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SUMMARY AND RECOMMENDATIONS 

1. Borrower 
 : His Majesty's Government of Nepal
 

2. Amount 
 : $7.0 Million 

3. Loan Terms 
 : 
(a) 40 year maturity including a 10
 
year grace period; 
(b) 2 percent per annum interest
 
during grace and 3period percent per 
annum thereafter.
 

4. Project Costs 
 Total project costs are estimated at
 
$8.8 million. The proposed loan will
 
fiasnce the foreign exchange costs and
 
•70%..f the local currency costs,

$7.0 million. 	

or
 
His Majesty's Government
 

(HMG) will contribute the remainder.
 
5. Project Description 
 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.
 

6. Background of Project 
 Since 1969 the U.S. Government has been
 
providing financial assistance in the

form of PL 480 Indian Rupees to HMC for
 
the construction of 
an all-weather roac
 
in western Nepal. 
The road is approxi
mately 40% 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.
 

7. Pu-rpose of Loan 
 : 	 To assist HMG finance the completion of 
a 143 kilometer road.8. EXIM Bank Interest 
 : 	 EXIM Bank has indicated it has no in

terest in the project.
 
9. Mission Views 
 : 	 The Mission endorses the proposed loan. 

10. Statutory Criteria 
 : satisfied
 

11. Issues : 	None
 



12. Recoumendations 
 t That a loan in the amount of $7.0
 
million be authorized on the terms 
and conditions set forth in the
 
draft loan authorization (Annex IX).
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1. BACKGROUND
 

A. The Cou'try Setting:
 

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

approximately 54,362 square miles. 

of
 
The country is divided into three
distinct physical regions: (i) 
the Terai, 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 (iii) the Himalayas, the world's highest mountains, in
the north. Nepal is dissected 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 90% 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. In 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

conc'entrated in the Kathmandu Valley, 
is 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 Government

policy. The Himalayas in the north and malarial forests in the south

enhanced the Government's ability to preserve itss= 
 lf-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 econc-aies 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 oi. a national scale will be.-severely ir
paired. 

B. Transport Sector: 

1. General: 

Traditionally, transport in Nepal has been by means of 
porters and pack animals in the hills and bullock carts in the Terai,
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 weasured in miles or kilometers but 
rather by the number of days it takes to walk from one point to another. 

Topographic and climatic conditions are major obstacles
 
to reliable, Itnxpensive 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.

There 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. In 1970 it was
 
estimated that there was 1 kIm. 
 of road per 4,000 people which was
 
considerably less than that of other countries having a similar per

capita income like Afghanistan (1 kn. per 1,000 people) and Malawi
 
(I km. 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 is 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 netw
 
work is expanding more or less in accordance with the recommendations
 
of a 1965 Transport Survey conducted by the IBRD. 
The IBRD recommende,.
 
(i) development of an east-west cross-country arterial road in the Terai,

generally following the foot iiills; and (ii) construction of other
 
trunk roads and secondary roals in a north-south direction off this
 
cross-country road. 
The average annual number of kilometers of all
weather roads constructed frc,. 1955 to 1965 was 44.6. From 1965 to
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1972 the average annual number of kiiumiuLers of all-weather roads
 
constructed was 150.0.
 

1MG 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,
 
is to be invested in transport, 80 percent of which being allocated to
 
roads. In keeping with the IBRD recommendations, 1MG's primary objec
tive is to complete a 1,040 In.road (East-West Highway) which will
 
traverse the entire length of Nepal from its eastern to western borders
 
and North-South roads connecting the Terai 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. In 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 East-

West HizhwayX
 

The tertiary road network (fair-weather earth roads) are
 
being developed mostly through the efforts of local commnities and
 
are confined primarily to the Terai. Because the topography of the
 
Terai is 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, there were 12,300 motor vehicles in
 
Nepal. Of that numbe autlonobiles 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 is 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 ava!- ible transport network in Nepal is quite limited
 
in relation to the p:c. !'nt and prospective needs of the country.
 
An extensive road net-)i-k, 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 economy on an integrated basis.
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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 inmountain 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.
 

Air 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.I.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 extensions of the Indian rail system and do not play a significant role
in the overall transport system of Nepal. A 41 Ian. 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 piimarily to bring foodstuffs and
 
construction materials to the Kathmandu Valley.
 

II. PROJECT EVALUATION
 

A. The Project Past:
 

In 1969 the U.S. Government and HMG jointly agreed to finance

the construction of a 143 km. all-weather road in the far western

region of Nepal. Its alignment begins at the Indian border (rail
head) near the town of Dhangarhi and runs almost due north to the hil
 town of Dandeldhura. 
Neither is a-town of special significance,

hough both are the Nepali equivalent of country seats. Dhan-arhi has
small airport. The concept of 
the road began with the interest of
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the government in upgrading the i/estern porLion of the country, until
then without any modern roads. 
 U.S. resources contributed to the
project were entirely PL 480 Yadian 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 tae project, USAID 
saw the opportunity to
achieve two additional dcvelopmental 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 expatriate 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 Nepalesc concurrence)
that the project proceed as a labor-intensive effort with minimum
 use of capital equipment. With few exceptions, the project has been
 
so 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 Prolect Present:
 

The Western Hills Road is approximately 40% complete. 
Beginning at the Indian border, the first 23 km. is 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 Dandeldhura by the end of FY 73. 
 Three of the five major bridges have been
completed and construction has started on the fourth. 
Almost all
drainage structures and retaining walls have been completed cn the
first 42 km. of the road. 
Two permanent and two temporary con
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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 expatriate Lechnical 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 thou.;ands
 
of gallons of water for compact-ion.)
 

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 reconendations 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:
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1. 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 achieved
 
and should be maintained for the remainder of the :onstruction period.
 

(c) Project Specifications - Project specifications and
 
design standards have not been formalized in the past. The engineer
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, sir.ce a substantial
 
portion of excavation and earthwork is complete between km. 90 and the
 
end of the road, the report recommends alignment 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
 
alrbady 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 reduc:ed. 

(g) Equipment - Proposed equipment lists were reviewed. 
The consulting team advised against the procurement of some items
and recommended certain itens be included in the proposed procurement
lists such as conununications equipment, water, and fuel transport
equipment, and dump trucks. Regarding equipment maintenance, the
 
report recommended 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 goo( scholastic background,

but these individuals are relatively inexperienced. The re-ort
 
emphasizes the usefulness of the Western Hills Road project as 
a
 
training vehicle. 
Short term expatriate assistance in addition LU
 
the two full-time advisors is needed in bridge design, equipment

utilization, operation and maintenance.
 

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

(J) Environmcntal Impact - Construction in mountainous
 
areas inevitably leads to some ecological disturbances as a result
 
of physically imposing a roadway 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 materiats to be stockpiled, a plan for work camp and
 
support facilities, and estimated overall costs.
 

2. Estimated Proect Costs and Financial Plan:
 

The estimated costs to complete the Western Hills Road
 
project are based on estimated quantities for each item of work and

actual unit cost experience and work completed to date. 
Table 1
 
sho-s 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 comsidered a reasonably firm estimate
 
of costs for purpose of Sec. 611 of the Foreign Assistance Act.
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Table 2 sets forth the breakdown of the costs for equip-*
ment, construction services, engineering and technical assistance
needed to complete the project.

estimated at $8.8 million of which 

The 
$2.7 

total cost of the project is
 
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.I.D. financing for the total foreign exchange costs of U.S. and
Code 941 procurement, and 70% of the local currency costs for construction materials and labor. 
HMG will finance 30% of the local cost
requirements, including the total costs of Nepalese engineering supervision. 
Therefore, A.I.D.'s participation in the project will account
for 80% 
of the total costs, or $7 million.
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TABLE I
 
WESTERN' HILLS 

CONSTRUCTION STATUS as 
of May 15, 1973 
(}iro Estimate) 

Item Quantity Percent Completed 

Clearing 140 km 

Earthwork 8,418,300 C.M, 

Masonry Walls 133,380 C.M. 

Drainage Structures 

(a) Pipe 
(b) R.C.C. 

4,600 L.M. 
11,300 C.M. 

Bridges 423 L.M. 

Subgrade Prep. 991,500 S.M. 0 

Base 192,360 C.M. 2 

Surfacing 94,500 S.M. 0 

Buildings and Shops L.S. 45 

Maintenance 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, Hoskins-Western.Sondregger
 



TABLE II 

COST TO COMPLETION 

Total Rupees and 

epalRupees / Dollars 
Dollars Stated 
as Dollars 

1. Construction 
a. New Equipment 
b. Spares 
c. Cement 
1. R.O.L. 
e. Steel 

-
-
-
" 
-

$ 366,000 
360,000 
931,000 
257,000 
114,000 

$ 366,000 
360,000 
931,000 
257,000 
114,000 

f. Local Materials and 
Labor 
TOTAL 

Rs. 50,972,000 
Rs. 50,972,000 $2,028,000 

4,854,000 
$6,882,000 

2. Nepalese Engineering
Supervision Rs. 2,400,000 228, -

3. U.S. Technical Assistance 
(4 man years) 177,000 177,000 

4. Participant Training 
a. U.S. 
b. Other Country 

-
-
-

60,000 
25,000 

60,000 
25,000 

5. Totals Rs. 53,372,000 $2,290,000 $7,372,000 
($5,083,000) 

6. Coritingency (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 

j/ (NR. 10.5  $1.00) 

Source: Final Report, Hoskins-Western-Sondregger 



12 

TABLE 3 

FINANCIAL PLAN 

(in thousands of U.S. dollars) 

AID 

HI'iFy 

Total 

Foreign ExchangeW% 

$2,Th8 (100%) 

$2,748 (100%) 

Local Currency(9) 

$4,27o (70%) 

1,830 (30%) 

$6,100 (100%) 

TotalW% 

$7,018 (80%) 

1,830 (20%) 

$8,848 (100%) 

A.I.D. LOAN AMOUNT $7.0 million 
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E. SOCIO-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. i_/ 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.
 

I 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 Terai and hills. Adequate research on the effect-of penetration
 

Working Paper on Western Hills Road Project, Technical Assistance
 
Division, U.S. Department of Transportation.
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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.
 

TIe 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 as 
seen in Table 4.
In contrast to that, the districts surrounding the Western Hills
Road have had little access to improved seed varieties.
 

TABLE 4
 
AREA COVERED BY IMPROVED SEEDS
 

(Area in Hectares) 

MAIZE WHEAT 

strict 6 68 69 67 68 69 70 

Kaski 6 16 107 338 346 1832 1660 1736 

Syanja - 1 35 124 - 124 304 610 

Palpa 7 30 285 342 108 343 852 1808 

Rupendahi 100 58 132 864 400 1700 6224 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 in 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 41; from Rs 78 to

Rs 25 per quintal 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 co,3umer 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 contribute 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 it is the only road project 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." 
 In western
Nepal, this situation has changed little since 1964. 
 The Western
Hills Road will facilitiate communications and provide an 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 t,,rth. 
 In addition, after completion of the national eastwest 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 
a consequence, has thus far received minimal
attention from the Government.
 

The Western Hills Road should promote employment in the
region, in terms of actual construction labor and of increased
employment opportunities following completion of the road. During
peak periods of construction, the road has offered employment for
as many as 
6,000 to 7,500 laborers. 
 In the latter stages of construction, 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 constri-ction
moves 
further into the hills, eventually all of the unskilled
laborers will be Nepalese. While "employment" perse is 
a benefit,
a more important benefit to the Western Hills is increas6d monetization. 
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 
a large sum and one which should have a
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 increase
production and move toward the traditional expectations of increased
employment and higher living and health standards and a general
increase in economic activity. 
The role of the government in providing the facilities and services to make this a 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 Terai. 
As poiited out in
the "Economic Factors" section, the cost of transporting food
grains by poi'ter 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. 
 In the p st, surplus grain producedin the Terai has flowed across the borders to India rather than tc
the food deficit areas 
in the hills.

economical it is possible to start the slow process of improving
 

By making road transport more
 
the income of the people up-country tobegin to turn-around the flow
of Terai surpluses.
 

Related to the general issue of disparate regional development is the migration of hill peoples to the Terai.
this movement of hill peoples into the Terai is 
In addition,
 

a threat to the
social and p(litical stability. 
Until processing of the 1971 census
is completed, the Government will not know the true magnitude of the
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 68,000 in the district, Of a total population

some 28,000 (or 1l%)
eastern Terai. were born in the
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. I STITUTIONAL DEVELOP4ENT
 

An additional developmental objective of this project is its
role as a training vehicle for a great variety of civil works and
road building skills. 
 Since the initiation of the original rupee
project, 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,
etc., 
have been trained as part of the Western Hills Road Project.
 
I 
The HMG Roads Department has increased its capabilities,
but it is not yet able to provide this sort of training in an onthe-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
a 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 eCfect is obvious in a country which must acquire
its own capacity to build roads if a major impediment to development is to be removed.
 

We see excellent-prospects 
that the training accomplished here
will be absorbed as a 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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0. 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 plains section, the alignment occupies land
forms which may be characterized as thinly Populated, steep slopes,
little level land, thin soil and 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 remai:der of the distance. 
Little, if any, tillable
land will have been taken from production or will otherwise be
occupied by this road.
 

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

Construction in mountainous areas inevitably leads to some
ecological disturbances as aroadway result of physically imposingon existing land forms. a
 
difference in 

There is, however, a noticeable
effect between construction that is equipmentintensive rather than labor-intensive such as is the case for
this project. The "imposition" is done with a much lighter hand.
Borrow areas are smaller because room to deploy equipment effectively
does not have to be developed and there is less destruction of trees
and vegetation owing to the tendency to go around obstacles rather
than through them. 
The nature of the present ecosystems respectwithDandeldhura road have been thoroughly explored in a report prepared by
 

to the Dhangar~hi-
The Center for Economic DevelopmentGovernment and Administrationof Nepal during 1970. for theNegative impacts were not foundwith respect to land use patterns, wildlife habitat or migration
routes.
 

The largest single impact of this facility will bebeneficially affects the human resources during the foreseeable
 
that which 

future rather than producing any significant effect on natural
resources. 
The project is located in a food deficit area in which
the population cannot 

and for whom food 

support itself through marginal agriculture
must be imported. 
The zone of influence of this
road has been inaccessible and therefore lacking in social and
administrative services. As a result, human resourcesutilized and non-contributory are underwith respect to the welfare of thecountry. 

The road should lead 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
burning is to Indiscriminatewidespread stimulate new growth for animal fodder.Road access will contribute to the realization of value with respect
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to timber and turpentine production and reduce burning in areaswhich are unsuitable for agriculture owing to rainfall in
sufficiency.
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III. Project Implementation
 

A. Implementing Agency 

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

The Roads Department is composee of eight Divisions--Planning,
 
Construction, Maintenance, Design, Accounts, Western Hills Roads, 
Suspension Bridges and Administration. Each of the technical divisons 
is headed by a senior engineer, who is supported by qualified engineers 
and assistant engineers all of whom have been trained abroad. 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
21 administrative officers and accountants) of whom 26 are Senior 
Engineers and 67 are Assistant Engineers. (See Annex III, 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 are 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 com.petitive guidelines
governing AID-financed procurement, including preparation of tender 
documents and evaluation of awards. USAID will monitor expenditure
of loan funds for local currency costs under a mutually agreeable 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 f£rom July 1, 1973 
under the labor-intensive methods. 
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D. Conditions Precedent and Agreements to be reached prior to
 
Initial Disbursement 

Agreement has 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 undersLandings necessary for orderly project
 
implementation. Because this road has been under construction for
 
nearly four years, there is in place and operating a set of procedures
 
fo:- 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 initinl disbursement and agreements 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 opinion,
 
authorized representative, etc., A.I.D. will require the following

in the loan agreement as UP!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. Submission of budget and accounting procedures and
 
reporting requirements.
 

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

4. A plan setting forth procurement procedures for financing
goods and services in the United States, Code 941 countries and Nepal. 

The requirements for a procurement plan and agreements to be 
reached will be snelled 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 will 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 Nepal and have more detail 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 used 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 Maintenance
 

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
 programs are transferred to th- Roads Department for maintenance. Onthe basis of the scheduled takeover of completed sections of ongoing

projects, 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 improvement to the 
present standards of road maintenance and on strengthening the centraland field maintenance organization of the Road Department. Presentlythere are two maintenance workshops and eight zonal maintenance offices

for the existing road network. 
A proposal is currently Luider consideration
to create four divisional and several district offices, with considerable
 
authority vested in the divisional offices. In addition, the UNDP isfinancing five advisors in highiway engineering and maintenance as well 
as training, cost accounting and workshop management. 

In 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 oftwo years' supply of surfacing materials (loan financed) when construction
 
is completed. 
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PROJECT IMPL TrATION SCI0JDULE 

June 30, 1973 
 - Loan Authorization
 

July 1, 1973 
 - Initiate recruitment for highway 
engineer and maintenance advisor 

July 15, 1973 
 - TDY Loan Officer and Engineer 
arrive to work out implementation 
details 

September 1, 1973 - Loan Agreement signed 

September 1,1973 
 - IL No. 1 issued
 

October 15, 1973 
 Initial CP's met
 

Equipment lists for U.S. 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 

November 30, 1973 
 - Bids received and reviewed for 
equipment 

December 30, 1973 
 - Awards made for equipment 

July 31, 1974 
 - Equipment arrives 

Jbtly 31, 1976 - Construction completed 
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IV. COUNTRY ECONOMIC PERFORMANCE 

Since this proposed loan constitutes the bc6ii iirig 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: low 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 Annex XII)
 

During 1970/71 and 1971/72, Nepal's economic growth was
 
probably below the pace of the previous five years (i.e. below 2% p.a.
 
in 1964/65 prices) and therefore barely keeping pace with population
 
growth. In the agricultural sector, poor weather conditions 
contributed to a near stagnation in food grain production--paddy
 
production increased by 5% from 1969/70 to 1971/72, 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--led by production of sugarcane, jute, and potatoes.
 

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

Production of Principal Industries
 

67/68 68/69 6917o 70/71 71/72.. 

Jute (l,000 tons) 12.2 14.0 10.5 13.5 12.5
 

Sugar (l,000 tons) 3.2 9.7 16.2 14.5 7.6
 

oigarettes(billion sticks) ii.1 16.8 14.7 20.8 16.3 

eather (tons) 64.2 99.8 138.9 152.0 121.0
 

3tainless steel utensils (tons) 738 2,419 933 356 200 

3ynthetic textiles (1,000 m.) 2,493 3,541 2,354 984 48 
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In addition, tourism is an increasingly important se,!tor oif t,he 
Nepalese economy. The number of tourists is increasing: from 24,000
in 1968 to nearly 50,000 in 1971. 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 (1970/71-1974/75) 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 been commendable 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 a
 
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 can 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 Terai 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 agencies. 
In order to assure
 
this coordination, the Government has created a National Development

Council which is 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. Financial Structure and Prices 

Nepal's financial institutional structure is composed of the
Nepal Rastra Bank (the central bank), two commercial banks (Nepal Bank 
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Limited and Rastriya Banijya Bank), three development banks (Nepal
Industrial Development Corporation, Aricultural Development Bank,
and Land Reform Savings Corporation) and two special intermediaries(Provident Fund Corporation and InsuranceNational 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

deposits. 
Total 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 madeefforts 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 successful 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. However,
 
as pointed out in the most recent IMF Report (December 1972), the

Government has proposed an amendment to the 1965 Bnnking Act which
would allow commercial banks to make longer term loans for agriculture
and industrial capital with land and buildings as security. Attempts

are ueing 
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 assumedthat 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 1971; 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 His 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 1972 
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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 increase were higher
 
than the annual growth rate of GDP at current prices. Therefore, over
 
the same period, the ratio of domestic revenue to GDP increased l'rom
 
about 4% to slightly more than 5%, while the ratio of total expenditures
 
to GDP increased from 7% to 9%.
 

I1MG Budget Financing and Expenditures 

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

1967/68 1968/69 1969/70 1970/71 1971/72 1972/73 
Actual Actual Actual Actual Rev. Est. Estimate
 

Total Expenditure 461 	 684 769 929 1,268 

Regular 	 185 223 236 304 358 410
 

Development 	 276 348 448 465 571 850 

HMG Revenue 	 326 413 464 460 518 601 

Deficit 	 (135) (158) (220) (309) (411) (667)
 

Foreign Grants 158 219 244 271 260 291 

Foreign Loawi - - 7 32 39 120
 

Domestic Borrowing 10 20 20 30 50 171.5 

Cash Balances ... 	 62 84.5 

TOTAL 	 168* 239* 271* 333* 411 667 

% Increase of Total 
Expenditure Over Prior 
Year 5.3% 23.5% 19.8% 12.5% 20.7% 

% Increase of Regular 
Expenditure Over Prior 
Year 	 4.9% 20.64 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--surpluses went to government cash balances. 
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1967/68 1968/69 1969/7o 197o/71 1971/72 1972/73 
Actual Actual Actual Actual Rev. Est. Estimate 

HMG Revenue as % of 
Total Expenditure 70% 72% 68% 59% 56% 47% 

Foreign Grants & Loans 
as %of Total Expenditure 34% 38% 36% 39% 32% 32% 

Total HMG Resources (Rev.+ 
Borrowing + Cash Balances) 
as % of Total Expenditure 73%** 76%+* 70%+* 63%** 68% 68% 

Development Expenditures have been increasing at a faster pace than
 
either Regular Expenditures or Total Expenditures--with the exception

of FY 71 when HMG "regularized" many expenditures which had previously
been covered in the Development Budget. This meant that a significant

amount of expenditures for education, panchayat development, agriculture,
land reform, and electricity were moved to the Regular Budget. Also,
when looking at data from FY 71, it should be remembered that FY 71 
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 devw:1opment 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,it is
 
estimated that this will increase to 77%. 

This increased "absorptive capacity" also means added resource 
mobilization problems. HKG is to collect 600If able the Rs million 
revenue estimated in 73 will mean anthe FY Budget, it almost two-fold 
increase since FY 68, although as a percentage of total estimated 
expenditures for FY 73, HMG revenue would have fallen from 70% in FY 68 
to 47% in FY 73. The rap..dij increasing level of expenditures has,
therefore, necessitated a search for other sources of financing. Foreign
assistance has averaged around 35% of total expenditures during tlie recent 
past and while it will inevitably increase in absolute terms, it is 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 HMfG revenue comes from indirect
 
taxes. In FY 73, 62% of total revenue is projected to come from the
 
three primary sources: c:ustoms, excise, and sales taxes. However, it 
should be noted that 1MG has succeeded in reducing the relative importance 

**Surpluses in these years mean that percentages of foreign aid and HMG 
resources add to more than 100%. 
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of customs duties to overall revenue. In FY 67, customs duties
comprised nearly 50% of all revenue, while in FY 73, it is estinmtedthat customs duties will make up less thtu: 37% of total revenue.
 

Internal Revenue Structure
 
(millions NC) 

vg.*Annua.LActual Actual Actual Actual Rev. Est. Est. 

FY68 FY69 FY7o FY 72 FY 73 

Increase FY 68 
to FY72 

Indirect Taxes 180 261 28 278 320 364 19% 

Customs 130 183 194 157 190 222 11% 
Excise 21 28 38 57 60 65 46% 

Sales Tax 27 48 51 62 67 74 37% 

Miscellaneous 2 2 2 2 3 3 

Direct Taxes 20 27 2 41 46 57 

Income 11 17 20 21 22 24 100% 

Registration 5 6 16 16 16 17 55% 

Miscellaneous 4 4 3 4 8 16 100% 

Land Tax 83 12 88 76 80 82 nil 

Total Taxes 283 367 412 395 446 503 15% 
Non-Tax Revenue .6 2 §2 72 98 iW 

Total Revene 326 413 464 460 518 601 1 

The above table shows that total domestic revenue has increased by an
average of 15% per annum since FY 68, compared to an rerage increase in
expenditures of more than 20% per annum. 
However, of perhaps greater
importance, more revenue is being realized from individual taxes. 
Of the
four most important 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 
ad it appears land revenue seems to have reached a
plateau near Rs 80 million. 
This indicates a "real" shortcoming in the
Nepalese tax stri-:tures. 
 The system appears to be relatively inelasticand not adequatu., responsive to increased revenue requiremencs of .MG. 
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In the near future Nepal will begin to face domestic resource 
constraints. As recently as FY 1971, IPepal 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 that it is therefore a difficult 
country in which to impose new taxes. In the short run, ti.nx 
revenue will probably not increase significantly even though Lho 
Government has estimated a 16% increase for FY 73, primarily due 
to projected increases in the collection of customs duties and the 
creation of a new urban house 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 
estimated that domestic borrowing for FY 73-75 might reach Es 220 
million. This projected annual average of more than Rs 70 million 
is greater than for any single year in Nepal. It compares to Rs 50 
million in FY 72 which was the previous high. The Government is 
also considering a greater use of traditional deficit financing. 

VII. Debt Service Capability /
 

The external 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 abroad has mainly taken the form
 
of grants. The total outstanding public and publicly guaranteed
 
debt rose from about $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 Governr&-nt.
 

The total debt scrvice (princi-". and interest) on external
 
loans in 1971/72 amounted to the equivalent of about $0.3 million
 
(see Annex V). This rtpresents a sharp drop from the 1968/69 level
 
when premature settlements on certain loans were made. The foreign 
currency portion of the 1971/72 debt service amounted to about $0.13 
million. Contractual debt service obligations are projected to rise
 
to about $0.7 million by 1974/75, of which $0.4 million will be in
 
foreign currencies. Future projections indicate debt service
 
obligations will be at their highest in 1981 and 1982 and reach a
 
level of approximately $3.4. 

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

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

3 Quarters

1967168 1968/69 1969/70 1970/71 1971/2 

Jute 49.7 68.4 49.1 33.3 32.7
 

Jute Manufactures 32.5 36.9 
 26.2 25.7 19.2
 

Bristle 6.9 14.2 16.8 
 8.0 2.0
 

Mica 1.4 
 9.3 8.7 0.9 --


Musk & Feathers 0.3 4.5 
 4.2 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 

TOTAL 94.8 146.0 121.1 
 85.0 60.7 

The Asian Development Bank currently has two loan agreements

with Nepal to cuver 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 1972/73 as compared to 18,000 MT in 
1968/69. The Report also projects significant increases in the
production of hessian and sacking. 
 If the Report's projections are
 
correct, Nepal's annual earnings from Jute exports could increase by 
more then $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 about 6,000 in 1962 to nearly 50,000 in 1971. Recorded
 
convertible foreign earnings from tourism for 1971/72 were $2.0 million
 
as compared with $200,000 in 1965. Assuming a steady gro-rth 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 average 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 ser rice 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 Gurkha 
remittances, interest on investment,and foreign aid. 
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VIII. Balance of Payments 

Since July 1968, total foreign exchare reserves of the barkiii,, 
system have doubled. 
Most of this increase has been in convertible
 
currency: from Rs h09 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 trane nave oeen compiled

only through FY 1969. Over thc five-year period n 65-FY 69, both
 
recorded imports and exports fluctuated in value, although the
 
unfavorable trade balance was reduced in magnitude. recordedIn 1965, 
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
 
76.3% of recorded imports (Rs 744.2 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 is 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 total 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 
a monthly IC requirement of some Rs 70 million. Current official 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 minimum. 

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: i.e., since 
1966/67, food grain prices have increased an average 1% per year, while 
prices of manufactured goods have increased 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.

Daring the past year, food grain prices have increased at a faster rate.
 
However, the increased prices are due to shortages created by poor weather 
conditions--Nel i. also suffered from these poor conditions and has
 
therefore had little exportable surplus. 
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This deterioration in IC balance oC 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 positiondoes not improve greatly in the near future, Nepal may haveconvertible currency for imports from India. 
to use 

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
are already often more costly than the international price). 
 The
official rate of exchange is $1.00 = 7.60 IC, while the "real" rate
is closer to $1.00 = 10 IC. 
 If Nepal were to buy a commodity costing
Rs 760 IC, it would pay $100 using the official rate, however, using
the "real" rate, this same commodity would cost $76.
 

One should also 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 balanceof 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 ioad projects or have made commitments for future projects. 
Therefore,
I1MG 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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UNCLASSIFIED 

AID-DLC/p-2001 
ANNEX II ANNEX II 

Development Activities for Five Districts in Western Hills Regions
 

Kailali District
 

I. Resettlement Program
 

2. 
Upgrading of Agriculture Marketing Cooperative Center to Depot

status.
 

3. 
Complete auditing of Compulsory Savings Program, create VillagE
Committees (credit), and distribute savings remunerations 
 al
FY 1973.
 

4. Complete land tenancy registration and acquire lands above
ceiling from landlords by end of FY 73.
 
5. Groundwater survey and well drilling Dhangarhi area.
 

6. 
Creation of National Trading, Ltd. godown in Dhangarhi.
 

7. Dhangarhi electrification
 

8. Drinking water project, Dhangarhi 

9. Implementation National Education Plan
 

10. Construction of 50-bed hospital
 

11. Improvement of Dhangarhi STOL field
 

12. 'Feasibility survey of Catachu Mill
 

13. 
Resin and Turpentine Factory, Dhangarhi
 

14. 
 Intensive agricultural development Droaram 

Kanchanpur District
 

1. Resettlement Program
 

2. Complete auditing oI 
Compulsory Savings Program, create VillageCommittees, and distribute savings remunerations (FY 73). 
3. 
Complete land tenancy registration ana acquire lands above
ceiling from landlords by end of FY 1973.
 

* Source: Nepal, Fourth Plan 
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4. 	Sharada irrigation project -- to cover 25,000 hectares
 

5. 	Drinking water project, Mahendranagar
 

6. 	Implementation of National Education Plan
 

7. 	 Creation of sub-post office, Kanchanpur 

8. 	 Mahendranagar electrification 

9. 	 Western Nepal petroleum exploration projecu 

Dandeldhura District
 

1. 	Creation Agriculture Marketing Cooperative Center, Dandeldhure
 

2. 	Complete auditing of Compulsory Savings Program, create Villae 
Committees, and distribute savings remunerations (FY Mh). 

3. 	Trigonometrical Survey, FY 74
 

4. 	Topographical Survey, FY 74
 

5. 	Wireless Satellite Center, Dandeldhura
 

6. 	Intensive agricultural development program
 

7. 	Construction 15-bed hospital, Dandeldhura
 

8. 	 Horticulture Station, Dandeldhura 

9. 	 Rastriya Vanijya Bank Branch, Dandeldhura 

Baitadi District
 

1. 	Chaulahi suspension bridge
 

2. 	Minor irrigation feasibility studies
 

3. 	Food deficit region -- Agriculture Extension Program
 

4. 	 Horticulture Center (running) 

5. 	 Cottage Industries Center (running) 
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Doti District
 

1. 	Creation Agriculture Marketing Cooperative Center, Doti
 

2. 	Complete auditing of Compulsory Savings Program, create Village
 
Committees, and distribute savings remunerations (FY 74)
 

3. 	Trigonometrical Survey, FY 74
 

4. 	Topographical Survey, FY 74
 

5. 	Construction 15-bed hospital
 

6. 	Food deficit region -- Agriculture Extension Program
 

7. 	Doti Agriculture Station (running)
 

8. 	Intensive agricultural development program
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Nepal: Unweighted Price Indices for all Nepal and Principal Regions, 1967/68-1971/72 

(1961/62 = 100) 

Foodstuff 
Foodgrain 
Other 

Kerosene 
Cotton textiles 
All comnodities 

Regional (A 
Commoditj =s 

Katbmanqu 
Terai region 
Hilly region 

171 
210 
132 

140 
114 
142 

138 
156 
'.31 

160 
182 
138 

158 
126 
147 

148 
156 
137 

158 
172 
144 

156 
126 
147 

151 
157 
132 

165 
176 
154 

161 
150 
159 

163 
169 
144 

178 
193 
162 

163 
158 
167 

172 
173 
155 

Sources: Nepal Rastra Bank and 1972 IMF Report. 
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NEPAL: ERIAL DEBT SERVICE OBLIGATIONS, 1 9 7 o/ 7 1 -1 9 7 4 / 7 5 i 
(In millions of Nepalese rupees)
 

1970/7 l1 971/72~L 1972/73?-/
Prin- Inter- Prin- Inter-
 Prin- Inter-


cipal est cipal est cipal est 


1. 	Repayable in foreign
 
currency 
 0.6 	 0.4 1.0 0.3 2.6 0.3 


Direct government

obligations 
 0.2 0.1 
 0.5 -- 0.8 --

Government-guaranteed

obligations 	 0.4 0.3 0.5 0.3 1.8 	 0.3 


2. Repayable in local currency 1.4 0.5 	 0.5
1.5 	 1.6 0.5 

Direct government

obligations 
 . 0.4 1.3 0.4 1.4 0.4 


Government-guaranteed
 
obligations 0.2 
 9.1 	 0.2 0.1 0.2 0.1 


Grand total (1 + 2) 2.0 	 0.9 2.5 0.8 4.2 0.8 

Surce: IMF Report Dated Dec. 21, 1972
 
Actually made payments.
 
Scheduled contractual payments,
 

1973/74V~

Prin- Inter-

cipal est 


3.1 	 0.3 


1.3 --

1.8 	 0.3 


1.7 	 0.5 


1.5 	 0.4 


0.2 	 0.1 


4.8 	 0.8 


1974/7Y~

Prin- Inter
cipal est
 

3.6 	 0.3
 

1.8 -

1.8 	 0.3
 

1.9 	 0.4
 

1.7 	 0.3
 

0.2 	 0.1
 

5.5 	 0.7 

-S 

0I,



ANNEX VI 
AID-DLC/P-2001
 

YOMOT E HiN E RESERY. WITH JIINQ BSTDA 

(in vdUloms of MO) 

YGujdLALth 

TOTAL 
Con- Inmc-
natil nrtLkle 

NEPAL RASTRA BANK 
Con- Ioan-

nzxWa zR M 
COMMIXL BAMS 
con- Inoon

ZKI~bl m11kiba 

1968 July 409.2 146.6 402.8 119.0 6.4 29.6 

1969 July 563.4 235.4 524.I 1740 39.3 61.4 

1970 July 644.3 265.5 602.2 215.1 42.1 50.4 

1971 July 759.0 262.7 719.1 226.2 39.9 36.5 

1972 Jamnuu 851.6 234.0 810.6 188.7 41.0 45.3 

February 660.4 251.7 812.6 204.7 47.8 47.0 

March 654.8 248.8 sos.6 200.6 46.2 48.2 

April s69.2 227.4 820.8 181.4 48.4 46.0 

MAY 89.8 236.2 837.9 178.2 60.9 58.0 

June 916.1 232.9 860.4 166.1 55.7 66.8 

July 894.0 240.0 833.2 178.5 60.8 61.5 

August 899.2 111.0 823.4 150.0 75.8 61.0 

Septmber 8U3.5 209.7 793.8 134.0 89.7 75.7 

Ootobe- 929.3 194.5 814.1 122,0 115.2 72.5 

November 939.3 16.4 824.9 108.1 1144 78.3 

Deoembr" 951.2 159.7 836.1 95.1 115.1 64.6 

Sources Nepal Rastra Deak 



ANNEX VII 

AID-DLC/P-2001

NEPAL' S RECEIPT & EXPENDITURE OF CONVERTIBLE FOREIGN EXCHANGE 

(In Millions of N.C.) 

1968-69 1969-70 197o-71 1971-72 

RECEIPTS 262.6 280.7 255.4 

Invisible Exports 78.6 100.4 106.4 129.4 

Gorkha Remittances 44.5 46.5 48.8 65.7 

Tourists' Expen
ditures 9.4 13.2 16.7 21.0 

Interests on 
Investments 24.7 40.7 40.9 42.7 

Visible Exports 136.8 108.8 87.4 89.3 

Foreign Aid 1.9 22.4 6.8 22.4 

Miscellaneous 45.3 49.1 54.8 60.7 

EXPE2NURE u26.6 189.0 171.3 254.0 
Invisible Imports 10.9 11.6 13.6 20.5 

Visible Imports a/ 76.2 134.8 79.3 113.4 

,Miscellaneous 29.5 42.6 78.4 120.1 

SURPLUS (+) or DEFICrr 

-) +146.0 +91.7 +84.1 +47.8 

a/ Includes the goods imported under the bonus scheme.
 

Note: 
 On December 8, 1967 Nepalese Currency was devalued by 24.78 percent.
Foreign currencies have been converted into run~pn o 
1 ying rates.
 

Source: Nepal Rastra Bank. 



ANNEX VIII
 
_ CAID=DLC/P-
STATUTOK 20 01 CHECKL 

June 1973 

A. P1*grese TowM Country Goals, 
1. FM 1120l(b)(0 
oni W(7). 201 (b)(8). 208 

a. Making apPropriate efforts to increase food productionand lProve means for food storage and distribution. 
Nepal is giving priority attention to increaingProduction. foodFor the put everal years, theaovenmenthas dvted approximately 12% of its total expedtrto the Agricultu sector. Coqementary to itsdomestic Qff, "Yta, the Government has been working withLOUD and other donors in anagricultura effbrt to increaseProduction -- e•g., USAID'sTechnology Project, Food Grainthe Indian Cooperation Mission'aagricultural and irrigation

Gandaki Regional Project, 
ssistance, the German 

adistance. and the UIrDP/PAo's agriculturalWith regard to food distribution,the oernmt of Nepal in 1972.,created the Agricultural MarketingCorporction to handle the distribution of food andaericultural inputs. In addition, a national grainstorage network is being designed and constructed. 

b. Creating a favorable climate for foreign and domesticprivate enterprise and investmaent. 

The Industrial Enterprise Act of Nepal provides
following incentives the
to investorsIn basic in Nepal (for investentindustry, export industries,sad/or tourism): cottage industries, 
teCtv 

(1) ten years' tax holiday; (2)Import duties pro.for a minimautom concessions of five years; (3)imported machinery andon raw materials;and (4)repatriation of capital and profit in the form ofconvertible foreign currency up to 10% and 25%, respectively.The Only rstrictions against foreign investors involvecottage or small industries (with capital investmentthan Re 500,000) lessand defense industries* For medium and.large scale industries, there are no restrictions againstforeign investment. 

c. Increasing the people's role in the developmntal process. 

The political structure of Nepal is based upon maximizingthe role of the people in develapmt. The people vote directlyfor their village pachat.representativs - the district,tonal, and national panchayat meoerg are then electedIndirectly from the next lover body's poembership. 
Abbreviations: *FAA 
- Foreign Assistance Act of 1961, 
as
amended, incorporating amendments effected
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In addition, the national planning effort emphasizes a 
more equitable regional distribution of development
benefits -- and is based upon creation of four north/the 

south growth axes. It is also anticipated that this
regional emphasis will de-centralize 
some of the decision
making and increase the role of the village and district 
panchayats in the development process. 

d. 	 Allocating expenditures to development rather than to
 unnecessary 
military purposes or intervention in other free
countries' affair. 

In the FY 1973 Budget Estimate, less than 6%of totalexpenditures were planned in the defense area. Nepal has not
intervened in the affairs of any other free countries. 

e. 	 Willingness to contribute funds to the project or program. 

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

f. 	 Making economic, social, political reforms such as taxcollection improvements and changes in land tenure arrangements; and making progress toward respect for 	the rule of
lav, freedom of expression and of the press, and
recouizing the importance of individual freedom, initiative,

and 	private enterprise. 

and
 

g. 	 Responding t3 the vital economic, political, and social 
concerns of its people, and demonstrating a clear
determination to take effective self-help measures. 

Nepal is makin efforts to make its tax structure moreequitable -- e.g., increasing the burden on uz*a dwellers whoproportionately received greater gains than the rural 
have 

population. Tax revenue has 	increased by approximately15% per annum since FY 68, with the largest absolute gain

in custom 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

for social services -. education, health, and panchat. 

are
 

the education sector, thG Government has recently 
In
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instituted a New Education .ysatem Plan which calls fordoubling of current pri a ary school -attendance by 1976 andfor the increased vocationalization of the curriculum.The Government has encouraged self-help projects (such as
road construction) through local panchayats and through a
Food-for-Work program, especially in the food deficit
hill areas. Political and social reform (such as thepancha-at system) are based upon basic Nepalese traditions,but still evolving towards greater democratization andimproved living conditions for the people. 

B. Relations with the United States 

1. FM 1620(c)
 

Is the government indebbed to any U.S. citizen for goods or
services furnished or ordered where: 
 (a) such citizen has
exhausted available legal remedies, including arbitration,
or (b) the debt is not denied or contested by the government, or 
(c)the indebtedness arises under such governmentt
or a predecessor's undonditional guarantee?
 

We are not aware of any such cases.
 

2. FM1620(d) 

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 establish 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. EJu26 A)() 
Has the country's government, or any agency or subdivision
thereof, (a) nationalized or expropriated property owned by
U.S. citizens or by any business entity not less than 50%beneficially owned by U.S. citizens, (b) taken eteps torepudiate or nullify existing contracts or agreemtuts 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 
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six months have elapsed since such occurrence, identify thedocument indicatiig that the government, or appropriateagency or subdivinjion thereof, has taken appropriate stepsto discharge its obligations under international lawtoward such citizen or entity? If less than six monthshave elapsed, *.at steps if any has it taken to discharge
its obligations?
 

No. 

4. 2'AA 162oWp 

Has the country permitted, or 
measures to prevent, 

failed to take adequate
the damage or destruction by mobaction of U.S. property, and failed to take appropriatemeasures to prevent a recurrence and to provide adequatecompensation for such damage or destruction? 

The cooperating Government has taken adequate measuresprevent damage toor destruction of U.S. property.
 

5. FAA1620(l) 

Has the government instituted an investment guaranty programunder FAA 1221(b)(1) for the specific risks ofinconvertibility and expropriation or confiscation? 

Yes
 

6. A 162,o(o) 

Fisherman's Protective Act of 19 
 as amended Section 5.
Has the country seized, or iposed any penalty or sanctionagainst, any U.S. tishing vessel on account of its fishingactivities in international waters? If, as a result of aaseizure, the U.S:G. has made reimbursement under the provisions of the Fisherman's Protective Act and suc' amountnot been paid in ful. by the seizing country, identify 
has 
the document ion which describes how the withholding ofassistance under the FAA has been or will be accomplished. 

NO. 
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7. FAA 1620(g) 

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 3620(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 s620(1)
 

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.
 

ss
2. FAA ss620(a), 620(n)
 

Has the country sold, furnished, or permitted ships or aircraft under its registry to Larry to Cuba 
or North Viet-Nam

items of economic, military, or 
other assistance?
 

No.
 

3. FAA s620(u); App. 108. 

What is 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
 

i..FIA 

Has the country efigaged 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
 



2. FAA 1620(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? Is 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 is placing first
 
priority on economic development and is not diverting a dis-
 ,
 
proportionate amount of 
its resources into military expenditures.
 

!I. CONDITION OF THE LOAN
 

A. General Soundness
 

Interest and Repayment
 

1. FAA ss201(d), 201(b)(2) 

Is the rate of interest excessive or unreasonable for the
 
borrower? Are there reasonable prospects for repayment?
 
What is the grace period interest rate; the following
 
period interest rate? Is 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 2% per annum
 
and 3% thereafter. The rate of interest is not higher than the
 
country's applicable legal rate of interest.
 

Financing
 

1. FAA s201(b)(l).
 

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.
 
Government-financed project, no other donor or private source
 
is interested in financing its completion. 



Economic and Technical Soundness
 

I. FAA H20L(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.S. have been completed.
 

52. FAA s611(a)(l) 

Have engineering, financial, and other plans necessary to carry
 
out assistance, and a reasonably firm estimate of the cost of
 
assistance 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 Vll(b); App. IlOl. 

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?
 

Nor applicable. This is not a water or related land-resources
 
c6astruction project or program.
 

4. FAA 1611(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 II.
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3. 	 Relation to Achievement of Country and Regional Goals 

--	 Country Goals 

1. 	 FA12o7 281( a) 

Describe this loan's relation to: 

a. 	 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 objec ives 
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 build 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 economic development. 

b. 	 1habling 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 
utilizaion of improved agricultural inputs in the food deficit 
area, thereby increasing food production. 

c. 	 Meeting increasing need for trained manpower. 

The road project will serve as a training vehicle for a great 
variety of civil works and road building skills. Steps will 
lso 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. 
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d. 	 Developing programs to meet public health needs. 

No direct relation exists 

e. 	Assisting other important economic, political, and social 
development activities, including industrial development; 
growth of free labor unions; cooperatives and voluntary
agencies; improvement 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 economic integration
of isolated regions of Nepal by improving the transportation
and 	communications in the area thereby stimulating 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 Vie infrastructure of that organization and 
enhance its overall capabilities to plan and implement
projects of this nature in the future. 

2. 	 FAA 1201(b)(4) 

Describe the activity's consistency with and relationship to other 
development activities, and its contribution to realizable long
range objectives. 

and
 

3. 	 FAA 1201(b)(9) 

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

Adequate 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 necessary prerequisite
to realizing longer-range development objectives and achieving self
sustaining growth. 

4&. 	 FA 601f)
 

It 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. 
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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 thebasis for a unified economy and have a positive effect on the
overall economic development of Nepal. 

9. FAA 1201(b)(3)
 

In what ways does the activity give reasonable promise of contributing to development of economic resources, or to increase 
of productive capacities? 

Transport at reasonable costs will promote the development ofeconomic resources in the area, particularly in the agriculture
sector. It should stimulate capital investment in a number ofproductive enterprises along the road corridor. 

6. FAA 1281(b) 

How does the program under which assistance is provided recognizethe particular needs, desires, and capacities of the country'speople; utilize the country's intellectual resources to encourage
institutional development; and support civic education and training in skills required for effective participation in political 
processes.
 

By utilizing indigeneous qualified personnel to the maximumextent and investing major responsibility for implementation ofthe project with a government organization, a portion of the
country' s intellectual resources will be usefully enployed andthe capabilities of an important public institution strengthened.
Through the road, an isolated area of the country will bepolitically, socially, and economically integrated with the
of the nation, thus providing 

rest 
the basis for greater participation

on the part of the populous in the national political process.
7. FA1601(a) 

How will this loan encourage the country's efforts (a)to:
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 conwrce; and (f) strengthen free labor unions? 

By providing an economica,. means to transport goods, the road willenhance the existing trade with India, foster private initiative
and competition in the agriculture and industrial sectors. With 
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the 	added stimulus to agricultral production which ti;e roadis 	 expected to have, utilization of credit unions and coopera..
tives vwll 	 be maximized. 

8. 	 FAA m202(a) 
Indicate the amount of money under the loan which is: goingdirectly to private enterprise; going to 	intermediate creditinstitutions or other borrowers for use by private enterprise;being used to finance imports from 	private sources; or otherwise 	being used to finance procurements from private sources. 
The total loan amount will be used to 	finance materials, equipment, and services from private sources in Nepal, the U.S., and1
94	sources.
 

9. 	 FAA 6U-(a)(2)
 

What legislative action 
is required within the recipient country?What is the 	basis for a reasonable anticipation that such actionwill 	be completed in time to permit orderly accomplishment of 
purposes of loan? 

No 	special legislation required.
 

Regional Goals
 

1. 	FA 3619 

If this loan is assisting a newly independent country, to 	whatextent do the circumstances permit such assistance to 	be furnishedthrough multilateral organizations or plans?
 

Nepal is not 
a newly independent country. 

2. 	 FAA20
 

If this loan is 
 directed at a problem or an opportunity %natisregional in nature, how does assistance under this loan encouragea regional development program? What 	multi-lateral assistance ispresently being furnished to the country?
 

This loan is 
 not directed at a regional problem. 

C. 	 Relation to U.S. Economy 

-- ftloymet, Balance of Payments, Private Enterprise 
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1. FAA 11201(b)(6); 102, Fifth. 

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

The goods and services financed by this loan will be obtained
from U.S., local, and 941 sources, with only a small portion
being procurrw,4 in the U.S. 

2. FA 11612(b), 636(h) 

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.S. 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. 

3. FAA 3601(d); App.0109 

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.S.? If so, has the required waiver 
been obtained?
 

Emgineering or other professional expertise required over and above
that provided by the cooperating country or A.I.D. will be from 
private U.S. firma. 

4. FA 16o8(r) 

Provide information on measures to be taken to utilize U.S.
Government excess personal property 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 iteme, where practicable. 



5..'FAA 1602
 

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 1621
 

If 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 (if so, explain); and how can they be made available
 
without undue interference with domestic programs?
 

The technical assistance requirements over and above that pro
vided by A.I.D. will ba provided by private enterprise.
 

7. FAA 1611(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 R601(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 1602(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. Geographic i.uue 
941 Sources. 

Is
 



2. FAA s604(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 1604(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. 1106
 

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) 

If 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
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4. FAA H620(b). 620(f): Ap, 09(b).
 

Has the President determined that the country is not dominated
 
or .controlled by the international Cormuist movement? If the
 
country is a Communist Country (including, but not limited to,
 
the countries listed in FAA s620(f) and the loan is intended
 
or economic assistance, have the findings required by FAA
 

s620(f) and App. s109(b) been made and reported to the Congress?
 

Yes; Nepal is not a communist country.
 

5. FAA 1620(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 Coutunist-bloc countries?
 

The loan agreement will contain a provision covering thl
 
provision.
 

6. App. S118
 

Will any funds be used to finance procurement of iron and steel
 
products for use in Vietnam other than as contemplated by s118?
 

No,
 

7. FAA s636(i)
 

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

No.
 

8. FAA 0620(a)(1) and (2), 620(p); App. 1ll7
 

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

No.
 

9. FAA s620Ca) 

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 1201(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. 1104
 

Does the loan agreement bar any use of funds to pay pensions,

etc., for persons who are serving or who have served in the
 
recipient country's armed forces? 

Yes.
 

12. App. hl02
 

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 s481 

Has the President determined that the recipient 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. 111
 

Is the loan being used to transfer funds to world lending

institutions under FAA ss309(d) and 251(h)?
 

No.
 

15. App. 1501
 

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

No.
 

Aa 



16. FAA 	1612(d)
 

Does the United States own excess foreign currency and, if
 
so, what arrangements have been made for its release?
 
Nepal is 	not an excess currency country.
 

17. 	 FAA s604(d) 

WKl pro±sln be made 	 for placing marine insuranceU.A' if 	 in thetbe reipient country discriminates against any
mal"Ine In-rak. -xnpany authorized to do business in the 
U.S.
 

Yes. An appropriate provision will be included in the loan
 agreement.
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ANNEX IX 
AID-DLC/P-2001 

CAPITAL ASSISTANCE LOAN AUIHORIZATION 

Provided from: Development Loan Funds 
Nepal - Western Hills Road 

Pursuant to the authority vested in the Assistant Administrator,
Bureau for Asia of the Agency for International Development (hereinafter 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,ooC
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 kilometers all-weather road, related
ancillary structures, training, 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 941 countries.
 

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

Date:
 

Assistant Administrator
 
Bureau for Asia
 



ANEX X
 
Loan Application: 

AID-DLC/1,-200" 

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

1973:
 

Mr. William Carter Ide, Director
 
Agency for International Develo ment
 
Rabi Bhavan
 
Kathmandu
 

Dear Mr. Ide: 

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

His Majesty's Government places high priority to the completion
of the Western Hills Road because of its importance to the economic
growth of the area in which it is being constructed and because of
the considerable investment made to date by both the U.S. Governmentand His Majesty's Government of Nepal. 

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

Yours Sincerely,
 

Devendra Raj Ronday
 
Joint Secretary
 
Ministry of Finance
 



ANNEXX 

AID-DLC/P-2001
 
Section 6 11(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, William 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, and 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 

A. 	At current prices
 

Agriculture and Forestry 


Mining 


Manufacturing 


Cottage Industries 


Construction 


Transport & Communications 


Financial Institutions 


Ownership of dwellings 


Public Administration
 
and Defense 


Public Utilities 


Wholesale and Retail Trade 


Services 


TOTAL 


B. At Constant1964/65 prices
 

Agriculture 


Nonagriculture 

Source: IMF Report, December 1972
 

Value 


3,915 


1 


83 


392 


123 


91 


69 


654 


82 


4 


309 


5,893 


3,915 


1 


5,893 


Percent 


66.4 


1.4 


6.7 


2.1 


1.5 


1.2 


11.1 


1.4 


0.1 


5.2 


100.0 


66.4 


33.6 


100.0 


Value Percent
 

6,563 69.2
 

1 -

278 2.9
 

656 6.9
 

192 2.0
 

192 2.0
 

128 1.3
 

729 7.7
 

199 2.1
 

15 2.1
 

274 2.9
 

256
 

9,483 100.0
 

4,336 66.3 

2.203-2/ 33.7 

6,539 -/ 100.0 

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



C ) I CI' \VS I I ,I II S O D 

COST: Approx. $8 TilIion 

ThL po' . u'-;'t in [is IR shall mean the completion of 140 km of 

all- %eatwciturablu road (Western Ifills) with ancillary structures 

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

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

Project Obj(-tiv: 

This projec.l is the first part of a U. S. effort to assist Nepal in its 

,,"d - , I(l(w'l.. opcn t, by improvement of its tr'anspovltati on 

iacilities in selected areas. The effort of which this project is a part 

v,111 provide devclopmc)t loans for the construction of two roads and 

the inilrovocr(:,nt of two related airports. Because one of the roads 

(\Vesiorn flils), already begun with other financing, will require new 

fun-Ig on... , , :973 w,,e are separating that portion of this effort 

for separate fundin ," in this fiscal year. 

Bacehtr'und:
 

The kingdom of Nepnil J.s a land-locked country bordering on Tibet in thr
 

norh, 
ad .ndia in the east, south and west.. Nepal is roughly 600 km 

Ionar. and 170 knI' wide and is divided into three distinct physical 



Hiil;jay,(vS; ill il,. 1l11. T1he Ce'CIttraI and northern regions ar1'e disse(cted 

by I-,,'P VZ!II,.. r.I' nr 2,fl(T'I]l fron the )1olh to south. T c populatin! 

of N ,cii is e -ti !:mri,(! :it hout 12. 000, 000 ofr which abouti two-thirds
 

live in the Terni, approxi mately 5 perc ent in the Kathmnandu Valley,
 

and ilw v.,maindcr in th celntral hills.
 

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

first stages of econonic development. Alihough Nepal is not large, 

its deveioprnt.nt has been hindered by geographic characteristics. Due 

to primii'tive tr.n7poral ion facilities it does not have an integrated 

('cono::iy- 1ut, in iiL*i-y parts of the country, is coimposed of many loosely 

linked minor valley economies. Most of the population dispersed among 

the hills and mountains are linhed only by trails which permit trans

portation only by foot. 

An A. 1. 1). report prepared in 1968 by a team headed by Mr. Joseph C. 

Wheeler caught the essence of one of Nepal's critical needs: "Itis 

appare n: to ally visitor in Nepal thfi- ndrtiiinnal roads are essential 

for further developmcint. The -,isting network of roads is so limited 

that without air transport the country would Jack the essential minimum 

level o conimunicalions to permit it to function as a nation. In the 

Team's *viewthe question is not that of whether roads should be built 



biut \Vheje .tl 1 .)4 . . 

:1it ; L~ 18Si.; ilthe 

('01- t eti,BIof roadIs as an .(;stnti a nl(";S expediting development 

Gf, . J!, Y U.!,.:,ils or reso urces
 

to do i h -1
h'es. '['he Es.;t-W y.1 Ili,}Iiway w'hich is currently undj 

c"Ii:.'l.n e ifl )y a "Umer of don op will p movi d one of the bases for 

ai intcgratcd roaid network for the country. It will traverse the
 

entire length of Nepal 
in the Terai joining the eastern and western
 

regions.
 

More important, prescnty, is the construction of north-south feeder 

rnad,: vhich connect the isolated valley economies with each other and 

with the richer p1r'ocI c'ive and tradingr areas in the plains (terai) of
 

Southern Nepai. 
 The longer cast-west highway will be a useful
 

conmiecting link for the 
 counLry, but the more important and fundamental 

cur'rent development role for road transport is to connect the now
 

sep:w'a ted hill and plain economies arid provide 
a conduit for the
 

modernizing eff-cts 
of good transport. 

In keeping with -MG's plans to open isolated areas and to begin work 

in romote areas, in 1969 the U. S. Government and 1IMG jointly agreed 

to 1i'ince the coln rluctionj of a 140 knm all-weather motorable road 

in the far western region of Nepal. Theagrcement Nias renewaJ-Ae.each 

year and the u. i. linancing was dependent upon the availabil Hiv of U. S. 



. . . ..r . : ..., 'I' " ; I|,i ' 1 : I i lt' J li~ [" II))I I!L 

tl , , , : } : ,' ,.\ K,... . };;l:l WI W);i ll \. ill IL' LIlifl;t I.! 

at a pt i:'.t no.:' flu{ ,i] towL'n of1Ul),,hluca. "'l' ]7X.4-Wcst Jlighway 

will I t'c. to ; i'oi at a 1)01in1 :iplwo:ima lely 5e ki ni IlI of Dhianghari. 

T ieI '.-i (,! !, I I, :,. ''-S the "'crai and is complete except for
 

Su11'z',:ini. 'l'he reniaininry 117 
 km is in the hills and is in various stages
 

of consl Iruct ion. The first 15 km of road is now motorable in the dry
 

season hutl loss than 50 km is 
 motorable in the wet season. 

Of total construction costs to dale, the U. S. has contributed approximately 

75 percent using U. S. controlled PL 480 Indian rupees and the Nepalese 

.v,"c l~ ; ,b. (n n 2,, u t i :-.; r u pe es. .Jc a u se o : 
the e(nr-c1rl limilall ons on the availability of PL 480 Indian rupees,
 

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

unless dollar funding is provided. Because of the considerable invest

ment ind conunit mont made 
 to dale and the inability of 11MG to finance
 

conpletion of 
 he project wiih their own resources, H-MG has indicated 

a willinglness to borrow dollars from the U. S. to accomplish completion. 

IMG r ceiit I ( -[i narted the total costs for constructing the road at 

146, 670, 584 Nepa]ese rupes ($14,295,378). Approximately 63, 540, 000 

Neplese Cupees ( :G, 192, 982) were expended from 1969 through FY '72 

and aipproximately 12, 244, 780 Nepalese rupees ($1, 193, 448) is expected 

to be expended in 1PY '73. TiL, residual costs for completing the road 



I' I .i II.I ';S Iill: I 'do'.q 10i 

will he rle lui 'CdIt cComi (111tc the ,)ojccl. "i Ic cOStS for C(]iipmcnt 

. d' 0it :.,'t Cd ,',UU, (0J. 


to he rfli 


M id W 1 i iLipL)ment co . are expecIc'd 

ii f 11. -;nce ] A, i-tJl;\c cu1iSIrLlIAi tllthIo.dol ogy, which 

has been insisiod on by both AID nd TIMG, %,illbe used to fhe maximlum 

extent possilde. A U. S. coinsultanil engineering team will be visiting 

Nplt] during 1ho course of The intensive review to prepare new cost 

,-,,nate. a.; well as to review existing designs and specifications 

and construction methodology to be used for the complelion of the 

rooad. With that report we will be able to quantify the U. S. and 

.v~ey.~mol--' 
 e ccOLwll tl(y and Lo cuusider fur'ther- the 

naluorc of ihe Nepalese inplt. 

.Project Justifi cation: 

This pcojeet has Hiree s.pat-ate, but related, justifications for 

conii(,'ali(m for ATI) financing. First, is what may be called 

ssc,c0" ol;. in h\Tving participated in the partial construction 

of a road w.,ith colsiderable exposure within the government and the 

ii :CI'rlly Iii Iu.'L"pUblicity. To abandon a partially complted project 

coulId be considiertd an -)t of 1ad faith. Second, is the rather 

stuh.stai i devclopmental accomplishments in a large'and successful 



, and PIo i ,! i t of anI) at are a %1ithIl( 1 


ai n odern -;e ct iois. 


' I I i,;() d produc lve 

The la tter two will he com dcrle d in moire detail. 

A j;. 2" :.. , ".K; pr'.ct is to pri'omlote the Social, political, 

a)d vu11L'nir iil;VLoation of a part of Western Nepal., as a direct
 

contribution to the 
 acceleration of the developmenlal process. Because 

of the I.:olation of ihe hill sections the surplus foods of the terai move 

into India rather tlan into the food deficit hill communities. For similar 

reas~ons agriculto'al inputs such as fertilizer, are not utilized in the hills 

and food produwti-on is stale,,a? ed. As a result cash exists in very small 

qt,,NW ii ,'S and 1ivI-, iS little opportunity for increases in trade with 

res itI n': .improvivients in living standards. The road should alleviate
 

this .ilu' ion. Furiher, it is expected that 
with the availability of 

transporl ation and acess, lhe government will provide increased 

developmc(ntal and public services. 

Each y. ur a larc s(egment. of the population of the area migrates to 

India see,,incv emplo, nent. l-ecause the road will he constructed 

usin I,]alo0 iiitensive methods, bundreds of' skilled and unskilled 

laborer s will filld ee iplo ymen t locally. iThe wages earned by t.hes 

Iaborurs'wiil he expended locally, further stimulating the economy 

of the area while the long range economic benefits of the road itself 

are developing. 



, : L,:,.: ,,,, tila ,d )/C r or 1. .ratio lowt r',wve zqprechlo, 
Ih l:!i ,." ill f,:
'.P: r"fi, ( n,.t~lI' , arca acv and dependab~ility , 

, " -tudv because slatisiics are often unavailable or unreliable
 

and afpsl1m ,t ni ichlidd ,,,( ; 
 L madu about futupe actions and reactions 

arv, s:; rfl sp,2culativc. Yet it has allowed us to make favorable
 

predi (ions 1hhoti I econolni ' fits. 
 In part thos, edictions are based 

On e.:r , te, minor, lIiuasu'alilc growth along the road under 

construction, which in tui gives increased credibility to assumptions
 

about the fultlure. And, added 
 to this equalion is the fact the road
 

its,. vill low. . I ,.,v It,,," ;':, d gpatta( l sur'l , and U, 5 m etc
 
vidth (except in 
 the, terai where ti tfic will be substantially greator))
 

which, in turn results in lowest possible cost. We would also like to
 

take this , I'tuni,.y to gather data 
 on the esive subject of just what 

does happen in he PIrocess ow "penetration" road construction. We 

intend to institut, s;uch a study as a part of this effort. 

A second,,maior consideration in the evaluation of'this project.as a loan 

prospect is its unique r'ole aLs a training, v,hicle for a great variety 

of civil works and Joad building- skills. Since its beginning in 1969, all 

StIbsI ustiv' worl: ()I design, planning, construction, and maintenance 

has becn dlone by Nepalese with consultat-ion and periodic supervision 

by an American enqgineer. rn recent years, when all road construction 



t€rip nvl'Ionry, Cllivi \riH, (.'t(. AS -1 '('suit, SevrC.fl huncri, 

in ~ s()n I ;I us, J . e(rs' steel 

er'r'cut, '.u.
 aivI t . Il' S c; l"ave(' been ldoinl li project. Tt
 

is 'uVIr ' I '.I 
 . ,, cI)r I)v fit. ,'l\ es(, Sec lre rary of
 

Trm1"1 ,rtnti oil 11nd Public 
 Vor:s, that there is otherno source of 

SUnr I 'ining in NMpal, since other donors (Chinese, Russian, Indian, 

and i-1,;h) hir il"ino Nepal their own construction organizations who
 

provide the,;(, .:i]]:r.The deve]opmrinta1 effect is obvious, 
 in a country 

v.'hich 
 nllmt;acquirc its Own capacily t- build roads if a major impedirnnt 

v .- t) ' r(d .. i,, l ' i .sproj c't will ee~ inne those 

[ra ,'-efforts Lind Aill insist on the Nepalese Ioads Department taking 

those s t 'ps nec-srny to utilize the newly acquired skills in a way 

to ii-,mvhle the qualilyv of the Department itself so that the advantages 

of ,im.bgwil not disappear wlhm the road is completed. 

An:'_[ ti:".,
Acd.it-i nw'l V'casibillty,_or Institutional Work ]equired: 

(a) The long ran. effect of tHie road will be dependent in large part 

upon thu atl.nt ion givon the irea, by liMG in ils development plans. IIM.
 

has dernonstraled an intevest in pronoting development of the area by 

the time, money, mnd effort expended thus far on the road. During the 



Cl ,.A~ i) , r ' i . , : : : ': I i IIo ( : r i , l : ~ ~ i I , c u 

tertm plailing has been done in order to assure t , P!,-owlh potl(1 inl 

of lhW 1i'(':L i:i t, V i. 

(b) A (Oinl)cnm, c tc'hii ical review of the project, will be carried
 

out by JI id.ICend. it enginecring team which will 
 evaluate construction 

completed tzn date, review designs and specifications to be used for
 

theC!( SI '[.t In (ll 1,' iLi.nling part of the road, and estimnate
 

equipment, material and services required to complete 
 the road.
 

Estimated costs to completion 
will be carefully calculated. 

Issue: 

As mentioned earlier, since 10139 the U.S. has been assisting T-MG 

ith the financing of tle road being cons;t i'ucted in the Western Hills
 

Region. The contribution was 
 made on a year-to-year basis and
 

dependent upon tHe availability of PL 480 Indian 
rupees. The U. S. 

agre;d to finzince up to 75 percent of the annual cost. Even though 

the source of funds wiI change, the 75-25 ratio of U. F. funds. to
 

IMG tlund. will Cc Illntue or the If. S. share 
 could increase to 80 

percent. -lecause lhe project will be implemented using labor- intensisie 

mehliir 'nly a small portion of the loan funds will be used to linhance 

equipment and somvices. The majority of the loan funds will be used 

for local currency costs. Iowever, beause Nepal produces almost 



l"hilj~jfldIC5 UICI 'Ili:,iI:'id. 'l'h+Pl(fui' , 'Illmuitl(t1 of toll'la's from 

'I '. '- Witi ' tu ti i zcd 10 ' p IN':tl 1" r illtlle S.m It i. will be 

]'(]D i , <' :}l! : ,.! :,+!
']} 
° 

IV, %.. 
 c:.: .8{ 0,00 0+ nof :, ('() fl. C-quip~im lit 

,....+i:;,.,h:., i:,: riz.c( , Vu lull si be u' edptt to
 

a1c1Wjl he f.act tlt ullto 80 p-j-vc.nt 
 of Ilie Joan funds viii be used for
 

local cui-'rency slup)ort and 
 ip to 15 percent spent in 941 countries, 

We fud'ih,.r r(commond that those dollars that are made available for
 

Ihe payli.nt of local costs not 
be tied to U. S. procurement. First, Nepal's 

v 1.''h n{ 'f;1")1 U. S. 

I ,'ade. And, as a practical maiter, Nepal clearly does not have the
 

adhnini: ;t iaive capacity to implement and manage 
 a program loan kind
 

of procurlrl mI:lprocedure 
which would result from tying to U. S. sources. 

Tf the intn5ive review request is approved, a substantial portion of 

ttt, Calit:1, A.-sist.atce Paper will be prepared in AID/W by the project
 

colrnini,,ice. The 
 cugi nepin. team vill provide a major portion of the 

data for -l-e --CA ro-----d to I..-. chnical. aspects of the project, 

I1 is anticil).:ded that t,o m 'mbcrs from ASIA/CD will visit Nepal in 

early May to overlap with the engineering !nam to discuss their findings. 

Triconjunction with the Mission Economist and Bigincering Staff, a 

draft CAP will be prepared in the Mission and hmdcarried to AID/W 



Thal t - )i)I. )Ve I tr'eu .,-- OlconductI 
 inten sive review for a 

Irroo";t'd dvr\'!p(mn.-'lnt loall to l'il,111ce the conplelion of the 140 km 
z:11 - x, hr \Vesk;-, Hills; road in the fir wesierrn hills of Nepal by 

signatuire on the Ifac-hecd pa-e. 
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