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General Background

Nepal and her northern neighbor China
have bilateral relation since time
immemorial which is officially defined by
the landmark Sino-Nepal Treaty of Peace
and Friendship signed on April 28, 1960.
The relations between Nepal and China
was further boosted when both countries
solved their border disputes by signing the
Sino-Nepal boundary agreement on March
21, 1960 which was later ratified on October
5,1961. As per the estimate of government
of Nepal, as of 2017, there are around
20,000 Nepalese migrant workers in China
(3,500 in Mainland and 15,950 in Hong
Kong) .

Further, Nepal-China have Joint
Consultation Mechanism, led by the Foreign
Secretary of Nepal and the Vice Minister
of the Foreign Ministry of China which is
instrumental in discussing overall aspects
of bilateral relations. Most recently 11th
session of the such mechanism was held in
Kathmandu on 20 June 2017.Besides that
other bilateral mechanisms also exist that
includes- Nepal-China Inter-Governmental
Economic and TradeCommittee, Nepal-

China Joint Committeeon Agriculture

Cooperation,Border Law Enforcement

Cooperation,Border Customs Meeting, Joint
Tourism Co-ordination Committee, Nepal-
China's Tibet Trade Facilitation Committee
etc. These mechanisms have been
convening at a regular interval to share
ideas and push forward the cooperation by
seizing the opportunities available in both

countries.

Trade Related Agreements between
Nepal and People's Republic of China

1974 Trade and Payments Agreements, was
signed on 31 May 1974 between then His
Majesty's Government of Nepal and
Government of the People's Republic of
China. The agreement was to initialize and
promote the trade between the countries
and also to open the ports for transaction
of goods through Chinese ports.
This was followed by 1981 Trade and
Payments Agreements,was signed on 22
November 1981 between then His Majesty's
Government of Nepal and Government of
the People's Republic of China. It is the

replacement of trade agreement of 1974
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to be enforced for three years with the
purpose of further developing the friendship
between the two countries and strengthening
the economic and trade relations between
the countries. The highlights of the

agreement are given below:

e The Contracting Parties should
provide each other all possible
facilities for the consolidation and
development of the traditional
trade overland between the two
countries.

@ The trade between two countries
may be conducted through the
state trading organizations of
Nepal and China, as well as other
importers and exporters of the two
countries.

e The Contracting Parties agreed to
grant each other the most favored
nation treatment in all matters
related to customs duties and other
taxes, fees and charges to be levied
on exportation and importation of
commodities and to the rules,
formalities and charges of customs
management.

e To develop the trade overland
between the two countries the two
Contracting Parties agreed to

utilize the trading points:

Kodari/Nyalam, Rasuwa/Kyerong
and Yari (Humla)/Purang.
e The payments of trade overseas
between the two countries
should be made in freely
convertible currency(Department
of Customs, Tripureshwor,
Kathmandu, Nepal, 2014).

Trade and Other Related Matters treaty,was
signed on July 10, 2002 for further
development of friendly and good-
neighborly relations. The agreement
remained in force for ten years and can be
renewed automatically further for same
period unless it is terminated by either party.
The highlights of the agreement are given

below:

e The Contracting Parties agreed
for the movement of persons
between countries for trading and
business purpose.

e The Contracting Parties agreed to
make full use of Lhasa-
Kathmandu highway on a
reciprocal basis to transport
passengers and cargos and
promote cooperation between the
two countries in trade, tourism
and other fields.



The Contracting Parties should
encourage and support payment
through banks for such trade,
particularly by letter of
credit(Department of Customs,
Tripureshwor, Kathmandu, Nepal,
2014).

Nepal and China have signed a transit trade

treaty and nine other pacts on 22ndof March

2016 forusing northern port facility, building

a regional international airport in Pokhara

and exploring the possibilities of signing a

bilateral free trade agreement and finding

oil and gas reserves in Nepal. The major
points of Nepal-China Treaty 2016

included:

Nepal to use China's sea port
facility

Transit transport agreement to be
reviewed every 10 years

China to build a regional

international airport in Pokhara.

China, Nepal exploring the
possibilities of signing a bilateral
free trade agreement

China to explore the possibility
of finding oil and gas reserves in
Nepal

China to provide economic and

technical support to Nepal to

implement the project on Pokhara
airport

China to distribute solar panels in
Nepal's rural areas by tapping its
Climate Fund

China to build, manage and
maintain Xiarwa Boundary River
Bridge at Hilsa, Humla

Nepal, China to strengthen
intellectual property system in
both the countries

Nepal, China to extend
cooperation and exchange

information on banking

regulations.
Summary

Year | Title Main Highlights

1974 1974 Trade and | Initialize and promote the
Payments trade between the countries
Agreements and open the ports for

transaction.
1981 | 1981 Trade Consolidation and

and Payments
Agreements

development of the
traditional trade overland
between the two countries.

Trade may be conducted
through the state trading
organizations of two
countries.

Grant each other the most
favored nation treatment in
all matters relating to trade.

Develop the trade overland
between the two countries.
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Payments of trade overseas
in freely convertible
currency.

Peoples Republic of China in
Multilateral Trading System

2002 (2002, Trade

and Other
Related Matters

Movement of

persons between
countries for trading and
business purpose.

Make full use of Lhasa-
Kathmandu highway on
a reciprocal basis.

Payment through banks
for such trade,
particularly by letter of
credit.

WTO accession

1 January 2002

2016 |2016,
Transit
Trade
Treaty and

Nine Pacts

Use of China’s sea port
facility by Nepal, build
a regional international
airport in Pokhara,
explore the possibilities
of signing a bilateral free
trade agreement and find
oil and gas reserves in
Nepal.

Build, manage and
maintain Xiarwa
Boundary River Bridge
at Hilsa, Humla,
strengthen intellectual
property system and
exchange information on
banking regulations.

Trade Policy Review 20 and 22 July 2016
21st February 2002
GPA accession as Observer
Tariffs and duty free
imports
Tariff binding coverage
(%) 100
MEN tariffs Final | Applied 2016
bound

Simple average of
import duties

All goods 6.3

Agricultural goods (AOA) 16.4 15.7

2017 |2017, One Belt
One Road
(OBOR)

Initiative

Revive ancient Silk Road
trade routes and enhance
infrastructural
development.

Basic Economic Indicators

Population (billion, 2017) 1.409
GDP (trillion current USS$, 2017) 11.8
GDP (trillion current PPP US$,2017) | 32.2
Trade to GDP ratio (2014-2016) 67.2
Tariff binding coverage (%) 100
Rank in world trade, 2016
Exports
Imports 2

16

Non-agricultural goods {4.7 4.8

0.0 0.3
MFEN duty free
imports (%, 2012)
in agricultural goods T
(AOA) :
in non-agricultural 493
goods
Services sectors with

93

GATS commitments




Tourism

The following table shows the tourist arrival
in Nepal from China in the past five years

Year Number of Tourist
2009 32,272
2010 46,360
2011 61,917
2012 71,861
2013 113173
2014 123805
2015 64675

2016 104005
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Nepal's Trade with China, P. R

Exports | Imports | Balance
Year
(000) (000) (000)
Y. 22,255,845(21,519,440)
2007/08 | 736405 [ 22,255, w19
EY. 1,847,934 |32,852,910/31,004,976
2008/09
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Major Products of Export and Import
with Peoples Republic of China as of
2016/17

Listing of Some Non-tariffs Measures

in People’s Republic of China

Inspection Bureau

on issuing the
regulations on
imported fabric

inspection

Title and Implementing | NTM chapter
Export Import summary of the | authority
legislation
Base Metal Cellular/Mobile
Products Phones China
Carpets Fertilizers Notice on the Animal and Plant | Sanitary and
issuance of the Quarantine of phytosanitary
. . entry plant 1e Peopl measures
edicinal Herbs Machinery . the Peoples Technical barriers
quarantlpe Republic of to trade
coneesmonaty China Technical barriers
Copper Products Apples management to trade
approach by the | Technical barriers
Aircraft, animal and plant to trade
Rudrakshya spacecraft quarantine of Technical barriers
and parts PRC to trade
1 - Technical barriers
Hides and Skins Iron and gy err?en to trade
steel regulations
on the Import
Essential Oils Aluminums and Export
and Cosmetics Products Commodity
Paintings and Readymade Ingpection
antique pieces garments Law of the
PRC
Dentifrices Electricity
(toothpaste) meters Implementation
regulations on
Entraocularlenses Footwear the
Implementation
regulations on
the Import and
Export
Commodity
Inspection Law
of the PRC
Notice by the
State Commodity




SWOT Analysis of Bilateral Trade with China

Strength

Time immemorial relation strengthen by
trade and transit treaty

Common belief and stand in international
issue

Both countries are members of AIIB
(Asian Infrastructure Investment Bank)
and SCO (Sanghai Co-operation
Organization)

Share common religious, culutural
traditional and oriental values

Opportunity

China being highly populous nation can be
large market for Nepalese goods and service

China is world's second largest economy
by nominal GDP and the world's largest
economy by purchasing power parity
according to the IMF

The Belt and Road Initiative (BRI) of which
Nepal is now part of holds immense
promise for Nepal's all-round development
through connectivity, trade, economic
integration, cultural exchange and people
to people ties

Weakness

Himalayan range acting as geographical
barrier

Lack of reliable all weathered road to
connect two countries. The existing road
network is blocked in rainy season along
with landslide.

Lack of customs office, quarantine check
post with modern laboratories and
immigration office equipped with modern
equipment technology and personnel.
Lack of proper cross border payment like
Letter of Credit. Need to resort to
Telegraphic Transfer or Hawallah system
Prevalence of Informal Trade

Nepal China has almost three hours
differential in time zone restricting business
hour in customs

Absence of proper value chain and quality
assurance

- High Competion is prevalining as many

countries are vying for the market share in
China that makes it diifult to penetrate
Chinese market

- Language barrier makes it difficult for

trade with chinese counterpart

Chinese government has announced 2017 as
Nepal Tourism Promotion Year in China

- China has allowed for entry of 8030 goods
to with zero customs duties (duty-free quota
free - DFQF) that can be utilized for further
growth of Nepal's exports to China.







