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ANIMAL SLAUGHTERHOUSE AND JMEAT INSPECTION AGT,
2054

Preamble;
To safcguard the health and welfare of public and to prohibit adulteration in meat and meat
products, to prevent any fraud which lower the wholesomeness quahity and adequacy of ineat,

it is imperalive to establish slaughterhouse and armangement for meat inspection.

‘Therefore, on the 26th year of accession of His Majesty the King Birendra Bir Bikram Shah
Deyv, the parliament has enacted this Act.

1. Shori title and commencement:

(1) This Act shall be catled "Slaughterhouse and Meat Inspection Act, 2054™.

(2) This Act shall come into force in prescribed area on a presenbed date which His
Majesty Goverament may nolify it in the Nepal gazette, to specify it.

2. Definition: In this Act unless there is anything fcpugnanz in the subject or contexl.

(1) "Animal” means casirated or uncastrated poat, sheep, pig, wild boar, chyangra goat,
buffalo, bull, rabbit or the females above which are fit for meat other than cow and ox
and this word also includes poultry, ducks, pigeon or other species kept for meat
purpose.

(2) "Meat” means meat of the animals which is fit for human consumption.

(3) "Meat inspector” means person appointed or as prescnbed under Article 6.

(4) "Meat supervisor” means person as prescribed under Asticle 7.

(5) "Slaughterhouse” means house or place where animals are staughtered for meat.

(6) "Meat seller” means a person who sells the meat professionally.

(7) “Prescribed or as prescribed” means prescribed or as prescribed on the regulation
made under this Act.

3. Prohibit to established slaughterhouse and selling of meat without license: Nobody

shall established slaughterhouse or selling the meat without obtaining license under this
Act.



4. Eslabhshed ol‘s!aughterho use: .,

S S A et

(.l)Hgs,_Mgucsly ﬁqxgnmy_:qt_,mgx established .thé slaughtethouse in any area of the
C()U.n[.l')' by the notification in Nepal pazette.

{2) What so ever is.wriltea .in Sub-Article (1). His Majesty’s Government may give
pennission to non;govermment.seclor.as well (d_ establish the slaughterhouse.

(3)- The terms. and; conditions.and specification; to established the Slaughterhouse under
Adicle (1) or (2) shall be as prescribed. '

. Application for license:

(1) Person interested to cstablished a slaughterhouse or selling of meat, shall obtain
license as prescribed.
(2) To obtain the license under sub-article (1) a fee is to be paid as prescibed.

. Appoiniment of Meat Inspector:

(1) His Majesty’s Goverunent may nominate/appoint a person as a Meat ;Inspeclor to
cxamine animals or meat, who is at least graduate in veterinary science. '

(2) Others rights and dulies of Meat Inspector will be as prescnbed, in addition to
mentioned in this Act.

. Nomination of Meat Supervisor:

(1) His Majesly's Government may nominate a Mcat Supervisor to any Civil servant who
is at teast graduvate in vetennary science for supervision of slaughterhousc
management and as Meat Supervisor.

(2) His Majesty's govermment may nominate the Meat Supervisor as Meat Inspector in
case if there is no Meat Inspector.

(3} Other functions, dutics and rights of Meat Supervisor shall be as prescribed.

. Inspection of animals before slaughtering (Anti-Mortem Inspection):

(1) Animal to be Slaughtered should be produced for inspection and anti-mortem
examination before meat supervisor, at slaughtethouse, and in the area where
slaughterhouse is not yet consttucted such animal should be inspected at the site
prescribed by the Meat Supervisor. Procedure for examination of animal will be as
prescribed.

(2) Afer inspection under sub-article (1) anima! found suitable for slaughter may be
permitted for Slaughter with marking the animal by Meat Inspecior.

(3} Upon inspection under sub-article (1) if animal is found diseased, such animal should
be prohibited for slaughter,



9. Slaughtering of animal in stasghterhousc:

(1) Animal fit for staughtering under arficle (8) shall be staughtered in the s_laughterhouse. .
(2) Whatever is written in sub-article (1) if there is no slaughterhouse in those arca,

animal shall be slaughter at the place and time as prescribed by the meat SUCTVISOT.

10. Meat examination of slaughtered.animal; |
(1) Meat inspector should inspcqi__thé'_;neal ofithe _si;{qg_}i:tcred_ animal under Adticle 9, as
prescribed.
(2) If meat inspector find any disease in meat of staughtered animal upon inspection
under sub-article (1) such meat may be prohibitéd for sclling partially or comipletely
by Meat Inspecior.

11. Prohibition en sale of carcass:

(1} Salc of meat of anim-al olﬁc_r than mentioned in section (A) of Article 2 shall not be
allowed.

(2) Meat of dead animal due to disease or any other cause shall no be allowed for sale.

(3) Sale of meat with skin shall not be allowed.

But this article shall not be applied for selling the meat of birds, pigs, wild pigs and in

other species identifying organs or portions like head and legs with skins.

12. Marking or slamping ¢n.carcass;

(1) Meat inspector shall affix clearly visible marking or stamp as prescaibed during the
certification of meal for sale.
(2) No meat shall be sold without the imarks or stamps retired under sub-asticle (1).

13. Adulterated meat shall not allowed to sale:

(1) Adulteration of carcass with another species of animat or deceiving the species of
animal while selling meat shall not be allowed.

(2) Adulteration of meat with any substance that atters the normal qualily or faste or
weight shali not be permitted for sale.

14. Fee to_be_paid: Inspection of animal or meat under this Act, fee shall be levied as

prescnbed.
15. Authority to enter: Meat Inspector or Meat Supervisor may enter in sfaughterhouse or

butcher's shop and may take sample of meat or inspection of animal or carcass. To help on
this work will be the duty of all concerned.
16. No objection: Whatever contain in this Act, there will be no objection on slaughtes of

animal for houschold purposes the relevant Articles of this Act shall not be effeclive.




17. Penadty and punishiment;

(Ij Person who contnivanice sub-article (1) or (3) of*Article 8, Article 9,_sﬁb—'éfticle"(2) of
Adticle 10, sub-adicle (3) of Asticle 11-or sub-adticle (2} of Article 12 shall be
punished with a fine of maximum of Rupees one thousand.

(2) Person who contrivance Atrticle 3, sub-article (1} or (2) of Article 11 or Article 13
shall be punished with a maximum fine of Rupces Five hundred. -

18. Delegation of authority: Authority vested on His Majesty's Government under this Act

may be delegated with limit to other bodies as required.
19. His_Majesty's Government shall_be plainGiif; His Majesty's Government shall be

plaintiff on case under this Act.

20. Investipation of erime and defence:

(1) Meat Inspector shall investigate the case under this Act and register the case after
completing the investigation he shall file the case to judiciary powered officer.

(2) During the rcgis{ratioﬁ of the case under sub-ariicle (1) investigation personnel may
take advise with govermment lawyer.

21. Judicial authority: The judicial authority for cases and hearing appeal related to this Act

should be vested on prescribed officer.

22. Shali-be according to-the prevailing law: Whatever mentioned in this Act shall be

decided accordingly, while in other matter it will be as per the prevailing law.

23. Authority to frame rules; For the implementation of purpose of this Act. His Majesty's

Government shall have authority to make the necessary rules.
24. Repeal: Whatever is written in Muluki Ain (Act) under Chaupaya (Four footed animal)
on paragraph number 3 and 16 has been repealed.
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EXECUTIVE SUMMARY

AS THE YEAR 2000 DRAWS CLOSER, the people of Nepa! stand poised 10 enter the new
century on a track of prosperily. They now have the resources to experience the same
greatly accelerated growth enjoyed in many parts of Easl, Southeast, and South Asia.
Past decades have provided an increasingly educated public, a multiplicity of complex
institulions, and a substantial physical infrastructure. The time has come 1o convert that
past development into mising living standards for all through dynamic growth. The
Agriculture Perspective Plan (APP) is designed to do just that.

The engine of growth will be agriculture. It dominates employment through its
direct and indirect influences, is the largest component of Nepal's gross national product,
has great potential for technology-based increases in resource productivity, and has strong
multiplier effects on other sectors of the economy. Thus the APP will accelerate Nepal's
agricultural growth rate by 2 percentage points: from about 3 percent per annum 0 3
percent per annum. Combined with a decline in the population growth rate. from 2.5
percent to 2.0 perceat, this represents a sixfold increase in the growth of agricultural
output per capita: from the current insignificant rate ol 0.5 percent 10 a rapid 3 percent.

With this sharp acceleration, tarm incomes will nse rapidly. Farmers will then
have the purchasing power to boost the demand for high-value agricultural
commodities—particularly milk, vegetables, and fruits-~and for nonagricuitural goods and
services from the small and medium-scale enterprises of villages and market towns. Since
these activities are employment intensive, they will drasucally reduce poverty in Nepal.

Over the course of the twenty-year Agriculture Perspective Plan, the rural poor
witl decline by 5.5 million and the proportion of the tural population in poverty will be
only one-quarter that at present. Ecologically fragile lands will revert to forestry and an
increased area will be planted to soil-conserving tree fruits and to fodder crops. including
fodder trees and legumes. As nonagricultural employment then gathers momentum, it will
be diffused throughout the nation’s market towns, thus slowing the growth rate of
Kathmandu, with salutary eavironmental effects. In addition. the immense growth
planned for the livestock sector offers unusually large potential for increased incomes to
women.

The APP states the conditions not only of accelerated growth in agriculture but
also of employment growth, which is the key to reducing poverty in Nepal. it also states
explicitly the ancillary policies through which the APP growth stralegy can enhance the
environment and circumvent potential environmental hazards in the plan. Moreover, the
proposed pattern of growth helps women increase their earnings. and addresses their
special problems as they attempt to paruicipate in accelerated growth. :






Equally important, the APP is regionally balanced. Whereas the terai currently
dominates rural growth, under the plan, growth will be slightly faster in the hills and
* mountains and will bring these two regions a proportionate share in the benefits of
growth. The synergism between the terai and the hills and mountains 1s to be realized
through specific priority investments and production packages.

Despite the failure of previous policies favorable to agriculture. the APP is
expected Lo succeed because it charts @ known course. Government action is 1o be
focused on a few priorities that recent experience in Nepal and in countries with sharply
accelerated agricultural growth rates has shown to be critical to success. Furthermore.
it combines those few priorities into an integrated package: provides the implementing
institutions with analytical and follow-up capacity at the district and national levels,
removes the impediments that bar the private sector from investing in growth, and
provides positive assistance for such investment. The timing of the APP is night: it is
able to draw on past efforts in Nepal that are now proven and ready for large-scale
application,

WHY AGRICULTURE ?

1t should be self evident why agriculture must be central to accelerated growth in
Nepal, and pasticularly to participation of the mass of people. Ninety percent of Nepal's
people live in rural areas. More than a quarter million jobs must be provided each year
simply to keep up with labor force growth,-let alone to provide more productive
employment to those currently in absolute poverty. Kathmandu is bursting at the seams.
‘The dominant exporl led non-agricultural sectors are garments and carpets. They joindy
occupy a total of less than 100,000 people. It would take two-and-a-half of these added
each year 1o absorb the labor force growth—and at a time when there is immease concern
about the environmental impact of the existing size of these industries. The bulk of non-
agricultural employment in Nepal is related to agriculture, either through production or
consumption activities. The APP by mid-term generates enough employment directly in
agriculture, and more important through its multipliers to rural non-farm employment 0
more than absorb the labor force increments, thus allowing for increased labor
productivity and hence rising wage rates. Only agriculiure has the current size and
multipliers to provide this result. In any case, what Nepal's growth rate and poverty
picture looks like with stagnant agriculture has been staring us in the face for the last few
decades. A recent book (Mellor, 1995) shows for six major agricultural success stories
(Taiwan, Thaitand, Punjab, Kenya, Costa Rica and Columbia) how agriculture plays this
key role in the take off into ransformation of the economic structure. It also provides
a case {the Philippines) of agriculture growing rapidly and not stimulating non-
agricultural growth—a lesson taken into account explicitly in the APP; and it shows how
a country (Argentina) with excellent agricultural resources can fail to utilize that
resource, with disastrous consequences for the rest of the economy.
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STRATEGY FOR GROWTH

The strategy can be seen as having 7 components. First, accelerating agricultural
growth. Second. doing so through large. concentrated investment in a small number of
input prionties. Third, those input prionties are shallow tubewell iirigation in the terai.
agricultural roads. fertilizer, and the technology system of research and extension.
Foutth. a small number of high- value commodily priorities to facilitate intensification
of agriculture, especially in the hills. Fifth, those priorities are citrus, vegetables and
vegelable seeds. apples, apiculture and sericulture. Sixth, strong multipliers trom
increased farm incomes to growth of oulput and employment in the rural non-farm
sector. as the principal means of solving the problems of employment. poverty.
environment, and dispersal of urbanization. Seventh, an implementation mechanism that
operates at the district and national levels, and is complemented with an analytical body
to facilitate reinforcement and adjustment of the plan over time. The strategy requires
packaging the component parts at the district, village, and farm levels. It is described as
a Prioritized Productivity Package. The details of the sirategy are quite different for the
teral and the hills and mountains.

One avspicious aspect of the APP is its recognition of the need for a different
strategy for the terai and the hills and mountains. The terai strategy is technology driven.
It wilt take advaniage of technological advances to provide well-controlled vear-round
irrigation to the bulk of the cultivated area and thereby enable the terai to achieve rapid
catch-up growth in the basic food staples. This will be achieved through a massive push
toward groundwater development. accompanied by continued rehabilitation of surface
schemes managed by more and more farmers. and through policies that will accelerate
the use of fertilizer, integrate all of the terai into national and global markets through the
provision of a complete network of all-weather roads, and focus research and extension
systems on enhancing the productivity of a few select commodities and systems wilh the
greatest potential.

The terai has not kept pace with areas in other countries with similar resources
because the years of large-scale irrigation investment have benefited only 18 percent of
the area’s arable land, few of the villages are on all-weather roads. the supply of
fertilizer is far oo little to the needs of fast growth, and the research and extension
systems have failed to produce the crop varieties and practices essential to sustained high
rates of gcowth. The APP sets out to change each of those factors. it does so by building
on the substantial existing structures and by packaging the set of investments to ensure
the synergism necessary for a large production impact.

fn contrast, the strategy for the hills and mountains is demand driven. Rising
incomes, in large degree from the terai.strategy, but also from export markets, will
provide the effective demand for the high-value commodities that are relatively more
important in the hills and mountains than in the terai. The objective of the package
approach in the hills and mountains is to increase the preduction of livestock products
and high-value crops.

Like the terai strategy. the hills and mountains strategy aims for a system of
agricultural roads that will facilitate the commercialization of agriculture. fertilizer
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supplies in the quantity and time required, improved technology. and improved water
control. However, the package centers on key high-value commodities and the constraints
to the rapid growth of those commodities with regard to their inputs. marketing.
processing. and farming systems. Therefore, rapid growth in the hills and mountains will
lag a few years behind the take-off in the terai. Even under existing conditions the hills
and mountains are trailing the terai by about one-quarter in growth rate. That lag will not
continue for tong under the APP.

The commodities at the center of the hill and mountain package are livestock”
{specifically milk), citrus, apples, vegelables and vegetable seed. and the products of
apicilture and sericulture. The first four are dominant high-value commodities in various
hills and mountains agroecological zones. Apiculture is highly complementary to frum
production and has the potential to bring low-income rural people ino the participation
stream. Sericulture has a particularly strong comparative advantage. despite its currently
low value of output, and has special potential for the participation of women.

It must be emphasized that although the APP sets a few priorities for focused
government action, it is not exclusionary, in the sense that other activities may in ume
also become impornant. The plan priorities must themselves be adjusted over time.
Nevertheless, the fundamental principle is that the past diffusion of scarce public
capacities over a myriad of activities cannot yield the critical mass and the quality of
output essential for success. Business carried oa as in the past does not work.

Although the terai strategy is not driven by a commodity oriemation. in practice.
nce. wheat, maize. potato, hvestock. and high-quality fodder (for milk). vegetables
(grown largely during different seasons from produce in the hills and mountains) and
fruit {(mango and banana) will continue to be imporiant. But the first priority must be on
the basic food crops that dominate Nepal's agriculture and offer unusual opportunities to
increase productivily. Those priorities must be maiched by complementary priorities in
the technology system.

The two regional strategies are not exclusive in their thrusts. OF course, food
production will increase rapidly in the hills and mounltains and high-value commodities
in the terai. But, the focus of the package will differ because of the different resource
bases and consequent differences in the core influences on accelerated growth. The
priorities for the package effort focus on what will be the initial source of rapid growth
in the respective areas. |

Despite their core differences, the production packaoes for the terai and the hills
and mountains also have some features in common.:Growth.in agricultyral: mcomes will
stimulate the growthof dutput and employnient in thie viilages and’ ‘market towns. That
is'the” poverty réduction srategy.

A grid of agricultural roads is essential not only 1o precipitate agricultural growth.
but also to encourage populations to remain employed in the small and medium-scate
firms in the villages and market towns. The roads encourage a variety of people to reside
in the villages: not only the personnel needed to staffl the key agriculiural growth
institutions but also those who can run the health and family planning clinics so critical
to the improved well-being of the poor.



Another common feature of both strategies is the emphasis on well-controlled
year-round water supplics. Such supplies are absolutely essential to high-intensity
agriculture. In all regions. the technotogy system is to be ortented toward a steady tlow
of improved technology, which is the key to economic growth in all countries of the
world. At the same time, fertilizer policy will ensure that supplies are available at the
time and in the form needed by farmers intensifying their agricullure.

The fastest growth rates are in commeodities in which women are particulariy
likely to play an important role, not only in providing labor but alse in providing
entreprencurship and benefiting from the enhanced income flows. The plan gives special
attention to women's access to credit, their possible influence on research. their
participation in extension programs, and measures that would increase the profitability
of small businesses run by women. it does so not only by specitically calling for
increased women’s employment in these programs, bul also by stating operating
procedures that will make it easier for women to fit into such programs. given their other
responsibilities. The strategy must be broadly pasticipatory if it is"to have a large
aggregate impact, and so women and small farmers niust be included.

The plan gives the same attention to the specifics '0f policies concerned with
environmental issues. The plan outlines specific positive programs and specific efforts
designed to ensure that resource degradation and pollution do not occur. That emphasis
is particularly important in the technology system and is clearly specified in the priority
research on soil fertility, the role of organic matter, integrated pest management. and
farming systems thal provide ‘sustainability:

The sense of priority—of doing a few things well—that drives the overall strategy
applies to each of the components as well. The plan specilies four priority inputs for
investment, four priority outpuls for institutional support. Nive critical institutions. and
four key areas of policy change. Each of these prionties subsumes further priorities. The
plan promises success, but only if these blocks of priorities and the package approach are
strictly observed.

Two other key elemenis of the strategy are the mechanisins for implementation.
Without them, the APP will go the way of plans of the past. The prioritized productivity
package (PPP) must be modified suitably and implemented at the disteict level. A new
district level body is to play a key imptementation sole. A national body will also play
a central role: the National Support Committee {NSC} will report to a cabinet
subcommittes chaired by the prime minister and will oversee the plan and take remedial
action as necessary. To ¢nsure its effectiveness, the NSC will have an independent
analytical unit to collect and analyze comparative data on the various districts. which will
provide the basis for healthy competition among them and the factuat basis for central
oversighl. With only a small number of priorities to focus on. the two implementing
bodies will be able to function efficiently and effectively.

This strategy is neither alien to Nepal nor a departure from the successful
strategies followed in the fast-growth economies of Asia: Taiwan, Thailand, Indonesia.
Malaysia, and Punjab and Himachal Pradesh of India. It should be remembered. too. that
each of these economies employed a variant of the strategy suited fo the specific
conditions of their own national resource base. The record of the Indian states is the most

xxi



relevant for Nepal, not only because they are closer in space and uime, but because their
strategies are particularly close to the APP strategy. Numerous exampies of how this
strategy has also succeeded on a limited scale in Nepal appear in boxes in the various
chapters of the plan. To date, however, these successful sirategies have nol been pursued
on a wide scale with the priorities and packaging essenital (0 success. Several boxes in
the chapters illustrate this success.

For imore than twanty years, Himachal Pradesh has succeeded with 2 comtinuous
focus on a small number of priosities. Demand-dnven growth in high-vatue agricultoral
commodities has been the core of the strawcgy. along with a focus on rurat roads. For
Punjab, groundwater development, with 2 particularly effective technology policy and the
desire to place every village on an all-weather road and provide it with eizstricity irave
been central. in each case, the accelerated agricultural growtin drove the rapid growtin n
nonagricuiiural employment that was crtical to the radical decline i poverty that has
characterized all these success stories.

THE PROCESS Of PLAN FORMULATION

The APP is the product of a broad process of consuliation and consensus building.
Rural people and their representatives from the far reaches of the country were closeiy
consulted, as were a wide range of technical people, represeniatives from the privare
business sector. the line agencies of government, and the donor community. The APP.
has also drawn heavily from successful experiences in Nepal. in other countries of Asia.
and from broader historical experience.

The APP was formulated in three main stages. The first consisted of widespread
consultation by a small group of Nepalese and foreigners who drew from widespread
expenience and scientific analysis a set of hypotheses indicating how the agricultural
growth rate in Nepal could pick up from a stagnanlt state 10 one sufficiently dynamic to
drive overall development. During the second stage, a team of seventeen Nepalese and
four foreigners with a wide range of experience and technical knowledge prepared
twenty-six background technical papers that contained the buik of the factual and analytic
basis of the plan. In the third stage, the plan itself was written on the basis of these
technical papers and widespread consultations.

The various stages were guided by a'steering commitiee. A total of 125 persons
participated in the many commiltees and focus groups that conferred at various stages of
plan development. Particularly intensive interactions with these groups occurred al the
beginning and end of each of the three major stages. Focus groups were organized to
indicate priorities for various ecological zones. Two major regional meetings in May
1994 and a national seminar in August 1994 had a large impact on the final revisions of
the plan. ‘

A Growth Accounting Framework (GAF) was developed to quantify the sources
of growth, the required investment, and their commodity and regional unpacts.
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INPUT INYESTMENT PRIORITIES

The APP concentrates on four input mvestment prionties: irrigation, roads and
power, technology. and fertilizer. The annual average investment in the priarity inpuis
{the core of the APP) in the first five vears is Rs. 4.201 million {table ES-1). A reduced
plan calls for Rs. 3.367 million per year. For the reduced plan. the annual increment to
expenditure in these categories is Rs. 707 million. Even of that modest sum., a substantial
portion could be met by reallocations within the same broad line items.

Tuble £5-1: Public Invesorent in Prionine Inputs and Qurpurs, Aanuel Averuge, Firse Plun Penrod, 19U3 98 1o
15597200 X)
(nulhens of fupees)

feem Prioany Inpuis® Prwority Ouipuis
APP investment 4.201 1,278
Current invesiment 2.660 573
Plan merement 1,541 703

Alternative reduced

APP investnent 534 603
Adjusted Plan 1.367 675
Adjusted Plan increment 0 t00

* Jacludes Ri. 100 millwon for institutional strengthening.

Sonrce: APP calculauons.

Irrigation

frrigation investment comprises 56 percent of the priority input investment in the
first five-year period of the plan. Seventy-one percent of the total irrigation invesiment
anad 46 percent of the lerai irrigation investment is in surface schemes: 46 percent of the
irrgation investment is in the hills and mountains. However, given the 50 percent
proportion of shallow tubewell investment covered by farmers, the total public investment
in irrigation increases by only 16 percent {rom present levels, with all of the increment
accounted for by shallow tubewells. The average annual investment in surlace schenes
will be maintained at the present real level, with that allocation continuing to shift toward
rehabilitation and farmer management and away from large scale surface schemes. The
preceding numbers exclude new large-scale terai surface schemes, which are costed on
a contingency basis but are-not included in the GAF calculations.

[rrigation is vital to the terai strategy, far more so than in the hills and mountains,
and shallow tubewells are the core of the terai irrigation strategy. Groundwater potential.
corroborated in an extensive groundwater study and by actual development in similar
areas of South Asia, are fully adequate to the strategy, particularly in the first ten years.
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Groundwater plays a far larger role in the strategy than its share of invesiment because
the costs of development of shallow tubewells are one-seventh as much per hectare as for
new terai surface schemes, less than half as expensive per hectare as terai rehabilitation
schemes, and only a quarter as expensive per hectare as hills rehabilitation schemes.

Thus, the institutional priorities must rest far more on shallow tubewell
development than on other aspects of irrigation. Similarly, the road. technology, land
reform and land consolidation, and fertilizer priorities at the disteict level must be
packaged and prioritized so as to maximiz¢ the pace of groundwater development and
achieve the returns calculated by the APP as appropriate and feasible.

Roads and Power

Agriculiural road investment constitutes 20 percent of the priority input
investment in the first five years of the plan. Of that investment, one-third is in the terai
and two-thirds in the hills and mountains. Unlike the irrigation investment, almost all of
the agricultural road investment is incremental to current levels and makes up 40 percent
of the incremental investment. The agricultural road investment in the: APP is essential
to the high-value commeodity strategy in the hills and moustains and to the shallow
tubewell strategy in the terai. Thus, it must be coordinated with those activities in the
package. The phase 1 (first ten years of the plan) road length additions of less than 10
kilometers per participating district is all oo modest, but does stll require the
instituttonal changes specified.

Past road investment in Nepal has been directed almost entirely at trunk and
district roads, with almost no investment in the grid of connecting agricultural roads that
are essential to agricultural growth and, indeed, to the volume of traffic on the trunk
roads essential to their financial prohtability. The average annual agricultural road
investment proposed for the first five years of the APP is equal to about half of the 1991
expenditure on roads. The APP concentrates on investment that will fill in the grid of
agricultural roads. It also emphasizes that all roads must be regularly matniained, a
matter greatly neglected in Nepal up to now, with disastrous consequences to the present
state of the road network.

_ The agricultural road investraent per kilometer is substantially higher in the hills
and mountains than the terai—three times as much per kilometer in the hills and six times
as much in the mountains, and with a lower standard of road. A growlh strategy that
Ieaves the hills and mountains out, however, loses half of the aggregate growth potential
and half the people. And, agricultural roads are essential to the hill and mountain
stralegy. Although the incremental capital output ratios are somewhat less favorable for
the hills and mountains because of higher construction costs, they are still highly
favorable and must be pursued.

Rural electrification is also central to the APP strategy, particularly to the spread
of wbewells, as well as to the activities that will stimulate employment by Creating small
enterprises. Be :ause of the current shortage of power-generating capacity. however, rural
electrification will have to be put off yntil the second five-year period of the APP. In the
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following fifteen years, all of the terai and all parts of the hills and mountains with
agricultural roads are also to receive elecincity.

With completion of that grid, the rural power demands will be more than three
times the current total power generation in Nepal. That demand is not now written into
future power planning for Nepal. it must be in the future. Otherwise, it will be virnally
impossible to realize broadly based, high-employment, low-poverty growth.

For the whole plan period, the distribution system for rural electrification is
calculated to cost about two-thirds as much as the agricultural road network. Attention
must be given to restraining costs, since the costs of both power generation and rural
distribution appear to be considerably higher than in other countries of South Asia.

Technology

Only 9 percent of the priority input investment in the first five years of the plan
is allocated to research and directly associated extension, but that calls for a doubling of
the real expendlture over a ten-year period, with a further increase proportional to the
growth in agricultural GDP. The investment is to be allocated first to increasing the
resource support for the senior research staff and then to e‘&pandlno staff. The unusually
heterogeneous resource base in Nepal and the example of poor “spill-in” of research
across state boundaries in India urge a strong nalional research system for Nepal.

Priority for the research and extension system is given to fertility research to
complement the major increase in fertilizer use and the necessity of seeing that the large
increase in fertilizer use is environmentally sustainable and friendly: to farming systems
research, with particular emphasis on high-inteasily systems suitable to year-round well-
controlled water, particularly to shallow tubewell water; and to two sets of commodity
priorities, those for the major food crops for which international centers exist and around
which the research should be developed, and for the key high-value commodities (mitk
and high-quality fodder, citrus, vegetables and vegetable seed, apples, and the products
of apiculture and sericulture).

Fertilizer

Under the APP, growth in fertilizer use wilt initially be higher than in the past
few years but will be compa:able to that of the preceding decade, and then will gradually
slow down. At the same {ime, the absolute quantities of increments in fertilizer use will
be large and continuously growing. That will require investment in fertilizer subsidies
for the reasons discussed below under prionty policies as well as a rapid expansion of
the private sector in fertilizer distribution and orientation of the technology system to the
efficient, profitable use of fertilizer.

Given the border pricing situation, 13 percent of the priority input investment in
the fisst five years of the plan is allocated to fertilizer subsidies. It is hoped that changes
in Indian policy will allow this to be gradually reduced.
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THE QUTPUT INVESTMENT PRIORITIES

Investment for the output priorities is less carefully developed than for the input
priorities, in large part because that investment is primarily in the private sector. with
relatively modest public sector complementary investment required. Such investment also
supports institutions, which are less tangible than most of the input priorities:
furthermore, Nepal has master plans for most of the output priorities, which are far more
conmprehensive than the APP could be and at the same time were designed 1o focus on
specific commaodities with little attention to the scarcity of resources and their competing
uses. '

Thus, on the basis of master plan investments that relate specitically to the public
investments in the priority outputs, a total equal to 30 percent of the input priority
investments is stated in the first five-year period of the plan. One-third is for livestock,
with a focus on milk, one-third for high value crops and agribusiness, and one-third for
forestry. This represents a more than twofold increase from present levels (table ES-1).

The APP discusses where cuts in investments should be made if budget stringency
does not allow the full investment plan. A major portion of the cuts are in the output
priorities, on the assumption that the bulk of investment is in the privale sector, that the
input priorities are critical to private sector investment profitability, and that much of the
outpul priority can be met by realtocation of present levels of public financing.

POLICY PRIORITIES

The APP achieves ils unusually low incremental capital output ratios in substantial
part through the four policy priorities that greatly increase the productivity of public
investment.

First, and foremost, it proposes a public policy commitment to encourage an
efficient, competitive private sector. All the policy priorities point in that direction. The
emphasis is on reallocating public resources to solve the immense problems of the private
sector due to inadequate transpori and power; reorienting public institutions to
complementing private sector investment, particutarly in credit programs, but also in
research and extension; and removing impediments to the free movement of goods and
services across district borders.

Second, public policy must support the concentration of public investment in the
four input priority areas, not only with financial allocations but with strengthened
institutions. The essential resources cannot be appropniately reallocated without the active
participation of the donor community. Thus, the govermment must make the priorities
clear and enlist the active support of donors. In many cases. this will require a special
effort to understand how the APP and its priorities actively forward donor interests in
poverly abatement, women’s participation, and environmental enhancement.

Third, s:veral aspects of price policy take on enhanced importance ta the APP.
That is because the APP strategy makes output of all types far more responsive (0 price
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signals than has traditionally been the case. Thus, the exchange rate, particularly with
the Indian rupee, must be monitored closely in view of the critical role of agricultural
exports arising from the return of the terai to generating exportable surpluses of cereals
and the necessily of a vent lor surplus as the hills and mountains obtain the economies
of scale in high value commodity production through a high degree of specialization.

The APP spells out in detail why il is the Indian border price that broadly
determines fertilizer prices in Nepal and the consequent necessity of substantial subsidies.
The pace of growth in fertilizer use as well as in shallow wbewell development both
argue for short-term subsidies to move the process along faster than the frictions of free-
market prices would allow. The plan calls for ending interference with milk prices.
including the seasonality of such prices. And, the nisks to farmers in the high growth rate
strategy call for price protec:ion from short-term markel failures. The details of these
policies are spelted out in the main report.

Fourth, consolidation of highly fragmented holdings in the terai is important to
the rapid pace of installation of shallow tubewells. Land tenure reform is important to
the eqmly and investment aspects of the plan. Thus, tand reform legislation, with a
provision for consolidation, is a policy priority.

INSTITUTIONAL PRIORITIES

A vast array of public institutions play an important role in agricultural growth.
The APP gives priority to strengthening five institutions that are critical to the success
of the plan generally and the four input prionities specifically.

First, the implementing agencies of the APP need to be created. The Nationai
Support Committee (NSC) is to provide the overview at the national level. The proposed
Independent Analytical Unit is needed to provide the factual, comparative data for
advising the NSC. That unit requires a small high-quality staff and operating funds for
conducting spot surveys. The district-level Subcommittee for the Implementation of the
District Agricultural Program must be formed with a member of the District
Development Commiltee as its chairman to coordinate district level activities, particularly
of the key line agencies, to apply the prioritized producnvny package and to recomnmend
to the District Development Commiltee the sequence in which blocks should be brought
into the prioritized productivity package.

Second, the proposed Department of Agricultural Roads must be created.
adequately slaffed, and prowded adequate operating funds to ensure that the APP
agriculiural roads program is implemented. Not only is a new departmient required. bul
roads must be built al a faster pace than at any time in the past.

Third, the Agricultural Development Bank must be strengthened to serve as the
lead agency for shallow tubewell drilling, to change its lending rules to finance the rapid
growlth of private fertilizer dealers, to finance very rapid growth in fertilizer use. and to
mduce private financing for the rapid growth of the priority outputs.
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Fourth, the Agricultural Inputs Corporalion must evolve 1o serve as the lead
agency for meeting the fertilizer targets, with parlicular emphasis on assisting the private
sector. '

Fifth, the Nepal Agricultural Research Council must expand and redirect its
research and increase its technical capacities, including close liaison with the Department
of Agricultural Development, to provide extension services in the priority areas,
particularly for fertilizer and soil fertility, integrated pest management, farming systems
for high intensily levels, and for key commodities.- The Department of Agricultural
Development must also play an important role in ensuring quality products in the newly
expanding high value commodities.

PHASING IN THE PLAN

The APP may seem (o appear at first glance to streich beyond the present reach
of implementation capacity. The lack of agricultural growth over the past few decades
encourages that view. However, the plan is intended 1o stretch capacities as the anly
means of geiting onto the growth path that so many others have achieved. It does so at
a lime when the capacity for most of the priorities has been built to the critical mass for
1ake-off. That is particularly true for shallow tubewells and fertilizer. The plan has three
elements thal facilitate achieving its high aspirations.

First, it draws its initial growth largely from increased fertilizer use. That
increase occurs from maintenance of the already achieved growth rate. but of course with
far larger absolute increase now thal the base of use has become sigaificant. Second, the
growth comes relatively more from the terai than the hills in the early years of the plan
in recognition of the greater difficulty of the input requirements for the hills and of the
derived demand for the output from the hills. Third, the plan has a very few very tight
priorities. If they are adhered to by the government, along with the donors, then
cbviously much more rapid institutional change and input invesiment can occur. It is for
these reasons that the plan is presented as starting off quite rapidly.

It is also suggested in the reduced budget scenario that the hill road construction
could be slipped by one plan period. If that road investment concentrates on agricultural
roads, and the marketing and related changes in instilutional structure are made, the
targets can be achieved off the existing hill road network and the slower addition to hitl
roads. We note in any case the villages seem (0 be preparing themselves for much faster
road construction than called for in the plan. They are showing great impalience.

Nevertheless, it may be argued that the institutional changes are sufficiently large
as to require a further phasing in period. And, financing the plan will require substantial
shift in donor allocations, which will take some lime to occur. In any case, it is better
not to hold out too high expectations and then have them dashed.

Thus, a phase-in period for the plan is recommended. We emphasize three points
about the phase-in. It should be short—two years. A longer phase-in will tower
expectations ad increase the difficulty of implementation. Second, the investment
resource must be made available at the full plan levels from the start. In order to change
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the institutional changes with urgency finance should not be limiting for using the
institutions. Of course, if this is implemented funds should be expected to lapse. Third,
and most important, the phase-in must not be used to relieve emphasis on the priorities.
It is implementation of the priorities that at once make feasible the chajlenomo ptan mput
targets and that at the same time provide the large oulput response.

A phase-in period is preferable to Iowenng the targets in the initial five year plan
period. That is because the plan should be seen as an integrated approach that requires
that a critical mass of growth be achieved. It must be presented and seen in that light.
It does not disturb the integrity of the plan. Despite this position, the plan does present
a low input, low response version in annex 3-C.

CONCLUSION

The APP offers the opportunity to put Nepal onto a fast growth track that will
bring rural prosperity, a rapid decline in poverty, diffused vrbanization, and an improved
environment. It does so by selting a small number of priorities with respect to
investment, policy, and institutions and by combining them into contrasting packages in
the terai and the hills and mountains. It then specifies an implementing mechanism to
ensure that shortcomings are diagnosed, necessary adjustments are made, and appropriate
models are emulated. The result will be a radical decline in poverty, a rapid increase in
rural incomes, the broad participation of women in growth and rising incomes, less
poputation pressure on Kathmandu even while total nonagricultural employment grows
rapidly, and a protected environment €ven as incomes rise.

1S THE TASK TOO DAUNTING ?

Certainly the APP calls for a striking acceleration in agricultural growth. It requires a
large increase in investment on one area—roads. It requires major institutional and policy
changes. Many of these have been attempted before. What is different in the plan? First,
the plan is growth oriented as a necessary condition of all the other objectives. Second,
it has tight priorities. To reform five institutions may be reasonable in short order; to
reform the bulk of the public institutions is aot. It has only four policy priorities. Agam,
obtaining change in those policies with the altendant political costs is reasonable,
changing a much larger set is not. Donor agencies are collectively trying to change far
-far more institutions and policies than the APP priorities. There are two dangers, First,

the cynicism that grows from lack of past'priorily may distract from altemptmo the effort
necessary to make the small number of large prionty cllanges in investment, institutions
and policies. Second, the pressures will be constantly to add priorities, all the way to the
present disastrous situation of spreading all effort so thin that nothing works. Success in
weakening the priorities will of course reinforce the basis for cynicism and ensure that
that prophecy is self-fulfilling.
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LIVESTOCK!

THE IMPORTANCE OF THE LIVESTOCK SECTOR to development has already been weli
established: it is nol only a fast-growing sector, but it accounts for a substantial share of
overall growth. Under the APP, the growth rate of the livestock sector accelerates from
2.9 percent at the outset of the plan to 6.1 perceat in the last five-year period (table 8-1).
And its share in AGDP growth rises from 31 percent before the APP to 45 percent in the
last period. '

Table 8-1. Livestock Growth Rare and Proportion of GDP by Region, 1991/92 to 2014115
{percent)

Region ' Livestock Proportion of GDP Livestock GDP Growth Rate
1991792 2014715 1991192 10 200910 rv
1994795 2014413
Ferai I8 35 2.8 5.8
Hills 53 235 2.9 6.2
Mountains 9 10 3.0 6.4
Total 100 100 2.9 6.t

Source: APP calculations based on National Planning Commission {1993).

Livestock growih, as for all the output priorities, is largely demand- driven and
dependent on private sector aclivitics. Thus, the APP has few specific public sector
recommendaltions to make for the sector. The plan does lag the livestock growth behind
the plan because the livestock demand is Jargely domestically driven,

"This chapter draws heavily on the recently prepared Livestock Master Plan (HMG/AsDB,
1993).



Al present, the sector is growing slowly because the growlh of per capita income
is slagnanl one conscquence being the curreat surplus of milk. The demand for tivestock
products is highly elastic with respect lo per capita income. Thus as income growth
accelerates under the APP, there will, after a modest lag, be an explosive growth in the
demand for Yivestock products. This pattern is the norm in developing countries achicving
fast growth,

The livestock sector can only achieve high growth rates if the ¢xpansion in crop
production, the multipliers to other sectors, and the growth in livestock production itself
propel per capita incomes at a rale greatly acceleraled from that of the past. Since the
plan is conservatively framed, that should be possible. Indeed, growlh exogenous to
agriculture in the nonagriculliral sector may be faster than assumed in the APP. In that
case, the APP assumptions for livestock growth will prove conservative. Further, some
export potential does exist (for example, for Yak/Chauri cheese). Thus, policies and
institutional development plans would best be based on the assumption that livestock
targets will be overachieved rather than underachieved.

As stated many times in this volume, the growth cmanatmg from lhe APP can be
seen as a chain reaction: agricultural improvements cause income growth, which then
generates growth in the livestock seclor, which pushes up the overall growth rate.
Livestock growth plays an even more important role in reducing poveriy and eaabling
wonien to parlicipate in the force. The livestock. sector objectives will requise an
immense effort by the private sector, especially in input supply and dairy processing, and
strong comiplementary public sector activilies (HMG/AsDB, 1993).

Success in the livestock sector will also help Nepal achieve the regional balance
objectives of the APP. Livestock are more predommanl in the hills than in the terai and
the APP provides a somewhat higher growth rate in the hills and mountains (figure 8-1).

Figure 8-1. Growth Path of Per Cap:ra L westock GDP in Terai and Hills and Mountains,
1994195 - 2014/15
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The APP assumes that supply response is highly elastic-—that is, farmers will
respond to increased opportunity as they have in the past. But some public investment
will be required, particularly as aggregate produciion becomes larger and larger. Roads
will be the most imporiant investment for the development of the livestock sector.

In the past, when effective demand increased, the livestock supply quickly more
than matched that increase—but only in areas with good transport since many of them
were a long distance from urban markets. The commercial development of livestock,
which is the objective of the APP, entails the buying of-inputs {including concentrate
feed) and the selling of output, which in this case is a perishable product that must be
transported quickly if its high value is to be maintained. Thus, dircct public investment
in the livestock sector at the expense of the APP road larget represents a misallocation
of resources, even for achicving livestock growth.

The increased livestock investment will be made primarily by private farms for
production and private firms for marketing and processing. In general, direct public
investment in these activilies would be counterproductive, because it would crowd ont
the more efficient private investment.

Over the loag run, the Department of Agricultural Development will need to
monitor and recommend aclions to ensure adequate quality control and competitive
conditions. In the short run, public facilities can play an important role in setting
standards and providing competition. The critical issve is less one of privatizing these
existing facilities than it is one of providing a tevel playing field with respect 1o pricing
policy, so as to allow the private sector to develop. There should be no public subsidies
of the processing and distribution systems.

In the greatly accelerated livestock growih regime of the APP, animal feed of
requisite quality will become an increasingly important constraint to growth. Past growth
rates could be accommodated largely by increasing the feed from tradilional sources:
natural grazing, scavenging, and by-products. The high growth rates of the APP will
require grealer use of high-quality forage and purchased concentrates, along wilh
improved grasstands, including those adjacent to forestlands. Wilh this change, research
on fodder production and on animal notrition will become ail the more important.

Improved feeding will increase the returns to improved animals, and this will then
increase the relurns to improved management and health services. The Department of
Agricultural Development wili need to monitor the research program, ensure adequate
extension, monitor and supplement the private provision of velerinary and other services,
and oversee quality control and the effectiveness of competition in marketing and
processing. '

PRESENT STATUS
At present, livestock contributes 31 percent to the total AGDP of the country, and
53 percent of this amount is derived from the hills, 38 percent from terai, and 9 percent

from the mountains (table 8-1). Milk is by far the most important livestock commodity
(nearly half of livestock GDP), with meat next, much of which is a by-produclt of the
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milk subsector. Fisheries, included as a subsector of livestock, has experienced very
rapid growth in the past decade, but ils weight in total AGDP is so low (initially 1.0
percent) that its aggregate impact on growth is modest. Sheep and swine are both of
minor impostance. :

Three-quarters of all households keep cattle, and half keep buffalo, goats, an
poultry (table 8-2). Livestock raising is an important agricultural enterprise of the poor
families. About two-thirds of Nepal’s livestock owners have less than | heclare of land,
and women contribute significantly to livestock raising (National Sample Census of
Agricultuce for Nepal, 1991/92).

At present, crop residuc coniributes about 47 percent of animal feed, and the
forests contribnte 30 percent. The rest is supplied from noncultivated inclusions
(risers’bunds, roadsides, and so on), shrublands, and grazing lands (HMG/AsDB/
FINNIDA, 1988). Despite these sources, livestock are generally underfed--by about one-
third (Pariyar, 1993). The low supply of forage from rangelands (that is, forests and
grazing lands) is directly associated with low produclivity and limited access. Forage
yield from rangelands averages 0.2 melric tons of dry matter per heclare in the conifer
forest, 1.2 melric tons in the flatlands, and 3.08 metric lons in the alpine meadows, Only
37 percent of the rangelands are accessible for forage collection, however
(HMG/AsDB/FINNIDA, 1988).

Table 8-2. Perceniage of Households Keeping Livestock and Birds by Region, 1921/92

Region Caitle Cheuri  Buffalo  Goat  Sheep  Pigsy  Horses/  Poultty  Dudcks
ndles

Mountain 82.8 2.9 44.8 55.5 6.5 10.3 1.3 56.4 6.0

Hills 71.3 0.1 60.0 54.2 4.2 12.2 0.4 62.6 9.2

Terai 74.4 0.0 35.8 46.8 1.8 7.1 0.4 32.4 15.7

Mepal 76.6 0.3 48.5 513 3.4 2.9 0.5 51.9 13.6

Source; National Sample Census of Agriculture for Nepal (1991/92).

The supply of waste and scavenging feed is inelastic: even with the best of efforts
in forest and grassland improvement, more and more feed must come from high-quality
fodder produced in compelition with other crops. The rapid increase in yields of field
crops envisioned for the APP will facilitate the needed transfer of area, if commensurate
improvements in fodder yields also occur.

THE ROLE OF WOMEN
‘The expansion of the livestock sector, driven by rising incomes, offers the single

most important opporiunity to bring women into the commercial production systein and
to raise their incomes. Women contribute 70 percent of the work effort in livestock
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raising and are more knowledgeable than men about tceating sick animals (Sharma and
Awasthi, 1993). Livestock are not only dispropostionately found on the small and
marginal farms and with the landless, but women are disproportionately represented in
those groups. In contrast to the opportunity that is available, women tend to be excluded
from extension, marketing, credit, and other activities criticat to increasing livestock
productivity and incomes (HMG/AsDB, 1993). Given the high growth rates expected of
the livestock sector, efforts to improve the fot of rural women should be targeted on this
sector. ,

Wamen's needs {for example, for time-saving technology) are not considered in
the conduct of research, nor is the extension education system taitored to women farmers
{for example, curricuta, liming, and training locations are not chosen with the
participation of women farmers in mind). Morcover, the present system does not
sufficiently target women faraers for other extension activilies, such as farmer tours and
exposure o extension materials.

Women farmiers are also usually excluded from planning processes and have no
access to lending inslitutions, except for a few Small Farmers Development Progeams,
the Production Credit for Rural Women program, and the recently introduced Rural
Development Banking Program. There are many unfortunate instances in which
women---and the entire family—have been excluded from development activities simply
because they do nol have righls to family property and the husband either does not want
to participate in the economic aclivity as proposed by the wife or is absent.

The strategic policy response must ensure, first, that a sound planning system is
developed to enable women farmers to participate in all stages of the planning cycte for
livestock production and marketing and in extension education aclivities. Second, an
appropriate banking system should be developed to provide women wilh easy and direct
access to financial institutions. Third, technology improvements should be designed
specifically to relieve women farmers from their time burden. And fourth, training
curricuta should be devetoped to fif the timing and formal education level of the women
farmers.

COMMODITY PRIORITIES

The commodily priorities for livestock are simple and flow directly from the
initial weights in output, the demand elasticities (chapler 3), and the past record of
growth. Milk and the associated meal produclion are by far the most important of these
priorities. Initially, growih efforts will focus almost exclusively on milk animals, with
an emphasis on animal nutrilion, feed supplies, vetecrinary services, and markeling. The
third priority is to expand poultry production, which has already shown rapid growth and
carries some weight in the AGDP, followed by goats, the fourth priority.

The APP is by and large a positive plan, with lutle emphasis on what should not
be done. 1n view of the pernicious theory of import subslitulion and the importance of
the carpet industry in Nepal, however, a warning about sheep seems in order, Sheep are
currently inconsequential, and there is ample evidence that they do not and are unlikely
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to have comparative advantage in Nepal, beyond a few niches. But, a look at the vast
inLporis and a naive assumption about the ecological zones in Nepal are apt to lead to a
sheep priority. Although that would divert rescarch resources from nceds of higher
priority, the greater danger is that the local industry would be protected—-an action that
would almost certainly kili the vastly more important carpet industry, given that it is
entering a phase of increased foreign competition.

POLICY

Liveslock policy should be guidéd by the realization that the livestock sector is
a private sector. Public policy must be designed to complement and help private farmers
and business people compete efficiently and thus meet the high growlh rate targets for
the sector. The most critical. policy measure promoted by the APP for the rapid
development of livestock is 1o meet the road and electric power targels delineated in
chapter 7.

All subsidies for livestock processing and marketing must be eliminaled in order
to provide free entry for the private sector. Thus, public sector institutions must privatize
or remain free-standing units that receive no subsidies and that raise all their capital
needs themselves (HMG/AsDB, 1993). The National Dairy Development Board (NDDB)
can play a positive role in promoling the private seclor role in milk processing and
markeling.

Government rules and regulations that inhibit free markeis and private activity (for
example, restrictions on the movement of livestock commodities across district lines)
must be removed. At present, the Dairy Developmient Corporation keeps the producer
price of milk level across seasons (except for an adjustment for fat content), despite sharp
scasonal differences in the cost of production. This policv restrains consumption in the
low-cost season causing a seasonal glut of milk, and encourages imports of milk powder
in the high-cost season. It is important that the market price system be used to obtain an
optimal seasonal fluctuation in price and consumption. With such a regime, consuimplion
would fluctuate more seasonally than at present and production less. Wide seasonal
flucluations in milk production are likely to conlinue in future. In order to minimize the
differences in supply arising from such fluctuations, it is essential that the private sector
be encouraged in the processing and marketing business.

To help develop a competitive private sector, more steps should be taken to set
and enforce grades and standards, establish markel information systems, improve
velerinary services, and scrutinize imports of products like skim milk powder to ensure
that they conform with GATT rules.

Another important measure would be to firmly enforce the Aquatic Life
Conscrvation and Utilization Act of 1993, which is designed to improve the aquatic and
terrestsial environment and help increase fish production from natural water resources.
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INVESTMENT

As already mentioned, the public sector’s first order of priorily with regard to the
livestock sector is to invest in teansport. Irrigation investment is also imporiant, because
it will promote income growth and growth in the supply of high-quality fodder. Only
after these investmients are made at the full APP level should the items discussed next
move up in order of priority. Direct public investment in the livestock sector should
largely be for research and extension, and for training and institutional building in the
arcas of credit, local organization, and marketing.

The Livestock Master Plan called for an invesiment of $304 mitlion doltars in
livestock (including fisheries) over twenly years. This translates into $15 million per
year, of which one-third is marked for private sector promotion (table 8-3). Besides,
much of the investment specified in the Master Plan is probably generated in the private
sector and therefore need not be accounted for in the public investment budget. Chapter
16 suggests an in¢remental investment of $10 mitlion per year .

Table 8-3. Livestock Master Plan Investinent by Line ltem, Twenty-Year Prgjection
(miltions of U.8. dollars)

Years

Line liem First Five Second Five Second Ten Total Total{ %}
NGOs and private-sectors 4.0 30.0 54.7 88.7 29.2
promotion

Capital cost 20.5 27.5 5.4 534 17.5
Training and fellowship 6.0 6.5 4.1 £6.6 53
Technical assistance 15.1 1.0 1.3 37.4 12.3+
Incremental operating costs 2.5 12.0 28.0 42.5 14.0
Incremental manpower 1.0 3.0 7.3 12.0 4.0
Credit 4.0 10.5 20.0 3145 11.3
Oihers 3.0 5.8 10.0 8.8 6.2
Total 56.1 106.8 141.0 304.0 100

Sonrce; HMGIAsSDB (1993).
INSTITUTIONS

The privale sector must be primarily responsible for the expansion of the
necessary production, marketing, and processing activities for livestock in the APP. Thus
it is critical that the market pricing system be left to operate so as to direct activities to
the mosi economical and effective technology and management systems. However, five
public sector institutions will have an important complementary role in the development
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of these private sector activities: the Nepat Agricultural Research Council for technotogy
development; the Department of Agricultural Development for extension, regutatory, and
other facilitatory activities; Agricultural Development Bank of Nepal for finance; district
bodics (sce chapter '18 for details) for decentralized activities; and farmers and trade
organizations, in which NGOs have an important organizational role.

Nepal Agricultural Research Council

As explained in chapler 6, livestock research is given a high priority in the
2xpansion of the NARC, in keeping with its heavy weight in AGDP growth under the
APP. Within livestock, dairy is the first priority, and at least in the short run, the buffalo
is the priority animal. Given the poor state of animal nufrition and the current lack of
emphasis on fodder crops, close attention should be given to animal nutrition and the
principal fodder crops, particularly berscem, stylo, oats and veich during winter, and
maize, cowpea, teosinte and sorghum during the suminer season. This emphasis should
include efforts to improve natural pastures and develop them in the context of community
forestry. As the feeding problems are brought under control, emphasis can shift to
broader management issues and to improved breeding. As laid out in the Livestock
Master Plan (HHMG/AsDB, 1993), it is esseatial that women farmers participate in
planning and designing livestock research activities.

Department of Agricultural Development

The DOAD has several critical responsibilities in the drive to greatly accelerale
livestock production and should step up its efforts in these areas accordingly.

First, the extension system nceds to be upgraded, given a sharper focus, and
encouraged to give special atiention to women in livestock production. In doing so, it
must work closely with the NARC. It should also interact with the NARC and the
Forestry Depariment in the move to improve pasture on forestlands. As part of ils
exlension aclivities, the DOAD also needs 1o develop the capacity lo provide financial
and managerial training to the small private marketing and processing scclor.

Sccond, the DOAD's regulatory functions need to be strengthened. The private
sector is unlikely (o ensure quality in the near future. This problein is difficult to resolve,
but a start must be made by introducing minimum -quality standards. These will
encourage producers to increase the qualily of their products.

Third, the veterinary system needs (o move toward privatization, that is, toward
charging a fee for services. However, the emphasis must be on providing good veterinary
service, and the privatization must be carried out in a manncr that increases the quality
and quanlity of those services and brings them more in line with farmer needs. Those are
the objectives, not privatization per se.

The DOAD can meel the majorily of these needs by shifting its priorities. At the
same time, skills throughout the depastment will have to be radically upgraded, through
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a large training effort at all levels. ‘The message should be that the DOAD as a whole is
being upgraded, and that this effort should be guided by the APP priorities.

Agricultural Development Bank of Nepal

Farmers need loans to purchase animals, market livestock, and process and
markel livestock products. A large proportion of livestock farmers are poor and have
little access to formal tending institutions. Many of them bave no land or insuflicient tand
1o offer as collateral, or are tenants and thus have no right to use that land as mortgage.
Moreover, women—even though they provide more than 70 percent of the livestock
labor—have little access to these institutions for borrowing. The present sysiem has
overlooked the ability of womea and the poor to raisc livestock. These problems cannot
be properly addressed without administrative and legal changes pertaining to the ADBN.
Commercial banks should also be strengthened so that they could perform these roles.

Local and Private Organizations

The purpose of strengthening local institutions is to make livestock producers and
entreprencurs capable of carrying out livestock production (which includes supplying the
inputs) and marketing livestock and livestock products on their own. To this end, it witl
be vital to strengthen the capacity of the District Development Commiittee to facilitate
livestock development; and to encourage the livestock commodity and user groups to
approprialely use their group funds for development or entrepreneurial activities.

Drawing guidance from the Livestock Master Plan (HMG/AsDB, 1993), all the
above activities should be supported by providing appropriate training and communication
to the farmers, with particutar emphasis on the participation of women, as well as the
concerned entrepreneurs and NGOs. Such pariicipation can only take place with the aid
of well-motivaled and well-trained personnel in the field. ‘This approach is expected to
help bring farmerss together in the planning cycle, help them decide on the best use of
scarce resources available locally or externally, and help them arrive at their own
strategy for further development, The emphasis must be on commodity and other trade
organizations, such as the milk producers associatton. Delegating research, extension,
and other activities to them, as appropriate, will help strengthen them,

INTERNATIONAL TECHNICAL ASSISTANCE

The basic thrust of foreign technical assistance must be to strengthen the livestock
component of the key institutions—NARC, DOAD, ADBN, local government, and
farmers and trade associations. Assistance is primarily needed lo train and upgrade staff,
and to organize and support farmers in the field of entrepreneurial activities, particularly
for dairy processing and marketing.
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HIGH-VALUE CROPS

"THE HORTICULTURAL SECTOR, PARTICULARLY IN THE hills, can be drivea largely off
exporl demand from India, at least in the initial five years of the APP. Thus, it need not
~be lagged as much as the livestock sector. However, since the growth has for reasons
of convenience been accounted as driven by domestic demand, its potential for expansion
is far more rapid than called for in the APP. That however calls for substantial emphasis
on developing and facilitating private sector marketing. It is correct to say that for these
products the problem is not markets but markeling. The Rapti Development Project
experience wilh vegetable and apple pockels has clearly demonstrated the ease with which
the Indian market can be entered if modest efforts are made to facilitate the privale trade.
The chapter states broadly what the institutional developnient needs are for this, In
exccution the excellent expenence of the Rapti development project can be drawn upon
as itlustrated in the two boxes in chapter 10.

Over the course of the APP, the income from high-value crops is expected to
triple. The annual growth rate of these crops will accelerate from 4.8 percent to 5.8
percent (chapter 3, annex tables), and, what is particularly promising, production may
expand at possibly even higher rates than predicted because high-value crops have strong
export potential. Indeed, their development requires an export-driven stralegy.

Horticulture contributes about 13 percent of the agriculturat growth rate and is
therefore of greal importance to the various APP objectives, although it is stiil less than
half as important as the livestock sector. Furthermore, it shows greatl potential as a
provider of off-season vegelables, and thereby illustrates the strategic complementarity
between the terai and the hills and mountain regions of Nepal. Far from competing wilh
each other, winter vegetables from the terai and summer vegetables from the hills could
hetp supply produce year-round, develop and sustain domestic demand, and increase
human nutrition throughout the country. '

For convenience, the GAF considers the growth rale for horticulture to be
demand-driven. That is, as per capita income rapidly increases and with income
elasticities of demand of 0.8 and 1.0 for vegetables and fruits, respectively, the demand
for these commodilies increases and can be met by an increase in supply. This



assumption gives a growth rale that seems manageable despite the risks and other
constraints on expansion of the horticultural sector.

Al present, Nepal imports 67 percent of its vegetable consumption and 85 percent
of ils fruit consumption {Winrock, 1993). Although these percentages could be reduced
if efforts were made to extend the Nepal season through research and management, in
practice sclf-sufficiency may well decline as Nepal reinforces its comparative advanlage
in a small number of high-priority horticultural commodities. The exchange rate with the
Indian rupee is a critical deterininant of Nepal's ability to export 1o India and hence to
the success of the hosticultural production. In the past, even a favorable exchange rate
would elicit little growth in exports becausc of the severe supply constrainls and transport
difficulties. The APP will relax that constraint, making the exchange rate an imporlant
issue,

Despite the apparent potential of high-value crops, they also have their problems.
For one thing, they are risky to grow and thercfore are shunned by small farmers, who
have an aversion to risk. Neveslheless, Nepal's farms are smaller on average than those
in the successful horticultural specialization areas of Himachal Pradesh, India. This
creates an added risk aversion. The policies for the sector wili have to deal with that risk
aversion through research, infrastruclure, strong support services, and credit programs.

Another problem is food security, which is padicutarly complex when it comnes
to high-value crops. The risk aversion of small farmers will discourage them from
switching land areas from basic food crops to more produclive high-value crops. As
farmers develop faith in markets, their incomes will rise through specialization, and they
will be better able (o ensure food security on the market,

The APP strategy for the high-value crops sector is a private seclor strategy. The
role of government agencies, while important, is small. The strategy emphasizes raising
incomes and hence effective demand; investment in roads tlo increase. the regional
participation in high-value crop production; investment in irrigation to reduce the risks
in high-value commoditics; strong research suppori, again to reduce risks; and strong
support of the DOAD in several activities, primarily to assist private-secior developinent,
Above all, the strategy calls for commodity priorities within the sector, with the drive
to establish priorities in all the other aspects of the APP.

PRESENT STATUS

High-value crops account for 8 percent of the total cropped area of Nepal (table
9-1). ‘The horticuliure crops coalsibute 14 percent of total agricultural GDP (APP-GAF).

High-value crops are particularly critical 1o future rapid growth in incomes in the
hills and mountains, They offer an opportunity for high income per hectare in areas of
acute land scarcily wilh favorable incomie generation, poverty reduction, and
environmental effects. The secondary emptoyment potential in processing and marketing
is large. In addition, esvironmental benefits accrue from. the high value of output per
hectare, which helps withdraw marginal lands from agriculture, and from the high-value
trec crops on slopes.
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Table 9-1. High-Value Crops by Region, 1990/91
(thousands of hectares)

: 3 —

Crop Mountains fills Terai Nepal
Fruits 1.0 37.0 20.0 65.0
Vegetables 1.0 50,0 83.0 140.0
Potato 17.0 49.0 19.0 85.0
Cardamom n.a. 6.0 n.a. 6.0
Ginger n.a. 343.0 n.a, 3.0
Spices {turmeric, garlic) n.a. 2.0 2.0 3.0
Tea n.a. 1.0 2.0 3.0
Coffes : n.a. 0.2 n.a. 0.2
Mulberry {for silk-worny) n.a. 0.5 n.a. 0.2
Total 35.0 149.0 125.0 309.0
Ratio of high-value ctap '

to total crop (%) 16.0 10.0 6.0 8.0

n.a. Not applicable.
Sonrce: Ministry of Agriculture eslimates.

The proportion of area planted with high-value crops is higher in the hiils and
mountains than in the terai (1able 9-1). Vegetables are somewhat more important in the
terai, and fruit in the hills and mountains. Vegetables arc about evenly split between
summer and winter. The value of vegetable production is 45 percent greater than the
value of fruit production {table 9-2). Within fruits, citrus represents half the total. The
expected growth path of per capila hosticultural GDP is demonstrated in figure 9-1.

Figure 9-1. Growth Path of Per Capita Horticultural GDP in Terai and Hills and
Mountains, 1994/95 - 2014/15
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Tabte 9-2. High-Value Crops, Value of Production, 1990/91
{(mitlions of rupees)

Crups Mountains Hills Terai Nepal

Fruits 170 595 417 1.182
Cilsus' n.a. 590 n.a. 590
Vegetables 16 590 1.0:9 1714
Yegetahle Seed 2% n.a. n.a. 21
Polato Seeds n.a. 419 n.a. 419
Sericulture - na. 54 n.a. 54
Honey n.a, 4 n.a. 14
Ginger n.a, s n.a. 318
Spices® n.a. 214 n.a. 214
Cardamom n.a. 183 n.a. 183
Tea® n.a. 69 n.a. 60
n.a. = not applicable/available.

Note: Vegetable seed production in mountain and hills are together under mountain. Tea
production in hills and terai are put together in hills. Fruils in mountains are mainly apples.

a. Agricultural Markeling [nformation Bulletin (Bikram ela'ZOSOJ.
b. Nationat Tea and Coffee Development Board (1993).

Source: Production and valfue, Ministry of Agniculture {199Q/91).

ENVIRONMENT

Tree crops are a major component of high-value crops and of course have a
favorable environmental impact, particularly on hill slopes. At the same time, high-value
crops are often heavily sprayed with chemicals, with the consequent danger of pollution.
Chapter 13 outlines the requirements of a strong integeated pest management program
and minimum use of chemicals.

GENDER

Women play a vital rale in the production of all high-value commodities, mosl
notably in sericulture (where they account for 79 percent of labor), vegetables (67
percent), ginger (64 percent), and vegetable seeds (58 percent) (lable 9-3). These
commodities have a vast poteatial to creatc more employment and entrepreneursial
opportunities, and it is important that the institutional structure be open 0 women and
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structured to service them. The major problems of risk and risk aversion need o be
addressed particularly from the point of view of women,

Tuble 9-3. Comribution of Women'’y Labor to High-Value
Comunodities, 1992

{percent)
Commodities Conrribution
Fruits 46
Apple group 34
Citrus group 48
Mango group 33
Vegetables 67
Vegetable seeds 38
Sernculture : 79
Ginger 6

Source: No Frills Consultants {1991).

The NARC should be making a specific effort to involve women in trials of high-
value commodities and to find work to reduce the labor burden on women. In addition,
the DOAD ceould include more women in extension activities, particularly in harvest and
postharvest handling and marketing, and the ADBN could orient its loans to high-value
commodities grown by women.

COMMODITY PRIORITIES

Nepal has the diversified climatic conditions and the natural resource base to
produce a wide variety of high-value crops at low cost. Thus, cne of the critical
problems for the APP is to set priorities that will limit the number of commodities
emphasized to allow adequate scale economies in the scarce research, extension, market
development, and administrative services so essential to the development of high-value
crops. This nced to set priorities and to specialize is apparent in both the public and
private sectors.

Under the APP, the emphasis is on the following high-value crops in the areas
and order indicated: (1) citrus, throughout the mid-hills; {2) apple, in the inner
Himalayan zone; (3) off-season vegetables in the hills as well as the terai; (4) vegelable
and flower seed in the hills and mountains; (5) beekeeping products in the hills and
mountains; and (6) raw silk in the hills. Thesc priorities are discussed more fully in
chapter 14 on the hills and mountains.
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Vegelables arc an obvious priority because they are much more important than
any other high-value commodity (a small number of vegetables dominate the group), they
arc lcss risky to grow than fruit because they are an annual crop, amd since lwice as
many women as men participate in vegetable production they provide women an
opporlunily o increase their income (in terms of marketing and cash_incomes). Citrus
is also an obvious choice because it is by far the most important fruait in Nepal and is
grown throughout the hills. Apples are much less important, but have greal potential in
the mountains, and their relative importance will increase substantially when roads begin
pushing back into the mountain areas (parlicularly in Jumia), Beekeeping (honey) is
currently inconsequential (only Rs. 14 million of output), bul it is complementary (o
horticulture and represents an economic opportunity for very small farmers. Sericulture
is also inconsequential now (only Rs. 54 miltion of output), but it offers a special
opportunity for women and seems to be particularly well suited to Nepal's hills. Table
9-4 reflecls these priorities in various land use categorics and the research stations in
charge of them. Figure 9-1 depicts the lead commodities by hill and mountain ecological
planning units (EPUs).

This seems to be a farge set of priorities if effective programs are to be devetoped
for each. The "new trade cconomics” provides a clear conceptual basis for understanding
why countries specialize more than the physical environment would lead one to expecl.
In the modern world, technology has become esseniial to growth, bul scale economies
are so imporlant in generating the necessary technology that added specialization is
needed. The same is true of scale econvmies in developing markeling systems,
parlicularly those geared to quality-conscious export markets. It is notable that aithough
developing countries as a whele cover a large number of horticultural commodities, any
one country specializes in just a few.

Nepal nceds to choose its priorities now in order lo direct the necessary
institutional development; but the decisions can be gradually modified over lime as
changing comparative advantage reduces the poteatial of some commodities and increases
that of others. In the final analysis, the market must determine these priorities. When a
clear ersor of omission (or commission) has been made, recognition of that mistake by
the warket musl be quickly noted and the appropriate complementary institulional
investments made.



Table 9-4. High-Value Crop Priorities, Target Production Environments, and Rescarch

Stations
Land Use Categories® Station®
Commodity Hills Mountains Commodity Repional
Center

Citrus Unirrigated upland Unirrigated upland slopes, Dhaonkuta Rasuwa,
stopes, wpland stopes upland slopes currently Pokhara,
cugrently under orchard under orchard Dailekh,

Dadeldhura

Apples Unirrigated upland Unirrigated valley Jumla Rasuwa,
slopes, upland slopes botiomland, unirsigated Marpha,
currently under orchard  upland slopes, upland slopes Baitadi

currently uvoder orchard
Yegetables: Upland slopes with year- Khumaltar Pakhribas,

Main szason

round irrigation

Kabre, Lumle,
Jumta, Baitadi

Off-season Valley boltomland with Upland stopes with year- Khumnaliar Pakhribas,
year-round irrigation round irripation, valley Kabre, Lumle,
bottomland with year-round Jumla, Baitadi
irrigation
Vegetable seed  Upland stopes with year-  Upland slopes with year- Khumalar Pakdiribas,
round irrigation round irgigation, valley Kihre, Lumle,
boltomland with year-round Jumty, Baitadi
irngation
Beekeeping Al All Godavan Pakhribas,
Kahre, Lumle,
Rokum, Baitadi
Sericullure Unirrigated upltand Khopasi Pakhribas,
slopes Kabre, Lumle,
Jumla, Baitadi
a. Target production environments in the Hills and Mountains have been classified according to current
land uses.
b. Locations shown in Figure 14-1. The "Commodily Center® column identifies the ressarch station

responsible for the nationz] program in the given commodity. The regional column shows the station
with the development mandate for the Hill and Mountain EPUs in a given east-west grawth corridor
within the region. Stations in boldface arethe Hill and Mountain Research Centers that should oversee
and coordinate all commodity research.

Source: APP Focus Groups.
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INYESTMENT

The bulk of the direct investment in high-value commodities is private sector
investment by farmers and business people. As in the case of livestock, the most
important public investment is for roads. Although there is some potential for
nonperishable commodilies of sufficiently high value per unit of weight, which can
overcome the high costs of isolated locations, the norms are for perishability and the
need to commercialize. Perhaps most important, markeling, processing, and the provision
of services, including extension services, all depend on a high deasity of output to
achieve low costs. Thus, a full grid of all-weather roads is essential to the high-value
crops. Such a grid of roads throughout the terai and in all hill areas, statting with
existing district level roads, is a prime priority in the APP. The hill roads are essential
if the region is to realize its potential to “catch up" with the terai.

Irrigation investment is also important to high-value crops. Crops cannol be
ensured without an adequate water supply. Indeed, well-controlted year-round water on
the terai would open up vast opportunities for growing off-season vegetables. In the hills
and mountains, 100, the risk associated with high-value crops would be reduced if water
supplies could be counted on. Delails about the required irrigalion investment can be
found in chapter 4.

Beyond roads, irrigation, and research, public investinent requirenents for high-
value crops are medest, as is the case for livestock. Those investments are primarily for
a range of DOAD activities (including exlension and quality control), for increased
ADBN lending, and for local government organizations, farmers’ organizations, and the
NGOs that assist in organizing farmers. Chapter 16 sets one-half as much of such
investment for high-value crops as for livestock, in addition to the NARC priorily to
high-value crops.

INSTITUTIONS

Five sets of public activilies are important to the sector: research, extension,
finance, regulatory aclivities, and local organization. Accordingly, the NARC, DOAD,
and ADBN will play a role in the sector.

Nepal Agricultural Research Council

Up to now, the NARC has contributed little to the development of high-value
crops. The national and regional priorily is weak and facks guidelines for research, and
there are no strong ties with national, regional, and international research institutions to
speak of. This poor performance can be traced to organizational instability, the lack of
priorities, and the lack of an adequate data base for analysis. -
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