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Transformation of Public Service: Rise of Technology,

Al and Automation

Aarati Neupane*
Abstract

The rapid advancement of technology has proven beneficial for enhancing efficiency, transparency,
responsiveness, and effectiveness in the administration of public services. The internalization of
technological innovations, including Al and automation, has become imperative to address the
increasing needs and expectations of citizens in modern governance. Various developed and
developing countries have revolutionized public services through the adoption of Al and automation.
Nepal has made strides in digital governance, advancing from a paper-based form of governance to
digital governance. Moreover, the Digital Nepal Framework aspires to restructure the economy
through increased service delivery, production, and productivity by harnessing digital technology.
The issues of the digital divide, ethical and responsible adoption of Al, citizen engagement and
participation, and inclusiveness have been challenging. The government should prioritize
investments in digital infrastructure, encourage tech innovations, and promote capacity development
in the field of technology.

Keywords: public service delivery (PSD), artificial intelligence (Al), automation, digital
governance, digital transformation.

Introduction

This article delves into the transformative impact of technological advancements, inducing artificial
intelligence (Al) and automation, on public service and administration. It highlights the evolution of
technological integration into the public sector and the monumental role played by Al and
automation in modern governance. It explores how various Asian countries, including India,
Singapore, Philippines, and South Korea, as well as other countries like Estonia, Canada, the United
States, and the United Kingdom, have harnessed the advantages of technological development and
digital governance to revolutionize public administration and service delivery.

The objective of this paper is to comprehensively examine the transformative impact of Al,
automation, and technology in public service. The article discusses the challenges and concerns
posed by the adoption of Al and automation, emphasizing issues such as data privacy, bias, security,
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and the digital divide. It showcases the role of citizen engagement and participation in shaping the
future of governance through technology, emphasizing open data initiatives, virtual public hearings,
and user-friendly online platforms.

Additionally, the article underscores the importance of responsible Al adoption, highlighting
exemplary regulatory frameworks, for instance, in the European Union, Canada, and Singapore. It
emphasizes the need for informed consent and comprehensive training programs for public officials
to maximize the benefits of Al. The paper provides insights into digital transformation efforts in
Nepal, highlighting the country's progress and outlining the necessary steps for embracing
technological development.

In conclusion, the article outlines a strategic roadmap for governments, including the prioritization
of national security, regular Al algorithm audits, and ethical guidelines. It stresses the importance of
investing in technological education and digital literacy to empower citizen and bridge the digital
divide, ultimately paving the way for a more equitable and technologically inclusive future.

Al and Automation in Public Service

Public service, a cornerstone of democracy, plays a significant role in ensuring citizens' needs and
rights are fulfilled. Public administration fuels the engine for delivering services in a more efficient
and equitable way. Public services have undergone transformation through technological
advancements and modernization while accomplishing shifting public demands and expectations.
Initiatives like e-governance, data analytics, and big data have dramatically changed the
administration of public services. Governments have embraced open data, digitalization of services,
and data-driven decision-making to make government services easily accessible to citizen.

The unprecedented pace of technological progress and the influence of automation and Artificial
Intelligence (Al) in government operations has emerged as a boon to the public sector. Al and
automation are smart techniques for achieving more effective and efficient results through the
application of technology. Al aims to simulate many aspects of human intelligence with the
intelligence of computers. It enables robotics, computer systems, and machines to comprehend and
recognize patterns, learn from data, and make decisions. Now, Al has revolutionized every sector
and industry, holding significant implications for our future.

Countries like the United States, China, South Korea, Germany, Japan, the United Kingdom, and
others have been extensively utilizing Al and automation technologies across various sectors.
Moreover, China aims to become a global Al leader by 2030, overtaking the United States.
Similarly, the US has made significant investments in research and development related to Al. The
Global Partnership on Artificial Intelligence (GPAI) seeks to harmonize Al technology with
democratic values and human rights. Additionally, the US plays a pivotal role in ensuring the
alignment of the mission of GPAI and the Organization for Economic Cooperation and Development
(OECD).
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History of Technological Integration

Historically, governments sought ways for efficient management of records and communication. The
evolution of the printing press in the 15th century revolutionized the government information
system. Similarly, the emergence of industries commenced with the Industrial Revolution in the late
18th century and necessitated government regulation. Thus, the government expanded structures and
bureaucracy to manage the increasing technological innovations. The invention of electronic digital
computers in the mid-20th century enabled data processing and record-keeping in a more efficient
and effective way. The easy and fast retrieval, storage, and analysis of information led to improved
administrative efficiency. Moreover, simulation and modeling eased policy analysis and informed
decision-making.

The birth of the World Wide Web (WWW), one of the most pivotal moments in technological
history, revolutionized global communication and information. It enabled public agencies to
embrace e-government initiatives leading to online services, citizen engagement, and direct
dissemination of information. Similarly, the invention of smartphones in the 2000s has enabled more
accessible and responsive government services with the use of mobile apps and websites. The
evolution of social media platforms such as Facebook and Twitter in the early 21st century emerged
as powerful tools for citizen engagement. Moreover, the intervention of blockchain technology with
the launch of Bitcoin in 2008 is expected to enhance trust and confidence and reduce fraud. Public
administration can leverage blockchain to enhance supply chain management, smart contracts,
public procurement, secure identity verification, and record-keeping.

Modern cloud computing has allowed public sectors to reduce significant costs and investments in
IT infrastructure, data centers, and servers. Cloud services facilitate remote work, e-government
initiatives, and online delivery of services, enhancing citizen accessibility, collaboration, and
convenience. Similarly, the concept of big data analytics, which gained prominence in the early 21st
century, has offered governments data-driven decision-making, predictive analytics, fraud detection,
program evaluation, and resource allocation. Thus, technologies have abundant potential to
transform public administration to be more flexible and responsive while making it trustworthy,
transparent, and accountable.

Public Sector and Administration: Impact of Al

The pre-20th century traditional Nepalese bureaucracy relied on manual record-keeping and filings
and paper-based circulars and correspondence. The technological investment expanded after the
democratic transformation in the 1950s with the introduction of telephones, radio, and typewriters.
Communication and postal services have become significantly easier since the 1980s with the
introduction of fax machines. Similarly, the introduction of computers and IT in public
administration enhanced administrative efficiency and public service delivery. The initiation of e-
government initiatives in the 2000s enabled online services, digital citizen registration, tax
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payments, information systems, and digital signatures. Moreover, public administration has had an
instrumental impact due to the expansion of internet connectivity.

In this 21st century, the global rise of (Al) in public administration stands as a defining hallmark of
modern governance. The adoption of Al and automation emerges with no alternative; moreover, it is
imperative to develop citizen-centric public service. The incorporation of automation and Al offers
tremendous opportunities for public authorities. Innovations in digital governance aim to create
efficient services and cost-saving efforts while maintaining the quality of public service delivery.
The automation of routine functions has reduced administrative burdens, while data, trends, and
patterns analyzed by Al have led to improved data-driven decision-making.

Al-powered chatbots and virtual assistants used in healthcare organizations, banking and financial
services, and e-commerce companies streamline the processes through prompt responses to citizen
inquiries. While excelling in data analytics, Al systems reduce decision-making errors and minimize
the risk of incorrect assessment. Government security agencies deploy Al in predictive policing for
analyzing past crime data, anticipating potential areas that lead to proactive prevention and control
of crime. Thus, the rapidly evolving technologies have validated their potential to enhance the
efficiency, transparency, and responsiveness of public services. While the demands of citizen in
modern governance have escalated, Al and automation have become instrumental.

Global Rise of Al and Automation

According to the Republic of Estonia, Estonia offers an e-residency program that provides non-
residents with chip-embedded ID cards, enabling remote access to public services. This simplifies
bureaucratic procedures, reduces administrative burdens, and promotes entrepreneurship within the
EU. Additionally, it allows entrepreneurs and freelancers from around the world to operate online
businesses within the European Union. Estonia has leveraged automation and Al technology in
various areas, including application processing, business registration, and digital contracts and
signatures.

Estonia's X-Road stands as a testament to its leadership in digital governance. This advanced, secure,
and efficient data exchange infrastructure facilitates seamless information flow between the
government and other sectors. The platform provides a digital highway for the exchange of
information while ensuring strong authentication and user authorization to maintain confidentiality
and integrity (e-Estonia, 2023).

Canada has committed to transforming its immigration system by increasing automated services to
meet the growing demand for study permits, work permits, and temporary residency. The
Department for Immigration in Canada, specifically, Refugee and Citizenship Canada (IRCC), has
been using automation in a points-based immigration program called the Express Entry System. This
program utilizes Al algorithms to efficiently process immigrant applications and select candidates
for permanent residency based on factors like age, work experience, education, and language
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competency assessment. Moreover, automated systems assist in predictive analytics for application
volumes, visitor visa processing, fraud detection, and decision support (International Bar
Association, 2023). Australia has also implemented automated visa processing to expedite and
streamline the application process.

The United States focuses on digital government strategy through the adoption of automation in
Internal Revenue Services (IRS) for tax processing and Al in the United States Patent and
Trademark Office (USPTO) for patent examination. Automated systems have enhanced the accuracy
and efficiency of revenue services, reduced processing time, and detected errors. Similarly, Al
algorithms enable prompt analysis of patent databases, reducing the cost of patent examination and
accelerating approvals. While leveraging the power of technological advancements, Al, and
automation, the Government of the U.S. emphasizes data security and privacy through strong data
encryption protocols, strict access controls, regular security audits and testing, and data minimization
(IBM, 2023).

The Government Digital Services (GDS) have revolutionized public services in the United Kingdom
through digital platforms such as "gov.uk," providing simplified access to government information.
This user-centric portal allows citizen engagement through intuitive design, reduced cost, and
improved efficiency of services. GDS's commitment to open data and digital inclusion ensures the
accessibility of services to all citizens and enables third-party developers to innovate. Similarly, the
National Health Services (NHS) deploys Al algorithms for the diagnosis of patients and scheduling
of appointments. This has reduced waiting times for patients and optimized healthcare resources.
NHS has enabled telemedicine and telehealth by expanding remote patient monitoring and online
medical consultations (gov.uk, 2023).

Revolutionizing Governance and PSD in Asia

According to the Asian Productivity Organization (APO), Singapore's Smart Nation Initiative,
launched in 2014, reflects the government's commitment to digital governance and services. The
initiative focuses on building digital infrastructure, including high-speed broadband networks and
5G connectivity. Moreover, it aims to leverage data analytics and Al in government decision-
making. Singapore prioritizes smart mobility solutions, including autonomous vehicles, real-time
traffic management, and innovations in healthcare, such as telemedicine. Citizens can access digital
government services, including tax payments, through the "SingPass" platform under the Smart
Nation Initiative.

South Korea employs Al-powered surveillance systems to enhance public security through the
prediction, prevention, and detection of crimes, traffic monitoring and management, and disaster
preparedness and response. Al is used to analyze suspicious activities and identify potential security
threats in real-time, as well as to process crime data and identify hotspots. Additionally, Al systems
facilitate the prompt response to accidents, traffic violations, and obstructions, ensuring road safety
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and reducing traffic congestion. Automation supports disaster response efforts, including weather
forecasts and the assessment of natural disaster impacts (APO, 2021).

India has streamlined the delivery of public services through an ambitious project known as the
Aadhar System. This system assigns a unique 12-digit identity number to every resident of India,
linking it to their biometric and demographic data. Al is used to verify identity during the Aadhar
enrollment process by matching the Aadhar database with biometrics. This initiative has enrolled
over a billion individuals in the system, reducing administrative burdens and facilitating financial
inclusion. It enables direct government funds to reach eligible beneficiaries through digital payments
and financial services while eliminating intermediaries (APO, 2021).

Meanwhile, the Government of India introduced and linked the Goods and Services Tax (GST) with
the national 1D system, ultimately integrating it with people's bank accounts for tax enforcement and
compliance. This electronic tax filing provision has now broadened the tax base to 3.4 million
additional indirect taxpayers in just six months. The success of the Aadhar digital ID program has
triggered other Asian countries leading to the introduction of the e-KPT card in Indonesia, the
NADRA system in Pakistan, and MyKad in Malaysia. The government of India has been
implementing blockchain technology in Andra Pradesh as one of the significant initiatives to reduce
fraud and corruption in the land management system (APO, 2021).

The Philippines leverages crowdsourcing to enhance the quality of public education through the
CheckMySchool (CMS) initiative. CMS, launched in 2011, is a groundbreaking community
monitoring technique that partners with the Department of Education to produce reports on public
educational programs, services, and infrastructures. It allows students, guardians, and community
members to have real-time access to information and holds authorities of schools accountable.
Through CMS, citizens can advocate and raise their concerns regarding necessary changes and
improvements in school facilities. This has played a significant role in reducing corruption and
mismanagement of public education. Moreover, this project has expanded to thousands of schools
across the Philippines, while also inspiring other citizen-led monitoring efforts in other sectors
beyond education (APO, 2021).

Nepal’s Journey of Digital Governance in Public Service

In the early stages of the development of e-government worldwide, Government 1.0 aimed to utilize
dedicated websites and government portals to provide public service information. Similarly,
Government 2.0 prioritized public involvement in policymaking, openness, efficiency, and better
user access to services, ensuring interoperability among government ICT systems via service-
oriented architecture. Government 3.0 focused on integrating communication channels, establishing
pervasive e-government, and building an e-infrastructure for advanced automation to anticipate
users' needs. In Nepal, Government 1.0 represented a conventional, paper-based form of government
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that utilized limited technology. The Government 2.0 stage utilized the internet, information portals
such as websites, email, and basic online services.

Digital governance in Nepal has advanced towards Government 3.0, although it hasn't fully reached
this stage. Nepal has made efforts to advance its digital governance infrastructure through the
adoption of open government data, data-driven decision-making, and online public service delivery.
It has also worked on digitizing government operations through e-government initiatives, enabling
the provision of online public services. Additionally, Nepal aims to establish a digital identity system
through the National Identity Card (NID), similar to India's Aadhaar system. This system is expected
to integrate various government services, including driver's licenses, banking services, tax payments,
the social security system, and voter registration. Data analytics techniques have been employed for
evidence-based decision-making in various government agencies.

The Government of Nepal has been progressing in the digital landscape, implementing policy and
institutional frameworks, including the National Broadband Policy 2015, Information and
Communication Technology Policy 2016, Telecommunication Act 1997, and The Electronic
Transactions Act 2008. According to the Ministry of Communication and Information Technology,
the Digital Nepal program was expected to contribute up to NPR 800 billion to GDP growth by
2022. The government of Nepal introduced the Digital Nepal Framework (DNF) plan in 2019 with
the goal of restructuring the economy through increased service delivery, production, and
productivity by harnessing digital technology. DNF aspires to promote socioeconomic growth
through eight sectors, namely digital foundation, education, energy, agriculture, health, tourism,
finance, and urban infrastructure, along with eighty digital initiatives. DNF aims to expand the 5G
network, public Wi-Fi hotspots, the National optical fiber network, and spectrum availability
(Digital Nepal Framework, 2019). Key government entities such as the Ministry of Communication
and Information Technology, Department of Information Technology, National Information
Technology Centre, Office of the Controller of Certification, Nepal Telecommunication Authority,
and other institutions play pivotal roles in implementing and regulating digital initiatives.

Nepal requires enormous political, financial, and administrative preparation to embrace Government
4.0 and Government 5.0. This leverages automation, Artificial Intelligence, Blockchain, the Internet
of Things (loT), big data analytics, 5G and connectivity, Augmented Reality (AR) and Virtual
Reality (VR). For that, investment in technology infrastructure that supports Al, 10T, and 5G is
indispensable. A comprehensive assessment of technological advancements and the contemporary
status of digital governance is essential to develop a vision and strategic plan for the adoption of
innovations in public service. Moreover, data governance and cybersecurity policies, which ensure
ethical, secure, and responsive utilization of data, hold a significant foundation for the future of
public service. The government needs to partner with the private sector, research institutions,
academia, and intellectuals to embrace the further stages of digital governance. Furthermore,
international strategic collaboration is required.
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Challenges and Concerns

While Al and automation offer a paradigm shift in the public sector and society at large, they also
pose certain risks. Ethical considerations, legal issues, and societal implications have been raised. As
the public sector increasingly relies on data-driven decision-making, questions about the role and
function of government have arisen. A vast amount of data collected, stored, and used by Al may
lead to a breach of privacy, sensitivity, and confidentiality. Al algorithms may inherit biased data
which ultimately influences policy formulation and later discriminatory outcomes. Moreover,
ensuring algorithmic fairness, equity, and unbiased training of data in algorithmic decision-making is
more challenging (European Journal of Information Systems, 2022).

According to the United Nations, 2.9 billion people in the world are still out of reach of the internet.
Advancements in digital technology are deepening inequalities and the digital divide through
unequal access to digital services and the benefits of Al and automation. Contrary to the motto of
sustainable development goals, digital technologies are leaving nearly half of humanity behind. The
barriers to accessing social services such as healthcare and education have significantly excluded
certain populations and marginalized them further. Al and automation systems face vulnerabilities in
security, such as cyberattacks, hackings, data breaches, data piracy, and deep fakes.

Nepal had 11.51 million internet users, accounting for 38.4% of the total population. The data
reveals the growth of 822 thousand internet users, marking a 7.7% increase from 2021 to 2022
(Datareportal, 2022). The majority of internet users in Nepal, at 72%, access the internet through
mobile devices, with 55% using mobile connections and 17% using broadband. Notably, internet
banking has connected 1.5 million citizens, while mobile banking has reached 33% of the
population. However, digital governance in Nepal faces persistent challenges, including the
institutional development of digital payment, payment gateway, digital inclusion, and data centers.

The Digital Nepal Framework primarily concentrates on digital service flow; however, it neglects
crucial factors such as digital footprints, data security, interconnectivity, and open government data.
The existing legal framework falls short in addressing significant aspects of the digital economy,
including digital entrepreneurship, digital investment, quality of data, and currency regulation.
Organizational and individual resistance to change, weak digital infrastructure and technological
incompetency, digital illiteracy, regulatory shortcomings in the private IT sector, and internet
security vulnerabilities contribute to these challenges.

Responsible Al Adoption

The administrative routine tasks of public officials are at stake as most jobs are expected to be
displaced by automation and Al. This requires the formulation of a strategic human resource
development plan, including reskilling and uplifting competencies in accordance with the
transforming technological development. Public employees should equip themselves with enhanced
systems thinking, leadership, creativity, and emotional intelligence. The horizons of knowledge and
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competencies regarding digitization, data analysis, software development, and cybersecurity should
be enhanced by public officials.

Several nations have introduced various regulatory frameworks and guidelines for the responsible
and ethical deployment of Al technologies. The European Union (EU) seeks to regulate the use of
Al across member countries of the EU through the Al Act while ensuring the safety of Al systems.
Canada has introduced a directive on automated decision-making. Moreover, it has implemented the
Pan-Canadian Artificial Intelligence Strategy for advancing research and promoting collaboration
between academia and industries. Singapore has published guidelines for data protection,
accountability, and ethical adoption of Al (The Data Privacy Group, 2023).

United States deploys the Federal Trade Commission (FTC) and the National Institute of Standards
and Technology (NIST) to work on guidelines and ethical frameworks for the regulation of Al,
automation, and technological development. UK"s Centre for Data Ethics and Innovation (CDEI), an
independent advisory body, focuses on ensuring the ethical and responsible implication of data-
driven technologies, Artificial Intelligence, and Machine learning (The Data Privacy Group, 2023).

The openness and transparency of the use of Al in decision-making processes help maintain the trust
and credibility of citizen towards the government. Good governance today is governance that
ensures fair and equitable use of automation and Al in public administration and public service
delivery. Prioritizing data privacy and security, along with a strong code of conduct and regulations
for data protection, is instrumental.

Citizen Engagement and Participation

Al has the potential to foster inclusive service-making. The development of user-friendly online
platforms and portals allows citizens to access government information, receive services, and
provide essential feedback. E-consultation and online surveys gather public opinions from a wider
audience regarding public service delivery. The collected citizen feedback can be further analyzed
for decision-making. Virtual public hearings, live streamings, and interactive features assist in policy
discussions, enhancing participation. Open data initiatives automate indexing, classifying, and
analyzing enormous datasets, making government data accessible to all stakeholders. It ensures
transparency by enabling citizens to access and use available data while holding public officials
accountable.

Conclusion and Strategic Way Forward

It should be ensured that the data required by Al should be obtained with informed consent. It is
essential to emphasize national-level training programs and workshops for empowering public
officials with Al and automation skills. Employees must be sharpened with adequate skills and
competencies for leveraging the opportunities unlocked by Al and automation. It is essential to
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ensure that public service providers and receivers are capable of utilizing the opportunities unlocked
by Al

Investment in Al Research and Development (R&D) agencies should be prioritized. The widened
social inequalities and excluded populations caused by the digital divide should be considered while
formulating public policies. Policy-makers should be mindful of technological inclusivity, promoting
digital literacy, and strengthening digital infrastructure. The government should put forward serious
efforts to verify the technologies critical to national interest and security.

A periodic audit of the Al algorithm should be conducted to rectify biases and ensure fair
assessments. Ethical guidelines related to the enforcement of Al should be introduced. The academic
sector and educational institutions should focus on producing future human resources in the fields of
science, technology, engineering, and mathematics (STEM). Investment in digital education also
enables access to technology, utilization of Al and automation, and leads to bridging the digital
divide.

The transformative power of big data analytics is essential for reshaping policy-makine processes
(Digital Nepal Framwerk, 2019). The success of "Digital Nepal” depends on how strategically digital
innovations and technological advancement are internalized by all the three tires of the government.
It is imperative to consider the pivotal role of the digital economy in the Digital Nepal Program. The
challenges and opportunities posed by the technological development should be addressed with the
concrete policies, plans and strategies. The policymakers should prioritize unleashing the advantages
of digitization, study and prepare legal and institutional framework for embracing Al and automation
in future.

Nepal should prioritize investment in digital infrastructure such as high-speed internet networks,
power supply, technological education, and training related to automation and Al. The government
should encourage startups and innovation related to technology through funding provisions.
Moreover, it should focus on establishing a conducive environment for digital investments. It is
essential to focus on cybersecurity education and infrastructure. Moreover, international partnerships
and collaboration should be enhanced for technology transfer and capacity building in this field.
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Do Bilateral Relations Affect the Treatment of Migrant
Workers? A Study of Nepal

Shasta Kansakar”
Abstract

Unfair treatment of migrant workers is a major problem in the migrant governance system. Migrants
often endure harsh working conditions, poor wages, and in some cases, untimely deaths. This brings
the question, "What can countries do about the poor treatment of their people in destination
countries?” This research analyzes the role of bilateral relationships between countries and
concludes whether stronger bilateral relations affect the condition of migrant workers in destination
countries. The hypothesis is that bilateral relations do not matter but the destination country's
domestic human rights condition is a bigger determinant of migrant treatment. The case studies of
Malaysia and Japan in relation to Nepal through a series of quantitative and qualitative analysis
however disproves the hypothesis and shows that bilateral relations do matter in determining the
treatment of migrant workers.

Keywords: migrant workers, bilateral relations, human rights, diplomacy.

Background

Between 2008-2017, 3.5 million Nepali workers immigrated to 153 countries in search of foreign
employment (Nepal et al., 2021). In 2021 itself, 22.7 % of the Nepali GDP was obtained through
remittance from migrants. This is drastic compared to 20 years ago in 1999 when only 1.7% of the
GDP was made up from remittances (Personal Remittances, Received (% of GDP)- Nepal, n.d.).
This reflects how important migrant workers and their remittances have become to the Nepali
economy. Nepal as a migrant-sender nation could potentially have the potency to influence
destination nations to treat Nepali workers better. However, poor treatment of migrants, and
discrimination which sometimes leads to death has been a global issue. Migrant labourers were
partially highlighted in Nepali after over 6500 Nepali workers died preparing stadiums in Qatar for
the 2022 FIFA World Cup, prompting immediate government intervention (Pattinson & Mclintyre,
2021). This research seeks to examine whether bilateral relations with destination countries might
influence and improve the human rights condition of migrants. The hypothesis is that the bilateral

* Researcher
Email: shasta.kansakar7@gmail.com

53


https://doi.org/10.3126/prashasan.v55i2.63540

Kansakar, Shasta, 2023

relations of two countries are irrelevant but rather the domestic human rights conditions influence
the treatment of migrant workers.

This paper aims to analyse whether bilateral relations between migrant-sending and receiving
countries influence the treatment of migrant workers in the recipient country. The hypothesis will be
tested through a comparative analysis between Malaysia and Japan in relation to Nepal

Literature Review and Theoretical background

The literature review explores and sets the scope of three aspects pertaining to this research: human
rights, bilateral relations and the migrant governance system.

Human Rights

Human rights comprise human decency and integrity in aspects such as education, healthcare, and
equal opportunity amongst many other fields. While it can be interpreted in different ways
depending on individuals, communities or states, the International Bill of Human Rights is
considered to be a universally accepted comprehensive manifesto of human rights law. It consists of
the Universal Declaration of Human Rights (UDHR) and the International Covenant on Civil and
Political Rights (ICCPR). Both of these cover civil, political, economic, social and cultural rights
and also extend protection to migrant workers. The UDHR was accepted by all UN states in 1948
with only 8 countries abstaining to vote and the ICCPR has 173 ratified states and 6 signatories
(OHCHR, n.d.). The International Convention on the Protection of the Rights of All Migrant
Workers and Members of Their Families (CRMW) is another convention affiliated with the UN that
is exclusively for migrants but it is lesser known than the International Bill of Human Rights. It has
58 ratified countries and 11 signatories (OHCHR, n.d.). For the purpose of this study, the UDHR,
ICCPR and CRMW will be the framework covering migrant human rights on the basis of
universality and all-inclusivity.

The table below shows these declarations and covenants pertaining to migrant worker protection.
Many overlaps regarding the prohibition against slavery, unjust punishments and unfair detention as
well as freedom of religion and movement can be observed in all three documents. Meanwhile, the
CRMW is more holistic and also includes protection for families of migrant workers. There are
clauses for deportation (Article 22), greater protection against discrimination from nationals and
equal rights (Articles 14, 15, 18, 25, 43).

Universal Declaration of International International Convention on the

Human Rights (UDHR) Covenant on Civil Protection of the Rights of All Migrant
and Political Rights | Workers and Members of Their Families
(ICCPR) (CRMW)
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Avticle 4: Prohibits anyone
from being held in slavery or
servitude.

Avrticle 8: Prohibits
anyone from being
held in slavery or
servitude.

Avrticle 8: Provides the right to leave any
country including the state of origin and
allows re-entry to the state of origin at

any time for migrants and their families.

Avticle 5: Prohibits inhumane
and cruel punishments.

Article 9: Prohibits
arrest and detention
without evidence.

Avrticle 9: Provides the right to life for
migrants and their families.

Avrticle 13: Provides the right
to leave any country and
allows the freedom of
movement in the place of
residence.

Acrticle 10: Prohibits
inhumane treatment
of detained
individuals.

Article 10: Prohibits inhumane and cruel
punishments.

Article 19: Provides freedom
of religion and religious
practices.

Avrticle 12: Provides
freedom of
movement within or
outside the state.

Article 11: Prohibits anyone from being
held in slavery or servitude.

Avrticle 22: Provides the right
to social security.

Avrticle 18: Provides
the right to religion
and practices.

Acrticle 12: Provides freedom of religion
and religious practices. Prohibits
coercion to adopt another belief.

Avrticle 23: Provides the right
to work and provides
protection against
unemployment, favourable
working conditions, and
reasonable pay.

Article 27: Provides
the right to one’s own
culture, community,
and language.

Article 13: Provides the freedom of
expression and to voice one’s opinions.

Avrticle 24: Provides right to
leisure time from work and

Avrticle 14: Prohibits unlawful attacks or
interferences in the lives of migrants and
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periodic holidays from work. their families.

Avrticle 25: Provides the right Avrticle 16: Provides state protection

to enjoy cultural practices. against violence and prohibits arbitrary
detention against migrants and their
families.

Article 17: Prohibits detention of
migrants without evidence. If detained,
workers must be treated with dignity.

Acrticle 18: Provides equality for
migrants and their families on par with
the nationals of the destination country
before the courts.

Avrticle 22: Prohibits collective expulsion
of migrants and their families. Only
competent authorities have the right to
expel individuals.

Avrticle 25: Provides right to equal
treatment at work for migrants and their
families on par as nationals of the
destination country in terms of
remuneration, working conditions,
overtime, and holidays.

Article 43: Provides right to equal
treatment at work for migrants and their
families on par as nationals of the
destination country in terms of access to
education, vocational training, housing,
and health services.

Sources: (United Nations, 1948, art. 21.3; United Nations, General Assembly, 1966, art. 25(b);
United Nations, General Assembly, 1990).
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Strong Bilateral Relations

Beyond human rights, another primary component is the bilateral ties between any two countries.
Bilateral relations can be further categorized into economic relations and diplomatic relations.
Economic relations include the flow of aid, trade and investment and diplomatic relations mean
ambassador visits, the number of embassies and bilateral agreements. These two components
determine the strength of bilateral relations.

Diplomatic relations are referred to as the ability or competence to connect with other states. The
Vienna Convention is one of the first modern and widely accepted documents that codifies
diplomatic relationships. Article 27 states, "The receiving State shall permit and protect free
communication on the part of the mission for all official purposes.” This means that diplomats and
ambassadors must be protected and their mission to communicate with the state should be respected.
It is also insinuated that diplomatic missions are pursued through ambassadors. Similarly, Article 22
states, "The premises of the mission shall be inviolable. The agents of the receiving State may not
enter them, except with the consent of the head of the mission." This emphasizes the significance
and sovereignty of embassies in maintaining diplomatic ties. The embassy or ambassador’s property
cannot be interfered with in the host country and it should be seen as a representative of the country
that the ambassador represents (United Nations, 1961). Hence, it is evident that the availability and
ubiquity of an embassy, consulates and ambassador visits play a significant role in strengthening
bilateral connections and consolidating bilateral treaties and agreements.

Secondly, economic diplomacy is characterized by the contact of countries which would lead to
enhanced economic security for both parties involved (Lee & Hocking, 2010). In the modern day,
providing and receiving investments and foreign aid, exports and imports, recruiting migrants to fill
the labour gap, and obtaining remittance through migrants abroad can be considered to be economic
diplomacy. Hocking (2004) further adds that diplomatic and economic relations are integrated since
there is a multitude of actors such as the government ministry, foreign ministry, civil sectors, private
sectors and civilians will are impacted by bilateral relations. Hence, diplomatic and economic
relationship leads to form bilateral ties between states.

Migrant Governance System

Global migration comprises a broad category of labour migrants, refugees, migrants who go abroad
for education, state-nominated migrants or irregular migration. Hollifield (2004) argued that in the
contemporary world, migration is key to a state's functions. Similar to war and trade, migration has
become another component in bilateral and multilateral state relations (Adamson & Tsourapas,
2019). The framework to organize migration, in other words, the ‘migrant governance system’ is
characterized by migration policies, laws and regulations regarding global migration on a national,
sub-national or global level. For instance, in Nepal, the Ministry of Labour, Employment and Social
Security (MoLESS) looks after labour migration, the Ministry of Foreign Affairs (MoFA) deals with
labour diplomacy and Nepal Rastra Bank (NRB) handles remittance (Bashyal & Subedi, 2021). All
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of these can be considered to be migrant governance on a national level. On the contrary, some argue
that the migrant governance system is not a new phenomenon as migration has been regulated since
the existence of states and boundaries. Jewish citizens from the Soviet Union being barred from
emigration during the early years of the cold war is an example (Peretz, 2017).

Furthermore, Adamson and Tsourapas (2019) adds that the migrant governance system is dictated by
power relations between the receiving states of migrants and states that provide migrants. Recipient
states have the power to dictate laws that affect migrants from foreign nations. States that send
migrants enjoy remittance but bear the burden of a dwindling workforce. Immanuel Wallerstein's
World-systems theory is key in exploring the power dynamics and hegemony of the migrant
governance system. According to Dos Santos (1971), the world's hierarchy can be categorized into
three groups: core, periphery and semi-periphery. In brief, core countries can exert power over or
exploit semi-periphery and periphery countries of resources, capital and labor for their own
economic benefit.

Core or dominant states are rich industrialized countries such as the OECD states. They are
economically and technologically advanced, with flourishing manufacturing industries and big
infrastructures. In contrast, peripheral or satellite states are countries with poorer infrastructures and
economic development. The global south is usually considered to be the peripheries. Despite the
peripheries' lower hierarchy in the world, core nations need them to supply resources and cheap
labor to uphold the current systems in core countries (Chirot & Hall, 1982). On the other hand,
periphery nations remain impoverished due to their exploitation (Pankaj, 2005). Semi-periphery
states on the other hand are a mix between core and periphery. While these countries still act as
peripheries for core nations, they exploit other peripheries for their development. Several South East
Asian countries (semi-periphery) underpay South Asian (periphery) labourers while their own lower
end against the West is an example (Huang, 2011).

The principle of the world system carries over to the migrant governance system. In the current
socio-economic climate, globalization as a consequence of capitalism is the driver of migration.
Cross-boundary interactions are not more ubiquitous than before (Wallerstein, 1974). Wallerstein
says that receiving nations exploit benefits through migrants from peripheries as they can underpay
them and retain higher profits. There are several core nations such as Japan with labour shortages
due to low birth rates or a large number of senior citizens or are undergoing industrialization, hence
requiring more labourers, like in Malaysia. In such cases, migrants are in fact holding the social
security system of the destination country (Jones & Mielants, 2015). Meanwhile, migrants from the
peripheries have the shorter end of the stick. The impaired economies in periphery nations compel
people to find work abroad where they are likely underpaid (Pankaj, 2005). There is also the case of
cultural oppression. Edward Said, the author of Orientalism (1978), said that migrant workers from
poorer Asian or African nations are seen as the 'other' by the West. The 'othering' of migrants leads
to scrutiny from people in the core nations.
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Methodology

This paper is particularly based on the methodology give in the following chart.
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The hypothesis is that bilateral relations do not matter but rather the human rights policies in the
destination determine the condition of migrant workers. In order to test this hypothesis, a
comparative analysis of two migrant-receiving countries, Malaysia and Japan has been done in
relation to Nepal. These countries are chosen as subjects given the generally high number of Nepali
emigrants in these countries and remittances exchanged with them. The two oppose economically as
Malaysia is a middle-income country and Japan is a developed one and also has varying socio-
cultures. The case study has two parts: bilateral relations and human rights (pictured above). The
first section analyzes the bilateral strength of the subject country and Nepal through the study of
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diplomatic and economic relationships. The second section investigates the human rights condition
in the subject country, the treatment of Nepali migrants in said country and the efforts made by the
Nepali government to improve the situation. Finally, after ranking both Japan and Malaysia, it will
be examined whether the bilateral relationship with the destination country does in fact impact
improvements in migrant treatment or not. The same data sources have been as much as possible for
both countries to ensure consistency. Quantitative and qualitative methods have been used. Variables
such as ‘unfavorable human rights' can be arbitrary and require a qualitative approach. At the same
time, variables such as trade and investment can be quantified, hence both methods have been
utilized in combination. All the data and information were accessed through World bank and other
statistics data banks as well as journal articles, newspapers and reports. Lastly, since the primary
focus is Nepal, Malaysia and Japan, the scope of this research is limited to these countries.

Data Presentation and Analysis

Case Study 1: Malaysia

Bilateral relations between Malaysia and Nepal

Diplomatic relations

Bilateral relations between Nepal and Malaysia were established on January 1, 1960. There is a
Nepali Embassy in Kuala Lumpur and a Consulate in Selangor (Honorary Consulate General of
Nepal in Selangor, Malaysia - Embassy WorldWide, 2014). There is one Malaysian Embassy in
Kathmandu and no Consulates. The Embassy in Nepal frequently holds events promoting bilateral
trade and tourism and A Memorandum of Understanding (MoU) on employment, worker rights and
recruitment exists between the two. They also signed an Air Service Agreement in 2007,
consolidating air connectivity through direct flights. High-profile visits include Former Prime
Minister of Malaysia Dr Mahathir Mohamad who visited Nepal in 2014 (Embassy of Malaysia in
Kathmandu, Nepal, 2014; Nepal Malaysia Relations, n.d.).

Economic relations: Trade, Investment, Aid and Foreign Workers

In terms of trade and investment, Nepal exported 1656 (US$ Thousand) worth of goods and
imported 99,154 (US$ Thousand) worth of goods to Malaysia in 2016. Nepal primarily exports
vegetable products, apparel and handicrafts and imports machinery and intermediate goods like oil
and plastic. Additionally, Malaysia has also invested over $466 million in 27 industries in Nepal.
(World Integrated Trade Solution, 2017). Finally, given Malaysia's status as a middle-income nation,
they have provided aid in the form of scholarships to Nepali citizens under their Malaysian
Technical Cooperation Program. However, perhaps the most significant point of contact between
Malaysia and Nepal is the migration of labourers from Nepal. The Ministry of Foreign Affairs
estimates that there are 700,000 Nepali workers in Malaysia (Nepal- Malaysia Relations, n.d.). By
2018, 22% of the migrant worker population in Malaysia included Nepalis (Yi et al., 2020). It is
estimated that 9.7% of the total remittance arrives from Nepali migrants in Malaysia as of 2019/20
(Ministry of Labour, Employment and Social Security, 2022).
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Therefore, Malaysia and Nepal have a functioning diplomatic relationship with regular contacts and
even more intimate trading and economic partnership.

Human Rights in Malaysia

Malaysia's Constitution adheres to some fundamental international human rights laws. As per the
UNDHR and ICCPR, the constitution also allows for the right to personal liberty against unlawful
detention (Article 5), prohibits slavery (Article 6), the right to freedom of speech (Article 10) and the
right to religion (Article 11). Article 8 states that the constitution covers citizens and non-citizens
including migrant workers regardless of their documentation status. Hence, migrant workers are
liable to receive the same human rights treatment as the residents of Malaysia (Malaysia
Constitution, 1957). It can be interpreted that Malaysia follows the baseline standard of human rights
on paper. It is to be noted however that Malaysia has not signed the ICCPR and CRMW. They have
either signed or ratified 18 out of 72 United Nations treaties” related to human rights (Ratification of
International Human Rights Treaties - Malaysia, n.d.). Human Rights Watch reports an unfavourable
track record of human rights in Malaysia. The lack of sufficient freedom of media, police brutality,
treatment of asylum seekers, LGBTQI rights and women's rights are in particular criticized
(Malaysia: Events of 2021, 2022).

Treatment of migrant workers

Nepali migrants suffers from untimely deaths, wage disparity and a corrupt recruitment process that
risks their labour rights. The Nepal Labour Migration Report (2022) reports that 175 Nepali migrant
workers died in 2019/20. 80 deaths were attributed to suicide, 20 to workplace accidents, 14 to heart
attacks, and 22 to cardiac arrest amongst other reasons such as covid and natural death. Wage
disparity and the mismanaged recruitment process contribute to the abusive system that migrants
endure. Migrant workers have lower pay than their native counterparts. As per data from 2016,
migrant labourers in ‘low-skill’ jobs earned RM970 (USD 210) - RM1200 (USD 259) per month (Yi
et al., 2020). In comparison, the 2016 median income for Malay nationals with no education and
primary level education was RM1153 (USD 249) and RM1327 RM (USD 287) every month

" International human rights compiled by the University of Minnesota Human Rights Library 72
bills under the: International Bill of human rights, Prevention of Discrimination on the Basis of
Race, Religion, or Belief; and Protection of Minorities, Women's Human Rights, Slavery and
Slavery-Like Practices, Protection from Torture, Ill-Treatment and Disappearance, Rights of the
Child, Freedom of Association, Employment and Forced Labour, Education, Refugee and
Asylum, Nationality, Statelessness, and the Rights of Aliens, War Crimes and Crimes Against
Humanity, Genocide, and Terrorism, Law of Armed Conflict, Terrorism and Human Rights,
U.N. Activities and Employees, Regional Conventions and African Regional Conventions
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respectively (Salaries & Wages Survey Report, Malaysia, 2016, 2017). There have been some
improvements since Malaysia had to increase migrant wages as one of the conditionalities to join the
Trans-Pacific Partnership (TPP) in 2017 (Pattisson, 2022).

Moreover, the recruitment process requires improvement. Typically, agencies mediate labour supply
to Malaysia. They are granted the “Visit Pass (Temporary Employment)” (VP(TE)) status on their
visa which differs from the “Employment Pass” reserved for highly skilled ex-pats. The employers
are required to compensate VP(TE) workers for their housing, insurance and medical bills. However,
many employers and agencies skip the legal procedures, preferring the short-hiring time and
avoiding the costs. This would render the workers to be irregular or undocumented workers (Yi et
al., 2020). Irregular workers are not covered by domestic laws such as the Employees Provident
Fund Act, Workmen's Compensation Act, Employment Act and the Employee Social Security Act
that protect legal migrants (Raj-Hashim, 1994). They are also subject to violence and removal. For
instance, 323 undocumented Nepali migrants were arrested in 2020 and faced further discrimination
during Covid (Ramli, 2020; (BBC News, 2020) The MOHR has however announced plans to phase
out recruitment agencies from 2019 onwards (Zainul, 2018).

Efforts by Nepal

During Malaysian Home Minister Saifuddin Nasution Ismail's visit to Nepal on February 2023, the
Nepali delegation urged for the proper implementation of the “zero-cost” migration policy. The
“zero-cost” policy, originally agreed upon in the 2018 memorandum, enforces employers in
Malaysia to handle the costs of airfare, visa, insurance, security screenings and recruitment fees. In
practice, however, the migrants bear these costs instead of the employers (Pandey, 2023). If the
policy is executed diligently, employers will have to be more accommodating towards migrant
workers, who can have a smooth transition to Malaysia. Few -fruitless- efforts have been made by
the Nepali delegation.

Case Study 2: Japan
Bilateral relations between Japan and Nepal
Diplomatic relations

A formal diplomatic relationship between Japan and Nepal was established on September 1, 1956.
Prior to this, there are historical records of Nepali students being sent to Japan for educational
purposes during the Rana regime. There is a Nepali Embassy in Tokyo and two Consulates in Osaka
and Fukuoka prefectures. There is one Japanese Embassy in Nepal. Bilateral contact between the
two countries is frequent, especially with the commencement of the 'Bilateral Consultative
Mechanism' in 2015 regarding development and trade. Bilateral Agreements have also been made on
the 'Agreement on Technical Cooperation', 'Air Service Agreement' and 'MoU on Training Nepali
Industrial Workers in Japan'. Moreover, recent high-profile visits include Former Ministry of
Foreign Affairs, Pradeep Kumar Gyawali's visit to Japan in 2018 and Former Ministry of Foreign
Affairs, Taro Kono's visit to Nepal in 2019 (Nepal-Japan Relations, n.d.)
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Economic Relations: Trade, Investment, Aid and Foreign Workers

In 2016, Nepal exported 9343 (US$ Thousand) worth of goods to Japan including pashmina
products, handicrafts, silverware and paper products. They imported 64,806 (US$ Thousand) worth
of goods such as vehicles. Electronics, machinery and medical products. Japan has invested USD 30
million in foreign direct investment up to 2017/18 (World Integrated Trade Solution, 2017).
Japanese foreign aid dates back to the 1950s when they supplied bilateral grants to support technical
development in Nepal. Japan has been involved with historically important technical development
projects such as the Tanahun Hydropower Project (Nepal-Japan Relations, n.d.). As of 2018, Japan
has provided 121.30 billion yen in grants and 78.64 billion in technical cooperation, amounting to
199.94 billion yen (USD 1.8 hillion") (Japan-Nepal Relations (Basic Data), n.d.). Finally, Japan
hosts Nepali 118,196 workers with diverse job, skill and pay portfolios; 20.3% per cent of the
migrant population in Japan comprises Nepalis as of 2022 (Record 1.8 Million Foreign Workers in
Japan as of 2022, 2023). It is estimated that 7.5% of the total remittance arrives from Nepali
migrants in Japan as of 2019/20 (Ministry of Labour, Employment and Social Security, 2022).
Therefore, Japan has invested heavily in Nepal and has an engaging diplomatic relationship.

Human Rights in Japan

As per the UNDHR and ICCPR, Japan incorporates fundamental human rights laws in their
constitution. Article 18 prohibits slavery and working in bondage, Article 20 allows freedom of
religion and 33 prohibits the arrest of civilians without a warrant (Prime Minister of Japan and His
Cabinet, 1947). Furthermore, the Supreme Court ruling of the 1978 'McLean Visa Renewal' case
ensured that human rights laws would be extended to foreign nationals too (Kondo, 2008). Japan has
ratified the ICCPR but not the CRMW. They have either signed or ratified 34 out of 72 United
Nations treaties related to human rights (Ratification of International Human Rights Treaties - Japan,
n.d.). However, inadequacies in their human rights credentials include discrimination against
migrants, women, refugees, ethnic Koreans and the LGBTQI community. Hate crimes and speech
against ethnic Koreans residing in Japan, unlawful detention of foreigners and prohibition of same-
sex marriage are some major problems (Amnesty International, 2022).

Treatment of Migrant Workers

A few migrant deaths, wage disparity and an exploitative training program are some key problems
relating to the treatment of Nepali migrants in Japan. The previous year, there were 9 recorded
deaths of Nepali migrants in Japan due to traffic accidents or Covid (Nepal Labour Migration Report
2022, 2022). As of 2020, foreign workers in Japan earned 73% of what their Japanese counterparts
did. This disparity was higher among blue-collar jobs and migrants working part-time or through a
traineeship (Juntaro, 2020).

" Average closing exchange rate of 2018 1 USD= 110.34 Japanese Yen was applied.
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As for the recruitment system, private companies in Nepal are not allowed to recruit and send
workers to Japan. A G2G model has been codified in the memorandum of cooperation in 2019 and is
monitored strictly (Mandel, 2019). Only 206 accredited organizations are authorized to send

individuals for the TITP visa program (R/I'—/ X4 #E—& (JITCOEDRIDICET),

n.d.). This makes for a seamless and there is a controlled flow of management for both Japanese
employers and Nepali workers. Nepali workers primarily enter Japan through two systems: The
Specified Skilled Worker (SSW) Visa and the Technical Intern Training Program (TITP) Visa. The
former is for industry specialists and the latter is a training program for technological and skill
transfer purposes. However, the premise of TITP has been questioned in recent years. Despite being
a training module, workers are treated as cheap labour under the TITP. They are also unable to
change jobs and usually uninformed about their labour rights, creating grounds for abuse from
employers (Zuo, 2019). The government has been in favour of ending the TITP and opting for a
different module for migrant labourers (Tauchi, 2023). In addition, in 2023, the Japan System for
Special Highly Skilled Professionals (J-Skip) program was launched for researchers, engineers, and
high-level managers who wish to work in Japan. The workers under J-Skip would receive a lucrative
income of 20 million yen (USD 150,000) and preferential treatment in their point system (Exum,
2023). Given that J-Skip is for high-skilled professionals, it would exclude working-class migrants.

Efforts by Nepal

In 2019, Nepal signed a memorandum of cooperation with Japan, agreeing upon a G2G model of
labour recruitment. This would ensure that companies would not be able to send Nepali workers to
Japan without authorization (Mandel, 2019). Similarly, the Japanese Ambassador to Nepal,
Masamichi Saigo signed the memorandum of agreement which would require an increment of the
monthly salary of migrant labourers to Rs. 200,000 (USD 1512). The agreement also provides work
benefits to migrant workers on par with their Japanese counterparts (Nepal, Japan Sign Labor
Agreement, 2019). Clear improvements can be observed in the situation of Nepali migrants in Japan
through intervention.

Result and Discussion

Analysis of bilateral relations

Parameters in | Malaysia Japan Who has a
relation to stronger
Nepal relationship
with Nepal?
Diplomatic | Start of January 1960 September 1956 Japan
Relations bilateral (Informal relation during
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relationship Rana regime)
Embassy/ 2 3 Japan
Consulates in | Kuala Lumpur and | Tokyo, Osaka and Fukuoka
the destination | Selangor
country
Bilateral 2 4 Japan
agreements 1. MoU on | 1. Bilateral
recruitment, worker | Consultative Mechanism
rights and | 2. Agreement on
employment Technical Cooperation
2. Air Service | 3. Air Service
Agreement Agreement
4, MoU on Training
Nepali Industrial Workers
Economic | Trade 2016 2016 Malaysia
Relations Nepal imported: Nepal imported: 64,806
99,154 Nepal exported: 9343
Nepal exported:
1656 (In US$ Thousand)
(In US$ Thousand)
Investment Total of  $466 | $30 million in FDI. Grants | Japan
and aid million up until | and technical assistance of
2017. Aid is limited | $ 1.8 billion up until 2018
to scholarships
Migrant 700,000 in 2022 118,196 in 2022 Malaysia
workers 22% of the migrant | 20.3% of the migrant
population in | population in Japan
Malaysia
Remittance 9.7% of total 7.5% of total remittance Malaysia
received (% of | remittance
GDP in
Nepal)
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As per the findings, Japan has stronger diplomatic ties with Nepal than Malaysia does. Japan has had
a long-shared history, more points of contact (consulates and bilateral agreements) and most
importantly, a bilateral consultative mechanism that allows for a consistent channel of
communication with Nepal. In contrast, Malaysia enjoys a slightly stronger economic relationship
with Nepal as per the bigger volume of trade and greater number of Nepali migrants and remittances.
That being said, Japan has invested and provided aid in billions and has a substantial trade volume
and Nepali migrant population. Hence, it can be concluded that while Malaysia has a stable and
well-functioning bilateral relationship with Nepal; in tally, Japan edges them out in terms of a more
compelling diplomatic connection and economic investment.

Analysis of Human Rights

Malaysia Japan Notes
Human rights Ratification (or UNDHR- Yes UNDHR- Yes None have
Overview agreement) of ICCPR- No ICCPR- Yes ratified CRMW
ICCPR, CRMW | CRMW- No CRMW:- No
and UNDHR
UN Human 18/ 72 34/ 72 None have
Rights (72 (Signed or (Signed or signed or ratified
treaties) Ratified) Ratified) 50% of the
treaties

Unfavourable

Discrimination

Discrimination

Discrimination

cardiac arrests,
and others)

track record against the against the against migrant
LGBTQI LGBTQI workers is a big
community, community, problem
misogyny, and ethnic Koreans,
treatment of misogyny, and
asylum seekers. | detention of
foreign
nationals.
Treatment of Deaths of Nepali | 175 deaths 9 deaths Japan has
migrant workers | workers (Through (Through traffic | significantly
(in 2022) suicide, accidents or fewer deaths
workplace Covid) though it is to be
accidents, noted that Japan

has fewer Nepali
immigrants than
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Malaysia.

Wage Disparity

8490-90% of
what Malay
nationals earned

73% of what
Japanese
nationals earned

Malaysia has a
lower range of
wage disparity

in 2016. in 2020. than with
national
Migrants counterparts.
USD 210- 259
Malaysian
nationals
USD 249- 287
Mismanagement | Exploitative TITP system is
recruitment exploitative
agencies and towards
irregular working-class
workers. migrants.
Requested Agreed on a
Efforts for improvement by Nepal Malaysia to G2G model to
implement the ensure proper
'zero-cost™ flow of labour
migration recruitment.
policy. Requested for
increased salary
for migrant
workers.

Overall, Japan appears to have a better track record of human rights given its compliance with the
ICCPR and a greater number of UN human rights treaties. However, both Malaysia and Japan have
not signed or ratified the CRMW, a key international treaty protecting migrant workers. Despite
signing more UN treaties in comparison to Malaysia, Japan has not signed more than half the
treaties. Both countries also have issues of discrimination against marginalized groups including
foreign workers. Hence, the overall human rights trend in both countries is concerning for migrant
workers.
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As a result, mistreatment of Nepali migrant workers is observed in both countries. However, an
improvement can be observed in Japan. In Malaysia, recruitment agencies and inflexible visas lead
to the creation of irregular workers who are exempt from legal protection. There is a high number of
Nepali deaths, many due to suicide and workplace accidents. This means that working as a migrant
in Malaysia might not be ideal. Similarly, there is a higher rate of wage disparity in Japan than in
Malaysia for migrants. However, in contrast, there has been an increased salary for Nepali workers
recently after agreements were made on a state level. Nepal and Japan's bilateral agreements had also
outlawed mediators like recruitment agencies, which is an ongoing problem in Malaysia. The
Japanese TITP system is exploitative but efforts are being made to remove the system. Moreover,
there are a significantly lower number of Nepali deaths in Japan. (However, it is to be noted that
Malaysia hosts a larger number of Nepali immigrants.) This progress was possible through the G2G
model and the bilateral consultative mechanism that Japan and Nepal have adopted.

Revisiting the hypothesis, while there are concerns about the treatment of Nepali migrant workers in
Japan, it is observed that having a clear channel of communication and consistent diplomatic contact
can improve the situation of migrant treatment. This situation parallels Malaysia where a poorer
bilateral relationship has led to a stagnant treatment of Nepali migrant workers. Nepali officials have
had to reiterate the terms of agreements such as the “zero-cost” migration policy to Malaysian
officials. Therefore, bilateral relations affect the treatment of migrant workers; disproving the
hypothesis.

Conclusion: Policy Recommendations

In conclusion, since bilateral relations do impact the human rights of migrant workers, here are some
policy recommendations for Nepal:

1. Establish G2G contact or bilateral consultative mechanisms with migrant-receiving countries
so as to open a channel of consistent communication.

2. Be proactive and insistent when requesting for fair pay, reparations for deaths, and
transparency for migrants on rights and work conditions during meetings with the destination
country.

3. Create a contact point between the embassy or consulates and migrant workers. Provide access
to legal support and means to return to Nepal.

4.  Create domestic laws illegalizing recruitment agencies. Allowing authorized organizations who
are transparent about the procedure to deal with potential emigrants.
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The Study of Performance of Provincial Governments:
Does Frequent Transfer of Officials Matter?
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Abstract

Nepal is federal country with three levels of governments, viz. federal, province and local. Among
these, province government is new structure and its performance is important for the stability of
province and the federal system. The performance of province is mainly determined by the
frequency of transfer of top level bureaucrats and the availability of the staffs in province ministry.
This study establishes the relation between frequent transfer of top level bureaucrats, availability of
staffs and the performance of province government further digging out other factors affecting the
performance of province government. The purpose of the study is to examine data from secondary
sources, focus groups, field observations, interviews with key informants, and other sources that
includes both quantitative and qualitative data. The study established the relation between
performances of province government with frequent transfer of top level bureaucrats of province
ministries of Lumbini Province. There has been effect of such frequent transfer of the top level
bureaucrats in the performance of Lumbini Province government to the large extent in planning,
implementation, resource management, risk management, liability management, accountable
management, effectiveness of office, coordination among other staffs and offices, and policy
making. But the impact on daily office operation has been found very low. Federal and province
governments are suggested to reduce the frequent transfer of top level bureaucrats and manage the
full staffing condition of province ministries.

Keywords: Provincial government, performance, frequent transfer, bureaucracy

Introduction

Nepal is a country of geographical, cultural and lingual diversity. Ever since King Prithvi Narayan
Shah unified the country, Nepal has operated under a unitary form of government. In the course of
managing and implementing development agenda, federalism has been found an apt practice for
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Nepal. So, the nation has changed from a centuries-old unitary system of governance to a federal
structure with the goal of equitable and inclusive development in all geographic regions of the nation
and the vision of proper distribution and use of resources by reducing economic, social, and religious
prejudice. Federalism is a form of government where a central authority and different tiers of
government share power, either equally or unequally. A country under federalism has two levels of
government: a federal government at the federal level and additional provincial or municipal
governments at the state and local levels. According to Bhattachan (2003), federalism is the practice
of the system which guarantees freedom, equality, prosperity and human rights curing the problems
like inequality and imbalance. The history also shows that the government of Licchavis, Bajjis,
Videhas and Mallas etc. are in the form of confederation during the 4th century BC (CA, 2009). The
240-year monarchy in Nepal was officially ended in 2063 with the adoption of the 5th amendment to
the interim constitution (Reliefweb, 2007). It was the first official document to refer to Nepal as a
Federal Democratic Republic nation. According to the concept of a federal system, after the
promulgation of the Constitution of Nepal (2015), Nepal has been divided into 7 provinces, 77
districts and 753 local levels. Hence, there are 753 local governments, 7 provincial governments and
a central ‘federal’ government.

The chief minister heads the provincial government. Six ministers accompany the chief minister
from ministry of Internal Affairs and Laws, ministry of Economic Affairs and Planning, ministry of
Industries, Tourism, Forest and Environment, ministry of Social Development, ministry of Physical
Development and ministry of Land Management, Agriculture and Cooperatives. The office of Chief
Minister is supported by Principal Secretary and other ministries are supported by secretaries as head
of the Administration. These secretaries and principal secretaries are appointed from the pool of
senior federal bureaucrats and are accountable towards federal governments. But as the chief of
provincial bureaucracy, they have to participate, energize and implement the plans, policies, laws
and other development agenda of provincial governments. The availability and stability of such
secretaries and principal secretaries is crucial for the development, implementation and monitoring
of plans, policies, laws and public service delivery of the provincial government. But, while reading
the daily national newspapers and discussion of/with ministers and chief ministers of province, it is
found that there has been frequent shuffling and or transfer of such “top level bureaucrats” in the
province ministries. Such shuffling may be due to conflict of interest or any other reasons. DRCN
(2019) points out that the provincial governments are unable to function as expected because of the
frequent transfers of employees and also focus about the stability of the employees. Hence, it is
immensely important to study the impact of frequent transfer of secretaries in provincial level.
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The main purpose of this study is to explore and compare the impact of frequent transfer of top-level
bureaucrats of provincial government in the area of public service delivery, policy decision making
and planning and programming. For this, the study only focuses on frequent transfer of top-level
bureaucrats (principal secretaries and secretaries) and effects caused on service delivery, policy
decision making, planning, and programming of provincial government. Other probable effects will
not be analyzed in this study. In addition, this study focuses on Lumbini province only and the
political economy of frequent shuffling and transfer of such top-level bureaucrats of provincial
government is beyond the scope of this study.

Literature Review and theoretical background

Measurement of Government Performance

It is not simple to assess government performance. Although evaluating government performance is
popular, there doesn't seem to be agreement on what constitutes "performance,” and there are
numerous approaches, techniques, and methodologies available for evaluating a government
agency's “performance” (Trivedi, 2017). He also makes the following three frequently used
classifications of agency performance management system: a) partial versus comprehensive; b) ex-
ante versus ex-post; and c) managerial versus agency performance measurement systems.

According to Rahman & Mohtar (2020), the most popular definition of performance measurement is
the systematic process of gathering, evaluating, and reporting data to management. It may also be
thought of as the process of gauging prior performance.

The five criteria for evaluating the effectiveness of public reporting and government service delivery
are made clear in the 2020 Australian Government Productivity Commission Report on Government
Services. The report claims that by aiding in the clarification of government goals and duties,
encouraging analysis of the connections between agencies and programs, enabling governments to
coordinate policy within and across agencies, increasing performance transparency by educating the
public, giving governments performance indicators for policies and programs over time, and
promoting continuous performance improvements in service delivery and effectiveness by
emphasizing innovations and improvements, it creates incentives for better performance.

According to the study carried out on civil servants in India (Marianne Bertrand, Robin Burgess,
Arunish Chawla, and Guo Xu, 2020), the civil servants towards the time of their retirement, who are
expected to retire without their promotion (stated as “glittering prize” by authors), may have lower
motivation preventing to exert enough effort for performance. Jiang, J. (2018) argued, by examining
economic performance of local governments in China, that government performance can be
improved by using patron—client relations that helps to resolve principal-agent problems that
prevails in political hierarchies. Another study by Rivera (2020) shows that party alignment and
emergence of career concerns plays an important role for bureaucratic behavior and their
performance.
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Importance of Government Performance Measurement

While referring to the entrepreneurial government, to carry out the business in government sector
also, the individual performance is considered an important factor. Because of the paradigm shift,
both public and private sectors are now treated like their business counterparts. According to
Rahman & Mohtar (2020), the governments are under a constant pressure to be responsive and
accountable to not just the departmental head, ministers and the parliament, but also to all of
its clients involved.

No matter how they are owned, all organizations, according to Hoque (2012), must create metrics or
indicators to evaluate their performance. These metrics are also supposed to inform business
managers' choices regarding employee incentive or reward programs and the organization's ability to
express its expectations for employee behavior as well as how it expects it to be observed and
assessed.

As to Joseph Wholey (1997), the current focus on performance assessment in government agencies
and nonprofits is in reaction to the demands of citizens worldwide for evidence of the effectiveness
of programs. In support of their performance monitoring argument, Wholey and Harry (1992) note
that systems are beginning to be used for more than just employee motivation and government
service and citizen-government communications; they are also being used for budget formulation,
resource allocation, external accountability, and performance contracting. According to Wholey and
Newcomer (1997), performance evaluations can be carried out more often to enhance management
and program efficacy or yearly to increase public accountability and policy decision-making.

According to Harty et al. (1990), the Governmental Accounting and Standards Board recommends
that performance measures be used in the following ways: establishing goals and objectives;
organizing program activities to achieve these goals; assigning resources to these programs; keeping
an eye on and assessing the outcomes to ascertain whether the goals and objectives are being met;
and adjusting program plans to improve performance.

According to Ammons (1995), local government performance measurement has made the promise
that more complex measurement systems will support management procedures, improve the
decision-making process for allocating resources, strengthen legislative oversight, and boost
accountability.

Performance measurement, according to Osbome and Peter (2000), gives authorities the power to
hold companies accountable and impose performance-related penalties. It gives managers the
information they need to enhance performance and assists citizens and consumers in evaluating the
value that government generates for them.

According to Behn (2003), managers of public agencies may utilize performance assessment as part
of their overall management strategy to assess, regulate, budget, inspire, promote, celebrate, learn,
and become better.
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Government Performance Evaluation

It appears that one of the most crucial topics in contemporary public administration is the assessment
of government agencies' performance. (Suleimenova, Kapoguzov, Kabizhan, & Kadyrova, 2018).
Leoveanu (2016) asserts that a crucial component of the New Public Management is the
performance evaluation of government entities. Performance assessment is viewed as a method of
quantifying the efficacy and performance of activities, and it is a component of the total performance
management system (Salem 2003; Hansen 2017). Although there are several other contributing
elements, Talbot (2010) claims that the assessment system's adoption aids in improving government
agencies' real performance.

Key Performance Indicators (KPIs)

Management of government performance is intricate. Decision-makers in government have access to
a wide variety of data sources. According to Parmenter (2012), performance management systems
have many different measurement indicators, such as Key Performance Indicators (KRIs) that assess
key performance outcomes, Result Indicators (RIs) that assess activities, Performance Indicators
(Pls) that identify areas for improvement, and KPIs that assess how performance can be significantly
improved.

Creating meaningful KPIs may be quite difficult. A performance indicator, also known as a key
performance indicator (KPI), is a kind of performance evaluation that is used to increase the
effectiveness and accountability of government, according to Carol (1990). Decisions may
occasionally be made based on inaccurate or inadequate information, which makes forecasts
unreliable and increases the possibility that an unexpected outcome may arise from the choice
chosen. Thus, it's essential to use performance indicators correctly to minimize risk and prevent
errors of this kind (Dolence, 1990). According to Austin (1996), when workers adhere to the
prescribed metrics at the price of the true quality or worth of their job, KPIs can potentially result in
perverse incentives and unforeseen repercussions.

The Study

Taking into account the goals, research question, and theoretical framework of the study, a research
design that includes desk review, key informant interviews, group discussions, and field observation
technique has been chosen. The literature review related data, transfer related data from annual
reports and documents form the province ministries was collected by desk review. Similarly,
information related to the performance and factors affecting the performance of the top level
bureaucrats was collected during key informant interview and group discussion. In this study,
attempt is made to analyze and interpret the collected data, to answer the principal research questions
and fulfill the objectives of the study, within the principles of government performance. The
framework of analysis is based mainly on the Constitution of Nepal as the foundation, within and
beyond the principles of public service delivery, good governance and federalism. As the study is
primarily based on the analysis of the effect of frequent transfer of top level officials of province
government, qualitative approaches with analysis of documents is best suited and for the statistical
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analysis, quantitative analysis has also been used. Interview and reports are analysed using
qualitative approach whereas frequency and tendency of frequent transfer are analyzed using
quantitative approaches. Information is gathered using both primary and secondary data gathering
techniques. Semi-structured interviews with top-level officials (secretaries, principal secretary, and
others) are used to gather primary data. Separate group discussion has been scheduled in each
ministry with 5-7 officials considering the GESI lens. The interview is made in Nepali Language for
simplicity which is translated in to English latter during data coding. Secondary data is collected
from various sources such as annual reports, newspapers/media reporting, project documents etc.
Approved number of officials, recruited (appointed) and vacant number has also been collected as
secondary source of information. According Creswell (2009), researchers have a responsibility of
protecting research participants and the promotion of integrity of the research. So, prior permission
with participants to carry out interview was taken and also explained that the information obtained is
used only for the research purpose. They received clear information about their voluntary
participation in the study and their right to discontinue participation at any time throughout the
interviews if they felt uncomfortable. Additionally, they received clear information regarding their
voluntary engagement and the non-manipulation of their data. Similarly, their privacy is not
disclosed in this report. All the steps and consideration has been made to preserve quality concern on
the study report.

Findings and Discussions

Number and Frequency of Transfer of Top Level Officials

As per the requirement of the research objectives, the analysis of the number and frequency of the
transfer of top level officials has been carried out. The number of transfer and their average stay in
the concerned ministry is provided in Table 1. This statistics cover the data from the date of first
appointment of Principal Secretary and Secretaries to the last date of observation 15 Falgun 2077.
Furthermore, if the last official in the list is in his/her position for less than 6 months or yet in
position during field visit, then it is not included for counting the average tenure.

Table provided below clearly indicates that average tenure of the Principal Secretary/Secretary is
found to be less than 1 year (except in Ministry of Land Management, Agriculture and Cooperatives)
and another interesting fact found is the third (excluding the exception of Second Nimitta Sachib of
Ministry of Physical Infrastructure Development) the third tenure is more stable and is around 1 year
tenure. This is because the government of Nepal has made mandatory provision of minimum 1 year
province level experience for joint secretary (Secretary of province) to be eligible for promotion in
Secretary. The minimum tenure of province secretary is 5 months and maximum tenure is 18
months. In an average tenure of the principal secretary and secretary, Ministry of Internal Affairs
and Law has approximately 8 months, four ministries (Ministry of Economic Affairs and Planning,
Ministry of Industry, Tourism, Forest and Environment, Ministry of Social Development and
Ministry of Physical Infrastructure Development) has 9 months, Office of the Prime Minister and
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Council of Ministers has 12 months and Ministry of Land Management, Agriculture and

Cooperatives has 13 months.

Table 1: Number of Principal Secretary and Secretaries and Their Tenure

S.N | Ministry No. of Principal | Duration | Average Remarks
Secretary/Secretary | (in (in months)
months)

1 Office of the Prime 1 6 11.67 The fourth is
Minister and Council of 2 13 (Approx. | excluded
Ministers 3 16 12) from

4* 2 calculation.

2 Ministry of Internal 1 6 7.8

Affairs and Law 2 5 (Approx. 8)
3 10
4 9
5* 9

3 Ministry of Economic 1 13 9
Affairs and Planning 2 5

3 11
4* 7

4 Ministry of Land 1 15 13
Management, 2 6
Agriculture and 3* 18
Cooperatives

5 Ministry of Industry, 1 6 9.25
Tourism, Forest and 2 13 (Approx. 9)

Environment 3 12
4* 6

6 Ministry of Social 1 9 9.25

Development 2 10 (Approx. 9)
3 12
4* 6

7 Ministry of Physical 1 8 9 Second is not
Infrastructure 2 1 included in
Development 3 10 calculation.

4 12
5* 6

* Indicates that the Principal Secretary/Secretary was on tenure during field visit.
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While taking consideration of the performance of the province, it is very difficult to relate the
frequency of transfer of top officials with performance of the province government, ministries and
other government agencies. But indirectly, during Key informant’s interview and focus group
discussion, all officials participating came on common consensus that such frequent transfer of top
officials has adverse effects on efficiency and effectiveness on designing, planning and
implementation of policies, rules, projects and other regular service delivery.

Status of Availability of Officials in Province Government

The study also revealed that beside the frequent transfer of top officials (bureaucrats) of province
government, the availability of the other officials is also crucial determining the performance of the
province government. Table 2 presents the status of availability of officials in province government.
Here, Ministry of Industry, Tourism, Forest and Environment contains total number including
ministry itself and its department and other offices whereas other ministries contain the status of
officials within ministry only.

Table 2: Status of Availability of Officials in Province Government

Ministry Approved | Available | Vacant | Availability
No. | % | No. | % | Ratio

Ministry of Internal Affairs and Law 57 38 67 |19 |33 |23

Ministry of Economic Affairs and Planning | 48 26 |54 |22 | 46 | %2 (Approx.)

Ministry of Land Management, Agriculture | 74 44 60 [ 30 |40 |3/5

and Cooperatives

Ministry of Industry, Tourism, Forest and 1333 986 | 74 | 347 | 26 | ¥a (Approx.)

Environment

Ministry of Social Development 54 38 |70 |16 |30 7/10

Ministry of Physical Infrastructure 56 34 60 |22 | 40|35

Development

While considering the approved and available number of staffs in each ministry, no any ministry is
fully equipped with the approved number of darabandi. Comparatively, Ministry of Industry,
Tourism, Forest and Environment has highest percentage (74%) of available officials whereas
Ministry of Economic Affairs and Planning has lowest percentage (54%) of available officials.
According to the officials, such condition of the ministry has created the environment where officials
have to work under pressure due to which they can not complete the assigned work either as in
expected quality or in designated time. Delay in completion of work is being regular, according to
them. To avoid such situation and increase the performance of the province ministry have hired the
temporary and contract staffs. According to their record, Ministry of Internal Affairs and Law has
33%, Ministry of Land Management has 12%, Agriculture and Cooperatives and Ministry of
Industry, Tourism, Forest and Environment has 9% of staffs either temporary or in contract out of
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total approved darbandi. The study further revealed that, even though ministry has managed staffs as
mentioned above, all seats need to be full yet. Hence, despite of such, these ministries, based on the
perception of officials included in Key informant’s Interview and Focused Group Discussion, are
still in under performance. So, understaffing might be another reason affecting the performance of
the province government.

Perception of Officials towards Government Performance

Based on the studied literatures, authors have prepared 10 indicators to determine the Province
Government Performance. These indicators are: Planning, Implementation, Resource management,
Risk Management, Liability Management, Accountability Management, Effectiveness, Coordination
among others, Policy making and Daily office operation.

Seven group discussions and 17 key informant’s interview also included a perception survey
containing these 10 indicators and 5 options in scale of 0 — 4. The survey was carried out in
individual basis and latter verified with group discussion. There was slight deviation in the response
in group from the individual response. But for the purpose of this study, the individual response
provided by 52 respondents on the effect of frequent transfer of top level bureaucrats has been
tabulated in table 3.

Table 3: Perception of Officials towards Government Performance

Factors Very Large | Large Moderate | Very No effect | Total
Extent (4) Extent (3) | (2) Less (1) | (0)

Planning 37 13 2 0 0 52

Implementation 32 15 3 2 0 52

Resource 35 10 7 0 0 52

management

Risk Management 42 7 2 1 0 52

Liability 40 4 6 2 0 52

Management

Accountability 33 10 8 1 0 52

Management

Effectiveness 30 13 7 2 0 52

Coordination 42 9 1 0 0 52

among others

Policy making 34 10 6 2 0 52

Daily office 1 3 7 9 32 52

operation
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The above perception table clearly revealed that among 10 factors causing the effect on the
performance of province government, nine factors are highly important whereas daily office
operation has less effect due to the frequent transfer of top level bureaucrats. Out of 52 respondents,
32 said there has been no effect on daily office operation due to frequent transfer of top level
bureaucrats. Whereas in remaining nine factors, no one agreed that there will be no effect due to
frequent transfer of top level bureaucrats. Majority of them agreed that there will be effect on very
large extent due to frequent transfer of top level bureaucrats on these nine factors. Among these nine
factors having effect on very large extent, risk management and coordination among others have
higher value (40) and effectiveness has lower value (30). This supports that the effect on the
government performance and frequent transfer of top level of bureaucrats is deeply related.

Other Factors Affecting on Performance of Province Government

Beside of individual perception survey, the studied carried semi structured interview and group
discussion to identify other factors affecting the performance of the province government. Even
though the effect caused by these factors cannot be quantified and claimed as they have high effect
on performance, these factors also cannot be excluded from the study, hence, discussed hereunder.

Newly Established Structure and Working on Odd Situation

It has been the fact that the province governments were formed after the election only some 3 years
ago. After the promulgation of the Constitution of Nepal, province governments were structured
according to the constitutional provision of federal system governance. This is very new structure
being functional from 3 years ago, so, many functional areas are yet to be clear. Similarly, these
governments are functional in very odd situation where all political, social and functional structures
are in transition state. The focus group discussion and key informant’s interview also argued about
this factor associated with the poor performance of the province government.

Interest of Bureaucrats and Political Leadership

The study revealed that another factor affecting the performance of province government is interest
of both political and bureaucratic leadership. Top level bureaucrats are selected and designated for
province government by the federal government. Hence, their accountability not only remains
towards province government but also remains towards federal government. Another important fact
is that the carrier growth of such bureaucrats is solely dependent on the federal government.
Interestingly, many such officials, according to most of the respondents, have very less interest to
remain in province government for longer duration and they are always intended to transfer from
province government as early as possible. Hence, they do not have more interest for improving their
own and province government performance, when they are at province. Similarly, political
leadership, according the study, also neither have powerful control over bureaucrats nor play the
influential role to engage and motivate the bureaucrats to perform as per requirement making the
performance of the province government better. Similarly, there is lack of consistency of policy and
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programmes with political wills which further supporting the temporary mindset of designated
bureaucrats. The political leadership of the province level failed to instutionalize the province
governance system (function) which failed to make bureaucrats accountable towards province
government.

Systematic Error

The constitution of Nepal has provisioned the power and authority of each level of governments
scheduled in schedules 5, 6, 7, 8 and 9 consisting both concurrent and shared powers. But there has
been lack of role clarity between federal and province level. Lack of coordination between federal
and province governments for functional assignment has been causing the low performance of the
province government, according to the focus group discussion. Similarly, centralized mentality and
lack of proper transition management plan, failing to implement right man in right place are also
fueling this systematic error. Another example of systematic error is we have still those people who
worry for post carrier and do not function the present carrier, however, they surrender to political
leadership for their carrier growth, the study revealed. Another interesting example, as mentioned in
key informant’s interview, is that we take the feudal system as role model, grown up in subsistence
agriculture system and entered in the capitalist wage economy based bureaucracy.

Lack of Experience and Ownership

The study further revealed that due to the frequent transfer of top level bureaucrats, there is lack of
experience and ownership. When a official joins the province government, it takes some time to
understand the province government and political leadership of the province government as well as
the policies, programmes and priorities of the province. As of new comers, according to most of the
respondents, there will be no ownership and stake on the plans, policies and programmes designed
before. Some of the respondents, in contrary to this, argued that this could not be a problematic
factor for affecting the performance of province government as long as institutional memory has
been maintained. But there has been problem on institutional memory too because of such frequent
transfer. An officials makes an annual programme along with implementation plan back up in his/her
mind. But when s/he is transferred and the newcomer will know about the programme only but does
not know about the implementation plan due to lack of institutional memory. This ultimately reduces
the ownership towards such programme. Similalry, study also revealed that political leadership also
do not have experience of province level. They also just willing to pass their tenure as most of them
were, before, in central level and have interest to jump back to federal politics. This ultimately
reduced the ownership of political leadership too.

Conclusion

Province government is the part of federal system provisioned by the constitution of Nepal. Failure
of province government to produce its performance ultimately affects the newly established
federalism in Nepal. The performance of the province government has been dependent on many
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factors. Among such factors, frequent transfer of top level bureaucrats is important factor. Province
government is newly established structure comparison to the pre-existing federal (as central) and
local governments (as local bodies). Hence, functionally and structurally province government is
experiencing the low performance. There has been transfer of top level bureaucrats in Lumbini
province in an average of 8 months to 13 months. This seems to be quite stable if compared with
other provinces. But this frequent transfer has affected the performance of province government to
large extent except to its daily office operation. Beside of this, all ministries are not provided with
100% staffs. Their availability has been ranged from 54% to 74% of the approved number. This also
has been affecting the performance of the province government. Similarly, there have been some
other factors affecting the performance of Lumbini province. These factors include the newly
established province structure working on odd transition situation, lack of will and interest of both
bureaucrats and political leadership, existence of the systematic error and lack of experience and
ownership of both political and bureaucratic leadership. Regardless of these facts, the influence of
transfer of officials on government performance should be weighed against completion time of
projects, income generation, physical and financial performance, number of laws drafted, and so on.
However, the study was conducted a few years after the founding of the province government,
therefore there was a shortage of such essential data and information. As a result, another research
should be conducted once the election cycle has completed two or three terms of the province
government.
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Abstract

The research paper discusses corruption in Nepal's public sector, a significant challenge in the
development agenda. The main objective of this study is to find the causes and consequences of
corruption in the public sector. This study used primary and secondary data to determine the causes
and consequences of corruption in Nepal. The results found that the political, court, and
administration sectors are the most corruption-prone zones, losing the government's credibility. The
leading causes of corruption are non-compliance with existing rules and regulations, lack of political
commitment, transparency, accountability, consistency, and institutional weaknesses. Corruption
reduces competitiveness and increases the cost of living, becoming a significant obstacle to
economic growth, social development, and political stability. The government has taken various
measures to combat corruption, including establishing anti-corruption bodies and laws. However,
these measures have yet to be effective in curbing corruption, and there is a need for more significant
reforms. The political leader, bureaucrats, civil society, and media should take responsibility for
controlling corruption in the public sector of Nepal.

Keywords: corruption, cause and consequence, public sector

Background

Corruption is a pervasive issue found in both public and private sectors, as well as in profit and non-
profit organizations. It is prevalent in developing and developed nations, with a higher incidence in
developing countries.

Corruption is defined as the misuse of public office for private gain, encompassing bribery,
extortion, fraud, embezzlement, nepotism, and influence peddling. It erodes trust, weakens
democracy, hampers economic development, and exacerbates inequality, poverty, and social
division. Corruption can have wide-ranging effects, including undermining the attainment of the
United Nations Sustainable Development Goals, hindering economic growth, and decreasing popular
accountability and political responsiveness.
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Corruption is a dishonest, fraudulent, or even criminal act of an individual or organization, using
entrusted authority or power to make a personal gain or other unethical or illegal benefits. It happens
not only in political fields but also in social and economic fields, such as business, education, and
media. A lack of transparency and effective regulations are often the leading causes of Corruption.
Corruption undermines institutions' reputations, prevents economic development, distorts
individuals' freedom and rights, and attacks democracy and justice. Instituting rules that prevent gray
areas and establishing transparent processes are some solutions to combat Corruption.

Anna (2003) mentions that corruption hurts people experiencing poverty by diverting funds intended
for development, undermining a government's ability to provide essential services, feeding
inequality and injustice, and discouraging foreign aid and investment. Corruption is a crucial
element in economic underperformance and a major obstacle to poverty alleviation and
development. Similarly, according to Mathew and Barnabas (2012), Corruption consequently ranges
from the broad terms of misuse of public power and moral decay to strict legal definitions of
Corruption as bribery involving a public servant and a transfer of tangible resources.

Corruption is a pervasive and detrimental issue in Nepal, affecting both the public and private
sectors. It hampers economic development, undermines trust in public institutions, and
disproportionately impacts the enjoyment of human rights, particularly by marginalized groups.
Widespread Corruption, cumbersome bureaucracy, and inconsistent implementation of laws deter
potential investment in the country. Corruption is evident in various sectors, including public
procurement, the judiciary, and the police, reducing competitiveness and increasing business costs.
Despite the government's shared commitment to attracting foreign investment, a lack of
understanding of international business standards and practices and a legal and regulatory framework
that is only partially aligned with international norms continue to impede foreign investors.
Corruption in Nepal is a multifaceted challenge that requires comprehensive measures to address its
far-reaching impacts on governance, economic growth, and social development.

Expert opinions on Corruption in Nepal highlight that it is a deeply rooted and substantial social
issue rather than just an economic and legal problem. However, Nepal has launched several legal
and administrative frameworks to control Corruption. Nepal's Media and Civil society have been
continuously exploring corruption news and raising questions to the government. Anti-corruption
agency Commission for the Investigation of Abuse of Authority (CIAA) has been raided frequently
in bribery cases. However, the rate of corruption control mechanism could be more practical for
controlling. This is not only the government's responsibility; everyone has a responsibility to it, but
Nepalese society is encouraged to corrupt and become a culture. The main reason for Corruption is
its social recognition. The community cares only about money, no matter its sources. Black or white
money is equally worshiped, and rich people are always respected. Transparency Internal Report
(2020) shows that Nepalese ranks in the corruption perception index are 117" worldwide. It shows
that Corruption is a significant problem for various reasons. Expensive elections, economic
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disparity, political instability, educational inequality, and social security are the main reasons for
Corruption in Nepal. Corruption is widespread, and various studies have analyzed Nepal's level,
pattern, and trend. Corruption is considered one of the effects of the black market caused by
excessive state interventionism. Low bureaucrat salaries are one of the main reasons for Corruption.
Corruption, laws limiting the operations of foreign banks, lingering challenges in the repatriation of
profits, controlled currency exchange facilities, and government control over specific sectors of the
economy, such as electricity transmission and petroleum distribution, undermine foreign investment
in Nepal.

This study focuses on the causes and consequences of Corruption in Nepal and is divided into
several sections, including literature reviews, objectives, methodology, result discussion, and
recommendations. The study aims to determine the reasons behind Corruption in Nepal and its
impact on the country's development. The literature review examines the existing research on
Corruption in Nepal, while the objectives outline the specific goals of the study. The methodology
section describes the research design, data collection, and analysis methods used in the study. The
result discussion section presents the study's findings, while the suggestions section provides
recommendations for addressing Corruption in Nepal.
This study aims to identify the primary cause of corruption in the public sector in Nepal and explore
the conceptual and theoretical issues of corruption. The study seeks to determine the significant
responsibility for controlling corruption in Nepal, the area most affected by corruption in society,
and the ranking of the corruption-privileged sector in Nepal. The specific objectives of this study are
as follows:
e ldentifying the primary causes contributing to corruption in Nepal and assigning
responsibility.
e Determining the sectors or regions within Nepali society most adversely affected by
corruption.
e Todiscover the ranking of the sectors in Nepal most prone to corruption.
e To identify suitable solutions and recommendations for effectively controlling corruption in
Nepal.

Literature Review and Theoretical background

According to Koltgaard (1991), corruption can be represented by the following equation: C = E+D-
A where, C=Corruption, E=Economic Rent, D=Discretion, and A=Accountability. The equation
suggests that corruption increases when an individual has discretionary power over the control of
goods or services of a country with little or no accountability and decides who gets it when he gets it,
and how much the receiver receives. Corruption takes various forms, including bribery,
embezzlement, fraud, and extortion, and it is a systemic phenomenon that affects governance,
development, and economic growth. Corruption hampers the attainment of the United Nations
Sustainable Development Goals, undermines the quality of goods and services, and increases
inequality. It is necessary to subvert the arithmetical signs of the corruption equation by regulating
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monopolies, limiting the discretion of the civil service, and increasing transparency. Additionally,
the probability of being caught committing a corrupt act must increase, which can be achieved
through horizontal control and reducing permissive culture. Corruption is a multifaceted challenge
that requires comprehensive measures to address its far-reaching impacts on governance, economic
growth, and social development.

Sarah and Timilsina (2020) stated that corruption is a significant problem that costs individuals and
businesses an estimated USD 1.5 trillion annually in bribes, while the health sector alone loses USD
500 billion to corruption, which is more than the total cost of Universal Health Coverage.
Corruption, theft, and tax evasion cost developing countries USD 1.6 trillion annually. Transparency
International's (2020) report shows that Asian countries face a significant corruption problem, with
nearly three people out of 20 believing that most or all parliament members are corrupt.
Additionally, one out of five Asians has paid a bribe in the last 12 months, and one out of seven
citizens has been offered a bribe in exchange for votes in the past five years. According to estimates
by the World Economic Forum, the global cost of corruption is at least USD 2.6 trillion, or 5% of the
global Gross Domestic Product (GDP). Corruption erodes trust, weakens democracy, hampers
economic development, and exacerbates inequality, poverty, social division, and the environmental
crisis. Corruption can take many forms, including public servants demanding or taking money or
favors in exchange for services, politicians misusing public funds or granting general jobs or
contracts to their sponsors, friends, and families, and corporations bribing officials to get lucrative
deals. Corruption can happen anywhere, involve anyone, and adapt to different contexts and
changing circumstances. It is necessary to embrace transparency, expose corruption, and hold the
corrupt accountable.

According to the Transparency International Report (2020), New Zealand is in the first position, then
our neighbor countries China, 78™, India 86™, and Nepal, 117™ position, scored 33 in the Corruption
Perception Index (CPI). While Nepal scored 29 in its CPI in 2014 (measured on a 1-100 scale), it
scored only 27 in 2015 and 31 in 2017 and 2018. Tl is in 124™ position in the ranking of 180
countries in 2018. TI reported that in 2018 and 2019, Nepal’s rank was 134", as shown in Table 1.
Nepal’s corruption rank fluctuates from 2009 to 2022.

Table 1. Trend of Corruption Perception Index and Rank of Nepal

Year 2009 2010 2011 2012 2013 2014 2015
Rank 121 143 146 154 139 116 126

Year 2016 2017 2018 2019 2020 2021 2022
Rank 130 131 122 113 117 117 110
Source: Transparency International

TI report (2020) shows that water costs are 30% higher, and available products cost 20% more than
the actual price due to corruption. United Nations Office on Drugs and Crime (UNODC) estimates
that corruption costs more than 5% of the global GDP (Nearly 2.6 trillion USD) and money
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laundering is almost 500 billion USD annually, affecting countries' inability to achieve Sustainable
Development Goals.

According to a report by the Commission for the Investigation of Abuse of Authority (CIAA),
corruption complaints in Nepal are most prevalent in the local government sector (32.72%),
followed by the education sector (15.61%), land management (9.09%), forest and environment
(5.01%), health and population (3.93%), Ministry of Finance (2.09%), fake certificates (5.61%),
illegal property earning (3.38%), and others (12.25%) in the fiscal year 2076/77. The total number of
complaints received was 22,625, with 14,532 complaints addressed within the same fiscal year.

Corruption in Nepal is challenging despite various rules and regulations aimed at controlling it. The
country has implemented several anti-corruption laws, such as the Prevention of Corruption Act of
2002, the Commission for Investigation of Abuse of Authority Act of 1991, the Judicial Council Act
of 2017, the Money Laundering (Prevention) Act 2008, and the Revenue Leakage (Investigation and
Control) Act, 1996. Additionally, Nepal has established different agencies, including the
Commission for the Investigation of Abuse of Authority and the Office of the Prime Minister and
Council of Ministers, to serve as watchdogs and oversight bodies. However, the effectiveness of
these agencies in combating corruption has been questioned, and corruption continues to be a
significant problem in Nepal's public sector. The prevalence of corruption in Nepal has been
attributed to various factors, including a culture of impunity, political instability, and widespread
bribery and embezzlement. Corruption in Nepal is a multifaceted and pervasive issue that hampers
economic growth, social development, and political stability. Despite anti-corruption laws and
institutions, the enforcement and effectiveness of these measures still need to be improved, leaving
the levels of corruption primarily challenged. The significant challenges sector for corruption
controls are discussed in the following section:

Political and Governance Sector

The political system in Nepal is more favorable for corruption, and political leaders and parties often
fail to fulfill their commitments to the people. The election system in Nepal is becoming more
expensive, fueling corruption, and Nepal's politics has become a money-generating industry. Most
facilities are centralized in the capital city, Kathmandu Valley, leading to migration from outside the
valley. To fulfill this requirement, employees, politicians, and businesspersons start to earn more
money by being involved in illegal activities, including corruption. Corruption is one of the
significant reasons for Nepal's underdevelopment, and it has hit Nepal's political, economic, social,
and environmental development. Corruption is a symptom of a country's deep-seated and
fundamental economic, political, and institutional weaknesses and shortcomings. Corruption is on
the rise in Nepal because of the changes. Nepalese society is going through, and it is recognized as
one of the causes of Nepal's underdevelopment. The causes of corruption are a terrible system of
governance, wrong incentives, and a weak civil society. Corruption is pervasive throughout the
nation, leading to inflation, secretiveness to trade, and underdevelopment.
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Socio-cultural Sector

Corruption is becoming a culture in Nepalese society, and corrupt officials and politicians enjoy
social recognition. The Nepalese community is quite reluctant to raise its voice against corruption,
and a zero-tolerance policy in the public sector confines it to a slogan. Joseph E. Stiglitz (2012)
states that greater equality and improved economic performance are complements. One of the
reasons for the poor financial performance in many countries in recent years is the high and growing
level of inequality. Corruption is pervasive throughout the nation and has led to inflation,
secretiveness to trade, and underdevelopment. Corruption is a moral and cultural problem among
individuals in their dealings. It has become a part of life accepted publicly as corrupt officials and
politicians walk freely. Corruption is visible in every sector, and some ministries are considered gold
mines for corruption.

Economic Sector

Economic factors such as unequal opportunities in employment, unequal distribution, weak
regulations in the market, unnecessary state intervention, inadequate infrastructure, discrimination,
lack of reward and punishment, mass poverty, and economic insecurity stimulate corruption.
Lambsdorf (1919) researched corruption in empirical research and found that corruption commonly
goes along with policy distortions, income inequality, and lack of competition. Corporate
governance has become weak, and intermediaries, black marketing, smuggling, prostitution,
kidnapping, drug, and human trafficking have soon flourished. Nepalese society has become over-
crazy about money and forces corruption.

Administrative and Legal Sector

According to British politician Acton (1902), absolute power corrupts absolutely, and other
incentives and motivations can influence employees to be corrupted. Those with power can misuse it
and create insecurity among the people. Nepalese citizens often try to maximize their benefits by
paying bribes to corrupt officials. Corruption is one of the major, if not the principal, reasons for
Nepal's underdevelopment, and it has hit Nepal's political, economic, social, and environmental
development. Corruption is a symptom of a country's deep-seated and fundamental economic,
political, and institutional weaknesses and shortcomings. Corruption reduces competitiveness and
leads to moral decay, which is more dangerous than corruption. Corruption has been pervasive
throughout the nation, leading to inflation, secretiveness to trade, and underdevelopment. The
multiparty system in Nepal has contributed to the bloom of corruption, and the lack of information
can lead to bribery. Nepalese society can be blamed for being silent about government irregularities
and weaknesses, which may be due to historical and socio-political reasons.

Human Behavior Sector

Degradation in morality, lack of accountability, integrity, and transparency at the individual,
professional, or organizational level has led to corruption. Nepalese political leaders and others who
hold power only make money by posting and transferring employees rather than focusing on
employee welfare. At the grass-roots level, people are reluctant to do their duty toward society and
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the country, enjoying cheating others, suffering others, and trying their best to grab all the
opportunities for themselves. Human behavior is one of the essential tools for corruption control, and
if there are obedient and honest people, there is less corruption. Corruption is a transnational
phenomenon that affects all societies and economies, and it is the enemy of rule, accountability, and
good governance. Corruption erodes trust, weakens democracy, hampers economic development,
and exacerbates inequality, poverty, and social injustice. Corruption is rightly called one of the most
insidious social phenomena, and it has a disproportionate impact on the enjoyment of human rights,
particularly by people who belong to marginalized or disadvantaged groups. Corruption may take
many guises beyond bribes, such as conflicts of interest.

Based on the literature reviewed, it found that Nepal's governance system remains weak, as
evidenced by Nepal's fluctuating rank in the Corruption Perception Index from 2009 to 2022. This
fluctuation underscores the urgent need to address the governance system's shortcomings as
dissatisfaction with government policies prevails. Identifying the primary causes of corruption in
Nepal's public sector is crucial, as corruption control poses a significant challenge for any
government. By understanding the root causes of corruption, effective measures can be implemented
to combat corruption in Nepal's public sector. Therefore, this study holds significant importance in
the present context, as it aims to shed light on the causes of corruption and contribute towards
addressing this pressing issue.

Methodology

This research understands Nepal's corruption determinants using inductive and descriptive
approaches. The study collected data about corruption through a questionnaire from different
societies in Nepal, with 100 respondents involved in the interview based on the questionnaire. The
study used Survey Monkey software to collect and analyze data. The primary source of information
was academic research, and the corruption data were taken from Transparency International, which
uses the Corruption Perception Index (CPI). The secondary data were from the World Bank Data
Set, Asian Development Bank (ADB), and Economic Surveys of Nepal published by the Ministry of
Finance (MOF). The study aims to identify the primary cause of corruption in the public sector in
Nepal, find the significant responsibility for controlling corruption in Nepal, see the more affected
areas from corruption in the society of Nepal, find the rank of the corruption privilege sector in
Nepal, and provide appropriate solutions and recommendations for corruption control in Nepal.

The study employed qualitative and quantitative analysis methods to achieve its results. The
guantitative method used descriptive analysis to find the relationship between two variables.
Corruption is a transnational phenomenon that affects all societies and economies, and it is the
enemy of rule, accountability, and good governance.

Results and Discussion
This study discusses different dimensions or aspects of Nepal's corruption control in the public
sector. The primary cause of corruption in Nepal's public sector is poor governance and weak
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institutional frameworks. Nepalese bureaucracy is often criticized for being inefficient, opaque, and
lacking accountability, which creates corruption opportunities. Political instability, low salaries, and
limited resources also contribute to the prevalence of corruption in the public sector. Nepalese
citizens have reported that corruption is often seen as a norm and a way of life, making it difficult to
combat. However, this survey report shows in Figure 1 that there are many reasons for corruption in
the public sector of Nepal; among them, major corruption cases have been found non-compliance
with the existing rule of law. Almost 40% of respondents replied that non-compliance with the law is
the leading cause of corruption in the public sector in Nepal. However, it is not only one reason for
corruption; there are many more reasons. Twenty-three percent of respondents replied that political
leaders and bureaucrats have an unexpected need from the public sector, which is the other reason
for corruption.

According to the survey report, 22% of respondents replied that the greed for money of public sector
employees and Nepal's political leaders is another reason for corruption. In the context of Nepal,
which served for a short period in the public post, many political leaders became millionaires.
Political leaders and some

civil servants also collect Figure, 1: Which is the main causes of corruption in Public

more money by using sector in Nepal?

their public positions.

Similarly, difficulty to
survive was scored only
15%. It means that this is
one of the reasons for 22.00%
corruption. However, it is
a low-priority  cause.
Compared to other
countries, the salaries of
political leaders and civil
servants are small in Nepal. So, in some cases, public servants need help surviving in the expensive
market regarding their compensation.
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private sector accountable for supply-side corruption. The study emphasizes the need for civil
society to play a more effective role in combating corruption in Nepal. The prevalence of corruption
in the country has hindered its development and progress, impacting various sectors such as
education, health, and public services. Despite the government's efforts to address corruption, it
remains a significant challenge, affecting good governance, economic growth, and political stability.
The study's findings underscore the importance of strengthening anti-corruption measures and
promoting transparency and accountability across all sectors of Nepalese society.

Figure 3 demonstrates that respondents identified the economic sector as the most prevalent site of
corruption, with a 33% score. The "Strengthening Democracy" process received a 23% score, while
the government sector scored 30%. Social equality and harmony were prioritized by 15% of
respondents. Corruption undermines trust in political parties, leaders, democracy, and the
governance system. Efficient, effective, and reasonably priced public administration is essential. It
should not permit

organized crime, Figure 3: Which areas are most effects by corruption persists

terrorism, and  policy n the soclety?
capture. ~ The  study ‘
emphasizes the need for

public administration
reform and the efficient
use of resources to combat
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sectors, including the economy, democracy, and government, to ensure sustainable development and
progress in the country.

The study identified three main categories of sectors affected by corruption and surveyed to
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results showed that 87%
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politics, and court category is the second most corrupted sector, with an 8% score, and the court,
politics, and administration sectors are the third, with only 5% of respondents attributing high levels
of corruption to these areas. These results underscore the urgent need to address corruption in the
political and administrative spheres to ensure good governance, the rule of law, and the effective
functioning of democratic institutions in Nepal.

Figure 5 presents the results of a survey on the reform priorities for controlling corruption in Nepal's
public sector. The study identified five essential categories for reducing corruption, and respondents
were asked to prioritize them. The results showed that almost 35% of respondents suggested
prioritizing the strict implementation of anti-corruption laws. This underscores the importance of
enforcing existing anti-corruption measures and promoting transparency and accountability in
Nepal's public sector. Other categories identified by respondents included the promotion of ethical
values and integrity (25%), the strengthening of anti-corruption institutions (20%), the improvement
of public service delivery (15%), and the enhancement of public participation and awareness (5%).
The findings highlight the need for targeted interventions and reforms to address the root causes of
corruption and promote good governance in Nepal.

The survey results indicate that 26% of respondents believe political leaders should be honest and
transparent, while 24%

prioritize honesty, Figure 5: What should be done to reduce public sector corruption
transparency, and in Nepal?

accountability in the B Series]

public sector. ICT in

service delivery 35%

received the lowest 249, 26%

percentage of

15%
responses at  15%. ’

However, it is still
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corruption in  Nepal. be honest, transparent implemented more strikly honest and transparent service delivery
and Accountable

The study emphasizes
the need for strict implementation of anti-corruption laws and the promoting of ethical values and
integrity in the public sector.

It concluded that nearly 40% of participants indicated non-compliance with the law is the primary
catalyst for corruption in Nepal's public sector. As for accountability, 70% of respondents believed
political leaders should bear the primary responsibility for curbing corruption. The economic sector
is the most prevalent breeding ground for corruption, as identified by 33% of respondents.
Furthermore, the survey revealed that 87% of participants considered the political, court, and
administration sectors the most corrupt domains. Additionally, almost 35% of respondents
recommended prioritizing the rigorous enforcement of anti-corruption laws.
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Conclusions and Recommendations

The study confirms the pervasiveness of corruption in Nepal's political, judicial, and administrative
sectors, aligning with previous research and media reports. Trade unions often exert influence,
leading to unfair practices in appointing and transferring public employees. The Nepalese
constitution guarantees equal and easy access to state-provided services and facilities. Fairness,
competence, impartiality, transparency, accessibility, accountability, and public participation should
be necessary to control the corruption.

The study strongly recommends that the government make it a priority to enforce anti-corruption
laws effectively in Nepal. Adopting ICT in service delivery is crucial for combating corruption.
Targeted interventions and reforms are necessary to tackle the root causes of corruption and promote
good governance throughout the country. The findings underscore the significance of rigorously
implementing existing anti-corruption measures and fostering transparency and accountability within
Nepal's public sector. Therefore, policy recommendations should prioritize the strict implementation
of anti-corruption laws in the following sectors:

Reform in the Politics and Governance Sector

The study's results indicate that corruption in Nepal's public sector has eroded public trust in the
government. The relationship between the government and the people should strengthen, a
democratic system of governance must be ensured, and the election system should be free and fair.
All public institutions should be developed effectively, and accountability and transparency should
be maintained. Good governance requires transparency, accountability, and integrity in political
parties, and the financial transactions of political parties must be transparent. The government of
Nepal should have emphasized the need for strict implementation of anti-corruption laws and (ICT)
in service delivery to control corruption in Nepal.

Reform in the Economic Sector

The study's findings reveal that Nepalese employees are significantly underpaid, leading to their
inability to meet basic needs such as providing food, education, and healthcare for their families.
Therefore, ensuring fair compensation for employees and regularly monitoring the labor market is
essential. The economic cost of human creativity, innovation, and productivity cannot be compared
to the financial cost of employee compensation. The private sector is the engine of growth and
economic development, so it should have formulated private sector-friendly economic policies. It is
necessary to develop robust regulatory agencies.

Reform in the Socio-cultural Sector

This study shows that Socio-cultural encompasses the way of life for an entire society, including
codes of manners, dress, language, religion, rituals, arts, and more, culture. Ethics, integrity, and
honesty are included in this way of life. It is essential to provide moral education to children from
school to graduation. Society must be supportive, cooperative, and creative in the anti-corruption
campaign. Social exclusion of corrupt and corrupt cultures should be promoted. Developing people
as honest is crucial. The members of society should adopt a zero-tolerance policy against corruption.
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Reform in the Administrative and Legal Sector

This study found that law and order, rules, and regulations without compromise are crucial.
However, the study shows that non-compliance with the rule of law is the leading cause of
corruption. There are more active Acts and Regulations for corruption control. Therefore,
accountability, integrity, and transparency at all levels of governance should be developed and
strictly implemented. Quality services to the people should be guaranteed. Designing an appropriate
strategy against corruption is equally vital for corruption control. It suggests that the use of resources
and techniques must be chosen according to the strengths of corruption. Moreover, anti-corruption
enforcement measures such as oversight bodies and more efficient law courts will only be effective
with a serious effort to address the fundamental causes.

Reform in the Technological Sector

The study's results indicate that while technology received a low score from respondents, it remains
essential for controlling corruption. Delayed service delivery, defined as corruption by the Anti-
corruption Act of Nepal, often leads to customer blame. Technological innovation can provide a
foundation for delivering breakthrough services. Forensic and engineering labs are essential for
combating corruption, and high technology, such as CCTV surveillance and cybercrime
investigation, is a crucial success factor. The study recommends that the government focus on
implementing more technology in the public sector to reduce corruption in Nepal. Policymakers
should consider these findings when formulating corruption control measures using technology in
the public sector.

Finally, it concludes that comprehensive reforms in multiple sectors are needed to address corruption
in Nepal. It highlights the importance of strengthening politics and governance, ensuring fair
compensation in the economic sector, promoting ethical values in the socio-cultural sector,
improving administrative and legal frameworks, and leveraging technology. The study recommends
the preventive part of corruption control by the government, especially on the executive head of the
government and strict implementation of anti-corruption laws, promoting transparency and
accountability, and fostering a zero-tolerance policy against corruption. Prioritizing these reforms
will help control corruption, enhance good governance, and restore public trust in Nepal's public
sector.
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Abstract

This study examines the relationship between Capital and Recurrent Expenditure with GDP Growth
in Nepal. Employing a multivariate autoregressive distributed lag (ARDL) approach to the data from
1974 to 2020, the empirical findings reveal a strong long-run relationship between recurrent and
capital expenditure with the nominal GDP. Interestingly, the impact of recurrent expenditure is
higher than that of capital expenditure on GDP in the long run. However, the analysis highlights no
clear short-run relationship. The weak short-term relationship observed may be due to the leakage of
multipliers and the concentration of a major portion of expenses towards the end of the year.
Consequently, the study calls for reforms in the implementation of the government budget, ensuring
the even distribution of expenses throughout the fiscal year. Also, the government can increase the
efficacy of its spending in the short run by pursuing policies that plug in the leakages of the spending
multiplier. The outcomes of this research contribute to the broader discourse on the optimal
allocation and implementation process of government resources and provide valuable insights for
policymakers in Nepal seeking to bolster economic growth and development.

Keywords: Capital expenditure, Revenue expenditure, Gross Domestic Product, An
Autoregressive Distributed Lag (ARDL), Government of Nepal.

1. Background

Nepal's fifteenth periodic plan (2019/20-2023/24) aims to achieve economic growth through
efficient, equitable, and result-oriented management of public expenditure. It focuses on allocation
and spending efficiency while managing resources. The plan states that the objectives of public
expenditure shall be met by enhancing good governance through more transparency, efficiency,
accountability, and results orientation of the spending system. The plan also envisages directing the
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public expenses toward human and social capital formation that have an important bearing on the
expansion of output.

In Nepal, government spending can be broadly classified into three categories: finance, capital, and
recurrent. Recurrent expenditure encompasses payments for employee compensation, social security,
office materials and services, maintenance of capital items, interest, and monitoring expenses. These
expenses are for running day-to-day administration and generally the benefits expire within a year.
Capital expenditure is incurred for the acquisition of fixed assets, infrastructure construction, major
improvements in assets, and research and development, with benefits expected to remain for a long
period. Financial provisions relate to investment, borrowing, and their redemptions.

The government of Nepal has implemented various policy reforms to enhance the effective
management of public spending. A planned development approach through detailed planning of the
economic activities by the government has been followed for the last seven decades. The planning
document identifies priority areas for expenditure, particularly for capital investments. The Medium-
Term Expenditure Framework (MTEF) serves as a crucial link, aligning the annual budget with
long-term plans and facilitating multi-year budget allocation for high-priority projects. Expenditures
are categorized into priorities based on indicators such as their contribution to growth, employment
generation, regional balance, and strategic importance. This classification enables comprehensive
evaluation and decision-making.

Additionally, a participative approach, bottom-up planning strategy, and measures to control non-
budgetary expenses have been adopted. The government has also introduced mechanisms such as an
expenditure tracking system, prevention of capital fund diversion, strengthened audit systems, and
real-time project monitoring through the action room. These efforts collectively aim to enhance the
effectiveness and transparency of the expenditure management system in Nepal.

Despite continuous reforms and technical assistance from the developing partner countries, the yield
of the expenses remains below the expectation. The performance never equals the objectives even in
terms of the allocated monetary targets let alone the physical progress”. The government statistics
over the last twenty years show that only seventy-three percent of the total allocation is actually
spent’. The qualitative aspects of the spending such as long-term outcome, sustainability, and return
from the investment do not receive adequate priority in the plan and budget evaluation. In this
context, this article tries to explore how the recurrent and capital expenditure are associated with the
nominal GDP in Nepal.

2. Objective of the Study
This research attempts to investigate the short- and long-term relationships of capital and recurring
expenditures with Nepal's economic performance as measured by GDP. To achieve this objective, an
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empirical approach is adopted, utilizing data spanning from 1974 to 2020. The data availability for
the period prompted the choice of the study period for this research, taking into consideration any
changes in the expenditure classification system over this period. Using time series econometric
techniques, this study aims to examine how expenditures correlate with the economic performance
of the nation.

Recurrent expenditure and capital expenditure have different characteristics and thus have different
kinds of relationships with GDP. Recurrent expenditure has an immediate impact in the short run,
while capital expenditure influences GDP over a more extended period. By comparing the relative
effects of these two types of expenditures, the study aims to determine their respective contributions
to economic growth. The deeper analysis of expenditure dynamics will help the government make
informed decisions regarding spending plans and better understand how changes in expenditures can
shape the overall economy. Ultimately, the study aims to offer valuable insights into how
government spending influences economic performance in Nepal.

The remaining part of this paper follows the following structure. Section 3 provides a literature
review categorized into three subtopics: theoretical perspectives, empirical perspective, and
Nepalese context. Section 4 describes the econometric methods used for the analysis, specifically
focusing on the Autoregressive Distributed Lag (ARDL) method. In Section 5, the data and its
descriptive characteristics are presented. Section 6 presents the econometric analysis, including unit
root tests, ARDL analysis, and diagnostic checking. Finally, Section 7 summarizes the study's
findings and offers policy implications based on the results.

3. Literature Review & Theoretical Background
3.1 Theoretical perspectives:

The Keynesian approach to macroeconomics puts much emphasis on government spending as it is
viewed as a growth-propelling intervention. Keynes (1936) showed the importance of government
interference in lifting aggregate demand, especially in the times of recession. However, Classical and
neoclassical economic perspectives regard government spending as essentially transferring resources
from the more efficient private sector to the less efficient public sector. According to them, high
taxation and borrowing aimed at strengthening the government's spending capability create
inefficiencies that harm economic growth. Therefore, government involvement should be kept at a
minimum, focusing primarily on basic public goods such as defense, justice, and administration.
Neo-classical models however do not disapprove of the influence of government spending on the
level of income in the short-run. What they doubt is the impact on the long-run growth.

Solow (1956) argued that the increase in per capita GDP hinges on three fundamental elements: the
accumulation of capital, the availability of labor, and technological advancement. Public expenditure
plays a significant role in enhancing output through all three channels. Investments made in areas
such as the salary of teachers and doctors, free medicines, health insurance, immunization programs,
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skill development programs, and social assistance effectively improve the quality of the labor pool,
which is a vital input to the production process. By prioritizing these areas, governments can
positively impact the overall productivity and efficiency of their workforce.

Furthermore, public investment in infrastructure development, including roads, bridges, hydropower
stations, drinking water facilities, public housing, and machinery, not only adds to the physical
capital stock available in the country but also enhances the quality of private investment.
Governments can foster a conducive atmosphere for business growth by establishing and
maintaining dependable infrastructure, attracting both domestic and foreign investment. This, in
turn, contributes to increased economic growth and development (World Development Report 1994,
1994; Foster et. al, 2022).

Moreover, the government plays a vital role in maintaining law and order, enforcing contracts, and
safeguarding property rights, functions crucial for effective governance. By upholding the rule of
law and providing a stable and secure environment for businesses and individuals, governments lay
the groundwork for economic growth. This encourages private investment, stimulates innovation,
and fosters entrepreneurship (Acemoglu & Johnson, 2005; Dam,2007; Davis et al, 2008; Haggard &
Tiede 2011; Eicher &Newiak, 2013)

Additionally, providing subsidies for the adoption of new technology and allocating resources
towards research and development can greatly influence overall factor productivity. (Habib et al.,
2019; Beugelsdijk et al, 2018). By supporting the development and adoption of cutting-edge
technologies, governments can fuel innovation and drive productivity gains across various sectors of
the economy. This, in turn, leads to increased efficiency, competitiveness, and overall economic
growth.

Expenditures impact on growth also channels through the correction of market failures (Lopez &
Islam, 2008). Markets fail to produce an efficient level of goods having positive externalities as their
private benefits fall short of the social benefit. Government spending can correct this market failure
by provisioning funding through subsidies. These functions of the government help promote growth
in the short and long run.

Many argue that an increment in consumption expenditures by the government doesn't lead to an
increase in consumption regardless of the sources of funding used by the government. If
government finances through tax, then the citizens will have an equivalent less amount at hand to
spend for. If financing is made by way of debt, citizens' expectation of more taxes in the future
motivates them to save more in the current period. Therefore, the government's effort is neutralized,
and hence no multiplier effect (Bernheim, 1989; Barro, 1990; Barro, 1989; Cunningham and
Vilasuso, 1994).

AD-AS model
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An increase in any of the variables comprising the GDP computation identity Y =C + 1+ G + (X -
M) leads to a rightward shift in the aggregate demand (AD) curve when the increase stems from
factors other than price. The government's decision to increase consumption or capital expenditure
increases the G shifting the demand curve to the right and settling the economy in a new equilibrium
with a higher level of output. Capital expenditure doesn't just influence the short-run aggregate
supply (AS) curve through factors like increasing firm productivity but also extends its impact to the
long-run by shifting the supply curve to the right, thereby enhancing the overall potential of the
economy. Therefore, both recurrent and capital expenditures energize the economy to march toward
full employment (Fields & Hart, 1996).

The new growth theory by Paul Romer (1994) advocated a new dimension in the economic growth
model. Continuous improvement in productivity and hence growth is possible through ideas and
knowledge. The role of government becomes prominent in employing the resources for research and
development that contribute to the creation of ideas and knowledge. Also, governments can invest to
diffuse and propagate knowledge and ideas.

It is evident that recurrent expenditure helps growth by raising the aggregate demand and
maintaining capital goods, upholding the rule of law and property rights and provisioning public
goods. Capital expenditure increases the stock of infrastructure, technology and stock of physical
capital that promotes growth.

3.2 Empirical perspectives

Past studies demonstrated varied results. The government's size is inversely proportional to the
performance of the economy in the USA (Mitchell, D. J. 2005). Fouladi, M. (2010) applied the
Computable General Equilibrium (CGE) model to simulate the response of the Iranian economy to
the change in government expenditure with different scenarios. The response of the economy was
negative not only to the consumption expenditure but also to the investment expenditures barring
investment in oil and service sectors. Consumption expenses also reduce the level of employment
and investment.

Some researchers have attributed the quality of spending and economic growth relationship to the
effectiveness of governance. Keefer and Knack (2007) opined that the quantum of public spending
should not be linked with productivity as the quality of the government is instrumental to the
relationship between public spending and growth. Efficient governments despite relatively less
spending can make more growth-oriented impacts. Butkiewicz and Yanikkaya (2011) found that in
developed countries, there exists a negative correlation between total expenditure and growth.
Additionally, they concluded that in developing nations, despite governance challenges, capital
expenditure can positively impact economic growth.
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Mazorodze, B. T. (2018) suggests that both consumption and investment expenditures contribute
positively to economic growth. Therefore, recommendations from the International Monetary Fund
(IMF) to reduce expenses could potentially harm the Zimbabwean economy.

3.3 Nepalese Context

Studies on Nepal's experience have discovered a positive association between expenditure and
growth. According to Shrestha (2009), investment in physical infrastructure is productive. However,
the share of contribution to the growth is declining. Nepal has gone through fundamental shifts in its
economic landscape since then necessitating a fresh study appending the period after 2009.

Rasaili and Paudel (2019) utilized the Johansen cointegration test and VECM approach to examine
the interrelationship between national income and government expenditure in Nepal. While VECM
showed a positive and significant long-run causality running from the capital and recurrent
expenditure to national income, the Granger causality test showed no short-run causality between
income and expenditure. The government introduced a new expenditure classification method in the
fiscal year 2002/03 causing a structural break in that year. This study has not taken this reality into
account.

Adhikari and Kharel (2021) concluded that public spending responds positively to economic growth
in Nepal. They further classified the spending into regular, capital, health, education, and
miscellaneous groups and found that while regular and education expenditures have a positive
association, capital expenditure has a negative association with the real GDP. However, their model
is misspecified as the analysis is based on the ordinary least square method (OLS) of I (1) variables.
OLS is likely to produce a spurious relationship in the presence of unit roots.

Overall, experimental findings have as much variation in the conclusions as there is in the theoretical
analysis. Therefore, the effect of public spending on growth seems quite contextual and country-
specific and should be tested with the evidence from the country under study.

4. Methodology:

This study utilizes the widely employed neoclassical Cobb-Douglas production function as its basis,
with slight variations in the representations of capital and technology. This functional form serves as
the foundation for various neoclassical growth theories, including the Solow-Swan Model (Solow,
1956; Swan, 1956), Endogenous Growth Theory (Romer, 1990), Ramsey-Cass-Koopmans Model
(Stokey, 1989), AK Model (Romer, 1986), and Overlapping Generations Model. The role of
population in economic development has long been recognized (Malthus, 1798), thus the population
is used as a proxy for labour since data on the employed labour force is not available for the study
period. To address the objectives of the study, recurrent expenditure and capital expenditure are
utilized as substitutes for capital and technology, respectively. Recurrent expenditure helps to
maintain, if not increase, the productive capacity of capital, while capital expenditures primarily aim
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to augment the stock of physical capital. Given these considerations, the following functional form is
proposed for this study.

GDP = f (capital expenditure, recurrent expenditure, population)

Not only does the spending cause the output to grow, but the other way around is also possible as the
growth in GDP leads to a higher amount of money available for spending through increased taxation.
When the economy grows, tax revenues generated from increased economic activity also tend to
rise. This provides governments with more funds that can be used for various purposes, including
additional spending or investment. So, there is the possibility of a two-way relationship between
GDP and spending.

Several regression methods are available for the analysis of intricacies among the time series.
Multivariate models such as VAR, VAR in difference, VECM, and ARDL are some of them.
However, the selection of a particular method rests on the purpose of the study and the nature of the
variables' relationship.

We start by considering the VAR model (Sims 1980) at the outset. A VAR (Vector Autoregressive)
model is a type of multivariate model in which all variables are interrelated and determined together
within the system. VAR captures the true relationship when the variables are stationary. Utilizing
VAR necessitates that all variables are stationary at level.

The ARDL model, introduced by Pearson et al. (1999), is a multivariate time series model that
allows for a combination of I (0) and | (1) variables. It has become widely popular in econometrics
for estimating and testing the long-term relationships between variables. With the ARDL bounds
testing approach, we can estimate the model by examining both short-term fluctuations and long-
term equilibrium relationships. Then, we conduct a bounds test to see if certain values are
significant, which helps us determine if there is a long-term relationship among the variables. If the
variables are found to be cointegrated from the bound test result, both short-run ARDL and long-run
ECM can be estimated whereas only the short-run (ARDL) model is estimated should the variables
are found to be not cointegrated.

In this analysis, variables such as Log_gdp, log_capital, and log_recurrent are found to be non-
stationary at the level but change into stationary after first differencing. On the other hand, Log_pop
remains stationary at the level, featuring both a trend and an intercept. This allows us to use the
ARDL model.Three different sets of tests namely Augmented Dickey Fuller (ADF), Phillips-Perron
(PP), and Kwiatkowski-Phillips-Schmidt-Shin (KPSS) are utilized to test check the stationarity of
the variables. The ADF test (Dickey & Fuller, 1979) is widely used to ascertain the existence of a
unit root in a time series. Its null hypothesis posits that the series possesses a unit root. The PP test
(Phillips & Perron, 1988) considers autocorrelation and heteroscedasticity in the error term,
providing a robust analysis of stationarity. The KPSS test (Kwiatkowski et al., 1992) specifically
focuses on testing trend stationarity in the time series.
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Since the variables are of mixed order of I (0) and 1 (1) and none of them are integrated of order 2,
ARDL method is chosen as the appropriate approach for further analysis. The generalised equation
for ARD(p,q) is given by;

14 q
Yi=a + z BiVi—i +Z 6iXe—i + & €Y
i=1 i=0

where Y is the dependent variable X is the vector of independent variables. « is constant and 8 and

& are coefficients of dependent and independent variables respectively. ¢ is the error term. p and g
are the optimal lags. ARDL with log_gdp, log_capital , log_recurrent and log_pop takes the
following form;

14 ql q2
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5. Data Analysis and Interpretation

The GDP data is retrieved from the public finance section of the macroeconomic dashboard of the
Ministry of Finance. The government's expenses data are extracted from the annual budget speech
document of the government of Nepal. All the budget speech documents can be found on the website
of the Ministry of Finance. The population data is sourced from the data repository of World
Development Indicators.

The method of classification and compiling of government statistics has been changed in the fiscal
years 2002/03 and 2010/11. The nature of the spending unit would determine the type of expenditure
before 2002/03. Most of the expenses of development administration offices were classified as
development expenditures even if the purpose of the expenses was for consumption. Likewise,
expenses of general administration offices were coded as regular expenses. This categorization has
been reformed with a new system GFSM 2001 framework developed by IMF that classified the
expenses on the basis of their purpose regardless of the nature of the spending unit. Three categories
namely recurrent, capital, and principal repayment would characterize the government expenses
under the new system.

In 2010/11 again a new system GFSM 2014, an upgraded version of GFSM 2001 was implemented.
The new system introduced a new category- financial provision- in addition to recurrent and capital
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expenses repealing the previous repayment of the principal category. Subsequently, all the
investments, redemption of investments, all kinds of debt be they domestic or foreign, and
repayment of debts were separated from the group of capital expenditure and put in financial
provision category.

Changes in 2002/03 rearranged the expenses heading in such a way that it is almost impossible to
reengineer the series according to the old classification by simply looking at the details in the
published documents. So, to account for this change in the policy, a dummy variable named
dum_2002 is included in the model as an exogenous variable. Since the regular expenditure (before
2002/03) included debt servicing; both interest and principal repayment but recurrent expenditure
after 2002/03 excluded principal repayment, the same should be added to the series of recurrent
expenditures. Similarly, many expenditure items such as capital grants to the local level were
classified as capital expenses before 2010/11. They should be deducted from the recurrent series and
included in the capital series. Also, governments' share and loan investments, classified as a financial
provision after 2010/11 are added to the capital expenditure.

Log Value of Series (ten millions local currency)
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1975 1980 1985 1990 1995 2000 2005 2010 2015 2020
log_capital

fig(a)

Fig(a) shows the series of logarithmic values of nominal GDP, capital expenditure, and recurrent
expenditure expressed in ten million in local currency. The GDP series is increasing continuously
except in the years 1976 and 1979. However, there are seemingly structural breaks in 1993, 2000,

log_gdp log_recurrent
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2010, 2015, and 2018. Vibrations in the economy faded after the announcement of the midterm
election in 1993 which entailed a period of instability with a series of formation and dissolution of
governments almost every year. The civil war was more intensified after 2000 plunging the already
beleaguered economy. The Gorkha earthquake and obstruction in the Indian border loosen the
momentum of growth in 2015. 2019 brought yet another downward swing to the economy thanks to
the Covid19. Although there are periods of ups and downs in income growth, some due to historical
events and others due to the operation of trade cycles, no extreme value has crossed even 1.5
standard deviation from the mean.

Recurrent expenditure is ever increasing though the rate of growth is not uniform. However, that is
not the case with regard to the Capital expenditure. The graph shows that it used to be above
recurrent expenditure before being overtaken by recurrent expenditure in 1998.

Capital spending takes a reversal turn from 1997 albeit slowly until 2003. The principal responsible
factor was the civil war that started in Feb 1996 necessitated more resource diversion toward
security expenses of recurrent nature. Several breaks are conspicuous in the recurrent expenditure
series. 1983, 1993, 1999, 2010, and 2017 are prominent among them.

Percentage change of Recurrent and Capital Expenses

AN M
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— Recurrent Expenses
Capital Expenses

fig(b)

As shown in Fig(b), capital expenses decreased in 2002 by 34 percent due to a change in the
expenditure classification method. A dummy is introduced to deal with this situation. Likewise,
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capital expenditure shot up in 2016 because of massive expenses for the reconstruction of
infrastructure destructed by the 2015 earthquake and remained in a high trajectory until the
reconstruction is complete. Another dummy dum_2016 was used for the period 2016 to 2020.

Table 1. Summary Statistics of vairalbes

Summary statistics of variables

Alog_gdp Alog_capital ~ Alog_recurrent Alog_pop
Mean 0.1206 0.1322 0.1606 0.0166
Median 0.1187 0.1544 0.1464 0.0197
Standard Deviation 0.0668 0.1546 0.0646 0.0077
Minimum -0.1123 -0.3422 0.0292 0.0018
Maximum 0.2810 0.4994 0.3144 0.0279
Range 0.3933 0.8416 0.2852 0.0261
Correlation
Alog_gdp 1
Alog_capital 0.2314 1
Alog_recurrent 0.1912 0.0190 1
Alog_pop 0.0125 -0.0980 0.1078 1

Although the correlation between spending and GDP is above 0.95 in raw data form and above 0.98
in logarithmically transformed form, the correlation between their growth is weak. The table shows
that the correlation coefficient between GDP growth and capital expenditure growth is 0.2314 and
that between GDP and recurrent expenditure is 0.191. The growth of the population exhibits weak
correlations with the growth of other variables.

6. Empirical analysis

6.1 Unit root test
Table 2 shows the result of the unit root and stationary test of variables under ADF, PP and KPSS
methods.

Table 2: Unit root test

Specifications Variables ADF PP KPSS
log_gdp -0.2376 -0.2389 0.8852***
At level: with intercept log_capital -0.6831 -0.9042 0.8625***
log_recurrent -0.7098 -2.0151 0.8932***
log_pop -0.1747 -3.9004*** | 0.8630***
o log_gdp -1.8842 -2.2891 0.0971
ﬁi;f::;t with trend and log_capital 25515 19824 | 0.1065
log_recurrent -2.6445 -2.5689 0.1848**
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log_pop -5.4938*** | -0.1300 0.2241***
log_gdp -6.3522*** | -6.3493*** | 0.0971
At 1st difference: with log_capital -4.0734*** | -3.8260*** | 0.1637
intercept log_recurrent -7.6843*** | -8.9027*** | 0.2474
log_pop -2.9358* -1.1708 0.6437**
log_gdp -6.2913*** | -6.2862*** | 0.0940
At 1st difference: with trend log_capital -4.0281** -3.7750** | 0.1450*
and intercept log_recurrent -7.6313*** | -9.9902*** | 0.2836***
log_pop -1.1109 -1.1834 0.1166

(Note: *** ** and * denote significance levels of 1%, 5%, and 10%, respectively).

In the ADF and PP tests, the null hypothesis suggests that the variable possesses a unit root, whereas,
in the KPSS test, the null hypothesis indicates that the variable is stationary. ADF and PP tests show
consistent results for the variables log_gdp, log_capital and log_recurrent. They are non-stationary at
their levels with intercept. Results are the same with trend and intercept as well. After first
differencing, they become stationary at 1% level of significance for both the cases intercept and
trend and intercept. KPSS test shows log_gdp, log_capital and log_recurrent trend stationary. For
log_pop variable, the result varies with the types of the test. ADF test finds log_pop stationary at
level with trend and intercept whereas the PP test shows the variable stationary at level with
intercept only. KPSS test indicates the log_pop trend stationary, the same result as the other three
variables.

6.2 Bounds tests for Cointegration

After estimating the ARDL model, bounds test for cointegration is conducted to see the long run
relationship. Separate ARDL models and corresponding bound tests are performed allowing each

variable in the model as the dependent variable.

Function Lag applied | Lag selected(AIC) | F-statistics | Decision

Fiog_gap(log_gdp/log_capital,lo | 3 (1,0,3,2) 7.9416*** | Cointegrated

g_recurrent,log_pop)

Fiog_capital(l0g_capital/log_gdp, | 3 (2,0,3,2) 4.8649* Not

log_recurrent,log_pop) cointegration

Fiog_recurrent(log_recurrent/log_ | 3 (2,3,0,3) 15.2451*** | Cointegrated

capital,log_gdp,log_pop)

Fiog_pop(log_pop/log_recurrent | 3 (3,0,3,1) 1.2121 Not

,log_capital,log_gdp) cointegrated
(Table 3)

(Note: *** ** and * respectively indicates that the test statistic is above 1%, 5% and 10% upper
critical value of the Pesaran et al.(2001) )
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Table 3 shows the results of the bound test for cointegration which shows that long run relationship
exists only in two instances first when the log_gdp is the dependent variable and the second when
log_recurrent is the dependent variable. This study is concerned with how government expenditures
are related to the GDP. Therefore, we proceed to analyze solely the first cointegrating relationship,
which involves GDP alongside capital expenditure, recurrent expenditure, and population.

6.3 Long-run relationship

The long-term relationship with log_gdp as a dependent variable can be estimated because the
associated ARDL system is cointegrated as shown in Table 3. The results depict that changes in
capital expenditure and recurrent expenditure have significant positive long-term impacts on the
growth of the GDP.

Dependent Variable: log_gdp

Regressor Coefficient P-value

log_capital 0.2756 0.0113

log_recurrent 1.5542 0.0003

log_pop -0.5251 0.4679
(Table 4)

As shown in Table 4, a one percentage increase in capital expenditure is associated with a 0.27
percentage increase in GDP, while recurrent expenditure exhibits a higher impact of 1.55 percentage.
The finding of recurrent expenditure having a greater long-term effect on GDP than capital
expenditure might appear contrary to common assumptions about their nature. However, this could
be attributed to the relatively higher weight of recurrent expenditure in the overall spending mix.
Another plausible explanation is that recurrent expenditure encompasses salaries for teachers and
healthcare workers, as well as investments in training and development. Although categorized as
recurrent, these expenses contribute to the development of human capital, thereby benefitting the
economy for many years to come. It is possible that the returns on investing in human capital
outweigh those of investing in infrastructure and machinery in Nepal. The growth of population is
negatively associated with the GDP but the outcome is not significant.

6.4 Short-run relationship

The results from Error Correction Form are presented in Table 5.

Dependent Variable: Alog_gdp

Regressor Coefficient P-value
Alog_recurrent 0.4815 0.0003
Alog_recurrent (-1) -0.5136 0.0005
Alog_capital - -
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Alog_pop -3.8390 0.5516
Alog_pop(-1) 21.1813 0.0855
Alog_pop(-2) -21.9846 0.0092
dum_2002 0.0254 0.5048
dum_2016 -0.1510 0.0012
trend -0.0840 0.0000
ECM -0.5654 0.0000
(Table 5)

Capital expenditure doesn't appear in the model, suggesting its limited impact in the immediate term.
On the other hand, On the other hand, recurrent expenditure exhibits a notable and statistically
significant relationship. However, drawing a definitive conclusion is challenging due to the
conflicting nature of the impact observed in the differenced and first-lagged differenced forms.

The population variable demonstrates a mixed effect on GDP, indicating that its relationship with
economic output is not straightforward. Additionally, the coefficient of dum_2002, the dummy
representing the time when a different method of recognizing government expenses was adopted,
shows a positive relationship although the anticipated relationship was negative because many
expense headings under the capital block were moved to the recurrent block after 2002. Similarly,
the dum_2016, a dummy variable introduced to capture the introduction of the federal system of
governance, displays the negative short-term impact on GDP. This period coincides with the
aftermath of the devastating Gorkha Earthquake in 2015 and the subsequent disruptions caused by
the six-month-long Nepal-India border blockade. These events resulted in negative growth in
economic output.

6. 5 Diagnostic checking
6.5.1 Serial correlation LM test

The null hypothesis indicating no serial correlation is not rejected even up to 10 lags. The test
indicates no autocorrelation of residuals. The result is presented in Annex 1.

6.5.2 Normality test

Jarqua-Bera normality test of residuals fails to reject the null hypothesis implying the residuals are
multivariate normal with Jarga-Bera statistics 2.9292 with probability 0.2311. The result is presented
in Annex 2.

6.5.3 Heteroscedasticity

This test examines the variability of residuals with respect to time. Tests such as Breusch-Pagan-
Godfrey, Harvey, and Arch are applied. The result from all of these tests shows homoscedasticity.
The result is presented in Annex 3.
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6.5.4 Stability

Recursive estimation with CUSUM and squares of CUSUM tests are applied. These tests assess the
stability of coefficients over time and help detect any structural changes or shifts in the relationship
between variables by examining the cumulative sum of the estimated coefficients. Both tests confirm
the model is stable as coefficients fall within the 5% level of significance. The graphs are presented
in Annex 4.

6.5.5 Ramsey RESET Test

This test examines whether the model specification has omitted important nonlinear terms in the
model. The result shows that the model is free from specification errors. The result is presented in
Annex 5.

The model confirms all the diagnostic checks.
7. Conclusion and policy recommendation

For developing economies like Nepal, government spending plays a vital role in driving growth by
facilitating public infrastructure development and enhancing the productivity of private sector
investments. On the demand side, increased government spending injects money into the hands of
individuals and firms, boosting their purchasing power and stimulating aggregate demand.
Consequently, this leads to a rise in GDP. Similarly, investments in sectors such as healthcare,
education, skills development, and physical infrastructure enable firms to increase aggregate supply,
thereby boosting overall production and GDP. However, it is important to acknowledge that some of
the positive effects of government spending may be offset by the crowding-out effect when the
funding for expenses comes from the private sector, which is typically more productive than the
public sector. Empirical findings on the impact of government spending on GDP growth have
yielded mixed results, highlighting the importance of conducting further research to obtain context-
specific conclusions.

This study conducted an ARDL analysis using the time series data of nominal GDP, capital
expenditure, recurrent expenditure and. population. The ADF and PP test indicated that all variables
are integrated of order one, except population which was integrated of order zero with intercept only
according to the ADF test and integrated of order zero with trend and intercept according to the PP
test. KPSS test suggested that all variables are trend stationary. Given the mixed order of integration,
the ARDL model was selected as appropriate. The bounds test of cointegration showed the
significant long-term relationship between capital and recurrent expenditure with the GDP.
However, in the short run, capital expenditure did not exhibit a noticeable impact on GDP. The
short-run effects of recurrent expenditure yielded inconclusive results, warranting further research on
the subject.
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The effectiveness of using government expenditure as an instant tool to boost economic activity is
constrained by the limited impact observed in the short run. Policymakers need to identify the
possible leakages that hinder the multiplier effect of government expenditure and try to plug in them
with sound policies. The measures to spend expenses evenly throughout the fiscal year would help
reap the benefit of the expenditure within that fiscal year contributing to the efficacy of the
expenditure in the short run. Fiscal discipline such as strictly adhering to the budgeting cycle and
implementing trimester plans, along with timely budget releases and bill payments, has the
prospective to greatly improve the efficiency of government expenditure in the short run.
Policymakers should prioritize these areas for reform efforts.
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