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Abstract

The linkages between sources of revenue and expenditures support achieving
the targeted goals of the 16™ five-year development plan. This study first ana-
lyzed the structural pattern of revenues and expenditures of the Nepal Govern-
ment. Secondly, the relevance of sources of revenues analyzed and added addi-
tional sources of income. Finally, the linkages between sources of revenue and
expenditures have been established. For this, the descriptive and analytical re-
search design have been employed. To analyze the structural patterns of reve-
nues and expenditures of the Nepal Government after adopting the federal sys-
tem in 2015, descriptive statistics tools have been employed. The analysis of the
relevancy of sources of revenues and linkages between sources of revenues and
expenditures have been established by employing a focus group discussion.
The results of secondary data analysis show that due to the increase of foreign
debt the national GDP has been increased, which could produce debt trap. Pri-
mary data analysis concluded that the focus should be given to the national
prioritized projects rather than the small projects for sustainable goals. The
study could be useful for the policy making and implementation levels of three
tires of government agencies.
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1. Introduction

1.1. Background and Research Gap

Federalism is a form of governance wherein the federal government shares exec-
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utive power with state or local governments (Elazar, 1987). Realizing the best way
of decentralization, several nations have recently embraced this governance struc-
ture. Federalism divides state powers among federal divisions, including budget-
ary, administrative, and political authority. As per the nation’s definition of the
United Nations (UN), there are 195 countries, out of which 34 countries have
adopted the federal system in different forms. Among them, 14 countries have
adopted the federal system always, 5 countries have adopted the federal system
usually, 8 countries have adopted the federal system sometimes, one country has
adopted the federal system rarely, and 6 countries have adopted a quasi-federal

system.

Always Usually Sometimes Rarely Quasi-federal

India, United States, . Sudan, Iraq, Somalia,
Mexico, Nepal, .
South Sudan, Philippines,
— Venezuela, .
Ethiopia, Germany, . Switzerland, France, South
. Austria, Cyprus .
Argentina, Canada, ) Comoros, Africa, Italy,
. ] Bosnia and . ] . .
Malaysia, Australia, . Micronesia, and Spain, Chile
. Herzegovina . . .
Belgium, UAE Saint Kitts and Nevis

Pakistan, Brazil, Russia,

Sources: Retrieved from
https://worldpopulationreview.com/country-rankings/federal-states on 9" May 2025.

To achieve long-lasting peace, good governance, and prosperity through a fed-
eral, democratic, and republican system of governance, Nepal adopted the federal
system of governance with three tiers of government and promulgated a new con-
stitution in 2015 (Government of Nepal, 2015). Nepal is a landlocked nation in
South Asia that shares borders with China to the north and India to the south,
west, and east. Nepal is renowned for its breathtaking natural beauty, and the
mountaineering range, which includes Mount Everest, is a top travel destination
for people all over the world. With a GDP of about $46.097 billion and a per capita
income of about $1336.5 (World Bank, 2023), Nepal is still among the world’s
poorest nations despite having an abundance of natural resources and natural
beauty. The people are employed in agriculture, which accounts for around 25%
of the GDP of Nepal and drives the country’s economy. Nepal has had several
political shifts throughout its history.

The Constituent Assembly of Nepal formally declared Nepal to be a federal dem-
ocratic republic nation in 2015. A country that had been a unitary state for a long
time has now adopted a new political structure, although previous attempts at de-
centralization had taught some valuable lessons. The administrative organizations
such as development areas, zones, districts, municipalities, and village develop-
ment committees have been restructured. Despite the approval of a new constitu-
tion in 2015, there is currently another stage of political, economic, and adminis-
trative upheaval happening. Article 56 of the constitution establishes the federa-
tion, the province, and the municipal levels of administration. Consequently, Ne-

pal has been split up into seven provinces and 753, mostly rural local levels (of
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which 293 are urban municipalities).

Three levels of government are each given exclusive and concurrent state power
according to the constitution’s schedules 5, 6, 7, 8, and 9 (Government of Nepal,
2015). These authorities serve as the governments’ areas of expenditure jurisdic-
tion. The process of passing many laws has been underway for the past seven years
since the adoption of the Constitution. The paradigm of fiscal federalism en-
shrined in the constitution has already been implemented through acts such as
the National Natural Resources and Fiscal Commission (NNRFC) Act of 2017 and
the Intergovernmental Fiscal Arrangements (IFA) Act of 2017. The majority of
the provisions of the IFA Act deal with intergovernmental transfers and income
sharing between the various governmental levels.

Additionally, the Local Government Operation (LGO) Act (2017) has enhanced
the functioning of local government entities. The National Natural Resources and
Fiscal Commission, a constitutional entity, now has a full legal framework to op-
erate within to fulfill its duties and responsibilities as outlined in the constitution
and other relevant legislation thanks to the NNRFC Act. Budgetary federalism is
the division of budgetary power and accountability among the several levels of
government in a federal system. It includes the principles and procedures guiding
revenue collection, spending allocation, and intergovernmental fiscal transfers in
order to achieve an efficient and equitable distribution of resources and the deliv-
ery of public services across the many levels of government.

In accordance with the constitution and the aforementioned laws and acts, Ne-
pal has established all the necessary frameworks to carry out fiscal decentraliza-
tion, including the authority to raise income, allocate expenditures, and conduct
different kinds of fiscal transfers between governments.

The Fiscal Federalism Update Report 2023 of the World Bank has incorporated
a macro-fiscal update on provincial and local governments, Legal, policy, and in-
stitutional frameworks on fiscal federalism, and Progress on public finance man-
agement in provincial and local government. The report has also depicted the ex-
isting condition of federal, state, and local levels of government. This report has
not addressed the sources of revenue generation.

The Sustainable Developmental Goals (SDGs) progress evaluation report 2020,
between 2016 and 2019 has incorporated all the stated goals and progress as well
as targeted goals. However, the analysis of sources of revenues for the proposed
expenditure seems less analyzed sections. Almost all reports and studies have been
focused on budgeting and expenses only. So, an investigating issue emerged at this
point what is the structural pattern of sources of revenue, and how it can be linked
with the expenditure.

However, the federal system continues to face challenges, including resource
limitations, unclear jurisdictional divisions, and capacity gaps at provincial and
local levels. Despite these obstacles, Nepal’s federal structure remains a crucial
step toward decentralized governance, social inclusion, and balanced regional de-

velopment.
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The proposed 16" five-year development plan of the Nepal Government has
been organized into 14 sections. These are Introduction, Strengthening macroe-
conomic fundamentals and rapid economic growth, Enhancing production, produc-
tivity, and competitiveness, Decent job-productive employment and sustainable
social security, Health education and skilled human capital formation, Quality in-
frastructure and integrated transport management system, Modern sustainable
and systematic urbanization and settlements, Gender empowerment, Social inclu-
sion and mobilization, Reinforcement of provincial and local economy and bal-
anced, Reducing poverty and inequality and creating an equitable society, Effi-
cient fiscal management and capital expenditure capacity enhancement, Govern-
ance reform and promoting good governance, Smoothing LDC graduation and
beyond, and Sustainable development goals and green economy (NPC, 2023). The
NPC has analyzed its previous developmental plans, and the results show that al-
most all the targets were not achieved (NPC, 2023). Based on the evaluation of
previous developmental plans by the National Planning Commission, it can be
inferred that there is an incapability between expected revenues and expenditure.

After analyzing the 16% five-year development plan, a major issue is found there
is a lack of estimation of sources of revenue generation and linkage with the pro-
posed expenditure. The reason behind the failure to achieve the targeted goals of
development plans could be the lack of proper estimation of sources of revenue.
For instance, if a person wants to buy a sophisticated car first of all he/she needs
to estimate his sources of revenue, and as per his revenue, he/she could plan to
buy the car. The proper allocation of resources is an important task of planning,
Robbins (1998). Therefore, the estimation of sources of revenues is as important
as the estimation of expenditures.

The Sustainable Developmental Goals progress evaluation report 2020, between
2016 and 2019 has incorporated all the stated goals and progress as well as targeted
goals. However, the analysis of sources of revenues for the proposed expenditure
seems less analyzed sections. Finally, almost all reports and studies have been fo-
cused on the budgeting and expenditure part. So, an investigating issue emerged
at this point what is the structural pattern of sources of revenue, and how it can
be linked with the expenditure. The following are the specific investing issues:

The liberal political atmosphere and economic reform programs of the post-
1990s have enhanced economic activity. But the result was not what was expected
given the ensuing ten-year struggle. The country’s present constitution, which in-
stitutionalized a federal democratic republic governance structure and allowed for
economic development, was drafted by the historical constituent assembly that
was founded by the People’s Movement of 2006. To honor its international com-
mitment, Nepal must achieve the Sustainable Development Goals (SDGs) by 2030.
In federal, provincial, and municipal development initiatives, the Sustainable De-
velopment Goals (SDGs) are being integrated and contextualized as part of the
effort to guarantee that no one is left behind in all aspects of development.

In the past, Nepal has historically fallen behind other nations of comparable

DOI: 10.4236/aas0ci.2026.162011

153 Advances in Applied Sociology


https://doi.org/10.4236/aasoci.2026.162011

S. P. Sapkota et al.

ranks in socioeconomic development hence significant advancements in this area
are imperative. The National Planning Commission (2023) states that Nepal’s fif-
teenth plan also has a long-term goal to improve people’s lives and achieve eco-
nomic growth, but it is a challenging task that requires a lot of resources, such as
modern infrastructure and highly skilled labor.

Additional important factors include the use of renewable energy sources, planned
urbanization, and the expansion of rural infrastructure. Making use of demo-
graphic advantages also means reducing income inequality, maintaining macroe-
conomic stability, and increasing opportunities for productive employment. Other
ways to build a just society include providing social security and safety, encourag-
ing investment, and igniting the socially supportive economic sectors.

Laleye and Oloru (1989) added that fiscal federalism integrates the local peo-
ples’ aspiration, and participation and creates efficient and equitable services based
on their capacity and knowledge, leading towards the greater participation of the
public and maintaining political stability.

Fiscal federalism is useful in managing the conflict of heterogeneous groups of
People. It is the mechanism of collecting tax and nontax revenue and distribution
in the various layers of government (Kayode, 2014). Without the proper control
over resources and the implementation of proper policy, one country can achieve
sustainable development. There is a provision for revenue collection and redistri-
bution within three levels of government in Nepal. Central, provincial, and local
level governments have given certain right and duties to collect revenue and re-
distribution. Fiscal federalism denotes the financial connection between the cen-
tral, provincial, and local levels of government, which dictates the financial activ-
ities for economic development, and authority is shifted from the top to the lower
level.

Fiscal federalism is the process of decentralizing the fiscal structure from the
center to the local unit (Namocha, 2002). It reduces the central power of revenue
collection and provides autonomy to the subnational government of the country.
Economic growth can be achieved by creating healthy competition among differ-
ent levels of government highlights that fiscal federalism is transferable of the cen-
tral power of revenue collection and redistribution to the sub-national or lower-
level government so that each government can enjoy the authority of tax collec-
tion, new generation of tax and tax system and redistribution of revenue to uplift
the living standard of local people in a different province and local levels. The tax
authority of subnational governments varies from country to country as the pro-
vision of the nation. In Nepal, tax authority is determined by the constitution, act,
and National Resource Management Commission of Nepal.

The main goal of fiscal federalism and tax collection is to increase GDP, en-
hance public sector efficiency, and reduce the deficit budget. It states that fiscal
federalism stimulates to the local government to deliver their service because the
local government are better situation than the central government. It is assumed

that fostering economic growth is possible through fiscal federalism. It is widely
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assumed to bring political activities closer to the people, thereby facilitating infor-
mation flows between the government and the local population and reducing in-
formation asymmetries (Burret, Feld, & Schaltegger, 2022). This mechanism in-
creases the political awareness of the voters and makes it easier to control their
local and provincial government, it also increases the willingness to pay tax for
government services. As a result, the political responsiveness to the heterogeneous
local needs and the efficiency of resource allocation is increased (Oates, 1999).
Political and fiscal autonomy is given to the local government to do the best social
and economic performance. If voters base their election decision on the perfor-
mance of their region in compression to other regions, the government is exposed
to a yardstick competition (Besley & Case, 1995).

Hirschman (1970) reveals taxpayers’ performance and creates incentives for the
subnational government to satisfy local performance, provide public goods effi-
ciently, and conduct business-friendly policies, thereby federal competition sup-
ports regional economic performance. It is suggested that federal competition is
frequently considered to be a check on the power to tax revenue-maximizing le-
viathans (Brennan & Buchanan, 1980).

Fiscal federalism increases the capacity of subnational governments to take
more risks and new experiences with new policies and solutions for local problems
(Baldwin & Krugman, 2004). It is not guaranteed that fiscal federalism is not al-
ways good for all tires of government poorer governments are forced to levy high
taxes for financing public goods, poorer subnational government lose their com-
petition as well and there is fear that capital outflows would result in a degradation
of the welfare state (Cai & Trusman, 2005). The federal system is new for Nepal.
All the policy rules and acts have not yet been formulated or completed to collect
revenue in Nepal. Sufficient resources are needed to achieve the target of sustain-
able development goal. A broader aspect of the revenue collection system is nec-
essary to meet the upcoming demand of the public.

There is a national natural resource and fiscal commission to determine the
revenue and sharing formula in three tiers of government in Nepal. Based on the
report of the commission planning, all layers of government make different types
of policies and programs to generate revenue for sustainable economic develop-
ment. The revenue collection of the government is the main indicator of economic
performance, central, provincial, and local level governments collect different
types of revenue in Nepal. Custom duty, excise duty, value-added tax, corporate
tax, and individual income tax service tax visa fee, are the main tax revenue of the
central government. In the jurisdiction of the provincial and local government,
house and land registration fees, motor vehicle tax, agro-income tax, and local tax
are the main sources of revenue (Government of Nepal, 2015).

The concept of the welfare state is stronger among people in the global market.
The responsible government tries to fulfill the requirements of the public. To meet
all the needs, sufficient resources are needed. The government tries to raise the

revenue from various sources. Fiscal federalism is taken as an important tool to
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raise the revenue for reducing resource GDP. Ola and Offiang (1999) argued that
revenue management is the mechanism for distributing resources of the country
between different levels of government so that economic development is possible
by minimizing inter-governmental conflict and maintaining peace and harmony
with national unity. Nepal has adopted federalism for sustainable development,
but its achievement is not justified yet. Whether the country can achieve the target
of people’s aspirations or not. under the unitary state, tax collection was not sat-
isfactory. three tires of government are trying to mobilize their resources to pro-
vide public goods and services. Many constitutional provisions and acts are for-
mulated for revenue collection. The impact of this effort is measured through rev-
enue collection. Administration expenditure is increasing in Nepal due to the fed-
eral system. Central, provincial, and local government has their rights and duties
to collect revenue and redistribute resources. All the layers of government have
prepared different types of acts and policies to provide the best services in the
territory. Without sufficient resources, the government cannot provide welfare
programs and services.

The federal system’s early stages, the lack of a clear implementation plan, the
ambiguity surrounding the relationship between the federal, provincial, and local
governments, the inability to achieve the expected level of coordination between
the government bodies, and the absence of a strategy to improve administrative
capacity at the provincial and local levels are the main problems. Furthermore,
there is uncertainty regarding the interpretation of the concurrent powers con-
ferred by the constitution, as evidenced by the intricacy and overlap of the three
governments’ tax jurisdiction, obstacles to a balanced development because of re-
moteness, and difficulties in developing human and physical capital at the provin-
cial and local levels. Therefore, it is an investigating issue that examines the effects

of the federal system on the economy of Nepal.

1.2. Literature Reviews and Conceptual Framework

Dhanasekaran (2001) examined the relationships between Indian government tax
collection and spending. Geweke’s and Granger’s causality tests were used for the
data collected from a variety of sources, including the Reserve Bank of India’s An-
nual Reports, Reports on Currency and Finance, and the Government of India’s
Economic Survey covering the years 1960-1961 to 1995-1996, for this study. The
results showed that there was no long-term relationship between tax revenue (TR)
and government expenditure (GE). Whereas Geweke’s test suggested no causation
when GE was the subject of the investigation and bi-directional causality when TR
was the focal point, Granger’s test suggested a unidirectional influence from GE
to TR. This emphasized how important the model definition is in determining the
dynamics of the connection between revenue and spending.

Saunoris (2013) initiated a long-term panel data analysis to examine the rela-
tionships between government revenue and expenditure in the Republic of Serbia.

employing data from 1951 to 2008 across 48 contiguous US states, the study used
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fixed-effects models and a six-equation error correcting model employing per
capita normalization and logarithmic changes. The study found that reducing
government spending, grants and additional income has an indirect impact on
budgetary adjustments. The tax-spend hypothesis was supported by higher tax
revenues and higher government spending. Debt and grants have a major impact
on government spending patterns and fiscal imbalances, highlighting their crucial
importance. Furthermore, the study found that the availability of resources had a
greater impact on government operations than spending did. Interestingly, states
with large debt showed unique budgetary trends, with debt rising after previous
deficits. In addition to cost-cutting initiatives and methods for addressing long-
term debt accumulation, the paper provided recommendations for specific legis-
lative measures.

Ullah (2016) investigated the theoretical relationship between Malaysian gov-
ernment spending and revenue. Using information from public sources, this ana-
lytical study examined how income and spending affect Malaysia’s continued de-
velopment. The results showed an interesting dynamic: whereas direct taxes ac-
counted for the majority of government revenue, variations in indirect tax reve-
nue and non-tax revenue sources mostly determined changes in government
spending. To ensure the best possible alignment between revenue and expenditure
for the nation’s economic development, the study’s recommendations for policy
should be followed.

Acharya (2017) focuses on examining the changes in government revenue and
spending from 2011-12 to 2015-16. The primary focus of the inquiry is Total Gov-
ernment Expenditure, which is compared to some independent variables, includ-
ing Total Government Income, Tax revenue, Non-tax revenue, and Other reve-
nue categories. The study uses secondary data that was obtained from official
government sources and employs a descriptive research design. The results re-
veal a startling pattern: the rate of increase in government spending surpasses
the rate of increase in income. This disparity accentuates the budgetary imbal-
ance that has been present over the examined period by maintaining a growing
fiscal gap.

Goyal and Sharma (2018) used a specific statistical method called Structural
Vector Autoregression (SVAR) to investigate the effects of different types of In-
dian government spending, including total, capital, and revenue expenditures.
They expanded this method to assess both short- and long-term multipliers by
adding monetary policy responses and supply shocks. Their results showed some
interesting differences: revenue expenditure (revex) showed a stabilizing short-
term influence, whereas capital expenditure (capex) had a greater long-term mul-
tiplier. Additionally, the cumulative impact of capex was shown to be higher than
that of revex, ranging from 2.4 to 6.5 times. The study also underlined the unique
consequences of supply shocks on capex and revex as well as the insights gained
from breaking down spending analysis.

Burret, Feld and Schaltegger (2022) stated that the linkages between fiscal fed-
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eralism and economic performance is still ambiguous. Overall, instruments of
competitive federalism appear to improve economic performance of the can-
tons, while for cooperative elements the effects are not unambiguously identi-
fied.

Painter and Bae (2001) examined the factors that influence state spending in
the US. Panel data analysis was used to do the study using data from 1965-1966 -
1992-1993. The many institutional, political, and demographic characteristics
were independent variables, while state spending per capita was the dependent
variable. The study discovered that state government spending is significantly in-
fluenced by demographic characteristics. It was discovered that the unemploy-
ment rate, total long-term debt, and per capita income all positively impacted state
government spending.

Ding (2007) looked at whether fiscal decentralization since 1994 has had an
impact on economic growth. This research indicates that fiscal decentralization
greatly boosts economic development using a panel data set for 30 provinces cov-
ering the years 1994-2002 and a straightforward endogenous growth model that
accounts for expenditure by various levels of government. This result is in line
with the theoretical assumption that more economic efficiency may be achieved
by fiscal decentralization. Furthermore, this article aims to explore the variations
in the link between provincial growth and fiscal decentralization among the vari-
ous areas under consideration. as well as the economy/culture. The thirty Chinese
provinces and regions are divided into three traditional economic belts the east-
ern, central, and western regions for this purpose. The results of this study show
that these three areas have different fiscal decentralization consequences on eco-
nomic growth.

Amagoh and Ajab Amin (2012) assert that fiscal decentralization offers several
advantages for public sector governance, such as increased growth, accountability,
and responsiveness of public servants to local needs and demands. On the other
hand, opinions on how fiscal decentralization affects macroeconomic develop-
ment and performance are divided. This study scrutinizes both perspectives and
suggests that although fiscal decentralization offers several advantages; its effects
on economic growth are limited by various elements that are contingent on the
specific circumstances of the societies/economies concerned. So, the circum-
stances and the state of the economy/society determine whether fiscal decentrali-
zation has a beneficial effect on growth.

Adil and Anwar (2015) investigated the impact of fiscal decentralization on eco-
nomic growth in the context of Pakistan. There are three levels to Pakistan’s pre-
sent fiscal arrangement structure: federal, provincial, and municipal. Through
awards from the National Finance Commission (NFC) and Provincial Finance
Commission (PFC), resources are allocated among these tiers. Additionally, spe-
cial and development grants, executive and legislative discretionary monies, and
other sporadic payments are given to local governments. Because of its efficiency

advantages, fiscal decentralization may benefit economic growth, according to
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empirical theorists. However, if it is not complemented by improved political ac-
countability and the local government apparatus’s skill set, it may have detri-
mental consequences on economic growth and bring macroeconomic instability.
Johansen’s co integration technique is used within the framework of a basic en-
dogenous growth model to estimate the effects of fiscal decentralization on eco-
nomic growth in Pakistan for the period from 1972 to 2010, in accordance with
the theoretical models of fiscal decentralization developed. As a set of control var-
iables in the research, the study utilizes revenues and expenditures as indicators
of fiscal decentralization. The assumption is that public expenditure and income
creation have historically been handled by the federal and provincial levels of gov-
ernment, notwithstanding the lack of data available at the local level. According
to empirical findings, fiscal decentralization boosts economic development over
the long term, although in Pakistan’s situation, this benefit is statistically negligi-
ble in the near term.

Bojanic (2018) examined how fiscal decentralization affected political and civil
freedoms, economic freedom, and accountability in twelve American nations.
Panel data analysis was used to perform the study. Based on revenue and spend-
ing, measures of political and civil freedoms, accountability, and economic free-
dom were regressed against indicators of fiscal decentralization. The findings in-
dicate that while decentralization first obstructs political and civil freedoms and
accountability, it eventually improves them. This is consistent with the expected
beneficial relationship between more financial autonomy and a more inclusive,
participatory government. Nonetheless, the impact of fiscal decentralization on
economic liberty defies anticipated outcomes. Decentralization shows that in-
creased accountability and political and civil rights are not always the conse-
quence of what at first seems to be support for freedom, but eventually serves to
limit it.

Kuntari et al. (2019) examined the variables influencing Indonesian local gov-
ernments’ capital expenditures. The province of Central Java’s 35 local govern-
ments served as the study’s basis. Regression analysis was utilised to examine sec-
ondary data spanning from 2014/15 to 2016/17. The dependent variable, capital
expenditure, was defined as the amount spent on building land, building machin-
ery and equipment, building buildings, developing roads, irrigation systems, net-
working, and other fixed assets. Revenue generated locally, revenue sharing funds,
special allocation funds, and general allocation funds were the independent vari-
ables. The research revealed that capital expenditure was positively impacted by
every independent variable that was taken into account (Table 1).

The structural patterns of sources of revenues and expenditures has been ex-
amined using secondary data. Furthermore, the relevancy of sources of revenue
and linkages between sources of revenues and expenditures has been analyzed us-
ing focus group discussion. The following conceptual framework provides a ho-

listic approach to the study (Figure 1).
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Table 1. Review of literature.

Author/Date Objective Variables Methodology Findings
Data Source: The Reserve
Bank of India’s Annual
Reports, the Reserve Bank of
India’s Reports on Currenc
) P X ¥ There was no sustained correlation
and Finance (many issues), )
discovered between Government
and the Government of .
L, . Expenditure (GE) and Tax Revenue
India’s Economic Survey
. (TR).
(many issues).
To investigate the Study Period: Depending on
g, ~ Government Tax Y o P & Granger’s test revealed a one-way
causal relationship data availability, year data .
Dhanasekaran Revenue, influence from GE to TR, whereas
between government from 1960-1961 to 1995-1996
(2001) Government .
tax revenue and ) were utilized. R o
. . . Expenditure . , Geweke’s test suggested bi-directional
expenditure in India. Data Analysis Geweke’s was .
causality when TR was the focus and no
used to measure the feedback : ]
causality when GE was studied. The
between revenue and ex- ] .
, . study emphasized how important the
penses. Granger’s causality . .
model is for figuring out how revenue
test results were compared. ]
. and expenditure relate to one another.
Research design:
Analytical research design,
focusing on exploring the
causal relationship
Grants and additional revenues indirectly
influence fiscal adjustments by reducing
The study uses per capita government spending;
normalization and
logarithmic modifications to Higher tax revenues are linked to higher
evaluate panel data from 48  government expenditures, in line with
contiguous US states the tax-spend hypothesis.
Devendent (1951-2008).
ependen .
Debt and grants both have a big impact
To examine the Variable & g mp

relationships between Government

government revenue  Expenditure
and expenditure in
Saunoris the Republic of Serbia Independent
(2013) in order to identify Variable

the steps that must be Tax revenues,
taken to lower the
country’s budget

deficit. Revenues

Grants, Income,

fixed-effects models, conducts
Debts and Other

descriptive statistics, and uses

Data Analysis
In order to study fiscal
interrelationships and the
long-term effects of tax
revenues and grants on total

on how government spending patterns
are shaped and fiscal imbalances are

balanced.

Availability of resources has a greater
government spending,

it estimates

impact on the extent of government
operations than does demand for
expenditures.

a six-equation error Compared to low-debt states, high-debt
states have different budget patterns,
most notably growing debt after previous
deficits.

correcting model.

Research Design

longitudinal panel data study

using panel data from US
states that are contiguous

The report makes recommendations for
particular policy measures, such as tactics
for cutting costs and dealing with
protracted debt accumulation.
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Continued

Ullah (2016)

Acharya (2017)

Goyal and Sharma

(2018)

IIDS (2020)

Burret, Feld and
Schaltegger (2022)

To investigate the

. Government
theoretical
. . Revenue
relationship between
government revenue
. . Government
and expenditure in .
. Expenditure
Malaysia.
Total
Government
To determine how Expenditure
government revenue
and spending have  Independent
changed between FY Total
2011-12 and FY Government
2015-16, then Income

investigate the Tax revenue

difference. Nontax
revenue

Other revenue

Total
Government
To assess the effects B di
nditure,
of several forms of xpe ) ture
. Capital
Indian government .
, expenditure,
spending (total,
. Revenue
capital, and revenue) .
) . expenditure
using specific
statistical technique Supply Shocks
known as SVAR
Monetary supply
response
To estimate potential Government
provincial and local revenues.
governments sources Government
of revenues. expenditure.
Government
economic
To analyze the impact lici
olicies,
of federalism in P .
. economic
economic
performances,
performance.

and canons of
federalism.

Analytical research on the
effects of income and
spending on Malaysia’s
ongoing development,
utilizing data from
published sources.

Secondary data analysis from
government publication

Descriptive research design

Uses a two-variable Structural
Vector Autoregression
(SVAR) model and expands it
to estimate both short- and
long-run multipliers by in-
cluding supply shocks and
monetary policy responses.

Descriptive and analytical
research design has been
employed. For the primary
data analysis, key informant
interviews and focus group
discussions were employed.

Decretive and analytical
research design.

In Malaysia, direct taxation accounts for
the majority of government revenue;

Majority of government revenue
originates from direct tax, yet
government spending primarily
fluctuates due to changes in indirect tax
revenue and non-tax revenue sources.

Suggests adherence to proper rules and
guidelines in policymaking for optimal
revenue-expenditure alignment.

Government spending is growing more
quickly than income, which causes the
fiscal imbalance to expand.

Compared to revex, capex has a larger
long-term multiplier; the short-term
impact stabilizes for revex; capex has a
higher cumulative impact (2.4-6.5x);
supply shocks have a different effect on
capex and revex; and disaggregated
spending analysis provides insights.

The short-term strategies focus on
strengthening the capacity and tax
administration. The medium-term
strategy concentrates on the
reassignment of tax rights to
sub-national governments. Long-term
strategy discusses the formulation of
policies and strategic investments for
economic growth at the sub-national
level.

the linkages between fiscal federalism
and economic performance is still
ambiguous.
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Figure 1. Conceptual framework.

2. Methodology

The study employed descriptive and analytical research design. For the analysis of
secondary data, the descriptive statistical tools were used. For instance, mean, me-
dian, and standard deviation, correlation and regression have used. Furthermore,
the primary data were analyzed and backed by the systematic literature review.
Therefore, the descriptive and analytical research design employed.

Population and sample

The study analyzed the federal government’s level secondary data for the anal-
ysis of structural pattern of income and expenditure. For the analysis of primary
data all provinces have been covered. However, among 753 local level govern-
ments, connivance sampling has used because we conducted focus group discus-
sion in the place of provincial government and incorporated local level govern-
ments also. Therefore, among 753 local level governments only seven local level
governments are incorporated. The participants are incorporated from academic
professional (doctors, professors, engineers, and economist), member of chamber
of commerce, representative of civil society, and journalists.

Operational definition of the variables

Dependent variable: Real GDP of the federal government has considered as de-
pendent variable.

Independent variables: The total revenue, foreign grants, foreign loan, capital
expenditure, recurrent expenditure, financial expenditure, money supply (M2),
import, and export of federal government have considered as independent varia-
bles.

Control variable: Inflation rate has considered as control variable.

Sources of Data

The secondary data used in this study covers 15 years (2010-2024). Information
have been gathered from Ministry of Finance, Nepal Rasta Bank, and Central Bu-

reau of Statistics (CBS). The primary data were collected from focus group discus-
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sion. The focus group discussion conducted in deductive way. Firstly, the themes
were determined and, on these themes, focus group discussions were conducted.
With the permission of participants, the discussion was recorded as well as notes
were taken. Based on the notes taken and recordings the conclusions were drawn.

Tools for data analysis

This chosen regression model enables a comprehensive examination of the re-
lationship between fiscal federalism and economic growth in the context of federal
level government. The dependent variable is the real GDP of the federal govern-
ment.

RGDP; = B + P1TR: + BoFG; + PsFL: + B4 CE; + PsRCE; + P FE: + PrMS: + Bsl: +
BoE:+ €

Where,

RGDP— Real gross domestic product of federal government.

TR— Total revenue of federal government.

FG— Foreign grants of federal government.

FL— Foreign loan of federal government.

CE— Capital expenditure of federal government.

RCE—Recurrent expenditure of federal government.

FE— Financial expenditure of federal government.

MS— Money supply of federal government.

I—Import of federal government.

E— Export of federal government.

&— Error term.

Focus group discussion

Focused Group Discussions (FGD) with academic professional (doctors, pro-
fessors, engineers, and economist), member of chamber of commerce, representa-

tive of civil society, and journalists were conducted based on deductive method.

3. Results and Discussions

Based on the revenue collection the budget of expenditure is prepared. The Gov-
ernment of Nepal has major three sources of fund revenue, grants and loan. Fig-
ure 2 presents the trends of revenue, grants and loan.

Government revenue exhibited a steady upward trend from 2066/67 to 2080/81,
except in 2078/79. Over this 15-year period, total revenue increased nearly fivefold
from less than NPR 200,000 million in 2066/67 to NPR 1,059,649.24 million in
2080/81. The highest growth occurred between 2073/74 to 2076/77 and 2078/79,
after which the revenue slightly declined and then slightly recovered. In contrast,
grants remained relatively stable throughout the period. Before 2073/74, grants
exceeded loans; however, following the establishment of federalized government
system, loans surpassed grants as the government borrowed more to finance in-
frastructure development for federal, provincial, and local offices. The GDP
growth rate for the period of 2073/74 to 2076/77 and 2078/79 also found high this

indicates as the revenues increases the GDP growth rate also increases (Figure 3).
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Figure 2. Trends of revenue, grants and loans (Millions of NRS).
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Figure 3. Trends of total expenditure, capital expenditure, recurrent expenditure and financial ex-
penditure (Millions of NRS).

Before the adoption of the federal system, all types of expenditures total, recur-
rent, capital, and financial were relatively low, and their growth rates were also
slow. However, following the implementation of the federal system, total and re-
current expenditures experienced significant growth, whereas the growth rates of
capital and financial expenditures remained comparatively low. After 2078 the fi-
nancial cost increased because of interest on debt financing, whereas the capital
expenditure has found decreasing. The capital expenditure is essential for the
long-term economic growth of the nation. This indicates that the government of
Nepal should increase capital expenditure to achieve goals of 16 five-year devel-
opment plan (Figure 4).

Figure 4 presents the total debt, export, import and trade balance. The trade
balance is always in deficit, the rate of deficit has found higher after 2073 but after
2080 the rate of deficit has decreased. The export increased form 64,338 million
to 152380 million during the study period from 2066/67 to 2080/81. The rate of
growth is low. The total debe has found increasing during the study period it has
increased nearly about eight times. After 2074 the rate of growth has found high.
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The rate of import has found also increasing, which increased around five times

during the study period (Figure 5).
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Figure 4. Trends of Total Debt, Export, Impost and Trade Balance (Millions of NRS).
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Figure 5. Trends of Real GDP Growth and Inflation Rate.

The real GDP growth rate was around 4.82 percent in the fiscal year 2066/67. It
slightly decreased and remained around 4 percent up to 2069/70. The growth rate
then increased, reaching 6 percent in 2070/71, but later declined sharply to 0.43
percent in 2072/73. However, in 2073/74, it rose significantly to around 9 percent.
Thereafter, it declined to —2.37 percent in 2076/77, increased again to 4.84 percent
in 2077/78, and continued to rise slightly in the following year. The growth rate
declined again in 2079/80 but increased to 3.87 percent in 2080/81. This trend
indicates that economic growth has been highly fluctuating, with the highest point
recorded in 2073/74 and the lowest in 2076/77. Economic growth appears to have
been more volatile after federalization than before.

The inflation rate, although showing some fluctuations, has generally de-
creased over the years. It was more than 12 percent in 2066/67 and declined to
5.4 percent in 2080/81, the inflation rate was lower after federalization than be-

fore (Figure 6).
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Figure 6. Trends of real GDP growth and inflation rate.

The association between revenue and expenditure have been found positively
associated. As the revenue increased as well as the expenditure the level of growth
of total revenue, and expenditure are increased throughout the study period.
Where, the growth rate after federal system it has found higher than before feder-
alism. The real GDP has also found constantly increasing. This implies that the
association between expenditure and revenue has been positive during the study
period (Table 2).

Table 2. Correlation analysis.

Correlation coefficients, using the observations 2010-2024
5% critical value (two-tailed) = 0.5140 for n = 15

RGDP TR FG FL RCE CE FE MS E I
1.00 0.98 -0.83 0.83 0.97 0.85 0.92 0.97 0.83 0.94 RGDP
1.00 -0.78 0.90 0.98 0.88 0.85 0.97 0.85 0.98 TR
1.00 -0.57 -0.78 -0.60 -0.86 -0.81 -0.63 -0.70 FG
1.00 0.89 0.87 0.60 0.82 0.70 0.90 FL
1.00 0.88 0.84 0.97 0.84 0.96 RCE

1.00 0.71 0.78 0.56 0.88 CE
1.00 0.88 0.68 0.78 FE
1.00 0.89 0.93 MS

1.00 0.87 E

1.00 1

All the variables have positive and high correlation with real GDP except for-
eign grants. The foreign grant has found negative and high correlation with real
GDP. This implies that total revenue, foreign loan, capital expenditure, recurrent

expenditure, financial expenditure, money supply (M2), import, and export of
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federal government have been contributing national economy. Whereas, the for-
eign grant has inverse relationship. The budget of Nepal government has been
around one third portion is foreign loan and grants. Therefore, the government
projects were not completed in time and that resulted to unable of achieving sus-

tainable goals like as 16" five-year development plan (Table 3).

Table 3. Regression analysis. Regression results where real GDP is dependent variable and total revenue, foreign grant, foreign loan,

recurrent expenditure, capital expenditure, financial expenditure, money supply, export and import are independent variables.

Models

10

TR

0.69
(0.11)

0.70
(0.07)

0.84
(0.06)

0.69
0.17

0.69
0.08

1.00
0.23

0.46
0.28

0.57
0.18

0.46
0.19

FG

-0.05
(0.98)

0.82
(0.76)

0.36
(0.88)

-1.91
0.47

0.11
0.95

-3.15
0.50

-0.81
0.75

0.70
0.77

0.20
0.93

FL RCE CE FE MS E I R?
0.91 0.76 0.10 3.01 -0.03 2.59 -0.31 0.994
(0.25) (0.10) (0.89) (0.00) (0.15) (0.22) (0.29) '
1.34 0.75 -0.02 3.23 ~0.01 1.68 —0.02 0.992
(0.15) (0.14) (0.97) (0.005) (0.43) (0.46) (0.92) :
0.91 0.76 0.09 3.01 —0.03 2.58 -0.31 0.995
(0.20) (0.05) (0.87) (0.00) (0.10) (0.16) (0.24) :
0.64 -0.11 2.41 ~0.02 1.26 -0.18 0.995
(0.15) (0.88) (0.00) (0.27) (0.47) (0.50) :
0.56 0.71 2.21 -0.00 1.82 -0.19 0.995
0.53 0.43 0.01 0.87 0.45 0.57 '
0.89 0.79 3.02 -0.03 2.41 -0.29 0.995
0.21 0.05 0.00 0.12 0.09 0.18 '
-1.45 -0.30 0.34 0.03 -1.42 0.07
0.976
0.21 0.64 0.83 0.35 0.69 0.90
0.42 0.27 0.11 2.25 0.57 -0.02 0,993
0.59 0.37 0.90 0.01 0.74 0.92 '
0.36 0.65 -0.63 2.59 -0.01 0.02 0,993
0.59 0.15 0.29 0.01 0.38 0.88 '
0.60 0.66 —0.44 2.77 -0.01 0.62 0,994
0.41 0.13 0.48 0.01 0.29 0.49 '

The relationship between real GDP and financial expenditure has been found
significant and positive. This implies that GDP has been increasing due to increase
in the foreign debt. If it exceeds more than the limit the economy would be in debt
trap. Whereas other variables have been found insignificant relationship.

Test of Robustness

The study has analyzed time series data. Therefore, the BLUE properties are
examined for the robustness.

Test of Normality (Figure 7)

The majority of the data were distributed normally. Therefore, the result of re-
gression is reliable.

Test of Heteroskedasticity

The study examined Breusch-Pagan test for heteroskedasticity, where the null
hypothesis is there is homogeneity among the data and alternative hypothesis is

there heterogeneity among the data. The test shows that all the individual as well
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as overall significance is more than 0.5. Therefore, we do not reject the null hy-

pothesis. This implies that the data are homogenous.

3e-05 T . T T T T T
Test statistic for normality: uhat1 Emm
Chi-square(2) = 3.180 [0.2039] N(3.8805e-10,29645) ——
2.5e-05 b
2e-05 b
=
€  15e-05 .
1e-05 b
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I \\ﬁ\
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uhat1

Figure 7. Test of normality.

Test of Autocorrelation

The Breusch-Godfrey LM test indicates that the null hypothesis of no first-or-
der autocorrelation (p > 0.05). The p-value is 0.6523, this implies that the residuals
of the model do not exhibit serial correlation.

Test of Multicollinearity

The test of multicollinearity shows collinearity problem. Therefore, the varia-
bles which have collinearity problem are excluded from the model and tested. This
would have normalized the problem of multicollinearity problem.

Major Findings form Secondary Data Analysis

1) The amount of grants exceeded loans before the fiscal year 2073; however,
loans have surpassed grants since then. When loans exceeded grants, economic
growth was also achieved; however, this growth was not sustained in the long
term.

2) Before adopting the federal system all the expenditures: total, recurrent, cap-
ital and financial expenditure have low level of growth rate. However, after adopt-
ing the federal system the level of growth rate of recurrent and total expenditure
found higher.

3) After 2078 the level of growth rate of financial cost found increasing.

4) The pattern of expenditure may hard to achieve the goals of 16" five-year
plan.

5) The total debt has found increasing at higher rate after 2074.

6) The real GDP growth rate has found fluctuation the ups and downs are higher
after federalization and the rate of inflation has found decreasing with small

fluctuations.
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7) The association between expenditure and revenue collection has been found
increasing and positively associated.

8) The budget of Nepal government has been around one third portion is for-
eign loan and grants. Therefore, the government projects were not completed in
time and that resulted to unable of achieving sustainable goals like as 16% five-year
development plan.

9) This implies that GDP has been increasing due to increase in the foreign
debt. If it exceeds more than the limit the economy would be in debt trap.

Analysis of Primary Data

Based on the primary data the themes: revenue generation, linkage to expendi-
ture, challenges and opportunities, grant distribution, revenue autonomy, sustain-
able development goals (SDGs), tax revenue, public expenditure, contribution to
revenues, equity in fiscal distribution, public accountability, social sector funding,
partnership for development, efficiency, fiscal decentralization, and revenue
verses expenditure were discussed. The focus group discussions were conducted
in Dhangadhi and other places of Sudurpaschim Province (51 participants), Surk-
het (17 participants), Butwal (12 participants), Pokhara (16 participants), Hetauda
(8 participants), and Birgunj (16 participants). We had four members as facilita-
tors in the team, among two members note down the responses of the participants,
one member recorded the responses and one member raised the issues based on
the predetermined questions. Based on the taken notes and listening the record-
ings, the following conclusions have been drawn.

Revenue Generation and Expenditure

With the adoption of a new constitution in September 2015, Nepal formally
became a federal nation; the state power in the previous unitary system was di-
vided into three tiers of government: federal, provincial, and local. There are seven
provinces and 753 local governments in Nepal. The rights of the three tiers of
government are outlined in the constitution’s schedule and include functional
rights, revenue rights, borrowing rights, and provisions for fiscal transfers. Fol-
lowing the nation’s federalization, provincial and municipal governments have
benefited from grants of all four kinds, with the National Natural Resources and
Fiscal Commission (NNRFC) overseeing fiscal transfers. To provide legal ar-
rangements for the fiscal transfers, the National Natural Resources and Fiscal
Commission Act, 2017 and the Inter-governmental Fiscal Arrangement Act, 2017
have both been promulgated. Similarly, the Local Government Operation Act of
Nepal, enacted in 2017, outlines the exclusive tax revenue rights granted to local
governments in the country. These rights empower local bodies, such as Rural
Municipalities and Municipalities, to independently levy and collect taxes within
their jurisdictions to finance local development projects, deliver essential services,
and fulfill their administrative responsibilities. Table 4 lists the assignment of
some important governmental powers in the three tiers of governments.

Prior until now, a lot of the functional duties that are allocated to the federal,

provincial, and municipal governments overlapped and were repeated throughout
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the three levels of government. The constitution made it plain which tiers of gov-
ernment are responsible for each function in order to prevent confusion and bet-
ter adhere to the “finance follows the function” theory. The fundamental question
of the functional assignment is “Who will do what” (Devkota, 2021).

Table 4. Exclusive and concurrent powers by assignment.

Exclusive Powers

Concurrent Powers

Federal and Provincial Federal, Provincial, and Local

Defense, central planning, currency, foreign affairs,

Federal ivi imi
citizenship, passport, etc. (Schedule 5) Civil and criminal procedure, Cooperatives. education

o ) o ) o supply and distribution of p Ves, edu >
Prov1nc.1al p?l1ce admlms.tranon, pfrmfmaal civil essential goods, population health, agriculture, irrigation,
Provincial service, hlgl.le.r .educatlon, prow.rlflal—.le\.fel . management, social security, Mines: minerals, disaster man-
development activities such as electricity, irrigation, . o, etc. (Schedule 7)  2gement, environment, forest,
roads, land management, etc. (Schedule 6) personal events, archaeology,

Town police, management of local services, basic motor vehicle permits, etc.

Local and secondary education, basic health, local roads, (Schedule 9)

drinking water, etc. (Schedule 8)

Source: Government of Nepal, 2015.

According to an analysis of revenue allocations, the federal government is
granted the majority of the authority to raise money under the constitution. But
this does not imply that all of the money raised by the federal government is spent.
Article 60 (2) of the constitution mandates that “the Government of Nepal shall
make necessary arrangements for the equitable distribution of the revenue gener-
ated by it from its sources, between the federal, province, and local level entities.”
As a result, a portion of this revenue is sent to the sub federal units. The National
Natural Resources and Fiscal Commission (NNRFC), which was established and
is now operating within the parameters specified by the constitution, is another
entity designated by the document to oversee fiscal transfers.

Table 5 shows the revenue-raising power assigned to the three tiers of govern-
ments. Proper execution of these rights is very important for the effectiveness of
federalism. The province and local governments have a duty and responsibility to
implement the norms of decentralization for the development of local levels.

This study aims to investigate the status of exclusive and concurrent fiscal rights
execution at the federal, provincial, and local levels of Nepal. In order to do that,
primary data were collected through FGDs cross-over the nation and analyzed
following thematic analysis. The government employees, member of chamber of
commerce, members professional unions, member of civil society, students, and
general public were incorporated in the discussion. Based on the discussion it is
concluded that the value added tax, custom duty and income tax covers more than
80 percent of the revenues, which belongs to federal government. Then the federal
government redistribute that revenues to the different provincial and local level
government in different headings such as regular grants, and conditional grants.

There has provision in the constitution, but the policies and action plan are not
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completely formulated and implemented, which has been araised confusion among
the three tires of government. They are escaping the responsibilities stating the
responsibilities of other levels government. The people of different provinces have
different version some of them stated that people of Karnali Province stated that
it should be focused as special province and the federal government should fi-
nance for it. They argued that the geography also considered while allocating the
grants from the federal government. Whereas, in other FGDs the population den-

sity should be the base for grants allocation.

Table 5. Revenue-raising powers by assignment.

Federal Provincial Local
(1) Property Tax
(1) Custom Duty (2) House Rent Tax

(2) Excise Duty

(1) House and Land Registration Fee

(2) Vehicle Ta (3) House and Land Registration Fee
X

(3) Value Added Tax (4) Vehicle Tax

A. Tax Revenue

(4) Corporate Income Tax

(3) Entertainment Tax

(4) Advertisement Tax (5) Land Tax (Land Revenue)

(5) Personal Income Tax (6) Entertainment Tax

6) Remuneration Tax

5T Agricultural I
(5) Tax on Agricultural Income (7) Advertisement Tax

(8) Business Tax

(1) Passport Fee
(2) Visa Fee

B. Non-tax (3) Tourism Fee (1) Service Fee (1) Service Fee
l.levenue (4) Service Fee (2) Tourism Fee (2) Tourism Fee
(5) Gambling/Lottery (3) Fines and Penalties (3) Fines and Penalty
(6) Fines and Penalties
(1) Other tax and nontax raised/levied (1) Other tax and nontax

C. Other
Revenue

(1) Other tax and nontax
raised/levied according to federal
and other prevailing laws.

according to the provincial law and  raised/levied according to the local
other prevailing laws on the provincial law and other prevailing laws on the
jurisdiction. local government level jurisdiction.

Source: Devkota (2021).

The FGD of Bingunj concluded that around 40 percent of the economic trans-
actions are in informal economy, which should be covered in the tax net by re-
ducing the tax rate. This implies that the tax revenues can be increased by widen-
ing the tax brackets by reducing the tax rates. Majority of the FGDs have argued
that either the provincial level government should empower by providing revenue
generating power otherwise eliminate provincial government. However, the FGD
of Birgunj clearly stated that the Tarai/Madesh is the major stakeholder of pro-
vincial government, it should be enhanced economically, at any cost it should be
preserved.

Linkages of Revenue to the Expenditure

The Nepal government has been using single basket system for the revenue col-
lection and expenditure system. The participants suggested that if multiple baskets
are created and certain percent of the revenue generated is spent in the same sec-

tors would produce better result. For instance, the revenue generated from road
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and vehicles is spent for construction of road and maintenance and same to the
other sectors.

Sustainable Development Goals (SDGs)

The government has been set goals for sustainable goals, but the arrangement
of revenues is lacking, which has been hindering the completion of project on
time. Further the budgets are allocated in small projects rather than focusing on
national prioritized projects. Which has been lagging on the achievement of sus-
tainable development goals on time.

Concluding Remarks

There has provision in the constitution, but the policies and action
plan are not completely formulated and implemented. Around 40
percent of the economic transactions are in informal economy, which
should be covered in the tax net. Majority of the FGDs have argued

R
eventl'le that either the provincial level government should empower by
eneration
g providing revenue generating power otherwise eliminate provincial
government. However, the FGD of Birgunj clearly stated that the
Tarai/Madesh is the major stakeholder of provincial government, it
should be enhanced economically, at any cost it should be preserved.
. Multiple basket system would be better for the completion of projects
Linkages .
and economic growth.
Sustainabl
vetamanie Should be focused on national prioritized projects rather then
Development llocatine funds i 1 ect
allocating funds in small projects.
Goals & pro)

4. Conclusion

The results show that while government revenue has increased over time, this
growth has been accompanied by a substantial rise in public debt and financial
liabilities. This suggests economic expansion may be increasingly reliant on bor-
rowing rather than robust domestic revenue mobilization, posing potential risks
to long-term fiscal stability.

Expenditure trends further indicate a structural imbalance, with recurrent and
financial outlays growing more rapidly than capital investment. This pattern may
constrain the government’s capacity to fund productive, long-term projects that
generate sustainable economic value. Although aggregate revenue and expendi-
ture correlate positively with GDP, the composition and efficiency of spending
emerge as significant concerns. Development driven significantly by debt and ad-
ministrative costs, without a parallel focus on strategic capital investment and fis-
cal prudence, may not yield stable, enduring growth.

Evidence from stakeholder consultations underscores operational challenges
within Nepal’s fiscal federal framework. These include ambiguities in the func-
tional and revenue-raising responsibilities across government tiers, limited insti-
tutional capacity at provincial and local levels for resource mobilization, and a

substantial informal sector that remains outside the formal tax net. Participants
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identified key priorities: broadening the tax base, enhancing tax administration,
and adopting a more sector-targeted expenditure approach to ensure revenues are
visibly reinvested into related public goods and services.

In conclusion, Nepal’s fiscal federal structure has created avenues for decentral-
ized governance and broader participatory planning. However, its effectiveness
counters on improved intergovernmental coordination, enhanced domestic reve-
nue generation, and more strategic expenditure allocation. Prioritizing capital in-
vestment, reducing over-reliance on external borrowing, clarifying and strength-
ening the fiscal autonomy of sub-national governments, and aligning revenue ef-
forts with nationally prioritized development projects will be critical for achieving
sustainable economic growth and the goals outlined in the national development

plan.
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