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                             Nepal: Economic Overview

Nepal is one of the poorest and least developed countries in the world with about one-third of its population living below the poverty line. Agriculture is the mainstay of the economy, providing for a livelihood for three-fourths of the population and accounting for 38% of GDP. Industrial activity mainly involved the process of agriculture produce. Security concerns relating to the Maoist conflict have led to a decrease in tourism, a key source of foreign exchange. Prospects for foreign trade or investment in other sectors remain poor due to Nepal’s small economy, its technological backwardness, its remoteness, its landlocked location, its civil strife, and its susceptibility to natural disaster.
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Economic Indicators
· GDP (exchange rate): $6.655 billion

· GDP (PPP): $39.9 billion; GDP (PPP) per capital: $1,400

· Official 2005 estimated growth rate: 2.7%

· Imports: $2 billion; Exports: $822 billion

· Unemployment: 42%; Population below poverty line: 31%

· Currency Inflation Rate: 7.8%

· As of 2006, the exchange rate has been around 73 Nepalese rupee (NPR) to US Dollar

· Household income or consumption by percentage share - lowest 10% 2.6%, highest 10% 39.1%

Economic Structure
· GDP by sector: agriculture 38 %, industry 21%, services 41%

· Labor force by sector: agriculture 76%, industry 6%, services 18%

· Nepal has a severe lack of skilled labor. The rate of unemployment and underemployment approaches half of the working-age population. Thus, many Nepalese move to India in search of work. Poverty is acute.

· Major Export Partners: India 53.7%, US  17.4%, Germany 7.1%

· Major Import Partners: India 47.5%, UAE 11.2%, Saudi Arabia 4.9%, Kuwait 4.1%

· In June 1998, Nepal submitted its memorandum on a foreign trade regime to the World Trade Organization. In May 2002, it began direct negotiations on its accession. Nepal officially joined the WTO in 2004.

· In 2004, Nepal joined the South Asia Free Trade Agreement that guaranteed a zero customs duty on the trade of practically all products in the region by the end of 2012.

Political Considerations
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Political System: Transitional Government. In 1990, the Nepalese government began the process of transitioning from an absolute monarchy to a parliamentary monarchy.

· Governments in Nepal have tended to be highly unstable, as no government has survived for more than two years since 1991, either through internal collapse or parliamentary dissolution by the monarch.
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The Nepalese government has used a series of five-year plans to make progress in economic development. The ninth economic development plan was completed in 2002. Nepal’s Five-Year Plans have resulted in making the currency convertible and privatizing 17 state enterprises.

· The Tenth Plan delayed due to government instability and finally approved in 2003 and aims to reduce poverty by 30% by 2007.

· In response to the fiscal crisis and critical need to improve delivery of basic public services, the Government approved the Immediate Action Plan (IAP) in 2002 to improve public expenditure management, delivery of basic services, and governance and accountability.

Attractions

· The Himalayas provide Nepal with its two major economic resources - tourism and hydroelectricity.
 
· With 8 of the world’s 10 highest mountain peaks, including Mount Everest, tourism is still growing. Swift rivers flowing south through the Himalayas have massive hydroelectricity potential to service domestic needs and growing demand from India.

Trouble Spots

· With one-third of the population living below the poverty line and lack of skilled labor, prospects for investment are low.

· Transportation and communication difficulties have hindered the growth of industry and trade.

· Recently, tourism has been hurt by the escalation of conflict with the country’s Maoist rebels.

· Despite efforts to increase revenue through intense collection measures, domestic revenue only increased by 4.5% in 2002, down sharply from 12.3% in 2001.
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