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Diagnosis of the Governance
Framework of Nepal

Mr. Chhabindra Parajuli’

Abstract

Government’s vision of development could be achieved with the support of appropriate governance
framework. The present constitutional framework of governance is sufficient enough to accelerate
the development milestones of the country. All the three domains of governance should be equally
relevant for the achievement of the SDGs goals and targets. In this context, the present government’s
slogan * prosperous Nepal and happy Nepali” would only be achieved if all the spheres of
governance should be geared in the right direction.

Background

The word governance was first introduced by the World Bank on its report on Sub-Saharan
Africa in 1989. Governance is now viewed with wider perspectives covering all the actors- State
Institutions, Private sectors organizations and Non State Agencies.

The Nepal National Governance Survey defined the governance as a system or process for the
exercise of authority by state authorities and other entities, in reference to broadly shared values
(foundations of governance) and through democratically-established institutional mechanisms
(infrastructure of governance), that deliver on the state’s commitments for public goods and
services (service delivery) that together define and consolidate the relationship between the state
and citizens.

According to the World Bank the six dimensions of governance are-
I.  Voice and Accountability- Measuring political, civil and human rights.

II.  Political stability absence of violence /Terrorism- Measuring the likelihood of violent threats
to or changes in government including terrorism.

III. Government Effectiveness- Measuring the competence of the bureaucracy and the quality of
public service delivery.

IV. Regulatory Quality- Measuring the incidence of market unfriendly policies.

V. Rule of law- Measuring the quality of contract enforcement, the police and the courts, as
well as the likelihood of crime and violence.

VI. Control of corruption- Measuring the exercise of public power for private gain including
corruption and state capture cases.

Major Domain and Parameters of Governance

The Nepal National Governance Survey considered the following domains and parameters for the
governance

* Secretary, Office of the Chief of Province, Koshi Province.
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S.N.

Doman

Parameters Remarks

- Rule of law

Foundations of gover- | -Voice and participation
nance - Integrity and accountability
- Justice and social inclusion

Infrastructure  Gover- | -Elections

visions

nance - The constitution and constitutional pro-

- Realization of constitutional freedoms
- Provincial and local government

- Political institutions

- Social association and civic awareness
- Information and communication

- Security and protection

Service Delivery Gov- | - Experience of public service
ernance - Support for receiving services

- Attempts made to receive services

- Source of information about services
- Service fee and additional expenses
- Public service environment

Constitutional Framework of Governance

The present constitution of Nepal which was passed by the constituent assembly has many
provisions regarding the governance. The constitution has provided for a federal governance
framework with the provision of three tiers of government- Federal, Provincial and Local. The
President is the head of the state and the Prime Minister is the head of the government. Province
chief and the chief minister are head of provinces and head of province government respectively.
The Judiciary arm is extended to district court, high court and Supreme Court and other tribunals
as well. The legislative power is exercised by the three tiers of legislature within their jurisdiction-
federal, provincial and local level. The constitutional bodies are autonomous, independent and
responsible to perform their assigned duties and responsibilities according to the constitutional
mandate.

Major actors of Governance

L

I1.
111
Iv.
V.
VL
VIL
VIIIL

Federal Government and its extended arms,

Provincial Government and its extended arms,

Local Government and its extended arms,
Civil Society Organizations,

Private sectors organizations,

Corporate Sectors,

Other Non State actors,

Citizens at large

s gemEA 9%
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Governance Structure

The following Table shows the overall governance framework in Nepal.

S.N. Actors Mandate Remarks
1 Legislative | Constitution of Nepal, Federal,
Federal Parliament, Provincial and
Provincial Parliament, Local Levels
Rural Municipal Assembly, Municipal Assembly, | all have their
District Assembly, own Legislative
Law making Process and procedures, structure and
Legislative committees mandate, mechanism
Parliament Process,
Operating Manuals of the parliament,
Operating Procedures of Rural Municipal Assembly,
Municipal Assembly, District Assembly,
Norms and Practices of the parliament Rural Municipal
Assembly, Municipal Assembly, District Assembly,
2 Executive Constitution of Nepal, Federal,
Legal Provisions of the cabinet, Provincial and
Governance Act and regulation, Local Levels
Government operating Guidelines and norms, all have their
Cabinet Committees procedures and mandate, own Executive
Norms and Practices of the cabinet structure and
mechanism and
practices
3 Judiciary Constitutional Mandates, Judiciary has its
Supreme Court, own structure
High Courts, from the
District Courts, Federal to local
Special Courts, level
Quasi-Administrative Tribunals,
Legal Provisions,
Standard Operating Manuals and guidelines,
Code of conduct for the judiciary process,
4 Civil Operating Guidelines, Transparency
Society Civil society Norms, issue
Accountability Transparency,
Openness,
Responsibility
5 Private Corporate guidelines and Norms, Transparency
Sectors Corporate Ethics and standards, issue
Legal Norms and procedures,
Corporate Ethics and Norms
SITMEFW 2% RAIAID qA DG TRIAA DRI




Layers of governance

S.N. Levels Key Indicators Reform Measures
1 Policy Constitution of Nepal Review and update all the national
Governance | Economic Policy policies in line with the constitutional
Annual Budget and its | provisions
objectives
16™ Plan and its mission, vision
Targets and goals
Projects selection criteria and
the provision of projects Bank
SDGs Targets
Graduation plan from the LDC
Status to developing countryt
2 Economic Economic Policy Pre- Budget Discussions at all the
Governance | Annual Budget and its|levels in advance with the wider
objectives participation of the stakeholders.
16™ Plan and its goals
SDGs Targets
LDC graduation plan
3 Election Political ~ Parties  Election | How to ensure the more participation
Governance | Manifesto and the promises of | of the rural poor people in the election
the candidates in the election | process
4 Structural Organizational hierarchies Review and redesign of the existing
Governance | Job Descriptions organizational structures of the
Terms of References Federal, Provincial and Local levels
and coordination mechanism in line
with constitutional provisions.
Review the existing job descriptions
of all the positions of the civil service
positions and update them in the
changing context.
Revise the Organizational mandates
and their Terms of Reference( TORs
)of all the organizations including the
federal, provincial and local levels in
the changing context
5 Operational | Operational Manuals Revise and update all the operational
Governance | Operational Guidelines manuals, operating procedurals and
Standard Operating Procedurals | procedures
6 Behavioral | Code of conducts Inject new code of conduct
Governance | Behaviors of the employees New norms
Sufficiently coach and Educate all the
employees in order to improve their
behavioral parts.
SITMEFW 9% RAITID TAT DG A BRI



Nepal’s Governance Situation Diagnosis

The Governance Situation of Nepal is diagnosis with the following table:

SN Governance Current Strategies to enhance the Remarks
Indicators status Governance indicators
1. | Voice and Weak Promote the Openness Need to refocus to
Accountability | performance |and Transparency. Make promote the Voice and
accountability matrix Accountability
at all the spheres of the
government
2. | Political Poor situation | Enhance the peace and Need to reform the
stability absence maintain the law and order | election Law, process
of violence situation and procedure
/Terrorism
3. | Government Not Improve the service Delivery | Need to orient and
Effectiveness satisfactory quality and standards improve the service
Delivery quantity,
quality and standards
and reduce the delivery
time
4. | Regulatory Very weak Enhance the performance Need to build and
Quality status of of the Regulatory bodies enhance the capacity
performance | like Nepal Rastra Bank, of the Regulatory
of the Insurance Authority, Nepal | Institutions
regulatory Electricity Authority,
agencies
5. | Rule of law Not Strengthen the capacity of Enforce the Rule of
satisfactory the Judiciary Mechanism, Law at all levels of
Time consuming and lengthy | government
procedures for the rule of
law
6. | Control of Very weak Strengthen the capacity of Strengthen the capacity
corruption the oversight agencies of the oversight agencies
and promote the
governance ingredients
at all the levels of the
government

The perception regarding the governance is not in satisfactory level

in Nepal. The status of

foundation parameters is very low. Similarly, the status of infrastructure governance and service
delivery governance are also at the lower positions. Nepal’s current achievement and performance
regarding the governance indicators are not in satisfactory level. Hence, the governance reform
initiatives should be given high priority to accelerate the sustainable inclusive growth and
development.

The existing election system should be reviewed in order to maintain the governance and to
strengthen the people’s participation in the election process It is necessary to inject the transparency

s gemEA
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and show the self discipline by the political parties and their candidates in the whole election
procedures, movements and the system. The present scenario of capturing the election ticket by
the elites should also be insulated by implementing the strong criteria for the selection candidates
by all the political parties.

Election system should be free, fair, inclusive, participatory and transparent. The selection of
candidates for the election process should also be done by following the specific criteria and
transparent procedures. The governance enhancement process should be initiated from the
election reform initiatives. The whole election system should be reviewed and reformed in such
a way that poor candidate should also be able to get the candidate election ticket and can run his
election campaigns without any fear and minimum cost.

The Judiciary procedures and the whole judicial activities and norms should also be analyzed and
updated as demanded by the constitutional framework and reactivated according to the governance
norms. There is an urgent need to strengthen the whole Judiciary institutions by introducing the
Information Technology and by implementing the e- service delivery mechanism.

The executive decisions and orders should also be tested with the governance principles and
norms. The legislative committee’s behaviors and their decisions should also follow the
governance framework. The whole government procedures, systems, service delivery styles and
institutions should be reoriented to follow the principles of open and transparent government.
Service delivery governance should be enhanced immediately to meet the people’s expectations
as well as to deliver the democratic dividends to meet the promises made by the political parties
during the election.

Conclusion

The governance structure and systems should be updated and revitalized according to the demands
of the present constitution and the legal provisions. The present political parties’ perception
regarding the governance and their orientation should be mainstreamed in line with the governance
principles and global practices. It is an urgent need to focus for the achievement of the good
results on all the domains and the parameters of the governance framework. The capacity of the
federal, provincial and local level public servants should also be strengthened. Deeper integration
of governance framework in all the spheres of government is the need of the day. For the effective
implementation of the governance framework there should be a visionary and strong leadership
both in the political as well as administrative spheres. It is also necessary to mainstream the
governance framework by educating the behaviors of citizens and all the stakeholders to follow
the constitutional and other legal mandate and the better governance practices.
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o TET TTEAT SHITSTH EHEIT ST HHTOTETS SAaed 718 Hel THT TaTH HHer] e THUs|

o TR TEHT SN T FHATIGEh! SToie T -ATSH, Tl SATEATI RIS forsRrT &ed foerm
TS|

« < e HHwaEshT AT e fofie afifaes (Tftea arwae Tig, ST=TesT 9iyg, ST=aateni] foad
g, YawT T aiesg, T wff)ent staeh farfia womm w Mol wriieee T

o ST UG T 7T TR HIToh! ITASEAT T ST s qTeHe HArsgas|

o TTASITeh 0T SHETATI FHTATCIeh HEATTA GHAT forehre TR |eST(eh 0T sHaeeTo U T et
HTHR G, TaRT T T qEHT HTA1Lh 0T Tl sadieed SHISus|
o I TTRITST T ShTai=areT HTeaT T GeaaT Siis fag SATfeler ST shiem mues|

\’FITMEFW % THARIAIGD dA DG TRRAA BT



oG9 @i T Aiieed Toeiars et STaftmT Samia sE S T i dgen JonetsE
AT GAT H1FH T

o T TeHfcreh &I AT for STRIRTCTS HereiToT T8 ST fSUehT Feraren! Hri-ara THIs|

o TR ATSHICHT IRITHT STETTATATE T SIS ATk B HH-EHT Tfehehd I SHISTIS |

o Toreftar HefterdT et SHTS i qEeh TR siie SoaR, §H-3 T Heahieh! SAIlg T{Us|

§. Freane

foreftar HefterdTen! dohet SHTRIT=ara WOHT HEldTeh! ST Shal 5| JuTeTT for i SEfRrdeh SATh
TETHT T T STt S| TorTd SRaehT ket ohad HIIHeRATaTTS 8213 T oI EEfardT shiai =T <@ e
HEATEEH! GHTE 114 forefy Hefferdt forefar Sefferdrent e1et T THTehi SrIi-=rIeh! AT i qeeht
grarferd fermr gfaag T ieag god dfaws|

g AT

« ST HTGH, RoleR, FHTT fohdre saawet afifd, Hewrel|

« STEERI for EEAT=aRT U, oty

- Ifiga STehfereR 1 T ford TR T, R0ty

« Y TR T U, 0\0Y

o TR A R0¢2/¢R I AN T, 2043, 3T FHATAT, FHIZATE|

« 3TTfer o Ro¢o/¢ s I ASTeHR STefaiieR Aot FfeEH, R0 ¢ o HTH, 37 WA, FISHTEN

« 3mfefeR U, R0¢%, 37 HATEH, HISHTEH

« Tftger TTpde A QT ford ST ST GRaeT R 0lols, Tt TTehfah &I o for 7RI

o 3T aF 0¢2/¢R T AT T, T T T TR ToI Ha STk SRUTehT TTHT TFa-EHT JUTed I, JaTT T
TS RS TR FHRTRET, 02, Tfte eRfask | o for st

* 1. U3 ITATCA (0108, TATAHT foref = EEaraT : AT STAEAT, TG T A, A1 372 Feaw, T TSIt ey
T, o1 fervmfr afirfa

o T ST (R06R), T, VAT T TS qRafIarehT STerweles, JRTe, a1 U3, 37 2, qUifsh 23y, Hefi Arfie qo
T JITH HAT, HTSHTEN
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AITAHT LRI TRl AT STEAT T

feafa —aweaT gHTgEET ITHEE
TR et
qiw (Abstract)

AT T STl Srefd=mT auieTd e &Ed T, ok uReiiar, ITeTaed
rwﬁﬁmwﬁ,wmwrmwﬁﬁ,mwmﬁ
3“&1\35 HARIHA L I3l hlIH rﬁ |°|°h|H IISTAT T °h|e4>b"| Ho A ]'Ff e Hldenl ng’i(‘l
T gHATAe faator T T Igme T =T worelt saferd T S fausl | el 5T
HTAeRT AT 3TTavge fafi=T Teee sHaH e T SHbheaToT qeiT fashrasht arfit aft @ 169 |
JHATE < @it 337 (Public expenditure) WiH=S | JE3T=HTd GlhRer fafa=T hameraraeeaT
fafr=T TRt AT STEH a9 @« hAeE GHIENT §5 | drasiien Sagen! qedTsT T aftfmr
REdT TR B | TR TT TR AT A faii=T Tee® T8I 16 T e
AT TaermenT AT 9 ©F 6D | IHAE T GESe AT 9 | JEAria e faty=T
TraTeRetEaT fafr=T RISt AT =R ge Teieaes auTeyT §9 |

AeSTeh Toieh] HEcet THIRRGH & : &) JaEd { GaRewdl e faermerr ST
SR TGS TERTTId AT eEeh! TR0 T 3 T | @) i, IJTNT TS ATOTAehT TaehramT deanT
TS &qel [SehMTcHs FRFHHEE { ARSHGE doaie T | ) Wepide dreH T Aiaeeenl 3e
T ufEred T Tfeer 3eameeRT ST gig e | o) Ta, eeurieredr datstien sgeRr Mt my
AT HaT GiaaTes Iueted TR | §) 3cTed Ihg T Grallceh Jare T STIa-&aqdr gfg ™ aia
ST T Tt Heced © | TTaisTieh T g5 Wehehl & : ST& : (2) TR & (R) Jofima & |

s adetur, s & 06k /5o AT IvE MRGIHAR IH MY I 0wc/ 0] AT G,
SN T THIT TEh! Tohihd @ . ¥ Wialael det & 2% @d o 316 2 HUS bl & | Tieh
¥ Robl/ve AT TEAT Jig 2¥.¥ FiawTd el PRI | STRIE a¥ Roco/ <2 T BHRFEH FE
G IATMH T R006R/¢o HI HIR FaTdeh! JaMT 2. Wlawdel g 95 & ¢ Td ¢ I’ Ue
FUS Phehl & | I9 AT =] @9 T YSia @9 HUI: ¥, % Jq9d T 3.5 yfawrdel 92 &
o foeier SeeTdhe! @9 <o.4 Hidwdel Seah! S |

UTETehT TS JUTTENISTrarid STTIRTET &% T SSUTT TR 3T T Faatur ehTa, oAt HRIAR
oI T ENUT T HEgel JYbI3H, 37 3[cehAT Ty feahTe YuTlefiae faamur T T Jvre,
T e T UoTe SITEweh! SATIRAT SVl Siedrd W0l TR T FIRI TRATEHET TS
T TTosh L GEHTNTATRT HTEHETE TSTe Tgehar T+ Hiid Tl qrg=s |

AeRATI-=Teh IMTET YU AT STaThaa T Haliideh Hecesh! a9 &1 | TsAehl JId 8Te T Miehehl
TR STEThQTEdTqUl &l T TS deh WIS Afqsiiere T3 SUITel! Tiad g7 8es | difa e,

* gg UTeATIh ST, hYY SIggEt ey
mﬁhw Qe THARIAIG TAT B TEIRIA BT




At Wi T qeeATgeR A1 GUSNATATATS STAThE | STAThSTedT & | STaThaadreht Saefe,
AT T HCINT SATLATHT SATeS]g ITCTHT &ad: ThA STATheel g1 WwaT aredTedeh T Su=iahardT
Hifad g7, YW T T deET Ugia Siud wE s1eshd RATSfier g7 Gehehl & | ETESTe
UGHT TehT URTRIRRICT STTHTS UTe 31fererty, 1feh T Eiael ST Ry ekt fofer ar srfgwares
LT TSRS dTY SaTth /3 T arfared ¥ Areetiveh STt &1 | STHaETee Ushliak
et frate muds s srhiaw et frate w= saur wen nftesr stfusr wife T drdenT
siifercrar qfe T SURRaTATaTs ST faguds | Sarhafear fosr shfgd g fawereenr « sifdhent
AT Siden! STaThefedT, shrEierTe T Iqisudiden! starhefear, fadiar @me ufder Sremhefear,
FRIFAER, ST T Afdehdmmiash! STaThaledT ITEII |

AqTETRT TR @ (FSTRTA @) Sreeriil TRATT TE THEITEAT : ST TedeT &9AT STaThag!
T ITERT &7 | AT TR T STithehauiden! WIhHT TSI & | TFHAT T HIHT STicardrel Tar
IEEHEE { I F T S, TTHaRl 726 Fgia Ictash aEmT &l 3 | Teias
TAHTT 3TTeE, MU USHIIH, ST JEET Zeohl B, ITTTd qUHT & | ATIHS o8 JFaT
T §IUS | HATVETEh! TR HUEUE HE T, @fqyfd afedet drdsiie ISTasehT S T,
THTERT GIaTS T hHATE U | S[eifeh TTrieh Tgfaeh! STHehR, Tt Ufaferhy S T g
T ermar faer, giardent S T ATCHETT TS &THdT faehtd TS WiHifdeh Hreishigs geeiar
TN AT Toohl © | ST HalTel 8Tl THEehT hRigeehl RamSIaT e AT T gefer
HTEAT HATEN H-HEdT B G T HART TS Sl T &1, -l w1 T T H-ohe]
R T TaTe THITEd THITES I T Ta9eivuT T STEwas & | &g, Yo T SITR &amT
& Hid FHT IIRT FHART STETIH G- g7 Il @I TR T a9 & | o TEHT M T
FHARIEEATS agfetal UREeT T Gefrarerr B STqER ST, FeTdi-es, STidfe-fasdia T SHeter
ey et aiferd JeH T USRI SErdT T AT STgig eS|

AR TLHRNT @ (FSTRTa @) vl IFaUaT THE T qa1 FRidIgea! Mot I
TR TG kT Hodeeh! TAETomT : Jerfaekar, Afde e, Tamvme, frerdT, TeedT, SuT-aTiT,
warffeEddr, SriegITerdr, UG ftar, Tt T ateTie, ST T SHAT | AT TaieTEeH :
HEmTa shrarent fretor, Afaew fererm T 3w geraamenT fawm, srfafn T ufskmT gt T o
FIAT AT, R HiEdTeh! HaEAT, YLTER FE=0T T Geme Taaararet S, Semm
FEET, HATROT { GIER TG T, FaATehl shawa-e Higd, el Hareen higd, JATHET
oATohehl TS | HTEAXUNTA SHFETHT : T UTeHT T TTeistieh, @ Sibueht fawamr der
T, 3= Afdeh TENHT YeH, THIART UTeT T AT Akl T, Hiqe™, HgT T U9
HEIHTIATERT T, ATE Alqeteh! el T SHERIYEs JanT g 7w |

et (Keywords) : @, qfi=d, Agd, SR @9t addq™ staedr ¥ feafa, gwme,
TSfivTe @ 3Tt qRedT, aren qan et Suwes, facfim et et @
TIES{h Tl HaedT, Iuaege/ ferd qar awesf amfige |
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uf=a

TR TT TRt AT 3Tavges fafi=T Eiee =R T T Sehedor qur faeshme
AT 9 @< D | IEAS T TS o WS | JEITa @R faTT hareRaaeenT
faf=T sRITSTeRT AT EH O T hAgE THTAY G5 | STasieh SageRl RedTT T i
UiEdT 3MTHT T | 22 3T IrATeeishT ot AU et ATl SIHTTY & T(EW Shael
qreSeh SRR fIveouredTs St €O &igd MRt T | adH™ IdTse|T dresTieh SIeh!
HecadTs &R T SATSIHhIeT TT: Ha Tored STt THaTs ToTaehl ST~ TRl &0t
fergeiwoT MeRT UEw |

ANTEREEh! LT T ST qur amitSeh foq SATMGiEsh! T SRATEET S @Rt
STTEYIHAT UGS | ANTHNHREEHRT AT TIE TG HIquT IedT AHI STTTIhRATEE §S | STaehl
TfeehT ATHT TehRT TTEh STEvahdl UGs | Q9T IMi-d, GoaaeT, fawel, = T Jemdieh
FAATAT FHIEH T T AT sTi-eh aeqeh! Hafor emera offier T ammrsre fhamenatmaessh! gaeT
T ATATHT FLHRT Teleh! STTTIHhAT UGS | JIhT TTTRhERwld, TR Hecaqul foreamt g,
o e & aHTSET S, I dT e SR g T STkl SEEaT UR sy |
ueTfat wedl, starera T fafu=T uemafter et e TR aieher TuTSIHT SMTfed A deiT
T SaTeR! TaTeey, fretr T Saeatar Gun cAe-ToHd YT THUes | 3T TsIeht i T
AT HRIEEAT ThehT VTRt agq Teideh! gaT fashmasfier fharhaues daTed ™ TR
A W T T §S |

T 2’30 fat 3% 9wl favaeamdt sfier n=<iufe favasr eardt ura srefvmefieser aemT
quitrsTRYeRT fearfq e i stiiier wenfaca srr o aT aeeRT TRie faeRTaehr deavuT ferftr
Hfifaet T afeh ey sfgeRmTRr St fawenr Rrw | Teent oTfie StwaeEel aftgfdent
T FEtead T foxfa Hifaewr g8 Tecaqel AT gewie @Y Th Hecqul ATy
2 | srfElt TEew amR (Adolf wager) & TSTRRT SITeh! Hecaalls felll ekl & | TSIehl
FEIEEHT AT T T g3 FhRehT THe® THENT T dlhes | T47 HHEE ae SaHT ca1se
TS T QT HRiEE SUe a¢t Faadere T Ial &l 80 9% 3 &9 |

qrast® @uaht avft&<or (Classification of Public Expenditure)

TSI FLHNERT TN TEET TFierd & | JTehT A% id TRehReh! Hecaqul FTerarT
T | A TSrHart & SHTSHT =, wi-q a°T T R Teg T SHATeh! Sfa-eatdT 9r 73] |
e srefeTesfee (Classical economists) T fa=RaT TlehRel @9 shael Q9T SMfd GRear
IE o G AT FIHT 93T SATHITACIHT el SIS &l AR THew |

qEsTe @9 (Public expenditure) & STTehUTehT dTcad AT HIIeeR] FHAG Tt
TR T & | My ATt qifefaaT GreeTe SRRl afiR T Uk TEvER HE
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Tegaheh! § | UL.geT (Lutn) o Ao ! TTRURRT JeTIAR WWTR! & - “FTehTuTeh
weh oy fafenr genvir eyt e fafu= feq T i diemr staa aqem Tt T
2 STEehT ekl facir STaETa Tt faushl g5 |7 SHameh! Qe qor amisres T aTfde
FATUThT ATHT TERNEHT 2T T T T fafiT JeeedT g1 IS desiien & Wi |

HIdSTieh Weeh! S{TehUTRT ATeTd HTESTieh hgeehl Hudg el qar T & | ATk
a1 TRIITaHT TSI e FRUT Uk AGwWS HE Hedenehl & | 0. ged
(Lutn) & HTEST-e ST S1H0ThT LA W HUEhT & - TRl o AT fafeshl Herv=aT
eyl 3xd fafu=T faq T wrdeEsnt diemr 3fad aqe wnfud 1] & SR Iider faxdi
I TeRRel TIUeh! §75 |7 STl UalT qT "SR T STk oAkl TN TR
FAT T T W fali=T qeeedr g SIS ardstie & =g | Tasii-eh @eehl arfishtur
g fafv=T srfemelieeenT Tgia ik ©El TES | STTEieEe TEgA TRl SRUTEEeh
STTURHT TeSIeh a7 TEhRT Tealls JaYehi SFTehtuT T Hfeh :

q. T ST ; WIS SHFETE SATATS ol §He ISaTehl ST §37T STaredieht STH-
SIIET e (Cohn) T 3R 3G wigd (Plehn) & TEETE IR AWTHT TSt &

%) Ul SHATCTS WISaT g Teie® sred geaT, e, s, ferem, ararend gen qur ammr
wemEeRT ffer TR @dEE |

@) A vhident TeeE g e auemT S cafheears A fae wieer few, Se -
gict® T e |

T) TEEE Sel YTERETHT THISIRT el aff 7T FAheeclls W1 BEaT TS 9
SHCTETETHT GOl FHISTATS § WHieal Taglechl g, &d - HrHTioeh Guall, Siehear,
e, AUSHIRIATS T 3717S |

g) TUeE SO H @Y T 6 foRiY BEeT feeer g sRd - e faniy aegen
Taidendl 3TET ScCATGehalls a3 & UicdTed { f JUNTQTs faeid Jeamdr &M T
3A1iq |

. FHHA® TR U, TS (el drdsieh Tocs qUaTtHeh 9, amvsy gl & T
Taenremers g W @7 TRRAT aTeaT S |

3. e AR : W1 Fehider aesiieh @ars J9ushR SreaH & -
%) T GHeE STHETE TeIGEIHT TSTEa S T Hiehad |

@) I e S STUCTETEUHT TSied TS T dfehes |
T) T THeE SHdTE SATREHT ToTed TS T diehes |

F) AT THeE STHATs TSTEashEUHT QUIETe T 3W T+ dfch=s | 3% Tdehl STgTauT
T et U THE{hD |
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¥, HEeEt ey vt fheet fRrST (Findley Shiras) & @Tdsieh Geally Hecdehl

STTIRAT JEL SHToR0T TehT & -

F) WET @ueE | Ued, GO, FT T RO oM T JeT @9eE gl |

@) MU EeEE | geT T dTeehl dd THeE IH ST=d T |

HTeST e @reiehl afientoT Trer-emT fafyi=T STeleTeiesshl UEqia hich ehl UTs-s | ST taset
YA TRT ERUTTE%eh! SATEIHT HTeST ek a1 TR THaTs (F) & @<l ST (On the
basis of regional expenditure) (&) eI TIRAT (on the basis of function) (TT) @=ehr

Yehfden! ST (On the basis of the nature of expenditure) FeRT T Tfehes | TEwTS fedenT
YR, FHTHh TR, Tsaeh! TR, HTiafesh SATERAT qf Ffteter T afeds |

q. f&a® s (Benefit criterion)

AESIe SIS SHATATS UTed g Ha BTSS! SATERAT 2R 3T ITdTeaishT STH STt
&I (Cohn) T T rfemelt wigd (Plehn) & JHATE IR WITHT STSaHT & -

() Grgut SIS HTEeT g Teiet Sed geE, T, s, e, A den qur e
yREeRT TR TR @eies |

(@) = yepideT @eee H fived guemr S safteeas o fauiv wier fow, Sed
-gfet® T =M |

(TT) TEeE O UCHERTHT THISTRT el ol el Afhedalls WIS Bgal JASs] o
HATIEEIHT G0 HATSIATS 4 FI3aT TaSeohl G, STed -THIiSIeh GRa, Sehedol,
U, SUSTTRIATS 9T ThG |

(7) Teee ST Bt T T W a9 BIsaT fagieant o ed - F AT awqer
fRIfqeRal STe@T IcTEhRATs fag e WedTe T 1 JTNTATS fadid Jer™ar J&F T
3Tiq |

R, FwEHHEE J1a (Functional criterion):

ar.te™ farer (Adam Smith) & AR GHATE @9 Tl STSehT & (F) GreaTedsh I

(@) arforsy Tt 2 -Id, aes oftfashl fmior T () fasmagees == -farem, @@,

RS |

3. TStEa AU (Revenue criterion):

(%) AT TEEE STHATE YcTerequT T ST T dfeha |
(@) T TeEe SHETe SIUTERTHT TSed TS T i |
(TT) T EEEE STHETE SATRTRETHT TS TSI T Hiehes |
(

) T GHEE STHATs TSIkl 99T qUiedel ST 3T T Al | 3% @eiehl STUTAHT
TS FEt U T &g |
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¥. Wt MR (Importance criterion):
srferet fheeet foST (Findley Shiras) & @Tesiieh GHATS Hecdeh! STECHT JERT JriTeRTor
T & -
STl TS TEee IH SA-aid UG, STEd -Terel, TRy, JramEd AME |
(%) &7 @ege (Primary expenditure): &, L&, T T 0T YHM AT(E T&F THce g1 |
Y. TRTeRT i<t (Pigu's classification):
ar.fay (Pigou) & TS T %Y AT SRT-aiul T T STEEdl=ul Sehl &IHT
SHTHTIT AT |
(%) geawa<ur =@ (Transfer expenditure): TG IEAT Wege AMHAA TS, A

YT TEATE SHATHT AT 575 | ISTELUTRT ATHT HLehT SRUTehT SATST {[ThH, g i T,
SRS ST T 37 ATTiSIeh STeiuTeh] T @eiee gid Tes |

(@) sgeaa<ut =9q (Non-transfer expenditure): T<et I&T qUT AT @G T AT FAT T
T FAATE JEEATAT FF - | ISTeLOTehT AT FTelT, Tomees, Uedl, =™, JTamnd
AT VUHT TEgd IH IT=id Ges |

%. ST.geada! i<t (Dalton classification)
ST.8Teeel ATdsiieh 7T JSTehiT Seh! ATTehTUT TETRN TThT :

(%) JSTHIT T STITHT BThT ST TUT T-=eHT THUhT T |
) < YREd 3 |
T) IITERT TSIgE T faeymT eifaes wrieer s &9 |
) AR YR 3 |
%) iy, 3T, arforsT qur 1= o areeef srfger Tiusr &9 |
(=r) Toreqr, SHfed T AT GEATThT HrIEEHT THUHT =7 |
3T GETRT STUTHAT Sleeal dIaSIeh FAATS g3 WITHT STSeHhT & :
() 3T, (@) I (Purchase price)
gleed (Dalton) T FTRT ST STTEIRAT THURI & | d Ardsieh FIAT Hid TR
TSR T Hiq IR T oIl § Al IdT TS Hied 50 |
9. gr.Tfea (Prof-Robinson):
1. faaeT 3caTaehdTeh! gREehivIel HTESI-eh aaTs g5 WITHT farvTer meRT &
(%) Ieaew =7 (Productive expenditure):ar T = & S THIST] IcATE &HATAT
gig g qur e fashmmT T =ds | 3eTeviehT ot ferem, ©«, sremer,
foqelt, wmees, e geatferTyy M =2 wde |

(
(
(
(
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(@) e =™ (Unproductive expenditure): a1 & 37 & SHSC THSTR IcqTET
FHATT J1g §a | SSTS0TRT ATHT JGHT T @ AT 3T AT TR ST STHeh! T=qHT
%l U g |

c. Tifafae afiw<or (Technical classification):

T TIR TTET Hel TSISHT Ioeid HUh! WS ATATIsheddT g5 @ andT favTe 7 dfehs
A T SRRt B ¢

(%) ¥ @< (Current expenditure): STataT Tra-l @, TCAT ATTT-GR&T T T T
G T RIS T 3G I a1 a9 TS | A Gdeeare garsmT faeme Y
gifera T Faferd e | @ I e Uit IcteshadT gig ga |

(@) YR @=ige (Capital expenditure); fafr= e=eeen! fasmsrr ot i @@=
YSfhrg @d v | Idr @eare $Sird Tt grdtaent et g Ui Scatashcdeh! Jig
T | STTEWRI AT STETEErenT fivT, faslefl IcaTed, STTE_TaT Teh! T 3ATiaerTs
4Sia @ (Capital expenditure) W= | 9] @ T YSiTq @OATS SHAST: HTEROT T
fasmr @< (Ordinary and development expenditure) i 1= |

ST GrYUT Tae=mTamE & T §-8 W diasieh gl H I T3T el g dda |
Fffertor Trereft foare ar foameent 3t =ar T Aeca Uf@eT | fome affeomerr g
HATIRIRATATS & oTET I3 Hichad | 3Td: de TG SAHT T@T HH TR

JETTF S |

fafr=T aee fashmert T T T=arR gSiva @9 w4 | a&dar Gdare Ysfima =t
quafden] g1 §8 RS Il Jig § | 3aTeUehl T arermmerenl fmfor, faseft
IqTEH, JETERTHT TehT T 3Tifeatts gefima @< 9w | a1 &< T §Sfia @eiars shas:
grameT T fas @9 uft 9 | STk avqul fae=mmee & T g i dTdsiieh @dehl g
gt TZer FfteRtur g1 Haed | afientor et faare ar faamesesnr 7 f=rar T 9 afee |
TR SfTehtUTeRT T SATARTIGRATATS & o oTT 13T Hishad | 31d: 8l LTS AT
TG W T SAETF S |

defehTeft | gTfaeT T G ST eIl TRI JaTeRel ST Seai@H1 Witd gTidet
AEEF §S | YT @l ghger e Iigemr o g srefmdsfieeRr wrar W © |
TETRT T« aehT GSTd Weieh! STTTATATS fHaITer & 9§ g 313 &7 | a1y herat 3
a7 o1 YSfira aore faframs ™ T amed sfeaur s« wfawquTs @9 T ugiEer g EEsit
FETFEE &dT veteid 16 | fafser Qu afdwaer @< T e fafese e T
T | 7 §gamehl AT faf RIS MRehT a7 SAAISHTRT Jaied qarit ¥ TRY hael Tl aren
AT TS TReT a1 @ T GHAT THUHRI T =S | qeiehl ATIohTT foiid SAGET qWhehl
faf =i T @9 qumayT TRE dhad farra « Tl T 9e] T ISiTa @eien! faewor A Seoi@
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Future of trade and tourism between
rising China and Nepal

Namuna Karki Dahal”

The future of trade and tourism between rising China and Nepal in 2033 is more optimistic than
current period. The paper is focused on the status of the trade and tourism between China-Nepal
and its positive consequences in the future. This paper aims at recommending the policy options
to the Government of Nepal for the enhancement of its relationship with northern neighbour
China for prosperous growth and development of the nation.

China-Nepal diplomatic relationship was established and formalized in 1955 based on the peaceful
co-existence, the Panchasheel with sharing features of friendliness, mutual support with respect to
each-other’s sovereignty, regional integrity and independence (MOFA Nepal, 2018). Commitment
of Nepal to prohibit anti-China protest and one China policy is evident to the peaceful co-existence.
A 1414 kilometres of Himalayan range boarder mainly with Tibet Autonomous Region (TAR) is
shared by two nations beside the fact China is 65 times bigger than the Nepal.

China is the top five leading traders for both merchandise exports and imports in 2016 whereas
Nepal suffered trade deficit (WTO, 2017). Moreover, the second biggest transaction of the
Nepalese trade is with China, data reveals US$ 181 million of total exports in 2015/16 made to
China from Nepal with increase of US$ 2 million (MOFA, Nepal 2018). Import percentage also
increased by 39% per annum, total of US$ 1247 million imported in year 2015/16 (ibid). The
current trade is not satisfactorygiven China has allowed no tariff for more than 8000 Nepalese
products mainly noodles, timber, medicinal herbs and tea (ibid).

Trade openness empowers unindustrialized economies to import innovative technologies form
developed economies (Shahbaz, et all., 2014). Hence, trade openness is vital factor to stimulate
industrialization, enhance productivity and creativity and expansion of the business. The future
relation of the global leader China and a small, landlocked country Nepal seems positive as
there are many Memorandum of Understandings (MOUSs) signed by the both nations in many
development sectors of Nepal including Transit and Transport Agreement, bilateral development
agreements, hydroelectricity production agreements and infrastructure development agreements
(ibid). In 2017, between Nepal and China a memorandum of understanding on cooperation under
the Belt and Road Initiative signed with expectation of innovative paths on concurred extent to
open.

In Lonely’ planet’s “Best Value Destination” Nepal has ranked 5™ on the top ten destinations
guidebook and only country to fall under that list from South Asia in 2016 (Kathmandu Post,
2016). As a Himalayan country in the world Nepal has Highest peak in the world the Mount
Everest (Sagaramatha, 8848 kilometres) and among 10 highest peaks in the world Nepal has
altogether 7 highest mountains (Department of Tourism, Nepal, 2018). Similarly, as a lonely
planet or virgin land Nepal has many natural reservation centres with wide range of flora and
fauna, grassland, adventures like paragliding, bunji jumping, rafting, hiking, mountaineering and
diverse cultural and religious activities (ibid).
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Tourism industry is the one of the vital source of Nepalese economy accounting for 7.5% GDP per
year (Chowdhury, 2018). China is the second largest source of tourists for Nepal (MOF, Nepal 2018).
Annually, more than 100,000 Chinese tourists visit Nepal, and to promote Nepalese tourism, the
Government of Nepal has exempted visa fee for Chinese nationals from 2016, similarly the Chinese
government has promoted Nepalese tourism and announced the year 2017 as Nepal Tourism Promotion
Year in China. Therefore, the Chinese Government has showed its interest in building road and rail
connection to all entry-points of Nepal as well as strengthening the air linkages for instance Pokhara
International Airport (ibid).

As a least developing country in the world, Nepal has many physical and strategical challenges
to develop infrastructure and maintain neutral relationship with two rising giants they are China
and India. If Nepal succeeds in maintaining harmonious relationship with rising China, it will
certainly help for future development in the sector of trade and tourism in Nepal.

The two drivers presented below will significantly impact the future trade and tourism of Nepal
with by 2033.

Driver 1: infrastructure development in Nepal: rapid vs slow

Nepal as a landlocked country, fully relies upon Indian ports for trade and therefore sometimes
faces numerous trade related problems (Sharma, 2018). As a hope and key driver for development
of Nepal, China and Nepal has drafted and finalized a protocol to allow Nepal to use Chinese
port for trading (ibid). The nearest port in China from Nepal is in distance of 1625 miles and
lack of proper infrastructure it is not easy for Nepal to use these Chinese seaports (ibid). Three
Chinese ports namely, Tianjin, Shanghai and Guangzhou and two terrestrial ports are recognized
for trade between Nepal and third country through China land (The Kathmandu Post, 2018).
Many proposals of dropping duty on imports of raw materials to balance the trade deficit of Nepal
and upsurge entry of Nepalese goods to Chinese marketplace are in the process. Nepal is also
looking for trade facilitation with China. Moreover, the major infrastructure developments with
support of China to Nepal are roadways, ports, railways and air linkage as means of connectivity,
hydropower and other infrastructure and trade (Guoxiu, 2018).

Further, under Belt and Road Initiation (BRI), a cross-border railway network connecting
Kathmandu to Gyirong trading port in the Tibetan city of Xigaze (Hongkong Free post, 2018).
If all projects and MoUs signed between Nepal and China are gradually implemented, Nepal’s
economy will be transformed. Beckley, 2012 claims globalization permits the country to exploit
its comparative advantages, interests economic activities and manipulates the transnational
system to its benefits. Cooperation with China at the reconstruction phase after great earthquake
of 2015, succeed to reopen the Tatopani trading point and started import and export between two
nations. Under BRI, other interconnectivity projects in south-north corridors of Nepal have been
forwarded by the Ministry of Physical infrastructure and Transport (The Kathmandu Post, 2018).

Further, both governments are having series of meeting to finalize various due MOUs and accompanying
a practicability studies for railways and trade agreements for no tariffs (ibid). According to theory of
convergence, it is believed that low-economic nations are more probable to gain its economic progress
than the high-economic ones (Beckley, 2012). In addition, use of advanced technologies can lead to
better result, for instance, China is succeeding to narrow the World GDP and became a leader in world
economy (ibid). Ifall these signed and committed project once started and completed, Nepal will have
easy intra-national connectivity with South Himalayas to North Terai basin and will favour domestic
trading and transportation. Previously Nepal had 1 percent trade with China in 1959/60s and now it
outperformed trade with India and increased 17 times since 2006 (Nepal, 2017). In addition, China-
Nepal trade in skyrocketed in the ways doubled trade deficit in the period of 2010-2015 and Nepal
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have share of 14 percent of total trade volume (ibid). Likewise, infrastructure supported trade will
also have fostered between the China and Nepal and it is assumed that looking at current trade status
imports from China is consistently growing at a rate of 39 percent annually (ibid).

Alternatively, BRI project is ambitious for China because it will facilitate the Chinese trade in
South Asia viz. India because Nepal is India-locked on three side with three populated states of
India (Nepal, 2017). So, it is assumed that China is willing to start and operate its infrastructure
connectivity via different routes with Nepal to globalize its trade all over the South Asia. At
present, the infrastructure development in Nepal is presumed to be rapid rather than slow due to
initiation taken by the giant China for its BRI project and to keep its influence in the Himalayan
territory as it acts as security terrain with India. As Least Developing Countries (LDC) status Nepal
has many challenges to upgrade in developing country by 2022 (NPC, 2018). To achieve this goal
Nepal, must increase its gross national per capita income, and increase Human Development
Index (HDI) in all three index that is health, nutrition and education. If infrastructures are
rapidly developed, Nepal will able to accomplish the goals. However, failure to rapid growth or
infrastructure development to attain economic goals and increase trade and tourism in Nepal will
negatively influence to the overall development of the Nepal.

On the other hand, sluggish pace of infrastructure development will further aggravate the trade
with neighbouring countries, erode the competitiveness of Nepalese industries, and impede the
access in the international market.

Driver 2: role of India: Indian pressure high vs low

The role of India in developingNepal’s trade and tourism development is another key driver. The
pressure from India either high or low will determine the overall development of Nepal due to
provision of Peace and Friendship treaty.

India and Nepal share traditional culture, close friendly relationship and cooperation characterized
by open boarder and fixed exchange rate. This deep-rooted alliance legalized with The India-
Nepal Treaty of Peace and Friendship 1950 (MEA, 2018). Another rising giant in the South Asia
is India with third highest economy in the world and second largest trading partner of Nepal.
Bilateral trade increased by 61.2 percent in the year 2015/16 and India’s export to Nepal for the
same year worth US$ 4.48 billion and Nepal’s export US$ 371 million (ibid). Nepal largely relies
on India for trade as it is using the Indian seaports for export and import of goods. Under Indian
government assistance many projects are operating in Nepal and some are in planning phase
including the check-post in the border of Nepal and India.

In addition, sharing a similar culture, language and deep kinship India has a kind of dominance
in Nepalese politics and geopolitics as well. There is a tradition developed as every new prime
minister or president visit India as their first international visit. India has a kind of reservation
to new constitution of the Nepal and pressurized Nepal to not pass that constitution, but
government of Nepal promulgated the constitution with majority despite disapproval form
some of the minorities parties (Bhattarai, 2018). Thereafter, Indian government imposed an
unofficial economic blockade for almost five months immediately after the great earthquake
2015 (Nepal, 2017). Nepalese suffered due to blockage of foods, medicine, oils, gas and other
essential goods that Nepal used to import form third countries. Nepal’s Prime Minister K.P. Oli
then talked with China and initiated trade with china in more collaborate way and requested
to allow Nepal to use their seaport to export and import from third nations. China and Nepal
inked historic trade and transit agreement to reach the unprecedented modification between
two countries to eliminate the domination of Indian Oil Corporation (IOC) over Nepal’s energy
resources.
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Indian supremacy to a landlocked and 22 times smaller country Nepal is sometime extremely
unacceptable for many reasons. Nepalese Prime Minister Oli has been a little bit against Indian
monopoly but due to provision of previous treaties and agreement he is legally bonded to
act against rising India. During his first visit as recently elected Prime Minister of Republic
Democratic Nepal, he clearly addressed that current focus of Nepal will be on economic
diplomacy and looking for a trustworthy relationship with India deprived of doubt (Gupta,
2018). He further expressed his desire to treat by India equally respecting the national
sovereignty and stay far from domestic affairs (ibid). Border disputes in Western Nepal namely
Susta and Kalapani is mainly India initiated and due to open border provision, the pillars
are not reconstructed and repaired (Bhattarai, 2018). However, is not willing to resolve that
argumentative matter and Nepalese leaders are not able to raise question on this issue due to
dominating nature of India (ibid).

When Chinese collaboration with Nepal is getting increased, India is attempting to recover Indo-
Nepal alliance with several counteractive trials such as, infrastructure assistance by signing the
many railways line in eastern Nepal (Gupta, 2018). Lack of India’s clarity and consistency in its
approach towards Nepal leading many Indian projects uncompleted and is not proactive towards
Nepal (Upreti, 2016). Therefore, future role of India toward Nepal is uncertain either it could
be high pressure in terms of Nepalese engagement with China for advancing trade and transit.
Further this will have negative consequences in the development of Nepal. Reason for that is
south, east and western Nepal is connected to the India and open borders favours more illegal
activities and anti-China protest that will be against the Nepal’s commitment towards One China
policy. If Indian pressure remain low and less interfering and Chinese projects are operated within
time frame it will certainly favours economic growth of Nepal.

Rapid infrastructure development

Positive impact in A Gradual develop-
development ment of economic
ties with China
Low Indian pres- High Indian pres-

sure sure

- >
Situation of Nepal Negative impact in
remains constant development

\J

Slow infrastructure Development
Scenario 1. Positive Impact in development

By 2033, Nepal will be promoted from developing country status to middle income country status
as committed to achieve Sustainable Development Goals (SDGs) (NPC, 2018). Low/neutral
Indian pressure to Nepal and rapid infrastructure development will turned positive for trade and
tourism development of the prosperous Nepal.

s gemEA €3 THARIAID dA DG TRRAA BT



Railway linkage under BRI, Tibet Autonomous Region (TAR) and Kathmandu, capital city of
Nepal will physically have connected. Cross-border railway connection from Tibet to Lumbini
the western Nepal is believed to be a turning point in the development sector of the Nepal. This
railway tract will directly connect Nepal to the seaport in the Gyirong. Thereafter, Nepal will be
participating in global trading system via availability of the transport to import its local production
to the third countries of the world.

India also has committed many rail-track networks and hope to accomplish that in 15 years
from now with other rapidly growing infrastructure development. To facilitate import and
export India has proposed to make rail-linkages in the two entry ports namely Jogbani-
Biratnagar and Jayanagar-Janakpur (Gupta, 2018). These projects are top prioritized by
Indian government in phase-I. Rapid infrastructure development is only possible when
India has low pressure in domestic and international relationship of the Nepal with its donor
countries. This further leads to fill the trade deficit of Nepal and will move towards positive
trade relation with neighbouring nations and third world as well. Nepali Prime Minister Oli,
on his official meeting in India, invited and welcomed Indian investors to invest in its next-
door nation with similar cultural and sociological background along with investment across
the globe (Bhattrai, 2018). From 15 years now, people from China and India will travel in
train to visit Nepal as a main cultural tourism and adventurous destination. So, the tourism
industry in virgin land will also have significant impact in the development of Nepal through
sharing the culture of south to north.

Motorways access to Himalayan and remote hilly part of Nepal is challenging development sector.
Geographic spatial remoteness is the main obstacle for surface transport in Nepal and causing
numerous fatal accident and loss of lives. However, Nepal has established road connection to all
77 districts but not the quality of road is maintained or blacktopped. By 2033, all intranational
road will be of international road safety standards and within access of all Nepalese citizen to feel
development in real. Local unique products like tea of [lam will have reach to people of Mustang
in the Far-West region of Nepal.

Airway linkage is another plausible way to impact positively in the development of the Nepal. One
of the best tourism destination in the world Nepal has limited access to airways. One international
airport and suffered with air traffic is the hurdle to foreigners. To resolve this situation Nepal
is planning to construct two international airports in two different part on the country. From 15
years now, these international airports with maximum capacity to hold aircrafts will enhance
the air-connectivity of Nepal to the world and the numbers of the passengers will be high. This
will maximize the possibilities tourism in Nepal namely health tourism, adventurers’ tourism,
education tourism and so on. So, it is obvious to impact development of Nepal from rapid
infrastructure development and low Indian pressure.

Hydropower is one of the maximum potential sector in the energy sector of Nepal and causes no
pollution with renewable source. It is estimated that, Nepal has approximately 40000 Mega Watt
(MW) of economically feasible hydropower potential (NPC, 2018). However, approximately
600 MW of hydropower is developed at present situation.The demand of the total public is
not covered by the total supply. Many Chinese and Indian big-hydropower projects are under
construction phase and it is forecast that after accomplishment of these projects Nepal will
be able to export its hydroelectricity with many countries. Furthermore, the industrial sector
will directly benefit and productivity of the nation will be high. Trade openness affects energy
demand via scale effect, technique effect and composite effect, other things being same trade
openness increase economic activities that stimulates domestic production and hence economic
growth (Shahbaz, et all, 20114).
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Early warning indicators

Scenario presented above are vital for positive development of Nepal by 15 years from now
as the economic interdependence of Nepal towards China is accelerating. China will be one of
the leading power by 2025 and may overtake the United States by 2030. China will hold the 20
percent of world GDP with annual growth rate of 7 percent similar to that of the United States
(Subramanium, 2011). Hence it is truly willing to support poor neighbour and promotes its global
trade via ambitious BRI project.

History of old-age relationship and number one donor to the Nepal, China has showed more interest
in infrastructure development on the sector of connectivity, hydropower and other infrastructure
development to support BRI project. If all Chinese projects implemented according to expected
time frame, there will be massive development in the various regions of the Nepal. However, it
seems sceptical due to India-China relation of geopolitics and other issues. Both are emerging
superpower that walks on the path of global dominance in sector of innovation and development
along with increasing military power. There are both security and economic incentives for China
to cooperate in the development of Nepal. First, China may be willing to treat Nepal as their
security border from Indian side and want to influence Nepal’s political support by economic
donations.

Low pressure from India on Nepal’s engagement with China in this scenario is expected because
they might have realized the implication of over-pressurized and dominance in internal affairs
of Nepal with massive anti-Indian protest. Therefore, 15 years from now they will guide the
relationship on the independence and sovereignty of Nepal and cooperating in development of
the Nepal without troubling much.

Scenario 2: Negative impact in development

If there is slow development pace and pressure from India remains high there will be negative
impact in the development of the Nepal. Nepal as a weak, small and landlocked state for India and
‘wedge state’ for both emerging superpowers China and India (Rijal, 2015). Furthermore, Nepal as
Least developing country and land-locked country have only access to two ports of India. Therefore,
if will still have dominance on its internal and international affairs then it couldn’t concentrate
on development activities due to Indian pressure and leads toward negative development of the
Nation 15 years from now. Similarly, slow pace of development is waste of time and money in the
technological era of 2033.

India remains special friend of Nepal and this special relationship is now causing more problems
than prosperity for Nepal and unable to develop equitable relationship with other powers especially
China (Kumar, 1990). In 1960, Nepal’s attempt to maintain impartial relationship with both giant
neighbours were turned into crisis and that changed the government as well and India forced to
maintain a special relationship with India rather than a normal relationship (ibid). Therefore, if
there will be high Indian pressure for Nepal to develop alliance with China, then repeatedly there
will be some unseen but predicted crisis for Nepal for example blockade of ports for trade. India
possess the power to turn the government of Nepal and bring the political party that obey their
commands.

India has been using economic relations as an instrument regarding security convergence with
northern frontier due to easy access to anti-India activities related to open border between India
and Nepal (Murthy, 1999). Political instability in Nepal could be the main cause of high Indian
pressure towards for making alliance with third countries. Limited association in globalizing
world can impact the numbers of fund and grants assistance entering to Nepal. So that this will
impact negatively in the infrastructure development and international linkages to the world as
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well.

Trade and tourism in Nepal directly associated with unobstructed entry and exit of goods and
service. Deliberate infrastructure development leads to minimize capacity of domestic as well as
foreign movement in Nepal caused by no provision of surface and air ways. People particularly
from China enthusiastic to visit Nepal are not able to come because of limited access of airways
in Nepal. Hence, they must come from Indian border if they choose to surface travel and if they
choose airways long waiting to get tickets can irritate them and they will rather choose third
country to visit. Reasons for slow infrastructure development in Nepal 15 years from now could
be unavailability of the raw materials needed for construction, inability of Nepal to maximum
utilization of its local resources due to limited numbers of industries, geopolitical conflicts with
neighbouring countries and internal political and social imbalance.

Nepal as one of the poorer country in the South Asia with more than 25 percent of people living
below the international poverty line will significantly affected from the slow pace of development
to attain the Sustainable Development Goals to defeat the poverty and achieve prosperity. Slow
pace of infrastructure development and high pressure from India will definitely cause negative
impact on the development of Nepal in 2033.

Early warning indicators:

There are several early warning indicators for this scenario whichcould be worst for overall
development of Nepal. Scenario concerned with rising Indian pressure for Nepal and its
consequences in the development of Nepal. India is one of the major donor and supporter from past
and influences policy and strategies of Nepal related to third nation alliance. Similarly, emerging
superpower to the globe with leading economy and growth rate of 7-8 percentage in next 15 year
may increase its dominance over Nepal. It may cut-off the aids to Nepal and can charge more to
use harbors for trade to Nepal. Likewise, frequent interference with internal affairs of Nepal and
high pressure of India on power of unequal treaties may increase anti-Indian movements in Nepal
with intention to maintain sovereignty. This further deterioration in development of Nepal with
limitations in trade and tourism due to unfavourable situation of the nation.

Policy recommendations

Nepal’s policy towards China: Nepal should take advantages of the emerging economic and
innovative power of China by capitalizing the resource for overall prosperous development of
Nepal. Nepal is committed to One -China policy and continued to it because of non-interference
agreement to each-other’s internal matters. Therefore, anti-Chinese activities in Nepal is prohibited
by the government, to remain stick on that policy. In this pretext, Government of Nepal should
gradually enhance its engagement with China in its development. It should also move forward
with the help of private sectors.

For rapid infrastructure developments, Government of Nepal should have clear mandate
on operationalization of the development activities. The legal procedures of signing
memorandums, contracts and agreement conducted in transparent way and proposals in timely
revised manner. More incentives and attractions should be provided to Chinese nationals for
promoting tourism industry in Nepal. Like it hasexempted visa fee for Chinese citizens done
by Chinese tourists. More attention is needed to develop recreational facilities for engaging
them at home. Preparing warm and welcoming local environment is also significant in
attracting them.

Policy of cultural exchange and extension between two neighbours also foster the mutual relation
and this increase the numbers of Chinese people visiting Nepal thus, tourism industry will enhance.
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To promote trade via infrastructure development Nepal should insure the favourable environment
in any development sector like hydropower, roadways, railways and airways. The Government
should invest more of its resources in connectivity under BRI without teasing India for the
moment. It should explore other quiet ways of promoting deeper engagement with Chinese
money and mind. Further, Nepal should encourage Nepalese traders to increase the Nepalese craft
business, herbs and timbers export with China by providing additional bank loan free of interest
and such more business appealing strategies. Moreover, Nepal should as a substance of firmness
seek Chinses advice for comprehensive trade and tourism advancement as per required.

Nepal must act as realistic in its trade with emerging and world leading partner relative to own
context. Nepal’s overall economic, social and political development can be possible through
proper advice, strategic lessons, and practices they implemented in their setting can be a good
measure to practice on its setting and largely helpful to develop plan and strategies to stimulate
trade and tourism in Nepal.

Nepal is committed towards One-China policy and must be stick on it and should avoid any
kinds of anti-Chinese remonstrations and activities to maintain friendly political relationship
with China. Moreover, it should also respect the dignity of Chinese sovereignty and faithful to
obligations of the signed Friendship Treaty.

Last but not least, Nepal should maintain a harmonious relationship with India as it is wedged
between two giants and both are global leaders in terms of economic development. Nepal should
be able to take advantages of both situations with maintain neutral friendship. Nepal should be
balanced with both India and China as both are vital for Nepal in its development.
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PI-3o TR /3T 7@ qflar\;qcu B D|B|C D+
pl-3¢ | HETHIET SfdeeeRt e aiftamr D clc|B C

1e:PI- Performance Indicator

T QUSRI . 3 T HT 6T YT Heaoheeh! TSIl SR TTNEEhT B | Ik ATl "aTeteh! HTelsti-ieh
forfier S TIeRT SHTHEFITE StHTE ool aTer| SITH ATasTe® Hedl Indicator i TEHTTS: TS Tk
3T TRIL AVTH WU IRE=3 W= TR (Dimension)dE T $& J2T STRITHAT AT I3 FHT BRRR 6
WU B ST ATTSITEE STHAT FHT 8157 T Ith AT STTHR o T STRATHT C T e T ITATHAT
DT JTH HTHISTE TR HTaST{eh oIl A TIHT eTRehT TTH STaveehdT eehl SRaws | Terdt
e T TG AT TeATohTahT SATEITCHT Taoh! TohT ShHaeh e sk Taohl gaT 3 ATaITes Seel qermire
W B (et farTaeR! qErTET SuTereh! ArdSTe fo ST hiERTe Tt STAfe wE
STHTIERRT U T B15 1o ohig HTATHEEHT foTAehT JE-THT S HRIGFITE Wbl THd SRS |

AUTCTeh! BTA(eh T SATEATAeRT T Hael qoll HAAR TATE

ET U] HedTshehl TIATT T2 I6 Fe et TTeTeh] FTaS(-eh foIa sHaeTqehT (- Heret
AT I TETEE ISR T SHITSH Teohl T3 Aok |
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« HIESIe foii ST SIfcTal T THT HoeTieh/ Tt TeTeeeTTd SCeT e |
. TSIEeh] FHEATTI T SHTEATIRT SHHHT TR f==I0TehT sqaeT Wehl |

- Torfta srgemmarent @i FrRifi fraftes qem sf~m TRaTorieioreR! e T |l iR g
el

» i ATifish FRmToTeht sHareuTeeeT 55 STUTeH 3= Teeh! T=AcH @l STt ol ehi1 siishl
GE=IATH T a7 W |

« HIES(e Soie ASHT TSHAT T8 T SAATEd Toeh! qUTesie Arareeil ATfYeh TR / SEdTose® foRed
W |

« TIE FTTHTT ST AIIEUE SFTAR TG X Jd T freh! o |
o SRR Tormiir SEAT=aXoT qord: TRERTT, FRITHT ST T STAH A Woh! FerdT §eTd STIaTeht
HISHT W e FTTe® Wl |

. Hiqumen v faer, fom faem devee Tafie AsHTeEe SHew ) THT STUTEdeR!
Torftferen foraTor (strategic allocation ) T @R FEfETa T |

« SSICHT HEAHHIIOT TR HRATH WIHfrsh FSHT (Strategic Plans) T S5 STHHT forarmt
ATHSSEIT (Alignment) =T TITE STUHT|

ERIERERIRE K EE R el

« TS SRTTEH T ST gahieh! TSR SHaTETIR Teoh! T HeTd: ST SehiehT Hel Jehreh UsTed e
et Ao ShISHT STFHT B THT S3areeTT |

o T T HERIREQTS ST el JEAT A X ST Tueh! afole el 7T STReqa ST T |

IR T{U T898%

TH GZHD! YT HeAThAc! ATh! AIeSToh [oiid SHTEATIeh! Herd: Seieehl fargeiaarareid
HEHRT TSES T @ SR T a91ed ST qefT S, T avolt T aTRicaren! sererad, fifcar
smenfia forfar wHifa e seie,  fordia sifawent fasgmor g gfaaes, v et @i aeeear
FHUSIRIEE T T HHT AT T STl STICATUR! <RadT 96 STaeTeTs Sfeaa e smifom oo
T "iehs |

« TSI STIHTH] JAHT T AT TSR Aok STl AT Teah |

« SRiEEAT (Commitment) @G [HA=IUT FHSAR Teahl foe = SI@ish JUMTCATe! S{ehi=1eh! ST
ARG T T |
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- HIHh! FHISTA T (Macroeconomic )3ERTHT B He TP 3G TTaieh! SRl TSTE,
T AT UTdsI-eh FHOMT U= Habel T T amqm(ﬁscal Scenarios) Sl TR ersgwoT
B TR |

« AW G GtaATeT foreft W (Fiscal Strategy)eT hfe Teae® THIeR! TUATIf 31 T Ufsheha
fordft Toritfar dRIm T SeRTeT e |

- HTHERT Ufehapd foreita fdeiamet ATaisi-eh &1 g Hel HRIEE HH F8eheh! [HEAd: SoIE STTeTeh!
Trarst-eh feREE® (Extra Budgetary Unit) SEehIehISR Tfehahd foid STdaiget TeHIshI|

o QIS GI=h! @ T GEANTT &THdT HESIL T&ohl|

. TR TLHREE, TS GEAT U SiC ATTEehT HTESI e [ehTIe&ahT hIL0 ST g T fod 1
STTgmeRT fersgwor T |t wrarelt SwIeh Wt freir g e

Trreepet

TR HeISI (e fofia SAEATI FA T IWIEAHR] THE WSS Bldeh! THIRRT TR T
UGN ¥ Fa STHSTE SR fraTe S TS T Hfeha | STTH ST AT SR ATasTieh ol
IS TS ST USAR! Ficded T ITH T ANTIHHT 8 HwS LT SIAATR] STTALIHATh! AT
T e TR aTfied i 3 ods Fedt SHSTUET T TS ST SiTerT shie HHIAATeE e ¥ &
|WWW®WWWW@WWWWW
WWW@W|WWWWWW%W
Waﬁﬁ%@qﬁﬁwwwﬁﬁéﬁmtﬁmm@m%ﬁw
U Teeh! §-5| QU HRITE qoHT (ST STEas Seil aTedoeh T ERdei e JeTeAT SATeTid Femet
T2 IS | TH FRHHT oheh] ATaisTi-eh forefi Saereoaht STHTOTHT STeTiid S T Fommel qearie
TS HETOHT A 37T TRTH YT ARG et HCATThTETE ST e fo 19 sarETa-eh Helel J&TelTs erafar
FATS T oIS T T AR UTEIEEHT YU T IhaTeheiTish! qige T qaeqehl i TS
TETSTh fershed T Sucied & formreh Gt frreer T frrafira arforer sifsha & o game fospe ufy
o AR A T |

gy gnfies

* Nepal public expenditure and financial accountability assessment, performance assessment report- III- PEFA
Secretariat, April 2024

» Framework for assessing public financial management- PEFA Secretariat Washington DC
« BT YRR, 30108, YT HTETeRT SR HISHTS!

o WIS forf ETIET Frfad T sherreed fodid STeree amnies

e https://www.pefa.gov.np

* https://www.pefa.org
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TR AQGTINIUT 9T forar Starwefgar
THLTHT THeRT HIHRT

A& =T

. BV

eI ST fRaTeRaTTsh! TRt TR el foriTa STaThafedt o JRERTAT shrem T Haied
TGTILNEIOT TETehT TATYHAT T fergreamdt HT=relT el UTg-| JUTCTHT Teh (TSI iehT) TRATIieTuTsht
RfereTiiren et TS i 4o Y TS i §-| Tehienet JOTerohT ST T Jeaft TR0 SIeet ~aTeT
TorshaT eI ¢ ¢ AT AT STSSTEEh! STRI-SAeh! feel Siiel T, TS IS el AHeh T SRR
TR ShTITTaIeh! SO TRITSHT for) T STrefen STSeThT shHaRieEe] THeh! ST T Ereiehl foael Sird
T gEd W] FHHIhAGEToh HE shid Forl

ol T fehTIEEeh! 31fed SRaTateTursh! AT TuTet STfeRTSTeh! WTem, 20 84 IS 0 &HTT
3THTE & LTI T HETeRaTatieTehoh! &A1 5 <5 TRTgL ATdTehl It T2t HeTeieoriershen! shrierrshl
forererd TToAT 92T I STSSTeh! MfHeRT T AR e THTH 9Tl Jefy qSTRY ATl 76 TH, S|
T BN qhoh] S SlTeh! SRl TohH STE T, 3171 BRI SITsh! T 3T T+ SHTTIeRT il 1T T
HETCRAT FAR=1eh hTATe SA=Tid FHIEIh TAT sl Te e HIATCRIh! ATHAT 3t Hraed et gi
S1fdeadT Weht 3|

GIEEIECC PEaRE RISl CIE LRI e I ENIRES CIE R I R I R N o
T T SETIEI0 SR TATOAT T forgard} J1=IaT 36 U a1 Saeiies fHepmeeht samr
AUTAIT HETAETIeThah! HTATIeh! TATIAT WU B [SHIEdeRT ATl " fgar, TRefsEr T fHer
Tard T et e g TaaAsiter A" GG (Vision) el AT hiaierl ekl HigeT TE
SEICTd T S TEEeh! ST TIHTEST ek &=eh! TT@TII&TUTeh! HTEAHE TTaSTeh &1 forc 1
ARG T STAThe edT Geael T fohareiict Teehl | FHelTE B TRATHIEuret 3Teish shRIa, forehrg-fmior
T AT JaTesh! TaAfaaTT Sueht il shHsii) T Hiasii-eh Jifdeh! shrt-a==aT fSrar gerars Fafidar,
T, STiGeTdT, THTahTIaT T STt GshiTTeTe HeaTgsh T §7 TRISES |

T TRGHT TR &T0TehT ST, UfcTaTiéeh TYH, HotTi=eh qeim shTe-1 oqereelT, 362, T i&Tureht
=OTEE T forefier StaTha et TereleeT bt $IfHeRT T HEehT ST <=l 7T STTe TREeh B

3. AETEruT

AT ST AT ATl o (el ferdTen) =t Strer T Tt Sfdee aam T SR
e | ST RIS T Frfeerd i, TS, ST e fereatureeh! Td-, e e Sevameih
e ST B | A9 i ST HRER T ey T forfr foeworesen e, Faftad

* fdeTeh, TRTCIETUR &TshahT ST, STATHATR|
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AT A2ATIATeRT TRTEAT AT T STTERAT T AeTeaa i forsguor afeasht Sfaeer qemm T T
AETITET0T (FruieTor) T ekt foRaTehatTd THTeT [5Gl @'@Tﬁ'{qﬂ?‘ﬁ'ﬁlﬁﬁ “Auditing is a Systematic
examination of the books and records of a business or other org. in order to ascertain or ver-
ify and report up on the facts regarding the financial operations and the results thereof.”” 9=
WWWWWI mﬁé@ﬁ{w . ﬁﬁﬁm “Audit may be said to be the
verification of the accuracy and correctness of the books of accounts by an independent per-
son qualified for the job and not in ay way connected with the preparation of such accounts.”

T IeeTE TR B

T8 T Helied T HETEEeh! €13 (INTOSAIL) FRT ST 31T HIHEUS-2 0 o: ASI-eh
AGTINIUTRT ST fgTae® (International Standards of Supreme Audit Institutions-
ISSAI-100) HT TSI &Rl STETHIEvTeTs ﬁm@nmmnwg “In general public-sector
auditing can be described as a systematic process of objectively obtaining and evaluating evi-

dence to determine whether information or actual conditions conform to established criteria.”’

et TRwTSTERehT STUTCHT T ETRIETOr STehl 5 fehrren! forcTer shIisii et |ieht Afrsi o
foraorent Fremefar afer 74 wRIETET Grfrd TRET, ST, TfireE qor foeresen! wae, e,
ASHIEGUS Segaereh T &l |

ERUDEIRER ST

AT ToRATeRaTTIoR! FaTT STEAHT RIS HTHR T T STAAT GH I Teehlet RIS
T TR HIcTeh Tc] @ e AT |Ieh! S{Tel 7 a2 [F72iT ITATeS AT fShEItht hicraraen! forg JaoT
A TS HIG! CHAT IdTedTeh! JUUeH SR Shif-aaTe STT=Ie T el STk Td SATaTish i
Torea g T | SR TR SIHEREAT Jig T 11T, ST T HITHST=T HICTeRsh! WIT T SATereaehal
& T AT | SRS FHRITRED] ST TAT ITNT/HTHTIHT TIHIR! HIAT 1 5 SaT HRIER T, @
T AT Aol ST/ T4 H1E Tk kel T O STaTTeh! fHsiHT 12T | herasy S8
T ek (Gl a1 TETITer) T a9 REh! /AT ST TR @il §F]U1 o8 RIeqad el HIfcTshalls
AT SAftheh! STl TT [T HINTHT I feerereh! forawor et “Audire’” Wi g1 ufes
HIET AeEATE “Audit” (SRATIIET) I6GHT TTEHIT TTHT AIHD | T L ¥RY HT JTCTe ThaTfarg et
ufgreett (Luca Pacioli) S G T AGTIT0TeRT WWWWW Ty SRTTEHT
ERIRUEIRISEIRI

TITETeh! TEHHT TS TSTETeh! TATOT T HETohT Scafare! Sehil qarT feame feopamer o /@
T TATehT FEATA WU 7 | T TUT WHGREEATS STTI-S09eh! F1e © St STfora et ey
WhIHT Tl et difeRushl aTfereRi THer ARgsh Biearl TS T 1T ST=fi JoTee 3 eraradierreh
HAYROT el HUsh! W Slerafaeg®ehl 13 Bl 6l TRATRIET 1 FHRUTRh G TF
S CIET/AETRT S T RIS Tl Aok T JUMTe 1! 3TeET I TR SATThrRiaas et
grafeafrTReTd T forfr freRureseneaTs qur wer T raTRiaw T T e 5w T
SHEEATHT T | F: TRATHRIET 1 Teh 3Tl Hewquf T STeet U shid a1 aiord wiil|
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STOTCTHT SRETIIaTUTeh TeTT SFaT-erT Afehet farfer forfer oTgent 41 | refdr STefi shiete JoTer SR
T 7T o SRATAREEET SATE < S FEATTHAT qeiT wfte Tkt &1/ B el axient Eebrent ot et
T gl BT g TTTsrtet foftshl STSHT STt HTg WG ot qeft cafelt ATt Tt s1aer o fepfea @rgu =re
! ToRraa=dT qT57o| HeetahTeTaT J&dT YRITHT Shel TREde WS ST T SATheealTs dIThueh! GHeT
FETCERT FH FIGTAT TS HITF o {1 SIS 19 @I YT =] T st T et Jeeht
FRIS TTEEe T2 @HehT AT FHRICE ! Hi-ax TTSTHTOMHT <ieh o 7 et et fewmar Siterent
TEHEREEETE G Tarei 4% Wil Jefteht STTITS FBT T faehareht ST9er W1 O el SAfchel SLaRT ThH
T, weite 7 et Afeunfs SE-awAT feaTe Siie T ST et 3 TS q Streh! 3TSST 1 AHAT
HISHTSTeh] FEYL SIATHT TS Gl TR IME HFIL ¢ IEHT Th g Tedmersti= T Toh wichamied!
(TTreRTErI=) fehTer TIToRT TRTY) Tl shrafersh! AT ufs TR FHRIEE ST T TUH! IS | 36
TSN BTCToh! HETCIETUR [&Tahah! ShTATeTIsh! STfFe Tareq for|

TeTsh! Tfeetl Sl "uTel §TshR e I, 003" AT HThEh] HTFeHIh! AGTRIET T
23 HERISI Toh T o TRIETe gk T W TTau Wt Ui 6 SER e e o
TS|, AUTeh! SR e e, 20 0\gehl WTT¢, U &8 T SUTGHT Ush {Ha=1eh T AR
Tliersh Te T i aferatorgsht Riieern st ut h T e WushiHT |1 ATER et o
TRTCRATHETReh! Ffth THUSICT 3t AT SHAT-SRHT ST TRETHRIEUIeRT HTEAHaTE HerehHT for e
SFIRTTE TS STaTtha [T e T T ThRT SRR, Tl T shriewen! i, fiaeatiar, srigerr,
TWTIHTHAT T STeIeT THAhT SATLTTHT SRETIRIRTOT T deehlei 9 JUTel SATCRTSIeh! GTeT, 0 Y SHISH
ROLEWTA HWIGYY T UTeTshT JUH HETer@rriiersha! (fth @ qef Gehil Fehra qem weisieh
TETEEh! 3TfaH AT 7T HeTeiETaeTeheh! ShiTeieh! TTIAT YU SRaws|

STfedRT TR "SR e, TRaiRar T e yeds T frre @ g st ' e
(Vision)T "qUFRATAATS Ao hITeh! SEATY0N ITTNT HILHT STEE T Sq-1 T TR
TG TT Y& TH" TT=ded (Mission)ieshl T8 FHATI 8T, =T, sHTa@Tiiehar, TREfRIar T
ST EATATS HTHT 7 H=reT(Core Values) 3T THT STGIIHT TR © | T8 FHIATI ETIHIETT
FHEAATE TAlfed, Ha™ T HaeAa1s femmr fofir=T areve FEfRTerT qem gt esi= s g urefRidr,
STAThe & Jeree T T 316t Ui se fieht (e 714 SITueh B araie wrRiers st gemmers,
FoTef T qRERfT ST ST I T ierishcl SR ETHIETIHT TSI drR T FHTSEh
TEWIRTAT TS MU B W HeffadT wrt-a genq d@faemer sawer ™ s s aes
TG 716 3T B

¥, AT TUT AT qaedT

¥.8 TUTCTeRT EITLT, 209 -AUTHHT R 0& /& 3 T ST S ST [Toh! AHATTI(S TS WU UfTTIeeh
Hfererm gvrere ffid JurereR! wfaeme Tt 3 ST G %o T ¥ qYT W 3R AT
T R HETIGTIIETshE T HEaTf-erd 25+ | I8 HferaT HeTereoierehsh! (g fch oo e arareft
ST AfUTehT ]| T8 HferT sHifSm ST Teemeh! SETieTor HeTci@raieishelTe g saeree
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Asymmetric Pass -through Of Fuel Price
To Food Price: The Case Of Nepal

- REJINA KOIRALA™

ABSTRACT

Nepal’s full dependency of petroleum on the Indian market is one of the major reasons for
the recent increasing trend of food prices. The prevalence of public and private vehicles tends
to increase the demand for petroleum. High demand for and limited supply of fuels often
create pressure on food inflation due to increased delivery charges. One crucial issue in this
study is the pass-through of fuel prices to food prices may be asymmetric in the sense that the
pass-through rate depends on whether fuel prices increase or decrease. To evaluate such an
issue in Nepal, this paper investigates the long-run relationship between fuel prices and food
prices with the short-run adjustments by applying a nonlinear autoregressive distribution lag
(NARDL) framework with the monthly data during the period from July 2006 to June 2017.
The analysis indicates clear evidences supportive of the asymmetric pass-through. An increase
in fuel prices is associated with an increase in food prices, while food prices are insensitive
when fuel prices decrease. Our results imply that the downward rigidity of food prices would
squeeze households’ budget.

Keywords: nonlinear ARDL models; pass-through of fuel price to food price; asymmetry;
Nepal.

INTRODUCTION
0.1. Background

Food price volatility is a major concern of developed and underdeveloped countries nowadays.
According to a World Food Programme Report, six million people are dying every year because
of malnutrition (Northern, 2017). There might be many reasons behind increasing malnutrition
but one of them is an increasing trend of a food price shock and the affordability of poor people.
Ibrahim, (2015) noted that from 2007-2008 and 2010-2011, there was a noticeable increase in
food price and increasing rate in fuel price was creating pressure for food price inflation. There is
both a direct and indirect relationship between fuel price and food price. From the beginning of
the production process, fuel works as important energy inputs and after production, it will be more
effective for overall processing. Therefore, the cost of energy sources matters for determining the
cost of production of agricultural or manufacturing products.

Ghosh & Kanjilal (2014) has explained that the impact of oil price shock can be transmitted to
economic activities through six channels and one of the important channels is inflation. When
oil price shocks, inflation also goes up, leading to an increased cost. Fuel price volatility is an
important issue especially for an oil-importing country rather than oil exporter because the oil-
exporting country is somehow, benefited from price hike but it has some negative impact on the
oil-importing country. Food producers, food exporters, importers, and consumers also face some
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pressure in their daily lives from the price hike. The positive relation of fuel price hike and food
price tends to decrease demand which affects supply as well and the whole economy.

Many studies have been conducted to find out the relationship between fuel price and food price.
Apergis and Vouzavalis (2018) mention the relationship as a ‘rockets and feathers’ which means
when the fuel price increase food price also increases like a speed of rocket but when it falls it
decreases like the falling feather. Similarly, Davari and Kamalian (2018) have examined the above
statement by their research in Algeria. They found a significant relationship between oil price
increase and inflation rate but in the case of a reduction of fuel price, inflation was absent. This
type of asymmetric relationship is strong in those countries that do not have any alternative energy
resources. However diverse mineral resources holding countries like Australia and New Zealand are
not affected much by oil price hike but the change in exchange rate after fuel price shock has affected
both countries. Alom (2011). At the same time, his report shows Korea and Taiwan, specialized for
heavy manufacturing industries, are most affected by the international fuel price hike. From this
research, it can be analysed that import-dependent countries without enough natural resources are
affected by both types of price hike, fuel price as well as a global food price hike. Further, he added
that developing countries with natural resources but limited oil reserves are also affected rarely by
fuel price shocks. However, Abu-bakar, & Masih, (2018) found a contradictory result. They used a
non-linear ARDL model for the analysis and the result showed that there was not only a long-run
relationship but also indicated the asymmetric pass through. But when they used only the ARDL
model, there was no association between global oil price and domestic price in the Indian market.
By the help of this empirical study, they showed the importance of non-linear framework, especially
in high oil dependence country with no competitive market.

The main objective of this study is to examine the existence of downward rigidity of food price in
response to fuel price in Nepal. Under the downward rigidity in fuel price, sometimes associated
with the decline with a stable world fuel price decrease, fuel price does not induce the decline in
the food price. Geographically and economically poor countries are highly influenced by every
economic and political activity of neighbouring countries. Being a trade-dependent country with
India, Nepal is affected more in such a case. Therefore, the findings of this study report provide
intuition for further study.

Many authors have investigated in the field of price, exchange rate and expenditure using
ARDL model from various perspectives but there is no any study found in the case of fuel
price and commodities price, even though it is an important issue for Nepal because Nepal
fully depends on imported fuel. moreover, high dependency on India for fuel has created
price instability of supplied fuel which directly adds the cost of food. Thus, how food price
responds to fuel price is an important factor for the response towards price stability. An
increase in fuel price is directly correlated with all factors of the trade such as demand,
supply, delivery charge, and service sectors. The result from this empirical analysis will
provide a clear framework of fuel price and food price relationship and it will be an important
policy implication for policymakers.

1.2 Organization of Thesis

The rest of this paper is organized as follows: Chapter II describes some theoretical arguments and
provides a review of the literature on the relationship between fuel price and food price. Similarly,
Chapter III includes Nepal’s background and consumer price index as well as fuel price. Chapter
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IV presents methodology, data and empirical results. Finally, Chapter V includes a conclusion and
some suggestions for the government.

LITERATURE REVIEW

Many studies have been done on the relationship between (i) fuel price and food price (ii) food
price and macroeconomic variables and (iii) fuel price and macroeconomic variables. How the
positive and negative fuel price shocks affect the countries with different trade background is
presented in this part.

2.1. Fuel Price Food Price Relationship

Increase in food price is not only a concern of developing countries but it has created some tension in
developed countries also because fuel price and food price have a strong relationship on the nation’s
economic conditions. Many researchers have centred their attention toward fuel price hiked in the
1970s because it might be one of the reasons for the universal economic slowdown, especially in
fuel importing countries (Alom et al., 2013). Apergis and Vouzavalis (2018) investigate asymmetric
pass-through of oil prices to gasoline price using the NARDL model and they include five countries
Spain, Italy, US, U.K, and Greece as a sample. They found short run and long run symmetry in
Greece, the UK, and the US. This result might be because of the effective regulatory policy in the
energy sector. Whereas in Spain and Italy, they have suggested to the policymakers to allow the new
entrants in the market and enhance the level of competition since short-run asymmetry was found
in Italy and the evidence of short-run and long-run asymmetry was found in the Spanish market.

Everywhere consumers believe in the price of the competitive market. If there is variation in
price, it is believed to be because of the monopoly or uncompetitive market. In such a situation,
they expect the market intervention from the government but the government cannot impose
direct control in an open market economy even at the time of emergency. However, the role
of government to maintain market price stability by maintaining law and order situation and
uplifting the confidence of the market actors cannot be overlooked.

According to Zmami and Ben-Salha, (2019) “there is a long run non-linear relationship between
the overall food price index and the oil price” (p.15). However, the relationship is asymmetric
only for positive oil price shocks. They have completed the analysis using the international data
from January 1990 to October 2017 for Brent oil and West Texas Intermediate (WTI) oil price
and international food price. Similarly, the study, which was done in Malaysia, by Ibrahim (2015),
found that there was an asymmetric relationship between oil price and food price in long run,
which means if oil price increases by a certain percentage, the food price also increase by some
amount. However, he did not find the same type of relationship in fuel price reduction and the
same trend happened in the short run. However, the author used both currency Ringgit and US
dollar for the appropriate result but he found no significant difference in the result.

When Wong and Shamsudin (2017) examined the impact of crude oil, exchange rate and real
GDP on food price fluctuation in Malaysia, they found that all the variables have long-run co-
integration with food prices. In this empirical study, they have claimed that crude oil price has a
significant long-run symmetric relation with food price movement. However, GDP and exchange
rate has an asymmetric relation with a food price change. Even though the short-run oil price has
an insignificant effect on change on food price and short-run GDP growth and exchange rate have
a significant effect on food price change. There is a symmetric relationship found in this finding
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but it could be generalized that this type of result might occur due to the time-variant context, the
purchasing power of a home country and strength or weakness of macroeconomic variables, etc.

Not only with food prices, the price of oil has also a strong significant relationship with economic
growth. It cannot be seen the direct effect of oil price on economic growth but considering the
market activities and households activities, a negative effect on those activities tends to slow down
the economic activities of a country. It is supported by the result of the study of Vitor et al. (2018).
When they finished their empirical study in Ghana, they found an inverse relationship between oil
price and economic growth which means if oil price increases, price level also increases resulting
in the slowdown of economic activities. When they applied the Granger Causality Test for their
empirical study, they found that there is a unidirectional causal relationship between an oil price
change and economic growth. It implies that if the oil price increases, economic growth slows
down but if economic growth increases there is no significant change in oil price.

2.2. Analysis of Oil Exporting Countries

In general, it can be analysed that increasing oil prices tend to lead to an increase in economic
activities in oil-exporting countries. Davari & Kamalian, (2018) mention the improvement in the
financial and macro-economic conditions of Iran after the global oil price shocks. They examined
the effect of an oil price change on CPI, using the non-linear ARDL model and found asymmetric
long-run behaviour of CPIL. In the long term, the reduction of oil revenue growth decreases the
inflation level but there was no relationship at the time of increase. The same type of research has
been done by Meyer et al. (2018) in oil-exporting developing countries. They included 14 years
of data and 31 developing countries for analysis and added fuel price, food price, CPI and trade
openness for a convincing result. They found a significant and positive long-run relationship
between food price increase and fuel price increase but there was no asymmetric relation of an oil
price increase and decrease with food prices in the short run.

Nusair (2016) examined the effect of oil price shocks on real GDP of GCC (Gulf Cooperation
Council) countries using a non-linear ARDL model and found evidence of asymmetric effect in all
cases. Further, he observed the positive oil price shocks contributing to increased real GDP in all
case but negative oil price changes are significant only for Kuwait and Qatar, which means falling
oil prices lowers the real GDP. However, in the case of Bahrain, Oman, Saudi Arabia, and UAE,
negative oil price changes were not statistically significant.

Similarly, a recent study by Lacheheb & Sirag, (2018) concluded that there is enough evidence for
supporting the relation of oil price and inflation in the long run. Authors followed the nonlinear
ARDL model to support their empirical analysis and found that there was a significant long-
run relationship of an oil price increase and inflation rate in terms of CPI but they found the
significant relationship of an oil price decrease and inflation was absent. Even though the study
was held in Algeria, an oil-exporting country, the result from Nigeria was different from the above
analysis. Chuku, n.d., (2012) examined the linear and asymmetric impact of oil price shocks in
Nigeria’s macroeconomic variables using SVAR model and found that oil price shocks were not
a major determinant of economic activities and also it has an asymmetric impact in one direction
(positive) in Nigeria since oil prices are strictly exogenous to the Nigerian economy.

When the study has been conducted in African OPAC member countries (Algeria, Angola,
Libya, and Nigeria) result was found different, positive and negative oil price changes positively
influenced inflation and there was a significant impact at the time of oil price dropped (Bala &
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Chin, 2018). They also mentioned that falling oil price is a cause of rising inflation rate because
the demand for goods remains the same at the time of negative oil price shocks. Price of goods
continued to rise because those countries are food scarce countries and depreciation or appreciation
of exchange rate matter for the huge portions of imports of goods and services.

2.3. Analysis of Oil Importing Countries

Increase and decrease in oil price at the global context lead to fluctuating exchange rate and it has
a positive and negative impact on the country’s economic activities based on its macroeconomic
variables. The effect could be different in terms of a developed or developing country but the impact
is unavoidable in each country whether it is negative or positive. Oil price hike matters more for
economic development in the case of oil-importing countries.

When we pass through Turkey’s case, we found energy prices have a significant negative impact
on external agricultural trade in the long run but in the short-run, the oil price is insignificant with
a negative coefficient whereas coal and gas prices are highly significant with a negative coefficient.
In this analysis, author Dogan &Giritli (2017) included coal, gas, and oil as energy and they used
autoregressive distributed lag (ARDL), model. They suggested the alternative energy resources and
new energy-saving technologies because they concluded that turkey’s agricultural trade balance
was affected negatively because of energy price. The oil price effect has been found not only in the
agricultural trade, but also in macroeconomic variables (GDP, export, inflation, and real exchange
rate) in Turkey. The study conducted by Nalin, (2013) showed the evidence of a noticeable effect
of oil price increase on the macroeconomics variable more than in the case of decreased oil price.

Sometimes the market is influenced by the exchange rate and nobody can ignore this phenomenon.
Depreciation and appreciation of home currency matters directly and indirectly in the market volatility.
This statement could be supported by Abdlaziz et al. (2016) because they studied in Indonesia using 19
years of data with the NARDL model and found a strong positive relation between oil price increase
and food price was found in both long run and short run in domestic currency. They suggested the
policymaker in Indonesia by showing the evidence of increasing oil price has a strong impact on food
price which includes the impact of the inflation rate and exchange rate.

By comparing these two works of literature, it can be generalized that the relationship between
oil price and the country’s economy depends on situations whether the country is oil-importing or
exporting. In oil-exporting countries, oil price increase tends to increase the government’s revenue,
investment, GDP, and overall economic activities but in an oil-importing country, increasing
oil prices can increase price level, delivery charges and overall cost which may contribute to a
slowdown in macroeconomic variables. However, GCC™ countries also have to face a negative
impact from rising oil prices which may worsen the economic conditions contributing to
economic growth through currency appreciation, rent-seeking and poor policy-making (Nusair,
2016). Similarly, there is also evidence of budget deficit and decreased current account in the
GCC countries that are highly dependent on exporting oil at the time of negative oil price shocks
(Ibrahim, et at, 2019). They have suggested to the ruler of the GCC countries for changing the
structure of their economies which could be a sustainable plan for the long decline of oil prices.

Most of the authors present a positive relationship between fuel price and food price even in the
fuel exporting country which implies that energy price stability is crucial for food price stability.

** Gulf Cooperation Council
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CASE OF NEPAL

Nepal is divided into three regions based on altitude and weather, the hilly region is located over
610 to 4876-meter, mountain region is located above 4877 meters from the sea level (MOHP™,
2011). However, the Kathmandu valley is part of a Hilly region which is the capital city of Nepal
and densely populated. Similarly, Tarai is located in the range of 60 to 610 meters (MOHP, 2011).
Transportation and communication facilities are developed more in Tarai than Hilly and mountain
regions. The Tarai region is the most fertile part of Nepal. In the past, 80% of people were involved
in agriculture and a very small portion of food was imported. But nowadays, it might be an impact
of globalization that every young people from each household are earning money from outside the
country rather than farming on own land. Every household is becoming a consumption-oriented
rather than production-oriented. An increasing trend of real estate business is also one of the major
reasons for reducing agricultural land and production. Unfavourable weather and various types
of bottlenecks in supply is also another reason for decreasing agricultural production (Shrestha &
Chaudhary). According to the living standard survey of Nepal 2010/2011 (CBS™", 2011a), every
family spends 62% of its total consumption on their food. Based on the following factors it can be
analysed the price situation of Nepal.

3.1. Based on the Consumer Price Index (CPI)

In 2001, food and beverage price were decreased by 5.8% but it was decreased only by 1.9%
in 2002 while the non-food item was increased by 2% in 2002 from 6.5% in 2001 (Ministry of
Finance, 2002). While considering the region-wise price index, it was increased by 0.4% in Tarai
in 2002, which was decreased by 1.6% in 2001. In contrast, it was dropped in 2002 in Kathmandu
and Hill by 0.2% and 0.6% respectively but it was increased by 0.4% in Kathmandu and 3.3% in
Hill in 2001 (Ministry of Finance, 2002).

In 2005 /2006 there was a maximum increase by 6.2% in food and beverage and 9.1% increase
in non-food item because, at that period, transportation and communication price increased as the
petroleum price was hike twice in the same year (Ministry of Finance, 2006). While considering
the region-wise price, there was a maximum price hike in the Tarai and Mountain region than in
Kathmandu. It was increased by 9% in Tarai, 7.6% in the Mountain and 5.5% in Kathmandu valley
(Ministry of Finance, 2006). In the same period, the non-food sector increased by 8.7% in the
Kathmandu valley, 8.9% in Tarai and 9.8% in Hill. Due to the internal conflict, people from hill and
Tarai migrated to Kathmandu which concentrated the supply of goods and services in Kathmandu
valley. It strengthened the Kathmandu valley and price in this region dropped at that time.

Similarly, in 2011/ 2012, based on Nepal Rastra bank’s (NRB**") data of the fourth household
budget survey, the Ministry of Finance has completed the point to point basis economic
survey taking 2005/2006 as a base year. While considering the group-wise price index, food
and beverage were increased by 4.2% in the 2012 March and non-food category increased by
9.4% (Ministry of Finance, 2012). Variation in both groups was because of price decline on
the cereal-based product and price rise on communication respectively (Ministry of Finance,
2012). While considering the region-wise price index ™, 3.5% rose in Kathmandu valley,

** Ministry of Health and Population

% Central Bureau of Statistics

*0eex Central Bank of Nepal

*adkx® Ministry of Finance selected 2005/2006 as a base year and created weight 31.16% for Kathman-
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7.1% increase found in the Tarai region and there was a maximum increase of 8.6% in Hill
(Ministry of Finance, 2012). While considering the average price of the non-food item, the
increased percentage was 13.7%, 11.2% and 9.74% in Kathmandu, Hill, and Tarai respectively
(Ministry of Finance, 2012).

According to recent economic survey 2017/2018, price index of food and beverage group on
year to year basis, was increased by 5.6% in 2018 from 0.4% negative growth in 2017 and 2018
non-food and service group was increased by 6.5%, which was only 5.6% in 2017 (Ministry of
Finance, 2018). Similarly, the Consumer price index of the hill was 5.6%, Tarai was 6.3% and the
Kathmandu valley remained 4.5% at that time. Weak road network and poor supply situation have
resulted in the higher cost of production and region-wise price differences.

Figure.3.1.1. Consumer Price Index
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3.2 Based on Inflation
Figure 3.2.1. Food and Non-Food Inflation

During the sixties, overall inflation was measured 5.8 percent where food inflation was 8.2% and
non-food inflation was 3.4 % in terms of CPI. At that time inflation was recorded highest up to
14% in 1966/67 but it was negative with 1% in 1967/68. Reasons behind the double-digit inflation
were less production of food and expansionary monetary policy and increased custom and excise
duties but the appreciation of Nepalese currency in terms of Indian currency led to a decrease in
inflation at that time (NRB, 2018).

In 1970, the food inflation stood at 8% while non-food was 7.8%. In this decade, inflation was
stood for up to 18.5% which was the effect of international oil crises. To control such a high
inflation rate, the government of Nepal revised custom and excise duties and controlled inflation
to a single digit. However, less production of food and the increase in petroleum product became a
cause of 9.8% increased price level. A severe drought in Nepal and India, devaluation of Nepalese
rupees with the US dollar and lagged impact of the increase in petroleum products were the

du,42.85% for Tarai and 25.99% for Hill.
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reasons for the highest inflation of the 1980s. At that time, food inflation reached 11% and non-
food inflation was at 10.2% which was the highest of six decades (NRB, 2018).

From 1990 Nepal has adopted the liberalization policy and at that time it had experienced
15-month-long trade and transit dispute with India which created the pressure in supply situation
and inflation stood 9.9% for food and 9.1% for non-food but at the same decade due to the
increased price of rice and species in India, Nepal has faced the highest rate of food inflation of
21% which was ever recorded in Nepal (NRB, 2018).

From the beginning of the 21st century, most of the countries have experienced a low level of
inflation and Nepal also witnessed the relatively low level of inflation during that period. In the
2000s average inflation was 7% for food and 5.6% for non-food. Inflation was high after 2010; it
stood at 10.7% for food and 7.6% for the non-food group. Similarly, in 2015/16 Nepal has faced
9.9% inflation and it was because of Indian disruption in the southern border. According to the
14th annual national plan, Nepal is facing around 8.7% inflation every year which is fuelling the
price hike of commodities. Political instability, trade deficit and the impact of Indian inflation are
some of the other reasons for price volatility (NRB, 2018).

3.3. Based on fuel price

In 2001, there were 77% of households dependent on firewood, 60% on kerosene and 14% on
LPG gas for cooking by ecological regions (Sharma, 2007). According to the economic survey
2001/2002, the price of petrol was Rs.46 per litre, whereas, kerosene was only Rs 14 per litre at that
time and the price of food and beverage group was decreased by 1.9% in comparison with 5.8% in
2000/2001. But at the same time, the price of the non-food group was increased by 2% in 2001/2002,
compared to 6.5% in the previous year. When I followed data of 2011 from the central bureau of
statistics, firewood consumption was found to be decreased by 63.99% and LPG gas was increased
by 21.3% and the population who were using kerosene as cooking energy was also decreased by
1.03%. There were only 55610 households including urban and rural areas using kerosene as a
main cooking energy source in Nepal (Sharma, 2007). At the same time in an urban area, more than
67.68% of total households were using LPG as the main source of cooking energy (Statistics, 2012).
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Figure 3.3.1 Fuel Price
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Price of petroleum product was increased throughout the year and it reached Rs134.5 for petrol
and Rs 105.5 for diesel in FY™* 2013/2014, Ministry of Finance (2014) but there was a fall
in the price of petroleum product in the international market, which shows a positive impact in
Nepali market. In recent years, the petrol price was stood for Rs 102.61 and diesel and kerosene
were Rs 81.07 in 2018 (Ministry of Finance, 2018). Nowadays, an increase in road access and
availability of petroleum products for households’ purpose has been increased which tends to
decrease firewood collection and increased LPG consumption steadily. This type of trend is also
becoming a measurement for consumer price inflation.

As a diversified and landlocked country, Nepal does not have any direct access to energy
resources and it is completely dependent on the Indian market. Therefore, so Indian price inflation
matters Nepalese market price and consumer price inflation as well. Variation of petroleum price
in different regions creates commodity price differences. According to the data from Nepal Oil
Corporation, there is a region-wise difference in the price of fuel. In border area price differences
are high and in mountains, it differs from one or two rupees because of delivery charges. The huge
number of price differences in the border has been a serious concern for Nepal oil corporation
(NOC) because there is a difference in price™ " in both borders up to Rs 19 to Rs 20 sometime
which tends to increase smuggling in those areas (Dhungana, 2017).

Most of the vehicles are using fuel for an operation which is a major reason for an increased
delivery charge of a product, and also the bad condition of the road is another great issue for
consuming more fuel for short distances in some regions. This type of indirect relation of fuel is
directly responsible for increasing food prices. In some remote part of Nepal, people are using
firewood as an important source of energy and very few numbers of the vehicles are providing
their service in those areas which lead to the increasing demand of commodities and as per
economic theory, high demand and low supply is a cause of price increase.

Nepal has been facing a huge amount of trade deficit in previous years which was the result of an
unstable political situation and a decrease in domestic production caused by a power cut off. However,
inrecent years, the electricity provider, Nepal electricity authority is working efficiently and the political

wopeeet Fiscal Year
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system has been stable. As a result, many industries are growing which may increase production,
export, employment, investment, and income level. It could be one of the reasons for the positive
expected growth rate of 6.5% in 2018/19 (International Monetary Fund [ IMF] Report, 2019).

DATA AND METHODS
4.1. Data

The data used for the analysis are monthly prices of fuel and food and non-food price from 2006
July to 2017 June. The data of fuel price is obtained from Nepal Oil Corporation Limited measured
in Nepalese rupees per litre and food and the non-food price is collected from Nepal Rastra Bank
(NRB). NRB publishes monthly food and beverage price list which includes cereal, grain, vegetable,
meat, ghee, oil, fruits, alcohol, and non-alcoholic drinks. Similarly, non-food and services include
clothing, housing, hotels, communications, transportations, educations and so on. Unit is measured
in Nepalese rupees (Rs) per kilogram for food and rupees (Rs) per litre for a beverage.

For this empirical study, four categories of data namely, national level, Kathmandu valley, Tarai
and Hill region, has been selected because the price of commodities varies in those regions. Price
of goods is normally determined by its transportation and delivery charges and it is not the same
in all regions. It depends on the accessibility of road and rent of shop in different parts of Nepal.
For unbiased estimation, the original commodities price has been changed into the logs price as
logarithms can help to reduce the intensity of heteroscedasticity and excess volatility.

Only the food category and non-food category is selected in this analysis because of the lack of
a database system. The analysis would be more specific if the price list could be available for
each food item and the non-food item. So, these factors are noted as a limitation for this study.
Sometimes the festival and weather also become a reason for the price hike in Nepal. Therefore,
a seasonal adjustment has been done during the analysis.

4.2. Dependent Variables

For this empirical analysis price of food and beverage (PFB) has been chosen as a dependent
variable. Since the analysis is focused on the relationship between food price and oil price, only
one dependent variable is recommended. However, for the robustness check of the data, price of
non-food and service (PNF) item is also included.

4.3. Independent Variables

In Nepal, there is a strong connection between oil price and food price since it is fully dependent
on the Indian market. Influence from positive and negative oil price shocks is a major determinant
for exchange rate volatility which is connected directly to Nepalese import and cost of import is
related to price determination of each and every tradable good. Based on this background, fuel
price is fixed (PET) as an independent variable.

4.4. Methodology

First, methodology starts from the following simple time series equation:

PFB=a'a PETtte,

Where APFB, is the log of food price, , is constant , is a slope of fuel price, PFB, is the log of
fuel price and ., is error term. From this Simple equatibn, the corr elation between fuel price and
food price is geherated. After this simple equation, it would be changed this time series form into
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the traditional linear Autoregressive Distributed Lags (ARDL) model purposed by Eagle and
Granger (1987) where long run and short-run asymmetric relation is not included.

APFB, = u + Zfz_il o; APFB,_; + Z?:_ni B;APET,; + p,PFB,; + p;PET,_ +¢&. (2

Where APFB, refers to food price and APET  is fuel price. Delta (A) shows first difference and p
is the lag orders of dependent variable food price and q is the lag order of independent variable
fuel price. In this equation Pq (2,1) is used to show that it starts from zero and ends up with
two. The result from this methodology would not give satisfactory result when it compares both
asymmetries and non-linearities. Therefore, to incorporate asymmetric into ARDL model, we
consider Non-linear Autoregressive Distribution Lags (NARDL) modelling methods in order to
find more convincing result which was proposed by Shin et al. (2014). It involves positive and
negative fuel price to investigate the decomposition of independent variable PET  in short run
and long run for Non-linear Autoregressive Distribution Lag (NARDL).

Positive and negative analysis shows the increase and decrease in following ways:
POS, = 3_, APET;" = 2f_, max(APET,0),
NEG, = }‘:1 APET = Z}::1 min(APET, 0},

Where is the partial sum of positive changes which reflects only appreciation of fuel price and is the
partial sum of negative changes reflecting only depreciation of fuel price. After the decomposition
of negative and positive independent variable (fuel price), we combined the equation into long run
and short run in equation 3.

APFB, = i+ p, PFB,_ +p; PET, + p; PET_ + X o,APFB,_ +
ZX, (Bi* APETY, + B APET ) +e, (3)

In this equation, and define short run relationship among fuel price and food price whereas
anddescribe long run relationship, superscripts (+) and (-) means negative and positive partial
sum decomposition of food price and fuel price and also the lag level of both variables. Based on
SIC (Schwarz Information Criterion), the optimal lag length P and q is chosen to show the result
for short run estimates of food price to Fuel price. Null hypothesis for long run co-integration HO:
is calculated against H1:# #0 by using F-Test.

For the interpretation of the long run relationship between food price and fuel price, bound test by
Wong (2018) is followed through F statistics. Where there are two types of criteria for the F test.
First bound test examines its significant level and if it is found significant, this model supports
co-integration of the variables and vice versa if an insignificant result appears. But in the second
step, it can be concluded that if the value of F statistics is less than the lower bound, it would fail to
support the null hypothesis and no long- run relationship between food price and fuel price exists.
To prevent the biasness of data, unit root test has been used and it is stationary in its first difference
but not stationary at all levels. The null hypothesis and the alternative hypothesis have tested to its
stationary level at I (0) and I (1) because NARDL model can be applicable as long as I (1).
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4.5. Results

4.5.1. Some Preliminaries

Table 1: Summary Statistics

National Kathmandu Tarai Hill PET

PFB | PNF | PFBK | PNFK | PFBT | PNFT | PFBH | PNFH
Mean 4280 [4.406 |4.263 |4.422 [(4.284 [4.403 |4.297 [4.392 |4.501
Median 4303 [(4.396 [4.293 |4.417 [(4.281 |4.387 |4.347 |4.387 |4.531
Maxi- 4750 (4.792 [4.791 |4.765 |4.733 |4.787 |4.744 |4.825 |4.834
mum
Minimum | 3.668 [4.080 |3.618 [4.075 |3.692 [4.069 [3.686 |4.030 |4.141
Std. Dev. {0.340 [0.222 [0.363 |0.212 |0.326 |0.217 |0.337 [0.241 [0.212
Skewness | -0.279 [0.082 [-0.257 [0.018 |[-0.256 |0.088 |-0.329 [0.150 |-0.176
Kurtosis |1.826 |1.722 |1.825 |1.719 |1.825 [1.697 |1.811 |1.781 |1.926
Observa- | 132 132 132 132 132 132 132 132 132
tions

Monthly time series data is observed for 11 years and the result is calculated based on those
132 observations. In Table 1, there is an analysis of summary statistics for oil prices and food
and non-food price. The price of fuel has an average log value of 4.502 Rs per litre and reached
Rs 4.834 as the highest price and Rs 4.141 at the lowest price. Based on the skewness result, it
can be said that the data do not follow the normal distribution for food prices because it seems
negative in all-region. But on the other side, non-food item follows normal distribution since it
shows a positive result in four regions. While considering the correlation in Table 2, it shows
that fuel price is highly correlated to food and non-food price since it is more than 0.75 in all
regions. However, food and beverage show more correlation with an average of 76% than non-
food prices with an average of 73 %.

Table 2. Correlation matrix

PFB PFBK PFBT PFBH PNF PNFK PNFT PNFH PET
PFB 1.000
PFBK  0.999 1.000
PFBT 0.999 0.999 1.000
PFBH 0.999 0.998 0.998 1.000
PNF 0.985 0.985 0.985 0.983 1.000
PNFK 0989 0.989 0.989 0.987 0.999 1.000
PNFT 0983 0983 0983 0.980 0.999 0.999 1.000
PNFH 0981 0.982 0981 0979 0.999 0999 0.999 1.000
PET 0.758 0.751 0.753 0.771 0.730 0.751 0.753 0.771 1.000
SITMEFW 909 RAITID TAT DG A BRI




Notes: (1) PFB is the log of consumer price index of food and beverage at the national level,
and PFBK, PFBT, and PFBH are the logs of consumer price index of food and beverage in
Kathmandu, Tarai, and Hill regions, respectively. (2) PNF is the log of consumer price index
of non-food at the national level, and PFBK, PFBT, and PFBH are the logs of consumer price
index of non-food in Kathmandu, Tarai, and Hill regions, respectively. (3) PET is the log of
fuel price. (4) All indices are seasonally adjusted.

4.5.2 Unit root tests

Before concluding NARDL, we need to check if all variables are stationary at I (0) or I
(1), we apply several methods for unit root test. It is followed based on LLC, IPS W- Stat,
ADF Fischer and PP Fischer test as a unit root test which is presented in Table 3. The result
supports our expectation and it is found that all the variables are I (0) or I (1).

Table 3. Unit root test

LLC IPS W-stat ADF-Fisch- PP-Fischer
er
-1.296* [00%] -1.103 [0.135]  76.992%%* [0.033) 73.132% [0.062]
-8.742%** [0000] -10.391%*** [0.000] 232.758*** [0.000] 329.912*** [0.000]
-1.795%* [0.03%] 1.805 [0.965] 45.330 [0.845] 31.963 [0.996]
2.624 [09%] -1.258 [0.14) 76.812%* [0.034] 151.156*** 10.000]
-0.247 0402 0.111 [0.544] 55.620 [0489] 57.345 [0.425]
-5.908*** [0000] -8.926*** [0.000] 202.258*** [0.000] 298.510*** [0.000]
3.698 [09%9] 0.648 [0.74]] 66.766 [0.154] 91.054***  10.002]
-16.863%**  [0000] -17.726*** [0.000] 353.497*** [0000] 404.743*** [0.000]
-0.975 [0.165] -0.800 [0212]  66.536%**  [0.1568] 118.050*** [0.000]
-19.920%***  [0000] -17.883*** [0.000] 393.060%** [0000] 548.164*** [0.000]
6.218 [L000]  8.063 [1.000] 18.503 [1.000] 39.978 [0.978]
S13.213%%%F  000] -14.241%%*% 0000 305.585%** [0.000] 429.029*** [0.000]
1.260 [08%] 2.013 [0978] 53.258 [0.719] 51.706 [0.768]
-5.139%** [0000) -8.133*** [0.000] 178.998*** [0000] 239.278*** [0.000]
4.030 [1000] 5.459 [1.000] 49.329 [083] 61.007 [0.440]
-18.082%***  [0000] -17.991%** [0.000] 385.765%** [0000] 472.804*** [0.000]
10.418 [L000] 10.559 [1.000] 25.971 [1.000] 49.190 [0.788]
|

-14.638%**  [0000] -14.624*** [0.000] 339.118*** [0000] 425.654*** [0.000]
Notes: (1) PFB is the log of consumer price index of food and beverage at the national level, and
PFBK, PFBT, and PFBH are the logs of consumer price index of food and beverage in Kathmandu,
Tarai, and Hill regions, respectively. (2) PNF is the log of consumer price index of non-food at the
national level, and PFBK, PFBT, and PFBH are the logs of consumer price index of non-food in
Kathmandu, Tarai, and Hill regions, respectively. (3) PET is the log of fuel price. (4) All indices
are seasonally adjusted. (5) Figures in the parenthesis indicate p-values. (6) Optimal lag lengths
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are determined by Modified Akaike Info Criterion. (7) Individual intercept and individual linear
trend are included for all variables. (8) *, **, and *** represent the 10%, 5%, and 1% significance
levels, respectively.

4.5.3. Estimates of the Fuel and Food and Beverage relationship in four regions

There are three categories of results in table 4. First, short-run coefficients estimate the fuel price
and food price. Second, a long-run relationship of variables is considered and the third one is
diagnostics statistics where results would tell about F-test, Lagrange Multiplier statistic (LM test),
Reset statistics and Wald test.

When the short-run coefficient of food and beverage is considered in table 4, there is positive and
significant result found in all regions in both linear and non-linear ARDL model but at the same
time, when fuel price is considered, it is found that fuel price (PET) is insignificant in all regions
with -0.010 value in national level, -0.018 in Kathmandu valley,-0.011 in Tarai and -0.020 in Hill.
Since the result is insignificant, no long-run relationship is found between fuel price and food
price in the short-run while using the linear ARDL model.

When the data goes through the long run estimations in the same table, the result is quite different
than that of the short-run. Fuel price (PET) has an insignificant result with 0.775 for the national
level, 0.321 for Kathmandu 0.352 in Tarai and 0.624 in Hill while considering the linear ARDL
model. It shows no long-run relationship between fuel price and food price. But, when the result
follows a nonlinear ARDL model, it shows the significant result for positive fuel price but not
significant in the case of negative fuel price. Therefore, it can be analysed by interpreting that if
fuel price goes up by 1%, food price will also increase by 0.643% at the National level, 0.594%
in Kathmandu valley, 0.597% in Tarai and 0.850% in a hill. However, in the case of negative fuel
price, it cannot be said that if fuel price is decreased by 1% food price also decreased by 0.309%
in national level and 0.305% in Kathmandu valley, 0.278% in Tarai and 0.5345 in Hill because it
is not significant in all regions. Likewise, the result is supporting the asymmetric relationship of
fuel price and food price because when fuel price goes up, food price also increases by a certain
percentage but when fuel price goes down, food price is insensitive.

To support the result from long-run estimation, various diagnostic statistics have been completed
in the third part of table 4. First, when we went through the F test, we found an insignificant
result in all regions in both linear and nonlinear model but it is less than lower bound in all
regions. So, we found a long-run relationship between food price and fuel price. Secondly, there
is an estimation of Error Correction Term () at the same lag orders and it obtained a negative
result which is significant in all regions. This significantly negative coefficient supports the co-
integration between the dependent and independent variables. Third, the Lagrange Multiplier
(LM) statistics test is tested for serial correlation among dependent and independent variables.
Since the result is insignificant, it could be said that there is no serial correlation among our
variables. Similarly, insignificant reset test support for the lack of misspecification. Finally, as
the long run Wald Test shows the significant result, we reject the null hypothesis of the long run
symmetric relationship between fuel price and food price.
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Table 4

National Kathman- Tarai Hill
du
Linear ARDL  Nonlinear  Linear Nonlinear Linear Nonlinear Linear Non-
ARDL ARDL ARDL ARDL ARDL ARDL linear
ARDL
Short-run
APFB | 0.460%** 0.373%** 0.247*%*  (.246** 0.326%%*  0.320%**  (.222%*%* (.189**
(0.088) (0.077) (0.086) (0.084) (0.082) (0.080) (0.086) (0.084)
APEB | -0.180**
(0.088)
APET, -0.010 -0.018 -0.011 -0.020
(0.021) (0.034) (0.024) (0.023)
APOS, -0.005 -0.022 -0.022 -0.017
(0.023) (0.041) (0.041) (0.027)
ANEG, 0.033 0.041 0.016 0.024
(0.039) (0.063) (0.044) (0.042)
Long-run
PET 0.775 0.321 0.352 0.624
(1.453) (0.261) (0.310) (1.733)
POS 0.643%** 0.594** 0.597*** 0.850**
(0.219) (0.192) 0.215) (0.381)
NEG -0.309 -0.305 -0.278 -0.534
(0.210) (0.197) (0.203) (0.395)
Diagnostic
Statistics
F 2410 4.092 2.112 3.912 2.379 3.337 2.091 4.02
ECT,, -0.010%** -0.039* -0.025%** -0.006%**
(0.004) (0.015) (0.010) (0.002)
LM 0.077 1.832 3.20% 0.785 1.319 0.495 0.138 0.162
RESET 5.364%* 1.288 6.874%** 2,689 2.099 0.055 9.24 0.234
Wald-Short
Wald-Long 6.245%* 5.001%* 5.906** 6.167**

Notes: (1) APFB_ is the difference in price of food and APFB_, beverage for previous period. And
is the difference in price of food and beverage for two years before. (2) APFB, is a difference of
log of fuel price (3) PET is the log of fuel price. (4) APOS, is a difference in fuel price (5) POS
and NEG is a positive fuel price and negative fuel price (6) All indices are seasonally adjusted. (7)
Figures in the parenthesis indicate p-values. (8) Optimal lag lengths are determined by Modified
Akaike Info Criterion. (9) Individual intercept and individual linear trend are included for all
variables. (10) *, ** and *** represent the 10%, 5%, and 1% significance levels, respectively.

The model described in table 4 includes only food prices and fuel prices. To check that empirical
validity, we included the non-food price in the model and checked the consistency of the result
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in table 5.
4.6. Robustness check
Table 5. Nonlinear ARDL

National Kathmandu Tarai Hill
Short-run
APFB_, 0.377#** 0.240%** 0.327%** 0.173%*
(0.077) (0.084) (0.080) (0.082)
APOS, -0.012 -0.027 -0.019 -0.024
(0.026) (0.041) (0.030) (0.027)
ANEG, 0.031 0.040 0.012 0.033
(0.039) (0.063) (0.044) (0.042)
APNF, 0.078 0.168 -0.001 -0.031
(0.117) (0.149) (0.118) (0.111)
Long-run
POS 0.566%** 0.591** 0.540%** 0.521%%**
(0.174) (0.194) (0.183) (0.165)
NEG -0.231 -0.318 -0.215 -0.274
(0.177) (0.206) (0.184) (0.182)
PNF -0.801 0.275 -0.550 -1.573
(0.726) (0.983) (0.639) (0.657)
Diagnostic statistics
F 3.791 3.129 2.85 4.623
ECT,, -0.070%%*x* -0.0897%** -0.067%** -0.077%**
(0.016) (0.023) (0.018) (0.016)
LM 1.238 0.904 0.293 0.656
RESET 0.439 5.24 0.075 0.707
Wald-Short
Wald-Long 6.58%* 5.842%* 5.912%* 6.899%**

Notes: (1) APFB,_, is the difference in price of food and beverage for previous period. (2) APET,
is a difference of log of fuel price (3) PET is the log of fuel price. (4) APOS, is a difference is
fuel price (5) POS and NEG is a positive fuel price and negative fuel price (6) All indices are
seasonally adjusted. (7) Figures in the parenthesis indicate p-values. (8) Optimal lag lengths are
determined by Modified Akaike Info Criterion. (9) Individual intercept and individual linear trend
are included for all variables. (10) *, **, and *** represent the 10%, 5%, and 1% significance
levels, respectively.

Finally, in table 5, the nonlinear ARDL model is followed to test the robustness of the data. To get
a significant result, the non-food item is included in the analysis. In the short- run, there is positive
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value with 0.377 in the National level, 0.240 in Kathmandu valley, 0.327 and 0.173 in Tarai and
Hill respectively and the result shows National, Kathmandu, and Tarai is significant at 1 % level
whereas Hill is significant at 5% level. Similarly, when the result is considered in a long run, it
shows positive fuel price is significant with 0.566% in the National level, 0.591% in Kathmandu
valley,0.540% in Tarai and 0.521% in Hill. However, negative fuel price does not have any
relation in the long term. So, we can conclude that if fuel price increases by 1%, non-food item’s
price also increase by more than 0.5% in all regions but if fuel price decreases by 1%, nobody can
forecast the reduction percentage since the result is insignificant in all regions. While interpreting
the F test, it is found that it has a value of 3.791 in National, 3.129 in Kathmandu, 2.85 in Tarai
and 4.632 in Hill. According to the theory regarding the bound test, all the value is less than the
lower bound which means the result supports that long-run relationship exists between food price
and fuel price. Similarly, negative and significant error correction terms support the cointegration
between fuel price and food price. Insignificant LM test support that there is no serial correlation
between our dependent and independent variables and the Reset test is also insignificant which
shows a lack of misspecification. Finally, as we found that the long-term Wald test is significant
in all regions, our result supports the asymmetric relationship between fuel price and food price.

CONCLUSIONS

In this study, the asymmetric relation is found between fuel price on food prices in Nepal. Linear
and nonlinear ARDL model is used to find the long run as well as the short-run relationships
between fuel price and food price. From the analysis, it can be concluded that the oil price increase
is associated with the increase in food price, whereas a decrease in oil price has no significant
association with food price. In other words, it can be said that one percent increase in fuel price
tends to increase food price by 0.57% in national level, 0.59% in Kathmandu, 0.54% in Tarai and
0.52% in Hill. At the same time, if fuel price decreases by one percent, food prices would not
decrease by a certain percentage. The result is robust when the non-food category is included.
Insensitivity in fuel price decrease and food price creates challenges for the government for
price stability. Increasing demand for fuel associated for increasing cost of food from production
to delivery and it directly hampered to the low-income group or vulnerable group in terms of
purchasing power. Thus, the government of Nepal should adopt a policy to reform the food
market and control the excess volatility. Through this policy, the government should focus on
social safety net schemes for the access to food and basic needs of vulnerable groups at the time
of fuel price hike and it should protect the group from excess volatility.

For further improvement, the government of Nepal should adopt the systematic pricing mechanism
to all regions so that price flooring and price ceiling can be monitored by the effective mechanism.
Even though the government is monitoring the market through some channels, it is not as effective
as expected. Insufficient and inappropriate supply chain and lack of a smooth delivery system are
always creating some tension in the Nepalese market and maintenance of those systems should be
a priority for the government.

The strong association between Indian oil market and domestic oil price have serious implications
for the domestic price level, especially with the oligopolistic market like Nepal. Thus, the evidence
of asymmetric relations of fuel price and food price make the situation more worrying for the
policymakers as it causes welfare loss to the general consumer. Therefore, the policymaker should
have a serious concern with a global oil price while addressing the domestic price. Moreover, the
government should adopt a dynamic monetary policy to control more inflationary pressure.
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Furthermore, an appropriate mechanism for controlling market price, dynamic monetary policy and
policy reform for food market might be an immediate policy implication for the government of Nepal but
there are some alternatives for long term food price stability as follows:

1. As Nepal is a very rich country in water resources, the potentiality of hydroelectricity is very
high. To make hydropower a reliable alternative source of energy for fuel, investment in this
sector might help to reduce fuel dependency in the future.

2. Unpredictable demand and supply, inappropriate delivery system, limited storage, and politically
influenced management are some of the major reasons for inefficiency and ineffectiveness of
Nepal Oil Corporation, the only fuel supplier. Therefore, the government of Nepal should break
the monopoly of this state-owned enterprise by inviting more players to make the market structure
more competitive. This approach might help to address the asymmetric issue in the future.
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SATIYIF JUHTL, [T T BABA a1 TH<F T T T AUTeT Teheh! 379 A={ioh! SaTehed T
FAR-GTHI TorT TTgehT SHareeT SF=t- TR oI SAEIToR U, R 0\9% o ST SeT IO TR B

TORT T T T8 (FH-S TAT HEF) U, R 00l HT Tooh! SHeeeT HTHR €6 T ISR Fwalf-ord
forerent e @ent T=Terd e T desfiemT TH=r shr T A qer Tt wrfera T fas
o SRt SR TTereRTRAT e forsnTa aftfogent s

« T TR UREG : FoIT EhIh! HEIHehl STEAETATHT Ja31 {H=re Tfivg Hel, Jaxr T &g e
(o T ST U, R 0\ AT Teeh! ST Ha=Tet YaRT T T qealie o7 JaRT=eht Tehv=aT
T AT HoeRT T Taefteren! T a1 STREF-HaTs AT T 34 THug ST el B

o e T T Rrear aweaa atufe : et dfaumer fSedr e S seress = Tavas
YU T STeeTTa T T G5, Y1 T EAH 1T desleen! Hra-eaiTs saaeeld T (Sl TH-ag S fd SEdT

HITEEh] SITEAT T © |

ﬂTﬁfﬁo"ﬁ?ﬂ'ﬂ? 294 THARIAIG TAT B TEIRIA BT



FATERERR ot Tvaram SRavent e THdies:
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o Y, TRNT T T TEehT AN TR T, HeehT T HeaT shrel SEhciehl forehie T ;
GHTIAT TS ATIGEE:

I T ST -TTHTISTeh foRaTeR T fored R 8 T RIehl SATRT ST AR g, o1 deehl Siehie®el
Y ST forehTardT i TeehT HTehTehl 3TUcd ShIaH T, ITHTHT HHTEoT TTsheh! TE=HT 97 Fesl
2 ST, ARTHREEHT HelaHT T STEehdT Sga ST, STehfdeh QI qe for STriieh! et siga ST, e T
TR TEHT FHETEEH! ST SN e ST, ST TREEHT [ehTg T 31we 9ga ST,

FTehT AT

« HIS[QT AT SHereTehR! GHIET T TETTd ShIeh! HHeRIHT o= TR S7efa== et Ariaxieh fifd
TSIHT T SRR R T,

o FETHRT for FEAT-RTATS TR, SITHANE, T =i ferd s 1e

« T QYT TR el forTa Rmmarent STifaw foswor fefersht foehra T stereree T ot Sitfam
EEICTURICH

« BT SIS FHHRT: W 716 GHTHIROT SIS e13< ford i Smemiar SAfvefg T,

\’FITMEF'QSITFF[ 29% THARIAIGD dA DG TRRAA BT



« 9, IO T ST Th! SATTTIHRAT Td h1d FSTrHRIeRT SATIRAT forfa T SAfefs ™,

« TTHTrh BIara-Hl Tehishd I qT SraTe®ah! e TR Te7Td HIHERT R 1< TTehfdeh Hidehl

gfe=, ST qT STFTeR! Yaed T,

FHRATTITHT T3,

« T, TRT T EAHI AR ST T ST g TR Cfehahet FeT SoTTeiieh! forehmer 7,

o HEHN ford SEATOTATs. GHATRI, QA T qRERll s fagda somedt =t
IS,

R

GE1 ST JOTTeATohT TohetdT Ty fomfia areremT e geam (it & (Treei |aresii-e foa
TEATITA JTETIRT GldeEeh! HEH STINT T4, TarauomT THreremiidr eame, Tt T T da
TRLIHE THTGEEH! =IehL0T T ST SHTHAT TEaNT JAISes | Hidumel €, YIvT T T g
SATATIHAT IFET A Tafae forfr siqent aa-=nfies foawor 1 w@3enteh afier e, fomfir
HeffercTeh! EeTshen! YHeRT Wiedenl TMZT TTehfaeh STq qT fory STENTeRT Sqereel e © [HEt S
TUTTeiehT STEATH Ja¥T T AT TeT SucTsel |id el fee, T9TEhRl aiema qer Tdiaay
HITh! ST AT TG ST TSI AT ST 7T SIEf 52 Aehe! THfaht AT
HWTIHTERT §EE [oedi Eas (6, Ya=T T T q&ehl A1d, AISHT, SIS qT ShIshH THIEshH GTel
AR T 4 Tect AT T A, ATSHI, SS9 TAT FRIFHHAT FHSSIEIAT 7 TR S [
HATAATS HTHHL, TIA TAT I SIS FHISTENE 3@ T T qg Fedd=rehl e 7
Il SR T SIS G Toii Hrel= 6 TETeh! |1 i qeehl Blhet shralshd HHIHehRAT 8213e
aﬁaﬂﬁnﬁﬁéﬂﬁaﬁﬁwmtﬁnﬂmﬁ%ﬁ%ﬁﬁ@ﬁ%ﬁﬁﬁmqﬁ%ﬁww
T A Q13T S B

\’FITMEF'QSITFF[ 2219 THARIAIGD dA DG TRRAA BT
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+ Fiscal Sustainabilitya'ﬁ‘ STYRUM:

T AU Fore i STRETRICIATS FaTIoHTehT STUTCHT SATEAT Ta e Sie el Te JedT
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« eI ASHT (Long-term Planning) - HTRRS TeohTciia SATHER SATAT ISR TEATEEHT ARTA
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< Flexibility vs. RulesshT 3TT&IRUT:

Wﬁﬁa@@égﬁr&ﬁﬁmaﬁﬁaﬁaﬁaﬁa (Fiscal Rules)?i'l'{[\rlﬁqifgﬂ'{ TfefeR At
TRTRIERT FATEETATS HFSTE 7T 2T HHeEHT STTaATIER hel Ao a1 §I4e W HI=IdT S
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T T HeH ST TR T #Ed e

« Increased Investor Confidence- JH HLhHTRT THT fodid STeamag®eh! ‘TIFFFI?’!'I'sc ﬁﬁﬁﬂﬁ T3
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“ Growth and Equityﬂﬁ' STIYRUT:
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Steret fore forseraTs smerfieram tees)

* Economic Growth: Lyons@m@i%maézﬁwﬁmﬁaﬁm@#mﬁﬁnﬁ@ Tt ﬂﬁﬁf?\iﬁlﬁ
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* Addressing Income Inequality: Lyonsﬁ I ST SH THeh! ATRT foret ffcehr ﬂ;ﬁﬁlﬂﬂﬁ\?ﬁ@
fauent &) T@et i Tt formr it sfrfier s, ariesats 3= T o TS, YHTearoTshT
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* The Fallacy of Composition: ST T ok A WF@@@WWWW@%@V
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STTg fIUshMET STTATEAT TS | UheeTaT JGSTYTHT HT €T shivgd et snifeles ifdeht 3171 warferett
AEATEATS SATET TS AT T S0 HeAT ST TERT TS (ATETTHT FHREhT HeRT ST
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W TS SIS foms(Sieem i Ifg 3t drasTieh RT3 a1 @ T WA g, qoee
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% Transparency and Accountabilityilﬁ‘ STIYRUMT:

T TR forefier STETIIea en! T ST forreht ST et T awaeft 59 w1 forgr=a 2l
ST TR i TS HghoT TR B T ITATE FHHRT T TEEH § 9= TN ANTHHEEATS T
ST AT T g T8t HThIeh! STGal sIsi BTl o1 UM K0T ¥ T SHET foied STees STH TTHehT
AT TLRRATS 3T QT TATHeg! TS HEd s Wl SATEAT Teh! US|

Center on Budget and Policy PrioritiesshTAlice M. Rivlin & HTaST-eh formT TG 3 idTeh! Hemaers
e e Twet TrTiehesaTs alehdTi-Teh JTsHATHT 9T foi T SHeEaTs Tl Sl S TR & 9=
STRHT SRR TH T HeaH gIas Wil SiS fOusht uTs-s| |1 ehiietTs HieisTeh foriehl dedes giiee
T FreremT AR T SaThag! SIS TRTHEREETs TReheh! AT T HERT W THTeeh! & 9= ST
TIE THHRT SIES WHT TohIeld TSH[FEETe It Torfi STaTRIcaeh! FreramT e diaer uaresars
TR el 15|
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Torfrar sTRaTRcaent verE® et

Transparency TR STH TomTeh! ST GerT T arE grs|
Citizen Oversight TR G T USTeera=¢ T TS T8 e gHid gas|
Accountability for Results TSI+ ToTehT TEIEE BTeIet T BehTeTTs SIAThae! aSgus|

Rivlin o SR forfi STETRIc FFI-LHT ATeisT i+ foreelTs TRER(T SHISTues = FUes SIS
fausht &) TafRidTer ArTiReh TR W1 S SRR Tt STeaTRics Sare T Hecaut wrem
Tt &1 9 FehTeTd THeRT S| T Rivlin o AT SXHIoROTRT Sa6 TRERTAT AThT o 84 gaT I8y
AR A1eh! EFTToh! T Ui STEAT THT B+ TETTS SRTIHT [T =il TR B

Empowering Citizens through Transparency

T TR T TR T ] Teeh! © W faRastl 84 Triehesars 3Tper et it
JYANT LY TEERT S AT SRR B HCIR SToreeITHT JTereh! foweress aee ga:

* To evaluate government performance: TaTeaT, TS TATSTET ST TR hid T T 9T YTeT
5T TF Y §ITHT TR TITH QT T B AT 8 A ATHehe! HeaTg e T HaaH|

« To hold leaders accountable: Ife TXHTER @ TINEIT & 94 TSIl ANTRER MW?FIFIT%
TR fagteent B A1 relent TTEISHTGEHT HHT oITaT 913 iod -

« To make informed voting decisions: a%garscﬁaauﬁ@;m AT Hid WY T T I JEqre
i TR £ T AR 7 AT Fe 7 iy o v

HTeft ITHT a7 FEeh TR R Yaget A fIesaTs SAeh T4, 31T TehTeR! T Tre=emT
TIY FEATR! Tg It STIeh! ST gHTEd e

+ Citizens become informed participants: TTREREEATS TR TEeE SHTeeeh! ITfHehdT T H@'&T?T
FH A WD e TR G0

* Public discussions can be more meaningful: Wﬁwﬁ@étmﬁw&wﬁraﬁmmﬁm

A check and balance is created: W@%ﬁﬁwﬁwwmmw NEASE FIH TS

Transparency as a Pillar of Democracy

URERTATCT TAlsha=Teh! ST fHgIe®aTs 996 T gal Rivlin o JEATS STATHFHATHT TEHT &
THHT SATINEE [+ )

» Accountability: Leaders are held responsible to the people they represent.
 Informed consent: Citizens can make informed decisions about their government.

» Public participation: People have a say in how their communities are run.
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