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CHAPTER ]
INTRODUCTION

1.1 General Overview

Located between the world's twa fastest-growing economies- India and China, Nepal
15 a Least Developed Country (LDC} in the South Asian Association for Regional Co-
operation (SAARC) region, Being one of the poorest countries in the world, the per-capita
GNP of this country has reached dimunitive of US £ 300 up to FY 200405, Approximately,
31 percent of the total population is below the abject poverty line. At the same time, the gap
between the rich and the poor 15 widening at an alarming rate. This reflects that a chronic

viglous circle of poverty exists in the economy.

Locking on the structure of the economy, majority of the population depend on
agriculture which has been employing obsolete technology and unskilled manpower
generating very less volume of saving making up less capital formation and, consequently,
less volume of investment. Due to the resource crunch, the government has not managed o
create sufficient job opportunities inside the country as-a-result of which vouths are heading
for foreign lands ex mass in search of liveliheod. On the other hand, political instability has
been, for a long time, suffering the economy most. However, there is a general expectation
that the Maoists' insurgeney will be resolved in near future as the both sides- the government

and the Maaoists have been engaged in peace talks, declaring the truce,

Against the backdrop, the major issue faced by the Nepalese Economy at present is,
in essence, how o escape from poverty trap or low level equilibrium trap, and accelerate
economy towdrds a great leap Lo catch up with the developed countries (DCs) by attaining
sustainable high economic growth rate, which certainly require optimal urtilization of the
available natural and capital resources.



Among other factors of production, capital is an imporam factor affecting the
economic growth which is generally found to be scarce in underdeveloped countries like
Nepal. That is why the government has been making everv effort to generate capital
resources. But the desired level of capital resources has not come up inzermnally compelling
the government to go for external capital in the form of foreign ussistance as the final reson,
Due 1o the fact that foreign aid/assisiance is not a reliable source, the governments of
developing countries and LDCs have been siriving to attract foreign investments. Al present,
each and every country in the world, whether they are DCs or LIDCs, have realized the

constaictive and productive role of foreign investments in the economy.

In fact, Forcign Direct Investment (FDI) provides fund along with manpower,
technology which are supposed to encourage local enterprise to invest with foreign investors
Especially in case of LDCs, this paves way for expansion, modernization and development of
the vast rural economy helping to materialize the dream of industrialization, Besides, FDI
makes available ample employment opportunities to the local people. It further brings in few
and innovative know-how or skills of production and distribution/marketing. It is regarded as
3 powerful means ol tansfer of technology which helps sirengthen the trade along with
widespread market within and outside the country. In this way, it also assists to maintain and
utilize the available capital and natural resources lo the maximum possible exient so that a
coulilty may gel every ambience Lo prosper,

Talking about Nepal's efforts 1o attract FDI, it began in the Sixth Plan with the
promulgation of the Industrial Policy (1981) which had made a separate provision as 1w
foreign investment, the elected government after the restoration of multiparty democracy
explicitly adopted the new policy of liberalization to speed up the process of industrialization
through mobilization of the local capital as well as antraction of foreign investment and
technology in the country introducing o host of acts and policies. With the same spirit, Mepal,
later in 1994, became a member of Multilaeral Investment Guaraniee Agency (MIGA),

which guoaraniees foreign investors against non-commercial risks.

From above it is crystal-clear that Nepal has endeavored to increase the influx of FIM
into the country for achieving the rapid and robust economic development. In the present
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context of globalization intensified by the apex global trading svstems, the fruitfulness of the
WTO membership to Nepal, to large extent, depends on how much foreign invesiment and
wransfer of technology it can invite to extend the national production frontier and sharpen

competilive edge of the economy.

1.2 Statement of the Problem

According 1o the Constintion of the Kingdom of Nepal, 1990, "The Siate shall, for
the purpose of national development pursue a policy of taking measures necessary for the
attraction of foreign capital and technology, while at the same time, promoting indigenous
nvestments.” In the same manner, the Tenth Plan (2002-07) has the objective to develap
Mepal as an attractive and reliable investment center at international perspectives, making the
procedures to atiract foreign investment simple, comprehensive and transparent through
administrative and legal reforms. This shows that the country has accorded high attention in

atrracting higher amount of FII into the economy.

However, the reality is that over the two decades, foreign investment has been
growing but in a slow pace. Complaints and grievances from foreign investors on the
problems they happen to face before and after investing in Mepal have been heard frequenily
Though FDI is among the national economic priorities, there is lack of study and analysis on
this subject. Therefore, the proposed study is a genuine eflon to analyze the trend of the FDIL
in general and FDI in the Service Sector in particular,

The rationale behind the GolN w emphasize on alracting FDI is that the country
wants (o collect the funds 1o utilize the available resources in the country. But the amount of
FDI has not been 1o the desired level in spite of some improvements in the legal provisions
and increased facilities. Likewise, in spite of growing popularity of the FIJU in the Service
Sector globally, it has not increased in Nepal.



Realizing the significance and role of forcign investment, especially overall FII, in
cconemic growth and development of the country, an analvsis of overall FDI and FDI in the
Service Sector with the aim w find the ways for future improvements for FDI industries in
generul and FDTin the Service Sector in particular has, thus, been taken 15 the problem of the

proposed study.

1.3 Objectives of the Study

The study s atmed at the following objectives to:
|, take account of the legal status of FDI in Nepal,
2. examineg ond analvze the nature and extent of averall FDJ and
the employment opportunitics and transfer of technology through FDI
J. examine and analyze the FDI and employment generation in the Service Sector,

1.4 Significance of the Study

Since the domestic resources are insufficient and difficult 0 mobilize and the
govemmenl has 1o speed up the process of sustainable development under the severe
resource scarcily, the government is rying hard to attract FDI inside the country. However,
the desired level of FDI has not come forth to date. Moreover, no specific study on the FI3 in
the Service Sector in Nepal has been conducted so far. Considering this face the study will be
useful for the policymakers at the planaing level to improve the legal provisions and
incentives 1o be offered. Likewise, this study will be helpful 1o the students alike,

1.5 Limitation of the Study

The study is mainly focused on the direct investments by the foreign ventures only, It
excludes the analysis of the portfolio investment made by the forsigners, The study will be,
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to some extent, limited in scope and coverage due to time and resource constraints. The study
rakes into considerations basically the trend of FDI in the Service Sector of Nepal and

recommendations for its promotion.

1.6 Organization of the Study

This thesis has been broadly divided into seven chapters. The first chapter presents
the infraduction to the subject-matter ol the research, comprising of general overview,
statement; objectives; significance and limitation of the study, Review of the literature is the
second chapter presented in two sub-heading under global scenario — the literatures by the
foreign scholars and institutions — and the Nepalese scenario -- literatures by the Nepalese
scholars and institutions. The third chapter is concemed with the methedolegy of the research
that covers research design. source of the data, the procedures of data coliection. and

procedurss of data processing and the method of data analysis.

Similarly, the fourth chapter is the theoretical and historical aspects of FDI. Under
theoretical aspect, the definition; types, theories of FDI are dealt with, In addition, host
country determinants and pros and cons of FDI along with the definition and the history
MNCs are also presented, Under historical aspect of FDI, FD in the global and Nepalese
context has been put forth. Likewise, the fifth chapter takes account of the current legal

framewark of FDI in Nepal.

The sixth chapter is the most important section of the thesis. concerned with the
presentation and analysis of the data. This chapter has broadly been divided into two parts —
analysis of overall FDI -- stotuswise, sectorwise, categorywise, countrywise, districtwise and
yearwise separately in the case of amount of FDI at first and employment generation and
technology wansfer. In the apalysis of the overall FDI in the basis of year, a Simple
Regression Model has been fitted so as to forecast the future trend. Likewise, the later part is
presented in the like manner, which includes the specific analysis of the FDI in the Service



Sector in the perspective of the FDI amount, employment generation and wansfer of
technology. Besides, the Simple Regression Model has also been applied in this case as well,

The seventh chapter is the final one with the title of finding and recommendations,
This chapter has two broad divisions - the major findings stating the key results of the study
are in the first part, followed by the recommendations dealing with the ways for the

promotion of the FDI in the Service Sector. The references and links and the annex concludes
this thesis.



CHAPTER 11
REVIEW OF THE LITERATURE

This Chapter presents the review of related literature published over the years which
aims to provide an insight to the concept and related issues of foreign direct investment
(F2I). The varicus studies regarding the research-questions conducted in course of time b
different scholars have been sought to record.

2.1 Global Scenario

Broadly speaking, an interest on foreign investment scems to have taken place after
the World War T1, when many a country freed from the ages-long colonism. The develaped
countries started to adopt an extrovert or so called outward-looking economic polices. The
wave of globalization slso sdded fuel to the fire, in making foreign capital a global
phenomenon, which later gave rise to multinational companies/corporations (MNCs),
However, the then developing countries were not in a mood to accept the mehilization of
fore:gn capital, especially foreign investment initisted by developed countries. mther they
were skeptic about the behuvior of the developed countries thinking that the |ater would
again re-establish the colonial system. Later, around 19805 with the epoch-making
development in telecommunication and transportation in a speedy manner, the whole world
deviated from the orthedox notion of ‘inward' looking economic policies to a more flexible
and 'outward’ looking economic policies. Similarly, there was a new realization on the part of
developing country that they could not simply afford 10 remain isolated ignoring the then
glebal liberal policies. Mereover, the developing countries adopted the liberalization policies
not at their own will, but the contemporary economic erises — such as debt crisis — made
them 1o do so, as the developed countries asked the former ones to do. Along with these
developments, the developing as well s developed countries have now realized the
productive role of FDI.



Thus, in the global context, there is lots of literature available as to FDI. Gengrally
speaking, the literatures — especially before early 1980s — viewed the role of foreign
investments cntically, while those of the later 1980 and anwards appear to have been mare

empathetic on the positive role of FDI that can play in an economy.

The New Palgrave A Dictionary of Economics (1987, vol, 11), edited by John Eatwell,
Murry Milgate and Peter Newman comprising a piece of writing by Herbert G. Grubel
defines FDI os the act of acquiring assets which may be financial, such as bonds, bank
deposits, equity shares or they may be so-called direct investrent and involve the ewnership
of means of production such as factories and land. Direct investment is also considered to

take place, if the ownership of equity shares provides control over the operation of & firm.

Further, there are other motives for the purchase of assets abroad. They mvoive either
externalitics or market imperfections, which are intermalized or eliminated by the
Multinational Enterprises (MNEs). The final major explanation of FDI involves distortion
introduced by the govemment policies. Tariffs and other protective devices as well as
subsidies and taxes can create conditions under which it is more profitable 1o produce in,

rather than export to, o foreign country,

The McelGraw Hill Encyclopaedia of Economics (1994, second odition), edited by
Douglas Greenland, comprises of an article by M, Graham Edward entitled ‘'FDI: Geéneral
Agreement on TarifT and Trade, Joint Venture, Multinational Corporation, Nationalization of
Industry, Protectionism' that describes FDI as the acquisition of managerial control by a
citizen or corporation of a home nation over the corporation of some other host nation.
Corporation that widely engage in FDI are called are 'Multinational Companies’
‘Multinational Enterprise’ or 'Transnational Corporation’. The term is something of
misnomer: when FDI takes place, investment in economic sense may or may nol occur. [f,
for example, 8 US company acquires ownership of the ongoing British firm, FDI is seemed
o have taken place, however, no net creation of productive capital and hence no economic
investment has occurred. By contrast, if the same UJS Company creates de nove subsidiary in
Greal Britain, building new plant and equipment, then both FDI and econamic investment
have taken place.



Exactly why FDI should take place at all has been the subject of cansiderable inguiry
in recent years, the point having been made in a warld characterized by perfect markets for
goods and factor of production, FDI would not occor, This argument that imperfections in
these market must account for FOI and theories based on imperfections in foreign exchange
markets, financial markets and markets for technology have been advanced

The Oxford Economics Dictionary (1997) edited by John Black states that FDI is the
acquisition by residents of a country of real nssets abroad. This may be done by remitting
money abroad to be spent on acquiring land, constructing building mines or machinery or by
existing foreign business, Inward FDI similarky is scquisition by non-residents of real nssets

within a country,

Meier, Gerald M (1984) in his book entithed 'Leading Issues in Economic
Development' {forth edition) has made a brief note on private loreign investment, its benefits
and costs, Transnational Corporations (TNCs) in developing countries and finally ransfer of
technology. According to him, the essence of the case for encouraging an inflow of capital is
that increase in real income resulting from the act of investment s greater thar the resultant
increase in the income of the investors. The benefits of private foreign investment can accrue
to (a} domestic labor in the form of higher real wages (b) consumers by way of lower prices
{c) the government through higher tax revenue and mast importantly, there are likely to he
id} indirect gains through the realization of external economies. Against these benefits, the
costs may anse from special concessions offered by the host country, adverse effects on
domestic savings, deterioration in terms of trade and problems of balance of payments. In
connection to TNCs, he explains that TNCs may change the nature and evolution of
concentration., they may affect the profitability and growth of indigenous firms, they may
alter financing, marketing, technological and managenial practices of the sectors that they
enter, and they may, by predatory conduct, drive firms out of business. and o on.

In sum, he concludes thar the central problem now is for the recipient country to
devise policies that will suceeed in both encouraging s greater inflow of private foreign
capital and ensuring that it makes the maximum contribution feasible toward the achievement
of the country's development abjectives and the tasks of develapment require both more
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effective gavernmental activity and more investment on the part of intemational private
entarprise,

Later in 1995, the author brought out the book entitled 'Private Foreign Investment in
Developing Countries', in which he appeared positive on the role of foreign investment, What
he wrote (s that governments of developing countries were giving new attention to the
potential for private foreign direct investment in their economies, This is the reason why
many developing countries were eager to extend the market price system and the privite
sector and to mitigeie the external debt problem by attracting more private foreign

mvestments,

The literature review of two books by the same author implies that as time elapsed.
the attitude toward FDI has been changing from suspicion to a grester degree of reliability. A
probable reason, among other things, of the paradigm shift could be advice of the advanced
countries 1o the developing countries and compulsion of the developing countries themselves

on the other.

Torado, Michael P. (1985), in his widely-acclaimed book entitled 'Feonomic
Development in the Third World' has briefly described few pros and cons of privae foreign
investment in the development degma of the Third World. The contribution of private fireign
investment (o nationzl development have been claimed in terms of filling gaps- the resource
gap, toreign exchange gap, the gap in the management, entreprencur, technology and skill
presumed to be partially or wholly filled by local operations of private toreign firms.

The reasoning against MMCs are expressed in terms of widening gaps that consists of
its long-run impact to reduce foreign exchange eamings, on both current and capital
agcounts, uneven impact on development, income-inequalities, production of inappropriate
products, stimulation of inappropriste consumption patterns through advertising  and
manopolistic market power with the help of inappropriate (capital-intensive) technologies of
production, allocation of local resources for socially undesirable projects nggravating the
already sizable inequality between rich and poor and the serious imbalance between urban
and rural economic opportunities, use of their economic power to influence government
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policies in directions unfavorable to development, high possibility of damape of host
econamies by suppressing local competitors, and small-scale local enterprises, control cver

real local assers and jobs exerting considerable influence in political decisions at all levels

Tuller, Lawrence W.(1992) in the book entitled Mo Graw Hill Handbook of Global
Trade and Investment Financing' mentions that FDI financing being long term usually
involves large amounts of capital and may include & wide variery of passible variations and
combinations of debt and equity. Once the project is up and running, additional funds may be
required for working capital. The argument here is that for domestic expansion projects or

business acquisitions through FDI calls for a smooth financing mechanism in the economy.

The author has noted the source of funds for foreign investments that are significantiy
different from those encountersd in a domestic expansion, They fall broadly into seven
categories:

. Joint veniures

1

Hast country commercial banks
Regional or local development banks
Bilateral financing aid organization
Multilateral financing aid crganization
Local stock markets

Counter trade

48w s w

The author has also presented a comperative study of G7 countries {US, Great
Britain, France, Ialy, Canads, West Germany, Japan) on FDI inflows amang which the US
had received the most portion of the FDI chunk.

UNCTAD (1998), a UN publication entitled 'FDI in Selected Asian Coumries:
Policies, Related Institution Building and Regional Cooperation' reflects the changing
philosophy and role of FDI. A dramatic shift in the attitude of developing countriss towards
FDI has become evident since mid 1980s following the 'debt-crisis' of the early 1980s which
coused spectra of falling investments, declined or even negative growth, soaring fiscal
deficits and deterioreting balance of payments. The developing countries then cried our for



lnancial assistance and policy recommendation to the developed ones thut the former were
required to open up their economies 10 FDL leading to the emergence of TNCs in a vast
spectrum of economic activities, Many TNCs moved into manufacturing sctivities in
developing courntries with greater possibilities for forward and backward linkages. Many of
them engaged in export-oriented manufactures, complementing the national development
objectives of achieving improved balance of payments and rapid industrialization
stmultancously. In the context of export promotion, the role of TNCs has been assuming

grenter significance with the increasing imporance of intra-firm trade in global rade.

TNCs were being increasingly looked upon as a source not of capital only but also of
promotion, management and marketing techniques. Thus, many developing countries
initiated liberalizing their FDI policy regimes on the basiz of the new perception of
community interest. The teads towards liberalization become progressively more
widespread as a result of ‘demonstration effect’, ns some countries liberalized, others
fiolloswed suit.

In-a-nutshell. the sbove-mentioned factors have been complemented by other
supportive  changes in the global economic wview, These changes involve greater
‘camponentization’ of production, convergence of demand patterns and reduced cost ol cross-
border transport and communication which have paved way for favorable condition for a

greatar number of developing couniries o atirect FDILL

LNCTAD (2003), & LN publication entitled 'Investment Policy Review Nepal' deals
with FDI trends and performance, investment framework and FDI strategy. The study finds
out that the volume of FOI inflow into Nepal has been small hindering FOI to become an
important source of aggregate investment finance and its impact on economic development
has been minimal A comparison with the selected high and low performing Asian countries
brings out the underperformance of Nepal in terms of FDI inflows, thanks to failure on the
part of the government to offer incentives w the investors, unsatisfactory administeation,
barriers in the power generation and political instability. As Nepal has some niche sectors
such as tourism and herbal products, immense potentiality exists for the country to attract
FDI in such sectors. Even though most sectors are open to FDI and the standard of treatment
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has been fairly good, the FDI potential has not materialized. An overall improvement in the
business climate is called for to make it more investment-friendly,

The study recommends to attack the key obstacle to FDI through liberalizing foreign
tnvestment law concluding o biloteral investment treaty with India; improving administration
andl design of taxation in particular; modemizing labor regulation; appointing a champion of
investors' rights; creating industry promotion packages 1o tap immediate FDJI potential in

tourism, export manufacturing and herbal products mandating a special investment agency

Cho, Joong-Wan (2003) in the book FDI: Determinants, Trends in Flows and
Promotion policies’ published by Investment Promotion and Enterprise Development Bulletin
for Asia and the Pacific (No. I) United Nations, has analyzed FDI from both practical and
theoretical standpoints. Globalization has many faces; however, it is first and foremost
comprehended in economic and linancial terms. Perhaps, the mest important face of
globalization 15 the rapid integration of product and financial market over the last decade.
Trade and investment are the prime driving forces behind globalization FDI has been one of
the core features of globalization and the world economy over the past two decades, It has
grawn at unprecedented pace for more than 2 decade with only a slight interruption during
the recession of the carly 1990s. More firms in more industries from more companies are
expanding abroad through direct investment than ever belore, and virtually all economies
now compete to attract MINEs, For the purpose, the past two decades have witnessed an
imparalled opening and modemization of economies in all regions, encompassing
deregulation, deconsolidation, privatization and private participation in the provision of
infrastructure, and the reduction and simplification of tariffs. An imegrated part of this
process had heen the [itheralization of foreign investment regions, with the realization that
FDI can play a key role in improving the capacity of the host country 1o respond to the
opportunities offered by global economic integration, a goal increasingly recognized as ane

of the kev aims of any development strategy.

Jensen, Natham M. (2006), an Assistant Professor of Political Science st Washington
University in 5t. Louis, in the book entitled vation-states & the MNCs: A Political Economy
of FDI' reviewed and posted in the website www.pupress princeion. edu presents the most
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systematic exploration to date of the questions— "what makes a country sttractive to foreign
investors'”, "To what extent do conditions of governance and politics matter?' at the nexus of
politics and economics. Using quantitative data and interviews with investment promation
agencics, investment location, consultants, political risk insurers, and decision-makers at
MNCs, the author arrives at a surprising conclusion that countries may be competing for
international capital but govemment fiscal policy- buth taxation and spending- has little
impact on MNCS' investment decisions. The kook is enriched with the facts and figures and
has employed analytical snd descriptive spproach to account on determination, trends,

inflows and promotion policies.

Although govermmment policy has a limited ability to detérmine patterns of FDI
inflows political institutions are central to explaining why some countries are more
successful in atracting intemational capital. First. democratic institutions lower palitical
risks for MNCs, leading to massive amounts of FDI. Second, political institutions lower
palitical risks for MNCs, and allow host countries to attract higher levels FDI inflows. Third,
the IMF. often cited as a catlyst for promoting foreign investment deters MNCs from
investment in countries under IMF programs. Even after controlling for the factors that Low
Countries o seek [MF suppont, IMF agreements are associated with much lower levels of
FDI inflows.
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2.2 Nepalese Scenario

Nepal started some effors to attract FDI inflow, lately since the Sixth Plan (1980-85)
with the promulgation of Industrial Policy 1981, However, interest toward FDI aroused only
after the restoration of multiparty democracy in 1990s, when the elected government decided
1 adopt libernl economic policies. There is relatively a dearth of literature on FDI in
Nepalese context, though the studies on the FDI have been conducting over the few years by
the government agencies as well as some non-government ones. Maoreover, the literatures on
the FDI in the Service Sector are virually absent. With this background, this section takes &
glance an the studies, write-ups by Nepalese writers in different time period.

Shrestha, Amrit Man (1996) in his book entitled 'Export Promotion Directory of
Nepal', a handy guide to the prospective investors to sort out the complimentary investment
climate in Mepal, has primarily stressed on the role of Nepal Industrisl Development
Corporation in promoting foreign investment in Nepal. The book takes a glance an Mepal's
export promotion policy. -

Poudyal, Sri Ram (1999) in his book under the title "Trends in Nepalese Economy:
Foreign Trade and Investment' states that FDI would enter Nepal only if the investors were
ensured for maximum profit. Nepal, a low cost economy by dint of abundant |labor and low
wage rate are strengths for attracting FDI. But the component of labor in the total cost is
declining significantly with the increasingly larger use of high-tech components. Mareover,
the unskilled namure of labor eliminates the advantage of fow cost. Thus, it is imperative 1o
concentrate on producing skill and technical manpower by orienting the educational system
and operating for & co-coordinated approach by the universities in line with the emerging

demand of international business.

Dahal, Madan K and Aryal, Shankar (2004), in the article entitled 'FDI in Nepal with
reference 10 Indian Joint Ventures' in the book Mepalese Economy Towards Building a
strong Economic Nation-Stre', CEDECON, TU have analyzed the FDI inflow into Nepal in
4 comprehensive manner providing historical background, national objectives, legal



framework, bottlenecks and potential areas of strengths and Indian Joint Ventures (Vs with
the use of primary as well as secondary data sources.

In a poverty-stricken economy like Nepal wherz internal resources are extremely
limited to supplement current expenditures causing incressing dependence on foreign aid
(grants and loans). Against poor economic growth rate and escalating political conflict, the
role of FDI is crucial not only to sustain development activities but also for poverty

alleviation.

Nepal and India both have liberalized foreign investment policies that would help
promote FD1 in Nepal. However, foreign investment policies in Nepal are relatively inward
looking, requiring adjustment with smail cottage industries and industries of national
importance. Review is imperative in some FDI barred greas. It is also essential 1o improve
the capacity of domestic industries ensuring competition as per the provisions made by WTO
and SAFTA,

The strengths are moderately fair investment climate; location between the two
potentially largest markets in the world Ching and India; macroeconomic stability and a
relatively liberal economy; trainable and low cost workforce: substantial natural and eulral
assets; and small and accessible bureaucracy and » generally business-friendly government,
The opportunities are tourism; a variety of niche agriculture and business activities:
hydropower generation and infrastructure development and IT-based services. Major
weaknesses comprise landlockedness, poor Infrastructure, unskilled workforce, rigid and
itrusive legislation, political instability, weak implementation and persistent corruption

followed by ongoing insurgency.

FNCCI (2005), Nepal and the world A Statistical Profile 2005 is a source of data on
various sectors of the economy with global economic comparison, which has pertraved
Nepal as 4 country to attract much less FDI inflow. This includes the data on joint ventures,
and presents the present siwation of the economy as well as legal provisions and usefil
unformation to the foreign investors. This can be useful 1o prospective investors as thev can
discern about the overall investment climate in the country.
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Bista, Raghu Bir (2005), in the book entitled 'FDI in Nepal', has highlighted the
positive impacts of FDI on national economy in terms of employment generation, GOP and
government revenue, With the help of recent facts and figures, the methodology of the study
18 generally descriptive. The book has a prime goal of making impact assessment of FDI &
macro- and micro-levels. He asserts that as there are capital and technology bortlenecks in
Nepal's industrial development, despite a huge natural potential, FDI can be helpful. He also
has analyzed the FDI contribution in enhancing corporate social responsibility in Nepal, The
author gives some quite interesting facts on historical background of FDI, its teends and

structure in Nepal and how FDI affects the social and economic sector of the country,

Chitrakar, Ramesh C (1986), in the research-work entitled 'Foreign [nvestment in
Nepal® (1986) CEDA, TU, has made a comparative study of foreign pelicy of Nepal with
various developing countries on the basis of primary and secondary duwm. which was
conducted in the population size of some 49 firms. of which 20 were selected purposively.
The objectives of the study were 10 examine and analvze the nature and extent of foreign
imvestment in Nepal, analyze the policies and incentives, strategies of MNCs for overseas
production, analyze the problems of promoting forelgn investment in Mepal, examine the
impact of the then-formed Solidarity Ministerial Meeting and Investment Promoting in
investment promotion in Nepal.

The study portrayed the dismal performance of arracting foreign investment 1o
Nepal, in spite of different efforts made by the government. He finds out that the most-
important motivating factor for foreign investors 1o invest in Nepal is sceess o market by
way of wrifl and non-tarifF restrictions imposed or expected to impose by the government on
the goods which are planned for production; incentives and growth of market potential;
ncome tax facilities; custom duty and sales tax facilities on the imports of factors of
production like machinery; equipments and tools; raw materials, facilitv of convertible
fareign currency; expansion program of the investing firm; locally available raw materials:
low production costs and English-speaking familiar economic and commercial environment.
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Bhaita, Shiv Raj (1%93), in his thesis entitled 'Foreign Investment in Nepal' submited
0 CEDECON, TU examined the impact of foreign investment in economic development of
the country, problems of foreign projects and development of joint ventures. He had
emploved descriptive research methedology with the objeetives as those of earlier author. He
found many problems of foreign investment promotion in Mepal —such as — skill shortages,
inadequacy of the domestic infrastructure, small size of the country, bureaucratic harassmen

and lack of human rescurces.

The same author came up with the article entitled 'A Case for FDI' (The Himalavan
Times, 2 May, 2005) suggesting that there should be some restrictions on FDL Basically,
protection of cerfain sectors and industries (cottage and small-scale industries, arms,
ammunition and security-related industries) and restraining emplovment of foreigners are

desirable

Rai, Parker (2003), in his thesis entitled ‘'FDI In MNepal: Problems and Prospects'
submitted to CEDECON, TU, with the objectives to analvze the prospects for and problems
of FDI inflow to Nepal, examine the nature and extent of FDI; employment opponunity and
technology transfer. the existing policies and incentives 1o FDIL The study has adopted
descriptive and exploratory method, employing primary source and secondary source, He has

also fitted a regression line to analyze the trends of FDI in Nepal,

According 1o the study, there is an increasing trend of the FDI inflows: positive trend
in employment opportunity, However, Technology Transfer has been adversely affected dus
lo topographical problem, frequent change of the government, corruption, heavy excise duty

to mention just a few.

Dangol, Madhav (2003), in his thesis entitled Problems and Prospects of FDI in
Nepal' submitted to CEDECON, TU has analyzed the then phenomena of FDI. He set forth
the like objectives of examining the problems and prospects of FDI in Nepal. His study s
based on the descriptive research methodology.



His findings include that there is no mechanism to record the actual figures of
investments to foreigners, giving rise to a paucity of necessary data. Likewise, Nepal's
performance on attracting higher FDI has been found 1o be very poor, despite a host of
incentives provided by the government. He has suggested developing infrastructures,
establishing R & [ institutions, implementing the govemment policies effectively,
integrating the national economy and practicing good governance for the promation of FDI
in Nepal,

Bhandari, Jay Prakash (2005} in his thesis entitled 'An Analysis of FDI: A Case Study
of Trend, Structure and Legal Provision for FDI in Nepal' submitted to CEDECON, T has
conducted the study 1o find out the strengths and weaknesses of the country to attract FDI in
the economic development of the country, making use of some statistical 1ools 1o arrive to

some conclusions,

He has observed that the lacunas in FDI promotion in Nepal are: lack of chain
relation berween foreign investment and other commercial laws; insdequate factlities snd
concessions; insufficient acts 1o protect inteflectual propenty and unfavorable labor acts to

export-oriented industries,

Pant, Bhuwenesh (1994) in the article entitled "'FDI: Benefits. Cost and Determinarnts’
in the Economic Journal of Nepal (July-Sept.), CEDECON, TU has given the FDI-friendly
philosophy with a short background in the global scenario. He wrote that from 1985 1o 1990,
global FDI grew four times faster than global GDP and twice as fast as domestic investment.
During 1991, 25 Countries made 82 changes in FDI policy. Nearly all of these changes were
in the direction of greater liberalization of FDI, The determinants for attracting FDI are
political and economic stability; sound macroeconemic environment and growth potential;
credit worthiness: export market sccess; adequate and transparent regulatory regime;
technological and managerial advantages: government regulations and tax peliev. The same
author, later in 2003, came up with the article entitled 'FD: Some Theoretical and Practical
lssues’ in Mirmire (2003), an NRB publication in which he has briefly dealt with the
theoretical and practical issues related o FDI.
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Arya, Ramesh C (1994), in the article entitled Foreign Investment and Technology
Transter: The Mepalese Experience’ in the Economic Journal of Nepal, (1994, July-Sept),
CEDECON, TU has focused on the policy implicatons of FITTA in Nepal's own
experience. He has argued that the projects promoted as foreign investment are of smailer
magnitude which do not have high technological contents and are serving the domestic
market only. He has made an impormant point that industrial environment should be made

favorable for local investors, before expecting more FDI to flow in.

Pyakuryal, Bishwambhar, (1995} in the book entitled ‘Impact of Economic
Liberalization in Nepal' has analyzed the effect of economic liberalization in attracting
foreign investment in Nepal, The study is solely with the aim to assess the impact of
economic liberalization on various sectors of the economy, based on dam of secondary

source published by different government agencies.

He has made some significant conclusions. Firstly, industrial restructuring demands
reinforcing competitive pressures. Breaking up monopolies and motivating private sector
eniry should be prioritized. as monopoly of selected industries would have adverse effect on
the liberalizing imports. Secondly, broad-based industrial development strategy has been
weakened because of country's smallness and poor resource-base. The resrientation of policy
emphasis is needed to strengthening specialization in industries in which Nepal possesses
comparative advantage based on its human resources. Thirdly, the study shows a significance
correlation between promotional programs and the success of the countries in attracting
foreign investment. Finally, competition for FDI has intensified in recent vears because of 2
potentially declining supply of FDI and limited scope for receiving development finance
from the international banking sector. Strategies should, thus, be developed on marketing
progrums [or altracting investment.

Sidgel, Hamdev (The Kathmandu Post, 19th March, 1999 in the article entitled
Foreign Investment: An Overview' has dealt with the investment climate of contemparary
Mepal in briel. He has stressed on some of vital hindrances of FDI promotion in Nepal, which
has weakened the effectiveness of the various policy-incentives oifered to the foreign
nvestors. [n his opinion, land-lockedness, greater risks in the priority area, uncertainty due to
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frequent changes in the government and their policies and priorities, complicared
bureaucracy, mefficient and lethargic administrative apparatus, a small domestic consumer
market, low purchasing power of the people and deteriorating socio-economie condition have
badly affected further apportunities.

Mathema, Sushil R (The Eathmandu Post, 14 the July, 1999) in the article entitled
FDI Lacuna in Nepal' has figured out some of the core impediments in atrracting FDI inflow
o Nepal. He has mentioned {ijavailability of location bound resources or nssets: (i) size of
market and (i} cost advantages in production as the three main economic determinants for
the ocation of FDI in Mepal. Nepal assumes the third option having relatively cheap and
large labor-force as the most augmenting factor that brings up cost advantage 1o FDI
sertlements in the country, On the other hand, Nepal's policy an FDI has not focused much
rowards ensuring optimal allocation of resources. With the chronical problem of instabilicy in
the government and its policies along with inefTiciency of the bureaucratic set-up, the country
is virtually lacking zeal towards identifving potential areas of comparative advantage and
elfective skill development policies, Lastly, he suggests that there s a strong need 1o
modulate development strategy to attract FDI in the recent identified areas such gs tourism
and hydropower, intensifving efforts 1o provide other potential commuodities and services that

can serve a huge market demand in India.

Pradhan, StalinMan in the article entitled ‘Baiddeshik Lagani Ka Kura' (The Matter of
Foreign Investment) in the Economic Post, n Nepaii national weekly (22 Feb, 2006) has
asserted that the political instability is a prime hindrance in fourishment of FOI in Nepal
I'he advised measures are: removal of double taxation in dividends; abolishment of txes and
fees levied on export promotion firms; establishment of Export Processing Zones (EPZs);
special Economic Zones (SEZs); timely improvement in the Labor Act, stress on World
I'rade Organization (WTO) commitments, establishment of high level investment bosrd to

resolve the problems of foreign investors,

Finally, afier reviewing some of the relevant literature on FOI in Nepal, this study
sims at the analysis of FON in general and FDI in the Service Sector in particular. However,
01 & specific study on the FDI in the Service Sector in Nepal was found.
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CHAPTER I11
RESEARCH METHODOLOGY

3.1 Nature of Research Design

[n line with the objectives set forth by the research and the method of collection. the

nature of research design employed in the present study is descriptive and analytical,

3.2 Sources of Data Collection

The study entirely rests upon secondary data. The data were assembled from offficial,
unofficial and electronic sources, which mainly include Department of Industry (Dol)
Ministry of [ndustry, Cemmerce and Supplies (MolCS), TU Central Library, Federation of
Nepalese Chambers of Commerce (FNCCI), Ministry of Finance (MoF), Centre for

various public libraries, the websites of various global and national institutions like- WTO,
IME, IINCTAD, NEB and other academic/educational websites,

3.3 Procedures of Data Collection

As regards to the procedures of data collection, the researcher collected the
unpublished data from Del, while the published data were gathered through journals, books
by the experts. articles publised in the national and intermational newpapers and the

informations posted in the websites of various organizations.



3.4 Data Processing Procedures

Having collected all the necessary data, they were divided under differents headings
and were later tabulated w make them compatible with the techniques of stastistical method
and the requirements of the study. A general scientific caleulator waz used in calculating the

data.

3.5  Analysis of Data

The tabulated data have been analyzed and interpreted with the aid of different
statistical tools such ue- pie chart, bar diagram. averages and percentages. The technigue of
Simple Regression Model, widely used for forecasting future trend, have been applied in the
both cases- the overall FDI and the FIM in the Service Sector. The model fitted in the
analysis of overall FDI is as follows:

F=a+bT

[Where, F = Onverall FDI in billion Rs,,

T = Time Periods: 0,1,2.3, ......, 6., a & b= parameters|

And

F,=¢+dT

[Where, F, = FDI in the Service Sector in million,

T = Time Periods: 0,1,2.3,..., 16, ¢ & d = parameters. |

With the aid of the above-mentioned statistical tools along with & Simple Regression
Model to snalyze the data, some recommendations at the end have been advanced for the
promotion of FDI in the Service Sector in Nepal.
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CHAPTER 1V
THEORETICAL AND HISTORICAL ASPECTS OF FDI

4.1  Theoretical Aspect of FDI

This section attempis to present the theoretical aspeets of FDI covering the concept,

definitions, tvpes, theories and determinants of FD

4.1.1 Concept and meaning of FDI

Investment, in economics, refers wo the spending made in an economic activity for the
purpose of eaming profits or returns, Unlike the spending in consumption. invesmment s
aimed at creating more and more returns, Hence, investment has 4 close link with the sphere
of production among the broadly defined areas of economics viz consumption, production.

distribution, exchange, and public finance,

[nvestment, in generai, covers-portfolio investment or financial (indirect) investment
and physical or real (direct) investment. The former is defined as expenditure on the purchase
of financial securities such as stecks and shares, which is undertaken by persons, firms and
financial institutions in the anticipation of earning a retum in the lorm of interest or
dividends or an appreciation in the capital value of the securities. Contrary to this, capital
expenditure on the purchase of physical assets such as plamts machinery und equipment
{lixed capital) and stocks (working capital) in the hope of saming profits or retums is known

as physical or real investment.

In economic analysis, the term Sinvestment’ relates specificaily to physical

investment. Physical investment creates new assets therchy adding to the firm's productive
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capacity in micro perspectives, whereas financial investment only transfers the ownership of

existing assels from one person or institution to another.

In macro perspectives, investment requires an amount of current consumption be
foregone (i.2. saved) so as to release the resources to finence it. Investment expenditure, on
the ather hund, is a component of aggregate demand and en injection into the circular flow of
national income. In national income analysis, investment in the provision of social products
such as roads, hospitals and schools undertaken by the govemment is counted as part of
govermnment expenditure. Thus, investment expenditure is normally defined as that consisting

only of private sector investment spending.

Investment can be classified into gross and net investiment- the former being the total
amount of investment that 5 undertaken in an economy over & specified pertod of time
{comrmonly one year) and the latter being gross investment less replacement investment or
capital consumption which is necessary to replace that part of the economy's existing capital

stock which 15 used up in producing this year's output.

When it comes to the national level economy, investment can simply be splited into
domestic investment and foreign investment. Domestic investment, on the whele, denotes
investments made by the entrepreneurs and or commercial institutions within the territory
Foreign investment, on the other, refers o any investment by domestic residents { individuals,
companies and financial instilutions) in the acquisition of overseas physical nsseis and
financial securities. In other words, foreign investment refers 1w any investment in ancther
country which 1s carried out by private companies or individuals as opposed o governmeni
aid.

As  investment i& of two [orms: realidirect/physical  investment and
portfoliofindirect/financial, foreign investment is also the same: foreign portfolio invesiment
(FPI) and forcign direct investment (FDI). In this connection, FP1 is said to have taken place
when 2 foreigner and/or institution invest on finencial assets of a home country, Unlike in

FDI, it does not assume control over the management of the invested (economic) entity.
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4.1.2 Definition of FDI

Many scholars as well as international economic and/or commercial institutions have
frequently made studies on FDI. Unlike in other definitions of economic terms, there is
generally a commen understanding in case of FDI However, due 1o unavailubility of
reference buoks in sufficient number, the help of websites and links Is sought. Some of the

widely-recognized and succinet definitions are as follows-

WTO (1996} indicates that FDI occurs when an investor based in one country (the
home country) acquires an asset in ancther country (the host country) with the intent 1o
manage that asset. The meanagement dimension is what distinguishes FDI from ponfolio
mvestment in foreign stocks. bonds and other financial investments. Indeed, U5 percent of
FDI consists of transactions involving muoltinationals and their aiTiliates/subsidiaries. In
short, FII comprises of three components:

(&) New equity from the parent country in the home country to the subsidiary in the

host country.
{b) Reinvested profits of the subsidiary and
{c} Long and short 1erm net loans from the parents to the subsidiary.

{Source: www. sowtheentre.org/pubifdifioc him)

Any investment in productive assets by & company incorporated in a foreign country
as oppased 1o investments in shares of local companies by foreign entities is known as FDI
It s an important feature of the globalized cconomic svstem of the day

fwww econamicywedinstitutes. org/elossary/fdi him)

In znother definition, direct investment means that the concemns of the investing
country exercise de facte or de jure control over the assets ereated in the capital imparting
country by means of investment. Direct investment may take many forms:

1, The formation in the capital investing country of a subsidiary of a company of the

investing country,

2. The formation of a concern in which & company of the investing country has a

majarity holding.
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3. The formation in the capital importing country of a company financed exclusively
by the present concern situated in the investing colntry.

4. Setting up & corporation in the investing country for the specific purpose of
operating in the other country by the nationals of the mvesting country. Such
companies or concems are known as Transnational Companies (TNCs) or

Multinational Corporation {MNCs),

Viewed from different perspective, FDI could be defined as equity investment of
MNCs in the host countries. Around 35,000 MNCs are operating around the world along
with 1, 50,000 foreign affiliates, They mansge FDI and have become the driving force of the

intermational economy,

FDI in its classic definition is defined as & company from one country making a
plrysical investment into building a factory in another country, The direct investment in
buildings, machinery and equipments in contrast with making a portiolio investment which is
considered as an indirect investment. In recent years, given rupid growth and change in
global investment patierns, the definition has Seen broadened 1o include the acquisition of a
lasting management interest in @ company ar enterprise cutside the investing firm's home
country. As such, it may take many forms, such as a direct acquisition of a foreign firm,
contraction of a faculty or investment in & joint venture or strategic alliance with a loeal firm
with attendant impact of technology. licensing of intellectual property etc.

(yource - www.going-global com/ariicies understanding foreign  {mvestrment him)

4.1.3° Misconceptions about What FDI is:

[. FDI does not necessarily imply control of the enterprise as only a 10 percent
ownership is required to eswublish a direct investment relationship,

b

FDI does not comprise o 10 percent ownership (or more) by a group of ‘urrelaed’
investors domicited in the same foreign economy. FDI invelves only one investor
or a related group of investors.
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3. FDI is not based on the nationality or citizenship of the direct investor. FDI is
based on residency.

4, Borrowings from unrelated parties abroad that are guaranieed by direct investors
are not FDI

fwwnw. i orgnpd s fdl engy 2003/02903 pd))

4.1.4 Types of FDI

FDI, in theory is of two types as per the nature of investment:

1. Greenfield FDI
The FDL which is made in setting up a new firm in the home country by host
country firm/ertreprencurs, said to be Greenfield FDI. This form is an initial form

of FDI.

2. Acquisition and Mergers
With the passing of time, the form and type of FDI has got varied. In the same
way, buving of a local firm or investing in a local firm by foreigners is known as

Acquisition and Mergers. This type of FDI has been gmin ing ground now-a-doys.

4.1.5 Theories on Foreign Investment

Numerous sttempts have been made so far by the econemists w formulate a theory

capable enough to explain the phenomena of international investments. A briel outline of the

important general theories in this direction is given as following:

1. Theory of Capital Movement

This theorv is evolved by the carliest economic theoreticians, who assumed the
classical philosophy upholding the existence of a perfectly competitive economy, according
to which foreign investments are nothing but a form of factor movement to take advantage of
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different profits. The essence is that foreign investments constantly flows across the warld |n

the want of grealer returns in the same manner other fictors af production do

Charles Kindlerger, a noted economist, has made clear the validity of this theory from
the observation that under the ideal state of perfect competition, foreign (direct) investment

wonld not aceur,

2. Market Imperfection Theory

Among the market imperfection approaches to the explanation of foreign
invesaments, the Monopaolistic Advantage Theary is propounded by Stephen lately in 1960,
This theory forwards the argument that FDI oecurs largely in oligopolistic industries rather
than in industries operating undernear perfect competition. In this regard, the suggestion by
Hymer 15 noteworthy which states that the decision of o firm to invest in foreign markets i
based on certain advantages the firm possesses over the local native firm in the foreign land.
Such advantages may include economies of scales, superior and strate gic technology or skills
in the field of management, production, marketing, finance and so on.

Kindlerger is also of the view that market imperfection is the basis of foreign
investment, a5 opposed W perfect competition. Even if this theory has enjoved & wide
applause in the field of economics, the first and the foremost. it rermains mute on some
eritical questions related 1o foreign investment, for instance, why does a firm show
preference of forcign investment over other alternatives of market entry modes |ike
exporting, licensing, franching, etc?

3. Internalization Theory

Developed as a logical extension of the market imperfection theory, internalization
theary suggests that foreign investments results from the decision of a firm 1o internalize
superior knowledge. In simple terms, forcign investments made by a firm arise from the
firm's intent to retain the knowledge within itself to maintain the comparative edge. Let's take
an example— if a firm concludes to extemalize its know-how by awarding license 10 a
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foreign firm, the firm {or licensor) does not make any foreign investment in this sense
Contrary to this, if the same firm decides o internalize, it may nvest abroad in production
fncilitles, In shor, modus aperandi of internalization includes formal ways like secrecy,
family nertworks ef al

4. Appropriability Theory

The Appropriability Theory concludes that any foreign investments by a firm Is
dependent upon the firm's capacity to appropriste (i.e. keep for its exclusive use) the benefits
guaranteed by a technology it has generated. Provided that this condition is not met, the firm
would not be able to bear the research and development. That is the reason MNCs always
tend to specialize in advancing new technology which are transmitted efficiently via their

internal channels.

It goes without saying that the Appru-priabi'lit}' Theory is similar to the internalization
theory in terms of creating an internal market (internal channel) for exploiting the firm's

specific advantages.

5.  Location-Specific Advantage Theory

The Location-specific Advantage Theory affirms that foreign Investment is, to a2 large
extlent, induced by cemain location-specific advantages an investing firm manages to enjoy.

As is explained by Hood and Young, there are four factors pertinent to the location-
specific thearies which are as follows:
i, Labor Costs
ii. Muarketing Factors: (comprising market size, market growth, stage of development
and extent of local campetition)
ifi, Trade Barriers

iv. Government Policies.
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The above-mentioned factors have, no doubt, very significant bearing upon venturing
any foreign investment, However, there are also other factors, for example cultural factors
which influence foreign investments. Furthermore, not labor costs alone but the wial costs in

most cases are imporantly teken into consideration,

6. International Product Life Cycle Theory

Propounded by Ramond Vemon and Lewis T. Wells, the theory takes into
consideration the chain of the production process (es) across countries, any product has w
underge before coming 10 the final shape and size. The production of a product shifts 1o
various categories of countries through the different stages of product life cycle.

According to this theory, 8 pew product is first manufactured and marketed in an
advanced country (like the US) thanks to favorable factors like large domestic market,
entreprencurship and énse of organizing production etc, [t is then exported to other developed
markets. As competition mounts in these markets, manufacturing facilities are established

there to coter those markets and aiso to exporn W the developing couniries,

As the product becomes standardized and competition further intensifies,
manufacturing facilities are established in developing countries due to lower production costs
and other reasons. The developed country markets may also be serviced by exports from the
production units in the developing countries, This theory turns out to be true of several

products like television sets, computers, motors eic.

7.  Eclectic Theory

John Dunning, on combining the postulates of some of the carlier theores, has
formulated a general theory of intemational investment. The theory argues that foreign
investments by MNCs results from three comparative advantages which they happen to
exploil

i, Firm-specific advaniages

ii. Internalizational advantages
iii, Location-specific advaniages.
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Firm-specific advantages result from the tangible as well as intangible resources held
exclusively, at least, temporarily by the firm and which offer firms comparative advantages
gver other firms. However, the firm-specific advanages would not result in forelgn
investments unless the firm intemalizes these advantages. Even when a lirm intemalizes its
exclusive resource, it may be able to serve a foreign market without foreign investment (for
example by exporting). Hence, for the production to take place in the forcign country, it
should possess some location-specific advantages.

The theorv also suffers from a deficiency that it does not explain the foreign
investment for acguisitions which have become a very important route to intérnationalization

now-a-days.

8. Other Theories

As maintained by Knickerbocker's Theory of Oligopolistic Reaction and
Multinational Enterprise, when one firm, especially the leader in an oligopolistic industry
entered » market, other firms in the industry followed by a defensive sirategy i.e. lo defend
their market-share from being taken away by the initial investor with the advantage of local
production)

Graham noted that there was a tendency for across oligopolistic indusiries. When
American firms Invested in Europe and the European firms retaliated by investing in
America and vice verses, This was mostly retaliatory strategy,

On the other hand, there are also other reasons for investment like following the
customer (for instnce, the Japanese automobile ancillary firms to foreign markets) and
seeking knowledge (for example, Japanese and European investment in Silicon Valley).

These theories at best explain the reasons for some of the foreign investments only.
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4.1.6 Host Country Determinants of FDI

Inward FD! is dependent on @& host of economic and non-économic factors.
Economists have explained them in their own way which has made the whole analysis af
determinants of inward FDI rather a cumbersome job. However, some of the prominent

views and perspectives are aimed to deal with in the following,

Traditional view:

To begin with, for analytical convenience, the traditional economic determinants af
FDI are divided into three groups, in which esch of them reflects the principal maotivations of

investing in a foreign country! resonrce seeking, market seeking and efficiency seeking

Historically, the most important motivation of FDI has been the exploitation of
natural resources, which can be crysallized from the FDI by European, United States and
Jspanese firms in the nineteenth century to securs an sconomic and reusable source of
minerals, primary products for the then emerging industrializing nations of Europe and North
America. Although the post-Second World War period, particularly since the 1960 1o 1970,
witnessed a decline in the share of natural resources in the FDI, the availability of natural
resources is still a major determinant of FDI and continues to offer important possibilities for

inward investment in resource-rich countries,

Another important traditional determinant of FDI has been market-seeking. [t i3
evident from the facts and figures that the largest market in the world, ie. the US is the
largest n::iT,::E:m of FDI, followed by Chins. a huge market by the size of the economy,
pepulation and very high economic growth rates. The lion's share of FD1 flows o the
developing countries, more specifically to those with larger markets with comparatively good

inteastructure and political stability in general.

The third imporant motivation of FDI is efficiency secking. A low cost of
production, deriving mostly from cheap labor is the prime driving force of many FDIs in

33



developing countries. Furthermaore; Export Processing Zones (EPZs) have been established
by developing countries mostly in a bid to take advanmage of the efficiency seeking

[t is also to be noted that the existence of any of the above-mentioned three
determinants alone need not attract FDI. A country even if rich in natural resources or with
abundance of cheap labor, FDI would not take place in the absence of required infrascructural
facilities 1o run the industry trade,

Modern View:
The modern view on the hostcountry determinants of FDI is broader than that of
raditional one. It includes several other factors like the political environment, povernment

palicies, bureaucratic culture, and social climate and so on.

In view of John D. Sullivan in Prospering in the Global Economy (Economic
Reforms Today, No. 1, 2001}, the prime host country determinants of FI1 are as follows:

I. Stable, predictable macroeconomic pelicy,
i, An effective and honest government,
ik A large and growing market.
iv. Freedom of activity in the market.
v. Minimal government regulation,
vi, Property rights and protection
vii. Reliable infrastructure.
viii, Awvailability of high quality factors of production.
ix. Asstrong local currency.
%, The ability to remit profis, dividends and interests,
xi. A favorable tax climate.
xii. Freedom to operate between markets.

However, the determinants of inward FDI includes social and sconomic faclors us
stated in UNCTAD, World Investment Report 1998, which is presented in the following box:
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Hox 1
Host Coontry Determinants of FDI*

1. Policy Framewark for FDI:

Economic, pelitical and social stakality,

Rules regarding entry and operations.

Standards of treatments of foreign affiliates,

Palicies on functioning and structure of markets

( Especially compesition and M&A policies)

Internatiomal agrzement on FOL

Privatization poliey.

Trade policy (tariff and NTBs) and coberence of FDI and trade policres,
Tax palicy,

2. Business Facilitation

Imvestment pramotion (including image building and investmen
genernting activities ond investment facilitation services)
Investment incentives,

Hessle costs (relales to corruption, administmtive efficlency e, )
Social amenities {bilingual schools, quality of life &)

Alter investment services,

A, Economic Determlnants:

Type of FOI classified by Principal economic determinants

Motives of THCs in host couniries

&, Market seeking Market size and percapitn income
Market growah

Acczss to regiomal and global markets
Country-specific consumer preferences.
Struciure of market

B. Resource-seeking Haw miterials,

Low-cost unskilled laber.

Skilled labar,

Technological innovatory and

Diher created n=seis (2.2 brand names)
Including as embodied in

Individuals, firms and clusters,

Physical infrastructures. (E.g. posts, roads,
power, telecommunications)

. Efficiency-sesking Cost of resource and ussets listed under B adjusted

for productivity for [abor resources.

Other input costs e.g. transport and communication
costs orfrom and within host economy and cost of
other intermediate products.

Membership of 3 regional integration agreement
conducive to esiablishement of renicnal

COTpOTIIE networks,

* Reproduced from UNCTAD, World fevesiment Rapot, [ 908




In a nut-shell, it can be summarized that the host country determinants of FDI is a
complex issue comprising political, social and economic factors. Om political front, the
important factors are governance and democratic norms and values. Likewise, social factors
can be peaceful functioning of social units, absence of hostility smong any groups, sense of
coexistence and people’s Toreigner-friendly’ extravert attitude. The most imporant of all, the
sconomic factors are very important determinants that include a smble economy with
favorable macro variables. resources abundance, existence of areas of comparative advantage
with cheap factors of production, large market, access to regional and global marker,
government incentives in terms of profit and dividend repatriation, tax concessiens 1o

mention just a few.

4.1.7 Multinational Corporations (MNCs): History and Happening

MMCs are also known as Intemational Corporation, Transnational Corporations
(TNCs), Multinational Enterprises (MNEs), Global Corporation (or [firm. company,
enterprise) etc, As have been stated earlier, MNCs are the prime feature of global economic
system of the present day, which manage the FDI across the globe. The MNCs account for a
significant share of the world's industrial investment, production and trade. The dynamics of
the business environment fostered by the drastic political changes in the erstwhile communist
and socialist countries and economic liberalization across the world has enormously extended
the opportunities for MNCs. MNCs have been growing rapidly over the years in developed
as well as developing countries. These phenomena have simplified the global flow of FDL
However, it follows some of the criteria often used to define the MNCs.

¥

Definition by size. The term MNC indicates bigness, The dimension of bigness such
as murket value, sales, profits and return on equity will have varying results. Though this
criteria normally excludes the firms below certain size from the defimition of multinational;
the extent of internationalization is not necessarily dependent en the size, a small firm may

be much more global than larger ones.
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Definition by strucrure, An MNC possesses al lesst two significant dimensions,
performance and behavier. Structural requirements for definition, as an MNC include the
number of countries in which the firm does business and the citizenship of corporate owners

and top managers.

Lefiniion by performance. The definition by this criterion takes into consideration
the factors such as earning, sales and assets as the measuring rod (o gouge the extent of the
commitment of corporate resources to foreign operations and the amount of rewards from

that comumiitment.

Definition by behavior. Majorly focused on behavioral feamures of top management,
as a3 measure of multinationalisation, this criterion is somewhat abstract, Globalization
basically is 2 mind-set that reflects the global orientation of the company. However, the index

of internationalization includes:

1} The ratio of foreign sales to tol sales.

ity The ratio of foreign assets to total assets.

1i) Proportion of overseas subsidiaries to total subsidiaries.
iv) Top manager's international experience,

v} Psychic dispersion of international operations.

Some Popular Definitions:

According to an ILO repon, the essential nature of the multinational enterprise lies in
the fact that its managerial headquarters are loeated in one country (referred to, for
mnv:nir:nc:l, as the 'home country’), while the enterprise carries out operations in a number
of other countries as well (host country). Obviously, what is meant is a cooperation that
contrels production facilities in more than one country, Such facilities having been acguired
through the process of FDL The point is that the firms participating in international business,
however large they may be, solely by exporting or by licensing technology zre not
multinational enterprises.
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Among the various other benchmarks used to define 'multinationality’ are thut the

company in question must:

i1 Produce {rather than just distribute) abroad ag well as in the headguarters' country

i) Operate in a certain minimum number of nations.

iii) Derive some minimum percentage of its income from forcign operations (e.g. 23
perceninges),

iv) Have & certuin minimum ratio of foreign to total number of employers or of
foreign total value of assets.

v) Possess a management team with geccentric orientations.

i) Directly control foreign investment (as opposed to simply 1o helding shares in
foreign companies)

As per the World Investment Report, the definition of the terms Transnational
Corporation (used to refer the same thing as MNC and similar terms) is incorporated as well
as unincorporated enterprises comprising parent enterprises and their foreign affiliates, A
parent enterprise is deemed as an enterprise that controls assets of other entities in countries
other than its home country, usually by owning a certain equity capital state. An equiny
capital stake of 10 percentage or more of the ordinary shares or voting power for an
incorporated enterprise, or its equivalent for unincorporated enterprises, s normally
constdered as o thresheld for the control of assets, In some countries such as Germany and

United Kingdom, the threshold 15 at stake of 20 percentage or maore,

The World Investment Repont of 1999 further explains that TNCs establish under the
common governance of their headguarters, international production system in which factors
of production move, to a greater or lesser extent, among units located in different countries.
These systems increasingly cover a varicty of activitics ranging from research and
development (R&D) o0 manufacturing to service functions such as accounting, advertising,
marketing and training dispersed aver host-country locations and integrated to produce final
goods snd services, they are also increasingly being established, especially in developed
countries, through mergers between existing firms from others.
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Once  intemmally dispersed production units under common govemance are
esinblished, mobile and location bound factors of production to which a TNC has access in
home and host countries (and sometime even third countries) are combined in gach unit in
ways and for production thot contribute the most to the firm's gconomic and strategic
abjectives. From the perspectives of factor-use as distinet from that of location as host or
hame country for enterprises engaged in international production, all of the production that
take place in these TNC production systems (In parent firms or home country units as well as

foreign affiliates or hosi country unils) constitules intermational production,

To reassure the extent of transnationalisation of firms, the World Investment Report
has been constructing a transnsticnality index, which is the wverage of these ratios: (a)
Foreign assets/total assets (b) Foreign salesflotal sales (¢) Foreign Employmentitotal
Employment. Hence, the transnationality index captures the foreign dimension of the overall

activities af & firm.

4.1.8 Reasons for Companies Going Global

Companies normally go 'global’ for six primary reasons:
1. To broaden their markets. After the company has eaturmted tts home market,
growth opportunities an: often better in foreign markets.

2, To seek raw materials. Many of the existing MNCs began their international
operations because row materials were located abroad,

3. To seek new technology, Because no single nation holds a commanding
advantage in all technologies, companies are scouring the globe for leading

scientific and design ideas.

4, To seek production efficiency. Still other firms have moved their manufacturing
facilities oversens to take advantage of cheaper production costs in low cost
countries.
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5. To avoid political and regulatorvy hurdles. Firms can avoid political and

regulatory hurdles by moving production 1o other countries,

6, Ta diversify. Firms e intermational so that they can diversify, and
conseguently, cushion the impact of adverse economic trends in any single

COuTTrY,

4.1.9 Pros and Cons of FDI

Modern conception regarding the mle of FDI nflow is found to be somewhat
positive. As a result, all the countries, whether developed or developing, have focused their
attention in wttracting larger amount of FDI inflow by incorporating FDI-friendly policies in
their nationsl economic priorities. However, there is still a necessity for cautious
investigation to minimize the possible hazards that FDI could cause especially in a
developing economy. Keeping this in mind, an attempt is to be made ta tind out the pros and

cons of FDI inflow with special reference 1o a developing country

Pros

The first and the foremest, the need for FDI felt by the developing countries 15 for the
fulfillment of gaps- saving and foreign gaps among others, prevailing in the economy as
long-standing problems. The developing economy needs a huge amount of capial ©
undertake the long-term development projects along with maintaining the regular public
expenditure. Morcover, the amount of foreign grants has been declining over the years
making the option to go for FDL on the pant of developing countries to meet the aforesaid
ohjectives.

Secondly. FDI is, no doubt, an important productive factor inputs. It brings in
finance; managerial, administrative and technical personnels; new technology, Mareover, it
emphasizes on research and innovations.
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Thirdly, FDI has another beauty of inducing indigenous enterprise or business
community, directly by way of fostering local enterprise with 3 M: Men, Material and Money
and by imparting traiming and experience to its personnel; indirectly by creating demand for
ancillary or subsidiary services (liké transport and training agents) which are uneconomical

for private foreign enterprise to provide.

Fourthly, FDI inflows helps the developing country in it's endeavor to increase capital
formation, national output and emplovment opportunities, thereby reducing the chronic
poverty. Consequently, it helps in strengthening the social harmony when there is absence of

sufficient capital, broader production frontier and vast unemployment.

Fifthly, FDI is always motivated by profits; (he greater the profits, the mreater the
FD. When FDI enters in a country, it helps in expansion, modernization and develapment of

related industries through ploughing back a part of profits.

Sixthly, developing country is always making everv effort in the pursuit af
industrialization, For this purpose, FDI is the only relisble and feasible way available in the

hands of a developing country, which provides the necessary resources.

Seventhly, FDI inflows are always welcome in the developing country as it vields

greater revenue to the government, which can be utilized in much-needed social sectors

Eighthly, an important cause for inviting greater FDI is due to the fact that i gives
impetus to raise productivity of the sectors via improved equipments and technology and

skilled man-power, which automatically results in o rise in real wages,
Ninethly, greater FDI inflow improves the existing unfavorable Balance of Pavment

(BoP) sitvation by providing the developing country with the sdequate capital to sustain the
imports for long-run development prajects and current consumption.
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Tenthly, as FDI flows into the country, it has reinforcing effects. This means that it is

self-spreading. Greater FDI in one sector of the economy leads 1o greater FDI in the another,

Finally, when FDI funded projects operates in an cconomy, it incresses the
competition 1o a large extent. Compatition makes the producers impelled 1o adopt mew
method of production. Now-g-days, increased level of competition has taught the giant
MNCs 1o spend an encrmous chunk of capital in Research and Development (R & D), which
has become a 'business culture’ of MNCs. Competition means goods al lower prices or more
goods at the same prices, That is to say-- competition ultimately benefils the consumers, On
the other hand, with the increase of MNCs, the concept of consumerism evolves, which is for

the welfare of the commaon people:

Cons

it goes without saying that FDI is all important for a developing country a5 well as
developed one. However, it is not that FDI has no avils, Actually, it has got some bad
characters also which might tum out to be harmful and could sometimes play e s hindrance
to development of the economy. So, the fellowing are some of the black-spots of FDI

especially for a developing country.

Firstly, the argument put forward by the antagonists of FDT is that FDI i< not in line
with the ohjectives and conditions of a developing economy. It has always a fear of
misallocation of resources with the FDI. The government has to spend precious capital lefi
over to jtself for the promotion of FDI, which could otherwise be utilized in the sectors with
higher returns in economic and social perspectives.

Secondly, as the level of FDI mounts, it might cause a serious Balance of Pavment

problem (though of wemporary nature) and this could be a lasting economic il to the

BCONOMYy.
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Thirdly, FOI infiows have another disastrous noture of causing income inegualities
within the economy, The harmfulness of inequalities in income distribution may simply

outweigh the benefits of FDI due to serious social, economic and political implications.

Fourthly, the nature of MMNC# is such that they can easily put the domestic business
sector into trouble by means of sophisticated and ultra-expensive equipments and overly-
qualified manpower. Though the rise in competition is deemed to be good, but when it
discourages the local enterprises, it would be very hard 1o recoup.

Fifthly, another hazsrd of FDM is that it perpetuates the counterproductive
consumption patterns, which 15 very bad to the economy. This lessens the valuable resources

by skyrocketing the imports of luxury items.

Sixthly, the method of production that the FDI funded MNCs make use of is faulty in
the context of developing country. They encourage capital-intensive technique of production
which 15 utterly inappropriate due to the existence of mass unemploymeni. Maoreover, the
majority of the labor-force consists of unskilled and semi-skilled labor which calls for labor-

intensive production technigue.

Seventhly, heavy influx of FDI curtails the autonomy of domestic economy. The
national economy becomes highly vulnerable o external shocks. The fiscal and monetary
health of the economy depends on the international business cvele. This may lead to ‘post-
modemn imperialism' that means that the country becomes dependent on the other country in

settling the economic matters losing control in oneself.
Finally, the possible political setbacks may be cited as another fatal impact of FDI,

because the huge amount of FDI may bring changes in the government of the developing

Country.
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4.2 Historical Aspects of FDI

This section has been divided under two sub-headings: FDI in the Global context and
in the Nepalese comtext for precision and simplicity.

4.2.1 FDI in the Global Context

It would be very hard 10 know exactly when FDI started in the world. However, if we
look at the history of MNCs, this could be said 10 have begun with the founding of the British
East India Company in 1600, But the data are missing regarding global FDI; however, since
the end of World War 11, there has been a rapid growth of such comparnies that accelerated

trend of economic liberalization and globalization,

However, the FDI across the developed countries had started much earlier, The
concept of economic liberalization and globalization ok centre stage with the beginning of
1970s, prior to which many developing countries (el the bringing ol Mullinaiioual
Enterprises into the country as 4 serious threst 1o national sovereignty, After 19705, some
vital changes in the traditional concept of FDI resulted in the curtailment of the role of state
and the rise of private investment. But until 1980, most of developing countries considered
FDI with great wariness, In the meantime, developing countries focused in their long-
pending journey 1o infrastructure development and poverty alleviation for which the internal
resource could not manage, Consequently, the necessity of foreign aid was felt and the flaw
of foreign aid initially in the form of grants to these countries started to mount, But later on,
the developing cnu-ntrics were under a constant fear of falling into a 'serious debt trap’ due 1o
that foreign aid was in the form of loans. Doenor agencies further reduced to the amount of
grants arguing that grants were not property utilized, The rising ameunt of foreign loans
(than grants), emphasis of donors {as agencies or countries) in newly-established countries
and the ever-growing need of investment in the economy made the developing countries to
pick FDI as an alternative, Developing countries have been feeling a sense of relief from any
burden of loans after they adopted the FDI-friendly policy. This is how FDI has become a
global phenomenon now-a-days.



Crtobal FDT Inflow

The fallowing table exhibits the present status of the differsnt countries in the world

i case of FOI:

Tabie 4.1
FDI Inflow, by region and economy I002-2004
(Millions of dollars)
Destination FIM Inflow
22 20403 20004
World 716128 632599 BaE 146G
{ 100%%) {10050} | LO0%%)
Developed Economies 37778 4421357 ig00z2
(76,4995 (69.90%:) (5B 36%)
Europe 4277560 359364 223400
(59, 76%) (56,87%) (34.47%)
European Union 4204335 338678 < Lo
(SE,71%) (53 54%) (13, 39%%)
Other Developed Europe 7127 20691 Gl
(Gibraltar, [celamd, Norway & {1.00%) (3.27%) (1.07%)
Switzerland) -
Morth America G538 G31183 02152
(Cannda, USA) (12.06%) {0 9o} (15.76%)
Other Developed Economies 27379 (1.82%) 1960+ Fddas
(Australia, Israel, Japan, (3.10%) {8.40%)
Mew Lealand)
Developing Economies [55528 (66337 33327
(21, 72%) (26 20%) (35, 98%)
Adrica 30492 (0.07T%) 46903 67526
{Latin America & the Caribbean) {7.42%) (10 42%:)
Asia & Oceania S22 (01424 L4761l
(12.85%G) {16.03%) (21T
A F2009 LO1278 147515
{12.85%) ¢ 1o 0%} {22.76%)
East Asia 67282 (9.40%) 72,60 105037
1 1.39%) {16.21%)
Soulh Asia 4528 5331 TO0E
{0,63%) (1. 84%} {1.08%)
South East Asia 14507 (1.96%) L 7364 15662
(2. Td%) {3.56%)
Ciceania 33 [ bty a7
(0.005%s) (0.02%) (0.01%:)
Least Developed Countries 6327 10357 [0z
(1. 88%5) [ 1.64%) i 1.65%)
All Developing Countries 102785 112832 172357
{excluding Chinz) {14.34%) (17.84%) [36.36%)

Sonrcw; UNCTAD, The Warld Invesiment Reporr 20035,
FOUTND databore fwww, unclod fdisiarieics)



MNote: Data on FDI inflows in China as reported by China's Stase Administration of Fareign
Exchange sre the following: USS 49303 million i_ﬁ-.!El percent of the World's Total FDI [nfow) for 2002,
LISS 47077 {7.44 percent of the World's Towl FDI Inflow) millian for 20083 and USS 54924 million (§.48
percent of the World's Total FOI Inflow] for 2004,

The global FDI inflow in 2002 marked US$ 716.1 billion, which in 2003 became
LI585 632.5 billion registering a decline of 11.6 percent. But in 2004, it rosed by 2.4 percent
again reaching o USE 648.1 billion, Out of the world's wotal FDI inflow, the developed
economies soaked 76.5 percent in 2002 totalling USS 547.7 billion, which in 2003, piunged
inte LSS 4421 billon constituting 70 percent and reached US$ 380.0 billion (58.6 percent)
following a sharp decline. On the other hand, the share of the developing countries was 1SS
155.3 billion making up 21.7 percent of the World's total FDI inflow, which macunted to
LSS 166.4 billion taking 26.3 percent. The share of developing countries in the World's FDI
inflow being 0.88 percent in 2002, grew in 2004 reaching 1.6 percent which later in 2004
experienced a rise mounting 1.6 percent totalling USS 10,7 billion, The performance of
developing and least developed countries have shown a positive mend, which can offer a host

of opportunities 1o these economies

bn case of Asia, it attracted USY 92.0 billion making up 12.8 percent of the World's
total FOU inflow in 2002, which wimessed a remarkable rise hitting 16.1 percent worth 1IS§
|03 billion in 2003, In the vear 2004, Asia received USE 1475 hillion, making up 22.8

percent,

Likewise, South Asia absorbing 0.6 percent of the Waorld's total FDI inflow worth
USE 4.5 billion in 2002 managed to attract (.54 percent worth USH 5.3 hillion in 2003, which
in 2004 received |.08 percent worth USE 7.0 billion. This indicates thut the South Asian
Countrics have been receiving the increasing share of the World's 1otal FDI inflow and are
gaining ground as a lucrative FDI destination. This has shown the growing prospects of FDI

inflow in the region.



FDI Inflow in South Asia (54)

The comparative performance of the SA countries in terms of attracting FDT inflow

can be analyzed by means of the following wble

Tahle 4.2
FDI Inflows in the South Asis (SA), 2002-2004

{Millions of dollars)

Region/seconomy FDI Inflow
2002 2003 20004
South Asia 4528 (100%%) 5331 7005
(101%) {(100%)
_Alganistan 1{0,02%) 2{0.04%) 1 {001 )
Bangladesh 52 (1.15%) 268 (5.03%) 460 (8.57%)
Bhutan - | (LO2%) 1 {001 %)
India 3449 (76,1 T%) 4269 (B0.08%) 3335 (16 16%)
Minldives 12 (0.2} 14 (0.26%) 13 (0,19%:)
Nepal -6 {0.13%) 13 (0.28%) 10 (0.1 4%)
Pakistan 823 (18.18%) 34 (10.02%) 952 (13.59%)
Srilanka 197 {4.35%) 229 (4.30%) 233{3,33%)

Sowrce:  UINCTALD, Fhe Wordd imvertment Report J003,
FOITNC darshaze fwww, usetadfainnsiisties)

India received the highest portion of the total FDI inflow in the regeon with LSS 3449
million (76.2 percent) in 2002, USS 4269 million (80.] percent) in 2003 and LSS 5335 (76.2
percent) in 2004, Pokistan attracted USS 823 miilion (18.18 percent) in 2002, USS 534
million (10.02 percent) in 2003 and USS 952 million {13.39 percent) in 2004. However, the
relative performance of Nepal in anracting FDI into the country has been found to be
disproportionate. Nepal attracted USS & million (.13 percent) in 2002, USS {3 million in
{0.28 percent) in 2003 and USS 10 million (0.14 percent), Nepal ranks ot the pasition just
shead of Afganistan and Bhutan,
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Glabal FDI Stock

The following table provides some useful information regarding the distribution of

the total global FDI stock across the world:

Table 4.3
FDI stock, by region and economy, 199)-2004 (estimate)

{Millions of dellars)

Region/economy FDI Tnward Stock
1491 2000 201
Warld | 768589 FTROEAG BR05279
Developed Economies L4041 1976356 B460EI2
Eurape §00751 1392927 4258547
European Linion 753707 2174834 4023933
Cther Developed Europe 4745 | 1808% 2346172
[Chbraltar, leeland, Morway &
Switzerland)
Narth America 507754 [4E0583 1777674
{Canada, USA)
Other Developed Economies 35906 213852 13608
( Australia, [srael, Japan,
Mew Zealand)
Developing Economies 384057 1734543 222395
Africa 59906 51246 219277
Latin America & the Cardbbean 118133 314246 123752
Asia & Oceania | 86479 [ 8663 1282964
Asia 131849 i0a4078 | 278608
East Asia 84063 0Tale BO02637
South East Asia 63171 1633635 323588
South Asia 19603 280G A2ri]
Afganistan 1> I'r 22
Hanula.dﬂh 324" 2429 341
Bhutan i ¥ | 5°
India 16657 17517 1B6T6
Maldives b |15 | 59°
MNepal 1z* 97 |35
Prkistan 1892 Ba 19 T594"
Srilanka s 1354 P et
Cceania 2630 4385 4156
Least Developed Countries S444 18384 71953
China 20651* 193348 245467
All Developing Countries 343396 1541195 1980527

{excluding China)

Sourpe:  LNCTAL, The World Investmen Repory 2005,

FDTNG database (www, unclodelisiainics), Note:

e griimated
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The global FDI Stock in 1990 marked USE 1.76 trillion, which in 2000 became USS
5.78 willion geowing more than three times, In 2004, the World FDI Stock hit US$ 8.89
trillivn with 33.9 percent rise in that of 2000. The developed economies shared 7941 percent
of the World FDI Stock in 1990 totalling USS 1.40 trillion, which in 2000 increased 1o USS
3.98 triilion constituting 68.8 percent and reached 1SS 6.47 trillion (72.7 percent) in 2004,

On the contrary, the share of the developing countries was USS 336.05 billion making
up 20,6 percent of the Warld FDI Stock in 1990, which rose by more than four times and
became UISS 1.73 trillion. In 2004, it mounted to USS 2.22 wrillion which is 25.02 percent of
the World FDI Stock.

Looking at Asia, it accounted for 10.40 percent of the World's total FDI Stock worth
LISS 183.8 hillion of FDI Stock, which bacame 1785 1.1 trillion in 2000 by more than five
times. The FDI Stock in Asia marked USS 127 million (14.37 percent) in 2004, rising by

approximately 20 percent,

Likewise, SA acquired FIXI Stock worth LSS 19,6 millien making up 1,11 percent of
the World's total FDI Stock, which grew by 1.5 times becoming LSS 28.7 billion (0,30
percent}, The same amounted to TSS 55.2 billion (0.59 percent) in 2004, rising by more than
80 percent.

Among SA countries, India accounted for B4.97 percent of the total FDI Stock in the
SA. worth LISS 16.6 billion in 1990, which became LIS§ 17.5 billion (61.02 percent) in 2000
In 2004, it rose by more than two times and reached US$ 38.6 (74.06 percent). In the same
way, Mepal had USE 1.2 millien in 1990, which increased o 9Tmillion and became 135
million in 2004, The share of Nepal in the total FDI Stock in SA was 0.06 in 1990, 0.34 in
2004 and .26 in 2004 respectively. '
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4.2.2 FDI in India and China

In the present context, Nepal's two big neighboring countries, India and China have
been emerging as atiractive destination countries for FDI. Besides, these have been growing

up as promising global economic powerhouses with the greater FDI inflow

India has been making smnning performance In atracting FDI. Of the foreign
investment companies established in India, 70 percenmt of companies have been carning
profits and 12 percent operating under the condition of the Breaking Even. Sectors primarily
ns welecom, ports, airports, railways, roads, energy and construction development are said o
have immense epportenities for FDL India is expected to attract additional FDI with some
extra incentive scheme that consists of tax incentives, custom duty facilities and Special
Economic fone (SEZ). According to the available data of 2004/05, FDI worth LIS § 5536
millicn has entered Indin. The ¢ountries making highest FDI in India are Mauritius, USA and
Metherlands.

In 2002, the volume of Toreign funds anracted w indin, which hus become e country
ranking second in the world, has surpassed that attracied into the US fwww en. ce enfinsight).
The prime sectors that atracted FD1 are manufacturing, Information Technology (IT),

financial sector, and construction among others,

Cm the other hand, China adopted the national peolicy to amract FDI with the
declaration of economic reform program in 1978 oriented toward liberal economic regime.
Since then, China has been trving to attract more and more FDI in various sectors of the
country, China has provided tax-holiday for two years after the invested company's profitable
vear commences and for additional next three years, 50 percent tax concessions. China had
started 1o invite FDI in the coastal cities in the beginning. Later, China made the policy of
'Go Wesi— Enjoy Facilities' for the development of the western country side through greater
FDI. At present, more than 500 of MNCs have already entered China. In fact, Chino has been
the hubbub of foreign capital inflow for the last decade.
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With a comparative view on the FDI since 2005, service industry. energy industry
and its relevant seclors remain to be the hotspots of investment growth in China, At the same
time, a lot of infand cities begin to become the targeted areas of FDI As the Chinese
government enhances the construction of new countryside, it is also possible for the

countryside to attract more and more attention.

In recent years, FDI attracted to China which hit the historic height of US § 60 billion
in 2004, has witnessed a sustaiped growth. [n 2003, the number of newly established foreign
invesoment enterprises across China amounted 1o 44,001 with a vear-gn-year growth of .77
but the foreign investment actually used amounted to US $ 60 323 billion with a year-on-year

decrease of 0.5 percent,

The transition period after the sccession to the World Trade Organization {WTO) has
further cut down doorsill for the Chinese market, The potentials to enjoy the largest growth
rate of service and trade market are a comparative advantage for China to attract foreign
investrnent. It is expected that during 3 rather long forthcoming periodd of time, service

industry will remain as a field in the faver of FDI in China.

4.2.3 FDI in the Nepalese Context

As a matter of fact, the history of foreign investment in general is short and that of
FIX is even shorter. The nation had previously adopted the restrictive policies which were
sradually lifted with the passage of time realizing the change in global economic philasophy

of the West and the productive role of foreign investment in the naticnal economy

Going back to the era of Prithivi Narayan Shah. under whose reign MNepal got united
in the present form, foreign investors with their enterprises in any sector of the economy
were not allowed to enter into the nation. This was the most rigid restrictive pelicy ever
followed by the nation with the notion that the foreign enterprises would be economically
hazardous and politically as 'foreign invasion’. However, the restrictive policy did not remain

effective for long which came to an end as soon as the Rana regime (1846- 1950 AD) led by
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Jang Bahadur Rana rose to power. The country had begun 1o establish friendly ties' with the

economically and politically close neighboring countries.

With the passing of time, the need for industrialization was felt though lately. The
nation initiated the industrialization drive with the set-up of Udyog Parishad (Council of
Industry} in 1936 followed by the MNepal Company Act, 1936, The act had made few
provisions for industrial enterprises or joint stock. In the vear of 1936, the Birstnagar Jute
Mill was established, which turned out to be the first joint stock public company in
collaborntion with some Indian entrepreneurs and local counterparts. This event marks an
impartant insight to the ever valuable role of foreign investment in commencing the process
of industrialization in the country. It is for sure that the process of industrialization would

fiave been tardier in the absénce of foreign investment.

Then came the World War I1 which spurted a1 massive demand for Nepalese Jute
products yielding heavy amount of profits to the enterprises. Consequently. o large numbser of
nther joint venture industries with the Indian investors mushroomed. By the vear 1945, there
had been twenty joint stock companies that mostly concentrated in the production of
handmade papers, scap, ceramic, furniture, mats, textiles and cigarcties and so on. The
remarkable joint ventures included Morang Contage Mills, Morang Sugar Mills, Raghupati
Jutz Mill, Juddha Match Factory in the district adjoining of Indian borders. St 2 ther time,

there was no clear policy of the government in foreign investment,

The post-war period (1946-1959) witnessed the largest number of joint stock
companics in Nepal but this event of development proved to be momentary. Most of them
went outl of existence ending a rosy development of joint stock industries, The reason behind
this phenomena is possibly that the demand of the Nepalese goods were stimulated by mostly
by the unstabie conditions of post war yvears, when the then developed countries were
engrossed in warfzre. Moreover, the rade and transit disputes with India, which did ignore
the transit agreement made by the two countries for five vears, sdded insult wo injuries. India
presented itself in the hard times of Nepal as indifferent, though the former had remained the
major irade partner of the country and country with a 'friendly ties'. Other causes responsible
for the down-tum of the industries in the country were decline in the quality of products,

52



mounted international competition and employment of traditional technigue in the production
process. These undesired and unprecedented events badly croded the confidence of foreign

inwestors to the maximum,

In the global context after the cassation of the World War II, the wave of
globalization started o grip the West under its influence. Nepal did not stay aloof from the
then global economic philosophy. Later in 1961, Industrial Enterprise Act, 1961 was
promulgated, which clearly identified the scope and amount of foreign investment. The act
set the limitation of foreign investment of Rs, 50,000 to Rs. 500,000 for medium scale and
mare than Rs 500,000 for large scale industry. The sct set the minimum of Rs, 50,000 for any
foreign investment project, The act allowed repatriation of capital and profits in the
convertible foreign currency upto 10 and 23 percent respectively.,

With the provision of foreign exchange for necessary machinery, spare pars,
muterials and for the remuneration of foreign technicians. The most imponant of all, the act

guaranteed non-discriminatory behavior to foreign and domestic investors.

Nepal has placed greater emphasis in attracting FDI explicitly stating in the Sixth
Plan (1980-1985). The Industnial Policy, 1981 made separate provisions for the mamer of
foreign investment. Among others is that industrial enterprises will be welcome on the
ground of obtaining access 10 desirable technology, import substitution, expansion ol export
rmarkets and higher employment opportunities. In the following vear, the Foreign Investment
and Technology Act 1982 were promulgated assuring that not a single foreign industry be
nationalized. The act opened for foreign investors 1o buy majority of shares in 100 percent in

large scale industries with more than Rs, 10 million investments in fixed assets.

Similarly in 1987, 100 percent ownership provision lor foreign imvestors was allowed
by the government which could be up 1o 90 percent of produces from their enterprises. Some
modifications on procedures, such as ‘the One Door Policy’ were also announced 1o attract

foreign investment.
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After the restoration of multiparty democratic system in Nepal, the first elecied
government adopted the fresh policy measures in several economic spheres including new
Industrial Policy 1992, Investment Policy 1992 and One Window Policy 1992 for speeding
up the long-delayved process of industnalization through the mobilization of available local

capital as well as attracting foreign investment and technology in the country.

Moreover, in November [992, Nepal hosted the Nepal Investment Forum where
government presented 115 visble projecis’ proposals. In the meantime, investors signed the
Memorandum of Understanding (Moll) to set up various types of 119 new projects in Nepal
and investment worth about TISS 200 million was commined.

In the vear 1992, the Foreign Invesiment and Technology Transfer Act (FITTA) -
1992 and Indusirial Enterprise Act (IEA) - 1992 were put into practices which are the extam
parnmount legislative acts that address private investment regime in Nepal. These acts are
widely acclaimed as the most liberal and investment-friendlv among the acts adopted by
Mepal. The 100 percent equity investmeni was allowed for loreign investors in large and
medium scale industries with more than Rs. 20 million fixed investment. Likewise, foreign
investment less than Rs.20 million, only transfer of technology was allowed, In the same

year, One Window Policy and Industrial Policy were also made.

The legislative moves taken by the govermnment are found to be comprehensive and
aimed to attract FDI providing an investment friendly atmosphere. The facilitics provided by
these acts ranges from facilities of foreign exchange currency and tax concessions o the
settlement of disputes with the provision of arbitration of United Nations Commission on
International Trade Law {(UNCIRTAL). However, the full details about these acts will be
dealt with in the following chapler separately,

Due tw these efforts, by 1998, 420 foreign investment projects with NRs. 11,841
million had been found to be operating in Nepal providing employment to mare than 60
thousand laborers. Most of the foreign investment for Nepal has been concentrated in the
manufacturing sector, followed by tourism, service, agriculture, construction, energy, mines

e,
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CHAPTER V
LEGAL FRAMEWORK OF FDI IN NEPAL

5.1 Background

The government has been working with might and main to attract FDI formulating a
number of acts and policies making them favorsble and suitable through timely amendments.
The present acts and policies are providing various incentives and facilities to attract FDI,

Some of the acts and the policies of the government are as follows:

First of all, the constitution of the Kingdom of Nepai, 1990 states that the country has

felt the need of foreign investment and technalogy in its pursuit of national development.

i addition, the five year plans have explicitly sought w make investment-friendly
policy, especiaily since the country adnered w the policy of economic liberalization in trade
and investment in 1990, The Eight Plan {1992-97) has realized that FDI is 10 be promated to
optimally utilize the foreign capital, modemn technology, management and technical skill in

the development of industries within the country,

Similarly, the Ninth Plan (1997-2002) has also accorded great attention to foreien
investment, with some strategics, such ns- making the process of foreign investment entry
and exil simple and transparent promotion of foreign investment by identifying the areas of

comparative advantage, foreign investment to be allowed to the service sector

The on-going Tenth Plan (200207} has accorded, us usual, a top prioeity for the
promotion of foreign investment. [t has an objective to develop Nepal as an atractive and
reliable center for foreign investment at international perspective by making FDI related
policies simple, comprehensive and transparent through administrative snd legal reforms.
Moreover, the Plan has the policy to provide facilities and infrastructure services to investors
form One Window arrangement. In no case, facilities and incentives previded to attract FDI
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in Nepal will be less than available in the neighboring countries. Labor Act will be made
more lexible on the basis of comparative advantages, information will be provided 1o
investors to prumote investment in Nepal and the Mepalese Embassies will be urged to

promote foreign investment in Nepal through mobilizing investors in respective countries.

Instend of the plan-wise policies on FIM promotion, the prime governing scis and
policies include [ndustrial Enterprise (IEA). [t includes Industrial Enterprise Act {[EA, 1992),
Forelgn Investment and Technology (FITTA, [992) and One window policy, 1992,

5.2 Definition of Foreign Investment and Classification of

Industry
As per the FITTA 1992, 'Forelgn Investment’ means the following investment bade
bv a foreign investor in any industry

. Investment in Share (Equity)

b

Reinvestment for the earnings derived from the investment in share (Equity).

3. Investment made in the form of loan or loan facilities

On the other hand, foreign investment individual {irm, capacity or corporate body
fnvolved in foreign investment or technology tansfer including foreign investrment or

intzrnational agency.

'"Technology transfer' (wherever used in this thesis follows the definition by the
FITTA 1992) means any transfer of technology to be made under an agreement bétween an
industry and a foreign investor on the following matters:

a. Use of any technological right, specinlization formula, process, patent or technical

know-how of foreign origin.

b. Use of any trademark of foreign ownership.

¢. Acquiring any foreign technical, consultoncy, management and marketing service.
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The [EA 1992 further classifies industries in the section (31 as follows:

a. Manufacturing Industries:

e

Industries producing goods by utilizing or processing raw materials, semi-

processed materials, by-products or waste-products or any other goods,

Energy-Based:
Industries generating energy from water resources. wind, solar, coal, natural oil.

gas, bio-gas or any othér sources,

Agro- & Forest-Based Industries:

Business mainly based on agriculture or forest products such as integrated
sericulture and silk  production, horticulture and fruit processing, animal
husbandry, dairy indusiry, pouliry farming, fishery, tea-gardening and processing,
coffes farming and processing, herbiculture and herb processing, vegetable seed
farming, mushroom, vegetable farming or vegetable processing, tissue culre,
greenhouse, bee-keeping, honey production, rubber farming, floriculture and
production and forestry related businesses such ag lease-hold forests, agro-forestry

ele,

Mineral Industries;

Mineral excavation or processing thereof.

Tourism Industries:

Fourist Lodging, motel, hotel, restaurant, resort, travel agency, skiing, gliding,
water rafting, cable<ar complex, pony-trekking, irekking, hot air ballooning,
parasailing, golf-course, polo, horse riding etc.

Service Industries:
Workshop, printing press, consuitancy service, ginming and baling business,
cinematography, construction business, public transportation  business,



photegraphy. hospital, nursing home, educational and training institution,

laboratory, air sérvices, cold storage etc.

Construction Industries:
Road, bridge, ropeway, railway, tolley-bus, tnnel, overhead bridge and

industrial, commercial and residential complex construction and operation.

5.3 Industries not to be Granted Permission for FDI

The government has restricted some industries making foreign invesiment, which are

divided into two parts:

Part (A) .

1

e
-

L N R T S T SR P |

Cottage Indusiries

Personal Service Business (Business such as Hair Cutting,
Beauty Parlor, Tailoring, Driving Training act.)

Arms and Ammunition Industries.

Expiosives, Gunpowder,

[ndustries Related wo Radio-Active Matenals,

[Rzal Estate Business (Excluding Construction [ndustries)
Motion Pictures Business (Produced in National Languages),
Security Printing.

Currencies and Coinzge Business,

Part (B)

L.

|

L

Remil Business.®
Travel Agency*®
Trekking Agency*
Water Rafting**
Pony Trekking**

Horse Riding**
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1o

11

12

13

=

14,

Cigarette®, Bidi(Tobacco), Aleshal® (excluding those exporting more than %0
prcent).

Internal Courier Services.

Atomic Energy,

Tourist Lodging. **

Poultry Farmmg.

Fisheries.

Bee-keeping

Consultancy Services such as Management, Accounting, Engineering and Legal

Services,

However, some changes have been introduced in the Part (B) as marked by asterisks

(two nsterisks for deleted iterns and one for some changes) through notification published in
the Nepal Gazene on 2062/08/06, which are are follows:

The Rental Business now onwards refers to other retail businesses except those
operating immediately in more than two countries as international chain business.
The terms 'Cigarettes’ and "Alcohel’ are deleted in subsection (7).

The suhsection (14) is repleced by other consultancy servicss such as
Management, Accounting, Engineering and Legal Services excepl Consuitancy
Services with 31 percent forving investment,

The subsections 2, 3, 4, 3, 6 and 10 are deleted.

5.3 Facilities and Concessions to Foreign Investment

As Provided by Different Acts

5.4.1 Industrial Enterprise Act, 1992

industrial Enterprise Act, 1992 has offered some genuine facilities and concessions

on income tax, sales tax, excise duty and custom duty. Some important are stated as follows:
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Income Tux Concessions

Income tax shall not exceed 20 percent of total income of industries other than the
omes producing cigarettes, bidl, cigar, chewing tobacco, khaini and indusiries producing other
goods af similar nature utilizing wbacco as their basic raw materials and alcohol or beer
producing industries. Except tobscco, aicohol, sawmill and catechu related industries, any
other industry using 80 percent or more of indigenous raw materials in its producty and
supplying all its manpower from among Nepali citizens shall be granted a rebate at the mte of
10 percent of the income 1ax. Likewise, any national priority industry enlisted in Annex
Shall be granted a rebate of 50 percent of the income tax on their income for o period of ten
years from the date of operation and other industries enlisted therein shall be granted a rebate
of 50 percent of income tax on their income for o period of ¥ vears from the date of
operation, Any industry established in any Remote, Undeveloped and Underdeveloped
Areas, other than cigarettes, bidi, cigar, chewing tobacco, khaini industries and Industries
producing their basic raw materizl, and industries producing alechol or beer, shall be granted
a rehate of 30, 25 and 20 percent of income tax respectively. If any industry provides direct
employment to six hundred or more than six hundred Nepali citizens round the year, it will
be in addition to other facilities, granted and additional income tax rebate ot the rate of [0
percent for that year. An industry will be entitled for the purpose of the income tax, to deduc
the amount of expenses incurred by it for the long-term benefit provided its workers and
emplovees including housing, life insurance, health facilities, education and training
Similarly, the act guarantess that no income tax be imposed to a foreign investor on the

interest income eamed from foreign loans.

Sales Tax Facilities

Frult-based fruit processing and cider and wine industries with a fixed assetof up to 2
million and 3 hundred thousand rupees established in Mugu, Humlia, Jumla, Dolpa, Kalikot,
Bajurs, Darchula, Bajhang, Achham, Mustang, Mansgng, Solukhumbu, Sankhuwasabha snd
Taplejung districts shall be entitled to sales tax exemption for a period of 10 vears and frun
based aleohol industries shall be entitled 1o sales tax exemption for a peried of five vears. On
the completion of such exemption period, the GoN may extend to additional period af 3

years,



Any other industry utilizing locally available raw materials, chemicals and pucling
materials ete, on which excise duty, sales tx or both are already imposed, the excise duty,
sales tax or both shall be reimbursed. The sales m@x on raw materials and anciliary raw
materials, et¢, shall be reimbursed on the basis of the quantity of the export. Similarly, any
industry selling its products in the Export Promotion House, the sales tax levied on raw
materials imparted for producing the products se produced shall be reimbursed on the basis
of the quality of sales and export. Any industry selling its products within the country in any
foreign currency, sales tax and premium levied on such product and sales tax levied on the
raw materials, auxiliary raw materials etc. utilized in such product will be reimbursed. The
sales and premium levied on the production materials of intermediate goods to be utilized lor
the production of exportable industrial goods, and the sales tax levied on the product shall be
reimbursed to the concerned industry producing shall be reimbursed to the concerned
industry producing the intermediate goods, on the basis of the quantity of export, within &
davs from the date of sale -

Custom Dury Facilities

The custom duty and premium levied on raw materials and suxiliary raw materials
ete. utilized by any indusiry in connection with itz products during its production shall be
reimbursed on the basis of the quantity of the expors. Any industry selling its products in the
Export Promotion House, the custom duties levied on the raw matenais producing the
praducts so sold shall be reimbursed. The custom duty levied on the raw materials, auxiliary
raw materials ete. utilized by any Industry selling its products within the country in forgign
currency shall be reimbursed. The custom duties and premium levied on the production
materials of intermediate goads to be utilized for the production of exportable industrial
goods shall be reimbursed. The rate of customs to be levied on the basic raw materials which
are not produced in Nepal and are required for the production of industrial machinery or of
any other goods may not be more than the rate of import duty that may be levied on the
import of industrial machinery or ready-made goods as is produced with the use of such raw

materials.
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Fxcise Duty Facilities

The excise duty levied on raw materials and auxiliary raw materials etc. utilized by
any industry shall be reimbursed on the basis of the guantity of the export, The execise duty
levied on such products and the raw materials, suxilinry raw materials etc.shall be
reimbursed to the industry selling its product within the country in any foreign currency. The
excise duty levied on the production of exporiable industrial geod and the product shall be
reimbursed o the concerned industry producing the intermediate goods on the basis of the
guantity of export. If an industry producing fimished goods the sales tax and excise duty to be
levied on such products will be allowed to be adjusted on the hasis of the quantity utilized by
the industry producing the [inished goods.

Deductions against Taxable Income

If an industry diversifies itself through reinvestment in the same or any other industry
or expands its installed capacity by I3 percent or more, modernizes s technology . or
develops aneillary industries, it shall be entitled to a deduction of 40 percent of new
additional fixed assets from its taxable income. Such remission may be deducted on a
lumpsum of on an installment basis within a period of three years. A redustion of up to 50
percent from the taxable income for the investment of an Industry on process or equipment,
with the objective of controlling pollution or which may have s minimum effect on the
environment, Pre-operation costs incurred by any induswy In conmcction with shill

development training shall be allowed to be capitalized.

After an industry comes into operation, |Opercent of the gross profit shall be allowed
as 3 deduction against taxable income on account of expenses reluted with technology,
product development and efficiency improvement. An industry donating an amount of up to
$ percent of fts gross income to any school, college, university, hospial, religious place and
in social activities shall be entitled to 1 deduction of such donasted amount of gross income
spent for the advertisement of the products or promotion services, hospitality and any other
similar expenses shall be allowed to be deducted while assessing the taxable income.
Similarly, no tax, fee or charge of any Kind shall be levied on the machine, tool, equipment,

62



machinery and caw material to be employed by Export Promotion Industry as well as on the
preducts of such industry.

Convertible Forvign Exchange Facilities

Foreign exchange facilities has been provided for the purpose of imporiing necessary
machinery, equipment and tools; spare pars and components; raw materials; auxiliary raw
materials and chemical required for the operation of the industry or the sake of technical
consultancy; technical assistance; service few; management fee; patent dutv; market research;

industrinl promation, sales promotion and so forth.

Concessions on Interest Rares
The enterprises set up within the underdeveloped arca are charged 2 percent less

interast rate than to any enterprise elsewhers.

Depreciarfon Facility
The enterprises established under the act shall ke entitled 1o add ane third (o the me
of depreciation allowed under the existing income tax laws, while calculating depreciation on

the fixed assets,

Prohibition of Nationalization
The act has clearly stated that no industry shall be nationalized in the section (21) of
the [EA, 1992,

Other Factiities and Concessions

The following industries, in addition to the asbove-mentioned faciities and
concessions, may be granted further facilities and concessions as below:
s Forest-based industry may be made available any forest on lease-hold basis,
= Mo ravalty shall be imposed if any industry generates electricity for its use.
e The GoN may, by notification published in the Nepal Gazente, grant additional
tacilities to the Export Promotion Industry and prescribed indusiries estublished in



the Export Processing Zone (EPZ) and in the government and non-government
industrial estate.

*  On the recommendation of and with the decision of the Council of Ministers, and
by notification published in the Nepal Gazewe, additional facilities may be
granted to any National Priority Industry or any Industry established in Nepal by
way of invention therein.

* Double safes wx shall not be levied on the raw materials products of any industey.

5.4.2 FITTA, 1992

FITTA, 1992 has also provided facilities and concessions to foreign investments,

some af which are as follows:

Firstly, a foreign investor shall be levied income tax at & rate of |15 percent only, on
the income earned from foreign technical as well as management service fees and movalty, A
foreign investor making mvestment in forelgn currency shall be entitled to repatriate the
following amount outside the country:

8. The amount received by the sale of the share of foreign investment as a whole or

any part thereaf’
k. The amount received as profit or dividend in lieu of the foreign investment:
¢. The amount received as the payment of the principal of snd interest on wny

foreign loan;

Similarly, a foreign investor shall be entitled 10 repatriate outside the country the
amount received under an agreement for the transfer of technology in such currency 25 set

forth in the concemed agreement.

Provisions Relating to Visa

A foreign national, visiting the country in connection with undertaking any study or
carrying out any research with the objective of making investment in the country, shall be
provided a Non-tourist Visa for up to 6 months,



In the sume way, a foreign investor or dependent family or authorized representative
or dependent family of such authorized representative shall, for the purpose of stay in the

country, be provided a Business Visa unfil the foreign investment is retained.

On the other hand, if & foreign investor, who at a time, makes investment In an
amount ne less than one hundred thousand US Dellar or in convertible foreign currency
equivalent thereto and his dependent family shall be granted a Residential Visa until such

invesiment 15 retained.

Setlenent of Disputes

IF any disputes arises between a foreign investor, national investor or the concerned
industry, the concermned parties shall be required 1o sentle dispute by mutual consultations in
the presence of the Department of Industry (Dol ).

In case, the dispute could not be settled in the above manner, it shall be settied by
arbitration in accordance with the prevailing arbitration rules of the United Notions
Commusston of [nternational Trade Law (UNCITRAL). However, the arbitration shall be
held in Kathmandu and the laws of the land shall be applicable in the arbiiration.

Notwithstanding, disputes arising in regard to foreign Investment made In the
mdustries with investment ss prescnbed may be settled as mentioned in the forelgn

imvestment agreement.

5.4.3 Other FDI-Supporting Acts

fncome Tax Act, 200
- Only 20 percent income tax on income eamed from export

- Only 20 percent income tax on income esrned from the construction and

operation of any road, bridge, tunnel, ropeway, overnead bridge.
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. Only 20 percent income 1ax on income from the operation of trolley-hus s
tram

- Agam 20 percent lax for the industries under BOOT (Build-Own-Operate-
Transfer) project that generste, transmit and distribute electricity,

. 40 percent tax for petroleum industry and 25 percent tax for other industries,

FAT Act, 1995
- YAT pud in the process of producing goods that are exported will be

reimbursed within 60 days. Otherwise, interests will be returned

Hydroelectricity Act, 2001

. Adopting a transparent procedure as well as making of suitable incentives to
attract national and foreign investors,

. Giving priority to operate hydroelectricity projects on the basis of BOOT
{ Build-Own-Cperate-Transfer -principle.

*® No naticnalization of private-owned hydroeleciricity project, rrnsmission

svstem and distribution system during licensing

Communication Act, 1999

. Participating privete-sccior  in  the operation and  development of
communication services in commensuratc with spirit of the government-
adopted concept of liberalization,

Natiornal Aviarion Act, 1993
. Developing, extending, promoting and conserving international airways with
the investment of national and international or joint investments with the

purpose of operating international aviation trunsportation service,

Privatization Act, 1996
. The provision te buy the privatized enterprises by the national and foreign
privale sector.
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Excise Duty Act, 2001

No execise duty on exported itens.

5.4.4 Industrial Policy (IP), 1992

The Industrial Policy {IP), 1992 has offered incentives to the foreign investors having

the permission to Invest in convertible foreign currency o repatriate the following cutside

Nepal at the prevailing rate of exchange;

The amount received by sale of the whole or any part of the equity investment.
The amount received as benefits or dividends from foreign investment.

The amount received as paymenlt of principal and interest on foreign loans.

The amount received under an agreement for the transfer of technology.

The amount received under compensation for the scquisition of any property
Foreign experts, working in '."-lv-:];luin:se industries with prior approval frem
countries from where convertible currencies are in circulation shall be permitted
to repatriste in convertibie foreign currency up to 70 percent of the amoun:
received by them as salaries, allowances etc.

Interest income on foreign loans will be taxed at a rate of 15 percent only
Rovalties, technical and managemeni fees will be wmxed ot o rate of 15 percent
only,

No income tax will be levied on the income earned from exports. |

Industries established with foreign investments are entitled to enjoy all the
facilities and concessions including income tax facilities provided to local
investment under the [EA, 1992 ensuring the equal treatment 1o the both
investors— local and foreign.

5.4.5 Foreign Investment and One Window Policy, 1992

The government has made arrangements for the facilitation of FDI in the country with
the adoptation of the widely-recommended ‘one-stop shop' spproach through the Foreign
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Imvestment and One Window Palicy, 1992, The One Window Commites formed under Dol
in coordination with different line agencies will facilitate the foreign investors all the services
such as registration of land, supply of electricity and water, import of machinery, raw

materials and spare parts and so on.
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CHAPTER VI

DATA PRESENTATION AND ANALYSIS

6.1

Structure of FDI in Nepal

The overall FDI inflow to Nepal from the beginning to 1% June, 2006 (2063/02/28

BS) has been analyzed on the basis of status, sector, catepory, country, district and vear, A

Simple Regression Model has been applied to forecast the trend of FDI in Nepal.

6.1.1 Status of FDI in Nepal

The status of the total JVs entered into the country from the beginning to 101%™ Jume,
2006 (2063/02/28 BS) can be exhibited with the aid of the fallowing table:

Table 6.1

Status of FD in Nepal
{(From the Beginning to June, 2006)

{Rs. i Million)

Catesories Mo, of Total Progest Total Fixed FiI Pervent of
Prujects Cost Cost Tutal FTI
Clperaticg 441 47062.28 3I9836.57 10892 84 T8
Under 33 537374 4866.24 [ 260.97 4.4
Construction
Licensed 123 304053 10388.09 333854 133
Approved 433 17524 6a 13287.04 [0136.75 381
Closad 2] 1570.46 | 529,68 442 47 1.5
Cancelled 72 B509.20 TIR0.41 2280.09 78
Tatal 1087 SFNR0,B6 TTOREH7 1585191 Lk

Source, Dod, Gad, 2000,

The above wmble manifiests that the number of IVs invested in the country has reached

1087, The wotal FDI has amounted to 28.8 billion, whereas total investment and total fixed

capital are 93.1 billion and T7.1 billion respectively. The ratic of FDI under operating

catepory is 378 percent, under construction 4.4 percent, under license 13,3 percent, under

approved 35,1 percent, under closed |.5 percent, under cancelled 7.9 percent. However, the
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sum il under closed and cancelled cotegory e, 2.7 billion which wrns out W be 94
percent of total FDI, has literally been restraint from the country, as this adds nothing to the
productive capacity of the economy. In addition, the categories—- licensed and approved-—
implies the lack of attention on the part of the policy-makers. This scenario can befter be
presented in the pic-chant as follows:

Figure 1
FDI in Nepal- Statuswize
[From the Beginning to June, 2008)

O Crparacrs]
O Lmdar Carmisnn
W Licenasd

35.1%

Based an Table 8]

6.1.2 FDI in Nepal- Sectorwise

The structure of FDI in Nepal can be further analyvzed in sectorwise manmner with the
help of the following tuble:
Table 6.2

FIDM in Nepal- Sectorwise
(From the Beginning to June, 2006)

(Rs. in Million)
Tyvpe of Industries M, Total Total ol %ol
of  Projeet Cost  Fixed Cost Total
Iml. Fil

Agriculture & Forestry 14 1682.05 1521.27 461.57 N
Mitrnafacturing 485 3722E.88 27034.32 1 1739.27 407
Food, Beverage & Tobacco 75 L8039 TR 84 220331 1.6
Textile & Rea. Garmem 172 HE72.06 561784 3340.74 114
Wiood & Wood Product 8 L1636 B985 41.52 0.1
Paper & Paper Product 23 1824.28 154244 33400 12
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Chem. & Piastic Product BY 7158.25 5222 87 21053, 9% 1.2

Non-met Mi Product 20 3831.63 2314 440 1116.03 39
Basic Metal Product 23 2199.98 1443 32 A9 24
Febiric Metal, MAC 54 217412 120585 B48.32 1.5
Other Manuficturing Units 20 865,70 6l8.62 204,18 0.7
Electricity 23 15999797 [3212.09 3507.36 121
Construction 34 1841.28 1371.31 {11952 g
Hotel & Reson 27l 16275.11 15327.74 486424 16.9
Transpont & Communication 29 4213.68 2914.13 L676.94 S08
Housing & Apartment 17 25643 105.21 145.51 0.5
Service [ndustries 213 1159166 10612.00 3341.26 i8.5
Total 1087 9308086  TTORS0T 1885191 1040

Somrca: Dol GaN, 2004,

The Manufacturing sector has attracted the highest portion i.e. 41 percent of the total
FDI. Likewise, among the different sub-sectors under Manufacturing, Textile and Garment
received the most portions of 12 percent, followed by chemical and plastic production with
10 percent. The second place has been held by Service sector by atiracting 19 percent. In the
same way, the third place goes to the Hotel and Resort with 16.9 percent of the total FDL
The least percent of totul FDI which turns out 0.5 percent in Houging and Apartment.

The Agriculture and Forestry has remained as o vast undeveloped sector. The
Electricity, Water, Gas sector has absorbed a moderate percent of 12 percent of the total FDI.
The Construction and Transport and Communication have added 4 and 6 percent of the total
FDI respectively. This indicates thet the sectors other than Muanufacturing need greaier
amount of FDL

6.1.3 FDI in Nepal- Categorywise

The following table shows the amount of investments in each of the seven types of
industries, as defined by the Industrial Enterprise Act, 1992,
Table 6.3
FDI in Nepal- Categorvwise

{From the Beginning to June, 2006)
(Rs. in Million)

Tvpes of Mo, of Total Taotal FDI %a of

Industries Projects Project Cost Fined Cost Total
FDI

Agriculture L5 44015 185.20 101.76 0.4
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Corstruction 21 | 145054 B7E.6d4 H33.92 23

Energy-Based E 19703.30 1504247 3a402.15 1.8
" Manufacturing 489 J8037.33 37548,05 12310.72 FEP]
Mineral 3 115514 106832 4508 0y
Service 273 16521.23 1389760 T432.8] 58
Touri=m 258 15080015 1525780 470457 16.3
Total 1087 Y3080.86 TT088.07 2885191 100.0

Sawrce! Dol, GaN, 2006

Of the seven industries, Manufacturing industries have recetved the highest percent of
43 of the wl FDI worth Rs. 12.5 billion, followed by Service industry with 26 percent. This
implies the growing popularity and potentiality of service Industry in FDL Similarlv, the
third and forth positions in respect to taking higher percent of total FDI are held by tourism
{16 percent) and energy-based industry (12 percent) respectively. The snother thing is that
mineral-based industry has atracted the least percent of total FDI, possibly due to
inaccessibility and high cost of the project. Furthermore, agriculture has ubsorbed o meager
pereent of 0.4. The agriculture is considered as the backbone of the developing economy like
that of Mepal. The rapid and sustainable socio-economic development of the country i
possible only through the modemnization of agriculture sector- commercialization,
industrialization and mechanization- which naturally requires a huge amount of FDI inflow
in this sector. The reason behind this phenomenon may be primarily due to the poor physical
mfrustructures. The above table can be presented with the help of the following pie chart:

Faguia 2
Porcentage of FOI in Differant Type of Industries
{Fram the Beginning 1o June, 2006}

= SE U

O Masufscturning
B Earyy- Raand
13 Constschcon
W Minanl

B Seedd

2 Teuram

Sowrce: Based on Table 6.3



6.1.4 FDI in Nepal- Countrywise

The following table gives more information on the Joint Venture (JV) industries in
Nepal by different countries:

Table 6.4
Joint Venture Industries in Nepal- Conntrywise
From the Beginning to June, 2006

(Ha in Million)
sy, Cowany M;r':: ijmg:: Fixed o m
[ Australia 10 27259 233.82 221,50
2. Ausiria i 171.06 130.71 £4.86
1 Azerbaijan | 740 6,70 7.40
4. Bangladesh 13 448 64 20504 21370
5 Belgium 4 17.27 14.40 |24
. Bermuda fa 1995.25 1694.03 118.27
T. Bhutin 3 27126 20,58 EN -1
B. Brazil 2 2107 750 443
a, Bri. Virg. Is. 3 3439.78 130019 | 242,94
10; Canada 10 72508 f32.91 578.B0
i1 China |22 LR Te24.11 301382
12 Drenmark 5 531.02 470,88 34.69
13.  Finland K 12.50 836 7.0%
14. France 26 456,50 kW 18J.2
15. Germany 46 | 349,52 167127 S1ZTY
16, Ghana | 6.50 t 18 | 93
17. Guatemala | 10.00 5.00 250
18.  Hong Kong 15 1343 54 | 05 44 32524
19, inchia 335 14095.76 2618536 F1570.37
20. lran 4 [4.20 B30 10,20
21, [reland I 5.00 |00 1.50
2 [5ras 4 61310 0783 70,50
23, [taly |5 122705 [113.16 15027
14, Japan 112 291417 2510.47 98200
25 Malaysia 7 524,64 491 47 B1OK
26, MN.Korea I a4 82 41.20 1255
27.  Netheriands 13 1093.76 SL0TT 434.73
i 8 Mew 7 283.63 228.66 17.07
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Zealand

29 Norway F; 803559 RED2 40 106133
30, Pakiztan 12 1575 138,71 137.33
31. Pinama | B3.28 6517 2498
12, Philippines 5 $i6.68 861,53 53 88
33 Poland i g3.22 87.55 B.59
34 Portugal I 2.50 2.00 250
35 Russia & 14555 100.43 54.49
36, S.Africa 3 32.50 26.84 3250
T 5 Korez 6l 180935 1502.70 B, 95
i Singapore 12 1618.02 156019 T4A. 45
39.  Slovenia l 4.19 354 4.19
40.  Spam 5 §7.22 4426 3T
1. Srilanka 3 i 25.90 T4l
d3. Sweden i 320 L] 3.20
43,  Switzerland 22 53248 478.25 145,95
44, Tarwan f . ALLTS 15803 17163
45.  Thailand ] 951.12 813.38 9164
46, Turkey 3 13.70 8.31 Z6.20
47 LAE I [ 78,54 37.24 d45.00
48 UK 44 2634, 74 227909 A20.84
49, Ukraine | 80,00 §2.00 14,70
50 LIsA 10 133831 [ 2030.66 4516.95

Totul 1087 SI0E0.56 TT088.07 28851

Sonrce: Dal, GaN, 2008

The number of countries which have made investments in Nepal has hit 50. Among
them, India stands at the first position with the greatest number of 335 joint ventures with the
wial investment of Rs. 11.3 billion. The second position is occupied by USA making the
investment of Rs. 4.5 billion, The number of foreign collaborations invested by different
countries has not been evenly. The neighboring economies- India and China- have shown
great interest in investing in Nepal, as FDI collaborations by these twa countries stand at the
first and second position respectively. The countries with five and/or less JVs companies of
about 50 percent of the total number of investing countries. This implies the need to offer

more incentives to these countries to make greater investments as they have already chasen

74



Nepal os their investment destination. However, their contribution to the wotal FDI is no more

than &.06 percent.

I'hie seven countries making highest number of JWs viz. India, USA, China, Britain

Virginia Island, Norway, Japan, 5.Korea account for more than 80 percent of total number of

I¥s and around 78 percent of total FDIL. This exhibits the heavy concentration of few

countries on FDI inflow, which is not a positive signal and calls for a need to diversification

of countries through special Incentives packages offerings te them and making sound

infrastructures and efficient administrative mechanism ensuring good governance.

6.1.5 FDI in Nepal- Districtwise

The following lable gives the dats regarding the distribution of the FDI in different

districts of the country:

Table 6.5

JVs in Nepal- Districtwise

(From the Beginning to June, 200)

iRs. in Million)

Total ] | =% of
SN, Distriet e ;’ Project 19 F::“"t Total
" Cast - FDI
Eastern Development
Region
I. Dhankuta | 46,62 3142 (.00 ]
r.d Jhapa 8 To4.6d 499,73 137.62 .48
LF Muorang 23 2088.85 1507.48 346,48 1.20
4. Saptan ] | e | .00 1 6000 055
L Sirmha 2 4] §25.07 9720 0.34
A, Solukhumbuy fi 1032.37 975 45 19.3% 0.07
Ta Sunsari |3 210017 |550.28 103925 360
" Taplejunj 1 2.10 1.04 1.90 0,007
Totaal 5 ool 78 A4
Central Development
Region
B, Barn 44 THTAS SE40.20 192378 G.57
L. Bhaktapur 32 | 74,38 095 4% G01.11 2.08
11, Chitwan 34 323117 €40 1T §72.54 3.37
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12,  Dhading 7 40539 363.30 171.00 i}.50
13 Dalkha 3 070,20 4568 03 7751 2.69
4.  Kathmandu 548 2479146 20355.05 419.19 3283
15.  Kaver 29 841,29 671.13 406.22 141
6. Lalitpur 112 5861.13 4339.22 ETTRE 10.57
i Mikawanpur 38 322437 2456,72 849 72 255
18, Muwakol 4 133,88 {2805 3G (K .10
19,  Parsa 31 241049 1892.45 1241.87 4.30
20 Ramechhap | 291.34 237 80 26221 0.91
21 Rasuwa 4 28752 221950 39571 .06
2L Rautahat i 359.18 S09.1R 44.06 015
23, Sindhupabchowk & 67T77.73 B356.09 |237.08 4,19
24, Kavrepalenchok ] 30000 28,00 20.40 0.07
Tl aEy i, T R 7186
Western Development
Region
i Gorkha 3 LR R bl 02 65.23 0.23
26, Kapilbastu é 360.71 170.53 24831 0.8
27,  Kaskl 53 9733.09 G198 15 2802.49 9.7]
=8, Lamyun) 3 193.93 | 68,65 3913 014
29, Manang, Tanah 1 75.00 60.75 1701 0,16
0. Mustang 2 £61.74 449,11 L7 004
31 Mawalparosi 17 25T2.68 2213.74 315450 [.09
3. Paipa i 30.00 7338 4,50 0.2
i3. Pariat I 110000 1089.00 1.30 0.0]
34, Rupandehi 23 2608.69 19736.54 a83.Th 334
15,  Tanahu 2 79.02 A 70 47.30 Lo
16, Argakhachi I 1242.04 1968 44800 | 55
Tewal 112 4954 frdi
Mid-Westemn
Development Region
17 Banke 11 441,36 350.14 111.64 0.38
38, Bardiva i 19,88 35.56 1 1.64 0.0
. Roipa 1 32 1.00 0.00 0
Total I {2328 043
Far-Westermn
Development Region
40, Achham 2 61.38 51.68 TAE 017
4. Kailali l 9154 83521 175.30 0.51
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L Eanchanpur B 71637 £44.4| g, 72 i, 31

Tatal 14 Jid20 Lo
Drhers
43, Out of Valley i 14.34 2L 24,34 (.08
44,  Teral Region | 60,00 53,00 | 6,00 (.06
45,  Undefined | 16.67 20,31 10,00 TE;
Grand Total 1087 I8 86 TTORY.07 2RR51.9] | THL

Sowroe Dal, Ga), 20048

FDI projects have been set up in the different districts of the country, The ol
number of districts having FDI indusiry has marked 43 indicating that there are still 32
districts with no FDL Kathmandu has succeeded in attracting the highest number of FDI
industries of 548, which is followed by Lalitpur with 112. Kaski stands at the third place
with far less number of 33 FDI industries. But sadly, |5 districts has only one FDI industry
each, whereas 26 districts has less than 5. Kathmandu is blessed with half of the total number
of FIM industries, which has portrayed a heavy concentration of FDI indusiries in the urban
area only, confining overal]l economic advantages to the limited area. Moreover, this will
have less impact in uplifiing the life standard of the rural people, whom rather nesd more
FDI industries to tap the unused natural (and human) resources. As-a-maner-of-fact, the
country need to make planning and policies so as to encournge foreign investors in rural and
sub-urban area through the infrastruciural development so that the concept of haluneed eein-

economic development could be achieved.

History shows that the outcome of unbalanced developmenl in case of giving
economic opportuniteies and egual political participation causes costly econemical and
political upheavals devestating enough to put the country at risk. Hence, the economic
uppariunities should be offered to the people of the country- not only of the urban area but
also the rural area. By the same token, the state should creste such an environment so that

FDI industries will get diversified across the country,

Looking on the districtwise FDL, the highest FDI has been made in Kathmandu worth
Rs. 9.4 billion, which is 33 percent of total FDI, Better availability of basic infrastructures
such as transport, electricity, communication etc,, abundance of manpower, administrative

T



advantages, security and the like are the responsible factors for the highest FDI being made
in Kathmandu, The second place goes to Lalitpur with Rs. 3 billion equivalent to |1 percent
which is situated next to Kathmandu district and has favourable enviroment for FDIL [n the
same way, at the third place is Kaski with 2.8 billion contributing 10 percent of total FDI,
which agsin possesses the headquarter of the Western develolpment region. Most
mmpartantly, the remaining disiricts have the share of less than 5 percent of the wtal FDI.
This exhibits that a vast number of districts are vet to reap the benefits of FDI in rising

production, employment and income of the people, mostly rural ones:

Additionally, the same data can be looked upon with the reference to the develapment
region. The Central development regien holds 75 percent of total FDI, topping all others. At
the second place is the Western development region with 17.2] percent. This shows the gross
ineguality in the distribution of FDI between the two highest FDI receiving development
regions. The state of the other development regions are even moare disgraceful. The Fastern
development region receives the 6 percent of the total FDI, as the Mid-Western and Far-
Western development region receives 0.30 and 1 percent respectively. This is the indication
of red signal situation that the Far-Western and Mid-Western development region are literally
out of the FDI-network in Mepal. This urges a strong need to prepare the prerequisite of
development-- physical infrastructures and pave way for making conducive business
environment in these regions through improved lepal provision and incentives, Thanks to the
technical misiskes by the government agencies, approximately 0.2 percent of FDI has been
recorded under the heads of "Undefined', 'Out of Valley' and "Terai Region' which exposes
laxity on the part of the administrators, though the government has disbursed a hig budget to
look on the matters of foreign investment.

6.1.7 FDI in Nepal- Yearwise
The FDl-related projects with their investments in yearwise basis can be displayed in
the following table:
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Tuhle 6.6
FDT in Nepal-V earwise
{From the Beginning fo June, 2006)
(R4 in Million)

Fiscal Yeur N, Total Total Fii
of Projects Project Cost Fixed Cost

Upto 59 502591 4581.82 4. K4
Ashad 2046

2046047 30 243819 213960 398.51
2047/4% 23 863.56 690.74 406,28
2048/45 38 3508.17 2902.10 597,84
20449750 B 178860.22 16210.81 3083.67
2050451 18 ITI.23 3175.66 1378.76
20517332 | & [627.2E 1247 85 47759
2052/53 47 10027 47 03938.54 1219.86
2053/54 L 853925 6602 15 239554
2054455 77 5569.38 514232 SOEHE2E
2055/36 50 532442 438017 166642
2056¢57 71 2669.09 1910.24 141761
2057/58 96 7H17.62 612249 3102.56
2038559 17 3318.33 1559.59 120563
2059/60 Td 4571.82 3608.25 1793.77
20601 78 432174 1775.86 2764 80
206162 A3 1804.12 1153.78 1642.54
2062563 104 3142.86 2396.12 1829.38
Tatal 1087 SI080. 56 TTORK.07 2ERS1.9]

Rource: Dal, Gal, i,

The table indicates that there have been fluctations in the number of foreign
collaboraticns entered into the country over the years. 59 had been established up 10 1388/89
(Ashad, 2046). The FY 2062/63 witnesses the highest number of foreign collaborations
which have started their operation in the country, followed by the FY 2057/58 with 96
foreign collaborations. Viewed from another way, the highest FDI was made in the couniry
in FY 2057/38 with Rs.3.1 billion and the second highest FDI in FY 204%/50 worth Rs. 3.1
billion. However, the FY 2062/63 has witnessed a meager amount of FDI worth Ry, 1.8
billion. What it implies is that the greater foreign collaborations with lesser FDI have taken
place. The periodic trend of FDI can be presented in the following bar diagram:
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Figure No
Yearwise Comparison of FOI Industries and Total FOI
{From the Saginning to June, 2006}

Mo, of FIN Industries
Amoant of FIA

£ z z 3 | § 3 3 £ % ¥ 32
SEERTEEREE SRR EE N ———
=
i == Loy of I[F
Flacal ¥ gar
Razsed on Table 6.8
Trend Line of Overall FDI
In bid 1o fit the future trend of the overall FD, the following model has beea appiied:
F=a+bT
Where, F = FDI in billion, T = Time perods: 0.1,2.3, ......, 16, a & b = parameters.

With the help of the Least Square Method, the normal équations are:!

FF=Na+biT

TFT=afT+bET

From the calculations from the table 6 (enlisted in the Annex 1), the following
Regression Line has been arrived at:

SF =058 + 0077 T

Result: This fitted line shows that the overall FDI has an upward trend and [t has
annually grown by 077 billion rupees during the study period. The Regression Line predicts
that in the FY 2063/64 (ie. T=17) overall FDI will be Rs. 2364 milllon. However, the
parameters of the equations are statistically significant at 10 percent level of significance,
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shawn by low value of ' and R (being 0.196 and 3.07 respectively), this prediction has
very little significance in practical terms, This can be displaved in the following figure

Fig 4
The Trend Line of Overall FDI

Bazed on Table 6.8
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6.2  Employment Opportunities via FDI Nepal

The opportunities of employment due to the FDI inflow in Nepal has been analvzed status,

sector, country, district and vear-wise in the following way:

6.2.1 Employment Generation via FDI in Nepal- Statuswise

In view of the status of foreign collaborations, the overall employement situation can

be displayed in the following table:

Table 6.7
Employment in FDI Projects in Nepal- Statuswise
(From the Beginning to June, 2006)

Cuatlegories MNa. Employment Percent
of Projects of Tatal

Employment

Operating 40| 30176 473
LInder Construction i3 4303 4,1
Licensed 122 15114 {4.3
_ﬂpmvﬂ 438 240965 2.5
Closed al 1924 1.5
Cancel|led 7i aioy BT
Total 1087 15676 1

Seriree, .,r.:'-r:l.l': Crol 2004

The industries set up via FDI have provided the employment opporunities to the
labor-force of around 105676 during the period of 198889 to 2006 June, which is around 0.6
percent of the total pepulation and about 0.9 percent of the economically active population of
the country The highest percent of total emplovment have been emploved in operational
industries with 48 percent. The industries under approved, licensed and construction has
accounted for 24, 14 and 5 percent of total employment respectively. Howesver, the
employment of 10 thousand Le, 11 percent of total employment, which falls under the closed
und cancelled industries, has literally no contribution to the cmployment generation in the

economy, This indicates that the number of employment under closed and cancelled should



be reduced, for this, the reasons for these industries to shut their production in Nepal should
be carefully found out and worked toward solving their problems.

6.2.2 Employment Generation via FDI in Nepal - Sectorwise

Cme of the most important reasons why FDI is welcome in almost all the countries in
the world irrespective of their status of development is due to the fact that it provides the host
country with resources (matenals and technical skills) wo broaden the national production
frontier along with vast opportunities of employment 1o the inhabitasts, The creation of
employment for the masses arises because investment in any sector does not vield any
productive outcomes without the employment of human labor-force, The following tuble
depicts the employment situation generated by FDI industries in each of the seven industries
in & lucid manner:

Table 6. 8
Emplovment Generation in FDI Projects in Nepal- Sectorwise
(From the Beginning to June, 20061

Types aof Industrics Mo, Total Avernge

af Projects Emplovment Employment
Agriculture |5 1023 b
C onstruetion al |44 |29
Energy-Basad 1§ 4899 il
Manufacturing i 459 63248 65
Mineral 3 1129 &9
Service 213 17763 2
Tourism 268 16165 306
Total 1087 105676 7

Source: Dol GaN, 2006,

Out of the total employment, the Manufacturing industry has yielded the highest
number of employment of 63248, which is followed by Service industry o 17763 and
Tourism industry o 16165, Simifarly, Agriculture has succeeded in offering employment to
1023 only.

Analyzing the table further, it can be said that the minernl-based industry has the
highest average sector employment. The energy-based industry has the second highest
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average employment. The reasons for this phenomenon are due to the labor-intensive nature
of the industry, the need of large unskilled labors for carrying equipments snd other
necessary goods to the project sites and the low use of modern machines due to the problem

of inaceessibility.

The agriculture industry has the average employment of 68, whereas consiriction and
service industry has that of 69 amnd 65 respectively. Among all, wourism industry employs the
least average empioyment of 60. This implies that the agriculture and rourdsm sector at which

the country has vast resources has not received the desired level of employment.

6.2.3 Employment Generation via FDI in Nepal - Countrywise

The wtal and average country employment the investing countries have been given in
the fallowing table:

Table b, 9
Countrywise Comparison of Employment by J¥s of Different Countries
{From the Beginning to June, 2006)

) N Totl Average
SN Country v::‘::_:: iitoraient Empﬁ:::::tr
. Australia 10 381 38

4. Austria 9 Jal 40
3. Azerbaiian | X7 a7
4. Bangladesh 13 iTen 2590
3 Belgium 1 110 28
6. Bermuda f 1474 245
7. Bhutan 3 e L 33
8. Brazil 3 221 1]
9. BriVircg s 4 1210 303
10. Canada i0 1329 133
Il. China 122 BE81 73
2. Denmark 5 EL B0
13. Finland 3 104 35
14, France = 26 1325 51
15. Germany 46 2860 &2
16,  Ghana I 0 0
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17, Guatemala | B B4

1B. Hong Kong 15 20758 138
19. I[ndia 135 43360 129
20. [ran 4 a9 17
21. Ireland I 4{l A
22, lzrael B 117 20
23. laly 15 129 23
24, Japan 112 5592 5
25 Malaysin 3 252 1a
26, N EKmes | il | i |
27, Netheriands I3 2132 | 6fs
28. New Zealand T 1wl 285
29,  Morway 7 518 FE
30, Pakisian 1 2365 197
311, Punama 1 121 121
32. Philippines ] 1394 179
33, Poland 3 Fi) 26
34. Portugal | 23 23
35. Russia & 406 (1]
36, 5Afrca 3 B4 23
37. SKorea &1 3359 53
38. Singapore k2 1196 100
39, Slovenia | 0
0. Spain 5 154 12
41 SriLanka 3 23 28
42, Sweden 2 & 9
43.  Switeeriand 22 352 14
44, Taiwan ] 271 i |
43. Thailand ] I LO& |38
46. Turkey 3 54 4
47, UAE l 93 93
48 UK e 5872 (33
49,  Ukraine I 18 18
50, USA 164 o8 a1
Total 1087 105676 97

Source: Dal, Gal, 2004,

Amaong the izl number of 50 countries with their investments In Nepal, India has
offered the highest number of employment of 43360, followed by USA (9108), China (8881),
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UK (5872), Japan (5592) and 5o on. The employment provided by Slovenia and Ghana with
a IV each happens to be zero. On the other hand, BriVirg. ls. has the highest average
country employement of 303, while the second position has been occupied by Bangladesh
with (290), fallowed by New Zealand (285) and Philippines (279).

6.2.4 Employment Generation via FDI in Nepal - Districtwise

The generation of employment by the FDI industries can be analvred districtwise
with the help of the following table:

Tahle 6.10
Employment in FDI Projects- Districtwise
(From the Heginning to June, 2006)

Total Percemt
SN, Distriet Einployment of Total
Emplovment
__ Eastern Development Region
1. Dhankut 120 .1
2. Jhapa 2244 gl
3 Mnrmg 1733 5
4. Saptan 144 0.1
3.  Sirnha 452 4
6.  Solukhumbu 47 .04
7. Sunsan 2838 2.7
8. Taplejuni 0 0
Toral 10578 i
Central Development Region
9. Bara 4201 40
10, Bhaktapur 3253 i
11, Chitwan 7093 6,7
2. Dhading 440 04
13.  Duikha 115 .
14,  Kathmandu 41274 3901
153, Kaver ind4e 15
16, Lalitpur 4373 79
IT. Makawanour 2047 2B
18, Muwakot 433 04
19, Parsa A380 4.1
20. Ramechhap 200 02




2. Raswwn (=15 (ke
22, PRautahat 589 0.4
23,  Sindhupalchowk 2d53 23
24, Kavrepalenchok 40 0.04
Total 652 7520
Western Development Region
a3, Gorkha G5 {16
26. Kapilbastu 164 6.3
27 Kaski 2906 ]
28, Lamijunj 420 0.4
29, Manang, Tanah 635 08
30, Mustang 114 01
31, Nawalparssi 1565 24
32. Palpa 24 042
33 Parbat 2614 1.5
34. Rupandehi 1761 [.7
35, Tanshu 137 Q]
36, Amgakhachi 2 Al 3
Tatal J2 6 i 1]
Mid-Western Development Reglon
37, Banke e 1179 LI
i8. Bardiya 199 0.2
39. Ralpa 18 0.2
Total 1396 130
Far-Western Development Region
4,  Achham (i
41, Knilali 728 0.7
42, Kanchanpur 1117 Ll
Total 1843 1.7
hhers
43, O of Valley T 07
44, Terai Region a7 0.
45, Undefined 2 0.02
Grand Total 1057 L RLIURHT]

Sowrce: Dol GoN, 2006,

The Kathmandu district has marked the highest percent ie 39 of the 1ol
employment. At the second position is Lalitpur with 8 percent. The Chitwan district pecupies
the third place with 6.7 percent, followed by Morang with 4.5 percent of the total
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employment. The table manifests the vast inequality in the distribution of the total
employment among districts. The heavy concentration of emplovment in the Kathmandu
district indicates that the benefits of FDI has not been distributed evenly smong the people

across thecountry.

The distribution of total employment via FDI industries in respect to the development
regions shows rather n worse picture. The Central development region has accounted for the
highest percent of 76.2. The Eastern development region has taken 10 percent of the total
employment and the Western develepment region, 11.5 percent. The Far-Western
developmnet region as well as Mid-Western development region has received a dimunitive
percent of less than 2. This clearly exhibits an slarming condition of the distribution of
employment offered by FDI industries in that this can fuel the pelitical conflict and cause
social unrest worsening the income inequality amang the people. Therefore, the urgent need
13 1o lessen the inequality prevailing in the distnbution of employment among the all
development region by focusing on rapid and sound development of infrustructures along
with exploring virgin asreas for FDL Only then, the country could use FDI as the means (o
break the vicious cycle of poverty and as the foundation stone necessary for 2 modemized

ECONOMIY-

6.2.5 Employment Generation via FDI in Nepal - Yearwise

The yearwise employment generation through FDI-industries In the economy has
been given in the following table:

Table 6.11
Employment in FDI Projects- Yearwise
{From the Beginning toa June, 2006)

Fiscal Year Mo o Tatal Average Year

Projects Employment Employment
L'p to Ashad 2046 20 10586 i
2647 30 9515 37
2047/48 23 2974 129
2{M48/49 13 5615 48
2043/49 fd | 373 217
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1050451 38 4734 125

2051/52 19 3386 126
205253 47 B032 17
053,54 ™ 9347 121
2054055 T7 4336 pal -3
1055/56 30 3146 )
2056:37 Tl 47M By
2057138 0 GRS 72
2058/59 7 73] 18
205%60 74 3572 48
206061 7 EIET 27
206162 63 5501 86
2062683 104 CET) 51
Total 1087 105676

Source; Dol GaN, 2004

The trend of totl employment over the vears has been somewhat fluctuatory. The
employment-level up to 2046 Ashad has marked 10586, The FY 2049/50 has observed the
highest number of employment Le. 13873, Among the vears under consideration. the FY
2060461 has witnessed the least number of 2744, Altemnatively, if viewed from average year
empioyment, the FY 2046/47 has the highest with 317, followed by FY2049/50 with 217, the
FY 2052/33 with 171 and others. The averagz year employment has shown fairly downward
trend with the escalaticn of political instabilifty in the country, especially after FY 2057/98



6.3 Technology Transfer in Nepal via FDI

The following table provides the information on FDI and technology eransfer

agreement type- and scalewise.

Table 6.12
FDI Projects and Technology Transfer- By Type- and Sealewise
(From the Beginning v 2062/63 FNM i.ec. April 2006)

(Es. in Millian)
Category of No., of Type Scale
e g Equity  Eguity Teeh, Small  Medium Large
Iovesi.  lovest. Transfer
i TT Cinly
Manufactuning 486 408 39 41 324 103 509
Agriculture |5 14 0 [ 10 5 ]
Energy-Based 17 i7 o 0 7 F ]
Construction 21 % 2 0 [ 1 T 3
Mineral 3. & | ] i 1 ] 2
Bervice 265F 5% 3 7 213 34 I8
Tourism 260 230 f 4 207 23 30
Total T 962 -1 = THa 176 123

(100%)  (90.2%) [(4.8%%) (5.1%) (T2.0%) (16.5%) (11.5%)
Source: Dol, Mndwstrial Siatistics, Gol, 2006,

As per the acts and the policy of the GoN, foreign collaboratin can be either financial
ar technical and/or both. In case of financial collaboration, the 50 to 100 percent ownership
are allowed except in certain industries, but technology transfer or technical collaboration is
open to all types of industries. Up 1o 2062/63 FNM. the number of FDI industries marked
1067,

Among the ol FDI industries. 962 were financed through equity investment, which
becomes 90 percent of total FDI industries. Likewise, §1 industries bearing § percent of ol
FDI were established in way of equity investment and techrology transfer; while that of 54
industries making up 5 percent of the total FDI industries made use of technalogy trunsfer
only, This shows that technology transfer has not taken place in higher level. Under aquity
investment, manufacturing sector consisted of the highest number of industries. The reason
for this might be due to relative casiness of this method over other ones. This was followed
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hy service sector with 253 industries. The tourism held the thisd position with 250 industries,
The agro-based, energy-based and construction industries. relatively in a lesser degree,
adopted the equity investment. The mineral sector had the least number of one indusiry,
estabiished through equity investment. The low profitability in comparison to the risks might

have caused for low utilization of equity investment in these sectar,

Similarly, under equity investment and technology transfer, the situstion is even more
disheartening. The manufacturing sector had the highest percent of total FOI industry making
use of equity and technology transfer, followed by tourism sector with meagre number of 6.
The agro-based and energy-besed had no industries, which might be owning o less
profitability, caused by inaccessibility; sense of insecurity; highly expensive to bring in and
instzll; lack of skilled technical manpower for maintenance/repuiring of the technology and
defective gavernment policies with red-tapism in the administration The other sector had less
than 3 industries under this method,

The manufacturing sector had the highest number of 41 industrise coming under
technology transfer only possibly because of the relatively high profitability and relatively
easier for operation of the technology. However, the number of industries with technology
transfer only has not been higher. The service sector stands on secand place, The tourism
sector has 4 industries, The energy-based and construction have no industriss making
technology transfer, Lack of skilled manpower, chronic sense of insecurity, highly expensive
technology in comparison to the benefits it ocerues. [intited market-place, lack of trained
manpower and experts and indifferent govemnmental palicies are the prime reasons for this

phenomenon,

Considering the FDI industries with reference to scale among different categories, the
highest number FDI industries were small-scale ones contributing to 72 percent to the total
FDI industries. The manufucturing sector had again the highest number of industries in the
total small-scale industries. The second and thind place were occupied by service and toursim
sector.
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The total number of medium-scale FDI industrnies had amounted 10 |76 representing
17 percent of the total FDI industries, of which the highest were in manufacturing sector,
fallowed by service and tourism, The mineral-based sector had no medium-scale industries.
The medium-scale industries under energy-based, agro-bosed and construction categories less
than 7 percent. Llimited market ushered by landlockedness geo-position of the country, lack
of skilled manpower, sense of insecurity triggered by the Maoist insurgency, faulty
sovernmental played vital roles for for 16 percent of total FDI industries being medium-

scale,

The amount of large-scale FDI industries had totalled 123 carrying 12 percemt of the
total industries. At the first place with the highest number of medium-scale industries had
been ventured in manufacturing sector. The second and third place was occupied by tourism
and service respectively. Energy-based attracted 1] large industries. Desides, Agro-hased
sector possessed no large industry at all. Similarly, the Mineral-based and Construction
sector owned the large industries of 2 and 3 respectively, Lower profitability, limmed marker,
need for highly expensive technology and monpower, sense of insecurity due W internal
palitical conflict by the Maoists, ineffective, inappropriate and untimely government policies,

rugged topagraphy etc. account for faint performance of large industries in attracting FOL



6.4 Structure of FDI in the Service Sector in Nepal

The snalysis of the FDI in the Service Sector has been made on the basis of scale,
country, district and year, A Simple Regression Model has also been fitted w forecast the

trend of the FDI in the Service Sector in the following:

6.4.1 FDI in the Service Sector in Nepal- Scalewise

The following table clarifies the propensity of the forelgn investors on investing in

the dilferent scales of industries:

Table 6.13
FDI in the Service Sector in Nepal- Scalewise
{(Up to FY 2062/63 FNM ie. April, 2006)
iRz, in Million)

Seale No. ol Total Project  Total Fixed Foil Percent af

Industry Cost Cast Total FIM
LI.I'EI.' | & 12633.22 L1065 08 S 100 3.1
Il edim 34 1867 37 1357.%35 387T.32 | i.5G
amall 13 197953 134233 1107.35 |4.95
Total ofiS 164840, 62 13869,29 744,71 1M1, 00

Source; Dol Tndusirial Saorioies, GoM 20046

Looked upon the FI) industries in service sector scalewise, all the three scales of
industries are invested in. The interest of foreign investors in the service sector has been
found to be growing. The twial number of industries in the service sector has reached 265 up
to 13 April, 2006 with the total FDI of Rs. 7.4 billion. The total project cost and total fixed
costs have hit Rs. 16.5 and 13.7 billion respectively. The highest portion of the total FDI
invested in the sercive sector goes to large-scale industries (74 percent) with Rs 5.4 billion
followed by smail-scale industries (15 percent) with Rs. 1.1 billion. The medium-scale
industries has only 12 percent of total FDI,

This is a satisfactory situstion, as the economy needs large-scale industries especially

through FDI to translate the dream of industrial revolution into reality. Further, the economy

of scale generated by large industries fuel the expansion the economy. However, the small-
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and medium-scale industries has not been able to attract a suflicient volume of FDI. This can
be presented in the following pie-chart:

Figurn 5
Percamtage of FOE im the Service Boctor via FOI in Mopal-

Sealewting
[Fam oe Begmnieg 1n FY 200285 FNM Ls, Apcl J806|

| ™ Syl

Based on Takle 8. 13

6.4.2 FDI in the Service Sector in Nepal- Countrywise

The following table gives the data on the FDI making countries with the amount of

FDI:
Table 6.14
FDI in the Service Sector of Nepal- Countrywise
(From the Beginning to June, 2006)
(Rs, in Million)

No. of Total Project  Total Fixed Eeryent
SN Country Joint Coast " C : Fivi of togal

Venlures kg FDI
l.  Australia f 111,86 B1.2% 8413 1.13
2. Ausirta 2 1898 16.22 648 faz
3. Azerbaijnn [ 7.40 6.70 7.40 0.1
i, Emg_lndﬁh 2 .40 470 520 LTHER)
5. Belgium 2 6,60 5.02 5,08 0.07
&, Bhutan 1 5.00 252 .68 0.02
7, Bri.Virg Is. 1 48.22 22.08 22.00 0.30
8. Canada 3 28 5.24 3.78 0.03
9, China 24 1017.18 92087 57113 .71
10. Denmark 1 1.30 1.80 3.30 .04
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11. FErance 2 19.31 14.06 6.11 0.09

11, Germany |7 24316 208.40 7667 1.03
13. Cihana | 650 618 .94 (.03
14. Hong Kong 5 142.03 7935 11387 1.33
I5. India L1 BE16 90 T83].72 Ao 13 55.04
16. Iran 2 4.40 .50 4.40 0.0
17. Israel | 7.50 3.25 3.00 0.04
18. ltaly 3 21.00 18.75 11.45 0.15
19. Jupan 33 495,98 410,55 153,16 2.06
20. Malaysia 3 446,71 433.03 10,30 0.14
2], MN.Kores I 44,82 41.20 12.55 0.17
23, NMetherlands [ 42.14 16.93 18.77 025
21, Mew Zealand 3 418 2.16 2.74 0.04
24, Morway I &0.93 60,93 54,70 0.74
25, Pakistan 2 1202 9,97 1292 017
26, Philippines 1 1.50 2.00 2.50 0,03
27. Poland ! 2.50 2.00 250 0.03
28. Portugal I 250 2.00 250 003
29 Russia 4 64.97 54.56 22.26 0.37
30. S.Affica 2 17.50 22.00 2750 0,37
3. S.Korea |8 200,85 160.53 157.53 212
32, Singapore 4 60.07 50,80 27.55 0.37
31, Slovenia | 4,19 304 4.19 006
34,  Srilanka 3 .15 £5.90 3741 0.50
33, Sweden 1 1,70 1.40 1,70 0,02
16, Switzertand 5 29218 17.20 17.95 024
37. Taiwan 1 5,11 40.82 10.15 0:14
18, Thailand 1 3.00 2.70 1.00 0.01
39, Turkey 2 8.70 .32 8.70 0.12
40. UK 7 52.73 8067 31,62 il
41. Ukraine i 90,00 B2.00 14,70 0.20
42. USA 39 3392.72 8732 170742 2298

Total 273 16521.33 1389760 7432.81  100.00

Sowurce: Dol GoX, i

The number of countries making investments in the service sector of the economy has
added up to 42 up to June, 2006, as compared to 50 countries having made FDI in Nepal. The
amount of total project costs and total fixed costs of FDI industries in the service sector has
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hit Re. 16.5 and 13.8 billion up to June, 2006 respectively, while the total number of
industries has mounted to merely 273 India alone has invested 55 percent of the FDI made in
the service sector to the wne of Rs, 4.1 billion, Geographical proximity; growing markets:
cultural similanty; more friendly acts and policies of Nepal towards Indians in terms of stay,
ownership of propenty, and seeking economic activities: and the tax and custom concessions
offered by the government might have encouraged the Indians 1o make investments in the
service sector. The US stands at the second place with 22 percent. In the same way, China
has contributed 8 perceat This indicates that there is vast inequality among the three
countries with the higher FDI made in the service sector also, which, in economic sense, is
not considered (o be satisfuctory. There remains a lot to do to diversify the number of

countries making FDI in the service sector,

Lasily, India has the highest number of industries of 58 in the service sector. Others
mre LUSA (39), Japan (33) and China (24). Though the present state of FDI in the service
sector has not been up to the cxpection, the potentials for 15 take-off in the sense of
increasing the number of couniries making FDI in the service sector is still immense, thanks
mostly to less competition in this sector, government's incentives, growing market-size
within and outside of the country with the wave of globalization |.e. rapid integration and
interdependence among the economies, urbanization, scoulturation, and <o on.

6.4.3 FDI in the Service Sector in Nepal- Districtwise

The following table displays the data on the FDI industries in the Service Sector In

various district:
Tahle 6.15

FDUin the Service Sector in Nepal- Districtwise
{(From the Beginning ro June, 2006)

[Rs. in Million)
Tatal ' FD'1  Percent
SN, District MNa, of Project Cost Total Fixed of Tatal
(FiTi Cost FOI
Eastern Development
Region
¥ Morang 4 678.83 663,71 15,02 0.23
Towal 4 LK L1 1892 223
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Central Development

!j._n..jinu
2. Bhakmpur 2 6345 58.35 27.50 037
i Chitwan | Q00,00 #0000 F00.00 6.73
4, Dhading | 60.00 55.00 .00 ]
3. Eathmandu 197 6054 430 4% 31429 54 dh 14
. Eaver . 13.4] 8.50 4,635 .06
7. Lalitpur 40 2416.52 2175.63 205586 17.66
8 Makawanpur 2 ATH .66 32,16 .43
9, Puarsa 7 5545 JRAG T .44
Toeal 252 1100456 B394 17 6087 43 LFNCH
Westen Development
Region
14, Crarkha | 16,38 | 5.5 4.10 0.0
1L K.aski B 145540 3353.53 1086.59 462
12. Nawalparasi I 4093 35,24 1637 0.22
13.  Rupandehi 3 55211 500.07 93.52 |26
e ) 13 Jll6d 82 2607 0F 1200 38 1615
Mid-Western ~ =
Development Region _
|4,  Banke | 0.00 20.31 143,040 0.20
Tatal i Sl il FITEY, TaGa a2
Far-Western
Development Regian
15.  Achham | 36,38 48.18 14.70 0.65
16.  Kanchanpur 1 600.00 580,00 48.18 0.81
Toval 2 856 34 628 18 8l &8 144
Uindefined i 26,67 2031 106 0.13
Grand Total 273 16521.23 L3ROT.60 T432.81 100 4

Sauwrce: Dol GoM 2008

Up to June 2006, the total number of districts with FDI in the service sector has
mounted to 16 with 273 industries in all. Kathmandu has received the highest percent of 46
worth Rs. 3.4 billion. Availability of all necessary infrastructures lowering the costs of
production, sense of security, easy marketing, wide aceess to bureacracy etc. are mainly
responsible for the sbsorbtion of the highest percent of FDI in the service sector. The second
and third place are occupied by Lalitpur with 28 percent and Kaski with 15 percent
respectively, These are alse the urban towns of the country. Chitwan, a urban place situated
in the Terai region, has succeeded in getting 7 percent. The remaining districts receive less
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than | percent except Rupendehi with | percent. In this data again, | industry has come under
the head of Undefined, which is but strange,

By the above observation, it can be concluded that the country need to focus on the
development of physical infrastructures in most of the districts, before it expects t0 raise and

diversify FIM among different districts in the service sector,

In other words, Central development region hay its share of 82 percent worth Rs. 6,1
billien topping the rank, followed by the Western developmient region with 16 percent worth
|.2 billion. The Far-Mid Western development region has added to 2 percent to the total, The
Eastern development region has the least portion of 0.2 percent of the total FDM in the service
sector, This explicitly shows the prevailing inequality among the different development
regions, which simply calls for speciul planning to reduce the undevelopment of physical
infrastructures so that the FDI in the service sector can be raised, as FDI gathers where the
sound infrastructures are available bt‘:fﬂl'ﬂhllnd_.

6.4.4 FDI in the Service Sector in Nepal- Yearwise

EDI in the service sector can be analyzed in terms of year, The following table gives a

clear picture of FDI in the service sector made in the different vears:

Table 6,16
FDI in the Service Sector in Nepal-Yearwise
{From the Beginning to June, 2004)
{Rs. in Million)
Fiseal Year No.of  Total Project Cost  Total Fixed Cost FIM
Industries

Upto 7 31.36 2137 13,58
Ashad 2046

Ja47T 5 B3.97 71.55 9 54
204748 1 3.52 iy 0,7%
2048/49 4 124,30 L7 38 31.94
202849 2 548.57 342777 ['150.56
bt K14 e 3 24104 [85.13 &1.56
2051/52 | 31.39 31.00 3l.3e
205253 B E76.18 L5041 54.52
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T

2053/54 27 3442.79 139857 107857

3054/53 24 1031.08 B9E, 54 1315
2055556 15 487.53 45 B3 .88
2056/57 22 846,29 0219 736,51
3057/38 9 88328 67232 143 08
~2058/59 ' 2 314.93 31087 4445
“2059/60 B 12 087,19 §58.36 565,61
206006 | 31 224156 308440 162235
206162 24 756,54 513.85 148.93
3062163 ET] 1282.45 1067.57 B015.08
Totul 273 16521.23 1389760 7431.81

Sawrce: Dol GoM, 2008

The fluctuations can be evidedent in the FDI in the service sector aver the period of
17 years. Up to Ashad 2046 (1988/89),13 58 million had been made. The FY 2060/8] has
witnessed the highest FDI in the service sector 1o the tune of Bs. | 6 billion. The FY 2049/50
worth Rs. 1.2 billion. And the FY 2053/54 has witnessed the third highest FDI in the service
sector. The ups and downs in the FDI in the service sector can be accounted for the law and
nrder situation in the country in the background of the internal conflict. This trend cas he

presented with the aid of bar diagram in the following:

Figiirs 4
Yearwise Comparison of FOI in the Service Sector in Mapal-Yearwiso
(From the Baginning t= Juns, 2006)
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The Trend Line for the FDMI in the Service Secior

As in the case of overall FDI inflow to Nepal, the following Regression Model has
been applied to fit the trend of the FI1 in the Service Sector

v Fi=p+dT

Where,

F; = FDI in the Service Sector in Million,

I'=Time Periods: 0,1.2.3, ..., 76, ¢ & d = parameters.

With the help of the Least Square Method, the normal equations are:
YF, =Ne+d3T
SFT=cIT +d5T?

From the calculations (enlisted in the Annex 2) from the table 6, the following
Regression Line has been arrived at:
*F,=131.082 + 38.168 T

Kexult, This fitted line shows that the FDI in the Service Sector has an upward trend
and it bas annually grown by 38,168 million rupees during the study period. The Regression
Line predicts that in the FY 2063/64 (i.e. T=17) the FDI in the Service Sector will he Rs
779.94 million. However, the parametess of the equations are statistically significant wt 25
percent level of significance, shown by low value of R and &7 (being 0.165 and 2.96
respectively), this prediction has very limde significance in practical terms, This can be

displaved in the following figure:
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Fig 7
Trend Line of FDI in the Service Sector in Nepal
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6.5 Employment Generation via FDI in the Service Sector in
Nepal

The employment generation in the Service Sector through FDI has been analyzed on

the basis of scale, country, district and yeer in the following way:

6.5.1 Employment Generation via FDT in the Service Sector in Nepal
- Scalewise

The following twble provides the data on the scalewise employment generation
through FDI in the Service Sector in Nepal:

Table 6.17
Employment Generation via FID in the Service Sector in Nepal- Sealewise
(From the Beginning to FY 2062/63 FNM Le. April, 2006)

Scale Ma. Tatal Average %a al
of Employment Ind. Emp. Total

Indusiry Emplaovmat

Large I8 T 397 105
Medium 34 | 850 o 10.8
Small 213 2476 40 4E.4
Total 165 17513 fify [ M, 0

Sawrce: Dol Industriol Staziisiics, GaN 20604

The large-scale industries have the highest avernge industry employment {397),
followed by meduim-scale with 356, The small-seale, on the other hand, have the [east
average industry employment. ‘What the above data imply is that the large-scale industries
established in the Service Sector viz FDI employ labor-intensive production lechnigue, as

compared to the small-scale ones,

Un looking upon the percent of 1atal employment bome by each industrv, small-scale
ones has accounted for 48 with 231 industries and large-scale ones (41) with 18 industries.
The medium ones have offered only 11 percent of total em ployment generated by FDI in the
service sector, Given the lower level of FDI in all the three scales of industries, the country

needs 1o focus on how to attract more and more FDI, including in the service sector. to set up
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targe-scale industries for rapid industrialization to tranform the economy into a modem one.
FIM in the service sector has some unique advantages that it could help raise the standard of
living of the people directy enabling them through providing various services and know-
hows n the form of education and training, The above table can be presented in the

following pie-chart for simplicity and precision:

Figure &
Employment Generation in the Service Sector via FOI in

Nepal- Scalewise
(Fram the Beginning to FY 2062763 FMNM Le. April, 2008)
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6.5.2 Employment Generation via FDI in the Service Sector in
Nepal- Countrywise

The siarion of the employment generation by the FDI industries set up by different
countries can be analvzed with the aid of the following table:

Table 6.18
Countrywise Comparison of Employment by JVs of Different Countries in the
Service Sector in Nepal
{From the Beginning to June, 2006)

Average
; Nao. of Tatal
BN, Codaivy Industries Emplovment Euﬂl::l:r}r
I, Australia f 5% 10
5 Austria P § b

— —



3 Azerbaijan | 27 27
4, Bangladesh 3 19 [0
. Belgium 2 a2 31
é. Bhutan | 12 2
7 Bri.Virg. Is. l 0 0
8. Canada 3 59 20
9. China 24 943 a9
10, Denmark 1 10 1
11 France 2 63 32
L Germany 17 921 0
13: Ghana 1 i 69
14, Hong Kong E 345 142
7 India 58 3231 19
[A. fran 2 37 35
7. Israel [ 35 28
18, Italy 3 83 35
9. Jnpan 33 250 29
20. Malavsia 3 49 16
21, M.Korea | 71 71
22, Metherlands f 1520 253
23.  Mew Zealand 3 23 B
24, Norway I i 4]
25, Pakistan 2 19 1)
26, Philippines | 40 40
27, Poland 1 38 38
28, Portugal | 23 23
20, Russia 4 79 20
30, S.Africa . 23 L3
31 S.Koren 18 1449 81
2. Singapore 4 11 28
33. Slovenia 1 0 1
4. Srilanka 3 83 28
35, Sweden i f f
34, Switcerland 3 K+ I3
37, Taiwan | 0 i
18, Thailand | ] 0
39. Turkey 2 19 10
40, UK 7 260 37
41, Ukraine | 18 18




42, LSA 19 1087 51
Total 273 17763 L5
Source: Dal, GaN, 2088

The highest emplovment has been provided by the FDI industries in the service sector
from India with §231. At the second position is USA with 1987, while Netherlands at the
third position with 1520. On the other hand, Netherlonds posssesses the highest average
country employment of 253, followed by India with 142 and 5.Korea with 81, But USA,
which stunds at the second position in the view of total employement, has merely 1 as per
ndustry empleyment, Moreover, FDI industries in the service sector from six countries. viz,
British Virginia Island, Ghana, Norway, Slovenia, Taiwan, Thailand offer no employment in

the country.

6.5.3 Employment Generation via FDI in the Service Sector -
Districtwise

The following table exhibits the employment generation by the FIH inqustnies in the

gervice sector in different districts:

Table 6.19

Districtwise Comparison of Employment Generation in the Service Sector vip
FDI Industries in Nepal

(From the Beginning to June, 2006)

No. af Total Percent of
S.N. Distrier lnd. Employment Tuotal
Emplovment
Eastern
Development Region
|, Morang 4 73 0.41
Tatal J 73 047
Central Development
Region
2. Bhaktapur 2 483 172
3. Chitwan 1 718 4.0
4. Dhading I i 0
5. Kathmandu (a7 12334 fHa 41
6. Kaver 2 45 0.26
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7. Lalitpur 40 2672 15.04

8. Makawanpur- 2 1l 0.12
Q. Parsa T 189 | i
Toval kY 0462 a7
Western
Development Region
10. Gorkha | 26 .15
11, Kaski i 438 258
12, Nawalparusi | 30 0.17
13. Rupandehi 3 65 039
Total 3 583 329
Mid-Western
Development Region
14. Banke | I8 0,10
Total I ] Q.10
Far-Westarn
Development Region
15. Achham e 0 0
16. Kanchanpur | LI 341
; Total 2 605 14}
Undefined i r7 iz
Grand Total 273 17763 10400y

Sowrce: Dal, GoN, 2004

Districtwise comparison of emplovment offered by FDI industries in the concerned
sector shows thar Kathmandu has the most percent of wotal employment, which comes as
69.43 percent with 12332, Others are Lalitpur (15,04 percent), and Chitwan {004 percent).
The remaining districts receive less than 3 percent of total employment. The extreme
concéntration of few urban arcas of FD industries in the service sector in the distribution of
employment is not optimal in economic sense, as the people in different districts have not
been able to benefit from the FDI industries in the service sector.

6.5.4 Employment Generation via FDI in the Service Sector -
Yearwise

The following table gives the data on the yearwise performance of FDI industries in
the service sector:



Table 6.20
Yearwise Comparison of Employment Gencration
in the Service Sector via FDI in Nepal

(From the Heginning to June 2006)

Fiscal Year Na. of Total Average
Industries Employment Year

Employmest

Lip to Ashad 2046 7 1297 185
2048/47 X 162 232
2047/48 I 29 29
2048/49 4 123 32
2049/50) 9 ¢ 112
2050/51 3 233 47
2051/52 1 11 i1
2052/53 8 | 690 211
2053754 2 | 957 T2
2054/55 2 308 25
2055/56 15 187 12
2056/57 2 498 i
2057/58 19 579 30
2058/59 21 684 33
2039460 [ i34 79
2060061 il 1603 32
2061/62 2 3195 I3
2062/63 a8 1934 51
Total 273 177763 s

Saurce: Dol GaN 2008

The FY 2061/62 has witnessed the highest employment offered by the FDI industries
in the service sector worth 3195 At the second and third position are FY 2053/52 with 1957
and FY 206163 with 1936. Viewed [rom average year employment, FY 2046/47 stands ot
the first position with 232, followed by FY 2053/54 with 211. The third position is held by
FY2049/50 with 112,
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6.6 Technology Transfer via FDI in the Service Sector in Nepal

The following table gives the situation of technology transfer in the service sector
from the beginning to April, 2006,

Table 6.21
Technology Transfer in the Service Sector in Nepul
(From the Beginning to April, 2006}

Ways of Technology Transfer No, of Percent of Taml

Industrics Todusiries
Equity Investment 255 94623
Equity Investment & TT I 1.32
Technology Transfer Oniy -2 264
Total 263 [ (L0

Sonrce; Reproduced from Table

Out of the total industries in the service sector set up through FDI, the highest number
of industries i.e. 255 employed the equity investment, which comes as 96 percent of the total
industries. Likewise, merely 3 percent of the industries i.¢ 7 has adopted technology transfor
only. equiy investment and technology transfer has been emploved by meagre percent of |
This gives a gloom picture of technology transfer in the service sector. The difficulties in
bringing in technology caused by administrative hassles, lack of skilled manpower for the
mstalment, operation and limited profitability has lowered the number of industries adopting

technology transfer.
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CHAPTER VII
FINDINGS AND RECOMMENDATIONS

7.1  Major Findings

In the giobal context, the capitalist and the socialistic countries alike have been on the
race to attract more and more of FDI for a long time. This trend has been further imensified
with the wave of globalization in the later half of the 20" century encompassing the

developing countries also.

Realizing the significant role of FDIVin the economic development of the country
through industrial revolution, Nepal started its journey to attract FD1 during the Sixth Plan
(F9R0-R35) with the [ndusirial Policy (1981), aimed at creating a foreign Investment friendly
environmeni in the country, However, in 1992, a host of acts and policies were put into
practice by the people’s elected government following the Jamg Andolan (19900, These acty
and policies include Industrial Enterprise Act 1992; One Window Policy 1992, [ndustrial
Policy 1992; and Foreign Investment and Technology Transfer Act 1992, which have been
recerving some amendments henceforth. These extant policies and aets, indeed, have a

number of provisions o attract more FDI into the country

The present study, having employed the dats until 11 June, 2006, has come to some
major conclusions. The total number of FDI industries has reached 1087 1o date with the total
Fixed Costs of Rs. 77.1 billion and the total Project Costs of Rs. 93.1 billion. Of the total FDI
from the beginning having amounted to Rs. 288 billion, the manufacturing sector has
received the highest share in the total FDI, followed by the service and tourism and encrigy-
based sector, while the mineral sector is the least FDI receiver. The vear wise trend of FDI
gives a picture of fluctuations, the reason being the cumulative impact of the political
instability; the emergence of the Maoists' insurgency; direct rule of the King ctc, at large
which confined the economic activities in the economy utterly to a halt. Among the 50
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countries making FDI in the country, Indis stands at the first position, with the USA in the
second and Britain Virginia Island in the third position. The seven countries making the
highest FDI in Nepal- viz. India, USA, Brirain Virginia [sland, China, Norway, Japan and
South Korea- accounts for more than 30 percent of the Total FDI. Around 9 percent of the
FDI industries have cither closed their cperation or cancelled, indicating an alarming
situation. Likewise, among 42 disiricts with the FDI, Kathmandu, the capital of the country,
nas managed to grab the most share of the wotal FDI, followed by Lalitpur and Kaski- all

having in the urban areas,

In the perspectives of cmployment opportunities generated through FDIL the
manulacturing sector has created the highest percent of employment from the beginning,
while the mineral based sector has managed o generate the least employments. Kathmandu
again hes obtained the highest percent of total employment generated through FDI
Considering the technology transfer, equity investment is found to be widely emploved by
the FDI industries in Nepal.

In the case of the Service Sector, the total number of FDI industries in the Service
Sector has reached 273 up to June, 2006 with the towl FDI of Rs. 7.4 billion, whereas the
total project costs and total fixed costs have hit Rs. 16.5 and 13.9 hillion respectively. The
wotal number of the countries making FD! in the service sector has added 1o 42, shiowin g Lhal
8 countries making FDI in the country has not mdde any investments in the service sector.
India has made the highest FDU in this sector. followed by USA and China, As in the cverall
FDI, the seven countries with the highest investments in the service sector- viz, India, USA.
China, Britain Virginia Island, Norway, Japan, South Korea- has accounted for around 90 of
the Towl FDI in the Service Sector. Out of [6 districts with FDI in the service sector,
Bathmandu as usual has received about fifty percent of total FDI, Indian firms have offered
the highest employments. As is the case of overall FDI, Kathmandu has got around 70
percent of total employment generated through FDI in the service sector. Equity investment
as in case of overall FDI is also found to be widely used in the FDI industries in the Service
Sector.



The study has found out thar from the formation of the first elected government
following the People's Movement {1990}, popularly known as Jana Andolan § 1o the ﬂp-ril
Revolution (2006), aka Jarma Andolan [, basically the liberalization policy sought by the
country and the incentives offered by the government have made a positive and significant
impact in raising the level of FDI inflow, including the FDI in the service sector, However,
the level of FDI in general and FDI in particular has not been satisfactory, The another major
finding is that the problems and prospects of both everall FDI and the FDI in the Service

Sector in particular has been \more or less, similar.

From the analysis of the data relating to overall FDI, the measures necessary for the
problem of FDI in Nepal are: formulation of a clear vision of the GoN en FDI policy, the
utilization of economic diplomacy, rapid development of Infrastructures, amendments in the
present Labor Act to make it more flexible, setting up of more Export Processing Zones
(EPZ<) and Special Economic Zones (SEZs), priority to technical and vocational education,
establishmenta of more Research and Development (R & D) institutions to tap the vast
unused natural resources, emphasis on the hydroelectricity generation in larger scales and
special provision to invite investments of NRNs. Similarly, integration of the national
economy with global economy, carrying out the liberalization of the economy in faster pace,
maore attractive and timely incentives packages to the foreign investors through legal
improvements and simplification of the entry und exit process with the effective operation of

One Window Palicy.



7.2 Recommendations

The present study has made the following recommendations in order o address the

promotion of FDI in the Service Sector:

1)

2

4

Clear Policy and Effective Implementation. The first and the foremost, the
government should make a clear vision for the promotion of FDI in the areas,
for instance, areas in the service sector open for FDI tax-rates; exit policy;
repatristion rights; tranafer of technology; other facilities and 30 on, considering
the far-reaching effects. The debate on whether FDI in the newspaper {and the
media sector) n Nepal should be allowed 1o take place some vear back 15 the
testimony to the fact that the Nepalese policies regarding FDI open areas in the
service has not been comprehensive, Moreover, Nepal should improve the legal
provisions for FDH with the intent to make these policies compatible with the
regional and internaticnal economic organization and agreements such as WTO
and SAFTA. In the same way. the government should labor hard tn implemen:
the acts and policies strictly. At present, the government should effectively

implement the One Window Policy to facilitate the foreign investors

Infrastructural Development. Nepal should concentrate on the development of
necessary physical infrastructures, as it plays a pivotal role in the promotion of
FDI in the service sector. The government can speed up the infrastructural
development with the participation of private sector in line with the evolving
concept of Public Private Parinership (PPP). But care should be tnken whether
infrastructural development has been balanced in all the regions,

Economic Diplomacy. To mise the publicity of the areas of the Service Sector
open for FDI in Nepal in the international arena. Nepal can make use of
economic diplomacy, which means the utilization of the ambassadors and other
government envoys staved in the foreign lands for the realization of economic
benefits of the country and is a pragmatic means for the promotion of FDI
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4)

3)

o)

3}

ensuring the better allocation of public resources. This will increase the FI in

the Service Sector in a considerable manner.

Development of Energy-Sources. As the FDI industries in the service are
likelv to fice the serious shomages of energy, Nepal should accord top priority
in the development of big hydroelectricity which possesses the comparative
advantages over other sources of energy. However, other sources of energy like

solar, wind, coal and other gases can be advanced.

Flexible and Relevant Labor Act, The prevailing labor act, considered to be &
hindrance to the utilization of the vast labor-force, should be reviewed so as to

make it more fexible and investment-friendly.

Re-prientation of the Present Education System towards Vocational and
Technical one. Nepal should make it education system maore vocational and/or
technical with a view to meet the ever-growing demand of skilled manpower
and expertise of the FDI industries in the Service Sector. The set-up of

government training institutes in large number is the need of the hour.

Attractive Incentive Schemes. Nepal should immediately offer atiractive
incentive schemes in line with that of India and China for the rapid growth of
FDI in the Service Sector, as the FDI flows towards where more incentives are

provided.

Liberalization of the Economy. Nepal can not remain in isolation in the
present nge of globalization, That is why Nepal, for nearly two decades, has
been adopting the policy of liberalization but it has been in a snail's puce. AS the
liberalization policy is found to make a great role in artracting more FDI in this
sector, this should be followed with a greater speed, abolishing the ngidities in
the market due to the presence of government monepolies through the
privatization drive.
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1)

11)

12)

13

14)

Establishment of a Strong Data-Recording Agency, Though the governmen
has been collecting the data regarding the FDI industries in the country, T'rtum of
the data have not been found up-to-date. This has greatly caused difficuities 1o
the foreign investors. Morever, the researches and academicians of the countrey
have been facing paucity of mecessary and relevant date for conducting
researches to find ways for further improvements for attracting more amount of
FDL

Good Governance, Nepal should ensure the foreign Investors that good-
governance is strictly practized in the country. Therefore, any government in the
country should follow the spirit of the good-governance to build business
confidence among the foreign investors, which consequently will lead 1o o rapid
rise af FDI in the Service Sector.

Tapping the Investements of NRNs, The Non-Resident Nepalese (NHENg)
huve for o long been demanding some facilities from the government to
commence their business in the country. Therefore, the govemnment should pay
due atention in pping the vast investment of NRNs,

Facilitation in the Import of the Necessary Machinery Equipments and
Spare-parts, Nepal needs technology transfer to convert is tmuditional economy
inte 8 madern one. For this to happen, the coumtry should simplify and give

concessions in the impaort of necessary machinery-equipments and spare-parts,

No Political Intervention to the FDI Indusiry in the Service Sector. The
government should immediately avoid cxercising any sort of peliticai
intervention to the FDI industries 1o create the conducive business enyimonment

in the economy.

Development of lndigenous Business Commanity, As foreign investors are
found o take the development of indigenous business community as a

measuring rod o gauge the profitability in the economy. I there is no local
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entrepreneur in & sector, foreign investors consider the low rate of profitability
in that sector. So, the government should create conducive enviromment for
local entrepreneurs befors expecting the foreign investors to invest in the

Service Sector of Nepal.

15) Simplification of the "Entry and Exit' Policy. As per the complaints of the
loreign investors, the government should simplify the entry and exit policy for
an FIM industry in the Service Sector,

7.3 Need for Future Research

I'he present study is mainly concerned with general analysis of overall FDI inflow to
Nepal and the FI) in the Service Sector in particular. However, owing to resources (fund and
time) constraints, the scope of the research has somewhat limited. as it has not covered all the
FDI industries and the FDI industries in the Service Sector throughout the country
Therefore, to explore knowledge on the impact — positive as well as negative also-— of FDI
indusiries including those in the Service Sector, FDI movating factors (economic as well as
nongconomic), problems faced by the FDI industries and recommend suggestions o combat
the problems facing them, an extensive follow-up study that incorporates all the FDI
industries existing in all the sectors ol the economy is fell urgently necessary 1o find new
ways to take a quantum leap by attracting heavy influx of FDI in the present era of
globalization,
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Annex |

A Regression Model for Overall FDI

The Required Regression Equation: F=a+bT
Where, F = FDI in billion, T = Time Periods: 0,1,2,3,

The normal equations of equation (1) are:
SF=MNa+bxT
YFET=afT+ I:IET:L

Upon substition,
28.40=17a + 136b
258,30 =136a+ 1496 b

This gives;
a=1055%b=0077

The Required Regression Line:
LF=1085+0407T7T

I. The Unadjusted Coefficient of Determination (R°)

(1) 221
2t
From the data,
SH=5FT-n(F)NT=31.30
YE=YF -n(F)=1235

SR 0.196 & 20%

2. Adjusted R°
Ha:b=0
Hy b#0
ANOVA Table

RATR OO |

eers. 18 18 b= parameters

e 14

_— =

= -

Sources of Variation Sums of ‘qu ' Mean F-ratio
Squares of Freedom  Squure Error

Due to Regression 2.42

1 2.42

Residual 5.94 13

Total

1235 16

066 F=3.67

F at 10% level of significance, Fj; 15 =3.07 ..........

Significant: H; accepted.

Reswdt: This implies that the fitted regression line for overall FDI has a less degree of

Jarcasting capaciy
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Annex 2

A Regression Model for FDI in the Service Sector -
The Required Regression Equation: Fo=c+dT ERCPR R REY
Whare,
F; = FD1 in the Service Sector in million, T = 0,1;2.3, ......, 6. ¢ & d = parameters.

The normal equations of eqguation ( 1s) are:

FF,=Nc+diT PR sy
YET=cyT+dET HAREREERR e [
Upon substition,

7419,25 = [ Tc + |36d

74926.72 = 136¢ + 1496d

This gives: ¢ = 131.082 & d = 38.168

The Required Regression Line:
F,= 131.082 + 38.168 T rrerererenennes (48)

1. The Unadjusted Coefficient of Determination (R°)

(1) ZL1
E_I.I"E.'r
Friom the dsta,

Yit=TFT-n(F )T )= 15572.24
hi=TF -n{ F ) =3608212.87

SRY= L1685 =17%

2. Adjusted R*

Ho: b=0

Hi b#0

ANOVA Table
Sources of Sums of Degree Mean F-
Varution Squares of Freedom Square Error ratio
Due to Regression 394161 26 | 394361.26
Residual 3013851.61 E 200923 .34 F
Total JG08212.87 16 = 1.56

F at 25% level of significance, Fi, 5= L43. ... . Significan:: H; accepred.

Result: Thiv implies that the fitted regression [ine for FDI in the service sector alvo hay o
very less degree of forcasting capacity.
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Annex 3

SHEN N

National Priority Industries for FDI in Nepal

Agro- and Forestry-based Industries.

Engineering Industries (Producing Agriculural and Industnal Machine)

[ndustry Manufacturing Fuel Saving or Pollution Control Devices.

Solid Water Processing Industry.

Road, Bridge, Tunnel, Ropeway and Flying Bridge Constructing and Operating Industry.
Hospital and Nursing Home (Only Outside the Kathmandu Valley),

Industries Producing Avurvedic, Homeopathic and Other Traditional Machine and
Industries Producing Crutch, Seat Belt, Whee! Chair, Stretcher and Stick and 50 on to be
used in aid of the disabled or the orthopaedic.

Cold Storage installed for the Storage of Fruits and Vegetmbles.

Kource; The Mmdustrial Enterprizes Aci, J992.
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