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he Nepal Chapter of Society of International Development 

(SIX)) arranges a regular lecture programme on contem- 

porary issues. 'l'llls paper was presented to one such Sa 

lecture series on 24t" Marc11 2002 at Hotel hlalla. 

Decentralization has been an important agenda for good 

governance. I-Iyper mobhty of capital and information pits one layer 

of governance against another for inves tinen t' and resource allocation 

that limits the capacity of the local self-governance units to carry out 

autonomous policies in the social and economic spheres. The  

question before us is: what are the right ways of organizing local 

governance and development? How are public goods to be provided? 

\yl~;lt are the options in terms of capability and sustainability of 

institutions?' Dr.  Harka Gurung in his presentation provided an 

outline of the decentralization related efforts in Nepal and said that 

the power sharing is contingent on  the relative strength of the 

contending parties. In the case of Nepal, the center is too pervasive 

2nd districts too weak without economic viability. D r  Gurung's 

proposition provoked appreciative and critical comments from the 

elites and scholars present at the event. 

SID Nepal Chapter is pleased to publish this monograph for its 

continuing relevance to Nepalese development discussion. 

Prof. Bishwa Keshar Maskay 
President 
Society for International Development, Nepal Chapter 
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Decentralisation Excercise 

epal has long been involved with decentralisation exercise 

for a better state management. In this, administrative 

districts constitute a crucial hierarchy in tlle political and 

bureaucratic structure. The  intent of this paper is to explore the link 

behvccn the in tent (deccn tralisa- tion) and vital component (district). 

Sectiotl one is a review of decentralisation process along with a note 

on conceptual clarity. Section tsvo makes an assessment of the 

economic status of districts. Section three describes central 

government outreach at the district level. Section four deals with a 

proposition for consolidating the districts. Finally, are some 

observations on  resource mobilisa ti011 for the districts. 

Decentralisation Exercise' 

Nepal has gone through a long process of decentralisauon. Thc  

country's experiment in local institution building goes back to 1919 

when a regulation relating to I<athmandu Municipality was protnul- 

gated to look after petty judcial cascs and town sanitation2. In  1930, a 

Panchagat regulation authorised the establishment of nine village 

councils in I<athmandu Valley. Officials of the above municipal and 

village councils were government nominees. The  Constitutional Act 

1 Is:\trnct horn (;urut~g. 1999. pp. 21 -24. 

3 .\gr,~\\,;~l, 1976, pp. 74- 105. 
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of Nepal, 1948 was the first onc that provided for elected village ; ~ n d  

district pancl~a)~;~ts.  'The Village l'ancha!lat Act, 1950 had platincd t o  

conduct elcc tions throughout the country but W:IS prc-emptcd b). the 

political turlnoil soon after. 

Among the various minlstrles formed after the democratic set-up 

in 195 1, one was the hlinistr\, of self-governmetit'. l 'hc Intenm 

C;ovcrnrncnt l\ct of Ncpal, 1952 adopted the ldcals of dcmocratlc 

govcrn;lricc with masimum participation of the peoplc. X village 

dcvclopment scl~emc was initiated with the objective to assist villages 

in planning ; ~ n d  ilnplcmcntation of local projects. I lowever, n o  local 

ills titutions could be f'onncd esccp t in some inunicil,al~tlcs. 111 1954, ;I 

Dep;\rtmen t of Co-opera tive wils established to develop village 

coml~~unities. It was the l\dinitlis trative Refor11 Commission, 1957 

that devised a hierarchy of organisations for village developinen t. It 

had five tiers; ( I )  village panchayat as the base; (2) block of nunlber 

of villages; (3) sub-division of nulnbcr of blocks; (4) division above 

sub-divisions; and (5) district as the overall co-ordinating unit. By 

1960, thc countrjr had been divided into 150 blocks. The  samc year, 

the democratic government was overthrown and replaced by 

l'anchayat sys tern. 

The  preamble of the Constitution of Nepal, 1962 stated that 
C C F  - I h c  Panchayat system shall be based on  the participation of people 

and deccntralisation of powcr". Tlle country was divided into 75 

districts out of esisting 35 to provide better service to smaller units. 

~ l b o v c  the district level were created 14 zones with tile objective of  

having more interactions between geographic regions and social 

groups4. The lowest tier was reorganised into 3,600 village panchayats 

3 I'r.~clh.~n, IOSO. p. 17. 

-I Ncpal ( ;ovc rn~ncn t ,  1962 



while those with a population exceedng 10,000 were made into a 

town I'anchajrat. A 20-year decentralisation scheme was proposed 

within tile Panchayat structure into three phases (preliminary, 

traasitional and permanent)s. 13roposing that political decentralisation 

would be irleffective without econolnic decentralisation, Panchayat 

Dcvelol->~nent and ],and Tax (PLD'l') was introduced as a pilot 

project in J11ap;i (1964). 

'l'lle Local Adinitllstration Act, 1965 authorised Village 

l'anchajrats to collect tases for local developnlent while District 

l'anchayats were to oversee all development activities ('Tablel). ?'he 

position of 13ada Hahm was replaced by Chief District Officer 

(CLIO) who was also made tlle secretary of the District Panchayat. 

Soon after, confict arose between the District Panchayat @oliucal) 

and CDO (bureaucracy). The setback to decentrahsation colntnenced 

in 1971 when Panchayat Development Officer (PDO) was appointed 

as the secretary of the District Panchayat and the CDO was made the 

supelvisor of law and order as well as development activities. 

District Administration Plan, 1974 was introduced to make a 

break-through in decentralisation. Its thrust was for unified adminis- 

tration to ensure preparation of integrated district plan. The scheme 

failed due to the reluctance of sectoral ministries to entrust control of 

their programmes to the CDO. Another effort was made in 1978 

through Integrated Panchayat Development Design (IPDD) of a 

inore coinprehensive nature. It einphasised people's participation and 

Iluku (sub-district) "se~vice centre" as the focal-point for planning 

and implementation of development activities at the local level. This 

scheme of District and Village Panchayats as the main institutions for 

5 Alinistry o f  I<conomic I'lnnning. 1905. pp. l(11- 108. 
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rural development also failed due to the obduracy of line agencics and 

PLDT was withdrawn in 1979. 

Priority given by donors to rural development led to the 

establishment of the Mnis  trv of Local Development (MLD) in 1980. 

The post of PDO,  that succeeded C D O  as the diswict Panchayat 

secretary, was designated as Local Developiment Officer &DO) with 

sole responsibility of development activities. The  following year saw 

another tinliering with the merger of Mnistry of Panchayat and 
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Ministry of L,ocal I>evelopment as MPLD along \at11 the formation 

of  Intcgratcd Riiral I>evelopment Co-ordina~on I3oard. I-Iowevcr, the 

of dccentralisation as well as co-ordnation remained unre- 

solved. Soon after commenced yet another esercise in the form of  

Deccntralisation Act, 1982 which came into effect with Decentralisa- 

tion Ilules, 19846. The Act aimed to give planning and implemen- 

tation responsibility to local panchayats by malung district level 

offices of sectoral agencies to f~~ilction as an integral part of District 

I'anchayat secretariat. 

Dccentralisation has been an incessant theme in Nepal over the 

last five decades. It has evolved according to the rationale of 

successive regimes: for cosinetic purposes during the Rana rule, to 

sustain elitc power base during Panchayat period, and for good 

governance in the present democratic set-up. The past initiatives all 

fo~lndered on the bedrock of the highly centralised governance 

system of the country. Even now, there is no evidence that the 

central government and entrenched bureaucracy are becomiilg 

amenable to soine form of local autonomy. 

The main impetus behind decentralisation efforts has becil to 

enlist people'sparticipation in rural development. The Local 

Adininis tration Act, 1965 had provision for making local panchaya ts 

respoilsible for planning and implementation. The then Department 

of  Panchayat Development, with USOM help, even prepared a red 

book of the Malaysian model as a planning manual for each &strict. 

In 1966, Ministry of Econoinic Planing commenced a survey o f  

districts for feasible projects according to the felt needs of the people. 
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'The last feasibility suwey in this series was reported in 1968 for Rolpa 

dis trict7. 

The Decentralisation Act, 1982 and Rules, 1984 entrusted dis- 

tricts the responsibility of preparing annual and periodic plans. It1 the 

past, such legal provisions had remained mere procedural forma-lity. 

However, the inception of Dhading District Development I'roject in 

1983 came as a programmatic support to local-level planning with a 

substantive content. This &strict based rural development project had 

one small project in each of the 450 wards of Dhadng and all 

activities were co-ordinated through the District I'anchayat supported 

by a technical officeH. The esperience of Dhading DDP since has 

been replicated in Gorkha and Lamjung dstricts. The project 

emphasis is on horizontal linkage by facilitating inter-relationship 

between organisations and beneficiaries as well as intra-relationship 

between elected, governmental, NGOs and private sector entities. 

Participatory planning received further impetus with UNDP 

involvement in local governance through a series of projects. This 

commenced wit11 a technical support in 1985, which resulted in 

Strengthening Decentralisa tion Planning Project (SDPP) in 1989". 

With legtimisation of local authorities by democratic parliament in 

1992, the SDPP was designated as Decentralisation Support Project 

(DSP). The project objectives included (1) assistance in implernen- 

tation of the decentralisation policy, (2) support to dstricts in 

planning and monitoring and (3) decentralised development manage- 

ment. In 1995, the DSP was replaced by the Participatory District 

Development Project (PDDP). The Project aimed at enhancing the 

7 Nl'C, 1968. 

R Shrcstha, 1997. 

9 I .i~ndbcrg, 1997 



capacities of DDCs and VDCs as well as helping them establish 

linkages with local organisations like line agencies, NGOs and the 

private sector. Handbooks of good governance and decentralisation 

were prepared at the VDC level. The most recent initiative has been 

the promulgation of the 1,ocal Self-governance Act, 1999 (LSGA) and 

related Regulation, 2002. The Act envisions development of dstricts 

and other local bodes as vehcles for self-governance system. Many 

donors are involved in supporting this decentralisation effort In 

Nepal. These relate to implementation strategy, legal framework, 

capacity buildng, accountability and participatory planning"'. 

Although revenue sharing is lscussed, there has been no analysis of 

financial resource base of local bodies. In fact, the share of local 

governments in the national budget declined from 3.91 percent in 

1998/99 to 3.64 percent in 1999/2000 and 3/06 percent in 2000/ 

2001 despite the rhetoric of decentralisation. Therefore, section two 

makes a brief exploration of this aspect at the dstrict level. 

There is need for conceptual clarity on the forms and functions 

in the decentralisation process. Delegation, deconcentration and 

devolution are not evolutionary stages but dscrete forms". Delega- 

tion and decencentralition are basically related to exercise of 

administrative authority in which the lower hierarchies are allowed 

tenancy. Devolution, on the other hand, is related to political 

authority inclulng autonomy in local governance. Unlike delegation, 

whereby functions are assigned, devolution involves exercise and 

sharing of power. Power sharing is contingent on the relative strength 

of the contendng parties. In the case of Nepal, the centre is too 

pervasive and the dstricts too weak without economic viabhty. 



District Economics 

he economic status of districts inay be considered on the 

basis of their capacity to bear the cost of administration. 

This refers to the district's revenue source vis-i-vis expen- 

diture. Presently, most districts are dependent on the central grant 

even for their regular budget. Although the district is considered a 

crucial hierarchy in the dccentralisation process, there is paucity of 

a~~alysis on the econo~nic status of districts. Available information 

suggests that the districts have a fragile financial base. A case study of  

15 districts sampled by development regions and elevation zones 

shows the five-year average income of  a district to be Rs.2.9 million12. 
- * 
1 he major sources of income were land revenue (23.6%), contract 

fees (19.6'/0), sales proceeds (9.5%) and tases (8.2%). Over a third 

(36.3'10) of the total income was unspecified as "others" (Table 2). 

There is wide income variation among DDCs according to their 

geographic location. That is, higher their elevation zone, lower their 

income. The five-year average income ranged from Rs. 0.6 d o n  for 

mountain districts to Rs. 1.9 d l i o n  for the hill and Rs. 6.3 million 

for the tarai ones (Table 2). Thus, on an average, a tarai district was 

10.9 times more resourceful than a mountain district. There was also 

difference in major sources by elevation zone of districts. The most 

17 Institute of Sustainable 1)cvclopmcnt. 1998, pp. 6R-69 

- 8 -  
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important sources were taxes in the mountain, contract fee/charges 

in the hill and land revenue in tarai districts, Next in importance were 

contract/fee charges in tarai, taxes in hill and land revenue in 

mountain districts. hfore than half of mountain DDC revenue was of 

unspecified "other" category. 

The report of Local 13odies Fiscal Comn~ission provides partial 

inventory of income of only 34 districts. The  structure of district 

revenue source shotvs a wide divergence from that of ISD study 

(Table 2). O f  the total revenue of Rs. 254 million for 34 sampled 

districts, one-third is shown as cash balance. Kent and income from 

sales account for 30.3 percent while the share of land revenue is only 

1.7 percent. 

'I'ablc 3 : llcvcnuc Sourcc o f  111X 1s. 1998/99 

Sourcc: I r ~ c a l  Hodics I;iscal (:ommission Rcport, 2000. 

Sample of four districts by elevation zone shows much contrast 

in both income source and total internal revenue. This ranges from 

Rs. 75,000 for Bajhang (mountain) to Rs. 21.6 million for I<ailali 

(Tarai). Lalitpur's income was half that of I<ailali but 15 times more 

than that of Bhojpur (Annex A). O f  the total revenue of Bajhang, half 

was in taxes while duty/fees and land revenue were each a quarter. 



DISTRICT ECONOMICS 

Nearly two-third of Bhojpur revenue was from sales proceed. Three- 

quarter of Lalitpur revenue was from taxes. Kailali revenue was 

ovenvhelmingly based on sales proceeds. The contribution of land 

revenue to the total district revenue was progressively less important 

in lower elevation zones. It was about a quarter in Bajhang, 15.7 per 

cent in Bhojpur, 3.3 per cent in Lalitpur and 2.2 per cent in Kailali. 

On the other hand, nearly half of the country's total land revenue is 

generated in the 18 tarai districts (Annex B). Land revenue constitutes 

over a fifth of the internal revenue for western inner taru, eastern 

mountain, western and central hills. It has only a nominal contribu- 

tion in Kathmandu Valley's income although 12.7 per cent of total 

land revenue is generated there, Eastern tarai contributes one-third of 

the total land revenue but it constitutes only 2.3 per cent of the 

regon's total revenue. 

In fiscal year 1998/99, the total expendture of 32 DDCs from 

own source was Rs. 201 mihon (Table 4). The major items of 

expenditure were public works (28.2%) and manpower related 

(20.4%). Salary and allowances accounted for 20.4 per cent of the 

total expendture. The expendture source of four sample districts 

illustrates well the poor state of their economic situation. Most of 

their total expenditure is supported by the grant from the central 

government. The dependence on central grant for total expenditure 

ranged from 83.7 percent in Bardya to 99.6 percent in Bajura (Annex 

C). Those for Udayapur and Gulrm were 95.4 percent and 96.1 

percent respectively. Higher the elevation of the &strict, greater the 

dependency on grant. Thus, the DDCs are utterly dependent on 

central grant even for their dstrict adrmnistration. Decentralisation of 

authority to such entities without fiscal autonomy has been an 

exercise in fuuhty. 
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'I'ablc 4 : 11l)C *I'xpcnditurc from O w n  Sourcc, 1998/99 

* f o r  32 districts 

Sourcc: I.ocal Bodics 1;iscal (:o~nmiss~on Itcport 2000, '\ppcndis 8.2, pp. 43-45 



nother aspect of &strict economics is the income and 

expendture status of plethora of government offices 

located at the &strict level. The paraphernalia of 

government agencies has expanded vastly over the years. In 1963, the 

35 districts were expanded into 75 with an addtional tier of 14 zones. 

In 1972, four (later into five) regional centres were established with 

drrectorates of various ministries. Project activities led to establish- 

ment of more offices at  the &strict level. As a consequence, there 

has been a massive increase in regular expendture for adrmnistration 

in the districts. In fiscal year 1974/75, the estunated budget for 

district and zonal level administration was Rs.141 mihon. The 

regonal breakdown of such regular expendture was 43.5 percent for 

hill, 36.8 percent for tarai, 10.4 percent for mountain and 9.3 percent 

for inner tarai dstricts (Annex D). Kathmandu, Kaslu, Parsa and 

Morang were the only four districts exceedmg an annual budget of 

Rs. 5 d o n  (Fig 1). Majority of &strict budget was in the range of 

Rs. 1 to 5 rnihon. Kathmandu (Rs. 18.8 d o n )  and Bajura (Ks. 0.4 

d o n )  represented the extreme of hghest and lowest regular 

budget. About a quarter of the total budget was for eastern tarai. 

Kathmandu Valley claimed a share of 15.7 percent and central hill 

13.3 percent. 
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By 1 999/2000, such administrative espenditurc had jumped to 

Rs.34,523 million or an increase of 345 times in 25 years (Annex D). 

O f  the 75 dstricts, 44 had an espenditure range of Rs. 100 t o  '00 

million (Fig 2). Another 19 dstricts had a budget range of Rs. 200 to 

300 million. I<aslu, Makwanpur and Morang had within the range of 

Ks. 300 to 460 million. Humla and Manang were the only two 

districts that d d  not esceed Rs. 100 million in regular expenditure. 

There was significant shift in the regional share of such eupendtture. 

It declined for all elevation zones except the hill, which claimed two- 

third of the total espenditure. This was mainly due to significant 

increase in the share of I<athmandu Valley from 15.7 percent of 

1974/75 to 58.2 percent for 1999/2000. In comparison to an average 

245 times increase, the capital region administration cost increased by 

over 900 times. Thus, while this was the period of incessant exercise 

in decentralisation, the outcome was opposite, towards more 

centralisation. 

Of  the total revenue generated in 1999/2000, 55.5 percent was 

from hill dstricts (Table 5). Another 39.9 percent was from the tarai. 

Those from the mountain and inner Tarai was nominal. I<athmandu 

Valley alone contributed just over half of the total revenue. This 

implies concentration of activities at the centre as the capital region 

also claimed 58.2 percent of the total regular espenditure. Of  the 13 

geographic regions, only four were in surplus. These were, by volume, 

eastern tarai, central tarai, Kathmandu Valley and central inner tarai. 
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Figure 2: Regular Expendture 1999/2000 (District Level) 

Sourcc: hnnes 11 



FRAGILE DISTRICTS,  FUTILE DECENTRALISATION 

?'he situation is even more sombre when considered at the 

district level. llistrict revenues rangc from Ks.1 million for Manang to 

lts.21, 21 2 million for Kathmandu (r\nnex I:). 'I'he average revenue 

for a &strict conles to Ks.571 million. Oilly nine districts exceed this 

average. They are, by volume ranhng, I<athrnandu, Parsa, Morang, 

Itupandehi, Chitawan, Sindhu-l'alchok, Jhapa, 1,alitpur and l)hanusa, 

mostly with customs revcnue source. 'l'l~ere is a distinct regional 

pattern in the voluine of &strict revenue. None of the 15 mountain 

dstricts exceed Rs.18 millioil in revenue (Tablc 6). Conversely, none 

of the 18 tarai dstricts have less than Rs. 43 inillion revenue. The hill 

dstricts, except Iiathinandu, are less ct-rdowed than inner tarai 

districts. Most hill districts have less then Rs. 100 million revenue. 

Conversely, a11 tarai districts have a revenue esceedng lis. 100 

million. O f  the ten dstricts with revenue below Rs.5 million, two are 

hill and eight mountain ones. 

The &strict regular espendture averages Rs. 460 million. It 

ranges from Rs.47.8 d l i o n  for blanang to Rs.19, 492 mihon for 

I<athmandu (Annex E). Similar to the regional pattern of revenue, 

tarai districts have higher espendture and mountain dstricts less. All 

18 tarai districts exceed an annual expendture of Rs.200 million 

(Tables 7). All 15 mountain dstricts have expendture below Rs. 200 

Total 
5 
11 
10 
38 
11 
10 
75 

RS. million 
1.000+ 
100-1,000 
50- 100 
10-50 
5-1 0 
1-5 
Total 

Mountain 

4 
3 
8 
15 

Hill 
1 

3 
22 
8 
3 
36 

Inner Tarai 
1 
1 
- 3 

3 

6 

Tarai 
3 
10 
5 

18 



REGULAR EXPENDITURE I N  DISTRICTS 

million, of which three have below Rs. 100 million. Majority of hill 

districts fall in the expendture range of Rs. 100 - 200 million ranges. 

Sourcc: c\nncs I <  

Its. rn i l l io l~  
501 + 
301 -500 
201 -300 
100-200 
1,css 100 
Total 

O f  the 75 dstricts, 64 are in the deficit (Annex E). Among the 

four districts with a deficit exceeding Rs.200 miLon, Doti, Surkhet 

and Dhankuta have regional offices (Fig.3). Twenty-nine districts 

have a deficit of Rs.100-150 mihon range. Most of these are 1d1 and 

mountain dstricts (Table 8). Five tarai, four hdl, three mountains and 

one inner tarai dstrict has a deficit of less than Rs.100 million. Bara 

has the lowest deficit of Rs.13 million. 

'l'ablc 8 : Ilistrict llcvcnuc Status 

Sourcc: h n c s  I <  

Mountains 

12 
3 
15 

Inner tarai 
- 3 

2 
3 
1 

6 

Hill 
1 
2 
12 
20 
1 
36 

Tarai 
5 
8 
5 

18 

Total 
6 
12 
20 
3 3 
4 
75 





R E G U L A R  EXPENDITURE I N  DISTRICTS 

Only eleven out of the 75 districts, are in surplus. These include 

seven tarai, three hills, and one inner tarai &strict. Their surplus 

ranges from lis.178 million for Banke to Rs.7, 676 million for l'arsa 

('I'able 9). Most of their high revenue may be attributed to customs 

except for Chitawan (Park revenue) and Lalitpur (excise). Another 

important source is excise duty as these districts, escept for Sindhu- 

Palchok, are industrially developed. Nine of these dis tricts also rank 

high in the level of development, from 1 to 11. The aberrations 

include Icapilvastu (28) and Sindhu-Palchok (48) with low develop- 

ment rank. The high revenue of Sindhu-Palchok may be attributed to 

customs revenue a t  Tatopani and that of I<apilvastu also through 

customs a t  Krishna-nagar. The obvious conclusion of the pattern of 

district revenue and expendture is one of high recurrent financial 

burden on the government budget. Such a fiscal situation is not only 

unsustainable but also inhibits local autonomy. 

'l'ablc 9 : Revcnuc Surplus Ilistricts, 1999/2000 

S. 
N. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 

hlajor Sources 

Customs, I <xcisc 
(:ustoms, I Cxcisc 
(:ustoms, I lxcisc 
Customs, I kist 
I 'xcisc, Park rcvcnuc 
(:ustoms 
Customs, I.xcise 
I<xcisc 
(:ustoms 
I:xcisc 
(:ustoms. I<scisc 

Ilistrict (%one) 

l'arsa (l'aiai) 
Morang (l'arai) 
Rupandchi (l'arai) 
Kathmandu (I Iill) 
Chitawan (Inncr tarai) 
Sindhu-l'alchok (I Iill) 
J hapa (tarai) 
Dhanusa (tarai) 
Kapilvastu (tarai) 
1,alitpur (I Iill) 
Bankc (tarai) 

I s .  mI101i 

7,676 
2.531 
1,830 
1.720 
942 
687 
397 
388 
369 
295 
178 

1)cvclopm 
cnt Rank 
5 
3 
6 
I 
10 
48 
7 
9 
28 
4 

11 



Distm'ct Consolidation 

ection one above indicated that decentralisation has two 

aspects. One is the delegation of administrative authority 

to lower echelons in the form of tenancy. Another is 

devolution of political power to sub-national levels in the form of 

ownership. Section two clearly demonstrates the fragile state of 

districts in terms of economic viability. The districts cannot exercise 

autonomy without adequate financial base. Therefore, the problem of 

decentralisation has less to do with legal framework or implementa- 

tion strategy for local governance. It is basically related to the eco- 

nomic strength of the districts. The Rana regime managed the then 

roadless country with 33 districts. These also subsumed 52 revenue 

Ifaka (divisions)l3. The administrative function was, however, limited 

to revenue collection and security maintenance. In 1963, the number 

of districts was increased to 75 under a zonal hierarchy with the 

objective of wider political mobilisation for the Panchayat regime. 

Such a proliferation of district units did not consider the economic 

factor and they have ever remained dependent on the central dole. 

Thus, fragde districts have become the bedrock against which decen- 

tralisation efforts have floundered. 

In 1975, this writer as a consultant to Constitution Reform 

Recommendation Commission (Second Amendment) had proposed 

(Icnsus llcpartmcnt, 1957, pp. 1-2 
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DISTRICT CONSOLIDATION 

the re-organisation of the 75 districts into 40 for economic reasons. 

The proposal was rejected due to political consideration. Since then, 

bureaucratic and development agencies have expanded vastly a t  the 

&strict level. At the same ume, there has been much extension of 

roads, airports and telecommunication fachties. These have narrowed 

geographic space in terms of travel time enabling the administration 

of much larger area. Reduction in number of districts also seems a 

logical option to economise administrative cost since there is a limit 

to enhance district resource. 

There are 146 administrative districts in the Himalayan territory 

between the Indus and Brahmaputra rivers (Fig. 4). These include 75 

in Nepal, 49 in five Indian states, 20 in Bl~utan and 4 in Paklstan 

(Table 10). The average area of a district is to 2, 350 km' in Bhutan, 

4,797 km2 in Palustan and 6,065 km2 in India. Among Indan states, 

average district area ranges from 1,783 km' for Siklum to 7,254 km2in 

Jammu and Kashrnir. Meanwhile, the average district area for Nepal 

is 1,962 km2, the smallest except that of S i h m .  The proposed 25 

dstricts for Nepal will mean an average area of 5,887 km2 or between 

that of Iiirnachal Pradesh and Uttarakhand (Kumaon and Garhwal). 

'I'ablc 10: llistrict ,\rca in thc I limalaya 





D I S T R I C T  C O N S O L I D A T I O N  

The proposal of &strict consolidation is to reduce the number of 

admnistrative districts to 25, one-third of what exists. The new 

d t~ t r i c t s~~  are based on regrouping of two to four current &s tricts that 

are geographically contiguous (Fig. 5 and Annex F). The headquarters 

of the most centrally located current &strict should be designated the 

headquarters of the enlarged &strict. Elsewhere, new places with 

highway or airport are suggested as district headquarters (Annex 4. 
The present 75 dstricts should be relegated to the status of Ihka 

division or sub-&strict level with their headquarters converted to 

service centres. Regulatory functions of the central government 

should be located only in the headquarters of the enlarged &strict. 

Such a consolidation will directly contribute to the reduction of too 

much divergence among districts in size, population and revenue. 

These are as follows (Annex G): 

a. Area: Presently, the divergence between the smallest and the 

largest &strict is 66 fold: 119 k m z  (Bhaktapur) and 7,889 km2 

(Dolpo). The reorganisation will reduce the &strict area 

dfference into 1 3 ,  e.g. 899 krn' (I<athmandu) and 19,610 

k m 2  (Icarnali). The average area of a &strict will increase 

from 1,962 k m 2  to 5,887 k m 2 .  

b. Population: Currently, the district population size varies by 

115 tunes: 9,494 (Manang) to 1,093,414 (Kathmandu). The 

consolidated dstricts will have a population variance of 1:17, 

from 129,931 (Dhaulagiri) to 2,162,697 (Icamala). The 

average district population size will increase from 309,529 to 

928,587 persons. 

- - 

14 Some of the proposed district namcs conk~rm \vith the cnrljcr Zonal ones (i\nch;~l) \vhcIi 
nour has no relevance csccpt for vcluclc number plate. 'l'hc sufi~cstcd namcs arc based on 

rivers (lo), mountnins (3, 11istoric:ll (5) aid  religious sites (3). 



FRAGILE DISTRICTS,  FUTILE DECENTRALISATION 

c. lievenue: District revenue presently has extremely high 

variance between Rs. 1.0 mihon (Manang) and Rs. 21,960 

million (Kathmandu). The dfference will be reduced to 1:891 

with Rs. 9.2 million (Malika) as the lowest and lis. 21,960 

million (Kathmandu) the highest. The average &strict 

revenue will increase from Rs. 571.9 million of the present 75 

dstricts to Rs. 1,715 million of the proposed 25. 

E::pendture: Presently, the annual regular budget expenditure 

for 75 dstricts totals Rs. 34,423 million (Annex E). It varies widely 

from Rs. 47.8 d o n  for Manang to Rs. 19,472 million for 

Kathmandu. Given about the present level of regular expendture per 

&strict, the consolidated d s  tricts will have two- third less expendture 

proportionate .to the reduction of district number. This comes to 

Rs. 11,507 d l i o n  or an annual saving of Rs. 23,016 mihon. The per 

capita administrative expendture would decline from Rs. 1,487 to 

Rs. 476. 

Such a rationalisation of sub-national political units should also 

be extended to the lower hierarchy; vdlage development committees. 

The numbcr of village panchayats/ VDC's has fluctuated from 3,712 

since 1763 to 3,000 after the Second Amendment of the Constitution 

(1975) to aCC23 in 1982 and 3,708 presently. Of  the Rs. 630 mihon 

total b u d g : ~  ;~llocated in 1978/77 to dstricts, 30.2 percent was for 

VDC secretaries. If the number of VDC's were to be reduced by half, 

there would be a regular budget saving of Rs. 75 mLUlon annually. 

Similarly, many localities designated as urban, particularly since 1991, 

are spurious as their economically active populations are mostly 

engaged in primary occupation. Urban areas should be defined on 

functional basis, e.g., those with two-thud population engaged in 

non-farm activities. 





Resozr rce M o bilisatio n 

he proposal to reduce the number of districts will 

considerably enlarge their area of coverage and reduce 

administrative cost to one- third. A larger area would also 

mean a wider revenue base. But the important agenda of dstrict 

consolidation need to be resource mobilisation. This would require 

delegation of certain functions to local bodies instead of expansion of 

central adminis tration that has stunted local initiative and capability. 

Consolidated districts with enlarged resource could be entrusted with 

some localised functions presently administered by the government. 

Take the case of nine customs-posts along the northern border. 

Excluding Tatopani, the annual collection from these posts totalled 

Rs. 183,000 at the adrmnistrative cost of Rs. 2,864,000'5 with a dismal 

cost-benefit ratio of 15:l. Such function could be transferred to 

DDCs or VDCs with some subsidy. Again, there is no need for 

District Court Office in remote districts like Manang and Mustang 

since disputes there are settled according to customary rules. The 

above examples of possible measures pertain both to austerity 

measure and strengthening of local bodies. 

Districts can function as autonomous bodes only if they have 

adequate resource base. This would mean curtahng the present highly 

centralised budgetary allocation system and instead empower districts 
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with more taxation authority. Another mechanism to enhance dstrict 

revenue could be allocation of certain percent of revenue generated 

from the extraction of &strict's natural resources. Accordngly, 

mountain/hill dstricts with hydro-electric projects and tarai dstricts 

with commercial timber would have considerable revenue even with a 

nominal percentage. 

One innovative scheme to mobilise &strict revenue would be the 

replication of buffer zone programme around Royal Chitwan 

National Park (RCNP). Chitwan is one of the eleven dstricts having 

revenue surplus (Annex E). Even in this agriculturally rich &strict, 

the contribution of land revenue (Rs. 1 d o n )  and land transaction 

(Rs. 67.4 milLon) was 5.2 percent of the total revenue in 1999/2000. 

For the same year, the central grant to the district was Rs. 2.4 rmlhon 

(Table 10). O n  the other hand, tourism revenue from RCNP 

increased from Rs.7.4 d o n  in 1985/86 to Rs. 50.7 d o n  in 

1998/99'% In 1998/99, the VDCs in the buffer zone of the Park 

received Rs.10.4 million or 20.6 percent of the tourism revenue for 

community and conservation activities. 

Table 11 : Tourism Revenue in Sample Districts 
In Its. '(HH) 

S.N.  

1 
2 
3 

4 
5 
6 

Mustang 

5 1,027 

4,166 
3 1 

3.1 29 

I tcms 

I'arks rcvcnuc, 1998/99 
Climbing royalty, trck fcc 
and l'ark entrance, 1995 
'l'rekking fee, 1998 
District rcvcnuc, 1999/2000 
I .and revcnuc, 1995/96 
i\dmn.+ Devclopmcnt 
grant, 1998/99 

Chitwan 

50,653 

1,311 ,I4 
7 

1,061 
2,393 

Solu- 
Khumbu 

44,238 

17.095 
14 

2,923 
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Mountain districts are considered the poorest in revenue source. 

I'hus, all mountain/hill districts except Icathmandu and 1,alitpur are 

in deficit (Annex E). Yet, they generate much revenue which are 

diverted to the central exchequer. If the scheme of revenue sharing 

as in the buffer zone of IiCNP was to be adopted, districts with 

tourism activities would be much ricl~er. 'This can be exemplified by 

the by the case of two districts based on their tourism revenue. In  

1995, Everest area generated a tourism revenue of US$ 869,120 

through clunbing royalty, trekhng fee and Park entrance fee. This 

amounted to Rs. 44.3 million or 2.6 times more than the district's 

total revenue (Table 10). If half of this was to be retained in Solu- 

IUlumbu, the amount would be 7.6 times that of the central grant to 

the district. Similarly, upper Mustang yielded US$ 737,100 from 1,053 

trekkers in 1998. It amounts to Rs. 51 mihon or 12.3 times that of 

the district's total revenue (Table 10). Of  this income, 3.3 percent 

went to Annapurna Conservation Area Project (ACAP) and the rest 

to the central exchequer. If this amount was to be shared, Mustang 

would have eight times more revenue than the current central grant 

to the dstrict. 

There seems no need for a conclusion after mahng a proposition 

on &strict consolidation to facdttate decentralisation. 1Wat follows is 

a brief obselvation on the approach. There has been much discussion 

regardng the legal framework of Local Self-Governance Act-1999 

wlich endorses the concept of devolution. Yet decentralisation laws 

have been enacted and amended ever since the Panchayat Act-1948 

of Padma Shamsher while local bodes (not authorities) remain 

suppliant organs due to economic penury. Here are two instances 

which indcate that legal instruments alone are not adequate for social 

engineering. Untouchabihtr. is a fact of life in 'Hindu' Nepal despite 
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the amendment of Mululu Ain (1853) in 1963 that banned caste 

hscrimination. 'l'his amended Mululu Ain (1963) also prescribed 18 

years for male and 16 years for female as the age for marriage. 

According to 1991 census, there were 132,661 children aged 10 to 14 

years who were either married, widow/widowci, divc-)~-ced nr 

separated17. A realistic approach towards decentralisation needs first 

to clarify the confusion between delegation of central functions and 

devolution of authority to local entities. This implies a drastic change 

in the relationship between the central governinen t and the district 

hierarchy. Decentralisation effort in Nepal has failed due to the 

command system and economic fragility of the districts. District 

autonomy is feasible only through consolidation of their economic 

base with a wider tax base and revenue sharing of income from 
local resource use. 

17 l'opulation Census- 1991, \:ol. 1, I'art XI, 'l'ablc 34 
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Annex B : Share of Land Revenue 

S.N. 

. \ 

4. Wcst 103,849 
4. Central 636,481 
5. Kathmandu \'aUcy 21,960,635 

H. 

7. Wcst 0.3 
8. Central 1 1,678,920 1339008 1 3.9 

Geographic Region 

Mountain 
1 .West 
2. Central 
3. East 
- I- I ill 

Total Revenue.1 1999/2000 

11. 

Amount 

98,241 
30,040 
13045 

55,156 
23,806,461 

12. Jhst 
NEPAL 

1. 1:inancial (:ontroller - (;cncral's Office. 
b. I .and Rcvcnuc 1)cpartmcnt 

In '!HX) 

I'crccn t 

0.2 
0.1 
0.0 
0.1 

55.5 

9. l'ast 
- 'l'arai 
10. Wcst 
11. (Icntral 

laand Revcnue" 995/96 

.\mount I l'ercent 

13,281,262 
42,893,780 

1-and Revenue as '10 of Total 
Rcvenuc 

79,343 
17,097,807 

966,754 
2,849,79 1 

31.0 
100.0 

0.2 
39.9 

2.3 
6.6 



,hnex C : Ex~enditure Pattern of Sample Districts, 1998/99 
I 

In Rs.'OlH 

hlountain (Rajura) I Iill (Gulmi) I nncr 'I'arai (U Ja!.apur) ' l 'ari (BarJi!.a) 
S. N. I<spcnJiturc 1 tern Own Grant Own Grant Own Grant O\vn <;rant 

Source Source Source Sourcc 
1 Salan/Wages 26 2,164 98 4,305 27 3,450 541 2,529 
2 Allo\vancc 47 1,283 581 330 637 404 842 3 56 
3 l'ravcl r\llo\vancc 7( K) 12 205 66 352 283 H? 
4 Dress 9 5 18 
5 hlc Jicine 4,206 
6 hlanpoa.cr KclatcJ 73 4,147 700 4,83( 1 735 229 1,684 2.969 
7 I:ce/Chargcs ,308 7 233 119 857 29( r 48 
8 Officc 32 --- 777 19 61 115 1 49 399 1.53 
9 1:uel 7 4 5,001 224 86 18 
10 hlisccllan!~ 776 312 107 77 77,564 113 547 
11 Grant 960 320 573 7,3 1 R 
12 Capital Goods 78 
13 l'ublic Works 577 35,322 94 
14 Capital Grant 1 1,957 11,960 
15 Opcratlng Grant 29 

Total 178 45,530 2,062 50,6U 1,811 37,435 4,951 25,469 
Own Source + Grant 45,708 52,675 39,246 30,420 
Grant O h  99.5 %,I 95.4 83.7 

Sourcc: 1,ocal Units 1;it;cal Commission RL~)OIT, 30()0, .\ppcndiccs 8.1 u ~ d  8.2, p.p. 39-45 
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Annex E : Revenue and Regular Expenditure by District, 1999/2000 

34. 'l'anahun 
35. Lamjuna 
36. Gorkha 
37. I l h a ~ l ~ n ~  
38. Nu\val;ot 

46,769,386 
16,422,244 
18.265.212 
17,213,549 
18,836,447 

11. l 
11.1) 
I .  

11.0 

I .  

243,734,864 
165,169,871 
249,133,574 
2 1 6 , 6 , 3 S  
210,638,326 

0.7 
0.5 
0.7 
6 
11.6 

196,965,478 
148,747,627 
230,868,362 
19H,792,HOS 
191 ,801,879 
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APPENDIX 

,Innex I; : District Consolidation I'roposal 

* New location (Scc 1;ihurc 4). 

I lcadquartcrs 

Haitadi 
1)ipayal 
Sanphc* 
:\ttanya* 

jumla 
Birendranagar 
(:haurjahari* 
C;horaIii 

Llana* 
'I 'amghas 
13ut\v;lI* 

I'okhara 
Sundarbaziir 

Hidur 
Kathmadnu 
l Ictauda 
I'athlaiyas 
I,amosangus 

1)halkcbar' 

Okhaldhunga 
l,ahan* 
Ilhankuta 
I tahnri* 
I'hi dim 
Hirtamod* 

Ilaka (Sub-districts) 

(1) I)i~rchuln, (2) lHaitadi, (3) I>adcldhura 
(1) Hajhang, (2) 1I)oti 

(1) H;~jura, (2) ,\chham, (3) Kalikot 
(1) Kailali, (2) Kanchanpur 

(1) I lumla, (2) h l u p ~ ,  (3) Iuml;~, (4) llolpo 

(1) I)ailckh, (2) Surkhct (3) Hardiya, (4) Hankc 

( I )  Jajnrkot, (2) Ilukum (3) S~alyan 
(1) Ilolpa, (2) ll'yuthan, (3) Ilang 

(1) hlustang, (2) hlyagdi 

(1) Haglung, (2) (<;ulmi, (3) :Irghakhanchi 

(1) l'alpa, (2) Kapilvastu. (3) Rupandchi 
(4) Na\\lalpamsi) 

(I) I'arbat, (2) Syangj'i, (3) Kaski, (4) 'J'anahu 
(1) hlanatl~, (2) l ;a~njun~,  (3) <;orkha 

(1) Ilhading, (2) Rasuwa, (3) Nu\\rakot 

(1) Kathmandu, (2) l.alitpur, (3) Hhaktapur 
(1) (Ihihvan, (2) hlakwanpur 

(1) I';lrsa, (2) Hara, (3) llautahat 
(I) Sindhu-l'alchowk, (2) 1l)olaliha 
(3) Kavrc-llalancho\\lk, (4) Ilamcclihap 
(1) Sindhuli, (2) Sarlahi, (3) hlahottari, (4) 
1)hanusha 

(1) Solt~h-Iiumbu, (2) Okhaldhunga, (3) 
I<hot:~ng 

(1) Udayapur, (2) Siralia. (3) Saptnri 
(1) Sankhu\\,a-Sabha, (2) Hhoipur, (3) 

1)hankuta 
(1) Sunsari, (2) hlorang 

(1) 'I'aplcjung, (2) 'I'crhathum (3) l'anchthar 
(1) Ilam, (2) jhapa 

I. 

11. 

11 
I. 

IV 

V. 

1)istrict 
FAR-WEST (4) 
I .  I3y;1srishi 
2. S;iip;11 
3. hlnlik;~ 
4, hlohana 
MID-WEST (4) 
5. K;irn;~li 
6. Halxti 
7. Hllcri 
8. Swargadwari 
WEST (6) 
9 1)haulapjri 
10. Ibri 
11. Srinag;ir 
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FRAGILE D ISTRICTS,  F U T I L E  DECENTRALISATION 

Annex G : l'opulation, Area and Revenue of l'roposed Districts 
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