance) are the ma in  reasons for  dropping out 
of  school. Urban children drop out primarily because o f  the high direct cost o f  education (fees, uniforms, 
textbooks). Rural children drop out mainly because they need to work  at home or because they perform 
poor ly at Children f rom poor households are more l ike ly  than nonpoor to  cite high direct fees, 
distance to school, and poor academic progress. 

%is ratio i s  the number o f  children who complete primary school divided by the number o f  children who were ever enrolled in 
school. 
72Almost 90 percent o f  students in Kathmandu and nearly 40 percent in other urban areas attend private schools (the national 
figure i s  14 percent). T h e  often cited response o f  high cost in urban areas possibly reflects parents’ desire to send their children to 
private schools. 
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T a b l e  7.6: Self-reported reasons for dropping out o f  school in Nepal, 2003-04 

Too School Work Parents not Poor academic Other 
Group costly too j a r  away at home wanting progress reasons 
Nonpoor 13 2 30 13 23 19 
Poor 15 9 27 9 29 11 
Boys 17 8 19 6 32 17 
Girls 11 3 38 15 19 14 
Urban 36 4 17 8 19 17 
Rural 12 5 30 11 26 15 
Children 6-1 0 8 15 18 17 22 20 
Children 1 1 - 15 15 4 30 10 26 15 

Al l  children 6- 15 14 5 29 11 26 16 
Source; NLSS-I and 11. 

7.17 Multivariate analysis shows that proximate determinants o f  completion are broadly similar to 
patterns o f  enrollment. Children from higher income (and better educated) households are more l ike ly  to 
complete a l l  levels of schooling than poorer children. Caste plays a v i ta l  ro le in school completion rates. 
The probabil ity o f  primary school completion i s  significantly lower for  Terai middle castes, Dalits, 
Janajatis, and religious minorities than for upper-caste children (see appendix table A7.2). 

7.18 Repetitions also reduce completion rates. Twenty percent o f  14- to  17-year-olds who ever 
enrolled in school do not complete primary school-because they drop out, start late, or repeat grades. 
Average repetition rates are about 22 percent, with the highest repetition rate in grade 1, which almost 40 
percent o f  students repeat, and in grade 5 (Ministry o f  Education, HMGN, 2003). High repetition rates are 
caused in part by l o w  readiness for school (particularly in grade 1) but also by low-quality instruction. 
High repetition rates strain the capacity o f  schools to absorb out-of-school children, and they increase 
dropout rates, because repeaters are more l ikely to  drop out o f  school. 

7.3. EDUCATION SECTOR POLICIES AND PROGRAMS IN THE PUBLIC AND PRIVATE SECTOR 
7.19 Education i s  a priority in Nepal. Priorities have been articulated and funding consistently 
increased over the past two decades. Education goals are presented in the government’s Poverty 
Reduction Strategy Paper (PRSP), the 10th Five-Year Plan, and the National Plan o f  Act ion (2001-15). 
Education expenditure has increased from 9 percent o f  the national budget in the early 1990s to  an 
estimated 15 percent in 2003. About 3.5 percent o f  GDP i s  allocated to  the education sector (figure 7.3), 
malung education the largest item in the government’s budget (Government o f  Nepal  2002).73 Education 
sector expenditures are a top priority in the government’s Medium-Term Expenditure Framework, 
indicating i t s  continuing commitment to education. 

7.20 As a proportion of  GDP, public spending on education in Nepal i s  comparable to that in 
other countries in the region. India allocates about 4.0 percent o f  GDP for education, Sri Lanka about 
3.1 percent and Bangladesh about 2.5 percent. But because Nepal’s GDP i s  lower than that o f  i t s  
neighbors, per capita expenditures are very low, however: at $21 a year in 1996/97, they are the lowest in 
the regon, representing about ha l f  o f  per capita spending in India. 

73The government’s commitment to education has also attracted considerable donor financing. A significant portion o f  all 
education expenditures i s  funded by donors, including the International Development Association, Denmark, Finland, Norway, 
and the Department for International Development. Until the Sector Wide Approach Program (SWAP) came into effect in 2005, 
many of the donor-supported projects were executed out o f  budget. 
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7.21 Basic education accounts for almost 60 percent of total education expenditures in 
The largest component o f  basic education i s  primary education, which accounts for 53 percent o f  the total 
education budget. Secondary education accounts for 23 percent and higher education for 20 percent o f  
overall education expenditures. The rest o f  the budget i s  allocated to nonformal, technical, and vocational 
education. 

Figure 7.3: Public expenditure on education in Nepal, 1990-2003 
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Source Economic Survey (2004). 

7.22 Accessibility of  schools has improved greatly, with the households f r o m  the lowest 
expenditure quintile benefiting most. This was a result o f  the increase in the number o f  schools and the 
number o f  teachers in the public school system, improvements in roads, and growth o f  the private sector 
as an alternative education provider. The proportion o f  households living close to a school increased, with 
the average time to  travel t o  a school fall ing 25 percent in both urban and rural areas (to about an hour in 
rural  areas and 15 minutes in urban areas; see chapter 6). Expansion o f  access to schools was relatively 
pro-poor, with the lowest quintile benefiting most. Road networks and ownership o f  various types o f  
transportation al l  increased, contributing to  increased accessibility o f  schools. Moreover, further 
expansion o f  roads i s  expected to  be pro-poor, but despite these improvements, differences in school 
accessibility between r i ch  and poor remain (see table 6.8). 

7.23 The number of  teachers increased, particularly 
in the private sector. The number o f  public school 
teachers increased by about 10,000 (an increase o f  9 
percent) between 1995-96 and 2002 (see appendix table 
A7.3). The increase varied across regions, with the Central 
regions (excluding Kathmandu) and Western regions 
enjoying the bulk o f  the increase. The number o f  private 
school teachers rose f rom 2 1,000 to almost 50,000 in 2002. 

7.24 The share of private schools in primary school 
enrollment more than doubled, rising f rom 6 percent t o  
14 percent for children 6-10 and f rom 4 percent to 10 
percent for children 11-15 (table 7.7). By 2003-04 more 

F i g u r e  1 4  N u m b e r  o f  p u b l i c  a n d  p r i v a t e  
s c h o o l  teachers  In N e p a l ,  1 9 9 5 - 9 6  and 2 0 0 2  

( i n  ' 0 0 0 )  

~ 0 1996 8 2 0 0 2  1 

Basic education includes primary education, technical and vocational education, the school feeding program, nonformal 74 

education, scholarship program, women's education, special education, population education, and distance education. 



than 8,500 private schools (about a quarter o f  a l l  schools) were operating in Nepal. In Kathmandu 
enrollment i s  overwhelmingly in private schools, with nearly 90 percent o f  a l l  children 6-10 and 70 
percent o f  a l l  children 11-15 in private schools. In other urban areas, 37 percent o f  a l l  6-to-10 year o ld  
students are enrolled in private schools. Private schools cater primarily to urban students and students 
from the top t w o  expenditure quintiles. 

7.25 Private schools are considerably more expensive than public schools and deliver better 
quality education: 85 percent o f  private school students and less than 30 percent o f  public school 
students pass the national examination given at the end o f  grade 10. Private schools cater mostly to 
children f rom better off families. Only 3 percent o f  6- to 15-year-olds fi-om the bottom two expenditure 
quintiles attended private school in 2003-04, while more than ha l f  o f  those f rom the top quintile did so 
(table 7.7). 

Table 7.7: Participation in public and private schools in Nepal, by region and expenditure quintile, 1995-96 
and 2003-04 (percentage o f  all children in age group) 

6- to IO-year-old 11- to IS-year-old 

Private schools Public schools Private schools Public schools 

1995- 2003- Percentage 1995- 2003- Percentage 1995- 2003- Percentage 1995- 2003- Percentage 
96 04 change 96 04 change 96 04 change 96 04 change 

Region 
Kathmandu 
Other urban 
Rural Western Hills 
Rural Eastern Hills 
Rural Western Terai 
Rural Eastern Terai 
Quintile 
Lowest 
Second 
Third 
Fourth 
Highest 

32 
47 
61 
63 
52 
46 

39 
49 
59 
68 
65 

12 -65 
51 9 
85 39 
64 2 
69 33 
52 14 

54 39 
69 41 
78 33 
68 -1 
38 -4 1 

65 87 34 
25 37 51 
2 2  28 
6 12 112 
6 13 125 
5 11 101 

2 3  12 
1 3  147 
3 8  160 
7 21 181 

24 5 5  131 

47 24 -5 0 
60 56 -6 
65 76 16 
69 66 -5 
54 74 37 
50 57 15 

42 50 17 
49 67 36 
60 73 22 
73 78 7 
73 53 -27 

44 70 58 
14 29 113 
2 1  -25 
2 6  171 
2 8  381 
3 5  84 

1 2  56 
2 1  -34 
1 5  297 
2 7  207 
12 36 212 

Nepal 54 63 15 6 14 122 60 64 8 4 10 162 
Source: NLSS-I and 11. 

7.26 Household expenditures for primary and secondary education in public schools remained 
constant in real terms, while spending on private schools rose significantly. The average household in 
Nepal spent about Rs 400 per year (in 1995-96 prices) o n  education for each ch i ld  in public primary 
school in 2003-04 (table 7.8). These expenditures represented about 5 percent o f  total per capita 
household expenditures for  households with children in public primary schools (4.2 percent for  the richest 
households, 5.2 percent for the poorest households). These expenditures remained roughly constant in real 
terms, and they declined as a proportion o f  total household expenditure. In contrast, real household 
expenditures on private primary and secondary schooling rose more than 50 percent. 



Table 7.8: Per student household expenditures in Nepal, 1995-96 and 2003-04 (in 1995-96 rupees) 

Public school Private school All  
Level of education 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 

Secondary 455 415 4,281 6,785 5 90 848 
Tertiary 6,601* 3,657 5,769 15,756 6,396 6,715 
A l l  levels 45 8 466 3,203 5,407 64 1 1,056 

Primary 326 387 2,688 4,144 521 979 

*Note: based on 17 observations. 
Source: World Bank staf f  estimates based on NLSS I and I1 

7.27 Public expenditures for primary education are increasingly captured by poor households, 
but spending on higher levels of schooling still disproportionately benefits richer households. Public 
primary education outlays are strongly pro-poor, while secondary education outlays are weakly pro-poor 
in 2003-04 (table 7.9). Tertiary education i s  not  pro-poor. In 2003-04,48 percent o f  public expenditure in 
primary school and 2 1 percent of secondary expenditures went to  the bottom two expenditure quintiles. In 
contrast, just 3 percent o f  tertiary expenditures went to the poorest 40 percent o f  the population. Overall, 
distribution o f  publ ic education outlays i s  s t i l l  weakly pro-poor (transferring 36 percent o f  a l l  education 
outlays to the households in the two lowest expenditure quintiles, while only 17 percent of the overall per 
capita expenditure belongs to these households) and it has improved with respect to primary and 
secondary education. These improvements reflect the fact that poor households tend to  have more 
children and are more l ikely to enroll their children in public primary school (richer households tend to 
send their children to private schools). But the opting out o f  the better o f f  f rom the public system i s  not a 
positive s i g n  and may further compromise the quality o f  the public education system. Results f rom the 
marginal benefit incidence analysis show that households in the 2rd3 and 3d9 quintiles benefited 
disproportionately more than the other households f rom the increase in education spending between 1994- 
96 and 2003-04 (table 7.10). 

Table 7.9: Benefit incidence o f  public expenditure on education in Nepal 
1995-96 and 2003-04 (percent of total spending) 

Per cauita consumption quintile 
Lowest Second Third Fourth Highest Total 

1995-96 
Primary 18 19 23 23 17 100 

Secondary 6 10 17 26 41 100 
Tertiary 0 4 0 11 86 100 

A l l  levels 11 14 17 21 37 100 
Per capita expenditure 8 12 16 21 44 100 
2003-04 100 

Primary 22 26 23 20 8 100 
Secondary 7 14 21 33 26 100 

Tertiary 2 1 5 6 86 100 
A l l  levels 16 20 21 22 21 100 

Per capita expenditure 7 10 13 19 51 100 

Source: World Bank s ta f f  calculations based on N L S S - I  and 11. 
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Table 7.10: Marginal benefit incidence o f  public education expenditures in Nepal 
(shows changes in the distribution of all education expenditures between 1995-96 and 2003-04) 

Primary 
Secondary 

Tertiary 

Per cauita consurnution auintile 
Lowest Second Third Fourth Highest All 

19 23 11 12 -1 70 
2 5 8 12 3 31 
0 -1 1 -1 0 0 

All levels 22 21 26 23 2 100 
Source: World Bank staf f  calculations based on NLSS-I and 11. 

7.28 Parliament’s recent amendment of the Education Act in 2001 paved the way for the transfer 
of school management to communities, the government’s main strategy for improving the quality of 
education. Community management i s  a process o f  devolving management functions by creating school 
management committees and parent-teacher associations and rerouting funds directly to schools (box 7.2). 
The premise i s  that oversight by the school management committee will lead to greater effort by teachers 
and administrators, thereby improving educational outcomes for the community at large. Under the 
initiative, communities that choose to participate in the program receive b lock grants o f  Rs 100,000 
(about $1,500) to shift to community management. By early 2005 more than 2,200 public pr imary schools 
(about 10 percent o f  a l l  primary schools) had shifted to community management. The PRSP target i s  to 
have 8,000 schools (about a third o f  a l l  schools) managed by communities by 2007. 

7.29 Government officials, NGOs, parents, and development partners appear optimistic about 
the prospects for community management, but challenges remain. Community management o f  
schools has a long history in Nepal. Between 185 1 and 1972, schools in Nepal were pr imar i ly  community 
run. The common perception i s  that teacher attendance and some other aspects o f  quality were higher 
during this period. Schools were managed by school management committees, made up o f  local social 
workers, parents, teachers, and representatives o f  development partner agencies (UNDP 2004). The 
government’s role included registering schools, developing curricula, and administering the grade 10 
examinations. 

7.30 Effective community management of schools will require enhancing the capacity of  school 
management committees and helping the District Education Office change its function f rom one o f  
delivering services to one of facilitating delivery o f  services by schools. I t  will also require support f rom 
teachers, who fear that the new pol icy may hurt their interests. The Third Amendment o f  the Education 
Regulations tries to address their fears. Success also depends on clarifying the roles and establishing a 
good worlung relationship between school management committees, o n  one side and, village 
development committees, and municipalities, o n  the other, which will be bypassed as funds f l ow  directly 
from the district education offices to schools. 

7.3 1 Scholarship programs for poor and excluded groups have been introduced to increase their 
enrollment and attendan~e.’~ Since 2004 the government has introduced stipends for  children f rom 
disadvantaged families. Children f rom households in which n o  other member has completed primary 
school should receive Rs 500 a year if they enroll in primary schools; Da l i t  children should receive Rs 
250 a year. Free schooling i s  extended past the primary level for  a l l  girls and for  boys f rom 
disadvantaged, oppressed, or poor families. Government intends to set up a Rural  Education Development 
Fund to  fund the education o f  marginalized communities. Funds for this program will come f rom a levy 
o f  1.5 percent o f  the income of private and boarding schools. Emerging evidence shows, however, that 
scholarships currently available to families “to help pay for educational expenditures” are not  wel l  

HMGN, MoE, 2004d. 75 

96 



targeted. N L S S  2003-04 indicates that education stipends were received by 384 thousand Dal i t  students, 
out o f  a total o f  527 thousand eligible Dal i t  pupil. Among non-Dalit, ha l f  o f  the stipends were allocated to 
males; and almost 60 percent were received by the students in nonpoor fa mi lie^.'^ Sustained monitoring 
and evaluation i s  needed to  ensure the effective targeting o f  these stipends. 

School management co 
Schools will prepare scho 
the funds provided as sch 

which will serve ng schools; decide how to spend 
valuation wil l  have a bearing on 
nt committee may, for example, 

om the decentralization process 

7.4. SUMMARY AND POLICY OPTIONS 
7.32 Nepal has made tremendous strides in providing access to  basic education to  i t s  population in the 
past decade, but quality remains a concern. Since the rnid-l990s, primary school enrollment has increased 
significantly, especially for girls, people living in the poorest regions, and the poor. If these trends 
continue, and policies to enroll the 1.3 m i l l i on  out-of-school children are successful, Nepal  will achieve 
the MDG for universal primary enrollment by 2015. If gains in secondary and tertiary enrollment and 
literacy continue, Nepal  should also reach gender parity at a l l  levels o f  the education system, as we l l  as in 
literacy. Although school completion rates have increased, the level and pace o f  increase i s  not  sufficient 
to meet the MDG o n  school completion. 

7.33 To achieve the universal pr imary education MDG, Nepal  will have to reduce the number of 
out-of-school children, improve the quality of  the education system, and continue to reduce 
disparities across socioeconomic groups. Enroll ing out-of-school children wil l be difficult, as easy 
gains in enrollment have l ikely already been achieved. Moreover, between 2000 and 201 5 the population 
of 6- to 10-year-olds i s  projected to increase 14-44 percent, making universal enrollment more 
~ha l l eng ing . ’~  Key actions in the fol lowing areas are l ike ly  to help reduce the number o f  out-of-school 
children: 

76 Th is  evidence should be treated with caution. The main limitation o f  the above analysis i s  that the NLSS provides information 
on whether a stipend i s  received and the amount of the stipend, but no information on the source o f  the stipend. 
77Population projections for 5- to 14-year-olds are derived from World Population Prospects: The 2002 Revision and World 
Urbanization Prospects: The 200 1 Revision, United Nations Secretariat, Population Division, Department o f  Economic and 
Social Affairs, February 17, 2005, available at http://esa.un.org/unpp. The population of 6- to 10-year-olds i s  assumed to be half 
the population o f  children 5-14. 
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0 Strengthen demand-side programs, such as the stipend program, to ensure that a l l  children, 
including the poorest, have the opportunity to participate. 
Facilitate greater private sector involvement. Private schools largely serve the nonpoor, but they 
free up publ ic resources for children who remain in public schools. Production and delivery o f  
textbooks by the private sector has been piloted in Nepal, but litt le i s  known about the 
effectiveness o f  the program or ways to replicate good practices. International evidence has been 
mixed, reinforcing the need to assess the textbook pilot. 
Make schools more attractive to subgroups of out-of-school children. Schools are often perceived 
as institutions reserved for the elite. Small steps can make children feel welcome at schools. 
Measures could include hiring women teachers and teachers who speak local languages, ensuring 
that a l l  schools have separate toilets for girls and boys, and ensuring a cordial and interactive 
relationship between school administratorsheachers and the community. These measures can help 
induce girls, poor children, and children from l o w  castes to enroll in school. 

0 

0 

7.34 School quality needs to improve. L o w  completion rates and l o w  pass rates in public schools o n  
national examinations indicate that public school quality remains an obstacle to progress. Interventions to 
increase the quality o f  primary schools could include the following: 

0 Continue the shift toward community-managed schools. Shifting f rom a centrally managed 
system to community management has the potential to improve school quality by improving 
provider incentives to better serve households and communities. This shift can motivate school 
teachers and administrators to provide high-quality teaching. School administrators can p lay a 
v i ta l  ro le in establishing educational goals, matching teachers to classrooms, evaluating and 
motivating staff, distributing school materials, and developing close relationships with 
community members. 
Increase the capacity for teacher certijication, and ensure that effective teaching techniques are 
passed on to future teachers during certijication programs. Less than h a l f  o f  Nepal’s teachers are 
trained; the need to boost the numbers o f  certified teachers i s  thus great. T h i s  i s  especially true if 
the current growth in enrollment continues and class sizes are to be maintained at manageable 
levels. School administrators can also benefit f rom training. In Sri  Lanka, for example, a school 
principal training center i s  being developed to  provide leadership and management training. 
Changes in teacher training also need to  be made, to ensure that modem teaching techniques are 
taught. 
Upgrade infrastructure and materials. International experience suggests that infrastructure and 
instructional materials play an important role in improving attendance by both pupils and teachers 
and enhancing the learning experience. Textbooks in Nepal are often in poor condition, and 
distribution i s  often delayed. T h e  pi lot  project o f  privatized production and delivery o f  textbooks 
needs to  be monitored to determine whether i t will improve the condition and delivery o f  
textbooks. 
Modernize the curriculum to improve learning and increase the link to the labor market. The 
curriculum across levels i s  fragmented, emphasizes the acquisition o f  facts rather than the 
development o f  thinlung skills, and includes irrelevant and outdated materials. A comprehensive 
review and revision o f  the curriculum i s  crucial if Nepal i s  to hamess the gains f rom increased 
educational attainment. 
Streamline efforts to increase enrollment and improve school quality, and increase monitoring 
and evaluation. Rigorous and frequent evaluations are needed to ensure that scarce publ ic 
resources are being channeled into programs that deliver and are available in regions that most 
need them. Monitor ing and evaluation could be used to assess the targeting effectiveness o f  the 
stipend program and the abil ity o f  the program to attract out-of-school children, t o  resolve 

0 

0 

0 
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bottlenecks emerging in the move toward community-managed schools, and to determine h o w  
best to ensure better functioning production and delivery o f  textbooks. 

7.35 The  Maoist  insurgency poses a major challenge to achieving the Mi l lennium Development 
Goals for education, threatening progress already made and potentially hindering further progress. 
Al though the Maoists have not expressed any interest in interfering in the public schools, there are 
already s igns o f  problems. Security problems are disrupting the normal functioning o f  schools, and 
children and families have moved to avoid being abducted. The Maoists have allegedly abducted children 
and teachers, w h o m  they indoctrinate and force into their army in nonmilitary roles.78 Teachers have been 
made to  alter their teaching to suit Maoist ideology. Taxes to fund Maoist cause have been extorted f rom 
teachers and administrators. The insurgency has also exacerbated the problem o f  teacher absenteeism.” 
The security situation has weakened the role o f  district administration in supervising and monitoring 
schools. Distr ict  Education Offices are increasingly unable to  visit schools and interact with school 
management committees and teachers because o f  fear o f  being targeted by the Maoists. With litt le 
communication between school management committees, i t i s  diff icult t o  monitor school performance or 
share data or ideas for improving the school system. 

78 Kathmandu Post, Kathmandu Chaitra 24, 2058. 
79 World Bank (2005). 
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CHAPTER 8: IMPROVING HEALTH OUTCOMES: MEETING THE HEALTH MDGS 

8.1. INTRODUCTION 
8.1 Nepal has made significant improvements in the health status o f  i t s  people in recent 
years. Ma jo r  declines in chi ld  mortality and improvements in the detection and treatment o f  
tuberculosis have helped increase l i fe  expectancy at birth by more than f ive years in the past 
decade, to almost 61 in 2001 (Ministry o f  Health, HMGN, 2005d). The gains in these health 
outcomes are a result o f  higher household incomes; the success o f  focused (“vertical”) programs, 
such as immunization, vitamin A supplementation, diarrhea and acute respiratory illnesses and 
tuberculosis control programs; large increases in the number o f  health facilities and 
improvements in road networks; improvements in water and sanitation; increases in education 
levels and heal th awareness; and declining fe r t i l i t y  rates. Given current trends, Nepal  i s  l ike ly  to 
achieve the ch i ld  mortality MDG by 2015. But maternal and infant mortality in Nepal remain 
high relative to other countries and chi ld malnutrition i s  among the highest in the world, making 
attainment of the infant and maternal mortality goals unlikely. Differences in outcomes by region 
and household welfare point  to entrenched inequalities, which wil l require directed action that 
targets the most vulnerable groups. 

8.2 This chapter explores the status and determinants o f  access to health services and health 
outcomes, such as chi ld mortality and malnutrition. I t  also outlines key challenges and issues in 
the health sector. Policy options include increasing access, particularly for  marginalized groups, 
through targeted interventions, community awareness programs and decentralized service 
delivery with greater community ownership; improving the quality o f  care, through greater 
accountability o f  providers to clients; fostering public-private partnerships; and’ improving health 
system management capability and creating monitoring and evaluation systems to  track feedback 
and outcomes. 

8.2. ACCESS TO HEALTH CARE SERVICES 
8.3 Per capita public spending on health i s  very low. As a percentage o f  GDP, Nepal’s 
public health spending i s  comparable to that o f  other countries in the region. About 1.76 percent 
of GDP or  5.8 percent o f  total government expenditures go toward public health expenditures 
(Ministry of Health, HMGN, 2005d). This share has increased only slightly in recent years. The 
figure i s  roughly comparable to  spending in Bangladesh (1.5 percent o f  GDP), China (2.0 
percent), India (0.9 percent), and Sri Lanka (1.8 percent), whi le Bhutan spends more (3.6 
percent), (WHO 2003). In per capita terms, however, government o n  health expenditures i s  low, 
at about $3 a year, whi le Bangladesh spends 1.7 times, Bhutan 2.7 times, and Sri Lanka 5.0 times 
as much as Nepal. 

Table 8.1: Health facilities under the Ministry of Health, 2003 
Type offacility Number of facilities 

Specializedicentral and regional hospitals 6 
Subregional hospital 1 
Zonal hospital 9 
District hospital 67 
District health office 75 
Primary health care center 180 
Health post 71 1 
Subhealth post 3,179 
Primary health care outreach clinic 

Source: Ministry o f  Health, GoN. 
15,548 
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8.4 . The  number of  government health facilities has increased. Despite l o w  government 
spending o n  the health sector, Nepal has come a long way in terms o f  increasing access to  health 
services. Just a few decades ago, health services were available primarily in urban areas. In the 
last decade the number o f  health care institutions quadrupled, rising from 1,098 in 1991-92 to  
4,439 in 2001-02 (Ministry o f  Health, HMGN, 2004). Public health facilities also expanded at the 
subnational and community levels, with the establishment o f  3,179 subhealth posts and 7 1 1 
health posts as o f  2003 (table 8.1). In addition, there are more than 15,000 primary health care 
outreach clinics-extensions o f  health posts and subhealth posts staffed by volunteer health 
workers and maternal and chi ld health workers who travel once a month to  a prearranged place. 

8.5 The  commute time to health care services has declined sharply. The median commute 
t ime to a health facility in rural areas fel l  to 50 minutes between 1995-96 and 2003-04 (a fifty 
percent decline), table 6.7, chapter 6. Both  improvements in roads and the increased number o f  
public and private health establishments contributed to the decline. Despite overall improvements 
in access, however, a large proportion o f  poorer households continue to l i ve  far f rom health 
facilities (see chapter 6). 

8.6 The shortage o f  doctors in 
Nepal  remains severe. Nepal has 5 
physicians for every 100,000 people- 
one-fifth the ratio in Bangladesh and one- 
tenth the ratio in India (figure 8.1). The 
density of nurses and midwives i s  also 
among the lowest in the region. Nepal’s 
26 nurses and midwives per 100,000 
people i s  about a third the level in Sri 
Lanka and significantly less than India’s 
62 per 100,000 people (WHO estimates). 

Figure 8.1 Distribution of  health care professionals in South Asian 
countries 
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Shortages o f  health professionals are particularly acute in remote regions (table 8.2). The Central 
region (including the Kathmandu valley), where 34.5 percent o f  the population lives, has 70.0 
percent o f  the country’s doctors. In contrast, the Far-westem region, where 9.5 percent o f  the 
population lives, has just 2.0 percent o f  the country’s doctors. 

Table 8.2: Geographic distribution of health care professionals in Nepal, 2001 (percent) 
Region Population Doctors Nurses and A N M  Retail pharmacies 

Eastern 23 14 23 17 
Central 35 70 40 64 
Western 20 11 26 13 
Mid-westem 12 3 8 4 
Far-westem 10 2 3 3 
All 100 100 100 100 

Source: Ministry of  Health (2005) (www.moh.gov.np). 

8.7 The government i s  in the process o f  decentralizing the provision of  pr imary health 
care. As part o f  the transition brought about by the Local  Self-Governance A c t  o f  1999, primary 
public health facilities will be gradually transferred to vil lage development committees and 
hospital management committees by 2007. Over 1,420 health facilities including subhealth posts 
have already been handed over to local health management committees. Community management 
has demonstrated an increase in health care providers’ accountability to clients and increase in 
utilization o f  services. Communities wil l be able to  tailor the services provided to the needs o f  the 
community, empower local residents, and give them a voice in the provision o f  public health. 
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Residents of  the community are in the best position to monitor the progress o f  their health. It i s  
too early to evaluate whether community management has improved the functioning o f  health 
facilities. A monitoring and evaluation system i s  being put in place to  al low improvements to be 
measured. Bottlenecks, already evident in the ongoing decentralization efforts, need to  be 
addressed. 

Proportion ofpeople 
reporting acute illness 

seeking health care 

51 
62 
6 1  
68 
16 

8.8 Nepal has a large private health sector. More than ha l f  o f  a l l  health consultations in 
2003-04 took place in private institutions (table 8.3). The majority o f  these consultations are with 
a paramedic or  other health professional, rather than a doctor. Pharmacies and clinics are the 
most frequently visited private facilities, accounting for almost 90 percent o f  a l l  private visits.*' 
In the pubic sector subhealth posts are the most frequently visited facility. Between 1995-96 and 
2003-04, the proportion o f  visi ts t o  private facilities increased in both urban and rura l  areas. 

Share ofpublic facilities Share ofprivate facilities 

Doctor Paramedics Doctor Paramedics 
7 53 I 33 
12 35 11 43 
17 33 18 32 
18 22 22 38 
25 12 38 25 

8.9 The tendency to seek health care and the type of  medical personnel and facility 
visited differ across households with different income levels. In 2003-04, 51  percent o f  the 
households in the poorest expenditure quintile and 76 percent in the richest quinti le sought care 
when suffering f rom an acute illness. Wealthier people were more l ike ly  to use private facilities 
for  consultations, and the wealthiest were more l ikely to see doctors, rather than paramedics. The 
poor tended to visit public facilities and when visiting either public or private facilities tend to  see 
paramedics (table 8.3). 

Nepal 

Table 8.3: Access to health care and facility in Nepal, by expenditure quintile, 2003-04 (percent) 

66 I 17 27 22 34 

Quintile 
Lowest 
Second 
Third 
Fourth 
Highest 

8.10 Household spending on health care has risen in real terms. As a percentage o f  total 
expenditure, household out-of-pocket spending remained flat over the past decade, at about 4.5 
percent, but rising consumption levels meant that average spending on health rose, The 
percentage o f  spending o n  health care by the poorest quintile was about 4 percent in 1995-96 and 
about 3 percent in 2003-04. Spending by the richest households i s  slightly higher as a proportion 
o f  the total per capita expenditure, at about 5 percent. Out-of-pocket expenses for  health care 
visi ts also vary with the level o f  household consumption. Average per person spending was Rs. 
678 per visit, but the richest quintile spent 10 times as much as poorest quinti le spent (table 8.4). 
For  the population as a whole, more than 70 percent o f  total health care spending i s  on medicines; 
for  the poorest quintile, more than 90 percent o f  health care spending goes t o  medicines. 

Patients in Nepal often go to  pharmacists for diagnosis. 80 
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Table 8.4: Per visit cost o f  health care in Nepal, by expenditure quintile, 2003-04 (nominal rupees) 

Quint i le  Diagnost ic  services Medic ine Transpor tat ion To ta l  
Lowest 11 154 3 168 
Second 17 191 11 220 
Third 51 247 28 326 
Fourth 45 351 34 430 
Highest 340 1 I33 164 1,637 
Nepal 1 I 9  497 62 678 

Note; Health care expenditure as reported for last consultation for an acute illness. 
Source: World Bank staff calculations based on NLSS-I and 11. 

8.3. HEALTH OUTCOMES 
8.11 This section i s  mostly based o n  the 1996 and 2001 Nepal Demographic and Health 
Surveys (DHS) which are conducted as a part o f  the worldwide Demographic and Health Surveys 
(DHS) program. D H S  focus on collecting information regarding fertility, the practice o f  family 
planning, infant and chi ld mortality, and maternal and chi ld health. As such they provide a richer 
database for  analysis o f  health outcomes as compared to the NLSS I and I1 which are 
multipurpose surveys and collect only limited health data although, some o f  the NLSS-I  and I1 
data are used to supplement the analysis. 

8.3.1 CHILD MORTALITY 
8.12 Under-five mortality fell 23 percent, from 118 per 1,000 live births in 1996 to 91 in 
2001. The decline in chi ld mortality (deaths o f  children older than one and below 5), which fell 
from 40 to  29 deaths per 1,000 l ive births, was the main contributor to the decline. This rate i s  
lower than the rate in countries with comparable GDP level, and it i s  about two-thirds what i t  
would be based on per capita GDP alone (appendix figure 8.1).*l 

8.13 The reduction in infant mortality, which fell from 79 to 64 deaths per 1,000 live 
births, was more modest (table 8.5). Infant mortality accounts for two-thirds o f  a l l  under-five 
deaths in Nepal, with neonatal deaths (deaths within the first 28 days) constituting about 60 
percent o f  infant deaths. This means that 40 percent o f  a l l  under-five deaths in Nepal occur within 
the f i rst  month of birth. 

Table 8.5: Infant and child mortality rates in Nepal, 1996 and 2001 (per 1,000 live births) 
1996 2001 

Infant Child Under-5 Infant mortality Child Under-5 
mortality (140) mortality (.qJ mortality (jqo) (140) mortality (4qJ mortality (5qo) 

Urban 61 23 82 50 17 66 
Rural 95 53 143 79 35 112 

Eastern 79 36 113 
Central 86 56 138 
Western 84 38 1 I 9  
Mid- 1 I 5  71 178 
Far-westem 124 62 179 

Boys 102 46 
Girls 84 57 

143 
136 

78 30 105 
77 36 111 
60 25 84 
73 41 111 
112 42 149 

79 28 105 
75 40 112 

Nepal 79 40 118 64 29 91 
Note; Total figures are based on data for 5 years preceding the surveys; region- and gender-disaggregated figures are based on data for 
10 years preceding the surveys. 
Source; DHS (1996,2001). 

"Based on a sample o f  all countries with per capita GDP o f  less than $1,000, a model estimates that Nepal's per capita 
GDP o f  5230 should be associated with an under-five mortality rate o f  about 157 deaths per 1,000 live births. 
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8.14 Large variations in mortality rates are evident across regions. Under-five mortal i ty 
rates in rural  areas were almost twice those in urban areas in 2001 (see table 8.5). There was also 
considerable variation across regions, with rates ranging f rom 84 deaths per 1,000 l ive births in 
the Western region to 149 in the Far-west. Infant mortality rates also varied dramatically. U rban  
rates were about two-thirds those in rural areas. Regionally, rates ranged from about 60 per 1,000 
l ive births in the Western region to 112 in the Far-west. 

8.15 Gender differences are also evident. Infant mortality rates for boys and girls were 
roughly comparable, with 79 boys and 75 girls per 1,000 l ive births dying before age one in 2001 
(see table 8.5).82 But chi ld mortality rates were quite different, with 28 boys and 40 girls per 
1,000 l ive births dying between the ages o f  1 and 5. This reflects an increased gender disparity 
over time. Internationally, gender disparities in under-five mortality are attributed to the fact that 
girls receive less attention, less curative care in case o f  illness, and inferior nutrit ion than boys as 
a result o f  cultural preferences for boys. I t  seems that in Nepal these factors are also at play, the 
fact being corroborated by the worse nutritional outcomes among girls (see section 8.3.3, table 
8.1 1). 

8.16 The literature on infant and child mortality from around the world has shown that 
education, child care practices, prenatal care, access to water and sanitation, immunization, 
and availability o f  medicines are important determinants o f  child mortality. In particular: 

0 Education level of mothers. Children o f  more educated mothers are less l ike ly  to die in 
infancy. This i s  because they are more l ike ly  to be delivered by a slulled birth attendant and 
also possibly due to better information about pregnancy and postpregnancy hygienic 
practices. Education also increases the average maternal age at birth, decreasing the risk of  
pregnancy complications. 

0 Breastfeeding practices. Between 1996 and 
200 1, the proportion o f  children breastfed 
within an hour o f  birth increased f rom 18 to 
31  percent, with significant increases in both 
urban and rural areas. In both the Western and 
Midwestern regions, the percentage o f  babies 
breastfed within an hour more than doubled 
(figure 8.2). 

e Knowledge about family planning methods. 
Preventing unwanted pregnancies i s  a means 
of avoiding unsafe abortions. Between 1996 

Figure 8.2: Proportion of babies in Nepal 
breastfed within one hour of birth 

1996and2001 

and 2001, mothers reported a 20 percentage point  increase ( f rom 57 to  77 percent) in 
knowledge about preventing or  spacing pregnancies. 
Prenatal care. The proportion o f  mothers reporting receiving prenatal care during their last 
pregnancy rose from 26 percent in 1995-96 to  57 percent in 2003-04. Effective prenatal care 
can benefit mothers and unborn children by detecting problems early and avoiding 
complications during delivery; helping mothers, especially first-time mothers, learn about 
safe delivery; and administering tetanus toxoid vaccines. 

0 Access to water and sanitation. The proportion o f  households reporting piped water in to  their 
homes increased from 26 percent in 1995-96 to more than 34 percent in 2003-04. The 
proportion of the population that l ived in a home with n o  flush toilet decreased f rom 79 to 62 

s2Biologically, infant girls have higher chances o f  survival. In 1996, 82 infant girls died for every 100 boys, reflecting 
this biological advantage. Following faster declines in infant mortality for boys than for girls, this figure rose to 95 in 
2001. 
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percent for  polio3. The immunization rate increased in every 
region, and the gap between the lowest coverage and highest 
coverage areas narrowed. 

0 Increased availability and use of ORs has reduced the mortality 
due to diarrhea. Between 1995-96 and 2003-04, the number o f  
children suffering f rom the symptoms o f  diarrhea has decreased 
from 270,000 to 250,000 (NLSS-I  and 11). Chi ld  deaths due to 
diarrheal diseases - a leading cause o f  chi ld mortality in Nepal - 
have also declined considerably over the last decade f rom almost 
1,800 in 1991 to less than 250 in 2001 (Table 8.6). The decline 
in diarrhea incidence i s  l ikely due to  better sanitary practices, 
access to  water and toilets, better breastfeeding and nutritional 
practices. Whi le the sharp reduction in mortality due to diarrhea 
i s  l ike ly  due to increased awareness and use o f  oral rehydration 

8.18 To reduce infant mortality, these results argue for increased education o f  mothers, 
inducements for better prenatal care, and a focus o n  the Mid-Western and Far Western regions. 
Discouraging early marriage, to avoid young pregnancies, i s  also desirable. 

~~~~~~~~~~~~~~~~~~~~~~~, 
1991-2002 

Yeor Number of deaths 

1991 1,795 

1992 1,049 

1994 448 

1998 742 

1999 384 

2000 94 

2001 247 

I 

: Source: Minism OfHea l th :  

~n;r~;~$?f;~;~;,and Disease 
~ 

8.19 Nepal i s  likely to meet the MDG target for reducing under-five mortality. The MDG 
target for infant mortality i s  not likely to be met at the current rate o f  progress. I f  the under- 
five mortality rate continues to  fall at the current rate o f  about 5 percent a year, Nepal  i s  l ike ly  to 

83 Ministry o f  Health (2001), Annual Report o f  Epidemiology and Disease Control Division 
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reduce i t s  under-five mortality to 61 deaths per 1,000 l ive births by 2015, meeting the MDG. The 
Eastern and Far-western regions may not  meet the goal, however. T o  meet the goal for  infant 
mortality, Nepal  needs to reduce infant mortality by 4.3 percent a year; the current rate o f  decline 
o f  3.7 percent a year i s  insufficient to meet the MDG by 2015. The Eastern, Far-western, and 
Central regions are l ike ly  to fall far short o f  meeting the millennium challenge. Reducing infant 
mortality will be much more diff icult than reducing chi ld mortality. In addition to increasing 
immunization coverage and improving disease prevention and treatment, Nepal  wil l have to 
improve nutrit ional practices o f  mothers and increase the number o f  pre- and post-natal visi ts and 
deliveries assisted by s l l l e d  birth attendants and occurring in institutions. 

8.3.2. MATERNAL MORTALITY AND FERTILITY 
8.20 Figures on maternal mortality are inconsistent, making it difficult to know whether 
Nepal i s  on track to meet the MDG by 2015. WHO-based estimates put the figures at 1,500 per 
100,000 l ive birthsin 1990, 830 in 1995, and 740 in 2000. The Nepal PRSP projects 415 maternal 
deaths per 100,000 l ive births in 2001/02. (This estimate was made by the government and has 
not been validated by the survey data). The most recent NDHS survey-based estimate was 540 
per 100,000 l i ve  births in 1996. Nepal's maternal mortality ratio seems to  be the highest in the 
region, comparing unfavorably with rates in Bangladesh (440), India (410), Pakistan (340), and 
Sri Lanka (60). 

8.21 The data for Nepal  do not  permit analysis o f  the determinants o f  maternal mortality.84 But 
global evidence indicates that maternal mortality ratios tend to be higher when mothers are poor, 
too young or too old, malnourished or  anemic; have l o w  levels o f  education; fa i l  to space their 
births. Maternal mortality i s  also higher when women are less l ike ly  to use contraception or when 
expectant mothers don't have assisted deliveries. All these risk factors are present in Nepal. 

8.22 Notwithstanding the recent increase, too few deliveries are assisted by a 
professional. The proportion of professionally assisted births (births assisted by doctors or other 
health professionals) increased f rom 9.6 to  14.1 percent between 1996 and 2001 (table 8.7). T h i s  
means that one out of every seven deliveries are s t i l l  not  professionally assisted. Around 23 
percent o f  a l l  deliveries are conducted by traditional birth attendants, with the proportion 
essentially remaining constant between 1995-96 and 2003-04. Use o f  prenatal care i s  associated 
with the improvements in maternal mortality. Complicated pregnancies can sometimes be flagged 
during these visits, thereby averting complications during delivery. The proportion o f  mothers 
seeking out prenatal care has increased tremendously in the last decade. According to  the N L S S - I  
and 11, between 1995-96 and 2003-04, the proportion o f  mothers reporting that they received 
prenatal care during their last pregnancy has risen from 26 percent to 57 p e r ~ e n t . ' ~  Effective 
prenatal care can benefit both mothers and unborn children. In addition, these vis i ts help mothers, 
especially f i r s t  time mothers, learn about what they should and should not  do to ensure a safe 
delivery. Also, the tetanus toxoid vaccines are generally administered during these prenatal care 
visits. 

8.23 In an encouraging sign, the Far-western and Eastern regions have made substantial gains 
in the proportion o f  assisted deliveries. In the Far-western region, the proportion o f  assisted births 
increased from 5 to 8.7 percent; in the Eastern region the proportion increased f rom 10 to 19 
percent. Still, large discrepancies remain along urban-rural, education and regional l ines. 

84 T h e  next Demographic and Health Survey i s  planned for 2006 complemented by a Maternal Mortal i ty Survey to be 
carried out by Ministry o f  Health and Population and the CBS. The survey i s  expected to provide adequate data on 
maternal mortality. 
85 The  question in the N L S S  i s  posed to al l  women who have given birth during the last 36 months and refers to at least 
one visit to a health center for prenatal consultation. 
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Table 8.7: Assisted deliveries in Nepal, 1996 and 2001 (percent) 
1996 2001 

Other health Traditional birth 
Doctor professional attendant 

Other health Traditional birth 
Doctor professional attendant 

Place of residence 
Urban 
Rural 
Educational level 
N o  education 
Primary 
Secondary + 
Region 
Eastern 
Central 
Western 
Mid-westem 
Far-westem 

30.3 
4.1 

3 
8.8 

26.6 

6.3 
8.9 
5.0 
1.7 
2.7 

16.2 
3 

2.1 
6.1 
16.1 

4.1 
4.1 
4.7 
2.9 
2.3 

12.1 
23.4 

24.1 
20.2 
13.3 

25.3 
27.1 
13.6 
28.5 
11.6 

40.4 
6.4 

4.1 
9.8 
31.5 

9.1 
11.2 
8.6 
3.1 
6 

13.3 
5.1 

3.3 
7.9 
15.9 

9.5 
4.8 
5.6 
3.6 
2.7 

9.3 
23.9 

25.3 
19.1 
14.5 

23.8 
28.6 
18.1 
19.7 
16.9 

Total 5.8 3.8 22.7 8.5 5.6 23 
Note: Figures are based on live births in five years preceding the survey. 
Source; DHS (1996,2001). 

8.24 Improvements in education and empowerment, nutrition, institutional deliveries, 
contraception, and use o f  health care services for women are critical to reducing maternal 
mortality. M u c h  of the improvement in maternal mortality in Europe and Nor th  America has 
been attributed not to high-technology health care equipment but to the near universal use o f  
skilled birth attendants at delivery and the availability o f  emergency obstetrics for referral.86 T h e  
Malaysian and Sr i  Lankan experiences highlight the importance o f  midwives and nurse-midwives 
in reducing maternal mortality ratios. In both countries the midwi fe  provides the f i rs t  point o f  
contact for  mothers with the formal health system, providing care or referring the mother to 
alternate channels in the health system as necessary. Promoting late marriage (to prevent 
pregnancies in young women) and creating a culture o f  hospitaliclinic-assisted deliveries are also 
important. 

8.25 Al though the Mi l lennium Development Goals do not include ferti l i ty or contraceptive 
prevalence targets, a number o f  recent studies suggest that high population growth rates make it 
harder for  countries such as Nepal to achieve poverty reduction targets. L o w  birth spacing and, 
consequently high ferti l i ty also increases the chances o f  maternal mortality. There i s  a number o f  
potential mechanisms in which lower ferti l i ty can influence poverty rates.87 

Gelband et.al. (2001). 86 

87The relationship between fertility and poverty has been a source o f  controversy among social scientists and policy 
makers over the past forty years. As pointed out by Merrick (2002), “the popular view in the 1960’s and 1970’s -that 
fertility decline would slow population growth in developing countries and thus reduce poverty - came in for a great 
deal of controversy during the 1980’s, and by the 1990’s, it was no longer in vogue.” The alternative perspective that 
emerged was that demographic considerations are largely irrelevant to poverty reduction. However, a recent 
reconsideration o f  the relationship between fertility and poverty and new research findings suggest that the “magic 
bullet” solutions offered by both perspectives are overly simplistic, and that slower rates of population growth, 
combined with sound and equitable economic development policies, are likely to have a substantial effect on 
alleviating poverty in developing countries (Birdsall, Kelley and Sinding, 2001 ; Bloom and Canning, 1999). Lower 
fertility can influence poverty in a number of ways. First, lower fertility can facilitate the pace of economic growth 
through changes in age structure (Bloom and Canning, 1999). As countries move through the demographic transition 
from high to low rates o f  fertility and mortality, the age structure of the population also changes. When fertility begins 
to decline, this ratio of the population o f  working age to non-workers increases. T h i s  expands the productive capacity 
of the economy on a per capita basis because persons o f  working age tend to earn more income, and as a result, save 
and invest more, than either children or the aged. Second, household-level research studies suggest that when couples 
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Table  8.8: Total fertility rates in Nepal  for the three years preceding the survey 
by u r b a n h r a l  status 

1990s 2000s Change in  percent 

Total Rura l  Urban Tota l  Rura l  U rban  Tota l  Rura l  U r b a n  

DHS 4.6 4.8 2.9 4.1 4.4 2.1 -10.9 -8.3 -27.6 

NLSS 4.5 4.6 2.8 3.4 3.7 2.1 -24.0 -20.3 -25.2 
Note: refers to NLSS 1995-96 and 2003-04, DHS 1996 and 2002 
Source: 2001 DHS and Hotchkiss and Silva 2005 “Briefing Paper: Poverty, Fertility and Contraceptive Use in Nepal” 

8.26 Both N L S S  and DHS show decline in fertility rates during the last decade. According 
to N L S S  1995-96 and 2003-04, Nepal has made considerable progress in recent years in lowering 
the level o f  ferti l i ty. The total fertility rate (TFR) declined f rom 4.5 in 1995-96 to  3.4 in 2003-04, 
a reduction o f  24 percent (table 8.8), according to the N L S S .  Ferti l i ty has dropped faster in urban 
areas than in rural  areas. However, as indicated in table 8.8, the NLSS-I1 estimate o f  total ferti l i ty 
rate o f  3.4 i s  substantially lower than the estimate o f  4.1 f rom the 2001 DHS. The difference i s  
attributable to  the much lower level o f  estimated ferti l i ty among rural women (3.7 among in the 
NLSS-I1 sample vs. 4.4 in the D H S  sample). More research is needed to resolve the apparent 
discrepancies in these two datasets. Despite the decline, ferti l i ty levels in Nepal remain higher 
than those in other South Asian countries such as India (2.8 in 1998-99) and Bangladesh (3.3 in 
1999-00), but lower than in Pakistan (4.9 in 1990-91). 

8.27 These and the earlier decline in fertility lead to a decline in dependency ratio. The 
dependency rate measures the number o f  household members o f  non-worlung age (children and 
elderly) that have to be supported by the household’s worlung members. T w o  measures similar to 
an inverse o f  the dependency ratio (the number o f  adults 16 to 64 years o ld  as a proportion o f  
household size, and the number o f  adult men who worked 20 hours a week or more as a 
proportion o f  household size) show that dependency ratio in fact declined, in particular in urban 
areas. On average, the proportion o f  adults in a household increased f rom 54 to  56 percent and the 
proportion o f  adult male workers increased f rom 21 to  22 percent. Urban N L S S  region had 
experienced the most dramatic decline in the incidence o f  poverty and i t  i s  where the number o f  
wor lung males per household increased the most (the share o f  worlung age adults have increased 
from 55 to  63 percent and the share o f  male workers f rom 20 to 24 percent). Similarly, across 
rural  areas, poverty decline in rural Western Hill was quite substantial, which i s  mirrored in the 
increase in the proportion o f  working men there (by 11 percent, o n  average). 

Table 8.9: Inverse dependency rat io in Nepal  1995-96 and 2003-04, (percent) 
Share ofworking age adults (16-64) Share of male workers, aged 16-64 

1995-96 2003-04 (inc?z:f~nq 1995-96 2003-04 (inchz:f:nti 
Kathmandu 66 69 4 24 27 15 
Other urban 55 63 14 20 24 18 
Rural Western Hill 52 53 2 17 19 10 
Rural Eastern Hill 55 53 -4 24 23 -5 
Rural Western Terai 52 55 7 21 20 -5 
Rural Eastern Terai 56 55 -3 21 21 -2 
Nepal 54 56 2 21 22 3 

Source; World Bank s ta f f  calculations based on NLSS-I and 11. 

are able to control the number and timing o f  their births, they are more likely to invest more per child and educate each 
child better. Because they are better educated, the children o f  women who are better able to avoid unwanted births are 
they themselves more likely to do a better job in managing their own fertility and investing more in education and 
health-related inputs for the next generation (Montgomery and Lloyd 1999). 
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8.3.3. CHILD MALNUTRITION 
8.28 Malnutr i t ion causes enormous human suffering and has profound social and economic 
consequences. A number o f  studies on 
the relationship between nutrit ion and 
labor productivity suggest that improved 
nutrit ion increases productivity directly 
(by making workers stronger and more 
energetic) and indirectly (by increasing 
the productivity o f  time spent in 
school), which in turn increases long- 
run productivity growth (Behrman 
1993). Better nutrit ion contributes to  the 
welfare o f  the poor, thus improving 
equity. 

Figure 8.3 Prevalence of child malnutrition in Kepal, 2001, 
children 0-59 months 
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8.29 The levels of  child malnutrition in Nepal are among the highest in the world. During 
1995-2002, Nepal ranked last among 177 countries (tied with Bangladesh) in terms o f  the 
proportion o f  children classified as underweight; it ranked third to last, preceding Ethiopia and 
Burundi, in terms o f  the proportion o f  children classified as stunted (UNDP, 2004).88 The 
Demographic and Health Survey reveals that about ha l f  o f  a l l  children under four were 
underweight or stunted in 2001. About ha l f  o f  children under four were moderately to  severely 
underweight or  moderately to  severely stunted, and about 10 percent were moderately to severely 
wasted. About 13 percent o f  children under four were severely underweight, 21 percent were 
severely stunted, and 1 percent was severely wasted (figure 8.3).” 

Table 8.10: Prevalence of  malnutrition among children 0-36 months, by urban-rural status 
1996-2001, (percent) 

Malnutrition indicator Urban Rural Total Urban Rural Total 
Underweight 
Moderate or severe 30.0 48.5 47.3 32.8 47.8 46.8 
Severe 6.8 16.7 16.1 8.0 15.0 14.6 
Stunting 
Moderate or severe 36.2 48.8 47.9 29.5 43.6 42.7 
Severe 10.2 19.9 19.2 7.7 16.2 15.6 
Wasting 
Moderate or severe 6.1 11.9 11.6 10.6 12.0 11.9 

1996 2001 

Severe 0.6 1.8 1.7 1.1 1.7 1.7 
Source: World Bank staf f  calculations based on DHS (2001). 

8.30 Substantial progress in child nutritional outcomes occurred between the mid-1970s 
and the mid-1990s. Since then progress has been mixed (see appendix table A8.3 for  historical 
data). Reductions in chronic malnutrit ion occurred in children under two between 1996 and 2001, 

88 The exact role that malnutrition plays in the burden o f  disease in Nepal i s  not known. But malnutrition i s  estimated 
to account for about a third of all lost disability-adjusted l i f e  years in developing countries (Mason, Musgrove, and 
Habicht 2003). 
89 Moderately to severely malnourished was defined as being less than two z-scores below the mean o f  the U.S. 
National Center for Health Statistics (NCHS) standards; severely malnourished was defined as being less than three z- 
scores below the mean NCHS standards. The standards are based on a reference population defined by NCHS and 
accepted by the World Health Organization. Stunting measures longer term chronic undernutrition, while underweight 
captures suffering from short-term acute food deficits. 
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with the prevalence o f  stunting dropping from 48 to 43 percent (table 8.10). The prevalence o f  
underweight and wasting stagnated during this period, however. In urban areas the prevalence o f  
underweight and wasting increased, there was a large decline in stunting. In rural  areas, there was 
a slight reduction in underweight prevalence, a large dip in stunting prevalence, and n o  change in 
wasting prevalence. Rural-urban gaps in malnutrition are large, with moderate to  severe stunting 
rates among children less than four about 15 percentage points higher in rural  areas than in urban 
areas. (Because the 1996 Demographic and Health Survey did not  collect anthropometry data on 
children older than 36 months, the results presented here are based only o n  children 36 months 
o ld  and younger.) 

Table 8.11: Prevalence o f  malnutrition in boys and girls under five in Nepal 2001, (percent) 
Malnutrition 

indicator Boys Girls 
Underweight 
Moderate or severe 46.6 51.0 
Severe 11.3 14.4 
Stunting 
Moderate or severe 49.5 51.0 
Severe 18.9 21.9 
Wasting 
Moderate or severe 10.7 8.8 
Severe 1.4 0.9 

Source: World Bank staff calculations based on DHS (2001). 

8.31 Stunting and underweight are more prevalent among girls than boys, but the 
disparities are smaller than in other South Asian countries. Prevalence o f  underweight and 
stunting i s  higher among girls than among boys, (table 8.11) these patterns are especially 
pronounced if one looks at the prevalence o f  severe malnutrit ion rather than moderate to  severe 
malnutrition. Differences between boys and girls emerge after 12 months of  age, when most 
children are n o  longer breastfed, before converging by 48-69 months (see Hotchktss and Silva 
2005). These gender patterns are consistent with the stylized fact observed in many South Asian 
countries that household allocation of food resources i s  skewed toward boys. (Multivariate 
analysis confirms that the prevalence o f  stunting and underweight i s  significantly higher among 
girls than boys, even after controlling for other factors that determine nutrit ion outcomes 
appendix table A8.3). 

Table 8.13: Prevalence o f  stunting and underweight in children under five in Nepal 2001, (percent) 

Unconditional Multinomial probi t  results 
Group Stunting Underweight Stunting Underweight 

BrahmaniChhetri 49.7 49.1 Reference group Reference group 

Terai middle caste 50.1 56.5 Significantly higher than higher 
reference group than reference group 

Dalits 56.8 58.1 
Newar 33.9 25.5 Reference group Reference group 

Hill Janajatis 
52.3 

Same as reference Same as reference group 
38.1 group 

Terai Janajatis 46.6 53.8. Significantly higher 
than reference group 

Muslim 50.2 53.8 
Significantly higher than 

reference group 
Other minorities 41.2 59.4 
Nepal 50.3 48.8 

Note: See appendix table A8.3 for the probi t  model regression results. 
Source: World Bank staff calculations based on DHS (2001). 
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8.32 Malnutrition i s  particularly widespread among Dalit and other minority children 
and Terai middle castes. The prevalence o f  stunting (a long-term measure o f  malnutrition) and 
underweight (a short-term measure o f  nutritional adequacy) i s  much lower among Newar children 
than other groups (table 8.13). In an encouraging sign, the prevalence o f  underweight among Hill 
Janajati children i s  38 percent, considerably lower than the national average. Da l i t  and Hill 
Janajati children score the lowest o f  a l l  groups with respect t o  the prevalence o f  stunting, 
however, and Da l i t  children have the second highest prevalence o f  underweight (after “other 
min~r i t ies” ) .~ ’  Even after controlling for  income and. other confounding effects, Dalit, Terai 
middle-caste, and other minority children have higher prevalences o f  both stunting and 
underweight (table 8.13).’l Nutr i t ion programs, water and sanitation projects, and education in 
local languages need to target these groups in order to reduce chi ld malnutrition. 

Table 8.12: Prevalence of malnutrition among children 0-36 months 
by region and ecological Zone, 1996 and 2001, (percent) 

1996 2001 

Region Underweight Stunting Wasting Underweight Stunting Wasting 
Eastern Mountain 35.1 44.0 6.7 30.7 41.6 3.5 
Eastem Hill 39.1 41.2 8.9 35.2 39.3 4.0 
Eastern Terai 39.2 34.1 11.6 41.6 33.0 13.8 
All Eastern 38.9 37.4 10.3 38.9 35.6 10.1 

Central Mountain 49.2 53.4 12.8 39.3 51.4 6.6 
Central Hill 39.5 44.2 7.7 42.0 45.7 4.7 
Central Terai 54.4 54.5 12.2 56.7 43.8 20.3 
All Central 48.6 50.7 10.6 50.8 44.9 14.5 

Western Mountain 69.4 64.6 17.6 63.8 60.8 11.7 
Western Hill 43.1 48.4 6.8 37.4 41.3 4.6 
Western Terai 54.1 51.4 17.9 46.3 41.2 14.8 
Al l  Western 47.6 49.7 11.4 41.5 41.3 9.4 

Mid-westem Hill 51.5 56.7 11.4 56.3 54.2 9.3 
Mid-westem terai 41.2 38.9 11.7 37.8 27.4 12.0 
All Mid-westem 49.2 50.7 12.1 51.6 47.5 10.1 

Far-westem Hill 64.4 58.7 19.8 54.9 49.5 15.0 
Far-westem Terai 46.2 44.2 14.1 46.6 37.3 14.5 
Al l  Far-westem 57.1 53.1 16.8 53.5 46.3 14.5 

Source: World Bank staff calculations based on DHS (2001). 

8.33 Large regional differences in child malnutrition are apparent. W h i l e  the prevalence 
o f  stunting in Nepal dropped 9.4 percent, i t s  prevalence fe l l  15.7 percent in the West and 11.5 
percent in the Far-west (table 8.12). Wasting remained unchanged nationally but fel l  20.2 percent 
in the West and 13.7 percent in the Far West. The Mid-west experienced more moderate declines 

”Changes by ethnic and caste groups could not be assessed because o f  important differences between the questions on 
ethnicity and caste used in the 1996 FHS and the 2001 D H S  
”Factors such as wealth, maternal education, and gender are generally found to be associated with child nutritional 
status; and these factors tend to be correlated. For example, better educated women tend to come f rom wealthier 
households, which have a greater ability to purchase food and other inputs that affect nutritional status. To  examine the 
proximate determinants o f  malnutrition, multivariate statistical analysis was conducted to estimate the effects o f  key  
variables on child nutritional status controlling for other relevant factors. The results are presented in appendix table 
A8.3. 
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in stunting and wasting, whi le progress in the Eastern and Central areas lagged that of  the other 
regions. Fo r  underweight prevalence, the increase was greatest among children in the Eastern 
region. Wasting declined most in the Central and the Western regions. Reductions in stunting 
were greatest in the Central and Western regions. Malnutrit ion i s  particularly high in the 
mountains -- an unsurprising finding given the effects o f  high altitudes o n  growth and body size. 

8.34 Malnutrition i s  strongly linked to household wealth.92 The prevalence o f  underweight 
children in the poorest quintile i s  80 percent higher than in the richest quintile, the prevalence o f  
stunting i s  70 percent higher, and the prevalence o f  wasting 66 percent i s  higher (table 8.14). 
Income remains an important determinant even after controlling for  other factors. Simulations 
suggest that increases in household wealth would significantly improve ch i ld  nutrition, with the 
impact greater among poorer households than better o f f  households. But even with substantial 
increases in wealth, the prevalence o f  malnutrition would s t i l l  be very high. 

Table 8.14: Prevalence o f  malnutrition in children under five in Nepal, by wealth quintile 2001, 
(percent) 

Malnutrition indicator Lowest Second Middle Fourth Highest 

Underweight 
Moderate or severe 57.3 52.8 49.8 44.7 31.8 
Severe 16.9 15.6 11.9 11.0 5.2 
Stunting 
Moderate or severe 61.3 53.3 46.8 46.4 36.1 
Severe 27.9 22.0 19.7 17.5 11.0 
Wasting 
Moderate or severe 10.8 11.6 9.2 9.2 6.5 
Severe 1.7 1.5 0.8 0.7 0.6 

Source: World Bank staff calculations based on DHS (2001). 

8.35 The association between maternal education and child well-being i s  very strong in 
Nepal. All three indicators o f  child malnutrit ion decline sharply with mother’s education. Among 
children o f  women without any formal 
schooling, the prevalence o f  
underweight i s  78 percent higher and 
the prevalence o f  stunting 62 percent 
higher than among children o f  women 
with secondary education (figure 8.4). 
The fact that average educational 
attainment levels are very l o w  in Nepal 
means that investments in schooling o f  
girls should lead to  substantial 
improvements in chi ld nutrition. 

~ ~ ~- 

Figure 8.4 Relationship between mother’s education level and 
child malnutrition 2001 
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8.36 Women’s decisionmaking power i s  associated with better nutrition outcomes for 
children. The lowest rates o f  malnutrit ion are found in households in which the woman reports 
malung the decision herself; the highest rates o f  malnutrition are found when decisions are made 
jo in t ly  by the husband and wife (table 8.15).93 Households in which women exercise more 

92 Wealth quintiles are defined following Filmer and Pritchett (1 999). 
93 To measure the role o f  women in household decisionmaking, the survey asked each woman who in the household has 
the final say on making a variety o f  purchasing decisions, including decisions on large household purchases and daily 
household purchases. Women could characterize the decision as being made by the respondent alone, jointly by  the 
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influence o n  intrahousehold decisionmaking may be more likely to  demand more and better 
quality foods and other inputs to health that yield better chi ld health outcomes. Women’s 
decisionmaking power i s  also significantly associated with reduced stunting and underweight 
prevalence. 

Table 8.15: Relationship between decisionmaking about household purchases and prevalence of 
malnutrition in children under five in Nepal 2001 (percent) 

Who hasfinal say over Who has final say over 
large household purchases daily household purchases 

Malnutrit ion indicator Wife Joint other Wife Joint other 

Underweight 
Moderate or severe 41.8 51.4 49.4 45.4 50.9 49.7 
Severe 9.6 15.4 12.8 11.4 15.0 12.9 
Stunting 
Moderate or severe 48.7 55.3 49.4 49.5 54.3 49.6 
Severe 17.9 23.2 20.5 18.2 24.3 20.7 
Wasting 
Moderate or severe 7.6 10.2 10.0 8.1 11.6 9.9 

Husband/ Husband/ 

Severe 0.6 1.1 1.3 0.8 1.5 1.2 
Source: World Bank staff calculations based on DHS (2001). 

8.37 Access to good water sources and sanitation i s  strongly associated with child 
nutritional status. The prevalence o f  chi ld malnutrition was significantly higher among the 
three-fourths of  sample households that reported not  having a flush toilet or latrine (table 8.16). 
The rate o f  stunting was 54 percent among households without a flush toilet or a latrine, 44 
percent among households with a latrine, and 33 percent among households with a flush toilet. 

Table 8.16: Prevalence of  malnutrition in children under five in Nepal 
by type of  toilet facility used by household 2001 

Malnutrit ion indicator Flush toilet Latrine No facil iw 
Underweight 

Moderate or severe 28.0 38.5 53.5 
Severe 4.8 7.0 15.0 
Stunting 

Moderate or severe 33.1 43.8 54.1 
Severe 10.8 15.0 23.1 
Wasting 

Moderate or severe 5.6 5.2 11.0 
Severe 1 .o 0.3 1.4 
Source: World Bank s ta f f  calculations based on DHS (2001). 

8.38 Access to health care facilities reduces the rate o f  child malnutrition. Several types o f  
preventive and curative services affect ch i ld  growth. Facility-based immunization programs may 
diminish the incidence o f  key childhood infectious diseases. Prenatal care may increase maternal 
weight gain during pregnancy and improve early parenting slul ls.  These parenting s lu l l s  may 
improve dietary intake and decrease the incidence, severity, and duration o f  i l lness. Growth 
monitoring o f  young children provides early identification o f  growth faltering and i s  intended to 
trigger remedial actions by health workers and mothers. M a n y  maternal and chi ld health 

respondent and a spouse or other relative, or by a husband or other relative. Decisionmaking may be an endogenous 
variable in the model. 
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programs provide food supplements to pregnant and lactating women and children under five, 
which may improve dietary intake. 

8.39 Curative health services affect growth by decreasing the duration and severity o f  illness. 
Fo r  each o f  the indicators o f  malnutrition, the lowest rates are found among children in 
households closest to health care facilities (proxied here by travel t ime to the nearest fami ly 
planning service) (table 8.17). The highest rates o f  underweight are among children in areas 11- 
30 minutes and 31-60 minutes f rom family planning services. For  stunting, the rates go up as the 
travel time to  the facil i ty increases, with a l o w  o f  33 percent among children 0-10 minutes f rom a 
facility and a high o f  60 percent among children more than an hour f rom a facility. 

Table 8.17: Prevalence of malnutrition in rural children under five in Nepal 
by distance to family planning services 2001 (percent) 

Minutes to closest facility 

Malnutrit ion indicator 0-10 11-30 31-60 >60 
Underweight 
Moderate or severe 32.1 49.8 50.9 45.2 
Severe 7.7 13.0 14.1 11.7 
Stunting 
Moderate or severe 33.2 49.9 52.2 60.4 
Severe 10.9 20.8 21.9 25.7 
Wasting 
Moderate or severe 6.7 9.8 10.1 6.1 
Severe 0.0 1 .o 1.5 0.0 

Source: World Bank staff calculations based on DHS (2001). 

8.40 Infant feeding practices are one of  the most important determinants of  child 
nutritional status. Feeding practices are particularly important in the days and weeks fol lowing 
birth, when growth i s  fastest and protection i s  needed against infections that can lead to sickness 
and death. Breastfeeding i s  nearly universal in Nepal (more than 98 percent o f  children born in 
the five years before the survey had been breastfed). Early init iation o f  breastfeeding i s  important 
to nutritional status, because the f i rs t  breast milk contains colostrum, which i s  r i c h  in antibodies 
and very nutritious. Breastfeeding guidelines recommend that breastfeeding be init iated 
immediately after birth for optimal health, but there i s  variation in this practice. In 2001 about 
one-third of children 0- to  59-months-old were reported to  have breastfed within one hour o f  
birth; this percentage doubled between 1996 and 2001. The prevalence o f  each o f  the 
anthropometric measures o f  malnutrition i s  higher among children who did not  begin 
breastfeeding within the f i rs t  day o f  birth (table 8.18). Differences in the prevalence o f  
malnutrition among those who initiated breastfeeding immediately after birth, within the f i rs t  
hour, or within the f i rst  day were small. There are also concerns o f  weaning practices with 
introduction o f  adequate quality supplementary feeding for children after six months o f  age. 

8.41 Malnutrition i s  worse during the dry season. All three measures o f  moderate to  severe 
malnutrition were higher among children surveyed in the April to June dry period than among 
those surveyed between January and March. This pattern points to the timing of possible nutrit ion 
interventions. 
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Table 8.18: Prevalence o f  malnutrition in children under five in Nepa l  
by  initiation o f  breastfeeding 2001 (percent) 

Immediately First hour after First day after Later than f i rst  day 
Malnutrit ion indicator affer birth birth birth after birth 
Underweight 
Moderate or severe 47.5 42.4 45.3 57.1 
Severe 11.9 10.4 10.2 17.6 
Stunting 
Moderate or severe 50.5 48.2 49.5 51.9 
Severe 20.1 20.1 20.2 21.6 
Wasting 
Moderate or severe 8.4 6.6 7.9 14.7 
Severe ,, 0.9 1.1 0.9 1.7 
Number o f  observations 1,950 1,175 1,608 1,411 

Source: World Bank staf f  calculations based on DHS (2001). 

8.4. SUMMARY AND POLICY OPTIONS 
8.42 Nepal must make progress on multiple fronts in order to meet the health MDGs. 
Nepal will need to engage the private sector, improve the quality o f  health care available to 
communities, address the shortages o f  slulled medical staff in parts o f  the country, and strengthen 
monitoring and evaluation to ensure that available funds are being put to  their best use. But 
improvements in other areas are also needed. Evidence f rom Nepal and international experience 
suggests that increase in income, literacy, access to roads, and access to water and sanitation have 
a significant impact o n  health outcomes.94 

8.43 Expand public-private partnership. The private sector already plays an important role 
in health care provision in Nepal, not  only for  the r i ch  but also for  poor households. The private 
sector could be leveraged further by fostering better public-private partnerships. As a start, the 
government could consider accrediting traditional birth attendants and provide traditional birth 
attendants with incentives to refer complicated cases to  public medical facilities. (Currently, 
traditional birth attendants receive a fee for delivering babies and as a result, they have an 
incentive to conduct deliveries themselves rather than refer women to health facilities or doctors.) 
More  referrals are l ike ly  to  reduce maternal and neonatal mortality. Private for-profit health care 
providers could be given an incentive to provide primary health care, an area often dominated by 
the public sector. Pi lot  project in other countries, including India, have shown that private 
provision o f  some primary health care can be more efficient than government provision 
(Loevinsohn and Harding 2005). Detailed recommendations on how to engage the private sector 
and how to obtain better value from the out-of-pocket expenditures are expected from a private 
health sector assessment that is underway with the support from the World Bank economic sector 
reform TA. 

8.44 The pattern o f  health spending needs to change. To improve health outcomes Nepal 
needs to put scarce resources to the best use by allocating them to regions lagging in health 
outcomes, and spend them o n  the prevention and cure o f  diseases that account for  a large share o f  
the disease burden. Recent evidence f rom nine Asian countries suggests that Nepal  has the 

94 See World Bank 2004 “Nepal Health Sector Strategy: An Agenda for Change” for the coverage o f  issues related to 
HIViAIDS (which is already in a concentrated epidemic form in Nepal and can have a substantial impact on mortality, 
morbidity and health budgets); as well as the coverage of issues related to control o f  communicable diseases; and a 
discussion o f  issues related to building of management and implementation capacity in the public health sector in 
Nepal. 
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strongest pro-rich bias in health resource allocations in the region (EQUITAP 2005). This finding 
highlights the need for a change in allocation patterns. 

8.45 More trained medical practitioners are needed, especially in remote areas. Getting 
trained professional staff t o  relocate to rural and remote areas i s  a challenge, especially given the 
security situation in these regions (Ministry o f  Finance, HMGN, 2004). Incentives, bo th  financial 
and nonfinancial, will have to be provided to qualified medical personnel. Nonmonetary 
incentives used in other countries include opportunities for  training, improved physical 
infrastructure o f  health facilities and residential facilities, and a staff transfer mechanism to 
ensure fair deployment to remote areas. 

8.46 Bottlenecks in the ongoing decentralization effort need to be addressed. 
Decentralized health care provision i s  l ikely to increase accountability o f  health care 
professionals, reducing provider absenteeism and increasing commitment. In addition, provider- 
patient relationships are l ikely to improve if communities have a greater say in hiring and firing 
decisions. But bottlenecks already appearing need to be addressed. First, the f l o w  of funds 
between the different levels o f  government has been erratic, and technical assistance has not  been 
provided during the transition to  the decentralized model o f  service delivery. Second, health 
facilities are unclear about the roles and responsibilities o f  the health committees and what 
decentralization means in practice. Clear guidelines o n  the proposed handover o f  facilities need to 
be provided. Third, funds are not  f lowing efficiently. District Development Committees are not 
comfortable transferring funds to village development committees that have n o  elected officials.95 
Fourth, hospital and health facil i ty managers received only l imi ted training to deal with their new 
responsibilities. Monitoring and evaluation must be part and parcel o f  the program if Nepal  i s  to 
successfully move to a decentralized system o f  health care provision. 

8.47 To reduce the number of  malnourished children in Nepal, interventions should 
target children in poor households, children of  uneducated mothers, and children from 
remote areas with poor access to water and sanitation. Nutr i t ion interventions would b e  most 
effective in the dry seasons. Attempting to  combat malnutrition solely with policies that a i m  to 
improve household income i s  unlikely to  be sufficient to substantially reduce the malnutrit ion 
problem, even though such policies would be pro-poor. 

8.48 Community-based programs can increase contact between trained workers and 
households most in need. Community-based programs a im to  alleviate malnutrit ion by 
improving access to  technology and resources through a package o f  services, by fostering 
behavior change, and by supporting chi ld care practices. They may also p lay a part in mobi l iz ing 
social demand for services and generating pressure for  pol icy change. Community-based 
programs offer a broad range o f  services, including routine growth monitoring and promot ion and 
home visits by healtWnutrition workers. The existence of  a strong health volunteer program such 
as the FCHVs has been critical to the success o f  a number o f  health programs in Nepal. By 2003 
more than 48,000 FCHVs were operating in al l  o f  Nepal's 75 districts. 

8.49 Monitoring and evaluation with respect to the MDG outcomes i s  critical. Reliable 
time series data at the subnational level are not readily available, making it di f f icul t  t o  quantify 
the effectiveness of health interventions. Routine monitoring o f  health outcomes can lead to 
polit ical momentum and resources from the government and donors. Rigorous and fi-equent 
evaluations are needed to  ensure that scarce public resources are channeled in to programs that 
deliver and that the programs are available in the regions that need them most. 

Tenure o f  the elected district officials expired in 2003. 95 
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8.50 Nepal’s civil conflict i s  disrupting service delivery. Reports o f  insurgents raiding 
pharmacies to  procure medicines and f i rs t  aid kits are increasing. Government employees are 
afraid to be posted to certain areas and reluctant even to conduct f ie ld visi ts there.96 The conflict 
i s  causing disruptions in the distribution o f  essential immunizations and vitamin A.97 If this 
disruption spreads, under-five mortality rates are l ikely to increase. 

96 According to INSEC, a local human rights organization, more than 40 rural health posts were destroyed between 
January 2002 and December 2004 (IRIN, February 28,2005) 

“Himalayan Horrors,” The Economist, April 15,2005. 97 



TECHNICAL ANNEX A: 
THE METHODOLOGY USED TO DERIVE POVERTY LINES (1995-96 AND 2003-04) 

This technical annex documents the main steps and procedures followed by the poverty 
assessment team to construct poverty lines for the 2003-04 Nepal Living Standards Survey 
(NLSS-11) data. In constructing these poverty lines, it i s  important to highlight upfront that our 
overriding concern was to maintain comparability with the methodology employed in the 2000 
W o r l d  Bank report “Nepal: Poverty at the Turn of  the Twenty-First Century”, that uti l ized data 
from the 1995-96 NLSS (NLSS-I). Thus, we have taken the 1995-96 poverty l ine developed by 
the Cost-of-Basic-Needs (CBN) method and derived indices (in case o f  the N L S S - I  w e  re-derived 
these indices) t o  adjust i t for regional differences in cost-of-living. We also derived region- 
specific inter-temporal indices. W e  then used these indices to estimate the cost o f  poverty lines in 
6 regions in 2 t ime periods. W e  did not  revisit the calculation o f  the poverty l ine itself. The ma in  
advantage o f  not revisiting the calculation o f  poverty l ine i s  to keep the “yardstick” intact, and to  
preserve the continuity and comparability o f  the 2003-04 results with the earlier estimates o f  
poverty in Nepal. 

A.l 
Taking as a starting point  the 1995-96 rural  Eastern Terai poverty l ine (denoted PII) derived by 
the earlier 2000 Poverty Assessment team (henceforth 2000 PA; see B o x  l a  for a summary o f  
h o w  this l ine was derived), our objective was to construct comparable poverty lines for each o f  
the six main regions-of-interest,’ and for both survey periods 1995-96 and 2003-04. In other 
words, our goal was to derive 12 poverty lines (Pit: i=l, 2, 3, 4, 5, 6 and t = 1, 2) for  each 
regiodtime-period, each o f  which represented exactly the same standard-of-living or welfare, and 
differed in rupee terms only to the extent necessary to  make allowances for differences in cost-of- 
living over time and across regions. 

AN OVERVIEW OF THE METHODOLOGY 

’ m e  regions were (1) Kathmandu; (2) other urban areas; (3) Rural West H i l l s  and Mountains (i.e. Western, Mid-west, 
and Far-west Development Regions); (4) Rural Eastern and Central Hills and Mountains; (5) Rural western Terai (i.e. 
the Western, Mid-west, and Far-west Development Regions); and (6) Rural Eastern and Central Terai. 
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Recall that the poverty l ine for any given region (in this case, the rural  Eastern Terai region) 
includes provision for a minimum bundle o f  goods comprising essential food and non-food items. 
The issue o f  updating PII across time and space therefore essentially boils down to deriving 
appropriate price indices for these food and non-food components (i.e. that take into account 
intertemporal and spatial price differences) and then applying them to the corresponding parts o f  
the poverty l ine to derive the Pit for each o f  the respective 12 domains o f  interest. 

The above overall process was carried out by following three main steps: 

Step 1: Derive the spatial and inter-temporal food price indices to  ascertain the corresponding 
food poverty l ine components o f  each o f  the 12 main domains o f  interest. 

Step 2: Derive the spatial and inter-temporal non-food price indices for the corresponding non- 
food poverty l ine components o f  each o f  the 12 main domains o f  interest. 

Step 3: Aggregate the food and non-food poverty l ine  components to  obtain the respective Pit i.e. 
the 12 overall poverty lines o f  interest. 

Having thus determined the overall total poverty lines in prices o f  the six regions-of-interest in 
1995-96 and 2003-04, we  then compared them with nominal consumption aggregates derived 
from the survey data to categorize the population into poor and non-poor groups. 

A.2 DERIVING THE POVERTY LINES: A MORE DETAILED EXPOSITION * 
Fol lowing the br ie f  outline above o f  the steps followed to construct the 12 poverty lines o f  
interest; this section provides a more thorough account o f  the procedures fol lowed in deriving the 
poverty lines. Whi le steps 1 and 2 outlined above could in-principle have been combined by 
deriving a composite price index for the food and non-food bundles taken t ~ g e t h e r , ~  we  instead 
derived these two sets of price indices separately, and then applied these to  the food and non-food 
components o f  the poverty l ine respectively to eventually arrive at the overall poverty lines for 
the 12 domains. The exact steps followed in carrying out these procedures are elaborated below. 

A.2.1 
In deriving price indices to update poverty lines, literature on this topic suggests an estimation 
strategy that (i) utilizes prices faced by the poor, and (ii) uses quantities consumed (or budget 
shares) that are aligned with the consumption patterns o f  the poor. In particular, several authors 
(recently Deaton and Tarozzi, 2000) suggest deriving both quantities and unit values o f  consumed 
foods f rom the household survey(s) data to form baskets o f  consumer goods in different locations 
(time periods), which in turn are then used to derive the food price in dice^.^ 

DERIVING THE FOOD PRICE INDICES 

An alternative approach for deriving the poverty l ines for 2003-04 would be to use the same methodology as in 1995- 
96 to compute poverty lines in 2003-04. However, this approach i s  not well-suited for inter-temporal comparisons: a 
major drawback i s  that if l iv ing standards in a country improve over time, even poor households improve the 
composition o f  their consumption basket. As a result, reapplying the CBN methodology would no longer reflect basic- 
needs bundles o f  constant value in real terms. Assessing trends in absolute poverty over time presumes that the same 
yardstick was used at a l l  points in time, a condition that i s  violated by the application o f  the same methodology to the 
derivation o f  poverty l ine in 2003-04. See Ravallion (1994) for a discussion o f  these issues. 
31ndeed, this was the procedure followed in the earlier Poverty Assessment; however, since we departed from this 
earlier practice, the poverty lines derived in this paper for the five other regions (Le. other than the rural Eastern Terai) 
are in-fact slightly different f rom those used for the earlier Poverty Assessment. 

See Deaton and Tarozzi “Prices and Poverty in India” in “The Great Indian Poverty Debate”, Deaton and Kozel eds. 
(2005). T h i s  paper also provide guidance on methodology for calculating unit values and quantities and on the merits o f  
selecting particular price indices -- Laspeyres, Paasche, Tornquist, Fisher, etc. 

4 
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W e  calculated food prices indices in the 12 domains o f  interest using a Laspeyres index-i.e. as 
the relative costs of the 1995-96 fixed food basket in two time periods and across the 6 ma in  
regions o f  interest. W e  chose Laspeyres index for two main reasons: (i) to maintain comparability 
with earlier analysis (i.e. the 2000 PA), and (ii) this index, which i s  constructed in such a way that 
weights attached to each food i tem are the same for a l l  regions and t ime periods, satisfies base- 
independency and transitivity properties, in other words the relative prices across regions and 
t ime periods do not depend o n  the choice o f  the base-region, or the sequence in which spatial and 
inter-temporal indices are combined.’ 

To construct the Laspeyres index, the quantities o f  37 food items for a f ixed food basket were 
chosen using the 1995-96 national average quantities consumed by the population in the 2”d to  5th 
deciles o f  nominal  per capita consumption.6 The region and time period-specific prices o f  each 
food i tem were calculated as the average “democratic” unit values taken over the entire 
population o f  that region in 1995-96 and in 2003-04.’ To obtain total quantities, quantities o f  
purchased, home-produced and received-in-lund food were added up for each household and food 
item. 

Computed quantities and prices were checked for the presence o f  outliers, which were 
subsequently removed f rom the analysis. In addition, a household-level unit value was considered 
to be an outlier if it  was either less then 0.1 t imes or greater than 10 times the median unit value 
of  a particular food item. Conversion factors for  converting local units to  metrics units are 
presented in tables 7a and 8a (at the end o f  technical annex A). Region-specific unit prices, as 
we l l  as their changes over time are presented in tables 9a and 10a (at the end o f  technical annex 
A). The cost o f  each basket was computed as the sum o f  expenditures o n  each food from the food 
basket, using the region and time period-specific prices. Results are presented in table l a .  

T h e  Laspeyres index also has i t s  disadvantages vis-a-vis such superlative indices as Tomquist and Fisher, the main 
disadvantage being that it i s  not derived from a demand system or an expenditure function. Unfortunately, however, 
superlative indices are not transitive and in case of multilateral (i.e., across space and time) comparisons the result 
depends on the order by which regional and intertemporal indices are combined. For instance, when calculating the 
relative price difference between Kathmandu in 1995-96 and Rural East Hill (REH) in 2003-04 one would want the 
result to be independent of whether one first applies regional price index to convert 1995-96 Kathmandu prices to 
1995-96 REH prices and then intertemporal index to convert 1995-96 REH prices to 2003-04 REH prices, versus when 
one first applies intertemporal price index to convert 1995-96 Kathmandu prices to 2003-04 Kathmandu prices, and 
then regional price index to convert 2003-04 Kathmandu prices to the 2003-04 REH prices. I f one adopts Tomquist or 
Fisher indexes, these procedures give different results, depending on the order followed. T h i s  lack o f  transitivity of 
superlative indices could also be understood in terms o f  base-dependency or the dependency of the relative prices on 
the choice of a base region. In this case, if one were to use superlative indices, the relative prices would’ve depended on 
the choice o f  a base region, be i t  Kathmandu, Rural East Hills or the other region. See Hill (2004) for further discussion 
of properties of superlative indices. 

The quantities were calculated as “democratic” rather than “plutocratic” means; the difference between the two i s  that 
the latter uses aggregate consumers’ expenditure on each commodity divided by the aggregate consumers’ expenditure 
on all commodities which i s  an average o f  the individual households ratios weighted by the total expenditure. As a 
result, “plutocratic” average gives bigger weight to households which consume more of a particular product (usually 
richer households). Democratic method i s  preferred for calculating price indexes faced by the poor, as it places equal 
weights on consumption of each household, irrespective of the quantity consumed. See Deaton and Tarozzi 2000 for a 
more detailed discussion of these two methods. 
’It would’ve been preferable to take prices faced by the “poor” and calculate unit values only over the population in the 
2-5 deciles. But since these calculations had to be done at the regional level, the sample sizcs w e r e  too small. 
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Table la:  Nepal 1995-96 and 2003-04, regional food price indices 
Cost of a Reference Food Basket Implied Food Poverty Line Implied region- 

(in current local prices) adjustment coefficient speci$c food 
1995-96 2003-04 1995-96 2003-04 inflation rate 

(1) (2) (3) (4) (5) 
3.361 5.550 1.29 2.14 165.1 Kathmandu 

Other urban 21950 41062 1.14 1.56 137.7 
Rural Western Hill 3,178 4,634 1.22 1.79 145.8 
Rural Eastern Hill 3,289 4,385 1.27 1.69 133.3 
Rural Western Terai 2,458 3,557 0.95 1.37 144.7 
Rural Eastern Terai 2,596 3,570 1 .oo 1.38 137.5 
All-Nepal 2,908 4,101 1.12 1.58 141.0 
* Column 5 i s  calculated as column 4 divided by column 3, multiplied by 100 

As a cross-check, we compared inter-temporal change in prices calculated f rom the survey data 
with the off ic ia l  CPIs. According to the Rastra Bank, the urban CPI for “food and beverages” in 
2003-04 was 148.8 compared to  100 in 1995-96 (i.e. 1995-96 i s  the base year for  the urban CPI). 
The NLSS-based estimated all-Nepal food price index i s  141 .O, or quite comparable to the of f ic ia l  
CPI estimate (that i t  i s  slightly o n  the lower side could be explained by the fact that the N L S S -  
based estimates are heavily drawn f rom the rural areas, and are based o n  foods generally 
consumed by the poor). 

A.2.2 DERIVING THE NON-FOOD PRTCE INDICES 
In case o f  non  food price indices, we estimated relative costs o f  renting a typical housing unit to 
account for regional differences in prices, but used the urban CPI collected by the Rastra Bank to  
approximate the inter-temporal change in non-food prices. W e  believe that while differences in 
rental values are reasonable proxies for  regional differences in price level, inter-temporal changes 
in rental prices are a poor approximation for the changes in n o n  food prices.8 This i s  because the 
inter-temporal trajectory o f  prices o f  non-food items (mostly services and tradable goods) i s  also 
influenced by changes in wor ld  prices (most notably, the prices o f  fuel) and changes in the 
demand and supply o f  these goods and services; changes in the price o f  rental housing i s  a poor 
proxy for such price  change^.^ W e  therefore used a combination o f  a single inter-temporal non- 
food a l l  urban Nepal CPI provided by the Rastra Bank and regional housing price indices 
calculated on the basis o f  N L S S  2003-04 survey.” Details pertaining to h o w  this procedure was 
implemented are provided below. 

Similar to calculation of non-food price indices by the 2000 PA team for  the 1995-96 survey, we  
calculated the cost o f  renting a reference house (an average house in terms o f  facilities affecting 
rent) in 6 regions in 2003-04. The cost function was estimated using a hedonic housing regression 
model to predict the rental values for those households in the sample that had not pa id rents (the 
similar model was estimated to infer housing consumption in the construction o f  consumption 
aggregates). W e  then calculated regional non-food price indices both in 1995-96 and in 2003-04 
relative to  the year-specific Rural  Eastem Terai prices (table 2a, columns 2 and 5). 

Bangladesh Poverty Assessment (2002) used a similar approach o f  combining a survey-based index and an official 
CPI  into an overall price index. Since regional non-food CPIs were available for Bangladesh, these indices were used to 
approximate both regional and inter-temporal differences o f  the non-food items. 

On  examination of the data, we found that survey-based estimates o f  change in the housing prices showed a 
considerably smaller increase than the increase in prices o f  several non-food items that were also collected in the 
survey. For example, in rural Eastern Terai the NLSS-based rental housing prices had actually declined, even in 
nominal terms. By contrast, the increase in prices of kerosene and chappals (footwear) show increases comparable with 
the increase in the urban non-food CPI. 
lo Alternatively, we could have applied the average inter-temporal price index to the regional price indices in 1995-96. 
This method, however, would’ve imposed the regional differences prevailing in 1995-96 onto the 2003-04 regional 
indexes. We believe our method which actually estimates the reeional price difference in 2003-04 i s  a superior one. 
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1995-96 2003-04 

Regional Price Index Regional Price Inder relative lo 

Cost of relative to relative Cost of relative to 
renting R-E all- renting R-E relative to all-Ne@* 

house house 

(1) (2) (3) (4) (5)  (6) (7) 

Kathmandu 3,620 1.72 1.65 4,441 2.47 1.59 2.57 

Other urban 2,619 1.24 1.20 3,055 1.70 1.09 1.77 

Rural Western Hill 2,177 1.03 0.99 3,369 1.87 1.20 1.95 

RuralEasternHi l l  2,448 1.16 1.12 2,826 1.57 1.01 1.64 

Rural Western Terai 1,676 0.79 0.77 3,186 1.77 1.14 1.84 

Rural Eastern Terai 2,109 1.00 0.96 1,799 1.00 0.64 1.04 

All-Nepal 2,191 1.04 1.00 2,796 1.55 1.00 1.62 

2003-04 index 

1995.96 

reference Terai Nepal reference Terai all Nepal Region 

The non-food regional price indices for a l l  regions in 2003-04 were then developed relative to 
1995-96 Rural  Eastern Terai by adjusting for  changes over time in the cost-of-living. Our 
preferred inter-temporal non-food index was the of f ic ia l  non-food CPI  which equals to  161.8 for  
urban Nepal. Since Rural CPI  data are not collected in Nepal, we  had to  use the urban CPI instead 
to  approximate the change in non-food prices in the countryside. Talung the of f ic ia l  non-food CPI  
as a measure o f  the change in non-food prices in Nepal, o n  average, and using 1995-96 and 2003- 
04 regional differences in costs o f  rental housing as regional non-food price indices in respective 
t ime periods, we  then calculated the region-specific inter-temporal change in non-food prices, and 
then further the changes in non-food prices relative to  1995-96 rural  Eastern Terai." Specifically, 
first, we  calculated change in prices in al l  regions in 2003-04 relative to 1995-96 Nepal average. 
Second, knowing the ratio o f  Rural  Eastern Terai prices in 1995-96 to  the average Nepal prices in 
1995-96, we re-calculated a l l  requisite price indices relative to  the 1995-96 rural  Eastem Terai 
(which were needed to adjust the poverty line)." Table 2a presents a l l  resulting coefficients. 

2003-04 index 
relative to 1995- 96R-E Terai Implied region- 

poverty l ine 
adjllStment rate*** 

coefficient)** 

(8) (9 )  

2.67 156 

1.84 148 

2.02 196 

1.70 146 

1.91 24 1 

1.08 108 

1.68 162 

specific non- 
(imp'ied food inflation 

A.2.3 AGGREGATING THE FOOD AND NON-FOOD POVERTY LINE COMPONENTS 
Once regional and inter-temporal food and non-food indices (table l a  columns 3 and 4, and table 
2a columns 2 and 8, respectively) had been calculated, we  applied these to  the corresponding 
parts o f  the 1995-96 Rural Eastern Terai poverty l ine (i.e. Pll) in order to derive the other poverty 

Note that it i s  important to maintain that the average Nepal non-food prices increased by 61.8 percent; it would be 
questionable to assume that the rural Eastern Terai non-food prices had increased by that much and then infer changes 
in prices between the 6 regions in 2003-04 and rural Eastern Terai in 1995-96 on the basis o f  this coefficient and 2003- 
04 regional differentials. More discussion about combining regional and inter-temporal indexes is  presented in Hill 
(2 004). 
'*The following example w i l l  further clarify the procedure implemented. Let us say one wants to express prices in 
Kathmandu in 2003-04 relative to prices in rural Eastern Terai in 1995-96, provided that the average inflation between 
1995-96 and 2003-04 was 1.618. One needs to multiply 1.59 (which i s  an index o f  relative prices in Kathmandu in 
2003-04 relative to all-Nepal average in that year, column 6, Table 2a) by 1.61 8 (average inflation index) which w i l l  
give a change in price in Kathmandu in 2003-04 relative to  1995-96 average Nepal prices (column 7, Table 2a).The 
next step i s  to  divide this number b y  0.96 (the index o f  relative prices in rural Eastern Terai in 1995-96 relative to all- 
Nepal average prices in that year) to obtain the requisite relative price index (column 8, Table 2.3.2). One can see then 
that prices in Kathmandu in 2003-04 were 2.67 t imes higher than prices in rural East Terai in 1995-96. 
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l ines (i.e. Pit). However, before this last step could be carried out, we made one more adjustment 
in the case o f  the 2003-04 poverty lines to take into account the change in demographic 
composition o f  the population between 1995-96 and 2003-04 (see B o x  2a). 

Demographic group 

0- 12 months 
1-3 years 
4-6 years 
7-9 years 

19 yr. old and above 

In case o f  the 1995-96 survey we  used the food (Rs. 3,114.1) and non-food (Rs. 1,540.5) poverty 
l ines  calculated by the 2000 PA for Rural  Eastern Terai and adjusted these for  other regions using 
the derived food and non-food price indices. In case o f  the 2003-04 survey, w e  used the synthetic 
food and non-food lines (see Box 2a for a description) to derive the corresponding poverty lines 
for  a l l  the regions. These procedures yielded us  the nominal costs o f  poverty lines in the 6 
locations and in 2 time periods (i.e. 12 domains o f  interest overall). 

A.3 REGION AND TIME-SPECIFIC POVERTY LINES AND OVERALL PRICE INDEX 
The resultant poverty lines are presented in table 3a. Subsequently, consumption o f  various goods 
and services (food, housing, stream o f  services f rom durables, etc.) in the last 12 months was 
added up for every household to  arrive at total household e~pendi ture. ’~  Per capita expenditure 
(PCE) was then defined by dividing the total consumption by the household size.14 These 
consumption aggregates were then compared with the derived nominal poverty lines (table 4a: 
columns 3 and 6) to infer whether a household should be deemed poor or non-poor. 

Aggregation methodology i s  based on guidelines in Deaton and Zaidi (2002). 13 

14A detailed description o f  the construction o f  consumption aggregates i s  presented in “Nepal Living Standards 
Survey” Volume 2, Central Bureau o f  Statistics, HMGN, 2004. 
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Table 4a: Nepal 1995-96 and 2003-04, poverty lines in current prices per person per year 
1995-96 2003-04 

Other urban 3,539.2 1,912.6 5,45 1.8 4,919.2 2,981.9 7,901.1 
Rural Westem Hill 3,813.0 1,590.0 5,403.0 5,613.0 3,288.5 8,901.5 
Rural Eastern Hill 3,946.1 1,787.9 5,734.0 5,311.2 2,758.5 8,069.6 
Rural Western Terai 2,949.5 1,223.9 4,173.4 4,308.4 3,110.0 7,418.4 
Rural Eastern Terai 3,114.1 1,540.5 4,654.6 4,323.2 1,755.6 6,078.8 
All-Nepal 3,488.9 1,599.8 5,088.7 4,966.4 2,729.4 7,695.7 
Note: columns 1 ,2  and 3 are based in the 1995-96 poverty line; columns 4 ,5 ,  and 6 are based on 1995-96 synthetic poverty line - i.e., 
are adjusted for the change in the demographic composition o f  an “average” household (see Box 2.2 for details) 

It i s  also useful to determine the overall price indices to enable u s  to  compare monetary variables 
across space and time. The overall regional and intertemporal price indices are determined as 
impl ic i t  poverty l ine deflators and calculated by dividing the total poverty l ine (food plus non- 
food) in current prices by the reference poverty line. Results are presented in table 5a. Note that 
whi le the 1995-96 synthetic poverty l ine i s  the appropriate base to establish the poverty l i ne  in 
2003-04, the actual 1995-96 poverty l ine (i.e., the one unadjusted for  the change in demographic 
composition, and reflecting only the change in prices o f  reference goods) i s  the appropriate base 
to establish the overall price index. Thus overall price indices presented in table 5a could not be 
directly inferred f rom table 4a. W e  calculate indexes both relative to  the Rural  Eastern Terai 
1995-96 (columns 1 and 2) and relative to the 1995-96 “Nepal average” (columns 3 and 4). 

Table 5a: Nepal 1995-96 and 2003-04: overall price indices 
(relative to 1995-96 rural Eastern Terai and relative to 1995-96 all-Nepal average) 

Relative to 1995-96 
rural Eastern Terai all-Nepal average 

1995-96 2003-04 * 1995-96 2003-04* 

Relative to 1995-96 

(1) (2) (3 1 (4) 
Kathmandu 143 23 1 131 212 
Other urban 117 165 107 151 
Rural Western Hill 116 186 106 171 
Rural Eastern Hill 123 169 113 155 
Rural Western Terai 90 155 82 142 
Rural Eastern Terai 100 128 91 117 
All-Nepal 109 161 100 148 
* These calculations are based on the 1995-96 poverty line 
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Table 6a: Nepal, food composition of poverty basket, NLSS-I  and NLSS-I1 

S. N. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

NLSS-I NLSS-II 
Food item 

Grams per day Grams per day 

Fine rice 

Coarse r ice 

Beaten r ice 

Maize 
Maize flour 
Wheat flour 
Millet 
Black Pulse 
Masoor 
Rahar 
Gram 

Eggs 
Milk 
Baby milk 
Curd 
Ghee 
Vegetable Oil 
Mustard 
Potatoes 
Onions 
Cauliflower 
Tomatoes 
Bananas 
Citrus fruit 

Mangoes 
Apples 
Pineapple 
Papaya 
Fish 
Mutton 

Buffalo 
Chicken 
Salt 
Sugar 
Gur 
Sweets 
Tea 

26.15 
217.3 
3.472 
58.55 
40.07 
91.77 
35.57 
1.903 
8.172 
1.02 
0.72 
0.487 
30.77 
0.01 
1.212 
1.174 
0.221 
7.35 
28.88 
5.842 
4.063 
2.41 

3.704 
0.846 
4.989 
0.374 
0.096 
1.697 
1.717 
1.64 

1.789 
1.083 
13.31 
3.547 
0.773 
1.911 
0.253 

26.40 
219.35 

3.50 
59.10 
40.45 
92.64 
35.91 
1.92 
8.25 
1.03 
0.73 
0.49 

3 1.06 
0.01 
1.22 
1.19 
0.22 
7.42 
29.15 
5.90 
4.10 
2.43 
3.74 
0.85 
5.04 
0.38 
0.10 
1.71 
1.73 
1.66 
1.81 
1.09 

13.44 
3.58 
0.78 
1.93 
0.26 

Note: Food composition o f  the NUS-I1 poverty basket i s  obtained by adjusting the N L S S - I  basket for the change in the demographic 
composition o f  an average Nepali household. 
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Table  7a: Nepal, food quantity conversion factors f rom “manna” to grams15 

Grams in 
Food item Food Code 1 “manna” 

Fine rice 
Coarse rice 
Beaten rice 
Maize 
Maize flour 
Wheat flour 
Millet 
Black Pulse 
Masoor 
Rahar 
Gram 
Milk 
Curd 
Ghee 
Vegetable o i l  
Mustard o i l  
Potatoes 
Salt 

11 452 
12 452 
13 276 

15 28 1 
16 28 1 

14 395 

17 454 
21 444 

23 443 
22 432 

24 458 
32 568 

35 5 14 
41 494 
42 538 
43 538 
51 375 

81 500 
Source: Agriculture Market ing Information Bul let in (Special Issue - 2004) 

Table 8a: Nepal, food quantity conversion f rom units to grams 

Unit Gram 

Eggs 60 
Bananas 127 
Pineapples and papayas 500 
Citrus and Apples 175 
Mangoes 400 

Source: Central Bureau o f  Statistics estimates 

”As mentioned above, for each o f  the 37 food items, the amount o f  grams purchased annually and produced at home 
was calculated as the sum of grams purchased and grams produced at home, as reported by the household. The 
household unit value for each food item was computed as the ratio o f  the annual value o f  purchased and home produced 
food produce to the annual amount o f  grams consumed. The conversion o f  the non metric and volume units o f  
consumed foods into the metric units (grams and liters) was done applying the following rules: 1 Maund = 37,324 
grams; 1 Muri = 72,000 grams. Since these indigenous units are the measures o f  volume (as opposite to  measures o f  
mass) and different food items have different densities (e.g., rice and milk), we incorporated the relevant conversions o f  
volume units. Conversion o f  other volume units was more straightforward, and implemented as following: 1 Kuruwa = 
1.2 Manna; 1 Pathi = 8 Manna; 1 Litre = 1.76 Manna. 
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Table 9a: Nepal  1995-96 and 2003-04 
NLSS- I  and NLSS-11-based food unit  prices and quantities consumed l6 

Mean unit prices (nominal NRSper kg) 
NLSS-I NLSS-II 

K T M  OU RWH REH RWT RET K T M  OU RWH REH RWT RET 

NLSS-I 

Percent O f  Quantity 
Consumed* expenditure 

Coarse rice 39% 6,393 16 14 16 17 11 12 27 17 21 21 14 15 
Wheat flour 
Maize 
Milk 
Maize flour 
Potatoes 
Fine rice 
Salt 
Mangoes 
Masoor 
Mustard o i l  
Onions 
Cauliflowers 

11% 
5% 
5% 
3% 
3% 
5% 
1 Yo 
1% 
3 Yo 
6% 
1 Yo 
1% 

2,487 
1,599 
944 
863 
806 
799 
40 1 
242 
23 5 
194 
171 
117 

11 10 12 12 8 9 
11 8 8 9 6 7  
15 14 13 13 11 11 
13 9 10 11 7 8 
12 10 9 9 7 8  
18 16 17 17 13 14 
6 5 7  7 4 4  
19 11 10 13 11 9 
30 30 26 30 23 27 
72 68 71 75 64 67 
12 10 12 13 8 8 
15 9 12 13 7 7 

18 15 18 16 13 13 
20 12 12 12 10 10 
22 21 22 19 18 19 
19 14 16 15 12 12 
11 11 12 11 9 9 
25 22 24 23 18 17 
9 9 1 0 1 0 7  6 

31 22 23 21 18 14 
42 39 39 39 34 37 
98 98 108 99 97 99 
19 17 18 19 14 15 
18 13 16 15 11 10 

Bananas 0 % 109 10 9 10 8 8 6  14 12 18 11 15 10 
*Gram uer uerson uer month; 
Note: KTM- Katmandu; OU- “Other urban areas”; RWH - “Rural Western Hill”; REH - “Rural Eastern Hill”; RWT - “Rural Western Terai”; 
RET- “Rural Eastem Terai” 

Table loa:  Nepal, Changes between 1995-96 and 2003-04 in NLSS- I  and NLSS-11-based food unit 
prices and quantities consumed 

Change in nominal unit price (percent) 
Change in  Change in 

average 
expenditure 

average 
quanti@ KTM OU RWH REH RWT RET AllNepal 

share (%) consumed(%) 
Coarse rice -9% 4% 69 23 34 25 29 22 29 
Wheat flour -26% 
Maize -43% 
Milk 15% 
Maize flour 39% 
Potatoes 28% 
Fine rice 64% 
Salt -7% 

Masoor -6% 
Mustard oi l  -6% 

Mangoes -2% 

Onions 14% 
Cauliflowers 41% 
Bananas 34% 

-15% 67 
-36% 90 
28% 42 
56% 42 
41% -7 
85% 39 
7% 47 
9% 62 
5% 37 
6% 36 
29% 53 
59% 23 
52% 43 

56 51 33 
50 49 37 
49 61 48 
47 54 42 
2 45 13 

38 40 35 
77 39 49 
91 127 58 
30 50 33 
44 52 33 
68 55 45 
38 36 13 
38 85 37 

61 
54 
61 
55 
27 
36 
92 
63 
49 
52 
69 
49 
78 

48 
54 
66 
47 
11 
24 
50 
53 
39 
48 
74 
45 
61 
P 

47 
53 
58  
49 
20 
34 
51 
77 
41 
45 
58 
32 
61 

16 The region and time period-specific prices o f  each food item were calculated as the average “democratic” unit values 
taken over the entire population o f  that region in 1995-96 and in 2003-04. To obtain total quantities, quantities of 
purchased, home-produced and received-in-kind food were added up for each household and food item. Computed 
quantities and prices were checked visually for the presence of outliers, which were subsequently removed from the 
analysis. In addition, a household-level unit value was considered to be an outlier if i t  was either less then 0.1 times or 
greater than 10 times the median unit value o f  a particular food item. Prices o f  foods representing the significant shares 
of the household‘s expenditure are presented in Table 9a. 
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TECHNICAL ANNEX B: 
SENSITIVITY AND ROBUSTNESS OF POVERTY ESTIMATES 

Poverty estimates depend critically on the comparability o f  surveys on which poverty numbers 
are based, o n  the way the poverty l ine  was defined and updated, and also o n  the choice o f  welfare 
measure. In this technical annex we check the robustness o f  poverty trends with respect to several 
measures. First, w e  examine cumulative distribution functions for real PCE in 1995-96 and 2003- 
04 to  infer whether the choice o f  poverty l ine affects the estimates o f  trend in headcount poverty. 
Second, we examine h o w  the fact that the 8 Primary Sampling Units (PSUs) that were selected 
for the cross-sectional sample o f  NLSS-11, but could not be enumerated, might have affected 
estimates o f  poverty incidence. Finally, we explore alternative approaches to  updating and 
defining poverty lines. 

B.1 POVERTY INCIDENCE CURVES 
A standard methodology for checlung the robustness o f  poverty estimates i s  t o  examine 
cumulative distributions o f  real PCE. As mentioned earlier, we  use impl ied poverty l i ne  deflators 
to express the N L S S - I  and NLSS- I1  consumption aggregates in 1995-96 “average Nepal” prices. 
Plotted cumulative distributions for PCE at the national, urban, and rural  levels (figure lb) show 
that trends in poverty between 1995-96 and 2003-04 are robust in the choice o f  the poverty l ine 
over the range o f  virtually a l l  other possible poverty lines. This i s  true for  both the urban and rural  
sectors - the cumulative distributions for real PCE in 2003-04 are everywhere below and to  the 
right o f  the cumulative distributions for 1995-96, indicating first-order stochastic dominance. 
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To provide an additional illustration o f  the robustness o f  the estimated incidence o f  poverty and 
poverty trends with respect to the choice o f  a poverty line, we increased and decreased the 
poverty l ine by 5, 10, and 20 percent. Having done so, we observed that poverty rates increased 
or decreased by a correspondingly higher percentage, indicating population clustering around the 
poverty line. While increasing the poverty l ine obviously raises the proportion o f  the population 
deemed poor in both years, i t leaves the magnitude o f  the decline in headcount poverty v i r tual ly 
unchanged. Decreasing the poverty l i ne  indicates that a smaller proportion o f  the population 
would have been deemed poor and that poverty headcount rates would have declined at a faster 
rate. These estimates further confirm that the trend o f  a substantial decline in poverty in Nepal i s  
robust with respect to a wide choice o f  poverty lines. 

Table l b :  Nepal 1995-96 and 2003-04 
sensitivity of headcount poverty rate with respect to the choice o f  poverty line 

Change between 199.5- 
96  and 2003-04 199.5-96 2003-04 

~ 

Percentage 
points 

Poverty Lines Poverty Change 
Incidence from the Poverty Change from 

Incidence (PO) the actual (%) Percent 
(PO) actual (%) 

Actual 41.8 0 30.8 0 -10.9 -26.14 

+ 5% 45.0 7.82 34.2 10.77 -10.9 -24.12 
+ 10% 48.9 16.99 37.0 19.89 -11.9 -24.3 
+ 20% 56.1 34.3 42.3 36.97 -13.8 -24.67 

- 5% 38.1 -8.8 27.1 -12.01 -10.9 -28.73 
- 10% 33.6 -19.58 23.3 -24.44 -10.3 -30.6 
- 20% 25.8 -38.15 17.0 -44.93 -8.8 -34.24 

T o  examine the robustness o f  poverty estimates at the regional level, we  plotted cumulative 
distributions o f  PCE for 6 NLSS regions. These distributions are presented in figure 2b. They 
further indicate that first-order stochastic dominance holds for estimates o f  poverty in Kathmandu 
and in other urban areas, as wel l  as for  estimates in both parts o f  Terai (Eastern and Western) and 
in Western Hill. For  estimates in rural  Eastern Hill, however, the cumulative PCE for  1995-96 
and 2003-04 cross indicating that inferences about trends in poverty are ambiguous. Examination 
of a higher order stochastic dominance (P, and Pz, see figure 3b) confirms the ambiguity o f  
inferences about poverty trends in rural  Eastern Hill. 
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Figure 2b: Cumulative Distributions o f  annual real PCE for 6 NLSS regions o f  Nepal 
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Figure 3b: R u r a l  Eastern Terai, Poverty Incidence, Poverty Deficit and Poverty Severity Curves 

Rural Eastern HIU: Poverty Incidence C w e  Poverty Deficit Curve 
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B.2 
The methodology used to derive poverty lines for 6 regions in 1995-96 and 2003-04 was to take 
the 1995-96 rura l  Eastern Terai poverty line, which included provision for a minimum bundle o f  
goods comprising essential food and non-food items, and to adjust i t using the regional and inter- 
temporal coefficients that account for differences in cost-of-living. Separate coefficients were 
developed for  food and non-food parts o f  the poverty line. The coefficient for  food prices was 
developed by costing out a bundle o f  goods in different locations and at different times. The 
coefficient for  non-food items was proxied by the rental cost o f  housing combined with an inter- 
temporal urban CPI. 

UPDATING POVERTY LINE RELYING ON FOOD PRICE INDEX ALONE 

Rather than use separate food and non-food adjustment coefficients, one could take the food 
adjustment coefficient and apply i t alone to the overall poverty l ine. The argument for taking this 
approach i s  that the food coefficient i s  calculated on the basis o f  an actual bundle consumed by 
the poor, whi le  the non-food coefficient relies on proxies. In fact Deaton (see Deaton 2001) took 
this approach and used only the differences in prices o f  food items (plus fuel and wood) to adjust 
for differences in cost o f  living across Indian states and over time. The drawback, o f  course, i s  
that the prices of only a sub-set of the total consumption bundle (which i s  also declining over 
t ime as the proportion o f  food in the consumption bundle declines) are used to adjust the poverty 
line. Nevertheless, as a check for sensitivity o f  poverty estimates, we performed calculations 
based solely o n  the food price index.17 l8 

Table 2b shows that estimates in 1995-96 and in 2003-04 obtained by this method are very close 
to  the preferred estimates o f  poverty incidence. Regional rankings stay the same, whi le estimates 
for 1995-96 and 2003-04 are o n  the high and l o w  sides, respectively, o f  the preferred estimates 
for those years. Consequently, the estimates o f  decline in poverty rate are even higher than if one 
utilizes both food and non-food adjustment coefficients for the respective parts o f  the poverty 
line. 

Table 2b: Nepal 1995-96 and 2003-04, poverty headcount rate across regions 
(based on food price adjustment indices alone) 

change change 
(percent) 1995-96 2003-04 ercenta e oints 

Kathmandu 1.9 2.2 0.4 20 
Other urban 29.4 11.3 -18.1 -6 1 
R. Western Hill 58.5 33.0 -25.5 -44 
R. Eastern Hill 37.1 42.9 5.8 16 
R. Western Terai 50.5 26.1 -24.4 -48 
R. Eastern Terai 31.2 30.3 -6.9 -19 

Nepal 43.4 29.5 -13.9 -32 

B.3 ESTIMATING “FOOD POVERTY” 
One criticism o f  constructed consumption aggregates i s  that survey-based consumption estimates 
contain many “noisy” measures such as imputed rental income, imputed flow o f  services f rom 
durables, etc. Clearly, i f  these noisy measures bias estimates o f  consumption (or bias them more 

”Another possibility would be to use the Rasta Bank CPI  for the purpose o f  inter-temporal adjustment. Recall, 
however, that only urban CPI is available and, in case o f  food items, it i s  very close to the estimated survey-based 
coefficient. Because o f  this, we do not examine the sensitivity o f  poverty estimates with respect to the official CPI. 
‘*Food price adjustment coefficients alone are applied to adjust for the regional and inter-temporal differences in 
prices. Consequently, poverty estimates for 1995-96 are also different from the preferred poverty estimates. 
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in one survey than in another), this will.have implications for estimated poverty rates and trends. 
T o  address this criticism, we  compute “food poverty” rates based o n  comparing food 
consumption with the food poverty line. Food consumption aggregates do not contain imputed 
values and are calculated directly by adding expenditures on purchased goods and self-evaluation 
o f  the cost o f  home-produced and received-in-kind food. International evidence shows that food 
consumption i s  measured more accurately than other types o f  consumption in household surveys 
(Lanjouw and Lanjouw, 2001). Of course the drawback o f  this approach (and this i s  why it i s  not  
selected as the preferred estimate) i s  that different households make different choices with respect 
t o  their consumption patterns and there might be compelling reasons why households cut their 
food consumption in order to spend o n  something else. These households wou ld  be deemed poor 
by the definit ion of “food poverty” while not being truly poor as defined by CBN method. 

Table 3b: Nepal 1995-96 and 2003-04, “food poverty” headcount rate across regions 
change change 

1995-96 2003-04 (percentage points) (percent) 
Kathmandu 11.5 16.7 5.3 46 
Other urban 39.8 21.2 -18.6 -47 
R. Western Hill 66.2 36.0 -30.3 -46 
R. Eastern Hill 39.4 41.1 1.7 4 
R. Western Terai 54.2 32.3 -21.9 -40 
R. Eastern Terai 38.3 30.4 -7.9 -2 1 

Results with respect to incidence of “food poverty” are presented in table 3b. Estimates o f  food 
poverty are higher than estimates of CBN poverty in both years. The incidence o f  “food poverty” 
i s  higher than CBN poverty for a l l  regions, but especially so in urban areas. For example, the 
incidence o f  poverty in Kathmandu in 2003-04 i s  3 percent using the CBN method and 17 percent 
using the “food poverty” method. An additional difference between “food poverty” and CBN 
estimates i s  that “food poverty” estimates show less progress in poverty reduction in urban than 
in rural areas. In rural areas, and in Nepal overall, however, “food poverty” estimates show a 
faster decline in poverty than do CBN estimates. 

B.4 
Improvements in the composition o f  the food bundle consumed would provide independent 
evidence o f  improvements in the standard o f  living. Analysis o f  the average quantities o f  different 
food items consumed reveals that per capita consumption o f  virtually a l l  major  food groups (with 
the notable exceptions o f  maize, wheat flour and eggs) increased substantially between 1995-96 
and 2003-04 (table 4b). For  instance, per capita consumption o f  fine rice increased by almost 50 
percent, milk by 19 percent, fish by almost 50 percent, mutton and buffalo by 13 percent, while 
the consumption o f  chicken doubled. 

EXAMINING TRENDS IN QUANTITIES OF FOODS CONSUMED 

Per capita consumption o f  wheat flour declined, perhaps compensated for by the increase in 
consumption o f  fine rice. Per capita consumption o f  maize dropped considerably as well, but this 
was partly compensated for by an increase in consumption o f  maize flour. (Both maize and wheat 
flour are inferior products to both fine and coarse rice, with unit prices o f  the latter being 
substantially higher than the former). 
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Table 4b: Nepal 1995-96 and 2003-04, consumption of selected foods 
(grams, per person, per month) 

change 
1995-96 2003-04 in percent 

Fine rice 1,852 2,697 46 
Coarse rice 6,239 6,157 -1 
Maize 2,045 91 1 -5 5 
Maize flour 822 1073 31 
Wheat flour 2,235 1,920 -14 
Masoor 250 267 7 

Milk 2,065 2,455 19 
Potatoes 1,096 1,43 1 31 
Fish 62 92 47 
Mutton 99 112 13 
Buffalo 90 101 13 
Chicken 51 102 102 

Eggs 63 63 0 

Tea 29 29 1 
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Figure 4b: Nepal  1995-96 and 2003-04, consumption of selected foods by deciles of 
PCE 
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Figure 4b depicts per capita consumption o f  selected foods by deciles o f  PCE distribution in 
1995-96 and 2003-04. I t  shows that the trends reported above are not confined to high-income 
groups. In fact, percentage increases in the consumption o f  f ine rice, as wel l  as in a l l  groups o f  
vegetable and animal proteins and fats, were higher among low-income households than among 
high-income households. 

m 
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2 
2 

B.5 
The poverty estimates discussed above are based on NLSS-I  and a cross-sectional component o f  
NLSS-11. These two samples are representative o f  the population o f  Nepal in 1995-96 and 2003- 
04, respectively. In addition, NLSS-I1 attempted to collect data f rom about 1,200 NLSS-I- 
surveyed households. Nine hundred and sixty-two o f  them were located, comprising a panel 
component o f  NLSS-I  and NLSS-11. 

ESTIMATING POVERTY RATE FROM A PANEL SAMPLE 

Non-poor Poor All Non-poor Poor All  Non-poor Poor All 

Non-poor 47.6 13.6 61.2 60.4 7.4 67.9 46.8 14.1 60.9 

Poor 20.4 18.5 38.8 19.7 12.4 32.2 20.7 18.5 39.1 

All Urban Rural 

68.0 32.0 100.0 80.1 19.9 100 67.5 32.5 100 -__- Total 

W e  examined this panel component to  gain further insight into the dynamics o f  poverty between 
1995-96 and 2003-04. Table 5b presents a transition matrix with respect to poverty status for  the 
households in the panel sample. 

Table 5b: Nepal 1994-95 and 2003-04, Transition Matrix in and out of  Poverty 
(Panel sample) 

The CBN poverty rate for the panel sample in 1995-96 was estimated at 38.8 percent, whi le for  
2003-04 i t  was estimated at 32.0 percent. These estimates are quite close to  the estimates obtained 
f rom the main cross-sectional samples, confirming the trend o f  substantial poverty decline in 
Nepal. (Note that the 2003-04 panel sample doesn’t represent the 2003-04 population o f  Nepal, 
whi le the 2003-04 cross-sectional sample does. Therefore, 2003-04 poverty estimates obtained 
from the cross-sectional sample are the preferred ones.) In urban areas, the poverty rate in 1995- 
96 was 32.2 percent. It dropped to  19.9 percent in 2003-04. These estimates are considerably 
higher than the 21.55 and 9.55 percent poverty rates estimated from the cross-sectional N L S S - I  
and 11. This most l ikely indicates that the panel failed to  fo l low the most-wealthy households in 
urban areas. This i s  a standard problem in panels, especially when the time between the surveys i s  
as long as 8 years, as was the case here. 

In the rural panel, the poverty rate in 1995-96 was 39.1 percent. I t  dropped to  32.5 percent in 
2003-04. These estimates are close to  the estimates obtained f rom the cross-section sample. 
Estimates f rom the panel in both urban and rural  areas conf i rm the trends o f  a substantial drop in 
poverty. Whi le these trends show that many households moved out o f  poverty, they also attest to 
the downward variability in expenditures and a household’s non-negligible chances o f  fall ing in to  
poverty. 

B.6 INCOME-BASED POVERTY ESTIMATES 
B o t h  NLSS-I  and I1 contain extensive modules o n  total earnings f rom different income sources - 
wage employment, non-agricultural enterprises, agricultural enterprises, remittances, and other 
income. For each individual in the household (aged 10 years and older in NLSS-I, and aged 5 

138 



years and older in NLSS-11), information on time worked, sector o f  employment (occupation and 
industry), and amount earned from each economic activity i s  collected. This enabled the 
construction o f  comparable per-capita income measures, which in turn can be used to  estimate the 
incidence o f  income-based poverty (table 6b.) 

Estimates o f  income-based poverty are obtaining by comparing year and region-specific poverty 
lines with nominal  aggregate per-capita income (instead o f  aggregate per-capita expenditures as 
in the CBN method). These estimates are very closely aligned with estimates o f  poverty based on 
consumption expenditures.” For example, for 1995-96, poverty estimates based on income are 
about 5 percentage points higher than those based on per capita consumption (47 percent versus 
42 percent); for 2003-04 the difference i s  4 percentage points (31 percent versus 35 percent). 
Estimates o f  poverty decline (11 percentage points in the case o f  consumption poverty, and 12 
percentage points in the case o f  income poverty) are also quite close. 

As with consumption-based poverty estimates, income-based poverty estimates show that rural 
poverty i s  considerably higher than urban poverty both in 1995-96 and 2003-04. Regional 
patterns are also broadly similar. Other urban areas and rural Western Hill had a greater-than- 
average decline in income-based poverty similar to that o f  consumption-based poverty. Contrary 
to the trend of increasing consumption-based poverty in rural Eastern Hill, income-based poverty 
estimates show a decline. 

Table 6b: Nepal 1995-96 and 2003-04 
Income-based Poverty Estimates 

Urban 

Change Change 
(percentage points) (percent) 1995-96 2003-2004 

26.2 12.5 -13.7 -52 
Rural 48.8 38.8 -10.0 -20 

Kathmandu 6.8 4.7 -2.1 -3 1 
Other urban 37.4 16.8 -20.6 -5 5 
Rural Western Hill 62.0 43.6 -18.5 -30 
Rural Eastem Hill 54.1 45.7 -8.4 -16 
Rural Westem Terai 41.8 33.8 -8.0 -19 
Rural Eastern Terai 37.4 33.3 -4.1 -1 1 

Nepal 47.2 34.9 -12.4 -26 

IgNote that several components (imputed rent from the owner occupied housing and value o f  home produced non-crop 
consumption) enter both measures. However, this fact alone cannot account for these similar patterns. The common 
components represent only 15( 18) percent in income and expenditure respectively. (For the households in the lowest 
and second lowest PCE quintiles, the common component represents 1 I( 14) and 13(14) percent, respectively). 
Correlation between income and expenditure for the whole sample i s  0.72; excluding the common components from 
the income and consumption reduces the correlation to 0.58. 
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APPENDIX TABLES AND FIGURES 

Table Al.1: Nepal Balance of Payments Summary, 1996-2004 
(all numbers in millions o f  US $) 

1996 1999 2000 2001 2002 2003 2004 
Trade Balance 
Exports 
Imports 

Services (net) 

Current transfers (net) 
Remittances 

Recorded private transfers 
Estimated Remittances 

Current Account Balance (excld grants) 
Official grants 

Current Account Balance (incld grants) , 
Capital Account 
Financial Account 
Errors and Omissions 
Overall balance 
Gross Official Reserves in Months o f  Imports 

Nominal GDP 
Source: IMF, 2005 

Table A1.2: Nepal Balance of Payments Summary, 1996-2004 
(as a percent of GDP) 

1996 1999 2000 2001 2002 2003 2004 

-748.3 
601.7 
1350.0 
177.0 
192.0 
203.0 
78.0 
125.0 
-379.3 
137.0 

-242.3 
0.0 

141.0 
61.3 
-40.0 
3.7 

4521.6 

-703.1 
612.1 
1315.2 
225.7 
670.5 
435.0 
72.3 

362.7 
81.4 
136.7 
218.1 
143.1 
-198.7 
-7.9 

154.6 
4.9 

5033.6 

-830.7 
847.1 
1677.8 
172.8 
797.1 
533.1 
97.3 

435.8 
40.0 
133.4 
173.4 
114.4 
-196.1 
107.4 
199.1 

5.6 
5494.3 

-765.1 
944.9 
1709.9 
123.4 
888.5 
639.5 
129.9 
509.6 
161.7 
108.2 
269.9 
83.6 

-415.5 
100.4 
38.4 
7.2 

5589.0 

-694.0 
754.2 
1448.3 
64.1 
887.0 
618.4 
165.0 
453.4 
105.9 
143.3 
249.2 
74.1 

-425.9 
64.3 
-38.3 
6.9 

5561.7 

-927.3 
643.8 
1571.1 
86.1 

971.1 
696.9 
233.7 
463.2 
-13.3 
134.6 
121.3 
69.4 

-1 80.4 
83.1 
93.3 
6.5 

5850.8 

-1 108.2 
733.4 
1841.7 
128.4 
1152.8 
793.8 
380.4 
413.4 

9.8 
140.8 
150.5 
19.7 

-343.9 
416.4 
242.7 

8.0 
6707.0 

Trade Balance 
Exports 
Imports 

Services (net) 
Current transfers (net) /a  

Remittances 

Recorded private transfers 
Estimated Remittances 

Current Account Balance (excld grants) 
Official grants 

Current Account Balance (incld grants) 
Capital Account 
Financial Account 
Errors and Omissions 
Overall balance 
Gross Official Reserves in Months o f  Imports 

-16.5 
13.3 
29.9 
3.9 
4.2 
4.5 
1.7 
2.8 
-8.4 
3.0 
-5.4 
0.0 
3.1 
1.4 

-0.9 
3.7 

-14.0 
12.2 
26.1 
4.5 
13.3 
8.6 
1.4 
7.2 
1.6 
2.7 
4.3 
2.8 
-3.9 
-0.2 
3.1 
4.9 

-15.1 
15.4 
30.5 
3.1 
14.5 
9.7 
1.8 
7.9 
0.7 
2.4 
3.2 
2.1 
-3.6 
2.0 
3.6 
5.6 

-13.7 
16.9 
30.6 
2.2 
15.9 
11.4 
2.3 
9.1 
2.9 
1.9 
4.8 
1.5 
-7.4 
1.8 
0.7 
7.2 

-12.5 
13.6 
26.0 
1.2 

15.9 
11.1 
3.0 
8.2 
1.9 
2.6 
4.5 
1.3 

-7.7 
1.2 

-0.7 
6.9 

-15.8 
11.0 
26.9 
1.5 
16.6 
11.9 
4.0 
7.9 
-0.2 
2.3 
2.1 
1.2 

-3.1 
1.4 
1.6 
6.5 

-16.5 
10.9 
27.5 
1.9 

17.2 
11.8 
5.7 
6.2 
0.1 
2.1 
2.2 
0.3 
-5.1 
6.2 
3.6 
8.0 

Source. IMF, 2005 
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Figure A1.1: Growth Incidence Curves for 6 “NLSS regions” of Nepal 
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Figure A2.1 Lorenz curves, Nepal 1995-96 and 2003-04 

0 .2 .4 .6 .8 1 

Cumulative proportion o f  population 

Source: World Bank staff calculations using NLSS-I and 11. 

Table A2.1 Nepal 1995-96 and 2003-04, 

PCE at selected percentiles in Urban Areas over the same PCE percentile in Rural Areas 
- ~ 

PI0 P25 P50 P75 P90 

1995-96 1.19 1.42 2.01 2.26 2.62 

2003-04 1.51 1.76 2.21 2.51 3.01 

Increase (in percent) 26% 24% 10% 14% 15% 

Source: World Bank staff calculations using NLSS-I and 11. 
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Table A2.2: Decomposing difference in (In) PCE between upper and lower caste groups, 2003-04 
(Log differential) (In percent) 

Contribution to total differential Endowment Coefficient Total Endowment Coefficient Total 

.El [Cl  'E-C] [El !C] [E-C! 

Aggregate Effect 29.70 12.70 42.40 70 30 100 

Demographics 5.50 23.10 28.60 13 54 67 
Household size = 2 
Household size = 3 
Household size = 4 
Household size = 5 
Household size = 6 
Household size = 7 
Household size = 8 
Share o f  children 0-15 
Share o f  elderly 65+ 
Household head aged 30-39 
Household head aged 40-49 
Household head aged 50-59 
Household head aged 60+ 

0.00 
-0.20 
-0.60 
-1.30 
-0.70 
2.20 
3.50 
1.80 
0.20 
0.20 
-0.10 
0.00 
0.10 

0.50 0.50 
1.30 1.10 
3.10 2.50 
3.30 2.00 
3.80 3.10 
5.10 7.30 
5.70 9.20 
1 .oo 2.80 
1 .oo 1.20 

-0.40 -0.20 
-0.90 -1.00 
0.50 0.50 
-1.00 -0.90 

Literate or 1-4 years completed, % of all adults 
5-7 yrs  schooling completed, % o f  all adults 
8-10 completed, 'YO o f  all adults 

-0.10 -1.50 -1.60 
0.80 0.40 1.20 
7.80 -0.60 7.20 

% o f  adult men working besides self-agriculture -1.10 3.20 2.10 
Se l f  Employment Agri, % o f  all adults -1.50 -7.50 -9.00 
Se l f  Employment Manufac, 'YO o f  all adults 0.00 0.40 0.40 
S e l f  Employment Trade, 'YO o f  all adults -0.20 -0.30 -0.50 
Self Employment Services, % o f  all adults -0.40 -0.80 -1.20 
Wage Employment Agri, % o f  all adults 7.70 -4.00 3.70 
Wage Employment ProfedTechni, 'YO o f  all adults -0.70 -0.20 -0.90 
\Vage Emplo)ment Others. 5 0  o f  a l l  adults 0 90 -1  40 -0 50 
Landholdings -0.40 -5.40 -5.80 
Farmsize small(<l hectares) 
Farmsize medium(>=l&<2ha) 

0.00 -2.60 -2.60 
0.20 -0.90 -0.70 

0 
0 
-1 
-3 
-2 
5 
8 
4 
0 
0 
0 
0 
0 

1 1 
3 3 
7 6 
8 5 
9 7 
12 17 
13 22 
2 7 
2 3 
-1 0 
-2 -2 
1 1 
-2 -2 

1 0 1 

0 -4 -4 
2 1 3 
18 -1 17 
23 0 23 

-3 8 5 
-4 -18 -21 
0 1 1 
0 -1 -1 
-1 -2 -3 
18 -9 9 
-2 0 -2 
2 -3 -1 

0 -6 -6 
0 -2 -2 

Farmsize large(>=?hs) -0 60 - 1  90 -2 50 - 1  -1 -6 
Accessibility (within 30 min of reach to facilities) 3.40 8.20 11.60 8 19 27 
Geographic location -1 -90 7.80 5.90 -4 18 14 
Kathmandu 
Rural West Mt./Hill 
Rural East Mt.Mill 
R W  Tarai 

0.30 -0.40 -0.10 1 -1 0 
-1.70 0.40 -1.30 -4 1 -3 
-0.30 5.00 4.70 -1 12 11 
0.40 3.00 3.40 1 7 8 

RE Tarai -0.60 -0.20 -0.80 -1 0 -2 

Source: World Bank staff calculations using NLSS-I and 11. 
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Table A2.3: Sector of child employment (age 10-14 years), 1996 and 2004 

MaIes Females 
1995-96 2003-04 1995-96 2003-04 

Nepal 

Self-employment Manufacturing 0.9 1 0 0.6 
Self -employment Trade 4.7 2.9 1.2 1.4 
Self-employment Services 0.8 0.1 0.8 
Wage-employment Agriculture 6.6 1.2 7.6 3.1 

Total 100 100 100 100 
Urban 
Self-employment Agriculture 59.6 72 58.2 64.5 
Self-employment Manufacturing 8.9 3.9 1.4 6.6 
Self -employment Trade 12.7 16.4 27.9 14.6 
Self-employment Services 3.7 2.9 3.2 

Self-employment Agriculture 84.8 93 90.3 93.1 

Wage-employment Unskilled Non-agri 3 1 0.7 1 

Wage-employment Agriculture 1.8 9.5 
Wage-employment Unskilled Non-agri 17.1 3.9 11.1 
Total 100 100 100 100 
Rura l  
Self-employment Agriculture 85.6 94.3 90.9 94.9 
Self-employment Manufacturing 0.6 0.8 0.2 
S e l f  -employment Trade 4.4 2.1 0.7 0.6 
Self-employment Services 0.6 0.6 

Wage-employment Unskilled Non-agri 2.6 0.9 0.8 0.4 
Total 100 100 100 100 

Wage-employment Agriculture 6.8 1.3 7.6 3.3 

Source: World Bank s ta f f  calculations using NLSS-I and 11. 
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Table A3.1: Distribution of place of primary work for those working away from home. 

1995-96 2003-04 

Rural Urban Rural Urban 
Nepal Nepal India Abroad Nepal Nepal India Abroad 

Males 49.8 26.8 23.3 0.2 50.8 37.1 11.2 0.9 
Females 65.0 30.2 4.8 0.0 76.8 23.2 0.0 0.0 
Urban 39.1 56.7 4.3 0.0 45.1 54.2 0.7 0.0 
Rural 52.4 24.4 23.1 0.2 55.6 31.4 12.0 1.0 
Non-Poor 52.1 33.8 14.0 0.0 53.1 38.9 7.0 1.1 
Poor 50.0 17.0 32.7 0.3 55.7 24.9 19.4 0.0 
Nepal 51.3 27.1 21.5 0.1 53.7 35.5 10.0 0.8 

Note: For each year and for each population group, percentages o f  four destinations add to 100. 
Source: World Bank staff calculations using NLSS-I and 11. 
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Table A3.2 Determinants o f  daily wages and wage-sector participation, Nepa l  2003-2004 
(Heckman selection model) 

Independent Variable 
Age (years) 

Age-Squared 

<5 y rs  of schooling 
(omitted: illiterate dummy) 
5-7 y r s  completed 

8- 10 y r s  completed 

1 1+ yrs  completed 

Unskilled Non-Agriculture 
(omitted sector: agriculture) 
Skilled Non-Agriculture 

Accessibility Index 

Other Urban 
(omitted region: Kathmandu) 
Rural West Mt./Hill 

Rural East Mt./Hill 

RW Tarai 

RE Tarai 

Married (0,l) 

Number o f  children 0-6 

Farmsize small(<l hectares) 
(omitted: landless) 
Farmsize medium(>= 1 &<2ha) 

Farmsize large(>=2ha) 

Remit Received(0,l) 

Constant 

Observations 

Males 
Log-wages Participation 
(1) 
0.041 
(6.19)*** 
-0.000 
(5.26) * * * 
0.176 

0.216 
(5.46)*** 
0.252 
(5.62) * * * 
0.608 
(1 0.04) * * * 
0.104 
(3.80) * * * 
0.384 
(6.99)** * 
0.201 
(4.08)*** 
-0.298 
(5.22)*** 

(1.80)* 

(5.10)*** 

-0.117 

-0.232 
(3.95)** * 
-0.301 
(5.30) *** 
-0.512 
(9.83)*** 

3.891 

(2) 
0.035 
(1 0.85)*** 
-0.001 
(13.76)*** 
-0.109 
(5.03)*** 
-0.152 
(6.41)*** 
-0.247 
(11.23)*** 

(4.05)*** 
-0.132 

-0.010 
(0.32) 
-0.158 
(4.35) * * * 
-0.091 
(2.09) * * 

(0.98) 

(0.14) 
0.018 
(0.48) 
0.145 
(6.3 8) * * * 
0.023 
(3.63)*** 

(5.07)*** 

-0.041 

-0.006 

-0.113 

-0.237 
(9.59) * * * 
-0.360 
( 1 3.04)* * * 

(2.51)** 
-0.045 

-0.739 
(27.45)*** (4.24)*** 
2506 5186 

Females 
Log-wages Participation 
(3) 
0.014 
(2.35)** 
-0.000 
(2.55)** 
0.065 
(1.36) 
0.103 
(1.72)* 
0.167 
(2.40)** 
0.702 
(7.34) ** * 
-0.178 
(3.46) * * * 
0.339 
(4.18)*** 
0.067 
(1.18) 
0.020 

0.161 
(1.83)* 

(0.33) 
0.189 
(2.29)** 

(1.57) 

(0.25) 

-0.026 

-0.117 

3.808 

(4) 
0.012 
(4.17)* ** 
-0.000 

-0.047 
(5.94)** * 

(2.3 8) * * 
-0.116 
(5.73)*** 
-0.124 
(6.06)** * 
0.037 
(0.87) 

-0.037 
(1.50) 

(4.1 7) * * * 

(2.52)** 
0.037 
(0.96) 
0.003 
(0.07) 
0.121 
(3.21)*** 
-0.104 
(5.92)*** 
0.007 
(1.39) 

(12.06)*** 

(16.3 1)*** 

(14.94)*** 

-0.128 

-0.093 

-0.189 

-0.248 

-0.246 

-0.003 
(0.21) 
-0.067 

(27.51)*** (0.32) 
1304 5107 

Sample Selection P-value (Chi-2) .59 0.71 
Absolute value of  z statistics in parentheses, * significant at 10%; **  significant at 5%; ***  
significant at 1% 

Source: World Bank staff calculations using NLSS-I and 11. 
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Table A4.1: Determinants of migration decision, Nepal 2003-04 

Marginal Effects from multimonial logit regressions 
(those in grey shades are statistically significant at 5% level) 

Migrate to Migrate to 
No Rural Urban Migrate to Migrate 

Explanatory variables Migration Nepal Nepal India Abroad 

Household size 
Share o f  children 0-6 
Share o f  children 7-15 
Share o f  elderly 65+ 
Age o f  Household Head 
Se l f  Employment Agri, % o f  adults 
Se l f  Emp non-farm, % o f  1 

Non-fann wage, % o f  
Lit,l-4, % o f  all adults 
5-7 comp, % o f  all adults 
8-10 comp, % o f  all adults 
11+ comp, % o f  all adults 
farmsize small(<l hectares) 
farmsize medium(>=l&<2ha) 

Urban Other 0.028 0.031 
Rural West Mt.lHil1 
Rural East Mt.lHi11 
R W  Tarai 
RE Tarai -0.008 0.156 0.004 
Access Index -0.005 -0.051 0 018 

Wage Employment Agrl, % o f  -0.049 -0.043 

farmsize large(>=2ha) -0.017 0035 - 

Base Probability (%) 67.0 7.6 7.5 12.4 5.5 
(N=4069) 

Source; World Bank staff calculations using NLSS-I and I1 
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Table A5.1 Land and labor productivity in Nepal (1995-96 and 2003-04) 
K O /  

~~~~~ Workers/Ha GCO/Ha pr$E;Ha Worker Profits/ 
W d W r  

Gross Cultivated 
1995-96 Area/HH 

Small Farmers-Mountains 
Small Farmer-E-Hills 
Small Farmers-W. Hills 
Small Farmers-Terrai 
Medium Farmers Terrai 
Medium Farmers -E. Hills and Mtns 
Medium Farmers-W. Hills and Mms 
Large Farmers 

0.79 
0.89 
0.81 
0.92 
2.32 
2.22 
2.08 
6.62 

1.52 
1.67 
1.55 
1.65 
1.67 
1.58 
1.54 
1.62 

4.4 
3.8 
4.0 
4.3 
1.9 
1.6 
1.7 
0.8 

13,048 
15,367 
15,140 
16,351 
13,823 
9,170 
8,165 
1 1,007 

10,388 
12,291 
14,184 
11,312 
1 1,577 
7,100 
7,543 
8,712 

3,793 
4,800 
4,590 
5,618 
9 3 1  1 
6,935 
5,899 
17,414 

3,076 
3,871 
4,071 
4,073 
7,504 
5,471 
5,122 
13,689 

All Farmers 2.1 1 1.61 3 .O 13,626 11,001 7,682 6,076 
GCO/ Rea' Workers/Ha GCO/Ha Worker Profits/ 

Worker 

Gross Cultivated Cropping 
Area/HH Intensip 2003-04 

Small Farmers-Mountains 
Small Farmer-E-Hills 
Small Farmers-W. Hills 
Small Farmers-Terrai 
Medium Farmers Terrai 
Medium Farmers -E. Hills and Mtns 
Medium Farmers-W. Hills and Mtns 

Large Farmers 

0.94 
0.89 
0.93 
1 .oo 
2.58 
2.35 
2.29 
5.90 

1.77 
1.77 
1.73 
1.89 
1.88 
1.73 
1.75 
1.78 

3.4 
3.8 
3.4 
3.3 
2.0 
1.6 
1.4 
1 .o 

12,342 
14,756 
11,162 
15,534 
13,405 
10,149 
7,452 
9,s 18 

10,003 
1 1,327 
9,415 
1 1,546 
9,885 
7,538 
6,395 
7,427 

4,383 
4,594 
3,959 
6,015 
10,676 
7,233 
6,000 
14,306 

3,557 
3,510 
3,338 
4,330 
7,072 
5,3 67 
5,057 
10,172 

All Farmers 1.81 1 3 0  2.8 12,707 9,841 6,785 4,997 
Note: GCO i s  Gross Cultivated Output 
Source: World Bank staff calculations using NLSS- I  and 11. 
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Table A5.2 Cost of cultivation (cultivation expenditure) 

1995-96 Seeds Fertilizer Hired labor Irrigation Costs/ha GCOnta Costs as %of GCO 

Small Farmers-Mountains 4% 23% 44% 0% 1,286 13,048 10% 
Small Farmer-E-Hills 5% 24% 39% 0% 2,042 15,367 13% 
Small Farmers-W. Hills 13% 18% 47% 1% 1,167 15,140 8% 
Small Farmers-Terai 9% 42% 28% 7% 1,541 16,393 9% 
Medium Farmers Terai 9% 40% 40% 7% 1,319 13,939 9% 
Medium Farmers -E. Hills and Mms 7% 19% 45% 1% 1,114 9,170 12% 

Large Farmers 5% 29% 53% 3% 1,324 11,081 12% 
All Farmers 8% 29% 41% 3% 1,384 13,660 10% 

Medium Farmers-W. Hills and Mtns 4% 17% 60% 0% 680 8,165 8% 

2003-04 Seeds Fertilizer Hired labor Irrigation Costs/ha GCO/ha Costs as %of GCO 

Small Farmers-Mountains 6% 39% 39% 0% 
Small Farmer-E-Hills 5% 40% 40% 0 Yo 
Small Farmers-W. Hills 13% 22% 38% 2% 
Small Farmers-Terai 8% 31% 28% 4% 

Medium Farmers -E. Hills and Mtns 5% 43% 39% 1 Yo 
Medium Farmers-W. Hi l l s  and Mtns 5% 19% 60% 1 % 
Large Farmers 6% 32% 41% 4% 
All Farmers 7% 32% 35% 3% 
Note: GCO i s  Gross Cultivated Output 
Source: World Bank staff calculations using NLSS-I and 11. 

Medium Farmers Terai 8% 32% 37% 4 yo 

1,129 
2,530 
1,115 
3,126 
2,327 
1,367 
755 

1,677 
2,026 

12,342 
14,756 
11,192 
15,567 
13,405 
10,149 
7,452 
9,518 
12,720 

9% 
17% 
10% 
20% 
17% 
13% 
10% 
18% 
16% 
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Table A5.3: Cropping patterns in 1995-96 and 2003-04 

Small Medium 
Fanners- F o ~ ~ ~ - w  Small Fanners- Medium Fanners Fanners - Medium Fanners- Lnrge All  Rural 
Mountain Fanner- E-Hds Teroi TWd E. Hills FK Hills and Mfns Houreholrls 

S and Mtns Hiiis 
1995-96 

paddy 
wheat 
maize 
mi l let  
winter potato 

mustard 
other cereals 
soya beans 
pulses 
other potatoes 

oilseeds/cash crops 
chil l ies 

onions 
garlidginger 
spices 
winter veg 
summer veg 

fruits 
sugarcane 
Herfindahl index 

2003-04 

paddy 
wheat 
maize 
mi l let  
winter potato 

mustard 
other cereals 
soya beans 
pulses 

other potatoes 
oilseeds/cash crops 
chilies 
onions 

garlidginger 
spices 
winter vegetables 
summer vegetables 

fruits 
sugarcane 

3 0% 
11% 
19% 
14% 
3% 
1% 

5 y o  

1 Yo 
3% 
4 yo 

1 Yo 
2 Yo 
0% 

0 Yo 
2% 
1 Yo 
2% 

0% 
0 Yo 
0.29 
Small 

Fanners- 
Mountain 

24% 

9% 
21% 
10% 
2% 

1 Yo 
4% 
2% 
4% 

5% 
0% 
1% 

0% 
1% 
6% 
3% 
4% 

2% 
0% 

S 

32% 

6% 
23% 
8% 
2% 

3% 
2% 
1% 
3% 

2% 
0% 
1% 
0% 

1% 
1% 
2 Yo 

10% 
2% 
0% 
0.39 
Small 

Farmer 
E-Hills 

39% 

7% 
21% 

6% 
6% 

1% 

0% 
1% 
2% 
5% 
1% 
1% 

0% 
2 Yo 

1 Yo 

4% 
3% 
1 Yo 
0% 

32% 

14% 
19% 
9% 

8% 
2% 
1% 
1% 
4% 

1% 

0% 
0% 
0% 
I% 
1% 

2% 
1% 
1 Yo 

0% 
0.32 
Smnil 

FmmerJ- W, 
Hills 

24% 

11% 
21% 
6% 
4% 

2% 
1 Yo 

2% 
6% 

3% 
1% 

1% 
0% 

2 Yo 
2% 
7% 

4% 
4% 
0% 

54% 
13% 

4% 
0% 
2% 

5 Yo 
0% 
0% 
9% 
0% 
2% 
0% 
1% 

0% 
0% 
2% 
1% 
2% 
3% 
0.47 

Smnll Farmers- 
T e d  

51% 

11% 

6% 
1% 

3% 
3% 
0% 
0% 
8% 
0% 
1% 
1% 
1% 
1 Yo 

* 0% 
5% 
2% 

4% 
3% 

57% 

11% 
3% 
0% 

3 yo 
4% 
0% 
0% 
9% 

0% 
2% 
1% 
1% 
0% 
1% 
1% 
I %  

4% 
3% 

0.47 

Medium Fanners 
Terai 

57% 

11% 
3% 
1% 
4% 

3% 
0% 
0% 
7% 

0% 
1 Yo 
0% 

1 Yo 
1% 
0% 
3 yo 
1 Yo 

2% 

4% 

3 8% 

5% 
26% 
8% 
2% 

2% 
1% 
1% 

2% 

2% 
0% 
0% 
0% 

2% 
3% 
2% 
2% 
3% 
0% 
0.35 

Medium 
Fanners - 
E. Hiils 

and Mtns 

39% 

6% 
24% 
6% 
3 yo 

2% 
0% 
1% 

2% 

3% 
1 Yo 
0% 
0% 

1% 
6% 
4% 
2% 

1 Yo 
0% 

38% 

12% 
2 0% 

6% 
2% 
3% 
2 Yo 
1% 
4% 

1% 
0% 
0% 
0% 
2% 
1% 
3% 
1% 
2% 
0% 
0.32 

Medium Formers- 
W: Hilis and Mtns 

29% 

11% 
19% 
7% 
2% 

3% 
2% 

2% 
5% 
2% 
0% 
0% 

1% 
3% 
0% 
6% 

5% 
5% 
0% 

51% 

22% 
5% 
1% 
2 Yo 
4% 
0% 
0% 
5 yo 

0% 
2% 

0 Yo 
1% 

0% 
1% 
1% 
1% 
1 Yo 
2 Yo 
0.43 
Lnrge 

Farmer 
S 

50% 

12% 
6% 
1% 
2% 

3 y o  

0% 
0% 

6% 
1% 
2% 
1% 
1% 

2% 
1% 
1% 
1% 
4% 
8% 

47% 

15% 
10% 

3% 
3% 
3 y o  

1 Yo 
0% 

6% 
1 Yo 
1 Yo 
0% 
1 Yo 
1% 
1 Yo 

2% 
2 Yo 

2 Yo 
2% 
0.40 

Al l  Rum1 
Households 

45% 

10% 
11% 
3% 
3% 
3 yo 
0% 
1 Yo 

6% 
2% 
1% 

1% 
0% 

1% 
1 Yo 
4% 
2% 

3% 
3 y o  

Herfindahl index 0.27 0.36 0.28 0.45 0.47 0.35 0.26 0.38 0.38 
Source: Wor ld  Bank staff calculations using NLSS- I  and 11. 
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Table A5.4: Use o f  fer t i l i zers  and insecticides 

1995-96 
proportion proportion proportion Adequacy of proportion using 

insecticides 
using using Urea using DAP Fertilizers 

Small Farmers-Mountains 
Small Farmer-E-Hills 
Small Farmers-W. Hills 
Small Farmers-Terai 
Medium Farmers Terai 
Medium Farmers -E. Hills and Mtns 
Medium Farmers-W. Hills and Mtns 
Large Farmers 
All Farmers 

2003-04 

Small Farmers-Mountains 
Small Farmer-E-Hills 
Small Farmers-W. Hills 
Small Farmers-Terai 
Medium Farmers Terai 
Medium Farmers -E. Hills and Mtns 
Medium Farmers-W. Hills and Mtns 
Large Farmers 

44% 
61% 
51% 
73% 
71% 
64% 
49% 
66% 
55% 

proportion 
using 

Fertilizer 

47% 
70% 
46% 
83% 
89% 
72% 
63% 
82% 

43% 
58% 
42% 
72% 
71% 
62% 
43 % 
65% 
52% 

proportion 
using Urea 

46% 
68% 
46% 
81% 
85% 
71% 
61% 
82% 

4% 
8% 
15% 
43% 
49% 
11% 
17% 
41% 
23% 

proportion 
using DAP 

14% 
31% 
12% 
62% 
68% 
40% 
26% 
64% 

67% 
77% 
83% 
84% 
72% 
70% 
80% 
68% 
77% 

Adequacy of 
Fertilizers 

87% 
93% 
91% 
91% 
91% 
96% 
90% 
89% 

0% 
7% 
2 Yo 

22% 
27% 
5 % 
13% 
24% 
15% 

proportion 
using 

insecticides 

9% 
32% 
9% 

24% 
27% 
25% 
10% 
32% 

All Farmers 63% 62% 36% 91% 24% 
Source: World Bank staff calculations using NLSS-I and 11. 
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Table A5.5 Use o f  seeds (percentage of households that purchased seeds) 
Winter Summer 

Vegetables Vegetable Other Wheat Onions Purchased Main 
Seeds Paddy 1995-96 

Smal l  Farmers-Mountains 
Smal l  Farmer-E-Hi l ls  
Smal l  Farmers-W. H i l l s  

Smal l  Farmers-Terai 
M e d i u m  Farmers Tera i  
M e d i u m  Farmers -E. H i l l s  and M t n s  

M e d i u m  Farmers-W. H i l l s  and Mtns 
Large Farmers 

All Farmers 

2003-04 

Small Farmers-Mountains 
Smal l  Farmer-E-Hi l ls  
Small  Farmers-W. H i l l s  
Small  Farmers-Terai 
M e d i u m  Farmers Tera i  
M e d i u m  Farmers -E. H i l l s  and M t n s  

M e d i u m  Farmers-W. H i l l s  and M t n s  
Large Farmers 

16% 2% 
16% 2% 
17% 2% 
29% 7% 
36% 4% 
21% 3% 
18% 3% 
35% 6% 

25% 4% 

Purchased Main 
Seeds Paddj 

28% 2% 
30% 6% 
34% 3% 
55% 9% 
61% 11% 
39% 6% 
33% 2% 
61% 12% 

7% 
4% 
7% 
12% 
14% 
12% 
5% 
12% 

10% 

Wheat 

6% 
9% 
4% 
23% 
24% 
8% 
7% 
13% 

2% 
5% 
4% 
3% 
4% 
3% 
4% 
3% 

4% 

Summer 
Maize 

3 yo 
1% 
2% 
9% 
8% 
7% 
1% 
4% 

25% 
21% 
9% 
19% 
21% 
31% 
6% 
22% 

0% 
14% 
23% 
28% 
25% 
15% 
14% 
31% 

4% 
11% 
9% 

29% 
29% 
9% 
7% 

21% 

19% 25% 17% 

Winter 
Potato 

24% 
20% 
3 8% 
48% 
50% 
19% 
29% 
40% 

Winter 
Onions Vegetables 

10% 3% 
14% 11% 
21% 22% 
45% 42% 
31% 36% 
6% 13% 

23% 16% 
37% 33% 

1% 
10% 
4% 
12% 
5% 
7% 
7% 
9% 

7 yo 

Summer 
Vegetable 

3 yo 
9 ?‘o 
6% 
14% 
17% 
8% 
14% 
13% 

1% 
5% 
7% 
11% 
16% 
8 Yo 
9 yo 
15% 

10% 

Other 

13% 
8% 
8% 

20% 
14% 
12% 
6% 

21% 

All Farmers 44% 7% 13% 5% 38% 28% 25% 10% 13% 
Note: The first column “Purchased seeds” refers to the proportion o f  all farm households that reported purchasing seeds. The figures 
in the remaining columns are the proportion o f  households purchasing seeds among the households growing each type o f  crop. 
Source; World Bank staf f  calculations using NLSS-I and 11. 
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Table A5.6: Use of irrigation by consumption quintiles 

Use Use Share of Average Gross Share gross Of Average Share total Of 

cultivated Irrigated Cultivated 
irrigated Area (Ha) 

1995-96 Irrigation sTw/DTw Use Canal Use Other area 
Area (Ha) irrigated 

area area 

Lowest 50% 4% 37% 11% 23% 1.64 16% 0.45 12% 
Second 52% 8% 3 6% 12% 32% 1.84 18% 0.58 16% 

Third 54% 10% 40% 9% 34% 1.68 18% 0.69 21% 
Fourth 53% 9% 40% 10% 33% 1.88 22% 0.52 17% 

Highest 58% 6% 46% 11% 37% 1.93 26% 0.89 34% 

All 54% 7% 40% 11% 32% 1.81 100% 0.64 100% 
Share of 

total Share of Average Gross Share Of Average 

cultivated Irrigated Cultivated 
Area (Ha) irrigated 

area area irrigated Area (Ha) 

Use gross Use 2003-04 Irrigation sTwlDTw Use Canal Use Other area 

Lowest 53% 4% 42% 10% 31% 1.11 12% 0.37 8% 
Second 64% 10% 52% 9% 43% 1.37 16% 0.65 14% 

Third 66% 14% 48% 9% 44% 1.59 20% 0.81 19% 
Fourth 74% 11% 59% 11% 53% 1.59 23% 0.93 25% 

Highest 74% 16% 56% 13% 56% 1.99 29% 1.20 34% 

All 67% 11% 52% 10% 47% 1.56 100% 0.82 100% 
Source: World Bank staf f  calculations using NLSS-I and 11. 
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Table A5.7: Access to irrigation among farm households 

Share of Average Share of 

Irrigation Use STW,DTW Use Use Canal Use Other area STw/DTW Cultivated cuz:ed lrE:d ir:?::ed 

Average 
Share of stz;f Share Of Gross 

Area area area area (Ha) area 
1995-96 irrigated irrigated irrigated 

(Ha) 

Small Farmers-Mountains 57% 4% 46% 14% 23% 41.8% 3 % 0.79 2.31% 0.19 2% 

Smal l  Farmer-E-Hil ls 54% 1 % 48% 7% 29% 46.4% 1% 0.89 5.74% 0.24 4% 

Smal l  Farmers-W. H i l l s  61% 3% 47% 15% 29% 44.9% 3% 0.81 6.91% 0.24 6% 

Small Farmers-Terai 45% 13% 28% 8% 39% 26.5% 10% 0.94 8.87% 0.38 10% 

M e d i u m  Farmers Terai 41% 11% 33% 8% 39% 31.7% 9 Yo 2.33 12.43% 0.83 12% 
M e d i u m  Farmers -E. H i l l s  
and Mtns 16% 6% 60% 15% 30% 57.7% 5 % 2.22 8.04% 0.67 7% 
M e d i u m  Farmers-W. Hills 
and M t n s  70% 6% 52% 22% 33% 46.9% 6% 2.08 5.38% 0.62 5 % 

Large Farmers 66% 14% 48% 13% 41% 45.0% 13% 6.68 48.73% 2.59 53% 

Share of Share of 'roz? Share of Average Share of 

Area cultivated Area irrigated 
Use Use Share o f  canal .TrEtLV Cultivated gross Irrigated total 

area area area (Ha) area 

Irrigation sTw,DTw Use Canal Use Other area 2003-04 irrigated irrigated 

(Ha) 

Small Farmers-Mountains 72% 1 % 65% 10% 34% 62.6% 0% 0.94 3.45% 0.32 2% 

Small Farmer-E-Hil ls 62% 2 % 53% 10% 38% 51.2% 1% 0.90 1.34% 0.33 5% 

Smal l  Farmers-W. H i l l s  58% 1% 52% 6% 25% 50.3% 1% 0.94 9.73% 0.24 5 Yo 

Small Farmers-Terai 71% 24% 46% 10% 64% 42.9% 20% 1.01 13.16% 0.62 15% 

M e d i u m  Farmers Terai 80% 26% 54% 15% 70% 49.1% 21% 2.59 16.73% 1.79 22% 
M e d i u m  Farmers -E. H i l l s  
and M t n s  14% 3 % 65% 15% 43% 60.3% 2% 2.35 8.64% 1.00 7% 
M e d i u m  Farmers-W. H i l l s  
and M t n s  82% 3% 77% 10% 31% 74.1% 0% 2.29 5.98% 0.69 3% 

Large Farmers 80% 22% 55% 18% 58% 49.3% 18% 5.92 32.72% 3.62 38% 

Source: World Bank staff calculations using NLSS-I and 11. 

Figure A5.2 Relationship between land holdings and total real per capita expenditure (PCE) 
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Table A5.8: Correlates o f  share of gross crop output sold (Tobit model) , 
Dependent variable 2003-04 share o f  GCO sold 

Log operated area (Ha) 
Time to paved road 
Time to market 
Ward has input market 
Household size 
Log value o f  agr. Assets 
HH sharecrops 
RW Mt./Hill 
RE Mt./Hill 
RE Terai 
Head primary school 
Head middle school 
U s e  improved seeds 
Use fertilizer 
Share of r ice area 

0.090 
-0.001 
-0.006 
0.070 

-0.013 
0.028 

-0.029 
-0.205 
-0.042 
0.109 
0.052 
0.063 
0.077 
0.077 

-0.258 

0.009 
0.002 
0.005 
0.033 
0.003 
0.006 
0.016 
0.037 
0.036 
0.030 
0.019 
0.016 
0.017 
0.025 
0.041 

9.88 
-0.47 
-1.11 
2.14 

-4.17 
4.91 

-1.86 
-5.51 
-1.14 
3.67 
2.75 
3.90 
4.49 
3.13 

-6.21 

0.000 0.072 
0.636 -0.005 
0.265 -0.016 
0.032 0.006 
0.000 -0.019 
0.000 0.017 
0.063 -0.060 
0.000 -0.278 
0.252 -0.1 13 
0.000 0.051 
0.006 0.015 
0.000 0.031 
0.000 0.043 
0.002 0.029 
0.000 -0.339 

Constant 0.027 0.061 0.45 0.653 -0.092 
Note: GCO i s  Gross Cultivated Output 

0.107 
0.003 
0.004 
0.134 

-0.007 
0.040 
0.002 

-0.132 
0.030 
0.167 
0.088 
0.094 
0.111 
0.126 

-0.176 
0.147 

Source: World Bank staff calculations using NLSS- I  and I1 

Table A5.9: Share of GCO sold among farmers producing select crops by expenditure quintiles 

1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 1995-96 2003-04 

Paddy Winter vegetables Wheat Sugarcane Winter Potatoes 

Lowest 6.84% 10.15% 11.48% 7.55% 3.63% 11.95% 48.23% 76.71% 27.47% 15.70% 
Second 6.74% 13.47% 15.71% 31.15% 6.48% 17.59% 66.59% 98.38% 6.61% 20.40% 

Third 17.57% 16.02% 28.31% 27.74% 9.11% 21.69% 38.03% 46.69% 10.20% 42.31% 
Fourth 12.59% 23.64% 27.93% 50.91% 10.42% 29.13% 99.87% 89.42% 12.04% 28.53% 

Highest 15.41% 28.53% 41.76% 58.38% 19.67% 40.51% 79.06% 88.31% 26.72% 41.39% 

Total 12.97% 20.64% 30.15% 43.18% 10.25% 25.98% 73.75% 78.74% 18.79% 34.35% 
Note: GCO i s  Gross Cultivated Output 
Source: World Bank s ta f f  calculations using NLSS-I and I1 

Table A5.10: Productivity of Livestock: Income per Herd 
1995-96 2003-04 

% change RdTL U 

Small Farmers-Mountains 225.77 
Small Farmer-E-Hills 429.75 
Small Farmers-W. Hills 311.51 
Small Farmers-Terai 343.42 
Medium Farmers Terai 257.51 
Medium Farmers -E. Hills and Mtns 356.20 
Medium Farmers-W. Hills and Mtns 240.42 
Large Farmers 205.25 

306.23 
41 1.68 
35 1.48 
504.79 
404.89 
351.51 
322.38 
302.00 

36% 
-4% 
13% 
47% 
57% 
-1% 
34% 
47% 

All  Farmers 242.22 320.16 32% 
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Table A6.1: Targeting o f  Placement of Roads, Markets and Facilities 
Difference in travel time to nearest 

School Health Center Paved Road Market Center Any market 
Regression 1 
Yo population poor in 1995196 -0.38 -1.37 -8.76 -7.04 -3.09 

(2.03)* (2.59)* (2.09) * (1.93) (1.63) 
R-squared 0.07 0.11 0.07 0.06 0.04 
Regression 2 
% population poor in 1995196 0.05 0.07 -1.30 2.86 1.69 

(0.42) (0.17) (0.37) (1.30) (1.20) 
Travel time to respective facility in 1995196 -0.85 -0.78 -0.40 -0.76 -0.61 

(9.29)** (8.85)** (6.04)** (1 1.39)** (8.26)** 
R-squared 0.63 0.63 0.44 0.72 0.57 
Regression 3 
% population poor in 1995196 0.04 0.20 -1.30 2.16 1.53 

(0.28) (0.57) (0.37) (1.44) (1.36) 
Travel time to respective facility in 1995196 -0.84 -0.69 -0.40 -0.53 -0.3 1 

(9.01)** (8.02)** (6.04)** (6.87) * * (4.00)** 
Decline in travel Time to paved road 0.00 0.03 0.32 0.25 
f rom 1995196 to 2002/03 (0.39) (3.26)** (4.34)** (5.67)** 
R-squared 0.63 0.69 0.44 0.79 0.73 
Regression 4 
% population poor in 1995/96 

Travel time to  respective facility in1  995196 

Decline in travel Time to paved road 
f rom 1995196 to  2002103 
Log(Popu1ation in 199 1) 

Log(Arab1e Land in the district) 

Mean Elevation o f  the district 

Standard deviation o f  elevation 

R-squared 

0.06 
(0.48) 
-0.95 

(9.15)** 
0.00 

(0.52) 
-0.18 

(2.19)* 
0.03 

(0.48) 
-3.2E-05 

(0.41) 
7.79E-05 

(0.61) 
0.69 

0.19 
(0.53) 
-0.72 

(8.36)** 
0.04 

(3.45)** 
-0.15 
(0.70) 
0.14 

(0.77) 
2.1 E-04 
(1.04) 

-5.8E-05 
(0.17) 
0.74 

0.56 
(0.17) 
-0.58 

(6.54) * * 

-1.58 
(0.71) 
1.99 

(1.10) 
3.9E-03 
(1.94) 

-2.4E-03 
(0.71) 
0.56 

3.78 
(2.14)* 
-0.67 

(7.73)** 
0.26 

(3.71)** 
-0.84 
(0.78) 
0.34 

(0.37) 
5.4E-04 
(0.52) 

1.7E-03 
(0.94) 
0.85 

2.26 
(2.15)* 
-0.56 

(6.04)** 
0.18 

(4.42) * * 
-0.75 
(1.17) 
0.50 

(0.91) 

(1.91) 
1.2E-03 

-7.9E-04 
(0.76) 
0.80 

Observations 59 59 59 59 59 
Absolute value o f t  statistics in parentheses 
* significant at 5%; ** significant at 1 % 
Source: World Bank staff calculations using NLSS-I and I1 

, 
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Table A6.2 Change in real per capita expenditure between 2002/03 and 1995/96 
Dependent Variable =Change in real per capita expenditure between 2002/03 and 1995/96 

OLS IV OLS N OLS IV OLS IV OLS IV 

Initial condition (1995196) 
Per Capita Expenditure 0.22 0.19 -0.30 -0.31 

(2.91)** (2.09)* (3.06)** (3.09)** 

Travel time to market -191 -326 -262 -414 -80 -189 

(1.56) (1.63) (2.23)* (2.21)* (0.69) (1.02) 

Average years of education (Adult) 434 374 -197 -216 

(1.76) (1.44) (0.67) (0.73) 

Remittances 0.99 0.981.155321.11575 1.10 1.08 1.55 1.54 

(3.52)** (3.42)** (4.28)** (4.00)** (4.16)** (4.05)** (5.56)** (5.50)** 

Share of non-farm in total employment 7982 7643 12043 12032 

(3.31)** (3.07)** (5.35)** (5.34)** 

Change between 1995/96 and 2002/03 
Travel time to market -11 263 -236 -453 -278 -535 -162 -333 -76 -36 

(0.10) (0.70) (1.60) (1.55) (1.89) (1.87) (1.2) (1.26) (0.91) (0.35) 

Year of Education (Adult) 1486 1491 1471 1447 1244 1253 825 835 811 819 

(5.43)** (5.22)** (5.31)** (5.11)** (4.99)** (4.91)** (2.74)** (2.74)** (3.59)** (3.61)** 

Remittances 0.08 0.03 0.51 0.51 0.62 0.59 0.64 0.63 0.78 0.77 

(0.41) (0.15) (2.13)* (2.07)* (2.58)* (2.41)* (2.89)** (2.79)** (3.85)** (3.76)** 

Share of non-farm in total employment 12064 11513 13793 13648 

(3.81)** (3.50)** (5.43)** (5.35)** 

Observations 71 71 71 71 71 71 71 71 71 71 

R-squared 0.37 0.32 0.54 0.52 0.52 0.49 0.63 0.62 0.67 0.67 

Absolute value o f t  statistics in parentheses 

* significant at 5%; ** significant at 1% 

Source: World Bank staff calculations using NLSS-I and I1 

FigureA7.1: Primary school net enrollment rates across countries 
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Table A7.1: Probit regression of school participation rates (by age groups) 

6 - 10 years old children 11 - 15 years old children All 6 - 15 years old children 
Independent Variables Independent Variables Independent Variables 
central 
western 
midwes-n 
farwes-n 
urban 
age7 
age8 
age9 
age 10 
agel 1 
age 12 
female 
hindum-e 
hindud-s 
janaja-r 
janaja-1 
janaja-i 
religi-s 
other* 

male-m-s 
male-f-s 
female.. 
f-fema-s 
headli-e 
spouse-e 
timeto-y 

logc2--p 

-0.0786 
0.0694 
0.0099 

-0.0221 
0.0344 

-0.0481 
0.0209 
0.0309 
0.0537 
0.0449 
0.0335 

-0.0978 
-0.2342 
-0.1507 
0.0416 

-0.0623 
-0.1 184 
-0.3719 
-0.0661 
0.1308 

-0.0130 
0.0156 

-0.0042 
0.0007 
0.0674 
0.0222 

-0.0018 

***  
***  

**  
**  

* 
*** 
** 
* 
*** 
*** 
*** 

***  
***  
*** 

*** 
**  
**  

*** 

*** 

central 
western 
midwes-n 
farwes-n 
urban 
age 12 
age13 
age 14 
age15 
female 
hindum-e 
hindud-s 
j anaj a-r 
janaj a-1 
janaja-i 
religi-s 
other 
logc2--p 
male-m-s 
male-f-s 
female.. 
f-fema-s 
headli-e 
spouse-e 
timeto-y 

-0.0891 
0.0897 

-0.0574 
-0.0707 
0.0474 
0.1463 
0.1325 
0.0735 
0.0570 

-0.0828 
-0.3348 
-0.2671 
0.0128 

-0.0953 
-0.1501 
-0.5755 
-0.0997 
0.1414 
0.0040 
0.0407 

-0.0034 
0.0054 
0.0830 

-0.0347 
-0.0015 

*** 
***  
* 
* 
** 
***  
***  
***  
** 
** 
*** 
*** 

***  
*** 
***  

***  

***  

*** 

***  

central 
western 
midwes-n 
farwes-n 
urban 
age7 
age8 
age9 
age10 
agel 1 
age12 
age13 
age 14 
age15 
female 
hindum-e 
hindud-s 
janaja-r 
j anaj a-1 
janaja-i 
religi-s 
other 

male-m-s 
male-f-s 
female.. 
f-fema-s 
headli-e 
spouse-e 

logc2--p 

-0.0824 *** 
0.0788 *** 

-0.0155 
-0.0408 * 
0.0434 *** 
0.0715 *** 
0.1150 ***  
0.1212 *** 
0.1328 *** 
0.1310 *** 
0.1187 *** 
0.1038 *** 
0.0600 *** 
0.0468 **  

-0.1057 *** 
-0.2713 ***  
-0.2001 *** 
0.0152 

-0.0772 *** 
-0,1291 *** 
-0.4399 *** 
-0.1060 
0.1418 *** 

-0.0110 * 
0.0206 *** 

-0.0048 
-0.0002 
0.0810 *** 
0.0026 

-0.0017 *** 
Notes: * - significant at 10%; ** - significant at 5%; *** - significant at 1% 
Source: World Bank staf f  calculations using NLSS-I and I1 
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Table A7.2 Probit of  completion rates across age groups 
Dependent variable =1 if a child completed pr imary school and 0 otherwise 

11 - 13 years old children 14 - 17 years old children All 11 - 17 years old children 
Independent Variables 
central 0.0008 -0.1375 *** -0.0817 *** 
western -0.0292 0.0529 -0.00 14 
midwes-n -0.0780 * -0.1394 *** -0.1061 ***  
farwes-n -0.0358 -0.0645 -0.06 13 
urban 0.0693 **  0.1040 *** 0.0872 *** 
female -0.1750 ***  -0.1604 *** -0.1370 *** 
hindum-e -0.1217 ***  -0.4434 *** -0.2697 *** 
hindud-s -0,1963 ***  -0.3316 ***  -0.2561 *** 
janaja-r 0.0281 -0.2345 ***  -0.0437 
janaja-1 -0.1617 ***  -0.1813 *** -0.1589 ***  
j anaj a-i -0.1801 ***  -0.2565 *** -0.1930 *** 
religi-s -0.2299 ***  -0.6052 *** -0.4036 ***  
other -0.0003 -0.3932 **  -0.1584 
logc2--p 0.1947 *** 0.1521 *** 0.2098 ***  

male-f-s 0.0135 0.0155 0.0148 

f-fema-s 0.0159 0.0099 0.0040 
headli-e 0.0923 *** 0.1255 *** 0.1051 *** 
spouse-e 0.0225 0.0359 0.0014 

male-m-s -0.0433 **  -0.0101 -0.0272 ** 

female.. 0.0037 -0.0065 -0.0086 

timeto-y -0.0006 -0.0011 ** -0.0008 * 
PVt -0,1197 *** 0.2252 *** -0.0933 ** 

Notes: * - significant at 10%; ** - significant at 5%; ***  - significant at 1% 
Source; World Bank s ta f f  calculations using NLSS- I  and I1 

TableA7.3: The evolution of  teaching strength across schooling levels and regions 
1996 

Primary School Lower Secondary School Secondary School 
Total Teachers Public Teachers Total Teachers Public Teachers Total Teachers Public Teachers 

Eastern 21,199 19,668 4,790 3,848 3,943 2,454 
Central 19,274 17,561 3,304 2,810 2,831 2,424 
Kathmandu 8,533 4,066 3,406 1,367 2,988 1,079 
Western 21,283 18,898 4,497 3,561 3,980 3,134 
Mid Western 10,910 10,153 2,036 1,621 1,645 1,423 
Far Western 8,179 7,518 1,671 1,42 1 1,036 91 8 

Nepal 89,378 77,864 19,704 14,628 16,423 11,432 

Primary School Lower Secondary School Secondary School 
Total Teachers Public Teachers Total Teachers Public Teachers Total Teachers Public Teachers 

Eastern 23,853 19,284 5,730 4,202 4,413 3,091 
Central 23,721 19,573 4,771 3,491 3,819 2,827 
Kathmandu 11,054 4,276 6,112 2,653 5,826 1,889 
Westem 28,642 20,561 6,539 4,306 5,452 3,368 
Mid Western 13,107 10,530 2,808 1,837 1,877 1,437 
Far Westem 9,796 7,483 2,200 1,402 1,366 952 

Nepal 110,173 8 1,707 28,160 17,897 22,753 13,564 
Source: Ministry of Education. 
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Table A8.1: Determinants of infant mortality in Nepal 
(logit model) Dependent Variable= 1 if a child died within one year since birth, 0 otherwise 

Independent variables Coefficient St. Error 

Urban/Rural (ref=urban) 

Mother's education (ref: not literate) 

Mother's age (ref: below 19 years old) 

Sex of chi ld (ref: male) 

Birth interval, in months 

(ref no  previous births) 

Mother had at least one prenatal visit 

Wealth quintile (ref: poorest) 

Mother's caste (ref: upper caste) 

Region (ref: Eastem) Central 

Westem 

Midwestern 

Far Western 

Rural 

Literate 

20-24 years 

25-34 years 

35+ years 

Female 

<24 

24-35 

>36 

Prenatal 

Quintile 2 

Quintile 3 

Quintile 4 

Richest quintile 

Middle Castes 

Dalits 

Newar 

Hill Janajati 

Terai Janajati 

Minorities 

Others 

0.318 0.361 

0.1 13 0.439 

1.143 *** 0.430 

1.169 *** 0.441 

0.701 0.579 

-0.669 ** 0.335 

-1.317 *** 0.417 

-1.285 *** 0.439 

-1.049 ** 0.494 

-0.356 0.223 

0.397 0.437 

0.578 0.433 

0.214 0.457 

-0.424 * 0.250 

-0.353 0.328 

0.022 0.341 

0.350 0.325 

0.017 0.499 

0.971 ** 0.462 

-0.272 0.365 

-0.703 1.052 

0.005 0.406 

-0.728 0.503 

0.933 * 0.490 

1.213 ** 0.478 

Cons tan t -3.942 *** 0.314 
Notes: Logit model o f  child mortality before the age o f  1 year using DHS 2001. 
*** - significant at the 1% level; ** - significant at the 5% level; and * - significant at the 10% level. 
Source: World Bank staff calculations using NLSS-I and I1 
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Table A8.2: Immunization rates for 12-23 months old, 1996 and 2001 

1996 2001 
DPT3 Polio 0 Polio 3 Measles DPT3 Polio 0 Polio 3 Measles 

(at birth) (at birth) 

Type o f  place o f  residence 

Urban 77.4 - 77.4 77.2 78.2 6.2 95.4 80.6 
Rural 51.9 - 49.2 55.2 71.7 1.7 91.2 69.9 

Highest educational level 

N o  education 48.4 - 45.3 52 64.3 1.1 89 63.2 
Primary 68.3 - 68 65 87.8 3.2 96.5 84.6 
Secondary or higher 8 1.4 - 80.7 87.1 94.5 5.1 98.9 92.9 
Sex o f  child 

Male 54.7 - 52 59 74.2 2.9 92.1 72.9 
Female 52.2 - 49.8 54 70.2 1.2 90.9 68.5 

Region 

Eastern 57.7 - 54.5 63.3 81 3.6 96.5 78.6 
Central 52.1 - 50.7 54.8 67.3 0.9 91.7 64.9 
Western 62.4 - 61.5 56.8 73.1 3.2 93.2 68 
Midwestern 50.9 - 44.2 55.8 74 1.2 86.4 76.1 
Farwestern 37.2 - 34.9 49.1 63.2 1 85.3 66.5 

Total 53.5 - 50.9 56.6 72.1 2 91.5 70.6 
Source: DHS (1996,2001). 
Notes: Percent o f  children 12-23 months who receive vaccines any time before the survey (according to the vaccination card or 
mother’s report). 

Table A8.3: Summary of  major nutrition surveys in Nepal 

Under- 
Survey Year Sample (months) weight Age Stunting Wasting 

National Nutrit ion Survey 1975 National 6-59 69.1 69.4 13.0 

Joint Nutrit ion Support Project 1986 Five districts 6-36 37.4 4.9 

NMIS-Cycle 1 1995 National 6-36 48.5 63.5 6.0 

Nepal Family Health Survey 1996 National 0-36 47.3 47.9 11.6 
6-36 54.7 54.4 13.0 

NMIS-Cycle 4 1997 National 6-36 53.3 16.5 

Nepal Micronutrient Status Survey 1998 National 6-59 47.1 54.1 47.1 

Nepal DHS 2001 National 0-59 48.8 50.3 9.7 
0-36 46.8 42.7 11.9 
6-36 54.6 49.1 13.8 

Source: Hotchkiss and Silva, 2005 
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Figure A8.1: Under 5 mortality rate (USM) against GDP per capita (US $) 
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Source: U5M for all countries except Nepal are from World Bank, World Development Indicators for 2002. U5M data for Nepal i s  
from DHS (2001) 
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Table A8.3: Probit model results for moderate to severe malnutrition in Nepal 

Underweight Stunting Wasting 
Variable Parameter Z Parameter Z Parameter Z 

Age of child ( re fe rencd-5  months) 
6-1 1 months 1.2411 10.66 0.6983 6.45 0.5340 3.54 
12-23 months 1.8886 17.55 1.4454 15.05 1 .1766 8.72 
24-35 months 1.7963 16.66 1 S633 16.2 0.3929 2.79 
35-47 months 1.7076 15.84 1.7278 17.91 0.3321 2.33 
48-59 months 1 S922 14.76 1.6409 16.93 0.3830 2.69 

Female child 0.1339 3.46 0.0809 2.09 -0.1002 -1.85 

Wealth quintile (reference=poorest quintile) 
Quintile 2 -0.2394 -4.11 -0.2659 -4.51 -0.0579 -0.73 
Quintile 3 -0.2451 -3.87 -0.3172 -5.07 -0.2909 -3.27 
Quintile 4 -0.3022 -4.90 -0.3274 -5.24 -0.1420 -1.65 
Quintile 5 -0.4066 -4.58 -0.4126 -4.70 -0.2545 -2.00 

Ethnidcaste (reference=religious minorities and other groups) 

Middle caste -0.0844 -0.80 -0.133 I -1.24 0.1389 1.06 
Dalits -0.0559 -0.56 -0.1 109 -1.10 0.0774 0.59 

Upper caste -0.2124 -2.07 -0.3037 -2.92 -0.0594 -0.43 

Newar -0.8029 -5.45 -0.6387 -4.53 -0.5772 -2.40 
Hill Janajati -0.5542 -5.30 -0.3051 -2.90 -0.4079 -2.83 
Terai Janajati -0.1508 -1.59 -0.2283 -2.38 0.0879 0.74 

Mother’s education (reference no education) 
Primary -0.1682 -2.82 -0.2486 -4.18 0.0044 0.05 
Secondary and higher -0.3954 -5.34 -0.3012 -4.13 -0.3824 -3.26 

Women has a say in  -0.1196 -2.59 -0.0871 -1.90 -0.1034 -1.53 
purchasing decisions 

Water source (referencesurface) 
Piped 0.1874 1.91 0.2003 2.10 0.3750 2.45 
Neighbodpublic tap 0.0182 0.31 0.1442 2.45 -0.0071 -0.08 
Well  -0.0409 -0.44 -0.1572 -1.72 -0.0759 -0.61 

Flush toilet -0.1270 -1.31 -0.1518 -1.59 -0.0347 -0.22 

Distance to family planning (reference = 10 minutes or less) 
11-30 minutes 0.0409 0.37 0.0007 0.01 0.0858 0.45 
3 1-74 minutes 0.0246 0.21 0.01 80 0.16 0.1518 0.78 

Rural 0.1003 1.24 0.0740 0.92 -0.1527 -1.30 

Ecological zone (reference mountains) 
Hill 0.0644 1.02 -0.1589 -2.44 0.0487 0.49 
Terai 0.2415 2.69 -0.1 54 1 -1.68 0.6167 4.78 

Season 0.3469 7.67 0.0869 1.95 0.2766 4.44 

Development Region (reference = Far-Western) 

Central region 0.1659 2.54 0.1187 1.82 0.0276 0.33 
Eastern region -0.0379 -0.57 -0.0943 -1.41 -0.0181 -0.21 

Western region -0.031 1 -0.45 0.0502 0.72 -0.1487 -1.53 
Mid-western 0.0584 0.85 0.0175 0.25 -0.0789 -0.82 

Wald chi2 679.30 723.96 329.84 
Prob>chi2 0.000 0.000 0.000 
Pseudo R2 0.1351 0.1300 0.1344 
* Coefficients in bold font are significant at the 10% level or lower 
Source: Hotchkiss and Silva, 2005 
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