&‘9 EESE business,

create jobs

Enabling Environment for Sustainable Enterprises

SOCIAL JUSTICE
DECENT WORK

Enabling Environment for
Sustainable Enterprises in Nepal






N
K? EESE business, g@m

Createjobs  sociaLsustice

nnnnnnnnnn
Enablmg Environment for Sustainable Enterprises

2017

Enterprises
Department
I

Enabling Environment for
Sustainable Enterprises in Nepal



Copyright © International Labour Organization 2018
First published 2018

Publications of the International Labour Office enjoy copyright under Protocol 2 of the Universal Copyright
Convention. Nevertheless, short excerpts from them may be reproduced without authorization, on condition
that the source is indicated. For rights of reproduction or translation, application should be made to ILO
Publications (Rights and Licensing), International Labour Office, CH-1211 Geneva 22, Switzerland, or by
email: rights@ilo.org. The International Labour Office welcomes such applications.

Libraries, institutions and other users registered with a reproduction rights organization may make copies
in accordance with the licenses issued to them for this purpose. Visit www.ifrro.org to find the reproduction
rights organization in your country.

ILO Cataloguing in Publication Data

The enabling environment for sustainable enterprises in Nepal / International Labour Organization, ILO Coun-
try Office for Nepal - Kathmandu: ILO, 2018.

ISBN: 9789221285571; 9789221285588 (web pdf)
International Labour Organization; ILO Country Office for Nepal.

enterprise creation / enterprise development / sustainable development / political development / environmen-
tal impact assessment / Nepal

03.04.5

The designations employed in ILO publications, which are in conformity with United Nations practice, and
the presentation of material therein do not imply the expression of any opinion whatsoever on the part of the
International Labour Office concerning the legal status of any country, area or territory or of its authorities, or
concerning the delimitation of its frontiers.

The responsibility for opinions expressed in signed articles, studies and other contributions rests solely with
their authors, and publication does not constitute an endorsement by the International Labour Office of the
opinions expressed in them.

Reference to names of firms and commercial products and processes does not imply their endorsement by
the International Labour Office, and any failure to mention a particular firm, commercial product or process
is not a sign of disapproval.

ILO publications and digital products can be obtained through major booksellers and digital distribution
platforms, or ordered directly from ilo@turpin-distribution.com. For more information, visit our website: www.
ilo.org/publns or contact ilopubs@ilo.org.

Printed in Nepal




Forewora —

Making a definitive statement about the role of small and medium enterprises in Nepal’s
economy is difficult. This has to do with the variance in the definition of SMEs as used by
different government and non-government entities. The data provided by the Central Bank
of Nepal show that loans going to this sector have increased by more than five-fold in the
five years since 2010, and their contribution to the economy, both formal and informal, has
become significant. Other studies, using different definitions, provide another picture of the
situation, but all of them point to a situation that needs to be improved.

The Nepal Living Standard Survey (2011) indicates that a full 94.7% of all enterprises
are owned by individual households, and only 5.3% are jointly owned. Only 16.5% of the
firms hire individuals from outside the household. Among those firms, 33.2% have only 1
worker. These household-owned enterprises are predominantly informal, and only 20.3% are
registered with the government. The government itself provides jobs to less than 5% of the
individuals who enter the job market each year.

Data from the Department of Industry show that the number of industries started in each
fiscal year has hardly exceeded 500 in any given year in the last twenty-five years. Large
industries are also struggling to create jobs: on average there are only 159 workers in the 686
registered large industries. In terms of number of workers employed, large industries are not
very different from medium sized industries (100 workers per industry) and small industries
(65 workers per industry). Employment generation in these industries has not exceeded
more than 30,000 jobs per year in the last twenty-five years, except in 1991/92, 1992/93
and 1995/96.

In this situation, a representative entrant into Nepal’s job market has a very low probability of
finding a formal, wage-paying job. Many of these individuals eventually end up in agriculture,
which still provides support to about 70 percent of all Nepali. But this perpetuates poverty
and hinders upward social mobility. Nepal needs to focus on fostering small and medium
sized industries because that is where most of the Nepali end up working, and the growth
of these industries would herald the beginning of upward economic mobility for members of
Nepali society.

But SMEs face many issues in relation to their growth. A recent Enterprise Survey by the
World Bank, which uses a different definition for SMEs, finds that it takes medium sized
firms more than 70 days to obtain an electricity connection compared to about 14 days for
large firms. They also lose more due to theft and vandalism (2.3% of total value compared
to 0.1% for large sized firms). The SMEs are significantly less likely to have a website



than big firms. Access to finance is a problem for small firms, with only about 8% getting
bank financing compared to 40.4% of large firms. As much as 79% of medium sized firms
reported having to pay to secure a government contract as opposed to 0% of large firms.

The EESE survey, which collected responses from 622 firms in Nepal, reports many results
in line with these previous studies. SMEs in Nepal are predominantly young, with almost
half of the informal firms being less than 4 years old. These firms feel corruption is a serious
problem for the economy and question the government’s commitment to reducing it. Although
more than two-thirds report being optimistic that the federal structure will be helpful for
their growth. Respondents also feel that trade unions are politicized and don't adequately
represent the concerns of employees. The survey has many other results which will be useful
for both the trade unions and the government and complement the results from other surveys
carried out within Nepal by many other agencies. The ILO hopes that these results will help
concerned authorities better design their programs to enhance labor relations.
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Executive Summary

The 96th session of the International Labour Conference, held in Geneva in 2007, adopted
conclusions for the promotion of sustainable enterprises and identified 17 elements of an
enabling environment for sustainable enterprises. An environment conducive to the creation
and growth of sustainable enterprises combines the legitimate quest for profit with the need
for development that respects human dignity, environmental sustainability, and decent work.
In that context, the Federal Democratic Republic of Nepal (hereafter referred to as Nepal) is
one of the countries that implemented the Enabling Environment for Sustainable Enterprises
(EESE) process that was developed as the ILO flagship programme following the conclusions
of the Conference. The initiative will contribute to the economic reform undertaken by the
Government of Nepal.

During this process, the tested EESE methodology was applied — to collect and analyse
all the necessary data and to present the report on the findings. In accordance with the
methodology, focus groups were organised to identify the most important pillars for deeper
analysis. With the support of external researchers, and using the EESE questionnaire, a
survey was conducted among 600 employers from the six districts of Kathmandu, Kaski,
Rupandehi, Banke, Chitwan, and Morang.

Based on the EESE methodology, there are 4 main segments analysed in this report: political,
economic, social, and environmental elements. Tripartite constituents selected six countries,
namely: Bangladesh, Cambodia, India, Lao PDR, Sri Lanka, and Uganda, as comparator
countries for Nepal. This report synthesises the findings of the enterprise perception survey,
data collection, and a literature review, assessing the enterprise environment against 17 key
elements for enabling sustainable enterprises.

Political Elements

In 2008 the 239-year-old monarchy was established ; two years earlier a decade long civil
war between Maoist-led forces and the state had come to an end, and the Maoists joined
democratic politics. A new constitution was approved in 2015, creating seven states and
affirming Nepal’s secular federal system. Although much progress has been made, Nepal still
faces the challenges of building a healthy democracy and economy in the context of fragile
and nascent institutions, as well as limited human capital.

Pervasive corruption is a serious challenge to good governance and enterprise development
in Nepal, as it reduces competitiveness and significantly increases the costs of starting a
business. The Corruption Prevention Act of 2002 is the country’s primary anti-corruption
law, criminalizing corruption, bribery, money laundering, abuse of office, and facilitation
payments in both the public and private sectors. Based on the EESE Survey qualitative
findings, the recent local elections have come as respite to many businesses, as they assume
that this effort to decentralize the political and economic system of the country will not only
make procedures easier and quicker for service recipients, but will also relieve government
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officials of the pressure of having to provide services to businesses from all over the country
at a single stop. Implementation of federalism and activation of all local bodies is also viewed
by many as an opportunity to check corruption and ensure accountability, transparency, and
good-governance.

Freedom of assembly is guaranteed by the constitution, though there are exceptions. In recent
years the GoN has taken initiatives in the direction of improving social dialogue to advance
the labour and employment agenda. Five pieces of legislation were drafted in 2012 following
extensive tripartite discussion: the Labour Bill, the National Labour Commission Bill, the
Trade Union Act Amendment Bill, the Bonus Act Amendment Bill, and the Unemployment
Benefit Insurance Bill. The Labour Bill was adopted in 2017. These require implementation
and monitoring, however, which remains a challenge. Nepal has a history of union activity
and strikes to help to spearhead political change. The 2015 constitution protects the right
to form trade unions, and labour laws protect the freedom to engage in collective bargaining;
in general unions operate without state interference.

Nepal's legal framework provides for the protection of human rights. The constitution
outlines the implementation of major international human rights provisions, including civil,
political, economic, social, and cultural rights for citizens. Some human rights problems in
Nepal include caste, gender, and ethnic discrimination; gender-based violence; unaddressed
atrocities from the time of the civil war; and delay in reaching verdicts in courts.

Economic Elements

Economic growth has generally remained low but volatile in Nepal, where political instability
and natural disasters have had a significant impact on the downturns. The recent peaceful
elections were an important first step towards stability. To ensure that this continues the
GoN needs to address the challenges of reducing widespread poverty, creating sustainable
livelihoods, building human capacity, and creating efficient institutions of governance and
regulation. Last year Nepal's economy recovered somewhat, due to a favourable monsoon
season, better harvests, and normalisation in trade, as well as post-earthquake reconstruction
work and a better supply of electricity. Potential sectors of growth and investment opportunities
are agriculture tourism, infrastructure, and hydroelectric power.

Agriculture is the mainstay of the economy, and the processing of agricultural products (i.e.,
jute, sugarcane, pulses, tobacco, grain, etc.) forms the basis of most industrial activity in the
country. In 2016 agriculture made up 29.2% of the GDP, industry made up 14.6% of the
GDP, and services the remaining (more than 55 %); agriculture employed 69% of the labour
force, 12% are engaged in industry, and the remaining 19% are engaged in services. !

The GoN’s most recently promulgated Trade Policy (2015) focuses on trade in the service sector,
specifically hydropower, tourism, business process outsourcing, and labour. It addresses the
need for disaster relief and for mobilizing technical assistance from development partners to
this end, to enhance export capacities and improve trade-related infrastructure.

There are challenges to the rule of law and the enforcement of property rights in Nepal. The
bureaucracy and the legal system are also poorly resourced, and the still prevailing sense of
political uncertainty makes the delivery of services and enforcement of regulations difficult.
In 2017 the GoN released a national intellectual property policythat provides a roadmap to

1 CIA World Factbook, October 2017.



developing an intellectual protection systemthat would contribute to significantly improving
the investment climate in Nepal.

One of the indicators that measures competition is the Intensity of Local Competition
indicators from the World Economic Forum’s Global Competitiveness Reports.
The available data shows that Nepal has improved, with its ranking going up
from 117th in 2013/14 (out of 148 economies ranked) to 88th in 2017/18 (out
of 137 economies ranked). The corresponding increase in the score was from
4.51in 2013/14 t0 4.9 in 2017/18 out of a maximum possible score of 7. The Information
and Communication Technologies (ICTs) sector policies are decided by the Department
of Information Technology under the Ministry of Science and Technology. A draft of the
National Information and Communication Technology Policy produced in 2015 remains
under discussion; it aims to mainstream the use of ICTs in all key sectors of the economy,
including increased e-governance.

Several financial sector reforms have been introduced since 2000 and have improved the
health of the banking sector in Nepal. In 2015 Nepal suffered a massive earthquake of 7.8
magnitude followed by aftershocksthat killed over 8,790? people and destroyed housing
and infrastructure; reconstruction costs have been valued at over USD 7 billion. Nepal’s
geography poses a significant barrier to the improvement of infrastructure, particularly in
communications and transport. There is investment in improving strategic trade routes to
improve connections with India and China, including improving bridges and facilities along
the roads.

Social Elements

Widespread poverty and the rural-urban divide pose a continuing threat to social, economic,
and political stability. While barriers to economic and social development exist for many
sections of the population, specific groups are particularly marginalised when it comes to
participating in economic processes--women, youth, persons with disabilities, and rural
populations have significant hurdles to entrepreneurship and entering the formal economy.

As the economy tries to shift away from a dependence on agriculture, entrepreneurship and
the promotion of SMEs are addressed in a variety of government programmes. The Ministry of
Industry has recognised that promoting entrepreneurship is a key factor for industrial growth.
Many other different initiatives exist to promote private sector development-- all of these,
however, serve people who already have the skills that many persons in Nepal lack, basic
numeracy, literacy, and business development skills; improving the standard of basic human
resources is necessary before the following opportunities can be availed of.

In Nepal poverty is both a cause and a result of limited access to education, historically and
at present. Aligning education and training with economic policies and ensuring coordination
in skills development is crucial to promoting inclusive and sustainable growth. Each year
about 450,000 youth enter the labour market, and they need marketable skills as a matter
of urgency; many seek employment in neighbouring countries or the Middle East, largely in
low-skilled jobs, due to a lack of opportunities in Nepal.

2 Post Disaster Need Assessment, National Planning Commission, Kathmandu (page XI)(2015).
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Income, gender, and spatial inequities between rural and urban areas are rife in Nepal, and
though the constitution goes a long way towards legislating against some of these, there is
a lot of work to be done to achieve greater social justice and social inclusion. Women rarely
have access to the same educational and employment opportunities as men. They face
many challenges to participating in economic growth, including gender-based violence, lower
incomes, and reduced participation in community planning. The informal economy, and
indeed poverty, are highly feminised in Nepal.

A draft of the National Framework for Social Security, prepared by the National
Planning Commission, is still being developed. The coverage of the social security
system in Nepal is limited; pension benefits are available only to public sector
employees, and there are to date no protections or schemes available to workers and
employees in the unorganized or informal economy. The Labour Act (2017) and The
Contributions-based Social Security Act (2017) have provisions to help improve the
enforcement of occupational safety and health standards and widen the coverage of social
protection schemes for workers in both the formal and informal sectors.

Environmental Elements

Nepal faces significant environmental challenges. Nepal is landlocked, dependent on
agriculture, and vulnerable to natural hazards, including severe thunderstorms, flooding,
landslides, drought, and famines. The dependence on agriculture points to a strong need
for environmental stewardship. Natural resource management needs improvement, and
sustainable farming and tourism practices must be implemented.

Pollution related environmental problems in Nepal are mainly related to poverty, rather
than an unmonitored growth of industry and transportation. Sustainability and governance
issues are linked, and as Nepal establishes efficient governance mechanisms its ability to
responsibly manage environmental issues is expected to increase.



Introduction

The important role that the private sector plays in social and economic development led the
International Labour Conference (ILC) to discuss the concept of sustainable enterprises in
June 2007. The promotion of sustainable enterprises ensures that human, financial, and
natural resources are combined equitably. An environment conducive to the creation and
growth of enterprises on a sustainable basis must take into account the three dimensions
of sustainable development — economic, social, and environmental — as interdependent and
mutually reinforcing pillars.

The 2007 ILC adopted conclusions for the promotion of sustainable enterprises and identified
17 conditions for an enabling environment. An environment conducive to the creation and
growth of sustainable enterprises combines the legitimate quest for profit with the need for
development that respects human dignity, environmental sustainability, and decent work. It
underscores the principle that sustainable enterprises need sustainable societies and that
business tends to thrive where societies thrive and vice versa.

The same conclusions invite the ILO to focus its interventions on practical responses,
including tools, methodologies, and knowledge sharing, which are relevant to the social
partners in their activities. This is why the ILO has developed a methodology to assess the
degree to which the 17 conditions for an enabling environment for sustainable enterprises are
met in different countries. This report describes the implementation of such an assessment
in Nepal and is part of a series of country reports on the same topic. The report covers the
political, economic, social, and environmental situation of the enabling business environment
in Nepal. The political area comprises four of the 17 conditions, the economic includes
eight, the social four, and the environmental dimension consists of one condition. Nine of
the 17 conditions were prioritized.

An assessment of the enabling environment for sustainable enterprises in Nepal meets the
existing need in the country to implement policies and strategies for national development.
The enabling environment for sustainable enterprises in Nepal was assessed through a
careful review of secondary data and findings from a national perception survey of workers
and employers (including owners and managers of companies).

Survey Methodology

Consultants were engaged to administer a survey to collect primary data on the perception of
at least 622 employers inclusive of owners and managers of enterprises. The survey assesses
the perceptions of respondents as to nine of the 17 conditions. A specifically adapted version
of the ILO Enabling Environment for Sustainable Enterprise (EESE) questionnaire was used
for the quantitative survey. The questionnaire provided by ILO was extracted specifically
for nine pillars and was further screened through in order to tailor it to the Nepali context.
After consultation with the ILO, the research covered both formal and informal enterprise.
A different questionnaire was prepared to capture the perception of informal enterprises.
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Qualitative information was gathered simultaneously through key informant interviews and
focus group discussions with different government and business associations, employers,
and workers.

The survey took a sector-wide approach and covered agro-based industries, tourism,
manufacturing, and information and communication technology in the service sector.
According to government data, agriculture is major contributor (29.2%) to the Gross Domestic
Product (GDP). The tourism sector provides employment to about 20% of the economically
active population and contributes about 3.0% to the GDP; manufacturing contributed about
5.5% to the GDP in 2015-2016. There is no data about the exact contribution of the ICT
sector to the GDP; businesses based on ICTs have been identified as an emerging sector of
the economythat can help promote economic sustainability.

Each of the four sectors have been further sub-divided along different size/class of industries/
enterprises based on the classifications in the Industrial Enterprise Act of 2016:

Large (Fixed assets above NPR 250 million)

Medium (Fixed assets between NPR 100 million to NPR 250 million)

Small (Maximum fixed assets up to NPR 100 million)

Micro (Maximum fixed assets up to NPR 500,000)

Enterprises were also subdivided as formal or informal and women-led or not.

Altogether six districts — Kathmandu, Kaski, Rupandehi, Banke, Chitwan, and Morang —
were covered by the survey. Given the high density of tourism and emerging ICT industries in
the urban hubs of Kathmandu and Kaski, these two districts were selected for the study of
tourism and ICT in service sector. Rupandehi and Morang were selected for the study of the
manufacturing sector, given the high concentration of industries in these particular districts.
According to the 10" National Census of Manufacturing Establishment 2011-12, released
by Central Bureau of Statistics (CBS), Rupandehi outstrips the traditional manufacturing
hubs of Parsa, Sunsari, Bara, and Kathmandu as having the highest number of industries,
and Morang has a high number as well. Lastly, Chitwan and Banke were selected for the
study of agro-based enterprises, as both these districts are predominantly inhabited by
peasant farmers cultivating mainly food and cash crops, such as rice, maize, wheat, beans,
lentils, mustard, fruits, and vegetables. Chitwan is a major maize producing area in Nepal,
and Banke is known for cereals and mango production.

The study used stratified sampling to divide the given sample size (622) along sector, size,
and male/female leadership of business enterprises. Under stratified sampling the population
was divided into several sub-populations that are individually more homogeneous than the
total population. Fifty percent of the targeted 622 sample-population is comprised of micro
enterprises, as available data states that most industries in the country are micro enterprises.
Proportional sample division was carried out for large, medium, and small enterprises as
well. The sample was further divided along the variables of gender, formality or informality,
and the sectors under study--tourism, manufacturing, agro-based industries, and ICT in the
service sector.



A total of 622 enterprises were covered during the study. Out of them, 502 enterprises had
been registered by government agencies, while 120 informal enterprises were not registered
in the government system. Of the sample, 49% were micro enterprises, 32.87% were small
enterprises, 11.75% were medium sized enterprises, and 6.3% were large enterprises.

IELICRE Number of Firms by Formality and Size

Large 7 9 8 8
Medium 14 15 15 15

s | Small 39 41 46 39
S | Micro 61 59 63 63
Informal 32 30 30 28
Total 153 154 162 153

Source: EESE Survey

Women comprised 30.9% of the total respondents; while women outhumbered men
exceedingly in the informal sector, there was a lack of female participation in the formal
sector.

m Respondents Based on Gender

YEARS OF OPERATION OF ENTERPRISES

= Male = Female  Total

622
502
120 192
111
39 81 I
| - l
FORMAL INFORMAL OVERALL

Source: EESE Survey

The employee size varied across enterprises, with one enterprise having as many as 4,030
employees. The average number of permanent employees for micro to large industries ranged
from 6 to 338 employees. Small enterprises employed 12 people on average and medium
enterprises on average employed 75 people.

The interviewed entrepreneurs identified their enterprise under different categories. 65.1%
of entrepreneurs stated that their enterprise was a private company, while 24.1% were in a
family business. Eight percent of entrepreneurs had established their companies as a joint
investment with other people and identified their enterprise to be a joint venture. Other types
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of enterprises included branches of foreign enterprises, government/public sector enterprises, and
cooperatives. In terms of ownership, more than half of the informal enterprises were led by a single
owner. 33.3% of the informal enterprises reached were run by a family, while 15% were jointly
owned by a group.

45% of the total enterprises surveyed were relatively new and had been in operation for under
five years. 35.9% of formal enterprises and 53.8% of informal enterprises surveyed had been in
operation for under five years. For enterprises over five years old formal enterprises outnumbered
informal ones.

m Years of Operation

YEARS OF OPERATION OF ENTERPRISES
= Formal = Informal
53.78151261
27.9 26.8907563
12.7 144
6722689076 9.2 6.722689076 58
= =
(0-4) (5-9) (10- 14 (15-19) (20 and above)

Source: EESE Survey

Limitations of the Survey

The approach undertaken to carry out the EESE Survey has some limitations. The quantitative survey
was conducted only with owners of businesses and did not cover the perspectives of employees.
The concerns of workers/employees were covered through qualitative methods. Many respondents
in all study districts had limited prior knowledge about sustainable enterprises and technical terms
like tripartite discourse, collective bargaining, and social dialogue, among others. In many cases,
the surveyors had to provide detailed explanations of technical concepts to the respondents before
beginning the survey.

The research design ensured coverage of at least 33% of women-led enterprises in the survey.
However, although secondary data consulted earlier in the research-design phase suggested that
there were an ample number of women-led enterprises, it was particularly difficult to identify
an adequate number of women-led enterprises. It was found that some businesses registered
under women'’s ownership are run by male members of the family. Registered female ownership
of businesses was found to be intended primarily for tax relief, their meaningful participation in
business and decision-making authority was found considerably low in most of the cases. For this
reason, it was challenging to find an adequate number of women respondents for the survey.



1 Political Elements

Indicators assessing Political Elements of an Enabling Environment for Sustainable
Enterprises*

POLITICAL INDICATORS

—0— Nepal —e— Bangladesh —&— Camhodia —e@— India ~ ® LaoPDR —o— Srilanka —e— Uganda

Political Stability and Absence
of Violence

722689076

Corruption Perceptions Index Civil Liberties Index

Voice and Accountability Control of Corruption

Political Rights Index Government Effectiveness

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from

the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in
the chapters.

Nepal was ruled by a monarchy until 2008.

Between 1996 and 2006 the Maoist-led People’s Liberation Army fought a civil war against
state forces.

In 2015 a new constitution was approved after a series of devastating earthquakes that
killed more than 8790 people across the country.

The new constitution creates seven states and declares Nepal to be a secular federal state.

Enabling Environment for Sustainable Enterprises in Nepal
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Peaceful elections were successfully held in 2017, with a new government formed in 2018.
Pervasive corruption is a serious challenge.
Nepal has a history of union activity that helped to spearhead political change.

The 2015 constitution protects the right to form trade unions, and labour laws protect
the freedom to engage in collective bargaining; in general unions operate without state
interference.

The new constitution outlines the implementation of major international human rights
provisions, including civil, political, economic, social, and cultural rights.

Violence against women and children is high, including underage marriage, sexual assault,
and trafficking.

Human rights abuses and war crimes committed during the civil war have largely remained
unaddressed despite commissions having been established to investigate allegations.

2.1. Peace and Political Stability

Peace and political stability are critical to the development of sustainable enterprises, and
in the case of Nepal, years of instability and violence have had an impact on the economy
as well as the social and environmental indicators that help measure the quality of life and
work in the country. Nepal's economy relies heavily on aid and tourism centred on it being
the home to eight of the world’s highest mountains, including Mount Everest.! Major political
and social transformations have occurred in Nepal in recent decades accompanying the
transition to a federal republic, moving from a Hindu state to a secular state, and drafting
a democratic constitution. Peaceful elections were successfully held in two phases in late
2017 for seats to the lower house of the bicameral federal parliament of Nepal.

Nepal, the current boundaries of which were established after the Anglo-Nepalese War of
1814-1816, introduced a cabinet system and political parties into government in 1951.2 A
multiparty constitution was adopted in 1959, but in 1960 the parliament, the constitution.
and party politics were suspended, with democratic elections involving multiple parties held
again only in 1991.3 A new constitution in 1962 provided for a non-party system of councils
known as panchayats, over which the king exercised sole power; the first elections to the
Rastriya Panchayat, or national assembly, were held in 1963.4

In 2008 the then 239-year monarchy was abolished, seven years afteran argumentin the palace
escalated and the crown prince killed the king and eight members of his family at the height
of a Maoist uprising.> The civil war, which began in 1996 after years of agitation for greater
representation, was fought between the Maoist-led People’s Liberation Army (PLA) and state
forces.In2006,the Maoistslaydowntheirarmsafteradecade-longcivilwarand joineddemocratic
politics. Nearly 16,000 people were killed between 1996 and 2006, during the conflict.®

BBC, 8 June 2017.

CIA World Factbook, 2017.

BBC, 8 June 2017.

BBC, 8 June 2017.

The Hindu, 20 September 2015.

o o~ W N =

Al Jazeera, 2016.

2 Enabling Environment for Sustainable Enterprises in Nepal



In 2008, the Maoists won the country’s first Constituent Assembly elections to become the
ruling party, but the Constituent Assembly expired without a constitution in 2012.7 The years
since the civil war ended have seen frequent political tussles and almost annual changes in
governmentthat have hampered social and economic progress, as well as political progress.®
Earthquakes killed at least 9000 people in Nepal in 2015, which galvanised political activity
around the constitution; the charter had been under discussion for over seven years by then.®
In 2015, the first democratic constitution was adopted by the second Constituent Assembly
after violent protests thatsaw at least 40 people killed.!® The constitution creates seven
states in a secular, federal system.

Elections for the lower house were held in November and December 2017, with the Left
Alliance emerging as the clear winner. Elections for the upper house are to be held in
February 2018, after which the new government will be formed.!! The Prime Minister is
the head of the government, and the position of President is largely ceremonial. The Nepali
Congress (NC) leader Sher Bahadur Deuba became the prime minister in June 2017 in a
scheduled transfer of power among the two coalition members forming the government, the
NC and the Maoists.

The Political Stability and Absence of Violence indicator presents the likelihood that the
Government will be destabilised by unconstitutional or violent means, including domestic
violence and terrorism, and estimates governance measured on a scale from approximately
-2.5to 2.5, with higher values corresponding to better governance. Based on this World Bank
data the political situation in Nepal in 2015, measured at -0.93, which was similar to India
at -0.92, better than Bangladesh at -1.15, and not as stable as Cambodia at -0.10, or Lao
PDR at 0.48 for the same year. Nepal has shown improving values over the last five years,
with a dip between 2014 and 2015.

W Political Stahility and Absence of Violence
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7 Al Jazeera, 2016.

8 The Diplomat, 26 July 2016.

9 The Hindu, 20 September 2015.
10 The Hindu, 20 September 2015.
11 The Daily Star, 5 February 2018.
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Political Stability and Absence of 2010 2011 2012 2013 2014 2015 2016

Violence

o Nepal 158 -142  -138 -1.13  -072 -1.00 -0.79
The likelihood thatthe Bangladesh  -143  -140 -138 -163 -090 -121 -1.24
Government will be destabilized
by unconstitutional or violent Cambodia 050 -030 -0.10 -0.14 002 006 0.8
means, including domestic India -1.28  -133  -129 -123  -1.00 -095 -0.95
violence and terrorism. Lao PDR 028 -006 003 007 050 054 050
Source: World Bank Worldwide Sri Lanka 09 072 -072 -061 033 009 007
Governance Indicators Uganda -1.00  -098 087 -0.8 -094 -080 -0.72

Estimate of governance
measured on a scale from
approximately -2.5 to 2.5. Higher
values correspond to better
governance.

2.2. Good Governance

Good governance, the absence of corruption, and efficient institutions foster entrepreneurship
and promote private sector growth and development. Nepal faces the challenges of building
a healthy democracy and economy in the context of fragile and nascent institutions as
well as limited human capital. The fragile post-conflict nature of Nepal’s political context
compounds the difficulty of rebuilding the country’s economy, physical infrastructure, and
political institutions.'? The executive branch in Nepal was affected by the long absence
of a legislature, and this created a void in the political process that has hampered good
governance.!3

Pervasive corruption is a serious challenge to good governance and enterprise development
in Nepal, as it reduces competitiveness and significantly increases the costs of starting a
business.!* In 2016 Nepal ranked 131 out of 176 countries on Transparency International’s
Corruption Perceptions Index, placing it in the range of ‘highly corrupt’ countries, but it moved
up to 122" place in 2017.15 The Commission for the Investigation of Abuse and Authority
(CIAA) is the apex body for the control of corruption, empowered by the 2015 constitution
to investigate the abuse of authority committed through corruption by any person holding
public office.’® The CIAA has tended to focus its arrests and investigations on lower level
bureaucrats.!” The CIAA has a Chief Commissioner, appointed by the President and invested
with the power of prosecution.!®

The Corruption Prevention Act of 2002 is the country’s primary anti-corruption law,
criminalizing corruption, bribery, money laundering, abuse of office, and facilitation payments

12 World Bank, 2011.

13 Transparency International, 2014.

14 GAN Business Anti-Corruption Portal, July 2016.
15 Transparency International, 2018.

16 U.S. Department of State, July 2016.

17 U.S. Department of State, July 2016.

18 UNAFEI, 2012.
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in both the public and private sectors.!® A special court was also created to deliver speedy
and effective justice in special types of cases, particularly those relating to corruption and
money laundering.2°

Implementation and enforcement are inadequate, and corruption remains endemic at all
levels in Nepal. The court system is subject to influence and interference from the executive
branch, resulting in a lack of trust in the judiciary and legal processes.?! Commercial disputes
can be long-drawn, typically taking several years to resolve. The constitution provides for an
independent judiciary, but most courts suffer from endemic corruption, and few Nepalese,
in practice, have access to justice.?? There are heavy case backlogs and lengthy appeals
processes.

The public sector in Nepal does not have the capacity to fully cope with the demand for
public services; attempts to improve the delivery of public services suffer due to political
meddling, trade union activism, and the lack of a civil service independent of interference.??
Public utility services, in particular, are strongly affected by corruption: bribes are required
at many levels to activate utilities, such as an electrical connection or water, and informal
payments are also often required in areas like construction permits.?* A Good Governance
(Management and Operation) Act was enacted in 2007that outlines a code of conduct for
civil servants and public employees, as well as provisions to manage certain conflicts of
interest.?®> The Right to Information Act of 2007 is an important piece of legislation that
details processes and makes provisions for information being made available to members of
the public.?®

Law enforcement agencies are not effective, are poorly resourced, and are subject to being
captured by political interests. Criminal violence is sometimes conducted under the guise
of political activism, though this has declined in recent years.?’” General strikes are called
by political parties and other groups that may halt transport and close business activity;
violence sometimes breaks out.?®

Political parties still operate in a centralised manner, multi-party democracy is relatively
recent, identity politics drive several processes, and informal mechanisms still continue to
influence the making of public policy.?° Government policies and laws regarding responsible
business conduct exist that include environmental and social standards, but enforcement
is lacking.®° Political parties tend to be organised around the personalities of their leaders.
Additionally, financial accountability is low.2! The Panchayat regime, which lasted from
1961-1990, exerted a tight control over society, resulting in the low involvement of NGOs
and civil sector organisations (CS0s).3? NGOs may form and operate in the country under the

19 GAN Business Anti-Corruption Portal, July 2016.
20 UNAFEI, 2012.

21  GAN Business Anti-Corruption Portal, July 2016.
22 Freedom House, 2017.

23 Transparency International, 2014.

24 GAN Business Anti-Corruption Portal, July 2016.
25 UNAFEI, 2012.

26 UNAFEI, 2012.

27 U.S. Department of State, July 2016.

28 U.S. Department of State, July 2016.

29  World Bank, 2011.

30 U.S. Department of State, July 2016.

31 Transparency International, 2014.

32 ADB, July 2005.
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new constitution, but legal restrictions hamper the process in practice.3

Radio is a key news source, and there are about 250 community stations, with some
government operated radio networks as well.3* There are a variety of independent and state
radio and print outlets in Nepal. Internet usage is unrestricted. Journalists often face violence
or harassment. Some have faced detention and physical assault.?®> While the constitution
provides for freedom of expression and prevents restrictions on press freedom, media workers
are often under threat, and the perpetrators, usually linked to political parties, generally go
unpunished.3¢

Freedom of assembly is guaranteed by the constitution, but exceptions are made for acts
that undermine nationality, sovereignty, independence, and the indivisibility of Nepal, or
that would jeopardise public order.?” Protests are often allowed, but are sometimes violently
dispersed. Based on the EESE Survey qualitative findings, the recent local elections have
come as a respite to many businesses, as they assume that this effort to decentralize the
political and economic system of the country will not only make procedures easier and more
quick for service recipients, but will also relieve government officials of the pressure of having
to provide services to businesses from all over the country at a single stop. Implementation
of federalism and activation of all local bodies is also viewed by many as an opportunity to
check corruption and ensure accountability, transparency, and good-governance.

When asked about the effect of bribery and corruption on the national economy, EESE Survey
respondents stated that these had a crippling effect. The respondents strongly stated that
bribery and corruption had crippled the national economy. 48.8% of respondents stated that
the economy was very strongly negatively affected by bribery and corruption, while 22.5%
stated that it had strongly affected the national economy. 15.7% responded that it had
affected the economy to a limited extent.

Effect of Bribery and Corruption

PERCEPTION OF GOVERNMENT’S COMMITMENT TO ANTI-CORRUPTION EFFORTS
38.04780876 3066135458
12. 15139442
9. 960159363
4.38247012
VERY COMMITTED P/-\RTI/-\LLY RARELY NOT AT ALL DON’ T KNOW
COMMITTED COMMITTED COMMITTED

Source: EESE Survey

When asked about anti-corruption activities of the government, a majority of EESE Survey
respondents (38%) found the government rarely committed to act against corruption.
A further 34.7% think that the government is not at all committed to anti-corruption activities.

33 Freedom House, 2017.
34 BBC, 18 April 2017.

35 Freedom House, 2017.
36 Freedom House, 2017.
37 Freedom House, 2017.
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On a positive note, 12.2% perceived the government to be partially committed, and 4.4%
of survey respondents perceived the government to be very committed against corruption.

m Perception of Government’s Commitment to Anti-Corruption Efforts

Perception of government’s commitment to anti-corruption efforts
38.04780876
34.66135458
12.15139442 9960159363
4.38247012 I I
PARTIALLY NOT AT ALL ]
VERY COMMITTED COMMITTED RARELY COMMITTED COMMITTED DON'T KNOW

Source: EESE Survey

Survey respondents had mixed responses on the effectiveness of government policies and
legislation concerning their business. There was a higher concentration of respondents
who felt the policies and legislation to be sometimes effective. 27.3% of EESE Survey
respondents believed that legislation is sometimes effective, while 19.3% found legislation
to be rarely effective. 18.9% of survey respondents found the policies to be ineffective, while
7.2% found the legislation to be very effective.

With regard to their enterprises being socially responsible, the larger proportion of survey
respondents believed their enterprises to be very responsible or usually responsible. One-
fourth of the total respondents (25.7%) believed that they had been paying good attention
to social and environmental aspects and are responsible in their actions. 43.8% stated
their enterprise to be usually responsible while 17.5% believed that they were sometimes
responsible for the social and environmental good

Responsible Corporate Governance

RESPONSIBLE CORPORATE GOVERNANCE

43.8247012

25.69721116
17.52988048

I 4.38247012 2.390438247 5.179282869

USUALLY SOMETIMES RARELY NOT

VERYRESPONSIBLE - propONSIBLE ~ RESPONSIBLE ~ RESPONSIBLE ~ RESPONSIBLE ~ DONTKNOW

Source: EESE Survey
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More than a quarter of survey respondents were uncertain about the impact of federalism
on enterprise in Nepal. More than half the respondents were positive about the federal
structure being supportive for the growth of businesses. 26.5% of respondents believed the
new structure would be supportive for businesses, while 24.5% thought that the structure
would be moderately supportive for the growth of enterprises. 9.4% were very hopeful that
the structure will be highly supportive, with decentralized and swift bureaucracy.

Federalism and Enterprises

EXTENT OF GOVERNMENT SUPPORT IN FEDERAL STRUCTURE

Highly supportive

Don’t know

Supportive

Not supportive
M

oderately
supportive

Source: EESE Survey

A majority of survey respondents from the large-scale (37.5%) and small-scale (30.3%)
enterprises perceived that the decentralized federal structure would be supportive toward
enterprise growth. However, 30.5% of the medium scale enterprises and 26.8% of the
micro-enterprises expected the federal structure to be only moderately supportive. Around
one-fourth of the enterprises were undecided about the modality of the federal structure and
its impact on enterprise.

How Supportive Would the Decentralized Federal Structure Be?

PERCEPTION ON THE EXTENT OF SUPPORT TO BUSINESSES IN FEDERAL
STRUCTURE ACROSS SCALE
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The indicator “Government Effectiveness” measures the quality of public services, the
capacity of the civil service and its independence from political pressures, the quality of
policy formulation and implementation, and the credibility of the Government’s commitment
to such policies.

Government Effectiveness

Government Effectiveness
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Source: World Bank, Worldwide Governance Indicators.

In a range of values from -2.5 to 2.5, with higher values indicating better performance, Nepal
in 2016 recorded a value of -0.81, which was the lowest of all the comparison countries.
Over the period from 2010-15, this value has deteriorated, as the government changed
several times in that period and there was uncertainty regarding the process of drafting the
constitution. Over the same period the values improved for Sri Lanka, India, Cambodia, Lao
PDR, Uganda, and very slightly for Bangladesh.

FITCRDE Corruption Perceptions Index

Corruption Perceptions Index (CPI)
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Source: Transparency International Database
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The Corruption Perceptions Index measures the perceived levels of public-sector corruption
as seen by business people and analysts in a given country and is a composite index, drawing
on different expert and business surveys. Nepal’s performance in this is not very steady. Its
ranking has dropped from 146 in 2010 to 122 in 2017.

Similarly, the measurement index for the Control of Corruption prepared by the World Bank
shows the extent to which public power is exercised for private gain, including both petty
and grand forms of corruption, as well as the “capture” of the state by elites and private
interests. Estimates of governance are measured on a scale from approximately -2.5 to 2.5,
where higher values correspond to better governance. Based on this, it can be concluded that
the Control of Corruption indicator for Timor-Leste is low when compared to other countries
subject to this report, though Bangladesh, Cambodia, Lao PDR, and Uganda have lower
values. Nepal has improved between 2010 and 2015, going from -0.65 to -0.55. Sri Lanka
performs best in 2015 at -0.37, and Uganda is lowest with a score of -1.05.

m Control of Corruption

Control of Corruption
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Source: World Bank, Worldwide Governance Indicators.

Control of Corruption

The extent to which public power is exercised for 2 v 2 T Lo 5

private gain, including both petty and grand forms | Nepal -0.65 -0.74 -082 -0.67 -0.54 -0.55
of corruption, as well as “capture” of the state by Bangladesh -1.02 -105 -0.86 -0.89 -091 -0.88
elites and private interests. Cambodia  -1.23 -122 -1.04 -101 -1.08 -1.04
Estimate of governance measured on a scale from India -0.51 -0.57 -056 -0.56 -0.46 -0.38

approximately -2.5 to 2.5. Higher values correspond | | 50 PDR 121 -119 -1.04 -089 -0.76 -0.84

to better governance. .

Sri Lanka -040 -037 -023 -022 -034 -0.37
Source: World Bank, Worldwide Governance Uganda 2090 -089 -098 -1.05 -1.10 -1.05
Indicators
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Corruption Perceptions Index (CPI)

2013 2014 2015 2016
The Transparency International CPl measures the Nepal 31 29 27 29
perceived levels of public-sector corruption as Bangladesh 27 25 25 2%
seen by business people and country analysts in a .
given country and is a composite index, drawing on | Cambodia 20 21 21 21
different expert and business surveys. 0 is highly India 36 38 38 40
corrupt while 100 is hlghly clean. Lao PDR 26 25 25 30
Source: Transparency International Srilanka 37 38 37 36
Uganda 26 26 25 25
Government Effectiveness 2010 2011 2012 2013 2014 2015
The quality of public services, the capacity of the Nepal -086 -0.88 -0.98 -0.93 -083 -1.04
civil service and its independence from political Bangladesh -0.75 -076 -081 -080 -077 -0.73
pressures, the quality of policy formulation ) ' ' ' ' ' '
and implementation, and the credibility of the Cambodia  -0.92 -085 -081 -091 -0.68 -0.69
government’s commitment to such policies. India 0.02 000 -0.17 -0.17 -0.20 0.10
Estimate of governance measured on a scale from Lao PDR 087 -08 -086 -073 -039 -0.50
approximately -2.5 to 2.5. Higher values correspond | Sri Lanka -0.18 -0.10 -0.20 -0.16 0.09 0.01
to better governance. Uganda 052 -051 -057 -059 -0.50 -0.48
Source: World Bank, Worldwide Governance Indicators
Voice and Accountability 2010 2011 2012 2013 2014 2015
The extent to which a country’s citizens are able to Nepal -048 -048 -068 -056 -0.48 -0.43
participate in selecting their government, as well Bangladesh -0.28 -032 -041 -042 -047 -049
as freedom of expression, freedom of association, ) ' ' ' ' ' '
and a free media. Cambodia -093 -091 -096 -0.98 -1.10 -1.09
. India 043 042 039 042 039 039
Estimate of governance measured on a scale from
approximately -2.5 to 2.5. Higher values correspond | La0 PDR -1.62  -162 -1.58 -1.59 -165 -1.67
to better governance. Sri Lanka -0.52  -0.55 -059 -0.62 -0.73 -0.37
Source: World Bank, Worldwide Governance Uganda -050 -051 -0.48 -054 -0.58 -0.59
Indicators
Political Rights Index 2013 2014 2015 2016 2017
The Political Rights index measures the degree of Nepal 4 4 4 3 3
freedom lln_the‘electoral process, political pluralism Bangladesh 3 3 4 1 1
and participation, and functioning of government.1 .
Cambodia 6 6 6 6 6
Freedom House rates political rights on a scale India 9 2 2 9 9
of 1to 7, with 1 representing the most free and 7
representing the least free. Lao PDR 1 1 U U U
. Sri Lanka 5 5 5 4 3
gource: Freedom House, The Freedom in the World Uganda 5 6 6 6 6
urvey
Civil Liberties Index 2013 2014 2005 2016 2017
The Civil Liberties index measures freedom of Nepal 4 4 4 4 4
expression, assembly, association, and religion. Bangladesh 4 4 A 4 4
Freedom House rates civil liberties on a scale of Cambodia 5 5 5 5 5
1to 7, with 1 representing the most free and 7 India 3 3 3 3 3
representing the least free.
Lao PDR 6 6 6 6 6
Source: Freedom House, The Freedom in the World Sri Lanka 4 4 5 4 4
Survey Uganda 4 4 5 5 5
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2.3. Social Dialogue and Industrial Relations

Social dialogue with freedom of association and the right to collective bargaining is
fundamental for the achievement of effective, equitable, and mutually beneficial outcomes
for all stakeholders and society at large. In recent years the GoN has taken initiatives in
the direction of improving social dialogue to advance the labour and employment agenda.3®
Five pieces of legislation were drafted in 2012 following extensive tripartite discussion: the
Labour Act, the National Labour Commission Act, the Trade Union Act, the Bonus Act, and
the Unemployment Benefit Insurance Act.3® These require implementation and monitoring,
however, which remains a challenge in Nepal. The Ministry of Labour and Employment is in
charge of administering labour relations in Nepal. The Federation of Nepalese Chambers of
Commerce Industries (FNCCI) and the Confederation of Nepalese Industries (CNI) are two
major associations of employers in Nepal.*°

Nepal has a history of union activity that helped to spearhead political change.*! During the
1980s sector-level trade unions were established in manufacturing, transport, tourism, and
teaching, and these were prominent in the push for democracy.*? The first federation of
trade unions, the General Federation of Nepalese Trade Unions (GEFONT), was established
in 1989 and is linked with the UML.*® In 1991, the Nepal Trade Union Congress (NTUC) was
established, and it maintains a close association with the NC. A third national level body is
the All Nepal Federation of Trade Unions (ANTUF); these three joined together in a broader
platform of trade unions called the Joint Trade Union Co-ordination Centre (JTUCC), which
forms the umbrella organization coordinating between the major trade unions in Nepal.**

Total union participation is estimated at about one million, which is 10 percent of the
total workforce; most of this one million are employed in the informal economy.*® Other
estimates put the total membership of JTUCC at about two million persons.*® The 2015
constitution protects the right to form trade unions and labour laws protect the freedom to
engage in collective bargaining; in general unions operate without state interference.*” Some
unions linked to the Maoists have been accused of using violence to threaten employers and
government officials to have them comply with union demands during bargaining processes.*®
Nepali law makes it difficult to dismiss employees, and to get around this many enterprises
hire contract workers even though the jobs are not temporary in nature.*®

When asked about freedom of association, most EESE Survey respondentsresponded positively.
A majority of the respondents were positive regarding the freedom of association. After the
restoration of democracy in 1990, greater flexibility was adopted by the government to allow
the people to form and function as an association. In line with this political development,

40  Freedom House Database

41 ILO, 2014.

42 ILO, 2014.

43 ILO CO-Kathmandu

44 L0, 2008.

45 L0, 2008.

46 1LO, 2008.

47 ILO Factsheet.

48 U.S. Department of State, July 2016.
49 Mondiaal Nieuws, 20 September 2015.
50 Freedom House, 2017.

51 Freedom House, 2017.

52 U.S. Department of State, July 2016.
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33% of respondents thought that the Nepalese government did not impose any restriction in
forming associations and being involved in them. 28.7% of respondents perceived the degree
of freedom of association to be moderate. Only 13.6% of the respondents were critical about
the government barring the right to freedom of association to be either low or very low.

W Freedom of Association

FREEDOM OF ASSOCIATION

P 28.68525896
I 6972111554
e 22.50996016
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P 17.72908367
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Source: EESE Survey

Women were generally found to be unrepresented or underrepresented in different state
mechanisms. In the context of associations related to enterprises, 26.5% of the women
interviewed stated that they were associated with women-specific entrepreneurs’ associations.
23.5% were associated with employer’'s associations. Only 20.6% were associated with
business associations that had both men and women.

m Membership of Women Entrepreneurs in Different Associations

MEMBERSHIP IN ASSOCIATION

2647058824 23.52941176

19.60784314  20.58823529

I I 9.803921569
Chamber of Business Women'’s Industry Employer's
commerce or  association that  business association association

industry has both men or women (sector

and women as  entrepreneurs specific)
members association

Source: EESE Survey

31.9% of the EESE survey respondents were not aware of the engagement of government in
the promotion of tripartite social dialogue. This indicates that either there is not sufficient
information dissemination about tripartite dialogues or the mechanism is not effective/
adequately implemented. 28.5% of survey respondents pointed out that the engagement of
the government in promoting tripartite social dialogue has not been adequate. 26.7% find the
government to be adequately involved, while 8.4% find active participation for social dialogue

Enabling Environment for Sustainable Enterprises in Nepal

13



HICHES Perception of Promotion of Tripartite Social Dialogue by the Government

EXTENT OF PROMOTION OF TRIPARTITE SOCIAL DIALOGUE BY GOVERNMENT
31.87250996
26.69322709 28.48605578
8.366533865
4.183266932 I
VERY ACTIVELY ACTIVELY ADEQUATELY TO A LIMITED EXTENT DON'T KNOW

Source: EESE Survey

39.2% of survey respondents perceived collective bargaining to be generally easy; 15.5%
felt workers did not have any trouble at all with collective bargaining. 17.1% of survey
respondents felt that there might be some difficulty for workers to present and lobby for their
rights and benefits collectively.

m Representation of Concerns of Employees by Trade Unions

REPRESNTATION OF CONCERNS OF EMPLOYEES/WORKERS BY TRADE UNIONS
42.2310757

21.71314741
17.1314741
11.15537849
6.772908367 I
STRONGLY AGREE AGREE TO A LIMITED EXTENT DO NOT AGREE DON'T KNOW

Source: EESE Survey

Despite the perceived ease of collective bargaining, the majority of respondents were rather
sceptical about the representation of the concerns of the workers by trade unions. A plurality,
42.2%, of the respondents perceived that trade unions reflected the workers’ concerns only
to a limited extent. About the same proportion of the respondents, 42.4%, strongly felt
that trade unions are highly politicized and are influenced by political interests rather than
reflecting the genuine concerns of the workers. An additional 22.1% also agree to the trade
unions being politicized.
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FT-(1CRIH Perception of Politicization of Trade Unions

POLITICIZATION OF TRADE UNIONS

Not at all
4% Don’t know

Hardlyatall 1% ——
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24%

Source: EESE Survey

EESE survey respondents generally perceived that the concerns of small formal enterprises
and informal enterprises were not adequately represented by employers’ organizations. While
36.9% of respondents perceived that the interests of small enterprises were represented to a
certain extent, 38.6% of respondents felt that the interests of informal enterprises are voiced
to a limited extent by employers’ organizations and informal organizations.

Generally, respondents found the effectiveness of labour and legal institutions in dealing with
conflict resolution to be effective more than otherwise. When asked, 27.5% of respondents
found labour and legal institutions to be sometimes effective, while 21.5% found them to
be effective.

HI-(1-M WA Perception of the Capacity of Labour and Legal Institutions

EFFECTIVENESS OF LABOUR AND LEGAL INSTITUTIONS
IN DEALING WITH CONFLICT RESOLUTION
27.49003984
21.51394422 19.52191235

14.34262948
11.95219124
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Source: EESE Survey

Nepal’s labour force is characterised by a shortage of skilled workers and the existence of
unions affiliated to political parties.®® Strikes are common, though they are often unrelated to
working conditions or labour issues. In August 2015, a general strike was called in the Terai
that lasted six months and affected Nepal’s industry.5!

50 U.S. Department of State, July 2016.

51 U.S. Department of State, July 2016.
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HICHEH Global Competitiveness Ranking

Source: World Economic Forum Executive Opinion Surveys in Global Competitiveness Reports

One indicator relevant to social dialogue is “Cooperation in Labour-Employer Relations.” This
indicator determines whether labour-employer relations are confrontational or cooperative on
a scale from 1 to 7, with higher values indicating more cooperation. Nepal performs worst
of all the countries used for comparison on this indicator, at 3.5 in both 2016 and 2017,
having improved from 3.2 in 2012. In 2017, Lao PDR and India performed best at 4.5.

Cooperation in labour-employer relations 2012 2013 2014 2015 2016 2017

The World Economic Forum (WEF) Survey asked Nepal 3.2 3.0 3.2 35 35 3.5
business leaders to provide their expert opinions Bangladesh 49 41 40 40 49 43
on the following: “Labour-employer relations in ' ' ' ' ' '

your country are”: Cambodia 472 43 42 43 44 44

| I frontational 7 I India 45 4.4 41 4.2 4.4 45
= generally confrontational, 7 = generally

cooperative. Lao PDR 5.1 48 46 45

_ Sri Lanka 4.5 45 4.7 4.8 46 43

Source: World Economic Forum Global Ui 19 11 11 19 16 11

Competitiveness Reports.

2.4. Respect for Universal Human Rights and International Labour
Standards

Respect for human rights and international labour standards is a distinctive feature of societies
that have successfully integrated sustainability and decent work into their economies.
Nepal’s legal framework provides for the protection of human rights, but the implementation
of existing laws is problematic and de facto discrimination persists. The constitution outlines
the implementation of major international human rights provisions, including civil, political,
economic, social, and cultural rights, but these are recognized as rights for Nepali citizens,
leaving the rights of resident non-citizens and migrants unprotected.5? The National Human

52 Freedom House, 2017.
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Rights Commission, an independent and autonomous constitutional body, investigates
allegations of abuses but faces severe resource constraints and limitations to its mandate.®®

Nepal has adopted 8 of the 10 main human rights conventions. These are the International
Convention on the Elimination of All Forms of Racial Discrimination, the International
Covenant on Civil and Political Rights, the International Covenant on Economic, Social and
Cultural Rights, the Convention on the Elimination of All Forms of Discrimination against
Women, the Convention against Torture and Other Cruel, Inhuman or Degrading Treatment
or Punishment, the Convention on the Rights of the Child, The Convention on the Prevention
and Punishment of the Crime of Genocide, and the Convention on the Rights of Persons
with Disabilities. Nepal has yet to ratify the International Convention on the Protection of
the Rights of All Migrant Workers and the Members of their Families and the International
Convention for the Protection of All Persons from Enforced Disappearance. Cambodia, Sri
Lanka, and Uganda have ratified all ten, while Bangladesh, India, and Lao PDR have ratified
nine of the ten.

Of the fundamental ILO Conventions on freedom of association and collective bargaining
and the abolition of child labour, forced labour, and all forms of discrimination, Nepal and
Bangladesh have ratified seven. Cambodia, Sri Lanka, and Uganda have ratified all eight,
while Lao PDR has ratified five and India four.

Respect for Freedom of Association (Conventions No. 87 and No. 98) should strengthen
respect for human rights, thus contributing to the goals of the Commission on Human Rights
and Good Governance. Freedom of association will contribute to better labour relations,
industrial and social peace, productivity growth, and the more stable environment for domestic
and foreign investment needed for accelerated economic growth and poverty reduction.

Abolition of the worst forms of child labour arising from the application of Conventions No.
138 and No. 182 will liberate children from the drudgery and damage of hazardous work,
which deprives them of education and adversely affects them mentally and physically. The
benefits of a more educated work force for accelerated economic growth are incontestable.

The abolition of forced and compulsory labour required by Conventions No. 29 and No. 105
similarly should contribute to good governance and respect for human rights. If workers are
free to choose where they work rather than to be forced into some occupations, they are more
likely to be more productive and earn higher wages that will contribute more effectively to the
growth of sustainable enterprises.

Nepal faces many challenges to securing human rights for all its citizens. Principal human
rights problems in Nepal include caste, gender and ethnic discrimination, gender-based
violence, unaddressed atrocities from the time of the civil war, and various inefficiencies
linked to an understaffed judiciary that keeps citizens from having speedy and fair trials.
Violence against women and children is high, including underage marriage, sexual assault,
and trafficking, with some estimates suggesting as many as 15,000 girls are trafficked across
the India-Nepal border each year.5* UNICEF reported a spike in child trafficking following
the April 2015 earthquake.®® Other significant obstacles relate to government corruption,
including among police officials. Bonded labour is illegal but remains a serious human

53 U.S. Department of State, 2016.
54  Freedom House, 2017.
55 Freedom House, 2017.
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rights violation across Nepal; the legal minimum age for employment is 14 years, but about
1.6 million underage children, more girls than boys, are engaged in labour, often under
hazardous conditions.®® As many as one in ten women in Nepal face sexual violence, and
one in five women experience physical violence, this based on a 2011 National Demographic
Health Survey.%’

Human rights abuses and war crimes committed during the civil war have largely remained
unaddressed by commissions having been established to investigate allegations of war
crimes and disappearances.®® The two transitional justice commissions established to help
victims of the civil war access justice received a reported 59,000 submissions.®® About
1300 people disappeared during the war; the war also left over 13,000 people dead.®® In
2015 the Commission of Investigation on Enforced Disappeared Persons and the Truth and
Reconciliation Commission were established to start the long-delayed process of providing
transitional justice.®! There have been reports of victims filing cases being threatened by the
accused, and some believe the Maoists have betrayed the victims of war crimes by protecting
security personnel who may have been involved.®? Additionally, the new constitution does
not address the rights of Nepal’'s estimated 4 million stateless people, who remain without
official status.®®

56 Freedom House, 2017.

57 UNFPA, 20 March 2015.
58 Freedom House, 2017.

59 Human Rights Watch, 2016.
60 OHCHR, 2012.

61 Al Jazeera, 2016.

62 Al Jazeera, 2016.

63 Human Rights Watch, 2016.

18 Enabling Environment for Sustainable Enterprises in Nepal



Ratification of Human Rights Conventions

As of June 2017

This shows the status of human rights in regard to Nepal 8
ratn‘_matmn of the following 10 conventions: Convent_|0n Bangladesh 9
against Torture and Other Cruel, Inhuman or Degrading .
Treatment or Punishment; Convention on the Rights of Cambodia 10
the Child; Convention on the Elimination of All Forms of India 9
Discrimination against Women; International Convention Lao PDR 9
on the Elimination of All Forms of Racial Discrimination; .
Convention on the Prevention and Punishment of the Crime Sri Lanka 10
of Genocide; International Covenant on Civil and Political Uganda 10
Rights; International Covenant on Economic, Social and
Cultural Rights; International Convention for the Protection
of All Persons from Enforced Disappearance; Convention
on the Rights of Persons with Disabilities; International
Convention on the Protection of the Rights of All Migrant
Workers and Members of their Families.
Number of Conventions ratified out of 10.
Source: United Nations Treaty Collection Multilateral
Treaties Deposited with the Secretary General (UNTC).
Ratification of fundamental ILO Conventions As of June 2017
This shows the status of labour rights conventions. It Nepal 7
refers to ratificati_on _of the following 8 conve_nt_ions: Bangladesh 7
Freedom of association and collective bargaining (C.87, .
C.98), Elimination of forced and compulsory labour Cambodia 8
(C.29, C.105), Elimination of discrimination in respect to India 4
employment and occupation (C.100, C.111), Abolition of Lao PDR 5
child labour (C.138, C.182). .

Sri Lanka 8
Number of Conventions ratified out of 8. Uganda 8

Source: ILO
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2 Fconomic Elements

Indicators Assessing Economic Elements of an Enabling Environment for Sustainable
Enterprises*®

Macroeconomic Indicators

=@= [epal —@= Bangladesh —e— Cambodia =—@= India - ®  Lao PDR =@ Sri Lanka —e= Uganda

GDP Growth Rate

Export Propensity Index Inflation

Labour Force Participation
Rate (%)

FDI Net Inflow °

Enabling Trade Index Current Account Balance

Gross Capital Formation

Gross Domestic Savings

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the
chapters.

The recent peaceful elections were an important first step towards economic stability in
Nepal.

Recent policy adjustments and efforts undertaken in Nepal are in line with the EESE
framework.

Nepal is extremely dependent on the monsoon rains for agricultural output, and on
remittances for services output; investments in irrigation to reduce dependence on the
rains, and greater capital formation to reduce dependence on remittances need to be
prioritised.
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B Agriculture is the mainstay of the economy.

B In 2016 agriculture made up 29.2% of the GDP, industry made up 14.6% of the GDP,
and services more than 55%; agriculture employed 69% of the labour force, 12% were
engaged in industry, and the remaining 19% were engaged in services.

® The GoN welcomes FDI, but corruption, bureaucracy, and a weak regulatory environment
make the investment climate in Nepal challenging.

B There are challenges to the rule of law and the enforcement of property rights.

B In 2017 the GoN released a national intellectual property policy, which provides a
roadmap to developing an intellectual protection system that would significantly improve
the investment climate in Nepal.

B The 2007 Competition Promotion and Market Protection Act controls anti-competitive
practices and protects consumers against monopolies.

B There have been some significant improvements in levels of connectivity in the last
decade, mostly around increased mobile internet connectivity.

B Access to financial services could be improved by using technology-driven alternative
delivery methods to improve accessibility, developing need-based innovative financial
products, improving the focus on financial literacy and the awareness of financial services,
and improving mechanisms to monitor client protection.

B [Infrastructure development is crucial in Nepal.

B There is investment in improving strategic trade routes to improve connections with India
and China, including improving bridges and facilities along the roads.

3.1. Sound and Stable Macroeconomic Policy and Good Management
of the Economy

Macroeconomic policies should guarantee stable and predictable economic conditions.
Sound economic management should combine the objectives of creating more and better
jobs, combating inflation, and implementing policies and regulations that stimulate long-
term productive investment. Economic growth has generally remained low but volatile in
Nepal, where political instability and natural disasters have had a significant impact on the
downturns.! The recent peaceful elections were an important first step towards stability. To
ensure that this continues, the GoN needs to address the challenges of widespread poverty,
creating sustainable livelihoods, building human capacity, and creating efficient institutions
of governance and regulation. In the last year Nepal’'s economy has recovered somewhat
due to the favourable monsoon, better harvests, and normalisation in trade, as well as post-
earthquake reconstruction wor, and a better supply of electricity.? Potential sectors of growth
and investment opportunities are agricultural tourism, infrastructure, and hydroelectric power.3

1 Nepal Economic Forum, 16 October 2017.
2 ADB, September 2017.
3 U.S. Department of State, July 2016.
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Recent policy adjustments and efforts undertaken in Nepal are in line with the broad
framework provided by the 17 pillars of the conducive environment for sustainable enterprises.
For instance, the Industrial Policy of 2010, which replaced the Industrial Policy of 1992,
envisions the promotion

of industrial activity and increasing employment generation, thereby leading to a boost in
per capita income. To do this, one of the Policy’s pledges is to launch a campaign in order
to attract creative youth talents to industrial enterprises by creating opportunities for self-
employment and by capacity enhancement activities for the development of industrial skills
and entrepreneurship and sound industrial management. In an effort to build conditions
conducive to investment, the policy also introduces a number of tax concession schemes for
different sizes and types of industries. Similarly, the new Industrial Enterprise Act of 2016
reinforces the vision of Industrial Policy 2010 by provisioning additional incentives to micro
industry and women entrepreneurs, among others.

Moreover, the recent Nepal Investment Summit that led to significant investment pledges
worth USD 13.5 billion from more than 250 potential international investors is a good
indicator of a flourishing enterprise development environment in the country. Nonetheless,
the government’s bureaucratic approach to materializing these pledges, by channeling them
through existing weak governance mechanisms, may become a challenge. Other potential
challenges include unstable government, prolonged political deadlock, and politically
motivated trade unions.

Historically there has been low industrialisation in Nepal due to a combination of factors;
the economy that developed under the monarchy was a feudal agrarian one, additionally
the porous border with India allowed cheaper Indian imports to flood Nepali markets and
this competition curtailed the growth of cottage industries in Nepal.* Between 1956 and
1990 there was a period of modernisation guided by the Five Year Annual Plans, but high
levels of poverty remained in rural areas, and growth was not inclusive.®> Economic reforms,
deregulation, privatization of businesses and industries under government control, and
liberalisation of FDI were initiated in the 1990s, when sectors such as telecommunications,
civil aviation, coal, print and electronic media, insurance, and hydropower were opened to
private investment.® After the establishment of democracy in 1990, improvements were
effected in banking, tourism, infrastructure, health, education and others, but political
instability has hampered growth.” A period of de-industrialisation commenced along with the
Maoist insurgency in 1997; in 1996 industry formed 22.3% of the GDP, while in 2017 it
constituted 14.6% of the GDP.2 The absolute poverty rate went from 42% in 1995 t0 21.6%
at the end of fiscal year 2015/16.°

In 2017, Nepal had a GDP of slightly more than USD 25 billion and total trade of about USD
10 billion.° Nepal’s currency, the Nepali Rupee (NR) is pegged to the Indian Rupee (INR),
to ensure stability in the financial system, and this is likely to continue until the country
stabilises and grows further.!! Agriculture is the mainstay of the economy, and the processing

Basnett, 2009.

Basnett, 2009.

U.S. Department of State, July 2016.
Basnet, 2009.

Nepal Economic Forum, 16 October 2017.

O 00 N O 0 B>

Economic Survey, 2017 (page 101), Ministry of Finance, Nepal
10 Economic Survey, 2017 (page xviii), Ministry of Finance, Nepal.
11  The Hindu, 9 May 2017.
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of agricultural products forms the basis of most industrial activity in the country, for example
the processing of pulses, jute, sugarcane, tobacco, and grain.'? The major agricultural
products are pulses, rice, corn, wheat, sugarcane, jute, root crops, milk, and water buffalo
meat, while the major industries are tourism, carpets, textiles, small rice, jute, sugar and
oilseed mills, cigarettes, and cement and brick production.?® In 2016 agriculture made up
29.2% of the GDP and employed 69% of the labour force.!*

The agriculture sector in Nepal employs traditional farming technology, resulting in low
productivity per worker. There is room for the development of agriculture as an industry.
Most farming in Nepal remains small-scale, with small cultivation areas, a lack of access to
finance to make improvements to farming inputs and methods, poor technological support,
and poor infrastructure.

Nepal’s population was estimated to be 26.6 million in 2011, with labour force participation
rates of 87.5% for men and 80.1% for women in 2014.*® In the absence of domestic
employment opportunities an increasing number of Nepalis emigrate, leading to remittances
accounting for 25-28% of the GDP in 2015.1®* Unemployment is much higher in urban areas
than in rural ones. More than 90% of the economically active population is involved in the
informal economy, leaving workers vulnerable to no employment security, lack of access to
public benefits, salaries below the minimum wage, and poor working conditions.!’

The National Planning Commission (NPC) is Nepal's apex advisory body for formulating
a national vision and policies for development. |t has six divisions addressing economic
management, social development, infrastructure development, agriculture and rural
development, monitoring, evaluation, and administration.'® Since the process of planned
economic development started in 1956 with the first five-year plan, Nepal has implemented
eight five-year plans and five three-year plans.'? In early 2017 the NPC endorsed a three-year
plan which would guide development activities in the country till the end of 2019.2° The
most recent plan sets a target economic growth rate of 6.5% in 2016-2017, 7.2% in 2017-
2018, and 7.9% in 2018-2019.

In 2016 the NPC also introduced the Envisioning Nepal 2030 long-term development
strategy that focuses on achieving the sustainable development goals (SDGs) and bringing
Nepal into middle income status by 2030.2! The long-term strategy involves identifying light
manufacturing as a potential area of industrialization and achieving structural transformation
in agriculture and tourism with the introduction of new technology.?? Significant investments
are expected to be made in increasing domestic production by transforming the agricultural
sector and investing in tourism, industry, and SMEs.?® Investments are also planned in
infrastructure relating to energy, roads, air travel, and ICT, as well as social protection systems.?*

12 CIA World Factbook, October 2017.

13 CIA World Factbook, October 2017.

14 CIA World Factbook, October 2017.

15 ILO, 2014.

16 ILO, January 2016.

17 ILO, 9 December 2016.

18 NPC, 2017.

19 The Kathmandu Post, 10 January 2017.
20 The Kathmandu Post, 10 January 2017.
21 ADB, June 2016.

22 ADB, June 2016.
23 The Kathmandu Post, 10 January 2017.

24 The Kathmandu Post, 10 January 2017
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When asked about the management of the economy and a sound and stable macroeconomic
environment, most survey respondents were sceptical: 42% of respondents thought that the
economy was well managed to a limited extent, 39% thought it was not well managed, 12%
thought the economy was well managed, and 2% strongly agreed that the economy was well

managed.

GEOCRER Perception of the Management of the Macroeconomic Environment

NEPAL HAS A SOUND AND STABLE MACROECONOMIC
ENVIRONMENT AND ITS ECONOMY IS WELL MANAGED

%7 2%

199 | Strongly agree
Agree
To a limited extent

39%

Don't Agree

42%

m Don't know

m No Response

Source: EESE Survey

Additionally, 45.1% of the interviewed women entrepreneurs perceived that the overall
business environment was conducive to promoting women entrepreneurs. This perception
has likely been shaped by the government policies of tax exemptions for the women-owned
enterprises or property and the special programmes targetting women entrepreneurs.

GDP Growth Rate

Percentage
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Source: World Bank, World Development Indicators
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Nepal's economy went from a GDP growth rate of 4.82% in 2010 to 5.99% in 2014, but
after the earthquake in 2015 this slipped to 2.73% and was the lowest of all the comparison
countries in that year. It, however, rebounded the following year and achieved a growth rate
of 6.9%. In the same period India, Lao PDR, Sri Lanka, and Uganda saw a reduction in the
GDP growth rate. India went from 10.26% in 2010 to 7.11% in 2016, Lao PDR went from
8.53% to 7.02%, Sri Lanka went from 8.02% to 4.38%, and Uganda saw the smallest
decrease, going from 5.64% to 5.66% in the same period. Bangladesh and Cambodia saw
modest increases in the GDP growth rate, which was already high in 2010, over the period
between 2010 and 2016.

W Current Account Balance

Current Account Balance (as % of GDP)
20.00
0.00 ————————
S -20.00
gfn -40.00
% -60.00 2010 2011 2012 2013 2014 2015
-80.00
-100.00
== Nepal =@ Bangladesh Cambodia == |ndia
== Lao PDR Sri Lanka —o-— Uganda

Source: World Bank, World Development Indicators

The current account balance as a percentage of the GDP went from 0.91% in 2012 t0 -0.07%
in 2017 for Nepal. India has the most extreme figure with the current account balance
being -36.51% of the GDP, reflecting the size of the domestic economy and the demand for
imports. Nepal’s is the highest among the comparison countries, which reflects net imports.
Bangladesh is next highest at -1.15%, followed by Cambodia at -1.79%, Uganda at -1.91%,
Sri Lanka at -2.35%, and Lao PDR at -2.82.
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M Inflation Rate

Inflation, Average Consumer Price Change (annual %)
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The inflation rate in Nepal has undergone some fluctuation in the last few years. Based on
recorded data (see table below) inflation was 8.31% in 2012, 9.93% in 2016, and 6.7%
in 2017. The inflation rate is much higher than for the comparison countries, except for
Bangladesh and Uganda, which also have inflation rates of over 6%. All the countries listed
saw a reduction in the inflation rate from 2012 to 2017, except Bangladesh and Cambodia,
which saw a slight increase.

Key Indicators

GDP growth rate (%) 2010 2011 2012 2013 2014 2015 2016 2017
Measures the annual percentage | Nepal 482 342 478 413 599 332 041 6.94
growth rates of all value-added | o yoc 557 646 652 601 606 655 7.1 7.28
goods and services produced in

the Country_ GDP is the sum of Camb0d|a 596 707 731 743 707 704 695 7.1
gross value added by all resident | India 1026 664 548 639 751 801 711 7.10
producers in the economy plus | | .0 ppp 853 804 803 803 761 727 702 69
any product taxes and minus any _

subsidies not included in the value Sri Lanka 8.02 8.40 9.14 3.40 4.96 4.84 4.83 5.3
of the products. It is calculated | Uganda 564 939 383 359 511 519 466 550

without making deductions for
depreciation of fabricated assets
or for depletion and degradation of
natural resources. 1

Annual percentage growth rate
of GDP.

Source: World Bank, World
Development Indicators and
various newspapers for 2017
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Inflation, consumer prices
(annual %)

2012 2013 2014 2015 2016 2017

Nepal 8.31 9.87 9.04 7.21 9.93 6.70
Measures the annual percentage Bangladesh 6.23 7.54 7.01 6.16 6.35 6.39
change in the cost to the average | Cambodia 2.93 2.96 3.85 1.23 3.00 3.2
consumer of acquiring a basket | i 994 944 593 491 487 475
of goods and services that may |\ o 426 637 407 129 200 230
be fixed or changed at specific )
. Sri Lanka 7.54 6.91 3.27 0.93 3.73 5.82
intervals, such as yearly.

Uganda 12.68 4.90 3.08 5.42 5.46 6.28
Source: World Bank, World
Development Indicators
Current account balance (% of 012 2013 2014 2015 2016 2017
GDP)

Nepal 0.91 0.64 0.91 1.07 1.34 -0.07
Curentaccount balance (also | papoagesn 097 190 245 394 203 -LI5
called ‘current account surplus/ _
deficit’) is the sum of net exports Cambodia -1.55 -1.88 -2.02 -1.89 -1.68 -1.79
of goods and services, net income, | India -87.84  -3226  -26.79  -2209 -2086  -36.51
and net current transfers. ltisa | 5o pppR, 281 320 245 211 235 282
record of a country’s transactions )
with the rest of the world. It Sri Lanka 397 -254  -199 201 -193  -235
shows whether a country is ‘living | Uganda -1.67 -1.81 -2.37 -1.67 -1.54 -1.91

within its means’. If a country

is spending more abroad than it
earns from the rest of the world,
then corrective action will be
necessary, e.g., to maintain the
value of the country’s currency

in relation to other countries’
currency. The balance of payments
is a double-entry accounting
system that shows all flows of
goods and services into and out
of an economy. All transactions
are recorded twice -- once as a
credit and once as a debit. In
principle the net balance should
be zero, but in practice the
accounts often do not balance,
requiring inclusion of a balancing
item, net errors, and omissions.
Positive current account (surplus)
balance is associated with
positive net exports. If the current
account balance is negative, it
measures the portion of domestic
investment financed by foreigners’
savings.

Source: World Bank, World
Development Indicators
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grDOIf)SC"p”a'mea“””(%“ 2010 2011 2012 2013 2014 2015
Nepal 3827 3799 3450 3732 4117 3878

Gross capital formation consists | poojadesh 2625 2742 2826 2839 2858  28.89
of outlays on additions to the .
fxed assets of the economy Cambodia 1737 1710 1853 1972 2200 2245

plus net changes in the level of India 40.67 39.58 38.27 34.20 34.18 32.75
inventories. Fixed assets include | | 50 ppR 2500 2645 3159 2915 2989  32.77

land improvements (fences, )
ditches, drains, and so on); Sri Lanka 30.35 33.36 39.06 33.25 31.98 30.06

plant, machinery, and equipment | Uganda 25.56 27.06 26.86 2791 26.83 24.33
purchases; and the construction
of roads, railways, and the

like, including schools, offices,
hospitals, private residential
dwellings, and commercial and
industrial buildings. Inventories
are stocks of goods held by firms
to meet temporary or unexpected
fluctuations in production or
sales, and “work in progress.”
Gross capital formation (also
called investment rate or gross
domestic investment), along
with foreign direct investment, is
critical to economic growth and
economic development. A high
level of gross capital formation
in a period of time refers to

an increase in the value of
inventories. A high level of gross
capital formation or investment is
conducive to economic growth.

Source: World Bank, World
Development Indicators

1 World Bank: World Development Indicators

3.2. Trade and sustainable economic integration

Trade integration can lead to positive economic outcomes that can create positive employment
effects through efficiency gains. However, as trade integration can also lead to job dislocation,
increased informality, and growing income inequality, the employment and decent work
impact of trade policies must be carefully considered.

Nepal is a founding member of the South Asian Association for Regional Cooperation
(SAARC) and has ratified the SAARC agreement on creating a South Asian Free Trade Area
(SAFTA), under which Nepal, Bhutan, India, Bangladesh, Pakistan, Sri Lanka, Afghanistan,
and the Maldives have agreed to cut tariffs on various products as well as accord over
5,000 items preferential duty treatment in at least one of the participating countries.?®
Nepal is also a member of the Bay of Bengal Initiative for Multi-Sectoral Technical and
Economic Cooperation (BIMSTEC), which includes Bangladesh, Bhutan, India, Myanmar, Sri

25 U.S. Department of Commerce, 17 April 2016.
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Lanka, and Thailand. BIMSTEC also aims to establish a free-trade area through an open and
competitive investment regime.?®

Nepal joined the World Trade Organization (WTO) in 2004. In 2009 the GoN reformulated
its trade policy to align with economic development and poverty alleviation efforts better and
in 2010 adopted the Nepal Trade Integration strategy, which coordinated efforts to improve
export promotion performance and outward trade in goods.?” A new trade policy announced
in 2015 focuses on trade in the service sector, specifically hydropower, tourism, business
process outsourcing, and labour.?® It addresses the need for disaster relief and for mobilizing
technical assistance from development partners to this end, to enhance export capacities
and improve trade-related infrastructure.?®

Nepal currently runs a trade deficit; low volumes of production, as well as insufficient
compliance with required international quality standards, which keeps market share small,
as well as high transaction costs for cross-border trade and bureaucratic obstacles hinder
the growth of exports.3® Export capacity in Nepal needs to be enhanced, but there are some
significant barriers to this, including inadequate transport infrastructure in terms of roads,
bridges, and customs points; an insufficient and inconsistent supply of energy, supply-
side constraints such as the lack of value chain development of exportable products that
exploit economies of scale; bureaucracy and corruption; high costs of transport; inadequate
trade facilitation measures; and inadequate technical standards, including regulations and
accreditation facilities.3!

Nepal’s location as a small landlocked buffer state between India and China defines the
context of its foreign policy but also determines the form of its economic development
options, as Nepal depends on routes through India and China for its imports and exports.
Nearly 60% of imports, including fuel and gas for cooking, come from India.3? Obstructions
in Indo-Nepal cross-border trade led to severe fuel shortages across the country.3®> New
arrangements with China may reduce some of the dependence on India.

The GoN welcomes FDI, but corruption, bureaucracy, and a weak regulatory environment
make the investment climate in Nepal challenging.®* In 2015 a new Foreign Investment
and One-Window Policy was issued that defines priority sectors for investment, including
hydropower, transportation infrastructure, agro-based and herbal processing industries,
tourism, mines, and manufacturing industries.?®> In 2016 Nepal’s Doing Business rank
slipped due to a decline in the business regulatory environment, but it still ranks second
highest in South Asia.3®

Foreign investment is governed by the Industrial Promotion Board, which coordinates
economic policies, establishes guidelines for investment, and approves foreign investment

26  U.S. Department of Commerce, 17 April 2016.
27 Richter, 2017.

28 Richter, 2017.

29 Richter, 2017.

30 Richter, 2017.

31 Richter, 2017.

32 Nepal Economic Forum, 16 October 2017.
33 CRS, 4 December 2015.

34 U.S. Department of State, July 2016.

35 U.S. Department of State, July 2016.

36  World Bank, 25 October 2016.
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proposals, and the Investment Board of Nepal which serves as a ‘one window’ facility for
domestic and foreign investors with projects worth more than USD 100 million or projects in
high priority sectors such as civil aviation, tourism, or hydropower.3”

Government laws and policies concerning responsible business conduct and environmental
and social standards exist, but enforcement is weak.3® Responsible business conduct and
corporate social responsibility policies do not appear to factor into procurement decisions
made by the GoN.3°

m Trade (% of GDP)

Trade (% of GDP)
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Source: World Bank: World Development Indicators

Trade is the sum of exports and imports of goods and services measured as a share of
gross domestic product. It takes values between O and +cc. The trade-to-GDP ratio refers
to the sum of the imports and exports and could therefore exceed 100%. If we analyse the
countries used for comparison, Nepal had trade at the value of 48.8% of its GDP in 2016.
This was lower than Cambodia at 126.9% and Lao PDR at 77.6%, but higher than India at
39.8% and Bangladesh at 37.9% in the same year.

Nepal depends on imports for a lot of its general and household consumer goods. The major
commodities imported are petroleum products, machinery and equipment, gold, electrical
goods, and medicines; India is the source of 70.1% of these imports, while China is the
source of 10.3% as of 2016.° The major commodities exported are clothing, pulses ,
carpets, textiles, juice, and jute goods that go primarily to India (56.6%), the US (11.5%)
and Turkey (4%).%!

37 U.S. Department of State, July 2016.
38 U.S. Department of State, July 2016.
39 U.S. Department of State, July 2016.
40  CIA World Factbook, October 2017.
41 CIA World Factbook, October 2017.
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I Ease of Doing Business Ranking

2014 2015 2016 2017
Nepal 108 99 107 105
Bangladesh 173 178 176 177
Cambodia 135 128 131 135
India 142 131 130 100
Lao PDR 148 136 139 141
Sri Lanka 99 109 110 111
Uganda 150 116 115 122

Source: World Bank: Doing Business Reports

The Ease of Doing Business Index ranks economies from 1 to 190, with first place being
the best. Based on the latest WB report Nepal is ranked 105th. As shown in Table 1 above,
Nepal performs better than all of its neighbours, except India, used for comparison, and
overall, the regulatory framework for the development of sustainable enterprises in Nepal is

improving.
0GR EE Export Propensity Index
Export Propensity Index
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Source: World Bank: World Development Indicators

The Export Propensity Index looks at the share of exports of goods and services in the GDP.
Exports of goods and services represent the value of all goods and other market services
provided to the rest of the world. They include the value of merchandise, freight, insurance,
transport, travel, royalties, license fees, and other services, such as communication,

32 Enabling Environment for Sustainable Enterprises in Nepal



construction, financial, information, business, personal, and government services.
They exclude labour and property income (formerly called factor services) as well as transfer
payments. The value of this indicator ranges from O to 100. Nepal performs very poorly on
this indicator, with a value of 11.67% of exports of goods and services making up the GDP,
which is the lowest of all the countries used for comparison. Bangladesh was the next lowest
at 17.34%, while Cambodia was highest at 61.72%.

Key Indicators

Trade (% of GDP) 2010 2011 2012 2013 2014 2015
Trade is the sum of exports and imports of goods | Nepal 4598 4183 4366 4815 5226 53.34
and services measured as a share of gross Bangladesh 37.80 47.42 4811 4630 4451 42.09
domestic product (GDP).1 .
Cambodia  113.60 113.58 120.74 128.18 129.03 127.86

Please note that the trade-to-GDP ratio refers India 49.69 55.63 55.78 53.83 49.06 42972
to the sum of the imports and exports and could

therefore exceed 100%. Lao PDR 7422 8057 9048 89.75 96.62 86.97

Srilanka 4636 54.98 51.49 4926 4983 4848

Source: World Bank, World Development Uganda 4447 5218 5249 5010 4554 4648

Indicators
FDI net inflow/GDP, in percent

2010 2011 2012 2013 2014 2015

Foreign direct investment is the net inflows of Nepal 055 050 048 038 015 024
investment o acquire a lasting management | poooiagech 107 098 119 174 147 173
interest (10% or more of voting stock) in an .
enterprise operating in an economy other than Cambodia 654 620 1026 871 1031 9.42
that of the investor. It is the sum of equity India 1.65 2.00 1.31 1.52 1.70 2.11
capital, reinvestment of earnings, other long- Lao PDR 391 364 3.15 381 778 8.7
term capital, and short-term capital, as shown )

in the balance of payments. This series shows Srilanka 084 146 138 1256 112 083
net inflows in the reporting economy and is Uganda 269 437 513 439 3381 3.84
divided by GDP.

Source: World Bank, World Development
Indicators

Export Propensity Index= exports of goods and
services/GDP, in percent

2010 2011 2012 2013 2014 2015

Nepal 9.58 8.90 10.07 1069 1151 11.67
Exports of goods and services represent the Bangladesh 16.02 19.92 20.16 1954 1899 17.34
value of all goods and other market services .
provided to the rest of the world. They include Cambodla 54.08 54.08 5796 6149 6232 61.72
the value of merchandise, freight, insurance, India 22.59 2454 2453 2542 2303 19.95
transport, travel, royalties, license fees, and Lao PDR 3581 3741 3885 3711 4037 36.01

other services, such as communication, Srilanka 1955 20.90 19.82 2032 2091 2053
construction, financial, information, business,

personal, and government services. They exclude | Uganda 1713 1874 1990 1998 1787 1771
labour and property income (formerly called
factor services) as well as transfer payments.

It ranges from 0 (with no exports) to 100 (with all
domestic production exported).

Source: World Bank, World Development
Indicators
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Trading Across Border Data

Ease of doing business index ranks economies Nepal 2014 2015
from 1 to 183, with first place being the Rank
best. The cost to export is the cost in US$ per .
container. The number of import and export Cost to export (US$ per container) 2295 2545
documents is how many of these are required to | Documents to export (number) 11 11
carry out an interngtional ‘trade transac_tion. The Documents to import (number) 11 1
time to export and import is measured in days. )
Time to export (days) 42 40
Source: World Bank, Doing Business Project Time to import (days) 39 39
Bangladesh 2014 2015
Rank
Cost to export (US$ per container) 1203 1281
Documents to export (number)
Documents to import (number)
Time to export (days) 29 28
Time to import (days) 38 34
Cambodia 2014 2015
Rank
Cost to export (US$ per container) 795 795
Documents to export (number) 8 8
Documents to import (number) 9 9
Time to export (days) 22 22
Time to import (days) 24 24
India 2014 2015
Rank
Cost to export (US$ per container) 1332 1332
Documents to export (number)
Documents to import (number)
Time to export (days) 17.1 17.1
Time to import (days) 21.1 21.1
Lao PDR 2014 2015
Rank
Cost to export (US$ per container) 1950 1950
Documents to export (number) 10 10
Documents to import (number) 10 10
Time to export (days) 23 23
Time to import (days) 26 26
Sri Lanka 2014 2015
(Footnotes) 1 World Bank: World Development Indicators.
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3.3. Enabling legal and regulatory environment

Well-designed and clear regulations, including those that uphold labour and environmental
standards, are good for the promotion of start-ups and enterprise development. While
infrastructure and the provision of basic utilities have improved in Nepal, spurring economic
growth, legislation remains unclear and incomplete in some areas, and enforcement remains
problematic because of political upheaval and changes in government. Dispute resolution
and regulatory mechanisms are still developing. There are a variety of challenges to smooth
navigation of the regulatory environment in Nepal for citizens and businesses alike. The
impartiality and transparency of the actions taken by the regulatory bodies is questioned by
many businessmen and there is a shortage of qualified personnel in these bodies.

The informal sector is an important engine of growth in Nepal with more than 90% of
the economically active population being involved in the informal economy.*? This makes
formalization or extending protections to the informal economy a matter of urgency in order
to improve the nature of work in Nepal. In 2017 a new Labour Act was passed that revised
labour regulations following tripartite consultations, providing mechanisms for regular
services to formalise and strengthen SMEs, and addressing other informal economy issues.*3

Market entry processes and entry regulations have eased in Nepal in general over recent
years, with specific attention being brought to the reform of business registration procedures
with the country’s Office of Company Registrar (OCR).** Businesses must be registered with
various agencies based on the nature of the operation, size, environmental implications, and
location. Starting in 2013 Nepal’s Ministry of Industry and the OCR implemented a series
of reforms to encourage business registration online; a new mandatory online registration
service was launched; help desks were installed to provide training for business owners;
and an enabling legal directive eased the speed and efficiency of registration processes for
businesses.*®

In 2014 Nepal made starting a business easier by reducing the administrative processing time
at the company registrar, and by establishing a data link between agencies involved in the
incorporation process.*® Domestic businesses can now be registered in 30 hours, while those
with foreign investment can be registered within one week of having filed an application.*’
Other technology solutions have been introduced that enhance the business environment in
Nepal, including the development of an online tourism registration and licensing system.*®
In 2015, it became easier to deal with construction permits through the implementation of
a new electronic construction permit system; however, the cost of obtaining building permits
went up in 2017.4°

Taxation in Nepal is reportedly relatively uncomplicated, and tax rates are low, but paying
taxes can involve procedural and other difficulties.®® The Industrial Policy of 1992 and the
Industrial Enterprises Act of 1992 extend a number of incentives to SMEs in the industrial

42 1LO, 9 December 2016.

43 1LO, January 2016.

44 Atlas Network, 14 April 2017.
45  World Bank, 28 June 2017.
46 World Bank, 2017.

47  Atlas Network, 14 April 2017.
48 World Bank, 28 June 2017.

49  World Bank, 2017.
50 ILO, 2014 (2).
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sector.5! Tax exemptions are available to cottage industries (industries which have a capital
investment of less than NPR 200,000).52

The legal system in Nepal can be cumbersome, which when combined with the considerable
government bureaucracy and corruption can act as a deterrent to investment in Nepal and
the growth of SMEs. Regulation is a challenge in Nepal, and foreign investors sometimes
withdraw from projects because of this. For example, in early 2016 a proposed investment
in a hydropower project was withdrawn by Stat Kraft (Norway) due to the lack of a conducive
project development environment based on commercial, technical and regulatory factors.®3

When looking at the differing perceptions of respondents from small and large businesses
towards the regulatory environment, in general those from large businesses were slightly
more positive in their assessment. 41.8% of respondents from small and 30.3% from large
businesses felt that the environment was sometimes a hindrance; 32.5% of respondents
from small businesses and 33.2% from large businesses thought it was relatively supportive;
6.4% of respondents from small businesses and 12.2% from large businesses thought the
environment was very supportive, while 8.6% from small businesses and 5.2% from large
ones thought the regulatory environment was a major obstacle.

w Perception of How Supportive the Regulatory Environment Is

REGULATORY PRACTICE AFFECTING THE BUSINESSES

® Small business ™ Large business

33.06772908
41.83266932

32.47011952
30.27888446

18.92430279

6.374501992
12.15139442
8.565737052
5.179282869
10.35856574

Very supportive Relatively Sometimes Major obstacle Don’t know
supportive hindrance

Source: EESE Survey

61.8% of women entrepreneurs specifically mentioned that they faced difficulty in adhering
to the government rules and regulations. Only 16.7% of the female respondents have easy
access to the information about the regulations related to business.

51 ILO, 2014 (2).
52 ILO, 2014 (2).

53 Reuters, 13 January 2016.
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Perception of How Well the Business Community and Workers Understand Labour Laws

UNDERSTANDING OF LABOUR LAW

® Business community ™= Workers

43.02788845

35.05976096

33.86454183

29.6812749

19.92031873

11.55378486

7.171314741

5.976095618
7.96812749
4.780876494

Generally not Partially understood Generally Widely understood Don’t know
understood understood

Source: EESE Survey

When comparing the understanding of the business community and workers on labour
laws, based on the responses of employers from the EESE survey, it was felt that the
business community understood labour laws better than workers. It was noted that 43%
of respondents thought the business community generally understood labour laws, while
33.9% thought workers generally understood labour laws; 35.1% thought workers partially
understood labour laws, while 29.7% of respondents thought the business community
partially understood them; 19.9% thought workers generally did not understand labour laws,
while 11.6% thought the business community generally did not understand them; and 7.2%
thought the business community widely understood labour laws, while 6.0% thought workers
widely understood them.

101 WaH Perception of the Most Important Factors Affecting Businesses

MOST IMPORTANT FACTORS AFFECTING BUSINESSES

E]l =)=
14 Im2=3

104

Cost of inputs Low market demand  Poor infrastructure Corruption Inefficiency of the legal
and services and commercial dispute
settlement system

Source: EESE Survey

Enabling Environment for Sustainable Enterprises in Nepal

37



EESE survey respondents were asked about different factors that affect their businesses.
About half the respondents mentioned poor infrastructure as a main factor affecting their
businesses. About 47% felt that the inefficiency of the legal and commercial dispute
settlement structure of the government is major factor, while approximately 41% of survey
respondents identified low market demand as a major problem. The high cost of inputs and
services was pointed out by 35% of the respondents.

1@ Perception of Impact of Taxation on Business Growth

Impact of taxation on business growth in nepal

m Taxation = VAT = PAYE

<
o
<
©
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o
o
[To)
©
«©

61.75298805
67.92828685

19.12350598
20.71713147
17.52988048

7.569721116
7.370517928
6.175298805
6.573705179
8.366533865
7.569721116

Don't know

Encourage growth

Little impact Does not encourage

Source: EESE Survey

Perception of Knowledge abhout Support Services for Small Businesses

38

SUPPORT SERVICES FOR SMALL INDUSTRIES
= local ™ District ™ National
. 14.54183267
Worker/staff training 10.15936255
programmes 18.7250996
11.55378486
i i i 4.183266932
Social security benefits 19.72111554
Tax benefit 4.38247012 10.9561753
ax benetrts : 2091633466
10.9561753
Access to tenders 5.179282869 1215139442
. 15.13944223
Access to SME finance 13.54581673
14.54183267
Simplified registration 17.72908367
procedure 16.73306773
Small enterprise 11.55378486 25.09360159
support 15.13944223

Source: EESE Survey

Enabling Environment for Sustainable Enterprises in Nepal




Small industries have been getting support from government at different levels--local, district,
and national. However, there is not a very huge proportion of these industries that have
knowledge about the services provided by the government. The support services mentioned by
the most number of entrepreneurs at the local level was the Small enterprise support scheme
mentioned by 25.1% of respondents, access to small and medium enterprises finance at
the district level was known by 13.5%, and tax benefits at the national level mentioned by
20.9%. This indicates that either the level of information dissemination about the support
services is low, or in general there is limited access to the available government services.

IO Perception of Support to New Industries

SUPPORT TO NEW INDUSTRIES
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plan) training

m Very good = Good = Tosomeextent = Not good = Notatall = Don't know

Source: EESE Survey

When asked specifically about different kinds of support services to new industries the
largest proportion of respondents answered that this was available to some extent in relation
to start-up support, business coaching and mentorship, market information, information
on legislative requirements, premises and business incubation, procurement opportunities,
technical training, and business and financial management training.

From the EESE survey it emerged that women face a wide array of challenges during the start-
up phase of their businesses. More than half of the respondents (52%) expressed that the
biggest challenge for them initially had been to reach out to their potential customers. Since
the property and assets were mostly held by the male member of the family, women often
had trouble with access to finance, this was expressed by 46.1% of respondents. 32.4% of
female respondents pointed out that lack of access to the business start-up information was
a challenge; 18.6% had trouble finding a suitable business location; 14.7% had difficulty
identifying relevant information providers; 10.8% did not have family support; 9.8% had
difficulty with finding suppliers; and 2% had difficulty finding workers.
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W Perceptions of the Challenges for Women in Starting a Business

CHALLENGES FOR WOMEN IN BUSINESS START-UP

Getting workers m  1.960784314
Getting customers e 51.96078431
Finding suppliers msssssm  9.803921569
Identifying relevant information providers s  14.70588235
Registration and regulatory requirements  m———  12.74509804
Business start-up information  me———————— 32.35294118
Suitable business location  p——————  18.62745098
Family support s 10.78431373
Access to finance IEEEEEEEEEEEEEE——— 46.07843137

Source: EESE Survey

When asked about barriers to formalizing a business, the number of procedures required was
pointed to as the main cause, with over 72% of respondents mentioning it and 54% identifying
it as the most significant barrier. 49.2% of respondents identified a lack of understanding
about the registration process as an important factor discouraging informal businesses from
registering; 44.8% of respondents thought paying taxes and social contributions demotivated
entrepreneurs from registering their businesses.

M Factors that are Barriers to Formalizing a Business

Barriers to formalizing business

Elm?2m3
195
137
118 %
92 79 79 8
58 52 18 76 i 64 71
37 27 17 31 30 31
Don’t know how Too many Expensive Paying taxes It takes too long Hiring people is Not beneficial to
to register procedures to register a and social to formalize problematic formalize
to register business  contributions is
business a barrier

Source: EESE Survey

When asked about reasons for not formalizing, 30% of survey respondents from informal
enterprises said this was due to a lack of information about the administrative process; 25%
said there were lengthy processes and delays which kept them from doing this; 22.5% said
they were happy with the current state of things; 7.5% of respondents indicated the high tax
rate was a deterrent; 5.8% did not respond; 2.5% each pointed at complex legal provisions,
high costs of implementing labour laws, and high social security costs; 1.7% found the
concerned government office to be located too far away.
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m Reasons for Not Formalizing Their Business

REASONS FOR NOT FORMALIZING THE BUSINESS

No response |mmmmm 538
| am happy with my current state of business IEEEEEETEETTEEEEEE——E 225

Complex legal provisions mmm 2.5

Concerned government offices far  wm  1.666666667
High cost for implementing labour law  mmm 2.5
High social security costs mmm 2.5

High taxation rate s 75

Lengthy process and delays IS 25
Lack of information about the administrative process ~ IEEEEEEEEEEEEE——— 30

Source: EESE Survey

When asked about their intention to formalise, 66% of survey respondents from informal
enterprises said they wanted to, 19% said they didn't want to, and 15% said they did not
know.

IO Incentives for Formalizatio

REASONS FOR FORMALIZATION

Access to government subsidies _ 34.2
Reduce risk of government penalties _ 21.7
Capacity development opportunities of business _ 41.7
Insurance-reduce costs related to accidents and — 22.5
Motivate employees and reduce turnover of staffs [  14.2
Increase access to business promotion services like — 25.8
Increased access to finance [ 0902

Source: EESE Survey

There were different factors which played an important role in motivating the businesses
to formalize. 41.7% of survey respondents were attracted by the opportunities for capacity
development by government and other concerned stakeholders that they perceived they would
have access to if formalized. 34.2% of respondents were interested in access to government
subsidies, 29.2% in increased access to finance, 25.8% in access to business promotion
services, 22.5% in insurance to reduce costs related to accidents and injuries, and the last
14.2% thought this would motivate employees and reduce staff turnovers.
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m Regulatory Quality Index
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Regulatory Quality Index

o
N
& o
g -0.60
S -0.80
———C— — —0
-1.00
-1.20
2010 2011 2012 2013 2014 2015
—o— Nepal —e— Bangladesh Cambodia —e= India
—o— LaoPDR Sri Lanka —e— Uganda

Source: World Bank: Worldwide Governance Indicators

The Regulatory Quality Index measures the ability of the government to provide sound policies
and regulations that enable and promote private sector development. The estimate of governance
is measured on a scale from approximately -2.5 to 2.5 with higher values corresponding to better
governance. Nepal performs poorly in this regard, next only to Bangladesh. Despite the guiding of
the UN and the plethora of bilateral and multilateral donors, there remain serious lacunae in the
regulatory regime of the country. The value fell from -0.74 in 2010 to -0.76 in 2016. In the same
year Sri Lanka performed best at -0.10, followed by Uganda at -0.21, then India at -0.31. In 2016
Bangladesh was lowest at -0.80. The indicator represents the state of regulatory stability in the
country with lower values representing lower trust in the Government. More comprehensive reforms
and legislative changes will be needed for this indicator to improve, as well as improvement in the
enforcement of regulations.

Nepal’s regulatory bodies should be provided a sufficient budget so that they can draft regulations
and adjudicate cases without having to rely on external support. Currently, however, the
implementation of regulations, which is based on the legal regime and on the technical capacity to
monitor processes, is problematic and is described as weak and often unpredictable.
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Key Indicators

Regulatory Quality 2010 2011 2012 2013 2014 2015 2016
The ability of the Government to provide | Bangladesh -0.85 -0.81 -0.95 -091 -094 -090 -0.80
sound policies and regulations that enable Cambodia  -048 -058 -034 -034 -042 -053 -047
and promote private sector development. ] ' ' ’ ' ' ' '
Estimate of governance measured on a scale | India 038 -034 -047 -047 045 039 031
from approximately -2.5 to 2.5. Higher values | Nepal -0.74  -072 -080 -08 -083 -080 -0.76
correspond to better governance. laoPDR  -102 -098 -082 -084 -085 -081 -0.73
Source: World Bank, Worldwide Governance | Srilanka -022 -011 -0.11 -0.15 -0.10 -0.05 -0.10
Indicators Uganda 017 -016 -024 -024 022 026 -0.21
Starting a Business 2015 2016
Starting a Business Index records all DB 2016 DB 2017 DB 2018
procedures that are officially required for an Report Report Report
entrepreneur to start up and formally operate .
an industrial or commercial business. These | Nepal Ranking 10 1L -
include obtaining all necessary licenses Days 17 17 16.5
and permits and completing any required Ranking 117 122 131
notifications, verifications, or inscriptions for | Bangladesh Davs 195 195 195
the company and employees with relevant y ; . : .
authorities_ Camhodia Rankmg 180 180 183
The index ranks economies from 1 to 185, with Days' 81 % %
first place being the best. India Ranking 155 155 156
. . , Days 29 26 29.8
Source: World Bank, Doing Business Project Ranki 153 160 164
Lao PDR ANk
Days 73 67 67
Sri Lanka Ranking 98 74 17
Days 10 9 9
Uganda Ranking 168 165 165
Days 27 26 24

3.4. Rule of law and secure property rights

A formal and effective legal system that guarantees that contracts are honoured and upheld,
the rule of law is respected, and property rights are secure, is a key condition for attracting
investment, as well as for nurturing trust and fairness in society. In many countries where
legal processes are still evolving, the dominant problem is underdeveloped institutions
integral to the market economy, chief among these being the security of property rights.

There are challenges to the rule of law and enforcement of property rights in Nepal. The
bureaucracy and the legal system are also poorly resourced, and the prevailing sense of
political uncertainty makes the delivery of services and enforcement of regulations difficult.®*
Nepal's court system is under resourced and subject to both pervasive corruption and
executive influence.® There are heavy case backlogs, slow appeals processes, and long pre-
trial detention periods.

54 Khanal, December 2009.
55  GAN Business Anti-Corruption Portal, July 2016.
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The judicial system is comprised of the Supreme Court, consisting of a chief justice and
up to 20 judges, High Courts, a Court of Appeal, and district courts.>® Nepal’s court system
is based on common law, and there is no commercial code, though a commercial court
exists at the appellate level.%” Disputes involving a foreign investor are often settled through
mediation in the presence of the Department of Industry.%® If unresolved through mediation
cases may be taken to Nepali court, but proceedings can become very long and drawn out
in the national court system.5°

In theory, the court system is independent of the executive branch, and so this should
not affect foreign or domestic investors, but there has been a gradual politicization of the
judiciary in Nepal,

with appointments of judges to appellate courts and the Supreme Court allegedly being based
on political affiliation.®® In 2017 the parliament filed an impeachment motion suspending
the chief justice that provoked a political crisis in the country.6! Many in Nepal construed
the move as an effort to intimidate the judiciary at the highest level. Incidents like that also
brings into question the independence and agency of the judiciary at all levels and its ability
to check the powers of the executive branches in Nepal.

Prior to the liberalization project undertaken in the 1990s, most properties belonged to
the state, and intangible properties, such as intellectual property rights, were very seldom
recognised.®? Rights to land were first delineated under the first Land Act of 1964, which
granted property rights to land holders and tillers; it gave tenant farmers the right to own
land and put a ceiling on land holdings, but despite this most agricultural land is highly
concentrated in the hands of a few owners in Nepal.®3 Landlessness among Dalits is extreme®,
which keeps agricultural wages and earnings down; landlessness combined with an abusive
tenancy farming system were seen as key factors fuelling the Maoist-led civil conflict.®®

An estimated five percent of the population owns more than 37 percent of the land in Nepal,
with at least a third of the population landless and millions classified as semi-landless
because of extremely small and fragmented holdings.®® The 2015 constitution grants land
ownership rights to Dalits, but they continue to face challenges in asserting claims.®” There
are no special protections for the traditional rights to land for indigenous people in Nepal.t®

Land tenure is of four general kinds in Nepal: government lands that are recorded as state
property in the name of the GoN, public lands that are allowed for particular public uses of
the GoN, private property in the name of individual land owners, and religious property that
can be registered in the name of trusts.®® Most arable lands have a title, though titles are not

56 CIA World Factbook, October 2017.

57 U.S. Department of State, 2016.

58 U.S. Department of State, 2016.

59 U.S. Department of State, 2016.

60 U.S. Department of State, 2016.

61 Human Rights Watch, 2 May 2017.

62 Khanal, December 2009.

63 Reuters, 11 August 2016.

64 International Dalit Solidarity Network, 2015.
65 Reuters, 11 August 2016.

66 Reuters, 11 August 2016.

67 Reuters, 11 August 2016.

68 U.S. Department of State, 2016.

69  GoN: Ministry of Land Reform and Management, 5 October 2017
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always acquired and administered in legal ways.”® Lands and properties were seized during
the Maoist insurgency, and many of these have been returned, though a significant number
of conflict-era land disputes remain outstanding.”?

The 2002 Copyright Act and the 1965 Patent, Design and Trademark Act outline the terms
and conditions of intellectual property protection in Nepal.”? The Copyright Act covers
electronic audio and visual materials and imposes fines and imprisonment on violators, but
it does not meet the standards for trade-related intellectual property rights required by the
WTO.”® In 2017 the GoN released a national intellectual property policy that provides a
roadmap to developing an intellectual protection system that would significantly improve the
investment climate in Nepal.”* Legal protections for geographical indications and traditional
knowledge, in particular, are important, as these will allow rural producers to enter niche
markets.”®

There are no regulations specifically addressing land lease or acquisition by foreign or non-
resident investors; the Foreign Investment and Technology Transfer Act of 1992 that governs
foreign investment in general and related laws clearly stipulates that investors can own
property and that the title rests with the business, not the owner.”® Problems with property
management and securing property rights include weak data management, as record keeping
systems are fragile and paper-based and often have outdated information.”” There is a lack of
proper knowledge in the management of land information and land administration systems,
particularly with respect to the use of more modern geospatial tools and technology.”®

When asked about the effectiveness of commercial law in Nepal for settling disputes, 29.9%
of respondents thought it was usually effective and rarely manipulated. 28.9% said they did
not know, 19.1% of survey respondents found commercial law to be sometimes ineffective
and subject to manipulation when settling disputes, 13.1% found it ineffective and subject
to manipulation, and 6% found it always effective, clear, and neutral.

IO Perception of the Effectiveness of Commercial Law for Settling Disputes

EFFECTIVENESS OF COMMERCIAL LAW FOR SETTLING DISPUTES
Always effective, clear and neutral 6.8
Usually effective, rarely manipulated 29.9
Sometimes ineffective, subject to manipulation 19.1
Ineffective, subject to manipulation 13.7
Don’t know 28.9

Source: EESE Survey

70 U.S. Department of State, 2016.

71 U.S. Department of State, 2016.

72 U.S. Department of State, 2016.

73 U.S. Department of State, 2016.

74 Intellectual Property Watch, 9 June 2017.

75 Intellectual Property Watch, 9 June 2017.

76 U.S. Department of State, 2016.

77  GoN: Ministry of Land Reform and Management, 5 October 2017.
78 GoN: Ministry of Land Reform and Management, 5 October 2017.
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A majority of survey respondents were sceptical about the capacity of the police to protect
businesses from criminal activities; 34% of respondents felt the police had low capacity for
this, 30% thought the capacity was adequate, 15% thought the capacity was very low, 8%
thought it was high, and 6% thought it was very high.

FIOCYH Perceptions of the Right to Physical and Intellectual Property
RIGHT TO PHYSICAL AND INTELLECTUAL PROPERTY
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When asked about the perception of secure physical rights, almost one third, 30.7%, of
respondents said they were clearly defined and well protected by law, while 25.1% felt that
they were well defined but not well protected by law, 24.7% said they didn’t know, 14.5%
said they were poorly defined and not well protected by law, and 3% said they were non-
existent. In comparison, when asked about intellectual property rights, 39.2% of respondents
said they did not know, 18.9% said they were well defined but poorly protected, 15.5% of
respondents felt they were poorly defined and not well protected, 15.1% thought they were
clearly defined and well protected, and 6.2% thought they were non-existent. When female
respondents were specifically asked, 63.7% said they could enjoy the same property rights
as men and could register property in their name instead of that of a male relative.

Perception of the Capacity of Police to Protect Businesses from Criminal Behaviour

Capacity of police to protect businesses from criminal behaviour

, Very high
Don’t know ‘ High

34% Low

Source: EESE Survey

Enabling Environment for Sustainable Enterprises in Nepal



According to secondary data, the rule of law indicator has improved between 2010 and
2015, going from -1.01 in 2010 to -0.70 in 2015. The Rule of Law Index measures the
extent to which agents have confidence in and abide by the rules of society. This includes
quality of contract enforcement and property rights, the police, and the courts, as well as
the likelihood of crime and violence. It is measured on a scale from -2.5 to 2.5, with higher
values corresponding to better governance. Nepal, with the score of -0.84, performed last
next to Cambodia in 2017. Sri Lanka performed the best in the group, followed by India.

Another important indicator in this area is the Property Rights Indicator by the World Economic
Forum. The World Economic Forum (WEF) Survey asks business leaders to provide their
expert opinions on the following: “Property rights in your country, including over financial
assets, are 1= poorly defined and not protected by law, 7=clearly defined and well protected
by law.” In 2017, Nepal had a score of 4.2, better than every country in the comparison
group except India. Cambodia, with a score of 3.8, performed the worst among the peers.

The related indicator on Intellectual Property Protection is based on the World Economic
Forum (WEF) Survey where business leaders are asked to provide their expert opinions on the
following: “Intellectual property protection and anti-counterfeiting measures in your country
are 1= weak and not enforced, 7= strong and enforced.” Nepal scored 3.5 in 2017, and is
ranked somewhere in the middle of the comparison group. India, with a score of 4.4, scored
the highest, whereas Cambodia, with a score of 3.1, scored the lowest.

Key Indicators

Rule of Law Index 2010 2011 2012 2013 2014 2015 2016

The gxtent t_O which a.gents have Lao PDR -098 -1.00 -0.85 -0.80 -0.75 -0.80 -0.77
confidence in and abide by the rules of | oo ogia 112 105 -098 -1.00 -096 -0.98 -1.10
society, including the quality of contract )

enforcement and property rights, the police | Idia 004 009 -0.07 -006 -006 -0.05 -0.07
and the courts, as well as the likelihood of | Sri Lanka -0.12 -0.12 -0.12 -0.28 -0.17 0.04 -0.01
crime and violence. Uganda 040 -036 035 -034 -039 -039 -0.24
Source: World Bank, Worldwide Governance | Nepal -095 -089 -0.74 -072 -0.65 -0.68 -0.84
Indicators Bangladesh -0.80 -0.73 -0.93 -087 -0.78 -0.75 -0.59

Estimate of governance measured on
a scale from approximately -2.5 to 2.5.
Higher values correspond to better

governance.
Property Rights 2013 2014 2015 2016 2017
The World Economic Forum (WEF) Survey Nepal 3.5 33 3.7 4.1 4.2
asked the_ b_usmess leaders t_o pr(l\nde their Bangladesh 34 33 35 338 40
expert opinions on the following: “Property )
rights in your country, including over Cambodia 3.6 3.3 3.6 338 3.8
financial assets, are 1=poorly defined and | India 4.4 41 3.8 3.9 4.4
not protected by law, 7=clearly defined Lao PDR 39 38 36 38 39
and well protected by law.” )

Sri Lanka 4.4 43 43 4.4 4.1
Source: World Economic Forum, The Global | yganda 37 3.4 3.9 4.2 4.0

Competitiveness Report.
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Intellectual Property Protection 2013 2014 2015 2016 2017

The World Economic Forum (WEF) Survey Nepal 2.9 2.9 3.1 34 35
asked the business leaders to provide Bangladesh 26 25 26 3 39
their expert opinions on the following: )
“Intellectual property protection and anti- | Cambodia 3.2 2.8 2.8 3.0 3.1
counterfeiting measures in your country India 3.7 3.7 4.2 4.5 4.4
are 1=weak and not enforced, 7=strong Lao PDR 38 36 3.4 @ 38
and enforced.” _

Sri Lanka 3.8 39 4.4 4.5 4.2
Source: World Economic Forum, The Global | yganda 28 27 33 35 34

Competitiveness Report.

3.5. Fair competition

As a precondition for private sector and sustainable enterprises development and growth, it
is important to have competition rules, including those ensuring respect for labour and social
standards. Additionally, anti-competitive practices at the national level must be eliminated.

The 2007 Competition Promotion and Market Protection Act controls anti-competitive
practices and protects consumers against monopolies; fair competition needs to be promoted
for the growth of trade and commerce, and this act includes provisions to oversee mergers
and acquisition which might create potential monopolies.”® The 2007 Act established the
Competition Promotion and Market Protection Board, which is chaired by the Secretary of
the Ministry of Commerce, to enhance fair market competition.® It also contains provisions
to control black-market activities and misleading advertisements.8!

Economic reforms, deregulation, privatization of industries under government control, and
liberalized policies towards FDI were introduced in the early 1990s, during which sectors such
as telecommunications, civil aviation, coal imports, print and electronic media, insurance
and hydropower generation were opened up to private investment.®? The Privatization Act
of 1994 defines the procedures for the privatization of state-owned enterprises (SOEs), to
broaden the participation of the private sector and improve competition.®® Between 1994
and 2003, 23 SOEs were privatised, liquidated, or dissolved, and as of 2016 Nepal still
has 37 SOEs.®* The history of industrial development in Nepal has been dominated by the
public sector.

The Industrial Enterprises Act of 1992, which is currently under revision, provides
guidelines for economic policies to make the industrial sector more competitive; the
1997 Consumer Protection Act restricts unfair trade practices to protect consumers.8®
The enforcement of these laws can be irregular in Nepal, creating the opportunity for
anti-competitive practices. SOEs like the Nepal Oil Company, which handles all of the
imports of petroleum products for the country, are prone to excessive politicisation

79 U.S. Department of State, July 2016.
80 U.S. Department of State, July 2016.
81 FDI Nepal, 6 December 2017.

82 U.S. Department of State, July 2016.
83 U.S. Department of State, July 2016.
84 U.S. Department of State, July 2016.
85 U.S. Department of State, July 2016.
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and corruption; they also operate without accountability to tax payers and the lack of
competition renders consumers vulnerable to poor economic choices and policies.®® Key
goods like petroleum and fertilizers are under the control of SOEs, which leaves consumers
vulnerable to price manipulations and inefficiencies in service delivery.8” The high degree of
central planning in the economy has led to corrupt markets, which don’t meet the demands
for agricultural inputs in Nepal, or for fuel.®®

Certain sectors are not open to foreign investment, including small-scale and traditional
industries such as handicrafts, real estate, some kinds of primary agriculture and agribusiness,
and weapons production, but in many sectors foreign and domestic private entities have the
right to establish and own business enterprises.®?

One of the indicators that measures competition is the Intensity of Local Competition
Index. The Intensity of Local Competition Index is based on the survey data drawn from the
following questions: “Competition in the local markets is (1=limited in most industries and
price-cutting is rare, 7=intense in most industries as market leadership).” The available data
shows that Nepal has improved, going from 4.5 in 2013 to 4.8 in 2017. In 2017, Uganda
performed best on this indicator, with a score of 5.3, while Bangladesh at 5.0 performed
second best. Lao PDR had the lowest score at 4.2.

GEOICREE Intensity of Local Competition Index

Intensity of Local Competition
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Source: WEF: Global Competitiveness Reports

The Effectiveness of Anti-Monopoly Policies Index is based on annual survey data. The
respondents are asked to rate the effectiveness of anti-monopoly policy in their country:
“Antimonopoly policy in your country is (1 = lax and not effective at promoting competition,
7= effective and promotes competition).” According to this indicator, Nepal, in 2017, lagged
behind all the other countries, with a score of 3, having dropped from 3.6 in 2013. India

had the highest value at 4.4 in 2017, while Lao PDR was next highest with the score of 3.8.

86 Atlas Network, 1 June 2015.

87 Samriddhi Foundation, 25 June 2017.
88 Atlas Network, 1 June 2015.
89 U.S. Department of State, July 2016.
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Key Indicators

Intensity of local competition index

and promotes competition).”

Source: World Economic Forum, The
Global Competitiveness Report.

2013 2014 2015 2016 2017

Intensity of local competition index Nepal 45 4.8 49 49 4.8
is based on survey data drawn from Bangladesh 49 49 5.0 51 5.0
the following question: “Competition .
in the local markets is (1=limitedin | Cambodia 4.9 4.9 47 41 4.8
most industries and price-cutting is | India 5.6 4.8 4.6 4.7 47
rare, 7=intense in most industries as Lao PDR 5.9 51 43 41 42
market leadership).” .

Sri Lanka 5.6 5.8 5.7 5.2 48
Source: World Economic Forum, The | yganda 5 59 53 53 53
Global Competitiveness Report.
Effectiveness of anti-monopoly 2013 2014 2015 2016 2017

olicies

P Nepal 3.6 3.9 3.5 3.0 3.0
Effectiveness of anti-monopoly Bangladesh 38 39 33 3.0 31
policy index is based on annual .
survey data. The respondents were Cambodia 43 4.0 3.9 38 3.7
asked to rate the effectiveness of India 47 4.4 4.1 4.3 4.4
anti-monopoly policy in their country: Lao PDR 46 45 38 36 38
“Anti-monopoly policy in your country .
is (1=|aX and not effective at Sri Lanka 4.1 4.2 4.1 3.8 35
promoting competition, 7=effective Uganda 45 45 3.7 3.2 3.2
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Extent of market dominance index 2013 2014 2015 2016 2017

Extent of market dominance index Nepal 2.7 2.9 2.9 2.7 2.8

is based on annual survey data. The Bangladesh 33 33 39 30 30

respondents were asked to rate the .

corporate activity in their country: Cambodia 3.8 3.5 3.4 3.8 3.6

“Corporate activity in your country India 44 4.2 4.0 4.2 4.4

is (1=d0m|nated by a few business Lao PDR 44 49 49 49 41

groups, 7=spread among many .

ﬁrmS).” Sri Lanka 4.2 4.0 4.1 3.8 3.6
Uganda 3.1 3.1 3.0 3.1 2.9

Source: World Economic Forum, The
Global Competitiveness Report.

New business density

2008 2009 2010 2011 2012 2013 2014 2015 2016

The number of newly registered Nepal 0.58 067 064 0.65 066 058 0.71 0.73 0.98
limited liability companies per Bangladesh  0.08 0.08 009 010 0.09

1,000 working-age people (those )

ages 15-64) in that year. Note data Cambodia NR NR - NR AR

not available for all years for some India 0.09 0.08 0.11 0.12 0.13 0.11 0.08 0.09 0.11
countries. Lao PDR 008 023 021 030

Source: World Bank, World Sri Lanka 0.32 030 044 055 051

Development Indicators Uganda 062 0.70

3.6. Information and communication technologies

With the continuing shift towards knowledge-based economies, the use of information and
communication technologies is fundamental to the development of sustainable enterprises.
Affordable access to information and communication technologies (ICT) enhances
competitiveness and innovation. Countries that want to increase their competitiveness on the
market need to invest in ICT and foster an ICT culture both at company and household levels
to increase the usage of ICT in all segments of the community. ICTs have great transformative
potential when situated in the larger context of far reaching long term developmental
aspirations.

ICT sector policies are decided by the Department of Information Technology under the Ministry
of Science and Technology.®® A draft National Information and Communication Technology
Policy produced in 2015 remains under discussion, which aims to mainstream the use of
ICTs in all key sectors of the economy, including increased e-governance.®! Regulation of the
telecommunications sector is carried out by the Nepal Telecommunications Authority, which
provides approval and registration for all telecommunications services, though not online.®?

There have been some significant improvements in levels of connectivity in the last decade,
mostly around increased mobile internet connectivity.®® A 2017 Nepal Telecommunications
Authority Management Information System report showed that more than one in two Nepalis
use the internet;

90 ODlI, October 2017.
91 ODlI, October 2017.
92 US. Department of State, July 2016.
93 0Dl October 2017.
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there were 16.7 million data and internet service users, which is over 63% of the population.®*
Most of the growth has come from the increased use of mobile phones. Nepal Telecom is the
state-run telecommunications provider and commands 53.36% of the market share in terms
of data; Ncell, a private service provider, is next largest with 42.81% of the market.®® There
is a greater level of internet usage by Nepali firms than in other South Asian countries; 26%
of firms in Nepal have their own website, while 21.9% do in South Asia and 18.6% do in
low-income countries overall.%®

The GoN has identified information technology (IT) and business process outsourcing as a
priority potential export service sector with the potential to generate high growth, investment,
and significant profits in coming years.®” An IT Park is being established in the Kavre District,
where software development will be fostered and IT-based businesses promoted, as well as
investment in related fields.”® There is an emphasis on transitioning to e-governance, to
facilitate lower corruption, and better processes. Additionally, the planned installation of
fibre optic cables across the country should expand Internet access significantly.®® The use
of technology to improve health outcomes and living standards, towards the achievement of
the SDGs, has also been envisioned.!®® However, connectivity between government offices
and departments remains poor, which makes implementation difficult.

Some of the factors that currently limit the growth of ICT use and the ICT sector in Nepal
include the lack of experienced and skilled workers, migration of qualified personnel, and
the lack of national infrastructure, as limited connectivity and low bandwidth hinder growth,
as does limited energy supply.!°!

Until 2016 Nepal was dependent on India, as the only fibre optic cables for global telecom
and internet services went through India; however, as of 2016 internet services through
China have become available with Nepal Telecom and China Telecom Global coming to an
agreement on the provision of internet protocol services.!%?

A majority of survey respondents perceive the legal framework for the use of ICTs to be
satisfactory. 43.8% of respondents were satisfied with the legal framework, 23.7% thought
it was under developed, 22.1% said they did not know, while 4.8% each thought it was non-
existent, and well developed and enforced .

94  Nepal Telecommunications Authority, February 2017.
95 Nepal Telecommunications Authority, February 2017.
96 ODI, October 2017.

97 FNCCI, 2017.

98 FNCCI, 2017.

99 My Republica, 15 October 2017.

100 My Republica, 15 October 2017.

101 ODI, October 2017.

102 Daily News and Analysis India, 13 July 2017.
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Perception of the Legal Framework for ICTs

LEGAL FRAMEWORK ON use OF ict
43.8247012
4.780876494 4.780876494
1IN [
Well developed and Satisfactory Underdeveloped Non-existent Don’t know
enforced

Source: EESE Survey

Following the rapid progress of the ICT sector globally, 51.8% of the survey respondents
from small enterprises perceived the access of small enterprises to ICT to be easy. 26.5% of
respondents from small enterprises found access to ICTs difficult, 11% did not know, 5.8%
found it very easy, and 4.2% found access to be impossible.

Perception of Ease of Access to ICTs

USE OF ICT BY SMALL ENTERPRISES
51.79282869

26.4940239
10.9561753
577689243 1.183266932 .
N T
Very easy Easy Difficult Impossible Don’t know

Source: EESE Survey

In terms of use of ICT specifically by women, 30.4% of the women surveyed believed that
they had the same access to ICTs as men, while 69.6% thought this was not the case. 62.7%
of women surveyed believed that the optimum use of ICTs in their businesses would enable
women-led enterprises to raise their competitive value in the market.

The Networked Readiness Index measures the degree to which developed and developing
countries across the world leverage ICTs for enhanced competitiveness. In relation to the NRI
there are no substantial differences between the compared countries, with Nepal at 3.2 in
2015 (the lowest value in that year was Uganda with 3.1), while Sri Lanka was the highest
at 4.2. Bangladesh was at 3.3 in 2015, Cambodia and Lao DR were at 3.4, and India was
at 3.8, showing that the comparison countries were not too different.
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IO Networked Readiness Index
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The most important indicators for development of ICT in a country are the number of Internet
users and the number of mobile and fixed-telephone subscriptions. Here again Nepal is
among the well-connected countries among those used for comparison. In 2017, Nepal’s
internet users were 63.17 % of the total population.'®® In 2015, Sri Lanka had the highest
proportion of internet users with 29.99% of the population, followed by India at 26%;
Bangladesh was the lowest of the comparison countries at 14.40% in the same year. Nepal
has a relatively high density of mobile-cellular telephone subscriptions, at 136.34 % of the
population in 2017.104

103 MIS Report (December 2017 to January 2018), Nepal Telecommunication Authority
104 MIS Report (December 2017 to January 2018), Nepal Telecommunication Authority
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Internet Users (per 100 habitants)
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Key Indicators

ICT Development Index (IDI)

IDI compares developments in information
and communication technologies (ICT) in 154
countries over a five-year period from 2002
to 2007. The Index combines 11 indicators
into a single measure that can be used as a
benchmarking tool globally, regionally, and
at the country level. These are related to ICT
access, use and skills, such as households
with a computer, the number of Internet
users, and literacy levels.

Scale from 1 to 10, with lower scores
reflecting lower development levels.

Source: International Telecommunication
Union, Measuring the Information Society
Reports

2011
Nepal 1.6
Bangladesh
Cambodia 1.9
India 2.1
Lao PDR 1.9
Sri Lanka 2.8
Uganda 1.6

2012
2.20
1.7
2.3
2.2
2.1
3.0
1.8

2013
2.317
1.97
2.61
2.53
2.35
3.36
1.94

2015
2.5
2.2
2.7
2.6
2.4
3.6
2.1

2016
2.6
2.3
3.0
2.6
2.4
3.7
1.9

2017
2.8
2.5
3.2
3.0
2.9
3.9
2.1
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Networked Readiness Index 2012 2013 2014 2015 2016

The NRI measures the degree to which Nepal 2.9 2.9 3.1 3.2 3.2
developed and developing countries Bangladesh 39 ) ) 33 33
across the world leverage information .

and communication technologies (ICT) Cambodia 33 33 34 3.3 3.4
for enhanced competitiveness. The Index India 3.9 3.9 3.8 3.7 3.8
comprises three sub-indexes that measure Lao PDR 29 36 34

the environment for ICT, together with the .
main stakeholders’ readiness and usage, with | ST Lanka 3.9 3.9 3.9 4.1 4.2
a total of nine pillars and 71 variables. Uganda 33 3.3 3.3 3.2 3.1

Scale of 1to 7, with higher scores reflecting
a better readiness to utilize the opportunities
created by ICT.

Source: World Economic Forum, Global
Information Technology Reports

Internet users (per 100 people) 2010 2011 2012 2013 2014 2015 2016

Internet users are individuals who have Nepal 79 90 111 133 154 176 197
used the Internet (from any location) in the

last 3 months. The Internet can be used via Banglad?sh 37 4.5 50 66 139 144 182
a computer, mobile phone, personal digital Cambodia 1.3 3.1 49 6.8 140 223 324
assistant, games machine, digital TV, or etc. India 1.5 101 126 151 21.0 26.0 295
Source: World Bank, World Development Lao PDR 7.0 9.0 107 125 143 182 2139
Indicators Sri Lanka 120 150 183 219 258 300 321

Uganda 125 130 141 155 169 178 219

Fixed-telephone subscriptions (per 100 2010 2011 2012 2013 2014 2015 2016

inhahitants)
Nepal 3.1 3.1 3.0 3.0 3.0298 3.0 3.0
Fixed lines are telephone mainlines Bangladesh 0.8 0.6 0.6 0.7 0.6 0.5 0.5
connecting a customer’s equipment to the .
public switched telephone network. Cambodia 2.5 3.6 40 28 24 L7 14
India 2.9 2.6 2.4 2.3 2.1 1.9 1.8
lsn‘)d“i[fae{o\r“f”d Bank, World Development laoPDR 17 17 70 108 140 144 187
Sri Lanka 177 178 169 132 131 159 119
Uganda 1.0 1.3 0.9 0.7 0.8 0.8 0.9

Mobile-cellular telephone subscriptions (per
100 inhabitants)

2010 2011 2012 2013 2014 2015 2016

Nepal 340 489 60.1 763 813 96.0 110.8
Mobile phone subscribers refer to users Bangladesh 446 54.8 62.4 740 796 815 834
of portable telephones subscribing to an .
automatic public mobile telephone service [:an-1hod|a 57.0 946 129.3.53 1349 1339 1344 1263
using cellular technology that provides access | India 6.1 717 685 693 730 765 82
to the public switched telephone network. Lao PDR 641 865 67.0 710 702 559 586
Indicators Uganda 378 476 451 481 524 504 55.0
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Fixed (wired)-broadband subscriptions (per
100 inhabitants)

2010 2011 2012 2013 2014 2015 2016
Nepal 02 03 08 1.1 0.9 1.1 0.8

Broadband subscribers are the total number | Bangladesh 03 03 04 1.0 19 30 40

of broadband subscribers with a digital .
subscriber line, cable modem, or other high- Camhodia 02 02 02 0.2 04 05 06

speed technologies. India 0.9 1.1 1.2 1.2 1.2 1.3 1.4
Source: World Bank, World Development E2ol0R o Lo Ll L L 0.6 0.4
Indicators Sri Lanka 1.1 1.8 1.7 2.1 2.8 3.0 43

Uganda 0.0 0.1 0.1 0.1 0.1 0.2 0.3

3.7. Access to financial services

One of the key factors for the development of an economy and its companies is the existence of
good and affordable financial services. This is of special importance for all kinds of companies,
regardless of their size or the sector they operate in. The financial sector is important for
the promotion and encouragement of new companies but also to support existing companies
to increase production and exports of their products and services. Sources of financing are
often one of the main barriers for existing and potential entrepreneurs in most countries.
A good financial system includes not only affordable interest rates, but also flexible ways
of gauging collateral among others. Promoting financial inclusion in Nepal would grow the
financial sector and drive inclusive economic growth. Financial literacy is crucial for better
access to financial services in Nepal.

Financial services in Nepal are provided by formal entities, like banks, microfinance
institutions (MFIs), and cooperatives, as well as informal entities like money lenders and
un-registered savings groups.!% Since most people in Nepal work in agriculture, there are
seasonal patterns of income, though expenditures must be made in all seasons. Nepal’s
geography, which consists of mountains, hills, and plains, makes providing financial services
in every single part of the country a challenge. Access to financial services could be improved
by using technology-driven alternative delivery methods to improve accessibility, developing
need-based innovative financial products, improving the focus on financial literacy and
awareness of financial services, and improving mechanisms to monitor client protection.!%®

Nepal has a large number of banks and financial institutions relative to the size of the
economy.®” Nepal's central Bank is the Nepal Rastra Bank (NRB), which is responsible for
the licensing and regulation of financial institutions under the Nepal Rastra Bank Act of
2002.1%8 As of January 2016, there were 30 commercial banks, 73 development banks, and
48 finance companies registered with NRB, but this does not include MFls, saving and credit
cooperatives, NGOs, and other institutions which may provide financial services.!%®

Microcredit development banksin Nepal are governed by the Development Bank Actof 1996 and
the2006 BanksandFinancialInstitutionsAct,whilesavingsandcreditcooperativesareguided by

105 UNCDF, November 2014.
106 UNCDF, November 2014.
107 U.S. Department of State, July 2016.
108 U.S. Department of State, July 2016.
109 U.S. Department of State, July 2016.
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the Co-operative Act of 1992.110 |n 1991 the Rural Self-Reliance Fund was established to
provide credit to the rural poor for income generating activities.!!! Cooperatives, both savings
and credit, are extremely active in Nepal; as of early 2013 there were 26,704 cooperatives
of all types with

deposits of over USD 1.43 billion.}!*? As the deposit mobilisation of these cooperatives
increases, better reporting systems need to be introduced and appropriate regulation put in
place to ensure that they comply with minimum financial standards.!!3

Limits on foreign ownership are imposed on the banking and financial institutions, where at
the most 85% can be foreign owned.!!* In case of new banks, since they have to issue 30%
of the shares to the public in Nepal, foreign ownership is currently de facto limited to 70%.
Branch operations of foreign banks are allowed in the wholesale banking sector though not
in the retail banking sector, which has discouraged many international banks from entering
Nepal.!'® Foreign commercial lending tends to be scarce and expensive, and there is no
centralised regulatory system to facilitate portfolio investment in the industrial sector.!1®
Greater transparency and better reporting of credit information would improve conditions for
potential foreign and domestic investors alike.!’

Several financial sector reforms were introduced since 2000 that have improved the health of
the banking sector in Nepal.!'® The NRB’s Strategic Plan (2012-2016) highlights financial
inclusion as a strategic priority, and the Monetary Policy of 2016/2017 also focuses on this
through enhancing financial literacy and access to finance.'!® In 2016 a Financial Sector
Development Strategy running from 2016-2021 was approved by the GoN.!2° Financial
access and inclusion are priority areas in the new strategy.

A Deprived Sector Lending Programme exists to promote lending in rural areas, with the NRB
requiring that a fixed proportion of the lending of commercial banks must be to the deprived
sector'?!. In the past the requirement of lending to the deprived sector had been carried out
by commercial banks through MFIs. The central bank also briefly required the banks to lend
a certain fraction (for example, 2% for the commercial banks) directly to the deprived sector.
This requirement was reversed in 2017, with the NRB announcing that commercial banks do
not have to mandatorily fulfil the two percent direct lending provision to the deprived sector
in the 2017 fiscal year.1??

Despite the large number of branches of financial institutions, as of July 2017 there were
2,155 branches of commercial banks, 1,702 branches of MFI, 743 branches of development
banks, and 130 branches of finance companies, these are still clustered around urban and

110 UNCDF, November 2014.

111 Nepal Rastra Bank, 2016.

112 UNCDF, November 2014.

113 UNCDF, November 2014.

114 U.S. Department of State, July 2016.
115 U.S. Department of State, July 2016.
116 U.S. Department of State, July 2016.
117 U.S. Department of State, July 2016.
118 UNCDF, November 2014.

119 Nepal Rastra Bank, 2016.

120 New Business Age, 2 August 2017.
121 The Himalayan Times, 18 July 2016.
122 The Himalayan Times,23 February 2017
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semi-urban areas.'?® Residents in rural areas are much more likely to remain unbanked; as
of 2014 51% of urban adults had bank accounts, while about 22% of rural adults had bank
accounts.'?* Based on 2014 data 61% of Nepali adults are formally banked, while 21% use
only informal channels, and 18% remain completely financially excluded.!?®

Branchless banking and mobile phone based payment systems have been encouraged to
facilitate financial inclusion for residents in remote areas. Much of the rural population
continues to remain

excluded from formal financial services. Some of the challenges to the delivery of financial
services at affordable costs to rural and low-income sections of the population include poor
infrastructure, inhospitable terrain, scattered household settlements, and under developed
markets.!2¢

When asked about financial sector policies for small enterprise growth 45.2% of survey
respondents said they were conducive to growth to some extent, 15.1% found them not
conducive to small enterprise growth at all, 14.1% found them hardly conducive, 13.9%
found them conducive, 8.2% of respondents said they did not know, and 2.4% found them
to be very conducive.

HEOICE L Perception about whether Financial Sector Policies are Conducive to Small Enterprise
Growth

FINANCIAL SECTOR POLICIES FOR SMALL ENTERPRISE GROWTH

45.21912351

13.94422311

4.14342629

15.13944223
8.167330677

2.390438247

—

Very conducive Conducive To some extent  Hardly conducive  Not conducive Don’t know

Source: EESE Survey

The highest proportion of EESE survey respondents found access to different modes of finance
difficult for formal small enterprises. 56.8% of respondents found getting a business loan
difficult, 45% found getting a loan guarantee difficult, 38.6% found getting lease finance
difficult, 37.6% found getting equity capital difficult, and 24.7% found getting business
insurance difficult. A significant majority of people found getting business insurance to be
relatively easy, at 43.8% of respondents, while a further 28.7% of respondents found getting
a business loan easy.

123 Page 25 of https://nrb.org.np/red/publications/study reports/Study Reports--Economic_Activities Study Report 2073-74 Table(Annual)-new.pdf
124 UNCDF, November 2014.
125 Nepal Rastra Bank, 2016.
126 UNCDF, November 2014.
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HEOICRGH Perceptions of Access to Different Modes of Finance for Formal Small Enterprises

ACCESS TO FINANCE FOR SMALL ENTERPRISES

I 17.72908367
17.52988048

Don’t know 21.51394422
20.51792829
8.565737052

13.14741036

. 4.75557&454
Impossible = W 8764940239
10.75697211
2.19123506

45.01992032

Difficult : 38.64541833
37.64940239
56.77290837
I 18.52589641

23.30677291
..
28.68525896

mm 1.992031873
5.378486056
Veryeasy | | 792878685
0.796812749
2539641434

43.8247012

m Loan guarantee Business insurance m Lease finance m Equity capital = Business loan

Source: EESE Survey

When asked about access to formal financial institutions, 65% of respondents from informal
businesses said this was difficult; 18% found it easy, 13% did not know, and 4% found
access impossible. When asked about who provided them with financial support, 51% of
respondents from informal enterprises said cooperatives, with 23% getting support from a
bank, 16% from family or friends, and a last 10% from NGOs.

The largest majority of survey respondents found no difference in terms of age or sex for
access to finance. 26.3% of the respondents perceived that there is no difference in access
to the financial services. 22.3% felt that youth face difficulties. Additionally, 10.6% of
the respondents believe that young women and 3.8% of respondents feel young men face
difficulties in terms of access to financial services. Based on sex, respondents perceived that
more women than men face difficulties in accessing funds for their enterprise. When asked
specifically, 34.3% of women entrepreneurs felt that women have easy access to loans and
finance.

Enabling Environment for Sustainable Enterprises in Nepal



FIOICEYA Sources of Finance

SOURCES OF FINANCE

Bank

Micro lender

Family and friends Own saving

Source: EESE Survey

While starting an enterprise, the major source of funds used by the survey respondents was
personal savings. 63.5% of respondents used personal savings. 14.9% of respondents had
approached a bank for the funds while 13.5% asked for the financial support from family and
friends. Other financial sources include micro-lenders, informal savings and credit groups,
money lenders, venture capital and government funds. 89.2% of female respondents used

their own savings, with 50% having received the required fund from the bank loans.

Perception of the Most Important Challenges in the Access to Finance

THREE MOST IMPORTANT CHALLENGES FACED BY BUSINESS FOR ACCESS TO FINANCE

The required financial service .1_ 9.8
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oo o
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would be small L
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Lengthy appraisal and —i 12
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processing time

Could not provide the —— 135
58 pe

required information

26.3

8.4 157

i X 72
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Business plan insufficiently ] 11 217
prepared 102
Noornsufficent personal e 52 -
guarantors 26 '
Insufficient collateral - 64 36.5

= Third = Second = First

Source: EESE Survey
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36.5% of respondents identified insufficient collateral as the primary challenge to accessing
finance, after which insufficient personal guarantors, high loans costs, and poorly prepared
business plans were also identified as significant factors.

When asked about if they had an account in a bank or financial institution, 60% of respondents
said they did. Of these 60%, 73% had accounts in banks, 23% in cooperatives, and 4%
were members of microfinance institutions.

The indicator of Domestic Credit to Private Sector (% of GDP) refers to financial resources
provided to the private sector, such as loans, purchases of non-equity securities, and trade
credits and other accounts receivable that establish a claim for repayment. According to the
latest available data, the share of domestic credit to the private sector as a percentage of
GDP is the highest in Nepal in 2016, at 81.1%; Cambodia is the next highest, while Uganda
is the lowest at 15.6%.

HEO1CRCEH Domestic Credit to Private Sector

Domestic Credit to Private Sector (% of GDP)

70.00
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50.00 o —— —* ®
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Source: World Bank: World Development Indicators

The Credit Information Index measures rules affecting the scope, accessibility, and quality
of credit information available through public or private credit registries. The index ranges
from O to 8, with higher values indicating the availability of more credit information, from
either a public registry or a private bureau, to facilitate lending decisions. Nepal scored a
0 in 2017, as did Bangladesh, implying that information about financial products was not
disseminated. India and Uganda had the highest scores at 7, followed by Cambodia and Sri
Lanka at 6 in 2017.
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L0 Interest Rate Spread

Interest Rate Spread (lending rate minus deposit rate)
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Source: World Bank: World Development Indicators

The Interest Rate Spread (lending rate minus deposit rate) is the interest rate charged by
banks on loans to prime customers minus the interest rate paid by commercial or similar
banks for demand, time, or savings deposits. The value of this indicator for Nepal was
4.38% in 2010. Data is not available for subsequent years. In 2010 the value for Uganda
was highest, at 12.49%, while it was lowest for Sri Lanka at 3.04%. Data is not available on
India, Cambodia, or India.

Key Indicators

Domestic Credit to Private Sector (% of GDP) 2010 2011 2012 2013 2014 2015 2016

Domestic credit to private sector refers to financial | Nepal 546 53.0 561 580 619 647 8l.1

resources provided to the private sector, such as Bangladesh 410 425 430 418 437 439 453
through loans, purchases of non-equity securities, ' ' ' ' ' ' '

and trade credits and other accounts receivable, Cambodia 216 283 388 447 541 631 69.7

that establish a claim for repayment. For some India 51.1 513 519 524 520 522 4938
countries these claims include credit to public Lao PDR 20.9
enterprises. .

Sri Lanka 255 350 350 348 359 41.6 46.0
Source: World Bank, World Development Indicators | yganda 133 158 140 139 149 156 156
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Credit Depth of Information Index 2013 2014 2015 2016 2017

Credit information index measures rules affecting | Nepal 0 0 0 0 0
Fhe scope, acce§sibility, and quality of cret_iit Bangladesh 0 0 0 0 0
information available through public or private .
credit registries. The index ranges from 0 to 8, Camhbodia 5 5 5 6 6
with higher values indicating the availability India 7 7 7 7 7
of more credit information, from either a public Lao PDR 0 0 5 5 5
registry or a private bureau, to facilitate lending .
decisions. Sri Lanka 6 6 6 6 6
Uganda 0 0 7 7 7

0=less information to 8=more information.
Source: World Bank, Doing Business Project
Interest rate spread 2007 2008 2009 2010
Interest rate spread (lending rate minus deposit Nepal 5.75 5.60 5.50 4.38
rate) is the. interest rate cha.rged by panks on Bangladesh 564 534 5.51 5.01
loans to prime customers minus the interest rate .
paid by commercial or similar banks for demand, | Cambodia
time, or savings deposits. India
Source: World Bank, World Development Indicators Lao PDR

MMENT: WHERE DID YOU GET INTEREST RATE S Lanka i 5 200 332
L0 : ou ¢ S Uganda 9.84 9.78 11.20 12.49

SPREAD FOR LAO PDR? I DIDN'T FIND IT IN THE
WORLD BANK DATASET?]

3.8. Physical infrastructure

The development of sustainable enterprises critically depends on the quality and quantity of
the physical infrastructure available, such as physical facilities and transportation systems.
Access to water and energy also play a pivotal role. All of these factors directly influence
business in every country. In Nepal the high cost of transport and energy, combined with
a challenging business environment, inhibit the growth of productive enterprises.'?” Poor
connectivity inhibits economic growth by increasing transport costs, limiting access to jobs
and social services, hindering trade with neighbours, and undermining the development
of competitive industries, which in Nepal's case would be high-value agriculture, agro-
processing, and manufacturing.1?8

On 15 April 2015, Nepal suffered a massive earthquake of 7.8 magnitude and aftershocks
that killed over 9,000 people and destroyed housing and infrastructure; reconstruction
costs have been valued at over USD 7 billion.'?° In addition to natural disasters, Nepal's
geography poses a significant barrier to the improvement of infrastructure, particularly in
communications and transport. The Himalayas to the north of the country and the lowland
plains with rivers that frequently change course pose a challenge to the construction of
roads.!3° In the monsoon a lot of existing roads become unusable, including a large proportion

127 ODI, June 2014.

128 ADB, 1 December 2016.
129 CRS, 4 December 2015.
130 World Highways, 2014.
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of rural road connections.!3' Seventy-four percent of rural roads constructed by the local
bodies and 35% of roads constructed by the Department of Roads (DOR) were unusable in
2016.1%

Land transportation is the most utilised mode of transport in Nepal and is key for rural
Nepalis in order to access many basic services. In 2007, Nepal had 10,142 km of surfaced
roads and a further 7,140 km of unsurfaced roads; of the 75 district headquarters, 15
had no direct road connection and at least 33% of the population lived at least a 2 hours
walk from a road.!*® In 2016, 5% of district core network roads were black topped, while a
further 23% were gravel surfaced; there were also 31,904 km of village roads connecting
to the district road network, of which 2% were black topped and 22% had a gravelled
surface.'® Roads carry about 90% of the overall passengers and goods in the country,
but Nepal also has the lowest road density among South Asian countries, with 14km of road
per 100 square km, and .90km of road per 1,000 people in 2016.135

The dependence on roads is high, and public transport is important but sparse. The ownership
of vehicles has increased substantially--in 1992 there were just 48,188 registered vehicles
in the Kathmandu Valley and in 2017 this had increased to 1,042,856, including those
in other parts of the country, and entering from India and China there were an estimated
2,783,428 vehicles registered in the country in 2017.13¢

Transport infrastructure plays a significant role in the growth of the agricultural sector, as
well as in tourism. Better transportation systems, particularly with respect to India and
China, are crucial for incomes in agriculture to rise. There is only one reliable road linking
Kathmandu Valley to India, and the development of a new route would have significant
economic benefits.!®” There is investment in improving strategic trade routes to improve
connections with India and China, including improving bridges and facilities along the roads.

Air travel is relatively well developed in Nepal. There are over 40 airports, most of which
have well surfaced runways, but air safety records are patchy due to the high altitude and
poor weather condition at many of these.'3® The nearest seaport is Kolkata, in India, which
is about 900 kilometres from Kathmandu.!3? In recent years several transport infrastructure
improvement projects have been approved involving international donors.

Electricity supply is inadequate in Nepal and expensive. A large proportion of people living
in rural areas, and remote districts do not have access to electricity, and this shortage affects
manufacturing and the industrial potential as well. Nepal has an estimated 40,000 MW
of commercially viable potential hydroelectric power that could be a significant source of
income and part of the solution to South Asia’s growing energy needs.!4°

131 World Highways, 2014.

132 DOLIDAR 2016

133 World Highways, 2014.

134 DoLIDAR 2016.

135 ADB, 1 December 2016.

136 Department of Transport Management, Government of Nepal (2073/74).
137 Department of Transport Management, Government of Nepal (2073/74).
138 World Highways, 2014.

139 U.S. Department of State, July 2016.

140 U.S. Department of State, July 2016.

Enabling Environment for Sustainable Enterprises in Nepal

65



66

Urbanisation has been growing at a rate of about 6% since the 1960s and urban infrastructure
has not developed at the same rate.'*! Aside from Kathmandu and Pokhara, much of the
urban population in Nepal is located in the Terai, through which most of the country’s trade
activities flow, as it borders India.1*?

m Perception of the Situation of Physical Infrastructure

PERCEPTION OF ENTERPRISES ON PHYSICAL INFRASTRUCTURES

® Roads = Airport Electricity = Water and sewage ™ Telecommunications
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Source: EESE Survey

Respondents from the EESE survey generally perceived the situation of physical infrastructure
in Nepal to be satisfactory or poor. From the figure above, it can be observed that the highest
proportion of respondents felt roads and water and sewage to be in poor condition, while
airports, electricity, and telecommunications were perceived to be in a satisfactory condition.
Relatively, telecommunications were perceived to be better than any other infrastructure.
38% of the respondents felt telecommunications to be good and 9.8 perceived them to be
very good.

When asked about factors affecting informal enterprises the largest number indicated that
poor infrastructure was the most pressing issue, with 86.7% of respondents citing this as the
major factor. This was followed by the high cost of inputs, mentioned by 85% of respondents,
and low market demand for products, as cited by 83.5% of respondents.

The Quality of Overall Infrastructure Index reveals whether a country's infrastructure is
underdeveloped or extensive and efficient based on a range from 1 to 7 with higher values
indicating better performance. Nepal and Bangladesh have the lowest value in comparison
with the other countries, at 2.9 in 2017. India has the highest value of 4.6 in the same year.

141 ADB, 25 September 2017.
142 ADB, 25 September 2017.
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m Quality of Overall Infrastructure Index

Quality of Overall Infrastructure Indicator
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Source: WEF Global Competitiveness Reports (higher number corresponds to better infrastructure).

The Quality of Port Infrastructure Index reflects the level of development of port facilities and
inland waterways on a range from 1 to 7, with higher values indicating better development.
On this indicator, as well, Nepal performs worst among the comparison countries. In 2012,
the value was 2.7, and in 2017 this has slid to 1.6. The next highest value was Lao PDR,
with 2.3 in 2017, and India has the highest value with 4.6 in the same year.
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m Quality of Port Infrastructure Index
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Key Indicators

Electric power consumption (kWh per

capita) 2009 2010 2011 2012 2013 2014
_ _ Nepal 97.5 1025 1146 1180 1314  139.1
Electric power consumption measures the | papoiaqech 2192 2398 257.6 2749 2928  310.04
production of power plants and combined .
heat and power plants, less transmission, Cambodia 128.0 1443 1652 2073 2216 2714
distribution, and transformation losses, and | India 600.2 6421 6985 7248 7656  805.6
own use by heat and power plants. Lao PDR
Source: World Bank, World Development Sri Lanka 426.2.  461.1 5042 5243 5257 5313
Indicators Uganda
Improved water source (% of population 2010 2011 2012 2013 2014 2015
with access)
. Nepal 87 88 88.9 89.8 90.7 91.6
Access to an improved water source refers | puoaqech 835 842 848 855 862  86.9
to the percentage of the population with .
reasonable access to an adequate amount | Cambodia 64.2 665 688 11 134 755
of water from an improved source, such as India 90.3 91.3 92.2 93.1 94.1 94.1
a household connection, pUblIC Staﬂdplpe, Lao PDR 67.5 69.5 715 73.5 75.5 75.7
borehole, protected well, or spring, and .
rainwater collection. Unimproved sources Sri Lanka 9L1 922 933 945 956 956
include vendors, tanker trucks, and Uganda 72.5 74.2 75.8 77.4 78.9 79
unprotected wells and springs. Reasonable
access is defined as the availability of at
least 20 litres a person a day from a source
within one kilometre of the dwelling.
Source: World Bank, World Development
Indicators
Quality of Overall Infrastructure Index 2013 2014 2015 2016 2017
Survey data: _“General infrastructure in Nepal 2.9 2.9 2.7 2.6 2.9
your country is: 1 = underdeveloped, 7=as | popojagesy 2.8 28 28 28 29
extensive and efficient as the world’s best. )
Cambodia 3.9 3.4 3.4 3.4 3.4
Source: World Economic Forum, The Global India 3.0 37 4.0 45 46
Competitiveness Report. Lao PDR 14 13 3 37 33
Sri Lanka 48 5.0 5.1 44 3.9
Uganda 34 35 35 3.4 3.3
Quality of Port Infrastructure Index 2012 2013 2014 2015 2016 2017
Survey data: “Port facilities and Nepal 2.7 2.7 2.2 16 16 16
inland waterways in your country are: Bangladesh 33 35 37 36 36 36
1=underdeveloped, 7= as developed as )
the world’s best. For landlocked countries Cambodia 4.2 4.0 3.6 3.7 3.7 3.7
this measures the ease of access to port India 4.0 4.2 40 4.2 4.2 4.6
facilities and inland waterways.” Lao PDR 26 26 929 929 93
Source: World Economic Forum, The Global Sri Lanka 4.9 4.2 4.2 43 4.3 45
Competitiveness Report, Uganda 38 34 28 25 25 26

(Footnotes) 1

World Bank: World Development Indicators

2 World Bank: World Development Indicators.
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3Socia| Elements

Indicators assessing social elements of an enabling environment for sustainable

enterprises*®

Public expenditure on health (% of GDP)

0ld Age Expenditure (% of GDP)

Social Indicators

—o— Nepal —e— Bangladesh —e— Cambodia —e= India -~ ® Lao PDR —e— Sri Lanka —e= Uganda

New business density

Coverage by Health Care (% of total health care) Education Index

Labour Productivity

Labour Skills

Firms Offering Formal
Training (% of firms)

Public Social Security

Expenditure (% of GDP) Extent of staff training

Literacy Rate, youth total
(% of people ages 15-24)

——
Labour Force Participation Rate GINI Coefficient

Gender Inequality Index (GlI)

* the values for the individual indicators have been harmonized for better presentation and formatted so
that the further from the centre a data point is, the better the country’s performance in that regard. The
original indicator values are included in the chapters.

There are significant barriers to entering the formal economy and to entrepreneurship
that can only be overcome by improving human resources.

Asthe economytriestoshift away from a dependence on agriculture, entrepreneurship
and the promotion of SMEs are addressed in a variety of government programmes.

In Nepal poverty is both a cause and a result of limited access to education,
historically and at present.
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| More policies targeting youth have been implemented since the end of the civil war,
with young people recognized as a priority group in national planning.

| In 2009, the GoN began implementation of a School Sector Reform Program,
to restructure education in hopes of boosting school retention rates and overall
enrolments; vocational streams were also introduced at the secondary level.

Women face many challenges to participating equally in economic growth.
The rural and informal economies are highly feminised.

Women face traditional forms of discrimination in terms of property ownership.

The 2015, the constitution recognized rights for sexual minorities but LGBT people
face harassment from authorities and citizens, particularly in rural areas.

| Several forms of social protection exist in different sectors, but they do not have a
systematic overarching policy framework to guide them.

[ | A draft National Framework for Social Security, prepared by the National Planning
Commission is still being developed.

[ | Extending social protections to workers in the informal economy is one of the
emerging issues in Nepal.

4.1. Entrepreneurial culture

One of the most important pillars for the development of society is entrepreneurial culture.
Entrepreneurs make significant contributions to GDP and in many countries represent the
main engine for global economic development. Micro, small, and medium sized enterprises
have been accepted as an engine of economic growth, and of promoting inclusive growth,
which makes them key to development. Particularly in countries like Nepal, which are heavily
dependent on imports, it is important to first seek opportunities for local production and
innovation in these sectors.

While barriers to economic and social development exist for many sections of the population,
specific groups are particularly marginalised when it comes to participating in economic
processes--women, youth, persons with disabilities and rural populations have significant
hurdles to entrepreneurship, and entering the formal economy. Given the constraints on
women in the workplace, women often enter the informal economy as micro entrepreneurs.
These informal enterprises are nearly always household ventures, and even informal urban
enterprises have ten workers or fewer, usually family members who do not receive formal
salaries or have fixed working hours.

As the economy tries to shift away from a dependence on agriculture, entrepreneurship and
the promotion of SMEs are addressed in a variety of government programmes. The Ministry of
Industry (Mol) has recognised that promoting entrepreneurship is a key factor for industrial
growth and holds events to raise awareness among youths and other potential investors about
the role it plays in economic prosperity and the entire development process.! Summits have
been planned to promote start-up culture, to help potential entrepreneurs execute business
ideas and find the necessary capital.? Additionally, the Mol has formed a Start-up Committee
that is meant to work towards entrepreneurship development in the country.?

1 The Himalayan Times, 24 April 2017.
2 The Himalayan Times, 24 April 2017.
3 The Himalayan Times, 24 April 2017.
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FNCCI has made promoting entrepreneurship one of their key mandates. The Department
of Cottage and Small Industries, under the Mol implements various entrepreneurship
development programmes.* A Federation of Woman Entrepreneurs’ Associations of Nepal
(FWEAN) was established in 2003, which is an apex body of women’s entrepreneur’s
associations, and is a focal point for interaction with the government, as well as international
organizations and stakeholders in the promotion of entrepreneurship for women.® The
Industrial Enterprise Development Institute, a national resource organization committed to
entrepreneurship development, provides training,

consultancy, and research facilities to the SME sector.® Some private sector organizations
also provide business advisory and consultancy services for SMEs.’

In 2009 the Youth and Small Enterprise Self-Employment Fund was launched, targeting
mainly unemployed youth and small business owners who would be provided with collateral-
free low-interest loans as seed capital to start enterprises.® This has been done in partnership
with FNCCI, but implementation has been difficult due to limited participation of private
banks and financial institutions.®

Entrepreneurs are engaged in activities in a variety of sectors across the country--construction,
trading, services, handicrafts, for example, but they have poor access to finance, poor access
to training to improve their business development, and poor access to markets. Market
development and linkages need to be prioritised, alongside credit availability and skills
building, to create an environment that encourages entrepreneurship. While there are several
projects proposed and being implemented to further entrepreneurship at the district or sector
level, there is relatively little literature on the state of entrepreneurship in Nepal overall.!°

Many other different initiatives exist to promote private sector development--all of these,
however, serve people who already have the skills that many persons in Nepal lack, basic
numeracy, literacy, and business development skills; improving the standard of basic human
resources is necessary before the following opportunities can be availed of. Poor infrastructure
is a serious barrier to accessing markets and rural economic development. Just improving
transportation facilities alone would promote the ability to scale-up business operations
and allow rural entrepreneurs in particular to better physically access markets. Inadequate
systems of communication and transportation affect flows of information that are vital for
entrepreneurs to function and make business related decisions.

The EESE survey respondents in general perceive that the rights of the workers are addressed
while designing and implementing entrepreneurship promotion activities. 66.8% of
respondents felt that workers’ rights are usually or sometimes included in entrepreneurship
promotion activities. 15.8% of respondents felt that the activities rarely or more often do not
explicitly address the concerns of workers.

Asian Productivity Organization, 2007.
FWEAN, 2017.

Asian Productivity Organization, 2007.
Asian Productivity Organization, 2007.
World Bank, 2013.

World Bank, 2013.

10 Dana, 2014.
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FIOCER Inclusion of Worker’s Rights in Entrepreneurship Promotion Activities

INCLUSION OF WORKERS’ RIGHTS IN ENTREPRENEURIAL ACTIVITIES

34.06374502 30 66932271
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4.581673307
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|

[

WIDELY INCLUDED ~ USUALLY SOMETIMES RARELY ~ NOTINCLUDED  DON'T KNOW
INCLUDED INCLUDED INCLUDED

Source: EESE Survey

When asked about the attitude of youth towards entrepreneurship, 14.5% of respondents
found young people to be extremely positive towards entrepreneurship, and 45.2% of
respondents found them to be positive. 25.7% of respondents found young people to have
a neutral attitude towards entrepreneurship, while 6.4% were sometimes negative, and 5%
were negative.

w Attitude of Young People Towards Entrepreneurship

ATTITUDE OF YOUNG PEOPLE TOWARDS ENTREPRENEURSHIP

14.54
4622

Very positive Positive Neutral Sometimes Negative Don’t know
negative

Source: EESE Survey

Almost half of the survey respondents perceived no difference between young men and
women in terms of their attitude towards entrepreneurship. 49.8% of respondents found
young men and women to have similar attitudes, 18.5% thought men had a slightly more
positive attitude, 10.5% thought women were generally much more positive, 9.8% thought
women where slightly more positive than men, and 6.2% thought men were generally much
more positive than women.
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FIOTCRH Attitudes to Entrepreneurship by Gender

ATTITUDE TOWARDS ENTREPRENEURSHIP BETWEEN YOUNG MEN AND YOUNG WOMEN

Young women are generally slightly more positive

about entrepreneurship 9.760956175

Young women are generally much more positive
about entrepreneurship

Young men are generally slightly more positive
about entrepreneurship

Young men are generally much more positive
about entrepreneurship

9.960159363

18.52589641
6.175298805
49.80079681

They are similar

Don’t know 3.784860558

Source: EESE Survey

When asked about important reasons that prevented young people from starting their own
businesses, financial risk (59%), the poor educational system (52%), and lack of training
and skills for starting an enterprise (50%) were the three most commonly selected factors
among the survey respondents.

FIU1IYH Factors Preventing Entrepreneurship

Most important reasons that prevent young people from starting their business

mlm)?m3
167

Education Preference of Lack of start- Bureaucratic Financial Funding Skills and Idea of career
system wage jobs up information  hassles risk training option

Source: EESE Survey

Apart from the willingness to establish their own enterprise, entrepreneurs require a set of
relevant skills and capabilities to start their own enterprise. 17% of the survey respondents
thought that the majority of youth possess the skills and capabilities required for starting a
business; 45% thought some young people had the skills; 20% thought a few young people
had the skills; 9% thought none had the skills; and 9% said they did not know.

Enabling Environment for Sustainable Enterprises in Nepal

75



76

Perceptions ahout the Skills of Youth to Start Their Own Enterprise

PROPORTION OF YOUTH HAVING SKILLS AND
CAPABILITIES TO START THEIR OWN ENTERPRISE

Don't know

Majority have

None have
9%

Few have

Some have

Source: EESE Survey

When asked about access to business start-up training most survey respondents found this to
be moderate, at 41%, while 24.9% thought there was low access, and 21.3% thought there
was very low access. 6.4% of survey respondents thought there was high access to training,
and only 2.4% thought there was very high access.

When asked about training and support services for new enterprises, 50% of survey
respondents found these to be poor (35%) or very poor (15%). 25.8% of respondents found
the support services for new enterprises to be medium, while 15.8% said they did not know.
Merely 5.8% of respondents found the support and training services to be good, while 2.5%
found them very good.

The GoN has been currently providing a range of services to informal enterprises. Of these
the largest proportion found the provision of the simplified registration process to formalize
the informal businesses the most useful, followed by training programmes for workers and
staff to build capacity, tax benefits, social security benefits, access to finance, and access
to tenders.

Survey respondents had higher expectations of support services for enterprises from the GoN
than the non-government sector. The leading services expected from the government included
new enterprise support for the elaboration of business plans, (26.7% of respondents),
information regarding the legal requirements of documents and orientation of procedures
(25.8%), and technical training (20%). From the private sector, 24.2% of respondents
expected business counselling, and the same proportion expected important information
related to the market. Similar to the expectation from the government, 15.8% of survey
respondents also expected technical training from the non-government sector.

Additionally, 66.7% of survey respondents found there to be no difference between the skills
and capabilities of young men and young women; 10% of respondents thought men had
slightly more skills; 8.3% thought young women had slightly more skills; 4.2% each thought
young men and young women had a lot more skills and capacities; and 5.8% said they did
not know.
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Perception of Access to Entrepreneurship Training

access of business start-up to entrepreneurship training and business services
41.03585657
21.31474104 24.90039841
- — ||
Very low Low Moderate High Very Don’t know

Source: EESE Survey

In terms of women-targeted enterprise support programs, more than half of the women
respondents, 53.9%, got an opportunity to participate and display their products at women'’s
trade fairs and exhibitions at the regional, national, or international level. A significant 43.1%
of women entrepreneurs participated in the training programs to support their businesses.
Additionally, 35.3% of the women surveyed received business counselling and mentoring.
21.6% of respondents had access to a loan programme for women entrepreneurs, while
16.7% availed of the services of a women'’s business support centre, and 12.7% participated
in a government procurement programme targeted at women business owners.

PN Participation in Different Initiatives Targeted at Women

PARTICIPATION IN WOMEN TARGETED ENTERPRISE SUPPORT PROGRAM

Business counseling or mentoring programme _ 3529411765

for women entrepreneurs
Women'’s trade fair or exhibition (regional, I 5392156863
national or international) )

Government procurement programme targeted
to women business owners AR 12.74509804

Services of a women’s business support/
enterprise centre _ 1666666661

Entrepreneurship (or self-employment)
training programme for women entrepreneurs I 431372589

Loan programme for women entrepreneurs [N 2156862745

Source: EESE Survey
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HEOICEIE New Business Density

Newly Registered Companies per 1000 working

age people (ages 15 - 64)
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(Note: the vertical axis represents the number of new registrations per 1000 people aged

15-64)

The New Business Density indicator shows the number of newly registered limited liability
companies per 1,000 working-age people (15-64) in a particular year. Over the past few
years, Nepal has improved, going from 0.6 in 2008 to 1.0 in 2016. Bangladesh and India
score 0.1 in years from 2008 up to now and rank among the lowest in the comparison
countries. Nepal looks like a much more attractive economy in which to start a business.

Key Indicators

year.

Indicators

New Business Density

The number of newly registered limited
liability companies per 1,000 working-
age people (those ages 15-64) in that

Source: World Bank, World Development

Nepal
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4.2. Education, training and lifelong learning

The development of a skilled workforce and the expansion of human capabilities through high-
quality systems of education, training, and lifelong learning are important for helping workers
to find good jobs and helping enterprises to find the skilled workers they require. A well-
educated and skilled workforce is key to economic and social development, and the lack of
a well-educated and skilled workforce is often a significant challenge for emerging countries.
In Nepal poverty is both a cause and a result of limited access to education, historically and
at present. Aligning education and training with economic policies and ensuring coordination
in skills development is crucial to promoting inclusive and sustainable growth.!!

The Ministry of Education (MoE) oversees policies relating to education at all levels. A Ministry
of Youth and Sports was established in 2008 that oversees youth training programmes to
help young people seeking to enter the workforce.'? Entrepreneurship training is provided
by the Vocations and Skill Development Training Centre, under the Ministry of Labour
and Employment, and the Office of Cottage and Small Industries (under the Ministry of
Industries).!3

More policies targeting youth have been implemented since the end of the civil war, with
young people recognized as a priority group in national planning.!* The 2010 National
Youth Policy targets historically marginalized and conflict-affected youth, alongside Dalits,
women, indigenous people, displaced, and differently-abled people as needing increased
access to things like vocational training and capacity building, but concrete steps toward
implementation have not been specified.!® Each year about 450,000 youth enter the labour
market, and they need marketable skills as a matter of urgency; many seek employment
in neighbouring countries or the Middle East, largely in low-skilled jobs due to a lack of
opportunities in Nepal.'®

In 2009 the GoN began implementation of a School Sector Reform Program (SSRP) to
restructure education in hopes of boosting school retention rates and overall enrolments;
vocational streams were also introduced at the secondary level.!” Among other things, the
SSRP gave policy directions on increasing access to technical and vocational education
and training (TVET) for disadvantaged students and assuring the quality and relevance of
TVET programmes to the world of work.!® There is a need for practical, result-oriented TVET
programmes that respond to labour market needs, which the new School Sector Development
Plan 2016-2023 acknowledges and is working towards.!®

TVET in Nepal is offered by public and private institutions; it is overseen by the Council for
Technical and Vocational Training that was established in 1989.2° The 2015 constitution
makes primary education compulsory across Nepal. Basic education, from grades one to eight,
is free and compulsory, while secondary education, from grades nine to twelve is neither.?!

11 ADB, 2015.

12 World Bank, 2013.

13 World Bank, 2013.

14 World Bank, 2013.

15 World Bank, 2013.

16 ADB, 2015.

17 World Education News + Reviews, March 2013.
18 UNESCO, January 2014.

19 GoN: Ministry of Education, October 2016.

20  World Education News + Reviews, March 2013.
21 U.S. Department of State, 2016.
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The formal education structure of Nepal consists of eight years of basic education from
grades one to eight, four years of secondary education till grade 12, and three to seven years
of higher education towards undergraduate and types of postgraduate degrees.?? Technical
education can take from some months to up to three years. The MoE has endorsed a guideline
for the increased use of ICTs in school education, but human resources and skills for this are
still lacking.?® Public education is poorly resourced in Nepal, and rural schools in particular
have poor performance rates.?*. Teacher absenteeism is reportedly high in public schools.?®
Resource gaps, human and financial, impact the delivery and planning of TVET as well, as
there is a shortage of qualified and trained instructors.?®

The last census was in 2011; the population was 26.5 million, 34.9% of whom were under
the age of fourteen, 59.8% between 15 and 64 years of age, and 5.3% aged 65 years
and above.?” Net enrolment in primary education and secondary education have increased
substantially in the last decade. Statistics from 2016 indicated a net enrolment rate of
96.6% in primary education.?® Based on estimates from 2015, literacy rates, defined as
people over the age of 15 who could read and write, were 76.4% for males and 53.1% for
females, bringing the total population literacy rate to 63.9%.2° A 2016 Ministry of Finance
report indicated that the literacy rate for the 15-24 age group had reached 88.6%.3°

According to the Ministry of Education, 34,500 classrooms in public and private schools
were destroyed in the 2015 earthquake and nearly 10,000 more suffered minor damages,
necessitating structural assessments before they could be used.3! Temporary learning centres
were established, and according to the Post Disaster Recovery Framework released in May
2016, the majority of children in earthquake-affected areas were able to access education
again.® Facilities for girls need to be improved; 31% of public schools do not have separate
toilets for girls.33

22 GoN: Ministry of Education, March 2013.
23 GoN: Ministry of Education, March 2013.
24 The Kathmandu Post, 23 March 2015.
25 The Kathmandu Post, 23 March 2015.
26 ADB, 2015.

27 ADB, 2015.

28 GoN: Ministry of Finance, 2016.

29 CIA World Factbook, October 2017.

30 GoN: Ministry of Finance, 2016.

31 U.S. Department of State, 2016.

32 U.S. Department of State, 2016.

33 U.S. Department of State, 2016.
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Perception of the Availability of Skilled Workforce

AVAILABILITY OF SKILLED WORKFORCE
34.06374502
23.10756972 20.91633466
16.13545817
I l 5.179282869
Generallyyes  There are minor skills  There are significant Generally no Don't know
deficit skills deficit

Source: EESE Survey

In terms of competent human resources, the significant majority of survey respondents,
34.1%, thought that Nepal generally has the skilled workforce required by the enterprises.
23.1% of survey respondents felt that there are minor skills deficits, 20.9% thought that
there were significant skills deficits, and 16.1% thought that there was generally a lack of
skilled workforce. 60.8% of the women surveyed were confident about having the necessary
skills and experience required by their enterprise.

Perception of Whether the Education System Meets the Needs of the Business Community

EDUCATION AND NEEDS OF THE BUSINESS COMMUNITY

37.84860558
33.26693227
13.34661355
10.15936255
. I 4.780876494
Meet all needs Meets most needs ~ Meet some needs Do not meet needs Don’t know

Source: EESE Survey

In terms of the needs of the business community, 37.8% of respondents from the survey felt
that the formal education system meets only some of the needs of the business community.
33.3% of survey respondents thought the education system met most needs of the business
community, 13.3% thought it did not meet the needs, and 10.3% thought it met all the
needs, while 4.8% said they did not know.
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HEOICKEH Perception of Investment of Businesses in Human Resource Development

INVESTMENT OF BUSINESSES ON HUMAN RESOURCE DEVELOPMENT THROUGH TRAINING
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Source: EESE Survey

In terms of investment for human resource development, a majority of the businesses were
seen as making a moderate investment. While 40.8% of respondents thought enterprises
made moderate investments for internal training, 35.3% of respondents thought enterprises
also made moderate investments for external training. 28.7% of survey respondents thought
businesses made a small investment in internal training, and 29.3% thought they made a
small external investment in training. 12.4% of respondents thought that businesses made a
large investment in internal training, while 9.4% thought businesses made a large investment
in externally training their personnel. 9.6% of respondents thought no investment was made
in internal training, and 13.9% thought no investment was made in external training for
personnel.

Perception of the Effect of Brain Drain on the National Economy

EFFECT OF BRAIN DRAIN ON NATIONAL ECONOMY

. Don't know
Positively 9o,
Neutral 5%_\

6%

Somewhat Very negatively

negatively

Source: EESE Survey
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A significant majority of the survey respondents perceived that the national economy is
negatively affected by the brain drain, at 59%. A full 28% of survey respondents thought the
impact of brain drain was somewhat negative, 6% were neutral, 5% thought the impact was
positive, and 2% did not know.

Public Spending on Education

Public Spending on Education (% of GDP)
5.00
4.50
4.00
3.50
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0.00
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Source: World Bank, World Development Indicators

The public expenditure on education indicator consists of current and capital public
expenditures on education, plus subsidies to private education at the primary, secondary,
and tertiary levels as a percentage of the GDP. In general, Nepal spends more than the rest
of the countries as a percentage of GDP, followed by India during the data provided. In 2015
Nepal spent 3.7% of its GDP on education, while in 2009 it spent 4.7%. In 2017-2018
NR 66.12 billion were allocated towards education related programmes, excluding those to
be implemented at the local level, which is 11.38% of a projected NR 580.98 billion in
expected total revenue collection over the year.3*

The second important indicator is the Education Index. The Education Index is measured
by the adult literacy rate and the combined primary, secondary, and tertiary gross enrolment
ratio. The adult literacy rate gives an indication of the ability to read and write, while the
gross enrolment ratio gives an indication of the level of education from kindergarten to
postgraduate education. Based on the data, Nepal, at 0.475, is in the same range as
Bangladesh, Cambodia, Lao PDR, and Uganda. In 2015 India performed a little better at
0.535, while Sri Lanka had the best value at 0.752.

34 GoN: Ministry of Finance, 29 May 2017.
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HEOMCEYA Education Index

Education Index
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With the indicator Extent of Staff Training, the World Economic Forum (WEF) Survey asks
business leaders to provide their expert opinions on the following: “The general approach
of companies in your country to human resources is: (1 = to invest little in training and
employee development, 7 = to invest heavily to attract, train, and retain employees).”

Extent of Staff Training

Extent of Staff Training

5

45

_ 4
b 35
E 3
g 25
3 2
= 15
= 1
3 05
0

2013 2014 2015 2016
m Nepal ® Bangladesh ® Cambodia ™ India ™ LaoPDR ®™ Srilanka m Uganda

Source: WEF, Global Competitiveness Reports

Note: Scale of 1 (least investment) to 7.

In regard to this indicator, Nepal recorded 3.3 in 2017, one of the lowest scores in the comparison group. India, at 4.5, recorded the highest value.
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Key Indicators

::‘;')"’ expenditure on education (as a % of 2009 2010 2011 2012 2013 2014 2015 2016
Nepal 47 36 38 38 35 40 37

Public expenditure on education consists of Bangladesh 1.9 21 22 20 25

current and capital public expenditure on .
education plus subsidies to private education at Cambodiia L7715 15 16 20 13

the primary, secondary, and tertiary levels. India 33 34 38 39 38

Source: World Bank, World Development EAD]EOR Ll L

Indicators silanka 21 17 18 15 16 19 22 35
Uganda 24 30 25 22 23

Education Index 2010 2011 2012 2013 2014 2015

It measures the educational attainment. The Nepal 0.443 0.458 0.466 0474 0475 0475

Education Index is measured by the adult literacy Bangladesh 0425 0443 0452 0454 0457 0457

rate and the combined primary, secondary, and .
tertiary gross enrolment ratio. The adult literacy | CGambodia 0442 0447 0451 045 0459 0459

rate gives an indication of the ability to read India 0478 0492 0506 0.515 0525 0.535
and write, while the gross enrolment ratio gives Lao PDR 0426 0444 0455 0465 0474 0474

an indication of the level of education from .
kindergarten to postgraduate education. It is Sri Lanka 0.739 0743 0744 0.751 0.752 0.752

a weighted average of the Adult literacy index Uganda 0.477 0459 0.454 0458 0.462 0.467
(with two-thirds weighting) and the combined
primary, secondary, and tertiary gross enrolment
ratio (Gross enrolment index [0, 100]) (with one-
third weighting).

Source:UNDP Human Development Reports
Extent of staff training

2013 2014 2015 2016 2017

The World Economic Forum (WEF) Survey asked Nepal 3.2 33 33 3.1 33
the business leaders to provide their expert Bangladesh 310 320 392 33 33
opinions on the following: “The general approach ) ) ' ' '

of companies in your country to human resources | Gambodia 4.00 3.90 3.7 3.5 3.7
is: (1=to invest little in training and employee India 4.20 3.90 472 46 45
development, 7=to invest heavily to attract, Lao PDR 4.20 430 4 38 38
train, and retain employees)”. .

Sri Lanka 4.20 4.10 4 4.2 41
Source: World Economic Forum, The Global Uganda 3.50 36 36 36 36

Competitiveness Report.
Labour force participation rate, in percent

2011 2012 2013 2014 2015 2016
The labour force participation rate is the Nepal 83.32 83.22 83.12 83.03 83.01 83.00
proportion of the population ages 15-64 thatare | papoiagesn 6220 6212 6207 6207 6215 6221

economically active: all people who supply labour .
for the production of goods and services during | Cambodia 85.37 8212 80.96 8082 80.88 80.95

a specified period. The labour force participation | India 5464 5397 5383 53.67 53.73 53.77
rate is calculated by EXDI'eSSing the number of Lao PDR 7734 7726 77.19 77.18 7739 7761
persons in the labour force as a percentage of .

the Working-age pOpUlatiOﬂ. The labour force is Sri Lanka 5441 5346 5385 51.93 5178 51.65
the sum of the number of persons employed and | Uganda 83.69 8439 85.03 8495 8497 84.99

the number of unemployed. The working-age
population is the population above a certain age,
prescribed for the measurement of economic
characteristics.

Source: ILO
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4.3. Social justice and social inclusion

Inequality and discrimination hinder the creation and growth of sustainable enterprises.
Explicit policies for social justice, social inclusion, and equality of opportunities for
employment are needed to promote the creation of an enabling environment. Income,
gender, and spatial inequities between rural and urban areas are rife in Nepal, and though
the Constitution goes a long way towards legislating against some of these there is a lot of
work to be done to achieve greater social justice and social inclusion.

Caste and ethnicity are highly contested issues in Nepal, with politics highly influenced by
different interest groups. The Panchayat system established in 1960 institutionalized further
the existing privileges of Kathmandu-based elites, and the systematic marginalization of Dalits
(untouchables in the caste system), Janajati (people living in the mountains speaking largely
Tibeto-Burman dialects), Madhesis from the Terai, and religious minorities.®> Landlessness,
ethnic discrimination, caste-based discrimination, and other social inequalities were primary
drivers for the dissatisfaction that fed into the Maoist-led armed insurgency.®® One third
of PLA fighters were women, many of them drawn to revolutionary politics because of the
opportunity to challenge the prevailing patriarchal system.3”

The new constitution declares Nepal to be a multi-caste, multilingual, and multicultural
country committed to eliminating discrimination, but members of the Hindu upper caste
dominate government and business, while lower castes, ethnic minorities, and members
of other religions face discrimination in the civil service, courts, and various aspects of
daily life.®® Despite the end of the war, regionally based socio-political cleavages persist in
Nepali society between Madhesi and other residents of the Terai and hill or Pahadi people.3°
Agitations have been stirred around the provision in the new constitution that full Nepali
citizenship only be allowed to those with two Nepali parents, as many residents of the Terai
have a parent from India.*° Dalits and Madhesis are often particularly discriminated against
socially and in the labour market.*! Caste-based discrimination is illegal, and efforts have
been made to protect the rights of Dalits, or so-called untouchables, and other disadvantaged
castes, but these efforts have limited success, especially in rural areas.*?

Women rarely have access to the same educational and employment opportunities as men.*3
They face many challenges to participating in economic growth, including gender-based
violence, lower incomes, and reduced participation in community planning. The informal
economy and indeed poverty are highly feminised in Nepal. Discrimination is greater in rural
areas, and despite the law providing many protections in terms of property inheritance, for
example, enforcement is weak.** Property rights for women have long been disputed, and
finally in 2002 legislation was passed allowing sons and daughters equal rights to inherit
property (the Civil Code bill), as well as protecting abortion rights, harsher sentences for

35 Yadav, 2016.

36 Yadav, 2016.

37 Al Jazeera, 2016.

38 Freedom House, 2017.

39 CRS, 4 December 2015.

40 CRS, 4 December 2015.

41 Freedom House, 2017.

42 U.S. Department of State, 2016.
43  Freedom House, 2017.

44 U.S. Department of State, 2016.
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child marriage, and harsher punishments for rape.*® It also protects the rights of widows to
claim a share of their husband’s property.*®

Violence against women and girls remains a serious problem in Nepal, and sexual violence
committed against women and men during the ten-year conflict remains largely unaddressed.*’
The practice of early and forced marriage of girls remains prevalent, limiting their access
to education and increasing vulnerability to domestic violence and sexual abuse.*® Child
marriage was banned in 1963, but the practice is still common in many families.*® According
to a 2011 Nepal Demographic Health Survey, 55% of women were married by the age of
18, 74% by the age of 20, and 95% by the age of 25; in comparison 70.80% of men
were married by the age of 25.5° Women who do not marry young are subject to social
stigmatisation.

The demand for dowry and other gendered customs continue, despite being made illegal.5!
Traditional practices such as expelling women and girls from homes during menstruation
continue in some areas of western Nepal, putting women and girls at risk of exposure to the
elements and infection, as well as disrupting access to education.5? Allegations of witchcraft
often negatively affect rural women, particularly widows, impoverished women, and Dalits.®3
Access to health is also gendered in Nepal, and reproductive health for women suffers; the
maternal mortality rate in Nepal was 380 deaths per 100,000 live births, safe abortions are
difficult to access even though abortions are legal, and the usage of modern contraception
methods is low.5

Labour migration abroad has increased; remittances as a share of GDP went from 14.9% in
2005-2006 t0 32.1% in 2015-2016.%° Malaysia, Saudi Arabia, Qatar, United Arab Emirates,
and Kuwait are the top destinations for Nepali migrant workers; though flows to India are
also very high, they are measured poorly.5¢ In an attempt to protect women from being
trafficked, there is a minimum age requirement of 24 years for women traveling overseas
for employment, though this does not stop migration through informal channels across the
Indian border.®” Based on 2014 estimates, urbanisation is at 18.2% with a 3.2% annual
rate of increase.%®

ILO figures on the labour force from 2014 indicate that it is comprised of 12 million people,
with a participation rate of 87.5% for men and 80.1% for women.® This gap narrows in rural
areas, though there are far fewer men in the labour force in rural areas than women, due to

45 Yadav, 2016.

46  Yadav, 2016.

47 U.S. Department of State, 2016.
48 U.S. Department of State, 2016.
49  Yadav, 2016.

50 Yadav, 2016.

51 U.S. Department of State, 2016.
52 Yadav, 2016.

53 U.S. Department of State, 2016.
54 Yadav, 2016.

55 ILO, January 2017.

56 ILO, January 2017.

57 U.S. Department of State, 2016.
58 CRS, 4 December 2015.

59 NLFS, 2008 (Page 55 of http://cbs.gov.np/image/data/Surveys/2015/NLFS-2008%20Report.pdf.)
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high rates of migration for work.®® The incidence of child labour is quite high, with 11% of
boys and 15% of girls aged 5-9 in the labour force and 47.2% of boys and 58.7% of girls
aged 10-14 in the labour force.®!

The earthquake of April 2015 and aftershocks displaced millions of people, and as of August
2016 about 20,000 people were still in camps.®? Internally displaced persons (IDPs) continue
to face challenges, particularly a lack of privacy and security for women and girls, access to
toilets, and very limited health care.®® In addition to IDPs from natural disasters there are
also IDPs from the civil war, with an estimated 78,700 people having been displaced from
1996 to 2006, a large proportion of whom were unwilling or unable to return home and
remained in urban areas.®

The 2015 constitution recognizes rights for sexual minorities, but LGBT people face
harassment from authorities and citizens, particularly in rural areas.®® Same-sex marriages
are legal, and passports which allow the holder to select a third gender were issued in
2015.% The constitution prohibits discrimination based on disability or physical condition,
but persons with physical and mental disabilities continue to be stigmatised and face
discrimination in employment in Nepal.®’

The GINI coefficient®® measures the extent to which the distribution of income (or, in some
cases, consumption expenditure) among individuals or households within an economy
deviates from a perfectly equal distribution. A value of O represents absolute equality, a value
of 100 absolute inequality. In 2011 Nepal had a value of 32.84; for comparison in the same
year India was at 35.15. Uganda had the poorest value with 41.01 in 2012.

Key Indicators

GINT coeficient 2007 2008 2009 2010 2011 2012

The GINIindex measures the extent to which the distributionof | Nepal 32.84
income (or, in some cases, consumption expenditure) among Bangladesh 32.13
individuals or households within an economy deviates from a £ '

perfectly equal distribution. A value of 0 represents absolute | Cambodia

equality, a value of 100 absolute inequality. India 35.15
Source: World Bank, Development Research Group. Data | 20 PDR 354 36.4
are based on primary household survey data obtained from | Sri Lanka 36.39 39.16
government statistical agencies and World Bank country Uganda 44.20 41.01

departments.1

(I couldn’t find Gini coefficient for Cambodia in the World
Bank data)

60 ILO, January 2017.

61 ILO, January 2017.

62 U.S. Department of State, 2016.

63 U.S. Department of State, 2016.

64  U.S. Department of State, 2016.

65 Freedom House, 2017.

66 Freedom House, 2017.

67 U.S. Department of State, 2016.

68 World Bank: World Development Indicators
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4.4. Adequate social protection

Providing citizens with access to key services, such as quality health care, unemployment
benefits, maternity protection, and a basic pension is key to improving productivity.
Protecting workers’ health and safety at the workplace is also vital for sustainable enterprise
development and productivity gains. Social protection policies are important in developing
and high-income countries, for the role they play in protecting the economically vulnerable
from shocks like interruptions to income and by improving equality of opportunity so that
families may escape poverty though educational and health attainments. Social protection is
key to inclusive growth and social stability.®®

Ongoing social security schemes are of three major types in Nepal--social insurance, social
assistance, and labour market interventions.”® Social insurance schemes include pension and
gratuity benefits run by the Employees’ Provident Fund, insurance for disability, maternity
leave, work-related injury, sickness, and survivors’ benefits.”! These are extended to employees
in the formal sector. Social assistance programmes include cash transfers, in-kind transfers,
primary health care, and basic education, which are generally financed by public spending or
directed donor funds.”? Labour market interventions include employment programmes, rural
community infrastructure works, TVET, skill and entrepreneurship development programmes,
and programmes directed at eliminating child labour, all of which are meant to facilitate
employment growth.”® In 2014, 27.3% of the total population were beneficiaries of at least
one form of social security, which was about 7.6 million people.”*

Several forms of social protection exist in different sectors, but they do not have a systematic
overarching policy framework to guide them. A draft National Framework for Social Security,
prepared by the National Planning Commission, is still being developed.”® A tax was
instituted in 2009-2010 to financial social security initiatives, but the details of these
benefit packages have not been designed; similarly, a Social Security Fund established in
2011 under the Ministry of Labour and Employment has not been able to take a leading
role in managing social protection due to low institutional capacity and weak coordination
between ministries.”®

The Labour Act of 2017 has provisions to help improve the enforcement of occupational safety
and health standards and makes provisions towards better social protection for workers.””
More than 90% of the economically active population is involved in the informal economy,
which means salaries below the minimum wage, poor employment security, lack of access to
public benefits, and poor working conditions.”® Extending social protections to workers in the
informal economy is one of the emerging issues in Nepal. The ILO has helped the GoN draft
a national framework for a social protection floor and provided support with the development
of social security programmes in the areas of maternity benefits, sickness benefits, workplace
accident and unemployment insurance benefits.”®

69 Daleetal, 2014.

70 ILO, 2017.

71 ILO, 2017.

72 1LO, 2017.

73 ILO, 2017.

74 1LO, 2017.

75 1LO, 2017.

76 1LO, 2017.

77  The Kathmandu Post, 2 January 2018.
78 1LO, 9 December 2016.

79 ILO, January 2016.
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The minimum wage for labourers has been set at NR 9,700 per month and is to be revised
every two years.® Minimum-wage laws apply to the formal and informal economy, but
enforcement is difficult in the informal economy. By law occupational health and safety
standards have been established that enterprises are meant to comply with, as have other
benefits, housing facilities, maternity benefits, and so on.8! Most factories in the formal
economy complied with laws on minimum wages and hours of work, according to the Ministry
of Labour and Employment, but implementation in the informal economy, particularly in
agriculture and domestic servitude, is very difficult.®?

Nepal's decade-long conflict® and the earthquake in 2015 have had adverse effects on the
health sector, with severe damage to infrastructure. Health indicators have improved since
the end of the war, including child mortality rates, maternal mortality rates, and vaccination
coverage, even though health services continue to suffer from being under-funded and
short-staffed.®*

Public Expenditure on Health

Public Expenditure on Health as % of GDP
3.50
3.00
2.50
& 2.00
g 150 — = —o
1.00
0.50
0.00
2009 2010 2011 2012 2013 2014
—o— Nepal —@— Bangladesh Cambodia == |ndia
—0=— |20 PDR Sri Lanka —e— Uganda

Source: World Bank, World Development Indicators

Based on available data for 2014, public expenditure on health as a percentage of GDP in
Nepal was 2.34%, which is higher than for any of the comparison countries, the next highest
being Sri Lanka at 1.96% in the same year, followed by Uganda at 1.80%. Bangladesh made
the lowest public expenditure on health, with just 0.79% of the GDP being spent in 2014,

When looking at coverage by health care, as a percentage of total health care, which measures
the percentage of total public and private health care expenditure not financed by private

80 U.S. Department of State, 2016.
81 U.S. Department of State, 2016.
82 U.S. Department of State, 2016.
83 ODI, August 2012.
84 ODI, August 2012.
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households’ out of pocket payments, Nepal was at 40.33% in 2014. Sri Lanka had the

highest at 56.06%, while Cambodia was lowest in the same year at 22.04%.

Coverage by Health Care
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Key Indicators

Public expenditure on health (% of GDP) 2009 2010 2011 2012 2013 2014
Public expenditure on health as a percentage of GDP— | Nepal 282 287 324 247 222 234
Public health expenditure consists of recurrent and capital Bangladesh 099 105 104 098 081 079
spending from government (central and local) budgets, ) ' ' ' ’ ' ’
external borrowings and grants (including donations | Cambodia 131 144 134 150 140 1.25
from international agencies and nongovernmental | India 122 116 118 118 129 141
organizations), and social (or compulsory) health Lao PDR 186 128 084 079 096 094
insurance funds. . ' ' ' ' ' '
Sri Lanka 1.54 155 138 1.22 210 1.96
Source: World Bank, World Development Indicators Uganda 181 312 263 215 209 1.80
Coverage hy health care (% of total health care) 2009 2010 2011 2012 2013 2014
Percentage of total (public and private) health care | Nepal 44.08 4458 48.18 41.86 39.04 40.33
expenditure not financed by private households’ out of Bangladesh 3406 3428 3299 3195 28.11 27.90
pocket payments (as a proxy indicator). ) i ' ' ' ’ '
Cambodia 20.65 24.20 23.75 24.10 23.56 22.04
Source: World Bank, World Development Indicators India 9790 27.13 27.14 26.97 28.41 30.04
Lao PDR 49.28 46.55 38.05 37.39 48.25 50.53
Sri Lanka 4557 4527 42.08 38.00 57.18 56.06
Uganda 21.52 28.28 28.97 28.40 27.94 2494

(Footnotes) 1 World Bank World Development Indicators.
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4Environmenta| Elements

Indicators Assessing Environmental Elements of an Enabling Environment for

Environmental Indicators

=@— \epal —®= Bangladesh Cambodia =@= |ndia -~ ®  Lao PDR Sri Lanka=—@= Uganda

Environmental Performance Index (EPI)

Population exposure to pollution
levels exceeding WHO guideline
value

Total Ecological Footprint

Exposure to pollution €02 Emissions

) Forest Area

* the values for the individual indicators have been harmonized for better presentation and formatted so that the further from
the centre a data point is, the better the country’s performance in that regard. The original indicator values are included in the

chapters.

The majority of the population of Nepal is dependent on agriculture for their livelihood, and
this makes environmental stewardship very important.

The geographic conditions across the country vary, from the highest peaks in the Himalayas
to fertile alluvial plains; the country is prone to both droughts and flooding.

As a result of climate change, Nepal is likely to experience higher temperatures, increased
rainfall, famines, and other extreme weather events.
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Pollution is low in Nepal as the environmental problems caused are those related to poverty rather
than those due to the growth of industry or increased transportation.

Urban air pollution is high.
Water scarcity is an increasing concern in urban areas.
The high population growth rate also puts pressure on the environment.

Nepal's performance on the Environmental Performance Index is poor, but it has managed to arrest
deforestation and to keep a steady forest area rate.

5.1. Responsible stewardship of the environment

Sustainable enterprise development is closely linked to responsible stewardship of the environment;
sustainable enterprise development requires appropriate regulations, incentives, and public
procurement policies that promote consumption and production patterns compatible with a
country’s environmental sustainability.

Nepal’s geography is characterised by mountainous terrain in the north, a central hill region, and the
Terai, or flat river plain, in the south. Nepal has 118 ecosystems, 75 categories of vegetation, and
35 types of forest, making biodiversity conservation a critical necessity.! The hydrology is largely fed
by the South Asian monsoon system, and the relationship between the timing, volume of monsoon
rainfall, and mountain landscape is complex but critical, as almost 65 percent of agriculture
is rain-fed.? Nepal is landlocked, dependent on agriculture, and vulnerable to natural hazards,
including severe thunderstorms, flooding, landslides, drought, and famines.® The dependence on
agriculture and high population growth rate point to a strong need for environmental stewardship.
Natural resource management needs improvement, and sustainable farming and tourism practices
must be implemented.

The rural poor, indigenous people, and women, in particular, are highly dependent on natural
resources for survival, and a great deal of the economy comes from climate-sensitive industries,
such as agriculture, forestry and eco-tourism.* Almost 90 percent of the population is dependent
on natural resources as their livelihoods’ base, and this represents 40 percent of the GDP.?

There have been several extreme weather events in the last few years, including longer droughts,
frequent flooding of rivers during summer due to glacial melts in the Himalayas, extended summers,
and heavy rainfall over short periods of time.® These events, influenced by climate change, have
affected crop productivity and food insecurity in the country, as the reduction in agricultural
productivity has led to high inflation in the food market.”

In 2005 the Ministry of Population and Environment was dissolved, and the Environment Division
merged with the Ministry of Science and Technology to form the Ministry of Environment, Science,
and Technology.? The Department of Environment, which is housed within this, implements policy

USAID, 17 October 2017

World Resources Institute, 2017.
CIA World Factbook, October 2017.
USAID, 17 October 2017.

UNDP, 10 August 2016.

The Diplomat, 12 August 2017.
The Diplomat, 12 August 2017.
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Jha, 2007.
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and laws related to the environment. National policies to address environmental issues and
climate change adaptation exist, as do sectoral level initiatives and legislation, but resources
for implementation are scarce.®

Environmental problems in Nepal are related to poverty, rather than an unmonitored growth
of industry and transportation, of which pollution is one of the side effects. Air pollution,
particularly in urban centres, is relatively high, largely caused by the increase in traffic.!° The
high rate of population growth puts great pressure on the environment. Poor water quality is
an issue in urban areas.!! Waste management and pollution are serious concerns in urban
areas, often leading to the pollution of groundwater. Sustainability and governance issues
are linked, and as Nepal establishes efficient governance mechanisms, so will its ability to
responsibly manage environmental issues increase.

The Environmental Performance Index is constructed through the calculation and aggregation
of several indicators reflecting national-level environmental data. These indicators are
combined into nine issue categories, each of which fit under one of two overarching
objectives. The EPI identifies broadly-accepted targets for environmental performance and
measures how close each country comes to these goals. Performance scores range from O to
100, where the higher a country’s EPI score, the better positioned it is to maintain favourable
environmental conditions into the future. Nepal ranked slightly ahead of Bangladesh and
India in 2018 in their EPI score, while Sri Lanka has consistently been the best performer
among the comparison groups in the study years.

Environmental Performance Index

= 70.00
= 60.00
2 50.00
2 40.00
;§ 30.00
E 20.00
3 10.00

0.00

2010 2014 2016

B Nepal M Bangladesh ™ Cambodia ™ India ™ LaoPDR ™ SriLanka M Uganda

Source: Yale Center for Environmental Law and Policy!?
Note: the higher score corresponds to the better performance.

9  Jha, 2007.

10 International Institute for Environment and Development, 7 June 2016.

11 The Kathmandu Post, 29 September 2016.

12 Yale University’s Yale Center for Environmental Law and Policy (YCELP) and Columbia Univer-

sity's Center for International Earth Science Information Network (CIESIN).
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The Forest Area indicator has remained stable in Nepal between 2010 and 2015, at 44.5
percent of the land area. Only Cambodia and Lao PDR had a higher percentage of forest
cover, with Lao PDR highest at 81.29 percent in 2015. Bangladesh and Uganda have the
lowest forest cover at 10.98 percent and 10.36 percent in 2015. India was at 23.77 percent
in 2015, similar to Nepal, while Sri Lanka was at 33.01 percent.

Forest Area (% of land area)
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Source: World Bank, World Development Indicators

Nepal's low carbon dioxide emissions are primarily an indicator of low industrial production.
At 0.3 metric tons per capita emitted in 2014 it is the lowest among the comparison countries
except for Uganda, which emitted 0.1 metric ton in the same year. India was highest at 1.7
metric tons per capita in 2014, followed by Sri Lanka at 0.9.
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Environmental Performance Index (EPI)

2010 2014 2016 2018
The 2014 Environmental Performance Index Nepal 37.00 50.21 314
(EPI) is cqnstructeq through the cal_culation and Bangladesh 44.00 2561 1177 9295
aggregation of 20 indicators reflecting national- )
level environmental data. These indicators Cambodia 41.70 35.44 51.24 43.2
are combined into nine issue categories, each India 48.30 31.23 53.58 30.6
of _whigh fit under one of ’_[wo overarching Lao PDR 59.60 4037 50.29 429
objectives. The 2008 Environmental Performance .
Index (EPI) ranks 149 countries on 25 indicators Sri Lanka 63.70 53.88 65.55 60.6
tracked across six established policy categories: | Uganda 49.8 39.18 57.56 44.2

Environmental Health, Air Pollution, Water
Resources, Biodiversity and Habitat, Productive
Natural Resources, and Climate Change.

Performance score from 0 to 100. The higher a country’s EPI score, the
better positioned it is to maintain favourable environmental conditions
into the future. Note methods for calculating EPIs in different years are
The EPI identifies broadly-accepted targets for | not same, and hence the scores across different years are not directly
environmental performance and measures how | comparable.

close each country comes to these goals.

Source: Yale Center for Environmental Law and

Policy

€02 emissions (metric tons per capita) 2008 2009 2010 2011 2012 2013 2014
Carbon dioxide emissions are those stemming Nepal 01 02 02 02 02 02 03
from the burning of fossil fuel_s and the Bangladesh 03 04 04 04 04 04 05
manufacture of cement. They include carbon .

dioxide produced during consumption of solid, Cambodia 03 03 04 04 04 04 04
liquid, and gas fuels and gas flaring. India 1.3 1.4 1.4 1.5 1.6 1.6 1.7
Source: World Bank, World Development Lao PDR 02 0.2 03 0.3 03 02 03
Indicators Sri Lanka 06 07 07 07 08 08 09

Uganda 01 01 01 01 01 01 01

Forest area (% of land area) 2010 2011 2012 2013 2014 2015

Forest area is land under natural or planted Nepal 2536 2536 2536 2536 2536 25.36
stands of trees of at least 5 meters in situ, Bangladesh 1108 11.06 11.04 1102 11.00 1098
whether productive or not, and excludes tree .

stands in agricultural production systems (for Cambodia 57.18 56.46 55.74  55.02 5430 53.57
example, in fruit plantations and agroforestry India 2347 2353 2359 2365 2371 2377
systems) and trees in urban parks and gardens. | |30ppR  77.19 7801 7883 7965 80.47 8129
Source: World Bank, World Development Sri Lanka 33.54 3343 3332 3322 3311 33.01
Indicators Uganda 1373 13.06 1238 1171 11.03 10.36
5. Assessment Results and Ways Forward

The final results of the assessment of the enabling environment for sustainable enterprises
in Nepal indicate that there is scope for improvement across all the pillars.
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