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A STUDY ON FINANCING OF HIGHER EDUCATION
IN NEPAL

EXECUTIVE SUMMARY

1. Findings and Challenges

1.1 Findings

The following are the main findings:

1.1.1 Enrollment Structure and Growth

Tribhuvan University overwhelms in higher education

enrollment (62% of the total in 1994). The enrollment in T.U. is

increasingly concentrated in social sciences and humanities, and

management. The girl enrollment is low and decreases with an
increase in the level of education. The enrollment below the certificate

level is negligible (0.8% ofthe total). The certificate level accounts for

60 percent of the total enrollment. The phenomena are similar to other

developing countries. Besides, the provision of private appearance in
examination is close to the low cost distance education.

The total enrollment in T.U. increased by 7.2 percent a year

during 1970-1994. It is a moderate growth compared to some Asian

Countries. In recent years, the enrollment growth has been moderate

in social sciences and engineering. It has been negative in agriculture



and medicines while it increased in management and education due to

market forces. The limited employment opportunity, expedient

enrollment policy (open access even to science education) and societal

preference for white-collar jobs led to increased enrollment in T.U.in

the past.

been in the four technical institutes. Thus, other institutes are starve,

of physical facilities and teaching equipment. Besides, the manpowe
development is also concentrated in the four institutes.

1.1.2 Expenditure

The unit capital expenditure in 1993 (at current prices) is

however, the lowest in management (Rs. 189) and the highest (Rc;

2,081) in medicine (the latter under the regular program).

The total real e"."penditurein T.D. increased by 3.1 percent

per annum during 1977-1993. The total expenditure at current prices

was Rs. 6,842 per student in 1993. Four technical institutes with 4.6

percent of enrollment in the total absorb 38 percent of the university's

total expenditure. The total unit cost is the highest in medicine (Rs.

48,181) and the lowest in management (Rs. 1,542). The total unit

expenditure has a faIling tendency in Nepal, a common phenomenon
all over the world.

b. Recurrent Expenditure

The real recurrent expenditure grew by 4 percent a yea

during 1977-1993. It amounted to Rs. 6,479 per student at curren

prices in 1993. The unit recurrent expenditure over the years had,

declining tendency. The recurrent e>.:penditureforms 95 percent of th(

total expenditure (the same proportion being spent by campuses, too).

The wastage of physical facilities prevails because of highly

inadequate finance for maintenance. The expenditure on salary

amounts to 80 percent in total and that on teaching quality 5 percent.

This pattem resembles with that of developing countries, in general.

But the amount allotted on it is meager, leading to. the shortage of

educational materials (e.g. equipment and joumals and even chalks).

Moreover, the total unit expenditure is low, inadequate to finance

essential activities in a sustained way.

The share of salary in recurrent expenditure has increasec

over the years due to an increase in campuses and the expedienl

employment policy to contain labor market pressure. Its share wa!

84% percent in 1993, which is not high compared to elsewhere. Thf

share of teaching salary in the total salary is 71 percent and the res.1

(29%) is non-teaching one. The teaching quality shares 5 percent ill
total recurrent expenditure.

a. Capital Expenditure

The unit recurre~t cost in 1993 (at current prices) is the

lowest in management (Rs. 1,390) and the highest (Rs. 46,100) in

medicine. Nevertheless, the unit recurrent cost is quite low in Nepal.

The capital expenditure has a negative growth. The share of

capital expenditure in the total was 5 percent in 1993. Its level too is

low as the unit capital expenditure at current prices was Rs. 363 in

1993 (Rs. 142 at 1985 prices). The major share (97% 1993) of it has

1.1.3 Internal Revenue: Structure and Growth

The total unit revenue at current prices was Rs. 1,144.30 in

1993 (Rs. 447 at 1985 prices), The total real revenue grew by 6.6 % a
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year during 1978-1993. The non-fee revenue grew faster than the fee

revenue in that period due to the low growth of tuition 'fee, a dominant

component of the revenue. The fee revenue forms 75 percent of the
internal revenue and the rest is non-fee one. Tuition and examination

fees are the dominant fee revenue sources, accounting for 52 % and 31

% respectively. Nevertheless, the unit revenue is quite low because of

low fee structure and underpricing of other services.

repetition and failure rates imply deterioration in teaching inputs,
however. The inadequate educational materials have further

aggravated it. It means that the internal efficiency level is low, leading

to enrollment search abroad and a consequent draining out of the

limited finance. The increased higher education cycle by additional 2

years of waiting time has further prompted students to go abroad.

1.1.7 Private Costs

1.1.4 Sources of Financing

The government overwhelms in financing of higher

education; and it financed 71.4 % of the T.V. toral expenditure in

1993. Foreign aid was the second source with 12 % share. The

internal revenue of the university met 17 % of its financial

requirement. The local resource mobilization, though potentially

viable, had limited role in the past, especially in the late 1970s and
1980s.

The total private costs to a student amount to Rs. 3,820 per

annum at 1993 prices, in which the direct private costs are just
21.50%.

1.1.8 Institutional Base

1.1.5 Financial Resource Gal) and Cost Recovery

The institutional mechanism is highly centralized. The

budgeting is not program bas(:d. The quality of manpower needs

improvement. However, the incentive mechanism is weak, leading to
moonlighting and braindrain.

Th(: financial resource gap widened in the 1980s. It has

narrowed down in recent years. The internal revenue financed 20 % of

the financial need of the university in 1993, a reasonable cost recovery

compared to elsewhere. The fee revenue met 75 % of the cost

r(:covery.

1.1.9 .Information Base

The information base is weak. The fragile structure of

information constrains rigorous analysis of the pattern of revenues,

expenditures and enrollments. The flow of information for decision-

making takes place with more time lags.

1.1.6 Internal Efficiency
1.2 Challenges

The rising student-teacher ratio and the falling unit recurrent

cost indicate reaping of economies of scale and thus increased internal

efficiency, to a limited extent. The low teaching load, overcrowded

classes in some campuses and low teacher quality in others, high

The following are the major challenges facing the university.
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1. The university has been in the financial squeeze, leading to

inadequate financing on: 6. Weak information base constraining rigorous analysis of the

structure of enrollments, revenues and expenditures.
a. teaching quality, including inadequate manpower

development through further training and seminar.

It is especially so in non-technical institutes and
facilities.

poor maintenance of physical facilities, including

educational equipment.

lack of adequate physical facilities in non-technical
institutes/faculties.

lack of qualified administrative personnel.

inadequate salary, enticing the staff for

moonlighting and braindrain.

Enrollments in T.U. are projected with regulation and phasing out of

the PCL. The regulation and the phase out will allow the provision of the

regional development of higher education with the assumption of increased

private sector participation. The provision of regulated enrollment allows the

possibility of the promotion of self-financing mechanism elsewhere. The late

phase out of the PCL level, i.e. by 2006/07 has been considered tenable. Under
this, the total enrollment in T.U. will increase from 103,840 in 1993, to

138,199 in 1997, 177,249 in 2002, and to 197,153 in 2007. The total financial

requirement to T.U. will be Rs. 926.20 million in 1997, Rs. 1,010 million in

2002, and Rs. 1,040.30 million in 2007. This scenario presumes effective and
efficient allocation as well as use of resources.

2. Projections

b.

c.

d.

e.

This financial squeeze has, thus, led to the wastage of

physical and human resources.

2.

3.

4.

5.

Overstaffing in both teaching and administration arising out

of the non-provision of research assistants, political

expediency of extension of campuses, and job creation in
them.

The total capital expendit~re requirement in T.u. will be Rs. 86.10
million in 1997, Rs. 102.70 million in 2002, and Rs. 95.30 million in 2007.

The infrastructural provisions exist in the four technical institutes; and

provisions are made for' increased infrastructure in general science (1ST).

Besides, the expenditure on capital goods with the varying economic life, say 3

to 30 years, is an annualized one. Thus, the amount of capital expenditure

would be enough for a moderate improvement in infrastructure under the

situation of improved resource allocation and utilization.

Program addition without adequate financial support, leading

to underfinancing of activities, and arbitrariness in financial
allocation.

Low internal efficiency: high repetition and failure rates. The total recurrent expenditure requirement will be Rs. 840.10 million

in 1997,Rs. 907.50 million in 2002, and Rs. 944.70 million in 2007. The

projection is based on the environment of the financial squeeze and is, thus, a

moderate one and is based on the presumption of efficient resource allocation
and utilization.

Very.ow unit reve,nue due to low fee levels and inadequate

user charges for housing, utilities and other services. This has

led to low cost recovery.
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The total internal revenue will be Rs. 141 million in 1997, Rs. 192

million in 2002, and Rs. 253 million in 2007. The revenue lows through the

PCL phase out is inbuilt in the level of internal revenue generation.

1.3 The cost recovery should be partial, i.e. the recurrent one

only. The cost recovery rate shOlddbe as follows:

The (recurrent) cost recovery rate will be 17 % in 1997, 21 % in 2001
and 27 % in 2007.

a) 30-50 percent in humanities and social sciences

(excluding economics), and education.

The above projection provides moderately improved teaching quality

as well as facilities in the university. Since the projected internal revenue

provides limited scope for the increased allocation for teaching quality,

physical facilities, and adequate remuneration to manpower to contain

moonlighting andbraindrain, it would be pragmatic to have both efficient

reso}lrce use as well as an increase in the level of expenditure. For the latter
strategy, the university should incr~ase fees and other user charges further
together with the mobilization of external financing.

b) 50-70 percent in engineering, general SCience,

forestry and agriculture.

c) above 70 percent in economics, law, management
and medicine.

This strategy should be related to 1-2 above.

1.4 User charge

3. Recommendations The user charges other than fees should also be raised gradually. The

user charges for accommodati.on (hostel and staff quarters) and for the

consumption of public utilities (e.g. electricity, water, telephone and so on)

needs to be raised by 5 percent every year.
Thefoll°'Ying are the stnHegies recommended to policy makers:

1. Resource mobilization
1.5 Consultancy, Training and Seminar

1.1 The tuition waiver should be reduced immediately, say by

1995, to. 10 percent students. Then it ought to be further

reduced to 5 percent students.

The university should vigorously promote consultancy and training

and seminar services in an institutionalized way. The research centers should

be mobilized with the provision of greater autonomy. Such a measure means a

decentralized management mechanism.1.2 The fee levels ought to be increased by 10 percent either

every alternate year or by 5 percent every year from 1996

onward. The latter strategy will yield more revenue with less

cost of political resistance.

8
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1.6 Sales of Selective Publications

The university should pursue the strategy of the selective promotion of

sales of publications. It ought to encourage ~e publication of research works.
Besides, it needs to initiate the publication of standard textbooks with (net)

profit margins of 2-3 percent. This strategy will benefit consumers of the

publications, too.

needed for increased private sector partjcipation. Evidences abound in legacy in

the form of Amrit Science College and Shankar Dev College.

1.10 Student Loans

1.7 Commercial Use of Some Assets

Though the student loan that is generally given for tuition and living

is a potential cost recovery source (2), the repayment is low. It has a high

default rate and high administrative cost. Thus, it is not viable here due to
weak administrative mechanism.The university ought to allow campuses to use some of their assets

(e,g. land, auditorium, etc.) for commercial use. However, it should not

infringe on the educational environment. Besides, the concerned campus ought

to be allowed to use the generated revenue for its own development. The central

authority will have to monitor it, however.

1.11 Rationale for State Financing

1.9 Local Resource Mobilization

'The government is the major consumer of services of the products of

higher education. It needs high-level manpower in the general civil service and

technical ministries such as agriculture, education, forestry, health,

transportation and so on. Besides, it needs school teachers, too. The phasing

out of the PCL would not lead to the corresponding shift of university teachers.

It means that the university needs to produce more post graduates, especially in

science, mathematics, statistics, and English language, and so on. It implies

that the government, should have optimum use of existing educational

infrastructure and it should shoulder additional burden of investing on physical

facilities. That is possible to the government through the provision of

additional finance. to the university as it is the best alternative with least

additional cost. Besides, development also depends on the level of educational

attainment of its labor force (e.g. Germany, U.K. Korea, Taiwan, France,

Russia, USA, Japan, etc.). In fact, students with, limited fuiancial affor,dability
enroll in the public university, and, thus, it can contribute to the promotion of

social justice. The governments elsewhere contribute sizable proportion of

funds to public higher education, too. All these factors entail a pragmatic

burden sharing in financing ofT.U.,by the government.

1.8 Deposit Mobilization

The deposit mobilization is a potentially viable option to contain the

financial squeeze. The increased deposits from students for library, laboratory,

hostels and recreation in particular should be initiated by the university. Such

deposits would have to be put to funds for the concerned activities that would

allow to increase the supply of services for educational quality.

In addition, to ,raising fees and deposits, the university should

encourage individual campuses to mobilize local resources arid allow them to

use the resources themselves. Yet it would have to monitor the efforts. Besides,

the university need to endeavor to acquire more donations and endowments at

the central as well as local levels. The transparency of local participation is

10
11



1.12 Foreign Aid

The university should endeavor to acquire increased foreign aid in the

fonn of grants and loans. It would be preferable to go to multilateral donors. In

fact, the university has moved in this direction. Besides, the possibility of joint

venture should be explored in specific areas such as medicine, agriculture and

forestry where diversity abounds for wide spectnuned education.

2. Increased Financial Allocation

The university should allocated more finance on the following areas:

2.1 Teaching quality

The university should increase finance for teaching quality on both
capital as well. as current accounts. It should allocate more funds for

educational materials, research and training as well as seminars, publications
and so on.

2.2 Adequate Provision for Maintenance

The present level of financial allocation is quite inadequate for
maintenance. Thus, the financial allocation should be increased for it.

12
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2.3 Provision of Financial Incentives

The present pay scales are quite inadequate for a sustained living 1
the staff of the university. Thus, it is necessary to increase salaries of the staff.

2.4 Physical Facilities

The university should initiate selectively the creation of physic.

facilities. It should first do so in general science and management, and so on.

3. Institutional Reform

The institutional reform should be pursued in the following areas:

3.1 Budgeting

The budgeting should be program"based and should reflect tl1

revenue as well as expenditure by level, institute and faculty. Efforts need to t

made to provide cost and revenu'e infonnation by level of tertiary education.

3.2 Strengthen Information Base

The information-base should be strengthened to have better and timel

infonnation flow .regarding enrollment, revellUe, expenditure and teachin

load. The information should reflect all the institutes, faculties, centers, an

central office, including the controller of examinations.

3.3 Monitoring

The.university should institutionalize the monitoring mechanism th,

should include general administration, too. The Planning Division shoul

undertake this activity.

13



Tribhuvan University's top management should allow campuses to

function freely regarding enrollment, financial management and local resource

mobilization. The university should monitor and make their functioning

transparent to the public.

3.4 Decentralization Institutionalization of monitoring of activities, includin~

teaching load and use of resources to promote their opt
use.

c.

d. The training for financial management,

accounting,needsto be givento the staff.

inclu

3.5 Calendar of Academic Operations 4.2 Overstaffing:

As staff salary and benefits consume 83 percent of its regular bu

TU should introduce rigorous work load norms for teachers. Creation of s'

academic posts should be based on verifiable program needs and
definitions. The retired staff should not be replaced. The voluntary retire

policy has to be initiated in the u,niversitywith caution, however.

Tribhuvan University should improve calendar of academic

operations.They should introduc~refreshercoursesprior to the operation of

the regularclasses.

4. Internal Efficiency and Resource Utilization

4.3 Improvement in curricula and teaching methods.

The following measures should be taken to increase internal

efficiency: Improvements in curricula and teaching methods shou

pursued continuously.
4.1 Improvement in financial management:

4.4 Improvement in General Administration:
a. program-based budgeting:

The traditional method should be replaced by program-based

budgeting.

The general administration is weak, and inefficient that has
rectified.The training is crucialfor this.

These measures will promote optimal use of resources in the futu]
b. Improvement in accounting system:

The revenue and expenditure, including foreign aid, should

be maintained by institute. The revenu~ collection should be
made more effective.

14 15



5. Role of the University Grants Commission (UGC)

The UGC should allocate financial grants to higher education. Since

the state should shoulder major share in financing of public higher education,

the UGC should continue to the present share of financing to TU., that is 70 %

of its fund. For alleviating the financial constraint of TU., it would be

preferable to opt for 80 percent of its grants to T.U. The higher education

outside the TU system is just evolving. So the above strategy for the UGC

would be pragmatic. However, it would be pertinent to know how UGCs

elsewhere function. For this an in-depth study should'be made in the immediate
future.

TERMS OF REFERENCE FOR A STUDY ON

FINANCING OF HIGHER EDUCATION IN NEPAL

Background

6. Regionalis:dion and Decentralization

Financing of higher education in Nepal is passing through a critical stage. The

sub-sector is chronically underfinanced with declining State allocations and per

student cost at constant prices whereas the enrollments are doubling every five

years. The level of cost recovery is fairly low. The university has only limited

sources of income which can meet only.about 8% of its operational expenses.

The regulated enrollment takes into account the regional development

of universities. The phasing out of the PCL also takes care of decentralization.
Besides, the latter issue is tackled above.

Objective of the Study

7. Further Eml)irical Research Works

The study will examine the financing of higher education in Nepal over the

period of two decade (FY 1973/74 -FY 1993/94) and make projections for the

next decade covering various scenarios with policy issues and options for each

scenario and make concrete recommendations covering the following major

areas. The study will try to find answers to some of the following major
issues;Further empirical research works are needed on the following issues:

a. how to make internal financial system efficient, especially on

budgeting, accounting and resource allocation.

1. What are the alternative sources offimlncing higher education in Nepal?

2. How to,generate additional income for Tribhuvan University?

3. How to recover operational/capital co<'ts?

4. How to rationalise expense and become more efficient?b. functioning of private higher education systems.

c. private and public rates of return of higher education. Major Areas to be covered by the study will be:

17
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A. Structure of Funding
F. Allocation and Utilisation of Resources

What are the Sources of Revenue ?

What is the Role of the State in the funding of Higher Education?

How much should the State allocate for higher education? and why?
Foreign Aid: Loan, grant, and technical assistance

How much is raised through Tuition and other Student Fees?

What is the scope of Local and Community Sources?
Any Other Miscellaneous Sources of Revenue?

What is the Budgeting Process in Tribhuvan University?

How do the Budget Heads compare with those in some well-know

regional universities?

What are the main basis and rationale of budgetary allocation of
resources?

What is the rationale behind the resource allocations under the

following heads?

Capital Investments versus Operational Expenses

Academic versus non-academic expenses

The Salary components: Teaching versus Administrative Salary

?rovident Fund, gratuity, pension and fringe benefits

Maintenance of buildings and equipment
Examination Fees and Costs

Scholarships and Student Welfare
Research and Publications

Instructional Expenditures
What is the nature of Subsidies: direct cost subsidies versus indirect

subsidies?

B. GDPIGNPRatios

What is the National Budget Scenario during the past two decades in
the regional and international contexts?

C. University Financing and the Role of the State

What has been the role of the State in Nepal in financing university
education?

D. The Potential for Revenue Diversification

What are the potentialities for revenue diversification in higher
education?

G. Unit Costs of Higher Education

E. Public and Private Costs of Higher Education

What are 'the unit costs by level and by faculty/institute?

Aggregated unit COIYtsversus'disaggregated unit costs

Unit costs at current prices versus unit costs at constant prices

Problems of anaIysing unit costs: Indeterwinacy of unit costs
Variability of unit costs by year; level, call1pus,faculty and institute

What are the private costs of higher education and how they compare

with the public costs? How do these compare with the public returns and

individual returns to higher education?
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H. Mobilizing S'tudentResources and Cost Recovery

M Differences in State Investments in Different Levels of Education
What are the major elements of cost to be recovered from students?

What other budget heads should the student fees cover? The Problems of Costs, Equity and Public and Private Returns to

Higher Education
Which level or levels of education should the State support? and to

what extent?

1. Income Generation and Resource Mobilisation

What are the major potential internal sources/avenues of income

generation? .' .

What external sources are likely to be forthcoming and mobilised in
the 1990s?

N. Differences Between Tuition Fees in Private and Public Institulions of

Higher Learning

J. The Community and Local Sources of Support for Higher Education
What policy initiatives can be taken by the Government and/or the

university to optimise the fee differentials at Tertiary Level and lower

levels and the Fees in Public institutions and private institutions?...

What has been the extent of community and local support for higher
education in the last two decades?

How much resources are likely to be generated through the community
and local bodies?

O. Funding Mechanisms..

What types'of funding mechanisms are likely to be most appropriate

for the Nepalese context? and for which type of institutions of higher
education?K Privatisation of Higher Education

What are the policy implications of privatisation of Technical

Education and capitation fees?

How much should the State grant to private universities and private

campuses? and on what basis?

How do we overcome public willingness to pay higher fees abroad and
resistance to do so at home?

Negotiated Budget/Direct Transfers

Capital Grants
Recurrent Grants in Aid

Matching Funds
Incentive Funds

L. Regiona/isation of Higher Education

What can the State do to redress regional. imbalances in State

investmentsin highereducationand the problemsof accessand equity?
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P. The Role of the Proposed University Grants Commission Resea.'ch Team and Budget for the study on

Financing of Higher Education in Nepal

Executed jointly by Centre of Economic Development and Administration
in collaboration with

the Central Department of Economics and

the Central Del)artment of Management.

What could be the most explicit and transparent academic criteria for

allocation of State funds among institutions of higher learning? What are

the likely conflict of interests and criteria, e.g., between equity

considerations and quality considerations,between political considerations

and academic consideration. What might be the possible criteria for fund
allocation?

Budget: NRs 747,800

.The studywill lastfor 6 months. At the end of the studya workshop/seminar

will be organised to discuss and disseminate the findings. Limited copies of

the report will be circulated among policy-makers and educational experts.

Duration: 6 months; effective from December 14, 1993 to June 14, 1994

Final Report to be submitted on June 14, 1994

Submission of second revised Final Report on November 14, 1995
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