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Foreword 

ORF Kolkata in 2014 initiated the project—‘Proximity to Connectivity’––to get deeper 
insights into the persistent challenges to enhancing India’s connectivity with its eastern 
neighbourhood. We decided to undertake neighbourhood studies on connectivity with 
Bangladesh and Myanmar in the first two phases; and Bhutan and Nepal in the third phase.

After many months of field work and research, the first report, titled, “India-Bangladesh 
Connectivity: Possibilities and Challenges”, was released by former Chief of Army Staff, Gen. 
Shankar Roychowdhury, in June 2015. The second report,“India-Myanmar Connectivity: 
Possibilities and Challenges”, was released in December 2015 at the International Conference 
on Emerging Trans-Regional Corridors in South and Southeast Asia by Prof. Subrata K Mitra, 
Director of Institute of South Asian Studies, University of Singapore. 

The third phase of the project was then completed by our research team, led by Prof. Rakhahari 
Chatterji, Project Adviser, and Dr. Anasua Basu Ray Chaudhury, Project Coordinator. The 
team studied the physical, commercial, trade and people-to-people aspects of connectivity, 
and Dr. Basu Ray Chaudhury and Pratnashree Basu conducted extensive field visits to 
Thimphu and Phuntsholing in Bhutan; and Kakarbhitta, Birgunj and Kathmandu in Nepal, 
in the course of the research. Detailed discussions were held with high-level policymakers, 
academicians and other stakeholders. In addition, this report has been reviewed by seasoned 
diplomats and other experts in India. 

We hope that the report will serve the purpose for which it is written—that is, to improve 
India’s connectivity with its Himalayan neighbours, Nepal and Bhutan.

Ashok Dhar
Director, ORF Kolkata
May 2017
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Preface

This report is the third and last in the series on Project Connectivity undertaken by the Observer 
Research Foundation, Kolkata. We are happy to place this report on India’s Connectivity with 
its Himalayan neighbours, Nepal and Bhutan, in the public domain.

India’s relationship with Nepal and Bhutan has undergone a qualitative transformation with 
the inception of the BBIN (Bangladesh, Bhutan, India and Nepal) sub-regional forum. Multiple 
new contacts are happening, new connectivities are taking place and new horizons are being 
opened. It is in this context that this study has been done, based on both documentary and 
field research.

The research has been inspired and supported by Mr. Ashok Dhar, Director, ORF, Kolkata. Mr. 
Sunjoy Joshi, Director, ORF, has been a source of abiding inspiration.  We have received help 
and guidance from many of our colleagues in ORF, including and especially, Ambassadors 
Rakesh Sood and Pinak Ranjan Chakravarty. We hope this report will be of interest for 
policymakers as well as for the general public. We alone, however, are responsible for the 
errors and imperfections that remain in the report.

Rakhahari Chatterji
Adviser, ORF Kolkata
May 2017
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Being landlocked, Nepal needs connectivity through roads, railways and air routes.1 For 
India, relations with Nepal have always been important and the present government’s 
‘neighbourhood first’ policy continues to reflect it. 

1. Connectivity through Road, Rail and Air

1.1 Road Connectivity
Poor road connectivity has been a major problem in South Asia, particularly in Nepal with 
70 percent of its territory being mountainous. The geographical location and terrain of Nepal 
poses challenges to the country’s ability to improve road transport. An additional challenge 
arises from the frequent changing of course by the rivers flowing through Nepal to its southern 
lowland plains.2 Thus, improving Nepal’s road infrastructure is both difficult and necessary. 
Some projects have been started to meet this urgent need. Further, link roads connecting the 
national highways in Nepal are not in good condition and need improvement.

India’s Connectivity with Nepal1
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1.1.1 Existing Cross-border connectivity
Nepal is connected by highways and roads which are mostly of poor quality and are poorly 
maintained. Many of the highways are narrow and single-lane. The most important one is the 
Mahendra highway. (See Table 1)

Table 1: 5 Major National Highways in Nepal

Name
National 

Code

Asian 
Highway 

Code
Length Starting Point Ending Point

Mahendra Highway AH2 1027 km
Mechi Bridge, Jhapa 
Border

Gaddachowki 
Border, Kanchanpur

TribhuvanHighway AH42 189 km
Tribhuvan Statue, 
Tripureshwor

Sirsiya Bridge, 
Birgunj Border

Kathmandu Kodari 
Highway

AH42 113 km
Maitighar Junction, 
Kathmandu

Friendship Bridge, 
Kodari Border 
G318 Road

Prithvi Highway 174 km Naubise
PrithviChowk, 
Pokhara

MadanAshrit Highway 36 km
Pulchowk, 
Naryanghat Mugling

Source: Data collected from Department of Roads, Kathmandu, Nepal

a. South Asia Sub-regional Economic Cooperation (SASEC) Road Connectivity project
The Asian Development Bank (ADB) approved in 2013 a loan to Nepal for the South Asia 
Sub-regional Economic Cooperation (SASEC) Road Connectivity Project (see Figure 2). The 
project aims to improve connectivity within Nepal, and with its neighbours.

Nepal’s main road system is based 
on the Strategic Road Network 
(SRN). The North-South corridor, 
part of the SRN (see Figure 1), 
comprising several highways and 
feeder roads could be a potential 
transit route connecting India and 
the People’s Republic of China. But 
major portions of the roads are in 

Figure 1: Strategic Road Network, 
Nepal

Source: DOR,HMIS, Kathmandu, May 2007
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bad condition. The other 
corridor, also part of the SRN, 
is the East-West corridor.

The SASEC project also 
provides the funds for an 
alternative route of 73 km 
through Sunsari and Saptari 

districts which are prone to heavy floods, and thus are inaccessible for long periods of time. 
The substitute route will connect to a new bridge over the Koshi River. This will ensure the 
passing of uninterrupted traffic throughout the year. The construction and improvement of 
feeder roads, especially along the corridor of Kakarvitta-Panitanki-Phulbari-Banglabandha 
connecting Nepal to India and Bangladesh, is one of the key projects for enhancing trade 
facilitation for Nepal with Bangladesh via India. 3

b. South Asia Sub-regional Economic Cooperation (SASEC) Roads Improvement Project
Another project funded by the ADB was the SASEC road improvement project proposed in 
May 2016. This aims at upgrading the Narayanghat-Butwal section of the East-West Highway, 
which is also an important part of the SASEC road corridor. Second, the Bhairahawa-
Lumbini-Taulihawa road in western Nepal will be upgraded to further facilitate trade and 
tourism.  This will also lead to the upgrading of the Gautam Buddha International Airport 
in Bhairahawa. The Integrated Check Post (ICP) at Bhairahawa handles a large inflow of 
trade. Thus road upgrading in border areas and their entry points is of primary concern 
for enhancing trade traffic in Nepal (see Figure 4). This project was sanctioned in October 
2016, following which the ADB approved a loan of $186.80 million for improving 160 km 
of the East-West Highway, which includes sections of the Narayanghat-Butwal road and the 
Bhairahawa-Taulihawa road.4

c. The Terai Road Project 
Bilateral relations between India and Nepal reached new heights in 2010 when India decided 
to offer INR 700 crore5 for the development of roads in the Terai region near the Indo-Nepal 
border to enhance transport connectivity.6

Figure 2: SASEC Corridor Map 
connecting India with Nepal and 
Bhutan

Source: http://dlca.logcluster.org/

display/public/DLCA/2.3+Nepal+R

oad+Network;jsessionid=78C5C13

768C7DAD0CDFD9732FB334DCF



22

India’s Connectivity with its Himalayan Neighbours: Possibilities and Challenges

The project was envisioned in three phases, where the first one would comprise construction 
of 19 postal roads of 605 km. Delays in the project occurred mainly due to land acquisition 
issues, as well as disputes between the contractor and the consultant.7 In the 6th review 
meeting of the two countries held in 2013, utmost priority was given to the immediate 
implementation of the project.8

The construction of 19 postal roads in the first phase has been divided into six contract 
packages. These contract packages enclose specifications of the road segments for up-
gradation as well as construction for different parts of the Terai region, along with their design, 
detailed project report (DPR) and bidding documents.9 The status of the project was again 
reviewed during the visit of Prime Minister Khadga Prasad Oli to India in February 2016, and 
it was noted that work along an 87-km stretch of land had been completed based on package 
1. A Memorandum of Understanding (MoU) was signed between the two nations on seven 
points, where the second point related to speedy implementation of the leftover work on 17 
roads based on contract packages 2, 3, 4, 5 and 6, which would lead to the remaining 518-km 
stretch ofroad being completed.10India’s National Highways and Infrastructure Development 
Corporation Ltd (NHIDCL) has ventured into Nepal as a consultant to guide the construction 
of these 600 km postal roads in the Terai region bordering India.11

At a meeting of the fourth Nepal-India joint commission in October 2016, it was decided that 
the completion of the first phase of the Terai Road Project would be accelerated and a new 
concessional loan would be availed of for the second phase.12 No further information on the 
second and third phases of the project are available at the time of writing this report.

1.1.2 Proposed land routes
v	Indian assistance for the completion of mid-hill 

highways – namely, Bhojpur-Diktel, (88 km), 
Jorsal-Tamor-Sankranti (35km), Chiwabhanjyang-
Ganeshchowk (61 km), Sankranti-Myanglung (68 
km), Haleshi-Hilepani (40 km), Ghurmi-Khurko 
(60 km) – was proposed in 2014 by the Nepal 
Government. But so far no further information has 
been received on its progress. 13

v	The construction of the multi-lane motorable 
bridge over the Mahakali River at Mahendranagar, 
which was delayed to land acquisition problems 
in Nepal, was one of the key issues discussed during Indian Prime Minister Narendra 
Modi’s visit to Nepal in 2014. Work on this all-weather link road connecting the Tanakpur 
Barrage to the East-West Highway at Mahendranagar will finally begin under a soft loan of 
USD 1 billion provided by India. This will facilitate trade and transit linkages with Indian 
cities, notably Delhi, and those of Uttar Pradesh and Uttarakhand. The construction of 
motorable bridges at Jhulaghat and Darchula are also being considered.14

v	Development of roads through the border between Nepal and India, such as Kakarvaha-

It must be noted that during the 
period of political turmoil in Nepal 
following the promulgation of the 
Constitution, rail connectivity 
played a very important part. 
While the Raxaul-Birgunj road link 
with India was closed for security 
reasons, rail links were kept fully 
functional and bore the volume of 
trade that usually passed via road 
links.
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Varanasi (144 km), Sunauli-Gorakhpur (83 km), Sitargunj-Tanakpur (52 km), Rupaidiya-
Barabanki (144 km), Raxaul-Piprakothi (70 km), Sanobasara-Muzaffarpur (70 km), and 
Kakarvitta-Panitanki (70 km) are also being undertaken15 by India’s Ministry of Road 
Transport and Highways  following talks between the two countries. However, in 2016, 
Nepali authorities expressed concerns regarding possible inundation of some Terai 
regions due to such construction, following which India sent technical teams to assess 
their impact on rivers flowing along the border.16

1.1.3 Bus services connecting India and Nepal
While there are not many existing bus services between the two countries, efforts are 
underway to enhance these services to improve overland connectivity. 

1.2 Rail ConnectivityBox 1: Existing bus services
v The first bus service between India and Nepal was launched by Delhi Transport Corporation 

(DTC) on 25 November 2014 and is known as the ‘Delhi- Kathmandu-Delhi International Bus 
Service’ It is an air conditioned bus that halts at Firozabad, Faizabad (Uttar Pradesh, India) and 
Mugling (Nepal).  The bus also stops at Sunauli (India-Nepal border) for customs clearances.  

v The Varanasi to Kathmandu bus service known as the “Bharat-Nepal Maitri Bus Seva”(India-
Nepal Friendship Bus Service) was launched in March 2015. The A.C bus departs from Varanasi 
everyday at 10:30 p.m. and reaches Kathmandu at 10:30 a.m. the next day via Azamgarh, 
Gorakhpur and Sunauli (Maharajganj district, India

v A friendship bus service between India and Nepal reopened via Champawat in Uttarakhand in 
the beginning of 2016. This service runs between Kanchanpur, Nepal which is close to Banbasa 
border in Champawat district, Uttarakhand and AnandVihar, Delhi. 

v A direct bus service from Pokhara to New Delhi began in July 2016.  With the aim of boosting 
religious tourism between the two states, this initiative was proposed and agreed upon by both 
nations during Prime Minister Modi’s visit to Nepal in 2014.

Proposed bus service between India and Nepal 
v The Ministry of Road Transport & Highways, India has proposed a bus route from Siliguri to 

Kathmanduin December 2015in order to facilitate cross border passenger transportation. But 
no current information on this initiative has been published as yet.

Sources: The Delhi Transport Corporation,The Hindu, The Economic Times, The Financial Times 

Rail connectivity between India and Nepal 
currently has great scope for improvement, 
as direct railway lines connecting India 
and Nepal are limited. The Nepal Railways 
Corporation Ltd. operates two railway lines, 
namely Jainagar to Janakpur and Janakpur 
to Bijlalpura (see Figure 3) for passengers. 
The other route is operated for cargo from 
Raxaul to Birgunj (Inland Container Depot/
dry port). 

Figure 3: Route from Jainagar to Bijalpura
Source: http://gallimafry.blogspot.in/2010/02/janakpur-to-jainagar-nepal-to-india.html
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Improvement of the railway lines calls for practical negotiations. Interviews with officials 
at the Birgunj Chamber of Commerce and Industry revealed that a four-lane rail link from 
Raxaul in India to Simara in Nepal is being planned.17 Again, trains to reach Nepal from India 
have to be taken from major railway junctions in India to border points of Nepal, afterwhich 
Kathmandu can be reached via bus, car or flight (see Table 2).Therefore, it cannot be said 
that bilateral rail connectivity is a largely free flowing one. 

1.2.1 Proposed rail routes
There are two railway junctions proposed for better connectivity between the two countries. 
Though the projects were sanctioned five years ago, completion has been delayed for various 
reasons including land acquisition. The reasons, in each case, are tabulated below 

Table 2: Existing and Proposed rail linkages between India-Nepal

Existing rail linkages between India-Nepal

Railway Junctions Number of trains available till Gorakhpur
Number of trains available 
till Raxaul

Varanasi 13 long distance trains and 6 chain trains18
6 long distance trains and 4 
chain trains19

New Delhi/ Old Delhi/ 
AnandVihar

23 long distance trains and 23 chain trains20
9 long distance trains and 4 
chain trains21

Kolkata / Howrah 6 long distance trains and 10 chain trains22 4 long distance trains23

Proposed rail linkages between India-Nepal

Names of railway links Estimated cost Status

Jogbani (Bihar) – Biratnagar 
(Nepal) rail link

INR 241 crore 
Sanctioned in 2010-11 but due to problems 
in land acquisition on the Nepal side, 
progress has been delayed.

Jainagar (Bihar) to Bardibas 
(Nepal) and extension to 
Bardibas rail link

INR 470 crore 

Delayed due to land acquisition issues for 
the past five years. However, work has 
started on the Bardibas rail track. The 
previously existing narrow gauge rail link 
between Jainagar and Janakpur is being 
renovated into a broad gauge track.24

Bangladesh-Bhutan-India-
Nepal(BBIN) Rail link

-

Will be a welcome step for Nepal in 
establishing links and improving connections 
with its neighbours. This also has a chance 
to speed up the completion of other 
unfinished railway projects. 

Source: Compiled by researchers
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1.3 Air Connectivity
Air connectivity between India and Nepal was established in 1958.25 Currently there are 
more than 15 airlines plying between the two countries daily. India and Nepal renewed their 
Air Service Agreement (ASA) in 2010.26 Table 3 shows air connectivity between Kathmandu 
and the major cities in India. Nepali airlines have been permitted to fly to 21 destinations in 
India as per the new ASA.27 Nepal so far has only one international airport, the Tribhuvan 
International airport at Kathmandu.28

Nepal has been trying to expand its air infrastructure in order to enhance its services and 
generate revenue. In this respect, the Bhairahawa Airport, better known as the Gautam 
Buddha Airport, is being upgraded into a regional international airport to make it a getaway 
to Lumbini, the Buddha’s birthplace and a popular destination for foreign visitors. This project 
is a part of the ADB-supported South Asia Tourism Infrastructure Development Project, aimed 
at rejuvenating tourism-related infrastructure. The process of upgrading is being carried out 
by China’s Northwest Civil Aviation Airport Construction Group. Work has already begun 
and it is expected to finish by 2018.29

Nepal is constructing another international airport at Nijgadh, Bara District, in south eastern 
Nepal, at an estimated cost of INR 121 billion, as proposed by the Civil Aviation Authority 
of Nepal (CAAN).30 One more international airport is planned at Pokhara, located at 
Chinnedanda. The estimated cost is around USD 22 billion and is expected to be completed 
by 2020. A major turning point in India and Nepal’s relationship has been India’s agreeing to 
three new bi-directional cross border air-routes at Janakpur, Bhairahawa and Nepalgunj.31 
Such a step is crucial to serve the proposed international airport at Nijgadh, and the regional 
international airports in Bhairahawa and Pokhara.

2. Trade and Transit 

India and Nepal have shared successful trade relations from ancient times. However, there 
is a big gap between the two countries in terms of trade (the ratio being 1:10). Nepal’s trade 
deficit with India has increased after the 1996 Treaty on Trade and Agreement of Cooperation 
to Control Unauthorized Trade because of value additions made by India which consequently 
increased trade costs for Nepal.  Additionally, the decreasing volume of exports from Nepal 
and an increase in imports have led to the widening of the deficit. This, in turn, has resulted 
in a shift by Nepali entrepreneurs from manufacturing to trading because it brings in higher 
profits.

Indian trade with Nepal had always been free flowing till a formal treaty was signed in 1923 
known as the Treaty of Perpetual Peace and Friendship between Britain (which then ruled 
India) and Nepal. But it was only after the landmark 1950 Treaty of Peace and Friendship 
signed between independent India with Nepal – and the subsequent signing of the Treaty of 
Trade and Commerce – that Nepal got its right to trade with other countries, using India’s 
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Table 3: Air connectivity with Nepal from major cities in India

Cities in 
India

Airlines with 
direct flights 

to Kathmandu

Airlines with non-direct 
flights to Kathmandu

Stop over locations

New 
Delhi

Nepal Airlines, 
Jet Airways, 
Indigo, Royal 
Nepal Airlines, 
Air India 

Jet Konnect, Jet Airways, 
Ethiad, Fly Dubai, Thai 
Airways, Malaysian Airlines, 
Air India, Indigo, Air Arabia

One Stop: Mumbai, Sharjah, Calcutta 
Two Stops: Indore - Mumbai , Bhopal 
- Mumbai, Dehradun-Mumbai, Jaipur - 
Mumbai32

Kolkata Air India

Air India, Biman, Jet Konnect 
Airways, Ethiad, Indigo, 
Malaysian Airlines,  China 
Eastern Flights, Thai Bangkok 
airways, Dragon air

One Stop: New Delhi, Dhaka, Mumbai
Two Stops: Mumbai – New Delhi, Guwahati 
- New Delhi33

Bangalore Nepal Airlines

Jet Konnect, Jet Airways, 
Ethiad, Malaysian Airlines, 
Air India, China Eastern 
Flights, Indigo

One stop :New Delhi, Sharjah, 
Two Stops: Bombay - New Delhi, Chennai- 
New Delhi 
Three stops: Mumbai- Aurangabad - New 
Delhi, Hyderabad - Pune- New Delhi34

Mumbai Jet Airways

Indigo, Air India, Jet airways, 
Jet Konnect, China Eastern 
Airlines, Cathay Pacific, 
Dragon air

One stop: New Delhi
Two Stops: Indore – New Delhi, Bhopal - 
New Delhi, Aurangabad - New Delhi35

Varanasi Nil

Jet airways, Air India, Thai 
airways, Qatar Airways, 
Ethiad, Malasian Airlines, 
Thai Smile

One stop: New Delhi
Two Stops: New Delhi - Bombay, Mumbai 
–Kolkata, Bangkok – Kuala Lumpur
Three Stops: Mumbai – Aurangabad- New 
Delhi, Mumbai - Indore -New Delhi36

Chennai Nil
Indigo, Air India, FlyDubai, 
Spicejet, Jet Airways, Air 
Arabia Silkair, Thai Airways

One stop: New Delhi, 
Two Stops: Mumbai – New Delhi, 
Hyderabad – New Delhi, 
Three Stops: Bangalore – Mumbai - New 
Delhi, Hyderabad – Bangalore - New Delhi37

Source: Compiled by the researchers
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territory for its goods in transit. The Treaty of Trade and Commerce was amended in 1961 
and 1971 to authorise the transit routes for Nepal’s trade with countries other than India. 
Along with this, there is also the 1996 agreement for cooperation to control unauthorised 
trade between the two countries. On 27 October 2009 a fresh Trade Treaty, valid for the next 
seven years, was signed after successful discussions between the two countries.

The relationship between the two nations was further strengthened when another amendment 
to the Treaty of Transit in 2015 provided for the movement of vehicles from other countries 
to Nepal through India. The agreed upon routes are Raxaul-Birgunj, Sunauli-Bhairahawa, 
Jogbani-Biratnagar and Nepalgunj Road-Nepalgunj border points, as per media reports.38

In the month of October-November 2011, both countries also concluded the Bilateral 
Investment Protection and Promotion Agreement (BIPPA) and the Double Taxation Avoidance 
Agreement (DTAA)39 which provided an official framework for enhancing Indian investment 
in Nepal and further integrating the two financial systems.

Box 2: The Treaty of 2006 was renewed on 5 January 2013 for seven years. Certain 
amendments were made to allow the export of merchandise of non-Nepali origin as 
well:
v Re-export of products imported to Nepal for display in larger consumer forums like 

exhibitions.
v Re-export of discarded goods from Nepal to third countries
v Re-export of goods of third country origin to the same for repair or return.
v Nepalese businesses would facilitate re-export of products imported from third countries to 

Nepal after some cost addition as per the Nepal’s Finance Act 2009

Source: ‘Nepal and India amended bilateral transit treaty’ Jagran Josh, 3 February 2014
http://www.jagranjosh.com/current-affairs/nepal-and-india-amended-bilateral-transit-treaty-1391433260-1

The treaty was renewed again without any changes on 27 October 2016, since neither India 
nor Nepal had put in any amendment proposals. However, its provisions can be amended or 
modified by mutual consent at any time. Many specialists say that it needs to be amended for 
enhancing bilateral trade. This opinion holds that the bilateral trade treaty is weaker than the 
South Asian Free Trade Area (SAFTA) in that it prohibits imposition of duty on agricultural 
products, while SAFTA allows duty on all such products.40 (As per the relevant rule, 
amendments should have been suggested three months prior to the date of renewal).41

2.2 Trade and Transit Routes
The bilateral transit treaty between India and Nepal specifies 15 entry-exit points from 
Kolkata and Haldia. Table 4 shows the agreed upon routes for mutual trade. The major 
routes in operation are: Birganj/Raxaul, Bhairahawa/Nautanwa, Nepalgunj/Nepalgunj Road, 
Kakarbhitta/Naxalbari, Biratnagar/Jogbani, and Mahendranagar/ Banbasa. The trade treaty 
signed in 2009 had initiated the establishment of four added Land Customs Stations (LCSs):  
Laukha-Thadi; Sikta-Bhiswabazar; Maheshpur/Thutibari (Nawalparasi); and Guleria/Murtia. 
This increased the number of entry-exit points to 26. In the meeting of the Nepal-India Inter-
Governmental Committee (IGC) on Trade, Transit and Cooperation to Control Unauthorised 
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Table 4: Agreed routes for mutual trade (showing only the previously agreed 22 routes)

Agreed route for mutual trade Transit points to Kolkata port Mode

1 SukhiaPokhari (Pashupatinagar) 1 SukhiaPokhari Road 

2 Naxalbari (Kakarbhitta) 2 Naxalbari (Panitanki) Road

3 Galgalia (Bhadrapur) 3 Galgalia Road

4 Jogbani (Biratnagar) 4 Jogbani Road

5 Bhimnagar (Setobandha) 5 Bhimnagar Road

6 Kunauli (Rajbiraj) Road

7 Jayanagar (Siraha, Janakpur) 6 Jayanagar Road, Rail (NG)►

8 Bhitamore (Sursand) 7 Bhitamore Road

9 Sonabarsa (Malangawa) Road

10 Bairgania (Gaur) Road

11 Raxaul (Birgunj) 8 Raxaul Road, Rail (BG)►

12 Nautanwa (Bhairahawa) 9 Nautanwa (Sunauli) Road

13 Khunwa (Taulihawe) Road

14 Barhni (Krishnanagar) 10 Barhni Road

15 Jarwa (Koilabas) 11 Jarwa Road

16 Nepalgunj Road (Nepalgunj) 12 Nepalgunj Road Road

17 Katerniyaghat (Rajapur) Road

18 Tikonia (Prithvipur) 13 Tikonia Road

19 Gauriphanta (Dhangadhi) 14 Gauriphanta Road

20 Banbasa (Mhendranagar) 15 Banbasa Road

21 Jhulaghat (Mahakali) Road

22 Dharchula (Dharchula) Road

Names within bracket indicate places inside the Nepal border

►NG and BG stand for: Narrow Gauge and Broad Gauge.

Source: SanjibPohit, “Overview of India-Nepal Trade: Trends, Trade Logistics and Impediments,” MPRA Paper No 

458742009https://mpra.ub.uni-muenchen.de/45874/1/MPRA_paper_45874.pdf 

Tradeheldin December 2013, discussions covered the Customs point at Maheshpur–
Thuthibari, the Thadi–Laukha trade point and the Guleria–Murtia route.42

Currently, the Birgunj- Raxaul- Kolkata/ Haldia road corridor is the main roadway used for 
trade purposes to and from third countries (see Figure 4). For bilateral trade, Indian railway 
stations and the Birgunj railway station in Nepal are used. Carpets, pashmina products and 
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readymade garments are 
exported to India mainly 
by land routes and then re-
exported to other countries 
via Haldia port. The total 
time taken for goods to 

pass is three to four days. 

A trilateral transport understanding is in place between India, Bangladesh and Nepal, whereby 
trade between Nepal and Bangladesh takes place via India (as was agreed upon during the 
Bangladesh prime minister’s visit to India in January 2010.)43

The operationalisation of the Kakarbhitta–Banglabandha corridor was agreed upon 
in February 2016 to facilitate trade between Nepal and Bangladesh. The opening of the 
checkpoint between Bangladesh and India at Phulbari is set to give further boost to trade 
between Nepal on the one hand and Bangladesh, Tibet, Bhutan and India on the other. The 
highway connecting Nepal with Bangladesh via Phulbari is expected to be completed soon.44 
It has been noted that the roads to Kakarbhitta from Panitanki and to Birgunj from Raxaul 
are congested and narrow. The SASEC project of trade facilitation, sanctioned in 2013, aims 
to improve the Kakarbhitta–Panitanki–Phulbari– Banglabandha corridor to facilitate trade 
traffic. Along with this, Customs modernisation including automation and setting up of client 
centres is planned at border crossing points.45

2.3 Inland Clearance (Container) Depot (ICD)
Inland Clearance (Container) Depots or ICDs are effective in reducing the cost of trade. 
They also help to reduce illegal cross-border trade and provide an easy Customs clearance 
procedure. Birgunj (Sirsiya) is the only dry port in Nepal which is connected to Raxaul by 
rail. It is equipped to handle both break bulk and containerised goods. But there is need for 
modern handling equipment to facilitate better cargo handling at Birgunj. So far, the Nepal 
government has established other road based ICDs at Biratnagar, Bhairahawa and Kakarbhitta. 
The Biratnagar-based ICD has the capacity to park 150 trucks while the Bhairahawa-based 
one can accommodate 250 trucks. 

The ICD at Tatopani, Larcha, at the Nepal-China border is still under construction.  This 

Figure 4: Transit points across 
Bangladesh and India into 
Nepal
Source: Compiled from Sasec 

and Achyut Bhandari, “Trade 

Process between Bhutan and 

Bangladesh”, http://unnext.

unescap.org/transit-collab-

bhandari.pdf
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port is being built with the 
assistance of the Chinese 
government. It will have 
the capacity to handle 
158 containers and 35 
small vehicles.46 The 
work was supposed to be 
completed by the end of 

2015, but has been delayed due to the earthquake that year. Tatopani and Rasuwa were to 
be the major Customs points for trade with China via land.47

Figure 5: Locations of Dry 
ports in Nepal
Source: Status of Development 

of Dry Ports in Nepal,NITDB, 

Kathmandu,November 2015 

accessed on 20 April 2016

Pictures of ICD/Dry ports under operation

Source: Status of Development of Dry Ports in Nepal, NITDB, Kathmandu, as on November 2015

Birgunj Dry Port - Rail Based

Bhairahawa Dry Port - Road Based

Biratnagar Dry Port - Road Based

Kakarbhitta Dry Port - Road Based
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Birgunj ICD

The Birgunj ICD started operations in 2004 and is the only such depot to be connected with 
the railway. It covers an area of 49 acres with 60 percent owned by India and 40 percent by 
Nepal. The construction of the ICD was aided by the World Bank, designed by India’s RITES 
and built by a Chinese company. It is one of the vital points for trade in third country goods, 
besides witnessing a large share of bilateral trade. It mainly handles import cargo and third 
country goods which include machinery, vehicles, fertilisers, and so on. The ICD has become 
the iron and steel hub of Nepal over the last few months and the infrastructure at the depot 
is being improved to handle this change. 

Loading and off-loading at the BirgunjICD.  Goods arriving by rail at the Birgunj ICD.

Photo credit: Research team

The ICD played an important role during the Madhesi protests in late 2015, following the 
promulgation of the Nepali Constitution in September. While the land route for trade and 
movement was closed, the rail route remained open so that goods came into Nepal through 
the ICD.48 Petroleum and natural gas, for instance, were brought in through the ICD during 
the protests. According to officials at Birgunj ICD, only the Raxaul-Birgunj border point was 
completely closed. Other routes, including the rail link connecting the ICD were open, so 
goods could be re-routed.49

2.4 Integrated Check Points (ICP) between India and Nepal
Besides the Birgunj-Raxaul ICP, three other ICPs are planned at Jogbani-Biratnagar, Sonali-
Bhairahawa and Nepalgunj-Ruperia. The ICPs will provide a much-needed boost to bilateral 
trade between India and Nepal and reduce the time taken for clearance (immigration, 
Customs, security, etc) from two to three hours to about 15 minutes. It will also help relieve 
the congestion that currently occurs as trade moves through the town area. Work at the 
Biratnagar–Jogbani ICP is held up by the troubles in the Terai region. Though 70 percent 
work on the Indian side has been completed, the rest has been held up for a long time due 
to land acquisition problems in Nepal. The delays faced by traders during Customs clearance 



32

India’s Connectivity with its Himalayan Neighbours: Possibilities and Challenges

continue. The need for early construction of ICPs is vital. It will help save transportation costs 
and time, facilitating trade in both countries.50

Birgunj-Raxaul ICP

The ICP at Birgunj-Raxaul is set to become operational in less than a year, with the infrastructure 
on the Indian side almost completed. The ICP, funded by India, will be monitored by India’s 
Land Port Authority under the Ministry of Home Affairs and Nepal’s Ministry of Foreign Affairs. 
The Birgunj part of the ICP was delayed by the prolonged political uncertainty Nepal has 
been passing through, and also due to problems in procuring raw materials for construction, 
according to personnel at the ICP.51

The Birgunj-Raxaul border point not only witnesses the bulk of bilateral trade between India 
and Nepal, but also third country trade. The ICP is expected to ease accessibility and the make 
the clearance process much faster. The ICP is located only four km from Raxaul station. 

The total area of the ICPs is about 165 acres (including both sides). They are designed to avoid 
congestion and allow easy movement of vehicles from entry to exit point. The ICPs include 
detailed checking facilities, banking, dormitories for resting, a food court, cold storage, 
laboratories, and housing for personnel who are being employed there. They are thus planned 

Blueprint/Plan of the ICP at Raxaul-Birgunj.

Photo credit: Research team
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as composite units, eschewing the need for truckers to leave the ICP for any procedural 
reasons. The ICPs’ responsibilities also include blanket surveillance, communication and fire 
protection. Although the ICPs are designed to enable round the clock operations, they are 
expected to function only during the day. 

The following are images of the Raxaul ICP:

 Lanes for entry/exit of vehicles. Godown and warehousing facilities.

Gates for entry/exit at the ICP (Raxaul).

Photo credit: Research team

Land acquisition for the Birgunj ICP faced problems before it was finally completed in 2010. 
Work was halted several times due to persisting political problems and protests by local 
villagers. There are also logistical issues that need to be worked out. For instance, there are 
questions over whether Nepali personnel will have the requisite skills to operate such an 
ICP. There is limited understanding among concerned personnel in Nepal of the functioning 
of a state-of-the-art ICP, with many under the impression that it is just like a Customs office. 
Also, the Raxaul part of the ICP has a four-lane highway while the road on the Birgunj side 
is a narrow 5.5 m track. The Nepali government has been approached on this but there has 
been no response till date.52

The Government of India has begun operations of the ICP on its side from 3 June 2016, 
to which the Nepali traders have objected.53 The latter claim this will disrupt the normal 
flow of trade through the Birgunj Customs point, because of which they will have to travel 
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a longer distance to reach the ICP for Customs clearance. Nevertheless, operationalisation 
of the Raxaul ICP accelerates the move toward making the Raxaul-Birgunj border point 
functional.

2.5 Export and Import between India and Nepal
India is the largest trading partner of Nepal. Exports from India to Nepal have increased in the 
last five years, except in the case of tea, coffee and live plants (trees, flowers, etc).54There are 
several industries in the area between Birgunj and Patlaiya, including steel, pharmaceutical, 
garment and carpet making units, whose products are exported. The raw materials for these 
industries are sourced from India and the manufacturing carried out in Nepal. Among Indian 
companies which have opened factories in Nepal are Patanjali and Dabur. While the import 
of certain items likes edible vegetables, rare roots, cereals, natural honey, medicinal plants 
and certain animal products have grown, that of citrus fruits and animal fats and oils, coffee, 
and others, has decreased. Table 5 provides a list of the major items of import and export 
between India and Nepal; Table 6 gives an idea of the growth of trade between the two 
countries over the last five years; and Tables 7 and 8 provide the annual volume of exports 
and imports between the two countries.  

 Lanes for entry/exit of vehicles. Work underway for construction of facilities

Gates for entry-exit at the ICP (Birgunj).

Photo credit: Research team

The following are images of the ICP under construction at Birgunj:
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Table 5: Major items of import and export between India and Nepal

Major items of import to Nepal from India Major items of export from Nepal to India

Cereals Coffee, tea and spices

Edible fruit and nuts Vegetable products

Coffee, tea and spices Edible fruit and nuts

Edible vegetables, roots and tubers Edible vegetables, roots and tubers

Live animals Dairy produce

Dairy produce Oil seeds and olea 

Fish Lac, gum, resin and vegetable extracts

Meat Cereals

Source: Prepared by researchers

Table 6: Nepal’s trade with India 2011-2016 (% growth)

2011-12 2012-13 2013-14 2014-15 2015-16

Export from Nepal to India 2 -5.3 4.3 -9.2 -32.3

Import from India to Nepal 1.9 12.9 15.3 0.3 -7.1

Total trade with India 1.9 10.3 14 -0.6 -9.7

Trade Balance with India 1.9 16.5 17.1 1.7 -3.9

Source: Indian Embassy, Kathmandu, Nepal, http://www.indianembassy.org.np/index1.

php?option=Xgc4cACnML2T1_DC21jA58Ttm2KiX8IXemmj5VvU8ug&amp;id=sbBjtDCvEyEkqBvrd9ckMuwXLv-

aYzpxGvTnHeN_AHg 

Table 7: India’s exports to Nepal (in million USD)

2010-2011 2011-12 2012-13 2013-14 2014-15 2015-16

2,168.06 2,721.57 3,088.84 3,592.30 4,558.77 3,930.09

Source: ‘Export Details of India to Nepal’, Ministry of Commerce and Industry, Government of India, New Delhi, 

http://www.commerce.nic.in/eidb/icnt.asp
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Table 8: India’s imports from Nepal (In million USD)

2010-2011 2011-12 2012-13 2013-14 2014-15 2015-16

513.40 549.97 543.10 529.93 639.91 470.59

Source: ‘Import Details of Nepal to India’, Ministry of Commerce and Industry, Government of India, New Delhi, 

http://www.commerce.nic.in/eidb/icnt.asp

Nepal recognises the need for Customs coordination, standards authorisation, electronic 
data interchange, cross-border trade and transport agreements to facilitate trade. But there 
are glitches in the trade relationship. Media reports suggest that the Indian authority has 
been refusing to accept the quarantine tests carried out by Nepali veterinarians.55 This has 
resulted in the halting of export of Nepali processed leather from March 2016, with India’s 
Raxaul Customs office prohibiting the product. This has caused huge losses for the leather 
manufacturers in the Parsa-Bara Industrial Corridor. Similarly, restrictions on the export of 
paddy and seeds from India to Nepal at the beginning of 2016 had caused a lot of problems for 
Nepali rice mills which are dependent on them.56 The Indian authority should take necessary 
steps to address this problem.

2.6 Transit for goods via road and rail
Transit through rail and road is ideal for boosting trade opportunities. But the numerous 
procedures, along with the poor condition of the roads, lead to huge delays in trade. Table 
10 shows that while the ideal time period for goods to cross the border by road should be 
seven days, it actually takes 19 days.

Table 9: Clearance formalities via road (time taken in days)

Customs and 
Port Formalities

Transit 
Time Taken

At ICD 
Birgunj

Transit time empty 
direction and arrival 

at Kolkata

Turnaround 
Days

Average 4 5 2 8 19

Ideal Time 0 2 2 3 7

Source: Information elicited from Freight forwarders in Kolkata, Birgunj and Kathmandu

Transit for goods via rail

In case of transiting via rail, the average time taken by goods to reach their destination is 26 
days, while ideally it should have been 11 days. (See Tables 9 and 10)
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Table 10: Clearance formalities via rail (time taken in days)

Customs 
and Port 

formalities

F/ note to 
rake offer 
at Kolkata

Rake 
offer to 

dispatch

Transit 
time 

Laden

At ICD 
Birgunj

Transit 
Time empty 

direction and 
arrival at 
Kolkata

Turn 
around 

days

Average 5 4 2 4 7 4 26

Ideal Time 0 2 0 3 1 5 11

Source: Information elicited from Freight forwarders in Kolkata, Birgunj and Kathmandu

Table 11: Nepal Bound Container Transit through India [TEU: Twenty Feet Equivalent 
Unit]

NEPAL TRANSIT EXPORTS

YEAR RAIL (TEU) SHARE OF RAIL 
(%)

ROAD 
(TEU)

SHARE OF RAIL 
(%)

TOTAL 
(TEU)

2010-11 26 1.6 1569 98.4 1595

2011-12 588 40.6 862 59.4 1450

2012-13 674 39.0 1056 61.0 1730

2013-14 684 45.7 812 54.3 1496

2014-15 934 62.9 551 37.1 1485

NEPAL TRANSIT IMPORTS

YEAR RAIL (TEU) SHARE OF RAIL 
(%)

ROAD 
(TEU)

SHARE OF RAIL 
(%)

TOTAL 
(TEU)

2010-11 18387 43.0 24396 57.0 42783

2011-12 17941 42.0 24805 58.0 42746

2012-13 20200 44.2 25538 55.8 45738

2013-14 17346 40.0 26071 60.0 43417

2014-15 21764 39.7 33081 60.3 54845

Source: Nisha Taneja,Samridhi Bimal and Isha Dayal, ‘An Analysis of Nepal’s Transit through India’, ICRIER, 

Working Paper 316. 2016, p. 16

High costs are incurred due to such delays and not just in monetary terms. It is important 
therefore to have complete automation of Customs procedures, which can reduce this time 
gap. Nepal has begun to use the automated Customs procedure ‘ASYCUDA ++’.This is a 
new web-based Customs management system, which supports paperless cargo submission 
and processing. This will ease Customs procedures and in turn help in controlling illegal 
trade.The Customs department recently launched the system at Sirsiya Dry Port in Birgunj 
and Mechi Customs in Jhapa.57 India uses Customs Gateway (ICEGATE). The Central Board 
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of Excise and Customs (CBEC) has taken up the task of implementing the ‘Indian Customs 
Single Window Project’ to facilitate trade.58 The automated Customs procedures of India and 
Nepal should be coordinated to function symmetrically.

It is a long-standing demand of the Nepalese Government countervailing duty (CVD) be 
removed on Nepalese exports such as copper and brass items, as it has a negative impact on 
trade. Nepal has also requested the removal of Quantitative Restrictions (QRs) on the import 
of acrylic yarn, zinc oxide, copper products and vegetable fats. The Indian government has 
agreed to consider these requests.59

Since Nepal is a landlocked nation, it uses two Indian ports for trading: Kolkata and Haldia. 
Both are riverside ports and the trans-shipment of containers by feeder boats increases 
transportation time and cost.  Visakhapatnam port is also being used currently as a transit 
route. in addition to these, Kandla, Jawaharlal Nehru Port Trust (near Mumbai) and Paradip 
ports could be also used.60

It has already been stated that trade between Nepal and India has suffered due to the violent 
uprisings in the border areas by the Tharus and Madhesis, who were protesting their under 
representation in the new Nepalese constitution promulgated on 20 September 2015.  Trucks 
were stranded at the Birgunj – Raxaul border with fuel supplies, medicines, and other crucial 
products.61 For four months this blockade remained, and slowly started affecting Nepal’s 
economy, generating ill feelings towards India. Nepal’s neighbouring countries, China 
and Bangladesh, came to its rescue immediately. China opened its trade routes to Nepal 
supplying fuel and other necessities as required. Bangladesh also agreed to open its port for 
fuel supply.62

Trade with India resumed in February 2016 with the removal of the blockade. But the dispute 
opened Nepal’s market to China, especially in terms of energy trade. As the need for fuel 
increased inNepal, China provided daily supplies of fuel, medicines and other necessary 
goods via Tibet, following which Nepal signed its first ever deal with Petro China.63

3. Cooperation in the Energy Sector

3.1 Current energy scenario of Nepal
High dependency on traditional energy sources is an important feature of the Nepalese 
economy. Biomass remains Nepal’s primary source of energy. The country does not have 
its own reserves of gas, coal or oil. Although water is a significant energy resource in Nepal, 
less than one percent of its potential of hydropower is currently harnessed.64 Nepal has high 
energy consumption in relation to its gross domestic product (GDP). 

Energy consumption in the first eight months of 2014-15 was 7,781 Tons of Oil Equivalent 
(ToE). According to the Economic Survey of Nepal 2015, the ratio of traditional, commercial 
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and renewable energy consumption in this period was 77 percent, 20 percent and 3 percent 
respectively.65The sources of energy and their consumption status of the last five years are 
shown in Table 12.

Table 12: Energy Consumption Status (Figures in Tons of Oil Equivalent/ToE)

Energy Source 2010/11** 2011/12 2012/13 2013/14 2014/15*

Traditional 8500 7033 8017 8983 5989

Firewood 7606 6274 7153 8154 5436

Agricultural residues 331 310 353 403 269

Cow dung 563 448 511 426 284

Commercial 1580 1678 1855 1958 1556

Coal 293 348 415 320 420

Petroleum products 1058 1083 1182 1264 878

Electricity 229 248 257 374 258

Renewable 75 109 166 291 236

Total 10,155 8820 10,038 11,232 7781

*Of first eight months | **Based on survey statistics

Source: Economic survey 2014/15, Ministry of Finance, Government of Nepal, Kathmandu, 2015, p 169

Consumption of petroleum 
products in 2014-15 
increased by 55.12 percent 
over the previous financial 
year reaching 1,395,601 
Kilo Litre (KL), while 
consumption of  liquefied 
petroleum gas (LPG) rose 
9.76 percent, totalling 
165,975 Metric Ton (MT). 
Diesel, kerosene, petrol and 
aviation fuel comprise the 
major portion of petroleum 
products consumption 
volume (Table 13).

Box 3: Mission of the Ministry of Energy, Government of 
Nepal
v To build a power generation capacity that can meet domestic 

energy needs in a sustainable manner
v To create a culture of energy conservation and responsibility
v To ensure the generation of economic and affordable 

electricity for domestics, commercial, and industrial use by 
using indigenous resources

v To minimise pilferage and adulteration in fuel supply
v To promote world class efficiency in power generation
v To create transmission network
v To minimise inefficiency in distribution system
v To minimise financial losses across the system
v To enhance understanding between the development partners 

involved in energy sector
v To ensure improved governance
v To strengthen conservation of water ensuring its more 

economic and equitable use

Source: http://www.nea.org.np/images/supportive_docs/NEA%20design.pdf 
accessed on 21 September 2016
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Table 13: Consumption details of petroleum products

Description Fiscal Year

2010/11 2011/12 2012/13 2013/14 2014/15* Total Petroleum 
Product Consumption 

Percent 2014/2015*

Petrol (KL) 187640 199748 221676 161295 184239 13.10

Diesel (KL) 655127 648513 716747 489438 949279 67.53

Kerosene (KL) 49494 41808 24721 12708 12134 0.86

Light Diesel Oil (KL) 227 - 258 - - -

Furnace Oil (KL) 1415 435 2450 - 186 0.01

Aviation Turbine Fuel 
(KL)

101314 109808 115786 82735 93788 6.70

LP Gas (in MT) 159286 181446 207038 151211 165975 11.80

Mineral Turpentine 
Oil (KL)

- - - - - -

Total 1152861 1181323 1288676 897387 1395601 100

*of the first eight months

Source: Nepal Oil Corporation

3.2 Electricity production, transmission, distribution
Total electricity production in Nepal was 746 MW in 2013-14, which increased by 4.89 
percent to 782.45 MW in the first eight months of 2014-15(Table 16).Electricity transmission 
lines extended to 1,987.36 km by the end of aforesaid period. The number of electricity 
consumers has increased significantly 
reaching 2,789,678 from 2,713,804 
in 2013-14. Electricity distribution 
lines extended to 116,090 km by the 
end of the same period. Despite high 
electricity demand of 1,291.1 MW in 
the 2014-15, its production has been 
just 782.45 MW, causing a supply gap 
of 508.65 MW – 40 percent of the 
requirement.66

Box 4: Vision of the Ministry of Energy, 
government of Nepal-
“Dedication towards sustainable generation of 
various forms of electric power, e.g., hydro, solar, 
biomass, winds, etc. and supply of reliableelectricity to 
all parts of the country through efficient transmission 
and distribution lines”

Source:http://www.nea.org.np/images/supportive_docs/
NEA%20design.pdf accessed on 21 September 2016
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Table 14: Electricity Demand, Consumption, Production and Physical Structures

Particulars Fiscal years

2010/11 2011/12 2012/13 2013/14 2014/15

Production (MW) 697.85 705.56 746 746 782.45

Transmission Line (Km) 1917.62 1987.36 1987.36 1987.36 1987.36

Customer Number 1854275 2053259 2599152 2713804 2789678

Distribution Line (Km) 89108.86 95815.98 114160.40 116066.64 116090.64

Available Energy (GWH) 3389.27 3858.37 4260.45 3092.47 3228.9

High demand (MW) 946.1 1026 1094 1200.98 1291.1

Demand Supply gap (MW) 248 320.43 348 454.98 508.65

Source: Economic Survey 2014/15, Ministry of Finance, Government of Nepal, Kathmandu, 2015, p 170

The energy sector is key for inclusive economic growth. This has been realised by the Nepal 
government.67 Besides setting quantitative targets for electricity generation, transmission 
and distribution, the government has reiterated its commitment to sector reforms and the 
promotion of private sector participation. Further, priority is being given to rural electrification 
and a commitment has been made towards more efficient use of energy.

In spite of continuous endeavours by the government and support from development 
partners, energy supply in Nepal is still insufficient, and a significant obstacle to the social 
and economic development of the country.  Despite its vast hydropower potential, Nepal has 
had a severe and long-lasting electricity supply crisis. To meet its power demand, the country 
is dependent on imported energy from India. The decade long Maoist insurgency until 2006, 
coupled with resulting political instability, intensified the energy crisis. Another setback to 
energy generation was the massive earthquake of April, 2015. 

The Nepal Electricity Authority’s (NEA) hydropower plants – including small power plants 
– generated a total of 2,168.49 gigawatts per hour (Gwh) of electricity in 2016.This was not 
sufficient to meet its energy demand.68As a result, the NEA increased power import from 
India to reduce load shedding hours, especially during the dry season (Figure: 6). During 
2015, the Dhalkebar-Mujaffarpur 400 KV cross border transmission line began operating at 
132 kV level and enabled the NEA to import an additional 80 MW of power. The total energy 
import from India reached 1,758.41 Gwhin 2016, compared to 1,369.89 Gwh in 2015.69

3.3 India-Nepal power exchange
The power exchange agreement of 1971 between India and Nepal has been a milestone. 
Power exchange across the border began from early 1972. The quantity of power exchanged 
was initially only 5 MW at a fixed price, but it was subsequently increased to 14 MW of import 
from India and 7 MW of export to India. Later, in January 2001, at the sixth Nepal-India 
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power exchange committee meeting, the government of India agreed in principle to increase 
the quantum of power exchange between the two countries from 50 MW to 150 MW. 

In that meeting, three 132kV transmission links were identified for interconnection:

v	Butwal (Nepal) – Ananda Nagar (UP) – 31km in Nepal, 45 km in UP 
v	Birgung (Nepal) – Motihari (Bihar) – 25 km in Nepal, 45 km in Bihar 
v	Dhalkebar (Nepal) – Sitamarhi (Bihar) – 23 km in Nepal, 40km in Bihar

It is worth noting that Nepal and India have been exchanging power for many years through 
a number of transmission links at 132 kV, 33 kV and 11 kV levels (see details of existing 
interconnections across the border in Table 15 and Figure 7).

Figure 6: Availability of power
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Source: A year in Review: Fiscal Year 2015/16, Nepal electricity Authority, Kathmandu, Nepal, August 2016
Bhadra 2073), p. 141
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Table 15: Indo-Nepal existing interconnections (excluding Dhalkebar - Muzaffarpur 
link)

Voltage level Interconnection

132 kV BSEB(Bihar)- Nepal Kataiya – Kusaha/Duhabi S/C (High capacity ACSR conductor) line
Ramnagar - Gandak/Surajpura(Nepal) S/C

33 kV BSEB(Bihar)- Nepal Sitamarhi –Jaleshwer S/C
Raxaul-Birganj S/C
Jainnagar-Siraha S/C
Kataiya – Rajbiraj S/C
Kataiya – Inarwa/Biratnagar(Rupni) S/C (not in service)

33 kV [UPPCL(UP)-Nepal] Nanpara-Nepalganj S/C line

33 kV [UPCL (Uttaranchal) – Nepal] Lohiyahead – Gaddachowki/Mahendranagar (Nepal) S/C

11 kV [Uttaranchal – Nepal]
                      "

Pithoragarh – Baitadi
Dharchula – Jaljibe
Dharchula – Pipli

Source: http://sari-energy.org/wp-content/uploads/2016/03/Goutam-Roy-Cross-Border.pdf accessed on 12 December 

2016 

Figure 7: 
Interconnections 
between India and Nepal 

Source: World Bank 

approves US$37m loan 

for India-Nepal power 

interconnection, 12 

August 2013, http://www.

enerdata.net/enerdatauk/

press-and-publication/

energy-news-001/world-

bank-approves-us37m-

loan-india-nepal-power-

interconnection_21532.html

A transmission line of 440 KV with 1,800MW evacuation capacity is planned between 
Bardaghat and Gorakhpur and the Duhabi-Jogbani line.70 Two other lines between Kataiya-
Kushaha and Raxaul-Parwanipur are under construction. The capacity of both transmission 
lines is 132 kV, and an additional 100 MW of electricity can be imported via these lines.
Attariya, Lamki, Kohalpur, Butwal, Dhalkebar and Duhabi are the chief points proposed 
for electricity trade between the two countries. Every transmission line will be of 400 kV 
capacity.71
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Sufficient cross border transmission 
infrastructure is required to draw 
private companies into power trade 
projects. As India and Nepal lack 
adequate cross border transmission 
interconnections, timely completion 
of proposed or planned projects 
is essential. More cross border 
transmission lines between India and 
Nepal are required. There had been 
suggestions to construct the Duhabi–
Purnea 400 kV transmission line and the Butwal – Gorakhpur 400 kV line, but no progress has 
been made on them as the current focus is on the Dhalkebar-Muzaffarpur transmission link. 

3.4 Recent development in cross-border electricity power trade: Dhalkebar - 
Muzaffarpur transmission link
Energy starved Nepal formulated an 
Electricity Crisis Management Action Plan 
in 2008. It included the development of 
the Dhalkebar-Muzaffarpur transmission 
link. This link is a key component of the 
India-Nepal Electricity Transmission 
and Trade Project (NIETTP) and the first 
major cross-border transmission line 
between India and Nepal.

 
The 42.1 km long Dhalkebar- Muzaffarpur 
400kV double circuit transmission 
line that lies within Nepalese territory 
was successfully constructed and 
commissioned in February 2016by 
the Power Transmission Company 
Nepal Ltd (PTCN), a subsidiary of 
NEA (Figure 10). The NEA is presently 
drawing 80MW from India through this 
line, initially charged at 132kV level. 
Expected opening of substations in 

Box 5:
“The framework, conditions and incentives for private 
investments in power plants are not adequate and a 
non-cost-covering tariff system discourages efficient 
electricity use. Deferred investment in electricity 
infrastructure has caused scheduled power cuts of 
up to 16 hours per day during the dry season.”

Source: A year in Review: Fiscal Year 2015/16, Nepal 
electricity Authority, Kathmandu, Nepal, August 2016 
(Bhadra 2073),  p.137

Dhalkebar-Muzaffarpur Transmission line.

Photo credit: Research team

Figure 8: The Dhalkebar-Muzaffarpur 
Transmission Line

Source: http://slideplayer.com/slide/6047359/ 

accessed on 12 September 2016
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Dhalkebar will lead to an increase in power transfer to Nepal – initially by 150 MW and 
subsequently by 300-400 MW. Indeed this has already benefitted households in that region 
reducing power cuts by an hour every day. Earlier, this area suffered 12 hours of power cuts 
a day, as reported by a newspaper in March 2016.72

3.5 Energy sharing through hydro-power
Sharing of waters and hydro energy have remained major bones of contention between India 
and Nepal. India had its first water treaty with Nepal way back in 1920, called theSharda 
treaty. It was followed by more like the Koshi treaty (1954), the Gandak Treaty (1959) and 
the Mahakali Treaty (1996) for expanding cooperation between the two nations to augment 
water sharing. Unfortunately, these have turned out to be matters of dispute as well.73

However, with the visit of the Indian 
Prime Minister Narendra Modi to Nepal 
in August 2014, the power sector got a 
push with the signing of the Power Trade 
Agreement (PTA) two months later 74– a 
culmination of the efforts of both countries 
since 2010.This has opened up new 
possibilities for power trading between 
them. No doubt, the PTA has also met 
its share of criticism since it restricts Nepal’s power trade with third countries, requiring 
approvals from India on a case-by-case basis.  However, problems in grid-synchronisation 
which persist between the two countries are set to be resolved during the monsoon months 
when Nepal has sufficient electricity generated by its run-of-the-river projects.

Some projects which have been revived through the agreement include the Pancheshwar 
Development Project, the construction of the Amlekhgunj-Raxaul oil pipeline and the Upper 
Karnali Project. The Exim Bank of India extended a USD 1 billion line of credit to Nepal in 
2014 to help build these projects. Initially the loan was to be used for funding projects such 
as the Budhi Gandaki Hydroelectric Project, the Mahakali III Irrigation Project and a multi-
lane motorable bridge over the Mahakali River in Mahendranagar. Unfortunately, the Terai 
unrest, coupled with the unofficial blockade in late 2015, created acute fuel shortages that 
influenced the government of Nepal’s decision to mobilise domestic resources instead of 
using the Indian line of credit to develop the Budhi Gandaki Hydroelectric Project.75

Figure 9 shows the list of Indo-Nepal planned collaborations in hydroelectric power projects. 
Currently, a group of Indian developers has the rights to develop hydropower projects in 
Nepal – among others, GVR has two projects, SJVNL the Arun-III project, Bhilwara Energy 
has four, KSK Energy has four and Lanco, two.76 However, the SJVNL Arun III project is 
facing land acquisition problems as the Ministry of Land Reform and Management (MoLRM) 
of Nepal has not lifted the land ceiling it set for the company. The Cabinet approval for doing 
so is still awaited.77

Box 6: Major concerns in Nepal
v Geographical uncertainties raise cost of hydro 

power projects in Nepal
v Proper assessment is needed in terms of routes 

and facilities before starting a project
v Problem of obtaining crude
v Setting up a refinery is not at all viable at the 

moment in Nepal
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Projects which had stopped functioning are also being revived. Some of these projects are 
mentioned below:

India - Nepal: Future

Hydro Potential: about 83,000 MW
Future Hydro Projects:

Karnali  10,800 MW (Upper Karnali – 900 MW)
Tamakoshi III  880 MW
U. Marsyangdi – 2 600 MW
Pancheshwar HEP 5,600 MW
Sapta Koshi 3,300 MW
Arun HEP 1,100 MW
West Seti HEP 750 MW
Lower Marsyangdih 300 MW

High capacity transmission interconnection between Nepal and India need to planned for 
evacuation and transfer of power from future hydel projects in Nepal.

Figure 9: Future plans for energy cooperation between India Nepal

Box 7
Upper Karnali Project 
v The Nepal Investment Board signed this project with the GMR Group in 2014 for construction 

of 900 MW  of capacity in the Surket, Achham and Dailekh districts of Nepal. Nepal taps only 
about 700 MW from its feasible estimated hydropower potential of 43,000 MW. This agreement 
is one of the biggest single foreign direct investments (USD 1.5 billion) in Nepal so far.

v This project is estimated to be concluded by 2021 as a power export project at an approximate 
cost of Rs. 145 billion. Nepal is supposed to get 27 percent free equity and 12 per cent free 
electricity while the rest will go to India.

Mahakali Irrigation Project Stage – III 
v The Mahakali Irrigation Project Phase 3 is in  keeping with the Mahakali Treaty signed by 

both the nations in 1996. Nepal is entitled to draw a certain share of water during certain 
seasons from the Sharada and Tanakpur Barrages. India has the responsibility of building head 
regulators to facilitate the functioning of this barrage

v In 2014, with the $1 billion line of credit extended to Nepal by India, this project was identified  
for revival along with the rehabilitation of the Koshi Pump Canal and Distribution System. The 
cost for this project is estimated at USD 165 million.
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3.6 Initiative to build the cross-border oil pipeline: the Raxaul-Amlekhgunj 
Pipeline
India has also committed to building 
a gas pipeline linking India and 
Nepal in addition to the petroleum 
pipeline it had agreed to construct. 
The year 2015 began with efforts to 
strengthen the relationship between 
the two nations in the energy 
sector. India’s Minister of State for 
Oil and Natural Gas Dharmendra 
Pradhan instructed the Indian Oil 
Corporation (IOC) to increase the 
quota of LPG supply to Nepal from 
22,000 tonnes to 30,000 tones. 
An increased supply of fuel was 
expected to assist Nepal in tiding 
over the fuel crisis it had been 
grappling with for months. Pradhan 
also reiterated India’s willingness 

(continuation)

Pancheshwar Development Project (PDP)
v This5600-MW multipurpose project is to be built on the Mahakali River which separates the 

western region of Nepal from Uttarakhand in India. This project will construct an  underground 
power house of 3240MV along with a dam. It will provide water for irrigation  and help flood 
control.

•	 The	detailed	project	report	(DPR)	was	first	drafted	by	India	in	2002	but	no	progress	was	achieved	
due to political instability, location disputes, availability of water downstream and assessment 
of power benefits. Devastating floods of 2013 affecting both India and Nepal  made it urgent to 
reconsider the project. Consequently, an  exchange of letters was signed in 2014 to implement 
it.

•	 The	charter	 to	 form	governing	body	of	 the	Pancheshwar	Development	Authority	(PDA)	has	
been signed in September 2014.

•	 It	was	also	a	concern	that	 the	water	released	by	the	project	might	create	 floods	 in	the	river	
bank settlements in that area. To counter this, the Rupaligad dam which is a re-regulating dam 
is being built to regulate the flow of water released by Pancheshwar project. 

Rahughat Hydropower Project
v The USD 31 million line of credit extended to Nepal in 2010 for Rahughat Hydropower Project 

(40 MW) got terminated due to the project being found ‘commercially unviable’. The project 
got delayed by IVRCL Infrastructures Projects Ltd, the Indian contractor for its slow work and 
demand for additional costs. 

v The project has been currently redesigned in order to bring about additional 53 million units 
of energy annually,thus making it commercially feasible. The project officials are preparing for 
fresh bidding for a new contractor which has to be Indian as per the agreement. According 
to the new timeline, tender awarding procedure would be completed by the end of the year 
2016.

Strengthening Ties

India to build petroleum pipeline to Nepal
PHASE 1 From Bihar’s Raxaul to Nepal’s 
Amlekhgunj
PHASE 2 To be extended to Kathmandu
v Bid to add hydrocarbon dimension to Nepal’s 

energy security
v 41 km pipeline estimated to cost Rs 100 crore
v Petro products now trucked from IOC’s depot at 

Raxaul
v IOC may shift depot to Motihari
v Motihari-Amlekhgunj pipeline will be 81 km long, 

cost Rs 200 cr.

Figure 10: Details of the Raxaul-Amlekhganj Pipeline

Source: The Hindu, http://www.thehindu.com/todays-paper/

deepening-energy-links/article6285352.ece
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to strengthen the oil and gas sector 
with Nepal and explore other areas of 
cooperation.78

The MoU finally signed between India 
and Nepal to construct a petroleum 

pipeline in August 2015, had been in the works since 1995. The pipeline, once completed, 
is expected to ensure uninterrupted supply of fuel to Nepal which suffers from constant 
fuel shortage and therefore, relies on oil supply from India (see Figure 11). The project is 
estimated to cost INR 4.4 billion and 
is targeted for completion within 30 
months once construction begins. 

The IOC has the responsibility of 
constructing the pipeline and re-
engineering the Amlekhgunj Depot 
and related facilities. The IOC is 
providing INR 3.2 billion for the 
project as a grant, while the rest 
is being covered by the Nepal Oil 
Corporation (NOC).

Under the first phase of the project, 
a pipeline will be laid from Raxaul to 
Amlekhgunj (see Figure 10) and in the 
second phase, it will be extended to 
Kathmandu.79 Six to seven months ago, the agreements – both between the two governments 
and the companies undertaking the project – were signed to carry out the detailed study of 

Figure 11: Route for the Proposed Raxaul-
Amlekhganj Pipeline

Source: http://www.ktm2day.com/2014/08/04/

modi-pledges-to-develop-india-nepal-cross-

border-petroleum-pipeline/

Tanks enter Kerung to receive oil. 

Source: http://kathmandupost.ekantipur.com/news/2015-11-01/9-

tankers-enter-keyrung-to-receive-fuel.html 

Box 8: Prospects for Cross-border energy cooperation
v Cross-border energy cooperation can lower costs in each country, improve supply reliability, 

and help lower carbon emissions. This in turn helps to strengthen bilateral or multilateral 
relations. 

v A one-door clearance system has been visualized at the G2G level for monitoring and supervising 
clearance issues. 

v The upper Tama-Kosi project is being developed both for internal consumption as well as for 
export to India.

v Another LPG pipeline can be laid from Muzaffarpur to Amlekhganj. 
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the proposed route. (See Figure 11). 
The route is mainly along the road 
that links Raxaul with Amlekhgunj 
though at certain sections there 
are diversions due to rivers, 
bridges and villages which lie on 
the way. However, due to political 
problems, the fieldwork is yet to be 
completed, according to officials 
of the NOC.80

In the MoUs signed between 
Nepal and China in March 2016, 
energy trade connectivity was 
also sought, along with physical 
and trade connectivity. China 
has been requested to provide 
technical support to prepare a 
DPR to develop the 434 MW Arun 
Kimathanka Hydropower Project. 
A 400 kV transmission line is also 
planned via Rasuwagadhi–Kerung, 
which would carry about 1500 MW 
of electricity.81 Nepal and China are 
likely to chalk out an agreement 
to develop the 750 MW West Seti 
Hydropower Project as well82, as a 
joint venture between the NEA and the China Three Gorges Corporation (CTGC). There has, 
however, been no further progress on the project. 

4. Border and Border Management

There are 19 main border crossing points along 
the 1,751 km long open border between Nepal 
and India. According to the Treaty of Peace and 
Friendship, the two governments grant each 
other’s citizens the same privileges in matters of 
residence, ownership of property, participation 
in trade and commerce, movement and other 
matters on a reciprocal basis. This has enabled 
Nepali and Indian citizens to move freely across 
the border without the requirement of a passport or visa.83

Indian State Total Length (Km) of 
border shared with Nepal

Uttarakhand 263

Uttar Pradesh 560

Bihar 729

West Bengal 100

Sikkim 99

TOTAL 1751

Figure 12: Timeline for the Raxaul-Amlekhganj Pipeline

Source:http://kathmandupost.ekantipur.com/news/2016-06-04/cross-

border-oil-pipeline-project-stirs-back-to-life.html

v Cross-border energy cooperation can lower costs 
in each country, improve supply reliability, and 
help lower carbon emissions. This in turn helps to 
strengthen bilateral or multilateral relations. 

v 1995- An Amlekhganj- Raxaul oil pipeline was first 
proposed by Indian Oil Corporation (IOC

v 1996- Nepal Oil Corporation (NOC) signed an MOU 
with IOC at the major executive level

v 2004- Two sides upgraded the agreement to the chief 
executive level

v 2004- A pre-feasibility study was conducted
v 2006- A technical study was conducted
v 2013- The cabinet again gave go-ahead for the 

construction of the pipeline. It is the third such 
decision in four years. However, due to legal 
complexities involved in selecting the contractor and 
a developer and acquiring a land use permit in India, 
the project failed to take off

v 2014- The project again was revived after Indian 
Prime Minister Modi promised to construct the 
pipeline during his visit to Nepal. In September 
2014, Nepal and India finalised a survey draft of the 
pipeline project

v August 2015- The Indian cabinet approved the 
signing of MOU for the construction of the pipeline

v September- The plan ran aground after India imposed 
a trade embargo against Nepal
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4.1 Challenges and opportunities 
of the open border between India 
and Nepal
While the open border offers certain 
opportunities such as free movement, 
prompt response during times of need 
and employment of local labour,84it also 
poses many security challenges. Illegal 
activities are widespread due to misuse of 
the provisions of the Treaty. 

a. Informal trade
Despite bilateral agreements between 
the two nations, informal trade between 
Nepalese and Indians is a stark reality. 
According to a report85, nearly 55 percent 
of people engaged in such activity along the Nepal-India border region do so for private 
consumption, 23 percent for business purposes and remaining 14 percent for social functions. 
It is said that about 68 percent of those living in the border region use authorised Customs 
check points for border trade, while the remaining follow the informal path.86Though it is 
very difficult to estimate the volume of informal trade because of its clandestine nature, it 
is believed that it is around NR 50 million through just the Sunauli border point. The total 
value of informal imports of agricultural products from India amounted to INR 55 million in 
2012.87

Informal border trade has a huge network with illegal goods, including items like arms, drugs, 
humans, animals, etc, being trafficked.88 Goods from unlicensed or unregistered companies 
are smuggled in significant amounts. 

There are certain impediments 
which traders from Nepal face 
in their business with India 
which further encourages 
informal trade. For instance, 
exports from Nepal are often 
held up and costs added, due 
to Indian authorities refusing to 
recognise or accept certificates 
issued by Nepalese authorities.  
Pharmaceutical products, 
animal and agricultural products 
have limited or zero entry from 
Nepal.89 Procedural delays also 

Birgunj-Raxaul border point.

Photo credit: Research team

The Mechi Bridge at India and Nepal border that provides passage 

from Siliguri to Kakarbhitta. 

Photo credit: Research team
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lead to significant damage of cargo. Situations like these encourage informal trade, where 
there is no requirement of documentation or Customs clearance costs.90Local officials at 
Kakarbhitta said that betel nuts, memory cards, fertilisers, pulses, etc, comprised the bulk of 
unauthorised trade.

India and Nepal both shut their border points for a considerable amount of time each day.  
The border at Raxual is open between 08.00 and 20.00 hrs from the Indian side. The official 
hours of the Land Customs Station are 08.00-16.00 hrs every day barring second Saturdays. 
On the Nepalese side, the border is officially open from 04.00 hrs to 20.00 hrs while the 
Customs working hours are from 10.00-17.00 hrs barring Saturdays.91 According to local 
people illicit activities take place at night once the border is officially closed. 

There is a need to understand the benefits of border trade. It generates more revenue for 
both governments. Instead of allowing cross-border formal trade only for a specific duration 
each day, the border points could be regulated and monitored all through the day, allowing 
trade to flow more easily. Integrated Customs points open throughout the day in East Africa 
have increased the volume of bilateral trade.

Table 16: List of sensitive items of trade

List of sensitive items Nepal 
tariff 
(%)
(1)

Indian 
tariff 

band (%)
(2)

Indian 
tariff 
(%)
(3)

Difference
(4) =(1) – 

(3)

Proposed for 
removal from 
sensitive list

Watches & Parts 15 10 10 5 YES

Household electrical & electronic 
goods parts (including telephones, 
fax machines, calculators, audio & 
video cassettes, music system, VCP, 
VCR, video camera, T.V., torches)

15 0, 7.5, 10 10 5 yes

Synthetic Yarn & Fabrics 15 10 10 5 yes

Car Air Conditioner 15 10 10 5 yes

Car accessories and spare parts 15 10 10 5 yes

Ferrous &non ferrous scrap 
cathodes (99.9%)

15 10 10 5 yes

Computer & Parts 0 0 0 0 yes

Compressor 10 10, 7.5 10 0 yes

Pharmaceutical bulk drugs 
formulations 

10 10 10 0 yes

Plastic (HDPE/LDPE/LLD PE/PP 
granules & films)

10 10 10 0 yes
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List of sensitive items Nepal 
tariff 
(%)
(1)

Indian 
tariff 

band (%)
(2)

Indian 
tariff 
(%)
(3)

Difference
(4) =(1) – 

(3)

Proposed for 
removal from 
sensitive list

Bearings 5 7.5 7.5 -2.5 yes

Yarn 5 10 10 -5 yes

Photographic Goods (Photo films, 
papers & cameras)

5 10 10 -5 yes

Oxyteracycline 5 10 10 -5 yes

Fabrics, except cotton Fabrics 5 10, 15 15 -10 yes

Puppy seeds 10 30 30 -20

Oil/ fat of animal origin/ Tallow 10 15, 30 30 -20

Silk 5 10,15, 30 30 -25

Raw Silk (trusser& others) 5 30 30 -25

Spices 30 30, 70, 
100

70 -40

Coconut oil 15 100 100 -85

RBD Palmollin 5 100 100 -95

Betal nuts 30 150 150 -120

Source: Nisha Taneja, Samridhi Bimal and Isha Dayal, ‘An Analysis of Nepal’s Transit through India’, ICRIER, 

Working Paper 316. 2016, p. 13

The basic challenge for Nepal and India is to mutually accommodate informal trade into a 
legal framework.  Meetings of bilateral or multilateral forums can be held in the border areas 
to enable people to channel trade in a proper manner.

b. Increasing incidents of human trafficking on the Indo-Nepal border
Human trafficking occurs both domestically and internationally. The open border between 
India and Nepal facilitates the phenomenon. A combination of push and pull factors such as 
natural calamities, lack of livelihood options, illiteracy, poverty, political unrest, etc., play a 
major role in the migration of people both legally and illegally. 

According to Nepal’s Trafficking in Persons and Transportation (Control) Act, 2007, trafficking 
is trading of any person for any reason, engaging any human being in the sex trade, or 
removing any of his/her body  organs illegally.

It is noteworthy that there is increasing internal migration among women in Nepal. Women 
are migrating not only for marriage, but also to work as housekeepers/domestic help. 
International migration of women was curbed by the Nepal authorities to safeguard them from 
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Figure 14: Centres of trafficking and routes usually taken 
out of Nepal by traffickers

Source:http://sites.dartmouth.edu/NepalQuake-CaseStudies/

human-trafficking/ 

being trafficked or subjected 
to bodily harm. The law was 
made less stringent in 2015 
by the Ministry of Labour 
and Employment, Nepal.92

India is both a recipient as 
well as the transit country 
for human trafficking from 
Nepal. Table 16 shows the 
increasing trend of such 
trafficking on the India-Nepal 
border. Nepal’s Ministry of Women, 
Children and Social Welfare has 
identified 26 districts as prone to 
this phenomenon. Around 200,000 
to 250,000 women and children 
have been trafficked over the years 
to Indian brothels.93 The purpose 
of trafficking is mainly sexual 
exploitation of Nepali women, 
engaging children in child labour, 
and illegal organ transplants.94

The earthquake in 2015 compounded 
the situation rendering many people 
jobless. Media reports reveal that 
after the earthquake, trafficking of 
women and children increased three-
fold compared to 2014. 95Women and 
children were targeted from the worst 
affected districts like Sindhulpalchowk, 
Ramechhap and Nepalgunj, as also 
Jhapa and Chitwan, among others.96 
Male children were trafficked to 
Mumbai and placed in factories as 
child labourers, whereas women 
were promised marriage or better 
jobs.97Figure 14 shows routes usually 
taken by traffickers.

There is need for an anti-trafficking 
pact between India and Nepal similar 
to the one India signed with Bangladesh 

Year Cases Traffickers arrested Victims rescued

2012 8 7 72
2013 14 19 108
2014 8 8 33
2015* 8 12 47
2015** 46 29 159

* (before Nepal quake)  ** (after quake)

Source: Ministry of Home Affairs

Figure 13: Human trafficking along the Indo-Nepal border

Box 9: Steps to combat human trafficking along 
Indo-Nepal border:
v Need for an anti-trafficking pact between India and 

Nepal
v Need for sensitisation of border police
v Need for community mobilisation and sensitisation
v Need for coordination between NGOs on both the 

sides
v Need for good communication, collaboration and 

exchange of information between authorities across 
border.
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in 2015. Joint border management is essential to curb this problem. There is immediate need 
for community mobilisation and sensitisation. There is also need for coordination between 
NGOs on both sides. Good communication and close collaboration are needed, along with 
proper checking of citizens who cross the border.

4.2 Security concerns
Security concerns along the Indo-Nepal border were highlighted by the arrest of terrorists 
Abdul Karim Tunda(a Lashkar-e-Taiba bomb-maker) and Mohammed Ahmed Sidibappa 
alias Yasin Bhatkal (founder of the terrorist outfit Indian Mujahideen) in Nepal in 2013.98 The 
arrests underscore the fact that the open border allows criminals free movement. During the 
1980s and 1990s, Sikh and Kashmiri militants also used the open Indo-Nepal border to their 
advantage. It is notable that there has been an upsurge in the number of madrasas along 
this border in recent years, raising further concerns, as they are suspected to give shelter 
to terrorists. Besides terrorists, the open border is also used by smugglers, racketeers and 
human traffickers. The most commonly used border points for such activities are the Raxaul 
and Sunauli border points, both connected by roads.99 Kakarbhitta in Nepal is another town 
which witnesses a large volume of informal trade activity. The primary commodity smuggled 
across the border is betel nut, according to officials at Kakarbhitta.100

In addition to these issues, encroachments on the no-man’s land between the two countries, 
construction of buildings in such areas and destruction of border pillars are other problems. 
After the two terrorists were arrested in 2013, security agencies in Nepal conducted a survey 
of the border and found 18 types of crimes being engaged in. These include, but are not 
limited to, trafficking, informal trade, smuggling of counterfeit currency, kidnapping, theft and 
extortion.101 Following the survey, a Cross-Border Crime Control Action Plan was prepared in 
2013 and implemented. The plan proposed the enhancing of coordination between border 
security forces, especially with regard to active criminal groups.102

4.3 Role of SSB and APF in Indo-Nepal border
To prevent criminal activities, 25 battalions of the Sashastra Seema Bal (SSB) have been 
deployed by India along the Indo-Nepal border. To enable better communication as well as 
ensure security enforcements, India has approved the construction of 1,377 km of roads along 
the border with Nepal at an estimated cost of INR 3,853 crore.103The SSB has established 
455 Border Outposts (BOPs) along the Indo-Nepal border. The SSB has been granted the 
authority to search, arrest and seize under the Passport Act.104
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Table 17: State-wise details of BOPs in India

State No. of BOPs 

Uttarakhand 53

Uttar Pradesh 148

Bihar 193

West Bengal 43

Sikkim 18

Total 455

Source: Ministry of Home Affairs, http://mha.nic.in/sites/upload_files/mha/files/Indo-Nepal-270813.pdf accessed on 12 

September 2016

Similarly the Nepal Government has deployed a special wing of its Armed Police Force (APF) 
known as the Sasastra Prahari Seema Shurakshya Bal (SPSSB) in 20 districts bordering the 
Terai region since 5 March 2007. Altogether 9,000 APF personnel had been deployed in 
22 Seema Surakhya Karyalayas, 46 border outposts and 25 temporary security posts of the 
Nepal-India border.105

4.4 Bilateral Mechanisms
Bilateral mechanisms are of two broad categories: Home Secretary-level talks and Joint 
Working Groups, which are held at the level of Joint Secretaries; and Border District 
Coordination Committee Meetings which take place at the level of district officials. In the 
last Home Secretary Level Talks held on 8-9 September 2016 in New Delhi,106 both countries 
reviewed the bilateral security cooperation between the two countries. The idea of ‘Border 
Co-operation Councils’107 was proposed by Ranjit Rae, Indian Ambassador to Nepal, for 
periodical review of procedural and policy barriers to trade, with the aim of proposing 
remedial measures to relevant authorities. 

Both countries have recently decided on the internationally accepted positioning system 
of border pillars. This was agreed upon at a meeting of the Nepal–India Boundary Working 
Group (BWG).108It was also agreed that the Nepal–India Boundary Global Navigation 
Satellite System (NIB GNSS) would be used for boundary pillars. The meeting reiterated 
the importance of increasing awareness among local people on both sides of the border 
regarding efforts being undertaken by joint teams from both countries. 

It is now being debated whether ‘regularising’ informal trade might help to curb illegal 
activities. While this may prove beneficial in a practical sense, it may at the same become a 
hindrance to the ‘Roti beti ka rishta’ (close inter-personal relationships) that many citizens of 
the two countries share with each other. Nevertheless a border that is regulated according to 
mutually agreed norms might be more advantageous in the long run and help to address at 
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least some of the challenges that a completely open and unregulated border poses. It would 
also facilitate bilateral security measures and enable law enforcement. 

5. Enhancing People-to-people links: Culture, Education, Health & 
Tourism

5.1 Cultural links
The cornerstone of cultural and people-to-people connection between India and Nepal is the 
Treaty of Peace and Friendship signed in 1950. The treaty laid the foundation for establishing 
a bilateral strategic relationship between the two countries, allowing free movement of 
people and goods across the border between the two countries and developing defence 
collaboration. The treaty has, however, met with a fair share of criticism. Over the years, 
there have been several ups and downs in bilateral relations.109 The worst threat to the treaty 
came in 2008 when the Communist Party of Nepal (Maoist) proposed that it be scrapped 
in favour of a new agreement with India. Nevertheless the 1950 treaty continues to form a 
strong basis for furthering mutual relations. 

In mid-2014, both countries decided to appraise and update the treaty to expand bilateral 
ties taking into account current 
political realities. The agreement 
took place during Modi’s visit to 
Kathmandu, the first such visit by 
an Indian prime minister in over 
17 years. India’s willingness to 
cultivate and enhance relations with 
its neighbours has brought a breath 
of fresh air.The positive attitude of 
the current political dispensation 
which took office in early 2014 has 
been visible in the way its regional 
and sub-regional foreign policies are 
being articulated. In terms of cultural 
relations, both countries share a 
strong bond that has been nurtured 
by policy related and institutional 
mechanisms. 

Following the treaty of 1950, the 
Nepal-Bharat Library was instituted 
in 1951. It was the first foreign 
library in Nepal with the aim to 
foster cultural relations and help in 

Source: The Hindu, http://www.thehindu.com/news/international/

south-asia/narendra-modi-announces-nrs-10000-crore-as-

concessional-line-of-credit-to-nepal-during-his-speech-at-constituent-

assembly/article6277320.ece
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the exchange of knowledge and information between the two countries. The library houses 
books spanning a wide range of subjects including history, literature, philosophy, economy, 
science, technology and medicine, among others. 

The cultural connectivity between the two countries spans cross-border linkages in art, 
services, education and engagement through their diaspora. The B.P. Koirala India-Nepal 
Foundation, established in 1991, promotes educational, scientific, cultural and technical 
cooperation between India and Nepal. It also encourages training and exchanges in services 
and administration, and conducts seminars and conferences to engage business and local 
interests. Apart from this foundation, in 2007, an Indian Cultural Centre was also set up in 
Kathmandu and in some areas outside the capital city as well.  

There are two MoUs under consideration between the two governments. The first is between 
the Nepal Academy of Music and Drama and the Sangeet Natak Akademi, New Delhi, which 
will bring together scholars, intellectuals and artists through exchange of delegations. The 
second is between the Nepal Academy of Fine Arts and the Lalit Kala Akademi in New Delhi 
to develop mutual understanding in areas related to culture and the fine arts.

Besides institutional mechanisms, the diaspora in both countries are encouraged to foster 
friendship and understanding among the people. It is estimated that there are about 600,000 
Indians living/domiciled in Nepal – businessmen, professionals, labourers, and so on. Formed 
in 1990, the Indian Citizens Association of Nepal, comprising Indian citizens in Nepal, is 
based in Kathmandu with branches in Pokhara, Damak and Bhairahawa. The association 
works closely with the Indian Embassy. It protects and provides a platform for dialogue on 
matters related to the interests and concerns of Indian citizens in Nepal.

5.1.1 Pension schemes
India has tried to establish a relationship of mutual trust with Nepal by catering to the needs 
of the Gurkha soldiers who had served in the Indian and British Indian armies. There are 
welfare provisions in the form of a pension branch for ex-servicemen born in Nepal, who 
served in India and finally settled in Nepal. The Indian Embassy is responsible for providing 
pensions to these Nepalese ex-servicemen and their families.  The pension branch currently 
handles more than 125,000 Defence, Para-Military and civil pensioners. Pension camps are 
set up in Pokhara and Dharan. For the convenience of ex-military officials, the embassy 
conducts 36 seasonal pension paying camps annually in the interiors of Nepal. The figures 
for the last five years are in Table 18.
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Table 18: Pension distribution in the last 5 years

Years In Indian Rupees (Crores) Nepalese Rupees Equivalent (Crores)

2011 - 2012 1,226.70 1,962.72

2012 - 2013 1,386.76 2,218.81

2013 – 2014 1,569.99 2,511.98

2014 - 2015 1,730.00 2,768.00

2015 - 2016 1,974.92 3,159.87

Source: ‘Pension Branch’, Embassy of India, Kathmandu, Nepal

http://www.indianembassy.org.np/index1.php?option=e6r5wlVM8od_u8Y0CdwsDiTfg0cohLLpEcNS8hphu-

0&id=yR69h-FGUjWwFJgFrejMtaK3KD8Wib_1BjuP9aSRmiM

5.1.2 Scope of cooperation in education
Cooperation between India and Nepal has increased initiatives towards human resource 
development in Nepal. The India-Nepal Economic programme currently has an outlay of 
over INR 76 billion. At present there are more than 529 large and small development projects 
being implemented or completed in Nepal. These projects are mainly focused on education, 
health and infrastructure development that respond to local needs in order to help the 
Government of Nepal achieve all-inclusive socio-economic development.

a. Scholarships and assistance provided by India
The Indian Embassy extends around 3,000 scholarships to the Nepali students each year. 
These scholarships cover a wide gamut of subjects including agriculture, pharmacology, 
engineering, medicine, veterinary sciences, computer application, business administration, 
etc. Various courses ranging from high school to the PhD level at India and Nepali institutes 
and universities are also offered.110 Table 18 shows the scholarship schemes provided by 
India to Nepal in the past few years. More than 18,500 candidates have benefited from the 
scholarships /training provided through Embassy of India since 2005-06. Nepali students are 
encouraged to take advantage of scholarship schemes.111
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Table 19: Scholarship schemes provided by india to Nepal

Scholarship scheme Year of 
initiation

No. of scholarships 
awarded to Nepali 

students

Educational qualification

Golden Jubilee 
Scholarship Scheme

2002-03 200 MBBS, BE/B.Tech other 
undergraduate courses in Nepal

Mahatma Gandhi 
Scholarship Scheme

2003-04 2000 Class-XI and XII in Nepal

HomiBhaba Scheme 2004-05 40 ME/M.Tech in India

New Scheme 2005-06 33 Army Public Schools in India

Table prepared by researchers

India has assisted Nepal by providing grants to built new school buildings and universities. 
For instance, Tribhuvan University, the first educational centre formed in 1959 was built with 
Indian assistance. 

b. Fresh Initiatives
v	Bharat-Nepal Maitri Shiksha Karyakram is an initiative proposed by Narendra Modi in 

2014 to enhance cooperation in the education sector between the two nations. It is a 
short-term course for undergraduate and post-graduate students of Nepal. 

v	A joint celebration of Indian Technical and Economic Co-operation (ITEC) Day and 
Maulana Azad Day were organised by Indian Embassy in collaboration with the Indian 
Culture Centre in December 2014.112

v	2,000 bicycles were gifted to underprivileged girls in the Terai region to encourage them 
to enrol in schools.113

v	The “Beti Bachao, Beti Padhao” initiative was flagged off from Kathmandu on June 2016to 
promote education among women. 

5.2. Tourism
Tourist travel India and Nepal has always been strong. Both countries are home to important 
historical and religious sites which attract thousands of tourists each year. The tourism sector 
contributes significantly to the economy in Nepal, being the second biggest foreign income 
generator after remittances. The country makes significant efforts at bringing in more and 
more tourists each year including setting up monitoring stations in the mountains, upgrading 
radar systems and improving air safety.11

It has already been stated that IRCTC launched a special train from Chennai to Nepal for 
tourists visiting Muktinath.115 The idea of a Buddhist tourism circuit was also discussed by 
India’s Prime Minister Modi during his trip. Shortly after, in January 2015, both countries 
agreed to set up a joint working committee to oversee the implementation of an agreement 



60

India’s Connectivity with its Himalayan Neighbours: Possibilities and Challenges

on tourism development signed during 
the 18th SAARC summit. Ranjit Rae, 
India’s Ambassador, emphasised the 
importance of bilateral cooperation 
and public-private partnership in 
the promotion of tourism.116 The 

development of a Buddhist circuit (Lumbini-Bodhgaya-Sarnath-Kushinagar) was put forward 
during this time. Figure 19 shows the map of proposed Buddhist circuit. The Ministry of 
Tourism in India has included the proposed circuit under its Swadesh Darshan scheme and 
plans to invest INR 100 crore.117 Of course, unexpected events like the earthquake of 2015 
can and does severely dampen tourism. Major tourist attractions like the Dharahara tower 
and Basantapur Durbar Square in Kathmandu were reduced to rubble and other popular 
tourist destinations like Bhaktapur were also severely affected. During our interviews at 
Thamel, which is the heart of Kathmandu and frequented largely by tourists, we came to 
know that most parts of Nepal are still recovering. Apprehensions of repeated earthquakes 
and aftershocks continue to keep the number of tourists low.118

Figure 15: The proposed Buddha Circuit

Source: http://indianexpress.com/article/india/

india-news-india/ministry-of-tourism-buddhist-

circuit-trans-national-tourist-circuit-nepal-sri-

lanka-2826631/

 Buildings at Bhaktapur stand supported by wooden Photo of Vatsala Temple (Bhaktapur) hangs  

the planks after earthquake. outside boundary of the temple which now 

  lies in ruins

Photo credit: Research team



61

India’s Connectivity with Nepal

5.3 Health
Cooperation in the health sector includes the creation of infrastructure ranging from 
development of major hospitals to opening of numerous health posts covering the farthest 
corners of Nepal, supply of medicines and medical equipment, as well as providing faculty 
support to various medical institutions.

The India-Nepal Economic Cooperation Programme has an outlay of over NR 76 billion with 
more than 514 large and small development projects completed or being implemented in 
almost all the districts of Nepal.  These projects, mainly in the sectors of education, health 
and infrastructure development, have been undertaken along with the government of Nepal 
to cater to local needs.119

5.3.1 Financial Assistance by India
v	An MoU was signed between the Nepal Netra Jyoti Sangh (NNJS) and the Indian Embassy 

in December 2013 to provide Indian grant assistance of NR 33.90 million to NNJS for eye 
care programmes in various districts of Nepal.120

v	An MoU was signed between Healthy Nepal Community based Hospital, Kathmandu 
(HNH) and the Indian Embassy on December 2015. India will provide NR 49.47 million 
for health camps to be organised in nine Terai districts of Nepal to spread awareness 
among poor women suffering from uterine prolapse. 121

v	The construction of the new college block of the B.P. Koirala Institute of Health Sciences 
(BPKIHS) at Dharan in eastern Nepal was carried out with Indian assistance of NR 109.7 
million.122

v	India is also providing financial assistance to Nepal to organise for health camps for 
ENT and Rehabilitation services through the B.P. Eye Foundation Children’s Hospital; 
for diabetes control through the Gandhi Global Family Nepal and the Goitre Control 
Programme of the Government of Nepal.123

5.3.2 Health Tourism
Medical tourism, better known as heath tourism, refers to the travel of patients to other 
countries for obtaining medical treatment. Many people from Nepal travel to India for 
treatment and medical care which is not yet available in Nepal. So too over 200,000 Indian 
patients visit Nepal for eye surgery annually, and another 1.5 million do so for eye treatment.124 
Nepali citizens living in the border areas visit India for treatment and many cancer patients in 
Nepal visit the Rajiv Gandhi Cancer Hospital in Delhi.125Although medical tourism is yet to be 
developed in Nepal and there is no government policy relating to it, the eye care provided by 
Nepal can be cited as a model for other medical procedures as well. Both the countries also 
need to conduct joint research to develop new forums in areas of spiritual healing, Ayurveda, 
yoga, meditation, and other cost-effective alternatives that are unique to both countries.
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India and Bhutan have shared a consistently positive relationship ever since the two 
countries signed the Treaty of Friendship in 1949. Since then, India has not only remained 
Bhutan’s largest trading partner but has also assisted the Himalayan kingdom in major 

developmental efforts. Bhutan, in turn, recognises the support rendered by India. Much has 
been achieved in the past three years in promoting greater connectivity between India and 
Bhutan. However, there is still a lot that needs to be accomplished in the coming years. The 
following sections will explore and attempt an estimation of the current level of connectivity 
(physical, economic, cultural and cross-border) between India and Bhutan.

India’s Connectivity with Bhutan2
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1 Connectivity through Road, Rail and Airways

1.1 Road Connectivity

1.1.1 Existing Linkages
India is the only neighbour that offers motorable road access to a land-locked Bhutan. The 
entire southern part of Bhutan shares its 605-km border with four Indian states—Sikkim, West 
Bengal, Assam, Arunachal Pradesh—while the northern part of the country shares a border 
with China. The northern border of Bhutan includes mountainous terrain, which makes it 
difficult to access. 

Presently, there are six road-linking points between India and Bhutan along their shared 
border (Table 21). 

Figure 16: India–Bhutan Connectivity Routes

Source: Tourism Council of Bhutan, Thimphu, Bhutan
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Table 21: Road Linkage Points between India and Bhutan

IN BHUTAN IN INDIA

Phuentsholing Jaigaon

Samtse Chamurchi

Gelephu Dadghari

Samdrup Jongkhar Darranga

Nganglam Pathsala

Gomtu (Pugli) Birpara

Source: Prepared by researchers

Of these links, the Phuentsholing–Jaigaon border point is the main gateway and witnesses the 
most amount of traffic resulting from both tourism and trade. This is also the main point that 
offers Bhutan access to the sea via the Kolkata and Haldia ports. According to officials of the 
Ministry of Information and Communications, Royal Government of Bhutan (RGoB), there 
are three major highways touching the border points at Phuentsholing, Samdrup Jongkhar 
and Gelephu in Bhutan (Figure 16). The town of Phuentsholing borders the town of Jaigaon 
in West Bengal, while Gelephu and Samdrup Jongkhar are located along the border with the 
Indian state of Assam.

One of the reasons for the Gelephu and Samdrup Jongkhar not having gained much 
significance is that these areas are prone to frequent strikes and disruptions by insurgents and 
separatist groups on the Assamese side. Nonetheless, routes through Gelephu and Samdrup 
Jongkhar are used, albeit infrequently, by tourists. There is a need, therefore, to promote 
understanding between local authorities across the border in exchange for necessary 
information, to monitor the border points in a manner that precludes local disruptions.

From Phuentsholing further 
onto Bhutan, the roads are very 
narrow, which leads to safety 
concerns. A new road from 
Phuentsholing to Thimphu is 
under construction and will be 
much wider than the existing 
one. Being shorter, it is also 

Figure 17: Border Connectivity 
Points between India and Bhutan

Source: Bhutan Trust Fund, 

Government of Bhutan, Thimphu
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expected to significantly reduce the travel time.1 However, Bhutan strongly believes that 
it is more vital to strengthen the existing road networks than to establish new ones. In this 
context, project Dantak is worth mentioning (Box 10).

1.1.2 Proposal for Upgradation of Linkages
South Asia Sub-Regional Economic Cooperation’s (SASEC) initiative for infrastructural 
development

It has already been stated earlier that the SASEC is very keen to develop transport corridors 
in the eastern part of South Asia, for which it has identified several road connectivity projects 
to strengthen connectivity between India and Bhutan. These are as follows:

v	Nganglam–Dewathang Highway (68 km) 
v	Pasakha Access Road (2 km) 
v	Northern bypass in Phuentsholing (2.7 km) 

Given Bhutan’s geographical location as a land-locked nation, it is imperative for the country 
to have improved road connectivity, not only to give people access for trade but also to 
enable communication for people living in remote parts of the country and to advance cross-
border links. The SASEC Road Connectivity Project plans to construct 68 km of the southern 
east–west highway between the towns of Dewathang and Nganglam as part of its endeavour 
to build improved roads in Bhutan.2 The highway is expected to strengthen connectivity 
within the country’s north–south highways and also its link with India’s highway network. It 
will reduce the travel time between Nganglam and Dewathang by 80 percent, from 12 hours 
to just a few hours. 

Along with this highway, the project will also build access roads to border-crossing points, 
which will ease entry into the country. This includes a 1.2-km access road connecting with 
the Pasakha industrial estate (which is also under construction).

The objective of the project is to improve Bhutan’s involvement in regional trade, cross-

Box 10: Project Dantak
Project Dantak, launched by the Eastern division of the Border Roads Organisation (BRO) of 
India in May 1961, is a success story of the India–Bhutan friendship improving infrastructural 
development in Bhutan. The first Fiver-Year Plan of Bhutan recognised the importance of roads 
and a transport system for economic and social development of the country, and India helped 
through project Dantak to fulfil the need for modernisation of Bhutan’s infrastructure. In addition 
to roads, under this project, the BRO has also built airfields, telecommunications network, a 
broadcasting station, schools and colleges, and infrastructure for hydel-power projects in Bhutan. 
Project Dantak began by building a road in Samdrup Jongkhar in Eastern Bhutan and, in the last 
five decades, has built about 1,600km of motorable road. The project is a household name in 
Bhutan and has become as a symbol of India–Bhutan friendship. 

Source: Border Roads Organisation



71

India’s Connectivity with Bhutan

border commerce and people–to–people interaction.3 It will give a fillip to the country’s 
domestic economy and improve the borderland between Bhutan and India.

1.1.3 Concerns in Opening Up of Lumla–Tashigang Road
Access roads that link highways or major roads with more remote parts are important for 
improving connectivity. Access roads also reduce travel time. There is a lot of debate regarding 
one particular proposed road that will link Lumla in Arunachal Pradesh with Tashigang in 
Bhutan.

At present, it takes 15 hours to travel the 600-km distance from Guwahati to Tawang via 
Bhalukpong and Tezpur. This route entails the crossing of the Sela Pass, which is located at an 
altitude of about 14,000 ft and often remains closed due to turbulent weather. The completion 
of the proposed Lumla–Tashigang road from Guwahati to Tawang is expected to reduce the 
distance by 200 km and the travel time by six hours. However, the Bhutanese government 
has remained silent about lending support to the Indian government in completing the 
Lumla–Tashigang road.

The former chief minister of Arunachal Pradesh, Nabam Tuki, and the Gaon Bura (village 
headmen) Association have been particularly emphatic in their appeal to the king of Bhutan 
to allow the completion of the 15-km road between Tashigang in Bhutanese territory and 
Lumla in Tawang.4 One of the prevailing perceptions among local people, gathered during 
a field trip, is that the Lumla–Tashigang road will not only enable border trade between 
Tawang and Bhutan but also promote greater people–to–people contact, especially between 
the ‘Monpa’s of Tawang and the Bhutanese people, who have a shared religious tradition 
and cultural history. Narendra Modi also raised the issue during his first official visit to 
Bhutan as the prime minister of India. It is believed that Bhutan’s reluctance in endorsing the 
completion of the Lumla–Tashigang road is driven by the fear of antagonising China, which 
has been claiming Tawang and Arunachal Pradesh as part of its territory.5

1.2 Rail Connectivity
Certain issues pertaining to rail connectivity call for 
prudent negotiations on both sides. Conceived in 2008, 
the “Nehru Golden Jubilee Railway Link” failed to take 
off on account of persistent bureaucratic hassles in the 
Indian government circles;6 difficulty in finalising the location; and opposition from local 
residents, tea-estate owners and workers.7 The current chief minister of West Bengal, Mamata 
Banerjee’s visit to Bhutan in October 2015 once again brought the issue of rail connectivity 
to the limelight. Banerjee is reported to have renewed the commitment to review the Nehru 
Golden Jubilee Railway Link project.8

The Government of India (GoI) has carried out a feasibility study on connecting five border 
towns in Bhutan from the nearest Indian railheads (Box 11).

Mamata Banerjee’s visit to 
Bhutan in October 2015 once 
again brought the issue of rail 
connectivity to the limelight.
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It is worth mentioning here that the SASEC has also 
identified railway-linking corridors between India 
and Bhutan under SAARC Regional Multimodal 
Transport Study. A rail corridor connecting 
Pasakha, Toribari and Hashimara can be cited 
here as a feasible project. It is expected that the 
development of railway links will facilitate trade 
between the two countries and enable Bhutan to 
export cement, ferro-silicon, gypsum etc., in bulk quantities.

1.3 Air Connectivity

1.3.1 Operational Flights Between India and Bhutan
Presently, there are 15 flights connecting Bhutan with New Delhi, Kolkata, Gaya, Guwahati 
and Bagdogra. The starting of a new Druk Air flight in 2014, which connects Mumbai and 
Paro, is a welcome step. The initiative taken by Druk Air aims to promote greater ‘corporate’ 
and ‘wellness’ travel (catering to business trips, and spiritual, health and fitness retreats 
respectively) while also hoping to draw tourists from the commercial hub of Mumbai to 
the picturesque Himalayan kingdom of Bhutan.9 The frequency of flights between the two 
countries and operating airlines is given in Table 22.

Table 22: Frequency of Flights between India and Bhutan

Airlines Days Flights between

Bhutan Airlines S M T W T F S CCU-PBH

Bhutan Airlines S M T W-F S
---W-F S (via Kathmandu)

DEL-PBH

Druk Air S--- T--- T-- -- CCU-PBH

Druk Air -M T --- S
S—W-F (via Kathmandu)

DEL-PBH

Druk Air --T W—S S GAU-PBH

Druk Air --T—F- (via BKK) IXB-PBH

*PBH: Paro Airport | BKK: Suvarnabhumi Airport, Bangkok, Thailand 

CCU: Netaji Subhas Chandra Bose International Airport, Kolkata

DEL: Indira Gandhi International Airport, Delhi | IXB: Bagdogra Airport

GAU: Lokpriya Gopinath Bordoloi International Airport, Guwahati

Source: Prepared by researchers

1.3.2 Proposal for new flights
In addition to the above, nine other cities are to be added to this list, along with ongoing 
talks for flights to Durgapur in West Bengal.10 An MoU (Memorandum of Understanding) has 

Box 11: India and Bhutan proposed 
rail links to five border towns:
v Phuentsholing–Hashimara
v Samtse–Banarhat
v Nganglam–Pardshala
v SamdrupJongkhar–Rangia
v Gelephu–Santabari
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been drafted between Bengal Aerotropolis Projects Limited and Druk Air for operating flights 
from Andal to Durgapur, Bagdogra, Bhutan and Singapore.11 As far as the Bhutanese market 
is concerned, the demand may not be much and the option of using the Durgapur airport is 
being explored for further travel towards the west, i.e. Dubai. While Bhutan Airlines has daily 
flights operating from Kolkata to Paro, Druk Air operates three times a week from Kolkata 
to Paro.12During the field trip to Bhutan, it was evident that because there is not sufficient 
demand, Bhutan believes that increasing the number of flights or floating new proposals for 
air connectivity is not really required.

2 Trade and Transit: Prospects and Hurdles

India has remained Bhutan’s largest trading partner, a relationship that goes back to 1972 
when the India–Bhutan Trade and Commerce Agreement was signed for the first time 
between the two countries. The agreement was renewed in 2006 for a period of 10 years. The 
cardinal feature of the agreement is duty-free transit of Bhutanese exports to third countries. 
According to officials at the Ministry of External Affairs, New Delhi, altogether 16 exit/entry 
points in India for trade with Bhutan have been mentioned in the agreement (Table 23). 

Table 23: Exit/Entry Points in India for the Imports to and Exports from Bhutan

Exit/Entry Points in India for the Imports to and Exports from Bhutan Type of Route

Jaigaon Road

Chamurchi Road

Ulta Pani Road

Hathisar (Gelephu) Road

Darranga Road

Kolkata Air and Sea

Haldia Sea

Dhubri Riverine

Raxaul Road and Rail

Panitanki Road

Changrabandh Road

New Delhi Air

Mumbai Sea and Air

Chennai Sea and Air

Phulbari Road

Dawki Road

Source: Indian Embassy, Thimphu, Bhutan
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Bilateral trade between India and Bhutan grew from INR 7,287 crore in 2013 to INR 7,965 
crore in 2014. Imports from India were INR 4,785 crore, accounting for 84.13 percent of 
Bhutan’s total imports, while Bhutan’s exports to India stood at INR 3,180 crore and constituted 
89.38 percent of its total exports.13 Table 24 gives an overview of bilateral trade from 2009 to 
2014. 

Table 24: India–Bhutan Trade, 2009–2014

Particulars 2011 2012 2013 2014 2015

Exports to Bhutan from India (USD Cr) 3520 4180 4389 47.85 5374

Exports to Bhutan from India as a Percentage of Total 
Bhutanese Import

72.3% 79.4% 82.4% 89.31% 79%

Imports from Bhutan to India (USD Cr) 2640 2780 2898 31.80 3180

Imports from Bhutan to India as a Percentage of Total 
Bhutanese Export

83.8% 93.9% 91% 89.38% 90.3%

Source: “India-Bhutan Trade Relation,” Embassy of India, Thimphu, Bhutan, http://www.indianembassythimphu.bt/

pages.php?id=42.

Table 25 lists the major items of trade between the two countries. In this context, it is to 
be noted that, recently, the GoI exempted export of milk powder, wheat, edible oil, pulses 
and non-basmati rice from any export ban in the future without any quantitative limit to 
Bhutan.14

Table 25: Major Items of Import and Export: India and Bhutan

Major Items of Imports from India to Bhutan Major Items of Export from Bhutan to India

Diesel Electricity

Ferrous products and base metals Cement 

Fossil fuels such as petrol, wood charcoal, other coal, 
coke and semi coke

Ferro-silicon, dolomite, carbides of calcium, carbides 
of silicon

Husked brown rice Timber and wood products

Machinery including parts of hydraulic turbines, 
regulators, automobiles and spares

Potatoes

Vegetables, nuts, spices Cardamom

Processed food Fruit products

Chemicals, wood, plastic and rubber Cement clinkers

Source: Prepared by researchers
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Bhutan persistently suffers from trade deficit and ‘low productivity capacity’, which prompted 
a bilateral meeting between Bhutan and India in Thimphu on 21 January 2014. The most 
pertinent issue raised at the Bhutan–India Bilateral Meeting on Trade and Transit in 2014 was 
improving trade infrastructure in Bhutan as the pre-requisite to overall improvement in trade 
and industry.15

The issues discussed in the 2014 meeting were brought up once more in the following 
India–Bhutan Bilateral Trade and Transit Meeting held in Thimphu from 25 to 27 May 2015. 
For instance, Bhutan had requested the Indian government to expedite the development 
of the two alternative routes to Phuentsholing and Samdrup Jongkhar industrial estates in 
the previous meeting. India promised to approve these transit routes once the necessary 
infrastructure was built and informed Bhutan that it had already approved three of the seven 
seasonal entry/exit points requested by the latter. The approved entry/exit points were Loksan, 
Nagarkata and Kulkuli. Two more entry/exit points, India assured, were in the process of 
being examined before being approved.16

Bhutan made an appeal to India to prioritise Bhutanese ferro-silicon because of the cut-
throat competition faced by the Bhutanese ferro-silicon industries from those in China and 
Vietnam. Bhutan further requested the Indian government to permit the import of agricultural 
products by air. The Indian delegation outlined the possibilities of a more meaningful bilateral 
cooperation in the services sector, especially in the sphere of Information Technology (IT) 
and in solar energy. In addition, the possibilities of signing a Bilateral Cooperation Agreement 
on Standards between the Bureau of Indian Standards and Bhutan Standards Bureau (BSB) 
were discussed.

Box 12: Major Issues Discussed at the Bhutan–India Bilateral Meeting on Trade and 
Transit in 2014
v Building alternative routes to Phuentsholing and SamdrupJongkhar industrial estates to enable 

quicker access to the inner parts of the Himalayan kingdom, including Thimphu. The Matanga 
industrial estate in SamdrupJongkhar district in Bhutan was to be directly connected to Bokajuli 
in Daranga in Assam so that the route through SamdrupJongkhar town could be avoided. 
Bhutan also requested for seven seasonal entry/exit points (Loksan, Nagarkata, Kulkuli, Bhutan 
Ghat, Bhairakund, Jorlong and Mathanguri) for Bhutan’s trade with third countries. 

v Bhutan appealed for the amendment of the India–Bhutan Trade, Commerce and Transit Treaty 
for allowing movement of motor vehicle in transit from the Kolkata port to Bhutan. 

v The country also appealed to the Indian governmentto increase the number of exit/entry points 
along the Indo–Nepal border owing to the heavy traffic congestion at Raxaul(Bihar), which 
was,at the time, the only exit point for goods entering Nepal from the Indian and Bhutanese 
side. Private companies that exported gypsum to Nepal faced problems because of traffic 
congestion.

Source: Department of Commerce, Ministry of Commerce and Industry, Government of India, New 
Delhi
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Apart from the Bilateral Trade and Transit meeting 
between India and Bhutan, Bhutan also sought to 
expand business ties with India, as reflected in Bhutanese 
Prime Minister Tshering Tobgay’s participation in the 
seventh Vibrant Gujarat Summit held between 11 
and 13 January 2015 in Gandhinagar. Tobgay called 
the visit an “economic pilgrimage”17 and voiced his 
country’s desire to expand business links with India. 
He welcomed investments in “renewable energy, hydropower, organic farming, high-end 
tourism, information technology and education.”18

Against this backdrop, if we look at the Foreign Direct Investment (FDI) policy of Bhutan, 
we see that the FDI policy was adopted in 2010 and, at present, there is limited foreign 
investment, mostly in the hospitality sector. In the years 2010–2014, 33 FDI projects were 
approved, including the two important projects Thimphu Tech Park and Scan Café. The 
Thimphu Tech Park is an IT park supported by the World Bank and developed jointly by 
Assetz Property Group 

of Singapore, while the Scan Café is a photo-editing company started in California, now 
doing business in Bhutan under a partnership with a Bhutanese training institute.19 

The other investments are from Bangladesh, in software, and Vietnam, in furniture 
manufacturing. The examples of FDI in the hotel sector are Aman Resort, Uma Resort and 
Hotel Tashi Taj. According to members of the Bhutan Chamber of Commerce and Industries 
(BCCI), there are very few Public–Private Partnerships (PPP) enterprises, though the 
government is trying to promote them. However, till date, there has not been much progress, 
despite the fact that the PPP policy was put in place much before the advent of democracy 
in Bhutan.20

Box 13: “Bharat to Bhutan” Policy
Indian Prime Minister Narendra Modi described relations between the two countries as “Bharat 
to Bhutan” abbreviated as “B2B,”also referred to as “Bharat for Bhutan and Bhutan for Bharat” 
policy (B4B). The reference of Bharat (Bharata, the emperor from whose name the Sanskrit word 
is derived) indicates India’s emphasis on civilisational ties between the two countries in nurturing a 
cultural bond. There are three broad determinants for the Indian government’s new B4B concept. 
First, with a GDP growth rate of 8.5 percent, Bhutan is the fifth-fastest growing economy. And 
since 2010, the government has been geared towards expansion and liberalisation of its investment 
policies. Second, with most of its population comprising young people, Bhutan’s economy is poised 
for engaging a robust and vibrant new generation of Bhutanese youth. Third, both the number and 
nature of stakeholders in the country have increased since the start of the democratisation process 
in 2008. 

Sources: “Modi Vows to Nurture Bharat to Bhutan Ties,” The Times of India, 15 June 2014;Debamitra 
Mitra, “New Dimensions of India-Bhutan Trajectory,” lecture delivered on 30 March 2016 at ORF 
Kolkata.

In line with the PPP model, the 
initiative of Brand Bhutan was 
begun recently by the country 
to bring services and goods of 
different sectors like agriculture 
and tourism under one packaging 
and streamline it.
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3 Cooperation in the Energy Sector

3.1 Current Energy Scenario of Bhutan
The snow-fed rivers of Bhutan, flowing south traversing 
high altitudes, provide a natural slope and high 
discharge, making it convenient for hydropower 
generation. The four major river basins of Bhutan 
identified for hydropower cooperation are Ammochu 
(Torsa), Punatsangchu (Sankosh), Wangchu (Raidak) and Manas; these join to form the river 
Brahmaputra. The other rivers flowing from the country include Jaldhaka, Mao, Badnadi 
and Dhansiri. 

International norms dictate that hydropower is not renewable but, in Bhutan, the belief is 
otherwise.21 The Alternative Renewable Energy Policy, 2013, pointed out that Bhutan’s rich 
ecology is maintained by a balanced approach between conservation and sustainable resource 
development.22 The aim of the government is to harness half the hydropower potential of the 
country by 2020. The total potential is about 20,000 megawatt (MW), of which the government 

Box 14: Non-tariff Barriers: Issues Related to Certification of Products
Non-tariff barriers (restrictions and prohibitions of import and export of goods or services) often 
end up presenting a more intricate challenge than tariff barriers. During our trip to Bhutan, a 
serious concern was expressed by the BCCI Deputy Secretary General Kesang Wangdi about the 
non-tariff barriers and non-tariff measures on export to India. The chief constraint regarding this 
was quality certification. Usually, the problem is encountered during the export of Bhutanese fruit 
juice to India. The Indian customs at Jaigaon does not accept the product certification from the 
Bhutan Agriculture and Food Regulatory Authority (BAFRA) and instead relies on certification 
from the Food Safety and Standard Regulation of India. Consequently, perishable products are 
stopped at the customs office for a week till the certification comes through. That in turn implies 
product damages, demurrage costs, sample-testing fee and time lost in doing business.

The main problem lies between BAFRA and BSB in terms of the scope of their authority, and 
there is a need for these two bodies to enter into dialogue about this. BAFRA is not certified by 
the BSB and BAFRA-certification is also not recognised by India. The BCCI is concerned about the 
issue of standards and certification. BAFRA is about 10–12 years old and is not authorised by the 
government to issue certificates.

The Bhutan Standards Act of 2010 outlines the mandate of the Bhutan Standards Bureau, enabling 
it to oversee the development of national standards, assessments such as inspection, listing and 
certification and so on. The BSB works with all laboratories in the country and encourages 
accreditation. Eventually, the BSB hopes to get its own accreditation system. The BAFRA, on the 
other hand, lacks any regulation that authorises it to certify goods.

India has an agreement with the BSB in place, although a basic recognition agreement needs to be 
worked out. The BSB also works with the SAARC Standards Body, with a policy likely to come into 
effect towards the end of 2016.

Sources: Interviews at Bhutan Chambers of Commerce and Industry and Bhutan Standards Bureau, 
Thimphu, Bhutan on 5 May 2016; “Hurdles along the free trade route,”The Kuensel, 24 March 2016.

International norms dictate that 
hydropower is not renewable 
but, in Bhutan, the belief is 
otherwise.
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intends to harness 10,000 MW. The 
government is trying to open up 
more than 12 small hydro projects 
to foreign investment. According 
to an official at the Department 
of Renewable Energy under the 
Ministry of Economic Affairs, 
Bhutan has achieved 99.5 percent 
electrification, despite exporting 
over 70 percent power. The GoI is 
funding most of the projects. The 
objective is to export most of the power generated, since there is not much demand in 
Bhutan.23Bhutan is studying the possibilities of diversifying sources of energy viz. solar, wind, 
small hydropower projects and biomass.

So far as electricity generation is concerned, in 2015, it had increased by a meagre 3percent 
to 7,381 MU (million units) from 7,147 MU in 2014. In 2013, the generation increased by 
10.75 percent to 7,513MU compared to 2012. Reports from Druk Green Power Corporation 
(DGCP) stated that the increased domestic consumption continues to adversely impact the 
revenue inflow because of the differences between domestic and export tariff. Since 2012, the 
domestic consumption has been steadily rising, going from 1,828MU to 2,057 MU last year. 
Figures from the National Statistics Bureau reveal that domestic consumption just a decade 
and half ago was 460MU. To meet the country’s energy demands, electricity is imported 
during winter months. 

Bhutan, a land-locked country squeezed between India and China, aims at harnessing its 
hydropower potential to contribute significantly to the overall GDP growth and economy, 
during construction and operation phases.24 The RGoB intends to develop hydropower 
projects in an accelerated manner to have an installed capacity of at least 10,000MW by 
2020. Out of a total estimated potential of the Bhutan’s river basins at 30,000 MW, 23,760 

MW is said to be technically 
feasible from 76 sites of 10 MW 
and above, according to the 20 
years Power System Master Plan 
(2003–2020).25

Box 15
The Sustainable Hydropower Policy of Bhutan, 2008, 
aims at harnessing hydropower for two reasons: revenue 
generation for overall socio-economic development of 
the country and provision of affordable electricity to the 
people of the country. The energy sector is the lynchpin 
of the Bhutanese economy and accounts for about 18 
percent of total revenues and about 20 percent of GDP.

Source: Interview at the Department of Renewable Energy, 
Thimphu, Bhutan, 5 May 2016.

Figure 18: Prospective Bhutan Grid 
by 2030

Source: SARI country data,accessed 

20 March 2016, http://sari-energy.

org/program-activities/cross-border-

electricity-trade/country-energy-data/.
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3.2 Indo–Bhutan Cooperation in Energy: A Positive Story
Energy cooperation between India and Bhutan mutually reinforces the longstanding friendly 
relations between the two countries. When the 336-MWChukha Hydroelectric Project (HEP) 
started in 1974 along River Wangchu (Raidak) in Western Bhutan, cooperation between the 
two countries entered a new phase. In addition to the Chukha HEP, the two other projects 
that are operational are the 60-MW Kurichu HEP and 1,020-MW Tala HEP. The total installed 
capacity is 1,416 MW. India imports 1,542 MW power from Bhutan under the bilateral 
agreement between the two countries.26

An agreement between the RGoB and the GoI concerning cooperation in the field of 
hydroelectric power was signed on 28 July 2006. The agreement laid down a framework 
for future bilateral collaboration by building upon the strengths of the two countries and 
their mutually existing cooperation in the field of hydropower development.27A subsequent 
protocol to the agreement was signed on 16 March 2009 to achieve a minimum of 10,000 
MW hydropower capacity by the year 2020. The protocol called for setting up an Empowered 
Joint Group of Ministers (EGoMs) for hydropower development under the chairmanship of 
the Minister of Economic Affairs, RGoB. The decision to expand power trade was declared 
after the first bilateral EGoMs meeting in March 2009 in New Delhi.28

Both countries have now taken initiatives for further development in energy sector by 2020. 
Figure 19 depicts the proposed future cooperation in the energy sector.

Figure 19: Future Energy Cooperation between India and Bhutan
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Presently, power from the Chukha plant is evacuated through three 220-kV Chukha (Bhutan)–
Birpara (India) transmission lines, and one 200-kV Chukha–Birpara line. Surplus power from 
the Kurichu project is being exported through a 132-kV S/C transmission line from Gelephu 
(Bhutan) to Salakati (Assam). Another 132-kV link between Bhutan and India (Assam) is 
being commissioned for providing an alternate evacuation route for Kurichu power through 
the Northeastern grid. West Bengal State Electricity Board and Damodar Valley Corporation 
are beneficiaries of surplus power evacuated from this project on a 50:50 basis. The two 400-
kV D/C transmission lines evacuate power from Tala project at two different locations at the 
India–Bhutan border. The transmission system in India carries power from the border to a 
pooling point at Siliguri (West Bengal) and beyond to the eastern and northern grids.29

3.3 Joint Venture Projects
In addition to the three projects under construction viz. Punatsangchu-I, Punatsangchu-
II and Mangdechu, the two governments decided to take up four projects under a joint 
venture model between public-sector undertaking companies totalling a capacity of 2,120 
MW in 2014 (Table 26). The Intergovernmental Agreement on Joint Venture Projects signed 
in April 2014 called for defining the common precepts, provisions and obligations of the two 
governments involved.

Prime Minister Narendra Modi’s visit to Bhutan in 2014 had historic significance as it marked 
the completion of 25 years of the commissioning of the Chukha HEP. Modi, on his maiden visit 
in June 2014, also laid the foundation stone of the 600-MW Kholongchu HEP, a joint venture 
between SJVN Ltd. of India and DGCP of Bhutan.30Subsequently, the construction of the 
600-MW Kholongchu HEP was initiated by the DGCP as the GoI approved grant financing for 
DGPC’s equity component.31 The signing of the shareholders’ agreement between DGPC and 
SJVNL and the formation of a joint venture company took place on 30 September 2014.32

Table 26: Joint Venture Projects Identified under the Intergovernmental Agreement 
Signed by the TwoCountries

Capacity and Name of HEP Joint Venture Partners

600-MW Kholongchu HEP SJVN Ltd. of India and DGCP of Bhutan

180-MW Bunakha HEP (with 230 MW downstream 
benefit from Tala, Chukha and Wangchu HEPs)

THDC Ltd. of India and DGCP of Bhutan

570-MW Wangchu HEP SJVN Ltd. of India and DGCP of Bhutan

770-MW Chamkarchu HEP NHPC Ltd. of India DGCP of Bhutan

Source: Media Centre, Ministry of External Affairs, Government of India, New Delhi.

The construction of the 570-MW Wangchu, 600-MW Kholongchu, 180-MW Bunakha and 
770-MW Chamkarchu reservoir projects have been approved by the GoI. According to the 
DGPC, a debt financing of Nu 140 billion (USD 140 billion) is required for this.33 All joint 
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venture projects are financed on a 70:30 debt equity ratio, the equity portion of which is 
again 50:50 between the DGPC and a public-sector unit from India. Table 27 gives us a 
detailed view of the projects that are under construction at present.

Table 27: Projects under Construction

Project Capacity (in MW) Start Date Targeted Completion

Punatsangchu-I 1,200 July 2007 November 2016

Mangdechu-I 720 April 2000 June 2018

Punatsangchu-II 990 April 2010 December 2017

Dagachu 114 Commissioned in February

Kholongchu 600 April 2014 Ongoing

Wangchu 570 April 2014 Ongoing

Bunakha reservoir 180 April 2014 Ongoing

Chamkharchu 770 April 2014 Ongoing

Source: Prepared by researchers

In this context, it should be mentioned that the construction of HEPsPunatsangchu-I, 
Punatsangchu-II and Mangdechu have been delayed due to various reasons. The dam site of 
Punatsangchu-Iis bogged down with geological problems.34 Both Punatsangchu-I and II sites 
are accident prone. In 2016 alone, six workers were buried alive in the chamber as a result 
of loose soil and muck blocking the entrance of the chamber.35 A total of 47 workers have 
died in Punatsangchu project altogether, including 16 at Punatsangchu-I since 2009 and 31 
at Punatsangchu-II since 2011, when constructions began at the sites.36Table 28 shows the 
details of the delay, while Table 29 gives us an idea about the projects still in limbo.

Table 28: Details of Project Delays

Name of the Project Scheduled Completion Expected Completion Delay

Punatsangchu-I Project October 2016 2019 1 Year

Punatsangchu-II Project December 2017 June 2018 6 months

Mangdechu Project September 2017 May 2018 8 months

Source: Prepared by researchers on the basis of information from“Punatsangchu-I HEP,”Embassy of India, Thimphu, 

Bhutan, accessed 1 March 2016, http://www.indianembassythimphu.bt/pages.php?id=37.
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Table 29: Projects in Limbo

Project Work Done Status

Kuri Gongri Feasibility study prepared by NHPC in July 2012, 
following which, in the 12th Empowered Group 
meeting in March 2014, WAPCOS [Water and Power 
Consultancy Services (India) Limited] was asked to do 
the detailed project report (DPR) of the project.

Survey and investigation of 
the project is yet to start as 
funds have not been released 
to WAPCOS.

Sankosh reservoir Downsized to 2,560 MW from the earlier 4,060 MW 
estimation.37 The dam height was reduced from 265 
m to 215 m, which significantly reduced the project 
cost to make it more financially attractive per MW 
capacity. The original detailed project report was 
prepared in 1995, but due to delays, the report had 
to be updated and revised in April 2009 with the 
aforementioned changes. The feasibility report was 
reviewed in 2012, while construction was readied for 
mid-2013.

However, despite improving 
the financial viability of the 
project, the GoI has been 
reluctant to make the funds 
available for this project. As of 
now, the reasons behind that 
are not known.

Amochu project The DPR was prepared by NTPC and approved by the 
Central Electricity Authority of India in January 2013.

Said to be shelved due to 
security reasons.

Source: Prepared by researchers

3.4 Financing Issues
Restructuring hydropower projects shows India’s emphasis on changing the grant component 
of the funding modality. Chukha, Kurichu and Tala HEPs were funded on 60 percent grant 
and 40 percent loan. This funding modality changed to 60 percent loan and 40 percent 
grant in the case of Punatsangchu-I. The loan portion further increased to 70 percent and 
grant portion reduced to 30 percent, with a simple interest for 10 years for Punatsangchu-II 
and Mangdechu projects. In case of Kholongchu project, 30 percent of the equity portion is 
divided as 50:50 between DGPC and a public-sector unit from India. This means that DGPC 
and the public-sector companies from India will be investing 15 percent each to make the 
30 percent equity. The two investors, however, will have to resort to debt financing for the 
remaining 70 percent of the projects’ cost. DGPC’s 15 percent equity will come in as grant 
from the GoI.

The Kuensel reported that the Director of the Department of Hydropower and Hydropower 
System, Karma Tshering, complained that the department has also spent about Nu 401.66 
million (USD 401 million) in preparing the DPR of Chamkarchu, Bunakha, Sankosh and Kuri-
Gongri during the 10th Plan.38 In July 2016, the Indian Cabinet gave its approval for Revised 
Cost Estimate (RCE) of INR 7,290.62 crore for the ongoing 1,020-MW Punatsangchu-II HEP 
in Bhutan. This project seeks to provide surplus power to India and thus supplement power 
availability in the country. 
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The new proposed projects must contribute to inclusive growth and energy access to people 
on both sides of the border. Therefore, these challenges should be addressed on a timely 
basis through intensive engagement across the border. In this regard, data generation and 
data sharing are of critical importance. This engagement may also focus on the issue of 
pricing of power.

4 Border and Border Management

The need for greater links with the Himalayan 
kingdom was iterated by West Bengal Chief 
Minister Mamata Banerjee during her Bhutan 
visit in the first week of October 2015.A 
notable effort in this direction was made 
soon after Banerjee’s visit, when possibilities 
of introducing an online entry permit system 
were explored by West Bengal and Bhutan. 
In a meeting that took place between West 
Bengal State Tourism Secretary Ajit Ranjan 
Bardhan and the Bhutan tourism officials 
in late October 2015, viability of measures 
such as setting up of restrooms and easing 
immigration checks were discussed as part 
of the scheme to introduce an online entry 
permit system.39

Indian nationals travelling to Bhutan by road 
are required to get an ‘entry permit’ on the 
basis of valid ‘travel document’ provided 
by the Immigration Office of RGoB at 
Phuentsholing, located on the Indo–Bhutan 
border opposite Jaigaon, West Bengal. For 
those not carrying a valid travel document, 
an ‘identification slip’ with proper proof of Indian nationality needs to be obtained from the 
Indian Consulate Office in Phuentsholing. Similarly, Indians coming by air must possess any 
one of the above-mentioned travel documents to get the entry permit at the Paro International 
Airport. However, the entry permit allows an Indian tourist to visit only Thimphu and Paro. 

4.1 Border Points between India and Bhutan
It has already been stated earlier that all the existing border points between Bhutan and 
India are not fully equipped. Given that Phuentsholing is the busiest and most accessible 
entry/exit point along the Indo–Bhutan border, there is a renewed emphasis on developing 

Border gate at Phuentsholing

Photo Credit: Researchers

At present, Indian nationals intending to visit 
Bhutan and Bhutanese nationals visiting India 
by road or air need to carry any of the two 
valid travel documents: valid passport and/or 
voter identity card, or Bhutanese Citizenship 
Certificate. No Visa is required for Indian citizens 
to visit Bhutan and vice versa. 
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it into a special economic zone. A visit to the site of Pasakha dry port gives us a clear picture 
of Bhutan’s vision to transform its borderland into a free economic zone. It can be recalled 
in this context that the 2010 Economic Development Policy of Bhutan encouraged the 
setting up of special economic zones (SEZs) to promote export. Plans were also proposed 
for transforming Gelephu into a special economic zone. Samdrup Jongkhar and Ngang Lam 
could also be included in these plans eventually. There are plans for the construction of two 
other dry ports at Samsi and Gelephu after the completion of the dry port at Pasakha. The 
ongoing project will be funded by the Asian Development Bank and will be completed by 
2017, expected to be fully operational by 2018. Initial survey findings suggest that a 15-km-
long dry port is feasible.40 In this regard, meetings with stakeholders are also being conducted 
for solving any land acquisition issue that may arise, with the detailed modalities being left to 
local authorities.

 Border Post at Pasakha, Phuentsholing Construction Work Underway at the 

  Pasakha Dry Port

Construction Work Underway at the Pasakha Dry Port

Photo credit: Researchers
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There are three Land Custom Stations on the Indo–Bhutan border, namely, Darranga, Hatisar 
and Ultapani. All three are on the Bhutanese border with the Indian state of Assam. There 
is a weekly haat (market) at the Gelephu–Dadagari border point, where local traders from 
the surrounding districts participate. Recently, the state government of Arunachal Pradesh 
decided to set up border trading points at Bleting, Bongkhar and Dongshengmang. 

Bhutan and India share a close cross-border relationship with workers commuting daily 
from India to Bhutan to work as electricians, plumbers, mechanics, accountants, managers 
and teachers. The Bhutanese currency, Ngultrum (Nu), is used not only in the 15-km radius 
on both sides of the border, but also in towns further inside the border, such as Hasimara, 
Madarihat, Banarhat, Alipurduar, CoochBehar, Bongaigaon and Dhupguri in Assam. 

The extent of cross-border interaction is illustrated by the fact that Indians use licences of 
Bhutanese nationals to conduct business, distribution, deliveries and also to operate small-
scale businesses. Hundreds of Indian workers commute to Bhutan daily for work and can be 
found working in hotels, restaurants, shops etc., on the Bhutanese side of the border. During 
our interview at the Royal Monetary Authority (RMA) of Bhutan, we were told that there are 
banking facilities at border points that include services provided by the State Bank of India, 
the Punjab National Bank and ICICI. RMA is currently in talks with the Reserve Bank of India 
(RBI) for smooth financial transaction across the border. 

However, an open border between Bhutan and India has both advantages and disadvantages. 
While it helps strengthen people–to–people interactions, it may pose some significant 
concerns. We shall discuss a few such concerns in detail in the next two sections.

4.2 Bhutan Draws India’s Attention to Cases of Abduction 
Abduction of Bhutanese nationals happens on and off. In the year 2014 alone, there had 
been four incidents of such kidnappings that were believed to have been carried out by 
the National Democratic Front of Boroland (Songbijit), active in the Bodoland Territorial 
Autonomous District.41 In all the cases, the kidnapped persons had to secure their release by 
paying ransom to kidnappers.42

A possible motive for these 
kidnappings could simplybe ransom 
money, but there could also be a 
system in place by insurgents for 
using the money obtained from the 
kidnapping to fund anti-national 
activities. The Kuensel has carried 
a few reports of such kidnappings, 
the latest being the kidnapping of a 
Bhutanese driver from the Assam-side of the border.43 The Indian authorities were finding it 
difficult to locate the kidnappers as they were making use of sim cards from Bhutan to make 

Box 16
Reports that Maoists were trying to spread their influence 
in the Bodoland Territorial Area Districts (BTAD) was also 
a cause for concern for authorities in Bhutan. People from 
eastern Bhutan had to use the BTAD area to travel.

Source: “Bhutan for tighter border security,” accessed 1 
April 2016, http://timesofindia.indiatimes.com/city/guwahati/
Bhutan-for-tight-border-security/articleshow/43101682.cms.
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ransom calls to the families over mobile phones.44The mobile network of Bhutan is available 
up to 15 km across the border.45 This meant that the kidnappers making the calls were not 
far from the border.46

The consular authorities of Bhutan in Kolkata have taken up with the Assam government 
the issue of kidnapping of Bhutanese citizens within the territory of Bhutan by an Assam-
based militant group.47 In view of the spate in kidnappings, the Consul General of Bhutan 
also discussed with Assam officials the issue of security of Bhutanese students studying in 
Guwahati. The sources said there were over 60 students from Bhutan in Guwahati and about 
an equal number in Shillong.48

4.3 Problem of ‘Fronting’ in Bhutan’s BorderingTowns with India
Open borders between India and Bhutan have raised several concerns, the issue of fronting 
being one of them. Fronting refers to a licensed business owned by a person being operated 
by an unlicensed person. Bhutan has issued about 40,000 business licences and a number 
of them are let and sublet by small businessmen and women.49 This is illegal. There are 
adequate trade laws that can cancel such and all other licences, impose a Nu 10,000 (USD 
10,000) fine and prohibit future licences.50 The locals at Phuentsholing observe that industrial 
fronting is common, where large quantities of rupee and dollars leave the economy for very 
little gain. Most fronting cases have been reported in bordering towns of Samdrup Jongkhar 
and Phuentsholing.

In March 2016, the Office of the Attorney General (OAG), RGoB, filed 23 fronting cases in the 
Phuentsholing Dzongkhag court.51 These cases were forwarded to it by the Anti-Corruption 
Commission (ACC), which is responsible for investigating fronting in Phuentsholing.52 The 
OAG has filed a civil suit seeking the restitution of Nu 8.62 million (USD 8.62 million) in fronting 
commissions, received by the original Bhutanese licence owners and a separate Nu 202.79 
million (USD 202 million) from mainly Indian traders as a 9.75 percent interest component 
for the rupee taken by them from the Royal Monetary Authority for illegal imports.53There 
are around 50 defendants around half of whom are the real Bhutanese licence owners. The 
other half are Indian nationals using this licence to do business in Bhutan.54

Box 17: Measures for Addressing Insurgency
The RGoB has undertaken policies to curb the tendency towards militancy and sympathy for 
militants among people in the villages bordering Assam and Bhutan. These measures include 
offering employment, electricity, free irrigation services and providing drinking water and kerosene 
oil. For example, about 700 Assamese fromGelephugo to Bhutan daily as day workers with a 
minimum earning of₹100 per day. According to the RGoB, providing them with means of earning 
and constant persuasion can influence them not to support the militants and militancy. Insurgency-
related problems also affect trade along the Indo–Bhutan border, especially the SamdrupJongkhar–
Gelephu–Guwahati–Dawki route, which should otherwise have become as important as the 
Jaigaon–Phuentsholing border point.

Source: Debamitra Mitra, “New Dimensions of India-Bhutan Trajectory,” lecture delivered on 30 March 
2016 at ORF Kolkata.
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While the ACC asked the OAG to file a criminal case of “commercial bribery” for the 23 
cases, the OAG, using its own legal arguments, decided to file a civil case citing legal sections 
and other precedents. A criminal case would have led to imprisonment from three up to 15 
years.55

As evident from these issues, the open border between India and Bhutan needs more 
regularisation to strengthen bilateral ties and curb illegal activities. That the two countries 
share a special relationship with each other makes it politically and administratively more 
convenient to undertake measures that address cross-border challenges.

4.4 China in India–Bhutan relations
While India and Bhutan share a close relationship in terms of political, economic, diplomatic 
and people–to–people contact, China has had minimal trade relations with Bhutan till date 
and no visible diplomatic ties whatsoever.56 However, a meeting between the Chinese Premier 
Wen Jiabao and Bhutan Prime Minister Jigme Yoser Thinley on the sidelines of the United 
Nations Conference on Sustainable Development held in Rio De Janeiro in June 2012 raised 
the possibility of an enhanced Sino–Bhutanese friendship. Bhutan shares about 470 km of its 
border with China. Both countries have overlapping claims over about 4,500 sq. km. of land 
within Bhutan’s western and northern territory. According to Bhutan, there are three regions 
under controversy with China, while China claims seven regions, stretching from West to East 
Bhutan. 

India’s principle source of anxiety is Chumbi Valley, located at the tri-junction of India, China 
and Bhutan. It is also precariously close to the Siliguri Corridor, the ‘chicken’s neck’ that is 
the sole pathway connecting India to its Northeast. 

A report from the Research and Analysis Wing in June 2014 stated that the People’s Liberation 
Army (PLA) of China has built a road from Gotsa to Lepula via Pamlung in Bhutan. Although 
nothing more was revealed in the report, the Indian media perceived it as a Chinese scheme to 
strengthen the base for a massive military build-up by the PLA troops.57 Against this backdrop, 
Prime Minister Narendra Modi’s 
decision to visit Bhutan soon 
after assuming office has been 
interpreted as a tactical move 
to send a strong message to 

Figure 20: The Chumbi Valley

Source: The Hindu,accessed 10 

November 2016, http://www.thehindu.

com/opinion/op-ed/dances-with-dragons/

article3800096.ece. 
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China that the friendship between India and 
Bhutan is ‘indissoluble’.58

China’s ambitious designs in the Chumbi 
Valley can sever India’s connection with its 
Northeast. It will also bring China closer to 
Bangladesh’s border with Bhutan in the north. Moreover, this move will place China in a 
strategically advantageous position as far as its hold over Tibet is concerned.

5 Enhancing People–to–People links: Education, Culture, Health, Tourism 

5.1 Education: A Top Priority for Cooperation
For Bhutan, education was the first segment of exposure to India and contributed to the 
shaping of perceptions about India. From the 1960s, the third king saw India as an important 
factor in the education system of Bhutan. Malayalis from India were among the first to travel 
to Bhutan and stay there to teach English and other subjects. The king too had a teacher 
who was Malayali. Bhutanese people also began going to Darjeeling and Kalimpong to study, 
via the then exiting route through the Ha valley. It became a tradition for Bhutanese people 
to come to India for their studies before going abroad to finish their formal education; it 
continues till date. 

A ready reckoner of longstanding 
cooperation in the area of education is that 
a large section of Bhutanese who dominate 
the Parliament, the armed forces, the 
bureaucracy, the private-sector and public-sector enterprises have been educated in India. 
Karma Ura, President of the Centre for Bhutan Studies (CBS), recounts that the present king, 
Jigme Khesar, attended a year-long course at the National Defence College in New Delhi 
after his graduation from Oxford University. This reflects the importance Bhutan gives to such 
experiences even at the highest positions of leadership.59

5.1.1 India’s Contribution to Bhutan’s Socio-Economic Development
Since the beginning of Five-Year Plans in Bhutan in 1961, the GoI has generously supported 
Bhutan’s socio-economic development. Table 30 shows that the first two Five-Year Plans 
were entirely funded by India, while Table 31 gives us an impression of the RGoB’s allotment 
of capital for education, out of its total budget, since 1997.

It will also bring China closer to Bangladesh’s 
border with Bhutan in the north. Moreover, 
this move will place China in a strategically 
advantageous position as far as its hold over 
Tibet is concerned.

Education was the first segment of exposure 
to India and contributed to the shaping of 
perceptions about India
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Table 30: India’s Contribution to Bhutan’s Five-Year Plans (In INR crores)

Year Total Allocations India’s Contribution Percentage of India’s 
Contribution

1961–66 [1st Plan] 10.72 10.72 100

1966–71 [2nd Plan] 20.22 20.22 100

1971–76 [3rd Plan] 47.52 42.66 90

1976–81 [4th Plan] 110.62 85.30 77

1981–87 [5th Plan] 444.05 134.00 30.2

1987– 92 [6th Plan] 950.00 400.00 42.1

1992–97 [7th Plan] 2350.00 750.00 31.9

1997–2002 [8th Plan] 4000.00 1050.00 26

2002–08 [9th Plan] 8900.00 2610.14 29.33

2008–13 [10th Plan] 14900.00 3400.00* 23

2013–18 [11th Plan] 21300.00 4500.00 21

* Excludes India’s assistance towards mega projects

Source: Economic Cooperation with Bhutan, Embassy of India, Thimphu, http://www.indianembassythimphu.bt/

pages.php?id=33

Prime Minister Narendra Modi with the King of Bhutan, Jigme Khesar Namgyel Wangchuck

Source: The Indian Express, 10 August 2015,http://www.newindianexpress.com/nation/India-Will-Remain-

Development-Partner-of-Bhutan-PM-Modi/2015/08/10/article2967582.ece.
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Table 31: Bhutan’s Capital Outlays between 7th Plan and 11th Plan for Education

(Nu million) 7th Plan 8th Plan 9th Plan 10th Plan 11th Plan

Total Govt. Budget 15,590.70 34,981.70 70,000 73,611.76 92,000

Education Budget 1,738 3,292.70 10,209.40 9,489.10 7438.74

Education as a Percentage of 
Total Budget

11.10 9.40 14.50 12.80 8.01

Source: “Bhutan Education Blueprint 2014–15: Rethinking Education,” http://www.education.gov.bt/

documents/10180/909026/Annex+VIII+Bhutan+Education+Blueprint+2014-2024.pdf/32bf1435-ff40-42ec-9a18-

b4875556d803?version=1.0

5.1.2 Scholarships for Pursuing Higher Education in India
Indian support to the Bhutanese education system continues till today, with India granting 
regular scholarships to the Department of Higher Education in Bhutan. According to officials 
at the Indian Embassy, Thimphu, the contributions by India and collaborations between the 
two countries in the education sector are important for India’s bilateral relationship as a 
developing partner of Bhutan and not just as a donor country. And because of this, there is 
minimal intervention made by India regarding its contributions.60

Presently, the GoI provides scholarships to 90 students at the undergraduate level and 135 
students at the postgraduate level every year in Indian institutions of higher learning in 
areas of medicine, law, nursing and agriculture.61 Scholarships at the undergraduate level 
are awarded for different courses such as MBBS, Engineering, LLB, B.Sc. (Nursing), B.Sc. 
(Agriculture), BDS, covering living costs as well as other expenses including tuition fees, 
book allowance, travelling allowance, medical fees.62The Department of Adult and Higher 
Education is the nodal agency for nomination of students for this scheme. It is awarded based 
on the merit ranking of the student in Class XII.

Till date, in the 10th Five-Year Plan and 11th Five-Year Plan of Bhutan, more than 1,000 
Bhutanese students have availed of GoI scholarships under the undergraduate and 
postgraduate schemes (Table 32).63
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Table 32: Undergraduate (UG) and Postgraduate (PG) Scholarship Schemes

Scholarship Courses UG PG Total Increased to

Government of India Medicine, law, nursing 
and agriculture

90 135 225

Nehru–Wangchuck 
Scholarship Scheme

20 Fund doubled from USD 10 
million to USD 20 million per 
annum.

Indian Ambassador’s 
Scholarship

To study in premier 
institutes and universities

20 Fund doubled from INR 1 crore to 
INR 2 crore per annum.

Aid to Bhutan 
Scholarship

National Institute of 
Technology (NIT)

20 20

Sources: Prepared by researchers

5.1.3 The School Reform Programme
With respect to cooperation at the level of school education, 10 Bhutanese students are 
admitted to Sainik schools in India every year, and all expenditure is borne by the GoI.64 
Selected candidates are interviewed in India after a written entrance examination is conducted 
in Thimphu by the Indian Embassy. After the interview, they are admitted in various Sainik 
Schools.65

Indian President Pranab Mukherjee launched a School Reform Programme for the RGoB, 
a USD 3,487.2 million GoI-assistance project, and inaugurated the Yelchen Central School 
during his visit in 2014.66He also reiterated India’s commitment to build more educational 
institutions in Bhutan, in the 11thFive-Year Plan period, as part of which India will assist Bhutan 
in expanding infrastructure at Sherubtse College in Bhutan. In his speech at the Convention 
Centre in Thimphu, President Pranab Mukherjee highlighted skill-development, education 
and innovation as the unifying factors in Indo–Bhutan relations.67

Prime Minister Tshering Tobgay and India’s ambassador to Bhutan, Gautam Bambawale, 
formally launched the 24 central schools on 29 April 2016.68 Each central school has about 
1,000 students and 80 percent of them live in the hostel.69 Central schools are a part of Bhutan’s 
school reform programme under the Bhutan Education Blueprint. Students who complete 
class XII but do not qualify for the different government scholarships enter private schools. 
Moreover, many Bhutanese students study in Indian schools and colleges on their own.70

5.1.4 Other Educational Assistance 
Narendra Modi also assured grant assistance for establishment of a digital section/e-library 
in the National Library of Bhutan and in all 20 districts of Bhutan.71 Moreover, from 2016, 
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baking, cooking, publication and construction have also been included as part of vocational 
studies. This is part of a drive to encourage entrepreneurs and help local people get into 
the job market.72 During President Pranab Mukherjee’s visit, MoUs were signed with the 
Royal Civil Services Commission (on behalf of IIM-A)and Royal University of Bhutan (on 
behalf of National Innovation Foundation) for academic and consultancy services in English 
Language—learning, teaching, training (Table 33). 

Table 33: MoUs signed between India and Bhutan in Education Segment

Indian University/Institute Bhutanese Counterpart Area of Cooperation

Nalanda University Second country outside East Asia Summit 
to have joined the initiative

English and Foreign Languages 
University, Hyderabad

Royal University of Bhutan Academic cooperation for English 
language teaching

National Innovation Foundation 
of India

Royal University of Bhutan Cooperation and exchange of expertise 
and ideas

Indian Institute of Management, 
Ahmedabad

Royal Civil Services 
Commission

Joint organisation of training programmes 
and capacity-building of officials 

Source: Compiled on the basis of information from the article “India, Bhutan sign MoUs on education,” Business 

Standard, 8 November 2014, http://www.business-standard.com/article/news-ani/india-bhutan-sign-mous-on-

education-114110801243_1.html.

India is hopeful that signing of the MoU on cooperation in Nalanda University will open up a 
new vista. To encourage and aid Bhutanese nationals who wish to study in India, Education 
Consultants of India Limited organises seminars and counselling sessions. In addition, the NIIT 
has established a Centre of Excellence at the College of Science and Technology in Bhutan, 
and Infosys trains 100 Bhutanese students each year.73

5.2 Cultural Cooperation

5.2.1 Establishment of India–Bhutan Foundation 
To enhance people–to–people interactions across the border in the fields of education, 
cultural exchange and preservation, the Indo–Bhutan Foundation (IBF) was established in 
2003, during the visit of the fourth king to India. Ambassadors of India and Bhutan are co-
chairpersons of the foundation. The GoI has already granted an amount of INR 5 crore as the 
initial corpus, besides a major contribution from RGoB.74 The IBF also sponsored a literary 
festival, Mountain Echoes; the first edition of the festival was organised in Bhutan from 17 to 
20 May 2010, by Siyahi, a leading Indian literacy consultancy.75

An Indo–Bhutan Friendship Rally on the theme “connecting people of India and Bhutan” 
was also held during 2–5 March 2011. The rally was organised by the Friendship Car Rally 
Association with support from Bhutan–India Friendship Association and IBF. The rally was 
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first started in 2007 and, since then, has been an annual affair. The first ever seminar between 
India and Bhutan on “Gross National Happiness” (GNH) was held during 11–12 March 
2010 in Thimphu. The seminar was organised by the CBS, Bhutan, and Seminar Education 
Foundation, India, with support from the IBF. 

5.3 Health
India has been a key partner of Bhutan in 
its endeavour to upgrade its healthcare 
service. India’s assistance has been 
particularly crucial in building health 
infrastructure in Bhutan. In 2010, India’s 
former Prime Minister Manmohan Singh 
laid the foundation stone of a medical 
college to be set up in Thimphu. India 
has financed the construction of Bhutan’s 
very first university of medical sciences along the lines of the All India Institute of Medical 
Sciences, New Delhi.76 During Bhutan’s 10thFive-Year Plan, India funded the construction of 
the 150-bedded Gelephu Regional Referral Hospital, the 40-bedded Samtse District Hospital, 
Public Health Lab and Vector 
Borne Diseases Control. Figure 
20 shows the trend of Indian 
assistance in the development 
of Bhutan’s health sector.

Box 18: Nehru Wangchuck Cultural Centre
A collaborative cultural wing of Indian Embassy, 
Thimpu and ICCR, New Delhi

Indian Prime Minister Nehru meeting Bhutanese 
King Jigme Dorji Wangchuck in 1958

The Mountain Echoes festival has been a regular 
feature of cultural exchange and an important 
platform for both countries to foster cultural 
cooperation and exchange. Till date, six editions 
of the Mountain Echoes festival have been held; 
the last was held during 19–22 August 2015.

Source: “India–Bhutan Relations,” Embassy of 
India, Thimphu, accessed 25 November 2016, http://
www.indianembassythimphu.bt/pages.php?id=83.

Figure 21: Development 
Assistance from India to Bhutan

Source: “Reaping what we sowed,” 

The Transition State, August 

2012,accessed 3 March 2016, http://

catalyst.nationalinterest.in/2012/08/. 
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In the course of Tshering Tobgay’s visit to India, 30 August–4 September 2013, the GoI’s 
assistance package for Bhutan’s 11thFive-Year Plan (June 2013–June 2018) was worked out. 
Out of the INR 4,800 crore committed by India, INR 2,800 crore was to be provided as 
Project Tied Assistance for funding major-priority sectors of socio-economic development, 
such as roads and bridges, building of schools, promoting education in the tertiary sector, 
scholarships and training, engineering services, industries, energy, security, agriculture, 
livestock, and judiciary. It also included health and construction of regional hospitals. Further, 
the building of basic health units was recognised as part of Small Development Projects, to 
which INR 850 crore was allocated.

On 23 March 2015, the Associated Chamber of Commerce and Industry of India, with 
active support from the Bhutan Chamber of Commerce, organised a healthcare exhibition 
in Thimphu, entitled “International Medical and Lab Expo 2015.” The exhibition displayed 
the latest products in the healthcare sector. The aim was as much to educate the Bhutanese 
people on healthcare as it was to inspire them into seeking treatment at private hospitals in 
India.77 In Bhutan, health, like education, is completely free. Therefore, there is no scope for 
private investment, although there are institutional linkages with India in the health sector.78

5.4 Tourism 
Officially, the beginning of tourism in Himalayan kingdom of Bhutan can be traced to the 
coronation of the fourth king in 1974 when, for the first time, 287 foreign tourists were allowed 
to attend the coronation ceremony.79 Since then, within less than half a century, tourism as 
a sector has grown by leaps and bounds to become Bhutan’s second-highest revenue sector 
after hydropower. The total visitor arrivals, comprising regional and international visitors, 
increased in 2015.A total of 97,584 regional tourists visited Bhutan in 2015, out of which 
92.98 percent were from India, about 90,733 approximately.80Receipts from tourism in 2015 
were pegged at $71.04 million.81 Regional tourists, viz. visitors from Maldives, India and 
Bangladesh, comprised 62.91 percent.82 Indians comprised 92.98 percent of the total number 
of visitors from regional countries.83 The total number of Bhutanese tourists travelling to India 
was 15,016 in 2013, 16,001 in 2014 and 19,084 in 2015.84 Bhutan comprised 0.22 percent, 
0.21 percent and 0.24 percent of foreign tourist arrivals in India in the years 2013, 2014 and 
2015 respectively.85

The opening of the airport and starting of a national airline in 1983, and the introduction 
of direct flights since 1990, further encouraged tourism in Bhutan. The partial privatisation 
of the tourism industry in 1991 gave an impetus to tourism development in the country.86 
The privatisation of the Bhutan Tourism Development Corporation and the rise of private 
operators have not offset the control of the government on tourism; the corporation and 
private operators are monitored by the Department of Tourism, which is under the Ministry 
of Trade and Industry.
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5.4.1 High Value, Low-Impact Policy
Since its inception, the National Tourism 
Policy of Bhutan has had a threefold 
objective: to generate revenue, especially 
foreign exchange; to let the tourism 
industry play an active part in promoting 
socio-economic development of Bhutan; 
and to familiarise the world with Bhutan’s 
culture, religion and people.87

The tourism policy of Bhutan indicates the 
high priority given to revenue generation 
and job creation from tourism while 
also attaching paramount significance to 
cultural preservation. The ‘high value, low-
impact’ policy for tourism was unveiled in 
2009 and is aimed at delivering high value 
to western tourists, while lowering the 
impact on the host’s culture. The value 
for foreign tourists comes at a price, which is fixed to deter prolonged contact with the 
host country.88 Presently, tourists can visit central and western Bhutan while the eastern and 

Thimpu

Photo credit: Researchers

The National Tourism Policy of Bhutan, on 
introduction, had a threefold objective: to 
generate revenue, especially foreign exchange; 
to enable the tourism industry to play an active 
part in promoting Bhutan’s socio-economic 
development; and to familiarise the world with 
Bhutan’s culture, religion and people.

Adding that “Terrorism divides,” but “Tourism 
unites,” Modi said, “If Bhutan’s natural wealth 
and capabilities join together with the Northeast, 
it will be a big invitation for the world.”

Source: “Terrorism divides, tourism unites,” The 
Hindu, 29 September 2014, accessed 20 February 
2016, http://www.thehindu.com/news/modi-
terrorism-divides-tourism-unites/article6456640.
ece.
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southern parts are kept off bounds.89

However, regional tourists, including 
those from India, are exempt from the 
high tariffs and stringent regulations 
meant for international tourists, 
considering the long-term relation 
the Himalayan nation has had with 
neighbouring countries and India. 
Historically, Bhutan had trade relations 
with Bengal and Tibet and was a part of 
the southern Silk Route.

Indian tourists are required to complete due formalities for visiting Bhutan. Any Indian 
national visiting Bhutan is exempt from travel visa but must get a permit from the RGoB for 
visiting the country. A minimum of two persons are required to obtain a permit; permits are 
not easily available to lone travellers. No special permits are required for visiting Thimphu 
and Paro. However, separate permits are required for visiting the other dzongkhags. With the 
change in rules related to monasteries in 2001, tourists are now allowed to visit courtyards 
of monasteries in Bhutan. Practitioners are also permitted to enter up to one temple in each 
dzongkhag on special occasions, with prior permission.90

5.4.2 Promotion of the Buddhist Circuit
Considering religious and cultural commonalities, India is now promoting the idea of special 
tourist packages for the Buddhist Circuit. Indian President Pranab Mukherjee hailed the 
success of the Buddhist Circuit in attracting Bhutanese tourists to India during his visit in 2014. 
The Ministry of Tourism had announced the Buddhist Circuit as India’s first transnational 
tourist circuit comprising Lumbini in Nepal; Bodh Gaya, Vaishali, and Rajgir in Bihar; Sarnath 
in Varanasi; Shravasti; and Kushinagar.91 Mukherjee said he was confident that if India had 
more communication with Bhutan, like the direct flights from Mumbai to Paro, a large number 
of tourists will come and go.92

During his visit to Bhutan, Prime Minister Modi proposed joint efforts towards boosting tourism 
in the Northeastern states of India and Bhutan. He said, “India and Bhutan could together give 
a holistic approach to tourism, and develop a circuit combining India’s Northeastern states 

Box 19: ‘Visit Bhutan’ Year
Marking the 60th birth anniversary of the fourth king, 
RGoB declared 2015 as the Visit Bhutan year. With 
a tagline that read “Celebrate happiness,” a host of 
special packages were on offer to international and 
regional tourists.

Source: Kinga Dema, “Gearing up for the Visit Bhutan 
year,” The Kuensel, 21 January 2015, http://www.
kuenselonline.com/gearing-up-for-the-visit-bhutan-
year/.

Box 20
The need for Indo–Bhutan Joint River Commission is strongly felt by the state of West Bengal to 
mitigate the issue of frequent flooding in the northern areas of the state. Bengal shares it northern 
border with Bhutan, and most of the rivers in Bhutan flow through this region before entering 
Bangladesh. Jaldhaka, Diana, Kaljani, Torsha, Leesh, Geesh and Raidak are some of the major 
rivers, out of the 72 rivers in Bhutan, that flow through Bengal. Construction of dams and barrages 
is required to control the excess water.
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and Bhutan.” The GoI’s allocation of rail connectivity in the Northeast, and a special tourism 
package for the region, involves structural reforms and development of infrastructure, which 
will in turn facilitate tourism.93

Besides signing MoUs in trade and investment, the delegation from India also discussed 
tourism cooperation. Bhutanese Prime Minister Tshering Tobgay stated that among the Indian 
tourists that visited Bhutan, half were from West Bengal. Tourism was discussed with special 
emphasis on medical tourism and modernisation of Bhutanese air facilities for trade and 

tourism, as well as overall infrastructural development. Mamata Banerjee also announced 
that, since West Bengal had recently implemented 100 percent sales tax exemption on aircraft 
fuel, Bhutanese airlines were welcome to use the Kazi Nazrul Islam airport as a gateway to 
other destinations.94

6. Bhutan in the BBIN Framework

While discussing the facets of connectivity between India and Bhutan, the BBIN–MVA 
(Bangladesh, Bhutan, India and Nepal–
Motor Vehicle Agreement) is worth 
mentioning, to understand Bhutan’s 
perceptions about it. Indeed, the 
signing of the MVA on 15 June 2015 
among Bangladesh, Bhutan, India and 
Nepal has been a major development, 
aimed at promoting cross-border movement of people and goods for the greater economic 
integration of the region. This agreement focuses on enabling the increase of traffic in terms 
of commuter, personnel and freights. It also provides impetus for upgrading mediums of 
transportation such as roads, railway links, water and air routes, which subsequently stand 
to enhance communication. Connectivity and the upgradation of infrastructure have been 
closely intertwined with each other. 

Box 21: Way Forward
The Bhutan and India could join hands to boost tourism in their respective countries. Bhutan 
is developing its eastern part as “one of the least explored regions of the kingdom.” Bhutan’s 
connectivity with Northeast India as a high-end tourism destination could be of mutual benefit 
to both the countries given the commonality and proximity. In a seminar jointly organised by 
the Tourism Council of Bhutan, Bhutan Studies and GNH Research, and Shillong-based Asian 
Confluence, stakeholders called for collaboration between eastern Bhutan and Northeast India. 
Stakeholders felt that Bhutan and the Northeast could learn from each other’s experiences. 
Connectivity between Tawang, in Arunachal Pradesh, andTashigang was proposed by the then 
chief minister of Arunachal Pradesh, KalikoPul, in a meeting with Indian Ambassador to Bhutan, 
JaideepSarkar. The chief minister highlighted that his state’s friendship and cooperation with 
Bhutan was based on a deep cultural bond.

Source: “Pul and Rajkhowa stress on the road link from Tawang to Bhutan,”Arunachal Times, 30 April 
2016, http://www.arunachaltimes.in/pul-and-rajkhowa-stress-on-road-link-from-tawang-to-bhutan/

Both Bhutan and Nepal stand to benefit from the 
operationalisation of the MVA, specifically because 
the commercial interaction among them and with 
India will become seamless in the absence of 
procedural restraints which acted as hindrances to 
trade and people to people interactions.
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Nevertheless, there remain serious concerns in Bhutan regarding various aspects of the 
MVA. In next few sections we have tried to put together some of these concerns that were 
gathered during interviews with local people, representatives of Truck Owners Association 
at Phuentsholing, and government officials at Thimphu.

6.1 Apprehensions in Bhutan
The MVA was initially perceived by the Bhutanese government officials as a welcome step in 
reducing the cost and time of transportation of goods. It was hoped that the MVA would not 
only make transportation more effective 
and less cumbersome but also facilitate 
trade in the subregion to a considerable 
extent.95However, optimism faded 
in the following months as concerns 
about the impact of the MVA on the 
environment, economy and security of 
the country began to ring alarm bells in 
the Bhutanese official circles, especially 
among the opposition party leaders. Consequently, the Parliament decided to revoke the 
agreement after it was endorsed.96

According to the Bhutanese Information and Telecommunications Ministry, the BBIN–MVA 
has little economic implication for Bhutan. Therefore, if the MVA is not ratified by the 
government, Bhutan’s trade will not be significantly affected, as the informal arrangement 
with India will continue unabated.97

6.1.1 Stakeholders Challenge
Sections of the Bhutanese society 
with apprehensions about the 
BBIN–MVA include truck owners, 
tourist agents and taxi operators.98 
An article in the national daily, The 
Kuensel, dated 4 December 2015, 
said that truckers in the country 
fear a loss of livelihood due to 
their inexperience in driving in 
neighbouring countries of the 
region.99

Local truckers worry that once 
BBIM–MVA is endorsed, trucks 
from India, Bangladesh and Nepal 
will be able to ferry throughout the 

These truckers ferry goods carried by Indian truckers 
up to the border town of Phuentsholing. Presently, 
Indian trucks are allowed entry up to only 5 km inside 
Bhutanese territory. The local truckers then transfer 
the goods onto their vehicles and carry them inside 
Bhutanese territory. Exceptions are made only for 
the Indian trucks carrying heavy machinery that the 
local trucks are not equipped to carry. 

Opposition leader PemaGyamtsho speaking in Parliament

Source: https://www.thethirdpole.net/2016/07/04/bhutans-opposition-

protests-regional-transport-deal/
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country, and may strip them of their jobs and income.100 Considering the truckers’ concerns, 
Bhutan requested that trucks and bus services from Bangladesh and Nepal should stop at 
the border, from where local trucks and bus services will ferry the consignment through. 
Bhutan’s Information and Communications Minister D.N. Dhungyel reportedly said that the 
number of cargo vehicles and scheduled bus services should be pre-determined between 
countries, for instance, between Bhutan and Bangladesh or Bhutan and Nepal and vice 
versa.101 And this pre-determined number must be based on how many Bhutanese vehicles 
want to operate in either country. 

Stakeholders such as the transport operators remain unconvinced that the BBIN–MVA will 
not have an adverse impact on them. They have continued their campaign against the 
BBIN–MVA, giving statements to the national media about the problems presented by the 
agreement. The representatives of the Truckers’ Committee in Phuentsholing also complained 
that the committee was not consulted on it.102They have expressed concerns over the 
implications of the agreement on their businesses and livelihood, social and security issues, 
impacts on the environment and subsidised fuel. A meeting between the transport operators 
and the government in May 2016 could not end the deadlock on the BBIN–MVA, as both 
sides refused to budge from their positions.103 Transport operators have also petitioned the 
National Council president for blocking the BBIN–MVA agreement.104

6.1.2 Parliamentary Challenge
The National Assembly, the lower house in the Parliament of Bhutan, endorsed the BBIN 
agreement amidst stiff resistance from the opposition. Stakeholders and the opposition 
were not convinced by the government’s assurance. The opposition had argued that no 
consultations were held with the people on the issue and the local governments were against 
the agreement. Opposition members also recounted the implications that Bhutan will have 
to face. They cautioned that the BBIN–MVA will pose social and security risks and adversely 
affect the tourism industry. Therefore, they called for wider consultation with the stakeholders 
including the transport operators, before the bill was presented in Parliament. 

The initiative received a setback recently, when the upper house in the Parliament of Bhutan, 
the National Council, voted against the country becoming part of the MVA.105Thirteen members 
voted against the agreement and only two voted for it, while five members abstained. This 
will create further delay in the implementation of the agreement.

6.2.3 Concerns Regarding the Environment
The environment is a major cause of apprehension. In Bhutan, there is a green tax of 20 
percent levied by the government on all private cars purchased. This is done mainly for two 
reasons: i) to discourage too many cars; ii) to safeguard the environment. Foreign cars are, 
however, not taxed, although in the context of the MVA, there could be certain taxation on 
the basis of duration of stay of foreign vehicles. 
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The BBIN–MVA does not make way for unaccounted movement; there will be regulations, 
which will apply to both vehicles and persons. However, there are concerns over entry 
pressure on the Bhutanese side. During the field visit to Bhutan, the authors intended to 
capture perceptions of Bhutanese people from different strata of society. This includes 
concerns of the impact on road and environment, although the fact remains that there 
will be a considerable increase in the number of trucks coming into Bhutan, only if there 
is an equal increase in demand over and above that which already exists. A predominant 
perception prevails in Bhutan that Bhutan is for GNH and opening up of the country for 
large-scale trade and tourism transactions will be detrimental for the country’s culture and 
environment. Another concern is that Bhutan is a hilly region and people coming in from the 
other countries will include drivers accustomed to plains, so they may not be comfortable 
with the mountainous roads in Bhutan. Moreover, pure reciprocity will be detrimental to a 
small country like Bhutan. Therefore, only a specific number of cars should be allowed to 
enter Bhutan, less than the number entering India. 

6.2 Roadblocks
Operational protocols of the BBIN–MVA could not be agreed upon in the official meeting of 
the BBIN in Dhaka held on 29–30 March 2016.106 At the two-day talk, the members discussed 
various issues on the draft protocol, such as routes, facilities, transit, security and authority. 

The two draft protocols that were discussed in the Dhaka meeting were Protocol for 
Movement of Regular, Non-regular and Personal Vehicles for Implementation of BBIN Motor 
Vehicle Agreement (MVA) and Protocol for Movement of Cargo Vehicles for Implementation 
of MVA.107 Bhutan fears that a surge in irregular or non-scheduled traffic will overwhelm 
its infrastructure, in addition to posing a threat to its environment and culture.108 Bhutan’s 
position relating to the second protocol with cargo vehicles is more explicit compared to 
the first protocol, where it proposes that the Himalayan nation will regulate the number of 
vehicles allowed within its borders and the time such vehicles spend in Bhutan.109

Bhutan’s position on the agreement is, however, in contravention to Article 2 of the MVA. 
According to Article 2, “The Contracting Parties will allow the following vehicles registered 
in each Contracting Party(ies) to ply in territory of the other Contracting Party(ies) subject 
to the terms of the agreement: i) Cargo vehicles (including trucks, trailers etc.) that would 
carry containerised cargo) for inter-country cargo including third country cargo; ii) Passenger 
vehicles for both hire and reward; or personal vehicles.”110

However, Articles 14 (4) and (5) of the agreement state that the agreement will affect neither 
the rights and obligations arising from other international commitments of the contracting 
parties nor the existing bilateral agreements or arrangements between the contracting 
countries.111 Article 2 and sections (4) and (5) of the Article 14 are in conflict with each other, 
at least in the case of Bhutan. 
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6.3 What Next for Bhutan and the BBIN–MVA?
Extensive studies need to be done by countries party to the agreement with the relevant 
stakeholders before the policy is finalised and put into effect. The BBIN–MVA has generated a 
lot of conversation and deliberation, but there is still a lack of clarity regarding the functional 
aspects of the agreement, resulting in a lot of confusions and reservations. Dialogues with 
interested and invested parties will facilitate more workable solutions and approaches.

These challenges notwithstanding, there is a provision in the BBIN–MVA according to which, 
if there is further delay in implementing the agreement, then India, Nepal and Bangladesh 
can go ahead with it and Bhutan can join later. With the National Council in Bhutan voting 
against the agreement, this seems to be a likely course of action for the three other countries. 
If the MVA becomes operational and successful in these three countries, it will serve as 
incentive for Bhutan to sign the agreement.
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This report argues that the South Asian region has for decades now been characterised 
by what the authors refer to as “disjointed congruity”. Efforts at integrating the countries 
that make up the region have been in place through a variety of mechanisms such as 

bilateral, regional, sub-regional initiatives and so on. Earlier sections of this report have dealt 
with various facets of connectivity, both bilateral and multilateral, between India and its 
Himalayan neighbours. In the context of these three countries, connectivity with a focus on 
infrastructure and hydropower is especially vital along with managing and preserving the 
Himalayan ecosystem. As one of the main objectives of connectivity is to transform land-
locked areas into land-linked ones, the development of borderlands has become highly 
important. 

The presence of China must also be mentioned as it has a direct impact on bilateral ties. This is 
especially important with respect to India’s ties with Nepal, as in the case of Bhutan, Chinese 
presence is limited and Bhutan continues to favour India as a more significant partner than 
China.

Concluding Remarks and 
Recommendations3
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Over the last few years, bilateral ties between China and Nepal have become more strategic. 
In the past, the relationship between the two countries was largely limited to Nepal’s 
acknowledgement of ‘One China’ and the suppression of the Free Tibet movement. China, in 
turn, offered investments and training to boost Nepal’s security services. Today, however, there 
is a distinct change in China’s political and diplomatic approach towards Nepal as bilateral 
relations are increasingly being strengthened. This is evident in two broad ways. First, the 
two countries have signed a number of bilateral agreements and initiatives in the last couple 
of years; Nepal, moreover, is almost ready to sign the One Belt One Road (OBOR) initiative.  
Second, China is investing time, energy and resources in nurturing its perception among 
not only Nepali policy-makers, but equally important, among industrialists, bureaucrats, and 
the general public. This also manifests in the fact that increasingly, Chinese presence can be 
felt along the border of Nepal and India, especially in Birgunj. While Nepal has largely been 
seen as a close ally of India, it appears that the country would now like to regard China as a 
valuable neighbour. Bilateral interactions between Nepal and China now span joint military 
drills, track II level exchanges, interactions between top-level officials at various sectors of the 
government, and assistance with development projects, among others. 

China’s advances into Nepal, however, have not been 
limited to these approaches as China increasingly wants to 
mark its influence in Nepal’s domestic politics. In July 2016, 
for instance, the Chinese backed K.P. Oli remaining as prime 
minister in place of Pushpa Kamal Dahal (Prachanda) who 
was believed to be leaning more favourably towards India. 
What is most surprising is that despite Prachanda becoming 
the prime minister in September 2016, there has been a rather cold approach towards India. 
Coupled with this is the general thawing of what was previously friendly and warm perceptions 
among Nepali citizens about India. What worsened such perceptions were the Madhesi 
protests that followed the promulgation of the Constitution in 2015 which saw a temporary 
blockade being imposed by India on the Birgunj-Raxaul border with Nepal, and China’s 
proactive assistance in the form of immediate fuel supplies.The marked intensification of ties 
between Nepal and China calls for a revision and possibly better management of India’s ties 
with Nepal.

Regarding the prospects for the BBIN, India is concerned about Bhutan, keeping in mind the 
political compulsions of its forthcoming election. Following Bhutan’s temporary withdrawal 
from BBIN MVA, India has requested Bhutan to allow the other three members to proceed 
with the implementation of protocols. India might consider the concerns of Nepal as well to 
find ways for mitigating the constraints. Indeed, BBIN has emerged as a unique sub-regional 
grouping as it is being adopted incrementally by the four members, with India, Bangladesh 
and Nepal having begun to partially facilitate the seamless movement of goods (the Phulbari-
Panitanki transit route being a case in point).

This section examines specific short- and long-term recommendations that are applicable in 
India’s relations with both Nepal and Bhutan. 

China’s advances into Nepal 
however have not been limited 
to these approaches as China 
increasingly wants to marked 
its influence in the domestic 
politics of Nepal.
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Short-term recommendations

Cross-border measures

Strengthening Joint border management    
v	Border management is vital in two main respects – security and trade. This calls for 

joint border management mechanisms that would streamline cross-border engagement 
among both institutions and people. 

v	As India shares opened border with its Himalayan neighbours, open border management 
needs to be addressed in bilateral policies of the concerned countries.

v	Regularising the open border will help to bring order both in terms of economic cross- 
border activities and also in terms of people-to-people interactions.

Establishment and upgrade of existing facilities at the borders        
v	The establishment of banking facilities at border points, for example. Establishment of 

banking facilities would not only facilitate trade, it might also help to reduce the volume 
of informal trade.

v	Along with this, the upgrade of existing facilities needs consideration and in some ways, 
work in this regard has already begun. Nevertheless, political and livelihood issues which 
stall such work need better management, keeping people living in the borderlands in 
consideration.

Requirement of legal education and awareness programme among people inhabiting 
border areas 
v	It is often the case that people are not aware of the domestic laws applicable in each 

other’s territory. This gives rise to many problems especially due to the open borders 
and the resulting free movement of people on both sides. Therefore, legal  awareness 
programme through joint  border management is needed to ensure hassle-free movement 
of people and cargo.

v	Media can play an important role in dissemination of information in the bordering 
areas.

Trade facilitation

Overcoming capacity constraints in trade
v	This broadly has two aspects – capacity constraints in terms of processes, which refers to for 

example, technology not being up to date; and the corresponding human constraints such 
as people who are employed not being capable of working with upgraded technology.

Upgrade of customs stations at border point
v	Improvement in infrastructure as well as resources at customs stations is very important 

to ease and enhance the flow of trade and people. This is especially important for the 
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busiest border points between India and Nepal and between India and Bhutan – the 
Raxaul-Birgunj border point and the Jaigaon-Phuentsholing border point, respectively.

Streamlining issuance of permits and procedures
v	The process of obtaining permits for trade from either consulate can be made easier. Like 

banking facilities, the issuance of permits can be made simpler to assist enhanced trade 
and commerce.

Investment facilitation
v	Along with trade facilitation measures, steps to facilitate investments should be undertaken. 

This refers to ease of doing business in each other’s country and involves aspects such as 
the improvement of transit facilities. Enhancing the investment climate will give a boost 
to existing trade as well as expand the scope of adding to the existing trade gamut.

Acknowledgment and acceptance of certification
v	Mutual understanding and acknowledgment of each other’s certification process is 

required to break the existing deadlocks. The certification process as discussed earlier, 
both in cases of Nepal and Bhutan throws up a number of problems which often results 
in goods having to wait longer hours at the borders and even perishing due to this. 
Governments therefore must take the initative in resolving this issue to improve trade. 

Enhancing cooperation in energy

Effective planning of generation, transmission and distribution of electricity across border 
between India and its Himalyan neighbours
v	Effective planning of generation, transmission and distribution of electricity across border 

between India and its Himalayan neighbours can take advantage of ensuring uninterrupted 
electricity supply, which will have spill-over effect on the sub-regional initiative.

v	To get stable electricity supply across borders more number of interconnections is to be 
established to have integrated energy grid. Governments of India, Nepal and Bhutan 
should create required environment for facilitating competitive market for electricity 
exchange with private sector’s intervention. 

v	Governments can explore the scope for financial assistance from various multilateral 
financial institutions to facilitate investment in the energy sector. 

v	For the BBIN sub-regional framework it is necessary to build up a cross-border guild 
regulatory body comprising the representatives from each of the member countries for 
operationalisation of integrated sub-regional grid. 

v	A common platform for dialogic discourse sharing best practices amongst the policy 
makers, regulators, experts, research institutions, utilities and civil society organisations is 
required.
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Educational diplomacy

Enhancing academic exchanges between peripheral units
v	Exchanges between scholars and academics need more encouragement. This can also 

be facilitated by institutional links. Selected institutions in Nepal and Bhutan can be 
transformed into nodal centres for scholarly exchange among peripheral units across the 
border.  

Sharing of critical information

Seamless communication 
v	This implies going beyond the traditional forms of road and rail connectivity. For instance, 

physical connectivity with Bhutan is well established, although new routes and links are 
still being studied and implemented. Yet, local developments such a strikes often fail to 
reach the concerned parties across the border, leading to problems in the movement of 
trade and people.The sharing of information leaves room for greater contact and this 
needs to be considered.

Timely implementation

Undercutting delays
v	The timely implementation of existing projects is vital. Infrastructure and other projects 

of bilateral cooperation often take much longer to complete than the timeline that was 
initially agreed upon. This increases costs. Tardiness in the completion of projects is 
especially noticeable in the development of hydropower and impacts the enhancement 
of cooperation in the energy sector.

Leveraging common heritage

Religious connectivity
v	Nepali and Indian pilgrims in large numbers travel to sacred locations in either country 

every year. 
v	While special trains and tour packages have been introduced (as discussed previously), 

there can be further scope of interactions.
v	In a similar way, the development of the Buddhist circuit will give an impetus to religious 

connectivity among India and Bhutan and Nepal.

Tourism
v	Proper promotion of the rich heritage and geographical treasures of both countries will 

go a long way in boosting the number of tourists in either country. 
v	India’s northeast can be popularised in this context along with tourism packages that 

would encourage people to explore destinations in the region.
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Promotion of cultural programmes
v	The governments of India, Nepal and Bhutan can take steps to organise food festivals 

and cultural programmes where along with food, handloom and handicrafts, flowers, 
medicinal plants, art and cultural shows are to be offered. 

v	It is to be recalled that a 3-day Himalayan Orange Tourism festival has been held in 
Kolkata last December where Himalayan oranges brought from rural villages of Darjeeling, 
Sikkim, Eastern Nepal and Bhutan were on offer. More such initiatives can be taken to 
strengthen cross-border cultural ties.

Long-term recommendations

Improving institutional linkages

Strengthening interaction among institutions
v	Institutional links can be the bedrock of cultural as well as economic contact. Hence 

enhancing institutional links will enable greater cooperation.

Enhancing Track II level engagement

Increasing scope for debate on national and regional issues 
• This is necessary especially to iron out political differences and encourage dialoge on 

challenges that require resolution. Think tanks have a major role to play in this respect. 
By formulating policy alternatives and organising regular exchanges of ideas, they can 
generate dialogue at the Track II level which consequently has an impact on national 
policy formulation. It is also in this respect that cultural and educational diplomacy have 
a noteworthy role to play.

Strengthening people-to-people links

Increasing scope for people-to-people links 
• Creation of physical and people-to-people links between the Indian government and the 

people inhabiting the border areas is vital. It is in fact this population which contributes 
to the major part of the cross-border economy and people to people links than activities 
and initiatives taken in the capitals of each country.

Enhancing mutual understanding

Strengthening of bilateral understanding 
v	Strengthening of bilateral understanding is the underlying factor that inevitably impacts 

how neighbouring countries perceive each other and what steps they undertake to 
enhance their ties. In this context, politicians and bureaucrats who work as the levers 
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of bilateral functioning must understand the history of the region and the contemporary 
politics that shapes it and direct their efforts towards making the political environment 
conducive for enhanced ties. This will enable infrastructures and institutions to become 
more meaningful.
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