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Foreword

This year, Nepal-India Trade Treaty 2009 is due for automatic renewal on 27t October 2016
for the next seven year and has provision for amendment or modification by mutual consent.

The treaty initially signed in 1996 already had slight modifications in earlier renewals.
However, since the basic provisions and spirits of the treaty conceptualized before two
decades were wrinkled in the changed context of international business environment because
of affiliation in regional and global trade regimes such as WTO and SAFTA in last two decades,
business community in Nepal seeks review for contemporary update in it.

Similarly, Nepal-India Inter-governmental Committee (IGC) meeting was provisioned in the
treaty itself to hold in every 6 months, alternately in Kathmandu and New Delhi, which was
held last time in Kathmandu on Dec 21-22, 2013, and remained overdue for more than two
years; and finally held on 28-29 June 2016 at New Delhi.

India being the single largest and nearest trading partner of Nepal, obviously there are several
tariff, non-tariff, para-tariff, infrastructure and customs related issues, which need to be sorted
out through bilateral mechanisms as provisioned in the treaty itself, but in practice, since the
mechanism was not being able to meet timely, the issues have been stock piled.

Keeping in view the previous practice of suggesting the government from the private sector
separately with different priorities, which mystified in identifying and further prioritizing the
issues from the bundle, whether they are related to trade treaty or IGC; this time, FNCCI, CNI,
NCC and NICCI came together with common views on the issues and it is our pleasure to bring
out two separate documents for IGC meeting and for review of the trade treaty. The issues and
suggestions related to IGC have been already submitted to the Ministry of Commerce four
months before the last IGC meeting.

Regarding the issues which need to be addressed during the time of renewal of the trade
treaty, Ministry of Commerce, GoN in association with the Joint Working Group of the private
sector of Nepal had organized an interactive session on Nepal-India Trade on 6t June 2016 in
Kathmandu, which was witnessed by the Honourable Commerce minister of Nepal, Secretary
and Joint Secretary of Ministry of Commerce as well as high officials of the Government of
Nepal, His Excellency Ambassador and high officials from the Embassy of India, Kathmandu
and participated by district chambers of commerce of different parts of Nepal and the
concerned commodity associations.

Following the conclusions drawn from the interactive session with the two presentations, one
from Ministry of Commerce and the other from the Joint Working Group, as well as comments
from the experts and business fraternity, we have prepared a joint document with pros and
cons of the existing Nepal-India Trade Treaty, containing the background of the treaty,
investment scenario, bilateral trade scenario, framework of the trade and investment, current
issues, rational for revision in the treaty of trade, suggested revisions in the treaty and
conclusion with the help of consultant Mr. Purushottam Ojha, former secretary, Ministry of
Commerce and Supplies, Government of Nepal.
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We are confident that the recommendations are in line with the requirements for promoting
bilateral trade and investment, safeguarding and promoting the industries in Nepal, both large
and small scale industries, regain the competitiveness in the nearest and neighbouring market
which were eroded by multilateral commitments of India and Nepal and consequently
superseded the unique provisions of the treaty conceptualized before two decades. Therefore,
we hereby endorse the document on “Reshaping Nepal-India Trade: Prospective of
Revision on Treaty of Trade” and submit to the Ministry of Commerce, Government of Nepal,
and strongly recommend for consideration and needful action.

Considering the deepening economic relation with India, whereby India is also the largest
source of foreign direct investment as well as that of tourists we, private sector feel that it is
the high time that we renew our economic relation with India from new dimension as well. In
this aspect, we also suggest the Government to mull over the comprehensive economic
partnership with India.

We would like to extend our sincere thanks to Mr. Purushottam Ojha, former secretary,
Ministry of Commerce and Supplies, Government of Nepal for his great contribution and
gleaming suggestions in making our endeavour successful. We would also like to thank Dr.
Posh Raj Pandey, Chairperson, SAWTEE for his luminous comments to the interactive session
with his expertise on the international trade and trade/transit treaties.

Finally, we would also like to acknowledge the excellent coordination of the secretariats of the
Joint Working Group of FNCCI/CNI/NCC and NICCI in making the joint efforts very successful.

L
o D) Sy e
Pashupati Murarka Hari Bhakta Sharma Rajesh Kazi Shrestha  Saurya SJB Rana
President, President, President President
FNCCI CNI NCC NICCI
niar ‘
Coordinator
Joint Working Group
FNCCI/CNI/NCC/NICCI

Date: July, 2016
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Reshaping Nepal-India Trade: Prospecﬁve of Revision on
Treaty of Trade

. Background

Nepal and India inherits a long history of economic, social and cultural
partnership from time immemorial as the later remained the single largest
trading partner of Nepal almost at all times in the past. Traditionally, Nepal
used to export agricultural products like ginger, cardamom, ghee (diary
product), medicinal and aromatic plants, handicraft and jewelry items and
imported salt, fabrics, utensils, kerosene, machinery, equipment and
consumable items from India. Nepal’s export trade was performing better
than the import before 1950, incurring surplus trade balance. The scenario
gradually turned around with the openness of economy on both countries,
robust growth of manufacturing sector in India and loss of competitiveness

of Nepalese goods.

Before 1950, bilateral trade between Nepal and India were governed by the
treaty of peace and friendship concluded between the government of Nepal
and the British-India government. The first treaty exclusively related to
trade and transit were concluded in July 31, 1950 in the name of treaty of
trade and commerce that formally ended all the former agreement
concluded by the British government on behalf of India. This agreement
basically propounded the notion of customs union as there were provisions
of harmonizing the external tariff by the two countries. Nepal was allowed

to use any ports of India for her trade with the overseas countries. This



agreement was substantially modified in 1960 and passed through the stages
of renewal with time to time modifications until three separate agreements
on trade, transit and control of unauthorized trade concluded in 1978, The
bilateral trade and transit provisions are governed by these agreements
which have gone through substantial amendment and changes from time to

time.

Economic engagement between the two countries is enormous and spreads
over a large number of sub-sectors. India occupies two-third of the
international trade of Nepal and remains the single largest source of foreign
direct investment. Service trade is significant as the people on both countries
travel to each other’s country for tourism, health, education and for
employment. The open and porous border along with the legal provision of
allowing movement of people without passport or visa is the reason behind
the inseparable economic relations and development of trade in goods and
services between the two countries. Politicians of both countries prefer to
label the bilateral relations as the Bread and Bride Relations (Roti-Beti ko
Sambandha). Growing cooperation in cross-border transportation, tourism,
health and education services are the bedrock of increasing economic

engagement between the people and government of the two countries,

. Investment Scenario

Department of Industry data (2013-14) shows that altogether 3330 projects
were approved for foreign direct investment with a total project cost of
340,154 million rupee (of this amount NRs 182,502 million as the foreign
investment) that provides employment to 206,116 people. Majority of these
industries are in services sector (1081) followed by tourism (934),
manufacturing (930), agriculture and forestry based (204), energy (72),
minerals (65) and construction (44).
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Of these, the Indian investment comprises of 613 industries (18 percent)
with a total investment of 78,760 million rupee (43 percent) and
employment to 64452 people (31 percent of total FDI projects).The second
largest investment is from Hong Kong, China with a total projects/industries
of 28 (0.8 percent), with a total 4346 people (2 percent) and investment of
NRs.25, 000 million (13.7 percent). The third largest investment is from
Mainland China with a total number of project 849 (25 percent) with total
capital investment of 22,340 million rupee (12 percent), providing
employment to 42150 people (20 percent).

Out of the total foreign investment projects 256 are large industries, 361
medium and remaining 2713 are the small industries according to the
classification of Nepalese industries (DOI-2015).

The above statistics shows that India is the largest FDI source country for
Nepal in terms of the size of investment capital and employment despite that
this size in absolute terms is less in comparison. to its true potentials. The
Nepal-India joint venture (JV) industries like Arti Strips, Dabur Nepal, Surya
Nepal and Unilever generate the substantial volume of exports from Nepal.

3. Bilateral trade

The bilateral trade between Nepal and India has increased to 449.8 billion
NPR in 2012-13 from 109.5 billion NPR in 2003-04. Nepalese export during
this ten year period increased from 30.8 billion NPR to 51.8 billion NPR (68
percent) while import from India increased from 78.7 billion NPR to 398
billion NPR (406 percent). Thus the average annual increment of export
remained 6.8 percent while the import increment has been 40.6 percent
annually. The share of India in overall trade basket of Nepal is increasing
over the years occupying 66 percent of total export and import in 2012-13.
This trend is still continuing as the trade data 2014-15 shows that export to
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India was NRs 55.8 billion (64%) out of total export of NRs 86.6 billion,
while the imports from India was NRs 500 billion (63.7%) out of total
import of NRs. 784.6 billion (TEPC-2015).

The major import items from India comprises of; petroleum products, iron
and steel, vehicles and machinery, chemicals, cement Cclinkers,
pharmaceutical products, cereals, fruit and vegetables, electronic and
electrical articles among others. Similarly, the main export items of Nepal to
India comprises of; product of iron and steel, non-alloy steel, large
cardamom, tea, ginger, medicinal herbs, jute bags and hessians, juices,
dentifrices, readymade garments and hide and animal skins. Thus
composition of Nepalese export is mainly the primary goods and agricultural
products while the import mostly consisted of industrial raw materials as
well as manufactured articles. In recent years, the import of cereals and food

grains is also increasing at a substantial volume from India.

UP and Bihar are the two bordering states of India providing around 90
percent of the trade and transit passage for Nepalese trade. Five major border
posts of Nepal; Birgunj, Biratnagar, Bhairahawa, Krishnanagar and

Nepalgunj link with these bordering states of India.

Border markets provide unique opportunities of trading and exchange of
goods and services, particularly to the people and residents of the bordering
districts. This has also enhanced the cultural and social proximity between
the people on both sides, made the life easier due to easy access at each
other’s market but at the same time porous border has also been the reason
for informal trade and smuggling. There are positive as well as negative

social impacts due to the existence of open border between Nepal and India.



