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1- Nepal Context
Located between the two growing markets of China and India, Nepal is emerging from the civil war that ended in 2006.  Nepal’s first democratic elections were held in 2008. The Maoists won the largest number of seats (220 out of 601) in the Constituent Assembly, but the coalition government fell in May 2009 pushing the Maoists into opposition. The current ruling coalition under CPN UML (United Marxist-Leninist) comprises more than 20 parties. The relationship between the government and the Maoists in Opposition has been characterized by mistrust and mutual suspicion creating problems for both the ongoing peace process and the new constitution which was to be written by May 28, 2010, as required by the Interim Constitution, but has proven to be unrealistic. Political parties are discussing the possibility of an extension of the CA.
Nepal  has a comparative advantage in hydropower, tourism, agri-products and some services, yet, it has not been able to translate its advantages into opportunities for growth. Nepal’s GNI per capita is $404, with 31% of the population living below the poverty line, 20% unemployment (Global Competitiveness Report 2009-2010) and nearly 80% of non-agricultural jobs being in the informal sector (Nepal Labor Force Survey 2008).  The country's investment climate is poor, even vis-a-vis the South Asia economies. Doing Business Report (2010) ranked Nepal #123, with the worst indicators in trade (#161), labor (# 148) and licensing (#131).  
Years of underinvetment in infrastructure resulted in shortage of electricity ranging from 8 to 18 hours a day depending on the time of a year.  However even more noticable problem is politicization of society resulting in investment climate issues given a low priority, overuse of labor strikes, lockout and roadblocks to raise issues.  Extortion, corruption and lack of security are reported across the country, disruping economic activities and discouraging investment.  The private sector has strong associations and chambers yet feels itself ineffective in making economic reforms a priority. While in general commercial laws are relatively liberal, implementation of policies conducive to private sector are often lacking, institutions are weak, there is corruption, and a substantial gap in trust and understanding between the public sector and the private sector. 
2- The Nepal Business Forum

In 2008, IFC’s SouthAsia Enterprise Development Facility (IFC-SEDF), with funding from DFID and Norad, commenced Investment Climate Reform Program (ICRP) to bring the stakeholders together and mobilize political will to make implementation of the PSD reforms a priority. One of the means for achieving this, was establishing a Public Private Dialogue (PPD) to accelerate and facilitate the reform process. The project supported the Government and the private sector Apex business membership organizations including Federation of Nepalese Chambers of Commerce and Industry (FNCCI), Confederation of Nepali Industries (CNI), Nepal Chamber of Commerce (NCC), Nepal Bankers Associatio (NBA), National Business Initiative (NBI), Federation of Women Entrepreneurs Association of Nepal (FWEAN) to assess the need and design the structure of the Nepal Business Forum (NBF). The project’s counterpart from the public sector side is Ministry of Industry which took the lead and facilitated the inter-ministerial Consultative Committee which worked to with the private sector group to finalize the NBF by-laws, the Executive Order.  

Over 1.5 year project period, consultations on NBF design and process involved nearly 30 meetings with over 300 participants.  In December 200 the National Validation Meeting chaired by the Chief Secretary, finalized the NBF structured including:

· NBF will be chaired by the Prime Minister,

· Six Working groups co-chaired by the Government and the Private Sector associations. Particularly notable is establishment of the Working Group on Women-in-Business;

· A Cabinet level Private Sector Development Committee is created for the first time, providing “execution” power to the decisions taken by the NBF.

NBF has been approved by the Cabinet on May 16, 2010, and provided a structured, transparent and results-oriented mechanism in which the public and private sector can identify priorities, deliberate investment climate issues, propose specific reforms, and track their implementation.  Unsolicited media coverage of the NBF has been substantial with 15 articles in national and regional newspapers, in addition to news coverage in TV. 

3- Eastern Region - Pioneering PPD in Nepal

Nepal is divided into six districts.  The Eastern district is geographically diverse and stretches from the Everest Mountain in the North to Nepal’s southern narrow Indo-Ganga plain area.  The Eastern district is not only the grain basket of the country but also the major trade and industrial hub. Moreover, the eastern region has the history of industrial establishments. The major center of the Eastern region is the city of Biratnagar where 20% of the nation’s medium scale and large scale industries are located. Biratnagar is located at the border with India and is a significant point of regional trade.  Thus, most of the industrial sectors as well as branches of business membership organizations are represented in Biratnagar. These organizations and associations often speak to the concerned government authorities. But no formal institutions existed that served as platform for resolving local business issues. These business associations often come to the capital, Kathamndu, as delegates seeking access to the government. Many businessmen including from the Eastern district, use their personal connection to interact with concerned government authorities. 

The consultations and capacity building activities supported by the ICRP inspired the local business leaders of Biratnagar to initiate the PPD process at the regional level. In fact, Biratnagar pioneered in forming regional level PPD before the NBF executive order was approved by the Cabinet.

4- The Importance of Regional PPD

Nepal is a unitary state but soon moving towards federalism. Upon the promulgation of new constitution in the next 1-2 years, the country could come up with a few states having separate jurisdiction and authority. The current practice of governance, however, is highly centralized. Although the country has gone through decentralization with many offices of the line ministries at the district and regional level, these offices have been functioning with the command and control of line ministries. Therefore, these local offices have limited authority and help to offer. Keeping in mind the days to come towards state restructuring and to begin with modest services at the local level, PPD at sub national level in Biratnagar has special significance. The scope of regional PPD Committee will certainly be widened in federal state structure. It will be critical to establish understanding and trust between public and private sector critical to implement administrative and procedural reforms to create investment friendly atmosphere. IFC-SEDF supported the spontaneous initiative of Eastern district business leaders to create a formal PPD institution for strengthening the process and the outcomes of the dialogue.

The formation of PPD institution in Biratnagar was brought to fruition after a few stages of homework. The Acting President of the Eastern Chamber of Commerce, Mr. Kishore Pradhan, had attended a few PPD workshops in Kathmandu and took a study tour to learn from Bangladesh experience.  The model seemed promising and inspired Mr. Pradhan, who in turn called on the business leaders and entrepreneurs to replicate PPD at the district level.  Without waiting for Government in Kathmandu to formalize the NBF regulation, the Eastern Chamber organized a two-day session and asked IFC-SEDF experts to highlight the principles of PPD and experience from other countries.  On March 18, 2010, the Chamber hosted a meeting with 22 district associations, the Head and other officials from the Regional Administration including Head of Regional Police. The meeting was chaired by the Secretary of Ministry of Industry, Mr. Pratap Pathak, a strong supporter of PPD, who flew in for this important discussion.  The confidence of the participants was strengthened by the high level of Government participation.  The meeting concluded with enthusiasm supporting an open and constructive format of the dialogue, without blame and with clear focus on accountability and results.  It was decided that a 10-member PPD Committee will be established and co-chaired by the regional administrator and by the president of Eastern Regional Chamber of Commerce and Industry, to commence a regular dialogue on business issues.

5- Institutional Framework of Biratnagar PPD Committee

A two-tiered structure

The sub national business forum in Biratnagar has two-tier structure - the PPD Committee, and task force. Task forces are formed as per requirement. Task force submits its recommendations to the PPD committee for implementation. The recommendations that need ministerial decisions will be forwarded to the steering committee of NBF.

Currently, PPD Committee of Biratnagar has formed two Task Forces- one on energy issues and another on special economic zones. The ToR for the Task Forces has been prepared and both the task forces have already commenced working to make specific recommendations.

Memorandum of Understanding
Memorandum of Understanding was signed by the president of Eastern Regional Chamber of Commerce and Industry and the Chief District Officer (Biratnagar) on behalf of Regional Administrator on 24 April, 2010. The MOU spells out the objectives and responsibilities of the PPD Committee. Effectively, this MOU is the first agreement signed between Nepal’s private sector and the government committing to work together to improve business climate.

Relation between Biratnagar PPD Committee and NBF 
No formal relation exists between NBF and sub national PPD committee as per NBF executive order. Because of the structure and functions of sub national PPD committees, a referral system needs to be developed. The genuine recommendations received from the task forces of regional PPD could be forwarded to the working groups or steering committee for consideration.

6- Feasibility of reforms implementation at regional level
Regional PPD committees could prove as the most credible institutions to resolve local business issues locally. These institutions could also function as feedback provider to the NBF. Moreover, Biratnagar committee has generated hope amongst entrepreneurs, business leaders and government officials. This pride of being ‘change agent’ is positive move in a situation of uncertainty and despair.
The challenge lies with the current governance structure. The highly centralized government apparatus provides a narrow space for the reform minded bureaucrats because of the concentrated authority at the center. Since the country will be moving towards federal structure, PPD committee could be more functional in the days to come with devolved authority to the provinces/states.

7- Issues Raised in Biratnagar PPD
The following constraints for investment were presented:

· Political instability, and security

· Poor quality of infrastructure

· Electricity- Load Shedding

· Labor agitation including business closure

· Dealing with Registration/Permits

· Getting credits/high interest rates

· Trading across borders

· Special Economic Zones

Most of these problems are of national scale. However, the issue of electricity/load shedding, Security, dealing with registration and trading across borders could be improved, to various extent, through local measures. Therefore, Eastern Regional PPD Committee has decided to focus on those issues working towards concrete results.
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