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ABSTRACT

- This paper highlights the salient features of economic rela-
tions betwesen Nepal and the five member countries of the ASEAN
{Association of South-East Asian Natioms) grouping, namely, Indonesia
Malaysia, Philippines, Singapore and Thailand since 1974=75. The
paper is divided into three sections. Section I deals with the
survey of trade relations; Section II with the survey of industrial
investment in joint ventures and other sconomic relations; and
Section III speculates on the prospects for future economic co-
operation betwsen Nepal and the ASEAN countriss.

Besides analysing the recent trends in the exports, imports
and balance of trade of Nepal with the countries of the ASEAN
rouping, we have also computed and analysed the behaviour of three
iypes of analytical measures to survey the trends in the trade re-
lations of the countries concernsd. These measures are @

1) Kojima indices of trade (export and import) infensities;
(2) Grubel-Lloyd indices of movements in intra-industry frada:
and (3) Trade reciprocity Index developed by one of the aut hoTs .

A survey of the economic relations betwsen Nepal and the
ASEAN countries leads us to ths conclusion that considerable gcopse
exists for expanding economic cooperation bstuween Nepal and each
of the countries of the ASEAN grouping. The paper identifises
some of the avenues for such cooperation in the fislds of trade,
joint ventures and other services.
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NEPAL-ASEAN ECONOMIC RELATION g#

by

Charan D Wadhva
Indian Institute of Management , Ahmedabad, India

and

Radhe S. Pradhan
Faculty of Management, Tribhuvan University, Kirtipur, Nepal

Nepal's economic relations with the mambers of the Association
of South-East Asian Naticns {ASEAN) mainly through trade and in a
very small way through investment in joint ventures are of relatively
- recent origin. From time immemozial, Nepal's economic relations
have been primarily confined to its one large neighbouring country,
namely India. This was so until early 1970's. Thus, as late as
in 15874-75, Nepal's exports to the group of five ASEAN countries
(namely, Indonesia, Malaysia, Philippines, Singapore and Thailand)
constituted only 2 per cent of its total exports to thes world whereas
its exports to India constituted 84 per cent of its total exports to
the world (Ses Table 2). Similarly, Nepal's imports' Prom all ASEAN
Countries in the same year were nearly 2 per cent of its total
imports from the world whereas the correspanding proportion of
imports from India was 81 per cent. This position can easily be
explained by the land-—locked nature of the country and the tradi-

tional open border and easier transportation links exist ing with

* Thanks are due to Mr. Devi Singh for the statistical assistance
rendered by him.
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India for centuries and also by the similarities in cultural,
social and religious values between the two countries. Until
1960' s, Nepal had exclusively depended on India for providing
transit facilities for its trade with the countries gverseas.
Transportation links with itg octher large neighhouring country,
namely, China, have tradit ionally been weaker dug to high mountains

and difficult terrain.

It is only during the seventies that Nepal consciously
started programmes of diversification of its sconomic relations
" with countries other than india, sspecially with the other courtries
of South Asia and the ASEAR grouping. This paper traces thHe changing
profile of Nepal's economic relations with the ASEAN countries
since 4®74~75. The data base of Nepal's economy is quite weak.
Howesver, to the extent data is available, we will draw upon this
from the national and international sources. The primary focus
ef our study will be on trade relations (Section I) but "ether®
economic relations {such as investment in Jjoint ventiires ie
industries, will also be touched upon to the sxtent possibls
(Section II). In Section I1I, we will present some general
remarks on the future scope for seconomic cooperaticn between

Nepal and the ASEM countriss.



I

TRADE RELATIONS

Tables 1 to 5 present the main features of the trade rela-
"t ions between Nepal and =ach of the ASEAN member countries and
also contrasts them with Nepal's trade with other South Asian

countTies (including Indiaj.

Export Trade

Table 41 presents data on Nepal's exports to ASEAN countries
~and South Asian countries during the period 1974-75 to 1580-81.
It may be noticed that Nepal's exports to all ASEAN countries
wers at a low level of Nepali Rupees (NRs.} 18.49 million in

1 974“"'?5 91

As Table 2 shouws, this accounted foT 2 per cent of
Nepal's total exports to the world. Howaver, as a result of the
efforts to diversify its trade with countries other than India
mentioned earlier, Nepalls exports to all ASEAN countries increased
to its highest level of N.Rs. 77.36 million in 197879 but dec-
lined by 57 per cent the very next year (1979—801 but rose again

©in 1980-81 ending up with N.Rs. 75.19 million. Thus, the average

1. The official exchange rate of Nepali Rupses per U.S. doller
has been as follows: .

iggrgsi Nepali Rupees per U.S5.§
1974-75 and 1975-76 10.55
1976 -77 and 1977-78 12 .50
1978--79 till 1980-81 12 .00

Source : Nepal Rastra Bank, Juarterly Economig BgL;atin
: (Kathmandu), various issues.



TARBLE 1

Nepal's Exports to ASEAN and South Asian Countries

{In Million Nepali Rupees)

v -

Country/ 1974~ 4975~ 1876~ 1977~ 1978- 1979- 1980~
Reginn 75 76 77 78 79 &0 81
ASE AN 16 .49 44 .73 35.87 45 .41 77 «36 33.17 75.19
Indonesia - - - ~ - - -
fMalaysia $.10 Q.18 0.14 0.29 40.30 1.10 3.53
Philippines - 0.01 - 0 .01 2.01 - 2.58
Singapora 18 .10 43.55 J5.16 42.072 35.86 29.19 £65%.508
Thallanc 0.32 g.99 G.57 3.08 1.2 2.60 3.50
SQUTH ASIA 750.64 8%93.70 779.83 581.72 825.60 618.80 1059.44
Bangladesh 3.94 0.01 - 74.068 122.31 44410 52.37
India 746 L7 BR3.69 T773.58 489.02 650.1 520.94 992.4
Pakistan - - 0.15 9.65 53.19  A43.37  14.72
Sri Lanka - - 0.10 - - 10 .46 -

A—

Total (South East 769.13 938.43 815.7 627.43 902.96 651.96 1134.70
Asia and Souwkh
Asia)

Worid (including £80 .6 1185.8 1184.7 1045.2 129 .8 1156,5~ 1608 .7
Indis)

SOWRCE ¢ Figures for India are tsken from Nepal Rastra

Bank (NRB), Quarterly Economic Bulletin, and the

rest from Trade Prometion Centre, Oyerseas Trade

Statistics.



TABLE 2

Spyth Asian Sountriss

Share of Nepal's Total Expgris tg ASEAN and

?Lndia)

(Percentage) -
Country/ 1974- 1975~  1976- 1977~ 4978~ 1979~ 1980~
Ragion 75 76 77 73 79 80 81
ASEAN 2.08 3.77 3.08 4.34 5.97 2.88 4,57
“Indonesia - - - - - - -
7 ma.laysia - DQDZ 0501 0063 30‘}0 DI1D Dc22
Philippines - (.) - (.) (2 - 9.16
Singapore 2.03 3.67 3.02 4.02 2477 2.54 4.08
Thai land 0.06 0.08 D.05 0.29 0.0  0.25  0.22
SOUTH ASIA 84.38 75.36 66.95 54.74 63.66 53.78 65.85
Bangadesh 0.44 - - 7.08  9.43  3.83  3.76
Ipdia 83.94 75.36 66.93 46.74 50.13  45.28  61.69
Pakistan - - Ox01 D.92  4.10 3.77 0.92
Sri Lanka - - {.) - - 0.90 -~
World {imcluding 100.00 100.00 130.00 400.00 100.00 480.00 100.00

{(.) |MNegligible

SOURCE 3 Computed fram Tabla 1.
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compound rate of growth of Nepal's exports to the ASEAN works
" put to around 27 paer cent per annum during the pedpd 1974-75 to
1980-81. In contrast to this, the comparable growth rate for
exports of Nepal to the world was around 10.4 per cent and to
India around 4.9 per cent. Thus, Nepal's sxports to the ASEAN
grew at a faster rate than to the world as a whole or to any
other region during this period. This is due to the low base
levels and too much should not be read into the magnitude of these

growth rates.

Looking at the data on exports of Nepal in Table 1, one
cannot fail to notice that Nepal still has virtually no export
trade with Indonesia and negligible export trade with the
Philippines. Within the ASEAN markets, despite ups and downs
in year-to-year level of exports during 1974-75 fo 1980-81,

‘Nepal registered the highest (compound) rate of growth of its
exports to Malaysia (around BD per cent per annum) and'the lowest
for Singapore {at 24 per cent per annum} ¢ad at the medium rates
(of about 49 per cent per annum) for Thailand. Onte agamm, this
reflects low bass levels. Virtually, Singapore dominates in
#ASEAN markets for Nepal's exports. Thus, as Table 1 shows,
Singapore alone accounted for N.Rs. 65.68 million of Nepal's
exports in 198081 while all other ASEAN markets acéduntad for a

1little less than N.Rs. 10 million of Nepal's exports.
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Nat much should bz read into the growth rates of Nepal's
exports:to.tha ASEAN marKats as the share of these markets in its
exhorts to the world, thngh growing, is still quite small as
shown in Table 2. Thus, the share of all countries of ASEAN
grouping in Nepai's exports tn'the world increased from 2 per cent
in 1974~75 to its highest at 5.97 per cent in 1978-78 but was at
.4.67 per cent in 15B80-81. As shown aarlier; most of Nepal's
exports to the ASﬁAN were confined to Singapore. Thus, Singapore
alone accounted for 2.03 per cent of Nepal's exports to the world
in 1874-75 and this ross to 4.08 per cent in 1980-81. In the
year 197879, the share of Malaysia in Nepal's exports to the
wordd was at the high of 3.10 per cent. The shares of all other
ASEAN countriés in Nepal's exports to the world in the years 1974-75
to 1980-B1 were still lowser than the ones highlighted above (the
extreme case being Indonesia with zero per cent share in all these

. years) .

Import Trade
‘The data on Nepal's imports from the ASEAN grouping and

other sources from 1974-75 to 1980-81 is pressnted in Tabla 3.



TABLE 3

Nepal's Imports from ASEAN and South Asian Countriss

(In Miilion Nepali Rupess)

-

1977-

Country/ 1974~  1975— 4976 1978~ 4979~  1980-
Region 75 76 77 78 79 80 81
ASEAN 33.47 65,93 30.68 39.23 124 .01 136.44 264 .60
Indonesia - - 0.01 0.09 4 .69 22 .67 5.03
‘Malaysia 0.7 0.43 1.43 0.75 3.61 4.75  30.34
Philippines - 1 50 2.05 2 041 5»&9 12 76 15-01
Singapare 11.94  51.49  14.91 21.93  86.02 67.54 117.7
Thailand 20.83  12.10  12.28  14.95 24.21 2B.73 96.52
SOUTH ASIA 1475.92 1227 .67 1345.24 1540.57 1588.47 1795.67 2199.01
Bangladesh - 0.47 1.57 1.47 2.03 8.47 18.40
India 1475.70 1227 .12 1345.54 1534.12 1581.70 1796 .41 2179.0
Pakistan 0.22 0.01 0.2 4 .92 4.64 0.37 0.54
Sri Lanka - 0.06 0.41 0.03 0.10 0.42 1.07
Total 1509.39 1293.60 1375.91 1573.8  1712.48 1932.12 2463.60
(South-East :

Asia & Spouth

Asia)

World

{including . .
India) 1814 .60 1981 .70 2008.0 2469.6 2884.7 3480.1 4428.2

SOURCE

H Same_as in Table 1..
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Nepalfs total imports from all the ASEAN counfries increased from
N5R5. 33.47 million in 1974-75 to N.Rs. 264.6 million in 1980-81.
There was a sydden drop in Nepal's imports from the ASEAN in
1976-77 by 53.5 per cemt over the year 1975-76. If we ignore this,
the averags annual compound rate of growth of Nepal's imports from
the ASEAN works out to aout 41 per cent per annum during the
~period 1974-75 to 1980-81. The comparable rate of growth of
imports from the world ("all sources’) was 16 per cent pPer annum
and from India alone was 6.7 per cent per annum. Thus, Napal

has been.expanding its import trade at a faster rate with the
ASEAN region than with other regions (such as South Rsia) and

with the world as a uwhole. Conseguently, the share of tho ASEAN
grouping in Nepai‘s total imports has gone up from a mere 1.84 per
cent in 1974-75 to nearly 6 pet cent in 1980-81. (See Table 4).

This share is, however, still not large.

Table 3 also reveals that Nepal perhaps started importing
from Indongsia for the first time in 1976-77. Its import ttwmde
with Indonesia suddenly increased from N.Rs. 4.69 million in -
1978-79 to N.Rs. 22.67 million in 1979-80 but closed at
NARs. 5.03 million in 1980-81 for which final data is available
at present. Similarly, Nepal appears to have started importing

from the Philippines continuously since only 1975-76. In 1974-75,

Thailand was the most important course of Nepal's imports (at
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TABLE 4

Sharp of Nepal's Total Imports from ASEAN and South “sian Couptries

(Percant age)

-

Country/ 1974~ 1975-  1976- 1977- 4978= 1979~ 1980

Region 75 76 77 78 79 BO 81
ASE AN 1.84  3.33  1.53  1.59 4,30 3.92 5,97
Indonesia - - (.) (.) 0.16 0.65 0.11
Malaysia (.) {.) 0.07 ( ) 0.13 0.14 0.69
Philippines - 0.10 0.0  0.10  0.49 - 0.37 0.34
Singapore 0.66  2.60  0.74  0.89  2.98  1.94  2.66
Thailand 1.15  0.61 0.61 0.60 0.84 0.83  2.18
SOUTH ASIA B1.34 61.95 67.00 62.38 55.07 51.60 4566
Bangladash - (.) 0.08 0.06 0.07 0.24 0.42
India 81.32  61.92 66.91 62.12 54.83 51.33  49.24
pakistan (u) (n) (n) UnZD 0!15 (“) (‘)

sri Lanka - (.) (.) (.) (.) () ()

lotal 83.18 65.28 68.52 63.97 59.36 55.52 55.63

(South-East Asia
¢t South Asia)

lorld 100.06 100.00 4100.00 400.00 100,00 400.00 100.00
:including ) '
India)

{.) Negligible

SOWRCE 3 Table 3.
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N.Rs. 20.83 million) out of total imports of NRs. 33.47 millien
frum all the ASEAN countries, and Thailand was the next important
source within ASEAN. Elut in 1980-81, this po_sition was reversed.
Singapore took the Pirst position (with impoTts at N.Rs. 117.7

million} compared to Thailand (with imports at N.Rs. 596.52 million) .

Despite the growth in absoluta value of imports from the
ASEAN countrias during 1974-75 to 1980-81, tha share of these
Epuntries in Nopal's total imports is still small. This can bea
seen from the computad data on shares in imports - source-wise -
- given in Table 4. Thus, even in 19680-81, Singapora’s share in
Nepal's total imports was 2.65 per cent and that of Thailand
was 2.18 psr cent - all other ‘ASEAN countries having a share

well below 1 per cent.

_B_g_;_a;rlge af Trade

Nepal's balance of trade with the ASEAN countries, South
Asian countries and the world for the pariod 1974-75 to 1980-81
is presented in Table 5. MNepal, being cns of the Bast Déueloped
&duntrias, has been genaraily facing deficit In its balance of
.:trade with the ASEAN grouping as well as with South Asia and

418 with the world. Tho trade deficit with the ASEMN grouping in
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Nepal's Balence of Trade with ASEAN and South Asia Countries

(In Miliion Nepali Rupees)

Country/

1980~

- - e

1878-

1974~ 1975~ 1976 - 1977 - 1979
Region 75 76 77 78 79 80 81
ASE AN (14.9)  (21.2) 5.2 6.1 (46.7) (103.4) (189.4)
Indonesia -- - (c) (0.1) (4.7) (22.7) (SoU)
Malaysia (0.6) {0.3) (1.3) (0.5) 36,7 (3.7}  (26.8)
Philippines - - (1.9) (2.1)  (2.4) (5.5}  (12.8) (12.4)
Singapore 6.2 (7.9) 20 .3 20 .1 (50.2) (38.47 (52.1)
Thailand (20.51) (11.1)  (11.7)  (11.0) (23.0) (25.8) {93.02)
BUTH #81A  (725.2) (334.0) (s65.4) (958.8) (762.8) (1262.9) (1139.5)
Bangladesh 4.0 (0.5) (1.6) 7246 120.3 35.5 34.0
Indig (729.0) (333.4) (563.9) (1036.1) (931.5) (1265.5) (1136 .6)
Pakistan (0.2) + (2 0.1 4.7 48 .6 (43.0) 14 .2
5ri Lanka -~ {(0.1)  {o0.1) (.) {0.1) 10.0 (1.1)
Total - (740.1) (388.2) (560.2) (952.7) (809.5) (1366 .3) (1328.9)
(south-East
fisia & South
Hsia) :
World (925.0) (795.9) (843.3) (1423.4) (1587.9) (2329.6) (2819.8) -
(including
India)

( -) Negligiblgl

SOLRCE :

Nots @
deficit.

Figures in paranthaesis indicate trade

Nepal Rastra Bark, Quartsrly fconomig Bulletin,

and Trade Promotion Centre, Ouerseas Trade Statjistics
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.particular increased from N.Rs. 46 .7 million in 1978-79 to N.Rs.189.4
million in 1980-B1. Nepal, in fact, had a small surplus balance of
trade with the ASEAN grouping during 1976~77 as well as 1977-78.
Within the ASEAN, for ths year 1980-81, Nepal exporienced its
highest trade deficit with Thailand (N.Rs. 93.02 million. and the
second highest deficit with Singapore (at N.Rs. 52.1 million). Its
largest trade deficit in 1980-81 with one country was with India
at N.Rs, 1186.6 million. Its overall trade deficit in this ysear

(with the world,; was N.Rs. 2819.5 million.

Compgsition of Exports and Imports

Népal's data base on its trade (overseas and India) is relatively
very weak. Np data on quantities exported or imported is systemat ically
available product-wise and countrywise for Nepal's trade with the
ASEAN countries or "other® countries. Published data is available
in value terms at SITC one digit level and relates to “Composition
of Foreign Trade with Countries Other than India" froﬁ 157475 tn
1980~81. Thig is presented in Tables 6 and 7. We have assumed
that the pattern of trade depicted in Tables 6 and f would generally
be applicable to the pattern of Nepal's trade with the RSEAN as

a reglonal grouping.2

This, of course, is a highly simplified and somewhat unrealistic
assumption since a significant part of such trade af Nepal is
with the E.E.C. countries which would depict a different pattern
than Mepal's trade with the ASEAN Countries. Howsever, we have
been constrained by the availability of data to make the above
assumpt ion.



TrRBLE @

Nepal 3 Compogitign of Foraign Trade (Exports
than Indig 1974/75-~-1980/81

- 14

with Countrigs Cther -

{(In Million Nepali Rupees)

1874 1975-- 1976~ 1977~ 4978~ 1979~ 4980-

75 76 77 78 79 80 81

EXPORTS (F.0.B.) 142.8% 292.1 3B85.2 548.1 646.7 629.6 616.]
Food and Live

Animals - 24.2 B82.5 58.8 1B3.1 247.0 123.7 104.5

TDbaCCO and Bauerages - 0.5 1008 11 uU 12.7 100 1500

Crude materialé, In-

edibles, except Fuels 38.6 90.1 170.7 169.7 129.4 174.5 117.4

Mineral Fuel and

Lubricants : - 0.6 - - - - 0.4
Animal and Vaogetabla

Dil and FatS 7 - Dc4 Dn1 0-2 - D.S 003
Chemicals and Drugs 0.5 3.6 0.2 B.5 0. 3 0.8 3.8
Manufactured Goods

Classified ChieFly

by Material g 17.3 90.2 116.7 114.5 208.1 278.8 235.3

Maghinery and Trans-
port Equipments 1.9 2.2 1.3 -

Miscel laneous Manufac-

1.6 0.5 0.5

turing sArticles 45.8° 9 .9 25.5 48,7 47 .5 49.7 438.1

Commodity and Trans-
actions not Classi~-

fied hy Kind _ 6.5 2.0 0.9 0.3 - - 0

* Includes one month's estimated figurse.

Notes As the figures have bszen rounded off,
tally with their compoment units.

SOURCE s Nepal Rastra Bank.

total may not
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TABLE 7

Nepal : Compogition of Foreign Trade (Importsy, with Coungries
Qther than India 1974/75-1980/81. o _

(In Million Nepali Rupscs)

. e o p—

1974 1975- 1976~ 1977— 1978- 1979- 1930-

75 76 77 78 79 ac " B1
PORTS (C.I.F.) 338.9% 754.6 664.5 935.6 1303.0 1693.7 2249.2
Food and tive animals 9.0 32.9 20.9 37.6 30.2 B68.6 127.6
Tobacco and Beverages 2.3 10.4 1.3 15.1 4.1 3.5 0.3
Crude Materials, Inedi-
bles except Fusl 17 .2 57 6 1.5 103 20.0 27 .8 46 .5
Mineral Fuel and Lubri-
Cants : 2-8 116 06 132 c7 15901 211 n? 374.4 531 09
#animal and Yegetable
0il and FatS ' 0.3 1.9 0.9 6.5 4.0 10 3 68.7
Chemicals and Orugs 44 .8 75.2 82.8 B85.5 103.3 165.8 253.9
Manufactured Goods ‘
Classified Chiefly by
Nateriale B4a.4 136.4 160.9 268.9 468.3 487.2 604.1
Machinery and Transport ' . '
Equipment 113.5 255.3 201.9 273.89 31B.0 426.9 403.3
18scellaneous Manufac~ _
tured Articles 53.2 .63.0 53 .4 T6 3 139.‘*”12211 208 .2
Commodity and Transac-
tions not Classified
According ti/?ind 8.0 5.3 8.3 " 2.3 4.1 6 .6 4.2

* Includes one month's estimted figure.

Note : As the figures have been roundad of f, total may not tally
with their component units. :

SOURCE : Nepal Rastra Bank.
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Composition of Exports

Table 6 shows that Nepal's exports to all third countries
(other than India) are concentrated mainly in the following broad
categories (i) Food and live animals; (ii) Crude materials,
inedible, except fuels; (iii, Manufacturad goods classified
chiefly by matedals; and (iv) Miscellaneous manufactured
articles. While the percentages of these categories in total
exports have varied from ysar-to-year during the period 1974-75
to 1980-81, the ~gomtribution of these four Categdries together has
ranged from 88,1 per‘cent to 99.3 paer cent of total éxports.
Tobacco constituted argund Z per cent of all such exports in 1978-79
and 1980-81. Nepal's mejor traditional export products are : |
(i) Jute; (ii) Tea; (iii) Minerals; and (iv) Forest based
prodw:ts including herbs. Napal's non-tradit ional products
include ¢ (i) Handicrafts; (ii) Carpets; (iii) Leather goods:
(iv) Readymade garﬁents; and {v} Sugar. In recént years, Nepal
has beoen making efforts to diversify its export products and.

markats.

Composition of Imborts

Table 7 shows that Nepal's imports from all third countries
(other than India) are concentrated mainly in the following broad

categoriest (i) Mineral fuels and lubricants; (ii) Chemicals
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and drugs;y (iii) Manufactured goods classifiod chiefly by
materialsy and (iv) Machinery and transport equipment. While
there have been year-to-year fluctuations in ths contribution of
these four main categories of Nepal's imports during the period
1974-75 to 1980-84, thc combined contribution of these four
categories has ranged fraem {a minimum of ) 72.4 per cent in
1974~75 to 87.1 per cent in these ysars. Undoubtedly in the wake
of the international oil crisis, the import costs on “Mineral fusl
and lubricants™ had shown the fastest growth from N.Rs. 2.8 million
in 1974 75 to a staggering sum of N.Rs. 531.9 million in 1980-81
(accounting for 23.6 per cett share in total imports). In that
ysar (1980-84), "Machinery and transport equipment™ accounted for

26 .9 per cent share in Nepal's total imports.

Intensity of Export and Import Trade of Nepal with the ASEAN

——

Countries

In order to undertake further analysis of the ;rada betwsen
Nepal and the ASEAN countries during the period 1974-75 to 4980-81,
we have computed tha Kojima indices of export intensitf*hnd
import intensity explained in the Intreoduction to this Volums.

We present below the results of these computations.
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Export Intengity Indices

Table B8 presents the computed indices of export intensity
of Napal's exports to the ASEAN countries during the pericd 1974-75
to 1980-81. Except for Indonssia, export intensity of Nepal |
has generally increased mifh all aother ASEAN countries during this
period. The index has been above unity showing over-repraesgentation
of the following ASEAN countries in its global pattern of exports
in the following yeafsl (i) Malaysia ¢ in 1978-79 (at 6.53);
and {ii) Singapore (in all the years heing considered)° This
further confirms the earlier observation that Nepal has mada
conscious efforts during this period to expand its exports to the

ASEAN markets, particularly to Singapore.

Import Intensity Indices

The computad import intensity indices of Nepal's import
trade with the ASEAN countries during the peried 1974-75 to
198081 { far which data is auai;able} are presented in Gable 0.
These indiceé also clearly indicate increasing trend in'import
intensities over the period considered with each of tha ASEAN
countrios. These indices have been above unity {showing over-
representation in Nepal's pattern of glbbal imports) in the

following cases for the ysars mentioned along with the name of the



TABLE 8

L 19

Intonsity of Mepal's Expert Trade with ASEAN Couptriss

c u'tr 1974~ 1975~  1876- 1977- 1978- 1979~  1980-
euntry 75 76 77 78 79 30 81
1« Indonesia 0.00 0.00 0.00 t.00 0.00 0.00 0.00
ze Malaysig 0.02 0.04 0.03 0.07 6 .53 0.19 0.30
b+ Philippines 0.G0 .00 0.00 0.00 G.00 G.00 0,37
i+ Singapore 1491 3.7 3.7  .4.12  2.64  2.23  3.29
i« Thailard 0.00 0.21 0.13 0.68° 0,22 0.55 0 .46
SOURCE @

Computed from data-in Tablas 1 and 3.



T4BLE g

Intensity of" Napal's Import Trade with ASEAN Countries

20

1974~ 4975~  1976- 1977- 1978- 1979~  1980-

c .
ountry 75 76 77 78 79 80 81
1. Indonesia 0.00  0.00 0.0 0.00  0.17 0.64 0.10

- 2. Malaysia 0.07 0.04 0.12 0.05  0.20 0.15 0.99
3. Philippinas 0.00 0.30 .36 0.32 0.67 1.22 1.09
4. Singapore 0.87  3.44  1.01  1.12  3.54  2.08  2.56
5. Thailand 3.61 1.97 1.85 1.70  2.47  2.37  6.23

SOURCE ¢ Caomputed ffam Tables 1 and 3 .
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countrys (i) Philippines : 1.22 (in 1979-80) aﬁd 1.09 {in 1980-81);
(ii) sSingapors (in all the ycars except 1974-75 with the highgst
valye being 3.54 in 19?3—79}; {iii) Thailand (for all the yesars

with the highest value being 6423 in 1980-81) .

Gruhel-tloyd Indicee for Iptra-Indystry Trade

In order to analyse intra-industry trade of Nepal with the
ASEAN countries, we have computed the Grubel~-it loyd indiccs (as
defined and elaborated in the Introduction to this volume} for
Nepal with Singapore and Thailand during the period 1974-75 to
1980-81. Data for computing thesc indiges have been taken from the

Trade Promotion Centre's publication, Cvarseas Trade Statistics

(varisus anoual issues). Intra-industry trade has been recordcd
for Nepal only with two ASEAN countrizs during the period being
considered - namely Singapore and Thailand. The products involved
in tﬁe case of Nepal-Singapore inﬁra—industry trade ares (i) Ready-
made gérmentsg (ii) Shoes. The products involved in the case of
Nepal-Thailand intra=-industry trade ares: (i) Carpets;dkii) Leat her
goodsy and (iii) Readymade garments. Intra-industry trade im.all
these cascs is small in value (well below N.Rs. 1 million in value
terms) . Nevertheless, for whatever it is worth, we have computad
the rolevant Grubel-Lloyd indices for all these cases for which
data was available. The rasults of this exercise ;re.prasented

in Table 10.



TABLE 40

Lrubel-Llgyd Index of Nepal's Trade with ASEAN Countriss

Country/ 1674 - 1975~ 1976~  1977- 1978~ 1979~ 1580
Items 75 76 77 78 79 80 81
Singapore

Readymade Garmenmts 2.56 0.00 100.00 0.00 0.00 0.00 0.00

Shoas 0.G0 0.00 ~ - - - -
Thailand

Caerpets 0.0 C.oo 0.00 - 22 .22 9.09 0.00
Leathaer Goods 1.80 0.00 0.00 0.00 - 0.900 -
Readymade Garments 1.01 D.64 0.13 0.00 G.00 0.00 0.05

Note ¢ 1. There is no intra-industry trade for Indonesia,
Malaysia, Philippines, Pakistan and Sri Lanka.

2. Tha sign (-} indicates absence of export as well as
import .

3. The zerc value indicates the presence of either exbart
or import only.

S0URCE s Computed on the basis of data from Trade Promtion
Centre (Kathmandu), Overseas Trade Statistics,
Various annual issues.
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. As may be soen from Table 10, intra-industTty trade in salec—-
ted products is only =n ccpasional and somewhat insionificant
phenomenon in the case of Nepal. Considering such trade of Nepal
with Singapore, it is scen that intra-industry trade in readymade
parmants is absent im all years being considered except in 1974-75
and in 1975-76. In 1975-76, thz Grubel-Llgyd index of this trade
with Singapore reached its maximum value of 100 showing that
intra-industry trade in ready made garments for that year was
perfectly balanced (exports equal to imports,. In the casa of
shoes, intra-industry trade with Singapore was either totzlly
absent or was so small that the Grubel-lLloyd index was nearly
zero {(considering ths results at two decimal places). wlmost
similar results, were obtained in the casa of Nepal's intra-
industry trads with Thailand. The Grube l-Lloyd indices were
nearly zero for most years in all three products bzipg emsidarcd
in Table 10. The highest value achieved by thes Grubel-lloyd
index was only 22.22 in the case of carpets traded b?th Ways

betwesn Nepal and Thailand im 1978-73.

Trode Reciprocity Index

We have also computed the Trade Reciprocity Irdex (defined
and olaboratod in the Introduction to this‘uolume) of Nepal with
ths countriaes of ths ASEAN grauping on yearly basis from 1974
to 1980. Thase computations have been made from the exports

{f.o.b.) data matrix of Nepal's exports to each of the ASE:SN
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countries and vice-versa.

It may be seen from Table 11 that the Trads Reciprocity
Index (0) for Nepal-'ASEAN' trade is at moderate value (above
0.5 for most of the y 8ars avoiding both the extrems valuas of
zero (uhich would show total 1ack of trade reciprocityj and one
{which would show effoct of perfectly bilaterally balanced trade
between all pairs of trading pertners). There is no clear
trend in the computed values of 0 over the period 1974-75

to 1980-81.

II

INDUSTRIAL INVESTMENT (JOLNT VENTURES) AND ' OTHER
ECONOMIC RELATIONS

The industrial ipnvestment relations through joimt venturcs
between Nepal and the countries of the ASEAN grouping are vcry
weak. The records with rospoct to foreign investment in Nepal
are not easily availabla. However, it is known that most of the
investment in industrial}jﬁint vanyures in Nopal hes besp made
by thé investors from private soctor of Indizs The investors
from the ASEAN countries have so far besn involved in only twp
projects. One of them is the collaborative effort of Comeraft
Asia (Pvt.) Ltd., of Singapore with the Hulas Metal Crafts of
Neopal to establish a mini~stesl plant. The total equity (capital

investment ) planned in this projoct is equivalent of N.Rs.18 million
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I4BLE 11
Indgx of Trode Repiprocity (8) of Nepsl's Export Trads
uigh ASEAN
Y gar 8
1974 /1974-75 0.497
1975 /1975-76 0.590
1976 /1978~77 0.506
1977 /1977-78 0.553
1978 /4978-79 0.522
1979 /1979-80 2.650
1980 /1980-31 0.512

SOURCE : Computed from dzta from Nepal Rasgra Bark,
Quarterly Econgmic Bulletin {various issues,);
and Trade Promotion Centre, Dverseds Trade
Statigtics (various issues): and International
Monetary Fund, Direction of Trade (Yearbook; 4
yarious issues).




of which 50 per cent will be ﬁnntributed in foreign excha
Comraft Asia Put Ltd., Singapore and 50 per cent by the Na,
Company , Hulas Metal Crafts, Nspal (whose partners are Messrs

G.C Dugar, H.C. Golchta, D.:. Golchha and CoKe Golchha) .

This is under construction at present. The second such venture
is named Mepal Elactric and Electricals Put. Limited (based in
Kathmandu). The local equity in this project is N.Rs. 5,000

(2 per cent) and the foreign equity is 98 per cent, contributed
by a British citizen/resident of origin from Indian sub~continent
(32 per cent), an Indian citizen (2 per cent) and a Thai citizen/
resident of Indian origin (64 per cert). Unfortunately, this
vénture has been found to be “not operating". Ng investmert

from the Nepalese in ths ASEAN countries is reported to have been

made .

Foreign banks are not permitted under present laws tp operats
in Nepal. Thus, no banks from the ASEMN countries operate in
Nepal. No Nepalese bank has yet gone into "International

banking” by opening offices in any ASEAN country.

TOURISM

Nepal, being a tourists paradisse, naturally attracts foreign
tourists from all pver thé world including each of the five ASEAN
sountries. Nepal is mountainous and land-locked country.

valsse generally visit foreign countriess including ASEAN countri
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Table 12 provides details of monthly twop-way tourism betwaen
Nepal and foreign countries (by major destimations) for the ysar

1981,

As may be seen from Table 12, in the year 1589, about 3,160
tourists from ASEAN countriss visited Nepal. This o nstituted
about 7 per cent of all foreign tourists who visited Nepal in
1981. Compared to this, the number of tourists from Nepal to the
ASEAN countries was much larger (about 14,074). The largest flow
of tourists into Nepal from a single foreign country is naturally

from the neighbouring India.

ITI

PROSPECTS FOR FUTURE EGONGMIC COOPERATION

Nepal can lock forward to ssyeral arsas of economic co-
operation with the ASEAN countries in the years to come. In the
arsa of export promotion, ASEAN countriss with their high growth
experierce (as documented in the Introduction to this Volumg)
can pravide additional market for Népal’a traditiomnal as well as
nan~traditionalrproducts especlally for tea, jute, minsrals,
handicrafts, carpets and leather goods. fepal has been planning
diversification of its export products and markets. Napal has

so far not paid adequats attention to promeoting it s exports to the
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RSEAN markets. A consciously planned stTategy needs tg be
formulated for tapping the ASEAN marketsfor Nepal's products.
Special attention may have to be paid to daevelop its exports
to the Indonesian market where Nepal does not have any eBxports
at present. In addition, Nepal should make special afforts to
attract investment from the ASEAN sources for export-griented
joint ventures. We will return to this subject again in the
eext paragraph relating to possibilitiss for inuéstmant

cooparation.

In_tbe field of imports too, Nepal can further intensify its
afforts to rationally réduce its dependence on imports from India
by looking for selected import products (including seme consumer
products) with lower costs and assured supplies from soma of

the ASEAN countriss., Thislcan, of course, be dcné only within
limits as Nepal and India trade with each other With free con-
vertability of each other's currency requiring no foreign ex-

change for financing genuine transactions.

Nepa} has started on the programmes of industrialization of
its economy only recently . Foreign investment can Play a very
useful supplementary role to finance the investment requirements
of several industrial projects. These have already heen iden~
tified by the planning authorities in Nepal. They include such

areas as power plants, pump sets, match making, mini iron and
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steal plants, textiles, leather and leathsr products, fruit pro-
cessing, etc.  HNepal is already actively exploring the possibili-
ties of further joint industrial wventures in thzse and other linss
with the relativaly more industrialised neighbour (namely, Ih_dia)°
It should also supplement these efforts by formulating specizl:
plans to attract foreign investment from the ABEAN cguntries
through joint industrial ventures in the above-mentioned fislds
which are relevant to its national needs. The Act Relating to
Faoraign Investment and Technology of 1982 is pretty libsral.

If necessary, this ACt can be further liberalised and procedurally
further streamiined so that it can be made more effective in

attracting investment from the ASEAN countries.

A very special effort needs to be mede to promote export-
eriented joint venturss in Nepal with the participation of in-
ua;tﬁrs from the ASEAN countries. Mepal at present has liberal
facilities for its exoorts to several developed countriss under
their schemes for Generalised System of Preferences. Nepal also
at pressnt faces no guotas on its expor%s of textiles {especially
garments) to ths develoled member countrias of the Multi-fibre
Arrangement . MNepal can have comparative advantags in developing
the axports of scveral lsbour-intensive products such as garments
and leather products. It can also plan investments in gslected

higher valus added electronic products (especially companants)
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as the necessary manpower is availabls and its quality can sasily
be upgraded through marginal investmemt in training programmes.
Such ventures will mainly require cooperation with the multi-
naticnal companies {"™ECs) from the developed countries. A special
effort needs to be mads to identify such MNCs who may be planning
to shift the location of their manufacturing facilities away from
same of tha ASEAN countries due to shortages of labour and/or inc-
' reasing wage rates in these countries- It may also be possible to
identify entrepreneure from the ASEAN countries who are logking
for investment opportunitiss abroad in the export-oriepted lines
desired by Nepal. Entreprensurs from 3ingapore ars recently
reported to have shown interest in inuastihg in the garments
industry in the sxclusive axport processing zome in Sri Lanka.
Similar possibilities may exist for atiracting such inwestment in

Nepal and need to be further explored through sbecial studies.

Last, but not the least, in the area of “services", Nepal
can mount spessial efforts to attract much laroer number of tourists
from the ASEAN countries and, thds, increase its foreign exchange
earnings. With the growing incomes, the citizens of the ASEAN
countries would be expectoed to spend mora on leisure through

tourism. Nepal, known for being "tourists paradise", is likely
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to have special apoeal Tor the citizens of the ASEAN countries
because of its geographical proximity to these countries and
rich cultural heritage. An approprists marketing strategy needs

to be formulated and implemented to tap this potential.

Paltdnn e A
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APPENDIX .

SELECTED INDICES TO MEASURE MUTUALITY OF TRADE RELATIONSHIP
AMONG ©C UNTRIES OF AN EXISTING DR A POTENTIAL REGIONAL
GROUPING ILLUSTRATED JI1TH REFERENCE 10 NEPAL-ASEAN TRADE
RELAT I10NSY —

The following selected indices will be defined and slaborated
in this appendix:

I, Trade Intensity Indices

(i)  Import Intensity Index
(i)  Export Intemsity Index

1. Goubel-lloyd Index for Intra-Industry Trade

111. JTrade Reciprocity lndex

WUe nos turn to these thres sets of indices one by one.

I. Trade Intensity Indices

‘ An analysis of the bilateral trade orientation of India with
pach of the ASEAN countries can be undertaksn py computing the trade
intensity indices on both imports and the expdats side.it

The import intensity index (mij) is defined as @

SN
()
NN d
B i 7
mij = -—'_'_l“"“—-\- CAEABRRAALELEES (1)
X, '
—l
Xw- Xi y,
where,
m,, = import intensity index of trade of country i with
H countly j.
mij = imports of country i1 frem trading partrer j.

* »
Thzs2 indicee are given in K.XKpjima, "The Pattern of Internmational
Trade Among Advanced Countries™,; Hitptsubghi Jgurnal of Economics,
UDlos, ND-?, Juna 1%&.
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M., = total imparts of country i

i
Xj = total exports of caintry j
XLU = total world exports

X, = total exports of country i.

The first term on thz right hend side of (1) above shouws
the proportion of total imports of country i accountsd for by
imports from country j. The sscond term shows the proportion of
world sxports net of countty i's share, It ghould be obvious that
if g = 1 {unity,; i.2., whep these two tarms are cqual, this
would imply that country i ascounts for the proportion of cauntry j's
exports identical to country j's impnrtancé in the total (net)
world experts. If this index is pumerically graater than upity,
this would imply over-regresuntationof country } in country i's
impnrts; ont the other harnd, a value of less than unity of this

index would imply under-representation.

Similarly, export intensity index (xij) can be dafined asi

( X, . )
= xi d

'H‘... fe s a0 (2}
)
M,
—e
Mo~ M,
bi 1
whersa,
X;p = expart irtensity index of trade of country
d with country .
%ij = exports of country i to trading partnar j

Xi = total exporis of cauptry i

mj = total imports of country j
Mw = total warld imports
M = tatal imports of country i.
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The first term on th2 Tight hand side of (2} above indicates
the proportion of total exports of country i accounted fol by
cauntry j. The second term trerc shows the proportion of world
imports net of country i's share accountied for by country.

The equality of these twe terms uéuld-again lead to the value of
this index to be wnity whish would imply that country j sccounts
for country i's exports in the same proportion as country i's
shate in total {(net) world imports. Again, a value of this index
which is greater than unity would imply over-representation of
country j in country i's exports; while a value lass than unity

would imply undar-repressntaticn.

It should be noted that the values of the abara trade inten-

sity indices are influenced by several factors such as the histerical

‘patterns cof frade, geographical proximity, political relationships

among nations, degree of competitiveness and/or complementarities

in the trade and economic structures of the partmer countrios, trade

barriers {especially quotas, etc.) brand loyalties, and the com-

patitivemess of the products in international trada.

11, Grupel-tloyd Ipdex for Intra-induystry Tradag

The trade intensity indices dafined in Ssction I primarily

dealt with inter-industry trade. To complete the picturcg the
changing naturas of bilateral.trade on inﬁra—indusfry hasis can be
examined by computing the following Grubel-Lloyd (G-t} index®
(denoted by B, ) 3

# H.G. Grubel and P.J. Lloyd, Intra-Industry TradsiThe
Thepry and Megsuremart of Internationsl Trede in
Differsptiated Products, London @ Tha Macwmillan Press,
1975, P.21-




B, = i i i J} e 100 we.. (3)

Ei = intra-industry trade index (or G-L index) feor
“industry i3 Xi & I"ii = Valus of exports and imports for industry

i respectively.

i =1¢ eeey nuwhere n is the rumber of industries =t

a chosen level of disaggregation.

It can be noted that the value of Bi‘uill always lie batwesn
zero and 100. The index Bi = 100 when the sexports are axactly sgual
ta the imports of an industry. B, =0 (Zera) when there are axports
but no imports ar vice-versa. This shows complete specialization
in trade bpetwsen two countries in a selected product. In this
case intra-imdustry trade is said to be at its gptimum.® UWhgnever
the valus of exparfs equals gne half the value of imports or

vice-versa, Bi = J.666.

111 Index of Trade Reciprocity

In order to masure the reciorocity in the agverall bhalance

of trade of any two partner countries (or groups of coauntries mot

#There are several problems in the measur ment of the G-L
indiges of which we list two major snes hera. The first one
relates to the definitian of the "industry" itsslf for em-
pirical measurement. The imdex is sensitive to the defini-
tion of industry adepted. In gensral, the proper {more aggre-
gatiua) the product grouping, the greatsr the axtent aof over~
estimation of intra-industry trade. Keeping this in mind, wse
have only camputed G~L indices at the most disaggregative lewvsl
available {Six Digit Leysl) in trade statistics. The ather
sat of measurement problems arise when trade imbalances are very
large at the leavel of the industry being considered. We have
igncred thase problems for cur purposs .
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including all trade partners st the global level), we have devised

the trade reciprocity index (B} as follows: *

m -~
a,, —a,. n
B =1~ 5;1 {(: + a 1) I BJ
= iy ¢ %51 i=1 o
m n -
(n-1)| 7T T a |
b L Tin
i=1 Jj=1 B
where, aij = exports of country i to partner
aji = exports of country j to partrer i
n = total number of countries inveolved in the

context of bilaterel or regional grouping
being considered.

The index 8 will alwaxs lis betwean zerg and one. When every
pair of countries in a group tends to hz2ve a balanced bilsterzd trade
{case of perfectly balanced two-uay trade), the value of B reaches
its maximum {(i.e., unity). On the other hand, when there exists
only one-way flov of trade between the pair of trading partners
(say,-pcmpleta dependence of muntry A on country 8 for its imports

oT expoTts), the value of # is at its minimum (i.e, zero). This

* Gharan Wadhva, "Mote on the Revised Index of Complemantarity
considering Trade Valuss", flimep, March 1982. Ths sarlier
version of this rote was presented for discussion at a WoTk-

shop on UNCTAD (Asian) Studies at Marga Institute, Colombo,
during Ducember 14-17, 1981. This index can be computed either
at the overall level of balarce of trade or sectoral level af
trade (industry-wise} for any pair of trading partners. It
van be better called as an index of trade reciprecity” rather
than as an "index of complemantarity” as called by us earlier
as its link with complementarity at the disaggregate level
of trade is at best indirect and only implicit by assumptian.
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index thus measures the dagrees of trads regiprocity. It can be
measured at bilateral as well as multilateral leveis for a group of
countries. It is extremely useful in the context of schemes of
regionzl trade cooperation among partners who are facing {or appre-
hending} balance of trade difficulties. These countries would like
to entar into schemes for further mutuzl trade expansion {such as
negotiated reductions in tariffs on each other's products or pre-—
farential procuremsnt say, through their State Trading Organisations),
only if the deoree of multilateral reciprocity in trade increases

on the whole or at lsast at the margin sothat the two-way additional
trade created is balanced (or nearly balanced); and further if this
ﬁrocass is supported by mulkilateral schemes of payments arrange-
mants s0 that it does not add to the stress on their sxisting balamce
af payments difficulties. This would gensrally require the cooperat-
ing trading partners to carefully plan trade in products which are
coemplementary to the trade and economic structure of the concerned

countries (or grmup(s} af ceuntries).

It necds to be pointed out that the index © suffars from some
limitatigrs. Ope of the limitastions of this index is that by itself

it measures trade reciprocity at a given (statig; level of trade

between the partner countries. Thus, it camnot clearly distinguish
between the degres of trade Tecipracity prevailing at varying lsvels
of trade betwsenr trading partners: Thus, for example, compared to
an initial situastien in yeér 1 when B = 1 gt the then prevailing levels
{values) of trade bstween partrer countries, & can be egual to unity
(again) in the next ysar {year 2) under severe recessicnary condi-
tions when the relevant levels of trade may have in fact besan much
lover. While comparing the computed values of @ ogver timg, it is
also essential to simulteneously examine the trends in the overall
growth of trade betwsen various pairs of $rading partnars before
drawing inferences regarding increase (or decraasa} in the degres of

trade reciprocity over time.
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