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12.0 OBJECTIVES 

This unit provides an introduction to the economy and the society ofNepal. It presents 
an analysis of the economic backwardness of Nepal and its various economic sectors. 
The demographic structure, the ethnic groups and the social structure of Nepal are 
discussed in detail. After going through the unit you will be able to: 

Analyse the complex ethnic and social structure of Nepal; 

Describe the status of the economy; 

Explain the development objectives of five year plans and their impact; and 

Explain the reasons behind Nepal's special trade relationship with India. 

12.1 INTRODUCTION 

Nzpal is situated in the Himalayas sandwiched between two powerful countries of 
Asia, India in the south and China it, the north. An isolated, agrarian society until the 
mid twentieth century, Napal entered the modem era in 195 1 with the restoration of 
monarchy. At that time, Nepal did not posses any significant infrastructure for 
modemisation. There were hardly any schools, hospitals, roads, telecommunications, 
electric power, industry or civil service. With planned economic development efforts, Content Digitized by eGyanKosh, IGNOU
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Nepal has made progress towards sustainable economic/growth. Yet, the country Economy and Society 

ranks among the world's poorest countries with a per cap* income of,ust over $240. in Nepal 

Nearly half of its population lives below the poverty line. 

Nepal is primarily an agricultural nation. It has a feudal society with well-defined 
social stratification. The diverse ethno-religious mix of people provides Nepal with a 
unique cultural heritage. We will first examine the ethnic composition of society in 
Nepal. Later, we will examine the inherited and prevailing economic conditions, and 
evaluate the impact of development plans. 

12.2 LAND 

Nepal is very mountainous and hilly. Roughly rectangular in shape, about 650 kilometres 
long and about 200 kilometres wide, Nepal is the third biggest country in South Asia, 
with an area of 147,181 square kilometres of land. Nepal is a land-locked country, 
surrounded by India on three sides and by China's Xizang Autonomous Region (Tibet) 
to the north. It is separated from Bangladesh by an approximately fifteen kilometre - 
wide strip of India's state of West Bengal, and from Bhutan by the eighty-eight- 
kilometre-wide Indian state of Sikkim. Due to its confined geographical position, Nepal 
is almost totally dependent on India for transit facilities and access to the sea-that is, 
the Bay of Bengal. 

Despite its small size, Nepal has great physical diversity, ranging from the Terai plain- 
the northern rim of the Gangetic Plain situated at about 300 meters above sea level in 
the south-to the almost 8,800-meter-high Mount Everest, locally known as Sagarmatha 
(its Nepali name), in the north. The country is commonly divided into three broad 
physiographic areas: the Mountain region, the Hill region, and the Terai region. All 
three parallel each other, from east to west, as continuous ecological belts, occasionally 
bisected by the country's river systems. 

The Mountain region or Parbat is situated at 4,000 meters or more above sea level to 
the north of the Hill Region. Some of the world's highest peaks are located in this 
region. The region is sparsely populated, and whatever farming activity exists is mostly 
confined to the low-lying valleys and the river basins, such as the upper Kali Gandaki 
Valley. 

South of the Mountain range is the Hill or Pahar region. With altitudes ranging from 
1,000 to 4,000 meters, this region includes the Kathmandu valley, the country's most 
fertile and urbanized area. Two major ranges of hills, commonly known as the 
Mahabharat Lekh and Siwalik Range (or Churia Range), occupy the region. Although 
the region is geographically isolated and has little agricultural potential, the region has 
been historically the political and cultural centre ofNepal. The Kathmandu valley and 
t l~e  lower hill regions are densely populated. 

South of the Hill region, stretching along the Nepal-India border is the Terai region. It 
is a lowland tropical and subtropical belt of flat, alluvial land. Commencing at about 
300 meters above sea level and rising to about 1,000 meters at the foot of the Siwalik 
Range, the region is the life line of the country. Rivers rising in the Himalayas emerge 
in the Terai and continue southward, some ofthem becoming tributaries of the Ganges 
in northern India. The region is susceptible to flooding, which occurs regularly with the 
summer monsoon runoff from the mountains. The fertile soils of the Terai make it the 
richest economic region, both in terms of farm and forest land. It has become the most 
coveted internal destination for the land hungry hill peasants. Nearly half ofthe country's 
population lives in this region. 

12.3 SOCIETY 

According to 2003 estimate, Nepal has a population of 26.5 million with 13.58 million 
males and 12.88 million females. Since the 1950s, population has been rising at an Content Digitized by eGyanKosh, IGNOU
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average rate of more than 2 percent per annum. ihe major factor contributing to the 
increase of population is high birth rate, decline in the infant mortality rates and increase 
in the average life expectancy. The 2003 estimates put the birth rate ofNepal at 32.46 
births per 1000 population, whereas the death rate stands at 9.84 deaths per 1000 
population. 

There is a geographic vwiation in the population growth. It is observed that the western 
part of Nepal gained more population as compared to the eastern part both in the 
mountainous and Terai region. The central part of the Hill region has also recorded the 
highest growth of population. This trend of population growth started in the 1970s and 
is likely to continue in future also. The highest densities were recorded in Kathmandu, 
followed by Bhaktapur, Lalitpur and Dhanusha districts. The mountainous regions, 
however, have low population densities. 

As a result of rapid population growth, there has been a progressive deterioration of 
the ratio of people to cultivable land. In the Hill region, population pressure has led to 
the depletion of forest cover for crops, fuel, and fodder. The forest cover in the Tarai 
region is also rapidly vanishing with the migration of the land hungry hill people. 

Since the 1950s, the government of Nepal has emphasised control the population 
growth by integrating planning programmes with the programme of general health and 
welfare ofthe mother and child, encouraging two children per family norm, promoting 
women health and education and improving the status of women in the society. 

12.3.1 Ethnicity and Caste 

Nepal is a nation said to be "materially poor but culturally rich". Because of its 
geographical location, Nepal has been a meeting point of races. From India came the 
Indo-Aryan or Caucasoid peoples, and from Tibet came Mongoloid or Tibeto-Burman 
peoples. The Mongoloid racial groups generally reside along the eastern part ofNepal. 
The Sherpas and Tamangs belong to this stock. They generally practice Buddhism. 
The Indo-Aryans predominantly inhabit the western part ofNepal. There is a mixture 
of both these races in central part of Nepal. Some prominent ethnic groups here are 
the Newars, Rais, Limbus, Gurungs, and Magars. 

Nepali people can be broadly categorized into two main cultural groups: Parbatias (hill 
people) or Gorkhalis and the Madhsias. The Parbatias belong to the mountain culture 
of Nepal that is the hill valley culture which has been a syncretism of two religio; 
cultural streams- Buddhism from Tibet and Hinduism from India. The Madhsias, on 
the other hand, belong to the culture of the plains, that is, the culture of the Indian 
states of Bihar and Uttat Pradesh. The two groups differ in their language and dre'ss 
with the Parbathis speaking Nepali and the Madhsias speaking the dialects of Hindi, 
that is, either Maithili or Bojpuri or Awadhi. 

Within the category of the Parbathis there are a number of cultural collectivities like 
the hill Hindus, Newars, Tamangs, Kiratis, Gurungs, Magars and Limbus, Sherpas, 
Sunwars, Sunthals and Thakalis. 

The Hill Hindus are largely the people of Indian origin and have migrated to Nepal 
around the fourteenth century. They are large in number but are widely dispersed. 
Although the hill Hindus and the Terai Hindus follow the same religion, they differ in 
their language and culture. Like the other people of the hills, the hill Hindus speak 

+> 
Nepali and share hill culture, but the Terai Hindus speak one of the dialects of Hindi 
and are under the influence of the culture of the plains. 

Among the hill Hindus, Chhetris and the Brahmins are the dominant castes. They 
constitute about 15 perqent and 12 percent of the population of Nepal. The Takuri 
sub-caste of the Chhetris constitutes the ruling elite of the country. Both the royal 
family and the Ranas, who ruled Nepal for more than a hundred years, are of the 
Chhetri caste. The Brahmans provide the country's intelligentsia. Content Digitized by eGyanKosh, IGNOU
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The Newars are the indigenous people and are concentrated in and around the 
Kathmandu Valley. The Newars who are about three percent of the population have 
their own language called Newari. They were originally Buddhists, but a large number 
of then1 have adopted several aspects of Hindu caste system. The Newars trace 
their ancestry to the Lichavi rulers and have been prominent in Nepali society as 
merchants and government administrators. They have a high rate of literacy. 

The Magars, who constitute over seven percent of the population of the country, are 
the largest indigenous ethnic group of Nepal. They speak Magar, Kham and Tarali 
languages. Chiefly residing in the western and central parts, tAey have close affinity 
with the Gurungs. Those living in the north practice Buddhism while those in the south 
have adopted Hindu practices. The Magars traditionally engaged in subsistence 
agriculture, pastoralism and day labour. Like the other martial ethnic groups from the 
hills of Nepal, such as the Gurungs, Rai of Kiratis, the Magars are prominently 
represented inNepal's military, as well as in theBritish and Indian Gurkha regiments. 

Tamangs and Kiratis are about five and three percent of the population respectively. 
The Gurungs, Limbus, Sherpas, Sunwars, Santhals and Thakalis are small in number 
accounting for one to two percent each of the population. These groups traditionally 
practiced a form of Lamaist Buddhism which mixes Buddhist tradition with pre- 
Buddhist practices of BBn religion. 

12.3.2 Religion 

Nepal is a Hindu kingdom, and the king is looked upon as the protector and is deified 
as the earthly manifestation ofthe Hindu god, Vishnu. This central place of Hinduis~n 
in Nepal's political set up has been accepted by all segments ofthe population. 

Before the advent ofthe Gorkha rule in tlie I 8th century, Buddhism was a flourishing 
religion in the region. The Gorkha rulers projected Nepal's distinct identity as Hindu 
state. The Hinduisatio~i of the kingdom was completed by the Rana rulers who brought 
the various ethnic groups into the Hindu social hierarchy through the Civil Code of 
1854. 'The codification and standardisation of religious and social practices led to the 
assimilation of many ethnic groups into the dominant Nepali culture. A vast majority 
of today practice a syncretic blend of Hinduism, Buddhism and/or animist traditions. 
They worship the same gods/goddesses and celebrate some festivals commonly. 

With the introduction of democracy, many ethnic and minority religious groups have 
started asserting their group identities. The impact of tliese identity movements is 
reflected in the celisus reports of 1991 and 2001 . People identified as Hindus decreased 
from 86.5 percent to 80.6 percent. The 2001 census identified l l percent of the 
populatio~i as Buddhists and 4.2 percent as Muslim. About 3 percent ofthe population 
follows the indigenous Kirant Mundum religion. Christianity is practiced by less than 
0.5 percent of the population. 

12.3.3 Language 

There are 125 different documented languaqes spoken in Nepal. These belong to two 
distinct language sub groups-the Indo-European and the Tibeto-Burman languages. 
Nepali, the national language ofNepal, was formerly known as Gurkhali or Khaskura. 
It belongs to the Indo-European language subgroup. It is written in devnagiri script. 
Maitliili, Bho-jpuri, Awadhi, Tharu, Danuwari and Majhi are the second group of 
languages belonging to Indo-European language subgroup, which are spoken by the 
people residing in the Tarai. 

The languages belonging to the Tibeto-Burman language subgroup are spoken by tlie 
ethnic groups residing in the mountainous areas. Tibetan language and its dialects are 
spoken by the Sherpas and the Bhotiyas or Tibetans residing in Nepal. Apart from 
these two families of languages some minor language groups are also found. They 
are Satar, whicli belong to the Munda family and Dhangar, which belong to the 
Dravidian family. 

Economy and Society 
in Nepal 
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In  195 1, the National Education Commjssjon set up by the government recommended 
the use ofNepali as the medium of instruction in all schools. Since then, the government 
has used every means possible to unite the kingdom under one language. By the 
1990s, an overwhelming majority, nearly two thirds of the people, were speaking the 
language. However, for many minorities and ethnic groups, language has become a 
powerful means to achieve their potitical ends- to have a due share in the central 
decision making process. Since the introduction of multiparty democracy in the 1990s, 
they have launched demaratic struggles to oppose the dominant role ofNepali language 
and demand equal status for all languages. Several local government institutions have 
already begun to use local languages as official languages. The government has 
recognized some languages such as Hindi, Newari, Gurung, Ljmbu, Gorkha as national 
languages. 

Check Your Progress 1 

Note: i) Use the space given below for your answers. 

ii) Check your answer with the model answer given at the end of the unit. 

1) Describe the religious composition of society in  Nepal. 

........... 2) Among the indigenous ethnic groups, the most influential one is the .while 
the largest group is ............................. 

12.4 ECONOMY 
Nepal's modern history of political and economic development began with the end of 
the family rule ofthe Ranas and the establishment ofconstitutional monarchy in 195 1. 
The new democratic government virtually had no modern means of development. All 
that was inherited from the despotic regime was a weak transport and communication 
system, a few educational institutions and an antiquated bureaucracj. As educational 
opportunities were limitgd to a few colleges in townships and some traditional schools, 
only two percent ofthe population was literate. The economy, which was self-sufficient 
at the bare subsistence level, was already facing the problem of population growth. 
Cultivable land was limited and non-agricultural employment opportunities were limited 
to those provided by the armed forces and a few industries that were set up in the 
Tarai region in the 1940s. It is in these circumstances that modern Nepal embarked 
upon the task of economic and social development. 

12.4.1 Planned Economic Development 

In the early phase of the new constitutional set up, there were differences between 
the king and the leaders of political parties. However, there was a consensus on the 
need for economic development and modernization of the country. The five year 
plans adopted since 1956 generally strove to increase output and employment; develop 
the infrastructure; attain economic stability; promote industry, commerce, and 
international trade; establish administrative and public service institutions to support 
eco~~omic development; and introduce labour-intensive production techniques to alleviate 
underemployment. The social goals of the plans were improving health and education 
as well as encouraging equitable income distribution. 

Each plan had different developme~~t priorities. The first four plans accorded top 
priority to the develop~ent of infrastructure. This was done with a view to facilitate 

8 the smooth movement ofgoods and services within the country and expand the domestic 
market. These plans did not increase the per capita inco~ne nor have much impact on 

-- 
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poverty levels. The agricultural sector, which contributed 56 per cent of the GDP. 
remained more or less stagnant. This forced the planners to alter the development 
priorities. The fifth and sixth plans (1975-85) addressed the problem of poverty and 
accorded high priority to agriculture. In spite of significant increase in the production 
of cash crops such as sugar cane and tobacco, the economic growth stagnated because . 
of losses incurred by the public sector enterprises. During the seventh plan period, the 
government adopted economic policies prescribed by international financial institutions 
such as the International Monitory Fund and the World Bank. The plan sought t a  
encourage private sector and local government participation in the economy. For the 
first time, the plan set goals to meet basic needs of people. Forest and soil conservation, 
development of water resources, export promotion, development of tourism, population 
control, and domestic resource mobilization were accorded priority. 

These development plans were overwhelmingly financed from external sources. Initially, 
foreign assistance came in the form of grants and loans. The main donor countries 
were India, United States, China, Japan, Soviet Union, and other developed countries. 
Since the 1970s, multilateral assistance programmes of the World Bank and the Asian 
Development Bank began to play an important role in financing these development 
plans. 

A critical assessment of the planned development efforts under the party-less panchayat 
system (1961 -1 990) reveals that overall the five-year plans failed to fulfil their purpose. 
Despite the expansion of roads, enhanced power generation capacity, increased 
irrigation facilities, improvements in literacy rates and health care, the rapid growth of 
population could not be checked. As a result, the per capita income remained low. 

' Moreover, there was large-scale income disparity among the masses. The poorly 
implemented plan also resulted in increased regional disparity between the mountainous 
areas and the Tarai region of the country. This was primarily due to unequal investments 
in various geographic areas, which also adversely impacted the fragile ecosystem of 
the country. Apart from this, the planning process failed to generate public participation 
as all the decisions were taken by politicians and bureaucrats who were influenced by 
foreign aid donors. The members of the National Development Council and the National 
Planning Commission, the principal organs in planning remained unaccountable to the 
people. 

12.4.2 Economic Reforms in the 1990s 

After the installation of multiparty democracy, the structural programmes initiated in 
the past few years were carried forward under the enhanced structural adjustment 
facility'(ESAF) of the IMF with the objectives of a 5 percent annual increase in the 
GDP growth. The Eighth five year plan (1992-97) formulated by the first democratic 
government led by Nepali Congress set the target of bringing the level of poverty 
(defined as a level of income enough to consume 2124 calories of food and other 
minimum non-food items.) from 49 percent to 42 percent. The plan drew a long-term 
perspective plan for agricultural development, sustainable development, reduction in 
regional imbalances and resource conservation. 

During this plan period, far reaching market oriented economic reforms were introduced. 
The government enacted the Privatization Act and accompanyi..,: regulations and 
guidelines with the objectives of reducing the burden on the government and releasing 
resources to other sectors. Wide ranging financi~' r ~ ~ ~ ~ ~ a s  were also introduced to 
strengthen the liberalization process. Nepali currency was made fully convertible in all 
current account transactions. Monetary policy was improved to increase domestic 
resource mobilization, enhance efficiency of capital and provide credit to the priority 
and productive sectors. The trade policy in the changed context had the objective of 
reducing the trade imbalance through improved import management, export promotion 
and diversification. 

As a result ofthese policy initiatives, cottage and small-scale industries, an important 
source of employment, grew at a n ~ m u a l  rate of 11 percent. Tourism, which is the Content Digitized by eGyanKosh, IGNOU
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backbone of the Nepal,&se economy, grew at an average annual rate of six and half 
percent during the period. Despite the failure of the agricultural sector, the cou~ltry 
registered an overall economic growth of 4.65 percent per annum. 

The Ninth plan (1998-2002) carried forward the structural changes initiated during 
the previous plan. An ambitious long-term development plan was also drawn to make 
Nepal into a competitive, competent and technologically oriented society. However, 
political instability and the violence unleashed by the Maoist insurgency movement 
during this period have adversely affected the development in all sectors. The GDP 
recorded a negative growth rate or remained stagnant at less than five percent; tourism 
suffered a set back, industrial productivity declined as a result of labour and political 
unrest. Nepal's export earnings from readymade garments, pashmina products, and 
woollen carpets suffered due to slow-down in demand from abroad. Despite the 
growing trade deficit, Nepal's balance of payments has increased due to money sent 
home from Nepalese working abroad. 

12.5 ECONOMIC SECTORS 

12.5.1 Agriculture Sector 

Agriculture is the mainstay ofNepalese economy. It provides livelihood to approximately 
80% of the population and accounts for 45% of the Gross Domestic Product (GDP). 
Due to rugged terrain, only 20 percent of the total land is arable. In fact, Nepal has the 
lowest per capita arable land (0.1 7 ha) in the world. Agriculture is mainly confined in 
the Tarai region ofthe country, whereas the cultivation in mountainous region is mostly 
for local consumption. Agricultural products include rice, corn, wheat, sugarcane, root 
crops, etc. Rice is the most important crop as it is the staple diet ofNepal. From the 
fifth five-year plan agriculture was given top priority. In order to increase the agricultural 
production and diversify the agricultural base, the government has focused on improving 
irrigation facilities, providing credit facilities to the farmers and encouraging the use of 
high yielding varieties of seeds, fertilizers, insecticides and pesticides, etc. Despite 
these measures, agriculture grew at a dismal rate of 2.4% and failed to keep pace 
with the population growth rate, which was to the tune of 2.6% per annum. The 
absence of efficient distribution system and environmental degradation due to 
unscientific agricultural practices also adversely affected the agricultural progress in 
Nepal. 

12.5.2 Land Reforms 

Nepal is predominantly an agricultural society with limited arable land. Access to land 
and the farm size have an important bearing on economic development. However, 
land in Nepal is held by a handfbl of people, a legacy ofthe feudal system the dominated 
the region for long. In the mid 1960s, the government embarked upon the twin policy 
of land reforms and land settlement. The basic purpose of land reform was to protect 
the tenant farmers, take away excess holding from landlords and distribute property 
to farmers with small holdings and landless households. The Agricultural Reorganisation 
Act of 1963 and the Land Reform Act of 1964 emphasised security for tenant farmers 
and put a ceiling on land holdings. At around the same time, land development and 
settlement programmes were initiated to bring additional land under cultivation and 
settle the landless and small farmers. Unfortunately, all the land reforms and resettlement 
programme had lots of loopholes, which hampered the effective implementation of 
the programmes. A Wbrld Bank Survey estimated in 1991 that 5 percent of the owners 
control about 40 percent of the cultivated land, while 60 percent of the population 
controls only 20 percent of the cultivated land. Since the late 1970s, the government 
has initiated schemes specifically to help the small farmers, but once again with limited 
impact. I 
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I 12.5.3 Industry 
Nepal has a limited industrial base. Industries contribute nearly 20 percent of the 
GDP. Most of the industries are agro-based industries like sugar, jute and tea. Other 
industries are dependent on the raw materials, which are imported from abroad, 
especially India. The major manufacturing industries are jute, sugar, beer, oilseeds, 
carpet, garments, cigarette, shoes, matches, chemicals, paper, etc. Most of the 
manufacturing industries are small-scale or cottage in nature. Intermediate and capital 
goods industries are very few in Nepal. 

Majority of the manufacturjng industries of Nepal are located in the Kathmandu and 
in the eastern Terai region. The large-scale enterprises are concentrated in the 
Kathmandu valley, Hetauda, Birganj, Janakpur, Biratnagar and Jhapa. Textile, 
engineering, construction, food processing industries, timber and forest-based industries, 
sugar, cigarette, match and metal works industries are the prominent industries in this 
industrial corridor. A few industrial centres like Nepalganj, Birganj, Biratnagar, Janakpur 
and Bhairawa are situated close to the Indian railheads providing an easy access to 
Calcutta and other Indian markets. Apart from Hetauda, which was established as a 
new industrial centre, the geographical pattern of industries remained the same despite 
government's policy to bring about balanced regional industrial development. 

12.5.4 Industrial Policies 

Nepal endeavoured to promote industrial development by encouraging investments in 
different industries. The 1957 Industrial Policy statement declared many steps to 
enhance industrial investments like tax relief for new ventures, repatriation of profits 
by forei- lestors, development of infrastructure, suitable labour legislation, providing 
power z .w material at low and confessional rates, providing land for establishing 
industrial plants, tariff protection, etc. The Industrial Enterprises Act of 1961 offered 
10 years tax "holiday" for new venture and various other incentives to encourage 
industrial investments. In the 1960s, the industrial estates of Balaju, Hetauda and 
Patan were established to promote industrialization. The government also encouraged 
the establishment of public sector undertaking as it realised that private industries 
were incapable of meeting the goals of industrial growth. In 1985-86, the industrial 
policy was reviewed. The new policy simplified registration p d u r e s  for the industries, 
emphasised resource-based industries, provided incentive to export oriented industries. 
The government also initiated the privatisation process. However, due to low level of 
profits in the public sector undertakings, there were few takers of the shares of these 
undertakings. Since the liberalisation of the economy in the early 1990s, there are 
efforts to strengthen the participation of the private sector in the industrial development 
of the country. 

One of the major causes for low level of industrialisation is inadequate capital for 
investment. Other reasons include the geographic remoteness of the country, limited 
market base, lack of natural resources, untapped energy resources like hydro-electricity, 
paucity of skilled labour, absence of entrepreneurial and technical skills, high level of 
import dependence. Despite providing incentives, Nepal failed to attract foreign 
investments in the industrial sector. \ 

12.5.5 Tourism 

Tourism is the largest industry of Nepal, attracting 15 percent of total foreign exchange 
earnings of the country. It provides direct and indirect employment to over 300,000 
people in Nepal. Nepal is endowed with natural scenic beauty, rich cultural heritage 
and diverse sites for sightseeing and adventure opportunities. Tourism was introduced 
in the 1950s, which got a further boost when restrictions on the entry of the foreign 
nationals were lifted. Since then there has a steady rise in the number of tourist visiting 
Nepal from all over the world. Most of the tourists are however, from Asia especially 
from India followed by Japan. The tourists come for holidaying, trekking and 
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mountaineering purposes. In the recent years, the slowing down of global economy, 
Maoist insurgency and terrorist attacks in different parts of the world have adversely 
affected the flow of tourist in Nepal. 

Foreign trade of Nepal is characterised by the import of manufactured products and 
export of agricultural raw materials. Nepal exports carpets, garments, leather goods, 
jute goods and grains. Imports into Nepal mainly consist of gold, machinery and 
equipment, petroleum products, fertilizers, etc. India is the main trading partner of 
Nepal. Nepal exports nearly 48 percent of its goods to India followed by United 
States and Germany with 26 percent and 11 percent of the total exports of Nepal 
respectively. Similarly, Nepal import 39 percent of its goods from India followed by 
Singapore with 10 parcent and China with 9 percent of the total imports. To increase 
exports, Nepal had undertaken many fiscal and monetary measures like Export 
Entitlement Programme and Dual Foreign Exchange rate together with tax relief and 
cash grants. Imports however, have registered an increase over the years. In 1989, 
Nepal initiated the Structural Adjustment Programme to address among other things, 
the trade deficit and sought to increase the economic development of the country. 

NEPAL-INDIA TRADE RELATIONSHIP 
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 centres are 
concentrated in the Terai region. In the 1950s, over 90% of the foreign trade was 
carried on with Indiq 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; where as 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. 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, 2 I 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 Qeaties in 1960 and in 1971. These treaties provided for most 
favoured nation statqps 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 econopy. 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 salfk firel, baby fwd, 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. 
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I check Your ~ l o g ~ s s  2 Economy and Society 
in Nepal : 

I Note: i) Use the space given below for your answers. 

ii) Check your answer with the model answer given at the end of the unit. 

I 1) The main objective of the early five year plans was 

I 2) Which is the most important trading partner of Nepal and why? 

I 3) What is the impact of high population growth on Nepali economy? 

LET US SUM UP 
In this unit, we have seen that Nepal has three distinct latitudinal geographical regions. 
As a landlocked country with no direct access to sea, Nepal had to experience many 
difficulties in the form of delays, damages and planning and investment uncertainties. 
The constraints in the transit facilities are a disincentive for exports. Moreover, Nepal 
depends on imports for the development of all its sectors. A higher transit cost also has 
a negative impact on development targets and in reducing input costs to control inflation. 

United Nation has declared Nepal as one of the poorest least developed nations in the 
world with neqly half of its population living below the poverty line. Nepal is primarily 
an arrricultural nation. It has a feudal societv with well-defined social stratification. As 

I 
w 

we saw, the diverse ethno-religious mix of people provides Nepal with a unique cultural 
heritage. 

With monarchy giving way to multiparty democracy, both Nepalese economy and 
society are gearing towards massive changes. However, as we noted, political instability 
and high growth rates of population remain the main stumbling blocks. 
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I Country Profiles: 
Nepal, Bhutan 12.9 ANSWERS TO CHECKYOUR PROGRESS 

EXCERCISES 
Check Your Progress 1 

1) Religion occupies an integral position in Nepalese life and society. Although Nepal 
is constitutionally declared as a Hindu state, there is a great deal of intermingling 
of Hindu and Buddhist beliefs. However, latest census identified about 80 percent 
of the population as Hindu, 1 1 percent as Buddhist and 4 percent as Muslims. 

2) Newars; the Magars 

Check Your Progress 2 

1) Development of Infrastructure 

2) India is the most important trading partner of Nepal because 48% of Nepal's 
exports are destined for Indian markets and it imports 39% of its goods from 
India. Moreover, geographically also, it is easy and beneficial for Nepal to increase 
its trading relation with India. 

3) As a result of rapid population growth, per capita income has remainM more or 
less stagnant. The deteriorating land-people ratio has led to the depletion of forest 
cover for crops, fuel, and fodder. 
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