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Preface

The primary goal of the ILO is to contribute, wittember States, to achieve full and
productive employment and decent work for all, inithg women and young people, a goal
embedded in the ILO Declaration 2008 $acial Justice for a Fair Globalization, ahd
which has now been widely adopted by the intermaticommunity.

In order to support member States and the socréhgra to reach the goal, the ILO
pursues a Decent Work Agenda which comprises faterrelated areas: Respect for
fundamental worker’s rights and international labstandards, employment promotion,
social protection and social dialogue. Explanatiohthis integrated approach and related
challenges are contained in a number of key doctsnanthose explaining and elaborating
the concept of decent wdrkn the Employment Policy Convention, 1964 (No2)l2nd in
the Global Employment Agenda.

The Global Employment Agenda was developed by th® through tripartite
consensus of its Governing Body's Employment andigbd?olicy Committee. Since its
adoption in 2003 it has been further articulated emade more operational and today it
constitutes the basic framework through which th@ pursues the objective of placing
employment at the centre of economic and sociatipst

The Employment Sector is fully engaged in the impatation of the Global
Employment Agenda, and is doing so through a lasg@e of technical support and
capacity building activities, advisory services gulicy research. As part of its research
and publications programme, the Employment Sectomptes knowledge-generation
around key policy issues and topics conforming e tore elements of the Global
Employment Agenda and the Decent Work Agenda. Téwtad8s publications consist of
books, monographs, working papers, employment tepmd policy briefé.

The Employment Working Papeseries is designed to disseminate the main firsding
of research initiatives undertaken by the varioepadtments and programmes of the
Sector. The working papers are intended to enceueaxghange of ideas and to stimulate
debate. The views expressed are the responsibflitie author(s) and do not necessarily
represent those of the ILO.

José Manuel Salazar-Xirinachs
Executive Director
Employment Sector

! See http://www.ilo.org/public/english/bureau/dgmithload/dg_announce_en.pdf

2 See the successive Reports of the Director-Gemethk International Labour Conferen@ecent
work (1999);Reducing the decent work deficit: A global challe@001); Working out of poverty
(2003).

®See http://www.ilo.org/gea. And in particuldmplementing the Global Employment Agenda:
Employment strategies in support of decent worksitn” documentILO, 2006.

* See http://www.ilo.org/employment.






Foreword

There are many ports of entry to understanding hountries arrive at and sustain
growth for the well-being of their populations, @gnversely, how they fail to do so.
Shagun Khare’s and Anja Slany’s paper exploresethiey point of employment, and
through an “employment diagnostic analysis” endeato explain the pronounced deficit
in productive employment in Nepal. In the run-upthe fourth conference of Least
Developed Countries in Istanbul, May 2011, the pafiers a timely contribution to the
analysis of a problem afflicting most LDCs — workam unproductive nature that leaves
millions in poverty.

Beset over a decade by a bloody civil conflictréhlbas been a return to peace, but
only much slower progress toward political stapilit Unsurprisingly, economic growth
has been a casualty of this strife and instabilitiet it has also been a cause of the same.
The low rate of growth and its pattern, the predamtly poor and rural nature of the
economy, the high level of illiteracy, the sevamapediments to structural transformation,
and, in fact, the deindustrialization of the ecogoare reflected in the high level of
underemployment and working poverty, and constitatestrong motivation for the
outbound migration of the Nepalese workers.

Providing adequate opportunity at home for the petile employment of the young
Nepalese workforce has to be the centerpiece ofaaasnomic policy in Nepal, a country
that considerably trails its neighbours in SouthaAa terms of output and productivity
growth. The policy need implies inter alia a foausproductivity, both on the supply- and
demand sides of the labour market. And, in a agunhere more than three quarters of
the workforce live and work in rural areas, it imegla strong focus on agriculture, among
other sectors — infrastructure, tourism, hydropoveerd others — as policy targets. The
employment challenge is a national one, but one aith stark regional differences in a
country of vast geographic diversity. There ararghsex-based differences in the labour
market as well. Women account for half of the latiorce, yet they are twice as likely to
be illiterate than men, and earn a fraction of whah are paid.

Khare and Slany present the Nepalese labour marketalytical detail in this paper.
Further work will explore the specific constraithsit will need to be overcome in order to
set the country firmly on the path to productivepbmgment.

Duncan Campbell Per Ronnas
Director for Policy Planning Senior Employment and Development
Employment Sector Specialist

Employment Sector
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1.

Introduction

The last two decades have been marked by muchcabliimult in Nepal, with many
constitutional amendments and changes of governnvaore recently, the transformation
of Nepal to a federal republic in 2007-08 has eliethe nature of politics in the country —
though political instability remains. Economic gitbwhas been slow in comparison with
neighbouring countries, with GDP growth under 425 gent p.a. between 2001-02 to 2009-
10. Given an expanding population, average incoenegpita has risen at a sluggish 2 per
cent p.a., and is the lowest in South Asi@hough remittances from emigrants have
injected resources into the economy, the poverigence remains high with 30.8 per cent
of the population living under the national poveite ° Since unemployment ranks at only
2.1 per cent, the main contributor to the high ptywigure has been working poverty — the
lack of productive employment. The present studfersf an employment diagnostic
analysis of Nepal. The overall objective is to ustend the deficiency of productive
employment and to identify critical constraintsriolusive and sustainable growth.

Much of the study has been structured in line withfollowing stylized formuld:

GDP, WorkingAgePopulation, LabourForce,
Population, N Population, WarkingAgePopulation,
Employment, GDP,

>
LabourForce, Employment,

Or

G, =S,%XA, X E, XP,

In other words, change in GDP per capita is the slithe changes the following:
1.Age structurejc t
2. Activity rate,
3.Employment raté *r

4. Labour productivity;:f

® Economic Survey 2009-10

® Figure for 2003-04, LSS 2003-04

" Formula adapted from the World Bank’s draft pudion “The role of employment and labour
income in shared growth: what to look for and how4 December, 2007A more detailed

explanation of the formula can be found in apperdix

® Note that this is not exactly how employment iatdefined, but it expresses the same information.



The first three components of this formula provédieasis for structuring an overview
of the main employment and labour market dynamitss is followed by an analysis of
the fourth component that includes the economiactiire and the interplay between
economic and employment growth and labour proditgticorresponding to the final
component of the formula above. The distributioaspects of the economic and labour
market developments and the issues of inequality moverty are also brought into the
picture.

Accordingly, the first part of the study considgigen factors — those that cannot be
changed by us, at least in the short run. It cemsitthe demographic structure including
population, age composition and migration aspe®tf);(and labour force characteristics
such as age, sex and locatig3). One also looks at the nature of unemployment and
employment § 4) disaggregated by sectors, status and formalitwark. Subsequently,
attention is also paid to the problem of working/gmdy and labour underutilizatiorg ().
One then turns to study the qualitative aspectsiaian capital§ 6) such as education and
health. Once a broad understanding of the humayures base has been developed, the
opportunities and challenges posed by the economyhe base are considered@l 7).
Finally, a brief disaggregation of income growthoithe above factorg(8) is undertaken
to consolidate our understanding of the main cbuatdrs and suppressors of employment-
rich growth.

This study thus aims at coming to a broad undedsignof where the challenges to
productive employment lie in Nepal in order to idher policy advice.



2.

Demographic structure

2.1 Population

Nepal, at the time of the last Labour Force Suinef008, had a population of 23.5
million. The gender distribution of the populatisras quite balanced with 52.8 per cent
women and 47.2 per cent men. Eighty five per céttteNepalese population still lived in
rural areas.

Population growth had been high, with a per anmerease of 2.11 per cent between
1998-99 and 2008, during which population incredsgd.4 million Table 2.1). Despite
the fall in the birth rate from 33.1 births per DO@opulation in 2001 to 27.7 in 2008t
remained significantly higher than the death rate8@ — causing an expansion in
population. However, this fall in the birth rateddead to a shrinking in the natural rate of
population increase. In 2008, the natural incredg®pulation amounted to 1.94 per cent,
lower than the average increase of 2.11 per centga over the past ten years.

Table 2.1: Population and percentage distribution bpopulation
1998/99 - 2008

Annual growth rate
1998/99 2008 (1998/99-2008)
('000) % | ('000) % %
Nepal 19'104 100.00 23544 100.0Q 2.11
Men 9'385 49.13 11'119 47.23 1.71
Women| 9'718 50.87] 12'425 52.77 2.49
Urban 2249 11.77, 3549 15.07 4.67
Rural 16'855 88.23 19'994 84.92 1.72

Source: LFS 1998-99 and 2008

2.2 Age composition of the population

Over the past decade, the age structure of thelgtogu has not changed too much:
the share of the youth (under 15) has fallen maflyirfirom 41 per cent to 39 per cent. This
decrease has been offset by the increase by anpesgeepoint each in the shares of the
working age population (15-64) and the old (65 awnelr).

However, the resilience of the age structure hslmwe important transformations.
The high but falling population rate of growth hasee important consequences, two or
which can be seen iRigure 1a andlb. First, there is a young population represented by
the population pyramid bulging at the bottom. Sek;ahat the shape of this pyramid is
changing — with a falling birth rate; the ‘bulge’moving upward.

° Nepal in Figures 2008



Demographic Structure of Nepal 1998-99
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Figure 1la

Demographic Strucutre of Nepal 2008
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Figure 1b



This implies that within the next 15 years, Nemaboing to reap a large part of its
demographic advantage as 38.2 per cent of its mpremmulation will enter the working
age™ If the present trend of a fall in the birth ratntinues, within these 15 years Nepal
will witness its most favourable ratio of workingeato non-working age population.

The third, and related, consequence is for thebaged dependency ratio. It was 0.7
in 1998-99 and has further fallen to 0.63 in 2608herefore, each (potentially) productive
member of society has a smaller burden to suppartmore young Nepalese enter the
workforce, this burden will further reduce, prowidéhere is an expansion in productive
employment large enough to absorb these workerfavAurable age-based dependency
ratio would also potentially imply a more favoumbdavings rate, leading to higher
investment in the economy.

2.3 Migration

Migration has changed the population structuréhanpgast and will continue to do so
in the future. Many Nepalese have left the courtrysearch of better economic
opportunities. Looking dtigure 1b, one can note the ‘missing middle’ among men,ine.
the age groups of 20-45. Indeed, their share indte@ male population (28 per cent) is
quite lower than the corresponding share of femaléisat age group (36 per cent).

According to the World Bank (The Migration and R&amces Factbook 2011), by
2010, 982,200 (3.3 per cent of total populationp&lese had emigrated to India, Qatar,
Thailand, Saudi Arabia, United States and othemt@s. The World Bank Report also
indentified the emigration rate of tertiary educhpeople as 5.3 per cent in 2000. However,
these numbers seem to be very conservative whearsiders the role of remittances in
the country. Calculations using LFS 2008 data shbat total remitters abroad, i.e.
migrants and absentéésare around 1.3 million or equal to 5.5 per cdrthe population
(Table 2.2.%3

In 2008, 30 per cent of all households receivearfaal help from migrants and
absentees within Nepal or abroad (23 per cent).hBasehold remittances from abroad
amounted to NRs 80,462 in 2008; which on aggregaant an equivalent amount of as
much as 9 per cent of the GDP in that y8aihis is, however, a conservative estimate as
reported incomes in general tend to be lower thetmah incomes. Looking from the
perspective of the balance of payments, remittaimc2608 accounted for as high as 21.15

1% projection made taking into account infant motyaiate of 79/100 (Nepal in Figures 2008).

' Age-based dependency ratio considers the propodfominors (under 15) to working age
population (15+).

12 Defined as those that have left the country forare expected to be gone for more than 6 months
of a year but are not ‘life.time migrants’.

13 Assuming that each remitter contributes only te household, total migrants abroad comes to 1.3
million (or about 5.5 per cent of the populatioih)might be that one migrant remits money to more

than one household, but since only 23 per cent Xt fillion households report that they receive

remittances from abroad, this is not the case here.

14 GDP at factor cost



per cent of GDP® This is line with the 2009 World Bank figure thait remittances as
22.9 per cent of GDPA(2.,Table 7. This figure is the highest in South Asia and fifté

highest in the world.

Table 2.2: Remittances 2008*

Total

Average remittance in last 12 months by receivinmgi$¢holds (HHs) (NRs) 65'755
Per capita remittance (NRs) 4'042
% of HHs receiving remittances 30
Total estimated HHs in Nepal (1) 4'825'116
Average no. of remittances per receiving HH 1.28
From abroad
Average remittance in last 12 months by receivititsHrom abroad (NRs) 80'462
Per capita remittance from abroad (NRS) 3'352
% of HHs receiving remittances from abroad (2a) 23
Average no. of remittances among HHs from abroal (3 1.16
Total remitters abroad™ = (2a)/100* (1)*(3a) 1'287'341
From within Nepal
Average remittance in last 12 months by receivimtsHrom within Nepal (NRs) 28'976
Per capita remittance from within Nepal (NRs) 690
% of HHSs receiving remittances from within Nepa)2 12.6
Average no. of remittances among HHs from withirp&lg3b) 1.26
Total remitters in Nepal”® = (2b)/100* (1)*(3b) 766'035

* From migrants and absentees
A remittance is all money received by a HH fromreyke source — individual or household
“Assuming each remitter contributes to only one HH.

Source: LFS 2008

Recently, IMF in its Article IV consultation on Nelpagain pegged this figure at 19.5
per cent of GDPTable 2.3. Moreover, these remittances have grown unreiglyti even
during the crisis years-{gure 2). Only in 2009-10 has one witnessed some slowmgnd
of remittance growth.

Table 2.3: Inflow of remittances, 2002-09

% of GDP USD bn
2002 2005 2009 2008
South Asia 5.9 7.0 9.1 72.4
Bangladesh 5.7 7.0 11/0 9.0
India 3.3 3.0 4.2 51.3
Nepal 11.0 138 195 25
Pakistan 4.8 3.9 4.2 7.0
Sri Lanka 4.5 7.1 6.% 2.6
Philippines 9.0 10.8 9.7 16.4

Source: IMF Article IV 2010

15 Taking ‘worker’s remittances’ as a percentage BFGat factor cost.
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Figure 2

Internal mobility is also high in Nepal. Accordirtg LFS 2008, a third of the
population consisted of ‘life-time migrants’ — tleoshat have moved to their current
location at some timeT@ble 2.4. However, unlike external migration, the largertpof
the internal migrants (69.8 per cent) was compasedmen. The main prompting reasons
for women’s migration were ‘marriage’ and ‘othermidy reason’, which accounted,
together, for 91.3 per cent of female migrationeddrsame reasons prompted 45.4 per cent
of the male migrationX.2., Table 10.'®

Table 2.4: Distribution of migrants (all ages) by ex and locality 2008

Migrants ('000) Migrants as % of total for
each group
Total Men Women Total Men Women
Total 7840 2371 5469 33.3 21.3 44
Urban 1814 818 996 51.1 46.3 55.9
Rural 6026 1553 4473 30.1 16.6 42

Source: LFS 2008

This fact of large migration of women for marriageother family reasons rather than
economic reasons also meant the rural-to-rural atiggr was the major stream of internal
migration (71.6 per centf,able 2.5, followed by rural-to-urban (20.3 per cent). Unka-
rural and urban-to-urban migrations were margifaB per cent and 3.4 per cent
respectively.

16 Between ‘marriage’ and ‘other family reason’, foemer contributes to 2.6 per cent of migration
among men, while the latter contributes to 42.8qat. For women, the former accounts for 67.3
per cent of migration, and the latter 24 per cent.
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Interestingly, men were more likely to migrate frostlages to cities than women
were, while women were more likely to migrate tbestvillages.

Table 2.5: Internal migrant flows

Total Male Female
Rural to rural 71.6% 57.4% 77.5%
Rural to urban 20.3% 31.2% 15.7%
Urban to rural 4.8% 6.3% 4.1%
Urban to urban 3.4% 5.1% 2.7%
Total 100.0% 100.0% 100.0%

Source: LFS 2008

Village-to-village migration for marriage also ingd that 76.9 per cent of migrants
currently live in a rural area. However, due te thigher rural-urban migration vis-a-vis
urban-rural migration (20.3 per cent as compared.8per cent); the rural population is
younger on average than the urban populatiofriggre 3 demonstrates. This also means
that the share of those above 65 years is hightbeicountryside than in the cities, as many
migrants return to their villages upon retirementi the labour force.

Age structure of the population by region (2008)

Males Females
Rural Females
W Rural Males
M Urban Females
B Urban Males
20% 15% 10% 5% 0% 5% 10% 15% 20%

Source:LFS 2008

Figure 3

Another pertinent issue when one considers Nepatrsigration. The Migration and
Remittances Factbook 2011 reports around 945.9%#maliimmigrants in Nepal (3.2 per
cent of the population); mostly originating fromigtgouring countries - India, Bhutan,
China and Pakistan. As data from the LFS 2008adhle 2.6shows, 12.7 per cent of all
immigrants were from abroad. Their share of theupation was more or less equally
distributed among urban and rural areas. Intemglgtiost of these immigrants were
women (63.4 per cent A.2., Table 9, who have possibly immigrated to Nepal for
marriage.



Table 2.6: Distribution of migrants by current and last location, and sex.

Current location
('000) %
Last location Rural Urban Total Rural Urban Total
All migrants 6026 1814 7840 76.86 23.14 100
From rural 4900 1388 6288 77.93 22.07 100
From urban 326 233 559 58.32 41.68 100
From outside 799 193 992 80.54 19.46 100
%
All migrants 100 100 10(
From rural 81.3 76.5 80.2
From urban 5.4 12.8 7.1
From outside 13.3 10.6 12[7

Source: LFS 2008

2.4 Main findings

For its size, Nepal has a large population thatddess growing at a high pace. lItis a
young country as about 40 per cent of the populasounder the age of 15 years. In the

coming years, as these young people enter the aragkfnew opportunities and challenges
will arise for the country.

The Nepalese population is highly mobile, with ¢hied of residents having migrated
from somewhere else, and over a million peoplergaigft the country. Most of those who

have left the country are men, while most of thesigners who have entered the country
are women — for marriage.

The large diaspora of Nepalese abroad supportsaiietry by remitting as much as

20 per cent of the Nepalese GDP back home. Thisdigs the highest in the South Asian
region and the fifth highest in the world.



3.

Labour Force Characteristics

3.1 Working age population

The working age populatioh in 2008 consisted of 14.43 milliogble 3.1, which
was 61.4 per cent of its total population. The that a large proportion of the population is
of working age implies that the age-based dependestio was quite favourable. This
figure was 0.63 in 2008 for Nepal.

This segment of the population increased by 28cget over a period of 10 years,
from 11.23 million in 1998-99. In 2008, nearly haffthem (46 per cent) were in the ages
of 25-49 years, while another 30.7 per cent weesldgptween 15-24 years. The remaining
guarter of them were over 50 years old.

Women had a higher share in the working age pdpualdbhan men (56 per cent) vis-
a-vis their share in the population as a totalg&2cent), confirming outbound migration in
Nepal. Moreover, the urban areas had a slightlgelarproportion of working age
population (17 per cent) as compared to the papulén general (15 per cent), which tells
us that those of working age are more likely toratig to cities than others.

Table 3.1: Working age population 2008, by genderral location
15-24 25-49 50-64 65+ 15+
Working age population (million) 4.43 6.63 224 3.1 14.43

Males 188 285 115 0.58 6.45
Females 255 378 1.09 055 7.97
Of working age population: 100% 100% 100% 100% 100%
Males 42% 43% 51% 51% 44%
Females 58% 57% 49% 49% 56%
Working age population (million) 443 6.63 224 113 14.43
Urban 0.82 119 032 015 247
Rural 361 544 192 0.98 11.96
Of working age population: 100% 100% 100% 100% 100%
Urban 18% 18% 14% 13% 17%
Rural 82% 82% 86% 87% 83%

Source: LFS 2008

As Nepal is a relatively young country, as showikigure 1 (andTable 3.2; about
40 per cent of its population is under 15 now arnll emter the working age in the near
future. Figure 4 projects the growth in the working-age populationthe coming 15
years:® While having such a large productive base implismographic dividends’ in

Y Those above 15 years of age.

'8 The projection has been made by adding to theeptesorking-age population those who will be
15 by the year, and subtracting those that wil b&r &, for each year. The data is population data

10
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terms of cheap and available labour; it also meanssponsibility to provide many more
productive jobs each year.

Working age population and labour force (15-64) projections

(millions)
........ +
....... ot
BT, Sl ««-# -+ Working age
--------- = population
/ - projections
(millions)
@ @ -+ Labour force
projections
(millions)
1998 2008 2013 2018 2023

Source: LFS1998-99, 2008
Figure 4920

Table 3.2: Working age population and labour forcg15-
64) projection (millions)

Working age population  Labour force

1998 10.42 8.51
2008 13.30 10.92
2013 15.91 13.06
2018 18.21 14.95
2023 20.06 16.47
Entrants in the labour force:
Total period Per year
2008-18 4.03 0.403439
2018-23 1.62 0.323146
2008-23 5.55 0.37

Source: LFS 1998-99, 2008

disaggregated by age from the LFS 2008. Infant aibrtrates have been taken into account. See
A.2., Table 15

9 These projections have been made taking into atciofiant mortality rates but disregarding
possible deaths among those in the ages above 5. ydawever, as the death rate is likely to

increase as one gets to old age, in order to hawera accurate projection, working age population
has here been considered as 15-64 rather than 15+.

20 Labour force participation rates have been assiumbd the same for 2013-2023 as in 2008.
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3.2 Labour force participation

Of the working age population of 14.4 million in(B) 11.85 million were actively
engaged in the labour forc@gble 3.3. That is, they were either employed or actively
seeking work. These active members amounted to [@.Xent of those in the working
age. This proportion has not changed over the yédar®ng different age groups of the
working age, people between the ages of 25 and &® wost activ€Figure 5). Those
between 15-19 years were more inactive than otlieltsyved by those in the ages of 20
and 24 and those above 65 years. One figure woltthgnis that activity rates among those
in the ages of 10-14 years were quite high, indigathe presence of child labouk..,

Table 13.

Active and inactive groups by age and sex, 2008

65 and over
60-64
55-59
50-54
45-49
40-44
35-39
30-34
25-29
20-24
15-19
10-14

5-9
0-4

20.0% 10.0% 0.0% 10.0%
Source: 1 FS 2008

Figure 5

m Active Males

M Inactive Males

Active Females

M Inactive Females

20.0%

Table 3.3: Summary of the labour force (usual actiiy status)

1998-99 2008
(millions)
Total population 19.10 23.54
Working age population (15+) 11.23 14.42
Labour force 15+ 9.18 11.85
Employed 8.89 11.55
Unemployed 0.29 0.30
Inactive 2.06 2.58
%
Dependency ratio, actual 114.9% 103.8%
Dependency ratio, age based 70.1% 63.2%
Activity rate 81.7% 82.1%
Employment rate 79.1% 80.1%
Unemployment rate 3.1% 2.5%

Source: LFS 1998-99, 2008

Gender differences are apparent when considermgsgiue. Women were more likely
to be inactive than meméble 3.4, especially women in the ages of 25 years onwards
the prime working yearsA(2., Table 1§. It is only until about 20 years that women had
higher participation rates than men. This is intiMeaof gender inequality as when one
finds unequal access for women to education whey déine young, and employment when

they are older.
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Table 3.4: Labor Force characteristics by sex in dpal -
usual activity status

Men
1998/99 2008

Total population (million) 9.4 111
Working age population 15+ 5.4 6.5
Labour force 15+ 4.6 5.5

Employed 4.4 5.4
Unemployed 0.2 0.1
Inactive ("000) 0.8 0.9
Activity rate 85.4%  85.6%
Employment rate 82.2%  83.4%
Unemployment rate 3.7% 2.6%

Women
1998/99 2008

Total population (million) 9.7 12.4
Working age population 15+ 5.9 8.0
Labour force 15+ 4.6 6.3

Employed 4.5 6.2
Unemployed 0.1 0.2
Inactive ("000) 1.3 1.7

Activity rate 78.3%  79.3%
Employment rate 76.4%  77.4%
Unemployment rate 2.5% 2.4%

Source: LFS 1998-99, 2008

Gender inequality can again be noticed in the mreagoovided for non-participation.
Women were most likely to stay away from the labmarket for ‘household duties’, while
men were most likely to withhold for educationatpases Eigure 6).

Overall, of those inactive, 31.8 per cent were tivadbecause of studies, 27.8 per cent
because of household duties and 30.4 per centoduealth or old age. Other reasons had a
marginal impact on overall activity levela.@., Table 13. The youth — those between 15
and 29 years — and accounting for over half ofitlaetive working age population, were
mainly absent from the workforce for studies. Siggr cent of the inactive youth (mainly
men) cited this reason, and were entirely resptméils studies being the largest cause for
inactivity. Around 26.7 per cent of them also citeolisehold duties as the reason, these
were almost exclusively young women.

Old age and sickness was one of the main reasoabeence from the workforce
(about a third of all inactive persons). Ninety pgent of those above 60 were absent for
this reason, which is understandable. It is howewverrying that 44 per cent of those
between the ages of 45 and 59 years also citedshise reason for absence.
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Reasons for inactivity by gender (2008) %

Others h

Disabled [
Old, sick ﬁ
i Female
Household duties [ ‘ ‘ | Male

Attending school

0.0 10.0 20.0 30.0 40.0 50.0 60.0

Source: LFS 2008

Figure 6

As concerning the impact of location on labour éoparticipation rates, it is seen that
rural areas had a much higher activity rate thdoamrareas (86.8 as compared to 67.3 per
cent,A.2., Table 18. This is probably due to the fact that thoserman areas earn higher
wages (so they can afford to be unemployed) anolyemjore opportunities for education
and training, while those in rural areas are dependn agriculture and their own
manpower rather than education. While all age gsalipplay this rural-urban divide, it is
especially stark for the youth (15-24) and thoseval60 years of age.

The future for Nepal shows a continuous and higheise of the labour forcEigure
4). Assuming the same labour participation rateg&2008, by 2023 there will be 16.47
million people active in the ages of 15-64. Thioigr 50 per cent larger than the labour
force in 2008. This implies a great deal for poliogkers who must ensure for each year
that the 377,000 new entrants on average to theufabbrce have opportunities for
productive employment, as well as that these ndvaets are prepared to take advantage of
those jobsA.2., Table 19. This challenge takes on more immediacy if onesaters that
the number of entrants in the coming few yearsnapee concentrated in the beginning
(400,000 p.a. from 2008-18 and 323,000 p.a. fro82FB).

3.3 Main findings

The working age population of Nepal is a young ertaree-fourth of them are under
the age of 50 years. In the next 15 years, aboped@ent of the population will enter the
working age, expanding the productive base of tomemy considerably.

To take advantage of the possible ‘demographicdends’, opportunities must be
created for these entrants. It is estimated th#tinvithe period of 2008-18, 400,000 new
workers will join the labour forceach year This means a need of 400,000 new jobs per
year.

Progress too needs to be made on the qualitatpectssof the Nepalese labour force.
Data shows us gender inequalities in the decisiowdrk. While most men were absent
from the labour force for education, women stayetkbdue to household duties.
Furthermore, 30 per cent of those who chose ngiatticipate did so because they were
either ill or too old. This is too large a figur@nsidering that those above 65 years
constituted only 8 per cent of the working age.
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4. Unemployment and Employment

4.1 Unemployment

The unemployment rate in Nepal by usual activigtust® was a mere 2.5 per cent in
2008. While there has been an improvement in tteeaeer the 1998-99 level when it was
3.1 per centTable 3.3, the actual nhumber of unemployed have risen fat@,000 to

253,000.

Unemployment is more of an urban phenomenon. Tharuunemployment rate was a
high 7.5 per cent in 2008 by the relaxed definifioncurrent unemployment (as compared
to 1.2 per cent in rural areaEable 4.1).”> Moreover, there seem to be barriers to entering
the labour force in urban areas, as the unemploymsge for youth in cities was even
worse — 13.0 per cent for those in the ages of4l&f2l 11.8 per cent for those in the ages
of 25-29. This barrier to entering the labour maikecorroborated by the data that 47 per
cent of the unemployed had never worked before 26B).

There was equality among genders on the whole, vboinen had a higher
unemployment rate than men in the cities, and @taate in the villages.

Table 4.1: Current unemployment rates* by sex, aggroup and locality 1998-99 and 2008 (%)

1998-99
Nepal Urban Rural
Age Group

Both sexes Men Women| Both Sexes Men Women Both Sexe Men Women
15-19 2.4 3.3 1.5 9.8 9.2 10.4 1.7 2.7 0.7
20-24 3.6 4.7 2.8 13.9 13.2 14.8 2.2 3.3 1.4
25-29 2.6 2.6 25 9.6 5.7 14.5 1.6 2.1 1.1
30-44 1.6 1.5 1.7 5.8 4 8.2 1 1 0.9
45-59 0.7 0.8 0.5 3.3 3.3 3.2 0.4 0.4 0.3
60+ 0.5 0.3 0.8 1.2 1.4 0.9 0.4 0.2 0.8

Total 1.8 2 1.7 7.4 5.9 9.4 1.2 1.5 0.9

2008
Nepal Urban Rural
Age Group

Both sexes Men Women| Both Sexes Men Women Both Sexe Men Women
15-19 2.9 3.4 2.4 11.3 10.8 11.9 2 2.4 1.6
20-24 4.2 5.3 3.4 14.2 13.7 14.6 2.3 3.2 1.7
25-29 3.8 4.1 3.6 11.8 9.3 14.7 2.3 2.7 1.9
30-44 1.7 1.8 1.7 55 45 6.7 1 1.1 0.9
45-59 0.6 0.7 0.5 25 2.6 2.4 0.3 0.4 0.3

60+ 0.3 0.5 0.1 1.5 1.6 1.2 0.2 0.3 0
Total 2.1 2.2 2 7.5 6.5 8.8 1.2 1.4 1.1

Source: LFS 1998-99 and 2008

*Relaxed definition

2L Usual activity status takes into account the redpat’s economic activities in the past 12 months,
while current activity status takes into accourdhe past one week.

22 Under the relaxed definition, a person who hasiheemployed (not even one hour of work in

the past one week) needn’t have been searchingdide to qualify as unemployed.
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Most of the unemployment (30.8 per cent) was laygnt— over two years @ble
4.2). Only 4.3 per cent of the unemployed had beefosander a month. Females were
more likely to be unemployed for a longer time tmaales. Unemployment was also more

persistent in urban areas than rural areas.

Table 4.2: Duration of unemployment* by sex and loation, 2008 (%)

Total Urban Rural
Total Male Female | Total Male Female| Total Male Fema
Total unemployed 100.0 50.2 49.8 100.0 48.0 52.0 010 52.3 47.7
Less than 1 month 4.3 6.3 2.4 3.2 5.0 1.5 6.3 9.0 3 3
1 month < 3 months 17.0 17.3 1.7 8.8 10.0 7.7 24.23.9 26.2
3 months < 6 months 14.6 15.7 135 10.4 11.7 9.2 818194 18.0
6 months < 1 year 17.8 15.7 19.8 20.8 21.7 20.0 814.10.4 18.0
1 year < 2 years 15.4 16.5 14.3 20.8 21.7 20.0 10.21.9 8.2
2 years or more 30.8 27.6 34.1 36.0 30.0 41.5 25.85.4 26.2

*Relaxed definition - one needn't be looking forrlwto be considered unemployed.
Source: LFS 2008

4.2 Employment

Eighty per cent of Nepalese of working-age were leyga in 2008. Of the remaining
20 per cent, a large majority were inactive — mafat education or family related reasons.
This structure of the working-age population hadamed more or less stable over the past
ten years.

Majority of the employed were womemgble 4.3. Together they constituted 53.1 per
cent of all employed. However, the employment rater the employment-to-population
(15+) ratio — was lower for women than men (78.56 gent versus 85.5 per cent). This is
because women constituted 55.2 per cent of the lgibpu above 15 years, which is
considerably higher than their average share ofptifmulation, which was 52.8 per cent
(Table 2.7). This again indicates the presence of outboungratibn among men, as
discussed in previous sections.

Table 4.3: Currently employed, 15+ and employmentates by sex and location, 2008

Number of employed 15+ Total population 15+
(million) (million) Employment rate (%)
Total Male Female| Total Male Female| Total Male Femea
Nepal 11.78 5.52 6.26 14.43 6.45 797 81.7%  85.5%8.5%
Urban 1.54 0.86 0.68 2.47 1.20 1.p7 622% 71.5% 4%3.
Rural 10.24 4.66 5.58 11.96 5.26 6./0 85.7%  88.7%3.3%

Source: LFS 2008

When considering the distribution of employmentoasragesTable 4.4, one finds
that in 2008, the workers were young as was cheniatic of the Nepalese population as a
whole. Those under 45 years of age constitutedhlgugh per cent of all workers. Within
this group however, one finds employment rates wamnger for those aged over 25 years
of age. This is mostly explained by inactivity argaihe 15-24 year olds due to education
and other reasons, but it is also true that thenpleyment rate for this age group was the
highest — pointing to barriers to entering the latroarket.
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Table 4.4: Currently employed persons disaggregately age and sex

Age group Total employed ('000) Total employed (%)
Male Female Total Male Female Total
5-14 959 1'138 2'096 14.9 15.4 15.2
15-24 1'353 1'859 3214 21.0 25.2 23.3
25-44 2'168 2'738 4'905 33.7 37.1 355
45-59 1'264 1'165 2'430 19.6 15.8 17.6
60+ 689 471 1'160 10.7 6.4 8.4
Total 15+ 5'474 6'233 11'708 85.1 84.6 84.8
Total (5+) 6'433 7'371 13'804 100.0 100.0 100.0
Child labour as % of total labour®> 14.9 15.4 15.2

Total population (‘000) Employment rates (%)
Age group Male Female Total Male Female Total
5-14 3'200 3'029 6'229 30.0 37.6 33.6
15-24 1'879 2'551 4'430 72.0 72.9 72.6
25-44 2'318 3'198 5516 935 85.6 88.9
45-59 1'348 1'364 2'712 93.8 85.4 89.6
60+ 907 860 1767 76.0 54.8 65.6
Total 15+ 6'452 7'973 14'425 84.8 78.2 81.2
Total (5+) 9'652 11'002 20'654 66.6 67.0 66.8

Source: LFS 2008

Sectoral breakup of employment

The picture that emerges when one considers emplalynm Nepal is that it is
overwhelmingly agricultural. Majority of the Nepake populace lived in villages (87 per
cent, Figure 7), and most of them derived their livelihood frohetland (80.2 per cent,
Table 4.5. Services was a compelling avenue for urban werkad 50 per cent of them
were employed by it in 2008. Industry was still moule and was not a viable option for a
vast majority. Overall, we see that agriculture Eayed an overwhelming three-quarter of
all Nepalese workers in 2008, and had been ‘woreghiwith a large majority of female
labour. Services supplied around 20 per cent ofabe and industry only 6.8 per cent.

% More on child labour in a separate note.

4 The figures are slightly different froffable 4.3asTable 4.4data is taken from the breakdown of
current employment by age and activity. Discrepasmeixist within the LFS.
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Table 4.5: Sectoral and gender based decompositioh employment, 2008 (%)

Industry Total Urban Rural
Total Male  Female Total Male  Female Total Male Fema

Share of males and female in current employment, daggregated by sector
Agriculture 100 39.4 60.6 100 34.4 65(6 100 39.7 60.3
Industry 100 61.0 39.1 100 62.2 382 100 60.5 39.5
Services 100 70.4 296 100 66.9 38.1 100 72.5 27.4
Total* 100 46.8 53.2 100 55.7 44(3 100 45.5 54.5
Share of industries in current employment, disaggregated by sex
Agriculture 73.9 62.2 84.3 32.2 19.9 47,7 80.2 69.9 88.7
Industry 6.8 8.8 5.0 14.2 15.8 122 5.7 7.6 4.1
Services 19.3 29.0 107 53.6 64.4 40.1 14.1 22.5 1 7.
Total* 100 100.0 100.(¢ 100 100.0 10Q0.0 100 100 100

* Without extra-territorial organizations

Source: LFS 20(
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Turning to the data, we see that agriculture emgaogn overwhelming three-quarter
of all Nepalese workers in 2008gble 4.9. Services supplied around 20 per cent of the

jobs, while industry only employe

6.8 per cent of workers.

Within the sectors, there wer
large discrepancies across gends
and location. More women tha
men worked in agriculture, while
industry and services employe
more men than womeif éble 4.5.
These differences were maintaing
across cities and villages both.

Most rural employment was
provided by agriculture (80.2 pe
cent). Services provided 14.1 p4
cent of rural jobs while industry
was barely an option for rura
Nepalese to search for work — on
5.7 per cent of rural employmer
was provided by it. In urban areg
however, services contributed to
significant share of employment |
53.4 per cent. Agriculture provide
32.2 per cent while industry only
14.2 per cent.

Table 4.6: Sectoral composition
of employment (%)

1998-99 2008
Agriculture 78.0 73.9
Industry 5.9 6.8
Services 16.1 19.3
Total 100 100

Source: LFS 1998-99, 2008

Satus of employment

Among the 11.8 million
employed Nepalese, only about
million were paid employees while
the rest 9.8 million - 83 per cent
were self-employed, mostly in th
informal sector. Paid employme

Box 1: A note
on child labour

The data in Table 4.4 shows a disturbingly higrelesf
child labour — children under 15 years of age darsd
as much as 15.2 per cent of all workers in 2008efV

broken down by activities, one finds that most aHi

labour (57.8 per cent) worked in agriculture. Crald
comprised as much as 20 per cent of total laboumehsat
sector (A.2.,Table 24). They were also often imgdlin
activities such as fetching water and collectingviiood.
These activities were performed as ‘work’ and nst
contribution to the household.

One caveat that we must adopt, however, is thatiriee
spent by children under 14 years of age at work atasit
half that of the adults — child labour spent 12ctrs a

week on the activities, while adults spent 25.6rhor
such as fetching water and cohecti

Certain works,
firewood seemed less detrimental with only halfhauor
to one hour spent on them a day, but others ssigiage
jobs (especially in agriculture) were very demagdin
terms of time. (Source: LFS 2008)

Child labour by activity, 2008

Dwn  Wage
business: Jobs;
25%_ LB%

Dther;
1.7%

Miling:

4 .9%
Collecting
firewood:
1Z2.8%

—_ =

only contributed to 16.9% of total employment, avithin paid employment, one observed

large gender differences as three

quarters ofatl pmployees were mefdble 4.7).

There had, however, been some improvements inntipbogment of women over the levels

in 1998-99.
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Table 4.7: Paid employment
1998/99 2008

Paid employees as % of total employed 16 16.9

Of which: Men 75,9 73.9
Women 24.1 26.2

Average monthly income of paid employees

(Constant 1995-96 NRs*) 1643 2553

Of which: Men 1832 2854
Women 1049 1697

*Discounted by the urban CPI, see A.2., Table 25
Source:LFS 2008

Another source of gender inequality in paid empleptmwas the wage gap between
women and men. In 2008, women earned 60 per centeofs wages. Again, however,
there was a slight trend towards equality — in et 10 years (1998-99 — 2008), men’s
wages had risen by 55.7 per cent, while women’sima@ased by 61.7 per cent.

Informal Employment

Most of the Nepalese economy is inforfal an overwhelming 96.2 per cent of all
workers worked in the informal sector in 200Bable 4.8. This is not surprising
considering the share of agriculture (and more ifipalty, small-scale agriculture) in the
country, where 99.7 per cent of all workers arenmially employed (LFS 2008). Over
three-fourths of the informal workers were linkedthe primary sectorA(2., Table 24.
Informal employment was thus more of a rural phemoom than an urban one. There were
more women than men in informal activities and wornh@d a lower chance of finding
formal employment than men. Youth and those ab@vge@rs of age were also more likely
to be informally engaged in their professioAs2(, Table 27.

Table 4.8: Currently employed working
population by sex 2008, 15+ (‘000)

Informal Whole S hare of
informal
sector economy
sector
Total 11'332 11'779 96.2%
Men 5'163 5519 93.5%
Women 6'169 6'259 98.6%

Source: LFS 1998-99, 2008

Considering the non-agricultural sector, we findttthe informal sector employed
about 70 per cent of all worker§gble 4.9. Over 70 per cent of this was in the sector of
services, and the remaining in indust®d/4., Table 2§. Despite this - owing to the large
share of services in the economy - informal emplemtraccounted for 84 per cent of all

®The LFS 1998-99 and 2008 do not take registrat®na ariterion of informality but nature of employmend
number of employees (under 10). Only non-agricalteector is considered in the case of informalleympent. It
includes all own account workers, “micro-enterpsisewvned by informal employers who hire one or more
employees on a continuing basis”, family workerd at kind of jobs not having paid annual leave/angocial
security.
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employment in the sector, while it contributed &®per cent of employment in industry.
These informal workers were possibly employed imlsscale manufacturing and cottage

industries.

Table 4.9 Currently employed disagreggated by seatand formality

2008 Total Male Female| Total Male Female| Total Male Femia
(1000) (%) (%)
Total 11779 5519 6259 100 100 100 100 47 53
Agriculture 8705 3429 52756 739 621 84.3 100 39.4 60.6
Non agriculture 3074 2090 984 26.1 379 16.7 100 .068 32.0
Of which:
Formal 932 711 221 30.3 34.0 22.5 100 76.3 23.7
Informal 2142 1379 763 69.7 66.0 77.5 100 644 35.6
Of which:
Without paid employees 1750 1044 706 81.7 75.7 D2.300 59.7 40.3
With 1-9 paid employees 392 335 b7 18.3 24.3 7.5 0 1085.5 14.5
1998-99 Total Male Female | Total Male Female | Total Male Female
(000) (%) (%)
Total 9463 4736 4727 100 100 100 100 50.0 50.0
Agriculture 7203 3176 402y 76.1 67.1 85.2 100 44.1 55.9
Non agriculture 2260 1561 699 23.9 33.0 14.8 100 .169 30.9
Of which:
Formal 603 509 94 26.7 32.6 13.4 100 84.4 15.6
Informal 1657 1052 60% 73.3 67.4 84.6 100 63.5 36.5
Of which:
Without paid employees 1510 923 587 91.1 87.7 97.400 61.1 38.9
With 1-9 paid employees 147 129 18 89 123 3.0 1087.8 12.2

Source: LFS 1998-99, 2008

Among those informally employed, 81.7 per cent wemdf-employed or ‘paid
employees with informal job conditions’, i.e. nag#aves or social security contributions
by the employer. The remaining 18.3 per cent engalayp to nine persons regularly but on
similar informal conditions. Roughly 40 per cent mbn-agricultural informal labour
worked without formal conditions such as paid leamnd social security. Another 36.5 per
cent were self-employed and 19.8 worked for fanillge rest (4 per cent) were employers
in the informal sector e.g. private unregisterechpanies (LFS 2008).

For women, the informal sector was an even morertapt employer. The chances
of finding informal employment as compared to fofnemployment were higher for
women than men.

Though the informal sector has had such a large irothe Nepalese economy, it is
heartening to know that the formal sector grewefashan the informal sector over the
period 1998-99 to 2008 éble 4.1Q in terms of employment. The formal non-agricuddur
sector grew at 4.45 per cent per year while tharinél sector grew at a slower 2.6 per cent.
The relatively slower growth of agricultural emplognt also meant that the share of the
formal sector grew from 6 to 8 per cent in oveaatiployment. Even among the informal
sector, the small entrepreneurs grew at the fastesbf over 10 per cent per year over that
period. Employment for women in the formal sectmvg faster than that for men, as did
entrepreneurship among women.
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Table 4.10: Rate of growth of types of employmentdiween
1998-99 and 2008 (%p.a.)
Total Male Female

Total 2.21 1.54 2.85
Agriculture 1.91 0.77 2.74
Non agriculture 3.12 2.96 3.48
Of which:

Formal 445 340 8.92

Informal 2.60 2.74 2.35

Of which:

Without regular paid employees 1.49 1.24 1.86

With 1-9 regular paid employees 10.31 10.01 12.22
Source: LFS 1998-99, 2008

4.3 Main findings

Unemployment is rare in Nepal, and it is mostlyaban phenomenon. However,
there do exist barriers to entering the labour miaflr the youth as almost half of those
unemployed had never worked before.

There are more women workers in the country tham, mainly due to the emigration
of men from the country. Agriculture, which is thmin employer in the country, employs
double the number of women as men. However, inrugsaas where about 70 per cent of
employment is in the non-agricultural sector, thare more male workers than female
workers.

The informal economy in Nepal is massive. Sincécatiural employment is entirely
informal, more women work in the informal sectoathmen. Almost 99 per cent of
women workers are vulnerable to the irregularitiethe informal sector. However, there is
a positive trend as the share of the formal seuésr grown over 1998-2008 and formal
employment for women has grown faster than thairfen.

Only 2 million of the 11.8 million workers in Nepare paid employees. Men

dominate this privileged category of employmenthwititree-fourths of all jobs. Men also
earn higher wages — about 1.7 times what women do.
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5. Working poverty and underemployment

5.1 Working Poverty

A third of all Nepalese lived in poverty in 2003-02espite poor economic growth
however, there had been a marked fall in this dguom 41.8 per cent in 1995-96 to 30.8
per cent in 2003-04T@ble 5.1). This reduction was possibly aided by large inseein
remittances over the same period and an increaseges (Se€ 5.3. However, the
national poverty line of NRs 7696 an annum is aarigaction of the international poverty
line which is set at US$ 1.25 per day or about NRSO00 per yea. According to the
international poverty line, the 2005 Headcount PPigvRate of 53 per cent is higher than in

India (41.6 per cent) and Bangladesh (49.6 pen<ent

Table 5.1. Headcount Poverty Rates by location

Headcount Poverty Rates

Distribution of the Poor

1995/96 2003/04 Change in 9

1995/96 2003/04 Change in %

Urban 21.6 9.6 -12 3.6 4.7 11
Rural 43.3 34.6 -8.7 96.4 95.3 -1.1
Total 41.8 30.8 -11 100 100
Source: Poverty trends in Nepal 1995-96 — 2003-04
Poverty in Nepal is

Box 2: A note on inequality

Along with poverty, inequality is also prevalentMepal and has in fagt
increased over the last decade. The income reftateidcoefficient rose
from 0.38 (1995-96) to 0.47 (2003-04).

The population in urban areas has been relativetieboff than those in
rural areas. Regional income inequalities alsotexithin rural areas. Fo
instance, the poverty increase in Rural Easterh ¢timpensated the¢
reduction in Rural Western Terai (Poverty TrendsNiepal 1995-96 —
2003-04). Gender inequality exists as women aradgesntaged in terms
of education, employment, mobility and accessnaritial resources. The
illiteracy rate of females is 20 percentage pomdger than that of maleq.
The number of women who have never attended séhdwice as high as
that of men. Discrimination among ethnic groupal& a major problen
within the society. Furthermore, Nepal's Human Depment Index is
with 0.53 the lowest in South Asia, ranking 138tit of 169 surveyed
countries, the lowest in South Asia except for Afgistan (HDR 2010).

Between 1995-96 and 2003-04, real per-capita experd increased by
43 per cent but with high disparities across regjiohhough poverty
declined, this resulted in a negative elasticitypoverty reduction of 0.6
whereas 1 per cent growth in per capita expendreselts in 0.6 per cen
povertydecline.

—_

homogenously distributed along
all age group$ so that 30.8 per
cent poverty implies that more-
or-less 30.8 per cent of those of
working age are poor. Since in
developing countries it is usually
the poor who are forced to work
rather than be absent from the
labour force, we can assume that
an even greater proportion of the
labour force is poor. Moreover,
since unemployment is
negligible in the country; one can
say that most of the poverty
comes from working poverty
People who work are not able to
earn sufficiently to ensure a good
life for themselves and their
dependents.

of
is

Most
poverty

the  working
concentrated in

26 Converted with the 2009 conversion rate betweBRR international dollar and NRs

27\WDI 2010

8 Employment-led Growth in Nepal 2010
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agriculture, as demonstrated Tiable 5.1 (Also, A.2., Table 2§ where one can see that
rural areas are poorer than urban areas on avernagéhat this divide is widening.

5.2 Underemployment

Working poverty is deeply related to the conceptiofieremployment as 15 per cent
of the labour force is either not working enough mmt earning enoughTéble 5.2.
Underemploymeft implies a lack of productive employment. Produstiemployment
ensures that a person is able to attain his optastuctive potential and that he or she can
make a decent living. Increasing productive empleyimis, thus, one way of tackling
working poverty. The other part of the solutionslien legislations — laws enforcing
maximum hours, minimum wages and social securitgragrother standards are a way to
ensure that work is distributed fairly and one sawmhat one deserves.

Table 5.2: Labour underutilization rate
as % of labour force (200830
Labour underutilization rate as %

Table 5.2 accounts for the various sources of
underemployment in the economy. Thirty per cent of

of labour force 30.0 Nepalese who were employed in 2008 were
Men 38.2 underemployed. The problem was much more severe
wWomen 22.8 in urban areas than rural areas (nearly half of the
Urban 49.9 urban workforce was underutilized), and among men
Rural 26.9 rather than women.
By type
Unemployed 21 The main contributors to underemployment
Urban 75 were skills mismatches (13.2 per cent of all
Rural 12  employed) and inadequate earnings (8.10 per cent).
Time-related underemployment 6.7 Since earnings of the self-employed were not
Urban 6.3 counted,_ th|§ figure would tend to be a gross
Rural 6.7 underestlmat|on. About 6.7 per cent of the Worléqrc
Inadequate earnings 8.1 did not work as many hours as they would have liked
Urban 101 to. This group on average worked for 23 hours a
Rural 78 Wgek, as against the norm of 40 hours. Furthermore,
Skill Mismatches 13.2 this figure had mcreaseq from 4.1 per cent a decad
Urban 26 '0 before (LFS 1998-99). N|r_1ety per cent _of time retiat
' underemployed were family workers without pay and
Rural 111 other self employed A2, Table 29, mostly

Source: LFS 2008 : : .
ouree employed in subsistence agriculture. Though labour

underutilization affected all age groups, it wasrensevere for those under 45 years of age
and most severe for those in the ages of 20-24\dérper cent of all labour force in that

age group).

Employment-led Growth in Nepal 2010 describes theficd of productive
employment in the country and projects how manylpctive jobs must be created in order
to attain the millennium development goal of hafvpoverty by 2015. It is estimated that
over 3 million new productive jobs would be needetiwveen the current period of 2009

2 Underemployment is work that is either insuffidieim terms of hours worked (visible
underemployment) or in wages; or work where theseai skills mismatch. Along with
unemployment, they both count as underutilizatiblabour.

30 For the definition of labour underutilization sbe above footnote.
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and 2015 to absorb new entrants as well as to cbpveviously unproductive jobs to
productive jobs, in order to attain the target.

5.3 Wages and income

Considering that insufficient earnings is one ofe thhiggest factors in
underemployment, it is worth a look. Real agricidtuwvages, which tend to be highly
correlated with poverty levef rose over the period 1995-96 to 2003-04 by betvi®e46
per cent depending upon the region. This impligegtmannum growth rate of between 1.2
and 4.8 per cent which was much higher than thevtron productivity in the sector.
Reasons for this could be growing demand due tasa in remittances, increasing
urbanization and inflation§(7.9. The World Economic Forum 2009 also reported that
payments in Nepal are marginally related to wonerductivity In all, income based
poverty fell by over 12 percentage points, withairtareas leading the w&Despite this
reduction in poverty, inequality increased.

5.4 Main findings

Poverty in Nepal has been on the decline aidedebyttance growth and increasing
wages. However, at least one-third of Nepalesklis#l under the poverty line. The main
cause of poverty in the countrywsorking poverty. Most Nepalese of the working age are
employed but they are still unable to earn enowghiftt themselves out of poverty. The
problem is especially acute in rural areas wherstmeople are involved in subsistence
agriculture.

The issue of working poverty is deeply relatedie tssue of underemployment as
people either do not find work for as many hourghey would like to, or are not paid
sufficiently. About 15 per cent of the labour forfals into either of these categories.
Overall, 30 per cent of the labour force is undézed in some way or the other. In order
to halve poverty by 2015 as determined by the bfillDevelopment Goals, it is estimated
that 3 million new productive jobs are needed duthre ongoing period of 2009 and 2015.

3L poverty Trends in Nepal 1995-96 — 2003-04

%2 pay and productivity Index : 2.9 (where (1 = ndated to worker productivity; 7 = strongly
related to worker productivity); Rank 125 out 0313

% poverty Trends in Nepal 1995-96 — 2003-04
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6. Development of the human resource base

6.1 Education and Skills

Literacy

The human resource base in Nepal is inadequatelglajed and underutilized. In
1998-99, only half the Nepalese population agedhd @er were educateddble 6.1).
Moreover, there was a wide skew in literacy ratesvben the sexes — 64.5 per cent for
men and 35.8 per cent for women. Over the followjagrs, literacy attainment rates rose
and by 2008, 63.2 per cent of the population wasad. This can partially be attributed
to the increasing public expenditures on educati@mounting to 3.93 per cent of GDP in
2009-10* Though the gender differences remained, they didow down slightly. The
growth rate for literacy rate among women durinig fheriod was 4.02 per cent per year,
while it was 1.48 per cent for meA.2., Table 33.

Most of the gains in literacy were in the youthviien the ages of 5 and 15 and so in
2008, the literacy rate among those in the workigg population (15+) was a lower 55.6
per cent.

Table 6.1: Literacy rates by age and sex
Literacy rates
1998/99 2008

5+ 49.8 63.2
5+, Men 64.5 74.7
5+, Women 35.8 53.1
15 + 445 55.6
15 +, Men 62.3 70.7
15 +, Women 28.2 43.3

Source: LFS 1998-99 and 2008

The urban literacy rate was higher than the ruteddcy rate Table 6.2. The urban-
rural divide was largest for women and for thosehi@ working age population vis-a-vis
the general population. This indicates migrationlicgrate workers from rural to urban

regions.
Table 6.2: Literacy rates by sex and location (%)
Difference Urban-

Nepal Urban (1) Rural (2) Rural (1-2)

5+ Male 74.7 88.5 71.9 16.6
Female 53.1 72.2 49.8 22.4

Total 63.2 80.6 60.0 20.6

15+ Male 70.7 88.1 66.7 21.4
Female 43.3 67.0 38.8 28.2

Total 55.6 77.2 51.1 26.1

Source: LFS 2008

% Calculated by figures for spending from the FisBabiget 2009-10 and from GDP estimates in
National Accounts 2010.
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Enrolment levels

As recounted in LSS 2003-04, great progress waeneadr the eight years from
1995-96 to 2003-04 in the improvement of the nahary enrolment rate from 57 per cent
to 72 per cent: More commendable was the 21 percentage point wepnent of female
primary enrolment from 46 to 67 per cent. Howevee, primary enrolment rates in Nepal
were still found to be lagging behind at those @fjhbours such as India (89.8 per cent in
2004), Bhutan (73.6 per cent in 2005) and Banglad&s.2 per cent in 2005, WDI 2010).
Primary enrolment was different across rural arizhorareas, and gender differences were
visible in the rural regionsT@ble 6.3.

Table 6.3: Net Enrolment Rates by sex and locatiof¥b)

Primary Secondary Tertiary
Boys Girls Total | Boys Girls Total| Boys Girls Total
Urban 84 82 83 38 29 3u 14 9 11
Rural 77 65 71 13 11 1p 1 0 1
Nepal 78 67 72 17 13 1% 4 2 3

Source: LSS 2003-04

Net enrolment in secondary education was an alglgniow 15 per cent and by this
age one witnessed gender differences also in wabeas. Only 3 per cent of all students
enrolled into university.

Net enrollment rate by consumption quintile
100

90

80

70
Primary m

60
50

40 Primary female

Netenrollment rate {%)

30

20

Secondary male )
10 Tertiary male

Secondary female

Tertiary female

Third

Second

Poorest Fourth Richest

Consumption quintile

Source: LSS 2003-04

Figure 8

% Net primary enrolment rate in primary educatiorttie number of children of official primary
school age who are enrolled in primary educatioa psrcentage of the total children of the official
school age population (same age group). Total nietapy enrolment rate also includes children of
primary school age enrolled in secondary education.
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LSS 2003-4 data also give us an interesting compar@mong enrolment rates across
different consumption quintiles={gure 8). We find that across all levels of schooling,
enrolment rises quite sharply with a rise in congtiom of the family; or in other words,
with the income of the family. This is especiallpd of the poorer families. Gender
differences too narrow as incomes rise.

Educational attainment

Only about half (53.3 per cent) of the working gquppulation in 2008 had attended
school Table 6.4. Looking at education attainment among those hdne received some
education Table 6.9; one finds that about one-fifth of them dropped before even
reaching the primary education level. Forty two pent attained the primary education
level while 32.6 per cent attained a secondary &ilut. Only 3.7 per cent went on to attain

a university degree.

Table 6.4: Level of education among working age pagation by sex and location, 2008 (%)

Completed Total Urban Rural

education level Male Female Total| Male Female Total Male Female Taf
Total 100 100 100 100 100 100 100 100 100
Never attended 324 58.2 46.7 144 35.0 25.0 36.5 26 6 51.1
Less than primary 13.2 8.8 10,7 8.4 7.7 B.0 142 0 9.11.3
Primary 16.7 10.9 135 13.3 11.3 12.3 175 10.8 813.
Lower secondary 11.2 7.0 8|9 12.1 9.1 10.6 11.0 6.68.5
Secondary 17.0 10.4 13/4 26.5 22.1 24.2 14.9 82 .111
Higher secondary 5.4 2.9 4{0 13.2 9.4 1.3 3.6 1.72.6
Degree level 3.3 0.9 2.0 111 4.2 1.6 1.6 0.3
Others 0.7 0.8 0.7 0.9 0.9 0/9 0.6 0.7

Not stated 0.1 0.1 0.1 0.1 0.1 g.1 0.1 0.1

Source: LFS 2008

Table 6.5: Distribution of educational attainment anong those who attended school, by sex and
location, 2008 (%)

Education Total Urban Rural
attainment Male Female Total | Male Female Total Male Female Tal
Attended school 100 100 100 100 100 100 100 100 100
Less than primary 19.5 211 20.2 9.8 119 10.7| 224 241 231
Primary 41.2 428 41.9 29.7 31.4 305 44.8 46.6 45.6
Secondary 33.2 32.0 32.6| 46.4 485 474 29.1 265 28.0
Tertiary 4.9 2.1 3.7 13.0 6.5 10.1 2.5 0.7 1.7
Others + not stated 1.2 2.0 1.6 1.2 1.6 1.4 1.2 2.2 1.6

Source: LFS 2008

Considering gender differences, females were altmase more likely than males to
never attend school. However, interestingly, ifytké enter school, they were as probable
as their male classmates to go on to attain a pyimasecondary education. That is, the
distribution of educational attainment as descriabdve was similar across both genders.
The differences again cropped up at the tertiarglJavhere males were more than twice as
likely as females to complete university.

Looking at the rural-urban divide, it was twice la®ly that a child in rural Nepal
would never attend school than a child in urbanailep that child did enter school, he or
she was more than twice as likely to drop out keftting a primary education than his or
her contemporary in a city. There was almost a &0gent chance that he or she would
drop out after getting a primary education and @dyper cent chance that he/she would
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complete school. His or her contemporary in thg eias about 6 times as likely than
him/her to go on to get a university degree.

Education and Employment linkages

Among the working age population, 47 per cent haseer attended any school or
education programs. Merely 13.5 per cent has cdaegblprimary school and the share of
people with a degree level was a fraction at 2geett. Again, there are huge differences
between men and women, and urban and rural re(fos Table 29.

Skills and Training

Over a million (1030 thousand) Nepalese over 14s/efage or 8.7 per cent of the
labour force had received vocational or profesditmaining by 2008A4.2., Table 39. This
figure stood at 403 thousand in 1998-99, so thatklieen a large expanse in the spread of
vocational facilities (LFS 1998-99). Training forathematics and computer skills grew
almost ten-fold. About 47.4 per cent of the benefies of training were women. Most of
the training was short term and about half of taged persons had undergone training for
between 1-6 months.

6.2 Health

Though Nepal performed better than South Asia awhale on health related
indicators Table 6.9, there was still much scope for improvement.

Infant mortality rates fell quite drastically froé¥% per 1000 in 2001 but remained
quite high at 48 per 1000 in 2006. A fifth of Negsdt babies were born underweight and
about half of all children under five years of agere malnourished. An average Nepalese
was expected to live up to 64 years of age (NepaFigures 2008). However, HIV
prevalence rates were still low at 2.5 per 100@qes in 2007 (Key Indicators for Asia and
the Pacific 2010).

Table 6.6: Comparison of health indicators for Nepbwith other countries*
Nepal India BzggLa— Bhutan S:Slf;h World

Health expenditure per capita, PPP (2005 int'l $) 5.45 109.2 42.2 187.7 97.8 870.8
Health expenditure, private (% of GDP) 3.1 3.0 22 0.8 2.9 3.9
Health expenditure, public (% of GDP) 2.0 1.1 1.1 33 1.1 5.7
Improved sanitation facilities (% of pop. with assg 31.0 31.0 53.0 65.0 35.7 60.6
Rural 27.0 21.0 52.0 54.0 26.6 45.1
Urban 51.0 54.0 56.0 87.0 56.9 76.5
Improved water source (% of pop. with access) 88.88.0 80.0 92.0 86.7 86.8
Rural 87.0 84.0 78.0 88.0 82.9 77.9
Urban 93.0 96.0 85.0 99.0 94.5 95.8
Low-birth weight babies (% of births) 21.2 276 1. . 27.3 15.3
Malnutrition prevalence, height for age (% of < 5) 49.3 47.9 43.2 . 46.7 34.6
Malnutrition prevalence, weight for age (%o of <5) 38.8 435 41.3 . 41.0 22.4
Prevalence of undernourishment (% of pop.) 16.0 021. 27.0 . 22.1 13.9
Prevalence of wasting (% of <5) 12.7 20.0 17.5 .. 18.4 10.3

*Data is for latest available year since 2005
Source: WDI 2010
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Health expenditure — both public and private wasg (@able 6.9. There was one
hospital bed for every 3,800 Nepalese in 2006-@Vare government employed doctor for
every 19,380 people (Nepal in Figures 2008).

6.3 Main findings

Though Nepal is one of the healthiest countrieSonmth Asia with healthy children
and low HIV prevalence, the human resource of Ndpaktill underdeveloped and
underutilized with regard to education. Little ovaalf of the working age population is
literate. Though progress has been made in this aver the past decade, the situation
remains grim. Of the half of the working age popolathat attended school, only 42 per
cent attained primary education and only 3.7 pat aainiversity degree.

Women and people living in rural areas are pawityldisadvantaged in this respect.
A girl is only half as likely as a boy to attendhsol. A child in the village is also only half
as likely as a child in the city to attend schoand twice as likely to drop out within the
first few years.

Vocational training has, however, been on the respecially in mathematics and

computer skills. Since 1998-99 until 2008, 627 dand Nepalese or 5.3 per cent of the
2008 labour force gained vocational training. Alirloalf of the trainees were women.
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7. Macroeconomic Structure

While the human capital is underdevelopdd §), when one considers the high
underutilization of already present human resouitcesems that the lack of opportunities
for utilization of those resources is a criticahstraint as welf® That is, it is the structural
problems that have been hindering growth whichtlagemain limitation. We turn to some
of these in this sectiofl.In the 1990s, Nepal followed the path of liberaian with
important reforms such as deregulation of traddusiry and finance, privatization of
enterprises, and a sharp reduction of import &aribespite this, economic growth and
structural transformation has remained slow.

7.1 Growth

Growth rate

GDP grew at an average of 3.9 per cent per annooe €002 Eigure 9). This rate
was considerably lower than that of other SouthaAstconomies over the same period
(A.2., Table 39. Given a large population growth rate, this iradlthat per capita income
grew even more slowly, at 2 per cent an annum. ADB-2009 argued that at a constant
growth rate Nepal would need an additional 36 y&adouble their per capita GDP and 31
years to arrive at Bangladesh’s level. Longstandiingctural problems are often cited as
the cause for this lackluster growth — poor enesgpply and infrastructure, a lacking
business climate and political instability.

GDP growth has also been relatively volatile -he pre-crisis year of 2007-08, one

witnessed a peak GDP growth rate of 5.8 per cdm.cFisis brought this growth rate down
again, but it remains above the pre-crisis growtiels.

Real GDP and per capita income growth
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Source: Economic Survey 2009-10

Figure 9

% Unemployment rate for higher-educated workersuigsechigh, indicating that the supply is larger
than demand. Moreover, ADB-ILO 2009 finds that N&panterprise structure does not depend on a
highly educated workforce and that returns to etioiare not disproportionately high which would
not have been the case had an educated workfoeceabeonstraint to growth.

3" For a detailed analysis on these constraints ewify and investment, see ADB-ILO 2009 and
Nepal Country Profile 2009.
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Figure 16°

When one considers what has been driving growthgetherging results are not very
encouraging. Private consumption accounted fokaigest share - 80 per cent - of GDP in

% GFCF stands for ‘gross fixed capital formation’.
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Year

2009-10 but it grew the slowest at 3.5 per cerdiramum over 2000-01 to 2009-1Bidure
10). This slow growth in domestic demand has beempiteeghe increasing injection of
remittances Kigure 2) in the economy. Some of these remittances wbserhed by
growth in imports (5.3 per cent), while others awssibly reflected in the residual term
which has shown an exponential rise.

Gross capital formation had a high growth rate .@f 8er cent an annum. However,
this has mainly been due to growth in stocks (388 cent) rather than fixed capital
formation (3.1 per centd.2., Table 373. Both government and private fixed investment
grew much slower than stocks. This implies thati@cinvestment in terms of production
capacity in the economy has been quite low, and feal investment has kept growth
prospects lov®

Nominal growth in imports and exports
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2006/07 _ : @ RoW Imports
2005/06 '_ : B India Imports
2004/05 -_ ' B RoW Exports
2003/04 -_ M India Exports

2002/03
2001/02

0 5000 10000 15000 20000
NRs ten million

Source: Economic Survey 2009-10
Figure 11°

Despite an increasing degree of integration invtbdd economy via several regional
trade agreements such as the Nepal-India TradeeAgnat of 2008 and membership to
the WTO in 2004, export earnings fluctuated a hgrathe past decade and actually fell
overall Figure 11). On the other hand, imports consistently ros¢hab the trade balance
fell to -22.17 per cent of GDP in 2008-09 (Econorsigrvey 2009-10). Exports today
account for only 12.38 per cent and imports as nagi34.55 per cent of GDP. It seems

% The exponential growth of stocks also indicatesmar in estimation. If it were purely inventories
of materials, then there would be fluctuationshie value as estimates of future sales might be more
or less than actual sales. Consistent and largetigrim the item is not credible. In fact, the stock
component in Nepalese national accounts is usedrasidual item to balance the expenditure and
income side. One may infer that the noninvestmeatd dnd anomalies included under this item are
accumulating each year. This further implies eithar erroneous method of computing national
accounts or the increasing presence of anotherndkpee item that does not fit into other main
categories.

“RoW stands for ‘Rest of the world’.
1 Aimed to stabilize trading provisions and to deyetariff free facilities to export primary goods.

“India will exempt the additional tariff levied oNepalese products” (Ministry of Commerce and
Supplies, 2010) and both agreed to implement ardgovernmental Committee.
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that the only export of Nepal that has really tak#h during this time of increasing
liberalization has been labour!

The recent crisis has brought about a further wingein the export balance as lower
international demand and an appreciating rupee leavto a further fall in export demand.
Imports have increased during the crisis, on tierohand, as remittances have continued
to rise.

7.2 Macroeconomic fundamentals

Inflation rates

20

The Nepalese rupee is pegged to the Indian rupé® {IRs = 1 INR) so that Nepal
imports inflation into the country. Inflation wasstorically single-digit in Nepal due to this
peg and a prudent fiscal policy, but with risingdcand oil prices, inflation had been on the
rise since early 2007#igure 12). Moreover, for a period of two years between 2a0d
2009, inflation in Nepal was higher than inflationindia (due to loose monetary policy),
indicating a loss of competitiveness of exportsaAgs its main trade partner.

The Nepalese government has maintained fiscal ratider despite the political
transition and the national debt had been redun&balout 2005. Since then, the deficit as
percentage of GDP has risen, partly due to an espaary fiscal policy during the crisis.
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Source: Economic Survey 2009-10, MOSPland ECB
Figure 12

Though the trade balance has been worsening (Ecorg8umvey 2009-10), the current
account deficit has been under check due to tige leflow of remittances. As reported in
IMF Article IV 2010 “By the end of 2008/09, remittees at 21 per cent of GDP were three
times exports and covered two thirds of importsmR@ances have sustained consumption
and to a lesser extent investment. Over 80 per eenemittances come from the Gulf
countries (GCCs) and Malaysia: migrants are emplayainly as construction workers,
security guards, drivers and cooks, etc. Estimatéee number of migrants to India vary
widely, but remittances from India are less thanp&b cent of the total”. With a slowing
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growth of remittances in 2009-10 and a further idecln exports, the current account is
expected to shift to a GDP deficit for the firshé in years.

Remittances have also fuelled an asset price b@theae was rapid credit growth
and proliferation of institutions such as in reslage. In 2009, domestic credit expanded by
an astounding 26.6 per céffThe IMF finds that Nepalese banks are vulnerablgtidity
crunches like the recent one and to a deterioratidine quality of assets. According to the
IMF, banks overextended themselves and credit-pmsie ratios climbed to nearly 90 per
cent by January 2010.

7.3 Sectoral composition and productivity
More than half of the Nepalese GDP came from sesvia 2009 while agriculture
contributed to 36 per cent of it. Industry only sttuted 7.6 per cent of the economy.
Structural transition away from agriculture towaxtber sectors has been slow and the
structural breakup of the economy has almost repdastagnant over the past 10 years
(Figure 133).

Sectoral composition of GDP
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Figure 13a
Sectoral Composition of employment and GDP 2008
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Source: EconomicSurvey 2003-10

2 Economic Survey 2009-10
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Figure 13b

Moreover, whatever shift there has been, has nen lome from agriculture towards
industry, but instead towards services which haesvg the fastest. Industry has stagnated
(A.2., Table 43. Agriculture, though monsoon dependent and thagicious in output,
has grown at an average of 3.05 per year overattedecadeA.2., Table 44. The main
growth generator — services, has grown at 5 peragear and this growth has also been
the most stable. Industry has been dismal in pmdoce, growing at just under 2 per cent
an annum in the pre-crisis years (2001-07) and48 Per cent per year since. It was the
only sector in Nepal to really be affected by thsis, affected by reduced export demand.

The lack of a strong structural transition has atsant that those engaged in low-
productivity sectors like agriculture are not beimgved towards more productive ones.
Indeed, the mismatch between employment and privityicis a fixture in the Nepalese
set-up Figure 13b). On one hand, 74 per cent of people work in agtice, but only
produce 37 per cent of output, while on the othard) 19.3 per cent of Nepalese work in
services and produce as much as 55.5 per centtplitb his implies great inequalities
among workers in agriculture and those in services.

Table 7.1: Sectoral breakdown of GDP and employmerdnd productivity

Share of Share of Annual real growth Productivity
Industry employ- GDP Employ-  Production* Errr‘lzlr?ty- ‘000 Change
ment 2008 2008-09 ment 2000/01- elasticity NRs 2000-01 -
(%) (%) 1998-2008  2008/09 2008-09  2008-09
Agriculture 73.9 35.5 1.67 3.28 0.51 23'158 1.6
Agriculture, fishing 73.9 35.5 1.67 3.28 0.52 23'158 1.6
Industry 6.8 7.3 3.61 0.44 8.22 52'079 -3.1
Mining and quarrying 0.2 0.4 12.93 4.23 3.06 93'741 -1.7
Manufacturing 6.6 6.9 3.41 0.23 14.59 50'624 -3.1
Services 19.3 57.2 4.14 4.42 0.94  142'426 0.3
Electricity, gas and 0.9 2.3 2.64 6.77 0.3p 120037 4.0
Construction 3.2 5.9 0.89 3.36 0.2 88'673 2.4
Trade: wholesale, retall 59 125 5.43 0.17 31.25 102'464 -5.0
Hotels and restaurants 1.7 1.6 5.62 0.94 6.0 46'258 -4.4
Transport, storage 1.7 9.1 3.90 6.47 0.6p  262'034 25
Financial intermediation 0.3 4.3 5.35 9.97 0.54 765'691 4.4
Real estate, renting 0.6 8.2 8.30 3.47 23D 652711 -4.5
Public administration 0.9 1.8 4.53 8.29 0.5p 91'734 3.6
Education 2.4 6.4 5.68 9.69 0.59 127'716 3.8
Health care 0.7 1.1 8.52 8.97 0.95 107'896 0.4
Other 0.8 3.6 5.68 6.01 0.94  207'778 0.3
Private household 0.3 . -5.48 y . . .
Total/average 100.0 100.0 2.22 3.6} 0.1 48'188 1.4

*Growth for production is considered for slightliffdrent years as employment as there was no aatitibetween 1998-2008 in the GDP deflator

Productivity

used.

Source: LFS 1998-99, 2008 and Economic Survey 2@09-

When one looks at a more detailed break-up of eypnpémt elasticity and productivity
(Table 7.7), one finds that most of the employment gains wereservices where

employment grew almost as much as production. Hwesgvere mostly in the subsectors
of trade, hotels and restaurants, education am$pgmat and storage. Of these, the largest
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contributor was trade (37 per cent of all gainsyith an employment elasticity as high as
31.25 - which means people were most likely absbrbdow-level services such as street
vending and other last-resort activities that peaglke forced into out of need rather than
want. Hotels and restaurants and real estate amitcigetoo had elasticities of employment
above one indicating increases in employment aeipense of productivity. Despite this,
productivity in services remained the highest — Imligher than agriculture or industry.

There were some gains in employment in industry, dniirely at the expense of
productivity and efficiency. Productivity fell by.B per cent per annum during the last
decade. While output in the sector remained stageamployment grew at 3.61 per year.
This was mainly due to manufacturing rather thanimgi and quarrying, as it constituted
most of the industrial sector. However, producyivit industry was still about double of
agriculture and so this shift of labour from aghiate to industry was welcome in creating
more income equality. In agriculture, increaseoutput could be equally attributed to
increases in employment and productivity as theleynment elasticity was 0.51

Overall, total employment growth averaged 2.22 qeat per year between 1998-99
and 2008, while the GDP during the same period gie®.67 per cent implying a health
overall employment elasticity of 0.61 — every aidaial unit of output was composed of 60
per cent productivity gains and 40 per cent emplayngains. Most of the productivity
gains in the economy were in agriculture where ginowas not at the cost of productivity
and where most of the jobs are.

7.4 Main findings

Economic growth has been low in Nepal, despiterdilization and economic reforms.
Both private consumption and fixed investment gedvdismal rates. Export earnings fell
overall during the past decade, while imports neseeasingly. Though the trade balance
has been falling, remittances have maintained tiveest account balance. Remittances
have also fuelled an asset price boom in the cpuntr

Though the government has maintained fiscal prugleinfiation has been high. Most
of it was imported from India or driven by food amitlprices.

Services is the largest economic sector, contrigui over half the GDP. Agriculture
too is large, while industry holds only a singlgitishare. Structural transformation from
agriculture to non-agriculture sectors has beew slod there is a productivity-mismatch in
the country as the majority of people are engagedalgriculture while it produces only a
third of GDP.

Overall, over the past decade, a 1 per cent grawtBDP led to a 0.6 per cent
increase in employment. This is a healthy employreasticity overall as economic
growth has meant both increases in employment rmarmdficiency. However, this figure is
mainly contributed by agriculture that had a hgatifowth pattern. Employment growth in
other sectors — especially manufacturing and tradas at the expense of productivity.
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8.

Disaggregation of growth

In the introduction, the equation for decompositioh growth from a labour
perspective was presented. The results for Nepaeseth over 1998-99 to 2008 are
presented iMable 8.1.Over the decade, GDP per capita grew by 30 per Mast of this
— 78 per cent — came from gains in productivityckhjrew by over 23 per cent. The other
big contributor was the age structure (14 per oénotal GDP per capita growth) wherein
an improvement in the ratio of working age popuwiatio total population increased income
per capita. Labour force participation and emploghmate improvements were miniscule
and did not have a big role in economic progress.

Table 8.1: Disaggregation of growth between 1998-%hd 2008

1998-99 2008 Growth (%)
1 GDP per capita, ‘000 NRs * 18,542 24,105 29.99
2 Age structure, ratio 0.59 0.61 4.19
3 Labour force participation, ratio 0.82 0.82 0.55
4 Employment rate, ratio 0.97 0.98 0.64
5 Productivity, ‘000 NRs * 39,850 49,139 23.30
6 Sum 2-6 28.67 (Error = 1.32)
*base year 2000-01
Source: LFS 1998-99, 2008, Economic Survey 2002069-10
Disaggregation of Growth in Nepal
W Productivity B Employmentrate B Labour force participation rate Age structure

2003 2004 2006 2007 2008

1995 1996

1992 1993

Source:WDI 2010
Figure 14

This trend is likely to continue into the future tage age structure will become more
favourable while there remains no real scope fangyin labour force participation or
employment rates. Productivity gains — the largkster of growth — will determine the
magnitude of future economic progress. This is mhest effective policy instrument
available as it is the only point that one canuefice. A word of caution though is that this
‘black box’ that contains many factors such as mteshocks, inflationary pressures, new
technologies and in fact real productivity improwsm) is very volatile.Figure 14 presents
this volatility using yearly data from the World ida
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Conclusion

Nepal is a populous country with 23.5 million peoph 2008. The greater part of
them live in rural areas. A large majority are térate while only 4 per cent have a
university degree. While birth rates have beerirfglin Nepal, it remains a young country
with as much as 40 per cent of its population unther age of 15 years. These young
people are going to enter the workforce within ¢hegext 15 years, resulting in the most
favourable dependency ratio the country has evense

However, of the 400,000 new entrants who join gmlr market every year, most
can only look forward to a career in subsistencei@gture with abysmal and insecure
incomes. Others will be absorbed into low-levelzaand manufacturing. About a third of
the labour force will not be utilized to their maxim productive capacity. And at least a
third of all workers will not even earn enough tadlghemselves above the national poverty
line, while over half of them will fall under thetérnational poverty level of US$ 1.25 a
day.

Many will leave the country and work abroad, camiiting to the wealth of other
countries, but they will send some of it home. &hlemittances, which amount to as much
as 20 per cent of Nepalese GDP (5th highest inmbed and highest within South Asia),
will fund domestic expenditure and investment andk gheir families from falling below
the poverty line.

This dismal picture would be harsher for that haffthe labour force which are
women. They will be twice more likely to be ithtie than men, and three times less likely
to hold a lucrative paid jobs in the formal sect®hey can expect to be paid a fraction of
what men will earn. Over 4 out of 5 women will Ioepéoyed in agriculture and all 5 of
them will be vulnerable to the indiscretion of thiermal sector.

This is the prospect for an average young persdhdrcountry. It isn't a bright one
and concerted effort is required to change it fier better. Employment and labour market
policies will have to play a prime role in this. &g country will witness an unprecedented
rise in the number of workers in the country, anaaqumber of opportunities will have to
created for them to dynamically contribute to tbwfe. Basic education will have to be
provided to all; man or woman, while higher edumatand technical skills needs to be
imparted to prepare the labour force for the conmegds.

Employment will also be a key platform for encoungggreater gender equality. First,
at school - where one is prepared for work - armbise, at the workplace itself, women
must be encouraged to realize their potential. i@ppolicies and programmes are needed
to encourage them, as by excluding them one ngt extludes the most vulnerable, but
also the majority of Nepalese workers.

Employment will in addition, have to play a centrale in efforts to mitigate poverty
in Nepal and to guarantee a better life for Nemalesople. Underemployment has to be
tackled to ensure people are able to apply thdieftort for an improved future. Though
remittances have contributed to mitigating poveldpour migration is not a sustainable
solution. Large-scale migration as witnessed byalépa sign that the economy has thus
far failed to provide adequate productive oppotiasito its people.

Employment will furthermore be of fundamental imgaoice to economic
policies in coming years. Economic growth so fas baen wanting in the rate of
growth as well as quality — inequalities have iased as the structure of the
economy has remained unchanged. The shift from paauctivity to high-
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productivity activities must also be accompaniedabghift of people from low-

productivity sectors to high-productivity sector$his is especially true of
agriculture that employs most of the population avitere dismal productivity

levels translate into dismal incomes for farmershilé/encouraging growth, one
must ensure that growth is not at the expense adyativity. Focusing on those
sectors where growth will be both sustainable dratexd by all is going to be the
key policy challenge.

This study has attempted to bring to focus the masyes involving this key
concern of employment in Nepal. An effort has béerpaint a picture of the
situation and the challenges that lie ahead ofNext one must assess the key
causes and constraints that lie behind these oetsoand opportunities for the
future.
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A.1. Decomposition of GDP growth from labour
perspective

GDP per capita can be expressed as:

GDP, _ WorkingAgePopulation, LabourForce, Employment, GDP,
Population, Population WeorkingAgePopulation; LabourForce; Employment,;

Or
Gt=5t*flt* EE*PE

If we take log differences, this will show us theltange in GDP per capita is a
summation of change in the following:

Age structuref,

Activity rate, A,

Employment ratek;

Labour productivity F;

The reason for this follows:

When we take log differences, we do the following:
G, =54, +E+B

Taking logs,

logG, = log5, + logd, + logE, +logF,

We can represent this by

Ge=statetpn

We have the same for the pericd1,

Geoy =5 gt Gyt 8y + 0y

So we can subtract the above two equations taogadifferences,

Gt — 8te1 = St~ Spar Tt B~ Bap T G~ fog T P~ Pret
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And we know that

Gy
G — Gc-1 = logly — logG,_, = log L— }
t—1

Gf
-1+ 1}
-1

:'[DHIG

G — G
=EDJ?I%+1}
t—-1

Gt B Gt—l
Gt 1

o

If we do the same for all the other terms in theatdipn in 2., we get that,

IGI.‘—i. sl.‘—l "ql.‘—l Et 1 Pt 1

G — G 5 — 5 A, — A E, — E B -R_
t -1 _ Ot ik S it Lt S t-1

Or that change in GDP per capita is a sum of changdabour productivity,
employment, labour force participation/activitye@nd age structure.

What this means for organisation of data

When we study growth from a labour perspective ceve take this accounting identity
into account and study statistics in the followorder:

Change in the age structure , whicRjs™=
r—1

Change in the activity rate, which35—=*

Ap—y

Change in employment levels, which¥§===*
r—1

Change in labour productivity, which fs—*=*

Change in GDP per capi%—&ﬁ"sL1 and the above variables' relative contributioit.to
E—1
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A.2. Tables

Table 1: Per Capita Income
PCl, 2000 PCI growth rate

2001-02 18'682
2002-03 18'990 1.6%
2003-04 19'467 2.5%
2004-05 19'754 1.5%
2005-06 20'043 1.5%
2006-07 20'332 1.4%
2007-08 21'108 3.8%
2008-09 21'416 1.5%
2009-10 P 21'905 2.3%
Source: Economic Survey 2009-10, Ministry of Fingrfe =

provisional

Table 2: Share of age groups by gender
1998-99 2009

Males Females Total Males Females Total
Share of 0-14 43% 40% 41%  42% 36% 39%
Share of 15-64 53% 56% 55% 53% 60% 56%
Share of 65+ 4% 4% 4% 4% 4% 5%

Source: LFS 1998-99, 2008

Table 3: Age based dependency ratio
1998 0.70

2008 0.63

Assuming dependents to be in the age groups 0-A48%h
Source: LFS 19¢-99, 200!
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Table 4:Age structure of the population by sex

1998-99 2008
Age group Males Females Total| Males Females Total
('000)
0-4 1'544 1'467 3'011| 1'467 1'424  2'891
5-9 1'233 1204 2'437| 1'510 1468  2'978
10-14 1'247 1'176 2'423| 1'690 1561 3251
15-19 927 990 1'917| 1'138 1'320  2'458
20-24 681 858 1'539 741 1231 1972
25-29 627 749 1'376 642 969 1611
30-34 514 500 1'104 557 802  1'359
35-39 509 574 1'083 601 777 1'378
40-44 463 497 960 518 650 1'168
45-49 383 401 784 534 580 1'114
50-54 327 334 661 467 456 923
55-59 270 225 495 347 328 675
60-64 246 252 498 332 308 640
65 + 415 401 816 575 552 1127
All 9'386 9718 9'104| 11'119  12'426 23'545
% shares
0-4 16% 15% 16% 13% 11% 12%
5-9 13% 12% 13% 14% 12% 13%
10-14 13% 12% 13% 15% 13% 14%
15-19 10% 10% 10% 10% 11% 10%
20-24 7% 9% 8% 7% 10% 8%
25-29 7% 8% 7% 6% 8% 7%
30-34 5% 6% 6% 5% 6% 6%
35-39 5% 6% 6% 5% 6% 6%
40-44 5% 5% 5% 5% 5% 5%
45-49 4% 4% 4% 5% 5% 5%
50-54 3% 3% 3% 4% 4% 4%
55-59 3% 2% 3% 3% 3% 3%
60-64 3% 3% 3% 3% 2% 3%
65 + 4% 4% 4% 5% 4% 5%
All 100% 100% 1009 100% 100% 100%

Source: LFS 1998-99, 2008



Table 5: Table: Remittance Inflows in South Asia

(US$ million)

2000 2001 2002 2003 2004 2005 2006 2007 2008 200910
Nepal 111 147 678 771 823 1212 1'453 1'734  2'7279862 3'513
India 12'883 14273 15736 20999 18750 22'12533B' 37217 49'941 49256 55'000
Bangladesh 1'968 2'105 2'858 3192 3584 4'315 854%'562 8941 10'523 11'050
Pakistan 1'075 1461 3554 3964 3945 4'280 5'129'998 7'039 8720 9'407
Sri Lanka 1166 1185 1'309 1'438 1590 1'991 2'183'527 2'947 3'363 3'612
Remittance growth (%)
Nepal 31.83 361.6 13.65 6.68 47.31 19.92 1931 9%7.29.48 17.66
India 10.79 10.25 33.45 -10.71 18 28.06 31.35 ®4.1-1.37 11.66
Bangladesh 6.96 35.8 11.67 1229 20.39 25.8 20.985.243 17.7 5.01
Pakistan 3591 143.26 1154 -0.48 8.49 19.65 17.1¥.36 23.88 7.88
Sri Lanka 1.64 10.47 9.83 10.56 25.24 9.75 15.656.65 14.09 7.4

Source: Migration and Remittances Factbook :

Table 6: Distribution of migrants (all ages) by sexand
locality 2008

Migrants as % of total

Migrants (‘000) for each group

Total Men Women | Total Men Women
Urban| 1814 818 996 51.1 46.3 55.9
Rural 6026 1553 4473 30.1 16.6 42

Source: LFS Nepal 2008, CBS
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Table 7: Remittances as a share of GDP, 20(

(%)
Nepal 22.9%
India 3.9%
Bangladesh 11.8%
Pakistan 6.0%
Sri Lanka 7.9%

Source: Migration and Remittances Factbook 2011



Table 8: Growth in remittances

Wor_kers GDP Real growth in
remittances )
- deflator  remittances
(NRs 10 million) Table 10: Reasons for migration (internal)
2000-01 4721.61 100 4721.61 ('000) %
2001-02 4753.63 103.9 4575.2 Male Female Total Male  Female Total
2002-03 5420.33 107.1 5061.0 All Nepal
2003-04 5858.76 111.6 5249.8 Reason for last migration
2004-05 6554.12 118 5554.3 Marriage 62 3683 3745 2.61 67.34 47.77
2005-06 9768.85 126.2 7740.8 Other family reason 1014 1315 2329  42.77 24.04 29.7
2006-07 10014.48 135.4 7396.2 Study/Training 189 108 2917 7.97 1.97 3.79
2007-08 14268.27 142.9 0984.8 Looking for work 213 50 263 8.98 0.91 3.35
2008-09 20969.85 165.5 12670.6 Easier lifestyle 415 207 62p 17.50 3.78 7.93
Source: Economic Surv005.10 Others 478 106 588  20.16 1.94 7.44
Total Nepal 2371 5469 7840 100.00 100.00 100.00
Currently located in urban area
Table 9: Distribution of migrants by current and last location, and Marriage 9 371 38( 1.10 3705 20.95
Sex. : Other family reason 269 425 694 32.93 4267 38.26
Current location Study/Training 135 75 210  16.52 7.53 11.58
(000) % Looking for work 100 25 125 12.24 2.51 6.89
All migrants Rural Urban Total Rural Urban Total Easier lifestyle 95 60 1556 11.63 6.02 8.54
All migrants 6026 1814 7840 76.86 23.14 100.00 Others 209 40 249 2558 4.02 13.73
From urban 326 233 559 5832 41.68 100.00 Total urban 817 996 1814 100.00 100.00  100.00
From rural 4900 1388 6288 77.93 22.07 100.00 Currently located in rural area
From outside 799 193 993 80.46 19.44 100.00 Marriage 53 3312 3365 3.41 74.04 55.84
Female ('000) % Other family reason 745 889 1634 47.97 19.87 27.12
Female migrants 4473 996 5469 81.79 18.21 100.00 Study/Training 54 33 87 3.48 0.74 1.44
From urban 200 130 330 60.61 39.39 100.00 Looking for work 113 25 134 7.28 0.56 2.29
From rural 3748 762 4509 83.12 16.90 100.00 Easier lifestyle 320 147 467 20.61 3.29 7.75
From outside 525 104 630 83.33 16.51 100.00 Others 268 65 338 17.26 1.45 5.53
Male ('000) % Total rural 1553 4473 6026 100.00 100.00 100.00
Male migrants 1553 818 2371 65.50 34.50 100.00 Source: LFS 20(
From urban 126 103 229 55.02 44.98 100.00
From rural 1153 626 1779 64.81 35.19 100.00
From outside 274 89 363 75.48 24.52 100.00

Source: LFS 2008
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Table 11: Internal migrant flows

Rural to rural 71.6%
Rural to urban 20.3%
Urban to rural 4.8%
Urban to urban 3.4%
Total 100.0%

Source: LFS 20(C

Table 12: Internal migrant flows by sex

Male Female
Rural to rural 57.4% 77.5%
Rural to urban 31.2% 15.7%
Urban to rural 6.3% 4.1%
Urban to urban 5.1% 2.7%
Total 100.0% 100.0%

Source: LFS 2008
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Table 13: Working age population, diaggregated by ge and sex

1998-99 2'008

Males Females Total | Males Females Total
Distribution of population by age
('000)
0-14 4'024 3847 7'871 4'667 4'453 9'120
15-64 4'947 5'470 10417 | 5877 7'421 13298
65+ 415 401 816 575 552 1'127
All 9'386 9'718 19'104| 11'119 12'426 23'545
%
0-14 43% 40% 41% 42% 36% 39%
15-64 53% 56% 55% 53% 60% 56%
65+ 4% 4% 4% 5% 4% 5%
All 100% 100% 100% | 100% 100% 100%
Within working age population (15+)
('000)
15-24 1'608 1'848  3'456 1'879 2551 4'430
25-49 2'496 2'811 5'307 | 2'852 3778 6'630
25-34 1'141 1'339 2'480 | 1'199 1771 2'970
35-49 1'355 1'472 2'827 | 1653 2'007 3'660
50-64 843 811 1654 | 1'146  1'092 2'238
65+ 415 401 816 575 552 1'127
15+ 7'858  8'682 16'540 9'304 11'751  21'055
%
15-24 20% 21% 21% 20% 22% 21%
25-49 32% 32% 32% 31% 32% 31%
25-34 15% 15% 15% 13% 15% 14%
35-49 17% 17% 17% 18% 17% 17%
50-64 11% 9% 10% 12% 9% 11%
65+ 5% 5% 5% 6% 5% 5%
15+% 100% 100% 100% | 100% 100% 100%

Source: LFS 1998-99, 2008



Table 14: Working age population, disaggregated bgge and

1998-99 2008
Urban Rural Total | Urban Rural Total Table 15: Working age
Distribution of population by age (‘000) population (15-64) projection
0-14 819 7'051 7'870] 1'082 8039 9121 (millions)
15-64 1'341 9077 10'418| 2'324 10'975 13'299 1998 10.42
65+ 90 726 816 145 982 1'127 2008 13.30
,OA/(:I 2'250 16'854 19'104| 3551 19'996 23'547 2013 1501
0-14 36%  42% 41% | 30%  40% 39% 2018 18.21
15-64 60% 54% 55% 65% 55% 56% 2023 20.18
65+ 4% 4% 4% 4% 5% 5% Source: LIS 199+99, 200:
Al 100% 100% 100% | 100%  100% 100%
Within working age population (15+) (‘000) Table 16: Labour Force Participation Rate of the
15-24 462 2'995 3457 819 3611 4'430 population by sex, age (in percentage) - 2008
25-49 704 4:604 5:308 1'188 5:443 6:631 Age group Total Men Women
25 -34 351 2'129 2'480 580 2'392 2.972 Al 685 685 635
35-49 353 2475 2'828 608 3051 3'659
50-64 175 1478 1653 317 1921 2238 05-09 134 11.2 15.6
65+ 90 726  816| pation 982 1127 10-14 52.7 47.2 58.7
15+ 2'135  4'407 16'542| 3657 7'400 21'057 15-19 71.2 68.7 73.4
% 20-24 80.9 86.3 7.7
- 0, 0, 0, 0, 0, 0,

2nas | amn 2% aow| o s et 25:29 86 49 844
25 -34 16%  15% 15% | 16%  14% 14% 30-44 82.9 97.4 89.5
35-49 17%  17% 17% | 17%  18% 17% 45-59 90.7 95.3 86.1
50-64 8%  10% 10% 9%  11% 11% 60+ 66.4 77.1 55.1
65+ 4% 5% 5% 4% 6% 5% Source: LFS Nepal 2008, CBS
15+ 100% 100% 100%  100%  100% 100%

Source: LFS 19¢-99, 200!
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Table 17: Reasons for current inactivity, by age athsex

Reasons for inactivity Al 15-29 30-44 45-59 60+
Both sexes
Total (thousands) 2303 1214 261 243 585
Total 100.0 100.0 100.0 100.0 100.0
Attending school (%) 31.8 60.1 1.0 0.0 0.0
Household duties (%) 27.8 26.7 70.6 41.1 5.4
Old, sick (%) 30.4 2.7 13.7 43.9 90.1
Disabled (%) 2.2 1.6 3.9 4.0 2.1
Others (%) 7.8 9.0 10.8 11.0 2.5
Male
Total (thousands) 783 474 40 63 206
Total 100.0 100.0 100.0 100.0 100.0
Attending school (%) 51.7 85.3 1.6 0.0 0.0
Household duties (%) 4.6 34 17.7 14.1 1.7
Old, sick (%) 30.9 3 33.3 46.1 89.9
Disabled (%) 3.7 2.2 14.5 9.1 3.3
Others (%) 9.1 6 32.9 30.7 5
Female

Total (thousands) 1520 740 221 180 379
Total 100.0 100.0 100.0 100.0 100.0
Attending school (%) 21.5 43.9 0.9 0 0
Household duties (%) 39.7 41.6 80.1 50.5 7.4
Old, sick (%) 30.2 2.4 10.1 43.1 90.1
Disabled (%) 15 1.2 2 2.28 14
Others (%) 7.1 10.9 6.8 4.12 1.1

Source: LFS 20(
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Table 18: Participation in the labour force by locdity, 2008

Age 15-24 25-49 50-59 60+ Total
Working age
population (‘000) 4,430 6,630 1,598 1,766 14,424
Urban 818 1,188 233 229 2,468
Rural 3,611 5,443 1,365 1,538 11,957
In labour force ('000) 3,345 6,086 1,428 1,173 12,032
Urban 423 961 173 104 1,661
Rural 2,922 5,126 1,255 1,070 10,373
Activity rate (%) 75.5 91.8 894 664 83.4
Urban 52 81 74 45 67.3
Rural 81 94 92 70 86.8
Source: LFS Nepal 2008, CBS
Table 19: Current unemployment by sex and location
1998-99 2008
Number of currently unemployed, 15+ (‘000) 104 157
Male 72 89
Female 32 68
Urban 48 83
Rural 56 74
Unemployment rate, current basis, 15+ (%) 1.1 1.3
Male 15 1.6
Female 0.7 11
Urban 4.5 5
Rural 0.7 0.7
Youth (15-24) unemployment rate, current basis (%) 2.4 35
Male 3.3 4.2
Female 1.7 2.9
Urban 7.6 13
Rural 1.6 2.1

Source: LFS 20(



Table 20: Break-up of employment by
location and sex (%)

Total Male Female
Nepal 100% 100% 100%
Urban 13% 15% 11%
Rural 87% 85% 89%

Total Male Female
Nepal 100% 47% 53%
Urban 100% 56% 44%
Rural 100% 46% 54%

Source: LFS 2008

Table 21: Duration of unemployment* by sex and lod#on, 2008 (%)

('000) Total Urban Rural
Total Male Femalg Total Male Female Total Male mB&e

253 127 124 125 60 65 128 67 61
Less than 1 month 11 8 3 4 3 1 8 6 2
1 month < 3 months 43 22 21 11 6 5 31 16 16
3 months < 6 months 37 20 17 13 7 6 24 13 11
6 months < 1 year 45 20 25 26 13 13 19 7 11
1 year < 2 years 39 21 18 26 13 13 13 8 5
2 years or more 78 35 43 45 18 R7 33 17 16

*Relaxed definition - one needn't be looking fornwéto be considered unemployed.
Source: LFS 2008
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Table 22: Current employment by main industry and €x 2008, 15+ ('000)

Industry Total Urban Rural

Total Male Female| Total Male Female] Total Male Femle
Agriculture 8704 3429 5275 494 170 324 8210 3259 529
Agriculture and forestry 8701 3427 5274 494 170 328207 3257 4950
Fishing 3 2 1 0 0 @ 3 2 1
Industry 800 488 313 217 135 83 583 353 230
Mining and quarrying 27 19 3] 3 2 1 24 17 7
Manufacturing 773 469 306 214 133 32 559 336 223
Services 2269 1598 67pR 822 550 272 1448 1050 397
Electricity, gas and water 109 39 10 32 13 19 77 27 51
Construction 367 326 41 75 65 10 292 261 31
Wholesale trade, retail trade 692 447 245 264 169 5| 9428 278 150
Hotels and restaurants 197 94 103 93 46 47 104 47 6 5
Transport, storage and comm. 198 191 8 65 61 4 13330 4
Financial intermediation 32 22 10 20 14 6 12 9 3
Real estate, renting 71 57 13 36 29 7 35 29 6
Public administ. and defence 109 96 13 54 48 6 55 8 4 6
Education 285 189 96 88 50 38 198 139 58
Health care and social work 77 46 31 30 17 13 47 29 18
Other comm. and social act. 99 77 23 44 31 13 55 46 9
Private household 33 14 19 21 7 14 12 7 5
Extra-territorial organization 5 4 il 2 1 1 3 3 0
Total 11779 5519 6259 1535 855 680 10244 4664 5580
Total without extra-terr. org. 11774 5515 6258 1533 854 679| 10241 4661 5580

Source: LFS 2008
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Table 23: Child labour, disaggregated by activity ad hours, 2008

Time spent on

L No. of people activity in past 7 Per person
Activity involved ('000)  days (million hours over 7
hours) days

5-14 15+ 5-14 15+ 5-14 15+
Wage jobs in agriculture 20 543 1 21 50.00 38.67
Wage jobs in non-agriculture 27 1576 1 75 37.04 547.
Own business 76 1502 1 69 13.16 45.94
Agriculture 1731 8734 28 292 16.18  33.43
Milling 146 2385 1 14 6.85 5.87
Handicrafts 9 354 0 5 0.00 14.12
Construction 8 187 0 4 0.00 21.39
Fetching water 561 1952 2 10 3.57 5.12
Collecting firewood 383 2563 3 24  7.83 9.36
Other work 34 434 0 3 0.00 6.91
Total 2995 20230 37 517 12.35 25.56

Source: LFS 20(C
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Table 24: Informal employment, 2008

('000)
All sectors 11332
Male 5163
Female 6169
Agriculture and fishing 8677
Male 3412
Female 5265
Non agriculture 2655
Male 1751
Female 904

%
100
100
100
76.6
66.1
85.3
23.4
33.9
14.7

Source: LFS 2008

Table 25: Urban Consumer Price Index

National Urban Consumer
Year

Price Index
1995/96 100
1996/97 108.1
1997/98 117.1
1998/99 130.4
1999/2000 134.8
2000/01 138.1
2001/02 142.1
2002/03 148.9
2003/04 154.8
2004/05 161.8
2005/06 174.7
2006/07 185.9
2007/08 200.2
2008/09 226.7

Source: Quarterly Economic Bulletin 2010



Table 26: Currently employed working population in informal sector by gender and main

industry 2008

Table 28: Headcount Poverty Rates by main

1995/96 2003/04 Change in %

sectors
43,1 32,9
41,4 31,2
32,2 111
25,3 14,4
41,8 30,8

-10,2
-10,2
21,1
-10,9
-11

Source: Poverty Trends in Nepal 1995-96 - 2003-4

Main Industry Both sexes Men Women Agriculture
('000) % ('000) % ('000) % Manufacturing
Agriculture 8,677 99.7 3,412 995 5,265 99.8 Tradg
Industry 748 93.5 446 914 301 96.2 Services
Services 1,907 84 1,304 81.6 604 89.9 Total
Total 11,332 96.2 5,163 93.5 6,169 98.5
Source: LFS 20(
Table 27: Informally employed population aged 15+hy sex, age and location
Total 15-19 20-24 25-29 30-44 45-59 60+
('000)
Total 11332 1685 1487 1319 3362 2317 1163
Urban 1359 146 203 186 476 248 100
Rural 9973 1536 1284 1133 2886 2069 1063
Male 5163 746 577 543 1443 1164 691
Urban 720 77 102 97 245 136 61
Rural 4443 669 474 446 1198 1028 629
Female 6169 939 910 776 1919 1153 472
Urban 639 68 100 89 231 112 39
Rural 5529 870 810 687 1688 1041 433
% of currently employed (all industries)
Total 96.2 99.1 97.2 96.0 94.3 94.8 99.4
Urban 88.6 98.0 92.7 90.4 84.4 84.3 97.9
Rural 97.4 99.2 98.0 97.0 96.2 96.3 99.6
Male 93.6 98.8 95.3 92.8 90.0 91.3 99.2
Urban 84.2 97.4 91.6 86.5 78.4 77.7 97.0
Rural 95.3 99.0 96.1 94.3 92.9 935 99.4
Female 98.6 99.4 98.5 98.4 97.8 98.7 99.8
Urban 94.0 98.7 93.7 95.0 91.7 94.0 99.3
Rural 99.1 99.4 99.2 98.9 98.7 99.2 99.9

Source: LFS 20(
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Table 29: Characteristics of time-related underempdyment by sex, employment status,

occupation and industry

1998/99
All Men Women | All Men  Women
('000) %

By employment status 399 261 138 100% 100% 100%
Paid employee 56 40 16 14.0% 15.3% 11.6%
Family worker w/o pay 125 76 76 31.3% 29.1% 55.1%
Other self-employed 191 145 46 47.9% 55.6% 33.3%

By occupation 399 261 138 100% 100% 100%
Subsistence agriculture 258 176 82 64.7% 67.4% .4%9
Elementary occupation 78 40 38 19.5% 15.3% 27.5%
Other occupations 63 45 18 15.8% 17.2% 13.0%

By Industry 399 261 138 100% 100%  100%
Agriculture, hunting, forestry 300 202 98 75.2% 7.4% 71.0%
Private household workers 34 13 21 8.5% 5.0% %5.2
Other industry 65 46 19 16.3% 17.6% 13.8%

2008

By employment status 801 409 391 100% 100% 100%
Paid employee 81 52 30 10.1% 12.7%  7.7%
Family worker w/o pay 374 141 233 46.7% 34.5% 6%0.
Other self-employed 346 217 129 43.2% 53.1% 33.0%

By occupation 801 409 391 100% 100%  100%
Subsistence agriculture 558 290 268 69.7% 70.998.5%
Elementary occupation 112 45 67 14.0% 11.0% 17.1%
Other occupations 131 74 57 16.4% 18.1% 14.6%

By Industry 801 409 391 100% 100%  100%
Agriculture, hunting, forestry 675 336 339 84.3% 82.2% 86.7%
Private household workers 1 0 1 0.1% 0.0% 0.3%
Other industry 125 73 52 15.6% 17.8% 13.3%

Source: LFS 1998-99, 2008
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Table 30: Underemployment, as percentage of labotiorce, by sex, age group and locality 1998/99 an®@8

1998/99
Nepal Urban Rural
Age Group
Both sexes Men Women| Both Sexes Men Women Both Sexe Men Women
15-19 3.8 4.3 3.3 3.7 35 4 3.8 4.4 3.2
20-24 5.1 7.2 3.2 6.6 7.1 5.9 4.9 7.3 2.9
25-29 4.7 6.8 2.7 5.1 5.1 5.1 4.7 7.1 2.4
30-44 4.3 5.3 3.3 4.5 4.6 4.4 4.3 5.5 3.1
45-59 4.1 5.4 2.5 4.7 5.1 4.2 4 5.5 2.4
60+ 2 3 0.6 3.3 3.5 2.9 1.9 2.9 0.4
Total 4.1 5.4 2.9 4.8 4.9 4.6 4.1 5.5 2.7
2008

15-19 5.6 5.3 5.8 6.7 6.8 6.4 5.5 5.1 5.8
20-24 8.2 10.6 6.6 6.4 5.7 7.1 8.5 11.9 6.5
25-29 8.1 9.7 6.9 7.4 6 8.9 8.2 10.6 6.6
30-44 7.1 7.3 6.9 6.4 4.4 8.8 7.2 8 6.7
45-59 5.8 6.2 5.3 5.4 4.8 6.2 5.8 6.4 5.2
60+ 4.9 6.1 3.1 51 55 4.4 4.8 6.1 2.9
Total 6.7 7.2 6.1 6.3 5.2 7.6 6.7 7.6 5.9

Source: LFS 1998-99, 2008
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Table 31: Level of education among working age pogation by sex and location, 2008 ('000)

Completed Total Urban Rural

education level | Male Female Total| Male Female Totall Male Female Tal
Total 6452 7972 14424 1195 1273 2468 5257 6699 @195
Never attended 2090 4642 6782 172 446 618 1918 419414
Less than primary 849 701  15%0 100 98 198 749 6023521
Primary 1077 869 194y 159 144 303 919 725 1644
Lower secondary 722 557 1279 145 116 261 577 4411810
Secondary 1099 830 1928 317 281 598 782 549 1331
Higher secondary 349 234 583 158 120 279 191 114 5 30
Degree level 215 71 286 133 54 187 82 17 99
Others 45 60 105% 11 12 23 34 48 83
Not stated 7 8 1% 1 1 P 6 7 12

Source: LFS 2008

Table 32: Literacy rates by age and sex

. Growth rate of
Literacy rates

literacy, p.a.

1998/99 2008 1998-2008

5+ 49.8 63.2 2.41
5+, Men 64.5 74.7 1.48
5+, Women 35.8 53.1 4.02
15 + 44.5 55.6 2.25
15 +, Men 62.3 70.7 1.27
15 +, Women 28.2 43.3 4.38

Source: LFS 1998-99 and 2008

Table 33: Net enrollment rate across different congmption levels by level of schooling and gender, 28-4, (%)

Consumption Primary school Secondary Tertiary

quintile Male Female Total  Male Female Total  Male Female Tal
Poorest 61 42 51 3 1 2 0 0 0
Second 78 65 72 9 2 6 1 0 0
Third 85 78 81 14 12 13 2 0 1
Fourth 84 82 83 20 14 16 1 0 1
Richest 88 85 87 35 36 35 12 8 10
Total 78 67 72 17 13 15 4 2 3

Source: LSS 2003-04
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Table 34: Vocational training by duration of period and sex,

2008
Training period Total Male Female
('000)
<1 month 112 59 53
1 < 6 months 517 261 256
6 months < 1 year 278 137 140
1 year + 124 86 39
Total 1030 543 488
(%)
< 1 month 10.9 10.9 10.9
1 < 6 months 50.2 48.1 52.5
6 months < 1 year 27.0 25.2 28.7
1 year + 12.0 15.8 8.0
Total 100 100 100

Source: LFS 2008

Table 35: GDP and PCI growth rate

GDP at PCI growth

basic prices rate
2002-03 3.77 1.65
2003-04 4.41 2.51
2004-05 3.23 1.47
2005-06 3.73 1.46
2006-07 2.75 1.44
2007-08 5.80 3.82
2008-09 3.95 1.46
2009-10 P 3.53 2.28
Average 3.90 2.01

Source: Economic Survey 2009-10,
P = provisional

Table 36: Economic growth in neighbouring countries

GDP growth (annual %) GDP ?:;ﬁjgl't;) )growth
Bhutan Bangladesh India| Bhutan Bangladesh India
2000 7.5 5.9 4.( 4.5 4.0 23
2001 7.0 5.3 5.7 3.8 3.4 35
2002 8.9 4.4 3.9 55 2.6 2.2
2003 8.6 5.3 8.4 5.3 35 6.8
2004 8.0 6.3 8.3 4.9 4.5 6.7
2005 7.0 6.0 9.3 4.3 4.3 7.8
2006 6.4 6.6 9.4 4.1 5.0 7.9
2007 19.7 6.4 9.6 17.6 4.9 8.2
2008 5.0 6.2 5.1 3.3 4.7 3.7
2009 7.4 5.9 7.7 5.8 4.4 6.2
Average 8.5 5.8 7.1 5.9 4.1 5.5

59

Source: WDI 2010



Table 37: GDP by expenditure, constant prices

(NRs ten million)

2000/01 2001/02 2002/03 2003/04 2004/05 2005/0806/7 2007/08 2008/09 2009/10

GDP at producer prices 441519 44204.8 45948.8 (@181049773.9 51448.6 53203.8 56451.7 59193.3 61903
Government 35785 3858.6 4265.2 4639.7 4697.3 47328 507193782 5746.2 6498.2
Total consumption 39001.7 40538.9 42104.3 42845.2698.7 46892.2 48565.7 492849 52291.1 56658.6
Private consumption 35423.2 36680.3 37839.1 382039998.4 42159.4 43493.8 44047.1 46544.9 50160.4
Gross capital formation  9864.9  8480.8 9029.8 1060411608.4 12123.3 12732.7 16503.5 18103 22813.7
GCFC 8475.1 8486.3 88069 90949 9142.7 10157 1069892.2 10945.9 11523.4
GCFC 1806.3 1646.4 1321.8 12458 13389 13121 1718.813.80 2215.2 2516.1
GCFC private 6668.7 6839.8 7485.2 7849.1 7803.8 4834 89752 8878.3 8730.7 9007.3
Change in Stock 1389.9 -5.5 2229 1509.8 2465.7 6396 2038.6 5611.3 7157 11290.3
Net exports -4714.7 -4814.8 -5185.3 -5349.5 -6530:-2566.9 -8094.5 -9336.7 - -17569.3
Exports 9961 7651.2 7288.1 81828 79344 78318 7.B/5 7814.2 8116.8 6934.5
Imports 14675.7 12466 12473.4 13532.3 14464.6 153985852.3 17150.9 19317.5 24503.8

% change over previous year

2001/02 2002/03 2003/04 2004/05 2005/06 2006/0@607H8 2008/09 2009/10

Current Average

weight (2009)  growth p.a.

GDP at producer prices 0.1 3.9 4.7 3.5 3.4 3.4 6.1 49 4.6 100.0%
Government 7.8 10.5 8.8 1.2 0.8 7.2 3.3 9.7 13.1 9.7%
Total consumption 3.9 3.9 1.8 4.3 4.9 3.6 1.5 6.1 .4 8 88.3%
Private consumption 3.5 3.2 1.0 4.7 5.4 3.2 1.3 57 7.8 78.6%
Gross capital formation -14.0 6.5 17.4 9.5 4.4 5.0 29.6 9.7 26.0 30.6%
GCFC 0.1 3.8 3.3 0.5 11.1 5.3 1.9 0.5 5.3 50.5506F)
GCFC -8.9 -19.7 -5.7 7.5 -2.0 31.0 17.2 10.0 13.6 2&f8YCFC)
GCFC private 2.6 9.4 4.9 -0.6 13.3 1.5 -1.1 -1.7 2 3.78.2 (of GCFC)
Change in Stock -100.4 -4152.7 577.3 63.3 -20.3 3.7175.3 27.5 57.8 49.49 (of GCF)
Net exports 2.1 7.7 3.2 22.1 15.9 7.0 15.3 20.0 9 56. -18.9%
Exports 232 47 123 30  -13 0.9 0.7 39 614, /25 (of Net
exports)
Imports -15.1 0.1 8.5 6.9 6.5 2.9 8.2 12.6 26.g 1725 (0f Net
exports)

3.4%
6.1%
3.8%
3.5%
8.7%
3.1%
3.4%
3.1%
23.3%
14.1%

-3.6%

5.3%

Source: Economic Survey 2009-10
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Table 38: GDP by expenditure (%), 2009

India Bangladesh  Bhutan Nepal

Government consumption 12.3 5.2 22.0 111
Private consumption 57.8 80.2 14.6 80.9
Net exports -4.7 -9.6 9.7 -21.7
Gross capital formation 34.5 24.2 53.9 29.7
GFCF 32.3 24.2 53.6 21.2
GDP 100.0 100.0 100.2 100.0

Source: WDI 2010

Table 39: Detailed breakdown of Nepalese trade

Rs 10 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 7280 2008/09

million India RoW | India RoW /| India RoW| India RoW India RoW ndla RoW | India RoW| India RowW
Exports 2796 1899 2643 2350 3078 2313 3892 1979 1407952 4173 1765 3856 2071 4101 2669
Imports 5662 5077 7092 5343 7874 5760 8868 6080 1407 6664| 11587 7882 14238 7956 16424 12203
gglgent 45944 45944 49223 49223 53675 53675 58941 58®HN08 65408 72783 72783 81566 81566 99132 99132
As % of 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07 7280 2008/09

GDP India RoW | India RoW | India RoW| India RowW India RoW India oW® | India RoW | India RoW
Exports 6.1 4.1 5.4 4.8 5.7 43 6.6 3.4 6.2 3.0 5724 4.7 2.5 4.1 2.7
Imports 12.3 11.0 14.4 10.9 14.7 10.7 15.0 10.3 416.10.2 15.9 10.8 17.5 9.8 16.6 12.3

Source: Economic Survey 2009-10
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Table 40: Inflation, year-on-year (%)

Nepal India
Months 2005-06 2006-07 2007-08 2008-09 2009-10| 2005-06 2006-07 2007-08 2008-09 2009-10
Jul-Aug 7.3 7.3 6.3 131 10{4 5.7 6.9 7.4 13
Aug-Sep 8.2 6.6 7 135 9/7 6.1 6.4 8.5 12.9
Sep-Oct 7.8 7.5 6.3 141 93 6.6 5.7 9.5 124
Oct-Nov 8.5 7.1 6.3 145 9.9 7.2 55 104 12
Nov-Dec 8.8 7.3 5.7 141 11]3 6.7 5.1 10.8 13.9
Dec-Jan 7 7.6 5.8 14.4 1148 6.9 5.1 9.8 155
Jan-Feb 5.8 8 6.4 13.7 12 7.4 4.8 104 16.9
Feb-Mar 7.7 6.2 7.2 13.1 11|12 7.8 5.2 9.9 15.8
Mar-Apr 7.9 5.6 8.9 11.9 7.6 6 9.3 14.9
Apr-May 9.1 4.6 9.2 12.9 7.7 7 8.8 14.4
May-Jun 9.1 4.5 11 12.3 6.5 6.8 6.8 9.7
Jun-Jul 8.3 5.1 12.1 114 6.5 6.1 7.3 9.6 ..
Annual Average 8.0 6.4 7.7 13.2 10.7 6.5 6.9 6.0 59 14.2

Note: The inflation rates for India are for a perlmeginning 15 days prior to the same for Nepal.
Source: Economic Survey 2009-10 and MOSPI

Table 41: Crude oil prices - USD per barrell

Month 2006 2007 2008 2009 2010
January 42.2269 62.4387 34.2974 53.9784
February 449066 64.0862 34.5613 54.4891
March 47.2648 66.1209 36.5235

April 50.2325 50.2325 69.8474 39.0474

May 55.7091 50.2504 80.1039 42.8033

June 55.4378 52.5685 85.9319 49.5164

July 58.7493 55.2325 85.2843 46.459

August 57.794 52.3674 77.0383 51.1313
September 50.282 55.1692 69.9981 46.9331

October 47.6976 57.7252 55.2039 49.7654
November 46.7381 62.8231 43.1188 52.0729
December 47.4282 62.7599 32.077 51.6425

Source: European Central Bank
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Table 42: Public Finance (Rs 10 million)

2000/01 2001/02 2002/03 2003/04  2004/05 2005/06 6/&00 2007/08 2008/09 2009/10P
GDP at basic prices 41342.9 43039.7  46032.5 50069™M848.5 61111.8 67585.9 75526.2 91016 107514.9
Expenditure 7983.51 8007.22  8400.61  8400.61 8944M#56.04 11088.92 13360.46 16134.99 21966.19
Receipts 5564.7 5713.16 6756.89 6756.89 7361.44 1.885 8610.96 10351.29 12794.32 16985.73
Deficit/Surplus -2418.81  -2294.06 -1643.72 -1643.721582.82 -1804.65 -2477.96 -3009.17 -3340.67 -4880
Deficit as % of GDP -5.85 -5.33 -3.57 -3.28 -2.89 295 -3.67 -3.98 -3.67 -4.63
Source: Economic Survey 2009-10
Table 43: Value added at constant prices (base =@0-01) by industrial division (in ten million Rs)
2000/01 2001/02 2002/03  2003/04 2004/05 2005/06 6/&7J0 2007/2008 2008/09 2009/10
Agriculture 15562.45 16042.15 16576.13 17373.42 17981.03 1830118479.60 19555.90 20150.00 20375.29
Agriculture and forestry 15378.05 15841.69 16367.685139.44 17730.36 18025.97 18195.80 19251.40 19282820036.40
Fishing 184.4 200.46 208.48 233.98 250.67 275.52 283.80 .5804 321.80 338.89
Industry 4022.61 3834.07 3841.98 3919.43 4030.51 4124.66 7.402 4205.80 4166.30 4280.58
Manufacturing 3840.9 3636.40 3637.99 3716.32 3813.59 3889.83 .3089 395450 3913.20 4016.78
Mining and quarrying 181.71 197.67 203.99 203.11 6.22 234.83 238.30 251.30 253.10 263.80
Services 22960.39 22863.77 23794.62 25189.78 26022.96 2832728805.66 30768.54 32444.66 34170.56
Electricity gas and water 774.96 863.08 102743 9% 1111.67 1156.22 1306.50 1320.40 1308.40 1315.3
Construction 2558.54 272251 2779.80 2770.11 2850.34 3069.00 5.304 3304.30 3334.10 3554.90
Wholesale and retail trade 6992.84 6183.68 6323.38006.63 6569.36 6809.90 6429.22 6696.22 7090.54 9.788
Hotels and restaurants 845.9 691.70 705.58 795.4952.47 800.10 827.81 885.11 911.29 989.13
Transport and communication 3142.46  3405.50 3582.58850.85 4098.50 4200.10 4409.43 4822.58 5188.27 23.23
Financial intermediation 11455 1189.21 1208.96 3172B 1595.70 1984.30 2210.30 2414.23 2450.21 2888.6
Real estate 3526.74 3354.33 3221.18 3153.79 3470.02 3690.00 4.802 4554.40 4634.25 4859.79
Public administration 528.81 723.65 807.03 801.87 55.80 913.90 926.20 931.90 999.90 1014.90
Education 1737.24 2102.97 2391.34 2513.77 2760.60 2864.00 3.807 3271.60 3639.90 3876.10
Health care 417.84 448.68 517.14 548.73 610.90 647.00 688.80 7.4v4 830.80 877.40
Other 1289.56 1178.46 1230.33 139552 1348.30 1393.30 4.366 1820.40 2057.00 2181.70
Total GVA including FISIM 42545.45 42740.00 4421237 46482.63 48034.50 49954.00 51512.66 54530.24 ®686 58853.44
Financial intermediation indirectly measured 1232.6 1330.85 1242.80 1617.24 1718.00 1910.50 2147.6Q304.29 2470.62 2649.00

GDP at basic prices

41342.82 41409.15 42969.93 4188 46316.50 48043.50 49365.06

52225.95 54290.320444

Source: Economic Survey 2009-10
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Table 44: Growth of value added at constant pricefhase = 2000-01) by industrial division (in ten mlilon Rs)

Fiscal Year

Industry 2002/03 2003/04 2004/05 2005/06 2006/07 2007/200808/9 2009/10

Agriculture 3.33 4.81 3.50 1.78 0.97 5.82 3.04 1.12
Agriculture and forestry 3.32 4.72 3.45 1.67 0.94 .805 3.00 1.05

Fishing 4.00 12.23 7.13 9.91 3.01 7.29 5.68 5.31
Industry 0.21 2.02 2.83 2.34 2.49 -0.51 -0.94 2.74
Manufacturing 0.04 2.15 2.62 2.00 2.55 -0.87 -1.04 2.65
Mining and quarrying 3.20 -0.43 6.80 8.26 1.48 5.46 0.72 4.23
Services 4.05 5.45 3.70 5.92 3.85 6.66 4.97 5.27
Electricity gas and water 19.04 4.07 3.97 4.01 13.00 1.06 -0.91 0.53
Construction 2.10 -0.35 2.90 7.67 2.49 5.06 0.90 6.62
Wholesale and retail trade 2.26 10.81 -6.24 3.66 -5.59 4.15 5.89 5.63
Hotels and restaurants 2.01 12.74 -5.41 6.33 3.46 6.92 2.96 8.54
Transport and communication 5.20 7.49 6.43 2.48 4.98 9.37 7.58 6.45
Financial intermediation 1.66 6.19 24.30 24.35 11.39 9.23 1.49 1.57
Real estate -3.97 -2.09 10.03 6.34 11.76 10.44 1.75 4.87
Public administration 11.52 -0.64 6.64 6.88 1.35 0.62 7.30 1.50
Education 13.71 5.12 9.82 3.75 7.33 6.44  11.26 6.49
Health care 15.26 6.11 11.33 5.91 6.46 8.51 11.16 5.61
Other communication services 4.40 13.43 -3.38 3.34 19.45 9.38 13.00 6.06
Total GVA including FISIM 3.45 5.13 3.34 4.00 3.12 5.86 4.09 3.69
Financial intermediation indirectly measured -6.62 30.13 6.23 11.20 12.41 730 7.22 7.22

GDP at basic prices 3.77 4.41 3.23 3.73 2.75 5.80 3.95 3.53

Source: Economic Survey 2009-10
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