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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE

SUBJECT: Nepal - Western Hills Road

Attached for your review are the recommendations for
authorization of & loan in an amount not to exceed
$7,000,000 to His Majesty's Government of Nepal to assist
in financing the foreign exchange and local currency costs
for construction of 143 kilometers all-weather road,
related ancillary structures, training, and technical

g 2rvices,

This loen proposal is scheduled for consideration by the
Development Loan Staff Committee at a meeting on
Friday, June 22, 1973.
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Office of Development
Program Review

Attachments:
Summary and Recommendations
Project Analysis

ANNEXES - I - XII
" A TI.D.

Reference Cented
Room 1655 N§

UNCLASSIFIED



UNCLASSIFIED
AID-DLC/P-2001
June 1973

SUMMARY AND RECOMMENDATIONS

Borrower
Amount

Loan Terms

Project Costs

Project Description

Background of Project

Purpose of Loan

[
EXIM Bank Interest

Mission Views
Statutory Griteria

Issues

His Majesty's Government of Nepal
$7.0 Million

(a) 40 year maturity including a 10
year grace period;

(b) 2 percent per annum interest
during grace period and 3 percent per
annum thereafter,

Tb£al project costs afé"estimated at
$6.8 million. The proposed loan will
finsnce the foreign exchange costs and

.T0%.of the. local currency costs, or

$7.0 million. His Majesty's Government
(HMG) will contribute the remainder.

The completion of approximately 143
kilometers (88.8 miles) of all-weather
motorable road, bridges, and other
ancillary structures in the western
region of Nepal.

Since 1969 the U.S. Govermment has been
providing financial assistance in the
form of PL 480 Indian Rupees to HMG for
the construction of an all-weather roac
in western Nepal. The road is approxi-
mately 407% complete. Due to the present
limitations on the availability of PL 480
Rupees, the U,S. Rupee financing of this
project will terminate at the end of
September, 1973, Therefore, HMG re-
quested a dollar loan in order to complete
the road,

To assist HMG finance the completion of
a 143 kilometer road,

EXIM Bank has indicated it has no in-
terest in the project. :

The Mission endorses the proposed loan,
Satisfied

None



12. Recommendations ¢ That a loan in the amount of §7.0
mwillion be authorized on the terms
and conditions set forth in the
draft loan authorization (Annex IX).

USAID CAPITAL ASSISTANCE COMMITTEE

Chairman -~ Jake Crane
Engineer - Ceorge Reasonover
Economist - Carol Peasley

AID/W CAPITAL ASSISTANCE COMMITTEE

Chairman - Thomas A, Sterner
Loan Officer B. Donald Reese

Engineer = B. Watkins/
- J. Nelson
Desk Officer (Acting) - J. Shepard
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1. BACKGROUND

A, The Courtry Sctting:

The Kingdom of Nepal is a land-locked nation bordering on
Tibet in the north and India in the east, south, and west, Nepal is
roughly 800 km long and 170 km wide encompassing a total land area of
approximately 54,362 square miles, The country 1s divided into three
distinct physical regions: (1) the Teral, an extension of the Gangetic
Plain stretching across the southern portion of Nepal; (ii) the central
hills, an intermediate range of mountains running in an east to west
direction; and (111) the Himalayas, the world's highest mountains, in
the north. Nepal is disseccted by deep river valleys running generally
in a north to south direction,

The population of Nepal is estimated to be approximately 11,5
million with an annual growth rate estimated to be between 1.8 and 2,0
percent, Over 907 of the population is engaged in agricultural activities.
The population is unevenly distributed with about 42% of the people
living in the Terai which comprises only 27 percent of the total land
area of Nepal but contains 67 percent of its total cultivated land.
Approximately 58% of the population is concentrated in the central hills
area and Kathmandu Valley with only 30% of the country's arable land.
Consequently, the population pressure in the hills has resulted in a
southward migration. 1In recent years economic growth has about kept
pace with the growth in population. Even so, Nepal has one of the lowest
per capita incomes (estimated at $70 - $80 equivalent) of any of the
relatively lesser developed countries in the world today,

The Nepalese economy is largely based on subsistence agriculture
with rice, corn, wheat, millet, oil seeds, sugar cane, tobacco, jute
and pulses as the major crops. Industrial activity which is mainly
concentrated in the Kathmandu Valley, 1s of minor significance, as
are mining and metallurgy.

It is estimated that more than 90% of Nepal's foreign trade
is with India and trade with other foreign countries, except mainland
China, must transit India, Exports consist primarily of food grains,
timber, hides and skins, vegetable and animal oils, and jute, Imports,
primarily from India, are comprised of manufactured consumer goods,
food products, and petroleum products.

Nepal's economic development has been severely hindered by
its physical characteristics, poor internal communications, and a
modern history of almost total isolation. Up until 1951 contacts
with the outside world were restricte! as a matter of Govermment
policy. The Himalayas in the north and malarial forests in the south
enhanced the Government's ability to preserve its:self-imposed isolation.
Internally, Nepal's topography and resultant poor internal communications
has precluded the emergence of an integrated economy, The nation is
composed of many loosely linked valley econcaies physically compart=
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mentalized and isolated by numerous rivers and intervening mountain
ranges, The existing embryonic transport system plays a unique and
indispensable role in beginning a linking of Nepal's regions into a
viable economy. However, unti  the system is improved and expanded,
further economic development on a national scale will be:severely im-
paired,

B. Transport Scctor:

1. Gencral:

Traditionally, transport in Nepal has been by means of
porters and pack animals in the hills and bullock carts in the Teral,
and these means of transport are still of great importance. For mil-
lions of persons scattered over far-flung and isolated areas in the
hills the only available means of transportation are steep, narrow, and
rugged foot trails, This network of porter trails, developed over the
centuries, is estimated at about 10,000 kilometers. Consequently, even
today, distance in the hills is not mcasured in miles or kilometers but
rather by the number of days it tokes to walk from one point to another.

Topographic and climatic conditions are major obstacles
to reliable, incxpensive tranport in Nepal, The rugged terrain and
large number of rivers and streams, together with heavy monsoon rains
create great difficulty in the development of a transport system,
Therc are few countrics whose economic and social development is so
dependent on the solution of difficult transport problems,

2, The Road Systems:

The road network in Nepal is very limited. 1In 1970 it was
estimated that there was 1 km, of road per 4,000 people which was
considerably less than that of other countries having a similar per
capita income like Afghanistan (1 km. per 1,000 people) and Malawi
(1 lam, per 400 people.) The first road of any importance was completed
in 1956 and connects the Kathmandu Valley with India., This 130 km.
road (Kathmandu-Birganj) continues to be the main artery of the country.
In 1970, over two-thirds of the estimated 212,000 tons of freight which
moved over all-weather roads in Nepal were carried on the Kathmandu-
Birgunj road.

The total length of the road network in Nepal 1s about
2,800 km. of all classes of roads, of which 1,600 km, are "inter-
national' and consisting of paved and gravelled roads and 1,200 km.
are local unpaved or ungravelled roads most of which are concentrated
in eastern and central Nepal.. In the Western 40% of the country there
is not a single all-weather road, in the Terai or hills., The road net«
work 1s expanding more or less in accordance with the recommendations
of a 1965 Transport Survey conducted by the IBRD, The IBRD recommendecs
(1) development of an east-west cross-country arterial road in the Terai,
generally following the foot iills; and (11) construction of other
trunk roads and secondary rozis in a northe-south direction off this
cross-country road. The aver.ge annual number of kilometers of all-
weather roads constructed frca 1955 to 1965 was 44.6. From 1965 to



1972 the average annual number of kiluumcters of all-weather roads
constructed was 150.0,

HMG has attached high priority to the development of an
integrated road network, During the Fourth Plan (1972-76) over one
billion Nepalese Rupees, or 40 percent of the public sector expenditures,
1s to be invested in transport, 80 percent of which being allocated to
roads. 1In keeping with the IBRD recommendations, HMG's primary objec-
tive is to complete a 1,040 km. road (East-West Highway) which will
traverse the entire length of Nepal from its eastern to western borders
and North-South roads connecting the Teral and Hills. Substantial
sections of the East-West Highway are under construction., A UNDP-
financed feasibility study of feeder roads totaling about 1,000 km.
has been underway since 1970 and is expected to be released in the near
future. 1In Nepal, feeder roads do not imply short roads from farms
to market or from farm to main roads. What is required is somewhat
longer roads over relatively difficult terrain from the "roadhead" to
a collection and distribution center in a nearby valley. The roads
being studied by the UN, and the one being financed here, more or less
meet this definition of "feeder road". The roads generally run in a
north~-south direction and many are planned to connect with the Fast-
West Highway'

The tertiary road network (fair-weather earth roads) are
being developed mostly through the efforts of local communities and
are confined primarily to the Terai., Because the topography of the
Teral 1s comparatively flat, such roads can be constructed at low
costs with minimal financial assistance from the central Government.

With the development of the road network, its utilization
will rapidly expand. In 1972, therec were 12,300 motor vehicles in
Nepal, Of that number automobiles represented 57 percent, trucks 37
percent, and buses 6 percent, The growth in the number of registered
vehicles exceeded 17 percent per annum during 1965-1971; traffic
growth 1s estimated to have been at a higher rate. While this high
rate of traffic growth can be partially attributed to the low initial
base, it is also due to the transport needs of a country of Ncpal's
size, with its dependence on external trade for obtaining most of
its requirements other than food-grains.

The avaj nble transport network in Nepal is quite limited
in relation to the p.::ront and prospective needs of the country,
An extensive road netwurk, consisting of all classes of roads, will
need to be developed over a period of time as a vital factor to the
development of the Nepalese ecoriomy on an integrated basis,



3. Air Transport:

Air Transport began in Nepal in 1950. Royal Nepal Air-
lines Corporation (RNAC) now provides international services linking
Kathmandu with Bangkok, New Delhi, Calcutta and.Patna. Domestically,
RNAC serves 14 or 15 small airports and eight STOL strips. The STOL
strips are located in mountain areas where population centers are
small and traffic density low,

Passenger traffic increased from 25,000 persons in 1966
to nearly 210,000 in 1970, Since extensive areas of Nepal are not
served by the road network, air transport provides the only means of
passenger transport between many widely scattered population centers,
However, domestic air operations are curtailed for periods up to four
months during the rainy season. Since porter transport is also very
restricted during the monsoons, access to remote areas is virtually
impossible, !

Alr Transport facilities are being expanded with outside
donor assistance. Five major airports are being improved or expanded.
The airstrip in Kathmandu is being lengthened from 6,600 feet to 10,000
feet and runway lighting, navigational aids, and communications facili-
ties are being installed with assistance from Asian Development Bank,
Australia and A.1.D. A major international airline is providing
management expertise to RNAC. In recent years RNAC has modernized
its fleet of planes and now operates a Boeing 727, two Hawker Siddley
HS-748, four DeHavilland Twin Otters, a DC 3 and several helicopters.

4. Other:

There are two short railways in the Terai which are ex-
tensions of the Indian rail system and do not play a significant role
in the overall transport system of Nepal., A 41 km. ropeway operates
between Kathmandu and Hitaura, which is located at the base of the
foot hills in the Terai. The annual amount of goods carried is esti-
mated at 50,000 tons and is used primarily to bring foodstuffs and
construction materials to the Kathmandu Valley.

I1. PROJECT EVALUATION

A, The Project Past:

In 1969 the U.S. Govermment and HMG jointly agreed to finance
the construction of a 143 km, all-weather road in the far western
region of Nepal. 1Its alignment begins at the Indian border (rail-
head) near the town of Dhangarhi and runs almost due north to the hiil
town of Dandeldhura. Neither is a town of speclal significance,
hough both are the Nepali equivalent of country seats, Dhangarhi has

small airport. The concept of the road began with the interest of



the government in upgrading the vestern portion of the country, until
then without any modern roads. U.S, resources contributed to the
project were entirely PL 480 Jadian rupees plus the advisory services
on a half-time basis of a USaID highway construction engineer who
worked at the site., In financial contribution, the U,S. has provided
75% (rupees 56 million) of total costs and HMG provided the balance

from its own resources.

While designing thae project, USAID saw the opportunity to
achieve two additional developmental opportunities other than the
physical construction of the road. First, it saw the chance to use
the project as a training vehicle to provide, for the first time in
Nepal, a medium of actual field construction experience for Nepalese
engineers, supervisors, equipment operators, carpenters, etc, Until
this time, literally all construction of surfaced roads in Nepal was
accomplished by foreign donors who used only cxpatriate personnel
(other than common labor), The result was that although Nepal had
a relative abundance of academically trained road engineers, none
had practical experience and consequently, none had the ability to
undertake Nepalese planning or construction or supervision of road
building, Because this Project insisted that all of these inputs be
Nepalese to the extent possible, it was enthusiastically taken on
by the Roads Department, and until today, receives top priority in that
institution,

Second, USAID saw the opportunity to provide employment
opportunities for local labor for cash in an otherwise non-monetized
economy, For that reason USAID insisted (with Nepalesz concurrence)
that the project proceed as a labor-intensive effort with minimum
use of capital equipment, With feyw exceptions, the project has been
S0 executed,

In 1972 it became apparent that PL 480 generated Indian
Rupees would not be available for the completion of the project. At
that time HMG, faced with an inability to continue the project with
its own resources, requested the USG to loan sufficient dollars to
complete construction of this road, :

’

B. The Project Prescnt:

The Western Hills Road is approximately 40% complete. Be-
ginning at the Indian border, the first 23 km. 1is complete except
for surfacing; the next 42 km. is motorable in both wet and dry
weather; and an additional 40 km. is motorable in the dry season.

A jeepable trail is expected to be completed all the way to Dandeld-
hura by the end of FY 73, Three of the five major bridges have been
completed and construction has started on the fourth, Almost all
draipage structures and retaining walls have been completed cn the
first 42 km, of the road. Two permanent and two temporary con-



struction camps which include shops, mairtenance facilities and housing
for project personnel have been completed. Quarries have been opened
and crushing equipment installed. Nine heavy construction equipment
operators and mechanics were trained in Singapore in 1972 and sixteen
in India, and all are currently working on the. project. The technical
analysis section will deal with the quality of present construction.

C The Project Future:

Work on the road will continue along the same basic patterns
to completion with some significant but modest changes,

It is anticipated that the loan will finance a number of
categories of costs. Foreign exchange costs in the U.S. will consist
of a small amount of construction equipment, a small participant train-
ing program and cxpatriate vechnical assistance. In Code 941 countries
foreign exchange will be utilized to purchase construction materials
not available in Nepal, e.g. steel, cement and petroleum products,

The majority of the loan amount will be converted to Nepalese Rupees
to pay for local labor costs.

The road will continue to be constructed on a labor-intensive
basis. The construction equipment that will be purchased will consist
of machines that do jobs that cannot be done by human labor in any
practical manner, (moving large quantitites of earth and rock, ex-
cavating rock, compacting base course materials or hauling thousands
of gallons of water for compaction,)

Work on the project will continue to be directed almost entirely
by Nepalese engineers utilizing local contractors for provision of the
labor force. An AID-financed engineering advisor and a heavy equip-
ment maintenance advisor will be employed on the project full time,

D. Technical Analysis:

In April, 1973, A.I.D. contracted with the firm of Hoskins-
Western-Sondregger to provide a highway engineer and a structural
engineer to conduct a technical review and evaluation of the Western
Hills Road project. The evaluation team was requested to report on
project standards, construction cost estimates and scheduled completion
date, quality of work, equipment selection, construction methodology,
and the technical capability of the Roads Department., The team find-
ings and recommendations were submitted to USAID in draft form while
one of the consultants remained in Kathmandu. In subsequent meetings
with Roads Department officials informal agreement was reached on all
of the consultants recommendations. The following is a summary of
those findings and recommendations:



l. Design and Construction:

(a) Completion Schedule - Completion of the project
by the end of 1976 appears realistic barring unforeseen difficulties
such as major landslides, material shortages, and delays in equip-
ment purchases and delivery.

(b) Construction Methodology - A reasonable balance be-
tween labor intensive and capital intensive metheds has been achileved
and should be maintained for the remainder of the construction period.

(c) Project Specifications - Project specifications and
design standards have not been formalized in the past. The enginecr-
ing report contains recommendations for bridge design loading, typical
cross sections, gradation specifications for aggregate surfaced roads
and quality control recommendations for roadway embankment, subgrade
and surfacing construction together with a list of laboratory equip-
ment necessary to verify quality construction,

(d) Width and Alignment - The report recommends a uniform
7.0 meter overall width. Bridges should have a clear width of 6.5
meters with curbs and sidewalks eliminated. The alignment is conserva-
tive with respect to gradient, which generally does not exceed 8%,
resulting in many sharp horizontal curves. However, sirce a substauntial
portion of excavation and earthwork is complete between km. 90 and the
end of the road, the report recommends aligmnment improvement only if
future traffic volume indicates such necessity.,

(e) Structures - At present the lack of designs for minor
structures results in uneconomical construction, The report recommends
more study be given to minor drainage structures in an effort to re-
duce masonry and headwall construction, Of "he three major bridges
alréady constructed, only one is satisfactory. Underpinning may be
required in the future for one in order to correct movement caused by
t’'e settlement of at least one pier., The decking on the third bridge
will have to be replaced in the not too distant future. For the re-
maining bridges, the report recommended bridge design loads be H 15«44
and consideration be given to concinuous and/or composite bridges.

(f£) Quality of Construction - Cenerally construction
quality is adequate for the construction methods which have been used,
In order to improve subgrade preparation and base and aggregate sur-
facing construction, additional water haul equipment is essential,
Similarly, minimal additional equipment should be procured in order
to carry out bituminous road mix surfacing of 23 km. of paving now
planned. However, the report recommends against the use of cut-back
(liquid) asphalt since the practicality of such a process in Nepal is
questionable., Instead of importing concrete pipe from India, the
report suggests it would be more economical to set up pipe manu-
facturing facilities on the project, The quantity of masonry work
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in abutments, wing walls, headwalls and retaining walls should be
drastically reduced,

(g) Equipment - Proposed equipment lists were reviewed,
The consulting team advised against the procurement of some items
and recommended certain items be included in the proposed procurement
lists such as communications equipment, water, and fuel transport
equipment, and dump trucks. Regarding equipment maintenance, the
report reconmended the services of a heavy duty maintenance advisor
be provided in order to maintain project equipment more effectively
and train project personnel in the field.

(h) Technical Capabilities of the Roads Department -
There is no shortage of engineers with good scholastic background,
but these individuals are relatively irexperienced. The re ort
emphasizes the usefulness of the Western Hills Road project as a
training vehicle. Short term expatriate assistance in addition o
the two full-time advisors is needed in bridge design, equipment
utilization, operation and maintenance,

- (1) Labor - There is no shortage of labor or labor con-
tracters during the construction season, Contracting procedures
seem to be appropriate for the circumstances,

(3) Envirommental Impact - Construction in mountainous
areas inevitably leads to some ecological disturbances as a result
of physically imposing a rcadway on existing land forms. However,
the present ecosystems will not be seriously disrupted and negative
effects on land use patterns, wildlife habitat, and migration routes
will be minimal. (See page 19 for further details,)

(k) Road Maintenance - The report strongly recommends a
maintenance plan be agreed upon in order to assure adequate maintenance
for at least five years after the project is completed. Such a plan
should include equipment and personnel requirements, location and
quantity of materials to be stockpiled, a plan for work camp and
support facilities, and estimated overall costs.

2, Estimated Project Costs and Financial Plan:

The estimated costs to complete the Western Hills Road
pProject are based on estimated quantities for each item of work and
actual unit cost experience and work completed to date, Table 1
shows the status of construction to date and remaining work to be
completed, These quantity estimates and unit costs were prepared by
the Nepalese Government and reviewed by Hoskins-Western-Sondregger,
the consulting firm, and are cousidered a reasonably firm estimate
of costs for purpose of Sec., 611 of the Foreign Assistance Act.



Table 2 sets forth the breakdown of the costs for equip=-"
ment, construction services, engineering and technical assistance
needed to complete the project., The total cost of the project is
estimated at $8.8 million of which $2.7 million (30%) represents the
foreign exchange costs and $6.1 million (70%) the local currency
requirements, The financial plan for the project, Table 3, provides
A.1.D. financing for the total foreign exchange costs of U.S. and
Code 941 procurement, and 70% of the local currency costs for con-
Struction materials and labor. HMQ will finance 30% of the local cost
requirements, including the total costs of Nepalese engineering super-
vision. Therofore, A.I.D.'s participation in the project will account
for 80% of the total costs, or $7 million.
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TABLE 1
WESTERN HILLS ‘

CONSTRUCTION STATUS as of May 15, 1973

Item
Clearing

Earthwork

Masonry Walls
Drainage Structures

(a) Pipe
(b) R.c.cC.

Bridges

Subgrade Prep,

Base

Surfacing
Buildings and Shops

Maintenance

(HMG Estimate)

Quantity Percent Completed

140 km
8,418,300 C.M, . !

133,380 C.M. |

4,600 L.M,
11,300 C.M,
k23 LM,
991,500 S.M, 0
192,360 C.M, 2
9k,500 S.M, 0
L.S. 45
743 Km-Years .29

(1) The weighted overall completion percentage is 40.0% on the basis
of the above HMG quantity estimate prepared August, 1972,

Source: Final Report, Hosk;na-Western-Sondregger



11

TABLE I1

COST TO COMPLETION

Total Rupees and

1/ Dollars Stated
Nepal Rupees = Dollars as Dollars
l, Construction
a, New Equipment - $ 366,000 $ 366,000
b, Spares - 360,000 360,000
c. Cement - 931,000 931,000
d. R.O.L. - 257,000 257,000
e. Steel - 114,000 114,000
f. Local Materials and -
Labor Rs. 50,972,000 - 4,854,000
[ RS Al Rhd4
TOTAL Rs, 50,972,000 $2,028,000 $6,882,000
2, Nepalese Engineering
Supervision Rs. 2,400,000 - 228, vy
3. U.S. Technical Assistance
(4 man years) - 177,000 177,000
4. Participant Training -
8. UcSo - 60’000 ' 60,000
b. Other Country - 25,000 25,000
5. Totals Rs. 53,372,000 $2,290,000 $7,372,000
($5,083,000)
6. Contingency (20%) Rs. 10,674,000 458,000 1,475,000
($1,017,000)
7. Grand Total Rs. 64,046,000 $2,748,000 8,847,000
($6,100,000)
Rounded Totals $6.1 $2.7 $8.8

1/ (NR. 10.5 - $1.00)

Source: Final Report, Hoskins-Western-Sondregger
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TABLE 3

FINANCIAL PLAN

(in thousands of U.S. dollars)

Foreign Exchange Locel Currency Tctal
(%) (%) — (&
AID $2,748 (100%) $4,270 (70%) $7,018 (80%)
HNS - == 1,830 (302) 1,830 (20%)
Total $2,748 (100%) $6,100 (100%) $8,848 (100%)

A.I.D. LOAN AMOUNT $7.0 million
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E. S0CIO-ECONOMIC CONSIDERATIONS

1. ECONOMIC FACTORS

In considering the economics of the road, it should be recog-
nized that this is a "penetration" road in a very primitive area and
the necessary basic statistics ordinarily used in calculating a b/c
ratio and internal rate of return were unavailable or unreliable and
the assumptions made about future actions and reactions are necessar-
ily speculative. In most cases, roads are built to meet an already
existing demand for improved transport facilities and the economic
feasibility of the road is then based upon savings in transportation
costs and other user benefits. In Nepal, north/south feeder roads
are not built to meet already existing traffic demand but to create
such a demand by stimulating economic activity. Under the circum-
stances, one can only speculate on the degree of economic activity
to follow the construction of the Western Hills road.

However, as an economic measure, a Department of Transport-
ation economist prepared a rough calculation of the economic benefits
and costs of the project. 1/ The benefits were calculated on the
basis of the difference in the value of agricultural production
"with" and "without" the road. The basic assumptions for the calcu-
lation were as follows: (1) without the road, production in the
two Terai districts (Kailali and Kanchanpur) would increase by
2-1/2% p.a.; with the road, production would increase by 5% p.a.;
(2) without the road, production in the surrounding hills would
stagnate; with the road, production in the hills would increase by
2-1/2% p.a. The projected benefits were then discounted at 8% and
adjusted to correspond to the "area of influence" and to compensate
for the costs of agriculture imputs. The resulting discounted
benefit/cost ratio was Rs 171,764,000 to 128,715,000 or 1.3.

. Additionally, there are other economic benefits from road
construction which could not be quantified in benefit/cost terms.

An important benefit is the potential savings in the cost of trans-
portation in the Western Hills area due to the completed road. The
cost of truck transport in Nepal has been calculated at between Rs 1
and Rs 2 per ton mile, Air transport is estimated to cost Rs 23

per ton mile. In comparison, the cost of transporting one ton by
porter would be about Rs 20 per mile.

Other important "economic benefits" can be identified from
patterns created by other roads in Nepal, especially those linking
the Terail and hills. Adequate research on the effect -of penetration

L/ Working Paper on Westernvﬂills Road Project, Technical Assistance
Division, U.S. Department of Transportation. :



14

roads in Nepal has not been done; however, existing data indicate
such results as the increased utilization of improved seeds and
fertilizer, reduced prices and increased monetization, and a changed
labor force structure.

Tre Sonauli-Pokhara Road, opened to the public in April
1968, provides the bulk of the existing information in Nepal. With
regard to the increased utilization of improved seed varieties,
one can easily see the rapid increase since 1968 gg seen in Table k.
In contrast to that, the districts surrounding the Western Hills
Road have had little access to improved seed varieties.

TABLE 4

ARFEA COVERED BY IMPROVED SEEDS
(Area in Hectares)

MAIZE WHEAT

striet 67 68 69 19 61 68 69 10

Kaski 6 16 107 338 346 1832 1660 1736
Syanja - 1 35 124 - 124 304 610
Palpa 7 30 285 342 108 343 8s2 1808

Rupendahi 100 58 132 864 400 1700 622k 8500

The above indicates the potential for improvement which
could possibly be brought about with the increased accessibility
provided by a road. The same holds true for the increased utilization
of chemical fertilizers. Present agricultural statistics show virtually
no utilization of fertilizers in the Western Hills area.

Another expected impact of the road is a reduction ir prices.
For example, six months after the opening of the Sonauli-Pokhara
Road, the price differential (between Bhairawa and Pokhara) for
sugar had dropped from Rs 100 per quintal to Rs Ul; from Rs 78 to
Rs 25 per quintel for salt; from Rs 24 to Rs 6 per 18 liter tin for
kerosene; and from Rs 8 to Rs 2 per 10 yards for cloth. This
reduction in prices leads to a release of funds for other consumer
goods thereby improving the well-being of the consumer, increasing
demand for other commodities, and stimulating economic activity
overall,
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This increased demand for consumer goods is likely to influ
ence the structure of the labor force. At present, 97% of the
economically active population of Kailali and Kanchanpur districts
in the Western Hills are involved in farm activities, primarily as
subsistence farmers. This can be compared to the far eastern Terai
districts of Jhapa and Morang with farmers making up 89% and 80%
of the economically active population, respectively. With increased
trad., people are likely to move out of the agricultural sector into
services and private business, thereby diversifying the economy and
providing for more development opportunities, as well as increased
investment.

The government has recognized that in themselves roads do not
assure economic development. The Fourth Plan states, "The imple-
mentation of north-south roads can greatly ccntribute to the further
development of Nepal only if the planning of these roads is comple-
mented by the planning of regional activities in the Hills."

Annex II shows the development activities planned for districts
surrounding Western Hills Road. It is anticipated that the Fifth
Plan (1975-1979) will be based upon the regional approach to develop-
ment and especially upon north-south growth axes linking the Terai
and hills. Transport facilities will be the core of these axes

and investment will be planned to optimize development potential

in the areas surrounding these facilities.

2, SOCIAL AND POLITICAL FACTORS

In 1969, AID agreed with the Nepalese to play a major role
in financing the construction of this road. It is now somewhat
less than half complete and has been demonstrated to be a viable
proJect, technically. In addition, it has become a focus of
attention in Nepal since 1t is the only road projJect in the country
which is fully under the control of the Nepalese Road Department.

In looking at the probable benefits from the Western Hills
Road, it is necessary to look beyond economics to the broader social
and political benefits which contribute to Nepal's development
efforts, among which are increased employment, rediced hill/Terai
migration, increased consumption of food, reduced inter-regional
disparities, and improved national integration.

It is anticipated that the Western Hills Road will promote
political as well as social and economic integration within part of
Western Nepal,and with the rest of Nepal. As pointed out in Nepal's
1964 Army Handbook, "A fundamental problem in the evolution of a
viable political system is the absence of any developed sense of
national consciousness or identification among the bulk of population..
the social foundations and emotional bonds of national unity have
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yet to develop in anything more than a very rudimentary way, and
the country remains a cluster of isolated localities.” 1In western
Nepal, this situation has changed little since 1964. The Western
Hills Road will facilitiate communications and provide ap important
link from the Terai to the hills, not only to its end point
(Dandeldhura), but its influences will be felt in the districts
further ..rth. 1In addition, after completion of the national east-
west highway, it will link the far west region to Kathmandu for the
first time in Nepal's history. '

The resulting road links will, in turn, help to reduce existing
inter-regional disparities. The area surrounding the Western Hills
Road is one of the poorest in Nepal. It is the furthest distance
from the capital and, as g consequence, has thus far received minimal
attention from the Government.

as many as 6,000 to 7,500 lavorers. 1In the latter stages of con-
struction, the average should be about 2,000 to 3,000 at peak
periods. During the early period of construction in the Terai, much
of the labor force came from India. However,since 1970 the majority
of contractors and laborers have been Nepalese. During 1973, only
two of the fifty contractors have been Indian. As constrvection
moves further into the hills, eventually all of the unskilled
laborers will be Nepalese. While "employment" per se is a benefit,
& more important benefit to the Western Hills is increased moneti-
zation. Assuming an average of 2,000 laborers at any given time,
some Rs 240,000 in cash will be added to the economy per month
during construction. For the basically subsistence economy of
Western Nepal, this is & large sum and one which should have g
multiplier effect. After construction (but beginning during
construction) we would look for the increased cash generated from
transport savings to find the way into agricultural inputs such as
improved seed and fertilizer, which in turn should inctease
production and move toward the traditional expectations of inereased
employment and higher living and health standards and a general
increase in economic activity. The role of the government in pro-
viding the facilities and services to make this g likelihood is
understood by HMG and plans are underway to begin this process.

(See Annex II.)

Construction of. north/south roads in Nepal will also link the
food deficit hills to the food surplus Terali. As poiuted out in
the "Economic Factors" section, the cost of transporting food
grains by porter from the Terai to the hills is extremely high, both
to the Government and to the hill consumers who have limited cash
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to purchase the foodgrains. 1In the rist, surplus grain produced

in the Terai has flowed across the borders to India rather than tc
the food deficit areas in the hillg, By making road transport more
economical it is possible to start the slow process of improving

the income of the people up~country to begin to turn-around the flow
of Tereaij surpluses,

Related to the general issue of disparate regional develop-
ment is the migration of hill peoples to the Terai, In addition,
this movement of hill peoples into the Terai is a threat to the
social and pilitical stability. Until processing of the 1971 census

problem, However, one can see indications from the data already
available. Migration from the Western Hills into one of the Terai
districts (Kanshanpur) has been significant. Of g total population
of 68,000 in the district, some 28,000 (or 41%) were born in the
eastern Terai, The increased availability of food and increased
economic activity in the hill areas should help to alleviate the
migration ‘pressure in western Nepal, or at least reduce it to the
rate existing in the eastern Terai.

F, INSTITUTIONAL DEVELOPMENT

An additional developmental obJective of this project is its
role as g training vehicle Tor a great variety of civil works and
road building skills. Since the initiation of the original rupee
pProject, all substantive work on design, Planning, construction
and maintenance has been done by Nepalese with consultation and
supervision by a part-time American engineer. Several hundred
engineers, mechanics, equipment operators, carpenters, steel erectors, -
etec., have been trained as part of the Western Hills Road Project.

+  The HMG Roads Department hag increased its copabilities,

but it is not Yet able to provide this sort of training in an op-
the-Job situation, None of the other donors currently financing
road construction in Nepal are providing such training. Rather,
the emphasis of other donors has been to "do" the job resulting in
& larger number of foreign engineers and the consequent low ranking
of Nepalese engineers in the project hierarchy. HMg feels that the
training aspect of the Western Hills Road Project is important.

The developmental effect is obvious in g country which must acquire
its own capacity to build roads if a major impediment to develop~
ment is to be removed,

We see excellent ‘prospects that the training accomplished here
will be absorbed as & professional cadre and will upgrade the
professional character of the Roads Department . Because of this
project the Department has for the first time acquired the confidence
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necessary to undertake construction of trunk roads on its own, thus
providing continuing employment for its newly trained cadre.
Further, it is now able to insist, and it has, that existing and
future donor projects include a substantial nvmber of professional
Nepalese in substantive positions.
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G. ENVIRONMENTAL IMPACT

The project alignment has approximately 16 percent of its
length in the Terai and 84 percent in mountainous terrain. Except
for portions of the pPlains section, the alignment occupies land
forms which may be characterized ag thinly populated, steep elopes,
little level land, thin soil ang widespread existing errosion
through areas which are 25 to 50 percent forrested. Pioneer
excavation is complete for 104 kilometers and a trail has been
broken for the remairder of the distance, Little, if any, tillable
land will have been taken from production or will otherwise be
occupled by this road.

The area through vhich the route passes is drained by the
Mahatali and Karnali river systems which flow in a North-South
direction paralleling, in effect, the road alignment. Conflictg
with natural drainage are minimal and non-destructive,

Construction in mountainous areas inevitably leads to some
ecological disturbances as g result of pPhysically imposing a
roadway cn existing land forms, There is, however, a noticeable
difference in effect between construction that is equipment -
intensive rather than labor-intensive such as is the case for
this project. The "imposition" is done vith a much 1ighter hand.

The nature of the bresent ecosystems with respect to the Dhangarhi-
Dandeldhura road have been thoroughly explored in a report prepared by
The Center for Economic Development and Administration for the
Government of Nepal during 1970. Negative impacts were not found
with respect to land use patterns, wildlife habitat or migration
routes.

. The largest single impact of this facility will be that which
beneficially affects the human resources during the foreseeable
future rather than producing any significant effect on natural
resources. The project is located in a food deficit area in which
the population cannot support itself through marginal agriculture
and for wham food must be imported. The zone of influence of thig
road has been inaccessible ang therefore lacking in social and
administrative services. As a result, human resources are under-
utilized and non=-contributory with respect to the welfare of the
country.

The road should leag to the beginning of some concept of
forest conservation by the People who inhabit the hills. Trees
‘Presently have no value and are obstacles to agriculture, Indiscriminate
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to timber and turpentine production and reduce burning in aresag

which are unsuitable for agriculture owing to rainfall in-
sufficiency.
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III. Project Implementution

A. Implem=nting Agency

The Roads Department of the Ministry of Public Works and
Transport will be the implementing agency for the remainder of the
project. Responsibility for the formuwlation and administration of
transport policies rests with the Ministry while the Roads Department
1s responsible for the planning, design, construction and maintenance
of the Western Hills Road.

Tne Roads Department is composed of eight Divisions--Planning,
Construction, Maintenance, Design, Accounts, Western Hills Roads,
Suspension Bridges and Administration. FEach of the technical divisons
is headed by a senior engineer, who is supported by qualified engineers
and assistant engineers all of whom have been trasined sbroad. The
Chief Engineer, and Superintending Engineers of the Design, Planning
and Maintenance Sections were trained in the U.S. The professional
staff in the Roads Department has a total strength of 114 (including
2l administrative officers and accountants) of whom 26 are Senior
Engin;ers and 67 are Assistant Engineers. (see Annex IIX, Organization
Chart).

As already stated, the Roads Department has been responsible
" for the design and construction of that portion of the road already
completed and their performance has been generally good. Because it is
the only major road building effort under the control of the Department
it gets the best quality professionals and the highest priority
administratively. We arc confident that the Department will continue
to perform at the high level of the past.

B, Implementation Responsibilities

Design and construction roles will remain essentially the same
with the U.S. advisor providing technical review and advice. Working
with USAID, the Roads Department will process the documentation
necessary to arrange for participant training and technical consultants.
Procurement abroad for equipment and materials will be handled by the
Department with assistance from USAID under general conpetitive guidelines
governing AID-financed procurement, including preparaticn of tender
documents and evaluation of awards. USAID will monitor expenditure
of loan funds for locel currency costs under e mutually agreesble system
which will assure accountability.

C. Implementation Time Table

The work is continuing uninterrupted except for monsoons. We
expect that loan financing will be available by October 1, 1973 when
the available Indian rupees will be exhausted. Between authorization and
October 1 agreements will be reached and arrangements made in order to
actually expend loan funds on the latter date. It is estimated that
the road will be completed in approximately three Years from July 1, 1973 -
under the labor-intensive methods. ,
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D. Conditions Precedent and Agreements to be reached prior to
Initiel Disbursement

Agreement bhas already been reached with HMG and the Roads
Department on the basic design of this project and on the role both
parties are expected to play. Between the time of authorization
and disbursement we will be working with the Nepalese in reaching a
series of agreements and underscandings necessary for orderly proJject
implementation. Because this road has been under construction for
nearly four years, there is in place and operating a set of procedures
for continuing design, procurement, and construction. With the
transition to loan funding we will require, in a number of instances,
new standards and new procedures in project implementation. These
will be worked out prior to initial disbursement or thereafter during
subsequent. implementation if this is appropriate. Conditions precedent
to initi~l disbursement and sgreements to be reached are set forth
below and will be spelled out in the initial implementation letter.

In addition to the standard CP's,such as the legal opiniom,
authorized representative, etc., A.I.D. will require the following
in the loan agreement as CP's to initial disbursement.

1. Submission of basic design and construction standards
to be utilized in future construction, including adoption of the
consultant's recommendations.

2. OSubmission of budget and accounting procedures and’
reporting requirements.

3. A plan for maintenance of the road, including estimates
of personnel, equipment and stockpile materials,

. L. A plan setiing forth procurement procedures for financing
goods and cervices in the United States, Code 94l countries and Nepal.

The requirements for a procurement plan and agreements to be ‘
reached will be spelled out in the first implementation letter and will

include;

1. Procurement methods and documentation for foreign exchange
procedures in the U.S. and Code 941 countries. Nepal has had no
experience in A.I.D. project procurement. More particularly, the
Roads Department, which will handle most of the procurement, has
had limited experience other than with India.

2, Content of tender documents for foreign procurement and
on the substance of award procedures. In the case of domestic procurement
financed by A.I.D., we wlll review existing procedures for reasonableness
rather than attempting to force new procedures or content.
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3. Methods used in financing purchases in Code 941 countries
will be identified. We must know more about the existing procurement
procedures in Hepal and have more detall about what is going to be
purchased and from which source. We plan to explore the use of letters
of credit in U.S. branch banks in supplier countries as an approach
to financing Code 941 procurement.

4. Procedures will be established by which loan funds will
be utilized to pay local currency costs. Based on present information,
it is likely that a reimbursement method will be uscd whereby, on a
quarterly basis, the Roads Department will present detailed accounting
of work done and expenditures incurred over the previous quarter. Work
done will have been checked by the U.S. highway engineer on the job
site on a continuing basis.

E. Road Masintenance

The maintenance of the national highway system is the responsibility
of the Roads Department., This responsibility will be expanding rapidly
in the next few years as roads now being constructed under various aid
progrems are transferred to th2 Roads Department for maintenance. On
the basis of the scheduled takeover of completed sections of ongoing
rrojects, by 1975 the Department will be responsible for maintaining
about 2,500 km. of roads.

In recognition of the need to strengthen and expand the
maintenance organiztion of the Roads Department, $1.62 million of an
IDA credit of $2.5 million extended to Nepal in late 1970 has been
allocated to a program covering the purchase of road maintenance
equipment and the setting up of workshops. The IDA financed project,
extending over four years, focuses attention on ilmprovement to the
present standards of road msintenance and on strengthening the central
and field maintenance organization of the Road Department. Presently
there are two maintenance workshops and eight zonal maintenance offices
for the existing road retwork. A proposal is currently under consideration
to create four divisional and seversl district offices, with considerable
vuthority vested in the divisionel offices. 1In addition, the UNDP is
financing five advisors in highwey engineering and maintensnce as well
as training, cost accounting and workshop management.

Tn the case of the Western Hills Road, we expect to reach
agreement with the Department on operation,’ staffing and equipmentizing
of 2-3 maintenance facilities along the alignment and stockpiling of
two years' supply of surfacing materials (loan financed) when construction

is completed,
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PROJECT IMPLEMENTATION &CHEDULE

June 30, 1973
July 1, 1973

July 15, 1973
September 1, 1973

September 1, 1973

October 15, 1973

November 30, 1973

December 30, 1973
July 31, 1974
July 31, 1976

Loan Authorization

Initlate recruitment for highway
engineer and maintenance advisor

TDY Loan Officer and Engineer
arrive to work out implementation
detalls

Loan Agreement signed

IL No. 1 issued

- Initial CP's met

Equipment lists for 1.8. procure-
ment approved and IFB's prepared

IFB's prepared and orders placed
for 941 procurement

IFB's approved and issued for
equipment

Participant Program finalized
with HMG

Bids received and reviewed for
equipment

Awards made for equipment
Equipment arrives

Construction completed
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IV. COUNTRY ECONOMIC PERFORMANCE

Since this proposed loan constitutes the beginning of a DL
program in Nepal we are presenting a more detailed view of countr;
economics than might otherwise seem necessary for this project.

I. General Background

The economic status of Nepal is very similar to that of a
stereotype RLDC: 1low per capita income, lack of adequate physical
infrastructure, limited institutional development, lack of sufficient
skilled manpower, limited financial capacity, and "traditional"
economic structure. With regard to this last factor, one need look
only at the available breakdown of Gross Domestic Product (GDP) to
see the traditional structure of the Nepalese economy. (See Armex XII)

During 1970/T1 and 1971./72, Nepal's economic growth was
probably below the pace of the previous five years (i.e. below 2% p.a.
in 196U4/65 prices) and therefore barely keeping pace with population
growth., In the sgricultural sector, poor weather conditlons
contributed to a near stegnation in food grain production--paddy
production increased by 5% from 1969/T0 to 19T1/T72, but other food
grain production either decreased or remained at the 1969/70 level.,
Cash crops, however, did increase by more than 10% from 1969/70 to
1971/72--1ed by production of sugarcane, jute, and potatoes.

During 1971/72, industrial production decreased sharply,
primarily because of new provisions 1n the August 1971l Trade and
Transit Agreement with India. The Agreement stipulated that Nepalese
exports must have 50% domestic value added--therefore thage industries
dependent upon the importation of raw materials (e.g., stainless steel
and synthetic textiles) have decreased in importance.

"Production of Principal Industries

67/68  68/69 69/70 To/TL  T/T2

Jute (1,000 tons) 12.2 14.0 10.5 13.5 12.5
Sugar (1,000 tons) 3.2 9.7 16.2 k4.5 T.6
Migarettes(billion sticks) 11.1 16.8 14,7 20.8 16.3
eather (tons) 6.2 99.8  138.9 152.0  121.0
jtainless steel utensils (tons) 738 2,9 933 356 200

synthetic textiles (1,000 m.) 2,493 3,541 2,35k 984 48



26

In addition, tourism is an increasingly important scctor ol Lhe
Nepalese economy. The number of tourists is increasing: from 24,000
in 1968 to nearly 50,000 in 19Tl. Foreign exchange earnings from
tourism increased from less than $1 million in 1968 to nearly $2.-million

in 1971.

Performance during the first two years of the Fourth Five-Year
Plan (1970/T1-1974/75) was disappointing, especially in the field of
production. Power generation reached its targets for both years;
however, the output of food grains in the two years increased by only
0.9% and 0.2%, respectively, instead of the annual targets near 3%.

Nepal's concern with economic development dates only from the
1950's and the accomplishments to date have beren commendeble given the
massive problems with which it has been faced. The problems it will
face in the future are just as severe. The Government has devised g
development strategy designed to cope with some of its more pressing
problems and which emphasize a more equitable distribution of development
benefits. The strategy addresses the shortcomings of the present
education system and offers reform; recognizes the importance of
increased agriculture productions and the creation of surpluses to
finance growing import requirements; provides incentives for industrial
development; establishes priorities for the development of tourism;
increases investment in the transport and power sectors; and gives
proper attention to the problems relating to health and nutrition as well
as the growing population rate. The pace at which Nepal will succeed
in implementing her development programs will depend in large measure
on her success in developing effective institutions and the extent
to which she cen mobilize domestic resources.

An integral part of the development strategy is an integrated
development plan for the hills which calls for the creation of four
north-south axes or corridors, each with its own growth center. The
two major objectives of these growth corridors are to link the highly
productive Teral with the less productive and poorer hills area and to
distribute the gains of development more equitably throughout the country.
The implementation of the plan will require a considerable degree of
coordination among the concerned Government sgencies. In order to assure
this coordination, the Government has created a National Development
Council which 1s chaired by the King and consists of central and local
government officials and prominent representatives from the private sector.
The National Planning Commission has been reorganized and strengthened
and given a more active role in the coordination, implementation, and
evaluation of Nepal's development plans. These are positive indicators
of Nepal's determination to seek effective solutions to its many
development problems.

V. Financisl Structure and Prices

Nepal's financial institutionsl structure is composed of the
Nepel Rastra Bank (the central bank), two commercial banks (Nepal Bank
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Limited and Rastriya Banijye Bank), three development banks (Nepal
Industrial Development Corporation, Agricultural Development Bank,
and Land Reform Savings Corporation) and two speclal intermediaries
(Provident Fund Corporation and National Insurance Corporation).
The growth of foreign assets has been the single most important
expansionary influence on the money supply, while the major
contractionary influence has been increases in time and savings
deposite. Totel assets of the banking system have grown at an
annual rate of approximately 20% per annum during the same period.
This has resulted in an annual average increase in the money supply
of nearly 10%, with 2-3% for economic growth, 5% for price increases
and 1% each for monetization and currency unification.

During the past several years, the Nepal Rastra Bank has made
efforts to increase private savings in order to increase investment
in the priority development sectors. In terms of increased savings
and time deposits, these efforts have been guccessful and the annual
Increases have been greater than 40% since 1966/67. The difficulty
has been to transfer these savings to investment. Although commercial
bank credit has increased by 22% per annum during the past five years,
the increase in time and savings deposits has been greater. lHowever,
as pointed out in the most recent IMF Report (December 1972), the
Government has proposed nn amendment to the 1965 Banking Act which
would allow commercial banks to make longer term loans for agriculture
and industrial capitel with land and buildings as security. Attempts
are veing made to channel these private resources into development
investment.

As pointed out above, the money supply has increased at approximately
10% per annum during the past several years. It is generally assumed
that this is a reasonable annual increase in Nepal and it is not
inflationary. Yet, prices have increased significantly during the past
several years. As recorded by the Rastra Bank's unweighted price index,
prices in 1971/72 increased by 5%, with the prices of food grains
Increasing by nearly 10%. Between 1962 and 1972, the price of rice,
the staple food grain in much of Nepal increased by some 80%.

The major reason for price increases in Nepal is due to its
position as a "price-taker" from India. During the past year, the
rate of inflation has been increasing in India and, as a result, prices
in Nepal have increased. In both countries, food grain prices have
increased around 10—15% since July 19T71; pulse around 25-30%; edible
oils around 6?; and sugar around 25-35% (See Annex IV for Unweighted
Price Indices).

VI. Budgetary and Fiscal Policy

In the annual budget of liis Majesty's Government, receipts consists
of domestic revenue (tax and nontax) and foreign grants and loans, while
expenditures are classified as regular or development, Comparing FY 1¢72
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"Revised Estimate" figures and FY 1968 "actuals", total expenditures
increased by approximately 100%, while domestic revenue increased by
nearly 60%. On a per annum basis, these rates of lncrease were higher
than the annual growth rate of GDP at current prices. Therefor:, over
the same perlod, the ratio of domestic revenue to GDP inereased lrom
about 4% to slightly more than 5%, while the ratio of total cxpenditures
to GDP increased from T% to 9%.

HMG'Budget Financing and Expendiltures

AdJusted According to New HMG Classification
(in million of Nepalese rupees)

1967/68 1968/69 1969/70 1970/TL 19TL/T2  1972/7T3
Actual Actusl Actual Actusl Rev. Est. Estimate

Totel Expenditure k61 57 684 769 929 1,268
Regular 185 223 236 304 358 410
Development 276 348 448 465 5T 850

HMG Revenue 326 a3 L6k 460 518 __601
Deficit (135)  (158) (220) (309) (411) (667)
Foreign Grants 158 219 24y 271 260 291
Forelgn Loanu - - T 32 39 120
Domestic Borrowing = 10 20 20 30 50 C1T7L.5
Cash Balances - - = - _62 84,5

TOTAL 168%  239%  271%  333%  41) 667

% Increase of Total
Expenditure Over Prior
Year 5.3%  23.5% 19.84 12.5% 20.7%

% Increase of Regular
Expenditure Over Prior
Year , 4.9%  20.6p 5.6 29.2% 17.6% -

% Increase of Development
Expenditures Over Prior

Year 5.5  25.3% 29.0% 3.7% 22.7%

* In each of these years, surpluses of receipts over expenditures
occurred--gurpluaes vent to government cash balances.
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1967/68 1968/69 1969770 19T0/TL 19T1/T2  1972/7T3
Actusnl Actual Actual Actual Rev. Est. Estimate

HMG Revenue as % of
Total Expenditure T0% 2% 68% 59% 56% 4%

Foreign Grants & Loans
as % of Total Expenditure 34% 384 36% 39% 32% 32%

Total HMG Resources (Rev.+
Borrowing + Cash Balances)
as % of Total Expenditure T3%%* 76f%x  TOg**  G3%%* 684 68%

Development Expenditures have been increasing at a faster pace than
either Regular Expenditures or Total Expenditures--with the exception
of FY Tl when IMG "regularized" many expenditures which had previously
been covered in the Development Budget. This meant that a signiticant
emount of expenditures for education, panchayat development, agriculture,
land reform, and electricity were moved to the Regular Budget. Also,
when looking at data from FY Tl, it should be remembered that FY Tl
was an unusual year due to the expiration of the Trude and Transit
Treaty with India in December 1970. This created a slow-down in all
Government spending, especially on development expenditures which have
a relatively high import component.

HMG appears to have increased its capacity to absorb spending
in the development sector as indicated by the increased proportion
of expenditures for the social and economic services to total budget
expenditures. In FY 1967, 68% of the total HMG Budget was devoted to
expenditures in the social and economic services; in FY 1973,1it is
estimated that this will increase to 77%.

This increased "absorptive capacity" also means added resource
mobilization problems. If HMG is able to collect the Rs 600 million
revenue estimated in the FY T3 Budget, it will mean an almost two-fold
increase since FY 68, although as a percentage of total estimated
expenditures for FY T3, HMG revenue would have fallen from TO% in FY 68
to 47% in FY T3. The rapldly increasing level of expenditures has,
therefore, necessitated a search for other sources of financing. Foreign
assistance has averaged around 35% of total expenditures during the recent
past and while it will inevitably increase in absolute terms, it iz doubtful
that it will increase proportionately to expenditures. Therefore, HMG
has had to look inward for further sources of financing. In FY 73, HMG
is projecting a drawdown on cash reserves of Rs 170 million. This
estimate is more than three times the level of domestic borrowing actually
achieved in any prior ‘year. ‘

On the revenue side, the bulk of HMG revenue comes from indirect
taxes, In FY T3, 62% of total revenue is projected to come from the
three primaxy sources; customs, excise, and sales taxes. However, it
should be noted that HMG has succeeded in reducing the relative importance

¥*Surpluses in these years mean that percentages of foreign aid and HMG
resources a&dd to more than 100%.
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of customs duties to overall revenue. In FY 67, customs dutics
comprised nearly 50% of all revenue, while in FY 73, it is cstimated
that customs duties will make up less thax 37% of total revenue.

Internal Revenue Structure
(millions NC)

AVEe ANnual %
Actual Actual Actual Actual Rev. Est, Est. Increase FY 68
FY 68 FY 69 FY O Y 71 FY 72 FY 73 to FY 72

Indirect Taxes 180 261 285 278 320 364 19%
Customs 130 183 194k 157 190 222 11%
Excise 21 28 38 57 €0 65 L6%
Sales Tax a7 L8 51 62 67 T4 37%
Miscellaneous 2 2 2 2 3 3

Direct Taxes 20 27 39 Ay ) 5T 32%
Income 11 17 20 21 22 2k 100%
Registration 5 6 16 16 16 17 55%
Miscellaneous 4 L4 3 4 8 16 100%

Land Tax 8 o 8 ®. & & nil

Total Taxes 283 367 h12 395 LL46 503 15%

Non-Tax Revenue 43 Le 52 65 ig 98 1T%

Total Revenue 326 113 L6k Lo 518 6oL 154

The above table shows ‘that total domestic revenue has increased by an
average of 15% ver annum since FY 68, compared to an wverage increass in
expenditures of more than 20% per ennum. However, of perhaps greater
importance, more revenue ig being realized from individual taxes. Of the
four most importent taxes (customs, land, sales, and excise), oniy the
latter two are increasing faster than the rate of expenditures. The
former two, customs duties and land taxes, are increasing much slower
than expenditures aad it appears land revenue seems to have reached a
plateau near Rs ‘80 million. This indicates a "real" shortcoming in the
Nepalese tax str:+tures. The system appears to be relatively inelastic
and not adequatu.. responsive to increased revenue requiremencs of HMG.
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In the near future Nepal will begin to face domestic resource
constrainte. As recently as FY 1971, MNepal had receipts in
excess of expenditures but it is unlikely that such surpluses
will occur again in the 1970's. While Nepal is rated low in
terms of "tax effort”, it should be remembered that Nepal is not
a highly monetized economy and thet it is therefore a difficult
country in which to impose new texes. In the short run, tex
revenue will probably not increase significantly cven though Lhe
Government has estimated a 16% increase for FY T3, primarily duc
to projected increases in the collection of customs duties and the
creation of a new urban lrouse and land tax.

In recognition of the limited tax base, HMG has tried to increase
the use of other domestic resources to finance the budget, especially
the use of domestic borrowing through Development Bonds. In recent
projections of resource requirements the HMG Ministry of Finance
estimoted that domestic borrowing for FY T3-T75 might reach Rs 220
million, This proJjected annual averasge of more than Rs TO million
1s greater than for any single year in Nepal. It compares to Rs S0
million in FY T2 which was the previous high. The Government is
also considering a greater use of traditional deficit financing.

VII. Debt Service Capability 1/

The extcrnal indebtedness of Nepal is relatively low,
despite some recent increases. Nepal has been able to maintain
its external debt at a very modest level because in the past
the transfer of resources from abrosd has mainly taken the form
of grants. The total outstanding public and publicly guaranteed
debt rose from sbout $7 million at the end of 1967/68 to about
$10 million in July 1972. Nearly 39 percent of the total outstanding
debt as of July 1972 was repayable in local currency. Less than
$1 million was government guaranteed, and the rest was directly
owed by the Governmont.

The total debt survice (princip~’ and interest) on external
loens in 19T71/72 amounted to the equlvalent of about $0.3 million
(see Annex V). This rcpresents a sharp drop from the 1968/69 level
when premature settlements on certain loans were made. The foreign
currency portion of the 19T1/72 debt service amounted to about $0.13
million. Contractuel debt service obligations are projected to rise
to about $0.7 million by 1974/75, of which $0.4 million will be in
Toreign currencies. Future projections indicate debt service
obligations will be at their highest in 1981 and 1982 and reach a
level of approximately $3.L. .

Relating Nepal's external debt obligetions to the amount of goods
exported to overseas countries, the debt service ratio becomes almost
neglible. A recent breakdown of exports is as follows:

1/ Source, IMF Report dated December 21, 1972
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Exports to Overseas Countries
(in millions NC)

3 Quarters
1067/68 1968/69 1969/70 19TO/TL 19TA/T2

Jute 49,7 68. k4 49.1 33.3 32.7
Jute Manufactures 32.5 36.9 26.2 25,7 ,19.2
Bristle 6.9 1k,2 16.8 8.0 2.0
Mica 1.4 9.3 8.7 0.9 --

Musk & Feathers 0.3 L5 b2 3.0 0.6
Curios 1.5 1.9 3.1 1.9 0.7
Miscellaneous 2.5 10.8 13.0  12.2 5.5

The Asian Development Bank currently has two loan agreements
with Nepal to couver modernization of Jute facilities in the Biratnagar
area. The Bank's Project Appraisal Report projects increased exports
of raw jute to 25,000 MT by 19T72/T3 as compared to 18,000 MT in
1968/69. The Report also projects significant increases in the
production of hessien and sacking. If the Report's projections are
correct, Nepal's annual earnings from Jute exports could increase by
more than $4.5 million in the next few years. :

The other major earner of foreign exchange is tourism, The
number of foreign tourists, excluding Indians, increased rapidly
from sbout 6,000 in 1962 to nearly 50,000 in 1971. Recorded
convertible foreign earnings from tourism for 19T1/72 were $2.0 million
as compared with $200,000 in 1965. Assuming a steady growth in the
number of tourists visiting Nepal and the amount of money spent while
in Nepal, earnings from tourism could easily reach $15 million by 1981.
(This projection is based upon Nepal receiving 15% of all tourists
projected to visit India in 1981 and upon aversge spending of $100
per tourist.)

Adding possible earnings from exports and tourism, Nepal could
be earning some $40 million of foreign exchange by 1981. Relating
this to probable debt service payments of $3.4 million in 1981, Nepal's
projected 1981 debt service ratio is 8.5%. This is a relatively low
ratio and should not be a burden to Nepal, especially when Nepal's
other sources of foreign exchange are considered such as Gurkhg
remittances, interest on investment,and foreign aid.
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VIII. Balance of Payments

Since July 1968, total foreign excharge reserves of the bunkliy:
system have doubled. Most of this increase has been in convertible
currency: from Rs 409 million equivalent in July 1968 to Rs 951 million
equivalent in December 1972. On the inconvertible currency side (mostly
Indian Currency), the banking system held Rs 149 equivalent in July 1968
which increased to Rs 260 million in 1971, but since has fallen to Rs 160
million. (See Annex VI)

Statistics on over-all recorded foreign trace nave peen compiled
only through FY 1969. Over thc five-year period FY 65-FY 69, both
recorded imports and exports fluctuated in velue, although the
unfavorable trade balance was reduced in magnitude. In 1965, recorded
exports (Rs 440.5 million) covered 53.8% of recorded imports (Rs 818.9
million), while in 1969, recorded exports (Rs 568.1 million)covered
T6.3% of recorded imports (Rs Th4.2 million).

It is estimated that Nepal's total imports in 1971/72 were valued
at Rs 1 billion of which Rs 135 million was from third countries and
paid for with convertible currency. (See Annex VII) Therefore,
imports from India (recorded and unrecorded) were approximately Rs 865
million. Exports to India rose considerably up to 1971, followed by
sharp declines late in that year and during 1972. The main export to
India 1s food grains, the exportable surplus of which was reduced in
late 1971 and 1972. It is likely that the 1973 exports will also be
below previous levels, partially due to drought conditions in 1972 and
partially due to the new nationalization of food grain trade in India.

Nepal's foreign exchange reserves totel more than Rs 1 billion
equivalent which would finance more than one year's annual imports.
However, as already noted, the bulk of Nepal's imports come from India
and amounted to an estimated Rs 865 million for 1971/72. This implies
& monthly IC requirement of some Rs 70 million. Current cfficial IC
reserves (held by Rastra Bank) are Rs 95 million equivalent, adequate
to cover less than two months imports from India. Even adding the
holdings of the Rastra Bank and the commercial banks, IC reserves will
not even cover three months of imports which is the usually accepted
reserve minimun.

Furthermore, it appears that the recent deterioration in IC reserves
is developing into a trend. The terms of trade with India also seem
to have moved against Nepal during the past several years: 1.e., since
1966/67, food grain prices have increased an average 1% per year, while
pPrices of manufactured goods have incressed 6% per year. Therefore, IC
generated from Nepal's major export to India (food grains) has not been
able to keep pace with the increased prices of basic import requirements,
During the past year, food grain prices have increaged at a faster rate.
However, the increased prices are due to shortages created by poor weather
conditions--Ney ‘1 also suffered from these poor conditions and has

* therefore had little exportable surplus.
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This detericration in IC balance of payments has encouraged the
Government to look to other sources of ‘imports., However, the geographic
realities of life will dictate significant IC import requirements in
the future, Assuming that Nepal's IC balance of payments position
does not improve greatly in the near future, Nepal may have to use
convertible currency for imports from India, However, unless Nepal
were able to negotiate a favorable rate of exchange with India, Nepal
would be paying an additional 30% for Indian Imports (imports which
arc already often more costly than the international price). The
official rate of exchange is $1.00 = 7.60 IC, while the "real" rate
1s closer to $1.00 = 10 IC. If Nepal were to buy a commodity costing
Rs 760 IC, 1t would pay $100 using the official rate, however, using
the "real" rate, this same commodity would cost $76.

One should aelso relate Nepal's probable IC balance of payments
difficulties to future domestic resource constraints, especially to
the future need for deficit financing. Deficit financing will lead
to an increased demand for goods and services, including those purchased
only from India. This will weaken Nepal's already tenuous IC balance
of payments position, thereby increasing Nepal's need for convertible
currency.

All of the above factors should be considered when looking at
Nepal's balance of payments position. Compared to current total imports,
Nepal appears to have excessive foreign exchange reserves, or sufficient
reserves to cover one year of imports. However, looking at the
composition of dollar and IC trade and at the possible future drawdowns
on foreign exchange, Nepal's position looks less excessive.

IX. Alternate Sources of Financing

A large number of road construction projects are either planned or
under construction in Nepal and all are partially or totally financed
with outside assistance. Most of the major donors are currently involved
in road projects or have made commitments for future projects. Therefore,
HMG has indicated no other donor has expressed an interest in financing
the continuation of this project which has become identified with the
U.S. Government's assistance program in Nepal. The EXIM Bank has indicated
it has no interest in financing this project.
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ANNEX II ANNEX 11

Development Activities for Five Districts in Western Hills Regions

Kailali District

1.

2.

3.

N A%
. .

DI © - I |

10.
11.
12.
13.

1k,

Resettlement Program

Upgrading of Agriculture Marketing Cooperative Center to Depot
status.

Complete auditing of Compulsory Savings Program, create Village
Committees (credit), and distribute savings remunerations -- g]
FY 1973.

Complete land tenancy registration and acquire lands above
ceiling from landlords by end of FY 73.

Groundwater survey and well drilling Dhangarhi area.
Creation of National Trading, Ltd. godown in Dhangarhi.
Dhangarhi electrificatioﬁ

Drinking water project, Dhangerhi

Implementation National Education Plan

Construction of 50-bed hospital
Improvement of Dhangarhi STOL field
‘Feasibility survey of Catachu Mill
Resin and Turpentine Féctory, Dhangarhi

Intensive agricultural development prosram

Kanchanpur District

1.

2,

Resettlement Program

Complete auditing of Compulsory Savings Program, create Village
Comnittees, and distribute savings remunerations (Fy 73).

Complete land tenancy registration ana acquire lands above
ceiling from landlords by end of FY 1973.

* Source: Nepal, Fourth Plan
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Sharada irrigation project -- to cover 25,000 hectares
Drinking water project, Mahendranagar
Implementation of National Education Plan
Creation of sub-post office, Kanchanpur
Mahendranagar electrification

Western Nepal petroleum exploration project

Dandeldhura District

9.

Creation Agriculture Marketing Cooperative Center, Dandeldhure

Complete auditing of Compulsory Savings Program, create Village
Committees, and distribute savings remunerations (FY Th).

Trigonometrical Survey, FY Th
Topographical Survey, FY Th

Wireless Satellite Center, Dandeldhura
Intensive agricultural development progran
Construction 15-bed hospital, Dandeldhura
Horticulture Station, Dandeldhura

Rastriya Vanijya Bank Branch, Dandeldhura

Baitadi District

Chaulahi suspension bridge

Minor irrigation feasibility studiles

Food deficit region -- Agriculture Extension Prograr
Horticulture Center (running)

Cottage Industries Center (running)
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Doti District

1.

2.

Creation Agriculture Marketing Cooperative Center, Doti

Complete auditing of Compulsory Savings Program, create Village
Committees, and distribute savings remunerations (FY T4)

Trigonometrical Survey, FY Th

Topographical Survey, FY Th

Construction 15-bed hospital

Food deficit region -- Agriculture Extension Program
Doti Agriculture Station (running)

Intensive agricultural development program
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Hepal: Unweighted Price Indices for all Nepal and Principal Regions, 1967/68

Bepal

Foodstuffy
©  Foodgrain
Other

Kerosene
Cotton textiles
All commodities

Regional (A1l
Commodities

Kathmandu
Terai region
Hilly region

16U 1966 196ym  m/m 19m/w

i7l
210
132

140
114
142

138
156
‘.31

160
182
138

158
126
147

148
156
137

(3961/52 = 100)

158
172
14k

156
126
147

151
157
132

Sources: Nepal Rastra Bank and 1972 IMF Report.

165
176
154

161
150
159

163
169
14y

178
193
162

163

158
167

172
155

-1971/72

T002-d/01a-a1v
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NEPAL: EXTERNAL DEBT SERVICE OBLIGATIONS, 1970/71-197h/75%/

(In millions of Nepalese rupees)

1
wro/nY  1971/722/ 172/75%  1973/18%/ 1974/752/
Prin- Inter- Prin- Inter- Prin- Inter- Prin- Inter- Prin- Inter-
cipal est cipal est cipal est cipal est cipal est
1. Repayable in foreign
currency 0.6 0.4 1.0 0.3 2.6 0.3 3.1 0.3 3.6 0.3
Direct government
"~ obligations 0.2 0.1 0.5 -- 0.8 - 1.3 - 1.8 -
Government-guaranteed
obligations O.L4 0.3 0.5 0.3 1.8 0.3 1.8 0.3 1.8 0.3
2. Repayable in local currency 1.4 0.5 1.5 0.5 1.6 0.5 1.7 0.5 1.9 0.k
Direct government ,
obligations L. 0.k 1.3 o.L 1.k O,k 1.5 0.k 1.7 0.3
Government-guaranteed
obligations 0.2 0.1 0.2 0.1 0.2 0.1 0.2 0.1 0.2 0.1
Grand total (1 + 2) 2.0 0.9 2.5 0.8 L.2 0.8 4.8 0.8 5.5 0.7
Squrce: IMF Report Dated Dec. 21, 1972
é Actually made payments.
_/ Scheduled contractual payments,

A XINNY

T002~d/o1a-a1v



ANNEX VI
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Con- Tmlnom- Con- Incon=- Con- L Incon-

Year/mid-mnth  yartible yertible rextible ysrtible ysriible yertible
1968 July 409.2 148.6 402.8  119.0 6u4 29,6
1969 July 563.4 23k 5241 1740 9.3 61,4
1970 July 64he3 265.5 602.2 215.1 42,1 50.4
1971 July 759.0 262,7 719.1 226.2 39.9 36,5
1972 January 851.6 234.0 810,6 188,7 41.0 45.3
February 860.4 251.7 812.6 2047 47.8 47,0
March 854.8 248,8 808.6 200,6 46.2 48,2
April 869,.2 2274 820,8 181.4 8.4 46,0

May 898.8 236.2 837.9 178.2 60,9 58,0
June 91641 232,9 860.4 166.1 55,7 66,8
July 894.0 240,0 833.2 178.5 60,8 61.5
August 899.2 11.0 823.4 150,0 75.8 61,0
September 883.5 209.7 793.8 134.0 89.7 75.7
Ootobe 929.3 194.5 8141 122,0 115.2 72.5
November 939.3 10644 824.9 1081 114.4 78.3

Deoexb> 951.2 159.7 8”.1 95.1 ‘ 11501 6406

Source: Nepal Rastxa Bank
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NEPAL'S RECEIPT & EXPENDITURE OF CONVERTIBLE FOREIGN EXCHANGE

(In Millions of N.C.)

1968-69 1969-70 1970-TL  197A-T2

RECEIPTS 262,6 280.7 255.4 301.8
Invisible Exports 8.6 100, 4 106, 4 129,k
Gorkha Remittances b4, 5 46,5 48.8 65.7
Tourists' Expen-
ditures 9.4 13.2 16.7 21.0
Interests on
Investments 2k, 7 ko, 7 40,9 b2, 7
Visible Exports 136.8 108.8 8T7.4 89.3
Foreign Aid 1.9 22.4 6.8 22,4
Miscellaneous 45.3 9.1 54.8 60.7
EXPENDITURE 116.6 189.0 171.3 254.0
Invisible Imports 10.9 11.6 13.6 20.5
Visible Imports a/ T6.2 134.8 79.3 113.4
. Miscellaneous 29.5 k2.6 8.4 120.1

SURPLUS (+) or DEFICIT ,
- +146.0 +91.7 +84.1 +47.8

g/ Includes the goods imported under the bonus scheme.

Note: On December 8, 1967 Nepalese Currency was devalued by 2L4.T8 percent.
Forelgn currencies have been converted into rinees nt tying rates.

Source: Nepal Rastra Bank.
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STATUTORY CHECKI,15, June 1973
\.“_

I. COUNTRY PERFORMANCE
—_— e s

A, Proﬂu Towvards COnnt_z_'! Goals

J..*PM §8201(b)(5), 201 ()(7), 201 (b)(8). 208

b,

Making appropriate efforts to increase food production
and improve means for food storage and distribution,

Nepal is giving priority attention to increasing food
production., PFor the past ®veral years s the Government
has devoted Spproximately 124 of its total expenditures
to the agricutture sector, Coxplementary to its
domestic offuvts, the Government has deen working with
UBAID ard other donors in «n effort to increase
agricultural production e €.8+y USAID's Food Grain
Technology Project, the Indian Cocperation Mission's
agricultural and irrigation assistance, the German
Gendaki Regional Project, and the UNDP/FA0's agricultural
assistance, With regard to food distribution, in 1972,
the Govermment of Nepal created the Agricultural Marketing
Corporction to handle the distribution of food and
agricultural inputs. In addition, a nationmal grain
storage network is being designed and cons tructed.

Creating a favorable climate for foreign and domestic
private enterprise and investment.

The Industrial Enterprise Act of Nepal provides the
following incentives to investors in Nepal {for investment
in basic industry, export industries, cottage industries,
and/or tourism): (1) ten years' tax holiday; (2) proe
tective import duties for a ainimmm of five years; (3)
customs concessions on imported machinery and raw materials;
and (4) repatriation or capital and profit in the form of
convertible foreign currency up to 10% and 254, respectively,
The only restrictions against foreign investors involve
cottage or small industries (with cepital investment less
than Rs 500,000) and defense industries, Mor medium and
large scale industries, there are no restrictions against
foreign investment,

Increasing the people’s role in the davelopmental Process,

The political structure of Nepal is based upon maximizing

the role of the People in development, The people vote directly
for their village panchayat. representatives «- the district,
sonal, and nationgl Panchayat menbers are then elected
indirectly from the next lower body's smembership,

*
Abbreviations; Fap . Foreign Assistance Act of 1961, as

amended, incorporating amendments effected
bv thr Fornton Aerdeatanmcn Arr af 1071



d.

b

In addition, the natio

nal planning effort emphasizes a

more equitable regional distribution of developuent

benefits -~ and is bdas
south growth axes., It
regional emphasis will

ed upon the creation of four north/
is also anticipated that this
de-centralize some of the decision-

zeking and increase the role of the village and district
ranchayats in the desvelopment process,

Allocating expenditures to development rather than to
unnecessary military purposes or intervention in other free

countries' affairs,

In the FY 1973 Budget

Estimate, less than 64 of total

expenditures were planned in the defense area, Nepal has not
intervened in the affairs of any other free countries,

Willingness to contrib

ute funds to the project or program.

The cooperating Government will countribute up to 20% of the
local currency requirements from the development budget.

Making economic, social, political reforms such as tax
collection improvements and changes in land tenure arrange-
ments; and making progress toward respect for the rule of
law, freedom of expression and of ths press, and

recognizing the importance of individual freedom, initiative,
and private enterprise,

and

Responding t> the vital economic, political, and social
concerns of its people, and demonstrating a clear

determination to take

effective self-help maasures,

Nepal is making efforts to make its tax structure more

equitable ~- e.g., increasing the burden on urkan dwellers vho have

proportionately received greater gains than the rural
population. Tax revenue has increased by approximately

15% per annum since FY 68, with the largest absolute gain
in customs duty on luxury imports such as automobiles, With

regard to land reform,

the Government is still registering

lands and imposing “ceilings" on large landlords, In the ;
national budget, approximately 17% of total expenditures are

for social services -
the education sector,

education, health, and panchayat., In
the Government has recently



instituted a New Education System Plan which calls for a
doubling of current primary school attendance by 1976 and
for the increased vocationalization of the curriculua,

The Government has encouraged self-help projects (such as
road construction) through locsl panchayats and through a
Food-for-Work program, especially in the food deficit

hill areas, Political and social reformg (such as the
panchayat system) are based upon basic Nepalese traditions,
but still evolving towards greater democratization and
improved living conditions for the people.

B. Relations with the United States

1. FAA lszogc)

Is the government indebted to any U.S, citizen for goods or
services furnished or ordered vhere: (a) such citizen has
exhausted available legal remedies, including arbitration,
or (b) the debt is not denied or contested by the govern-
iint, or (c) the indebtedness arises under such governmentts
or & predecessor’s undonditional guarantee?

We are not aware of any such cases,

2, FAA 8620(a)

If the loan is intended for construction or operation of any
productive enterprise that will compete with U,S, enterprise,
has the country agreed that it will estabiish appropriate
procedures to prevent export to the U.S. of more than 20% o~
its enterprise's annual Production during the life of the
loan?

No question arises regarding competition with U.S, enterprise

3. FAA 8620(c)(1)

Has the country's government, or any agency or subdivision
thereof, (a) nationalired or expropriated property owned by
U.8, citizens or by any business entity not less than 304
beneficially owned by U.S, citizens, (b) taken cteps to
repudiate or nullify existing contracts or agreemeuts with
such citizens or entity, or (c) imposes or enforced
discriminatory taxes or other exactions, or restrictive
maintenance or operation conditions? If so, and more than



8ix months have elapsed since Buch occurrence, identify the
document indicatiyg that the government, or appropriate
agency or subdivision thereof, has taken appropriate steps
to discharge its obligations under international law
tovard such citizen or entity? If less than six months
have elapsed, what sters if any has it taken to discharge
its obligations?

No.

b, Fa f620(4)

Has the country permitted, or failed to take adequate
mesasures to prevent. the damage or destruction by mob
action of u.s, Property, and failed to take appropriate
measures to prevent a recurrence and to provide ‘adequate
compensation for such damage or destruction?

The cooperating Government has taken adequate measures to
prevent damsge or destruction of U.S8. property,

5. Fa Be20(1)

Has the government instituted an investment guaranty program
under FAA 8221(b)(1) for the specific risks of
inconvertibility and expropriation  or confiscation?

Yes

6. FAA 8620(0)

Fisherman's Protective Act of 192, as amended, Section 5,
Has the country seized, or imposed any Penalty or sanction
against, any U.S, #ishing vessel on account of its fishing
activities in international vaters? If, as a result of a
seizure, the U,S.G. has made reimbursement undap the pro-
visions of the Fisherman's Protective Act and such amount
has not been paid in full by the seizing country, identify
the documentation which describes how the withholding of
assistance under the FAA has been or will be accomplished.

No.



7. FAA $620(q)

Has the country been in default, during a period in excess
of six months, in payment to the U.S. on any FAA loan?

No.

8. FAA $620(t)

Have diplomatic relations between the country and U.S, been
severed? If so, have they been renewed?

No,

C. Relations with Other Nations and t e U.N,

1. FAA 8620(4)

Has the country been officially represented at any
international conference when that representation included
planning activities involving insurrection or subversion
directed against the U,S. or countries receiving U,S.
assistance?

No,

2. FAA 88620(a), 620(n)

Has the country sold, furnished, or permitted ships or air-
craft under its reglstry to carry to Cuba or North Viet-Nam
items of economic, military, or other assistance?

No.

s *
3. FAA 8620(u); App. 108.

What 1is the status of the country's U.N. dues, assessments, or
other obligations? Does the loan agreement bar any use of funds
to pay U.N. assessments, dues, or arrearages?

Nepal is not delinquent in any U.N. dues, assessments, or other
obligations, The loan agreement will not permit loan funds to
be used for payment of U.N, obligations.

D. Military Situation

1. Fra 8620(4)
Has the country erigaged in or prepared for aggressive military
efforts directed against the U.S. or countries receiving U,S,
assistance?

No,

*
Abbreviations: App - Foreign Activities and Related Agencies
: A~~ropriations Act, 1972

'y



2. FaA_2620(s)

what is (a) the percentage of the country's budget devoted to
military purposes, and (b) the amount of the country's foreign
exchange resources used to acquire military equipment, and (c)
has the country spent money for sophisticated weapons systems
purchased since the statutory limitations became effective?

Is the country diverting U.S. development ‘assistance or P.L.
480 sales to military expenditures? 1I1s the country diverting
its own resources to unnecessary military expenditures? (Find-~
ings on these questions are to be made for each country at least
once each fiscal year and, in addition, as often as may be re-
quired by a material change in relevant circumstances,)

The defense portior. of the Budget in FY 73 was 6%. Nepal has
made no expenditures of its own foreign exchange for military
equipment nor has the country directed any U,S. development
assistance for this purpose. Nepal has not spent any money for
sophisticated weapons systems, The Government 1is placing first
priority on economic development and is not diverting a dis- '
proportionate amount of its resources into military expenditures,

iI. CONDITION OF THE LOAN

A, General Soundness

-- Interest and Repayment

1.

FAA £8201(d), 201(b)(2}

Is the rate of interest excessive or unreasonable for the
borrower? Are there reasonable prospects for repayment ?
What 1s the grace period interest rate; the following
period interest rate? 1s the rate of interest higher than
the country's applicable legal rate of interest?

The rate of interest is not considered excessive or unreasonable
and there are reasonable prospects the loan will be re-paid,
Interest during the 10-year grace period will be 27% per annum
and 3% thereafter. The rate of interest is not higher than the
country's applicable legal rate of interest. '

=~ Financing

1.

FAA 2201(b)(1).

To what extent can financing on reasonable terms be obtained
from other free-world sources, including private sources within
the U,S.?

Because the road is a continuation of a previously U S,
Govermnment-financed project, no other donor or private source
is interested in financing its completion.

A



== Economic and Technical Soundness

1. FAA $3201(b)(2), 201(e)

The activity's economic and technical soundness to undertake
loan; does the loan application, together with information and
assurances, indicate that funds will be used in an economically
and technically sound manner?

Financial and other plans necessary for the effective utilization
of this loan and a reasonably firm estimate of the cost of assist=-
ance to the U,5, have been completed,

2. FAA 8611(a)(1)

Have engineering, financial, and other plans necessary to carry
out assistance, and a reasonably firm estimate of the cost of
agssistance to the U.S., been completed?

Financial and other plans necessary for the effective utilization

of this loan and a reasonably firm estimate of the cost of assist-
ance to the U.S, have been completed.

3. FAA £511(b); App. 8101.

If the loan or grant is for a water or related land-resources
construction project or program, do plans include a cost-benefit
computation? Does the project or program meet the relevant U.S.
construction standards and criteria used in determining feasibility?

Not applicable, This is not a water or related land-resources
ccastruction project or program,

4, FAA 8611(e)

If this is a Capital Assistance Project with U.S. financing in

excess of $1 million, has the principal A.I.D. officer in the country
certified as to the country's capability effectively to maintain

and utilize the project?

Yes. See Annex 11,



B. Relation to Achievement of Country and Rezional Goals

== Country Goals

1. FAA 88207, 281(a)

Dascribe this loan's relation to:

b.

C.

Institutions needed for a democratic society and to assure
maximum participation on the part of the people in the task
of economic development.

Training and institutional development are major objectives

of this loan, As a result of previous work on this project
(financed through a rupee grant), the HMG Roads Department

has increased its capabilities in design, planning, and-
construction, The continued improvement of these capabilities
will have an important development effect in Nepal which must
acquire its own capacity to duild roads if a major impediment
tondevelopment is to be removed., In addition, road transport
will enable larger numbers of hill people to participate in the
task of econor.ic development,

Enabling the country to meet its food needs, both from its
own resources and through development, with U,S. help, of
infrastructure to support increased agricultural productivity,

The road will serve as a major artery for food distribution

in Western Nepal, One of the basic reasons for constructing
north/south roads in Nepal is to enable foodgrains to be
transported economically from the food surplus Terai to the
food deficit hills, The road will also provide for a greater
utilization of improved agricultural inputs in the food deficit
area, thereby increasing food production.

Meeting increasing need for trained manpower,

The roed project will serve as a training vehicle for a great
variety of civil works and road building skills, Steps will
§l180 be taken to ensure that the newly acquired skills are
used to upgrade the quality of the Roads Department so that
the advantages of training will not disappear when the road
is completed,



2.

3.

d. Developing programs to meet public health needs,
No direct relation exists

o, Assisting other important economic, political, and social
development activities, including industrial development;
growth of free labor unions; cooperatives and voluntary
agencies; improvemant of transportation and communication
systems; capabilities for planning and public administration;
urban development; and modernization of existing laws,

The road will promote the social and econonmic integration

of isolated regions of Nepal by improving the transportation
and communications in the area thereby stimlating social
and ; economic development activities., The major role to be
played by the Roads Department and the training which will be
acquired during the construction period will substantially
strengthen the infrastructure of that organization and
enhance its overall capabilities to plan and implement
projects of this nature in the future.

FAA 8201(b)(4)

Describe the activity's consistency with end relationship to other
development activities, and its contribution to realizable long-
range obJjectives,

and

FAA 8201(b)(9)

How will the activity to be financed contribute to the achievement
of self-sustaining growth?

Adsquate transport network is consistent with and complimentary

to all other development activities, Roads are an essential factor
in integrating the economy of Nepal which is a necesasary prerequisite
to realizing longer-range development objectives and achieving self-

sustaining growth,

FAA 8201(f)

If this is a project loan, describe how such project will promote the
country‘’s economic development, taking into account the country's
human and material resource requirements and the relationship between
ultimate objectives of the project and overall economic development,



7.

The project will utilize a substantial amount of local material
and human resources in an economically stagnated area. The
road is a part of an integrated network which will provide the
basis for a unified economy and have a positive effect on the
overall economic deveiopment of Nepal,

FAA 8201(b)(3)

In vhat ways does the activity glve reasonable promise of cone
tributing to development of economic regources, or to increase
of productive capacities?

Transport at reasonable costs will promote the development of
economic resources in the area, particularly in the agriculture
sector. It should stimulate capital investment in & number of
productive enterprises along the road corridor,

FAA 528l(b2

How does the program under which assistance is provided recognize
the particular needs, desires, and capacities of the country's
people; utilize the country's intellectual resources to encourage
institutional developuent; and support civic education and train-
ing in skills required for effective participation in political
processes,

By utilizing indigeneous qualified personnel to the maximum
extent and investing major responsibility for implementation of
the project with a government organization, a portion of the
country's intellectual resources will be usefully employed and
the capabilities of an important public institution strengthened.
Through the road, an isolated area of the country will be
Politically, socially, and economically integrated with the rest
of the nation, thus providing the basis for greater participation
on the part of the populous in the national political process.

FAA 8601(a)

How will this loan encourage the country's efforts to: (a)

increase the flow of inter:ational trade; (b) foster private initiative
and competition; (c) encourage development and use of cooperatives;
credit unions, and savings and loan associations; (d) discourage
monopolistic practices; (e) improve technical efficiency of industry,
agriculture, and commerce; and (f) strengthen free labor unions?

By providing an economical means to transport goods, the road will

enhance the existing trade with India, foster private initiative
and competition in the agriculture and industrial sectors, Wwith

10



c.

the added stimulus to agricultrral production which tiie road
1s expected to have, utilization of credit unions and coopera-’
tives vill by maximized,

8. FAA 8202(a
Indicate the amount of money under the loan which is: going
directly to private enterprise; going to intermediate credit
institutions or other borrowers for use by private enterprise;
being used to finance imports from private sources 3 or other-
vise being used to finance Procurements from private sources,
The total loan amount will be used to finance materials, equip-
ment, and services from private sources in Nepal, the U.S., and
941 sources,

9. FAA B611(a)(2)
What legislative action is required within the recipient country?
What is the basis for a reasonable anticipation that such action
will be completed in tims to pernit orderly accomplishment of
purposes of loan?
No special legislation required,

Regional Goals

1. FAA 619
If this loan is assisting a newly independent country, to what
extent do the circumstances permit such assistance to be furnished
through multilateral organizations or plans?
Nepal is not a newly independent country.

2, FAA 8209 |

If this loan is directed at a problem or an opportunity tnat is
regional in nature, how does assistance under this loan encourage
& regional development pProgram? What multi-lateral asgistance is
Presently being furnished to the country?

This loan is not directed at a regional problem,

Relation to U.S. Economy

== Employment, Balance of Payments, Private Enterprise

11



1,

2,

3.

PAA B8201(b)(6); 102, Pifth.

What are the possible effects of this loan on U8, economy, with
special reference to areas of substantial labor surplus?
Describe the extent to which assistance is constituted of U,S.
commodities and services, furmished in'a manner consistent with
improving the U.S, balance of paymants position.

The goods and services financed by this loan will be obtained
from U.8,, local, and 941 sources, with only a small portion
being procured: in the U, S,

FAA 88612(b), 636(n)

What steps have been taken to assure that, to the maximum extent
possible, foreign currencies owned by the U,S, and local currencies
contributed by the country are utilized to meet the cost of
contractual and other services, and that U,5, foreign-owned
currencies are utilized in lieu of dollars?

Because no U.S,~owned local currencies are available and the
Government has only limited resources with which to finance this
project, a large pertion of the total loan amount will be used for
local currency support.

FAA 8601(d); App.8109

If this loan is for a capital project, to what extent has the

Agency encouraged utilization of engineering and professional
services of U.S, firms and their affiliates? If the loan is to

be used to finance direct costs for construction, will any of the
contractors be persons other than qualified nationals of the country
or qualified citizens of the U.3.? If so, has the required waiver
been obtained?

Engineering or other professional expertise required over and above
that provided by the cooperating country or A.I,D, will ba from
private U.S, fimms,

FAA 8608(e)

Provide information on measures to be taken to utilize U.s,
Government excess personal proparty in lieu of the procurement of
new items,

The loan agreement will require utilization of U.S. Government
excess property in lieu of procurement of new items where practicable,

iz



5.. FAA 2602

What efforts have been made to assist U.S. small business to
participate equitably in the furnishing of commodities and
services financed by this loan? '

Advertising procedures specified in A,I.D, Capital Projects
Guidelines will be used to encourage participation by U.S,
small business,

6. FAA 8621

1f the loan provides technical assistance, how is private
enterprise on a contract basis utilized? If the facilities

of other Federal agencies will be utilized, in what ways are
they particularly suitable; are they competitive with private
enterprise (1f so, explain); and how can they be imade available
without undue interference with domestic programs?

The technical assistance requirements over and above that pro-
vided by A.1,D, will ta provided by private enterprise.

7. FAA S611(c)

If this loan involves a contract for construction that obligates
in excess of $100,000, will it be on a competitive basis? If
not, are there factors which make it impracticable?

Not applicable

8. FAA 2601(b)

Describe the totality of effort by the President in the host
country to encourage and facilitate participation of private
enterprise in achieving the purposes of the Act.

Private enterprise is being utilized to maximum extent possible
under this loan,

Procurement

L. FAA £602(a)

Will commodity. procurement be restricted to U.S, except as
otherwise determined by the President?

Procurement will be limited to Nepal and A.I.D. Geegraphic vuuae
941 Sources.

/3
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2. FAA_8604(b)

Will any part of this loan be used for bulk commodity pro-
curement at adjusted prices higher than the market price
prevailing in the U.S. at time of purchase?

No.

3. FAA 8604(e)

Will any part of this loan be used for procurement of any
agricultural commodity or product thereof outside the U.S.
when the domestic price of such commodity is less than
parity?

No.

4, FAA_8604(f)

Will the Agency receive the necessary pre-payment certification
from suppliers under a commodity import program?

This loan will not be used to finance a commodity import
program,

Other Requirements

1. FAA £201(b)

Is the country among the 20 cou....... ... ....ch development
loan funds may be used to make loans in this fiscal year?

Yes

2. _App. 8106

Does the loan agreement provide, with respect to capital pro-
Jects, for U,S. approval of contract terms and firms?

Yes.,

3. FAA £620(k)

1f the loan is for construction of a productive enterprise, with
respect to which the aggregate value of assistance to be furnished
will exceed $100 million, what preparation has been made to ob=-
tain the express approval of the Congress?

Not applicable

14



4, FAA 88620(b), 620(£); App, BLO9(b).

Has the President determined that the country is not dominated
or .controlled by the international Commuuist movement? If the
country is a Communist Countgy (including, but not limited to,
the countries listed in FAA 5620(f) and the loan is intended
gor economic assigtance, have the findings required by FAA
§620(£) and App. s109(b) been made and reported to the Congress?

Yes; Nepal is not a communist country.

5. FAA £620(h)

What steps have been taken to insure that the loan will not be
used in a manner which, contrary to the best interest of the
United States, promotes or assists the foreign aid projects of
the Communist-bloc countries?

The loan agreement will contain a provision covering thi
provision,

6. App. 8118

Will any funds be used to finance procurement of iron and gteel
products for use in Vietnam other than as contemplated by 51187

No,

7. FAA 8636(1)

Will any part of this loan be used in financing non-U.S,-
manufactured automobiles? I1f so, has the required waiver been
obtained?

No.

8. FAA 582620(a)(1) and (2), 620(p); App. £117

Will any assistance be furnished or funds made available to the
government of Cuba or the United Arab Republic?

No.

9. FAA 8620(a)

Will any part of this loan be used to compensate owners for
expropriated or nationalized property? If any assistance has
been used for such purpose in the past, has appropriate re-
imbursement been made to the U,S. for sums diverted?

No.



10. FAA_3201(f)

If this is a project loan, what provisions have been made for
appropriate participation by the recipient country's private
enterprise?

A substantial portion of the materials and services required
for the project will be provided by the private sector in
Nepal.

11, App. 8104

Does the loan agreement bar any use of funds to pay pensions,
etc., for persons who are serving or who have served in the
reciplent country's armed forces?

Yes,

12. App. £102

Have obligations for engineering and architectural fees and
services over $25,000 on any one.project been reported to
Congress bi-annually?

Any reporting requirements will be complied with.

13. FAA_ 2481
Has the President determined that the recipilent country has
failed to take adequate steps to prevent narcotic drugs pro-
duced or procured in, or transported through, such country
from being sold illegally within the Jurisdiction of such
country to U.S, Government personnel or their dependents or
from entering the United States unlawfully?
No.

14, _app. 8111

Is the loan being used to transfer funds to world lending
institutions under FAA 55309(d) and 251(h)?

No.

15. App. $501

Are any of these funds being used for publicity or propaganda
within the United States?

No.

/6



16. Faa 8612(d)

Does the United States own excess foreign currency and, if
80, what arrangements have been made for its release?

Nepal is not an excess currency country.

17. FAA 8604(d

Whll provissiom be made for Placing marine insurance in the
U.8, if the recipient country discriminates against any
matine inauranca “ompany authorized to do business in the
U.S,

Yes. An appropriate provision will be included in the loan
agreement,

7



ANNEX IX
AID-DLC/P-2001

CAPITAL ASSISTANCE LOAN AUTHORIZATION

Provided from: Develomment Loan Funds
Nepal - Western Hills Road

Pursuant to the authority vested in the Assistant Administrator,
Bureau for Asia of the Agency for International Develomment (herein-
after called "A,I.D.") by the Foreign Assistance Act of 1961, as
amended, and the Delegations of Authority issued thereunder, I hereby.
authorize the establishment of a loan ("The Loan") pursuant to Part I,
Chapter 2, Title 1, the Development Loan Fund, to His Majesty's
Government of Nepal of not to exceed Seven Million Dollars, ($7,000,00¢
such funds to be made available to His Majesty's Government of Nepal to
assist in financing of the foreign exchange and local currency costs
for the construction of 143 kilameters all~-weather road, related
ancillary structures, treining, and technical services.

The Loan is subject to the following conditions:

1. Interest rate and terms of payment

The Loan shall be repaid by His Majesty's Government of Nepal
within forty (40) years after the date of the first disbursement.
The interest on the disbursed balance of the Loan and on any due and
unpaid interest shall be at the rate of two percent (2%) per annum
during the ten (10) years grace period and at the rate of three
percent (3%) per annum thereafter,

2. Currency of Repayment

Repayment of the Loan and payment of interest shall be in United
States Dollars.

3. Other Terms and Conditions

3.1 Borrower to assure A.I.D. that adequate other currencies
for the project have been and/or will be made available.

3.2 Procurement of goods and services to be from Nepal, the
United States and A.I.D. Geographic Code 9hl countries. '

3.3 The Loan shall be subJéct to such other terms and conditions
as A,I.D, may deem advisable.

Date:

Assistant Administrator
Bureau for Asia



ARNEX X

Loan Application: AID-DLC/P-200"

According to a cable dated June 3, 1973, the following loun
request was received by the A.I.D. Mission in Nepal on May 30,

1973:

Mr. William Carter Ide, Director
Agency for International Develomment
Rabi Bhavan

Kathmandu

Dear Mr, Ide:

His Majesty's Government of Nepal requests from the Government
of the United States a loan of eight million dollars ($8.0 million)
to finance the costs of equipment, materials, and services necessary
to complete the construction of an all-weather 140 kilometer road
from the Indian border to Dandelhura (Western Hills), a three
kilometer access road to Dhangarhi, and the necessary ancillary
structures,

the considerable investment made to date by both the U.S. Government
and His Majesty's Government of Nepal.

We hope this reyuest will be considered favorably by your
Government.

Yours Sincerely,

Devendra Raj Ronday
Joint Secretary
Ministry of Finance



ANNEX XTI
AID-DLC/P-2001

Section 611(e) Determination

According to a cable dated June 4, 1973, the A.I.D, Mission Director
signed the following statement on June 1, 1973.

I, Williem Carter Ide, the principal officer of the Agency for
International Development in Nepal, having taken into account, among
other things, the maintenance and utilization of projects in Nepal
previously financed or assisted by the United States, certify that in
my Judgement Nepal has the financial and human resources necessary to
effectively utilize and maintain the Weetern Hills Road.

I base this Judgement primarily on the facts as presented in the
Capital Assistance Paper which adequately and accurately describes the
project, the basis for undertaking the project, snd the manner in which
the project is to be implementcd. The Capital Assistance Paper concludes
the project is worthy of consideration for DL financing and that Nepal
has the necessary resources to implement and effectively utilize and
maintain the project. I concur with those conclusions.



ANNEX XII
AID-DLC/P-2001

GDP_BY INDUSTRIAL ORIGIN

(in millions of Nepalese rupees)

1964/65 1969/70
Value Percent Value Percent Y
A. At current prices

Agriculture and Forestry 3,915 66.4 6,563 69.2

Mining 1 - 1 -
Manufacturing 83 1.4 278 2.9
Cottage Industries 392 6.7 656 6.9
Construction 123 2.1 192 2.0
Transport & Communications 91 1.5 192 2.0
Financial Institutions 69 1.2 128 1.3
Ownership of dwellings 654 11.1 729 T.T

Public Administration
and Defense 82 1.4 199 2.1
Public Utilities L 0.1 15 2.1
Wholesale and Retail Trade 309 5.2 274 2.9
Services ’ _170 2.9 256 2.7
TOTAL 5,893 100.0 9,483 100.0
B. At Constant 1964/65 prices

Agriculture 3,915 66.4 4,336 66.3
Nonagriculture 1,978 _33.6 2,203 &/ 33.7
5,893 100.0 6,539 2/ 100.0

Source: IMF Report, December 1972

1/ Because of rounding, the figures do not necessarily total.
2/ Provisional



COUNTRY D NEPAL
PROJECT:  WESTERN LS LOAD
COST: Approx. $8 Aillion

Proivct:

T IZ’o.
The project s used in this IRR shall mean the completion of 140 km of
all-weuather motorable road (Western 1ills) with ancillary structures

now about 30 percent complete in the far western hills of Nepal. The

estimated cost for the completion of the project is about $8 muillion.

Project Objeclive:

This project is the first part of a U.S. effort to assist Nepal in its
connonie cand eocint dovelopment, by improvement of its transportation
facilities in wclected aveas. The effort of which this project is a part
will provide development loans for the construction of two roads and
the improvement of two relaled airports. Decause one of the roads
(Wesiern 1ills), already begun with other financing, will require new
funding on July 1, 1973 we are separating that portion of this effort

for separate fundiny in this fiscal year.

Background:
The kingdom of Nepal 1s a 1ana-locked country bhordering on Tibet in theg

norily, and India in the casl, south and wesl. Nepal is roughly 500 ki

Tong and 170 km wide and ig divided inio three digtinct physical
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Himadayas in the north, T'he central and northern regions are dissected
by deep vallevs pannine aencrally from the north to south. The populatin:
of Nepal is cstimated ot about 12,000, 000 of which about {wo-thirds

live in the Terai, approximately 5 pereent in the Kathmandu Valley,

and the remainder in the central hills.

Nepal emerged from almost tolal isolation in 1951 and is still in its

first stages of economic development. Although Nepal is not large,

its development has been hindered by geographic characteristics. Due
to primitive transportation facilities it does not have an integrated
ceonomy but, Inneny parts of the country, is composced of many looscly
linked minor valley cconomies. Most of the population dispersed among
the hills and mountains are linked only by trails which permit trans-

portalion only by foot,

An AL T.D. report prepared in 1968 by a2 team headed by Mr. Joseph C.
Wheeler canght the essence of one of Nepal's critical needs: "It is
apparcent to any visitor in Nepal that additional roads are essential

for further development. The cexisting network of roads is so limited
that without air transport the country would lack the essential minimum
level of communications to permit it 1o function as a nation. In the

Team's view the quastion is not that of whether roads should be built



but where and Yoy gy "

Cer e e e (] e Placed coeal craphasic on e
construction of roads as an essential means of expediting development
cFfee cownrrey, but Yo DL Bche nay ol L LS or resources
to do it the mselves, The Rost-\West Itighway which is currently undaen
conaitruction by a numhber of donors: will provide one of the buses for
an integrated road network for the country. Tt will traverse the
cntire length of Nepal in the Terai joining the castern and western

regions,

More important, presently, is the construction of north-south feeder
roads which conneet the isolated valley economies with each other and
with the richer produciive and trading arcas in the plains fie rai) of
Southern Nepal., The longer cast-west highway will be a useful
conticeling link for the country, but the more important and fundamental
current development role for road transport is to conneect the now
separated hill and plain cconomies and provide a conduil for the

modernizing effcels of good transport.

In keeping with MINMG's Plans to open isclated arcas and to begin work
in remote arcas, in 1969 the U. S, Government and HMG joinlly agreed
to finance the construction of a 140 km all-weather molorable road

in the far weslern region of Nepal., Theyagreement was renewaple.each

year and the u.s. linancing was dependent upon the availabiliiv of U. S.
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at a point near the LY town of Dandelliira, The East-West Iighway

will fatcrsees this road at a point approximately 15 km north of Dhanghari.

The tiesi 25 L of vard ravorwes the Torai and is compleie except for

surficcing, The remaining 117 km is in the hills and is in various stages

of construction. The first 3 kn of road is now molorable in the dry

season but Tess than 50 km is motorable in the wet season,

Of totul consiruction costs (o date, the U.S. has contributed approximately
75 pereent using U.S. controlled PL 480 Indian rupces and the Nepalcese
Bove cont hiicd e 20 peveent balance in Nepadose rupees. Because of
the enrrent limitations on the availability of PL 480 Indian rupces,

the U. S. financing of this project will terminate at the end of FY '73

unlesgs dollar funding is provided, Because of the considerable invest-
ment and commitment made {o date and the inability of IIMC to finance

completion of the project with their own resources, HMG hasg indicated

a willingness (o borrow dollars from the U.S. to accomplish completion,.

ITMG recently ¢stimated the tolal costs for constructing the road at
146,670,584 Nepalese rupees (4§14, 295, 378). Approximately 63,540, 000
Nepalese rupees ($6, 192, 982) were expended from 1969 through FY 72
and arqn‘O:ci:ﬂaLCiy 12,244,780 Nepalese rupees ($1, 193, 448) is expected

to be expended in 7Y '73.  Tiie residual costs for completing the road
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o Hovever, the TIAG estimate doeg not-
BT At e o o auireaeny and teehnical services which

will be required to coraplete the project.  The costs for cquipment

and services sheutd not cneced £000, 000, coqiipment cosis are expected
to be minicadsced since ibor intensive consiruction methodology, which
has been insisted on by both AID and TIMG, will be used to the maximum
extent possible, A U, S, consultant cngineering team will be visiting
Nepal during the course of the inlensive review to prepare new cost
esiinates as well as 1o review existing designs and specifications

and construction methodology to be uscd for the completion of the

road. With that report woe will be able to quantify the U. S. and
Nepaiese contsibndions more cocurately and Lo congider furiher the

naturce of the Nepalese input.
Project Justification:

This project has three separate, but related, justifications for
consideration for ATD financing. First, is what may be sz.lled

a sense of "obligation' in having participated in the partial construction
of « voad with congiderable exposurce within the government and the
citizenry throuch publicity.  To abandon a partially completed project
could be considered an act of bad faith. Second, is the rather

substantial developmental accomplishments in a large and successful
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social and political infegration of an isolated area with more productive

and modern scetions.  The latter two will be considered in more detail.

A ogor objecive o s project is to promotie the social, political,

and ceonemic infegration of a part of Western Nepal, as a direct
contribution to the acceleration of the developmental process. Because
of the isolation of ine hill scctions the surplus foods of the terai move
into India rather than into the food deficit hill communities. ITor similar
reasons agricullural inputs such as fertilizer, are not utilized in the hills
and oo production is stalemated. As a result cash exists in very small
quaniivics and there is livle opportunity for increases in trade with |
resutting improvements in living standards.  The road should alleviale
this =ituation. Iruriher, ilis expected that with the availability of
transporiation and access, the povernment will provide increased

developmental and public services.

Ilach year a large scegment of the population of the area migrales to
India secking employ rient, Because the reoad will be constructed
using labor intensive methods, hundreds of skilled and unskilled
Taborers will find eraployment locally. The wages earncd by these
laborerstwill be expended locally, further stimulating the economy
of the arca while the long range cconomic benefits of the road itself

are developing.
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cevnonist Lins edloulated a b/ e ratio of 1, 3, However, we appreciato
the d75Hee i mnkin e f1a0 olatme for (e accuracy wnd dependability
of o a study because statisties are often unavailable or unreliable
and assumpticn. which muast be made about future actions and reactions
arc necessarily speculative, Yet it has allowed us to make favorable
predictions aboul cconomi- * ofits. In part those predictions are bascd
on existing, thoush minor, mcasurable growth along the road under
construction, which in turi gives increased credibility to assumptions
aboutl the future, And, added to this cquation is the fact the road
iteedf Wil e relotively Jow vinndard with gravel surface and a 5 meter
width (except in the terai where tr fic will be substantially greater),
which, in turn results in lowest possible cost. We would also like to
take this « rlunity to gather data on the elusive subject of just what
docs happen in the process ol "penetration" road construction. We

intend to instituie such a study as a pari of this effort.

A sccond major consideration in the evaluation of this project-as a loan
progpect is its unigue role as a training vehicle for a great varicty

of civil works and voad building skills., Since iis beginning in 1969, all
substuntive work on design, planning, construction, and maintenance
has been done by Nepalese with consuliation and periodic supervision

by an American engincer. n recent years, when all road construclion
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stone masonry, culverts, ofle, As a result, several hundred
VIR G eUS, e e s, votipinenl b roiors, caa e alers, steel
crectors. and cimilar skills have been v ined on this project. Tt
is car derstooah L confirmoed by the Nepalesge Scceretary of
Transportation ind Public Worlis, that there is no other source of
such training in Nepal, since other donors (Chinese, Russian, Indian,
and Britvsh) bring into Nepal their own construction organizations who
provide these skills,  The developmental effect is obvious, in a country
which must acquire its own capacity to build roads if a major impediment
tocoveas e oo e cemoved. s proicet will continue those
lraining efforts and will insist on the Nepalese Tloads Department taking
those steps necesaary to utilize the newly acquired skills in a way
to upgrade the quality of the Department iiselt so that the advantages

of training will not disappear when the road is completed.

_/_\_‘_c_!“(_ljl_i_(_)n.;}"l_ g_\_x_r_;_a_] 3;(i(‘:ul’,_v___l«_‘*_il:‘;_ip*i‘_]_.;j_l)_{, or Institutional Woi'k Required:

(a) 'The Jong range effect of the road will be dependent in large part
upon the atlention given the aren by ITMG in its development plans. TIMG
has demonstiraled an interest in promoting development of the arca by

the time, moncy, and effort expended thus far on the road. During the
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term planning has been done in order {o assure the prowth potential

of the arva is realived,

(b) A comprehensive technical review of the project will be carried

oul by an independent engineering team which will evaluate construction
completed to date, review designs and specifications to be used for

the consteuction of the itoadning part of the road, and estimale
equipment, material and services required to complete the road.

Estimated costs to completion will be carcfully calculated.

As mentioned earlier, since 1969 the U.S. has bheen assisting MG
with the financing of the road being constiructed in the Western 17ills
Region. The contribution was made on a year-lo-year basis and
dependent upon the availabilily of PL 480 Indian rupees. The U. S.
agreed to finance up to 75 percent of the annual cost. Iven though

the source of funds will change, the 75-25 ratio of U. S. funds. lo

FIMG funds will corfinue or the U.S. share could increase to 80

pereent. Because the project will be implemented using labor-intensise
methade anly a small portion of the loan funds will be used to finance
cquipment and services., The majority of the loan funds will be us=d

for local currency costs. ITowever, because Nepal produces almost
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L O R L L T R T conalcics such as hdia, Kotrea,
Philippines and ' hiland, Thevetfore, the amonnt of dollars {from
e team which will e utiiized jore procarcement in the U, S, will bhe
rolotively el oot sobably w1 not excoed £300, 000 for cquipment
snd e ciecss I Ui Tean iy stihorized, we must be prepared o

accepd the fact that up to 80 prreent of the loan funds will be used for

local curvency support and up to 15 percent spent in 941 countries,

We further recommend that those dollars that are made available for

the payment of local costs not be tied to U. S. procurement. First, Nepal's
trode notferng are aleinel oyl cly pesionnl, with neoli=ible (7. 8,

trade.  And, as a practical mutter, Nepal clearly docs not have the
administrative capacity 1o implement and manage a program loan kind

of procurcment procedure which would result from tying to U.S. sources.

Procedure:

Il the intensive review request is approved, a substantial portion of

the Capital Assistanze Paper will be prepared in ATD/W by the project
comumitice, The engincering team will provide a major portion of the
data for the CAP relaied to o -~ - -cchnical aspects of the projecty
It is anticipated that two members from ASIA/CD will visit Nepal in
carly May to overlap with the engineering team to discuss their fj ndings.

In conjunction with the Mission 1T conomist and Engincering Staff, a

draft CAP will be prepared in the Mission and handcarried to AID/W
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That you approve ihe request fo conduct un intensive review for a
proposcd de:

velopnmeent loan (o finance the completion of the 140 km
all-weather Western Hillg

road in the far western hills of Nepal by
signaturc on the atiached page,



Y SR R L NISTANCTE

N O PP AL O P

(1) COUNTRY : Nepal

(2) ANOU L ¢ 886 Million
() nonnaTeR ot NI $ s Majesty's Government of Nepl
(1) PURPOSE : Road Construction

(3) CAPIIAL ASSISTANCE OI'IFICTIR: R, Donzld Reese

(6) COULLLi : Stephen W. Stein

(1) ENGINERER : B. Watkins/J. Nelson
(2) DIESK OFFICER : Howard F. Thomas

Crocn : Mo

@-/L’,ﬂ ﬂ{_g)'h ‘\14. _

Regional Asv‘) tant Administrator or ’)c,s1 mee
g &

!
Al 5 7
Gl ¢ 1573

/  Dale

Clearances: (.-Tll‘_m_
ASIA/SA:NThomas _ “ 71
ASTA[DIP: AShakow Ly

PPC/DPI:Allandly fi )






