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I. INTRODUCTION  

Nepal is one of the least developed countries of the world with per capita income of around 
US$20. Eight consecutive periodic development plans starting from 1956 have already been 
implemented. Recently, the Eighth Development Plan (1992-97) has ended and the Ninth Five -Year 
Plan has been formulated. The stated objectives of the Plan are: sustainable economic growth and 
poverty alleviation. The main programmes drawn up for attaining these objectives include 
intensification and diversification of agricultural production and agro-processing industries, 
development of the energy sector, creation of rural infrastructure, employment generation and 
population control.  

Macro-economic stabilization has been highlighted in the Ninth Plan to ensure economic 
growth with stability. Nepal has embarked on a medium-term, extensive structural adjustment 
programme since 1986/87. It aims to move Nepal on to a higher sustainable growth path by increasing 
the participation of the private sector in economic activities, and improving public resource 
management. The Government has redirected investment in the social sector for poverty alleviation. 
The trade sector has received priority, and in that context Nepal has adopted a liberal trade policy in 
order to integrate itself effectively into the international economy, attract foreign investment, make 
domestic products competitive internationally, diversify trade, and generate employment.  

The trade policy has the following objectives: 

(i) to enhance the contributions of trade sector to the national economy by promoting  
international trade with the increased participation of the private sector through the 
implementation of an open and liberal atmosphere; 

(ii) to diversify trade by identifying, developing and producing new exportable products 
through promotion of forward and backward linkages for making export trade 
competitive and sustainable; 

(iii) to expand trade on a sustained basis through gradual reduction in trade imbalances; 

(iv) to promote trade in coordination with other sectors of the economy.  

Nepal has taken the following major steps to achieve these objectives: 

(i) liberalization of  the trade regime;  

(ii) full convertibility of the Nepalese currency (Rupee) in current account transactions; 

(iii) easier access for exports of Nepalese industrial products to neighbouring markets; 

(iv) export promotion measures.  

The foreign trade regime of Nepal in recent years has shifted towards an open and liberal 
regime as envisaged in the WTO framework. Nepal is treating all foreign investors on a non-
discriminatory basis. Furthermore, Nepal is increasingly providing national treatment to foreign 
companies, thus creating a conducive environment for healthy competition and foreign direct 
investment. The need to increase the supply of tradable items, both goods and services, to attract 
foreign investment, and to gain better market access conditions for its exports is guiding the current 
development policies as well as Nepal’s intention to integrate into the multilateral trading system. 
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II ECONOMY, ECONOMIC POLICIES AND FOREIGN TRADE 

1. ECONOMY 

(a) General description (territory, population, economic specialization, main economic  
indicators)  

Nepal is a landlocked country. It is surrounded by India to the east, south and west and by 
Tibet, an autonomous region of the People's Republic of China, to the north. The country has a 
rectangular shape and stretches from east to west (latitude of 26.22' to 30.27' and longitude 80.4' to 
88.12'). It is largely a mountainous country, as more than 83 per cent of the 147,181 sq. km. of its land 
area is either mountains or hills. The mountainous range has most of the highest peaks of the world 
including Mt. Everest. The Himalayan range in the north has compelled the country to search for 
access to the sea through India. The country has a tropical climate. About 90 per cent of rainfall 
occurs during the monsoon (June to September).  

The population of the country as of 1996 was estimated to be 21 million, and population 
density was 143 persons per sq. km. The population growth rate according to 1996 census is 
2.1 per cent.  

In Nepal, agriculture accounts for around 41 per cent of the Gross Domestic Product and 
more than 80 per cent of the employment. Rice is the major cereal product followed by maize, wheat 
and millet. Of the cash crops

 

potato, sugarcane, oilseeds, jute and tobacco are the major ones. 
Woollen carpets and ready-made garments are the leading export items that constitute about 
85 per cent of the total overseas exports. Growth in the manufacturing sector has been basically led by 
food manufacturing, beverage production and cement production. Besides, the country also 
specializes in handicrafts. Tourism has remained a major source of foreign exchange earning and is 
estimated to account for 2 to 3 per cent of the GDP. The main economic indicators are presented in 
Annex I, Table 1. 

(b) Current  Economic Situation  

The macro-economic indicators revealed a mixed performance in the Seventh 
(1985/86-1989/90) and Eighth (1992/93-1996/97) Plan period. The real growth rate during the 
Seventh Plan period stood at 4.8 per cent averaging 5.1 per cent in producer price during the Eighth 
Plan. In FY 1996/97 the growth rate dropped to 4.0 per cent. Likewise, the rate of inflation, which 
averaged at 11.6 per cent during the Seventh Plan came down to 8.3 per cent during the Eighth Plan 
period. In FY 1996/97 it was around 8 per cent.  

Government revenue increased by more than 18 per cent, on average, during the Seventh Plan 
period and stood at 11 per cent of GDP during the Eighth Plan whereas the expenditure growth 
averaged at 17.9 and 14.2 per cent of  GDP during the Seventh and Eighth Plan period respectively. 
The revenue as a per cent of GDP was 8.7 per cent in FY 1992/93 that reached 11.2 per cent in 
FY 1995/96. Similarly, expenditure as a per cent of GDP, which was 17.3 per cent in FY 1992/93, 
reached 17.8 per cent in FY 1995/96. Although revenue has been increasing, there has been only a 
modest rise in the revenue-GDP ratio. In fact, tax collection in Nepal is one of the lowest in South 
Asia.  

The external sector has witnessed a favourable balance of payments for the last decade, 
despite perennial trade deficits. The growth of exports that was 14.8 per cent during the Seventh Plan 

                                                     

 

 Cash crops refer to crops produced mainly for sale, and not for consumption by the producers.  
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period declined to 11 per cent during the Eighth Plan period. Imports grew by 19 per cent on an 
average during the Seventh Plan period increasing to 24.7 per cent during the Eighth Plan period. The 
main reason for such decline was the negative growth rate in FY 1994/95. Trade deficit also increased 
from 13.3 per cent of GDP in FY 1992/93 to 23.7 per cent in FY 1995/96. The current account deficit 
increased from 6 per cent of GDP in FY 1992/93 to 9 per cent in FY 1995/96 and narrowed down to 
5.9 per cent in 1996/97.  

Despite the current account deficit, the balance of payment showed a sizable surplus owing 
largely to the inflow of official capital in the form of foreign loans and private capital in the form of 
foreign direct investment and other short-term credits. As a result, the foreign exchange reserve of the 
banking system has increased from about US$4.5 million in FY 1985/86 to US$0.655 billion in 
FY 1994/95. At the end of Fiscal Year 1995/1996, foreign reserves amounted to US $1.236 billion of 
which banking sector reserves were US$0.717 billion with the Central Bank accounting for the 
remainder. During the first 9 months of FY 1996/97 foreign reserves amounted to US$1.113 billion. 
The current reserves (May-June 1998) of the Central Bank cover 8 months of imports.  

Rising trade deficit has also affected the current account deficit position negatively in recent 
years. Increased foreign direct investment and loans helped improve balance of payment position. The 
surplus in the balance of payment is estimated to be US$0.029 billion in FY 1996/97 compared to 
deficit of US$0.0195 billion in FY 1995/96. 

2. ECONOMIC POLICIES 

(a) Main directions of the ongoing  economic policies, tactical and strategic goals of the 
economic policies, pricing policy, economic development plans, privatization plans, 
sectoral priorities, regional development plans, etc.  

The government has opted to shift its role from direct intervention to promotion and 
regulation of economic activities. The current industrial policy allows for the development of almost 
all industrial ventures without license. Nepal encourages foreign investment in the form of joint 
venture operations and up to 100 per cent equity shareholdings in industries. There are no foreign 
exchange restrictions.   

The country has introduced full convertibility of the Nepalese rupee on current account. 
Liberalisation of the financial sector has resulted in the establishment of varieties of financial 
institutions providing specialized financial services. The establishment of commercial banks in the 
private sector, introduction of finance companies, establishment of new rural development banks, and 
evolution of a full fledged stock exchange are expected to strengthen the financial system and provide 
finance required for industrial and business expansion.  

Nepal's external sector has faced trade deficits for decades. The cumulative trade deficit, 
which stood at US$353.78 million in 1992/93, increased to US$1,164.24 million in 1996/97.   

Since 1990, the government has been reviewing the roles of the public and private sectors in 
the economy. In this context creation of legal framework for the promotion of economic activities of 
both the private and public sectors has been stressed. The government has pursued privatization policy 
whereby a number of public enterprises are being privatized. Sixteen public enterprises have already 
been privatised. Some others are selected for privatisation in FY 1997/98. Among the enterprises 
selected for privatisation are a power company, a tea estate and a national newspaper publishing 
company. Analysis of additional six public enterprises, which will possibly be privatised in FY 
1998/99, is due to start during this fiscal year. Besides, the government has adopted liberal economic 
policies for private sector participation in the infrastructure sector including transport, 
communications, power and irrigation as well as in education and health. The response has been 
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encouraging. The private sector has entered into air transportation, communications, and hydropower. 
By attracting more resources of the private sector into these areas, the government intends to focus its 
attention on the social sector.  

The government has formulated a Master Plan for the energy sector to cope with the demand 
for energy. Foreign participation has been encouraged in the sector. As a result of the government 
policy, the trend observed so far in foreign private investment is encouraging. Likewise, in the 
industry sector the government intends to promote foreign investment as it believes that it will 
contribute to diversify and increase the competitiveness of the Nepalese economy. The state's 
industrial policy is today positively committed to a liberal economic regime for the wider 
participation of the private sector.  

His Majesty’s Government has formulated the Ninth Five Year Plan starting from FY 
1997/98 to 2001/2002.The main objectives of the plan are to empower people economically and 
socially by integrating them into the mainstream of the nation's development process by alleviating 
poverty and making the nation economically prosperous. The plan which is trying to make a dent into 
the prevailing widespread poverty situation in the country aims: 

(i) to develop the agricultural sector in accordance with the Agricultural Perspective Plan 
(APP); 

(ii) to develop water resources, power, and energy to strengthen  the overall economic and 
social development base and to fulfill the needs of  various sectors through multi-
dimensional utilisation of water resources;  

(iii) to emphasize human resource and social development in the process of overall 
development in order to make proper use of available resources, national heritage and 
various opportunities; 

(iv) to develop industry and tourism sectors in order to increase production and income and 
promote the non-agricultural employment opportunities; 

(v) to develop physical infrastructures such as road, bridges, air transport, communications, 
and the like which are prerequisites for overall economic and social development.  

The Nepalese agricultural development policy is embodied in the Nepal Agriculture 
Perspective Plan (APP) adopted by the Government in 1995. The following are the main objectives of 
the APP: 

(i) to accelerate growth rate in agriculture through increased factor productivity; 

(ii) to alleviate poverty by achieving significant improvements in the standard of living 
through growth and expanded employment opportunities; 

(iii) to transform transition subsistence-based agriculture into a commercial one through 
diversification and widespread realization of comparative advantages; 

(iv) to fulfill the production of agricultural development as the base to expand the 
opportunities for an overall economic transformation; and 

(v) to identify immediate, short-term and long-term strategies for the implementation of the 
APP, and to provide clear guidelines for preparing periodic plans and programmes in the 
future. 
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The strategy for achieving the objectives of the APP has the following fundamental 
components: 

(i) concentration of public sector investment in a small number of input priorities: shallow 
tubewell irrigation, agricultural roads, easy availability of fertilizers and the technology 
system of research and extension have been identified as the priority inputs; 

(ii) concentration of efforts to facilitate intensification of agriculture: livestock,  cereals 
(paddy, wheat), citrus, apple, off-season vegetables, vegetable and flower seed, bee-
keeping products, silk, and forest products.  

(b) Monetary and fiscal policies 

Monetary Policy  

The monetary policy of Nepal is geared towards controlling excessive liquidity so as to 
control inflationary pressures, and to improve the balance of payment situation of the country. 
Accordingly, broad money and narrow money aggregates are targeted to increase in line with the 
predetermined benchmarks. The Central Bank (Nepal Rastra Bank, NRB) has given up exercising 
direct instruments of monetary control since the early 1990s and has resorted to indirect instruments 
only. In this context, open market operations has become the main instrument of monetary control in 
Nepal. Treasury bills and NRB bonds are two instruments used in such operations. Besides open 
market operations, bank rate and the cash reserve ratio are the other additional instruments at the 
command of the Central Bank for monetary control. However, they are used less frequently. The 
Central Bank has recently reduced the cash reserve ratio (CRR) of commercial banks from 12 per cent 
to 10 per cent to encourage credit flow in the private sector by the commercial banks. Similarly, 
refinance rates have declined from 11 to 9 per cent.  

Fiscal Policy  

Since the start of the 1990s Nepalese Government has pursued an ambitious tax reform 
programme with the aim of raising public savings, reducing reliance on direct taxation and to improve 
the overall efficiency and fairness of the tax system. Reforms have been undertaken to broaden the tax 
base, lower income tax rates, and to simplify the rate structure across a whole range of taxes. The 
current fiscal policy of the Government is to pursue the following major objectives: (i) reduction of 
unproductive expenditure in the public sector;  (ii) reform of the income tax structure by reducing 
high rates and broadening the tax base; (iii) reduction of net domestic borrowing to 0.5 per cent of 
GDP; and (iv) streamlining of bureaucracy. 

(c) Foreign exchange and payment system and relations with the IMF, application of  
foreign exchange control if any   

The Central Bank publishes exchange rates for its transactions and the market rate is 
determined by the foreign exchange market. Import licenses to obtain foreign currency for specific 
goods are no longer required. The present system facilitates 100 per cent of capital transfer in the 
form of foreign investment and subsequent repatriation of profit in foreign currencies. Foreign 
currency bank accounts can be freely opened. In case of the emergence of balance of payment (BOP) 
problems, the government may resort to restrictive measures.  

The Nepalese Rupee has been pegged to the Indian Rupee at the rate of NRs. 1.6 per Indian 
Rupee since February 1993, and movements in the value of the Nepalese Rupee reflect movements in 
the Indian Rupee against third country currencies. The current exchange rate is about 67.00 Nepalese 
Rupees per US Dollar (June 1998). 
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Several amendments have been made in the Foreign Exchange (Regulation) Act, 2019 (1962) 
in order to reflect the liberalisation policy. A number of money changers have been opened in the 
main cities of Nepal, and some other are in the process of approval by the Central Bank. Thus Nepal 
has effectively and successfully created a free and open financial market in the country. Moreover, it 
is worth mentioning that the Government declared its commitment to make Nepal an international 
financial services centre in its budget program of fiscal year 1995/96. To implement its program, the 
Government has formulated an act of the same title in this regard.  

In 1992/93, Nepal entered into the Enhanced Structural Adjustment Facility (ESAF) with the 
International Monetary Fund. However, it was discontinued in FY 1994/95 due to some political 
changes. The government is trying to re-enter ESAF again.  

(d) Foreign and domestic investment policy   

A major objective of national economic policy is to promote and encourage transparent and 
fair business environment for both domestic and foreign investment, and to increase the role of the 
private sector in Nepal’s development process. For this purpose, a liberal industrial policy was 
adopted in 1992, and the Industrial Enterprises Act, 1992, the Foreign Investment and Technology 
Transfer Act, 1992, and the One Window Policy of 1992 were announced. Under this policy, a high 
level committee has been formed with the Director General of the Department of Industries as its 
Coordinator in order to coordinate the activities of various agencies related to industrial enterprises. 
The major thrust of these acts and policies lies in their openness with emphasis on market-driven 
strategies, and the dominant role of private initiative and enterprise.  The Government acts as a 
facilitator to the private sector and concentrates its efforts on the development of the infrastructure 
required, as well as in guaranteeing a stable macroeconomic environment. The policies and acts 
mentioned above apply to all sectors of economic activities within the country.  

The Industrial Policy of 1992 identified foreign investment promotion as an important 
strategy in achieving the objectives of increasing industrial production, meeting the basic needs of the 
people, creating maximum employment opportunities, and paving the way for improvement in the 
balance of payment situation. Foreign investment is expected to supplement domestic private 
investment through foreign capital flows, technology transfer, and providing access to international 
markets. The first amendment of the Foreign Investment and Technology Transfer Act (FITTA), 1992 
in 1996 has opened further avenues for investors, and has also simplified the administrative 
procedures.  

Some of the salient features of the Industrial Enterprises Act, 1992 and of the Foreign 
Investment and Technology Transfer Act, 1992 (as amended) are: 

(i) foreign investment requires an approval from the Department of Industry.  A person 
desiring to avail the foreign investment or technology transfer shall be required to make 
an application to the Department. It grants permission in accordance with decision of the 
Industrial Promotion Board within 30 days from the date of application; 

(ii) foreign investors are allowed to hold 100 per cent ownership in industries; 

(iii) foreign investment is open in every sector of economic activities, except for very few 
sectors such as cottage industries, arms and ammunitions, security printing currencies 
and coinage, retail business, travel and trekking agencies, consultancy services, etc. 
(Specified in Annex of the Industrial Enterprises Act, 1992); 

(iv) technology transfer is encouraged in all public enterprises of industries; 
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(v) the law prohibits nationalization of any private sector industries; 

(vi) the Government does not intervene in fixing the prices of industrial products in the 
private sector industries.  

The statutory provision of FITTA guarantees full repatriation of the amount received from the 
sale of equity, profits, or dividends and interest on foreign loans, and the repatriation of the amount 
received under an agreement for the transfer of technology.  

Foreign investors will be granted a business visa until their investment is retained. Resident 
visa will be provided for a foreign investor, who, at a time, makes an investment in excess of 
US$100,000 or equivalent and retains it.  

Nepal is a member of the Multilateral Investment Guarantee Agency (MIGA), has signed 
Reciprocal Encouragement and Protection of Investment Agreements with France, Germany, and the 
United Kingdom, and is underway to conclude such agreements with a number of other countries.  
Agreements avoiding double taxation have, moreover, been reached with India, Norway, and 
Thailand. 

(e) Competition policy   

In Nepal, currently there is no specific legislation on competition but the Government feels 
the need to introduce legislation to guarantee free and fair competition in the country. 

(f) Privatization policy  

In 1992, HMG Nepal launched a comprehensive privatization programme. The current 
privatization process is ruled by the Privatization Act, 2050 (1994).  During the first stage of this 
programme, ten public enterprises were privatized; among them: Bansbari Shoes and Leather Factory 
(BSLF), Bhrikuti Paper Mill (BPM), Brick and Tile Factory Harisiddhi (BTFH), Nepal Film 
Development Corporation (NFDC), Balaju Cotton Factory (BCF), Raw Hide Collection and 
Development Corporation (RHCDC), Nepal Bitumin and Barrel Industry (NBBI), and Nepal Lube Oil 
Limited (NLOL). In the second stage of the process, since September 1995, two companies, 
Raghupati Jute Mill and Nepal Foundry have been sold. Leasing arrangements have been agreed for 
two other enterprises—Bhaktapur Brick Factory and Biratnagar Jute Mill. Nepal Coal Limited will be 
transferred to employees. HMG has listed 25 more enterprises for privatization in the near future, 
including some large-scale ones. In the financial sector, HMG has sold 10 per cent of its equity shares 
in Nepal Bank Limited (NBL), lowering government ownership to 41 per cent.   

HMG has also established a Privatization Unit in the Ministry of Finance for the supervision 
and coordination of the privatized SOEs (State-owned Enterprises). This unit is also responsible for 
the selection of other SOEs which have to be privatized. At present HMG has privatized 16 public 
enterprises and privatization process is still underway. 

3. FOREIGN TRADE IN GOODS AND SERVICES  

(a) Volume and value of trade  

The total volume of trade is increasing in a progressive manner. In absolute terms, total trade 
increased from US$896.39 million in 1992/93 to, US$1532.43 million in 1995/96 and increased to 
1882.0 million in F.Y. 1996/97. As a percentage of GDP, total trade, which stood at nearly 22 per cent 
in 1980/81, increased to 23.3 per cent in 1990/91 and further to 39 per cent in 1995/96. The shares of 
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exports and imports in total trade stood at 20 per cent and 80 per cent respectively in the year 
1995/1996 and was 19.1 and 80.9 per cent in FY 1996/97. 




