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Preface

The Vidgting Research Fdlowship in Internationd Economic Issues and Devel opment
Policy is a progranme conducted by the RIS under the Indian Technicd and Economic
Cooperadion (ITEC) Programme of the Government of India with the objective of providing
to the offidds and scholas from other developing countries an opportunity of receiving
traning in India in gedfic aeas of common interest. Under the Vidting Research
Fdlowship progranme of the RIS the sdected Fdlows spend about four months with RIS
during which they atend specidized courses on sdect themes in the fidds of economic
devdopment and internationdl  economic rddions and dso work on a sdect theme of
research under the guidance of the RIS faculty. The Vidting Felows ae dso given an
opportunity to interact with expertsin different fidds

Dr. Gyanu Rga Shrestha, Tax Officer, Minidry of Finance, Nepa, conducted hs
recarch @ RIS during February-May, 2003 as a Vidgting Ressarch Fdlow under the
progranme. He dso interacted with offidds in the minidries government organizations,
industry and scholars in the academic world.

This paper resulted from Dr. Rga's work on “Nepatindia Bilaterd Trade Reations
Problems and Prospects’ during his say a RIS, under the guidance of Dr. Ram Upendra
Das, Fdlow, RIS.

An ealier verson of the paper was presented a the Seminar on “Deveopment
Cooperation Prospects between India and Other Developing Countries” held & RIS on May
28, 2003. The Seminar had representation of minidries and government organizations,
embassies, industry and academics, and the paper benefited from the feedback.

We ae happy to release the research paper of Dr. Rga as RIS Discussion Peper for
contributing to wider awareness about the potentids of cooperation between India and Nepd.
We do hope that the idess and suggestions contained in this paper would be found useful both
in Indiaand Nepd.

(Nagesh Kumar)
Director Generd
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Chapter |
I ntroduction

1.1. Economic Reationship between Nepal and India

Economic rdaionship between Nepd and India is unique. There are historica, geographicd,
culturd, linguigtic, ethnic, socid and family links between people living in India and Nepd.
Indtitutions relating to government and the economic activities are dso more or less smilar.
Therefore, the trade and other rdated rdationship between Nepd and India has its own
significance. Trade rdaionship between these two countries often goes beyond the economic
reason ggnificantly influenced by the socid-ethicd norms and values. Research and Studies
reved that both the countries have comparative cost advantages in trading amongst
themsdves for severd reasons. Hidoric trade rdation, geogrgphical  proximity, identica
culture, smilar agriculture productions are cited few examples quite repeatedly. Economicd
trangport cost is seen as another important factor determining the volume of trade between
these countries. In view of the risng energy codts, it often conddered that the transport codts
are likely to rise so that the transport cost advantage to both these countries trading with each
other is likdy to increese in future. This would further incresse the potentid for trade
between these countries® Timilsna (2000), on the other hand, notes that the economic
cooperation between Nepd and India is based on the movements of goods and services across
Nepa-India border of @out 1,600 km. The movement is free and spontaneous. This
movement further accderated by the movement of people for economic pursuits, socid and
mariage redations. The culturd ties and nonexisence of visa sysem have crested better
environment for the conduction of free trade between the two countries?

Indo-Nepa trade hes its own importance for the economic devdopment of both these
countries. Trade rdadion with India is raher crucid to Nepd paticulaly due to her land-
locked geogrgphic characteristics. Trade datistics show an increesing trend of trade in both
the exports and imports. However, it is noteworthy that the trade baance is not in favour of
Nepd. As such, it does not present a convincing picture in the macraeconomic performence
of Nepd. Both the countries have redized the sgnificance of bilaterd trade. Trade with India
is likdy to play further a key role in trade and indugtrid fronts in the future as wel. Trade
and trangt tregties held between the two countries are continuoudy reflecting the fact. And,
thee tredties have increesingly guided the trade direction, more specificdly in the case of
Nepd. Taking into account these factors, this study has made an attempt to andyze some of
the key issues reated with Indo-Nepd trade redion and scope for improving trade
relaionship between these countriesin the future.

1.2. Trade and Trade Liberalization

The conventiond economic wisdom holds that trade is beneficdad to growth of a country.
Although one country may have a higher productivity in the production of dl goods
compared to another country, the rdative productivities in producing different goods will
differ. Trade is based on the rdaive compaative advantage and increases wdfare in both
countries. It has been increasngly sressed in recent years that wefare would only come from
increesed exports. Trade liberdization, in this direction, pants a picture suitable for export
promotion. On the other hand, it is ds0 agued that the participaing countries should share
the bendfits of free trade. Trade liberdization as a policy focus predominantly on diminishing
redrictions to the free internationd movement of goods and services. More, in paticular, it
indudes the diminishing of import quota and the loweaing of export taxes. These policies will
result in a decrease of the price of importable, and in an increase in the price of exportable. If



markets work as they are expected to work, these measures lead to increases in imports and
exports. And, a bdance trade scenario is obtained. Trade liberdization, more often, forms a
pat of sructurd adjusment progran of a country.® Economic reforms programs in many
countries can be seen as a consequence of this program.

1.3. Economic Reform Initiatives

It is noteworthy to note that the South Adan economies (SAEs) launched comprehensve
reform programs a the beginning of the 1990s. However, some attempts were made towards
the opening up of trade and invesment regimes in the 1980s The reform initiatives included,
among other things reducing the leve and disperson of tariffs and quantitative redrictions
and improving regulations on domedic and improving regulaions on domesic and foreign
invesments® Nepd and India dso stepped towards economic reform process during this
period.

The new economic thinking involving Speedy economic liberdization oriented toward free
and compdtitive market in Nepd and India has by and large, contributed in changing the
scenaio  of IndoNepd trade rddion. Steedy move towads economic liberdization
undertaken by the both countries brought fundamental changes in the paitern and direction of
economic exchanges between them> As such; the traditiond age-old relationships between
these two neighboring countries assumed new dimendons with economic and trade
liberdization regimes.

1.3.1 Economic Liberalization in India

India darted to deregulate her economy in the mid-1980s when the import redrictions on a
number of goods were rdaxed by expanding the podtive OGL lig, tariff rates on capita
goods were brought down, and FDI policy was liberdized. In July 1991, the government
initiated a comprenensve packege of reforms covering trade, indudtrid and exchange rate
policy regimes The import licenang sysem has been damantled. As non-tariff barriers
(NTBs) were phased out from al tradesbles except consumer goods in early years of 1990s
the quantitative redrictions (QRs) on the remaning items have been phased out by March
2001, two years ahead of the origind schedue The QRs on imports of around 2300 items
from SAARC countries had been removed unilaterdly in 1998. The pesk taiff rates have
been brought down to a maximum of 50 per cent from up to 355 per cent and average
weighted tariff rates have come down from 87 per cent to just 20 per cent by 1999. Taiff
raes on mos of the commodities had been brought well bdow the bound rates by1998/99
exoept for 40 commodities.

The New Industrid Policy (NIP) of 24 July 1991 and subsequent amendments brought far-
reaching changes in the policy regime govening the indudrid invesments The indudrid
licenang (or gpprova) sysem tha regulated the indudtrid investments in the country has
been dismantled by abolishing the requirement of obtaning on indudrid license form the
government in dl except 14 specified indudries that need to be regulaed because of
environmental or security consderations. Many indudries, earlier resarved for public sector,
have been opened to private induding foregn investments such as telecommunication, roads,
ports, power generation, petroleum refining. NIP accords a much more liberd dtitude to
foreign direct invesments (FDI) than ever in the pogt-Independence India For speedy
dearance of FDI proposds the policy dlows an automatic gpprova system subject to the
fulfilling of specified equity norms. A Foreign Invesment Promotion Board (FIPB) has been
st up to condgder dl other proposds that do not qudify for automatic dearance FIPB is
empowered to gpprove up to 100 per cent foreign ownership. The redrictions on invesments



by large industriad houses and foreign controlled companies under the MRTP Act were dso
abolished. A phassd program of disnvesments of public ownership in public sector
corporations has been launched. The outward investments by Indian enterprises were aso
liberdized and proposds fulfilling certan norms could now be granted automatic gpprovd.

The partid convertibility of rupee on the trade account was announced in the 1992-93 budget
that was subseguently broadened to full convertibility on current account by August 1994.
The Capitd Issues Control Act was repeded and the Securities and Exchange Board of India
(SEBI) was sgt up as a watchdog for regulating the functioning of the cepitd market. SEBI
has focused on the regulatory reform of the capitd make as wedl as on maket
modernizetion. Online trading and demateridized trading have been introduced. Companies
have been dlowed to buy back ther own shares subject to the regulaions laid down by SEBI.
In September 1992, the govenment announced guiddines for invetments by foreign
inditutiond investors (Flls) in the Indian capitd market. FlIs ae now wecome to inves in
dl types of securities traded on the primary and secondary market with full repatrigtion
benefits and without redtrictions on dther volume of trading or lockin-period. In January
1993, a packege of financid sector reform was announced that included permisson to new
private sector banks including foreign joint ventures. The government has dso edablished a
policy regime for the functioning of private nontbanking finance companies (NBFCs) and
agencies for rating their credit worthiness.®

1.3.2 Economic Liberalization in Nepal

Nepd opened up its economy in the early 190s with the adoption of economic reform
packege. The reform messures have dnce covered dmogt dl sectors of the economy
induding trade and investment, fiscd and monetary policies financia and capitd markets
and other economic and socd sectors. The import licensng sysem and quantitative
redrictions were diminated and tariff rates and dructure were reduced and retiondized to
meke the trade sector competitive. The trade weighted nomind rae of protection declined
from bout 80 per cent in the early 1980s to about 31 per cet in 1994. Smilaly, the average
rate of protection has declined from about 111 per cent in 1989 to 16 per cent in 1992. In a
gmilar manner, the number of dabs subject to protection fel from more than 100 in the
1980s to 5 in 1996. Additiond messures initisted to promote internationd trade include the
introduction of a bonded warehouse, duty-drawback scheme, initigion of the multi-modd
facility (dry port) and an export-processing zone.

A new bilaterd trade tresty sgned with India in 1996 supported the trade reform program of
Nepd. The treety dlows Nepa to export manufactured products to India free of customs duty
and quantitative redrictions. Similarly, in order to improve the environment for invesment,
the Indudrid Enterprise Act, 1992 and the Foreign Invesment and Technology Transfer Act
(1992) were enacted in line with the open, liberd and marke-oriented policy. These Acts
have further improved invesment incentives No license is required for the establishment,
expandon and modenization of indudries except for a few rdaed with defense, public
hedth and environment. In chort, the environment was made more conducive to larger
inflows of foreign direct invesment (FDI).

Financid sector reforms have dso been caried out to support the trade and indudrid
reforms. Interest rates were deregulated and joint-venture banks were dlowed to open up.
Nepd dso induded full convertibility of the Nepdese rupees on the current account. The
overvaued Nepdex currency was aso corrected to improve export competitiveness of the



trade and indudrid sectors HMG/N has been committed towards trade liberdization through
amplification of trade and tax procedures, and dso through revisng cusom taiffs to
encourage exports and ultimately attract more foreign investments.”

Furthermore, various sectord draiegies have been introduced to aitract invesment. The
Hydropower Policy 1992 has opened up new avenues to deveop the hydropower of the
country by motivating nationd and foreign private investors in this sector. The liberdized
aviagion policy has contributed tourism indudry dgnificantly. Roaed, arport condruction and
telecommunication sarvices have adso been opened to the private sector in order to attract
more domestic aswell as foreign investments and to improve service ddivery.

1.3.2.1. Financial Sector Reform

The Nepdese financid system is in the midst of greet changes dong with Nepd's preparation
for entry into World Trade Organization (WTO). Nepd Rastra Bank (the centrd bank) has
given priority to the financid sector reform by deveoping and updating necessary policies
and guiddines for further consolidation of the financid sysem. Nepd Radra Bank Act 2002,
formulation Fnancid Indituions Act, Fnancid Intemediay Act, Debt Recovey Act,
management trander of the two largest banks i.e Nepa Bank Ltd. And Redriya Banijya
Bank, proposds for redtructuring of the Agricultura Development Bank and Nepd Indudria
Development Cooperation (NIDC) can be seen as the mgor initiatives undertaken in respect
to the financia sector reform process.

1.3.2.2. Nepal’ s Accession to World Trade Organization (WTO)

With the growing globa integration, there ae benefits and advantages to the domestic
economy reflected in grester competition with the lower cost and higher qudity goods as well
as the opportunity for resching the potentid inherit in the country’s comparative advantage.
To capture those benefits and advantages of globd trade, Nepd has commenced the
accession process for membership in the World Trade Organization (WTO).

Nepd had formdly aoplied for GATT membership on May 1989. Nepd became an obsarver
to the WTO in December 1995. It is to be noted that WTO provides for observer status for
governments to dlow them to familiarize themsdves with the organization and to prepare for
accesson  negotiations. Nepd converted the goplication for membership in GATT to
membership in WTO in 1997. The Working Party established for Nepd’s a&cesson to GATT
was d0 transformed into a Working Paty on accesson to WTO. In accordance with WTO
procedures for accesson, Nepd had submitted to the Working Paty a Memorandum of
Foreign Trade Regime in July 1998. The WTO Secrdariat circulated Nepal’s Memorandum
on Foreign Trade Regime to WTO member countries in August 1998 and invited any queries
and comments from membes. The WTO Secretariat compiled d the queries and comments
on the Memorandum of Foregn Trade Regime, which were forwarded to the member
countries, and passed them to HMG/N in January 1999. There were dtogether 364 questions;
based on the Nepdese laws, 24 questions on economy, economic policies and foreign trade,
178 on the framework for making and enforcing policies affecting foreign trade in goods and
savices 114 on trade reated intelectud property rights regime and 48 on trade rdaed
savice regime. Nepd responded to the queries and quedtions raised on the Memorandum by
WTO members in 1999 and 2000. In this process, the project for “Nepd’s Accesson to the
World Trade Organization (WTO)” was formed on July 1999.°

The fird medting of the Working Paty was hdd on 22 May 2000. After the meeting, the
WTO Secrdariat trangmitted additiondl questions, which had been rased during the firg



Working Paty Meeting. Nepd submitted a schedule of tariff concessons and schedule of
initid commitment on sarvice sector in July 2000. Agan, additiond questions were raisd
from the Working Party and the country duly answered. In the second round of medting, %4
questions have been raised and were supposed to be answered by the firg week of March
2003. The quedions were, as reported, related with tariff rates, provison for foreign
invesment in additiond sarvice sector, informaion technology and legd reforms in
accordance with the WTO policy regime”

It is to be noted that Nepd has been undertaking steps gradudly as per the accesson process.
Amendment of Cugom Act 1962 in 1997, amendment of Foreign Investment and
Technology Trander Act 1992 in 1996, amendment of the Copy Right Act 1964 in 1997,
goplication of new Company Act 1997 can be seen as some of the reform initigtives that have
been under taken in the legd aspects besides the reform initiatives in other sectors™ And, the
country is in a firm believe that it would obtan dl the fadlities that are supposed to be
granted to aland-locked country in respect to trade related affairs.

1.3.2.3.Comprehensive Economic Reform Program, 2002

A comprehensve Economic Reform Pogram 2002 has been implemented recently. The
reform programn has focused on the important aress such as planning and public expenditure
management, financid trangparency and  management, public  enterprises  management,
privete sector development, decentrdization and good governance with the objectives of
maintaining macroeconomic dability and bringing economy into right track to ensure hedthy
and sudainable devdopment of the economy. The implementation of the program was
observed satisfactory in course of reviewing the program. It was further noted tha due to the
satidactory progress achieved in the economic reform programs, the World Bank upgraded
its level of assstance to Nepd from a Low Case to Base Case scenario. As a consequence of
which, Nepad will now be digible for up to $ 350 million assigtance for three years while the
oountr;l/1 was digible for a maximum of $50 million asistance annudly during the lest three
years.

Furthermore, severd arangements have been made to faclitate export and indudrid sectors,
whichindude

a. In addition to cash depost reguired againg excise duty for exportable goods
an dternative arrangement has been made to accept bank guarantee as well.

b. Bonded warehouse faclity would be provided for exports of ready-made
garmentsto India

c. In an dfort to improve the Stuation of indudries and hotds including tourigm
sector, necessary fadilities will be provided effectivey to the sck industries.
For this purpose, exiging committee on Sck indudries will be made effective
to provide quick rdlief to the Sck indudtries.

d. Cusoms Pog Clearance Audit based on red transactions vadue, will be
implemented effectively.

e. Hectronic media will be utilized and further cooperation will dso be sought
from private sector such as Federation of Nepaese Chambers of Commerce
and Indudgries (FNCCI), Nepd Chamber of Commerce (NCC) and the
Confederation of Nepaese Industries (CNI) to prepare database.



1.4. Macroeconomic Performance of India

Gross Domegtic Product (GDP) a factor cost a congtant 1993/94 prices grew a 5.6 per cent
in 2001/02, as againg 54 per cent projected in February 2002. In 2000/01, GDP at factor cost
a congant price 1993/94 prices grew a 4.4 per cent, as agangd the previous esimate of 4.0
per cent. The pick-up in growth of the Indian economy observed in 2001/02 was dronger
than what had been initidly anticipated. The growth recovery was accompanied by continued
mecro economic Sability in terms of low inflation, orderly market condition and comfortable
reserves. However, the overdl GDP growth in the current year 2002/03 is likdy to be only
4.4 per cent.

Agriculturd and dlied sector growth is likdy to regiger a dedine of 31 per cent in the
current year. In 2001/02, the growth of this sectar was 5.7 per cent. India witnessed a week
indugtrid growth of 27 per cent during 2001/02 as messured by the Index of Indudrid
Production (IIP). The dow down was broadbased and took place across most indudtrid
groups, with paticulaly week growth of only 12 pe cat in mining and quarying.
Notwithdtanding lower indudrid growth during 2001/02, the index of indugtrid production
hes displayed definite sgns of pick-up in the firg eght months of the current financid year
showing an ovedl growth of 53 per cent over the same period of 2001/02. The 52-week
average basad inflation rate based on Wholesde Price Index (WIP) has remaned beow 3 per
cent much of the year. The annua point-to-point inflation rate for the week ended January 18,
2003 has touched 4.4 per cent and may creep up further if globa oil prices continue to rise,
Consumer Price Index (CH1) for industrid workers regisered 52 per cent in 2001/02 but
expected to remain a 3.2 per cent in 2002/03.

Bdance of Payments (BOP) in 2001/02 exhibited mixed deveopments. Exports remaned
dagnant, in BOP basis, & previous year's level. Imports declined by 2.8 per cent resulting in
a dedine in merchandise trends deficit, as of GDP, from 3.1 per cent in 2000/01 to 2.6 peer
cat in 2001/2. The current account turned into a surplus in 2001/02, after a ggp of 24 years.
The net cgpitd flows aso improved during the year, thus resulting in a largest reserves build-
up in a sngle year. The net accretion to foreign exchange resarves in 2001/02 was dl-time
high in the past decade. Stagnetion in export growth in 2001/02 as compared with an increese
of 19.6 per cent in 2000/01 was patly due to week externd demand. It hes affected Indias
export performance. The decline in imports on BOP bads, was manly due to lower POL
imports. Exports (in dollar vaue) declined by 1.6 per cent in 2001/02; as agangt a growth of
21.0 per cent in 2000/01 and an average rise of 8.6 per cent in the 1990s Growth in volume
of exports decderated sharply from 239 per cent in 200001 to 38 per cent in 2001/02.
Imports growth (in dollar vaue) was sagnant in 2001/02, as in the previous year, & 1.7 per
cent despite an increase of 5.1 per cent in volume terms.

The consequentid trade deficit came down from US$ 14.37 hillion in 200001 to US$ 12.70
billion in 2001/02, represating 26 per cent of GDP. The nea foregn investment inflows in
2001/02 a US$ 529 hillions was the highest inflows during the pagt four years indicating
the rising confidence of internatiordl investment in Indian economy.

1.5. Macr oeconomic Performance of Nepal

GDP growth of Nepa dowed to 4.8 per cent in 2001 from 6.2 in 2000. It was manly because
of dightly wesker peformance of agriculture, a shap decdedtion in manufecturing and
continued weekness in tourism after an exceptiond year in 2000. Agriculturd output dowed
to 4.3 per cent growth in 2001 from 4.9 per cent in 2000, while indudtria sector growth fdl to
20 per cent from over 7.1 per cent during the same period.™® Tourism-related services were



dso hit by the prevailing unnaturd incidents in the country. These factors contributed to a 21
per cent drop in tourist arivas by ar during the year. The budget deficit widened to 4.2 per
cent of GDP in 2001 from 3.3 per cent in 2000,

Growth in merchandise exports fdl shaply to 3.7 per cent in 2001 from the subgtantid rate
of 42 per cent in 2000. Mogt of the decline was due to the shap drop in the growth rae of
exports of ready-made garments and woolen carpets. Meanwhie, imports dedined by nealy
1 pea cent, following expanson of 20 per cent in 2000. The poor import performance
reflected a decderation of growth in manufactured imports The current account deficit
remained a 44 per cent of GDP in 2001.™ GDP was preiminary estimated to increase by 0.8
per cent with the agriculture and nonagriculture sector registering of 1.7 per cent and 0.2 per
cent growth rates respectivly in 2002.*° However, the revised estimates of GDP growth is
reported to decline further in 2002

1.6. Trade Palicy

Trade activities are much more directed by the trade and indudrid policy of a country. The
trend of foreign trade, in particular, moves in accordance with the trade policy adopted by the
country. Therefore, the import and export trade largely depend upon the trade policy.

1.6.1. Trade Policy of Nepal
The trade policy of Nepd envisaged enhancing the contributions of trade sector to naiond
economy by promoting internd and internationd  trade with the increesed participation of
private sector through the crestion of an open and liberd amosphere It further States to
diversfy trade by identifying, devdloping and producing new exportable products through the
promotion of backward linkages for meking export trade competitive and sustaingble. In
order to materidize following basic policies have been formulated: **
i. Therole of public sector will be minimized and used as a catdy4 to expand the
role of private sector in trade.
ii. Improve balance of payments postion by promoting exportsto increase foreign
exchange earnings as well as by fulfilling interna demand of economic and
qudity products.
iii. Production of quality goods and services for internd consumption as well asfor
exports through effective and gppropriate utilization of economic resources.
V. Modernizing management and technology, on promoting market and on attracting
direct foreign invesment in order to identify and develop new products as well as
raise the production and qudity of the traditiond products.
V. Public sedor trading corporations will gradudly be privatized taking into
condderations the development and efficiency of the private sector.
Vi. Inditutiona development and information network as well as on monitoring
sysem and qudlity improvement for the promotion of foreign trade.

1.7. Export Policy
The export policy underlines the fallowing fundamentd provisons
i. Production and qudity of exportable products to make them competitive in the
internationa market
ii. Increase and diversfy exports of goods and services with objective of increasing
foreign exchange earnings.
iii. More emphasis on the export of profitable but processed and finished products.
For the export promotion of these products, new markets will be identified.
V. Increase service-oriented activities to promote foreign exchange earnings.



V. Export of hydrodectricity on a profitable bass.
Vi. Export promation will be provided on an inditutiondized bass

1.7.1. Export Strategy
The export srategy includes:

i. not required licenses for the export of products other than banned or quantitatively
resricted items. In the case of quantitatively restricted products, arrangement for
issuance of export license will be made in conaultations with the private sector.
Quantitative redrictions in the export of such products will gradudly be removed
through gppropriate taxation measures

ii. Trangparent, smooth and efficient adminigirative procedures

iii. Exportswill be free from al charges except the service charge other than
specified conditions

iv. Export Promation Zone (EPZ) will be established. No duty will be levied on the
raw materids and auxiliary imports used by indudries edablished in such EPZ.
Indudtries exporting more than 90 percent of ther production will be granted
amilar fadlities as given to the indudtries established in EPZ.

V. Gearing up towards export promotion activities, and trade missons will be opened
and indtitutionalized on the bad's of feeghility.

Vi. Export promotion on the bagis of an inditutiondized bess

The trade policy dates that imports of dl items other than banned or quantitatively restricted
ae dlowed. In this way, the import and export policy have made sgnificant contribution in
the trade diversfication and modifications.

1.8. Trade Policy of India

Trade policy has been directed towards a paradigm shift over the years in India The policy
has undergone fundamentd shifts to correct the ealier anti-export bias through the
withdrava of quantitative redrictions (QRS), reduction and radiondizaion of taiffs
liberdization n the trade and payments regime and improved access to export incentives
besdes a redigic and market based exchange rate. The focus of these reforms has been on
liberdization; openness, trangparency and globdization with a basc trus on outwad
orientation focusng on export promotion activity and improving compditiveness of Indian
industry to meat globd market regquirements. In early 2002, the Government presented a
Medium Term Export Strategy (MTES) for 2002-07 providing a vison for creging a sade
policy environment with indicative sector-wise targets, with a misson to achieve one per cent
of globd trade by 2007. The new Export and Import (EXIM) Policy framed for the period
200207 and unveled on 31 March, 2002 dso seeks to usher in an envirooment free of
regrictions and controls. Synergy between these policies and drategies is expected to redize
India s strong export potentid and enhance the overal competitiveness of its exports.

Policy measures announced in the Union Budgat 2002-03 induded a comprehendve package
for devdopment of Specid Economic Zones (SEZ) induding entittement by these Zones to
procure duty free equipment, raw materias, components, etc. whether imported or purchased
locally, further decontrol and deregulation of agriculture sector to encourage higher exports
of fam products (with meesures like decimdization of export of agriculturd commodities,
phasng out of remaning export controls setting up of more Agri-Export Zones in various
dates and enhanced incentives of export of food grans), deresarvation from smdl scde
indugry (SS) providons for over 50 items (of knitwear, sdected agriculturd implements,
chemicd and drugs and others ) to fadlitate higher investment, technology up gradation and



exports from thee sectors and fiscd measures for drengthening certain key  indudtries
(induding textiles, ded, non fearous metds and IT indudry) for improving ther
competitiveness and exports. The Budget announced a reduction in pesk customs duty from
35 per cat to 30 per cent and dso provided an indication of further reductionsrationdizetion
in these duties into only two dabs of 10 per cent (for rav materid, intermediate and
components) and 20 per cent (for find products) by 2004-05. Further reforms are expected to
undergo in aress reaed to cusoms tariffs, rationdization of export promotion schemes, trade
fadilitation and other changesin tax adminigtration.

Undoubtedly, the reform initiatives underteken in Nepd and India have provided new
impetus to trade activities of both the countries. More dSgnificantly the tregties of Trade and
Trangt as wel as the agreement to control unauthorized trade have changed the trade
composition, in particular of the Nepaese trade. The changing trade scenario of Nepa as an
impact of the trade treaties has been the main thrust of this study.

2. Objectives of the Study
This dudy mainly concentraies on the trade rdaionship between Nepd and India Therefore,
the study has been carried out keeping in view the following general and specific objectives
i. Generd Objectives
a review of Indo-Nepd trade rlation in brief,
b. an overview of trade treaties held between Nepa and India,
c. andyze foreign trade direction of Nepd
ii. Spedific Objective
a analyzetheimpact of Indo-Nepd Trade Tregty 1996, in paticular, inimproving
trade rdaion between the two countries, and
b. identify the scope and areas of improvement in Indo-Nepd trade reaions.

3. Scope of the Study

The importance of economic and trade relaion with India is to reman as same as it was in
the past from the Nepaese perspective. Its sgnificance may further be high in years to come.
Trade reationship between Nepd and India, by and large is being conddered to be smooth.
In the redlm of globd trade integration the trade relation between these two countries needs
to improve further. On the other hand, in the present era of trade specidization both the
countries need to develop their own specific trade activities based on the scde of economies,
vadue addition and competition. This dudy ams to explore the scope for trade improvement
between Nepa and India. Thus, the study pertains an immense scope in this direction.

4. Research M ethodology

A combination of desriptive and explorative reseerch design has been employed in course of
this study. Basad on the secondary data, the study has made an atempt to derive a firm view
with regard to the edtablished objectives of this sudy. Data and information with regard to
trade and treaties between Nepd and India have been used from the published and
unpublished research  papers, books, periodicads journds, Internet webstes and  officd
SOUrces.

5. Limitations of the Study

This sudy has been caried out with an am to explore trade reation between Nepd and
India In view of the time frane and emerging issues on Indo-Nepd trade, this sudy hes
focused the trade activities after the execution of the Treaty of Trade, 1996. Therefore, trade



ddidics have been used and andyzed accordingly. In course of this study, severd vidts to
the concerned inditutions and offices were made, viz. Cll, FICCI and the Minidry of
Extend Affars. However, the nature of this sudy has been primarily a desktop study. As it
has dready been daed that this sudy has to carry out within a specified limited time period,
it could not incorporae the views and opinions of the busness communities and civil society
on the sphere of Indo-Nepd trade related issues. However, atempts have been made to
incorporate the outputs of formal and informal discussons.

6. Organization of the Study

This dudy has been divided into sx cheptes A brief note on the economic reationship
between Nepd and India accompanied by an oveview of economic reforms and
macroecanomic  peformance of the both countries is presented in the firsg chepter. This
chepter further chaks out the basc framework of this dudy condding of objectives,
limitations and scope of the study. The second chepter deds with various aspects on Indo-
Nepd trade rdation. By and large it incdudes the trade <ructure, trend and baance of
payments dtuaion between the two countries. Attempts have been made to andyze the
provisons made in the bilaterd trade and trangt treeties in view of the economic cooperation
in the third chapter. It has dso been made an effort to andyze the impact of the bilaterad
treeties with the focus on treaties of 1990s onward. Redizing the sgnificant role to be played
by the trade-points in the future towards the development of bilaterd and multilaterd trade,
chapter four deds in these aspects of the both countries. Chapter five has made an atempt to
draw the problems tha ae beng redized in the contemporary gtuation. Moreover, the
chdlenges and prospects for the devdopment of trade and improving bilaterd trade relation
between the two countries are discussed in this chapter. Both the countries are facing the
amilar problems of imbdance trade i.e the problem of increesng trend of trade deficit.
Unfavorable baance of payments indeed, could reect in the naiond economy in many
respects. Therefore, chapter six of this study identifies the scope and some areas to improve
the bilaerd trade. Findly, the chapter seven provides the summary and concluson of the
sudy followed by the policy recommendeions towards improving the trade dructure as wdl
as the trade relation between Nepd and India
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Chapter 11
Nepal-India Trade Relations

2.1. Indo-Nepal Economic Reations

India is extending economic and technica support to Nepd for amost for decades since
1951. India was the mogt importat donor to Nepd in the ealy decades dfter the
independence of India The dgning of the India-Nepd Treaty of Peace and Friendship in
1950 edtablished the framework for the unique ties between the two countries. Since the early
fifies India has contributed dgnificantly to the economic devdopment of Nepd. Beginning
with mgor irrigation projects such as the Koshi and Gandak barrages, Indian assstance has
sgnificantly contributed to the development of the economic sructure in Nepd. Aress of
economic relation were manly confined to the badc infrestructure which cover; arports,
irrigation, agriculture, supply of drinking water, roads, bridges, power projects heath,
indugrid  edates, communication, surveys, education, forestry, building condruction, ex-
servicemen wefare etc. Many of the projects were associated with the areas of infrastructure
building. Sharma (1995) remarks that mogt of the projects financed by India were undertaken
between 1951 and 1984. It is noteworthy that Nepd Stepped into an economic liberdization
in 1984. The number of aided projects gradudly declined after 1985. However, the economic
cooperation continues to exit. Mohana Bridge (1990), Wedern Sector 203 km. Mahendra
Ramaga (1992), supply of equipments and its further expansgon (1990), Teephone
Exchange of Rangdi (1993) are some of the projects undertaken after 1985. Assgtance in the
aess of wae supply, medicine packets financid assstance to cooperatives, scholarships
and educationd assistance being the other economic cooperation. *

Indian assstance to Nepd has increased over the years. From the assstance of an average of
IRs 150 million in the mid-1980s, it has reeched to IRs 750 million in 1999/2000. So far
over 120 agreements and letters of exchange have been concluded for Indian aided projects in
Nepd totding over IRs. 4000 million. These figures do nt indude the supply of subddized
commodities such as rice, sugar, cement, fertilizers, petrochemicd etc., refund of excise duty
levied on items exported from India IRs 500 million stand-by credit facility etc. During the
year 2000-2001, the utilization was gpproximatdy NRs 450 million. A High Levd Task
Force (HLTF) has dso been formed to oversees progress in Indian-asssted Projects to Nepd.
A number of projects induding improving physcd fadlities and infragtructure & important
border customs dations and check-pogts, pilot projects in rurd and community developmert,
gndl -medium hydropower project, milk and dary devdopment, devdopment of an
Information Technology Inditute etc. are some of the agreed projects. B. P Koirda Inditute
for Hedth Sciences @ Dharan and 22 Bridges on the Mahakdi-Kohdpur sector of the Eadt-
Wes Highway ae two projects recently completed. During the SAARC summit hed on
January 36, 2002 a grant of NRs. 800 million was announced by the Prime Miniger of India
for deveopmentd projects in the sodd sectors induding hedth, education and rurd
devdopment of Nepd.” Indias other mgor commitments in Nepad ae the setting up of an
Emergency and Trauma Centre a the Bir Hospitd and the Mahendranagar-Tanekpur Link
Road Project. The Raxaul-Birgunj Broad Gauge Ral Link Project (5.3 kms) is another
Project in this category. Therefore there is a dear indication that Nepa and India are having
cordid economic rdationship from quite along time back.

2.2 Indo-Nepal Trade Relations
Sudies undertaken in the fidd of Imdo-Nepa trade reation have reveded that both the

countries have a hidoricd trade rdationship and are continuing quite smoothly. An  attempt
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has been made in this sudy to andyze the trade dtructure and trade trends between the two
countries in the fdlowing sections

2.2.1. Historical Perspective

Indo-Nepalese trade relations can be traced back to ancient times. Kautilya (400 B.C.), great
economist of that time, mentions Nepa as the principa exporter of woolen goods. Increased
trade activities were seen between northern India and Nepa during the golden age of Guptas
(beginming in 320 AD.). During the NepaTibet war of 1791, the East India Company
proposed a 7-clause tresty under which imports and exports of goods between India and
British India would be subject to 2.25 per cent customs duty. A peace treaty of Sugauli in
1816 enabled the British to enter the Nepalese markets®

In the early days, foreign trade of Nepal was limited mainly with India and Tibet.
The only trade route in between India and Tibet was through Nepal. It had helped
very much in developing trade of Nepal. However, mgor proportion of the Nepalese
trade was with India. Trade with Tibet was focused for meeting the basic
requirements in the Himalayan and hilly region, whereas trade with India consisted
of export and import of several agricultural, mineral and forest products. Before the
nineteenth century, imports from India consisted of a few items of which scrap
metals, precious stones, spices, tobacco etc. were among them. Whereas Nepal
exported most of her primary products like timber, rice, ghee etc. Nepal’s trade with
India continued till 1923 without having a trade agreement with British India. Prior
to the signing of this trade agreement, British East India Company was interested to
have trade relations with Nepal, for expansion of its own exports. The opening of
direct India-Tibet route via Gyantse routes further promoted Nepal to develop trade
with India. Moreover, the development of good transportation system and the
creation of many trade centers in the northern India further helped to enhance the
trade turnover between Nepal and India

The Artide VI of the fird Trade Treaty between Nepad and India sgned in 1923 provided
that “No customs duty shdl be levied a British Indian Ports as goods imported on behdf of
the Nepd government for immediaie transport to that country.” Provison of this Article in
Trade Tresty 1923 led to the development of Nepa-British trade fredy through the port of
British India for Nepd could not import goods from other oversees countries. Nepd was
compdled to purchase goods manufectured in Britain.* Nepd was very much isolated from
other countries, especidly from the developed Western countries prior to the politica change
of 1951. Before 1950, Nepad had an open interaction with Tibet where Nepaese currency was
on dreulation. Trading arangements between Nepd and Tibet too was unredricted. As a
result there was an easy movement of man and materids. There appeared a breek in al hese,
however, after 1951 when Nepd tilted more towards the southern India®

The paten of Nepd's trade with India remaned more or less the same during the 19™
century and firg hdf of the 20" century. Exports to India manly condsted of food grains
rav jute, wool, cotton, hides and skins musk, medicind herbs cardamom, meta goods, ghee,
tobacco etc. Imports from India used to consst of mainly the agricultura products such as
whesat, rice, gram and pulses, iron, bras, copper, cotton goods sdt and live animds besides
others. India has, thus, been a mgor trade partner of Nepd snce a long time back. Popular
and culturd ties of India with Nepd have condgtently been cdlose and have reflected in trade
terms continuoudy.



2.2.2. Foreign Trade Structure: Till Early 1990s

Nepd’'s exports to India comprised of 98.7 per cent of the totd exports snce 1956/57 to
1970/71. The same peattern was reflected in Nepd’'s import as wdl. From the year 1970/71,
however, Nepd’'s exports to as wdl as imports from India dated dedining sgnificantly.
This was the reault of trade diversficaion policy of Nepd, which decided to remove the
over-dependence on India by increesng Nepd's trade with overseas countries. The export
share of Nepa’'s exports to Irdia came down to 754 per cet in 1975/76, 40 per cet in
1985/86, and 21 per cent in 1990/91. It further came down to a mere 9.6 per cent in 1992/93.
Likewise, share of imports from India out of the totd imports came down to 619 per cent in
1975/76. 1t declined to 425 per cent in 1985/86 and it further declined in 1995/96. The trade
baance with India has dso been negative and has been quite substantid® Katti (2001)
remarked that Nepd's exports to India as a percentage of totd trade with India have been less
than its imports from India The percentage of exports to India in totd trade with India has
been dedining over the years. It came down from 36.1 per cent in 1956/57 to 31.3 per cent in
1980/81. It further came down to 175 per cent in 1990/91 and declined ill further to 11.6
per cent in 1992/93. It has experienced the reversd in the trend since 1993/94 and has gone
up magindly in 1995/96. Imports from India as a percentage of totd trade with India was
639 per cet in 1956/57 and went up to 68.7 per cent in 1980/81. There was a tendency of
rasng the import trend showing 825 per cent in 1990/91 and 836 per cent in 1992/93. Since
then, however, there is a dight decderation on the share of India in Nepd's totd imports and
it has come down to 865 per cent. Although it is seen a little bit ups and downs in the import
trend. Nepd’ s import has mostly been dominated by India s export.

2.2.3. Foreign Trade Direction of Nepal: Onward 1990s

There is an indication that the totd foreign trade of Nepd is continuoudy increesng except
to the year 2001/02. However, the incressing foreign trade pattern has been a the fluctuating
ratio, which can be obsarved in Table 1. Totd foreign trade increesed by 232 per cent in
1996/97 but it increesed margindly by 0.3 per cent in 1997/98. The volume of trade went on
increasing till 2000/01 but it decreased by 9.6 per cent in 2001/02. The share of India in the
totd foreign trade was 29.8 pear cent in 1995/96 and it declined to 259 per cent in 1996/97.
Snce that year, Indias share in totd foreign trade has gradudly been increased showing the
share holdings of 43.3 per cent in 2000/01 and 48.1 per cent in 2001/02.
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Table 1
Foreign Trade Direction of Nepal

NRs. in million
Description 1995/96 1996/97 1997/98 1998/99 1999/00 2000/01* | 2001/02*
Exportsf.o.b. 19881.1 22636.5 275135 35676.3 49822.7 57244.7 47540.4
Change percentage 12.7 139 215 29.7 397 14.9 -17.0
India 3682.6 5226.2 8744 12530.7 21220.7 27304.1 28865.2
185 231 320 351 426 47.7 60.7
Other Countries 16198.5 17410.3 18719.1 23145.6 28602.0 29940.6 18675.2
815 76.9 68.0 64.9 57.4 52.3 39.3
Importsc.if. 744545 93553.4 89002.0 87525.3 108504.9 113386.3 106731.3
Change percentage 16.9 25.7 -49 -17 24.0 45 -59
India 24398.6 24853.3 27331.0 32119.7 39660.1 46662.3 45364.3
328 26.6 30.7 36.7 36.6 41.2 425
Other Countries 50055.9 68700.1 61671.0 55405.6 68844.8 66724.0 61367.0
67.2 734 69.3 63.3 63.4 58.8 575
Trade Balance -54573.4 -70916.9 -61488.5 -51849.0 -58682.2 -56141.6 -59190.9
India -20716.0 -19627.1 -18536.6 -19589.0 -18439.4 -19358.2 -16499.1
38.0 277 30.1 37.8 31.4 345 27.9
Other Countries -33857.4 -51289.8 -42951.9 -32260.0 -40242.8 -36783.4 -42691.8
62.0 72.3 69.9 62.2 68.6 65.5 72.1
Total Trade 94335.6 116189.9 1165155 123201.6 158327.6 170631.0 154271.7
Change percentage 16.0 232 03 57 285 78 -96
India 28081.2 300795 361254 44650.4 60880.8 73966.4 74229.5
29.8 259 310 36.2 385 433 48.1
Other Countries 66254.4 86110.4 80390.1 78551.2 97446.8 96664.6 80042.2
70.2 74.1 69.0 63.8 61.5 56.7 51.9

Note: * Provisional
Figuresin italic indicate the percentage of the total.
Source FNCCI and Nepal Rastra Bank

The trend of Nepd’'s export trade shows an increesing trend of exports. Totd export in
1995/96 was in vdue NRs 198311 million which reeched to NRs 57244.7 million in
2000/01 indicating an increese by 2.9 times in the export trade However, the tota export
trade decreased in 2001/02 and sands & NRs 475404 million. The ratio of exports to India
from Nepa shows a gradud increesing trend. It was 185 per cent of the totd export being
exported to India in 1995/96. The rdio dood a 47.7 per cent in 2000/01. It further increased
in 2001/02 and the proportion of expart to India reached 60.7 per cent.

Foreign Trade Direction of Nepal
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Import trade of Nepd is growing over the past few years with a varying scde. Totd imports
rased by 25.7 per cent in 1996/97 wheress it marginaly increased by 1.7 per cent in 1998/99.
Agan it increesed by 24 per cent in 1999/2000 and dightly increesed by 4.5 per cent in
2000/01. But it dropped by 59 per cent in 2001/02. The share of imports from India out of
the total import was 32.8 per cent in 1995/96 but the share dands a 26.6 per cent in 1996/97.
Snce that year the share of import from India have been gradudly increased. It has been 425
per cent in 2001/02. Trade baance with India has continuoudy been negative. Of the tota
trade baance, India daims 34.5 per cent in 2000/01 and 27.9 per cent in 2001/02.

Tablel.1
Direction of Foreign Trade
(Comparison of First Six Monthsfor ThreeYears)

NRs. in million

Export/Import First Six Months Per cent

2000/01* | Percent 2001/02" Percent | 2002/03" | Percent | 2001/02 | 2002/03
Total Export 28063.3 | 100.00 26362.3 100.00 23519.8 100.00 -6.1 -10.8
India 12403.3 44.2 16506.2 62.6 12959.4 55.1 331 215
Other Countries 15660.0 55.8 9856.1 37.4 10560.4 449 -37.1 71
Total Import 56984.9 | 100.00 52426.2 100.00 57702.3 100.00 -80 10.1
India 21885.8 384 21786.0 416 25188.5 437 -05 15.6
Other Countries 35099.1 61.6 30640.2 58.4 32513.8 56.3 -12.7 6.1
Total Trade Balance -28921.6 | 100.00 -26063.9 10000 | -341825 100.00 -99 311
India -94825 32.8 -5279.8 203 | -12229.1 35.8 -44.3 131.6
Other Countries -19439.1 67.2 -20784.1 79.7 | -219534 64.2 6.9 56
Total Foreign Trade 85048.2 | 100.00 78788.5 100.00 81222.1 100.00 -74 31
India 34289.1 40.3 38292.2 48,6 38147.9 47.0 11.7 -04
Other Countries 50759.1 59.7 40496.3 51.4 43074.2 53.0 -20.2 64

Note: * Revised
A Provisional

Source: Nepal Rastra Bank, Nepa's Foreign Trade Statistics, FY 2002/03, Research Department, BOP Division,
Kathmandu, Nepal.

Comparison of tota exports for the first Sx months of 2001/02 and 2002/03 (Table 1.1)
shows adecline by 6.1 per cent and 10.8 per cent respectively in these years. However, the
proportionate share of export to India has increased and stood a 55.1 per cent during the
period in 2002/03. Similarly, proportionate share of import from India has also increased
showing 43.7 per cent of the tota imports.

Proportionate Share of Export Trade: Proportionate Share of Export Trade:
1991/92-1996/97 1997/98-2001/02

India

44%
Other
56%

Andyss of exports and import trade of Nepa based on the averages of five years present a

different picture. The proportionate share of the Nepaese export to Indiawas 16.3 per cent
for the period of 1991/92 to 1996/97. The share of export to India significantly increased and

reached 43.6 per cent in the period of 1997/98 to 2001/02 out of the totd export of Nepa
during this period.
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Proportionate Share of Import Trade: 1997/98-
2001/02

Proportionate Share of Import Trade:
1991/92-1996/97

India

Other

68%

India

38%
Other

62%

Smilarly, the import from India to Nepd aso grew in this period but not with the same tune
as tha of export. The average annud import from India was 31.8 per cet in the tota import
of Nepd for the period from 1991/92 to 1996/97. This share percentage increased to 37.5 per
cent for the period from 1997/98 to 2001/02. Sgnificant increese in the export from Nepd to
India can be seen as the consequence of favorable provisons resulted from the Treaty of
Trade 1996.

2.2.4. Nepal’s Export Trade: Partnersand Commodities

The leading export patnes of Nepd have been India USA, Gemany, United Kingdom,
Bdgium, France, Jgpan, Bangladesh, Peoples Republic of Chinga, Hong Kong, Switzerland,
Span, Itdy and Canada over the lest few years. Germany was the mgor country to import
goods and commodities from Nepd for 1995/96 and 1996/97. (Table 2) But India has been
the mgor country to import from Nepd since 1997/98. USA dands to be the second country
in Nepd's export followed by Germany and other countries for the last couple of years The
mgor commodities exported by Nepd to the countries other then India include cotton,
reedymade garments, woolen capets hide and skins gold and dSlver ornaments, pulses,
handicrafts, tea, cardamom, herbs, niger seeds and perfume ail. (1)

Table 2
Major Export Trade Partners of Nepal

NRs. in million

Country 1995/96 1996/97 1997/98 1998/99 1999/2000

1. India 3682.6 5226.2 8744 12530.7 21220.7
2. USA 5672.8 5930.2 7106.4 9520.3 13677.7
3. Germany 67513 76517 68135 7820.7 7510.6
4, United Kingdom 289.4 297.7 318.2 521.8 11924
5. Bdgium 309.9 231.2 152.7 283.3 812.1
6. France 175.6 241.9 486.6 479.2 735.5
7. Japan 79.0 100.3 1785 230.8 705.0
8. Bangladesh 385.5 497.9 595.0 1296.3 561.1
9. ChinaP.R. * 549.3 625.1 621.1 558.7 514.3
10. | Hong Kong 28.6 211 17.8 310 504.3
11. | Switzerland 4452 346.5 234.9 2815 4185
12. | Span 182.9 156.6 194.8 180.5 301.3
13 | Italy 356.6 348.3 461.8 385.0 300.0
14. | Canada 112.0 164.7 97.0 156.1 285.0
15. | Netherlands 127.6 174.2 129.8 159.1 193.3
16. | Audtria 196.4 309.2 329.4 330.9 187.5
17. | Singapore 409 228 287 17.6 174.8
18. | Audtrdia 404 58.5 817 101.6 109.9
19. | Sweden 718 170.9 1515 78.8 95.7
20. | KoreaR. 28.1 338 17.3 64 615
Note: Ranking is applicable for the year 1999/2000 only.

*China P.R. includes Tibet

Source: FNCCI, Nepal Rastra Bank and Trade Promotion Centre
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The share of Nepd's export to SAARC member countries was 254 per cent of the totd
export trade in 1996/97. The share gradudly increased over the lagt few years and tood at 43
per cent in 1999/2000. (Table 3) Among the SAARC member countries, India has been the
mgor country to import by virtue of importing more than 90 per cat of the totd export of
Nepd. Mgor commodities exported to India incude; vanaspeti ghee, polyser yan, pulses
twines snacks cardamom, noodles, vegetables, live animas, hide and skins, ginger, catechuy,
ol cakes, tooth pedte, toilet soap, herbs rogn, rice bran oil and catle feed. ( 2) Bangladesh
has been the second after India to import from Nepd in this region. Pekigan, Si Lanka and
Bhutan are dso importing from Nepd but & a very low scde. In recent years, Mddives has
a0 started to import goods and commodities from Nepd.

Table 3
Nepal’s Export to SAARC Member Countries

NRs. in thousands

Country 1995/96 1996/97 1997/98 1998/99 1999/2000
Vdue Percent Vadue Percant Vdue Percent Vdue Percant Vdue Percent
Bangladesh 385535 943 497948 8.66 594931 6.10 1296282 9.34 127554 0.60
Bhutan 47 - 566 0.01 6364 0.07 24349 0.18 41807 0.19
India 3682600 90.08 5226200 90.88 8794400 90.22 | 12530700 90.30 21220700 99.18
Maldives - - 1 - 3 - - - 225 -
Pakistan 3032 0.07 19898 034 51505 053 21933 0.16 5857 0.03
Si Lanka 17117 042 6243 011 300626 3.08 3186 0.02 306 -
Totd to SAARC 4088331 100.00 5750856 100.00 9747879 | 100.00 [ 13876450 100.00 | 21396449 | 100.00
Total Export 19881100 22636500 27513500 35676300 49822700
Total Export to 20.56 25.41 35.43 38.90 42.95
SAARC in percent

Source: FNCCI, Nepa Rastra Bank and Trade Promotion Centre

Nepd’'s export products include various products However, the mgor export products have
been readymade garments, woolen carpets, woolen and pashmina goods, vegeteble ghee,
toothpedte, jute and jute goods pulses polyser yans hide skins and hendicrafts Among
many export products, woolen carpets used to be the prime export product of Nepd. The
share of woolen carpets in the totd export of Nepa comprises 40.4 per cent in 1995/96 and
1996/97. Since 1997/98, the share of woolen carpets in Nepd’s totd export trade is dedlining.
The share of this product in the totd export trade was 27.8 per cent and 20.9 per cent in the
year 1998/99 and 1999/2000 respectively.

Table: 4
Share of Selected Commoditiesin Total Export
NRs in million

SN. | Desription 1995/96 1996/97 1997/98 1998/99 1999/00
Vdue % Vdue % Vaue % Vaue Vaue %
1. Readymede Garments** 5417 27.2 5620 24.8 6800 24.7 8195 22.6 | 11128 22.3
2. Woolen Carpets* 8032 40.4 9145 40.4 8516 31.0 9927 27.8 | 10405 20.9
3. Woolen & Pashmina Goods** na na na na 208 0.8 730 2.0 7079 14.2
4. Vegetable Gheer** na na na na 1580 5.7 2898 8.0 2743 5.5
5. Tooth Pagte*** 309 1.6 384 1.7 823 3.0 1291 3.6 2263 4.5
6. Jute & Jute Goods*** 489 2.5 572 2.5 725 2.6 872 2.4 1104 2.2
7. Toilet Soap*** na na na na 569 2.1 725 2.0 1084 2.2
8. Pulsest* 692 3.5 1008 4.5 1068 3.9 1189 3.3 1047 2.1
9. Polyester Yarn*** 238 1.2 326 14 549 2.0 371 1.0 630 1.3
10. Hides/Skins** 593 3.0 481 2.1 612 2.2 413 1.1 K 0.7
11 Handicrafts** 177 0.9 237 1.0 275 1.0 A3 0.9 4 0.7
Percentage Share in Total Export 80.3 784 79.0 74.7 76.6

Notes: 1. *Exclude India**Include India*** IndiaOnly

2. n.a Implies not available

3. Handicrafts do not include paper & Products, wooden products, silverware and jewellery
Source: FNCCI, Nepal Rastra Bank and Trade Promation Centre
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Readymade garments have been another mgor export product of Nepd. The share of
reedymade garments in the totd export has been dmog a the same scde with a little
vaiance asit was 22.6 per cent in 1998/99 and 22.3 per cent in 1999/2000.

Exports of Nepd manly comprise of manufectured goods and atides by STC (Standard
Industry Trade Classfication) group. The share of products included in this group damed
60.8 per cet of the totd in 2001/02. Export of products in this group further incressad in
2002/03 and reeched 689 per cent. Food and live animds chemicds and drugs animds and
vegetables oils and fais and crude maerids are some other products exported under the
STC group.

Table 5
Nepal’s Export Trade by STC Group

NRs. in million

SN | SITC Group 2001/02* 2002/03* % Change
Vdue % Vdue %
1. | Food and live animéds 3051.8 116| 309%4 13.2 1.46
2. | Tobacco and beverages 65.4 0.2 60.4 0.3 -7.65
3. | Crudematerids, inedible except fuels 502.7 19 360.0 15 -28.39
4. | Minerd, fud and lubricants 0.3 0 6.1 0 1933.33
5. | Animdsand vegetable oil and fats 47694 181( 21502 9.1 -54.92
6. | Chemicdsand drugs 17425 6.6 1478.6 6.3 -15.14
7. | Manufactured goods classified chiefly by materids 9529.7 36.2| 80209 34.1 -15.83
8. | Machinery and transport eguipment 2175 08 124.0 05 -42.99
9. | Miscellaneous manufactured articles 6483.0 246 | 81827 34.8 26.22
10. | Commodity and transactions not classified 00 0 405 0.2 100.00
according to kind
Totd 26362.3| 10000 | 23519.8 100.00 -10.8

* Provisond for thefirst Sx months
Source: Nepal Rastra Bank, Nepal’ s Foreign Trade Statistics, FY 2002/03, Research Department, BOP Division, Kathmandu.

Share of Selected Commodity Group in

Share of Selected Commodity Group in
Export Trade: 2001/02

Export Trade: 2002/03

Food and Live ~ Others Food and Live  Others
Animals 10% Animals %

12% 90
Animals and Manufactured Animals and
i oods (Classified Vegetable Oil and
vegetaple ol and gnd Fats Manufactured

Fats
18% Miscellaneous) ) Goods (Classified

60% and
Miscellaneous)

69%

2.2.5. Nepal Import Trade: Partnersand Commodities

Nepd imports her commodity requirements from different countries India, Peoples
Republic of China, Switzerland, Singapore, Hong Kong, Jgpan, Korea Republic, Thailand,
Mdaysa, Indonesa and Kuwat have been the mgor import trade patners of Nepd.
However, it is noteworthy that India has been the country from where imports ae mede
comparatively to alarge extent.
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Table 6
Major Import Partnersof Nepal

NRs. in million

Country 1995/96 1996/97 1997/98 1998/99 1999/2000
1. India 24398.6 24853.3 32119.7 32119.7 39660.1
2. ChinaP.R. * 4067.4 43345 52684 5252.1 12530.1
3. Switzerland 1195 2321.2 18855 7545.2 10193.4
4. Singapore 10563.3 99434 12640.4 9679.0 80134
5. Hong Kong 11706.1 20242.5 9283.7 4947.1 6801.3
6. Kuwait 12220 87.2 16025 13421 2974.9
7. Japan 4551.2 3955.3 2751.6 22515 28919
8. KoreaR. 1099.6 993.9 1862.0 1956.2 2794.8
9. Indonesia 563.3 865.0 13514 1157.7 22429
10. | Thaland 1030.3 1632.3 17358 1565.9 22110
11. | Madaysa 607.1 818.5 1163.3 1779.8 22039
12. | UAE 923.1 55724 43222 2763.3 1991.3
13, | Saudi Ardbia 1042.0 1691.8 1901.6 1431.0 19795
14. | France 513.7 317.6 463.4 1043.3 1920.3
15 | USA 765.6 862.3 1357.7 13179 17130
16. [ Germany 2455.0 1148.6 1498.6 14634 1499.7
17. | NewZedand 2357.2 2203.2 15153 17853 1470.2
18. | United Kingdom 10243 31470 13126 16395 14625
19. | Itay 186.2 346.8 1367.6 603.7 909.7
20. | Argentina 367.1 190.1 2.1 1106.0 934.8
Note: Ranking is applicable for the year 1999/2000 only.

*China P.R. includes Tibet

Source:  FNCCI, Nepal Rastra Bank and Trade Promotion Centre

Nepd imports more than 30 per cent of her reguirements from SAARC region. But the mgor
country to import has been India from where more than 95 per cent of her reguirements are
fulfilled. Apat from India, commodities ae imported from Bangedesh and Pakigtan too but

the percentage of imports from these countriesis very low.

Table 7
Nepal’s Import from SAARC Member Countries
NRs. in thousands
Country 1995/96 1996/97 1997/98 1998/99 1999/2000
Vdue % Vadue % Vdue % Vdue % Vdue %
Bangladesh 679647 2.69 439918 172 365606 1.29 614215 184 561130 1.38
Bhutan 29936 0.12 28040 0.11 21857 0.08 54959 0.17 39991 0.10
India 24398600 96.55 24853300 97.00 27331000 96.79 32119700 96.11 39660100 97.80
Madives - - - - 2 - 57 - 69 -
Pakistan 135091 0.53 208025 0.81 381726 1.35 577910 173 240926 0.59
Si Lanka 26934 011 92920 0.36 137682 049 50967 0.15 52173 0.13
Total Import 25270208 100.00 25622203 100.00 28237873 100.00 33417808 100.00 40554389 100.00
from SAARC
Total Import 74454500 93553400 89002000 87525300 108504900
Total Import 33.94 27.39 3173 38.18 37.38
from SAARC in
peroant

Source: FNCCI, Nepal RastraBank and Trade Promotion Centre

Due to the production of limited domedic products on the one hand, and the increadng
requirements of commodities and products, the country needs to import from different
countries. Nepal imports crude pam oil, kerosene, diesd, petrol, chemicd fertilizers, copper
wire rod, scrgps and shedts, mechineries and parts polythene granules, computer and parts,
trangport vehides and parts, dectricd equipments and goods, tdecommunication  equipments
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and pats, rawv wool, tdevidon, deck and parts among many from the countries other then
India ( 3) Smilaly, the country imports transport vehicles and spare parts, medicine, cotton
textiles, cement, mechanicd equipments and Spare pats, petroleum products, chemicds,
dectricd equipments and goods, cod, vegetables pulses, paper, tobacco, st and milk
products from India besdes many other products. ( 4) Looking & the products and items
being imported from India, it is seen that Nepad imports raw products, semifinished and
finished products to fulfill the demands of the people and dso to fulfilling development
needs.

From the agpect of SITC group, Nepd’'s mgor import has been manufactured goods, which
conditute 312 per cet and 30.1 per cet for the year 2001/02 and 2002/03 respectively.
Machinery and trangport equipment sands as the second largest group to import, which
conditutes 175 per cent and 162 per cent in 2001/02 and 2002/03 respectivdy. Smilarly,
minerds, fud and Iubricants food and live animds chemicd and drugs animds and
vegetable oil and fats have been the mgor products and items being imported by Nepd.

Table: 8
Nepal’sImport Tradeby STC Group
NRs. in million
SN SITC Group 2001/02* 2002/03* % Change
Vdue % Vdue %

1. Food and live animals 3564.0 116 4593.7 13.2 28.89
2. Tobacco and beverages 217 02 4304 03 2.06
3. Crude materids, inedible except fuels 34289 19 3059.1 15 -10.78
4, Minerd, fud and lubricants 6496.1 0 9197.3 0 41.58
5. Animas and vegetable ail and fats 41131 18.1 34101 91 -17.09
6. Chemicds and drugs 6469.3 6.6 6835.8 6.3 5.67
7. Manufactured goods classified chiefly by materids 16377.1 | 36.2 173381 | 34.1 5.87
8. Machinery and transport equipment 9167.0 08 9362.8 05 214
9. Miscellaneous manufactured articles 2377.2 24.6 2946.8 34.8 23.96
10. Commaodity and transactions not classified 11.8 0 528.2 02 4376.27

according to kind

Total 52426.2 | 100.00 57702.3 | 100.00 10.1

* Provisiond for thefirst sx months
Source: Nepal Rastra Bank, Nepal's Foreign Trade Statistics, FY 2002/03, Research Department, BOP Division, Kathmandu.

2.2.6. Sharesin Totd Trade and Trade Deficit

Bilaterdl trade with India is indispenssble to Nepa. As such, the volume of trade with India
used to be in a lage volume. As a reault, the shae of India in the totd volume of the
Nepdee trade used to be compardively in large proportion. But the share of India declined
paticularly in the year 1996 and remained bedow 39 per cent up to 1999/2000. Alternatively,
it suggests that trade with other countries was extended. Therefore, the share of other
countries in the tota volume of the Nepalese trade remained above 52 per cent in the review

period. The largest proportionate trade share of these countries were in between the year
1995/96 to 1997/98 registering around 70 per cent of the totd trade.
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Table: 9
Nepal’s Trade Share and Trade Deficit

Fiscd Year Trade Trade with [Total Trade| Change | Trade Deficit Change Trade Deficit Change
. Other Deficit to| In % WithIndia In % With Other In %

with Countries  [Total Trade NRs. in Million Countries

India Inpercent |NRs. in NRsin

In % million Million
1995/96 29.8 70.2 -54573.4 120 -20716.0 25.6 -33857.4 14.6
1996/97 25.9 74.1 -70916.9 30.0 -19627.1 -53 -51289.8 515
1997/98 31.0 69.0 -61488.5 -13.3 -18536.6 -56 -42951.9 -16.3
1998/99 36.2 63.8 -51849.0 -15.7 -19589.0 57 -32260.0 -24.9
1999/00 385 61.5 -58682.2 13.2 -18439.4 -59 -40242.8 24.7
2000/01 43.3 56.7 -56141.6 -4.3 -19358.2 50 -36783.4 -86
2001/02 48.1 519 -59190.9 54 -16499.1 -14.8 -42691.8 16.1

Based on Table 8

The trend of totd trede deficit indicates of not being increased extensvely snce 1996/97. In
that year the deficit was increased by 30 per cent to that of previous year. Trade deficit of
Nepd with India is congantly lowering since the year 1996/97 wheress this trend is a the
vaying sde in the case of other countries. Among the many reasons, it has been identified
that a move towards freer trade or favorable environment for the Nepdese export to Indian
market could be some of them for the decreasing scale of trade baance with India

2.2.7. Trade Deficit with India

Nepd imports goods and atides from India in high volume in comparison to the volume of
exports. Therefore, India enjoys a subgtantid bdance of trade with Nepd. However, the
balance of trade trend presents a varying picture for some years. Trend andyss of the trade
baance indicates that the ratio of deficit was at the increasing trend till early 1990s. But the
ratio dedined subgantiadly onward mid-1990s.

Table: 10
Nepal’s Trade Deficit with India
NRs. in million

Year Export (f.0.b.) Import (c.i.f)| Trade Deficit | Percentage

to India from India with India Change
1991/92 1450.0 112455 -9795.5 69.7
1992/93 1621.7 12542.1 -109204 115
1993/A 2408.9 170354 -14626.5 339
1994/95 3124.3 19615.9 -16491.6 12.8
1995/96 3682.6 24398.6 -20716.0 25.6
1996/97 5226.2 24853.3 -19627.1 -53
1997/98 8794.4 27331.0 -18536.6 -5.6
1998/99 12530.7 32119.7 -19589.0 5.7
1999/00 21220.7 39660.1 -184394 -59
2000/01° 27304.1 46662.3 -19358.2 -50
2001/02 28865.2 45364.3 -16499.1 -14.8
" Provisional

Source: Economic Survey 2001/02, MOF, FNCCI and Nepal Rastra Bank
It is noticegble from the Table 10 that the trade bdance raio went on increasng till the fiscd

year 1995/96 dgnificantly in favour of India on the bads of yea-toyear compaison. In the
fiscd year 1995/96, trade deficit ratio was 25.6 per cent. But the ratio of trade deficit fell
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immediatdly in the next fiscd year, i.e. 1996/97. Onward to this fiscd year, it can be seen that
the ratio came down in the subsequert fiscd years except the year 1998/99. It is edimated
that the ratio of trade deficit decreased by 14.8 per cent. It may be seen, of course, as the
postive effects of the Indo-Nepa Treety of Trade, 1996.

2.3. Foreign Trade of Nepal and India: Growth and Trends

Nepd and India shares some common characteridics. Both the countries are developing and
ae members of SAARC. Both of them have adopted economic liberdization policy for
achieving economic devdopment & a dedred levd. Moreover, both the countries are
committed towards diversfying trade reated activities through trade liberdization policy.
India hes dready become the member of World Trade Organization (WTO) to seek
advantages of trade specidization and competitive internationd trade. Nepd, on the other
hand, has dreaedy applied for the membership of WTO and is expected to become a member
in the near future Nepd and India being neghboring countries and sStuated in the South
Adan region (SAR), ae facing identicd problems in many respects and dso the problem of
achieving an accderated economic growth. Furthermore, both the countries are facing the
problem of negdive trade bdance As such, they often druggle with the management of
foregn currency, which depends much upon ther respective foreign trade dructure ie. the
quantum of export and import and ther growth. And it is noteworthy that trade rdation
depends much more on the structure and growth of a country’ strade.

2.3.1. Growth Pattern of Trade

Growth rates of merchandise trade of the South Asan region (SAR) has been & a vaying
scae for different years in 1990s (Table 9). Nepd and India cannot be aoof from that trade
pattern. In the case of Nepd, export trade was a its highest level in 1992 regigering a growth
by 561 per cet and came down gradudly in the mid-1990s Export trade again improved
towards the end of 1990s. To the reversd, the import trade was dowed in the early 1990s It
pesked up in the mid-1990s and declined in the late 1990s. However, a podtive growth by
201 per cent was recorded in 2000. The mgor exports of Nepd indude the agriculturd,
forestry and related products, finished products, by-products and miscdlaneous ( 5) wheress
the imports indude food and gpices indudrid raw materids; condruction materids
petroleum  products trangport, vehides and communication equipments  agriculturd
mechinery, tools and fertilizer; medicing medicad equipment and tools, textile and appards
and miscdllaneous.

Table 11
Growth Rates of Merchandise Trade of Nepal and India
(in per cent)
Yex South Asa Nepa India
Export Import Export Import Export Import
1991 52 -11.8 128 -02 -11 -24.5
1992 80 92 56.1 15.8 33 10.3
1993 15.3 14.3 18.0 149 20.2 15.1
1994 213 38.7 36 219 184 4.3
1995 20.2 216 -97 217 20.3 216
199 65 125 19 58 56 121
1997 48 23 102 216 45 46
1998 01 57 119 -124 -39 71
1999 58 105 18.2 -10.3 116 165
2000 155 114 42.3 20.1 17.0 130

Source: RIS (2002), South Asa Development & Cooperation Report 2001/02, p. 83




In the case of India the export growth grew a a dow pace in the early 1990s It gradudly
peeked up in the mid-1990s. Again the export trade declined in the late 1990s But the trade
pesked up towards the end of 1990s. Import trade moderately increased in the early 1990s. It
was a the highest in the mid-1990s. The growth of trade came down in the late 1990s. Bt it
ganed its pace agan towads the end of 1990s Principd exports of India incude the
agricultur and dlied products, ores and minerds, manufectured goods minerd fuds and
lubricants and others. ( 6) The mgor imports of India indude food and live animds, cereds
and cered preparations, rav materids and intermediate  manufactures, petroleum products,
animd and vegeable ails and fats fetilizers and chemicds, pulp and paper; iron and ded;
eectricd machinery, gpparatus and gppliances, trangport equipment and others.

Table: 12
Growth and Ingability in Trade Flows

Export Growth (in per cent) Import Growth (in per cent)

1991-2000 | 1991-92 | 199395 19962000 | 1991-2000 | 199192 [ 1993-95 | 1996-2000
South Ada 103 66 189 65 102 -10 24.9 62

(0.7) (0.3 (0.2) (0.9) (14 (114 (0.5) (1.3)
Nepa 165 345 40 169 99 78 195 50

(1.2) (0.9) (3.5 (0.9) (14 (1.5) (0.2) (3.3
India 96 11 196 70 96 71 237 78

(0.9 (2.8) (0. (1.1 .7 (35 (0.9) (1.2

Note: Coefficients of variation are given in parentheses.
Source: RIS (2002), South Asia Development & Cooperation Report 2001/02, p. 84

Growth rates of trade for the both countries present ups and downs. (Table 12) For Nepd,
199293 was the pesk period during which exports grew a a robust rate of 345 per cent
folowed by a phese of low growth of 4 per cent during mid-1990s and a quick recovery
during the late 1990s with an average rate of nearly 17 per cent. Wheress, India witnessed an
increase of 19.6 per cent in export growth rate in the mid-1990s followed by a dedine in the
late 1990s” The growth rate of import trade, however, portrays the similar trend as of the
export trade.

2.3.2. Regional Foreign Trade of Nepal and India: A Comparison

The regiond foreign trade of the both countries, Nepd and India is changing its sructure.
Soedificdly the regiond export and import trade of Nepa has been dragicdly changed.
(Table 13) Out of the total export of Nepd, 88.3 per cent was exported in the indudrid
countries whereas 11.7 per cent was exported to the developing countries in 1991. But the
export to the devdoping countries Sgnificantly increesed in 1999 and reached to 38.7 per
cent. Exports to industrid countries came down to 59.8 per cent in the same year. This trend
is d0 seen in Nepd’'s import. In 1991, imports from the indudtrid countries comprised of 44
per cent and 56 per cent from the devdoping countries. By the end of 1999, imports from
indugtria countries dropped and dands a 10.6 per cent wheress imports from the developing
countries rose sgnificantly and reached 87.9 per cent. Mogt of the import and export trade of
Nepd have been with USA, EU and Jgoan among the indudrid countries whereas South
Ada, Eagt Asaand China among the developing countries.
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Table: 13
Regional Foreign Trade of Nepal and India

(In per cent)
Industrial Of which Developing Of which Others
Countries Countries
USA EU Japan Africa | Asa | South| East Asa | East Middle [ Latin
Asa | & China | Europe [East Americg
Exports of Nepal
1991 | 88.3 23.7 58.0 0.8 117 00 117182 | 27 09 33 | 00 00
1995| 88.9 30.6 49.9 0.6 10.8 00 102 193 | 00 00 13 | 03 0.3
1999 | 59.8 30.8 24.6 09 38.7 00 316 | 295| 19 04 00 | 67 17
Exportsof India
1991 57.7 16.3 28.3 9.3 39.7 26 154135 | 117 113 97 | 04 31
1995| 54.7 174 27.0 70 41.2 44 219|151 | 164 49 89 |08 5.0
1999 | 56.6 222 251 52 405 46 206 |51 | 141 38 90 | 14 9.2
Imports of Nepal
1991 44.0 14 12.2 21.6 56.0 00 53.0 | 19.8 | 33.2 04 24 | 00 0.2
1995| 274 15 9.7 89 72.6 00 69.9 | 175 | 52.5 08 15 | 05 0.0
1999| 10.6 16 5.1 19 87.9 00 655 | 3.7 | 324 04 87 | 131 31
Imports of India
1991| 52.1 9.7 29.9 70 37.1 47 92 |05 | 81 43 172 ] 16 116
1995| 484 9.7 25.9 65 456 46 139|106 | 127 43 214 13 6.8
19991 458 90 26.6 59 53.3 65 26009 | 233 44 14.7 | 23 22

Source: RIS, South Asia Development & Cooperation Report 2001/02, p. 99

The dructure of export and import trade of India is found not much fluctuating during 1991-
99. Exports to indudrid counties in 1991 were 57.7 per cet, which dedined margindly in
1999 and comprised of 56.6 per cent. Exports to developing countries were 39.7 per cent and
405 per cent respectivdy for the corresponding years. Imports from the indudtrid countries
are seen gradudly decreased. It was 52.1 per cent in 1999 wheress it came down to 45.8 per
cent in 1999. On the other hand, imports from developing countries are increesing. It was
37.1 per cet in 1991, which reached to 533 per cent in 1999. India imports from Africa,
South Ada, Eat Ada and China, Eas Europe, Middle Eas, Lain America and other
countries. But Nepd, notably, imports a great ded from Ada as compared to East Europe and
Laiin America Nepd's foreign trade with Ada is a@ an increedng trend, paticularly with

India. The share in export trade with Indiais increasing rather a adow pace.

Table 14
Nepal’sExport & Import Trade:
Ther Sharewith Indiaand Other Countries

Note: Figures for the year 2000/01 are provisional

Source FNCCI and Nepa Rastra Bank

In percentage
Description 1995/9¢11996/97 |1997/98 [1998/99 | 1999/00 | 2000/01

Export as percentage of Total Trade 21.1 19.5 23.6 29.0 31.5 33.5
Import as percentage of Total Trade 789 80.5 76.4 71.0 68.5 66.5
Export to India as percentage of Total Trade with India 13.1 17.4 24.3 28.1 34.9 36.9
Import from India as percentage of Total Trade with India 86.9 82.6 75.7 71.9 65.1 63.1
Export to Other Countries as percentage of Total T rade 24.4 20.2 23.3 29.5 29.4 31.0
with Other Countries

Import from Other Countries as percentage of Total Trade 75.6 79.8 76.7 70.5 70.6 69.0
with Other Countries

In 1996/97, the share of export as a percentage of total trade was 19.5 per cent. It has reached
to 335 per cent in 2000/01. In the same year export to India as a percentage of tota trade

with India registered 36.9 per cent. As compared to export, the share of import with India hes
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been ggnificant. Import from India as the percentage of totd trade was 80.5 per cent in
1996/97. But the share in totd import is dedining margindly every year. However, imports
from India as a percentage of totd trade stards dill a 66.5 per cent. Likewise, imports from
India as a percentage of totd trade with India gill remains & 63.1 per cent. It suggests the
ggnificant role of Indiain the overdl foreign trade of Nepd.

The volume of foreign trade of both the countries are & the increesing trend with an
exception to certain year. The import trade is exceeding as compared to the export trade in
both the countries. As such they are facing the smilar problem of negative trade bdance. In
comparison to Nepd, India is improving in its foreign trade dructure. Therefore, the trade
badance of India is gradudly tends to be improving than the picture of Nepadese trade
baance.

Table: 15
Export, Import & Trade Balance: Compare of Nepal and India
in 10 million
Fiscd Year Export Import Trade Bdance
Nepd® Incia’ Nepa® India Nepal India
1995/96 1988.1 106353 7445.5 122678 -5457.4 -16325
1996/97 2263.7 118817 9355.3 138920 -7091.6 -20103
1997/98 27514 130100 8900.2 154178 -6148.8 -24076
1998/99 3567.6 139752 8752.5 178332 -5184.9 -38580
1999/00 4982.3 159561 10850.5 215236 -5868.2 -55675
2000/01 57245 203571 11338.6 230873 -5614.1 -27302
2001/02 4754.0° | 209018 10673.1 245199 5919.1° -36181

Note: Values of Nepal and India represent NRs. and IRs. respectively.

& vaueinf.ob.

® includes re-export

vaueincif.

9 provisional

Source: FNCCI, Economic Survey (2001/02), Ministry of Finance, Nepal and DGCI& S, India

The trend of export trade of Nepd continued to rise from 1995/96 to 1999/2000. Export trade
in 1995/96 was increased by 12.7 per cent. Showing a tendency of incressed trade, it reveded
an increese of 39.7 per cent in 1999/2000. On the other hand, the import trade of Nepd
increesed consecutively for 1995/96 and 1996/97. Onward of these years, the import trade
trend declined for succeeding years. Again, it rose in the year 1999/2000. However, it is
showing a downward trend onward to this year.

Table: 16
Changesin Export & Import Trade of Nepal and India
In percentage

Fscd Year Export Import

Nepa India Nepa India
1995/96 12.7 28.6 16.9 36.4
1996/97 13.9 117 25.7 13.2
1997/98 215 95 -49 11.0
1998/99 29.7 74 -17 15.7
1999/00 39.7 14.2 24.0 20.7
2000/01 14.9 27.6 45 73
2001/02 -17.0 2.7 -59 6.2

Based on the figures of FNCCI, Economic Survey (2001/02), Ministry of Finance, Nepal and DGCI& S, India

In the case of India, both the trade i.e. export and import, were a the increasing trend in
1995/96 showing an increment of 286 per cent and 364 per cent respectivey. Foreign trade
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declined a& a dow pace till 1997/98. Export trade picked up its tempo as such an increase of
142 per cent and 276 per cent was recorded for the year 1999/2000 and 2000/01
respectively. It dropped dgnificantly in 2001/02 reveding a margind increment of 2.7 per
cent. On the other hand, the import trade picked up in 1999/2000 regigering an increment of
20.7 per cent. Import trade is at the declining trend since thet year.

Changes in Export & Import Trade of Nepal and India

: AN

(]
2 . \ >(\ Export Nepal
8
S o Export India
B N 1\ i
g 10 . Import Nepal
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-10 \
-20
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It thus suggests that trade reation betwveen Nepd and India is continuoudy moving on
gmoothly. Significant proportion of export trade of Nepa is hdd with India However, the
share proportion in the export and import trade has been varying from time to time The
volume and direction of foregn trade largely rdy on the provisons made in the trade and
trangt tredties. Furthermore, the bilaterd trade depends much more upon the mutud share
and cooperdtion in the information management. In this arena, trade points are emerging as
effective tools towards dissaminaion of trade information and adso shaing informaion for
the sske of trade development. Therefore in the next chepters efforts have been made to
andyze on the various agpects of trade and trangt tregties held between Nepad and India on
the one hand, and the development of trade pointsin Indiaand Nepd on the other.
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Chapter 111
Nepal-India Trade Treaties

3.1. Bilateral Trade Treaties between Nepal and India

Bilaterd treety, by and large, reflects a symbol of the very specid rdationship tha prevals
between two countries. Bilaterd trade and trade related activities between Nepa and India
ae generdly governed by the tredties of trade, trandgt and other agreements for cooperation
to control unauthorized trade. Nepd is a land-locked country surrounded by India in the eed,
south and west. Due to its geodtudiond characteridtics, bilaterd trade and tregties with
India play a dgnificant role in the economic development process of Nepd. They determineg,
to alarge extent, the trade pattern and prospects of the country.

Nepd and India have hisorica rdaionships. The hisory of Nepaese trade reveds that India
hes been the old trede partner snce a quite long time ago. Prior to 1950s, India and Tibet
were the maor trade partners of Nepd. Virtudly, the country had a closad economy. The
dgning of Treety of Peace and Friendship, and Treaty of Trade and Commerce between
Nepd and an independent India in July 1950 can be seen as the landmark towards the
externd trade of Nepd. Treaty of Peace and Friendship 1950 formdized close rdations
between the two countries. This Tresty can be seen as a nonreciprocd tresty. The Treaty
symbolizes a baanced document and served for more than five decades to keep haness
between the two countries. Apparently, it can therefore be seen that the pace of organized
and diversfied trade, in true terms, began dfter the sgning of the Tresty of Trade in July
1950. Artide 1 of this Treaty made the provison of full and unredtricted right of commercid
trandt of dl goods and manufactures through the territory and ports of India ( 7) Formad
trade relation between the two countries was edablished in 1950 with the dgning of the
Treaty of Trade This Treaty was modified and renewed in 1961 and 1971, and incorporated
provisons regarding trandt fadlities extended by India for Nepd's trade with a third
country, as wedl as on cooperation to control unauthorized trede. Duty free access to
Nepdese imports on a nonreciprocd beds waes fird given in 1971 but with a
Nepdese/indian materid content requirement of 90 per cent. This was gradudly reduced
when the Trade Treety was periodicdly renewed and in 1993, it was brought down to 50 per
cent of Nepdese/indian materia content and Nepaese labor content. In 1978, indead of a
angle Treaty, three different agreements were dggned. These tregties were modified
gonificantly in 1991, after the advent of democratic government in Nepa. India sgned two
tregties on trade and trangt with Nepd in 1991. Indo-Nepa Treety of Trade 1991 made the
provisons of extending subgtantid concessons The Tresty of Trade vdid for five years
was revised and renewed through an exchange of letter on 3 December 1996. The Tredty
was renewed in December 1996 for a further period of five years with the provisons for
further periods of five years, a a time, by mutud consent subject to such modifications as
may be agreed upon. The Protocol to the India-Nepa Treaty of Trade was renewed with
some modificationsin February 2002.

The Trety of Trangt, 1991 came up for renewa in December 1998 and following bilatera
taks, a renewed Trangt Tresty was signed on January 5, 1999. The renewed Treety contains
liberdized procedures of the trangt of the Nepdese goods. The Govenment of India
accepted Nepdese request for “automatic renewa” of the Treaty for further sevenyear
periods. However, the Protocol and Memorandum to the Treaty, containing moddities and
other would be subject to review and modification every seven years or earlier if warranted.
The Nepaese request for an additiond trangt route to Bangladesh via Phulbari was accepted
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in June 1997. Operating moddities for the trandt were accordingly worked out.  And, the
route was operationdised from 1 September 1997. A review of the working of the route was
hed in March 1998 a Commerce Secretary-levd tdks in Dehi when severd rdaxaions of
the operating moddlities requested by the Nepaese were agreed to. These included Nepaese
request to keep the route open on dl days of the week.

Trade and Trangt Tredties, held between Nepa and India, can be seen as the outcomes of
progress and underganding towards improving trade relaionship between the two countries.
On the other hand, it can dso be seen as the reform initiatives of the both countries as per
demand of the socio-economic and geo-political framework. Thexe tregties have been quite
comprehendve concentrating on the issues of hazardous cargo, insurance, gquantum  of
primary commodities and rules of origin. The rules of origin norms enabling preferentid
trestment of the Nepalese manufactured goods for entry into the Indian market has gradudly
been rdlaxed to improve coverage of digible products As a rexult of the good understanding
reflected in the bilaerd trade and trangt tregties the number of primary commodities
eigible to enter into both the countries free of redrictions has been increased. Similarly, the
number of trandt points to facilitate Nepd’'s trade with India and, dso Nepd's trade with
third countries through Indian territory has been expanded.’ Redizing the sgnificance of the
bilaterd tregty and its impact on the foreign trade, it has been remarked tha the Indo-Nepd
bilaterd economic cooperdtion tregties have led to ggnificant policy inferences for future
economic cooperation in the South Asan Region (SAR). It is due to the fact that India hes
emerged as a mgor trade patner of Nepd as both exports and imports in vdue terms have
been quite high in comparison with Nepa’'s mgor trade patners. The possible reason for this
tendency could be the freer trade regime that has existed between India and Nepa.? Since
1991, trade relation between Nepad and India has been intendfied and dso entering into a
new aena Teaking into account the fact, this sudy has mede an dtempt to andyze the
provisons made in the trade and trangt treaties and the mgor impact of these on the Structure
and trend of Indo-Nepd trade.

3.21ndo-Nepal Treaty of Trade, 1991

In order to expand trade between Nepd and India and dso to encourage collaboration in
economic development, Treaty of Trade 1991 was dgned on 6 December 1991, It was
explicitly expressed in the Treaty to promote mutud trade between the two countries for the
benefits of mutud sharing of scientific and technical knowledge and experience.

Artide Il of the Treaty provisoned of endeavoring to grant maximum facilities and to
underteke al necessary measures for the free and unhampered flow of goods needed by one
country from the other to and from their respective territories. With a view to promote trade,
Article IV of the Treaty daed that the contracting parties agree, on the reciprocd basis, to
exempt from basc cugoms duty as well as from quantitative redrictions on the import of
such primary products as may be mutudly agreed upon from eech other. Furthermore, the
Government of India agreed to promote the indudrid devdopment of Nepd through the
grant on the bads of nonreciprocity of especidly favorable treatment to import into India of
indugtrid  products manufactured in Nepd in respect of cusoms duty and quantitative
redrictions normaly gpplicable to them. As such, a scope for exception was made in the
Article V of the Treaty to the Nepaese manufactured products. On the bass of reciprocity
and with a view to fadlitating greater interchange of goods between the two countries, it was
expresed in the Artide VI of the Treaty that His Mgesty’'s Government of Nepd shdl
endeavor to exempt, wholly or patidly, imports from India from cusoms duty and
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quantitative redrictions to the maximum extent competible with ther devdopment needs and
protection of their indudtries.

This Tresty dso made the provison of dl goods of Indian or Nepdex origin shdl be
dlowed to move unhampered to Nepa or India repectivdy without being subjected to any
quantitative redrictions, licensng or pemit sysem with the exception of redricted or
prohibited goods and atides Furthermore, the Government of India agreed to dlow to His
Mgesty’'s Government of Nepd the payment of excise and other duties collected by the
Government of India on goods produced in India and exported to Nepd provided thet:

I. such payment shdl not exceed the import duties and like charges levied by His
Magesy's Govenment of Nepa on smilar goods imported from any other
country, and

ii. His Maegsy's Government of Nepa shdl not collect from the importer of the said
Indian goods as much of the import duty and like charges as is equd to the
payment dlowed by the Government of India

In respect to the access, duty and quantity of the goods and articles, the Treaty provisoned of
providing access to the Indian maket free of basc and auxiliay customs duty and
quantitative redrictions, generdly, for dl maenufectured aticles, which contain not less than
gghty per cent of the Nepdese materids, or Nepdese and Indian materids. Furthermore, the
Government of India would provide access to the Indian market, on case-to-case basis, free of
basc and auxiliay customs duty and quantitative redrictions for manufactured aticles that
contain not less than fifty five per cent of the Nepdee materids or Nepdese and Indian
maerids. In addition, with a view to extend benefits to smdl manufecturers, the Treety made
a provison of levying ‘edditiond’ duty on the ‘smdl’ units manufactured in Nepd equivaent
to the rate of excise duty gpplicable under the Indian Customs and Centrd Excise Taiff to
atides produced in Smilar unitsin India

With regad to ‘edditiond’ duty oollected by the Government of India in regpect of
manufactured articles other then those manufactured in ‘smdl’ units, certain provisons were
made as whenever it is established that the cost of production of an aticle is higher in Nepd
than the cog of production in a corresponding unit in India, a sum representing such
difference in the cost of production, but not exceeding 25 per cent of the ‘additiond’ duty
collected by the Government of India will be pad to His Maesty’'s Government of Nepa
provided that:
I. such manufectured artticles contain not less than eighty per cent of Nepadese and
Indian materids, and
ii. His Mgesty’'s Government of Nepa has given assstance to the same extent to the
(manufacturer) exporter.

In the case of other manufactured aticles in which the vaue of the Nepaese and Indian
materids including labor added in Nepd is a least forty per cent of the ex-factory price, the
Government of India will dlow the atides on caseby-case beds folowing preferentid
trestment kegping in mind the need for expeditious cdearance in the Indian market. On the
other hand, in the case of other manufactured articles in which the vaue of the Nepdese and
Indian materids and labor added in Nepd is less than forty per cent of the exfactory price,
the Government of India will provide norma access to the Indian market consgent with its
import regime and mogt favored nation (MFN) tretment. This Tresty, by and large
concentrated on the materid content requirements while importing goods and atides in
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India However, the Tresty recognized the immense importance of export trade for the
economic development of Nepa and as such made necessary provisionsin the Treety.

3.3. Treaty of Trangt, 1991

Recognizing the fact that Nepd is a land-locked country and its need to have access to and
from the sea to promote its internationd trade, the Treety made the provison in its Artice |
that the contracting parties shdl accord to ‘traffic in trangt’ freedom of trandt across ther
respective teritories through routes mutudly agreed upon. No didinction shdl be made
which is based on flag of vessds the places of origin, departure, entry, exid, dedination,
owvnership of goods or vesss Further, exemption from cusoms duties and from dl trangt
duties or other charges were made except reasonable charges for trangportation and such
other charges as needed to commensurate with the cogts of services. In addition, for the
convenience of traffic in trangt the contracting parties agreed to provide point or points of
entry or exig warehouses or shed and open space for the storage of traffic in trandt awaiting
customs cdearance before onward trangmissons. As such the requirements in course of import
and export of gpods and articles from Nepa was wdl established in this Tresty.

3.4. Agreement of Cooperation to Control Unauthorized Trade. 1991

An Agreement of Cooperaion to Control Unauthorized Trade was dSgned between the
Government of India and His Mgedy's Government of Nepd (HMG/N) on 6 December
1991. Artide | of the Agreement wel recognized that there is a long and open border
between the two countries and there is free movement of persons and goods across the
border. It further notes that they have the right to pursue independent foreign trade policies
In order to protect the interest of both the countries the Artide meade the provison of taking
dl such measures that are necessary to ensure that the economic interests of the other party
ae not adversdy affected through unauthorized trade between the two countries. As per the
Article Il of the Agreement, both the countries agreed to cooperate effectively with each
other to prevent infringement and circumvention of the laws, rules and regulaions of ether
country in regad to mdters relaing to cusoms, narcotics and psychotropic substances,
foreign exchange and foreign trade.

Artidle Il of the Agreement further made the provison of prohibiting and cooperating esch
other to prevent:

a reexpots from its teritory to third countries of goods imported from the other
Contracting Paty and products which contain materids imported from the other
Contracting Party exceeding 50 per cent of the ex-factory vaue of such products,

b. re-exports to the teritory of the other Contracting Party of goods imported from third
countries and of products which contan imports from third countries exceeding 50
per cent of the ex-factory vaue of such goods.

According to this Agreement, both the governments agreed to exchange with esch other
regularly the ligs of goods the import and export of which are prohibited, or redricted or
subject to control according to ther respective laws and regulations. In this way commitment
was made to cooperate with each other in the prevention of unauthorized trade.

3.5. Revison in Indo-Nepal Trade Treaty, 1991 and Treaty of Trangt, 1991

At the end of the officid vist of Prime Miniger of India, Mr. PV. Naasmha Rao on
October 21, 1992, a joint communiqué wes issued in Kahmandu, which consderably
enhanced Indias bilaerd trade preferences to Nepd and further improvement in its trangt



fadlity. In accordance with the communiqué India and Nepa sgned three letters of
exchange on 16 February 1993.

One of the letters related to tade while the other two rdated to trangt. The letter relating to
trade replaced Part V of the Protocol of the Treaty of Trade 1991. One notable feature of the
amendment was the digibility of the Nepaese labor content dong with Indian and Nepdese
materids qudifying as inputs while edimaing their content in the exfactory vaue of
Nepalese manufactured output. Henceforth the Government of India provide access to the
Indian market free of basc and auxiliay customs duty and quantitaive redrictions for al
aticles manufactured in Nepd which contain not less than 50 per cent of the Nepadese labor
content, Nepdese materid content and the Indian labor content. Thus the requirement of
Nepaese raw materid content for duty free access to the Indian market was reduced from 55
per cent to 50 per cent. Such rules of origin permitting the induson of labor in a preferentia
trading arangement are unique in Indo-Nepaese relations. Another important festure of the
amendment was that the proforma clearance system for the preferentid export of Nepaese
manufactured items to India was abolished. By this provison it was expected to abolish the
procedura delays faced by the Nepaese exporters.

Ancther letter of exchange was concerned with the replacement of the letter exchanged a the
time of Sgning of the Trely of Trandt on December 6, 1991. Under the agreement,
movement of the Nepdex private commercid vehides from the Nepdese border to
CdauttalHadia and back was dlowed on such vehides beng duly adthorized by His
Magesty's Government of Nepd or the Nepd Trangt and Warehousng Company Ltd. or the
Nepd Trangport Corporaion, and the necessary underteking being given by them to the
Indian customs authorities. As such the sgned three letters of exchange between Nepd and
India were related with:

i. provisons rdaing to improvements and smplification of the regime for the
export of Nepa ese manufactured itemsto Indiaon a preferentid basis,

ii. movement of the Nepdese private commercid vehicles between Nepadese border
and CdcuttalHadia, and

iii. easier Nepd to Nepa movement of Nepalese vehicles and goods through India®

3.6. Indo-Nepal Trade Treaty, 1996

This Trety, Sgned on December 3, 1996 a Kahmandu, sets a landmark in bilaterd trade
relation between Nepd and India It gave a new direction in the trade related aress as wdl as
a soope for the trade improvement especialy to Nepd. Some of the provisons made in the
ealier tregties were replaced and modified. It made the procedures smple and dtraight 0 as
to remove the procedurd ddays Moreover, the Tresty committed the cooperation in more
specific and extended manner. Some of the provisions of the Treaty are Stated below:

I. access to the Indian market free of customs duties and the quantitetive redrictions
for dl articles manufactured in Nepdl.

ii. import of artides in accordance with (i) above shdl be dlowed by the Indian
customs authorities on the bass of a Cetificae of Origin (CoO) to be issued by
the agency desgnated by His Mgedy's Government of Nepd in the forma
prescribed a ¢ B’ for each condgnment of articles exported from Nepd to India
But thisfacility is not provided to the negative lig of articles mentioned in “C”.
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iii. on the bass of a cetificae issued by His Mgesty’s Government of Nepd, for
eech consgnment of products manufectured in the smal scade units in Nepd, that
the rdevant conditions agpplicable to the products manufectured in Smilar Smdl
Scde Indugrid Units (SSIU) in India for rdief in the levy of goplicable excise
duty rates are fulfilled for such a parity, Government of India will extend parity in
the levy of additiond duty on such Nepdese products equd to the treatment
provided in the levy of effective excise duty on sSmilar Indian products under the
Indian Customs and Central Excise Tariff.

However, The “Additiond Duty” raes equd to the effective Indian excise duty
raes goplicdble to dmilar Indian products under the Indian Cusoms & Centrd
Excdse Taiff will continue to be levied on the imports into India of products
manufactured in the medium and large-scde unitsin Nepd.

iv. In regard to Indian additiond duty collected by the Government of India in respect
of manufactured articles other than those manufactured in “smdl” units. whenever
it is established that the cost of production of an atide is higher in Nepd than the
cod of production in a corresponding unit in India a sum representing such
difference in the cost of production, but not exceeding 25 per cent of the
“additiond duty” collected by the Government of India will be pad to His
Magesty's Government of Nepd provided His Magesty's Government has given
assistance to the same extent to the (manufacturers) exporters.

V. Export of condgnments from Nepd accompanied by the Cetificate of Origin
(CoO) will normdly not be subjected to any detention or delays a the Indian
cusoms border check posts and other places en route. In case any need for
daification aises this will be obtaned expeditioudy by the Indian Border
Cusgtoms authorities from the Indian and Nepa ese authorities, as the case may be.

Negative lig of aticdes tha are not dlowed preferentid entry from Nepd to India on the
bass of Cetificate of Origin (CoO) indude:

I. Alcohalic Liquors Beverages and their concentrates except industria spirits,
ii. Perfumes and Cosmetics with non-Nepaese/ non-Indian Brand names, and
iii. Cigarettes and Tobacco.

However, a provison was made tha Nepaese bears can be imported into India on payment
of the goplicable liquor excise duty egud to the effective excise duty as levied in India on
Indian beers under the relevant rules and regulations of India Furthermore, it was dso stated
tha the Government of India might modify the negeive lig in consultation with His
Magesty's Government of Nepd. Furthermore, provisons were made in the Treety to adopt
aopropriste mesesures in the event of facility leading to a surge in the import. In this regard
govenments of the both countries may conault with each other with a view to take
gppropriate measures.

With regard to the vdidity of the Treaty, it was mentioned thet it would remain in force up to
December 5, 2001. In accordance with the provison made in the Treaty ( 8) it would be
automaticdly extended for further period of five years a a time on the condition that unless
ather of the parties gives to the other a written notice of its intention to terminate the Treaty.
But the notice should be given three months in advance. Furthermore, the scope for
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amendment and madification of the Treaty was provisoned upon the mutua consent of both
the countries.

This Treaty facilitated to a greater extent in favor of Nepd. By virtue of this Treaty Nepd can
export to India without any quantitative redrictions on the one hand and, free of custom
duties on the other. These provisons were definitely the postive aspects and dso creding an
appropriate environment for boosting up the Nepaese export trade.

3.7. Agreement of Cooperation to Control Unauthorized Trade, 1996

An Ageement of Cooperation (AoC) between His Mgesty’'s Government of Nepd and the
Government of India was dso Sgned to control unauthorized trade. Article 11l of the
Agreement made the provisons of:

i. each contracting party will prohibit and cooperate with each other to prevent re-
exports from its territory to the third countries of goods imported from the other
contracting party without manufacturing activity, and

ii. reexports to the teritory of the other contracting party of goods imported from
third countries without manufacturing activity. However, it was daed that the
provison of (i) stated above would not be gpplicable in the case of the export of
the Nepaee goods into India under the procedure set out in Protocol V to the
Treaty of Trade between His Mgesty’s Government of Nepd and the Government
of India

This Agreement adso expressed its commitment to cooperate and control unauthorized trade
in accordance with the provisons of the Agreement of Cooperation to Control Unauthorized
Trade, 1991.

3.8. Treaty of Trandt: Modificationsin 1996
In order to facilitate the provisons made in the renewed Treaty of Trade 1996, it was fdt
some modifications in the Treaty of Trangt too. As such some Artides and dauses were

modified as wel as revisad in the Treaty of Trangt, 1991. The mgor changes mede in this
Treaty can be observed asfollows:

i. The Indian customs authorities posted a SegportyBorder Land Customs Stations
shdl medy check the “one time lock” of the contaner put on by the shipping
agent or the carier authorized by the shipping agent or the carier authorized by
the shipping company. If it is found intact, it will be dlowed for trangportation of

the containerized cargoes without examination unless there are vaid reasons to do
otherwise.

ii. In case where the “one time lock” on the container ariving a SeaportsBorder
Land Cugtoms Staions in India are found broken or defective, the Indian cusoms
authorities shdl make due veification of the goods to check whether the goods
are in accadance with the Cusoms Trangt Declaration and shdl put fresh “one
time lock” and dlow the containers to move to the dedtination. The serid number
of the new “onetimelock” shdl be endorsed in the Customs Trangt Dedaration.

iii. The procedures dtated above are applicable to the Nepdese containerized export
and import cargoes moving to and from Segports and Border Land Customs
Sationsin India



Indo-Nepa Trade Tresty, 1996 indeed provided liberd framework in the aena of trade
raionship between these two countries. Kati (2001:55) remaks, of course quite rightly
with regard to the revised tregty dtating that bilaterd trade agreements is indeed a bold gep in
an effort to further boogt bilaerd trade and joint investment with Nepd. These new ea
earmarking a movement in the direction of meking SAPTA successful and the consequent
Free Trade Area among the member nations of the region a redity a the earliest. One of the
dgnificant promisng characteridics of this Tresty can be identified as to wave off the
condition of materid content in the Nepdese goods while exporting to India The provison
of nonreciprocd basis duty free and without quantitative redrictions access to the Nepadee
manufactured articles in India was avalable to Nepd as per the Treaty of Trade, 1991. But
the content of raw maerid in the exportable atides was being the centrd issue from the sde
of the Nepaese busnessmen. Thisissue was resolved by the provison in this Treaty.

3.9. Treaty of Trade, 1996. Major Policy Changes
This Treaty is seen more often as the turning point in the hisory of Nepa India trade
relations leading to severd policy changes. Some of the changes can be viewed as follows:

a. Government of India provided access to the Indian market free of customs duties
and quantitative redrictions for al products manufactured in Nepd on the bads of
the certificate of origin.

b. The negdtive lig of product imported to India were shortened from seven to three
items which ae dcohdlic liquorsbeverages and their contents except indudtrid
Soirits, perfumes and cosmetics, cigarettes and tobacco.

c. Export of Nepdese condgnments with the cetificate of origin would not be
delayed at the Indian customs border/check-post.

d. Indian invesment in Nepd in Indian Rupees for up to 25 crores would get fast
track clearance.

e. It was decided to increase the ar seat capacity from 4000 to 6000 per week. Also
two more points in India would be opened for Nepdexe arlines The governments
of the two countries also agreed to have open sky policy.

The government of India opened the trangit route to Bangladesh through Phulbari.
HMG/N amended its foreign invesment policy, company law and trandfer of
technology act.

Nepa decided to open Nepdi Stock Exchange to oversess investors.

India and Nepd dgned the power trade agreement and dlowed private investment
in hydropower project.

> Q™

3.10. Treaty of Trangt, 1999

This Tresty was dgned on 5 Jauay 1999 between the Government of India and His
Mgesy's Govenment of Nepd with a dedre to mantan, devedop and drengthen the
exiging friendly reaions and cooperaion between the two countries recognizing the need to
fecilitate the traffic-intrangt through ther territories It was dated in the Tregty that it will
remain in force up to the 5™ January 2006 and will, theresfter, be automaticaly extended for
a further period of seven years a a time unless either of the parties gives to the other a written
notice, Sx monthsin advance.

In the Artide 1 of the Treaty provison was made that the Contracting Parties shdl accord to
“treffic-intrangt” freedom of trangt across ther respective teritories through routes
mutualy agreed upon. No didinction shal be made which is based on flag of vesds the
places of origin, departure, entry, exit, degtination, ownership of goods or vessds Artide Il
dsated that each Contracting Paty shdl have the right to take dl indispensable measures to
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ensure that such freedom, accorded by it on its teritory, does not in any way infringe its
legitimate interests of any kind.

The provison of exemption from customs duties and from dl trangt duties or other charges
was dso made for the traffic-intrangt, except reasonable charges for transportation and the
costs of services rendered in regpect of such trangt. Moreover, with a view to offer
convenience of traffic-intrangt the Contracting Parties agreed to provide, a point or points
of entry or exit, warehouse or sheds for the dtorage of traffic-intrandt awaiting cusoms
clearance before onward transmisson. In order to extend the enjoy of freedom of the high
sess, mechant ships sdling under the flag of Nepd, the Tresty made the provison of
providing treatment no less favorable than tha accorded to ships of any other foreign @untry
in respect of metters reaing to navigation, entry into and departure from the ports, use of
ports and harbor fadilities, as wel as loading and unloading dues, taxes and other levies. In
fact, this Tresty continued many of the provisons made by the earlier tregties to provide
trangt facilities as needed by Nepdl.

Treaty of Trangt is very vitd to a landlocked country like Nepd. It was wdl reckoned in
this Treay. Fulfillments of socdd, economic and developmenta needs largey depend upon
the export and import trade. And, trade depends much upon the trangt procedures and
fadlies As one of the characteridics this Tresty made a provison of renewing
automaticaly for a period of further seven years. It can be viewed as one of the beautif u
agpect of the Tregty. It minimizes the adminidrative procedures that were seen in the past.
This Indo-Nepd Tresty of Trangt provided, as the ealier trangt tredties had made, port
facilities to Nepd a Cdcutta and specified 15 trangt routes between Cdcutta and the India-
Nepa border. In addition 22 entry/exit points dong with India-Nepd border for mutud trade
and Nepa-Nepd trangt have aso been provided.

3.11. Indo-Nepal Treaty of Trade, 2002

This trealy is a continuation of the Tresty of Trade, 1996 rather in a revised form with the
incluson and exduson of some of the provisons in the Artides. After a series of mestings in
Ddhi from 27" February to 2 March 2002, an agreement was resched to extend the validity
of dl the twdve Articles of the India-Nepa Treety of Trade, and Protocols to Articles |, I,
11, IV and VI in their present form for a period of five years with effect from &' March 2002.
And, it was ds0 agreed that the revised Protocol to Articde V and the new Protocol to Article
IX of the Treaty would dso be vdid for the same period. Some of the mgor provisons made
in the Treaty can be identified asfollows

1. preferentid  access to the Indian market free of cusoms duties normdly gpplicable and
quantitative redrictions for dl atides manufactured in Nepd, except the mentioned
artides, provided they fulfill the qudifying criteria

€) the articles are manufactured in Nepa whoally from Nepalese materias or
Indian materidsor Nepalese and Indian materias;or

(9X0) the aticles involve a manufecturing process in Nepd tha brings dout a
change in dasdfication, & four digit levd, of the Harmonized Commodities
Decription and  Coding  System, different  from those, in which dl the third
country origin maerids used in  its manufecture  ae dasdfied; and the
manufacturing process is not limited to insufficent working or processng as
indicated in “B”, and



() (i) From 6th March 2002 to 5th March 2003 , the totd vadue of materids, parts
or produce originating from non-Contracting Partiesor of undetermined
origin used does not exceed 75 per cent of the ex-factory price of the articles
produced, and the final process of manufecturing is performed within the
territory of Nepa. From 6th March 2003 onwards, the total vaue of materids,
parts or produce originating from non-Contracting Parties or of undetermined
origin used does not exceed 70 per cent of the ex-factory price of the articles
produced, and the final process of manufacturing is performed within the

territory of Nepd.

(© preferential access to the Nepaese artides not fulfilling the conditions of 1 (b)
(i) but fulfilling the condition 1 (b) (i) on a case by case bess

(d) norma accessto other articles manufactured in Nepa which do not fulfill the
qudifying criteria specified with MFN trestment.

2. Import of atices in accordance with (1) above shdl be dlowed by the Indian customs
authorities on the bads of a Certificate of Origin to be issued by the agency designated for
this purpose by His Mgesty’s Government of Nepd in the format prescribed a -“D” for
each conggnment of articles exported from Nepd to India

3. for each condgnment of aticdes manufactured in the amdl-scde units in Nepd, on the
bass of a Cetificate issued by His Mgesty's Government of Nepd, that the reevant
conditions agpplicable to the atides manufactured in Smilar Smal Scae Indudrid Units
in India for reief in the levy of goplicable Excse Duty raes are fulfilled for such a
parity, Government of India will extend paity in the levy of Additiond Duty on such
Nepdex aticdes equa to the trestment provided in the levy of effective Excise Duty on
gmilar Indian articdles under the Indian Custonms and Central Excise Tariff.

4. “Additiond Duty” rates equd to the effective Indian excse duty raies gpplicable to
gmilar Indian products under the Indian Cusoms & Centrd Excise Taiff will continue to

be levied on the imports into India of producs manufactured in the medium and large-
scde unitsin Nepd.

5 In regad to additiond duty collected by the Govenment of India in respect of
manufactured aticles other than those manufactured in “smdl” units wherever it is
edtablished that the cost of production of an aticle is higher in Nepa then the cogt of
production in a corresponding unit in India a sum representing such difference in the cost
of production, but not exceeding 25 per cent of the “additiond duty” collected by the
Govenment of India, will be pad to His Mgesty's Government of Nepd provided His
Mgesty's Government of Nepd has given assigance to the same extent to the
(manufacturers) exporters.

6. Export of condgnments from Nepd accompanied by the Certificate of Origin will
normaly not be subjected to any detention or ddays a the Indian customs border check
posts and other places en route. However, in case of reasonable doubt about the
authenticity of Cetificae of Origin, the Indian Customs Authority may seek a
clarification from the certifying agency.



7. The importing country may request for consultations in the Joint Committee to take
gopropriate measures in the event of imports in such a manner or in such quantities o as
to cause or threaten to cause injury to the domedtic industry or a significant segment of it
relating to the article.

8. Provisons made for some of the atidles dlowed to entry into India with free of cusoms
duties on fixed quota besis are as follows.

SNo Nepdeeaticle Quantity inMT per year
1 Vegetable fats (Vanaspati) 100,000 ( One hundred thousand)
2. AcrylicYarn 10,000 (Ten thousand)

3 Copper products under Chapters 74 7,500 (Seven thousand five hundred)
& Heading 85.44 of the H.S.Code

4, Zinc Oxide 2,500 (Two thousand five hundred)

However, it is dated in the Treaty that imports of the above four commodities into India in
excess of the fixed quota will be permitted under norma MFN rates of duty. ( 9) And, they
will be pemitted through the land Customs Stations (LCS) a KakarbhittalNaxabari,
Biratnagar/Jogbani, Birganj/Raxaul, BharahavalNautanwa, Nepadgunj/Nepdgunj Road and
Mahendranagar/ Banbasa.

Furthermore, the following articles are not be dlowed under preferentid entry from Nepd to
Indiaon the basis of Certificate of Origin:

1. Alcohalic Liquors Beverages and their concentrates except industrid spirits,
2. Perfumes and Cosmetics with non-Nepalese / non-Indian Brand names,

3. Cigarettes and Tobacco

With regard to the aticles that are not to dlow under preferentid trestment a provison has
been made gaing the Government of India in consultation with His Mgesty’'s Government
of Nepd, may modify the lig of aticdes However, Nepadese beers can be imported into India
on payment of the gpplicable liquor excise duty equa to the effective excise duty as levied in
India on Indian beers under the rdevant rules and regulaions of India This Treaty made an
amendment in some Articles of the earlier treasty. Noticegbly, the Treaty introduced the vaue
addition nmorms while exporting to India and aso adopted quantitative redrictions on some
commodities or articles such as vegetable ghee, acrylic yarn, copper products and zinc oxide.

The dient features of this Treaty can be viewed as.

Oetaled Rules of Origin incorporated to encourage genuine indudridization in Nepd
and to provide gregter darity and trangparency

vaue addition norm - a very low vadue addition percentage has been agreed to by
India of a maximum celing for third country inputs fixed a 75 per cent for one year
from 6th March, 2002 and 70 per cet theredfter, (i.e a domedtic vaue addition
requirement of only 25 per cent for the first year and 30 per cent theresfter)

Certan sengdtive items will be dlowed continued entry into India free of cusoms duty
on the bass of a specid and liberd quota No caling prescribed for imports of these
itemsinto Indiaon MFN bass.
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Safeguard cdause introduced with provison for the dffected country to teke
gopropriate remedid measures only if joint consultations on surge do not yied results.

3.12. Trangt Provisons
There are 22 land border points specified as agreed routes for mutud trade between India and
Nepd under the terms of the Indo-Nepad Treaty of Trade. Under the Treaty of Trandt and the
Protocol to the Treaty of Trangt, the Cdcutta-Hddia port complex has been specified as port
of entry for Nepd’'s thirdcountry trade by sea However, 15 land-border points have been
specified for the passage of Nepd's third country trade The transt facilities provided by
Indiato Nepd under the Treaty of Trade and Treety of Trangt include the following:
I. India dlows freedom of trandgt for Nepadese thirdcountry trade across its
territories through routes mutualy agreed upon,
ii. Permisson for the movement of Nepdese trucks to and from the merest ralway
dations to pick up the export and trangit cargo to Nepd,
iii. Traffic in trandt is exempted from cusoms duty and from dl trangt duties or
other charges, except charges for transportation and service charges,
iv. Faciliies are provided for warehousng and for dStorage of goods in  trangt
awaiting cusoms dearances before inward trangportation to Nepd, through
Indian territory.

3.13. Agreement of Cooperation to Control Unauthorized Trade

Along with the Treaty of Trade, an agreement of cooperation to control unauthorized trade
between Nepd and India was sgned in March 2002. In the agreement it was mutudly agreed to
extend the vdidity of dl the eight Artides of the Agreement of Cooperation between the
Government of India and His Mgesty’'s Government of Nepd to control unauthorized trade in
their present form for a period of five years with effect from 68" March 2002. Thus, the agreament

did not modified or included any Artidles but agree to continue under the exidting provisons.

3.14. Impact of Tradeand Trangt Treatieson Bilateral Trade

Trade and Trangt Treaties with India cary ggnificant meaning paticularly to Nepd. The
Tregties provide guiddines and dso scope for furthering bilateral trade. A generd overview
on the impact of Indo-Nepa bilaerd trade and trandt tresties gpecificdly on the trade
sructure and the trend of trade of Nepd is discussed in the following sections.

3.14.1. Impact on Structure and Trend of Nepal’s Trade

The provisons on the Treaty of Trade and Trandt between Nepad and India condderably
determine the direction of Nepdese internationd trade. There have been ups and downs in
the structure and trend of Nepaese export, in paticular, since the first forma Treaty of Trade
and Commerce, 1950 with India Impact of the subsequent Trade and Trandt Tredties
provides varying scenarios in the export and import trade of Nepd.

3.14.1.1. Period between 1950 and 1970

The share of India was more than 95 per cent in the totd trade transactions of Nepd during
the period of 1956/57 to 1959/60. Evidently, the totd trade transactions with other countries
were less than 5 per cent. Imports from India were 985 per cent of the totd import in the
year 1964/65 wheress the percentage went on decreasing in the subsequent years. In 1965/66
it was 97.6 per cent, in 1966/67 it was 96.8 per cent, in 1967/68 it was 92.3 per cet, in
1968/69 it was 93.2 per cent and in the year 1969/70 it was 91.5 per cent of the totd imports.
Nepal's export to India was 98.3 per cent of the total exports of Nepd in 1964/65. It went on
decreasing in the subsequent years with alower scae.
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3.14.1.2. Period between 1971 and 1980

The share of India in tota import of Nepa was 882 per cent in 1970/71. It declined over the
period and reached findly to 51.3 per cent in 1979/80. On the other hand, the share of third
countries in tota import of Nepa was only 11.8 per cent in 1970/71. It dimbed seadily over
the period and reached to 48.7 per cent in 1979/80. Likewise, the share of India in tota export
of Nepa was 81.9 per cent in 1970/71. It steedily decreased during the period and reached to
453 per cent in 1979/80. On the other hand, the share of other countries gradudly picked up
during the same period. The share in the totd export was 181 per cent in 1970/71, which
increesed to 54.7 per cent in 1979/80. As a reault, the share of India in Nepd's totd trade
decreased from 859 pear cent (1970/71) to 49.8 per cent (1979/80) and that of the other
countries, it increased from 14.1 per cent (1970/71) to 50.2 per cent (1979/80). 8

3.14.1.3. Period between 1981 and 1990

The share of India in the totd export of Nepd was 61.7 per cent in 1980/81. The share
declined further in 1985/86 and reached to 40.3 per cent. However, the share of India in
Nepd’s totd export increased a little bit in 1986/87 and registered 435 per cent. The trend
went on declining from that year. As such, it was 24.7 per cent in 1988/89. It further declined
in 198990 and reveded just 11.7 per cent. On the totd import of Nepd, the share of India
was 49.2 per cent in 1980/81, which went on & a decreasing rate. The share of India in the
totd import of Nepd was, thus, 425 per cent in 1985/86, 39.1 peer cent in 1986/87, 33.1 per
cent in 1987/88 and 26.1 per cent in 1988/89. The share came down dill a little bit in 1989/90
and stood at 25.5 per cent.

3.14.1.4. Period between 1991 and 1995

In the year 1990/91, the share of India in the totd export of Nepd was 21 per cent. It
decreased in the successive years and, thus, reveded 10.6 per cent and 9.6 per cent for the
year 1991/92 and 1992/93. Stuation in such a shae improved magndly in 1993/H4
reveding 12.5 per cent. The share percentage was 17.7 percent and 185 per cent for 1994/95
and 1995/96. On the other hand, the share of India in the totad import of Nepd remaned in
between 30 per cent to 35 per cent during that period. Such a share was 315 per cent in
1990/91, which increesed in 1991/92 showing 35.2 per cent. In 1992/93 it was 33.3 per catt,
in 1993/ it was 354 per cent, in 1994/95 it was 30.8 per cent and it was 32.8 per cat in
1995/%.

3.14.1.5. Period between 1995 and 2001

It is interesting to note that the trend of the totd trade, i.e. export and import, between Nepd
and India has incressed from the year 1996/97 onward. Of course, it may be due to the
outcome of favorable provisons in the Indo-Nepd Trade Tresty of 1996. The share of India
in the tota export of Nepa was 23.1 per cent in 1996/97. The trend escdated gradudly in the
successve years. It was 32 per cent in 1997/98 while it was 35.1 per cent, 42.6 per cent and
47.7 per cent in the year 1998/99, 1999/2000 and 2000/01 respectively. The share of India in
the totd import of Nepd was 26.6 per cent in 1996/97, which gradudly increased reveding
30.7 per cent, 36.7 per cent, 366 per cent and 412 per cet in 1997/98, 1998/99,1999/2000
and 2000/01 respectively. In the year 2001/02, such ashare is estimated to be 42.5 per cent.

Treaty of Trade 1996 has indeed played a crucid role in the foreign trade structure of Nepd.
The average exports per aanum from Nepa to India during the period of 1991/92 to 1996/97
show 16.3 per cent out of the totd export Nepdese trade. But the average exports from Nepd
to India jumped to 436 per cent during the period of 1997/98 to 2001/02. It can, thus be
noted as the phenomend impact of the Treaty on the trade dructure of Nepd. Similaly, the
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import gructure dso presented a different scenario but a a lower scde. The average imports
from India were 31.8 per cent during the period of 1991/92 to 1996/97. The retio incressed to

37.5 per cent during the period of 1997/98 to 2001/02.

The trend andyss of Indo-Nepd bilaerd trade evidently indicates that the trade and trangit
tregties held between these countries determine the volume of trade on the one hand, and the
direction of trade on the other. It can be seen, particularly, the leve of exports from Nepd to
India fluctuating as the provisons in the tredties changes such as the Articles reating to
materid content, vaue addition norms, redrictions of the specific goods and atices and the
quantity restrictions of certain items.

Among the podtive implications of the Indo-Nepd Trade Tredties one of the most important
hes been to widen the basket of Nepaese export commodities to India Besdes the traditiond
Nepdex exports like jute goods pulses, ginger, ol cakes cardamom, rodn, skin and hide
and in, a number of new commodities hawe been added to the Nepaese export basket
induding vanespati, toothpaste, acrylic and polyeser yan, Ayurvedic medicing  s0ap,
turpenting, brooms and handicrafts, copper wire and other copper products, paper and wax
products. A total of 184 odd Nepaeseproducts are being exported to Indiaa present.

Trade dructure andyses in the above sections indicate that there has been a dgnificant
corrdation between the Indo-Nepd Trade and Trandt Treaties on the Nepaese trade
Soedificdly, the liberd providons in the tregties have contributed dgnificantly in the
expanson of trade between Nepd and India Export trade of Nepd, as compaed to the
import trade, can be seen fluctuating very speedily. It is to be noted that export trade has a
ggnificant impact on the balance of payments.

3.14.2. Policy Implications

The Trade and Trangt Treeties between Nepd and India not only make a firm bads for the
foreign trade of Nepd but dso reflect on the macroeconomic policy framework of Nepd in
may indances. It is not unnaturd that the export to and import from India vay in
accordance with the incduson, exduson or modificaions of cetan provisons in the
Protocol of the Treaty in the case of Nepd. Because a large proportion of Nepd’s foreign
trade is shared with India But the nationd policy framework and priorities ae dso seen
being affected by the Tresties.

As Pant (2002:33) notes, Nepd did not teke initiaive to become the member of then globd
trading regime, GATT, a predecessor of WTO, until 1989 following a trade dispute with
India However, the dispute lasted for 15 months, and new tregties were sgned in 1991
Hence, the urgency for Nepd to become a WTO member s0 as to be protected under GATT
Artide V on transt rights, weskened. It chose for the observer gatus, and did not convert that
into an gpplication to join the WTO until 1997. Since, then, the country has been undertaking
deps gradualy as per the accession process.’® It provides a fine example of the role of Trade
and Trangt Tredies and their impact on the policy framework of Nepd. After the dgning of
the Treaty of Trade and Treaty of Trangt in 1991 one can observe the introduction as well as
amendment of severd policies for ingance, economic and trade liberdization, foreign direct
invesment etc. Smilaly various Acts were revised and amended in 1992. These reform
initigtives cannot be viewed as the consequences of the. bilatera treaties as the sole reason.
However, improved bilaterd trade relations between the two countries did influence adoption
of such measures.



Chapter: 1V
Trade Pointsin Nepal and India

4.1. Trade Pointsin Nepal

The Trade Point Program was launched in 1992 by United Naions Conference on Trade and
Devdopment (UNCTAD) as a pat of larger initigive to improve trade effidency and
designed to edablish, operaie and interconnect trade points across the globe for providing
trade informetion, trade facilitation and trade transaction sarvices. Currently 154 trade points
are operding globdly in 127 countries.

Trade points are desgned to have the unigue combination of nationd and internationd
upport sysem and trade implementation tools induding the sarvice usars manly SMEs
locd enterprises, government agencies and the drong physicd and on line nework of trade
points and their associate enterprises worldwide. The exigting network of trade points makes
the Trade Point Program didinct from other inditutions. The existence of the network ensures
the reduction in transaction cost and internationd trade fadilitation for the naiond locd
enterprises and government agencies.

4.2. Functions
Trade point generdly makes an dtempt to achieve its objective performing following broad
functions.

a. Source of trade-related information

Trade point provides actud and potentid traders with data aout busness and
maket opportunities, potentid  dients and suppliers, trade  reguldions  and
requirements.

b. Tradefacilitation Centre

The paticipants in foreign trade transactions;, for example customs, banks, chambers
of commerce, freight forwarders, trangport and insurance companies, ae grouped
together under a sngle physcd roof or linked virtudly to the Trade Point s0 as to
provide dl the required services for trade transactions

c. Gateway to Global Electronic Networks

All Trade Points are interconnected in a worldwide dectronic network i.e. the Globd
Trade Network (GTPNet), which has now been trandormed in to WTPF (World
Trade Point Network). The network is equipped with efficdent tedecommunication
tools to link up with other globd networks in order to increese the paticipation of
traders, in particular SMEs, in the emerging eectronic commerce economy.

d. Electronic Trade Opportunities

Trade Point facilitates to devdop a persondized trade leads sarvice tha dlows to
post, subscribe, upload and download the trade offers. And the demands of products
and savices are caegorized in accordance with HSCODE; internationd classification
standards from WTPF and other trade sources.

4.3. Trade Point Program and UNCTAD
Trade Points decided to set up World Trade Point Federation during 6" World Trade Point
medting in November 2000 & Geneva and committed themsdves to teking over the Trade
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Point Program by the end of 3 year implementation period of the ‘Exit Strategy’. The second
Gengd Assambly of the Federation in November 2001 adopted an inditutiond, drategic and
operationd framework of the Federdion namdy dautes ‘Strategic Busness Development
Pan’, genad principles of cooperaion within the Trade Point Community and the
operdtiond plan for the year 2002. As a fird gep in line with the extendization of Trade
Point Program; UNCTAD trandered the Electronic Trading Opportunities Sysem to the
Federdtion in May 2001 and findly trandferred the ownership and the name, trademark, logo
and the Trade Point Program to the Federation. The find officid agreement of trandfer of the
program to the Federaion was sgned on November 4, 2002 in Berut, Lebanon during 3¢
Gengrd Assembly of World Trade Point Federation. The management of the Federation is
looked after by the Steering Committee condgting of 15 representatives from different parts
of the world including a representaive from UNCTAD and the Bureau of the Federation.
However member dates have extended the mandate and decided to continue the support of
UNCTAD for drengthening the Federation for a period of another two years by providing
Secretariat and the support in the capacity building of the Federation and Trade Points.

The Federation during last two years has made suitable progress in the sdf-enhancement of
sf-management cagpacity of the Trade Points community and in gpproaching public and
private patners. The enhanced ETO system, the new Webste and Globd Trade Directory
Savice has been launched. The efforts are dso being made to strengthen relaionship with
international  agencies such as the World Bank, Internationd Trade Centre, data providers,
certification and credit rating companies etc.

The Trade Points, in the new scenario, are expected to be proactive and reinforce their
management, financid and marketing cagpabilities s0 as to develop new products and services
and effective utilization of avalable communication and information network with a view to
saving the trading community more effectivdy and ensuring success in  internaiond
business.

4.4, Egablishment of Trade Pointsin Nepal

The egtablishment and operationdisation of Trade Points in Nepd is the initigive to cregte an
inditutiond mechanism to support the busness community particulaly from the smdl and
medium enterprises (SMES) in internaiond trade by providing them an access to advanced
technologies and information networks.

4.4.1. Need for Export Support Services

During recatt years, the Export Promotion Program in Nepa has been accorded an important
daus in the economic growth process of the country. A range of ingtitutiond changes has
been taking place a interndtiond, naiond, regiond, and cty levd with a view to improving
and accderating support to exiging and potentid  exporters within the kingdom of Nepd.
There ae goproximatdy 8000 formad companies (+/-500 manufacturing companies), of
which it is esimated that 1000 to 1500 companies are active in export business. However, the
previous economic isolation, scarcity of resources, various taiff and non tariff bariers and
the globd integration of world economies and above dl the digitd divide has condrained the
cgpabilities of large number of potentid eqporting companies. It is, therefore, essentid that
an inditutiond mechaniam is crested to tgp the full trade potentid of the country where the
proposed trade point can play the key role.
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4.4.2. Setting Up Trade Points

An UNCTAD Misson had a wide rage of discussons with the identified inditutions to
explore the posshility of sdting up Trade Point in the suitable inditution in consultation with
His Mgesty’'s Govenment of Nepd. Keeping in view the diverse requirements of user
community, the drengths and wesknesses of the progpective inditutions and specific
requirements of the country being an LDC in the foothills of Himdayas, the Misson had
congdered an Alliance Approach to be ided for sdtting up Trade Point and recommended to
st up two trade points, viz. Himaayan Trade Point and Trade Point Kathmandu.

4.4.2.1. Trade Point, Kathmandu

Kahmandu College of Management (KCM) and Federaion of Nepdese Chamber of
Commerce and Indudry (FNCCI) ae jointly hoging the Trade Point, Kathmendu;, with a
view to folow the synergetic approach for utilizing management cgpability of the KCM and
database and wider user community of FNCCI. The Trade Point, Kathmandu would dso be
ale to introduce the trade point program to the emerging and young entrepreneurs and
providing training for effective utilization of the Program. As per the agreed arrangement the
trade point would be phydcaly sst up and managed by KCM whereas FNCCI would provide
support in database cregtion and would have unredricted and ful access to the trade point
fadlities in both i.e offline and online. As trade point is a one-stop source of trade related
information, which provides present and potentid treders or entrepreneurs with data about
busness and maket opportunities, potentid clients and suppliers, trade regulaions and
requirements, KCM has been identified as an ided location for hogting the trade point.

On the other hand, the Federation of Nepaese Chambers of Commerce and Industry (FNCCI)
is an umbrdla organization of the Nepadese private sector and has been playing the key role
in promoting busness and indudry in the country. It provides, inter dia information,
advisory, consultetive, promotiond and representeive sarvices to the busness community
and govenment as and when required in formulaion and execution of busness and indudrid
relaed policies and programs. It represents dmost dl nationd councils, boards, associations,
committess, policy advisory bodies as wel as the didrict and municipdity lewd chambers of
commerce and indusry and nationd chambers of commerce and indudry. It is providing
“One Siop” savice to its members by providing busness informaion, guiddines for
promoting exports and invetments dong with promoting entrepreneurship.  FNCCI  has,
therefore, been sdected as an ided patner for KCM for hogsing trade point by virtue of
which exiging information and communication technologies (ICT's) and the management
skills can be cdubbed with strong databases, an essentid requiremert for the trade point
operation. The avalable company databases can be made more usars friendly as per the
internationd format and requirements. The products and services by TPK would need to be
devised keeping in view the reguirement of exiding usars o FNCCI's services and the
emerging young entrepreneurs and management graduates.  The synergy between the two
trade points hoding inditutions would drengthen the dissemination mechanism 0 as to
expoe trading community to internationd business and thus reduce transaction cost. The
organization of the Trade Point, Kahmandu and the background of the hoding inditutions
have been depicted in the following diagram:
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KCM can play an important role in promotion of exports from Nepd. It can use its faculty
and infragtructure for creating awareness on the use of ICT’s for internationd trade. This can
be a very good vaue addition to their services. Entrepreneurs getting trained & KCM can &0
underteke globd trade andyss and ressarch on vaious commodities having potentid for
exports for policy formulaions by government. These researches will dso hep new
entrepreneursin their endeavor to serve the nation.

On the other hand Federation of Nepaese Chambers of Commerce and Industry (FNCCI)
which is dready playing a key role in promoting busness and indudry in the country can
evich its savices by providing trade leads through ther regular publication besdes
providing the same ontline They ae dready publishing datigdics annud reports and
directory of thar members. As one of the hoging inditutions of Trade Point Kathmandu, they
can add vdue to these dadbases by conforming to the Internationd Standards as per
UNCTAD'SWTPF quiddines. Further, as patner organizetions of Trade Point Kahmandu,
KCM and FNCCI can complement each other’s services.

4.4.2.1.1. Scope for Value Addition

The partner organizations of Trade Point Kathmandu have great scope for vadue addition in
their sarvices under the Trade Point Program. Besdes management education, Kathmandu
Cdllage of Managemet can play an important role in promotion of Exports from Nepd.
KCM can use its faculty and infrastructure for creating awareness on the use of ICT's for
internationd trade. This can be a very good vadue addition to ther services Entrepreneurs
getting traned & KCM can dso undeteke globd trade andyss and research on various
commodities having potentid for exports for policy formulaions by government. These
researches will aso help new entrepreneurs in their endeavor to serve the nation.

On the other hand, Federation of Nepdese Chambers of Commerce and Industry (FNCCI)
which is dreedy playing a key rde in promoting busness and indudry in the country can
arich its savices by providing trade leads through ther regular publication besdes



providing the same ontline They ae dready publishing datidics annud reports and
directory of ther members. As one of the hoging Inditutions of Trade Point Kathmandu,
they can add vdue to these databases by conforming to the Internationd Standards as per
UNCTAD WTPF guiddines. Further, as patner organizations of Trade Point Kathmandu,
KCM and FNCCI can complement each other’s services.

4.4.2.2. Himalayan Trade Point, Kathmandu

Trade Promotion Centre (TPC) and Federation of Nepdese Cottage and Smdl Scde
Indugtries (FNCS) are jointly hoging the Himaayan Trade Point, Kathmandu with a view to
folow the synegdic goproach for utilizing the drengths of TPC, which is an inditution
having an enormous amount of experience in intenationd trade promation activities and
drong daabase. Trade Promotion Centre was edtablished to promote, expand and diversfy
the export capacity as wel as to explore export potentidity of the country. It is a non-profit
meking and focd trade promotion organizetion in the government sector for the promotion of
foreign trade in generd and exports trade in particular. The development and strengthening of
the foregn trade of the country by means of export promotiond program has been its man
activities. The prima functions of TPC ae to boot trade assst the government in
formulaion and implementation of nationd trade policy and export promotion drategies
mantan liason with trade related internationd organization, develop export awareness and
entrepreneurship among the business communities.

As trade point is a one-dop source of trade related information that provides present and
potentid traders or entrepreneurs with data about business and market opportunities, potentia
clients and suppliers, trade regulations, policies and requirements, TPC has been identified as
an ided inditution for hoging the Trade Point from where the exporters would gether trade-
related activities within the Kingdom of Nepa and theresfter of the global trade.

On the other hand, FNCS is a non-govenmentd and non-profit making organization
edablished as a movement of the cottage and smdl entrepreneurs. FNCSl is an autonomous,
sngle and leading organization of the cottage and smdl indudries in Nepd. Edablished with
an objective to sarve the cottage and smdl entrepreneurs by uniting cottage and smdl
entrepreneurs  into an  organizationd  framework and to protect the cottage and smadl
indudries through assging the government in policy formulation. It has srong membership
databases of 28000 generd members in 68 didricts out of 75 didricts of Nepa. Moreover, it
has formed a separate women entrepreneurs  sub-committee on centrd levd as wel as
digricts levd in 42 didricts of the country, 14 inditutiond members (Regigered Commodity
Asociation) and 8 autonomous didrict associations  (Regigered Didrict Asociations) dl of
which are dlied under its umbrdla FNCS is promoting Cottage and Smdl entrepreneurs by
providing wide range of savices budness information, recommendetions for promoting
exports and invesments dong with promoting  entrepreneurship. Therefore, TPC is
conddered to be an ided patner for hogding trade point by virtue of which information and
communication technologies (ICT's) and the government support mechanism can be dubbed
with grong databases, an essentid requirement for the trade point operation. The formers
regponghility would primarily be to create databases as per the format and the later's
responsbility would be to develop products and sarvices and dissemingtion mechanism 0 as
to expose trading community to internationd business and reduce transaction codt. The
synergy between the two ingtitutions has been depicted in the following diagram.



Diagram: 2

HIMALAYAN TRADE POINT
K ATHMANDI |

¢ : Federionof Nepaese Cottage &
Trade Proiotl on Centre +—> Small Industry

1) An agency of His Maesty’'s Government of 1) Strong Membership Database
Nepd. (~28000)

2) Directly involved in  promoction  of 2) Proactivein capacity building of
International Trade. small and cottage industries.

3) Adequate physica and Technical 3) Represents Disadvantaged
Infrastructure. Segment.

4) Lacks exhaustive company database and pro
duct information.

5) Wesk Dissemination Mechanism

The Himdayan Trade Point would dso be adle to introduce the trade point program to the
emeaging cottage, smdl and micro enterprises and providing training to them for effective
utilization of the Trade Point Program. As per the agreed arrangement the Trade Point would
be physcdly st up and managed by TPC wherees FNCS would provide support in database
cregtion and would have unredricted and full access to the trade point fadilities in both i.e
offline and online,

4.4.2.2.1. Scope for Value Addition

The patner organizations of Himdayan Trade Point, Kathmandu have great scope for vaue
addition in ther savices under the Trade Point Program. TPC beng the government-
supported inditution, it is directly involved in the promotion of internaiond trade The
inditution has adequate physicd and technica infresructure but lacks in exhaustive company
database and product informetion and therefore unable to disseminae useful trade
information effectivdly. On the other hand, FNCSl, which has aound 28000 members
(together of smdl, cottage and women entrepreneurs) rich company and product database can
supplement the deficencies of TPC. FNCS is dready playing a key role in devdoping smdl
and cottage indudries in the country, can enrich its services by providing exposure to these
industries to the globd market through trede leads through ther regular publication much
more effectivdly. As one of the patner hoding inditutions of the Himdayan Trade Point,
Kathmandu, they can add vaue to ther daidbases by conforming to the Internationa
Sandards as pa UNCTAD/WTPF guiddines. Further, TPC and FNCS can complement
each other’ s sarvices through various trade point services.

4.5. Ingtitutionalization and Oper ationalization
In the process of egtablishing trade points in Kathmandu, a consultancy project was awarded
to the Nationd Centre for Trade Informaion (NCTI), New Dehi for seting up and

operdiondisation of Trade Points in Kathmandu, Nepd by UNCTAD, Geneva NCTI & a
consultant prepared the busness plan for both the Trade Points keeping in view the
essentids of the Trade Point Program, the requirements of the local trade and industry
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paticulaly SMEs the assessment of the cgpabiliies and requirements of the hoging
inditutions and divided the busness plan into the following ssgments: -

Product and services

Dissemination mechanism of proposed products and senices

Marketing and promation

Financid plan and revenue modds

Technica infrastructure and up-gradetion

Manpower planning and training

Management and operationdization of Trade Points

4.6. Trade Pointsin India

4.6.1. National Centrefor Trade Information (NCTI)

The Trade Point Program of the UNCTAD has certified Naiond Centre for Trade
Information (NCTI) as an Operaiond Trade Point in New Ddhi. it is dso recongnized foca
point of Trade Andyds and Information Sysem (TRAINS) of UNCTAD. NCTI was set up
in 1995 under the Minigry of Commerce & Indudry with a view to cregting an ingitutiona
mechanism for collection and disseminaion of trade data and improving information services
to the budness community epecidly smdl and medium  enteprisess  The  Government
of India recognized Trade Point-India under the Trade Efficdency Progran of United
Nations Conference on Trade & Deveopment (UNCTAD). Besdes using technology for
trade for collection, collaion and dissemination of trede information, NCTI is involved in
edablishing linkeges in India and abroad, facilitating training in the aress of trade, commerce
and informatics besdes continuoudy augmenting its information base and providing inputsto
the Government in drategic trade promation.

4.6.1.1. Objectives

The man objectives of NCTI indude collecting, collating, soring, processng, andyzing and
disaminating information on trade ad commerce utilizing the toods and mehods of
information. Assuch it involved in:

I. Cregting databases and disseminating information from databases on trade and
commerce & ndiond and internationd level for export promotion and import
fadlitation

ii. Collecting and disseminaing information on countries of interest and to organise
profiles of the countries and dients of interest

iii. Egablishing  linkages with  export  promotiond  bodiesexport  support
bodies'regulatory bodies for collection and dissemination of information on trade
and commerce and related matters

iv. Organigng training in the fidd of trade and commerceinformatics

V. Maintaining and andysing the database on trade policies trade regulaions and
trade agreements with various countries and its impact on country's Internationa
trade;

Vi. Building a modern public library complex for trade and commerce relaed books
periodicas and brochures and to publish papers, periodicds, reports, atices and
other literature having a bearing on trade and industry

vii.  Initite underdanding, exchange of data and mutud cooperation with Foreign
Trade Devdopment Boads, Trade Councils, Chambers, Confederations, Trade
Inditutes, Trade Center for the benefit of Indian exporters and business
entrepreneurs
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viii. Keep areast of emerging information technologies and dtandardize formets for
collection and dissemingtion of trade information in user-friendly formats.
iX. Act as Trade Point as recognized by the Ministry of Commerce & Industry under

the trade efficiency program of UNCTAD and teke suitable measures for taking
fuller advantage of the program for promoting country's trade

4.6.1.2. Functional Areas
NCTI working as a Trade Point-India comprises of the following functiond arees:

Indian Statisics Company Profiles, Product Profiles Trade & Economic Policies,
Export / Import Procedures, Regulations, Trade Fars & Other Trade Promotional
Activities

Uploading of Trade Leads on the Globad Trade Point Network (GTPNet) as per
UN/ EDIFACT gandard.

Process ETOs received through GTPNet and disseminate after value addition and
HS Code dlassfication to the trade community.

Information on demand reaing to Trade Leads receved from Indian Missons
abroad & Foreign Missons

4.6.2. Memorandum of Under standing

Since inception in 1995, NCTI has entered into Memorandum of Undersanding (MoU) with
organizations in 14 countries The objective of these MoU is to increese leve of
communication between the two countries for the benefit of the trade and industry on both
sSdes by providing nonsengtive trade and commercid information on a reciproca bess
Vdue added information could dso be provided on a charged bedis.

List of Memorandum of Under standing (M oUs)

Name of the Organisation Signing Date
1 | Croatia Chamber of Commerce (CCE), Crodia 23.10.1996
2 | Sovak Ministry of Economy (SME), Slovakia 13.12.1996
3 | Mongolian Trade and Industry Promotion Organisation (MOTRA), Mongolia Nov., 1996
4 | Chamber of Economy of Sovenia(CES), Sovenia 04.02.1997
5 | Centrefor Foreign Economic Research (CFER), Czech Republic 06.02.1997
6 | Romanian Foreign Trade Centre (RFTC), Republic of Romania 11.02.1997
7 | Hungarian Investment and Trade Development Agency (ITDH), Republic of Hungary 11.11.1997
8 | Egyptian International Trade Point (EITP), Ministry of Economy and Foreign Trade, Egypt 12.11.1997
9 | Moscow Scientific and Research Centre (MSRC), State Committee for Communication and

Informatisation of the Russan Federation (GOSCOMS VYAZ) (iii) Chamber of Commerce 04.02.1998

& Industry of the Russian Federation (CCIRF), Moscow (iv) Russian Information Network T

for Business Co-operation (RBCNet Corpn) , Moscow
10 | The Ceylon Chamber of Commerce (TCCC), Sri Lanka 12.05.1998
11 | Cyprus Chamber of Commerce & Industry, Cyprus 10.09.1998
12 | The Export Promotion Centre (IGEME) Under secretariat of Foreign Trade, Republic of 17.09.1998

Turkey T
13 | TheBulgarian Export Promotion Centre, Ministry of Trade & Tourism, Bulgaria 26.10.1998
14 | Nationd Centre for Marketing & Price Study, Ministry of Foreign Affairs of the Republic of 22 02.2001

Belarus

The growth in internationd trade need to be seen in rdation to the contribution of trade points

within the country and in other countries.




Chapter: V
Problems and Prospects

5.1. Problems

Nepd and India are two traditiond trade partners. Bilaterd trade between the two countries
has been quite smooth. However, there persst ups and downs in trade flow and gSructure as
the literatures often present. In the recent past quantitative redrictions, content of domestic
materiads eic. were seen mgor problems by the both countries in their own perspectives. With
the dgning of Trade Treaty in 1996, much of the problems seemed to have been resolved.
Furthermore, the agreement on the control of unauthorized trade has contributed in
controlling informa trade. As a consequence of the postive impact of the Trade Treaty and
agreement  the volume of exports from Nepd to India increased condderably. Specificdly, it
has been remarked that few aticdes were being imported in India in bulk quantity. The need
for vaue addition norms was redized agan to protect the domedtic indudries and producers
in India As such, the rules of origin procedures have been introduced in the renewed Tresty
of Trade in 2002. There were six rounds of taks in reaching mutud consent. It denoted thet
there exig certain problems and issues, which could not be esly resolved. Nepd-India trade
matters have not been isolated from the socid, paliticd, ideologicad and economic factors.

It is important to note that both the countries are heading towards to ded trade affars under
the WTO regime. In this direction, they have adopted trede liberdization gpproach followed
by macroeconomic reforms. Moreover, a series of reform processes are under way. Even
though, there is an indication that trade activities are not going in a dedred direction. Agangt
this background, the following problems are identified which could be conddered to review
for further sound bilaterd trade.

5.1.1. Trade Imbalance

It has been frequently recognized that Nepd possesses limited exporteble aticles when
compared with India On the aher hand, Nepd beng predominantly a land-locked and
agrarian country, the country requires many aticles and items in bulk for heading towards an
indugrid era Various indugrid raw materids semi-finished as wel as finished products are
required in huge quantities for devedopmenta works besdes the requirements for fulfilling
the peoples increesng needs. India exports the manufactured goods and aticles in higher
proportion to tota export. Due to the persstence of unequa bdance between demand and
supply of goods and articles, the question of baance of trade and baance of payments have
been in centrd when conddered Indo-Nepd trade reation. Trade bdance in totd with India
in vdue has not been reduced sgnificantly. The totd has remaned in between NRs 18
billion to NRs 20 billion gnce 1996/97 to 2001/01. The share in totd trade deficit reveds an
average of 32.3 per cent. For a hedthy trade relaion it cannot be seen as a good sgn. On the
other hand, it cregtes in the management d foreign exchange currencies.

5.1.2. Adequate M ar ket

The mgor problem for the unfavorable baance of trade on the part of Nepd can be noted as
not finding proper market for the Nepdese manufactured goods in the Indian market. There
could be many reasons in this respect. The prominent factors may include, in the business
term, ingbility to compete in the Indian maket on the grounds of qudity, price, supply
cgpability etc. In trade terms it could be quantitetive redtriction, product disqudification etc.
It is understandable that unless a szable export of manufactured products do not find market,
the proportionate to the trade baance cannot be reduced. Therefore, finding a proper segment
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in the Indian market for the Nepaese manufactured goods can be seen as one of the mgor
problem.

5.1.3. Frequent Revisionsin Duties and Rules

It tekes rdativdy a far amount of time to find a place in the market for the goods and
atices. On the other hand, market dructure development process depends upon many
factors. Rules and regulations reating to exports and imports and the import and export
duties of the exporting and importing country play dominant role in the foreign trade It hes
been frequently noted that the rules, procedures and duties ae revised through the
government budget on the one hand, and the provisons of the trade and trangt tredties. Such
types of changes and modificaions creste confudons among the busness communities,
which ultimately affects the trade in agreat ded.

5.1.4. Adminigrative and Procedural Complications and Delays

Trade is governed, to a lage extent, by the trade regulations and related adminidrative
procedures. More often the entry and exit from the market as well as the volume of trade rely
on the trangparent ard smplicity of trade and administrative procedures. In a sudy recently
caried out by the South Asa Network of Economic Inditute (SANE!) to identify the extent
of informa trade between Nepd, Bangladesh, S Lanka and India, it haes been daed thet
suibmisson of unnecessxy documents, adminidrative hesdes a cusom offices additiond
detention charges and untimely ddivery of goods increese the cogt of transaction in formd
trade! Such types of aivies and procedures enormoudy affect the trade affairs.
Alternatively, it discourages the busnessmen in carying out ther busnesses fredy and
farly.

5.1.5. EXIM Facility

Export trade faclitates in maintaining favorable trade baance. It is wel understood. It is ds0
a means to keep baance in he foreign exchange transactions. As compared to the importers,
the exporters look for facilities from the respective country. At present Stuaion, 0.5 per cent
is charged as the export service charge in the export business in Nepd. Ealier, there were ro
sarvice charges to be levied on the export busness Exemption in the income tax, foreign
exchange facilities etc. are seen as the effective tools to encourage export business. Smilarly,
the rates of custom duties and other rates and taxes determine the trend of import business.
Changing studions in the EXIM i.e export and import fadlities could have wel determined
in the trade structure in the both countries. However, it demands a detailed in-depth studly.

5.1.6. Under standing and Good Faith

Trade is an activity carried between two parties. It requires a certain degree of good faith and
understanding. On the other hand, it demands mutud cooperdtion. In the case of Bilaerd
trade between Nepd and India depends much on the bilaterd tregties on trade and trangt. It is
noticegble that a series of hilaterd taks are held during the period of renewing the tregty, as
may be recdled of a series of taks a various leves during the renewd of Trade Treety in

2002. Further, various provisons govern the access to the market of particular products as per
the specified provisons and quantities Such types of Stuaions creste uncomfortable to the
business communities. As a consequence, it affects in the entire trade activities.

5.1.7. Unauthorized Trade

Nepad and India share an open border of more than 1600 km. Import and export trade is
operated through 22 trandt points as per the Treaty of Trangt. Due to the open border it is
frequently reported that goods and aticles are imported and exported through unofficd
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trangt points too. Studies and researches in this regard indicate that though there are no
precise edimates in connection with unauthorized trade but it conditutes a large volume. It is
further noted that the growth has been facilitated by the complete freedom of currency
movement between the two countries and availability of increesng number of trangt outlets
for Nepd through the Indian territory.? Both the sides are concerned about it. Undoubtedly,
the unofficid trade affects the government revenue of both countries. It is furthermore
recognized that riversde routes are dso used in course of unauthorized trade. It has been,
indeed, very difficult for the both Sdes even if they are adhered to the agreement on the
cooperation to control unauthorized trade and committed as per the agreement.

5.2. Prospects

Nepd and India shares common fedures in many respect, paticulaly in the socid and
economic aspects. However, India has been more advanced than Nepd in some of the
specific sedors such as the commedd and indudrid, information and communication,
hedth and education sectors. India being a large country, on the bass of physcd dructure,
population and resources, possesses comparative advantage. On the other hand, Nepad dands
a a unique country of its own. Naturd scenarios have made the country a beautiful. Studies
reved tha the country possesses severd mines and minerals dong with huge water resources.
Labor force is a the increesing raie. Comparatively, labor is chegp. The country is heading
towards the indudridization regime. Preparation of basc infredructure a the required leve
for this purpose is underway. Available resources and fecilities can be usad for the economic
growth and devdlopment. But the country is gill facing the problems of adequate ceapitd to
inves for seeking beneficid outcomes on the one hand, and the desred levd of
entrepreneurship and skills on the other hand. Againg this background, India can cooperae
in many respects to Nepa. Both the countries can share mutud benefits by doing so. Some of
the key areas where Nepa and India can cooperate each other are identified below.

5.2.1. Hydroelectric Power

Nepd is wdl endowed with enormous hydropower resources. The country has a totd
hydropower potertidity of 83 thoussnd MW of which 50 per cent could be economicaly
harnessed. Out of the potentid only 373.6 MW has been exploited by the end of 2000/01, i.e
05 percent of totad cgpecity. The completion of Kaigandaki hydropower plant (144 MW),
and Indraweti Il hydropower plant (7.5 MW) a the private sector's ownership has added
1515 MW. The totd inddled cgpacity has reached to 5856 MW (0.67 percent of totd
cgpacity), induding private and others by the end of FY 2001/02. Out of totd, 113.6 MW i.e
19.4 percent of the total power production has been generated by the private sector.

Table
Exigting Power Generation By Type

SN | Types of power generaion Power (MW) Percentage
1 Mg or Hydropower Projects 396.150 67.7
2 Small Hydropower Projects 18.968 32
3 Hydropower developed by IPPs 113583 19.4
4 Diesd Power Plants 56.756 9.7
5 Solar Power Plants 0.100 0.0

Totd 585.557 100.0

Source: Nepal Electricity Authority
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The trend of energy consumption pettern indicaies that the commercid energy is replacing
the traditiond energy. The use of dectricity is increesing to 1.4 percent in 2001/02 from the
0.7 percet in 1987/88. Out of the totd population, 18 fef cent has used dectricity in
2000/01, which is expected to reach 20 per cent in 2001/02.° The Tenth Plan has a target to
supply dedtricity to additiond 10 per cent of the population.” It is enunciated that the power
demand will grow to 0.61 million kilowaits by the year 2005 and to 1.64 million kilowaits by
the year 2015. Evidently, the demand for dectric power is growing rgpidy within the
oountry.

Hydropower generdtion can be seen as one of the mogt sgnificant potentia area to cooperate
and ds0 to invest in case of Nepd for not only meeting domestic needs but dso generding
the power for export. Hydropower Devdopment Policy 2001 has encouraged the private
sctor to be involvement in the hydropower devdopment. Furthermore, the policy hes
identified hydro dectricity as export commodity. It has further encouraged operating on the
bass of BOOT (Build-Operae-OwnTrander) or BOT (Build-Operate-Transfer) mode to
atract locd and foreign investors In addition, it underlines the need for bilaterd and
multilateral assisance to export dectricity besdes dectricity generation. In this respect a
Power Trade Agreement was sSgned on 5 June 1997 between Nepd and India, which opened
up the posshiliies of private sector participaion in power generaion, and export of power
between the two countries. The agreement has made some of the specific provison which
indude:

i. Any paty (govenment, semi-government or privae) in aly country may enter
into power trade agreement.

ii. Paties themsdves determine the agreement parameters (including quantum and
tariff)

iii. Paties will be aforded dl assstance to implement agreements in accordance with
exiding laws and regulaions

iv. Parties will be granted dl incentives and concessions of their respective countries.

Kesping in view the growing internd demand, and dso to exploit the tremendous potentid
for export of hydropower, the HMG/N has adopted severd drastic measures to strengthen the
inditutional and legd framework, to atract direct and indirect foreign investment in Nepd in
the power sector. The mgor relevant legidations concerning hydropower development are:

i. Hydro Power Development Policy, 1992

ii. Indudtrid Policy, 1992

iii. Foreign Investment and One-Window Policy, 1992

(Y2 National Environment Impact Assessment Guiddines, 1993
V. Electricity Act, 1992

Vi. Electricity Regulation, 1993

Vii. Indugtrid Enterprises Act, 1992

viii.  Foreign Investment and Technology Trandfer Act, 1992

The key festures of the policies and enactments include:
i. The period of the license for generation, transmisson or didribution of dectricity
may be granted up to 50 years.
ii. The license for power projects is to issue within 120 days of the gpplication.
Survey license is to be issued within 30 days. Survey license period can be for a
period up to 5 years.
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iii. Power projects established by the private investors will not be netiondized.

iv. Foreign exchange faclites a maket rae for repdriation of investment,
repayment of principd or interet on loans made in foregn currency and
repatriation of profits or dividends earned thereof shdl be made available.

V. One pa cent cudoms duty sl be levied on the impot of condruction
equipment, machinery, tools and their gpare parts not manufactured in Nepd.

Vi. The Minigry of Water Resources has edtablished the Electricity Development
Centre (EDC) as “one window” for issuance of survey and project licenses,
provison of tax oconcessons and incentives, assidance in importing goods
assdance in obtaning land, assigance in obtaining necessary permits, goprovas
etc, and regulation and monitoring of projects.

Obvioudy, hydropower generation has be seen as one of the prominent area for the potentia
export trade A number of projects have been initiatled with the privaete sector participation
snce the promulgation of the Electricity Act, 1992. Some of the medium Sze hydropower
projects are dready in advanced stage, which incdlude Khimti-l (60 MW), Upper Bhote Koshi
(36 MW), Upper Marsyandi (43 MW), Chilime (20 MW), Indrawati (5SMW).

Other mgor projects on which prdiminary studies have been underteken indude Chisgpani
(10800 MW), Upper Arun (335 MW), Pancheshwor (6480 MW), Lower Arun (308 MW),
and Upper Kandi (300 MW) hydrodectric projects. Another mgor project West Seti Hydd
project (750 MW) is being taken up by a private sector. There are gill a number of feasble
projects in the hydrodectric power sector. Some of the feasble identified projects in this
sector indude Arun 1ll, Kdi Gandaki I, Burhi Gandaki, Burhi Ganga, Likhu Khola, Dudh
Kaoshi, Tamur Mewa, Kabdi and Rahughdt.

The Tenth Plan (2002-2007) has envisaged developing the dectricity as export goods and has
st a taget to generate 842 MW. The Plan dates that the water resource development and
management will be based on river basn approach. Electricity development will be based
upon the comparaive naiond benefits and will be devdoped under public, private or their
joint invesments. The Plan has encouraged privaie sector participation in both i.e power
deve opment for domestic consumption and export.

5.2.2. Tourism Industry

Tourism sands out most important sector in which Nepd has a compardive advantage and
vad potentid due to its rich culturd heritage, and unrivdled naturd scenic beauty. Tourism
has emerged as one of the mog dynamic and promisng sectors in the country providing
employment opportunities, and income generation for smal and large entrepreneurs.

This sector provides a room for economic cooperation in a number of aess like tourism
infrastructure, hotels and resorts, games and amusement centers etc. Tourism products like
holiday homes, mountain sports, adventure trave and amusement parks ae some other
potentid arees. The condruction and operation of hoteds and resorts offer very promising
progoects for profitable invesment. Smilarly, invesment in popular tourig ectivities and
recregtions are perceived to be successful undertakings. Foreign direct investment has been
encouraged in capitakintensve touriam indudries such as hotes resorts and in the aress
which trandfer modern technology and skills. Being a neighbor country, India could dso gan
the bendfits from the tourism devdopment in Nepd. There is tremendous potentid for co-
operation between the two countries in the fidd of water resources. Treaty concerning the
Integrated Development of the Mahakdi River, including Sarada Barage, Tanakpur Barage

53



and Pancheshwar Project was dgned in February 1996. The two Sdes have dso agreed to
implement the Pancheshwar Multi- purpose Project as an integrated project.

5.2.3. Education and Training

The mode and modd of trade is changing rapidly in recent years. Trade dso demands a far
amount of education and training in the regpective fidd and aess India is extending
cooperdtion in the education and training snce long back. In accordance with the changing
scenaio, both the countries can promote mutud undersanding and cooperation through a
process of wide sharing of knowledge and professond tdents in both academic pursuits and
technica specidizations.

5.24. Mineral Exploration and Exploitations

Minerd resources, which can be commerddly exploited, ae identified as limestone,
megnesite, dolomite, slica, clay, condruction done, iron ore, leed and zinc ec. Severd mgor
limestone deposts have been identified in Nepd and exploitation of some of these deposts
for the manufecture of cement and agriculturd and indudrid lime is dready underway.
Mgor limesone depodts ae found in Okhare, Udaypur and Surkhet. A large deposit of
magnesite has been identified and exploited for the production of dead burnt magnesite. Tdc
depogts have been identified and one depost is beng exploited. Two large dlica sand
depogts are found in Nepd and these could be exploited for the production of sodium
dlicte. An important mable depodt is beng exploited for the production of dabs A
commercdid deposit of leed and zinc has been identified and initid steps have been taken to
exploit it. Minerd exploration and exploitaion in some of the aress identified offer promising
prospects for cooperation and investment.

5.2.5. Information and Communication Technology

Developments in the areas of information and communication technology (ICT) are growing
rapidly. India hes dready moved in the advance sage in the ICT components, paticularly in
the software development. The demand for ICT is likdy to increese in the future as well. This
hes been one of the prominent service trades having potentid of high vaue addition. Nepd
has well-educated and trained manpower in this sector. An Information Technology Park has
aso been edablished to facilitate and promote such activities A couple of joint venture in
this sector has dready been emerged. In view of the comparative chegp labour and the
growing demand for informaion technology, the private sector adso obtans a good
opportunity to invest in this sarvice trade. This sector offers a wide scope to go hand in hand
to serve common interests

5.3. Foreign Direct Invessment in Nepal

Nepd has opened the doors to foreign investment. The Foreign Investment and Technology
Trander Act 1992 lays down the law governing foreign invesment and the goplicable rules
and regulaions The Act has undergone its fird amendment in 1996 aming a making the
ewvironment of indudrid invesment more congenid draghtforward encouraging and
trangparent. The Indudrid Policy of 1992 identifies foreign invetment promotion as an
important dtrategy in achieving the objectives of increesing indudtria production to meet the
besc needs of the people creste maximum employment opportunities and pave the way for
the improvement in the badance of payments. Foreign invesment is expected to supplement
domedic privete invesment through foreign cepitd flows trander of technology,
improvement in management  <kills and productivity and providing access to internationa
makets. HMG/N is encouraging foreign direct invetment in Nepd by providing attractive
incentives and fadlities within a liberd and open policy. Foreign investment is dlowed in
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Nepd in every sector of economic activities with the exception of certan busness and
industry ( 1011,12) such as cottege indudries persond sarvice busness, ams and
ammunition industries, explosives, gunpowder, Security printing, currencies and coinage etc.

Egablishment of onewindow sysem for giving dngle point sarvice to the investors and
opening up of different economic sector to private invesment are other mgor initidives
taken by the government to encourage private investment. The forwardlooking liberd trade
policy has encouraged trede promotion in the country Smplified adminidrative procedures
adoption of redidic exchange rates and indituting support mechanisms have led the growth
of trade in recent years Likewise, changes in the monetary policy providing essier entry in
banking and other financid sector, and open-sky policy contributed the private sector to
paticipate in avidion busness The government has recently opened up VSAT, Internd,
pager, video conferencing and severa other informetion and technology related business to
the private sector. As a consequence, private sector is operating in dl spheres of economic
activities ranging from financid to avidion, to manufacturing, to trade, to tourism and other
savice sectors induding information and technology development. There are a number of
projects auiteble of joint venture and foreign direct investment in Nepd. ( 14) As an
indication the number of indudtries regisered in the Office of Company Regigrar (CRO) is
continuoudy increesng. The number of indudries regigered in the CRO reeched 16,859 in
the fiscd year 2001-02. Among them, 18,067 were private limited companies and 792 public
limited companies

It is wdl recognized thet foregn investment not only fadilitates inflow of cgpitd and modern
technology but dso infuses competitive corporate culture, technicd <kill and access to the
international market, which are equaly important factors for the indudrid development. It is
reported that a the beginning period of 2003, the number of projeds regigered involving
foreign investment has reached 792 with the totd project cost of NRs81.30 hillion. The totd
fordgn invesment in these projects amounts NRs 22 hillion. These foreign investment
projects ae engaged manly in hydropower, minerd exploitation, chemicds hotd and resor,
trangport and communication, housing and gpartments, condruction, agriculture and forestry,
food and beverage textile and gaments and, specidized sarvice sector indudries. These
invesments have manly come from India Jgpan, U.SA., Ching South Korea, United
Kingdom, Gemany, France, Switzerland, Itdy, Bangladesh, Audrdia, Audria, Canada,
Hong Kong, Netherlandss New Zedand, Norway, Pekigan, Singgpore, Tawan, Thailand,
Bermuda besdes other countries. In 2000/01, 96 enterprises with the project cost amounting
to NRs 79012 million were given pemisson. Out of them 54 projects were rdated with
production of goods, 19 with hotd and resort, 13 with sarvice indudries, 4 with dectricity,
drinking weater, and cooking gas and 6 were reaed with trangpoort and communication,
housng and condriction and agro forestry. The country wise involvement reveded that
Indian investment turned out to be in 37, Chinexe invetment in 15, Jgpan in 8, United
Kingdom, United States of America eech in 7, South Korea in 5, Audria, Finland, Spain and
Switzerland each in 2 and Brazil, British Virginia Idand, Canada, Federd Republic of
Geamany, Hong Kong, Netherlands New Zedand, Singgpore and Si Lanka each in one
enterprise.

5.3.1. Nepal-India Joint Venture

The number of joint ventures is increesing in Nepa as a consequence of the policy change in
the pattern of investment and ownership of the project. In this respect, it has been remarkably
noted that one of the important incentives for foreign direct invesment is free access to the
large Indian market. By virtue of its proximity an the Trade Treaty with India dose
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economic linkages between the two countries have manifeted themsdves, inte-dia, through
Indian investment and joint ventures in Nepd. It is dso noted that there are over 265
goproved Indian joint ventures in Nepd of which over 100 are operationd, with a cumulative
totd Indian investment lying in between 36 per cent to 40 per cent of the totd freign direct
invesment in Nepd. The totd project cost of these 265 projects is aound IRs 285 hillion,
with fixed invesment amounting to IRs 219 hillion and the foregn invesment component
amounting to IRs 7427 hillion. These joint ventures are associsted with different sectors thet
indude tourism, infragtructure, consumer durdbles and nonrdurables and  export-oriented
indugries liked gaments and capets A number of Indian companies, induding Dabur,
Hindusan Lever, Colgate, etc. have edtablished thar manufacturing base in Nepd with the
objective to export ther finished products to India It has dso been daed tha the
Government of India has edablished a specid “Nepd Window” to facilitate gpprovas for
Indian invesment in Nepd, as there is no outgo of foreign exchange. The limit for ‘fast track’
goprovd by the Reserve Bank of India for invesments in Nepd has been raised in July 2000
to IRs. 3500 million. Furthermore, there is dso a proposd to concdude a Bilaerd Investment
Promotion and Protection Agreement between both the countries.®

5.3.2. Industrial Support Services

The Economic Services Centre (ESEC) provides a package of non-banking services and helps
intereted paties to invest in indudrid ventures in the country. The centre provides
assidance in carrying out techno-economic feashility studies. It dso conducts management-
traning programs. The Nepd Indudrid Devdopment Corporaion (NIDC) extends loans to
indudry; guarantees loans rose by indudrid enterprises through commercid banks and dso
paticipate as an equity invesor in technicaly feesble and economicdly sound projects
The Securities Exchange Centre (SEC) edtablished under the Securities Exchange Act of
1984, promotes the economic wefare of the public through protection of the interets of
investors and encourages wider paticipation of the public in the ownership of busness
enterprises. It provides a ussful mechaniam for the mobilization of domedtic capitd through
the issues of shares in public companies and thereby creates opportunities for broad base of
the ownership of companies. The Trade Promation Centre (TPC) acts as a catdyst to creste,
deveop and promote the export of the Nepdese products in internationd markets. It offers a
range of savices to exporters including product sudies and market surveys deveops
systems which will facilitate smooth flow of goods and savices and fadilitates the
paticipation of Nepdex busnessmen in intenaiond trede fars to promote export
deve opment

5.3.3. Indugtrial Zonesand L ocation

The Government has gpecified four zones for the purpose of granting permisson or
regidration of new indudries in an out of the municipdities induding Kathmandu vdley. It is
expected tha the zoning of indudrial location will fadlitate planned, systemdic and hedthy
indudriad devdopment by reducing indudrid pollution, and over utilization of infragtructure
fedilities. The specified four zones of indudtrid locations are asfollows:

Zonel: Munidpdities areas of Kathmandu valley

Zone 2 Outsde the municipdity aress of Kathmandu valey

Zone3: Municipdity aess of Biranagar, Dhaan, Pokhara, Birgunj,
Janakpur, Siddhatha Nagar, Butwa and Nepagun.

Zone 4. Municipdity aress other than those mentioned in zone 3




Each zone has been dearly specified as to what type of indudries is dlowed to establish and
operate. This policy has been adopted to ease and fadlitate new investors so that they are
encouraged to dat ther undetakings without any difficulties. There are currently 11
indugtrid didricts in various regions of the country with a view to boost indudridization by
sting up various physca infrestructures and facilities necessary for the establishment of
industrid enterprises.

5.3.4. Financial Support Services

The financid inditutions condst of Nepd Raestra Bank (the centrd bank), commercid banks
and development banks. There are 403 branches of commercid banks spread through out the
kingdom. Moreover, there ae 5 rurd devdopment banks, 54 finance companies and 54
cooperdive soddies with the limited banking operation, and 37 non-cooperaive societies
providing micro-credit. Nepad Stock Exchange Ltd. (NEPSE) promotes the economic wefare
of the public through protection of the interests of investors and encourages wider
paticipation of the public in the ownership of busness enterprises. Securities Board (SEBO),
on the other hand concentrates its efforts to improve the legd and dautory frameworks,
which are the bases for the hedthy devdopment of the capitd maket. The boad is
paticularly concerned with promoting and protecting the interes of the investors, monitoring
and supervisng the activities of the dock exchange maket, and devdopment of capitd
market by meking securities transactions far, hedthy, efficent and responsble It adso
regulates public issues of securities induding the mutud and trust funds The NIDC Capitd
Market provides merchant banking services induding issue management, fund management,
mutua fund, venture cgpitd fund, security exchange and other financid management. It dso
provides consultancy sarvices for the devdopment of capitd market as wel as new forms of
corporate activities The Federation of Nepdese Chambers of Commerce and Industry
(FNCCl) and Nepd Chamber of commerce (NCC) ae there to support indugrid and
commercid venturesin providing information and support services.

5.4. Privatization of State-owned Enterprises (SOES) in Nepal

Privatization program in Nepd initiated in the 1990s. It forms a key part of efforts to enhance
private sector paticipaion in the economy. This program extends an opportunity to
paticipate the private sector as wel as the joint ventures in the nationd commercid domain
of the country. Many large industrid, business and sarviceoriented enterprises are operated
in the public sector. So far a totd of 18 dtate-owned enterprises (SOES) have been privatized.
( 13) Butwd Power Company is the laest enterprise being privatized. Few other enterprises
arein the pipdinefor privatization proceeds.

5.5. Investment Environment in India

The reform process has deregulated the economy and simulated domestic and foreign
invesments, teking India firmly into the forefront of invetment dedtingions. The
Government, keen to promote invesment in the country has redicdly smplified and
rationdized polices procedures and regulatory aspects Foreign investment is welcome in
amog al sectors, except those of strategic concern, for ingtance, defense and atomic energy).

A sies of incentives has been announced to promote invesment in India These include
import of cgpitd goods & concessond cusoms duty (subject to fulfillment of certain export
obligaions), liberdization of extend commercid borowing noms, tax  holiday, and
concessond tax trestment for certain sector. In addition, severd State Government offer
incentives, such as subsdy on fixed capitd, loans a& concessond rates of interet, and
atractive power rates, While severd incentives are project specific, a number of firms have
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been successful in negotigting favorable investment terms with the State Government
concerned.

Snce the initition of the economic liberdizaion process in 1991, sectors such as
automobiles, chemcas, food processng, oil & naturd gas petrochemicas, power, Services,
and tdecommunications have dtracted condderable invesments Today, in the changes
invesment climate, India offers exciting busness opportunities in virtudly every sector of
the economy. Currently, the aea of trade and busness viadble for the foreign direct
invesment (FDI) incdude energy, nontconvertiond energy sources ol and gas cod,
tdecommunications, information technology, ecommerce, chemicds and  biotechnology,
infrastructure sector such as road, ports and civil aviation.’



Chapter: VI
Major Palicy Prescriptions

Seting up of a Ressarch and Policy Group to improve Trade Compostion and Trade
Imbalance between India and Nepd.

Srengthening  Cooperdion between the Chambes of Commerce and  Industry
Asociaions.

Investments by Business Sector in Trade Points.

Collaboretive Research Study on Leaning the Lessons from India on WTO
Negotiations and Implementation of WTO Agreements.

Increasing the scope of Joint Ventures.

Setting up of R & D Fadilitiesin Nepd with Indian Assdance specificaly for
Qudity Improvement, Designing, Innovation and Product Development.

Condtitution of aJoint Task Force for Smplification of Adminigirative Procedures.
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