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1. Condittons in Nepal's Industrial Sector

Nspal's Gross Domestic Product (GDP) estimater show that the industrial
seotor accounta for 11 per cent of total GDP at market prices including con=~

sribution of 6,68 per cemt from Cottage and Village Industries, An analyeis

of ths census figures presents a pioture of a highly skewwd industrial
sector, whether measured in terms of size, prodact or locational distritu-

tion,

Sise:

the average siszed manufacturing establishment in Nepal employs
20 workers, produces Gross Yalue Added (UVA « Net Output +
Depreciation) of Rs. 136,000 and uses fixed assete valusd at
Re. 105,000, However, the majority of firss ars oconsiderably
smaller than this, since HOX of tha establishments employ less
than 10 workers,

Product :

Most industry in Nepai {8 simply an extension of the agricultural
sector. Fioce and oil mills account for 76% of the total number of
sstablishments and SOY. of the net cutput. Productivity in these
firms is exiremely low, thes net output per worker averaging only
Re, 8,100 for the year. Other agro-based industries contribute

9 per cent of the sector's net ocutput. Agro-industries other than
grain and oil milling are thus likely to produce about ths sams
net output as tne next largesat category, hrioks and tiles, which
oontributes 11 per cent, (Otherwise only wocd-based industries
at 6 per cent and printing at ) per cent are worth mentioning,
though it should be mentioned that the Miscellaneous group accounts
for 17 per cent and some of operations which are presumably in-
cluded in this category, such as brewing and distilling and
cigarette manufucture, are probably equally large.

Location:

The degree of conoent ration of industry in the Central and Esstern
Ragions of Nepal! i{s shown by the following table:
Percent Distribution of Manufacturi

Ceptral East hﬁ Far West
No, of establistments 54‘,! 21 1 1)
Gross Valus Added 4, s ) ! 184 7%
Employment 52% W 10% 5%




Thus, 77 per cent of industrial act:sity as measured by GVA

and 85 per cent of employment .e in the Central and Yastern
Kegions. A latitudinal clasoification ot location would show
even more marked concentration, since spart from Kathmandu
Yalley, Hetauua and, to a limitocd extent, Pokkhara, all industry

is virtually ccnfined to the Teral.

Indusirial productivity ir extremaly low. Overall the average GVA
per worker is approximately Re. /,00¢: and net output Rs. 6,5C0, whioh is
even lower than the figure for grain and oil nilis quoted above, The reasons
for this low level of productivity can alasc be exploined by the labour
intensity of most induatrial uperations seince the value of fixed aggets
per worker is only Rs. 5,400 and the capital/output ratio is below unity
at 0.82. However, low capitalizaticn 18 not the sole cause of low produc-
tivity, important contridutory factors being the high incidence of temporary
closures and poor management.

A surprisingly high proportion of Nepal's manufacturing production is *
exported, viz. Re.840 miliion out of a totul grose output of Rs. 1.76
billions or 4§ per cent. liowever, 9} per cent of theme axports are from
the grain and o0il milling industries whosc export sales are vartually ocon-
fined to India. The remaining 7 par cent are almost entirely made up of
jute and jute products and export from other munufacturing indusiries arse
negligible,

Thus although the jute industry is Nepal's principal aource of con-
vertidble foreign eichange earnings after touriam - Indian currency being
non-convertible outside India -’ it only accounts ior 3 per cent of the
gross output of moanufacturing industry which ie sold outside the Indian
and Nepalese markets. Moreover, the heavy depoudence (£C per cent of its
gross output) of the grain and oil milling inductry on the Indian market,
while probably safe anough for the time veing, does place this indu'otry in
a stratagically weak pomt:’onl in the event of (rndia approaching closer to




sslf-sufficiency in food graius or finding chenper wources cf supply,

such as PL 480 sales from America. Honce the irportanne of 1mproving snd
modernizing the basic focd wroceraing irdustries and of expunding aotivities
into the protuctior of mcre hi:ghly prosessed food products, with a view to

overseas erxport.

24 Problems of Tndustrial Devalopment in Nepal

The basic problem faced in develeping menufacturing industry in

Nepal i# the small mi1ze of the domestic market and lncatlonal handioap of
being land-lockad and situated far away frem tho nearest sea-nort. Although
the population is largsar than in many develop ng rouniries, 4$he cash purchas-
ing power is at most lems than €% 50 per head per year. '™wo-ithirds of the
population live in the hills which are diff.cult of access and where monetary
transactions are periphural, the paople's uasins neade bheing met from their
own production, The market for manufactures is thus limited o the 10 per
cent of the prpulation which iiveas in towns and tc the more accessible parts
of the Terei.

As regards exportns, apart from gralu- producis to India they have been
inhibited by Neval's geographical ponition and the abserce of easily
exploitabls natural rerources and lack ¢of skilisd personnel. Even the jute
industry has nended artificial msupport and it is uniy recently that the
potential of other industrias to produce for the werld market, wuch as sugar,
and tea, has been appreoiatad.

Againat thiu background there hiem bean little private initiative directed
$0 the industrial sector and such capital and enterprises as has been forth-
coming has been mainly coucentrated ir other sectors, notably trade and
tourisms Furthersore thars has been little etlcctive inatitutional support
for indusirial deveiopment and uncertainty over the future of Indo-Nepal
Trade and Transit Treaty greatly affectn the inaustrial sectore.

3« Objectives of Industrial Davelopment

In the fifth five year plan Hic Majesty 's Government of Nepal (HMG)
has allocated approximatsly 14 of total planned sutlay to the Industrial
Sector, inoluding power, and has the following oL jectives:




1) Making available to the maxitmm rusber of penple mome of the

essential goods and services mich aa texiiles, oorsiruoticn gnods and

consumer goods,

i1) gradual reduction of present depmndensa on imporim by establishing
industries designed to substituts importus,

on
i11)to provide the growing labour force, heavily dependent fagriculture,
with expanded opportunities for naw jobe.

iv) %0 strike a rsgional balancs in development by esiablishing indusiries

in less daveloped arseas of lispal,

v) to develop export-oriented indumiries wharever posaible to improve

the balance of pavments pusition,

vi) %o bring about both quantitative and cualitative improvements in
induetrial productinn and productivity.

4. Industrial Development Strategies

In order to alloviate {he prohleme ensounterna ty *he Industrial msector,
a number of stepn have been taken by HM:, The fragmentation of the market
is being slowly reduced by investment ir swrface arnd air communications;
the monetimation faotor is being raised by encouraging the produvction of
cash orops and by the spreai o: financial inatiiutions into rural areas;
and much greater emphasis is being placsd on indastry at the macro-economie
planning level. In 1974 HMJ published itw new Ininetrial "olicy ,whioh
lays down clear objectives for the sector, clarifiass the pogition of the
private sector and provides a number of fincal incentives for wctivities
in the priority areas. Financial support hsa heon provided sirece 1959 through
the Nepal Industrial Development Corporation {(NID:}, bLut this by itself
proved insufficient to gonerate the desired level of industrial investment
sinoe it was not strongly supported by good nroject stuidiee. This deficiency

was remedied two yearn ago by the formatior of the Industrial Services
Centre (ISC). The volume of requests for feanibility stvdies ncw coming
forward has out-stripped ISC's capacity, indioatirg that theve is no lsck of




potential projects, and H¥S is ncw seeking outside asmistance in order

to acoelerats the preparation >f 'hankahle’ industrial proposals. At the
risk of over- ‘impliticetion, ths str egy can be summa; zod as the maximam
expansion of import-subatitution industries, both at cottage and village
scale and small, medium and largw scale, while at the same time paying
attention to industries with an export potential, which require large in-

vestment to bring in economien of scale ana competitive in export markets.

5 Meagures taoken by HMi of Yepal to Overcome the Constraints

Hele Invesiment Allocation

In view of the reluctance by private irivestors to provide capital
for industrial wentures, the Government has assigned an important r8le to
the public sector. Thus out of the totul planned investment outlay of
Re. 1000 million ir the iandustrial seztor, it is expected that the publiec
gector will contribute Ra, 531 million and the private sector about
Re. 400 tc Ra. 500 million.

5¢2. Sub-Sectoral Propramme

The Fifth Plan (FFP) includes a programme for the re-organization,
modernization and expansion of a number of public sector industriems, vis.
Agricultural Tools Factory, lLcather and Shoe Factory, Tobacco Development
Co. and Tea Di.velopment Corvoration, start-up of production from five
industries (cotton textiles, agricultural and industrial lime, vegetable
gheo, bricks and tiles and vegetable 0il) which were etarted during the
last 4th Five Year Plan; establishment of 4wo mineral-based industries -
magnesite and cement ~ and two Jorest based industries ~ rosin/turpentine
and pulp and paper. Private Sector has been given equal importance in the
Industrial Policy of HMG/N. Araas snd Projecis have been identified for
private investment and varicus support sarvicee are lLeing extended, FFP
has an explicit programme of aseisting in re-organization of ‘sick!’
industries and promising industrial ventures in the private sector will be
supported to stirengthen iheir operation and expansion. 1In addition every
support required to set up 50 agro-based, 13 mining~based, 12 forest-based
and 52 miscellanscus industrial ventures in the private sector will be ex-

tended by Government institutinns and departments.



5.3. Prioeiting

R A .

An par tho nf1ategien, ke Guovasnrant hes cloasriy outlired the
prioritier in ithe induntri:) swccor w th a view to maxi - the country
self-preliant n eaventis’ concumer ouad wmt pininally making available
development goods ovancd on local natural reaourcas, Thale approach is
expaciad to develan Lnport sulaiitution as well as export—oriented

irdustrial vouturaa. e detallo are ag follows:

le Comrtitrod i terio wdder anple=aatasion, Thege inalude

Urlek e File, “otton Textiles emnd Vegathable Chew.

2o Forodente devgned for incr:iagsed production of articles of
daily necwmaties ad wreodusing sonrirastivn goodm of develop-
ment a2l noadn,  Thees inciude Cement, Sugar, Chee, Flour,

Hoollen Oavuenid, Jron sad Stesi.

Je Frojecie priasnrily beacd op indagonoun ruw stariais and
natural recourcesr vush an mrtcheas, catecl and trnning, resin
and turponiine, harctoard, 2late, pulp and punar, magnesite,

toa otc.

4, Med:iam and small-uecale indusiriese aa woll ae village and
celtage inductries produsing aneillary goods, and also large-~
acnle irdustiles noit talliog within the above catepory bt

nsceagary due to cconomise of scale, will be .ocorded priorisdy,

In terms o sub-ssotnral priositieq, tdp priority goes to the
dovelopment of vgro~rased Industries lu kuening with the present dominance
of periculture in ithe scinomy ond ths need to egznand nrocessing and pre-
servation cepacitieu of agricultvral producin.

Sed. Fmeilitiss and ‘mupurd Vervices

The 1974 Incustrial Pulicy nicarly definoe the typa end extent of
investment promo:lon fazeilities %o be oxtended to both lucal and foreign
investors. 1t delineaies b3h tae typua of projecta and the regional
areas in which ihs goveramnt seecks participation from the private sector
in order to encouraze industrial growth in a demired pattern and to

improve tho resionsl coonamic valance.
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The facilities extended incin.ls 1sprin lcan wuneantese facilities,

foreigr exchange allocation ' umport tupuie, selaxation un diveet

and indireot taxes ani proviwicon of raguired atiiities cnd rervicea

at nominal rates ilirough the prvarnawad fratitutiong. ruriher, MG

has attractive foreign curvenny caprital and profit repatristion
policies for fureign icveaimsnt which allow tus Coreign invostor a
guarar.tee of repatriastion of 1D par cent ) ias eruity capitel lnvested

and 9 per cant of peufito attritudatvle 4o such capital,

Also HMI/N welcomes tnd prevides every suprort and facility an
above fur foreign invasiment in the projecta rerniring i veatmont from
Re. | miliion and above eitbar in collaboraiion witu private partics
or on a joint gector uvaeiv with M3, varticilarly where advanced technology

in neadad,

5.5« Industriai Snstriria

e

There are «nly fou ploves sueh 16 Knlhmandu, diretvaxar and Blreun
where the basio infrasirvcture p 4ne emiahlichacn. of indusirial
unite 18 wiequately aveilabio. 1t is Lher.iore important to create such -

facllitiea outside thege thyrea citice as we'l,

BM) stoarted in the eaply 1900% to romeve thane congdraints oy way
of estahlimhing iadustvial 4 styicis o iiw different varts of the country,
where indumtries ean be jocatad, 1 the initial yuirs, the districts have
experienved low ubtilisatisn retic of ahede ae vy ibien but tater this
was signitiomant!r mproved and uresently *wn estates are fullyv oncipiaed
and araa and ecapactiy of wbility wervicea ia 4l9Tar oL 4n sarticus parte
of the Kingdom. Thore ar two i Xmibtaspde (falaju, and Patan; and one
each in Hetauda, [huran, Pokhera, iwdepl and »apalguani,  The “scilities
availeble in these ali'rictg are neveloped picrs of Jand, irdastrial build-
ingn, regular and adequate sunply of dowsr ar'® procsuned water. The rental

charges on these utilitivs and faoid ties are neminal,




4.6 Institutionz! Dervican

In order to strensythen and re-orisnize the furnrtioning of the public
gector enterprines, H¥:i’N has alrasdy sstahlished the torporation Co-
ordination Couneil {€.C.C.0. o far the “ouncil bhar completed management
and operatinnal studies ot mwny publirs antarprises, including manufacturing
wiito., Findings of thero studiss are being uned 4o improve their per-
formance, OSimilarly tho industria! axternion and pre-investment feanibility
services provided by [0 have rontritmted to the healthy promotion, expan-

sion and implementaticr of industrial venturosd.

7. Inatitutional Financial Uupport

Finaneial support of the 1ndustvial aentor is provided through nom-
mercial banks and othier financial inmtitutions. NIDC 1n supporting
both private and publis rentors by providing long and short-ierm losns and
equity participation, the emphasmia 15 however {nr the private aectar,
Commercial Panks finance primerily loans for working capital, but recently
in eonjunction with the Coltagoe 1 Jillage industriea 'wpartment the
Commercial Pank vepan to make term loane 7or nmall-scale industrissy thuy
are required to inveat 70 per cent of thelr total Aeposits in cottape in-
dustries and agriculture. T mect thess cepiiramants 2IDC and ths Agrioul-
ture Development Vank are aupported by lives of oradit {rom vapricus sovrces
guch as the iSA, Japan, India, Germany, fritain, LA, ADN etc. Locnl
ourrency support ig provided hy Mersl Hoetra Sank and iiMG/N.  To meet the
apecific needs of a particular induntrv, wich an Lea, tobaceo, jute ete,
and for abmerbing Lilateral nesist:ance from donor countries, M; is operating
public mector companiea. Financisl mipport is nlao being provided by the
rocently formed Stock Exchangs Cempany, which will underwrite share issues
by manufacturing and cummercial veniures, and ly the Cradit Guarantee

torp. which will guarantee loans for small und eotinpe inthiatries.

e ™ -




77. 0G. 28






