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negotiable asset to large investors in the 
form of charges upon or shares in the 
managing agency commission; 

(ii) in a joint venture (with Indian 
or foreign partners), all partners can 
have the satisfaction of participation in 
financial and managerial control; and 

(iii) in a joint family, it is easier to 
raise controlling (or promoter's) equity 
if all the members are technically en
titled to have a say even though active 
management is entrusted to one or a 
few members. Besides, as the contri
bution of promoters to the equity 
capital steadily declines and larger pro
portions are raised from financial insti
tutions and outside investors, managing 
agency agreements become all the more 
necessary (especially for new entrepre
neurs) for retaining control over the 
managed companies). While fully ap
preciating these arguments, I am far 
from convinced that they amount to a 
case against the gradual abolition of the 
managing agency system. 

The practice of giving shares in the 
managing agency commission in return 
for financial support to new ventures 

Nepal's Foreign Trade 
K Prasad 

Nepal's foreign trade has expanded rapidly; the expansion is likely to be maintained in view of the deve
lopment programme launched by the country. 

Though imports and exports have both increased, exports have lagged behind so that the trade deficit has 
tended to widen. 

As Nepal's principal trading partner, India has accounted for the largest share of the increase in Nepal's 
imports and exports. With India, too, Nepal's trade deficit has increased. 

However, there is a considerable volume of export of goods from Nepal to India which is not officially 
recorded. If account is taken of this, Nepal's trade deficit with India will turn out to be far smaller than what 
is recorded by official statistics. 

|N Nepal, as in many other develop-
ing countries, the non-availability 

of basic statistical data constitutes a 
major obstacle to formulate realistic 
development plans. The awareness of 
this limitation has prompted the Gov
ernment of Nepal to make an all-out 
effort to gather basic economic data 
by conducting a number of surveys 
and censuses. As a result of active 
interest taken by the Government, eco
nomic data have recently started be
coming available in such fields as 
national income, population, agricul
ture, prices, foreign trade, etc. The 
Central Bureau of Statistics of the 
Government of Nepal has very recent
ly published foreign trade statistics. 
The statistics published, though they 
relate to the period 1957-58 to 1960-61, 

has practically withered away since the 
IFC and the ICICI got into stride. The 
remnants of this practice are either de
vices to avoid taxation or, as in the 
case of DCM, an ingenuous way of 
providing incentives to senior executiv
es without the controlling family 
divesting itself of the managing agency 
rights. Managing agents cannot have 
the argument both ways: that their re
muneration is low compared to the 
comprehensive services which they 
provide but high enough to make it a 
negotiable asset. As for all partners 
and/or joint family members having a 
say in management, I concede that 
Sudhir Mulji's practical experience 
could have convinced him that it does 
not lead to confusion and over-lapping 
of hierarchy but, for one thing, this be
lief is not shared by many other 
'practical' people; for another, I see no 
difficulty in finding places for compet
ent partners and family members in a 
hierarchy of managing directors, devot
ing reasonable attention to the affairs 
of managed companies in return tor 
adequate direct remuneration from 
them. 

merit examination as they provide use
ful material for studying the trend, 
commodity composition, and direction 
of Nepal's foreign trade. 

Rapid Expansion 

Nepal's commodity trade has con
siderably expanded during the years 
1957-58 to 1960-61, the period for 
which data have been published by the 
Central Bureau of Statistics. During 
the period, Nepal's imports went up 
from Rs 15.83 crores to Rs 39.80 crores, 
recording an increase of 152 per cent. 
As regards exports, which rose from 
Rs 7.83 crores in 1957-58 to Rs 20.98 
crores by 1960-61, a somewhat higher 
order of increase of 188 per cent was 
registered. Table I gives the index num
bers of exports and imports with the 

The problem of retaining managerial 
control when outside investors hold 
more than 50 per cent of voting power 
need not be magnified disproportion
ately. In leading well known com
panies, this problem is overcome by the 
wide dispersion of shareholding and 
the neutral position adopted by the LIC 
and the ICICI. In most of the remain
ing companies, the controlling interests 
normally hold more than 40 or 50 per 
cent of voting power and are, there
fore quite safe that leaves only a few 
marginal cases tike certain Kirloskar 
and Seshasayee companies, in which 
outside investors hold much larger 
blocks than the controlling in
terests. My contention regard
ing the last problem is quite 
simple though it is not based upon 
personal experience of high finance: 
what prevents the large investors in 
these companies from combining to 
vote our the present managing agents? 
If the managing agents have not been 
voted out so far, nor are they in 
genuine danger of being voted out, why 
should their successor managing 
directors be any worse off? 

year 1957-58 as base. 
Nepal's foreign trade is predominant

ly with India. In her imports India's 
share during the years 1957-58 to 1960^ 
61 ranged between 94 to 98 per cent. 
Imports from overseas countries were 
around 5 per cent except in 1958-59, 
when it was only 1.7 per cent. In over
all imports, commodities coming from 
Tibet accounted for less than 1 per 
cent. As regards exports the combined 
figures of exports to India and overseas 
countries accounted for over 99 per 
cent. In the absence of separate data 
it is, however, not feasible to indicate 
the actual order of exports to overseas 
countries. On a rough basis such ex
ports can be assumed to be in the 
neighbourhood of 4 to 5 per cent. The 
value of exports to Tibet has revealed 
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a declining trend during the period 
under review, and her share in the ag
gregate exports has declined from 3.8 
per cent in 1957-58 to 0.3 per cent by 
1960-61. Tables 2 and 3 give the per
centage shares of India, Tibet and 
overseas countries in total exports and 
imports of Nepal respectively. 

As mentioned above, Nepal's trade 
is by and large, confined to India. Con
sequently the growth in Nepal's com
modity trade is reflected largely in her 
trade with India. It may be mentioned 
here that though exports have record
ed a larger percentage rise as compar
ed to imports, the balance of trade has, 
however, not improved. The order of 
deficit in Nepal's commodity balance 
of trade has increased from Rs 
8.50 crores in 1957-58 to Rs 18.83 
crores by 1960-61. Consequently, 
the deficit in trade with India has 
also gone up from Rs 8.76 crores to 
Rs 18.51 crores over the same period. 

As regards Nepal's trade with Tibet 
though imports have risen from Rs 3 
lakhs in 1957-58 to Rs 38 lakhs by 
1960-61, exports on the contrary have 
declined from Rs 28 lakhs to Rs 6 
lakhs. Thus, it could be seen that 
Nepal's only trade surplus—Tibet—in 
1957-58 has turned into a deficit in 1960-
61. The overall surplus balance of trade 
of the tune of Rs 26 lakhs has turned 
into a deficit of Rs 32 lakhs. 

In the case of Nepal's trade with the 
overseas countries, while it can be 
mentioned that there has been a subs
tantial stepping up in imports, which 
have gone up from Rs 77 lakhs to Rs 
1.9 crores during the years 1957-58 to 
1960-61 in the absence of separate data 
regarding exports to the overseas coun
tries it is, however, difficult to indicate 
the actual order of deficit in trade with 
those countries. Tables 4 and 5 below 
set out the data regarding the trend of 
Nepal's foreign trade. 

Imports account for nearly 66 per 
cent of Nepal's trade in commodities. 
Some idea of the composition of im
ports can be obtained from the trade 
data available for the year 1960-61. 
Consumption goods totalling fifteen, 
viz, sugar, sugar candy, betel nuts, tea, 
spices, cigarettes, vegetable oils, mustard 
oil , almond oil, linseed oil, kerosine, salt, 
medicines and soap, form roughly 58 
per cent of the total imports. Capital 
goods including mineral fuels lubricants, 
and related materials (petroleum pro
ducts, diesel oil, paints and varnishes, 
tyres, tubes, paper, cement, corrugated 
sheets, iron, machineries, auto vehicles 
and their parts) roughly account for 
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12 per cent of imports. Other miscel
laneous items account for the remain
ing 30 per cent of imports in the total. 

The share of exports in Nepal's total 
commodity trade is roughly of the order 
of 34 to 35 per cent. The bulk of ex
ports due in the main to the predomin
ance of agriculture in the economy, 
consists of primary goods. In the total 
exports, on the basis of trade data for 
the year 1960-61, foodgrains, other 
food articles and raw materials account 
for roughly 91,7 per cent. The respec
tive share of food articles (including 
foodgrains), and raw materials in the 
total exports is roughly 73 per cent and 
18.7 per cent. Table 6 gives the data 
regarding Nepal's exports and imports 
for 1960-61 by major codes. 

Widening Deficit 
The overall balance of commodity 

trade, on the basis of data published 
by the Central Bureau of Statistics, re
vealed a progressive deterioration, dur
ing the period under review. During 
the period 1957-58 to 1960-61, the 
overall quantum of deficit increased 
from Rs 8.50 crores to Rs 18.83 crores. 
Table 7 sets out the commodity deficits 
of trade with India and Tibet. It has 
not been possible to indicate the 
order of deficit in Nepal's trade with 
overseas countries as separate data in 
this regard are not available. 

I t wi l l be seen from Table 7 that the 
trade deficit not only with India but 
presumably with overseas countries as 
wel l has widened dur ing the years 
under review. A similar trend is also 
discernable in Nepal's trade with Tibet. 
A surplus commodity trade balance in 
1957-58 to the tune of Rs 22 lakhs has 
turned into a deficit of Rs 32 lakhs 
in 1960-61. It may, however, be noted 
in the present context that the figures 
of Nepal's deficit with India given in 
Table 7 stand substantially modified if 
adjustments are made for Nepal's addi
tional exports to India which were not 
recorded with the custom offices. The 
value of such exports is estimated to 
have been of the order of Rs 8.65 crores 
in 1960-61. A brief analysis of the 
value of exports to India that have not 
been included in Table 7, which is 
based on custom data, is given in the 
following paragraphs. The revised figure 
of deficit, as it would emerge after mak
ing necessary changes, has been worked 
out only for 1960-61. Similar estimates 
of actual deficits can also be worked 
out for previous years. 

The factors responsible for the un-
der-valuation of exports to India are 
summarised below: 

(i) Nepal's exports to India pass 

through 18 major and 13 minor cus-
tom posts. It has been commonly ob
served that through minor customs 
posts food-grains and other food-stuffs 
are exported in excess of the quantity 
declared. Moreover, due to the absence 
of proper weights and measurements 
and due also to the temptation of pay
ing less duty, the quantity declared at 
the custom posts is often less than the 
quantity actually exported. The under
valuation on this account has been 
estimated roughly at about 25 per cent. 

(ii) Secondly, a large quantity of 
timber is being exported to India, but 
since the export of timber is not record
ed in custom registers, no account has 
been taken of timber exports in Table 
7. The estimated value of timber ex
ports to India is placed at about Rs 2 
crores annually. 

(iii) A third source of under-valua-
ation of exports to India is the smug
gling of goods accross the border. 
Covering roughly a border of 500 miles 
there are about 123 minor custom 
posts and each post is at a distance of 
4 miles. In between the posts, in the 
absence of any physical barrier, goods 
are being exported (smuggled) without 
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the payment of any custom duty. The 
value of such illegal exports is esti
mated at about 15 per cent of the total 
exports. 

Thus after making all necessary ad
justments the final picture of Nepal's 
trade balance that would emerge is set 
out in Table 8. It will be seen from 
the table that the actual order of defi
cit of Rs 4.50 crores in Nepal's com
modity trade is much smaller than the 
figure of Rs 18.8 crores given in Table 
7. 

The overall trade of Nepal has shown 
a considerable expansion in the past 
few years, and it is likely to grow fur
ther in view of the various develop
mental projects initialed in Nepal. 

Though both exports and imports 

have increased in value exports have 
lagged behind with the result that the 
deficit in balance of trade showed a 
widening trend. 

The rate of growth of imports from 
Tibet has been higher compared to that 
of imports from India and overseas 
countries. It may be mentioned here 
that the increase in imports from Tibet 
has been 1150 per cent during the years 
under review, compared to an increase 
of 150 per cent in imports from India 
and an increase of 148 per cent in im
ports from overseas countries. 

The order of deficit in Nepal's trade 
with India would be much smaller if 
adjustments are made for exports to 
India that are not recorded in customs 
registers. 

Source: Central Bureau of Statistics, Government of Nepal. 
* includes live animals for food and goods imported by embassies and missions 

not identified, 

** includes live animals not for food. 

Finally, it would not be out of place 
to add a few words regarding the sug
gestion, currently being made in vari 
ous official and non-official quarters in 
Nepal, to diversify Nepal's foreign 
trade. It may be mentioned in this con-
text, on the basis of past trend of 
trade, that though it is possible for 
Nepal to diversify her imports, parti
cularly by turning to Pakistan, Tibet 
and overseas countries but it would be 
quite another thing for her to boost her 
exports to these countries. The main 
difficulties that Nepal is likely to face 
are due to: 

(i) the primary nature of her ex
ports: 

(ii) the limited number of commodi
ties in which exportable surpluses 
are available; and, 

(iii) the difficulty of creating new 
markets. 

Problems (i) and (ii) mentioned above 
have become somewhat acute due to 
the partial failure of agricultural pro
duction in the past few years, as 90 
per cent of Nepal's exports are raw ma
terials and food articles. Moreover, ex
portable surpluses are available only in 
a few traditional commodities, viz, jute, 
timber and oilseeds beside food arti
cles. These commodities are likely to 
face tough competition in the overseas 
markets, and it would be quite an up
hill task to expand export of these com
modities to countries other than India 
and Pakistan at competitive prices. It 
may be mentioned here that in the 
case of Tibet, from which Nepal has 
considerably expanded her imports, she 
found it difficult to step up her exports, 
which have actually declined. 
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