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Executive summary

Purpose, scope, methodology of report

Nepal has undergone a decade of political instgbilihich has taken its toll on the
economic and social development of the country.loehg the conclusion of the
Comprehensive Peace Treaty in November 2006 anddbetion of the interim new
Constitution in January 2007, the hope is that tthetcountry has now entered into a phase
of durable and stable political environment whichl wn turn permit the country to
concentrate its efforts on its economic and sa®aklopment.

Nepal's Poverty Reduction Strategy (PRSP) and Té&tam 2002-2007 laid down four

strategic pillars to which the Government of Negiahed to focus its efforts. These aimed
at improvements in social sectors, namely throyggcisic “improvements in access and
quality of infrastructure, social and economic g% in the rural areas”, “targeted
programmes for social and economic inclusion of fwor and the marginalized

communities.” (IMF, 2006b). These attest to theomgnce placed by the government on
the development and improvement of social serviowipion to its citizens. There have

been improvements in key social indicators sucth@seduction of the poverty headcount
from a level of 41.8 per cent in 1995/96 to a leg€l30.85 per cent in 2003/04; the
reduction of maternal mortality from a level of 8&€aths per 100,000 live births (in 1991)
to a level of 740 (in 2000); an increase in theamblment at primary school from a level
of 65.0 (in 1999) to a level of 78 (in 2003). Howey these levels need further
improvements.

The preparation of the report stemmed from intemstbehalf of UNICEF Nepal in
proposals to strengthen the provision of cash teasswhich might be presented as
“Quick-impact peace dividend interventiodfienefiting the people of Nepal. The aim of
the proposal is to lay down a set of costed s@&alrity measures which could be made
available to the people of Nepal with a view toyide some economic and social stability
to Nepalese in the wake of a return to peace. fEgert builds on a previous ILO repbrt
which presented a costing of a basic social prnatecbenefit package in five Asian
countries (Bangladesh, India, Nepal, Pakistan aietne®m) for the period 2006 to 2034.
The 2006 report demonstrated that a set of basi@lsprotection measures — access to
basic health care, universal old-age and invalidepefits, and universal child benefits —
was feasible and affordable for those countriebiwih reasonable strategic framework.

The present study provides an estimate on thebiégsbf providing a set of basic social
protection interventions in Nepal with an emphasischild related benefits. The basic
social protection measures which are proposed &erenon-contributory in nature. The
study does not aim to look into existing formaltsesocial protection schemes. A more
detailed description of the existing social prdtattmechanisms has been provided in
Khatiwada (2003 mimeo) which notes that while forreactor schemes covering civil
servants and private sector employees exist thegrdess than 10 per cent of the work
force. We see the non-contributory benefits as ddlitianal basic tier in the overall
national social security system.

! Working title “Shakti Nepal: Proposal for quick{iact peace dividend interventions™ 2raft
for discussion (prepared by Ms. G. Kohler 18 Ma@20

2 See Mizunoya et al. 2006. In the same series aket @l, 2005.
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Results

Scenario |

Table E1.

The government of Nepal currently provides to itzens over the age of 75 an old-age
allowance, which is universal and unconditionalpirinciple, presently at the rate of
Rupees 200 per month (although available at a yeuage to destitute widows). Scenario
| proposes an extension of this old-age allowanocalltcitizens over the age of 65. The
additional cost of such an extension of the prognanwvhich is approximately 0.3 per cent
of GDP or 2 per cent of government expenditure sesall within the reach of Nepal.

The package includes apart from a universal oldaamgkedisability pension of Rupees 200
per month (to older persons aged 65 or over andigabled), a child allowance of Rupees
100 per month for children between 0 and 14 ye&rage and a birth grant of Rupees
5,336 to be paid to all women who deliver in hed#ttilities; as well as a scaling up of
essential health care services and basic edudatiafi children aged 6-11 years of age.

Based on these assumptions, overall costs havegregated over the period to 2034 and
are summarized in table E1. The costs, which thimates show to represent 16 per cent
of GDP in 2007, would be expected to decreaselével of 8 per cent of GDP in 2034.
While in absolute amounts, the expenditure woulttéase over the period, in relative
terms as a percentage of GDP it decreases. Timatas have been made on the basis that
benefits will be indexed in line with price inflah; most of the reduction in cost as a
percentage of GDP is explained by the fact that &d&&ssumed to increase at a superior
rate.

Expenditure by social protection function, Nepal, 2005-2034 (in per cent of GDP)

2007 2015 2030 2034
Total basic social protection 16.3 14.4 8.4 7.7
Universal old-age and invalidity pensions 0.45 0.39 0.34 0.34
Basic Health care 11.6 74 51 4.7
Basic education 1.8 2.0 1.6 1.6
Child benefit 2.0 15 0.8 0.7
Birth grant 0.1 0.2 0.2 0.2

The main functional expenditure item is health ceglecting the level of per capita health
costs based on estimates by the Commission forddaonomics and Health. It is evident
that such a level of expenditure (US$34 per capitegrfs the current level of government
expenditure (US$ 4 per capita) (WHO data). An altsdlevel of expenditure for essential
health care based on a world average across aklajgmg countries may not be
appropriate in a country with a low level of wageshe public sector like Nepal.

In addition to the old-age and invalidity pensiookild benefits which are set at 50 per
cent of the old-age allowance also seem affordghien that with time they will also
decrease due to the decreasing proportion of yiouthe total population as well as the
growth of GDP. It is critical to provide the necagssupport to especially the vulnerable
families to ensure that children are given the opmity and the means to attend school,
are properly nourished, are not obliged to seekleynpent to bring income for family
survival. It is an investment in the future genierag and in the prosperity of the nation.

Maternal mortality in Nepal which stands at 740ttdsgper 100,000 live births (2000) is
very high. With only 15 per cent of all deliverieking place in health centres (and only 5
per cent in the poorest quintile), one of the fitsips towards reducing deaths at child birth
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is encouraging mothers to deliver at health ceritnerigh a financial contribution towards
the costs they would need to bear (Rupees 5,336hwkiapproximately US$ 392 PPP).
The total cost of this birth grant, assuming anuahincrease of 10 per cent in the numbers
of births that would take place in health centresery low, approximately 0.1 per cent of
GDP.

If current levels of public spending on basic sbpiatection were kept constant, Nepal
would be able to finance only a small portion af tbtal cost through its own resources.
The projections suggest that 16 per cent of tred tmist could be covered out of domestic
resources in 2007, increasing to 47 per cent byt 2@8wever, if government spending on
basic social protection were to be increased totbimd of the total public expenditure,
Nepal would be able to cover a third of the totadts in 2007, and over 94 per cent of the
cost by 2034. The rest would need to come fromreatdinancial sources.

It should be noted that the total costs calcularedgross amounts, for the overall package
of basic social protection benefits envisaged, udicly where relevant the (modest)
provisions already put in place by the governmé&mpenditure on other social security
provisions (such as on formal sector social secyribvisions; expenditure on secondary
and tertiary education; expenditure on health othan basic health care) would be in
addition to the costs calculated by the model. Bggare on non-basic social protection is
estimated to amount to approximately 2.2 per c€i@@P in 2007. Therefore total social
expenditure as shown in table E2, which includescband non-basic provisions, amounts
to 18.5 per cent of GDP in 2007.

Table E2.  Total social protection expenditure (basic and non-basic provisions), Scenario I, Nepal, 2007

2007

Total expenditure on social protection in millions of US$ 1486.4
Basic social protection 13124

Other social protection 174.0

Total expenditure on social protection in per cent of GDP 18.5%
Basic social protection 16.3%

Other social protection 2.2%

Scenario Il

Scenario Il is identical to scenario | with resptxtbasic education and the birth grant.
However under Scenario Il the old-age and disgbgénsion and the child benefit are no
longer based on the actual old-age allowance bey #re linked to the national total
poverty line per person of Rupees 7,696 (annual.dssumed that the poverty gap which
needs to be covered is 50 per cent of this thrdstiodl therefore the pension paid which
will be provided is Rupees 3,848 per year. Thisesponds to approximately Rupees 316
per month. The pension benefits are higher thareusdenario I. The child benefits
represent 50 per cent of the old-age pension angadd to all between 0-14 years of age.
In addition, basic health care costs were basedabional cost estimates and thus much
lower than under scenario I. The assumptions foicadbon and the assumptions for the
birth grant are similar to the ones under scerlario

Projected costs represents 7.8 per cent of GDR0@ Becreasing to a level of 6 per cent
of GDP by 2034. The difference with Scenario | banattributed to the lower health cost
(under Scenario | basic health cost represents ddr.@ent of GDP in 2007 while under
scenario Il basic health cost represents only érdcpnt of GDP). However universal old-
age and disability pension and the universal chédefit are more important than under
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Table 5.1.

scenario |, but the relative cost increase (in getage of GDP) is less important than the
relative cost decrease of basic health care.

If the share of government expenditure allocatelolatgic social protection were to be fixed
at 2006 levels, Nepal would be able to cover 33ceet of the total cost through its own
resources in 2007. This ratio will increase to al@ per cent by 2034. The rest would
need to come from external financial sources.

If the Government would allocate one third of thexpenditure to basic social protection,
Nepal would be able to cover 66 per cent of thal wast by its own resources in 2007, and
the entire cost from 2024. The rest would needtoefrom external financial sources.

The same argument advanced under scenario | cangettre total social expenditure,
which includes basic and non-basic provisions hdidse too. Therefore total social
expenditure, amounts to 10 per cent of GDP in 2007.

Total social protection expenditure (basic and non-basic provisions), Scenario I, Nepal, 2007

2007

Total expenditure on social protection in millions of US$ 803.8
Basic social protection 629.8

Other social protection 174.0

Total expenditure on social protection in per cent of GDP 10.0%
Basic social protection 7.8%

Other social protection 2.2%

Scenario |l

Scenario Il estimates the cost of a more geneotiisige and disability pension (Rupees
400 per month or approximately US$ 1 PPP per dag) amore generous child benefit
(Rupees 200 per month or approximately US$ 0.50 [g#*Rlay) compared to scenario |
and Il. Even under this option the old-age and liditg cash transfer represents
throughout the projection period less than 1 pert & GDP annually. The extension of
the old-age cash transfer in terms of coveragal({tover the age of 65) and in terms of
amounts (an increase by Rupees 200 of the curtérgtge allowance) would require the
government to allocate an additional 0.67 per oé@DP or 3.9 per cent of government
expenditure in 2007.

The universal child benefit is paid to all childraged 0-18 (and not like in the first two
scenarios for children aged 0-14) and represeniseb@ent of the old-age and disability
pension. The costs in terms of GDP would decrease & level of 4.8 per cent (in 2007)
to a level of 1.8 per cent (in 2034). For the adghe universal birth grant, the projections
were based on a lower total cost due to a lowémattd transport cost. As in scenario |,
health care costs are based on per capita estiofaties Commission on Macroeconomics
and Health and thus represent the major sharepanehiture (more than half in 2007) and
costs 11.6 per cent of GDP in 2007 decreasingit@dr. cent of GDP in 2034.

Based on these assumptions, the overall cost waritdgher than in Scenario | and II: 20

per cent of GDP in 2007 decreasing to a level peBcent of GDP in 2034. As is to be

expected the proportion which can be financed tjinomational resources is lower and

even under the option that one third of governmegenditure is allocated to finance

basic social protection only 26 per cent (in 208079 78 per cent (in 2034) can be financed
from national resources. The rest would need toectsom external financial sources.

Xii
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Scenario IV

Scenario IV is identical to Scenario Il with respéo essential health care, old-age and
disability pension, and education grant. Howeveruhiversal child benefit (children aged
0-18) and the birth grant are replaced by targbé&sfits to the poorest.

Based on these assumptions, the overall cost waaldh 16 per cent of GDP in 2007
decreasing to a level of 8 per cent of GDP in 203% cost difference (16 per cent of
GDP compared to 20 per cent of GDP) can be at&ttd the lower cost of the child
benefit (only to children in poor households). Test decrease of the birth grant is much
less important.

It should be noted that various cross-country assyhave demonstrated that targeting
may not be the best approach to reach the poénaighermore, targeting requires specific

administrative procedures to be put into placethnd involve higher administrative costs.

The pros and cons of targeting the poorest in timéext of Nepal would need to be studied
more carefully and the estimated savings in terht®sts through targeting will have to be

weighed with respect to the its foreseen coveragdarapact.

Conclusions

It is a well recognized fact that poverty is miéeeted. It manifests itself not only in the
form of lack of income security on the one side &lsb in the form of a lack of access to
clean water, basic services of health and educatieongst others. And all these elements
are firmly interconnected. Basic social securityaswees in the form of access to health
care and income security during old-age, incomgaridor families with children are an
essential component in national poverty reductioogmmmes. A recent ILO report
(Townsend, 2007) reviewed the situation of soea&lusity in national development in the
OECD countries and concluded that there is a steonigglation between high spending on
public services and social security and lower le#lpoverty and inequality and that the
early-industrialized countries historically devedopsocial security schemes early on and
allocated high levels of spending on it.

With the recent positive political developments Nepal, the country has now the
opportunity to concentrate and focus its resouotewhat it now considers as priorities for
its economic and social development. Within thiateat, attention has been drawn to the
need for a modern approach to labour market regolaind development. The ILO stands
ready to assist the government in the consideraifolabour market reforms (study by
Kyloh, 2007 internal document, forthcoming), asatmf which contingent reforms to
relevant social security provisions would also besidered. The design of future social
security provisions is a matter of national sopialicy taking into account priority areas of
improvement and financial and fiscal feasibility.

Building on the previous ILO report (Mizunoya et 28D06) and a request mediated by
UNICEF ROSA, the present report presents a costingirious social security provisions
to assist national policy makers and the intermaicdonor community in the decision
making process.

The present technical report shows that a basiofsabn-contributory universal social

security provisions is fiscally feasible even forepél. Building on the existing

commitment of the Government of Nepal, which hasnbproviding over the last decade
an old-age allowance for the elderly over 75, sdenkhproposed an extension of the
programme to all the elderly over the age of 65 Tdsulting additional cost of 0.3 per
cent of GDP or 2 per cent of government expendiggems well within the reach of
Nepal. An additional child benefit linked to thededge allowance and birth grants to

NEPAL-R7-DEC-2008 Xiii



encourage women to deliver in health centres ase walell within the means of the
Government. The costing has shown that while irolaibs terms the costs will increase
over the next two and a half decades, the relatgts in terms of GDP decrease. Financial
support from donors can be limited if the proportal government expenditure devoted to
social security can be increased.

The Social partners and other national stakehold#ireeed to ascertain what the country
should and can afford to implement. Social secusity long-term investment. Short-term
ad-hoc interventions while providing support insggisituations do not provide the safety
net which vulnerable segments of the populatioruireq The rest is a matter now of
national commitment and priority.

Xiv
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1.

Introduction

Nepal has undergone a decade of political instgbihich after the conclusion of the
Peace Treaty in November 2006, should hopefulld l@aa durable and stable political
environment. However, a conflict situation whiclsHasted over a decade, takes a toll on
human, social and economic development. Accordimgthie Internal Displacement
Monitoring Centre (IDMC, 2006) during the confliperiod up to 200,000 people have
been internally displaced from the rural areasrtman centres leading to them living in
situations of economic and social insecurity andepty and placing heavy burden on the
social infrastructures in the urban centres. Ambigs segments of the population most
adversely effected by such situation of crisis #re children and women. With the
younger members of family moving to the urban @sand no longer providing economic
support to the older members of the family, it e telderly who also in these
circumstances are left to fend for themselvestsindport on a common appeal for support,
the United Nations (UN, 2007 pp.1) emphasizes dedrio put into place crucial effective
measures which tackle the issues of food secuhigalth, displacement, disaster
preparedness and protection (specifically childgarion).

This is where well designed safety nets can prothdanuch needed support to vulnerable
segments of the population in order to avoid thaytget trapped in the spiral of poverty
and social exclusion. In its 2005 report (ILO, 2Gwcial protection was identified by the
ILO as one of the three key elements “of a secaoiaksafety net for those affected by
crisis”. Social protection through basic pensidigsic health care and basic education are
key to alleviating and preventing poverty and catphmitigate the adverse effects of
chronic poverty (ILO 2001; 2002). Following an as$ of the development of social
security and its implication on poverty reductionQECD countries, a recent ILO report
(Townsend, 2007) notes that “... social security sg®involving entire populations and
categories of the population like young childrerd adisabled people in developing
countries, i.e. social insurance and tax-financediversal” group schemes, deserve
priority, even if for reasons of limited resour¢bey have to be phased in by stages...”.

Well designed social security provisions are a sgmg/ component of measures put in
place to attain the targets set by the internati@eanmunity in the majority of the
Millennium Development Goals. The UNDP in its 20@port on the assessment of needs
for Nepal in order to achieve the MDG targets, ¢atiéd that more than US$ 6.3 billion
were needed for reducing hunger, improving edunataod developing infrastructure
(UNDP, 2006).

With the government having embarked on a long a&dajteace process, the healing
process for those people who were the direct vectoh the social unrest should be a
priority. Various initiatives from the internationeommunity have been or are being put
forth such as for example the Common appeal fopaudrom the United Nations (UN,
2007) and the proposal for Quick-impact “peace d#imd interventions” by UNICEF
(forthcoming). It is in the context of the latteroposal that UNICEF requested the
technical assistance of the ILO in mid-May 2007e Pinesent technical note provides a set
of costed social protection measures which the @Gwwent of Nepal may wish to
consider. The decision of which social protecticechanisms will be extended or put into
place is a matter of national social policy and dkailability of the necessary fiscal space
in the national budget.

The ILO’s recent social security policy paper (IL@06, pp.38), makes the case for
national social security systems which are flexibleorder to adapt to the state of
economic development and yet pursue certain kegctitsgs of universality, poverty
alleviation, the containment of social insecurityogh social rights, long-term growth
promotion, a fair distribution of income and nosatimination. With a GNI of less than
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US$ 900, Nepal falls into the group of low-inconmintries, for which a possible coherent
package is suggested in the following framework:

Table 1.1.  Social security at different stages of economic development

Low-income countries  GNI per capita (2005), less than US$900 Possible range of
public social
spending as %
of GDP

Children/adolescents Active age population Old age Total 7-12

Access to health care Universal access based on pluralistic financing structures; if necessary supported 35
by international financing, separate subsystems for formal and informal sector

possible
Access to education/ Universal access, Access to employment 2-4
training supported by cash services
transfers
Income security Orphans benefits; Maternity protection; Universal basic 2-3
child/family benefits, universal invalidity and pensions with national
universal or SUrvivor provisions; and international
conditional on school self-targeted public financing; additional
attendance employment schemes social insurance for
assisted by targeted formal sector if
cash transfers if possible
feasible

Source: ILO, 2006.

Making national resources available should alsarbessue of national priority in order to
ensure that the social protection measures puplat® are fiscally sound and viable in the
long-term. Also social protection measures are d@mmn measures and require a
commitment over time. The international donor comityuwill need to be forthcoming to
make available financial aid to the Government riyra defined period of time. In the
longer-term the objective should be of course tioaintries should aspire to financial self-
sufficiency.

2 NEPAL-R7-DEC-2008



2. The demographic context

Table 2.1.

In 2001, according to the census the populatiadegal was over 23 million. Based on the
United Nations’ population projections from Worldglation Prospects 2002 (medium
variant) (United Nations 2004b) the population afpdl is expected to reach over 50
million by 2050. Table 2.1 provides the share ataia age-groups in the population and
dependency ratios (defined as the number of cimldred/or elderly per working-age
population). While the group of children (0-14) slsoan annual average rate of increase
of only 0.5 per cent over the projection periode firoportion of this group in the total
population decreases from a level of 38.8 per @er2007 to 28.2 per cent in 2034.
Meanwhile, the group of the elderly over the agé®fyears over the projection period
shows an annual average rate of increase of 3.8gmtrand the proportion that this group
represents in the population increases from a lefv8I8 per cent in 2007 to a level of 5.9
per cent in 2034.

Thus, the children dependency ratio will decreaggificantly while the elderly
dependency ratio will increase slightly over thej@ction period.

Proportion of population in selected age groups and dependency ratios, Nepal, 2007-2034 (in
per cent of the total population)

Proportion of population Dependency ratios

Age group

2007 2015 2034 2007 2015 2034
0-4 13.9 12.2 9.4 0.24 0.20 0.14
5-14 249 234 18.7 0.43 0.39 0.28
0-14 38.8 35.6 28.2 0.68 0.59 0.43
15-64 57.3 60.2 65.9
65 and older 3.8 4.2 5.9 0.07 0.07 0.09
75 and older 1.1 1.2 1.8 0.02 0.02 0.03

Source: United Nations 2004b.

% It is understood that recent estimates made by RAMNepal may show a rather more detailed
picture.
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3. The socio-economic context

3.1. The economic environment

The economy grew by an annual average growth faderé per cent between 1970-2003
and well below some of its South Asian neighbouwrs tb the political instability and

conflict situation (IMF, 2006e). Between 2000 ari0?, the economy grew by 3.02 per
cent with a contraction of the economy in 2001 by fer cent. However, following the

recent turn of events which have led to the Peaeaty in 2006, the fiscal year budget of
2007 has aimed a GDP growth rate of 5 per cent (ATDBG6).

As a consequence of improved economic growth tret fuarter of fiscal year 2007
recorded a revenue surplus due to growth in ndtieenue and an increase in foreign
grants (ADB, 2006).

3.2. Government revenue and expenditure

Over the past years, Government expenditure onatidu¢ health and social security and
welfare have been low. Table 3.1 provides an oeanaver the last six years.

Table 3.1.  Government expenditure on education, health and social security and welfare, Nepal 2000-
2006 (in per cent of GDP and per cent of Government expenditure)

2000 2001 2002 2003 2004 2005 2006

Education
In % of GDP 25 2.7 3.1 29 29 3.2 3.2
In % of Government expenditure 15.3 14.9 17.8 17.8 17.6 19.0 18.9
Health

In % of GDP 0.9 0.9 0.9 0.8 0.8 0.9 1.0

In % of Government expenditure 5.7 4.8 53 49 48 52 5.7
Social security and welfare

In % of GDP 0.5 0.5 0.8 0.9 0.8 0.8 0.8

In % of Government expenditure 3.1 28 48 5.2 51 4.7 48

Source: IMF data on consolidated central government expenditure for education, health, and social security and welfare (IMF,
2007). Own calculations.

While, the average annual growth rate of governmependiture in education, health and
social security and welfare between 2000 and 2@ lheen quite high respectively 12.7
per cent, 9.1 per cent and 17.1 per cent, in résgeGDP these expenditure levels have
been relatively low.

According to WHO Health accounts in 2005, total Itte@xpenditure including private
expenditure represented 5.6 per cent of GDP (oflhvbeneral government expenditure on
health represented 1.5 per cent of GDP and prasgtenditure represented 4.1 per cent of
GDP).

Current public social sector expenditure includgpeaditure on items such as formal
sector social security provisions; secondary arthtg education; health other than basic
health care. For present purposes it is necessaesgtimate the relative proportions in
which current expenditure is allocated to thesmsteAccordingly, it was assumed that in
2006 approximately 10 per cent of public expenditon social security and welfare was
dedicated to basic provisions; approximately 90qaart of public health expenditure was
on basic health provisions; and that approximad@lyer cent of expenditure on education
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was on primary education (UNESCO data). This am®tmapproximately 2.5 per cent of

GDP in 2006 (corresponding to approximately 14.0 qant of government expenditure)

which was spent on social protection provisionsclvhare considered as basic in the
present report. This level of Government expenditvas used as the benchmark for the
level of government spending during the projectfmariod on basic social protection

benefits under option 1 in all the scenarios. il allow an estimate to be made of

external donor financing required. The model caimd therefore the net expenditure on
basic social protection required as it is assurhatithe current government spending will
be reallocated to provide for the benefits desdrinechapters 4 and 5.

On the one hand while the model calculates netchsstial protection expenditure, the
remaining 2.5 per cent of GDP which were spentamivasic social protection provisions

(such as formal sector social security provisiamgyenditure on secondary and tertiary
education; expenditure on health other than baemltih care) in 2006 are additional

expenditures. It is evident that not all socialtpation expenditure can and should be
reallocated to the provision of basic benefitsydfare it should be borne in mind that over
and above the costs calculated and presented ireplogt for the provision of basic social

protection approximately an additional 2.5 per c&GDP is needed to cover non-basic
social protection provisions.

3.3. Poverty and health developments

The recent Nepal Poverty Trends report (CBS, 20flHes 1.2.1 and 1.4.4) shows

improvements in the incidence and depth of povastyneasured by the poverty headcount
and the poverty gap measurements between 1995eD80838-04. The Poverty headcount

declined from 41.8 per cent to 30.8 per cent ofpibygulation and the poverty gap of those
who were under the national poverty lihéeclined from 11.75 per cent to 7.5 per cent.
The more numerous the number of children in thesbbald the higher the headcount

poverty rate. According to the same report, theepigvheadcount for households with 3 or

more children under the age of six was 54 per edmreas it was 29.3 per cent in

households with 1 child under the age of six.

There have been significant improvements in keyaddndicators such as the reduction of
poverty headcount from a level of 41.8 per cent985/96 to a level of 30.85 per cent in
2003/04; the reduction of maternal mortality frontegel of 850 deaths per 100,000 live
births (in 1991) to a level of 740 (in 2000); thecriease in the net enrolment at primary
school from a level of 65.0 (in 1999) to a level 4 (in 2003). However, while these
improvements are to be welcomed these indicatolisastest to quite high levels of
vulnerability as shown in Table 3.2. The individwaho does not have the economic
means to ensure that he/she can provide food aldisto him/herself and the family; the
child who is taken out of school because the famggds the income he/she can bring in to
survive; the mother whose newborn dies at birtrabse she does not have the means to
go to the health centre or has no access to ahheaifttre cannot be consoled by these
figures. Behind each of these figures are humangseiThere is therefore the need for
increased and sustained investments through cagiaénditure (building of schools,
health centres, etc) and cash transfers (child fibgnpensions, etc). Quick intervention
measures may aim at these in priority.

* The poverty line was defined by the CBS usingabet-of-basic-needs method (see CBS, 2005).
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Table 3.2.  Core social indicators, Nepal, various years

Indicator Nepal
Life expectancy at birth (years) males (2005) 61.0
Life expectancy at birth (years) females (2005) 61.0
Infant mortality rate(per 1,000 live births) (2005) 56
Under 5 mortality rate (per 1,000 live births) (2005) 74
Children underweight for age (% under age 5) (2001) 43
Newborns with low birth weight (%) (2001) 21
Maternal mortality ratio (per 100 000 live births) adjusted (2000) 740
Net primary enrolment ratio (%) (2001) 78
Human Development Index rank (2004) 138

Source: UNDP Human Development Report 2006 statistics; WHOSIS database.

In the poorest quintile of the population theseesaare much higher. In 2004, under 5
mortality was at 130 per 1,000 live births in theopest 20 per cent of the population and
68 in the richest 20 per cent; and infant mortaigs at 86 per 1,000 live births in the
poorest quintile and 53 in the highest quintile2id04 (UNDP, 2006). This shows the
necessity of ensuring that any social protectiormsuee which is put into place should
reach the poorest quintile of the population wh#rey are most urgently needed.
However, the question as to whether these shoulddans-tested is debatable as there is
mounting international evidence that targeting fieséhrough means testing often leads
to the most needy being left out and also is mostlg (Coady et al., 2004). According to
the World Bank “screening out the poorest througitydting is a bigger problem than
including the non-poor; the poorest may actuallgeldrom too much fine-tuning in
targeting” (World Bank, 1997).
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4.

4.1.

The components of a basic social
protection package

The recent ILO report (Mizunoya et al, 2006) costedet of basic social protection
benefits for five Asian countries including Nepahe study took into account a universal
old-age pension for all over the age of 65, a usalinvalidity pension, a cash benefit for
children, and access to basic health care. Theg stexeloped three scenarios, the first one
based on international thresholds (a pension ewith US$1 PPP poverty threshold; per
capita health care costs at levels set out by tbmrlission on Macroeconomics and
Health at US$34 per year on average in low-incomentries by 2007, and US$38 in
2015). The second scenario calculated benefitménwith country specific cost base. The
third scenario proposed a cash transfer to theet@gnt most destitute households of US$
13.71 (PPP). The results from the study showedlhsit social protection is affordable if
there is government commitment and that in the oraderm a major part (if not 100 per
cent under the second scenario) could be finanaedfalomestic resources if the share of
public spending on basic social protection werbddncreased to up to one-fifth of total
public budget.

The present technical note addresses a similafibpaekage but with a slight variation in
the levels of individual benefits and the categofryhe population targeted for the old-age
pension and the child benefits; universal accegwitoary education and block grants to
schools in support of the socially excluded; afuirth grant to women delivering in health
centers. Gassmann and Behrendt (2006) have shatmibdest old-age pensions and
child benefits could reduce food poverty rates Bydr cent and the poverty gap by half in
Senegal and by 30 per cent in Tanzania with morkedaeffects in households with
children and with elderly members. Thus cash temssdre an essential element of poverty
reduction strategies.

Basic universal old-age and disability pensions

According to ILO estimates, only 20 per cent of therld’s population benefits from
adequate social protection coverage. In large mdrissia, coverage for old-age income
protection is less than 10 per cent of the laboued. In Nepal less than 10 per cent of the
labour force is covered for old-age protection tigio formal provisions (Khatiwada, 2003
mimeo).

It is internationally recognized that universal ibapensions have a strong impact on
improving the livelihoods of older persons and doslleviate at least the most severe
forms of poverty’ Old-age pensions are now globally acknowledgecamseffective
poverty alleviation mechanism for the elderly (DfED05; HelpAge International 2004).
The receipt of the social pension by the eldenhyl aspecially by the poor not only brings
in much needed regular income but also providesi@rdinancial support to vulnerable
households including children. Pension recipieatiistribute cash income in households,
finance school fees and medication, etc (HelpAgeriational, 2004). In South Africa the
trickle down positive effects of old-age pensioasdnbeen a reduction of 5 per cent in the
number of persons living below the poverty line atemonstrated positive impacts on
health and nutrition of children (Save the Childté et al., 2005).

® Cf. e.g. Barrientos 2002; Barrientos, et al. 20B&trientos and Lloyd-Sherlock 2003; Charlton
and McKinnon 2001.
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The Government of Nepal, realizing the importance the necessity of providing such a
benefit to its elderly citizens put into place 895 an old-age allowance program. The
program started by providing a universal, uncoonddl monthly social pension to all
persons over the age of 76f Rupees 100 which was increased in 1999 to Rupge (ie
US$ 0.36 PPP per day), and in 2006 to Rupees 208. clirrent old-age allowance
represents 31 per cent of the national poverty dine corresponds to US$ 0.48 PPP per
day.

Amongst the social pension schemes implementeddwait the old-age allowance
scheme in Nepal imposes the highest qualifying fagebenefit receipt. Seven of the
thirteen schemes documented impose a qualifyingcigeés or under (Barrientos and
Holmes, 2006). According to the UN population esties (see Table 2.1.) in 2007 the
population in Nepal over the age of 65 represerfsp@r cent of the population while
persons 75 years of age and over represent apmtetyml.1 per cent of the population.
Life expectancy at birth was 61 years in 2005 fates and females alike and healthy life
expectancy (HALE) at birth for males was 52 yeansl dor females was 51 years
according to WHO Core Health indicators. In viewtbé above indicators the present
report provides a financial and fiscal costing dfemefit provided to all the elderly above
the age of 65.

Administration of the benefits of the old-age allowe program in Nepal is done (in
principle, and in practice whenever possible) bg tmunicipalities and the village
development committees. According to a study baseda survey undertaken among
recipients of the social pension (Rajan, 2003),p88 cent of the eligible elderly were
receiving the benefit. At the time of the survey2b02, the old-age allowance was Rupees
150. The amount of the benefit was considered HEisat to meet their daily needs by
only 40 per cent of the beneficiaries surveyed, reag approximately 26 per cent
considered that the benefit should be doubled dwmilital6 per cent that it should be
tripled.

Based on the current level of the old-age allowagoenario | proposes an extension of
the programme to all persons above the age of 6b.adequate level of a benefit
imperatively needs to relate to specific countryapaeters be it the country’s poverty line
or a similar reference in order to pay more attento national circumstances (Scenario
II). This was ascertained from information providadhe recent report on poverty trends
in Nepal (CBS, 2005). Taking into account the tgialverty line per person per year
(2003-04 NLSS) of Rupees 7,696 (increasing in\wté inflation) it was assumed that the
poverty gap to be filled by the pension was 50 gt of this absolute level. The total
poverty line for 2004 corresponds to US$ 566 per y&PP (or US$ 1.6 a day (PPP)) and
represented 40 per cent of GDP per capita in 2004r the projection period while the
actual absolute amount of the poverty line increaiee to inflation indexing, its relative
level with respect to GDP per capita declines.

Following discussions with UNICEF ROSA, a third sago (Scenario Ill) which proposes
a benefit of Rupees 400 per month (ie. US$1 a B&P]) was also costed. It was assumed
that 100 per cent of this amount would be paid eodficiaries. The ILO study on the
costing for Asian countries (Mizunoya et al, 20@8pvided calculations for the same
extreme poverty threshold but further assumedttigapension paid out represented 50 per
cent of this threshold thus closing the estimai@eepy gap.

A disability pension of 150 Rupees per month isadly provided in Nepal to the disabled
whose age is over 16 years. Due to a lack of statiglata, in the model it was estimated

® Pension of Rupees 150 per month is available @hger ages (60 onwards) for destitute widows.
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that approximately 1 per cent of persons of worlagg would be eligible for a disability
pension. The pension level projected in the differscenarios reflect those used for the
old-age pension.

For the purpose of the costing it is assumed thdt bld-age and disability pensions will
be indexed in line with inflation of prices, so &s ensure the maintenance of their
purchasing power. The old-age allowance providedht® elderly in Nepal was last
indexed in 2006 (increased to Rupees 200 per moAtbash benefit which is not indexed
in the context of an inflationary environment wgjuickly become meaningless and no
longer contribute towards achieving the income ggcor poverty alleviation goal it set
out at the onset to achieve. The form of indexatidrether in line with price inflation
(which permits to maintain the purchasing powertle# benefit) or in line with GDP
growth (which permits to benefit from growth in theonomy) or a combination of the two
(50 per cent of price inflation and 50 per centGIP growth) should be decided at the
onset. The periodicity of the indexation of bergetibuld be either annual, or every given
number of years, or when the consumer price indewtlp rate reaches a given level. It
should also be decided at the onset. It is critioatjuarantee a mechanism for regular
indexation of benefits.

As has been ascertained by the calculations, émgh the absolute number of persons in
the group of the elderly over the age of 65 withwgrcash transfers to the elderly and the
disabled should not place an unmanageable burdéred@overnment.

4.2. Basic health care

The link between good health, a productive lifepremmic development and poverty
reduction is not contested. Therefore, it is indisgable that the basic social protection
package also contains a strong health componentNEpal, the ILO has estimated the
staff related national access deficit as 87 pet wdrich means that 87 per cent of the
population is not receiving the quality of healtres that could be provided to them by an
adequately staffed network of health professiofialS, 2007). According to WHO Health
accounts in 2005, total health expenditure inclgdimivate expenditure represented 5.6
per cent of GDP.

As was done in Mizunoya el (2006), two scenariosewalculated for estimating health
costs. In Scenario | international per capita cfistscaling up priority health interventions
in low-income countries set by the Commission orciddaconomics and Health of US$34
per year on average in low-income countries by 288d US$38 in 2015 (Commission on
Macroeconomics and Health 2001: 55, 165-16\R/pre used to estimate the cost of
providing access to basic health cire.

" Amounts are expressed in US$2002. The respecttimate for least developed countries is
US$34 for 2007 and US$41 for 2015. For low-middiesime countries, the estimate is US$36 and
US$40, respectively. The authors note that “[...patchasing power parities, [...] the minimum
cost of the essential package would probably beal$80 per person per year” (Commission on
Macroeconomics and Health 2001: 120, footnote 79).

8 There may be slight difference in the total castich have been calculated due to the fact that
some data have been updated for the present tatkhicly.
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In Scenario Il the country specific cost base fa projection of health expenditure has
been used. This approximation takes into account the follogvimdividual parameters:
medical staff ratio to population; wages of medstalff and overhead non-staff costs. It is
assumed that 300 medical staff are available p@/0D0 population. This corresponds to
approximately the estimates of health personndNamibia in 1997 (which represents
approximately 40 per cent of the level in the Uthitingdom) (WHOSIS). The level of
Namibia was chosen as since 1990, the Namibian rgment has set-out a policy
frameworkTowards Achieving Health for All Namibiam®id the government committed
itself to providing access to health services fbNamibians by the year 2008.Thus the
levels achieved by Namibia should be indicativeegfional possibilities and requirements
for Universal basic health care provision. Once tinenber of health staff required to
deliver the services had been calculated staffscaste calculated. These were based on
average wages of health care staff. Where no depdata on wages in the health sector
was available, it was assumed that health staffageewage is equal to teachers' average
wage. Other non-staff health costs are assumed &7 Iper cent of wage cost.

4.3. Basic education

Table 4.1.

Human capital investment through education is apomant component of economic
growth. Although the development is significang gituation where Nepal stands now in
terms of educational status is still far from therlt status. About 50 per cent of the 6+
year age group population is still illiterate, aagout 30 per cent of primary school age
children are still not enrolled in school. A sigoént proportion of the children who are
enrolled in primary school repeat Grade 1 or dropad school. Many of these problems
pertain to the social and economic situation ofatentry (UNESCO, 2000).

Literacy rates, 2004, Nepal

Adult (15+) (in %) Youth (15-24) (in %)
Total M F Total M F
48.6 42.7 349 70.1 80.6 60.1

Source: UNESCO.

The schooling system in Nepal has been divideauim fevels: primary (age level 6-11),
lower secondary (age level 11-13), secondary (agel 114-15) and higher education.
There is no national law in Nepal establishing colegry schooling, although free
education for all is envisaged in Article 17 of theerim Constitution adopted in 2007.

Education in Nepal and primary education in paléictnas developed significantly since
1971 when the New Education Plan was introducetl&sn 1971 and 2001 the number
of primary schools increased by nearly three féddng 10,600 to 26,036). Between 1991
and 2001, on an average more than 900 new princanoss were added each year and the
number of primary school teachers has reached yneld0,000 in 2001. However
according to the Nepal Living Standards Survey @304, approximately 21 per cent of
the relevant population never attended school. Ajrtbese never-attendees, 33 per cent
reported "parents did not want" as the primary ara#t should be noted that absence of
nearby schools is a factor for only 4 per centefen —attendees (CBS, 2004a).

° In this regard the estimates follow the methodgloged in the two previous ILO reports (Pal, et
al., 2005 and Mizunoya et al., 2006).

19 Ministry of Health and Social Services, Namibia.
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Figure 4.1.

The UNESCO Education for All (EFA) initiative setitoto achieve universal primary
education by 2015 (UNESCO, 2003). Within the frarogwof the EFA Initiative, the cost
of achieving universal primary education has bessell on estimated recurrent unit costs
(costs of one year of primary education per clhpld}s capital expenditure (Delamonica et
al, 2001). The recurrent unit cost for Nepal hasnbestimated at US$29 (Delamonica et
al, 2001 pp.25 unit cost expressed in 1998 USdik fEpresents approximately 13 per cent
of GDP per capita. In addition to recurrent expauméi, about 15 per cent of expenditure of
primary education is allocated to capital expenditon average (Delamonica et al, 2001,
pp 13-16).

Net enrolment rate at primary school, Nepal 1995/96-2003/04
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Source: CBS (2004a).

The projection of basic education expenditure reentbased on the net enrolment ratio
(NER) which measures the proportion of childrenl6ygars who are enrolled in primary
education. The latest available data was used tam@d assumed that the NER would
reach a level of 100 per cent by 2015. A significaroportion of children are in fact
enrolled in private schools; for the projectionsvds assumed that this proportion would
reach 10 per cent of the children by 2015 (Brurad.eeds. 2003).

4.4. Child benefit

It is a well acknowledged fact that poverty rates higher in households with children
than in households without (see section 3.3). @ildin poor households experience
higher mortality rates, higher health related peatd and higher illiteracy rates trapping
them in the vicious cycle of poverty. Economic \eriability of these poor households
leads to children being required to bring in aroime for the survival of the household and
thus puts these children at the risk of being forio¢o the worst forms of child labour. The
positive effects of social transfers to househaolith children have been ascertained. In
Hungary and in Poland it was estimated that poveatgs for children would have been
respectively 85 per cent and 33 per cent highethén mid-1990s if family allowance

schemes had not been providing cash transfers (Bagtsl, 2006, pg. 62).

According to the recent Nepal Living Standards 8ur(CBS, 2004b pp.53, 62)
approximately 26.8 per cent of children in the @geup 5 to 9 years were either in
employment or not active and thus not attending@askch-urthermore, in the age group 10-
14 approximately 21.3 per cent of the children mlid attend school because they were in
employment (approximately 17 per cent) or wereawtitve (5 per cent). A further 33.5 per
cent of the children in this age group attendedostland were engaged in work. In
seeking to identify the reasons why a significaminber of children have never attended
school, one of the main motives cited in respowsthé Nepal Living Standards Survey
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4.5.

especially by males was that it was “too expensi¥ethild benefit which would aim to
get those children who are not in school back fatmal education and out of child labour
would seem a most urgent social protection meashieh the Government of Nepal could
take. However, in order to avoid the high admiaigte costs which would go into
targeting a specific group and means-testing aravoid leaving out those who most need
the benefit, a universal child benefit may be naggiropriate.

Some developing countries have implemented comditichild benefit schemes which
provide cash transfers to households with childngch as the Bolsa Escola programme in
Brazil and the Progresa programme in Mexico. Thtedaprogramme has improved
primary and secondary school enrolment rates fidrelm and the nutritional status of 70
per cent of households as well as improved thetthathtus of children under 5 years of
age (Barrientos and Holmes, 2006). However, camthli transfer systems necessitate
heavy infrastructure, administrative and monitorneguirements and they often end up
excluding the poorest (Samson et al, 2006, pg. 62).

As in the ILO study by Mizunoya et al (2006) an amditional child benefit (in the form
of a cash transfer) was included in the basic sqei@tection benefit package. However,
by comparison with the 2006 study, the presentriieelh note proposes in Scenario | a
level of child benefit equivalent to half of theiversal old-age and disability pension
benefit! It has thus been set at Rupees 100 per monthtpaitl children between the
ages of 0-14. In line with the absolute povertyeliscenario Il sets a benefit level of
Rupees 1,924 per year (ie. US$0.39 (PPP) per dag)tp all children between the ages of
0-14. In Scenario lll, the level of the child beihef of Rupees 200 per month (ie. US$0.50
per day (PPP)), that is half of the basic old-age disability pension in Scenario Il and
paid to all children between the ages of 0-18.

Following discussions with UNICEF ROSA, a fourthesario (Scenario IV) which
proposes a benefit of Rupees 200 per month (ie0B8% day (PPP)) paid to all children
aged 0-18 living below the poverty line was caltedia The arguments related to the issue
of targeting indicated in section 3.3 should bestaito account.

Child benefits in the model have been indexed rie lith inflation. The arguments on
indexation presented in the section on old-age iavaidity pensions are also valid for
child benefits, particularly as the benefit amouares lower.

Birth grants

Numerous countries around the world, including mdeayeloping countries in Africa and
Latin America, offer within the framework of théarmal social security provisions family
allowances which include a child grant at the bwtha child. In many cases a prenatal
allowance is also paid in a specified number ofalireents and on the condition that the
pregnant woman undergoes prescribed medical exéionisaThe UNDP report (UNDP,
2006) also identified the need for increasing agles which are attended by skilled health
personnel in order to reduce maternal and childtaiity. With respect to attaining the
MDG target of reduction of infant mortality, Neg#s been identified as progressing very
slowly. The World Health Report 2005 (WHO, 2005Jicates that “...three quarters of all
neonatal deaths could be prevented if women weeguadely nourished and received
appropriate care during pregnancy, childbirth ahd postnatal period...”. Maternal
mortality in Nepal is amongst the highest in thgioa as indicated in table 4.2.

™ The assumed relationship between the child benefit the old-age and disability pension is
based on the equivalence scale calculations fordraa in Lancaster, et al. 1999.
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Table 4.2.  Maternal mortality ratio (per 100,000 live births) in selected countries in South Asia, 2000

Indicator Level
Nepal 740
Bangladesh 380
India 540
Pakistan 500
Sri Lanka 92

Source: WHOSIS database.

UNICEF Nepal and UNICEF ROSA have highlighted tludeptial value of uprating the
value of birth grants to women who deliver in hleatentres, which are already payable
but at low rates. Accordingly, the present repgiingates the costs of a birth grant to be
provided to women who deliver in health facilitidhe Nepal Living Standards Survey
(CBS, 2004a, Table 7.8) estimates that on aver&geder cent of the deliveries in 2003-
04 took place in primary health facilities and heap including private hospitals.
However, in the 20 per cent poorest quintile of plopulation only 4.6 per cent of the
deliveries took place in primary health faciliteesd hospitals including private hospitals.

As international evidence proves “both maternal aednatal mortality are lower in

countries where mothers giving birth get skilleafpssional care, with the equipment,
drugs and other supplies needed for effective andly management of complications”
(WHO, 2005, chapter 4). Even though a birth granmwomen who deliver in health

facilities would be a contribution towards the retiton of maternal and infant mortality,

the wider issue of providing medical and finangapport to women during the entire
pregnancy and following delivery to infants and hest should also be given priority. In
Nepal, the high maternal mortality rate in 20007dD per 100,000 live births and the
infant mortality rate of 56 per 1,000 live births PO05 need to be improved. The
Millennium Development Goals place the health otlmes and children at the core of the
struggle against poverty and inequality, as a mattehuman rights (WHO, 2005). The

Nepal Living Standards Survey (CBS, 2004a, pp, 88 &@able 7.9) estimates that on
average 57.1 per cent of women who gave live littting a 36 months period consulted
received pre-natal care and 12.9 per cent post-cata. In the 20 per cent poorest quintile
this dropped to 39.3 per cent and 5.8 per cenentisely.

DfID has provided the Government of Nepal with anfusum of £20 million to turn
around Nepal's maternal mortality rate — the Nai@@afe Motherhood Programme which
started in 1997. The programme incorporates theviaive Maternity Incentive scheme,
which pays women to give birth in a hospital orltreaentre. Transport costs are high in
Nepal, which prevent many women from traveling tbhaspital or health center to give
birth. All across Nepal, women receive an averdg@0LRupees (US$ 12,8), depending on
where they live (according to the distance fromHhbepital they receive 1'500 or 1'000 or
500 Rupees), after the birth of their first andosetchild. In most cases this is enough to
cover transport costs, at least, and possibly twté to other costs.

According to a recent report on the average cdsitoomal delivery (Borghi et al, 2006)
the average fee for a normal delivery at a facildy678 Rupees (ie approximately
US$8.70). Women undergoing caesarean section isigmificantly higher costs in the
facility with an average charge of 5,500 RupeedJ@$70.60). When additional charges,
opportunity and transport costs were added, tta smhount exceeded 5,300 Rupees for a
normal birth (ie US$68.5) and 11,441 Rupees foaesarean (ie US$146.80). While there
is little difference in facility-based costs betwegeographical areas, the cost of transport
varies widely (from 1,155 Rupees to 3,100 Rupees).
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Table 4.3.  Average costs of normal delivery, Nepal, 2003

Cost in Rupees Cost in US$
Type of cost Facility
Normal  Caesarean Normal Caesarean
delivery delivery
Facility-based Registration, delivery fee, 678 5'500 8.7 70.57
fees bed charge, laboratory tests,
laundry, food, drugs and
medical supplies
Transport fees To and from the facility 2'812 2'812 36.08 36.08
Additional Gifts to staff and medicines 1'354 1'469 17.37 18.85
charges and other items purchased
by patients together with the
value of food and washing
materials brought in from
outside the facility
Opportunity cost  Valuation of the time of 492 1'660 6.1 21.30
of time those accompanying the
woman to the facility
Total cost 5'336 11'441 68.47 146.80

Source: Borghi, J.; Ensor T. et al., 2006.

Accordingly, in scenarios | and Il, the cost of yading a birth grant of Rupees 5,336 to all
women who deliver in a health facility was calcathtwhile in scenario IV the benefit was
targeted to only the poorest who deliver in a leaéntre. In scenario Ill, a lower birth
grant of Rupees 3,524 (due to a lower transport albswing for the average payment
provided by the DfID programme) was provided towatimen who deliver in a health
centre. With respect to the take-up rate it wasirassl that each year there would be an
increase of approximately 10 per cent in the wodwivering in a health center during the
next 10 years followed by an increase of 5 per aantially after that.

4.5. Administrative costs *?

The model is based on the assumption that 15 perofeotal cash benefit expenditure is
spent on administration of universal cash transfeld-age and disability pensions and
child benefit). This estimate is based on the drpee of the basic pensions scheme in
Namibia where the costs of reaching the poorer temaral communities is taken into
account (Schleberger 2002). For the targeted caskfers, administration costs of 33 per
cent of benefit expenditure have been assumedéwith the study on Africa (Pal, et al.
2005) in order to account for the higher costsaaajeting.

12 Much of the discussion that follows is based oe fievious ILO costing study of African
countries Pal, et al. 2005 and of Asian countriéaukloya, et al 2006.
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5.

5.1.

Results 13

Scenario |: Base case

5.1.1. Summary of assumptions

Scenario | estimates the costs of a basic socaegion benefits package based on the
following main assumptions:

. Universal old-age and disability pension of Rugp260 per month, to older persons
aged 65 and over and the disabled (assumed t@becknt of population).

. Basic health care costs based on Commission oarddeonomics and Health
estimates of US$34 per year on average in low-imcaountries by 2007, and
US$38 in 2015.

. Universal child benefit at 50 per cent of old-amed disability pension per child
(Rupees 100 monthly) for all children aged 0-14;

. Universal access to primary education based onmie UNESCO estimate; children
aged 6-11 years of age; net enrolment ratio in gmneducation reaching 100 per
cent by 2015; 10 per cent of children in primarypiivate schools by 2015; 15 per
cent capital cost.

. Birth grant of Rupees 5,336 paid to all women wdediver in health facilities based
on starting assumption that 15 per cent deliv&0@7 in a health facility.

. Administration costs of delivering cash benefitgial to 15 per cent of cash benefit
expenditure.

Assumptions and main results for Scenario | araddn detailed tables in Annex A.

5.1.2. Results

The total cost of the social protection benefitpagposed in Scenario | represents 16 per
cent of GDP in 2007, and it is estimated that il decrease to a level of 8 per cent of
GDP in 2034 as illustrated in Figure 5.1. Whileaibsolute terms the cost of providing
basic social security benefits under scenario feiase, in terms relative to GDP the
percentage decreases. This is due to several $actawhich the most significant is that,
while it is assumed that benefits will be indexadine with prices, real GDP growth is
projected at a rate of 2 percentage points overatoge working age population growth.
Annex table A2 provides detailed results in absohrid in relative terms.

The main item of functional expenditure is basialttecare which in 2007 is estimated to
cost 11.6 per cent of GDP and represents approgiyn@i per cent of total expenditure.
While decreasing over the projection period tovell®ef 4.7 per cent of GDP by 2034 (see
above), it still would represent the most importémhctional expenditure. Thus, an

13 With respect to the calculations in Mizunoya e{2006), some of the benefit assumptions have
been modified, new benefits have been includedgeseoconomic assumptions have been modified
and some of the data have been updated where moeetrdata were available. Thus the results
differ.
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Figure 5.1.

absolute level of expenditure for essential heedtte based on a world average across all
developing countries may not be appropriate inunty with a low level of wages in the
public sector like Nepal.

As expected, old age and invalidity expenditureespnts between 0.5 per cent of GDP in
2007 and 0.3 per cent of GDP in 2034. This app¢arbe a very affordable level
considering that in terms of government expendiftineepresents 2.6 per cent in 2007
decreasing to a level of 1.4 per cent in 2034.

It should be noted that expenditure as calculateétie model is gross expenditure on basic
social protection. The government is currently jotimg old-age allowances to the elderly
over the age of 75. Taking into account this fabe net supplementary expenditure
resulting from the extension of the benefit toaler the age of 65 assuming that 100 per
cent of the population in that given age group vétieive the benefit, was calculated. The
current old-age allowance programme costs apprdgign8.1 per cent of GDP and the
extension of old-age benefits would cost an adddti®.3 percentage points of GDP or an
additional 2 per cent of government expenditure.

In the same way general government expenditureeattthin 2005 represented 1.5 per
cent of GDP.

Costs of basic social protection benefits package for Nepal, Scenario I, 2007-2034 (in per cent
of GDP)
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Given the mounting cross-country evidence concgrtie positive effects generated by
cash transfers to older members of society on lmlde and especially children (see
section 4.1) and that the costing of the benefitaghthat it is affordable, the extension of
the current scheme to all over the age of 65 istlwseriously considering. Now it is a
matter of national social policy which will decishether this is a priority in the context
of the current situation. It is a long-term socemhd financial commitment yet a
commitment which according to the present calooiettiis fiscally affordable.

14 Own calculations based on a take-up rate of 10@qwet.
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Figure 5.2.

Domestic financing of basic social protection benefits package, Scenario I, under two options
for Nepal, 2007-2034 (in per cent of total costs)
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Figure 5.2 illustrates the proportion of the tatast of the benefits proposed in scenario |
which could be financed by public resources if:

- the level of public social expenditure (educatibealth, social security and welfare)
with respect to total public expenditure is mainéai at its 2006 level of 14.9 per
cent (option 1);

- the level of public social expenditure is raisedone third of the total public
expenditure (option 2).

Under option 1, Nepal would be able to cover in 2@@proximately 16 per cent of the
total cost of the benefits through its own resosiré®hile in absolute amounts the cost of
the benefits do increase over the projection permavever the cost in relation to GDP
decreases and therefore at the end of the prajegteriod Nepal could cover
approximately 47 per cent of the total social céshancial support from international
donors would be needed. In 2007 this would amoardpproximately US$ 1.1 billion.
Under option 2, Nepal would be able to cover adtloif the total costs in 2007 and about
95 per cent of the cost at the end of the projacperiod and therefore the external
financing requirements would be less. In 2007 tisld amount to approximately US$
900 million.

It should be noted that while the total costs daked are gross amounts, they reflect only
expenditure on basic social protection. Therefesgyenditure on other social security
provisions (such as on formal sector social secyribvisions; expenditure on secondary
and tertiary education; expenditure on health othan basic health care) would be in
addition to the costs calculated by the model. ke tthese costs on other social security
provisions into account and based on current gonent expenditure on social protection
we have assumed that in 2006 approximately 10 getr af public expenditure on social
security and welfare is dedicated to basic promsi@pproximately 90 per cent of public
health expenditure is on basic health provisioms} that approximately 49 per cent of
expenditure on education is on primary educatioNESBCO data). This amounts to
approximately 2.2 per cent of GDP in 2007 whiclspgnt on non-basic social protection
provisions. Therefore total social expenditure fa@as in table 5.1, which includes basic
and non-basic provisions, amounts to 18.5 per@e@DP in 2007.
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Table 5.1.

Total social protection expenditure (basic and non-basic provisions), Scenario I, Nepal, 2007

2007

Total expenditure on social protection in millions of US$ 1486.4
Basic social protection 13124

Other social protection 174.0

Total expenditure on social protection in per cent of GDP 18.5%
Basic social protection 16.3%

Other social protection 2.2%

In conclusion it would be fair to say that whileetbost of the total package of basic social
protection provisions is very high (16 per centGiDP in 2007) due to the cost of basic
health, the cash transfers on the other hand s#erdable. In effect, the extension of the
basic old-age benefits to all over the age of B&,up rating and payment of a birth grant
to all women who deliver in public health centrasd the introduction of a child benefit
paid to all children between 0-14 years of agesssmated to cost approximately 3 per
cent of GDP in 2007 declining to a level of approately 1 per cent by the end of the
projection period. The cost of providing these Hignecould be entirely financed from
public resources if 14 per cent of public expendittould be earmarked for this purpose in
2007. At the end of the projection period only pe3 cent of public spending would be
needed to finance these benefits.

5.2. Scenario ll

5.2.1. Summary of assumptions

The main assumptions for this scenario are:

. Universal old-age and disability pension of Rugp8&848 annually (corresponding to
50 per cent of the total poverty line per perstmpersons aged 65 and over and the
disabled (assumed to be 1 per cent of population).

. Basic health care costs based on ratio of 300aaksdtaff to 100,000 population;
medical staff wages indexed in line with half obguctivity and inflation; non-staff
overhead costs of 67 per cent of staff costs.

. Universal child benefit at 50 per cent of old-am&d disability pension per child
(Rupees 1924 annually) for all children aged 0-14;

. Universal access to primary education based onmie UNESCO estimate; children
aged 6-11 years of age; net enrolment ratio in gmneducation reaching 100 per
cent by 2015; 10 per cent of children in primarypiivate schools by 2015; 15 per
cent capital cost.

. Birth grant of Rupees 5,336 paid to all women wdediver in health facilities based
on starting assumption that 15 per cent deliv@0@7 in a health facility.

. Administration costs of delivering cash benefitgial to 15 per cent of cash benefit
expenditure.

The assumptions and the main results are fourtfteidétailed tables in Annex B.
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5.2.2. Results

Figure 5.3.

The total cost of the social protection benefitpamposed in Scenario Il represents 7.8 per
cent of GDP in 2007 decreasing to a level of 6geert of GDP in 2034. The main item of
functional expenditure is child benefit in 2007 wlinrepresents approximately 40 per cent
of total expenditure. In 2034 the main item will basic health care which will represent
approximately 37 per cent of total expenditure,levthe expenditure on child benefits will
decrease to 19 per cent of total expenditure. Timgegtions by the UN Population
Division indicate that the proportion of children the total population is expected to
decrease over the projection period. Therefordd dd@nefit amounts, while still increasing
in absolute amounts, register a much lower groath than the other benefits and notably
health care expenditure which increases in liné tatal population growth and salaries of
medical staff increase in line with GDP growth. Madetailed results are provided in
Annex Table B6.

With respect to old-age and invalidity pensions a&hdd benefits, linking the benefit
levels to a national threshold permits a more adeqooverage of needs. In this scenario
the old-age benefit is linked to the national topalverty line (CBS, 2005) which
corresponds to a monthly benefit of Rupees 64ik. stightly higher than the current old-
age allowance of Rupees 200 paid by the governrientever, we have assumed that the
poverty gap to be covered represents 50 per cerhisfthreshold. Nevertheless, the
monthly benefit amount of Rupees 321 is still higthen the old-age allowance currently
paid by the State. Therefore, expenditure on ollagl disability pensions is higher than
under scenario I. It would represent around 0.7 geent of the country's GDP in 2007
decreasing to 0.55 per cent in 2034.

Basic health care, in this scenario based on c@t8®0 medical staff to 100,000 population
(wage indexation of medical staff in line with GQRwth), represents only 1.4 per cent in
2007 and 2.2 per cent in 2034 of GDP. This is  \@w level (respectively US$ 4.2 per
capita in 2007) compared to the expenditure ontineare based on the Commission on
Macroeconomics and Health per capita costs usedenario | (respectively US$ 34 per
capita in 2007). However, as was pointed out irti@ec3.2, this would not include all
expenditure on health. Private expenditure on haajpresented more than four fifths of
the total expenditure on health according to WHiDifes.

Costs of basic social protection benefits package for Nepal, Scenario Il, 2007-2034
(in per cent of GDP)
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If the level of public social expenditure with resp to total public expenditure is
maintained at its 2006 level (option 1 in Figurd)5Nepal would be able to cover 33 per
cent of the total cost of the benefits throughaten resources in 2007. This ratio will
subsequently increase to about 60 per cent by 2034.

If the government would allocate one third of thexipenditure to basic social protection
(option 2 in Figure 5.4) then Nepal would be aldedver in 2007 approximately 66 per
cent of the total cost of the benefit through it8noresources. The financial support
required from international donors would be not entbran approximately US$212 million.
The Government would be able to finance the entist from 2024.

Figure 5.4. Domestic financing of basic social protection benefits package under two options for Nepal,

Scenario I, 2007-2034
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The same argument advanced under scenario | cangettre total social expenditure,
which includes basic and non-basic provisions hdidse too. Therefore total social
expenditure, amounts to 10 per cent of GDP in 2007.

Table 5.2.  Total social protection expenditure (basic and non-basic provisions), Scenario Il, Nepal, 2007

5.3.

2007

Total expenditure on social protection in millions of US$ 803.8
Basic social protection 629.8

Other social protection 174.0

Total expenditure on social protection in per cent of GDP 10.0%
Basic social protection 7.8%

Other social protection 2.2%

Scenario llI

5.3.1. Summary of assumptions

The main assumptions for this scenario are:

. Universal old-age and disability pension of Rigd80 per month, to persons aged
65 and over and the disabled (assumed to be lepeo€population).
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. Basic health care costs based on Commission oarddeonomics and Health

estimates of US$34 per year on average in low-ica@ountries by 2007, and
US$38 in 2015.

. Universal child benefit at 50 per cent of old-amed disability pension per child
(Rupees 200 per month) for all children aged 0-18;

. Block grants for education and child protectienvices based on per unit UNESCO
estimate; children aged 6-11 years of age; netlmerd ratio in primary education
reaching 100 per cent by 2015; 10 per cent of cdnildn primary in private schools
by 2015; 15 per cent capital cost.

. Birth grant of Rupees 3,524 paid to all women wdletiver in health facilities based
on starting assumption that 15 per cent deliv@0@7 in a health facility.

. Administration costs of delivering cash benefitgial to 15 per cent of cash benefit
expenditure.

Assumptions and main results are found in detadbtes in Annex C.

5.3.2. Results

Figure 5.5.

Figure 5.5 represents the cost of the basic speaiection benefits package of Scenario
[ll. Total expenditure is estimated at 20 per cehiGDP in 2007, and is projected to
decrease to approximately 9 per cent by 2034.

Universal old age and disability pension would ie0.9 to 0.7 per cent of GDP over the
entire projection period. The old-age and disagbibenefit of Rupees 400 represents
approximately US$ 1 PPP per day. It was assumedthie amount would be paid to

beneficiaries. The cost of universal child bengfit all children aged 0-18) estimated at
4.8 per cent of GDP in 2007 is projected to de@dasl.8 per cent by 2034. The cost of
health care is estimated to amount at 11.6 per oénEDP in 2007, and decrease
continuously to a level of 4.7 per cent of GDP D342 Basic education would require 1.8
per cent of GDP in 2007, rise to a peak of 2.1 gant in 2014, and decrease slowly
thereafter to a level of 1.6 per cent of GDP by4£0Birth grants paid to all women is

estimated at Rupees 3,524 which is lower than ien&co | and Il because of a lower
transport cost (Rupees 1,000 (based on the estnaaterage transport costs by DfID)
instead of Rupees 2,812 (based on a study of Betgili(2006)).

Cost of basic social protection benefits package for Nepal, Scenario Ill, 2007-2034
(in per cent of GDP)
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Figure 5.6 represents the capacity of the GoverhroémMepal to finance basic social
protection out of domestic resources from 20071842 Under option 1, it was assumed
that government expenditure on basic social priateatrould remain at its current level
(14.9 per cent of total government expenditurep Government would be able to finance
12.9 per cent of total basic social protection exjiteire in 2007. This ratio would increase
to about 38.9 per cent by 2034. Under option 2yas assumed that the Government of
Nepal would allocate 30 per cent of total expenditto basic social protection. The
Government would be able to finance 25.9 per ae2007, and this ratio will increase to
78.4 per cent by 2034.

Figure 5.6. Domestic financing of basic social protection benefits package under two options for Nepal,
Scenario I, 2007-2034
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5.4. Scenario IV

5.4.1. Summary of assumptions

The main assumptions for this scenario, with tamgetf child benefits and birth grants,
are:

. Universal old-age and disability pension of Rigd80 per month, to persons aged
65 and over and the disabled (assumed to be lepeon€population).

. Basic health care costs based on Commission oarddeonomics and Health
estimates of US$34 per year on average in low-icaountries by 2007, and
US$38 in 2015.

. Universal child benefit at 50 per cent of old-aayed disability pension per child
(Rupees 200 per month) for all children aged Oniid below the poverty line;

. Block grants for education and child protectienvices based on per unit UNESCO
estimate; children aged 6-11 years of age; netimerd ratio in primary education
reaching 100 per cent by 2015; 10 per cent of cdnildn primary in private schools
by 2015; 15 per cent capital cost.
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. Birth grant of Rupees 5,336 paid to women livinglow the poverty line who
deliver in health facilities based on starting asggtion that 5 per cent deliver in
2007 in a health facility.

. Administration costs of delivering old-age andability pensions is 15 per cent and
for targeted cash benefits (child benefit and birtéint) equal to 33 per cent of cash
benefit expenditure.

Assumptions and main results are found in detadbtes in Annex D.

5.4.2. Results

Figure 5.7.

Scenario IV is identical to Scenario Il with respéo essential health care, old-age and
disability pension, and education grant. However thiversal child benefit and the birth
grant are replaced by a targeted benefit to thegsbo

The total cost of social protection benefits agpps®d in Scenario IV represents 16.4 per
cent of GDP in 2007 decreasing to a level of 7.8geat of GDP in 2034. Universal old-
age and disability pension would require aboutt0.0.7 per cent of GDP over the entire
projection period. The cost of universal child H#n@or all children aged 0-18 living
below the poverty line) estimated at 1.5 per cé@DP in 2007 is projected to decrease to
0.6 per cent by 2034. This is lower (in 2007 by entdran 3 percentage points of GDP)
compared to the cost of child benefit in scenalliavhere all children aged 0-18 receive
the child benefit, while in this scenario only cnén below the poverty line receive the
benefit.

A birth grant of Rupees 5,336 is paid to women wlkbtver in health facilities and who
are living below the poverty line. This assumptieatricts the number of women receiving
the benefit given the assumption that only 5 pett @é poor women deliver in health
facilities in 2007. The cost of the birth grant Heeen estimated to be less than 0.01 per
cent of GDP in 2007 and approximately 0.02 per a@hiGDP in 2034 (under the
assumption that the proportion of births in primagalth facilities or hospitals increases
each year by 10 per cent between 2007 and 201 aféarvards by 5 per cent each year.
This implies that the proportion of births in héafacilities among poor women will
increase from 5 per cent in 2007 to 27 per ce20Y).

Cost of basic social protection benefits package for Nepal, Scenario IV, 2007-2034 (in per cent
of GDP)
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Figure 5.8.

As has been noted in previous sections of the teparious cross-country analyses have
demonstrated that targeting may not be the bestoapp to reach the poorest.

Furthermore, targeting requires specific administeaprocedures to be put into place and
thus involves higher administrative costs. The @nod cons of targeting the poorest in the
context of Nepal would need to be studied morefallyeand the estimated savings in

terms of costs through targeting will have to bagived with respect to the its foreseen
coverage and impact.

Figure 5.8 represents the capacity of the GoverhroémMepal to finance basic social

protection out of domestic resources from 20071842 Under option 1, it was assumed
that government expenditure on basic social prioteatould remain at the current level

(14.9 per cent of total government expenditurell ander option 2, it was assumed that
Government would allocate 30 per cent of its tetgbenditure to basic social protection.
Under option 1, it was estimated that the Governnmeuld be able to finance 15.7 per
cent of total basic social protection in 2007 amak this ratio would increase to 46.4 per
cent by 2034. Under option 2, the Government wdnddhble to finance almost one-third
of total cost in 2007, and this ratio would ince#s 93.4 per cent by 2034.

Domestic financing of basic social protection benefits package under two options for Nepal,
Scenario IV, 2007-2034
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6. Variants

A sensitivity test based on a lower growth rateG&iP has been provided in variant 1.
Variants 2, 3 and 4 have been provided based ongtitons with UNICEF ROSA in order
to assess the financial implications of targetimg ¢hild benefits to specific age-groups of
children. Additional variants 5, 6 and 7 have bassessed based on further discussions
with UNICEF ROSA in June 2007.

6.1. Variant 1: GDP growth 1 percentage point above
working population growth

Figure 6.1.

The sensitivity test is based on scenario | for gdrameters not mentioned in the
description of the sensitivity test.

As seen in the results of the previous section,db&t of the basic benefits package
measured in terms of GDP decreases quite rapidytalthe fact that real GDP is assumed
to increase by 2 percentage points over and abawking age population growth.
Therefore, in a first sensitivity test real GDP gt rate is assumed to be 1 percentage
point over and above working age population. Tlnmsnpared to scenario |, GDP will
grow at a slower average annual rate. Apart frogicbeducation expenditures, where unit
costs are based on GDP per capita levels, theféise benefit amounts in absolute Local
Currency Units terms do not vary. Therefore, re&tio lower nominal GDP levels the
total cost of the benefit package increases wiheet to scenario I. In 2034 total cost will
represent 9.7 per cent of GDP, while under sceratiavould represent 7.7 per cent of
GDP.

Costs of basic social protection benefits package for Nepal, Variant 1, Nepal, 2007-2034
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Under this variant, the level of external finan@al required would also be higher. Under
option | (government expenditure on basic sociatgmtion would remain at the current
level), the Government would be able to financep&v cent of its total expenditure to
basic social protection at the end of the projecperiod while it would be 47 per cent if
GDP would grow 2 per cent above population growider option Il (Government would

allocate 30 per cent of its total expenditure tsibaocial protection), the Government
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Figure 6.2.

would be able to finance 76 per cent of its totgdenditure to basic social protection by
2034 while it would be 95 per cent under scenario |

Domestic financing of basic social protection benefits package under two options for Nepal
Variant 1, Nepal, 2007-2034
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6.2. Variant 2: Child benefits paid to all children 0-5 years of age

The main modifications of assumptions with respeccenario | are:

Universal old-age and d

isability pension of Rugd80 per month, to persons aged

65 and over and the disabled (assumed to be lepeo€population).

Universal child benefit at 50 per cent of old-aa®d disability pension per child

(Rupees 200 per month)

for all children aged 0-5;

The variant is based on scenario | for all paramsatet mentioned in the description of the
sensitivity test.

Table 6.1.  Expenditure on child benefits to all children 0-5 years of age, Variant 2, Nepal, 2007-2034

Results 2007 00 015 2020 025 2030 2034
Expendture on child benefits in millon US§ 1548 1797 265 266.2 3641 4598 548.6
Expendture on chid benefits in millons of rupees 125088 145237 18,3085 23,1346 294309 37,163.6 44.339.7
Expendture on child benefts in per cent of GDP 1.9% 1.7% 14% 110% 0.9% 0.8% 0.7%
Expendture on child benefts in per cent of government expenditure 1.1% 9.4% 71% 55% 4.3% 34% 28%
Expendture on child benefts in per cent of govenment revenue 13.3% 104% 1% 55% 4.3% 34% 28%

The total cost of child benefits paid only to chdd 0-5 years of age (including
administrative costs) represents 1.9 per cent oP @D2007 decreasing to a level of 0.7
per cent of GDP by 2034. As shown in table 2.1, ghaportion of children of this age
group in total population is decreasing over thejgmtion period as forecast by UN
population projections. Furthermore, it is assurttet child benefits will be indexed in
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line with prices. Therefore, child benefit amounthile still increasing in absolute
amounts, register a lower growth rate measured negthect to GDP.

6.3. Variant 3: Child benefits paid to children 0-5 years of age
living under the poverty line

The main modifications of assumptions with respeccenario | are:

. Universal old-age and disability pension of Rigpd80 per month, to persons aged
65 and over and the disabled (assumed to be lepeo€population).

. Universal child benefit at 50 per cent of old-aayed disability pension per child
(Rupees 200 per month) for all children aged 04ngdj under the poverty line;

The variant is based on scenario | for all paramsatet mentioned in the description.

Table 6.2.  Expenditure on child benefits to poor children 0-5 years of age, Variant 3, Nepal, 2007-2034

Results 2007 2010 2015 2020 2025 2030 2034
Expenditure on chid benefits in milion US§ 55.2 64.1 80.8 1021 1299 1641 195.7
Expendture on child benefts in millons of rupees 4.463.0 51819 6,532.2 8,254.1 105006 13,2595 15,8198
Expendture on child benefts in per cent of GDP 0.7% 0.6% 0.5% 0.4% 0.3% 0.3% 0.2%
Expendture on child benefits in per cent of government expenditure 40% 34% 25% 1.9% 1.5% 1.2% 1.0%
Expendture on chid benefits in per cent of government revenue 48% 3% 25% 1.9% 1.5% 1.2% 1.0%

The total cost in absolute Rupees amounts (inctudidministrative costs) represents
approximately one-third of the costs which the gaweent would incur if all children in
the age group were provided with a benefit. Howgasrdiscussed earlier targeting may
not produce the results which were anticipatedatanset. In this case the administrative
costs of delivering a targeted benefit is assunted3aper cent of benefit expenditure
(instead of 15 per cent for non-targeted benefits).

6.4. Variant 4: Child benefits paid to children 0-14 years of age
living under the poverty line

The main modifications of assumptions with respeccenario | are:

. Universal old-age and disability pension of Rugpd80 per month, to persons aged
65 and over and the disabled (assumed to be lepeotpopulation).

. Universal child benefit at 50 per cent of old-amyed disability pension per child
(Rupees 200 per month) for all children aged Oidind under the poverty line;

The variant is based on scenario | for all parametet mentioned in the description.
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Table 6.3.  Expenditure on child benefits to poor children 0-14 years of age, Variant 4, Nepal, 2007-2034

Results 2007 00 2015 200 025 2030 2034
Expendture on chid benefits in millon USS 1298 1530 1973 2509 380 4033 486.5
Expendture on child benefts in millons of rupees 104878 12,3633 15,949.3 202193 25,7045 325048 39412
Expendture on chid benefits in per cent of GDP 16% 15% 12% 10% 0.8% 0.7% 06%
Expendture on child benefits in per cent of government expenditure 9.3% 8.0% 6.2% 48% 3% 30% 25%
Expendture on chi benefits in per cent of government revenue 1.2% 8.8% 6.2% 48% 3% 30% 25%

Once again the same arguments as those indicatied section 6.3 above are applicable.

6.5. Variant 5: Old-age benefit paid to 70 and over
and child benefits paid to children 0-5 years

The main modifications of assumptions with respeccenario | are:

. Universal old-age and disability pension of Rugp280 per month, to persons aged
70 and over and the disabled (assumed to be lepeotpopulation);

. Universal child benefit of Rupees 200 per momthdail children aged 0-5;

. Birth grant of Rupees 2000 paid to all women vdediver in health facilities based
on starting assumption that 15 per cent deliv&G@7 in a health facility.

The variant is based on scenario | for all parameatet mentioned in the description of the
variant.

In this variant it has been proposed that the let/ghe universal old age pension would be
higher than the sum currently being paid by theegement and that it would be paid to

those above the age of 70 (and not 75 as currefthg costs in terms of GDP in 2007

would reach approximately 0.22 per cent of GDP elgsing slightly to a level of 0.17 per

cent of GDP by 2034. The cost of a child benefiulddbe 1.7 per cent of GDP in 2007

and decrease to a level of 0.6 per cent of GDPOB# 2The birth grant at a level of Rupees
2000 per birth in a health centre would cost 0.84gent of GDP in 2007 and increase to
0.08 per cent of GDP in 2034. Table 6.4 providesramary of the results.
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Table 6.4.  Basic social protection expenditure variant 5, Nepal, 2007-2034

2007 2015 2030 2034

Total basic social protection
In millions of Rupees 1017312  146516.6  369218.0  468904.6

In millions of US$ 1258.7 1812.8 4568.3 5801.7
In per cent of GDP 15.6 11.1 7.8 7.2
In per cent of government expenditure 90.4 57.0 33.6 29.6
Universal old-age and invalidity pensions
In millions of Rupees 1457 .1 2635.4 7900.4 10794.6
In millions of US$ 18.0 32.6 97.8 133.6
In per cent of GDP 0.22 0.20 0.17 0.17
In per cent of government expenditure 1.3 1.0 0.7 0.7
Basic Health care
In millions of Rupees 75370.6 98314.2 2421471  304761.5
In millions of US$ 932.5 1216.4 2996.1 3770.8
In per cent of GDP 11.6 74 51 4.7
In per cent of government expenditure 67.0 38.3 22.0 19.3
Basic education
In millions of Rupees 11881.6 25968.3 768406 101618.5
In millions of US$ 147.0 321.3 950.7 1257.3
In per cent of GDP 1.8 2.0 1.6 1.6
In per cent of government expenditure 10.6 10.1 7.0 6.4
Child benefit
In millions of Rupees 10877.2 15920.5 32316.2 38556.3
In millions of US$ 134.6 197.0 399.8 4771
In per cent of GDP 1.7 1.2 0.7 0.6
In per cent of government expenditure 9.7 6.2 2.9 24
Birth grant
In millions of Rupees 256.2 778.2 3462.1 5018.3
In millions of US$ 3.2 9.6 428 62.1
In per cent of GDP 0.04 0.06 0.07 0.08
In per cent of government expenditure 0.2 0.3 0.3 0.3
Administrative costs
In millions of Rupees 1888.6 2900.1 6551.8 8155.4
In millions of US$ 234 35.9 81.1 100.9
In per cent of GDP 0.3 0.2 0.1 01
In per cent of government expenditure 1.7 1.1 06 0.5

6.6. Variant 6: Child benefits paid to children 0-5 years
(cost limited to 0.5 per cent of GDP) and Birth grant
according to DfID model

The main modifications of assumptions with respeccenario | are:

. Universal old-age and disability pension of Rugp&80 per month, to persons aged
70 and over and the disabled (assumed to be lepeotpopulation);
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. Universal child benefit for all children aged Qtbtal cost not to exceed 0.5 per cent
of GDP;

. Birth grant based on the DfID model (ie reimbunsat of transport costs) paid to all
women who deliver in health facilities based ontsig assumption that 15 per cent
deliver in 2007 in a health facility.

The variant is based on scenario | for all paramatet mentioned in the above description
of the variant. In this variant it has been propb#®at the cost of universal child benefit

paid to all children 0-5 years of age was not tceexi 0.5 per cent of GDP. By inspection
of previous figures, it is evident that the levdl enefit affordable on this basis is

approximately Rupees 60 per month. Accordingly, ¢bet projections are based on an
initial benefit level in 2007 of Rupees 60 per ntoriVhile the benefit cost in absolute

amounts increases annually due to the increasemar of children and due to indexation
in line with price inflation annually, the total &3 in relation to GDP decrease over the
projection period as GDP is assumed to increagerfashe cost in terms of GDP in 2007

stands at a level of 0.5 per cent of GDP and deesetn a level of 0.2 per cent of GDP by
2034 and represents 3 per cent of government ekpemdn 2007 and 0.8 per cent in

2034. It should be noted that the administrativpegses for delivering the benefit have
not been included. It is assumed that these wagdesent a further US$ 6 million in 2007

adding thus 0.08 percentage points to the costeobenefit in terms of GDP.

Based on the DfID model of birth grants (see desion in Section 4.5 of the main report),
it was assumed that the level of expenditure os d@iowance should not exceed US$ 2
million in 2007. On this basis, taking into accotimis level and the assumed number of
annual births which take place in medical facifitige assumed at 15 per cent of births in
2007 and increasing annually), the affordableahitevel of the birth grant is estimated at
approximately Rupees 1262. This costs approximd&id€l per cent of GDP in 2007 and
increases to a level of 0.05 per cent of GDP by4203ie main reasons for this increase
are that on the one hand the number of grantsdseseas we assume an annual increase in
the number of births which would take place in neattentres; and on the other hand the
level of the grant is annually indexed in line wtice inflation. While in absolute dollar
terms the expenditure increases from US$ 2 miliioA007 to US$ 39.2 million, this still
represents under 0.2 per cent of government exppeadind under 0.1 per cent of GDP at
its highest during the projection period (ie in 2D3Table 6.5 shows details of the cost
estimates.

32

NEPAL-R7-DEC-2008



Table 6.5.  Basic social protection expenditure variant 6, Nepal, 2007-2034

2007 2015 2030 2034
Total basic social protection
In millions of Rupees 92866.4 1333704 3417344  435737.3
In millions of US$ 1149.0 1650.2 4228.2 5391.3
In per cent of GDP 14.3 10.1 7.2 6.7
In per cent of government expenditure 825 51.9 311 275
Universal old-age and invalidity pensions
In millions of Rupees 1457 .1 2635.4 7900.4 10794.6
In millions of US$ 18.0 32.6 97.8 133.6
In per cent of GDP 0.22 0.20 0.17 0.17
In per cent of government expenditure 1.3 1.0 0.7 0.7
Basic Health care
In millions of Rupees 75370.6 98314.2 2421471  304761.5
In millions of US$ 932.5 1216.4 2996.1 3770.8
In per cent of GDP 11.6 74 51 4.7
In per cent of government expenditure 67.0 38.3 22.0 19.3
Basic education
In millions of Rupees 11881.6 25968.3 768406 101618.5
In millions of US$ 147.0 3213 950.7 1257.3
In per cent of GDP 1.8 2.0 1.6 1.6
In per cent of government expenditure 10.6 10.1 7.0 6.4
Child benefit
In millions of Rupees 3263.2 4776.1 9694.8 11566.9
In millions of US$ 40.4 59.1 120.0 143.1
In per cent of GDP 0.5 04 0.2 0.2
In per cent of government expenditure 2.9 1.9 0.9 0.7
Birth grant
In millions of Rupees 161.6 491.0 2184.6 3166.6
In millions of US$ 2.0 6.1 27.0 39.2
In per cent of GDP 0.02 0.04 0.05 0.05
In per cent of government expenditure 0.1 0.2 0.2 0.2
Administrative costs
In millions of Rupees 732.3 1185.4 2967.0 3829.2
In millions of US$ 9.1 14.7 36.7 47.4
In per cent of GDP 0.1 0.1 0.1 01
In per cent of government expenditure 0.7 0.5 0.3 0.2

6.7. Variant 7: Benefit to all adult women
(cost limited to 0.5 per cent of GDP)

The main modifications of assumptions with respeccenario | are:

. Universal old-age and disability pension of Rugp280 per month, to persons aged
70 and over and the disabled (assumed to be lepeo€population);
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. Universal child benefit for all children aged @6t to exceed 0.5 per cent of GDP;
. The birth grant is replaced by a grant to allladomen.

The variant is based on scenario | for all paramatet mentioned in the description of the
variant.

For the proposed unconditional and universal béenefall adult women, it was assumed
that adult women ages 15 to 69 would receive theetite As of the age of 70 the

“standard” old-age pension benefit would be paidsu#ming that the total cost should not
exceed 0.5 per cent of GDP, it is estimated tha@ffordable level of the benefit for 2007
amounts to about Rupees 35 per month (ie Rupeepet2ear). Administrative costs at a
level of 15 per cent of benefit expenditure areuassd. Table 6.6 provides the cost
overview of such a benefit. Starting at a cost & @er cent of GDP in 2007 the costs
decrease to a level of 0.3 per cent of GDP in 2@84ninistrative costs add another 0.08
percentage point of GDP in 2007 and 0.05 percemages of GDP in 2034 in 2034.

Table 6.6.  Variant 7, Nepal, 2007-2034

Wein assumptions [ 207 210 215 220 A5 230 234
Grant for all aduit woren (15-69 years of age)

Bxpenditurein million US$ 43 509 720 1011 1406 180 2466
Bxpenditure in millions of rupees 33%64 41149 58189 81706 11,3619 156013 199269
Bxpenditurein per cent of GOP 051% 048% 044% 040% 0.35% 0.33% 0.31%
Bxpenditurein per cent of govemment expenditure 30% 27% 23% 1%% 16% 14% 1.3%
Expenditurein per cent of govemment revenue: 36% 2%% 23% 1%% 16% 14% 1.3%
Adrinistrative expenditure (in millions of Rupees) 505 617.2 8728 1256 17043 2402 2990
Adrinistrative expenditure (in %of GDP) 008% 007% 007% 006% 005% 005% 005%
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7.

Conclusions

It is a well recognized fact that poverty is midéeeted. It manifests itself not only in the
form of lack of income security on the one side &lsb in the form of a lack of access to
clean water, basic services of health and educatioongst others. And all these elements
are firmly interconnected. Basic social securityaswees in the form of access to health
care and income security during old-age, incomeparigfor families with children are an
essential component in national poverty reductisogmmmes. A recent ILO report
(Townsend, 2007) reviewed the situation of soddalusity in national development in the
OECD countries and concluded that there is a stoomngplation between high spending on
public services and social security and lower lewdlpoverty and inequality and that the
early-industrialised countries historically deveddpsocial security schemes early on and
allocated high levels of spending on it.

With the recent positive political developments Nepal, the country has now the

opportunity to concentrate and focus its resouotewhat it now considers as priorities for
its economic and social development. Within thiateat, attention has been drawn to the
need for a modern approach to labour market regulaind development. The ILO stands
ready to assist the government in the consideraifolabour market reforms (study by

Kyloh, 2007 internal document, forthcoming), asatpf which contingent reforms to

relevant social security provisions would also besidered. The design of future social
security provisions is a matter of national sopiglicy taking into account priority areas of

improvement and financial and fiscal feasibility.

The various scenarios which have been studieddmpthsent report show that a basic set
of non-contributory universal social security pigns is fiscally feasible even for Nepal.
The suggestions for cash and other basic sociafliemxtend provisions which have, in
fact, already been initiated by the government. r@hare, inevitably, difficulties in
distinguishing between potential “new” expenditamed existing commitments. In broad
terms the estimates set out in this report ainhtwsthe overall expenditure needed for the
proposed levels of basic social provisions.

Therefore, building on the existing commitment loé iGovernment of Nepal, which has
been providing over the last decade an old-agevahce for the elderly over 75, scenario |
proposed an extension of the programme to all lderlg over the age of 65. The resulting
additional cost of 0.3 per cent of GDP or 2 pert@drgovernment expenditure seems well
within the reach of Nepal. Table 7.1 shows the obshe non-contributory cash transfers
to the elderly and the disabled and to childrenadsulated in the four scenarios.
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Table 7.1.  Comparative table of basic social protection benefits for the four scenarios, Nepal, 2007-2034
(in per cent of GDP)

2007 2010 2020 2030 2034

Old-age and invalidity

Scenario I: 200 Rupees per month 0.45 0.43 0.37 0.34 0.34
Scenario Il: 3848 Rupees per year (50% of poverty line) 0.72 0.68 0.59 055 055
Scenario lll: 400 Rupees per month 0.89 0.85 0.74 0.69 0.68
Scenario IV: 400 Rupees per month 0.89 0.85 0.74 069 0.68
Child benefit

Scenario I: 100 Rupees per month (all 0-14 in age) 2.0 1.8 1.2 0.8 0.7
Scenario Il: 1924 Rupees per year (all 0-14 in age) 341 2.8 1.9 14 1.2
Scenario Ill: 200 Rupees per month (all 0-18 in age) 48 4.3 3.0 21 1.8
Scenario IV (targeted to poor 0-18 in age): 200 Rupees per 1.5 1.3 0.9 0.7 0.6
month

Birth grant

Scenario I: 5,336 Rupees per birth in health centre (coverage 0.1 01 0.2 0.2 0.2
all women)

Scenario Il: 5,336 Rupees per birth in health centre (coverage 0.1 01 0.2 0.2 0.2
all women)

Scenario Ill: 3,524 Rupees per birth in health centre (coverage 0.1 01 01 0.1 01
all women)

Scenario IV: 5,336 Rupees per birth in health centre 4.8 43 3.0 21 1.8
(coverage only poor women)

Scenario IV (targeted to poor 0-18 in age): 200 Rupees per 0.01 0.01 0.01 0.01 0.01
month

Access to primary education

Scenario I: coverage children 6-11 years of age (UNESCO per 1.8 2.0 1.8 1.6 1.6
capita cost)

Scenario II: coverage children 6-11 years of age (UNESCO 1.8 2.0 1.8 1.6 1.6
per capita cost)
Scenario lll: coverage children 6-11 years of age (UNESCO 1.8 2.0 1.8 1.6 1.6
per capita cost)
Scenario IV: coverage children 6-11 years of age (UNESCO 1.8 2.0 1.8 1.6 1.6

per capita cost)
Access to basic health care

Scenario I: Universal coverage (CMH per capita cost) 11.6 9.8 6.5 51 4.7
Scenario Il: Universal coverage (national cost base) 14 1.5 1.8 21 2.2
Scenario Ill: Universal coverage (CMH per capita cost)) 11.6 9.8 6.5 51 4.7
Scenario IV: Universal coverage (CMH per capita cost) 11.6 9.8 6.5 51 4.7

Given the mounting cross-country evidence concertiire positive effects generated by
cash transfers to older members of society on Hmide and especially children (see
section 4.1) and that the costing of the benefitaghthat it is affordable, the extension of
the current scheme to all over the age of 65 igtweeriously considering. An additional
child benefit linked to the old-age allowance aridhbgrants to encourage women to
deliver in health centres with the aim to also dbote towards bringing down infant and
maternal mortality rates in Nepal are also welhivitthe means of the Government.
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Investment in basic education is an investmenh&development of human capital with
the necessity to ensure that every child has acogasmary education and that each child
is able to develop in the most appropriate envireminpossible. Good health plays a key
role also in the development of human capital. Enguthat access to basic health care is
provided as from birth to the child and prenatakda expectant mothers should therefore
also be a priority. While the Commission for Maaroeomics and Health has estimated a
level of per capita expenditure required to scglepuority health care interventions in
low-income countries at US$ 34 (in 2007) and insiegito US$ 38 (by 2015), in the light
of the current level of government expenditure graximately US$ 4 per capita (WHO
data) any proposal to reach the suggested levgisrofapita expenditure would clearly be
ambitious. An absolute level of expenditure fores¢ml health care based on a world
average across all developing countries may naad@opriate in a country with a low
level of wages in the public sector like Nepal. $hiaking into account cost figures based
on national estimates (scenario Il) levels of exlieme closer to current government
expenditure levels were obtained. Furthermore ofytecket private expenditure on health
care represents over 60 per cent of total healgerditure. It is suggested that out-of-
pocket payments represent an inefficient and irtejle way of financing health care
spending, placing a large part of the burden orptier and associated with a high risk of
household impoverishment through catastrophic dtis@, 2007, pp 7). Thus, taking into
account that in 2005 according to WHO health actxyuntal health expenditure including
private expenditure represented 5.6 per cent of GIDE given the present constraints to
public finances, this may suggest a redistributibaxisting public resources.

In developing an on-going social protection strgtdbe principles of social insurance for
health financing may be of interest to the Govemimdust like other low and middle
income countries have done in the recent past (&ar2003, Thailand in 2001) the
introduction of a national health insurance systemthe shorter or longer term, with a
gradual increase in coverage and scope would erftueeuse of pluralistic financing

mechanisms for achieving universal coverage, promgoequity and supporting global
international efforts to alleviate poverty and itoype health” (ILO, 2007).

The “model” of basic social provision set out hereludes several components, the cost
estimates for which reflect an idealistic assumptilbat implementation can be more or
less immediate. While, the payment of new or insedacash benefits could, certainly, be
put in place immediately, the development of img\provisions in, for example, health

and education must be a much slower process. Whldave, in making the estimates,

tried to keep in mind the broad implications inmierof finance, administration, or social

need of this observation, it is not within the sea this rapid study to quantify many of

these aspects in greater detalil.

Now it is a matter of national social policy whiglill decide whether this is a priority in
the context of the current situation. It is a ldegm social and financial commitment yet a
commitment which according to the present calcoietiis fiscally affordable. The costing
has shown that while in absolute terms the codtsrrease over the next two and a half
decades, the relative costs in terms of GDP shdetdease. Financial support from donors
can be limited if the proportion of government exgiture devoted to social security can
be increased.

The Social partners and other national stakehold#érsieed to ascertain what the country
should and can afford to implement. Social secusitg long-term investment. Short-term
punctual interventions while providing support iisis situations do not provide the safety
net which vulnerable segments of the populatioruireq The rest is a matter now of
national commitment and priority.
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Annex A. Scenario |

Table A1.  Scenario | main assumptions: Nepal

Main assumptions 2007 2010 2015 2020 2025 2030 2034

Population

Total population 27'427'932 29'147'788 32'011'251 34'901'353 37'831'381 40'740'028 42'996'889

of which 0-4) 3'819'371 3'873'099 3'900'880 3'957'557 4'042'610 4'088'445 4'081'755
of which 5-14 6'831'013 7'128'758 7'488'339 7'662'911 7'776'846 7'938'522 8'060'088
of which 15-64) 15'725'624 16'995'096 19'282'754 21'724'645 24'195'643 26'523'157 28'319'998
of which 65+ 1'051'924 1'150'835 1'339'278 1'556'240 1'816'282 2'189'904 2'535'048

Economy

Real GDP growth 4.64% 4.61% 4.51% 4.33% 4.05% 3.75% 3.59%

Rate of inflation 4.50% 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%

Productivity change 2.32% 2.31% 2.26% 2.17% 2.02% 1.88% 1.80%

Percentage of invalids in working-age population 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%

Exchange rate (LCU/USS$) 80.82 80.82 80.82 80.82 80.82 80.82 80.82

PPP$ Exchange rate 13.60 13.60 13.60 13.60 13.60 13.60 13.60

Government revenue as a proportion of GDP 14.44% 16.45% 19.40% 20.71% 22.02% 23.33% 24.38%

Increase of government revenue in addition to GDP growth 5.33% 4.65% 1.50% 1.40% 1.31% 1.23% 1.18%

Pensions Pension amount is in PPP$ Pension amount is calculated as a defined amount in Rupees

Ratio of universal pensions to GDP per capita

Maximum universal pension per day (in US$ or PPP$) 0.48 0.55 0.69 0.86 1.07 1.33 1.59

Universal pension in Rupees (per day) 6.58 7.50 9.35 11.65 14.52 18.10 21.58

Health care Expenditure calculated using option based on the Commission for Macroeconomics and Health of the WHO estimate

Ratio of wages in health care to teachers' wages

Staff/population ratio in health care (per 100,000 pop)

Health expenditure factor

Per capita minimum health care basket (CMH / WHO) option

(Uss$) 34.00 35.50 38.00 47.35 59.01 73.54 87.70

Education Expenditure calculated using UNICEF per unit cost estimate Age group: 6 to 11 years of age

Ratio of UNICEF per unit cost estimate (in % of GDP per capita) 13% 13% 13% 13% 13% 13% 13%

Net enrolment ratio in the age group (%) 87% 94% 100% 100% 100% 100% 100%

Ratio of teachers wage to GDP per capita

Number of pupils per teacher 40 40 40 40 40 40 40

Overhead factor

Child benefit Benefit amount is in PPP$ Pension amount is calculated as a defined amount in Rupe Beneficiaries: all children in age 0-14

Child benefit as a proportion of GDP per capita (%) 5.1% 4.7% 41% 3.6% 3.2% 2.9% 2.6%

Child benefit as a US$ a day amount 0.24 0.28 0.34 0.43 0.53 0.67 0.79

Child benefit in rupees per day amount 3.29 3.75 468 5.83 7.26 9.05 10.79

Proportion of children in age bracket receiving a child benefit 100% 100% 100% 100% 100% 100% 100%

Birth grant Birth grantin US$ PPP Beneficiaries: all women in age bracket who give birth

Proportion of births in private health facility/ Hospital (%) 15% 20% 33% 46% 59% 75% 92%

Birth grant in US$ 392 448 558 695 867 1080 1288

Birth grant in Rupees 5336 6089 7588 9456 11784 14686 17513

Proportion of women who give birth receiving a birth grant (%) 15% 20% 33% 46% 59% 75% 92%

Administrative expenditure in % of cash benefit expenditure 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%

Option

Proportion of government expenditure allocated to basic social

protection 30% 30% 30% 30% 30% 30% 30%
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Table A2.  Scenario | results: Nepal

[Results 2007 2010 2015 2020 2025 2030 2034
Total expenditure on basic benefit package in million US$ 13124 15189 19182 26284 35824 48741 6,214.9
Universal pensiong{ 359 438 64.7 933 135.0 2006 2147
Basic health carg 9325 1,034.7 12164 1,652.8 22325 299.1 37708
Basic educatiory 1470 2037 3213 4645 6656 9507 1,2573
Child benefi 158.1 1864 2405 3058 3876 4915 591.7
Birth gran 85 128 257 454 725 1143 165.7
Administrative expenditurel 304 36.6 496 66.7 89.3 121.0 154.8
Total expenditure on basic benefit package in million rupees 106,073.1 1227634 155,034.9 2124318 289,541.0 393,9374 502,298 4
Universal pensiong{ 29020 36174 52001 75431 10,9094 16,216.7 21988
Basic health carg 753706 83,630.3 98314.2 1335787 180,438.3 242,147 1 304,761.5
Basic educatiory 11,8816 16,460.9 259683 37,5428 53,798.3 76,8406 1016185
Child benefi 12,7805 15,0659 194359 24,7125 31,3236 397203 478196
Birth gran 683.5 10317 2076.1 3,666.3 5857.8 92368 13,3889
Administrative expenditurg 24549 29572 40112 5388.3 72136 9,776.1 125111
Total expenditure on basic benefit package in % of GDP 16.3% 14.4% 1.7% 104% 92% 84% 7.7%
Universal pensiong{ 0.45% 043% 0.39% 037% 0.35% 0.34% 0.34%
Basic health carg 116% 98% 74% 65% 58% 51% 47%
Basic educatiory 1.8% 1.9% 20% 1.8% 1.7% 1.6% 1.6%
Child benefi 20% 1.8% 15% 1.2% 1.0% 08% 0.7%
Birth gran 0.11% 0.12% 0.16% 0.18% 0.19% 0.20% 0.21%
Administrative expenditurg 04% 03% 03% 03% 0.2% 02% 0.2%
Total expenditure on basic benefit package in % of government
expenditure 2% 79.8% 60.4% 50.1% 420% 35.8% 31.7%
Universal pensiong 26% 24% 20% 1.8% 1.6% 1.5% 1.4%
Basic health carg 67.0% 544% 38.3% 315% 26.2% 20% 19.3%
Basic educatiory 106% 10.7% 10.1% 89% 7.8% 7.0% 64%
Child benefi 114% 98% 76% 58% 45% 36% 3.0%
Birth gran 06% 0.7% 08% 09% 0.8% 08% 0.8%
Adminisrative expenditure 22% 1.9% 1.6% 1.3% 1.0% 09% 0.8%
Total expenditure on basic benefit package in % of govemment
revenue 112.9% 87.8% 60.4% 50.1% 420% 35.8% 31.7%
Universal pensiong{ 31% 26% 20% 1.8% 1.6% 1.5% 1.4%
Basic health carg 80.2% 59.8% 38.3% 315% 26.2% 20% 19.3%
Basic educatiory 126% 118% 10.1% 89% 7.8% 7.0% 64%
Child benefi 136% 10.8% 7.6% 58% 45% 36% 3.0%
Birth gran 0.7% 0.7% 08% 09% 0.8% 08% 0.8%
Administrative expenditurg 26% 2.1% 16% 1.3% 1.0% 0.9% 0.8%
Option 1: Proportion of govemment expenditure allocated to
basic social protection (2006 level) 14.9% 14.9% 14.9% 14.9% 14.9% 14.9% 14.9%
Govemment financing in % of GDA 26% 27% 29% 31% 33% 35% 36%
Govemment financing (in million USS) 2076 2836 4736 7819 12714 2028.1 29172
External financing reqired (in million US$, 1,1049 1,2354 1,446 1,8465 23111 28460 32077
Option 2: Proportion of govemment expenditure allocated to
basic social protection (altemative scenario) 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%
Govemnment financing in % of GDH 52% 54% 58% 6.2% 6.6% 7.0% 7.3%
Govemment financing (in million US$ 479 5709 9534 1,5742 25506 40829 58728
Extemal financing required (in million USS) 8346 8.1 964.8 1,054.2 1,0229 7912 3421
Share of domestic financing under Option 1 15.8% 18.7% 24.7% 29.7% 35.5% 41.6% 46.9%
Share of domestic financing under Option 2 31.8% 37.6% 49.7% 59.9% 71.4% 83.8% 94.5%
[Resuits 2007 2010 2015 2020 2025 2030 2034
Total expenditure on social protection in million US$ 14864 1,735.0 22298 3,078.0 42302 58131 7476.0
Basic social protection 13124 15189 19182 26284 35824 48741 62149
Other social protection 1740 216.1 3116 4496 647.8 939.0 1,261.1
Total expenditure on social protection in percent of GDP 18.5% 16.5% 136% 121% 10.9% 10.0% 9.3%
Basic social protection 16.3% 14.4% 1.7% 104% 92% 84% 7.7%
Other social protection 22% 2.1% 19% 1.8% 1.7% 16% 1.6%)
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Annex B. Scenario |

Table B1.  Scenario Il assumptions: Nepal
Main assumptions 2007 2010 2015 2020 2025 2030 2034,
Population
Total population 27'427'932 29'147'788 32'011'251 34'901'353 37'831'381 40'740'028 42'996'889
of which 0-4f 3'819'371 3'873'099 3'900'880 3'957'557 4'042'610 4'088'445 4'081'755
of which 5-14 6'831'013 7'128'758 7'488'339 7'662'911 7'776'846 7'938'522 8'060'088
of which 15-64) 15'725'624 16'995'096 19'282'754 21'724'645 24'195'643 26'523'157 28'319'998
of which 654 1'051'924 1'150'835 1'339'278 1'556'240 1'816'282 2'189'904 2'535'048
Economy
Real GDP growth 4.64% 4.61% 4.51% 4.33% 4.05% 3.75% 3.59%
Rate of inflation 4.50% 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
Productivity change 2.32% 2.31% 2.26% 247% 2.02% 1.88% 1.80%
Percentage of invalids in working-age population 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%
Exchange rate (LCU/US$) 80.82 80.82 80.82 80.82 80.82 80.82 80.82
PPP$ Exchange rate 13.60 13.60 13.60 13.60 13.60 13.60 13.60
Government revenue as a proportion of GDP 14.44% 16.45% 19.40% 20.71% 22.02% 23.33% 24.38%
Increase of government revenue in addition to GDP growth 5.33% 4.65% 1.50% 1.40% 1.31% 1.23% 1.18%
Pensions Pension amount is in PPP$ Pension amount is calculated as a defined amount in Rupees
Ratio of universal pensions to GDP per capita
Maximum universal pension per day (in US$ or PPP$) 0.78 0.88 1.10 1.37 1.71 213 2.54
Universal pension in Rupees (per day) 10.54 12.03 14.99 18.68 23.28 29.01 34.60
Health care Expenditure calculated using option based on staff ratio, staff wages, exp. Ratio
Ratio of wages in health care to teachers' wages 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Staffipopulation ratio in health care (per 100,000 pop) 300 300 300 300 300 300 300
Health expenditure factor 1.7 1.7 1.7 1.7 1.7 1.7 1.7
Per capita minimum health care basket (CMH / WHO) option
(Uss)
Education Expenditure calculated using UNICEF per unit cost estimate Age group: 6 to 11 years of age
Ratio of UNICEF per unit cost estimate (in % of GDP per capita) 13% 13% 13% 13% 13% 13% 13%
Net enrolment ratio in the age group (%) 87% 94% 100% 100% 100% 100% 100%
Ratio of teachers wage to GDP per capita
Number of pupils per teacher 40 40 40 40 40 40 40
Overhead factor
Child benefit Benefit amount is in PPP$ Pension amount is calculated as a defined amount in Rupe Beneficiaries: all children in age 0-14
Child benefit as a proportion of GDP per capita (%) 8.1% 7.5% 6.6% 5.8% 5.1% 4.6% 4.2%
Child benefit as a US$ a day amount 0.39 0.44 0.55 0.69 0.86 1.07 1.27
Child benefit in rupees per day amount 527 6.02 7.50 9.34 11.64 14.51 17.30
Proportion of children in age bracket receiving a child benefit 100% 100% 100% 100% 100% 100% 100%
Birth grant Birth grant in US$ PPP Beneficiaries: all women in age bracket who give birth
Proportion of births in private health facility/ Hospital (%) 15% 20% 33% 46% 59% 75% 92%
Birth grant in US$ 392 448 558 695 867 1080 1288
Birth grant in Rupees 5336 6089 7588 9456 11784 14686 17513
Proportion of women who give birth receiving a birth grant (%) 15% 20% 33% 46% 59% 75% 92%
Administrative expenditure in % of cash benefit expenditure 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Option
Proportion of government expenditure allocated to basic social
protection 30% 30% 30% 30% 29% 26% 25%
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Table B2.  Scenario Il results: Nepal

Results 2007 2010 2015 2020 2025 2030 2034
Total expenditure on basic benefit package in million US$ 629.8 804.7 1,1874 1,7143 24779 3,599.3 4,848.1
Universal pensions 576 4K 103.7 1496 2164 7 4404
Basic health care 1153 160.1 2139 4618 7654 1,241.0 1,8029
Basic education 147.0 203.7 33 4645 665.6 950.7 1,251.3
Child benefit 2535 2989 385.6 4902 6214 788.0 948.6
Birth gran 85 128 %51 454 725 143 165.7
Administrative expenditure 479 515 772 1028 136.5 183.6 2332
Total expenditure on basic benefit package in million rupees 50,902.9 65,038.5 95,968.8 138,556.0 200,270.3 290,903.1 391,833.1
Universal pensions| 46529 5799.8 8,384.1 12,094.1 174914 26,000.7 35,592.1
Basic health care 93194 12,942.3 22,1347 37,3229 61,864.9 100,301.8 145,715.1
Basic education 11,8816 16,460.9 25,968.3 37,5428 53,798.3 76,840.6 101,6185
Child benefit 204913 24155.7 311623 39,6224 50,222.2 63,684.8 76,670.7
Birth gran 683.5 1,031.7 2,076.1 3,666.3 5857.8 92368 13,3889
Administrative expenditurej 38742 4,648.1 6,243.4 83074 11,035.7 14,8383 18,847.8
Total expenditure on basic benefit package in % of GDP 7.8% 7.6% 7.2% 6.8% 6.4% 6.2% 6.0%
Universal pensions 0.72% 0.68% 0.63% 0.59% 0.56% 0.55% 0.55%
Basic health carej 1.4% 1.5% 1.7% 1.8% 2.0% 21% 2.2%
Basic education 18% 1.9% 2.0% 18% 1.7% 16% 16%
Child benefit 31% 2.8% 24% 1.9% 1.6% 1.4% 1.2%
Birth gran 0.1% 0.1% 0.2% 0.2% 0.2% 0.2% 0.2%
Administrative expenditure} 0.6% 0.5% 0.5% 04% 0.4% 0.3% 0.3%

Total expenditure on basic benefit package in % of government
expenditure 45.2% 42.3% 37.4% 32.1% 29.0% 26.4% 24.8%
Universal pensions 41% 3.8% 3.3% 2.9% 25% 24% 2.2%
Basic health carej 8.3% 8.4% 8.6% 8.8% 9.0% 9.1% 9.2%
Basic education 10.6% 10.7% 10.1% 8.9% 7.8% 7.0% 6.4%
Child benefit 18.2% 15.7% 12.1% 9.3% 7.3% 5.8% 4.8%
Birth gran 0.6% 0.7% 0.8% 0.9% 0.8% 08% 0.8%
Administrative expenditure} 34% 3.0% 2.4% 2.0% 1.6% 1.3% 1.2%

Total expenditure on basic benefit package in % of govemment
revenue 54.2% 46.5% 37.4% 32.1% 29.0% 26.4% 24.8%
Universal pensions 5.0% 41% 3.3% 2.9% 2.5% 24% 2.2%
Basic health care 9.9% 9.3% 8.6% 8.8% 9.0% 9.1% 9.2%
Basic education 12.6% 11.8% 10.1% 8.9% 7.8% 7.0% 6.4%
Child benefit 21.8% 17.3% 12.1% 9.3% 7.3% 5.8% 4.8%
Birth gran 0.7% 0.7% 0.8% 0% 0.8% 08% 08%
Administrative expenditure} 41% 3.3% 2.4% 2.0% 1.6% 1.3% 1.2%

Option 1: Proportion of government expenditure allocated to
basic social protection (2006 level) 14.9% 14.9% 14.9% 14.9% 14.9% 14.9% 14.9%)
Government financing in % of GDP| 26% 2.7% 2.9% 31% 3.3% 35% 36%
Government financing (in million USS) 2076 2836 4736 7819 1,271.4 2,028.1 29172
External financing required (in million USS$) 1203 521.1 7138 9324 1,206.5 15712 1,930.9
Option 2: Proportion of government expenditure allocated to
basic social protection (altemative scenario) 30.0% 30.0% 30.0% 30.0% 29.0% 26.4% 24.8%
Govemment financing in % of GDP 5.2% 5.4% 5.8% 6.2% 6.4% 6.2% 6.0%
Govemment financing (in million US$) 479 570.9 9534 1,574.2 24719 3599.3 4,848.1
External financing required (in million USS$) 2120 2338 2340 140.2

Share of domestic financing under Option 1 33.0% 35.2% 39.9% 45.6% 51.3% 56.3% 60.2%
Share of domestic financing under Option 2 66.3% 70.9% 80.3% 91.8% 100.0% 100.0% 100.0%
Results 2007 2010 2015 2020 2025 2030 2034
Total expenditure on social protection in million US$ 803.8 1,0208 1,499.0 2,163.9 3125.7 45383 6,109.2
Basic social protection 629.8 804.7 1,1874 1,714.3 24779 3599.3 4,848.1
Other social protection 1740 216.1 3116 4956 647.8 939.0 1,261.4
Total expenditure on social protection in percent of GDP 10.0% 9.7% 9.1% 8.5% 8.1% 7.8% 7.6%
Basic social protection 7.8% 7.6% 7.2% 6.8% 6.4% 6.2% 6.0%
Other social protectiony 2.2% 21% 1.9% 1.8% 1.7% 1.6% 1.6%

46

NEPAL-R7-DEC-2008




Annex C. Scenario Il

Table C1.  Scenario lll assumptions: Nepal
[Main assumptions 2007 2010 2015 2020 2025 2030 2034
Population
Total population 27'421'932 29'147'788 32'011'251 34'901'353 37'831'381 40'740'028 42'996'889
of which 0-4 3'819'371 3'873'099 3'900'880 3957557 4'042'610 4'088'445 4'081'755
of which 5-14) 6'831'013 7'128'758 7'488'339 7'662'911 7'776'846 7'938'522 8'060'088
of which 15-64 15'725'624 16'995'096 19'282'754 21'724'645 24'195'643 26'523'157 28'319'998
of which 65+ 1'051'924 1'150'835 1'339'278 1'556'240 1'816'282 2'189'904 2'535'048
Economy
Real GDP growth 4.64% 4.61% 4.51% 4.33% 4.05% 3.75% 3.59%
Rate of inflation 4.50% 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
Productivity change 2.32% 2.31% 2.26% 2.17% 2.02% 1.88% 1.80%
Percentage of invalids in working-age population 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%)|
Exchange rate (LCU/US$) 80.82 80.82 80.82 80.82 80.82 80.82 80.82
PPP$ Exchange rate 13.60 13.60 13.60 13.60 13.60 13.60 13.60
Government revenue as a proportion of GDP 14.44% 16.45% 19.40% 20.71% 22.02% 23.33% 24.38%
Increase of government revenue in addition to GDP growth 5.33% 4.65% 1.50% 1.40% 1.31% 1.23% 1.18%)
Pensions Pension amount is in PPP$ Pension amount is calculated as a defined amount in Rupees
Ratio of universal pensions to GDP per capita
Maximum universal pension per day (in US$ or PPP$) 0.97 1.10 1.38 1.71 2.14 2.66 317
Universal pension in Rupees (per day) 13.15 15.01 18.70 23.31 29.04 36.19 43.16
Health care Expenditure calculated using option based on the Commission for Macroeconomics and Health of the WHO estimate
Ratio of wages in health care to teachers' wages
Staffipopulation ratio in health care (per 100,000 pop)
Health expenditure factor
Per capita minimum health care basket (CMH / WHO) option
(USs) 34.00 35.50 38.00 47.35 59.01 73.54 87.70
Education Expenditure calculated using UNICEF per unit cost estimate Age group: 6 to 11 years of age
Ratio of UNICEF per unit cost estimate (in % of GDP per capita) 13% 13% 13% 13% 13% 13% 13%
Net enrolment ratio in the age group (%) 87% 94% 100% 100% 100% 100% 100%)|
Ratio of teachers wage to GDP per capita
Number of pupils per teacher 40 40 40 40 40 40 40
Overhead factor
Child benefit Benefit amount is in PPP$ Pension amount is calculated as a defined amount in Rupe Beneficiaries: all children in age 0-18
Child benefit as a proportion of GDP per capita (%) 10.1% 9.4% 8.3% 7.2% 6.4% 5.7% 5.2%
Child benefit as a US$ a day amount 0.48 0.55 0.69 0.86 1.07 1.33 1.59)
Child benefit in rupees per day amount 6.58 7.50 9.35 11.65 14.52 18.10 21.58]
Proportion of children in age bracket receiving a child benefit 100% 100% 100% 100% 100% 100% 100%
Birth grant Birth grant in US$ PPP Beneficiaries: all women in age bracket who give birth
Proportion of births in private health facility/ Hospital (%) 15% 20% 33% 46% 59% 75% 92%
Birth grant in US$ 259 296 369 459 572 713 851
Birth grant in Rupees 3524 4021 5011 6245 7783 9699 11566
Proportion of women who give birth receiving a birth grant (%) 15% 20% 33% 46% 59% 75% 92%
Administrative expenditure in % of cash benefit expenditure 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Option
Proportion of government expenditure allocated to basic social
protection 30% 30% 30% 30% 30% 30% 30%|
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Table C2.  Scenario lll results: Nepal

Results 2007 2010 2015 2020 2025 2030 2034
Total expenditure on basic benefit package in million US$ 1610.6 1,875.0 2,389.4 3,244.1 4,382.0 5912.6 7,493.2
Universal pensions 718 89.5 1294 186.7 270.0 4013 549.3
Basic health care 9325 1,034.7 1,216.4 1,652.8 22325 2,996.1 3,770.8
Basic education 147.0 203.7 321.3 464.5 665.6 950.7 1,257.3
Child benefiff 384.4 4556 594.2 763.3 9724 1,232.6 1,484.8
Birth granf 5.6 84 17.0 30.0 479 75.5 1094
Administrative expenditure] 69.3 83.0 1111 147.0 1935 256.4 3215
Total expenditure on basic benefit package in million rupees 130,171.5 151,539.0 193,116.5 262,196.1 354,160.7 477,866.9 605,615.7
Universal pensions 5,804.1 72347 10,458.3 15,086.2 21,8188 32,4333 44,3977
Basic health care 75,370.6 83,630.3 98,314.2 133,578.7 180,438.3 2421471 304,761.5
Basic education 11,8816 16,460.9 25,968.3 37,542.8 53,798.3 76,840.6 101,6185
Child benefi 31,065.6 36,821.2 48,026.3 61,687.7 78,594.5 99,622.4 120,008.5
Birth grant 4514 681.3 1,371.1 24213 3,868.6 61002 8,842.3
Administrative expenditure 5,508.2 6,710.6 8,978.4 11,879.3 15,642.3 20,7234 25,987.3
Total expenditure on basic benefit package in % of GDP 20.0% 17.8% 14.6% 12.8% 11.3% 10.1% 9.3%
Universal pensions} 0.89% 0.85% 0.79% 0.74% 0.70% 0.69% 0.68%
Basic health care 11.6% 9.8% 7.4% 6.5% 5.8% 5.1% 4.7%
Basic education 1.8% 1.9% 2.0% 1.8% 1.7% 1.6% 1.6%
Child benefi 4.8% 4.3% 3.6% 3.0% 2.5% 2.1% 1.8%
Birth grant 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Administrative expenditure 0.9% 0.8% 0.7% 0.6% 0.5% 0.4% 0.4%
Total expenditure on basic benefit package in % of government
expenditure 115.6% 98.5% 75.2% 61.8% 51.4% 43.4% 38.3%
Universal pensiong 5.2% 4.7% 4.1% 36% 3.2% 2.9% 2.8%
Basic health care 67.0% 54.4% 38.3% 31.5% 26.2% 22.0% 19.3%
Basic education| 10.6% 10.7% 10.1% 8.9% 7.8% 7.0% 6.4%
Child benefi 27.6% 23.9% 18.7% 14.5% 11.4% 9.1% 7.6%
Birth grant 0.4% 0.4% 0.5% 0.6% 0.6% 0.6% 0.6%
Administrative expenditure 5.0% 4.4% 3.5% 2.8% 2.3% 1.9% 1.6%
Total expenditure on basic benefit package in % of government
revenue 138.6% 108.3% 75.2% 61.8% 51.4% 43.4% 38.3%
Universal pensiong 6.2% 5.2% 4.1% 36% 3.2% 2.9% 2.8%
Basic health care 80.2% 59.8% 38.3% 31.5% 26.2% 22.0% 19.3%
Basic education| 12.6% 11.8% 10.1% 8.9% 7.8% 7.0% 6.4%
Child benefi 33.1% 26.3% 18.7% 14.5% 11.4% 9.1% 7.6%
Birth grant 0.5% 0.5% 0.5% 0.6% 0.6% 0.6% 0.6%
Administrative expenditure 6.0% 4.8% 3.5% 2.8% 2.3% 1.9% 1.6%
Option 1: Proportion of govemment expenditure allocated to
basic social protection (2006 level) 14.9% 14.9% 14.9% 14.9% 14.9% 14.9% 14.9%
Government financing in % of GDP| 2.6% 2.7% 2.9% 3.1% 3.3% 3.5% 3.6%
Government financing (in million US$) 207.6 2836 4736 7819 12714 2,028.1 29172
External financing required (in million US$) 1,403.0 1,591.4 1,915.8 2,462.2 3,110.6 3,884.5 4,576.0
Option 2: Proportion of government expenditure allocated to
basic social protection (alternative scenario) 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%
Government financing in % of GDP| 5.2% 5.4% 5.8% 6.2% 6.6% 7.0% 7.3%
Government financing (in million USS) 4179 570.9 953.4 1,574.2 2,559.6 4,082.9 58728
Extemal financing required (in million USS) 1,192.7 1,304.1 1,436.0 1,669.9 1,822.4 1,829.7 1,620.4
Share of domestic financing under Option 1 12.9% 15.1% 19.8% 24.1% 29.0% 34.3% 38.9%
Share of domestic financing under Option 2 25.9% 30.4% 39.9% 48.5% 58.4% 69.1% 78.4%
Results 2007 2010 2015 2020 2025 2030 2034
Total expenditure on social protection in million US$ 17845 2,091.1 2,701.0 3,693.7 5,029.7 6,851.6 8,754.3
Basic social protection| 1,610.6 1,875.0 2,389.4 3,244.1 4382.0 59126 74932
Other social protection 174.0 216.1 3116 4496 647.8 939.0 1,261.1
Total expenditure on social protection in percent of GDP 22.2% 19.9% 16.5% 14.6% 13.0% 11.7% 10.9%
Basic social protection 20.0% 17.8% 14.6% 12.8% 11.3% 10.1% 9.3%
Other social protection 2.2% 2.1% 1.9% 1.8% 1.7% 1.6% 1.6%
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Annex D. Scenario IV

Table D1.  Scenario IV main assumptions: Nepal

Main assumptions 2007 2010 2015 2020 2025 2030 2034,
Population
Total population 27'427'932 29'147'788 32'011'251 34'901'353 37'831'381 40'740'028 42'996'889
of which 0-4f 3'819'371 3'873'099 3'900'880 3'957'557 4'042'610 4'088'445 4'081'755
of which 5-14 6'831'013 7'128'758 7'488'339 7'662'911 7'776'846 7'938'522 8'060'088
of which 15-64) 15'725'624 16'995'096 19'282'754 21'724'645 24'195'643 26'523'157 28'319'998
of which 654 1'051'924 1'150'835 1'339'278 1'556'240 1'816'282 2'189'904 2'535'048
Economy
Real GDP growth 4.64% 4.61% 4.51% 4.33% 4.05% 3.75% 3.59%
Rate of inflation 4.50% 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
Productivity change 2.32% 2.31% 2.26% 247% 2.02% 1.88% 1.80%
Percentage of invalids in working-age population 1.00% 1.00% 1.00% 1.00% 1.00% 1.00% 1.00%
Exchange rate (LCU/US$) 80.82 80.82 80.82 80.82 80.82 80.82 80.82
PPP$ Exchange rate 13.60 13.60 13.60 13.60 13.60 13.60 13.60
Government revenue as a proportion of GDP 14.44% 16.45% 19.40% 20.71% 22.02% 23.33% 24.38%
Increase of government revenue in addition to GDP growth 5.33% 4.65% 1.50% 1.40% 1.31% 1.23% 1.18%
Pensions Pension amount is in PPP$ Pension amount is calculated as a defined amount in Rupees
Ratio of universal pensions to GDP per capita
Maximum universal pension per day (in US$ or PPP$) 0.97 1.10 1.38 1.71 2.14 2.66 3.7
Universal pension in Rupees (per day) 13.15 15.01 18.70 23.31 29.04 36.19 43.16
Health care Expenditure calculated using option based on the Commission for Macroeconomics and Health of the WHO estimate
Ratio of wages in health care to teachers' wages
Stafflpopulation ratio in health care (per 100,000 pop)
Health expenditure factor
Per capita minimum health care basket (CMH / WHO) option
(UsS) 34.00 35.50 38.00 47.35 59.01 73.54 87.70
Education Expenditure calculated using UNICEF per unit cost estimate Age group: 6 to 11 years of age
Ratio of UNICEF per unit cost estimate (in % of GDP per capita) 13% 13% 13% 13% 13% 13% 13%
Net enrolment ratio in the age group (%) 87% 94% 100% 100% 100% 100% 100%
Ratio of teachers wage to GDP per capita
Number of pupils per teacher 40 40 40 40 40 40 40
Overhead factor
Child benefit Benefit amount is in PPP$ Pension amount is calculated as a defined amount in Rupe Beneficiaries: all children in age 0-18
Child benefit as a proportion of GDP per capita (%) 10.1% 9.4% 8.3% 7.2% 6.4% 5.7% 5.2%
Child benefit as a US$ a day amount 0.48 0.55 0.69 0.86 1.07 1.33 1.59
Child benefit in rupees per day amount 6.58 7.50 9.35 11.65 14.52 18.10 21.58
Proportion of children in age bracket receiving a child benefit 100% 100% 100% 100% 100% 100% 100%
Birth grant Birth grant in US$ PPP Beneficiaries: women living under poverty line only who give birth
Proportion of births in private health facility/ Hospital (%) 5% 6% 10% 14% 18% 22% 21%
Birth grant in US$ 392 448 558 695 867 1080 1288
Birth grant in Rupees 5336 6089 7588 9456 11784 14686 17513
Proportion of women who give birth receiving a birth grant (%) 1% 2% 3% 4% 5% % 8%
Administrative expenditure in % of cash benefit expenditure 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
Option
Proportion of government expenditure allocated to basic social
protection 30% 30% 30% 30% 30% 30% 30%
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Table D2.  Scenario IV results: Nepal

[Results

2007 2010 2015 2020 2025 2030 2034
Total expenditure on basic benefit package in million US$ 1,320.9 1,529.8 1,933.5 2,650.6 3,616.5 4,928.0 6,289.4
Universal pensions| 718 895 1294 186.7 270.0 4013 549.3
Basic health care 932.5 1,034.7 12164 1,652.8 2,232.5 2,996.1 3,770.8
Basic education 147.0 203.7 3213 464.5 665.6 950.7 1,257.3
Child benefif] 118.6 1405 1833 2355 300.0 380.3 458.1
Birth gran 038 12 24 42 6.7 105 15.3
Administrative expenditure 50.2 60.2 80.7 107.1 141.7 189.2 238.6
Total expenditure on basic benefit package in million rupees 106,757.0 123,645.5 156,269.4 214,230.8 292,293.8 398,293.6 508,318.4
Universal pensions| 5,804.1 72347 10,4583 15,086.2 21,818.8 32,433.3 44397.7
Basic health care 75,370.6 83,630.3 98,314.2 133,578.7 180,438.3 2421471 304,761.5
Basic education 11,881.6 16,460.9 25,968.3 37,542.8 53,798.3 76,840.6 101,618.5
Child benefiff 9,583.7 11,359.3 14,816.1 19,030.7 24,246.4 30,733.5 37,022.6
Birth gran 63.0 95.1 1913 3378 539.8 851.2 12338
Administrative expenditure] 4,054.0 4,865.2 6,521.2 8,654.5 11,452.3 15,287.9 19,284.3
Total expenditure on basic benefit package in % of GDP 16.4% 14.5% 11.8% 10.5% 9.3% 8.4% 7.8%)
Universal pensions} 0.89% 0.85% 0.79% 0.74% 0.70% 0.69% 0.68%
Basic health care] 11.6% 9.8% 7.4% 6.5% 5.8% 5.1% 4.7%
Basic education| 1.8% 1.9% 2.0% 1.8% 1.7% 1.6% 1.6%)
Child benefiff 1.5% 1.3% 1.1% 0.9% 0.8% 0.7% 0.6%
Birth gran 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Administrative expenditure] 0.6% 0.6% 0.5% 0.4% 04% 0.3% 0.3%
Total expenditure on basic benefit package in % of government
expenditure 94.8% 80.4% 60.8% 50.5% 42.4% 36.2% 32.1%
Universal pensions| 5.2% 4.7% 4.1% 3.6% 32% 2.9% 2.8%
Basic health care] 67.0% 54.4% 38.3% 31.5% 26.2% 22.0% 19.3%)
Basic education| 10.6% 10.7% 10.1% 8.9% 7.8% 7.0% 6.4%)
Child benefif] 8.5% 74% 5.8% 4.5% 3.5% 2.8% 2.3%
Birth gran 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Administrative expenditure] 3.6% 3.2% 2.5% 2.0% 1.7% 14% 1.2%|
Total expenditure on basic benefit package in % of government
revenue 113.6% 88.4% 60.8% 50.5% 42.4% 36.2% 32.1%
Universal pensions| 6.2% 5.2% 4.1% 3.6% 3.2% 2.9% 2.8%
Basic health care] 80.2% 59.8% 38.3% 31.5% 26.2% 22.0% 19.3%)
Basic education| 12.6% 11.8% 10.1% 8.9% 7.8% 7.0% 6.4%)
Child benefif] 10.2% 8.1% 5.8% 45% 35% 2.8% 2.3%
Birth gran 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Administrative expenditure] 4.3% 35% 2.5% 2.0% 1.7% 14% 1.2%
Option 1: Proportion of government expenditure allocated to
basic social protection (2006 level) 14.9% 14.9% 14.9% 14.9% 14.9% 14.9% 14.9%
Government financing in % of GDP| 2.6% 2.7% 2.9% 3.1% 3.3% 3.5% 3.6%)
Government financing (in million US$) 207.6 2836 4736 7819 12714 2,028.1 29172
External financing required (in million US$) 1,113.3 1,246.3 1,459.9 1,868.7 2,345.1 2,899.9 33722
Option 2: Proportion of government expenditure allocated to
basic social protection (alternative scenario) 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%
Government financing in % of GDP| 5.2% 54% 5.8% 6.2% 6.6% 7.0% 7.3%)
Government financing (in million US$) 4179 570.9 9534 1,574.2 2,559.6 4,082.9 58728
External financing required (in million US$) 903.0 959.0 980.1 1,076.5 1,057.0 845.1 416.6
Share of domestic financing under Option 1 15.7% 18.5% 24.5% 29.5% 35.2% 41.2% 46.4%
Share of domestic financing under Option 2 31.6% 37.3% 49.3% 59.4% 70.8% 82.9% 93.4%
[Results 2007 2010 2015 2020 2025 2030 2034
Total expenditure on social protection in million US$ 14948 1,746.0 2,245.1 3,100.2 4,264.3 5,867.0 7,550.5
Basic social protection 1,320.9 1,529.8 1,9335 2,650.6 3,616.5 49280 6,289.4
Other social protection 174.0 216.1 3116 4496 647.8 939.0 1,261.1
Total expenditure on social protection in percent of GDP 18.6% 16.6% 13.7% 12.2% 11.0% 10.1% 9.4%)
Basic social protection 16.4% 14.5% 11.8% 10.5% 9.3% 8.4% 7.8%
Other social protection 2.2% 2.1% 1.9% 1.8% 1.7% 1.6% 1.6%
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Annex E. The mode

|15

E.1. Modelling methodology

The model adopted in this report is based on ti@ hodel used for the costing of basic
social protection in selected African countries |(Ret al. 2005) and selected Asian
countries (Mizunoya, et al. 2006). The model tale® account country specific

information necessary to develop a quantitative ehaich as real and nominal gross
domestic product (GDP), inflation, exchange ratercpasing power parity (PPP),

government expenditure/revenue and medical stajesia

Based on historical data, projections of variousnagraphic, economic and financial
parameters were undertaken for the period 2004084 .2In some cases, where more
current data were available, projections were niiemta 2005 or 2006.

The model is a simple and robust deterministidliégn” model, which treats key economic
variables (i.e., economic growth, productivity aimflation) as exogenous. It basically
projects expenditure and revenues in the socialpaitic sectors in the form of extended
budget scenarios based on exogenous assumptionkeyoparameters of the model.
However, the assumptions are internally consigentexample, the relationship between
population growth, economic growth and productivignd consistent with observed
historical data. The model was designed to peramisisivity analysis of some of the main
assumptions (i.e., GDP growth, productivity, berlefiels and coverage, etc).

E.2. The demographic and economic parameters and assumptions

Country specific historical data were used to tktert available in this study.

Demographic environment

Historical as well as future population estimates laased on United Nations’ population
projections from World Population Prospects 2002dmam variant) (United Nations
2004Db).

Gross Domestic Product

Inflation

Historical data for real and nominal GDP from 190@003 were obtained from the World
Economic Outlook Database of the International ManeFund (IMF, 2005a). Real GDP
growth is assumed as being equal to the growthefatorking-age population plus 2 per
centage point for the base case.

Historical data and projections on inflation weldained from the IMF World Economic
Outlook Database (IMF, 2005a). The estimated ifftarate for 2006 is 4.5 per cent in
Nepal. For the rest of the projection period, itifla was estimated as being equal to
average annual inflation during the period 2000&20@. 3.8 per cent.

5 Much of the explanation that follows is based ba previous ILO costing study of African
countries Pal, et al. 2005 and of Asian countriéaukloya, et al 2006.



Productivity

Productivity increase is assumed to be half of @@aP growth. This implies that half of
real economic growth is achieved by increaseseérigiiel of employment.

Exchange rates

Historical exchange rate data of local currencytsutd the US$ were obtained from the
International Financial Statistics Database ofIME (2006c). The rates for the projection

period were kept constant at their 2005 level. P for 2005 was also taken from the
International Financial Statistics database. ThRPPvalue has been kept constant
throughout the projection period.

E.3. Government revenue, expenditure

and expenditure by function

Historical data were obtained from the IMF Governitriginance Statistics Database (IMF,
2007).

Revenue data exclude grants. Projected levels wérgment expenditure as a percentage
of GDP were assumed to increase by half up to amaw of 30 per cent of GDP by 2034
(interpolated linear increase). In order to covevegnment deficit, revenue is assumed to
reach the projected expenditure level by 2014 ideorto reach a balanced budget.
Thereafter, the budget remains balanced, thag¢v®nue and expenditure is assumed to be
equal.

IMF data on consolidated government expenditure dducation, health, and social
security and welfare were also used so as to hdasia for what is currently being spent
by government (IMF, 2007). Government expendituvese projected in the same manner
as government expenditure/revenue up to 2003.

The model simulates two hypothetical options fa financing of the estimated cost of the
future benefits package. It should be kept in ntimat total government expenditure for
health, social protection and welfare would be bigthan the projected expenditure for
basic social protection, as it also includes exfiarel by social protection schemes for all
other contingencies. Of course, it must be noted #xpenditure allocated today for a
variety of social security and health provisiondl wiot and should not be entirely
reallocated to the financing of the basic packafybemefits modelled here. Therefore,
taken into account was an assumption of the porabr2006 expenditure used for
education, health, and social security and welfaseprovided by the IMF) on what is
currently being spent to provide basic benefitse Da lack of statistical evidence, it was
assumed that 90 per cent of 2006 expenditure ofthheare, 49 per cent of 2006
expenditure on education and 10 per cent of 20(Q&mditure on social security and
welfare were spent on basic benefits.

In respect of the level of expenditure on basiciadoprotection, two options were

calculated. Option 1 assumes that the current lgivekpenditure on education, health care
and social security and welfare is kept constangrovme. Option 2 assumes that
expenditure on basic social protection represente-tbird of total government

expenditure.
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E.4. Summary of economic assumptions used in all the scenarios

The base case model estimates the costs of adussid protection benefits package based
on the following main assumptions:

. Real GDP growth is assumed as growth of workiyg population plus 2 percentage
points.
. Projected levels of total government expendittoeincrease by 50 per cent of

current levels by year 2034, with a maximum of 80 gent of GDP.

. Government revenue (excluding grants) is assurtedreach the projected
expenditure level by 2014 in order to reach a lddrbudget.

. Government expenditure on basic social protedtioder Option 1 is fixed at 2006
level of 14.9 per cent.

. Government expenditure on social protection ur@ation 2 is capped at 30 per cent
of government expenditure.
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