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PREFACE

Thete 1is no other country in the entire gamut of the
international relationship with whom India has such ancient
and deeply intertwined relations as with Nepal. Indeed, thetre
are probably no two countries in the world whose destinies
are 80 interlinked aa Indo - Nepal. The relationa betweeen
two c¢lose neighboures 1is based on the concept of shared
Heritage, Shared distiny. India’s relations with
Nepal,particularly commercial and cultural, are rooted an
antiquity. The Exiastence of a racial admixture of Mongoloid
and Indlian blood, fuasion of Buddhist and Hindu religlona and
gimultaneous impact of the Tibtan and Indian culture make
Nepal one of the mosgt delicate spots along the Indian border.
For geographical and traditional reasons, India continues to
be the main trading partner of Nepal Trade across the
Himalayas was an expression of politics as well as of
economic. The investigation of commercial relation of two
countries brings to focug on vital forces, which shaped it as
the political wvariable that pulled the strings of their
mutual response. Nepal's trade with countries other than
India has risen significantly in decades of 19702 and 1980s.
The Share of India’'s trade in Nepal’s trade scaled down upto

loweat ebb in trade impasee period 1988-89.



India and Nepal have followed sgimilar international
norms such as Non-align movement, Non-interference, Non-
aggression, belief in peaceful co-existence and peace. The
contemporary international changes hgve brought two countries
more closer in economic sphere. Conflicts and confrontations
over the years in Indo-Nepal relations have not only historic
but also unique reasons. Difference and disputs persist as do
tengion and insecurity, obstructing normalisation of
relations, consolidation of peace and development in the
process of economic Co-operation. China was the main external
factor which c¢reated and enlarged these differences and
diaputes. Nepal has used China Card aganist India throughtout
the history of Indo-Nepal relationa. China's Road diplomacy
(Kathmandu-Lhasa Road)in 1954 to incident of arms sale to
Nepal in 1987, have lingering external impact on Indo-Nepal

relations. Through this road Nepal imported big haul of arms

and ammunition from China. Nepal used China card to get
endoresement to Nepal’s proposal of Zone of Peace. This
irritant of the elghties was apparent in spreading

recognition in both countries of c¢rippling consequences of
confrontation and unaffordable cosgts which they have paid. It
was seen that there would be no future of Indo-Nepal
relations. It might be short cut move or over gimplification.
Clay haas a tendency to be moulded but it requirea a potter's

hand to derive ashape and form.



For the sake of convenience thias work had been divided
into five chaptera, including conclusion. Chaptetr firat to
give details of the grographleal, cultural ethnle and
historical background. Chapter second deals with economic
relationg between the two concerned countries. It intends to
evaluate the main trade and treaties. Such as the trade
Treaties of 1950, 1960, 1970, and 1978. Its main trust is on
the trade impasse period 1988-90. During thias period Indo-
Nepal trade came down to the lowest point that is about 26
per c¢ent whetre as trade waas around 95 per cent In 1950.
Chapter third 1ls a critical aszeagment of political and
diplomatic¢ ups and downs of Indo-Nepal relations, in the
nineteen eightees. More or less assessment ia based on the
casgse agtudy pattern. Basically treaty crigis-ridden period
atudy Iinterlinked with other agignificant irritants of the
relations are discussed elaborately. Chapter fourth deals
with political changes of respective countriesa and
resettlement of crisis. In short, the main objective of the
asatudy is to provide an exposition of the character complexion
and compulazions of foreign policy of regpective parties of
the study, and exploration oftheir determinants and c¢ritical

evaluation of thelr asuccesaea and falluresa.
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CHAPTER 1

THE FOUNDATIONS OF INDO-NEPAL RELATIONS

India and Mepal are closely tied to each other through
the bonds of geography, culture, history and even economy.

These perennial bonds of proximity and cordiality between

India and Nepal, however, influenced their bhilateral
relations. Conversely, these bonds are often templed and
even twisted by imperaltives of their mutual political

intercourse and interaction. Nevertheless, the existence of
these multi—~factors, bonds provided a dynamic setting for the

operalionalization of their foreign policies.

1.1 PHYSICAL SETTING

Geography has played a conspicuous role in the
evolution and shaping of the life-style and cultural
orientalions of the peoples of Lhe Himalayan region. Apartl

from lthe differences among them, they do share a common
cultural and historical heritage as well as problems tLhat
tend to foster similar attitudes and perceptions. The
Himalayan region is situated hetween a huge landmass in the
south and equally huge plateadu in  UThe north. Situated
bhetween India and China, the mighty Himalavas have long
perceived as a sort of" "a nmatural barrier™ and a ‘“huffer"
betlween 1lwo countries. 8Spread over the soulhern slopes of
Himalayas is the state Mepal. Nepal is mostly mountainous,

885 Kms long and 201 Kms wide. with a land area of 141499



square kilometers, Nepal constitutes a buffer state belween
the Tibetan region of China and the economic and demographic
"heart land of India", i.e., the states of Ultar Pradesh,
Bihar and Benga1.1

Nepal is a land locked state facing East Sikkim on tlhe
North, Bengal on the South, and Kumaon on the West. To the
South—East, the Nepal bordered the districts of Belwar,
Hazary, Rungamutty and Coach Rihar. To the south its
boundaries run along certain contiguous purgannahs of
Durbhanga, Tritoot and Champaran, To the Soulh-East lies
Balrampur of Gorakhpur and in the North—-West il is demaracted
from Pilibhit, Rampur, Kashipur, Rudrapur and other districts
of Rohilkhand by the Kumaon and Almora hills. The greatl
Himalayas to the north present a physical barrier which
permits penetration only in a few places. And to the south
the inhospitable swamps of the Terai and rocky mountains of
Siwalik ranges pose stLiff resistance to any easy attack on
the territory of Nepal. To the north, the land locked status
of Nepal becomes more hard as it encounters nol only the

1. For details wilh regard to the geography of Nepal, see
Ramakant, Nepal, China and India, Nepal China relaltions

{(New Delhi, Abhinav Publication) 1976, pp.30-34,
P.P.Karan, Nepal, Cultural and Physical geography of

Nepal (Lexington, ky) 1960; N.EB.Thapa and D.P.Thapa,
Geography of Nepal, Economic, Cultural and Regional

(Calcutta) 1269; R.P. Sharma, Nepal : A delailed

gegaraphical account (Kathmandy) 1974:; S5.8. Negi, A Hang
book of the Himalaya (New Delhi Indu Publishing House)
19290, pp. 39-435 B.l.. Joshi and l.eoc E Rose, Democratic

innovaltiens in Nepal (University of California Presgs)
1964, pp. 3—-11.




barrier of Himalayas but also the huge and arid tableland of

Tibet with an average atitude of 15,000 feetl.

1.2 THE ETHNIC AND CULTURAL FOUNDATIONS

The ethnic and cultural foundations of Indo-Nepal
relationship are unique. The use of cullural diplomacy as an
instrument of foreign policy is not new. After World War
II, the super powers have paid significant attention to tUlhis
aspect of diplemacy. France has been able to retain ils
importance in dinternational arena largely by substituling
cultural antecedent for its declining political and mililary
role. China has also paid considerable attention in this
regard.z In the case of India, cultural dimensions played
gsignificant role in itls foreign policy, especially wilth South
Asian Countries. With Nepal cultural dimension also have
broad similiar.

As far as the elhnic foundation is concerned, '"the
dominant strain in population of presenl day Nepal are
“"caucasoid" (Indo Aryan) and "Mongoloid" with very degree of
admixture.3 Some of the elhnic groups had migrated tlo

Nepal from east as a parl of wesltward movement of

2. M.Dharmasani, Indian Diplomacy in Nepal {Aalekh

....... LA RLOMe 1e ket

Publishser Jaipur, 1976), p.198.
3. Rose E.Leo, Nepal : Strategy For Survival (Oxford Press
New Delhi, 1971); pp.7-10; S8.5.Bindra, India and Her

Neighbours, A Study of Political, Economic and Cultural

and J.T. Bcholz, Nepal, Profile of a Himalavan Kingdom

(New Delhi, West view Press, 1980); pp. 6-10.
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tribal people from South—East Asia. Some had their origin
in Tikhel whereas still others moved northward from the Indian
plains or eastward from the hill areas of Weslern Himalavas.
It is generally acknowledged thal hegemonious elements
spocially, politically and economically in most of Nepal is
composed of the descendants of high caste Hindu mostly of
Brahmin or HKshatriya caste — who sought to take refuge in

Nepal at the time of Muslim invasions of India or even

4

earlier. They formed local elite wherever tLhey resided.

From the middle of 19th century onwards there was another
wave of Hindu and Muslim migrants from adijioining areas of
India who entered the Terai of Nepal known as "Madheshias”.
The word Madheshias is used disparagingly for tThe Nepalese
peoplé of Indian origin living for generations. The literal
meaning of the word "Those living in the central counltry',
Most of the Madheshias live in the Terai of Nepal and as such
they -are called ‘Teraiwallas'. The Madeshias constitule a
distinclively separale ethnic group in Nepal in as much as
they differ very clearly from the EESELE_BE_Eill——Eilﬂlp in
respect of physical features caste, structures, language,

culture and various religious activities. Madheshias differ

4. Rose, Nepal strateqgy for survival, op cil, p.7.




from the people of the hill origin of regional habitation as
well.5 Therefore, Lhis community is cementing The cultural
dimension of Indo-Nepalese relalions.

Ancther dimportant community, of mixed Caucasoid and
Mangoloeoid, consist of Newars, concentrated in Kathmandu
valley. They are characteristically an urban group, and the
distinctive civilization that has evloved in the centlral
valley of Nepal is largely their handiwork. Although, one
would find both Hindu and Buddhist subgroups among Lhe Newar,
quite wvisibly and undisputably, Hindu has held dominant
position in the lasl two centuries.6 The attitude as well as
the role of the Newar deserve a careful analysis as the
communiltly has been termed as anti India. A former Indian
Ambassador to Nepal, Sriman Narayan has argued Uthe Newar
Community in The Kathmandu Valley has been by and large,
against India bhasically for the historical Feasons. This
communily has considered both Ranas and the Shah dynasty as
intruders from India and has developed anti India feelings.
On the contrary there is argument that Newar, anti-India
attitude is due to the economic clout that Marwaries from
India have developed over the years and also because tLhe

Newars perceive themselves as representing the best in

b 3 Parmanand, "Indian and Madheshias', World Focus, vol 11,
no.?, Mew Delhi, Seplt. 1990.
é&. 1bid, Rose, pp. 7-8.




Nepal's Civilization and Mationalism in their pursuit of
Nepal®s identitly.
The remaining elhnic groups numerically important in
Mepal are Mangoloid in origin. Prominent among them are Llhe
Magar and Gurungs, concenirated in Weslern Nepal mid—
movntainous region and the Limbus, Rais and Tamangs, who
reside in the hill areas to the east of Kathmandu valley.
Although, Mangoloid origin is no longer synenymous with Non-—
Hindu wusually Budhist—~culiure. The Magar, for example, and
to a lesser extent the Gurungs, Rais and Limbus have been
"Sanskritized" to & considerable extent. To quole Leo E.
Rose 7
"& syncretic form of Hinduism, encompassing much That is
"Rpuddhist" or Manimist" in derivation, tlherefore, is
cdominant religiocous and cultural form tThroughout much of
Nepal. The reasons behind the ascendency of Hinduism are
manifold. Bul grealteslt importance is in fact that & Brahmanic
form of Hinduism has been the religion of most Nepali ruling
elites for the several countries. Hindu social and ritual
practices carry the highest prestige value, often even among
communilties of Mongoloid origin. sasewsas Lhe ancient and
extremely close cultural and social relationship between

Nepal and India is demostralted in innumerable ways.

7. Rose, Nepal sirateqy for survival, op, cit, p.8.




For several hundred years, for instance, the various ruling
dynasties of Nepal have intermarried as a maltter of policy
with Indian families of equivalenl caste slatus and this has
resulted in massive exchange of elite that has been of
fundamental social, cultural and political importance.
Religion constitule an important wvariable in Indo-
Nepalese relations. The common heritage of two countries 1is
further reinforced by other form of cultural and intellectual
ties. The legitimacy of ils king is based on his being the
incarnation of Hindu God Vishnu. As in the word on Shriman
Narayana '"Nepal is the only country in the world today where
Hinduism is the state religion. The king, the echelons of
aristocracy and people in general follow The vedic rights and
ceremonies with great earnesitness and are proud to be called
Hindu.8 AL an emotional and religious plane however, several
places of pilgrimage in Nepal are visted by thousands of
Indian peoples every vear, and the “"darsan' of some of the
Hindu shrines in India is considered to be a duly by many a
devout Nepali.9 The Joint family siructure as in India, is

the basis of social organisation in many part of Nepal.

&. Shriman Narayan, India and MNepal, An Exercise in open
Diplomacy (Bombay, Popular Prakashan, 1970), p.30.

“. S.5.Bindra, India and Her Neighbours, op. cit, p. 204.




Nepalese education syslem and its &art have been
immensely influenced by Indian art., Hindi language played a
pivotal role in cultural patch up. The vedas, upanishads and
other literature in Banskril and Devenagari scripls continue
to provide inspiration to the people of bolh countries. The
people of Terai region mostly speak the languages privailing
in the northen India e.g. Maithili Bhojpuri and Avadhi. It is
gsignificant to mention here that " Nepali®'which is national
language of Nepal had its origin from Sanskrit. It has
Devenagari script like Hindi. Indian radico television and
films are indispensable part of Nepalese life. BSeveral
leaders of Nepal have received their education in India and
had absorbed the spiril and ethos of Indian education system.
Therefore 1the educated Indians and Nepalese speak same
political language to & greater extent.

Inspite of important variable in defining India's
attitute towards Nepal,lthe scholars however, have paid meagre
attention to explore the depth and intimacy of cultural
relations between ithe two countries. MNevertheless, in tLhe
initial vyears of its independence India did not consider it
recessary to use lhis aspecl of ils diplomacy to promote
interests in Nepal. Partly this attitude was due to India's
pre—~eminent position in Nepal and partly because it did not

face any securily hazard on its Northern border.1o

10. M. Dharmasani,Indian Diplomacy in Nepal op. cit,p.199.




In 1947, at Governmenl level, there was only a Commonweallh
unit to look after educational and cultural exchange beltween
India and other countries of Commonwealth. It was only in
1950 that "Colombo Plan Technical Co-operation Scheme', was
introduced. In the beginning, the service was confined to
the Commonwealth nation but lalter on il was extended to all
counlries of South and Soutlh East Asia. Subsequently, the
Government of India in 1932 tﬁok a decision Yo offer
fellowship and scholarship to Nepali students. It is
significant to mention that so far as the training facilities
provided by India to other countries were concerned, Nepal
received the largest share. In 1954, Indian coaperatltion
- mission was established which continues work as a cohesive
link for promting cultural ties belween India and Nepal in
1260. The Indian Council of Cultural Relations was sel up
under the auspices of the Ministry of Education with a view
to promoteng external cultural relalions. Thus council not
only arranged scholarship for the Nepalese students hut also
taken initiative for improving educational facilities in
Nepal. For this purpose, an agreement was signed between the
two countries in Ocltober 1960, regarding the construction of
Tribhuvan Universitly in Kathmandu. Indian Government
established various cultural centres and other units such as,
"Bharat Nepal Maitri Sangh', which from time to tlime takes

initialives for organising seminars and others functions in



the respective countries. BSince the Indian classical music
is widely understood and appreciated in Nepal, India sends
cultural delegations on the eve of Dushara celebration and
various other occasions. India also maintains a cultural
Attlache in Indian Embassy at Kathmandu. Bul recent years at
official 1level, the Government of Nepal has taken the
decision 1o close down the libraries and reading rooms
maintained by foreign missions on towns outside Kathmandu.
India has been Lthe main victim of tThis decision. From the
above  historical and cultural description it becomes amply
clear tThat Indo-Nepal relations are built up on common
historical and cultural heritage. Cultural bonds reflected
in various social festivals, customs, common religious
practices and language affinity all in combination provided a
rich background for structuring amicable relationships

between these two neighbouring countries.

1.3 HISTORICAL. ROOTS

The relationship belween the hill area of present day
NMepal and the gangetic plains to the South has hbeen close for
nearly three millenia and perhaps much longer.11 The history
of Indo—-Nepal relationship can be traced back to the ancient
times. During Ashoka, the Greal, Nepal was a part of Indian
empire and in 4th Century A.D. it was under lhe sovereignty

11. lLeo.E. Rose, op, cit. p. 10.

10



of the Gupta dynasty of India. The Samralt Chandragupta
Vikramditya visited Nepal and introduced his famous WVikram
Samvatl. The King Harsha invaded over this kingdom in 7th
Century Q,D.12 “In formaltion of foreign policy, NMNepal has
been influenced as profoundly as any area of India by the
dicta on interstatle relations thal are generally attributled
to Indian ‘Mastermind Kautilya®' Although Nepal maintained
its political independence Throughout the history but it was
80 closely intertwined with Northern India tThat even &
summary analysis of this relaltionship would be both too
lengthy and tediously repetitive.13

It was only during Seventh Century A.D. that the
emergence of powerful kingdom of Tibelt with its capital at
éﬁg&la transformed Kathmandu valley into an intellectual and
commercial enltrepol helween India and Central Asia. Upto the
Seventlh Century political relations had not assumed a
crucial importance. Whatever the character of Nepal-Tibet,
relations, the events of 7th Century paved way for the
opening of a new channel of communications between India and
China across the Himalayan passes and also led to first

14

direct contacts hetween Nepal and China. The Chinese

pilgrim, Hsuan—Chuang, visited Nepal in &37 A.d., but he had

12. Sushila Tyagi, Indo-Nepalese Relations, (New Delhi) 1974,
e 3b.

13. Rose, no.1, p.10.

14. Ibid, p.11.

11



journeyed to India via the established route through Kashmir.
For the next two decades, the route through Tihet and Nepal
was followed by many travellers between India and China.
During the entire Muslim period excepl for & very brief
regime of Mohammad Tuglaqg, Nepal remained enlirely a separatle
entity and independent state. With the arrival of Muslims in
India, Nepal acquired a special imporlance and Wesltern part
of the valley was rocked by Muslim invasions. When HMuslim
rulers rapidly wentl ahead with Ltheir territorial expansion in

India, Nepal's importance as a shelter ground increased.

When Alauddin Khilji attacked Chitgor in 1303, the warlike
freedom—loving Rajpul moved towards‘the Himalayan hills and
settled down in Palpa region. They graduallly organised
their little principality around the village called Gorkha
from which drew the title of their race.15

In 1332 Hari Singh Deo, A Sarju Bansi, Prince of QOudh
took refuge in the Himalayan kingdom and later on conguered

it. His descendanls known as Mallas ruled over Nepal wvalley

till their defeat at the hand of the Gorkhas.

British India and Nepal
The initial British relations with Nepal began with the

ascendancy of East India Company in Bengal, and for the first

15. H.A. Oldfield, Sketches From Nepal, Vol I, {(London) 1980,
pe 171,

12



time it came in contaclt wilh the Newar trader.1b By the mid

@eighteenth century when British established their hold on
Bengal, Bihar and QOudh, the valley of Nepal was divided into
Lhree states of Kathmandu, Bhadgaon and Patan, all of which
were ruled by Malla Kings. It was, however, only with
Kathmandu thal some British relations existed and its Raja
was regarded by the East India Company as the Raja of Nepal.
The a&ll contacts were confined to commercial transaclioins
betweh the Indian marchants of Bengal and Bihar, and tLhe
Mewars (trading community of Mepal) of the valley witlh
occasional correspondence between British agent and the Mewar
Raja of Kathmandu. All the bordering districts of India

carvied brisk trade with Nepal. Indeed, gconomic

potentialities of Nepal were responsible for drawing the
potenlic

excluded land of mystery into the arena of Indian politics in

17

the second half of eighteenth country. The Nepalese trade

had also an added importance as British had ambition of
linking it with Tibet and China. Bul during the British
regdime in India, the policy of Nepalese rulers and

acquiesence of British had rendered her almost an unknown and

mysterious country.18

16. Ramakant, Indo—Nepalese Relations 1816 to 1877,
(Published by S.Chand Co., New Delhi) 19468, p.2.

17. Ibid, p.3.

18. Ibid, p.1.




Prithvi Nagayan Shah is said to have laid the
foundation of the Modern state of Nepal in 1769. During his
time the British got first opportunity of actual pelitical
contact. A ruler of the tiny hill state of Gurkhas, he
earmarked upon a policy of expansion in 176% and within two
years had unified the nalion afler defealting the Malla kings
of Kathmandu, Bhatagaon and Patan. He unified the Nepal
under his own rule and laid down the basic tenents of itls
foreign policy.19 The RBritish India atlempted to extend its
influence beyond the boudaries of India to Nepal, Tibet and
China. As a resull of this, the Gorkha ruler of Nepal
followed & policy of exclusion and expulsion of the Europeans
with all silrictness. He pointed oul that the kingdom was
sandwilched between two giant powers and advised his
successors nol Lo develop intimate relations witlh either of
them. During his regime Nepal followed the policy of
isolationism vis—a-vis both British India and China. The
Company's interference also laid the foundation of policy
of Jealousy and exclusiveness which had ever since
distinguished the court of Nepal. Motivated by desire to
search the unexplored hill state, James lLogon was sent to

eoter ertse eress asres abvet Heaeh SoOe AT Simte S4RSH TereD SHISE S0RHE Se00n Srbs aeeme Siwee SrRFE SeR4D vove Frem

19. Bhashi Bhushan Prasad, The Chinese Factor in Indo-Nepal

Realtions 1932-72, (New Delhi), 198%9,p .31.

14



NMepal in  June 1770 to convince Prithvi Narayan 8hah, of
friendly attitude of the company and induce him to open tlhe
old trade relations between the lwo countrieg.zo

After the death of Prithvi NMarayan Shah, the Shah
dynasty was torn aparl by family feuds. Political tTurmoil
and disastler continued upto 18446. When Jang Bahahdur Rana, a
dynastic, and manipulative member of the noble family managed
Lo eliminate all the rivals to become the Prime Minister of
Nepal. His family ruled Nepal till 1950.

Bhimsen Thapa was one of the Mepal®'s grealest and most
powerful nobles, who guided the destiny of Nepal from 1804~
37. His prime objective was to save Nepal from the clutlches
of British imperialism. He kept India at arms lenglh, by
following policy of ostentatious friendship wilh China. He
adopted & policy of slow and slteady encroachment all along
the Indian frontier so as Lo keep his soldiers busy. This
policy brought Nepal into conflict with rising British
imperialsim in India and was followed by Anglo-Nepalese war

21 This war

of 1814-16 which proved disasltrous for Nepal.
terminated in March 1816 with the ralification of peace
trealy of Sagauli, which was signed on 2 December 1815. This
treaty became the bhasis of permanent Eritish India‘s

Z20. K.Cu.Choudhari, Anglo-Nepalese Relations (Calcutta) 1960,
pp. 37-38.
Z21. Ramakant, Nepal—-China and India (New Delhi 197&), p. 24.

15



relation with Nepal. The treaty of Sagauli deprived Nepal of
more than one third of its territory and forced it to accepl

a2z However, the

a permanent RBritish resident in Nepal.
jealous exlusion of the British from Nepal and non-
intercourse wilh them were the basic principles adopted by
them to preserve the independence of Nepal.

With tThe rise of Jung Bahadur Rana in 184é6, a new era
began in Nepal's internal as well esxternal relations. As tlhe
firstl Prime Minister of Nepal, he thoughtfully and
systematically tried to woo the support, assisltance and
guidance of British India. His visit to England in 1830 and
conclusion of an extradition trealy wilh British India in
1855 obvigusly pleased 1tThe RBrilish. Rana further on
convinced the British Government of his friendly and co-
cperative attitude by sending forces to oquell rebellion
during India's first freedom struggle in 1857-58. As  one
scholar added, The Indian revolt of 18537 was a major landmarlk
in the history of relations between the two countries.23

Rana Jung Rahadur realised That in 1lhe allered
geographical context of Nepal, neither the old policy of
expansionism nor a policy of confrontation with British India
served any useful purpose. He followed the policy of

thee maae saa Larse rete Bhimg soase Sooas beoes S brves feres Seees Srove Mo bormy 4ureo WAkt e sasbe et

2. 8.D.Muni, Foreign Policy of Nepal (New Delhi, 1913) p. 5.
23. Bushila Tyagi, Indo-Nepalese Relations (New Delki, 1974),
. 80,
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restricted intercourse, friendly isolation which was purely a
defensive measure against the overwhelming impact of a
mighty British empire in India. He clearly kept the BRrilish
India at a safe distance and avoided the greater alttachment
because he knew that very intimate relations might lead to
the British India's economic and political ascendancy in
Mepal. This policy was a product of his close observation of
procedingg of British lndia,24
To quote a scholar of Indo—-Nepal relation @
"The RBritish policy towards Mepal was one of tactful
management of & proud, sensitive, freedom of external
independence provided an appearance of her sovereignty
was kepl up by avoidance of inlerference in her
internal affairs, by periodical bestowel of honours and
titles 1o her autocralic rulers, and by provision of
employment Lo her martial race”.zs
The period from 18581914 in which Nepal did not form
an administrative part of British India, yel for all
practical purposes, it was within the huge framework of
EBritish India's imperial interets. It was politically
gsubordinate To and economically dependent on British India.

That period is regarded as a story of adjustment hetween

countries. During this period accomodation reached which

24. Ramakant, Nepal-China and India (New Delhi, 197&), p.24.
25, Brij Kishore Jha, Indo-Nepalese Relations 195272
(Bombay, Vora and company publisher, 1973}, p. 7.
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brought basic interest of Rana and British India into
remarkable harmony.z6

By the time of two World Wars, however, Nepal had
become virtual appendage of British Indian regime, responding
to the requirements implicit with her alliance with RBritish.
During the first world war, for instance, Nepal loaned tLlhe
Government of British India ten battalions in British Indian
army. As a result of this the Nepali ruler Chandra Shansher
was bestowed upon with & number of honours and there after,
was to be addressed to as His Highness by the British.27 In
lieu of Nepali help to British India a fresh treaty was
signed alt Sagauli between two countries on 241 December 1923.
Mepal finally obtained as "uneguivocal' recognition of its
independence. Both governments agreed multually to
"acknowledge and respect each other's independence, both
internal and external“.zs However, Lhe scope of Nepali‘'s
independence was curltailed and limited, by the clause which
obligated each government to "extert ils good offices” to
remove causes of any "serious fricltion or migsunderstanding
with neighbouring states whose frontier adjoin theirs".
Although, defined in term of mutual ohkligation, this implied

on fact that Kathmandu would continue to “consult', the

Zé6. Shanker Jha, Indo-Nepal Relations (New Delhi, 198%9), p.
12.

27« Leo. E. Rose, Nepal, Stlrategy For Survival pp. 170-71.
28. Ibid.
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Government of Hritish India on relations with Tibet, Sikkim,
Bhutan and China. Under the clause 5 of the treaty Nepal
gained the right to import arms and ammuniltion wilhoutl
seeking approval of Government of British India, so long as
“"the intentions of the Nepali Government are friendly and
that there is no immediate danger to India from such
importations'. Here again, however, this privilege was
limited in practice, if not in theory. Given tThe limited
geo—political options, Nepal did not have much to choose
from. l.eo, E.Rose suggested a option in this regard by
saying *

“"This gquestion, however, is whether any conceivable
attracltive policies would have proftected Nepal's
independence and, indeed, obtained formal British recognition
of the kingdom®s soverign status in the community of naltions
-~ no mean achievement in the prevailing circumstances. The

answer is almost cerlainly in the negative.“z9

Any how, that
Lreaty of SBagauli 1923 represented the trends of co-operation
and interdependence beltween the two countries but it has

serious economic implications for Nepal to open it's economy

for the exploitalion of British Indiau3o

29. 1bid, e 1745, Also see A.S.Bhasin, Documents on Nepals

Books, 1970).

30. Shanker Jha, Indo-Nepal Relations, (New Delhi, 1989,
.12,
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Independent India and Nepal

The independence of India in 1947 and the emergence of
the People's Republic of China in 1949 marked a period of

31 Inspired‘by the Indian

tremendous change around Mepal.
National Movement, in which large number of Nepalese leaders
had actively participated, a struggle to establish democracy
was soon launched in Nepal. India always stood for freedom
and democracy in the abstract as well as in guise of
practical and in the conlext of Asia as & nNecessary step.zz
The popular ideas of liberly and equality sweeping across the
entire Indian sub-continent caught Ranas to respond and make
necessary adjustment which demanded inter alia, a sharing of
power with people. The new course, most desired by Ranas
lad Tto have at least ltwo dimensions. First 1To seek Llhe
international recognition of their authority through
establishment and extension of diplomaltic contact with India.
Secondly, to keep the Government of Indian in good humour,

FPFrime Minister of Nepal Mohan Shumshare was soon to admit in

his first major policy statement in 1948 :

31. Pashupalti Shamshare, J.E. Rana, India and Nepal: The
Pelitical Economy of Relationship, Asian Survey, Vol.i11,
no. 10, Oct. 1971, p.bs45.

32. Indian Parliamentary Debates, Part Z, Vol.2, no.3, 17
March 1930, Cols, 194647-4&8.
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"Our relations with India, & big country which has
emerged through independence, should be neighbourly and
as between two sister ...acv.s « It shall be our policy
therefore, to enter into diplomatic relations with all
such countries that seek our friendship. It is evident
that we shall require much help and co—operation from
abroad in our naltion building projects. We hope we
shall obtain such needful assistance and co-operatlion
from our neighbouring and friendly nations".33
The revolution of 1950 in Nepal crealtd very complicated
situation for the Gavernmenl of India. India wanted the
democratic process to be initiated in Nepal but could not
permit an uprooting of existing order. In such circumstences
India followed ithe policy of middle way and central crux of
the policy was that there should bhe peaceful and gradual
democraltization by evolving an appropriate compromise belween
Rana and popular forces. In such kind of situation Indian
Prime Minister Mr. Jawaharlal Nehru and Nepalese King
Tribhuvan laid down the foundation of etlernal friendship

between the two countries.34

=205

33. Text of Speech Gorkhapalra, Vol.48, 414 Jaistha zoo (May
1948) (Sindura Jatra Special number), cited in 8.D. Muni,
Foreiagn Policy of NMepal (New Delhi,1973), p. 17.

34. K.Natwar 8Singh, India and Her Neighbours, in Mainstream,
Vol. 27, no.11, January &, 1990, p. 7.
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Immediately after Indian independence bolh countries
exchanged Ambassador wilh each other. Under a tripartite
treaty concluded in November 1947, Nepal allowed India and
Britain to recruitl Gorkhas for lheir respeclive armies. In
return for the recruitment facilities Government of India
undertaook to meet Nepal's army needs regarding defence
production, army transport planes, c¢ivil supplies and
training facilities. The Gorkha troops foughl shoulder to
shoulder with Indian army againsi Pakistan during Kashmir
Crisis in 1947-48. A year later, more Nepalese lLroops were
sent to help the Governmenlt of India to overcome itls
internal stale building pProccess, particularly in
Hyderabad.35

The emergence of People's Republic of China created an
unprecedenlted situaltion thalt even the Britishers did not
have to face. With the assertion of the Chinese territorial
claim on Tibel and "buffer" displaying barrier disappeared
pbetween China and India. As & result of this India was
compelled to tltake a much more intense interest in Nepal.
Therefore, India enltered into trealties of peace and
friendship with Bhutan on August &, 1949 and with Sikkam on 5
December 1950.36

35. 8.D.Muni, Foreign Policy of Nepal (New Delhi, Publishing
House, 1973), p. 20.
36. Murlidhar Dharmadasani, Indian Diplomacy in Nepal (Aalekh

Publisher, Jaipur, 197&6), p. 36.
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The post independence Indo-Nepal relalions were based
on the treaty of peace and friendship which was signed on 31
July 1950, This treaty provided a useful framework for
overall relationship between the two countries. "This treaty
was based on earlier tlreaty of 1922 and cancelled all

previous treaties agreements.37

Alongwith tLthis treatlty
another treaty of trade and commerce was signed which
provided direction and guidance in mattlers of trade between
the two countries.38 More than that New Delhi devised a New
Conceplt of "Special Relationship'" on account of the bonds of
geography, culture, economy and the need of stralegic
defence. The Prime Minister of India, Nehru was quite candid
and wupright in underlining India's special inlerest in
Nepal. Therefore mno other counltry can have an inlimatle
relationship with Nepal as ours is. We would like every
other country Lo appreciate the intimale geographical and
cultural relationship that exists between India and Nepa1.39

Nehru while referring to changing domestic political
score in Nepal further added on & December 1950 3

"Our dinterests in internal conditions of Nepal has

become still more acute and personal, in view of the

developmenis across the borders in China and Tibet.

37. 8.D.Muni, Foreign Policy of Nepal, p.20.

38. Keeinging Contemporary Archieve,Vol.8, no. 994 {(lLondan,

13-20 January 1931), p. 10933.
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Apart from our sympathelic interest in Nepal we are
also interested in security of ocur own country. From
Lime immemorial, the Himalayas have provided us wilh
magnificant froniter. 0Of course, they are no longer
still fairly effective. We cannot allow thal barrier
to be penetrated, for it is also principal barrier of
India. Much as we stand for independence of Nepal, we
cannot allow anything to go wrong in Nepal or permitl
that  barrier to be crossed or weakend, because tUlhat
would be a risk to our own securily. Therefore, the
recent developmenl made us ponder more deeply over
Nepal situation“u4o
The relationship beltween the two countries weire
strenghened by the very aclive role of India, played during
The period of Ranas and susequent developmenlts in Nepal. The
King Tribhuvan and oher leaders of revolution were grateful
teo India. This was openly acknowledged by King Tribuvan.
"I wanl to make parlicular menltion of ocur cordial and
affectionale relations with our neighbour, India. We were

akin to each other in so0o many spheres in religion, social,

40. J.L. Nehru, JIndia's Foreiogn Policy seleclted speeches
(Beptember 19446 ~—~ April 19461, Publication Diwvision,
Ministry of Informaltion and Broadcasting, Government of
India, 1977), pp. 435-36, from speech in Parliament.
December &, 1950 and Broadcast from New Delhi, January
24, 1951.
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geographical, historical and so forth. Even the Nepal's
democracy was Lhe resull of inspiralion from Indian41

The post independence history of Indo-NMepal relation
can be divided into four phases. The first phase consltituted
the period from 1947-50, in which Nepal resentful acquiesced
in India's assertive policy. It did not even much bother to

settlle and modify ils relations with, but Chinese attitude

lowards Nepal was highly cautiocus.

Indo-Nepal Trealy of Peace and Friendship 1950

To sustain the policy of mutual accomodation, India and
Nepal formalised two treaties on 31 July 19530, trealies of
"Peace and Friendship" and "Trade and Commerce'", were

signed by 1lhe two countries. This treaty was product of

political romanticism, that marked newly independent India's

first step in foreign policy. It was an imperebalive effortl
to institutionalize the relalions between India and Nepal.
The trealy was most important for India from security point
of view and for Nepal from economic point of view.

The significant feature of treaty of peace and
friendship was contained in a secret letter exchange which
staled ¢ Neilher government shall tolerate any threat to the
securily of the other by a foreign aggressar. To deal with

4. Sushila Tyagi, Indo-Nepalese Relations (MNew Delhi,
1274, p. 77.
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any such threat, the lwo governments shall consull each olher
and devise effective counter measures. The obvious
implication of lhis statement, as interpreted by bolh sides,
was TLhat this made Nepal an integral part of Indian securitly
on Himalayan Frontier.42

Indo-Nepal Trealy is bilateral in nalure, which has the
economic, security and political impoertance for both India
and Nepal.

India =also has certain economic interest in Nepal.
Water is the main resource of Nepal but it has not enough
gsources Lo harness it. Through the close cooperation with
Nepal for the purpose of power generation, flood control and
irrigation can be fulfilled., According to Article VI and VII
both countries will provide naltional treatment to naltional of
the olher countries in ils territory with regard to
participaltion in industrial and economic development of such
territory and granl concessions and conlracts relalting to
such development.43 So vright from the beginning trade
relationship beltween Nepal and India were characterized by

principle of Most Favoured Nation (MFM). The objiective was

42. Rose and Schols, Nepal, Profile of a Himalayan Kingdor
{New Delhi West View Press, 1980), p.120. also see
Jawaharlal Nehru, India's Foreign Policy ¢ Seleclted

Speeches, Sept. 19246 to April 19461, New Delhi), p.374.

43, S8.K.Chaturvedi, Indo-Nepal Relations, Tension Area in
Foreign Affair Reportlts, VYol.38, no.5, May 1989, p.76.
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to create a common marketl and India had a privileged place in
Nepal in comparison with others, just as Nepal enjoyed &
special place in India. According to this tlreatly, tlhere
shall hbe everlaslting peace and friendship between Government
of India and Nepal Article % of this treaty provided that the
Government of Nepal shall be free to import from and through
the territory of India arms ammunition, and warlike malerial
necessary for security of Nepal. This arrangement shall only
be worked outl if two governmenls acl in consultation.44
Indian Policy lowards Nepal was nol only regulated by
securitly consideration but also by certain political
interest. According to articles lsi of the trealy, the lTwo
governmenlts were agreed to acknowledge and respeclt the
complete sovereignty, terrilforial integrilty and independence
of each ather.45 Mehru in December 1930 declared in Indian
parliament thalt ‘'"we cannol allow anything to go wrong 1in

46

Nepal. This slatement of Nehru led the feeling of

apprehedﬁsion in the minds of Nepali leadership that India
was subjugaling sovereignity of Nepal. As a result of the
some anti-India propaganda in Nepal accusing Nepali regime

for surrendering Mepal's sovereignity by accepling unequal

44, 5.D.Muni, "India and Mepal', Erosion of relationship’, in
Strategic Analysis, Yel.7, no.4, July 1989, p. 361-62.
45, Ibid.

44. Cited in B.C. Upreti, "Indian Aid to Nepal, in Soulh

Asian Studies, Vol. 18, No.1, January-June 1983, p.52.
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treaty. They tonsidered that treaty was a stigma on Nepalese
nationalism and stéod in the way of Nepal®s independent
foreign policy Formulations.47

In the second phase which started from 19535 1tlo 1963,
the passing away of King Tribhuvan and succeeding reign of
Hing Mehendra were Lthe sign of the end of golden era of
special relations. Afler succeeding to power in march 1955
King Mehendra acceleralted and diversified Nepal's relalion
with other countries and promplly responded talks with China
which Kathmandu had suspended in 19531. He quickly negoliatled
a treaty, endorsed the five principles and opened diplomatic
relations with China in 1955,%8

fAis King Mahendra was considerd, the era of isolation
was over and that balance of power in Nepal's exlternal
affaire could be restored only by opening it to all forces
not merely to China but other countries also. BEutl China has
occupied very significant place in King Mahendra's
calculations. "As  king Mahendra embarked on a conscious
policy of affirming & Nepali ididentity through assertive
Nepali nationalism which over the years, came to be
increasingly identified with anti-Indianism. In fact, the

47. S.K.Chaturvedi, "Indo-Nepal Relations, Tension Area®. in
Foreign Affairs Report, Vol 38. no.5, May 1989, p.76,

48. Mac Alister Brown, “The Diplomatic Development of Nepal',
in Asian Burvey, Vol.2, no.7, July 11977, p. &&5.
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gquality and content of organic characlter of Nepals relations
with India began to erode under king Mahendra, even as tLhe
facade of friendly state level relation was kepl up.49
The geographical situation of Nepal has considerably
altered India’s attitue towards Nepal particularly after
China®*s annexaltion of Tibel. That development fundamentally
changed the situation for India and gradually increased its
sensiliveness regarding the changed mileu of the region. The
Chinese annexalion of Tibet nolt only reasserted the balance
but also finally cul off the route of trans—Himalayan lrade.
Te cope up with this climax India adopted two fold
policy, while accepling complele sovereignly and integrity of
Nepal 1India sought to bind Nepal to tone down to its own
strategic and foreign policy needs. Nehru visited in Nepal
in June 19392 and speaking al receplion given by Nepali Indian
friendship associaltion Nehru stated that "two countries had
o design on one another.so On the other hand Nepal had two
dimensions firstly to seek international recognisation of its
gsoverignity through diplomatic contact and secondly to keep

India in good humour.

49. A.R.Deo, An Alternative Prospective, in World Focus,
Vol.11, noe.?, Sepltember 19%90.

B0. 8.5, ERindra, India and Neiaghbours (New Delhi} 1984,
p.254 .
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With the wviclory of Nepali Congress in 1939 Nepali
general election and the appointment of B.P.Koirala as Prime
Minister of Nepal lhe process of close friendship betweeﬁ New
Delhi and Kathmandu restarted. Me consistently followed the
policy of eqgual friendship with all countries, especially
with India. During his visit to New Delhi on 17th January
1960, he stalted that the relationship between the two
countries as somelhing similar to that of two brothers. They
might have estranged at times bul relationship between tlwo

countries were never broken.51

A Joint Communogque issued on
28 February 1960 reaffirmed that both India and Nepal have
vital interesls in each other®s freedom, integrity, securitly
and progress and agreed that ltwo governmenls should mainlain
close consultation in matters of common interest.

"Taking advantage of strained S8Sino-Indian relations
particularly after 1959, Mahendra rapidly delinked India from
Nepal. His decision to dismiss tLhe Mepali Congress
Government and abolish the parliamentary system had a long
Lerm adverse impact on the course of political understanding
and co-operaltion between New Delhi and Kathmandu.

However, according Lo B.P. Koirala, Nepal showed notl

"take side" gel involved any way in present border dispute

31. A.R.Deo, An Alternaltive Prospective, in MWorld Focus,
Val.11, no.9, Seplember 1990.




between India and China. India’s military sethback in 1962 war
forced NMepal 1o observe greater degree of pelitical
neutrality belween ils two neighbours and Lo ensure Chinese
interests in the kingdom more care?ully.sz

After the deatlh of Nehru the third phase of Indo-Nepal
relationship started. The post Nehru period saw the search
for "new policy in India, while Nepal struggled to build the
economic foundations for an independent foreign policy. That
phase confirmed Chinese pre—eminence in Asia as lthe only
world ranking nuclear power.

During Mr. Shastri’s visil to Nepal in April 1964, a
Joint communigque was issued in which bolh King Mahendra and
Mr. Shastri reaffirmed faith in the policies and principles
of Non—-alignment and peaceful co-existence. The fourth
phase in Indo-Nepal relation started when King Manhendra, as
engineer of Nepal's assertire nationalism succeeded by King
Birendra in 19272. "During the Nehru era India was said to
have heen very dominant and Nepal was regarded as outpost of
Indian territory whereas during the Shastri period there was
a perceplible desire on the part of India to live not only
more amicably wilh Nepal but also to treat it on equal
sovereign state. Mrs. Gandhi's era is said to have shed a
little of softiness of 1Lhe Shastri period and adopted a

BT T L T e E—p——

S52. Asian Recorder, VYo. 5, no.38, p. 19-25, Seplember 1959.
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posture of firmness leaning more towards vreciprocity than

generosityusg

Indian Prime Minister Visit to Nepal
One of the highlights of the year 1973 was the visil of

>4 She stated

Mrs. Gandhi to Nepal on 7 February thal year.
that there was no major outlstanding issue belween two
countries according to her.

“"Our rich culture heritage was same and many of our
social and economic problems were similar.ss The purpose of
this wvisit was in her own words'! to enlarge the area of
understanding and gain insight inteo each other’s endeavours'.
The visit enabled Mrs. Gandhi to develop rapport wilh new
monarch, King Birendra, who was known to be keen to furlher
cementing the ties and exlending the area of co—-operation
between the two countries. It had also the five following
obieclives @

i) To assure Nepal that India envisaged a relationship
based on its sovereignty, equality,trust, co-operatlion
and non-interference.

i) To ensure the help that India offered to Nepal was on

the basis of mutual benefit.

3. D.P. HKumar, "For a Second Look at Indo-Nepal Relaltions,
The Statesman, 6 April 1971.

w4. Bhriram Sharma, India and Neighbours in India’s Foreian
Policy Annual Survey 1972 (New Delhi, 8Streling, 1977,
(33,

55. Asian Recorder, Vol. 19, no.14, 2-8 April 1973, pp. 14111,
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iiiy To affirm that India's co-operation and material and
technological support Lo NMepal's developmenl programmes
would continue as before.

iv) To acquaint her assessment of the political conditions
in the sub—continent and other developmenis since tlhe
emergence of Hangladesh as an independent state, and

v) finally to hear from premier Rista's impressions of his
visit to China.

Mrs. Gandhi made a strong plea for regional co-—
gperations among Asian Countries Lo ensure peace, sltabhility
and economic progress without getling entagled in Military
Pact and big powers politics. BShe refered to the Shimla
Agreement and said thalt India had given up over 5,000 sq.
meters of occupied Pakistani territory '"mol in any spirit of
paltronage or generosilty, butl because the fulure relalions in
the sub—continent are very imporltanl for us.56 She expressed
India'’s happiness over Nepal's recognition of Bangladesh soon
after itls formation and said that il reflected the maturity
and wisdom of Nepal®s ruler.

She meticulously reiteraled India's assurance to Mepal

that India's big size fposed no threat to Nepal. She feltl

#0400 e crose svies masn s eose et here JoOHS FHeRE SIS0 Sootm et Seeet S RS brt chunt denes meaes

536. Ibid, Sriram Sharma, p.35.
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there was immense need between India and Nepal for co-
operation at the time when the bipolar world had broken down.
She said that the interest of all the countries on the sub—
continent lay in lasting peace and therfore, every issue Thatl
many arise need to be sellled peacefully.

In the wake of Mrs. Gandhi®s visit, Nepali Premier,
Kirtinidhi Bista said that "Indo-Nepal relalions were placed
on an even keel and Mrs. Gandhi's visit to Nepal had been a
very conducive factor in strengthening Nepal's consisltent

37 Rista

desire to maintain the beslt of relations wilth India.
assured his counlrymen, “"wilh India we have consisilently
striven to maintain best of our relations and have sought 1o
splve any bilateral problem that arise from time lo Time in a
friendly and amicable mannerns8

In the midest of such cordial melieu a very unpleasant
incident happend. In the month of June 1973, a Royal Nepal
Airline Corporation air crafi carrying & large amounlt of
money belonging to Nepal Rashtriya Bank was hijacked while it
was on & domestic flight from Riratnagar to Kalhmandu. It
was landed on an unused air strip in Rihar from where
hijackers escaped with 30 Lakh rupees in a Jeep in readiness

by accomplices.59

%7. 8hri Ram Sharma, Indian Foreign Policy Annual Survey,
19732, p.36.

58. Ibid,

59. Ibid, p.37.



This sensalonal and unfortunate incident had & very
unfavourable impact on Indo~Nepalese relalions. The Nepali
press  went to the exltent of questioning The bonafides of
India. The pro~Chinese element of Nepal pushed-up il up as a
“"hig political controversy'. It also promoted 111 will
between King Birendra and outlawed Nepalese Congress leaders.
It had been India's sincere desire Lthal rapprochement to he
effected between the two parties but in vain.

A& month thereafler, Nepalese aulhorities asked the
correspondent of Press Trust of India to leave tThe country
wilhin 48 hours or face forcible deportation. The Indian
Ambassador to Nepal tried To explain Nepalese Prime Minister
that expulsion order would have adverse impact on mutual
relations between two countries but in vain.

The untoward tension toned down when King Rirendra
arrived in Delhi on 12 Ocltober 1973, on a week long slate
visitl. He said, while talking to some Indian Jjournalisls,
that there was no need for any friction in mutual
relationship between India and his country. He agumeted, as

regards lhe major issue he was going to discuss with Mrs.

Gandhi. He added that there was 'mo major problem to be
discussed with the Indian Prime Minister. Anather
significant stalement he made was that "irritants" affeclting

mulual relations '"need nol necessarily be discussed at high



level but should be thrashed out in ordinary course.bo

However, King Rirendra's visit underlined feeling in tlhe
contextl of changing national and international situtaion and

61 Even though, during his

ehjective realilties of the lime.
vigil Indian Prime Minislter and Foreign Minister assured him
(King) that India would not allow any acltivity against Nepal
from Indian soil. King Birendra also reciprocated thatl
raider were nolt geltling any encouragement from Indiauba
Surprisingly, on 7ih December 1973 Nepal's King Birendra lefl
for China on state visilt. This evenlt, so socon afler his
stale visit to India, was intended to keep the éﬁéﬁzmleven
between Nepal®s two big neighbours. This visit was said to
e in response to the joint invitation of acting chairman
Tung Pi—-We and Premier Chou En~lai. but the real molive
appeared to have been to nulralise the impact of India's
visit on the kings mind..63

Despite a&all such acts of friendliness, the Nepalese
felt that India was nol sincere in its efforts to ensure tLhe

emergence of a strong Nepal. As a logical tenant to tlhis

thinking, many Nepalese argued thalt if India had noet come oul

&0. Rose and Jo.T. Scholz, Nepal, Profile of Himalayvan Kingdom
{New Delhi West View , 1980}, p.130.

61, VoP.Dutt, Indian Foreiogn Policy, p.200.

62. Keesing Contemporary Archieves (London) Vol.Z1, no.1578,

7-13, April 1975, p. 27062.
62, Shriram  Sharma, India's foreiagn policy, 1973 op cit,
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with its sinister designs against Nepal, il was mainly due to
the fear of Nepal taking sides with China. If China chose
noet to with its sinister designs against Nepal, it was mainly
due to the fear of the taking Chinese sides. If China chose
nol to intervene in Bangladesh crigsis or even after upheaval
of 1974-7% of Sikkim, 1t was because of international
campulsions. But if India tries to tltake advanltage of
internal unrest in Nepal to overthrow its present Government
China would certainly not remain a silent spectator. But in
reality India had no such intension.

Whey did the Nepalese entertain such misunderstood
conceplions 7 One cause could possibly be that India had
given sheltler to B.P.Koirala who cherished hopes and horizons
of sltaging a successful democratic movement against tLhe
monarchical regime. It was rumour thalt Mr. Koirala have as
many as 4000 armed men in India, waiting for opportunity tlo
march into Nepal. It will be argued that if India was
sincere in its professed friendly feelings towards Nepal, it
would have taken the some stand toward Koirala as it did in
the case of former Burmese Prime Minister U. NU who was
refused asylum. Why had India not taken any sltep against
Koirala One major reply was that Indian National Congress
party, which also happened to bhe in power could not cool down
ils pasl associaltion with its Nepali counterparts. And also

because the Government of India, on the basis of reliable
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information convinced tThalt he (Mr. Koirala) was no more a
leader of any consequence. He could not at any time launch
any movemenl or stir any lrouble in Nepal was a teslimony 1o
fact that the Government of India had told him frankly that
any Nepali activity on his part would forfeit his claim 1o
stay in India. India has been caught in a delicate
situation. It could not, under the existing law of tlhe
country put a ban on assembly of Nepali Congress leaders and
workers in India so long as such assemblies were peaceful.
Secondly, India could not hand them over to Nepal as they had
not declared criminals and as such could not be extraditled.
Political refugees under The existing agreement beltween India
and Nepal are exempl from extradition.64

The relations between India and Nepal gravely adversed
in 1974~-75 because of Sikkim's associalion with India and
anti—-India demonstrations in MNepal. Nepal was LThe only
country which had official reaction against India's move on
Sikkim and described it as expansionist policy of India.
India was well aware of Nepal's reaction engineered by China
and Pakistan which were c¢rtical of Indian's action in Sikkim

due to consideration of power poliltics in The region.bs

It
added & new dimension to Indo~Nepal relalions which needed a
current review inlight of Nepali reacltion over Sikkam
dilemma. Butl soon Nepal realised thalt any deterioration of

its relation wilh India ultimately would lead to situation

which would be very adverse to Nepal's interesls.

&4, V.P.Dult, India's Foreign Policy, op. cit. p.201.
63. Bhri Ram Sharma, Indian Foreign Policy Anual Survey, 1974
(New Delhi, 1980}, p.121.




1.4 NEPAL'S CONCEPT OF ZONE OF PEACE
The idea of zone of peace of Nepal first mooted by King
Birendra at Llhe 1973 Algier summit of Mon—alignment
movement. The Nepalese print media tried to popularise tlhe
concept but not with much success. Therefore, in his
caronaltion address on 25 Feburary 1973, King Birendra
specially asked neighbouring states and other power Yo
formally recognize Nepalese as & zone of peace. This was to
become, subsequenlly the main point in Nepali foreign policy
statement. Later on this very idea included in the direclive
principles Chapter of Nepali constitution (part 4 arlcile
19(2) as a naltional objectivel). To quole Rose and Scholz =
Although this obviously serves Lo further the
nutralisation objective, Kathmandu had been less tLThan
clear in defining the steps other than a formal
recognition that would be required to make il’s zone of
peace status a reality. By necessary, il would seem
the 19530 Indo-Nepal lreaty would have to be abrogated
or at least substantially amended and some of the otlher
less public agreements with India (e.g. the 1965
agreement on supply of military equipment would not fit
easily into the new Formatuéb
India found that proposal was inconsistent with the
spirit  of peace and friendship (1950) and therefore did not
endorse it. This concept of zone of peace'was tomtamount to

&6« Rose and Scholz, Nepal, Profile of Himalavan Kingdom, op
cit, p. 30.
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ignoring all geo—~political realilties of area and sacrfice of
Indian as well as Nepalese interests to please Chinau67
Mepali scholar cited that zone of peace proposal is akin 1o
concept of peace enshrined in the principle of the United
Nations and Non—alignment.

At the time of itls declaration, there seemed lo be some
confusion on the operational content of the "Peace Zone"
idea. After all, whalt did the peace zone precisely mean 7
There was not specific answer to this guestion at that tTime.
A Nepal writer strongly contested Lhe view point That King
Rirendra's proposal lacks a sense of realism simply because
the specific clauses have not yel been clearly defined.68

What has to be understood is the facl that =zone of
peace is a general concepl and not a draft for an agreemenl
or Lreatlty. As a conceplt il brings out two mosl posilive
aspects of Nepali foreign policy. First it implies 1Thatl
Mepal will never lry to play its giant neighbours to the
north and south against each other for gain af any kind
whatsover. This parlicular aspecl of Nepal's Fofiegn policy
has always been emphasized by the Kinag. The zone of peace
proposal  formalise and expresses Lhis policy in a more

&7. Asian Recorder Vol 21, no.i1, 12-18 March 1985. cited in
V.P.Dutt, Indian Foreiaqn Peolicy, Annual Survey, op. cit,
fp.206.

6H8. Prakash €. Lohani, "Nepal 1975% 1 Not a Normal year',
Asian Survey, Vol XVI, no.2, February 1976, p. 145,
also see S.k. Chaturvedi, "“"Indo—~Nepal Relation ' Tension
Area', Foreign Affair Reports Vol. 38, no.3, New Delhi,

5 May 19892, pp. 68-71.
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posilive manner. Second, the zone of peace strongly
implies Nepal will never allow any nation fto use Nepali so0il
against the interest of some olther nations. In any furlher
agreement tThese two implications of this concept will
provide the starting point for more delailed specific
understanding, for all peace loving nations.

The response to lhis conceplt of zone of peace was quite
a bit varied. By 1983 this idea won the symphathy of at
least 65 counlries. Most of the Non-regional powers
including USA maintained a position marked by considerahkle
ambiguity. They did not want to reject il publicly butl
neither endorsed it, China, Pakislan, BRangladesh and even
Ausltralia however, wasted no time in endorsing the proposal.
Nepal has taken many initiatives raising this proposal at
global level, but so far in vain. The most critical response
for Nepal was a deliberate atlempl to keep India away from

&9

the Nepalese people and ils political affairs. However,

India has not officially rejeclted the proposal and the same
time il did notlt approve Lhis proposal. Indian position on

Lhis concept was stated clearly by both Prime Ministers Mrs.

108 et e erese phote er oo Homes o S Seess Giate Seres Seiss 4600 PORRL FPONS SIS S4000 et b

69. Dr. Deepak Gosain, "Indo-Nepal relations @ A Strategic
view point"”, Third World Concepl, Octoher 1991, p. 11,
For details see, Rishikesh Shaha, "Nepal as =zone of
peace'", Pacific Communily, Tokyo Vol. 8, October 1974, p.

170.

Kabliaswar Labh, "India and Nepal, =zone of peace
proposal’, Foreign Affairs Reports, New Delhi, October
1978.
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Gandhi and Morarii Desai thalt India will just not buy it in

70 Indian reservalion on 1lhis

any form, shape or definition.
Mepalese proposal stem from the apprehension arising over
Nepali desire for equidistlance between India and China and
the vagueness of proposal made it being tUthe nonmstartern71
India has stressed Tthat it may notl be very meaningful that
in theoretical Term the idea of zone of peace should be
accepted rather it is the action which should prove ‘the
intention. The Nepalese purpose will be belter served by
regulalting il's dealings with neighbours on a pragmalic basis
rather Than by seeking to instilutionalize a theoretical
conceptl.

The serious deterioration look place in the relation
between two nations in the 1972-77 period.72 A number of
cdevelopments contribuled to this trend. Official consent and
encourgement was given o the public demonstrations in
Kathmandu. This evoked strong protest from India accompanied
once again by economic pressure upon NMepal through the use of

73

trade control technicalities. Nepali leaders perceived

Mre. Gandhi as a leader who preferred crisis situations by
resorting to wultimate oplions with out exploring less

forceful vreponses as geographically demonstrated during the

70. Rose and Scholz, op.cit. 130-31.
71. Dr. Deepak Gosain, no.&69, p.11.

72. V.P.Dutt, Indian Foreign Policy, op. cit. pp. 201-3.
73. Ibid.
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1271 Indo—-Pakistan war over Rangladesh. This was reinforced
by the event of merger of Sikkim in India. "The relations
recame bitter and sirained during 1975-7&4& when in the wake of
Sikkim merger witlh India, the ugliest anti~Indian
demonstrations were staged in Kathmandu.’?

Despite the assurance from India that this was far from
being precedent for India's policy towards other border
states, 1il's (India) intenltions were being taken with
considerable skeplicism by Kalhmandu. There was, indeed, a
growing sense of vulnerability in NMNepal vis—a-vis India.
Anolher evenlt of 1976, King RBirendra, highly publicised vieil
Tto Szechwon and Tikel provinces of China, just prior to a new
round of negotialtions on Indo-Nepal trade and transil treaty.
This vigil was not so parlicularly significant in themselves
but contributed to a steady 1if not so diramatic A
deterioraltion in mutual understanding. Commenting on the
India response, Leo Rose and J.T. 8Bcholz say ¢ The Indian
respose was by now classic. This use of delay tactics in the
re-negolialion of the 1971 trade and transit treaty that was
due to expire in 197é6. In this instance, New Delhi even
Lthreatened Lo discontinue applying the terms of the 1971
treaty on an adhoc basis until a new agreement was

concluded, which would have been an instant disaster for

74. Shri Krishna Jha, "Ties with India", World Focus, Vaol.
11, no.9, Seplember 1990,




Nepali economy.75

Again, renormalisation in Indo-Mepal relations moved on
1 December 197%. King Rirendra appointed Dr. Tulsi Giri, as
Prime Minister of Nepal. This was taken as a signal for
amicable dialogue wilh India. The New Prime Minister
emphasized upon "Clarity of perceplion'" on bolh sides and the
need Lo open up, and have a continuing dialogue which will
take inlto consideraltion the respecltive national interest. On
5 January 1976, India lifted all restrictions on the exportl
of 1the 44 Nepal ilems imposed earlier,which could freely

enter in India markel by Nepalese traders.7b

Continuing
TLhe friendly gestures, Foreign Minister of India My .
Y.B.Chavan wenl lo Kathmandu on four days goodwill migssion on
January 1976 and assured NMepal of conltinued economic help.
This was followed by Indian announcement on 22 May 1974 thatl
it would go all out to meel Nepal's demand for allocation of
various important commodities for the current financial year,
without wailing for recommendations of joint review

commitlee. All these were clear indicators that Indo-Nepal

relations were to go further beyond the point of normalcy.

75. Rose and Scholz, op. cit, p. 130.
76. V.P. Dutt, Indian Foreign Policy, op. cit, p. 204.
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1.5 INDO-NEPAL. RELATIONS DURING JANATA REGIME

The debacle of congress and the advenl of Janata partly
to power in the March 1977 general eleclion was generally
welcomed in Kathmandu. Although Mrs. Gandhi had adoplted an
increasingly hard line on political and economic (i.e. Trade
and transit treaty) relations wilh Nepal. She had also
disassociated her government from Lhe Nepali opposition
forces based in India and had applied aven sharper
impediments in their operalion. it might be due to  her
internal and external political compulsions. The situation
had become so difficult for Lthe Nepali exiles that the
principal leader, B.P Koirala had decided to return to Nepal
in December 1274 just three months befor Mrs. Gandhi's
partiallt expected electoral defeatl, without havineg
exlracted any concessions from the royal regime that
immedialely imprisoned him again.

The Janata party was formed as a protest against
authoritarianism and il had come to power by defealing the
authoritarian government. As such it posed a threat to the
regime in Nepal, especially because number of old sccialis?
leaders were members of Janata Party and were vocal
supporters of HB.P. HKoriala's Nepali Congress and Nepali
opposition forces. Hence, the King palched up Nepali
differences with India through an ostensible display of

friendliness. The visit of King Birendra in March of 1977
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helped to initiate the process of strenglhening the
relationship belween 1Lhe lwao countries"77

In the initial months new governmenl's policy lowards
Nepal remained the same. It adhered to 1950 trealty frameworlk
of relationship and did not therefore endorse Nepali conceptl
of =zone of peace (ZOP), but in other matters il showed
magnanimity. For instance, it accepled Nepal's long-slanding
demand of two separalte treaties on trade and transit and
signed in 1977.

Fortunately, Indian Foreign Minister A.B. Vajipayee,
moved guickly to reassure Nepal by projecting a more open and
responsive position on the critical issues dividing the two
naltions. The Foreign Minister visited Kathmandu in July 1977.
He talked to his Nepali counterpart and they agreed that 1950
treatly of peace and friendship was there both India and Nepal
78

would respect it India was prompl lo take a series of

steps, mostly minor butl indicaltive of new approach, designed
to placate Nepal and infact the Janala government proved tlo
be no more supportive of the Nepali oppesition than its
predecessors despite some unofficial endorsement by leaders79
Mr. Vajpayee's "open minded' approach to bilateral issues
ceased The tensions in Indo—-Nepalese relations. It

77. Asian Recorder vol.Z23, no.29, 16-22 July 1977.
78. The Statesman, New Delhi, 2 July 1977.

79. Rose and GScholz, Nepal, Profile Himalyan Kinodom, op.
cit, p.p. 133-34.
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paved the way for Lhe reactivalion of long pending Karnali
and Devighalt hydro-electrical project. He laid repeatled
stress on friendship. “"India will consider il & privilege to
make sacifices withoul demanding equal benefils in return”.
Aboutl Nepali proposed Zone of Peace, he assured to
Nepal that his Governmentl would give due consideralion it.
Speaking for himself, he stated thal he was neither in favour
of it nor opposed to it. He declared that India wanlted to see
peace nol only along Nepal®s periphery but in the whole of
South Asian sub-continent. To him, friendship between India

and Nepal was "Traditional” it had to continue to be so in

future also. He ruled out that there was any " Hate Nepal"
compaign in  India. Such outlook for further improving
relations between bolh countries brightened Ufs. Prime

Minister of India Mr. Deasi informed the royal Nepalese
Ambassador in New Delhi tThat India agreed in principle Lo
conclude witlh Nepal 1two separate trealies on trade and
transit instead of one composite trealy as in the past. This
was big dose for saltisfying the demand that Nepal had been

making for nearly a decade and removed anolher irritant in

bilateral relations.

Aboutl =zone of peace Mr. Desai made a statement 1hat
Nepal was already " a peaceful zone" and because of the
exisling 1930 trealy of peace and friendship, there was no

question of NMepal being in danger from the side of India.
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Indeed, he said with an air of finality thal there being
peace hbetween the two countries, there was no need Lo
declare Nepal a zone of peace. This provided for Nepalese
politicians to issue joint statement, demanding abrogalion of
the treaty. India however, paid no heed lo it.

A joint communigque issued in December 1977 in which
both leaders agreed to enlarge and intensify tlheir mulual
co-operation. They welcomed the fact that there was no
improved almosphere conducive Lo beneficial co-operalion in

80 In these circumstances India

the entire sub-continent.
accepled Nepal's long—standing demand for two separate
Lreaties on trade and transit and both countries signed these
treaties on 25 march 1978. Along witlh these tTrealies an
agreement on co-operation teo control unauthorised trade on
the border between The tftwo countries was concluded.

Immedialely after signing 1lhese trealies Nepalese Prime

minister Mr. Kirltinidhi Bista visited India and expressed

gatisfaction over Tqualitative improvemenl in relations"
. 81
between the two countries.
The year 19277 starled on a note of pessimism,

neverthless, for Indo~Nepal relaltions as Lhe differences

bhelween them regarding certain issues were slill persisting.

80. Asian Recorder, Vol. 24, No.Z, 8-14 January 1978,
I S T S

1. Lok Raj Baral, HNepal 1978 ; years of Hopes and
confusion', Asian survey, VYol. 19, No.2Z, Fehruary 1979,
[ 202 -
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Reviewing Nepal's relatlions with Rangladesh, China and India
a Nepali commenlator observed, that Indo-Nepal relations had
registered a ‘fdownward lrend" in 192746 and this was due to
less to failure of the "woo India" policy than to the failure
of "almost all the effects thalt had been made to provide a
stable and structured frame work" for their mutual
relationship. In support of this view he cited the deadlock
in the signing of a composite LTrade and 1lrasil treaty.

despile Nepal's withdrawal of it and demand for 1lwo separate

treaties in matter, India‘’s reluclance to support the
proposal  to designalte HNepal as " Zone of Peace" and itls
action in placing restriction on the movement of Nepali

nationals in certian specified areas wilhin ils lerritory.

It was alleged in certian quarters Lthat the transit
facilities given earlier by India for Nepal trade witlh third
countires had been inadequate for Lthe purpose of its economic
development and even economic survival. As usual India was
severly criticised for not recognising the demand of a land
locked or rather India locked country like Nepal for
unfettered tLTransit right to and from the Indian sea a demand
that was completely legitimate and in line with well
established internaltional pracltices. However no less
significant was lhe prospect opened up for an early signing
of the two treaties. The two countries also agreed to hold

regular consultation in Kathmandu and in New Delhi, for
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ensuring harmonious impiementaton of the two trealies.

One unprecedented incident occured during Janata
regime, as its President Mr. Chandrashekhar issued &
statement by asking His Majesty's Governmenl to restart the
process of reconciliation with Mr. B.P. Koirala and other
leaders of disbanded Nepali Congress. Mational Compaign
Central Commitiee of Nepal®s chairman Mr. K.R Ragmi discribed
" as clear interference in lhe internal affairs of Nepal"uaz
NMepal's Ambassador in India lodged & strong protest against
Mr. Chanrd@shakhar's remarks said "It was ill conceived and
uncalled for as well as direct interference in internal

affairs of Nepal.BB

This untoward remark was massively
condemned by Nepali press.

In the May 1979 pro-democracy demonstraltion arisen with
in and outside Nepal. A NMepali students demonstration was
Lteargassed in MNew Delhi. Indian press called it mini-
revoluation. The King Birendra took right step,. He released
EB.P Koirala alongwith &4 olher political prisoners. It  has
been welcomed in bolh governmental and political circles in
India. The King was evidently salisfied with assurance of
India thal advised him to adopt more tolerant attitude, and

India was not in any way seeking to weaken his position.84

&2. The Rising Nepal (Kathmandu, 30 April, 1979).
83. The Slatesman (Mew Delhi, 1 may 1979).
B4. The Hindu (Madras 10 May 1979).
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It*s neighbouring country India was naturally concerned at
whatl is happening in Mepal since the stability of this buffer
state ds of utmost imporitance Lo it. While India has no
desire Lo interfere in internal affairs of Nepal, it has no
obligaton teo render all possible advise and assislance in

a5 This was

overting the danger of a big upheavals there.
first time that the major political development has taken
place in  Nepal withoutlt speculation aboul Indian hand long
behind it. There had been complainlts about India interfering
in Lhe internal affairs of Nepal from lime of revolution in
1251 when the Rana kingdom was ended. These grew in
intensitly afler the King Mahandra dismantled The
parliamentary sel up, followed by run raiders on Nepal's
southern border. It was thus refersing experience this
Lime Lo hear neither officials and nor politicians talking
about "Indian interference in Nepali affairs”. On May 23,
1979 the oul going Prime Minister of Nepal, Mr Bista had
ruled out involvement of either a foreign power or any
political faction in recent incidents. Some panchayal
members still g0 on harping the theme and talk about Indian
money or money from other country coming to formentl trouble
but they do so wunconvincingly. Even anti-Indian bhiased
Journalist saying, " This time nothing unfriendly has been
done by India. It was confirmity tThat in the current

85. G.K Reddy, " India to send another emissary to Nepal" The
Hinduy {(Madras, May 21, 1979).
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crisis, India has been done in most friendly manner.
" In Nepal today, Mr. Desai is the most popular of all
Indian leaders, bolh at the official and non-official or
political level. Elderly Nepali politicians still nurse @
grudge against Mehru thalt he did nol do far enough for Them
but helped the monarch instead Lo come to power. Nehru
became unpopular with King Mahendra in 1960 when King
dissolved parliament and put ministers in Jjail and Nehru
angrily called it '"setback to democracy" king Mahandra
signed agreemenlts with China and Pakistan on Kalthmandu
Kodari road and ltrade repectively. Mrs. Gandhi's era was
regarded by Nepalese as exiension of Nehru era. She was
viewed in NMepal as hardliner and there was always a measure
of distrust aboul whal she said. Mr Desai impressed all, the
government and politicians alike, with his sincerity and
Foresightnessnab
In SBeplember 1979 King Birendra came Lo India for six
days official visit. While talking to Indian Prime Minister
Mr. Charan Singh expressed his salisfaclion al presenlt state
of relation between two countries and agreed that relalion
should be strengthened and enriched.87
Indo-Nepal relalions during 1971-80 and especially from

6. D.P.Kumar, India and Nepal : EBeginning of a New
relationship", The Statement (New Delhi, June 20, 1979).
87. The Times of India, New Delhi, 21 Sepltember 1979,
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197280 has been one of inleresting dimensions. There was
fundamental difference between the approaches of Lwo nations
to solve their bilateral problems.India sought to sorlt out
all idissues by bilateral negotiations consultaltions and co-
operation. But Nepal wanited to involve third party in 1This
respect by raising Bbilaleral issues on  the international
stages. Overall historical relalion of Indo-Nepal through the
history caught by plaltitudinous promises, rhetorics and
euphoria. They have nol so far helped them lo stabilise 1Llhe
relation in the form of an acceplable palttern.In facl hislory

of Indo- Nepal relations shows a patternless pattern.gg

88. S.K.Jha, "Ties with India" World Focus vol.11, ne.9,
September 1990, p.18.
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CHAPTER 2

INDO-NEPAL ECONOMIC RELATIONS
2.1 Historical QOverview

Economic and Trade relalions between India and Nepal
had been developed in the ancient time even before political
and diplomaltic relations., Il was opined that trade
relationship bhetween two counltries was mentioned in
Kautilya's Arthashastra too. Sylvain Levi concluded That even
lord Buddha had visited NMepal accompained by among otlthers,
a group of merchants from India.1 Suniti Kumar Chatlerjee
expressed that Indian mongoloids were the intermediatsin this
trade. These mongoloids were conjectured as consisting of
otk Indian and Nepalese merchanls. In the first half of the
Seventh Century A.D. Nepal was centre of transit and trade

hetween India and Tibet.a

The items Lhat Nepal exported Lo
India were herbs hides, and cerlain melal goods whereas,
Mepal obltained spices, salt, embroidery and silk cloth from
India during medieval period.3 Thus, throughout the enlire
span of middle ages, roughly extending one thousand years
from the middle of eighth century to the 18th century ihree

were abundant signs of active trade between India and Nepal.

The East India company first time come in conlract with Newar

1. See Johar Sen, Indo-Nepal Trade in Nineteenlh Century
(Firma KM, Calcutta, 1977) pp.15-29.

#. See Dr.Ragmi, Ancienl Nepal (Calcutta, 1969, p.Zé&1.

3. Ibid, no.1.




traders.4 All the contracis were confined To commercial
transactions between Indian Merchants of Bengal and Bihar and
Newar of valley with occasional correspondence between
British Agenls at Bettiah and the Newars Raja of Kathmandu.
A1l the bordering districts of India carried brisk lrade with
Nepal. The East India company was however, extensively eager
Lo revive Lhis trade with Nepal. In order to facililate the
trade between those two countries the first Treatly of 1923
was signed underwhich Nepal could import arms, ammunitions

and goods from Briltish India wilhout any dutyns

2.2 Indo-Nepal Economic Relations 1947-80

Apart from geographical compulsion, cultural heriltage
and historical politco—~ interacltion, relationships between
India and Nepal are based on Nepal's econmic dependence upon
India. Immediately after independence indian economy was
also shattered. India have meagre resources for ils own
development. It realised that peace in Nepal depended for its
durability on economic development which in turn could not be
achieved without India's co-operation and assislance. When
India's assistance was firslt sought by Nepal in 1951-32,
India had itself embarked upon the palh of planned economic
development and all the availahle resources were fully

committed. Bul realising that Nepal's needs were equally

e 4000 i it b e e St P oot ot ke s S4eee 04 Seb SHeb bebes 23t S atem

4. Ramakant, Indo-Nepalese Relation 1816—~1877, (New Delhi
1968), pp.2-3.

5. M.A.Beg, Foreign Affairs Reporls Vol.XXXIX. no.84&9,
Augqust—-Seplember 1990, p.3.
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important and its difficulties perhaps greater, India came
forward to extend aid and assistance.6 In that time India
promised to MNepal in concrete terms, far giving assistance
and guidance for Mepal's development. The policy of mutual
accomodation betwwen india and Nepal was formalised on 31
July 1950 when treaties of "peace and friendship” and 1950

trade and commerce were signed by Lthe two countries.

THE TREATY OF TRADE AND COMMERCE, JULY 1950 : This
treaty consisting of ten articles. Articles 1 to 5 of this
Lrealy enumerated unrestriclted transit facilities and articley
5 to 7 deall with trade between India and Nepal. Articles 8
permitted the civil aircraft to fly over the territory of
the other in accordance with normal international procedure.
Article ? cancelled all the previous treaties and agreements
with the Hritish India. Artlicle 10 assures the life span of
this trealty for ten years.

Despile the mutually advanlageous stipulations, article
3 became conltroversial and severely criticised by Nepalese
people by saying that under this provision Nepal was made to
follow a strict Indian tariff policy which deprived Nepal to
follow her own independent trade policy. Nepalese could sell
their goods to third.

&. DuK.Issar,"Assislance For Progress', Naltional Herald 15,
March 1981.
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country at a price nolt less than charged from Indian
merchent. Consequently, the continuous fluwx of Indian goods
tould move to Nepal unabalted due to tariff advantage thatl
India enjoyed. Nepal had made an infarmal approach lto the
Government of India suggested revision of 1950 treaty and in
turn was assured by the India that the suggestion from Nepal
in this regard could be duly considered. Jawaharlal Nehru
during his visil to Nepal in June 1951, said "if you seek our
help in say, technical or olher spheres, we will do our
utmost to be useful to you, butl we never want Lo interfere on
our own.7 In January 1957, the discussion between the Indian
delegation and the Nepalese governmenl on matters perlaining
to the Indo-Nepalese trade agreement of 1930 were held and
the talks centred round the clause 5 of lthe agreemeni. Under
this clause, Nepal was required to levy, at raltes not lower
than those in force for time being in India, custom dulies on
imports from and exporis to countries outside India. Further,
Nepal wanted to levy on goods produced or manufactured in
Nepal which were exported to India, the euport duty at
sufficient rates tlto prevent their sale in India at prices
more favourable than those of goods produced or manufactured

in India which were subject Lo excise duty.B

7. 8.85.Bindra, India and Her Neighbours op cit, p.206.

8. Lama, The Econemics of Indo—-Mepalese cooperation op. cit,
o L
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India's contribution to Nepal's trade and development
during this period had been substantial. By sustaining
special relations with Mepal, India did not levy custom dutly
on goods imported from and exported te MNapal, though il was
permitied to do so. Bul custom duty al same rales as were
prevailing in India was controlled on foreign goods going to
MNepal. The amount thus collected was credited Lo Nepal,
contributling significantly to the economy of Nepal. In 1959
custom receipls accounted for 40 per cent of Nepal's total
revenue and brought in almost as much Lhe next largest source
that is land taxes.q

The frealy of trade and commerce 1920 was suitable to
the circumstances, To Nepal's close dependence upon India. To
gquote Roese and Schalz, Nepal's ecomomic policy, like ils
foreign policy was closely integrated with that of the Indian
government and New Delhi's 3pidance on such issues was
usually a ¢ritical factor in Nepali decision making
proce$5.1o Bul as Nepal gained self —assurance in foreign
policy malter they increasingly became critical of some of
its lerms. Despile of mutualy advantageous stipulations,
article 5 of the trealy become controvercial. Il was alleged

that _
that e+—Had arreslted the Nepalese industrial development

?. E.B.Mihalay, Foreign Aid and Politics in Nepal
1265, p.91.

10. Rose and Schalz, Nepal-Profile of a Himalava Kingdom op.
cit, p.122.
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almost for a decade“.11

However, the above mentioned
arguement could be onesided and valid only theorelically. In
actual practice the manufaclturing sector of Nepal was Llhen

extremely small part of its economy and hence the immidiate

impact of 1lhis article (3) on Nepalese manufaclturing was

mimimal.12 Nepal had to follow this comman traiff policy, in

fact, mainly due to the total absence of Mepalese
13

organisational arrangemenl on custom.

Article 5 of Lhe treaty of tlrade and commerce 1950
was actually intended to support the Nepalese economy
financial with the help of exchanged refund praclice,
whenever any Nepalese ltrader imported foreign goods through
Indian port he had to deposit an amount equal to Indian
customs tariff at the Indian custom office. Afler recieving
the cerlificate from Nepalese cusltom aulhority regarding
physical entry of these goods into Nepal, such deposits were
allowed to ke wilhdrawn. In practice, however, lhis deposil
became the import duly of Nepal and was refunded to Nepal
government in place of giving it to the traders.

Then Nepali Prime Ministler Mr.B.P. Koirala's visited to
New Delhi in January 1960. This visil resulted in new trade

11. J.B. Rana, "India and Nepal : The Political Economy of
Relationship", Asian Survey, July 1971, p.648,

12, T.K.Jayaman, "“Nepal's Trade with India ¢ Probelms and
solutions", Asia Quarterly, 1972 p. 13.

12. Ibid, no.10. p.33.
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treatly and promise of rupees 18 crores by India far Nepal's

new developmental programme.

TREATY OF TRADE AND TRANSIT 1260 : To wash oul all
restrictions which hampered the growth of Nepal's foreign
Lrade, a new treaty as a mark of "an accomodaling and
conciliatory gesture'" was signed on Sepltember 11,1960 beltween
India and Nepal for six years. The New trealy mainly aimed at
expansion of exchange of goods between their respeclive
territories and encouragement of collaboration in economic
developmenl and to facilitale trade with tThird country. This
New treaty was overwhelmingly, welcomed by both Indian and
Nepalese as it eliminaled most of trade hampered barrier. IT
was rightly said" This new trealy of trade was necessitalted
nat only by resenlments over the Lrealy of trade and commerce
1950 but also some internal and external polilical and
politico—economic compulsions of MNepal such as overthrow of

14

the autoecralic Rana regime and its aflermath. Aboul the

objectivily of treatly il can be added, the treaty explicitly
aimed at the developmenlt of the economies of India and Nepal

Ltowards the goal of & "Comman Markel' by eliminating all

trade barriers bhelween the lwo countries,15

14. M.Dharmadasani, Indian Diplomacy in Nepal, (Alekh
Publishers, Jaipur), 1976, pp.231-32.
15, Ibid, p.151.
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The lrealy incorporaled many new provisions on  lhe
aspecis about Nepal's trade and Lransit wilh olher counlries.
Articles 1 and & regulated tThe Y Indo-Nepalese trade
procedures', while articles 7 to 11 were meant to regqulalte
Transit trade' and arlicles 12 to 14 were "general in natlure
and meant to implement trealy effeclively and harmoneously.

However, in a letter exchanged between the two
countries, India agreed that NMepal could "impose protractive”
duties or guantitative restrictions on such goods as may be
produced by newly established industries to enable the latter
to over come the initial handicaps in the developmenlt. These
provisions expressed in more unambigous forms, were cerlainly
a market improvement over the 1950,s trealy where the transit
was given a vague and feable emphasis. As according to
article 7 " freedom of transit® through the territory of
other withoul distinction ‘'on the flag of vessels, tLhe
destination of origin, departure, entry, exit, destinalion or
cwerships of goods. Article 10 ensured that tariff in Transitl
shall nol be subjected to unneccessary delay or felters.
India agreed lo assign a separate shed in the Calcutta port
where all Nepali goods in transit could be stored pending
onward transmission. Article 14 added thal the trealy would

remain in force for five years which could be continued for
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a further period of five years subject to modificalion. The
Nepalese Prime Mnister R.P. Koirala afler having conclusion
of treaty relurned to a enthusiastic response al home by tUthe
trading community as well as general public. Perhaps the
reputation of Koirala government had never been higher
before—at least on the foreign policy Front,16

Some of the clauses of this treaty became

controversial. For example, the goods manufacltured in India

and Nepal for mutual trade were not defined. And such =&
vague clause later on created confusion in its
interpretaltion. India defined the clause goods originating

in Nepal, as the goods comprising 100 per cent Nepali raw
malerial in order Lo prevenl entry of third counitry goods
inte its country. While Nepal on its part always alleqged
that most of the goods that were imported from India were
also based on material from third counltry. This difference
of opinion mooted problems in the way of expanding Nepal's

Lrade with India.17

In such & turmoil and fasit deterioraing
context of Indo-Mepalese relationship, the treaty of 1960 of
Lrade and transit could nol have escaped from certain

misgivings like, political inhabitations, external exposures,

misinterpretations of clauses of tlreaty, mistrust and

16. Lama, no.12, pp. 267-468.
17. Lama, op. cit. pp.13-25.
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supicion, delays in movement of goods to and from tThird
countries, deflection of trade transit arrangements and
Mepal's policies of Giflt Parcel scheme and HEonus voucher
scheme aguired more controversial dimensions. Despite, all
these misgivings and fierce exchange of proverbial protesils
against each other during the operation period of 1960
treaty, Nepal undoubledly, gained largely bhoth in trade and
transit facilities extended by India. Nepal®s trade with
third countries regislered & phenomenal increase. Its export
to third countries hoosted up from 28 lakhs in 1262-4632 to
Rs. 5.753 crores in 19466—67. Nepal's imporis from overseas
had increased from Rs.12.7 million to Rs. 51.2 million while
its exports lo India had increased from Rs. 91.é6 million 1o
Rs., 184 million during some period. The gap in the balance
of paymenlt posilion for Nepal diminished from Rs. 3.55 crores
in the total trade of Rs. 12.7% Crores to Rs. 3.33 crores in

the total irade of 35.5 crores. 18

TREATY OF TRADE AND TRANSIT AUGUST 30, 19271 : 0On 1ihe
diplomatic front , The treaty of 19240 became bone of
conftention between India and Nepalese economic lies.

18. Kishore Dahal, Indo-Nepal Trade Problems and Prospects,

(Kathmandu, Ratana Pustak Bhandar) 1987, pp. 43-44.




In order to overcome the shorl comings of treaty of 1960, it
was aptly emphasised to enter into a comprehensive lreaty of
August 1971 . It was consisting of three sections VIZ, Trade,
Transit and general provisions. Articles 1 to 7 considered
trade, Articles & to 15 concerned with general provisions.
Comparing with the earliar treaty, the treaty of 1971 had
been substantially modified. It included many new provisions
and genunine measures. The concept of “common markel " as
envisaged by the trealy of 19260 was abandoned by botlh
countries in the New treaty19 was now included on the basis
of Most Favoured Nation (MFM) treatment on reciprocal basis.
Thig treaty facilitated India 1o permit all goods in
particular primary products of Mepal origin into its economy
irrespecltive of percentage of Nepalese malerial and duties.
.This trealy received mixed response in India and Nepal,
some made its assessment in the light of ils objectives, That
Nepal had put for itself during negotiations. It was argued
thalt primary obijectives were? (1) separale trealies covering
trade and transit {(2) trade roule through India te Pakistan
(3 removal of qualitative and quantitive restrictions on
Nepal*s imporls from third countries and ils exports fto India
(4) simplification of customs procedures; (B) additional ware-

19. Kishore Dahal Indo—-Nepal Trade Problems and Prospecls,
{(Kathmandu ,1987), .44, See also P.C.Lohani,"Indo~Nepal
Trade and tlransit treaty of 12717, The Motherland,
Kathmandu, August 23, 1971.
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houses space al Calcutta port under Nepali supervision; (&)
the right to separale barge in Calcutta port and te wutilise
sealed trunk containers in lransporling goods bhetween
Calcutta to Kathmandu, and (7) same tLrealment for ships under
Mepali flag in Indian ports as was given to Indian ships.zo
However, India either ruled out to accept or conceded only
minor changes into prevailing system wilh the respect Lo
first four Nepali condition. The only gains were to India‘s
acceptance of points five and six of Nepali demands, in any
case, New Delhi had been willing to concede from 1lhe
beginning of negotiations in mid-1970s. It was pertinently
pointed outl by Shahast, " To sum up, stricter Indian conlrols
over Nepal's imports and exports was the price Kathmandu had
to pay for itls deliberate policy of exploiting certain
loophooles in the 19460 trealy for short term, il lucratives.,
adavantages for small group of influencial Nepali and some
Indian commercial interests. Particularly idirksome 1to New
Delhi was the extensive use made by overseas exporlers in
Nepal of the international gift parcel system to import
luxury idilems from abroad and then re-export these often

illegally To Indidcieecenncans

Z0. Rishikesh Shaha, "Nepal, Reflections on the Issues and
Events of 1971, Asian Survey op.cit, p.117, For critical
assessment of trealy, See Lama,"The Economics of Indo-

NMepal Co-operaltion op.citl, pp.25-35. RBRindra, Indo and Her

neighbour, op-. cit, pp.2E9-32. T.N.Kaul ‘"Ambassadors

Need not Lie", India and Asia, Vol.3., New Delhi, 1989,
3 < 4649,
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Moreover, 1lhe palttern of irade which emerged did nol serve
the purpose of greater economic diversily which was primary

goal of Nepal's economic policy-but rather, if anything,

increased Nepal®s dependence on Indian market“,21

During the operaltion of this trealy India gave huge aid

22

and assistance far Nepal's developmentl. The Indian

Ministry of Irrigation and Power spenl Rs. 373.88 lakhs on

Indo-Nepal Trisul Hydro-electric and Gandak projects during

21. Ibid.

&2, The following were Indian as did, agreed and completed
projects on Transport and communication systems of Nepal
in 1970s.

1. February 19272, inauguration of Kathmandu-Hombay direct
radio—~telephone, telegraph and telex circuit.

2. 29 December 1974 inauguration of telephone exchange in
Bhadrapur at a cost of Rs. 0.6 million with capacity of
230 connections.

Z. 14 February 1976 inauguration of telephone exchange in
Janakpuram, costing Rs.8 lakhs with capacily of 200
lines.

4. 25 February 19746 inauguralion of 293 meter long bridge on
the Rapti river at Bhaluway al a cost of Rs. 96 million.

5. 11 May 1976 cpening up of 46 km road from Ranipanwa Lo
Tribuli.

6. 12 January 1977, inauguralion of # 1300 line automatic
airconditionied telephane exchange installed in

Biratnagar.

7. 7 November 1977, inaugration of Hamal bridge 640 metre
long on the Kamal river on Mahendra highway. It cost Rs.
40 million.

&, On 1&6 seplamber 1978 in a Memorandum OFf Understanding
(MOU) signed hetween India and Nepal agreed to construct
a railway track to Udaipur at the cost of 20 crores.
Source & Lama, Economics of Indo-Nepalese co-operation
op.cil, p.108. See also 1

il Nepal Press Digest {(Kathmandu)

i) Main Economic Indicators (Mepal Pastra Rank,
Kathmandu.

i) Annual  Report, Ministry of External Affairs,

Government of India, New Delhi.
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the vyear of 1970~71. The Trisul project was commenced in
Nepal as a part of Indian cooperaltion programme al an
estimated cost of the Rs. 13% crores. The Gandak project was
a venture of Bihar and Uttar Pradesh Governmenlts and mainly
comprising the construction of & barrage across lhe river at
Valmikinagar and related canal systems were expected Lo
provide irrigation to 3,322,000 hecltares in Uttar Pradesh 11,
51, 000 hecltares in Bihar and aboult 63,000 hectares in Nepal.
it also envisaged construction of a power house wilh an
installed capacity of BMW in Nepal. Granl-in-Aid wa s
supplied by Indian governnment to its stlates governments for
financing expenditure on Napal benefit portion of the

project.zz

Roth counlries also signed and agreement on the
resumpltion of work on the Western Kosi and Gandak canals.
This ended several year long stalemalte on the river project
and opened the way to negotialions on at least 1Two maior
projects  which would provide up to 3,380mw of cheap hydro-
elecliric power.24 The economic relations of India and Nepal
became more cordial after The 1971 trade and transit tLreaty.

The Governmenl of India continued to help in building and

strengthening Jjoining the economic infrastructure of Nepal.

£23. See BRindra, op.cit, p.232, Lama, op.cil, pp.130-33.

24. Bindra, op.cit, p.232, For analylical study see lama, The
FEconomics of Indo-Nepalese Co—operations, op.cil, pp.45-
5.
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THE TREATIES OF TRADE AND TRANSIT (1978) = In the
gsecond week of December 1977 Indian Prime Minisler wvisiled
Nepal. After negotiations a Joinlt communigue issued .25
Both countries have agreed to "enlarge and intensify"” mutual
cooperation. The comunique’s major feature was of affirmalion
by indian Prime minisier of India's determination to conlinue
to participalte fully in the development processes of Nepal,
.acceptance af Nepali long awaited-ambition of concluding the
separate trealies to cover lrade and transii. Another featlure
of communigque was Lhat 14 MW Devighalt poject was to be
execuled én  a L("I'urrﬂ::ey basis” by Indian engineers and
assislance for exclusive benefit of Nepal. The major point
scared by India has heen pinning down Nepal to agreeing to
expedite three dimportant joint projects in the Himalayan
river Karnali project. Bolh countries agreed lo examine 1Lhe
primary issues wilh regard to the execution of the project
Pancheshwar Hydro—-electlric project on Mahakali river which
form UThe western bhorder of Nepalw#HUttar Pradesh. India
finally succeeded in and gelting Nepal to agree on joint
investigatlion and appoiniment of a commiltee for this purpose
before Februray 1978. Third one project is Rapti was also
discussed. Nepali press appreciated this agreement calling it

Indo-Nepal cooperation touched a new high..26

253, The Times of India (New Delhi) 12 December 1977 and

The Rising Nepal (Kathmandu), 12 December 1971.
Z6. Commoner (Kathmandu) 12 December 1971,
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Within the realm of economic accomodation, afler
gighteen months of extensive dialogue and negoltiations
following expiry of former trealy of August 19746, India and
Nepal signed a separale treaty on trade, transit and an
agreement for control of unauthorized trade on March 17,

1978 .27

Treaty of Trade 1978

This trealy incarporated 12 articles applicable and
renewable for a furlher period of five years by mutual
consent. The tilreaty ensures in the Ffirsl &article, the
exploitation of technical co-operation and the promoltion,
facilitation expansiion and diversificalion of trade belween
two countries. Under Article 2, treaty states that tlwao
countries have agreed to undertake all necessary measures for
the free and unhampered flow of goods needed by each other.
Ariticle 4 furither stales thalt flow of the primary productls
produced in Nepal to India withoult custom duty and
gquantitaltive resirictions are now subjeclt to reciprocal lrade
and not by India alone. Unlike the 1971 trealy, the gprotocol
of 1978 lrade trealy made specific reference of caltegories
sunject 1o exception in respeclt of which free trade was notl
toe be made possible quantitalive reslriclions. The first
category includes goods restricted for export to Third
countries. There was no immedialte controversy in this

28

category. The second calegory includes goods which were

subjected To control price for distribution or movement

27. With regard to diplomaltic talks that preceded the treaty
of 1978, See lLama, The Economics of Indo-Nepalese
GCooperaltion, op. cil, pp.34-43.

28, Ibid, p.37.
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within the market. This included cerlain essential goods
like «coal, peltroleum, cemenl and cotion yarn in which Nepal
has an acute shorltage. Even witlhin India they were subjeclted
to control in terms of their movement and price. The third
calegory included goods prohibled for export to each olher
This was mainly aimed at preventing deflecltion of tlrade.
Goods having low percentage of value—added in Nepal also fell
into this category. The New treaty indirectly recognised the
inherent fact thal trade relation between India and Nepal
were on the line of unegqual partner. As Rishikesh Bhaha said
Trealies can never be unegqual as long as governaments and
stales conlinue To pledge Lheir adherence lo them.aq This
was aplly manifested India’s attitude of highly apprecialtive
spiril of accomodation. Unlike 1971 trealy of trade where
sixleen categories of goods were exempled from basic cuslom
duty and gquantitative restricltions, the new trealy contained
twenty categories.SO
Articles 5 and 11 are simply the repetition in toto of
articles under the trade and general provisions of the 1971
Lreaty. The protocol concluded under this trealy provided

#9. Yogesh Upadhyava, "Indo—-Nepal in EBEalance'", The Hindu
(Madras), 21 April 1989.

30. The protocal to treaty clearly mentioned eleven items of
goods under this calegory viz, agriculture, horticulture
and forest product, unprocessed minerals, Tobacco
products, Beverages Diary Products, oil and oil extracts,
Cereal and flour preparations, confeclionary concluding
chocolate), Handicrafits and Artistic goods and other
miscellaneous mutully agreed upon goods.
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the industrial products of Nepal access to Indian markel free
of basic custom duly and gquantitative restrictions provided
they contained notl less than B0 Per cent of Neplaes raw
materials (Nepalese and Indians raw material} The tariff
concession would be somewhat a3 diluted if wvalue of the
Nepalese and Indian material and labour added in Nepal, was
at  least 50 per cent of Lthe ex —faclory price. Although,
custom duties come to lewsd on Nepal's exports of Industrial
Products to India, no gquanlitalive restriclions were tlo be
placed by India on its imporls.
Treaty of Transit 1978

In view of changing scenarioc il was natural that Nepal
wanted its immediate neighbours to realise it and change
their approaches to make lthem conduc¥ive to the changed
situation of Nepal. India was aware aboul it yet India's
approaches to Nepal has been influenced by the old pace and
pattern. That is why, & difference in the way of thinking and
functioning between India and Mepal was noliced. Doublless,
India being the close neighbour and under standing friend,
Mepal expected much more co-operation from India. Il's
expectation from India was cerlainly much more than what it
was recieving from India. Nepal's expectation and India's
internal polilical and econamic compulsions created

apprehension between the relationship of both countries.
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Mepal's insistence on separate trealy on transil on the
ground that transit was ils legitimate right, while @rade was
a maller of bilateral relations. A separale transit will be
helpful for the diversificalion and expansion of Nepali trade
wilh third countries. Another point was thal separale 1lrealy
an  transil was rather psychological one, as 1t marked only

marginal difference.31

Inpractice, compositle treaty
governing both bilateral trade and transitl of third country
trade of Mepal has the same effect as a separate from trade
trealy. Difference in transilt procedures will not effect
bilateral trade, if lransil was separate lrade lrealy.
Mepal®s long-standing demand and aspiration to have a
gseparale lrealy on transit as a matler of "legilimale rightt
came inlo existence by the signed separate ltrealy on transit
1978. It consisted 11 articles and was lo remain in force
for a period of 7 years, renewahble for anolher seven years by
mutual consent. The treaty of transit included facilities of
accomodalion and open space for warehousing for storage of
cargo from Nepal at Calcutta. Aparlt from this new facilities
alse included the movement of bulk cargo by bolh railway and
road. India also agreed to provide an overland route for
Nepal®*s trade wilth Bangladesh as well as third countries

31. The National Herald, (New Delhi) April 14, 1978.
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Lhrough Bangladesh,32 Aboul The overseas lrade of Nepal
Indian Prime Minsler has given his assurance during his Nepal
vigil in December 1977. Indian Prime Minister said : Nepal
has right to access to and from the sea in the malter
relating to trade with third counltries. However, trade must
be such that it did not harm the countries concerned in the
process.

fArticle One was just repeltition of article Seven of
earlier 1ILrealy wilh minor modification that 'nmo distinclion
shall be made which is based on flag of vessels, Lhe places

of origin, departure, entry, exil, destination, ownership of

goods or vessles. Article lwo preserved "legitimate
interest” of India while giving such freedom of transit to
Mepal. This aspecl of the article was new Lo this trealy.

¢

Articles nine and ten of lreaty of 1971 repeated in tLhis
Lreatly by articles three and four. Article five of treatly
provided tariff in transit, at point or poinlts of entry or
exil on reciprocal basis and naet by the Governmenl of India

only.

An agreement of co-operation to control
unauthorised trade : This agreement was concluded after a

long fell need arising oul of vexed problem of open border

32. MJABayg, Foreign Affairs Reporls, Vol.39, nos. 889,
August-Sepltember 1990, p.4.
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and resulting in the deflecition of trade33

and brought both
the countries to work towards curbing such surreptilious
activities and every flourishing illeqgal trade. This
agreemenl was le remain in force for the period of five
years, renswable of anolher five years. Il was renewed on
March 17, 19283 for anolher five years wilh mardginal

improvementn34

Article one reconfirmed the right of both countries to
pursue  independent foreign policies and the need To ensure
Lhat economic interests of either country were nol adversely
affecled through “unauthorised trade'. Article threes
provided tThalt each country should curb re—export to other
contracling counlry of goods imporled from Third countries
and of products which contained imporits from third countries
exceeding 30 per cent of the ex-faclory value of such goods.
Article fourith imposed restricltion on import from olher
country and its re-exports to the third country from ils
territory. Articles & to 10 were same as arlicles 7,15,16,17
and 18, of trade treaty of 1971, The total 15 routes haudd
been specified for Mepal in the trealty Lo facilitalte Nepal's
trade with third countries. The number of routes specified
for trade with India was 10 in 1971 trealy which was now
increased to 21 under new lreaty. The free Lime for Nepal's
transit cargo was also increased from three Lo seven days atl

32. Ibid, p.5%, Lama, op.cit, pp. 39-43.
34, The Indian Express (New Delhi), March 3, 1983.
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Calcutta and Haldia ports. To following this, on 14 August
1978, India and Rangladesh signed a Memorandum af
Understanding (MOU) to provide Nepal transit facilities to
Dacca and third countries through Their terrilories with a
railway routle connmecling Bangladesh and Nepal through & short
corridor to Indian territory of Radikapur. This was to have
three terminus points for entry and exit of Nepalese exporls
and imports Carge viz, Raxaul and Galgolia and Joghani in tlhe
Mepal—-India border. The protocal provided Nepal with access
to sea through the ports of Chitlagons and Chalna in
Bangladesh.

During the Indo-Nepal talks held in Kalhmandu in August
1980, Indian side claimed thalt all the necessary arrangement
had been made for Nepal bound goods in separate ogodowns,
provided to Nepal®’s transilt and warehousing company. India
also agreed to give lansil facilities at Banapal 1lo goods
other than paper also. 0On May 1982, India in a spirit of
accomodation, understanding and trust mad e 10 more
concessions in the area of Llransit. It agreed tlo simplfy
procedural maltter with regard to make an evaluation of tfhree
point  formula to effeclively curb unauthorised trade. In
view of the facl that Nepalese imports of third country goods
had been facing the problem of insurance. "India was tlo
provide insurance coverage to all goods imported by Nepal and

Lransported through India by railway wagons and by official
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carriers privale carriers goods were to given insurance by
June 1982,3°

ficcording to article five both countries agreed Ulo
exchange lists of prohibited goods and exchange slatistical
and other information related to such 1lrade. To ensure
effective implementation to The irealties and agreement, bolh
countries agreed 1o consult each olher regularly with a
commitliee to meel al six months intervel. In these trealies
and agreement both countries had shown the attitude of give
and take, which Nepal gave up, ilts insistence to mention ils
right to transit, India agreed to delink bilalteral lrade with
transil with an understanding on curbing unauthorised trade.
Thus the document stand as proof of positive growing
underslanding belween Nepal and India.36 This latest pacts
make it abundantly clear thal India has gone more Lhan half
way Lo meel the demands of Nepa1n37

fAibove menlioned treaties stimulated and strenthened
Indo-Nepalese economic ties. From The NMNepalese economic
diplomatic point of view, the year of 1978 was the year of
big achievement. The Janata regime in India seemed Lo have

maintained spirit of mutual accomodation and understanding.

35. Lama, op.cil, p.43.
3&6. The Naltional Herald, (New Delhi), 14 April 1978.
37. The Financial Express (Bombay), 22 March 1978.
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Indo-Nepalese economic relations further improved when tlwo
countries signed a Memorandum Of Understanding (MOU) on
industrial and economic co-operation under which cement
plant, paper and pulp industries, for export to India and
third countries. For the continuation frade and tlransit
facilities to Nepal, India signed similar memorandum of
understanding with Bangladesh. The significant fealure of
understanding was an agreement on opening a railway roule
connecting Bangladesh and Nepal through a shorl corridor in
India. This route would reduce Nepal®s dependence on Calcutla
Port, which was at 1thalt time only, a&access 1lo sea. An
agreement for selling up New Indo-Nepal joint ventures in Llhe
kingdom signed by finance ministers of bolh countries in
KathmanduHBB

Despite, stimulaling economic relations, both
countries however could nol resolve the issue relating lo the
doint river projeclts, particularly the 34600 MW's multipurpose
Karnali project in the Western Nepal. India wanted to make
it a Jjoint venlure, lthereby preventing third parlies from
entering into multilateral agreemenl as suggested by
Bangladesh and Mepal. To cope with suggestion "India signed
an agreement wilh Nepal lo expedilte work on the projectls,
Pancheswar, Rapti and Karnali. Rapli was essential for flood

control project while olher two were multipurpose projecls.

38. The Slatesman New Delhi, March 23, 19764.
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After a period of discord, several irritaents at
political level were removed and bileteral lies were now
progressing in a happy course. Nepal dependent for 90 percent
of assitance on India which already provided nearly Rs. 150
crores of grant. A new'Memorandum of Understanding in  the
wake of the trade and transit trealties over in which there
were long—-standing diffirence~ has sel tlone for broarder
level of cooperalive activities.gq Expressing satisfaction
over fulfilmenl of Nepal's needs for economic development as
well with in India®*s technical and financial capabililies
during 19270's Nepali Prime Minister said thalt India and Nepal

relations "had never been hetter, even in 1950~51”.40

2.3 Econemic Relations During Eighties

For more than three last decades Indo—-Mepal economic co-
operalion blossomed inlo programmes covering almost all
fields, transport, communicaltion, horticulture, livestock,
irrigation, power, public health, educatioﬁ, geological
survey, mineral investigation, industrial development and
technology. To cordinate work in all these fields Indian
Commission {garliar known as Indian Aid Mission) was
established in 195%4. The iree of cooperaltion which was

planted three four decades ago has since borne rich fruit.

39. The Hindu, (Madras), Sepltember 25, 1979.

40. Asian Survey, Vol. 19, no.2, (February 1979), p.202.
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Up to march 1980 India's assistance to Nepal amounted to Rs.
{/162165 crores (Indian rupees).41 The proposed Indian
assistance lto Nepal for the year 19280-81 was Rs. 13.57
crores. The three Indusirial estates set up wilh Indian
collaboration were funclioning properly. In the field of
joint industrial collaboration, a beginning has been made in
Lhe field of paper industry on July 21,1981 India agreed to
assist Nepal having movre reliable and stable
telecommunication links belween the two countries hy laying a
4.5 long coaxial cable belween Raxaul in RBihar and Riragarl
in Nepal, at a cost of Rs. 13,00.000 The decision was a&also
taken to effect that Indian co-operation mission bhe merged
with Indian embassy in Kathmandu. On August 1981 the Gandak
river canaly a 10 crore hydro project was handed over to

4z

Mepal . n  December 1981 India and Nepal reached a

comprehension agreemenlt on flood control under which 40
slations will be set-up in different parts of the kingdom to
provide advance flood warning and collect data of rainfall in

catchment areas. The eslimatled

41, D.K.Issar, "Assislance For Progress'", The National Herald,
(New Delhi) March 13, 1980. The secltorwise breakdown of
assislance, road and airports (Rs. 100.50 crores); Postl
and Communication (Rs. 1.40 crorel); irrigaltion, power and
water supply {(44.27 crores); Horticulture, agriculture,
velerinary and forestry (Rs.1.2&6 crore) Community and
Panchayalt development programme (32.57 c¢rore) educalion
and health (Rs. 2.28 crores); Industry (Rs. 1.84 crores);
and Archecology, archives survey technical assistance and
training (Rs. 7.33 crores). Grand total Rs. 162.65.

42. Lama, op.cit, p.278.
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cost of setting up these centres will cost 1.5 crore which
will be borne by India. India will also be supplying all the

malterial needed for these centres which will be manned by

Nepalese with Indian technical personnel assislting them"43

On 7th December of some year on Lhe eve of President of
India’s visit to Nepal, India announced a special granils of
Rse. 1.3 crore for welfare schemes in Pokhara valley whare &
large number of w—servicemen of Lthe Indian army were

settled.??

Indo~-Nepal trade and economic co—operation comprised of
preferential trading arrangements and plentiful transit

facilities to Mepal and also the Indian rupees as medium of

45

their mutual trade. These arrangemenis created misgivings

would appear to concern both in fundamental and detail, while
there was 1little room for the compromise of fundamentals but
there was good chance for the removal of minor and aveoilable
irritent, even il genuine grants to Nepal. India‘s very
special relationship with Nepal would warrant it. The budgel
aid to Nepal of 1981 was 17 crores and annual lrade between

The two countries was aboult 300 crores. It could ke

44

considerable more but balance heing in favour. During the

43. The Hindustan Times, (New Delhi) December 2,1981.

44, Lama; op.cit.

45. R.L.Veshney and Raj Kumar, Foreign Affairs Reports, Vol.
37, nos 182, January-February 1990, p.10.

44. S.8ahay, "f close look Indo-Nepal Relations", The
S5tatesman (New Delhi), December 10, 1981,
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decade of 1965-7% India obsgrved aboul 95 per cent of foreign
trade.of Nepal. 1t has been fallen to 38 per cenl in 1981.
This was hecause India found it difficult to exporl scarce
goods to Nepal and it has been also stopped to pruchase of
major item of MNepal like rice,47

NMeverthless, Mepal accepled the interdependence
inherent in geography, especially since the lale King's
afforts to diversify trade were nol outstandingly successful.
With this frame, lhe Nepalese mighl understandably Lry to
lesson its dependence upon India encouraged by other
countries. Such as setting up cement plant with the German
and the Chinese aid; planming & paper and a tloobacco
factories with collaboration of Chinese and Russians; and
agreeing & substantial contract to Japan. Its economic
relation with Bangladesh and Pakistan were also viewed with
opltimism. Buch revalualion was a logical expression of
Nepalese sovereignily. Harassed and frustrated by procedural
obslrucliveness, somelimes, tLhe MNepalese were templed tlo
suggest inadequale goodwill. For instance, transil rules were
subject to wvarying in interpretations. Though primary
products enjoy free access { like Lhe product which made by
20 per cent of material was Indian or Nepalese), the customs
suddenly decided not to allow unimpeded movement of "Khair"
Biscuits and oghee were a&also classed indusltrial products.

47. S.N.Machal, "India and Nepal ¢ Need for New Vision", The
National Herald, (New Delhi, December 9,1981.
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However 1o remove Lhis hazard the rules were relaxed after 12
months of negoliation hut only 50 out of 400 Nepalese
applications were cleared at the end of two years.48

To defend, India blamed Nepal Uthal Nepali Government®s
action of recentl reduction on duty on thrid country®s imports
has abolished India‘s trade advanltage. Nepal argued tThatl
India is still favoured to the extent of 30 per cent because
olther seller have to pay sales tax and much more freight.
Further, 1LThe Nepal will not admit that import more than il
need in order to supply from the Indian blackmarket. Indian
Government added that Indian bussinessmen and traders with
gstablishment in Kathmandu, and office in HongKong Singapore
and Bangkok who controlled clandestime commerce and trade.
One of the genuine point Nepalese regretl Thal most of Indian
business houses were not interested in the Kingdom®
industrial development because New Delhi neglected scope for
joint wventures. And that little effortl was made to open up
the bordering of Indian Terai. It will link Nepali industrial
like EBiratnagar and Birganj with counltry®s more backward
Nest.49L/§4gce one of tThe major irritenls in Indo-Nepalese
gconomic Co-operaltion was the problem of transit of Nepal's

imports. To solve this, the agreemenl reached at fiftlh

48. 5.K.Datl Raj, "Relation with Nepal; Politics of Econemic
Co-operation'”, The Sltatesman (New Delhi) April &,17282.
49, Ibid.
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meetling of Indo-Nepal governmental commiilee. India has

agreed 1o seven things.so

Firstl, The problem of providing
insurance cover for the goods in transiltl has heen resolved.
As a resull insurance cover will be available with immediatle
effect for all goods. Second, India has agreed 1lo increase
the transitl period from 13-30 days to 45 days. This will have
beneficial effect of eliminating the hurdles arising out of
triple import that was somelimes levied in Nepalese cargo in
trangit . Third, India has agreed not to levy delention
charges for the firslt lthree days after wagons are made
available. Futher, India has also agreed to exempt Nepalese
import from detention charges where delay could be shown due
to factors heyond the Nepalese importers control. Fourtlh,
India has accepled Lo Nepal's request for opening anolher
trans—shipment point at Gorakhpur. Fifth, The free period for
storage of cargo al Narayanpur has been increased from one lo
three days . Sixth, The Nepalese wil now be allowed to keep
Lheir imporis in their own warehouses al Raxaul and Finally,
India has agreed lto reduce the time lay in issuing
noltifications for preferential entry of Nepalese industrial
product. All these steps, together contribulte easing the
prevaliling misunderstanding between India and Nepal. Nepal's
long continued economic problem is trade deficit. It has

50. The Financial Expresse (Hombay) May 4, 1982.
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always adverse balance of trade with India. In 19281-82
Hepal®s imporl was in tune of 480 crores and export worth
only 147 crores.51 India had played & major vrole in
rectifying the imbalance condition of Nepal although the main
responsibility lies wilh Nepal itself. Industrial
backwardness, burdened with intensive economy and Nepal's
concentration on agricullure for an exporalable surplus are
main causes of ils chronic imbalance of trade. To be land
locked and in access Lo sea are lLhe geographical causes of
its trade imbalance. Anolher cause Lo this imbalance of trade
was smuggling, which was rampant. Similarily, the deliberate
abuses of loophooles in the imporl regulations by the trading
community of bolh countries on the border, was also in
alarming proporition. Doublless, Nepal®'s demand for trade and
Lransit facilities through India was therefore, legitimale
and deserving of sympathetic and genuine consideration. To_

"
curb the smuyggling, on 7 Feburary 1983 both countries agreed
that the offical of both sides will meel at least once in six
months to exchange information aboul mode of operation of
smugglers and advise effective steps for dealing with such
illegal operaters. The operning of two new railway

transhipment and Itransilt points al Kathihar and Gonda no

doubt speeded up the transportation of goods to these parts
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of Nepal. Bul lhan Nepal has special responsibility to see
Lhat these additional transit points are not misused.

L/fw, Feburary 1983 Nepali Prime Minister visited India
and emphasised on restrucluring the world economy and
neutral co-operalion of thrid world counlries. Bolh countries
agreed upon Jjoint executlion of three wmajor muliti-purpose
river wvally projiects for harnessing waler resoures for
irrigation and power. The trade treaty of 1978 expiring on 31
March was exlended on ad-hoc basis. A Jointl commission was
selt up to promote co-operalion and Joint venlures. On
December 1983 Nepal was linked with Indian tlelecommunicalion
network along with Pakistan, Bangladesh and 8rilanka. In

"
February 1984, there were talks were held between India and

Nepal on ulilization of waler resources in Nepal and on March

1284, the King commissioned the Devighal hydro-eleclric power

station built under Indo—-Nepal gconomic co-operaltion
programme . In June, the same vyear, Indo-Nepal inter—
"

governmental commilte look very important decision? by adding
12 more items of Nepalese industrial and olther preferential
treatment in the Indian markel; granting permission to 19
items of Nepal to reach India withoutl perform formalily;
extending time from one lo three days more for 1ifting the
Mepali cargoes al Narayanpur shed; Simplifying insurance

procedures and allowing the entry of 6 Indian companies in
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22 But all these

Nepal for setling up of industries there.
efforts could nol solve the problem of Nepali deficit. From
72.90 crores in 1974-74 it had scaled up to Rs. 137.72 crores
in 1282-82. In 1974-75%, Nepal imporied goods worth Rs. 147.59

crores and exported Rs. 72.90 crores of traditional items 1o

India. In 1983~-84,it1 exporled goods worth Rs. 84.33 crores

and imporlted from India goods worth Rs. 249.94 crores. In
addition, the rapid and somewhalt unchecked growtlh in
unauthorized trade crealed & crucial problem. Goods warth

Rs. 2 <crores wrere smuggled every vyear beltween 1Lhe 1lwo
countries. To cope wilth this problem, Nepal agreed to reduce

cusltoms dutly on certain Indian gooods.53

N'Qn February 5, 1985 India and Nepal have identified 17
industries as having immediate possibilities for the
gstablishment of Joint ventures belween Indian enlreprensures
and Nepali industrialists. In the first week of April 1985
foreign secreltaries of bolth countries met at Kathmandu to
initiate steps to avoid douhble taxation so that Indian
entrepreneures will be encouraged to participate in Nepal's

industrial development prugrammes.54

52. lLama, op.cit, p.279
53. Ibid.
54. The Newstime (Hyderabad) April 8, 198%.
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L//fﬁt there was a prejudice in one secltion of Nepali
intellectuals that Indian aid is Indian benefit oriented. It
did not improve economic development of Nepal. Mr Lama
analysed use of Indian economic assisltance to Nepal very
honesty. More Than 50 per cent of India‘*s assistance Lo Nepal
has been allocated for developmenlt of Tlransport and
communication because of rugged and mountaineous lerrain.
Nepal had remained a fragmented economy wilh embryonic
internal tlransportalion system comply with the popular need
India to build. Aboul Lhe cémposition aof Indian aid and
assistance he stalted, India's aid has been mosily in grants,
the loan element being very small. This is in contrast to the
overall aid composition trend in Nepal where granls as
percentage of total foreign aid have come down to 35 percent

in 1982-83 from 98 percent in 1965-66.2°

The utilization of
Iindian aid appeares to be ineffective. Among tThe faclors
attributed to such limiled digestion of aid, the lack of a
proper  economic environment, inadequate administrative and
financial institutions, wunrealistic monetary and fiscal
policies lack of proper planning and resources allocation and
deficient technical experls are preponderent. This analysis
revealed 1That ‘'"Mepal is ilself responsible for many ils
problems bul not all of Nepal's problems are of ils own

55. Mohendra P.l.ama, "Contents of Indian Assistance Lo
Nepal', The Patriot (New Delhi) March 25, 198646,
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A
making. L/Gﬁ;/of the grealtest hurdles to Nepal®s development
in future will be removed if India could only to convince
Nepal's need for expeditious and assured transil including,
where possible, development of river transiltl in mulually

advantagous manner .0

India continued be the single trading
partner of Nepal accounting for 58.6 per cent of Nepal's
exports 1984-85, and 50.6 per cent of its imports while
Nepal, exporl 1o India increased by 39.2 per cent in  the

57 Eut

preceding  years, its imports rose by 29.2 per centl.
Mepali Foreign Minister claimed Nepal's imports from India in
1284-85 to tolled Rs.403 crores and exports amounted only Rs.
161 crores . In the first nine months of 1985-846 alone
imports from India amounled Rs. 328 crores while exportls wers
more than Rs.196 crores.

During the visit of King te India in September 1985,
Nepal agreed to wilhdraw China from sensitive road project in
Terai (Khalapur - Banbasa secltor of East-Wes highway) and
accepled India®s aséistance of Re.B0 crcres’(lndian Rupees)
for the construction of this project. In July 1986 Indian
President Giani Jail Singh visited Nepal, assuring Nepal of
India's contribuling support for it to become self-reliant.
The President of India said, India’s economic, technical and
gscienlific assistance for the kingdom is not a favour butl our

58

duty for friendly Nepal. Nepal’s slress on reducing its

adverse bhalance of trade gap with India on one hand and

India's desire for mutual co-operation in harnessing the

D&. Rishikesh Shaha, "Complex India-Nepal Ties", The Times of

57. The Hindu (Madras) July 14,1986,

38. The Patriol (New Delhi) July 23, 1986.

88



water resources of Nepal were belived to have dominated in
Tthe official talks between the two countries in Lhe five days

state visilt of President of India.59

On July 1928646 India and
Mepal have decided to sel up & Joint commisssion at
ministerial level to review exislting co-operation, ways Lo
diversify il and strengthen it according to plans and
priorties of the Nepalese Government. The decision Lo setl ujp
commission was laken at the meeling belween Indian indusiry
Minister and Nepal's Prime Minister. India has agreed to set-
up an indusirial estale al Rajbiraj in Soulthern Nepal. The
Mational small indusltries corporaltion will build the estate
at the estimated cost of the 1.3 crore. India also agreed to
consider TtThe Nepalese suggestion for expanding the BRir
Hospital at Kathmandu at a cost of Rs. 28 crores. FRolh the
countries agreed Thal Nepal's huge waler resources or hydro-
electric pontentialities could be used for mutual benefitl.

By evaluating the oulcome of Indian President visit The
Hindustan Times statedéo that the Presideni of India's visit
Lo Nepal has been a success story, especially if it is borne
that titular head,s sojourn is hardly expected to do anything
maore lhan generale goodwill. There was langible evidence of
Lhis success, Lo be agreed lo harnessing the water resources
far mutual benefit and decision to set up joint commission to
oversee Indo-Nepal co-operation were the best examples. If
however, 1o be noted that decision to set up commission
itself was not new. The establishment of joint commission was
agreed in principal when the then Prime Ministler of Nepal

5%. The Hindustan Times (Mew Delhi) July 24, 1986.
60. The Hindustan Times(New Delhi) July 26, 1984.
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vigited India in 1983. In the ;éar of 1984, tUthe decision
taken by both countries about a sugar factory Lo bres
constructed at Lumbini in Nepal with Indian pariticipants to
produce 30,000 tonns per annum A 236 KM secltion of Mehendra
Mighway in Weslten Terai was opened in Januaryl0, 1984&4&. The
project was hegun in 1972 wilh Lthe assistance of Indian
Government. One another 8321 KM of road was completed from
gaslern horder area to town at Mepalganj. The construction of
last stretch from Nepalgani to Mahakali is to be begun in
July 19284 with Indian assistance expecled it will complete in
1990, 91

On v}ﬁne 1987 India and Nepal signed three agreements,
setting up of joint commision intented to boost up economic
co-operation in {trade and transit, industry and watler
resources. HBecond, establishment of industrial estate in
Rajbriaj at the coslt of Rs.1.5 crore. Il was discussed and
signed during the visit of Indian President to Nepal in July
1986 this was 1the fourth estate to he sel up here witlh
Indian assistance and third agreement was avoidance of double
taxation. In addition to them, India also agreed Lo give

Mepal an assistance of Re 5 crores for the goitre control

1.62

]
w

programme in rural areas of Nepa

QE/ June 26, 1987 India and Nepal signed an agreement
regarding use of insat-saltellilte by latter in order Lo make
the tlelecommunication links belween lhe two countries more

reliabkle. The wuse of the satellite, it was hoped would

&1, The Counltry Report India-Nepal no.Z, 1984, p.22.
2. The Hindustan Times (New Delhi) June 1%, 1987,
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considerably improve metereological services, including
wealher ?0recast.63 The project was to be compleled in three
years Lime., It will be essential to mention here thalt This
agreement was a keel of telecommunication cooperaltion belween
the two countries. Earliar telecommunications beltween India

and Nepal was linked by coaxial and micro wave syslem.

However, the trade turn over beltween two neighboures in
1986~87 increased lo 206.19 crores showing increase of 7.4
per cenl over the last year. While the balance of trade has
been in favour of India simullaneously imports from Nepal to
India have also gone up from Rs.34.47 crores 1983-84 to Rs.
64,48 crores  in 1986—-87. The main items of imports being
feedstuff for animals, chemical and related products and
textile Fabric,64

On 14 #ugust 1787 Prime Minisler of Nepal too admitiled
India's conlribution in overall developmental activities of
Mepal by saying:

"we have succeeded in developing necessary infra-
structure in the field of education, transport, communicalion
hydro-elecltricily, irrigaltion and agrimculture.bs

On 10 September 1987, in the 9ih meeling of Indo-Nepal
Inter—governmental cammitiee by BMpressing saltisfacltion

&H3. Nepal News, vol. .26, no.11, 15 July 1987, p.2.

&4, The Patriol {(New Delhi) September 13, 1987.
65, Mepal News, Vol.2é6, no.13, August 15, 1987,
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Commerce Secreltary of Nepal urged that India should continue
to undertake feasible joint ventures and provide olther
assistance Lo Nepal.66 With regard to Karnali project both
sides whiie agreeing on the need for making a forward
movement also realised Thalt il was necessary to implemeni the
project at the earliest possible time. Bolh counltries
discussed and realised significance of the implementation of
Pancheshwer —mulli-purpose projecl and border river Mahakalis:
In the siuth meeting of Jjoinl corordination commitlee on
Karnali (Chisapani) project discussed problems of hydrology,
Sedimentology seismology and opitimization.67

On 13 Augusi 1988 India and Nepal agreed Lo sel up
three commissions on trade, economic and industrial co-
operalion and water resources management. This decision was
taken by Jointl inter—governmental commission meeling in
Kathmandu. Each-commission to be headed at Secretary level,
which would meel at least once a year or more and when
Nnecessary and report to the annual meeling of joint
commission.68 The Lwo also agreed lo establish an effectlive
flood forecasting and warning system through exchange of data
on reciprocal basis. In this regard, seven Indo-Nepal flood
centres were idenltified, lo set—~up in uper Himalayas, India
has also provided wireless sels and some olher gadgets.69

6bh. NMepal News, Vol.26, no.3, Seplember 1%, 1987, p.2.
&7. Rising NMepal (Kathmandu) September 11, 1988.

&8. The Staltesman (New Delhi) August 14, 1988,

&F . The Hindustan Times (New Delhi) June 11, 1988.
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2.4 Trade Impass Period

Since the 1930 lrade and transil issue has become a
major bone of contention in Lheir economics relations. The
Treaties of trade and transilt 1978 expired in March 1983 and
were renewed by Indian governmenlt for ancolher five years. The
problem arose in March 1988 when India proposed that fresh
negotitions be starled on & single unified treaty on trade
and transit in addition to it an agreement aboul unauthorised
trade.7o Bul Nepal wanted two separate trealies on lrade and
transit with the purpose of diversifying ils trade with other
countries and shunning away the trade lies wilh India at any
opporitune time while retaining the transilt facilities. The
intention of Nepalese Government was clear that il may not

71 It hbears

like to contlinue trade relations with India.
repealting that Kalhmandu's insislence on two separate
treaties instead of one composilte Lrade and tTransit lrealy
was notl a sudden development. This was just continuation of
game which Mepal has long been playing last for 10 years when
Ltreaty of 1960 was lapsed in october 1970. The Nepalese
government did nothing in advance to gel il renewed. Afler
protracted negotialions it was renewed in August 1971,
covering legitlimale economic interest of both India and
Nepal. The 1971 trealy of trade and transil lapsed in August
1976 Thalt it could not be renewed on the lime primarily

70. MNiranjan Hoirala, "Nepal in 1989", Asian Survey, Vol. 30,
no.2, February 1990, p.136.
71. The Financial Express {(Bombay) September 30, 1983.
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because Nepal's insistence on lwo separale lrealies. Indo-
Nepal trade and lransitl ireaties 1978 finally expired on 23
March 1289, in accordance wilh LThe notice given by the
Government on March 1, 1989.

"Accordingly to & spokesman for ministry of Foreign
Affairs, despite Mepal’s proposal for negotiations for
separate ltreatlies on trade and transit, LThe Governmenlt of
India publically announced the termination, with effect fFfrom
March 22, 1989, all existing arrangements.72

According to the announcement, among the points
specified by the trealy for Indo—-Nepal bilateral trade, all
such points excepling for Jagobani and Raxaul have been
closed. Even for transilt purpose Lthese two points have been
kepl open. On March 1, 198% the Ministry of Commerce
received a lelter from the embassy of India to Nepal, giving
the notice thal the treatly of trade and Agreement of Co-
operation to control unauthorised trade will expire on 23
March, the dale on which the treaty of transit will also
expire.

Termination of tlrealies had adverse impact on Indo-
Nepal imports and exports. Hence, it has bheen established
that in Nepalese euports, the primary products were the
mainstay in the initial phase but manufactured products
accounted for tLhe large export share in the laler period.
Among the main items of imports, the share of transporl

vehicles and other machinaries (232.5 percenl) was highest,

72. Nepal Mews, Vol.328, no.4. (April 1, 1989).
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followed by textile (20.0 per cent), beverage and live animal
(19.0 per cent), other products like, cosemiic goods,
medicine, L.P.G and Coal (17.0 per cent) industrial raw
materials like thread, cotton tobacco and bidi leaves (10.0
per cent) construction material (7.2 percent) and books and
stationary (2.3 percent) during 1988-8%9. The changing trend
was seen in the composition of Nepal®s imports from India was
other groups {(Z23.4 per cenl) consisting of commodilies like
medicine, cosmestic goods. LPG and Coal followed by
construction material (20.3 per cent), Lransporl vehicle and
other machineries (14.6 per cent), lextile (12.3 per cent),
Industrial raw malerial (12.3 per centl), food beverage and
live animal (12.32 per cenl) and books and sltalionery (4.4 per
cent?.

An  Analysis of Nepal's exports of main good to India
also reveals analther unprecedent results export of
agricullural forestry and related products cereal items,
oilseed, o0il and fals, spices and condiments, vegetable and
fruit, Jjute and jute goods,fresh fish and live animals
Logather accounled for 88.46 per cent in 1988-89. The year of
1989-90 was wilnessed wilh reduced share in  produclts of
agricultural, forestiry and related products to the level 75.9%
per cenl whereas the share of hides and skins has
significantly increased and accounted for 192.9 per cent. Sa
major exporil goods of Nepal to India included the products of
primary and raw-malterial nature which was of high intensity

but attracted lower prices.
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The balance of trade of Nepal with India has tlaken a
more intricate and alarming dimension during 1989-9Q. This
trade deficit in 1975-7é6 was doubled in 1982-83. The most
important factor leading to such huge trade deficil with
India was emerging systems of unequal exchange betwen India

73 India occupied an important place in Nepal's

and Nepal.
exports as it accounted 61.7 per cent in 1980-81. During
impasse period 1989-90 il was recorded with lowesl share of
8.1 per cent as against the huge share of 91.9 per cent ~of

74 Nepal's imports from India also

rest of the world.
witnessed declining trend as 49.2 per cent in 1980-81. But
during impose period 1989-90 it was decreased up to 26.0 per
cent as against gigantic share of rest of the world was 74.0
per cent.75 The trade balance of Nepal with India and rest
of thé world showed an unfavourable trend throughout. In the
year of 19280-81 it was 42.1 per cent with India and 37.9 per
cent wilh rest of the world. In 198%-20 il scaled down to
the level of 32,0 per cent with India. In contrast, i1l was
about double of India's share &7.0 percent with rest of the
world. The overall decline of India's share in Nepal's trade
was highest dimension at the end of 19280"s which was tlhe
transitory period of trade impasse.

In commoditywise, India's share in all product
categories declined exceptl lobacco and beverages where tLhe

share of India in Nepalese imparlts has risen from 87.8 per

73. The Economic Times (New Delhi) December 22, 1984.
74. For detail See Table No. 2.
75%. See Table No.l
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cent in 1974-75% to 91.4 per cent in 1989-90. The whole
scenario manifested the fact that India's share in Nepalese
exports has declined at a grealer pace than India's share in
Nepalese imports particularly during trade impasse. This
assured thalt Nepalese economy is more depend on Indian
economy as it continued to import much even at higher tariff

76 In this respect Nepalese basic argument that it

rales.
should be lessen iles dependence on India because of thisg
reason the transil rights have become & corner—-stone of ils

7 During this impasse period.

foreign itrade strategy.7
Nepal was also determined to diversify its trade relations
and transit facilities to reduce dependence upon India. It
was reported that Nepal to have decided to open new roules to
the sea through Karakoram Highway. of China and from there tlo

78 In the field of foreign trade in

Karachi porl of Pakistan.
a bid to diversify Nepal's trade relations, NMepal pursued the
policy of allowing imports from third countries under 0OGL
{(Open General licencel). BRul Nepal’'s lrade and industry still
preferred 1lransactions and economic dealings with India.
Their reasons for lthese preferences were 3

(il A long period of Lrading relations and understanding
in the matter of money dealing with their Indian
counterparts.

{ii} Knowledge of price and cost structure of eilther side on
all items.

76. MJA.Beg, Foreign Affairs Reports, op.cil, p.28.

77. Anirudha Gupta, "Indo-Nepal Discord!, Economic and
Peolitical Weekly, Vol. 20. no.2&, April 22, 1989,

78. R.L.Vershney and Rajkumar, Foreign Affairs Reporls, Vol.
3%, nos 1 & 2, January-February 1990, p. 13.
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(1ii) Absence of any currency problem.

{iv) Well geared up transporl system.

(v Availability in planty of petroleum producis.

{vi) Mepal®s difficulty in finding sources of supply in

various countries with different patterns of trade price and

cost struclure in Lhe field of consumer goods, raw materials

chemicals etlc.

vii) And the meagre foreign exchange reserve position of

Nepal which makes the prospecls of trading through the MFN

{(Most Favoured Nation) and OGL dim.”?
This trade impasse virtually ruined NMepalese economy.

With growth rate expected lo drop from five per cent toe aboutl

one per cent and inflation rising from & to about 206 per

80

cent. The trade deficit has increased. The value of

Nepalese rupee land fallen by 8.8 per cenl since March 1989
and over all balance of paymenle could well be reduced 1o

O.81 A11 the secltors of the

precarious  balance in 1989-9
national economy ¢ Tourism, induslry, foresls, transpor-
tation, tirade, dairing and agriculture were affecled. The
backbone of Nepalese economy is ils lourist industry, which
has depended upon tourists mainly from India. Due to impasse
and prolonged internal wupheavals of Nepal thousands of
tourists cancelled their visitl in Himalayan kingdom. Indian
tourists who make up 30 per cent of the tTolal foreign

p. B2

earnings will be scared of Banking, hotel and

79. Ibid, p.14.

80. The Indian Express (Chandigarh), May 29, 198%.
81. Country Report, India-Nepal, no.t1., 1990.

82. Couniry Reporl, India-Nepal, no.2Z, 1990.
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transportation industries of Nepal all affeclted because it
totally depended upon tourists industry. India had single
main source of supply of Nepal's requirement of consumer
goods and pelroleum produclts elc. Due to shortage of
petroleum products the whole Nepalese economy beleagured.
The Agriculture Ministry of Nepal accounted the loss of Rs.
26 crores. Rice produclion decreased by 65,000 melric tlons
and production of maize went down to 1000 metric tonns. As a
result of which, the Nepalese farmers lost around Rs. 6.5
Crores. By the end of May 1989, the dairy farmers in Nepal
were likely to incur a daily loss of Rs. one lakh as nearly
14,000 liters of milk was not being collected everyday due to
Lhe collapse of transportalion system.

The fisheries production, worth Rs. 18 crores, slumped
by 7,600 metric tonns. The trade of fish wilh India, wortlh
Re. 3 crores every year, now collapsed. Production markeling
and self purchase of perishable goods 1like fruils and
vegetabhles was badly affecled. The Napalese, Forest Minislry
claimed that lrees in aboul 240 heclares were being falled
every day to meel the fuelwood requirement in Nepal. The
foreslt destruclion ralte had increased by over 5 per cent
after lhe expiry of trade trealies with India. Acoridng to
Mepal, trees worth Rs, 113.5 million had been axed since
March 23, 1989.

Due to the trade impasse 90 industries in Nepal had to
bear loss of Rs. 1.1. crore. Industry Ministry of MNepal
expeclted that 71246 labourers working in lthese industries had

been rendered jobless. In many places industries shut down
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due 1o the irregular or shorlage supply of peltroleum
products. Many of them closed down due to non—availability
of raw malterial, earlier comes from India. Industrial
production index went down by nearly 50 per cent in the month
of April alone. Against lhe average monithly industrial
production of 170 crores Mepal could only attain a producltion
level of Rs. 8% crores in April The Government of Nepal
calculated that stalemale was likely Lo bring a loss of Rs.
300 crores in the four remaining month of the fiscal year of
1989.83 Nevertheless, the GDP fell from 2.7 per cent in
1988-88 ta just 1.5 per cent in 1988-89,8%

One of the beneficial results of trade dispuie witlh
India has been Nepal®'s diversificalion in olher export
market. Forced to find new market due to crippling Indian
custom duties, Nepal has been exporting & far greater
proportion of ils goods, paricularly carpets and ready made
garments te Europe and USA.

Indo-Nepal trade unlil March 198% had been conducted in
Indian currency Indian currency in a legal tender in Nepalese
kingdom. However, inspite of such significance of Indian

economy to Nepalese economy, why ltrade and economic co—

operation between India and Nepal came to an abrupt halt 7
and to so extensive scale 7 Venturing a guess aboutl
possible reasons, R.L.Vershney and Rajkumar stated :85

2. India Express (Chandigarh), May 29, 1982,

4. Country Report, India-Nepal, no.3, 1990, p.89,.

85. R.L..Vershney and Rajkumar, Foreign Affairs Reportls
op.cil. p.15.
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Firest in the political thinking of small and week
nations fear from big and strong neighbours is deep—rooted
and everlasting. When such fear exislt, economic cooperalion
may not be favoured by small neighbour Second, lack of
understending and friendship belween governmenls of two
countries might have made economic co-operation a casualitly.

Third, NMepal might have nourished a desire all these
years Lo have trade relations with other countries as well as
g0 That it did not come lo solely and totally depend upon one
country (Indial.

Fourth, whal seems Lo be most plausible is Nepalese
Anti~-India stance at home and in the infernational community.
In the Boulh Asian region, governmenls of some counlries seem
to have managed Tlo survive politically on the strength of
Their anti-India compaign. Projeclting India - the giant in
the region — as a threal to their enltily has been a source of
supporlt mnol only from prople at home but from some powers
cultside 1The region as well. Nepal also chose this way, to
demoralise India in the many international stages like UN,
NAM elc.

The Hhitherto vrelation between India and Nepal were
discussed at lenglh in Mew Delhi on the auspicious visit of
the Prime Minister of Nepal Shri K.P.Bhattarai during 8-10
June 1990 at the invitation of the then Prime Minister of

India G8hri. V.P.Singh. A Joint Communique was signed,
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covering all aspects of bilateral relations and agreed to

ensure thalt status gquo ante to April 1987 was reslored by

July 1, 1990 which c¢ould abolish the fellers which were

emerged in  the wake of collapse of Indo-Nepal 1Lrade after

expiry of trade and transit in March 1989. A list of main
contents are summarised belown86

1. In the major concessions, India has agreed Lo provide
access, free of basic cusltoms duties and quantialive
restrictions, for all manufaclured goods containing not
less than 65 per cent of Nepalese materials or Nepalese
India material on a case—hy case basis, keeping in mind
the need for expeditious clearance, such as not to be
deterimental to Lthe tariff regime for Indian exportis.

2. The standby credit facilily to Mepal would be enhanced
from Rs. 25 crores to Rs. 30 crores.

3. India will reopen 22 border points and 1% transit
points for Nepal's imports and exports via India.

4. India will restore supplies of coal, coke, petroleum
products and preferential goods such as  sugar and
cemenl to Nepal.

e India =&alsoc agreed to exempl basic duly on import of

primary products from India as provided for similar

8&. The Econemic Times,Bombay, June 11, 1990.
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products from Nepal dmported by India. Import of
primary products from MNepal is Lo hbe exampled from
bhasic customs duties as well as from guantitiative
restrictions by India.

India will allow 50 per cent tariff concessions on
Maost-Favoured Nations (MFM) rate of imporil duty, where
values of Nepalese and Indian materials and labour
added in HMepal is at least 40 per cenlt .of the e
faclory price on case—by—case basis, keeping in  mind
the need for expeditiocus clearance.

Mepal agreed to end restriclions on the movement of
Indian currency beltween the two countries on the basis
of reciprocity. Nepal also agreed to reslore tariff
preferences to Indian goods by exempting from
additional custom duty. Further, Mepal agreed that
tariff preferences for third countries goods should not
Ibe  such as to be detrimental to the tariff-regime for
Indian exporis.

India agreed for canalisalion of exports of petroleum
products to Nepal through Indian 0Qil Corporatin  and
agreement between Indian Oil-Corporation and Nepal 0il
Corporalion for product exchange hetween two
organisations.

Lastly, it was also agreed thalt valualion of India‘s

goods exporled under DRP for assessmenlt of basic custom
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duty will be made on the basis of ex—~facltory and ex-—
adopt prices excluding any element of refundable Indian
duties and taxes, bul including transport and insurance

changes, wherever applied.

With the ending of trade impasse, supplies of raw
material and consumer goods returned Lo normal in Nepal.
Non—agricultural production increased significantly and total
GDP  growth of MNepal wa estimated to have reached 4 per cent
in  1990-91. On August 31,1990 Mepal Coal India Limited
signed agreement with Mineral and Metals Trading Corporation
of India for supply of 125,000 tons of coal. The price of
coal imported from India is 35 per cenl cheaper than tThatl
paid to third country last year when the trade and transit
dispute brought most of the import from India to A

87

standstill. Indeed, despite chequered history of Indo~-

Nepal economic relations, India had made a significant

contribution to Nepal's development.

7. Country Reporlt, no.4, 1990, pp.36-37.

104



CHAPTER 3

POLITICAL AND DIPLOMATIC RELATIONS 1980-8%

Nepal expectedbfrom her immediate neighours to realise
it and change their approch to make them conducive to tlhe
changed situation of Nepal. India was aware of Nepal's
changing situation yet India's approach to Nepal has been
influenced by the old pace and pattern. Thus, differences in
the way of thinking and style of functioning belween India
and Nepal was noticed. It was natural, India being clﬁse
neighbour and understanding friend, Nepal expected much more
co—aperation from India. Its expecltation from India was
certainly much more than what it was recieving. That is why,
throughout the history relationship between India and Nepal
were co—operative and competitive, cordial and confilictual.
The curious love—hate relationship has been developed belween
India and Nepal. While Nepal resented India's supposed "Big
brother" attitude, India has always looked with suspicious
eyes at Nepal’s hobnobbing withrforeign powers., India has

been acting as safety cushion for discredited Nepalese

regime.

Janata regime was eager to give a slrong impression of
continuity and did a good Jjob in mending..fence with
countries. Mid-term elections in India were held in 1980 and
Qanata Government was defeated and under the leadership of

Mre. Indira Gandhi Congress (I) again came to power. It was
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felt that there would be a definile «change in India‘s
a;titude towards Nepal and earlier position maintained by
Janata government may be challenged. But Mrs. Indira Gandi
government was more than eager to impress upoen all concerned
that it means to break away from Janata governmenlt's style

and to revert to her earlier approach.1

Nepal's press welcomed Mrs. Indira Gandhi * As Rising
Nepal stated.Z

"We congratulate the Indian Community, congratulate
Mrs. Indira Gandhi and look forward to see belter day in
their country in which we too, as close neighbours, have a
vital interest." .

Indian press was also expeclting same attitude from

India.3

"With Mrs. Gandhi backing in the saddle, there is a
general feeling here that Kathmandu can no longer take a
complacent view of such matter. While New Delhi would
certainly adopt a sympathetic and co-operative attitude
towards the kingdom. Il &also expects stricl vreciprocity in
the inter state ties. Both sides will have to take steps to
maintain and improve upon the ancient and tested friendship."

@ —" guims oses 2000 ages S Sreee smeen Seebe ot S eSS mare Sasas v Soves eSS SHete Seim S

1. The Economic Times (Mew Delhi) March 11, 1980.

2. Rising Nepal (Kathmandu) January &, 1980.

3.7 Mavin Kurve, "King Birendra's visil will strenthen
Ties", The Times of India (New Delhi) march 3, 1980
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The Nepalese leadership wpndered whether she (India)
would adopt a hardline policy towards Nepal and relations

4 To

hetween 1two nations may be deleriorated once again.
diffuse such kind of apprehensions Nepal's King BRirendra
visited India on 6 March 1980. During his visit he met the
President of India Mr. Neelam Sanjiva Reddy and held talks
with Indian Prime Minister Mrs. Indira Gandhi on various
bilateral and regional matters. Both country is agreed to
demarcate their boundary by replacing the damaged pillars
with new ones in conformily with international standards in a
gpirit of mutual trust and co~operation.5 The needs for a
proper demarcation of indo-Nepalese border had arisen
following Nepal's Agreement with China last year to delimit
the Sino—-Nepalese horder with pillars. The trijunction point
on either side had been left undetermined by mutual consent.
It is noteworthy ihat there was no boundary disputes as such
between India and Nepal exept in a small stretch of
territory along a river which had been frequenitly changing
its course. The rest of the lengthy border had been
delimited long ago and demarcated by 300 pillars bul majority
of these had been damaged over the years by the ravages of

snow and rains. Clarifying Nepali position about boundary

4. Dougles Heck, "Nepal 1980 The years of the Referendum",
Asian Survey, Vol 21, No.2 Febuary 1980, p. 86.
3. TIhe Hindu (Madras) March 8, 1980,
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dimension, the Nepalse prime minister Surya Rahadur Thapa

said:6

"There is no border problem between India and Nepal,
Farakka issue is a bilateral matter between India and
RBangladesh."

While discussing the entire range of their bilateral
relations the question of utilization of waler resources were
also come up. The King's visil was expected to help speed up
work on numperous Indian aided projects, Jjoint ventures and
mutual benefit schemes relating to Himalayan rivers. For
example, the Rs. 32 crore Devighat hydal project so vital to
power starved Nepal , has been delayed because of
complications relating to land acquisition. The 85 crore joint
venture in cement and clinker in Lashmipur was also hanging
fire. Even relatiQely inexepensive but pontentially vital
scheme for joint flood forecasting and early flood warning
system has bheen put in cold storage. Both sides agreed 1to
establish some kind of mechanism in this vrespect and
reaffirmed their determination to stengthen bilateral
relations which were characterized by mutual trust and
confidence. To serve such purpose the Jjoint statement was
issued which was referred the need to  fesinig tension

B s oose ot asem v

6. The National Herald (New Delhi) June 18, 1981.
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in the south Asia, firm and consistent adherence to the
policy of Non—alignment, that is India and Nepal will make
efforts to keep region free from big powers. To keep region
free from the big power, obviously was referred to Soviet
military intervention in Afganistan. RBolh countries agreed
that withdrawal of foreign troops and non—interference in the
internal affairs of other countries, should form the
essential basis for stability of the region. This visit of
Nepal®s King removed whatever the misunderstandings and
apprehensions which Nepal has about the attitude of Congress
regime towards Nepal. It was rightly said ¢ The present
visit of King at this psychological opportune moment can
prove to be a good starting point for giving extra dimension
to traditional pattern of Indo-Nepal relations.7

In response to King BRirendra’'s visit to India, Indian
President Mr. Reddy visited Nepal in December 1980. Mr Reddy
reiterated India’s commitment to Nepal's economic development
and welfare of Nepalese people. He said;y '"My visit re-
inforced my faith in the future of our relations and
convinced me more than ever before that friendship between

our two countries would grow even further in the years to

Se4se s e ee0s Vo bt dhate SO ot A byt S bt oo S S HERE S10t0 Saeie Seeee

7. The Hindu (Madras) March 8, 1980.
8. Asian Recorder Vol.28, no. 2, January 1982,
p. 16404,
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About Nepali proposal Zone of Peace (ZOP) he added phat
Nepal has been a zone of ﬁeace for the last 2500 years and
there was no question that the proposal for NMepal being
declared a zone of peace was of any value.9 The outcome of
visit showed that the overall state visit of President of
India has given further boost to Indo-Nepal understanding and
cordiality.

In Febuary 1983 Nepalese Prime Minister Mr. Thapa
visited India. During hist stay in India both countries
agreed to sel—up ministerial level joint commission to
further promotion of co—-operation hetween two countries. The
commission will be jointly headed by foreign ministers. Mr.
Thapa admitted that Nepal wanted to declare his country a
zone of peace. He said that his country has no external
threat but was seeking assured peace in the land for economic
development. It revealed that Nepal feared of its inferiority
complex and feeling of insecurity had launched a new phase
of diplomacy.

c///In 1983, one incident created tension between two
countries. In August 28, 1983 Indian securilymen arrested 33
NMepal origins at panitanki border checkpost near siliguri for
illegal entry into inner line area without wvaild permitl.
Though arrested Napalese were released on September 1 and

sent back to Nepal. Nepali Government rounded up a large

@. The Tribune (Chandigarh) Febuary 7, 1983.
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number of the so called Indian vagrants in Kathmandu valley
a few days later and took them in five trucks te be deported
to India at the Raxaul border checkpoint., This insidious
attempt being made by some anti-Indian elements in MNepal to
create a Srilanka type of ethnic problem by launching a
campaign of intimidation and vilification against Indian
origin people in the Nepal. Indian Ambassador to Nepal met
Nepalese Prime Minister and Home Minister of Nepal to draw
their attention to anti Indian activities, which could take a
violent turn if no timely steps were taken to control it.
Indian ambassay in Kathmandu explained to Nepal Goverment
that since 1976 all Nepali nationals entry in West Hengal
through the inner line were required to obhtain the necessary
permits. Though the regulation was not strictly enforced in
earlier years, lhe Government of India decided to tighten the
control by putting up additional checkposts to check illegal
entry inte this military area. India deployed three divigsions
of Indian troops in this area Lo cope up the Chinese

concentration in the Chumbi Valley adjoining Sikkam. 10

At this narrow strip the territary dividing the whole
North Eastern region from the rest of India. From the
security of view this was a great strategic importance for

India.
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10. The Hindu (Madras) September &, 1983.
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The NMapalese Government taken this legitimate
restriction improperly and retaliated by deporting a large
number of Indian nationals, conveniently, ignoring the fact
that the Napalese are allowed to enter India along the rest
of the border through traditional routes without any
restrictions. A Napalese militant organisation Rashlria Samaj
Sudhar Saﬂgthq (RS55) which spearheaded the anti-India 1in
Nepal was starting Lo propogate that Indian nationals are
going lo colonise Llhe Nepal. In addition to this lthere were
reports of fregquent Qanassment and victimization of those
who are well entrenched in Nepal's economy, unless they were
able to enter into partnership with influencial Nepalese to
safeguard their interests. The Government of India has not
taken a firm stand over this issue all those years since i1l
did not want to say or do anything that might woarsen the
situation. Butlt now & stage has been reached when it felt to
oblige to voice its disapproval of this Nepali chauvinism in
strong terms before it aquired serious dimensions. It was
for this reason the Indian Ambassador was asked to take wup
the matter with Nepalese Prime Minister, Home Minister and
press for suitable steps to avert the danger of huge
violence.

Te restrict the flow of Indians. The Nepali

Government tried to tightening up citizenship requirement in
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all kinds of activities. This was sure Lhat Nepal might
invite Indian retaliation. This will hurl Nepal much more
than it will be helped by its own restrictions. However it
would be foolish to try stop flow of either culture or modern
democralic ideas <closing the border.Even the Russian
Government has been unable to prevent their citizens from
listening to Jazz or wearing jeans. As a greal Nepali
scholar, former foreign minister and human rightist suggested
an acceptable solution11
"However, the border must be controlled, not to prevent
the free movement of people accross it but to stop the
smuggling to keep on track the flow of Nepali and Indian
currency and to collect data about flow of Indians into Nepal
and the flow of Nepalese into India.This data are critical to
any intelligent decision making about such matlter as
currency, trade and migration."
press report appeared in Nepali press, that a
sizeable section of Nepalese feels that India is following
colonialist, imperialist hegemonist and expansionist policies
in Asia. India was accused of preparing to interfere in

internal affairs of Nepal. This prejudiced section of

14. Rishikesh, Shaha, "Complex India-Mepal Ties", The Time oaf
India, January 21, 1984.



Napalese Jjustified the pakistan's support in form of arms
supply and training to the anti~India elements of Punjab.
The Napali mass media had been critical of India's aclion in
Sikkim, Assam and Punjab. However, the responsible Nepali
politicians did notl approve anti-India attitude by Nepali
media. To clarify Nepali stand and washing away irritants in
bilateral-relalion especially on the question of illegal
migration from India to Nepal,Nepali foreign minister Mr.P.B.
Khatri was arrived India on 12 July 1984.

‘In 3983 another incident happened in disputed area of
Sustra in Bihar along the border where the police clashed
with dacoit Munna Khan. The dacoitl sought protection from
NMepalese authorities, claiming that area was under Nepalese
jurisdiction. Indian official said that Nepali authorities
during the talks have agreed to maintain the status quo on
the issue of Buslra. So the friendship between the people of
two countries was never in question. Bul it was always
prudent to remember that like many other things it also
needed sundry repair from time to time in order to make
rapport, useful and beneficial for the fulfilment of claims
and conditions.

In 1984 after assassination of Mrs. Indira Gandhi,
Rajiv Gandhi became Prime Minister of India. His progressive
ideas were largely appreciated in Nepal. As "Commoner

Newspaper wrote.
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The New Prime Minister of India Mr. Rajiv Gandhi was
keen to further strenglhening traditional friendly ties with
Nepal so well fostered by both late Mr. J.L. Nehru and Mrs.
Indira Gandhi will be noted with satisfaction by all
here, with anticipated thought it was.12

In September 18, 1985 Nepali King Birendra visited
India to exuplore and understand the attitude of New Prime
Minister of India . The talks between king of Nepal and Prime
Minister of India did not solve any problems. At the bestl il
helped them lo explore each other's intentions perhaps to
build a rapport.

In the last week of July 19846 Indian President Jail
Singh wvisited to Nepal. Indian officials remarked tThat
President®s visit had got off to a "Promising start”,13 On
the economic point of view Nepal immensely benefited. This
vigsit did nol create any ripples. During the visit minor
diffirences between the two countries were swepl under
carpet. Nepal's one~track foreign policy which extols as a
zone of peace has not disturbed the visitl.

With Indo-Nepal relations entering the second half of
1980s, & large number of Indian observers had pointed out
%ﬂ;iﬁ Nepal was playing the China card with regard tQ
development projeclts in Terai even after il was lthought that
a workable understanding had been arrived at with the

solution of idirritalting issue of Kohlapur—Banbasa sector of

12. The Commoner (Kathmandu) May &, 1984,
13. 5.9. Muni, "Rajiv Gandhi's Neighbourhood Policy",
Mainstream, Vol 24, no.25, (22 Feruary 1984), pp.5-6.
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Mahendra Raimarg in Nepal's Tarai. India on its part
also started negotiations with Nepal on the Zone of Peace (Z
0 P) proposal which had always been used for securily supportl
for Nepali monarchy and the Panchayalt system against growing
internal opposition. There also were reports UThat Indian
Prime Minister even refused to meet the Nepali congress
leaders and some liberals groups within the panchayat system
lest this might offend the sensitivities of King of Nepal in
any manner or by any chance. Support to above mentlioned
fact Karki Hussan added @ .

Hesssnssnaanaeas Lhe existence of a favourable consensus
for exploiting the China card for Nepal's banefits reflects
the popular perception which simultaneously has come to hold
India as major impediment in Nepal'’s growth. It would be
realistlic to appreciate the fact that the erstwhile elected
leadership and present ruling elite would not disagree on the
basic of the Nepal's strategy for national identity. In its
extreme form, India has long constructed the on—going
fractering between Nepal and China as an anti India act.
Perhaps the time has arrived lo pscho—analyse our frustration
at Nepal's calculated overlures towards China and vice-virsa.
No doubt, the strategic element is the crux of India’'s strong
reservations about the growing Chinese presence and itlsg
facile «credibility by the Nepalese in contrast to the hard-—-

nosed bargaining and & quid pro quo approach which has became
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a regular feature of Indo~Nepalese interaction.14

At the same time, the fact is that, India had remained
persistent in its vrefusal to endorse the Zone of Peace
proposal, which over the last decade had bhecome bone of
contention between two countries. It was reported in 1980
that Nepal decided to include zone of peace proposal in its
constitution by making it one of the foreign policy
objectives of Panchayat system and right from thal year it

15 India

became one of the main planks of its foreign policy.
viewed that such a Constitutional provision was an internal
affair of Nepal and hence its reservations were juslified.
EBut Nepal raised this issue in &ll global and regional forums
like UN, NAM, SAARC and also tried to pressurize India for
its approval. The globalisaltion of Zone of Peace proposal of

Nepal did gradual erosion of mutual understanding between the

two countries.

On 27th May 1987 eight member Indian parliamentary
delegation, 1led by the Minister of State for Home Affairs,
Mr. Chintamani Panigrahi arrived in Kathmandu on six day
“"good will visit'". Speaking over the dinner hosted by him to

the Indian delegation Nepalese Minister of State for Home
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14. Karki Hussain, "Indo—Nepal Relaltions ¢ An Appraisal,’”
main stream Vol. 30,No. 16, (2 January 1987), pp. 11-12.
15. Rising Nepal (Kathmandu) December 146, 1980.
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Affairs said ¢ that the Zone of Peace proposal reflect the
true aspirations of Nepalese people to live in peace and
harmony. We have recieved support to the proposal from many
countries, and hope to receive more support from other
friendly countries in the near Future.16 Nepalese Foreign
Minister Mr. S. K. Upadhyaya argued " We expect India‘s
support for 1lhis proposal and we firmly believe “that once
this support was givgn, all security related suspicion held
by India would banish automatically.17

The formation Soulh Asian Association for Regional
Cooperaltion in the second half of 80s is positive sign of
cooperation belween India and Nepal. Since 1980 Nepal has
started to take interest in the regional-cooperation in South
Asia. It has became an active participant in various meetings
of SAARC were held in Kathmandu in November 1981. Nepal has
showed lot of interest in regional cooperation seemed to have
been primarily because of ils identity problem against India.
It was seemed o have viewed regional cooperalion as
alteration to ils economic dependence upon India. India and
Nepal has beleived thal their problems related to security as
well as economic development can only be solved in

cooperation with other states of the region also.
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16. Nepal News, Vol.26, nos. 8-92 (June 15, 1987), p.12.
17. The Patriol, New Delhi, August 24, 1989.
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As Nepalese Home Minister stated @

"The establishment of the Soulh Asian Association for
Regional Cooperation has added new chapter in the history of
our relations. The SAARC is the fine fruition of common will
and common commitment for continued collective efforts for
the uplift of conditions of the people of our region".18

King Birendra of Nepal in his inaugural address of
third summit of SAARC held kathmandu on November 1987, said,
SAARC kindles our dreams and exciles our Imagination" he
also warned Peacemeal approach .........taking up one issue
today and adding another tomorrow. Such an approach may land

s in a morass of Ad-hocism.19

However India made no mention
of Nepal's Zone of Peace proposal but highlighted the <close
economic relaltionship between India and Nepal. The Prime
Minister of India Mr. Rajiv Gandhi rejected the concept of
regional Peace Zones, maintaining that there could be no
piecemeal or regional approach te this global issue.
Although, Mr. Gandhi seemed to be reffering to Lhe Pakistan's
proposal for declaring South Asia a nuclear—free Zone of
Peace. It may be noted that wilh the emergence of SAARRC, the
inconsistence of Nepal in respect of peace of Zone has beeﬁ

20

diminished considerably. However King Birendra made &
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18. Nepal News, Vol.26, nos 8-7 (June 15, 1989), p.412.

19. Nepal News, Vol. 26, no.19, (November 15, 1987), p.1-8.

20. S8.K.Chaturvedi, Foreign Affairs Reports Vol. 38, no.S5
{May 1989}, p.70.
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special reference to the growing menace of terrorism in
Soutlh Asia — much Lo the satisfaction of India and underlined
Nepal's position to the balkanisation of states. "Terrorism
can pose danger to peace and stability in the region, we must
actively ensure that it recieves no support or sancluary
within or without. Nepal is firmely opposed 1o India of
balkanisation of states n 21

Immediately after Kathmandu SAARC summil, a delegation
of the Rashtriya Panchayat of Nepal came to India in the last
week of November 1987. The Chairman of the delegation Mr.
Subedi underlined international peace and ltension free world
as major foreign policy objecltives of both India and Nepal.
Gesturing the Nepalese delegation, the speaker of Indian Lok
Sabha Mr. Balram Jhaker said ¢

"We are happy that His Majesty the King has assumed the
Chairmanship of the South Asia Association for Regional
Cooperation. The third SAARC summil had added a new dimension
to matters of regional cooperation. Nepal and India, both
members of the Non—alignment, hold similar views on many

issues. Relations between two counlries have remained quite

On December 7, 1987 Nepali Foreign Minister visited

21. Nepal News Vol. 26, no.19, (November 1%, 1987), p.B.
Nepal News Vol. 31, no.20. (December 1, 1987), p.5.
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India, for exchange of views with his Indian counterpart Mr.
Natwar Singh. During the talks emphatically underlined the
rneed tlo ensure that Lthe open border bhetween India and Nepal
was notl euploited by harmful elemenis so the outcome of the
talks was not much fruitful, that they were aupposedrjo have
contributed towards improving Indo—-Nepalese relationship. As
expected the SAARC can be useful in developing & common idea
oan the matters of solving certain problem but it can not be
an alteration to bilateral relations.23 The year 1987 ended
with another hopeful note as Indo-Nepal talks on development
of water resources concluded in Kathmandu on 22 December,

1987.

TV 205

3.1 Indo—Nepal Relationy: Impasse Period of 1988-89.

In the wake of expiry of Indo-Nepalese 1lrade and
transit trealies on 23 March 1988, rapport of Indo-Nepal
plunged vigourously. These Lrealies expired in 1983 and were
renewed by Indira Gandhi Government for another five vyears
and Rajiv Gandhi Governmenl! again extended 1lwice for six
months each. One of the worstever period of Indo—-Nepal
relations started on March 1989 when India proposed that
fresh negotiations be started on single unified treaty of
trade and transit in addition to it an agreement about
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£23. B.c. Uprati, "Nepal and Regional Co~operation in South
Asia'", South Asian Studies, Vol.20, no.2, July-December
19846, pp.89-24.
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unauthorised trade.24 Bul Nepal wanted two separale tlreatlies
on trade and transit with the purpose of diversifying and
expanding its trade with other countries. The intention of
Nepal was clear that it may not 1like to continue trade
relations with India. On the other hand after termination of
trade treaty India now, actually telling Nepal that " no
special relationship can be one sided, meaning that any such

25 It should be borne in

ralationship has to be reciprocated.
mind that Nepal's insistence on two seperale lreaties
instead of one unified trade and transilt treaty was not a
sudden and strong development. This was just continuation of
a game which Nepal has been playing since 1950. It may be
racalled that 19460 trade and transit treaty meant to last 10
years, lapsed in October 19270, Il was renewed in August 1971,
covering legitimate economic interests of both countries.
The 1271 treaty and transit Lrealy finally lapsed in August
1976, That it  could not be renewed on the time because
Nepal's insistence on lwo separate treaties. Al last Nepal's
long-standing demand of two seperate treaties fulfilled by
Janata goverment in 1978, which finally terminated in March
1989 and created a new chapter in Indo-Mepalse relations. As
S.Nihal Singh rightly said :

DR L T Y Tnpi PSS puap——

24. Niranjan Koirala, "Nepal in 1989", Asia Survey, Vol.30,
no.2, February 1990, p.136. '

25. D.P.Kumar, "Indo-Nepal Crisis, No Easy Wayout of stale-—
mate', The Statesman, (New Delhi), October 11, 1988.
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"The sharp deterioration in relations between India and
Nepal has long prelude and the surpise is only in its timing.
Butl unlike the traditional ups and downs these relations have
traditionally been subjected to, the new crises partents the

opening of a new chapter".26

Former Nepali Premier Mr. Bista added India‘'s refusal
to renew separate trade and trasit treaties which was likely
to disrupt daily life in Nepal amounted to "An unfortunate

development in the history of Indo-Nepal relationship.27

Nepal emphasized that trade is a matter of bilateral
arrangement bhetween two countries or trade parteners and it
should not be mixed up with transit, which is different
subject according to International conventions and laws. It
way right of land locked states for their access to and from
the Sea through the territory of the transit-states for their
trade with other countries. To counter arguement against
Indian stand on composite treaty on trade and transit Nepal
argued that it was confusing by many in Nepal and in view of

the adverse trade balance that faced vis—a-via India.

3.2 Some Irritants of 1988-89

Problems of Indians and Madheshias in Nepal. The Indians

26. 8. Nihal S8ingh, "Limit to confrontation",The Tribune
(Chandigarh) April 24, 1989.
27. The Hindu (Madras) March 30, 1989.
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are those who have Indian citizenship and do not intend to
become c¢itizens of Nepal. These Indian have been engaged in

every business and trade aclivities lto earn their livelihood
in Nepal. Due to huge influx of Indians in Mepal, situation
hecame more complicated and Nepaiese Government appointed a
national commission on population in 1983, headed by Dr.
Harka Bahadur Gurunga noled demographer. The commission
reported that Indian community was responsible for numerous

28 It has recommended the

ill-effecting the country.
issurance of work permit to the Indian warkers and a ban on
Hindi films, songs and magazine in order to control the
alleged immigration from India to Nepal. According to work
permil system it would be mandalory for ocutlsiders working in
Nepal to obtain & green card issued by the Government of

Nepal.29 This system is an open violation of article VI and

VII of the treaty of Peace and friendship of 1950.

Article VI of the treaty clarify ¢ "“Each government
undertakes, in taken of their neighbourly friendship between
India and Nepal, 1o give the nationals of other in its
territory, national trealtment with regard to participation in

industrial, economic development of such territory and to

B o s v S —

28. For detail see, Harka Gurung, "Issue of Political
Demography'", Commoner (Kathmandu) July 23,1989,
29. Asian Recorder, VY0l1.33, no.25, 18-24 July 1987.
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grant of concessions and contracts relating to such

development.

Article VII of treaty added : “The Government and
Nepal agree to grant, en reciprocal basis, to nationals of
one country in the territaries of the olher and some
privileges in the matter of residence ownership of property,
participation in trade and commerce movement and other

privileges of a similar nature.

S0 the introduction of Lhe workpermil syslem obiviously
implied that Indians were not to be given any preferential
Lrealment in Mepal and were to be treated on par with other
foreign nationals. Three months before the third SAARC summil
in Kathmandu, registration of worker implemented in the three
district of Kathmandu valley, the Nepalese Government argued
that they had the safety and security of heads of States and
Governments in mind who were togather in Kathmandu for third
SAARC summit. Al that time it appeared a bit reasonable.so
But in 1989 Nepalese Governmeni had intensified this system
in other parts of Nepal. The Indian Government and press
criticised these recommendalions were alleged to contrivance
to the people of India that commission has imposed
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30. Permanand, "Indian and Madheshias", World Focus Vol. 11,
no.?, September 1990, p.20.
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strict restrictions to curb the so-called Indian Influx
without giving assurance about the Nepalese government
intended to safegaurd the rights of its Indian arigin

citizens.

Another part of problem of Indian origin Napalese
people known as Matheshias - which became a contentious issue
of 1989-90 impasse. The word Madheshias is used in Nepal for
Nepalese people of Indian origin 1living in Nepal for
generations. The literal meaning of the word is "those living
in control country". Most of the madheshias live in the Terai
(adjoining part of Nepal to India) of Nepal as such they are

called "Teraiwallas'" or "Teraians”.31

They differ very
clearly from Lhe people of hill origin in respect of physical
features, caste structure, language, culture and religious
activities. The Madheshias are estimated to number 7.5 to 8.0
million in Nepal. These people are facing various problems
mostly concerned with citizenship, agriculture, business,
education, language, religion and participation in the
national mainstiream politically, administratively and
militarily.

The mostl sinister problem that the Madheshias facing

was that possession of citizenship certificate. As a bond
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21. Ibid, p.19.
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between the individual and the government of a country
citizenship played a significant role in the process of
national integration. In Mepal the citizenship certificale
was essential for applying government jobs and in buying or
disposing of one'sbproperty etc.32 This problem is serious
in the Terai region, but almost non existent in hilly areas.
There were three types of citizenships in Nepal * Paternal,
inherent and artificial. The artificial citizens were those
who neither born in Nepal nor having Nepalese ancestors but
who have been living there for & long time. These citizens
are facing problems of citizenship. This problem was
artificially created during Panchayat system especialy during
1970s. 8Since then, the problem has become more complicated.
Quite a bit it was true that a large number of people
obtained citizenship certificates during 1970-80. Various
panchayat ministers had processedly tried to solve the
problem by giving certificates to the eligible and deserving
persons. Butl lack of awareness and illiteracy among Indian
origin Nepalese, and complicated bureaucratic procedures have
continued denial of these certificates o & substantial
number of people. It was alleged that there are as many a
million Madheshias who have been denied from obtaining

certificate on various pretext such as they being recent
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32. Parmanand, '"Indian Community in Nepal and Nepalese
Community in India", Asian Survey, Vol. 26, no.?,
September 1986, p.1006.
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immigrantsion from India.

The Tarai area of Nepal dominated by Madheshias is
known as back bone of Nepalese economy. This area was
producing 59 per cent of Nepal's gross domestic product and
76 per cenl share of ils revenue in 1980.33 Some influential
ruling elites of the kingdom always tried to replace of land

owners and tenants of Madheshias in that area wilh the

Nepalese people from hill areas. These anti-madheshias
activities were started in early 1960s. Since Nepal
34

introduced new land reform acts in sixlies known as
Mohiyani system in which land was owned by comparitively rich
farmers and was lilled by landless lillers who gave 50 rper
cent of their crop to owner was another problem affecting
rich farmers of Indian origin.35 Besides this people without
citizenship certificate were subjected to double tlaxation.
According to this provision it is mandatary on the part of
Indian traders and investors to pay tax bolth in India and
Nepal. Indian Goevernment raised this issue many times and
requested Nepalese Government to solve this problems. During
Nepalese Foreign Minister Mr. Padma Bahadur Khatri®s visit tlo
India both sides agreed that agreement on avoidance of double
taxation would give encouragement to growing economic and

33. F.H.Gaige, Regionalism and Nalional Unity in Nepal, New
Delhi, 1975, pp.29-30.

34. The Indian Express, (Chandigarh), July 13, 1984,

35. Parmanand, Asian Survey, op.cit, p.1010.
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technical cooperation and proved favourable for establishing

joint ventures.36

Apart from economic sphere, Madheshias were also
discriminated in political sphere also. Their dispro-—
portionate representation in the rashtriya panchayat,

obiviously reveal their disadvantage status in the decision
making process. By the third constitutional amendment of
December 1980 in which district were adopted as
constituencies and this further worsened disadvantaged
position of tarai population.37 This was total abrogation of
domestic tradition of representation process 1in which
population generally and broadely accepted as the basis of
representation. Besides, these Madheshias are very few in
bureaucratic set up of Nepal. In addition, in Nepal an
organisation called Rashtiriya Samaj Sudhar Sanstha (RSS58) for
a number of years had been demanding the Indians to be driven
away from the Kingdom. During the treaty crisis ridden period
of 198%9-90 situation of these Indians and Madheshias turned
very miserable. Despile, Nepalese government's much published
campaign for peaceful co*existance1 physical assaull and
gxpulsion of Indian nationals from Kathmandu and interior
region of Nepal was continued.38‘ Nepal Education Minister

3b6. The Telegraph (Calcutta), May I, 1990.

37. Parmanand, Political Development in Soulh Asia, (Streling
Publication, New Delhi, 1988), p.142-44,
38. The Telegraph (Calcutta), April 16, 1989.
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had issued & secret circular as early in 1987 to gradually
ease oul Indian teachers from employement in Himalyan kingdom
by 1991.37 A1l these descriptions indicate that problems of
Indians and people of Indian origin in Nepal are qguite
serious and call for immediate solution. In fact, problems of
Madheshias are indicative trends of national disintegration.
The concentration of Madheshias in Terai which adjoining
with Indian border, might sooner or later convert into an
explosive situation, similar to that of the Tamils of north
eastern province of Srilanka.4o The demand of Terai people
aired strongly in concerted manner for the first time in
Rashtriya Panchayat asking the government to bring about an
end to tough 1legislation and the discrimination against
Madheshias in the field of service, Jjob representation,
representation in the Rashlriya panchayat, education and
grant of official recognisation to their Maithali, Bhojpuri
and Hindi 1anguages.41

During the three day visit of Napali Premier
K.P.Bhattarai was inter—alia agreed that Nepal would remove
the Indian nationals from the ambit of workpgermiltl scheme.
This was also incorporated in the joint communique signed by

both nations on 10 June 1990. The Nepalese government issued
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39. Shabu Singh,'"Check Point Nepal', Telegraph (Calcutta)
April 2, 1989.

40. Parmanand,'"Indian and Madheshias", World Focus Veol.11,
Sepltember 1990, p.21.

41. The Hindustan Times (New Delhi), July 2, 1989.
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notification in June that it is no longer mandatary on the
Indian citizens to obhtain workpermit in the three districls
of the Kathmandu valley. Bul the discrimination against
Madheshias is still prevailing and Nepali Governemnlt has nol
t§ken any serious step to remove This discrimination. This

irritant have emmence potentiality of souring Indo-Nepal

relations in future.

Similar to problems faced by Indians and Nepali people
of Indian origin in MNepal, the people of Nepali origin also
faced problems in India, sucﬁ as ltheir identity crisis Lo
citizenship, language and participation in national
mainstream. The government of India has taken a sympalhetic
and accomodative attitude towards these problems and was
thinking of giving citizenship to all Sikkimese of Napalese
origin. The majority of Nepali community is demanding for
inclusion of Nepali language in the eight schedule of Indian
Constituion. The attitude of Janatla Government was appeared
to be quite sympathetic to this demand. The Sikkim assembly
has already passed resolution to this ef?ect.42 It was
reported that Sikkim Chief Minister Nar Bahadur Bhandari said
that unless the problems of faced by vast number of people of

the Nepali origin were solved,the any election of legislature
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42. The Times of India (New Delhi), September 25, 1982.
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assembly would be a farce. In India an organisation, all
India Nepali Bhasha Samiti is fighting for recognition of
Nepali language. The unsatisfacltory political representation
of Nepali community in Indian poilitical set—up is a another
irritant belween the two countries's rapportl. Untill 1979
there were a number of seals reserved for the people of
Nepali origin in Sikkim assembly. Bul during congress regime
of 1980, People's Representaion Act of 1980 was enacted which
changed the earlier satisfactory position by reserving 6
seats for lepchas, & for the Bhutias, 3 for scheduled caste
one for the Buddists and leaving 17 seats open for all
communities including the Nepalese.43 The Nepali community
led by Mr. Nar Bahadur Bhandari has been demanding the
resltoration of reservaltion by claiming that Nepali community
constituted 70 per cent of total population of the ‘state.
Even the President of Sikkim Congress has regquested to the
Supreme Court of India to nullify the ., 1980 People's
Representation Act.

Another similar problem of Nepali refuges in India. It

was reported that in March 28, 19846, 200 Nepalese mainly
mine workers had been expelled from Meghalaya. In response to
pressure to introduce control on Indian workers in Nepal,
Nepali Government has ordered industrial firms to issue
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43. Parmanand, Asian Survey, Vol.26, no.9, September 1986,
p.1018.
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identity card to their workers within twe months. There

were protests in Nepal against India's in human manners in
which Nepalese citizens were heing driven out of Meghalaya.45
The Nepalese Governmenlt has taken up matler with India.
During the visit of Nepalese Foreign Minister Mr. GShailendra
Kumar Upadhyaya staled that the matter was also discussed and
both leaders were agreed that their government would be close
in touch with each other to work oult a modality to resolve
that problem.46 The best solution of problems experienced by
Indian community in Nepal and Nepalese community in India
however, consisted in the face to face dialogue beltween the

experienced democratic leadership of the two counlries.

Gorkhaland movement in India and ils impact on Indo-

Mepal relations. This movement was launched by Gorkha

National Liberation Front (GNLF) for the citizenship right
for all Gorkha Nepali of West Bengal. The centre of the

movement was Darjeeling district of Wesl Bengal. The movement

has turned in that part of the country into trouble spot.47

The leader of GNLF Mr. Subash Ghising opposed the Indo—-Nepal
treaty 1930 by saying il was delrimental and damaging for

them. Nepal can not stay aloof from this on the plea that it
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44. Couniry Reportl India,Nepal no.2, 19846, p.22.

45. Rising Nepal (Kathmandu) March 29, 1986.

46. The Times of India, (New Delhi), Decem,ber 15, 198646.

47. Asian Recorder, Vol.33, no.9?, 2& February-4 March 1987,
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is an internal affair of India. The movemenl has demanded
the abrogalion of Article 7 of the 1930 treaty. This article
obligated each of the ltwo countries to extend reciprocal
right with respect to the resident, ownership of property,
participation in trade and industry and movement in each
other territory. Indian Prime Minister Mr. Rajiv Gandhi ruled
out the abrogation of clause 7 of Lhe trealy because it would
create more problems for Indians living in Nepal and Nepalese
living in India. while addressing a press conference he
stated that the Nepalese of Darjeeling were not Indian
citizens and they were living in India as Indians were living
in Nepal.?® But he added that Gorkhas of Indian origin were
not foreigners and they could not be regarded as anti
national elements simply bhecause they demanded citizenship.49
Mr.Ghising wvisited Kathmandu and submitted a memorandum to
the King of Nepal complaining of genocide and apartheid
against Gorkha in India which demanded King's support to their
Gorkhaland and abrogation of the Article 7 of the Indo-Nepal
treaty of 1950. The King had however, refused to meet him but
Mome Minister of Nepal received his memorandum.so The King,
Government and political elites of Nepal were uncertain about
their political future and ability to handle the problem of
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48. The Telearaph,(Calcutta), January 21, 1987.

49. Indian Defence and Stlrategic Analysis, Vol1?, no.11, (New
Delhi), November 1986, p.1240.

530. 1Ibid, p.1242.
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Indian people of Nepali origin and Nepalese people lo gether
Pan—-Nepali state comprising the Nepalese dominaled areas of

51 In

Darjeeling, Sikkim, Bhutan, Assam and Nepal itself.
addition to it, there was immediale fear 1Lhat Madheshias
settled in Terai area might agitate for similar demand within
Nepal as a counter to Indian Citizens of Nepalese origin who
were demanding Gorkhaland. Mr. Ghising stated if tUrouble
crossed the border, Nepal's major foreign exchange earner
tourism would be the first casualily. Il was due to these
factor that Nepal adopted an ostrich policy towards GNLF

agitation.sz

The Nepalese Governemnt emphasized that 1this
was a internal problem of India as neighbour it hoped that it
would be resolved amicably. For the common people, the
agitation was believed to have had an emotional impact in
EFEast Nepal which have close blood and trade links with
Darjeeling. Though, Nepalese leadership ignored the role of
their country in this movement. But according to Chief
Minister of West Bengal Mr. Jyoli Basu there was a visible
hand of Nepal in this movement. The state governmentl reported
that GNLF training camps located in the interior of Nepal and

GNLF guerrillas were being trained in these camps. When the

attention of Nepalese Foreign Minister was drawn to these
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51. The Rising Nepal (Kathmandu) November 20, 1986.
52. Indian Defence and Strategic Analysis, Vol20, no.3, (New
Delhi) March 1987, p.309.
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allegations, he stated that a country which wished 1o bhe
decided as Zone of Peace (ZOP) did not allow its soil to be
used ageainst another country. He added that Gorkhaland
problem was an internal affair of India, but it was natural
for Nepalese people to fell symphathetic towards the movement
because of their blood relations with Gorkha and sympathy
could not be regarded an expression of antagonism towards
India.”3 @After a long tripratite negotiations between GNLF,
West BRangal Government and Central Government of India,
problem has been solved by India.

Now, OGNLF Supromo and Darjeeling Gorkha Hill council
(DGHC) Chairman Subhash Ghising has reported that anti-
Indian forces in Nepal and elsewehere have been working
together 1o merge Bhutan, Sikkim, and Darjeeling hill with
Nepal, for setting-up the proposed Greater Nepal Kinagdom.
He restrassed thal these forces are trying to take advantage
of loopholes in Indo—-Nepal Peace and Friendship treaty 1950.
However, West PRengal Chief Minister Mr. Jyoti Rasu in
communication teo the Union Home Minister caltegorically
stalted that State Government had no information about Grealer

54

Nepal conspiracy as claimed by Ghising. Mr. Ghising

claimed that he has proof that communists of Nepal are

53. Nepalese Press Digest (Kathmandu) December 21, 1987.

54. Sudbin Dey, "Cry, The Beloved Kingdom”, The Times of
India, July 7, 1991,
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supporting the Greater Nepal demand. Il was estimaled this
move by Ghining is to beat back the challenge posed by Chief
Minister of Sikkim, Nar BRahadur Bhandari, as to who among
them emerged as unquestionable leader of the hill people of
the area. Bhandari has been demanding constitutional
recognisation of Nepali as an official language of hill
people. On the other hand since the signing of the Darjeeling
Gorkha Hill Council accurd, Ghising has been demanding
recognition of "Gorkha language and notl Nepali as the
official language of the hill people of the area. He
described the people of Nepal living in hill area as "Gorkha"
and not Nepali, for the nationality of the people of Nepal
which makes them as foreign as "Pakistanis" or "Bangladeshis®
are.55 Ghising argued that demand for recognisation of
Nepali as official language is nothing butl comouflaged
movement in support of the Greater Nepal demand as il seeks
to crealte homogenous Nepalese population in the area to
strengthen them tLhe demand. While addressing the meeting of
DGHG he said that cancellation of all previous treaties
between the British Indian Government and Nepal as per
Article &8 of Indo—-Nepal trealy was a blunder which could be
exploited by "Greater Nepal'" activities, posing serious
threat to the unity and integrity of the country. Is this a

new slogan to aid a the sagging image of Ghising 7

35. Ibid.



The latest development is that Subhash Ghishing revived his
demand for '"Darjeeling for GorEhas” and gave 60 days
ultimaltion teo the Prime Minisiler of India and Nepal, seeking
their clarification on the status of the hill area.56 The
ball of decision is in the courlt of Indigwgnd Nepi} and we

have 1o see when, where and how they will hit it.

The most contentious issue of 198889 impasse was
China'’s arm supply to Nepal. Since 1950 especially after the
death of King Tribhuvan, Nepal always played China card in
Indo—-Nepalise relationship. India has reservations against
the Chinese involvement in Kodari road building diplomacy as
well as other Chinese economic activities in Nepal. India
argued that Chinese aid, and assistance and involvement in
Nepal was a politico-strategic one, notl a commercial. India
has expressed its grim concern over Nepal to allow the
foreign powers to set—up project close to Indo~Nepal border.
India also opposed Nepal®s contracts to the Chinese for
building electrical transmission in Terai ara of Nepal. More
than above all, China card became bone of contention between
two countries when NMepal purchased huge sophisticated weapons
from China including anti-air craft guns, medium range
missiles, A.K. 47 rifles, and huge quantities of arms and

ammunition. This was outcome of China-Nepal negotiations of

36, The Hindu (Gurgoan), January 12,1472,
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March, 1988 and later in June 400 to 500 military 1trucks
carried these arms and ammunition from Tibetan town Kodari to

Nepalese capital Kathmandu.

The strategic analysts and commentators considered lhat
this development as a step by Nepal in its research for
strategic diversification and distancing from India. India's
fear however, was that arms including A.K. assult rifles may
reach its (Indian) territory through the 1700 K.M. open

57 In fact

border along Uttar Pradesh, Rihar and Wesl Bengal.
Nepal ignored tLhe sensitivities of India with whom il has
unique relationship. Besides this, Nepal was raising two
more infantry divisions which would double the present
strength of 30,000 troops and these two divisions were going
to be equipped and trained by China.58 This arms purchasing
issue raised two important gquestions in India. (1) why was
Nepal making such arms purchase from China? (ii) why did the
tiny Himalayan Kingdom which has aboutl 35000 men under army
compared with India's 1.4 millon need anti-air—-craft guns
anyway ?.59 This irritant made Indo-Nepal relations, more

complex. It was total contravention of peace and friendship

treaty of 1950. As great scholar of Indo-Nepal relations

537. The Hindustan Times (New Delhi), September 28, 1988.

58. The Times of India (New Delhi), May 31, 1989,

5%9. Earlean Figher,"RBorder Dispute Tangles—Indo-Nepal
Relations', Bangkok Post May 3, 1989.
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stated, "Kathmandu's Import of arms and ammunition from China
through the Chinese builtl Kodari-Kathmandu highway was a
clear violation of 1965 Agreemenl which gave India a virtual

monopoly of Nepal®s defence needs and altogether excluded any

Chinese role in egquipping the Nepalese Forces.&o Some
contents of secrel agreement of Indo—Nepal of 19265.
(a) "The Government of India undertakes to supply arms

ammunition, and equipment for enltire Nepalese army, on Llhe
basis of a total strength of about 17000 men, comprising four
recognised brigades. This will be inclusive of existing
Himalyan troops, Home guards, Home hold troops, military
companies etc."

(b "The Government of India further undertake to replace-
existling Nepalese stock by modern weapon as soon as available
and also lo provide the maintenance of and replacement for

the equipment to be supplied by them'.

(c) "The Government of India undertake 1o provide all
training facilities required for the Nepalese armed force
personnel in training establishment in India, as necessary
and also by sending training personnel to Nepal at the
request of His Majesty's Government. During their training
in India adegquate funds will be made available by the
Government of India to enable them to meel expences on a
parity basis as incurred by Indian military personnel of

equivalent ranks,".61

59. D.P.Kumar, "Nepal Violated Secretl Agreement with India",
The Statesman (New Delhi), May 27, 1989,
60, Ibid.
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These contents of secret agreement of 1965 shows LThat
India owns all expenditure for modernising, equipping the
Nepalese forces. So this Nepali act to purchase arms from
China was a deliberately distoartion of Indo-Nepal relations.
India argued that though, Nepal have to consull before
purchasing arms from China but Nepal refuted the Indian
argument that Nepal required under the 1965 Agreement to
consulte India bhefore purchasing arms from China. This
refutation was a clear violation of the spirit of treaty of
peace and friendship 1930. It also challenged the view point
of Leo-Rose, who visited Kathmandu in January 1989 — that
Nepal should have consulted India before making arms
purchasing from China and added that no where under the
agreement is such conditionalities. Nepalese scholar has
viewed that Nepal wenl for arm deal wilh China because as
early as 1965 Nepal felt the need to modernize its army and
the Government of India, United Kingdom and United States of
America were being approached in this matter. It was in 19270
subsequently when India refused to help Nepal by supplying
items 1like anti—égés craft guns that the latter turned to

61

China. But former Foreign and Finance Minister of Nepal.

Rishikes 8S8hah urged India to take over Nepal's defence as

&1. ANLJha, "Nepal—-Indo~relations : Diplomacy by other
means'", Nepal News Vol 28, ne.4, (153 April 1989), pp.30~
31,
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provided in documents exchanged by the two sides in 1965.62
Some other untowards irriltants added fuel in fire of
1988~89 Indo-Nepal impasse were smuggling and Terrorism etc.
Nepal imports luxury items in big guantities which are many
times more than purchasing power of Nepalese people, Then
these goods are smuggled to India. Many drugs are also
smuggled. In the border towns Raxaul and Beregunj, narcolics
are available at any time. In 1284, Interpol supplied Lo the
Nepalese Government a list of 124 "“drug dons” which included
the names of several diplomats, former ministers and body-
quard of prince Dheerender HKumar. Bul Nepalese Government did
rnol take any slrict action against many of them of the
contraband and narcotics seized in India, in the past few
years, &80 per cenl came from Nepa1.63 But bolh countries
did not take it seriously. This drug trafficking became focus
of discussion when Indian Minister of State for Revenue
Affairs, arrived in Kathmandu on 21 June, 1988. During the
talks when the issue of drug trafficking along with Indo—
Nepal border emerged, Nepalese delegation felt uncomfortable
to point out the measures taken by its Government for curbing
illegal trade and trafficking in narcolics in Nepal. When it
was suggested thal Nepalese drug-traffickers and gold

smugglers operating from India should be handed over
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62. The Sunday Observer, May 13, 1989,
63. "Irritants in Indo—-Nepal Relations"”, Link, (16 April
1989) p- 17-
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to Nepal, Indian side gave its consent to the suggestion.64

During the impasse period smuggling a&cltivities on Indo-Nepal
border were increased., In 1987-88 and 1988-8% Nepal imported
5400 and 4000 metric tonnes repeclively of synthetic vyarn
that was far in excess of domestic need of around 300 tonnes.
Similarly Nepal imported clove and other items of smuggling
worth around Rs. 12 crores in 1988-89. While their annual
average in previous year has been hetween 2 to 4 crore.65
This smuggling created chaos among the policy makers of

India. It was economic sethack to India and created milleu of

misunder standing and suspicion.

The extremist activities in the both the countries
aired the tension between two countries. The Nepalese police
suspected thalt over one hundred have infiltrated into Nepal
through India and other countries and that problem was due
to open border beltween two countries. Nepal gave witnesses
of bomb explosions in Kathmandu. The possibilities of Sikh
terrorists arriving in Nepal by air from other countries
with a wview to infiltrating into India. The strict
sgrveillance was being maintained at Tribhuvan airport in
Kathmandu to check such anti-India activities and Nepalese

Foreign Minister assured India that his Government would

64. Nepal News, volZ27, no.10 (July 1, 1988) p.15.
653, The Newstime (Hyderabad) September 1, 1989.
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also take all necessary steps Lo prevenl extremists fleeing
from Punjab for taking refuge in Nepal and engaging in
hostile activities from there.66 But in one of his pamphlets
dated July 10, 19921. Mr. Amanullah Khan, self-sityled Supremo
of JKLF revealed that with the help of some countries he had
sel-up a lraining base for Kashmiri militants in Kathmandu.
It was from here that kidnepping of Indian 0il Corporaltion

eveculive was planned.67

If this report is right then a&again
it is a violation of peace treaty 1950 and Government of
India should take strong and stricl action against Lhis
development to curb such anti-India activity. Recently,
terrorist activities increased in the Terai area of Uttar
Pradesh along with the border of Indo—-Nepal border. India and
Nepal Governments should take pre—cauntionary measures Lo

curb them otherwise in future it will be egqually harmful for

both nations.

During this impasse an unprecedented incident happned.
In 27 March 1989 Royal Air Lines Chartered flight landed at
Patna. It carried consignment of Rs. 13 crore in Indian
currency notes. This sum was repayment of Indian loan to the
Indian Government. However, custom officials refused to allow

the package to be off loaded at Patna though, Reserve Rank of
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&6. Keesing Contemporary Archives Vol 31, no.10, (London)
August 1985, p.33784.

67. Shuba Singh, “Check point Nepal" The Telegaph (Calcutta)
April 2, 1989.
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India's official were present to accept it. The money had
arrived as a part of routine currency transaclions under &
signed communication from Indian Embassy in Kathmandu. Butl
custom officials arqued thalt Indo-~Nepal treaties an trade
and transit had lapsed on March 23 1989. Hence, they were
not willing to clear the package without instructions from
NMew Delhi. Nepalese aulhorities criticised it as height of
embarrassment of Nepalese officials. According to Indian
authorities, "Il was a bureaucratic f‘oulup.68 This incident
was an eloguent indicalor of the deterioration in Indo-Nepal
relations, which have reached their lowest ebb ever with the

expiry of two treates of trade and transit.

3.3 The War of Words

Since 1987 there has been a sort of rapid fire sequence
of ani—-India postures and actions become tools of Nepali
aclions. All above mentioned irritants became tools of
Nepali actions. During this period alligation and counter—
allegations on each other side started. Nepal's
introduction of conlroversial work permit system for all

foreigners including Indians and arms purchase from China

68. Shuba Singh, " Checkpoint Nepal'" The Telegraph (Calcutta)
AF‘ril 3;- 1989-
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placed a question mark on  Indo-Napal relations. These
substanstive actions were symbolic gestures of the prevailing
state of deterioration which caused much harm to Indo-Nepal
ties. The Nepalese Foreign Minister could not find time to
inaugurate a picture exhibition in connection wilh Jawaharlal
Nehru birth centenary celebralions. During the third 8SAARC
Summit of Kathmandu, King Birendra declined Indian Prime
Minister®s invitation to brearkfast meeling and India Lok
Shabha Speaker had to walkout of Nepal's national panchayat
when in his presence, Nepalese studenlts raised anti-India
slogans. Even more, in the war of words Nepal has turned out
te be much more aggressive than India has hbeen so far. In
response Lo the such anti—India compaign Uthe Indian mass
media taking an increasingly resentful turn, started talking
aboul adoption of different security policy, reduction in
terms of economic aid and assistance and a revision of 1930
lreaty. Some publicisls from Indian Instilule of Defence and
strategic studies (IDSA) and Jawahar Lal Nehru Universitly,
Mew Delhi has been advocating the abrogation of treaty of
1950 on the ground that Nepal had strayed from its spirit. On
the other hand a section of the press in Nepal has been

airing the same view but on the plea thal it was an ‘'uneqgual

treaty".69

&%9. Yogesh Upadhya, "Indo-Nepal in Balance Tie ," The Hindu
(Madras) April Z21-1989.
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In this war of media the captive Nepalese press comes
oul with columns after coiumns of anti-India traden7o
Nepalese Press used blatant anti-India slogans such as Indian
expansionism, magnanimous over bearing regional bully
imperial India, India's elbow diplomacy elc. These
blasphemous anti~India slogans incorported in hate~-India
compaign lqunched by Nepali Journals. The popular Nepalise
Journals, intellectuals, politicians and banned potitical
parties were sharply divided over the current "cold relalions
between 1Two countries'". Many leading Nepalese magazines and
weeklies has stepped up halte-India compaign and olhers have
questioned Prime Minister of Nepal, Mr. Marchiaman Singh
Shrestha's Goverment to contlinue following its "failure" 1tlo
protect the people from sconomic hardships. The two banned
Mepali parties, the Nepali Congress and Nepali communist
Party (Manandhar group) have also held Shrestha Government
responsible for present situation. The daily Kathmandu based
"Sapthahik"” accused India of having "honey in  the tongue,
gall in the heart.'" "SBapthahik Vichar" and "Alok" pushlished
from border district Jhapa have ¢riticised India "hegemony
on Nepal”. In the Intellectual class Rishikesh Shaha has

been quoted by "Rigsleshan sablthahik" blamed tThe Royal

70. PBiswanth Rattacharyya, "Indian diplomatic Bungling in
Nepal, " The Statesman (New Delhi ) August 28-1989,
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Government for tThe grim situalion Uthal arose after the
expiry of treaty on 23 March 1989. Indian Newspapers and
magazines which were largely popular in Nepal launched media
defence campaign slrictly banned the Himalayan kingdom,
earliar such ban was imposed on only select number of Indian
publications.

To tone down the Nepal press, Indian national daily

"The Times of India " played significant role.’ !

In his
article Mukerjee reacted vehemently to writings of the
Nepalese Governmenl owned daily. The Rising Nepal " which
blamed India professing undying friendship belween the people
of 1Two countries . Refering lo press coverage of Nepal in
Indian Press Mepal contented such stories were'” consltructled
on 10 per cent faclts, 40 per cent falsehood and 50 per cenl
imagination. Nepal also accused India making a false and fake
claim that essential supplies were allowed into Nepal from
India, despite, the expiry of trade and transit ireaties so
that Nepalese people do not face hardship. Nepalese Ministry
of Commerce alleged thalt no goods to entered Nepal through

the Indian border since March Z3, 1988a72

71. Dilip Mubkerjee , " Himalayan stalemate: Indian State
good will , " The Times of India (New Delhi Y April
4,1989.

72. Mepal News Vol.28, No.4,(15 Apil 1989) p.p.30-31.
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The War of Wordtd hetween two countriies created
bewilderness among the students of Indo-Nepal relations. This
war hightlighted the lowest ebb of Indo-Nepal ties . As Prof.
Anirudha Gupta stated this media war belween two neighbourers
gquestioned the logic as well as desirability of linking
following charge against Nepal with the expiry of trade and
Lransit treaties.73 The whole war of media was concentrated
on lhese assumplions; (a) Nepal is discriminalting againstl
Indian goods to make them less compelitve in The markel, (b)
Nepal Government has been imposing cerltain resltricltions since
1987 which were intensified in 19288. Indians were nol being
allowed to visit Nepal's districts bordering Tihet, but
Chinese engaged in strategic projecls in Terai area of Nepal
were allowed to visit places adjacent to BRihar and Utltar
Pradesh. Nepal has lately unilalerally imposed cuslom dulies
on Indian goods, to give an advantage lo goods from the third
countries. These siriclt restrictions imposed on Indian
nationals and goods were in violation of 11930 treaty of
friendship. Indian media only asked to Nepal that Kathmandu
must explain how does it allow Chinese naltionals with in the
ten miles of Nepal's border with India, when il debars Indians

from going withtin ten miles of Nepal's border with China.74

73. Prof. fnirudhaGupta, "India-Nepal Discord', Economic and
Political Weekly, Vol 24, no.1é4, (22 April 1989) pp.853-
54.

74. The Hindustan Times (New Delhi), March 23, 1989.
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(¢) The another content of war of words was Nepal's purchase
of assaultl rifles, missiles and anti- aircraft guns from
China. Prof Anirudha Gupta has iried to wash away this war of
confusion about arms purchase from China . It is not clear
which of the items cited above has any bearing on lthe issue
pertaining to two treaties on trade and transit which finally
lapsed in March 23-198%. If security is the upper most
concern of the Government of India then why has it not come
out with an authoriltlative sltaltement on this parlticular
Nepalese purchase of few arms from China 7 Besisdes, could it
nolt have taken up security issues al more approprialte level
instead of linking il up with maltter relating to trade and
trade?

To answer these quesltions, one should bear in mind that
India did not give aid and assistance and other 1lrade
prefences 1o Nepal on the basis profit and loss. India have
special relations with Nepal. It was Indian exlernal
strategic securily compulsion which obliged to bear such a
unprofitable trade wilh Nepal. If Japan and America can
relate mucler weapon dimension and NPT with programme of aid
and assistance and trade prefrences to India then why not
India do the same wilh Nepal ? The Japanese Foreign Minister
Michio Watanbke's statement, Japan might eventually refuse to
extant economic aid To the countries that ‘"have nuclear

weapons or sell conventional arms' higlighted in the Indian
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media being a pressure tactic Lo force India to sign the NON-
Proliferation Treaty. Mo doubt, Nepal's land lockedness is &
unique feature of Indo-Nepal relationship. India never
refused Nepal's this geogrophical compulsion and always
helped it much more than any international legal obligations
in tthis regard. The basic feature of GATT is the Mosl
Favoured Nation (MFN) under which each country levies tUlhe
same tariffs rates on imporls from all other GATT member
country. Mepal was levying special tariff rate on importls
from Indian under the 1978 trealies of trade and transitl
which expired in March 198%9. More than it Nepal, by

purchasing arms and ammuniltion from China crealed a securily

hazard to India. It was tolally against the mutual
understanding and interests of both countries. India's
decision to wunit Indian security concern and economic

prefernces to Nepal might be unpopular but it was ins
-gvitable, Over all an anti-India hysteria gripped by Nepal
which made India to maintain its inflexible stand perhaps, to

teach Nepal a lesson.

2.4 €Call For Breaking Stalmate

Irrespecltive of mutual recrimination and systemalic
disinformation certian indisputable facts were brought to
light which dig out certain rool causes of this impasse. The

Lhread of suspicion and confusion was always run along their
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mutual rapport. Bul nobody can be denied possibilties of King
Rirendra's growing apprehension ahbout his political future .

Mise fear have been reinforced by a wave O@f democracy"
striking the Philippines in 1986, South Korea in 1987 and
Pakistan in 1988. It could be as wewll Nepal's turn next.
Nepal®'s projection about India’s big bhrother attitude was
pretext to divert public attention in Nepal. Secondly,
India's vast size and huge population is bound to crealte a
sense of apprehension in which psyche of its small South
Asian neighboures. All these small countries are suffering
from sort of identity crises,., Bpeaking in seminar formar
Indian Foreign Secrelary Mr. A.P. Venkete's warn rightly said
the psyche of a "dominant power' has gone inté our heads and
had led to present problems. Thirdly to narrow down the base
of power elite in Boulh Asia's periphery and comparalivly
wider base of political system in India has resulted in &
conflict of basic interests with such broad perspective on
India. In short, New Delhi policy, posture vis—a-vis ils
gmall BSoulh Asian neighboures’'s misunderstanding was rootl
cause of this present Indo-Nepal impasse. In addition Nepal
exlra—senstivities about 1lransit facilities to expand itls
foreign trade and a sense to reduce its dependence on India
also urged Nepal to take such unprecedanted steps against
Indian external security which created a flow between India

and Nepal's mutual understaning which became an immediate
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cause of this tangle. The linkage between irealy crisis witlh
other issues had brought Indo—-Nepal relations To such &
lowest ebb. Nepal's pursuitl of economic diveresification and
slrategic autonomy had buried New Delhi's securily
senstivities by purchasing arms from China, took such & self
suicidal action against India.

In the wake of trealy crises Nepal's economy has heen
shattered, Economic hardships faced by the population of
Nepal, its limited geo—political options forced Nepal ruling
elites to take off this grim situation and approach the
Government of India for resolving the crises at the earliest.
King Rirendra accepted this truth. He said while holding oul
threat that "Nepal could with justification setalite in media
war in a like manner bul such is nolt the way to resolve the
diffirences".’>

In April 1989 Nepal submitted to Indian Government a
draft of trade lrealy based on Most Fovoured Nation(MFN), and
& separate drafl of transit treaty. Indian Government has
shown no willingness to dicuss drafts., on 15 April 1989 call
for friendly dialogue and negotiations to resolve be problems
that have arisen in Indo-Nepal relations. Il was hoped that
public affirmation will be followed by corresponding
diplomatic signals consistant with not only Nepal's

73. The Hindustan Times (Mew Delhi), July 2, 41989.
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aspirations bul also Indian politucal and economic interestils.
The Nepalese HKing rightly emphasized 1Thalt the situation
certainly calls for & reasoned approach rather than an

emolion as approach”.76

On 16tk June 19289 Neplase
spokesperson was reported that India has not yel responded
posilively to Nepal'’s latest proposal to break the stalemante
on The bilateral trade and transit issues. We are paliently

awailing a reply from India,77

India did not miss Lhe chance
and a call was sent to Nepal for holding early negotiations
through lelter from Indian Foreign Minister to his Nepalese
conlerpart. The spokesperson of Indian Foriegn Ministry
clarified that warm and friendly letter did not impose
"preconditions” and sought clarifications on all ‘“mised"
singals from Nepal. In Kathmandu Indian reply lellter was
considered as 'very positive'. The Nepali Prime Minister look
this Indian response lto calls of negotiation very critically.
He asked whelher India was really insterested in having a
meaningful dialogue with Kathmandu. He added Indian
intentions of raising political issues on the preltext of
trade and transil had become clear.

During the samelime a seminar on "Indo Nepal
relations,past present and Futlre," was held in New Delhi in
The second week of July 1989, under the aegis of Indain

76. The Times of India (New Delhi), April 15, 1989.
77« The Times of India (New Delhi), July 17, 198%.
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Council for Internalional Co-operaltion presided over by Mr.

78 n11 the

Govind Narain former adviser Lo the King of Nepal.
participnt intellectuals and activists of both countries
emphasized o resolve the crisie as much as earliar possible.
While inaugurating Mr. Atal Rehari Rajipayee urged Indian
Government that its dealing with Nepal should not only be
fair bul generous. Dr. Upadhyaya a member of a Royal
Commision in Nepal stressed the trealy of peace and
friendship should not cloud the relations between the two
countries. The concepl of Bpecial Relationship should clearly
defined. He added India's securitly and Nepal's susceplibilitly
mﬁgnot be coincided. Mr. S.D.Muni a Professor of Soulh Asian
Studies Cenilre in Jawaharlal Nehru University answered tlhe
Mr. Upadhyaya's statement, said:! we have got to look at
totality of relating rather than lay stress on lrealy
provision of Special Relationship. It is basically a question
of Inter—dependence, unless equation of political harmony
between the state and society is solved7 Indo—~Nepal tTension
will continue. He wondered why Nepal purchase anti-aircraft
guns to quell any disturbances within the country as the
Nepalese people were in no way using air craft in any battle
wilh the state. He urged Indian foreign policy makers that

78. See Pramod K.Mishra, "What is at root of the Indo-Nepal
Crisis"”, The Deccan Herald, July 27, 19892,
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the impact of Indian policy in the of life of Nepalese people
should be the Indian foreign policy’s main concern.

During this phase of negotiations many times Nepal
tried to play China card in the process of settlement.
Despite, Nepali appeasement of China it could not getl support
from China. Nepal started showing signs of bitterness and
frustation. Speaking in & function organized by Nepal-China

Friendship Association Nepal Foreign Minister said79

. the
relations between Mepal and China are centuries old. China,
India and Nepal dJdeveloped there relations based on the
Nehru®*s Principle of Panchshel over the decades bul some have
of late forgolten the principle. Some have discarded the
Principle profounded by their own grandfathers but China has
always stood for firm by these principles. Even afler Llhis
appeasement China had chosen to remain Neutlral over the issue

80

of deadlock in Indo~Nepal relalions. China did not go

beyvond saying thalt currenl impasse hetween the twoe countries
should be resolved through friendlly negotiations. Actually,
by the upheavals of the Tienanman Square massacre in Reijing,
China was also gripped by the movemenls of pre-democracy
and human rightls,

India tftook a initiative to phase out the sirained
atmosphere as Indian Foreign Minmister Mr.P.V.Narasimha Raqo

79. The Times of India (New Delhi), August 3, 1989.

80. The Times of India {(New Delhi), August 31, 1989,
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reached Nepal on 25 August 1989, This visil was for the
preperation of ground of a summil between Indian Prime
Minister and Nepalese King. It marked the resumplion of the
dialogue for restoring normalcy to the traditional
relationghip. The outcome of Mr. Rao's visilt was his meeling
wilh King Birendra at which it was decided that King and the
Indian Prime Minister should have & summit level discussion
on September 4, 1989 at Relgrade where both would be going to
alttend the NAM Conference. The summil level meeling would setl
the process of negotiation in motion and pave the way for
direct talk. And this expectaltion was fulfiled by Mr.Rao's
visilt to Nepal.

After the lapse of treaties Nearly 14 months Mr. Rajiv
Gandhi and King Rirendra mel in Belgrade on 5th Seplember
1289 wilh a view to settlement of stalemate in the bilateral
relations. 0On Seplember & King Rirendra virtually accused
India of restoring to "gunboatl diplomacy" and an ‘“onslaught
of mass communicalion Lo NAM to ensure securily'" and survival
of smaller and land locked countries. True, three rounds of
talks between heads of two countries at Belgrade during NAM
summit could not solve the crisis but reason for il was
obvious. There was no love lost between tThe two. King
Firendra, perhaps, wanted to test Mr. Gandhi's legitimacy at
the hustings; of course forgetfulness of his own legitimacy

excepl the so-called divine order. Now, the scenario in New
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Delhi appears with more receplivily and flocibility in every

81

shape of politics. In short during the period of call of

negotiations India's quite diplomacy seems Lo have succeeded.

&1. Parmanand, '"Prospects For Indo-Nepal Ties', The Patriot
{New Delhi), January 19,1990,
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CHAPTER 4

GOVERNMENTAL CHANGES 1IN INDIA AND
SUCCESS OF DEMOCRATIC MOVEMENT IN NEPAL

The period of 1988-89 ended without any landmark
achievemenl in breaking the stalemate. The diplomatic efforts
could not ease out the tensions. The crisis in Inde-Nepal
relations had now surpassed the stage of blaming each other.
It became imperative how the two countries could resolve
their differences amicably and restore normalcy. The
persistent and worsening stalematle between two countries was
detrimental to their national interesis.

With the end of Congress rule and the advent of
National Front Government on Znd December 1989,the overall
climate of Indo—-Nepal relations changed overnight1
simultaneously, political tremors brought by fermentation of
democratic movement in Nepal assumed uncontrollable force in
1990. The countrywide enthusiasm for movement, a series of
bandhs, rallies and strikes were staged all over the country
to which Governmenlt responded with force and repression and
over three thousand people were arrested and delained. It
was reported that aboutl 15 people were killed. The democratic

movemenl was further get strengthened with increasing
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1. The Times of India (New Delhi), December 3, 198%9.
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country wide support of intelligent class. In the
March 1990 agitators burnt effigies of Nepali Prime Minister
Marich Man Singh Shreshtha all over the country. The Nepali
King dissolved the Shrestha Ministry and replaced him with
more accomodating Mr.Lok Bahadur Chand en 6th April 19%90.
After realising that situation is now wuncontrollable, King
Birendra freed most of the leaders of political partlies and
coveyed to them informally that he was prepared to 1ift the
ban on political parties and introduce 1The mulli-parlies
system. On 8th April King announced the deletion of word
“"Partyless"” from tThe constitution and lifted the ban on
political parties. With the swearing in of 11 members
coaliton Interim Government on 192th April, headed by Mr.K.P
Rhattarai amidst scenes of jubiliation; a new era had begun
in Nepal.2 The success of democralic forces in Nepal and
establishment of popular Government headed by Mapali Congress
leader Mr. K.P.Bhattarai became evident of the end of impasse
in Indo—-Nepalese relations.

In the first week of January 1990 tLhe discussion
between the Foreign Minister of both countries have yielded
no breakthrough in resolving the trade and transit dispute.3
However, & Foreign Ministry spokesman of India said that
misunderstanding and suspicion had been dispelled. A joint

statement issued at the conclusion of the talks stated that

2. Sunday (Calcutta), Vol.17, 22-28 April 1990, pp.57-58.
3. The Hindustan Times, January 5, 1990.
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dialogue had resulted in greater mutual understanding of each
olher®'s is interests,concerns and problems affecting these

hilateral relations.

The statemenlt indicated that two countries fell the
shared objectives were nol only restoring close ties hut also
strengthening it further could be best achieved through the
kind of "very cordial continuation of comprehensive dialogue
which had now been resumed.4 These talks had created a good
will between two estranged countries which was the imperalive
need of the hour.

Immediatly after assuming office Nepalese Prime
Minister of Interim Government, Mr.K.P.Bhattarai brought the
noltice to India. This notice incorporaled hardships faced by
the Nepalese people on The break down of trade and transit
treaties. He proposed a highest level meetling with India for
political settllement of impasse. By 27th April 1990, India
too considered Lhe new draft for trade treaty presented by
Nepal. Indian Minister of State for External Affairs informed
the Rajya Sabha on 2é6th April that Nepal had expressed a
reference for two separate treaties on lrade and transit, Butl
India had suggested for new unified treaty. He also informed

that no formal proposal for review of treaty of peace and
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friendship (1950) had been recieved from Nepal. Considering
all speculations and geo-political realtlies, pros and cons of
impasse period 1988~-90 Nepali Prime Minister had cleared
his Government®s stand that status guo ante tThat prevailed
before exupiry of trade and transit treaties in March 1989,
should be restored and Lreaty of peace and friendship, though
not completely outdated. For a long time a number of politcal
organizations especially the radical communists had demanded
abrogation of il as “"unequal to Nepal". Although Mr.
Bhattarai,did not call it "unequal'". He certainly described
it as "old trealy", which needs some changes but he had not
explained the changes to be made in the trealy of 1950.5

Mr. Bhattarai visited India during 8-10 June 1990. More
than 14 months old impasse was discussed at length in New
Delhi. For the first time after the lapse of trade and
transit treaties, India was going to deal with leader of
democratic Nepal. The Prime Ministers of two countries
reiterated their Governmenl's adherence to and respect for
Lhe principles of sovereign, egquality, territorial integrity,
national independence, non-use of force, non—interference in
each other's internal affairs and peaceful settlement of all

disputes. And this was decided that formal treaty probably be
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signed after holding of the general election in Nepal in May
1921. In fact, the process of refresh realism was started. A
joint communique was signed,covering &ll aspeclis of bilateral
relations and agreed to ensure that status gquo ante lo April
1,1987 is restored by July 1/1990. This communique was
commendable to end the crisis—ridden relations.

Addressing news conference before Nepal delegation took
off for Kathmandu, Mr.Bhattarai categorically come out with
unequivocal assurance to Indian securily interestls and
perceptions. He said: "We tried to assure them that our own
views would show and prove that we shall take care of their
security preceptions and shall not allow Nepal to be used as
a base by any one..e.cc... China and any other country".6
About arm dealings he disclosed in an unambiguous statement
“"previous Government had entered into arm deals with China
principally because prices offered were extremly cheap'". But
he satisfied the Indian strategic analaysts of New Delhi by
clarifying that before coming to New ﬁelhi I decided no
further shipment of arms would be accepted from the China.7
He acceplted that if India was able Lo meet Nepal's need for
arms {(in terms of price, delivery and quality) it might not
be necessary for Nepal to go purchasing arms elsewhere in the
world to meel ils requirements. This gesture produced the
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desired effect in New Delhi and convincing Indian leaders
about sincerity of new ruler of Nepal. On the long awaited
and insisted Nepal's concept “zone of peace (ZOP)', Nepal
Prime Minister has categorically rejected the zone of peace
proposal and reiterated Nepal will continue to have best of
mutual security understanding with India. The new Government
of Nepal wanted globalisation of lhis proposal not limited tlo
Nepal alone.

Indian Government enthusiastically hailed success of
democratic movement in Nepal. Indian Prime Minister Mr.
V.P.Singh also assured Nepal that no dark cloud of suspicion
and controversy any longer hovered over the two countries .
Doubtless to say, thal for the first time Two Prime Ministers
met equals to start a deep meaningful relationship between
the 1two counlries. The relation of status gquo to be
applicable as on 18t April 1987. This was significant cut off
date from Indian stand as il was from then onwards that
Kathmandu had taken steps objected by India; the arms deal
with China, tThe restrictions of work permit for Indian
nationals in Nepal and withdrawal of tariff preference to
Indian goods. On July 11,1990 all 15 trade point and 22
transit point for Nepal's transit and trade with third
countries were opend. Despite, the reaffirmation of
friendship between two countries, there are still a few

issues which need to be resolved. For example, the flow of
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Indian currency between two countries and restrictions on the
movemenlt of Indian vehicles, which are pending since the
Joint communique was issued in June 1990.8

The agreement for restoraltion of staltus gquo anlte was
welcomed by the people of the bolh countries. But the radical
communist in Nepal who have formed a joint front
called United National People's Movemenl was critical of
understanding on lrade and transit relations. Pro Moaisl
Communist Party of Nepal{Mashal) spokesman remarked that
Nepalese Government has surrendered the country's sovereignty
to New Delhi. He alleged that India had forced Nepal 1to
compromise its sovereignly and securily before agreeing 1o
restoring status quo ante in trade and transit issues.
Meanwhile, the Nepalese Communist Party (Marxist Leninist)
leaders Mr.Krishana Das Shrestha termed as “"wrong''
Mr.Bhattarai's decision to stop supply of Chinese armes to
Nepal. Nepal's security must not he linked with that of
India. There was spreading rumour Lhal India in its draft
treaty had wanled to have a joinl checkpost of India and
Nepalese army in Nepal-Tibet border and Indian Air Force
planes were Lo be given free access into Nepal's over space.
Bul Indian Ambassador to Nepal removed these apprehensions by

8. The Telegraph (Calcutta), February 23, 19%21.
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saying them "Baseless'". He added There is a total equalily
and complete reciprocity with security clauses of Delhi
agreement. Former Nepalese Foreign Minister Mr.Bailendera
Kumar Upadhyay and former Premier of Nepal K.N.Bista have

hailed Mr.RBhattarai's efforts to resolve the trade and

transit impasse. Nepali Press hailed the status quo  ante
agreement exltensively. The English daily "Commoner" in ils
editorial wrote" the Prime Minister Mr.Bhaltarai deserves

congratulations for the good work he had succeeded lo do in
having Nepal-India relations normalised. Thanks are also due
to Government of India for ils construclive attitude towards
solving the problem thal has been setting the traditional
friendly relations between the two countries.q Although,
some questions raised by Nepalese Press. It was being
conceded that resumpltion of supply of various essential
commodities like coal and other raw malerial will enable
country's industry lo operalte comfortably. It was being
wondered whether Nepalese industries would in the posiltion to
stand the competition to be posed by Indian goods that flows
increasingly to Nepal. But one should not be forgotten that
less competitiveness of Nepali goods and trade deficit are
the weaknesses inherent in ils backward economy. Another

concern was securily. It has been stated in the joint
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9. The Commoner (Kathmandu) June 11, 1990.
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Comminique that mutual consuliation will be held between two
countries in all such matters Lo remove prejudices to each
other's securily. Bince there was no explanation laying down
the circumstances under which securily may be deemed to have
been prejudiced. 0One can be estimated the explanation of
prejudice was just alarming old Nepali tradition of hig small
nations. Regarding the two military helicopters thal were
presented to Mr.Bhattarai during his visit to New Delhit
criticism was Lhal two military helicopters do not make wmuch
difference oneway or other. These critics wonder if tLhis
present may nolt arouse sensitivities in some olher quarlers
also Jjust as import of some Chinese arms by Nepal somelime
ago earned Indian's ire.

On 6th  August 1990 Indian Foreign Minister Mr. I.K.
Gujral wvisited Nepal. Talking with his Nepali counterpart,
both decided to explore the prospects of establishing three
railway lines in Nepal with Indian assistance. Mr. Gujral had
agreed lo three more entry points for tourists coming to
Nepal overland would be opened by India in Eastern Nepal. The
Lhree poinls were Gouriphanta adjoining Pithoragarh, Sumauli
adjacent to Indian town Nautawa and Nepalganji. In short Mr.

10

Guijral's visil was reassurance visit to Nepal. In February

19921 Indian Prime Minister Mr.Chandra Shekhar visited to
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10. The Telegraph (Calcutta), August 7,19%90.
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Nepal. There was no major agreement signed during his visit.
India agreed to upgrade Jaynagar—Janakpur BRiratpur railway
line in Nepal as well as expand the Bir Hospital in Kathmandu
by 200 more beds. The upgradation of railway line was
estimated 1to cost about Rs.7.10 crores while expenditure of
Bir Hospilal was estimated to be a aboutl Rs.25 crore. This
visit consolidated the Indo-Nepal ties.'! During National
Front regime in India Indo-Nepal relatlions improved not only
bilateral issues but Nepal gave support to India at
International slage also. Its support for India's
candidature to security council during National Front regime
was a welcome change from the pattern obltaining in previous

Lthree decades.12

Since old hand from diplomaltic vineyards of
1978 was associaled with the process of separalting the trade
and and transit and control illegal goods flow between Nepal
and India, trust of decision aboul 1990s restoration of
status quo anle was some subjective satisfaction. The
importance of 1980s understanding was that govermental and
public opinion in Nepal interpreted it as India acceplting Llhe
independent rights of Nepal.

The year 1991 was a year of major political

transformation in both countries In India, Congress again

came to power. In Nepal first truly democratic general
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11. 8.D.Muni, The Times of India February 20, 1991.
12. See, S5.K.Sinha, "Indo-Nepal Ties'", The Statesman, February
&,1991.
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election held in May 1991 and Nepali Congress became the
ruling party. It was significant for the Indo-Nepal tlies.
On 5th December 1791 Nepali Prime\ Minister Girija Prasad
Kicrala paid a six day official visit 1o India. On 6&th
December the Prime Minister of both countries mel together.
This meeting facilitated the conclusion of five agreements
which would be termed as an ‘'Yepoch making" effort tlo
strengthen age old friendship. These five Agreements ares
Agreement on trade, Agreement on transit, agreement on co-
operation to <control unauthorised trade on the border,
Agreement on co—operaltion in Argiculture and Indo— Nepal RB.P.
Keirala Foundation.

A new Indo-Nepal treaty on trade was signed, valid for
five years and renewable for the same period. It came into
effect from 7th December 1991. Beside the elements included
in earliar trade treaty and several tariff concessions
provided in  Jjune 1990, several new facililties were also

13

incorporated. An agreemenl has also been reached to curb
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13. Some Highlights of Indo—-Nepal trealy on trade aret
Reduction of Neplese/Nepalese—Indian content requirement
for duty and quota—-free entry of Napalese manufactured
goods to India from 65 Per cenl to 55 per cent.

Time - bound proforma clearance for such Nepalese exportis
to India, though the Indian Embassy in Kathmandu, as
sought by the Nepalese Government with a four mowth time-—
limit.

Validity period of such proforma <clearance has bLeen
increased from two years lo five years. An agreement in
principal Lo include Nepalese labour content in  the 55
per cent requirement for duty/quota—free entry subject to
& negative list of producls being worked outl by the two
Governments. For detail see Appendix—A.
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unauthorised Lrade wvalid for five years. Bolh sides are
committed to work in close concest aimed at controlling this
growing scourge which has adverse impact on the Indian
economy. The new separate transilt treaty will be wvalid for
SevVen years. Beside the provision of earliar transit
treaty, this incorporalted simplified custom and olher
procedurs to help Nepalese exporters and importers. In
revolutionising bilateral co—operation with regard to waler
resocurces development, two countries took & number of
decigsions concerning karnali, Pacheshwer and Saptakashi hydal
and multipurpose projects medium size projects like Gondaki
flood forecasting and flood protection scheme, power exchange
etc.

But it would be to early to conclude that water
development related issues have disappeared. To maximize its
profit Nepal wanted the prices of hydal power to be linked to
the marginal cost of thermal genevalion in India . India on
the other hand favoured & cost plus formula, to minimise the
cast of power. Beside this Nepal wanted India teo pay a
premium for the walter that will be released from reservoirs
as power is generated, but India claims it is something
contrary to international practice. These differences are
not merely technical but also crucia114 with regard tlo

14. The Times of India (New Delhi), December 410,1991.
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development of waler resources, Indian Prime Minisler had
decided to acceplt recommendations of task force, high level
Indian delegation which visiled Nepal in August 1991. This
task force, during its three meetings witlh Nepali
authorities,finalised the identificaltion of major steps to he
initiated in the bilateral relations to make them mutually

15 The recommendations of joint

beneficial and proﬁuptive.
task formed basis of agreemenlts concluded belween two
countries.

A Memorandum of Understanding signed for co-operation
in agriculture which encompasses co-operalion in agriculture,
science and technology, research processing of cash crops and
agro—based industries. Apartl from these agreements il was
decided to give special encouragement for the setting up of
Indo-NMepal Jjoint ventures with a view to promote industrial
development in Nepal. For this purpose, access 1o Indian
market, free of basic custom duties and quantitative
restrictions would be provided automalically for all producls
of such Jjoint ventures which were cleared by the two
Jgovernments. India*s liberalised economic policy and

concluded agreement on trade and transit with India are bound

to influence the commerce and industrial policy of Nepal.
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15. 8.D.Muni, "A Landmark visit'", Frontline, January, 1992,
pp. 115.116.

171



The another agreement is establishment of Mr.
Bishweshwar Prasad Koirala Indo-Nepal foundation. It will
work with the active support of NMew Delhi and Kathmandu,tlo
promote not merely educational and cultural exchanges bhut
alsa to co-operalion in science and technology, agriculture
and other development oriented fields. India will contribute
a sum of rupees two crores lo Foundation's fund and the
Nepalese Government will make matching contribution.

The Nepalese Premier's main objective to visilt India
was to secure as many concessions as possible and he
succeeded to & large extent. While talking to Indian
mediaperson he said "he would be returning home with great
satisfaction". In the matter of trade and transit, he gotl
considerable political advantlage by signing separate treaties
on ltrade and transit. Aboul Nepal's acquisition of arms from
China, Nepalese Prime Minister added that it had emerged as a
major irritant in the Indo-Nepal relations and that kind of a
thing will not bhe repeated in future. By exdpressing
satisfaction on improved Indo-China lies, he was happy that
Indo—-China relations are improving. The overall situation is
a matter of salisfaction for all three countries. About
Pakistan's idea making South Asia a nuclear weapon—free :zone,
he said ‘“why not the whole world"”. There can be no short-—

culs in the matter of peace. The whole question should be
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viewed in global conte:-:t.16 Aboutl much mounted grealer Nepal
propaganda of Mr. Ghising, Nepalese Prime Minislter clarified,
Nepal would neither interfere in the internal affairs of
Bhutan nor would undertake any endeavours to support the idea
of grealter Nepal.

The visit of Nepalese Prime Minister to India has
proved to evoke mixed reacltions in New Delhi as well as in
Kathmandu. The political circles in Kathmandu mostly welcomed
the oul come of visil by considering it a fresh start of
construcltive friendship and economic co-operation. Mr.
K.P.Bhattarai said il was satisfactory. However, the
communist parties of Nepal divided in their analysis of the
outcome of G.P.Koirala's visit to India. The Secretary of
United Communist Party of Nepal (M-L) Mr. Madan BRhandari
welcomed the signing of two separate treaties and kept his
opinion aboul agreement on waler resources reserved. Indian
print media and political circle have welcomed the outcome of
Nepali Premeir's visit to India as a positive step towards

cementing of freindship between the two countries.17

There
are clear signs that both Governmenls appreciate each other's
political sensitivities better than what had been the case

for most of the 1980s. As Nepalese Prime Minister accepled

16. The Times of India (New Delhi), December &, 1991.
17. The Hindustan Times (New Delhi) December 7,1991.
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that his visil to India was aimed alt repairing the damages
and end the bitterness caused by the" hale~India campaing
mounted by the toppled panchayal regime for the laslt 32 years
on the pretext of Nepali nationalism .

In short the outlcome of the visit of Nepali Prime
Minigster was thal it put on an even keel in continuatignm of
the process that his predecessor Mr. K.P, Bhattarai initiated

in June 1990.
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CONCLUSION

The history of Indo-Nepal relatlions since 1930 showed
that the future of Indo-Nepal ties will depend on who runs
the governments. In the era of King Tribhuvan of Nepal, Indo-—
Mepal relaltions were at tlhe peak. The King Mahendra's
asserlive nationalism always contradicted with India's covert
as well as aovert support to democratic movement in Nepal. In
short since 1955 anti~Indianism had became synonymous witlh
Nepali nationalism. & certain amount of stridency is not only
natural but may have been meanlt essentially for Nepali
domestic consumption. It was during the regime of king
Birendra Nepali policies have assumed & pronounced anti-
India bias nol only at state level but even in people 1o
people relaltions. There was systemalic discriminaltion against
the Indian community in Nepal which was the one of the main
irritants even in 1980s. Butl potentiality of this irritant
marginalized by India. As ambassador to Nepal Mr. Rimal
Prasad consider il is an internal problem of Nepa1u1 The
important point is thal momenlum of cordial relations hetlween
two neighboures reestablished since the restoration of
democracy in Nepal has been sustained. Earliar the relations
were strained because panchayal systems's perceplions of an
unequal relationship with India, other complications arising
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1. The National Herald (New Delhi) January 16, 1991.
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from the conflict of personalities cult and absence of
democracy in Nepal. What is needed now is a series of
agreements to channelise the goodwill beltween the two
countries into mutual beneficial projects. These
conditionalities are fulfiled by the five agreements signed
in &th December 1991. These agreemenlts institutionalised
Indo~Nepal economic cooperaltion belween two countries and
consolidated the lides of history and succeed in crealing
accomodative order for benefiting the new age and opening Llhe
way for happiness, prosperily and bright future of the people
of two countries. The institutionalisation of Indo-Nepal
co~operation must be accompanied by similar arrangement with
other South Asian countries especially with China because
since 1955 after the death of King Tribhuvan of Nepal,its
overt and covert hobnobbing with China against India became
contentious issue between two countries. For example, Nepal's
action of purchasing of arms from China has given freash
leage to simmering conflict between India and Nepal. This
Institutionalisation of Indo-Nepal and Indo~China relations
respectively will be helped for washing away the deep—-rooted
apprehensions stemming from India's sizable presense in Soulh
Asia. It seems that Nepal is discarding its more than three
decades old anti-India,China card. Even China is not in the
same position as in &60s and 70s. But in the case of personal

relations, nothing should be taken for granted.
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International development and their implications should
he assessed and reviewed by the two neighboures and ttry to
adjust within their framework purposefully. The notion of
"who needs who most'" is obsolete in the present day in tLhe
international politics rather it is a question of the concepl
of interdependence. So considering this truth India have to
change itls early image of big brother(as Nepal considered)
wilh Nepal. At present India is going to follow
liberalisation in economic sphere.To fulfill enerqgy
requirement of new industrial infrastructure it has to co-
operation with Nepal because the latier have huge water
resources for hydro—-electricity.2 India has the agblility to
harness it. So from economic co-operation point of view firm
utilisation of water resources of Nepal will be marked as
clear understanding of respeclive interest of both
countries.

The decade (1980s) of Indo—Nepalese relalionship was
compounded by the plethora of irritants such as problem of
Indian nationals in Nepal, problem of Nepali people of Indian
origin, problem of Nepali people in India, terrorism and
smuggling, tlrade and transit dispule, Nepali notion of =zone
of peace and above all Nepal’s ill-conceived action of arms
purchase from China. Generally all these i1rritanis have
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2. For detail see, Lowrance Surendra, "Water Warriers',
Frontline, July-August 1991, pp. 57-59.

177



heen removed in the 1990-%1, Now it is the dultly of democratic
Governments of Nepal and India headed by mature leadership to
nurture these relations, purposefully. An essential inter-
dependence does exist and this must be appreciated by both
countries. Since Nepal is a small country, ils senstivities
heightened by minor irritants and in future il would expectl
India to handle every grievance of Nepal wilh greater

understanding.
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APPENDIX -~ A

TREATY OF TRADE; &6th DECEMBER 1991

The government of India and His Majesty's Governmenl of
Nepal {(herein aflter referred to as the Contracting Parties),

Being conscious of need to fortify tlhe tTradilional
connecltion between the marketls of the two countries,

Being animated by the desire to strenglhen economic
cooperation bhetween them,

Have resolved to conclude a Trealy of Trade in order lo
expand trade between their respecltive territories and
encourage collaboration in economic developmenti, and

Have for this purpose appointed as their
plenipotentiaries the following persons namely,

For the Government of India Shri P.Chidambaram
Minister of States for Commerce, For His Majesty's Government
of Nepal, Shri Gopal Man Shrestha, Minister of Commerce.

Who, having exchanged their full powers, and found them

good and in due form, have agreed as follow =

ARTICLE - 1

The Contracting Parties shall exlpore and undertake all
measures, including technical cooperation, to praomote.
facilitate, expand and diversity trade between the two

countries.
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ARTICLE - II

The Contracting parties shall endeavour 1lo grant
maximum facilities and to undertake all necessary measures
for the free and unhampered flow of goods, needed by one
country from 1he other, to and from tlheir respecltive

territories.

ARTICLE -~ 111

Bolh the Contracting parties shall accord
unconditionally to each other treatment no less favourable
than that accorded to any third country with respeclt to (&)
customs duties and charges of any kind imposed on or in
connection with importaltion and exportation, and (b)) import

regulation including gquantitative restrictions.

ARTICLE - 1V

The Contracting Parlies agree, on a reciprocal basis,
to exempt from basic customs duly as well as from
gquantilative restricltions the import of such primary producls

as may be mutually agreed upon, from each other.

ARTICLE - V

Notwithstanding the provisions of Article II1 and
subject to such exceptions as may be made after consultation
with His Majesty's Government of Nepal, the Government of
India agree to promote the industrial development of Nepal
through the grant on the basis of non-reciprocity of
specially favourable f{reatment to imports into India of

industrial gproducts manufactured in Nepal in respect of
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customs duty and quantitative restrictions normally

applicable to them.

ARTICLE - VI

With a view to facilitating greater interchange of
goods between the two countries, His Majestly's Government
shall endeavour lo exempt, wholly or partially, imports from
India from customs duty and gquantitaltive restrictions to the
maximum extent compalible with their development needs and

protection of their industries.

ARTICLE - VII

Payment for transactions between tLhe two countries will
continue to be made in accordance with their respective
foreign exchange laws, rules and regqulations. The
Contracting Parties agree to consult each other in the event
of either of them experiencing difficultlies in their mutual

transactions with a view to resolving such difficulties.

ARTICLE - VIII1

The Contracting parties agree lo co-~operale effeclively
wilh each other to prevent infringement and circumvention of
the laws, rules and regulations of either counltry in regard

to matters relating to foreign exchange and foreign lrade.

ARTICLE - IX
Notwithstanding the Fforegoing provisions, either
Contracting party may maintain or introduce such restrictions

as are necessary for the purpose of:
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(a) protecting public morals,

(k) protecting human, animal and plant life,

(c) safeguarding national treasures,

(d) safequrading the implementation of laws relating
to the import and export of gold and silver
bullion, and

{e) safegurading such other interesls as may be

mutually agreed upon

ARTICLE — X

NMothing in this treaty shall prevent either Conlracling
Party from taking any measures which may be necessary for the
protection of its essential security interests or in
pursuance of general internaltional conventions, whether
already in existence or concluded hereafler, to which il is a
party relating to transit, export or import of particular
kinds of articles such as narcotics and psychotropic
substances or in pursuance of general conventions inlended to
prevent infringement of industrial, literary or artistic
property or relating to false marks, false indications of

origin or olher methods of unfair competition.

ARTICLE - XI

In order to facilitate effective and harmonious
implementation of this Trealy, the Contracting Partlties shall
consull each other reqularly. ARTICLE - XII

This Trealy shall come into force on the &th December
1991, and shall remain in force for a period of five years.

It may be renewed for further periods of five years, at a
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time, by mutual consenl, subjeclt to such modifications as may
be agreed upon.

Done in duplicate in Hindi, Nepali, and English
languages, all the texts being equally authentic, at New
Delhi on éth December 1991. In case of doubt, the English

text will prevail.

(P. CHIDAMEBARAM) (GOPAL. MAN SHRESTHA)
Minister of State for Commerce Minister of Commerce
For the Government of India For His Majestiy's

Governmenl of Nepal
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APPENDIX — B

TREATY OF TRANSIT; 6th DECEMBER 1991

The Government of India and His Majesly's Government
of Nepal (hereinafter also referred to as the Contraclting
Parties),

Animated by the desire to maintain, develop and
strengthen the existing friendly relations and cooperation
between the two countries,

Recognising that Nepal as a land-locked country needs
access to and from the sea to promote its international
trade,

And recognising the need to facilitate the traffic in
transit through their territories,

Have resolved to conclude a Trealy of Transit, and

Have for this purpose appointed as their
plenipolentiaries the following persons namely,

Far the Government of India Shri P.Chidambaram
Mﬁister of State for Commerce, For His Majesty's Government
of Nepal, Shri Gopal Man Shrestha, Minister of Commerce.

Who, having exchanged their full powers, and found them

good and in due form, have agreed as follow @

ARTICLE - I

The Contracting Parties shall accord to "traffic in
transit" freedom of transit across their respecltive
territories through routes mutually agreed UpoT. No

distinction shall be made which is based on flag of vessels,
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the places of origin, departure, entry, exit, destination,

ownership of goods or vessels.

ARTICLE - II

{a) Each Contracting Party shall have the right to take
all indispensable measures to ensure that such freedom,
accorded by it on its territory does not in any way infringe
its legitimate interests of any kind.

(b)Y Nothing in this Trealy shall prevent either
Contracting Party from taking any measures which may be
necessary for the protection of its essential security

interests.

ARTICLE — IIIX

The term, "traffic in transit® means the passage of
goods including unaccompalnied baggage across the terrilory
of a Contracting Party when the passage is a portion of a
complete Jjourney which begins or terminates within the
territory of the other Contracting Party. The transhipment,
warehousing, breaking bulk and change in the mode of
transport of such goods as well as the assembly, dis—assembly
or re—assembly of machinery and bulky goods shall notl render
the passage of goods oulside the definition of ‘*traffic in
transit" provided any such operation is undertaken solely for
the convenience of transportation. Nothing in this article
shall be construed as imposing an obligation on either
Contracting Party to establish or permit the establishment of

permanent facilities on ils territory for such assembly, disg-—
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assembly or re—assembly.

ARTICLE - 1V

Traffic in transit shall be exempt from customs dulies
and from all transit dufies or olther charges execptl
reasonable charges for transportation and such other charges
as are commensurale wilth the costs of services rendered in

respect of such transit.

ARTICLE - V

For convenience of traffic in transit the Contracting
Parties agree to provide at point or points of enlry or
exil, on such terms as may be mutually agreed upon and
subject to their relevan! laws and regulations prevailing in
either country, werehouses or sheds, for the storage of

traffic in transit awailting customs clearance before onward

ftransmission.

ARTICLE - VI

Traffic in transil shall be subject to the procedure
laid down in the Proltocol here to annexed and as modified by
mutual agreement. Excepl in case of failure to comply with
the procedure prescribed, such traffic in transit shall not

be subject to avoidable delays or restriclions.

"ARTICLE - VII

In order to enjoy the freedom of the high seas,
merchant ships sailing under the flag of Nepal shall be
accorded, subject to Indian laws and reqgulations, treatment

no less favourable thanm that accorded to ships of any other
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foreign country in respect of matters relating to navigation,
entry into and departure from the ports, use of portls and
harbour facililties, as well as loading and unloading dues,
taxees and other levies, except that the provisions of this

Article shall not extend to coastal trade.

ARTICLE — VIII

Motwithstanding the foregoing provisions, either
Contracting party may maintain or introduce such measures or

restrictions as are necessary for Lhe purpose of:

(i) Protecting public morals:
(ii) Protecting human, animal and plant life:
(iii) Safegurading the implementation of laws
relating to the imporl and export of gold and
silver bullion; and
(iv) Safegurading such olher interesis as may be

mutually agreed upon.

ARTICLE - IX

Mothing in this Trealy shall prevent either Contracting
Party from taking any measures which may be necessary in
rursuance of general internalional conventions, }whether
already in existence or concluded hereafter, to which it is &
party relating to trasit, export or import of particular
kinds of article such as mnarcotics and psychotropic
substances or in pursuance of general conventions intended to

prevent infringement of industrial, literary or artistic
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property or relating to false marks, false indications of

foreign or other methods of unfair competition.

ARTICLE - X
In order to facilitate effeclive and harmonious
implimentation of this Trealy the Contracting parties shall

consull each other regularly.

ARTICLE - XI

This Treaty shall enter into force on the 6th December
1991 and shall remain in force for a period of seven vyears.
It may be renewed for further periods of seven years by
mutual consent, subject to such modifications as may be
agreed upon.

Done in duplicate in Hindi,Nepali and English
languages, all the texts being equally authentic, at New
Delhi on the &6th December 1991. In case of doubtl, the English

text will prevail.

(P. Chidambaram) (Gopal Man Shrestha)
Minister of State for Commerce Minister of Commerce
for Government of India for His Majesly's

Government of Nepal
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APPENDIX - C

AGREEMENT OF COOPERATION BETWEEN
GOVERNMENT OF INDIA AND HIS MAJESTY'S
GOVERNMENT OF NEPAL TO CONTROL
UNAUTHORISED TRADE

The Government of India and His Majesty's Government of
Nepal (hereinafter also referred to as the Contracling

Parties).

KEEN to sustian the good neighbourliness tThrough mutually
beneficial measures at their common border which is free for
movement of persons and goods.

Have agreed as follows:

ARTICLE - 1

The Contracting Parties, while recognising that there
is a long and open border between the two counlries and there
is & free movement of persons and goods across lhe border and
noting that they have the right to pursue independent foreign
trade policies,agree that either of them would take all such
measures as are necessary ta ensure that the economic
interests of 1the parly are nol adversely affected through

unauthorised trade between the two countries.

ARTICLE - II

The Contraclting Parties agree to cooperate effeclively
with each other, to prevent infringement and circumvention of
Lhe laws, rules and regulations of either country in regard

te matters relating to Customs, Marcotics and Psychotropic
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Substances, Foreign Exchange and Foreign Trade and shall for
this purpose assist each other in such matters as
consultation, enquiries and exchange of information witlh
regard to matters concerning such infringement or

circumventiion.
ARTICLE - 111

Subject to such exceptions as may be mutually agreed
upon each Contracting Party shall prohibitl and cooperate with
the other Lo prevent:

(a) re—exports from ils territory te third couniries of
goods imported from tLhe other Contracting Party and products
which contain materials imported from the Contracting Parly
exceeding 50 per cent of the ex—factory value of such
productis;

(b) re—export to the territory of the other Contracting
Party of goods imported from third countries of productls
which contain imports from third countries exceeding 50 per

cent of the ex—~factory value of such goods.

ARTICLE - 1V
Each contracting Party will :

(a) prohibit and take appropriate measures to prevent
import from the territory of the other Contracting Party of
goods liable to be re—exported to third countries from its
territory and the export of which from the territory of the
other Contracling Party to ils terriltory is prohibited:

(b)) in order to avoid inducement towards diversion of
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imported goods te the other Contracting Partly, take
appropriate steps through necessary provisions relalting to
Eaggage Rules, gifts and foreign exchange authorisation for

the import of goods from third countries.

ARTICLE - V

The Contracting Parties shall compile and exchange with
each other statistical and other information relating to
unauthorised trade across the common border. They also agree
to exchange with each other regularly the lists of goods the
import and export of which are prohibited, or restricted or
subject to control according to their respective laws and

regulations.

ARTICLE - VI
The respecltive heads of the Border Customs Offices of
each country shall meel regularly with his counterpart of
appropriate slatus at least once in two months allernately
across Lhe common border:
(a) Lo cooperate with each other in the
prevention of unauthorised trade:
{b) 1o maintain the smooth and uninterrupled
movement of goods across their lerritories;
{(c) to render assistance in resolving
administrative difficullies as may arise atl

the field level.
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ARTICLE - VII
In order to facilitate effeclive and harmonious
implementation of this Agreement,the Contracting Parties

shall consult each other regularly.

ARTICLE - VIII

This Agreement shall come into force on the éth
December 1991,and shall remain in force for a period of five
vears.It may be renewed for further period of five years, at
a time, by mutual consent, subject to such modifications as
may be agreed upon.

Done in duplicate in Hindi, Nepali and English
languages, all the texts being equally authentic at New Delhi
on the é6th December 1991.In case of doubt, the English tlext

will prevail.

(P.Chidambaram) (Gopal Man Shrestha)
Minister of State for Commerce Minister of Commerce
for Government of India for His Majesty's

Government of Nepal.
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TABLE NO. 1

NEPAL*S IMPORTS
{(Values in million Nepalese Rupees)

Year Total India Other countries
1974~75 1814. 1475.7 338.9
(100) (81.3) (18.7)
1975-76 1981.7 1227 .1 754.4
1009 (61.9) (38.1)
1976~77 2008.0 1343.5 664.5
(100} (66.9) (33.1)
197778 24469 .6 1534.1 935.5
(100} (62.1) (37.9)
1978-79 2884.7 1581.7 1303.0
(100} (54.8) (45.2)
1979-80 3480.1 1786.4 1693.7
(100} (51.3) (48.7)
198081 44728.2 2179.0 2249
(100) (49 ,2) (50.8)
178182 4930.3 2280.9 2649 .4
(100) (446.3) (53.7)
198283 6314.0 2499.6 3814.4
(100) (39.6) (60.4)
198384 6514.3 3058.0 3456.3
{100) (46.9) (52. 1)
128485 7742 .1 3895.0 3844.3
(100) (50.3) (49.7)
128584 ?341.2 3270.4 5370.3
(100) (42.5) (57.5)
1986—-87 10905.2 4262.0 6H643.2
{100) (39.1) (LH0.9)
198788 13869.7 4595.8 9273.%9
(100) (32.1) (66H.9)
1988-89 16263.6 4238.46 12025.0
P (100) (26.1) (73.9)
1989-90 16315.3 4245 .4 12069.9
{100) (26.0) (74.0)
SOURCE =~ Quarterly Economic Bulletin, Nepal Rashtra Rank, Vo
October, 1988 to July 1989 November 1-4.
—> Figures within bracket indicate percentages of the t

B
P —-* Provisional
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TABLE NO. 2

NEPAL 'S EXPORTS
(Values in million Nepalese Rupees)

Year Total India Other countries
197 4-75 889.6 746 .7 142 .9
(100" (83.9) (16.1)
1975~76 1185.8 893.7 292.1
(100) (75.4) (24.6)
1976~77 1164.7 779.6 385.1
{100) (66.9) (33.1)
1977-78 1046.2 498,11 548. 1
(100) (47 .6) (52.4)
1978~79 12946.8 63001 b8b.7
(100) (50.1) (49.9)
197980 1150.5 520.9 &H29.6
(100) (45.3) (54.,7)
1280-81 1608.7 992.4 616.9
(100) (61.7) (38.3)
198182 1491.5 994 .4 497 .1
100) (b6.7) (33.3)
198283 1132.0 843.3 288.,7
(100) (74.5) (25.5)
1928384 1703.9 1160.7 543.2
(100) (68.1) (31.9)
198485 2740.6 1601.7 1138.9
(100) (58.4) (41.6)
1985-86 3078.0 1241, 1 1836.9
(100) (40.3) (59.7)
1986~-87 2991.4 1302.6 1688.8
(100) (43.5) (56.5)
1987 -88 4114.5 1567 .8 2546.8
(100) (38.1) {(61.9)
198889 4195.5 1034.8 3160.70
(100) (24.7) (75.3)
1989-90F 4589.7 376.3 4213.49
{100) (8.1) (21.9)
SOURCE: - Quarterly Economic Bulletin, Nepal Rashtra Bank, Vol.23

October, 1988 to July 1989 November 41-4.

B ~> Figures within bracketl indicate percentages af the total.
P —» Provisional

194



TABLE NO. 3

NEPAL*S TRADE BALANCE
(Values in million Nepalese Rupees)

o0t eotoe 4000 442kt sente sorms Pviur teses IS GOROR M Pk e Somlh LML S e St ARG SSRR SSS18 SHeRE FeSen Feess feeen SO JOMNE SH4TD Sdeer Shove SR TR SHeme SueUD STPOY FHOTH TLERE SURER BabS FRbre e 44040 $4AM SHSIT Seme s ea Ries SRS S SRR SRRRS S35 e SrRek $0349 SHST HESS SIS STeS ceate SUVER Sonks i Sabee

Year Total India Other countries
197475 ?25.0 729.0 196.0
¢100) " (78.8) (21.2)
197576 795.98 333.4 462.5
(100) (41.9) (58.1)
1976~77 8543.37 563.9 279.4
(100) (66.9) (33.1)
197778 1423.4 1036.0 387.4
(100) (72.8) (27.2)
1978-79 1587.9 921.6 656.3
(100 (58.7) (41.3)
1979~80 2319.6 1265.5 1064, 1
(100) (54.3) (45.,7)
1980~81 2819.5 1186.6 1633.9
C100) 4z2.1) (57.9)
1981-82 3438.8 1286.5 2152.3
(100) (37.4) (LZ2.6)
1982-83 5182.0 1656 .3 3525.7
{100) (I2.0) (68.0)
1983-84 4810.4 1897.3 27913.1
(100) (39.4) (60.6)
1284~-85 5001.5 2294 .1 2707 .4
(100) (45.9) {(54.1)
1985864 6263.2 2729.8 3533.4
(100) (43.4&) (56.4)
1984-87 7913.8 2959 .4 4954 ., 4
(100) (37.4) (62.6)
198788 975%.2 3028.2 6727 .0
(100} (31.0) (69.0)
198889 12068 .1 3203.8 8864.3
{(100) (26.5) (73.5)
1989—90p 1172%. 6 3869.1 7856.4
(100) {33.0) {67.0)
SOURCE =~ Guarterly Economic Bulletin, Nepal Rashtra Bank, Vol.23

October, 1988 to July 1989 November 1-4.

B ~-* Figures wilthin bracket indicate percentages of the total.
P ~-* Provisional
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