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Yoreion Trade
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MWepals trade deficit shows a consisienily wnpward trend. Dering the first  two
months of the financial year 1977/78, the trade defict amounted to Rs, 144.3 millior
and during the first four months it rose to Rs. 3264 mnllion. The mounting irads
deficit is the outcome of declining exports and rising imports. Exports to India exhibit
a failing tendency while exporis to oversé'as countries are subject to mo consistent trend.

The steady tendency of exports to fall can hardly be neutralised by occasional decline

in imports since they are at most marginal.

India is Nepal's leading trading partner. Exporis {0 India by major commoedity
groups are Food and Live Animals, Taboceo and Beverages, Crude Materials, Mioea~
ral Fuoels and Lubricants, Anrimal and Veoetable Oils and Fats, Chemicais and Drugs,

Manufactured goods classified chsﬂﬂy by ‘materials, Machinary and Transport componens
of exports, rice accounting for sixty pergent of total exports to India.

The most important’ item of Nepali imports from India is mapufactured goods
consisting primarily of textiles and "other items of. daily consumption. Among othél_’_'. .
items of imports are food Tncluding live animals, machinafy and transport cquipmenfs

and chemicals and drugs.
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Nepél exports primarily raw jute and jute goods to overseas countries Among

e other items the im_tpoﬂant ones are curio goods, hides and skins, bristles and musk
and other miscellaneous items. Major item of import from overseas countries arg ma-
iﬁf;hinary and raw materials, readymade garments, building materials, vehicles and agricultural

implements,

The ‘mounting trade deficit is a serious concern for Nepal and hence it appears

: - that mbb]mg with exchange rate alone to take care of the payments position is hardly

.' adequate since by all ifdicalions trade deficit is tending to become woven inextricably
into -the \ie'l_'_y fabric of the Nepalese economy. The present trends in trade are the outcomes
of the past ‘aud sho-uld bet;er be viewed as structural rather than transient amd marg-
inal. Stagnant or declining export carvinps pose serious. problems for a developing
economy since an increasing share of investment, in that case, will fequire an increase

in the domestic production of the capital goods which constitute the investmeni. Whether

\*, the planners have implicitly assumed a closed economy or a situation of declining
exporf carnings through in elasticity of export demand is difficult to find out from a

reading of the current five year plan. If so, there might have been some indications

: _:_; Nepalese investment strategy.

. In a major policy shift,” Nepal has recently abolished the incentive bonus
-schcmc and iatroduced a dual exchange rate system for. .all convertible foreign currencies.
"I__h;-l_ngcntwe bonus scheme allowed for many exchangg rates depending uppon the
Cdiﬁﬁiddity'exported overseas. While recognising the -export-diversifying impacf of this
.schcme ;. the ‘economists are of the view that the scheme terided to be hard on efficie-
: "on mefﬁcmncy and, also that most of the goods imported under the scheme
5 _xt:ms “sfoce the pmptnsny to earn greater profits out of import - entitle-
kept in bash by rcstrlctmg the use of such euntitlements. The second
ts sho_wed up in an cxploswe fashion in the form of the so—called

whlch’: all thc ovcr—mvmced items were carpsts.

in the form of a provision for a growing capital goods sector in production. _A\fter‘
all, for. a. developing economy, one of the ways of procuring capital goods is imevi- -

tably the possibility of transformation through trade. This is a missing aspect im the
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Tt is & bit strange that while passionste outcrizs have condemnped the schame,
litéle in the way of o comparative analysis of alternative promotional instromen(s such

as add wvalorem subsidics, devaluation eic. has been undertzken. After all there iz ne

denying the fact that export earnings can be increased by making exports profitabls.™

The scheme alsc serves o remove ‘elasticity pessimism’ which characterises m'ﬁnk’ing and
polities in developing economics. It also scrves, by bringing a whole new range of
‘products into the field of export, to offset increasing cost disadvantage of traditiona)
exports and even somefimes manage to get expost performance off the hook which am
overvalued exchange rate conslitutes, It is neccusmy, of gourse, Lo ﬁmj ont (i) ‘whetheﬁ"

the scheme was an eflicient way of couutering the effect of lhc m:walualmn of ._{he

exchange rafe on expor's, (ii) whether it was efficient in sumu]aimn the’ wmkmo oi" a

flexible exchangs rate “system and (iii) whether tfficieney a!so suffered on account of ths -

differential nature of the eflective subsidisation granied under the MNepalese regime.

Another aspect of the imcentive ‘bonus scheme to which _atltmtoh must be
paid is the often-alleged over-inveicing of exports. It is to be noted that the incentive
to over-invoice exporis arises when the effeclive export subsidy exceeds. the black-
market premium charged for illegal foreign exchange. Tt is in this perspective that one
should try to find out whether over-invoicing of eaports is necessarily harmful, It may
be argued that the effects on the balance of payments poamon will not necessarily be
disadvantageous and may in fact be benpeficial if the effect is to bring into legaﬁ
channels the foreign cxchange 1hat mlght otherwise havc been in 1helllega1 market and

used for illegal and hcncc for non—pnorﬂy areas (such as Capnal ﬂlght) 1t is'also necessary

tc examine ths possnblc 1mpact of over mvmccd entncs m ihe balancc of payments.

records on the aid ipflow into the country

There is another shoft-term irﬁplic'atioh'- of such over-invoicing. The over-in- -

voiced part of the declared value has to be secured ' from . illégal sources, This is likely

to take lime if the caporter wishes to find out’ the cheapest source for illegal perchass’

of foreign exchange. More important, the exporter cw’ﬁ-é{i'did‘a']together any intcresl'e‘-:han'gle“__'-:.'

on the cost incurred by the purchase of illegal forc'i'gn'.'cxt:hanga by putting it off tiil_:_:f -

the very end of the permissibie period between exports and the surrender of th

exchange carncd lhcrefrom Hence the exporter hag an,' incentive, as lemg as lhc mtcresl i
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rate iz positive, to defer the return of the over inveiced part of the export earnings.
- This will, therefore, increase, ceters paribus, the average lag on totaj export earning, In so
far as this happens, further, the time~profile of receipts of foreign exchange will andoubted! ly be
- aff cted apd the result may will be a net deterioration in the immediate avaﬂabmty of

foseign excharge to the country.

L Finally, the incentive to over-invoice someumes lead exporters  to send out
shoddy goods with faked, higher-priced dec'arations, which are cicared in the Foreign
market at ‘what they can fatch’ At a time when the tempo of a country’s immediate
and long-term export drive has to be inercased, the build up of goodwill is. quile
important. This is precisely what is geopardised by the ‘practieners  of over-invoicing,
This aspect, therefore, holds out the danger of encouraging the entry into . the expdrs
trade of moving trades, in search of quick profits, whdse primary objective is short~run,

immediate profit maximisation.

- The dual exchange rate sysiem just introduced is expected to provide some
relief to exportes. They will be paid for the amounts they are entilled to receive in
convertible foreign currencies in accordance with the second rate of exchange of the
U. 8. Dollar, fixed at 16 Nepalese rupees to a dollar. The second rate of exchange
will be applicable to all imports except ‘‘development goods and material”. The basic
exchange rate of ail ‘convertible foreign currencies  will be based on the official
exchange rafe of the U. 8. Doilar of tweive Nepalese rupees to a doilar. The basic

rate will be valid for overseas payments for invisible exports, services, capital transfers

~and for foreign exchange provided for services and travel. The basic rate will also be

& f_"vahd for- development goods like petrolfzum products, fertilizers, certain raw materials

and. machma:y
Therc are doubts regarding the implications of the dual exchange rates and
1mport pollcy announce in March, All these measures appear te be patchwork

measures, 'The c‘nromc shortage of Indian currency from which Nepa! has been suffe.

bc"Wlped out on]y by boostinﬂ ‘exports  to India. Besides, Nepal is also
| térm policy. on the judicious use of the huge foreign exchange

at_cd'.' -Th_e--dual'excbange- rate system must be under careful
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vigilance since there is the dangerous possibility that Tndiap currency may be perchased
and taken to India for buying dollars which in turs ‘can be transferred elsewhers o1
registered in Nepal ‘as export earnings. Such maipractices would result not oniy in a losy
for Mepal in terms of every doliar under the dual exchange rate but also in Indian

currency reserves which Nepal as badly needs.

‘The joint trade and trmsxt treaty between Nepal and India which has recem.y'

come into force has great. promises which should be harnessed carefully in order to
reap fuliy the bepeficial effects that are likely to follow. It spells out clearly India’s

desire to surrender residual colenial privileges and instead re-establish relations on the

foundations of equality and goodwill. There has also been no attempt on the Indian '

side to inflate with exaggerated value and make the redressal of historical imbalances and then

claim gratitade as reward for fighting the wrong, The facilities to be provided by India

to MNepalese exports of industrial goods would go a long way in bringing about a new
dimension in Indo-Nepalese trade, provided, the impetus to industrialisation leads to
immediate action on ‘the Nepalese side. It is also likely that the long predeminance

of illegal trade along the border will be successfully countered resulting in trade gains

for both the countriss.




