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Country: Nepal

Social and Economic Background of Nepal 

According to the Asian Development Bank, in 2004, Nepal had a population of 24.8 million people with an annual growth rate of 2.3%.   The Nepal Standard of Living Survey Report from 2004 revealed that the population living on less than US$ 1 a day has decreased to 31%, compared with 42% eight years ago. The 2003 PPP adjusted GDP per capita in terms of current international dollars was $1,420, a 2.6% increase from $ 1,383 in 2002. The unemployment rate in the country was 2% in rural areas and 7% in urban locales, reports the Asian Development Bank. However, the International Labor Organization (ILO) reports that 73.3% of the working age population is employed by informal sectors of Nepal’s economy.
From 2003 to 2004, the remittances Nepal received amounted to $758 million current USD according to the IMF. The GINI coefficient for the country is 0.36, reports the World Bank.  The depth of the financial sector from the ADB is shown through an M2/GDP ratio of 54.20%. In 2003, Nepal had received $14 million FDI net inflow and $467 million foreign aid and development assistance (both in current USD), according to the IMF and the OECD.  Nepal is one of the Least Developed Countries (LDC).
The currency of Nepal is Nepalese rupee (NRs). Nepalese rupee is effectively pegged since 1993 to the Indian rupee at a rate of NRs1.6:Rs1. The average exchange rate was NRs77.9 : US$1 in 2002 and NRs76.1: US$1 in 2003 and NRs73.7 : US$1 in 2004, according to the Economist Intelligence Unit (EIU).

Nepal has not planned to participate in the World Bank and IMF’s Financial Sector Assessment Program (FSAP).
Doing Business in Nepal
The World Bank gives numerous indicators on doing business in Nepal. In order to launch a business there are 7 steps involved at a cost of 74.1% of Nepal’s GNI per capita. The World Bank gives the country a score of 3 on the Disclosure Index. There is an official credit registry, covering 1 borrower per 1000 adults. Nepal scores 3 on the Credit Information Index Rating, while the regional and OECD averages are 1.7 and 5, respectively. The World Bank also reports a 2.4% income per capita cost in creating collateral.  
Regulatory and Legal Environment of Nepal
To enforce a contract in Nepal there are 28 procedures involved. It takes approximately 350 days at a cost of 25.8% of debt. Filing for bankruptcy takes an average of five years with a cost of 8% of estate value. The recovery rate for creditors is $0.25 per US dollar, compared with the regional average of $0.21 and the OECD average of $72.1.

The law in Nepal does not actively restrict the function of microfinance. It is necessary, however, to obtain an operating license from the Central Bank that coordinates the licensing with relevant government ministries. Commercial banking institutions are also free to undertake microfinance lending. There is a lack of restrictive legislation when it comes to credit unions in Nepal. The 2004 Bank and Finance Ordinance is responsible for overseeing and regulating any issues pertaining to the microfinance sector in the country.

According to the International Trade Administration of the United States (ITA), the most significant foreign investment laws are the Foreign Investment and One Window Policy of 1992, the Foreign Investment and Technology Transfer Acts of 1992 and 1996, the Finance Act of 2002 and most recent Finance Ordinance 2004 (an annual budget act), the Immigration Rules of 1994, the Customs Act of 1997, the Industrial Enterprises Act of 1997, the Electricity Act of 1992, and the Patent, Design and Trademark Act of 1965.

Microfinance Institutions (MFIs) and Commercial Banks’ Involvement in Nepal
As of mid July 2004, there were 17 commercial banking institutions according to the Nepal Rastra Bank (Central Bank). All 17 banks are directly or indirectly contributing towards the promotion or development of the microfinance sector in Nepal. Some of them have been providing savings and credit services directly to micro entrepreneurs and some are contributing through wholesale loans to MFIs for on lending to poor families.  
A recent study by Shalik Ram Sharma, the Chief Executive Officer of  The Centre for Micro-Finance Pvt. Limited (CMF) states that there were 9 rural microfinance development banks, approximately 2,800 savings and credit cooperative societies (including multipurpose cooperatives that have been primarily functioning as savings and credit cooperatives), 1 Women Cooperative Society with microfinance program, 44 Financial Intermediary Non-Governmental Organizations (FI-NGOs), 3 NGOs, 1 Small Farmers Development Project and 1 Deprived Sector Credit Program as of mid July 2004. These MFIs/Programs have provided a cumulative loan amount of US$387 million to 559,300 micro entrepreneurs, of which 79.76 percent were women. These micro borrowers had generated savings of US$46 million as of mid July 2004. The study also indicated that there were two basic services offered to these borrowers: loan products to group members without any physical collateral with a provision of members guaranteeing timely repayment of other member's loan and savings products  (compulsory and voluntary deposit).  A few MFIs have also introduced micro insurance products in a limited scale. The Nirdhan Utthan Bank, currently the biggest MFI in Nepal, has planned to provide micro insurance services to all of its 64,000 women clients beginning this year.
Department of Cooperative's statistics claim that there were 2,345 savings and credit cooperative societies (credit unions) in the country with an associated client number of more than 251,000 by mid July 2004. Their services include mainly the savings and credit products. 
Nepal is active in terms of microfinance networking. The networking organizations include the Nepal Federation of Savings and Credit Cooperative Unions Ltd. (NEFSCUN), Microfinance Bankers Association (MBA) and the Grameen Network Association (GNA). Currently, NEFSCUN has 463 savings and cooperative societies as members.
The Central Bank reports that there are 53 microfinance institutions in Nepal, of which 44 are FI-NGOs and 9 are full-fledged microfinance banks. 15% to 20% of MFIs are considered completely sustainable. Among those are Nirdhan Utthan Bank, Swabalamban Bikas Bank, Chhimek Bikas Bank, DEPROSC Development Bank and Paschimanchal Grameen Bikas Bank. For other MFIs to achieve sustainability, there is a need to build their institutional capacity and provide easy access to wholesale funds.  From its inception in 2000, CMF has assisted MFIs with training, on-site technical assistance, research and studies through the Ford Foundation and Canadian Cooperative Association's financial assistance. Similarly, four wholesale lending microfinance institutions: Rural Self Reliance Fund, Rural Microfinance Development Centre, Sana Kisan Bikas Bank and National Cooperative Bank have been providing wholesale funds to MFIs.  But given the increasing demand from MFIs for capacity building and wholesale funds, the coverage of CMF and of the four wholesale microfinance institutions are inadequate.  
National Committee Activities of Nepal

The National Committee of Nepal is committed to the International Year of Microcredit by increasing awareness, conducting research, and working to restructure laws in order to build inclusive financial sectors. The members of the Committee include those from the government, nonprofit and private sectors. 

The activities of the Nepal National Committee include using appropriate media to raise awareness on the importance and ability of microfinance services, organizing microfinance training programs, and disseminating success stories. The National Committee has published a report, a pamphlet called “Common Interest,” and a magazine that covers IYM activities. Its media campaign also includes 10 news clips, short articles and a CD containing “TV Interaction Program on Microfinance.” Documentaries on “Revolution against Poverty” as well as on the practices of Chhimek Bikas Bank, one of the nine major MFIs in Nepal, have also been made. Additionally, the Committee promotes capturing best practices in microfinance and disseminating them through media, workshops, and audio visuals. An event was held in September 2005 called “Interaction Program on the Linkages between Microfinance and Millennium Development Goals: How Policy Makers Can Help Increase Impact.”

The Committee is undertaking various kinds of research surrounding microfinance and is developing future strategies to increase access to sustainable microfinance services for the rural poor. Areas of research include microfinance in conflict situations, problems and constraints of MFIs in the hills, and sustainability of information savings and credit organizations. Nepal is also designing and updating monitoring and reporting tools. In addition, the Committee is organizing and providing capacity building activities to MFIs. The Committee is also reviewing microfinance-related legislation and suggesting appropriate legislation which will allow MFIs to grow and provide sustainable services.
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