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Executive Summary

1. This study seeks to build a better understanding of the nature of
incomes and poverty in Nepal, and to propose an affordable set of measures
to reduce the incidence of poverty. It consists of three main elements:

- a quantitative analysis of the conditions of the poor and the
non-poor, their sources and levels of income;

- an analysis of the micro-economic factors influencing incomes,
the constraints facing the poor, and the potential contribution
of various sectors to raising personal incomes; and,

- an appraisal of the effectiveness of existing poverty
alleviation programs and projects.

It concludes by outlining the elements of a medium- to long-term poverty
alleviation strategy for Nepal.

2. By the most conservative definition, between 7 and 8 million of
Nepal's population of 19 million live in absolute poverty, defined as having
incomes below the level required to support a minimum daily calorie intake
(about US$100 p.a. per capita). The poor are overwhelmingly rural
subsistence farmers. They earn about half their incomes from their own
agricultural production (almost none of which is marketed), they earn less
than 30Z from employment - mostly on-farm, and the remainder of their
incomes is made up from miscellaneous subsistence activities. Although
there has been some shift towards off-farm activities, the limited resource
base, and lack of alternative opportunities resulting from Nepal's
landlocked position beside an economically dominant neighbor, have limited
non-agricultural employment growth.

3. Population growth of 2.7Z p.a. has eroded the limited gains that
have been made in GDP and agricultural output. The population has doubled
since 1960, and is projected to double again over the next 25 years.
Furthermore, the demographic profile is such that within ten years the
labour force will be growing at about 0.4 million persons per year - twice
the average rate experienced during the 1980's. The major challenge in
avoiding a deterioration in the poverty situation will be managing the
absorption of this massive labour force growth. However, in the absence of
an effective program to slow population growth, all other poverty-
alleviation measures will be meaningless.

4. At the very low level of average GDP, raising personal incomes for
most Nepalese depends on overall economic growth. Given the limited
cultivable land base, agriculture alone cannot ultimately be counted on to
provide the solution to poverty in Nepal. The basis for long-term growth,
if it is to come at all, must thus eventually be sought in the expansion of
services, energy, and industry. For these it seems inevitable that Nepal
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will have to look to a large extent to greater participation in a growing
Indian economy. However even with the best policies and most robust
external environment, industrial sector growth will be a very long term
proposition. Therefore, in the medium-term raising incomes will have to
rely in large part on agricultural intensification, and agriculturally-led
growth in the informal sector.

5. The agricultural land base is rapidly approaching saturation.
There is, however, scope for increases in both labour absorption and
agricultural productivity - largely through improved irrigation. About half
of the agricultural poor could rise out of poverty on the basis of increased
productivity, however to reach them will require a more subtle blend of
agricultural interventions than has been tried to date. For the balance,
their holdings are too small to ever be viable economic units - they need
off-farm income-earning opportunities - either where they currently are, or
elsewhere.

6. Even under the most optimistic assumptions, the formal sector will
not absorb more than about 15-20Z of the labor force by 2010. The informal
sector holds more promise, since there is room for a "catch-up" effect to
compensate for the low levels of physical access and monetization in the
past; although ultimately it can only follow growth led by the other sectors
- especially agriculture. However, wages are close to a subsistence
minimum, and at existing wage levels the poor will not rise out of poverty
on the basis of employment alone - that will require a tightening of the
labour market. While a successful population program can contribute, in the
long ru. the scope for effect'irg labou. maket factors may be limited by the
free flow of labour to and from India, which will tend to lead to wages
equalizing at Indian levels. Given the constraints on effective labour
market interventions, Government can best contribute to off-farm employment
growth through enabling mechanisms: providing transport and communications
infrastructure, education, and to a lesser extent skills training and
credit.

7. In the absence of any obvious source of rapid economic expansion,
curbing population growth is central to relieving poverty. However, at any
expected levels of population and GDP growth, average incomes will not rise
enough to have a major impact on poverty levels unless such growth is
focussed to benefit the poor. Furthermore, forces are in place - through
growing landlessness, monetization, and urbanization - for a deterioration
in the distribution of income, unless policies are followed which
consciously guard against it. The type of growth pursued must be balanced
in such a way as to generate incomes for the poor (in the medium term this
means largely increased agricultural productivity and labor absorption).

8. Poverty in Nepal is chronic, basically rooted in the insufficiency
of the resource base vis. a vis. excessive population. Its solution will
lie in productivity growth coupled with population control, but this will
take a long time. In the meantime, there will remain a large number of
absolute poor. It is therefore legitimate to consider a sustained program
of support to the poor - some of it production-oriented and some of it
welfare-oriented.
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9. There are too many poor (and too few resources) to realistically
consider large-scale transfer or subsidy programs. Therefore it is
important to design cost-effective transfers. Both Government and the
donors, under a wide-range of projects, are already putting substantial
resources into poverty-type programs - to relatively little effect. Better
targetting and institutional strengthening are needed to improve the
efficiency with which those resources are used. In addition, some
significant welfare improvements for the poor can be achieved without major
resource transfers or income increases (through, for example, improved
hygiene and nutrient retention).

10. The report concludes that there is no easy poverty alleviation
strategy for Nepal, but that significant gains can be made through a
combination of measures - mostly involving increased labour absorption in
agriculture (which could increase by about 50X), coupled with productivity
gains in low-input farming systems; informal sector growth; and some
redistributive measures, if tightly focussed.

11. There are also some areas (eg., tenancy, labor contracting) where
policy reforms are required. In addition, limited gains can be made at the
micro level, by strengthening the capacity of the poor to undertake self-
reliant income generation - although these efforts require labor-intensive
inputs and their replicability is thus questionable. Given the weakness of
service delivery mechanisms these are probably best delivered through non-
governmental organizations. While the report concludes that credit and
income-generating projects are unlikely to have a large-scale impact on
incomes of the poor, the distributional benefits of some aid can be improved
without much efficiency loss, by channelling it down to lower levels, for
example through NGO's and targetted credit programs.

12. While there is no easy solution to poverty in Nepal, the potential
contribution of public policy is large. As an illustration - if the
Government is able to achieve the best reasonable expected results from an
effective family planning program and in sustaining economic growth, then
per capita GDP could rise to about $270 equivalent per capita by 2010 -
probably holding the number of poor to below 5 million. On the other hand,
if population growth continues unabated, and GDP growth is no better than
the average achieved over the last twenty years, then per capita incomes
would stagnate at around $180 per annum - probably increasing the number of
poor to over 20 million by 2010. In short, the cost of not getting public
policy right - especially with respect to curbing population growth - is
probably in the order of 15 million additional absolute poor.

13. The priority elements of a poverty alleviation strategy in Nepal
need to consist of:

(i) an effective program to curb population growth - through the
promotion and support of temporary methods of contraception;

(ii) an agricultural program that includes: small farmer irrigation
(and measures to get all irrigation working in the terai),
input supply deregulation, development of a technical package
free of purchased inputs for inaccessible hill farmers;



- xiv -

horticultural support for accessible small farms in the hills;
and design of an outreach cum extension program that takes
account of the constraints facing poor farmers;

(iii) a program of increased rural access in the terai and selected
areas of the hills;

(iv) intensification of basic education, including: (a) a national
literacy campaign; (b) revamping of curriculum and examination
systems to improve relevance and quality; (c) measures to lift
constraints on attendance by girls and by the poor; and (d)
agreement on commitment of adequate financing for expansion of
the primary school system to provide almost universal coverage;
and,

(v) in addition, there is scope for a package of low-cost measures
to help the large numbers of those who will remain absolutely
poor for the foreseeable future - through selected off-farm
income generating activities and improvements in health,
nutrition, and access to food (A program of such poverty
alleviation measures is described in paragraph 16, below).

14. Conversely, there are a number of areas in which the Government
should probably exercise caution, and a further sub-set of areas in which
action is justified, but where further analysis is needed first. The
following are areas in which, on the basis of the analysis, it appears that
public C. Lerve= onts* would not' be a cost-effectI e mear.s of nelpin.g the
poor:

- large-scale infusions of targetted credit;

- price controls or commodity subsidies; and

- excessive intervention in the industrial sector.

Those areas in which further analysis is needed to formulate effective
programs include:

- partitioning the hills for poverty alleviation purposes into
areas for varying degrees of support, depending on the
efficiency of providing access at reasonable cost;

- cost-effective measures to improve access to food in remote
areas;

- analytical work to develop a strategy for managing the
transition of population from the hills to the terai and to
urban areas;

- an assessment of the scope for effective measures to promote
income-earning opportunities in the informal sector;

- investigation of the scope for, and implications of, reforms to
the land tenure system, to improve both efficiency and equity.
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- improvements in the design and implementation of income-
generation and skills training projects.

15. Pervasive poverty in Nepal stems from four factors: (i) a limited
resource base; (ii) a physical location between two large countries - both
of which are also poor; (iii) rapid population growth, and (iv) poor
economic performance - with GDP growth averaging under 3Z p.a. over the last
25 years. Little can be done about the first two factors, however effective
policies can reduce population growth and accelerate economic expansion.
Unfortunately Government initiatives in these areas to date have been
partial and ineffective. The Government now has an opportunity to play a
more aggressive role - by pursuing a very active population program, and
laying the basis for more rapid growth, through, inter alias widespread
public service reforms, accelerating education and skills training, further
liberalization of trade and industrial restrictions, a more aggressive
agricultural growth strategy, and reform of the financial sector.
Additional measures are required to ensure that the poor specifically
benefit, and these are discussed in the following sections.

16. The report concludes that even with the best expected performance
in economic growth and family planning, there are likely to remain some
5-10 million absolute poor over the next twenty years. It therefore
proposes, in addition to the broad priorities for creating equitable growth
outlined above, a set of measures for Government and donor support
specifically to assist those who will inevitably remain poor, consisting of
the six elements outlined below:

(1) Expansion of Selected Transfer Programs. These are large-scale
rural employment programs which, in the absence of sufficient growth in the
medium-term, can provide cost-effective transfers while at the same time
creating productive rural assets. Two such programs exist in Nepal - Food
for Work, and the Special Public Works Program - with some strengthening
they could be amenable to substantial expansion. The next step would be to
determine how much they could expand, their financial requirements, to
identify measures to improve targetting and efficiency, and agree on a
financing package for them.

(2) Incremental Improvements to Existing Income-Generating Programs.
There are a number of smaller programs which have had some success in
raising incomes of the poor (including the Small Farmers Development
Program, Production Credit for Rural Women, and localized NGO income-
generating projects). While these can never have sufficiently wide
coverage to make a major reduction in the incidence of poverty, they should
be expanded as staffing constraints allow. There is also room for
incremental improvements to their operations, including more intensive
training of staff and better sub-project evaluation.

(3) Food and Food Aid Programs. Enough areas have sufficiently large
food deficits, which cannot be solved by out-migration or agricultural
productivity increases in the near term, that food aid and food
distribution programs will be an important continuing part of any poverty
alleviation strategy. The objective now should be to identify the most
cost-effective combination of interventions (eg. relying on increased local
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production, improved feeding practices, etc. whenever possible), and to
rationalize existing programs, which often do not reach the intended
beneficiaries. This would include:

- agreement on the appropriate level and form of food aid, its
financing, and how best to distribute it;

- reform of the National Food Corporation's program - eliminating
mis-targetted subsidies, identifying which distribution
measures reach those suffering food deficits, and how they
should be expanded and financed; and,

- identification of a program of effective interventions -
including evaluating the relative roles of food distribution,
agricultural productivity measures, food storage, vulnerable
group feeding, and promotion of effective practices (e.g.,
weaning foods, feeding during pregnancy, etc.); followed by
preparation of specific projects and agreement on financing for
them.

(4) Strengthening Non-Income Welfare Measures. These are interventions
which could substantially improve the welfare of the poor even in the
absence of increased incomes. They include:

- a national hygiene campaign - which would combine intensive
hygiene-awareness education with the provision of rural water
suplies; 

- a range of particularly cost-effective health measures -
(immunization, iodine supplementation, and oral rehydration
salts) - these are existing programs which could be expanded at
modest cost without awaiting major improvements in the
(institutionally weak) health service; and,

- (possibly) targetted nutrition and/or feeding programs - these
can have a dramatic effect on reducing the long-term effects of
malnutrition at affordable cost. Such programs usually rely on
an administrative capacity which may not be present in Nepal;
however, it is worth exploring the possibilities.

(5) A Package of Policy Reforms.

Tenancy Reform - a redistributive land reform would have some
impact in the terai, but may not be feasible. However, the existing tenancy
system provides many disincentives to maximizing output. It is possible to
design a reform which at a minimum would regularize land tenure and remove
barriers to efficient use of land. This, in the terai, could have a large
impact on agricultural productivity. However not enough is known about the
distribution and types of tenancy to design a workable reform immediately -
some analytical work is required first.

Labor Contracting Arrangements - current arrangements are
exploitative beyond what would be expected on the basis of low average wage
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rates alone; some improvements would be possible by introducing revised
procedures for public works (eg. the use of small local contractors) and
increased monitoring and supervision.

Decentralization and Civil Service Reform - effective
implementation of the decentralization process can potentially help the poor
by improving the delivery of social and development services to peripheral
areas (by devolving staff and resources to them). Wider civil service
reform is also needed, but it will probably be a slow process. At a minimum
administrative improvements can be made which will increase the
effectiveness of public services (by for example strengthening supervision
and incentives for actively providing outreach services).

NGO Regulation - the current system has constrained NGO activity
and probably added to their costs. Government should explore the scope for
relaxing the regulatory framework to facilitate NGO operations - along with
measures to improve the technical support provided to them (for instance, to
improve project selection and design).

(6) Analytical Work On Priority Areas. This includes assembling data
on incomes, wages and employment, and further analysis needed to design
policy and program reforms.



1. INTRODUCTION

A. Obiectives and Scope

1.1 This study is intended to deepen our understanding of the nature
of poverty in Nepal; of its causes, and of the constraints which prevent
the poor from improving their conditions. It investigates the effect of
development policies and strategies on personal incomes, and seeks to
identify the most promising areas for raising incomes of the poor. The
objectives are to propose the outlines of a long-term country strategy to
reduce poverty, as well as to recommend specific measures for Government
and donor support.

1.2 The study came about as the result of a number of perceptions:

Firstly, that extreme poverty is a widespread problem in Nepal,
but that little analytical work had been done on income levels and
trends, or the dynamics at work among the poor.

Secondly, that there exists a desire within the donor community,
and within the World Bank, to do more to support poverty
alleviation efforts in Nepal, but that it has been difficult to
identify which measures might be amenable to large-scale financial
support.

Thirdly, Nepal is a very poor country in which the Bank and the
donor community have made substantial investments (presumably with
the objective of raising living standards), but with little
understanding of how our programs affect the incomes of the poor.
The study seeks to better inform overall country assistance by
investigating the links between incomes of the poor and various
agricultural, industrial, and employment activities.

Fourthly, the Government is already putting substantial resources
into programs notionally justified on poverty-alleviation grounds
- the analysis looks at ways these resources could be used most
cost-effectively.

Finally, in Nepal there have been many good village-level and
sectoral studies, each of which tells an important part of the
poverty story, but the isolated findings have never been pulled
together.

1.3 The study has sought to assimilate the findings in various
sectors, and build them into a wider analytical framework. The objectives
are:

(i) to outline the bounds of what might be possible (and
expected) in the evolution of incomes over the next 20
years, and to evaluate the relative contributions of
agriculture, industry and commercial development, and
social services to reducing poverty;

1
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(ii) to suggest sectoral interventions, or changes in approach,
which may have a greater impact on incomes, especially
among the poor; and,

(iii) to propose a menu of cost-effective poverty alleviation
projects for possible support.

1.4 The report is organized as follows: Chapter II analyzes the
levels, distribution and sources of income. It presents for the first time
in quantitative terms a profile of poverty in Nepal, characteristics of the
poor and non-poor, and the conditions under which they live. This analysis
is based on special tabulations of the Nepal Rastra Bank's household survey
data undertaken as part of this study. Chapter III explores the causes of
poverty - both those related to aggregate output and growth, and the more
subtle mechanics of land tenure, employment, and social structures.
Chapter IV looks at linkages between the productive sectors (agriculture,
industry, etc.) and incomes, and the role of non-formal employment.
Chapter V examines the social dimensions of poverty: food security,
education, and health and population issues. Chapter VI briefly reviews
His Majesty's Government's (HMG's) general policies, and summarizes our
assessment of poverty-related programs based on a more detailed earlier
version of this report.l/ The final two chapters suggest implications for
country strategy and donor support.

1.5 Of necessity the report takes a longer-term perspective (20-30
years] than is 911sl in World Bank docu-m.ents. It also covers a wide range
of sectors. In not all of these were we equipped to bring our conclusions
to closure; in some we could only highlight the issues involved and point
to possible solutions, or areas for further work.

1.6 Other reports on poverty have tended to focus on social services
and their delivery. These issues have been explored at length in an
earlier Bank study.2/ We have concentrated instead on the objective of
raising personal incomes and consumption.3/ While this may provide a
somewhat one-dimensional picture, it was necessary to limit the scope of
the work to something manageable, and furthermore raising personal incomes
(broadly defined) is, after all, the single best measure of reducing
poverty.

1/ The World Bank; Nepal - Relieving Poverty in a Resource-Scarce Economy,
1990.

2/ The World Bank; Nepal - Social Sector Strategy Review, 1989.

3/ Incomes are taken throughout to include production of food for own
consumption - which constitutes by far the largest share of personal
income in Nepal.
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B. The Nature of the Problem - Poverty in Nepal in a Comparative Context

1.7 Average personal incomes are about Rs. 3,340 per capita (1984/85,
expressed in 1988/89 prices) - equivalent to US$130 annually.
Approximately 40? of the population live in absolute poverty, defined as
having less than the income required to consume a minimum bundle of
calories on a daily basis. There are also chronic and seasonal food
deficits, which probably affect half of the population. Large scale
starvation is avoided because of the absence of catastrophic droughts,
although slow physical deterioration through malnutrition is widespread.

1.8 In comparative terms, Nepal is one of the world's poorest
countries. It ranks 115th in per capita GNP out of 120 countries listed in
the 1989 World Development Report (WDR). With respect to life expectancy,
Nepal ranks 103rd out of 118 reporting countries. Food availability,
measured in calories per capita, is worse only in Bangladesh, Haiti, and a
handful of African countries. Table 1.1 presents key development
indicators for Nepal, relative to some of the world's poorest countries,
and relative to neighboring states in Asia.

Tablo 1.1: Indicators of Relative Underdevelopment -
Selected Countrie 3s

Calorie
Lif- P-r Capita Infant Population Availability
Expectancy CNP Mortality Growth (Calories per
(Years) (USS) (per 000) Rate capita per day)

Ethiopia 47 130 154 3.1% 1749
Mall 47 210 169 8.0X 2074

Nepel 61 160 128 2.5S 2062

Bangladesh S1 160 119 2.4X 1927
Zaire 62 1S0 98 8.1X 2163
India S8 800 99 1.8X 2238
ThelIand 64 8S0 39 1.65 2331
Sri Lanka 70 400 83 1.1X 2401

/ According to the 1989 World Development Report (WDR). For consistency of lnter-
eountry comparisons all data are drawn from the 1989 WDR; these may not be consistent
with estimates for Nepal cited elsewhere In the text, which were drawn from more
recont surveys and roports.

1.9 Nepal is one of a constellation of countries characterized by rapid
population increases, low or negative per capita GDP growth, and a slow
transition out of a subsistence agricultural economy. It exhibits many of
the characteristics of similar sub-Saharan African economies, including a
limited productive land base, a land-locked location, and a very low level
of exports. Table 1.2 illustrates some of the structural features of Nepal,
relative to other countries.
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Table 1.2: Structural Economic Indicators

Per Capita
Per Capita Commercial

CNP Share of Per Capita Energy Consump-
Per Capita Growth Rate Agriculture Merchandise tion (kg. oil
CNP 1965-87 n GDP Exports equivalont)

Very Poor Countries

Ethiopia a130 0.1X 42X 39.00 21 kg.
Mall 3210 0.1X 54X 827.70 24 kg.
Zaire t150 -2.4X 82X 348.90 73 kg.

Nepal 8160 0.5O 57X t8.60 23 kg.

Neighboring Asian Countries

Bangladesh 3160 0.38 46X 310.10 47 kg.
India 3300 1.8X 30X 316.70 208 kg.
Thailand t8S0 3.9X 16X t217.60 330 kg.
Sri Lanka 3400 3.0X 27X 389.90 160 kg.

All data aro for 1987 unless othorwise Indicated.

1.10 Nepal's share of agriculture in GDP, one of the best summary
indicators of the level of development and structural c'nange, is, at 57Z,
higher than all but three of the very poorest countries (Uganda, Somalia and
Tanzania). Similarly, the share of the labor force dependent upon
agriculture (93Z) is the highest of any country listed in the 1989 WDR.
Nepal is also one of the two lowest consumers per capita of commercial
energy - a sensitive indicator of industrial and urban development.
Nepalese consume 23 kg. of oil equivalent annually compared with 297 kg. for
low income countries as a whole.

1.11 There is a very high cost in human suffering and wasted potential
associated with Nepal's degree of poverty. For example, about 6 1/2Z of the
population is estimated to suffer some degree of mental retardation, due
mainly to malnutrition and iodine deficiency. Again, by the Indian Academy
of Pediatrics standard, about 29? of the population exhibit 2nd or 3rd
degree malnutrition. Associated with nutritional deficiency and diseases,
there are estimated to be about half a million cases of blindness in Nepal
(out of a population of about 18 million in 1988), a rate far in excess of
international standards.



II. THE STRUCTURE OF INCOMES AND POVERTY IN NEPAL

A. Levels and Distribution of Income

2.1 Average per capita incomes are estimated at about Rs. 260 per
month in 1988/89 prices (US$122 p.a.) in rural areas; and about Rs. 426
(US$200 p.a.) in urban areas. In rural areas, the mean income in the hills
is about 20? lower than in the terai 1/ ; in urban areas, reflecting in
particular the relative wealth of Kathmandu, the order is reversed, with
average incomes in the hills about one quarter higher than in the terai.

2.2 Within Nepal, the best source of data relating to incomes is the
Multi-Purpose Household Budget Survey (MPHBS) conducted in 1984-85 by the
Nepal Rastra Bank.2/ The analysis in this chapter is based on a re-
processing of the MPHBS data undertaken by the World Bank specifically for
this study to identify the characteristics of poor and non-poor households.
Average per capita monthly income levels by decile are presented in Table
2.1. These data are expressed in terai-equivalent prices, so that they can

Table 2.1: Average Per Capita Monthly Income by Income Deciles
(1984/85 expressed in 1988/89 Rs per month)

RURAL URBAN

Decile Terai Hills Terai Hills
1 123 85 162 171
2 164 116 203 229
3 188 140 235 281
4 207 163 262 334
5 232 188 294 395
6 262 217 343 453
7 295 253 396 543
8 348 299 493 644
9 435 368 675 830

10 719 564 1196 1394
All Families 292 231 378 475

Source: Mission estimates derived from MPHBS.

1! The terai is a narrow lowland belt along the Indian border containing
about half of Nepal's population. Incomes here are adjusted for
differences in purchasing power; consumer goods flow mainly from the
terai to hills and transport costs are very high. Mission estimates of
the price differentials, based upon a basket of eight staple foods,
suggest that prices are about 32? higher in the hills than terai.

2/ The survey is described in Annex II.2. While the MPHBS is an
exceptionally well-designed and well conducted survey, it suffers from
the inability of all such surveys to capture fully the exceptionally
rich and the exceptionally poor. For this reason, the actual income
distribution is more skewed than that revealed in the tabulations.

5
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be compared across hills and terai. Incomes are uniformly low except in
the top decile - and are even then only about two and a half times the
average.

2.3 Like other very poor countries, Nepal's predominantly rural
economy sustains a relatively even distribution of income, corresponding to
a stage of development before the income and wealth-concentrating process
of urban-based development has had much impact. From Table 2.2 it can be
seen that Nepal has a degree of income concentration somewhat more
favorable to the poor than Sri Lanka, somewhat less so than, but comparable
with, Sweden, and markedly more egalitarian than the distribution of income
in Brazil.

Table 2.2: Distribution of Total Household Income in Nepal
and Selected Countries

(Percentage of Share of Income)

Household Group Nepal Sri Lanka Brazil Sweden

Bottom 40Z 18Z 16Z 7Z 21Z
Middle 50X /a 54Z 49Z 42Z 51Z
Top 1O 28Z 35Z 51Z 28Z

a/ That is, lying between the 41st and 89th npr59nti4les

Source: Nepal, MPHBS. Other countries, World Development Report, 1989.

2.4 These comparative data suggest that the scope for improving the
income position of the poor in Nepal by redistribution from the upper
income groups is limited. For example, in Brazil, transferring 5Z of the
income of the upper decile to the lowest 40t would involve an income
increase for the latter of about 36Z, an amount which would have a
significant impact in reducing the level of poverty. In Nepal, by
contrast, transferring 5Z of income from the richest 10? to the bottom 40?
would increase the average incomes of the latter group by less than 8Z, a
welcome improvement no doubt, but not one which would produce a major
impact upon poverty levels. At the same time it should be noted that the
position of the poor in Nepal could be worsened greatly by a deterioration
of the distribution of income. As discussed later in this report, there
are reasons to believe that the mechanisms exist for such a worsening,
which can only be countered by sustained off-setting policy interventions.

2.5 The distribution of per capita household income is presented in
Table 2.3. As expected, it is less skewed than that of total household
income (Table 2.2). (This is because household size increases consistently
with total income, from less than 4 persons per household in the lowest
income class to over 13 in the highest). The scope for poverty alleviation
by redistributive measures alone is, therefore, even less than that



suggested by the cross-country data contained in the previous table.3/

Table 2.3: Per Capita Household Income Distribution in Nepal
(percentage share of income)

Rural Urban

Income Group All Nepal Terai Hills Mountains Terai Hills

Bottom 40Z 23X 242 23? 33Z 27% 242
Middle 50 54? 531 56% 54Z 52? 56?
Top 102 23Z 23% 21% 13Z 21% 20?

Source: Multi-Purpose Household Budget Survey.

2.6 The distribution of income is essentially the same in all regions
except the mountains where it is remarkably flat, with poverty being shared
by almost the entire population. However, the proportion of Nepal's
population which lives in the mountains is very small, and mountain people
are included within the hills for much of the subsequent discussion.

The Incidence of Poverty

2.7 Table 2.4 shows the proportion of the population below the poverty
line under three different sets of assumptions. The first is the poverty
line defined by the National Planning Commission (NPC) on the basis of an
income needed to supply minimum caloric requirements. In 1988/89 Rupees,
this translates into Rs. 210 per person per month in the hills and Rs. 197
in the terai, or the equivalent of US$8.24 and $7.73 respectively per
person per month. With this poverty line, the data suggest that about 40%
of the population is in absolute poverty.4/ That this is a very
conservative definition of poverty can be seen by considering the
implications of a poverty line equivalent to US$150 per capita per annum.5/
The proportion of the population with incomes below even this modest level
is about 70% nation-wide, and almost 80% in the hills. This calculation
suggests that calorie-based poverty lines may not be appropriate for Nepal,
a matter which is given additional support by the fact that the usual
relationship between food intake and measured under-nutrition in Nepal is
weakened by the widespread prevalence of intestinal disorders (see Chapter
5).

3/ Note, however, the reservation contained in the earlier footnote: the
data, like those from other such surveys, under-represent households at
the highest income levels.

4/ The incidence data are approximations only. Note that the imputed
rental value of owned housing was not included in total expenditures in
these calculations.

5/ An accepted international definition of absolute poverty. (1988-89
rupee equivalent used; average exchange rate Rs. 25.5/US$1.00).
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2.8 A third possible definition is one suggested by Lipton.6/ He has
defined the poor as those whose food expenditures absorb 701 or more of
total expenditures. This criterion underlies the third poverty line in
Table 2.4, in which the Nepal-wide incidence of poverty is about 66%,
similar to the incidence implied by a poverty line of US$150 a year.

Table 2.4: Incidence of Poverty Under Different Poverty Lines
(Percentage of Population Below Poverty Line)

Terai Hills All Nepal
Poverty
Line Rural Urban Total Rural Urban Total Rural Urban Total

NPC 29% 17% 28% 55Z 13% 52% 42Z 15% 40%
US$150 69Z 51% 68Z 78% 32% 75% 74% 42Z 71%
Lipton 70Z 50% 68% 65X 52Z 64Z 68% 51Z 66Z

2.9 The sensitivity of the number of poor to the choice of poverty line
results from the flat distribution of income around a very low average.
Thus moving the line up or down only slightly results in large changes in
the share of the population above or below it. Within the limitations of
the data it is thus not very meaningful to talk of the precise number of
poor. The best one can conclude is that the incidence of absolute poverty
is very high - in the neighborhood of 50-60%. In subsequent discussion we
will use the (conservative) NPC poverty line.7/ By this measure about 8
million Nepalese live in absolute poverty - out of an estimated total
population of 19.2 million.

2.10 While in the following sections reference is made to the "poor" and
the "non-poorw, it is important to recognize that by any reasonable
international standard everyone in Nepal is poor, except for a few
professionals and businessmen, and perhaps some large farmers. The average
income in the second decile (i.e. the second richest 10% of households) for
instance is only about Rs. 500 per capita per month (US$20 per month) - in
most countries these families would be among the very poorest.

2.11 It is often useful to distinguish between the poor and a subgroup
of wultra-poor" - at whom one may want to target assistance or development.
In Nepal such a distinction is not particularly useful - both because there
are so many very poor (eg. about half the population), and because most of
the poor exhibit characteristics usually associated with the ultra poor (eg.
high proportions of income spent on basic cereals). However, while they are
frequently hungry, they are not ultra-poor in the longer-term sense that

6/ M. Lipton% Poverty, Undernutrition, and Hunger; World Bank Staff
Working Paper No. 597, 1983.

7/ In purchasing power parity terms this is estimated to be equivalent to
about US$328 per capita p.a. - in the middle of the range of poverty
lines cited in the 1990 World Development Report ($270-$375).



they are an under-class caught in a chronic trap, out of which they could
not raise themselves with access to technology and sufficient improvements
in productivity. There is, however, a growing group of such ultra-poor
emerging among the urban population, and among the landless in the terai.

B. Composition of Income

2.12 Figure 1 illustrates the overall composition of income emerging
from the MPHBS. Of note are the overwhelming importance of subsistence
activities and of agriculture, and the relative unimportance of wage
incomes.

Figure 1.
Composllon ot Income Among the Rural Poor

TERAI HILLS

F Wages IV%m Wages (24%) -

Cteh ISu% I7% helK I1% % d

tcseja -2-3

~~~~~~~~~~Cw in-m 6

AgrIculture (50%) - h40knd 43% Agrkculture (54%) - 1n46%

CV MosiW rent,es, pere etc.
b/ Mosity re t4,e dwelngs cnd cottage producr tr an caJmplrL

* Ccuh 9nome 1%1

2.13 Table 2.5 shows the composition of income for different groups .
The following particular characteristics emerge:

- among the rural poor, only 35Z of incomes are in cash (32Z in
the terai) - coming mostlya from wages;

- the poor get a larger share of their incomes from wages and
salaries than do the non-poor (who make much more from
agriculture, especially in the terai);

- even then wages and salaries account for only a quarter of
income among the rural poor in the hills (a bit less than a
third in the terai);



Table 2.6: Composition of Household Income - 1984-8S
(1984/8S Ru. per household per month)

R U R A L U R BA N
Tera; Hills Terai Hills

Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

Agriculture

Cash 64 (8%) 398 (27%) 58 ( 8%) 282 (18) 28 (4X) 90 (6%) S2 (8%) 83 (4%)
Kind 285 (41%) 684 (46X) 306 (46X) 628 (43%) 160 (23%) 271 (24%) 197 (24X) 220 (12X)

Subtotal 349 (5OX) 1082 (73X) 303 (54) 890 (68%) 186 (28%) 361 (28%) 248 (31%) 303 (18X)

Non-Agricultural /a
Enterprises 29 (4%0) 80 (%) 28 (4%) 121 (8%) 106 (1S%) 377 (27%) 77 (10X) 472 (25X)

WagS and Salari"e

Cash 108 (15%) 107 (7X) 121 (18) 209 (14X) 300 (43%) 417 (30%) 380 (43%) 721 (38%)
Kind 120 (17X) 52 (14X) 39 (6X) 19 (1X) 34 (5X) 21 (2X) 12 (1X) 19 (1X)

Subtotal MV (32X) Il- (11%) §IU (24%) F2! (16%) 34 (48%) 4iI (32%) 382 (44X) 7M (39X)

Other Cash Income 24 (41) 63 (4%) 30 (SX) 95 (7X) 30 (4%) 143 (10%) 46 (8%) 339 (18%)

Other Income in-kind/b 71 0) 106 (X) 91 (14X) 119 (M 47 (7X 69 (4%) 83 (IOX 6e (U)
Total /702 (I0%) 1493 (100XD 6%) Mi (10 i4 2 (MT0o) 704 (Il) i379 TjCR) i-s (jo(o) 1919 (1OOX) 

Of Which:

In Cash: 224 (32X) 646 (43X) 238 (36X) 679 (47X) 484 (65X) 1023 (74X) 523 (84%) 1603 (84%)
In Kind: 478 (68%) 845 (67X) 437 (65%) 773 (63%) 246 (36%) 857 (26%) 292 (3U%) 316 (16%)

!/ Almost all of which is in cash.

g/ Home production for own consumption plius rental valu, of rent-free dwellings.

dJ Excludes rental value of own hom.
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- even in urban areas wages account for less than half of the
incomes of the poor;

- a significant portion of wage incomes of the poor is in kind
rather than cash (over half in the terai);

- cash incomes from agriculture (representing sales of
foodgrains, cash crops or livestock products) are insignificant
among the poor - less than US$3.50 equivalent per household per
month (8-9Z of income); and,

- off-farm enterprises (eg. small businesses, etc.) are also
insignificant - contributing less than 5? of household incomes
among the rural poor ($1.50/household/month) - and even in
urban areas agriculture remains three times more important than
off-farm enterprises as a source of income.

2.14 Localized surveys tell much the same story as the MPHBS, but
provide some additional insight into sources of income (see Table 2.6).

Table 2.6: Some Survey Estimates of Income Composition
(Share of household income)

Rural Rural
8 Villages - Acharya and Bennett Average Terai Hills

Subsistence: Agriculture 48Z 612 45?
Kitchen Gardening 2? 4Z 2?
Livestock 8? 6? 10?
Hunting and Gathering 5Z 2Z 6Z
Food Processing 15? 17? 12X
Household Manufacture 1Z 1Z 2?
Subtotal Subsistence 81Z 92Z 79Z

Non-Subsistence: Trading 7Z 1Z 3?
Wages and Salaries 12Z 7Z 18?

Two Hill Districts - Rasuwa Nuwakot IRDP

Low Income High Income
Households Households

Agriculture 69Z 89?
Of Which: Livestock (4Z) (34?)

Cottage Industry -1
Trade 3Z 2Z
Wages 15? 2?
Portering 9? 2?
Remittances, Pensions, etc. 4? 4Z
Subtotal - Off-Farm Income 31? 11?
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2.15 In the sample surveys livestock contribute about 5-10? of income
(except in the case of high income families in the hills sample - where they
contributed a third). In no cases do wages and salaries account for more
than about a quarter of household income. Cottage industries and trade are
insignificant as sources of income, while portering was important only in
one of the hill districts studied (where it accounted for about a third of
off-farm income among the poor).

2.16 The relative importance of off-farm income among the poor (about
40?), does not reflect their active participation in a robust informal
sector. Instead it seems to be generated mostly from a range of distress
activities and very low paying employment. The fact that it constitutes a
relatively large proportion of income is a function of the very low total
incomes among the poor, and the very low levels of own-farm production,
rather than an indication that the poor are doing well out of off-farm
employment.

2.17 While the size of landholdings is a major determinant of rural
incomes, the influence is not straightforward (see Table 2.7). Firstly,
family size increases with the size of farm, so that while per capita income
increases with farm size, it does so less than proportionately. Secondly,
returns to family labour are higher on large farms, due to diminishing
returns to labour, and a more favorable land/person ratio. Thirdly, while
small landholders are much more dependent on off-farm income, they earn
substantially less per day worked off-farm - less than half as much as those
from larger farms (Table 2.8).

Table 2.7: The Effect of Farm Size on Incomes
(1984/85 Rs.)

Non-
Large Medium Small Marginal Cultivator

Terai

Farm Size (ha.) >5.4 2.7-5.4 1.0-2.7 <1.0
Percent of Households 3? 9? 23? 38? 27Z
Average Household Size 12.2 9.0 7.0 5.5 4.7
Total Monthly Income 3380 1822 1210 787 633
Per Capita Monthly Income 277 202 174 143 136

Hills

Farm Size (ha.) >1.05 0.5-1.05 0.2-0.5 <0.2 -
Percent of Households 16? 24Z 50? 11? -
Average Household Size 7.9 6.1 5.0 4.3 3.8
Total Monthly Income 1284 841 635 462 559
Per Capita Monthly Income 162 139 128 108 150
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Table 2.8: Returns to Family Labor Per Day Worked By Farm Size
(Rs./day)

Non-
Large Medium Small Marginal Cultivator

Terai
Agriculture on Farm 58 42 36 34 -
Other 103 62 25 15 14

Hills
Agriculture on Farm 40 34 35 31 _
Other 56 31 26 20 20

Percent of Family Labor Time
Spent in Off-Farm Work /a
Terai 5? 8? 22? 65Z 100Z
Hills 13? 24? 39? 67Z 1o00

a/ Share of employed days

2.18 This decline in off-farm earning rates, combined with the increased
dependence upon off-farm earnings on the part of small farmers, greatly
reinforces the poverty-inducing impact of lower earnings from work on the
farm itself. One likely explanation of the lower earning rates lies in the
far lower educational attainments of family members on small farms.
Breaking this relationship must be an important element of poverty
alleviation efforts in Nepal.

C. Profile of the Poor

2.19 The poor are concentrated overwhelmingly in rural areas (95Z) and
more in the hills than in the terai (because food costs are significantly
higher in the hills; nominal incomes unadjusted for price differentials are
in fact lower in the terai).8/ The principal characteristics of the poor
(and the non-poor) are shown in Table 2.9.

8/ Here, and in subsequent discussion, the poor are defined in accordance
with the NPC poverty line as having per capita household incomes below
Rs. 197/month in the terai and Rs. 210/month in the hills (1988/89
prices). The profiles draw on special tabulations of the MPHBS data
done for this study - many of which are presented in Annex II). While
this is a very conservative poverty line which may in fact select only
a sub-group of the poor, it does not materially change the profile that
emerges.
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Table 2.9: Nepal - Poverty Profile

RURAL NEPAL URBAN NEPAL

Terai Hills Terai Hills

Estimated No. of Poor 2.9 m. 4.6 m. 0.3 m. 0.3 m.

Economic Characteristics

Average per capita Income
Rs./day 3.4 (7.2) 3.9 (8.8) 3.4 (8.2) 4.6 (12.3)
US$ p.a. $69 ($148) $81 ($181) $69 ($168) $95 ($253)

Operating landholding (ha.) 1.1 (3.1) 0.3 (0.5) _ _

Proportion of Family Labour
Days Worked Off-Farm 31Z (14Z) 17Z (10Z) 362 (20Z) 39Z (21Z)

Occupation /a

Agriculture Self-Employed 54Z (67Z) 74Z (74Z) 42Z (31Z) 46Z (29Z)
Agricultural Labourer 28Z (12Z) 7Z (2Z) 41 (3Z) 3Z (-)
General Labourer 81 (3Z) 11Z (6Z) 22Z (9Z) 30Z (7Z)
Other /b 102 (18Z) 8Z (182) 321 (43Z) 21Z (64Z)

DemLographic Characteristics

Household Size 7.1 (6.8) 6.1 (5.4) 6.9 (5.5) 6.3 (5.1)
Number of Children 3.5 (2.7) 2.9 (2.1) 3.5 (2.2) 3.2 (2.0)

Dependency Ratio /c 2.3 (2.1) 1.9 (1.7) 2.7 (2.7) 2.7 (2.7)
Z of Female-Headed Households 5% (4.5Z) 12Z (11.5Z) 5Z (6%) 15Z (15Z)
Literacy Rate 22Z (40Z) 39Z (51Z) 35Z (59Z) 49% (72Z)

a/ Proportion of economically active household members by main occupation.
b/ Sales. Services. Production, Clerical and Profpesinnaln
c/ Number of household members per employed member.

NOTE: Corresponding figures for the non-poor are presented in parentheses.

Source: MPHBS special tabulations, incomes in 1984/85 Rs.

2.20 Occupations. The poor, like everyone else in Nepal, are engaged
mostly in agriculture on their own (or rented) land. The only notable
exceptions are in the terai - where 28Z of the economically active poor are
employed by others as agricultural wage labourers, and in urban areas where
about 25Z are engaged as general labourers, and another 25Z in services or
other miscellaneous activities. Even in urban areas the largest proportion
of the poor are engaged in agriculture as their principal pursuit (more so
than among non-poor urban dwellers). Only about 5Z of the active poor are
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employed in production or manufacturing jobs of any kind - including rural
cottage industries.

2.21 Most people, and especially the poor, are employed only
sporadically, even in their main occupation. Although the poor on average
work twice as much time off-farm as the non-poor, they are still working
only 212 of available labour days off-farm (higher in the terai, lower in
the hills). There is correspondingly high underemployment - reportedly in
the range of 35-45Z of available labour days, with little distinction
between the poor and non-poor (although this represents some under-counting
of subsistence activities - see discussion of labour force issues in Chapter
3).

2.22 In rural areas, the main income-producing asset is of course land,
and access to land largely determines income levels. The area of land
operated by a poor household is about 60 percent less than that operated by
a non-poor one in the terai, and about 40 percent less in the hills. In
both regions, the proportion of the land which is irrigated is somewhat less
for the poor than for the non-poor household, although the differential
access to irrigated land reported in the MPHBS is rather less than is
commonly supposed.9/

2.23 Household Composition. The average size of poor households is
slightly greater than that of non-poor ones. Consistently, also, there are
more children in poor households; and a tendency for more children per
household in the terai than in the hills. The relative concentration of
children in poor families means that the children of Nepal are
proportionately more exposed than are adults to all the disadvantages of
poverty - including limited access to food, education, health services and
sanitation. At the same time, they are more vulnerable than are adults to
the consequences of poverty.

2.24 The proportion of female-headed households in the hills is quite
high (about 11-15Z.) due to temporary and long-term out-migration. These
proportions seem to differ little by income level or degree of urbanization.
Reflecting the same basic phenomenon, the ratio of working-age adult males
to females is much lower for poor families than for non-poor ones, although
it is not clear if this is cause or effect (see para. 3.90).

2.25 Finally, the dependency ratio (or the ratio of total household
members to earning household members) shows some unusual patterns. Usually,
a higher dependency ratio (many dependents per earner) characterizes poor
families. This pattern shows up weakly in Nepal, reflecting mainly the
larger number of children in poor families discussed above. However, the
least poor category (the urban areas) exhibits higher (rather than the
lower) average dependency ratios. The explanation lies in the fact that in
the poorer areas, more of the family, and particularly children and women,
are pressed into becoming earners than is the case in less-poor areas*

9/ See Annex II.6; this may be due in part to the reporting of all khet
land as irrigated - where as in fact much is only monsoon-irrigated.
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D. Conditions of the Poor

2.26 This section attempts to convey a sense of the conditions under
which the poor live in Nepal. It draws largely on the MPHBS and can
therefore be regarded as providing profiles which are broadly representative
of large groups in Nepal. They are in this regard to be distinguished from
accounts of living conditions among particular communities in particular
localities - accounts which are often strikingly vivid, but which by their
nature may lack general applicability.

Expenditure and Consumption

2.27 The poor are consuming a minimal bundle of goods, the cost of which
is often not covered by their available incomes. Food (much of it self-
produced or received as wages in kind) accounts for 70-80Z of the income of
the poor, leaving very little for expenditure on other essentials, let alone
to finance diversification. The following table summarizes key aspects of
discretionary income.

Conditions of the Poor - Summary Table - Expenditure
(1984/85 Rs. per capita per month)

RURAL NEPAL URBAN NEPAL

Terai Hills Terai Hills

Monthly Consumption
Expenditure 105 (185) 121 (234) 110 (202) 155 (323)
US$ Equivalent $5.90($10.40) $6.80($13.15) $6.20($11.35) $8.70($18.15)

Discretionary
Income a/ 23 (110) 38 (128) 22 (147) 30 (200)

Discretionary Cash
Income b/ 14 (77) 23 (98) 22 (123) 23 (189)
US$ Equivalent $0.79($4.32) 1.29($5.50) 81.24($6.90) $2.19($10.60)

NOTES: Corresponding figures for non-poor shown in parentheses. Not
adjusted for price differentials - hills purchasing power about
30Z lower than terai.

a/ After food; approximately 402 lower after fuel and water purchases.
b/ After food purchases.

2.28 The table provides two somewhat different andicationo of upper
bounds upon the capacity of the poor to pay for public services under the
*user pays" principle. The first is the level of discretionary income, or
the income remaining after the food (but not fuel or other) needs of the
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family are met. The per capita discretionary income among poor households
ranges from about Rs. 20 to Rs. 40 monthly, or about $1.25 to $2.50 - and is
about 40Z lower after fuel and water costs. The second is the availability
of cash incomes. Cash incomes of poor families vary between about Rs. 30
and Rs. 45 per capita monthly in rural areas, and somewhat higher in urban
areas. After essential food purchases (which even then do not bring them up
to minimum caloric intake levels) available cash incomes range for Rs. 14 to
Rs. 23 per capita monthly (equivalent to US$0.80 to US$1.30). The capacity
of rural poor households to contribute significantly to the costs of public
services is thus severely limited, as is their ability to purchase cash
inputs, or finance investments which could ultimately raise their earning
power (for instance in land improvement or education). As an example, the
cost of applying fertilizer to only half of the land operated by a typical
poor terai household would be in the neighborhood of Rs. 500 - compared with
discretionary cash incomes of only about Rs. 100 per month, a large share of
which is likely to be required for cooking fuel purchases. This absolute
lack of discretionary income, coupled with the variability of incomes, means
that the poor are extremely reluctant to take on new debt or diversify (eg.
into cash crops or other enterprises) because of uncertainty regarding their
capacity to repay loans or withstand losses.

2.29 Table 2.10 shows the typical consumption pattern of a poor family
in the rural terai, although it does not differ markedly from that of other
poor households (see Annex II.2).

Table 2.10: Monthly Consumption Pattern of Poor Households
(1984/85 Rs. per month)

Household Per Capita Per Capita /a
(Rs.) (Rs.) (US$ Equivalent)

Grains and Pulses 414 58 $3.25
Spices, Vegetables, etc. 87 12 $0.68
All Other Foodstuffs 53 7 $0.42

Sub-total: Food 554 77 $4.35

Fuel, Water, etc. 52 7 $0.41
Clothing 56 8 $0.44
Housing Costs /b 18 2.5 $0.14
Education and Health 24 3 $0.19
Transport 7 1 $0.06
All Other 38 5 $0.30

Sub-total: Non-Food 195 27 $1.54

Total 749 105 $5.89

a/ Converted at Rs. 17.8/US$ (1984/85 exchange rate).
b/ Excludes imputed rental value of own home.
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2.30 Of note are the overwhelming preponderance of food and fuel (81Z of
the total) and the almost insignificant level of consumption of any other
goods and services, except clothing. The lack of almost any discretionary
purchasing power is reflected in the very low absolute levels of expenditure
for other items - even those often considered essential (eg. US 19 cents per
capita per month on health and education, six cents on transport).

Food Security

Conditions of the Poor - Summary Table - Food Security

RURAL NEPAL URBAN NEPAL

Terai Hills Terai Hills

Calorie Consumption /a -5Z(+252) -7Z(+15Z) -5Z(+7Z) -llZ(+3Z)

Share of Cereals in Total 86Z(80Z) 81Z(76Z) 86Z(78Z) 82Z(69Z)

Share of Calories Self- 62Z(81Z) 71Z(80Z) 43Z(46Z) 42Z(31Z)
Produced

NOTE: Corresponding figures for the non-poor shown in parentheses.

a/ Relative to estimated minimum daily requirement (terai 2,140 kcal,
hills 2,340 kcal).

2.31 The poor consume, on average, just below the estimated minimum
caloric requirements, although there are quite wide variations among the
poor and across geographic areas. More disaggregated data show the bottom
third of the poor consuming substantially (20-25Z) below the required
minimum. The problem is accentuated by poor retention of available calories
due to parasites and other infections (see Chapter 5 for a fuller discussion
of food security issues).

Table 2.11: Food Sources and Consumption Among the Poor-Rural Terai
(Kcal/person/day)

Market Home
Purchased Produced* Bartered Total

Grains, Cereals and Pulses 200 1,233 406 1,838 (90Z)
Oils and Fats 24 13 1 38 (22)
Fruits and Vegetables 35 45 0.5 80 (4Z)
Meat, Fish and Eggs 4 5 0.1 10 (0.5Z)
All Other Foods 31 44 2 77 (4Z)

Total 294 1,340 409 2,043
(14%) (66Z) (20Z)

* Includes food received free.
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2.32 Table 2.11 shows the composition of food consumption for a poor
terai family; again it is not significantly different from that of other
poor households. Such a family subsists almost entirely on rice and dal - a
lentil-based gruel - they consume less than 5Z of their calories in the form
of vegetables and fruit, and almost never eat meat, fish or eggs. During a
substantial portion of the year (generally the three or four month pre-
harvest period) they will eat only one meal a day.

2.33 Rural families are strongly motivated to grow their own subsistence
needs, particularly basic cereal crops. It is likely that this tradition
arose in the hills and mountains where isolation and poor access produce
very high transport costs which, in turn, make self-sufficiency in food
grains more economically rational than in an economic environment in which
goods can move more freely. However, the poor rural families discussed in
this section do not have sufficient land to produce their own calorie needs,
although growing food crops has first claim upon family land and labour
resources. Note that such poor families sell only about Rs. 60 (about
US$3.50) worth of agricultural produce per month on average (Table 2.5).
Non-poor families, with more land resources, can not only produce a larger
share of their own subsistence needs, but can also supply their needs by
purchases, given that they generate cash income from agriculture of about
Rs. 300 - Rs. 400 per month. In summary, poor rural families are not only
more dependent upon non-farm sources for food, but also for earning the
income (in cash or kind) to supplement what they can grow themselves. Even
so, their food intake tends to fall short of their food needs, not to speak
of their appetites.

Conditions of the Poor - Summary Table - Living Conditions

RURAL NEPAL URBAN NEPAL

Terai Hills Terai Hills

Access to Latrine 1Z (7?) 6? (19Z) 11 (381) 46Z (74Z)

Access to Water 91? (94Z) 60? (69?) 93? (97Z) 77? (88Z)

Persons per Sleeping Room 3.7 (3.0) 3.7 (2.8) 3.8 (2.8) 3.5 (2.4)

Notes Corresponding figures for non-poor shown in parentheses.

2.34 Housing Conditions. The vast majority of households, including
very poor ones, own a homestead plot together with a dwelling. There is
thus no evidence of mass homelessness in Nepal, even among the poor -
although housing conditions tend, of course, to be primitive throughout.
For all poor families, the average number of persons per sleeping room is
just below four.
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2.35 The main problem associated with housing conditions is lack of
access to water and sanitation. Lack of access to any nearby source of
water is mainly a problem in the rural hills, with 40 percent of poor
families having to fetch water from long distances. In addition, the
drinking water source for all households is usually contaminated. There is
almost complete lack of sanitation in rural areas, and very incomplete
coverage in urban areas. In the rural terai and hills 99 and 94Z
respectively lack effective access to a latrine. Almost 90Z. of poor urban
families in the terai have no access to a latrine (54Z in the hills). The
absence of toilet facilities for the poor produces generally low standards
of sanitation, which affect non-poor and poor alike.

2.36 Time Use. The patterns of time use for men and women as well as
boys and girls, are presented in Annex II.2 and summarized below. The main
impression which these data give is that the people of Nepal live lives of
largely unrelenting work.10/ They are not poor because they work an
insufficient number of hours but, rather, because the rate of remuneration
per unit of time worked is very low.

Conditions of the Poor - Summary Table - Time Use
(Average work burden - hours per day)

RURAL NEPAL URBAN NEPAL

Teral Hills Terai Hills

Adults - Male 8.0 (7.6) 7.9 (8.0) 8.4 (7.6) 7.6 (6.9)
- Female 9.6 (9.1) 10.5 (11.0) 9.5 (9.0) 9.9 (8.6)

Children Age 10-14
- Male 3.8 (2.8) 3.8 (4.4) 2.7 (2.2) 2.2 (1.5)
- Female 6.5 (5.4) 6.8 (7.7) 5.7 (4.4) 5.6 (3.6)

Note: Corresponding figures for the non-poor showr. in parentheses.

2.37 Overall, both poor men and poor women tend to work longer hours
than their non-poor counterparts. Their work burden is consistently higher,
except in the rural hills, where the poor tend to work for slightly shorter
hours than the non-poor. One reason for this might be the lack of work
opportunities on the miniscule farms of the poor in the hills, combined with
the lack of access to nearby off-farm employment opportunities.

10/ The apparent contradiction with high underemployment rates (para. 2.21)
is explained by the fact that there is substantial seasonal variation
in workloads, by the under-reporting of subsistence activities, and by
the fact that in the absence of productive alternatives, many
subsistence tasks are probably carried out in a time-consuming fashion.
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2.38 Women spend much more time than men on subsistence activities and
domestic work. As a consequence the work burden of adult women exceeds that
of adult men by about 25 percent. This gender discrimination is common to
all household categories, poor and non-poor alike, rural and urban, hills
and terai. Gender patterns are established early in life. Girls 10 to 14
years old have a work burden about double that of boys in the same age
group, and the pattern seems not to be dependent upon the poverty or
otherwise of the family. Partly in consequence, girls spend less than 60
percent of the time that boys spend in education and reading. As noted
below, however, girls participation in education is related to poverty,
because in all four geographic categories, girls from poor families spend
less time in education than girls from non-poor ones.

2.39 Education. The poor lag behind the non-poor in all categories of
school enrollment, with the disparity increasing at each higher level. In
the rural terai, for example, there is less than one chance in three that a
poor child will be enrolled in primary school; for a child from a non-poor
household the chance is rather better than one in two. At the same time,
children of school age are disportionately concentrated in poor families.
Systematically, educational chances are worse for girls than for boys, in
the terai than in the hills, in rural areas than in urban and, from poor
families than from non-poor ones. The relationships between education and
poverty are explored more fully in Chapter 5.

Conditions of the Poor - Summary Table - Access to Education

RURAL NEPAL URBAN NEPAL

Terai Hills Terai Hills

School Enrollment
Primary 30Z (53Z) 53Z (67Z) 38Z (63Z) 642 (69Z)
Secondary 13Z (301) 12Z (30Z) 22Z (42Z) 25Z (49?)

Ratio of Girls to Boys
in Primary School 0.3 (0.6) 0.5 (0.7) 0.5 (0.7) 0.7 (0.9)

Notes Corresponding figures for non-poor shown in parentheses.

2.40 Health. Among poor families there is continuing malnutrition and
illness, and it is almost a certainty that at least one, and often two,
children will die as a consequence of ill health aggravated by malnutrition.
Health status is universally poor in Nepal - due to the poor coverage of
health services, contaminated water supplies, overpopulation, and poor
hygiene - it is not therefore primarily income-related. However, the poor
exhibit a number of characteristics which make them, on average, less likely
to be healthy - including poorer nutrition, larger family sizes, and less
access to water supplies, sanitation, and health services. Issues of health
care and the poor are discussed in Chapter 5.





III. THE DETERMINANTS OF POVERTY

A. The Dynamics of Poverty - Output and Growth Issues

3.1 The combination of very low average income levels and a fairly
uniform distribution of income suggests that the basic cause of poverty in
Nepal is excessive population concentrated on an insufficient economic
base, rather than the inegalitarian distribution of available wealth. The
weakness of the base stems from natural disadvantages which hinder modern
sector growth (eg., a difficult topography and location); the early stage
of development, manifested in an unskilled workforce and weak managerial
capacity; and a failure, thus far, to transform agricultural productivity
in the way that the green revolution has done in most developing countries.
All of these factors have been exacerbated by sustained rapid population
growth.

3.2 Nepal is by nature a high-cost economy. It is land-locked, and
suffers from difficult (and expensive) internal communications as a result
of extremely mountainous terrain. Among the world's poorest countries are
most of those which are land-locked. They suffer from higher border prices
for imports, and are at a competitive disadvantage with respect to exports,
due to both higher transport costs, and the higher costs of imported
intermediate goods. There are of course counter-examples (eg.,
Switzerland, Austria), but these tend to be located at the center of
efficient transport networks, surrounded by diversified high-income
economies, and have also compensated by specializing in high value-added
and skill-intensive goods and services. Nepal, at the moment, has none of
these compensating advantages.

3.3 Approximately a third of the population live in areas in the hills
and mountains which are inaccessible by road, where the costs of physical
inputs are prohibitive, and marketed outputs are uncompetitive; and where
it is infeasible to deliver developmental or social services at reasonable
cost. The costs of road-building in these areas is many times that of
constructing them in the neighboring plains of India. Unlike other
developing countries, Nepal does not have significant reserves of
cultivable virgin land to be settled. Net cultivated land represents only
182 of land area, with very limited scope for expansion. Finally, the long
open border with India severely limits the scope for pursuing independent
strategies to maximize growth (see para. 3.13). These constraints all
limit the prospects for alleviating poverty through rapid growth.

Population and the Resource Base

3.4 The most fundamental factor contributing to poverty in Nepal has
been the rapid increase in population - which approximately doubled in the
last 20 years, and will double again by 2020. Population growth of 2.7Z
p.a. has eroded the limited gains which have been made in GDP and food
production. If population growth had been contained to 1.52 p.a. over this
period (instead of 2.7Z), then real per capita GDP would have risen 45Z,
rather than the 14% which was achieved.

23
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Figure: 2 Eftect of Populaton Growth on Inoome and Food Availability
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The further doubling of population is an almost inevitable result of the
momentum of past growth. Even if effective birth control were instituted
today, it would take about 15 years until the population started to
stabilize, since there are 50Z more girls below the age of 14 already born
than there are total women currently of reproductive age. There is little
effective family planning (only 172 of women practice contraception), and
the total fertility rate, at about 6 births per woman, is the highest in
Asia.l/ The two most critical consequences of this population explosion
are unsupportable labour force growth, and saturation of the agricultural
land base.

3.5 Population density is now about 6.2 persons per hectare of
cultivated land - ranging up to 10 persons per ha. in parts of the hills.
Similar levels are found in the fertile Aseatic deltas - whereas in Nepal
these densities obtain mostly on drylands of mediocre quality. The
density per unit agricultural land has increased by nearly two-and-a-half
times over the last two generations - resulting in rapid land subdivision
and fragmentation. For example, the availability of agricultural land has
declined from 0.6 ha. per person in 1954 to 0.24 per person in 1990. The
average farm size in the hills in now below 1 ha. (and less than 0.5 ha.

1/ Population programs, and issues related to the poor, are discussed in
Chapter 5.



- 25 -

for 50Z of holdings) which is insufficient to support the average farm
household of 6 persons.

3.6 As a consequence of this pressure cultivation has been expanded up
hill slopes and on to poorer land on plateaus and ridges. Marginal
productivity is thus falling, and the land base itself is deteriorating -
as soils are depleted, and erosion accelerates with encroachment onto more
fragile slopelands. Furthermore, forest cover has been depleted - reducing
the availability of fodder, natural fertilizer, and fuel - further
decreasing the support capacity, and increasing erosion. A recent study
estimates the probable costs of resource degradation at between $320-560
million per annum by 2010, in the absence of remedial measures.2/

3.7 The response to saturation of rural economies elsewhere has been
rapid urbanization. In Nepal the terai has provided a temporary safety
valve. Following the eradication of malaria and subsequent land
colonization, an estimated 1.2 million persons migrated from the hills to
the terai in the 1960's and 70's.3/ However the terai too is now
approaching saturation, and further growth will need to be absorbed in
urban areas and in non-agricultural employment (see para. 3.20).

3.8 It must be recognized that the terai is a strip of land only 30
miles wide at its widest. There are at most a further 400,000 ha.4/ of
forest land which might potentially be converted for agriculture. Even if
all of this were converted to farmland (a proposition of dubious ecological
soundness), then at existing rates of natural increase and immigration, the
rural terai would be saturated within 20 years (with densities of 8 persons
per ha. - equivalent to China).5/ HHG's current policy is to restrict
further settlement and protect remaining forests. This does not appear to
be strictly necessary, although the implications of such a strategy are not
well understood, and the Government needs to undertake an analysis of the
economic and environmental costs and benefits of conversion of terai
forests to agriculture (see para. 3.22).

2/ Environmental Resources Ltd. (ERL); Natural Resource Management for
Sustainable Development, 1989. Costs are estimated in deficits of
food, fuel and fodder.

3/ 1961-1981 based on differentials between natural and observed
increases.

4/ Equivalent to 202 of currently cultivated area.

5/ See ERL: even with full intensification of agricultural productivity,
the carrying capacity would not expand beyond another 5-10 years' worth
of population growth.



- 26 -

Economic Performance

3.9 Overall GDP growth has averaged about 3.41 p.a. over the last 20
years6/ - these gains have been largely eroded by population increases,
with real per capita GDP growing at only 0.75X p.a.7/ The distinguishing
characteristics have been sluggish growth in the agricultural sector, and
limited but steady improvement in the formal sector (average real growth of
4Z over the last 20 years), fueled by an acceleration in manufacturing
output in the late 1980's. This high rate is, however, on a very low base,
and manufacturing still accounts for only 61 of GDP and 2X of employment.

3.10 The changing structure of the economy reflects the early stages of
tr,ansition out of subsistence agriculture, coupled with rapid growth of the
Government sector (Table 3.1). The share of agriculture in GDP has
declined from 65Z to 52Z - but this change is accounted for mostly by the
growing share of indirect taxation rather than growth in services and non-
manufacturing industries - which have maintained fairly constant sectoral
shares (25Z and 9Z respectively).

Table 3.1 GDP Composition and Growth

Sectoral Shares Average Rate of Growth

1965 1975/76 1985/86 1987/88 1965-1985 1980-87 /a

Agriculture 65Z Lb 65Z 53Z 52Z 1.6% 3.91
Hanufacturing 31 4Z 5Z 6Z 4.4Z 5.7Z
Other Industry 8Z 6Z 9Z 9Z 3.0Z 5.5Z
Services 23Z 23Z 27Z 25Z 3.1Z 4.7Z
Indirect Taxes 1Z 2Z 7Z 7Z 2.7Z 4.4Z

Total /c 13.5 17.3 24.6 27.7 2.7Z 4.4Z

US$ per capita $146 $150 $151 $172

Population 10.4 13.0 16.9 17.8 2.4Z 2.7Z
(millions)

a/ Real growth rates outside of agricultural based on a composite GDP
deflator, which may disguise inter-sectoral variations. Revised data
for the last two years suggest a large increase in 1987/88 (about 8Z)
followed by a decline in 1988/89 (as a result of the Trade and Transit
dispute). 1988/89 per capita GDP is estimated at US$164 equivalent.

b/ Proportions based on current price data.
c/ Constant price data including indirect taxes, 1974/75 Rs. billions.

1965 data may not be strictly comparable with later years.

6/ National income data should be treated with caution; the data base is
weak and estimates are not consistent across years.

7/ 1970-1989.
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3.11 Performance in the agricultural sector - which almost exclusively
determines the incomes of the poor, has been even worse. Between 1975 and
1988 foodgrain production increased by about 202, while population increased
by about 402. Nepal has gone from being a food exporter to a net importer,
and cash crops remain of minor importance - accounting for only about 152 of
crop production. Yields of almost all key crops have been declining, with
the limited increases in output accounted for mostly by expansion of cropped
area into more marginal lands. The reasons for this failure have been well
documented elsewhere8/ , and include:

- inadequate availability of key inputs (fertilizer use, for
example, is the lowest in Asia);

- dependence on rainfed agriculture and the lack of effective
irrigation;

- the lack of developed marketing networks;

- the lack of location-specific technologies - especially for the
hills; and,

- generally ineffective support and extension systems.

The failure to expand agricultural output has a triple effect on the poor,
since:

- they are dependent for the majority of their income on their
own production of foodgrains.

- it reduces overall food availability, to which they are most
vulnerable9/ ; and,

- it reduces potential labour absorption on the farms of others.

The relationships between agriculture and the poor are explored in Chapter
4.

Macroeconomic Conditions

3.12 Poverty in Nepal is not, for the most part, a consequence of
macroeconomic imbalances. The key features of the economy are illustrated
in table 3.2. The balance of payments situation is structurally weak, with
a heavy reliance on foreign assistance to finance essential imports. For a
small economy (and thus one more likely to be trade dependent) Nepal has low
trade/GDP ratios: exports are only 62 of GDP and imports 202.10/ Despite

8/ See for example: Nepal Agricultural Sector Review; The World Bank,
1990.

9/ Because they are consuming only the minimum requirements to start with;
and because it drives up food prices.

10/ 1987/1988.
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some recent expansion of manufactured exports (mostly carpets and garments),
the value of total merchandise exports amounts to only $10 per capita; the
1989 WDR shows only four countries with a lower level.

Table 3.2: Nepal - Structural Economic Indicators

1982/83 1986/87 1987/88* 1988/89*

GDP Growth La -3.0? 2.7? 9.7? 1.5?

Exports/GDP 3.4? 5.2? 6.1? 5.62
Imports/GDP 18.8? 18.9Z 20.5? 21.8?
Current Account (US$ m) -$217 m. -$202 m. -$267 m. -$296 m.

Government Revenue/GDP 8.4? 10.3Z 10.8? 10.4Z
Government Expenditure/ 20.7? 19.9? 20.82 24.3?
GDP

Budget Deficit/GDP -12.31 -9.6? -10.0? -13.9?

Debt Service Ratio -3.9? -6.9? -8.8? n/a

Inflation 14.2? 13.3? 11.0? 8.9?

Exchange Rate la -4.1? -7.9? -2.7? -13.6?

Interest Rate /b 14? 17? 17? 17?

* Revised Preliminary Estimates.

a/ Change from previous year.
b/ Average of commercial lending rates.

Sources: HMG; Economic Survey of Nepal; and World Bank Country Economic
Memorandum, various tables.

3.13 The principal macroeconomic distortions arise from Nepal's
situation vis-a-vis India. Being locked behind India's highly protectionist
trade barriers, and integrated into a market dominated by administered
prices, Nepal is dealing with second-best solutions in which distorted
Indian prices are the effective border prices for most goods. The main
effect of this is that the rates of return on deflecting third country goods
to India are sufficiently high, and risk-free, that there is little
incentive for entrepreneurs to invest in real-sector productive enterprises.
Furthermore, Nepal's capacity to follow independent macroeconomic policies
is extremely limited. Any attempt to liberalize without adopting the Indian
structure of protection would result in large-scale smuggling from third
countries. Even supposing such a scenario were politically feasible, the
resulting appreciation against the Indian rupee would hurt the tradeable
sectors much more than any gains from liberalization. The main effect of
these distortions on the poor is the dampening impact on overall economic
growth, and especially on employment-creating growth.
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3.14 Within this framework of second-best solutions, the main economy-
wide prices, the exchange rate and the interest rate, are not badly out of
alignment. Nor does Nepal face an insupportable debt-service burden, having
generally followed prudent borrowing practices, and enjoying sustained
inflows of concessional resources.

Structural Adlustment

3.15 Unlike many other countries which have initiated structural
adjustment programs, Nepal at the time it did so was not greatly out of
macro-economic adjustment, given the inflow of concessional resources it
experienced and anticipated. The main outstanding distortions were removed
under a stabilization program initiated in 1985 with support from an IMP
stand-by arrangement. The structural adjustment program and two structural
adjustment Credits in 1987 and 1989 were therefore concerned primarily with
accelerating growth through better economy-wide and sector management.

3.16 As was analyzed in Chapter 2, the rural poor (who constitute about
95Z of the poor in Nepal) participate only partially in the monetary
economy. They are, therefore, largely insulated in the short-term from
changes of the kind envisaged in the structural adjustment program. In the
longer term, to the extent that the program is successful in accelerating
growth and, in particular, in improving the delivery effectiveness of
government programs, the poor will benefit from it. There are some
components, however, which may have a direct impact upon the poor. These
include the following:

(a) Improvements in the procurement and distribution of
fertilizer. These changes are unlikely to adversely affect
small farmers; however most of the poor are not in a
position to effectively use fertilizer, and the reforms have
not been sufficiently far-reaching for poor farmers,
particularly in the hills, to gain significantly.

(b) Measures to improve the financial viability and targetting
of subsidies by the National Food Corporation (see Chapter
6), which, if implemented, could potentially help the poor.

(c) The Program involves a more participatory approach to
forestry and irrigation management and proposals for the
privatization of smaller irrigation schemes. These are
changes in directions likely to benefit small farmers.

3.17 The first two adjustment credits have, correctly, concentrated
mainly upon improving general economic and development management. As
such, they have had, or are likely to have, limited direct impact on the
mass of the poor. Certainly adjustment in Nepal has not included the kind
of cuts in public services or increases in the prices of staples which are
often associated with adverse impacts on the poor under structural
adjustment in other countries.
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The Trade and Transit Dispute

3.18 The short-term economic environment changed dramatically in March
1989 when the trade and transit (T&T) treaties with India expired. The
most immediate effect was the lack of inputs and shortage of fuel which
shut down many industries and disrupted transport. It seems likely that
the effect on the poor of the T&T dispute has not been particularly
pronounced, since they exist largely outside the cash economy and the urban
areas where the shocks were felt most strongly. The longer term impact has
been to slow the momentum of economic growth, driving up prices and costs,
delaying construction of productive infrastructure, and further eroding
confidence of potential investors in the formal sector. While these
constitute a medium-term set-back, the impact on poverty in Nepal over a
horizon of twenty years or more is unlikely to be significant. The T&T
dispute is the most recent illustration of the inherent vulnerability of
the Nepalese economy as a result of its position vis-a-vis India - from the
perspective of poverty alleviation, it is this which is the significant
factor, rather than the dispute itself.

Emerging Trends

3.19 The fundamental problem is the pressure of continuing, rapid
population growth illustrated in Figure 3. The population is expected to
grow to about 24 million by 2000, and to 32 million by 2010. In the
absence of a very aggressive population program it will expand to about 47
million by 2030.
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The demographic profile is particularly worrying - there are for example,
40Z more children in the 0-4 year-old cohort than there are in the 10-14
year-old cohort. This has disturbing implications for future incomes,
employment trends, and saturation of the land base - especially in the
terai.

3.20 Figure 4 shows the projected spatial distribution of population
over the next 20 years.

Figure: 4 The Changing Spatial Distribution of Population
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Even with a conservative limit on population density, the rural population
of the terai will double from 7 million to 14 million by 2010; and the urban
population will increase more than five-fold - to almost 8 million people.
This means, among other things, that cultivated land availability in the
terai declines from an average farm size of 1.35 ha. per household to just
under 0.75 ha. per household - implying the need for a doubling in
agricultural productivity if current household incomes are to be maintained.

3.21 With respect to the massive increase in urbanization the concern is
that with only limited industrialization, the agricultural base may not
expand rapidly enough to create sufficient secondary off-farm employment
opportunities for this new landless population. The likelihood is that
there will emerge in Nepal a large underclass of urban poor who will not
have the social fabric (however tenuous) which currently provides some
support to the rural poor.
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3.22 In the 20 years or so that it will take to effectively curb
population growth, the task confronting 1MG will largely be one of managing
this transition - from the hills to the terai, and into urban areas. In the
case of the terai, it will require a detailed analysis of the scope for
conversion of remaining forest lands, along with a program to manage their
conversion; and taking steps to expand agricultural productivity to increase
the carrying capacity of the terai, including tenancy reform and irrigation
improvements (see Chapter 4). It is recommended that EMG undertake
analytical work on how best to handle the movement of incremental population
growth to the terai and to urban areas - including the investment and
institutional requirements, and the costs and benefits of opening up further
terai lands.

3.23 The labor force will double over the next twenty years (from 6.7
million in 1985 to 13.6 million by 2010). 11/ In the past the economy has
absorbed marginal population growth though a combination of smaller farms,
the opening of the terai, and labor market expansion. With the saturation
of arable land almost all of these new entrants will have to be absorbed in
off-farm employment activities - a prospect of staggering proportions. By
the year 2005 they will be joining the work force at the rate of 8,000 per
week, posing a tremendous challenge to the Government and the economy. The
scope for expanding sectoral labor absorption and the measures needed to do
so are explored in subsequent chapters.

3.24 Even under the best expected conditions (i.e. sustained high GDP
growth and low population growth) per capita income could only rise to about
$270 p.a. by 2010 12/ This sort of growth will not be sufficient to
alleviate poverty on a significant scale unless such growth is tightly
focussed 'in areas which will benefit the poor. (a strategy for such
'balanced, growth is explored in Chapter 7). Furthermore, the current flat
distribution of income may not obtain in the longer run, due to increasing
urbanization and monetization, both of which are usually accompanied by a
deterioration in the distribution of income, and because with rising
labour/land ratios, an increasing share of agricultural income can be
expected to go to landowners, and a decreasing share to labourers.

3.25 Projections show that under expected conditions of growth the
poorest 402 would remain below the poverty line by 2010 - even if the
current distribution of income can be preserved. If the distribution of
income were to deteriorate to a level more typical of developing countries,
then even with moderately strong (3.3Z) GDP growth the lowest 402 of the
population would drop well below levels necessary for survival (e.g. US$40
per capita annually for the lowest quintile, US$65 for the second lowest).13/
Even under a scenario of rapidly rising per capita GDP, and no erosion in
the distribution of income, the poorest 20Z would remain in absolute poverty
for at least the next 20 years, leaving a minimum of 6 million absolute poor
by 2010.

ll/ Labor force growth over the next 20 years is largely deterministic,
since new entrants have mostly already been born. See Social Sector
Strategy Review (SSSR) for underlying assumptions.

12/ Constant 1987/88 Rs. equivalent - Source: SSSR. i.ssumes sustained real
GDP growth of 4.3Z p.a.

13/ See SSSR for detailed projections and assumptions.
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3.26 The policy conclusions that emerge are two-fold:

Mi) that under all conditions there will be a need to design
programs to provide relief to the poor on a continuing basis
for at least the next 20 or 30 years; and,

(ii) for growth to have a substantial impact on reducing the
number of poor, policies must be followed which guard
against a deterioration in income distribution, by pursuing
growth strategies which favor the poorer groups in society.

B. The Mechanics of Poverty - Distributional and Equity Issues

The Social Context - Inequality at the Village Level

3.27 While by international standards most Nepalese are uniformly poor,
localized studies point to large perceived disparities between poor and
wealthy at the village level. This is so because the distribution of assets
is more obviously skewed than that of income, and because at the margins of
survival small absolute differences in income (say $50 per capita p.a.)l4/
mean the difference between near-constant hunger, and a moderately
comfortable surplus.

3.28 Distinct discontinuities exist between groups at the local level.
In the hills the distinction is often between those producing surplus food,
and those producing less than about six months' supply. (Indeed poverty in
Nepal is popularly defined in terms of the number of months' food a family
produces). In the terai it is between, at the top, landlords, landowners
(who may or may not be poor), tenants, and at the bottom, the landless.
With respect to location, those in the valleys are generally the better off,
those on slopes and ridges less so, and those in more remote areas are
usually the absolute poorest, with the exception of some mountain groups
which have traditionally depended on trading.

3.29 Across all ethnic groups and regions there has been a tendency on
the part of the poor to see the constellation of civil servants, local
political leaders, and landlords as being a homogeneous group, who have at
best little in common with the rural poor. These perceptions, the poor
reach of public services to rural areas, and the difficulty in communicating
between officials and illiterate peasants, have often resulted in a wide
gulf between the rural poor, on the one hand, and the local political
process and Government services on the other.

3.30 At the village level a range of microeconomic and social factors
affect the incomes of the poor, including land tenure, labour market and
debt relations, and the political environment. The following sections
investigate the role of various constraints, the extent to which they
prevent the poor from increasing their incomes, and measures which might be
needed to lift these constraints.

14/ The difference between being 202 below the poverty line associated with
minimum caloric requirements, and 201 above - and thus firmly in the
'non-poor' group.
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Land Tenure and Tenancy

3.31 Nepal does not exhibit the concentration of landholdings typical of
many developing countries. This is largely because farm sizes have been
reduced to a low average level by population growth and land fragmentation.
However, data suggest that the top 5? of owners control about 40? of
cultivated land, while the bottom 60? control about 20?. This distribution
appears skewed, particularly from the perspective of a marginal farmer,
because access to a small plot (say less than 1 ha.) - especially of poor
quality - is not generally enough to produce an above-poverty incomel5/
whereas a 'large' landowner in Nepal (say 5 ha. - which would be small
elsewhere in the world) produces a substantial surplus. The operational
distribution of holdings is summarized in Table 3.3.

Table 3.3: Size Distribution of Operational Holdings

Size of Terai Hills
Holding Average Percent of Average Percent of
Hectares Size Holdings Land Size Holdings Land

<0.5 0.09 45.4? 2.8Z 0.18 54.1? 11.6Z
0.5-1.0 0.74 13.0? 6.52 0.75 18.7? 16.3?
1.0-3.0 1.77 27.7Z 33.1Z 1.49 22.1Z 38.3?
>3.0 6.15 13.8? 57.71 5.67 5.1! 33e8 

Total 1.17 100.0? 100.0Z 0.86 100.0 ? 100.0?

Source: IDS, The Land Tenure Systems of Nepal, 1986. As with all such
data, the proportion of land in the largest holdings is probably
under-reported.

3.32 Tenancy and share-cropping arrangements are widespread, although it
is particularly difficult to obtain accurate information concerning the
extent of tenancies, partly because many households both rent-in and rent-
out land, and partly because many tenancies are unreported because landlords
have reacted defensively to the threats to their interests contained in the
1964 Land Reform Act (see discussion below). While officially reported
tenancy dropped after the 1964 land reform, (to 8? of farm households in the
1981 agricultural census) informal tenancy went underground and flourished.

15/ This is because on unirrigated land cropping choices are limited and
the poor cannot take advantage of their high person-land ratio to get
high returns per unit of land. See M. Lipton, Land, Assets and Rural
Poverty. World Bank, 1985.
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A sample survey found that somewhat over 21X of farm families in the hills,
and 392 in the terai were tenants; for an average of 31X.16/

3.33 Almost all tenancies are arranged on a share-cropping basis. Rent
payable to the landlord is usually half of gross produce.17/ In general
there is no sharing of inputs, at least on registered tenancies. Informal
tenancy is apparently more participatory than certified tenancy, with
landlords making some contributions to farm and entrepreneurial inputs.

3.34 Assessing the degree of landlessness is difficult because of
inconsistent reporting and definitions. The census reports less than 1 of
households being landless, but other sources report figures of between 10
and 20?. It seems clear that the 45 percent of holdings in the smallest
size class in the terai (Table 3.3) with an average size of 0.09 ha.,
include very many effectively landless households. These have a homestead
block rather than a "farmw. As an approximation which is consistent with
the data, it would be safe to assume that almost all rural hill families
have some agricultural land (although by no means enough to produce their
subsistence requirements), and about 20 percent of rural terai households
are effectively landless.

Land Reform Efforts

3.35 Under the 1964 reform ceilings were placed on landholdings (ranging
from 3 ha. in the Kathmandu valley to 18.4 ha. in the terai), *excess" land
was to be purchased from landlords and redistributed - mostly to sitting
tenants or neighboring farmers. In the end about only 1.5Z of cultivated
land was distributed among 10,000 peasant families.

3.36 The reform was accompanied by a tenant registration drive (although
only an estimated 10-20? of tenants were certified). An enormous problem
was that the law provided for 'voluntary' surrenders by tenants; this
provision was exploited to ease out tenants. In addition, land off4riae
demanded payment of enormous extra-legal fees, and record-keeping did not
allow easy identification of large landowners' holdings. Those tenants who
did get registered, and who learned their rights and stuck to them (a very
small minority) probably benefited from the reform. However, to the extent
that the reform achieved the objective of greater tenancy security, the
agricultural system was rendered less flexible, and the land market less
viable.

3.37 Even though little land was in fact redistributed, there remains a
strong sense of uncertainty. Under the current system those with
'registered" tenancies can potentially claim title to the land they till.

16/ IDS, The Land Tenure System in Nepal.

17/ Ibid, p. 53.
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Because of the fear of possible transfers to tenants (either in completion
of the 1964 reform, or under some new reform initiative) landlords, tenants,
and would-be landlords are all using land inefficiently and inflexibly.

3.38 The current tenancy system is inequitable, and perhaps more
significantly, it is inefficient. One commentator has remarked that it
would be difficult to design a system less conducive to maximizing
production. As a result of uncertainty and the perceived threat of transfer
to tenants:

(1) landlords are unwilling to make productive fixed investments
(eg. in irrigation);

(ii) tenants are rotated frequently (removing the incentive for
them to make improvements);

(iii) output is shared, but not inputs - so that tenants equate
private returns with one-half of marginal output, and there
are thus incentives to produce below the optimal level;

(iv) small plots are farmed less intensively than is optimal
using insufficient family labour, rather than risk using
tenants;

(v) landlords prefer to use Indian labourers who will not make
claims on the land; and.

(vi) tenants and smallholders lack land titles (due to the
difficulties of registration) which they need for loan
collateral or to participate in irrigation programs.

Conclusions

3.39 In answer to the question: Is the current tenancy system
inequitable? The answer is probably yes. Can much be done about it?
Probably not. Since the problem is one of excess labour and a shortage of
land the net terms of payment to landholders will, one way or another, be
determined by the scarcity of land - whatever regulatory framework is put in
place. Furthermore, the incentives to evade tenancy reforms are great, and
where the peasantry is not organized, and the administrative capacity of the
government is weak in its reach to the community level, the ability to
abolish tenure types or regulate factor shares through policy is ineffectual
at best.

3.40 There is some scope for physical redistribution in the terai,18/
and the distribution of operated land can potentially have more direct

8/ A redistribution of the 20Z of terai land in the largest holdings, if
broken into small parcels (0.5 ha.) and effectively targetted, could
possibly raise some 400,00 households out of poverty.
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equity effects than tenancy reform, but: (i) redistribution would provide
only a temporary respite, and (ii) there has to date been little sign of
political support for a redistributive reform. An arithmetic example
illustrates the first point: if all land is excess of 5.4 ha. 19, were
redistributed, this would bring 47Z of those in the lowest landholding-size
class up to 1 ha., and would not benefit the landless at all. Furthermore,
there are few reliable income-producing assets other than land. The absence
of alternative investment instruments and social security measures act as a
powerful disincentive both for landlords to sell land, or for middle-class
support for a land reform.

3.41 With respect to efficiency issues, it is evident that there are
many problems with the present agrarian structure. First, there is
unfinished business left from the 1964 Land Reform Act, with registered
tenants operating land at low efficiency levels. Second, the perceived
threat of agrarian reform and the possibility of giving security to tenants
has led to defensive action on the part of landowners. Third, there is
already a large and growing class of landless, many of whom might become
tenants if the laws were changed. Fourth, there are innovations, such as
shallow tube-wells, which hold the potential for substantial production
increases, but which are not reaching small farmers on account of tenure and
collateral difficulties.20/

3.42 For the reasons discussed above, a redistributive land reform does
not seem to currently be a prospect in Nepal. However, some steps can be
taken to regularize land tenure and tenancy arrangements, to reduce
uncertainty and thus to remove some of the barriers to efficient use of
land, especially in the terai. The key is de-linking tenancy reform from
land redistribution. Elements of such a reform might includes (i) bringing
the 1964 reform to closure; (ii) giving legal status to alternative tenure
arrangements which do not necessary involve full security of tenure; and
(iii) streamlining procedures for land registration and transactions.

19/ The ceiling proposed in the 1986 IDS Land Tenure Report.

201 There are also some special problems of land management in the vicinity
of rapidly growing urban areas, such as in the Kathmandu valley.
However, it is recommended that these land policy issues on urban
fringes be treated as a separate problem from policy towards rural land
proper. In this way, issues of agrarian reform can be considered in
their own right and separate from issues of urbanization policy.
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3.43 While it is clear that these type of changes are needed,
substantial thought needs to go into designing a workable reform given the
complexity of the issues, and the incentives for non-compliance. The
tendency in Nepal is to frame reforms in terms of abolishing tenancy and
transferring ownership to tenants. We do not know the extent of tenancies,
the reasons for which they exist, (including the extent to which they may
give the system economic flexibility it would not otherwise have), and the
extent to which the country's rural social safety net is to some extent
embedded within tenancy. We therefore do not know whether the existing
tenancy system in fact serves some useful purpose for which other policies
would have to be devised if tenancy were to disappear. It is recommended
that analytical work be undertaken to (a) collect data on the extent and
type of non-formal tenancies; (b) assess their effect on equity and
efficiency; and (c) thereafter design a tenancy and agrarian reform package
which at a minimum removes the barriers to efficient use of land contained
in the current system.

Labour Force Issues

3.44 The central features of the labour supply and demand landscape in
Nepal are rapid labour force (LF) growth on one hand, and on the other the
absence of the sort of agricultural transformation (eg. through irrigation)
which would substantially affect labour absorption in farming; coupled with
relatively slow growth of employment in other sectors.21/ Between 1971 and
1981 the labour force grew by 41Z, whereas the total population grew by
only 28X. This is the result of population growth being concentrated in the
lower cohorts from -wh.ich new LF entrants are drawn, and of a 5z p.a. growth
in female participants - fueled by changes in the terai - where female LF
participation rates doubled from 16Z to 31? in ten years.

3.45 The labour market is overwhelmingly dominated by agriculture and by
self-employed subsistence activities. According to the 1981 census, about
86Z of the work force were self-employed, of whom 972 were engaged in
agricultural pursuits. To the extent that they are employed outside of
subsistence agriculture, we have seen that the poor are engaged
overwhelmingly as paid agricultural labourers (30Z of the economically
active poor in the terai). or as casual labourers - mostly in construction
(about 10? in the hills).

3.46 While most households participate in the labour market, the
proportion of time hired out is low (19? for men, and only 6? for women,
according to one survey). Estimates of open unemployment are low (about
6Z), however time-use estimates of underemployment are generally in the
range of 45Z-65Z. There is naturally substantial seasonal underemployment
in rainfed agriculture (even adjusting for the high subsistence work
burden), and except in some areas, at some times of the year, there is very

21/ The expected response would be to bid down wage rates, although it is
difficult to see the potential for this in Nepal where wages appear to
be at (or close to) a subsistence level.
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little in the way of off-farm work. MPHBS data estimates about 40Z of
available family labour days go unutilized, and one survey found, for
example, that casual agricultural labourers are able to find employment only
68Z of the time that they seek it.

Employment Arrangements

3.47 In many parts of the hills, where the lack of a cash economy is
combined with low mobility of labour (due to difficult access), one-to-one
labour exchange between families has traditionally functioned in place of a
wage labour market. In the terai, on the other hand, labourers are employed
for payment in grain, usually under long-term contract, but also on a daily
wage basis. There are two types of contracts: attached labourers work
exclusively for one landlord, while semi-attached labourers must work for
the contracting landlord when he needs them, but are free to work elsewhere
at other times.

3.48 Both are usually contracted for a period of one year at an agreed
price. Labourers are paid a subsistence wage or slightly below in grain and
foodstuffs, but they also get access to credit, sometimes use of livestock,
and often use of a very small piece of land on a sharecropping basis. These
arrangements assure the farmer an adequate supply of labour during the peak
season, and a fixed income (however meagre) to the employee. Such employees
are often provided with a loan sufficient to carry them through the
agricultural year. In the western terai there exists a form of bondage
whereby such loans may bind the poor in a form of serfdom - in some cases
indistinguishable from slavery - to a given landlord.

3.49 Non-agricultural employment of the poor is generally in
construction or, to a much lesser extent, cottage industries. There is
little documentation of the labour arrangements under which such labour is
engaged. However anecdotal evidence suggests that there are a number of
exploitative practices, especially in construction.

3.50 These reportedly include not paying wages, advancing pay in the
form of meals at inflated prices, and charging excessive contractors margins
at the expense of payments to labourers. While these practices reflect in
part the reality of low real wage rates; they are exacerbated by existing
contracting arrangements and the lack of power of the poor to effectively
demand the wages due to them.

Wage Levels

3.51 In 1989 average wage levels were about Rs. 23 per day in the hills,
and about Rs. 17 per day in the terai.22/ The following table provides a
good indication of current wage rates:

22/ These are an average of daily wage rates for agricultural labour and
unskilled construction work - the relevant rates for the poor.
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Table 3.4: Estimated Current Daily Wage Rates (1989)
(Re. per day)

Men (Range) Women (Range)

Agricultural Wage: Terais Re. 15 Rs. 13
Hills: Rs. 23 Rs. 20

District Wage: /a Terait Re. 20 (18-22) Rs. 17 (15-20)
Hills: Re. 31 (22-42) Rs. 26 (16-42)

a/ Supposedly paid on all public works

Source: Mission Interviews (November, 1989)

3.52 Sufficiency. There is a remarkable uniformity across surveys of
daily wage rates at around 4.25 kg. of paddy equivalent. Adjusting for days
worked, and dependency ratios, this comes to about 1850 calories daily per
capita - about 15Z below the estimated minimum requirement. 23/ In terms of
cash income, these rates are equivalent to per capita incomes24/ of Rs.
2130 per annum in the hills ($76 p.a. in 1989 US dollars) and Rs. 1575 in
the terai ($56 p.a.); well below the NPC defined poverty line.

3.53 This suggests two things: that wages have been bid down fairly
uniformly to close to a subsistence minimum; and that at prevailing wage
rates and family sizes the poor are not going to rise out of poverty by
getting access to employment alone.

3.54 Wige Trends and Variations. Several studies document declines in
real wages of about 301 over the 1970's, however there are no consistent
time series, so it is difficult to accurately assess movements over time.
Compiling data from a variety of sources suggests that the average wage was
equivalent to about Rs. 22/day in the early to mid-70's, and about Rs.
15/day in the mid-1980's (in constant 1987/88 prices) compared to about Rs.
18-20 today. The best one can conclude from the inconsistent data is that

23/ Assuming 185 days worked per year, a dependency ratio of 2.0, 50Z
conversion to food, and 3,450 cal./kg. of rice.

24/ Making the same adjustment for days worked and dependency ratios.



- 41 -

real wages have fallen during the last 15 years, recovered somewhat, and are
currently either stagnant or declining.

3.55 There are marked regional and local variations in wage rates.
Nominal wages in the hills seem to be consistently about a third higher than
in the terai (consistent with a subsistence minimum, adjusted for grain
price differentials). There are in addition very wide local variations in
unskilled wage rates (e.g., ranging from 20 to 50 rupees per day in the
hills) which result largely from remoteness (with higher cost structures and
lower mobility of labour), and closeness to urban areas, where wages may be
higher due to the level of agricultural development, proximity to markets,
and the availability of alternative employment opportunities. The nominal
daily rate for female workers is 15-20 below that for men, although some of
this differential is accounted for by differences in hours and type of work.

BOX: TYPICAL INCOME OF A WAGE EARNING FAMILY
- Terai Agricultural Labourers -

The family is contracted to a small landowner, the father works
7:00 a.m. until 6:00 p.m. about 15 days per month for which he is paid
3 kgs. of paddy per day, in addition to a breakfast and lunch
equivalent to 1.5 kgs of rice. The mother might work about 10 days
per month from 11:00 a.m. till 5 or 6:00 p.m. for 3 kgs. of rice. In
addition, they have the use of a small garden plot (about 0.08 ha.)
belonging to their employer, which may yield about 180 kgs. of rice
annually in income. There is likely to be an adolescent child or
older relative who works about the same amount as the wife. In
addition, the family may get about 7 days a month of off-farm work at
Rs. 15 per day. One child may tend livestock - either their own or
the employer's. In the off-season, or on unemployed days, they may
catch mice or crabs in the fields of landholders, or fish in local
streams.

Total Family Incomes Rs. 683 per month

Family Size: 7

Per Capita Income: Rs. 98 per month (US$3.45 equivalent)

Food Consumption: 1700 kcal/person/day
Rice and other cereals and pulses
account for 90X

Labour Supply/Demand Issues

3.56 The high estimates of underemployment, the reported declines in
wage rates, and village-level anthropological studies, all suggest that
labour is available in surplus. In the hills out-migration has largely
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balanced labour force growth; but in the terai a class of landless
agricultural labourers has emerged which exceeds the demand for labour on
average - although not necessarily during periods of peak demand.

3.57 The labour force is growing at about 3.3Z p.a. on average (5.52 in
the terai). Some of this labour is being absorbed in agriculture; however a
number of contradictory forces influence the rate of absorption:

Firstly, there is a farm-size effect. The reduction in farm-size
due to subdivision increases labour intensity per unit of land, but
the smaller farms tend to be worked exclusively by family labour -
so the hiring in of landless (and marginal) labourers - who tend to
make up the poor - is reduced.

Secondly, there is a cropping intensity effect. The shift to
irrigation and high yielding varieties, and the use of fertilizer,
all result in more intensive production and use of labour -
especially in the terai, and especially among large farmers.

Thirdly, there is a land tenure effect. With the threat of
transfer to tenants, landholders have reverted to self-cultivation,
thus requiring more labour supply, while at the same time previous
or potential tenants have become wage labourers. At the same time
current tenancy arrangements discourage optimal production, and
thus reduce the absolute quantum of labour used.

3.58 The increased demand for labour as a result of irntensiieud cropping
and the return to self-cultivation has not pressured wages upwards. Instead
as a result of population pressure, all (or almost all) of the increased
rents due to agricultural improvements have gone to landowners. Barring
further major advances in technology (eg.the spread of effective
irrigation), with LF growth of over 5Z p.a. in the terai we should expect
real wages to be pushed down further.

3.59 In the non-farm sector, the effect of urbanization is to open up
additional employment opportunities, although the rate of growth of the
urban labour force (about 202 p.a.) probably more than offsets the income
effect for the poor. The monetization of the economy also has contradictory
labour demand effects. It creates opportunities and increases the volume of
off-farm activities (although often not those which the poor engage in); and
at the same time it has reduced demand for the skills of traditional
occupational castes, whose products are substituted for by cheaper imported
goods. It appears that the availability of off-farm employment
opportunities has, so far, had little impact on labour force factors, (or on
wage rates) - because in aggregate there exist relatively few such
opportunities. This is however changing slowly in areas with greatly
improved access, where studies suggest that the proximity to markets and
alternative sources of income may have had a positive impact on agricultural
wage rates.

3.60 A number of things can be done to improve labour absorption.
Perhaps the most important step would be to get irrigation working in the
terai. This, with subsequent cropping intensification, would result in
demand for about another 500,000 person-years of labour annually, about a



- 43 -

50Z increase.25/ Opening up remaining terai forest land - if feasible -
could contribute about another 500,000 full-time equivalent jobs,26/ and
regularizing the land tenure situation would also have an impact. Improving
access in the hills would enhance labour mobility, as well as lifting
constraints on non-formal sector growth and cash-cropping which could
contribute to substantial absorption.

Employment and the Poor

3.61 Because they do not have sufficient land, the poor are
disportionately dependent on labour market incomes. The level of such
incomes depends on four factors, which may be subject to varying degrees of
policy intervention: (i) family composition; (ii) participation rates; (iii)
employment levels (the number of hours (or days) worked per participant);
and, (iv) wage levels. The poor in Nepal are adversely affected by each of
these factors, both singly and in combination with one another.

3.62 Analysis of family composition (Chapter 2) shows that the poor have
larger average family sizes and higher dependency ratios than the non-poor,
so that those who work in poor families have to support more non-working
family members.

3.63 There is downward pressure on participation rates among the poor,
not just because of family composition but because of a number of
compounding factors. Firstly due to their lack of land, the costs of
participation are higher (including in particular the costs of temporary
migration). Secondly, illness and disability limit their capacity to
participate actively. Thirdly, they have to spend more time in gathering
fuel and fodder, and to a lesser extent water. Finally, females, of whom
there are a greater proportion in poor families, exhibit lower participation
rates due to cultural prohibitions, as well as frequent pregnancy and
childbirth.

3.64 Un/Underemployment. Available data shows unemployment tends to be
higher among the poor (by as much as 50Z) in rural areas. The fact that the
poor have less (or no) land to work with implies that in the absence of a
robust demand for labour they are also more likely to be underemployed.
Micro-level studies in the terai indicate that it is the landless labourers
who work the least number of days per year. Finally, caste and ethnic group
membership still have a major influence on access to employment - both of
which militate against employment of the poor.

3.65 Earning rates for the poor are also lower than average, both for
on-farm and off-farm activities (see Chapter 2). This is due to: (i) the
lack of assets (eg. land) with which to work; (ii) lower levels of education
and skills; (iii) the relative lack of political leverage to influence wage

25/ Assuming full double-cropping of rice and wheat, and a shift of about
35% of currently rainfed land to irrigation, see Appendix II.6.

26/ Assuming full irrigation and intensive cropping - see Appendix II.6.
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rates; (iv) the fact that they tend to live in more remote areas where
agricultural productivity is lower and wage rates are less influenced by the
presence of off-farm opportunities; and (v) the higher proportion of
children and female labour force participants, who are employed in lower
wage rate occupations.

3.66 The fundamental facts of the labour market are excessive population
on a limited economic base - which is keeping labour incomes at the margin
close to survival levels. Within this framework the scope for increasing
labour incomes is necessarily limited. However, there are a number of areas
in which improvements are possible.

3.67 Labour Absorption First, there is a need to expand employment
creation in off-farm activities. An increased program of labour-intensive
public works is one promising area (see Chapter 4); however given the scale
of the problem the Government's contribution will be limited mainly to
enabling mechanisms, by improving physical access and infrastructure,
removing petty restrictions, providing credit and other incentives for
employment-generating activities. Careful design is needed to ensure that
these measures open up opportunities for the poor rather than the non-poor
(eg. by focussing on the non-formal sector, construction, etc.).

3.68 Secondly, measures to improve agricultural productivity can
potentially have a major impact on labour absorption, probably increasing it
by about 50? in aggregate (para. 3.60). Equally importantly, agricultural
employment growth of these dimensions would have a major impact on the
demand for off-farm services and labour.

3.69 The scope for policy interventions to affect wage rates is limited
- because they are bound to be driven by marginal agricultural productivity,
and heavily influenced by the free flow of labour from India. However, the
following would have some impact at the margin:

- enforcement of District Wages for public works would serve not
just to transfer more resources to the poor, but also - if the
volume of works is large enough and their regularity assured -
to bid up the reservation wage in selected areas;

- improved physical access tends to increase the range of off-
farm options, and thus bid up local wages - although this may
affect the poor less than others;

- programs involving group formation, credit to the poor, and
other empowerment measures have been shown elsewhere to
improve the bargaining power of the poor vis-a-vis employers,
allowing some bidding up of wages.

All of these measures will be likely have more effect in the hills than in
the terai, where wages will tend more to be determined by the Indian level.

3.70 With respect to agricultural employment contracts, in answer to the
questions Are they exploitative? the answer is probably yes. Can much be
done about it? probably not, given the shortage of land and surplus of
labour; although measures which empower the poor (eg. education, group
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formation, and decentralization, if effective) can serve to improve their
influence on the terms of contracts. Construction contracts may be another
matter. Monitoring and enforcement has shown to have some impact on the
payment of wages and reduction of exploitative arrangements. Similarly the
use of smaller local contractors and community-organized works has tended to
lead to more wage income for the local poor. Both of these areas deserve
further investigation to determine what does and does not work (see paras.
4.42-4.44, and 6.61-6.64).

Migration

3.71 There has always been temporary migration in Nepal, however it has
taken on a new importance and complexity in the last 25 years, with the
population explosion, and opening up of the terai. Migration is basically
of three types:

(1) Seasonal (3-6 months), during the agricultural slack season
in the hills;

(2) Medium-term (up to 3 years), mostly to India, to supplement
incomes and savings; and,

(3) Permanent - as the result of land loss, indebtedness, and
lack of employment opportunities.

3.72 Seasonal migrants generally go to the terai, and medium-term
migrants to India. Internal migration is almost exclusively from the rural
hills to the terai and urban areas, while international migration is more
complex, involving a network of flows both into and out of India.

3.73 Recently short-term migration has taken on much more of a distress
nature - as remaining plots of land cannot provide adequate food to support
families, and thus the males outmigrate in the slack season so that both
they and the family members left behind can adequately feed themselves.
Anecdotal evidence suggest that remittances from such migrants are very
small or non-existent.

3.74 Long-term temporary migrants (over 6 months) go overwhelmingly to
India, where they work in the cities as watchmen, or in Assam and the border
areas as construction labourers, porters at coal depots, or in forestry.
They tend to stay about two years, and do bring back some cash savings. A
substantial proportion (perhaps 30-50Z) of hill males undertake some form of
temporary migration - although the relative importance of long vs. short-
term migration is not known.

3.75 There exists no good aggregate data on the importance of
remittances in incomes of the poor. In financial terms it seems that
migration is more of a coping strategy than one for poverty-alleviation.
The Rastra Bank estimated that only SZ of the cash income of rural hills
households came from remittances; and one survey suggests that the relevance
of remittances is lower for the poor than the non-poor. Temporary migration
is none the less an important coping strategy - especially in some areas,
and for some families. One sample of three Districts found 25-30t of
households to be "solely dependent on seasonal migration for supplementary
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income' (i.e. presumably meaning that they had no other source of off-farm
income).

3.76 Permanent Migration. It is difficult to accurately quantify the
scale of internal permanent migration, but estimates suggest it accounts for
about half of the marginal population growth in the hills. It is not clear
how the income effects of permanent migration are distributed. Studies
suggest (not surprisingly) that it is the relatively poor who out-migrate,
and that on arrival in the terai most end up as marginal landless labourers.
Thus they go from a completely untenable situation (in the hills), to a not
much better one in the terai - an improvement, but certainly not a strategy
which will raise them out of poverty.27/

3.77 Data on the scale of international migration is inconclusive,
although there is no doubt that the labour market in the terai (and
elsewhere) is affected by substantial inflows of Indian labour. The only
quantitative analysis (based on census data) suggests that net international
migration is approximately zero, but there is probably significant under-
reporting of both in- and out-migrants.

3.78 The pattern of international migration is complex. The 1964 land
reform inadvertently encourages landholders to use Indian labourers and
tenants rather than hill people. At the same time wages in some Indian
border areas may be lower than in the terai, at least seasonally. This has
resulted in a paradox - that hill people go to India, while Indians migrate
into the terai.

3.79 Nepal has attempted to reduce the inflow, but to little effect -
both because restrictions are physically difficult to enforce, and because
there exist strong economic incentives for non-compliance. It is difficult
to see what Nepal can do in this regard. The use of obvious restrictive
measures which are successful in other countries would invite counter-
vailing measures from India. The regularization of tenancy arrangements may
go some ways towards removing incentives, but would be unlikely to have a
dramatic impact.

Debt and Indebtedness

3.80 Almost everyone in Nepal is in debt. The average size of borrowing
appears to be in the range of Rs. 1,150 p.a. 28/ representing about 62 of
annual income on average - but the absolute level of borrowing is fairly
uniform across income classes - so that the poor are borrowing up to 20X of
their incomes annually. The volume of borrowing from institutional sources
has been growing rapidly, but this growth has been concentrated almost
exclusively among the non-poor; less than 10 of institutional credit is
estimated to go to the poor.

27/ The income effects of migration are not well documented, it is
recommended that further research by undertaken on them.

28/ 1984/85 from HPHBS expressed in 1988/89 prices.
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3.81 Institutional credit still accounts for only about 201 of total
borrowing (and almost none among the poor). Private moneylenders appear to
account for another 20-25X, while the majority of borrowing is from other
non-formal sources. These range from friends and neighbors to large
informal credit societies, and cover a spectrum of arrangements from small
interest-free loans, through debt-bondage to landlords or employers, to
large-scale commercial financing (up to Re. 50,000) by highly structured
local credit groups, which function in lieu of formal financial institutions
(see tables in Annex II.7).

3.82 The majority of borrowing by the poor is not for investment
purposes, but rather to sustain consumption. Surveys show that between 60?
and 90? of borrowing by small farmers is for consumption (including
marriages, catastrophic health care expenses, etc.), and that less than a
third is for capital investments. It is worth noting that small farmers are
not using credit on a seasonal basis to finance agricultural operations in
the way that would normally be expected (only 10-20? of borrowing among
small farmers). This is probably because (a) they are not in a position to
use cash inputs, and (b) they are averse to risking additional debt on the
basis of outcomes which depend on (highly uncertain) rainfall.

3.83 Interest rates vary from 10? to 150? per annum. On most informal
borrowings they lie in the range of 30-40Z. In addition there is often a
transaction charge, which is reportedly higher for poor and marginal farmers
(10-25Z of the principal) than for large farmers (5-10X). Institutional
interest rates are in the range of 15-20? (as low as 7.5? on subsidized
agricultural credit for selected investments). However numerous sources
report that the actual costs of using institutional credit may be
substantially higher, due to high transaction costs in terms of time and
extra payments (often 1O0 of the amount borrowed), which are usually higher
for the poor than the non-poor. One study estimates that the effective rate
is close to the 35? p.a. charged by non-formal sources.

3.84 Village studies often report that chronic indebtedness contributes
significantly to impoverishment of the poor. However, because debt
relations are often combined with employment and tenancy arrangements, and
repayment is often in kind (in either labour or grain), it is difficult to
quantify the extent to which debt service at high interest rates erodes the
incomes of the poor. Calculations suggest, however, that debt service on
typical amounts borrowed might amount to a minimum of Rs. 400 p.a. 29/ -
or 15? of discretionary income among the poor. More importantly, the MPHBS
data show that those in the lowest deciles are accumulating debt at a
staggering rate, and repaying at only about a fifth the rate that they are
borrowing. This is clearly an unsustainable situation. While it almost
certainly reflects some under-reporting of repayments, it is reinforced by
reported net decreases in assets among the lower deciles. Other surveys
also confirm that the poor are consistently borrowing to cover their
consumption shortfall.

291 In 1988/89 Rs. per household, based on MPHBS data.
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3.85 The exploitiveness of debt relations varies greatly across
communities - influenced as much by degree of social cohesion as by economic
factors. They range froms

(i) systems which involve temporary debtor/creditor relationships
between social and economic equals -- a kind of "revolving'
indebtedness in a relatively closed and socially homogeneous
community.

(ii) systems which express and maintain economic (and sometimes
social/ritual) inequality and may involve expropriation of
labor, grain and sometimes the use of land -- as well as the
expectation of political support from the debtor -- but which
are essentially equilibrium systems. In other words, the
dependence of the debtor upon the creditor is also a source of
security for the debtor and the relationship does not involve
permanent transfer of assets to the creditor.

(iii) systems which result in a permanent net transfer of assets (e.g.
land) sometimes leading to bonded labor or forced migration out
of the community for the debtor.

There is no conclusive evidence on the importance of the various types of
indebtedness, but local studies suggest that there is both loss of land (and
especially usufructuary rights) as a consequence of debt, as well as
continuing instances of bonded labour, in which the debtors' body (or that
of his wife or offspring) is effectively seized in payment of debt.

3.86 In answer to the question: Are current debt relations
exploitative7, the answer is: It depends on the type of debt. Can anything
be done about it? Among the poor, only partially. The main problem is
insufficient incomes to meet consumption needs. In this context massive
debt is a symptom - not a cause - of poverty, and the solution to the debt
trap lies not in providing more or cheaper credit but in raising incomes.
However, some welfare improvements are possible by increasing access to
credit on better terms than moneylenders (provided the credit is not
captured by the non-poor), and some programs have had success 'in doing this
(see Chapter 6). In addition providing alternative credit sources to the
poor may in some instances break the cycle of dependence on landlords and
employers - allowing them to negotiate better employment or tenancy
conditions.

Gender and Poverty

3.87 Women are at the center of poverty alleviation strategies in Nepal
- because they undertake a very large share of household agricultural
production; because they are disproportionately not participating in
education, and their lack of participation in education is the main
contributor to low overall educational status among the poor; and finally
because they are central to changes in fertility and hygiene behavior.
Furthermore, in Nepal and elsewhere experience has shown that some of the
greatest family welfare impacts among the poor can bpe achieved by placing
more income in the hands of women.
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3.88 Women predominate slightly in poor households, although it is not
clear if this is cause or effect (i.e., because a family is poor for some
other reason (like lack of land) it has more females in it (due eg. to out-
migration of the males), or the family is poor because it has a higher
proportion of females in it, eg. due to lower participation rates). the
proportion of female-headed households, on the other hand, is no higher
among the poor than the non-poor (para. 2.24).

3.89 Women's earnings are substantially lower than men's - mostly due to
lower participation rates, because of the household division of labour,
which assigns domestic work mostly to vomen. Cultural and social customs
also limit female participation in work outside the home - especially in the
terai and especially among certain ethnic groupsicastes. Wage levels for
the same work - adjusted for hours and type of work - appear to be slightly
lower for women - however, there are substantial pressures with respect to
health, education, mobility,and job-entry which keep women in lower wage
work.

3.90 Women as a group are generally poor because they are in poor
households, rather than because of gender-specific discontinuities in the
distribution of income. However within poor households, which are
subsisting on average at just about survival levels of food consumption,
they are consuming somewhat less than equal shares, and they are thus more
vulnerable to declines in incomes. Although anthropological studies report
that that boys receive preferential care and feeding when resources are
scarce, a recent survey of intra-household food allocations showed a fairly
even distribution between male and female children. In all families,
however, daughters-in-law reportedly receive a lower food share, and
cultural practices prescribe less food for women in pregnancy.

3.91 The security of women's income is less than that of men - both
because they lack individual ownership of assets (especially land), and
because their LF participation is more tenuous. Furthermore, there exist a
number of ways in which the welfare of women is probably substantially below
that of males in families at the same income level, viz.:

- women work significantly more hours per day, especially
fetching water, fodder, etc;

- their caloric requirements may be higher due to the longer
work day, pregnancy, and lactation;

- they suffer more illness as a result of frequent
childbirths;

- they are less likely to receive medical care or educationt
and,

- in the hills, they are the ones who are left behind to
survive off a non-producing farm in the off-season (although
there is no data on the consumption effects of this).
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There is scope for substantial productivity increases byt

(a) increasing the labour force participation of females -
mostly through education and fewer childbirths;

(b) freeing up time spent on domestic tasks - particularly
fetching water, fuel and fodder, by providing vater
supplies, reforestation, and trail improvement;

(c) ensuring that agricultural services address the needs of
women farmers (eg. by training of extension workers, who
otherwise seldom deal with female farmers; the Lumle
research station has had some success in doing this); and,

(d) by pursuing programs which support on-farm income-earning
activities which put more income in the hands of women (for
instance, the Production Credit for Rural Women program).

Social and Political Constraints

3.92 Nepal is in a state of transition, mirroring the evolution of the
economy from subsistence agriculture to a more monetized one. The
traditional political system, which prevailed until the middle of this
century, was highly paternalistic. It involved a complex web of feudal
patron-client relations; the majority (and certainly the poor) were not
expected to participate actively in it, nor narticularly to benefit from
it.

3.93 Traditional patron-client relations are breaking down as a result
of increased monetization, off-farm employment opportunities, and
education. However, in many cases they are being replaced with revised
versions, which substitute cash payments for kind; multiple ties with one
patron (eg. a landlord) with single ties to several people (eg. civil
servants, businessmen, moneylenders). The modern political system has
generally mirrored the traditional power structure; representing largely
the same interests, although there is a complex intermingling of
traditional political forces with economic interests, and cultural and
caste groupings.

3.94 There is a widespread perception that at least until recently the
political system was designed to operate for the benefit of a very small
minority. The system had employed a range of formal and non-formal
pressures to discourage unmanaged change or participation by the rural
peasantry. The moves toward decentralization and more participatory
approaches over the last five years represent changes in the right
direction. The more dramatic recent changes (in early 1990) appear to
reflect an acceleration of this trend, although it is too early to tell how
deep rooted the changes are, and whether the political evolution will be
accompanied by any corresponding economic restructuring.
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3.95 As in most countries a whole array of social and political
pressures make it difficult for the poor to effectively take advantage of
services or developments which could benefit them. These include an
aversion among the poor to approaching official institutions, the tendency
of officials to prefer to work with the better off, and an unwillingness or
inability to deal with illiterate peasants. In addition, the private costs
to the poor of using such services (in terms of time, and extra-legal
payments) can be very high.

3.96 The process of decentralization thus far does not appear to have
been seriously geared to addressing this problem. The poor can more
effectively demand and utilize services when they form into groups, and
some programs have had some success in doing this. However there has been
a tendency to confuse such groups with emerging political forces, (which
had been banned), or as a threat to the established distribution of power.
In fact some NGO and donor groups report incidents of physical intimidation
when such group formation activities are undertaken. The implication is
that measures designed to empower the poor (eg. in project design) will
only succeed to the extent that the larger body politic is prepared to
accept such change. While the environment may be more open than it has
been, there may remain serious constraints which limit the likely
effectiveness of such measures.





IV. POVERTY AND TEE PRODUCTIVE SECTORS

A. Agricultural Incomes and Poverty

Impact of Agricultural Growth on the Poor to Date

4.1 The three major crops in Nepal are rice, wheat and maize. Rice is
the preferred staple and is grown throughout the terai and in some areas in
the hills. Maize is the dominant crop in the hills. Wheat production, in
the hills and terai, has increased rapidly both in terms of area and yield.
Millet, barley and potatoes are grown on poorer soils and at higher
elevations. Most farmers grow small amounts of pulses and oilseeds
(mustard, linseed and rape) for their own consumption. Sugarcane, cotton
and jute are grown as cash crops in the terai - although the poor grow
almost no cash crops.

4.2 Production of staples has increased only 1.4X per year over the
past 20 years despite the expansion of cropped area at the rate of 1.9Z per
year. Yields of most crops have been stagnant or have declined with
expansion of cropping onto marginal land and decreasing fertility due to
increased cropping intensity and low fertilizer use. This slow growth has
occurred despite an increase since 1975 of 980? in area irrigated, 140Z in
area covered by high yielding varieties, and 240Z in annual sales of
fertilizer.

4.3 Local improvements in agricultural productivity have occurred for
rice, wheat and maize, but only in areas with better soils and/or irrigation
and access to chemical inputs. Case studies show that the poor tend to be
located in places with less fertile soils,l/ this limits their capacity to
increase output, or to adopt productivity improvements which may be feasible
for other farmers. (In many cases, of course, their poverty is at least in
part a consequence of their poor quality landholdings). In addition, the
poor have less access to irrigation and less ability to pay for chemical
inputs. While the poor do grow rice, wheat and maize, because of geographic
location and soil quality they are more likely than wealthier farmers to
grow millet, barley and potatoes, all crops that have not even experienced
localized increases in productivity.

Effectiveness of Existing Programs in Reaching the Poor

4.4 It must be stressed at the outset that general agricultural
programs are intended more to promote overall growth than to benefit the
poor specifically. The following sections, however, focus in particular on
their impact on the poor, in keeping with the objectives of this report. An
assessment of their effectiveness more generally has been provided in the
World Bank's recent Agricultural Sector Review. Government agricultural
programs have faced many difficulties and have had limited impact, but to
the extent they have benefited any farmers, the poor have received fewer
benefits. This is in part because many of the poor have so little land that

1/ See, for example, Pachico (1980), and McDougal (1968).
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they cannot be effectively reached by general programs. It also reflects
some inherent bias in the structure of general programs, which have not
adequately taken account of the constraints faced by poor farmers, as well
as a natural tendency (largely correct) to focus efforts on larger farmers
where the greatest productivity gains can be made. Moreover, agricultural
programs have with some justification concentrated on the terai, where
potential productivity is higher and constraints fewer. However, the poor
are disproportionately located in the hills and mountains. The following
sections briefly describe the impact of the general agriculture programs on
the poor; programs with a more specifically poverty focus are discussed in
Chapter 6.

4.5 Irrigation. Government irrigation programs have historically
concentrated on building large-scale, gravity-feed systems in the terai.
The poor have benefited when they have owned land in the command area and
when water delivery has been efficient. There is little evidence that the
poor are systematically excluded - except to the extent that they are less
likely to have title to land. Large-scale irrigation projects are difficult
to target at the poor except by giving priority to poor areas. This has not
been done explicitly, although large irrigation systems have been built in
poor sections of the western terai. Most importantly, however, the large
systems have severe water delivery problems, limiting benefits to poor and
non-poor alike.

4.6 The focus of the government irrigation program has recently shifted
from large-scale schemes to smaller-scale farmer managed systems. The
government is in the process of handing over control of small and medium-
scale irrigation systems to farmers in order to improve performance. In
addition, it is trying to improve the operation and maintenance of existing
public systems and, once water delivery is improved, improve the collection
of water user fees. Under the new irrigation sector program, groups of
farmers can receive assistance in constructing irrigation systems, or
rehabilitating and/or expanding existing systems, provided they meet a set
of technical criteria. The current irrigation effort could be tilted
towards the poor by giving priority to groups consisting of poor farmers or
by concentrating on poorer areas of the country. There is evidence of very
high economic returns to investments in shallow tubewells in the terai, but
the poor do not have sufficient land, in most cases, to justify the
investment based on their own production potential. Work is being done to
organize groups of farmers for purchasing and operating small tubewells
which would make irrigation more accessible to poor farmers.

4.7 Input Supply. The supply of fertilizers has been controlled by the
Agricultural Inputs Corporation (AIC), a government corporation with a
monopoly on importing and wholesaling fertilizer. AIC is also involved in
production and wholesaling of seeds. The AIC has been criticized for
inefficiency, and failure to ensure timely delivery of inputs. Actual
demand for chemical fertilizer from poor farmers is probably quite low,
given their production systems and lack of irrigation, but supply is
inadequate nevertheless. Demand for improved seed is strong, but the AIC is
only able to produce a fraction of the improved seed being used. Recent
changes in legislation and the establishment of the National Seed Board
provide the opportunity to establish a system of private seed production. A
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pilot project on farmer-operated seed production and distribution has been
successful in the hills and could be expanded, allowing AIC to withdraw from
seed production altogether. More timely supply and wider availability of
inputs would probably be possible through a system of small private traders
more responsive to the demands of local farmers.

4.8 Fertilizer use by poor farmers will remain low even if fertilizer
is available. In the absence of irrigation fertilizer use is a high-risk
strategy. For poor farmers, the risk is compounded by the large cash costs
involved (perhaps half of their available cash incomes). Poor households
can only finance these costs by taking on further debt which they are ill-
equipped to do, especially on the basis of highly uncertain returns under
rainfed conditions. Therefore, in the absence of irrigation, poor farmers
will continue to use minimal amounts of purchased inputs.

4.9 Research and Extension. The poor, in general, have less access to
irrigation and chemical inputs than the non-poor, and lower quality soils.
They are also more likely than the non-poor to grow rough cereals such as
millet and barley. Poor farmers want crops with stable yields over a
variety of conditions, and crops that require few chemical inputs. Until
recently, however the focus of the research system has been on varieties of
rice, wheat and maize that require irrigation and high levels of purchased
inputs. This means that for most of the poor the work done by the research
system has been largely irrelevant, either because they do not have
irrigation, cannot afford inputs, or grow different crops. There have been
some exceptions: the Lumle and Pakribas research centers have undertaken
farmer-centered research that seeks to minimize chemical input use. In
addition, recent work sponsored by USAID has started to focus on green
manuring and bio-fertility. These efforts should be expanded since they are
directly relevant to the needs of poor farmers.

4.10 The extension service has been unable to reach poor farmers because
its message is irrelevant for many of them, it is not structured to reach
them directly, and the socio-economic gulf between poor farmer and extension
agent often inhibits contact. The model farmer system which was followed
until recently by the extension service used wealthier and more educated
farmers to demonstrate new techniques. This system allowed a wider
dissemination of knowledge using fewer agents, but it meant that the poor
were missed. Evidence from local level studies suggests that the farming
systems of wealthier farmers are significantly different from those of
poorer farmers, that poorer farmers know this, and therefore give less
weight to the demonstration pilots. Extension agents rarely visit poor
farmers 21 , and when there is direct contact the difference in status often
prohibits real communication; this is especially true with women farmers.

4.11 The research and extension system has recently been restructured to
use a farming systems approach, so that information moves in both
directions. The extension system has adopted a "contact group" method to
increase the number of farmers directly communicating with extension
services. In addition, the research system has recently shifted to a

2/ See, for example, APROSC-Baseline Study for Crop Intensification
Program (1985).
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outreach approach which stresses on-farm crop testing and increases the
contact between farmers and researchers. This increased contact has shifted
the focus of research towards low input systems and should eventually
increase the amount of research done on livestock, which are an integral
part of the farming system, and on horticulture, which has the potential to
raise incomes substantially in accessible areas. These changes will help
the poor provided they are included in, and participate in, the contact
groups and provided the research outreach program uses poor farmers to test
crops.

4.12 Credit. Increased credit is crucial for providing small farmers
access to shallow tubewell irrigation and for providing production loans
once irrigation is in place - although it is only the medium-poor who are
likely to be in a position to utilize agricultural credit. General
institutional credit programs by the commercial banks and ADB/N are not used
by poor farmers because, among other reasons, collateral requirements are
too high and application procedures too complex. Targeted credit programs
for the poor such as the Small Farmers' Development Program (see Chapter 6)
have had some success in lending to the medium poor, but transaction costs
are high and even where they are in place many poor farmers still do not
participate in them.

Potential and Constraints in Hill Agriculture

4.13 What then is the best that can be expected from agriculture in
raising in the incomes of the poor? For the following sections we have
calculated the maximum incomes the agricultural poor could possibly generate
- given their typical landholdings, household sizes, and likely cropping
patterns. The analysis is based on the potential yields of each of the
major crops under varying conditions (eg. whether irrigated or not, with or
without modern inputs, on valley floors or slopes, etc.). It draws on farm
budgets and agronomic data in the recent Irrigation Master Plan, and from
the World Bank's Agricultural Sector Review (See Annex II.6 for details).

4.14 Recognizing that there is enormous diversity among farm households
in the hills, they may still be divided into four groups with different
agricultural potential and constraints (Table 4.1). Large and medium
farmers (27Z of hill farm households) derive most of their income from
agriculture, but also rely on other sources in order to produce above the
poverty-line incomes. Relatively small improvements in agricultural
production would allow these farmers to produce above poverty-line incomes
from agriculture alone. Almost three-quarters of hill farm households,
comprising about 7 million people, have holdings of less than 1.0 ha. Of
these households, about one-quarter are small farmers (about 1.7 million
people) with holdings that average 0.75 ha. in size; the remaining three-
quarters are marginal farmers (more than 5 million people) with holdings
that average 0.18 ha. - approximately equal in extent to two or three house
lots in many western countries. Even a doubling of agricultural
productivity would not raise them above the poverty line.
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Table 4.1: Characteristics of Farm Household Groups in the Hills

Large Medium Small Marginal
(Poor)/a (Very Poor)

Average family size 8 6 5 4

Holding size (ha.) >3.0 1.0-3.0 0.5-1.0 <0.5

Percent of households 52 222 192 542

Ave. holding size (ha) 5.7 1.7 0.75 0.18

Share of Household
income from
agriculture 76X 70X 58Z 47Z

Share of 1985 poverty
line income derived
from agriculture 762 612 46Z 34Z

a/ Landholding and household sizes for the poor and very poor drawn
from MPHBS data - Household landholding distribution from IDS
includes some non-poor households in "small' landholding class.

Source; MPHBS (1989) and IDS (1986), The Land Tenure System in Nepal.

4.15 Two spatial factors are important in understanding agricultural
potential and constraints: topographical location, (i.e., whether on valley
floors, slopes or hilltops); and location with respect to access, i.e., to
transport infrastructure and markets. Crop yields throughout Nepal are low,
but yields from valley floors are significantly higher than for hill slopes
under both rainfed and irrigated conditions. The importance of the
relationship between topography and productivity for this study lies in the
fact that the majority of the poor in the hills do not farm valley floor
land, nor do they have frequent access to irrigation. To be poor in the
hills means not only having very small holdings, but also having holdings of
lower inherent productivity and more subject to stress or shocks, eg.
droughts and landslides, than the non-poor.

4.16 This picture of a general relationship is complicated by the
complexity of mountain agroecosystems. Elevation, slope, aspect, and season
all combine to determine the thermal regime (length of the growing season),
potential evapo-transpiration (water balance), and photosynthetic rate (dry
weight increase) of crops. As a result, there is a lot of variation in the
potential of small plots, since microclimates can be found in the hills
which both pose constraints on production technology and also offer
opportunities for specialization, particularly in horticulture.
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4.17 Accessibility affects cost and availability of chemical inputs,
credit, and information. Reliable data on the proportion of the hill
population that is accessible are not available, but it is estimated that up
to two-thirds live beyond one day's walk of a motorable road. Access
difficulties limit the agricultural productivity of farmers by raising input
costs and restricting access to markets. Where markets are poor, farmers
reduce risk by using farming systems that maximize stability of production
and minimize reliance on external inputs.

4.18 With the introduction of irrigation, and using currently available
technologies, farmers can earn more than three times what they now earn from
rainfed land. However, even with these substantial increases, the small
landholdings of households in the small and marginal categories limit their
ability to become self-sufficient from agriculture. Marginal farmers have
an average of only 0.18 hectares of land. Even with all land irrigated and
access to chemical inputs, they could earn only half the poverty line income
from field crops if located on valley floors, and only 34Z on slopes (Table
4.2). Small farmers with an average of 0.75 hectares of irrigated land can
do significantly better, producing well above-poverty incomes on the basis
of field crops alone.

4.19 Potential incomes from switching to tree crops are quite high,
between Rs. 25,000 and Rs. 50,000 per hectare, if markets are accessible.
With these levels of production even the small holdings of marginal farmers
are capable of producing between 50Z and 95Z of a 1988/89 poverty line
income. This represents a significant increase over the income possible
from an equivalent area in foodgra:rns or o'lseeds. However, these levels of
income for tree fruits are built up only slowly, usually over a 12-year
period, and require capital investments equivalent to Rs. 10,000 - 14,000
per holding. For these reasons it is unlikely that the poor in the hills,
with their limited assets and high levels of debt, will be able to invest in
these types of enterprises without a very high level of assistance.
Nevertheless, a horticulture program which provided the necessary extension
advice coupled with credit could help a proportion of poor households in
accessible areas. Furthermore, many of them could benefit from a partial
shift to tree crops and vegetables, which could be introduced gradually with
only limited reduction in subsistence grain output (which they are unwilling
to give up).

4.20 While potential improvements in productivity are large, most poor
farmers will be unable to achieve them. Few poor households have access to
irrigation, and even with projected expansion of irrigation in the hills,
most poor households will still be dependent on rainfed crops. Improvements
of up to 20?-30Z in the productivity of rainfed crops may be possible
through improved management practices, but, while these are significant
increases, they are not enough to raise the small and marginal farmers above
the poverty line. These low input farming systems will require careful
management of soil fertility using natural fertilizers such as mulch and
manure. Even if irrigation is available, increases in productivity depend
on increases in chemical inputs which are unavailable in remote areas and
only sporadically available in accessible areas. Clearly, agricultural
production alone will never be able to raise most poor and very poor hill
households above the poverty line, although it can make a significant
contribution.
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Table 4.2: Potential Monthly Per Capita Income From Field Crops and
Percentage of Poverty Line Income For Poor Households, 1985/89 3/

Hills 4/ Terai
Valley Hill
Floor Slopes

(1) Small (0.75 ha.) (0.75 ha.) (0.75 ha.) (1.1 ha.)

Rainfed (Actual) Rs. 92 53 Rs. 76
(44Z) (251) (38?)

Current year-round irrigation Rs. 298 151 Rs. 228
(Potential) (142Z) (72Z) (115X)

Future year-round irrigation Rs. 341 239 Rs. 335
(Potential) (162Z) (114X) (170?)

(2) Marginal (0.18 ha.) (0.18 ha.) (0.18 ha.) (0.5 ha.)

Rainfed (Actual) Rs. 27 16 Rs. 39
(13?) (8x) (20Z)

Current year-round irrigation
(Potential) Rs. 89 45 Rs. 117

(432) (21Z) (59Z)

Future year-round irrigation
(Potential) Rs. 102 72 Rs. 172

(49Z) (34Z) (87Z)

Source: Based on Master Plan for Irrigation Development in Nepal 1989,
See Annex II.6 for yield assumptions.

Family Size Assumptions from MPHBS: Small Marginal
Hills 5.0 4.0
Terai 7.1 6.3

3/ The calculation of potential income from current year-round irrigation
assumes that farmers have reliable access to water and chemical inputs.
The calculation of potential income from future year-round irrigation
assumes that irrigation water control improves, cropping patterns
evolve, and that farmers increase their input use accordingly.

4/ The estimates of income possible from rainfed agriculture differ from
current incomes in Table 4.1 because: (i) Table 4.1 includes income
from livestock and horticulture while Table 4.2 considers only income
from field crops; (ii) estimates in Table 4.2 are based on average
cropping intensity per hectare while small farmers often crop more
intensively; (iii) some wsmallw and "marginal" farms in Table 4.1 have
irrigation and are therefore more productive than purely rainfed farms.
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Potential and Constraints in Terai Agriculture

4.21 The constraints to agricultural production in the terai are fewer
than in the hills, but growth in agricultural output has been only
marginally better, 1.52 per annum versus 1.4Z per annum. As in the hills,
agriculture is characterized by many very small holdings; 582 of households
in the terai operate 1 hectare or less. Unlike the hills, about 20Z of
households in the terai are completely landless and agricultural wage labor
is an important component of income for poor households.

4.22 According to the MPHBS the typical poor household has about one
hectare of land and produces 402 of the poverty line income from agriculture
(Table 4.3). This household will plant all of its khet 5/ land with rice
during the monsoon season, using several different varieties, one of which
may be a modern variety. It will use little or no inorganic fertilizer and
no insecticide on the rice crop because it is too risky given the lack of
water control. The household will depend primarily on family labour except
during periods of peak demand such as transplanting and harvesting. During
the monsoon season the household will plant non-khet land to pulses. During
the dry season they will plant half the khet land with maize and leave the
rest fallow. For maize they will use no purchased inputs and no hired
labour because the maize yields are too low and too variable, depending
entirely on residual soil moisture and very sporadic dry season rains.
Animal manure is used for fertilizer, but is not sufficient for the amount
of land, and in areas where forests are completely gone, animal manure is
used for fuel instead of fertilizer.

Table 4.3: Household Income and Landholdings in the
Terai by Level of Poverty

Very Poor Poor Non-poor

Family Size 6.3 7.1 6.8

Land Operated (ha) 0.5 1.1 2.8

Household Income from
Agriculture (X) 372 502 732

Share of 1988/89 Poverty
Line Income derived from
Agriculture (Z) 152 402 1272

Sourcez HPHBS (1988/89 rupees).

5/ Khet: land suitable for growing rice.
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4.23 The very poor farmer has an operational holding of half a hectare
or less, and generates only 15Z of the poverty line income from agricultural
production. The farming system of the very poor farmer is similar to that
of the poor farmer with several important exceptions. The very poor farmer
will probably not own a team of plow animals because they are too expensive
to buy and feed. This will raise the cash demands of production
considerably and may reduce the amount of land the very poor farmer is
willing to plant in the dry season when the risks of crop failure are
higher. The very poor farmers will not use even the small amounts of
chemical fertilizer used by poor farmers because they have very little cash
income.

4.24 With the introduction of irrigation, earnings per hectare could
reasonably be expected to triple through improved crop yields and more
intensive cultivation (Table 4.4). Households with irrigated land using

Table 4.4: Potential Income Per Hectare from Field Crops in the
Terai and Area Needed for Poverty Line Income, 1988/89

Estimated Area Needed for
Maximum Income Poverty Line Income
Per Hectare (family of 7)

Rainfed (Actual) 5,865 2.8 ha

Current year-round irrigation 17,670 0.9 ha
(Potential)

Future year-round irrigation 25,945 0.6 ha
(Potential)

Source: Master Plan for Irrigation (1989) and MPHBS (1989).
Poverty Line (1988/89) for the Terai= Rs.197 per capita.
See Table 4.2 for assumptions concerning current and future
production with irrigation.

currently available technology could earn a poverty line income from 0.9
hectares, and using foreseeable future technology could earn a poverty line
income from 0.6 hectares. Recall, however that 45Z of rural terai
households own less than 0.5 ha., and 20? are completely landless.
Households with access to urban markets could earn a poverty line income
from less land, if irrigated, by growing fruits and vegetables. Even so a
large number of households would still be unable to survive on own
production alone.

4.25 In addition to benefiting from increases in their own production,
poor households may benefit from increases in the demand for agricultural
wage labor. Presently, poor farmers earn only half their income from self-
production, and very poor farmers earn only a third of their income from
self-production. Both groups earn an additional 30-40% of their income from
agricultural wage labor. Labor inputs increase substantially with
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irrigation in the absence of mechanization, and irrigated farms tend to use
more hired labor. With the projected increases in irrigated area, demand
for labor should also increase by as much as 50Z.

Aggregate Potential for Agriculture to Contribute to Poverty Alleviation

4.26 About a third of the agricultural poor in the hills have enough
land to potentially raise themselves above the poverty line through
agricultural improvements - but only if their land is irrigable - otherwise
they may be able to produce about half of the poverty-level income on their
own land. For the balance - who make up about half the population of the
rural hills - their holdings are too small to ever produce more than a third
to a half of the poverty-level income from field crops, even under the best
of circumstances (eg. with year-round irrigation and full use of modern
technologies). While irrigation in the hills could be expanded to some
unirrigated areas, most of the poor are located on slopes and/or land that
cannot be irrigated - for them agriculture can never generate more than a
small share (20-30Z) of a minimum family income. The possible exceptions to
this would be households in accessible areas that shift completely to
horticulture. However, few very poor households will be able to make this
shift.

4.27 In the terai, about 15Z of the poor have large enough holdings (say
about 0.6 ha.) to produce above-poverty household incomes, if fully
irrigated. Another 25Z have sufficient land to achieve perhaps half of
poverty-level incomes from their own production of grains. As in the hills,
some of these very smallholder@s re-tld prnroduce iff4r.4D1nt 

4ncrnm hby vw4tch4na

eventually to fruit and vegetable production. About half of the rural terai
poor have insufficient land to raise themselves out of poverty through their
own agricultural production.6/

4.28 A shift from rainfed agriculture to irrigated agriculture would
increase labor demand by about 180 days per hectare per year, more if
households shift from field crops to horticulture. It is estimated that
500,000 hectares of land in the terai not currently irrigated are irrigable.
If all irrigable area were irrigated, including area now forested, then
yearly demand for agricultural labor could be as high as 554 million days in
the terai and 315 million in the hills. Increases in agricultural
production in the hills will not lead to significant increases in the demand
for agricultural wage labor. Family labor and labor exchange arrangements
should provide the increased labor required.

4.29 Recommendations. While technical recommendations in the field of
agriculture are beyond the scope of this paper, it is clear that some
general directions are worth pursuing. Firstly, the greatest impact on the
poor will come from getting irrigation working in the terai, by

6/ Possibly more - there is no accurate breakdown of those owing less than
0.5 ha. in the terai by income level; some, with irrigated land, will
be non-poor, many however are effectively landless.
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rehabilitating and improving operations of the large public schemes and
handing over management of medium-sized schemes to farmers, but most
importantly by increasing the spread of small scale irrigation, (especially
shallow tubewells) to small farmers. This requires: (a) efforts to form
them into groups to achieve economies of scale and overcome fragmentation
problems; (b) regularization of land tenure and registration, combined with
(c) a package of credit and technical support, such as is being provided
under the recent irrigation sector program. In the hills slow continuing
expansion of small irrigation works will be helpful, although the
beneficiaries are often the non-poor.7/ One option may be to use the
selection criteria under the irrigation sector program to give priority to
poor farmers in receiving assistance, provided they meet the established
technical requirements. Reforestation and community forestry projects also
need to be pursued for their impact on the availability of fodder and hence
of organic fertilizer.

4.30 Secondly, the current input distribution system is unlikely to
reach small farmers effectively. Steps have been taken to remove the
remaining Government monopolies and restrictions on inputs, but careful
follow-through is required to ensure implementation at the local level.
Consideration should be given to actively promoting a network of small
private traders who would: (a) have financial incentives to seek out and
travel to small farmers; (b) be willing to provide the very small quantities
of inputs which they require, and (c) have an interest in providing them
with technical advice. Experience elsewhere has shown that such traders
provide both inputp and a network for marketing agricultural produce;
although they will only serve the accessible areas.

4.31 Thirdly, the recent shift to a farming systems research and
extension system should be strongly supported. To benefit the poor in
particular the new research outreach program should: (a) place the focus of
research on low input systems with stable yields; (b) promote more work on
livestock, which are an integral part of poor farmers' farming systems; (c)
encourage more research on horticulture as a part of the overall cropping
system, particularly in accessible areas where production of fruits and
vegetables could provide considerable income. The success of the recent
changes in the research and extension system depends on the ability of the
system to exchange information with the farmers. This means that in order
to produce informatipn useful to poor farmers, extension and research staff
will have to be trained to communicate with poor farmers in general, and
particularly with female and low caste farmers.

4.32 While these steps will be effective in reaching the moderately
poor, it has to be recognized that many of the poor have too little land for
it to be efficient for general agricultural services to focus on them - such
general programs should instead concentrate mostly on the non-poor and upper
ranges of the poor, where returns will be greater.

7/ See, for example, B. Martens; Economic Development That Lasts - Labour
Intensive Irrigation in Nepal; ILO; 1989.
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Poverty and the Environment

4.33 Poverty is both a cause and effect of environmental degradation.
Lacking assets and choices, open access to Nepal's natural resources has
provided the poor with the only feasible short-term mechanism for their
survival, albeit at declining rates in both the Hills and Terai. At the
same time, at a micro-level, environmental degradation imposes significant
direct costs on them. The most important of these are low and declining
farm productivity, and rising production and household maintenance costs.

4.34 Nepal's agriculture suffers from a chronic nutrient deficit. In
the hills this is the direct result of the human and livestock populations
overtaking the productivity of forests and pastures. The average hill
family maintains four cattle and two buffalo, and requires about 3.5 ha. of
uncultivated forest or pasture land to sustain each hectare of land under
cultivation. Fodder shortages translate directly into a lack of manure,
declining soil fertility and declining crop yields. Restoring fertility
will have a major effect on crop productivity in the hills, although for the
poorest families this will have only a limited effect on household incomes
because their holdings are so small.

4.35 Increasing production costs stemming from environmental degradation
take several forms. Most important for the poor are the increasing costs of
fodder and fuelwood provision borne by family labor, women and children in
particular. As forests and pasture become degraded, fodder and fuelwood
must be fetched from increasing distances and from less productive sources,
using time that could otherwise be spent in income-earning activity, or in
the case of children, in education. As a further result of forest
depletion, dung is increasingly burnt as fuel instead of being returned as
fertilizer to the soil. It is estimated that about 8 million tons of dung
are burnt each year, equivalent to one million tons of foregone grain
production. Alternative fuels, such as kerosene, electricity and biogas
will generally be beyond the financial reach of the poor.

4.36 The high Himalaya is an extremely young and unstable area. Massive
erosion is a natural phenomenon under these conditions, and the macro
effects of erosion and hydrology - both within the hills, in the Terai, and
beyond - would occur regardless of the actions of man. In these
circumstances it is important to distinguish carefully between that which is
inevitable and that which is potentially controllable. Those effects
directly attributable to human activity include deforestation; loss of soil
productivity by over-use; and increased erosion due to extension of
agriculture and roads onto fragile slopes. Many of these are a consequence
of over-population, rather than environmental mis-management as such. The
solutions include: (i) curbing population growth; (ii) greater user
management of resources (especially forests); (iii) increasing the supply of
inorganic fertilizer; and (iv) improving the administrative capacity to
manage public resources. The steps required have been outlined elsewhere8/
and many are already being pursued by HMG (eg. the formation of forestry
user groups). The poor will, in general, be least able to protect
themselves from the consequences of environmental degradation, and lacking

8/ See for example the ERL report cited earlier.
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alternatives, will be forced to contribute to a worsening situation. It is
also important to be aware of the costs to farmers of environmental measures
(eg. erosion control, medium term abstinence from using forests while they
regenerate, etc.), and to be prepared to compensate them if necessary.

B. Off-Farm Employment and Incomes

The Formal Sector

Sectoral Employment and Issues

4.37 The formal sector (including tourism and the construction industry)
contributes about 25Z of GDP, and employs approximately lOZ of the labour
force.9/ It is still in the very early stages of development; is
concentrated almost exclusively in urban areas, and exists in virtual
isolation from the rural subsistence economy. For most Nepalese - and
almost all the poor, their involvement with the formal sector extends only
as far as infrequent bus trips or kerosene purchases, and perhaps
construction employment or contact with Government services on an
exceptional basis.

Hanufacturing

4.38 The manufacturing sector employs about 150,000 persons - mostly in
small grain mills and brick works. Impressive rates of employment growth
have been achieved over the last ten years (101 p.a.), but this has been on
a small base, and in absolute terms is still insignificant. Manufacturing
has been adding jobs at the rate of 9,000 per year - compared with labour
force growth of about 250,000 p.a..

4.39 It is unlikely that manufacturing jobs absorb the poor - because
only about 201 of jobs are unskilled, and because plants are located in
urban areas where the poor are not. (Although the moderately poor are
probably absorbed in textiles and brickmaking.) The wages paid for
unskilled work are slightly, but not much, higher than agricultural wage
rates (in the neighborhood of Rs. 25-50 per day). Employment at these wage
levels would not be sufficient to generate above-poverty household incomes,
unless all adult family members were employed.

4.40 Industrial expansion is hindered by the factors described earlier
(poor access, high costs, and the effects of India's trade regime). To the
extent that rapid growth can be sustained, employment growth will probably
be slower, because the labour-output ratio is falling. This is consistent
with the experience in other developing countries, where industrial growth
has resulted in less employment generation than had been hoped for.

9/ Note that except for government and manufacturing activities data on
the formal sector is very poor, and estimates throughout should be
treated with caution.
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Construction

4.41 Construction is the single most important source of off-farm
employment of the poor. We estimate it provides about 350,000 jobslo/ -
perhaps two-thirds of them unskilled. These jobs almost certainly employ
the poor - the wage levels are low enough to be self-targeting, and in many
cases they are located in areas where the poor live.

4.42 Typically only 30? of construction expenditure translates into wage
incomes - due to high materials transport costs, high contractors margins
(often 30-40? of costs) and the use of urban-based contractors which
results in as little as 20? of expenditure remaining in the project area.
There is scope for increasing the employment-generation effect of
expenditure on public works, by adjusting contractual arrangements (eg.
using local petty contractors), by shifting in some instances to more
labour-intensive methods, and when feasible, selecting smaller rural works.
Various programs have had success in raising the proportion accruing to
labour to 50? without raising costs - thus creating two-thirds more
employment at the same level of construction expenditure. One promising
area is in increased maintenance of roads - existing roads are often under-
maintained, and it is estimated that 80X of expenditure translates into
local labour incomes.

4.43 Public works and construction are not, in the long run, going to be
a major solution to poverty in Nepal or anywhere else. However:

- intensified expenditure on rural works can be an important
stop-gap measure to support the rural poor until population
programs and agricultural improvements take effect;

- some of the adjustments outlined above can increase the
poverty alleviation impact per unit expenditure;

- these expenditures also create productive infrastructure in
rural areas which, if there is careful project selection, will
also benefit the rural poor; and,

- there i.s room for a substantial increase in expenditure on
maintenance, which could have a particularly beneficial impact
on the rural poor.

4.44 There are clearly trade-offs involved in maximizing construction
employment. It is recommended that HMG undertake analytical work to
investigate the scope for increasing the labour-intensity of public works
at acceptable cost, to frame a program for donor support. This should
include (i) an analysis of existing labour-intensive initiatives in Nepal
and elsewhere; (ii) an assessment of efficiency trade-offs; (iii) an
examination of contractual arrangements and employment conditions; and (iv)
criteria for maximizing employment plus project benefits.

10/ Full-time equivalent jobs. Data on the construction industry is
sketchy, total employment may be lower than these estimates.
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Hydroelectricity

4.45 Hydroelectricity is one of the few obvious natural resources which
Nepal can potentially exploit to generate growth. Hydro exports to India
could generate in the order of US$300 million equivalent in annual revenue
within the next 20 years.ll/ This represents a l0Z increase in GDP,
potentially an important source of financing for investments and services
which could reduce poverty.

4.46 Government should be all means proceed with the development of
hydro power both for export and for the beneficial effects of rural
electrification, however some cautions are in order. There is very little
direct employment benefit from hydro. The benefits thus depend on (a) the
distributional effect of added foreign exchange earnings, and (b) the
propensity of Government to spend on services which benefit the poor. The
impact of resource-based expansion in other countries (especially oil-
revenues)12/ has been a currency appreciation which shifts the terms of
trade away from tradeables and in favor of non-tradeables. Thus
agriculture, manufacturing, and tourism lose, and the non-traded sectors
(eg. especially real estate) gain. It is thus possible that without strong
and effective counter-measures hydro development may not benefit the poor -
and could possibly make them worse off. Finally, care should be taken that
during the development phase resources are not diverted from other priority
sectors.

Government, Trade, and Services

4.47 The public sector (including parastatals) employs about 130,000, 13/
By the nature of its activities the Government tends not to employ the poor
or uneducated, although there are about 25,000 peon-level jobs which may
employ the medium-poor. The capacity to expand public employment is
limited, at any rate, by the rate of growth of government revenue.

4.48 The main effect of Government expenditure on the poor may be
through increased economic activity in small towns and road-head bazaars,
where the salaries of growing numbers of public servants have fueled
phenomenal local growth. It is not clear, however, that the poor have
benefited. It is claimed that the businesses, teashops, and services
catering to the public servants are not operated by the poor, and purchase
their inputs largely from formal sector sources and Kathmandu. When the
mission met with poor farmers living within a couple of kilometers of such
a road-head bazaar, it appeared that this transformation had had no effect
on them whatsoever.

4.49 There is no reliable data on formal sector employment in trade and
services (eg. large retail and wholesale firms, financial and consulting
services, trucking and airline companies). We estimate it to be about
180,000 (with another 500,000 in self-employment and the informal sector -

I1/ Assuming export of 1,000 MW at a 5OZ capacity factor, s9cld at Indian
rupees 0.90 per kwh (US$0.07/kwh).

12/ See A. Gelb; Oil Windfalls, BlessinR or Curse?; 1989.

13/ Data is incomplete, and may understate total public sector employment.
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see following section). It is unlikely that these firms employ the poor -
for the same reasons that the government and industrial plants do not. It
needs to be recognized that any formal sector job - even at low wage levels
- is keenly sought after for the security of cash income it provides.
Access is heavily influenced by connections of caste and family, and the
ability to pay bribes, making it unlikely that the poor will be hired.

Tourism

4.50 Although tourism is often cited as a potentially important source
of incomes - especially in the hills, total tourist receipts contribute
only 2? of GDP, and the effect on personal incomes is limited. A large
proportion of tourist expenditures go on imports and the services of urban-
based firms. ERL estimates that only 6Z was spent in rural areas in 1988.
75Z of tourists never leave Kathmandu or Pokhara, and when they do they
only spend an average of $3-4 equivalent per day in villages. Even this
tends to be concentrated along two or three narrow trekking routes, and
among very specific groups (eg. Sherpa porters). While the effect on
individual villages is of course great, the impact on poverty alleviation
in aggregate is very small. We estimate that tourism employs about 10,000
persons in the formal sector (eg. hotels, tour companies, etc.), and
generates another 10,000 full-time equivalent jobs in rural areas.

Potential Contribution

4.51 Table 4.5 illustrates the importance of formal sector employment,
and the potential level of employment under moderately optimistic
assumptions (3.5? p.a. sustained GDP growth, and 6-7Z p.a. growth in
manufacturing and services).

Table 4.5: Current and Projected Formal Sector Employment

Estimated Employment Annual
1990 Growth Projected New Jobs

Sector Employment Rate 2010 (in 2010)

Manufacturing 150O000 6a5? 528,500 34,400
Construction 350,000 3.0? 631,000 19,000
Tourism 10,000 6.5? 35,000 2,300

Public Sector 130,000 3.0 235,000 7,000

Trade 60,000 6.5? 211,000 13,700
Transport 18,000 3.5? 36,000 1,250
Services 100,000 7.0? 387,000 27,100

Total Formal Sector:
with Construction 818,000 2,063,500 104,750
without Construction 468,000 1,432,000 85,750

4.52 The formal sector might be expected to provide about 2.1 million
jobs by 2010 (1.4 million excluding construction) - employing 15? of the
expected labour force. New employment growth, if sustained at the
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relatively high proportional levels, could absorb perhaps a quarter of the
marginal labour force growth of 380,000 p.a., a useful, but not dramatic
contribution to absorption of the poor in off-farm activities. Even this
would involve adding jobs at about two-and-a-half times the current rate.
The implication is that while HMG should certainly continue to pursue
measures which improve the environment for formal sector growth, the most
important efforts to raise incomes will have to be focussed elsewhere.

The Informal Sector

4.53 Informal sector activities are the principal occupation for very
few households - although they contribute small amounts to the incomes of
many. This is because most households still have some landholdings, and
because opportunities have been limited by the virtual absence of a cash
economy. On the basis of MPHBS data it is estimated that some 112 of the
rural labour force are engaged in off-farm activities in the non-formal
sector as their primary occupation, and 32Z of the urban labour force. This
represents some 1.2 million persons, broken down as shown in Table 4.6.

Table 4.6: Estimated Informal Sector Employment - 1990
(By main occupation in thousands of persons)

Proportion of
Rural Urban Total Informal Sector

Sales 231 78 308 262
Service 121 57 178 152
Production 254 88 343 292
Transport 12 18 29 2Z
General Labourers 285 51 336 282

Total 903 291 1,194 1002

Proportion of
Regional Labour Force 11X 322 132

Source: Mission estimates based on MPHBS data.

Many rural households are engaged in multiple occupations on a part-time
basis - correcting for this implies that about 152 of the LF may be engaged
in, informal sector activities, broadly defined (1.4 million full-time
equivalent jobs).

4.54 There is substantial household cottage industry production in rural
areas, but most is not marketed. Surveys indicate that probably only 201 of
output is sold, and that cottage industry and trade accounts for only 41 of
incomes among sample households (and less among the poor).14/ With respect
to more structured small industries, it is estimated that some 3,500 cottage
and small industry (CSI) units have opened over the last five years, but

14/ See Chapter 2.
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many fail and there is no reliable estimate of how many are currently
producing, or the numbers they employ. They tend to be owned and operated
by the non-poor, who can take advantage of subsidy and incentive programs.
Many utilize only family labour, although some larger ones (especially in
urban areas) do generate employment for the poor.

4.55 Small businesses consist mostly of small shops, tea stalls, eating
houses and lodges. They generally provide a supplementary source of income
for agricultural families, and are seldom profitable enough to sustain a
household on their own. There is no data on the scale of such businesses.
They have grown very rapidly along roads, and anecdotal evidence suggests
they are also failing very rapidly as a result of over-supply. In urban
areas many of the poor are absorbed in hawking and street vending (mostly
textiles and vegetables) and services (eg. shoe repair, hair-cutting, etc.).

4.56 Portering provides incremental cash income for many in the hills,
although usually only for a few days a month. (The vast majority of the
loads in the hills are self-carried). It pays better than agricultural
work, but is strenuous and intermittent, and involves significant employment
costs (in terms of waiting and meals). Expansion of the road network has,
if anything, increased portering opportunities, as more goods are
distributed from roadheads.

4.57 Occupational castes include blacksmiths, tailors, cobblers,
metalworkers, etc. Census data and surveys show a dramatic decline in the
numbers engaged in these activities. The traditional patron-client
relations which supported them have broken down, and demand for their
products has been eroded by manufactured goods. Some have successfully made
the transition to urban craftsmen or vendors, but most have become landless
labourers. They face particular difficulties because, as untouchables, many
forms of employment are not in practice open to them.

Informal Sector Incomes

4.58 Marketed non-formal activity contributes relatively little to
incomes, especially among the poor, although there is substantial production
for home consumption (eg. household food processing = which constitutes the
largest share).

4.59 We estimate that roughly 18Z of total household income may be
generated by non-formal sector activities (up to 34Z in urban areas) -
although of course there is wide variation between villages and households.
Average non-formal sector incomes are estimated (very roughly) at about Rs.
250 monthly per household in rural areas (US$1.62 equivalent per capita),
and at Rs. 850 in urban areas (US$6.20 per capita).15/ There is of course a
marked discontinuity in returns between better off families who run small
businesses, and returns to the subsistence non-formal activities in which
the poor usually engage. We have seen (Chapter 2) that daily returns to
off-farm labour are both lower than those to on-farm labour, as well as
being much lower among the poor than the non-poor.

15/ 1984/85, expressed in 1988/89 prices.
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4.60 The incidence of poverty among informal sector workers follows much
the same pattern as for the population as a whole, except in the urban
hills, where 73Z are below the poverty line (as opposed to 151 among the
general population) - highlighting the marginal existence of those in
activities like street vending, carpet and handloom production, and laundry
and other services for which particularly high levels of poverty are
reported.

Dynamics and Potential Contribution

4.61 The informal sector in Nepal is in transition - traditional off-
farm activities are dying out, and are being replaced by more cash-economy-
oriented opportunities in urban areas and along roadheads. Informal
activities are still seen by the majority as incremental sources of income -
the transition to conceiving of them as potential principal occupations is
only taking place slowly. Given the underdeveloped state of the informal
sector (compared for instance to other countries in Asia and Latin America),
there is still substantial scope for expansion. In aggregate, of course,
such expansion can at best follow demand led by growth in agriculture and
the formal sector. However, there is a backlog of untapped potential due to
the very low level of monetization and access in the past - there thus is
scope for a catch-up effect which may allow informal sector growth to exceed
growth of the economy as a whole for some time to come. In addition, the
existence of isolated hill micro-economies also creates opportunities, (eg.
for food processing, for localized import-substitution, and for production
by poor households to supplement their own consumption).

4.62 There are a number of constraints - none of them overwhelming.

Mi) The most confining is probably locational. Non-formal
sector opportunities for the most part do not exist where
the poor currently are (i.e. in areas with poor access and
limited cash economies) - to take advantage of them they
will have to migrate. Although at the expected high rates
of urban LF growth migration in pursuit of non-formal
opportunities represents an opportunity for some, not a
solution for many.

(ii) It is reported that lack of information about markets and
techniques (more than lack of marketing networks) often
prevents the poor from taking advantage of opportunities.

(iii) Nepal does not have the sort of regulatory framework that
constrains non-formal sector activity in other countries -
although the power of local officials and police reportedly
results in a lot of unofficial taxation of small
enterprises.

(iv) There are few explicit barriers to entry - rather the non-
poor will be better positioned (because of their asset base,
education, and connections) to take advantage of commercial
opportunities - the poor will almost inevitably be limited
to the more marginal informal activities.
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4.63 One can identify a number of potential areas of opportunity mostly
in retailing, tourism, food processing, service and repair works. On the
basis of fairly conservative assumptions, it looks like the informal sector
could create about 3 million jobs by the year 2010, accounting for 17Z of
the labour force. (see Annex II.5).

4.64 The policy measures available to facilitate non-formal sector
growth are limited. Perhaps the most effective will be to open up access
through road building. Basic education can also equip the poor to better
take advantage of opportunities as they arise. The effectiveness of credit
and entrepreneurship interventions is questionable - there is little
evidence that these are binding constraints, and experience with the CSI
project suggests that they: (i) will be taken advantage of by the non-poor;
and, (ii) will result in few long-term productive investments which would
not otherwise take place. Programs with a very small-scale focus (eg. SFDP)
have had some success in getting the poor involved in incremental non-formal
activities (eg. purchasing a goat, poultry raising), mostly through group
formation and intensive support; although their effectiveness in raising
incomes has been mixed.



V. THE SOCIAL DIMENSIONS oF POVERTY

A. Nutrition and Access to Food

5.1 Thirty-six percent of the population of Nepal consumes less than
the estimated minimum calorie requirements. Nationally, more than 50S of
children under six are stunted,l/ with local studies finding rates as high
as 80X. These rates of malnutrition are as high as anywhere in the world
and are comparable to those found in the African Sahel during periods of
drought. Food security is complicated by high levels of disease and
parasitic infestations so that consumption of adequate calories is a
necessary, but not sufficient, condition to prevent malnutrition.

5.2 Access to food is not, of course, necessarily linked to local food
self-sufficiency; in Nepal however the two are closely tied. Firstly,
because in many.areas the cost of bringing in foodstuffs is sufficiently
high that they will not be affordable at any expected income levels in the
near future. Secondly, production of foodgrains for own consumption
constitutes the largest share of income among the poor, so in the absence
of substantial off-farm employment opportunities, raising incomes (the
correct solution to food insecurity) will consist largely of raising
foodgrain production.

Nutrition

5.3 The last national nutrition survey in 1975 found 51? of children
under six were stunted. Rates of stunting are somewhat higher in the hills
than in the terai, but nowhere are they below 45Z. More recent local
surveys have found similar rates, with some areas having 80 stunting among
children under five.

5.4 Inadequate access to food is clearly not the sole cause of
malnutrition in Nepal. About 30? of households have inadequate access to
food, while more than 50Z of the children are severely malnourished.
Moreover, perhaps only 1O0 of the households have access to so few calories
that the children would be expected to be severely malnourished. Children
in Nepal suffer from a combination of inadequate access to calories and
very high rates of disease (the two week morbidity rate from diarrhea for
children under 5 is 31X). These form a cycle in which disease leads to
malnutrition and malnourished children are more susceptible to disease. In
addition, most children also suffer from gastro-intestinal infections and
parasites which can cause the loss of 202 or more of the calories consumed
and weaken children further. Local studies show prevalence rates of 86-91?
for intestinal pathogens.

5.5 Case studies comparing nutritional and economic status in Nepal
show that there is some relationship, i.e. wealthier households have
somewhat fewer malnourished children. But the change in economic status
necessary to make a significant difference in nutritional status is quite

1/ Stuntings less than 90X of the National Academy of Science median
height-for-age. Stunting at this level represents a serious health
risk and is associated with increased rates of morbidity and mortality.

73



- 74 -

large: with 50-lOOX increases in income needed before measurable declines
in stunting are observed (see Annex II.8). It would be unrealistic to
expect that income generating efforts alone could produce a change in
income large enough to affect nutritional status for many of the poor.

5.6 Reducing malnutrition requires insuring access to sufficient
calories and reducing the prevalence of parasites and disease. Specific
interventions are possible to improve hygiene, promote appropriate weaning
practices, manage disease episodes more effectively, improve sanitation and
water supply and promote breastfeeding. In addition, effective health
programs such as immunization will help break the disease-malnutrition
cycle (see subsequent discussion of health and the poor).

Adequacy of Food Supplies

5.7 The percentage of households consuming less than recommended
levels of food is highest in the rural hills, 47Z, followed by urban areas,
about 40Z, and the mountains, 31X. 2/ Even in the rural terai, which is a
food surplus producing region, 23Z of households do not consume enough food
to meet the requirements.3/

5.8 The proportion of income spent on food is a good indicator of
poverty and of food insecurity. Typically, at very low levels of income,
expenditures on food remain constant as a proportion of income until
caloric requirements are met, or are close to being met. Then as income
increases, the proportion of income spent on food declines. This is true
in Nepal, but significant declines in the proportion of expenditure on food
occur only at higher income deciles.

5.9 In rural areas, food expenditures remain over 60? of total4/
expenditures through the 6th or 7th income decile, suggesting that until
such levels of expenditure, households do not feel they are meeting their
food consumption needs. It appears that a per capita expenditure level of
roughly Rs. 200/month (1984/85 prices) is needed before households greatly
decrease the proportion of expenditure on food. Only about 35? of the
households in rural areas have this level of income. Expenditure patterns
for most of the population (see Chapter 2) are similar to those of very
poor people in other countries who spend high percentages of their income
on food, and specifically on foods that maximize calories for each unit of
money spent.

2/ The National Planning Commission calculates per capita consumption
requirements of 2140 kcals/person/day in the terai and 2340
kcals/person/day in the hills and mountains, based on WHO guidelines
adjusted for climate and household composition.

3/ Based on actual expenditures for food, including the value of own
production consumed within the household.

4/ Total expenditure includes the imputed value of self-produced food,
non-purchased fuel and the rental value of owned homes. The inclusion
of the latter two makes it appear as if the poor in Nepal are spending
relatively less on food than the poor in other countries where the
lowest income groups often have 80? of expenditures on food.
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Regional Food Balances

5.10 With few substantial sources of foreign exchange, Nepal is
primarily dependent on its own agricultural production to meet consumption
needs. A net exporter of food grains throughout the 1960s and 1970s,
Nepal now produces less than its own consumption requirements; total
current production of grains meets only 90? of requirements and is
declining. While foodstuffs can in theory be imported to make up the
shortfall, in fact they are not, because of limited purchasing power and
high transport costs. In fact, it appears that the net flow of foodgrains
is still out of Nepal to India.

5.11 Some inaccessible hill and mountain districts produce less than
half of the food they need. Caloric availability resulting from regional
production of grains and potatoes is shown in Table 5.1. Due to low
incomes and poor transportation, local food availability is synonymous with
local production in most mountain and many hill districts.

5.12 All the terai regions produce a surplus except for the eastern
terai. The surplus produced in the terai does not necessarily go to
deficit areas in the hills. Anecdotal evidence suggests that much of it
goes to India. In the hills and mountains only the western mountains
produce a surplus.

Table 5.1: Regional Per Capita Production of Grains and Potatoes
(kilocalories/person/day)

Development Region

Ecological Far West Mid-West West Central Eastern Nepal
Zone

Mountains 848 795 2656* 930 1413 1035
Hills 846 1201 1219 1407 1741 1330
Terai 2197* 2140* 2253* 2262* 1659 2046

Nepal 1339 1499 1562 1795 1664 1635

* Indicates regions producing adequate or surplus food.
Estimated minimum requirement (assuming 802 of calories provided
by grains and potatoes):

Hills and Mountains: 1872
Terai : 1712

Source: DFAMS and CBS.
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5.13 Population growth has been outstripping food production in most
areas of the country and most importantly in the terai, the major surplus
area (Table 5.2). Given the dependence of incomes on agriculture, the
decline in per capita production of calories suggests a similar decline in
per capita income and a decrease in food security. While population growth
may not continue at the same high levels, it is unlikely that food
production can continue to increase in the same manner as it has done over
the last two decades - through expansion onto marginal lands (see para.
5.17).

Table 5.2: Population Growth Rates (1971-1981) and Growth
Rates of Agricultural Production (1967/68-1987/88)

Annual Growth Rate of: Mountains Hills Terai Nepal

Population 1.42 1.7Z 4.1Z 2.6Z
Agriculture 0.21 1.4Z 1.5Z 1.4Z

Source: DFAMS and CBS.

5.14 In addition to regional food shortages, there are wide seasonal
variations in food supply. In the absence of reliable water supplies,
foodgrain production varies by as much 40? from year to year. Thus every
four or five years there are major seasonal shortages (see Figure 5) - which
can be catastrophic for the poor.

Figure S.
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Food Prices

5.15 The rural poor in Nepal produce only about 651 of the food they
consume, so food prices have a significant impact on their food security.
In the inaccessible hills, local supply and demand largely determine prices
because transport costs make imported foods prohibitively expensive. For
example, transportation costs for grain from the terai to a hill town 2 days
from the roadhead doubles the price. In the teral, prices are largely
determined by the Indian market. This dominance of the terai markets by
Indian markets and the inaccessibility of the hill markets means there is
very little scope for government price policy to improve food security.

5.16 Inaccessibility and transport difficulties also exacerbate seasonal
price fluctuations. In remote districts, fluctuations may be 40-60Z
compared to a national average of 20-25Z. The poor are hurt twice by the
wide price differences because, in order to pay debts, they are often forced
to sell crops immediately after harvest when prices are 'low, and buy food
during the dry season when prices are high.

Food Balance Projections

5.17 Projections show that with current agricultural growth rates, only
a drastic reduction in population growth will improve per capita food
production (column 1 in Table 5.3) and this is unlikely to occur. Improved
agricultural performance (column 3) and moderate decreases in population
growth will improve per capita food production somewhat, but domestic food
supplies will remain below levels necessary to meet minimum needs. All
these projections are dependent on continuing increases in cropped area and
cropping intensity which are not sustainable at current rates. If, as is
likely, limits to the expansion of farming land are reached before 2010,
then in the absence of major yield improvements sharp decreases in per
capita production will occur (column 4). 5/

Table 5.3: Proiected Daily Per Capita Availability of
Calories from Grains and Potatoes

(Kcals/person/day)

Agricultural Growth and Population Projection

Current Ag. Current Ag. Improved Restricted
Growth and Growth and Agriculture & Land Expansion
Low Pop. Medium Pop. Medium Pop. & Medium Pop.

(l) (2) (3) (4)

1990 1,499 1,499 1,499 1,499
2010 1,621 1,485 1,730 1,211

Corresponding Grain Deficit in 2010:
(000 mt.) -567 -1,040 -232 -1,950

Source: Annex II.8.

5| Long-term agricultural productivity is dependent on maintenance of some
forest land for fodder and fuel resources, so reserving land for forest
Li economically rational although politically difficult.



- 78 -

Improving Access to Food

5.18 For the foreseeable future it appears that only the agriculture
sector has the potential for substantially improving incomes among the poor,
both directly through increased production and indirectly through increased
demand for labor and decreased food prices (see Chapter 4). Until the
transportation system improves dramatically, producing food locally will be
much more efficient than importing food, even though local production costs
are often higher and yields lower. In addition, local production largely
determines local demand for labor and therefore local wages.

5.19 After improvements in agricultural productivity, improvements in
infrastructure may have the most significant long-term impact on food
security through decreased prices for food and agricultural inputs.
Comparison of prices in adjacent hill districts show that districts without
motorable road linkages to the terai have food prices 50-10O1 higher than
districts with such road linkages.

5.20 A third method of improving long-term food security involves
improvements in the utilization of current household resources. Fifteen to
twenty percent of the population has access to more than the minimum
recommended calorie levels, but is malnourished nevertheless due to disease
and parasites. Improved health services, focusing on prevention - better
water supplies, hygiene, improved feeding practices, could all have a
substantial impact on the number of people malnourished.

5.21 Improved food storage facilities combined with a credit program
could also potentially imlprove utilization of current household resources by
allowing poor families to hold crops until prices were higher rather than
selling them immediately after the harvest. Poor households would benefit
through lower post-harvest storage losses, higher prices for the crops they
sell and/or less need to buy food when prices are high.

5.22 The programs most frequently associated specifically with food
security in Nepal are food subsidy and distribution programs. These
programs provide what amount to short-term increases in incomes through
lower food costs or free food. These and other food security programs are
discussed in more detail in Chanter 6.

B. Education and the Poor

5.23 As was pointed out in Chapter 2, the poor participate much less in
education than do the non-poor. Official enrollment rates have grown from
about 22Z in 1971 to about 85Z today.6/ But this growth has been fueled
largely by increases among the non-poor, enrollment by the poor - and
especially poor girls - is substantially lower.

61 Gross primary school enrollments according to Ministry of Education
statistics - actual rates are probably substantially lower.
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Figure 6.
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MPHBS data show enrollment rates among the poor of about 30? in the terai
(compared to 50? among the non-poor), and 55Z in the hills (732 among the
non-poor). At secondary levels and among girls the differentials are even
more marked (see Annex II.2).

5.24 Access by the poor is hindered because they are less able to pay
the direct costs of education; because they are less able to bear the
indirect costs of labour forgone; and because they tend (at the margin) to
live in areas which are less well served with schools.

5.25 Children's labour time is a significant source of family income -
.LF participation rates are higher among 10-14 year olds than for the labour
force as a whole. They also provide a large proportion of domestic labour-
tending livestock, caring for siblings, cooking, and carrying water and fuel
- freeing older family members to engage in essential off-farm employment.
Time-use data shows that girls above the age of 10 are engaged almost full-
time in such pursuits, and about half time (3-4 hours per day) below the age
of 10. There are marked differences between poor and non-poor female
children's work hours in the terai - less so in the hills (perhaps due to
the universal work burden imposed by poor access). Children also play a key
role in meeting peak agricultural demand during harvesting and transplanting
- at which times the family cannot free them for school.
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5.26 The direct costs of school attendance may be in the range of Rs.
10-20 per month (much higher in secondary school)7/ - relative to
discretionary household cash incomes of Rs. 100-140 per month among the
poor. Such families, with between three and six children, would likely be
able to afford to send only one to school.

5.27 There are other, less tangible, disincentives to educational
participation which relate to caste and ethnic group membership, and the
subtle perception that the school is not a place where lower social groups
are welcome. Finally, there is a perception among the poor that education
is unlikely to make any material difference to their economic standing.
This is based in part on accurate perceptions of limited income-earning
opportunities, and of the rigid caste structure, which limits mobility.

5.28 Furthermore, some characteristics inherent in the school system
discourage participation - particularly by the poor. The primary curriculum
is excessively complex. Children are expected to join with a basic
knowledge of the alphabet - an infeasible proposition in the case of the
poor who come mostly from illiterate households. Similarly, education is
provided exclusively in Nepali, which is less likely to be the mother tongue
of the poor.

The Education System

5.29 The education system as a whole suffers from poor facilities,
inadequate teacher training, a curriculum that is too academic and often
irrelevant, and excessive reliance on rote learning and examinations.
Coverage, although much improved, remains insufficient, and many children
are still an hour or more's walk from school. The internal efficiency of
the system is very low (taking an average of 13 person-years of instruction
to produce an elementary graduate), due to very high drop-out and
repetition rates.8/ There is thus substantial scope for improved
effectiveness within the existing system. HNoever the two overriding
problems are growing financial constraints and non-attendance of children
(particularly girls) who are within range of a school.

5.30 Expenditure on education is about 1.9Z of GDP - currently
equivalent to US$3.10 per capita. This puts Nepal among the lowest spenders
on education in the world, both as a proportion of GDP, and in absolute
terms. In aggregate it is clearly insufficient, since it only covers the
costs of the 65Z of (primary school-aged) children who are in in primary
school, and the 20Z of those (secondary-aged) who are in secondary school.
The allocation of funds could be improved (for example the university has 22
of the students but 23Z of the budget) - but this would not obviate the need

7/ While primary schooling is in theory free, costs are incurred on
supplies, examination fees, and often other charges levied to support
school budgets.

8/ For example 62? of those who start the first grade do not pass to the
socond grade.
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for major additional financing if educational capacity (even at the primary
level) is to catch up with potential demand.

5.31 Attempts at alternative financing arrangements have had undesirable
equity effects. HMG has consciously under-funded secondary expansion,
providing only about 0S of total costs, and passing the rest on to the
community. As a consequence there has been rapid growth of private
secondary schools - which tend to serve only urban areas and the relatively
well off. The danger is entrenchment of a two-tier system, which provides
highly unequal access to, and quality of, education. Nor are user fees a
very useful solution in the Nepalese context. Given the high value of
social benefits resulting from primary education, it is doubtful that one
would want to use financial instruments which would further discourage
participation. Furthermore, with the very low level of cash incomes among
the poor, there is likely to be a serious ability-to-pay constraint.

5.32 Insufficient capacity may not, however, be the binding constraint.
Many children who live within range of a school are not attending. The
reasons for non-attendance are complex, and include:

- other demands on the use of childrens' time;

- the low private returns of providing education (especially to
girls, who are lost to the family at marriage),

- inability to pay the private costs of education,

- cultural factors, and,

- perceived irrelevance and poor quality.

The determinants of school attendance are not well understood, and require
more analytical work to determine what the most cost-effective interven-
tions may be to get children into school. However the time-use data
suggest that increasing enrollments (which amounts largely to increasing
female enrollments) may depend on designing measures which reduce the work
burden on girls.

The Role of Education in Poverty Alleviation

5.33 What then is the relative importance of education as a poverty
alleviation strategy in Nepal - both for the country as a whole (i.e. in
contributing to economic growth in general), and for poor households
specifically? The corollary to this question is: What is the optimal level
(and type) of education to provide to have an impact on the incomes of the
poor?

5.34 There has been substantial research on the productivity effects of
education in developing countries. Most indicates that agricultural output
increases (by about lOX) as the result of primary education, that the main
impact is on the use of modern inputs, that the impact is higher in lower
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technology/poorer environment conditions, and that basic education is
generally adequate for traditional farming systems.

5.35 Studies in Nepal estimate the increase in farm output as the
result of primary education at between 1O and 20% (the latter in
conjunction with complementary inputs),9/ with higher gains on modernizing
farms than on traditional ones. Jamison and HoocklO/ found education
effects significant only in the case of wheat (an introduced crop),
confirming other studies which found education to be most important when
adapting to changed circumstances. Two studies also found definite
evidence of a threshold level of education of about six or seven years -
below which the impact on incomes was small. (This may however reflect the
inefficiency of the education provided - requiring seven years to produce a
primary education - rather than implying a need for lower secondary
education to achieve an income effect).

5.36 The effectiveness of basic education in raising personal incomes
thus appears to depend on having a constellation of supporting factors -
perhaps good land, an accessible location, access to modern inputs - which
are unlikely to be available to the poor.

5.37 The poor may in fact be following a rational strategy in not
sending their children to school - if there is an absence of off-farm
employment opportunities, if the perceived relevance of both the curriculum
and quality is low,.;or if the opportunity cost in labour forgone is higher
than the returns to family income (or all of these). And especially if
they are correct in their perception that a fairly high level of education
(eg. secondary or above - -which they have little hope of achievinig) is
needed to make a marked difference in expected incomes.

5.38 On the other hand, no country has made the transformation to the
sort of growth path which is necessary to eliminate poverty in Nepal
without widespread general education to at least the primary level.
Analysis by USAID suggests that providing universal primary education in
Nepal would raise aggregate agricultural output by about 62 - paying for
itself in the first year. Furthermore, there are a number of indirect but
very important effects, including:

- the overwhelming impact of female education on fertility;

- the effect of general (and especially female) education on
hygiene behavior (and thus on nutritional levels);

- the role female education plays in breaking down the
traditional cultural seclusion of women, leading to the higher
female LF participation rates needed by the poor (especially
in the terai); and,

9/ See Annex III for references on the returns to education in Nepal.

10/ D. Jamison and P. Moock Farmer Education and Farm Efficiency in Nepal,
The World Bank, 1984.
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- the fact that education of the poor builds their confidence,
improving their capacity to deal with creditors, landlords,
and official services; and to form themselves into self-
reliant groups.

5.39 There are thus substantial externalities involved which result in
the social returns to basic education exceeding the private returns by some
substantial margin. HHG should be willing to consider measures to
compensate individuals to overcome this differential - by, for example,
investing in improved primary schooling capacity, curriculum reform, and
even scholarships in some instances (eg. to encourage female
participation).

5.40 With respect to the optimal level and type of education, the
evidence is unclear, but analysis in Nepal and elsewhere suggests that the
rate of return to primary education is consistently higher than to higher
levels (mostly as the result of lower unit costs). There is no doubt that
basic literacy and numeracy alone can have a transformational effect on the
poor. These can be imparted through non-formal training or about three
years of primary schooling. Beyond that level, we do not know what the
aggregate impact of further schooling would be on the incidence of poverty;
although some analysis suggests that a level of lower secondary is required
to make a substantial difference to personal incomes and fertility
behaviour.

5.41 Higher level (eg. secondary) education can have a substantial
benefit for the poor individuals who receive it, but is unlikely to have
much effect on an aggregate scale in the absence of a transformation of the
economy that would create substantial formal sector employment and/or the
conditions for modern agriculture. However in the long-term, given the
limited resource base, any development strategy for Nepal must rely on
developing a skilled workforce.

5.42 With respect to other training and skills acquisition programs
designed specifically to raise the incomes of the poor, the experience has
not been encouraging (see Chapter 6 on poverty programs). While developing
a skilled workforce is an important element of overall development, our
analysis of non-formal sector employment suggests that the binding
constraints on the poor are often not skills (which at the low levels
involved could probably be most cost-effectively acquired informally or on
the job), but rather access to markets and inputs, and the absence of a
cash economy.

Strategies

5.43 HHG should continue to upgrade general education for the
beneficial inmpact it can have on aggregate economic growth. However to the
extent that the objective is poverty alleviation, it should concentrate its
efforts ons

- literacy and numeracy,

- lower-to-middle level primary education, and,

- education of girls - for the effect this can have on
fertility, hygiene, and nutrition.
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A package of specific measures should include those outlined below.

5.44 Allocate Sufficient Resources to Primary Education - if Nepal were
to achieve universal primary education by the end of the century, it would
require a sustained level of expenditure of about US$50 million equivalent
per year (compared to a current level of $24 million equivalent). There is
room for cost-effectiveness improvements (by getting more students into
existing schools, and improving internal efficiency - by for example
reducing repetition rates) - but in aggregate these would not substantially
reduce the magnitude of the requirements, which are driven mostly by the
growing numbers of school-aged children. HMG and the aid community should
be prepared to provide this level of funding.

5.45 A National Literacy Campaign. An existing program has developed
excellent materials and approaches - but reaches only 70,000 per year out
of an estimated 12 million illiterates. It could be expanded to a national
campaign at modest incremental cost.

5.46 Measures to Improve Participation by the Poor. Design of these
measures - which may rely on non-educational interventions - will have to
await deeper analysis of the determinants of school participation. Some
measures need to be undertaken anyway to improve the utility and
attractiveness, of primary education, including:

- improving the relevance of the curriculum;

- shifting away from rote learning, and reducing reliance on
examinations, at least in the early years; and,

- considering automatic promotion in the first three grades
(because studies show that if students stay through the first
year or two they are much more likely to complete primary
education.

Based on experience in other countries the following measures may also be
part of the solution:

- siting schools closer to families (which allows families
readier access to their children's labour);

- expanding programs which allow flexible school hours;

- recruiting teachers from the local area;

- considering instruction in languages other than Nepali; and,

- adult literacy, because literate parents are more likely to
send their children to school.

5.47 Measures to Improve Female Participation - again, the most cost-
effective solutions may involve non-educational interventions, related
mostly to measures to reduce household demand for female child labour time.
Two specific educational interventions would include:
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(i) increasing the number of female teachers (in this regard HMG
needs to postpone the requirement that all teachers hold an
SLC pass - which severely limits the pool of female
candidates - especially in remote areas.); and,

(ii) considering programs for female scholarships and the
provision of school uniforms for girls.

C. Poverty, Population and Health

Population

5.48 There is no prospect of seriously increasing average incomes if
the population continues to double every 25 years. Curbing population
growth is thus the central, single most important poverty alleviation
strategy for Nepal. To achieve it will require a drastic, national
campaign-style solution - such as has been implemented in Indonesia or
China. The current incremental approach cannot yield sufficient results to
have any impact on the incidence of poverty. To achieve some stabilization
of population growth (say 1.52 p.a. by 2010) will require total fertility
falling to about 3 (children per woman) from its current level of 5.8 -
this in turn requires a contraceptive prevalence rate of about 50Z.11l
Only 15Z of married women of reproductive age presently use any form of
contraception - and most of these are accounted for by sterilizations
performed after having had four to six children, and thus have little or no
effect on population growth.

5.49 The Government's population efforts expanded in the early 1980's
through a major sterilization program. However Nepal has not been able to
develop the sort of broad-based national population program which has been
successful in other countries. Essential temporary methods are delivered
through a moribund health service, which lacks outreach capacity, and is
staffed largely by male workers, who cannot effectively deliver family
planning services to female clients. Despite a number of encouraging
policy statements, empirical observations suggest that population enjoys
nowhere near the level of priority that is necessary. Nepal, for example.
spends about $0.10 per capita on population activities, compared to about
$0.50 per capita in India and Bangladesh; similarly, the recent 8th Plan
Approach paper relegated population issues to seventh place out of seven
development priorities.

5.50 Nepal does not face the same cultural and religious barriers to
fertility control that hinder many of its neighbors, and if the Government
could put into place an effective program to promote and support temporary
methods - then there is the possibility that population growth could be
effectively curbed. There is some evidence that desired family size is

11/ Sources Social Sector Strategy Review; Total Fertility Rate (TPR) - is
the number of children ever born per woman of reproductive age; the
Contraceptive Prevalence Rate (CPR) is the percentage of married women
of reproductive age practicing some form of contraception.
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lower than actual family size (although perhaps not among the poor),
suggesting that there is unmet demand for family planning services. Forces
are thus in place for a decline in population growth rates - but only if a
major national effort is made.

5.51 What is required is: (i) a major shift to temporary methods of
contraception, and (ii) a sustained sterilization effort, but focussed on
those in lower age groups who have reached their desired family size. The
success of temporary methods depends on a program of sustained support at
the individual level, such as can only be delivered by a cadre of well-
trained (mostly female) outreach workers. Relying on incremental
improvements to the current service delivery system will not yield results
quickly enough to have any impact. Where such programs have worked in
other countries, they have been central national prioritiess well-funded,
well-publicized programs that receive emphatic public support from the head
of state and all levels of Government. Nepal needs to allocate major
funding for such a program. Given the weakness of the service delivery
system, this is admittedly a gamble, but it is one the country cannot
afford not to take.

5.52 The elements of such a program might include, for example: (i)
recruiting and training 25,000 highly paid female family planning workers,
with adequate support and incentives to operate at the periphery; (ii)
population-linked incentives in other sectors; (iii) possibly establishment
of a separate delivery framework - outside of the health services; and,
(iv) development of a cadre of population specialists and program managers.
This would cost about Rs. 500 millior. per annum ($18 million - or $0.95 per
capita, similar to the costs of a successful program in Indonesia). It is
recommended that HMG develop such a program as a matter of the utmost
urgency.

5.53 Provision of family planning services alone will not, of course,
necessarily reduce fertility among the poor. Children have a high
perceived economic value in the subsistence economy - both because they
expand the family's production possibility frontier, and because they are
seen as a source of security in old age. Surveys indicate that about two-
thirds of families do not use contraception because they are unwilling to
limit family size, largely for economic reasons.12/ This is reflected in
the preference for sterilization after achieving a desired family size, and
reluctance to use temporary methods. Similarly women are much more willing
to consider contraception after giving birth to two or three sons - while
the birth of daughters (whose economic value is lost to the family at
marriage) has little impact on family planning decisions.

12/ UNICEF; Women and Children of Nepal, 1987.
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5.54 The private economics of family-size decisions in Nepal are not
well understood. The one available piece of analysis (of 300 terai
families)13/ found only child labour and duration of marriage to be
statistically significant in explaining fertility. More work needs to be
done on this as part of designing major population program interventions.
(It may be cost-effective, for example, to allocate resources to female
employment; or irrelevant to provide family planning services if there are
over-riding incentives against limiting family size.). An understanding of
the household income effects of having fewer children among the poor is
also important to ensure that population control initiatives do not have an
adverse effect on household incomes - or if they do, to incorporate
compensating measures.

5.55 Raising average incomes and increasing financial security are
clearly conditions which facilitate rapid declines in fertility. However
experience in other countries shows that significant fertility declines are
possible in the absence of rapid economic growth. The principal
determinants are average levels of education (and especially female
education), the incidence of female labour force participation; and to a
lesser extent levels of infant and child mortality (since total fertility
may be explained in part by expectations regarding the probability of child
survival.) Measures in all of these areas, in which Nepal ranks among the
lowest in the world, will also pay dividends in curbing population growth.

Health

5.56 Health status is uniformly poor in Nepal - with infant mortality
rates (113 per thousand) among the highest in the world, and life
expectancy (52 'years) among the lowest. There are remarkably high
incidences of parasite infestations, diarrhoeal diseases, goitre, acute
respiratory infections, and morbidity associated with pregnancy and
childbirth. Cretinism, blindness, and other permanent disabilities afflict
a large proportion of the population.

5.57 There is no data on health status by income level - but it is
almost certainly worse among the poor than on average - because their lower
nutritional status leaves them more susceptible to disease, and because
they are least likely to have access to either curative or preventative
health services. The health of many is sufficiently bad to impair their
ability to work - draining total labour productivity, as well as reducing
personal incomes and increasing the dependency burden within poor families.

5.58 The health service is at a very rudimentary level - and reaches
very few - let alone the poor. There were estimated to be only 863
physicians in 1987. Health infrastructure is severely underdeveloped - in
most parts it is several days' or hours' walk to the nearest health post,
which is often little more than a shack lacking staff or supplies. The
system is plagued by a range of institutional and service delivery
weaknesses. As in most countries the composition of expenditure within
health is biased (both geographically and by type of care) in favor of the

13/ K. Rauniyart Demand for Children in the Nepal Terai; Winrock, 1985.
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non-poor. Although there is some scope for re-allocation towards rural,
primary health care, the institutional barriers to developing an effective
health service in the near term are formidable (see para. 5.62).

5.59 There are, however, a number of interventions which could have a
dramatic impact on the health status of the poor, at relatively little
cost. These include improved nutrient retention via improved hygiene
(since many illnesses are the result of poor sanitation); improved
nutrition - through increased food security and better feeding practices;
and measures to reduce fertility. The most useful interventions would be
in the areas of female education, rural water supplies, and to some extent
targeted nutrition (see nutrition section). One option may be a national
hygiene campaign - which would incorporate hygiene awareness with improved
water supplies and sanitation.

5.60 There are also selected health care interventions which are
particularly cost-effective - including immunization (only 11 of children
are currently fully immunized), the use of oral rehydration salts, and
micro-nutrient supplementation (iron, iodine, and vitamin A). These have a
disportionate impact on health status, and for each there is an existing
program which is amenable to expansion, without depending on major
institutional improvements. Expansion of these should be the first line of
attack. Reductions in fertility will also go a long way towards improving
the health status of the poor - both because health status of children
increases dramatically with spacing between births, and because
complications of pregnancy and childbirth account for a large share of
female morbidity and mortalLty.

5.61 Access by the poor to health services is hindered both by cost and
by the weakness of the health care system. The direct costs of medical
care represent a relative small average proportion of expenditure by the
poor (2-3Z of total income, 7Z of cash incomes). However numerous village-
level reports suggest that it is a major cause of catastrophic expenditure,
and is often cited as the reason for going into unsustainable debt.
Unfortunately many of these payments are made for traditional cures of
dubious value.

5.62 The problems of the modern health sector have been well-documented
elsewhere,14/ and include:

- inadequate resources ($1.85 per capita, compared to an
average of about $4.00 among low income countries);

- the absence of a sectoral strategy or expenditure plan which
allocates resources where they would have the greatest health
impact;

- excessive centralization of staff and resources, and unwieldy
funds release mechanisms; and,

14/ See for example, the Social Sector Strategy Review.
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- weak supervision and management, and a confused institutional
structure.

Steps are underway to address most of these - however overcoming them will
be a long, slow process involving subtle service-delivery improvements.
The point is that one can improve the welfare of the poor at existing
income levels by improving their health status - but it should be done
through measures which are not reliant on institutional strengthening of
the health service.

5.63 HMG should by all means continue with upgrading of the health
service - but given the institutional barriers involved (many of which are
civil service-wide), and the lack of effective access by the poor, the
focus should be mostly on non-medical interventions.





VI. POVERTY RELATED PROGRAMS AND POLICIES

A. HMG's Policies and Programs

General Policies

6.1 The first few development plans during the 1960's quite correctly
emphasized infrastructure investments. Recognizing that these would not
create growth quickly enough the emphasis shifted (around the Fifth Plan)
to raising aggregate income through production incentives and investments.
Most recently the government has recognized that the benefits of this
growth will reach only some segments of the population. Consequently HMG
has started to concern itself with distributional aspects - particularly
with assuring the provision of basic minimum needs, and with employment
generation.

6.2 Historically, HMG has not in general followed redistributive
policies. It uses foreign aid to finance services which benefit the poor
(eg. IRDP's, health services, food aid) rather than redistribute through
direct taxation. This is not an irrational strategy - as long as aid flows
keep up - given the lack of resources to redistribute; although: (a) the
level of taxation is remarkably low, and (b) it suggests problems of long-
run sustainability of, and commitment to, these programs.

6.3 There are some notable exceptions to this trend - for example, the
1964 land reform effort, and the stated aims of the Basic Needs Program.
HMG's ambivalent approach to redistributive issues has reflected the
competing pressures of, on the one hand, the efficiency gains and popular
support to be had from dismantling the feudal system, and on the other hand
the political and economic interests of traditional elites.

6.4 Tax revenue has averaged only 6-71 of GDP, although it has risen
recently (to 8.4%) as a result of measures under the structural adjustment
program to improve fiscal discipline. This puts Nepal among the lowest
taxing countries in the world. The ratio of revenue-to-GNP reported in the
1989 WDR is about one-third that of the average for low income countries as
a whole, with lower rates reported only for Chad and Sierra Leone.

6.5 Indirect taxes account for almost 8OX of tax revenue, of which
import-related taxes account for half. These are progressive in that they
are directly related to consumption of imported goods, which the poor do
not consume. More striking is the virtual absence of income or wealth
related taxes. It is admittedly difficult to administer an income tax in a
subsistence economy, and a more useful proxy would be a land tax - although
with very small average holding sizes, care needs to be taken to
differentiate between true smallholders and surplus producers with
fragmented holdings.

The Composition of Public Expenditure

6.6 The overall composition of public expenditure (Table 6.1) is
relatively consistent with a poverty alleviation strategy - i.e. with the
emphasis on agriculture and infrastructure (17% and 231 of expenditure

91
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respectively), and a reasonable share of public resources going to social
services (16Z). The problems lie more in (a) the low absolute level of
financing (as a consequence largely of the low level of GDP), which results
in per capita expenditure among the lowest in the world; and (b) the
institutional and service delivery problems which hinder the effective use
of these resources (see section on Institutional Issues below).

Table 6.1: Composition of Public Expenditure - 1988/89

Share of
Public Per Capita US$ Share of
Expenditure Expenditure Equivalent GDP

(Rs.)

Administration 7.72 64 $2.57 1.6Z
Defense and Order 10.82 90 $3.61 2.2Z

Education 9.1Z 76 $3.04 1.9Z
Health 5.5X 46 $1.84 1.1Z
Other Social Services 1.7Z 14 $0.57 0.3Z

Agriculture 17.4Z 146 $5.85 3.6Z

Industry and Mining 5.0Z 42 $1.67 1.OZ

Utilities 14.1Z 118 $4.72 2.9Z

Transport 9.52 80 $3.19 1.92

Interest, Transfer and
Others 19.3Z 162 $6.47 3.9Z

TOTAL 100.02 838 $33.53 20.5Z

6.7 There is some room for improvement of the allocation within sectors
- for example from tertiary to secondary and primary education; from
curative to preventive health care; and from bulky irrigation investments to
smaller schemes.l/ However in aggregate these will not make a substantial
enough difference to the level of services delivered. That will require
greater resource mobilization in total, as well as improvements in
operational effectiveness.

6.8 In addition, many programs with a potential alleviation impact need
a change in focus to more accurately address the needs of the poor. Many of
the expenditures which are nominally justified on poverty-alleviation
grounds are in fact only weakly poverty related. (See for example the
discussion of subsidies and transfers, and targetted credit later in this
chapter).

1/ See discussion in the Social Sector Review, and in relevant sectoral
chapters for some specific recommendations.
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The Basic Needs Program and the Eighth Plan

6.9 Recognizing that growth alone would not lift many Nepalese out of
poverty in the near future, and that general development programs were not
reaching the poor, HMG announced the Basic Needs Program (BNP) in 1987. The
BNP was intended to achieve minimum Asian standards of living for all by the
year 2000. It included the following specific elements:

Agriculture

- expansion of irrigated areas;

- intensive cultivation to reduce food deficits in hill areas
(including rainfed research);

- increased use of modern inputs - through both public and
private sector distribution;

- expansion of the SFDP, PCRW, and land reform, and other
programs with a poverty focus.

Primary Education: Expanded teacher training; distribution of free
textbooks; curriculum revision; introduction of measures to encourage girls
to attend school; and expanded non-formal education.

Primary Health Care: Expansion of family planning, maternal and child
health, immunization, and respiratory disease programs.

It also included measures to increase the supply of clothing and housing by
the private sector.

6.10 The BNP contained most of the elements of a successful poverty
alleviation program in Nepal although it suffered from some serious flaws in
approach. In some sectors it was excellent (eg. education), in others it
gave the correct emphasis, but did not go far enough (eg. population). The
main shortcoming is that this approach is centered on intensification of
existing programs - often without addressing the reasons why they have
failed in the past. The target-driven nature of the program could distort
efforts, and in some cases force the allocation of resources to admittedly
unproductive programs in an effort to achieve unrealistic targets; there is
also a danger that the input targets are not interpretted in a sufficiently
flexible manner, and could stifle more imaginative interventions.

6.11 The Government realized that the BNP did not adequately address
employment and income generation issues. The Approach Paper for the 8th
Plan (1990-1995) emphasizes the need to generate employment, and the fact
that some targetting is necessary, because general programs tend not to
reach the poor. The paper proposes an emphasis on agriculture, and
especially irrigation, as well as suggesting that most productive sector
activities will be expanded. It does not spell out the specifics of how
this is to be achieved - although this may be because it is in the nature of
a broad strategy document. One area of concern is the relatively low
priority accorded the population growth issue in the paper. While it is
acknowledged that this is important, the document does not give the
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impression that policy-makers have accepted the fact that curbing population
growth is the central element of any effort to raise incomes.

B. Poverty Alleviation Programs

6.12 The table below shows the salient features of the major poverty-
related programs in Nepal. The subsequent sections summarize our assessment
of their role in contributing to poverty alleviation, based on the more
detailed program reviews undertaken as part of this study.

Table 6.2: Nepal - Poverty Alleviation Programs at a Glance

Approximate Annual Cost (1988/89)
(Rs. millions) (US$ million)

Subsidy and Transfer Programs
Nepal Food Corporation 209 $8.4
Fertilizer Distribution 200 $8.0
Agricultural Credit Subsidies 48 $1.9
Irrigation Operations Subsidy 38 $1.5

Integrated Rural Development Projects 640 $25.0

Food and Feeding Programs
Nutritious Foods Program 26 $1.0
Joint Nutrition Support Program 33 $1.3

Targetted Credit Programs
Small Farmers Development Program 105 $4.1
Production Credit for Rural Women 12 $0.5
Intensive Banking Program 60 $2.4

Employment Programs
Food For Work 38 $1.5
Special Public Works Program 13 $0.5

Income-Generating Programs
Training for Rural Gainful Activities nla n/a
Labour Department Centers 10 $0.4
NGO Income-Generating Programs 25 /a $1.1 /a

a/ Rough estimates only.

Subsidies and Transfers

6.13 Nepal does not operate the kind of large-scale price subsidy or
income-transfer programs which are common in many other countries. Those
which do exist are aimed primarily at providing incentives for agricultural
investments, or transport subsidies to compensate for the high cost of
inputs in the hills. Expenditure on the four main subsidies programs is
estimated at about Rs. 500 million p.a. (US$20 million equivalent) or only
3.3Z of public expenditure.



- 95 -

6.14 Food Subsidies. The National Food Corporation (NFC) provides food
at below market prices to civil servants, and to the population as a whole
in remote areas. The principal benefit is less in the price subsidy element
than in the fact that the program makes food available in areas where there
is otherwise no food for sale at all for large parts of the year. However,
the majority of its food goes to Kathmandu, and to civil servants to
compensate for remoteness. Probably less than 25Z remains as a subsidy to
those living in remote areas, and while there may be some benefit to the
poor, the spread of benefits in remote areas is generally at best
independent of income level. (The impact of the NFC program on food
security is discussed in the subsequent section on food programs).

6.15 In addition to the food distribution program, the NFC is in theory
responsible for encouraging agricultural production with a system of grain
price supports. The price supports are meant to increase production in the
terai and thereby make more food available for transport to the hills. This
program has had no impact, because the amount of grain the NFC buys is too
small to influence the market, and the support price has almost always been
lower than the market price. Moreover, prices on the Indian market dominate
the terai markets and limit the potential impact of government price
interventions.

6.16 Fertilizer Subsidies. The fertilizer subsidy consists of a
transport element and a price element - which is to some extent a function
of the need to maintain parity with Indian prices. The net effect is that
farmers in the terai and Kathmandu probably pay something close to the real
cost of fertilizer, while hill and mountain farmers have been paying below
cost. As mentioned in Chapter 4, the subsidy has very little impact on the
poor, because:

- they do not use fertilizer (because they are not involved in
the cash economy, and because they practice rainfed
agriculture with limited scope for fertilizer use);

- supplies through AIC are unreliable, and unavailable at key
times; and,

- subsidized fertilizer is deflected to India, to Kathmandu, or
goes to the better off.

6.17 Under the second Structural Adjustment Credit HMG is starting to
deregulate fertilizer distribution, and reducing subsidies to discourage
deflection to India, although the total cost of the subsidy has not yet come
down. At any rate it is unlikely that any fertilizer subsidy would have a
substantial direct impact on the poor - given the constraints on their
effective use of fertilizer.

6.18 Credit Subsidies. Through the Agricultural Development Bank of
Nepal (ADBN) HMG provides interest and capital subsidies to encourage
productive investments in agriculture (mostly for irrigation, cash crops,
and livestock). These subsidies have little direct impact on the poor; less
than 10 of such credit is estimated to go to small farmers; they generally
have neither the access nor capacity to use institutional credit; and these
are not the type or scale of investments which the poor undertake.
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6.19 Irrigation Operations. The Government provides an indirect subsidy
by bearing the operating costs of public irrigation schemes. This implicit
subsidy probably benefits the poor to some extent, although the poor tend
not to be on irrigated land, so the incidence of the subsidy is mostly on
the non-poor, and probably on the wealthy (since it varies in direct
proportion to area of landholdings). Our calculations show that if they are
on irrigated land, the poor could afford to pay irrigation charges, and in
the long run the failure to recover costs will hurt everyone, including the
poor, as operations and maintenance deteriorate. HMG's policy is to move
towards full cost recovery, either through higher user charges or transfer
of responsibility for O&M to beneficiaries.

6.20 Grants are also provided for the capital costs of small irrigation
schemes. It has not been possible to estimate the total costs of this
subsidy, as it is distributed among a number of projects in the budget, but
we suspect it is large. While promoting small scale irrigation is a
legitimate poverty-alleviation strategy in Nepal (in fact probably one of
the most effective), given the very high private returns it is not clear
that a capital subsidy should be necessary except for very small farmers.
It is recommended that consideration be given to replacing the capital
subsidy over time with a credit program, with an exemption for very small
landowners, while retaining the technical assistance elements of such
programs.

6.21 Conclusions. Existing subsidies and transfers do not result in any
substantial transfer of benefits to the poor. There may be other reasons
for continuing these programs (eg. to accelerate sectoral growth) but they
do not appear to be justified on poverty alleviation grounds. If the
objective, in the minds of policy-makers, is to alleviate poverty, then
these funds would be better spent on other programs. Even the non-poverty
objectives may be better achieved otherwise - eg. by increasing civil
servants salaries rather than providing subsidized grain, or by credit
rather than capital subsidies for irrigation works.

6.22 Some elements of the transfers and subsidies are poverty-related
(eg., NFC's general food distribution for remote areas, SFDP subsidized
credit) and these could benefit from being strengthened. Wholesale transfer
programs are probably not viable in Nepal in the foreseeable future, given
the magnitude of the problem and the limited financial resources available
to HMG. (For example, with 7 to 10 million poor, and no easily identifiable
sub-group of ultra-poor, the cost of a transfer program which supplemented
incomes of the poor by only 20Z would be about Rs. 3.9 billion annually, or
252 of public expenditure.!

6.23 The transfer interventions which do make sense in Nepal are those
which improve food security for the poor (especially in remote areas), and
selected transfers to poor groups or individuals for income-generating
activities, where these can be effectively identified and targetted - eg.,
under some NGO and targetted credit programs. Recommendations to strengthen
existing programs (NFC, SFDP, PCRW) are made elsewhere. In addition, HMG
may wish to consider additional programs for targetted feeding, nutrition
supplementation, and public works employment.

6.24 Subsidy programs (especially for foodstuffs) have had a substantial
impact on the welfare of the poor in many countries (eg., Sri Lanka, Mexico,
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India), although they have operated largely to the benefit of the urban
poor. With the emergence of a large number of urban poor in Nepal over the
next 20 years the pressure (and need) for such a program will mount. At
that point it will be necessary to re-examine the need for price subsidies,
but for the moment there is no justification for subsidizing foodstuffs to
urban consumers. The remote areas food distribution element of NFC's
subsidy is legitimate, and should be refined (see para. 6.45) - possibly
utilizing some of the resources which currently benefit Kathmandu.

6.25 Finally, a whole constellation of subsidies, incentives, and
payments in Nepal are designed to compensate for the high costs of access in
the hills. In our view it would, in general, be more cost-effective to
spend these resources on improving physical access (at least in those areas
where it is economically viable) rather than on an inefficient
conglomeration of subsidies which are difficult to target, costly to
administer, and prone to mis-use.

Integrated Rural Development Projects

6.26 There are at least nine on-going IRDPs, at a total cost of over
$250 million. Like IRDPs elsewhere, they take an area focus, include a wide
range of sub-projects (agriculture, roads, health posts, schools, water
supplies, income-generating projects, etc.), and attempt - at least in
theory - to integrate them in a regional development strategy. In fact the
sub-components are often indistinguishable from general sectoral programs,
except sometimes for implementation arrangements.

6.27 IRDPs are not poverty alleviation projects. However to the extent
that they are in relatively poor areas of an absolutely poor country, many
of the intended beneficiaries are poor. They tend, by design, to focus on
smallholders and those with some productive assets - they do not address the
policy issues (eg. land reform, employment, tenant's rights, migration)
which most effect the landless and rural labourers. In Nepal, instead, they
have increasingly focused on 'processN issues of beneficiary participation
and organization.

6.28 Internationally, the experience with IRDPs has been less than
satisfactory - so much so as to call the validity of the approach into
question.2/ The main problems have been: the lack of sustainability of
project benefits when activities are financed at a higher level than in the
economy as a whole; (ii) unmanageable complexity; (iii) excessive reliance
on special project implementation groups; and, (iv) failure of the expected
benefits of integration to materialize. The IRDP's in Nepal manifest some
or all of these of these problems.

6.29 None of the IRDPs reviewed under this study can claim to have been
very successful either in promoting rural development in general or in
meeting the needs of the rural poor in particular. In all six cases there
is an absence of documentary evidence of project effects that goes much
beyond the achievement of targets or accounting for inputs. In most cases
the projects are able to claim that they achieved their targets within

21 See for example, World Bank Experience with Rural Development Projects
1965-1985. IBRD, 1987.
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budget, but unable to claim improvements in household income or nutritional
status.

6.30 Comparing the performance of agriculture in six IRDP areas with the
regions in which they are located reveals no clear trends. The best one can
conclude is that the performance of IRDP's may have been no worse than that
of other development initiatives in agriculture or forestry, but the
performance in these sectors during the last two decades has been marked by
almost systematic deterioration, which intensive inputs under IRDP's has not
arrested. To the extent that benefits were generally postulated in terms of
increased agricultural productivity, one might have hoped for more from
expenditures of $25 million p.a..

6.31 There have been some particularly successful sub-components (eg.
the Pakribas Agricultural Centre under the Kosi Hills project, financed by
ODA); and the design of more recent IRDPs reflects some learning from
experience - both with more appropriate implementation arrangements, and
many fewer components.3/ However, in the absence of any clear indication of
success, and given the very high levels of expenditure, one needs to
question whether or not it is more effective to focus instead on: (i)
strengthening overall sectoral programs (eg. agriculture, forestry, health);
(ii) financing essential infrastructure; (iii) building up the capacity of
line Ministries to deliver the services for which they are responsible
(including building in the useful "process" reforms being sponsored under
some IRDPs); and, (iv) undertaking the necessary countrywide programs and
policy reforms which will affect the poor (eg. population measures,
developing an appropriate technical package for hills agriculture, investing
in road access and education).

6.32 It is recommended that HMG consider adopting this approach rather
than pursuing new IRDPs, or, if it is felt to be desirable to focus efforts
on some less-developed areas because the strengthening of general programs
will take too long, then HMG should consider limiting IRDPs to a restricted
number of activities (probably irrigation, and road and trail building -
factors which can make a quantum difference to productive potential).

Other Intensive Agriculture Programs

6.33 The Pocket and Block Production programs of the Ministry of
Agriculture provide intensive agricultural support services to selected
rural areas which have irrigation and which are accessible. These programs
are intended to accelerate general agricultural growth, rather than to help
the poor specifically. In the areas covered, Ministry staff are supposed to
construct cropping plans in collaboration with local farmers and ensure the
timely availability of inputs. Local studies commissioned for this report
show that in areas where adequate staff is available, substantial increases
in production can occur. However, staffing levels in many areas have not
been adequate and the Ministry has not been able to insure availability of
inputs. It is not clear that these programs are more effective than a well
functioning general extension program, and they have concentrated on areas

3/ Dhading (1985), for example, relies on local implementation capacity,
and Seti and Mechi (1987) both focus only on irrigation and roads and
trails.
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with superior resource endowments, drawing resources away from poorer areas.
Given the uneven experience in implementation it may be better if these
programs were discontinued and funding and staff shifted to improving the
general extension program.

6.34 The Lumle and Pakhribas Agricultural Centers, both funded by ODA,
have developed innovative methods for integrating research and extension
services so that the focus of research is relevant to local farmers. Both
Centers stress on-farm varietal testing and frequent contact between
researchers and farmers. The high levels of staffing needed may limit the
ability of these Centers to expand their areas of coverage. In addition,
the areas currently covered are somewhat better endowed in terms of
agronomic characteristics than many hill areas, and this may have
contributed to the success of the Centers. However, the emphasis on
frequent contact between farmers and researchers is the most effective
method of developing agricultural technologies relevant to local conditions.

Food and Feeding Programs

6.35 The Nepal Food Corporation attempts to reduce inter-regional food
imbalances by buying food in surplus areas and selling it at subsidized
prices to the poor and government officials in food deficit areas.
Political considerations channel most NFC-distributed food to the Kathmandu
Valley, despite the relative lack of poverty in the area and the well
established market system. In remote areas, NFC food is flown in at great
expense, and even in less remote areas the transport costs are heavily
subsidized.

6.36 The food distribution program has not had a significant impact on
the food security of the poor. The quantities distributed have been too
small, usually less than 15Z of the deficit in areas outside the Kathmandu
Valley, many of the beneficiaries are government officials, and large
amounts of the grain goes to people too wealthy to meet eligibilitv
requirements. Despite the problems with this program, the need for it is
increasing as population growth continues to outstrip agricultural
production. The private market will not provide sufficient food in remote
areas in the near future because effective demand is too low at the prices
private traders must charge to cover transportation costs.

6.37 The NFC is starting a local grain storage program to try to reduce
seasonal price fluctuations by giving poor farmerd the opportunity to hold
grain after harvest until prices rise. The program centers on organizing
poor farmers into savings groups with rotating loan funds, so that they can
escape the necessity of selling their crops immediately after the harvest in
order to repay debts.

6.38 Food-for-work projects supported by the World Food Program appear
to be more successful in reaching the poor than the NFC food distribution
program. The potential impact of this program on food security is quite
large, although at the moment the total food distributed as wages is less
than 2,000 mt p.a., compared to the NFC which distributes 34,000 mt/year,
and relative to a total average annual deficit of 300,000 tons.



- 100 -

6.39 The Nutritious Food Programme, also supported by WFP, reaches a
larger number of people (190,000 in 1987), and distributes a larger amount
of food (5,500 mt in 1987), but some aspects of the program have targetting
problems and the full development potential of the food distribution program
is not utilized. It includes distribution of food to malnourished children
and pregnant and lactating women, and institutional feeding programs at
primary schools, orphanages, and child care centers.

6.40 The distribution of food to women and malnourished children is the
largest segment of the program. Children are screened once a year, and if
they are malnourished, they become eligible for supplementary food.
Pregnant and lactating women are automatically eligible for food
supplements. Targetting is a problem, with the food often distributed
irrespective of income, gender, or age, and case studies have shown massive
amounts of leakage. If the targetting problems could be overcome, and if
the food distribution was accompanied by health and nutrition education, the
impact of the program could potentially be substantial.

6.41 The Joint Nutrition Support Programme, under the guidance of
UNICEF, has attempted to coordinate the activities of four government
ministries on a wide range of activities (nutrition, agriculture, food
storage, sanitation, education, women's income generation, etc.) on the
grounds that the multiple causes of malnutrition need to be addressed as a
group. The program has largely failed because it is excessively complex,
because it is not the sole responsibility of any single ministry, and is not
a high priority in any ministry.

6.42 The combined impact of all the programs discussed in this section
is relatively small compared to the magnitude of the food security problem
in Nepal. All the food handled by the NFC and the World Food Program
represents less than 10X of the national food deficit, and much of it goes
to households that are not food insecure. In addition, most of the programs
have not changed long-term food security at the household level. However,
if expanded and improved, they could be important parts of household coping
mechanisms, either by supplying subsidized food when supplies are low or by
providing seasonal employment.

6.43 The main elements of a strategy to improve food security in Nepal
need to revolve around improving agricultural productivity and physical
accessibility and raising incomes. However, given the length of time this
will take and the remoteness of many communities, some directly food-related
measures also form a legitimate part of the solution.

6.44 There is some role for distribution of food to deficit areas;
however, one has to question both the sustainability of such transfers, and
the capacity of the existing NFC framework to deliver food efficiently
without leakage. The preferred solution would be to develop the capacity of
private traders to supply food as purchasing power increases in hill areas.
However this will not happen quickly enough to relieve food shortages for
many, and therefore it is legitimate to distribute food, the question is how
best to do it.
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6.45 The NFC would have to distribute more food than it currently does
to have a significant impact. A restructured program would be beneficial
if : (i) the supply of food to public servants were divorced from other
feeding functions (as long as it remains it will divert effort, and scarce
supplies will always tend to be allocated first to public servants); (ii)
better geographical targetting is necessary, as a first step the Kathmandu
valley should be eliminated entirely from the program; and, (iii) the scope
for more effective beneficiary targetting should be investigated - although
we remain skeptical of the capacity to effectively target general food
distribution in Nepal. (Food-for-work, for example, may be a more effective
mechanism).

6.46 Storage schemes to reduce seasonal variations may have some impact.
They would have to be accompanied by a credit component since most poor
households must sell crops immediately in order to pay debts. However, the
experience worldwide with such programs has been discouraging, and the
relevance of storage programs is questionable in the absence of increases in
incomes. While there may be an element of oligopolistic pricing which could
be reduced by more cooperative storage, one must assume that those currently
purchasing and storing grain would be willing to sell it within the area, if
those living there had sufficient purchasing power.

6.47 Targetted group feeding programs have proved very difficult in
Nepal. Most have failed, and Freedom from Hunger, one of the largest NGO's,
is shutting down its feeding operations because of the difficulty in
targetting. The Vulnerable Group Feeding program has recently been
restructured to aim more specifically at the malnourished - it is
recommended that the experience with this program be reviewed in about a
year's time, along with that of similar programs in other countries before
proceeding with further targetted feeding initiatives. It should be noted,
however, that all of the staff with field experience in Nepal interviewed by
this mission questioned the capacity to deliver any targetted program.

6.48 There is a lot of mileage to be gained by changing feeding
practices. A hygiene/nutrition education program, if it could be well
designed and adequately staffed, could thus potentially play a useful role.
While changing behavior is always a problematic proposition, experience to
date suggests people are receptive, and that the messages to be transmitted
are not that complex. (They involve not withholding food from diseased
persons and women during pregnancy, better use of weaning foods, boiling
water, etc.).

Targetted Credit

6.49 Targetted credit (perhaps due partly to the the relatively poor
performance of most IRDPs and sectoral programs) has become an important
element in Nepal's poverty alleviation strategy. Currently, considerable
attention is being focussed on three programss the Small Farmers Development
Program (SFDP), Production Credit for Rural Women (PCRW), and the Intensive
Banking Program (IBP). All three combine elements of community development,
income-generation activities, and the provision of credit.
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Table 6.3: Targetted Credit Programs

INTENSIVE
SFDP PCRW BANKING

Interest Rate 15Z 16? 16Z

No. of Beneficiaries 15,000 p.a. 2,700 p.a. n.a.
(Cumulative) (78,500) (6,650) (62,150)

Disbursements Rs. 150 m. p.a. Rs. 8 m. p.a. Rs. 140 m. p.a.
(Cumulative) (Rs. 644 m) (Rs. 14 m) (Rs. 814 m)

Recovery Rate 48Z 91? 57Z

Average Loan Size Rs. 1,900 lb Rs. 2,105 Rs. 13,100

Estimated Delivery Cost Rs. 2,050 Rs. 4,075 Rs. 1,010
per Beneficiary \a

a/ Administrative costs only, much higher allowing for provision for bad
debts.

b/ May be substantially higher, average lending per beneficiary is
Rs. 8,200.

6.50 SFDP, under the Agricultural Development Bank of Nepal (ADBN),
relies on a network of facilitators who organize small farmers into groups
for credit and developmental activities. It appears that most credit is
used for working capital and livestock, and that about 20-30? finances
longer-term improvements (eg. irrigation and horticulture). Program design
incorporates most of the successful elements of similar programs elsewhere
(group liability and savings, intensive technical support), however these
appear to have lost impetus in the process of implementation - especially
following recent expansion.

6.51 PCRW is a government program under which Women's Development
Officers form groups of village women for developmental activities and
small-scale business undertakings, for which they then receive slightly
subsidized commercial bank financing under the IBP (below). PCRW is not
primarily a credit program - it has lent to only 6,500 persons (the vast
majority for livestock), and 60X of its costs are non-credit related. It is
a general development program for women, which uses credit as an entry point
to organize groups as vehicles for such activities as literacy, health and
family planning, and small public works. Unit costs are high, although this
may reflect naturally expensive mobilization efforts.

6.52 In neither program are interest rates much below average commercial
lending levels. Delivery costs are very high, and (with the exception of
PCRW) recovery rates, while no worse than for many other types of lending in
Nepal, are not high enough for the programs to be financially self-
sustaining. HMG currently supports both programs by utilizing concessional
financing from donors (mostly the ADB, IFAD and UNICEF).
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6.53 Despite the weakness of evaluation reports in distinguishing
between credit-related benefits and general income increases, it appears
both programs are having some impact on incomes among the moderately poor.
Case studies of borrowers however reveal many instances of business ventures
which fail, or use of funds for non-productive purposes. Moreover,
experience from other countries (as well as information on landholding sizes
among SFDP clients) indicates that credit-based approaches work best for the
*middle poor' - those within say, two deciles of the poverty line, who have
some assets, skills, and their socio-economic connections sufficiently
intact to take advantage of income-earning opportunities.

6.54 The two programs currently reach an estimated 5Z of the population
below the poverty line. There are serious questions about the extent to
which they can expand effectively to reach a more significant proportion,
because their success is dependent on the intensive use of dedicated field
staff, who are in short supply. Already there are signs that both programs
are suffering from too-rapid expansion, and inadequate training of new
organizers. It is recommended that: (i) both programs should consolidate
before further expansion; and (ii) training of group organizers should be
strengthened.

6.55 The Intensive Banking Program is different from the other two in
that it involves HMG directing the commercial banks to lend to particular
groups and purposes. Banks are required to lend 25Z of total advances4/ to
the productive sectors (broadly defined), and 8? to 'Priority Sectors3 (eg.
small agriculture and cottage industry), of which 60? is to be directed to
families below the poverty line. Banks are also expected to provide some of
the development functions provided under the other two programs. While
there has been some success in raising incomes of the moderately poor, most
credit has gone to larger cottage industry projects. The program is
characterized by non-compliance by the banks, because the unit costs of
small loans are sufficiently high that the banks are losing money on them,
banks are not reimbursed for the costs of non-banking services, and the
penalty for non-compliance (holding of deposits in non-interest bearing
accounts with the central bank) is not a sufficient deterrent to ensure
compliance.

6.56 Banks have traditionally been extremely conservative in Nepal -
lending only against very safe investments (goods in warehouses, land,
jewelry). It is legitimate for HMG to try to encourage the financial sector
to undertake more productive lending, and to hasten its spread into rural
areas. However, experience worldwide raises doubts as to the sustainability
of directed credit; because: (i) it is inefficient, if one is trying to
develop a commercial banking system, to then interfere with commercial
decision-making; (ii) if banks are not interested they will ultimately not
do it; and (iii) if credit is subsidized, it tends to be captured by the
non-poor. In Nepal these problems are compounded by the extreme weakness of
the banking system, which makes it more difficult for banks to bear the
costs of delivering non-credit services required under IBP (and
administratively less able to do so).

4/ Defined as investments plus loans.
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6.57 There has been a tendency throughout to combine legitimate (but
largely non-credit) objectives of group formation, organization of the poor,
and assistance in project preparation, with the provision of credit. The
use of small-scale credit-led programs as an entry point to reach the
moderately poor is legitimate, but for larger scale operations, such as
those under IBP, a more useful approach may be to provide these services
under the auspices of some developmental program, which would, among other
things, help its clients secure credit (either from SFDP, commercial banks,
or non-formal sources). It is recommended that for commercial scale
investments, HMG divorce the purely commercial banking functions from these
developmental functions, and that commercial banks not be expected to
deliver developmental services. (At a minimum, if IBP is to continue, HMG
must explicitly subsidize the non-credit costs of the program). For micro-
level investments which affect the poor, it is recommended that expansion be
concentrated on SFDP and PCRW, and not involve the commercial banks. One
option might be establishment of a "Poverty Bank', or development fund which
could incorporate financing for both programs outside of the commercial
banking system.

6.58 Under a recent variant of IBP (the Lead Bank Scheme), one bank in
each area is also to help coordinate the delivery of other developmental
services. A major expansion of the scheme is proposed as part of the Basic
Needs initiative - which would involve the banks increasing by ten-fold
their lending to the priority sectors, and directing a quarter of their
lending to the poor. In early 1990, HMG announced a further new initiative,
whereby injections of credit to poor families (mostly through the commercial
banking system) would be combined with local and national-level coordination
of supporting development services in a major poverty alleviation effort.
This proposal appears to be a combination of the SFDP and Lead Bank Scheme
approaches.

6.59 It is questionable whether the strong emphasis on credit as an
income-raising strategy is warranted. It is predicated on the assumption
that credit (rather than the lack of investment opportunities) is the
binding constraint; and that to the extent that such opportunities exist,
the poor will be in a position to take advantage of them (which they seldom
are). There are severe limitations on productive investment opportunities
(lack of transport, markets, and of a monetized rural economy) - any one of
which would be more binding than the investment-financing constraint.
Certaialy credit is one of a number of important inputs, and HMG should
continue to ensure it is available as part of its small business development
strategy, however to the extent that such limited opportunities exist, it is
unlikely to be the poor who will be in a position to take advantage of them.

6.60 Furthermore, we have seen (in Chapter 3) that the problem of
indebtedness among the poor in Nepal is one of insufficient incomes to meet
consumption expenditure - in these circumstances the insufficiency of credit
is a symptom of poverty, not its cause. This is confirmed by disturbing
stories suggesting that many SFDP and other loans intended to raise incomes
are used to finance consumption or repay previous debts, rather than to
finance productive investments. There are three ways in which credit may be
of use to the poors some micro-investments (eg. purchase of a goat or
buffalo) can improve their incomes marginally; providing formal credit may
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reduce the consumption debt-service burden, and reduce dependence on
landlords or employers; and small amounts of credit for working capital may
be useful to small farmers (who could not otherwise get access to it on
affordable terms). These are arguments for providing small amounts of
highly directed credit which will have a useful but limited welfare effect.
Such micro-credit should not be confused with more substantial poverty
alleviation through the massive provision of credit, such as is currently
being proposed.

Employment Creation Projects

6.61 There are no large-scale employment programs as such in Nepal; the
Special Public Works Program (SPWP, sponsored by ILO) is focussed on small
irrigation projects with a labour-intensive emphasis, and the Food-for-Work
program is part of the WFP's food distribution efforts. SPWP has employed
perhaps 10-20,000 rural people in construction, many of them poor - but the
main benefit has been from irrigation improvements, which tend to benefit
households in direct proportion to their landholdings. It has had success
in raising the labour intensity of rural works, achieving rates of 56Z of
expenditure on wages, as opposed to 30-40Z otherwise - but at the cost of
intensive supervision and support for very small local petty contractors.
The project has also experienced equity problems in the use of *voluntary"
labour, because despite being designed to maximize beneficiary
participation, in practice the workers involved in construction are often
not from the same groups as those who benefit from the irrigation works.

6.62 SPWP is useful as a tool for increased irrigation and agricultural
intensity - but in this respect not differentiable from intensifying
irrigation in general. As a direct employment program it is unlikely to
have a major impact on poverty at its current level, as it creates only an
average of 1,350 full-time construction jobs. Wider use of the same
approach - through an expanded SPWP or otherwise - could however have a
significant impact on construction employment.

6.63 Irrigation (and other rural works) are probably more likely to
benefit the not-so-poor - careful attention needs to be paid to selection of
sub-projects, and consideration given to compensating measures which spread
the benefits more equitably (the example of a water tax, combined with paid
maintenance workers, is a good one).

6.64 Subject to a review of cost-effectiveness, the program probably
should be expanded as rapidly as its absorptive capacity allows. The
approach should be replicated in other areas - most notably on rural roads,
with attempts to refine the system of small-contractor use. Water taxes or
user charges should be introduced once schemes are completed, and the
proceeds used to pay wages to poorer villagers for operations and
maintenance.

6.65 The Food-for-Work program (see para. 6.38) provides about 1 million
days of employment per year (6,600 full-time equivalent jobs). It pays an
in-kind wage, the value of which is primarily attractive to the poor. In
addition the work, building roads and trails, is offered during the dry
season, when other employment opportunities are scarce.



- 106 -

6.66 Some useful lessons emerge from rural employment schemes elsewhere.
In particular, the experience with programs in India suggest that they must
provide employment on a significant scale, and on a reliable basis, to have
a meaningful impact on poverty status. The Employment Guarantee Scheme in
Maharastra has been particularly successful by providing an employment
guarantee which has broadened the material options for the poor, and reduced
the extreme vulnerability which is a hallmark of poverty.

6.67 It incorporates a number of instructive features. First, the wage
has been intentionally kept below prevailing market rates - dissuading
healthy adult males from participating except during seasonal lulls or when
disasters have hit. Labourers, who are invariably drawn from landless and
marginal cultivator households, are primarily (at least 60Z) women who are
attracted by the proximity of work sites, by the self-pacing nature of the
work (piece-rates apply), by the pattern of working in groups, and by the
practice of paying wages directly to laborers without intermediation by
contractors or the panchayat. It also involves extensive monitoring and

* supervision of work sites.

6.68 However, what distinguishes EGS from other rural employment
programs is the statutory work guarantee which represents precisely the kind
of insurance which is needed by the poorest. The susceptibility of very
poor households to sharp reductions in income and loss of assets can only be
counterbalanced by a non-alterable fallback arrangement of some type.

6.69 The feasibility of such a broad-based program in Nepal is
questionable, both because of the high costs and because of limited
administrative capacity. However, some version of the EGS may be useful in
particularly poor areas, and elements of the approach could certainly guide
design of a labour-intensive rural works program. It is recommended, that
following preparatory analytical work (see para. 4.44) HMG undertake a
program of public works employment aimed particularly at the poor which
incorporates features of the SPWP and food-for-work, and EGS programs, as
well as drawing on experience of similar programs elsewhere.

Income Generating Projects

6.70 There are many small income-generating projects focussed on
activities such as tailoring, bee-keeping, sericulture, and handicrafts.
They are usually wrapped up with more general community development efforts
of NGOs which combine agriculture with some health care, education, and
small business projects within a few villages or districts.

6.71 In many cases they involve very intensive support (eg. helping to
supply inputs, providing the technology, and marketing of outputs).
Reliance on such extreme levels of external support raises questions about
the sustainability of these projects. While such intensive interventions
may dramatically affect the incomes of individual poor households, they do
not address the more general issue of constraints on the overall expansion
of non-formal sector activity (see Chapter 4).
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6.72 The aggregate numbers being reached are small (although not
insignificant). There are almost no quantitative evaluations of these
programs. There are some reports of localized successes - often where
access has recently been improved - and many accounts of financial failures.
It may be indicative that the income-generating components of several IRDPs
have been 'dropped as non-performing. The areas of success appear to be
those associated with forming the poor into groups, promoting self-reliance,
and the like.

6.73 The intensive use of resources to reach small numbers of families
suggests that this is not a major element of poverty alleviation strategy.
However it is possible that the high costs of supporting these enterprises
represent transition costs associated with the change to a cash economy -
which will decline as people become more accustomed to starting small
businesses, and as input and marketing systems become more developed. These
are the sort of interventions in which NGOs are particularly useful at
targetting, although their capacity to pick financially sound projects
appears weak. It is recommended that consideration be given to establishing
a fund for financing small income generating projects for NGO implementation
with strict beneficiary criteria, and a small technical group to help
appraise the financial feasibility of sub-projects.

6.74 A wide range of programs also provide training for self-employment
or to provide marketable skills. The largest are Labour Training Centers
run by the Labour Department and the Training for Rural Gainful Activities
program (TRUGA). It is not obvious that they are particularly selective of
the poor, rather than of the population in general. Most evaluations report
only limited success - mostly because of the lack of employment
opportunities for those trained. TRUGA, for example, while having success
in integrating into local villages, has trained only 1,000 people over four
years. A multitude of small programs provide training specifically for
women - in the usual areas of sewing and handicrafts - with little analysis
of whether there are opportunities for them to profitably use these skills,
and equally little employment of those trained. While skills training
potentially has a contribution to make to long-term growth in Nepal, the
projects tried to date would need better design and implementation to have
an impact on the incomes of the poor.

C. Institutional Issues

Civil Service and Service Delivery Issues

6.75 The civil service is still in the early stages of development -
prior to the 1960's its functions were limited to tax collection and
maintaining public order. A wide range of problems plague the delivery of
public services. They include:

- Inadequate Renumeration and Incentives and Poor Supervision -
which result in high absenteeism, low morale, and under-
staffing in rural areas;

- Promotions and Postings Practices - based on narrowly -
defined performance criteria, and influenced by patronage
connections;



- 108 -

- Inadequate Operating Funds - coupled with unwieldy funds
release mechanisms - which result in inadequate supplies and
travel - especially to outstations;

- Excessive Centralization of resources, staff, and decision-
making;

- Attitudinal and Communications Problems - which prevent
effective contact between public servants and illiterate
peasants.

6.76 These affect all HMG activities, they are not specific to poverty-
related programs. However, they have a disproportionate impact on: (a)
interventions which require complex service delivery, and (b) the quality of
services in outlying areas; both of which are particularly important in
reaching the poor (services such as health, family planning and agricultural
extension are especially hard hit).

6.77 The problems of public service appointments, posting, supervision,
etc. - while deeply entrenched - can probably be ameliorated by development
of more systematic personnel and administrative systems. It is recommended
that HMG undertake a systematic review and reform rather than addressing
them sector-by-sector. In the meantime, there is an acute shortage of local
service delivery capacity, and this needs to be borne in mind in designing
poverty-related interventions.

Decentralization and Popular Participation

6.78 There are two elements of 'process reform- which have a potential
bearing on poverty alleviation efforts in Nepal. The first is greater self-
reliance, participation in development initiatives, and organization among
rural people. The second is decentralization of administrative
responsibilities to District and local level, along with the establishment
of local representative councils (pursuant to the Decentralization Act of
1982).

6.79 With respect to the first, many engaged in development in Nepal
believe that the predominantly top-down approach followed to date has
resulted in few benefits, selection of inappropriate projects, and an
erosion of self-reliance; and that community mobilization can lead to more
effective interventions. Some success has been had in forming groups (eg.
of forestry and irrigation users, and under some NGO operations and IRDPs) -
which allow the poor to more effectively demand and utilize services. While
such initiatives can be very useful, their success: (a) is often dependent
on the presence of a skilled organizer, and (b) has been limited to the
extent that they do not challenge the existing political (and economic)
order. They yield useful lessons for the design of other interventions, but
as a broad poverty alleviation strategy their effectiveness may be limited
to the extent that the binding constraints (i.e. the distribution of real
political power) is not being lifted.

6.80 Administrative decentralization can help the poor to the extent
that resources are moved closer to poor beneficiaries. So far, however,
there has been a natural reluctance to transfer real control over staffing
and budgets. In addition, if revenue generation for decentralized functions
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is transferred at the same time, the poor may lose - as poorer Districts,
which have the weakest resource base, will be less able to support services
or finance local projects. In addition, placing responsibility for delivery
of complex services at the level of government with the fewest resources and
the least experience of planning and implementation seems unreasonable.

6.81 The transfer of political power to local levels can potentially
increase responsiveness. However, experience with local government
elsewhere in the world does not suggest that it is particularly more
representative of, or responsive to, the needs of the poor. (Nor does
experience in Nepal suggest that this is the case here (see Chapter 3)).
Decentralization is a necessary stage in the evolution of administration in
Nepal, but it should not be counted on to have major poverty-alleviation
effects.

Non-Governmental Organizations

6.82 There are a large number of international NGO's active in Nepal
(although mostly not engaged directly in income-generating activities),
while the national NGO sector is still in a fledgling state. There have
traditionally been a wide range of indigenous self-help groups and community
service organizations - but Nepal does not have the range of local
developmental NGO's found in neighboring countries.

6.83 The activities of some 150 NGO's were surveyed for this study; most
of them are engaged in community services or the provision of health and
education; although some (about 15) are increasingly engaged in income-
generating activities. Among the most active are Action Aid, Save the
Children, CARE, Lutheran World Services, World Neighbors, Redd Barna, the
Association of Craft Producers, and Integrated Development Systems, a
consultancy-cum-development agency.

6.84 The benefits of NGO's are that they can try more innovative
solutions, are not constrained by government staffing and financing
procedures, and can work intensively at the local level. This intensity is
also a weakness, in that their capacity to operate on a large scale is
limited by the availability of dedicated staff. Major donors, on the other
hand, have the resources to finance programs large enough to have an impact
on poverty, but not the capacity to design or implement the intricate
service delivery and social mobilization mechanisms needed for them to
succeed. There are thus opportunities for the greater involvement of NGOs
in executing large-scale projects, as well as in enhancing the "process'
aspects of implementing government's general development programs.

6.85 The principal benefit of NGOs may be that they can operate free of
the political and social constraints which limit the capacity of government
programs to help the poor. With respect to poverty alleviation efforts,
caution should be exercised, because to the extent that existing economic
interests are threatened by organizing the poor, it seems unlikely that NGOs
will be allowed to operate freely.

6.86 NGO activities are governed by the Social Services National
Coordinat4ng Council (SSNCC), through which both funds and approvals for NGO
activities are channeled. HMG's attitude towards NGOs has been ambivalent;
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the SSNCC provides a central monitoring and coordination function, but is
also an agent of control. This reflects a legitimate concern to prevent a
plethora of agencies (many of them foreign) operating in the countryside un-
policed, but it may also limit the effectiveness and flexibility of NGOs.
There is room for revamping the framework for NGO coordination, especially
if NGOs are to play the active role prescribed for them under the Basic
Needs Program. It is recommended that a review be undertaken of (a) the
regulatory framework for NGOs, taking account of arrangements in other
countries; and (b) the scope for establishing a fund through which modest
levels of donor and NGO financing can be channeled to local NGOs; and
assistance can be provided in strengthening their administrative and project
selection capacity.



VII. COUNTRY STRATEGY IMPLICATIONS

7.1 This chapter consolidates the findings on the potential
contributions of the various sectors to raising incomes and absorbing
labour. The objective is to point to areas in which to concentrate
efforts, and to frame the bounds within which HHG needs to design a poverty
alleviation strategy. Specific policy and program recommendations are
discussed in the following chapter.

7.2 Nepal is a very poor country, with a relatively even distribution
of income and land, therefore there is limited scope for poverty
alleviation through redistribution or welfare measures, the need is for
targetted growth. However at current rates of population growth (2.7X
p.a.), and any expected levels of economic growth, there is no hope of
seriously reducing the number of poor. Curbing population growth is thus
one of the central elements of poverty alleviation strategy for Nepal. To
reduce the incidence of poverty to say 201 by 2010 (even with optimistic
assumptions regarding GDP growth) would require reducing the population
growth rate to around 1.7Z p.a.. In the absence of this sort of
achievement, any other income increasing measures will be meaningless.

Agriculture

7.3 We have seen that about two-thirds of rural hill households and
just under half of terai households could never be expected to rise out of
poverty on the basis of agriculture alone - their holdings are too small to
do so. It is incorrect tq keep thinking of these people as poor farmers,
rather they are poor households, who happen to own some land. Their coping
strategies thus have to depend on a range of interventions. This is not to
say that agriculture is not important, especially in the terai. The poor
receive half or more of their current income from agriculture, so even the
increases of 20-301 in output which are achievable would have a substantial
impact. In addition, they are disproportionately affected by the demand
for agricultural labour. Equally importantly, experience in other
countries shows that while agriculture itself may not be the solution to
rural poverty, reasonably equitable growth in agricultural incomes leads to
very significant expansion of non-farm rural employment.

7.4 Furthermore, it should be remembered that in a heavily
agricultural economy which is not heavily taxed, and where the agricultural
transition has scarcely begun, the social safety net needs to be built of
resources found in farming itself; resources are not yet being transferred
out of the sector for welfare purposes, that is, to take care of people
crowded out of the economy for lack of adequate resources, or because of
age or infirmity of one kind-or another. So while these small plots may
not produce much, their major use is for the succor of the families that
live on them in a job-scarce economy. In economies such as that of Nepal
agriculture must serve not only the functions we usually attribute to
farming, but also as a social safety net.

7.5 About a third of the agricultural poor in the hills have enough
land to potentially raise themselves above the poverty line through
agricultural improvements (but only if their land is irrigable). In the
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terai, perhaps 40Z of the poor have large enough holdings (say about 0.6
ha.) to produce above-poverty household incomes, if fully irrigated.
Perhaps another third of the agricultural poor would, with foreseeable
technical improvements, produce a significant share of poverty-line incomes
from agriculture alone. Labour absorption as the result of transformations
in agricultural technology could potentially result in employment for about
an additional 250,000 persons in the hills and one million in the terai.l/
It can be assumed that most of these jobs will absorb the poor (or family
members of non-poor households who would otherwise become poor as a result
of land sub-division). In sum, the best that could be hoped for from
agriculture in the foreseeable future might be to support another four or
five million of the poor (about 700,000 households). Scope for land
redistribution is limited, especially in the hills; however a
redistributive reform in the terai - if carefully targetted - might raise
400,000 households out of poverty.

Off-Farm Incomes

7.6 We have seen (Chapter 4) that the formal sector might be expected
to generate an additional 1.2 million jobs by 2010, although outside
construction, few of them absorb the poor. (Bearing in mind that at
current wage levels and family sizes, off-farm jobs do not generate
sufficient income to raise the poor out of poverty unless several family
members are employed.) Hydro electricity exports have the potential to
increase GDP by about 1OZ. However beneficial income effects depend on
following consciously redistributive policies, and taking very specific
steps to counter terms-of-trade effects which would be biased against the
poor. The scope for macro-economic adjustments which would significantly
impact on incomes of the poor appears to be extremely limited. The only
caveat is that if India were to undergo a major liberalization of its trade
regime, then Nepal, by following suit, could potentially open up much
faster formal sector growth.

7.7 The informal sector can at best follow growth led by the other
sectors - with allowance for a catch-up effect due to the current low level
of monetization. Measures tried in other countries to *unleash' self-
employment in the non-formal sector (eg. credit, skills training) may not
be very effective due to difficulties of access and the lack of an
effective cash economy - although the scope in urban areas and the terai is
growing. Analysis in Annex II.5 suggests that about an additional 1.8
million persons might be absorbed in informal activities within the next
twenty years.

ARgregate Potential

7.8 Table 7.1 shows that if our (relatively optimistic) expectations
are met regarding growth of GDP and formal sector employment, and
intensification of agriculture, then labour absorption can just about keep

I/ See Annex II.6.
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pace with labour force growth. The absolute number of under/unemployed (as
a proxy for the number of poor) would increase by about one million,
although the proportion of the LF underemployed is substantially lower than
today. If, on the other hand, GDP growth is slower, and agriculture
performs only slightly better than it has done to date, then the number of
unemployed will increase dramatically - perhaps more than doubling.
Finally, the last line in Table 7.1 corresponds to an absolute
transformation of the Nepalese economy, such as has been experienced in
Malaysia or the Republic of Korea. Such a transformation, however, appears
unlikely at this stage.

Table 7.1: Possible Labour Absorption - 2010
(millions of full-time equivalent jobs)

Non-Formal Formal (Under/
Agriculture/a Sector Sector Total LF Unemployed)

1990 2.5 1.2 0.8 4.5 7.9 (3.4)

Lower Bound 3.1 2.1 1.4 6.6 13.6 (7.0)

|2010 Medium 4.2 3.0 2.1 9.3 13.6 (4.3)

Upper Bound 4.9 4.3 2.9 12.1 13.6 (1.5)

a/ Full-time equivalent jobs in cropping, at 180 days/year - actual number
of persons engaged is much higher due to shared underemployment, and
effects of non-crop labour requirements.

7.9 Table 7.2 illustrates, in very rough terms, the impact various
developments could have on reducing the number of poor. What is notable is
that: (i) no one set of measures stand out; (ii) even achieving these
results is dependent on successful new initiatives (eg. in expanding
irrigation, intensifying cropping, etc.); (iii) most of these measures will
only have the indicated effect if intensive efforts are made to ensure that
the poor (as opposed to the non-poor) benefit; and (iv) the potential
impact of redistributive measures is not insignificant - however the
capacity to effectively target them is questionable.
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Tablo 7.2: Potential Impact of Various Developments on the Incidonce of Poverty
(Number of poor households potentiall raised above poverty

line by various evonts)

Increased Toral
Agricultural Incroased Opening Formal Informal Land Incoe
Production Agricultural up Toral Sector Sector Redistri- Rodistri-
On Own Land /I Employment /c Lands /d Employment /- Employmont /f bution /g bution /h

Torsi Hills Tersi Hills

0.15 m. 0.26 A. 0. 25 a. 0.13 m. 0.4 m. 0.26 a. 0.6 M. 0.4 a. 0.8 m.

(0.28)/b (0.1)/b

a/ Currently poor households with enough land (0.5-1.0 ha.) to produce above poverty Incomes
from cropping alone.

t/ Poor households with enough land to produce a substantial share of poverty level lncom (say
60% +) from cropping alone, with Improved technologies (15X of hills poor, 20% of rural torai
households).

On holdings larger than 1 ha.; as a result of irrigation and Intensified cropping; 2 jobs per
household.

S/ Conversion of 400,000 ha. of remaining forests to farm land - If distributed equally in 1 ha.
lots among poor households.

Incremental growth to 2010 - assuming 80X of construction jobs and 20% of others absorb the
poor; 2 jobs per household.

f/ As with (-e) assumina 7n% Labserb the poor

8/w Redistribution of holdings above 4 ha. (20% of torai land) - if redistributed in equal plots
exclusively among poor households.

;hI 16% tax on incomes of the top 1OX (20X in urban areas) If distributed among those in the
bottom 5 deciles.

7.10 There is then no easy poverty alleviation strategy for Nepal. The
solution must lie in growth. However growth fueled by the modern sector

(eg. cash-cropping, urban-based, industrial) has tended not to reach the

poor, except in selected cases. Such a growth strategy thus needs to be
focussed: on raising lower-level (eg. subsistence) agricultural
productivity, on labour-absorbing measures, and on "enabling' measures -
setting the preconditions which would allow the poor to help themselves - by
equipping them with education and skills and by providing infrastructure.
Particular proposals are discussed in the next chapter.

7.11 It must be emphasized that if the Government acts decisively there
is scope for a major impact on the incidence of poverty through public
policy. For example, an effective program to curb population growth would
reduce the number of poor by at least 5 million by the year 2010. Similarly
a combination of measures to raise the agricultural productivity of
smallholders, and to increase agricultural employment on larger holdings
(mostly through irrigation), coupled with selected rural works employment
and redistributive measures (see Table 7.2) could in aggregate produce
above-poverty line incomes for over 2.5 million poor households, effectively
eliminating most absolute poverty by the year 2010.
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7.12 Conversely, failure to act on some of these key areas would likely
lead to a catastrophic increase in the incidence of poverty. In particular,
if population growth is allowed to continue unabated at its current level,
this will likely add another 4-5 million persons living at close to
starvation levels by 2010, and a further 10-15 million in the following
twenty years.

7.13 While effectively curbing population expansion is central to
poverty alleviation efforts, there can be little hope of major advances as
long as economic growth averages below 3X per annum. Nepal faces formidable
natural disadvantages, and in this restricted environment, government policy
must be particularly effective to have a meaningful impact. The Government
will need to pursue a more active program of reforms than it has generally
over the last three decades, and in particular it needs to follow through
firmly on the implementation of reforms and on the delivery of programs.

Some Emerging Issues

7.14 The numbers of the poor could easily increase over the next two
decades, and the conditions under which they live could simultaneously
worsen. Firstly, the rural land base is saturated in the hills - average
plot sizes among the poor are already below minimum economic size, and with
further intra-family subdivision, many non-poor families will join the ranks
of the poor within one generation. In the terai, average holding size is
projected to fall by 50Z as the result of population growth - perhaps
marginalizing 252 of currently non-poor landholders. Secondly, forces are
in place for a deterioration in the distribution of income which usually
accompanies monetization and urbanization. We have seen (Chapter 3) that if
the distribution of income were to shift to one more typical of developing
countries, then at expected levels of GDP and population growth, the bottom
60Z of the population would have incomes substantially below poverty levels.
Finally, Nepal will soon witness the emergence of an urban under-class who
lack even the weak asset base and social networks which currently sunnort
many of the poor. Only imaginative counter-measures can prevent this
decline in conditions of the poor, emphasizing the need for the type of
,balanced", labour-absorbing growth referred to above.

7.15 It will take 15 or 20 years for family planning measures to have a
major impact on population pressure. In the meantime a large proportion of
the poor will continue to cope through migration - to the terai, and
increasingly to urban areas. Managing this transition needs to be a key
element in country strategy. The rural terai has the potential to support a
substantially larger population (about double its current level), but only
ifs (a) further forest lands are opened up, and (b) steps are taken to raise
agricultural productivity, mostly through irrigation. Even then saturation
will be reached within 20 years, and thereafter all incremental growth
(about 650,000 persons per year) will have to migrate to urban areas or to
India. The challenge will be to provide basic urban services, especially
those used by the poor, while resisting the pressure to provide benefits for
the urban non-poor, and avoiding implicit subsidies which will increase the
incentive to migrate. One option would be to focus on middle-sized
settlements (eg. roadhead bazaars) which can provide growth loci for rural
regions.
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7.16 Migration has been an adjustment mechanism in the hills for some
time. Incomes there have stabilized at just about survival level.
Unfortunately, measures to improve incomes in the hills may do little more
than slow the pace of out-migration. More broadly, with the open border, it
is likely that real wages will equilibriate at about the level of northern
India. Income growth for the Indian poor is thus a major factor in raising
incomes of Nepal's poor.

7.17 Twenty one of Nepal's 75 districts have no road, and outside
Kathmandu only two districts have minimal road densities of 20 km. per 100
sq. km. In many areas providing improved access is the single most
important intervention HMG can make, following which market forces alone can
provide tremendous increases in both agricultural opportunities and off-farm
employment. However, given the very high costs of road building and
maintenance, care has to be taken in defining: (i) a subset of areas in
which improved access is economically justified; (ii) those not accessible
at reasonable cost in which it may be efficient to provide a minimal package
for increasing incomes in-situ (for example, through improved food
production); and, (iii) those from which out-migration should be encouraged
(see para. 8.09).

7.18 Developing effective education strategies is doubly important for
poverty alleviation in Nepal. Given Nepal's limited resource base,
developing a skilled and trained workforce will be central to any long-term
development strategy. This is admittedly a long-term proposition, which
will take several generations, however a start has to be made now.
Fortunately, basic education also makes an important near-term contribution
to the earning prospects of the poor, as well as having beneficial fertility
and hygiene effects.

7.19 It will take time for population programs and productivity
improvements to affect incomes on a significant scale. In the meantime
there will remain a very large number of absolute poor (perhaps a pool of
5-10 million over the next twenty years), it is legitimate to consider a
sustained program of support for them. It is not very meaningful to make
the distinction (useful in many countries) between the poor and a sub-class
of the ultra-poor*. It is therefore not particularly useful to target the
poor for relief measures - there are too many of them. The emphasis instead
has to be on balanced growth through effective general programs - with
efforts to ensure that they reach the poor. There are some exceptions -
particularly related to food security, and these are discussed in the
following chapter.

7.20 Projections show that food balances are likely to get worse, at
least over the next ten years, with little chance of there being sufficient
purchasing power to import the shortfall. Individual food insecurity is
ultimately a function of insufficient incomes. In Nepal, however, due to
high transport costs and the absence of marketing networks many people in
many areas would not be able to purchase food at any expected income levels
in the near future. There are sufficiently large numbers of people in these
remote, food deficit areas that efforts designed to address food security
pEr se are a legitimate part of any poverty alleviation program.
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7.21 There is also scope for improving the welfare of the poor at
existing income levels, by: (i) improving the retention of calories consumed
but not utilized because of parasites and other infestations; (ii) reducing
the incidence of common, preventable diseases; (iii) changing feeding and
hygiene practices; and (iv) reducing time spent in gathering water, fuel and
fodder.

7.22 Measures which focus on women in particular will probably improve
the equity aspects of growth, because women predominate in poor households,
because they are disproportionately not participating in the labour force,
and because they tend to be most concerned with the family welfare aspects
of expenditure. Given the limited labour market opportunities, measures
which concentrate on on-farm income earning opportunities for females are
probably the most fruitful. Women are also the key to successful population
control initiatives, and to the behavioral changes (eg. with respect to
hygiene and feeding practices) which can improve living conditions at
existing income levels. Female education is important for the contribution
it can make in all of these areas.

7.23 Finally, we have seen that the poor could fare better under
existing economic conditions by freeing up the political and social
environment at the village level to allow more self-reliant activity; and by
eliminating some of the more exploitative aspects of labour and construction
contracting arrangements. Also the current tenancy system provides
disincentives both to maximizing output, to equitably sharing the costs of
inputs, and to allowing security of tenure.





VIII. POLICY CONCLUSIONS

A. Overall Strategy

8.1 With its substantial resource limitations and a disadvantageous
location, Nepal faces a difficult task in raising incomes. That is not to
say that the situation is hopeless - the foregoing analysis demonstrates
that growth balanced across the key sectors could be sufficient to raise
many of those who are currently poor out of poverty. It is important to
recognize, however, that there is no easy solution to poverty in Nepal. In
the previous chapter we have seen that there are a constellation of
measures which in combination with one another, and if effectively
implemented, could in aggregate have a substantial impact in reducing the
incidence of poverty.

8.2 The main thrust of a poverty alleviation strategy in Nepal needs
to revolve around:

(i) a national population campaign;

(ii) agricultural intensification - particularly through improved
irrigation;

(iii) increased rural access in the hills and the terai; and,

(iv) education - focussing in particular on the lower levels.

Important incremental gains will also come from a supporting program of s

- Selected off-farm income-generating activities - particularly a
program of rural public works, and small amounts of focused
credit;

- Some relief measures - especially to improve access to food; and,

- Measures which improve the quality of life in the absence of
income increases, particularly hygiene and health related ones.

In a number of areas which hold promise, additional analysis is needed
before proceeding, particularly on strategies for managing population
movements and rural access, for improving food supplies in remote areas,
and for agrarian reform. The analysis has also shown that in some areas
government interventions will not particularly help the poor - including
large-scale use of targetted credit, price controls or subsidies, or
industrial sector interventions. Income-generating and skills training
projects could have some impact, but would need better design and
implementation. The following sections briefly summarize the main policy
conclusions by sector; specific recommendations are listed in the Annex 1
which follows.
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B. Sectoral Policies

Population

8.3 The need is to implement an effective program of support for
temporary methods of contraception - this should be a central
nationalpriority. Such a program needs to rely on a large cadre of well-
trained and well paid female family planning workers at the village level,
to provide continuous support to contraceptive users. Every effort needs
to be put into strengthening the institutional and managerial capacity to
run such a program; in doing so all necessary financial and managerial
resources should be made available without hesitation. At the same time
the Government should continue to revitalize and strengthen the established
sterilization program.

Agriculture

8.4 HKG needs to pursue two parallel tracks - one, for growth,
consisting of traditional agricultural programs focusing on those farmers
with enough resources to make use of modern inputs - these will yield the
greatest returns, but will bring direct benefits to only about 25Z of
farmers. Therefore the other track needs to focus, in the hills on
marginal improvements in rainfed agriculture and systems largely free of
purchased inputs; and in the terai on delivering effective irrigation to
small farmers (including a package of tenancy reform, credit, and support
for shallow tube-wells). Recent initiatives in community forestry and
small farmer irrigation are steps in the right direction, as are changes in
the research and extension system which should make it more appropriate to
small farmers. These initiatives should be closely monitored - and
adjusted if necessary - to ensure that they do in fact reach the poor.
There is also a need to deregulate input supply, and encourage development
of a network of small agricultural traders.

Employment and Wages

8.5 Absorbing the rapidly growing numbers of landless in employment
represents a major part of the poverty challenge in Nepal TUnfortunately
there are few obvious measures open to HMG to achieve this. The greatest
impact will probably come from measures to increase labour absorption in
agriculture - particularly getting irrigation working in the terai.
However, the scope for policy measures to increase off-farm employment is
limited by the natural constraints to formal sector growth and the open
border with India. HMG's main role should be in providing enabling
mechanisms: transport and communications infrastructure, general education,
and to a lesser extent skills training. A rural public works program will
also have some effect. In addition, given the magnitude of the emerging
employment problem, at the margin policies should be followed which
maximize labour absorption - through following labour-intensive
technologies in public works, providing reasonable incentives to labour-
employing enterprises, and avoiding incentives which encourage
mechanization or capital intensive production.
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8.6 The dynamics of the informal sector are not well enough understood
to know what measures would help the poor, especially since interventions
tried to date seem to have had little effect. Again HMG can probably
achieve the greatest impact by providing infrastructure and education.
Analytical work should be undertaken to identify whether or not there is a
set of more specific measures which could raise informal sector incomes
among the poor. On the basis of the preliminary review carried out under
this study no obvious candidates emerge.

8.7 There is also little scope for influencing wages, because at the
margin they are driven by agricultural productivity, and by the free flow
of labour to and from India. The focus instead should be on helping the
poor overcome the most exploitative aspects of current labour relations bys
selective reform of labour and construction contracting practices, and
empowering the poor through group formation, education, and selected credit
programs. In the long run the most substantial impact may come from a
tightening of the labour market following effective population efforts.

Subsidies, Transfers, and Price Policies

8.8 Existing subsidies and transfers do not reach the poor - they
should be re-allocated to programs that do (eg. food-for-work), or where
possible re-targetted. Most of the collection of subsidies intended to
compensate for remote access in the hills should be abolished and the funds
put into improving access instead. There is little justification for price
interventions of any kind, most do not benefit the poor, and anyway they
are largely irrelevant given the open border - except in the case of
foodstuffs for remote areas, and even those are questionable as they often
cannot be effectively targetted.

Infrastructure and Spatial Development Issues

8.9 Providing transport infrastructure is one of the most effective
interventions HMG can make - however only in some instances. A poverty
alleviation strategy for the hills needs to distinguish between areas for
which varying degrees of support are justified. The hills should be
partitioned conceptually into three categories: (a) areas where road access
is economically justified - for which HHG should finance an accelerated
program of access; (b) those areas with sufficient potential to justify
limited access improvements (eg. suspension bridges and trails, minor
roads), and commitment to a continuing program of low level support -
perhaps in the form of food distribution, public employment, etc.; in these
areas investments in infrastructure should be limited to those with a
welfare effect - eg. low-cost water supplies, schools, and health centers;
and (c) finally, those areas with no hope of access and where continued
expenditure is not justified in the long run - ultimately these areas
should depopulate. HMG should undertake only minimal investments in these
areas, along with a time-bound program of essential support justified on
welfare grounds - but with a timetable for phasing them out.l/

1/ There will be a fourth category, of isolated pockets with high
potential which can support a significant population in comfort;
solutions need to be tailored for them on a case-by-case basis.
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Access to Food

8.10 Improved access to food in remote areas depends mostly on raising
incomes and improving physical access, and in some cases outmigration. In
many areas this will not happen fast enough to relieve chronic food
deficits. In these areas the most cost-effective solution is to produce
food in-situ; even this will be a slow process, in the interim limited food
distribution is justified. Measures include: (i) encouraging the growth of
a private food sales and distribution network; (ii) selected interventions
to compensate for remoteness and seasonal variation in food supply; (iii)
some feeding of vulnerable groups, if and where they can be cost-
effectively targetted; and, (iv) measures to improve nutritional retention
at existing consumption levels (eg. through nutritional education and
changed feeding practices).

8.11 As a first step HMG and the relevant donors should undertake a
food security programming exercise, to includes

- agreement on the appropriate level and form of food aid, its
financing, and how best to distribute it.

- reform of the National Food Corporation's program - eliminating
mis-targetted subsidies, identifying which distribution measures
reach those suffering food deficits, and how they should be
expanded and financed.

- identification of a program of effective interventions - including
evaluating the relative roles of food distribution, agricultural
productivity measures, food storage, vulnerable group feeding, and
promotion of effective practices (eg. weaning foods, feeding
during pregnancy, etc.); followed by preparation of specific
projects and agreement on financing for them.

8.12 Experience elsewhere shows that very targetted nutrition and
feeding programs (eg. for malnourished children below the age of 36 months)
can have a dramatic effect, although the capacity to administer them in
Nepal is weak. No new feedir.g i.tiatives should be urAdertaken until the
restructured Vulnerable Group Feeding program has operated for some time
and is reviewed.

Poverty Alleviation Programs

8.13 As we have seen, the experience with programs to date has been
discouraging. Transfer programs do not reach the poor, except for parts of
NFC's remote area food distribution. Feeding programs have had only
limited success, delivery is sporadic, and they are not well targetted.
The food-for-work program is self-targetting, and while it has problems, is
an area to consider expansion. The IRDP's show little sign of success in
raising incomes of the poor; some intensive agricultural programs do, but
their replicability is questionable (i.e. they may be successful because
they are in the right places), and unit costs are high. Labour intensive
construction and public works employment shows some promise, there are
problems to be ironed out, but this is an area for expansion. The
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targetted credit programs, while partially successful, reach only a small
proportion of the poor - their benefits appear to be more in group
formation and other externalities than the provision of credit as such.

8.14 HMG should consider focusing its efforts on food-for-work and
rural public employment schemes - not because they are necessarily the
best solutions (ultimately their sustainability is questionable), but
because they are the ones which can reach large enough numbers of the poor
to make a difference, and which the administrative capacity exists to
deliver. Many small income-generating programs (eg. under NGO's, IRDP's,
and targetted credit projects) have had only very limited success. They
require labour-intensive interventions, they have proven difficult to
deliver, the capacity to expand them is limited by the shortage of skilled
staff and by their high unit costs. HMG is probably better off: (i)
concentrating its efforts on improving overall administrative and service
delivery capacity; (ii) providing a fund for NGO's to continue to undertake
small-scale income-generating projects; and (iii) pursuing a slow expansion
of SFDP and PCRW - or a revised variant of them.

Credit Issues

8.15 HMG should exercise caution in pursuing major infusions of credit
to fuel income growth among the poor - our analysis suggests that it will
not lift binding constraints on the poor, and that the banking system can
probably not efficiently deliver it. Certainly credit should form part of
the Government's small business development strategy, but it should not be
a centerpiece of poverty alleviation efforts. Providing small amounts of
credit to the poor for selected investments is legitimate - for this HMG
should focus on expansion of the SFDP and PCRW programs, but only after
they have been consolidated and strengthened.

Education

8.16 HMG is following largely the right policies in education
development - the capacity of the system needs to be expanded if it is to
absorb the poor, and measures have to be found which will attract them into
schools. EMG and the donor community need to be ready to allocate
substantially more funds to general education (about double in real terms
within the next 20 years). Analytical work should be undertaken on the
determinants of school attendance, and to frame measures to increase
enrollments. The following particular measures are recommended: (i) a
national literacy campaign; (ii) revamping the curriculum and examination
systems to improve relevance and quality; (iii) measures to increase female
participation, including expansion of programs that allow alternative
scheduling of classes, more female teachers, and possibly a scholarship
program for girls.

Health

8.17 The greatest impact will come from non-health measures: water
supply and hygiene, improved access to food, and reduced fertility. For
the poor HMG should focus on a subset of simple health interventions -
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immunization, oral rehydration, diarrheal disease management, and micro-
nutrient supplementation - which do not rely on improvements in the health
service for delivery.

8.18 A national mass hygiene campaign should be undertaken, which would
combine nutrition education and awareness with a program of rural water
supplies, and provision of sanitation facilities in both urban and rural
areas.

General

8.19 There has been a startling failure to measure the income effects
of massive expenditures on programs and projects designed with the
intention of raising incomes (including those financed by the World Bank).
In addition, there is no source which allows HHG to track overall changes
in incomes or living standards. It is recommended that HMG establish the
capacity to monitor household incomes on a periodic basis (the MPHBS is a
good model), as well as requiring major projects to include specific income
monitoring measures.

8.20 Given the critical importance of employment generation in off-farm
activities surprisingly little is known about labour force and wage issues
in Nepal. The Department of Labour focuses exclusively on the
manufacturing sector (2Z of employment). 1MG should establish a data base
and analytical capability covering employment statistics, wages and
employment conditions. Complementary to this, a group of studies should be
undertaken to improve the (almost non-existent) understanding of employment
and incomes in the informal sector and in construction.

C. Programming Implications

8.21 To promote equitable growth the Government needs to strengthen and
expand key sectoral programs - including the national population campaign,
modified approaches in agriculture, an expanded program of access, and the
spread of basic education. In most of these areas steps are already
underway - they need to be intensified, and implemented effectively. Major
programming recommendations in these sectors are beyond the scope of this
report, although additional suggestions are made in the text as to how they
could have a greater impact on the reduction of poverty. In addition, to
directly improve the conditions of the poor, the following six point action
program is recommended as a framework around which HMG and donors could
mobilize support.

(1) Expansion of Selected Transfer Programs - probably consisting of
a rural works program and Food-for-Work.

(2) Incremental Improvements in Existing Income-Generating Projects -
including the SFDP and PCRW, and a fund for NGO income-generating
activities.
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(3) Food and Food Aid Programs - including an agreed program of
support, reform of the NFC, and identification of the most
effective interventions.

(4) Strengthening Non-Income Alleviation Measures - which improve the
welfare of the poor in the absence of income increases: including
a mass hygiene campaign, simple preventive health interventions,
and possibly targetted nutrition/feeding interventions.

(5) A Package of Policy Reforms - involving tenancy, labour
contracting arrangements, service delivery and decentralization,
and the regulatory framework for NGOs.

(6) Analytical Work in Priority Areas - including: (i) labour force
issues, (ii) measuring income and income changes; (iii)
development of migration and re-settlement strategies; (iv)
tenancy and agrarian reform; (v) the construction industry; (vi)
the informal sector; (vii) determinants of education
participation; (viii) the private economics of family size; and
(ix) the cost-effectiveness of simple health interventions.

8.22 In some of these areas further study is needed before program
reforms can be finalized. The first steps in framing this program would
be:

(a) preparation of sub-projects - including agreeing on modifications
required to existing programs; appraisal of the new projects (eg.
for food security and rural works); and agreement on the shape of
the sectoral programs (population, agriculture, and rural access)
- to the extent that they differ from, or represent an
intensification of, on-going initiatives;

(b) in parallel, undertaking necessary analytical work (eg. for
agrarian reform, food security measures); and,

(c) agreeing on a financing package for the main elements of the
program.
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ANNEX I

SUMMARY OF RECOMMENDATIONS





SECTOR RECOMfIENDATIONS REFERENCE

AGRICULTURE - Continue to pursue small farmer irrigation programs in the hills and Paras. 4.29, 6.63
the terai; with careful design to improve benefits to the poor;
consider using criteria under Irrigation Sector Program to select
poor beneficiaries, where feasible.

- For groundwater irrigation development in the terait form small Para. 4.29
farmers into groups; regularize land tenure and registration;
provide a package of credit and technical support.

- Encourage development of a small traders to supply agricultural Para. 4.7, 4.30
inputs - possibly by providing training and credit.

- Continue to pursue research and extention (R&E) based on a Paras. 4.11, 4.31
farming systems approach, including:

(i) expansion of R&E based on systems free of purchased inputs;

(ii) conduct field tests using poor farmers as models;

(iii) more research on subsistence livestock; and,

(iv) consider a small-scale horticulture program for farmers in Para. 4.19
accessible areas.

- Train agricultural extension workers to deal with female farmers Para. 4.19

DiPLOMMEIT - Consider a major rural employment program, based around expansion Para. 6.69
of Food-for-Work, and SPWP.

- In combination with above, consider a program of more labour-intensive Para. 4.44
construction works - as a first step do an analysis of costs and
efficiency trade-offs.

- Increase monitoring and supervision of construction contractors. Para. 3.70

- Enforce District wages. Para. 3.69 I



SECTOR RECOMMENDATIONS REFERENCI

- Review construction contracting and employment practices, including Para. 4.42
scope for use of smaller contractors.

- Increase labour-intensive maintenance, especially on rural roads. Para. 4.43

- Rather than beneficiary operations and maintenance (eg. of irrigation Para. 6.63
schemes), consider a user charge combined with wage employment of
poorer villagers.

LAND TENURE - De-link tenancy reform from land redistribution issues. Para. 3.42

- Design and implement a tenancy and agrarian reform package. Para. 3.43

- As a first step, analyze the extent and type of tenancies, and their Para. 3.43
economic effects.

- Streamline procedures for land registration and transfer. Para. 3.42

- Divorce issues of urban land management from those of agrarian reform. Para. 3.41

FOOD SECURITY - Separate food distribution for civil servants from NFC's other Para. 6.45
activities.

- Preferably discontinue distribution to civil servants and replace Paras. 6.21, 6.45
with salary increases.

- Drop Kathmandu entirely from NFC's operations. Para. 6.45

- Review and determine scope for benefit targetting in remote areas Para. 6.45
under NFC.

- Undertake no new feeding programs at this stage. Para. 6.47

- Review experience with the Vulnerable Group Feeding program next Para. 6.47
year, along with experience elsewhere.

- HMG and donors should undertake a general assessment of options Para. 8.11
for food security interventions, and agree on a program.



SECTOR RECOMMENDATIONS REPENCI

POPULATION - Mount a major national population campaign, it should include: Para. 5.52

Recruitment of a large number of female family planning
workers (maybe 25,000), highly paid and well-trained.

Population linked incentives in other sectors.

Possibly a separate service delivery system, outside the
health service.

Develop a cadre of population specialists and managers. Par. 5.52

- Undertake analytical work on the income effects and determinants of Para. 5.54
of family size.

EDUCATION - Concentrate on basic education and literacy Para. 5.43

- Be prepared to increase financing for primary education from Para. 5.44
US$24 million to US$50 million p.a.

_ Undertake a national literacy campaign. Para. 5.45

- Improve curriculum relevance, reduce rote-learning and dependence Para. 5.46
on examinations.

- Consider automatic promotion in the first three years, and possibly Para. 5.46
instruction in non-Nepali languages.

- Consider (i) siting schools closer to families; (ii) more flexible Para. 5.46
hours, (iii) recruiting teachers locally.

- Increase the use of female teachers (postpone SLC requirement), Para. 5.47
consider providing femali scholarships and uniforms.

HELTH - Focus on iumunization, oral rehydration, micro-nutrient programs. Para. 5.60



SECTOR RECIIKXb DTIONS REwzRSNCu

- Consider a mass national hygiene campaign - combining hygiene Paras. 6.48, 5.59
education, and changing hygiene behavior, with rural water supplies
and sanitation facilities.

- In conjunction with the above - a nutrition behavior program to Para. 6.48
change weaning and feeding practices.

CREDIT - Consolidate SFPD and PCRW before further expansion. Para. 6.54

- Strengthen the training of group organizers. Para. 6.54

- Divorce development functions from commercial banking activities. Para. 6.57

- Consider establishment of a 'Poverty Bank' to finance small amounts Para. 6.57
of directed credit for income increasing activities among the poor.

- Reconsider massive expansions of commercial credit to the poor. Paras. 6.60, 8.15

SPATIAL ISSUES - Undertake an analysis of measures needed to manage population Para. 3.22
transition out of the hills - including scope for conversion of
terai forests.

- Consider concentrating on growth of small-to-medium sized Para. 7.15
settlements.

- Adopt a hierarchy of support for hills areas, depending on degree Paras. 8.09, 7.15
of accessibility and sustainability of welfare support and
economic activity.

GENERAl - Consider a land tax - except on small landowners. Para. 6.05

- Strengthen general programs, and provide infrastructure, rather Para. 6.32
than finance additional IRDP's.

If there are to be further IRDP's, they should focus on very few Para. 6.32
activities - probably roads and irrigation. I!



SECTOR RICOIEZNaT!ONS R mBJEUN

- Enforce collection of irrigation charges. Para. 6.19

- Replace irrigation capital subsidies with a credit program, with an Para. 6.20
exemption for very small landholders.

- Undertake analytical work to identify possible micro interventions Para. 8.06
to accelerate informal sector income growth.

- Undertake a systematic review of administration and personnel factors Para. 6.77
effecting service-delivery, rather than tackling them sector-by-
sector.

- Pursue programs which put more income in the hands of women (eg. PCRW). Para. 3.91

- Expand programs which reduce the time spent (mostly by women) in
gathering fuel fodder, and water - eg. rural water supply, community
forestry, trail improvement.

- Establish a data-base on employment and wages issues. Para. 8.20 E
- Improve monitoring of incomes, income changes, and the income Para. 8.19

effects of projects and programs.

- Consider partnerships of NGOs executing some projects financed Para. 6.84
by large donors.

- Consider a fund for mall income-generating projects to be Para. 6.73
implemented by NGO's, along with technical support.

- Review the regulatory framework for NOO's, with a view to Para. 6.86
relaxing it.

- Build up the capacity of local NGO's, consider a smll fund through Para. 6.86
which ING0's and others could support them. FE
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Table 1.l

Key Couutry Data la

Conmsur Exchange Rut Foodgrain
Population Price Index Rate or Production

(millions) (1972/73 RS/USS UsIRs (1974/75 (000 t.)
x 100) ---- ----- R. bla.)

1950 9.3 9.4 3469

1955 9.7 7.7 10.3 3537

1960 9.4 7.6 12.1 3748

1965 10.4 7.6 1.60 13.5 3335

1970/71 11.6 10.1 1.35 15.4 3557

1975176 13.2 137 12.3 1.39 17.3 3908

1980/81 15.0 201 11.9 1.45 20.2 3829
198t1/2 15.4 222 13.2 1.45 20.9 3983
1982/83 15.9 254 13.9 1.45 20.3 3350
1963/94 16.2 269 15.3 1.45 22.3 42P9
1984/95 16.5 291 17.9 1.45 23.6 4211
1985/96 16.9 326 19.8 1.45 24.6 4437
1996/87 17.4 368 21.5 1.66 25.3 4094
1997/89 17.9 4Q9 22.1 1.68 27.9 4749
1989/89 19.2 439 25.0 1.68 28.2 5395
1989/90 19.8 29.0 1.68

a/ NOTE: These are the price index, population, and GDP series which
underlie calculations throughout the report.
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Table 1.2

Changes in Key Econoeic Variables

Average Annual Growth Rates

1965-73 1973-90 1980-97

6DP 1.71 3.0 4.41

Aqriculture 1.51 0 3.91

Foodgrain Production 1.0I -0.7Z 2.41

Inflation (Consuser 5.31 6.91 10.31
Prices)
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Table 2.0: The Multi-Purpose Household Budget Survey

The Multi-Purpose Household Budget Survey (MPHBS) was conducted by
the Nepal Rastra Bank in 1984/85. The study includes modules on household
composition, education levels, housing, employment, income, expenditures
and time use. Special attention was paid to non-monetized transactions,
which were valued at prices obtaining in the local markets adjacent to the
household in question.

The survey used a cluster sampling technique to select 23
districts and twelve town panchayats. Five inaccessible mountain districts
were excluded from the sampling frame. Survey teams enumerated all
households (using the United Nations Statistical Office definition of
household), in the selected areas, excluding 'beggars' and people living in
institutions such as schools and prisons. In total, 3,662 households were
interviewed.

Households chosen in the sample were given two sets of interviews,
one in the rainy season and one in the dry season, in order to provide a
balanced picture of consumption and expenditure patterns. During each set
of interviews households were asked demographic and housing information, as
well as expenditure, income and savings patterns for the previous month.
Part of each set of interviews included daily visits by enumerators for
seven consecutive days to collect 24 hour recall data on purchases of food,
use of home produced food, food received free and food received as wages.

Field supervisors reinterviewed ten percent of the households to
check on the quality of the interviews. In addition, internal checks were
made such as comparing sources of income in the previous month to time
allocation in the previous month and comparing income to expenditure. In
the latter case, if expenditures exceeded income by more than fifteen
percent, the household was reinterviewed to insure the validity of the
information.

These data represent the best available national data on incomes
and expenditure in Nepal. The survey was well organized and implemented
and the data collection carefully monitored. As with many such surveys the
very wealthy and the very poor are probably underrepresented. The
exclusion of 'beggarsw (no definition given) means that a significant
number of the very poor, particularly in urban areas, may have been missed.
On the whole, however, the surveys presents an accurate picture of incomes
in Nepal.
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NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.1: CHARACTERISTICS OF THE POOR

(1984 Rs. per month)

RURAL URBAN
---- Teru ---- ---- Hills ----- -- Mountains --- ---- Terai ---- ---- Hills -----

Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

Ave Household Size 7 7 6 5 6 4 7 6 6 5

AverageMtdldy Income 702 1,493 673 1,452 886 1,186 704 1,379 815 1,919
Average Mantly Expenditure 741 1,247 738 1,273 869 1,055 765 1,118 971 1,645

Per Capita Mony Iyncome 99 221 111 267 139 271 102 249 131 377

No. of EanrsPerHouaehold 3 3 3 3 4 3 2 2 3 2
Dependecy Ratio 1.3 1.1 0.9 0.8 0.8 0.6 1.7 1.7 2.6 1.7

No. of Pesons/Sbeping Room 3.8 3.0 3.8 2.8 3.5 2.6 3.6 2.8 3.5 2.4

Litey Rate (%) 22.0% 40.2% 37.1% 51.1% 32.1% 42.1% 35.2% 59.0% 49.1% 72.4%

Enrollment Rate (%)
Primry 30.1% 53.0% 49.2% 64.5% 37.1% 55.1% 37.2% 63.4% 64.9% 79.0%
Swcondary 13.0% 29.7% 10.9% 29.8% 17.8% 21.3% 22.0% 42.0% 23.9% 48.5%

(Soure: MPHBS 1989)



NEPAL

POVERTY AND INCONES STUDY

TABLE 2.2A: COMPOSMTION OF INCOME BY TYPE

(1984 Rs. per month)

RURAL URBAN

-- Terai ---- -- Hills- -- Mountains --- ---- Terai ---- ---- Hills -

Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

Cah Iome
Wages & Salaries 108 107 121 209 123 173 301 417 350 721

Agriculture 64 398 56 262 112 199 26 90 52 83

Other Faily Enterprises 29 77 29 115 is 58 105 372 76 460

Other (Prop., Interest, etc.) 24 64 30 94 19 58 30 143 45 339

Subtotl 224 646 236 679 272 487 461 1,023 523 1,603 a

Income In Kind
Food& Own Production 33 70 33 58 52 63 21 34 23 31

As Part of Wages 120 52 39 19 39 21 34 21 12 19

Family Enterprises 286 688 307 635 456 552 162 276 197 231

Impuwnd/Reived Free 38 36 58 61 66 62 26 25 60 35

Subtotal 478 847 437 773 613 698 244 357 292 315

TOTAL 702 1,493 673 1,452 885 1,186 705 1,379 815 1,919

Rental Value of own home 41 72 38 87 75 79 98 179 126 356

Notes: * Alost all in the form of food; includes agricultural production and

rental income in kind (i.e. sharecropping payments).
*5 Includes rentad value of rent-free dwelling. I



NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.2B: COMdPOSMTION OF INCOMES BY SOURCE

(1984 Rs. per mnonth)

RURAL URBAN
-- Trai-i -- --- Hils - -Mountains --- ---- Torai ---- ---- Hills -----

Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

- hmo
Cash 64 398 56 262 112 199 26 90 52 83

Kind 285 684 306 628 456 549 160 271 197 220
Subtotal 349 1,082 363 890 568 748 186 361 248 303

Ncn-Agdufm

Cash 29 77 29 115 18 58 105 372 76 460 t

Kind 1 4 1 7 2 3 2 5 1 11
Subotal 29 80 30 121 20 61 106 377 77 472

Wais & Saies

Cash 108 107 121 209 123 173 301 417 350 721

Kind 120 52 39 19 39 21 34 21 12 19
Subtotal 228 160 159 228 162 193 335 438 362 740

Od_r Ch Iomm

Ritlnt 5 19 2 7 1 17 9 59 24 167
Odhers 19 44 28 88 17 41 21 U4 22 172

Maier laame in Kind
Home Produced 33 70 33 58 52 63 21 34 23 31
R ived Freo 38 36 58 61 66 62 26 25 60 35

TOTAL 702 1,493 673 1,452 88S 1,186 705 1,379 815 1,919 1

Rma1 V1ue of own home 41 72 38 87 75 79 98 179 126 356



NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.3A: HOUSEHOLD CONSUMPTION PATrERN

(1984 Rs. per month)

RURAL URBAN
- Terai -- Hills ----- - MounStins - ---- Terai ---- ---- Hills -----

Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

Family Size 7 7 6 5 6 4 7 6 6 5

Grains and Pulses 409 524 355 475 434 411 388 382 411 453
Oils, Spices, tc. 37 58 37 58 45 50 42 57 56 79
Vegetables & Fruits 49 67 51 71 51 58 58 73 74 121
Met, Fish & Eggs 15 30 19 38 24 30 17 31 31 65
Odher Foodstuffs 37 78 44 113 56 75 44 120 70 185
Fue,Ligt, Water, etc. 51 72 57 74 69 67 49 64 85 119
Clothing 56 170 78 183 86 159 64 138 87 205
Education & Health 31 107 31 82 22 37 43 104 60 151
Transport 6 23 5 15 4 11 8 26 10 51
Religious Obligations 2 12 4 13 3 9 1 6 2 13
AU Other 47 106 69 152 76 149 69 116 79 205

Toa 1Consmption Expedture 741 1,247 749 1,273 869 1,055 783 1,118 965 1,645

NonConslPtio Expenditwre 36 111 12 54 11 45 3 38 64 52

Raetl Vale of Own Home 41 72 38 87 75 79 98 179 126 356



NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.3B: PER CAP1TA CONSUMPTION PATTERN

(1984 Rs. per month)

RURAL URBAN
----- Terai --- ---- Hills ----- -- Mountains --- ---- Terai--- ---- Hills -

Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor Poor Non-Poor

FamilySize 7 7 6 5 6 4 7 6 6 5

Grains and Pulses 58 74 50 67 61 58 55 54 58 64
Oils, Spices, etc. 5 8 5 8 6 7 6 8 8 11
Vegetables & Fruits 7 9 7 10 7 8 8 10 10 17
Meat, Fish&E 8gs 2 4 3 5 3 4 2 4 4 9
Other Foodstuffs 5 11 6 16 8 11 6 17 10 26
Fuel, Light, Water, etc. 7 10 8 10 10 9 7 9 12 17
Clolhing 8 24 11 26 12 22 9 19 12 29
Education & Health 4 15 4 11 3 5 6 15 8 21
Transport 1 3 1 2 1 2 1 4 1 7
Religious Obligations 0 2 1 2 0 1 0 1 0 2
AU Other 7 15 10 21 11 21 10 16 11 29

Total CaOumpfioEenditore 104 176 106 179 122 149 110 157 136 232

Nam-C_ _omptm Exponditure 5 16 2 8 2 6 0 0 5 9 7



NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.4A: COMPOSTIMON & SOURCES OF FOOD CONSUMPION

(In K.CaI/person/day)

Rural Trai

Poor Non-Poor

Market Home Market Home

Purchased Produced * Bartered Total Purchased Produced * Bartered Total

uls,s heais &Pubues 215 1,208 400 1,823 139 1,983 163 2,285

Oils, Fats Spices 25 13 1 38 65 32 0.4 97

Frkt & V ogeabbs 35 45 0.6 81 34 69 1 104

Meat, Fish & Egs 4 5 0.1 9 9 6 0 15

AR Odor Foods 31 43 2 76 90 93 0 183

TOTAL 309 1,314 403 2,027 337 2,182 165 2,684

* Includes Received Free.

(Sourmc: MPHBS 1989) 
F



NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.4B: COMPOSTIMON & SOURCES OF FOOD CONSUMPTION
(n K.Cal/person/day)

Urban Terai

Poor Non-Poor
Market Home Market Home

Purchased Produced * Bartered Total Purchased Produced * Bartered Total

GOns, Crals& Pulsus 907 818 115 1,840 881 975 64 1,920

Oils, Fats & Spices 41 9 1 50 70 35 0.4 105

Fruit Vegebbles 54 20 0 74 81 23 0.2 104

MA t,Fish&EgEu 5 2 0 7 11 2 0.0 12

AI Odaor Foods 39 21 (0) 60 118 40 0.0 157

TOTAL 1,046 869 116 2,031 1,160 1,073 65 2,298

* Includes Received Free.

(Sowce: MPHBS 1989)



NE.PAL

POVERTY AND INCOMES STUDY

TABLE 2.4C: COMPOSITION & SOURCES OF FOOD CONSUMPTION
(In K.Callpersonlday)

Rural Hills

Poor Non-Poor

Market Home Market Home

Purchased Produced * Bartered .Total Purchased Produced * Bartered Total

Gins, Cereds & Pulses 366 1,322 135 1,823 272 1,807 43 2,122

Oils, Fats & Spices 36 24 0 60 32 43 0.2 76

Fruit & Vegebbles 10 56 0.5 67 25 85 1 111

Meat, Fish & Eggs 5 3 0.0 8 12 5 0.0 17

AU Ofer Foods 62 165 4 231 115 247 3 365

TOTAL 480 1,569 139 2,189 456 2,188 48 2,691

* Includes Received Free.

(Source: MPHBS 1989)



NEPAL

POVERTY AND INCOMES STUDY

TABLE 2.4D: COMPOSITION & SOURCES OF FOOD CONSUMPTION
(In K.Cal/person/day)

Urban Hills

Poor Non-Poor
Market Home Market Home

Purchased Produced * Bartered Total Purchased Produced * Bartered Total

Grains, Cereals & Pulses 976 766 19 1,761 1,124 607 30 1,762
LA
LA

Oils, Fats & Spices 55 11 0.0 66 105 17 0.2 122

Fruit & Vegetables 51 29 0.0 80 107 29 0.4 136

Meat, Fish & Eggs 12 0.5 0.0 12 28 2 0.0 30

All Other Foods 94 77 0.0 172 253 107 0.2 361

TOTAL 1,188 883 19 2,090 1,617 762 31 2,410

* Includes Received Free.

(Source: MPHBS 1989)
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Table 2.5 - Tim Use br Ae, Gender, and Inccm

Tim UJ4 - Avrerse Hours Per gal

Rural Urban

Torsi Hills Torsi Hills

Mon- mon- Non- Non-
Poor Peor Poor Poor Poor Poor Poor Poor

Men > 15 years old

Conventional Economic Activities 5.13 4.86 4.29 4.18 6.40 5.76 5.17 6.17
Subsistence Economic Activities 0.97 0.92 1.67 1.70 0.39 0.32 0.87 0.34
Dometic Work 1.67 1.75 1.95 2.13 1.64 1.56 1.51 1.39
Work Burden 7.97 7.56 7.91 3.04 6.43 7.64 7.56 6.90
Education and Reading 0.87 0.98 0.64 1.05 0.72 1.64 1.38 2.68

Women > 15 years old

Conventional Economic Activities 1.71 1.50 2.64 2.62 1.36 1.30 2.67 1.79
Subsistence Economic Activities 1.91 1.66 2.58 2.42 1.86 1.01 1.97 1.18
Domestic Work 5.94 5.90 5.24 5.95 6.71 6.65 5.26 5.66
Work Burden 9.56 9.06 10.46 10.99 9.45 8.96 9.90 8.62
Education and Reading 0.26 0.42 0.15 0.25 0.45 0.69 0.46 1.55

Boys 10 to 14 year: old

Conventional Economic Activities 1.45 0.95 1.05 1.27 1.20 1.17 0.51 0.33
Subsistence Economic Activities 0.72 0.56 1.18 1.19 0.40 0.27 0.78 0.44
Domestic Work 1.61 1.33 1.65 1.96 1.07 0.79 0.82 0.76
Work Burden 3.7S 2.84 3.78 4.41 2.67 2.23 2.11 1.53
Education and Reading 2.85 4.47 3.62 3.84 4.19 4.96 5.07 6.31

Girls 10 to 14 years old

Conventional Economic Activities 1.39 0.91 1.91 1.75 0.60 0.45 1.11 0.63
Subsistence Economic Activities 1.52 1.32 2.18 1.96 0.89 0.76 1.41 0.82
Domstic Work 3.62 8.14 2.73 3.95 4.18 3.16 3.08 2.18
Work Burden 6.53 5.37 6.82 7.66 5.67 4.37 5.80 3e63
Education and Reading 1.03 2.37 1.44 2.05 2.00 3.67 2.73 6.18

Boys 6-9 years old

Work Burden 1.30 1.34 1.90 1.70 1.78 0.79 0.83 0.44
Education and Reading 2.26 3.08 3.22 4.08 2.98 4.79 3.66 6.33

Girls 6-9 yocrc old

Work Burden 3.12 2.21 3.26 3.19 2.84 1.99 2.68 1.20
Education and R-ading 1.03 2.30 1.65 2.08 1.46 3.61 1.71 6.61

Source: MPHBS Special Tabulations.
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TABLE 2.6: EDUCATION ENROLLMENTS AMONG THE POOR

Poor Non-Poor
Primar Secondary Primar Secondary

Rural Hills
Male 72% 21% 79% 41%
Female 33% 6% 54% 18%

Total 53% 12% 67% 30%

Rural Terai
Male 45% 20% 67% 39%
Female 14% 5% 39% 18%

Total 30% 13% 53% 30%

Urban Hills
Male 75% 38% 83% 58%
Female 50% 8% 75% 39%

Total 64% 25% 79% 49%

Urban Terai
Male 49% 32% 72% 48%
Female 26% 7% 51% 35%

Total 38% 22% 63% 42%

(Source: MPHBS 1989)
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TABLE 3. lA: OCCUPATIONAL CLASSIFICATION BY INCOME

RURAL

Terai Hills
Non- Non-

Poor Poor Poor Poor

Profissional, Technical
Administrative & Manageriad 0.9% 1.7% 0.9% 2.3%

Office Workers 0.4% 1.0% 0.9% 2.7%

Sales and Service 4.8% 13.2% 2.0% 8.1%

Agricultural Workers 81.6% 78.7% 80.5% 75.9%
(of which: Farm Labourers) 27.3% 11.9% 6.4% 2.2%

Production Workers 3.3% 1.8% 4.4% 3.9%

Construction, Transport
& Communications 8.9% 3.6% 11.5% 7.1%
(of which: Casual Labourers) 8.2% 3.1% 10.7% 6.1%

(Source: MPHBS 1989)
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TABLE 3. 1B: OCCUPATIONAL CLASSIFICATION BY INCOME

URBAN

Terai Hills
Non- Non-

Poor Poor Poor Poor

Professional, Technical
Administrative & Managerial 0.3% 5.3% - 9.3%

Office Workers 3.2% 9.2% 5.1% 13.0%

Sales and Service 17.1% 26.4% 4.3% 22.7%

Agricultral Workers 46.6% 34.4% 50.5% 29.4%
(of which: Farm Labourers) 5.0% 2.6% 2.9% 0.4%

Production Workers 8.9% 11.7% 9.6% 14.4%

Construction, Transport
& Communications 24.3% 13.5% 32.4% 10.8%
(of which: Casual Labourers) 22.4% 9.4% 30.2% 6.9%

(Source: MPHBS 1989)



TABLE 3.2A: UTILIZATION OF WORKING DAYS

RURAL NEPAL

TERAI HILLS MOUNTAINS

Poor - Non-Poor- -- Poor --- - Non-Poor ---- -- Poor - - Non-Poor

Male Female Toa Male Female Toal Male Female Tota Male Female Total Male Fenale Total Male Female Total

ToaDaystArla 501 355 856 536 328 864 368 422 790 352 420 772 423 434 857 334 362 696

Sdf-Elsoylact 132 72 204 229 97 326 106 133 239 140 153 293 142 140 282 154 166 320

Labo Exdmp 2 2 4 3 2 5 9 16 25 12 25 37 26 33 59 18 30 48

Off-Farm E qyoymet 174 95 269 77 43 120 85 53 137 49 30 79 83 38 121 SO 23 73

Uniblized 193 185 379 227 186 413 165 224 389 151 212 363 173 222 395 112 143 255

(Sowft: MPIBS 1989)
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TABLE 3.3: SAMPLE SURVEY DlSTRIBUTION OF WORKDAYS

(Days Per Person)

Non-Farm
Self- Wage Wage

Percentage Employment Employment Not Total Employment
of Workers (Of Which (Of Which Classified in Classified

Non-Farm) Non-Farm) Total

Landless 35.3% 62 (25) 62 (33) 55 179 27%

0.0 - 0.5 h.a. 18.1% 80 (13) 33 (20) 33 146 18%

0.5 - 1.0 h.a. 11.8% 101 (14) 47 (24) 22 170 16%

1.0 - 2.0 h.a. 13.6% 90 (10) 35 (16) 21 146 13%

2.0 - 10.0 h.a. 20.2% 72 (7) 14 (6) 42 128 7%

10.0 h.a. + 1.0% 100 (5) 10 (6) 98 208 5%

All 100.0% 76 41 40 157

Source:

Acharys A Study of Rural Labour Markets in Nepal - 1987.
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Table 3.4: Nepal Labour Force 1981 and 1989
(millions)

1981 1989 (est.)

Hale Female Total Hale Female Total

Population 7.7 7.3 15.0 9.4 9.0 18.4
Economically Active 4.5 2.4 6.9 5.7 3.4 9.1
(over age 10)

Estimated LF -
Participation Rates: 83Z 461 652 83Z 57Z 70X
(aged 10 and over)

Source: 1981 Census; 1989 mission estimates.

Table 3.5: Estimated Sectoral Breakdown of the Labour Force

Agriculture 86Z
Hanufacturing 22
Construction,
Utilities, 22
Transport 3
Commerce 32
Services 52
Others 21

Source: Hission estimates from various sources.
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Table 3.6: Some Selected Wase Rates (1988)

Rs./day

Agricultural Wage Labour: Rs. 10-15
Construction & Public Works: Rs. 15-30
Cottage/Small Industries: Rs. 15-30
Agricultural Processing: Rs. 25-50
General Portering: Rs. 20-50

Source: ERL - from Interviews

Table 3.7: Sample Estimates of Remittances by Migrants

Remittances as Average
a Proportion of Income Remittances

Low Income 2-51 Rs. 120-210

Medium Income 5-112 Rs. 340-680

High Income 18-242 Rs. 1190-2490

SOURCE: Report on Rasuwa-Nuwakot Rural Development Program
(1982) as reported in New Era, op. cit..
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Table 4.1

The Manufacturing Sector - Output k Eeployeent 6rowth

(Output in Rs. sillions, current prices)

1976177 1981182 1986/87 Average Annual Employment Growth

Gross 6ross 6ross 1976/77 1981/82 1976/77
Output Employment Output Eeployment Output Employment -1981/82- 1986/87 -1986/87

Food 3394 20835 4185 25463 4940 32124 42 52 l5

Drink 134 6887 987 11097 363 11195 10 - 5

Textiles 174 8323 655 13911 2154 35575 11 201 162

Wood/Paper 144 5970 612 7267 605 11829 42 102 92

Plastics,etc. 16 740 195 830 863 7360 31 552 252

Non-Metallic 59 7550 130 16640 930 45490 162 222 192

Metallic 46 1390 192 3843 771 5810 232 92 152

Total 4238 59037 7062 80150 13537 152579 62 142 102
(incl. aisc. others)
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Table 4.2

Foreal Sector Employment & Projections

Projected Employeent

Low Scenario Middle Hiqh Scenario

1990 6rowth 2010 6rowth 2010 6rout 2010
Sector Employeent Rate Employeent Rate Eeployment Rate Employment

Nanufacturing 150,000 4.5% 361,757 6.52 529,547 10.0%1,009,125
Construction 350,000 1.0% 427,067 3.0X 632,139 5.02 928,654
Tourism 10,000 4.01 21,911 6.5Z 35,236 9.02 56,044

Public Sector 130,000 2.01 193,173 3.01 234,794 4.02 24,9846

Trade 60,000 4.5% 144,703 6.5% 211,419 9.02 336,265
Transport 18,000 2.5% 29,495 3.52 35,816 6.02 57,729
Services 100,000 5.0% 265,330 7.02 386,968 10.02 672,750

Total Formal Sector:
u/ Construction 918,000 1,443,436 2,064,920 3,345,412
u/out Constructi 468,000 1,016,369 1,432,781 2,416,758

2010 Employment Ithousands)

- w/construction 1,443 2,065 2,857
Share o LF: 10.62 15.21 21.02

- w/out 1,016 1,433 1,929
Share of LF: 7.52 10.52 14.22

2010 - New Jobs Beinq Created Annually

- u/construction 45,905 104,737 194,002
Share of LF 6rowth: 12.OZ 27.5 50.9%

- u/out 41,534 85,773 147,570
Share of LF Growth: 10.92 22.52 39.7%
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Table 4.3: Manufacturing Employmut and Output - 1986187
(Employment in numbers, values in current Rs. millions)

Gross Value
Industry Employment Output Added

Structural Clay 41,492 456 275
Grain Mills 21,890 5,295 945
Other Agricultural Processing 12,714 795 360
Textiles and Garments 17,570 860 380
Jute, Spinning and Weaving 15,730 1,000 390
Sawmills and Furniture 6,740 335 130
Printing and Allied 3,400 153 70
Metal Fabrication, etc. 3,250 587 160
Total (includes misc. others): 152,580 13,540 4,490

Source: CBS, Census of Manufacturers.
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Table 4.4: Cost Composition of Earthworks Contracts

Project
Area Kathmandu Abroad

Salaries and Wages 332 8Z - 41Z
Equipment and Tools 1? - 5Z 61
Taxes and Interests 61 - 6?
Overheads 3Z 121 - 15X
Contractors Profit 1Z 16Z 3Z 20?
Sub-Contractors Profits 9Z 2Z - 11Z

Total 47Z 44? 8Z 100?

Earthworks Contract - Piece Work

Salaries and Wages 41? 8Z - 49?
Equipment and Materials - 2Z 30? 32Z
Taxes and Interests 2Z 9Z - 11Z
Overheads 2Z 1Z - 3Z
Contractors Profits 5Z - - 5Z

Total 50? 20? 30! 100!

Source: From Lamosung - Jiri Road project.
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Table 4.5: Estimated Financial Plows Under Infrastructure Proiects

Within Kathmandu or Outside
Project Area Other Urban Area Nepal

Mountain Road 32Z 27Z 41Z

Suspension Bridge 351 45X 31?

Drinking Water 30X 2OX 50X

Irrigation

- Large Scale 321 27Z 41S
- Small Scale 60? 20Z 207
- Community Type 90Z 5? 5?

Trail Construction 90Z 4Z 6Z

Source: P. Pradhan, Public Works and Employment in Nepal, mimeo.
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Table 5.1: Estimabed Inforal Sector Eamlt,snet - 1990 (Mbin Occupations)

Rural Urban Total
Prop. of Prop. 'Trop. of

Workers Informal Workers Informal Workers Informal
Occupational Group X of Total '000 Sector X of Total ;°° Sector '000 Sector

1990

Economically activo
population > 10 yrs. ('000) - 8261 - - 918 - 9179

Sales Workers 2.8X 231 2SM3X 8.4 78 26.4X 308 25.8
Service Worker. 1.5X 120 13.4X 6.2 67 19.6X 178 14.9X
Production Workers 3a1X 254 28.2W 9.6 88 80.3B 343 28.7X
Transport Workers 0.1X 12 1.83X 1.0 18 6.1X 29 2.4X
General Labour 8.5X 286 81.6X 5.6 51 17.7X 838 28.2X

Total: Informal Sector 10.91 908 100.0X 81.7 291 100.01 1194 100.0X

Agriculture 82.2X 6791 84.9 820 7111

Residual (formal) e.9X s68 8 .4 307 874

NOTE: The Table presents one estimate of informal sector employment based
on the information obtained from the MPHBS. The survey provides the
percentage distribution of economically active persons over 62
activity groups. Breaking down the economically active population
by the same proportions, and making some assumptions about which
occupations fall in the informal sector, yields estimates of the
number of main workers engaged in each activity. The classlf4 -ation
of people into activity groups has been based on the concept of
"main occupation". The percentages of main workers engaged in these
activities have been deflated by the proportions of informal work
expected to be undertaken in each activity respectively for rural
and urban areas. The proportions used are based on observation and
experience of rural Nepal, as well as both the plains and hill
regions of neighboring states in India. The resulting distribution
of main workers in the rural and urban informal sectors has then
been multiplied by the numbers of economically active persons (above
ten years of age).
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TABLE 5.2: INCIDENCE OF POVERTY AMONGST
INFORMAL SECTOR WORKERS

Poor Worke
Occupations Rural Urban Nepia

3. Sales

3. 1 Proprietors 25.6% 9.2% 18.9%
3.2 Salesmen 41.3% 7.1% 16.9%
3.3 Street vendors 20.0% 56.1% 28.4%
3.4 Superisors/agents

Total Sale Workrs 25.4% 11.9% 19.4%

4. Services

4.1 Hote supervisors 31.2% 13.8% 22.2%
4.2 Hotel workes 25.5% - 9.3%
4.3 Domestic services 7.7% 15.9% 9.2%
4.4 Caretakers/cleaners 100.0% 22.9% 27.2%
4.5 Launderers 100.0% 41.4% 57.4%
4.6 Hairdressers 28.8% 75.6% 54.2%
4.7 Security 45.8% 43.3% 44.7%
4.8 Other services 42.4% 42.4%

Toali Service Worker 13.0% 22.9% 15.9%

6. Productiou

6.1 Proprietors: Rice mills 24.1% 4.9% 15.3%
6.2 Textile workers 37.9% 56.9% 44.8%
6.3 Grain/spice millers 40.7% 26.6% 33.6%
6.4 Butchers 38.5% - 21.7%
6.5 Bakers 100.0% 21.7% 35.6%
6.6 Wine/beverage makes 37.2% 40.9% 37.7%
6.7 Other food processors
6.8 Tobacco workers 59.3% 47.0% 53.9%
6.9 Garment workers 63.7% 30.7% 52.5%
6.10 Laahrgoods worker i00.0% 44.1%
6.11 Furniture maker 100.0% 29.0% 49.7%
6.12 Blacksmith/tool makr 72.0% 35.6% 65.4%
6.13 Mechanic 100.0% 19.3% 26.8%
6.14 Eilectrical workers - 12.2% 11.1%
6.15 Jewellery makes 56.2% 38.0% 43.7%
6.16 Printas/engravers 100.0% 19.1% 36.3%
6.17 Other prod. workers 70.9% 10.7% 42.1%

Totl Productioa Workers 55.5% 25.6% 43.4%

7.4 Tnsport Workers 47.9% 8.1% 18.0%
7.5 Transport Labor 40.2% 21.2% 34.7%

TOal Transpot Wode 44.0% 9.8% 22.5%

7.6 Gera Labor 61.6% 56.2% 60.0%

Total: Informal Worke 42.0% 30.2% 37.9%

Ative Poualmio 43.5% 18.6% 37.6%
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Table 5.3: Istiated Household Informl Sector
Incomes by Major Sources CMPIIS. 1985)

(Re. 1984/85 per month)

Source Rural Urban Nepal
Rs. S Rs. Z Re. Z

Monthly Total 1192 100.0 1794 100.0 1233 100.0

Income from Informal
Sector

Non-agriculture 64 5.4t 376 21.0t 86 7.0Z
enterprise - cash
and kind

Home production 53 4.4Z 69 3.8t 54 4.42

Wages/salaries - 45 3.8t 162 9.0t 80 6.5Z
cash and kind

Total - Informal 162 13.6? 607 33.82 220 17.8?
Sector
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Table 5.4: Informal Sector bmployment Projections
(thousands of workers)

Workers Growth Workers
Occupation Group 1990 Rate (Z) 2010

Optimistic Assumptions:

Total: Informal Sector 1194 6.622 4305
(Z of total) (13.0Z) (24.8X)

Expected Case:

Sales workers 308 3.3Z 590
Service workers 178 9.1Z 1012
Production workers 343 3.42 665
Transport workers 29 4.01 64
General labour 336 3.6Z 682

Total: Informal Sector 1194 4.72 3013
(. of total) (13.0Z) (17.3X)

Pessimistic Assumptions:

Total: Informal Sector 1194 2.9Z 2133
(Z of total) (13.02) (12.3Z)

NOTE: Projections for the year 2010 of the numbers of main workers in
the informal sector are presented in Table 5.4. The numbers for
1990, contained in Table 5.1, are used as the base. Three
alternative sets of assumptions are used and corresponding
optimistic, expected and pessimistic GDP growth rates of 4.32,
3.32 and 2.7Z. The growth rates of employment for broad
categories of workers are based on a combination of historical
performance in subsectors.
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Table 6.1: Indeme of Cultiv (ted Ayms. Emig et lo.te Preduction yield

Scale of Input and Area Covered Scalo of Return

Irrinstlon HYVW*

Total Annual Yilld
Cultivated Annual Irrigated Area Sol* of Produc- Col.0/Col.1

Yenr Area Investment Area Covered Fertilizer tion *100

1 2 8 S 6 8

1t7s 100.00 100.00 100.00 100.00 100. 00 100.00 100.00
1978 102.24 131.66 112.78 100.56 85.02 103.44 101.17
1977 102.30 170.98 183.68 110.41 104.05 98.04 95.37
1978 103.73 193.14 211.34 168.21 124.53 94.89 91.43
1979 108.78 803.70 291.08 144.00 125.83 96.61 93.14
1980 102.80 810.16 436.72 166.36 137.97 86.13 82.86
1981 106.16 864.48 469.30 184.67 143.51 101.85 96.47
1982 108.36 479.16 620.66 218.70 157.99 105.48 97.80
1986 112.66 649.21 693.41 192.17 202.77 88.67 78.71
1964 114.60 726.12 666.93 182.07 289.05 118.58 96.89
1965 119.98 388.07 798.75 188.00 275.36 111.46 92.90
1966 124.60 1126.20 884.62 204.78 281.06 117.44 94.25
1867 124.98 1126.26 968.67 210.82 290.64 108.6s 86.96
196 134.83 1187.99 1085.57 236.58 840.05 127.16 94.81

* Nigh yielding variety includes Pddy, Wheat and Mazl".

Source: Columns 1 to 4 and 6 to 8 HU, Nepal, 1969
Column 5 AIC, Nepal, 2045 (Poush).
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Table 6.2: Incidence of Irrigation by Farm Size
(Percent of Area Irrigated)

Source and Data Large Medium Small Marginal

NRB 1976/77 Terai 18.1 16.8 10.9 10.6
Hills 7.7 7.3 3.9 7.0

MPHBS 1989 Terai - 39.7 35.5 -
Hills - 36.8 27.4 -

NPC 1983/a Terai 40.2 32.0 27.6 24.4
Hills 21.9 25.3 23.1 20.4

ia Percentage of farm households with half or more of their land
irrigated

NOTEs Land size categories (ha.)

NRB and NPC: MPHBS: (Average farm size in category)
Terai Hills Terai Hills

Large 5.1+ 1.02+
Medium 2.4-5.1 0.51-1.02 3.1 0.52
Small 1.02-2.4 0.20-0.51 1.1 0.31
Marginal <1.02 <0.20



- 187 -

Annex 11.6

Table 6.3, Characteristics of Farmer Groups In the Hills

'Large' "Medium' 'Small' "Marginal"
(Poor) (Very Poor)

Ave. family size 8 6 5 4

Holding size (ha.) >3.0 1.0-3.0 0.5-1.0 <0.5

Z of households 5 22 19 54

Ave. holding size (ha) 5.7 1.7 0.75 0.18

Total cultivated area (Z) 34 38 16 12

Household income
from agriculture (X) 76 70 58 47

Family labor used
on farm (Z) 77 68 56 31

Total household income
per month (Rs.) 1284 841 635 462

Total per capita income
per month (Rs.) 162 139 128 108

Household agricultural
income per month (Rs.) 973 591 372 217

Monthly agricultural
income per capita (Rs.) 122 99 74 54

Share of 1985 poverty
line income derived
from agriculture (Z) 76 61 46 34

Sourcet IDS (1986), The Land Tenure System in Nepal and MPHBS (1989).



Table .4: 0 eld to*1a euag tor pFra Mdl..oe
(Vetric Pone per cectsar)

Terai Hill Valleys Hitl Slopes
Rainfed irrigated Rainfed Irrigated Rainfed Irrigated

Current Foreseeable Current Foreseeable Current Foreseeable

Spring Paddy 3.00 3.80 - 3.50 4.00 - -

Paddy Rain 1.60 2.50 4.10 2.00 3.00 3.80 1.25 1.80 2.50

Follow Paddy - 2.20 3.,80 - 2.70 3.50 - -

aplnd Paddy 1.20 - - 1.25 - - 1.00 - -

maize 1.50 2.00 2.70 1.60 2.70 3.20 1.20 1.50 2.25

wheat 0.90 2.20 2.70 1.60 2.70 3.20 1.20 1.50 2.25

Barley 0.85 1.20 1.50 0.75 1.20 1.50 1.00 -

Nitlet 1.00 - 1.40 - - 0.80 - c

Pulse 0.45 1.00 1.50 0.70 1.00 1.50 1.00 - -

*ung - 1.00 1.30 - - - -

Oilseed 0.50 0.75 1.00 0.30 0.60 1.00 0.25 -

Potato - 10.00 14.00 - 10,00 14.00 5.00 10.00 15.00

*from the aster Plan for Irrigatfon Development fn Nepal 1989
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Table 6.5: Potential Incom Per Hectare from Field Crops in the 3111.
(1988/89 Rs. per annum)

East
Valley Hill
Floor Slopes
Rs. Rs.

Rainfed (Actual) 7,244 4,827

Current year-round irrigation
(Potential) 24,569 11,903

Future year-round irrigation
(Potential) 27,674 18,520

Source: Based on Master Plan for Irrigation Development in Nepal (1989),
cycle 1, Annexes-Volume 2.

Yield and cropping pattern assumptions are shown in Table 6.4.

The calculation of potential income from current year-round irrigation
assumes that farmers have reliable access to water and chemical inputs
all year. The calculation of potential income from future year-round
irrigation assumes that irrigation water control improves and that
farmers increase their input use accordingly.

Table 6.6: Minimun Land Bolding Necessary to Barn a Poverty
Line Income from Field Crops in the Hills

(hectares)

Eastern Nepal
Valley Slope

Rainfed 1.39 2.08

Half Irrigated 0.63 1.21
(current technology)

Half Irrigated 0.58 0.86
(foreseeable technology)

All Irrigated 0.41 0.85
(current technology)

All Irrigated 0.36 0.54
(foreseeable technology)

NOTE: Based on Table 6.5, assuming a family size of 4.



- 190 -
Annex 11.6

Table 6.7: Estimated Household Income to be Derived
from Horticultural Production on 0.18 ha.

Monthly Proportion of
Farm per capita Poverty Line
Income Income Income

Cropping System Rs. Rs. 2

Banana/pineapple 5,030 105 50

Orange/lime/intercrop 8,490 177 84

Orange/lime/pear/intercrop 8,020 167 80

Apple/wheat 9,440 197 94

Source: Based on Nepal Hill Fruit Development Project (1987).
Adapted to a farm of 0.18 ha and household size of four.

Table 6.8: Household Income and Landholdings
in the Terai by Level of Poverty

Very Poor Poor Non-poor

Family Size 6.33 7.14 6.76
Land Owned (ha.) 0.47 0.97 2.85
Land Operated (ha.) 0.52 1.13 2.78
Khet Land Operated (ha.) 0.24 0.95 2.30
Monthly TIrcome Per Capita (Rs.) 79 156 340

Total Monthly Income (Rs.) 497 1113 2299
Total Monthly
Agricultural Income (Rs.) 186 557 1668

Monthly Agricultural
Income Per Capita (Rs.) 29 79 246

Household Income from
Agriculture (Z) 372 50? 73Z

Share of 1985 Poverty
Line derived from
Agriculture (X) 15Z 402 1272

Source: MPHBS (expressed in 1988/89 Rupees).
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Table 6.9: Potential Income per Hectare from
Field Crove in the Terai

(1988/89 Rs./ha.Iyr.)

East West

Rainfed (Actual) 6,376 5,354

Current year-round irrigation
(Potential) 18,364 16,976

Future year-round irrigation
(Potential) 28,228 23,662

Source: Master Plan for Irrigation (1989).

Yield and cropping pattern assumptions shown in
Tables 1.4-5 and I.4-6.

The calculation of potential income from current year-round
irrigation assumes that farmers have reliable access to water
and chemical inputs all year. The calculation of potential
income from future year-round irrigation assumes that irrigation
water control improves and that farmers increase their input use
accordingly.
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Table 6.10: Estimates of Total Labor Use in Agriculture

Estimates of labor use per hectare are based on the Master Plan for
Irrigation Development in Nepal (1989) estimates of cropping patterns and
labor/hectare/crop for rainfed and irrigated land. Estimates of total
irrigated land and potentially irrigated land are based on the same source.

The total number of full-time jobs in agriculture is calculated
using 180 labour days/year which is somewhat lower than most estimates of
full-time employment. However, the calculation of labor days/ha/year
includes only labor used for individual field crops. It does not include
time spent on livestock herding, fodder collection, irrigation maintenance
and other activities necessary for agricultural production, but not directly
related to any single crop.

All three estimates assume increased utilization of inorganic
fertilizer and pesticides in areas with non-monsoon irrigation. This, in
turn, requires that: (i) the input distribution system improves
significantly; (ii) transportation costs in the hills do not make fertilizer
use uneconomical; and (iii) farmers will be able to finance the purchase of
inputs either through savings or credit.

Assumptions

Low Estimate:

Hills: No increase in areas irrigated. No new irrigation
technology. Low input use in inaccessible areas. Two-thirds of irrigated
land has only monsoon irrigation. Production improvements come from
improved management of existing irrigation systems and increased input use
in accessible areas.

Terai: No expansion in area cropped. No new irrigation technology.
Production improvements come from improved management of existing irrigation
systems and increased input use.

Medium Estimate:

Hills: Irrigation expanded to all valley floor land using current
irrigation technology. Improved access to inputs where there is irrigation.

Terai: Some expansion in area cropped and area irrigated. No new
irrigation technology.

High Estimate:

Hills: Expanded area irrigated. Improved irrigation technology.
Improved access to inputs.

Terai: Expanded area cropped and irrigated Improved irrigation
technology.
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Table 6.10as Low Estimate

Labor
Cropped Days/Ha/ Total Labor
Hectares Year Days/Year

(000)
Hills

Rainfed

Valley 316.785 210 66,524
Slope 846,666 161 136,313

Irrigated

Valley
Accessible 40,000 408 16,320
Inaccessible 78,000 267 20,826

Slope
Accessible 23,000 383 8,809
Inaccessible 47,000 264 12,408

Total Hillss 261,200

Terai

Rainfed 638,000 131 83,578
Irrigated 721,000 289 208,369

Total Terai: 291,947

Total Nepal: 553,147

Total number of full-time jobs in agriculture: 3.07 million
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Table 6.10b: Medium Estimate

Labor
Cropped Days/Ha/ Total Labor
Hectares Year Days/Year

(000)
Hills

Rainfed

Slope 846,666 161 136,313

Irrigated

Valley 273,748 408 111,689

Slope 161,202 383 61,740

Total Hills: 309,742

Terai

Rainfed 400,000 131 52,400

Irrigated 1,100,000 289 317,900

Total Terat 37n 3nn

Total Nepal: 680,042

Total number of full-time jobs in agriculture: 3.79 million
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Table 6.10c: High Estimate

Labor
Cropped Days/Ha/ Total Labor
Hectares Year Days/Year

(000)
Hills

Rainfed

Slope 846,666 161 136,313

Irrigated

Valley 273,748 476 130,304

Slope 161,202 428 68,994

Total Hills: 335,611

Terai

Rainfed 421,000 131 55,151

Irrigated 1,338,000 315 421,470

Total Terai: 476,621

Total Nepal: 812,232

Total number of full-time jobs in agriculture: 4.51 million
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Table 6.11a Estimates of Percentage of Landless Households

Region Percent Landless
NPC DSS

Mountains 3.7X 11.31
Hills 2.2Z 7.31
Terai 18.3Z 35.01

All Nepal 10.4Z 19.0Z

Sources: NPC, HMG, A Survey of Employment, Income Distribution
and Consumption Pattern in Nepal, 1983.

CBS, HMG Demographic Sample Survey, mimeo, 1987/88

DSS data refer to holdings of cultivated lands by rural
households.
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Table 7.1: Proportion of Farm Families Borrowing fro
Different Sources by Farm Size

Institutional Non-Institutional
Size Group \a 1969/70 1976/77 1969/70 1976/77

Overall 19% 24Z 822 762
Large 18% 34% 7% 14%
Medium 22% 21% 14X 152
Small 64% 45Z 79% 71%

a/ Large Medium Small
Hills above 1.02 ha. 0.51-1.02 ha. Up to 0.5 ha.
Terai above 5.42 ha. 2.71-5.42 ha. Up to 2.71 ha.

Source: Derived from NRB (1980), Vol. I, Chapter 12, Table 2.
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Table 7.2: Comparative Data on Average Borrowings by Region *

Hills Terai
1976/77 1976/77

Credit Agency Amount Percent Amount Percent

Institutional 297 33.1 532 43.6

Cooperatives and Sajhas 42 4.7 173 14.2
Agricultural Development

Bank 203 22.6 271 22.2
Commercial Bank 52 5.8 88 7.2

Private 600 66.9 689 56.4

Village Moneylenders 327 36.5 245 20.1
Professional Moneylenders 19 2.1 48 3.9
Landlords 25 2.8 30 2.5
Agricultural Traders 42 4.7 77 6.3
Friends and Relatives 187 20.9 270 22.1
Others - - 19 1.6

Total 897 100.0 1,221 100.0

* Nepal Rastra Bank (1980), Table 12, Vol. I.

Table 7.3: Source of Loan by Ecological Region
(Percentage of Household)

Region Bank Cooperative Neighbor Moneylender Friends Others

Mountain 11.7 0.4 47.1 24.3 8.6 2.5

Hills 18.8 1.0 48.3 17.4 6.5 2.0

Terai 20.6 2.7 39.5 27.7 5.8 0.6

National Average 19.1 1.4 44.3 22.5 6.7 1.4

Source: CEDA, Sixth Plan Impact Evaluation Study, 1987/88.
(Notes rows do not sum to 10OZ in source).



- 201 - Annex 11.7

Table 7.4: Purpose of Borrowing for Small farn Families
(Percent)

Purpose 1976/77 /1 1982 /2

Farming Expenditure 17.89 8.54

Capital Expenditure 36.06 23.54

Consumption Expenditure 42.37 36.32

Others 3.68 31.58

TOTAL 100.0 100.0

Notes The 'controlled groups' small farmers of 1982 survey were
similar to the small farm group of 1976/77 survey.

Sources: Agricultural Credit Review Survey Nepal, Derived.

1/ NRB (1980), Table 17, p. 100.
2/ NRB (1982), Table 8, p. 17.

Table 7.5, Purpose of BorrwinA In Samled Terai
Villaae by Economic Status. 1984

(Percent)

Economic Status
Lower

Purposes Low Middle Middle Higher Total

Farming Expenditure 5.6 13.8 20.9 53.6 27.2

Consumption Expenditure 86.1 60.3 39.5 4.4 41.7

Social Ceremonies/
Miscellaneous
Expenditures 8.3 25.9 39.5 42.0 31.1

TOTAL 100.0 100.0 100.0 100.0 100.0

Sources Yadav, (1984). Derived from Table 5.12, p. 99.
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Table 8.1: Calories from Cereals and Potatoes as a Percentage
of Total Calories by Income Decile by Region

(Percentage)

Per Capita Monthly Income Decile

Region 1 2 3 4 5 6 7 8 9 10

Rural Terai 88 88 89 88 86 86 84 84 83 80
Urban Terai 87 87 86 84 84 80 80 80 74 71
Rural Hills 89 89 88 89 88 86 86 85 84 84
Urban Hills 85 83 83 81 78 78 75 73 71 67
Rural Mountains 87 89 87 88 89 87 86 88 86 84

Source: MPHBS.

NOTE: Income deciles are not comparable across regions.
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Table 8.2: Year to Year Variation in Total Calorie
Production from Grains and Potatoes (1977/78-1987188)

Maximum Variation Average Variation

Ecological
Zone

Mountains 20Z 7Z
Hills 16Z 9Z
Terai 38X 14Z
Nepal 232 102

Source: DFAMS.

NOTE: Variation is the absolute value of the difference in production from
the previous year expressed as a percent.
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Table 8.3: Average Prices of Cereals by Region and
Ecolosical Zone

(Rupeeslkgt 1984/85)

REGION

Western Central Eastern
Ecological Zone

Mountains

Grain/cereal 6.8 4.3 6.3
Rice Fine 8.3 5.7 7.3
Rice Coarse 8.7 5.6 7.0
Rice Other 8.9 9.1 11.2
Wheat 5.5 3.2 6.3
Maize 3.6 3.6 5.3
Coarse grains 7.7 1.3 na

Hills

Grain/cereal 5.2 4.9 4.2
Rice Fine 6.5 6.2 5.2
Rice Coarse 6.4 5.9 4.4
Rice Other 8.2 7.5 6.2
Wheat 3.6 3.5 3.2
Maize 3.2 4.3 3.5
Coarse grains 2.5 3.5 2.8

Terai

Grain/cereal 3.5 3.8 3.8
Rice Fine 4.3 4.4 4.2
Rice Coarse 3.7 3.9 3.9
Rice Other 4.1 5.9 5.5
Wheat 2.4 2.5 2.6
Maize 2.3 2.6 2.8
Coarse grains na 2.2 na

Source: MPHBS.
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Table 8.4: Suxa ry of District Level Food Balances (1985)
(Number of Districts)

Deficit (Percent of Need)

Surplus 75-100Z 50-75Z <502

Region

Mountain 3 1 5 7
Hills 5 8 16 10
Terai 14 6 0 0

NOTE: Food balance: Assumes that 80? of the NPC recommended calorie levels
are provided by grains and potatoes. Population estimates for 1985
from Master Plan for Irrigation Development (1989). District crop
production is a 4-year average of DFAMS grain and potato production
statistics (1983/84- 1986/87). Milling and storage loses based on
DFAMS estimates are subtracted from total production. Calorie
estimates per kg of crop are based on DFAMS guidelines.
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Table 8.5 Prevalence of Malnutrition (Percentase)
Ln Children by Age

Age (months) Normal Stunted* Wasted**

6-11 72.4 20.6 9.1
12-23 45.9 38.3 15.3
24-35 43.9 47.0 8.9
36-47 40.4 56.2 2.5
48-59 36.5 61.0 2.3
60-71 43.8 54.3 1.9

Average 45.3 51.2 6.7

Source: Nepal Nutrition Status Survey (1975).
Sample: 6500 children between 6 and 72 months old.

* Less than 90 percent of expected height-for-age.
** Less than 80 percent of expected weight-for height.
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Table 8.6a: Nutritional Status of Children by Total
Value of Household Crop Production

X Stunted 1 Z Wasted N

Low (<Rs. 560) 71.6 6.3 176
Middle (Rs. 560-2050) 66.7 6.9 153
High (>R2050) 56.9 0.6 181

Children 3-10 years of age (from Martorell et al. 1984).

Table 8.6b: Nutritional Status of Children by Months

of Household Food Self-Sufficiency 2

Sufficiency of
Food Production 2 Stunted 2 Wasted

Less than 6 months 67 5.9
6 to 9 months 54 2.1
More than 9 months 53 2.8

Total N=1490 children under 5 (SCF-Baglung (1979) cited in FAO/WFP (1987)).

Table 8.6c: Nutritional Status of Children by Area
of Household Land Cultivated

Area of Land Cultivated 2 Stunted 3 2 Wasted

0.0-0.5 hectares 39 9.0
0.51-1.0 hectares 36 6.5
Over 1.0 hectares 23 2.0

N 524 618

Children under 8 years of age (Nabarro, 1981)

1/ Stunting: less than or equal to 90 NCHS height-for-age, wasting: less
than or equal to 80 NCHS weight-for-height.

2/ Definition of stunted and wasted same as above

3/ Stunted: 852 expected height-for-age, Wasted: 802 expected weight-for-
age.
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Table 8.7: NFC Food Grain Distribution and Transportation Costs
(1987/88)W

Total Per Capita
Total Foodgrain Foodgrain Transport
Populat'n Supplied Supplied Cost
(000) (mt) (kg) (R/kg)

Region A 10
(most remote)

911 5083 5.58 8.2

Region B 11 1993 7601 3.81 3.0
(less remote)

Others 12 5817 11196 1.92 0.7
(accessible)

Kathmandu 883 21700 24.58 0.4
Valley

9/ Adapted from IDS 'Minimum Support Price, Food Subsidy and Food
Distribution Programme: Impact on the Poor'.

10/ Does not include Humla and Solokhumbu

11/ Does not include Rolpa

12/ Does not include Udayapur, Dolpa, Rasuwa, Nuwakot, Sindhupalchowk and
Kabhrepalanchowk
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