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FeEEs! A NafiEdEe iEaT quET ey |

YA S
YT T WG] brgehl ©TAT FUFHAT T4 HATIRIGH T HATdHT A s T
HEIHAT Tl HAMRIEHT BRI T IS/ TREHAAIHs Aid FHST 3= q8hl

T forgeg | A Febmer o B4 o FulEE Wi g a1 gveitaa S a6 |
TEHAT AT A [ATHT Feael T e H e HEues 8™ qliiei Wl g

»  SHFEYT, “AAIRIRT T HRARIHT MEeE: cTaediusmr Wl famrr afafd
T e qHERT T B ALAIA/ G A, AR g BT
AT [erriaied eiaRers & Feemeas AevEe |

- AT AT AAN/IL A AR ST G A1 T AT TG Foells
R qur Wi qEwr AR SEYAR ST AR |

= AT ATEEEE YRS T SERE A9 a6 (g eors) # T W |
»  EREeEET AgEE F: AdE TAT T AE Heg T SEEE |

- T e I WHE A AEEE GeRE: T 3eesge A% dierd
T, Tarer SHaTHe [ gfee=ae, TUa SHMIME hIRH, ATEEAT Teedr Al |

= IR SN AT WE AUl A9 SN IREEHl WHT A braes: AEdN T
TEAHT ATIRAT ol EAHT =980 T THRATS TWHRAFH UG a8l
EXt
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- HEAT 9 R wer W fAnr 3o fea weem qur Sewr wa
THEEE WO qq &l Hifdee e fEEmr w vy wed: agm A
AINTHT ! ATTHT T TedTg Felendl ¥ a4 HeAraadl Whl s A
T WERTETTs IETeET T AT o g |

- A VAN AAHHl GHT EET UREdTR T ARG TS
THRH! FuaT I FAEaTaareTs gerar & carsuHh! AT HTAEaaT AR
L |

« AT AT gEetE g T faataaey B gEete wWeReT Areears

WE AR ATAA, ATGIH T TH Ao ST T AGUROTE T
FIEAE! At wH TH5TE |

IOl SSRH: QUTEART AR AN GEwT Y e FHekeede T49 ae
TEQA T T GEA AT T AT TS AATAIEE. BT A UhT
AT |

AR & FOAE! TEARUNTH A RAST GEaE A T A

STAYTIHT T T <A1 AL |

Y Jeer WU e AT/ M aor qaaRuEES! 4el S 7 Ald guR, e
g7 gaR, e & R, YOEd & gUR, ¥ FEEH TR AHdA gaRaET i
RS A ggamw g 2| & AnR@EE I0E Naders ggs oe it
TALEATH, HIECHAT SATEAGT A BIZT HIIUES U] wellfeed Selhl TN 2 o
TEAT WIS ATEATT  AAAH] FAAGEH qas+a Haprgene forgd [ qeasn
AT FIAT AALIHAAS A TEAEE FEANT AGEH] G, a A Gedsesh! wg
THIFA THE THTE TFcl Fed! 275 | TN MBHEEAT Iqcd qREa" gamare i
AT T FHHT GBI T AREd g g qemer amania AT e o sawty
B T HIET § e F |

i areT

TEIHT ATAT I (AT TET G AIdeh] HTATad-h] I AGEAT GFI-gHT U]
AT TQEATEE AUHT AfdSArTs U ATy T afbeg | T saEaedieh W EenTRdr
HGT Tlff A TheATHr 2 2| slrr\%dtgd AH SHATHC TS (Institute of Development
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Studies) T ATH, “Policy audit is a systematic review of a set of policies, policy processes and
usually focused on a particular theme or area of the policy”. ifa aerurar faer ﬁw T
a7 A W FEFAITR T GO Mg | HAH BT Fed AddeT ®qAT e
TR et I S aE A when aieg | wdE Tet qodd v qiers
T, ToIH Mewd g aar s Afae afa Aifder dercrdan, Wid waeaae
P -[BTINTT GHETD] AIET, TS STICATHT BIAaaT TGN, NAAT FEqTE MLYHT
TS Franficrdr, Amatad Ao, HeAHHIT @@= S T Aud HREHaET qed
AT TR e Avee ThE Mg |

AT gQeuer ARl HETEAAHT AAEAT, WH UROTH, Al GWE,  dET qdr
THEAHIAH Haae T b | AET Adeed] aMBHT T4 L0 FFerel AeqTT
TiaeT ATER 06X ATAHFH WOl SE &% del ARF Aifd FEw wuer ) e
T THRAE TFHd AR 193 9T AR A(de® HATaaTH TH! G (TaTH-AT
TAT FAARIEH] HEATT) | Tq4 FHT qUHT Al IH SAHT AT el Afdars @t
THT THT G| FGHEd TAaed TFAT ¥ FeT AT Adeed! 7 TO&0 RS 3 |
TgeTe g Afa FETE W Ba IUET B, a9ET S A @ Gt gAr
Wl qegars 4fF g |

FHIT AT 9895

BRI ICIE |G I U Lo A o O e B | | B A e o e M B e I e e
eI Aed Q09 e WA YA Y| IH HAAEUH WY FHET dMaer T And
QATHT U A AR B O e gdt 49U GEeerd wiT qdr i
AT qErs TS T TERATs HeyH G T SR HEHT AWERS (oversight)
T T TRUHT TET FH CWHT ¥ qeT AR T g8 qer I afufdeeare quw
Tt FERe o st quE g qE GEEe aThers dedE drdid A qer
FAA PRl T Prleaaeb TOen TN T S it T w2 A B T
SRy | WHERAE FEHd IUEHT T AR el SIS, WHRAE WIHT HTH HIRETRH]
ATHT T HATET T AEe® HEe a1 TF Goalw &7 AT qurr fagme saaear s
Tl o v wwrar fFaee creeay Wl qE g e e deew
RUESER RIRIN I o i o M 1 e E ISR M A I Cal O | E o i T A e i R
AT AT TN BTG AT AU T THERRT TRedh! AW GR0T Ae AT 3 |
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R, grEEd i TRUBT 3¥0 BT BREOET WHT BITHI BAEIRT T
WA AT T ATHD G| T AACAAT TN AT A A B BrATEATTR
TRV TF, WA T T TEH EHT [ AF WA 2gT BRUBIR T TER,
=], FS & a9 T AN i wea T ERaeii| gaun AEeadd g |

e

WASNE AAHT T =ROAT IJIAST AL, TA qAT ATARH! FAEE WH ST
START IR | TEHT AW Aawaedd, e T Fardd [ueed Wi dE\wds 3 |
7o TR AT AaeaT AT e G qeHias WA, aeq
HATAT T AR UeeEars U e Riqudy | awae qas Hifasr amarEee, i
g9E, sl WHIde aE0 T W SIaey died @Ed d@aedr T STuierd Taieadr=an
el A 1 wga 1Ky |

JoreEr Afd qwr wgA FEver wwEtad 9edl qEEEd g1 R BEEaaTH W
Prareferar 3T wmwr A qw e FEi vy @@ wEtE g e
AR BT TR | A AT qeH AR i T qhEE e
Hfger wrafemar wuEr g1 Twd, g fFEw guwEr ot A g wees
FHTAATTHT FEIA [T T AEIAT (G TN BB TAEHIAT ABEG T TEIAT
ARG Afde® A T HEFaaT TIes |

Teoof arft

Fd A, (R059). afd® a¥ 705 9,57 & Fve Fhed. ad HeAa.

HTAT fohara sgaear afafd. (R06R ), Fgreral @faer, AT fhare saaear .
TIFHAT T AAIRTEH! B, (R06Y). TET Fdsew FNET TqTT 977,

TR qT A-ATNIRD] HIAT,

TATHAT T AFAIRTGHT HAd, (R06Y T R006). HfT g Fiaaza. qara=ar
TN AFATRIGDT BT,

T AT TAT AT ARRT, (000), T T THT T8 AFTHT TI JodlgT 77917,
TR¥T A AT AN, TS TS,
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faug wifadees! Ted saaea: fewmm suaeT,
FHET T FHIENHT ST
FHT TR T3

AGAR

e o1 MEET JouEAl B 3 U e Affe www fugEs R @l gy
TWH G| AUAHAT G ATS ETAT B MEed IJARTH! B 3 dd Y Fieraa =
g &id g T )| Ggh Y Wuel T 09 WA 0 SieH g Tm g
Tar g TR e et FRvEe g wedE, aifie qar e s w1
030 FFAAT Iool@AT ©THT HHT U137 ILYIHT Y Trels HIEET Td Wl § |
JUTEHT G |A WUTHT STl €0 SuawaaTh] BIEers A qed arel Hran
T GAH coaEdr W G| AT HUg AR LB g srEeds U, R09Y
W T G, YR T T qedl SANSR T TR A9 F FG T He e
Tee®Hl [ug cuaeammara=dl U qdr =i /AT Wi T4 GeaRTd q9ead 99+ qd
U coaedTe HIEE s URUHT | A, T PR, G GG WENEE T
THT qege Teaarael HAEE o AUEUSes Ma T8 Sri-=aa=dr <ausT 31 |
T, IAAM TSHT AR AT FA G T Ted AT wriels Esd aarse
THHd TEd AIEUE AEYIF g | Tad AEve ThHIT TGV HT WauHels dH earal
Tl TEd oo SR, AURGERIAT 9Ur TSiae geaadsed g SIS TgHRT
THEITEEATS GHIE T Gaudg | a9 WUETES fug UHledeedls UM T qchTe
TEqEFIIl ATEHAT THTA T BT HRAGHAEE THAT T HATIAT I |

g, 79T GBI
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WEEFHoo]: TG ~IAH, THIT AITVE, SIS, T, THETE JomTet |

ELE Gl

T FrEwT B SR T Felay WA BRI IdA A Fe b TAdb]
AT I= SGATH TEeRHed Tag | el Jbiadl RO g gad  Sifewel
TEH THERIHF JHE TRGEHT G| 6 TeAadHl digeal qeAgATar a1 9309 I
R09Y wofq YW FET A e wEReT FuEdr wedeede AaeH S
TOIET T AHEHT Jog WUHI G T9e eoleieal 91 e oed JUHT g |
T 09§ I STCEFHAFT TUEEHT YHF, HIMS-9%, FNE, IR AAHT TSAEEHT
WU SO Bugie WuRT ST S 9w afy €8 T g

RREZRUSR CME e CAIT B B b o M B MR e e 2 e I D M |
Q%RY AT ACHETHET AAGET TR AT | €Uy 9 R00Y AT SUHHI ENT qedH
T g T EeE e qusl | a9 @ REEad A% UEE 9iNg T
FAFAITHT <A1l T R09Y  HEW WSl ASeHl WUHI  [Ug S
A T g T e feaswt SR g qed, s o s
Afdels ¥ 030 AT Jeal@ild ®IAT FU ST IL¥IHT AT UeSs HrdaEr
R T F |

gt T e GeAeERT e SHid Rt e @ frasr o e
JeaERl BRE 3wl e affe www Bugd wRo @it gy W gl awde,
frgeadt 9w [FUEHT UeAREHl AUHT Tl Igal AAEIEE [Mid AMAT ghedls
qE ol Fug T AR iR wie, Wi ¥ AeeEE W s
FEIRT SAEAEE T T d1edl | [ugsh! & @™ Wus 7af waar T 9g® T8
TIHT AIACEIT ST [G9g STIEAITATS A FA@TsT Haar Jarerdr 9+ faug
TITdEEaTs YEH TR ed faeurarare #vave, 208y T fug Sifew =it
R AEF BTG, ROEE" AT T AN AT |

ST GEYM AR WUTHTA Ul [0g SUaeAahl BIHers A qed @rel Brana
T GAH uawdr T g | Fah! UheHs I YUt i AR IResT U,
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o o FEREREeaE GuOcad TET TTANATET SIS HEAT AR TA Fh
JER A, R03%' GRS T AT faug Jifew =g qar sgaeded i, 00y S
AT AW U W, Y T T qehl SRR TE e e gear g
AT IR, HRFBK AHT TAT TNAHHT TGl TAH J<9], el T T agd
AT FFTAEE GHA THT T |

TE U AgUT AT UF HEHN QIR Sdaed] T QErhd [69g SiRgA =<
AT FTEAAEEd e Hefee gvaET THE a9 fbug gilEdeeers dobt Ted
JUASY TG Ul W | G, WE YA geen g sifed s qo
SYAEAT WIBTHT TET T Al HH, Hded T ATHRA-NT qed  &@aw, Ted
AEIHT STIEA TAT Ted A WUSRUEHT N TMETHER. 9o /08 T faug
ETAHT GHT G- T &HAT [EAhEara=a7 FHegE ey T4/0ST W& T
g T9 YISO [G9g SUaedds URUE ¥ FEHN GHids] deardddl wH a6
T |

RTY, TG YA YU qeH WREIE g sqeEeda iUy ¥ g sueedra wea
T TAH NedeadAl el U =g@edqmd 9Wd T TOME T@W ToHE [Fug
TYIEAIT AT THT Taedql T il &M, Haed T ALTHR Joold TWHT | AT
U THT 3§ AT A AFAE T qT Gedl o 9ae cqaedl 9Ha Wkl g O
THET 3R A TEdH] IAqH AUETE YR T qq UHER IUMAene qed (&aer T
NI SqaedT ThT 5| &, a7 3% &1 IYEHT § AT WUl Wbl Agash! AW
WIITE IS AN] I HaEdT TH bl G |

TeY WHREE U g Sgw T qa7 sqawaaTara ST saaedr T4 fFug
TIadeEdls Ted f&aRer 19 f9g cqaearaT Fiush! €=, ST aiErey wEE, T
foraRor qu JEREEEd e cuaTaEE UG g T8 A GERAEE WEuel Hee
g SRgA =TT qa saaedmde UA, R0LY, ed EaureEedl FrfEly, 2068,
TAS IER HHEMEN, J06E T WERE FUg cgawadd AW, 06l HETEETE
TACHT G| et Joeel [@Aug e s aiml Yaer fAaug sgeaedds S
(ufeetr Geme) el oL, Waer AUy cgEEamE FIM gueE MafEE, 06 T
To9g IR @9 qIeq FrEfEfE, R00% TR T SHEFaa—Ta aus g1 IS Jeu
THRS W97 g sgaeadd FawmEed, 060" S8 T4 FR-Ea=TH T <aus g |
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I, AN FI9T WCHR WS [HUg eqEedaT UM, 0LY GEEAE uiNd T
FHTATAITH TAUHT G 5 Alel Ul TR YU o Ul AR ammadr geer g
BT AT FEEE, J00Y AR T BEATIITA AUHT | BT Teq ThR W
fug co=edTaT UA, J00Y' FEEAE TR T HEFEEET SAUHT F 1 Gl U Ut
AtgpEHSE Bt Te WEHRT "EAUT @, SER a9 Ted [HauaEeed "hers,
R08E" WA T HETEITAT CAUH Tl AEE, BET T AR G Hug
AT U, 004 B TR 9§ o RuHl der wm 18 fu sgEedads
(T ) HTEETE, 00 THT T T FEETITH < dUH F |

T GBI ATFAT LA TEEE T ANREEEHT Ui a8t Hegaefier T Jaarll gga
WU e qEer o Ty weERE afiE e wegl add fage g
Al B, AHAW, e, G T SEREFT AR TIET Tegead ATFAT HTIT
TE BT T GE BT G| IR I, BIOHET AR g
WRGH =BT q FAEAIT U, 004’ T HICHE! HEFIRANers &g sqeedmT
I (AT R, R0 et T8 Fg Siem 3 Heor T saaearaThT w18

ATTHT |

TR, 477 T deeEd U fHug cqaedaeedl e #wd craedrr @y
T [EA9E SHaedT D! T T G o G| [F9g THIEaeesd! AN o
34N, TR T ATICHIE Tad & 9 Ted g1 [ yWiieaees! afg=m I,
AT @ qEEg® T, Tedel AN MERE T a9t 99, 96w ¥ Sear @{ug
SEATAI HIEEdE W THH faug yifadeears Teaeaed fFawe W w Ty
TEEET T ATUHT T |

IE U E IR R IR BRI R I )

AIETsTER @, IER, TR q9 qoh TBd cHdeqIaaEagl B A T
HETdl g | GaRET [&We SeEedr [6ug yuiiadees! A Tgd sqawd T -
A AT el | g e F T ggw Y 9ghy Few a9 ww amde
WEAl FEAEE W Ugd cATeqIarerdl HEy A Hevs W T g
TIUHT Fg| AU 9 BT USRS ST WUl WUHT GRAAT BigHd ed
SR UM FEere T AT AareqeH, qurere 34 9T IEI U4, 2038 Wi
T g SHEaETET AN B SqaEAHl Geard WH Sidg | AqATHHT [agamT
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YTAEEH GHTT AR, [FEyeedT ATURA WG Bd T Hedvis! @aree d8d
SHaEdTIarad w1 g5 e f

e, Teq e e afgw Aere

fHUg TEd SHTEAITHT FEET BRI S SR | el SR 9 YhiT $ER U,
R03% Bl TEAIHHISH e GHIAT WUHT [AUgaHT gerere e ANREGeedrs Tad
YA TS AUH | e gedeedr €5 oA Auedt aear sewdr T @A O
TS HEAAWR T AH. 08y ey TEd HUSUE Aol M4 HEEaT T ACH
P TG HAA AGAE GAE TG UAH g W AE g e U,
R0y T TG GHR A UH, 08y o TE SATEAERIGH a0l qChR, g
T WHREE ¥ T TEec BT qaedl T qeaava-dl e 77 AIEreee
T TSI AT g |

fug ywifadeE®T AN Ted UaM 1 ag9id AUeTE, 30006 o IGRHT qaid, ey
AT, TebTl Aed, BEpdl @, Ted qHUEE IJTasd T3 THAdH] qIEIEE
e I 2 G T L | o 1 B C o B A B 1 1 B T A e I T Gl IDED
Rigraeeels dacved TRUH! | I, YR a4l €T desed U g
TIfEde®dT AR TEd Y& T qFgdl 99 HIA9, YL T TT dagenl oy
SIRIH ~AHT TN SATEAIATEE] Ue®d] AITH Tl [99g SHaedmaT ST T4
T A T Wed faaorareedl BrifEfages! aoH T8 Bri-aa—ar agied! gl 99,
G T T qBele e YA &1 BRI 9 T qEd a0 T B cqaedr qHd

TR F |
TEd SAACAITGFIET FaLT AIETE

g SHaaIET AW YU® S¥EH] HIIA Haedaded eia And G Siigw
AIE®T WU UEEEH! AACAITH] SEHATY e T GEd €W gl
YEAEEHET ATTHIIT ATFAT A qar eI THaX WUeve (Sphere Standard) T
[T ATIRAT T W&Qﬂv‘f ST AT AIETS' (Core Humanitarian Standard) T
HAAEEATE BT Tl 5 |
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T Q%0 AT g€ WSB! THAT WUGUE < WHAT GeTadieh! ~IFdH UEdT a9l giemet
AT AT A TR T AEd ey | R Bowaed Hageies qarders aed
FARTHT AARTH FgCH! q@IAl THEIAS g56 @ UG [Eg| quid FET
HIEUSERH TAMEIT qol AHAEITRT Frasfar TR TAHIHRT B 9 A

B

oA ThAT HIETE o fHug yofdeesdt sied et Fitrt e s s
WA FETIdiTs hivad TEHT G| O ATIRAT &7 qad: JRael G

« G T ST,
~ G I qAT 9,

=TT ETE |

AT AFE AIEET WAl HHa Geradl HIal d6g 9ed ad1 saRkhe® aierd
T S TGS S HATgarers Tee | TS TEFEAT Joerd MR :

Q.  TeddereywiEd saih T SHEEREd ATH ATEIHAATAR JIIH T e
[EINT 9T T |

R, TuqEE e Safth ¥ qHEEEES I THAAT AT GE AN 2 o |

3. TudewaiE st T aqEEEs ThRcES S THE G T A B
IRUTHESET T ST, TAFATENT T HH GauH |

¥,  AuqEe yWiEd sakh T GHEREEE ATl BT eh—AIHR Arag], goT qdr
AEATS FAE a1 (i for wiearan 9= Teg |

Y.  TouqEre e safh T GHRTEEEAr TAEEE WHAT T gUEd T ATed daeab]
T G|

& Fuqee wiEd ke T 9HREeEd UHAE T U@ FEdART U TR |

e, TuqEE YT zafth T GHREEE 99 WEART fAaTudl AN T@ qEg; q6ih
FEAEE AT T HHH! Fagramere g |
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c.  fauqare ywifad safth ¥ GHEREEE Wdeddl au7 geaaedd HHAN T TEaaasare
FEART I TRg |

. faudemewWiEd safh T SHAEEE AHAS Ged TReH JeaREde Adeed!
FIAALE D, THEHT TN AGFAT STTEAIAD] AT TR |

At AIITEH! TRATAATT AT GeTaarea-dl B ATeg el Gedl adr SahHl
FIATE 99 THEHR IASag W Aed GHEAUT 99 IJTRE™l o= 9 7Ed ey |

TEq AVRVSHT GORD! AEIHAT Tl He<wd

FAA FLHT A GOAET A G T e AR wagvehl i gy edierd
TUHT | TEAl HYSIS UHIdT ThHALT HAIETS (Sphere Standard) T PIERIECIEEIT)
2 fiqudg W B AERUAT, AURERIAT q97 TP geqsd el gl Wb
TIHN THEIEEAs QAN T Gaqdeg | U8d Jaeduqds [ug yeifed  ter,
oraell, <A T IHEH FEY ATEATE Tl G |

foaqg wifaqeEas f9 s TWHEREEAE JaH TR Ted [aamarerd "ieve &g
SIRIA AT T A€ U, J00Y Bl TEAIHATER AHa € IH TR TH9E |
Sfeafad saaedr Afiiah eHT HRU 9 Ted AIRUSHT aRH! AEIHhdl Whl g

(@) Todg gIied SewReT AR q91 Saftheedrs qesbldl AT HaWTd g e,
(@) T qEd UAH We a9 I-Ere G SR aeOr SER TET T Qe Gy

ATHTH ITINT T,

@ TEd e aErd, el q9r IRERE g9 S e qdl S S
g uwgR yueliane Tea fEawor T,

(@) g Rwm e q cgaea el AW dedT SRR GETe ek

(F) Tug yEadeeds UaT TR qobld TedAl UHeddl I JW-ad HEd T,
(=)  EugETeRT Ted el HEAT CAll-of-the-Society Approach’ s SATCHEATL
T,
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(@) foug yWlEdeEers Sued TS Ted hW, WA 1 Ie-ad TEd aeiieE
feraeorererdt FrieT Rt T, fel qar TR GeaeE aReEre T |

ATE®T B HUST qobtad @IS, IER a9l B cgawdaaare-dl fafwe wwen qu
TAAEE WH G| HIdee TiEdeEds ah huAe qedtaey dite ©9r gell
THH @Y W3R U faudere gWiadeE Al sadd [AEeEE @Y, 99, YIe T wEy
TEAe R[N U9 M 4 Ted fawer Wetey, 9 T Wew UMl faudd yew
HREE Ueh MU T TSINT €A Flh b LA Ted YaH T T THIAT aged
Ta UREE U FowEedd Ted HoRuarerdl Fee Weigd aaad] HERe
SRt |

ERCRTIITC M GlE e B D C Lol E BEG 2 | C I o M G ke B F B E S R SR G
HIETE T g7 T TR WEATHATEAR Ve AU UHEIAl Fgg, HHT HH
JaATegrardl ETEAT FH T, TEd A @RT T4 AR, WA q97 TR-Erd e
AU TT g el GHEAEE U Whl T

TS edaT ATHAT FUqare Jafd T9UHT Wi-geedls TATdah] GEEr qHmeET T
f[Ug WEAHT TIAT @A @A NG, TEE q@AE Ted [Jues 9N e faug
AT MG T YS9 U8 Sqawdds WA TeddT i R T, TaEE @ T
Neameie MaAaR TEd WA qeaHeg 9 99 Ted T8 T Tee T 9uH R
T, A T U IEEN SeIEEAE Y TR T8 A HIEFHaE YA T
TRAE e, TRETH GEAEES ATF HEHE WUHT AW WA qed A &t
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TATAT STATT BR g, YLl HI3aT felUepl R |

P §: Femdr WU AT TEAEE

Some Signals of Bid Rigging

(OECD, 2009)

A. Warning signals in the bids

1. The same supplier is often the lowest bidder

2. There is a geographic allocation of winning bidders.

3. Some suppliers unexpectedly withdraw from bidding.

4. Certain companies always submit bids but never win.

5. Each company seems to take a turn at being the winning bidder

6. The winning bidder repeatedly subcontracts work to unsuccessful bidders.

B. Warning signals in the bid documents

1. Identical mistakes/corrections in the bid documents or letters submitted by different
companies, such as spelling errors.

2. Bids from different companies contain similar handwriting or typeface or use identical forms
or stationery.

3. Bids from different companies contain identical miscalculations.

4. Bids from different companies contain a significant number of identical estimates of the cost
of certain items.

5. Bid documents from different companies indicate numerous last minute adjustments, such as
the use of erasures or other physical alterations.

C. Warning signals in the bid pricing
1. Identical pricing can raise concerns, especially if there are bound to be inherent differences in
costing.
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2. Sudden and identical increases in price or price ranges by bidders that are not rationally
explained.
3. A large difference between the price of a winning bid and other bids.
4. A certain supplier’s bid is much higher for a particular contract than that supplier’s bid for
another similar contract.
D. Warning signals in the bidder behavior
1. Suppliers meet privately before submitting bids sometimes in the vicinity of the location
where bids are to be submitted.
2. Suppliers regularly socialize together or appear to hold regular meetings.

3. A company submits both its own and a competitor’s bid and bidding documents.
(Adapted from article of Bhagat, Garima, 2017)
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Resource Federalism and Conflict: An Analysis of

Federal and Provincial Government Relations in Nepal

Asmit Kuikel*
Abstract

This paper examines the relationship between federal and provincial governments in Nepal in the
context of resource distribution, conflict, and potential interventions for resolution—focusing on
natural, human, and financial resources. A qualitative research methodology was employed, using
data collected from literature reviews, interviews, key informant interviews, and focus group
discussions. The study explores resource distribution with an emphasis on constitutional provisions
and current practices. It highlights the tensions between the two levels of government concerning the
utilization and jurisdiction over natural resources. Furthermore, it addresses conflicts related to
human resource management and mobilization, including the roles of provincial police, provincial
civil servants, and the authority for appointing provincial secretaries and chief administrative
officers at the local level. In addition, the paper discusses financial conflicts involving federal grants,
budgeting, and the broader mechanisms of intergovernmental fiscal transfers. It also explores the
roles of the National Natural Resource and Fiscal Commission and the Interstate Council in
resolving conflicts related to resource allocation and mobilization.

Keywords: Federalism, Resource distribution, Interstate Council, Jurisdiction, Conflict
resolution.

Introduction

Federalism in Nepal was adopted in 2015 to establish effective governance, sustainable peace, and
economic growth by addressing the country's diversity (Constitution of Nepal, 2015, Preamble). In
2015, the government concluded a lengthy political transition and restructured the country into 7
provinces and 753 local levels with the formal implementation of a federal constitution (Chandrika
& Acharya, 2020).

Legislation supporting centralized governance and broad participation poses a major challenge to
Nepal's federalism. The gap between decentralization principles and their practical execution
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emphasizes the need for changes that ensure decision-making at the lowest levels of administration.
Addressing these issues is crucial for local empowerment and democratic government in Nepal. This
will ensure societal benefits through decentralization (Acharya, 2021).

The article explores the dynamics of resource distribution and conflict in Nepal. The term "resource”
in this article is limited to natural, human, and financial resources. This article focuses on
coordination issues, jurisdictional and institutional conflicts, and province-specific capabilities. It
suggests strategies for improved resource management, collaboration, and customized regulations to
promote balanced development, minimize conflicts, and ensure national unity for economic and
social progress in Nepal.

Objectives

The main aim of the study is to explore the resource distribution mechanism in the federal context of
Nepal, focusing on the federal and provincial governments. The specific objectives are listed:

= To explore the context of resource distribution and the existing conflict between different
tiers of government.

= To identify possible conflict resolution mechanisms for the existing conflict between
different tiers of government.

Concept and Model of Federalism in Nepal

Kharel (2022) explores federalism as a form of governance that combines a national government
with local administrations. The study examines its benefits and downsides, focusing on Nepal's
suitability for federalism. Kharel, in his paper, highlights advantages such as the decentralization of
power, local fulfillment, public engagement, and preservation of ethnic cultures. He also insists that
issues like budget allocation, political unrest, inadequate governance, and shifting public attitudes
pose challenges to the durability of federalism.

Nepal Administrative Staff College (2023) highlights the federal structure in Nepal and progress in
administrative changes and capabilities but also identifies challenges like coordination, resource
allocation, and political tensions. The report suggests improvements in collaboration, equitable
resource allocation, and skill development for enhanced governance.

A democratic federal system with financial independence for subnational governments, equality,
enhanced public services, citizen involvement, and strategic public sector reform is a major aim of
executing federalism in Nepal. Furthermore, the constitution stipulated the establishment of an
autonomous NNRFC (National Natural Resources and Fiscal Commission) responsible for
formulating the allocation of intergovernmental transfers and overseeing their distribution, which is
still in the phase of implementation (Bahl et al., 2020).
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The Asia Foundation's report on Nepal's transition to federalism highlights the significant shift from
centralization to regional authority, aiming to address ethnic and regional inequalities. Despite
challenges like bureaucratic delays and resource distribution, the shift offers opportunities for
improved local administration and regional progress (Asia Foundation, 2024). The model of
federation in Nepal is a hybrid that is different from the Western model of federalism because of the
consideration of ethnicity, adding territorial and viability factors in Nepali federalism. Also, the
division of the state into seven provinces was made based on the identity and capability of the states,
considering geography, resources, and efficiency.

Fiscal Federalism and Intergovernmental Fiscal Transfer

Adhikari (2019) defined fiscal federalism as a political and administrative system that blends the
confederation model with federalism, in which he describes fiscal inequality as a result of an
imbalance between revenue power and expenditure responsibilities. Another pressing issue for
making the federal system less contradictory and complicated was fiscal equilibrium. It was less
contentious and more practical, focusing on the effective delivery of goods and services through the
efficient use of resources at any level of government. According to Smiley (1987), fiscal federalism
in Canada often leads to conflicts due to federal control over revenue, regional interests, and political
agendas. Balancing federal authority with provincial autonomy is crucial for maintaining stability
and efficiency.

The World Bank Group (2024) report, Nepal Fiscal Federalism Update, evaluates Nepal's fiscal
federalism, highlighting progress and challenges and offering policy recommendations for improved
governance, financial management, and resource distribution. Dhakal (2023) observed that Nepal
has not successfully implemented fiscal federalism, highlighting the need for appropriate financial
federalism for effective service delivery.

Bird et al. (2002) examine Australia’s intergovernmental fiscal transfer (IFT) system, which utilizes
the Commonwealth Grant Commission to distribute funds to states and territories according to their
fiscal capability and expenditure demands. Hansen (2022) highlights the Brazilian IFT, where the
state distributes federal money according to the population and per capita GDP of provinces. The
study carried out by Mukherjee et al. (2017) indicates that the Finance Commission conducts India's
intergovernmental fiscal transfers (IFT) based on revenue sharing and grants. Bodway et al. (2007)
indicated that the Canadian IFT system uses equalization grants to reduce fiscal disparities, whereas
Dougherty et al. (2024) studied the IFT in the USA, which employs categorical and block funds to
states, highlighting their distinct purposes.

Federalism Practice and Conflicts

Lamsal (2020) explains that twenty-eight countries, including Nepal, have adopted federalism as
their political system, resulting in distinct administrative and political structures. The shift from
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federalism to a unitary system can occur due to resource constraints, political disagreements, and
conflict, with key factors determining power and resource distribution. Harrison (2013) explores the
Alberta oil sands dispute, highlighting the political complexities of balancing environmental
protection with economic development, often resulting in tension between federal and local
governments. The 2018 Canadian cannabis legalization highlighted the conflict between federal and
provincial governments, with some jurisdictions increasing the consumption age and others
establishing government-controlled retail monopolies, emphasizing the federal control over cannabis
regulations (Government of Canada, 2018). The Canadian federal government enacted a carbon tax
on provinces that did not have carbon pricing programs meeting federal standards. This plan ignited
substantial debate from provinces like Ontario, Saskatchewan, and Alberta. They argued that the
federal carbon tax overstepped provincial sovereignty regarding natural resources and taxation laws
(Government of Canada, 2019).

The Krishna-Godavari Basin water conflict in India involves states competing for water allocation
from the rivers, causing unequal usage. Despite government tribunals, disputes persist due to
excessive utilization and mishandling, highlighting challenges in federal water management (Kumar
& Sinha, 2021; Prasad & Rao, 2019). The 2012 Murray-Darling Basin Plan aims for sustainability
but faces opposition from state governments over water distribution, balancing environmental and
agricultural needs amid climate change (Grafton, 2019; McCallum, 2021). The legalization of
marijuana in the United States creates a complex legal dilemma due to conflicting federal and state
regulations. From a federal perspective, marijuana is categorized as a Schedule | controlled
substance according to the Controlled Substances Act (U.S. Drug Enforcement Administration, n.d.).

Conflict Resolution Practice

According to Ghosh (2020), under Article 263 of the Constitution of India, the Inter-State Council
(ISC) was established with the responsibility of facilitating coordination between the states and the
federal government. The Inter-State Council plays a vital role in handling interstate disputes and
encouraging cooperative federalism. It does so by bringing together representatives from both the
central and state governments to discuss and resolve matters of mutual importance. Although the
primary focus of federalism is on planning and development, the National Development Council
(NDC) also functions as a forum for resolving disagreements about economic policies and the
distribution of resources (Kumar, 2018). The broad powers of the central government, as well as its
authority to remove state governments, might worsen conflicts rather than resolve them (Singh,
2021).

According to the U.S. legal system, federal legislation and intergovernmental agreements are the
primary means by which conflicts between the federal and state governments are resolved. Despite
the fact that its decisions can be slow and subject to diverse judicial ideologies, the Supreme Court
plays a vital role in interpreting constitutional issues (Epstein & Knight, 2021; McCormick, 2022).
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According to Hamilton (2019), federal legislation, supported by the Supremacy Clause, acts as a
dispute resolution mechanism by giving precedence to federal laws over state statutes. According to
Svara and Watson (2020), research on intergovernmental agreements—established between federal
and state authorities—assists in the process of cooperative problem-solving. The Canadian
government resolves conflicts through judicial review, federal-provincial discussions, and
constitutional provisions (Hogg, 2018; Savoie, 2019).

Theoretical Framework

The analytical part is guided by Resource Dependency Theory and a resolution approach,
considering the different natures of conflict, including legal, procedural, and institutional conflicts.
RDT highlights power differences between organizations and their external resource suppliers,
frequently resulting in conflict. Organizations rely on essential resources, and individuals who
control these resources possess considerable influence, potentially leading to conflicts (Pfeffer &
Salancik, 1978). This dependence causes conflict, especially when organizations face challenges in
fulfilling their resource requirements (Hillman, Withers, & Collins, 2009). Thus, in this paper,
Resource Dependency Theory highlights federal-provincial conflicts arising from provinces' reliance
on federal grants and also addresses conflicts regarding budget allocations and conditional funding
that limit provincial autonomy.

Research Methodology

The methodology in this article reflects the approach used in my thesis, using some of the data that
has been reanalyzed along with additional data for a comprehensive analysis. This enhances the
findings while maintaining consistency with the original research. This study uses a qualitative
research approach to examine resource distribution between federal and provincial administrations,
including the allocation of human, natural, and financial resources. The researchers used purposeful
sampling to select cases from Bagmati Province, utilizing both primary and secondary data. Ghimire
(2023) highlights that there is conflict between the federal government and the Bagmati provincial
government. Also, the capital of Nepal, Kathmandu, lies in Bagmati Province, meaning federal and
provincial institutions coexist in close proximity. This makes conflicts more visible and politically
sensitive. Furthermore, Bagmati Province contributes around 37% of GDP (Provincial Contribution
to GDP Announced, 2023); the issues related to resource distribution and revenue make it an ideal
case for studying intergovernmental fiscal conflicts. Therefore, studying the conflict between the
federal and Bagmati provincial governments could be effective. The study adheres to trustworthiness
and ethical standards, using qualitative content analysis methods.

Constitutional Provisions of Resource Distribution in Nepal

The federal government is responsible for matters such as national defense, foreign policy, and
monetary regulation. In contrast, provincial governments manage local affairs, including education,
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healthcare, and regional infrastructure. This division is designed to achieve a balance in governance,
with the federal government overseeing national-level concerns, provincial governments handling
regional matters, and local governments addressing grassroots issues. The specific allocation of
authority is outlined in constitutional schedules to ensure rationality and avoid duplication or conflict
among the three levels of government (Constitution of Nepal, 2015, Article 56).

Provincial and local governments possess significant legislative, executive, and budgetary powers to
support local governance and decentralization. They share dual legislative authority with the federal
government to ensure that policy matters reflect both national and regional interests. Provincial
governments are responsible for overseeing regional public services, facilities, and economic
activities and work in collaboration with local governments to ensure efficient service delivery and
development initiatives. However, legal issues have emerged due to unclear jurisdictional
boundaries defining the rights and responsibilities of different levels of government. This ambiguity
hinders provinces from exercising their exclusive constitutional rights, including their capacity to
enact legislation independently. In many cases, provincial and local governments cannot legislate
without federal approval, limiting their financial autonomy. To enhance governance and decentralize
responsibilities effectively, the federal government should clearly define these rights and transfer
them to the provinces. Legislative clarity is essential for promoting efficient provincial
administration and achieving equitable federalism, allowing provinces to contribute meaningfully to
national development while addressing local needs (Constitution of Nepal, 2015, Schedules 6 and 7).

The Constitution of Nepal grants specific jurisdictions to the federal, provincial, and local
governments, assigning them distinct powers and responsibilities. Each level of government has the
authority to enact legislation, prepare annual budgets, and formulate policies and programs related to
financial matters, as listed in Schedule 9. The federal level is authorized to set national policies,
standards, and regulations on these issues. All three levels are involved in budgeting, ensuring
equitable distribution of benefits from natural resource utilization, obtaining foreign aid, and
managing public debt. Each tier is also empowered to impose taxes within its jurisdiction and
generate revenue. The federal government is responsible for creating regulations that ensure the fair
allocation of revenue (Constitution of Nepal, 2015, Schedule 9).

Revenue distribution among different levels of government must be fair and transparent. Federal
legislation on revenue distribution should consider national priorities, the autonomy and financial
capacity of provincial and local governments, their revenue-generating capabilities, developmental
needs, and efforts to address regional imbalances, poverty, and deprivation. Provisions should also
account for contingency needs and temporary emergencies (Constitution of Nepal, 2015).

Intergovernmental fiscal transfers play a critical role in balancing regional development and
promoting good governance in Nepal. The Constitution establishes the National Natural Resources
and Fiscal Commission (NNRFC) to promote fairness in the allocation of resources between the
federal and provincial governments. The commission's primary objective is to address regional
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disparities and ensure equitable development. Fiscal transfers are classified as unconditional (which
provinces can use at their discretion) and conditional (which are earmarked for specific projects or
sectors). Equalization payments are provided to reduce budgetary disparities among provinces and to
ensure the uniform provision of public services (Constitution of Nepal, 2015, Articles 250, 251). The
Financial Procedures and Fiscal Responsibility Act (2018) outlines the procedures for fiscal
transfers, with the NNRFC evaluating factors such as population, development needs, and fiscal
capacity to ensure fairness. These fiscal transfers are essential for promoting balanced development
and empowering provincial governments to fulfill their constitutional responsibilities effectively.

Natural Resource Conflict Between Federal and Provincial Governments

Upreti (2001) notes that natural resource governance in Nepal is shaped by policies, institutions, and
procedures that aim to ensure citizen participation and sustainable management. However, ongoing
conflicts arise over the appropriation, distribution, and control of natural resources.

Khanel (2021) identifies challenges in Nepal's natural resource management system, including
governance disputes, corruption, and exploitation. Addressing these issues requires all three levels of
government to possess technical expertise, ensure policy coherence, and understand relevant social,
economic, and political processes. Coordinating water resource management is particularly
emphasized as an area needing improvement.

According to a provincial assembly member interviewed, the provincial administration faces
significant challenges in managing national parks due to a lack of jurisdiction. This has resulted in
issues such as infrastructure damage, floods, and landslides. The provincial Minister for Forests and
Environment expressed frustration over the province's inability to act, leading to public
dissatisfaction. Hydropower projects located within national parks have introduced chemical
pollutants into local ecosystems. Additionally, legal loopholes have hindered the regulation of
resource extraction activities, such as stone, sand, and gravel mining. The core of the conflict lies in
the federal government’s dominance and reluctance to devolve constitutionally assigned powers to
the provinces. Provincial governance is weakened by political disputes, and District Forest Officers
reportedly ignore directives from provincial forest ministers. The provincial assembly member
argues that the federal government undermines the very existence of provincial authority.

The interview and related literature further indicate that a former provincial minister for labor,
employment, and transportation filed a constitutional petition against the Urban Area Public
Transport (Management) Authority Act, which assigns control of public transportation in three
districts of Bagmati Province to the federal government. The petition argues that transport
management falls within provincial jurisdiction. This legal action was triggered by the Department
of Irrigation’s tender notice regarding the Prosperous Tarai Madhesh Special Irrigation Program, a
federal initiative. The province objected to the federal government’s unilateral action in isolating
three districts from the province's other thirteen. The provincial government perceives such federal
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overreach as undermining its authority and impeding its capacity to address local resource
management and governance, thereby contributing to persistent intergovernmental disputes.

Human Resource and Administrative Conflicts

Interviews and group discussions revealed that centralized control by the federal government
severely restricts provincial governments’ access to and control over human resources, thereby
limiting their ability to carry out administrative functions and respond to local needs. This has
resulted in law enforcement disputes, especially concerning the creation and oversight of provincial
police forces. The absence of provincial control over police hampers the ability to address local
security challenges, delaying the implementation of provincial police and negatively impacting
public safety and service delivery. The lack of a dedicated provincial law enforcement authority
highlights broader gaps in administrative and governance structures.

According to a provincial assembly member, the provinces’ inability to develop and supervise their
police forces diminishes their authority and autonomy, potentially reducing public trust in local law
enforcement. This situation places additional responsibilities on federal agencies, which may not be
able to meet the unique security needs of different regions consistently.

Based on the literature and findings, it can be argued that the federal government’s refusal to
acknowledge provincial authority over police services creates significant economic and
administrative challenges. The centralization of policing powers limits provincial governments'
capacity to address local security needs, thereby compromising public safety and hindering the
development of effective law enforcement systems. A reassessment of the distribution of authority
between federal and provincial levels is necessary to resolve these issues.

Furthermore, the federal government retains the power to appoint Chief Administrative Officers
(CAOs) in local governments, as per the Local Government Operations Act (2017). Interview data
suggest that this provision undermines the authority and responsibilities of provincial governments.
Local governments often disregard directives from provincial authorities, worsening coordination
and reducing administrative efficiency. A robust administrative structure at the provincial level is
still lacking, and mobilizing employees remains a significant challenge.

Interview findings further suggest that administrative challenges faced by provincial governments
stem from constraints imposed by federal laws. The federal government continues to enforce its
administrative framework at sub-national levels, even though provincial and local governments
currently bear around 60% of administrative responsibilities. Overlapping mandates between federal
and provincial ministries exacerbate inefficiencies and confusion. To resolve these administrative
issues, the federal government must grant provinces the authority to appoint their own secretaries
and administrative personnel. Clearly defining jurisdictional responsibilities and eliminating
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overlaps would improve administrative efficiency and service delivery across all tiers of
government.

Financial Conflict

Economic issues frequently lead to disagreements between federal and provincial administrations,
particularly regarding resource distribution, taxation, and spending priorities. These conflicts can
significantly affect economic stability and development. Therefore, negotiation and cooperation are
necessary to achieve equitable resolutions. The National Planning Commission, established under
the 2015 Constitution of Nepal, is tasked with developing strategies for fiscal allocation in five key
areas of federal public finance. However, it continues to dominate the process, which contradicts
constitutional goals and adversely impacts the future of the federal budget system and fiscal
federalism. The government's decision to dissolve the National Planning Commission and enhance
the National Natural Resource and Fiscal Commission is inappropriate, considering the nation’s
nascent federal polity (Wagle, 2022).

The constitution mandates intergovernmental fiscal transfers to address the gap between the
authority to generate revenue and the corresponding responsibilities. The federal government can
provide four types of grants to sub-national levels: fiscal equalization, conditional, special, and
matching grants. Out of the total allocation of Rs. 299 billion by the federal government for the
fiscal year 2022-2023, conditional grants constitute 61% of the budget. Despite the need to increase
fiscal equalization funds and reduce conditional grants based on principles of grant distribution, the
opposite has been occurring. The current budget arrangement is unfavorable for provincial and local
levels, with a decline in fiscal transfers and a negative budget ratio. The provincial legislator
expressed concern over the significant reduction in the province's budget, which dropped from Rs.
70.09 billion to Rs. 62 billion, raising doubts about its ability to meet citizens’ needs. Additionally,
the legislature stated that the federal government heavily influences the province's budget
formulation, causing delays and uncertainties that hinder strategic planning and resource deployment
(Ghimire, 2020).

In an interview, a former minister argued that the federal government’s strong influence on
provincial budget formulation causes delays and uncertainty. This interdependence restricts the
province’s capacity to plan and allocate resources effectively. During his tenure as Minister of
Culture and Tourism, funds for projects were usually assigned to the Ministry of Forests or the
Department of Archaeology, where the federal forest ministry retained most decision-making power.
A provincial assembly member also noted discrepancies in budget allocation, stating that the
president of a ward has greater financial authority than a member of the Provincial Legislative
Assembly. The province’s budget continues to shrink annually, limiting its ability to implement
development projects and deliver essential services. This dependency hampers the province’s
resource planning and deployment.
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The Bagmati province budget for fiscal year 2081/82 is expected to decrease due to reduced internal
revenue and a decline in federal subsidies and grants. Provincial ministries’ budgets have been cut
by 11%, receiving only 48% of the federal budget (Dahal, 2024).

The Constitution of Nepal introduced a three-tier federal structure, granting the federal government
substantial authority to generate revenue while delegating operational responsibilities to subnational
levels. However, provinces face financial challenges due to limited control over revenue sources.
The provincial government projected total revenue, grants, and other sources of Rs. 62.7 billion
during the previous fiscal year but managed to collect only 41.43 percent (Rs. 25.98 billion) by mid-
April. Subsidies from the federal government were lower than anticipated, and certain revenue
streams declined, leading to reduced income (Dahal, 2024).

In October 2023, the Bagmati provincial government filed a lawsuit against the federal government
seeking to annul the Urban Area Public Transport (Management) Authority Act, which grants the
federal government power to oversee public transportation in three districts of the Federal Capital.
The provincial government reported collecting Rs. 11.12 billion, or 88.77 percent, of the total
transport revenue of Rs. 12.53 billion in Bagmati province (Ghimire, 2023).

During an interview, a provincial assembly member argued that the province’s economic weakness
and lack of financial autonomy stem from its heavy reliance on federal grants. The provincial
government and assembly face challenges in achieving economic sustainability due to insufficient
local tax revenues to meet budgetary needs. The member expressed that the province struggles to
efficiently collect revenue within its jurisdiction, with key sources of income underutilized. Federal
government intervention limits the province’s autonomy in making independent decisions and
implementing tax collection plans.

Based on literature and findings, it can be argued that the Federal Parliament holds the authority to
enact laws ensuring effective cooperation between government tiers. Their relationship should be
grounded in collaboration, coexistence, and synchronization. The Government of Nepal can provide
instructions to Provincial Councils of Ministers on national matters and issues requiring coordination
among provinces. If an action threatens the country’s sovereignty, territorial integrity, nationality, or
independence, the President may issue warnings, suspend actions, or dissolve the concerned body.
The Federal Parliament can legislate on any subject listed in Schedule 6, with such laws remaining
effective until repealed by relevant Provincial Assemblies. Furthermore, the Government of Nepal
may support and issue directives to Rural Municipal or Municipal Executives, directly or via
provincial governments. Provinces are obligated to assist one another in enforcing laws and
implementing judicial and administrative decisions.

Conflict Resolution Strategy

The Inter-Province Council, chaired by the Prime Minister, has been established to resolve disputes.
The Council can invite a Minister from the Government of Nepal, a Minister from the relevant
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province responsible for the disputed area, and an expert with relevant expertise. The Federal
Parliament is responsible for passing laws that foster effective cooperation among the three tiers of
government, while Provincial Assemblies ensure coordination between provincial and local levels
(Constitution of Nepal, 2015, Article 234).

Findings indicate that the federal parliament faces challenges due to pending legislation that hinders
the functionality of both federal and provincial governments. Addressing these issues requires a
comprehensive approach emphasizing legislative efficiency, public service reform, police
coordination, and budgetary analysis. Expediting federal legislative processes could provide timely
directives but risks producing inadequately formulated laws. Therefore, establishing an efficient,
collaborative process that incorporates provincial input is essential to align federal legislation with
regional needs.

The literature and findings suggest that implementing a Federal Civil Service Act could improve the
efficiency and alignment of provincial civil services with federal standards, promoting
intergovernmental collaboration and better service delivery. Engaging provincial officials throughout
the development process and implementing gradual reforms with sufficient support can effectively
address these challenges.

Police reform, including the creation of a comprehensive Police Act and reintegration initiatives, can
standardize policing practices and enhance cooperation between federal and provincial law
enforcement agencies. Involving police leadership and officers in reform planning and establishing
clear collaboration frameworks is crucial for gaining support and ensuring effective implementation.

A thorough study of fiscal federalism can provide insights to improve fiscal arrangements, reduce
disputes, and promote equitable resource allocation. Implementing these strategies can help achieve
a balanced distribution of authority, reducing duplication and conflicts in local governance.

Conclusion

Based on the findings and the literature, it can be concluded that the conflict between the federal and
provincial governments primarily revolves around resource distribution and power sharing. This is
evident from the use of Article 137(2)(a) of the Constitution, which allows requests to the Supreme
Court to investigate inter-jurisdictional disputes between governments claiming federal interference
in resource distribution and mobilization.

The influence of national politics should not be replicated in the political affairs of the provinces, as
this has contributed to poor performance and instability at the provincial level. Provinces should
engage in political discourse independently and rely on the judicial system to resolve jurisdictional
conflicts. Successful negotiation and cooperation are essential for federalism to thrive. If federalism
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fails to meet the aspirations of the people, demands for the restoration of a Hindu state and monarchy
may gain greater momentum in the future (Shrestha, 2024).

From a theoretical perspective, Resource Dependence Theory (RDT) explains that provincial
governments depend on the federal government for resources, which leads to conflicts between the
two levels of government. In Nepal, ongoing conflicts between federal and provincial governments
risk undermining federalism, resulting in inefficiency and questioning its effectiveness. Resolving
these issues in accordance with the Constitution and legislation is crucial to maintaining balance,
ensuring equitable resource allocation, and promoting more efficient governance.

Conflict resolution strategies should involve coordination, judicial intervention, and collaboration.
Institutional conflicts between federal and provincial governments should be settled through inter-
state councils and intergovernmental agreements. Judicial review is vital for evaluating legislative
measures and identifying potential sources of legal discord. Equitable resource allocation across all
levels of government is essential to prevent disputes and foster stability and cooperation.

The management of fiscal transfers in Nepal should emphasize transparency and performance-based
grants distributed through the National Natural Resource and Fiscal Commission (NNRFC). This
approach will promote equitable resource distribution, enhance coordination, and ensure compliance
with intergovernmental fiscal transfer (IFT) practices, reflecting need-based grants, revenue sharing,
and a focus on balanced development.
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Challenges and Opportunities for Digital Governance
Baburam Bhul*
Abstract

This study analyzes the rapid expansion of the gig economy in Nepal, which began in the early
2000s and has accelerated significantly due to technological advancements, increasing e-commerce,
evolving consumer habits (the "new normal™), and the impacts of the COVID-19 pandemic. Through
an interpretive review, this research explores the challenges and opportunities within Nepal's gig
economy, focusing on current legal frameworks, the absence of social protections, and its broader
economic effects. The findings highlight significant gaps in legal protections for gig workers,
complex tax issues, and persistent consumer trust problems. The analysis reveals that gig work
contributes approximately 6% to Nepal's GDP, with over 25% of gig workers originating from rural
areas, indicating a major shift in employment dynamics. The study identifies various challenges and
opportunities for government agencies to establish a more equitable and sustainable gig economy,
offering practical policy recommendations for a changing labor market.

Keywords: Gig economy; digital governance; employment; economic resilience; Nepal.
Background

The term gig economy was first popularized by British-American journalist Tina Brown in 2009 and
has its origins in short-term engagements, particularly within the music industry (Mahato et al.,
2021). It is defined as a labor marketplace characterized by short-term jobs, involving primarily
flexible and freelance work arrangements facilitated through online or digital platforms (Mahato et
al., 2021; Zeid et al., 2024). This system challenges the traditional economy by allowing companies
to hire workers on a temporary basis, either as needed or for specific projects, resulting in increased
efficiency and reduced costs (Pilatti et al., 2024).

A gig refers to a specific task or assignment completed within this system and typically denotes
flexible, temporary, or freelance jobs that are technology-enabled, connecting workers to clients or
customers via online platforms (Kuhn & Galloway, 2019). Generally, gig workers are independent
contractors who choose assignments that suit their schedules but usually do not receive traditional
employment benefits or legal protections (Bajwa et al., 2018).
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In historical context, China initiated a wave of self-employment and entrepreneurship in the 1980s,
which led to approximately 200 million workers joining the gig economy. Similarly, countries like
India are projected to have around 1 million gig workers by 2030, while the United Kingdom
currently has more than 1.5 million participants in the gig workforce (Reinhard et al., 2020). In the
United States, the gig economy has deeply penetrated the labor market, with 36% of workers and
33% of companies extensively utilizing gig labor (Mahato et al., 2021; Zeid et al., 2024).

The COVID-19 pandemic further accelerated the growth of the gig economy, as widespread job
losses compelled individuals to seek alternative sources of income. The pandemic forced many into
unemployment and poverty, significantly affecting economies worldwide (Reinhard et al., 2020).
However, the need for social distancing and remote work led to a sharp rise in gig work enabled by
digital platforms, suggesting that crises can sometimes foster new employment opportunities
(Poudel, 2024).

In Nepal, the gig economy is still in its early stages but has gained momentum since 2016,
particularly in the software and technology sectors, which account for 43% of online freelance jobs
in the country (Poudel, 2024). This shift toward gig-based employment provides flexible job
opportunities for a diverse demographic, including students and professionals seeking supplementary
income.
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The evolution of e-commerce in Nepal is exemplified by Muncha House, the country’s first
department store, which ventured into online shopping under the name muncha.com in 2000. This
platform primarily catered to non-resident Nepalis who wished to send gifts to their families and
friends back home (Prasain, 2025). Such developments paved the way for the emergence of various
digital platforms offering services ranging from ride-sharing and food delivery to freelance digital
tasks, thereby creating diverse employment opportunities for students, professionals, and individuals
seeking alternative sources of income (Amgain, 2025; Pradhan, 2021).

Internationally, Nepal’s gig economy mirrors broader global trends, with a substantial portion of its
workforce engaged in online freelance work. Approximately 43% of Nepal’s online freelance
activities are concentrated in software and technology development, indicating a strong alignment
with the global demand for digital services (Agrawal, 2022).
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Despite these growing opportunities, the gig economy in Nepal faces several significant challenges,
particularly in the areas of worker rights and regulatory frameworks. Existing laws have not kept
pace with the rapid evolution of the gig labor market. Gig workers often face job insecurity, a lack of
social protections, and inconsistent income, further complicated by ambiguous legal standings
concerning their rights and benefits. For example, outdated transportation laws have posed
considerable regulatory challenges for ride-sharing platforms, highlighting the urgent need for legal
and policy reforms (Paudel, 2023).

The Government of Nepal now stands at a crucial juncture in harnessing the potential of the gig
economy while addressing its inherent challenges. In recent years, the gig economy has had a
profound influence on daily life—from homes and neighborhoods to rural villages and urban centers.
This emerging economic model is characterized by digital platforms facilitating services such as
ride-sharing, food and package delivery, the sale of handmade goods, on-demand labor, and property
rentals. Its impact spans various sectors, transforming employment roles, particularly those of taxi
drivers and food delivery workers, and showcasing the expansive reach of this new economic
structure.

To fully capitalize on the benefits of the gig economy, the Government of Nepal must enact
supportive regulations tailored to the country’s unique socio-economic context. This includes
initiatives to enhance digital literacy and expand access to technology for all citizens. Addressing the
gender gap in gig work, particularly in sectors like ride-sharing and delivery services, is also
essential to ensure inclusive participation and empower women and marginalized populations in the
workforce (Bishwakarma, 2025).

By developing comprehensive policies that strike a balance between labor flexibility and worker
protection, the Government of Nepal can promote a more equitable and sustainable gig economy.
This strategy would not only contribute to national economic growth but also help reduce
unemployment, especially among youth and marginalized communities (Thapa, 2024). Furthermore,
as disparities in pay and working conditions persist, the need for robust regulatory frameworks to
safeguard gig workers from exploitation and ensure fair compensation becomes increasingly urgent.
Recognizing these challenges and proactively implementing protective policies will be vital for
building a fairer labor market in Nepal as the gig economy continues to expand (Thapa, 2024;
Poudel, 2024).

Gig Economy: Literature Review

The gig economy, while offering flexibility and employment opportunities, also faces significant
challenges that governments worldwide struggle to address. One of the most pressing concerns is
regulatory and legal ambiguity. In many countries, there is no clear framework for classifying gig
workers as either employees or independent contractors. This classification is critical, as it directly
affects their access to social security benefits, labor protections, and minimum wage laws (Khanal &
Khanal, 2024).

Additionally, financial insecurity and lack of benefits are prevalent issues. Gig workers typically do
not receive employer-sponsored health insurance, pensions, or unemployment benefits, leaving them
vulnerable to income fluctuations and economic downturns (Vadavi & Sharmiladevi, 2024). The
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instability of gig work further exacerbates these challenges. Research indicates that gig workers
often earn inconsistent incomes due to market fluctuations, demand variability, and platform-driven
changes in policies (Bishwakarma et al., 2024).

Another significant issue is worker exploitation and algorithmic control. Digital platforms often
impose strict performance metrics, dynamic pricing models, and opaque rating systems that
disadvantage workers. These systems contribute to job insecurity and diminish workers' bargaining
power (Zeid et al., 2024). Furthermore, social protection mechanisms are generally inadequate. Gig
workers frequently lack access to legal recourse in cases of unfair dismissal, workplace
discrimination, or safety violations, especially in developing economies, where informal
employment is already widespread (Batmunkh, Fekete-Farkas, & Lakner, 2022).

Despite these challenges, the gig economy presents several opportunities that, if effectively
regulated, could benefit both workers and governments. A major advantage is job creation and
economic inclusion, particularly for marginalized groups such as women, students, and individuals
with limited access to formal employment (Bishwakarma et al., 2024). The digital nature of gig
platforms lowers entry barriers, enabling broader participation in the global labor market and
fostering entrepreneurship and digital inclusion (Vadavi & Sharmiladevi, 2024).

Work flexibility and autonomy are also key attractions. Gig workers can set their own schedules,
allowing for better work-life balance, an attribute especially valued by younger generations and
caregivers (Zeid et al., 2024). Furthermore, advancements in technology and the expansion of digital
platforms have facilitated remote work, cross-border freelancing, and access to a wider range of
employment options beyond traditional job markets (Batmunkh et al., 2022). Another promising area
is government revenue generation. Through proper regulation and taxation, gig work can be
integrated into the formal economy, increasing national revenue while simultaneously offering
workers greater protections (Khanal & Khanal, 2024).

However, significant research gaps persist in the study of the gig economy, hindering the
formulation of effective policies and worker protections. One major gap is the absence of
comprehensive legal frameworks specifically addressing gig work. Most existing labor laws were
designed for traditional employment structures and therefore leave gig workers in a legal gray area
(Khanal & Khanal, 2024).

Additionally, the lack of reliable data on gig employment trends makes it difficult to assess the full
impact of the gig economy on national and global labor markets. Many government surveys and
labor force reports fail to capture gig employment accurately, leading to its underrepresentation in
economic policymaking (Bishwakarma et al., 2024).

Another critical research gap is in financial inclusion and worker support mechanisms. There is
limited research on how services such as microloans, insurance, and pension schemes could be
adapted to suit gig workers' needs and ensure their financial stability (Vadavi & Sharmiladevi,
2024). Likewise, there is insufficient focus on workforce training and digital literacy, especially in
developing economies, where many gig workers lack the technological skills required to maximize
their earning potential on digital platforms (Batmunkh et al., 2022).
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Finally, gender disparities in gig work remain underexplored. Although studies indicate that women
are underrepresented in the gig economy due to safety concerns, societal constraints, and wage
discrimination, there is little research on strategies to enhance their participation and protections
(Zeid et al., 2024).

Addressing these research gaps is essential for creating inclusive, sustainable, and well-regulated gig
work environments that support the well-being of workers while contributing to broader economic
development.

Methodology of the Study

This study employs a qualitative research method using an integrative literature review approach to
synthesize existing literature on the gig economy in Nepal, focusing on the challenges it presents and
opportunities for government intervention. An integrative literature review is characterized by the
systematic combination and evaluation of previous research in an area where knowledge gaps or
empirical limitations exist, as described by Paul and Criado (2020) and Torraco (2005, 2016).

The primary aim of this review is to provide a foundation for future studies by systematically
integrating, evaluating, and synthesizing evidence from existing literature. To ensure credibility and
diversity, relevant literature was sourced from scholarly databases such as Google Scholar,
ResearchGate, and Scopus, as well as from reputable media articles, government reports, and
publications by international organizations (e.g., ILO, World Bank).

Studies included in the review span the period from 2000 to 2024 and were selected based on their
relevance to key themes such as gig work trends, regulatory frameworks, socioeconomic impacts,
and policy responses. Each study was assessed for methodological rigor and relevance to the
research objectives.

A thematic analysis was conducted, and the findings were categorized into the following key
themes:

=  Growth and trends

= Regulatory landscape

= Socioeconomic impacts

= Technological transformation
= Stakeholder perspectives

= Challenges

= Opportunities

= Global best practices

= Policy recommendations

This systematic synthesis reveals patterns, identifies research gaps, and outlines policy implications.
It contributes to a deeper understanding of the ongoing transition toward a gig economy in Nepal and
provides guidance for the government in planning sustainable labor market interventions.
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Results and Discussions

Table 1

An Integrative Literature Review (ILR) focused on gig economy in Nepal

Contributor  Study Aim Research Proposed Stages  Major Data Analysis
Strategy Contributions  Procedure
Agrawal, S. To highlight Utilizes Identification of Demonstrates Qualitative
(2022) the experiences  journalistic gig work trends, how gig content
of gig workers  reports and literature review,  workers sustain  analysis and
in Nepal worker thematic Nepal’s narrative
through interviews to categorization economy synthesis.
interviews with  analyze gig despite job
platform economy insecurity and
workers. dynamics. lack of benefits.
Amgain, G. To assess the Reviews Problem Highlights gig SWOT
(2025) opportunities economic identification, work as a analysis and
and challenges  reports, policies, data collection, driver for self- policy
in Nepal’s gig ~ and expert thematic coding, employment evaluation.
economy. opinions; conclusion but points out
systematic legal
search of digital uncertainties
economy trends. and social
security gaps.
Batmunkh, To analyze Employs Data extraction, Highlights Citation
A., Fekete- global gig bibliometric bibliometric global gig analysis and
Farkas, M., & economy review methods ~ mapping, economy keyword
Lakner, Z. research trends  with Scopus and  thematic synthesis  growth patterns  mapping.
(2022) through Web of Science and future
bibliometric databases. research
analysis. directions.
Bishwakarma, To discuss Reviews media Literature search, Identifies issues  Qualitative
S. (2024) challenges of articles, labor content analysis, like job content
gig work in reports, and data synthesis insecurity, lack  analysis.
Nepal, expert of social
focusing on interviews; security, and
employment identifies major need for
rights. concerns from government
labor regulation.
perspectives.
Bishwakarma, To explore Conducts a Data collection, Analyzes the Binary logit
S., Devkota, shifting work systematic thematic coding, impact of regression
N., & Bista, dynamics in review of comparative digital labor model,
S. (2024) Nepal’s gig employment synthesis platforms on thematic and
economy. trends, labor traditional trend analysis.
statistics, and employment
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Contributor  Study Aim Research Proposed Stages  Major Data Analysis
Strategy Contributions  Procedure
government models.
policies.

Institute for To assess Reviews Data collection, Identifies IT Policy

Integrated Nepal’s digital ~ technological digital economy infrastructure analysis and

Development  economy and advancements, review, policy as a key factor IT sector trend

Studies IT’s role inthe T policy impact synthesis in expanding evaluation.

(1IDS) (2022)  gig sector. reports, and gig

labor market

opportunities.

changes.
Khanal, S., & Toexamine gig Reviews labor Policy review, Suggests policy  Comparative
Khanal, M. P.  economy laws, legal document reforms for fair  legal analysis.
(2024) regulations and  government analysis, thematic ~ wages, worker
Nepal’s policies, and synthesis protections, and
potential regulatory gaps. taxation
benefits. models.
Mahato, M., To assess the Conducts a Literature Highlights how  Work-applied
Kumar, N., & post-COVID- blended review synthesis, remote work management
Jena, L. K. 19 workforce of gig economy  workforce impact  and gig framework.
(2021) and gig challenges and evaluation, policy  platforms
economy workforce recommendations  changed
transformation.  adaptation. employment
structures.
Paudel, M. To explore Reviews Literature review,  Discusses gig Economic
(2023) both the government SWOT analysis, economy’s role  trend
opportunities reports, policy in financial evaluation and
and risks economic data, recommendations  inclusion but policy impact
associated with  and global case highlights weak  assessment.
Nepal’s gig studies. regulatory
economy. frameworks.
Phuya, S. To assess legal ~ Conducts a Legal review, Recommends Legal content
(2024) protections for  systematic identification of stronger labor analysis and
Nepalese gig review of worker  gaps, policy laws and social ~ case law
workers. rights, labor law  synthesis security review.
gaps, and inclusion for
government gig workers.
policies.
Pradhan, S. To analyze the ~ Conducts an Data collection, Highlights the Trend analysis
(2021) state of the gig  integrative categorization, potential for and
economy in review of economic analysis  economic comparative
Nepal. economic growth but assessment.
reports, labor warns of
statistics, and unregulated
labor
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Contributor ~ Study Aim Research Proposed Stages  Major Data Analysis
Strategy Contributions  Procedure
platform data. conditions.

Prasain, K. To examine Reviews e- Policy review, Highlights long  Legal and

(2025) Nepal’s legal commerce law digital economy delays in economic

response to history and its impact passing laws policy
digital relation to gig assessment regulating gig analysis.
commerce, work platforms.
including gig regulations.
platforms.
Thapa, D. To study labor  Reviews labor Data collection, Highlights Labor data
(2024) participation force surveys, thematic uneven income  analysis and
and income employment synthesis, trend distribution and  statistical
distribution in  trends, and analysis rising precarity ~ comparison.
Nepal’s gig income in gig jobs.
economy. inequality
reports.

Source: Integrative literature review on gig economy in Nepal, as quoted by Bhul (2025)

The integrative literature review on the gig economy in Nepal, presented in Table 1, highlights
several salient issues. Among the most pressing is the exclusion of gig workers from labor
protections, leaving them without access to social security or employment benefits (Bishwakarma,
2024; Phuya, 2024). Although the gig economy has the potential to promote financial inclusion and
self-employment (Paudel, 2023; Thapa, 2024), growing concerns have emerged regarding income
inequality and the proliferation of precarious jobs.

The existing regulatory framework has struggled to keep pace with the rapid growth of digital
platforms, resulting in delays in the implementation of essential labor laws (Khanal & Khanal, 2024;
Prasain, 2025). Moreover, inadequate IT infrastructure and persistent barriers such as limited access
and poor training further hinder the development of a robust gig economy (lIDS, 2022;
Bishwakarma et al., 2024).

Global evidence suggests that adopting international best practices in regulation can ensure fair
wages and worker protections while simultaneously fostering innovation. Therefore, achieving a
regulatory balance is crucial for Nepal to harness the benefits of the gig economy while safeguarding
workers' rights and ensuring a sustainable and equitable labor force.

The interrelated relationships illustrated in the following diagram depict a platform-based ecosystem,
where the platform functions as an intermediary among multiple stakeholders, vendors providing
support services, gig workers offering skills or products, clients commissioning projects, and the
government overseeing compliance. The platform operator serves as the governing authority within
this ecosystem.

Arrows in the diagram indicate the directions of service provision, skill contribution, project
offerings, and compliance-related directives. These direct connections portray the platform as the
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central conduit through which interactions between these diverse groups are mediated. This model
also raises several critical questions about the extent of the operator’s control and influence, the

precarious nature of gig work, the dependency of vendors, the power dynamics between clients and
workers, and the role of government regulation.
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This section presents synthesized findings from the literature on the gig economy in Nepal, focusing
on key thematic areas.

The gig economy in Nepal has experienced significant growth in recent years, fueled by rapid
digitalization, evolving consumer behavior, and increasing reliance on online services.
Advancements in information technology have contributed to the transformation of traditional
employment models, enabling individuals to engage in more flexible work arrangements. The
COVID-19 pandemic further accelerated this shift by compelling businesses to transition to digital
platforms, thereby increasing opportunities in e-commerce and freelancing (Nepal Rastra Bank,
2024).

According to the Nepal Rastra Bank (2024), digital transactions in Nepal reached NPR 5.27 billion
during the first four months of the fiscal year 2081/82 (2024/25), marking a 50.14% increase
compared to the same period in the previous year. This surge reflects not only the growing adoption
of digital services by consumers but also the rising prominence of the gig economy within Nepal’s
broader economic landscape.
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Key sectors contributing to the gig economy include ride-sharing, freelancing, food delivery, e-
commerce, and digital marketing. Platforms such as Tootle, Pathao, and inDrive have revolutionized
urban transportation in cities like Kathmandu, Pokhara, Biratnagar, and Chitwan by connecting
riders and drivers through mobile applications (Pradhan, 2021). Similarly, food delivery services like
Foodmandu and Bhoj have supported the expansion of online commerce in these urban centers.

In the freelancing sector, platforms such as Nepal Freelancers and Bhatbhateni provide professionals
with access to global markets, offering services in IT, content creation, and graphic design
(Federation of Nepalese Chambers of Commerce and Industry [FNCCI], 2023). Furthermore, the
growth of outsourcing firms such as Leapfrog Technology, Cedar Gate Technology, and Incessant
Rain Animation Studio has helped position Nepal as a rising contributor to the global gig workforce.

Demographic trends indicate that gig workers in Nepal are predominantly young professionals aged
18-35, with a notable increase in women’s participation in sectors such as digital marketing and
online retail (Thapa, 2024). While urban areas host the majority of gig workers due to superior
internet infrastructure, rural participation is also increasing. In the fiscal year 2078/79, over 25% of
gig workers originated from rural areas, signifying a gradual shift in national employment dynamics
(Agrawal, 2022).

In 2076 BS, the Government of Nepal launched the Digital Nepal Framework with the goal of
stimulating economic growth through digital technology. However, four years into the initiative,
implementation progress stands at only 30%, hindered by disorganized coordination among the
responsible ministries. Moreover, the absence of supporting legal frameworks has resulted in
governance and regulatory gaps. There is an urgent need for reforms in the Data Protection Act and
Cyber Security Policy to establish a secure and trustworthy digital environment.

By comparison, the informal economies of the world’s largest and second-largest economies—
namely the United States and China—account for approximately 7.3% and 12.7% of their GDPs,
respectively. In stark contrast, Nepal’s informal economy is estimated at 41%, posing a significant
barrier to economic formalization and regulatory enforcement.

According to FNCCI (2023), the gig economy currently contributes around 6% to Nepal’s GDP, a
figure expected to grow as more individuals turn to gig work for supplemental income during
periods of economic instability. While the gig economy offers opportunities for employment and
financial independence, its long-term sustainability depends on the establishment of a strong
regulatory framework and the provision of necessary infrastructure.

As the sector gains increasing recognition from government agencies and as digital transformation
efforts advance, Nepal’s gig economy is well-positioned for accelerated growth. Supporting this
trajectory through targeted interventions could unlock meaningful avenues for economic
diversification and job creation, thereby reinforcing the urgency for comprehensive reforms to
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overcome current challenges and fully leverage the potential of the gig economy (Bishwakarma et
al., 2024).

Regulatory and Policy Landscape

The regulatory framework governing the gig economy in Nepal is currently undergoing significant
evolution to better address the distinctive challenges and opportunities associated with this rapidly
expanding sector. Traditionally, Nepal’s labor laws have not explicitly accounted for gig workers,
who typically function as independent contractors rather than formal employees (Dubal, 2019). This
legal ambiguity raises critical questions regarding the applicability of existing labor protections to
gig workers. For example, while the Labor Act of 1992 and the Industrial Relations Act of 2017
define various rights and protections for formal employees, gig workers often fall outside these
protections, resulting in significant gaps in legal rights and access to benefits (Mahato et al., 2021).

The recent enactment of an e-commerce law marks a notable advancement in establishing a more
structured regulatory environment for gig work, particularly within sectors such as digital labor
platforms and e-commerce (Prasain, 2025). This legislation mandates that all entities engaged in
electronic commerce must register with relevant government authorities, including the Department
of Commerce, Supplies, and Consumer Protection. These provisions are intended to enhance
accountability and transparency in online markets by addressing long-standing concerns regarding
consumer protection and fraud in unregulated digital transactions (Khanal & Khanal, 2024).

Furthermore, the law establishes a legal framework for formalizing relationships between gig
workers and platforms. It requires that written or electronic contracts be signed before the provision
of goods or services through digital platforms, thereby ensuring that the rights and obligations of
both parties are clearly defined (Prasain, 2025). In addition, the law introduces consumer protections
such as the right to return unsatisfactory goods within a specified period, thereby fostering greater
consumer confidence in e-commerce.

In terms of taxation, the government is developing new regulatory measures that would obligate
digital labor platforms to collect and remit taxes on behalf of gig workers. This initiative is designed
to ensure gig workers' contributions to the national tax system while enhancing the government's
capacity to monitor and regulate economic activities within the gig economy. Nevertheless, the
practical implementation of these regulations presents several challenges, particularly in determining
appropriate taxation for gig workers who often have irregular income streams and may operate
across multiple jurisdictions (Pinsof, 2016). The lack of a clear classification of gig workers as either
employees or independent contractors further complicates taxation efforts.

Social security for gig workers remains a pressing concern within the current policy framework.
Unlike traditional employees, gig workers generally lack access to fundamental employment benefits
such as health insurance, retirement plans, and paid leave (Khanal & Khanal, 2024). To address this
gap, the government must explore policy options that provide social protection to gig workers. One
potential solution is for public agencies to collaborate with digital platforms to design insurance and
pension schemes specifically tailored to the unique characteristics of gig work (Bishwakarma, 2024).
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Overall, the emerging policy landscape reflects a growing recognition of the rights and needs of gig
workers. While the recent legal developments concerning e-commerce and platform work provide a
foundation for formalization, much work remains to be done. A more inclusive and comprehensive
regulatory framework, one that addresses classification, taxation, labor protections, and social
security, is essential for the sustainable development of the gig economy in Nepal (Thapa, 2024).

el " o L
{ Platforms .:l‘\ { g o, ."l
b R gy P P
. _ i
\\ // ) .//
S~ \ i /7//’/ / -
e g ~

( Cig worker ',
\ J

e _— > i
o i - \ ~ )
/ \ " /'/()Q her Gi g\
: Customers 'l { Workers 'l
\ J SMCommuanity )/
\\\ »// \\\ ,——/

Challenges in Regulating the Gig Economy

The rapid expansion of the gig economy in Nepal presents numerous challenges that hinder effective
regulation and oversight. As increasing numbers of individuals engage in gig work as a source of
income, existing regulatory frameworks have struggled to keep pace with the dynamic nature of
digital labor (Amgain, 2025). Many gig workers operate within a legal gray area, often without
access to the protections afforded to traditional employees (Bishwakarma et al., 2024). Characterized
by flexible work arrangements, short-term contracts, and on-demand services, the gig economy
presents significant regulatory challenges for both government institutions and digital labor
platforms.

The growing volume of consumer complaints related to online transactions further highlights the
urgent need for a structured and responsive regulatory approach (Phuya, 2024). A clear and inclusive
legal framework is essential to define the rights and responsibilities of all stakeholders involved in
the gig economy. These regulatory challenges in the Nepalese context can be categorized into
several key areas:

Legal Ambiguities

One of the most critical regulatory challenges is the lack of specific labor laws designed to address
the status and needs of gig workers. The absence of formal legal recognition leaves gig workers
unprotected under current labor laws (Dubal, 2019). This legal ambiguity results in confusion
regarding both workers’ rights and employer responsibilities, making legal recourse difficult in cases
of exploitation or unfair treatment (Mahato et al., 2021). As Khanal and Khanal (2024) emphasize,
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the undefined legal standing of gig workers complicates the establishment of clear and enforceable
obligations for all parties involved.

Taxation Issues

Taxation of gig workers and digital platforms remains a complex issue due to the variable and often
unpredictable nature of gig income. Many workers function as independent contractors and may be
unaware of their tax responsibilities (Thapa, 2024). The absence of clear tax guidelines makes
compliance challenging for both workers and platforms (Khanal & Khanal, 2024), resulting in
potential revenue losses for the government and financial instability for workers who lack steady
income (Pinsof, 2016).

Social Protection Gaps

Gig workers typically do not have access to essential benefits such as health insurance, pension
plans, or paid sick leave. This absence of social safety nets renders them particularly vulnerable
during economic downturns or personal emergencies (Vadavi & Sharmiladevi, 2024). The lack of
protections contributes to heightened anxiety and insecurity among gig workers, who must navigate
uncertain and often unstable income streams (Bishwakarma, 2024).

Job Security Concerns

The inherently precarious nature of gig work contributes to widespread job insecurity. Workers are
often exposed to sudden income loss due to fluctuations in service demand, which can lead to
significant financial hardship for those reliant on gig work as their primary source of income (Thapa,
2024). The unpredictability of work availability makes long-term financial planning difficult and
increases economic stress (Khanal & Khanal, 2024).

Worker Exploitation

Exploitation within the gig economy is a growing concern, with gig workers frequently facing issues
such as low pay, lack of bargaining power, and limited transparency in platform operations. Many
workers are subject to algorithmic management systems that determine pay rates and job availability,
often without human oversight (Bishwakarma et al., 2024). Additionally, limited awareness of labor
rights among workers increases the risk of underpayment and mistreatment (Mahato et al., 2021).

Consumer Trust Issues

The proliferation of online platforms and e-commerce activities has led to an increase in consumer
complaints concerning fraud, poor-quality goods, and unregulated service providers. Many platforms
continue to operate without formal registration or adherence to consumer protection regulations,
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eroding trust among consumers (Pradhan, 2021). This lack of trust can discourage participation in
online commerce and hinder the growth of Nepal’s digital economy (Phuya, 2024).

Digital Divide and Limited Internet Access

Although urban areas in Nepal have embraced digital platforms, participation from rural regions
remains limited due to poor internet infrastructure and low levels of digital literacy (Thapa, 2024).
The slow implementation of Nepal’s Digital Framework—progressing at only 30% since fiscal year
2076 BS, has further impeded the development of a fully inclusive digital economy (Bishwakarma et
al., 2024).

In summary, the challenges facing the regulation of the gig economy in Nepal are multifaceted and
demand a comprehensive, multidimensional policy response. Addressing legal ambiguities, tax
compliance, social protection, job security, worker exploitation, consumer trust, and the digital
divide is vital for building a fair and sustainable gig economy. The development of a clear regulatory
framework that safeguards the rights of gig workers while promoting innovation and economic
growth is essential. By proactively addressing these challenges, Nepal can foster a more equitable
gig economy that benefits workers, consumers, platforms, and the broader national economy.

Opportunities for Government Intervention

Despite the significant challenges faced by gig workers in Nepal, the gig economy also presents
numerous opportunities for government intervention that could lead to positive outcomes for both
workers and the broader economy. The government has the potential to play a transformative role in
shaping the gig economy by implementing policies and programs that not only protect workers’
rights but also enhance their well-being and productivity. This section outlines key areas where
strategic intervention could foster a more equitable and sustainable gig economy in Nepal:

= Expanded Access to Digital Marketplaces: The gig economy enables individuals and
businesses to connect with a broader customer base via online platforms. E-commerce and
digital service platforms, such as Pathao, inDrive, Taximandu, Foodmandu, Bhoj, and Nepal
Freelancers, offer new avenues for local businesses and professionals to market goods and
services online (FNCCI, 2023). Additionally, online labor platforms allow Nepali workers
to participate in global markets, reducing dependence on traditional remittances and
generating new income streams (Graham et al., 2017).

= Flexible Employment and Business Growth: Nepali companies benefit from a freelance
workforce with specialized skills, reducing the need for long-term employment
commitments and lowering operational costs while promoting innovation (Ghosh et al.,
2023). Digital platforms also enable entrepreneurs and small businesses to expand without
significant investments in physical infrastructure by simplifying transactions and enhancing
customer engagement (World Bank, 2016).

= Consumer Convenience and Service Expansion: Consumers enjoy faster access to
services such as ride-sharing, food delivery, and digital marketing. The gig economy
improves service efficiency and responsiveness to evolving consumer demands (Thapa,
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2024). Furthermore, knowledge-based gigs, such as IT consulting and data science, allow
businesses to hire skilled professionals on demand (Bishwakarma et al., 2024).

= Economic Diversification and Employment Generation: With the gig economy
contributing approximately 6% to Nepal’s GDP, its growth offers significant employment
opportunities, particularly for youth and women in areas such as online retail and digital
marketing (FNCCI, 2023). Remote work and online outsourcing also create opportunities
for rural populations, helping to reduce economic disparities between urban and rural areas
(Agrawal, 2022).

= Digital Literacy and Technological Access: Many gig workers in Nepal face challenges
related to digital literacy and limited access to technology. Lacking the necessary skills or
resources to effectively navigate digital platforms can limit their ability to optimize income
and access opportunities (Amgain, 2025). This digital divide underscores the need for
targeted interventions to build the digital capabilities of gig workers.

= Regulatory Compliance of Gig Platforms: The rise of gig platforms operating without
sufficient oversight raises concerns regarding labor law compliance. The absence of a
dedicated regulatory body complicates efforts to ensure worker protections and consistent
platform practices (Khanal & Khanal, 2024). Addressing this gap is essential for
safeguarding workers' rights and ensuring fair treatment.

Addressing these opportunities through targeted government intervention, infrastructure
development, and regulatory improvements could foster fair labor practices and sustainable
economic growth in Nepal’s gig economy.

Comparative Insights from Global Best Practices

Examining international best practices in the gig economy provides valuable insights for Nepal as it
seeks to regulate this rapidly expanding sector. Countries like India have made notable
advancements in recognizing and protecting gig workers through comprehensive labor codes,
including provisions specifically designed for gig workers (Chaudhary & Remesh, 2021). For
instance, India has introduced a social security fund supported by contributions from both gig
workers and the platforms they work for, offering benefits such as health insurance and pension
schemes (HB et al., 2023).

In the United States, ongoing debates regarding the classification of gig workers highlight the
balance between worker protection and maintaining innovation within the gig sector. Legislative
measures such as California’s Assembly Bill 5 (ABS) attempt to extend labor protections to gig
workers while raising concerns about their potential impacts on platform sustainability (Dubal, 2019;
Pinsof, 2016).

The European Union has proposed legislation aimed at ensuring gig workers receive the same rights

and protections as traditional employees, demonstrating a commitment to fair labor practices within
the digital economy (European Commission, 2021). Similarly, Brazil has implemented regulations

151



Bhul, Baburam, 2025

requiring platforms to disclose transparent information about earnings and working conditions,
empowering workers to make informed decisions (De Stefano & Aloisi, 2018).

By analyzing these international practices, Nepal can draw important lessons on how to construct a
regulatory framework that both accommodates the unique nature of gig work and ensures strong
protections for workers. This approach will be critical in developing a fair, inclusive, and resilient
gig economy.

Current Considerations and Settlement Measures

The ongoing transformation of Nepal's gig economy represents a pivotal opportunity for the
country's economic future, particularly in addressing persistent unemployment and adapting to a
changing global labor landscape. As traditional job markets become increasingly saturated and
uncertain, the gig economy offers a flexible and accessible alternative for income generation.

To ensure the long-term viability of this sector, the government must adopt proactive measures,
including the modernization of outdated legal frameworks, coordination among ministries, and the
development of a comprehensive legal infrastructure tailored to the specific dynamics of gig work.
Reforms in these areas could not only empower gig workers but also spur innovation and
entrepreneurship, contributing to a dynamic and resilient economy.

However, current legal provisions continue to hinder the sector’s development. For example, the
Ministry of Physical Infrastructure and Transport (2019) reported that 26 ride-sharing platforms,
including Tootle, inDrive, and Pathao, were operating despite legal ambiguities. The Vehicle and
Transport Management Act 2049, particularly Sections 8(20) and 12, prohibits the use of private
vehicles for commercial purposes, thereby restricting innovation and job creation in the gig sector.
This legislative misalignment highlights the urgent need for reform in line with modern employment
trends characterized by flexibility and digital integration.

In addition, gig workers often lack access to essential benefits such as social security, health
insurance, and formal labor protections. These gaps perpetuate socio-economic inequalities,
particularly for workers who operate within the informal labor sector. The COVID-19 pandemic has
further intensified job competition and exposed the vulnerabilities of gig workers, many of whom
face social stigma due to the non-traditional nature of their work.

Despite these challenges, the gig economy holds potential as a solution to Nepal’s high youth
unemployment rates. Policymakers and stakeholders are increasingly advocating for a holistic
approach that includes legal reform, digital infrastructure development, and the promotion of digital
literacy and entrepreneurship. Aligning national laws with global standards could promote
innovation while ensuring gig workers are adequately protected.

Efforts to formalize the gig economy will also enhance transparency, accountability, and stakeholder
confidence. Collaborations with digital platforms to implement social security schemes and financial
literacy programs can significantly improve the quality of life for gig workers. Ultimately, by
addressing these critical issues, Nepal can build a fair, inclusive, and forward-looking labor market
that contributes meaningfully to sustainable economic development in the digital era.
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Future Prospects and Policy Recommendations

Strategic policymaking aimed at sustainable growth, supported by robust legal monitoring, an
effective complaints-handling mechanism, inclusive tax coverage, and the safeguarding of gig
workers’ rights, constitutes the core of digital governance for the future of Nepal’s gig economy.
The formulation of comprehensive labor policies that clearly define the rights and responsibilities of
gig workers is an essential first step. Such policies should ensure fair remuneration, job security, and
access to necessary benefits.

In partnership with digital platforms, the government can facilitate the introduction of social security
schemes tailored to the specific needs of gig workers. These may include health insurance,
retirement plans, and paid leave, thereby promoting the socioeconomic well-being and security of
this segment of the workforce. Moreover, financial literacy training programs should be prioritized
to empower gig workers with skills for managing their income and planning for long-term financial
stability. Upskilling initiatives aligned with current and future demands of the gig sector will also
enhance the employability and competitiveness of gig workers in a dynamic labor market.

The promotion of entrepreneurship within the gig economy can empower individuals to generate
self-employment opportunities, thereby contributing to economic diversification and innovation. To
ensure the success of such initiatives, it is imperative for the government to maintain continuous
dialogue with gig workers, digital platform operators, and other key stakeholders. This will foster
policies that are inclusive, responsive, and effective in addressing the needs of all parties involved.

Achieving these goals would enable Nepal to nurture a robust and equitable gig economy, one
capable of addressing both the challenges and opportunities presented by this rapidly evolving
sector.

Conclusion

Since its emergence in the early 2000s, Nepal’s gig economy has expanded significantly due to rapid
digitalization, evolving employment trends, and the increasing reliance on online services and e-
commerce. Currently contributing approximately 6 percent to the national GDP, the gig economy is
poised for continued growth as more individuals turn to gig work as an alternative source of income.

Sectors such as ride-sharing, freelancing, e-commerce, and delivery services have thrived. Platforms
like Tootle, Pathao, and inDrive have transformed urban mobility in cities such as Kathmandu,
Pokhara, Biratnagar, and Chitwan. Similarly, food delivery services like Foodmandu and Bhoj have
simplified access to restaurant meals. Freelancing platforms such as Nepal Freelancers connect
professionals in IT, content writing, and graphic design to global markets. The growing prominence
of outsourcing companies like Leapfrog Technology and Incessant Rain Animation Studio further
consolidates Nepal’s position within the global gig workforce.

The majority of gig workers in Nepal are young professionals aged 18-35, though increasing
numbers of women are now participating, especially in digital marketing and online retail. Rural
engagement is also on the rise; in fiscal year 2078/79, more than 25% of gig workers originated from
rural areas. These trends underscore the gig economy’s potential to generate employment, promote
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economic independence, and enhance financial inclusion, particularly for individuals marginalized in
traditional labor markets.

For businesses, the gig economy provides flexibility and access to global talent at lower operational
costs. Freelancers benefit from location-independent work and international income opportunities.
Furthermore, online outsourcing and remote work offer pathways for low-income workers to
compete in the global digital labor market.

Despite its potential, Nepal’s gig economy faces significant challenges. The absence of a formal
regulatory framework leaves gig workers without job security, social protection, or standardized
wages. They are typically excluded from benefits such as health insurance, retirement savings, and
paid leave, conditions that threaten their financial stability. Gig work, forming part of Nepal’s
informal economy (approximately 41%), remains difficult to regulate, making labor rights
enforcement particularly challenging. Additional barriers include restrictions on foreign transactions,
which hinder international payments for freelancers.

Although the Digital Nepal Framework, introduced in 2076 BS, aimed to leverage digital
technologies for economic advancement, its implementation remains limited, reaching only 30%,
due to poor coordination among ministries and the lack of legal infrastructure. Concerns over data
confidentiality and power imbalances between platforms and workers further complicate matters.
Gig platforms often unilaterally determine employment terms, transferring risks to workers while
offering little in terms of long-term career development.

To address these issues, Nepal urgently requires comprehensive legislative reforms. Labor laws,
taxation policies, and social security provisions must be adapted to protect gig workers. Regulatory
frameworks should clearly define worker classifications, establish fair wage-setting mechanisms,
and enforce anti-discrimination and anti-exploitation measures. Simultaneously, data protection
legislation and cybersecurity policies are needed to safeguard digital labor.

With the adoption of these measures, Nepal can establish a sustainable and inclusive gig economy
that fosters innovation, employment, and economic well-being. A clear and comprehensive policy
framework, backed by strong legal infrastructure, will enable the government to position itself as a
central stakeholder in the global digital workforce.
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Causes and Effects of Variation Orders in Water
Supply Projects in Nepal

Birendra Kandel*
Abstract

In Nepal's construction industry, variation orders remain a major concern. They are inevitable in
nearly every construction project and carry significant implications for project outcomes. If not
managed properly, variation orders can negatively impact cost, schedule, and quality. This study
examines the causes and effects of variation orders in water supply projects in Nepal. The research is
based on a review of variation order documents from 19 water supply projects and a questionnaire
survey involving clients, consultants, and contractors. A total of 52 participants contributed to the
study. Data were analyzed using the Likert Scale, Relative Importance Index (RII), and Severity
Index (SI). The five major causes identified are: (i) design changes during implementation, (ii)
inadequate site investigation during project preparation, (iii) inaccurate cost estimation by
consultants, (iv) additional work demands from user committees/beneficiaries, and (v) unforeseen
site conditions, with RII values of 0.862, 0.858, 0.854, 0.838, and 0.835, respectively. The primary
effects identified include cost overruns, time overruns, and increased overhead expenses.

Keywords: variation orders, design changes, site investigation, cost overrun, time overrun.

Introduction

Project cost is a critical component of construction management, especially when public funds are
involved. However, a range of factors can lead to deviations from the original budget. In
construction, variation orders are common and occur when changes are made to the initial project
scope (Halwatura & Ranasinghe, 2013). Such changes can significantly affect project management
outcomes (Ali & Majeed, 2020). Variations may involve additions, omissions, or revisions to project
scope and usually impact cost, duration, and quality (Ibbs et al., 2001; Enshassi et al., 2010). They
often result in delays, cost escalations, and disputes (Burati et al., 1992). A formal variation order
legally modifies the contract between the employer and contractor (Ezeldin et al., 2016).

In the context of Nepal, variation orders are a persistent issue in the construction sector, which plays
a pivotal role in national development. These variations often lead to cost and time overruns,
strained stakeholder relationships, and project disputes. A contributing factor is the limited
experience of many contractors, consultants, and clients (Ghimire et al., 2023). The Department of

*Senior Divisional Engineer, Government of Nepal
Email: mows.pdccs@gmail.com
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Water Supply and Sewerage Management (DWSSM) is currently implementing over 200 water
supply projects across Nepal, with budgets ranging from NPR 5 million to NPR 500 million. Most of
these projects have experienced variation orders. This paper aims to explore the root causes and
consequences of such variations.

Objective of the Study

The objective of this study is to identify the causes and effects of variation orders in water supply
projects in Nepal. It aims to offer insights, practical knowledge, and recommendations that may help
reduce the occurrence of variation orders in future projects.

Literature Review

Cost is a crucial factor in construction projects, from inception to completion. Despite careful
planning, unexpected issues frequently lead to cost deviations from the original contract. While
variation orders are often unavoidable, efforts are typically made during design and implementation
phases to minimize their occurrence. Multiple studies have investigated their causes and
consequences.

ljaola and lyagba (2012) conducted a comparative study of change orders in public construction
projects in Nigeria and Oman. They found that most variations were client-related, particularly due
to owner requests for additional work. The effects included disputes, time delays, and cost overruns.
The authors recommended the enforcement of building codes, periodic registration reviews, and
proper feasibility studies to mitigate these issues.

Ismail et al. (2012) identified scope changes, design errors and omissions, and the financial
incapability of owners as critical causes of variation in roadway projects in southern Iran. These
factors led to time and cost overruns and project disputes. The authors suggested engaging
specialists during the planning and execution phases.

In Sri Lanka, Halwatura and Ranasinghe (2013) found poor estimation to be the primary cause of
variation orders in road construction projects, followed by unforeseen site conditions, political
influences, and inadequate site investigations.

Similarly, Alaryan et al. (2014) identified the top five causes of variation orders in Kuwait's
construction projects as employer-initiated changes, project scope deviations, site-related issues,
design errors and omissions, and insufficient working drawing details. The consequences included
project delays, cost overruns, increased financial liabilities, and deferred contractor payments. The
authors advocated for thorough contract and design document reviews and improved communication
among stakeholders.

Alshdiefat and Aziz (2018) examined variation orders in Jordan’s construction sector and found

client-related issues, such as poor communication and delays between design and construction
phases, as the most severe causes. These were followed by design errors and material shortages.
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Pokharel and Joshi (2020) studied a land pooling project in Kathmandu and found that contract
document conflicts and additional work demands were major sources of variation. Their study
reported a 26.5% cost overrun from the original contract price. Recommendations included careful
consultant selection, thorough site investigation, and ensuring contractor capacity.

Mishra et al. (2021) investigated building construction projects in Nepal and found that client-related
causes included scope changes, delayed decisions, and financial constraints. Consultant-related
issues involved errors in bills of quantities, design flaws, and poor judgment. Contractor-related
issues included a lack of skilled managers and poor participation in the design phase. The study
recommended better coordination among all stakeholders.

Ghimire et al. (2023) explored variation orders in Bharatpur Metropolitan City and highlighted
major causes such as design errors, changing owner requirements, scope alterations, and poor
working drawings. Their recommendations emphasized thorough planning, complete design
documentation during tendering, detailed site investigations, and consultant accountability.

Research Methodology

A comprehensive literature review was conducted, during which numerous research papers on the
causes of variation/change orders were analyzed. In addition, documents related to change orders
from 19 water supply projects implemented by the Department of Water Supply and Sewerage
Management (DWSSM), Nepal, were examined. Project managers and engineers from DWSSM
were interviewed to identify the underlying causes of wvariation orders. Furthermore,
designers/consultants and contractors were consulted to gather insights into the frequent causes and
impacts of variation orders in water supply projects. Based on the document analysis, eighteen
primary causes of variation orders were identified, among which twelve significant causes were
selected for this study.

Table 1
The 12 major causes of variation orders in the water supply projects in Nepal selected for study

purpose

Causes of Variation Orders
Design changes during project implementation
Additional work demands from users’ committees/beneficiaries
Unforeseen site conditions
Poor estimation by consultants
Poor site investigation during the project preparation phase
Natural disasters
Inadequate scope of work defined for the contractor
Conflicts between contract documents
Inadequate project planning
Errors and omissions in design
Political pressure during the construction phase
Obstacles to work from local residents

wn
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Population Size

For the purpose of this study, a total of 52 respondents were selected. These respondents included
Project Directors (Superintending Engineers), Project Managers (Senior Divisional Engineers),
Engineers, Consultants/Designers, and Contractors. The distribution of respondents is illustrated in
Figure 1. Selection was based on their professional backgrounds and extensive experience in the
design, implementation, monitoring, and supervision of water supply projects. The respondents’
professional experience is presented in Figure 2.

Project Project Engineer  Consultant /' Contractor
Director (SE) Manager Designer 13 years 3-5vyears 5-10 10 - Maore than
(SDE} years years 15 vears
Figure 1: Occupational background of the respondents. Figure 2: Professional experience (in years) of the respondents
Data Analysis

The data obtained from the questionnaire survey were processed, and the Relative Importance Index
(RI11) was used as shown in the Equation 1.

_w :
RII = PYRRREEREEE Equation (1)
Where,

W is the scale used by respondents to rate a factor, ranging from 1 to 5.

A is the highest weight in the scale. N is the total number of respondents.
Here, W=1Ni+2N2+3N3+4N4+5Ns,

where N1, ..., Ns are the frequencies of respondents in the 5-point Likert scale.

Furthermore, Severity Index (Alshdiefat & Aziz, 2018) was calculated using the data as indicated in
equation 2.
Severity Index (SI) = ZiS(Wi *fi) * 100/N ........... Equation (2)
=i/N
Where,
SI = Severity Index; computed as the summation of importance ratings.
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i = the rating from 1 to 5.

Wi = the weight of each rating.

fi = the frequency of responses for a particular rating point.

N = the total number of respondents rating a particular factor in the survey.

Result and Discussion

The respondents were asked to express their level of agreement on a five-point Likert scale
(“Strongly Disagree,” “Disagree,” “Neither Agree nor Disagree,” “Agree,” and “Strongly Agree”)
regarding twelve identified causes of variation orders in water supply projects in Nepal.
Subsequently, the Relative Importance Index (RIl) was calculated for each factor to determine its
relative significance. The summarized results are presented in Table 2 below.

Table 2
Causes of Variation Orders in water supply projects in Nepal
S.N. Causes of Variation Orders in Water Supply Projects RII Rank

1 Design changes during project implementation 0.862 1
2 Poor site investigation during the project preparation phase 0.858 2
3 Poor estimation by the consultants 0.854 3
4 Additional work demand from users’ committees/beneficiaries 0.838 4
5 Unforeseen site conditions 0.835 5
6 Inadequate project planning 0.800 6
7 Errors and omissions in design 0.796 7
8 Natural disasters 0.765 8
9 Obstacles in work from local residents 0.765 9
10 Conflicts between contract documents 0.746 10
11 Inadequate scope of work for the contractor 0.719 11
12 Political pressure during the construction phase 0.681 12

Table 2 demonstrates the ranking of variation orders in water supply projects in Nepal, as
determined from the respondents’ views. The results show that the major causes of variation orders
in these projects are: design changes during project implementation, poor site investigation during
the project preparation phase, poor estimation by the consultants, additional work demands from the
users’ committees/beneficiaries, and unforeseen site conditions, with RII values of 0.862, 0.858,
0.854, 0.838, and 0.835 respectively. The least important cause of variation orders, as indicated by
this study, is political pressure during the construction phase.

Since design changes during project implementation are identified as the key cause of variation
orders in water supply projects, it suggests that the designs prepared by consultants and reviewed by
clients are either insufficient, not aligned with actual site conditions, or not developed in accordance
with proper design guidelines and norms. This indicates that the design of structural components in
these projects is either overlooked or prepared on weak engineering foundations.
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Poor site investigation during the project preparation phase is the second most significant cause of
variation orders, which is closely related to project design. If the site is not properly investigated, an
accurate project design cannot be expected. Conversely, even if the design is adequate, if the site is
not thoroughly investigated, the design may prove ineffective and require modifications during

construction.

The Severity Index (SI) was calculated using Equation (2). The most significant cause of variation
orders, design changes during project implementation, has the highest severity index (SI) of 86.15,
while political pressure during the construction phase has the lowest severity index (68.08), implying
a lower impact on variation orders in water supply projects in Nepal. The results are illustrated in

Figure 3.

Design changes during the
project implementation
100.00

Poor site investigation during
the project preparation phase

Political pressure during the
construction phase

Poor estimation by the
consultants

Inadequate scope of work for
the contractor

Conflicts between contract

document o
beneficiaries

Obstacles in works from local

. Unforeseen site condition
residents

Inadequate planning of the

Natural disasters .
project

Errors and omission in design

Figure 3 Severity Index for the causes of variation orders in Water Supply Projects in Nepal

Additional work demand from
the users' committees /

Furthermore, the respondents were asked about the consequences of variation orders throughout the
project life cycle. A total of six effects were identified based on the literature review and an analysis
of documents from projects where variation orders had occurred. The results, calculated using the

Relative Importance Index (RII), are presented in Table 3 below.
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Table 3
Effects of the Variation Orders in the Water Supply Projects in Nepal

S.N. Effects of variation orders RII Rank
1 Cost Overrun of the project 0.854 1
2 Time Overrun of the project 0.838 2
3 Increase in overhead expenses 0.815 3
4 Claims & Disputes 0.758 4
5 Poor performance relationships between client, consultant and contractor 0.692 5
6 Quality deterioration of the project 0.573 6

Table 3 illustrates that cost overrun is the major effect of variation orders in water supply projects in
Nepal, with an RII of 0.854. The respondents believe that quality deterioration is the least significant
effect, with an RII of 0.573. In most cases, a variation order means additional work; therefore, it is
obvious that due to additional work, cost overruns and time overruns are normal phenomena.
Furthermore, additional work naturally leads to an increase in overhead expenses in the project, as
indicated by this study.

Conclusion and Recommendations

This study focuses on the causes and effects of variation orders in water supply projects in Nepal.
From the study, it is concluded that among the twelve causes of variation orders, the top five causes
are design changes during project implementation, poor site investigation during the project
preparation phase, poor estimation by the consultants, additional work demands from the users’
committee/beneficiaries, and unforeseen site conditions, with RIl values of 0.862, 0.858, 0.854,
0.838, and 0.835 respectively, as analyzed using the Likert scale and Relative Importance Index
(RII) method. The top three effects of variation orders were cost overruns of the project, time
overruns of the project, and increases in overhead expenses. Variation orders have very detrimental
effects on the project life. Therefore, in order to avoid or minimize the occurrence of variation orders
in water supply projects in Nepal, the study suggests the following points:

= The design of the project should be prepared very carefully and reviewed critically by
design experts, consultants, and the client’s design engineers.

= All geological, hydrological, geotechnical, environmental, and socio-political investigations
shall be conducted critically. Moreover, these studies shall be carried out by well-qualified
and experienced professionals.

= The feasibility study, environmental study, and detailed engineering design shall be
prepared by well-experienced and professional consultants with long-standing goodwiill.
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= Adequate and reasonable time and care should be given during the project preparation
phases (feasibility study, environmental study, detailed design, cost estimation, and project
appraisal).

= Adequate consultation meetings and discussions should be held with stakeholders and the
users’ committee/beneficiaries, because involving stakeholders and beneficiaries in the
execution phase of the project will help minimize additional work demands.
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Economic Diplomacy Strategy for Nepal
Chhabindra Parajuli*

Abstract

Economic diplomacy has emerged as a crucial aspect for promoting inward Foreign Direct
Investment (FDI), facilitating international trade, and enhancing tourism. While the Government of
Nepal has implemented various instruments for these purposes, achievements in these specific
sectors have not been satisfactory. Economic diplomacy should be given the highest priority,
extending its reach across all government spheres. The main focus of economic diplomacy is to
attract foreign businesses, investments, new and enhanced technologies, and tourists. Economic
diplomacy is closely connected with political, public, and other segments of diplomatic work. The
objectives of economic diplomacy can be achieved through meaningful and active engagement with
a wide range of concerned stakeholders, including government agencies and private sector umbrella
organizations. The major concern today is how to prepare and implement a robust economic
diplomacy strategy to reap better economic benefits from bilateral, regional, and global mechanisms
as well as engagements, in order to achieve the nation's economic development vision.

The economic diplomacy strategy should be supported and equipped with relevant programs and
activities by all concerned agencies. The capacity enhancement of government agencies and private
sectors should also be strengthened in line with targeted actions and focused areas of intervention.
The economic diplomacy strategy would be backed by dedicated budgets from all relevant
ministries, with suitable programs, activities, and events. The economic diplomacy strategy would
support achieving milestones such as the reduction of the country's ballooning trade deficit,
enlargement of market access opportunities for Nepali products abroad, attraction of more inward
foreign investment, integration of domestic production networks into regional and global networks,
facilitation of technology transfer into domestic industries, and expansion of investment- and trade-
related infrastructure. Spanning from hydropower and renewable energy to sustainable eco-tourism
and agriculture, as well as from the service sector to manufacturing, Nepal offers diverse and
lucrative investment avenues for investors. Recently, Nepal has made significant improvements in
legal, institutional, and procedural reforms to create a conducive business environment.

*Joint Secretary, Government of Nepal
Email: csparajuli@gmail.com
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Keywords: Economic Diplomacy, Bilateral Investment Treaties, Multilateral Trading
System, Global Value Chain, Free Trade Zones.

Introduction

Diplomacy, in general, is the art of promoting relations with other countries. Hence, economic
diplomacy is a strategy for realizing and promoting a country's economic interests. Diplomacy
related to economic affairs is known as economic diplomacy. Economic diplomacy can be
understood as the ability of entrepreneurial actors to build new bridges complementary to state
foreign policy, which ultimately not only serve economic objectives but can also open up new
channels of dialogue. Economic diplomacy helps to expedite cooperation mechanisms and make
them vibrant and functional; for example, trade and investment framework agreement councils
(TIFA), intergovernmental committees (IGCs) of commerce, intergovernmental sub-committees
(IGSCs) of commerce, trade facilitation committees, investment facilitation committees, dispute
settlement committees, economic cooperation committees, and multilateral negotiation committees,
among others.

Diplomacy beyond the political spheres and ideology is generally known as economic diplomacy.
An economic diplomacy strategy should be able to forecast global economic crises and cope with
them using new economic tools and drivers. In a broad sense, economic diplomacy is an instrument
available to a country to protect its economic interests and to promote the country’s areas of
comparative advantage in order to enhance its economic status and achieve its economic
development aspirations and goals. Economic diplomacy supports the enlargement of economic
opportunities and maximization of economic benefits for its citizens through bilateral, regional, and
multilateral dialogue and negotiations. The main objective of economic diplomacy is to enhance the
country's economic status by using diplomatic economic instruments, tools, and skills. Economic
diplomacy also covers areas such as the promotion of tourism and cultural assets to the global
community. It also addresses a wide range of emerging challenges like food security, energy
security, climate justice, and supply chain logistics.

Economic diplomacy has emerged as an important aspect of the economic apparatus for promoting
inward FDI, facilitating international trade, protecting and enhancing intellectual property rights
(IPRs), as well as preserving the cultural assets of the country. The Government of Nepal has
implemented various instruments to enhance the country's economic strength.

After the restoration of multi-party democracy in 1990, economic diplomacy has been embraced
with renewed attention as a vital operational instrument of Nepali foreign policy. The fundamental
objective of Nepal’s foreign policy is to enhance the dignity of the nation by safeguarding
sovereignty, territorial integrity, and independence, while promoting economic well-being and
prosperity. It is essential to implement the economic diplomacy policy to achieve the economic well-
being and prosperity objectives of the nation's foreign policy.
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The main focus of an economic diplomacy program is to promote national interests through the
intervention of economic activities. In our scenario, expanding investment, trade-related logistics
infrastructure opportunities, facilitating export trade, attracting more inward FDI in priority areas,
promoting cultural assets, protecting domestic and foreign investment, and safeguarding intellectual
property rights are major concerns. Economic diplomacy would be an extended arm of foreign
policy. Through the engagement of economic diplomacy, we must protect our fundamental
economic interests.

Bilateral, regional, and multilateral economic diplomacy platforms play a major role in the
enhancement and integration of the country's economic spheres into the global economic picture.
Now, economic affairs and key economic agendas of any country have become major determinants
of the country's foreign policy. Nepal already has trade and investment relations with its neighboring
countries, India and China, as well as other countries. The major issues for us are: Why is our
economic diplomacy policy not delivering well? Why is our export basket not expanding? Why is
our inward FDI as a percentage of GDP the lowest in South Asia? How can we reap economic
benefits from relationships with neighboring countries and memberships in international and
regional institutions like the World Trade Organization (WTO), World Intellectual Property
Organization (WIPO), United Nations Conference on Trade and Development (UNCTAD), United
Nations Industrial Development Organization (UNIDO), Belt and Road Initiative (BRI), World
Bank (WB), Asian Development Bank (ADB), Asian Infrastructure Investment Bank (AlIB), South
Asian Association for Regional Cooperation (SAARC), South Asia Free Trade Area (SAFTA),
South Asia Sub-regional Economic Cooperation (SASEC), Bay of Bengal Initiative for Multi-
Sectoral Technical and Economic Cooperation (BIMSTEC), among others? The economic
diplomacy strategy and initiatives would support achieving the national vision "Prosperous Nepal,
Happy Nepali."

The Ministry of Foreign Affairs and missions abroad should be equipped with talented human
capital to deal with emerging economic issues and be able to coordinate with relevant economic
ministries in the capital. The economic diplomacy division of the ministry should be strengthened in
such a way that it can coordinate with missions and private sector umbrella organizations for
effective implementation of economic diplomacy policies and programs. Economic diplomacy
supports increasing the inflow of foreign investments, including inward FDI, grants, concessional
loans, and the transfer of technology and know-how, which also work as catalysts for enhancing the
domestic investment environment and expanding the country's comparative advantage opportunities.

If economic diplomacy agendas are handled effectively, economic diplomacy programs can
significantly support the promotion of Nepal's international export trade, attract more inward foreign
investment, facilitate increased grants, accelerate technology transfer to domestic enterprises, help
secure more financial aid from international economic organizations, enhance Nepal's tourism sector
branding, and expand its benefits and opportunities to the international community. It is equally
important to strengthen our institutional capacity and regulatory environment to facilitate economic
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diplomacy initiatives in the changing context. There is an urgent need to re-strengthen and revitalize
the Investment Promotion Board, the Department of Industry, the Company Registrar's Office,
Inland Revenue Department, Nepali missions abroad, and the National Trade Facilitation Committee
to create a better investment and trade environment in the country and ensure the effective
implementation of economic diplomacy programs and activities. Economic diplomacy activities
should be refocused to attract more investment in green production technologies, resilient
infrastructure development projects, climate-smart agriculture projects, and Green Industrial Zones.

Why Economic Diplomacy Matters?

To support the economic development vision of the country.

To attract more inward FDI, facilitate technology transfer to domestic industries, and
provide linking services of SMEs to MNCs.

To better negotiate for grants and concessional loans for the country's infrastructure
development projects.

To reduce heavy dependency on foreign assistance.

To enhance the country’s bilateral, regional, and multilateral international trade engagement
and explore opportunities from these arrangements.

To reduce the ballooning trade deficit.

To diversify export trade.

To negotiate market access for Nepalese products.

To expand the market for Nepalese tourism products and cultural assets.

To explore latent comparative advantages as well as overseas markets and business
opportunities for Nepali entrepreneurs.

To better utilize the available opportunities generated from Free Trade Zones, Bilateral
Trade Agreements, Bilateral Investment Treaties, Trade and Transit Agreements, and Trade
and Investment Framework Agreements (TIFA).

To regain the knowledge, capital, and expertise of NRNs into the country.

Areas of Economic Diplomacy

Enhancing bilateral trade and economic cooperation between Nepal and other countries.
Infrastructure development activities related to investment and trade facilitation.
Investment promotion activities, focusing on attracting more inward FDI to establish
manufacturing, energy (hydro), and other value chain creation industries.

Support for implementing investment, trade, and transit-related treaties.

Tourism product and natural world heritage promotion programs.

Tangible and intangible cultural heritage promotion, exchange events, activities, and
programs.

Export market linking services for Nepalese products, goods, and services.
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= Support for integrating Nepali products and services into regional and global value chains,
and assistance in maintaining the global supply value chain.

= Counseling investors by organizing "Invest in Nepal" forums, investor seminars, and B2B
meetings.

»  Promoting and protecting the country’s Intellectual Property Rights, including trademarks
and product brands.

» Facilitating the transfer of technology to the home country’s domestic industries.

= Economic cooperation and employment promotion.

= Digital economic cooperation and climate change financing.

= Energy trade and cooperation, green economy finance, technical assistance, and logistics
support.

= Education and scholarships related to human capacity building assistance and support.

= Other commodity grants-related support.

Economic Diplomacy Strategy for Nepal

To make Nepal's foreign trade more stable and enhanced, we need to continue exploring new
markets while protecting our existing markets in neighboring countries and abroad. This strategy is
crucial because the Indian and Chinese markets are very large and the most viable and potential
markets for Nepali traders and exporters. Regarding commaodity structure, IT and Business Process
Outsourcing (IT & BPO) exports are growing fast, but traditional industries’ product exports are
shrinking. Light industries such as synthetic thread, ready-made garments, and consumer goods
sectors face significant challenges from India, China, and third countries. There is an urgent need to
overcome the technology bottleneck to make progress in technology transfer and technology
upgradation in SMEs. Another pressure for Nepali producers and exporters is how to link with
regional and global production networks and their supply value chains. To address this challenge,
Nepal must create a better market environment, foster fair competition, and focus on market-oriented
reform initiatives.

Fragmented and uncoordinated trade and investment policy approaches lead to uncertainty for
investors, producers, and exporters, and also hinder bilateral and international trade. Hence,
integrated trade and investment policies coupled with solid infrastructure would be the solution for
enhancing healthy commercial, trade, and investment activities, as well as fostering market
competition and the transfer of technology. In recent years, both market structure and commodity
structure have been changing rapidly; as a result, Nepal's investment and trade sector facilities and
incentives should also be reviewed in line with the changing context. With the growing international
competitiveness of Nepal's energy sector, especially with the rapid increase in investment in the
hydropower sector, more efforts are needed to harness those opportunities.

More focus should be given to strengthening the negotiation capacity of team members involved in
negotiation processes with international agencies to clearly articulate the country’s actual needs and
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maintain a clear position during negotiations. It is also necessary to engage the Non-Resident Nepali
(NRN) Network as an extended arm for the implementation of economic diplomacy programs and
activities. An economic diplomacy policy with targeted goals and milestones should be formulated
and implemented effectively to address complex economic issues in the changing context of
regionalism and globalization. The economic diplomacy policy should be able to project the
country’s economic position to strengthen its negotiation stance and secure more economic
assistance and support. Economic diplomacy programs should be implemented through an integrated
approach to maintain synergistic effects among concerned ministries, institutions, and private sector
organizations. Foreign assistance and FDI absorption capacity should also be re-strengthened by
reviewing existing rules, laws, and procedures. It is also necessary to strengthen the investment and
trade-related capacity of Nepal’s private sector organizations to enhance economic diplomacy
through a Track-2 approach.

To make our economic diplomacy policy workable, the following reforms and initiatives should be
implemented:

I It is essential to formulate and implement a comprehensive economic diplomacy
policy.

Il. Improve the institutional capacities of economic affairs ministries such as the
Ministry of Industry, Commerce and Supplies; Ministry of Finance; Ministry of
Agriculture Development; Ministry of Forest and Environment; Ministry of Energy
and Water Resources; Ministry of Culture, Tourism and Civil Aviation; Investment
Board Nepal; Department of Customs; Department of Industry; and other
concerned agencies, as well as private sector organizations.

11 Enhance the negotiation capacity of Nepali teams for bilateral, regional, and
multilateral negotiations.

V. Reorient our missions abroad to handle economic diplomacy activities, such as
showcasing Nepal's opportunities and offers to foreign investors, promoting what
Nepal produces for global markets and consumers, and highlighting the
significance of Nepal's tourism within the global tourism industry network and
value chain, among other emerging economic agendas.

V. All economic diplomacy programs and activities should be steered by a high-level
economic diplomacy committee.

VI. Strengthen cooperation and coordination among sectoral ministries, the Ministry of
Foreign Affairs, and the missions for the effective implementation of economic
diplomacy programs and activities, backed by a dedicated budget.

VII. Nepal should enter into more Bilateral Investment Treaties (BITs) with potential
FDI source countries.
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VIIl.  Utilize the Non-Resident Nepali (NRN) diaspora and their network for the
promotion of inward FDI, NRN expertise and knowledge, as well as to enhance
Nepal’s export trade to the international market by streamlining economic
diplomacy programs and initiatives.

IX. Promote Nepal’s Intellectual Property Rights, intangible cultural heritage and
diversity, as well as traditional knowledge and practices.

Three Strategic Pillars for Nepal's Economic Diplomacy

The three major strategic pillars for Nepalese Economic Diplomacy would be explained by the
following diagram:

* Inward Investment
facilitation and Export
Trade promotion

Investment and Trade « Export Trade Enhancement
facilitation « Regional and Multilateral

Trade cooperation

» Market Access opportunities
for Nepali Products

« Atract more FDI from FDI
source countriesand MNCs

Foreign Dl rect Investment * Improve Investment Climate
Promotion/ Grants and « Attract more FDI from
concessional Loans foreign firms/Private secor

* Negotiate for the more Grants
and concessional Loans

» Promotion of Cultural Assets
of the country

Cultural/ Tourism » Marketing the Tourism assets
. and products available
Champlangs * Protecting and promoting the
Intangible Cultural Heritage
and Assets

Now, the economic diplomacy strategy should be targeted and focused on attracting more FDI in
greenfield infrastructure projects. It is also urgently necessary to attract more resource-seeking

MNC:s in order to better utilize the available resources for investment.

Dimension of the Economic Diplomacy

The Economic Diplomacy will be explained through the three dimensions with the help of the
following table:
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Table No.1

Dimensions of the Economic Diplomacy developed by the writer

Dimensions Spheres Instruments/Tools of Remarks
Economic Diplomacy
Bilateral Bilateral issues: trade, | Bilateral Investment | Engagement through bilateral
Economic investment, tourism, and | Treaties (BITs); Country- | mechanisms: Nepal-India
Diplomacy | other areas of economic | specific economic | Economic Diplomacy; Nepal—
interest, cross  border | diplomacy China Economic Diplomacy;

infrastructure
development

policies/programs/agendas

Nepal-UK Economic
Diplomacy; Nepal-US
Economic Diplomacy

Regional
Level
Economic
Diplomacy

Regional issues: regional
trade and investment,
regional free trade zones
(FTZs)

Regional-level strategies
and programs

Engagement through regional
level organizations:
BIMSTEC; SAARC; SAFTA,
SASEC; ICIMOD, SCO and
other regional organizations.

Global
Level
Economic
Diplomacy

Global issues: climate
change, global value
chains, supply chains and
logistics Integration, food
security, energy security

Global institutions and
forums:  World Bank,
WTO, WIPO, WHO, UN
agencies and Other global
forums

Better utilization of the
available global level forums
for the better integration of the
Nepal's economy its trade and
investment opportunities.

Legal and institutional Framework for the enhancement of Investment and trade

sector

The Legal and Institutional arrangement for the facilitation of FDI and export trade is shown by the
following table.

S.N. | Institutional
Arrangements

Legal Instruments

Treaties and Remarks
Agreements

1 | « Ministry of Foreign
Affairs and Missions
Abroad

* Ministry of Finance

* Ministry of Industry,
Commerce and Supplies
* Ministry of Culture,
Tourism and Civil
Auviation

* Development Assistance
Mobilization Policy
* Public-Private Partnership

Policy Treaties

* Industrial Policy * Double Tax

* Commerce Policy Avoidance Agreements
« Intellectual Property Rights | (DTAAS)

Policy * Preferential Trade

* Foreign Investment and Agreements (PTAS)

« Bilateral Investment
Treaties (BITs)
* Trade and Transit
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* Ministry of Home Affairs | Technology Transfer Act
* Ministry of Energy and (FITTA)

Water Resources * Foreign Investment and
* Ministry of Forest and Public-Private Partnership
Environment Act

* Ministry of Laboure * Industrial Enterprises Act
Nepal Rastra Bank * Special Economic Zone
* Investment Board Nepale | Act

Department of Industry * Board of Investment Act
* Department of * Trademark, Patent and
Immigration Design Act

* Special Economic Zones | * Electricity Development
(SEZs) Authority Act

* Office of the Company

Registrar

* Nepal Tourism Board

Multilateral, Regional and Bilateral Trading arrangements

Nepal strongly supports the Multilateral Trading System (MTS), advocating for a rule-based,
transparent, and predictable framework. Since its accession to the WTO in 2004, Nepal has
maintained open and liberal economic policies and remains committed to the global trading system.
Its WTO membership has facilitated economic integration, offering opportunities for domestic
enterprises to connect with multinational corporations, expand their markets, and integrate into
global production and supply chain networks. Nepal has already signed important agreements for
trade and transit connectivity and investment facilitation with its neighboring countries.
Furthermore, Nepal has signed a Power Trade Agreement (PTA) with its neighbors and the SAARC
Framework Agreement on Energy Cooperation at the regional level. Nepal actively participates in
the WTO to advance the agenda of a rule-based trading system.

Nepal participates in two key regional agreements: the South Asian Free Trade Area (SAFTA) and
the Bay of Bengal Initiative for Multi-Sectoral, Technical and Economic Cooperation (BIMSTEC).
SAFTA, which superseded the South Asian Preferential Trade Agreement (SAPTA) and came into
force in 2006, aims to deepen trade and economic cooperation in the South Asian region by
promoting fair competition and removing barriers to the movement of goods. The SAARC
Agreement on Trade in Services (SATIS), signed in 2010 and effective from 2012, recognizes the
regional growth potential of trade in services and focuses on expanding intraregional investment and
trade liberalization. BIMSTEC, which Nepal joined in 2004, was founded in 1997 to accelerate
growth through cooperation in various shared interest areas, connecting South Asia with Southeast
Asia. Nepal is also a dialogue partner of the Shanghai Cooperation Organization (SCO).
Additionally, Bilateral Protection and Promotion Agreements (BIPPA), Bilateral Investment Treaties
(BITs), and the Belt and Road Initiative (BRI) have significantly supported the expansion of Nepal's
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trade and investment regime. Nepal's service sector should also be more widely opened to foreign
investment through attractive incentive packages.

Nepal has established bilateral trade agreements with numerous countries: Bangladesh (1976),
Bulgaria (1980), China (1981), Czechoslovakia (1992), Democratic People's Republic of Korea
(1970), Egypt (1975), India (1991), Mongolia (1992), Pakistan (1982), Poland (1992), Republic of
Korea (1971), Romania (1984), Sri Lanka (1979), United Kingdom (1965), United States (1974),
USSR (1970), and Yugoslavia (1965). These agreements primarily cover trade in goods and include
Most Favored Nation Treatment (MFN) clauses. Nepal and India have signed a comprehensive set of
bilateral agreements, including the Treaty of Transit, Treaty of Trade, Railway Services Agreement,
and an Agreement of Cooperation to Control Unauthorized Trade. The Transit Treaty allows Nepal
to trade internationally through India's Kolkata/Haldia ports, and since 2016, through
Vishakhapatnam. Furthermore, in March 2016, Nepal and China signed a bilateral Agreement on
Transit Transport, granting Nepal access to four Chinese ports for international trade.

Nepal is a member of the Multilateral Investment Guarantee Agency (MIGA) of the World Bank and
has ratified the International Convention on the Settlement of Investment Disputes. Other Bilateral
Investment Protection and Promotion Agreements (BIPPAS) are in place with Finland, Germany,
Mauritius, the United Kingdom, France, and India. Nepal has also signed Double Taxation
Avoidance Agreements (DTAAs) with Austria, China, Republic of Korea, Mauritius, Norway,
Pakistan, Qatar, Sri Lanka, Thailand, and India. Since 2011, Nepal has had a Trade and Investment
Framework Agreement (TIFA) with the United States.

Conclusion

Economic diplomacy is undeniably a crucial foreign policy tool. However, it must be acknowledged
that current economic diplomacy policies, programs, and interventions have fallen short of
delivering expected outcomes and results. To achieve the full benefits of effective economic
diplomacy, all stakeholders must work together in close cooperation and collaboration.

The principal actors in economic diplomacy include ministries related to economic affairs, the
Ministry of Foreign Affairs, Nepali missions abroad, private sector organizations, and the Non-
Resident Nepali (NRN) diaspora and their networks. Sectoral ministries bear the primary
responsibility for preparing and developing economic diplomacy strategies tailored to their needs,
equipped with sufficient governance frameworks for smooth implementation. Subsequently, the
Ministry of Foreign Affairs, Nepali missions abroad, private sector organizations, and the NRN
network would assist these sectoral ministries in effectively implementing these strategies, policies,
and programs.

The economic diplomacy strategy needs to be made more workable and functional. The current
strategy should be reviewed and updated to reflect the evolving situations of the actors and changing
international perspectives. Given that economic diplomacy is a priority government agenda and a
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highly dynamic issue in the present context, it is necessary to institutionalize a high-level steering
committee under the Right Honorable Prime Minister. Increased connectivity through enhanced
logistics services and improved bilateral, regional, and multilateral relations would be necessary
conditions for economic diplomacy to deliver tangible outcomes.

Economic diplomacy will ultimately contribute to achieving the country's long-term economic
prosperity goals. It is essential to move beyond a "business as usual” mentality to promote economic
diplomacy and foster synergies by encouraging cooperation among all institutions involved in
economic spheres. Economic diplomacy programs should be implemented in such a way that ensures
the intended benefits are achieved and the country's economic objectives are met in a tangible sense.
Our embassies and missions abroad should adopt a collaborative approach with business
communities.

Economic diplomacy is crucial for fostering international understanding in a globalized world and
must, therefore, be strengthened by all sides and at all levels. It is also very useful in tackling global
challenges and agendas such as climate change, food insecurity, pandemics, and poverty worldwide.
Furthermore, it is necessary to properly diagnose the current deficits of the existing economic
diplomacy policies, programs, and activities to deliver true results in terms of investment facilitation,
market access opportunities for Nepali products abroad, and enhanced export trade for the country.
Economic diplomacy strategy should be able to provide solutions ranging from domestic economic
issues to the serious global challenges that every country faces today.
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Human Development Index: Comparative Status of
Key Countries and the Context of Nepal

Laxmi Ghimire*

Abstract

Human development refers to the expansion of opportunities and freedoms for individuals. It
encompasses the economic, social, and political transformation of people. It is associated with well-
being and quality of life, ensuring equality and justice for all. The Human Development Index (HDI)
varies among countries, with rankings ranging from 1 (highest) to 192 (lowest). HDI is generally
measured using three key indicators: per capita income, life expectancy, and education. This article
focuses on the concept, dimensions, components, and significance of human development. It
presents a comparative analysis of the HDI of countries with very high human development.
Additionally, it discusses the threshold criteria for graduating into a developing country and
evaluates Nepal’s performance. The article further explores HDI components in relation to the
Sustainable Development Goals, the challenges Nepal faces, and possible forward-looking solutions
to improve its human development status.

Based on the latest studies and reports, this article highlights Nepal’s position in the global Human
Development Index.

Keywords: Development, Human Development Index, Gini Coefficient, Standard of
Living, Life Expectancy.

Background of the Study

Development involves long-term economic, social, and political transformations designed to
enhance individuals' well-being and opportunities. Mahbub ul Hag, a former Finance Minister and
economist of Pakistan, introduced the concept of human development. He collaborated with
Amartya Sen, an Indian philosopher and economist, along with other scholars, to develop the Human
Development Index (HDI). The inaugural Human Development Report, authored by Mahbub ul Haq
in 1990 under UNDP, argued that GDP alone is insufficient to capture true human well-being.

“Program Director, National Planning Commission
Email: paudelaxmi3é@gmail.com
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Quoted by Dulal (2023, June), the first Human Development Report was published in 1990 by
Pakistani economist Mahbub ul Haq and the distinguished Indian laureate Amartya Sen. The United
Nations uses the Human Development Index (HDI) to rank nations based on overall well-being and
progress in key sectors, measuring their progress across multiple dimensions. Rankings are
determined through indicators like life expectancy, educational attainment, GDP, poverty, and
gender disparities. Countries are ranked on a scale from 0 to 1, with 1 representing the highest level
of development. For example, in 2021, Switzerland, Norway, and Iceland topped the HDI rankings
with scores of 0.962, 0.961, and 0.959 respectively, followed by Hong Kong (0.952), Australia
(0.951), Denmark (0.948), Sweden (0.947), Ireland (0.945), Germany (0.942), and the Netherlands
(0.941) (World Population Review, 2023).

Referring to Human Resource Management (2024), all 38 countries that are members of the
Organization for Economic Co-operation and Development (OECD) achieved higher HDI scores in
2023 compared to their 2019 levels. However, among the 35 least developed countries (LDCs) that
experienced declines in their HDI in 2020 and/or 2021, more than half (18 countries) have yet to
recover to their 2019 human development levels. All developing regions have not met their
anticipated HDI levels based on trends before 2019. This suggests a shift to a lower HDI trajectory,
indicating potential permanent setbacks in future human development progress. The impact is
especially pronounced in Afghanistan and Ukraine. Afghanistan’s HDI has fallen back to levels seen
a decade ago, and Ukraine’s HDI has reached its lowest point in nearly two decades.

The Human Development Report (HDR, 2024) states that the first report in 1990 proudly proclaimed
that “people are the real wealth of a nation.” This remains true today. The purpose of development
is, and should always be, for the people. However, measuring people’s progress must go beyond
conventional indicators such as the HDI to include agency, the unique and limitless capacity of
individuals to set and pursue goals, make reasoned choices that may or may not advance their own
well-being, and lead purposeful lives that extend beyond themselves. The central focus of the
Human Development Index is people, who are the true prosperity of a nation, emphasizing
development for them and by them.

Introduction to Human Development

Human development is about broadening the choices and freedoms that individuals can access in
their lives. It covers the economic, social, and political transformation of people. Human
development also relates to the standard of living along with overall well-being, essentially, the
quality of life that ensures equality and justice for all. According to the Human Development Report
(HDR, 2020), human development is the prosperity of human life, capabilities, and the expansion of
freedom, opportunities, and choices.
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HDR (2024) further states: “Humans are relational beings. Social, economic, and environmental
relations shape values, opportunities, and choices, implying that human development is a function
not only of what people have or can do but also of how they relate to others, to the society they live
in, and to nature. Throughout the lifecycle, people are embedded in social networks where they are
at times dependent on and at times interdependent with others who influence opportunities,
constraints, and well-being.”

This highlights that humans are inherently social beings who expand their opportunities by
strengthening social networks and relationships within society, the nation, and the world.

In his landmark book, Development as Freedom, Amartya Sen redefines development as the pursuit
of “greater freedom that enhances the ability of people to help themselves and to influence the
world.” According to Sen, development is closely linked to liberty, which increases people's
capacity for self-development as well as their contribution to humanity as a whole.

Human development is also related to the Gini coefficient, a statistical measure of income inequality
within a country. A Gini coefficient of 0 indicates perfect equality, while a value of 100 indicates
maximum inequality.

Clearly, human development creates opportunities, choices, and overall economic and social
empowerment, granting individuals freedom in their work, opportunities, and participation for life
advancement. As Izhar Ahmad (2023) quoted by Dulal (2023) explains, “Human development is a
process of enlarging the range of people's choices, increasing their opportunities for education,
health care, income, empowerment, and covering the full range of human choices, from a sound
physical environment to economic, social, and political freedom.”

Dimensions of Human Development

Human Development Index (HDI) ranks countries on a scale from 1 (highest) to 192 (lowest) based
on composite scores from three key dimensions:

1. Per Capita Income: Measures average income per person, indicating economic well-being.

2. Education: Measured by the expected years of schooling, which reflects how many years a
child entering school can expect to study.

3. Life Expectancy: The average number of years a newborn is expected to live, reflecting
health status.

Each HDI dimension—health, education, and income—is normalized between 0 and 1, and the final
HDI score is calculated as the geometric mean of these three normalized indices. Higher HDI
typically reflects improved well-being and a better standard of living for a nation’s population.
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a.

This relationship between the dimensions and HDI is illustrated in the figure below.

1.Human Life
standard

Composit form of 3

dimensions: Cao G

3. Life Expectency

Importance of Human Development

Human development goes beyond income, encompassing knowledge and a healthy standard of
living. Its significance is reflected in various dimensions, including social, economic, and
political spheres. The importance of human development can be summarized as follows:

= To implement the constitution and fulfill the country's international commitments

= To promote economic, social, and political freedom

= To improve literacy, living standards, and access to development opportunities, thereby
enhancing economic productivity

= To enhance quality of life by ensuring health, happiness, and overall well-being

=  To determine development priorities and guide national transformation needs

= To increase efficiency and expand resources through better management and investment

= To achieve planned development goals and realize national visions

» To support government reforms and ensure good governance

= To meet Sustainable Development Goals

= To help countries progress toward becoming developed nations

= To advocate for inclusive development that involves all sections of society

= To promote digital transformation, including the use of artificial intelligence, as a tool to
improve education, healthcare, public services, and economic opportunities

= To drive long-term economic growth and national planning

= Examples:

= Nepal’s Fifteenth Plan vision: “Prosperous Nepal, Happy Nepali.”

= Nepal’s Sixteenth Plan vision: “Good governance, social justice, and prosperity.”
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b. Addressing Human Development in Nepal
The Constitution of Nepal envisions sustainable peace, good governance, development, and
prosperity grounded in citizen freedoms, human rights, democratic governance, and a capable
judicial system. It guarantees essential rights related to education, health, and fundamental
freedoms, encompassing 31 fundamental rights for individuals.

Nepal’s Sixteenth Plan aims for “good governance, social justice, and prosperity.” The plan
includes transformative programs designed to improve the quality of health and education
services, increase per capita income, meet SDG indicators, and achieve graduation from a Least
Developed Country (LDC) to a developed nation.

c. Human Development Reports Published in Nepal

Since 1998, Nepal has published five Human Development Reports, reflecting context-
specific priorities and developments in the country. These reports typically follow the release
and dissemination of the international Human Development Report published by the United
Nations Development Program (UNDP).

The international Human Development Report (2023/2024), published in 2024, carries the
slogan: “Breaking the gridlock, Reimagining cooperation in a polarized world.”

In line with this, Nepal is preparing to publish its next Human Development Report in 2025.

The recent Human Development Report 2025 is entitled: A Matter of Choice: People and
Possibilities in the Age of Artificial Intelligence.

Publication of HDI Report in Nepal

Nepal Human Development Reports

) Nepal
Nepal Human i guan >
Development Report 2009 0 evelopmen
: i . Report 2004

NEPAL 97

HUMAN -
DEVELOPMENT
REPORT 2020

Empowerment and Povery

Nepal Human
Nepal Human Nepal Human Nepal Human Development Report
Development Report Development Report Development Report 2004
2020 2014 2009

Source: Website of National Planning Commission.
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Trend in Nepal’s Human Development Index Value

Nepal’s Human Development Index (HDI) value has shown consistent improvement over the
years, moving the country three spots ahead to rank 146 out of 193 countries and territories.
According to the recently released 2023/24 Human Development Report by the United Nations
Development Programme (UNDP), titled “Breaking the Gridlock: Reimagining Cooperation in a
Polarized World,” Nepal’s HDI value stands at 0.601, placing it in the Medium Human
Development category.

Between 1990 and 2022, Nepal’s HDI increased from 0.395 to 0.601, reflecting an impressive
change of 52.2%. Over the same period:

= Life expectancy at birth increased by 15.7 years

= Expected years of schooling increased by 5.4 years

= Mean years of schooling increased by 2.1 years

= Gross National Income (GNI) per capita increased by approximately 165.7%

These improvements demonstrate significant progress in the country’s human development
indicators (HRM, 2023).

The upward trend of Nepal’s HDI is further illustrated by the increase from 0.475 in 2005 to
0.601 in 2024, as shown in the table and figure below.

Progressive status of HDI value in Nepal

Year 2005 2015 2018 2019 2024
HDI 0.475 0.566 0.579 0.587 0.601
Trend in Nepal Human Development Index Value

2024 0.601

2019 0.587

2018 0.579

2015 0.566

2005 0.475
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HDI and its Components related to Sustainable Development Goals

The Human Development Index (HDI) represents three key dimensions, each assessed through
distinct indicators. The dimension related to knowledge, or education, consists of two
components: expected years of schooling (the number of years a child entering school is
expected to study) and mean years of schooling (the average number of years of education
completed by adults).HDI Components linkage to SDG.

S.No. | HDI Dimensions Components SDG 2030
1 Long and healthy life Life Expectancy at Births SDG 3
2 Knowledge/Education Expected years of Schooling SDG 4.3
Means years of Schooling SDG 4.4
3 Standard of Living GNI Per capita SDG 8.5

Sustainable Development Goals Relevant to Human Development
SDG 3: Ensure healthy lives and promote well-being for all at all ages.

SDG 4.3: By 2030, ensure equal access for all women and men to affordable and quality
technical, vocational, and tertiary education, including university.

SDG 4.4: By 2030, increase the number of youth and adults who have relevant skills,
including technical and vocational skills for employment, decent jobs, and entrepreneurship.

SDG 8.5: By 2030, achieve full and productive employment and decent work for all women
and men, including young people and persons with disabilities, and ensure equal pay for
work of equal value.

Human Development Status of South Asian Countries

Per the 2024 HDR, Sri Lanka leads South Asia with an HDI of 0.780 (76th globally), followed
by Maldives at 0.762 (ranked 88th). Other SAARC countries, including Nepal, are all placed
lower than the 100th position. Following Sri Lanka, Maldives ranks 88th with an HDI of 0.762.
Other SAARC member countries, including Nepal, have rankings above 100. Nepal is
positioned at 149th with an HDI value of 0.601. The average HDI value for South Asian
countries is 0.632, indicating that the region as a whole does not fall into the category of very
high human development globally (Dulal, 2023).

HDI value and ranking of SAARC Countries

SN | Country HDI Life Expected | Mean GNI HDI
Value | Expectancy | Years of | years of | per Rank

at birth Schooling | schooling | capita
1 | Afghanistan 0.462 62.9 10.7 3.9 1219 183
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SN | Country HDI Life Expected | Mean GNI HDI
Value | Expectancy | Years of | years of | per Rank
at birth Schooling | schooling | capita

2 | Bhutan 0.681 72.2 13.1 5.8 10625 125
3 | Bangladesh 0.670 73.7 11.9 7.4 6511 130
4 | India 0.644 67.7 12.6 6.6 6951 135
5 | Maldives 0.762 80.8 12.2 7.8 18847 88
6 | Nepal 0.601 70.5 12.6 4.5 4026 149
7 | Pakistan 0.540 66.4 7.9 4.4 5374 165
8 | Sri-Lanka 0.780 76.6 13.6 11.2 11899 76

Source: UNDP HDR, 2024

Human Development Status of China, Japan, Malasia, South Korea LDCs and
OECD

South Korea is listed among the top 20 countries globally in terms of HDI, indicating advanced
human development, with a high value of 0.929, placing it in the very high human development
category. Japan follows closely, securing the 22nd position with an HDI value of 0.920. Among
neighboring countries, China holds the 74th position with an HDI of 0.788, indicating steady
progress in human development. Similarly, Malaysia ranks 68th with an HDI value of 0.807,
reflecting its advancement in education, health, and income dimensions.

HDI value of Some Notable Countries and OECD, LDCS

S. Country HDI Life Expected Mean GNI per HDI
No. Value | Expectancy at Years of years of capita Rank
birth Schooling schooling

1 | Japan 0.920 84.8 15.5 12.7 43644 22
2 | China 0.788 78.6 15.2 8.1 18025 74
3 | Malasia 0.807 76.3 12.9 10.7 27295 68
4 | South Korea 0.929 84.0 16.5 12.6 46026 20
5 | LDCs 0.542 64.9 10.1 5.0 3006

6 | OECD 0.906 80.1 16.6 12.2 46,318

Source: UNDP HDR, 2024

Very High Human Development Index (HDI) Countries

The Human Development Index (HDI) ranks countries based on composite indicators across three
fundamental dimensions: longevity (life expectancy at birth), education (mean years of schooling
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and expected years of schooling), and income (gross national income per capita). The HDI reflects a
nation’s progress in providing a high standard of living, quality education, and long life expectancy.

The 2023/24 Human Development Report (HDR) by UNDP shows that Switzerland leads the global
HDI rankings with a value of 0.967, earning the top position in 2024. The report also compares
changes in country rankings from the 2021 HDI, based on updated and revised data made available
in 2023. These rankings not only reflect human development outcomes but also highlight disparities
between income-based and capability-based measures of development.

A list of top-ranking very high HDI countries is presented in the following table:

S. Country HDI Life Expected | Mean GNI | HDI
No. Value | Expectancy | Years of | years of | per | Rank
at birth Schooling | schooling | capita
1 | Switzerland 0.967 84.3 16.6 13.9 | 69433 1
2 | Norway 0.966 83.4 18.6 13.1 | 69190 2
3 | Iceland 0.959 82.8 19.1 13.8 | 54688 4
4 | Hong Kong China (SAR) | 0.956 84.3 17.8 12.3 | 62486 3
5 | Denmark 0.952 81.9 18.8 13.0 | 62019 8
5 | Sweden 0.952 83.5 19.0 12.7 | 56996 5
7 | Germany 0.950 81.0 17.3 14.3 | 55340 7
7 | Ireland 0.950 82.7 19.1 11.7 | 87468 9
9 | Singapore 0.949 84.1 16.9 119 | 88761 10
10 | Australia 0.946 83.6 21.1 12.7 | 49257 5
10 | Netherlands 0.946 82.6 18.6 12.6 | 57278 11

Source: UNDP HDR, 2024

Status Criteria for Graduation into a Developing Country and Nepal’s
Performance

The thresholds for graduation from the Least Developed Country (LDC) category to a developing
country for the years 2015, 2018, 2021, and 2024, along with Nepal’s performance in those
corresponding years, are given below. According to the 2024 UN report, Nepal’s Gross National
Income (GNI) per capita is close to the graduation threshold, indicating positive progress. The
Human Asset Index (HAI) is also at a satisfactory level. However, the status of the Economic and
Environmental Vulnerability Index (EVI) remains risky and more sensitive compared to previous
data.
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As noted in the Human Development Report (2024): “Least Developed Countries have low levels of
income and face vulnerabilities that make them the poorest and weakest segment of the international

community.”

Status of Nepal in LDC criteria

Criteria

2015

2018

2021

2024

Threshold |Progress

Threshold |Pogress| Threshold |Progress

Threshold |Progress

Environmental
Vulnerability
Index (EVI)

Gross National Min. 1248 | 659 |Min. 1230| 745 |Min. 1222 | 1027 |Min. 1306 | 1300
Income per

Capita (GNI US$)

Human Asset Min. 66 68.7 Min. 66 71.2 Min. 66 74.9 Min. 66 76.3
Index (HAI)

Economic and Max. 32 26.8 Max. 32 28.4 Max. 32 24.7 Max. 32 29.7

HDI According to Provinces of Nepal

Source: United Nations.

Based on the analysis of provincial data, Bagmati Province has the highest Human Development
Index (HDI) value at 0.661, followed by Gandaki Province with 0.618, and Koshi Province with

0.580.

In terms of the Life Expectancy Index, Koshi and Bagmati share the same value of 0.800, while
Gandaki ranks highest among all provinces with a value of 0.820.

Regarding the Education Index, Madhesh Province ranks the lowest, with a value of 0.414.

Similarly, Karnali Province has the lowest GNI Index, also at 0.414.

When comparing provincial HDI values to the national HDI average, Bagmati and Gandaki score
above the national average, while all other provinces fall below it.

HDI value of Provinces of Nepal

Provinces HDI value Life Expectancy | Education | GNI Index Ratio to
Index Index National HDI
Koshi 0.580 0.800 0.508 0.480 98.8
Madesh 0.510 0.752 0.414 0.426 86.9
Bagmati 0.661 0.800 0.603 0.598 112.6
Gandaki 0.618 0.820 0.580 0.496 105.3
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Provinces HDI value Life Expectancy | Education | GNI Index Ratio to
Index Index National HDI
Lumbini 0.563 0.751 0.517 0.459 95.9
Karnali 0.538 0.724 0.521 0.414 91.8
Sudur Paschim 0.547 0.712 0.530 0.434 93.3

Problems of human development index in Nepal

Source: National Human Development Report, 2020

The following issues related to Nepal’s Human Development Index are based on recent progress
reported in various publications and the recommendations of scholars:

Nepal’s HDI is increasing slowly, and its global ranking remains very low. According to the
2024 UNDRP report, Nepal ranks 149 out of 191 countries, with an HDI value of 0.601.

HDI measurements rely on international standards, which may not fully capture local and
regional disparities across provinces and local levels in Nepal.

National policies inadequately prioritize human development dimensions. Budget
allocations repeatedly favor roads and physical infrastructure over education, health, and
social protection.

Health and longevity are difficult to maintain due to limited access to quality healthcare,
especially in rural and remote areas. The maternal mortality rate stands at 151 per 100,000
live births, while child malnutrition remains high, with 36% of children stunted and 10%
wasted (NDHS 2022).

The quality of education remains a concern. Dropout rates are high, particularly in rural
areas, due to poverty, poor school facilities, and lack of motivation. Youth migration abroad
continues to rise, reflecting dissatisfaction with local opportunities and the limited relevance
of education.

Technical and vocational training is underdeveloped, limiting the employability of youth
and the development of productive skills.

Generating decent jobs for youth is crucial for sustainable human development. A large
portion of the labor force is underemployed or engaged in informal sectors without job
security or social protection.

Per capita income is below USD 1,400, significantly lower than the global average,
indicating limited access to basic needs and low purchasing power.

Inadequate laws and weak implementation mechanisms hinder integrated human
development. There are frequent gaps between policy and practice across sectors.
Institutional weaknesses and poor coordination among governmental and non-governmental
agencies reduce the effectiveness of HDI-focused programs and planning.

There is no localized HDI measurement. Provincial and municipal-level data are not
consistently available, making it difficult to address specific regional challenges.
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Inequality remains a major issue:

= Gender inequality: The Gender Development Index (GDI) stands at 0.897, reflecting
disparities in education, income, and political participation. Women’s literacy and labor
force participation are significantly lower than men’s.

= Caste and regional disparities: Dalit, Janajati, and rural communities face limited access to
healthcare and education, further widening the HDI gap.

= Poverty remains high, with 20.3% of the population living below the national poverty line.
Poverty restricts access to quality services and perpetuates cycles of disadvantage,
especially for children and rural families.

= Climate change and environmental degradation threaten gains in human development.
Nepal is vulnerable to floods, landslides, and droughts, which damage infrastructure,
displace families, and negatively impact agriculture-based livelihoods.

= Political instability and corruption remain persistent barriers. Frequent changes in
government delay development, while corruption undermines the effectiveness of health,
education, and welfare services.

=  Fiscal discipline is weak. The country’s economy and growth indicators have not improved
as expected.

Forward-looking ways of human development index in Nepal

Enhancing Nepal’s HDI demands integrated efforts across multiple sectors. First, localized HDI
metrics should be developed at provincial and local levels to enable targeted planning and effective
resource allocation.

Employment generation is key to inclusive development. Nepal should focus on job creation in
labor-intensive sectors such as agriculture, tourism, and manufacturing. Policies like tax breaks for
small businesses, youth entrepreneurship grants, and the development of Special Economic Zones
(SEZs) can support sustainable employment.

To harness the potential of labor migration, the government should support returnee migrants
through investment incentives and skills recognition programs. Remittances should be channeled
into productive sectors such as agro-processing and ICT, through co-financed grants and low-interest
loans.

Targeted support for marginalized groups, including Dalits, women, and people in remote regions, is
essential. Measures such as free vocational training, income-oriented skill development, result-based
cash transfers, and affirmative action in education and employment can help bridge inequality gaps.

Investing in health and education is crucial. Expanding digital governance, rural health
infrastructure, and improving teaching quality and teacher training will enhance service delivery.
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Making secondary education free and ensuring access to digital learning will raise the overall level
of human capital.

To ensure inclusive and sustainable growth, Nepal must improve productivity in agriculture and
industry through financial literacy, investment, technology, and access to markets. Promoting
climate-smart farming and strengthening local value chains are essential.

Health insurance schemes should be expanded to ensure affordability and quality, while
contribution-based social security programs should replace unsustainable handouts to ensure long-
term sustainability. Promoting organic farming, healthy diets, and lifestyle awareness campaigns can
improve long-term well-being. School mid-day meal programs, with a focus on local nutrition, can
boost both health and education outcomes.

The implementation of Nepal’s LDC graduation strategy must focus on improving trade promotion,
integrated infrastructure, and the business climate. Simplifying regulations and leveraging
international partnerships will help ease this transition.

Increased and collaborative investment in SDG indicators is necessary for achieving the 2030
targets, as outlined in Nepal’s Sustainable Development Goals Needs Assessment, Costing, and
Financing Strategy 2025: an update.

Finally, improved governance, through transparency, digital tools, and regular audits, is key to
effective development. Institutions must be empowered to enforce laws consistently and deliver
services efficiently. Similarly, regular monitoring and feedback mechanisms should be embedded in
all HDI-related programs to ensure accountability, continuous improvement, and good governance.

Conclusion

In conclusion, Nepal’s human development journey reflects significant progress over the years, with
its HDI rising from 0.320 in 1996 to 0.601 in 2024. This growth is evident in improvements in life
expectancy, education, and income levels, placing the country in the medium human development
category.

However, when compared to global leaders like Switzerland and Norway, as well as the OECD
average, Nepal still faces considerable challenges. Provincial variations in HDI components, as
highlighted by the NHDR 2020, indicate the need for region-specific strategies that address localized
strengths and weaknesses.

To ensure balanced and inclusive development, it is crucial to prioritize the timely publication of the
National Human Development Report (NHDR) 2025, which will help track provincial progress and
guide future policy.
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Looking ahead, Nepal must continue to invest in equitable access to quality education, healthcare,

and economic opportunities to sustain and accelerate human development for all citizens, while
concentrating on national priorities and inclusive development goals.
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Reforming Local Governance through Municipal

Mergers: Lessons from Japan for Nepal
Munni Kumari Chaudhary*

Abstract

Japan has a long history of implementing municipal mergers to reform its local governance system.
In Nepal, municipal mergers took place as part of the restructuring of local governments following
the implementation of the new constitution in 2015. This paper aims to conduct a comparative
analysis of the municipal merger processes in Japan and Nepal, focusing primarily on the reasons
behind these mergers, the methodologies employed, and the outcomes observed. The goal is to
provide policy recommendations on mergers to improve local governance in Nepal. The study is
based on a comprehensive literature review and comparative analysis. It involves reviewing both
theoretical and empirical literature to offer an overview of the municipal merger approach, along
with global trends and practices. The analysis of municipal mergers in Japan and Nepal reveals that
Nepal’s mergers were constitutionally mandated and top-down, designed to establish local
governments within a federal structure. In contrast, Japan’s mergers were voluntary, driven by
demographic and financial crises. Despite significantly reducing the number of local governments,
Nepal's process faced political biases, raising concerns about the long-term viability of its local
governments. Given the problems and challenges that Nepal’s existing local governments have
begun to face, this paper argues that Nepal can improve local governance through municipal
mergers. Regular reforms, voluntary mergers with fiscal incentives, and building trust among all
levels of government are recommended for the successful amalgamation of local governments in
Nepal.

Keywords: municipal mergers, Consolidation, local government, Japan, Nepal.

Introduction

Municipal mergers, also called municipal amalgamation, refer to the territorial consolidation of two
or more local government units into a single entity. When a municipal merger occurs, the total
number of municipalities decreases as one or more municipalities are dissolved. This can happen
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either by all the merging municipalities dissolving to form a new municipality of a larger scale or by
one or more municipalities becoming part of an existing one (annexation). The key characteristic of
a municipal merger is that one or more municipalities completely lose their independence, with all
authorities and functions being taken over by the newly formed or expanded municipality (Mabuchi
2001, Steiner & Kaiser 2017).

Evidence from countries shows that municipal mergers are carried out with specific goals.
Economies of scale are identified as a major goal (Tavares 2024). Other general goals of a merger
include cost efficiency, improved service delivery, modernization, rationalization, and municipal
autonomy. Municipal mergers can be approached top-down or bottom-up, with bottom-up strategies
involving voluntary mergers without government coercion. Top-down approaches involve central
government interventions, forcing mergers despite opposition. Mixed strategies, such as a semi-
voluntary “carrot and stick” approach, can also be used, where the local government initially makes
proposals, followed by top-down interventions if necessary (Kaiser 2015). However, municipal
mergers come with a set of drawbacks. The main arguments raised against amalgamation are a
decrease in the accessibility of services, a decrease in political participation, a weak tie between
residents, their elected officials, and administrative staff, and a threat to well-rooted local identities
(Swianiewicz, Gendzwill & Zardi 2017).

The restructuring of local government in Nepal, following the enactment of the Constitution of 2015,
was carried out through the municipal merger approach. This led to a substantial decrease in the total
number of local governments from 3,374 to 753. It was carried out under the provisions stipulated in
the constitution. However, local governance experts argue that the existing number of local
governments is excessive and financially unsustainable for Nepal. Boex (2016)" argues for
downsizing the number of local governments to no more than 300 to ensure an efficient public sector
in line with the functional assignments set out in the constitution. Indeed, many current local
governments are encountering economic and fiscal challenges, such as insufficient capacity for
planning and executing development projects and financial constraints.

Many countries worldwide, such as the Netherlands, Sweden, Denmark, the United Kingdom, South
Africa, and Japan, have undergone a series of territorial consolidations to address the similar
challenges that Nepalese local governments are facing. Japan is a noteworthy example. This study
compares the municipal merger processes of Japan and Nepal to understand their similarities and
differences. The aim is to draw lessons on mergers as a policy option to achieve a viable local
governance system for Nepal. The study mainly focuses on the following questions:

a.  What causes municipal merger reforms?
b. How is it implemented?
c. What are the consequences?

d. What conclusions can be drawn from Nepal’s merger process?

*A study report entitled “Intergovernmental Fiscal Design in the Context of the Federal Constitution of
Nepal”
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The study is based on a comprehensive literature review and comparative case study analysis.
Literature was searched with the Google search engine. The search was mainly performed using the
aforementioned research questions and the keywords, properly combined. The identified
publications were reviewed to determine eligibility and extract information. The credibility of the
information provided in this paper was ensured through cross-checks with multiple publications and
the extensive use of authentic sources such as government reports and legal documents. This study
contributes to the literature on municipal mergers by providing a case study of Nepal, filling a gap in
existing literature where similar studies are lacking. It also provides a series of recommendations on
the municipal merger approach, tailored to the Nepalese context.

Motives of Municipal Mergers

The municipal merger reforms are primarily driven by economic and financial reasons. Economies
of scale are the most common motivation. Municipal mergers are often supported by the argument
that bigger municipalities can provide their services at lower costs per unit due to economies of
scale, which allow them production efficiency (Tavares 2018). Askim, Klausen, Vabo, and
Bjurstrom (2016) have identified the following factors that should promote municipal mergers:

= Fiscal Stress: Budgetary pressures force governments to seek cost-cutting reforms to avoid
reducing public services.

= Urbanization: The concentration of people in urban areas results in population decline in
peripheral areas, leading to inefficiencies due to reverse economies of scale. At the same
time, rapid urban population growth exacerbates governance challenges in metropolitan
areas, such as coordination in spatial planning, transportation systems, and infrastructure
development across jurisdictions, thereby pressuring local governments to reform their size
and structure.

= Decentralization: Significant decentralization of responsibilities generally supports the case
for larger local entities. An expanding local portfolio is assumed to change existing
conditions and pressure reforms.

» Recent amalgamation reform: Reform is seen as self-reinforcing in the short term, with
amalgamation being a continuous process in some countries. After mergers are carried out,
the results may not be satisfactory for all parties involved, leading to additional reforms.

The above-mentioned authors also introduce so-called filtering factors that either drive or hinder
reforms. The possibility of amalgamation reforms generally decreases when any three of the
following factors are present together:

= Consensual political systems: Governments in consensual political systems struggle more
than in a majoritarian democratic system to gather the political support needed for radical
reforms. Amalgamation reforms become more challenging in a consensual democratic
system when political parties are tied to opponents of the reform, as it can often weaken or
halt these initiatives.
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= Strong protection of local self-government: The restructuring of sub-national units is
challenging in countries where local self-governance is strongly protected, making
amalgamation reform less likely in those countries.

= Large local governments at the starting point: Some countries traditionally have larger
local governments. In these countries, further amalgamation is unlikely to be considered a
reform strategy for addressing fiscal stress, urbanization, or functional decentralization, as
they see amalgamation as an already exhausted option and will seek other strategies instead.

= Historical absence of amalgamation reform: Reform is often seen as self-reinforcing in
the short term, driving further reforms, while non-reform is also self-perpetuating, acting as
a barrier to change. In countries where local government structures have remained
unchanged for many years, local political leaders and residents value municipal boundaries
as a symbol of identity rather than as merely functional service providers.

According to Keating (1995), the debate on consolidation revolves around four major
principles: The first is efficiency, concerning which structure can deliver the most services at the
lowest cost. The second is democracy, focusing on which structures can best ensure citizen
oversight of government accountability. The third is equity in distribution, focusing on which
structure can achieve a fair allocation of tax responsibilities and services. The fourth is
development, evaluating which structures are most capable of driving economic growth.

Global Trends and Practices: Since World War Il, many industrialized and urbanized nations have
carried out multiple rounds of local government reforms (Mao, Wang & Zhang 2022). In Europe and
other regions, most territorial reforms at the municipal level have focused on consolidation, aiming
to decrease the number of local governments by forming larger municipal units. These
consolidations occurred in three waves. The first wave of consolidation in Europe and North
America took place in the 1960s and 1970s. This was driven by the expanding role of government in
economic and physical planning and the emergence of the modern welfare state. The debate at the
time focused on efficiency and large-scale planning, with a strong academic preference for
consolidation. This type of reform was particularly prevalent in Northwestern Europe, including
countries like Belgium, Denmark, Finland, Germany, Norway, Sweden, the Netherlands, and the
United Kingdom. Similar reforms also took place in the non-democratic countries of Eastern Europe,
such as Czechoslovakia, Hungary, Poland, Romania, and Yugoslavia.

The political change of 1989 and the early 1990s in Eastern Europe led to a trend of territorial
fragmentation. These changes were reactions to grassroots pressures rather than central-level
policies. Following 1990, decentralization and local self-government in some countries of the region
were seen as nearly synonymous with the right of each settlement, no matter how small, to have its
own independent local government. Efforts to maintain larger units were perceived almost as
attempts to threaten local autonomy.

In the late 1990s and early 2000s, Europe experienced a new wave of territorial amalgamation
reforms in countries such as Greece, the former Yugoslav Republic of Macedonia, Georgia, and
Denmark. In other countries, like the United Kingdom, Estonia, Finland, the Netherlands, Iceland,
and Germany, a more gradual process of amalgamation occurred, with small reforms happening
regularly. Following the 2008 financial and economic crisis, another wave of reforms took place in
Latvia (2009), Greece (2011), Luxembourg (2011), Ireland (2014), Turkey (2014), and Albania
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(2015). Armenia, Estonia, Italy, Norway, and Ukraine have undergone recent reforms (Keating
1995, Swianiewicz et al. 2017, Mao et al. 2022).

Strategies of Municipal Mergers

Kaiser (2015) in her paper “Top-down versus Bottom-up: Comparing Strategies of Municipal
Mergers in Western European Countries” discusses amalgamation strategies, which are decision-
making procedures adopted by policymakers to accommodate interests and stakeholders affected by
policy initiatives. Strategies can be distinguished along two dimensions: bottom-up to top-down and
comprehensive to incremental. Bottom-up merger strategies involve voluntary decisions by
municipalities or citizens. In contrast, top-down approaches involve intervention by higher levels of
governments, often involving coercion against the will of the municipal authority or the majority of
its residents. In reality, however, merger strategies may not always be pure top-down or bottom-up
forms. Mixed strategies are possible and common, too. Mixed strategies, such as a semi-voluntary
“carrot and stick” approach, can be used. A further distinction can be made between comprehensive
and incremental approaches. Comprehensive strategies analyze the local government structure at one
time, while incremental approaches consider only part of a country's territorial structure for reform.
Different countries have chosen different reform strategies for their territorial structure, highlighting
the importance of considering cultural norms and initial situations when organizing local
government.

Global Trends and Practices: In some countries, for example, Sweden, Denmark, and the UK,
local governments are forced to merge by their national governments. In other countries, such as
France, the US, and Switzerland, municipalities are free to choose whether or not to merge. In
voluntary cases, municipalities are reluctant to merge due to various challenges, such as the sharing
of resources and decision-making power, and the risk of losing community ties and local
peculiarities (Strebel 2016).

Effects of Municipal Mergers

Tavares (2018) in his paper “Municipal amalgamations and their effects: a literature review”
describes theoretical implications of amalgamations by highlighting three main areas of potential
outcome: economic efficiency, managerial effectiveness, and democratic outcomes.

Economic Expectation: Municipal mergers are often justified by the claim that larger municipalities
can provide public services at lower costs per unit, with the benefit of economies of scale. Some
authors advocate that amalgamation can foster local economic development, lower borrowing rates,
and reduce investment risk in infrastructure projects. Large-scale local governments also improve
economic efficiency and managerial effectiveness due to their higher specialization and
professionalization. Consolidated regions reduce free-riding due to inter-jurisdictional spillovers.

Empirical literature reveals that over eighty percent of municipal services are routine and labor-
intensive, meaning they are unlikely to generate significant economies of scale following
amalgamations. Instead, managerial efficiency plays a more crucial role than municipal size in
achieving cost-effectiveness, as inefficiencies in larger municipalities often arise from issues related
to management and administrative complexity. Proponents of inter-municipal cooperation and
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outsourcing for municipal services present another theoretical argument against amalgamations.
They suggest that local governments seeking economies of scale can do so through flexible
arrangements like sharing resources with neighboring municipalities or outsourcing services to
private companies or other local governments. This approach avoids the need for more drastic
territorial reforms.

Functional and Managerial Expectations: Public choice scholars argue that smaller municipalities
tend to be more responsive due to Tiebout-type competition effects among local governments and
greater homogeneity of preference among residents. Wallace Oates' decentralization theorem
suggests that in polycentric regions, self-sorting of population leads to intra-community
homogeneity and inter-community heterogeneity of preferences. This dynamic promotes managerial
effectiveness and service quality through competition among local governments and internal
alignment of community preferences. In contrast, municipal consolidation often leads to higher
administrative costs due to complex bureaucratic structures. According to the Leviathan hypothesis,
fragmentation reduces spending through smaller, decentralized structures. Fiscal decentralization
promotes competition among local governments, improves transparency about the cost and quality
of public services, and encourages experimentation and innovation.

While public choice scholars emphasize the advantages of managerial efficiency in smaller
municipalities, others argue that amalgamated municipalities are capable of providing a wider range
and higher quality of services due to their larger size and specialized functions. Bigger
municipalities can support full-scale bureaucracies, employ professional administrators, and ensure
better coordination, resulting in greater functional specialization. This can improve citizen
satisfaction with service delivery, including efficiency and effectiveness.

Democratic Expectations: Urban politics literature suggests that smaller jurisdictions have closer
contact between councilors and citizens, and politicians are more accountable to their local
constituencies. However, when municipalities are amalgamated and governance scales up, it can
lead to less community, social, and political trust. Polycentric governance structures promote more
consensual decision-making by capturing relevant communities of interest. On the other hand, Dahl
and Tufte's classical argument suggests that amalgamated municipalities can improve local
democracy by increasing service delivery capacity and fostering organized political participation.
This is because larger populations tend to foster more fruitful political discourse, stronger civil
society, and greater pluralism. The broader range of interest groups and civil society organizations
leads to increased political competition, generating higher responsiveness to policy preferences.

Global Trends and Practice: Although results vary significantly across different countries and
reforms, some patterns are evident: cost savings are mainly seen in general administration expenses
such as wages and office supplies (e.g., Netherlands, Germany, Denmark, Australia, and Japan), and
there are minimal changes in the quality of local services. For instance, a perception-based study in
Canada showed little perceived improvement in municipal services after amalgamation. In Japan, it
was found that amalgamation reform resulted in higher tax burdens and commuting expenses in
smaller amalgamated areas. It is also evident that the quality of local democracy often diminishes
(e.g., Denmark, Australia, and Israel). Multiple studies indicate that amalgamation reforms
frequently encounter a trade-off between efficiency and democratic quality (Tavares 2018).
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Municipal Mergers in Japan and Nepal: Motives, Strategies and Effects

Case of Japan

In Japan, a series of municipal mergers have taken place during different periods. The number of
municipalities was consolidated from 71,314 in 1888 to 1,727 in 2010. Currently, 1718
municipalities exist as local governments in Japan. Excluding small-scale events of municipal
mergers, there are three main historical events: the Great Meiji Consolidation (1888-1889), the Great
Showa Consolidation (1953-1961), and the Great Heisei Consolidation (1999-2010).

Motives: The motives for municipal mergers in the three eras were different. The first two
consolidations were influenced by factors other than the general universal objectives behind
mergers. The Great Meiji Consolidation, which reduced the number of municipalities from 71,314 to
about one-fifth (15,859), aimed to establish cities, towns, and villages as modern local administrative
units following the enactment of the Shisei-Chosonsei law" in 1888. A decree from the interior
minister specified that new administrative units should ideally consist of 300 to 500 households.

Before the Great Showa Consolidation in 1953, numerous small-scale consolidations occurred
frequently. Over 64 years, the number of municipalities decreased from 15,859 to about 9,868
between the Great Meiji and the Great Showa Consolidations. These mergers were driven by various
motives. Some were due to the dissolution of partial-affairs associations, formed by municipalities
unable to merge during the Great Meiji Consolidation due to factors like geographical difficulties
and historical disputes. These associations were later dissolved, necessitating mergers among
member municipalities. Other mergers were part of urban development, driven by urbanization in
major cities like Tokyo, Osaka, Yokohama, Nagoya, and Kyoto. Additionally, some mergers were
enforced to strengthen Japan’s war efforts by expanding city areas for national defense. Mergers in
cities such as Sasebo, Yokosuka, Tokuyama, and Maizuru were typically done for this purpose.

The Great Showa Consolidation was a response to post-war rapid urbanization and industrialization
in Japan. The aim was to strengthen the capacity of local units to execute newly delegated functions,
such as managing junior high schools. A legal standard requiring municipalities to have a population
of over 8,000 was established. It resulted in a decrease in the number of municipalities from 9,868 to
about one-third (3,472). The Great Heisei Consolidation represents the most recent trend of
municipal mergers in Japan. It took place in the context of the ongoing process of decentralization,
the aging population, and the financial deterioration of local governments. A survey report on
“Heisei Municipal Mergers” by the Ministry of Internal Affairs and Communication (MIC) shows
that severe financial issues (74.5 percent) were the main reason for municipal mergers, while
promoting ongoing decentralization and addressing the aging population were second and tertiary
reasons, accounting for 61 percent and 46.6 percent of cases, respectively.

Strategies: Japan’s strategy of municipal mergers can be described as a mixture of voluntarism and
promotion. Although the consolidation was decided voluntarily and led by the prefecture’s’

* It means the institution of the system of cities, towns, and villages.
’ Local government of Japan consists of a two-tier system — Prefecture (Ken) as the upper tier and
municipality (city, town, and village ) as the basic tier. There are 47 prefectures.
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governor, the promotional role of the central government was crucial. The Great Heisei
Consolidation was strongly promoted by the central government through revisions to national laws
and the provision of fiscal incentives.

The stance of the central government toward municipal mergers over time is reflected in the
Municipal Merger Law (MML) of 1965 and its subsequent amendments. The law initially did not
promote municipal mergers but aimed to remove obstacles to voluntary mergers. However, its
character was changed to a promotional stance after amendments in 1995. Moreover, the central
government took a more visible positive stance on mergers by amending the Uniform
Decentralization Law (UDL) in July 1999. The government also used local allocation taxes as a key
incentive to encourage mergers. Additionally, in August 1999, the government issued "Guidelines
for the Promotion of Municipal Mergers" to prefectures, which asked prefectures to make “merger
patterns” for municipalities under their jurisdiction and enforce them. A cabinet decision in
December 2000 set a goal of 1,000 mergers as part of a broader administrative reform program. To
support this, the government launched campaigns and public relations efforts, such as nationwide
symposiums, and established the "Municipal Merger Assistance Headquarters” in March 2001,
followed by the "Municipal Merger Assistance Plan" in August 2001.

Effects: A questionnaire survey conducted in 590 post-merger municipalities on December 31, 2012,
in Japan also provides information on the merits of municipal mergers. In response to the question,
“What are the advantages of the municipal mergers?” 74.7 percent of respondents agreed that
municipal mergers enhance the efficiency of public administration (through proper staffing and
consolidation of communal facilities), 71.7 percent also agreed that they promote large-scale
regional development, 46.8 percent believed that they strengthen the capacity of municipalities by
facilitating the establishment of specialized divisions equipped with specialists (such as doctors,
nurses, and nutritionists), and 39.7 percent accepted that municipal mergers improve public services.
This finding shows that the municipal merger approach has many advantages in the local
government system.

The survey conducted in 1998 in Shiga Prefecture captured public opinion on municipal
amalgamation. The result shows mixed opinions towards municipal amalgamation. 20.8 percent of
respondents positively favored municipal amalgamation, and 20.7 percent were rather positive. On
the other hand, 18.6 percent of people were against municipal amalgamation, and 22.1 percent held
rather negative opinions. In response to the major reasons against municipal amalgamation, 76.7
percent of respondents believed that amalgamation weakens the relationship between citizens and
municipal offices, 44.9 percent of respondents also believed that it weakens attachment to
hometowns, and 43.7 percent felt that it makes access to municipal offices more inconvenient. Other
negative impacts of municipal mergers identified were disadvantages for peripheral development,
deterioration of the natural environment and living conditions, and loss of historical and cultural
characteristics.

Case of Nepal

The local governance system of Nepal has undergone various restructuring phases following
political changes. In the past, Nepal emphasized the formation of new administrative units at the
local level to establish a decentralized governance system. For instance, in 1962, when Japan had
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just completed the Great Showa Consolidation, Nepal established a three-tier administrative system
at the sub-national level: village/town panchayat, district panchayat, and zonal panchayat, in line
with the decentralization spirit outlined in the Constitution of Nepal, 1962. To foster democracy, the
country was organized into an administrative structure comprising 75 districts, 14 zones, 3,600
villages, and 18 municipalities.

Following the restoration of the multi-party democratic system in 1990, Nepal enacted a new
constitution in 1991. This led to the reform of local bodies to align with democratic governance. The
District Panchayat, Nagar Panchayat, and Village Panchayat were restructured and renamed as the
District Development Committee (DDC), Municipality, and Village Development Committee
(VDC), respectively. A two-tier local government system was established, with the DDC as the
higher tier and the municipalities and VDCs as the lower tier. Further, the Local-Self Governance
Act (LSGA), 1999, devolved many powers and responsibilities to local units. There were 75 DDCs,
217 municipalities, and 3157 VDCs.

However, the powers devolved through the LSGA, 1999, were never fully exercised, and
responsibilities were never performed to their full extent due to various reasons. The size of
VDCs/municipalities was one of the major barriers to their functional capacity. VDCs and
municipalities were too small in population size and geography, lacking the financial and
institutional viability to perform all their functions. Many laws contradicting the LSGA, 1999, were
not amended, preventing full enforcement of the act. Another reason was the absence of elected
representatives for 15 years, as elections were not held until 2017.

Municipal mergers in Nepal took place significantly only after the promulgation of the Constitution
of Nepal in September 2015". The constitution transformed Nepal from a unitary state to a federal
democratic republic, establishing three spheres of government: Federal, State, and Local levels.
Rural municipalities (Gaunpalika), Urban Municipalities (Nagarpalika), and District Assemblies
have been introduced as local governments. Rural municipalities and urban municipalities were
established through the municipal merger process.

Motives: The local-level restructuring was done according to the provisions of the constitution
(Article 295, clause 3). The main purpose of the restructuring was to establish local governments
that could serve the principle of federalism as envisioned in the constitution. The Local Level
Restructuring Commission (LLRC) was established on March 15, 2016, with a mandate to propose
the number and boundaries of the local level based on factors such as population size, population
density, accessibility of the service center, internal sources of revenue, ethnic, linguistic, and cultural
concentration, and geographical accessibility. The commission’s term was one year. It proposed a
total of 719 local governments across Nepal. After some amendments, the Government of Nepal
declared 753 local governments, consisting of 460 rural and 293 urban municipalities.

*In 2011, there were 58 municipalities and 3915 VDCs. 72 new municipalities were established in May
2014, 61 in December 2014, and 26 in September 2015. In this way, the number of VDCs decreased from
3915 to 3157 while the number of municipalities increased from 58 to 217 between 2014 to 2015. 639
VDCs were merged in Municipalities during this period.
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Strategy: The merger occurred because it was mandated by the constitution. It is also a one-shot
comprehensive merger reform. The process followed a compulsory top-down approach. The LLRC
was set up to restructure local government based on the terms of reference (ToR) set by the
Government of Nepal. A high-level coordination committee chaired by the Minister of the Ministry
of Federal Affairs and Local Development (MoFALD)" was formed to support the commission. To
assist the work of the commission, a District-level Technical Assistance Committee, chaired by a
Local Development Officer (LDO), was set up in each district. This committee was mandated to
propose a restructuring model of local governments in their respective districts based on the criteria
and standards set by the commission. Committees were asked to prepare the proposal through wide
consultation with all stakeholders in their jurisdiction. The report included detailed information on
the amalgamation of existing VDCs/Municipalities to form new rural/urban municipalities, including
their new names and boundaries. These proposals were the main basis of the commission's decision
on the formation of new local bodies.

Initially, the commission proposed 565 local units, but after the government revised its ToR to use
llakas” as the basis for restructuring, the commission recommended 719 local governments.
Following some amendments to boundaries and numbers, the Government of Nepal announced 744
local governments on March 10, 2017. On August 20, 2017, the government added 9 more local
governments in the Madhesh province to meet the demands of the Madhesh-based parties, raising
the total number of local units to 753.

Effects: The reform substantially reduced the number of local governments, but it faced several
obstacles. Conducted over a short period (March 15, 2016, to March 14, 2017), the commission
lacked detailed data at the ward and village levels. Political tensions in Madhesh Province hindered
the restructuring process, preventing District-level Technical Assistance Committees from
functioning effectively. The revision of the commission's ToR during the process, along with the
government's decision to increase the number of local governments, suggests that political interests
influenced the amalgamation process.

The Local Government Operation Act (2017) establishes standards for municipalities, setting a
minimum population threshold of 500,000 for metropolitan cities and 300,000 for sub-metropolitan
cities. For other municipalities, the population requirement varies by geographical area, ranging
from 10,000 to 100,000. Despite these standards, many municipalities do not meet the population
criteria. 66.2 percent of the population resides in urban municipalitiest. However, many urban
residents lack access to the basic urban amenities promised by the Act. Many of the existing local
governments are facing several challenges (e.g., inadequate capacity for planning, staffing,
implementing developmental works, etc.). Experts of local governance claim that the existing
number of local governments is too large and is unaffordable for Nepal.

Findings

Based on the analysis of the municipal merger process of Japan and Nepal, as well as other global
trends, the following findings can be broadly outlined for Nepal’s merger experience:

* Now the name is Ministry of Federal Affairs and General Administration
7 A combination of VDCs. One Illaka normally has 3 to 5 VDCs. There were around 900 Illaka
# National Population and Housing Census 2021, Nepal
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Motive: The motive behind municipal mergers in Nepal is similar to the Great Meiji Consolidation
of Japan. It was caused by the constitutional mandate to establish viable local governments aligned
with federalism. However, unlike Japan, where serious agendas such as the aging population,
declining birth rate, and financial crisis have been realized nationwide and these agendas are driving
forces of municipal mergers, Nepal lacks strong incentives for municipal mergers. The recent
municipal mergers in Nepal were successful primarily because they were mandated by law.

Strategy: The merger process in Nepal was a one-time, top-down event where the central
government acted as the regulator, with the Local Level Restructuring Commission (LLRC)
proposing mergers based on government mandates, and district-level technical committees
facilitating the process at the local level. In contrast, in Japan, the consolidation was voluntarily
decided by local authorities, with the central government playing a proactive role through legal
amendments, fiscal incentives, and campaigns.

Effects: The merger reform substantially reduced the number of local governments, but the process
had several limitations, including a short timeframe, insufficient disaggregated data, and political
bias favoring more local governments. Experts argue that the existing number of local governments
is too large and financially unsustainable for Nepal.

Conclusion and Recommendation

Municipal mergers involve reducing the number of municipalities by combining two or more
municipalities. This approach is widely practiced across the world as a tool for local governance
reform. Mergers are carried out for various purposes, such as improving efficiency, fiscal outcomes,
urban governance, decentralization, and development. While results differ across countries, certain
trends are clear: cost savings are primarily noted in general administrative expenses, yet service
quality improvements are minimal. Additionally, several countries have reported negative impacts
on local democracy. Japan’s experience shows that local governance reform is not a one-time
activity. Although municipal mergers have drawbacks, the potential advantages they offer can
surpass the associated disadvantages. A series of reforms involving the collective effort of all tiers of
government may be required to achieve the desired result.

Municipal mergers occurred in Nepal following the enactment of the new constitution in 2015. The
motive was to establish viable local governments in the federal system by consolidating VDCs and
municipalities. It happened in one shot in a short timeframe. The process was top-down. This led to a
significant decrease in the number of local governments. However, a political bias was observed in
determining the number and boundaries of the local governments. In this regard, the following
recommendations can be made:

= Local governance reform is not a one-time activity. Nepal should periodically plan and
implement municipal mergers as necessary to improve the local governance system.

= Atrticle 7 of the Local Government Operation Act, 2017, provides the option for existing
rural/urban municipalities to merge with their neighboring municipalities. The process is a
voluntary bottom-up approach. Article 3 also provides a legal foundation to change the
number, boundaries, and headquarters of the existing local government through a bottom-up
approach. Rural and urban municipalities have political value in Nepal. Thus, municipal
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mergers are highly political affairs. Without strong political will and broad consensus
among stakeholders, amalgamation initiatives will hardly be successful. In this case, the
voluntary merger can be promoted by strengthening trust and cooperation among all tiers of
government. Like Japan, the constitution of Nepal has envisioned a fiscal equalization
system, and the National Natural Resource and Fiscal Commission (NNRFC) has been
established to enforce this system. This institution can play a key role in promoting
municipal mergers through fiscal incentives.

= Municipal merger alone may not be successful in making the local government system
function. Municipal mergers should be supplemented by other alternative measures as well.

References

Acharya, S. (2014). Local governance in absence of elected councillors: Case of Village
Development Committees (VDCs) of Nepal. International Institute of Social Studies,
Netherlands. Retrieved from https://thesis.eur.nl/pub/17449/Sunita-Acharya.pdf

Askim, J., Klausen, J. E., Vabo, S. I., & Bjurstrom, K. (2015). What causes municipal amalgamation
reform? Rational explanations meet Western European experiences, 2004-13.

Avetisyan, S. (2023, January 24). Municipal mergers: Cons and pros. Retrieved from
https://avetisyansergey.medium.com/municipal-mergers-cons-and-pros-2ae8a2eefda

Boex, J. (2016). Intergovernmental fiscal design in the context of the Federal Constitution of Nepal.
Government of Nepal (GoN).

Constitution of Nepal (2015). Nepal Government.

Council of Local Authorities for International Relation. (2006). Municipal mergers in Japan
(CLAIR Fact Sheet). Retrieved from https://www.clair.or.jp/j/forum/series/pdf/fs09-en.pdf

Kaiser, C. (2015). Top-down versus bottom-up: Comparing strategies of municipal mergers in
Western European countries. Retrieved from
https://www.researchgate.net/publication/307749990 Top-down_versus Bottom-
up_Comparing_Strategies_of Municipal Mergers_in_Western European_Countries

Keating, M. (1995). Size, efficiency, and democracy: Consolidation, fragmentation and public
choice. In D. Judge, G. Stoker, & H. Wolman (Eds.), Theories of urban politics (pp. 117-
132).

Kimura, S. (2017). Regional administration in Japan: Departure from uniformity. Routledge.

Kimura, S. (2018). Lecture note 2: Outline of municipal consolidations. Graduate School of
Governance Studies, Meiji University.

Kimura, S. (2018). Lecture note 4: Evaluation of municipal merger. Graduate School of Governance
Studies, Meiji University.

204


https://thesis.eur.nl/pub/17449/Sunita-Acharya.pdf
https://avetisyansergey.medium.com/municipal-mergers-cons-and-pros-2ae8a2eefda
https://www.clair.or.jp/j/forum/series/pdf/fs09-en.pdf
https://www.researchgate.net/publication/307749990_Top-down_versus_Bottom-up_Comparing_Strategies_of_Municipal_Mergers_in_Western_European_Countries
https://www.researchgate.net/publication/307749990_Top-down_versus_Bottom-up_Comparing_Strategies_of_Municipal_Mergers_in_Western_European_Countries

Prashasan, Vol. 57, Issue 1 No. 141, p.193-205
Local Government Operation Act (2017). Government of Nepal.
Local Self-Governance Act (1999). Government of Nepal.

Mao, Z., Wang, D., & Zhang, G. (2022). Municipal amalgamations and the quality of public
services: A study based on city-county mergers in China.

Michael, S. (2014). Launching and implementing municipal mergers: Push- and pull factors in
merger processes [Paper presentation]. ECPR General Conference, Glasgow, UK.

Rydergard, E. H. (2012). Municipal amalgamation theory, methodology and international
experiences: A desk study for the Tuselog Programme. Retrieved from
https://www.semanticscholar.org/paper/Municipal-amalgamation-Theory%2C-
Methodology-and-A-Ryderg%C3%A5rd/1adfadce826ba9433a9851f6ae565f3c7cc7516d

Steiner, R., & Kaiser, C. (2017). Effects of amalgamations: Evidence from Swiss municipalities.
Public Management Review, 19(2), 232-252.
https://d0i.org/10.1080/14719037.2016.1153704

Slack, E., & Bird, R. (2013). Merging municipalities: Is bigger better? (IMFG Papers on Municipal
Finance and Governance). Retrieved from
http://archives.enap.ca/bibliotheques/2013/10/030566310.pdf

Suzuki, K. (2016). Politics of municipal consolidation.

Swianiewicz, P., Gendzwill, A., & Zardi, A. (2017). Territorial reforms in Europe: Does size
matter? Territorial Amalgamation Toolkit. Centre of Expertise for Local Government
Reform, Council of Europe.

Takaharu, K. (2007). The Great Heisei Consolidation: A critical review. Social Science Japan.

Tavares, A. F. (2018). Municipal amalgamations and their effects: A literature review. Retrieved
from
https://www.researchgate.net/publication/323319250 Municipal Amalgamations and_ Thei
r Effects A Literature Review

Thapa, A. (2014). Decentralization policy and political transition in Nepal. Thai Journal of Public
Administration. Retrieved from https://s005.tci-
thaijo.org/index.php/pajournal/article/view/22449/19238

Yokomichi, K. (2007). The development of municipal mergers in Japan. Council of Local
Authorities  for  International  Relations (CLAIR), Japan. Retrieved from
https://www.clair.or.jp/j/forum/honyaku/hikaku/pdf/up-to-date _enl.pdf

205


https://www.semanticscholar.org/paper/Municipal-amalgamation-Theory%2C-Methodology-and-A-Ryderg%C3%A5rd/1a4fa4ce826ba9433a9851f6ae565f3c7cc7516d
https://www.semanticscholar.org/paper/Municipal-amalgamation-Theory%2C-Methodology-and-A-Ryderg%C3%A5rd/1a4fa4ce826ba9433a9851f6ae565f3c7cc7516d
https://doi.org/10.1080/14719037.2016.1153704
http://archives.enap.ca/bibliotheques/2013/10/030566310.pdf
https://www.researchgate.net/publication/323319250_Municipal_Amalgamations_and_Their_Effects_A_Literature_Review
https://www.researchgate.net/publication/323319250_Municipal_Amalgamations_and_Their_Effects_A_Literature_Review
https://so05.tci-thaijo.org/index.php/pajournal/article/view/22449/19238
https://so05.tci-thaijo.org/index.php/pajournal/article/view/22449/19238
https://www.clair.or.jp/j/forum/honyaku/hikaku/pdf/up-to-date_en1.pdf

Prashasan auly 2025, vol. 57, 1ssue 1, No. 141, 206-216
© 2023, Ministry of Federal Affairs and General Administration
https://doi.org/10.3126/prashasan.v57i1.80668
www.mofaga.gov.np/prashasanjournal

ISSN: 2565-5043 Print / ISSN: 2822-1974 Online

Enacting Data Protection Law in Nepal
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Abstract

In today's interconnected world, digital transactions and online activities have become indispensable
facets of daily life, revolutionizing the way we communicate, conduct business, and access
information. However, this rapid digitalization has also raised a critical concern, the protection of
personal and sensitive data. As individuals and organizations increasingly rely on digital platforms
and services, the risk of unauthorized access, disclosure, or theft of confidential information has
escalated significantly.

Data breaches, which involve the unauthorized acquisition of sensitive data, pose grave risks to both
individuals and organizations. For individuals, a data breach can lead to identity theft, financial
fraud, and misuse of personal information, potentially causing long-lasting harm and financial
losses. Organizations, on the other hand, may face severe reputational damage, loss of customer
trust, legal liabilities, and substantial financial consequences resulting from data breaches.

Nepal, like many other nations, has witnessed a surge in data breach incidents in recent years,
exposing vulnerabilities in its digital landscape and highlighting the pressing need for a
comprehensive legal framework to address this critical issue. High-profile cases, such as the breach
of the Ramailo app database in 2023 and the Vianet data breach in 2020, have underscored the
urgency of implementing robust measures to safeguard the privacy and security of individuals'
personal information.

This article explores the current legislative landscape in Nepal by examining existing laws and
policies related to cybersecurity and data protection. It critically evaluates the gaps and shortcomings
in the current legal framework, highlighting the lack of specific provisions and enforcement
mechanisms needed to effectively address the complexities of data breaches.

Through comprehensive analysis, the article advocates for the enactment of a dedicated data
protection law in Nepal. Such a law would encompass key aspects like mandatory breach
notification requirements, stringent data protection standards, and effective enforcement
mechanisms. By addressing these crucial elements, a robust data protection law can safeguard the
rights and interests of Nepali citizens, fostering a secure and trusted digital environment that
promotes economic growth, innovation, and public confidence in the digital ecosystem.

*Assistant Professor of Law (T.U.), Nepal Law College, Kathmandu
Email: nc2067 @gmail.com
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This article emphasizes the importance of a comprehensive legal framework that aligns with
international best practices and facilitates cross-border cooperation in combating the global threat of
data breaches. By establishing clear guidelines, accountability measures, and consumer protections,
a dedicated data protection law can empower individuals, organizations, and regulatory bodies to
proactively address data breaches, mitigate potential risks, and uphold the principles of privacy and
data security in the digital age.

Keywords: data breach, data protection, cybersecurity, privacy, breach notification.
Introduction
“Every byte of data breach is a bite on an individual's privacy.”

In the digital age, data has emerged as a highly valuable and strategic asset for individuals,
businesses, and governments alike. The exponential growth of digital technologies and online
activities has led to the generation and storage of vast amounts of data, ranging from personal
information such as names, addresses, and contact details to financial records, intellectual property,
and confidential business information. While this data revolution has ushered in unprecedented
opportunities for innovation, efficiency, and connectivity, it has also exposed vulnerabilities that can
lead to data breaches, the unauthorized access, disclosure, or acquisition of sensitive, confidential,
or protected information.

Data breaches can occur due to various factors, including sophisticated cyber-attacks orchestrated by
malicious actors, human error or negligence within organizations, system vulnerabilities or software
flaws, and even malicious insiders with unauthorized access to sensitive data. Regardless of the
cause, data breaches can have severe and far-reaching consequences. For individuals, a data breach
can result in identity theft, financial fraud, and misuse of personal information for nefarious
purposes. Organizations, on the other hand, may face significant reputational damage, loss of
customer trust, legal liabilities, and substantial financial losses. Furthermore, data breaches can
undermine national security and the integrity of critical infrastructure, posing risks to government
agencies and essential services.

Nepal, a rapidly digitizing nation, has not been immune to the growing threat of data breaches. In
recent years, the country has witnessed several high-profile incidents exposing vulnerabilities in its
digital landscape. One notable example is the 2023 breach of the Ramailo app database, which
compromised the personal information of thousands of Nepali citizens, including their names,
addresses, and email addresses.

Such incidents have highlighted the pressing need for a comprehensive legal framework to address
data breaches in Nepal. While the country has taken steps to address cybersecurity and data
protection through existing laws and policies such as the Electronic Transaction Act, 2008, these
instruments lack specific provisions and enforcement mechanisms to effectively manage the
complexities of data breaches.

The absence of a dedicated data protection law has left Nepal vulnerable to the growing risks posed
by cyber threats and the mishandling of sensitive data. Without a robust legal framework, individuals
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and organizations may lack necessary safeguards, notification procedures, and remedies in the event
of a data breach, potentially exposing them to significant harm and exacerbating the consequences.

In light of these challenges, it has become increasingly evident that Nepal urgently needs a
comprehensive data protection law to protect the rights and interests of its citizens, foster a secure
and trusted digital environment, and align with global efforts to combat the threat of data breaches.

Data Breaches in Nepal

A data breach occurs when information is illicitly taken from a system without the knowledge or
authorization of the system’s owner. It can affect both small businesses and large enterprises,
compromising sensitive data such as credit card details, customer records, trade secrets, or even
matters of national security.

In 2017, NIC Asia Bank, one of Nepal’s private-sector commercial banks, fell victim to a cyber-
attack. Hackers exploited vulnerabilities in the bank’s security measures, breaching the system and
orchestrating fraudulent transactions via the SWIFT interbank messaging system. This breach
exposed sensitive customer information, including account details and transaction histories,
undermining public trust in the banking sector and resulting in financial consequences.

On June 27, 2017, the Department of Passport experienced a cyber intrusion, compromising
governmental data. The hackers issued threats to the Government of Nepal, leveraging the stolen
information as a bargaining tool. Moreover, on July 25, 2017, a coordinated attack by a group named
‘Paradox Cyber Ghost’ targeted 58 government websites simultaneously, further exposing
vulnerabilities in Nepal’s cyber infrastructure.

In 2020, Foodmandu, a prominent e-commerce food delivery company, experienced a devastating
cyber-attack. Hackers infiltrated their system and obtained the personal details, names, addresses,
and phone numbers, of 50,000 customers. The attackers later disclosed this sensitive information on
a public platform, jeopardizing the security and privacy of Foodmandu’s clientele. This incident
underscores the critical importance of robust cybersecurity measures to safeguard customer data, as
well as the need for consumer vigilance. A Twitter handle named Mr. Mugger revealed the dump of
data and shared the associated link.

In October 2020, eSewa, Nepal’s first and largest digital wallet, experienced a data breach. A
perpetrator exposed confidential information of at least 21 users, including email addresses,
encrypted passwords, and account funds. The breach may have occurred due to the lack of OTP
(One-Time Password) authentication during internet sign-in. The company denied any hacking or
direct data theft, attributing the incident to unauthorized access gained through a phishing scheme
involving third-party websites.

Also in 2020, Vianet, a major internet service provider (ISP) in Nepal, suffered a significant data
breach affecting over 170,000 customers. A security flaw in the company’s system allowed
unauthorized access to personal details such as names, email addresses, phone numbers, and other
data. This breach exposed subscribers to risks including phishing and identity theft. A hacker using
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the Twitter handle ‘wf=ma’ posted a link to the leaked data on the dark web, prompting the
immediate restriction of the account and breach URL.

The Ramailo app, a popular Nepali application, was at the center of a major data breach in 2023. The
unauthorized access compromised personal information of thousands of users, including names,
addresses, and email addresses, raising serious concerns about cybersecurity in Nepal”. A hacker
named “deadlyweapon1337” leaked the entire database on a dark web breach forum. This incident
further emphasized the urgent need for robust data protection measures in Nepal’s digital ecosystem.

Current Legal Landscape

Nepal has initiated efforts to address cybersecurity and data protection through existing laws and
policies. However, these measures are limited in scope and lack the comprehensive framework
required to effectively tackle the escalating threat of data breaches.

One of the principal legal instruments is the Electronic Transaction Act of 2008, which was
enacted to grant legal recognition to electronic records and transactions, thereby facilitating the
adoption of digital technologies across various sectors. While the Act contains provisions related to
cyber security and data protection, such as penalties for unauthorized access, damage, or alteration
of computer systems and data—its primary focus remains on establishing the legal validity and
admissibility of electronic documents and records in Nepal.

The provisions in the Electronic Transaction Act are relatively broad and do not specifically address
the complexities inherent to data breaches. Key elements such as mandatory breach notification
requirements, data protection standards, and enforcement mechanisms are notably absent. This
leaves a significant gap in Nepal’s legal framework for responding to and mitigating the
consequences of data breaches effectively.

Moreover, Nepal currently lacks a dedicated data protection authority or regulatory body tasked with
overseeing and enforcing data protection standards and addressing data breach incidents. The
absence of such a central authority exacerbates the challenges in ensuring effective data protection
and breach response mechanisms.

The present legal landscape underscores the urgent need for a comprehensive and dedicated data
protection law. Although the existing laws and policies acknowledge the importance of
cybersecurity and data protection, they are insufficient to cope with the rapidly evolving nature of
data breaches and cyber threats. Without a robust legal framework, individuals and organizations in
Nepal remain vulnerable to risks arising from unauthorized access or misuse of sensitive data.

To safeguard the rights and interests of Nepali citizens and foster a secure digital environment, a
dedicated data protection law is essential. Such legislation should clearly define key terms, establish
specific obligations and data protection standards, incorporate breach notification requirements, and

*Chaudhary, B., & Yadav, R. P. (n.d.). Nepali data on the dark web. Online Khabar English. Retrieved
April 9, from https://english.onlinekhabar.com/nepali-data-dark-web.html
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provide enforcement mechanisms. Additionally, it should align with international best practices in
cybersecurity and data protection.

International Landscape

In comparison, countries such as India have made significant advances in this area. India’s
Information Technology Act of 2000, along with subsequent amendments in 2008, includes specific
provisions on data protection, requiring corporate entities to implement reasonable security practices
and procedures to protect sensitive personal data. More recently, India enacted the Digital Personal
Data Protection Act, 2023, which mandates organizations to report data breaches to the relevant
authorities within a specified timeframe.

India also recognized privacy as a fundamental right in 2017, and the Digital Personal Data
Protection Act aims to establish a comprehensive data protection framework. This framework
encompasses breach notification protocols, individual rights, and the creation of a data protection
authority. The Act brings India’s data protection regime closer to global standards, such as the
European Union’s General Data Protection Regulation (GDPR).

Many developed nations have similarly implemented comprehensive data breach notification laws
and robust data protection frameworks. The GDPR, which came into effect in 2018, is widely
regarded as one of the world’s most stringent data protection regulations. It requires organizations to
report data breaches to supervisory authorities within 72 hours of discovery and imposes substantial
penalties for non-compliance™.

Similarly, in the United States, data breach notification requirements are governed by a patchwork of
federal and state laws. Although there is no comprehensive federal data breach notification law, most
states have enacted their own statutes mandating that companies notify affected individuals—and in
some cases, regulatory authorities—when a breach involving personal information occurs. This
decentralized yet robust approach ensures timely notification and accountability across jurisdictions.

Other countries such as Canada, Australia, and Singapore have also established comprehensive data
breach notification laws and data protection frameworks. These measures reflect a global trend
toward strengthening cybersecurity and safeguarding personal data in an increasingly digital world®.

“ DLA Piper. (2024, January). DLA Piper GDPR fines and data breach survey: Retrieved from
https://www.dlapiper.com/en/insights/publications/2024/01/dla-piper-gdpr-fines-and-data-breach-
survey-january-2024

’In Canada, data breach notification is governed at the provincial level, with specific laws in place in
Alberta, Quebec, and British Columbia. The Personal Information Protection and Electronic Documents
Act (PIPEDA) applies to businesses engaged in commercial activities across the country, and it requires
businesses to notify the Office of the Privacy Commissioner of Canada and affected individuals of a
privacy breach. Australia has mandatory notification of all "eligible data breaches,” which must be
reported unless a specific limited exemption applies. The notification requirements apply to all
organizations that are covered by the Privacy Act 1988, which includes most Australian government
agencies, private sector organizations with an annual turnover of $3 million or more, and certain other
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In comparison, Nepal’s current legal landscape lacks the specificity, enforcement mechanisms, and
dedicated regulatory bodies necessary to effectively address the complexities of data breaches.
While existing laws provide a general framework for cybersecurity and data protection, they fall
short of addressing critical elements such as mandatory breach notification, clear data protection
standards, and stringent enforcement.

The absence of a comprehensive data protection law leaves both individuals and organizations
vulnerable to cyber threats. Furthermore, it limits Nepal’s ability to harmonize its legal standards
with international best practices. As the digital economy grows and data breaches become more
frequent and sophisticated, this regulatory gap poses significant risks to citizens’ privacy, national
security, and economic interests.

To bridge this gap, Nepal must prioritize the enactment of a comprehensive data protection law
aligned with global standards. Such legislation should establish clear definitions, prescribe
mandatory breach notification procedures, set data protection obligations, and empower a dedicated
regulatory authority with enforcement capabilities. By learning from the experiences of other
countries and adopting internationally recognized frameworks, Nepal can build a secure and trusted
digital environment that protects the rights and interests of its citizens, while fostering innovation
and economic growth in the digital age.

The Principle of Proportional Reparations

The Principle of Proportional Reparations proposes a framework for compensating individuals
affected by data breaches in a manner that reflects the severity and potential impact of the breach. It
acknowledges that not all data breaches result in equal harm, and therefore, the reparations should be
scaled according to the actual or potential damage experienced by the affected parties.

For example, a minor breach exposing non-sensitive information such as names and email addresses
might warrant only services like free credit monitoring. Conversely, a severe breach compromising
sensitive financial data or personally identifiable information could necessitate more extensive
reparations, including long-term identity theft protection, monetary compensation, and ongoing
monitoring assistance.

By establishing a tiered reparations system tied to breach severity, this principle encourages
organizations to adopt rigorous data protection measures and ensures accountability through
meaningful restitution. It moves beyond mere notification requirements by instituting a binding

organizations. In Singapore, the Personal Data Protection Act (PDPA) requires organizations to notify
the Personal Data Protection Commission (PDPC) and affected individuals if a data breach is likely to
result in significant harm to the affected individuals. The PDPA applies to organizations that collect, use,
or disclose personal data in Singapore, regardless of whether the organization is located in Singapore or
not.
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mechanism for risk assessments and proportional redress based on the breach’s impact on
individuals.

Proposing the Principle of Proportional Reparations for Nepal

While existing data protection proposals primarily focus on notification and general standards, there
is a critical need to address adequate reparations for those affected by breaches. Incorporating the
Principle of Proportional Reparations into Nepal’s data protection law can mark a pioneering step in
legal innovation. This principle, yet unrecognized globally as a standalone concept, rests on the
understanding that reparations must be proportional to the actual or potential harm suffered.

The key components of this principle would include:
A. Breach Severity Tiers

The law should define clear tiers of breach severity, considering factors such as the sensitivity of
compromised data, the number of individuals affected, the nature of the breach (accidental vs.
malicious), and the likelihood of data misuse. These tiers would serve as the basis for determining
the reparations owed.

B. Reparations Matrix

A detailed reparations matrix should map breach severity levels to prescribed compensation
packages. These could range from credit monitoring and identity protection services to monetary
compensation and long-term recovery support for high-severity incidents involving critical personal
or financial data.

C. Accountability and Enforcement

To ensure the principle’s effectiveness, regulatory authorities should be empowered to audit
organizational preparedness, investigate breaches, and impose penalties linked to the severity tier
and reparations obligations. This enforcement framework incentivizes organizations to prioritize
data protection and fulfill their reparations responsibilities comprehensively.

By integrating this principle, Nepal can foster responsible data stewardship, bolster public trust, and
ensure affected individuals receive adequate protection and compensation tailored to the breach's
impact.

The Need for a Comprehensive Data Protection Law

The adage, “Breach of data is akin to being digitally naked,” underscores the profound vulnerability
that data breaches impose on individuals. Just as physical nudity exposes one’s privacy and dignity,
a data breach exposes personal information, stripping away control and exposing individuals to risks
like identity theft and fraud.
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To effectively address the escalating threat of data breaches and safeguard the rights of Nepali
citizens, Nepal urgently requires a comprehensive data protection law encompassing the following
critical elements:

a. Mandatory Breach Notification

Organizations must be legally obligated to promptly notify affected individuals, regulatory
authorities, and relevant entities upon discovering a data breach. Timely notification, ideally within
72 hours, ensures transparency and enables individuals to take protective measures. The law should
provide clear guidelines on the notification content and delivery methods to maximize effectiveness.

b. Data Protection Standards

The law should mandate robust standards for handling sensitive data, including requirements for
encryption, access controls, secure storage, and safe disposal. Organizations should be required to
implement industry best practices such as standardized encryption protocols and strict authentication
measures. Regular security audits and risk assessments must be mandated to proactively identify and
mitigate vulnerabilities.

¢. Enforcement Mechanisms

Effective compliance requires strong enforcement powers. Nepal should establish a dedicated Data
Protection Authority or empower existing regulatory bodies with investigative, auditing, and
penalty-imposing powers, similar to the UK’s Information Commissioner’s Office (ICO)" or
Singapore’s Personal Data Protection Commission (PDPC)’. Such an authority would play a

“The Information Commissioner's Office (ICO) is a UK-based independent regulatory body responsible
for enforcing data protection and privacy laws in the country. The ICO is tasked with promoting
openness by public bodies and data privacy for individuals, as well as ensuring that organizations comply
with their data protection obligations under the Data Protection Act 2018 and the UK General Data
Protection Regulation (UK GDPR). The ICO has a wide range of powers and responsibilities, including
investigating potential breaches of data protection laws, providing guidance and advice to organizations
on data protection best practices, and imposing fines and penalties for non-compliance. The ICO also has
a role in promoting transparency and accountability in the use of personal data, particularly in the
context of public sector organizations and their use of data for public interest purposes.

"The Personal Data Protection Commission (PDPC) is a Singaporean regulatory body responsible for
enforcing the Personal Data Protection Act (PDPA). The PDPC is tasked with ensuring that
organizations comply with the PDPA's data protection requirements, which include obtaining consent for
the collection, use, and disclosure of personal data, implementing appropriate data protection measures,
and providing individuals with access to their personal data. The PDPC has a wide range of powers and
responsibilities, including investigating potential breaches of the PDPA, providing guidance and advice
to organizations on data protection best practices, and imposing fines and penalties for non-compliance.
The PDPC also has a role in promoting transparency and accountability in the use of personal data,
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pivotal role in overseeing adherence, investigating breaches, and imposing sanctions for non-
compliance.

d. Consumer Rights and Remedies

The law must clearly articulate the rights of individuals affected by data breaches, including access
to compensation, identity theft protection services, and avenues for legal recourse in cases of
negligence or willful misconduct. For instance, individuals impacted by breaches involving financial
data should be entitled to free credit monitoring for a defined period to detect and prevent fraud.

The Information Commissioner's Office (ICO) is a UK-based independent regulatory body
responsible for enforcing data protection and privacy laws in the country. The ICO is tasked with
promoting openness by public bodies and data privacy for individuals, as well as ensuring that
organizations comply with their data protection obligations under the Data Protection Act 2018 and
the UK General Data Protection Regulation (UK GDPR). The ICO has a wide range of powers and
responsibilities, including investigating potential breaches of data protection laws, providing
guidance and advice to organizations on data protection best practices, and imposing fines and
penalties for non-compliance. The ICO also has a role in promoting transparency and accountability
in the use of personal data, particularly in the context of public sector organizations and their use of
data for public interest purposes.

e. Sector-Specific Regulations

While a comprehensive data protection law should establish a general framework applicable across
all sectors, it must also accommodate sector-specific regulations that address the unique challenges
and sensitivities of particular industries. Sectors such as healthcare, finance, and telecommunications
often handle especially sensitive personal data, necessitating tailored regulatory requirements.

For example, the healthcare sector requires stringent protections for patient medical records and
robust enforcement of privacy laws, given the critical sensitivity of health information. Likewise, the
financial sector demands specialized guidelines for securing customer financial data and precise
reporting protocols for breaches involving financial transactions. These sector-specific regulations
ensure that data protection measures are appropriately calibrated to the nature and risk profile of the
data involved.

f. International Cooperation and Harmonization

Data breaches frequently transcend national boundaries, making international cooperation an
essential component of effective data protection. Nepal’s data protection law should therefore
facilitate mechanisms for international collaboration and harmonization with global standards and
best practices.

particularly in the context of organizations that collect, use, or disclose personal data on a large scale or
for sensitive purposes.
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This can include protocols for sharing information and expertise, mutual legal assistance agreements,
and cooperation with international law enforcement and Cybersecurity organizations, particularly in
cases involving cross-border data transfers or cyber threats originating abroad.

Moreover, aligning Nepal’s data breach legislation with internationally recognized frameworks, such
as the European Union’s General Data Protection Regulation (GDPR)” or the Asia-Pacific Economic
Cooperation (APEC)* Privacy Framework, will enhance consistency, compatibility, and credibility
on the global stage. This alignment can facilitate smoother international data exchanges, improve
Nepal’s digital economy integration, and strengthen its overall Cybersecurity posture.

By aligning with global data protection standards, Nepal can facilitate cross-border data flows and
enhance its reputation as a secure and trusted digital environment for both businesses and
individuals. Incorporating these key elements into a comprehensive data protection law will establish
a robust legal framework for safeguarding personal data, ensuring transparency and accountability,
and fostering a secure and trustworthy digital ecosystem that supports economic growth and
innovation.

Conclusion

The increasing frequency and severity of data breaches, along with their far-reaching consequences
for individuals, businesses, and the nation’s digital landscape, highlight the urgent need for Nepal to
enact a comprehensive data protection law. The potential risks, ranging from identity theft and
financial fraud to reputational damage and legal liabilities, demand a proactive and robust response
from lawmakers and stakeholders alike.

“The General Data Protection Regulation (GDPR) is a binding legislative act that applies to all
organizations operating in the European Union, regardless of where the data is processed. It imposes
several obligations on organizations, such as appointing a Data Protection Officer and conducting
impact assessment analysis for high-risk processing activities. The GDPR also has robust enforcement
mechanisms, including the power to impose hefty fines for non-compliance. The GDPR mandates data
controllers and processors to notify data protection authorities of any data breach that imposes any risk
to the rights and freedoms of natural persons. It also requires organizations to implement appropriate
technical and organizational measures to ensure the security of personal data and to conduct regular
data protection impact assessments for high-risk processing activities.

"The APEC Privacy Framework is a regional data protection framework developed by the Asia-Pacific
Economic Cooperation (APEC) forum. It promotes a flexible approach to information privacy protection
across APEC member economies while avoiding the creation of unnecessary barriers to information
flows. The APEC Cross-Border Privacy Rules (CBPR) System is a voluntary, accountability-based system
that facilitates privacy-respecting data flows among APEC economies. It requires participating
businesses to implement data privacy policies consistent with the APEC Privacy Framework and have
these policies assessed and enforced by an Accountability Agent. The APEC Privacy Framework is
designed to promote a consistent approach to privacy protection across APEC member economies. It
emphasizes the need for organizations to implement appropriate confidentiality measures and have
accountability mechanisms in place. However, it does not impose specific obligations on organizations or
have robust enforcement mechanisms like the GDPR.
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By establishing a strong legal framework that includes mandatory breach notification, stringent data
protection standards, effective enforcement mechanisms, clearly defined consumer rights and
remedies, sector-specific regulations, and provisions for international cooperation, Nepal can
demonstrate its commitment to safeguarding the privacy and security of its citizens in the digital age.

Enacting a dedicated data protection law is not merely a legal necessity but a critical step toward
building a resilient and secure digital infrastructure that fosters public trust, supports economic
growth, and encourages innovation. In today’s interconnected world, where data flows seamlessly
across borders, aligning Nepal’s data protection standards with global norms and best practices is
essential for enhancing the country's competitiveness in the digital economy.

The consequences of inaction are severe. Without a comprehensive legal framework, individuals and
businesses in Nepal remain vulnerable to escalating threats such as cyber-attacks, data misuse, and
unauthorized access to sensitive information. This lack of protection not only compromises the
privacy and financial well-being of citizens but also undermines Nepal’s ability to attract foreign
investment, drive innovation, and actively participate in the global digital marketplace.

It is imperative that policymakers prioritize the development of an effective, context-sensitive data
protection law tailored to Nepal’s unique needs and aspirations.

Addressing Nepal’s unique needs and challenges, while ensuring alignment with international
standards and best practices, is essential for effective data protection. Industry leaders have a crucial
role to play, not only in advocating for strong data protection measures but also in implementing
robust cybersecurity practices and actively participating in the policymaking process. Their
engagement will help ensure that the resulting legislation reflects the practical realities and
challenges faced by businesses operating in Nepal.

Civil society organizations and consumer advocacy groups must also be actively involved. Their role
includes raising public awareness about the importance of data protection, championing strong
consumer rights and remedies, and holding both policymakers and businesses accountable for
upholding privacy and security standards.

Through a concerted and collaborative effort, Nepal can lay the foundation for a secure and trusted
digital future, one in which individuals and businesses can thrive within an environment that values
privacy, transparency, and accountability. By proactively addressing the threat of data breaches and
fostering a culture of data protection, Nepal can position itself as a leader in the digital era. This will
not only attract investment and drive innovation but also ensure the protection of the rights and
interests of its citizens in an increasingly data-driven world.
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