Asia-Pacific Research
and Training Network on Trade

&

vav
ARTNeT

Inclusive growth experiences — the case of Nepal:
A discussion on a paradox from conventional
and holistic perspectives

Dr. Nephil Matangi Maskay and Dr. Shiva Raj Adhikari

No. 125/June 2013

ARTNeT Working Paper Series



The Asia-Pacific Research and Training Network on Trade (ARTNeT) is an open regional
network of research and academic institutions specializing in international trade policy and
facilitation issues. IDRC, UNCTAD, UNDP, ESCAP and WTO, as core network partners,
provide substantive and/or financial support to the network. The Trade and Investment
Division of ESCAP, the regional branch of the United Nations for Asia and the Pacific,
provides the Secretariat of the network and a direct regional link to trade policymakers and
other international organizations.

The ARTNeT Working Paper Series disseminates the findings of work in progress to
encourage the exchange of ideas about trade issues. An objective of the series is to publish
the findings quickly, even if the presentations are less than fully polished. ARTNeT
Working Papers are available online at www.artnetontrade.org. All material in the Working
Papers may be freely quoted or reprinted, but acknowledgment is requested, together with
a copy of the publication containing the quotation or reprint. The use of the working
papers for any commercial purpose, including resale, is prohibited.

Disclaimer:

The designations employed and the presentation of the material in this Working Paper do
not imply the expression of any opinion whatsoever on the part of the Secretariat of the
United Nations concerning the legal status of any country, territory, city or area, or of its
authorities, or concerning the delimitation of its frontiers or boundaries. Where the
designation “country or area” appears, it covers countries, territories, cities or areas.
Bibliographical and other references have, wherever possible, been verified. The United
Nations bears no responsibility for the availability or functioning of URLs. The views
expressed in this publication are those of the author(s) and do not necessarily reflect the
views of the United Nations. The opinions, figures and estimates set forth in this
publication are the responsibility of the author(s), and should not necessarily be considered
as reflecting the views or carrying the endorsement of the United Nations. Any errors are
the responsibility of the author(s). Mention of firm names and commercial products does
not imply the endorsement of the United Nations.

© ARTNeT 2013



ARTNeT Working Paper Series
No. 125/June 2013

Inclusive growth experiences — the case of Nepal:
A discussion on a paradox from conventional

and holistic perspectives
Dr. Nephil Matangi Maskay and Dr. Shiva Raj Adbikari'

Please cite this paper as: Nephil Matangi Maskay and Shiva Raj Adhikari, 2013, Inclusive
growth experiences — the case of Nepal: A discussion on a paradox from conventional and
holistic perspectives. ARTNeT Working Paper Series No. 125, June, Bangkok, ESCAP.
Available at www.artnetontrade.org.

!Dr Nephil Matangi Maskay is a Director, Nepal Rastra Bank, Office of the Governor and Visiting Research
Economist at the SEACEN Centre, Malaysia; Dr. Shiva Raj Adhikari is Associate Professor, Tribhuvan
University, Patan Multiple Campus, Nepal. The views expressed in this paper are those of the authors and do not
represent the views of the Nepal Rastra Bank, the SEACEN Centre, Tribhuvan University or any other of the
authors’ affiliated institutions. The authors appreciate comments received by anonymous referees and
acknowledge the technical support of the United Nations Economic and Social Commission for Asia and the
Pacific and ARTNeT Secretariat. Any remaining errors are the responsibility of the authors who welcome
comments and can be contacted at nmmaskay@nrb.orb.np and sssadhikari@yahoo.com.

3


mailto:nephil_m_maskay@hotmail.com
mailto:sssadhikari@yahoo.com
http://www.artnetontrade.org/

Abstract

Country insights vary according to analyses of their inclusive growth (IG) experiences.
Looking at the trends in stylized facts of Nepal, a land-locked, least developing country in
South Asia, is at first glance paradoxical. That is, Nepal experienced a costly domestic
insurgency situation from the early 1990s. This, however, was accompanied by a sharply
decreasing trend in poverty headcount rate from 41.8% in 1996 to 30.9% in 2004 and 25.2%
in 2011. This result is attributed to labour migration and a sharp growth in the remittances-to-
gross domestic product (GDP) ratio; in 2011/12 it was about 23%. The conventional 1G
explanation highlights the contribution of remittances to household income and poverty
reduction. However, households are spending remittances largely on consumer activities;
therefore, this situation is labeled as “short-term” IG. Using a broader and holistic system-
wide perspective suggests that there are both intended (positive/negative externalities) and
unforeseen consequences. The unforeseen consequences are the societal changes as well as
positive externalities of remittances in Nepal, which have facilitated an increase in access to
services. The latter perspective changes the analysis and reverses the priority of policy
recommendations, thus providing a cautionary note to policymakers in formulating policy
prescriptions.
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Introduction

Poverty reduction is the ultimate goal of almost all policymakers in developing countries. To
achieve this, the dominant view in the early 1970s was that economic growth could be a
primary objective of economic policy, as it would contribute to poverty reduction. However,
with liberalized markets, a period of accelerated economic growth followed. This led to a
reduction in overall poverty levels, a situation that also resulted in increasing income
inequality (partly as a result of wide-spread market failures and follows discussion on the
inverted U-shaped relationship between income inequality and economic growth — called the
Kuznets curve) and which contributed to social tension and, in the extreme, economic and
political instability (United Nations, 2010). In other words, the different components of
society did not respond equally to economic growth and the subsequent poverty reduction. To
address this issue of unequal poverty reduction, policymakers have focused on the quality of
growth, (see, for example, Bourguignon, 2003; Vetterlein, 2007; and Ali and Son, 2007)
while acknowledging that growth is a necessary contributor (yet also suggesting that a slow
and low growth rate has limited power to generate employment). In this regard, there have
been many alternative policy schools of thought such as having pro-poor growth or broad-
based growth (Klasen, 2010). However, one recent line of thought has been support for
inclusive growth (IG), which is described as growth that allows all members of society the

opportunity to participate in, and contribute to the growth process.

While there is no widely accepted definition of IG, the following description given by
lanchovichina and Lundstrom (2009) appears balanced (and is thus appropriate for use by this
paper): “Inclusive growth refers both to the pace and pattern of growth, which are considered
interlinked. In other words, inclusive growth focuses on productive employment (and its
opportunities) rather than on income redistribution, and that there should be equality of
opportunity for individuals and firms within an economy.” IG therefore takes a longer-term
perspective, as its focus is on productive employment, rather than on direct income
redistribution, as a means of increasing incomes for excluded groups. The literature suggests
that economic growth and productive employment opportunities have a negative and
generally linear relation with poverty levels, i.e., they either generally estimate IG using a
cross tab of input versus outcome or use the Ordinary Least Squares (OLS) estimation

method.



However this narrower analysis, described in this paper as the conventional perspective, gives
less importance to the system-wide effects and consequences among the actors of an
economic system. On the other hand, this later and broader analysis, which is referred to in
this paper as a holistic perspective, provides more extensive insight and information for
policymakers by including economic system-wide effects such as access to services (e.g.,
education, finance, health care, markets etc); which internalises the apparent externalities in
measuring growth, and analyses the growth process with solid economic reasoning on how
the economic variables and people change their behaviour to make positive changes in output.
Thus, it is suggested that a much broader and wider body of data, both from a qualitative and
a quantitative approach, can provide the system-wide effects than data that result simply from
a statistical analysis. This paper uses both these perspectives on IG (i.e., conventional and
holistic) through a case study on the experience of Nepal, a land-locked, least developing
country in South Asia, where trends in stylized facts have been contrary to expectations. The
country experienced a decreasing poverty trend in the face of a costly domestic insurgency,

which resulted in a contraction of domestic productive employment opportunities).

The objective of this paper is to discuss this paradox from the case perspective, using
methodology based upon qualitative analysis from publicly available data as well as the three
National Living Standard Survey (NLSS) data sets to provide: (a) a discussion on trends in
stylized facts; (b) an analysis from both a conventional perspective and a broader, holistic

perspective; and (c) a general insight and comments.

Jumping ahead, the insight gained from this paper is that using a holistic approach (versus
conventional perspective) to analyse the stylized facts is necessary to gain a more detailed
diagnosis. This paper also provides a cautionary note to local policymakers, (and which can
be applied by all policymakers) regarding both diagnosis and formulation of policy
prescriptions. However, in preparing this paper, the authors faced several limitations, such as

the present domestic fluid political situation and issues with data quality.



1. Overview of Nepal

Nepal is a land-locked, least developing country in South Asia, located between China to the

north and India to the west, south and east (see figure 1).

Figure 1. Map of Nepal
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Source: http://ncthakur.itgo.com/map.htm.

Area 147,181 km*
Population (2011 Census) 26,494,504

GDP growth 2011/2012 4.63%

GDP growth Average St.
1984/85-2011/2012 (whole)  4.54% Deviation
1984/85-1994/1995 4.94% 0.016228
1995/96-2002/2003 4.23% 0.018906
2003/04-2009/2010 4.29% 0.019456
2010/2011 4.27% 0.009846

Source: Government of Nepal.

Although the history of unified Nepal starts from the late eighteenth century, this paper

focuses on the period after 1990, which marks both a reaime shift from absolute monarchyv to

TR EER, Fe RS HHEA 4RI T :

https://www.yunbaogao.cn/report/index/report?reportld=5 6981



http://ncthakur.itgo.com/map.htm

