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1. BUDGET IN NEPAL’S CONTEXT 

 

Understanding Trends and Implications 

THE NEPALI BUDGET 

An official budget is a legal document appropriating funds for a series of plans. A country’s budget 

addresses the interest of diverse stakeholders’ (taxpayers, private businesses, investors, etc.) and 

subsequently incorporates a wide range of concerns (investment environment, taxations, 

macroeconomic provisions, etc.). Extending beyond the practice of equating revenues and expenditures, 

the budget is a representation of the country’s yearly financials with a firm strategic outline of plans 

where resources are allocated based upon set objectives. 
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Year Reforms 

Pre 

1951 

 No distinction between the state and rulers i.e. the Rana regime 

 Priority given to revenue collection and maintenance of law and order over developmen-

tal work.  

1951 – 

1955 

 Formal practice of budgeting introduced after the end of the Rana regime 

 Not as scientific and precise due to minimal statistical information and lack of accurate 

data; due to the lack of a bureau to collect facts.  

 Main sources of revenues were land revenues, sale of timber and other forest products, 

and excise duties, whereas expenses mostly on general civil administration and defense.  

1956 – 

1970 

 Initiation of Five Year Development Plan, and foreign aid begins.  

 Incorporation of social and economic objectives in development plans.  

 Panchayat system enforced 

 Economic reorganization through formation of National Planning Council 

 Functional budget classification introduced:  

 Developmental budget - Economic Administration and Planning, Social Services, 

Economic Services, and Miscellaneous.  

 Regular Expenditure - Constitutional Bodies, General Administration and Planning, 

Administration, Foreign Services, Social Services, Economic Services, Defense and 
Miscellaneous.  

1970 – 

1990 

 Developmental expenses centered on rural infrastructure development and poverty re-

duction 

 Centralized form of development introduced 

 Marked by high regional disparity, and minimal public participation 

 Expansion of governmental institutions.  

1990 – 

2000 

 Economic liberalization and reforms especially in regard to trade, finance and the manu-

facturing sector, marking the dawn of private ownership 

 Political revolution 

 Encouragement of private sector participation 

 Encouragement of people’s participation in the formulation of development plans 

 Improved revenue collection.  

2000 - 

Current 

 Introduction of Medium Term Expenditure Framework (MTEF), a three year framework of 

public expenditure 

 Implementation of recurrent and capital classification 

 Introduction of Immediate Action Plan (IAP). 

 Implementation of the Three Years Interim Plans (TYIP). 

 Changed the existing functional classification structure to:  

 General Public Services, Defense Services, Public Order and Safety, Economic 

affairs, Environmental Protection, Health, Recreation Culture and Religion, Educa-
tion, and Social Protection.  

Table 1: Timeline of Budgetary Reforms in Nepal 

The process of formulating a 

budget includes political, 

managerial, planning, 

communication, and most 

importantly financial dimensions. 

The budget further encompasses a 

host of plans, their development, 

implementation, and evaluation in 

delivering various public services 

and build up capital assets; such as 

physical infrastructure, equipment 

and machineries, etc. 

1.1. Formulation of Budget 

 

1.1.1. Top Down Approach 

1.1.2. Bottom Up Approach 
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2. HISTORICAL TRENDS IN THE 

BUDGET: 
 
2.1. Observable Occurrences 

2.1.1. Prolonged Objectives 

NPC (Prime Minister) 

NPC 

(Call circular with guidelines + ceiling, 
discussion) 

Policy directives 
– plan 

MOF 

(Resource committee, budget 
committee, MTEF, budget Discus-

sion, finalize budget,) 

Cabinet 

(For policy approval) 

MOF 

Legislative (Parliament) 
 

Finance Minister
(Budget Approval) 

Line Ministries 

(Sectoral budget) 

Departments 

 

District Level offices 

Local Government 

(Policy guidelines –NPC, 

Formulate and approved, informed to NPC and Line Minis-
tries 

Figure 1: Budget Formulation Cycle 

Source:  Budget Formulation in Nepal: Practices and Weaknesses, Bijaya Acharya Adhikari  
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Figure 1: Budget Formulation Cycle 2.1.2. Persistent Challenges and Copy-
Paste Strategies 

A similar set of objectives often 

gets passed onto subsequent 

budgets with the same set of 

projects. 

2000-01 2015-16 

Low agricultural productivity due to inadequate 

irrigation facility and agricultural inputs, and 

traditional technology. 

Inability to raise agricultural productivity, 

increasing agricultural input imports. 

Slackness in investment and industrial sectors. Weak infrastructure. 

Negative growth in public enterprises. Weak performance of public enterprises. 

Cumbersome governance – inability to enhance 

public resource management. 
Ineffective administration mechanism system. 

Complicated public expenditure management. 
Allocative inefficiency – higher allocations to non-

productive sector than productive sector. 

Lack of institutional capability and stagnant 

implementation. 

Inadequate absorptive capacity of the 

government, poor implementation. 

Table 2: Comparison of the prevalent challenges in FY 2000-01 and 2015-16 

Source: Ministry of Finance Budget speech 2000/01 and 2015/16 
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2.2. Implementation Lags 

2.2.1. Root Causes for Inadequate 
Implementation 

 
 
2.1.3. Inability to Materialize Long Term 
Vision 

 

 

Bureaucratic Hassles 

 Delays in project approval 

 Weak inter and intra ministry coordination 

Structural Issues 

 Limited capacity of sector ministries (Planning & Implementation) 

 Lack of strong pipeline of projects ready for implementation 

 Legislation hurdles (procurement & maze of processes dictated by various acts and policies) 

Political Instability 

Low Project Readiness / Allocative Inefficiency 

 Lack of ready detailed design 

 Hassles in land acquisition 

 Frequent staff turnover 

 Lack of feasible procurement plans 

 Weak capacity of contractors 

 Weak contract management 

Table 3: Reasons for Low Capital Spending 

Source: Nepal’s Economic Outlook for FY2015 and FY2016, Chandan Sapkota  
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2.2.2. Insignificant Outcomes 

Agriculture Sector 
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Figure 2: Expenditure Allocation in Agriculture vis-à-vis Agriculture Growth Rate 

Source: Ministry of Finance Redbook and Economic Survey 
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2.3. Expenditure Patterns 

2.3.1. Increasing Recurrent Expenditure 

Investment Climate 

3.14
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Amount Spent on  Irr igation (in billions) % of Irr igated land of Agricultura l Land

Figure 3: Budget Allocation in Irrigation Compared with Percentage of Irrigated Land 

Source: World Bank indicators and Ministry of Agricultural Development yearbook 2014 
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2.3.2. Inadequate Capital Allocation 
and Spending Capability 
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Figure 5: Actual vs. Estimated Spending Rate  

Source: Author calculations based on Ministry of finance Redbook 

Figure 4: Trend in Government Spending 
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Figure 6: Percentage Share of Expenditure in GDP 

Source: Ministry of Finance Economic Survey 2014/15 
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2.4. Fiscal Deficit 

While accommodating for the huge 

recurrent spending, the expenses 

for development activities through 

capital spending have been 

compromised.  

Fiscal Year 

Total  
Expenditure 
(in NPR  
billions) 

Total  
Revenue 
(in NPR  
billions) 

Deficit 
(in NPR  
billions) 

Deficit 
(% of GDP) 

Avg. 1990-

2000 
43.27 25.48 -13.70 6.28 

2001/02 80.07 57.13 -22.94 5.70 

2002/03 83.99 67.55 -16.43 3.80 

2003/04 89.43 73.60 -15.82 3.50 

2004/05 102.55 84.50 -18.04 4.00 

2005/06 110.88 86.10 -24.77 3.40 

2006/07 133.59 103.49 -30.09 3.60 

2007/08 161.35 127.94 -33.41 3.60 

2008/09 219.66 169.85 -49.80 3.70 

2009/10 259.68 218.49 -41.19 3.20 

2010/11 295.36 245.74 -49.62 3.60 

2011/12 339.16 287.98 -51.18 3.40 

2012/13 358.63 333.92 -24.71 1.50 

2013/14 435.05 396.31 -38.95 2.00 

2014/15 618.10 514.82 -103.28 4.86 

2015/16 819.46 587.90 -231.56 - 

Table 4: Fiscal Deficit Trends 

Source: Ministry of Finance Economic Survey 2014/15 and Dr. Govinda Bahadur Thapa 
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Figure 7: Outstanding Debt Per GDP 

Source: Ministry of Finance Economic Survey 2014/15 

3. HIGHLIGHTS OF NEPAL BUDGET 

FY 2015-16 

 

 
3.1. Changes in Budget Allocation 

 

The recent deficit, as a percentage of 

GDP, has lowered in comparison to 

the 1990s. 
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3.3. Projects 

 
3.2. National Reconstruction 
Authority Four months into FY 2015-16, 

capital expenditure has barely 

exceeded 4%. Historical trends on 

capital expenditure show that a 

major chunk of capital allocations 

gets utilized only in the last 

trimester.  

Classification 
Allocation 
(in NPR billions) 

General Public services 243.95 

Defense 37.49 

Public order and safety 39.22 

Economic Affairs 289.25 

Environmental protection 15.15 

Housing and community amenities 26.98 

Health 41.33 

Recreation culture and religion 4.73 

Education 98.64 

Social Protection 22.67 

Total 819.45 

Table 5: Budget 2015-16 Allocation to Function-wise Heads 

Source: Ministry of Finance Redbook 2015/16  
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CAPITAL SPENDING HABITS  

 

Four months into FY 2015-16, capital expenditure has barely exceeded 4%. As of early November 2015, a total of NPR 7.6 billion (USD 73 million) 

has been utilized, of the estimated NPR 208.8 billion (USD 2 billion) allocated for capital expenditure.19 This meager capital expenditure in the early 

stages of the fiscal year is one of the marked characteristics of the government’s spending habit. Historical trends on capital expenditure show that 

a major chunk of capital allocations gets utilized only in the last trimester.20 The final trimester alone accounts for an average of 70% of capital 

expenditure utilization. At the end of the fiscal year, the actual capital expenditure seldom exceeds 80%. As a result, development projects often 

face significant delays in execution leading to difficulties in meeting their objectives and overshooting deadlines - further making projects prone to 

haphazard conduct. Consequently, the chain effect builds up as additional resources get dedicated to the incomplete projects year after year, 

adding to the already burgeoning recurrent expenses. The MWSP can be taken as a fitting case example. 

 

The major reasons for the persistently low capital spending have been identified as: 

 Within allocation inefficiency, the Ministry of Finance has identified the abundance of projects and donor issues as a hindrance to quick 

disbursement. Additionally, unfulfilled pre-requisites, such as land acquisition, designing, etc., prior to budgeting for construction works are also 

noted as barriers to disbursement of capital.  

 Implementation problems include hassles in public procurement process, poor performance of contractors and quality of work, and ineffective 

monitoring. Similarly, the socio-political imbalance also falls among the major impediments to capital disbursement.  

 Apart from these, delays in program approval, budget authorization, and preparation of financial statements and audits, along with frequent 

turnover of key project staff and absence of elected local authorities are also seen as adding to the obstructions in capital expenditure. 

 

In the current fiscal year, the challenges to capital budget utilization appear especially pronounced. Although the long awaited constitution was 

formed soon after the earthquake, the promulgation led to aggravation of the Terai-Madhes protests subsequently causing border blockade. As a 

result, the nation plunged into political and economic turmoil which has further disturbed the already poor capital expenditure disbursement and 

utilization. Few of the challenges currently being faced include: 

 National Reconstruction Authority (NRA) which was expected to carry out the rebuilding works of damaged infrastructures after the April 

Earthquake is yet to be constituted due to political disagreements and the ongoing political unrest and  there has been no headway with 

regards to passing the reconstruction bill in the parliament. Seven months after the earthquake, the NRA still remains shrouded in controversy. 

Given that the NRA accounts for a considerable portion of the capital expenditure, the delays in its operation would very likely delay capital 

spending. 

 Construction is halted at major hydropower projects such as Upper Tamakoshi, Rasuwagadhi along with four other power-plants due to the 

lack of gasoline and construction materials. Consequently, some of these projects are expected to be delayed by at least a year.21 

 Reports of disruptions in road construction projects have begun to crop up.22 The shortage in requirement of petroleum products to operate 

heavy equipment and transport has ceased progress in construction works. 

 

Nonetheless, the full extent of the obstruction caused by the economic turmoil on capital expenditure is ambiguous given the government’s eleventh 

hour approach on its spending; all the while, instances of obstructions in on-going projects are likely to increase, especially in those requiring 

construction works. However, with the current fiscal year being dubbed as “budget implementation year”, various efforts have been made to 

increase implementation such as simplifying program approval and authorization process, discouraging approval of new program in middle of fiscal 

year, and reallocating funds to performing projects if projects fail to use at least 50% of their allocated funds in the first eight months of the fiscal 

year, among others. Given the prevailing economic crisis, genuine implementation of these efforts would be pivotal in appropriating the time and 

resources currently being lost, and ensuring effective utilization of the capital budget. 
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The current trend in Nepal’s budgeting practices paints a 

disappointing picture in terms of current as well as future 

growth and development. The prevalence of unmet challenges 

and prolonged objectives coupled with bleak outcomes 

jarringly gapes at implementation inefficiencies, whereas the 

increasing recurrent expenses followed by largely inadequate 

capital spending points to compromised development.  

 

Though revenue collection has shown increasing 

effectiveness, the crux of the matter is entirely on spending, 

and ensuring that the spent amount delivers a substantial 

outcome. The government, in this aspect, has fallen 

disastrously behind. In this regard it becomes imperative for 

the government to get a different perspective on the purpose 

of the budget, its objectives and the ensuing plans and 

programs for the short as well as the long term, especially if it 

hopes to graduate from least developed country status in 2022 

and to a middle income country in 2030. Given the existing 

issues, few recommendations have been listed below to curb 

the prevalent inefficiencies in formulation and implementation 

of the budget: 

 

Pre-pone Budget Preparation Date 

The Budget should ideally be ready by mid-May so that 

proper allocations and approvals could be finalized by mid-

July. This will avoid the current problem of the budget being 

tabled in July, approved around September and then 

spending beginning three months into the fiscal year.   

 

Dovetail Long Term Plans  

For the budget to  be  an  effective  tool  for  socio-economic  

 

 

 

development, it must incorporate and interconnect long-term 

plans. The budget needs to strategize projects through 

prioritizing and developing additional long term visions; 

unlike the current practice of budget formulation which is 

largely a document in isolation. 

 

Restructure Public Procurement 

The procurement process has to be re-designed to ensure 

capital budget implementation such that the process is 

streamlined; as this alone has been delaying the process by 

3 to 4 months in the prevailing circumstances. 

 

Rectify Bureaucratic Hassles 

The presence of bureaucratic hierarchy involved in 

authorization and budget disbursement have been known to 

cause delays especially with practices such as requirement 

of multiple official sanction letters. These processes should 

be managed such that the process runs efficiently while 

ensuring accountability and transparency.17 Moreover, 

rectifications should be made on other inefficiencies such as 

- absence of a clear organizational structure, weak linkage 

with Public Expenditure and Financial Accountability 

(framework for strengthening public expenditure system) 

and non-implementation of the public act regulations, as 

identified by a framework on public procurement i.e. Public 

Procurement Strategic Framework Phase I.  

 

Institutionalize Capital Spending 

This is a straight forward approach based on basic common 

sense. First, the plans like feasibility studies, project 

designs, procurement methods, etc. are to be finalized. 

RECOMMENDATIONS & OUTLOOK 
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Nepal is currently at a transitional phase having just formulated a new constitution. While treading new grounds, the 

government is bound to come across several issues including, but not limited to, formulating federal budgets, allocations, and 

the setting of long, medium and short term strategies. In keeping up with the changes, the process of budget preparation needs 

a complete overhaul where policy issues and issues relating to revenue and expenditure needs to be segregated. Further, the 

process should be made transparent by requesting information via internet and other platforms. Moreover, the reasons for 

amendments should be clearly stated, so that it is understandable that the changes were not made at the behest of business 

syndicates and cartels.  

 

The revamping of budget formulation and execution should also be in tune with the new federal structures, such that coherency 

is maintained among the objectives of the states and the center. Similarly, the allocations in resources are likely to change as 

per the states, as various resources will strictly be limited according to demarcations. This further highlights the issues in 

revenue sources, collection and spending. Looking ahead, these issues, among many others, will need to be carefully 

addressed. 

Following this, the capacity of the government officials is to 

be improved through technical and institutional support. 

Finally, the procurement practices are to be improved 

through trainings of staffs at Public Procurement 

Management Office.2 

 

Emphasize on productive sectors 

The government needs to address the purpose of the 

budget, which for the most part appears to be a tool to 

distribute income - with higher allocations in social sectors as 

opposed to productive sectors. The current practice of 

distributive economics must be transformed such that the 

allocation of resources facilitates productive sectors while 

ensuring that education and health; among other social 

sectors, get adequate support. For this to occur, cost 

ineffective projects and programs with poor impact must be 

dropped.  

Minimize disincentives 

In order to attract private sector investment, the deterrents; 

which primarily include poor infrastructure such as 

transportation and energy, and rigid labor laws, must be 

thoroughly addressed. But perhaps the most significant of 

deterrents i.e. political instability—the presence of which has 

foiled attempts to build public-private partnerships18  and has 

affected the smooth functioning of industries—should end. 

Contain recurrent expenditure 

The increasing recurrent expenditure must be contained in 

order to free up fiscal space for capital development, 

according to ADB. In order to achieve this, the government 

must identify unwanted projects, make necessary cuts in 

social obligations, and most importantly find alternatives for 

public enterprises which appear to raise costs significantly 

year after year. 
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