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Introduction



Background

While the current volume and
risk of deb distress is assessed
as low, rapid rise raises some
questions:

• What is driving the rapid
accumulation of public debt?
(any structural drivers?)

• Is Nepal veering towards a
path of unsustainable debt
accumulation?
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Nepal’s public debt structure 
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Composition of internal debt

Treasury Bills
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Employment
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Nepal’s public debt 
stock (FY 2021/22)

Internal
debt

Externa
l debt

% of GDP

Outstanding debt of non-financial state-owned enterprises (SOE) 6.5% (already accounted for)

Loan guarantees 0.6% (already accounted for)

Contingent liabilities arising from PPP not reported

Table source: World Bank-IMF joint assessment



Debt indicators
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Debt servicing has seen a significant increase in 

recent years: 4.1% of GDP in FY 2022/23 and 

4.5% of GDP in FY 2023/24 



Major drivers of public debt



Major drivers-ambitious development plan without 
the necessary state capacity

• Nepal’s ambitious 
development plans 
envisions significant role of 
public investment 
(government expenditure)

• But limited state capacity—
ineffective implementation 
of plans, lack of capacity in 
project selection, dismal 
capital expenditure, 
wasteful expenditure—
increases expenditure but 
without adequate return.
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Capital expenditure trends

Capital expenditure

capital expenditure/budgeted capital expenditure (%)



Major drivers-issues in the implementation of 
federalism

• A sustained rise in federal 
government expenditure 
after the implementation of 
federalism in FY 2017/18

• Direct federal expenditure 
(expenditure net of 
intergovernmental transfers) 
(as % of GDP) has not seen a 
significant decline 
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Major drivers-increase in social security 
expenditure

• Social security expenditure has seen 
a meteoric rise. 

• Some of the expenditures in the 
heading such as old-age pensions 
have been criticized as being 
electorally motivated.
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Social security expenditure trends



Major drivers-change in foreign aid patterns

• In FY 2013/14, grants constituted 
66.4 percent of total ODA receipts, 
while loans represented 17.9 
percent and technical assistance 
(TA) represented 15.7 percent of 
total ODA receipts.

• In FY 2017/18, loans constituted a 
significant 67 percent of total ODA 
receipts compared to 21.5 percent 
for grants and 11.4 percent for TA 
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Major drivers-narrow revenue brand

• Nepal’s revenue collection is heavily dominated by import-based 
taxation. For instance, import-based tax accounted for 48.1 percent of 
total tax revenue in FY 2020/21 and 54.3 percent of total tax revenue 
in FY 2021/22.

• Income taxes account for only a quarter of the tax revenue, with 
indirect taxes accounting for the most of the government’s tax 
revenue.

• Weak inland tax collection (and capacity) and a large informal trade 
(purported to have increased in recent years) constrain government’s 
revenue mobilization.



Major drivers-institutional issues

• Lack of adequate preparation and wasteful practices: Projects that have 
not undergone the necessary preparations are included in the budget, 
projects which were not included at the start of the budget are forcefully 
included during the implementation, a mammoth proportion of capital 
expenditure is spent only at the end of the fiscal year, and there is a major 
abuse of budget head change and source change. Wasteful expenditure is 
a significant concern.

• Weak capacity to mobilize government expenditure: Even the projects that 
are accorded the highest priority—national pride projects—face 
implementation issues (significant time and cost overruns). Foreign loans 
(concessional) are significantly less than what is targeted by the budget. 



Concerns

• A rapidly rising public debt without adequate returns (heavily dominated by 
recurrent expenditure but low quality of capital expenditure)

• Institutional issues (issues in public finance administration; low utilization 
of concessional foreign loan)

• Changing external loan landscape: LDC graduation and graduation in 
income category (potential decline in the level of concessionality in 
external loans; potential borrowing from capital markets)

• Public debt vulnerable to shocks: remittance shocks, growth shocks

• Loss of fiscal space to deal with climate change and other sustainable 
development agenda



Geopolitical and societal impacts

• Increasing concern about the state of public debt: regular news headline 
about how public debt accumulation has multiplied; people not significantly 
affected yet but are concerned about the rising public debt.

• Political and civil sphere are conflicted about Chinese loans: public 
debates are replete with questions such as whether Nepal should be a 
part of China’s BRI, whether Nepal should receive only grants from China 
or also loan.

• Concerns about non-transparency of Chinese loans (for instance, interest 
rates) and  Nepal’s engagement with BRI.



Lessons learned

Nepal’s national study as well as a synthesis study of three South 
Asian countries (Nepal, Pakistan and Sri Lanka) offers important 
lessons.

• Country context is important

• Fiscal profligacy is at the heart of public debt issues

• While Chinese loans have contributed to the debt distress in the 
region, perhaps its impact is overblown (the biggest issue with 
Chinese loans seems to be transparency)



Recommendations

• Reforms to rein in politically-expedient fiscal 
profligacy. 

• Reforms to solve political issues (current 
weaknesses in the implementation of federalism).

• Reforms and capacity building in public finance 
administration to rationalize wasteful public 
expenditure, diversify revenue, better execution of 
development projects, promote transparency, and 
better mobilization of concessional foreign aid.



THANK YOU
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