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Foreign Minister Shishir
Khanal’s visit to China comes
at a moment when South Asia
is once again emerging as a
central arena of great-power
competition. As the interna-
tional system transitions from
an American-led unipolar order
toward a more contested multi-
polar landscape, Nepal finds
itself navigating an increas-
ingly complex strategic envi-
ronment shaped by the inter-
secting interests of China, In-
dia, and the United States.
Kathmandu’s message to
Beijing, New Delhi, and Wash-
ington appears increasingly
clear: Nepal seeks investment,
technology, connectivity,
trade, and growth from all part-
ners while preserving strategic
autonomy and avoiding exclu-
sive alignment with any com-
peting power bloc.

Against the backdrop of
Nepal’s emerging “Smart
Neighbourhood Policy,” the
visit was more than a routine
diplomatic engagement. The
government’s first major for-
eign visit to India underscored
the indispensability of Nepal-
India relations, while the sub-
sequent visit to China high-
lighted Beijing’s importance as
a source of investment, infra-
structure, and connectivity. At
the same time, growing inter-
actions with American officials
since April demonstrate
Kathmandu’s intention to main-
tain broad-based international
engagement. Taken together,
these developments suggest a
policy of strategic diversifica-
tion rather than strategic align-
ment.

A particularly important signal
from the visit was the

Shishir Khanal’s China Visit and Nepal’s Shift Toward

Strategic Economic Diplomacy

government’s increasing empha-
sis on economic statecraft.
Khanal repeatedly linked Nepal’s
economic underperformance,
trade deficits, and development
challenges to political instability.
The implication was clear: foreign
policy should increasingly serve
national economic objectives.
This represents a shift away from
traditional political symbolism
toward a more outcome-oriented
approach focused on attracting
investment, promoting exports,
generating employment, facilitat-
ing technology transfer, and accel-
erating economic transformation.
In Beijing, Chinese Foreign Min-
ister Wang Yi conveyed a mes-
sage centered on deeper strate-
gic cooperation and a stable en-
vironment for long-term Chinese
engagement. Emphasizing that “a
close neighbor is better than a
distant relative,” Wang under-
scored China’s desire to remain
Nepal’s most reliable develop-
ment partner amid changing re-
gional dynamics indicating
Mongolia’s “Third
Neighbourhood Policy” where he
just visited. He called for ex-
panding cooperation under
the Belt and Road Initiative
(BRI), strengthening connec-
tivity, and creating a transpar-
ent, predictable, and law-
based business environment
to facilitate greater Chinese
investment.

By BINOJ BASNYAT

Wang also commended Nepal’s
continued adherence to the One-
China Principle and its support for
China’s core interests, including
Taiwan and Xizang (Tibet).
China’s message reflects broader
strategic calculations. Situated
between China and India and ad-
jacent to Tibet, Nepal occupies a
geopolitical position that exceeds
the scale of its economy or mili-
tary capabilities. For Beijing,
Nepal is not merely a neighbor-
ing country but an important
component of its Trans Hima-
layan Multi-Dimensional Connec-
tivity Network (THMDCN) and
South Asian strategy.

Three themes emerged from
China’s position: continuity, con-
nectivity, and strategic trust.
First, Beijing seeks policy stabil-
ity and expects agreements
reached with successive govern-
ments to be implemented consis-
tently. Second, China continues
to view cross-border infrastruc-
ture, energy cooperation, trans-

portation networks, and digital
connectivity as long-term strate-
gic priorities. Third, Beijing
places significant emphasis on
political trust, particularly re-
garding issues related to sover-
eignty and territorial integrity.
Beneath the language of friend-
ship and development, China also
communicated several concerns.
The first relates to Tibet and
Beijing’s expectation that Nepal
prevent activities that challenge
Chinese sovereignty. The second
concerns the expanding presence
ofthe U.S. in Nepal. While China
does not oppose Nepal’s engage-
ment with Washington, it remains
cautious about any develop-
ments that could evolve into se-
curity arrangements perceived as
part of a broader Indo-Pacific
strategy aimed at containing
China.

In essence, Beijing’s message
was straightforward: Nepal is
free to engage all major powers,
but it should not become a plat-

form for activities that under-
mine China’s core security in-
terests.

At the same time, the U.S. has
significantly expanded its dip-
lomatic, development, eco-
nomic, and security engage-
ment across South Asia, in-
cluding Nepal. Through initia-
tives such as the Millennium
Challenge Corporation (MCC),
development cooperation, po-
litical exchanges, and institu-
tional partnerships, Washing-
ton seeks to strengthen politi-
cal influence, expand economic
opportunities, deepen security
cooperation, and ensure that
smaller states remain sovereign,
open, and not exclusively de-
pendent on any rival power.
This reflects a broader Ameri-
can strategy in South Asia:
engage emerging govern-
ments early, invest economi-
cally, expand security ties
gradually, and compete for in-
fluence without requiring for-
mal alliances.

For Nepal, the challenge is to
manage relationships with
multiple major powers without
becoming overly dependent
on any single actor. As strate-
gic competition intensifies, ex-
ternal powers will increasingly
seek influence through invest-
ment, aid, infrastructure
projects, political engagement,
and security cooperation.

Yet this competition also creates
opportunities. Nepal can leverage
the interests of China, India, the
U.S., and other partners to ad-
vance its own development pri-
orities, provided it maintains stra-
tegic clarity and policy consis-
tency.

The fundamental lesson from
Khanal’s China visit is that
Nepal’s diplomacy must be guided
by national interests rather than
geopolitical narratives crafted
elsewhere. Nepal neither benefits
from choosing sides nor from be-
coming a proxy arena for great-
power competition.

Instead, Kathmandu’s strategic
objective should be clear: main-
tain balanced relations with all
major powers, prioritize economic
statecraft over geopolitical align-
ment, preserve sovereign deci-
sion-making, and transform exter-
nal engagement into tangible
gains for national development.
As South Asia enters a new era of
geopolitical competition, the suc-
cess of Nepal’s foreign policy will
not be measured by its closeness
to any particular power. It will be
measured by its ability to engage
all powers while remaining firmly
committed to its own interests,
sovereignty, and long-term devel-
opment goals.

In that sense, the larger strategic
signal of Khanal’s visit to China
is that the new government is at-
tempting to redefine Nepal’s for-
eign policy from: “balancing pow-
ers politically” to “leveraging all
powers economically.” If sus-
tained, this would represent a shift
toward what might be called: Stra-
tegic Economic Diplomacy—
maintaining political neutrality
while maximizing economic oppor-
tunities from India, China, the U.S.,
and other partners.

Six Takeaways

1. This budget appears to represent
a shift from managing scarcity to ex-
panding productive capacity.

Tax simplification, industrial incen-
tives, startup reforms, digitization,
Al and investment facilitation sug-
gest an attempt to grow the economic
pierather than simply redistribute it.
2. The success of this strategy will
depend less on policy announcements
than on execution. The budget offers
incentives for private, diaspora, and
foreign investment, but turning one
rupee of public effort into five rupees
of productive private investment re-
quires functioning institutions, predict-
able rules, and administrative capac-
ity.

3. Even if growth accelerates after
the initial phase takes hold, the Fi-
nance Minister argues, the question
of participation remains.
International experience suggests that
long-term prosperity becomes du-
rable when farmers, workers, small
businesses, entrepreneurs, and re-
gional economies are connected to
the growth process.

4. Two structural transitions sit qui-
etly behind the budget debate. LDC
graduation will test Nepal s competi-
tiveness, while the FATF grey-list
challenge will test institutional cred-
ibility and financial governance.

5. Broad-based participation may
ultimately require a shifi from politi-
cal federalism to “development fed-
eralism.” International experience
suggests that high-growth nations
often rely on empowered subnati

Beyond the Budget:
Can One Rupee Become Five?

Wat Miast Hippen for Nepats Econonic Reset o Succiéd?

hopes to achieve its one-to-five mul-
tiplier; provinces and municipalities
may need to evolve from passive ad-
ministrative units into active devel-
opment partners supporting indus-
trial zones, agricultural clusters, tour-
ism corridors, investment promotion,
and service delivery.

6. The ultimate question extends be-
yond GDP growth. Nepals Fourth
Century trajectory may depend on
whether economic expansion is ac-
companied by stronger natural capi-
tal (Soil), social capital (Soul), and stra-
tegic connectivity (Spatial Strategy).

The Budget Debate

The budget has passed.

The real debate is only beginning.
Some see a historic departure. Oth-
ers see old wine ina new bottle. Some
argue that the reforms do not go far
enough. Others worry that they move
too quickly toward investors, technol-
ogy entrepreneurs, and market incen-
tives while leaving behind farmers,
workers, and vulnerable communities.
Meanwhile, the government’s defend-
ers have mounted an equally vigor-
ous response. They point to tax sim-
plification, industrial incentives, digi-
tal governance, startup support,
diaspora investment, artificial intel-
ligence, regulatory reform, and insti-
tutional restructuring as the founda-
tions of a new growth strategy.
What is striking is that this budget
fits neatly into neither of Nepal’s fa-
miliar narratives.

It is not a traditional socialist budget
primarily focused on redistribution.

governments to translate national
strategy into local growth. If Nepal

Nor is it a “bi lia budget” built
around protecting rents, permits,
monopolies, and middlemen. Instead,

it appeags to ye attempting something
different: a wager that Nepal can grow
its way out of stagnation by improv-
ing incentives, encouraging invest-
ment, formalizing economic activity,
expanding productive capacity, and
modernizing the state’s operating sys-
tem while maintaining protections for
the most vulnerable.

Whether that wager succeeds remains
to be seen as posed by a veteran jour-
nalist —only time will tell.

One phrase repeatedly used by Fi-
nance Minister Dr. Swarnim Wagle
captures the ambition. The goal, he
argues, is not simply to spend public
money. The goal is to create condi-
tions where one rupee of public ef-
fort attracts five rupees of private in-
vestment. Today’s economy of
roughly NPR 21 trillion must eventu-
ally become a much larger and more
productive economy over the coming
years. That is an ambitious vision.
The question is not whether every tax
provision in the budget is correct. Nor
is it whether every critic or defender
is right.

The more useful question may be this:
What conditions must exist for one
rupee to become fivea This, perhaps,
is Dr. Wagle’s central proposition—
and his Arjun Dristi.

History suggests that budgets alone
rarely transform countries. Succi
ful transformations occur when bud-
gets are accompanied by deeper insti-
tutional, economic, social, and strate-
gic conditions that allow reforms to
take root. Viewed from that perspec-
tive, three questions become central.
Can Nepal build an economic engine
capable of generating investment, pro-
ductivity, and growtha

Can that growth become broad-based
prosperity rather than remaining con-
centrated at the top elites.

Can Nepal preserve its soil, renew its
soul, and sustain a strategic direction
while pursuing growtha

The answers to these questions may
determine whether this budget be-
comes merely another annual fiscal ex-
ercise—or the beginning of a larger
national transition.

Let’s examine these questions one at
a time.

Can Nepal Build an Economic En-
ginex

The first condition is whether Nepal
can move from a low-productivity,
remittance-supported economy to-
ward a more investment-driven, pro-
duction-oriented economy.

This is where the budget is most
ambitious. The budget attempts to
reduce the cost of production through
reductions in customs duties on in-
dustrial raw materials, simplification
of customs structures, startup incen-
tives, regulatory reform, digitization,
investment facilitation, and support
for emerging sectors such as infor-
mation technology and artificial in-
telligence.

The underlying logic, as they argue,
is straightforward: if production costs
fall, compliance becomes simpler, ap-
provals become faster, and invest-
ment becomes easier, domestic firms
become more competitive. The bud-
get also reflects a deliberate effort to
formalize the economy. Many of the
controversial measures involving taxa-
tion, compliance, and digitization ap-
pear less about extracting additional
revenue and more about bringing pre-
viously informal economic activity
into the state’s visibility. At the same
time, it combines broad-based con-
sumption taxes with income tax re-
lief for the middle class, illustrating
the mixed nature of its approach.
Most importantly, the budget at-
tempts to crowd in private, diaspora,
and foreign capital because public re-
sources alone are insufficient. The
logic being that the public capital ex-
penditure, while important, cannot
by itself transform a nation of nearly
thirty million people.

Nepal’s problem is not simply a
shortage of money. There are sub-
stantial bank deposits, billions of dol-
lars in annual remittances, diaspora
savings, hydropower resources, en-
trepreneurial aspirations, and grow-
ing interest from international inves-
tors. The challenge is whether these
resources can be converted into pro-
ductive investment. Dr. Wagle ap-
pears to be betting that greater bu-
reaucratic efficiency, regulatory sim-
plification, digitization, and stronger

rule of law can improve Nepal’s
standing under the type of criteria
captured by the World Bank’s
Business Ready (B-READY)
framework: the quality of the regu-
latory framework, the effective-
ness of public services, and the
operational efficiency with which
both function in practice. Put dif-
ferently, the budget is not only
trying to create incentives; it is
trying to improve the transmis-
sion belt through which those in-
centives are converted into invest-
ment, production, and growth.
A less discussed backdrop to these
reforms is Nepal’s impending
graduation from the United Na-
tions” Least Developed Country
category. Whether graduation oc-
curs on the currently scheduled
timeline or after a temporary de-
ferral, the direction is clear. Nepal
will gradually lose some preferen-
tial market access and highly
concessional forms of support
that have historically cushioned its
economy. As those preferences
decline, competitiveness must in-
creasingly come from domestic ef-
ficiency rather than international
exemptions. Seen from this per-
spective, many of the budget’s re-
forms—customs modernization,
digital governance, regulatory sim-
plification, and export competitive-
ness—can be understood as prepa-
rations for a post-LDC economy.
Another challenge is credibility.
Nepal’s recent placement on the
FATF grey list highlights concerns
regarding financial transparency,
anti-money-laundering systems,
and institutional oversight. Inves-
tors increasingly compete among
countries not only on tax rates and
labor costs but also on trust and
regulatory credibility. If LDC
graduation creates a competitive-
ness challenge, the grey-list issue
creates a credibility challenge.
Both matter.

International experience offers
useful lessons. Following reforms
after 2004, Georgia simplified
taxes, streamlined customs, re-
duced bureaucratic friction, and

improved business registration. Revenue
collection improved largely because
compliance improved and trust in-
creased. Estonia dramatically reduced
administrative costs through digital gov-
ernance. Vietnam connected foreign in-
vestment, industrial zones, logistics, ex-
ports, skills development, and infra-
structure into a coordinated production
system. South Korea and Taiwan did
not simply liberalize markets. They co-
ordinated exports, finance, industrial
upgrading, and production ecosystems.
The lesson is clear.

Private investment matters, but it rarely
appears automatically.

It requires predictable rules, function-
ing institutions, credible enforcement,
infrastructure, market access, and ad-
ministrative competence.

Wagle’s one-to-five ratio assumes a func-
tioning transmission belt. An engine
may generate power, but without an ef-
ficient transmission system, that power
never reaches the road. Likewise, re-
forms announced in Kathmandu cannot
crowd in private investment if permits,
land records, customs, utilities, courts,
and local administration remain slow or
unpredictable.

A related question receives surprisingly
little attention in most budget debates:
Who owns developmenta While many
of the reforms discussed in this budget
operate at the federal level, investment
ultimately occurs in places, not minis-
tries. Businesses interact with munici-
palities, provincial agencies, land of-
fices, utilities, roads, industrial estates,
and local institutions. This raises a
broader question about whether Nepal’s
federal system is functioning primarily
as an administrative arrangement or as a
development system. Finance Minis-
ter Wagle has outlined a vision of more
integrated regional and economic devel-
opment, but the specific role of provin-
cial and local governments in translat-
ing that vision into growth remains less
clearly articulated. Because the success
of any growth strategy may ultimately
depend on the quality of this transmis-
sion belt between national policy and
local execution, the issue deserves closer
examination (see Appendix B: The El-
ephant in the Room—Development
Federalism). Contd....
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