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1. INTRODUCTION



1.1 Background

» Despite their close geographic proximity and cultural ties, Nepal and Bangladesh have
historically had limited trade and people-to-people connectivity.

» Bangladesh has achieved substantial per capita GDP growth from USD 1,094.5 in 2014 to USD
2.503.4 1n 2024, driven largely by the garment industry and despite challenges such as poverty,
natural disasters, and climate-related pressures on agriculture.

» Nepal’s economy heavily relies on remittances, tourism, and agriculture, but its mountainous
terrain and frequent natural disasters like earthquakes and landslides hinder infrastructure and
agricultural development.

» Nepal and Bangladesh share a long-standing, friendly relationship rooted in mutual respect,
historical support during Bangladesh’s independence, and common geographical, cultural, and
linguistic ties.




1.2 Key agreements and evolving Bangladesh-Nepal cooperation

Shared International Outlook & Cooperation

» Nepal and Bangladesh share similar views on global issues and collaborate in regional and international forums, such as the NAM,
SAARC, BIMSTEC, BBIN, and SASEC.

1976 Trade and Payment Agreement
» Designed to strengthen bilateral trade, this agreement allows both countries to grant each other MFN status, facilitate trade
transactions, and ease the movement of goods.

1976 Transit Agreement
» Bangladesh granted Nepal access to its ports-Chattogram and Mongla, and several land entry or exit points, including Biral,
Banglabandha, Benapole, enabling transit trade through Bangladesh.

1978 Joint Economic Commission (JEC)
> Established at the finance ministers’ level to promote joint ventures in banking, finance, and insurance, and to foster broader
economic cooperation.

2012 Foreign Office Consultations Mechanism
> A platform at the foreign secretary level to review and strengthen diplomatic and bilateral relations through regular dialogues.

2019 Double Taxation Avoidance Agreement
» Aimed at preventing fiscal evasion and double taxation, this agreement encourages investment by providing tax clarity and reducing
barriers for businesses operating in both countries.




1.3 Ongoing negotiations

> Preferential Trade Agreement (PTA)
» Intended to reduce tariffs on selected goods, promoting greater trade volume

between the two countries.

» Bilateral Investment Promotion and Protection Agreement (BIPPA)
« Aims to protect investors' rights and boost cross-border investment by offering legal

safeguards and dispute resolution mechanisms.




2. EVOLVING TRADE TIES BETWEEN
BANGLADESH AND NEPAL



2.1 Bangladesh-Nepal trade relations

 Limited exports to Nepal during 1980s and early
2000S.

» Export volumes rose sharply, surpassing USD 20
million and exceeding USD 100 million by 2021,
signalling strong trade ties.

* Yet, exports to Nepal drastically fell to USD 40
million in 2024.

» Bangladesh’s imports from Nepal were modest
during the 1980s and early 2000s.

» Imports from Nepal peaked in 2008, accounting for
USD 66.5 million.

 However, in recent years, imports have declined
significantly, accounting for only about USD 6
million in 2024.
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Figure: Bangladesh's trade with Nepal (million USD)

Despite earlier growth, trade has declined at an alarming rate in recent years, raising concerns about
long-term trade sustainability.
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Note: Mirrored data was used in the case of Bangladesh’s imports from Nepal.



2.2 Top traded goods between Bangladesh and Nepal

> In 2022,

paper or of paperboard (HS48)

Bangladesh’s top 10 exported goods to| 2022
Nepal in million USD

Residues and waste from the food industries; 25.90
prepared animal fodder (HS23)

Other vegetable textile fibres; paper yarn and 7.45
woven fabrics of paper yarn (HS53)

Electrical machinery and equipment and parts 5.53
thereof; sound recorders and reproducers,
television (HS85)

Preparations of vegetables, fruit, nuts or other 0.93
parts of plants (HS20)

Pharmaceutical products (HS30) 4.80
Fertilisers (HS31) o)
Cereals (HS10) 0
Edible vegetables and certain roots and tubers 2.01
(HSo7)

Oil seeds and oleaginous fruits; miscellaneous o)
grains, seeds, and fruit; industrial or medicinal

(HS12)

Paper and paperboard; articles of paper pulp, of 1.82

Sources: IMF
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Bangladesh’s
top exports to Nepal
included food industry
residues (HS23), textile

fibres (HS53), and
electrical machinery
(HSS85), along with
vegetables,
pharmaceuticals,

fertilisers, cereals, and
paper products.

>»In 2022, Bangladesh’s

top imports from Nepal

included vegetables
(HSo07), electrical
machinery (HSS85),
feather articles (HS67),
and various

agricultural and food-
related products.

Bangladesh’s top 10 imported goods from
Nepal in million USD

Edible vegetables and certain roots and tubers
(HSo7)

Electrical machinery and equipment and parts
thereof;, sound recorders and reproducers,
television (HS85)

Prepared feathers and down and articles made
of feathers or of down; artificial flowers; articles
(HS67)

Oil seeds and oleaginous fruits; miscellaneous
grains, seeds and fruit; industrial or medicinal
(HS12)

Residues and waste from the food industries;
prepared animal fodder (HS23)

Miscellaneous edible preparations (HS21)

Products of animal origin, not elsewhere

specified or included (HS05)

Preparations of vegetables, fruit, nuts or other
parts of plants (HS20)

Coffee, tea, maté and spices (HS09)
Sugars and sugar confectionery (HS17)

Sources: IMF

2022
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Figure: Nepal’s exports to Bangladesh, actual vs potential (million USD)

Nepal has significant untapped export potential with Bangladesh, particularly in cardamom, palm oil, and various types of yarn, with most of its top goods either under-exported
or not exported at all.
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Source: ITC Export Potential Map
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2.4 Bangladesh’s export potential with Nepal

Figure: Bangladesh’s exports to Nepal, actual vs potential (million USD)

Bangladesh has significant untapped export potential to Nepal in jute, cotton garments, and bicycles, with considerable room to boost earnings. Meanwhile, exports of soybean
oilcakes and fresh potatoes exceed predicted levels.
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2.5 Barriers to trade optimisation

> Concessions exist under MFN and
SAFTA, but multiple ‘Other Duties
and Charges (ODCs)’ raise total tax
incidence. This includes-
» Regulatory Duty (RD)
« Supplementary Duty (SD)
e Value Added Tax (VAT)

e Advance Income Tax (AIT)
 Advance Trade VAT (AVAT)
*These are all levied at the customs

point

Impact on
Competitiveness

>» The total tax incidence remains

prohibitively high for Nepali exporters.

» This is particularly evident in the case of
products like large cardamom, where
Bhutan enjoys duty-free access, while

Nepal faces a significant tax burden.



MFN tariffs Effectively Pref. Trade value Number of Number of

Product Product description

(in per cent) applied Margin in 2022 PTAs NTMs
tariffs (in (in per cent)
code per cent)
23 Residues and waste from the food industries; prepared animal fodder 9.98 5.86 4.12 77823 1 5
53 Other vegetable textile fibres; paper yarn and woven fabrics of paper
10.17 6.78 3.39 22053 1

yarn
85 Electrical machinery and equipment and parts thereof; sound recorders

and reproducers, television image and sound recorders and 8.10 6.79 1.30 16740 1 5

reproducers, and parts and accessories of such articles

30 Pharmaceutical products 10.55 8.58 1.97 14367 1 5
07 Edible vegetables and certain roots and tubers 11.23 10.14 1.08 6120 1 13
48 Paper and paperboard; articles of paper pulp, of paper or of paperboard 15.48 13.04 2.44 5454 1
52 Cotton 10.59 5.71 4.88 4674 1
19 Preparations of cereals, flour, starch or milk; pastrycooks' products 24.02 22.09 1.03 4002 1 17
70 Glass and glassware 19.31 17.20 2.11 3087 1
20 Preparations of vegetables, fruit, nuts or other parts of plants 22.44 21.38 1.06 2700 1 12
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MFN tariffs Effectively Pref. Trade value Number Number

Product Product description (in per cent) applied  Margin (in in 2022 of PTA  of NTMs
tariffs (in per cent) (million

Code per cent) USD)

07 Edible vegetables and certain roots and tubers 10.2 6.33 3.87 0.01 1 41

85 Electrical machinery and equipment and parts thereof; sound recorders and 16 12.84 3.16 0 1 2

reproducers, television

67 Prepared feathers and down and articles made of feathers or of down; 25 5 20 0 1 5

artificial flowers; articles

12 Oil seeds and oleaginous fruits; miscellaneous grains, seeds and fruit; 1.36 0.36 1 o) 1 82

industrial or medicinal

23 Residues and waste from the food industries; prepared animal fodder 1.46 0.83 0.63 0 1 28
21 Miscellaneous edible preparations 22.01 16.37 5.64 0 1 28
05 Products of animal origin, not elsewhere specified or included 8.46 2.47 5.99 0 1 24
20 Preparations of vegetables, fruit, nuts or other parts of plants 25 18.34 6.66 o) 1 28
09 Coffee, tea, maté and spices 24.16 15.65 8.52 0 1 45
17 Sugars and sugar confectionery 24.23 21.18 3.05 0 1 26
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3. INVESTMENT SCENARIO



3.1 Investment landscape in Bangladesh

» Investment connectivity involves the international harmonisation of business regulations and the implementation of agreements
and policies that support investment across borders.

» Bangladesh is an attractive and promising economy for foreign investment with long-term tax holidays, repatriation facilities, and
easy access to the Indian and Chinese markets.

» Bangladesh provides several fiscal and non-fiscal incentives, including exemptions or reductions of corporate taxes, reduced import
taxes on capital machinery and raw materials, reduced VAT, provision of export subsidies, and various banking facilities.

» Businesses based in EZs and EPZs are eligible for different tax exemption incentive packages.

» Foreign-invested capital is eligible for full repatriation. In the same way, dividends and earnings from overseas investments may be
fully transferred. Provisions are made for the repatriation of dividends, profits, and invested capital.

» Bangladesh has signed Bilateral Investment Treaties (BITs) with 30 countries.




3.2 Investments from Nepal in Bangladesh

» FDI stock from Nepal to Bangladesh
remained negligible from the early 2000s.

» First positive FDI inflow recorded in 2005
at USD 0.07 million.

» A significant surge occurred in FY2021
with an inflow of USD 6.82 million.

» 2022 showed a temporary decline with a
negative inflow of USD 6.3 million.

» 2024 saw a rebound with a positive inflow
of USD 7.03 million, the highest recorded
FDI between 2005 and 2024.

Million USD

Figure: FDI stock from Nepal in Bangladesh in million
USD

Overall trend suggests a growing but volatile FDI relationship, with recent signs of resilience and
potential for future collaboration.
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Bangladesh Nepal

Measure Dhaka Chittagong Kathmandu
Time involved in starting a business 20 20 23
Time involved in dealing with construction 350 317 125
The time involved in getting electricity 145 173 49

The time involved in registering property 369 400 6
Time involved in trading across borders (in 384 384 42
hours)

Source: Doing Business 2020, World Bank
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Bangladesh Nepal

construction

The cost involved in getting electricity

Measure Dhaka Chittagong Kathmandu
The cost involved in starting a business 150 150 103
The cost involved in dealing with 1,399 1,328 4,117

The cost involved in registering property

128 129 2,761

The cost involved in trading across
borders (in hours)

1,308 1,308 293

Source: Doing Business 2020, World Bank
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4. INDUSTRIAL VALUE CHAIN



Forward linkage
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4.2 Bangladesh's backward & forward linkages

» From 1990 to 2018, Bangladesh’s
backward linkages ranged from 3.6% to
6.4%, peaking in 1990.

» Forward linkages ranged from 9.7% to
16.6%, with the highest value in 2008.

» Fluctuations were influenced by factors
like global market changes, domestic
regulations, and technological
advancements.

» The data reflects Bangladesh's evolving
integration into global value chains and
its export competitiveness.

In percentage

Figure: Bangladesh's backward and forward linkages
as a share of exports

Bangladesh's exports showed low upstream integration, with consistently higher forward than
backward linkages, reflecting its focus on final goods production.
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4.3 Nepal's backward & forward linkages

» From 1990 to 2018, Nepal’s backward
linkages increased significantly, reaching
64% 1n 2015.

» Forward linkages also rose substantially,
peaking at 70% in 2018.

»The trends reflect Nepal's growing
integration into global value chains over
time.

» Both linkages have contributed notably to
Nepal’s export competitiveness and
economic growth.

» Nepal’s experience offers potential lessons
for other LDCs aiming to strengthen their
position in global value chains.
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Figure: Nepal's backward and forward linkages as a
share of exports

Nepal's rising backward and forward linkages reflect its deepening integration into both upstream
and downstream segments of global value chains.
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4.4 Forward linkages: Sector-wise breakdown of Bangladesh’s value added
in Nepal’s exports in 2021 (in million USD)

Agriculture 3670.08
Petroleum, Chemical and Non-Metallic Mineral Products 821.79
Transport 35949
Financial Intermediation and Business Activities 207.66
Textiles and Wearing Apparel 124.17
Wholesale Trade 172.59
Post and Telecommunications 135.03
Fishing 54.72
Mining and Quarrying 56.51
Electrical and Machinery 420.77

Source: UNCTAD-Eora Global Value Chain Database
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4.5 Backward linkages: Sector-wise breakdown of Nepal’s value added in
Bangladesh’s exports in 2021 (in million USD)

Textiles and Wearing Apparel 196.11
Petroleum, Chemical and Non-Metallic Mineral Products 21.27
Transport 18.16
Electrical and Machinery 7.00
Food & Beverages 28.74
Hotels and Restaurants 9.51
Education, Health and Other Services 4.49
Agriculture 10.73
Other Manufacturing 4.16
Metal Products 2.04

Source: UNCTAD-Eora Global Value Chain Database
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5. BANGLADESH-NEPAL PREFERENTIAL
TRADE AGREEMENT (PTA)



Tariff barriers, including ODCs, are the main

A PTA could help reduce or eliminate obstacle to Nepal’s exports to Bangladesh.

trade barriers.

The existing SAFTA framework is
insufficient, as many products fall under
Bangladesh’s sensitive list and are
excluded from SAFTA preferences.

Aims to reduce tariffs and improve

market access beyond what
SAFTA offers

Even products with low or zero customs
duties under SAFTA still face high total
tax incidence due to ODCs.

Focuses on product lists
prioritised by each country

27




5.2 Terms of the PTA

NEPAL

BANGLADESH

REQUEST

Nepal has requested Bangladesh
to lower import taxes on 75 key
products, mainly agricultural
goods and textiles, that account
for 30% of its global exports, but
currently face high total tax
burdens in Bangladesh due to
ODCs, despite tariff reductions
under SAFTA.

CHALLENGES

While Bangladesh offered duty
concessions on only 20.7% of
these products (covering 38.1% of
Nepal’s export value), the offer
focused on already low-tariff items
and did not address ODCs,
resulting in negligible trade
benefit for Nepal.

Bangladesh also submitted a
request list, asking Nepal to
lower tariffs on 31 of its
export products.

Source: https://sawtee.org/publications/Nepal-Bangladesh%2otrade.pdf

Most of these items are still taxed
heavily in Nepal (averaging 28.49%),
making it difficult for Nepal to offer
concessions to Bangladesh without
risking domestic revenue or industry
protection.

BANGLADESH

NEPAL

28



5.3 Key barriers of the PTA

>

Although negotiations have likely progressed and the lists may have changed, key challenges
remain in finalising a successful PTA between Bangladesh and Nepal.

There is a mismatch between Nepal’s request list and Bangladesh’s offer, highlighting difficulties
in aligning interests.

Bangladesh has requested tariff concessions on products that are sensitive for Nepal, either due
to the sector’s importance or potential revenue losses.

A clause in the Nepal-India trade treaty mandates that India must automatically receive any
concessions granted to Bangladesh, adding another layer of complexity.

This clause could discourage Nepal from offering concessions to Bangladesh, as it would have to

extend the same to India, potentially affecting domestic industries and revenues.




6. RECOMMENDATIONS



6.1 Recommmendations

Trade and economic
integration

Industrial development and
competitiveness

» Enhance regional trade > Foster industrial

and employment diversification and

generation e e
specialisation
> Leverage geographic .
» Boost competitiveness
proximity .
as both nations
» Streamline customs
. graduate from LDC
and admin procedures

. status
> Just-in-time

production supported » Upgrade cross-border

by regional linkages infrastructure
» Ideal supply chain

integration
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Addressing tariff barriers

Secure the PTA to address major
tax barriers between Bangladesh
and Nepal, drawing on Bhutan’s
experience in ensuring
preferential access to the
Bangladeshi market for strategic
insights.

Nepal should identify products
where it can offer tariff

concessions to Bangladesh based

on research and stakeholder input.

Improve dissemination of
information on SAFTA tariff

concessions to exporters.

>

Addressing NTBs

Engage proactively to
facilitate trade and address

non-tariff barriers (NTBs).

Tackle procedural obstacles
that hinder trade between

Bangladesh and Nepal.



7. FOSTERING COLLABORATIVE TIES
BETWEEN NEPAL AND BANGLADESH




7.1 About the programme

Strengthen

Strengthen Bilateral
Ties by addressing existing
challenges and unlock new
opportunities for
cooperation across trade,
tourism, energy, culture,
and policy alignment
between Nepal and
Bangladesh.

Foster

Foster Multi-
Stakeholder
Engagement by
organising roundtables,
forums, and collaborative
initiatives involving
government, business,
academia, civil society, and
youth to identify priority
sectors and shape joint
strategies.

Promote Sustainable
Collaboration by
developing a long-term
framework for enhanced
connectivity, mutual
tourism, cultural exchange,
and diplomatic relations
through targeted
interventions and joint
outputs.
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Analyse current Nepal-
Bangladesh relations in |l Identify priority sectors
regional and global to boost bilateral trade
contexts

Facilitate dialogue on Provide sector-specific
sectoral opportunities policy
and challenges recommendations

Strengthen
institutional ties Deepen people-to-

Promote mutual Engage youth in
tourism between Nepal il shaping future bilateral

through collaboration people relations and Bangladesh cooperation

and project execution

Highlight and advocate Rejuvenate business Encourage investments
the work of existing forums and enhance in energy, tourism, and
bilateral commissions collaboration manufacturing
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Phase 1: Inception

Goal: Set the foundation for the
project through initial dialogues

Activities:
e Roundtable 1 in Kathmandu

« Roundtable 2 in Dhaka
« Joint proceedings report

POLICY DIALOGUE

« Platform for bilateral reflection

* Proceedings report to guide project
direction

Phase 2: Deepening Engagement
Goal: Develop actionable strategies
and partnerships

Activities:

2.1 Multistakeholder roundtables

2.2 Sectoral policy briefs

2.3 Joint Publication

2.4 People-to-people and tourism
programmes

2.5 Youth engagement initiatives
2.6 Enhancing digital financial connectivity
2.7 Country exploration missions

l

« Strengthened institutional and policy

frameworks

« Enhanced tourism and people-to-people
ties

Phase 3: Emerging Priorities
Goal: Expand cooperation into new
and future-oriented areas.

Activities:

3.1 Joint climate resilience
initiatives

3.2 Exchanges on democracy and
the private sector

« 3.3 Jointly navigating LDC
graduation

 Joint climate resilience projects

« Mutual cushioning during LDC
graduation
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