Response of the Government of Nepal to the Independent Expert on the effects of foreign debt and other related international financial obligations of States on the full enjoyment of all human rights particularly economic, social, and cultural rights
1. Measures and steps already taken or planned regarding increasing liquidity provisions for countries to respond to the pandemic and address debt service burden. 
· Both fiscal and monetary measures are used to inject liquidity into the economy to cope with the challenges created by the COVID -19 pandemic.

· On the fiscal side, major measures include;
· Use of idle government funds, 
· Reprioritization of expenditure and 
· Rapid negotiations for external institutional borrowings for a rapid credit facility, policy credit, and project-based widows. 
· In the case of internal debt, no additional borrowing is made. Nepal is exercising a borrowing limit as recommended by the National Natural Resources and Fiscal Commission and approved by the Parliament. 
· To ease the liquidity of the country, Nepal has received a sum of 214 million US Dollars from IMF under the Rapid Credit Facility (RCF) and budget support from the multilateral development banks (MDBs). This amount is inserted through the budgetary channel.

· On the Monetary side, Nepal Rastra Bank (NRB), the Central Bank, is using:
·  Statutory Liquidity Facility (SLF), 
· Repo and 
· Overnight repo facilities. 
· NRB has been providing the refinancing facilities to enterprises through banks and financial institutions.  
· The Government of Nepal (GoN) has provided seed money to fund the refinancing facilities and the NRB is managing other funds for refinancing facilities. 
· Business Continuation Credit Facility of 50 billion NPR is being provided to the COVID-19 hit rural, small and medium-size enterprises and tourism business to pay the salary of the employees. 

2. Measures and steps already taken or planned to address the high foreign and public debt because of the pandemic at national and sub-national level.
· The need for extra borrowing was one of the options due to the shortfall in revenue,  the need for additional financing and measures to address the situation created by the COVID19. 
· To maintain the low level of debt distress, Nepal is opting for a step by step prudent measure by reprioritizing expenditures.
· Regarding the prudent management of public borrowing, the Constitution of Nepal has a clear guidance that all the borrowings should be incurred by maintaining the macroeconomic stability of the country. Financial Procedures and Fiscal Responsibility Act, 2019 guides procedures in this regard. 
· The GoN has been regularly proceeding with the debt service, except to those creditors committed to providing the DSSI.

· As per the constitutional guidance and Financial Procedures and Fiscal Responsibility Act, Nepal is prudently utilizing public debt. The Ministry of Finance has recently formulated a Medium-Term Debt Management Strategy (MTDS) for efficient management of public debt. The annual Borrowing Plan will be prepared based on the strategy. 

3. In the case that foreign debt repayments represent more than 15% of your Government's annual budget, as approved by National law and internal mechanisms, what steps have been taken to ensure that the obligation to use the maximum of available resources for human rights is safeguarded in times of COVID-19 crisis?
· The foreign debt repayment is less than 15% of the annual budget of the GoN. In the fiscal year 2020/21, foreign debt repayment was 1.56% of the annual budget. Similarly, based on budget speech for the fiscal year 2021/22, debt repayment is expected to be 2.12% of the annual budget.

· The amount of debt repayment (principal) to export revenue ratio is higher than 10 percent. Foreign currency is being managed from the remittance for debt servicing and other payments. Remittance inflow is nearly one-fifth of the GDP. 
· Similarly, expenditure is prioritized, fiscal rules are implemented, internal borrowing is prudently used and reforms are initiated in the tax system to mobilize internal resources for ensuring fundamental needs of the people and protection of human rights.
4. In the case that foreign debt repayments represent more than 10% of the country's export revenues, what steps have been taken to ensure that the obligation to use maximum of available resources for human rights is safeguarded in times of COVID-19 crisis?

· Nepal’s foreign debt repayment represents more than 10% of the country’s export revenue. Steps taken by the GoN for safeguarding human rights in the time of the COVID-19 crisis include:

· Nepal has been receiving a significant amount of remittance which is supporting to maintain foreign reserves. 

· With the incentives and policies adopted to facilitate exports, export is gradually picking up.
· As we have a satisfactory Revenue GDP ratio, there will not be any impact to allocate resources in the area of human rights protection. The GoN has been responding to COVID-19 under the framework of the right relating to health ensured  by the Constitution as the fundamental right, Public Health Service Act, 2018,  Infectious Disease Act, 1964, Ordinance to Manage COVID-19 Pandemic, 2021 and the National Health Policy, 2019 while ensuring the rights to the health of its citizens. The GoN has allocated more resources to the health sector for prevention, control, and treatment of the disease. Health infrastructure has  been improved with the addition of new hospitals and an adequate number of hospitals designated for the treatment of the COVID-19 patients. Social protection to the poor and vulnerable people  and economic support to the affected sectors are provided under the national relief program of the GoN.
5. What measures and mechanisms have been adopted to protect the fiscal space required to respond to the exceptional needs of the population during the pandemic in areas such as health, food, education, and social security?
· Measures and mechanisms adopted by the GoN to protect the fiscal space required to respond to the exceptional needs of the population during the pandemic include:

· Mobilization of idle/unused funds in priority sectors like health.
· Prioritization of expenditures and reduction of lower priority expenditure (Directives/guidelines for maintaining economy in public expenditure 2020).
· Participation in Debt Service Suspension Initiatives (DSSI) as initiated by G20 and Paris Club.
· Internal and external borrowing within the prescribed limit set by the law.
6. How could assessment of a debtor's capacity to repay its creditors incorporated the safeguarding of maximum available resources for human rights?
· Debt Sustainability Analysis has been conducted periodically, with the support of the IMF, for assessing the debtor’s capacity to repay its creditors which will incorporate the safeguarding of maximum available resources for human rights.

7. If there are legal, policy or regulatory frameworks that can assert the primacy of access to essential services over the repayment of foreign debts, please explain and provide relevant documentation.
· Nepal has adopted a balanced approach, effectively  maintaining  both its debt service credibility and  its obligations towards people who lack  access to essential services.  The MTDS ensures the primacy of access to essential services over the repayment of foreign debts.
8. If available, what is your Government's position / institution's position with regard to the aspects of national and international debt architecture that need to be reformed in order to make it more robust?
· Nepal has currently negotiated for DSSI with the lenders of G-20 and Paris Club member countries. To tackle the resource gap created by the COVID-19 pandemic, DSSI should also be initiated with Multilateral Financing Institutions (MFIs) including the World Bank, Asian Development Bank, IMF, etc.
9. Which stakeholders should be consulted, at the national and/or international level, in order to identify existing gaps in the international debt architecture? Why? What sort of mechanisms should be used for these consultations? What would be some of the benefits and shortfalls of consultation for the process? 
· To identify the existing gap in the international debt architecture, major stakeholders to be consulted nationally are: 
· Ministry of Finance, 
· Ministry of Foreign Affairs,
· National Planning Commission(NPC), 
· National Natural Resources and Fiscal Commission, 
· Public Debt Management Office, 
· Central Bank and Bank and Financial Institutions (BFIs), 
· Academia and  
· Business Community. 
· Major stakeholders to be consulted internationally are: 
· UN Agencies, 
· Multilateral Financial Institutions, 
· Regional Financial Institutions and 
· G20 and Paris Club member countries.

· Mechanism

· Common Dialogue Form, 

· Periodic and annual meetings and 

· Negotiation platform 

· Benefits

· Creates an environment of communication and trust among the lenders and with the international supervisory mechanism. 

· Gives enough room to align with the country context. 

· Ensures proper communication, understanding and trust-building.

· Shortfalls

· Imposition of lender’s policy to the debtors, 
· overburden of the conditionality, 
·  Conflicting views and interests of development partners.
10. If your Government made use of the new measures by the G20 and IMF, what was the domestic process for consultation and approval of such a decision? What are the existing mechanisms and safeguards to ensure that decisions take into account consistency with human rights obligations?
· Nepal has used basically 4 types of external debt measures focusing on the COVID 19 related pandemic. 
· Concessional borrowing from international and regional financial institutions, 
· Rapid Credit Facility from IMF, 
· DSSI with the G20 and Paris Club Countries, and 
· Budget support loan.
· Agencies for internal consultations

· NPC

· Central bank, 
· National Natural Resources and Fiscal Commission, 
· Different Government institutions, 
· Provincial and Local Level Governments,

· Civil society organizations, 
· Universities and 
· Economists and 
· Debt experts along with the 
· Business community, and
· Development partners residing in the country

· The total annual borrowing ceiling is recommended  by the National Resources and Fiscal Commission. 
· The size of the annual borrowing is finally approved by the parliament, the representative body of all citizens. The budget session of the parliament deliberates on the all aspects of the budget implementation including the promotion and protection of human rights.
11. With regard to the G20 Debt Service Suspension Initiative (DSSI), adopted in April 2020 and valid until June 2021: What have been the benefits and what have been the drawbacks of this initiative? If available, what is your Government's position/Institution's position regarding how the DSSI could be improved, and why would this initiate need extension and improvement?
· Nepal has entered into negotiation for DSSI with G-20 and Paris Club Countries and concluded agreements with them. 
· The major benefits 
· Facilitates cash flow support by suspending debt servicing of nearly NPR 7.28 billion (around 6.27 million in USD).
· Provides short-term fiscal space to the GoN for spending in those areas which are hard hit by COVID -19 pandemic.
· Drawbacks 
· The negotiation process is cumbersome for a small amount of fund,
· Requires additional efforts for reporting and negotiation of the small pie of the resources,
· Multilateral financial institutions that have a chunk amount of debt service are out of the initiatives.  
· Imposition of net present values in DSSI negotiation seems quite cumbersome and of additional liability. 
· Suggestion

· The DSSI should be extended for the next 2 years together with the involvement of the MFIs such as the WB and ADB in the initiative.
· Imposition of net present value should be removed. 

12. One of the alternatives to supply needed emergency liquidity is through a new issuance of special drawing rights (SDR): How could a new issuance of SDR's be beneficial for your State in the short and mid-term?

· Nepal has mobilized 214 million USD from the IMF as budgetary support under the Rapid Credit Facility.  
· Benefits 
· Since the existing fund is utilized, a new source will be used to mobilize in the priority sector if required. 

· Issuances of new SDR will enhance the confidence of the national government in maintaining macroeconomic stability. 
13. If available, what is your government’s position/ institution's position with regard to the following issues:

a. Debt cancellation

· Nepal has a good track record of timely repayment of public debt. However, debt cancellation release a substantial amount for the priority sectors for the post-COVID recovery
b. How to ascertain how much debt relief should take place and to which States.
· Individual countries and the multilateral donors should be incorporated in DSSI at least for the next 2 years to ascertain the volume of debt relief.

c. Multilateral framework for debt restructuring
· Debt from international financial institutions should also be restructured for the next 2 years to leverage more resources in the area of priority sector through budget support. 
d. Market-based improvements to international debt architecture
· It is totally dependent on credit rating. The market-based improvements should focus on reducing the conditionality for the recipient least developed countries.

e. Independent international body on debt crisis resolution and prevention

· Nepal has maintained a good debt management practice and has not faced such a crisis. However, such an independent international body is crucial for the protection of the interest of the recipient least developed countries.
f. Reform of credit rating agencies

· Currently, Nepal has 2 credit rating companies in operation. SEBON is planning to reform and increase the numbers of credit rating companies at the recommendation of the study working group.
14.  According to your Government's position/ institution's position, how can changes on the global level of international debt architecture be reflected and constraint with international human rights obligations.
· Public debt is not just a financial commodity; it has a human face too.  LDCs like Nepal face huge financing pressure for fulfilling Sustainable Development Goals (SDGs) due to the pandemic-induced financial crisis. 
· The global issue can't be addressed by a single country. It should be addressed globally with joint efforts. 
· There is a need for exploring other windows and instruments of concessional financing together with increasing the existing ceiling of concessional loans and grants. 
· Softening in conditionality and time-frame of repayment should also be considered.
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