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OVERVIEW

Despite the Government of Nepal’s success in reducing poverty, progress in 
human capital remains limited. According to the Human Capital Index, a Nepali 
child born today can expect to attain only 50 percent of her/his full productive 
potential. This is due to several factors. For example, while coverage of primary 
education is high, it falls short at the secondary level, and quality of education 
remains a challenge. Gains in infant and maternal mortality coexist with a high 
prevalence of stunting; quality of care remains an issue as does the level of out-of-
pocket spending on health. Poverty and vulnerability to shocks, including climate 
shocks, are also particularly striking. The high prevalence of labor market informality 
has resulted in sub-optimal wages and productivity for most workers. Disparities are 
observed along multiple dimensions – economic, geographic as well as across ethnic 
groups and castes. These dimensions often reinforce one another, leading to deeply 
rooted vulnerability. 

The COVID-19 crisis is exposing key structural challenges to improving human 
capital. In addition to its consequences in terms of lost income, education, 
safety, life, and health, the pandemic has highlighted the vulnerability of already-
disadvantaged households. It has also revealed the limited ability of social programs 
and systems to respond to crises effectively, efficiently, and equitably. Another 
challenge is that different levels of government share concurrent functions. Limited 
coordination mechanisms have often resulted in duplicate efforts and confusion in 
the Government’s response to the crisis. Finally, the crisis has brought to light the 
severe capacity constraints that exist at the local government level.

Nepal’s transition to a federal state presents an opportunity to promote greater 
human capital accumulation. The transition is an ambitious shift, requiring 
significant reforms and investment to equip all levels of government with the tools, 
resources, and skills to perform new functions. International experience suggests that 
federalism can improve the efficiency and accountability of public service delivery. 
But it highlights that this will likely only take place under specific conditions, including 
sufficient local government autonomy and capacity to deliver services (as per local 
needs), strong accountability, good governance, a sufficient degree of expenditure 
and revenue decentralization, and political commitment to the reforms. It also 
shows that long-standing inequities risk being exacerbated unless public policy 
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brings forward targeted equalization measures and financial 
incentives. 

This public expenditure review (PER) provides a diagnostic 
of the challenges facing Nepal’s human development 
sectors as they strive to improve human capital in a 
federal context. The review assesses public expenditures as 
well as the processes of planning, budgeting, implementation, 
and reporting in three human development-pertinent sectors: 
education, health, and social protection. These sectors were 
particularly affected by Nepal’s transition and the resultant 
reallocation of functions and expenditures across government 
levels. The sector-specific issues addressed in the PER, 
however, are cross-cutting, affecting equity, access, efficiency, 
and accountability of services in similar ways. In this context, 
the PER addresses four questions: 

• Are national level expenditures on human development 
commensurate with Nepal’s policies and service delivery 
objectives? (Chapter 2)

• Is the allocation of functions across levels of government 
clear and adequate to address Nepal’s service delivery 
demands? (Chapter 3) 

• Is the allocation of resources across levels of government 
commensurate with their functions? (Chapter 4) 

• What are the key challenges in service delivery at the local 
level? (chapter 5) 

Are national level expenditures on 
human development 
commensurate with Nepal’s 
policies and service delivery 
objectives (Chapter 2)?  

In the health sector, increasing the level of public expenditure 
and improving quality of care and human resources is 
critical. Access to reproductive, maternal, neonatal, and 
child health services has progressed less in recent decades. 
The prevalence rate of modern methods of contraception, for 
example, has remained in the 43-44 percent range since 2016. 
The prevalence of stunting amongst children under five is 
high—at 32 percent as of 2019. These challenges persist in part 
due to the level of out-of-pocket spending on health. Estimates 
suggest that out-of-pocket spending, as a share of current 
health expenditure, was 58 percent in 2017—a figure indicative 
of low levels of public spending on health. In 2017, government 
health expenditures represented around 1.3 percent of GDP (five 
percent of general government expenditures), while the average 
for low-income countries and the region were 2.8 and 2 percent 

respectively. Accordingly, there are pressures to expand public 
spending on health and improve spending efficiency. To these 
ends, the Government of Nepal introduced a national health 
insurance program to address the demands of the Nepalese for 
more comprehensive care and improved financial protection. 
However, various enrollment and implementation challenges 
persist. Moreover, there is also a need for the Government to 
improve the financing and implementation of its Basic Health 
Service Package (known as BHSP), including the number 
and quality of its health workers that are meant to deliver the 
package effectively.  

Improving the allocation and efficiency of resources is 
critical to improving education outcomes. Education is 
accorded a high priority in Nepal’s national budget. Total 
public expenditure represented 4.2 percent of GDP in FY20, 
higher than the average for the region (3.8 percent) but lower 
than the average for its income group (4.5 percent). In FY22, 
education represents around 10.9 percent of total expenditure. 
These resources are not sufficient to meet the Government’s 
own strategic development plans and standards. As a result, 
households represent a core source of funding for all school 
level education (K-12), despite the fact all Nepalis are entitled 
to free public education. This financial burden can exacerbate 
inequities. Moreover, efficiency outcomes are mixed: 
compared with similar countries, graduation rates are high, 
but so are repetition and dropout rates, for example. There 
is also scope for improving learning by addressing low public 
investments in early/pre-primary education and addressing 
the shortage of teachers. A divided and fragmented teaching 
force contributes to variations in education access and quality. 
Accordingly, there is a need to consolidate the teaching force 
and improve the equitable distribution of quality teachers. 

In social protection, improving coverage of the poor and 
vulnerable and inter-ministerial coordination is essential to 
improving outcomes. The Government spends a substantial 
amount on social protection, devoting around 1.4 percent of 
GDP to social assistance in FY19, higher than levels observed in 
the region or among similar countries. In FY22, social security 
represents around 11.6 percent of total expenditure. Yet, social 
assistance programs in Nepal have relatively limited coverage, 
serving about a third of the population, hence most households 
rely on private mechanisms for social protection. Improving 
outcomes and the efficiency of the existing expenditure 
calls for greater allocation or reallocation towards under-
covered risks. In particular, few programs explicitly target the 
poor and promote their economic inclusion. Also, programs 
focusing on early years remain inadequate despite evidence 
about their impact on human capital. Simulations suggest 
that covering all eligible households, adding a transfer to the 
economically poor (bottom quintile), and increasing the child 
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grant level would cost below 2 percent of GDP by 2025. Greater 
efficiency also calls for programs that are flexible and scalable 
in response to shocks, as well as transparent mechanisms to 
identify those most in need. Overall, substantial fiscal space 
could be created by focusing existing programs more on the 
most vulnerable and poorest.

Is the allocation of functions across 
levels of government clear and 
adequate to meet Nepal’s service 
delivery demands (Chapter 3)? 

In heath, the Constitution has defined certain roles for 
the federal, provincial, and local government level; 
however, challenges remain. The Federal government 
has roles such as setting national standards, while local 
governments are responsible for delivering the BHSP. While 
such general functions are clear, there exist 15 concurrent 
functions across all levels of government. And some functions 
are not yet allocated (e.g., epidemiologic surveillance and 
primary care curative services). This ambiguity, if not resolved, 
will affect human resource deployment, service provision, 
quality assurance, and oversight functions. For example, 
procurement is undertaken both by local level governments 
and by 47 central entities, leading to missed savings from bulk 
orders and pressures on procurement capacity. The level of 
coordination required for key health sector functions (e.g., 
referral mechanisms and payments, cold chain management, 
and surveillance) is also insufficient. 

In education, local governments are entrusted with most 
functions related to basic and secondary education, though 
the designation of some of the critical functions need to 
be further clarified. For example, there is confusion regarding 
some critical administrative functions, including curriculum 
development, examination/assessment management, 
and human resource management. The education act 
under preparation will play a critical role in clarifying these 
functions. Since some institutions, especially at district level, 
were eliminated post-federalism, it is also critical that their 
functions be properly allocated; and corresponding capacities 
established. Finally, as per the Intergovernmental coordination 
Act (2020), an Education Sectoral Committee is to be established 
to strengthen coordination between different government 
levels and professional entities. This will help promote the 
adherence to quality and other service standards. 

Nepal has a robust legal basis for social protection, but the 
lack of an integrated policy framework and the concurrency 
of key functions raise challenges. Establishing a clear division 
of responsibilities and a coordination mechanism across the 
three levels of governments are key to achieve the objectives 
as they are defined by the law. While the responsibility for the 
largest programs, including social security allowances, public 

sector pensions schemes, social security fund, and health 
insurance, is still held at the federal level, the actual delivery 
of most programs has been decentralized to local levels. To 
reduce duplications and address gaps in coverage of the poor 
and early years, greater coordination is needed both between 
federal agencies and across levels of government. 

Overall, across the social sectors, federalism offers 
opportunities for service integration. Increasing human 
capital typically calls for simultaneous interventions and 
for mechanism to help individuals progress from one 
program to another over their life cycle. Federalism moved 
the responsibility of many programs to local governments, 
which provides a unique opportunity to coordinate functions 
and integrate services on both demand and supply sides. 
Particularly for early year interventions, coordination across 
health, education, and social protection could significantly 
improve outcomes. For example, social protection sector 
mechanisms could ensure that a Safe Motherhood Program 
beneficiary systematically registers her child’s birth, or that 
child grant beneficiaries also get their vaccinations. 

Federal functions are critical to ensure equity, quality, and 
economies of scale. These include, among others, setting 
standards, developing core management information systems, 
and ensuring compliance. Economies of scale might also call 
for greater centralization of some functions or mechanisms to 
ensure collaboration across local levels. In health, there might 
be scope for greater economies of scale in some procurement 
processes. In education, small local level governments, which 
tend to lack schools offering higher grades, could benefit from 
entering in interregional agreements to address common 
issues and share resources. More generally, while local 
governments can complement federal programs to promote 
greater human capital among their population, the federal 
government has a critical role to play to promote equity – both 
by ensuring a minimum level of services or benefits across 
the country and by supporting the poorest areas’ efforts to 
address poverty and human capital.

Is the allocation of resources 
across levels of government 
commensurate with their functions 
(chapter 4)? 

The federal government retains significant control over 
many social services. The decentralization of resource 
varies greatly across health, education, and social protection: 
in FY21 (fiscal year 2020-2021), 64 percent of education 
expenditure, 22 percent of health expenditure, and 6 percent 
of social protection expenditure were budgeted for local levels. 
However, the federal government maintains a certain level of 
influence even on these resources since much of the local 
health and education budgets are in the form of conditional 
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grants. Federal conditional grants or payment authorizations 
represented over 90 percent of local-level health and 
education expenditures in 2018; and local levels only allocated 
2.2 percent of their discretionary resources to social sectors. 
Therefore, social sectors have remained funded along the 
same lines as they were pre-federalism when government 
expenditures were provided through categorical allocations or 
programmatic grants. 

Conditional grants were designed to finance decentralized 
functions; however, they are insufficient in volume. Costs 
are substantially higher than allocations. In FY19, the school 
sector budget allocated NPR12,600 per student, while a 
costing exercise estimated full costs between NPR64,000 
and 114,000. Similarly, total health expenditure (capital and 
recurrent) is estimated to be around US$23 per capita, far 
from the recommended minimum for capital and recurrent 
expenditures (US$15 and US$65 per capita, respectively). In 
addition, recurrent spending accounted for almost all public 
spending in education and health (over 95 percent in FY18). 
Such low capital spending signifies a lack of investments in 
key infrastructure and systems, which could further exacerbate 
existing shortcomings. 

Prescriptive allocation formulas can limit efficiency, 
while ensuring national priorities are met. In some areas, 
conditional grants come with highly detailed budgets, 
constraining local levels’ ability to meet local needs (e.g., if local 
disease burdens deviate from the conditional grant’s line items). 
Earmarking conditional grants does allow federal governments 
to guarantee spending on areas of national priority. However, 
a high degree of prescription and earmarking could also limit 
the flexibility of local governments to adjust to local conditions. 
Indeed, while school education and primary health services are 
under the jurisdiction of local levels, conditional grants specify 
the activities to be funded, limiting the authority of local levels 
to organize social services under their jurisdiction. Moreover, 
local governments may receive funds from different sources 
for the same functions, which could lead to confusion and 
jeopardize monitoring and accountability.

The equity impact of the grant allocation system is mixed. 
The conditional and equalization grants are designed to reflect 
variations in local conditions, providing greater resources per 
capita to municipalities with smaller populations, larger land 
areas, more wards, remote locations, and larger distances 
between communities and schools or health centers. In health, 
per capita spending was higher in low population density areas 
and in more rural provinces, which could partly be explained 
by variations in the costs of service delivery. In education, unit 
costs show high level of variations by geography and school 
size, suggesting a significant source of inefficiency in terms 
of the allocation of government resources. Finally, by design, 
most social protection programs do not explicitly address 
poverty or inequality – hence the allocations for four of the 
largest programs (social security allowances, safe motherhood, 

scholarship, and midday meal) do not contribute to reducing 
inequity between local levels. In all, the establishment of an 
effective, equitable, and transparent grant allocation system 
remains work in progress requiring continuous monitoring 
and improvements.

What are the key challenges in 
service delivery at the local level 
(Chapter 5)? 

The budget execution rate is high at local and provincial 
levels, although some bunching occurs at the end of 
each fiscal year. On average, local governments executed 
80 percent of their budgets in FY19 (compared with 84 and 
55 percent at the federal and provincial level). Execution of 
conditional grant was particularly high (90 percent). For capital 
budgets, low amounts were compounded by lower execution 
(for instance, local levels spent 87 percent of their recurrent 
health budget, but only 32 percent of their capital budget in 
FY18). Some expenditures are also concentrated at the end of 
fiscal years, which limits efficiency and can lead to waste or 
non-compliance with regulations. 

Budgeting, funding, and reporting processes are complex 
and disconnected. Most local governments completed all 
the required steps in the budgeting process as defined by 
the Intergovernmental Coordination Act, but not always 
fully nor in the right sequence. Local planning is at times 
constrained by the fact that information about conditional 
grant allocations arrives too late in the process. Planning is 
constrained by use of different categorizations in processes 
of budgeting and reporting (financial reports for conditional 
grants use economic and functional categories but do not 
link expenditures to programs/activities used in the allocation 
process; sectoral MISs support physical progress reporting, but 
often cannot be reconciled with financial reports). While local 
governments made significant progress in adopting financial 
management practices, greater support and capacities are 
still needed to ensure full use of the Sub-national Treasury 
Regulatory Application (SuTRA) and the integration of 
budgeting processes across all levels of government. Also, 
multiple sources of funds and fund flow timelines create a 
heavy workload for local governments, jeopardizing allocative 
efficiency and accountability. Lastly, discretionary funds or 
private providers are not always accounted for, due to lack of 
clarity as to whether and how to do so. 

Improving human resources is critical for front line service 
provision. Improving teacher management is one of the 
most critical issues to address education service delivery. In 
health, there are reports of insufficient numbers of sanctioned 
positions and issues regarding their fulfillment, particularly in 
rural municipalities. Lack of sufficient training for lower cadre 
health workers and poor retention exacerbate quality issues. 
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Across sectors, there are also limited incentives for deployment 
in remote areas. 

Finally, significant geographic variations in infrastructure 
and technology affect delivery in some areas. Overall, 
infrastructure is most advanced in hills areas and metropolitan/
sub-metropolitan local levels. In the health sector, while 
physical infrastructure has improved in recent years, gaps 
remain between primary, secondary, and tertiary health 
facilities (with most issues in health posts and health centers). 
Internet connectivity, which is critical to the modernization of 
services and use of MISs, presents similar variations. 

Recommendations to improve the 
impact of human development public 
expenditures 
Multiple stakeholders need to be mobilized to refine, 
implement, and monitor the recommendations presented 
in this section, including central agencies involved in 
the allocation of resources (Ministry of Finance, National 
Planning Commission, and National Natural Resources and 
Fiscal Commission); sectoral agencies responsible for policy 
formulation, setting of standards, program design, and 
monitoring; provincial and local governments responsible for 
implementation and allocation of sub-national resources; as 

well as professional associations and those representing the 
users or beneficiaries of social services (teachers, doctors, 
health workers, social workers, parents, and patients). 

These recommendations seek to strengthen systems and 
programs for increased inclusion and resilience, in the 
context of the country’s transition to federalism. As such, 
these recommendations, which support the acceleration of 
human capital in the country, are a key component of the 
Green, Resilience, and Inclusion (GRID) agenda. For example, 
recommendations under pillar 1 seek to improve household 
resilience through the provision of increased and expanded 
integrated support in key priority human development areas. 
On other hand, recommendations under Pillar 3, whose 
main objective is the set-up of robust management and 
administrative systems, including notably the social registry, 
will enable the Government to provide support to any eligible 
household in the event of a future shock, thus effectively 
contributing to both inclusion and resilience. The same can be 
said of recommendations under Pillar 4, which seek to reform 
fiscal transfers for increased spending flexibility and equity. All 
of which would be supported by key reforms under Pillars 2 
and 5, which are critical pre-conditions for the effective and 
efficient delivery of health, education, and social protection 
services in a federal context.

Improve resource allocation and program design to address gaps and mainstream delivery 

Address gaps by improving resource allocation and design of programs: In particular, the Government 
of Nepal should increase investments in early years such as mother and child benefits, childcare, nutrition 
support, pre-primary education, and comprehensive programs for young children (especially those 
living in poor households); improve the implementation of the BHSP, ensuring it also addresses non-
communicable diseases and the promotion of healthy behaviors; bring the Prime Minister Employment 
Program to scale and operationalize the Social Security Allowance for the Economically Poor (as per the 
Social Security Act) to address economic poverty; promote education systems, and in particular technical 
and vocational education training, as well as economic inclusion programs to increase resilience and 
facilitate the transition to a green economy;  and ensure services are shock-responsive, including by 
ensuring the PMEP and SSAs can be scaled up when needed. 

Integrate and mainstream local delivery processes for a more holistic approach: Government 
investments can yield additional benefits by promoting transitions between programs (for instance, 
ensuring eligible children receive all relevant services of registration, vaccination, child benefit, childcare, 
and pre-primary education. Or ensuring adults visiting employment service centers are referred to skills, 
entrepreneurship, or credit programs). Streamlining processes can also significantly reduce administrative 
burdens for both local levels and beneficiaries (including outreach, intake, registration, grievance redress, 
and data collection processes).

Improve clarity of functions, establish performance standards, and ensure coordination

Revise function allocation to clarify roles: In education, greater clarity in functions is needed for 
activities related to curriculum, student assessments, teacher management, and the status of private 
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schools. In health, the government could consider improving drug procurement is efficient and equitable, 
as well as further unbundling some of the concurrent functions existing across different government levels. 
Finally, in social protection, it is critical to adopt the overarching national strategy to reduce duplication, 
establish clear objectives, and establish linkages between programs and levels. 

Strengthen the federal role in coordinating and defining standards: Across sectors, it is critical for the 
federal level to set/monitor standards as well as strengthen regulation and coordination with the private 
sector. In addition, the federal level has specific additional roles to play in education (to improve school 
quality, reduce inequalities and inefficiencies, and improve management and accountability), health 
(establish health networks, referral mechanisms, and emergency management), and social protection 
(maintain an integrated social registry and payment platforms, as well as coordinate interventions and 
trigger responses to shocks). 

Set up comprehensive management systems, and encourage their use by all actors 

Set up comprehensive financial management processes and systems: it is critical to prepare simple 
systems/guidelines that ensure timing of processes across levels are coordinated; streamline fund flow 
processes, modalities, and timelines for different programs/sources of funds; integrate physical and 
financial reporting systems (using similar categories/coding and covering all sources of funds); and ensure 
local levels are equipped with the hardware, software, and connectivity required to use the systems in their 
regular tasks. 

Promote sectoral systems, including an integrated social registry, to improve delivery: Sectoral 
agencies should ensure their information platforms serve the needs of local levels to plan/monitor 
financial and physical implementation jointly; and the federal level should establish an integrated social 
registry for programs to efficiently identify their beneficiaries (in particular the poor/vulnerable) and 
coordinate interventions, including for better disaster response. 

Reduce financing gaps, promote equity, increase flexibility, and promote good management 
practices

Increase resources to be commensurate to functions and promote equity: Ensure grants for federal 
programs with specific standards are based on realistic cost estimates, covering all aspects of service 
delivery (including operating costs), and including both recurrent and capital spending. Also, channel 
additional resources to support lagging areas and promote equity (by increasing the importance of 
relevant indicators in fiscal equalization or revenue sharing formulas, or by revising the special grants 
guidelines to target these areas with programs aimed at improving these outcomes). 

Introduce greater flexibility and incentives to promote good management practices: Ensure 
conditional grants are more flexible, allowing for local accountability and responsiveness, and provide 
incentives to encourage use of data systems for improved planning and monitoring  (e.g. incentives to use 
particular management or  administrative systems, contribute to national systems such as the integrated 
social registry, publish key budgets and expenditure information using national PFM systems, and better 
manage assets).

Strengthen human resources management and capacity for improved service delivery and quality

Improve human resource management to ensure efficiency and quality: This calls for strengthening 
institutions (e.g., operationalization of provincial civil service commissions); completing the redeployment 
of core civil servants; and promoting better recruitment, allocation, skilling, and retention of staff. In 
education, one option could be to give the authority of hiring, firing, and deploying teaching force to a 
decentralized local authority, while ensuring equitable distribution of quality teachers. 

Strengthen all levels’ capacity to perform their key functions: The long-term success of federalism 
hinges on the adoption of a nation-wide capacity building strategy that addresses the large-scale need 
for permanent skilling across all levels and areas. It also depends on the provision by central and sectoral 
agencies of technical assistance to help local officials effectively use sectoral and management systems. 
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1. Nepal has achieved decent growth rates and rapid poverty reduction over 
the past two decades.1 Gross national income per capita more than quadrupled 
from FY01 to reach US$1,090 in FY19, allowing the country to attain lower-middle-
income country (LMIC) status (Figure 1).2 Correspondingly, poverty fell from 46 percent 
in 1996 to 15 percent in 2010, one of the fastest reductions in the South Asia region, 
and is estimated to have declined further up to 2019). At 21.8 percent of gross domestic 
product (GDP) in FY19, Nepal’s revenue collections are higher than the average in South 
Asia and among low-income countries. Much of this is due to its success in increasing 
tax revenues, which reached 19.1 percent of GDP in FY19 (Figure 2).

2. Nepal has made significant progress across many human capital dimensions 
in the past 20 years, though shocks remain a threat to achievements. The 
Government of Nepal is committed to achieving the Sustainable Development 
Goals by 2030, including improving its health, education, and social protection 
systems. However, on average a Nepali child born today can expect to attain only 
50 percent of her/his full productive potential (the potential s/he could reach if s/
he had experienced full health and education attainment by 18, [see Figure 3]). 
This is below the global average of 56 percent, which is itself a poor performance. 
In addition, shocks (natural, economic, and climate change related, governance, 
and so on) are prevalent in Nepal. Macroeconomic fragility, limited resilience of 
human development sectors, and high vulnerability of the population have long-
term negative consequences for human capital accumulation. Shocks have led to 
negative coping strategies by households—like skipping meals, reducing intake of 

Figure 1. Per capita income, 2019

Source: World Bank 2020c.
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nutritious food, and taking children out of school—as well as 
reduction in access to health and education services as these 
services are either not able to continue functioning during 
shocks or not ready/rebuilt in time in the aftermath of crisis. 
More generally, as climate change increases, the prevalence 
of shocks and their significant direct impact on human capital 
can be expected, both in the short and the long run. 

3. Despite government mitigative measures, coronavirus 
disease 2019 (COVID-19) has affected household welfare 
and significantly increased the risk of poverty. The current 
COVID-19 outbreak has adversely affected the economy and 
the delivery of essential services, which can have significant 
long-term impact on human capital. The pandemic has had 
significant consequences in terms of lost income and difficulties 
in meeting basic subsistence needs. The economic shock 
imposed by COVID-19 is disproportionately affecting workers 
engaged in subsistence activities, who make up over half of the 
employed population.3 International border restrictions and 
economic downturns abroad also affect millions of migrants, 
forcing many to return home. This is disrupting remittance 
inflows, which were an important driver of poverty reduction 
in the past, and driving up unemployment. During lockdowns, 

COVID-19 is also contributing to price rises for essential goods, 
which adversely affect the poor. As a result, one-third of the 
population is at risk of falling back into extreme poverty. 

4. COVID-19 risks wiping out some of the gains on human 
capital, as in most countries in the region. In addition to the 
economic impact faced by households, the crisis has resulted 
in lost education due to protracted closure of schools; lost life 
and health from both COVID- and non-COVID-related illnesses 
as the population was unable to access or did not trust public 
health services as well as the stress on mental health; and 
increasing reports of gender-based violence. To date, the crisis 
is estimated to have led to an additional 60,000 malnourished 
children and an increase in child mortality by 26 percent and 
in maternal mortality by 32 percent.4 Nepal’s expected years 
of schooling adjusted for quality have dropped by 0.5 years, 
leading to the reduction of future annual earnings for Nepalese 
students by about US$296, and affecting poorer children 
disproportionately.5 The crisis is also expected to significantly 
affect GDP growth and the capacity of the government to 
mobilize tax revenues. The global pandemic had a double 
impact on the fiscal deficit, triggering a 1.2 percentage points 
of GDP drop in tax revenue between FY19 and FY20, as well 

Figure 2. Government revenues and expenditures, FY02–FY20 

Source: Calculations based on data from the Ministry of Finance.

3 Data based on Nepal Labor Force Survey 2018 (World Bank 2020b).
4 Global Financing Facility 2020. 
5 Radhakrishnan et al. 2021 and Sharma, Sherpa, and Radhakrishnan 2020. The present value of lifetime earnings for all students is expected to decrease by US$14 billion, three 
times Nepal’s annual education expenditure. Poor students reported had more limited access to remote learning than non-poor students (16 percent as opposed to 24 percent) and 
to teachers (21 percent as opposed to 27 percent). 
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as exacerbating expenditure needs for relief and recovery, 
including for vaccines (Figure 4).6

5. The government’s transition to a federal state could 
also affect human capital accumulation. The 2015 
Constitution brought 753 newly elected local governments 
into existence and defined mandates and roles for the federal, 
provincial, and local governments. The transition to federalism 
in Nepal is an ambitious shift, which requires significant 
reforms and investments to equip all levels of government 
with the tools, resources, and skills to perform new functions. 
International experience suggests that federalism can improve 
the efficiency of public service delivery. But it highlights that 
this will likely only take place under specific conditions. These 
conditions include, among others, sufficient local government 
autonomy and capacity to deliver services aligned with the 
local needs, strong accountability, good governance, and a 
sufficient degree of expenditure and revenue decentralization.7 
A stable political commitment to the implementation of these 
reforms is also critical, as frequent political turnover can 
constrain success. The political context is relatively complex, 
since Nepal includes over a hundred ethnic groups speaking 
over 92 languages and is topographically divided into three 
regions (the mountains, the hills, and the terai). A federal 
system was adopted in 2015 as a solution to decade-long 

conflicts between the groups which dominated the political, 
administrative, and business spheres, while those whose 
needs were not addressed. Federalism represents a window of 
opportunity for Nepal to improve its human capital outcomes 
under the framework of self-governance, provided that the 
challenges of political fragmentation and limited frameworks 
to organize coordination are addressed.

6. In addition to the significant hardship caused to 
households by the COVID-19 epidemic, the crisis has 
brought to light some of the key structural challenges 
Nepal faces in improving its human development 
outcomes. In particular, the crisis has highlighted the 
vulnerability of households, and the gaps in coverage of the 
poor and vulnerable (especially those living in urban areas 
and working in the informal sector). It has also shown how 
some social programs were not resilient to shocks (with 
significant disruptions in the provision of services) and how 
social protection programs were not able to respond to 
shock in an agile manner (with scalable features that allow 
them to rapidly expand in times of crises). In particular, the 
absence of a national social registry, which would have 
been instrumental to reach those most affected by the crisis, 
limited the government’s ability to respond efficiently. The 
crisis also pointed to significant inequity in access to quality 

Figure 3. Human capital index for key countries, 2020

Source: World Bank 2020c.
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basic human development services and programs. The lack 
of clarity in terms of roles of different levels of government 
for some key functions, the lack of standards, and the limited 
coordination mechanisms resulted in duplication or confusion 
in the delivery of the response to the crisis. Finally, the crisis 
brought to light the severe capacity constraints at the local 
level, both for the management and the delivery of services.

7. To systematically address these challenges, Nepal 
is initiating a shift to a green, resilient, and inclusive 
development (GRID) path. The approach adopted by 
Nepal recognizes that poverty reduction and the mitigation 
of (and adaption to) both climate change and environmental 
degradation are interrelated. The approach prioritizes the 
sustainability of public and private sector-led development 
initiatives (green), adaptation to risks and uncertainties 
(resilient), and a reduction of disparities in opportunities 
and outcomes (inclusive). In terms of human development 
sectors, this effort requires addressing the structural issues 
that hamper further improvements in human development 
outcomes. These include reforms to (a) improve the 
allocation of resources and the design of key programs; (b) 
clarify functions, including those related to coordination and 
standard setting; (c) set up sectoral and financial management 
systems, including a social registry, to improve management; 
(d) improve financing mechanisms to promote equity and 
efficiency; and (e) address human resource challenges to 
ensure that subnational governments have the capacity to 
efficiently delivery quality services, as detailed in Chapter 6. 

8. This public expenditure review proposes a diagnostic 
of the key challenges facing human development sectors, 
to identify options to further improve investments in 
Nepal’s human capital in the context of federalism. 
The purpose of this review is to assess public expenditures 
and the processes associated with planning, budgeting, 
implementation, and reporting in three sectors of human 
development: education, health, and social protection. The 

focus is on federalism, and hence the scope of the analysis is 
mostly on programs and activities which are affected by the 
reallocation of functions and expenditures across the three 
levels of government. Other functions which have not been 
affected by federalism reforms are not reviewed, such as 
vocational or tertiary education, pensions, or health insurance. 
Most issues, whether preexisting or arising out of the federal 
transition, are cross-cutting, affecting equity, access, efficiency, 
and accountability of the three sectors in similar ways. This 
includes, among others, issues of variations in coverage across 
different geographical contexts, mismatch between needs and 
resources, constraints in economies of scale, lack of clarity in 
the assignment of certain functions, weak intergovernmental 
coordination (vertical and horizontal), or lack of capacity at the 
local level cutting across the three sectors. Hence, this public 
expenditure review proposes to focus on these themes as 
they apply to the three sectors. Data sources and methods are 
discussed in the Annex. 

9. The public expenditure review is structured as follows. 
After this introduction, Chapter 1 briefly presents the few 
stylized facts about progress in human capital indicators, 
key persisting challenges, and important disparities along 
geographic and socioeconomic lines. Chapter 2 then briefly 
reviews national-level spending in social sectors as well as 
broad issues in service delivery. Turning to federalism, Chapter 
3 presents the allocation of functions across levels and 
highlights the issues. Chapter 4 then discusses the allocation 
of resources across three levels and identifies potential 
limitations. Chapter 5 focuses on actual service delivery at the 
local level, identifying challenges in implementation. Chapter 
6 concludes this report by proposing 10 recommendations 
that will be critical for Nepal to address the structural issues 
in human development, which have recently been highlighted 
by the COVID-19 crisis. Addressing these chronic issues will be 
essential to put Nepal on a path toward GRID. 
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10. In education, Nepal experiences mixed progress, combining high coverage 
in primary education with challenges at the secondary level. Overall, 95 
percent of primary school-age children are enrolled in school, which is higher than 
in some of Nepal’s neighbors and not far behind more advanced countries in Asia 
and globally. Coverage falls short at the secondary level, with less than 60 percent of 
secondary school-age children enrolled in school (net enrolment), though coverage 
has gradually been rising over the past several years (for instance, gross enrolment 
rose from 59 percent in 2010 to 71 percent in 2017).

11. Also, while expected years of schooling completed is high, learning levels 
are far from commensurate. Children in Nepal can expect to be in school for nearly 
12 years, not far below the level in more advanced countries (Figure 5), but Nepal 
performs poorly with harmonized test scores far below those in more advanced 
countries and indeed is in the bottom 50 percent of all countries in the world. Overall, 
education outcomes are in line with other South Asian countries but lag far behind 
more advanced countries. A child in Nepal can expect to achieve 7.2 learning-adjusted 
years of school by age 18, while children in more advanced countries can expect to 
achieve 12 years of learning-adjusted school or more. 

      |    HUMAN CAPITAL OUTCOMES IN NEPAL: PROGRESS AND DISPARITIES

1.1 DESPITE PROGRESS IN HUMAN 
CAPITAL INDICATORS, IMPORTANT 
CHALLENGES PERSIST 

Table 1: Selected health outcomes, by country and region

Country Life 
expectancy

Under-five 
mortality (per 
1,000 births)

Maternal 
mortality (per 

100,000 births)

Childhood 
stunting rate

Nepal 70 32 186 32
Afghanistan 64 62 638 38
Bangladesh 72 30 173 31
Bhutan 71 30 183 34
India 69 37 145 35
Maldives 79 9 53 19
Pakistan 67 69 140 38
Sri Lanka 77 7 36 17
South Asia 71 35 194 31
Low-
income 
countries

63 67 483 33

LMICs 69 39 196 25
Source: World Bank 2020c; World Health Organization 2019.8

8 United Nations Children’s Fund (UNICEF)/WHO/World Bank Joint child malnutrition estimates. Data for 2018 for life 
expectancy and mortality data and data vary by country for stunting.
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12. Similarly, despite significant progress in health 
outcomes, important challenges remain. In terms of 
progress, life expectancy has increased to 70 years in 2017. 
The infant mortality rate declined from 216 to 27 per 1,000 live 
births between 1960 and 2018 (see Figure 6). And the maternal 
mortality ratio decreased from 553 to 186 per 100,000 live births 
between 2000 and 2017. In fact, Nepal is now outperforming 
its peer countries in the region and country income category in 
these health indicators (Table 1). However, challenges remain; 
and Nepal has not witnessed further significant improvements 
due to limitations of physical and financial access for the most 
vulnerable as well as issues in the quality of care. Access to 
reproductive, maternal, neonatal, child health, and nutrition 
services, in particular, has stagnated in recent decades. The 
prevalence rate of modern methods of contraception, for 
example, slightly decreased from 44 percent in 2006 to 43 
percent in 2016. 

13. In addition, the level of out-of-pocket spending on 
health—a proxy indicator for financial protection—is 
high in Nepal. Recent national health accounts estimate 

indicates that out-of-pocket spending represented 58 percent 
of current health expenditure in FY17, much higher than the 
15–20 percent range which the World Health Organization 
(WHO) associates with low levels of impoverishment related 
to health shocks.9 It indicates low levels of risk pooling and 
high potential for impoverishment or catastrophic health 
expenditures due to adverse health shocks. Indeed, 10 percent 
of Nepalese households reported incurring catastrophic health 
expenditure as a result of out-of-pocket health spending, the 
share being higher among the poorest quintiles (14 percent).10 

14. Poverty and vulnerability to shocks remain critical 
for significant segments of the population. While poverty 
declined significantly in Nepal in the 2000s, 25.2 percent 
of the population remained poor in 2011.11 In addition to 
chronic poverty, a large percentage of Nepali households 
are vulnerable to shocks (natural disasters, pandemic, or 
economic), which can exacerbate poverty. Life-cycle shocks 
(illness/death, old age, or job loss) also greatly affect the poor 
and vulnerable. One-third of all households faced at least one 
shock between 2016 and 2018 including floods, droughts, and 

Figure 5. Expected years of school, adjusted years, and 
harmonized test scores

Source: World Bank 2020b.
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landslides. Those affected lost 6.5 percent of their asset on 
average.12 While impacts of the COVID-19 pandemic are still 
unfolding, a large number of vulnerable households are likely 
to have fallen into poverty. 

15. While unemployment is low, 93 percent of workers are 
informal, and 60 percent are not paid. About 93 percent of 
the 15.7 million employed workers in 2018 were informally 
employed (even among wage workers, 3.3 million of the total 
3.8 million workers are in informal wage jobs (Figure 7).13  

Informal jobs are typically associated with lower benefits, 
lower wages, lower job security, and lower productivity. 
And new labor force entrants have limited access to wage 
employment, with female youth’s access lagging significantly. 
Overall, neither male nor female youth have much success 
in finding formal work, although males fare better as they 
age. Young women eventually increase their access to wage 
employment, reaching about 20 percent by their late 20s, and 
another 50 percent remain in unpaid work.

      |    HUMAN CAPITAL OUTCOMES IN NEPAL: PROGRESS AND DISPARITIES

1.2. IMPORTANT DISPARITIES IN OUTCOMES 
PERSIST ALONG GEOGRAPHIC, SOCIAL, AND 
ECONOMIC LINES 

16. Geographic disparities are observed along both 
monetary and multidimensional measures of poverty 
across ecological areas, rural/urban areas, and 
provinces.14 In 2010/11, poverty rates varied from 46 percent 
in Sudurpaschim Province and 39 percent in Karnali Province 
to 21 percent in Bagmati and Gandaki Provinces. Similarly, 

the multidimensional poverty index is highest in Karnali 
Province and Madhes province, and lowest in Bagmati 
Province. Monetary poverty also decreases with urbanization. 

17. There are also significant geographic variations in 
other human development outcomes.15 To cite a few 
dimensions, stunting prevalence rates among children under 

12 Estimates based on the Household Risk and Vulnerability Survey (2019). 
13 In this analysis, informal workers include those not covered by social security and employers and the self-employed in unregistered businesses. Using self-employment as a 
measure of informality, Ohnsorge and Yu (2021) estimate informality in South Asia to be the second highest, at 59 percent. 
14 National Planning Commission (2018) and World Bank staff calculations based on Nepal Living Standard Survey 2010/11.
15 Data in the paragraph are for 2019 and from Central Bureau of Statistics (2020) unless otherwise specified. 

Figure 8. Stunting prevalence, 2019

Source: Central Bureau of Statistics 2020.

Figure 7. Status of workers in the labor market, 2018  

Source: Ruppert, Bulmer, Shrestha, and Marshalian 2020. 
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age 5 vary by province, from 48 percent in Karnali Province to 
22–25 percent in Province 1, Gandaki Province, and Bagmati 
Province (see Figure 8). Similarly, while only 53 percent of 
children 12–23 months old were fully vaccinated in Madhes 
province, and 66 percent in Sudurpashchim Province, the 
vaccination rate was around 88 percent in Gandaki Province. 
Birth registration, critical for access to various services and 
benefits, was significantly lower in Bagmati Province (71 
percent among children under the age of 5) than in Karnali 
Province and Sudurpashchim Province (over 84 percent) 
despite recent progress. Madhes province also stands out as 
having low literacy, around 50 percent of the population age 
5 and older in 2011, while literacy in Bagmati and Gandaki 
Provinces stands at about 75 percent.16 When countries in 
the region are compared, geographic inequities in education 
appear particularly salient in Nepal. For instance, differences 
in student achievement between Kathmandu and Bhojpur, 
a hills district in the east, are larger than those observed 
in most countries of the region and are at par with those 
observed between states in India (Figure 9). 

18. In addition to geographical variations, Nepal also 
displays sharp difference in human capital across 

socioeconomic lines. The dimensions along which these 
differences are observed include welfare or income levels 
as well as ethnicity. Along welfare lines, while more than 86 
percent of children ages 3 to 5 in the richest quintile achieve 
composite early childhood development milestones, only 
about 60 percent of children in the poorest quintile do. On 
average 57 percent of women give birth at health institutions, 
but the rate is three times higher in the highest wealth 
quintile (90 percent) than in the lowest wealthiest quintile 
(30 percent).17 Similarly, as in most countries, children 
from wealthier households consistently outperform poorer 
students, particularly at higher grade levels.18

19. Important disparities are also observed across ethnic 
and caste groups. This is reflected, among others, by the 
fact that some Nepalis feel that they are at a disadvantage 
because of their mother tongue. Of the 51 percent who report 
that Nepali is not their mother tongue, 20 percent say this 
puts them at a disadvantage at work or socially, 17 percent 
in interactions with the government, 15 percent in accessing 
health services, and 11 percent in attending schools and 
universities.19 Also, advantaged castes consistently have 
higher test scores compared to disadvantaged castes 
and ethnicities.20 Children from the Dalit community have 
significantly higher rates of child mortality, lower rates of 
immunization, and higher stunting than those in other 
groups.21 Overall, these different dimensions often reinforce 
each other, leading to deeply rooted vulnerability and 
poverty of key groups (see Figure 10).

16 Ministry of Education, Science and Technology 2017.
17 Central Bureau of Statistics 2015. 
18 Ministry of Education 2016. 
19 School of Arts et al. 2019. 
20 Ministry of Education 2016. 
21 Asian Development Bank 2013.

Figure 9. Learning inequalities between highest and 
lowest performing jurisdictions, 2013–2015 

Source: Beteille et al. 2020
Note: Data are standardized to a mean of zero and standard deviation 
of 1. The units of comparisons are divisions in Bangladesh, districts in 
Bhutan, states in India, districts in Nepal, regions in Sindh, and districts 
in Sri Lanka.

Figure 10. Probability of finishing primary school on time 
and not being stunted by background

Source: World Bank 2016. 
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20. The inclusion of fundamental social rights in the 2015 Constitution of 
Nepal provides a formal basis to ensure that policies, laws, guidelines, and 
regulations guarantee access to benefits to all its citizens. In addition to 
providing core rights to all (education, employment, labor, health, and food), the 
Constitution highlights the importance of ensuring that these rights are accessible 
to the economically poor, incapacitated, and helpless, single women, people with 
disabilities, endangered ethnicities, children, and those who cannot take care of 
themselves. Social justice is included as both a fundamental right and a guiding 
principle of governance by the federation (Article 50). Table 2 provides a list of social 
rights included in the Constitution. Analyzing spending in the human capital sectors—
health, education, social protection, and labor—can help indicate if the policy 

      |    NATIONAL-LEVEL EXPENDITURE AND SOCIAL SERVICE DELIVERY

Table 2: Social sector-related provisions in the Constitution of Nepal

Article Rights Description
31 Right to 

education
Every citizen shall have the right to get compulsory and free 
education up to the basic level and free education up to the 
secondary level from the state.

32 Right to 
language and 
culture

Every citizen shall have the right to use his/her language. 

33 Right to 
employment

Every citizen shall have the right to employment. 

34 Right regarding 
labor

Every laborer shall have the right to appropriate 
remuneration, facilities, and contributory social security. 

35 Right to health 
care

Every citizen shall have the right to free basic health services 
from the state, and no one shall be deprived of emergency 
health services. 

36 Right to food Every citizen shall have the right to food sovereignty in 
accordance with law. 

38 Right of 
women

Every woman shall have the right to safe motherhood and 
reproductive health. Women shall have the right to obtain 
special opportunity in education, health, employment, and 
social security, on the basis of positive discrimination.

39 Right of 
children

Every child shall have the right to name and birth registration 
along with his or her identity. The child who is helpless, 
orphan, with disabilities, conflict victim, displaced, or 
vulnerable shall have the right to special protection and 
facilities from the State. 

40 Right of Dalits Special provision shall be made by law to provide health and 
social security to the Dalit community. 

41 Right of senior 
citizens

Senior citizens shall have the right to special protection and 
social security from the state. 

42 Rights to social 
justice

The indigent (economically poor) citizens and citizens of 
endangered ethnicities shall have the right to get special 
opportunities and benefits in education, health, housing, 
employment, food, and social security for their protection, 
upliftment, empowerment, and development. 

43 Right to social 
security 

The indigent (economically poor) citizens, incapacitated 
and helpless citizens, helpless single women, citizens with 
disabilities, children, citizens who cannot take care of 
themselves, and citizens belonging to endangered ethnicities 
shall have the right to social security, in accordance with law.

Source: Nepal Law Commission 2015. 
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21. While total health spending as a share of GDP has 
increased since 2001, public expenditures on health 
as a share of general government expenditures have 
decreased in recent years. Conducive macro-fiscal 
conditions have historically been an important source of 
fiscal space for health in Nepal. For example, per capita 
public expenditures on health have more than doubled 
since 2000 (from US$6 in 2000 to US$12 in 2017), an increase 
that was largely driven by macro-fiscal growth. The share 
in government expenditure, however, is low compared to 
other sectors, the regional average of 8 percent, and the low-
income country average of 9 percent (see Table 3). Moreover, 
federal government spending on health constituted around 
25 percent of current total health spending in 2017 (see Figure 

2.1 INCREASING HEALTH SPENDING AND 
IMPROVING PROCESSES, HUMAN RESOURCES, AND 
ALLOCATIONS ARE CRITICAL 

Table 3: Sectoral shares of government expenditure across countries 

Country Share of total government expenditure (%)
Health Education Military Debt service

Nepal 5 17 6 1
Bangladesh 3 14 11 13
Brazil 10 16 4 16
China 9 13 6 2
Egypt 5 11 4 25
India 3 14 9 17
Indonesia 9 21 5 10
Malaysia 9 20 5 8
Mexico 11 19 2 14
Pakistan 4 13 18 20

22 World Bank 2021c. 
23 Fiscal space for health can come from different sources, including economic growth (and in government revenues), re-prioritization of health within the government budget, or 
increase in health sector-specific resources as well as increase in the efficiency of existing government health outlays (Heller 2006; Tandon and Cashin 2010).

objectives are being supported by actual steps to roll out the 
federal process efficiently, including whether the initial budget 
allocations seem sufficient and robust. A comprehensive 
analysis of public expenditure shows that overall, general 

government spending on social sectors has experienced 
a small increase during the transition to federalism, with 
a significant shift of spending from the federal to the local 
levels.22

11), with out-of-pocket and external aid accounting for the 
remaining 75 percent of financing. This is also low relative to 
the 2018 averages for the region (35 percent) and low-income 
countries (40 percent). This suggests that Nepal’s level of 
public spending on health is both insufficient and inefficient, 
since low public spending is not conducive to fully leverage 
health facilities and workers, in order to address the country’s 
relatively high levels of out-of-pocket spending on health. As 
mentioned in the previous section, out-of-pocket payments 
dominate health spending in Nepal (58 percent of current 
health spending, Figure 11), implying low levels of risk pooling 
and high potential for impoverishment due to adverse health 
shocks. Accordingly, there are pressures to expand fiscal space 
for health  in Nepal.23
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22. Ensuring that health gets sufficient priority in budget 
discussions is particularly critical, given the need to 
spend on the COVID-19 response while maintaining 
other essential health services. Financing is needed for 
vaccination drives, in terms of both procurement costs and 
incremental delivery costs. It is also important during the 
recovery phase when governments frequently prioritize 
supporting employment and economic growth rather than 
social spending. The new normal in health will be somewhat 
different to the pre-COVID-19 normal, with higher health 
spending requirements, including for enhanced pandemic 
preparedness. This is because prudent health policy will 
require governments to maintain stocks of COVID-19-related 
medicines, equipment, and hospital beds, even if they remain 
unused. They will also have to address the demand that has 
built up during the response phase because some health 
interventions had to be deferred, on top of maintaining 

other essential health services such as routine childhood 
immunization, maternal and child health services, and 
prevention and treatment of communicable diseases. 

23. In light of the COVID-19 outbreak, the Government 
of Nepal is unlikely to be able to rely on conducive 
macroeconomic conditions to increase the relative 
share of public expenditures as allocated to health.24 
Macroeconomic factors will limit the ability of Nepal to increase 
per capita expenditures to finance key universal health care 
priorities, so the best options for fiscal space for health in 
Nepal are likely to be from an improvement in the efficiency 
of existing resources in the health sector (next paragraph), in 
addition to potential efforts to re-prioritize health in the public 
budget and develop health sector-specific sources. There 
may be scope for raising the health sector’s share of overall 
government spending in Nepal, particularly since that share is 

Country Share of total government expenditure (%)
Health Education Military Debt service

Philippines 8 13 6 9
Russian Federation 9 11 12 1
South Africa 13 19 3 11
Sri Lanka 9 11 11 29
Thailand 15 19 7 3
Turkey 10 12 6 4
Vietnam 10 19 8 5
South Asia region 8 15 10 11
Low-income countries 9 16 7 5

Source: International Monetary Fund 2020; World Bank 2020c; and WHO 2019. 

Note: Latest year for which data are available (mostly 2017 and 2016).

24 Conducive macro-fiscal conditions have been an important source of fiscal space for health in Nepal (World Bank 2021c). 

Pr
im

ar
y 

he
al

th
 ca

re
 

se
rv

ic
e

In
te

gr
at

ed
 D

is
tr

ic
t 

He
al

th
 P

ro
gr

am

M
on

ito
rin

g 
Ev

al
ua

tio
n 

& 
Pr

oj
ec

t 
St

re
ng

th
en

in
g

Ho
sp

ita
l C

on
tr

uc
tio

n,
 

M
ai

nt
en

an
ce

 a
nd

 
M

an
ag

em
en

t 
In

fo
rm

at
io

n 
Sy

st
em

160
140
120
100

80
60
40
20

0

Figure 12. Budget execution of Ministry of Health and 
Population programs

Source: Ministry of Finance 2020. 

 2015  2016  2017  2018

Figure 11. Sources of health finance, 2017

Source: Ministry of Health and Population 2019.
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25. Nepal requires a larger health workforce to improve 
services delivery. There is a critical health worker shortage in 
Nepal, with only 0.67 doctors and nurses per 1,000 population 
in 2017, as against the recommended threshold at 4.45 per 
1,000 population (see Figure 13).25 This shortage varies greatly 
geographically, with more staff deployed in the terai region 
than in the hill or mountain areas. To compound this problem, 
the majority of Nepali health workers are concentrated in 
the private sector and urban areas. This means that the 
public sector meant to provide free or low-cost services 
is underequipped to provide mandated health services, 
pushing the sick to both formal and informal private providers, 
resulting in greater out-of-pocket payments and potential 
impoverishment at the cost of questionable quality of care. 
For example, 58 percent of deliveries are conducted by skilled 
birth attendants, and 57 percent of deliveries take place in a 
health facility.26

26. There is also a need to improve the implementation 
of Nepal’s basic package of free essential health services 
(otherwise known as Nepal’s Basic Health Services 
Package). Nepal’s Constitution declares that “every citizen of 
the country shall have the right to obtain basic health services 
free of cost from the State.” These basic health services, 
however, are yet to be distinguished from those covered 

lower than comparator countries in the same region or those 
with similar income levels (Table 3). Even a small increase from 
5 to 6 percent would imply a 20 percent improvement and a 
major boost.

24. Improving the efficiency of existing expenditures—
at the federal, provincial, and local levels—can improve 
not only outcomes but also the fiscal space available for 
health. In addition to efforts to re-prioritize health in the public 
budget, addressing systemic inefficiencies in Nepal’s recently 
decentralized health system could free resources. Most are 
preexisting, and federalism might provide an opportunity to 
improve on this. Budget execution rates, for instance, vary 
across categories and time, reflecting one area of spending 
inefficiency. The rate for monitoring and evaluation has 
consistently been lower than for primary health care, hospital 
construction, maintenance, and management information 
systems (MISs), for example (Figure 12). More generally, Nepal 
has the potential to realize efficiency gains at the federal, 
local government, and health facility levels. Such gains may 
be realized by improving governance, reallocating resources 
to priority areas, improving quality, choosing cost-effective 
interventions, and the like. Data limitations preclude a detailed 
analysis of the contribution of health system inefficiencies to 
the overall system’s performance 

25 WHO 2016. 
26 Ministry of Health and Population, New Era Nepal, and ICF 2017. 

Figure 13. Number of medical doctors versus GDP per capita, 2017

Source: https://ourworldindata.org/grapher/medical-doctors-per-1000-people-vs-gdp-per-capita, using data from World Bank (2020c). 

       |     17



2.2. IMPROVING ALLOCATION, EFFICIENCY, AND 
HUMAN RESOURCES IS CRITICAL TO IMPROVING 
EDUCATION OUTCOMES
28. Education expenditure levels, and their share within 
the government budget, are low and show relative 
declines. While education is a priority sector and receives 
one of the largest shares of the national budget, the relative 
importance of the sector in the government’s total budget 
has declined over time. As a share of GDP, total spending 
declined from 4.4 percent in 2017 to 4.0 percent in 2019 (Figure 
14). As a share of the national budget, allocation remained 
relatively flat in 2019, at 10.2 percent, after having declined 
for several years. When compared to countries with similar 
school-age population and incomes, Nepal spends less on 
education, as a share of GDP. This puts Nepal’s education 
budget in line with regional trends but under global trends. 
The resources dedicated to education are not sufficient to 
meet national standards. The government has not met its 
own spending projections or provided funding to meet its 
strategic development plans and standards, defined in the 

2018 Free and Compulsory Education Act, the 2019 National 
Education Policy, and the National Curriculum Framework 
for School Education revised in 2017. The precise calibration 
of the cost implications of these standards is considered an 
important next step in the federal transition. 

29. Households and, by extension, local communities have 
historically been the main source of funding for education 
in Nepal. Households provide just under half of total spending 
on education (49 percent in 2015), mostly through the relatively 
large share of institutional schools that are owned privately. 
The government is the second largest source, providing a 
little less than 40 percent of funding in 2015.27 In addition, a 
small but growing source of education financing comes from 
schools, mainly private, as well as some secondary schools 
generating resources internally from fund-raising activities (7 
percent of total). While the 2015 Constitution and the 2018 

under other programs, including the recently established 
National Health Insurance Program, Nepal’s Social Security 
Scheme, and other vertical health programs such as the Safe 
Motherhood Program. Although the basic package, initially 
targeting the poor and marginalized groups of society, has 
become free at most local facilities, various challenges remain. 
First, the basic package is not clearly defined and thus difficult 
to assess and track. Whether the list of included services will 
sufficiently address the country’s growing noncommunicable 
disease burden also remains in question. Second, as in many 
low-income countries, financing of the basic health services 
package is inadequate and inefficient, and improvements in 
its financing are needed (see below). Third, the readiness and 
availability of health facilities to provide Nepal’s rural population 
with quality care is limited. Personnel and capacity limitations 
have been exacerbated by the transition to federalism and are 
hampering the ability of health facilities to provide health care 
services effectively. Finally, as expected during the early years 
of federalism, the limited capacity of the newly formed local 
levels in the planning, execution, and monitoring of programs 
may prove to be a challenge in delivering the package. 
Therefore, it will be important to further explore what role the 
federal level can play to incentivize increased attention to the 
Basic Health Services Package implementation. 

27. The government introduced a social health insurance 
scheme to address the demands of the Nepalese for more 
comprehensive quality care. With the presence of free care 
for primary care services, services likely to be insured are 
those provided beyond secondary level and those requiring 
hospitalization. However, the government faces significant 
implementation challenges. For one, the Government of Nepal 
faces fundamentally different structural and institutional 
contexts than in Western Europe and Latin America—the two 
regions that account for the largest share of Social Health 
Insurance systems in the world. First, conducive macroeconomic 
conditions—economic growth and rapid formalization of the 
labor market—are not comparable in Nepal, and the challenges 
of high informality and weak stewardship capacity, among 
others, are further exacerbated by the ongoing pandemic. 
This will make employment-based contributions, as initially 
intended, difficult. Second, institutional capacity and good 
governance are relatively tenuous, especially as the country 
undergoes a federalization process. Third, as mentioned earlier, 
there exist overlapping social health protection schemes that 
require stronger government oversight and defragmentation. 
Given these factors, the motivations and expectations from a 
social health insurance program are not entirely explicit, nor is 
it clear how such a scheme can be successfully implemented in 
Nepal’s current climate. 

27 Ministry of Education et al. 2016. 
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Free and Compulsory Education Act guarantee free public 
education, private schooling emerged as a response to earlier 
campaigns of centralization and increased government 
control over community schools. Private schools (also called 
institutional) represented 17 percent of all basic schools and 
35 percent of the total number of secondary schools in FY19. 
Private schools typically charge tuition and tend to attract 
students from wealthier backgrounds.28

30. While significant amounts are devoted to basic 
education, there is scope for improving quality. The share 
of public spending for basic education has been slightly more 
than 50 percent, gradually declining in recent years as spending 
for secondary education increased.30 The 2016–2023 School 
Sector Development Plan (SSDP) makes up nearly 70 percent of 
the education budget and prioritizes learning improvements. 
The key impediments, including low investment at early/
preprimary education, lacking teacher effectiveness, and low-
level overall financing, remain entrenched.31 On a positive note, 
schools, and especially school management committees, have 
been developing school improvement plans to start grassroot 
programs of improving quality, but limited implementation of 
these plans remains a major challenge.

31. Measures of overall internal efficiency are mixed, with 
high graduation rates but high repetition and dropout 
rates, compared to neighboring countries. Primary-level 
graduation rates in Nepal are higher than in some of its 

neighbors and on par with more advanced countries. The 
2019 primary completion rate was 92 percent for India and 
73 percent for Pakistan but over 100 percen for Nepal.32  
However, Nepal also exhibits some of the highest repetition 
and dropout rates of the region, despite improvements over 
the years. For instance, in 2015/16, average repetition rates 
for Class 1 in Nepal are around 14 percent.33 The situation is 
similar at the lower secondary level, although again there 
has been some improvement in recent years. 

32. Before the transition to federalism, some areas already 
suffered from a shortage of teachers and overcrowding in 
schools, which affect quality. Globally, there are typically more 
teachers per student in higher levels of education, but the opposite 
is observed in Nepal. For community schools, the approved ratio 
is 1 teacher for 54 students for upper basic level, as opposed to 
1:27 for lower basic level; it is 1:95 for higher secondary level and 
1:41 at secondary level. High student-teacher ratios represent 
an impediment to quality. In practice, Madhes province (and 
to a lesser extent Karnali and Sudurpashchim Provinces) stood 
out with very high student-teacher ratios and a relatively higher 
number of students per school (Figure 15). For instance, there are 
96 students per teacher at lower basic level in Madhes province 
and 109 at higher secondary level in Lumbini Province.

33. A divided and fragmented teaching force is at the 
center of persistent challenges in equity and quality of 
school education. Teachers are selected, hired, deployed, and 

28 Institutional schools are concentrated in wealthier areas (representing nearly one-third of schools in Bagmati Province, less than 3 percent in Karnali Province). See Ministry of 
Education, Science, and Technology (2017).
29 Includes Ministry of Education budget (2012–2017) and Ministry of Education, Science, and Technology budget and transfers to subnational levels under education heading (2018 
onward).
30 Includes one year of preprimary, eight years of primary, and four years of secondary levels. 
31 SOFRECO-FBC Consortium 2019.
32 Data from UNESCO (United Nations Educational, Scientific and Cultural Organization) Institute for Statistics, as of September 2020. World Bank Edustats. The ratio presents the 
share of the relevant age group and could be over 100 percent while grade repetition and other internal efficiency challenges persist. 
33 World Bank 2017. 

Figure 14. Total education budget, 2012–2021

Source: Ministry of Finance (2020) and International Monetary 
Fund (2020).29

Figure 15. Student-teacher ratio at secondary level, 2018 

Source: Centre for Education and Human Resource Development 
2018. 
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paid through different channels, depending on their status. At 
the top of the hierarchy, permanent teachers were functioning 
as civil servants and were trained, selected, deployed, and 
paid centrally (Table 4). Also, two groups of temporary 
teachers (temporary and relief/Rahat teachers) are paid by 
the central government but are hired locally by the school 
management committees. Finally, local teachers are selected 
and paid locally, using discretionary funds. Differences are also 
observed in the average age of teachers: permanent teachers 
are on average 48 years old, temporary and Rahat teachers 
are on average 37 years old, and privately paid local teachers 
are 30 years old. Overall, in 2017/18, centrally appointed and 
paid permanent teachers with civil servant status represented 
about half of the teacher force, while the other half included 
different types of temporary teachers (overall, one-third were 
financed by communities and schools [Table 5]).

34. A key implementation challenge is to consolidate the 
teaching force under a decentralized local authority while 
also ensuring equitable distribution of quality teachers. 
This consolidation includes the delegation of managing, 
hiring, firing, promoting, and paying permanent teachers by 
the local governments. The move, however, has been resisted 
by the permanent teachers’ associations. Another step is to 
convert the temporary and Rahat teachers to permanent 
status. Finally, as more revenues are kept at the local level, 
local teachers will require a more stable employment status 
and opportunities to be trained and promoted. Whereas the 
federal transition could stabilize the conditions of hiring, 
paying, and oversight for the nonpermanent teachers, it is 
considered as a threat by some of the permanent teachers.34 

Table 4: Main categories of teachers

Teacher 
categories

Characteristics

Permanent 
teacher

Teachers appointed by the Teachers Service Commission to government teaching positions.
In general, the government creates teaching positions and fills them with the candidates who get through the Teachers 
Service Commission selection test. These teachers enjoy full government salaries, annual increments, provident funds, 
and pensions. They get regular promotion following the recommendation of the Teachers Service Commission. They enjoy 
various kinds of leave, including paid study leave and unpaid leave up to five years. More than 40 percent of the country’s 
state schoolteachers fall into this category.

Temporary 
teacher

Teachers appointed to government positions by the school management committee but yet to sit or get through the 
Teachers Service Commission selection test. If the Teachers Service Commission is unable to make a regular advertisement, 
teachers are appointed locally to government positions. In practice, the Teachers Service Commission advertisement is 
infrequent. Currently, about 20,000 teachers belong to this category. Teachers in this category enjoy a full government salary 
but do not receive annual increments, provident funds, and pensions. They are not entitled to promotions and study or 
unpaid leave. The school management committee is responsible for the selection of temporary teachers and the district 
education offices, before federal transition, were responsible for the appointment and transfer of teachers.

Rahat 
teacher

Teachers hired by the school management committee to fixed-term government positions. For more than 10 years, the 
government has not created new teaching positions in state schools. Instead, as part of the funding of the previous national 
programs such as Education for All and School Sector Reform Programme (2009–2016), it created temporary positions, 
commonly known as Rahat Darbandi (relief quota). Teachers in this category are appointed by the school management 
committee. They get a fixed salary, normally less than the pay scale enjoyed by the permanent and temporary teachers.

Local 
teacher

Teachers appointed by the school management committee on local budgets. Despite the supply of teachers by the 
government, state schools in Nepal normally have a shortage of teachers in proportion to their number of students. In such 
circumstances, the school management committee recruits teachers on local budgets, mostly generated through voluntary 
donations and fund raising. The school management committee has overall responsibility for setting policy on hiring, firing, 
appraisal, and promotion of local teachers. Teachers in this category are commonly low paid, and their turnover is very high.

Source: Adapted from Khanal (2011). 

34 Dynamic Institution of Research and Development 2018. 

Table 5: Distribution of teachers (academic year 2019/20)

Lower basic (1–5) Upper basic (6–8) Basic (1–8)
Total teachers 149,647 37,512 187,159

Approved and Rahat teachers 102,045 25,832 127,877

Others paid by local levels or schools 47,602 11,680 59,282

Other teachers (percentage of total) 31.8 31.1 31.7

Source: Nepal Law Commission 2015. 
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2.3 IMPROVING ALLOCATION, TARGETING, AND 
COORDINATION OF SOCIAL PROTECTION IS KEY TO 
BETTER OUTCOMES

35. The Government of Nepal spends a substantial and 
increasing amount on social protection.35 The Government 
of Nepal provides a set of social protection programs which 
includes public sector pensions, cash and in-kind transfers, 
scholarships, health benefits, and labor market programs. 
Social protection programs have evolved and expanded over 
the years, with a marked increase with the ushering in of a 
new post-conflict government in 2008. Expenditure on social 
protection has expanded in nominal terms and as a share of 
GDP over the last decade. It has grown fivefold over the last 
10 years, reaching 3.9 percent of GDP in FY19 overall and 1.6 
percent of GDP for social assistance (Figure 16). Nepal spends 
a higher share of its GDP on social assistance compared to 
similar countries. It is higher than the average spending of 
South Asian countries, low-income countries, and even LMICs 
(Figure 17). Budget execution rates for the large national 
programs are high. This is partly because most programs are 
purely cash transfers, and allocations include little capital 
expenditure and virtually no administrative expenditure.36

36. Despite expenditures higher than those observed 
in similar countries, social protection programs have 
relatively limited coverage, serving about one-third 
of Nepal’s population, so most households rely on 
private mechanisms for social protection. Public sector 
pensions cover around 1 percent of the population (former 
civil servants), while social assistance programs cover over 
6.8 million individuals and labor market programs about 
0.2 million individuals.37 Overall, 35.5 percent households 
were covered by social assistance programs in 2018,38 
including about 3 million individuals by the five social 
security allowance schemes for senior citizen allowance, 
single women’s allowance, disability allowance, endangered 
ethnicity allowance, and child grant.39 Though this has 

35 World Bank 2021b. 
36 See World Bank (2021b) for more details. 
37 For a comprehensive review, see World Bank (2021b).
38 Walker, Kawasoe, and Shrestha 2019. 
39 Including 1,330,000 covered by old age allowance, 925,000 child grant, and 740,000 single women’s allowance in FY20.

Figure 16. Social protection expenditure as a share of GDP

Source: World Bank 2021b.
Note: Estimates for FY19 and allocations for FY20. 

Figure 17. Social assistance as a share of GDP  

Source: World Bank 2020a.
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increased significantly over the last decade (more than 
doubled), coverage remains limited and the majority of 
households do not have access to services, relying on private 
mechanisms to protect themselves against shocks and 
poverty.40

37. Improving outcomes calls for greater allocation (or 
reallocation) of resources toward under covered risks 
and vulnerabilities and greater adequacy. In particular, 
few programs explicitly target the poor, and as a result 
only 51 percent of households in the poorest quintile and 
44 percent of those in the second quintile are covered by 
social assistance programs in 2019.41 Programs which are 
pro-poor (by design or de facto), such as the child grant, the 
Prime Minister’s Employment Program, or the Social Security 
Allowances for the Economically Poor proposed in the 2018 
Social Security Act (but yet to be operationalized), should 
receive greater resources. Similarly, greater emphasis should 
be placed on economic inclusion interventions, which are 
currently marginal. The adequacy of some of the programs 
also needs to be strengthened, in particular for the child 
grant which currently provides very low transfer of NPR 400 
per month. 

38. Limited expenditure on early years constrains the 
sector’s impacts on human capital development. Over 
50 percent of the social assistance expenditure goes to 
the elderly who make up less than 20 percent of the total 
beneficiaries (taking pensions also into account, the elderly 
receive about 75 percent of all social protection spending). 
This is because of limited coverage for children and the small 
amounts of benefits offered to children (child grant benefit is 
NPR 400 per month compared to senior citizen allowance of 
NPR 3,000 per month), though the government has committed 
to expanding the child grant. Similarly, scholarships for girls 
and Dalits for basic education are only NPR 400 for each 
entire year. These benefits remain low despite the growing 
consensus about the need to invest in early years for human 
development outcomes. Their limited size limits their impact 
on poverty and human capital (attendance, retention, and 
graduation). 

39. The efficiency of public expenditure also calls for 
programs that are flexible and can be scaled up in 
response to shocks, to reduce the fiscal cost of ad hoc 

responses. Nepal is highly exposed to shocks—natural 
disasters, health, or economic shocks—which can exacerbate 
poverty. It ranks 138 out of 181 countries on the climate-
related vulnerability index (lower is more vulnerable).42 One-
third of all households faced at least one shock between 
2016 and 2018 including floods, droughts, and landslides.43 
Any response to a shock, like the economic impacts of 
COVID 19, is complicated by the absence of databases to 
identify the most vulnerable, inability of existing programs 
to scale up, and absence of contingent funds linked to 
these programs. Having mechanisms in place could lead 
to significant reduction in the cost of responding to shocks 
and an increase in the speed and efficiency of responses. 
Flexible social protection programs need to become part of 
the Government of Nepal’s arsenal to address vulnerability 
to shocks.44

40. Finally, greater coordination across programs would 
increase the sector’s impact on outcomes. For early years 
programs, interventions are not coordinated with each 
other and fail to ensure that children receive all the benefits 
and services they are eligible for across social protection, 
health, and education. Similarly, programs targeted to the 
working poor do not address the multiple constraints that 
these households face, which limits their transformational 
potential. There are currently no referral mechanisms which 
would allow individuals or households to navigate between 
programs, as their conditions evolve. In addition to limiting 
duplication, coordination could also simplify program 
administration while ensuring increased coverage. 

41. Overall, expanding programs along the lines 
described above would greatly improve the effectiveness 
of social protection expenditure while being fiscally 
sustainable. Various simulations suggest there is fiscal room 
in the medium term to address some of these challenges, 
particularly around coverage gaps and adequacy of benefits. 
Covering all eligible households, adding a transfer to the 
economically poor to cover households in the bottom 
quintile, and increasing the child grant level would cost 
below 2 percent of GDP in 2025. Substantial fiscal space can 
also be created if existing programs focus more on the most 
vulnerable and poorest. This would provide enough fiscal 
space to expand coverage and increase benefit levels of 
other programs such as the child grant. 

40 World Bank 2021b. 
41 Share receiving allowances, child grant, pension, or school support in past three months, Central Bureau of Statistics 2020. 
42 Notre Dame Global Adaptation Initiative Country Index https://gain.nd.edu/our-work/country-index/rankings/.
43 Household Risk and Vulnerability Survey (2019).
44 See Ministry of Forests and Environment 2021. 
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42. The transition to a federal structure in Nepal has brought about significant 
changes in the way social programs are planned, budgeted, and implemented. 
The Constitution divides the power of state among these levels, with exclusive and 
concurrent areas of rights, representing a fundamental shift from the previous unitary 
model to one where three levels have core roles and functions, guided by the spirit of 
cooperation, coexistence, and coordination (Constitution of Nepal, Article 232, Sub-
Article 1). The Constitution of Nepal lays out a set of exclusive competencies for the 
federal, provincial, and local levels of government (in Schedule 5, 6, and 8, respectively), 
concurrent lists for provincial-federal sharing of responsibility, and provisions for 
sharing between the local and higher levels (in Schedules 7 and 9, respectively). An 
‘unbundling’ exercise and subsequent legislation help further delineate functions, 
though some issues persist (in particular, the 2017 Local Government Operations Act 
provides the legal framework related to the functions of local levels).

43. In the health sector, the Constitution has defined roles and responsibilities 
for the federal, provincial, and local governments. The federal government’s 
role is mainly to set and enforce standards, regulations, and central health policy. 
Provincial governments have a similar role at the provincial level, in addition to 
carrying out select services and programs, namely those at mid-level hospitals. The 
Ministry of Social Development is mandated to oversee provincial-level health sector 
activities. Meanwhile, local levels are responsible for the provision of basic health 
care services. This includes responsibility for procurement of basic medicines (except 
vaccines and family planning commodities) and human resources. While Nepal’s 
Constitution defines health as a concurrent right of all spheres of governments, 
the federal role is meant to be reduced post-federalism. For example, the number 
of sanctioned positions at the federal level was downsized from 111 to 106 in the 
Ministry of Health and Population and from 196 to 121 in the Department of Health 
Services in 2018.45

      |    ALLOCATION OF FUNCTIONS ACROSS THREE LEVELS OF GOVERNMENT: AMBIGUITIES AND COORDINATION ISSUES 

3.1 OPTIMIZING HEALTH SECTOR 
DECENTRALIZATION THROUGH 
IMPROVED GOVERNANCE

45 Thapa et al. 2019. 
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44. While the general role of the central and subnational 
governments is generally clear, it is critical to further 
unbundle some functions and address missing 
functions. Presently, there are as many as 25 overlapping 
functions at the federal and provincial levels and 15 across 
all levels.46 This ambiguity, if not resolved quickly, will affect 
human resource deployment, service provision, quality 
assurance, accountability, and oversight functions. On the 
other hand, some functions, characteristic of local and/or 
basic health services, did not appear in the executive order. 
These include, for instance, epidemiologic and sanitary 
surveillance, promotion and prevention of healthy behavior, 
and primary care curative services. 

45. The government might want to explore further options 
for the key function of procurement. Currently, procurement 
is an exclusive responsibility of the local authorities in areas that 
have been devolved. The federal Ministry of Health and Population 
has 47 procuring entities, each with its own procurement plan, 
and each local government has a procurement mandate. As a 
result, when different entities procure the same goods, which 
could be sourced from the same type of supplier, no attempts 
are made to consolidate needs across these entities to realize 
potential savings from bulk orders. As discussed below, this 
is in addition to issues related to the capacity of local levels 
and entities in procuring. As a result of the multiple sources 
for medicine, local levels have also reportedly had difficulties 
in quantifying medicines, received from federal, regional, and 
district medical stores in an uncoordinated manner. 

Pre-federalism, Nepal was administratively divided into five development regions, 
14 zones, 75 districts, 58 municipalities, and around 4,000 village development 
committees. There were health facilities representing each of these administrative 
units. For example, regional health directorates and regional hospitals represented 
their respective development regions; zonal hospitals represented their respective 
zones; district hospitals/district health offices represented their districts; and primary 
health care centers, health posts, and subhealth posts represented their electoral 
constituencies, Illakas, and village development committees, respectively. 

Post-federalism, however, the newly created seven provinces oversee provincial health 
offices and provincial hospitals, while the federal government retains control over 
certain tertiary referral centers.47 Meanwhile, the newly formed 753 local governments 
govern and operate all health facilities that fall within their jurisdictions.48 This 
includes the health posts, primary health care centers, and 15-bedded hospitals that 
were previously administered through lower-level administrative units. Community 
health units and urban health centers were newly added to the health system, while 
subhealth posts were converted to health posts. District coordination committees 
maintain operational authority over some programs (such as the Integrated District 
Health Program) and replaced district development committees. Additionally, Nepal’s 
health system benefits from a strong network of more than 52,000 female community 
health volunteers at the community level.49

Health sector organization 
Box 1

46 Oxford Policy Management 2020. 
47 Singh et al. 2021.
48 Thapa et al. 2019.
49 Panday et al. 2017. 
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46. Finally, the critical function of coordination of health 
care services is not fully met. In health, the issues of referrals 
and coordination as well as who pays for what services when 
referred are critical to continuity of care and efficiency. Having 
three spheres of government (local, provincial, and federal) 
operating health services with a certain degree of autonomy 
could generate complex relationships that may negatively 
affect the effectiveness and efficiency of health services 
delivery. If provinces lack the instruments to coordinate 
action with and between local levels, this could lead to 
perverse outcomes, especially in metropolitan regions where 
the impact of one decision from one local level can have 
impact on neighboring ones. The absence of fully functional 

coordination mechanisms between federal, provincial, and 
local levels might also lead to chaos during emergencies like 
natural disasters, epidemics, and drug stock-outs. Key health 
functions need a way of linking the center to provincial and 
local-level service delivery—these functions include the cold 
chain of sensitive vaccines and other essential medicines, 
public health surveillance, and coordinating responses to 
public health emergencies, health information management, 
and in-service training programs. Part of the solution has been 
the (re)establishing of health offices in districts under the health 
directorates of the provincial governments, to play a role of 
intermediary in improving the coordination, cooperation, and 
collaboration with the local governments.

3.2 MAXIMIZING EDUCATION OUTCOMES UNDER 
FEDERALISM 

47. The federal transition in education is underlined 
by strong traditions of local communities delivering 
education, and the Constitution has entrusted local 
levels with most functions related to primary and lower 
secondary education. In the education sector, some of 
the activities were locally implemented and funded, even 
before federalism. Indeed, some education has traditionally 
been delivered in the past through decentralized units, 
with village development committees running schools 
and paying about 25 percent of the teachers directly from 
grants received from the central government before the 
transition. Since the 1970s, there have been back-and-forth 
cycles of centralization and decentralization, until the 201550 
Constitution.  While the Constitution defines ‘education’ as 
a concurrent power of all three government levels, it defines 
‘basic and secondary education’ as an exclusive power of 
the subnational levels (Schedule 8, see Table 6). The 2015 
Constitution, the 2017 Local Government Operation Act, 
the 2018 Act on Compulsory and Free Education, the 2019 
National Education Policy, and the 2017 National Curriculum 
Framework delegate an ambitious list of responsibilities to 
the newly created local levels. Many of these responsibilities 
were previously assigned to the central government and to 
deconcentrated levels of districts while some were assigned 
previously to schools and school management committees. 
The central government retains the prominent role of guiding 

education policy and setting standards, and the federal 
and provincial governments are responsible for higher 
education. In parallel, the central and district-level staff have 
been reallocated to local and (to a lesser extent) provincial 
governments. Overseeing the adherence to standards and 
regulations has emerged as a new challenge as the districts 
have ceased and subnational governments may not have the 
capacity to carry out school visits and inspections.51 Also, that 
deployment of teachers has become a local responsibility 
limits the potential for redeployment of teachers between 
local government boundaries, which could be warranted for 
greater efficiency and quality. Community school facilities are 
now owned by local governments, which might not always 
have the resources to address infrastructure challenges, like 
expanding capacities or reducing them in line with changes 
in student numbers.

48. Within this framework, some confusion persists 
on a few critical functions, including the definition 
of curriculum, the management of assessments/
examinations, and teacher management. In particular, 
teacher management remains a contested area across 
different levels of the government. This is especially true 
around decisions of hiring temporary and permanent 
teachers and determining teacher allocation within local 
levels. A recent study52 suggests that 55 percent of elected 
local-level officials felt they should be responsible for hiring 

50 Some degree of decentralization started in 1999, under the Local Self-Governance Act. A total of 3,157 village development committees and 217 urban municipalities managed 
education at the local level, and 75 districts were responsible for implementing central plans and functions, including appointing teachers, paying them, and designing curriculum. 
51 Since 1953, an inspectorate system has been responsible for ensuring adherence to standards through social audits and school visits. Federalism requires strengthening the 
system at the central, provincial, and local levels.
52 Sabarwal et al. 2021 (see the Annex for details).
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teachers, but only 16 percent of head teachers agreed with 
this approach. Similarly, 73 percent of elected local-level 
officials felt they should be responsible for promoting 
teachers, but only 35 percent of head teachers agreed. The 
education acts currently under preparation will play a critical 
role in clarifying these functions.

49. The disappearance of some actors will require 
adjustments and strong coordination mechanisms. 
The transition eliminated a number of levels that played 
important functions since the 1999 Local Self-Governance 
Act, and how these functions will be transferred to the 
newly established levels remains at times unclear (Table 
7). In particular, the regional education directorates, 
district education offices, village development committees, 
and resource centers played important roles in teacher 
development, deployment, and compensation; curriculum 
oversight; and overseeing of the implementation of the 
SSDP before the transition to federalism. Ensuring that 
their pretransition functions are allocated to the structures 
which prevail under federalism is critical to ensure continuity 
and efficiency in service delivery. More generally, the 
implementation of coordination mechanisms is needed to 
ensure that representatives of province and local levels are 
present within the management structure of the plan. The 
Intergovernmental Coordination Act (2020) has provisioned 

for sectoral committees to be formed with membership 
from the sectoral ministries (federal and provincial levels) 
and representative of the local level. These committees are 
expected to ensure (a) consultation with provincial and local 
governments during preparation of sectoral federal level 
plans, policies, and laws and (b) coordination between the 
three levels for establishing uniformity, ensuring quality 
and continuity of sector plans and policies, and for effective 
implementation of the sectoral laws, plans, policies, and 
strategies. However, for education, such sectoral committees 
have not yet been formed.

50. The central government needs to continue playing a 
critical supporting role in education. Over 95 percent of 
teachers and head teachers think and agree that the Ministry 
of Education, Science, and Technology should continue to 
set standards and guide and support local levels in delivering 
education.53 Local leaders expressed particular interest in 
supervision of teaching quality (ranked among top three 
priorities by 60 percent of local leaders) and preparation of 
budget (43 percent). Teachers and head teachers also rank 
high the central support for supervising teaching quality 
(62 percent), planning, and teacher training. However, local 
leaders prefer independent implementation, and up to 71 
percent of them reported that they would allocate money 
differently than what the center did. 

53 Sabarwal et al. 2021.

Table 6: Exclusive and concurrent powers in education

Federal powers Provincial powers Local powers
• Central universities
• Central-level academies
• Universities standards and regulation
• Central libraries

• Provincial-level universities
• Higher education
• Libraries and museums

• Basic and secondary education
• Collection of local statistics and records

Concurrent federal and provincial powers

• Scientific research
• Science and technology
• Human resources development

Concurrent federal, provincial, and local powers

• Education

Source: Adapted from Nepal Law Commission 2015. 

Table 7: Structural changes from the transition to a federal system 

Pretransition system Federal system Role in the school system  
development plan

Ministry of Education Ministry of Education, Science, and Technology Policy and regulations

Department of Education Center for Education and Human Resource 
Development 

Implementation

National Center for Education Development

Nonformal education center 

Ministry of Federal Affairs and Local Devel-
opment 

Ministry of Federal Affairs and General Administration Model laws and direct link with 
local levels 
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51. Early childhood education is underfunded, and 
quality services are inequitably distributed. Quality 
preprimary education is widely regarded to have significant 
impact on human capital development, including better 
education outcomes and stronger skills for youth. Preprimary 
enrolment rates are low in Nepal, with 62 percent of children 
ages 3–4 years attending preprimary education and only 
67 percent of new grade 1 entrants having early childhood 
education/preprimary education as opposed to the targeted 
73 percent. Significant regional variations are observed (rates 
ranging from 62 percent in Madhes province to 79 percent in 
Gandaki Province).54 About 44 percent of enrolled children 
attend a privately run center (institutional), with an average 

of 79 children per class or center, while public centers 
(community) serve 56 percent of enrolled children in much 
smaller classes/centers with an average of 17 children. The 
share enrolled in public institutions varies from 38 percent 
in Bagmati 3 to 78 percent in Karnali Province. The share 
of preprimary education in the national education budget 
has been on average around 1.9 percent. This translates to 
0.08 percent of GDP (share in the SSDP was 3.6 percent in 
2016). Preprimary education teachers also tend to receive 
low wages and few local governments are reported to 
supplement official salaries of facilitators. Low renumeration 
and lack of career development opportunities are a challenge 
for retention. 

3.3 IMPROVING SOCIAL PROTECTION WITH AN 
INTEGRATED FRAMEWORK, CLEAR CLARITY OF 
FUNCTIONS, AND COORDINATION 
52. Nepal has a robust legal basis for social protection 
programs. Indeed, social security, employment, education, 
health, food, and housing are fundamental rights enshrined 
in the Constitution. The Constitution also provides for other 
fundamental rights reserved for Dalits, women, children, 
and senior citizens. Social justice is both a fundamental 
right and a guiding principle of state governance (Articles 
42 and 50). The economically poor, the incapacitated and 
helpless, single women, people with disabilities, endangered 
ethnicities, children, and those who cannot take care of 
themselves have the right to social security (Article 43). Social 

protection and inclusion-related policies are to prioritize 
targeting of the economically poor among members of all 
gender, communities, and regions (Article 51). In addition 
to the Constitution, recent laws have provided a basis for 
existing or new programs. The 2018 Right to Employment 
Act formed the basis for the newly deployed Prime Minister’s 
Employment Program, the 2018 Social Security Act provides 
a legal basis to the Social Security Allowance program, and 
the 2017 Contribution-Based Social Security Act is the basis 
for contributory schemes launched in FY20. 

Pretransition system Federal system Role in the school system  
development plan

5 regional education directorates — Implementation

— 7 Provincial Ministries of Social Development Provincial-level policy

— 7 provincial education development directorates Progress monitoring and 
facilitation

34 education training centers 7 education training centers Teacher professional 
development at provincial and 
municipal levels

75 district education offices 77 Education Development and Coordination Units Technical support in 
implementation 

3,157 village development committees and 
217 municipalities

753 Municipal Level Education Unit/Local Governance 
Bodies

Implementation at the local level

1,053 resource centers and 75 lead resource 
centers

— Education quality

Source: SOFRECO-FBC Consortium 2019. 

54 Centre for Education and Human Resource Development 2019. 
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53. However, the lack of integrated policy framework and 
the concurrency of numerous functions raises challenges 
in the federal context. The Constitution of Nepal defines 
‘social security and poverty reduction’ as both exclusive 
powers of the federal government and concurrent functions 
of the federal, provincial, and local-level governments. An 
unbundling report, which elaborates on the functional 
distribution of powers between the federal, provincial, and 
local governments, specifies that all three tiers of government 
may formulate and implement social protection and poverty 
reduction-related programs within their jurisdiction (Table 
8). Establishing clear roles and responsibilities and defining 
institutional mechanism to ensure coordination are key 

to ensure that concurrent functions or areas of rights are 
exercised to mutually supplement and complement the 
investments of the various levels of governments to achieve 
shared objectives. The elaborations on social protection 
and poverty reduction-related functions in the unbundling 
report, however, do not go far enough in precisely clarifying 
these roles and responsibilities, as can be observed in the 
similarity in details presented in the first row of Table 8. The 
federal government also has exclusive legal and regulatory 
power related to social protection and the mandate to 
provide policy guidance and standards that subnational 
governments have to follow when establishing their own 
social protection programs.

Table 8: Exclusive and concurrent functions in social protection 

Federal Province Local
Social Security: Annex 5 (32), 9 (10)
• Social security related national policies, 

law, standard, and regulation 
• Social security fund-related national 

policies, law, fund management, and 
regulation 

• Liaison, coordination, and cooperation 
with social security-related international 
agencies and organizations 

Social Security: Annex 7 (11 and 
21)
• Social security-related state 

policies, law, standard, and 
regulation 

• Social security fund management 
and regulation 

• Liaison, coordination, and 
cooperation with social security-
related national and provincial 
agencies and organizations 

Social Security: Annex 9 (10)
• Social security-related local policies, law, 

standard, and regulation 
• Local plan, program, resource mobilization and 

management for identified and targeted groups
• Liaison, coordination, and cooperation with 

social security-related national, provincial, and 
local agencies and organizations 

• Social security-related statistics and information 
management

• Management of senior citizens, the incapacitated, 
and persons with disabilities: Annex 8 (16)

• Implementation of social protection programs as 
per national and provincial standards

Poverty Reduction: Annex 5 (32), Annex 
9 (10)
• Poverty reduction-related national 

policies, law, standard, and regulation
• Standards for national poverty line and 

living standards 
• Poor household identification-related 

survey, information management, and 
regulation

• Poor household identity card 
management

• Social security and protection-related 
program (design), implementation, and 
regulation for identified poor households

Poverty Reduction: Annex 9 (10)
• Poverty reduction-related poverty 

policies, law, standard, and 
regulation

• Poor household identification-
related provincial survey, 
information management, and 
regulation

• Management of social security and 
protection-related program for 
identified poor households

Poverty Reduction: Annex 9 (10)
• Poverty reduction-related local policies, law, 

standard, and regulation
• Poor household identification-related local level 

survey, information management, and regulation
• Local social protection planning and 

management (related to poverty reduction)

Employment and Unemployment 
Assistance: Annex 7 (11 and 21)
• Employment creation-related national 

laws, policies, standards, and regulation
• Labor and laborer-related social security 

national policies, laws, standards, and 
regulation 

Employment and Unemployment 
Assistance: Annex 7 (11 and 21)
• Employment creation-related 

provincial laws, policies, standards, 
and regulation

• Labor and laborer related social 
security provincial policies, laws, 
standards, and regulation 

• Self-employment promotion 
through entrepreneurship 
development, training, credit 
subsidy, and enterprise promotion 
assistance

Data collection of Unemployed: Annex 8 (17)
• Data collection, processing, and information 

management of the employed and unemployed
• Information management of foreign workers

Source: Adapted from Federalism Implementation and Administration Restructuring Coordination Committee 2017. 
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54. The devolution of social protection functions remains 
an ongoing process. A large number of social protection 
programs have been devolved to the local levels; however, the 
largest ones continue to be held by the federal government. 
Budgets for the social security allowances, public sector 
pensions schemes, social security fund, and health insurance 
program remain with the federal government (while most of 
the health and education-related social protection programs 
have been devolved to the province and local levels). 
Employment and labor market-related programs (including 
the Prime Minister Employment Program or the Micro 
Enterprise Development and Poverty Alleviation program) 
have seen a gradual devolution from federal to province 
and local levels over the past couple of years. However, the 
actual delivery of most programs (except social security fund 
and public pensions) has been decentralized to the local 
levels. The following section provides a brief overview of 
the legal and institutional provisions that guide the transfer 
and delivery of program budget by local levels and of the 
main challenges associated with the decentralized delivery 
structure.

55. The concurrency of numerous social protection 
functions and the legacy of fragmented policy 
environment has increased the need to improve 
coordination and ensure equity. This includes a need for 
increased coordination between agencies at the federal level 
(to reduce duplication and address gaps). It also includes 
a need for coordination between federal, provinces, and 
local levels, to clarify their links and relations, as well as 
responsibilities. In addition, as subnational governments 
start designing their own social protection programs (albeit 
on a limited scale so far [see Chapter 5]), it is critical for the 
federal government to provide a minimum level of benefits 
across the territory, as well as support poor and vulnerable 
areas to promote human capital development and poverty 
reduction in lagging areas, to mitigate the risk of uneven 
distribution of social assistance through the country, as 
larger and richer local levels will have higher discretionary 
budget. 

3.4 FEDERALISM OFFERS OPPORTUNITIES FOR 
SERVICE INTEGRATION BUT COULD AFFECT EQUITY 
AND EFFICIENCY 
56. One of the opportunities provided by federalism is 
greater local-level coordination, which can promote 
coverage and offer individuals more support throughout 
the life cycle. Increasing human capital and reducing poverty 
or vulnerability typically call for simultaneous interventions 
on multiple fronts as well as for some mechanism to help 
individuals access relevant programs or progress from 
one to another over the life cycle. The switch to a federal 
model, where many programs become the responsibility 
of local levels, provides a unique opportunity to do so. For 
example, there could be a mechanism to ensure that a 
beneficiary of the Safe Motherhood Program systematically 
or automatically registers her child’s birth. Ensuring that all 
children born in health facilities have their births registered 
through coordination between the health facilities and 
the ward offices would then help registered children avail 
other benefits and services. Mechanisms could ensure 
that child grant beneficiaries also attend early childhood 

education and get their vaccinations. Gains in coverage 
could be substantial. For example, 78 percent of children 
ages 12–23 months receive all basic vaccines but the birth 
registration rate of children under 12 months is 60 percent 
(75 percent for children ages 12–24 months). Mobilizing 
vaccination campaigns to capture unregistered births 
would help increase birth registration rates. Coordination 
of interventions can also boost impacts. In the case of the 
child grant, for instance, information dissemination around 
the grant has contributed to better nutrition and hygiene 
behavior.55 Particularly in the early years, coordination across 
health, education, and social protection could significantly 
improve human capital outcomes. Enhanced coverage 
and local-level coordination, however, require that federal 
transfers are adapted accordingly. Conditional grants 
specifying activities at the micro level may constrain local 
government in achieving service integration.

55 Children of beneficiary households were 11 percent more likely to receive vitamin A and be dewormed (Hagen-Zanker and Mallett 2015). Adding complementary interventions 
(behavior change communication, awareness about registration, and hygiene and sanitation) to cash transfers yielded positive results (Renzaho et al. 2019).
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57. The central functions of providing guidance and 
regulation are critical to equity and quality. The legal 
framework mandates the federal government to set 
standards for programs, projects, and services while 
demanding compliance of the subnational governments 
to national policies, priorities, and standards. In the area 
of social protection, the federal level has exclusive legal 
and regulatory power and needs to provide strategic 
policy guidance to state- and local-level governments to 
implement or manage not only federal programs but also 
standards to follow to develop state- and local-level social 
security programs. In the education sector, as discussed 
earlier, local-level officials recognize the central role of the 
federal government in setting standards, providing support, 
developing instruments, and so on. In each sector, as well 
as for core functions of financial management, the federal 
government also has a critical role to play in setting up and 
supporting core information systems. 

58. Economies of scale might call for greater centralization 
of some functions or mechanisms to ensure collaboration 
across local levels. The smallest local levels might not be 
able to provide some services at a reasonable cost, because 
of limited economies of scale. Local levels have an average 
population of 51,000 inhabitants in urban areas and 23,000 
inhabitants in rural areas. While this is on average above the 
minimum efficient scale,56 a significant number of local levels 
have small populations (5 percent of local levels have under 
10,000 inhabitants, and another 7 percent have between 10 
and 15,000).57 In addition to having a potential impact on 
efficiency, giving planning functions to small areas could 
result in a focus on small-scale investments which directly 
benefit each small area, at the detriment of larger-scale 
investments which could benefit larger areas or groups of 

local levels (for investments related to water management, 
economic zones, or natural resources, among others). 

59. In health, while most units seem to operate at a level 
that guarantees economies of scale, there might be scope 
for greater economies of scale in some procurement 
processes. As discussed later in this report, because 
procurement requires specific technical skills which might 
not be present in all local levels, the question of local-level 
capacity is critical. Various local levels could join forces and 
jointly procure some medicines, or the federal government 
could put in place an overarching umbrella framework/
contract with provides, within which local governments 
could procure, thereby ensuring lower prices with greater 
scales. 

60. In education, the issue of economies of scale is more 
salient, especially in mountain, hills, and rural areas. The 
number of students and schools varies widely, with 220 local 
levels, or nearly 30 percent of local levels, with 5,000 students 
or less, resulting in small schools and/or low student-teacher 
ratios. Smaller local levels also typically tend to lack schools 
offering higher grades, particularly secondary schools. In 
Nepal, only 9 percent of public schools offer all 12 grades, 
and another 12 percent offer education up to grade 10 (the 
shares are 10 percent and 41 percent, respectively, among 
private schools). To address issues of scale, higher education 
services have adequately been assigned to provincial or 
federal levels. The issue of economies of scale could be 
addressed with the smallest local levels entering in official 
agreements to address common issues and share resources. 
However, in practice, less than 3 percent of local governments 
have such written agreements (through a larger number 
reports entering in some form of coordination). 58

56 International experience suggests that economies of scale in the delivery of local services are mostly exhausted at an average size of 10,000 inhabitants for most services (Lago-
Peña and Martinez-Vazquez 2013). 
57 Within some local levels, some functions are devolved to ward committees, with even more limited population groups.
58 Nepal Administrative Staff College and Georgia State University 2019.
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61. Subnational levels use a combination of resources such as revenue sharing, 
intergovernmental grants, payment authorizations, and their own resources to 
delivery key services. The 2017 Intergovernmental Fiscal Arrangement Act provides 
the overall legal and procedural framework for budgeting, transfer, and expenditure 
of public funds. The different modalities of transfers of funds include revenue sharing 
and four types of grants (see Box 2).59 In addition to the modalities included in the 
Intergovernmental Fiscal Arrangement Act, the 2019 Financial Procedures and 
Fiscal Accountability Act proposes an additional modality for transfers by including 
province and local levels in the definition of ‘offices’ which ministries or agencies 
can authorize to make payments (these payment authorizations constitute a large 
proportion of social protection expenditures, which can now be accounted under 
local expenditures). Finally, subnational levels can mobilize their own sources of 
revenues (for example, taxes or fees on land, business, or wealth; tourism fees; fines/
penalties; and service charges or fees), foreign grants (province only), and internal 
borrowing. However, while the Constitution makes room for own source revenues 
and borrowing, neither of these is likely to become a major source of revenue outside 
the larger urban areas.60 This section highlights four key features of the allocation 
mechanisms as implemented in the first years of federalism in Nepal. 

      |    ALLOCATION OF RESOURCES FOR SOCIAL SECTORS ACROSS LEVELS 

• Fiscal equalization grants. These grants aim at 
minimizing the gaps between expenditure needs and the 
revenue capacity of subnational levels. Like the revenue 
sharing mechanisms, these grants are estimated using a 
formula. They are not earmarked for specific activities. 

• Conditional grants. These grants aim at ensuring that 
subnational levels can fulfil the functions which they are 
supposed to finance (based on national policies, standards, 
and commitments). They are based on, and earmarked 
for, specific expenditure for specific activities, projects, or 
programs. Some of these conditional grants are more in the 
nature of cost reimbursement grants when they are used 
to guarantee the salaries of transferred central government 
employees or to cover the costs of legacy projects.

• Special grants. These grants are designed to support 
the poorest local levels and to be directed at the poor and 
vulnerable/deprived. They would typically fund mainly 
basic social services/infrastructure or special needs. 

• Complementary grants. These grants are directed mainly 
at physical infrastructure. They are based on demand and 
designed to match the resources of subnational levels to 
execute their projects. 

Four types of Intergovernmental 
grants 

Box 2

59 Revenue sharing funds include value 
added tax and internal excise (70 percent 
to federal and 15 percent to both provinces 
and local levels) and royalties (50 percent to 
federal, 25 percent to related provinces, 25 
percent to related local levels). 
60 In 2018, own sources represented 36 
percent of total revenues in metropolitan 
local levels, 11 percent in sub-metropolitan 
municipalities, 6 percent in other urban local 
levels, and 1 percent in rural local levels. 
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4.1 THE CENTRAL GOVERNMENT RETAINS 
SIGNIFICANT CONTROL OVER MANY SOCIAL SERVICES 

62. Overall, the share of resources under the responsibility 
of provincial and local levels is relatively small compared 
to other countries in the region, which have a longer 
history of decentralization. In recent years, some countries 
in South Asia have decided to further decentralize, as 
reflected in the increasing share of subnational spending. 
Overall, this tends to increase with the population size and 
GDP per capita (or overall GDP), reflecting a greater need for 
local management in larger/more complex countries (See 
Figure 18). 

63. While the decentralization of resources varies greatly 
across health, education, and social protection, the 
federal government de facto retains its influence on most 
social spending. In social protection, the federal government 
continues to manage most expenditure centrally, while 
education is the most fiscally decentralized of the three sectors. 
Overall, in FY21, 64 percent of education expenditures have 

been budgeted for local levels (33 percent for the federal level 
and 3 percent for the provincial level [Figure 19]). In health, 
the share allocated to local levels is much smaller, around 
22 percent for FY21. In social protection, it is even smaller 
(around 6 percent). The largely centralized spending in social 
protection is not unusual for federal countries and reflects 
the extended use of payment authorizations in this sector 
in Nepal.61 Also, because much of the local-level budgets for 
health and education are in the form of conditional grants, 
the federal government in practice maintains a certain level of 
control or influence on all three sectors (education and health 
sector programs prepare and circulate an implementation 
manual for each of the activities and subprojects transferred 
to the province and local level). Hence, although the fund flow, 
implementation, and reporting processes for these categories 
differ significantly, the overall allocation of funds to subsectors 
and a certain set of activities is still undertaken centrally by 
relevant line ministries.

Figure 18. Subnational government expenditure (as share of total expenditure) 

Source: World Bank 2019. 

61 This includes Social Security Allowances, the largest social protection program under the Ministry of Home Affairs.
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64. Some of the central influence and control comes 
from the fact that local levels rely almost extensively on 
federal conditional grants (or payment authorizations) to 
finance social expenditures. Despite the various financing 
channels available to local governments (as per the Inter-
governmental Fiscal Transfer Management Act), federal 
conditional grants are the cardinal source of funding for 
local health care (including primary health care) delivery. 
In 2018, 91 percent of local-level health expenditures were 
sourced from federal conditional grants, whereas 7 percent 
were sourced from equalization grants. Similarly, 97 percent 
of the public allocations toward local-level school education 
expenditure are funded by federal conditional grants, limiting 
the ability of local levels to adjust to local demands. Overall, 
looking at all expenditures by local levels, social sectors 
represent 31 percent of total expenditure but almost 60 
percent of earmarked funds (Figure 20). Within earmarked 
funds, education accounts for 35 percent of total (all sectors) 
local spending, social protection 15 percent, and health only 
8 percent. While reliance on conditional grants matches the 
experiences of other countries that have undergone similar 
decentralization processes, leveraging other potential 
sources of financing will be critical in the long term. Notably, 
due to data limitations, grant spending cannot be readily 
mapped to different localities, limiting the ability to assess 
whether it is aligned with variations in outcomes.

65. According to the initial review of local-level 
expenditures, local levels allocate limited shares of their 
discretionary resources to human development sectors.62 
Bearing in mind the limitations in terms of budget data, it is 
estimated that local levels on average only allocate about 
2.2 percent of their discretionary sources to social sectors: 
1.2 percent for social protection and less than 1 percent for 
health and education (Figure 20). Across local levels, only 
metropolitan cities assign significant discretionary resources 
to social protection (6 percent of their discretionary budget), 
often to top up the national Social Security Allowance 
program. Overall, most of the discretionary resources are 
devoted to economic sector areas and to areas which have 
traditionally been their responsibility. This is in contrast 
with the assertion by 95 percent of local leaders that they 
considered education as one of their top three priorities and 
health as their second most important priority.63 This could 
reflect the fact that social sector services are a new function 
for local levels64  and the perception that social services are 
‘covered’ by the conditional grants.65 Overall, although in 
small amounts, a large percentage of local levels mobilize 
(small amounts) some of their own resources for human 
development. The share of local levels using their own 
resources for social protection increases with urbanization. 
Reversely, more rural local governments use some of their 
equalization grants to support health or education services. 

Figure 19. Decentralization of national budget in human 
development sectors

Source: Estimations based on Ministry of Finance (2020). 
Note: Includes all federally financed budgets explicitly focused on 
the sectors, across the three levels (does not include discretionary 
budgeting at the subnational level).

Figure 20. Share of human development sectors 
expenditures within local level funds, FY19

Source: Estimations based on Ministry of Finance (2020). 
Note: Earmarked expenditures include payment authorization, and 
conditional and complementary grants from federal and province 
governments. Discretionary sources include equalization grants from 
federal and provincial levels, revenue sharing and own resources. 
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62 This is also the case at the provincial level; see Chapter 2 of World Bank (2021c). 
63 Sabarwal et al. 2021.
64 As a result, many local officials might not consider social service delivery as fully their responsibility (World Bank 2020d). 
65 While some local levels expressed concerns that the federal government should be responsible to fund all programme activities, some reported understanding that basic health 
care is their responsibility (Oxford Policy Management 2020). 

36



The relatively high number of local levels which allocate 
funds (albeit minimal) might suggest an openness to further 
strengthen these services in the future. Across social sectors, 

leveraging other financing sources will be critical, especially 
as Nepal’s federal budget is expected to be negatively 
affected in the aftermath of the COVID-19 crisis.

4.2 INSUFFICIENT PUBLIC RESOURCES AND 
PRESCRIPTIVE ALLOCATIONS LIMIT EFFICIENCY IN 
SERVICE DELIVERY 
66. In line with pre-federalism financing gaps, conditional 
grants are insufficient to perform the decentralized 
functions in education. In education, resources have 
long been insufficient to meet the standards defined in 
the Constitution, Act on Compulsory and Free Education, 
National Education Policy, and National Curriculum 
Framework. Recent estimates of costs per student are 
substantially higher than allocations in recent years. In 2019, 
the SSDP budget amounted to about NPR 12,600 per student, 
while a costing exercise estimated that full costs per grade 
11/12 student would vary between NPR 64,000 and NPR 
114,000 depending on the region.66 As a result, despite most 
of this budget being transferred to subnational levels (about 
92 percent in FY19 and 95 percent in FY20), conditional grants 
are too low to meet estimated needs at this early stage of 
transition to federalism.

67. In health, inadequate domestic financing is a major 
bottleneck for sustainable service delivery. As discussed 
earlier, overall public health expenditure is insufficient (see 
Figure 11 on share of the government in total spending). For 
primary health care at the local level, while the share of these 
services in the total health public budget increased from 19 
percent in FY17 to 22 percent in FY20,67 resources remain 
largely insufficient. Total health expenditure (capital and 
recurrent) is currently estimated at around US$23 per capita, 
which is significantly below the recommended minimum 
for capital expenditure (US$15 per capita) and for recurrent 
expenditure (US$65 per capita).68 Evidence from selected 
local levels suggests that conditional grants were not 
sufficient to cover all salary costs for many health headings 
(for example, Aama Surakshya Programme, monitoring, 
medicine purchase, and transportation).69

68. Particularly low levels of capital and non-salary 
recurrent expenditure could hamper the quality of 

service delivery in the short and medium term. While 
these patterns are not new, the transition to federalism 
provides an opportunity to clearly spell out the mandates of 
various levels of government in terms of capital investments, 
to ensure they are duly funded. In education, recurrent 
spending accounts for almost all public spending (97.5 
percent in FY18). Within the recurrent budget, around 70 
percent finances personnel costs, and only around 30 
percent is available to finance textbooks, scholarships, 
midday meal, or operating costs.70 In health, capital spending 
constitutes a small portion of local-level primary health care 
spending (in FY18, over 95 percent of the conditional grant 
was devoted to recurrent headings, 56 percent of which was 
allocated to primary health care or 85 percent to primary 
health care and the integrated district health programs 
combined). The primary health care budget devoted little 
resources to capital investments and expenditure other than 
salaries and allowances. As discussed below, this reflects 
both low allocations and low execution, as local levels have 
been better able to utilize recurrent versus capital budgets.71 
Overall, low capital spending signifies a lack of critical 
investments in social service delivery infrastructure, which 
could further exacerbate existing supply constraints. 

69. Prescriptive allocation formulas can limit efficiency, 
as conditional grants are provided to local levels with 
at times minute earmarking and limited flexibility to 
address local needs. In some areas, conditional grants 
come with highly specific and detailed budgets, constraining 
local levels’ ability to rebalance spending to better meet 
local needs (for example, if disease burdens at the local 
level deviate substantially from what is reflected in the 
conditional grant’s line items). While conditional grants have 
reportedly been considered insufficient for the purchase of 
medicine, local levels have at times had to return unspent 

66 Hackett (2018) estimated costs using equal student-teacher ratios across Nepal and adding costs for salaries, instructional material, school lunches/transportation, facility 
operations, and capital acquisition and maintenance. 
67 This likely underestimates total resources for primary care, as there are also primary care services under programs such as the Integrated Child Health and Nutrition Program. 
68 Stenberg et al. 2019.
69 Oxford Policy Management 2020. 
70 In the SSDP, school infrastructure development accounts for 6–9 percent of the SSDP’s budget and is considered recurrent spending.
71 For example, on average 87 percent of the recurrent health budget was utilized versus 32 percent for the capital health budget. 
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funds on programs not relevant in their territories.72 In 
the health sector, 27 percent of the local levels surveyed 
reported receiving budget allocation for programs that are 
not relevant to their context.73 In basic education, grants 
are estimated on the basis of existing norms and guidelines, 
which could result in inefficiencies in management and be 
considered micromanagement. 

70. Balancing the need to promote national priorities 
with local specificities is a critical part of federalism. 
The earmarking of conditional grants does allow federal 
governments to ensure spending on areas of national priority. 
It can also help promote a degree of alignment in spending 
priorities between the different levels of government. 
However, this has to be balanced with the need for some 

degree of flexibility for local levels to achieve the efficiency 
gains that are theoretically associated with decentralization 
of services. Local levels can draw on discretionary 
budget sources to finance core services or adaptations/
complementary services required to address locally specific 
needs (for example, a locality introduced home visits and 
blood monitoring kits for its senior citizens74). However, it is 
also critical to ensure that local levels can provide inputs in 
the budgeting process for conditional grants (to reflect their 
needs in the grants they receive). Also, a certain degree of 
flexibility in the use of conditional grants could help promote 
innovative practices to address local needs more efficiently. 
Increasing margins of maneuver for local levels can help 
Nepal reap the anticipated gains from a federal system which 
recognizes the country’s significant heterogeneity. 

4.3 CONCURRENT FUNCTIONS AND MULTIPLE 
FUNDING MECHANISMS COMPLICATE MANAGEMENT 

71. The concurrency of some function in the Constitution 
is partly contradicted by federal transfers. For example, 
while primary education and health services are under the 
jurisdiction of local levels, conditional grants and other 
earmarked funds specify the services, outputs, and specific 
activities, to some extent blurring the accountability and 
limiting the authority of local levels to effectively organize 
social services under their jurisdiction. For example, provinces 
receive funds under the school sector development program, 
despite its implementation at the local level.75 In addition to 
blurred accountability, this may contribute to coordination 
issues across the different levels and actors. For example, 
transition to higher grades of education where those grades 
may not be available or ensuring the efficient distribution 
of qualified teachers to such schools for some specialized 
classes and laboratories should require coordination across 
jurisdictions. 

72. Sectoral management is also jeopardized by the 
multiple sources of funding for some social service 
delivery facilities. Some provincial governments, in 
addition to transfers to local levels, provide resources 
directly to service delivery facilities (mostly in the form of 
infrastructure development), and at times, central agencies 

have similarly directly contributed to these facilities.76 Such 
processes bypass local levels which are responsible for the 
management of these facilities and could lead to choices 
which run contrary to the priorities decided by local levels 
or which are at best suboptimal. Overall, some facilities 
can receive funds from a multitude of sources: a school or 
health care center could receive funds from its local level 
(financed out of federal or provincial conditional grants 
or from other resources), directly from the province level 
or central programs, or from nongovernmental sources 
(national and international nongovernmental organizations 
[NGOs], development partners, and so on) (see Figure 
21). Each source typically has different management and 
reporting mechanisms (see Chapter 4 for discussion of 
fiduciary implications). This creates difficulties both for 
local levels to manage their activities and for the central 
agency to consolidate information about the sector and use 
the information to set policies and regulations (the health 
sector also has autonomous and semiautonomous health 
institutions, making it harder to draw a comprehensive sector 
picture). This again calls for the need for sector strategies 
and standards on service deliveries, which can be used to 
manage different sources. 

72 World Bank 2020d.
73 Oxford Policy Management 2020. 
74 School of Arts et al. 2019.
75 Including for teacher training; monitoring and evaluation; and the development of curriculum, standards, and guidelines.
76 World Bank 2020d. Federal programs like the MP Constituency Development Fund and the district-level offices of the federal education ministry were observed to be directly 
investing in service delivery facilities.
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4.4 RESOURCE ALLOCATION CONTRIBUTES TO 
GREATER EQUITY, THOUGH THIS REMAINS LIMITED 

73. Overall, transfers tend to favor local levels with 
smaller populations. Local levels with smaller populations, 
larger land areas, and more wards receive significantly larger 
per capita equalization transfers and conditional grants. For 
conditional grants, even after taking population and areas into 
account, econometric analysis suggests that metropolitan 
and sub-metropolitan local levels receive about 10 percent 
less per capita conditional grants than other local levels 

with similar population, land area, and number of wards.77 
This pattern could partly reflect that smaller municipalities 
have more limited fiscal capacity or greater needs, and the 
revenue sharing mechanisms and fiscal equalization grants 
have an explicit objective of promoting equity (their formula 
includes indicators of physical and human development and 
fiscal capacity [Table 9]). 

Figure 21. Fund flow to service delivery facilities 

Source: World Bank 2021b. 

77 Nepal Administrative Staff College and Georgia State University 2019. 
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Local Level

Service Delivery Facility (Wards, 
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Donors

Province Level
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Fund Flow to Service Delivery Facility

Transfer as Payment Authorization

Table 9: Criteria used for determining fiscal equalization grants and revenue redistribution ceilings 

Federal Province Local
Revenue redistribution Population and demography (‘total population and dependent population’ ratio) 60

Area 15

Human Development Index 5

Revenue collection efforts 3

Infrastructure development status (road, electricity, information technology [IT], water, sanitation) 10

Special conditions (disability and socioeconomic inequalities) 2
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74. In health, per capita spending was higher in low-
density areas and in more rural provinces. While 
conditional grant spending on health was allocated in a 
way that is broadly consistent with population, conditional 
grant per capita spending on health was significantly higher 

in mountainous and low-density population districts (Figure 
22).78 The higher cost of service delivery in mountainous 
terrains could partly explain why terai local levels spent 
significantly less in aggregate terms compared to mountain 
and hills local levels. Similarly, local levels in Karnali and 

Figure 22. Average per capita local level conditional 
grant health spending, 2018

Source: Financial Comptroller General Office 2018.
Data show the average local level per capital expenditures, aggregated 
by province.

Figure 23. Unit cost (conditional grant) and school size

Source: Based on Centre for Education and Human Resource 
Development 2019 and Ministry of Finance 2020. 

Federal Province Local
Fiscal Equalization 
Grant (criteria for 
formula- based 
amount)

Human Development Index 10

Social and economic inequalities 5

Infrastructure development status (road, electricity, IT, water, sanitation) 10

Revenue status 5

Expenditure need 70

Source: Adapted from National Natural Resource and Fiscal Commission guidance notes (www.nnrfc.gov.np). 
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Gandaki Provinces received higher per capita conditional 
grants for health. Additionally, Province 1 and Madhes, 
Lumbini and Bagmati Provinces, which have a dense 
network of private health facilities, appeared to spend less 
than Karnali, Gandaki, and Sudurpashchim Provinces.

75. In education, unit costs show a high level of variations 
by geography and school size. As measured by the 
conditional grants distributed to local governments based 
on their average school size, unit costs vary widely (Figure 
23). This shows a significant source of inefficiency in terms of 
the allocation of government resources. But the true level of 
allocative inefficiency is likely higher when the allocation of 
resources to school levels is considered. 

76. By design, most social protection programs do not 
explicitly address poverty or geographic inequality, 
although geographic targeting is observed in few 
programs. Only a few programs have variations in eligibility 
and benefit levels to address inequity (for instance, the age 

of eligibility for the senior citizen allowance is lowered from 
70 to 60 for Dalits and those in Karnali or the child grant is 
only implemented in selected poorer districts and for Dalit 
children79). As a nationwide demand-based program by 
design, the recently initiated Prime Minister Employment 
Program could also address geographical variations in 
poverty or unemployment. The total per capita allocations 
for four of the largest social protection programs (social 
security allowances, safe motherhood, scholarship, and 
midday meal) do not contribute to reducing inequity 
(between local levels of different poverty level or geographic 
groups). This is partly driven by the large social security 
allowance program, which has lower per capita allocations 
for sub-metropolitan/metropolitan local governments and 
for terai areas, particularly in Madhes province (Figure 24). 
These lower allocations most likely reflect under coverage 
of eligible beneficiaries, resulting from program rules 
(identification documents, permanent residence, and so on).

Figure 24. Per capita social security allowance budget and poverty measures, FY19

Source: World Bank 2021b; based on Ministry of Finance 2020. 
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79 For example, scholarships for girls are higher in Karnali (NPR 1,000 for grades 1–5 and NPR 1,500 for grades 6–8 compared to NPR 400 nationwide) and the travel incentive of the 
Safe Motherhood Program varies from NPR 1,000 in terai to NPR 2,000 in hills and NPR 3,000 in mountain areas. See details in World Bank (2021b). 
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CHAPTER 5

Local level: 
Challenges in 
implementation
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77. Service delivery was already experiencing issues before the transition 
to federalism. Indeed, issues were reported around quality of services, human 
resources (training, absenteeism, frequent turnover, and shortage), procurement 
(outdated procedures, processing delays, and lack of trained staff), budget 
preparation and execution, and information systems, among others. There were 
also issues of coordination. So, while the transition to a federal structure might have 
exacerbated some issues, it is not necessarily at their origin.80

78. Local levels on average are relatively efficient in executing budget, 
despite important capacity constraints. Federal conditional and equalization 
grants, local revenue, and payment through federal authorization were the top four 
sources of expenditure for local levels in FY19 (Table 10). On average, local levels 
executed around 80 percent of their budgets in FY19 (compared with 84 percent for 
the federal government and 55 percent for provincial governments). The execution 
rate for conditional grant was particularly high, around 90 percent, but lower for local 
resources and lowest for funds received from province governments.81 At the local 
level, similarly, analysis of health spending in 20 local levels confirms a high average 
execution (85 percent) but shows that some local levels struggle to implement their 
budgets (with four of them spending less than 70 percent of their budgets) in FY19.82

79. Low amounts devoted to capital expenditure are compounded by low 
execution rates, and some expenditures are concentrated toward the end of 
fiscal years. As also observed for the central level, actual capital budget utilization 
is a major area of concern at the local level. Local levels are more successful in 
utilizing recurrent budgets within their conditional grant allocations and not nearly 
as successful with capital budgets. In the health sector, local levels utilized on 
average about 87 percent of the total recurrent budget in FY18 but only 32 percent 
for capital expenditure. Detailed analysis of the health sector also revealed that in 
FY19, around 10 percent of the capital budget (funded by conditional grants) was 

      |    LOCAL LEVEL: CHALLENGES IN IMPLEMENTATION

5.1 LOCAL LEVELS HAVE 
RELATIVELY HIGH EXECUTION 
RATES, THOUGH BUNCHING 
OCCURS AT THE END OF EACH 
FISCAL YEAR 

80 The analysis is constrained by quality issues around local-level fiscal data (see Box 2.2 in World Bank, 2021c).
81 For FY20, Ministry of Finance (2021) suggests lower execution rates: 71 percent for federal, 67 percent for provincial, 
and 68 percent for local levels, though execution rate is higher for federal transfers, at 76 percent. 
82 Oxford Policy Management 2020. 
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spent during the first eight months of the year, with 68 percent 
spent in the last four months (78 percent total execution 
rate).83 While some of this might be explained by limited 
procurement capacity, the bunching of expenditure limits the 
efficiency of public spending. It can also lead to unnecessary 

expenditures and increased risk of noncompliance with 
financial and procurement rules and regulations, as staff are 
under increasing pressure to spend budget toward the end of 
each fiscal year.

5.2 EARLY OBSERVATIONS SUGGEST IMPROVEMENTS 
IN SERVICES AND INCREASED ACCOUNTABILITY 
80. Nepal has largely managed to avoid severe disruptions 
in service provision during the transition to federalism. 
Disruptions in service could result from multiple changes 
associated with decentralization, including the increase in 
the number of service delivery units, potential confusion 
around functions, the need to reorganize some of the service 
production or delivery processes, or limited capacity in 
newly created units. In practice, a 2018 survey showed a 
sense of optimism that the reforms were going in the right 
direction. Almost 80 percent of respondents believed that 

Nepal was heading the right way, and even among those 
who reported more negative experiences, few thought that 
reforms were headed in the wrong direction.84 Similarly, 44 
percent of respondents indicated that the quality of public 
health services had improved in their municipality in 2018.85 
Teachers and head teachers also displayed optimism: in 2019, 
74 percent of head teachers and 79 percent of teachers were 
optimistic that reforms would improve education, because 
of greater voice for frontline service providers, increased 
accountability, and expected support from local levels.86

83 Oxford Policy Management 2020.
84 Nepal Administrative Staff College and Georgia State University 2019. 
85 School of Arts et al. 2019.
86 Sabarwal et al. 2021.

Table 10: Local-level transfers and expenditures by source, FY19

Source Receipt (NPR, 
billions)

Expenditure
In NPR 
billions

Percentage of 
total transfers

Percentage 
of receipt

Government of Nepal (Authorization) 54 42 13.6 77.7

Province Government (Authorization) 1 1 0.2 98.8

Nepal Government Conditional Grant 121 109 35.7 90.7

Nepal Government Equalization Grant 85 73 23.8 85.4

Nepal Government Complementary Grant 3 2 0.6 67.6

Nepal Government Special Grant 2 2 0.6 108.5

Province Government Conditional Grant 9 6 1.8 61.2

Province Government Equalization Grant 4 3 0.9 62.6

Province Government Complementary Grant 2 1 0.2 37.3

Province Government Special Grant 1 0 0.1 51.0

Local Government (Balance/Internal Source/Revenue Sharing) 101 68 22.3 67.5

OVERALL 383 306 100.0 80.1

Source: Ministry of Finance 2019. 
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81. Increased accountability and responsiveness of local 
governments are a core argument for decentralization but 
could be further improved. Nepalese tend to place a high 
trust in community-based organizations (over 90 percent trust), 
followed by local-level officials (80–84 percent trust). At the 
other end of the spectrum, trust in federal-level institutions is 
significantly lower (around 60–65 percent).87 Hence, Nepal offers 
a context within which the argument for fiscal decentralization 
on the basis of greater local accountability is relevant. While 
many local levels have relied on wards to contribute to budget 
processes and promote accountability, in 2018, just under one-
third of Nepalese said they had attended one or more meetings 
of any social organization, committee, or community forum in 
the previous year.88 The earlier practice of local bodies, such as 
the village development committees, to allocate resources to 
vulnerable groups does not seem to have been carried over in 
most local levels visited, and local-level planning processes at 
times reportedly limited participation of, or focus on, poor and 
marginalized communities.89 Local levels report using a variety 
of methods to inform citizens (Figure 25), with websites, notice 
boards, and social media the most frequent means.90 However, 
the small share of discretionary funding allocated to social sectors 
hampers accountability and responsiveness mechanisms. On 
the other hand, individuals reported that friends, family, and 

neighbors still played a critical role in obtaining information on 
local government activities (followed by television, community 
radio, and local community leaders, Figure 26). 

82. The presence of elected representatives has reportedly 
improved monitoring of facilities and service delivery, 
though willingness to enforce norms might remain 
limited. In 2018, 49 percent of respondents reported that 
local governments had become more responsive (36 percent 
for provincial governments and 45 percent for the federal 
government), and only 6–9 percent reported that responsiveness 
had worsened.91 Qualitative analysis also suggests that the 
presence of elected representatives led to increased monitoring 
of facilities and program delivery.92 The local levels were 
reported to facilitate the reporting of grievances, more than the 
district-level offices used to do in the old structure. On the other 
hand, some have expressed concerns that local officials might 
not be willing to take action against poor performers: in 2019, 
63 percent of teachers reported thinking that local officials were 
afraid of sanctioning teachers, as confirmed by local leaders 
themselves, with one-third of leaders saying they could take 
disciplinary action against teachers with more than 50 percent 
absenteeism but over 60 percent saying they would instead 
have schools handle it. 93

Figure 25. Mechanisms used by local levels to make 
their executive decisions public

Source: Nepal Administrative Staff College and Georgia State 
University 2019

Figure 26. Source of information for local government 
activities

Source: School of Arts et al. 2019.

87 School of Arts et al. 2019.
88 Nepal Administrative Staff College and Georgia State University 2019.
89 World Bank 2020d. 
90 Publishing frequency varied: 26 percent published semiannually, 23 percent monthly, 18 percent quarterly, 15 percent annually, and 17 percent never. Over 90 percent of local 
levels have websites providing contact; policies/plans/programs; activities; laws and regulations; and budgets. Nepal Administrative Staff College and Georgia State University 2019. 
91 School of Arts et al. 2019. 
92 World Bank 2020d. 
93 Sabarwal et al. 2021.
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Figure 27. Local levels reporting functions being disrupted/lacking, due to insufficient staff (%)

Source: Nepal Administrative Staff College and Georgia State University 2019.

5.3 LIMITED CAPACITY AND PROCESSES HAMPER 
EFFECTIVE PLANNING, BUDGETING, AND 
MONITORING94  

83. Overall, the increased mandates of local levels in 
delivery of basic services have not been matched by 
capacity to manage these sectors. The decentralization of 
service delivery functions has meant that local levels are now 
responsible for managing multiple programs, services, and 
facilities which were previously under separate district-level 
offices of sectoral ministries in the pre-federal context. This 
is also the case for provincial governments, which are new 
entities altogether. Schools, health facilities, and ward offices 
along with agricultural and other technical service centers 
are all supposed to be under the management of the local-
level municipal office. Indeed, experience in some of these 
areas is limited in many local levels, in terms of technical 
delivery of services as well as fiduciary aspects, planning, and 
monitoring. Overall, a significant share of local governments 
report disruptions in core functions due to lack of sufficient 
staff (Figure 27). The lack of technical staff and lack of 
clarity on roles and responsibilities remain key challenges 
in managing the human resources capacity needs at local 
levels to effectively deliver on their mandates.95 The effective 
deployment of civil servants to all technical positions at the 

provincial and local levels is critical to boost human capacity 
in a sustainable manner. 

84. Lack of clarity and differences of understanding on 
some local-level functions further constrain the ability 
of existing capacity to effectively manage services. 
While this is to be expected during a period of transition, 
it will be important to address the issue over time. As of 
2019, 36 percent of local-level officials had views that 
differed from those of federal or provincial colleagues on 
who is responsible for staff management, 20 percent on 
procurement of medicines, 18 percent on finance, and 16 
percent on equipment procurement.96 In the education 
sector, in 2019, nearly 33 percent of local elected officials had 
not heard of the SSDP (this was the case only for 8 percent 
of the local bureaucrats).97 Teacher management is the 
issue that more local governments (58 percent) have had 
differences in understanding with the provincial and federal 
governments, followed by school merging (33 percent of 
local governments), school management committees (33 
percent), school approval/monitoring (29 percent), finance 

94 This section draws heavily from Nepal Administrative Staff College and Georgia State University (2019). 
95 Nepal Administrative Staff College and Georgia State University 2019.
96 Nepal Administrative Staff College and Georgia State University 2019. Almost all local levels reported clear allocation of authority between local levels and wards. 
97 Sabarwal et al. 2021.
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(29 percent), infrastructure development (22 percent), and 
examinations.98 In the sphere of social protection, confusion 
was observed around the responsibility for the distribution of 
disability cards (previously led by the ministry’s district-level 
offices), resulting in significant delays in service delivery.99

85. Low capacity constrains the use of evidence-based 
approaches to design and plan new programs and 
suggests a need for central guidance and support. The 
limited strategic planning partly results from constraints 
in terms of human resources, especially as some of these 
functions are new for local levels. For example, the function 

of health sector planning is a new one for local governments. 
Before federalism, the Ministry of Health Services led the 
process, with representation from regional health directorates 
(which represented district health/public health offices, 
primary health care centers, health posts, and subhealth 
posts).100 Under federalism, local staff have to assume these 
new responsibilities, for which they were not previously 
skilled or trained. Only three out of the ten local levels visited 
had prepared a profile of their jurisdiction, based on data on 
households and facilities, and only Bannigadhi-Jayagadh 
was using it for planning purposes.101 The lack of usability of 
the MISs and limited understanding of how such data could 

All local levels visited explained that, as they gained experience, they were becoming more 
efficient in planning and budgeting. But this is a slow process, which can result in inefficiencies 
or disruptions in services. 

A challenge in nearly all local levels visited was the lack of data, as well as underutilization 
of existing data, to plan or measure progress. Bannigadhi Jayagadh in Sudurpashchim 
Province was the only local level which had created a statistical profile of its area—with data 
on demographics, development indicators, and facilities. And none of the local levels visited 
had a multiyear plan or development indicator targets. Lack of data and technical planning 
can jeopardize programs, as illustrated by the following two examples. 

In Butwal, a program was approved the previous fiscal year to distribute a holiday allowance 
of NPR 2,000 to all senior citizens over 70 years. The interviews showed that the program was 
approved on the basis of estimates, rather than actual data, leading to assumptions that the 
final cost would be about NPR 2.5–3 millions. The program eventually cost more than eight 
times that amount and had to be discontinued. If they had used the MIS, planners would 
have had an accurate estimate of the number of eligible senior citizens, realized that it was 
not affordable, and designed a more realistic program. 

In the rural local level of Chichila, 30–40 percent of the local-level discretionary budget 
for the ongoing fiscal year was allocated for education. The previous Chief Administrative 
Officer championed education, and the local level agreed to celebrate the fiscal year as 
Education Year. The local level consulted with head teachers of schools to identify needs. As 
a result, new teachers were hired. Their salaries amounted to 30 percent of the local level’s 
discretionary budget. The following fiscal year, the local level wanted¬ to invest in health, 
but its ability to do so was limited since a significant share of discretionary funds had de facto 
been precommitted for years (to continue paying teachers recruited earlier).

Limited analysis can result in 
unsustainable programming 102

Box 3

98 Nepal Administrative Staff College and Georgia State University 2019.
99 World Bank 2020d. 
100 Department of Health Services 2014. 
101 World Bank 2020d.
102 World Bank 2020d. 
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be used limit their use in the planning process. As a result, 
additional programming is at times made without inputs 
from sectoral staff and without an explicit focus on a specific 
outcome (see Box 3). The central government could support 
local levels in their planning, analysis, and program design, 
by providing tools and methodologies to better use data as 
well as guidance on their applications.

86. For local levels’ discretionary resources, local levels 
are expected to follow a standard process to prepare 
annual budgets and work plans. Local levels receive 
budget ceilings for fiscal equalization grants and revenue 
sharing from the federal and provincial levels and projection 
of internal revenue collection from the Revenue Advisory 
Committee. Ward and sectoral committees then prepare 
proposals for projects and activities to the local Budget 
and Program Planning Committee. After consultations, 
the committee formulates the draft annual budget and 
program (which also includes estimates of activities funded 
by conditional grants103) before approval by the local-level 
executive office and submission to the local assembly (Figure 
28). While qualitative analysis suggests that almost all local 
levels completed all steps, anecdotal evidence suggests that 

the sequence of activities was not always respected: at times, 
budget ceilings do not always precede project selections 
at ward and sectoral levels, and in some cases, additional 
programming in human development sectors came primarily 
from the mayor, chairperson, or chief administrative officer 
(rather than the sectoral or ward-level consultations). 

87. Conditional grant allocations arrive too late in the 
budget process, constraining local decision-making. 
Activities funded by conditional grants at times require 
additional local funding, with a view to strengthening 
local fiscal accountability. Local levels, however, receive 
conditional grant allocations only in early June, well after 
the local planning process has started, and delays in the 
finalization of local budgets are triggered. When conditional 
grants require local levels to allocate additional resources to 
ensure service delivery, the executive office has a very short 
period (around two weeks) to include conditional grants-
funded activities in its budget and rearrange other parts 
of the budget to complement from discretionary sources, 
which can cause delays in the finalization of local budgets as 
well as hinder sound expenditure prioritization by the local 
governments.

Figure 28. Local-level planning process

Source: World Bank 2021b. 
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103 For programs funded by conditional grants, allocation is done centrally by line ministries. As per the 2020 Financial Procedures and Fiscal Accountability Act, the government 
prepares recommendations for allocation of funds, line ministries allocate program-specific budgets, and local levels are notified of allocated budgets after Parliament approval 
(early June). 
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88. In terms of medium-term planning instruments, the 
situation varies across areas. While nearly all local levels 
(96 percent) had an annual investment plan, only one-quarter 
had a multiyear development plan. This varied from around 
10 percent of local levels in Gandaki and Karnali Provinces to 
over half of all local levels in Province 1, and rural local levels 
were least likely to have periodic development plans (Table 
11). Focusing on sectoral plans, at least 80 percent of local 

governments had plans for education and health. Nearly 
all local levels had incorporated health, education, vital 
registration, and welfare into their organizational structure, 
84–90 percent of them had health centers and schools in 
their annual operation and maintenance plan, and 82–90 
percent had a capital investment plan for the health and 
education sectors (though only 71 percent included health-
related infrastructure in their asset records).

5.4 MULTIPLE PROCESSES AND INCOMPLETE 
SYSTEMS AFFECT IMPLEMENTATION AND 
REPORTING

89. Decentralization has changed fund flow and 
implementation arrangements. While line ministries 
decide on allocations for programs funded by conditional 
grants, the funds themselves are directly transferred to local-
level consolidated funds (through district treasury controller 
offices). Service delivery facilities, previously managed 
through the district-level offices of federal ministries, are now 
directly under the local levels. Progress in local levels adopting 
financial management practices in the first years of federalism 
has been good, as most have a consolidated account, voted 
on a budget on time, executed their budgets, had their 
accounts audited by the Auditor General, and have an assigned 
accountant in place (deputed from the Financial Comptroller 
General Office).104 However, much remains to be done to 
ensure the sustainability of such performance, including for 
the use of the Sub-National Treasury Regulatory Application 
(SuTRA) for all budgeting and reporting, and the integration of 
budgeting processes across all levels of government. 

90. When releasing the grants, multiple fund flow timelines 
create complexity and a heavy workload for local levels 
(Figure 29).105 For intergovernmental grants, the Ministry of 
Finance directly releases the first installment a month into 
the beginning of the new fiscal year. Fiscal equalization grants 
are then released on a quarterly basis (after submission 
of expenditure report to the District Treasury Controller’s 
Office). Conditional grants are initially released as a first 
tranche (one-third of the allocated amount), with remaining 
amounts released on the basis of expenditure reporting, 
using a timeline different from that of the fiscal equalization 
grants. Funds transferred through a payment authorization 
are channeled through the District Treasury Controller’s Office 
at the discretion of the authorizing ministry or as prescribed 
by program-specific guidelines. Revenue redistribution is 
calculated at the beginning of the year on the recommendation 
of the National Natural Resource and Fiscal Commission and 
released into the local-level consolidated fund on a monthly 

Table 11: Share of local levels with multiyear development plans, 2019 (%)

Province Metropolitan Sub-metropolitan Urban Rural All types
Province 1 100 100 33 50 52

Madhes province 100 0 20 25 23

Bagmati Province 67 0 33 10 25

Gandaki Province 0 - 0 13 8

Lumbini Province - 50 75 10 33

Karnali Province - - 0 14 10

Sudurpashchim Province - 100 0 15 17

All provinces 67 45 25 21 27

Source: Nepal Administrative Staff College and Georgia State University 2019. 

104 Nepal Administrative Staff College and Georgia State University 2019.
105 These processes and timelines are defined in the annual appropriations bill and may change annually.
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basis. Since local levels typically use a combination of these 
sources to finance human capital services, the differences in 
timelines represent an administrative burden for local levels 
to manage service delivery.

91. Service delivery is also affected by the multiplicity of 
modalities for transferring funds to points of service. For 
example, social protection programs vary in the frequency 
and timing of services or transfers (scholarships are provided 
once a year, midday meals throughout the school year, safe 
motherhood benefits at four antenatal care visits and after 
birth, and social security allowances every four months), and 
local-level inefficiencies can at times affect delivery.106 Also, 
some service delivery facilities receive funds from multiple 
sources directly, resulting in unclear accountability structures 
(see Figure 21). In addition to regular federal and provincial 
programs, NGOs and donors support some schools and 
health facilities directly.107 Provincial governments also at 
times transfer resources directly to facilities, bypassing local 
levels.108 All these different funds should be coordinated by 
local levels and use standardized fund flow modalities, to 
ensure allocative efficiency and accountability. 

92. Capacity also remains a constraint for procurement, 
especially for pharmaceuticals. By early 2019, over 
80 percent of local governments had a unit in their 
organizational structure designated to handle procurement 
and most reported they had the capacity to conduct most 
forms of procurement.109 However, only about 40 percent 
of local levels outside metropolitan and sub-metropolitan 
areas had procurement regulations in place, and less than 
two-thirds of these reported assessing vendor performance. 
Procurement of pharmaceuticals is particularly complex, 
and local health staff raised concerns around confusion 
regarding the responsibility of different actors and the 
difficulties in keeping inventories of the pharmaceuticals 
which were received from federal, regional, and district 
medical stores.110 Stock-outs were reported for every tracer 
drug associated with the basic care package in 2019. The 
federal level might need to play a greater role in providing 
guidance or supporting procurement, to reduce duplication 
and increase availability. 

93. For monitoring and reporting, incomplete frameworks 
and low capacity constrain all levels of government. 

106 Scholarship funds were transferred to schools upon request, but implementation varied for meals. In Helambu, the school received funds but did not implement (for lack of 
guidelines), while in Durga Bhagawati, the local level had not released funds.
107 Federal programs like MP Constituency Development Fund and some district-level offices of the federal education ministry were observed to directly invest in facilities. 
108 World Bank 2020d. Two province levels were directly investing in facilities managed by local levels, mostly in the form of infrastructure development, outside of the local planning 
process (some were not even aware of the investments).
109 Except international bidding, Nepal Administrative Staff College and Georgia State University 2019. 
110 Oxford Policy Management 2020.

Figure 29. Intergovernmental fund flow mechanisms

Source: World Bank 2021b. 
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Federal ministries have broad mandates to monitor sectoral 
program implementation but capacity and policy clarity to 
fully exercise this mandate are still being developed as part 
of the transition to federalism. Also, the overall framework 
for reporting/monitoring is incomplete, since the 2017 
Local Government Operations Act does not specify the 
mechanisms for federal and province levels to monitor local 
levels’ compliance with standards and guidelines (individual 
program guidelines themselves need to have provisions 
for monitoring and oversight).111 Similarly, monitoring 
and reporting by provincial levels suffer from important 
limitations: reporting by provincial governments on grants 
received from the federal government is limited by weak 
financial reporting by many facilities under their purview. 
At the local level, many also report lacking capacity to 
monitor their facilities. For instance, 45 percent of local levels 
reported that schools had not provided reports to wards 
and only 28 percent reported having adequate capacity for 
health monitoring in terms of personnel/skills (see Table 
12). Limited capacity also means that reporting by facilities 
to local levels was mostly paper based, creating a heavy 
burden for local levels to compile and analyze (for instance, 
in health, 85 percent of public local-level facilities were found 
to provide hard copies). 

94. The processes of budgeting and reporting also use 
different categorizations, which constrain improvements 
in planning. For funds transferred as conditional grants, the 
financial reports submitted by local levels are presented using 
economic and functional categories for each expenditure. 
However, expenditures are not linked to specific programs 
or activities (as is the case during the allocation process). 
Rather, expenditures from all programs and sectors are 

grouped together. On the other hand, sectoral MISs support 
physical progress reporting but cannot be reconciled with 
the financial reports. This poses a major challenge to build 
an effective system for vertical oversight of service delivery in 
Nepal’s federal structure.

95. Monitoring does not always capture discretionary 
funds and private provision, hampering efficient 
management. The coverage of monitoring varies, and 
discretionary funds or private providers are not systematically 
included. It is not always clear whether and how service 
delivery financed from local levels’ discretionary funds (or 
external sources) should be included in the government 
sectoral systems to ensure sectors can be analyzed in a 
sound manner (for example, should local levels use the same 
budget codes in SUTRA to report on medicine purchased 
using conditional grants and donation from an NGO?). The 
treatment of private providers is also critical for planning 
purposes but likely inconsistent. In health, for instance, 
private facilities’ reporting to the health MIS is scant: in 95 
percent of localities surveyed, government health facilities 
used the health MIS for reporting, while this was only the 
case in 30 percent of local levels for private health facilities.112 
Also, though federal offices under the Ministry of Health and 
Population have long used the Transaction Accounting and 
Budget Control System (TABUCS) application, some central 
hospitals and health academies do not enter their own 
income and expenditures in the system, limiting the ability 
to understand the overall resources mobilized for the sector 
at the federal level. In addition, for federally budgeted and 
conditional grant-funded programs, reporting mechanisms 
differ in timing and procedures, creating inefficiencies and a 
heavy administrative burden for local levels.113

111 The ‘Federal, Province and Local Level (Coordination and Interrelations) Act 2020’ provides guidance, but regulations are pending. A Monitoring and Evaluation Bill has been drafted 
to establish the legal framework of monitoring and evaluation for all levels but mostly focuses on plans and development programs, with limited focus on service delivery. 
112 Oxford Policy Management 2020.
113 Reports to the District Treasury Controller’s Office on conditional grants are made on a quarterly and annual basis, though federal sectoral ministries only receive financial reports 
after the reporting for the fiscal year is completed.

Table 12: Share of local levels with adequate capacity for monitoring health centers, 2019 (%)

Province Personnel Resources Knowledge Physical infrastructure

Province 1 24 5 24 5

Madhes province 36 5 55 9

Bagmati Province 30 10 50 20

Gandaki Province 25 0 33 8

Lumbini Province 39 17 61 6

Karnali Province 20 0 20 0

Sudurpashchim Province 8 0 0 0

All provinces 28 6 38 8

Source: Nepal Administrative Staff College and Georgia State University 2019. 
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5.5 Improving human resources and infrastructure 
is critical for frontline service provision114

96. Focusing on the actual delivery of services, a 
significant share of local levels reported some of their 
function being disrupted or lacking. The disruptions or 
gaps are largest on average in terai areas and in Madhes 
province (with Lumbini and Karnali Provinces close behind; 
see Figure 30). Overall, 48 percent of local levels reported 
disruptions in health service provision and 70 percent in 
education. Though the situation has improved significantly 
since the gap analysis survey was done, some local levels are 
still without education officers. 

97. Improving teacher management is one of the most 
critical issues to address education service delivery. 
Overall, the uneven capacity of staff already deployed, uneven 
redeployment of staff, and uncertainty regarding the pace of 
redeployment are likely to result in disruptions, disparities, 
and difficulties in planning. While this is to be expected 
during the transition to federalism, it could be relevant to 
consolidate the teaching force under a decentralized local 

authority, while ensuring equitable distribution of teachers. 
This would include the delegation of managing, hiring, 
firing, promoting, and paying permanent teachers to local 
governments and has been resisted by some permanent 
teachers’ associations. Some teachers fear assignments 
could become more political, which could reduce quality 
and fairness.115 In 2018, 32 percent of local officials believed 
they should be responsible for the hiring of permanent 
teachers and 54 percent believed they should be responsible 
for teacher promotion. Conversely, only 16 percent of head 
teachers (26 percent of teachers) thought local officials 
should hire permanent teachers and only 35 percent (and 45 
percent) thought they should decide on promotion. Another 
critical element would be to provide temporary and Rahat 
teachers a more permanent status and to ensure that local 
teachers have stable employment and opportunities for 
training and promotion. It is also critical to create incentives 
for teachers for deployment in remote or deprived locations.

Figure 30. Local levels reporting disruptions/lack of 
services, due to limited staff, 2019

Source: Nepal Administrative Staff College and Georgia State University 2019.

Figure 31. Access to power, internet, and cellular 
networks, 2019

114 This section draws heavily from Nepal Administrative Staff College and Georgia State University (2019).
115 Sabarwal et al. 2021.
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98. In health, there are reports of insufficient numbers of 
sanctioned positions, issues regarding their fulfillment, 
and issues around training. As discussed earlier, Nepal 
has significantly fewer doctors and nurses than the WHO’s 
recommendation. In addition, in rural municipalities, only 86 
percent of needed positions were filled and less than half of 
local levels surveyed had over 95 percent of their sanctioned 
posts filled.116 This leads some local levels to use their own 
resources to contract health workers—who represent over 
40 percent of total staff in 9 of the 20 local levels surveyed. 
Lack of sufficient training for lower cadre health workers and 
poor retention of health workers in rural areas exacerbate 
the issues. While 98 percent of health facilities in Nepal offer 
antenatal care services, only one in four health facilities 
offering such services has at least one staff member that 
received timely in-service training in antenatal care. In fact, 
only around two-thirds of facilities have both routine staff 
training and personnel supervision. Some reports also 
point to issues around the skills of providers who have been 
upgraded from one position to another without proper 
training (on the basis of years of service).117 Finally, as for 
education, there are limited incentives for staff to work in 
remote areas. 

99. There are significant variations in the physical 
infrastructure of provinces and local levels. Overall, 
physical infrastructure is most advanced in local levels 
located in hills areas, while those in the mountain region 
face most challenges (Figure 31). Geographically, local 
levels in Karnali and Madhes Provinces have the weakest 
infrastructure, while those in Bagmati, Gandaki, and 
Lumbini Provinces perform better. Among different types 
of municipalities, metropolitan and sub-metropolitan local 
levels have the strongest infrastructure, and rural local levels 
have the weakest infrastructure proxied here by access 
to energy, internet, and cellphone networks. Provincial 
governments have better access to office amenities, public 
utilities, and the internet than local levels, though there are 
some variations. The situation in provincial governments is 
better, with all having internet connections and a sufficient 
number of computers. However, this will change as vacant 
positions become filled. Generally, most ministries in all 

provinces have access to electricity, telephone, and internet, 
even if issues persist in some Provinces. 

100. Internet connectivity, which is critical to the 
modernization of services and the increased use of MISs, 
presented similar variations. Connectivity was relatively 
high in local levels across most provinces, with at least 75 
percent of local governments reporting a ‘functioning internet 
connection’. However, only half of the local governments in 
Karnali and Sudurpashchim Provinces and only 41 percent 
of the mountain area local governments were connected 
(Figure 31). While nearly all local governments had access 
to cellular telephone networks, only 68 percent called it 
reliable (10 percent of Karnali Province). This is likely to be 
more limited in wards and service delivery units. This could 
hamper the efficiency of service delivery and quality of 
budgeting, planning, and monitoring processes. 

101. Focusing on the health sector, the physical 
infrastructure of public facilities has improved in recent 
years, but gaps remain between primary, secondary, 
and tertiary health facilities. For example, during the 
pre-federal period, all zonal and above hospitals, virtually 
all private hospitals, 95 percent of district hospitals, and 
around 70 percent of primary health care centers had regular 
electricity, compared with 42 percent of health posts and 
24 percent of urban health centers. Similar patterns were 
observed for improved water sources.118 Such figures reflect 
investments into improving physical infrastructure; however, 
discrepancies remain between different types of facilities. 
While data on the physical infrastructure are limited from 
the post-federalism period, anecdotal evidence suggests 
that such discrepancies remain. More generally, inter-
local level variation in the distribution of health facilities 
constrains service delivery. Most public hospitals are located 
in metropolitan and sub-metropolitan jurisdictions, while 
health posts, primary health care centers, and community 
health units serve mostly rural municipalities. Although this 
may seem reasonable, rural populations face challenges 
when they need to be referred to higher-level facilities—from 
a physical distance and an associated opportunity cost point 
of view. 

116 Oxford Policy Management 2020. In the pre-federal context, primary health care centers and health posts were more likely to have sanctioned positions filled than district-level 
hospitals and zonal and above hospitals. 
117 Oxford Policy Management 2020. 
118 Ministry of Health and Population 2016.
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102. The transition to federalism, as laid out in the Constitution of Nepal, is an 
ambitious agenda requiring significant efforts to equip all levels of government 
with the resources and skills to perform their functions. This includes setting 
up new institutions and/or systems to manage and execute resources, establishing 
accountability and participatory mechanisms, and fostering capacity to monitor and 
evaluate. While some of the issues highlighted in this report predate the transition to 
a federal structure, the analysis highlights 10 key recommendations which warrant 
greater attention to ensure improved service delivery and human capital outcomes.

103. This reform agenda focuses on structural issues brought to light by the 
COVID-19 crisis and is fully aligned with the efforts necessary for Nepal to shift 
to a green, resilient, and inclusive development (GRID) path. The proposed 
reforms center around five groups of actions that focus on (a) improving the resource 
allocation and design of programs to address gaps and mainstream delivery; (b) 
improving clarity of functions, establishing performance standards, and ensuring 
coordination; (c) setting up comprehensive management systems and encouraging 
their use by all actors; (d) reducing financing gaps, particularly for lagging areas, 
and increasing flexibility; and (e) strengthening human resources management for 
improved management and delivery of basic services (Table 13). 

      |    TEN RECOMMENDATIONS FOR GREATER IMPACT OF HUMAN DEVELOPMENT PUBLIC EXPENDITURE 

Table 13: Ten recommendations for federalism to improve human 
development outcomes 

Resource allocation 
and program design 

1. Address gaps by improving resource allocation and design of 
programs

2. Integrate and mainstream local delivery processes for a more 
holistic approach

Functions and 
standards

3. Revise function allocation to clarify roles
4. Strengthen the federal role in coordinating and defining 

standards 

Management systems 5. Set up comprehensive financial management processes and 
systems

6. Promote sectoral systems, including integrated social registry, 

to improve delivery 

Financing 7. Increase resources in line with functions and to promote 
equity

8. Introduce greater flexibility and incentives to promote good 
management practices 

Human resources 9. Improve human resource management to ensure efficiency 
and quality 

10. Strengthen all levels’ capacity to perform their key functions 
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105. The transition to federalism brings opportunities to improve service delivery by adapting allocations and programs 
to local needs. Also, many services now fall under the purview of local governments, which opens the door to the integration of 
processes, to better link services and facilitate access. Among others, these reforms address some of the shortcomings highlighted 
by the ongoing COVID-19 crisis, in particular the need to put in place programs that focus on the poor (Prime Minister Employment 
Program and Social Security Allowance for the Economically Poor), the need to ensure that social services are adaptive and 
resilient to shocks, and the need to improve processes at the local level to reduce the administrative burden and establish stronger 
oversight mechanisms. 

IMPROVE THE RESOURCE ALLOCATION AND DESIGN 
OF PROGRAMS TO ADDRESS GAPS AND MAINSTREAM 
DELIVERY 

104. The reforms require the mobilization of all levels 
of government, in the short, medium, and long term. 
Their implementation would fall upon central agencies 
involved in the allocation of resources (including the Ministry 
of Finance, National Planning Commission, and National 
Natural Resources and Fiscal Commission); sectoral agencies 
and ministries responsible for policy formulation, setting of 
standards and norms, and program design and monitoring; 
and provincial and local-level governments responsible for 
implementation and allocation of subnational resources. 
Immediate actions include the completion of missing 
legislation and guidelines, the revision of the allocation of 
functions to address gaps and overlap, and the establishment 

of core management and sectoral systems. In the medium 
term, it will be critical to assess progress and ensure that core 
policy and allocation processes are conducive to the provision 
of quality social services and to a closing of the gaps between 
different areas to increase equity. And in the longer term, it will 
be critical to ensure the federal system addresses some of the 
persistent, structural, challenges in terms of equity, efficiency, 
and accountability. The question of capacity is critical in the 
very short term as well as in the medium to long term, as 
mechanisms are needed to ensure continued strengthening 
of capacity. A deliberate effort is also needed to learn from the 
implementation or reforms and correct the course of action as 
needed.

Address gaps by improving resource allocation and design of programs

•  Increase investments in early years. Given the importance of early years for future well-being 
and productivity, Nepal should prioritize preprimary education and early primary grades and 
increase the coverage and benefits of programs aimed at children. Coordination across health, 
education, and social protection is critical for early years interventions and will require central leadership. 
Expanding access to quality early childhood development programs and preprimary education is a 
medium-term program objective. Both access and quality objectives require the extension of school- 
or community-based services; interventions to promote use of such services by households, especially 

RECOMMENDATION 1:
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among the poor and vulnerable (child grants); and the professionalization of personal providing care and 
teaching in these institutions. 

•  Bring the Prime Minister Employment Program to scale and operationalize the Social Security 
Allowance for the Economically Poor to increase impact on poverty. Operationalizing the allowance 
for the economically poor laid out in the Social Security Act and scaling up the Prime Minister Employment 
Program are essential to increase the poverty impact of social protection. Simulations show that these 
reforms are fiscally realistic in the medium term (scaling these programs as well as an increased child 
benefit would cost 2.6 percent of GDP in FY25 and 1.75 percent in FY30). The increase in coverage of the 
poor and vulnerable through the expansion of these programs would help establish the basic building 
blocks to move toward progressive realization of universal social protection.

• Improve the delivery of the Basic Health Service Package and expand said package to address 
noncommunicable diseases. To reflect the ongoing epidemiological transition, greater shares of the 
health budget should be allocated to primary health care, such as noncommunicable disease prevention 
and treatment, including the promotion of healthy behaviors (some of which could also be included in the 
child grant discussed above). 

• Ensure that social services are adaptive and resilient to shocks. Frequent shocks affect service 
delivery as well as households who can fall into poverty and resort to negative coping strategies that 
deplete their human and productive capital. This calls for investments in the resilience of services and the 
adaptability of programs (the Prime Minister Employment Program and social security allowances should 
be scalable by design). 119

Integrate and mainstream local delivery processes for a more holistic approach 

• Promote transitions between programs, to facilitate take-up and increase impacts. Coordinating 
programs targeting similar groups can boost enrolment and impacts. Coordination between ward offices 
and health facilities could help systematically register children born in facilities or those who receive 
vaccination. Enrolment into the senior citizens allowance could also serve as the point of enrolment for 
health insurance. Or individuals visiting employment service centers could be systematically referred to 
skills, entrepreneurship, or credit programs. 

• Streamline processes to reduce administrative burdens for the local level and beneficiaries. 
Streamlining processes such as outreach, intake, registration, or grievance redress could yield important 
savings. Similarly, local levels could mainstream data collection processes, thereby reducing the number 
of channels for collecting similar data (ultimately, one-stop shops could centralize shared processes and 
connect individuals or households with relevant services). 

• Develop strong horizontal and vertical oversight mechanisms from the point of service delivery 
to the provincial and federal level to improve accountability and transparency. Streamlining 
service delivery processes needs to be supported by integrated grievance redress mechanisms and 
systems across programs and services and emphasis on social accountability measures at all levels to 
ensure accountability in service delivery. This is particularly significant with the shared and concurrent 
natures of the functions in the human development sectors and the continued federal financing of most 
of these sectoral services. 

RECOMMENDATION 2:

      |    TEN RECOMMENDATIONS FOR GREATER IMPACT OF HUMAN DEVELOPMENT PUBLIC EXPENDITURE 

119 Ministry of Forests and Environment 2021. 

58



106. The analysis points to the need to clarify some of the functions. Clarity in functional assignments is essential to 
ensure that all functions are covered and to prevent any level of government from disengaging from particular functions (when 
they perceive other levels are also responsible).120 It also points to the role of the central government in defining standards and 
coordinating actions. Overall, the key is in finding an appropriate balance between central oversight and local autonomy that makes 
the best use of both the greater technical capacity of central government and the greater local knowledge and accountability of 
local governments. The need for these reforms was also made salient by the challenges met when trying to address the COVID-19 
crisis. These included overlapping and conflicting laws, confusion over roles, and duplication of efforts.121 Similarly, the limited 
federal government guidance on how to deploy COVID-19-related resources reportedly resulted in some areas having inadequate 
funds and others having excess funds. 

IMPROVE CLARITY OF FUNCTIONS, ESTABLISH 
PERFORMANCE STANDARDS, AND ENSURE 
COORDINATION

Revise function allocation to clarify roles

• In education, greater clarity in functions is needed for activities related to curriculum, student 
assessments, teacher management, and the status of private schools. In light of limited economies of 
scale in some areas, a school optimization exercise could identify institutions that should be merged or 
upgraded to include higher grades. 

• In health, a few elements might warrant a review, including clarifying the role of the local government in 
delivering basic health care services, ensuring that drug procurement is efficient and does not exacerbate 
inequity in access and further unbundling some of the concurrent functions around human resource 
management, service provision, quality assurance, accountability, and oversight. 

• In social protection, it is critical to adopt an overarching social protection policy framework (currently 
under draft) to reduce policy-level duplication, establish objectives for core programs, establish links 
between programs and government levels, clarify overarching planning and monitoring functions, and 
thereafter allocate functions accordingly. 

Strengthen the federal role in coordinating and defining standards 

• In education, strengthen coordination and standard setting. Local, provincial, and central levels 
will need to have stronger and clearer roles to coordinate across levels and to guide schools as districts 
(Education Development and Coordination Units) are phased out and can no longer carry out this 
coordination function. Such coordination is needed especially in terms of setting and monitoring quality 
standards; improving school quality; reducing inequalities and inefficiencies; improving planning, 

RECOMMENDATION 3:

RECOMMENDATION 4:

120 A few principles can help guide decisions, including the principle that functions affecting more than one subnational unit or those requiring a high 
level of expertise or having economies of scale should typically not be decentralized beyond the relevant level and the principle of subsidiarity that 
suggests assigning “responsibility for the provision of services at the lowest level of government compatible with the size of the benefit area associated 
with those services.” See ODI fiscal decentralization and Martinez-Vazquez, Lago-Peñas, and Sacchi (2006).
121 See Box 2.3 in World Bank (2021c). 
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budgeting, and resource management; and enhancing accountability. The school inspectorate system 
may contribute to gradually building these capabilities at all levels, once institutional capacities, resources, 
and incentives are in place for school visits and for MISs.

• In health, coordination is particularly critical to continuity of care. The creation of health networks 
that integrate different areas on the basis of their population is highly recommended. The sector also 
needs referral mechanisms at different levels. Coordination mechanisms are also critical for the sector to 
play its role during emergencies such as natural disasters, epidemics, and drug stock-outs. More generally, 
it is critical to define standards of care for basic health care services and for different types of facilities.

• In social protection, the federal level has a critical role to play in setting minimum standards, 
coordinating interventions, and monitoring progress. The national social protection framework 
currently being drafted could be an entry point for stronger legal and institutional anchoring of an 
integrated social protection framework in Nepal. Also, the central government has a role to play in building 
and maintaining a national social registry and payment platforms which different programs and levels can 
use. Providing local levels with standards and operating procedures for the design and delivery of social 
protection programs can also promote coherence, coordination, and complementarity.

• More generally, across all sectors, it is critical to strengthen functions of monitoring as well as 
those related to coordination with the private sector. Coordination with the private sector includes 
standard setting, regulation, and coordination with private providers and is particularly critical for the 
health sector, where these represent an important part of the delivery chain. 

Set up comprehensive financial management processes and systems

• In terms of planning and budgeting processes and systems, ensuring that resources are allocated 
efficiently and respond to local needs calls for anchoring the allocation for federal programs 
in the evidence-based and participatory process. Sectoral ministries should prepare guidelines for 
conditional grant allocation that clarify procedures for allocation, including use of data from sectoral MIS 
and role of local levels (the allocation process should consider regional variations). This process needs 
to be fine-tuned to make allocations more transparent, simple, and incentivizing, especially in the lower-

RECOMMENDATION 5:

107. Once functions have been allocated, it is critical to ensure that systems are in place, which help new actors play 
their roles in the overall process. This calls for comprehensive yet simple systems, which respond to the needs of all three levels 
and promote joint analysis of budget, spending, and service provision to inform planning processes. The government’s response 
to the COVID-19 crisis highlighted the need for strong systems, both the overall system for planning and implementing and sector-
specific instruments for the delivery of services. For instance, while many local levels were able to respond quickly to the public 
health dimension of the crisis (implementing health campaigns, activating community-based health groups, and establishing 
health desks),122 the lack of a national social registry, which could be used to establish lists of households needing assistance, 
constrained the ability of local levels to tailor their support to those most in need. 

SET UP COMPREHENSIVE MANAGEMENT SYSTEMS 
AND ENCOURAGE THEIR USE BY ALL ACTORS 
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Promote sectoral systems, including integrated social registry, to improve 
delivery 

• Overall, sectoral agencies should put in place information platforms and build the capacity of 
local sectoral actors. The sectoral systems need to be built with local levels in mind as the main users. 
The systems should ensure that the categories and codes used allow for an analysis of both financial 
and physical implementation, so that all levels can regularly assess progress against their policies and 
priorities. In all sectors, the systems should allow local levels to develop comprehensive plans, which 
include budget, recurrent expenditure, capital spending, human resource allocation, service delivery, 
and asset management. The education MIS will allow for increased social accountability, as access to the 
system is opened to the public. 

• Beyond sectoral management systems, it is also critical for the federal government to regularly 
produce socioeconomic data tailored to local-level planning (for example, at the right level 
of disaggregation). This entails coordinating the sub-federal efforts to collect statistics (as per the 
Constitution Schedules 6 and 9), to ensure coherence and avoid parallel systems, or adding geographic 
codes to budget reporting structures.

• Another critical function of the central level is to establish an integrated national social registry 
for programs to efficiently identify their beneficiaries (in particular the poor/vulnerable). A 
dynamic registry that captures demographic and socioeconomic data of all households can also help 
identify those who may need support in times of shock. It can also facilitate coordination and integration 
across programs. Similarly, payment platforms should be developed, which can be used by all programs 
to reduce costs for programs and recipients. An integrated social registry would be key to preparing the 
country to progressively move toward universal coverage of social protection and for facilitating better 
disaster response in the short to medium term.

RECOMMENDATION 6:

performing localities and communities. It is also critical to simplify and improve the usability of systems, 
so planners from all levels can use them effectively. Finally, better coordinating the timing of planning 
processes across federal, provincial, and local levels could also limit delays and disruptions.

• Streamline fund flow processes, modalities, and timelines for different programs to improve 
administrative efficiency in planning and service delivery at the local level. This means investing 
in development of strong systems able to track program funds across sources and also standardizing fund 
flow to service delivery facilities to avoid disruptions and delays. Timelines for fund flow and reporting 
for different modalities of intergovernmental transfer could also be streamlined to reduce administrative 
burden at the local level. Developing standards and guidelines for disbursement and implementation and 
building local capacity would also promote local-level performance. 

• Invest in strengthening integrated physical and financial progress reporting systems to allow 
better tracking of program implementation and improved transparency and accountability in 
resource allocation and execution. Develop systems which are simple enough to ensure quality and 
timeliness of data entry; use similar categories/coding to allow for joint analysis of budget, spending, 
and program implementation (financial and physical reporting); and cover all funding sources using 
harmonized rules to ensure a comprehensive analysis and transparency in resource utilization in the 
sectors. This would provide local levels with the information they need to better plan their activities and 
allocate resources in line with their needs. 

• Ensure local-level officials, service delivery facilities, and wards (as relevant) are equipped with 
the hardware, software, and connectivity required to use the systems in their regular tasks. This 
will minimize the need for paper-based recording and reporting (and associated concerns around quality 
or timeliness) and promote evidence-based management practices (see the point on capacity below). 
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Increase resources in line with functions and to promote equity
• Ensure resources are adequate for local levels to fulfil their functions. Grants for federal programs 

which have specific content and standards should be based on realistic cost estimates (which could 
reflect variations in unit costs across areas). Currently, financing of human development sector programs 
implemented at the local level is not observed to be commensurate with needs. This leads to under 
coverage of some programs or issues of quality and comprehensiveness of services. Resources should 
also be mobilized to finance the gaps in programming discussed under recommendation 1.

• Allocations should cover all aspects of service delivery. They should cover all components of cost 
of delivery (including operating costs for social protection for instance) and include both recurrent and 
capital spending, which is critical for investments in social service delivery infrastructure. 

• Channel additional resources to support lagging areas and promote equity. Allocation rules for most 
intergovernmental transfers do not sufficiently prioritize areas with lower human development outcomes. 
In addition to allocating resources in a manner that reflects differences in costs, some of the allocation 
processes could reflect that some areas are lagging, providing them with incentives to catch up with 
others. This could be achieved by increasing the weightage of indicators related to human development 
outcomes in fiscal equalization or revenue sharing formulas or by revising the special grants guidelines to 
target these areas with prescribed set of modular programs aimed at improving these outcomes.

Introduce greater flexibility and incentives to improve management practices
• Ensure conditional grants are more flexible, allowing for local accountability and responsiveness 

under own mandates. In the health sector, for instance, greater flexibility could reduce the number of line 
items to let local levels allocate resources within each heading, depending on the local disease burden. 
Over time, as capacity and coordination between local and federal government improve, there may be 
an opportunity to loosen some of the rigidities while maintaining an adequate focus on areas of national 
priority. Improve local-level ownership and accountability in service provision and encourage local levels 
to prioritize investments in human development sectors. 

• Provide incentives for use and adoption of data systems for improved planning and monitoring. 
In addition to adjusting allocations to reflect geography and support lagging areas (recommendation 7), 
incentives should be put in place to encourage improvements in the planning and monitoring of resource 
utilization.124 This could include, for instance, incentives to use particular management and administrative 
systems, to contribute to national systems (for example, civil registration or national social registry), to 
publish key budgets and expenditure information using national public financial management systems, 
to better manage assets, and so on.

RECOMMENDATION 7:

RECOMMENDATION 8:

108. In terms of resources, recommendations concern both the level of resources and their allocation across geographic 
areas. They also concern the need for a careful balance between adaptability to local needs and the importance of delivering on 
national commitments and objectives. 123

REDUCE FINANCING GAPS, PARTICULARLY FOR 
LAGGING AREAS, AND INCREASE FLEXIBILITY 
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Improve human resource management to ensure efficiency and quality 

• Strengthen the legal and institutional framework, including the operationalization of provincial civil 
service commissions and the preparation of guidelines on the management of contract workers. Putting 
in place programs or guidelines on measures to address deployment and retention in more remote or 
rural areas is particularly relevant in social sectors in Nepal. Clear rules about reporting, performance 
evaluation, career progression, and so on of sectoral staff, who were previously under national civil service, 
would be key to ensuring harmonization between the bureaucracy and political leadership at the province 
and local levels. 

• Complete the redeployment of core civil servants, addressing existing imbalances in human 
resources. As the redeployment is implemented, there is a need to address the question of deployment 
of staff to remote or deprived areas. This has been a challenge, across functions and sectors, for core 
management positions as well as for technical sectoral ones. 

• Promote better recruitment, allocation, skilling, and retention of staff for the longer term. In the 
education sector, in particular, teacher management remains an area where many processes are yet to 
be defined or improved. Similarly, in the health sector, the sanctioned positions for health staff should be 
revised as additional health facilities have been established, and mechanisms need to be established to 
allocate human resource in the newly created facilities. 

Strengthen all levels’ capacity to perform their key functions  

• Adopt a nationwide capacity-building strategy, which can address the large-scale task at hand, with 
around 37,000 newly elected local government officials and 550 elected provincial government officials. 
While the Constitution attributes some responsibilities for training and capacity building to provincial 
levels, the central government still has a role to play in ensuring uniformity in skills (for example, budgeting 
and reporting as well as technical skills of some professions) and in supporting provincial levels to deliver 
at scale. The central level itself will need to upskill its staff to play the newly assigned tasks of setting 
standards, developing instruments and systems, monitoring and evaluating, and potentially centralizing 
certain procurement processes.

RECOMMENDATION 9:

RECOMMENDATION 10:

109. The final pair of recommendations concerns human resources and the need to continue improving the various 
systems in place to recruit, assign, and retain staff while bringing their capacity in line with the new functions they are 
expected to perform. Capacity gaps relate both to management (budgeting, planning, and reporting) and to the actual delivery 
of services (technical staff, teachers, nurses, doctors, social workers, and so on). The constraints were brought to light during the 
COVID-19 response, affecting local levels’ ability to respond. 

STRENGTHEN HUMAN RESOURCES MANAGEMENT 
FOR IMPROVED MANAGEMENT AND DELIVERY OF 
BASIC SERVICES 125

125 These recommendations draw from Nepal Administrative Staff College and Georgia State University (2019). 
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• Recognize that the needs are multiple and will require more than one-off training programs. In 
addition to the needs of new actors who might have limited background in administration, the attribution 
of new functions to existing staff also calls for them to acquire new skills and learn to use different tools. 
For many, the strategy will need to address computer literacy, in addition to providing training on specific 
MIS or budget software. This effort will need to be deployed for years to come, to address immediate 
needs, continuously update skills, and onboard new officials in the future. 

• Provide technical assistance, in addition to training. Central and sectoral agencies will need to 
provide technical assistance to strengthen technical skills and ensure that local officials can effectively 
use sectoral and management systems. Ongoing support is critical to increasing the quality of data and 
analysis over time, a key ingredient to national policy making. Technical assistance, innovation grants, 
and learning platforms could promote a knowledge sharing and learning agenda among provincial and 
local governments. 
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In this analysis, data on budget allocation and expenditure by federal and local levels draw mostly from the Ministry of Finance’s Red 
Book, the Ministry of Finance’s federal grant database, and the Financial Comptroller General Office database. The review could not 
capture budget and expenditure at the provincial level (including provincial fiscal transfers to local levels) due to data limitations.

For the health and education sectors, the report used the Ministry of Finance’s Red Book budget and expenditure data for programs of 
the Ministry of Health and Population and the Ministry of Education, Science, and Technology, respectively. For social protection, the 
review used the Ministry of Finance’s Red Book data for multiple sectoral ministries, including the Ministry of Home Affairs; Ministry 
of Labor Employment and Social Security; Ministry of Health and Population; and Ministry of Education, Science, and Technology.

For overall and federal data, the analysis mostly focuses on budget and expenditure data spanning six fiscal years (FY15–FY20). The 
review of budget and expenditure at the local level starts with the beginning of federalism and covers FY18–FY20. At the time of 
writing, the latest available expenditure data were for FY19. 

As discussed in the report, local-level budget allocation data are disaggregated by program (and line item within those programs), 
but expenditure data are not separately reported by programs, which constrains the analysis. Ensuring budget and expenditure 
data can be compiled using similar categories and breakdowns will be critical to empower central and local levels to improve their 
planning and budgeting processes.

In addition to the surveys regularly implemented by the Central Bureau of Statistics and key partners, this analysis drew largely 
from four ad hoc surveys (the last one was undertaken specifically for this analysis).

1. Capacity Needs Assessment for the Transition to Federalism (Nepal 
Administrative Staff College and Georgia State University 2019)
Objectives. The objective of the survey was to assess key measures taken by local levels to deliver constitutional mandates and 
identify major gaps, by covering basic administrative building blocks. The survey provided recommendations to the Government 
of Nepal for preparing a plan to enhance the capacity of local levels. 

Authors. The Nepal Administrative Staff College implemented the survey in collaboration with Georgia State University, the 
World Bank, and United Nations Development Programme (UNDP). This survey was supervised by the Ministry of Finance, the 
Ministry of Federal Affairs and General Administration, and the National Planning Commission. 

Methods. The survey was carried out in February–March 2019. The questionnaire included more than 300 questions, covering 
physical infrastructure; political governance; judicial practice; human resource management and development; planning, finance, 
and development; local procurement and contract management; ward administration; settlement development and land 
administration; disaster risk management; education, basic health services, and social development; economic development; 
agriculture, environment water and sanitation, and road; gender equality and social inclusion; and accountability and transparency. 
Thirty enumerators were assigned to districts based on gender, language, ethnicity, and geography. The questionnaire was 
administered face-to-face. 

Sampling. The survey was carried out in randomly selected local levels of all seven provinces. It was administered to a sample of 
115 local governments, which included all metropolitan and sub-metropolitan municipalities, as well as 98 local levels drawn from 
non-metropolitan local levels (276 urban and 460 rural municipalities) using stratified random sampling. The stratifications were by the 
province and by urban/rural, with a sample size proportional to the share of each subgroup in the total number of non-metropolitan local 
governments. Eventually, 36 urban and 62 rural governments were selected, with at least 10 local governments selected per province. 

2. Analysis of and Support to Health Service Delivery at Sub-national Levels 
(Oxford Policy Management 2020)
Objective. The study was conducted to take stock of how basic health services are planned, budgeted, and executed at the 
local level and as well as to identify the possible causes of disruptions in some of those services. 

Authors. The study was carried out by Oxford Policy Management based in Kathmandu, Nepal.

BUDGET AND EXPENDITURE DATA

SURVEY DATA
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Methods. The fieldwork took place throughout 2019. This study used a mixed methods approach. A questionnaire for health 
facilities included sections on service delivery, drugs stock-out situation and management, information management, financing, 
and other health service delivery-related information. Service delivery information was obtained from the service utilization 
checklist, health MIS, and basic health care services checklist. A municipality questionnaire contained sections on budget allocation, 
expenditures, management and planning, gender equality and social inclusion, information management, measuring success of the 
implementation plan, governance, and availability of information. Budget-related information was obtained from the account section 
of each municipality. Key informant interviews were also conducted to explore capacity issues and challenges in planning, budgeting, 
and implementation, including factors of disruptions in service delivery. Exit client interviews were applied to collect client perspective 
on service delivery. Finally, during the second round, planning and budgeting support was also provided to planning and budgeting 
staff at the local level. Three research teams (each consisting of two members) were mobilized to the sampled municipalities.

Sampling. The study covers 20 local levels in 17 districts. Purposive sampling was used to select a panel of local levels, to 
represent the various types of local levels (metro, sub-metro, municipality, and rural municipality) and ecological zones. The survey 
also excluded local levels which benefitted from development partner support in planning and budgeting. The same local levels 
were used for the different rounds of fieldwork. The selection of health facilities (one per local level) within each local level was 
done purposely to ensure they cover the different types of facilities. 

3. Survey of Teachers and Headteachers in Nepal (Sabarwal et al. 2021) 
Objective. The objective of the survey was to understand how frontline agents (local government officials, head teachers, and 
teachers) respond to education decentralization. 

Authors. The survey of teachers and head teachers in Nepal was undertaken by the World Bank Education team. Results were 
reported by Sabarwal, Sherpa, Sharma, Shrestha, and Timilsina (2021). 

Methods. The survey was organized in 2017–2018 using a multiphase and multimethod approach. The first phase included a 
survey of 448 head teachers (December 2017); the second phase included focus group discussions with 130 head teachers (January 
2018); and the third phase relied on a survey experiment applied to 196 local government officials, 286 head teachers, and 540 
teachers (September–December 2018). 

Sampling. Phase 1 included 368 government and 80 private primary schools. These come from eight districts in three 
provinces, purposefully identified to provide good coverage of the country, while being feasible from an implementation and 
budgetary standpoint. Within selected districts, schools were identified through a two-stage random sampling method. First from 
each district, two resource centers were randomly selected. Then 28 schools were randomly selected from each resource center. 
Schools were stratified by public (23 schools) and private (5 schools) in each resource center. Phase 2 was undertaken in a sub-
sample of Phase 1 schools. Phase 3 randomly interviewed teachers and head teachers from five districts in four provinces. 

4. Human Development Public Expenditure Review: A Qualitative Assessment 
(World Bank 2020d)
Objective. The objective of this survey is to better understand bottlenecks faced at the local, provincial, and central levels in 
the planning, budgeting, and delivery of human development services. This assessment also tried to identify opportunities for 
improvements in core processes. 

Authors. The survey was prepared by Gyanu Sharma, Mamata Pokharel, Mahima Poudel, and Roshan Sedhain, under the 
leadership of Soyesh Lakhey (World Bank). Funding from UKAid is gratefully acknowledged. 

Methods. The study was carried out from January to May 2019. Both quantitative and qualitative data were collected on (a) 
planning, budgeting, and implementation processes; (b) budget and expenditure; (c) local programs; and (d) issues and bottlenecks. 
The assessments included 90 key informant interviews, undertaken with agents from federal line ministries, provincial Ministries of 
Social Development, local-level executive, and sectoral offices (mayor, chief administrative officers, accounts officers, local-level staff 
in health, education, and social protection), and local service providers. These followed a comprehensive set of questions, for each 
type of informant. The team also organized 10 focus group discussions with program beneficiaries and individuals seeking services.

Sampling. The team used purposive sampling to select 10 municipalities, based on their potential to provide a range of different 
cases from across the country. These municipalities were selected within the sample of the Federalism Capacity Needs Assessment 
study (see earlier description), to benefit from the extensive data collected in that process. Overall, one rural municipality was 
selected in each province (total of seven rural municipalities), ensuring all areas were represented (two municipalities in mountain 
areas, four in hills areas, and four in terai areas). Three major metropolitan/sub-metropolitan cities were selected in different 
provinces. Finally, two provincial headquarters were selected on the basis of media review of how advanced provincial governments 
were in developing provincial-level programs and policies.

Figure 32. Sampling for the Analysis of and Support to Health Delivery at Sub-National Levels
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