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Factors Affecting the Local Government Capacity for
Effective Service Delivery System of Karnali Province
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Abstract

This article tends to analyze the institutional and functional capacity of Local Governments
in Karnali Province with a focus on their ability to deliver basic service effectively within a
governance framework. Drawing from historical administrative reforms and the recent
federal restructuring, the study assesses the challenges and opportunities faced by LGs in
fulfilling their constitutional mandates. Key factors affecting LG performance, such as
institutional arrangements, human resource management, capacity development, political
interference, and inclusive planning and budget execution, are analyzed in depth. The study
highlights a significant gap in capacity, particularly in human resource management, capacity
development and inclusive planning processes. Political interference emerges as a major
impediment to effective service delivery, affecting coordination and decision-making within
LGs. This study also suggest Strategies for sustainability are proposed, including investments
in institutional strengthening, enhanced citizen participation, increased budgetary
allocations, revisions in assessment frameworks, citizen engagement, social inclusion, and
technological integration to improve the local government service delivery system and
contribute to inclusive and sustainable development.

Keywords: Local governments, Service delivery, Capacity building, planning, budgeting,
inclusion, restructuring

Background

Local Governments (LGs) is the core of community people, being closer, local people are the
best suited for the local development, better public management, and effective service delivery
at their entrance through various legal instruments, including the constitution. Local
government is a kind of self-government where local interests are best articulated, people trust
is maintained, and state to people contact is developed (Osborn and Gablier, 1992)°. It is
flexible, innovative, gives better representation to different segments and tribes, minorities,
and provides greater opportunities for political participation (Rondinelli& Cheema, 1983)*.

Nepal’s also carries a long history in administrative reforms: Country have ad experiences of
governance system from monarch system, where government system was highly centralized

3 Osborne, D. and Gaebler, T. (1992) Reinventing Government: How the Entrepreneurial Spirit is Transforming the Public
Sector, Penguin Group, New York
. Cheema, G. S., & Rondinelli, D.A. 1983). Decentralization and development: policy implementation in developing countries.

FEA AT AAIRGGH FAGT, FRFTR, qG7 = &%



i.ﬂem qu: 3, I®: 2, AWE 059

to democratic system in 1950, over time the restructuring of the administrative system and
then to Panchayat system in 1990 and principal of political strategy concerning local
government in 1992 New government introduced with legislative powers and responsibilities
of local governments to be extended but failed to solve the fundamental problems inherent in
the local service delivery system. Inexperience’s local representatives were overlooked or
consciously ignored by a compartmentalized bureaucracy, seven year later to address the issue
Local Self Governance Act (1997) was in place aiming to establish a system of local planning
and development involving the recasting of financial resource management, promotion of
accountability and transparency, citizens participation and private sector involvement in local
decision making. it has sought out the local needs and priority in terms of delivery basic
services such as health education, water supply, community structure and then insurgency
happened in the country. In absence of elected representatives, local Self-governance Act
Government could not be implemented in full pledge because of which local needs and
priorities were seen in the settlement level project prioritization and resource allocation for the
basic services as envisioned by act.

The recognition of constitution (2015)° formally provides for a federal system of the
government where local governments have made more powerful in optimization and
effectiveness of decentralize in the federal structure of Nepal. The constitutional led the
restructuring federal system into three tiers of governments at federal, province (seven
Provincial Governments) and Local (753 Local Governments) Level. The main objective of
this transition was to bring the state and citizens closer, promoting social accountability,
inclusion, and citizens access to improved service delivery. The Constitution provides
numerous important exclusive and concurrent powers to all three tiers of the government.
Schedule 6 of the Constitution has given 21 exclusive powers to the Provincial Government,
22 to the local governments and 15 concurrent powers to the federal, provincial, and local
governments. To perform their constitutional and legal function, local governments require an
adequate, quality, and inclusive technical, administrative, and organizational capacities. This
includes 1) clarity on functions to be delivered; ii) Technical and administrative staff with the
required skills and expertise to deliver those functions; iii) clear organizational structure iv)
legal framework; and v) adequate budget allocation etc.

Further practical clarification is brought upon by the Local Government Operation Act
(LGOA) 2017, which outlines specific responsibilities and Basic service delivery lies at the
heart of its duties and responsibilities provides specific mandates, roles and responsibilities to
the elected representatives, provincial assembly, ward committees and judicial committees of
local governments. The administrative staff at municipality and ward level are in the fore front
for delivering the basic services to citizens. In these contexts, the local governments have a

3 The Constitution of Nepal. (2015).
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wide range of authority ranging from people participation in policy, plan formulation process,
effective administrative function and providing service deliver in overall local development.

Karnali Province at a Glance:

Karnali Province is the largest province of Nepal with an area of 27.984Sq.Km. it is also
known as an oldest civilization of Kasha Kingdom connected with Karnali River. This
province glorifies the ecological diversity that symbolize the natural beauty of Karnali even
Nepal as a whole. The province is divided into 10 districts and 79 local government (25
municipalities and 54 rural municipalities) having population of 1688412 comprising 864651
female and 823761 males (source: Census 2021). The population is female, with Chettri and
Dalit communities being the largest, followed by Magar, Thakuri, and Hill-Brahmin. Persons
with disabilities make up 3.14 percent of the population. Despite having the high potential
natural resources, revenue generation, province still faces significant development challenges
due to its remoteness, difficult geographical location, low socio-economic indicators, such as
5.7 % annual economic growth rate and contributes least to GDP 4.1% including high poverty
rates (28.9%-second highest in the country) and 51. % of people are multidimensionally poor®(
high in the country). The unemployment rate is 9.7%. Similarly, low literacy levels, Data gaps
also hinder monitoring of progress towards sustainable development goals.

In this background, this article tends to explore and analyze the status of LGs focusing on
institutional and functional capacity for service delivery in Karnali Province. This will also
provide recommendations to strengthen to deliver timely, accessible, affordable, and basic
services on various aspects institutional and functional strengthening and developing inclusive
institutional mechanisms to perform their core functions and deliver constitutional mandates
of the local government governance system.

Factors Affecting the Institutional and Functional Performance of Local
Government for Service Delivery

Institutional Arrangements and Functional Capacity:

For overall development and service delivery, local governments institutional capacity matter
in any developing country to perform their functions. According to the United Nation Suggest
that governments in developing countries must believe in the institution and are the effective
instruments for social and development, therefore institution building as a major investment
for promoting consistent accelerated economic social and political progress (United nations
1982:3). Similarly Asian development Bank (ADB)’ report argues that political and
administrative institution play a significant role in the implementation of development

 Multidimension Poverty Index Report 2019.

g Deolalikar, A.B., Brilliantes, A.B>, Gaiha, R., Pernia, E.M. and Racelis, M., 2002. Poverty Reduction and the role of
Institutions in Developing Asis, Asian Development Bank, Manila.
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programs in many developing countries in Asia (Deolalikar et al.202). This report also
highlights on how institutions are designed, developed and reformed and how administrative
capacities are built and strengthen for effective and efficient service delivery system in place.
Many factors such as enabling environment, legal frameworks, political commitment, social
activism, voters’ awareness and confidence, community empowerment, proactive role of civil
society and community-based organization to perform the deliverables and strengthen the
capacity of local government.

In 2017, Nepal went through restructuring process, local government election held, and the
constitutional powers and responsibilities allows local governments to develop and promote
their areas with a degree of autonomy, necessary institutional arrangement for service delivery
by ensuring meaningful citizens engagement in the decision-making process in the overall
local level development. There are few significant policies, acts, standard, guideline and plan
are in place such as National Natural Resource and Fiscal Commission (NNRFC) Act 2017,
Act made to Intergovernmental Fiscal Arrangement 2017, Consumer Protection Act 2018,
Financial Procedures and Fiscal Accountability Act 2019, National Programme and Project
Classification Standard 2020. With an aiming of strengthening the technical and administrative
capacity the Local government Operation Act (LGOA),2017 is in place. Furthermore, LGOA
clarifies the functional authority to make regulations and quasi legal guidelines that addresses
local affairs including key aspects of local governance and administration. The roles and
responsibilities of the local level authorities including the political composition in the
structures of local government. It promotes, fiscal management, revenue generation, uses of
technology, community organisations, private sector, and own organizational structures by
ensuring social accountability. According to the BSD mapping report®, there is a huge gap in
understanding of functional roles and capacities of key actors of decision making. The
mayor/chairperson, deputy/vice chairperson are not aware about their function and duties,
roles and responsibilities and they do not have the enough capacity to perform ultimately
hindering in the service delivery. However, federal government have developed 52 Model
Laws in various area of services but the limited capacity of local government in internalizing
and adopting those laws. The LGs law making process ability seems to be is very weak. Due
to the limited knowledge in most of the local governments, ad-hoc practice in legal provisions
shows the requirement of capacity building support in technical for effective service delivery.

Therefore, it is necessary to enhance the institutional and functional capacity of local
government and requires intensive support from federal and provincial governments. This
often involves improving governance processes, strengthening administrative systems,

8 Basic Service Delivery Mapping Exercise Report, 2023. A System Analysis of Challenges and Opportunity in Karnali
province, EUSIF/UNDP.
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investing in infrastructure and human resources, ensuring financial sustainability, promoting
citizen participation and engagement, and fostering partnerships with other stakeholders.
Hence, local governments can better address the needs and priorities of their communities and
contribute to sustainable development and inclusive growth.

Human Resource and Turnover Trend in Karnali:

Human resource is the key element to functionalize any system and processes in an institution.
After the Local level election in 2017, federal government (FG) could not fulfill the human
resource gaps in the local governments. After Seven years of federalism, FG could not bring
the Civil Service Act in Place and LGs are running their daily business with limited staffs. The
BSD report data revels only in 30 percent of total studied Municipalities, sanctioned positions
were completely fulfilled across Karnali’s LG. Within 10 percent of total studied
Municipalities, less than 50 percent of sanctioned positions were fulfilled. However, Karnali
Province have their own Civil Service Act but could not address this issue so far. It looks like
a normal procedural matter but has created a huge implication in delivering the services,
especially for the rural community people travelled almost a day and not getting the services
on time. The situation was worse in RMs where not a single RM had completely fulfilled
position against total sanctioned positions.

Likewise, turnover or transfer of government officials is very common practice in the
governance system. After having major restructuring to implementation federalism, to address
immediate issues., federal government has brought the Employment Adjustment Act (2017),
but the local government are struggling with the same issues till today. Insufficient staffs,
turnover and transfer frequency rate is high due to the various reasons. On other word it can
be called as a trending and become famous in the Nepal bureaucracy system, one of the prime
factors in this trend was influenced by a complex interplay of political, administrative,
economic, cultural, and institutional arrangement. BSD also highlights the staff were
overburdened with multiple tasks, absences rate is high especially in rural, sanctioned position
is still unfulfilled and CAO transfer is high (annually 2-3 times).

Currently many LGs across country are facing with similar problems. According to news
covered by Ratopati’, in Sudurpaschim province, 12 LGs are operating without CAO '
including senior officer because of vacuum in the public institution locals were facing
problems in receiving services at municipality level. Similarly, case of Lumbini Province
(Source: Palikapatrika)'!. In karnali also tackling with similar kind of problems. All nine
municipalities of Kalikot are currently running by acting CAO (source: Nagarik news)'? or

9 https://www.ratopati.com/story/891282fbclid=IwAR01Zaq9uS TIUOQ80D6aagnipuTGg9Y fP13rajUXyDSHF V30sWP7Zq4UcLI).
10 Chief Administrative Officer
1 hitps://palikapatra.com/2023/10/9316/

12 https://nagariknews.nagariknetwork.com/amp/social-affairs/784361-1648886216.html
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Officer is not willing to go to remote areas in most of the cases. Because of which LGs were
facing challenges related to staff turnover and decreased staff motivation to work effectively,
which has implications for BSD. The study also reveals, in most of the remote low motivation
among staff and not enabling working environment affects in effective service delivery.

As a burning issues seen in the local government is lack of human resources has leads to the
negative perception of public that ultimately causes frustration towards the government. It is
necessary to fulfil required positions, whereas Karnali Province government is working on the
organization and management of the province government. Hopefully once the O&M survey
report endorsed from the Karnali Province Government, the staff gap filling will be done. At
the same time, LG also hold the power to conduct their own O&M and fulfill the gaps for the
effective service delivery. Whereas O&M survey conducted by the FG, it has been suggested
that estimated 100,000 staff were required to meet the staffing needs. Out of which, the FG
would require 35 percent, the PG would need 16 percent, and the LGs would require 49 percent
(Source: MOFAGA'"®). This showcased a staff shortage have placed a significant burden on
the limited number of employees within the LGs, limiting their capacity to provide inclusive
BSD to people effectively.

Capacity Development at Local Level:

According to the UNDG!* Capacity Development define as the process whereby people,
organisations, and society, unleash, strengthen, create, adopt, and maintain capacity over time
to achieve development goals. According to Acharya and Scott (2022) indicated that capacity,
knowledge, and law enforcement mechanisms at the LGs were weak because of an absence of
training experience among LGs’ elected representatives.

It is obvious, in the restructuring process, all tiers of governments required additional support
to enhance their capacity for proper execution of task. Along with the restructuring process,
Federal government developed and designed the flagship program i.e., Provincial and Local
Government Support Programme (PLGSP) and implemented in all 7 province and 753 LGs
level in year 2019 to strengthen the functional and technical capacity of province and local
governments. Many studies suggested that there are huge gaps in capacity building of LGS.
According to Capacity Need Assessment Report 2079'° reveals 91 percent are still lagging in
the formulation of the capacity development plan in 753 local governments. Similarly, BSD
report also reveals that the elected representatives, officials, and organizational capacity is still
limited to perform their function duties and responsibilities. In addition, their involvement in
thematic committees such as resource estimation and budget ceiling determination committee

13 Ministry of Federal Affairs and General Administration
14 United Nation Development Group
15 Local Government Capacity Need Assessment Report, 2079.
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and budget and programme formulation committee is not known. This also highlights there
was no mechanical to capture the lesson learned from the past learning to ensure institutional
growth for the service delivery. According to LISA'® report 2079/80, the overall status of local
governments across country in self-evaluation scores is 72.58 % whereas Karnali Province
scored 75.72% in all 79 local governments on service delivery the average scores is 79.2%.
which seems increasing ratio in the indicator. However, LISA’s primarily focused on the
process and documentation submitted rather than assessing the actual impacts or outputs
within LGs.

Output 14 of PLGSP is dedicated to Capacity development of Local government. In Karnali
this program is running through the Karnali Province Training Academy (KPTA) under the
leadership of Office of Chief Minister and Ministries of Council (OCMCM). As of now, KPTA
can provide the capacity building trainings, workshops on the various subject matter such as
MTEF, LED, CD plan, Periodic Plan, RIAP, FRA, FRAAP, LISA etc. which is essential for
the LGs to perform their task smoothly. KPTA is also using the innovative and novel
approaches of learning in their training packages such as Mobile Team (MT), Community of
Practice (CoP), simulation, Mentoring and coaching, peer to peer learning, cross learning visits
etc. which reflects that is there change in the learning practices that goes beyond the
convention method.

Even though, continues effort is providing by the federal and provincial level and there is some
change in strengthening capacity of local government. This also suggest LGs required
additional support from the PG and FG to build the functional and technical capacity. This gap
shows that, LG required more capacity building programs in an innovative approach by
contextualizing the level of audience and their capacities of inherit the knowledge and skill.
The convention teaching and learning methods are quite old fashion in new modern era, this
ideology must be change and brings innovation into it for the improved service delivery. In
addition, the absence of robust institutional mechanism to seek support from the PG and the
FG hampers the LG’s ability to address the capacity gaps. Whereas LISA indicators should
be adjusted annually based on scores from previous years, highlighting the need for ongoing
refinement and improvement. These limitations in the LISA scoring system indicate the
importance of considering a broader range of factors and outcomes to provide a more
comprehensive assessment of LG performance.

Inclusive Planning and Budgeting Process:

The main responsibility of local government is to ensure that they real demand from the
community and take account to address the need of the most vulnerable and excluded
communities during the inclusive planning and budgetary process. The BSD mapping

16 https://lisa.mofaga.gov.np/home
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highlights annual plans are not informed by the strategic and sectoral plans and activities.
Therefore, they do not address the underlying structural and development issues of the
community people. No baselines, use of data/evidence and learning (progress monitoring)
from previous years’ planning process and plan effectiveness (second loop learning).
Integration of cross-sectoral issues is weak (e.g., GESI. CC/DRR) and plan activity design is
not holistic. The 7-step process is not meaningfully implemented and does not generate
information on marginalized groups in different strata of poverty and service requirements.
The planning process risks exclusion and token participation due to lack of engagement and
outreach.

The gaps in planning process shows there is huge gaps in settlement level planning, sectoral
plan, wards also planning capacity for applying community engagement tools is weak and
there are unresolved capacity gaps in planning process preparation and implementation in line
with guidelines. The budgeting process happens simultaneously with the planning process, but
local governments are to a higher extent dependent on the federal level for budget allocations
and corresponding financing conditions which ultimately affects in service delivery
mechanism system.

Budget Execution Capacity:

Is one of the crucial roles of local government is public finance management. The power
devolution federalism process requires a robust public finance management system to generate
revenue, its collection, allocation, and expenditure by ensuring fiscal discipline. The local
government budget formulation of Karnali province faces multiple challenges, including the
matters related to stakeholder involvement, timeliness, bottom-up planning process,
procurement related matters, budget implementation and weak monitoring systems. To address
such challenges posed by the restructuring of federal system, Nepal adopted Sub-National
Treasury Regulatory Application (SuTRA), a LG financial management software, which has
been successfully implemented across all LGs. SuTRA has simplified the financial
management process by integrating budgeting, accounting, and reporting functions into one
system. It has improved transparency, facilitated budget approval, and allowed for the
publication of income and expenditure statements. However, SUTRA has been a significant
milestone in Nepal's local government PFM system. Efforts are being made to address these
challenges, and the integration of the Financial Comptroller General Office (FCGO) system
with SUTRA was planned to further enhance reporting efficiency and reliability. Over the
years, there is increasing trend in the budget allocation, but they have been facing the problems
of underutilization of allocated funds. In the fiscal year 2020/21, Municipalities were only able
to spend NPR 522 million out of the total allocated amount of NPR 652 million and RMs could
only spend NPR 375 million out of the allocated NPR 448 million. This indicates a significant
gap between the allocated budgets and the actual spending by LGs.
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This study shows Local governments of Karnali Province still faces various challenges,
including capacity limitations, inadequate monitoring, corruption risks, and poor stakeholder
engagement. To overcome, their staffs need to be well equipped with the knowledge, skills,
and financial capacity to manage the funds involved for effective service delivery at local level.
To improve the budgeting process of LGs, it is imperative to bridge the gap between policy
and implementation. Enhancing transparency, engaging the public in decision-making, and
prioritizing gender equality and social inclusion are essential steps. Elected representative
must be able to understand financial management system and take in account sound budgetary
decision which they must be prepared for public accountability during the local level annual
planning and budgetary process.

Political Interference:

The phenomenon of political interference is very common in overall development sector. It is
widely evident from this study and other research articles that the political interference within
LGs has had a significant impact on planning, budgeting, and budget execution process,
leading to a poor working environment and gaps in coordination. Instances had been reported
where staff members had sued elected representatives for abusing their authority, creating an
unfavorable working environment within LGs. This interference has resulted in challenges in
coordination between institutions within LGs. For instance, elected representatives had
neglected to include health posts in the planning process, leading to lack of essential
medicines. Conversely, health post in-charges mentioned that elected representatives did not
seek their input for estimating medicine procurement needs. Similarly, limited coordination
among different sections within LGs has made it difficult to develop integrated programmes
to promote GESI, as expressed by a women and child development officer. These instances
highlight the negative impact of political interference on the ability of LGs to effectively plan,
budget, and execute activities, ultimately affecting the delivery of basic service to the
community people.

Conclusion

Local Governments play a pivotal role in implementing policies and delivering services at the
community level. Despite the gradual decentralization process, challenges persist in the local
government service delivery system in Nepal. One major hurdle is the lack of adequate
institutional capacity and skilled personnel at the local level. Insufficient human resources lead
to delays, corruption, and mismanagement in service provision, hindering effective delivery.
Karnali Province in Nepal faces multiple challenges related to remoteness, limited access to
basic services, high poverty rates, and inadequate infrastructure. Vulnerable groups, such as
Dalits, form a significant portion of the population and experience socio-economic disparities.
To address these challenges and achieve inclusive and sustainable development,
comprehensive planning, improved infrastructure, and increased support from local and
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federal authorities are crucial. However, challenges persist in inclusive planning, budgeting,
policy implementation, limited capacity, institutional arrangement, and coordination among
the three tiers of government also hinderance their ability to fulfil their responsibilities
effectively. Bridging this financial gap is vital in strengthening service delivery at the local
level.

Strategies for Sustainability:

To improve the local government service delivery system in Nepal, a comprehensive approach
is required, focusing on the following strategies:

Enhance Institutional and Functional Capacity:

Investing in institutional strengthening and human resource development at the local level is
imperative. The exiting act, policies, guideline, and legal framework need to be in place and
properly implement at LG level. This includes providing training programs to enhance the
skills of local government officials, adequately equipping them to manage service delivery
effectively.

Human Resource Management:

Staff vacancies and turnover pose significant challenges to service delivery, particularly in
rural areas. Fulfilling sanctioned positions is essential for ensuring timely and quality service
provision, but this requires special attention from all tiers of government. The Civil Service
Act need to be timely endorsed by federal government.

Inclusive planning and budget execution process:

Encouraging citizens' active involvement in decision-making processes and service delivery
planning can foster transparency, accountability, and better responsiveness. Regular public
consultations, grievance redressal mechanisms, and citizen feedback systems should be
established to ensure their voices are heard. Political interference negatively impacts planning,
budgeting, and execution processes, leading to coordination challenges and gaps in service
delivery and promote the professionalism in service delivery provisions.

Increase budgetary Capacity and promote Transparency:

Increasing the allocation of fiscal resources to local governments is essential to meet the
demand for better services and infrastructure. This can be achieved through more equitable
revenue-sharing mechanisms, empowering local governments to allocate funds according to
local needs.

Revision in LISA Framework:

While tools like LISA provide a framework for assessing local government performance, they
may not fully capture the true situation on the ground. Regular refinement of assessment
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indicators and consideration of broader factors and outcomes are necessary for more
comprehensive evaluations.

At nutshell, the local government service delivery system in Nepal plays a pivotal role in
ensuring the well-being of its citizens. Strengthening the system is crucial for equitable
development and fostering trust in governance. By investing in capacity development,
encouraging citizen participation, enhancing financial resources, and embracing technology
and implementation of legal framework would be the areas for improving service delivery in
Karnali Province. Strengthening institutional mechanisms, promoting transparency
and accountability, and fostering greater collaboration between key stakeholders are
essentially contributed to building a prosperous and inclusive nation where the needs of every
citizen are met.
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Development Approaches: The Future of Nepal

- Tej Hari Ghimire

PhD- Senior Economist, Paribartan

This paper focuses on reviewing the past development efforts and contribution to creating
the development trajectory of Nepal. This paper analyses the development trajectory of
Nepal from 1606 to 2023. How are we reacting now to utilize our resources, trajectory
and correct development paths if institutions, approaches and actors cannot impact
sufficiently to address the aspirations of the public? How can we shape our future development

in the context of analyzed past development paths, and current practices of development
approaches?

Looking at our development trajectory

Nepal's development evolution has passed through different processes, approaches and phases.
It can, however, be divided into five distinct eras:

The Pre-Rana-Regime Era (1606-1846): Informal approach to development. Before the
Rana Regime, an informal approach to development practices was used. This approach started
during the regime of Ram Shah, ruler of Gorkha from 1606 to 1633. He ordered the
construction of irrigation networks, wells, roads, and the planting of trees (Adhikari’, 2000).
The use of development programs was a way by which the elite could maintain their power.
Bhim Sen Thapa (1816-1847) also built roads, bridges, and the establishment of the Guthi
(Adhikari, 2000). Rural farmers did, however, benefit from the irrigation facilities built which
included 62,000 acres of land for the cultivation of paddy. Empathy and humanity existed
during the implementation of these approaches.

The Rana Regime Era (1846-1951): Directive informal approaches to development. During
the Rana Regime roads, schools, temples, buildings, and pond development programs were
implemented. These programs helped to address the most urgent rural needs of irrigation,
drinking water and communications. The results achieved using informal and directive
approaches to development which continued until the end of the Rana Regime in 1951 were
minimal. A total of 1,165 primary schools (formal or informal), 385 secondary schools, 23
hospitals, 24 dispensaries, 107 post offices, 7,700 KW of electricity generation capacity and
390 miles (only 162 miles black topped) roads were constructed (Ghimire, 2014). The Rana
Regime, however, made no serious attempt to initiate any type of economic development on a
systematic basis.
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The Directive Approaches to Development Era (1951-1990). During the directive approach
era, the Government and donors practised both directive approaches to systematic planning
and integrated project-based approaches. In this era, a centralized and directive systematic
planning approach was introduced. At the beginning of this new era, most areas of Nepal were
rural and underdeveloped. During the first 10 years of this era, the economic development of
Nepal remained more or less in the same state of stagnation found during the Rana Regime.
Unfortunately, the first economic plan only took formative shape towards the end of 1955. The
formal introduction of the systematic planning approach has been associated with the
formulation of the First Plan (1956-1961). The high-level National Planning Council which
had been constituted in February 1961. In addition, a systematic effort toward decentralized
governance began in the 1960s with the establishment of separate districts, municipalities and
village level Panchayat. However, no separate decentralization and development policy was
introduced for the rural villages. Under the Fifth and Sixth Plans, the emphasis shifted to the
agricultural and industrial sectors. Poverty alleviation was included as a development objective
only after the Sixth Plan (1980-1985). Despite a tendency to central control, donors stimulated
local-level development and practised approaches to systematic planning at the national level
based on integrated project approaches. Table 1 shows the GDP, agriculture and non-
agriculture growth percentages achieved by the use of directive and integrated approaches to
development. These percentages span the seven (7) national Plans and include the seventeen
(17) donor-supported integrated rural development projects that were introduced between
1951 and 1990.

Table 1: GDP Growth Rate from 1951 to 1990 at Constant Price in Directive Planning
Era (1951-1990)

First Second Third Fourth Fifth Sixth Seventh

Indicators Plan Plan Plan Plan Plan Plan Plan
1956-61 1962-65 1965-70 1970-75 1975-80 1980-85  1985-90
GDP Growth % NA 1.7 2.7 1.8 2.3 4.0 4.3
Agriculture% NA NA 2.9 1.5 -1.1 5.1 1.6
Non-agriculture% NA NA 2.4 2.2 9.0 2.1 8.4

Source: Second Plan (1965-62), Seventh Plan (1985-90), Eighth Plan (1992-1997), Chetry (2001)

Table 1 illustrates that the GDP growth rate exceeded the population growth rate in the Second,
Third, Sixth and Seventh Plan periods. The population growth rate exceeded the GDP growth
rate in the Fourth and Fifth Plan periods, which proved to be unfavourable to rural area
development (Ref. Table 4, Population Growth). The integrated project-based and directive
approaches did not significantly support the GDP growth rate in rural Nepal. The declining
trend of agricultural growth from the Sixth Plan onward was another setback for centrally
controlled decentralisation initiatives. A positive agricultural growth rate was most important
for development at that period.
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Table 2: Real GDP Per Capita and the Consumer Price Index (CPI) in the Directive
Planning Era (1951-1990)

Indicators/Year 1961 1971 1981 1991
Real Per Capita GDP NPRs NA NA 1820 2409
Consumer Price Index (CPI) (1981=100) NA 45 260.6 425.4

Source: Second Plan (1965-62), Seventh Plan (1985-90), Eighth Plan (1992-1997), Chetry (2001)

Table 2 shows the results of these approaches between 1961 and 1991. Over ten years (1981-
1991), GDP per capita at a constant price increased by 32.36 per cent, while CPI at a constant
price increased by 63.23 per cent double the rate of GDP growth. This data suggests that there
was only a small contribution made by the development approach toward an improvement in
the quality of life and prosperity when the directive and integrated approaches to development
were used.

Table 3: Population below the Poverty Line in the Directive Planning Era (1951-1990)

Pop. below the Poverty Line % 1976/77 1984/85 1990/91
Nepal 33 41.2 49%*
Rural 33 43.1 NA
Urban 22 19.92 NA

Source: World Bank (1999) and Eighth Plan (1992-1997), * Eighth Plan (1992-1997)

Table 3 shows that there was no significant improvement in poverty reduction between 1977
and 1991. The overall population below the poverty line increased from 33 per cent in 1976
to 49 per cent in 1991 when the use of these two approaches ended. The increased rate of rural
residents being below the poverty line was higher than the overall rate of population growth.

Table 4: Poverty as a Major Social Indicator in the Directive Planning Era (1951-1990)

Indicators 1961 1971 1981 1991

Annual Population Growth Rate % 1.65 2.07 2.66 2.08
Infant Mortality Rate (Per thousand) 197 172 117 97
Crude Death Rate (Per thousand) 30.4 21 14 13
Life Expectancy (Male) 27.6 42.1 50.9 55
Life Expectancy (Female) NA 40 48.1 53.5
Hospital beds 1,019 1,157 2,008 4,768
Primary Schools 4,001 7,634 NA 18,681
Share of Foreign Aid in Development

Development Expenditure% 82.1 83.3 40.0 62.4

Share of Foreign Loan% 1.6 3.9 26.9 75.8

Source: Second Plan (1965-62), Seventh Plan (1985-90), Eighth Plan (1992-1997), Nepal Human Development Report (1998),
Chetry (2001)
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Table 4 shows the positive trend of a declining rate of infant mortality, an increase in life
expectancy, a decline in the crude death rate, and an increase in the availability of hospital
beds, and primary schools. If we compare the above social indicators' positive trends to the
increased dependency on foreign aid and external loans, the positive trends would not recover
the social cost of the foreign aid and loan dependency. The causes and effects of this situation
will be another issue to research.

The Modern Era (1991-2008): Decentralized, strategic and pluralistic approach. In the
context of Nepal, this period of development is called the Modern Era since technology was
introduced to development and labour forces were exposed to the global labour market, and
started remitting technology, skills, and money. Participatory, decentralized, gender-sensitive,
spatial, and strategic and pluralistic approaches were used in the Modern Era. The major
achievements of the used development approaches are presented below.

Table 5: GDP Growth Rate during the Plan Periods at Constant Price in the Modern
Era (1991-2008)

Seventh Plan Eighth Plan Ninth Plan** Tenth Plan*

Indicators 1985-90 1992-1997 1997-2002 2002-2007
GDP Growth % 43 49 3.9 2.9
Agriculture% 1.6 3.0 32 2.7
Non-agriculture% 8.4 6.3 3.9 2.9

Source: Seventh Plan (1985-90), Eighth Plan (1992-1997), Chetry (2001), MOF, Economic Survey (2006), *Compiled Average
growth of 4 years at 1994/95 constant price, ** Compiled data from Economic Survey 2006

Table 5 shows that the GDP growth rate exceeded the population growth rate between the
Seventh and Tenth Plans. This was a positive scenario for development (Ref Table 8,
Population Growth).

It can be concluded that the approaches used in planning were in some way significant in
providing support to the GDP growth rate. The declining GDP growth trend from the Eighth
Plan, however, was another setback for participatory, strategic and decentralization initiatives.
Positive agricultural growth is necessary for sustainable development in the Nepalese context.

Table 6: Real GDP per Capita and GDP Deflator in the Modern Era (1991-2008)
Indicators 1991/92 1995/96 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07

*Per
capita 9,960 11,102 12,642 12,384 12,588 12,904 13,047 13,146 13,215
Real GDP
GDP

79 107.9 140.7 146.2 156.6 174.5 206.6 260.3 3553
Deflator

Source: Compiled data from Economic Survey (2006/ 2007), *Real GDP calculated at 1994/95 Price
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The results presented in Table 6 show the performance of approaches used in perspective
between 1991/92 and 2006/07. Over these fifteen years, Real GDP per capita increased by 33
per cent, while the GDP Deflator increased by 350 per cent or more than ten times the Real
GDP per capita growth rate. The data showed that there was no economic contribution to the
improvement of the quality of life and prosperity of the people from any of the approaches
used in this Era as well.

Table 7: Population below the Poverty Line in Modern Era (1991-2008)

Indicators 1990/91 1995/1996** 2003/04%**
National 49* 41.8 30.8
Rural NA 43.1 34.6
Urban NA 21.6 9.6
Gini-coefficient NA 0.34 0.41

Source: * Eighth Plan (1992-1997), **CBS (2005)

The poverty line, which is another indicator of development (Table 7), indicated that there was
a significant impact made by development projects to reduce poverty from 1990 to 2004.
Overall population below the poverty line decreased from 49 per cent in 1990 to 30.8 per cent
in 2004 at the end of the four approaches used. If one compares the analysis in Table 6 with
this poverty analysis, the data provided opposite scenarios. Table 7 shows that the population
below the poverty line declined by 11 per cent from 1995 to 2004, while Table 6 shows that
Real GDP per capita increased by 16 per cent and GDP Deflator by 62 per cent in the same
period. The Real GDP per capita growth was more than 3.8 times lower than the GDP deflator.
This reduced people's purchasing capacity and marginal prosperity to consume. It also
influenced negatively the investment multiplier in the overall economy. This is why the GDP
growth rate declined (Table 5) from the Eighth Plan onwards. Moreover, during the period
(1995-2004), the Gini-coefficient that showed the inequality of income distribution increased
from 0.34 to 0.41, which indicates that the gap between the rich and the poor increased further.
This also showed that the poverty reduction statistics in this period were questionable. The
poverty analysis approaches or data produced may be unrealistic to use when determining an
exact population percentage below the poverty line. The poverty reduction strategy required
must be rethought. Strategic approaches that were used should be questioned in the context of
Nepal. This provides yet another question for further research.

Table 8: Poverty Status as a Social Indicator in the Modern Era (1991-2008)

Indicators 1991 2001 2005 2007
Annual Population Growth Rate % 2.08 2.24 2.20 2.13
Infant Mortality Rate (Per thousand) 97 64.2 47 34
Crude Death Rate (Per thousand) 13 9.6 NA NA
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Indicators 1991 2001 2005 2007
Life Expectancy
Male 55 593 593 61
Female 53.5 59.8 59.8 60
Hospital Beds 4,768 5,260 6,796 6,944
Primary Schools 8,684 24915 23,344 29,220
Human Development Index (HDI) 0.334 0.466 0.513 0.534

Source: NPC, Eighth Plan (1992-1997), Tenth Plan (2002-2007).MOF, ES (2006). UNDP, HDI (1991), Human Development
Report 2004, Interim Plan (2007-2009).

Table 8 shows the decline in infant mortality rate, increasing life expectancy, increasing trend
in the availability of hospital beds, and the number of primary schools. The Human
Development Index (HDI) has also been increasing. The use of different development and
planning approaches has contributed to social development but not significantly enough to
affect economic development and growth. In addition, the directive and integrated project
approaches used before the Modern Era could also not affect significantly rural development.
Similarly, the decentralization, gender sensitivity, and spatial and strategic approaches used in
the Modern Era have somehow contributed to social development but they could not
significantly influence economic development. Participatory approaches could not gain the
commitment and involvement of local politicians. Without their involvement and
commitment, policy and idea generation, innovativeness, implementation and improvement
were impossible for rural villages ( Ghimire, 2014). The critical customers of sustainable
development have a strong awareness and interest in local politics. Most of the rural
development projects, however, faced difficulty in using participatory approaches. An
innovative approach to development in the Nepalese context was required. The innovative
approach to Nepal’s development can be the Five I Cycle Model, which needs to be piloted
and scaled up in the country as country country-specific model. An inclusive approach to
development was initiated after the federalization in Nepal, which is explained section below.

Federalization Era (2008 — Continue): How are we doing?

The development aspiration of federalization is leading towards a socialism-oriented
economy. Currently, the development process is being delivered through the existing system
below. In this system, there are three levels of government. At each level, development
governance is influenced by public institutions, private and cooperative unions, and civil
society organizations including NGOs, INGOs, consumer associations, and development
partners. Each level of development actor plays a different role at different levels. The
government levels function as guided by the constitution of Nepal, and approved framework,
and practices.
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Source: Adapted from Dr Tej Hari Ghimire’s presentation to LRED training organized by GIZ-GRAPE, 2023

The federal government formulates policies and takes actions to support provincial and local
government-level development processes including the economy as guided by the
constitutions of Nepal and framework. The development champions and investors undertake
large- and small-scale development projects and support services provisions at all levels
crossing different levels of government territory in terms of relevant research, education,
technology, infrastructures, capacity development works including livelihoods and social
development, and institutional support.

Q03  gEEAT Far AfATREEHT FAE, AIFATT, gET



ﬁéﬂﬁﬁ qu: 3, 3h: 3, W@ 059

The civil-society organizations including private sector associations are also working as
development intermediaries and not as voices of public aspiration and means of communication
from bottom to top which divides trust between public and civil society organizations. There are
communication dots on listening to citizens between and among the citizens and different levels
of government. However, the citizen is compelled to establish communication with governments
through informal channels and intermediating institutions. This is making a complex delivery
mechanism of the development process in Nepal though the aspiration of the government of
Nepal and supporting development partners is to achieve a socialism-oriented economy. The
tables below present the development performance of the federalization Era.

Table 9: GDP Growth Rate during the Plan Periods at Constant Price in the Modern Era (2008-2023)

Eleventh Twelfth Thirteenth Fourteenth Fifteenth
Indicators Plan Plan Plan plan plan
2007/08- 2010/11- 2013/14- 2016/17- 2019/20-
2009/10 2012/13 2015/16 2018/19 2023/24
GDP Growth % 4.5 4 2.9 6.9 24
Agriculture% 3.2 34 2.2 4.2 2.6
Non-agriculture% 5.1 4.2 34 8 3.9

Source: Twelfth Plan (2010/11-2012/13), Thirteenth Plan (2013/14-2015/16 ), Fourteenth Plan 2016/17-2018/19, Fifteenth plan
2019/20-2023/24

The compounded average growth rate (CAGR) of the agriculture sector at a constant price is-1.3
and the Non-agriculture CAGR is -1.7%, which contributed to the CAGR of GDP at-3.9% in 16
years from the base of the eleventh plan period (4.5%). There was only positive growth during the
fourteenth plan period. The slow implementation of the federalization process, development
delivery complexities, asset loss during the earthquake, external economic shocks, and the
COVID-19 pandemic were the key factors that triggered negative real growth. The positive growth
in the fourteenth plan was due to the massive mobilization of development funds, and private
lending after the earthquake, and the positive impact of the new constitution promulgation.

Table 10: Real GDP per Capita and GDP Deflator in the Modern Era (2008-2023)

Indicators 2007/08 2012/13 2017/18 2022/023
Per capita Real GDP 40557" 62083 77959 87457
GDP Deflator 81 114 152 203

Source: Compiled data from Economic Survey (2022/2023), GDP Deflator adjusted to constant price at 2010/2011

Using the above data ( Table 10), one can calculate the compounded average growth rate of
per capita real GDP and GDP Deflator. The calculated CAGR 1is 4.9% ( real GDP per capita)
and 5.9% ( Deflator) annually in the past 16 years respectively. This means the public

17 World Bank Data, Real GDP percapita USD 551.64, December 2008
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purchasing capacity growth rate is 1% lower than the GDP deflator. The cost of living is
getting 1% higher each year.

Table 11: Population below the Poverty Line in Modern Era (2008-2023)

Indicators 2003/04%** 2011/2012 2022/23*
National 30.8 25.2 20.27
Rural 34.6 27.4 24.66
Urban 9.6 15.5 18.34
Gini-coefficient 0.41 0.46 0.30

Source: **CBS (2005), ADB (2017), *NLSS, 2023

Table 11 shows national poverty declined from 30.8 % of the population in 2003/4 to 20.27%
in 2022/23. However, urban poverty increased in this period. This is also due to the increased
cost of living and the divide between rich and poor.

Table 12: Poverty Status as a Social Indicator in the Modern Era (2008-2023)

Indicators 2007 2012 2017 2022

Annual Population Growth Rate % 2.13 0.24 1.16 1.71
Infant Mortality Rate (Per thousand) 42 34 27 23
Crude Death Rate (Per thousand) 7 7 7 8
Life Expectancy

Male 61 66 67 67

Female 60 69 71 70
Hospital Beds 6,944 7,035 8,172 16,015
Primary Schools 29,220 34746 35211 35,221
Human Development Index (HDI) 0.534 0.543 0.579 0.602

Source: NPC, MOF, ES (2007, 2023). UNDP-HDI (2021/22), Interim Plan (2007-2009). UN World Population Prospects
2023, World Bank Data 2023

Table 12 shows that the infant mortality rate decreased, the life expectancy of people
increased, particularly women, and HDI improved. This shows that there was a good
performance in the social development part in this era and could not demonstrate significant
performance in the economic development part of the country. The public aspiration is that
the country should and must demonstrate good performance in economic development shortly.
Primary schools' numbers were the same in 2022 due to mergers, and upgrades.

Customs-based revenue, import dependency, and development that increase the cost of living
and reduce the purchasing capacity of citizens need to be reversed to reduce the dots between
citizens and the three levels of government in Nepal to sustain the federalized system of
development delivery.
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How should we shape our future development?

Currently, our nation is exporting unskilled labor which can’t be changed in the coming 20
years. The development approach should focus on building additional value on what we have
now. The nation needs to be prepared to export semi/ skilled labour, and ultimately knowledge
services ( technology, education, tourism, and health excellence) to the rest of the world, local
agriculture products including processed products combined with cultural tourism.
Infrastructure-focused development has been generating a higher cost of living. Large
investment in hydropower infrastructure for export may not make the country prosperous since
it is generating limited value addition to the national economy, few employments per unit of
investment, and a very long payback period. Hydropower investment needs to be focused only
on domestic consumption, and in country industrial consumption. This investment should go
for developing human resources (semi-skilled, skilled, knowledge experts) and knowledge
excellence centres like international level higher education, financial service hubs, technology,
and health excellence, hospitality excellence, and high-tech agriculture and forest products
development. The development partners, INGOs, and NGOs also need to shift their approach
from livelihood and social development to local products and service promotion, and
enhancing enterprise, territorial, and systemic competitiveness. The provincial government
and regional institutions need to focus on building competitiveness and professional delivery
of local NGOs, market supply chains, skills and input provider institutions, and guiding INGOs
leading to driving a competitive approach to development. Social and livelihood development,
and poverty reduction initiatives need to be implemented by creating a national local
development fund within relevant authority through local NGOs and local governments of
Nepal. International development partners and INGOs should channel their funds to enhance
the competitiveness of national institutions, enterprises, products, and local and provincial-
territorial competitiveness for exporting national or local products and services to their
respective countries of fund origination. Both the national and international development
organizations and agencies must focus on improving economic governance, investment
attractiveness, and fostering political stability in the country, which are the key drivers for the
future development of the country.
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