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Economic Overview of Nepal

Nepal initiated planned economic development with its First Five-Year Plan in
1956, with mixed economic policy as the guiding principle of the state. Nepal
liberalized its economy with a wide range of economic reforms in early 1990s.
Those reforms induced remarkable growth in the key areas of the economy such as
industry, trade, foreign investment, finance and international transactions.

Nepal was reform and restructuring process undertaken since the 1990s, has been
instrumental in making the economy more investment-friendly, transparent,
market-oriented and efficient. Implementation of structural reforms has created a
sound base for economic development. It has encouraged establishment of joint
venture banks and private financial institutions, privatization of state-owned

companies and increased role of the private sector in the economy.

There was a market oriented economic policies have encouraged private sector
participation in economic activities, limiting the government’s role to that of a
facilitator and developer of prerequisites, which would support the private sector to
become more efficient and competitive. Similarly, doing away with the licensing
requirements and quantitative restrictions in industry and trade, simplification of
regulatory processes, provision of current account convertibility, broadening the
areas of the FDI and a host of other reform measures have created an environment

for enhancing efficiency and competition in various economic activities.




FDI in Figures

Imports have risen fast from US$1.6 billion (26 percent of GDP) in FY 2000-01 to
US $5.2 billion (30 percent of GDP) in FY2009-10 — largely due to thriving
consumption made possible by remittances. Exports have remained under US $1
billion, and as a share of GDP, have continuously declined from 13 percent to 7
percent. Exports of readymade garments, carpets and Pashmina — the erstwhile
main exports have declined. Official remittances rose from about 13.8 percent of
GDP in FY 2006-07 to 22 percent of GDP in FY 2008-09. This is less than the
total amount as it does not account for inflows from India and informal channels.

Fueled by high remittances, monetary growth has been high in the last two years.

The effects of being landlocked and of having to transit goods through India
continued to be reflected in the early 1990s. As a result of the lapse of the trade
and transit treaties with India in March 1989, Nepal faced shortages of certain
consumer goods, raw materials, and other industrial inputs, a situation that led to a
decline in industrial production.

v
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Overview of Industries Trade and Commerce of Nepal

Introduction

India is Nepal’s largest trade partner and source of foreign investment; India is also
the only transit providing country for Nepal. Nepal has the largest volume of trade
with India. Nepal also has the largest trade deficit with India, and this figure is
increasing from year to year. Of late, it is widely felt that Nepal must concentrate
heavily on import substitution and in setting up and furtherance of export-oriented
industries. To achieve this, Nepal must attract direct foreign investment with more
and more value additions in Nepal so that it may industrialize faster and also

increase trade with India so as to reduce the trade deficits with the trading partners.

Trends in trade and investment:

Bilateral trade was US$ 4.21 billion during Nepalese fiscal year 2010-11 (July 16 —

July 15). Nepal’s import from India amounted to US$ 3.62 billion and exports to
India aggregated US$ 599.7 million. In the first six months of fiscal year 2011-12,
Nepal’s total trade with India was about US$ 1.93 billion; Nepal’s exports to India

were about US$ 284.8 million; and imports from India were about US$ 1.64
billion.

Since 1996, Nepal’s exports to India have grown more than eleven times and
bilateral trade more than ten times; the bilateral trade that was 29.8% of total
external trade of Nepal in year 1995-96 has increased to 66.4% in 2010-11. Since
1995-96, the total external trade of Nepal has increased from NRs. 9433 crores
(IRs.5895 crores) to NRs. 45946.1 crores (IRs. 28716.3 crores). 83% of this




increase is on account of increase in the bilateral trade between India and Nepal,
which grew from NRs. 2808 crores (IRs. 1755 crores) in 1995-96 to NRs. 16319.9
crores (IRs. 10199.9 crores) in first six months of 2011-12. Nepal’s exports also

increased from NRs.1988 crores (IRs. 1242 crores) in 1995-96 to NRs. 3591.6
crores

(IRs. 2244.7 crores) in first six months of 2011-12. 45% of this increase was on

account of increase in Nepal’s exports to India.

Overview about International Trade in Nepal

Economic Overview

In spite of a difficult political-economic context, the macro-economic situation of
Nepal remains relatively stable. The growth of GDP in 2010 is estimated to be 3%,
due to the bad agricultural performance, lower remittances and more difficult
monetary conditions.

The economy depends highly on the trade with India. Moreover, strong barriers to
its economic development still remain, in particular the poor condition of its roads,
the inadequate supply of energy and water and the lack of transparency in tax
administration. In response to the crisis and as part of a macroeconomic
stabilisation programme, structural reforms are planned, as well as investment in
infrastructures and an improvement in fiscal policy. Priority is given to restoring
fiscal balance and strengthening the financial system.

In spite of a strong potential, mainly in the hydroelectric power field, Nepal
remains a poor country with a high rate of unemployment. Most of its population
lives on auto-subsistence and the money transfers sent by the Nepalese diaspora in
the world.




Business Tips about Nepal
We currently have no business tips posted for Nepal.

Be the first to feature your expertise related to Nepal. Post any content you may
have that features your expertise by clicking on the button below.

Import and Export Services in Nepal

Unicrafts (P) Ltd

Custom Manufacturing, Nepal

Manufacturers and exporters of 70% pashmina/30% silk and 100%
pashmina, 100% cotton, 100% bamboo and other nature fiber shawls,
stoles...

Krishna Raut, Consultant

International Trade Consulting, Nepal

| am innovatively efficient to facilitate foreign investors to invest money in
different types of profitable business in Nepal.

10




>
2. AREVIEW OF TRADE AND INDUSTRIAL POLICY IN NEPAL

INVESTMENT POLICY

The Industrial Policy of 1992 identifies foreign investment promotion as an
Important strategy to achieve increasing industrial production, meeting the basic
needs of the people, creating employment opportunities, and paving the way for
improvement in the balance of payments situation.

ENVIRONMENT IN NEPAL

The purpose of industrial policy is to attain economic growth by providing
investors with incentives to en-gage in productive growth. An in depth review of

Nepal’s industrial policy and environment suggests that the government has been
able to attain macroeconomic stability in terms of inflation, interest rates and
exchange rate. However, Nepal’s industrial policy seems unable to provide

incentives for both domestic and foreign investment.

SECTOR SPECIFIC POLICIES

SAWTEE and Action Aid Nepal recently conducted a research study to identify
goods and services with comparative advantage. The study selected three items
(tea, herbs and leather) from the goods sector and two sub-sectors from the

11




services sector (tourism and information and communication technology-ICT). The
next section of the research brief will explore government policies and initiatives
to promote the sectors and products. Tea realizing the potential of tea, the
government has for-emulated policies to promote private investment in the sector.

HERBS

Nepal’s forest related policies and regulations seek to create economic incentives
for the local people to conserve the forest while safeguarding their traditional
livelihood options. Various laws and regulations govern the production, processing
and exports of herbs. One of the important policies is the Master Plan for the
Forestry Sector (MPFS) of 1989. The 25 year policy and planning framework
seeks to manage forest for income and employment opportunities through people’s
participation in the development, management and conservation of forest

resources.

LEATHER

Despite Nepal’s trade potential in leather and leather products, the government has
neither formulated a policy framework nor implemented any specific programmes
to promote the sector. The leather sector is hindered by a range of constraints that
include sluggish growth of livestock population and inability to export higher value
added finished leather and leather products. Targeted programmes in partnership
with the private sector are necessary to promote the sector. In addition, livestock
development should be given priority and directly linked to the development of the

leather sector.
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TOURISM

The potential of tour-ism in Nepal was realized as early as the First Plan
(1955-60). Since then the government has formulated and implemented various
plans and policies for the promotion of the sector. The ten year master plan that
was prepared during the Fourth Plan is one of the most important steps taken for
the development of the sector. Under the plan a number of airports and airstrips
were con-strutted, and credit was extended to the private sector for the construction
of hotels. In addition, the government became aware of the need to conserve wild

life and national parks to promote tourism.

Present Trade in Nepal

Today the present trade in Nepal same geographically economically with
India. That prospect for developing export markets with India and south is easy as
there are minimal transportation constraints as compared to the mountainous north.
Nepal's agricultural and industrial centers are concentrated in the region. In the
1950s, over 90% of the foreign trade was carried on with India but over the years
the total amount of trade between India and Nepal has reduced substantially.
Nevertheless, today despite several attempts to diversify foreign trade and make it
less dependent on India, but India remains the main trading partner of Nepal.

13




Therefore, the smooth transit of goods over India depends on the friendly
relations between the two countries. In 1950, under the Treaty of Trade and
Commerce between India and Nepal, India agreed to provide transit facilities to
Nepal. The 1989 stalemate in trade negotiations between the two countries,
adversely affected the Nepalese economy. Nepal's exports were subjected to high
tariffs and import from India also carried increased costs. There was an overall
shortage of essential commodities like fire, baby food, medicines, etc. Eventually,
with political changes taking place in both the countries, the trade and transit
dispute was finally resolved in June 1990. In order to avoid any economy
difficulties, it is therefore, important for Nepal to maintain a friendly relation with
India.

Relations between India and Nepal are close yet fraught with difficulties stemming
from geographical location, economics, the problems inherent in big power-small
power relations, and common ethnic, linguistic and cultural identities that overlap
the two countries' borders. New Delhi and Katmandu initiated their intertwined
relationship with the 1950 Indo-Nepal Treaty of Peace and Friendship and
accompanying letters that defined security relations between the two countries, and
an agreement governing both bilateral trade and trade transiting Indian soil. The
1950 treaty and letters stated that "neither government shall tolerate any threat to
the security of the other by a foreign aggressor” and obligated both sides "to inform
each other of any serious friction or misunderstanding with any neighboring state
likely to cause any breach in the friendly relations subsisting between the two
governments.”" These accords cemented a "“special relationship" between India and
Nepal that granted Nepal preferential economic treatment and provided Nepalese
in India the same economic and educational opportunities as Indian citizens. Jayant

Prasad is India's ambassador to Nepal. The Treaty of Peace and Friendship, signed
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between the two countries in the year 1950, needs to be contemporized to suit
current needs. As stated earlier, Nepal looks up to emerging India as an
opportunity for growth in the form of easy access to technology, investment and
market. Nepal hopes for greater tangible cooperation from India.

New Vistas in India-Nepal Trade Relations

India still possess the tag of —Solitaire|| in Nepal’s international trade
domain as it’s maintain the strategic proportion of sixty one percent of Nepal’s
total trade and accounts nearly sixty seven percent of total exports as per the
various data suggested in 2008.

Nepal - India Relations: Current Issues

Nepal-India relations are ‘unique’ for reasons ranging from geographical contiguity
to close cultural ties, and extensive institutional and social relationships. Cultural,
economic and geographical factors along with the common bond of a shared
religion have had a great influence on bilateral relations. As two sovereign nations,
both India and Nepal are naturally guided by their national interests. These
interests are related to cultural, economic and security areas. Despite some
turbulence in the past, India-Nepal relations have remained close, stable and
mutually beneficial.

15




3. PESTEL Analysis of NEPAL

Nepal and India have a long history of Trade treaties and bilateral arrangements
that have helped broaden the scope of investment and measures that contribute to
sustainable economic development in Nepal.

About the country:

Nepal, the mid-Himalayan country of Asia has its border with India on the South,
East & West and China on the North. It is located between latitude 26 degree 22
minutes North to 30 degree 27 minutes North and longitude 80 degree 4 minutes
East to 88 degree 12 minutes East. Being land locked country the sea access is
about 1,150 Km from the border.

The largest contributor to Nepal’s FDI is India. The Indian companies have made a
significant contribution to the Nepalese economy both in terms of employment
generation and by way of generation of revenue to the Nepalese exchequer.

Political Analysis of Nepal

Type Representative Multi-party Democracy

Constitution Interim Constitution Promulgated on January 15,

2007. Constituent Assembly convened in May 2008

16




to draft a new constitution. In May 2010, a deadline
for drafting of the constitution was extended by 1yr.

Executive President (Head of State), Prime Minister (Head of
Government)
Legislative The constituent assembly is a unicameral parliament,

consisting of 601 members, 240 members were
elected through a direct electoral process
representing single member constituencies across a
country, 355 members were nominated from party
lists through a proportional representative system &
26 were nominated by the cabinet representative of
ethnic & indigenous communities

Elections Constituent assembly election held on April 10, 2008

National Days Republic day, Jestha 15(May 28), Democracy day,
Falgun 7 (Mid-February), (Note: Jestha & Falgun are
month of Nepalese calendar)

Political party United communist party of Nepal —Maoist (UCPN-

M), Formerly known as Communist party of Nepal-
Maoist(CPN-M),NepaliCongress(NC),

Communist party of Nepal- United Marxist Leninist
(CPN-UML), Madhesi People’s Right Forum
(MPRF), Tarai Madhes Democracy Party (TMDP),
Sadhbhavana Party (SP), Rastriya Prajatantra Party(RPP)

17




Economic Analysis of Nepal

Nepal’s GDP Growth rate in last Five Years

2006-07 2.75 %
2007-08 5.80%
2008-09 3.77%
2009-10 3.97%
2010-11 3.47%

Nepal’s GDP Per capita in last Five Years:

2006-07 $350
2007-08 $390
$465
2008-09
2009-10 $556
$642
2010-11
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limate: Sub — Tropical in the Terai plains long the southern border, temperate in
he hills along the middle belt, and alpine in the mountainous region along the
orthern belt.

Avg. Inflation Rate (Consumer Price |11.8%
Index, 2008-09)

Natural Resources Water, Different Agro Climate Zones,

Timber, Minerals

Agriculture (33% of GDP), Products — Rice, Wheat,
Maize, Sugarcane, Oilseed, Jute, Millet,
Potatoes, Cultivated Land 25%

Industry (15% of GDP), Type — Carpet,
Pashmina, Garments, Cement,
Cigarettes, Bricks, Steel, Sugar, Soap,
Matches, Jute, manufactured Goods,

Hydroelectric Power

Minimum Wage NRs 6200 a month for Unskilled Labor
(basic salary & allowances)

19




Trade (2009-10)

Exports-US$804  Million: Carpet,
Pashmina, Garments. Major Market —
India, China, EU 27 & US. Import-US
$4.69Billion:  Petroleum Products,
Manufactured goods, Major Supplies —
India. Trade Deficit-US$3.89 Billion

Official Exchange rate

IRs 1 = NRs1.60

Fiscal Year

July 16-Julyl5 (Nepali calendar,
Shrawan 1- Ashadha - 32)

Export & Import of Nepal

Export: Clothing, Leather Goods, Jute
Goods

Import: Gold, Machinery, Equipment,

Fertilizer
Social Analysis of Nepal
Population 29,391,883 (July 2011 Est.)
Population 1.596 (July 2011 Est.)
Growth rate
Age Structure
0-14 years: 34.6% (male 5,177,264/female 4,983,864)
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15-64 years:

65 years and over:

61.1% (male 8,607,338/female 9,344,537)

4.4% (male 597,628/female 681,252) (2011 est.)

Language used

Nepali, English is widely used in business, higher education &

various professionals

Ethical Groups

Brahman-12.5%, Chetri — 15.5%, Newar-5.4%, Kami-3.9%,
Yadav-3.9%, Magar-7%, Tamang-5.5%,Tharu-6.6%, Muslim-
4.2% & others-32.7%

Religions Hindu-80.6%, Buddist-10.7%, Muslim-4.2%, Kirant-3.6%,
Others-0.9%

Death rate 6.81 Deaths/1000 population (July 2011 Est.)

Birth Rate 22.17 Birth/1000 Population (July 2011 Est.)

Urbanization

Urban Population: 19% of the Total Population (2010)

Rate of Urbanization: 4.7% Annual Rate of Change

Technological Analysis of Nepal

Telephones — Main line in Used 371800

Telephones — Mobile Cellular 50400

Radio Broadcast Station AM 6, FM 5, Shortwave 1 (January 2011)
Television 970000 (2011)

Internet Hosts 1100 (2011)
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Internet Service Provider (ISPs)

10 (2011)

Internet Users

200000 (2011)

Legal Analysis of Nepal

Constitutional law

Constitution of Kingdom of Nepal 2047
(1990)

Administrative & Public Law

Citizenship act, 1964

Civil service act, 2049 (1993)

Criminal law

Arms & Ammunition act, 2019-2062

Civil law

Birth, Death & Other Personal Events
(Registration) act, 2033 (1976)

Contract act, 2056 -2000
Land acquisition act, 2021-1964

Marriage Registration act, 2028-1971

Commercial law

Buffer Zone Management Rules, 2052-
1996

Contract act, 2056 -2000
Land acquisition act, 2021-1964

Marriage Registration act, 2028-1971
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4. Conclusion:

Having PESTEL analysis of NEPAL we can identify that that there are
Immense business opportunity lies in Telecommunication services, Textile
Industry, Internet Service Provider & Most important from Indian market point of
view an Agriculture Sector. India needs to take advantage of such great

opportunity & can enter in Nepal for doing business out there.
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PRECAPE

That report to try best analysis for Agriculture sector to Nepal. Nepal Six years after the end
of a Maoist insurgency and the abolition of the monarchy, political instability continues to
plague Nepal. In May 2012, the Constituent Assembly was dissolved after the political parties
failed to meet a deadline to form a new constitution. Interim Prime Minister Baburam Bhattarai
was aiming for a resolution of the crisis by November. The reintegration of former Maoist
fighters into the national army continues to be a controversial issue. Nepal is among the world’s
poorest and least developed countries and benefits from very little foreign direct investment. The

main industry is agriculture, which accounts for one-third of GDP.

The major activities to done in Nepal is tourism. All most Nepal is naturally environment very
beautiful and real god gift to Nepal. Nepal is main Aspect to agriculture sector dependent
country. 18 % part of GDP (Gross Domestic Products) is Agricultures sector. To analysis this
report to agriculture major activities, products, structure and related all information to try giving
best work to this our topic. Nepal overall performance of the agriculture sector and relationship
to trade between India and Nepal of import-export activities. Import- export duties, taxes,

permissions and term and condition between two countries.

Analysis for current situation in Agriculture sector for Nepal and also find out better relationship
to India for Import-Export relating to agriculture products, tools and others important area
requirement fulfilled. Agriculture sector some opportunities in Nepal to try better position and
improve performance increases more benefiting to GDP higher particular area.
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1. Introduction about agriculture sector in Nepal

Introduction

USAID Nepal is presently undertaking a process of economic growth assessment as a basis for
designing its support to contribute to an inclusive economic growth in Nepal as the country
prepares for embarking on prosperity, modernity and just society through consolidation of
ongoing peace process. Fostering high economic growth and enhancing access of the poor and
excluded to the benefit of growth is the basis for sustainable peace and poverty reduction.
Agriculture sector is the important sector of the economy that holds the potential of such broad
based and pro-poor growth. The present assessment is to complement to the overall economic

growth assessment process from the perspective of agriculture sector.

The purpose of this assessment is to identify key constraints and opportunities for growth in
agriculture sector, review policy environment and ongoing activities of development partners in
the sector to outline the scope for USAID support to help spur inclusive growth in agriculture.
The present assessment was carried out involving reviews, interactions and field visits in a
period of July 10 to August 2.

2. An overview of agriculture and poverty in Nepal

2.1 Sector structure Agriculture continues to provide a broad base to the Nepalese
economy. Nearly four

Fifths of all Nepalese households are essentially farm households,

1 who derive nearly half of income from agricultural sources consisting of farm income and
agricultural wage income (Annex 1, Figure 1). Engaging two-thirds of labor force, this sector
alone contributes some one-third to the GDP. As such, the growth originating in agriculture
holds high potential to have relatively wider impact on poverty reduction and inclusiveness.
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Smallholders and marginal farms predominate Nepalese agriculture with the average holding
size of 0.8 ha. Nearly a half of all farms have less than 0.5 ha of land, while those with less than
1 ha of land constitute nearly three-fourths of all holdings (Annex 1, Table

1). Farms are getting smaller — average size of holding declined by 28 percent between 1961 and
2001.

Landless farmers are gradually leaving agriculture as it is hard to eke out livelihood there
without holding land asset. The number of holdings without land has decreased by 16.8 % from
32.1 thousand in 1991/92. The number of permanent agricultural workers declined to 179
thousand persons — down by some 41 %.

10f the total 4.25 million households, 3.36 million constitute agricultural holdings. 1Nepal's
agriculture is overwhelmed by subsistence family farms. Seventy-eight percent farm holdings
have been reported to be producing mainly for home consumption. The proportion of holdings
that produce mainly for sale is not even 1 percent, while little over 21% farm families use their
farm produce almost equally for both sale and home consumption (CBS, WB, DFID, and ADB,
2006). Ironically, these subsistence farms are not capable of supporting the adequate subsistence
of the farm families. For 60 percent holdings the annual farm production was not sufficient to
feed their household until the next harvest; 40% holdings were deficient for up to 6 months while

20 percent holdings were deficient for more than half a year.

Agricultural production is mostly dominated by crop sub-sector which accounts for nearly two-
third of AGDP. Cereal crops account for over 80 % of annual cropped area wherein paddy alone
occupies 40 percent followed by maize (about 20%) and wheat (about 17 %). Cropping intensity
is low at 1.8 on the average. Farms operate in a mixed farming system of crop and livestock
interfacing forest. Large livestock population provides sources of meat, milk, draft power and
farm yard manure. Production of staple food grains is the choice of common priority for the
farms, especially production of paddy wherever it is possible to grow.
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2.2 Sector performance

Overall economy and agriculture is not doing well in recent years. Overall economic growth rate
declined from 4.8 percent in the 1990s to 3.2 percent during 2001-2006. Agriculture virtually
stagnated -- agriculture sector growth rate was 2.7 percent per annum in the 90s and 2.8 percent
during 2001 to 2006. Marred by low labor productivity, agriculture is not able to contribute to
the economy its due (33 percent share of GDP with 66 percent of country's labor force employed
in the sector). Growth of cereals production remained weak, cash crops had mixed performance,
while high value horticulture crops performed relatively better. Yields of cereals are persistently
low. Yield estimates per hectare for 2007 have been reported to be at 2.77 mt for paddy, 2.16 mt
for maize and 2.23 mt. for wheat. It is to be noted that this year is considered to be a good crop
year due to better monsoon records (MOF, 2008).

Nepal's agriculture is heavily inclined to food grains production guided by food sufficiency
objectives and yet the food self-sufficiency has often been in the doldrums

2Average annual production of food grains is estimated to the tune of 7.7 million tons, of which
paddy alone constitutes nearly a half. During deficit years, the food grains shortfall ranged from
22 thousand tons to 485 thousand tons while surplus during better harvest years ranged from 68
thousand tons to 213 thousand tons. Agriculture registered an impressive 5.7% growth last year
2007. Whether this rate will sustain depends largely on the monsoon pattern this year and

thereafter.

The economy has been apparently undergoing some structural changes with the shrinkage of
agriculture relative to the secondary and tertiary sectors of the economy.

Within agriculture, some commercialization and diversification have been taking place in recent
years taking advantage of rapidly unfolding market opportunities created by improvement in
accessibility and fuelled by growth in size of urban population. Some indicators of farm level
performance in this connection have been presented in Box 2. Despite greater intensification of

crop production, return from crop production declined, while return from livestock rearing
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improved. Cost -- price squeeze intensified in crop agriculture. Likewise, importance of
agriculture as a source of household income declined, although it still continues to be the single
largest source of household income.

Some framers in the better endowed and well-connected areas are getting involved in producing
high value commodities for commercial purposes. Fruits, vegetables, spices, tea and livestock
products are increasing and products like coffee and honey are emerging (Annex 1, Table 3).
However, the pace is not very impressive. During the period 1995 to 2005, average annual
growth rates for fruits, milk and meat hovered around 3 percent; only the growth rate of

vegetable production was an exception at 5.1.

Economy of Nepal

Nepal’s economic freedom score is 50.4, making its economy the 141st freest in the 2013 Index.
Its score has increased by 0.2 point since last year, with improvements in business freedom and
the control of government spending offsetting deteriorations in labor freedom and trade freedom.
Nepal is ranked 31st out of 41 countries in the Asia—Pacific region, and its score remains far
below world and regional averages. The Nepalese economy continues to lack the entrepreneurial
dynamism needed for broad-based economic growth and sustainable long-term development.

With the statist approach to the economy holding development progress far below the country’s
potential, state interference continues to hurt regulatory efficiency, and there has been little effort
to open the economy or engage in world markets. Nepal’s scores for investment and financial

freedom are among the lowest in the world.

Lingering political instability undercuts the government’s ability and willingness to implement
necessary institutional reforms, further undermining the already fragile foundations of economic
freedom. Property rights are poorly protected by the inefficient judicial system, which is subject
to substantial political influence. Systemic corruption in the non-transparent legal framework
also continues to obstruct much-needed expansion of private investment and production.

Nepal opened up its economy in the early 1990s with the adoption of economic reformpackage.
The reform measures have since covered almost all sectors of the economy including trade and
investment, fiscal and monetary policies, financial and capital markets and other economic and
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social sectors. The import licensing system and quantitative restrictions were eliminated and
tariff rates and structure were reduced and rationalized to make the trade sector competitive. The
trade weighted nominal rate of protection declined from about 80 per cent in the early 1980s to
about 31 per cent in 1994. Similarly, the average rate of protection has declined from about 111
per cent in 1989 to 16 per cent in 1992. In a similar manner, the number of slabs subject to
protection fell from more than 100 in the 1980s to 5 in 1996. Additional measures initiated to
promote international trade include the introduction of a bonded warehouse, duty-drawback

scheme, initiation of the multi-modal facility (dry port) and an export-processing zone.

A new bilateral trade treaty signed with India in 1996 supported the trade reform program of
Nepal. The treaty allows Nepal to export manufactured products to India free of customs duty
and quantitative restrictions. Similarly, in order to improve the environment for investment, the
Industrial Enterprise Act, 1992 and the Foreign Investment and Technology Transfer Act (1992)
were enacted in line with the open, liberal and market-oriented policy. These Acts have further
improved investment incentives. No license is required for the establishment, expansion and
modernization of industries except for a few related with defense, public health and environment.
In short, the environment was made more conducive to larger inflows of foreign direct

investment (FDI).

Financial sector reforms have also been carried out to support the trade and industrial reforms.
Interest rates were deregulated and joint-venture banks were allowed to open up. Nepal also
included full convertibility of the Nepalese rupees on the current account. The overvalued
Nepalese currency was also corrected to improve export competitiveness of the 4 trade and
industrial sectors. HMG/N has been committed towards trade liberalization through
simplification of trade and tax procedures, and also through revising custom tariffs to encourage
exports and ultimately attract more foreign investments.7 Furthermore; various sectoral
strategies have been introduced to attract investment. The Hydropower Policy 1992 has opened
up new avenues to develop the hydropower of the country by motivating national and foreign
private investors in this sector. The liberalized aviation policy has contributed tourism industry
significantly. Road, airport construction and telecommunication services have also been opened
to the private sector in order to attract more domestic as well as foreign investments and to

improve service delivery.
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Structure, Function & Business Activities of Agriculture Sector

Nepal’s economic freedom score is 50.4, making its economy the 141st freest in the 2013 Index.

Its score has increased by 0.2 point since last year, with improvements in business freedom and
the control of government spending offsetting deteriorations in labor freedom and trade freedom.
Nepal is ranked 31st out of 41 countries in the Asia—Pacific region, and its score remains far
below world and regional averages.
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The Nepalese economy continues to lack the entrepreneurial dynamism needed for broad-based
economic growth and sustainable long-term development. With the statist approach to the
economy holding development progress far below the country’s potential, state interference
continues to hurt regulatory efficiency, and there has been little effort to open the economy or
engage in world markets. Nepal’s scores for investment and financial freedom are among the

lowest in the world.

Six years after the end of a Maoist insurgency and the abolition of the monarchy, political
instability continues to plague Nepal. In May 2012, the Constituent Assembly was dissolved
after the political parties failed to meet a deadline to form a new constitution. Interim Prime
Minister Baburam Bhattarai was aiming for a resolution of the crisis by November. The
reintegration of former Maoist fighters into the national army continues to be a controversial
issue. Nepal is among the world’s poorest and least developed countries and benefits from very
little foreign direct investment. The main industry is agriculture, which accounts for one-third of
GDP.

Rule of Law View Methodology
Property Rights 30.0 Create a Graph using this measurement

Freedom from Corruption 22.0 Create a Graph using this measurement

The rule of law is weak and is being further damaged by deepening polarization and
factionalism. Protections for property rights are not enforced effectively. The judicial system is
inefficient, with lower-level courts particularly vulnerable to political pressure. Public-sector
corruption continues to be a serious concern. Effective anti-corruption measures are not in place,
and government officials exploit their positions for personal gain.

Limited Government View Methodology

Government Spending 89.2 Create a Graph using this measurement

Fiscal Freedom 85.8 Create a Graph using this measurement
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The top income and corporate tax rates are 25 percent. Other taxes include a value-added tax
(VAT) and a property tax. The overall tax burden equals 13.2 percent of total domestic income.
Government spending is 18.9 percent of GDP. The budget balance has been in deficit, with
public debt hovering around 34 percent of GDP. Subsidies, particularly to state-owned
enterprises like the Nepal Oil Company, continue to stretch public coffers.

Regulatory Efficiency View Methodology
Business Freedom 57.2 Create a Graph using this measurement

Labor Freedom 44.3 Create a Graph using this measurement

Monetary Freedom 75.1 Create a Graph using this measurement

Despite some progress in modernizing the regulatory framework, time-consuming and costly
requirements continue to reduce overall regulatory efficiency. Completing licensing
requirements takes more than 100 days and costs over six times the level of annual average
income. The labor market remains inefficient, and chronic unemployment and underemployment
continue. Inflation has moderated but remains high.

Open Markets View Methodology
Trade Freedom 60.8 Create a Graph using this measurement

Investment Freedom 10.0 Create a Graph using this measurement

Financial Freedom 30.0 Create a Graph using this measurement

Although some tariffs have been reduced, the trade-weighted average tariff rate remains high at
12.1 percent, and pervasive non-tariff barriers further restrict trade freedom. Private investment
is hamstrung by political instability, and the inefficient investment regime further impedes
foreign investment. The financial sector remains fragmented, and government ownership and
influence in the allocation of credit remain substantial.
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2. Present Positions & Trade of Agriculture Business (Import-Export) with India and

Nepal
(2008-2013).
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Comparative Position of Agriculture sector to Nepal

e Agricultural marketing support

In the United States the Agricultural Marketing Service (AMS) is a division of USDA and has
programs for cotton, dairy, fruit and vegetable, livestock and seed, poultry, and tobacco. These
programs provide testing, standardization, grading and market news services and oversee
marketing agreements and orders, administer research and promotion programs, and purchase
commaodities for federal food programs. The AMS also enforces certain federal laws. USDA also
provides support to the Agricultural Marketing Resource Center at lowa State University and to

Penn State University.

In the United Kingdom support for marketing of some commodities was provided before and
after the Second World War by boards such as the Milk Marketing Board and the Egg Marketing

Board, but these were closed down in the 1970s. As a colonial power Britain

established marketing boards in many countries, particularly in Africa. Some continue to exist
although many were closed down at the time of the introduction of structural adjustment
measures in the 1990s.

In recent years several developing countries have established government-sponsored marketing
or agribusiness units. South Africa, for example, started the National Agricultural Marketing
Council (NAMC) as a response to the deregulation of the agriculture industry and closure of
marketing boards in the country. India has the long-established National Institute of Agricultural
Marketing (NIAM). These are primarily research and policy organizations, but other agencies
provide facilitating services for marketing channels, such as the provision of infrastructure,
market information and documentation support. Examples include the National Agricultural
Marketing Development Corporation (NAMDEVCO) in Trinidad and Tobago and the New

Guyana Marketing Corporation.

Several organizations provide support to developing countries to develop their agricultural
marketing systems, including FAQO's agricultural marketing unit and various donor organizations.
There has also recently been considerable interest by NGOs to carry out activities to link farmers
to markets.
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e Agricultural marketing development

Well-functioning marketing systems necessitate a strong private sector backed up by appropriate
policy and legislative frameworks and effective government support services. Such services can
include provision of market infrastructure, supply of market information (as done by USDA, for
example), and agricultural extension services able to advise farmers on marketing. Training in
marketing at all levels is also needed. One of many problems faced in agricultural marketing in
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developing countries is the latent hostility to the private sector and the lack of understanding of
the role of the intermediary. For this reason —middleman|| has become very much a pejorative
word.

e Agricultural advisory services and the market

Promoting market orientation in agricultural advisory services aims to provide for the sustainable
enhancement of the capabilities of the rural poor to enable them to benefit from agricultural
markets and help them to adapt to factors which impact upon these. As a study by the Overseas
Development Institute demonstrates, a value chain approach to advisory services indicates that
the range of clients serviced should go beyond farmers to include input providers, producers,
producer organizations and processors and traders.

e Market infrastructure

Efficient marketing infrastructure such as wholesale, retail and  assembly markets
and storage facilities is essential for cost-effective marketing, to minimise post-harvest

losses and to reduce health risks. Markets play an important role in rural development, income
generation, food security, developing rural-market linkages and gender issues. Planners need to
be aware of how to design markets that meet a community's social and economic needs and how
to choose a suitable site for a new market. In many cases sites are chosen that are inappropriate
and result in under-use or even no use of the infrastructure constructed. It is also not sufficient
just to build a market: attention needs to be paid to how that market will be managed, operated
and maintained. In most cases, where market improvements were only aimed at infrastructure

upgrading and did not guarantee maintenance and management, most failed within a few years.

Rural assembly markets are located in production areas and primarily serve as places where
farmers can meet with traders to sell their products. These may be occasional (perhaps weekly)
markets, such as heat bazaars in India and Nepal, or permanent. Terminal wholesale markets are
located in major metropolitan areas, where produce is finally channelled to consumers through
trade between wholesalers and retailers, caterers, etc. The characteristics of wholesale markets
have changed considerably as retailing changes in response to urban growth, the increasing role
of supermarkets and increased consumer spending capacity. These changes require responses in

the way in which traditional wholesale markets are organized and managed.
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Retail marketing systems in western countries have broadly evolved from traditional street
markets through to the modern hypermarket or out-of-town shopping Centre. In developing
countries, there remains considerable scope to improve agricultural marketing by constructing
new retail markets, despite the growth of supermarkets, although municipalities often view
markets as sources of revenue rather than infrastructure requiring development. Effective
regulation of markets is essential. Inside the market, both hygiene rules and revenue collection
activities have to be enforced. Of equal importance, however, is the maintenance of order outside
the market. Licensed traders in a market will not be willing to cooperate in raising standards if
they face competition from unlicensed operators outside who do not pay any of the costs

involved in providing a proper service.
e Market information

Efficient market information can be shown to have positive benefits for farmers and traders. Up-
to-date information on prices and other market factors enables farmers to negotiate with traders
and also facilitates spatial distribution of products from rural areas to towns and between
markets. Most governments in developing countries have tried to provide market information
services to farmers, but these have tended to experience problems of sustainability. Moreover,
even when they function, the service provided is often insufficient to allow commercial decisions
to be made because of time lags between data collection and dissemination. Modern
communications technologies open up the possibility for market information services to improve
information delivery through SMS on cell phones and the rapid growth of FM radio stations in
many developing countries offers the possibility of more localized information services. In the
longer run, the internet may become an effective way of delivering information to farmers.
However, problems associated with the cost and accuracy of data collection still remain to be
addressed. Even when they have access to market information, farmers often require assistance
in interpreting that information. For example, the market price quoted on the radio may refer to a
wholesale selling price and farmers may have difficulty in translating this into a realistic price at
their local assembly market. Various attempts have been made in developing countries to
introduce commercial market information services but these have largely been targeted at
traders, commercial farmers or exporters. It is not easy to see how small, poor farmers can

generate sufficient income for a commercial service to be profitable although in India a new
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service introduced by Thompson Reuters was reportedly used by over 100,000 farmers in its first
year of operation. Esoko in West Africa attempts to subsidize the cost of such services to farmers
by charging access to a more advanced feature set of mobile-based tools to businesses.

e Marketing training

Farmers frequently consider marketing as being their major problem. However, while they are
able to identify such problems as poor prices, lack of transport and high post-harvest losses, they
are often poorly equipped to identify potential solutions. Successful marketing requires learning
new skills, new techniques and new ways of obtaining information. Extension officers working
with ministries of agriculture or NGOs are often well-trained in horticultural production
techniques but usually lack knowledge of marketing or post-harvest handling. Ways of helping
them develop their knowledge of these areas, in order to be better able to advise farmers about
market-oriented horticulture, need to be explored. While there is a range of generic guides and
other training materials available from FAO and others, these should ideally be tailored to

national circumstances to have maximum effect.
e Enabling environments

Agricultural marketing needs to be conducted within a supportive policy, legal, institutional,
macro-economic, infrastructural and bureaucratic environment. Traders and others cannot make
investments in a climate of arbitrary government policy changes, such as those that restrict
imports and exports or internal produce movement. Those in business cannot function if their
trading activities are hampered by excessive bureaucracy. Inappropriate law can distort and
reduce the efficiency of the market, increase the costs of doing business and retard the
development of a competitive private sector. Poor support institutions, such as agricultural
extension services, municipalities that operate markets inefficiently and export promotion bodies,
can be particularly damaging. Poor roads increase the cost of doing business, reduce payments to
farmers and increase prices to consumers. Finally, the ever-present problem of corruption can
seriously impact on agricultural marketing efficiency in many countries by increasing the

transaction costs faced by those in the marketing chain.
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e Recent developments

New marketing linkages between agribusiness, large retailers and farmers are gradually being
developed, e.g. through contract farming, group marketing and other forms of collective action.
Donors and NGOs are paying increasing attention to ways of promoting direct linkages between
farmers and buyers. The growth of supermarkets, particularly in Latin America and East and
South East Asia, is having a significant impact on marketing channels for horticultural, dairy and
livestock products. Nevertheless, —spot|| markets will continue to be important for many years,

necessitating attention to infrastructure improvement such as for retail and wholesale markets.
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3. Policies and Norms of Nepal for Agriculture sector for import / export including

licensing / permission, taxation

Success Agriculture equipment’s in Nepal

Combine harvester:

It is a technology which is introduced without Government interventions. It is adopted in
western and central Terai region. There are 9 combine harvesters in operation for
harvesting rice and wheat. The cost of harvesting and threshing is reduced to about 50
percent after adoption of this technology. Small plot size and maintenance problems are
the major hurdle for the further diffusion of this technology.

Adoption of Minimum Tillage by Power Tiller Drill:

Traditional wheat sowing is done through broadcasting seed on the prepared surface
(mainly by animal power) and manipulating them with soil through tillage operations
(ploughing 4 times and planked 5 times). Poor tilt and manual seed broadcasting cause
poor plant stand. The minimum tillage by Power Tiller Drills (PTD) has been popular
among small to medium scale farmers, as the drills perform three operations e.g. soil
tilling, seed sowing, and planking, simultaneously. Minimum Tillage by PTD produced
the highest mean grain yield of 3.5 ton/ha compared to 2.9 ton/ha by farmers’ Practice. It

was found to be the most economical and showed the mean Net Return of 25755 Rs./ha
& Farmer’s Practice showed the mean Net Return of 18060 Rs/ha. Zero-till Drill for

Kidney bean, Peas, Lentil and Wheat produced the mean grain yield of 2925, 9750 (green
pods), 1500, and 3725 kg/ha compared to 2350, 8375 (green pods), 900, and 3100 kg/ha

by farmer’s practice respectively.

Biogas:

Biogas support program(BSP) is one of the successful program in Nepal Till date
189,122 biogas plants are installed and more than 95% of constructed plants are in
operation. . Favorable policy with subsidy, private sector partnership, comprehensive

quality standards and strong monitoring mechanism are the major pillar of this program.

72 private Biogas Companies have been strengthened,16 Biogas appliances
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manufacturing workshops are developed by this program. BSP is an 1SO 9001:2000
certification holder for its strong quality management system and subsidy administration.
Biogas support program has also received fund from carbon trading.

Treadle Pump:

Treadle pump is easy to operate, fabricated locally, recovers the investment in short
duration and costs less.. It can lift water up to 22 ft, can irrigate upto 5-10 kattha and it
had been tested in Terai region of Nepal during 1993/94. IDE/Nepal is supporting
technically for pump fabrication, marketing and installation. To date, 100000 farmers
have been benefited by the use of treadle pump in irrigating various crops and have
become successful in income generation. Six private companies are fabricating through

distributing local dealers.

Drip Irrigation technology:

IDE/Nepal, through R & D, has developed easy & low cost drip irrigation technology for
Nepal. 5000 farmers have been successful to cultivate vegetable and to generate income.
As field can be irrigated with less water, it is more affective in areas having water
scarcity. It has been very successful in hilly region and north belt of Terai region.

Improved Water Mill (IWM)

Improved Water Mill Support Programme has been honored by the prestigious London
based —Ashden Award 2007]| in recognition to upgrading over 2,400 traditional water
mills in the Himalayas of Nepal and improving livelihood of millers and mill users and
stemming the rise in diesel mills. It is being implemented through 16 service centers and
eight Ghatta Owner's Associations (GDA) in 16 hill districts of Nepal. By end of June
2007, it had helped to install 2,767 improved water mills; 2,473 are of short shaft used for
efficient grinding and 294 units are of long shaft used for other end uses such as rice mill,
saw-mill, oil expeller, lokta beater, chiura making. It has replaced diesel mills directly
helping to contribute in reduction of carbon dioxide emissions and hence global warming

to some extent.

44




Gravity Ropeway

Gravity ropeway technology was transferred from Northern India to Nepal in
collaboration with ICIMOD and private manufacturer/supplier. Couple of demonstration
ropeways had been installed in Marpha and Tukche VDCs of Mustang district to
facilitate apple transportation from orchards to the road heads. Afterwards, it installed
Janagaon/Bishaltar ropeway in Benighat VDC, Hadikhola- Chiraudi ropeway in Kalleri
VDC of Dhading, and Torisawara-Bishaltar ropeway in Jori Sawara VDC of Gorkha with
financial support from the donors. Initial study showed that transportation cost of agro-
based products decreased by at least 50% after being served by gravity ropeway system.
It provided confidence to the villagers to supply their products (e.g. Vegetables, milk and
other agri and forest products) in larger amounts, to enter the competitive market in cities.
It also improved their socio-economic status and health, education and community
awareness. In addition, it created employment opportunities & supporting business of
local manufacturers and service providers. There could be many other places where this

technology would be applicable.

Other Agricultural Machineries:

Some agricultural machinery developed by AED, NARC viz. Hand Maize Sheller, Coffee
pulper, Millet thresher cum pearler; low cost solar dryers are commercialized and
adopted by the farmers in different parts of Nepal. Hand maize Sheller is used for
shelling maize which reduces the drudgery of women farmers in shelling maize. Coffee
pulper is adopted in commercial scale pulping of coffee at community level which
significantly (more than 50%) increased the capacity and efficiency than the wooden
pulper. These coffee pullers helped the farmers to produce quality coffee parchment
efficiently. Similarly for the millet farmers who are at present threshing and pearling
millet manually has got an option for efficient threshing and pearling as well as reduction
of drudgery. For the remote areas where other types of commercial solar dryers are costly

and difficult to maintain, the low-cost solar dryer is developed and promoted by AED.
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ISSUES & CONSTRAINTS OF AGRICULTURAL MECHANIZATION:

Socioeconomic Issues:

Lack of Alternative Employment Opportunities

Poor situation in industrialization and development of service sector has resulted very little
employment opportunities in the sectors other than agriculture. The present increasing trend of
young people going abroad as a labour is still a debatable issue on its contribution in the national
development in long run. In this context creation of local employment opportunities in other
sector viz. industries & service sector will create a favorable situation for agricultural
mechanization in the country.

Small and fragmented land holding

Small and fragmented land holding has been one of the major constraints in slow pace on
adoption of agricultural mechanization in Nepal. As about 50 % of the holdings is having land
area below 0.5 ha, the mechanization program and policy should address the farmers of all
categories; specially small and medium land holding size.

Declining Sharing of family labor

The customs of sharing family labour in the labour intensive agricultural operations like
transplanting and harvesting is found to be declining in the rural areas. The farmers reported that
there is lack of labour in the peak agricultural labour demanding season. Due to lack of
employment opportunities in the country, huge numbers of young people are going abroad to
Malaysia and Gulf to work as a labor. Hence, the agricultural operation is found to be completely
dependent upon the old and female members of the family.

Poor Conditions of Blacksmiths

The blacksmiths which can play important role in agricultural mechanization through fabrication
of agricultural tools and implements are the deprived group in the community and their
indigenous skill and technology is at the verge of extinction from the community, due to lack of
commercialization and modernization of their skills as well as lack of recognition of their
contribution by the community and the state.
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Gender Concerns

Except tillage and marketing activities in the crop production activities, in all farm activities,
women farmer (labor’s) contribution is found to be ranging from 40 percent to 64 percent. This
share is even found to be increased due to our flux of male members of household to urban area
and even abroad in search of job. The contribution of women in farming operation is rarely
recognized and their drudgery on farm operation is not addressed. Major agricultural operations
related to women’s drudgery in Nepal are rice transplanting, weeding, harvesting, transportation ,
milling etc. Even though the constitution of Nepal has declared illegal to discriminate the
women, the wage rate of agricultural women labor in villages is found to be only about 50

percent to that of male labor.

Capital Constraints

Agriculture in Nepal is dominated by subsistence level of farming communities. It is mainly due
to lack of capital, technology and market. Even though, there is extension of credit institutions in
Nepal, the interest rates are found to be more in rural sector than in urban sector (viz. housing
loan, car loans etc.). Many co-operatives and micro credit institutions have been evolved in the
villages of Terai; they need awareness and model projects on co-operative farming for

intensification and commercialization of agriculture with appropriate mechanization.

Technological Issues & Constraints

Need of agricultural mechanization for small-holders:

As the farm holding size and socio-economic background of Nepal is diverse and is mainly
dominated by small farmers and poor farmers, the mechanization need to be focused on
appropriate mechanization technologies addressing the needs of different category of farmers in
Terai , hill and mountain. Hence the agricultural mechanization program should not be limited to
promote increased use of tractor but also include improved manual tools; animal drawn
implements and appropriate mechanical machinery in Terai. As the majority of the farm
operation is performed by women, the tools and machinery are to be promoted by catering the
needs of women farmers. The research and development on farmer friendly appropriate tools and

machinery is also needed to be reoriented addressing gender concerns.
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Availability of spare parts:

From the perspective of the farmers, the major technological constraints are difficulty in
availability of spare parts, lack of training on operation and maintenance of farm machinery,
inadequate facility for servicing and repair of farm machinery. At present, Nepal has to
dependent on the imported tractor, power tiller and other farm machinery and the dealers and
traders are not financially strong enough to stock all necessary spare parts. Hence the farmers
have to wait for months to get the necessary spare parts. Moreover the cost of spare parts is also
reported to be high.

Poor condition of local agricultural machinery fabricators:

Blacksmiths used to play an important role in producing and repairing hand tools and bullock
drawn implements. It was estimated that more than 85 percent of hand tools and implements are
made by local blacksmiths (Manandhar 1999). Due to poor economic background, lack of
modernization in their technology, social system, poor education level these blacksmiths could
not commercialize their skills of manufacturing agri tools and implements in the community.
Enhancing the capacity of those blacksmiths through capital support, manufacturing facility
upgrading, training (fabricating and repair and maintenance skill on improved agricultural
machinery and entrepreneurship) etc. not only uplift the deprived section of the society but also
contribute the community by supplying improved agricultural tools & implements and providing

repair and maintenance facilities locally.

Lack of technical and safety standards

There have been no standards adopted in production and import of agricultural machinery in
Nepal. There have been several accidents during use of agricultural machinery. Hence there is
need of enforcing safety standards on agricultural machinery production and import.
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Policy Issues

Lack of agricultural mechanization policy:

Due to lack of clear-cut policy on agricultural mechanization, the agricultural mechanization is
not found to be streamlined as per the need of the farming communities and national
development goals on commercialization of agriculture in Nepal. Hence there is need of clear-cut
policy on agricultural mechanization and other related policy is also needed to be amended
accordingly. The policy should guide for the amendment of existing unfavorable legislation and
enforce favorable legislation measures; strengthen institutional setup for promotion of
agricultural mechanization; focus on implementation of appropriate agril mechanization

programs and projects with priority.

Lack of Recognition of Farm Machinery Custom Hiring Enterprise

It is evident from the land size distribution and economy of the village that each household
cannot purchase full set of farm machinery for its own use. The most of the farm machinery
owners in Terai, first they use in their own field after that they rent out those machineries to
others. More holdings are found to be served by the tractors, threshers, sprayer & pump set.
Custom hiring of farm machinery is taking place in an informal way in each village without any
support from government. To improve the profitability from each agricultural machine, the
operation hours is to be increased. These custom-hiring enterprises could play an important role
on introduction of improved farm machinery and spread the benefit to the farmers in the
community. Hence, government should recognize this custom hiring enterprise and support

through training and credit.
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4. Policies and Norms of India for Import or export to the Nepal Agriculture
sector including licensing / permission, taxation etc.

General Provisions Regarding Imports and
Exports Exports and Imports free unless regulated

Exports and Imports shall be free, except in cases where they are regulated by the provisions of
this Policy or any other law for the time being in force. The item wise export and import policy
shall be, as specified in ITC (HS) published and notified by Director General of Foreign Trade,
as amended from time to time.

Interpretation of Policy

If any question or doubt arises in respect of the interpretation of any provision contained in this
Policy, or regarding the classification of any item in the ITC(HS) or Handbook or Handbook or
Schedule Of DEPB Rate the said question or doubt shall be referred to the Director General of
Foreign Trade whose decision thereon shall be final and binding.

If any question or doubt arises whether a Licence/ certificate/permission has been issued in
accordance with this Policy or if any question or doubt arises touching upon the scope and
content of such documents, the same shall be referred to the Director General of Foreign Trade
whose decision thereon shall be final and binding.

Procedure

The Director General of Foreign Trade may, in any case or class of cases, specify the procedure
to be followed by an exporter or importer or by any licensing or any other competent authority
for the purpose of implementing the provisions of the Act, the Rules and the Orders made
thereunder and this Policy. Such procedures shall be included in the Handbook, Handbook, and
Schedule of DEPB Rate and in ITC (HS) and published by means of a Public Notice. Such

procedures may, in like manner, be amended from time to time.

The Handbook is a supplement to the Foreign Trade Policy and contains relevant procedures
and other details. The procedure of availing benefits under various schemes of the Policy is
given in the Handbook.
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Exemption from Policy/ Procedure

Any request for relaxation of the provisions of this Policy or of any procedure, on the ground
that there is genuine hardship to the applicant or that a strict application of the Policy or the
procedure is likely to have an adverse impact on trade, may be made to the Director General of
Foreign Trade for such relief as may be necessary. The Director General of Foreign Trade may
pass such orders or grant such relaxation or relief, as he may deem fit and proper.

The Director General of Foreign Trade may, in public interest, exempt any person or class or
category of persons from any provision of this Policy or any procedure and may, while granting
such exemption, impose such conditions as he may deem fit. Such request may be considered
only after consulting Advance Licensing Committee (ALC) if the request is in respect of a
provision of Chapter-4 (excluding any provision relating to Gem & Jewellery sector) of the
Policy/ Procedure. However, any such request in respect of a provision other than Chapter-4
and Gem & Jewellery sector as given above may be considered only after consulting Policy

Relaxation Committee.

Restricted Goods

Any goods, the export or import of which is restricted under ITC(HS) may be exported or
imported only in accordance with a Licence/ certificate/ permission or a public notice issued in
this behalf.

Terms and Conditions of a Licence/Certificate/ Permission

Every Licence/certificate/permission shall be valid for the period of validity specified in the
Licence/ certificate/ permission and shall contain such terms and conditions as may be specified
by the licensing authority which may include:

e The quantity, description and value of the goods
e Actual User condition

e Export obligation

e The value addition to be achieved

e The minimum export price
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Licence/Certificate/ Permission not a Right

No person may claim a Licence/certificate/ permission as a right and the Director General of
Foreign Trade or the licensing authority shall have the power to refuse to grant or renew a
Licence/certificate/permission in accordance with the provisions of the Act and the Rules made
there under.

penalty

If a Licence/certificate/permission holder violates any condition of the Licence/certificate/
permission or fails to fulfill the export obligation, he shall be liable for action in accordance with
the Act, the Rules and Orders made there under, the Policy and any other law for the time being
in force.

Nepal's trade scenario 2004/05-2010/11 (in NRs billion) to Agriculture and others Sectors

Export Import
Year Total

Volume Per cent Volume Per cent
2004/05  208.2 58.7 28.2 149.5 71.8
2005/06 234.0 60.2 25.7 173.8 74.3
2006/07 254.1 59.4 23.4 194.7 76.6
2007/08 281.2 59.3 21.1 2219 78.9
2008/09 352.2 67.7 19.2 284.5 80.8
2009/10 435.2 60.8 14.0 374.3 86.0
2010/11 459.46 64.56 141 394.9 85.9
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Export-Import for Agriculture sector nepal v/s india
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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 8794.4 12530.7 21220.7
2: USA 5672.8 5930.2 7106.4 9520.3 13677.7
3: Germany 6751.3 7651.7 6813.5 7820.7 7510.6
4. United Kingdom 289.4 297.7 318.2 521.8 11924
5. Belgium 309.9 231.2 152.7 283.3 812.1
6. France 175.6 241.9 486.6 479.2 735.5
7 Japan 79.0 100.3 178.5 230.8 705.0
8. Bangladesh 385.5 497.9 595.0 1296.3 561.1
9. China PR. * 549.3 625.1 621.1 558.7 514.3
10. | Hong Kong 28.6 21.1 17.8 31.0 504.3
11. | Switzerland 445.2 346.5 234.9 281.5 418.5
12. | Spain 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. | Austria 196.4 309.2 3294 330.9 187.5
17. | Singapore 40.9 22.8 28.7 17.6 174.8
18. | Australia 40.4 58.5 81.7 101.6 109.9
19. | Sweden 71.8 170.9 ) {531 78.8 95.7
20. | KoreaR 28.1 33.8 17.3 6.4 61.5
Note: Ranking 1s applicable for the year 1999/2000 only.

Policy on agricultural mechanization
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Agricultural mechanization can contribute to the growth of agricultural production and rural
develop-ment while reducing rural poverty. Correct and timely government interventions are
crucial to achieve these kinds of objectives. For example, the development of minor irrigation—
particularly private, investment-based expansion of shallow tube wells—contributed to the
impressive performance and expansion of boro rice in Bangladesh. This was an outcome of the
government’s market liberalization policy for irrigation equipment in the late 1980s. This policy
promoted rapid expansion of irrigated boro-rice farming in the dry season (Hossain 2009).
Similar interventions are needed in agricultural mechanization in Nepal. In the same vein,

linking rural and agricultural mechanization with occupa-27

Tional castes of Nepal, particularly liberated Haliyas1l, Kamil2 and Luhar for manufacturing,
importing, and marketing agricultural tools and equipment can contribute to poverty reduction in
rural areas. This can be done by setting up cooperatives to increase employment opportunities,
improve livelihoods, and reduce poverty.

Strategies of Government of Nepal for agricultural growth and poverty reduction

Nepal’s development plans have had agriculture as a central component, and there has been a
continuing evolution in agricultural plans that have all been committed to growth, development,
and poverty reduction (Table 3.1). That said, there has been a lack of clarity in the formulation of
policy. As a result, the agricultural plans overlap in their time frame and have the same
overarching goals, while differing somewhat in their emphasis.

provision of irrigation, roads, fertilizer, and technology development, as well as the development
of agribusinesses

agriculture with the encouragement of the private sector and cooperatives, and added the concept
of sustainability through the conservation of natural resources and biodiversity .

54




5. What is a Trade Barrier between India and Nepal to Agriculture Sector?

Trade barriers are measures that governments or public authorities introduce to make imported
goods or services less competitive than locally produced goods and services. Not everything that
prevents or restricts trade can be characterized as a trade barrier.

A trade barrier may be linked to the very product or service that is traded, for example technical
requirements. A barrier can also be of an administrative nature, for example rules and procedures
in connection with the transaction. In a number of areas, special international ground rules have
been agreed, which limit the ways in which countries can regulate trade. It means that some
barriers are legal while others are illegal.

Trade barriers within the EU are subject to special rules that apply to the internal market of the
EU.

Sometimes it may also be possible to assist companies that face obstacles to trade that do not fall
under the definition of actual trade barriers.

Non-tariff barriers to trade

Non-tariff barriers to trade (NTBs) are trade barriers that restrict imports but are not in the
usual form of a tariff. Some common examples of NTB's are anti-dumping measures and
countervailing duties, which, although called non-tariff barriers, have the effect of tariffs once
they are enacted.

Their use has risen sharply after the WTO rules led to a very significant reduction in tariff use.
Some non-tariff trade barriers are expressly permitted in very limited circumstances, when they
are deemed necessary to protect health, safety, sanitation, or depletable natural resources. In
other forms, they are criticized as a means to evade free trade rules such as those of the World
Trade Organization (WTQO), the European Union (EU), or North American Free Trade
Agreement (NAFTA) that restrict the use of tariffs.
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Some of non-tariff barriers are not directly related to foreign economic regulations but
nevertheless have a significant impact on foreign-economic activity and foreign trade between
countries.

Trade between countries is referred to trade in goods, services and factors of production. Non-
tariff barriers to trade include import quotas, special licenses, unreasonable standards for the
quality of goods, bureaucratic delays at customs, export restrictions, limiting the activities of
state trading, export subsidies, countervailing duties, technical barriers to trade, sanitary and
phyto-sanitary measures, rules of origin, etc. Sometimes in this list they include macroeconomic
measures affecting trade.

1. Specific Limitations on Trade:

Import Licensing requirements

1

2. Proportion restrictions of foreign to domestic goods (local content requirements)
3. Minimum import price limits
4

Embargoes
Customs and Administrative Entry Procedures:

Valuation systems
Anti-dumping practices
Tariff classifications

Documentation requirements

© o N o '

Fees Standard disparities

10. Packaging, labeling, and marking
11. Government procurement policies
12. Export subsidies

13. Countervailing duties

14, Domestic assistance programs
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Examples of Non-Tariff Barriers to Trade

Non-tariff barriers to trade can be the following:

e Import bans

o General or product-specific quotas

e Rules of Origin

e Quality conditions imposed by the importing country on the exporting countries
e Sanitary and phytosanitary conditions

» Packaging conditions

e Labeling conditions

e Product standards

e Complex regulatory environment

o Determination of eligibility of an exporting country by the importing country

o Determination of eligibility of an exporting establishment (firm, company) by the
importing country.

World Trade Organization and Nepalese Agriculture

Introduction

The World Trade Organization (WTO) is the only global international organization dealing with
the rules of trade between nations. At its heart are the WTO agreements, negotiated and signed
by the bulk of the world’s trading nations and ratified in their parliaments. The goal is to help
producers of goods and services, exporters, and importers conduct their business. The WTO
began life on 1 January 1995, but its trading system is half a century older.

Objectives of WTO
The main objectives of WTO can be specified as;
1. To make transparent international trade related rules

2. To help producers and traders of goods and services
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3. To strengthen world’s economic situation and increase investment, employment and income

Functions of WTO:

The Article 111 of agreement establishing the multilateral Trade Organization/WTO has specified
five specific functions of WTO (Bhandari, 2001). They are:

Administrative Functions: Under this function of WTO facilitates the implementation,
administration, operation, and advances the cause of objectives of WTO agreement, multilateral
trade agreements and provides framework for the implementation, administration and operation
of pluri-lateral trade agreements.

Platform for negotiation: WTO works as a platform where its members joining their helping
hands can advance negotiations among themselves concerning their multilateral trade relations in
matters dealt under the WTO agreements and enlisted in its annexes.

Execution: WTO administers the understanding on rules and procedures governing the
settlement of disputes.

Trade Principles of WTO
The major principles of the WTO agreements are

e Non- discrimination

o Free Movement of Foreign Products, Services or Nationals
e Transparency

e Special and Differential Treatment

Nepal’s Accession to the WTO

Nepal’s accession to the WTO was the result of a long and complicated process of negotiations
at multilateral, bilateral and domestic level that lasted over fourteen years. On April 23, 2004 the

. h
protocol entered into force and Nepal became the 147t member of the WTO. Nepal undertook

25 systematic commitments under the terms of its accession to WTO.
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Nepal is the first officially classified least developed countries (LDCs) to join since the WTO
was established in 1995. According to the Nepalese government, the accession will present
challenges and opportunities, particularly considering its large trade deficit

Agreement related to Agriculture Sector in WTO

Agreement on Agriculture (AOA)

The AOA was the outcome of the Uruguay Round (UR) negotiations that started in 1986 and
concluded in 1994. The long-term objectives set by the AOA are to establish a fair and market
oriented agricultural trading system through substantial reductions in lagricultural support and
protection.

AOA deals all the matters of tariff, domestic support and export subsidies. It is rightly identified
that the root cause of distortion of international trade in agriculture is the massive domestic
subsidies given by industrialized countries over the decades (WTO, 1995). In order to minimize
such dumped exports and to keep their markets open for efficient agricultural producers of the
world, the starting point has to be the reduction of the domestic production subsidies given by
the industrialized countries, followed by reduction of export subsidies and the volume of

subsidized exports, and minimum market access opportunity for foreign agricultural producers||.

Domestic Support

Domestic support provides commitments to reduce agricultural subsidies and other programmes
including those raise or guarantee farm gate prices and farmers’ incomes. These supports are

divided by the AOA into different boxes in tricky way.

Market Access:

Market access is one of the three main pillars of the AOA — the other two being domestic support
measures and export competition. It deals with rules and commitments related to import of
goods. Its purpose is to expand trade by preventing various non-tariff barriers and by binding and
reducing tariffs. In the WTO context, market access is about both obligations and rights. Nepal’s
obligation is to provide market access to other Members in return for her right of access to
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others’ markets for Nepalese goods on multilaterally agreed terms. Thus, a balanced analysis of
market access provisions would cover both obligations and rights.

Export subsidies and export restrictions

In common with all least developed countries (LDCs) and a majority of the developing countries,
Nepal does not subsidize exports. At the time of the WTO accession, it committed not to
subsidize exports in future also. One of the conclusions of the study is that this commitment is
unlikely to have any negative implications for the Nepalese agriculture for two reasons. First,
export subsidization is not a sound economic policy. Second, Nepal could not afford export
subsidies at its low level of economic development. On the other hand, there were several
instances in the past when export subsidization by other countries had some negative effects on
the Nepalese agriculture. Therefore, it is in Nepal’s interest to tighten WTO rules on export

subsidy (Tiwari et al, 2004).
Implication on Nepalese Agriculture:

e Nepal can promote exports through various incentive measures of the WTO Subsidies
Agreement.

o Limited implications of the WTO rules on export restriction and taxation policies.
o Nepal is occasionally affected negatively by export subsidization by others
o Domestic policy issues and analytical needs

General Agreement on Trade in services (GAT)

This Agreement opens the door for foreign investment in different sectors while accessing the
membership of WTO by Nepal, had agreed on 74 different sectors and sub-sectors for trade out
of which only 2 sectors are related to agriculture. They include

1. Animal medical services

2. Technical Experiment and investigation services
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WTO and Emerging Issues in Nepalese Agriculture

Keeping eyes on the benefits that can arise from the agreements of WTO; we need to address
major issues in agricultural sector. The issues at hand include scale sensitivity, trade restriction at
disguise, resource mobility and technology transfer (Pant, 2004 & 2007).

a) Scale Sensitivity of WTO Provisions

It is usually believed that the WTO Agreement on Agriculture (AOA) does not focus on
addressing the development needs and concerns of the small-scale subsistence farmers in
developing countries. It rather tends to emphasize on commercial agriculture and trade. For
example, rules under WTO say that the fees and charges on the services from the public sector
should match the amount of the service provided and not be based on the volume of transactions.

b) Disguised Protection in the Name of Quality Standard

The AOA commits reductions in protection measures and trade distorting subsidies. The
experience shows that the agricultural trade has become more protected in the developed
countries after the establishment of WTO. In Nepal the agriculture is exposed to market forces in
the name of economic liberalization.

c) Competitiveness

The major problem in international competition is our small scale and high cost of production.
Low technology production makes our product less competitive in terms of quality. In addition,
our trading partners may prevent entry of our products in the name of protecting animal, plant
and human health and life in their country. We have competitiveness in the products with low
capital and high labour inputs. Some of such products are, for example, hybrid vegetable seeds,
flower seeds, medicinal herbs, silk, honey, dry fruits and cottage cheese.
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d) Labour Mobility

Nepal’s agriculture sector is labour surplus. As the surplus labour comes out of it, farms will
experience labour shortage. This will have two effects. First, wage rate in the farm will increase.
That will not only make agriculture workers better of but also make technological interventions
like mechanization financially viable to adopt. Second, some farms will not be able to afford for
higher wage or mechanization. Such financially non-viable farms need to go for enterprise
transformation for increasing productivity. This will increase the efficiency of the farm sector.

e) Land Mobility

There are two issues in land mobility. First, moving land from low productive enterprises to high
productive enterprises is experienced for centuries. The speed is gaining in recent years. Some
examples of such movements of land (generally referred as change in cropping pattern) are as
follows.

e maize/millet farming upland is getting shifted to summer vegetables, ginger and
cardamom

« fallow lands during winter is moved to winter vegetables

e pasture lands in hills are shifter to tea, coffee and fruits

f) Technology Transfer in Agribusiness

The TRIPS measure is expected to accelerate the pace of generation of agricultural technology.
However, the royalty rights of the inventors will make the technology costlier to the users. On
the other hand, the agribusiness can make better choice of technology for adoption and it will
increase the productive efficiency and net gain of the agribusiness. Increase in the price of
agricultural products due to reduction in the farm subsidies in developed countries will increase
the demand of agricultural products from developing countries and is expected to facilitate
investment in agriculture in LDCs. It ultimately will help in the modernization of agriculture

sector.

g) Service Sector Openings
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Nepal has opened some services to foreign investment with some conditions like compulsory
incorporation of certain portion of equity to domestic investors, and employment of local staff
except a certain fraction of high level experts and managers. Among the services opened, those
directly concerned with the agribusiness are (a) veterinary services, (b) research and
development services and (c) technical testing and analysis services. Opening of these services is
expected to attract foreign direct investment in such agribusiness. In addition, availability of the
better services will help domestic agribusinesses to expand. It will also help promote the product

quality for export.

Market Access Barriers to Select Nepalese Agricultural Exports- imports

1.1  Nepalese agriculture and export-import trade

Agriculture plays a significant role in the Nepalese economy. Despite the decline of its
contribution to GDP from 47.4 per cent in 1990-91 to 39.2 per cent in 2003-04, it is still the
largest sector of the economy and the main livelihood for about 80 per cent of the population
(Ghimire and Dahal 2004).

Nepal’s export trade is highly concentrated, both in product and destination. While carpet,
textiles and agricultural produce represent 70 per cent of total exports, three markets—the U.S.,
Germany and India—are its major destinations, covering more than 80 per cent of total exports.
Therefore, the

Challenges are to increase Nepal’s exports in the international market by diversifying its export
profile. One of the possibilities is through agricultural exports.

1.2 Objectives of the research
m study the existing tariff and non-tariff barriers on select agricultural produce of Nepal,

m identify problems the Nepalese agricultural exports face in the international market; and

m propose some measures at the international and regional levels to minimize, if not eliminate,
export barriers.
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1.3 Limitations

m The study looks at multilateral trade issues, but not at the preferential market access facilities
nor

The bilateral and regional trade issues despite their importance for Nepal, particularly in
the context of its heavy trade reliance on India;2

m the study looks mainly at the demand side, i.e., market access barriers (tariff and non-tariff ) on
select agricultural products, and does not focus on supply side;

Conclusions

The major provisions of WTO relating to the agribusiness are in the Agreement on Agriculture,
SPS/TBT agreements and TRIPS agreements. Other agreements of WTO affect the agribusiness
indirectly. Several provisions of these agreements can be used to support agricultural production,
marketing and trade. For this purpose, we need to revise our domestic policies in standards
setting and certification, increasing the production scale and making our resources mobile.

Nepal is concerned with the food security and safeguarding rural employment, for which we
need some flexibility under the provisions for domestic support. We are also questioning the
extremely high subsidies and tariff walls even now being maintained by the developed countries,
although they are committed to reduction of both under the Uruguay round. We are seeking
better market access for our agricultural products for integration to multilateral trading system.

Because of the large dependency on agriculture for employment, even minor changes in
agricultural employment opportunities, commonly prices or trade conditions can have major
socio-economic ramifications in Nepal. To comply with the principles of WTO without
compromising our development needs and livelihood of the farmers we need some additional

facilities like
e Maximum improvement of opportunities and terms of access (like duty free quota free

access to the markets in developed countries) for agricultural products of our production
potential
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o Meaningful and practical special and differential treatment to LDCs to enable them to
take appropriate domestic policy measures to address growth and development needs in
agriculture; and

e In the meantime, it is absolutely necessary to protect the resource poor subsistence
farmers from surges of cheap subsidized imports.

Nepalese farmers being small in nature they may face difficult in competing to the international
market. Therefore, we need to protect major commodities like food grains, fruits, vegetables,
meat and milk and their processed products for protecting the interest of our farmers
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6.1 Business opportunities in Nepal

Agriculture and Natural Resources Sector in Nepal

Nepal is enumerated as one of world's poorest countries according to GDP (Gross Domestic
Product) per capita. It is a country that is interlocked between great powers like India and China
and has a difficult topography, inferior infrastructure, uncertain political situation, low human
capital and a historically weak economic growth.

This is the negative side of Nepal but it is also possible to look at Nepal in a positive light. The
difficult topography provides great opportunities for a unique tourist experience. It also creates a
fantastic possibility for hydroelectric power because of the presence of gigantic mountains and
numerous water courses that flow through them.

After the peace treaty of 2006 which put a stop at a bloody civil war, there have been winds of
change blowing over Nepal. Economic growth has accelerated and since the election that gave
birth to a government dominated by the ex- guerilla, some kind of political stability has been
achieved.

Today, the economic growth scales around 5% - 6 % and that has been resulted due to
improved agriculture, increased flow of tourists and a brisk growth in distribution and retail
trade. This growth occurs through a strongly increasing inflow of capital from Nepalese people
working abroad who send home money to their families. The biggest problem lies in the
manufacturing industry with almost zero percent of growth which is mostly due to insecurity

around legislation and a militant union movement.

Agriculture is the biggest sector in the country and the official export is dominated by the textile
industry. So far India has been the largest business partner but since the Maoists have come into
power, doors have been opened to China and an attempt to balance these great powers against
one another has been initiated.
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Business in Nepal is still much relation-based and a large contact network holds great
importance. Direct investment is something that the new government has laid much hopes on but
complicated rules and regulations still pose as a hindrance in the smooth turning of the wheel.

Artamus in Nepal

Artamus in Nepal focuses on internet marketing and on outsourcing of services. Artamus has
collaboration with the majority of IT companies in the country and can therefore offer
programming and development within all big programming languages. There are also several
persons involved in producing texts etc. for a number of different languages.

The company works even with investments in the country and helps Nepalese companies to
reach bigger markets outside the country and we also offer services that makes establishment of
international companies in Nepal easier and less complicated.

Apart from outsourcing to Nepal, there are also few interesting areas of future investment in
Nepal

e Hydroelectric power - there is a huge potential for international companies to be a part of
the hydroelectric power in Nepal.

e Infrastructure - Both road infrastructure, railway and airway must be improved or better
designed.

e Telecommunication - Like in many other countries in the region, there is an explosion of
mobile phone users.

e Tourism within a niched area and specialized ecotourism has a strong potential in the
country.
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Description

o Despite some decline in recent years, agriculture remains by far the largest sector in the
Nepali economy, employing 71% of the population and accounting for 33% of gross
domestic product in 2007.

e The sector is also an important source of livelihood for a majority of poor people in the
country; indeed, poverty in Nepal is primarily a rural problem, one strongly associated
with gender, ethnicity, caste, and religion.

e This study assesses ADB's assistance to Nepal’s agriculture and natural resources sector
from 1997 to 2007 to identify opportunities for improving future program performance.
Overall assessment of the sector assistance is partly successful.

o ADB assistance to the sector reached about $228 million during 1997-2007, or about
21% of total assistance during the period of about $1.08 billion. Of this, $82.7 million
went to agricultural production and marketing; $73.7 million to the agricultural and rural
sector; and $50.6 million to irrigation, drainage, and flood protection.

e Among the findings, the study recognized ADB’s lead position as development partner in
agriculture and natural resources in Nepal, while its strategies and programs helped
address poverty and inequality. Noteworthy in this regard was its support to foster
inclusive development by addressing gender, caste, and ethnic discrimination through
inclusive public policies. ADB is also credited with helping to improve agricultural
productivity through greater use of irrigation facilities, and with advocating and

providing support to diversify and commercialize agriculture.

e The study recommends, among other things, that ADB increase its strategic focus in
supporting agriculture and natural resources by increasing investment in rural
infrastructure, such as irrigation, rural roads, and market infrastructure.

Agriculture Sector Performance

e Agriculture accounted for 40% of gross domestic product (GDP) in 1997 and, despite
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o Falling to 33% by 2007 remains by far the largest sector of the economy.

o It employed 81% of the population in 1997, a figure that fell to 71% by 2007.7 The
contribution of the sector to per

o Capita GDP was only around half that of other sectors, illustrating low productivity. Over
the

o evaluation period, agricultural growth rates averaged 3.3% during the Ninth Plan (1997-
2001)
e butonly 2.67%

Farming systems distribution and characteristics

The country is divided into three geographical regions: a high altitude mountain region along the
northern belt with colder climatic conditions; a central hilly region with moderate climatic
conditions; a low altitude Terai-plain along the southern belt with warmer climatic conditions. Its
fish production is totally dependent on inland water Nepal is a land-locked country. Carp
polyculture in ponds is by far the most common and viable aquaculture production system
adopted in Nepal and in 2003/2004 made up about 90 percent of the total production of 18 060
tonnes. The major part of the pond fish production takes place in the southern part of the country

— the Terai plain — where 94 percent of the fish ponds are located. These ponds cover over 97
percent of the water surface area and account for over 98 percent of the total pond fish
production in the country. Data compiled for 2003/2004 showed an average pond fish yield of
3.00 tonnes/ha in Terai plain, which exceeded the national average of 2.96 tonnes/ha and is twice
the average yield in the hills and mountains. The key to the growing popularity of the system in
Terai is the warmer climatic conditions which are conducive to higher fish growth.

Cage fish culture with herbivorous carps has been confined to lakes of the Pokhara valley in the
western hills and the Indrasarober reservoir in the central hills of the country. The system is very
popular amongst rural communities. In 2003/2004 this practice covered about 34 000 m3 of
cages with an average yield of about 6 kg/m3 of cage. Carp polyculture in enclosures is practiced
only in the lakes of Pokhara valley where it is a popular aquaculture activity. It has further

emphasized the potential role of lakes for increasing fish  production.
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Rice-fish culture is one of the earlier initiatives in Nepal and one which has potential. It is mostly
practiced in the hills and valleys. It has more recently also started to become popular in the Terai.
In 2003/2004 it covered an area of 218 ha. With improved management and careful planning, the

practice could be expanded significantly in future.

Fish culture in gholes (marginal agricultural land along irrigated areas, ditches, flood plains and
swamps) has been developed for improving the livelihood of rural targeted communities. Fish
production activities in such areas also help to promote the ecology of the water bodies. This
practice has been mostly concentrated in the Terai. There are about 12 500 ha of gholes available
in the country, of which about 1215 ha have been utilized for fish culture in 2003/2004.

The corridors in the hills and mountains are potential locations for the culture of high-value cold
water species such as rainbow trout (Onchorhynchus my kiss). Its technical feasibility has been
proven, but the practice has not yet been introduced on a commercial scale.

Agriculture Security

Over 70 percent of Nepal’s population works in the agriculture sector, accounting for 38 percent
of the GDP. Nevertheless, Nepal struggles to produce an adequate supply of food for its citizens.
Farmers have limited access to improved seeds, new technologies, and market opportunities.
Declining agricultural production has depressed rural economies and increased widespread
hunger and urban migration. Almost 50 percent of Nepal’s population is undernourished, and
nearly half of all children under 5 are chronically malnourished. Chronic malnutrition has
debilitating effects, such as blindness, brain damage, and infectious diseases, which often can
result in lifetime damage.

Despite these difficulties, there are many opportunities to help ensure an adequate food supply for all
Nepalis. The Government of Nepal has made food security a national priority. USAID-supported
programs already have demonstrated impact by increasing agriculture productivity and incomes of

smallholder farmers. As a focus country for the U.S. Feed the Future Initiative, Nepal
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http://www.feedthefuture.gov/

continues to receive USAID support for scaling up programs that sustainably increase

agricultural productivity and facilitate access to markets. USAID also will support improved

nutrition by increasing the production and consumption of nutritious food products and

improving hygiene and access to safe water.

USAID supported over 85,000 smallholder farmers in 26 remote, conflict-affected
districts to adopt improved farming techniques. USAID’s work has increased the incomes

of 430,000 rural farmers (54 percent women) by over 50 percent.

USAID helped flood-affected communities improve farmer productivity and incomes,
rehabilitate essential infrastructure such as irrigation systems and bridges, and build
resilience against future natural disasters. For example, 4,400 vegetable farmers increased
their household incomes by more than 300 percent over several crop cycles as a result of
improved agricultural technologies such as integrated pest management, post-harvest

storage, and marketing.

USAID trained over 49,000 households on improved maize production technologies in 20
remote hill districts. USAID’s work resulted in the production of more than 1,000
kilograms of improved maize seed covering over 50,000 hectares of land, thereby
increasing incomes and food security for poor, disadvantaged farmers. Similarly, USAID
supported the Government of Nepal in releasing four new drought-tolerant maize
varieties, which have lowered crop loss and contributed to higher maize yields.
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6.2 Conclusion & Suggestion for Agriculture sector in Nepal

Nepal is concerned with the food security and safeguarding rural employment, for which we
need some flexibility under the provisions for domestic support. We are also questioning the
extremely high subsidies and tariff walls even now being maintained by the developed countries,
although they are committed to reduction of both under the Uruguay round. We are seeking
better market access for our agricultural products for integration to multilateral trading system.

e Maximum improvement of opportunities and terms of access (like duty free quota free
access to the markets in developed countries) for agricultural products of our production
potential

e Meaningful and practical special and differential treatment to LDCs to enable them to
take appropriate domestic policy measures to address growth and development needs in
agriculture; and

In the meantime, it is absolutely necessary to protect the resource poor subsistence farmers
from surges of cheap subsidized imports

Agriculture is the principal source of food, income, and employment for the majority,
particularly the poorest. Growth in agriculture is, therefore, crucial for reducing poverty,
and preliminary findings from the National Living Standards Survey indicate that despite
the insurgency, the sector has made a significant contribution to poverty reduction.

However, agriculture is largely based on low-value cereals and subsistence production, with a
mere 13 percent of output traded in markets. The sector’s current 40 percent share in national

GDP is declining, although there is considerable scope for increasing productivity and value-
added.
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1. Increasing productivity and value addition through commercialization and irrigation

investments

¢ Commercialization:

This will require action along several fronts, including policy support, meeting quality
standards, capacity building and market information for producers, applied research,
and investment in the supply chain for high value commodities. Trade can be promoted
by strengthening institutions and systems for quality control and certification, and
investing in laboratories, testing stations, and human resources.

Irrigation and emphasis on farmer management:

Irrigation infrastructure can be improved by: (a) promoting both surface and groundwater
irrigation for commercial and industrial crops in the Terai, while encouraging high-value
horticulture and cereal production in the Mountains and Hills; (b) developing year-round irrigation
in perennial flow areas and small storage facilities in other areas; (c) building low pressure
sprinklers and drips for high value crops, and shallow and deep tube wells only where profitable;
and (d) investing in mini- and micro-hydro facilities, to facilitate power generation and lift
irrigation in the hills . The Government should encourage farmer management of irrigation

infrastructure, and support matching-grants for demand-driven farm interventions.

2. Improving the functioning of factor markets

o Factor markets should be reviewed based on analytical work and cross-country
experience. Those can promote land redistributive policies, achieve a more accessible
legal system to address land disputes, and identify market and non-market mechanisms
to improve access to land. Measures should be defined to improve land administration
systems, particularly cadastral and land title records, to provide greater security of
ownership and reduce transactions costs. Work on rural finance should develop strategies
to provide services to people in isolated areas, where the traditional Grameen model is

unsuitable.
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3. Reaching out to the poor and investing in basic infrastructure

Due to the protracted conflict and instability of the Government, decentralized approach to
empower communities and devolve decision-making power to the local level has become the
hallmark for better service delivery. The use of hon-governmental agencies has become an
important vehicle to facilitate access to livelihood opportunities and income generating activities,
particularly for the most disadvantaged groups. A mix of local, public and private investments in
roads, communication and power remain critical to improve access to assets, integration with
markets, generate off-season employment, especially for the most backward areas. As political,
administrative and fiscal decentralization is brought back on track, role for local government will

need to be defined to meet local demands, involve communities and improve accountability.

6.3 Annexure

World Trade Organization (WTO)

General Agreement on Trade in services (GAT)
Least developed countries (LDCs)

Agreement on Agriculture (AOA)

Agriculture Perspective Plan (APP)

National Agricultural Policy (NAP)
e Gross Domestic Product (GDP)
European Union (EU)
e North American Free Trade Agreement (NAFTA)
e Advance Licensing Committee (ALC)
e Three-Year Interim Plan (TYIP)
o National Agricultural Policy (NAP)
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Nepal's population has grown from 9 million people in 1950 to 26.6 million in
2011. Nepal's population increased from 23,151,423 in 2001 to 26,620,809, with a
subsequent family size decline from 5.44 to 4.7 Although the population growth
recorded was only 1.4 percent for the latest census period, some 1,917,903 absentee

1) DEMOGRAPHIC PROFILE & ECONOMIC OVERVIEW OF THE

NEPAL
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population was noted, over a million more than 762 thousand in 2001, most being

POPULATION STRUCTURE

male workers. This correlated with the drop in sex ratio from 94.41 as compared to
99.80 for 2001.

The Nepalese are descendants of three major migrations from India, Tibet, and
North Burma and the Chinese province of Yunnan via Assam. Even though Indo-
Nepalese migrants were latecomers to Nepal relative to the migrants from the north,
they have come to dominate the country not only numerically, but also socially,
politically, and economically.

In the Terai, a part of the Ganges Basin with 20% of the land, much of the
population is physically and culturally similar to the Indo Aryans northern India.
Indo-Aryan and West Asian looking mixed people live in the hill region. Indo-
Aryan ancestry has been a source of prestige in Nepal for centuries, and the ruling
families have been of Indo-Aryan and Hindu background. The mountainous
highlands are sparsely populated. Kathmandu Valley, in the middle hill region,
constitutes a small fraction of the nation's area but is the most densely populated,
with almost 20% of the population.

According to the World Refugee Survey 2008, published by the US Committee for
Refugees and Immigrants, Nepal hosted a population of refugees and asylum
seekers in 2007 numbering approximately 130,000. Of this population,
approximately 109,200 persons were from Bhutan and 20,500 from People's
Republic of China. The government of Nepal restricted ethnic Nepalese expelled
from Bhutan to seven camps in the Jhapa and Morang districts, and refugees were
not permitted to work in most professions.
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DATA SIZE

Population 26,620,000(2011)
Growth Rate 1.6%

Population below 14 Years old 39%

Population of age 15 to 64 57.3%
Population above 65 3.7%

The median age (Average) 20.07 %

The median age (Male) 19.91%

The median age (Females) 20.24

Ratio (Male:Female) 1,000:1,060

Life expectancy (Average) 66.16 Years

Life expectancy (Male) 64.94

Life expectancy (Female) 67.44

Literacy Rate (Average) 68.2% ( According to the UNDP report 2011)
Literacy Rate NA

An Overview of Nepalese Economy

Nepal is among the poorest and least developed countries in the world. In fact

Nepal doesn't stand anywhere to its otherwise developing neighbors such as India,
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Pakistan and Bangladesh. Almost 45% of its population living below the poverty
line, Nepal has to do much catching before being termed a Developing Economy.

Agriculture is the mainstay of the economy, providing a livelihood for three-fourths
of the population and accounting for 38% of GDP. Most of the agriculture activities
take place in the Tarai region. The sub-standard equipments and pesticides along
with the medieval mode of agriculture make it a tough affair. The industrial sector
is in a dismal condition. Industrial activity mainly involves the processing of
agricultural products including jute, sugarcane, tobacco, and grain. These things are

hardly considered industrial activities by New-school economists.

Economy of Nepal

GDP (PPP) $39.14 billion

GDP (OER) $6.655 billion

GDP (RGR) 2.7%

GDP Per capita (PPP) $1,400

GDP (By sector) Agriculture38%,
Industry21% and Services
41%

Unemployment rate 42%

Population below poverty line 45%

Inflation rate (consumer prices) 7.8%

Budget Revenues: $1.153 billion

Expenditures: $1.789 billion
Agriculture is the mainstay of the economy, providing a livelihood for three-fourths
of the population and accounting for about one-third of GDP. Industrial activity
mainly involves the processing of agricultural products, including pulses, jute,
sugarcane, tobacco, and grain. Nepal has considerable scope for exploiting its
potential in hydropower, with an estimated 42,000 MW of feasible capacity, but
political instability hampers foreign investment. Additional challenges to Nepal's
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growth include its landlocked geographic location, civil strife and labor unrest, and

its susceptibility to natural disaster.

GDP (purchasing power parity):

$37.74 billion (2011 est.)

country comparison to the world: 100
$36.52 billion (2010 est.)

$34.88 hillion (2009 est.)

note: data are in 2011 US dollars

Agriculture - products:

Pulses, rice, corn, wheat, sugarcane, jute, root crops; milk, water buffalo meat
Industries: tourism, carpets, textiles; small rice, jute, sugar, and oilseed mills;
cigarettes, cement and brick production .

Industrial production growth rate:1.4% (FY10)

Country comparison to the world: 139

Electricity - production: 3.156 billion KWh (2010 est.)
Country comparison to the world: 126

Electricity - consumption: 4.833 billion KWh (2010 est.)
Country comparison to the world: 114

Electricity - imports: 70 million kwWh (2010 est.)

Oil - consumption:20,000 bbl/day (2010 est.)
country comparison to the world: 129
Oil - imports:

13,740 bbl/day (2009 est.)
country comparison to the world: 135

Current account balance:-$437.9 million (2010 est.)
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country comparison to the world: 106 $537 million (2009 est.)

Exports: $896 million (2011 est.)
Country comparison to the world: 157; $901.9 million (2010 est.)

Exports - commodities:
Clothing, pulses, carpets, textiles, juice, Pashima, jute goods

Exports - partners:India 66.4%, US 6.8%, Germany 4.8%, Bangladesh 5.4%
(2011)

Imports: $5.4 billion (2011 est.)

Country comparison to the world: 119

$5.016 billion (2010 est.)

Imports - commodities: petroleum products, machinery and equipment, gold,
electrical goods, medicine

Imports - partners: India 65.2%, China 11.5% (2010)

Debt - external:$4.5 billion (2009)
country comparison to the world: 118
$3.285 billion (2008)

1) OVERVIEW OF INDUSTRIES TRADE AND COMMERCE OF NEPAL

Commercial and Economic Relations:
India is Nepal’s largest trade partner and source of foreign investment; India is also
the only transit providing country for Nepal.

Trends in trade and investment:

Bilateral trade was US$ 4.21 billion during Nepalese fiscal year 2010-11 (July 16 —
July 15). Nepal’s import from India amounted to US$ 3.62 billion and exports to
India aggregated US$ 599.7 million. In the first six months of fiscal year 2011-12,
Nepal’s total trade with India was about US$ 1.93 billion; Nepal’s exports to India
were about US$ 284.8 million; and imports from India were about US$ 1.64 billion.
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Since 1996, Nepal’s exports to India have grown more than eleven times and
bilateral trade more than ten times; the bilateral trade that was 29.8% of total
external trade of Nepal in year 1995-96 has increased to 66.4% in 2010-11. Since
1995-96, the total external trade of Nepal has increased from NRs. 9433 crores
(IRs.5895 crores) to NRs. 45946.1 crores (IRs. 28716.3 crores). 83% of this
increase is on account of increase in the bilateral trade between India and Nepal,
which grew from NRs. 2808 crores (IRs. 1755 crores) in 1995-96 to NRs. 16319.9
crores (IRs. 10199.9 crores) in first six months of 2011-12. Nepal’s exports also
increased from NRs.1988 crores (IRs. 1242 crores) in 1995-96 to NRs. 3591.6
crores (IRs. 2244.7 crores) in first six months of 2011-12. 45% of this increase was
on account of increase in Nepal’s exports to India.

Nepal’s main imports from India are petroleum products (28.6%), motor vehicles
and spare parts (7.8%), M. S. billet (7%), medicines (3.7%), other machinery and
spares (3.4%), coldrolled sheet in coil (3.1%), electrical equipment (2.7%),
hotrolled sheet in coil (2%), M. S. wires, roads, coils and bars (1.9%), cement
(1.5%), agriculture equipment and parts (1.2%), chemical fertilizer (1.1%),
chemicals (1.1%) and thread (1%). Nepal’s export basket to India mainly comprises
jute goods (9.2%), zinc sheet (8.9%), textiles (8.6%), threads (7.7%), polyster yarn
(6%), juice (5.4%), catechue (4.4%), Cardamom (4.4%), wire (3.7%), tooth paste
(2.2%) and M. S. Pipe (2.1%).

3) OVERVIEW OF DIFFERENT ECONOMIC SECTOR OF NEPAL

Nepal is one of the poorest countries in the world and was listed as the eleventh
poorest among 121 countries in 1989. Estimates of its per capita income for 1988
ranged from US$158 to US$180. Various factors contributed to the economic
underdevelopment--including terrain, lack of resource endowment, landlocked
position, lack of institutions for modernization, weak infrastructure, and a lack of
policies conducive to development.

Until 1951 Nepal had very little contact with countries other than India, Tibet, and
Britain. Movement of goods or people from one part of the country to another
usually required passage through India, making Nepal dependent on trade with or
via India. The mountains to the north and the lack of economic growth in Tibet
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(China's Xizang Autonomous Region after 1959) meant very little trade was
possible with Nepal's northern neighbor.

Prior to 1951, there were few all-weather roads, and the transportation of goods was
difficult. Goods were able to reach Kathmandu by railroad, trucks, and ropeways,
but for other parts of the country such facilities remained almost non-existent. This
lack of infrastructure made it hard to expand markets and pursue economic growth.
Since 1951 Nepal has tried to expand its contacts with other countries and to
improve its infrastructure, although the lack of significant progress was still evident
in the early 1990s.

The effects of being landlocked and of having to transit goods through India
continued to be reflected in the early 1990s. As a result of the lapse of the trade and
transit treaties with India in March 1989, Nepal faced shortages of certain consumer
goods, raw materials, and other industrial inputs, a situation that led to a decline in
industrial production.

2) OVERVIEW OF BUSINESS AND TRADE AT INTERNATIONAL LEVEL

Nepal may not be among the best known of trading centers in Asia, but there are
many reasons why certain businesses should consider trade in Nepal. Since, 1951
the Nepali government has worked hard to liberalize the country’s economy, by
improving transportation and communication facilities, as well as industry and
agriculture. The Nepali government has tried to make the Nepali economy more
conducive to investment by entering into various trade agreements and investment
protection pacts. The export areas that Nepal does best in are the production of
garments and carpets industry. With the European Union accounting for
approximately 47% of all garment and rug exports. Nepal has also steadily climbed
the scales in terms of ease of doing business in, with an increase of 3 places to 107.
The Nepali economy has also been doing very well over the past few years, with
economic growth in the 2000’s averaging between 4-6% on a annual basis.

So the Nepali market has steadily expanded and gotten richer, with GDP per capita
increasing albeit at a slower rate, over the past 30 years. However, it should be

noted that there is a sever lack of skilled labor in the country and there is little sign
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of this changing, with little government investment in education. So anything
beyond basic manufacturing is likely to be difficult in Nepal.

Another aspect of the Nepali economy is that it is heavily reliant on the Indian
economy and exports; the local market is very weak in terms of consumption
potential. So if international trade conditions are poor or if the Indian economy is
performing poorly, it is very likely that the Nepali economy will also be performing
poorly. But that does not make it any less of a manufacturing center for garment
and rug producers. In fact, overtime many manufacturers from China have been
locating to Nepal in order to take advantage of its lower wages and lower costs. But
once again this has been restricted mainly to basic manufacturing as opposed to any
technological manufacturers. But keep in mind, there is also a level of political
instability in the country that makes any large long term investing slightly difficult.

3) PRESENT TRADE RELATION AND_ BUSINESS VOLUME OF DIFFERENT
PRODUCT WITH INDIA/GUJARAT

About 95 per cent of Nepal's trade is with India, The main items of export to India
are rice and other food grains, hides and skins, oilseeds, timber, ghee and medicinal
herbs. The main items of import from India are cotton yarn and cloth, woolen cloth,
chemicals, kerosene and salt.

In recent years with the establishment of diplomatic and economic relations with an
increasing number of countries, Nepal's trade is gradually becoming diversified
geographically.

Even so for some years to come, rapid expansion of trade with countries other than
India will be difficult for certain reasons.

First, Nepal is dependent upon Indian railways and ports for trade with other
countries. The capacity of Indian railways and ports is, however; Inadequate even to
meet the needs of the rapidly developing Indian economy.

Second, the small scale of Nepal's trade makes it difficult to attract overseas
businessmen,
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Third an organized business community which will make positive efforts to
promote trade does not exist in Nepal today. The growth of trade associations is a
recent phenomenon in Nepal. Even now only some half a dozen trade organizations
arc registered with the Government and their activities are confined mostly to their
respective localities.

The author is Secretary to His Majesty's Government of Nepal in the Ministry of
finance and Economic Affairs. This article is however, written in the author's
personal capacity and does not in any way represent the official views of His
Majesty's Government.

4)PESTEL ANALYSIS OF NAPAL

HERE are four areas that represent the most common external influences. These
are:

« Political and Legal factors— for example, new laws and regulations or
decisions made by governments.

« Economic factors — changes in the economy, people's spending power, and
patterns of wealth.

« Socio-cultural factors— changes and trends in society, for example, the
number of people aged over 60 in society

« Technological factors — changes in techniques or equipment that can lead to
the development of new goods and services or new ways of doing things.
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Political Factors

The country in the present day is in the transitional phase. The Constituent
Assembly Polls being the major issue so various other matters are overlooked. The
existing political instability as the constituent election has successfully completed is
anticipated to be stabilize, which will certainly help the business environment to
become favorable in the country. With so much of instability in Nepalese political
sector, it is apparent that the rules and regulations are unstable as well. Hence, it is
very important for any company to be extra cautious and adaptive to the changes in
the policies regarding the laws and legislations.

Economic Factors

The most significant of all external forces with which a business must contend is
the economic environment of the country. The general economic conditions and
trends are the most crucial to the economic viability and success of the business.
The economic environment consists of factors that affect consumer purchasing
power and spending patterns and it depends on income level, price, savings, and
availability of credit. The purchasing power of Nepalese people is very low due to
political instability, higher inflation rate and unemployment. The recent slowdown
economy is principally led by contraction in manufacturing and tourism industry,
and steep drop in exports.

Socio-cultural Factors

Socio-cultural environment is composed of various class, structure, beliefs, values,
social institutions, accepted patterns of behavior, customs of people and their
expectations. Hence, any industry must take into consideration the socio-cultural
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environment for developing its policy and strategy. Socio-cultural environment
influences the demand and supply of goods and services.

Society's habits and tastes are changing. People are being educated and are more
aware of the importance of the environment and healths and are becoming 'green
consumers'. Green consumers prefer goods and services that are environmentally-
friendly' and which have less impact on the environment and is good for health. The
green consumer, for example, prefers to travel by bus or cycle.

Environmental Factors at Public Transport Service Industry in Nepal:

An introduction

We all make use of the services provided by transportation companies. We probably
have caught the bus in town or travelled on a school bus or made an intercity

journey by Nepal Yatayat or Safa Tempo. Some of us have travelled on a super
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green energy-efficient Trolley bus. We know that, Nepal does not have a long
history of transport service industry. Even though, with a population of 25 million,
Nepal is a potential market for transport industry.

Technological Factors

Technological environment refers to all the technical surroundings that affect
business. It includes skills, methods, systems and equipment. Technology consists
of the forces that create new technologies creating innovative services and market
opportunities. The most dramatic force shaping people's lives is technology.

Various types of sophisticated technologies are invented and implemented in
international transportation Service. Services like path navigator, wireless
communication in vehicle and other safety measures are already in use in
international industry but in Nepal it is lagging behind. Crowded and the unsafe
module of the procedure are till we considered. That makes the capacity below the
actual level and makes difficult to compete with other. It ends up with a poor
working condition for the employees.

Legal Factors

Responsible businesses not only abide by the law, they seek to create standards
above minimum requirements. Public transportation has to be aware of a number of
legal factors. Legal changes that affect business are closely tied up with political
ones. Many changes in the law stem from government policy. The Department of
Transport Management (Dotm) government's transportation services governing
body used to recommend the transportation fare. Many other laws are nation-wide,
for example, the standards for bus transport emissions. Public transport must make
sure that all its buses meet these requirements. It has to anticipate and prepare to
meet future legal changes. From 2010 Nepal is entering in WTO, as part of an
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initiative called Carbon Reduction Commitment, public transport and other
companies will need to buy carbon credits. These credits will permit companies to
generate specific quantities of carbon emissions.

CONCLUSION

In recent years Nepal’s economic and social wellbeing have been undermined by
political insecurity. The king was assassinated and his replacement was nowhere
near as popular. Governments were dismissed out of hand, and for a decade at least
Maoist guerillas terrorised much of the country. Pictures of the king and queen once
hung in temples as well as homes and businesses.

Nepal is still one of the world’s poorest countries, and hunger, premature death,
inadequate housing, and poor sanitation still characterize life in rural areas. Half the
population lives below the UN poverty line of $1.25 a day. In terms of GDP Nepal
is ranked 115th of the world’s economies, and it depends heavily on foreign aid,
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and on the remittances of soldiers serving overseas and people who have gone
abroad in search of employment

PART- I
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1.1- INTRODUCTION OF NEPAL HEALTH INDUSTRY
NEPAL HEALTH INDUSTRY

Modern health services initiated about 120 years ago in Nepal, with eight health
facilities established in different parts of the country at a time. The pace of
growth of health service was slow till 1950s and after that health sector took
steady and continuous growth with establishment of more health facilities at all
level and establishment of health facilities by non-governmental organizations

also in different parts of the country.

Government was the largest service provider followed by non-governmental
organizations and the private sector had very small contribution till 1993. After
restoration of democracy in 1990, the public sector also has grown with
establishment of sub health posts and primary health centers and both the
private for profit and not for profit (NGO and cooperative) hospitals have grown

significantly.

The public sector has established at least one modern health facility in every
village development committee and in the rural areas it is the only agency
providing health services. The private and non-governmental sector is
contributing mainly in secondary and tertiary care health services and they are

more concentrated in urban areas and district head quarters.

The human resource for health production also has grown significantly in last
15 years with establishment of medical, nursing and allied health science

institutions both in public and private sector.
As a result of this there is over production of some category of human

resources such as ANM, AHW etc already, though quality is an issue often

raised. Similarly, the pharmaceutical industry also has grown significantly with
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establishment of 40 plants of modern drugs and 18 plants of traditional drugs
and currently meets one third drug need of the country.

Overall growth of health sector has begun to contribute in national socio-
economic development by reducing morbidity & mortality from disease &
making people healthy, economically productive and live longer. The growth of

health sector has also brought the challenges along with the opportunities.

MAJOR INVESTMENTS IN THE SECTOR INCLUDE:

Temasek Holdings, Singapore's state-owned investment company, has
invested Rs 140 crore (US$ 25.92 million) in the cancer care provider
HealthCare Global Enterprises (HCG)

LifeCell International Pvt Ltd has won funding of Rs 35 crore (US$ 6.48 million)

from Helion Venture Partners. The investment will be used to increase LifeCell's
market awareness and penetration in the country, said Mr Mayur Abhaya, CEO

and MD, LifeCell

Spice Global has made an investment of Rs 400 crore (US$ 74.07 million) in a
new healthcare foray to launch multi-speciality Saket City Hospital in the New

Delhi. The hospital will have 1000 bed capacity by the end of its third and final

phase, expected by mid-2016

1.2- IMPORTANCE OF HEALTH INDUSTRY
The Pharmaceutical sector makes a significant contribution to European and
global well-being through the availability of safe and effective medicines,
economic growth and sustainable employment. Overall, EU-27 production of

pharmaceuticals was estimated at €190 billion with exports equivalent to €210
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billion and imports accounting for €161 billion (a positive trade balance of €49
billion) in 2007.

The Medical devices sector covers a dynamic, innovation-driven, highly
competitive industry within a global market. It covers some 10 000 types of
products, from the simplest tongue depressor to the most sophisticated

scanning equipment.

Today's healthcare needs are dependent on the rising number of health
professionals. The healthcare industry employs over fifteen million workers in
both salary and wages section. It's one of the fastest growing professions, and
it's also expected to generate more than three million jobs in the next decade.
The healthcare industries combine several sectors that are essential for
providing products and services. Among the sectors include drug manufacture,
diagnostic services, biotechnology, hospital equipment and instrument,

diagnostic labs and nursing homes.
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AN OVERVIEW ON NEPAL ECONOMY

o The gross domestic product (GDP) of Nepal grew by 4.6% in Fiscal
Year 2012 (ended in July 2012), up from 3.8% a year earlier.

o Investment ratio was not encouraging due to political instability and
deteriorating situation of law and order. Ultimately, it has impeded
the path of economic growth and deterred poverty alleviation
activities.

o Banks’ liquidity constraint eased, growth in credit was slow because

there were few attractive investment opportunities.
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NEPAL HEALTH INDUSTRY

The Indian healthcare sector is estimated to reach US$ 100 billion by 2015,
growing 20 per cent year-on-year (y-0-y), as per rating agency Fitch. The
industry is expected to touch US$ 280 billion by 2020, on the back of increasing

demand for specialised and quality healthcare facilities.

India is the most competitive destination with advantages of lower cost and
sophisticated treatments, highlighted the RNCOS report titled ‘Indian
Healthcare - New Avenues for Growth'. The report further elaborates that

several key trends are backing the growth of India’'s healthcare sector.

"India is a very important market for many reasons. The government continues
to invest in healthcare. We see that healthcare is expanding across the country.
There is a growth opportunity and we continue to invest very much in India.
There is so much innovation in India," highlighted Mr Adam H Schechter,

Executive Vice President and President, Global Human Health Division, Merck.

Market Size

Private equity (PE) and venture capital (VC) investments in the healthcare
industry in India are increasing rapidly. In 2012, the industry absorbed US$ 1.2

billion across 48 deals, according to research firm Venture Intelligence.

The hospital and diagnostic centre in India has attracted foreign direct
investment (FDI) worth US$ 1,542.35 million, while drugs & pharmaceutical and
medical & surgical appliances industry has registered FDI worth US$ 9,783.31
million and US$ 584.14 million, respectively during April 2000 to December
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2012, according to data provided by Department of Industrial Policy and
Promaotion (DIPP).

Indian pharmaceutical industry is projected to show double-digit growth in near
future owing to a rise in pharmaceutical outsourcing and rising investments by
multinational companies, as per RNCOS report titled ‘Indian Pharma Sector
Forecast 2014".The report highlighted that focus of the industry will shift towards
capitalising the potential of tier-1ll and rural areas. Emerging sectors, such as
bio-generics and pharma packaging will also pave way for the pharmaceutical
market to continue its upward trend during the forecast period (FY 2012- FY
2014).

Trends and Investments

Healthcare providers in India plan to spend Rs 5,700 crore (US$ 1.05 billion) on
IT products and services in 2013, a 7 per cent rise over 2012 revenues worth
Rs 5,300 crore (US$ 981.50 million), according to a report by Gartner. It is
expected to grow to 3.9 per cent to reach Rs 1,720 crore (US$ 318.52 million)
in 2013, with most of this growth coming from enterprise communication

equipment.

Further, the hospital services market, which represents one of the most
important segments of the Indian healthcare industry, is expected to be worth
US$ 81.2 billion by 2015, as per a RNCOS report.
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1.3- HISTORY OF NEPALESE HEALTH INDUSTRY

Public health and health care services in Nepal are provided by both the public
and private sector and fares poorly by international standards. According to
2011 census, more than one third (38.17%) of the total households do not have
toilet in their houses. Tap/Piped water is the main source of drinking water for
47.78% of the total households. Tube well/hand pump is the main source of
drinking water for about 35% of the total households, while spout, uncovered
well/kuwa and covered well/kuwa are the main source for 5.74%, 4.71% and
2.45% respectively. Based on 2010 World Health Organization (WHO) data,
Nepal ranked 139 in life expectancy in 2010 with the average Nepalese living to

65.8 years.

Disease prevalence is higher in Nepal than it is in other South Asian countries,
especially in rural areas. Leading diseases and illnesses include diarrhea,
gastrointestinal disorders, goiter, intestinal parasites, leprosy, visceral
leishmaniasis and tuberculosis. About 4 out of 1,000 adults aged 15 to 49 had
human immunodeficiency virus (HIV), and the HIV prevalence rate was 0.5%.
Malnutrition also remains very high: about 47% of children under 5 are stunted,
15 percent wasted, and 36 percent underweight, although there has been a
declining trend for these rates over the past five years, they remain alarmingly
high.In spite of these figures, some improvements in health care have been
made, most notable is the significant progress in maternal-child
health.[105][106] Overall Nepal’s HDI for health was 0.77 in 2011, ranking
Nepal 126 out of 194 countries, up from 0.444 in 1980.

103



Overview of the performance of health sector since NDF 2004
e The environment in health sector

The environment in health sector is guided by health sector strategy: an agenda
for reform approved by Government of Nepal in 2003. this strategy is prepared
on the basis of poverty reduction strategy, health sector reform, sector wide
approach, second long term health plan 1997-2017 and donor harmonization.
The Interim Constitution of Nepal promulgated in January 2007 and it has
established the basic health services as the fundamental right of every citizen
of the country. Similarly, the child health services and reproductive health
services also have been taken as the fundamental human right of the children

and women.

e Implementation of Sector Wide Program in Health Sector

Government of Nepal approved the Nepal Health Sector Program,
Implementation Plan (2004-09) and health sector wide program initiated from
July 2004. Joint Financing Agreement (JFA) signed for pool funding with
International Development Association (IDA) and Department for International
Development (DFID). With the start of sector wide program joint annual review
for annual work plan and budget and performance review is done twice a year.
In accordance to the sector wide program, single reporting system, account
audit of the expenditures by office of the auditor general and single foreign
exchange account in Nepal Rastra Bank instituted for the purpose of the pool
partners. The non -pooled partners also started to align and harmonize their
contributions in the sector wide program on the basis of the of ear marked
projects. Some signatories of the ‘statement of intent’” have shown interest in

pool funding, however the decision is yet to come.
e Aid Alignment and Harmonization

As part of the aid alignment and harmonization, statement of intent signed, in

February 2004 by Government of Nepal and 11 external development partners
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and to institutionalize this, health sector development partnership forum formed.
This forum is chaired by health secretary and includes other representatives
from other government and some non- governmental agencies despite EDPs
who signed statement of intent. The three year interim national development
plan of Nepal (2007-08 -2009-10) approved by Government of Nepal recently
and as a part of alignment and harmonization the UN agencies e.g. UNFPA,
UNICEF, WHO and UNDP also prepared three year plan as United Nations
Development Assistance Framework. The agreement signed with the

Government of Germany supporting health sector is also three years as above.

e New International Initiative: International Health Partnership

This is a new international health initiative coordinated by British Government to
support achieving the health sector millennium development goals using the
approach of Paris Declaration on Aid Effectiveness- 2005. Nepal is one of the
signatories out of the eight countries in initial phase and agencies committed to
support this initiative are DFID, WHO, Norway Government, UNICEF, UNFPA,
ILO, Bill and Melinda Gates Foundation, GAVI, Global Fund, World Bank etc.
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INTRODUCTION OF THE COMPANY
TAJ PHARMACEUTICALS
The Beginnings

With a basket including personal care, health care and other products, TAJ
GROUP has set up Group Companies across the world that can manage its
businesses more efficiently. Given the vast range of products, sourcing,
production and marketing have been divested to leading group companies that
conduct their operations independently.

Our company clear vision to bring Ayurveda to society in a contemporary form
and to unravel the mystery behind the 5,000 year old system of medicine. This
included referring to ancient ayurvedic texts, selecting indigenous herbs and
subjecting the formulations to modern pharmacological, toxicological and safety
tests to create new drugs and therapies. We export API, branded formulations
and generic formulations to over 14 countries. Our inherent strength lies in
identifying relevant APl and formulations, and selling them at affordable prices
across the world. All this has been possible because of our innovative and
sustained marketing efforts. We are all set to spread our wings further and

touch more lives across the globe.

Healthy Environment

As a responsible corporate citizen espoused to the cause of a better quality of
life, Taj Pharmaceuticals accords high priority to Safety, Health and
Environment. We are committed to protecting the environment we operate in,

and ensuring the health and safety of our employees and stakeholders.
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Our Mission

Our mission is to become the recognized leader in accelerating discovery and
development of novel, small molecule drug therapies. The innovative
application of our proprietary computational lead drug design technology
provides the opportunity to substantially compress the time and cost of drug

development and have a dramatic impact on important disease states.

Taj Pharmaceuticals products can broadly be categorized into four main ranges
e Pharmaceutical
e Personal Care
o Well-being
e Animal Health

e Medicines

The medicinal range broadly classified into four categories
e Children's Health,
e Men's Health,
e Women's Health,

e General Health

Pure Herbal & gaributti

Amalaki: Useful in treating cough, cold, sore throat and respiratory tract
infections. It protects cells from free radical damage and is an excellent anti
oxidant.

Arjuna: This herb improves blood circulation and is used as a tonic for the
heart.

Ashvagandha: Commonly known as Winter Cherry, this herb acts as an ant-
stress agent that imparts a sense of well-being and helps in coping with life's

daily stresses.

Brahmi: A well-known herb that helps in improving general alertness.
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Karela: Commonly known as Bitter Gourd, it is known to aid in the metabolism

of carbohydrates.

Lasuna: Commonly referred to as Garlic, Lasuna helps in controlling the excess

conversion of lipids and cholesterol.

Neem: A popular herb, Neem has anti-bacterial, anti-fungal and blood purifying
properties. It is very useful in skin disorders and helps maintain a healthy,
beautiful and glowing skin.

Shuddha Guggulu: It regulates fat metabolism and helps remove excess
cholesterol from the body.

Shallaki: This herb treats joint problems.

Tagara: It has mild sedative properties, which are useful for insomnia and sleep

disorders.

Triphala: A digestive aid compound and a bowel cleanser.

Tulasi: It has anti-microbial and anti-inflammatory properties, and is useful in

respiratory tract infections like dry or wet cough, cold and sore throat.
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BUSINESS ACTIVITY

Taj Pharma committed to the standards of ethics and integrity
We are totally committed to improving the safety and wellbeing of all people

who work with us, or come into contact with our operations and products.

Introduction

Business Opportunities with TAJ PHARMACEUTICALS LTD

TAJ PHARMACEUTICALS LTD. (Pharmaceuticals Inc.) is a product-driven
pharmaceutical company with diversified expertise. While TPL is relatively new

to the US market, it is by no means a new player.

As a wholly owned subsidiary of TAJ PHARMACEUTICALS LTD.

Our product development and manufacturing capability, teamed with our ability
to market products in many global markets, makes TPL an attractive business
ally. A key part of our business strategy is to collaborate with partners with
complementary skills - "A Win-Win" strategy that strengthens the position of our

partners as well as TPL.
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TPL has already experienced commercial success penetrating the US health
care market, and looks forward to enhanced growth and future business

opportunities through collaboration and strategic alliances.

e API Development and Production

e Dosage Form Development and Manufacturing
e Contract Manufacturing

e Sales and Marketing

e Marketing Strategies

e Licensing

e API Development and Production

For those who want to manufacture their own product or brand, without the time
and costs associated with developing the API (Active Pharmaceutical
Ingredient), We can provide the API, eliminating this step from your process.

The key advantages of using our backwardly integrated system are:

e Ensuring continuity of supply

e Ensuring consistent quality of product

e Competitive costs

e Resources to respond in a timely fashion to meet demand
e Dosage Form Development and Manufacturing

We experience as a global manufacturer makes us aptly suited to take on the
complex process of solid or liquid dosage form development. At TAJ
PHARMACEUTICALS LTD., we continually reverse engineer to improve upon

our development process, enhancing the yield, with a focus on cost efficiencies.
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Contract Manufacturing

To expand your product line with minimum investment, TAJ
PHARMACEUTICALS LTD. provides "LOCK KEY" manufacturing services
including API and dosage form development, to allow you to focus on marketing
and selling the product. This is an efficient way to increase your product line
and profit margins, while taking advantage of TAJ PHARMACEUTICALS LTD.'

manufacturing experience and expertise.

Sales and Marketing

We has set itself apart in the marketplace by the rapid growth of its product line,
its willingness to emulate complex drug formulations, and its core competencies

in anti-infective, gastrointestinal, cardiovascular and analgesics arenas.

TAJ PHARMACEUTICALS LTD. has a commercial advantage as many of the
high-profit branded drugs with expiring patents over the next few years are in

the categories where we has proven its expertise.

TPL has a self-contained marketing group that works to co-market products
(the same chemical under different brands), and co-promote products (the
same brand name carried by two different companies). TPL has marketed their
services out to other companies, as they perform all of the steps in the
pharmaceutical process - from development and manufacturing to distribution
and sales.TPL's commitment to quickly expanding the breadth and depth of

their product line has been key to their success in the marketplace.

Marketing Strategies
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Our Marketing Strategies as emphasized by the name is the department which
is focused primarily on developing and establishing different strategies for the

promotion/distribution of Branded/Generic as well as the OTC products for TPL.

One of the key tasks for the department is to identify/look out for various
opportunities in different markets or channels of distribution and to pursue those
opportunities developing and establishing new relationships in the market.
Managed Care / Internet marketing are few of the key areas that the

department is looking to introduce into their ever expanding products portfolio.
The department is headed by DR.C.R.BHATT and together with his team they
are dedicated to strive and promote TPL products into the new expanding
market horizon.

Licensing

TPL prides itself on taking a creative, mutually beneficial approach to licensing

arrangements. By being open to both outward and inward licensing

opportunities, TPL fulfills unmet needs in the marketplace.
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2.1- INDUSTRY COMPARISONS- NEPAL AND INDIA

MANUFACTURING

The manufacturing plant is located in the pleasing surroundings of 30000 sq.

yard and with a garden providing ideal environmental conditions. The total
carpet area of the plant is 3750 sg.m. which is divided into various sections for
tablet and capsule manufacturing facilities. Every section has adequate space
for current operations and provisions for future growth. A separate building
housing Administration, Quality Control Laboratory and Quality Assurance
section measures 452 sg.m. The units are built with utmost care and foresight

from the design stage itself to minimize chances of cross contamination.

The plant has a "U" shaped corridor to ease the internal movement of both-
men and material. There are internal sectional corridors leading to the
processing areas. Processing areas are separated from corridors through
suitable airlocks and pressure differentials. The same level of separation and
care for avoiding contamination exists for packaging also. There are suitable
sized stores and quarantines to receive, quarantine and store various materials

and finished products.

There are two separate manufacturing facilities for beta lactam and non-beta
lactam production. The Khatraj Plant produces only non-beta lactam tablets,
capsules, liquid & dry powder, injectable, syrups. The plant has WHO-GMP
Certification and 1SO-9002 Certification and all the products can match any

international standards or requirements.

All the facilities conform to international standards and the company also aims
to satisfy the international requirements of TGA, MCA, MCC. Apart from the
manufacturing facilities, the factory building has other utility premises,

Godowns, Administrative Building and an ultramodern and hi-tech R & D
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Centre. Sophisticated machinery at the manufacturing plants and the quality

systems are in place with ultramodern equipment’s.

The installed capacity of our plants is:

Category Capacity/Annum
Installed

Tablets 3000 millions
Capsules 750 millions
Injectable 100 millions
Syrups 1.8 million litres

Ointments 9 million tubes
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STORERAGE

The stores are manned by professionals to manage them rightly. The Khatraj
units are dedicated to non beta lactam production. There is a separate area for
antituberculars (specifically Rifampicin).Being a people driven Company,
Lincoln Pharma puts highest emphasis on personal development of human
skills, marketing techniques, and safety standards for its work force. They are
committed to their responsibilities towards the environment, share holder family

and society at large.

QUALITY ASSURANCE

Quality policy is mandated and supported by the Executive Management and
coordinated by an independent Corporate Quality Assurance (CQA)

Department.
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Financial Resources Required and Funding Gap

There is a funding gap even in the in the current year’s health sector budget.
The funding gap will increase significantly as shown in table 6 in coming years

as the ministry has to allocate more resources in the following areas-

* Free essential health care services

e Achievement of millennium development goals including three year interim
plan—especially for scaling up of safe motherhood and neonatal care
activities and HIV and AIDS control & prevention activities

e Prolapse of uterus surgery

e Implementation of additional nutritional interventions

e Scaling up of communicable diseases and initiation of non- communicable
disease interventions

e Health system improvement — information system, human resource

development, infrastructure development and other areas
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R & D CENTER

Right from inception, Lincoln puts a major thrust on developing innovative and
technology based products aiming at optimizing the use of drugs for better

therapeutic purposes.

The R & D center is equipped with sophisticated instruments and equipments

for in-house physical, chemical and microbiological analysis of all products.

A dedicated group of technocrats mans the R&D center. New product
development, Quality improvement in existing products, process development

and validation are undertaken here.

The ceaseless efforts to develop products by using Optimized Drug Delivery —
ensures greater potency & effectiveness, lesser side-effort & toxicity levels,
better stability, low cost hence greater accessibility , ease of administration and

best patient compliance.

Increased patient’'s awareness & cutthroat competition amongst the
manufacturers induces the company to develop & introduce excellence and

novelty in its products.
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Lincoln’s R&D is keeping pace with the changing pharmaceutical technology.
As a result of focused research, Lincoln has filed patent for NAMSAFE - a
hepato-protective combination of Nimesulide with Recemethionine and a
product patent for the protective combination of nimsulide with racemethionine

and several more patent applications are in the pipeline.

In the true sense Lincoln’s R&D is committed to developing technology-based

products with competitive prices for the patients.
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Tablet & Capsule Section

Newly built-up facility with installed capacity of 100 crores of tablets per annum

/ per single shift

No B-Lactum, Hormone and Cancer Departments.
Facilities to manufacture Sustained Release Formulation.
Three exclusive granulation shops:

e Dry Granulation

e Wet Granulation

e Colored Granulation
Unidirectional flow of men and material
Six compression cubicles with separate Air Handling Units.
Centralized Air condition System to maintain 40 RH and 22-Degree
Temperature in granulation, compression, blending and packing
cubicles areas.
Flame proof motors in granulation and coating sections.
All Non-Air Condition area fully ventilated with 5 micron filed air.
Coating facility including 48" — 150 kg NEOCOATER.
Central Dust extraction system provided with pick up at all powder
generating point.
Flame proof motors in granulation and coating sections.
Water System: DM water having circulating loop to maintain 80-
Degree Celsius temperature. D.M. Storage tank of SS316.
Own Deep Bore well for water.
D G Set of 250 KWT.

Stores are fully computerized.
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Potential section

Sterile Liquid Injection Ampoules & Vials with capacity of 80,000 Ampoule per
shift & 25,000 Vials per shift (2ml to 50ml Vial)
« Sterile Area having pressure gradient:
15 Pascal in manufacturing and passage
25 Pascal in wash and sterile

40 Pascal in filling area

» Multi column 80 per hour

» Three Manufacturing rooms and Three separate filling areas.

» Sterile Dry Power B-Lactum 40,000 Vials per shift with Separate
Entry & AHU

« Washing under HEPA filter.

» Sterilization by Double Door Dryer.

» Autoclave by Double Door Dryer.

» Poly Urethane coated jointless Flooring.

 Blister Packing of Ampoule and Vial.

« Shrink Package of finished products.
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2.2- Present Position And Trend Of Business In Nepal Health Industry

Recent Research & Development Infrastructure

There is a vast research and development infrastructure in the country. It
comprises of research and development laboratories, institutes, professional
societies and others. These are spread all over the country and carry out
research and development activities in various fields, some of which are in

frontier areas of science and technology.

Major ones are Department of Scientific and Industrial Research which includes
Council of Scientific and Industrial Research which has 38 laboratories, more
than 500 Scientific and Industrial Research Organizations, Department of
Science and Technology has around 20 scientific institutions, Department of
Biotechnology has around 6 laboratories, Indian Council of Medical Research
(ICMR) with over 25 laboratories, Indian Council of Agricultural Research with
39 laboratories, Defense Research and Development Organization (DRDO)
with around 40 laboratories Department of Space with around 8 laboratories
and Department of Atomic Energy with about 15 laboratories. There exists a

vast network of universities, technical institutions and colleges in the country.
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A few important ones involved in industrial research are highlighted here:

CSIR Laboratories

The Council of Scientific and Industrial Research (CSIR) has a network of
national laboratories/institutes in various parts of the country to undertake
research in diverse field of science and technology and with emphasis on
applied research and utilization of research results. There are, at the end of
2005-06, 38 research establishments in different parts of the country. They are
in various sectors like Physical sciences, Chemical sciences, Biological
sciences, Engineering sciences and Information sciences. It has a total Science
and Technology staff of 15,420 at the end of 2005-06. The efforts have resulted
into many innovative products, processes and services benefiting many

industrial and business units including SMEs.
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Scientific and Industrial Research Organizations

These organizations have significantly contributed to enhancing innovativeness
in the country. DST, DBT and other Ministries/Departments of the Government
have supported a few of these Organizations. There is a scheme of registration
of such units, which is operated by the Department of Scientific and Industrial
Research. Those units who have qualified scientists and researchers and have
also established good infrastructure facilities, have developed innovative
products, processes, procedures and technologies, qualify for recognition. At

the end of 2005-06, there were 560 units in the country, in various fields.
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In-house R&D units of industry

There are a number of companies in industry who have in-house R&D units.
There is a system of recognition of such units by the DSIR. Those who are
engaged in innovative research and development activities, have qualified and
experienced R&D personnel and such activities are separate from other
activities of the organization viz. production, quality control, qualify for
recognition. At the end of 2005-06, there were 1205 recognized units in the

country, in various industrial sectors.

Professional Societies

There are a number of professional societies in the country promoting research
and development. Prominent ones are Indian Academy of Sciences, Bangalore,
Indian National Academy of Engineering, New Delhi, Indian National Science
Academy, New Delhi, Indian Science Congress, Kolkata and National Academy
of Sciences, Allahabad. Activities of these Societies include striving excellence
in the field of engineering, undertaking research projects, enhancing academia-
industry interaction, operating Distinguished Visiting Professorship Scheme,
organizing yearly Indian Science Congress (where grass root innovators exhibit
their newly developed products) etc. The DST provides some financial and
professional support to these societies. In addition, there are even larger
professional societies such as Institution of Engineers, Institution of Chemical

Engineers, Institution of Industrial Engineers and others.

There are a number of professional Societies in the IT sector. A few important
ones are Center for Materials for Electronics Technology (C-MET), Center for
Development Advanced Computing (C-DAC), Society for Applied Microwave

Electronics Engineering and Research (SAMEER) Electronics and Computer
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Software Export Promotion Council (ESC), DOEACC- for human resource

development
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Centers for Technology and Innovation Management

The DSIR has initiated a process of setting up of Centers of Technology and
Innovation Management at different locations in the country. The objective is to
provide support to industry particularly the SMEs in this area. The activities
include undertaking cluster development studies, case studies, scouting
innovation, enhancing interface between academia and industry, data
generation, sharing of knowledge and providing solutions to technical problems,
undertaking technology and innovation related policy research studies and

developing training tools and modules.

Centers of Excellence in Biotechnology

The DBT has a Scheme to augment and strengthen institutional research
capacity for greater innovation in the area of biotechnology through support for
establishment of Centers of Excellence. The Department supports centers in
identified thrust areas, which would be built around gifted individuals in existing
universities and national laboratories with influx of new and young scientists.
Support is given to expand and develop faculty research capabilities and to

enhance research infrastructure.
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3.1 POLICIES AND NORMS OF NEPAL HEALTH INDUSTRY

POLICY INITIATIVES IN HEALTH SECTOR

a. Maternity Incentive Scheme

In February 2005 Government of Nepal declared maternity scheme, a demand
side financing to promote the maternal health and to achieve the millennium
development goal no 5 - the maternal health. Under this scheme pregnant
woman attending health facility for child delivery will be provided cash up to
NRs 1500.00 in high mountain region, NRs 1000.00 in hilly region & NRs
500.00 in terai or plain part of Nepal as transport compensation. In case
delivery attended by a trained health personnel at home, he/she will be paid
NRs 300.00, but client will not get the incentive. The delivery services are
provided free of cost in25 low human development index districts and in other
districts the client has to pay the users fee. Currently the incentive scheme is
limited to public sector health facilities and medical colleges, both public and
private. Recent evaluation of this scheme has shown that the utilization of the
scheme by the pregnant women is quite satisfactory, while there are some

administrative problems as well.

b. Pro Poor Guideline for Health Services

This scheme introduced in February 2006 to increase the access of the poor in
hospital services. This scheme is limited to district hospitals and primary health
care centers and under this scheme ultra poor and poor will get free or
subsidized services in emergency conditions and conditions that need indoor

admission and treatment.

Individuals needing treatment in emergency or indoor services has to pay NRs
100.00 as a registration fee, but for ultra poor, the scheme will subsidize all
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expenses including registration fee and receive free treatment and for poor fifty
percent exemption in registration fee and all treatment expenses will be
covered by the scheme and well off people, no subsidy or has to pay the total
charges for registration and treatment. The ultra poor has been categorized as
those households whose annual income is sufficient for buying food for six
months, the poor for more than six months and less than one year and well off
more than one year. Evaluation is under plan and the findings can be helpful for
further improvement if required especially in the context of utilization of services

by the target groups.

c. Free Essential Health Care Services in Health Post and Sub Health
Post

Some essential health services related to maternal health, child health and
control of communicable diseases were free since long time and from mid
January 2008, 22 items of essential drugs for sub health post and 32 essential
drug items for health post also made free throughout the country and it will be
expanded up to district hospitals in phases. Similarly, registration fee also
abolished in these health facilities in an effort to increase the access of the
people to health services and remove the financial for barrier for utilizing health
services and establish health as basic fundamental human right of every citizen

in accordance to the Interim Constitution of Nepal.
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d. Establishment of New Health facilities or Upgrading of Health

Facilities

After July 2004 four district hospitals established —in Dolpa, Kalikot, Mugu and
Rolpa districts and two regional hospitals established in Hetauda (partnership
approach) of central development region and Surkhet of mid western
development region. District hospital of Dang upgraded to 50 bed general
hospital and 25 primary health care centers also established in different parts of
the country by upgrading health post and sub health posts. New facilities

established in traditional medicine services also.

e. Disaggregating Health Service Utilization Data

Pilot study on disaggregating of health services data on the basis of the age,
gender, caste, ethnicity and religious minority started in three districts in the
current year. This will help to develop additional interventions in health services

for the weaker sections of the society.

f. Japanese Encephalitis Vaccine

Japanese Encephalitis is responsible for 300-500 deaths and 3000-5000 cases
affecting mainly children in terai and some hilly districts every year. Mass
vaccination to everybody living in high risk area and routine immunization to
one year child initiated in phase wise with the single dose JE vaccine. As a
result of this, the number of deaths and cases due to JE dropped remarkably in
2007.
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g. Malaria Prevention by Vector Control

Malaria especially the plasmodium vivax malaria is endemic in 65 districts of
the Nepal, and severe type of malaria known as plasmodium falciparum malaria
iIs endemic in certain areas of the country only. To control the vector and
thereby reduce the cases, long lasting insecticide treated bed nets (LLIN)
distributed in highly endemic areas focusing poor people and falciparum
malaria. In the last three years 304,122 pieces of bed nets distributed in terai

districts.

h. Avian Flu Control Program

Avian flu control and prevention program launched in 2005, as joint action
between Department of Health Services and Directorate of Live Stocks under
the Ministry of Agriculture. As a part of the control program, orientation,
awareness campaign, capacity building and surveillance works has been

started.
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3.2- PRESENT BARRIERS OF HEALTH INDUSTRY IN NEPAL
Future Actions of Ministry of Health and Population in Health Sector

Development

e Ministry of Health & Population will continue to act in the following

areas-

e Improve deployment and retention of human resource for health
e Initiate production of midwife and community mid wife

e Scaling up of low cost high output interventions that can assist achieve
MDG and three year plan

¢ Demand side financing in Kala-azar Control
e Strengthen patient referral system

e Implement quality assurance in health service and human esource
production by initiating accreditation system

¢ Financial management -Ministry has identified financial management
including development of early reporting system as the prioritized agenda
for coordination and collaboration

e Develop modalities of public -private -partnership
e Review essential health care package in the context of basic health care

¢ Integration of adolescent and sexual health program with population
activities

e Establish municipal health office

e Improve harmonization in accordance to health sector strategy: an
agenda for reform

o Explore alternative financing scheme for urban areas

e Enhance health sector reform with focus of good governance,
transparency and human rights if the political scenario improves
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¢ Close coordination and collaboration with other stakeholders working in
health sector

¢ Build consensus in international health partnership strategy

e Continue to develop inclusive policy in health management and services

Role of External Development Partners in Health Sector Development

Ministry expects availability of more resources from EDPs to scale up the
millennium  development goals, health system improvement, and
implementation of three year Interim national development plan of health sector
and sustaining the ongoing reforms in health service delivery.

Fulfilment of Commitments of NDF -2004

Ministry of health and population has fulfilled all the major commitments done in
NDF 2004 as far as the resources and political environment allowed. The proof
of this is the availability of increased resources in health sector for last four
years almost doubling of health sector budget in the year 2007-08 in
comparison to the year 2004-05. Similarly, the improvement of health indicators
as shown by the Nepal Demographic and Health Survey 2006 is another area
of fulfillment of commitments.
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4.1 POTENTIAL FOR HEALTH INDUSTRY IN INDIA

IMPROVEMENT IN HEALTH MANAGEMENT AND HEALTH SYSTEM

1. Infrastructure Development

As the Ministry of Health & Population has low capacity in building construction,
authority transferred to Department of Urban Development and Building
Construction for the health facility construction and maintenance. In last three
years, 387 building construction projects initiated and out of them 88
completed. The external development partners are contributing by constructing
9 district level medical stores in different districts as separate projects. Ministry
of Health & Population had no maintenance plan of health facilities earlier, so
building maintenance plan for health facilities prepared in 2007 and it is under

implementation.

2. Human Resource Management

Human resource management has improved in comparison to NDF 2004
meeting, but challenges are still there. Study carried out in 2006 by Ministry of
Health & Population has shown that 76 percent of health personnel posts were
fulfiled in comparison to sanctioned posts. The main problem of human
resource is related to deployment and retention of physicians and one category
of nurses in peripheral health facilities. But there is problem of deployment and

retention of all categories of health personnel in high mountain districts.
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Ministry has implemented the two year compulsory service scheme to
physicians, who studied the medical course under the scholarship scheme of
the Government of Nepal and in 2007, 141 medical doctors, who have
completed the medical course in scholarship have joined Department of Health
Services to work in peripheral health facilities. To improve the maternal health,
1000 maternal and child health workers working in sub health enrolled in 18
month long ANM course and all of them have graduated and now posted in
their original duty stations. The vacant posts of maternal and child health
workers and assistant nurse midwives fulfilled by contractual service in many
districts. To improve the biomedical equipment maintenance system, one year
duration biomedical equipment technician course prepared and 37 persons
have already graduated in two batches. The improvement of maternal health is
a major concern and ministry has approved the skilled birth attendant policy in
2007 and training of skilled birth attendants initiated to meet the target of 60%
delivery by skilled birth attendants by 2015. The total nhumber estimated is
8,000 SBA, based on geography and populations.

3. Decentralized Management of Health Facilities

Ministry initiated health sector decentralization in 2002 under the local self
governance act 1999 and till date hand over of 1433 sub health posts, health
posts and primary health centers to local health facility management committee
completed in 28 districts. Management of bigger hospitals is very challenging
for local bodies, so hospital board formed in 17 hospitals and total hospitals

under the board are now 52.
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To enhance the decentralization process social block grant system to districts
initiated in Jhapa, Morang, Saptari, Dhanusha, Parsa, Bhaktapur, Rupendehi,
Kaski, Parbat, Dang, Banke, Jumla, Kailali and Kanchanpur districts. In
administrative decentralization some of the authority of the ministry delegated
to Department of Health Services and Regional Health Directorates. Studies on
decentralization have shown mixed effect, but all studies have consistently
shown increase in health service utilization. The main problem observed in the
decentralized management of health facilities is absence of elected bodies in
the local bodies and capacity to manage special sector such as health facilities.
The hand over process has to be stopped since the financial year 2006-07 due

to present political context and focus on constituent assembly elections.

4. Social inclusion in Health Sector

Inclusive policy implemented in some areas of the health sector. The local
health facility management committee is the very good example of the
implementation of the inclusive policy. The committee consists of five women
representatives including representative of the Janjati and Dalit. Inclusive policy
introduced in under graduate courses admissions too in government
scholarship in medical and dental courses by Ministry of Education and under
this special quota allocated to women, Janjati and Dalit. Janakpur Nursing
Campus, under theMinistry of Health is the first institution to introduce inclusive
scheme on district, caste and ethnicity basis. Similarly, BP Koirala Institute of
Health Science, Dharan a medical university under the Ministry of Health &
Population introduced inclusive policy in al its academic programs providing
special quota to Janjati, Madhesis and Dalits.

This institute has also allocated special quota to residents of the remote
districts. 100 Janjati, Dalit and Muslim women also completed ANM course
organized by Ministry of Health & Population. Department of health services

arranged general mobile clinics in all 205 electoral constituencies targeting poor
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and disadvantaged groups. Out of the total 20,000 employees under the

Ministry of Health and Population, one third employees are women.

5. Effect of Conflict on Health

The health sector was less affected during the ten year long conflict and health
service delivery has improved after signing the peace accord by the
Government of Nepal and CPN (Maoist) on 21 November 2007, though new
conflict emerged in ten districts of eastern terai. Health service delivery is

continuing despite some difficulties in these conflict hit districts.

6. Quality Assurance in Health Care

Quality assurance is a major issue and a QA policy in health care approved by
the cabinet recently. Department of Health Services has formed the district
quality assurance teams in all 75 districts and training and orientation has

already started.

7. HIV and AIDS Control Board

National Center for AIDS & STD control could not function because of lack of
capacity of the center. To improve the coordination in prevention and control
activities national HIV & AIDS control board formed recently.

4.2 BUSINESS OPPORTUNITY IN FUTURE

GROWTH GENERATES HEALTH CARE CHALLENGES

At first blush, the basic numbers paint a grim picture. While there's a
double-digit annual increase in health outlays, as many as 3.1 million
people are infected with HIV and roughly 800 000 contract an infectious

form of tuberculosis each year.
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The country graduates 27 000 doctors each year but most want to work in

major cities. Millions must walk miles to see a physician.

A fee-levying private health care sector comprises 82% of overall health
expenditures, while less than 1% of the population is covered by health

insurance.

Still, experts say that India's health care sector is both booming and
moving quickly to resolve many of the endemic structural problems that

the country has faced in recent decades.

That the health sector is booming is evident from outlays alone. In the
1990s, Indian health care grew at a compound annual rate of 16%. Total
health outlays now top US$34 billion, which translates into roughly 6% of
the gross domestic product. Moreover, the government's Department of

Commerce projects spending will top US$40 billion by 2012.
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Yet, the challenges are enormous.

Foremost among those is one familiar to Canadians: a shortage of
physicians, particularly ones who are willing to hang up a shingle in rural

and remote areas of the country.

“‘Every year, about 27 000 graduate doctors [graduate] from Indian
medical colleges. But, more than 75% of Indian doctors are based in
cities, whereas about 70% of patients in this country are village-based,”
says Dr. Swapan Jana, secretary of the Society for Social Pharmacology,

an Indian nongovernmental organization.
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Current Challenges in Health Sector

The following challenges have been identified and prioritized by the ministry in

view of the requirement of additional investments —
1. Prolapse of Uterus

Recent studies have shown that uterine prolapse is a major problem in contrary
to the earlier understanding of low prevalence. Nepal Demographic & Health
Survey 2006 has shown that 7 percent women aged 15-49 years are
experiencing prolapse of uterus symptoms, while the study done by UNFPA,
Nepal Country Office in 2006 has also shown 600,000 women suffering from
symptoms of prolapse uterus, with 186,000 suffering of complete procedontia
and need surgical intervention or hysterectomy. A national strategy has been
drafted and to address the problem of resources a special fund has been

created.
2. HIV & AIDS Control

HIV & AIDS control and prevention measures are in progress and the
prevalence has begun to reverse in some high risk groups such as intravenous
drug users and commercial sex workers. The current situation is concentrated
epidemic only, but there is a threat that it can be general epidemic due to the
migrant laborers. Problem is increasing in mid west and far west development
regions as the migrant laborers, go for work in big cies of India and get infected
there due to the their high risk behaviour and after returning home infect their
wives. Migrant workers from rest of the country go for work outside India with

very low HIV prevalence countries.
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3. Avian Flu

Avian flu national action plan has been approved in 2005 and necessary control
measures started jointly with Live Stock Department of Ministry of Agriculture.
The World Bank has approved the grant of 15 million US dollar for the both
sector. In view of the Nepal’'s strategic location in between China and India

additional resources may require.
4. Nutrition

Nutritional indicators found not significantly improved in the Nepal Demographic
and Health Survey 2006 and current nutritional interventions in nutrition are
limited to Vitamin A and albendazole tablet distribution to under five children,
iron tablet distribution to pregnant women and iodization of salt. Some
additional interventions such as demonstration of feeding practices at all health
facilities and establishment of nutrition rehabilitation centers for managing third

degree malnutrition is required.
5. Non -Communicable Diseases

Mortality and morbidity from non-communicable diseases such as chronic
bronchitis, diabetes, hypertension, stroke, and cancer is increasing very fast
and the study done in 1999 has shown double burden of the disease in the
country and no interventions implemented except establishment of separate
hospitals for cancer and heart disease by public sector. In the terai region, high
arsenic content has been found in the underground drinking water, which is the

only source for water in many areas.
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Future Actions of Ministry of Health and Population in Health Sector
Development

Ministry of Health & Population will continue to act in the following areas-
e Improve deployment and retention of human resource for health
e Initiate production of midwife and community mid wife

e Scaling up of low cost high output interventions that can assist achieve
MDG and three year plan

e Demand side financing in Kala-azar Control
e Strengthen patient referral system

¢ Implement quality assurance in health service and human resource
production by initiating accreditation system

e Financial management

e Ministry has identified financial management including development of
early reporting system as the prioritized agenda for coordination and
collaboration

e Develop modalities of public -private -partnership
e Review essential health care package in the context of basic health care

¢ Integration of adolescent and sexual health program with population
activities

e Establish municipal health office

e |mprove harmonization in accordance to health sector strategy: an
agenda for reform

e Explore alternative financing scheme for urban areas

e Enhance health sector reform with focus of good governance,
transparency and human rights if the political scenario improves

¢ Close coordination and collaboration with other stakeholders working in
health sector

e Build consensus in international health partnership strategy
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e Continue to develop inclusive policy in health management and services

Role of External Development Partners in Health Sector Development

Ministry expects availability of more resources from EDPs to scale up the
millennium development goals, health system improvement, implementation of
three year interim national development plan of health sector and sustaining the
ongoing reforms in health service delivery.
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CONCLUSION

Health sector strategy and sector wide program contributed significantly in
health sector development in Nepal. This is possible due to joint effort of
government and external development partners with the spirit of close
coordination and harmonization to maximize the available resources that
helped to bring tangible changes in health status of people of Nepal. Ministry of
Health & Population will continue to work in the same process, so that it can
achieve the health sector millennium development goals and further improve
the health status of the people of Nepal. External assistance is crucial at this
juncture to sustain the current programs and services and implement new one
and ministry will continue policy reforms in health sector as far as the current

political environment allows and availability of the resources.

Fulfillment of Commitments of NDF

e Ministry of health and population has fulfilled all the major commitments
done in NDF Up to 2015 as far as the resources and political environment

allowed.

e The proof of this is the availability of increased resources in health sector
for last four years almost doubling of health sector budget in the year
2010-11 in comparison to the year 2011-12. Similarly the improvement of
health indicators as shown by the Nepal Demographic and Health Survey

2011 is another area of fulfilment of commitments.
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SUGGESTIONS

Nepalese Health sector requires a striking balance between potentially
conflicting objectives of promoting competition and risk entailed in
financial deregulation in the liberalized context. It is universally accepted
that Health must be regulated and well supervised, but also needs to
become more competitive.

Nepal still lacks the health institutions. Developing a market and creating
institutions for heath could be encouraged to widen and deepen the heath

sector and avail better health services in terms of its quantity and quality.

Still there are some structural and institutional weaknesses, making
reform efforts less effective. However, reforms are continuous process;
require sufficient time and budget, conductive environment and continuity
in policy. Nepalese financial sector is still in the process of broad and

comprehensive reform program.

Improve deployment and retention of human resource for health.

Rapid development in information and communication has brought about
revolution in the financial system.

Review essential health care package in the context of basic health care.

Integration of adolescent and sexual health program with population
activities.

Establish municipal health office.

INTERNET LINK
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PREFACE

In today’s competitive environment, survival of the fittest is the new motto. That
is why it's necessary that the theoretical knowledge is accompanied by practical
knowledge. In an MBA programme, project study forms an important and an
integral part. It helps in bridging the gap between the two main important
aspects the theoretical as well practical knowledge.

“Knowledge and Human Power are synonyms”, once said the great philosopher
Francis Bacon. However based on the experience within today’s global
markets, he would probably say, “The ability to capture, communicate &
leverage knowledge to solve problems is human power”. This raises the
guestion how exactly one can best capture, communicate & leverage
knowledge, especially within world of system engineering.

As a part of this M.B.A. degree, we have to prepare a grand project, which is
designed keeping the prerogative and preferences of industry. This Grand
Project allows us to implement what we have learned within the four walls of
classroom and implement it in this Grand Project.

This Report that we are submitting intends to highlight our versatility in
sustaining the pulls and pressure of day to day professional life and put to
perspective the facts that we are capable enough to deliver whenever a
challenge is thrown to us.
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This Report is divided into three parts. The First Part gives the basic information
about the industry. The Second Part gives the details and activities of the
company. And last and third part consists of Research Analysis and Conclusion
on the basis of particular Research Process. At the end we have provided a
shortlist of the reference books and the sites that provided useful information
during the project.
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Introduction

Nepal is known as the land of Everest, the highest peak in the world. It is
situated in the lap of the Himalayas and landlocked between India & China.
It lies between the latitudes of 26°22° N to 30° 27’ N and longitudes of 80°
4> E to 88° 12” E. The elevation of the country ranges from 60m above the
sea level to the highest global altitude, Mount Everest, of 8848 m, all within

a distance of 150 km.

Nepal at a Glance

Factors Nepal

Land Area (square miles) 54,363 sq. miles
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Capital

Languages

Currency:

Natural resources:

Major Economic Centers

Major Export Products

Major Import Products

Largest Trading Partners:

Kathmandu

Nepali (official) 47.8%, Maithali 12.1%, Bhojpuri
7.4%, Tharu (Dagaura/Rana) 5.8%, Tamang 5.1%,
Newar 3.6%, Magar 3.3%, Awadhi 2.4%, other
10%, unspecified 2.5% (2001 census)

Nepalese Rupee

Nature resource - Nepal - The biggest natural
museum in the world. Physical features also
include green paddy terraces, wind-swept deserts,
dense forests and marshy grasslands. The variety in
Nepal's topography provides home to wildlife like
tigers, rhinos, monkeys, bears, yaks, leopards and

different species of insects and birds.

Kathmandu, Pokhara, Biratnagar, Birgunj,

Bhairahawa

Readymade garments, hand-knotted woolen carpets,

jute goods, pulses

Classified finished goods, transportable and

mechanical equipment

India, Germany, USA, Japan, China

¢ Demographic Profile and Economic Overview of Country

Nepali are descendants of migrants from parts of Kashmir, earlier Greater-

Nepal, Tibet, India and parts of Burma &Yunnan, along with native tribal populations.
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The mountainous region is sparsely populated above 3,000 m (9,800 ft), but in central &
western Nepal ethnic Tibetans inhabit even higher semi-arid valleys north of the
Himalaya. Kathmandu Valley, in the middle hill region, constitutes a small fraction of
the nation's area but is the most densely populated with almost 5 percent of the nation's

population. Nepali society is multilingual, multireligious and multiethnic.

1) DEMOGRAPHIC DETAILS:

Factors Nepal

Population 29,890,686 (July 2012 est.)
0-14 years: 33.5% (male 5,108,258/female
4,918,259)
15-24 years: 22.5% (male 3,350,311/female

Age structure 3,362,958)
25-54 years: 34.1% (male 4,786,214/female
5,417,777)
55-64 years: 5.4% (male 792,775/female
835,048)

65 yr. & over: 4.4% (male 613,905/female
705,181) (2012 est.)

Population growth rate | 1.768% (2012 est.)

Birth rate 21.85 births/1,000 population (2012 est.)
Death rate 6.75 deaths/1,000 population (July 2012 est.)
Net migration rate 2.58 migrant(s)/1,000 population (2012 est.)
Sex ratio

At birth 1.04 male(s)/female

under 15 years 1.04 male(s)/female

15-64 years 0.93 male(s)/female

65 years and over 0.87 male(s)/female

total population 0.96 male(s)/female (2011 est.)

Urbanization

Urban population 19% of total population (2010)
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Rate of urbanization

4.7% annual rate of change (2010-15 est.)

Major cities- population

KATHMANDU (capital) 990,000 (2009)

Major Industries

Tourism, carpets, textiles; small rice, jute,
sugar, and oilseed mills; cigarettes, cement and
brick production

GDP Annual growth rate 1.768% (2012 est.)
Education age 15 and over can read and write
Total population 60.3%

Male 73%

Female

48.3% (2010 census)

Economic Overview of Country

Nepal is among the poorest and least developed countries in the world, with almost one-

quarter of its population living below the poverty line. Agriculture is the mainstay of

the economy, providing a livelihood for three-fourths of the population and accounting

for about one-third of GDP. Industrial activity mainly involves the processing of

agricultural products, including pulses, jute, sugarcane, tobacco, and grain. Nepal has

considerable scope for exploiting its potential in hydropower, with an estimated 42,000

MW of feasible capacity, but political instability hampers foreign investment.

e Nepal’s GDP Growth rate in last Five Years

2006-07 2.75 %
2007-08 5.80%
2008-09 3.77%
2009-10 3.97%
2010-11 3.47%
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+» Overview of industries trade and commerce

The European Economic Community (EEC) was established in 1957 by 6 European
countries - Belgium, France, Italy, Luxembourg, the Netherlands and then West
Germany to facilitate trade among them by eliminating the existing trade barriers. The
economic entity was later converted into a political establishment, the Commission of
the European Communities with a view to eventually merging into a single
confederation having its own parliament and its own executive organ. Its membership
increased from 6-12 by the early 80s by which time Britain, Ireland, Denmark, Greece,
Spain and Portugal had also joined the EEC. Austria, Finland and Sweden joined the
Community in its transformed shape of the European Union in January 1995.

A broad definition of exports, to include not only export of goods and services, as
traditionally measured, but export of labor services (captured under ‘remittances’) as
well, the value of exports in 2008 was close to 45 per cent of GDP, with remittances
representing three-fifths of the export base so defined (more on this below). This
number points to the very high degree of trade integration of the Nepalese economy.
Nepal Trade Integration Strategy 2010 (NTIS 2010) charts a possible course for the
development of the country’s export sector over the next three to five years, together
with possible capacity development Actions and selected short- to medium-term

Priorities that are supportive of ‘inclusive growth’.

Priority Export Potentials
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Sector

Agro-Food

Craft and Industrial Goods

Services

Other Potential Export Sectors

Strengthening the competitiveness of Nepalese exporters, including in the 19 export
potentials identified in NTIS 2010, will require legal and institutional development in
Nepal in a number of areas that cut across many sectors, as well as possible

interventions to remove bottlenecks that are sector-specific. Through 10 reviews ‘cross-

Goods

Cardamom, Ginger, Honey,
Lentils, Tea

Noodles, Medicinal herbs/essential
oils

Handmade paper, Silver jewelry,
Iron and steel Pashmina, Wool

products

Tourism, Labour services, IT and
BPO services, Health services,
Education, Engineering, Hydro-
electricity

Transit trade services, Sugar,
Cement, Dairy products,

Transformers

cutting’ NTBs and other trade environment constraints, including:
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e Investment environment

e Trade facilitation

e Technical standards

e Sanitary and phytosanitary measures
e Intellectual property rights

e Domestic services sectors regulations

¢ Overview of Different Economic Sector of Nepal

Agriculture is the predominant sector of the Nepalese economy. It is a major source of
livelihood to about 80 % of the population. It contributes about 40%to GDP and serves

as a major source of raw materials to most of the agro-based industries.

The effects of being landlocked and of having to transit goods through India continued
reflected in 1990s. As a result of the lapse of the trade and transit treaties with India in
March 1989, Nepal faced shortages of certain consumer goods, raw materials, and other
industrial inputs, a situation that led to a decline in industrial production.

<> ECONOMIC SETTING
<> ROLE OF GOVERNMENT
<> MONEY AND BANKING
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<>LABOR
<>AGRICULTURE
<> LAND REFORM
<>FORESTS
<>INDUSTRY
<>TOURISM

Type of Industries

Different types of industries are established in all the industrial districts. The Industries
are classified into different groups:

o Textile and Garment

¢ Rolling Mills and Metal

e Electrical and Electronics

e Food and Beverage

e Furniture

e Pulp, Paper and Stationary

e Poultry and Hatchery

e Machinery and Material

e Construction Material

e Rubber, plastic and Allied Products

e Pharmaceutical and Chemical

e Handicrafts and Curios

Characteristics of the Nepalese Economy

» Low productivity, low income and widespread poverty

» High population growth rate
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« High illiteracy and low level of human capital development
» Low level of capital accumulation
« Small open economy heavily influenced by a single neighbour in the South

(prices, exchange rates, financial sector policies)

Major Issues and Problems:

¢ Industrialists are indirectly forcing the privatization of industrial estates.

e Disagreement on sharing of cost of repairs and maintenance of buildings, roads
etc.

e Selling of buildings to tenant Chances of labor being united. And Land
occupancy

e Sick or closed industries

e Hiring of security persons.

e Hesitation on the payment of service charges.

e Some industrial districts are not running a profit.

e More funds needed for repair and maintenance.

e Shortage and loss of water distribution.
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Some Economic Indicators of Nepal:

1991-200  2001-2008

GDP growth 4.9 3.7
Ag. growth 2.6 3.5
Non-Ag. 6.5 3.8
GDS*/GDP 13.9 10.3
Total Investment*/GDP 23.9 20.3
Public sector’s GCF growth (%

13.8 0.4
annual)
Private Sector’s GFC growth (%

24.8 15.8
annual)
Export/GDP* 10.4 94
Budget Deficit/GDP* 5.6 3.9
Foreign Direct Investment

95.8 13.0

(million .gross)

*GDS

(gross domestic savings), GCF (Gross Capital Formation), Total Investment and

Export/GDP are expressed in percentage of GDP.

% OVERVIEW OF BUSINESS & TRADE AT INTERNATIONAL LEVEL

The economy depends highly on the trade with India. Moreover, strong barriers to
its economic development still remain, in particular the poor condition of its roads,
the inadequate supply of energy and water and the lack of transparency in tax

administration. In response to the crisis and as part of a macroeconomic
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programmers, structural reforms are planned, as well as investment in infrastructures
and an improvement in fiscal policy. Priority is given to restoring fiscal balance and

strengthening the financial system.

In spite of a strong potential, mainly in the hydroelectric power field, Nepal remains
a poor country with a high rate of unemployment. Most of its population lives on
auto-sub sentence and the money transfers sent by the Nepalese Diaspora in the

world.
Prospects for further growth are affected by two recent major developments.

First, Nepal completed its accession to the WTO and became the 147th member in
April 2004. Being the first LDC to become a member of the multilateral trading
regime, Nepal faces considerable opportunities as well as challenges in enhancing its

capacity and competitiveness.
The most notable ingredients of Nepal’s accession package are:

(i) agreement to bind other duties and charges at zero and phase them out within 10
years;

(if)agreement to bind average tariff at 42 percent for the agricultural products and 24
percent for all other products, and;

(i) agreement to allow up to 80 percent foreign equity participation in 70
services sub-sectors spanning distribution, retail and wholesale services and audio-

visual.

Second, the rescinding of Multi-Fiber Agreement quotas at the end of 2004 has
dramatically changed prospects for Nepal’s garment industry — that accounted for 18
percent of total exports in FY 2003/04 — and exports in the sector have already
plummeted by 40 percent in the first ten months of 2005 compared to same period of
2004.

These two issues accentuate the need for trade policy reforms to relieve critical

behind-the-border constraints and improve the overall climate for investment.
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First, despite significant improvements in customs administration, significant work
remains to be done to improve duty drawback, trade facilitation, standards and

quality, infrastructure and transport, and provide business support services.

Second, the competitiveness of the country hinges critically on reforms in labor and
financial markets with a view to facilitate efficient use of resources and eliminate
barriers to entry . Finally, the existing anti-export bias inherent in the cascading

structure of tariffs should be adjusted carefully.

*» PRESENT TRAD RELATIONS & BUSINESS VOLUME OF THE
DIFFERENT PRODUCT WITH INDIA

Nepal-India relations are 'unique’ for reasons ranging from geographical contiguity to
close cultural ties, and extensive institutional and social relationships. Cultural,
economic & geographical factors along with the common bond of a shared religion
have had a great influence on bilateral relations. Despite some turbulence in the past,

India-Nepal relations have remained close, stable and mutually beneficial.

As stated earlier, Nepal looks up to emerging India as an opportunity for growth in the
form of easy access to technology, investment and market. Nepal hopes for greater

tangible cooperation from India.

Information and Communication Technology: During the last two decades,
the ICT has made a turnaround to the extent never experienced before, taking the world
into a different arena of connectivity, and the sector is emerging as the fastest growing
industry in the world. If properly developed, it has a potential to emerge as an important
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trading item. The added advantage is that the transport and transit requirements do not
hinder in any way. The Government has initiated various efforts including formulation
of policies, enactment of the Electronic Transactions Act, establishing an information

technology park and promoting human resources in ICT.

Inadequate Trade Related Assistance: Only a few development partners have
shown enthusiasm to come forward to meet Nepal’s needs for technological and
financial resources. Nepal needs to develop major trade infrastructure to facilitate trade.
This would require significant investments which the Government alone will not be

able to bear on its own.

Customs and duties: Customs duties ranging from 0% to 140%. Most primary

products, including live animals and fish, enter duty-free. Machinery and goods related
to basic needs are charged 5%. Duties on agricultural imports were fixed in 2003 at
10%. Cigarettes and alcoholic beverages are charged at 100%, although alcoholic

beverages with more that 60% alcohol is prohibited altogether.

The modalities of the remittance scheme: India bank will send the Nepal
remittances through NEFT to the Dedicated Accounting Unit (DAU) at the Payment
Systems Group (PSG) of SBI in the IT Department. The IFSC Code of PSG-DAU is
SBIN0004430 which should be entered in field No. 5569 of NEFT message format.

Information sharing: DTAA includes provisions for “exchange of information,

assistance in collection of taxes between tax authorities and anti-abuse provisions.” The
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exchange of information will extend to exchanging bank details, and could be shared

with other law enforcement agencies with the consent of the information supplying

country.

Political meetings: Informed sources said the Finance Minister enquired about the

current political situation, peace process and constitution writing in the light of the

upcoming coming expiry of the term of the Constituent Assembly (CA) on November

30. Nepali leaders briefed him about the recent seven-point peace pact, ongoing process

of categorisation of Maoist combatants, formation of a State Restructuring Commission,

and plans to extend the CA by another six months.

*PESTL ANALYSIS OF INDONESIA & INDIA

country
Pestle NEPAL
Analysis
The political Situation in the country is not stable. it is apparent that the
Political rules and regulations are unstable as well.
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Economical

Nepal is facing increasing inflation day by day. The economic
environment consists of factors that affect consumer purchasing power
and spending patterns and it depends on income level, price, savings,

and availability of credit.

Socio-cultural

Socio-cultural environment is composed of various class, structure,
beliefs, values, social institutions, accepted patterns of behavior,
customs of people and their expectations. Socio-cultural environment

influences the demand and supply of goods and services.

Technological

Technological environment refers to all the technical surroundings that
affect business. This is particularly true in transport and tourism and

agricultural sector of Nepal.

Legal

It is apparent that the rules and regulations are unstable.

Environmental

In Nepal growing awareness of the potential impacts of climate change
Is affecting how companies operate and the products they offer, both
creating new markets and diminishing or destroying existing ones for
agricultural and animal related products which Nepal mainly exports to

India and other countries

CONCLUSIONS

Nepal’s exports growth remained below satisfactory level last decade despite continued

efforts to harness benefits from the regional and multilateral trading systems. Major

exportable items have witnessed decline, thereby steadily raising the trade deficit.

Political instability and continued conflict further eroded Nepal’s export performance

during the period. A silver lining in the deteriorated export performances can be traced

in the on-going peace and constitution-building process, which has unlocked prospects

for building of New Nepal.

However, the trade sector should get high priority on the countries development agenda.

Hence, addressing the ‘supply-side constraints’ is imperative for achieving the desired

economic growth through export orientation.
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INTRODUCTION OF INDIAN AGRICULTURE SECTOR

Agriculture is the backbone of Indian Economy. About 65% of Indian population depends
directly on agriculture and it accounts for around 22% of GDP. Agriculture derives its
importance from the fact that it has vital supply and demand links with the manufacturing
sector. During the past five years agriculture sector has withessed spectacular advances in
the production and productivity of food grains, oilseeds, commercial crops, fruits, vegetables,
food grains, poultry and dairy. India has emerged as the second largest producer of fruits
and vegetables in the world in addition to being the largest overseas exporter of cashews

and spices. Further, India is the highest producer of milk in the world.

In the Indian sub continent, agriculture has a long history of more than 10,000 years with
majority of the population solely dependent on the industry. Consequently this sector has
played a significant role in the overall socio economic development of the nation. The Annual
Report 2009-2010 pertaining to this sector released by the Ministry of Agriculture has
revealed that the total geographical area of India is 328.7 million hectares and about 140.3
million hectares of this is net sown area with 193.7 million hectares found to be the gross
cropped area.

Among all the nations of the world, India is the largest producer of fresh fruits with some of
the top ones in the list including sesame seeds, ginger, turmeric, fennel, badian, jute, cashew
nuts, pulses, mangoes, chillies and peppers. India has claimed the second largest population
of cattle with about 281million cattle. The country also has reserved the second position in
the production of commodities like cashew, garlic, cardamom, onions, tomatoes, coconut,
cabbage, cotton seed, fresh vegetables, ground nut, wheat, rice sugarcane, tea, green peas,
cauliflower, potato and inland fish.

India has been producing tobacco, coconut, rapeseed and tomatoes in huge amount entitling
itself to be called as the third largest producer of these products. The Indian Agriculture
Research Institute (INRI) established in 1905 has a commendable achievement of bringing
about the Indian Green Revolution of the 1970s. The Indian Council of Agricultural Research

(ICAR) is today the apex body in agriculture and the
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connected arena in the country responsible for looking after all the researches and education

in the segment. The union minister of Agriculture is also the president of ICAR.

Farmers confront the problems of finance. They lack adequate marketing services for selling

their farm produce. However, since agriculture has been the Indian business handed over by

the tradition, the future of agriculture in the nation is bright.

Major Crops of India:

Rice, Wheat, Sugarcane, Oilseeds, Pulses, Cotton, Jowar, Bajra, Ragi, Tea, Coffee,

Coconut, Cashew, Rubber, Spices, Cauliflower, Onion, Cabbage, Mango, Banana, Sapota,

Acid lime

The Role of Agriculture in India Economic Development:

>

Agriculture constitutes the backbone of the Indian economy. It contributes around 32
per cent of the national income and provides employment to 70 per cent of Indian
working force. Further, agricultural product constitutes 50 per cent of our exports and
manufactures with agricultural content (cloth, sugar and manufactured jute)

contributes another 20 per cent of India's export.

Thus around 70 per cent of our exports consist of agricultural product. The role of
agriculture in the industrial development of the economy is no less important.
Agricultural sector supplies raw materials to the agro-based industries like sugar, jute,
cotton, ground-nut and oilseeds. Failure of agricultural crops spells a disaster for the

Indian industries.

Agriculture also directly and indirectly provides a market for the industrial products.
Directly, agricultural sector consumes industrial products like chemical fertilizers,

pesticides, insecticides and small tools and equipments.

Indirectly, the success in agricultural sector increases the purchasing capacity of the

people to purchase industrial products.

Thus, agriculture occupies a pivotal position in the Indian economy. And, a rapid
development of the economy depends on a smooth and sustained growth in the

agricultural sector
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Importance of Agriculture in Indian Economy:

The following points emphasize the importance of agriculture in Indian Economy.

1) Share of Agriculture in National Income:-Agriculture has got a prime role in Indian
economy. Though the share of agriculture in national income has come down, still it has a
substantial share in GDP The contributory share of agriculture in Gross Domestic Product
was 55.4% in 1950-51, 52% in 1960-61 and is reduced to 18.5% only at present. The share
of the agricultural sector’s capital formation in GDP declined from 2.2% in the late 1999s to

1.9% at present.

(2) Important Contribution to Employment:-Agriculture sector, at present, provides livelihood
to 65 to 70% of the total population. The sector provides employment to 58.4% of country’s

work force and is the single largest private sector occupation.

(3) Important Source of Industrial Development: Various important industries in India find
their raw material from agriculture sector -cotton and jute textile industries, sugar, vanaspati
etc are directly dependent on agriculture. Handloom, spinning oil milling, rice thrashing etc
are various small scale and cottage industries which are dependent on agriculture sector for
their raw material. This highlights the importance of agriculture in industrial development of

the nation.

(4) Importance in International Trade:-India’s foreign trade is deeply associated with
agriculture sector. Agriculture accounts for about 14.7% of the total export earnings. Besides,
goods made with the raw material of agriculture sector also contribute about 20% in Indian
exports.

INTRODUCTION OF NEPAL AGRICULTURE SECTOR:

Nepal. Agriculture is the major sector of Nepalese economy. It provides employment
opportunities to 66 percent of the total population and contributes about 39 percent in the
GDP. Therefore, the development of agriculture sector is key for the development of national
economy. The DOA bears overall responsibility for the agricultural growth and development
of agriculture sector.Agriculture sector still has got prime role to play in Nepalese economy.

This sector has offered employment to 66 per cent of the economically active population, 39
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percent contribution is made to the GDP with 13 percent of the total foreign trade of the
country. Keeping in view of the contribution, the agriculture sector was given priority for its
development from the onset of the periodic plans till the Eighth Five Year Plan.

Economic Overview

According to the World Bank, agriculture is the main source of food, income, and
employment for the majority. In trying to increase agricultural production and diversify the
agricultural base, the government focused on irrigation, the use of fertilizers and insecticides,
the introduction of new implements and new seeds of high-yield varieties, and the provision
of credit. The lack of distribution of these inputs, as well as problems in obtaining supplies,
however, inhibited progress. Although land reclamation and settlement were occurring in the
Tarai Region, environmental degradation and ecological imbalance resulting from

deforestation also prevented progress.

Although new agricultural technologies helped increase food production, there still was room
for further growth. Past experience indicated bottlenecks, however, in using modern
technology to achieve a healthy growth. The conflicting goals of producing cash crops both

for food and for industrial inputs also were problematic.

The Role of Agriculture in Nepal Economic Development:-

The production of crops fluctuated widely as a result of these factors as well as weather
conditions. Although agricultural production grew at an average annual rate of 2.4 percent
from 1974 to 1989, it did not keep pace with population growth, which increased at an
average annual rate of 2.6 percent over the same period. Further, the annual average growth

rate of food grain production was only 1.2 percent during the same period.

There were some successes. Fertile lands in the Tarai Region and hardworking peasants in

the Hill Region provided greater supplies of food staples (mostly rice and corn), increasing
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the daily caloric intake of the population locally to over 2,000 calories per capita in 1988 from
about 1,900 per capita in 1965. Moreover, areas with access to irrigation facilities increased
from approximately 6,200 hectares in 1956 to nearly 583,000 hectares by 1990.

AGRICLUTURE BUSINESS ACTIVITIES IN INDIA AND GUJRAT

The Department of Agriculture and Cooperation is responsible for the formulation and
implementation of National policies and programmes aimed at achieving rapid agricultural

growth through optimum utilization of the country’s land, water, soil and plant resources.

The Department undertakes all possible measures to ensure timely and adequate supply of
inputs and services such as fertilizers, seeds, pesticides, agricultural implements and also to
provide agricultural credit, crop insurance and ensure remunerative returns to the farmer for

his agricultural produce.

The Department is entrusted with the responsibility for collection and maintenance of a wide
range of statistical and economic data relating to agriculture, required for development
planning, organizing agricultural census, assisting and advising the States in undertaking
scarcity relief measures and in management of natural calamities e.g. flood, drought,

cyclone, etc.

The Department is responsible for the formulation of overall cooperative policy in the country,
matters relating to national cooperative organizations, cooperative training and education.
The Department also participates in activities of international organizations, for fostering
bilateral cooperation in agricultural and allied sectors and for promotion of export in

agricultural commodities

STRUCTURE OF INDIA AGRICLUTURE
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State Co-operative Bank (SCB):

The structure of the co-operative credit societies in India is three-tiered and federal in
character consisting of Primary Agricultural Credit Societies (PACS) at the base level, the
District Central Co-operative Banks (DCCB) at the district level and the State Co-operative
Banks (SCB) at the state level. SCB act as the apex bank.

Farming Structure:

All those activities in agriculture which are undertaken jointly and which directly influence the
primary process, are included in co-operative farming. Under this system, all decisions
influencing production, partly or completely, are taken by the co-operative society. These
decisions may range from joint management and planning for particular purpose to the
complete control of all resources.

The main objectives of a co-operative farming society are to:

1. Secure increased agricultural production through more intensive programme of land
improvement and agriculture.

2. Undertake improved techniques in agriculture and agro-based industries, so as to make
proper utilization of land, manpower, cattle, knowledge and skill of farmers;

3. Ensure suitable and scientific crop planning and rotation of crops.

4. Secure increased and regular employment for the members.

5. Provide solutions to the pressing agrarian problems from which the country is  suffering.

AGRICLUTURE IN NEPAL BUSINESS ACTIVITIES

Rice is the most important cereal crop. In 1966 total rice production amounted to a little more than 1
million tons; by 1989 more than 3 million tons were produced. Fluctuation in rice production was very
common because of changes in rainfall; overall, however, rice production had increased following the
introduction of new cultivation techniques as well as increases in cultivated land. By 1988
approximately 3.9 million hectares of land were under paddy cultivation. Many people in Nepal devote
their lives to cultivating rice to survive. In 1966 approximately 500,000 tons of corn, the second major
food crop, were produced. By 1989 production had increased to over 1 million tons.

Other food crops included wheat, millet, barley, and coffee, but their contribution to

the agricultural sector was small. Increased production of cash crops, used as input to new

industries, dominated in the early 1970s. Sugarcane and tobacco also showed considerable
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increases in production from the 1970s to the 1980s. Potatoes and oilseed production had
shown moderate growth since 1980. Medicinal herbs were grown in the north on the slopes
of the Himalayas, but increases in production were limited by continued environmental
degradation. According to government statistics, production of milk, meat, and fruit had
improved but as of the late 1980s still had not reached a point where nutritionally balanced
food was available to most people.

Additionally, the increases in meat and milk production had not met the desired level
of output as of 1989. Nepal has more than 50% of people engaged in agriculture. Food
grains contributed 76 percent of total crop production in 1988-89. In 1989-90 despite poor
weather conditions and a lack of agricultural inputs, particularly fertilizer, there was a
production increase of 5 percent. In fact, severe weather fluctuations often affected
production levels. Some of the gains in production through the 1980s were due to increased
productivity of the work force (about 7 percent over fifteen years); other gains were due to
increased land use and favorable weather conditions. According to Statistical Information on
Nepalese Agriculture (2008/2009) only 65.6% of people depends on agriculture and 21% of

land is cultivated whereas 6.99% of land is uncultivated.

STRUCTURE OF NEPAL AGRICLUTURE

Agriculture is the main source of food, income, and employment for the majority. Nepal
increase agricultural production and diversify the agricultural base, the government focused
on irrigation, the use offertilizers and insecticides, the introduction of new implements and
new seeds of high-yield varieties, and the provision of credit. The lack of distribution of these
inputs, as well as problems in obtaining supplies, however, inhibited progress. Although land
reclamation and settlement were occurring in the Tarai Region, environmental degradation

and ecological imbalance resulting from deforestation also prevented progress.

Although new agricultural technologies helped increase food production, there still was room
for further growth. Past experience indicated bottlenecks, however, in using modern
technology to achieve a healthy growth. The conflicting goals of producing cash crops both

for food and for industrial inputs also were problematic.

The production of crops fluctuated widely as a result of these factors as well as weather
conditions. Although agricultural production grew at an average annual rate of 2.4 percent
from 1974 to 1989, it did not keep pace with population growth, which increased at an
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average annual rate of 2.6 percent over the same period.Y! Further, the annual average

growth rate of food grain production was only 1.2 percent during the same period.

There were some successes. Fertile lands in the Tarai Region and hardworking peasants in
the Hill Region provided greater supplies of food staples (mostly rice and corn), increasing

the daily caloric intake of the population locally to over 2,000 calories per capita

Overview of Nepal policy:

Nepal’'s export were goods and services grew from US$57.1 million in 1965 to
US$712 million in 2004 and increased as a percentage of gross domestic product from 7.8
percent to 16.8 percent, averaging 13.2 percent for the period. There was export earned the
foreign exchange that permitted Nepal's to purchase petroleum products, palm oil, and

machinery necessary for industrial production and growth.

During the World Bank and Nepal government data indicate that from 1960 to 2004
total GDP grew from US$1.4 billion to US$6.2 billion, averaging 3.6 percent annual growth
for the period. Although garments was the most impotent export included agricultural product
such as rice, wheat and sugarcane etc. export commodities in Nepal was clothing, pluses,
carpets, textiles, juice, pashima, jute goods and export partners was a India 57.4%, Germany
5.4% and U S 9.6%.

Nepalolian economy was poorest and least developed countries in the
world,with about one-quarter of its population living below the poverty line. The
country has to face several challenges, like the high external debt and inflation rate.
Agriculture is the mainstay of the economy, providing a livelihood for three-
fourths of the population and accounting for a little over one-third of GDP.there
was agriculture GDP 75%, Industry GDP 7% and Services GDP 18%. So
Nepal’'s GDP was agriculture product and 75% population depend in

agriculture.
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Agricultural exports:

Agriculture plays a significant role in the Nepalese economy. Nepal’'s major agricultural
exports consist of products of Tea, Coffee, Rice and wheat are the main food crops
including maize, sugarcane, oilseed, jute, millet, pulses and root crops. Nepal has also had
some success at diversifying into higher valued and good qulity of Rice and Wheat was
export. The lowland Terai region produces an agricultural surplus, agricultural in 75 percent
of the population and accounting for 33 percent of GDP. The two product for main export in

agricultural exports.

Major Exports:

e Metal statues

e Tea & coffee

e Filigree goods

e Wooden crafts

e Woolen garment & Accessories
e Polyester yarn

e Jute bags

e Jute cutting

e Textiles

e Vegetable ghee

e Pipe
e Herbs
e Oil cakes

e Tooth paste
e Handicraft goods
e Carpets

e Clothes

Major Imports:

e Oil
e Gold
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e Iron & Steel

¢ Pharmaceutical product
e Cement

e Electronic appliances

e Food

e Vehicles

NORMS OF AGRICULTURE

Against this backdrop, this paper aims at highlighting and articulating a host of major issues
and suggesting some policy prescriptions. Section | enumerates major issues that continue
to constrain the growth of Indian agriculture. Section Il recounts the policy intentions relating
to agriculture encapsulated in the recently announced, Common Minimum Program (CMP).
In the light of the assessment of the situation in agriculture and the CMP, the following two
sections, Section Il and Section IV offer some policy prescriptions — both for immediate

future as well as for medium-term consideration.

Import & Export Licensing Permission
Terms and Conditions of a Licence/Certificate/ Permission:

Every licence/certificate/permission shall be valid for the period of validity specified
in the licence/ certificate/ permission and shall contain such terms and conditions as may be

specified by the licensing authority which may include:
(@)  The quantity, description and value of the goods;
(b)  Actual User condition;

(© Export obligation;
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(d)  The value addition to be achieved; and

(e)  The minimum export price.

Licence/Certificate/ Permission not a Right:

No person may claim a licence/certificate/ permission as a right and the Director
General of Foreign Trade or the licensing authority shall have the power to refuse to grant or
renew a licence/certificate/permission in accordance with the provisions of the Act and the

Rules made there under.

Restricted Goods:

Any goods, the export or import of which is restricted under ITC(HS) may be exported
or imported only in accordance with a licence/ certificate/ permission or a public notice issued
in this behalf.Any goods, the export or import of which is restricted under ITC(HS) may be
exported or imported only in accordance with a licence/ certificate/ permission or a public

notice issued in this behalf.
Procedure:

The Director General of Foreign Trade may, in any case or class of cases, specify the
procedure to be followed by an exporter or importer or by any licensing or any other
competent authority for the purpose of implementing the provisions of the Act, the Rules and
the Orders made thereunder and this Policy. Such procedures shall be included in the
Handbook , Handbook , Schedule of DEPB Rate and in ITC and published by means of a
Public Notice. Such procedures may, in like manner, be amended from time to time.

The supplement to the Foreign Trade Policy and contains relevant procedures and other

details. The procedure of availing benefits under various schemes of the Policy.

Exports and Imports free unless regulated:
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Exports and Imports shall be free, except in cases where they are regulated by the
provisions of this Policy or any other law for the time being in force. The item wise export and
import policy shall be, as specified in ITC(HS) published and notified by Director General of

Foreign Trade, as amended from time to time.

AGRICULTURAL TAXATION IN INDIA

» Agricultural property and some agricultural income were being taxed in the early 1990s,
but the revenue from these taxes was negligible. In the early 1950s, however, land
revenue agricultural property taxes were a significant form of government income,
providing just under 10 percent of the tax revenue of the central, state, and union territory
governments. At the end of the 1980s, that proportion was less than 1 percent because
land revenue had been fixed. For instance, land revenue was an average of Rs28 per
hectare in Kerala and Rs23 per hectare in Uttar Pradesh, the two states with the highest
assessment rates. The national average was Rs16.50 per hectare. Agricultural property
also was subject to stamp duties and registration fees. (All property transactions have to
be made on official, stamped forms, and registration fees have to be paid to register
transactions.)

» Provide project import status with a concessional import duty of 5 percent for the setting
up of mechanized handling systems and pallet racking systems in ‘mandis’ or
warehouses for food grains and sugar as well as full exemption from service tax for the
installation and commissioning of such equipment.

» Provide project import status at a concessional customs duty of 5 per cent with full
exemption from service tax to the initial setting up and expansion of Cold storage, cold
room including farm pre-coolers for preservation or storage of agriculture and related
sectors produce ; andProcessing units for such produce. Provide full exemption from
customs duty refrigeration units required for the manufacture of refrigerated vans or

trucks.
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YV V VYV V

Provide concessional customs duty of 5 per cent to specified agricultural machinery not
manufactured in India;

Provide central excise exemption to specified equipment for preservation, storage and
processing of agriculture and related sectors and exemption from service tax to the
storage and warehousing of their produce; and Provide full exemption from excise duty to
trailers and semi-trailers used in agriculture.

Concessional import duty to specified machinery for use in the plantation sector to be,
extended up to March 31, 2011 along with a CVD exemption.

To exempt the testing and certification of agricultural seeds from service tax.

The transportation by road of cereals, and pulses to be exempted from service tax.
Transportation by rail to remain exempt.

To ease the cash flow position for small-scale manufacturers, they would be permitted to
take full credit of Central Excise duty paid on capital goods in a single installment in the
year of their receipt. Secondly, they would be permitted to pay Central Excise duty on a
quarterly, rather than monthly, basis.

Tax concessions are proposed to assist the growth of agriculture and associated
industries

Estimated agriculture sector growth at 5.4 per cent during this fiscal year

Export taxes. Syria’s legislation an agricultural production tax is levied on all agricultural
commodities which are exported. Effectively this constitutes an export tax.

Generally, this tax ranges between 9.5 and 12% of the production value. The products
can be categorized as follows:

Products on which an production tax of 12% of their average price at the time of export is
levied. This product group includes fresh and processed vegetables and fruits, olives,
olive oil and other products made from olives (a total of 88 commodities).

Products on which an export tax of 9-9.5% of their average price at the time of exports is

levied (see Table A- xx in the Appendix).]

EXIM policy of Indian country-
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A developing country such as India needs to import technology and capital goods. To
offset these imports, the government of India provides export promotion schemes.
The Indian government also uses import quotas; import licensing and import duties to

help balance the import-export trade in India.

The EXIM Policy of India has been updated several times in recent years. The most
recent version covers the period from 2009 to 2014. The short term objective for this
revision to the EXIM policy is to halt and reverse the declines in India trade within a
volatile world market. Tactics used to achieve this objective include: increase market
access, diversify the export markets, provide fiscal incentives, reduce procedures, and

change to institutions.

EXIM POLICY 2009 TO 2014 HIGHLIGHTS
Some key highlights of this EXIM policy 2009 to 2014 revisions are:

Market Access and Export Market Diversification:

Incentive schemes have been expand to cover new markets and new product
categories. New markets, sixteen from Latin America and ten from Asia-Oceania have
been added as part of the Focus Market Scheme. The incentives available have
increased from 2.5% to 3% for these new markets.

New Product Incentive Scheme:

This covers a wide variety of products ranging from engineering, plastics, textiles,
Green technology, Jute & Siscal, technical textiles, project goods, vegetable textiles
and some electronics. The incentives increased from 1.25% to 2%.

Technology Upgrades:

For companies in certain sectors such as engineering and electronic products who

want to upgrade their technology, zero duty will be assessed.
Gems & Jewelry Sector:

Gold Jewelry exports will be permitted to receive Duty Drawbacks. This is where the
duty collected on the export will refunded.
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v Value added Manufacturing:

To increase Value added Manufacturing exports, a 15% minimum value addition on

imported inputs has now been prescribed.

v Procedure Simplification:

Increase from 15 to 50, the number of sample pieces allowed to be imported by
exporters at duty free rates.

Given the recent downward turn in the global economy, India's exports have also
been shrinking. It is hope that some of the latest EXIM policy promotion schemes will

help to accelerated India's import-export industry again.

» Objectives:

To accelerate the economy from low level of economic activities to high level of economic
activities by making it a globally oriented vibrant economy and to derive maximum benefits
from expanding global market opportunities.

To stimulate sustained economic growth by providing access to essential raw materials,
intermediates, components,” consumables and capital goods required for augmenting
production.

To enhance the techno local strength and efficiency of Indian agriculture, industry and

services, thereby, improving their competitiveness.
To generate new employment.
Opportunities and encourage the attainment of internationally accepted standards of quality.

To provide quality consumer products at reasonable prices.
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LICENSES / CERTIFICATION OF AGRICULTURE SECTOR OF INDIA

Licensing/Certification agriculture sectore:

The Government of India has always followed policies that result in better availability and

increased consumption of fertilizers in the country.

Policy Statement. No license is necessary for establishing a new fertilizer project or
expanding the capacity of existing fertilizer plants. Investments or projects in the fertilizer
segment can be taken up after filing the Industrial Entrepreneur's Memorandum with the

Secretariat for Industrial Assistance (SIA).

Procedure to obtain dealer license for trading in fertilizers: The procedural requirements
to obtain dealer license for trading in fertilizers, including application form, registration are all

available with the Department of Fertilizers.

The Fertilizer Import and Movement Division is a constituent of the Department of Fertilizers
of the Ministry of Chemicals and Fertilizers. It is involved in the process for import,

transportation and distribution of fertilizers in the country.

Seeds:
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Seeds are the most basic input of agriculture. In India, the government regulates the
production and sale of seeds. However, realizing the important role that the private sector

can play in this sector.
Seed distributorship:

The National Seeds Corporation Limited (NSC) may appoint one or more distributors for any
State or for many States specifying the area of distributorship for the distributor/distributors

so appointed.

Insecticides:

The import, manufacture, sale, transport, distribution and use of pesticides is regulated by
the Insecticides Act of 1968 . The rules of the Act make the registration of pesticides at the

central level mandatory.

Agricultural Commodity Grading:

Quality standards for agricultural commodities are framed based on their intrinsic features
and value. Standards are being harmonized with international standards keeping in mind the
requirements of the World Trade Organization . Certification of agricultural commodities is

carried out both for the benefit of the producer or manufacturer as well as for the consumer.

Parties who wish to have their commodities graded under Agmark have to first obtain a
Certificate of Authorization. For this purpose, they should have adequate infrastructure to
process the commodity and access to an approved laboratory for the determination of quality

and safety factors
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TRADE BARRIERS

Trade barriers are government-induced restrictions on international trade. The barriers can

take many forms, including the following:

e Tariffs
« Non-tariff barriers to trade
o Import licenses
o Export licenses
o Import quotas
o Subsidies
o Voluntary Export Restraints
o Local content requirements
o Embargo

o Currency devaluation

Examples of free trade areas:

o North American Free Trade Agreement (NAFTA)

e South Asia Free Trade Agreement (SAFTA)

o European Free Trade Association

e European Union (EU)

e Union of South American Nations

« New West Partnership (An internal free-trade zone in Canada between Alberta, British
Columbia, and Saskatchewan)

e Gulf Cooperation Council common market

Nepal’s Trade Regulation Agreements
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http://en.wikipedia.org/wiki/International_trade
http://en.wikipedia.org/wiki/Tariff
http://en.wikipedia.org/wiki/Non-tariff_barriers_to_trade
http://en.wikipedia.org/wiki/Import_license
http://en.wikipedia.org/wiki/Import_quota
http://en.wikipedia.org/wiki/Subsidies
http://en.wikipedia.org/wiki/Voluntary_Export_Restraints
http://en.wikipedia.org/wiki/Embargo
http://en.wikipedia.org/wiki/Devaluation
http://en.wikipedia.org/wiki/North_American_Free_Trade_Agreement
http://en.wikipedia.org/wiki/South_Asia_Free_Trade_Agreement
http://en.wikipedia.org/wiki/European_Free_Trade_Association
http://en.wikipedia.org/wiki/European_Union
http://en.wikipedia.org/wiki/Union_of_South_American_Nations
http://en.wikipedia.org/wiki/New_West_Partnership
http://en.wikipedia.org/wiki/Cooperation_Council_for_the_Arab_States_of_the_Gulf

Nepal is part of many different Trade Agreements with countries around the world. These is
the General Agreement on Tariffs and Trades (GATT), Nepal has been adopting an open
and market oriented trade policy for the last two decades with expectations that such policy
generates positive impacts on the resource mobilization, economic development and poverty

alleviation.

Due to joining the GATT Nepal was required to reduce subsidies and tariffs on imported
goods in the hope to increase world trade and stimulate the world’s economy. Nepal has also
joined in different regional agreements such as Asia-Pacific Economic Cooperation (APEC)
and ASEAN Free Trade Area (AFTA). APEC and AFTA both allow for member economies to
grow and strength due to the decreasing and elimination of tariffs and non-tariff barriers to
trade. These international agreements that Nepal has entered into have allowed for many

different countries to have easier trade with Nepal on all matter of goods.

e Import tariffs are generally assessed on an ad valorem basis, with duties ranging from
0% to 140%. Most primary products, including live animals and fish, enter duty-free.

e Machinery and goods related to basic needs are charged 5%. Duties on agricultural
imports were fixed in 2003 at 10%.

e Cigarettes and alcoholic beverages are charged at 100%, although alcoholic
beverages with more that 60% alcohol are prohibited altogether. Other prohibited
imports include narcotic drugs and beef and beef products.

e Valuable metals and jewelry are prohibited except under bag and baggage
regulations.

e Nepal's weighted average tariff rate in 2000, the most recent data available, was
17.7%. This average probably increased in 2001 and 2002 because of "security
surcharges" levied on most imports.

¢ No special fee was assessed on goods with tariff rates less than 2.5%. For goods with
charged duties up to 5%, the surcharge was 1%, and for all those with duties above

5%, the surcharge was 3%.

Import Restriction:
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Nepal has few remaining items that are prohibited due to the general trade agreements it
has come to with many countries. According to the Nation Agency for Export
Development (NAFED) imports that are still prohibited include: acids, batteries, berare
document, bio produt, chemicals, tobacco, paint, perfume, poission, liquider etc. these
products many of these goods are prohibited from being imported because they are
created within the borders of Nepal and as such are viewed as being crucial to economic
stability within Nepal.

Export restrictions:

Nepal's exports are not acceptable for carriage to any international destinations unless
otherwise indicated. Restrictions may apply depending on destination. Various regulatory
clearances in addition to customs clearance may be required for certain commodities,

thereby extending the transit time.

e APO/FPO addresses.

e C.O.D. shipments.

e Human corpses, human organs or body parts, human and animal embryos, or
cremated or disinterred human remains.

e Explosives are acceptable for carriage to Canada, Germany, France, Japan, United
Arab Emirates and United Kingdom.

e Firearms, weaponry and their parts ..

e Perishable foodstuffs and foods and beverages requiring refrigeration or other
environmental control.

e Live animals including insects, except as provided in the Live Animals section in the
FedEx Service Guide.

e Plants and plant material, including cut flowers.

e Lottery tickets and gambling devices where prohibited by law.

e Money example coins, cash, currency, paper money and negotiable instruments
equivalent to cash such as endorsed stocks, bonds and cash letters.

e Pornographic and/or obscene material.

e Shipment restrictions.
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Which states that all good either entering or leaving the country must be carried on Nepolian
vessels. Other restrictions deal with more specific items. Some plants for both import and
export will require approval from the Ministry of Agriculture before they are allowable. Some
animals may require an inspection from the Nepolian Veterinary Service before import or
export is allowable. All food items will require a health inspection certificate from the country
of origin before being allowed into Nepal Items produced locally will have to adhere to all
import and export standards and in some cases higher standards.

Import/Export barriers in India

Tariff and non-tariff barriers. In 1991, India initiated economic reforms to tide over the budget
deficit, balance of payments problems and structural imbalances in several industry sectors
of the economy. In successive years, India has made the trade regime increasingly more
transparent. However, India's tariffs are still high by international standards, and many
quantitative restrictions on imports still exist. These high tariffs and import restrictions have
constrained U.S. firms from selling in this market and U.S. investors from importing

competitive inputs in several industries.

Principles of Restriction:

DGFT may, through a notification, adopt and enforce any measure necessary for:-

« Protection of public morals.

e Protection of human, animal or plant life or health.

e Protection of patents, trademarks and copyrights and the prevention of deceptive
practices.

e Prevention of prison labor.

o Protection of national treasures of artistic, historic or archaeological value.

o Conservation of exhaustible natural resources.

e Protection of trade of fissionable material or material from which they are derived; and

e Prevention of traffic in arms, ammunition and implements of war.
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Import Restrictions :

India has few remaining items that are prohibited due to the general trade agreements it has
come to with many countries. Imports that are still prohibited include: agriculture products
many of these goods are prohibited from being imported because they are created within the

borders of India and as such are viewed as being crucial to economic stability within India.
Export Restrictions:

India has few items are export restriction. India has employed some type of restriction on
cotton export. When an exporting country institutes border restriction, the expected impact is
for world price to be pushed higher while internal price are pressured lower. Based on
reported price data, policy decisions by India have added to the volatility and uncertainty in
the world cotton market. India announces that all registration of cotton export will be
suspended until further orders. Shipment of previously registered export contracts are

stopped with an immediate effort cotton prices in Gujarat.

COMPARATIVE STUDY OF AGRICULTURE OF INDUSTRY (FERTILIZER
COMPANY)

Indian fertilizer company information:

Basant Agro Tech India Ltd
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Basant Agro Tech India registered a net profit of ~ 99.10 lakhs in 2001- 2002. In 2002-
2003, the net profit stood at ~ 85.80 lakhs, in 2003-2004 it was = 90.41 lakhs, and in 2004-
2005, it amounted to ~ 122.70 lakh. This shows that the profit level of the company has risen
in the last couple of years. The Basant agro tech India limited company is a leading fertilizers
manufacturing company in India's western region. The company have a brand name Krishi
Sanjivani and this is a registered trademark. Its fertilizers are sold mainly in the states of
Maharashtra, Chattisgarh, Andhra Pradesh, and Madhya Pradesh.

Basant Agro Tech India's product portfolio includes fertilizers of various grades, agricultural
inputs, and seeds. The company specializes in the manufacture of nitrogen, phosphate,
potash (NPK) mixture, and granulated fertilizers. It also has a plant with the capacity of
60,000 TPA. The company is also quite well-known for its production of single super
phosphate for which it has a production capacity of 83,000 TPA. In 2005, Basant Agro Tech
India manufactured 60,919 MT of SSP fertilizers and 39,194 MT of NPK mixture fertilizers.

Basant Agro Tech India Limited has registered significant growth in the last few years.
Efforts must be made by the fertilizer industry of private sector in India and the government

of India so that it continues to grow.

Location of Plant Capacity (MTS) Type of Fertilizer

Kaulkhed Akola ( M.S) 60,000 T.P.A. NPK Granulated Mixed
Fertilizers.

Kanheri Akola (M.S) 1,20,000 T.P.A. Single Super Phosphate (SSP)

75, 000 T.P.A powder

SSP/NPK Granulation

Sangli (M.S) 30,000 T.P.A. NPK Granulated Mixed
Fertilizers.

Hospet ( Karnataka) 45,000 T.P.A. Single Super Phosphate (SSP)

NPK Granulated Mixed
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Fertilizers.

Neemuch (M.P) 75.000 T.P.A Single Super Phosphate (SSP)
30,000 T.P.A Powder
NPK Granulated Mixed
fertilizers

+ Financial Analysis:

Capital Structure - Basant Agro Tech (India) Ltd.

Period Instrument Authorized Issued -PAIDUP -
Capital Capital

From | To (Rs. cr) (Rs. cr) Shares Face Capital

(nos) Value (Rs.

Cr)

2011 | 2012 Equity 20.00 9.06 90627500 1.0 9.6
Share

2010 2011 Equity 25.0 8.4 83627500 1.0 8.4
Share

2009 | 2010 Equity 25.0 8.4 | 83627500 1.0 8.4
Share

2008 | 2009 Equity 25.0 8.4 8362750 10.0 8.4
Share

2007 | 2008 Equity 25.0 8.4 8362750 10.0 8.4
Share

2006 | 2007 Equity 10.0 8.0 7962750 10.0 8.0
Share

2005 | 2006 Equity 10.0 3.2 3185100 10.0 3.2

Share
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2004

2003

2002

2001

2000

1999

1996

1994

1993

INCOM

Sales Turnover

Excise

2005

2004

2003

2002

2001

2000

1999

1996

1994

E:

Duty

NET SALES

Other Income

TOTAL
INCOM

E

Equity
Share
Equity
Share
Equity
Share
Equity
Share
Equity
Share
Equity
Share
Equity
Share
Equity
Share
Equity
Share

10.0

10.0

10.0

10.0

10.0

10.0

10.0

3.2

3.2

3.2

3.2

3.2

3.2

3.2

3.2

g

3185100

3185100

3185100

3185100

3185100

3185100

3185100

3185100

660000

Profit & Loss - Basant Agro Tech (India) Ltd.

Mar'12

12 Months

277.99
1.54
276.45
0.68
268.30

Mar'l1l
12 Months

168.71
0.00
168.71
0.00
168.88
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Mar'10
12
Months

130.74
0.00
130.74
0.00
131.58

Mar'09
12
Months

128.52
0.00
128.52
0.00
128.91

10.0

10.0

10.0

10.0

10.0

10.0

10.0

10.0

10.0

Mar'08
12
Months

109.37
0.00
109.37
0.00
109.84

3.2

3.2

3.2

3.2

3.2

3.2

3.2

3.2

Mar'07
12
Months

92.41
0.00
92.41
0.00
92.87



EXPENDITURE:

Manufacturing | 16.45 5.73 491
Expenses

Material 217.12 131.30 97.51
Consumed

Personal 4.50 3.33 2.52
Expenses

Selling 0.00 0.00 7.63
Expenses

Administrative | 19.62 12.29 4.31
Expenses

Expenses 0.00 0.00 0.00
Capitalised

Provisions 0.00 0.00 0.00
Made

TOTAL 257.69 152.65 116.88
EXPENDITURE

Operating 23.79 16.06 13.86
Profit

EBITDA 24.47 16.23 14.70
Depreciation 4.39 2.95 3.23
Other Write- 0.00 0.00 0.00
offs

EBIT 20.08 13.28 11.47
Interest 8.31 6.19 4.93
EBT 11.76 7.09 6.54
Taxes 4.18 1.02 0.97
Profit and Loss | 7.58 6.08 5.57
for the Year

Non Recurring | 0.00 0.00 -0.0
ltems

Other Non 0.10 -0.1 -0.0
Cash

Adjustments
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3.98

98.81

2.22

7.68

4.00

0.00

0.00

116.69

11.82

12.22

2.40

0.00

9.82

3.50

6.32

0.88
5.44

3.37

83.55

1.56

8.11

3.29

0.00

0.00

99.88

9.49

9.97

1.77

0.00

8.19

2.59

5.60

0.61
4.99

0.00

2.98

71.04

1.26

7.64

2.67

0.00

0.00

85.59

6.82

7.28

1.52

0.00

5.76

1.74

4.03

0.46
3.57

0.00



Other
Adjustments
REPORTED
PAT

KEY ITEMS
Preference
Dividend
Equity
Dividend
Equity
Dividend (%)
Shares in Issue
(Lakhs)

EPS -
Annualised
(Rs)

0.00

7.68

0.00

0.72

7.99

906.28

0.85

0.16

6.08

0.00

0.59

7.00

0.08

5.54

0.00

0.50

6.00

836.28  836.28

0.73

0.66

198

0.05

5.43

0.00

0.67

7.99

83.63

6.49

0.00

4.97

0.00

0.50

6.00

83.63

5.94

0.00

3.56

0.00

0.72

8.99

79.63

4.47



Particulars

Liabilities

Share Capital
Reserves & Surplus
Net Worth

Secured Loans
Unsecured Loans
TOTAL LIABILITIES
Assets

Gross Block

(-) Acc. Depreciation
Net Block

Capital Work in
Progress.
Investments.
Inventories

Sundry Debtors
Cash And Bank
Loans And Advances
Total Current Assets
Current Liabilities

Provisions

Total Current Liabilities
NET CURRENT ASSETS

Misc. Expenses
TOTAL ASSETS

Balancesheet - Basant Agro Tech (India) Ltd.

Mar'12
12
Months
9.06
51.48
60.54
69.61
21.12
151.28

73.93
22.50
51.43
6.86

0.00
76.44
64.20
1.76
11.49
153.88
55.53
5.36
60.89
92.99
0.00
151.28

Mar'll
12
Months
9.76
39.91
49.68
47.16
16.66
113.49

59.02
18.22
40.81
4.78

0.04
54.71
36.81
1.58
10.35
103.45
34.02
1.55
35.57
67.87
0.00
113.49

% Fertilizer company in Nepal :

Mar'10
12
Months
8.36
34.68
43.05
32.04
10.05
85.13

50.83
15.38
35.45
2.98

0.04
40.27
25.43
2.60
8.87
77.18
28.08
2.44
30.51
46.66
0.00
85.13

Mar'09
12
Months
8.36
29.81
38.17
28.46
9.55
76.18

48.02
12.21
35.81
0.64

0.04
26.00
20.54
3.17
7.74
57.44
15.45
2.30
17.75
39.69
0.00
76.18

Mar'08
12
Months
8.36
25.21
33.57
22.43
5.01
61.01

36.61
9.93
26.68
0.36

0.04
26.78
14.66
4.88
5.31
51.63
16.04
1.65
17.69
33.94
0.00
61.01

Mar'07
12
Months
7.96
19.13
27.10
15.45
7.52
50.07

27.53
8.26
19.27
2.84

0.07
15.59
17.28
4.55
3.89
41.31
11.97
1.44
13.41
27.90
0.00
50.07

Company Profile

Ranjan Enterprises activities are chemicals, water treatment, special chemicals for

petrochemical, fertilizer and sugar factory.
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Most of Our Customer is Fertilizer and Sugar Factories in Nepal since 1985.

Ranjan Enterprises also became distributor for Sulphuric Acid and Complex Fertilizer from
one of biggest manufacture in a for west side part of Nepal.

Now, Ranjan Enterprises expand their business in Boiler. Ranjan
Enterprises has 2 office : Kathmandu

Ranjan Enterprises provide engineer who has experience more than 20 years and young

engineer who has a good achievment spirit.

[ Buying Categories |

- | Other Inorganic Chemicals | >> | Chemicals

Other Organic Chemicals >> Chemicals

Fertilizer >> Agriculture

Timber >> Construction & Real Estate

Water Treatment >> Environment

[ keyword ]

Chemicals , environment , boiler

Registration Date 2006/08/12 (Year/Month/Date)

Buyer / Seller in EC21 Buyer

Business Type Agent

Year established 1998

Employees total 11-50

Annual revenue USD 1,000,001 - 2,000,000

Contact Information

Company Ranjan Enterprises Pvt. Ltd.
7/144 Resham Kothi
Road No. 2

Address Birgun;
44301
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http://www.ec21.com/ks-chemicals/
http://www.ec21.com/ks-environment/
http://www.ec21.com/ks-boiler/

Phone +977-51-521379

Fax (00977-1) 4487567

Duty Structure on fertilizer products in India

The Indian fertilizer sector in general and Urea producers in particular have benefited from
increased availability of natural gas while the entire sector also benefited from timely
payment of fertilizer subsidy in cash. Implementation of partial de-control of fertilizer regime
as recommended by the group of ministers (GOM) to let rates of non-urea fertilizers be
determined by the market will help in product innovation and improved efficiency among the

phosphatic fertilizer manufacturers.

The actual subsidy burden of the government is set to be relatively lower in FY 2009-10 over
the previous year with drastic 48% fall in urea prices, 62% fall in DAP prices and 23% fall in
potassium chloride (Muriate of Potash) in April 2009-January 2010 over the corresponding
previous year period.

But urea prices have hardened from $233.90 per tonne in October 2009 to $275.75 per

tonne in January 2010, while DAP prices have rebounded from $290.25 in November 2009
to $427.50 in January 2010.
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If global prices continue to harden, then the relative benefit of lower fertilizer subsidy will no
longer be available. So, the government cannot postpone the hike in fertilizer prices for too

long.

FINDINGS & CONCLUSIONS

« The country’s GDP has been increasing over the years and it reached a whopping in 2009,

X/
°

K/
L X4

while the share of agriculture, livestock, forestry and fishery contributed 15.29% of total

GDP.

This report also includes the market trends and outlook of Nepal’s agriculture industry. Under
the Agriculture Plan, 2010-2014, the government allocated national budget that amounted to
the Ministry of Agriculture (MOA). In order to become one of the major agricultural
commodity exporters, Nepal will push for the development in Papua, where expansion works
will be carried out on a 1.6mn hectare area located in Kathmandu..

Also, this report provides a ranking of the leading players in the agriculture industry as well
as their respective financial highlights. In 2009, the top players in the country’s agriculture
industry were smart is one of the leading palm-based companies in the country with net sales
that amounted to in 2009.

As compare to India the Nepal fertilizer has a financially in these sector is weak but their

achievement in these sector are not in compare to the Indian fertilizer industry it also
includes that a data that included highest in compare with the the Nepal that | found to the
whole that is founding the India is the highest in the agriculture & fertilizers sector in compare
with the Nepal.
The products & services related with the agriculture food products that also are the most
important in comparing in both the countries. That India exported to the Nepal of the
agriculture related products & also it includes the whole products & services. in compare with
the Nepalion company also is the most important in data finding.
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Demographic profile of Nepal

Nepali or Nepalese are descendants of migrants from parts of Kashmir, earlier Greater
Nepal, Tibet, India, and parts of Burma and Yunnan, along with native tribal
populations. Indo-Aryans and East Asian looking mixed people live in the hill region.
The mountainous region is sparsely populated above 3,000 m (9,800 ft), but in central
and western Nepal, ethnic Tibetans inhabit even higher semi-arid valleys north of the
Himalaya. Kathmandu Valley, in the middle hill region, constitutes a small fraction of
the nation’s area but it is the most densely populated, with almost 5 percent of the
nation's population. Nepali society is multilingual, multi-religious and multiethnic.
The population of Nepal is estimated at 26,630,809 people in census of 2011, with a
population growth rate of 1.596% and a median age of 21.6 years. Female median age
IS estimated at 22.5 years, and male median age at 20.7 years. Only 4.4% of the
population is estimated to be more than 65 years old, comprising 681,252 females and
597,628 males, whereas 61.1% of the population is between 15 and 64 years old, and
34.6% is estimated at younger than 14 years. Birth rate is estimated at 22.17
births/1,000 population with an infant mortality rate at 44.54 deaths per 1,000 live
births. Life expectancy at birth is estimated at 67.44 years for females and 64.94 years
for males. Death rate is estimated at 681 deaths per 100,000 people. Net migration rate
IS estimated at 61 migrants per 100,000 people. According to the 2001 census, only
48.6% of the total population is literate, of which 62.7% are male and 34.9% are
female.
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Selected ethnic groups of Nepal are Bhotia, Sherpa, Thakali, Gurung, Kiranti, Rai,
Limbu, Newari, Pahari and Tamang. Nepal's 2001 census enumerated 102 castes and
ethnic groups Both Indo-Aryan and Mixed Indo-Mongoloid comprise 80% who consist
of Chetri, Bahun, Newar, etc. While the Mongoloids including Magar, Gurung and Rai
comprise 17% of the population. The main religions of Nepal are Hindu 80.6%,
Buddhist 10.7%, Muslim 4.2%, Kirant 3.6%, other 0.9%. The language of Nepal are
Nepali (official) 47.8%, Maithali 12.1%, Bhojpuri 7.4%, Tharu (Dagaura/Rana) 5.8%,
Tamang 5.1%, Newar 3.6%, Magar 3.3%, Awadhi 2.4%, other 10%, unspecified 2.5%
(2001 census).

(according to EBS Documentary ‘World Travel with a Theme' made in 2010.)

Peoples: Indigenous peoples include Gurung, Limbu, Newar, Rai, Sherpa,
Tamang and Tharu with diverse smaller groups. Major caste groups are the
Brahmins and Chhetris. Large numbers of Indians and some Tibetans make
their home in the country.

Language(s): Nepali 58% (official language), Newari 3%, mainly in
Kathmandu. Tibeto- Burman languages (20%) mainly in the hill areas, and
Indian-related languages (20%) mainly in the Terai areas bordering India. Nepal
has over 30 Languages and over a hundred  dialects.

Religion(s): Officially 90% Hindu, 8% Buddhist and 4% Muslim — but accurate
figures are not available. Hinduism and Buddhism overlap considerably in
Nepal. Estimates suggest that there are some 400,000 Christians in the
country.

Currency: Nepalese Rupee (NPR) which is pegged to the Indian Rupee.

Major political parties: Unified Communist Party of Nepal — Maoist (Chairman
— Pushpa Kamal Dahal AKA ‘Prachanda’), Nepali Congress (President - Sushil
Koirala), Communist Party of Nepal-Unified Marxist-Leninist (CPN-UML)
(Chairman - Jhalanath Khanal), Madhesi People's Rights Forum-Democratic
(MJF-D) (Chairman — Bijay Gachchhadar)

Economic overview of Nepal

The purchasing power parity of Nepal is $31.09 billion .The real growth rate of Nepal
i 5.6% and per capita purchasing power parity of Nepal is $1,100.
e GDP - composition by sector is:
agriculture: 40%
industry: 20%
services: 40% (2002 est.)
Population below poverty line: 33% (2007)
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e Household income or consumption by percentage share:
lowest 10%: 3.2%
highest 10%: 29.8% (1995-96)
Inflation rate (consumer prices): 2.9% (2002 est.)
Labour force: 10 million (1996 est.)
Labor force - by occupation: agriculture 81%, services 16%, industry 3%
Unemployment rate: 47% (2001 est.)
e Budget:
revenues: $665 million
expenditures: $1.1 billion, including capital expenditures of SNA (FY 99/00 est.)
Industries: tourism, carpet, textile; small rice, jute, sugar, and oilseed mills; cigarette;
cement and brick production
Industrial production growth rate: 8.7% (FY 99/00):
Electricity - production: 1,755 GWh (2001)
e Electricity - production by source:
fossil fuel: 8.5%  hydro: 91.5% nuclear: 0% other: 0% (2001)
Electricity - consumption: 1,764 GWh (2001)
Electricity - exports: 95 GWh (2001)
Electricity - imports: 227 GWh (2001)
Oil - production: 0 barrels per day (0 m*/d) (2001 est.)
Oil - consumption: 16,000 barrels per day (2,500 m®/d) 2001
Agriculture - products: rice, maize, wheat, sugarcane, root crops; milk, domestic buffalo
meat
Economic aid - recipient: $424 million (FY 00/01)
Currency: 1 Nepalese rupee (NPR) = 100 paisa
Exchange rates : Nepalese rupees (NPR) per USD 1 — 64.20 (2007), 78.88 (2002),
74.95 (2001), 68.253 (1999), 65.976 (1998), 58.010 (1997), 56.692 (1996), 51.890
(1995).

Household income or consumption by percentage share: lowest 10%: 3.2%
highest 10%: 29.5% (2011)

Distribution of family income - Gini index: 47.2 (2008)
36.7 (1996)

Budget: revenues: $3.9 billion
expenditures: $5.3 billion (FY11)

Taxes and other revenues: 21% of GDP (FY11)
Budget surplus (+) or deficit (-): -7.5% of GDP (FY11)
Inflation rate (consumer prices): 9.1% (2011 est.) 10% (2010 est.)

Commercial bank prime lending rate: 7.5% (31 December 2011 est.)
8% (31 December 2010 est.)
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Central bank discount rate: 6% (31 December 2010 est.) 6.5% (31 December
2009 est.)

Stock of narrow money: $2.696 billion (31 December 2011 est.)
$2.93 billion (31 December 2010 est.)

Stock of broad money: $12.12 billion (31 December 2011 est.)
$10.34 billion (31 December 2010 est.)

Stock of money: $2.53 billion (31 July 2009) $2.106 billion (31 December 2008)

Stock of quasi money: $7.49 billion (1 April 2009) $6.99 billion (31 December
2008)

Stock of domestic credit: $11.42 billion (31 December 2011 est.)
$11.17 billion (31 December 2010 est.)

Market value of publicly traded shares: $4.529 billion (31 December 2011 est.)
$4.843 billion (31 December 2010)
$5.485 billion (31 December 2009 est.)

Agriculture - products: pulses, rice, corn, wheat, sugarcane, jute, root crops;
milk, water buffalo meat

Industries: tourism, carpets, textiles; small rice, jute, sugar, and oilseed mills;
cigarettes, cement and brick production

Exports: $896 million (2011 est.)
$901.8 million (2010 est.)

Imports: $5.4 billion (2011 est.)
$5.017 billion (2010 est.)

Overview of Industrial trade and commerce of Nepal

Manufacturing Industries:

Production and packing of photographic film roll by cutting, slitting, confecting,
perforating, spooling and capping from Jumbo roll; production of cinematographic film,
medical and industrial x-ray film, graphic art film, photographic paper by cutting,
slitting process from imported Jumbo role and pan cake industry. Production (having
less processing activities) of cut to length sheet, photo film slitting, photo paper slitting,
tissue paper slitting, ball bearing assembly; Repacking of imported goods in bulk
quantity.

Agro and Forest — based Industries:

Business mainly based on agriculture or forest products such as integrated sericulture
and silk production, horticulture and fruit processing, animal husbandry, dairy industry,
poultry farming, fishery, tea gardening and processing, coffee farming and processing,
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herb culture and herb processing, vegetable seed farming; bee-keeping, honey
production, rubber farming, floriculture and production, and forestry related businesses
such as lease-hold forests, agro-forestry etc. Mushroom, vegetable farming or vegetable
processing, tissue-culture, green house. Cotton farming, production and processing of
cotton seeds. Horticulture and cash crop farming; Cane and bamboo farming & their
products; Hatchery; Establishment, protection and management of botanical garden.

Tourism Industries:

Tourist lodging, motel, hotel, restaurant, resort, travel agency, skiing, gliding, water
rafting, cable car complex, pony-trekking, trekking, hot air ballooning, Para sailing,
golf-course, polo, horse-riding; Construction & operation of amusement park, Rural
tourism and Other Adventurous tourism.

Service Industries:

Workshop, printing press, consultancy service, ginning and bailing business,
cinematography, construction business, public transportation business, photography,
hospital, nursing home, educational and training institution, laboratory, air services,
cold storage.

Security service business providing security to bank and financial institutions, industry,
hotel, office complex, diplomatic institutions and residential complex.

Overview of Business and Trade at International Level
World Trade :

The effect of fall in domestic demand in developed countries is visible also in the world trade.
In comparison to 2010, the volume of globally traded goods and services has hugely
declined in 2011. For instance, the volume of total goods traded in 2011 increased by 5.8
percent as compared to 12.9 percent increase in 2010. Both the global export and import
have declined. Such shrink in trading activities of developed countries, however, has helped
improve balance of trade of the emerging and developing economies.

World Economic Growth Rate:

The growth rate of global output has decreased in 2011 compared to 2010. The world
economy that grew by 5.3 percent in 2010 got contained to a growth of 3.9 percent only in
2011, which was lower than 4.5 percent, IMF had projected for the year. Especially, the
European debt crisis; natural disaster in Japan; recession in European real estate business;
the slowed down economic growth rates in countries like China and India; Decreased
economic growth in largecountries like Brazil and Mexico can be attributed for decline in the
world economic growth. Likewise, rise in unemployment rate in USA and Europe also helped
in slowing down the world economic growth. IMF has projected the world GDP to grow by
3.5 percent and 4.1 percent in 2012 and 2013 respectively. Economic growth rate of
developed and emerging economies for the year 2012 is estimated at 1.4 percent and 5.7
percent respectively

World Economic Growth Rate
(Annual percentage Change)
Forecast
2009 2010 2011 2012 2013 2014
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World Output -0.6 5.3 3.9 3.5 4.1 4.7
Advanced Economies -3.6 3.2 1.6 1.4 2.0 2.7
Emerging and developing 28 75 6.2 57 6.0 6.3
Economies

Developing Asia 71 9.7 78 73 79 79
Middle-East and North African 2.7 4.9 3.5 4.2 3.7 4.4
Countries

Central and East European -3.6 45 53 19 29 4.0
Countries

EU member countries -4.2 2.0 1.6 0.0 1.3 2.1

Growth rate of Nepal's neighboring countries especially that of South Asian nations, has also
slowed down in comparison to 2010. Average growth rate of South Asian countries that was
7.3 percent in 2010 got contained to 5.8 percent in 2011. IMF has estimated to remain the
economic growth rate at the same level in 2012 also. Only the two South Asian countries
namely Maldives and Sri Lanka maintained higher growth rate in 2012. India and China, that
had attained double digit growth rates of 10.6 and 10.4 percent respectively in 2010 also

registered lower growth rate of 7.2 and 9.2 percent respectively in 2011

Forcast

Country 2009 2010 2011 2012 2013 2014

Afghanistan 21.0 84 57 7.2 58 6.6
Bangladesh 59 6.4 6.1 59 6.4 7.3
Bhutan 6.7 10.6 59 7.0 99 4.0
India 6.6 10.6 7.2 69 7.3 8.1
Maldives 47 57 7.4 44 3.5 3.5
Nepal 44 46 3.5 4.2 3.8 3.9
Net Pakistan 1.7 3.8 2.4 3.4 35 3.5 Addgregate
Domestic Sri-Lanka 3.5 8.0 8.2 75 7.0 6.2 Demand :
The China 9.2 10.4 9.2 8.2 8.8 8.5 decreasing net
aggregate demand of developed

and industrialized countries indicates of the global economy not yet heading towards positive
direction. Fall In post global recession (2007-09) production and employment in developed

and industrialized countries has adversely affected the growth of net aggregate demand
Nepal Business and Trade Overview:

Nepal is a low income developing nation: GDP growth rate (FY 2010/11): 3.48
percent; Population: 26.62 million; Per capita annual income: $642. More than 75
percent of the population is under the age of 40.

Political instability, a landlocked location, challenging topography, poor
infrastructure, a weak human capital base and a long history of public
intervention in the economy are some of the impediments to economic growth.

Agriculture accounts for 35 percent of GDP and 73.9 percent of employment.
However, there has been significant migration from rural to urban areas and
overseas. An estimated 10 percent of the population is working abroad,
primarily in India, the Gulf countries, and Asia. Nepal received at least $3.5
billion in remittances in 2010, equivalent to nearly a quarter of GDP.

India accounts for 66.4 percent of Nepal’s total trade.
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In FY 2010/11, Nepal exported $895.8 million worth of goods, mainly woollen
carpet, pulses, readymade garments, polyester yarn, textile, zinc sheets and
agricultural products. Nepal’s annual imports are about $5.45 billion, mainly
from India, China, and UAE. The main imports are petroleum products,
construction materials, vehicles and spare parts.

Gradual structural change can be observed in the Nepalese economy. A trend of decreasing
contribution of agriculture and industry sectors and increasing that of services sector to GDP
is clearly visible.Nepal started planned development efforts more than 50 years ago. Despite
its long planned development efforts, Nepal still remained low —income developing country in
the world.lts neighbors have become emerging economies. China recorded continuous
double digit growth since 2005 and India is about to achieve double digit growth.India is the
main trade partner of Nepal. India occupies around 70 percent of Nepal's total trade. Trade
deficit with India has been increasing over time.The end of quota system for developing
countries in January, 2005 resulted in decrease in export. It has further pushed the overall
trade deficit and reached to 22.6 percent of GDP in 2008. The recent global financial turmail
indirectly affected Nepal through record exchange rate depreciation of Nepalese currency, it
being pegged with Indian currency. The recent sharp fall in oil prices has not been realized in
Nepal because of depreciation of currency. Currency depreciation will not benefit Nepal
rather hurt in terms of expensive import and external debt servicing

International Environment for Business and Trade:

Foreign investments could not be attracted as desired despite appropriate
policies in place. Though the country has entered into Bilateral Investment
Promotion and Protection Agreement (BIPPA) and Double Taxation Avoidance
Agreement (DTAA) with some countries for the promotion of investment,
investment has not been made as projected. As a landlocked nation, Nepal is
heavily dependent on India economically. The industrial sector employs only 3
percent of the population, while the successful cottage industries that produce
carpets and garments bring in up to 80 percent of foreign exchange earnings
from countries other than India. Exports consist largely of primary produce sent
to India, and trade with nations other than India is expanding. Imports include
industrial and agricultural inputs such as machinery, fertilizers, petroleum
products, and additional primary produce.

Agriculture constitutes most of Nepal's economy, with 81 percent of the
population engaged in farming activities that account for over 40 percent of
gross domestic product (GDP).While efforts to develop the Nepalese
economy systematically through the implementation of the govern-ment's 5-
year plans have established a basic infrastructure, the benefits have been
reaped by the urbanized, educated minority of Nepalese rather than by the rural
poor

Macro-Economic situation of Nepal:
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In spite of a difficult political-economic context, the macro-economic situation of
Nepal remains stable. The growth of GDP in 2011 is estimated to be 4%, due to
bad agricultural performance, lower remittances more difficult monetary
conditions. The economy depends highly on the trade with India. Moreover
strong barriers to its economic development still remain, in particular the poor
condition of its road, the inadequate supply of energy and water and lack of
transparency in tax administration.in response to the crisis and as part of a
macroeconomic stabilization

programme, structural reforms as planned, as well as investment in
infrastructure and an improvement in fiscal policy. Priority is given to restoring
fiscal balance strengthening the financial system.

Although Nepal has an untapped potential in hydropower and tourism.
Corruption, occasional political violence, bureaucracy, insufficient infrastructure,
unskilled workforce and a low level of transparency in the legal system tend to
discourage investors, such as India, China and the USA which are the first
positions.Forigen trade represented more than 50% of the Nepalese GDP in
2011. Although the state policies have been modified with the change of
government, the country a seems to be very egar to open its economy. The
Nepalese government is showing a special interest in establishing an export-
oriented economy. Companies exporting more than 90% of their goods are
exempted from custom duties, excise duties and sales taxes. There are major
barriers to the development of the trade, such as lack of skilled labour force,
low level of advance technology, geographical accessibility, limited domestic
market and high import duty. Nepal’s main trading partners are India, china and
the USA. The country mainly exports clothing, carpets, lether and jute products,

vegetables and cereals towards India, US and Bangladesh.
Openness to Foreign Investment:

Since the April 2008 Constituent Assembly election, Nepal has seen four
governments. The current government, formed in August 2011, is led by the
Unified Communist Party of Nepal-Maoist, supported by a coalition of regional
parties. As with previous governments, the current Government of Nepal has
continued its liberal trade and investment policies and states in its public
proclamations to foreign investors that Nepal is open for business. However,
political instability, labour unrest, continuing bureaucratic delays and
inefficiencies, pervasive corruption, and perennial power shortages create an
uncertain environment for foreign and private investment.

Nepal policy for Foreign-Trade Zones/Free Ports :
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Nepal currently has no Foreign Trade Zones or Free Trade Zones. However, in
its annual budget for FY 2008/09, the GON announced its intention to set up
Special Economic Zones in 10 different locations — Jhapa, Dhanusha, Birgunj,
Dhangadhi, Bahiaraha, Nuwakot, Jumla, Banepa, Mahendranagar, and
Panchkhal — the latter three strictly for the information technology sector.
Special Economic Zone (SEZ) legislation is currently being drafted. Under the
draft act, an industry exporting 75 percent or more of its products would be
entitled to apply for a space in a SEZ and import of raw materials and capital
goods without paying custom duties, excise taxes or sales taxes. An Industry
located in the Special Economic Zone shall be exempted fully from the income
tax for five years from the date of commencement of commercial transaction or
production, and fifty percent subsequently. The Licensee shall be entitled to full
exemption from Value Added Tax chargeable while importing machinery,
equipment, spare parts of machine, and necessary raw material.

State Owned Enterprises :

There are 30 state owned enterprises in Nepal. Since 1993, Nepal has initiated
numerous market policy and regulatory regime reforms in an effort to open
eligible government-controlled sectors to domestic and foreign private
investment. The result has been that the majority of private investment has
been made into manufacturing and tourism, sectors where there was either
very little government interest or the existing state-owned enterprises
performed miserably. However, even though some sectors have opened for
foreign investment, a large part remains under state monopoly of some form.
For instance, regulatory changes allowed 100 percent foreign direct investment
in hydropower generation, but distribution of electricity remained under state
monopoly, effectively limiting the ability of the private sector to sell electricity.
Investors face the added burden of passing through a maze of regulatory
requirements and negotiating with multiple agencies in India, while the state-
owned Nepal Electrical Authority enjoyed the advantage of using GON
influence to negotiate a deal with various Indian agencies.

The Telecommunications Act 1997 and other policies enacted subsequently
opened the sector to private investment, but the state-owned Nepal
Telecommunications Company often used its influence to deny certain
privileges to private sector telecom service operators and indirectly blocked
them from expanding their services. The Privatization Act of 1994 generally
does not discriminate between national and foreign investors; however, in
cases where proposals from two or more investors are identical, the
government gives priority to Nepali investors.

Nepal Market Challenges:

Nepal is a landlocked state, which makes market access a challenge. Surface
transport into and out of Nepal is constrained, and there is only one reliable
road route from India to the Kathmandu Valley. Unrest and general strikes have
disrupted movement of goods in and out of Nepal, although the situation has
improved over the past two years. The only seaport for entry of goods bound for
Nepal is Kolkata, India, about 650 miles from the Nepal-India border.

Political instability, including 20 governments in the past 20 years, has created
an uncertain environment for foreign and private investment
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Government of Nepal (GON) is open to foreign direct investment, but
implementation of its policies is often distorted by bureaucratic delays and
inefficiency. Foreign investors frequently complain about complex government
procedures and a working-level attitude that is more hostile than
accommodating.

Foreign investors must deal with a non-transparent legal system, where basic
legal procedures are neither quick nor routine. The bureaucracy is generally
reluctant to accept legal precedents, and businesses are often forced to re-
litigate issues that had been previously settled. Legislation limiting foreign
investment in financial, legal, and accounting services has made it difficult for
investors to cut through regulatory red tape.

Foreign investors have identified corruption as an obstacle to maintaining and
expanding direct investment in Nepal. There are frequent allegations of
corruption by Nepali government officials in the distribution of permits and
approvals, procurement of goods and services, and award of contracts.

Qualified workers are in short supply. Nepal produces technical manpower but
high unemployment and low wages compel many workers to seek jobs
overseas.

PRESENT TRADE RELATION AND BUSINESS VOLUME OF
DIFFERENT PRODUCT WITH INDIA/IGUJARAT

Nepal Present trade relation business volume of different product
with India

Nepal's geographical location and historical ties have linked the Nepalese
economy irrevocably with India. The prospect for developing export markets
with India towards south is easy as there are minimal transportation constraints
as compared to the mountainous north.

Moreover, many of Nepal's agricultural and industrial centers are concentrated
in the Terai region. In the 1950s, over 90% of the foreign trade was carried on
with India but over the years the total amount of trade between India and
Nepal has reduced substantially. Nevertheless, despite several attempts to
diversify foreign trade and make it less dependent on India, India remains the
main trading partner of Nepal.

Most of Nepal's basic consumer goods and industrial machinery and equipment
are imported from India whereas agricultural goods are exported to India.
Apart from the legal trade between the two countries, there is a huge
unrecorded trade, which is carried on between the two countries.

Nepal's trade with other countries other than India involves the transit of goods
to and from foreign countries through Indian territory.
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Therefore, the smooth transit of goods over India depends on the friendly
relations between the two countries. In 1950, under the Treaty of Trade and
Commerce between India and Nepal, India agreed to provide transit facilities to
Nepal.

Subsequently, custom duties on goods transited through India was waived, 21
border transit points provided and a warehouse in Calcutta port was made
available to Nepal for storing goods in transit. India and Nepal signed of Trade
and Transit treaties in 1960 and in 1971.

These treaties provided for most favoured nation status to each other on a
reciprocal basis and also extension of some preferences by India on a
nonreciprocal basis. In 1978, separate treaties for trade and transit were signed
between the two governments. In March 1983, this treaty was renewed, which
subsequently expired in March 1988. Since a new treaty could not be agreed
upon between the two countries, India closed all but two border entry points to
Nepal.

The 1989 stalemate in trade negotiations between the two countries, adversely
affected the Nepalese economy. Nepal's exports were subjected to high tariffs
and import from India also carried increased costs. There was an overall
shortage of essential commaodities like fire, baby food, medicines, etc.
Eventually, with political changes taking place in both the countries, the trade
and transit dispute was finally resolved in June 1990. In order to avoid any
economy difficulties, it is therefore, important for Nepal to maintain a friendly
relation with India.

Present Trade Relation:

Export in recent years has decreased.a It is due to internal conflict, restrictions
from Indian side and phasing out of Quota from 1 January 2005. Exports during
the first eight months of the current fiscal year rose by 14.1 percent reaching
Rs. 48.56 billion, and at the same time imports also rose by 16.6 percent
totaling 295.24 billion. Rates of growth in export and import in the previous
fiscal year were 5.9 and 1.3 percent respectively. As such, total trade deficit at
Mid-March of 2012 totaled Rs. 246.68 billion with an increase of 17.1 percent in
this period, compared to just 0.3 percent growth occurred in the same period
of the previous fiscal year. Rise in imports, price rise of petroleum (POL)
products, and exchange rate depreciation of Nepalese currency against US
Dollar have been the major causes behind such rise in trade deficit.

The major trade partners of Nepal are India, USA, Germany, Belgium, France,
Japan, Bangladesh, Republic of China, Italy and Singapore. India is the single
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largest trade partner since ancient times. India occupies more than 98 percent
of trade share (export as well as import) of Nepal in SAARC countries. Trade
with Bangladesh is roughly about one percent. Trade with other SAARC
countries are negligible or even no trade with some countries. Nepal has never
experienced trade balance. Nepal has only certain items to export so far such
as cotton, readymade garments, Pasmina, pulses, hides and skins, gold and
silver ornaments, handicrafts, tea, Cardamom, Niger seeds, perfume oils and
Woolen Carpets etc. Most of the exports are of the raw material in nature, large
volume and low profitable, although Nepal's export has changed from
agriculture goods in 1980s to manufactured goods after 1990s. As compared to
imports, export is decreasing over time. Flow of remittance has increased the
imports especially of vehicles, electronics, petroleum products etc whereas,
instability and insecurity has decreased the export. Furthermore, abolishment of
export quota in 2005 further worsened the trade gap. Trade deficit in the year
2007/08 has reached 22.6 percent of GDP.

Nepal’s export is confined both in terms of product diversification and
destination. Nepal exports very few goods such as Carpet, garments, paper,
vegetable fat, yarn, handy-crafts, tea, coffee, leather products etc. The main
destination of Nepalese export is mainly India, USA and European Union.
Among SAARC countries, India is the biggest export market for Nepalese
exporters. Other countries of the region have only two percent market.

Percentage of Export to Different Destinations:

Destination 2006/07 2007/08
2008/09 2009/10 2010/11

India 52.9 57| 66.6| 68.1| 70.9
Other Asia 6.18| 7.61 6.3| 5.02| 5.65
Arica 0.2| 0.99| 0.07| 0.21 0.5
America 26.02 19/13.94| 12.9|10.58
EU 13.7 14 /11.85| 12.26|10.96
Europe 0.8 1.2 1.03 1.21| 1.01
Oceania 0.2 0.2| 0.21 0.3 0.4
Total 100 100| 100 100| 100

Export to India and overseas countries in above mentioned table shows the
trend from 2006/07 to 2010/11. The export to India continuously increased and
that of overseas countries continuously decreased. The share of export to India
and overseas was 53 and 47 percent in 2006/07, it reached to 71 and 29
percent in 2009/10 respectively in a period of five years. Among SAARC
countries, India occupies almost 98 percent market. In 2009/10, export to India
was 97.7 percent followed by Bangladesh 1.2 percent, Bhutan 0.8 percent and
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Pakistan 0.3 percent. The export to America sharply decreased from 26.02
percent in 2002/03 to 10.58 percent in 2009/10. Similarly, export to European
Union decreased from 13.7 percent to 10.96 percent during the same period.
Nepal has a limited number of items to export. The major items are woolen
carpet, readymade garments, polyester yarn etc. The figure below shows the
export items in 2009/10.

Polyester Percantage of Export Iteam 2009/10
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Nepal Improt Trend:-

Over the years, Nepalese imports have increased substantially and undergone
major structural changes. Capital goods, industrial raw materials and consumer
goods are the major import items.Total imports in the period mid-July 2009 to
mid-March 2010 grew by 43.9 percent touching NRs 253.74 billion as compared
to 26.3 percent growth in the corresponding period of the previous year. Of the
total imports,

the share of India shrunk slightly from the previous year’s 56.3 percent to 54.2
percent while that of other countries grew from 43.7 percent to 45.8 percent
during this period.In US Dollar term, growth of imports, which stood at 6.6
percent in the previous fiscal year, grew by 45.4percent this year.

Imports from India recorded an increase of 38.5 percent in the period mid-July
2009 to mid-March 2010 reaching NRs 137.41 billion (NRs 116.33 billion from
countries

other than India). Imports had recorded a normal growth of 12.1 percent in the
same period of the previous year. Total value of goods imported from India
through
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payments of convertible foreign currency during the above period reached NRs
18.26 billion with a recorded growth of 40 percent. Analysis of group-wise
structure of imports of primary and manufactured items from India remains at
36.9 percent and 63.1 percent respectively in the aboveperiod while they stood
at 42.2 percent and 57.8 percentrespectively in the same period of the previous
year.

Economic Environment:

Economic environment is the important component to affect business
organization. If

the economic environment is good, the business organization can get simple
opportunities. If it is adverse, they have to face different challenges.
Government of Nepal has been trying to make the economic environment
favorable to the business organization. The economic environment of Nepal at
present can be found as follows:

Economic condition:

Nepal is an agriculture country. About 80 present of its population is engaged
in agriculture. So, the Nepalese economic system has depended on agriculture.
Nepal lies in the list of very poor countries. The per capita income of a Nepal is
230 US dollars. There is also a great inequality in the distribution of national
income. 42.7 percent population is compelled to live below the poverty line;
Nepal has adopted mixed economic system. There are socialist model business
organizations operated and controlled by the state and there are also capitalist
model business organizations operated and controlled by the private
entrepreneurs. Nepal's economy has not become fully independent as yet
greater part of annual budget depends on foreign aids. Nepal gets aids in soft
loan and donations. It is very a backward country in capital formation through
collections of saving funds and its effective mobilization. Therefore, Nepal's
financial market is in miserable conduct. A lot of effort is needed to improve
such miserable economic condition of Nepal.

Trade and Transit policy:

Government of Nepal has implemented trade policy 2049 to simplify and
regularize the foreign trade. The objectives of the trade policy 2049 are to
create open and liberal environment, to increase domestic and international
trade through increasing participation of private sector as to boost up the
contribution of this sector to the national economy, to develop trade in
sustainable way by gradually reducing trade imbalance, to expand employment
oriented trade and link it to the other sectors, to export trade and make it
competitive and sustainable. Along with this, proper import and export policy,
arrangement for foreign exchange and internal trade policy have been
implemented. Nepal has become a member of World Trade Organization- WTO.
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Government of Nepal has claimed that Nepal should get unobstructed transit
facilities. Till now, it has used Kolkata port as its transit point. Since this route is
long and expensive, TU Golden Jubilee Souvenir 147 Nepal has talked with
India to give consent to use FoolbariBagalabanda route. As a result of several
talks with Indian government, an agreement was signed in June,1997. Since
that agreement, Nepal has been using FoolbariBagalabanda route. But some
unexpected difficulties have appeared in the use of this route.

Industrial policy :
A proper and suitable industrial policy should be adopted to industrialize the

country. So Government of Nepal has adopted Industrial Policy 2049, According
to this policy government can gradually handover state ownedenterprises to
private sector and it shall not nationalize the private sector companies. The
government has adopted the policy to invest in the sectors necessary for the
national economy to which the private sectors are not attracted. The
government has also forwarded the policy to encourage private sectors to take
part in the development and management of community and private forest,
small hydropower and road, bridge, tunnel, ropeway, hospital, etc. The
industrial policy 2049 has also aimed at reducing unemployment problems by
developing employment generating industries, utilizing local resources, giving
priority to export oriented industry, amplifying industrial production and
productivity to increase contribution of this sector to the national economy. The
government has adopted the policy of industrialization for balanced
development of the nation.

Privatization policy:

Nepal has adopted mixed economy policy. Due to the failure of state owned
public enterprises to give reasonable return of the investment and failure to
contribute to the gross domestic product as expected, the government has lost
its hope towards them since the 1980s. The sixth plan has mentioned to involve
private sector in management of public enterprises. The seven plan declared to
handover all the sectors to private sectors except the defense and very
important and basic services. The industrial policy 2049 incorporated provision
for privatizing all the other sectors except very important enterprises related to
public utility and defensesectors. The policy of privatization was developed in
BS 2048 and privatization law was enacted in BS 2050 by the parliament. The
privatization policy was adopted and implemented with the objective to lessen
the financial and administrative burden on the government, to raise productivity
by increasing efficiency of public enterprise, to provide capital to the
government for alternative use, to raise economic growth rate of country
enhancing public participation on industry, and so on. The government has
adopted the policy to invest by itself in the sectors to which the private sector is
not attracted and in the sectors related to basic needs, public utility, and
defense, and nationally very important. The government has no policy to
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nationalize the private industries. Rather it is encouraging private sectors and
has given priority to free and liberal economic system

220



Trade and agreement of co-operation between Government of
india and Nepal:

The Cabinet approved the Revision of Treaty of Trade and Agreement of Co-
operation between India and Nepal in the meeting held on 1st October 2009.
Subsequently, the Treaty of Trade and the Agreement of Cooperation between
the two countries was signed on 27th October, 2009 at Kathmandu, Nepal, by
Shri Anand Sharma, Commerce & Industry Minister, and Shri Rajendra Mahato,
Minister for Commerce & Supplies, Government of Nepal. The Treaty aims at
improving bilateral trade between the two countries by increasing the mutually
agreed points of trade, expansion in the list of items included for preferential
trade, simplification of trade procedures, improving Nepalese supply capacities,
provision of two level institutional mechanisms for problem resolution etc.
Salient features of the Revised Treaty of Trade between Government of India
and the Government of Nepal are given below:-

. Several new items of export interest to Nepal have been added to the list
of primary products giving these items duty free access to India without
any quantitative restrictions. These include floriculture products, atta,
bran, husk, bristles, herbs, stone aggregates, boulders, sand and gravel.

. In the case of industrial goods produced in Nepal, article V of the treaty
provides for duty free and quota free access (on a non reciprocal basis)
except in the case of Vanaspati, Acrylic yarn, Copper products and Zinc
oxide where a quota of 10,00,00 tonnes, 10,000 tonnes, 10,000 tonnes
and 2,500 tonnes has been provided to provide protection to domestic
industry.

« Criterion for calculating value addition for granting preferential access to
India has been changed from ex-factory basis to FOB basis.

. Four additional Land Customs Stations (LCSs) will be established to
facilitate bilateral trade, namely Maheshpur/Thutibari, Sikta-Bhiswabazar,
Laukha-Thadi, and Guleria-Murtia.

. International Airport Routes connected by direct flights between Nepal
and India (Kathmandu/Delhi, Mumbai, Kolkata and Chennai).

. India would assist Nepal to increase its capacity to trade through
improvement in technical standards, quarantine & testing facilities and
human resource capacities.

. The time limit for temporary import of machinery and equipment into
India for repair and maintenance would be enhanced from three to 10
Years.

. Cross-border flow of trade would be facilitated through simplification and
harmonization of custom, transport and other trade-related procedures
and development of border infrastructure.

« Removal of discrimination in claiming tax rebates by Indian importers
from Nepal on the basis of payment modalities/currencies used for

221



payment of traded goods. This is expected to bring Indian currency at par
in treatment with any other currency being used and once in operation
and will make the duty refund procedure simpler.

. Inter-governmental institutional mechanisms at the level of Secretaries to
the Government and Joint Secretaries to be set up.

. Revised Treaty and agreement of cooperation to control unauthorized
trade for a period of 7 years for renewal as against five years earlier.
Re-export of goods imported by One Contracting Party from the Other
Contracting Party to third Countries to be allowed even if no manufacturing

activity is carried out by the importing Party.

Bilateral Trade with Nepal

(Value in US $ million)

Year Exports  Imports = Total Trade Ba_:_zir;(c:jee i
2005-06 859.97  379.85 1239.82 480.12
2006-07 927.40  306.02 1233.42 621.38
2007-08 1507.42  628.56 2135.98 878.86
2008-09 1570.15  496.04 2066.19 1074.11
2008-09 (April-Sept.) 870.48  276.40 1146.88 594.08
2009-10 (April-Sept.)* 557.45  286.60 844.05 270.85

A Treaty of Trade and the Agreement of Cooperation between the
two countries was signed on 27th October, 2009 at Kathmandu, Nepal, by Shri
Anand Sharma, Commerce & Industry Minister, and Shri Rajendra Mahato,
Minister for Commerce & Supplies, Government of Nepal. The Treaty aims at
improving bilateral trade between the two countries by increasing the mutually
agreed points of trade, expansion in the list of items included for preferential
trade, simplification of trade procedures, improving Nepalese supply capacities,
provision of two level institutional mechanisms for problem resolution etc. An
Inter-Governmental Committee (IGC) meeting on Trade, Transit and
Cooperation to control unauthorised trade was held on 27-28 January 2010.
The Indian delegation was led by Shri Rahul Khullar, Commerce Secretary. Both
sides held detailed discussion on various bilateral issues. India’s trade with
Nepal has increased substantially from US$ 1239.82million in 2005-06 to
US$1985.92 million in 2009-10. The trend in trade between India and Nepal is
given in Table 7.10.

Bilateral Trade with Nepal
(Value in US$ million)
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Year Exports Imports Total Trade Balance of
Trade

2005-06 859.97 379.85 1239.82 480.12

2006-07 927.40 306.02 1233.42 621.38

2007-08 1507.42 628.56 2135.98 878.86

2008-09 1570.15 496.04 2066.19 1074.11

2009-10 1533.31 452.61 1985.92 1080.70

2009-10 689.16 233.81 922.97 455.35

(April-Sept.)

2010-11 974.02 242.23 1216.25 731.79

(April-

Sept.)*

PESTEL analysis

Political Factors

The mass movement of April 2006 in Nepal sought to restore parliament for the
democratic process to continue and to initiate a peace process for the end of a ten-year
long armed conflict. This required the Communist Party of Nepal (Maoist) to join
democratic competition which in turn necessitated the devising of a constitution to
manage root causes of conflicts afflicting the nation. Hence, a Constituent Assembly
(CA) election, that would pave the way for an inclusive state responsive of social
diversity and sustainable peace, was seen as the compromise solution among all the
political forces. A train of processes and events was thus set off resulting in the advent
of current Nepalese politics.

A Comprehensive Peace Agreement (CPA) was signed between an alliance of the seven
political parties (six after the merger of Nepali Congress and Nepali Congress-
Democratic) and the CPN (Maoist) on November 21, 2006. An Interim Constitution
drafted and the restored parliament dissolved to pave the way for an interim legislature
and interim government that included the CPN (Maoist) in 2007. The ruling seven-party
alliance (SPA) announced substantive structural reforms, such as declaration of the
country secular, federal and republican. Civilian control of Nepal Army (NA),
nat