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SUMMARY

Globally, the gap between the richest and poorest has reached extreme levels, and is growing

rapidly. The richest 1% in the world now have more wealth than the rest of humanity, and in

2017 they received 82% of the global increase in wealth. In the same year, the poorest half of

the worl ddéds popul ation saw no increase in their wealth

There is a broad consensus, based on a growing body of evidence, that extreme inequality
hinders economic growth! and poverty reduction. The Asian Development Bank (ADB) has
estimated that growth could have lifted 240 million more people out of extreme poverty in
Southeast Asia between 1990 and 2010 if growth had not been accompanied by growing
economic inequality.? It has also been estimated that tackling gender inequality could add $12
trillion to the global economy by 2025.3 Extreme inequality also corrupts politics, giving the
richest and most powerful undue influence over policy making, so they can skew it in their own
interests.

Today, more than 8.1 million Nepalis live in poverty. Women and girls are more likely to be poor,

despite the significant contribution they make to the economy, especially through unpaid care

and household work. More thanone-t hi rd of Ne p alfidesyeacstare stuhteckand under
10% suffer wasting due to acute malnutrition.* Without a concerted effort to tackle inequality and

pursue policies that benefit the many rather than the richest few, the poorest and most

marginalized Nepalis will continue to be excluded from progress.

THE GAP BETWEEN RICH AND POOR IN NEPAL

Trends in income and wealth tell a clear story about the gap between the rich and poor in Nepal:
economic inequality is extreme and growing.

In 2010/11, Nepal had one of the highest income Gini coefficients in the world, at 49.42,
and the level of income disparity had increased considerably in the preceding fifteen years. The
Palma ratio, which compares the income share of the top 10 % and the bottom 40 %, shows a
similar trend. Today, the income of the richest 10% of Nepalis is more than three times that
of the poorest 40%.
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In fact, in the five years |l eading up to 2010/11, only
their income share increase. The income share decreased for everyone else. This is hardly

surprising when we consider the scale of the wage divide between top earners and the rest. In

Nepal, top bank executives earn more than 100 times the salary of an average worker.

There are also significant geographical divides in income. Between 1995/96 and 2010/11 the
average income in urban areas was consistently more than double that of rural areas, and the
Mountain and Tarai regions have lower average per capita incomes than Hills region.® These
low-income areas have higher poverty levels, less infrastructure and services, and are home to
more ethnic minorities. They are places where economic and horizontal inequalities combine to
hold poor and marginalized groups further back.

Inequality of wealth is also substantial in Nepal, and the wealth Gini is significantly higher than
the income Gini at 0.74 (per capita), underlining how money is trickling upwards over time. The

richest 10% of Nepal ds popul ati on hthepeorestodf%. t han 26 ti m

The scale of wealth inequality becomes even more extreme when we look at the very richest
individuals. The richest person in Nepal saw his net worth rise by $200m in 2018. This
represented a 14.5% rise from 2017, taking his total net worth to $1.5bn.% The rise in this

personés wealth could pay for more than half of Nepal 6s
would also take a poor Nepali more than 100,000 years to earn this amount.

Land inequality is the oldest and most fundamental type of wealth inequality. More than 66% of

the population depend on land for their livelihood in Nepal, yet land is concentrated in the hands

of a rich minority. The wealthiest 7% of households own around 31% of agricultural land.”’

More than half of Nepali farmers own less than 0.5 hectares of land,® and 29% of the population

do not own any land at all. Women work long hours on agricultural land, yet 81% are

landless. Minorities are also less likely to own land, with landlessness as high as 44% among

Dalits in the Tarai region.9 Despite repeated election promises, Nepal is still waiting for much-

needed | and reform which wil!/ redistribute the countryéd

Economic inequality in turn affects life chances. A poor child in Nepal is nearly three times more
likely to die before they are five years old than a rich child. Half of the poorest women in Nepal
have no education at all, compared with one in a hundred of the richest men. 10

GENDER INEQUALITY IN NEPAL

Gender inequality compounds the impact of economic inequality. A rich woman is four times
more likely to have gone to school than a poor woman, while a rich man is fifty times more likely
to have gone to school.'!

In Nepal, patriarchal norms are deep-rooted and reinforced by laws and institutions that are
skewed against women and girls. Early marriage still exists despite strong evidence that it
damages life chances,? and men hold an overwhelming majority of positions in legal
institutions,af f ecti ng womend6s access to justice.

Progressive laws are also often poorly implemented or ignored in practice. For example, there
are indications that tax exemptions to incentivize land ownership among women are being
abused by male relatives buying land in their name.

lllegal and harmful practices are also still common in some areas of Nepal, and put the lives of
women and girls at risk. Chaupadi, for example, sees girls confined to cow sheds or separate
shacks during menstruation. Despite a ban by the Supreme Court, this practice continues, and



in Accham district alone, 12 women died as a result over ten years.13 There is also evidence of
caste-based discrimination in public hospitals, with Dalit women receiving poor care during
childbirth.14 A fundamental shift is needed to improve the economic, political and social status
of women, or another generation of women and girls are destined to remain poor.

WHAT IS DRIVING INEQUALITY IN NEPAL?

Nepal does very poorly in Oxfamds and Devel opment Fi
Reducing Inequality Index (CRI) 2018, which ranks countries on their policies to tackle

inequality. Nepal ranks 138t out of 157 countries.!® Income disparities and unequal access to

assets are driving greater inequality in Nepal, and gender inequality is compounding and

compounded by economic inequality. There are two other fundamental drivers of inequality that

must be taken into account.

Frst, Nepal s economic system iTlse merasfeabliberai an out dat ed
policies imposed by the structural adjustment programmes of the IMF and World Bank in the

1980s, has seen state investment and regulation replaced by a market-oriented economic policy

regime. Without state intervention, such market reforms can fuel inequality by concentrating

wealth and power in the hands of the few.

Neoliberal policies have also driven cuts to public spending and increased privatization in Nepal.
Thirty state-owned enterprises (SEOs) have been privatized since 1992, and despite many of
them being profitable when sold, today only 11 are still in operation, and just five of those are in
profit.16 According to the Annual Review of Public Enterprises 2014 published by the Ministry of
Finance, putting these businesses in private hands has cost the government NPR 4.93bn over
recent years. Privatization has also aggravated unemployment in Nepal, due to the haphazard
way in which thousands of people instantly lost their jobs.

Public services like health and education have also seen increased privatization and
commercialization in Nepal. Such reforms have created a two-tier system, where the rich pay for
and support private services, while public sector services are starved of funding and political
support. Yet these public services are the only option for those with low incomes. Privatization
fuels inequality, and poor women and girls, along with minorities, pay the highest price.

Second, the cycle of political capture is a significant driver of inequality. When money and power
are concentrated into the hands of the few, these elites can exercise excessive influence that
undermines institutions and skews policy making in their favour. There is no natural incentive for
the richest companies and individuals to support higher taxes and greater transparency, for
example. Between 1990 and 2008, Nepal was the sixth top exporter of illicit financial flows
among least developed countries. This resulted in losses of $9.1bn, which is nearly eight times
the amount Nepal received in official development assistance (ODA) in that period.’

Crony capitalism has flourished in Nepal under regressive monetary and fiscal policies. There
has been a significant accumulation of trade-based wealth, as carteling has thrived in the
absence of sufficient regulation, and as the nexus between political elites and unethical
businesses has been facilitated by a highly corrupt bureaucratic apparatus.18

Economic and power inequality is a fertile breeding ground for corruption, which further
compounds inequality of power. Nepal is one of the most corrupt states in the world; in 2017 it
ranked 122 of 180 countries on the Transparency International Corruption Perceptions Index
(CPI). Increasingly, trends are being seen that political candidates at all levels are selected on
the basis of their wealth,® and there has been a failure to crack down on illegal wealth.
Deliberate and concerted action is needed to counteract political capture in Nepal, so that the



needs of the many are prioritized over the interests of a powerful few.

Disasters that hit the poor and minorities hardest

Nepal is also one of the most disaster-prone countries in the world, ranking 11th in the world in
terms of earthquake risk, and 20th in terms of disasters. Between 2011 and 2015, more than
12,000 people were reported dead and a further 26,453 injured as a result of natural disasters.
The estimated economic loss to Nepal in this period was $ 7.8bn.2°

Such disasters exacerbate and compound existing inequalities and vulnerabilities: the poorest
people are more likely to suffer death, injury and damage to property, as they live in more
hazard-exposed areas and are less able to invest in risk-reducing measures. Women and
children are 14 times more likely to die than men during a disaster;?! and in the aftermath,
women are more likely to become victims of domestic and sexual violence and less likely to
receive help. Minorities face the same challenges: for example, there is evidence that Dalits
were willfully neglected by relief workers distributing emergency supplies during the April 2015
earthquake.22 By contrast, there are reports that members of higher castes with political
connections use their influence to get limited resources for themselves.

POLICIES TO TACKLE INEQUALITY

Taxes to level the playing field

The fiscal system is one of the most important tools that any government has to tackle

inequality. Progressive taxation and proper enforcement can redistribute resources and raise

money to invest in inequality-b usti ng services. However, Nepalbés tax sys
low tax rates and tariffs, alongside significant tax exemptions and regressive taxes.

The upper income tax rates for individuals, the corporate sector, and banking and financial
institutions are low, at 15%, 25% and 30% respectively. There are also exemptions and
concessions for some industries; for example, the 2018 budget gave special industries,
including manufacturing, forestry and mineral extraction, a 15% applicable tax rate rather than
the full 25%.22 Tariff rates are also low, and were reduced further as part of fulfilling the
membership conditions of the WTO when Nepal joined in 2004. These factors limit the tax

contribution of top earners and profitable companies, a
inequality.
Despite efforts to expand the tax base, there are also gapsintax col | ect i on,to-and Nepal 6s t

GDRP ratio is still below the 20% ratio recommended by the United Nations (UN) as a minimum
level to meet development goals. One study has found that Nepal lost NPR. 3.44bn in unpaid
taxes during the first four months of the 2011/12 fiscal year. Another report found that as
many as 385 firms were engaged in producing counterfeit VAT bills in order to evade taxes
during the same period; the majority being the big corporate houses of Nepal.2* 2°

Nepal s t ax sy s beanore progsessiven\Vehdedtse proportion of direct taxes has

risen, indirect taxes still account for more thantwo-t hi rds (68. 4%) of Nepal 6s total t
VAT (in the form of sales tax before 1995) has increased as a share of commodities and

services from 30.4% in 1989/90 to 47% in 2014/15. This is a regressive tax which places a

disproportionate burden on the poorest in society. While some essential commodities and

services have been exempted, there is evidence that poor households are still paying a

significant amount in indirect taxes.2®
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Nepal is also missing the opportunity to implement taxes that could increase revenue and make
the tax system more progressive, such as property and wealth taxes. Nepal did have a wealth
tax in the early 1990s, but this was abolished after years of opposition from industry and
business, underlining how political capture can stand in the way of progressive reform.

Public spending

Spending on public services and other social programmes is a key tool for any government in
tackling both poverty and inequality. In recent years, Nepal has made an effort to increase
spending and to address cuts that were enforced under structural adjustment. There has been
some considerable success, with spending as a share of GDP increasing from 17.4% in 2001/02
t0 31.7% in 2016/17.

However, there is evidence that some sectors crucial to tackling poverty and inequality remain
underfunded. Health spending fell from 7.8% of total spending in 2011/12, to just 4.7% in
2016/17, and education spending dropped from 18.3% to 11.4% in the same period. While
spending on pensions and other measures related to social security have increased, reaching
NPR 60.6bn in 2014/15, more than two-thirds of the spending that year was due to retirement
benefits to civil servants, meaning this spike did not benefit the wider population.

Public services that tackle inequality

There is strong evidence that free public health and education systems play an important role in
reducing economic inequality.27 Education also boosts life chances, future wages, and combats
gender inequality by giving women and girls more control over their lives.

While Nepal has seen significant progress in educational attainment, there is more to do. Today,
17% of children who enter grade 1 do not complete the primary cycle, and less than one-third
reach grade 10.28 Only 6% of the poorest girls complete primary school.2® Access to education
is limited by geographical constraints, poor infrastructure, social and cultural norms, and a lack
of the well-trained teachers who are necessary to ensure quality education. Poor children are
also excluded due to the persistence of out-of-pocket payments. Evidence shows that families
bear 56.6% of the total cost of education. Despite the policy of free primary education, families
pay more than one-third of the primary education costs, due to informal fees and charges for
learning materials and uniforms.30

Girls and those living in rural areas are most likely to miss out on a quality education in Nepal.
The literacy rate is 20% lower among girls than boys, and this is greater in rural areas. Girls are
also more likely to be put to work, or to be married off young; this creates a vicious cycle, as
girls with higher levels of education are significantly less likely to marry under the age of 18. The
gender gap in school enrolment is widest in the poorest and second-poorest wealth quintiles,
and is non-existent in the richest quintile, showing that gender inequalities are more pronounced
for those of lower economic status. Effectively, economic and gender inequality are combining to
keep the poorest girls out of education in Nepal.

Recently the government of Nepal has committed to universal health coverage; however today
more than one-third of the population has no easy access to healthcare. Too many health
facilities in Nepal lack sufficient free medicines, and there is a substantial shortage of trained
staff. There is just one doctor for every 1,734 people in Nepal3! and the government
estimates that they need more than 11,000 more health workers to meet the needs of the whole
population. Poor communities, minorities, and those living in more remote areas of the country
are more likely to be excluded or unable to access services.
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Again, women are disproportionately affected: in 2016/17 an estimated 277,344 pregnant
women had unsafe deliveries, and 15,760 women delivered without a skilled health attendant.
This is putting the lives of women and children at risk. N e p sarhaternal mortality ratio is 239 per
100,000 live births and the infant mortality rate is 32 per 1,000 live births.32 Only 30% of the
poorest women give birth in a health facility, compared with 90% of the richest women.33

Given these significant challenges, it is important that the government invests in the right
policies. This means scaling up free public health and education systems that can meet the
rights of every Nepali and fight inequality. Public services are vital for the poorest i less than 2%
of the poorest mothers give birth in a private hospital, compared with 21% of the richest
mothers.®* However, there are worrying signs of increased commercialization and privatization
of health and education services, and there are concerns that the health insurance remains
unaffordable for the poorest people. Such trends risk making inequality worse and pricing the
poorest out of life-saving and life-changing services.

Work and wages

Paid work is the main way for the majority of people to make a living, provide for their basic
needs, and improve their future life chances. Therefore, tackling inequality requires interventions
to ensure sufficient safe work and decent wages for everyone.

More than 500,000 people enter the labour force each year in Nepal, but employment
opportunities are limited and 80% of these people leave to seek employment abroad. For those
who stay, too many face insecure jobs and underemployment: 31.8% of Nepali labourers work
less than 40 hours per week, and for a growing percentage this is not by choice. Young people
particularly are struggling to find work: 157 24 year-olds are more than twice as likely to be
unemployed than adults.

Wages have increased in recent years; however, they remain low for the average worker, and
women continue to earn significantly less than their male counterparts. Establishing and
strengthening minimum wages can play a significant role in reducing inequality. However, 96%
of workers are employed in the informal sector,3® where minimum wages and other provisions,
such as the Social Security Fund, are less likely to be honoured and harder to enforce.

The CRI Index shows that in Nepal respect for trade unions and the rights of women in the
workplace is very poor, and the country is ranked for labour rights among the lowest countries in
the world in the Index. There are no laws to prevent discrimination based on gender and no law
against rape in the workplace.36

There is also worrying evidence of the exploitation of children and vulnerable groups in Nepal;
the International Labour Organization estimates that 6.2 million children are currently at work in
Nepal, with 2.1 million of them working in hazardous conditions.3” Bonded and forced labour
are also still highly prevalent in Nepal, with more than 100,000 bonded labourer households
involved in agriculture. These people are excluded from prosperity and denied their rights.
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RECOMMENDATIONS

Based on the evidence in this report, there are a number of steps that the government could
take immediately to tackle inequality and put Nepal on track for a more prosperous future for all
citizens. To demonstrate commitment to tackling inequality, the government should:

A Commit to collecting data and publicly reporting on economic and horizontal inequalities, and
to making policy decisions on the impact of reducing these inequalities;

A Prioritize and implement progressive land reform, to achieve a more equitable distribution of
land in favour of the landless and poor farmers;

A Reform the tax system by implementing more progressive taxation, reducing exemptions,
and ensuring transparency and enforcement that stops tax avoidance, evasion and illicit
flows;

A Prioritize investment in inequality-busting sectors like education, health and social protection;

A Reject commercialization and privatization in favour of free universal health and education
systems and a basic social protection floor for everyone;

A Implement minimum wages and protections for all workers, including the in the informal
sector;

A Take action to end the exploitation of women, children and minorities in all forms.
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Women in Kanchanpur make a small income from collecting sand and gravel. Photo: Oxfam

1 INTRODUCTION
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Today, the richest 1% in the world have more wealth than the rest of the population, and this

divide between the 6havesdéd and édhave notsod is continuin
humanity saw no increase in their wealth, while the richest 1% got82% of t he wor |l dés increase
in wealth.

There is a broad consensus that extreme inequality hinders economic growth and poverty
reduction, corrupts politics, and hampers the social mobility of the poorest and most
marginalized in society. Without a special effort to reduce inequality, it is widely acknowledged
that some people will not benefit from economic prosperity and that the Sustainable
Development Goals (SDGs) will fail.

This consensus is based on a growing body of empirical evidence. Institutions, including the
World Bank and the International Monetary Fund (IMF),3® have demonstrated that high levels of
inequality constrain sustainable growth. Researchers at McKinsey have also recently estimated
that gender inequality could be costing the global economy $12 trillion.® Crucially, research also
shows that inequality is undermining the poverty-reducing potential of growth, putting at risk
further development in the poorest regions of the world. For example, the Asian Development
Bank (ADB) estimated that growth could have lifted 240 million more people out of extreme
poverty in South-East Asia between 1990 and 2010 if the region had not also seen growing
economic inequality.*!
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