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Introduction
Nepal’s border with China is shared through Tibet –
it is a mountainous border with an average height of
6,100 metre and is a natural barrier between the two
countries. However, over 90 per cent of this border runs
through uninhabited altitude. Despite the geographical
diff iculties, the earliest record of this relationship can be
found as early as in the 5th century ad.1 It is also believed
that they also shared cultural links in the pre-historic
times , as also deep historical and religious relationship.
In the post monarchy period, China with its deep pockets,
have invested heavily in Nepal in the last decade and tried
to spread its influence across every sector in Nepal – from
politics to economics, culture and military.
The increasing Chinese influence in Nepal has been closely
watched by India, as Nepal is a very close neighbour of
India with whom it shares a ‘special relationship’. The rise
of Chinese influence in the Himalayan democracy has
coincided with the rise of Nepalese nationalism. China
aims to have a friendly government and positive public
opinion towards itself, to enhance its soft power diplomacy
in Nepal.
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Key Points
• China-Nepal relationship has grown tremendously in
various spheres such as economics, politics, culture, and
people-to-people relations in the post Monarchy period.
• China has invested heavily in Nepal and is giving large
sums of money in setting up new projects and industries.
This is not only improving Nepal’s economy but also
generating employment opportunities for Nepalese
people.
• China has employed ‘soft power’ diplomacy to shape the
political agenda according to its benef its and the impact
of it has now started to show in Nepal.
• India needs to recalibrate its foreign policy engagement
with Nepal in a non-aggressive yet pro-active way. There
are several areas such as infrastructure, hydroelectricity,
trade, industries, and healthcare where India can help
Nepal and enhance bilateral relations.
• Nepal needs both India and China and it understands
this perfectly. This is the reason it has been walking on a
tight rope balancing both the countries. Although, it will
tilt more towards the one who is more beneficial for its
domestic interests.
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Spread of the Dragon in Himalayan Democracy ...
Considering this, in this issue brief (IB), a detailed study
has been done to look at the increasing influence of China
in the economy, defence, and culture of Nepal. It traces the
historical relation between Nepal and China and the rising
Chinese influence over the years. The IB further explores
the implications of increasing Chinese influence in Nepal
for India.

Historical Engagement
China and Nepal established diplomatic ties based
on Panchsheel (the f ive principles of peaceful coexistence)
on August 1, 1955.2 King Mahendra played a crucial role in
the establishment of Nepal-China relationship. China was
an important player in his foreign policy. It was during his
time that the first significant shift in Nepal-China bilateral
relationship had occurred. During his kingship, several
crucial treaties and agreements were signed which laid
the foundation of a strong Nepal-China relationship. First,
was the economic agreement signed in 1956 by the then
Nepalese Prime Minister, Tanka Prasad Acharya during
his official visit to China.3 Under this Agreement, Nepal
was promised an economic aid of INR 20 million in cash
and INR 40 million in “machinery, equipment materials
and other commodities during the next three years”.4
Second, in 1960 the two countries signed the Peace and
Friendship Treaty.5 The Treaty was based on the principle
of non-interference and peaceful coexistence and was the
first step towards building trust between the two countries.
In 1961, King Mahendra visited China and signed a
boundary agreement that ended all outstanding border
issues between the two countries.6 He also signed an
agreement on the construction of Arniko Highway. This
highway connected Kathmandu to Kodari (border town
situated on Tibetan border).7 This road construction
facilitated greater interaction between the two countries.
In 1964, the two governments signed a two year trade
agreement to allow barter trade between Nepal and Tibet.8
These agreements and treaties brought the two countries
closer and gave a platform to both the countries to build a
durable partnership.
China’s interest in Nepal is mainly focused on the
economy, infrastructure, and aid. The Chinese helped
Nepal in science and technology, energy, human resources,

education, health, irrigation, and so on. China undertook
numerous projects in various sectors such as Prithvi
Highway, Kathmandu Ring Road, Hetauda Cotton Mills,
Sunkoshi Hydroelectricity Plant and BP Koirala Memorial
Cancer Hospital. In the last century, the two countries built
relations on the economic front with limited involvement
from China beyond the economic spheres. The Chinese
did not show much interest in domestic affairs and stayed
aloof from it. China’s relationship with Nepal was mainly
through it’s monarch, that too in a quiet manner. It had very
limited interactions with the domestic political parties.

Nepal-China Relations Post Monarchy
A long period of insurgency led by the Maoist groups
resulted in the abolition of monarchy in Nepal in 2008
– the Unified Communist Party of Nepal (Maoist) won
the maximum number of seats in the 2008 elections. The
subsequent governments which were formed after 2008
were unstable and Nepal witnessed competition among
various leaders for the post of Prime Minister. Hence, there
was a political instability inside Nepal which resulted in a
power vacuum.
China, which till now had been close to the Monarch, had
carried out its foreign relations with Nepal through kings.
It has always been pro-establishment and provided military
assistance to King Gyanendra in 2005 to quell down the
insurgency.9 However, post 2008, when monarchy ended,
China lost a crucial partner. Now it started to build
relations with the Maoist parties. The major aim of China
behind building relationship with Maoist was to take
advantage of the power vacuum and create a space for itself.
Its policy and engagement towards Nepal are now multidimensional – it also developed people-to-people relations
by opening Confucius centres, developing sister cities,
increasing Chinese tourism, and giving scholarships to
Nepalese students to study in China. It pumped huge
amounts of money into Nepal’s industrial sectors and also
worked towards boosting the defence ties.
After promulgation of the Constitution in Nepal in 2015,
the two communist parties, namely, the Communist Party
of Nepal (Unified Marxist-Leninist) [PPN-UML] and
the Communist Party of Nepal (Maoist Centre) [CPN]
formed a coalition government with KP Sharma Oli as
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the Prime Minister – this came as a boon for China, who
has been closely involved in helping Nepal to form this
coalition. The subsequent blockade on the Indo-Nepal
border gave China a window of opportunity to strengthen
its relations with Nepal. Oli, who has won the elections on
the ‘nationalism plank’, lost no time and signed the Transit
Treaty Agreement with China in 2016.10 This Treaty was the
first major step by Nepal to end its dependence on India.
In the subsequent year, Nepal signed the Belt and Road
Initiative (BRI) agreement, thereby, further strengthening
the relationship between the two nations.

Economic Diplomacy

Multi-Dimensional Engagement

Investments

Chinese influence in Nepal has become pervasive and
entered various areas. From the last decade, China has
been employing soft power techniques to influence the
politics and foreign policy of Nepal according to its needs.
It wants to increase its influence to the extent where it can
shape the political operating environment. Under its soft
power strategy, it has seeped into the politics, economy,
culture, military, and industries of Nepal. After closely
studying the Chinese engagement in Nepal, it was found
that China’s diplomatic efforts can be classified into three
major categories, namely, economic, defence, and cultural
diplomacy. It can be further sub-divided as illustrated in
Figure 1.

China has been providing aid to Nepal since the signing
of the economic agreement in 1956.11 After 2015, when
Nepal adopted a new constitution, it became a federal
republic with the private sector led liberal economy. Since
then, China has been investing heavily in Nepal. It has
been giving money to various industries and became the
highest foreign direct investor since 2015. The main focus
of Chinese investment is in the industrial sectors. Chinese
money has been used to open large number of new
industries, especially in the manufacturing and service
sectors.

Figure 1. Chinese Diplomatic Efforts: Categories
and Sub-Categories

Economic power has been a key to success in world politics
and this was actively used by the two blocs in the Cold War.
Economic diplomacy is designed to influence the decisions
of the foreign government and international organisations.
It is an effective tool as it produces both hard and soft
power behaviour. China’s most important tool in its soft
power diplomacy has been its deep pockets which it has
used to aid, loan, and invest in different countries and win
over them.

The investments has been used to fund numerous
projects and has also generated (or proposed) many
employment opportunities. The number of Chinese
funded projects rose close to ten times and investments
and employment generation also rose by ten times
(Table 1). This has helped in creating a positive image
Table 1: Foreign Direct Investment by China* (Year Wise)

Source: Annotated by the author

Year

No. of
Projects

2014/15 (p. 182)
2015/16 (p. 106)
2016/17 (p. 235)
2017/18 (p. 107)
2018/19 (p. 94)

157
128
184
168
168

Foreign Investment
Proposed
(Nepalese
Employment
Rs Million)
Generated
₹ 24,653.85
6,851
₹ 6,268.25
5,699
₹ 8,246.75
5,620
₹ 47,135.98
6,701
₹ 47,135.98
6,701

Source: Industrial Statistics, Ministry of Industry, Nepal
Note: * China investment include investments from China
(Mainland) plus Hong Kong.
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towards China among the people of Nepal, especially
among the youth of Nepal.
Trade
Trade is another important area of engagement which has
been improving over the years. There was no significant
trade between the two countries until 2011/12 and the
trade with China was clubbed under the bracket of
“Other Countries”. The trade between the two countries
started to get recorded separately after 2011/12 and since
then China’s share in Nepal’s total trade have increased
sharply, especially the imports from China. The imports
from China have increased more than double, over the
years and have got a big boost after 2015.
The blockade in 2015 on the Indian side resulted in more
imports from China and since then Nepal has been trying
to reduce its dependence on India. The rise in imports with
no significant change in exports is increasing the trade
deficit between the two countries which is not a healthy
sign for Nepal as it will make it more dependent on China.
With the development of connectivity projects and the
signing of trade and transit agreement, the Nepal-China
trade will see an upward curve in the coming years.
Graph 1: Nepal-China Trade (NPR 10 Million)

Source: Nepal Rastra Bank FY 2019 (Economic Survey 2018/19,
p. 65)
Data collected and graph prepared by the author.
Note: * The total trade is showing a dip in the curve in 2018/19
because the f igures are for the f irst 8 months.

Defence Diplomacy
Military assistance has been termed as defence diplomacy.
Defence diplomacy does not have a standard def inition

but in a broad sense, it is the diplomacy undertaken by
the military which generates goodwill for the nation.
The major tools of military diplomacy are assistance for
the upgradation of force and equipment, joint military
exercises, humanitarian assistance, and disaster relief. In
Nepal, China has been giving aid and assistance for the
upgradation of forces and holding joint military exercises.
It has also increased the bilateral engagement between the
two militaries by increasing the number of visits between
the two militaries and increasing the number of seats for
Nepalese officers in its military colleges.
Assistance and Joint Exercises

Historically, there was a limited engagement between
the two countries on the defence front – there has been
some instances when Nepal asked for arms from China
in the past. The first was in 1998 when King Birendra
approached China for anti-aircraft guns12 and again
in 2005, when King Gyanendra approached China for
weapons, after India stopped arms supply to Nepal.13 The
defence assistance in the form of trade and investment
in the post monarchic period has also increased. China
increased its defence assistance to Nepal in the post
monarchic period as it wanted a stable Nepal. It fears
that internal violence in Nepal can revive the Tibetan
separatist movement from Nepal, as it is home to 14,000
Tibetan refugees.14
The first agreement on military assistance was signed
between the two countries in December 2008 – when
the then Defence Minister of Nepal Ram Bahadur
Thapa signed an agreement for military assistance of
US $2.6 million or modernisation of the Nepalese Army
(NA).15 The second major assistance which Nepal received
was during the visit of China’s Defense Minister and
State Councillor General Chang Wanquan to Nepal in
March 2017.16 This was the first-ever visit of a Chinese
Defense Minister to Nepal. During the visit, China gave
grant assistance of US $32.3 million to NA to enhance its
capacity to handle natural calamities and equipment for
United Nation Peacekeeping Missions in high conflict
zones.17 This grant was the highest grant given to NA
by China post the monarchic period. Apart from this,
China also assisted NPR 3.6 billion to construct the
Armed Police Force training academy in Kathmandu and
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has also assisted US $2.6 million for modernisation of
the NA.18
China has also been reaching out to the military through
joint exercises. The first joint military exercise took place
between the NA and People’s Liberation Army (PLA) in
April 2017 in Maharajgunj, Nepal.19 It was a 10-day drill
under the name ‘Sagarmatha Friendship 2017’. This Drill
was planned during General Wanquan’s visit. A second
military drill, ‘Sagarmatha Friendship 2’ was conducted in
September 2018 at Chengdu in China’s Sichuan province.20
Although both these joint military exercises consisted of
small contingents, these exercises are bringing the PLA
and NA closer. China have also increased the seats and
scholarships for Nepalese officers in China’s War College.
During the course, China arranges tours for Nepalese
officers across different provinces of China. The increased
interaction between the two militaries will surely help in
building better understanding among the two militaries
and boost in the military aid will build firm relations
among the governments.

Cultural Diplomacy
Culture has been an important part of diplomacy which
has gained importance in Chinese diplomacy. To make the
world aware of the Chinese culture, China has opened many
Confucius schools across the globe. These schools teach
the Chinese language and culture to the host populations.
In Nepal, along with Confucius institutes, China has also
used tourism to build people-to-people contact with the
people of Nepal. China has encouraged its citizens to visit
Nepal and this has resulted in large number of tourist flow
from China in Nepal.
Tourism
The two countries share deep and historical cultural
connections. The first Chinese to visit Nepal was
Buddhist Monk Faxian in the 5th century ad.21
Nepali monk, Buddhabhadra also visited China in the
5th century ad.22 Tibet was the link between the two
countries and people of both countries interacted through
Tibet. The interaction got scrapped after China annexed
Tibet. After the annexation of Tibet, there were little
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interaction or exchange between Nepal and China in
the twentieth century. But in the post monarchic period,
China has reached out to Nepal in terms of tourism.
Graph 2: Chinese Tourist’ Arrival in Nepal 2010/19

Source: Economic Survey 2018/19, Ministry of Finance,
Government of Nepal

Tourism is a major sector of Nepal’s economy. It
contributes more than 2 percent to its gross domestic
product and generates a sizeable amount of employment
opportunities.23 China understood the importance of
this sector and encouraged its people to visit Nepal. The
number of Chinese tourists has grown by four times in
the last 10 years from 46,360 in 2010 to 1,69,543 in 2019.24
The second largest foreign tourists to Nepal comes from
China, the first being India. The rise in Chinese tourism
has facilitated higher people-to-people exchanges which
have led to the generation of favourable opinions towards
China among the people of Nepal.
Confucius Institutes
China is trying to build people-to-people contact through
Confucius institutes and Chinese language centres. The
first Confucius Institute in Nepal was established in
Kathmandu University in 2007.25 These institutes promote
Chinese language and culture. They also facilitate cultural
exchanges. At present, there are seven Confucius institutes
in Nepal.26 Chinese language in Nepal is also taught in
private schools and through community centres. There
are 80–85 Chinese language community centres which are
teaching Chinese in Nepal.27 The Confucius institutes and
language centres are bringing Chinese culture and language
to the people of Nepal. The learning of language also helps
Nepalese students to apply for Chinese scholarship at
Chinese universities. Every year, China provides close to
100 scholarships to Nepalese students.28
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Implications for India

Recalibration of India’s Policy towards Nepal

The increasing Chinese influence has started to impact
India-Nepal relations. In the post monarchy period,
especially after 2015, it is evident that the engagement
between Beijing and Kathmandu has increased
significantly whereas the gulf between Kathmandu and
New Delhi has widened. The 2015 blockade, just after
the devastating earthquake, had a ‘damaging effect’ on
the relationship between India and Nepal. Furthermore,
the signing of the Trade and Transit Agreement (TTA)
between Nepal and China was a reactionary measure to
the blockade i.e. to reduce Nepal’s dependence on India.
The recent land boundary dispute and re-drawing of
the map is the result of the newly found nationalism
in Nepal.

India needs to formulate a dynamic policy towards
Nepal which would be based on bilateral & multilateral
institutions and not driven by individual personalities. A
strong framework with a clear vision and long-term goals
needs to be formulated. India should now identify and
work with Nepal on the areas which are mutually beneficial
to both. Rakesh Sood, India’s former ambassador to Nepal
said that:

In the current scenario, the relationship between India and
Nepal is going through a tough phase. Although there is
a ‘special relationship’ between the two countries due to
deep cultural, historical, and people-to-people ties, but the
relationship had always suffered whenever Nepal got close
to China.
Nepal’s growing proximity with China will affect India’s
security concerns. Prime Minister Nehru highlighted this
fact in his speech at the Indian Parliament in December
1950, when he said that:
“From time immemorial the Himalayas have provided
us with magnificent frontiers. We cannot allow that
barrier to be penetrated because it is also the principal
barrier to India. Therefore, as much as we appreciate
the independence of Nepal, we cannot allow anything
to go wrong in Nepal or permit that barrier to be
crossed or weakened, because that would be a risk to
our own country.”29
With China taking an aggressive stand across its border
along all its neighbours, Nepal becomes more crucial
for India. If Chinese influence is not checked in the
Himalayan nation, then the Maoist led government’s
foreign policy decisions will be more favourable towards
China. This will weaken India’s position along its
northern borders.

“For [...] Modi’s ‘Neighbourhood First’ policy
to succeed, India needs to introspect and Prime
Minister Modi needs to find a Nepal policy that can
resurrect the image of India that he had successfully
presented-of friendly and caring India, sensitive
to Nepal’s concerns and generous in seeking [a]
mutually beneficial partnership”.30
India needs a dualistic approach to enhance its relationship
with Nepal. To check China’s influence, India needs to find
the right combination of hard power and soft power. In
the economic sector, the heavy dependence of Nepal on
India for trade can be converted into an opportunity by
helping Nepal to ‘enjoy’ the benefits of world’s fifth largest
economy. Introduction of new projects in the economy,
infrastructure and developmental sectors, will directly
benefit the Nepali citizens and address the vulnerabilities
of Nepal’s engagement with China, which will boost India’s
position in Nepal.
Hydroelectricity is another area where there is an immense
opportunity for India to invest and help Nepal solve
its electricity crisis. Prime Minister Modi outlined the
“HIT formula” to strengthen and develop Nepal through
highways, information sector, and transmission lines for
electricity. The current regime has shown its willingness
to engage with Nepal as equal partners. Prime Minister
Modi even conveyed to Prime Minister Oli during his last
visit that his India is open to revising the 1950 peace treaty
and has assured Nepal that he is ready to listen to all the
suggestions from Nepal’s side.31
In the post COVID scenario, the importance of healthcare
infrastructure, hospitals, and expert doctors will be in
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great demand in Nepal. This is another area where India
has the expertise and the fund to help Nepal. Construction
of hospitals and training of medical staff, are some
of the areas where India can contribute significantly.
Tele-medicine is another area in which India specialises
and has helped several African nations. India’s help in
these sectors will serve two purposes. First, it will directly
benefit the common people of Nepal which in turn will
enhance India’s image among them. Second, it may also
reduce China’s footprint in Nepal.

Conclusion
China’s influence has been growing in Nepal’s politics,
culture, and public opinion. Elite-to-elite diplomacy,
which comprises political visits, party visits, interactions
between non-government organisations, has also gained
importance between both the countries. The visit by
the incumbent Chinese President Xi Jinping further
strengthened the ties. During the visit, he promised to
turn Nepal from a “landlocked” country to a “land-linked
country”.32 There were twenty agreements signed during
his visits on infrastructure, border connectivity, security,
and investments.
Nepal-China relation is no more one-sided. Not just China,
but Nepal is also welcoming China with both hands.
Nepal wanted to take all advantages of the power politics
between the two giants – China and India – in the region.
Nepal now understands its importance in China’s South
Asia policy.
China with its deep pockets is trying to bring Nepal
under its ambit of influence. Despite China’s efforts,
India-Nepal relationship is still deep in some spheres.
The economy of Nepal is dependent on India for its trade
and revenue. India is still the largest trading partner of
Nepal, in both its import and export, and the majority
of third country trade of Nepal is carried through India.
In addition, approximately 5 million citizens of Nepal
work and own property in India.33 India and Nepal also
share deep religious connections, as numerous Nepalese
and Indian visit each other for pilgrimage. Also, many
men from Nepal are employed in India, mainly in the
Armed Forces.
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But in today’s world, the economy is an important thing
which plays a significant role in any country’s foreign
relations. Nepal, which is a developing country, requires
money for its growth and development. However, Nepal for
now, is trying to follow the ‘principle of equidistant’ with
India & China and will continue to do so even in the future.
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