
NEPAL
Table 1 2022
Population, million 30.5

GDP, current US$ billion 40.1

GDP per capita, current US$ 1314.3

International poverty rate ($2.15)a 8.2

Lower middle-income poverty rate ($3.65)a 40.0

Upper middle-income poverty rate ($6.85)a 80.4

Gini indexa 32.8

School enrollment, primary (% gross)b 125.4

Life expectancy at birth, yearsb 69.2

Total GHG emissions (mtCO2e) 52.5

Source: WDI, Macro Poverty Outlook, and official data.
a/ Most recent value (2010), 2017 PPPs.
b/ Most recent WDI value (2020).

Following GDP growth of 5.8 percent in

FY22, import restrictions contributed to

slower growth in the first half of FY23.

The fiscal deficit has been held under 4

percent of GDP by sharply reducing ex-

penditures to match revenue weakness. A

weak labor market recovery post

COVID-19 and lower human capital in-

vestments risk rising inequality. Elec-

tions in FY22 and FY23 were followed by

a collapse of the ruling coalitions.

Key conditions and
challenges

Nepal’s economic growth averaged 4.5 per-
cent annually between FY13 and FY22, ele-
vating the country to lower middle-income
status in 2020. Growth benefited from sub-
stantial remittance inflows averaging 23
percent of GDP per year over the same peri-
od. The jobs recovery following COVID-19
has been both slow and weak, therefore rais-
ing risks of poverty and inequality in the
medium term. Approximately 30 percent of
workers who recovered a job experienced
more than one employment transition; re-
covered jobs were of lower quality (23 per-
cent), and they resulted in lower earnings
(53percent)comparedto jobs thatwere lost.
Productivity is low across the board and is
growing too slowly for Nepal to converge to
higher income countries. Underlying con-
straints include infrastructure gaps, chal-
lenging geographic conditions, and remit-
tances appreciating the real exchange rate
and thus hindering the development of an
export sector. A structural deficit has
emerged following the transition to federal-
ism as new administrative structures have
been established while spending responsi-
bilities have yet to be fully devolved.

Recent developments

Nepal’s economy emerged from the pan-
demic with real GDP estimated to have

grown 5.8 percent in FY22, up from 4.2
percent in FY21. High-frequency indica-
tors suggest slower growth in the first
half of FY23 (H1FY23) relative to H1FY22,
as monetary policy tightened and import
restriction measures continued. Industrial
growth has benefitted from additional hy-
dropower generation capacity, while ser-
vices have benefitted from post-pandemic
demand and a gradual pickup in tourism.
Agricultural production has been favored
by a good monsoon season. Russia’s in-
vasion of Ukraine has contributed to ris-
ing inflation, peaking in mid-July 2022 at
8.1 percent year-on-year before gradual-
ly declining to 7.3 percent year-on-year
by mid-January 2023. Inflation has been
broad-based, and the rising cost of basic
necessities negatively impacted the poor
and vulnerable.
The Nepali economy imports much more
than it exports and over half of all fiscal
revenues are trade related. Expansive
monetary policy and sluggish remittances
following the pandemic led to a wide cur-
rent account deficit (CAD) of 12.8 percent
of GDP in FY22. Although reserves are
deemed adequate, as they approached the
policy floor of 7 months of import cov-
er the government raised the policy rate
by 350 basis points between February and
August 2022 to 7 percent, imposed a ban
on selected imports in April 2022, and
raised letter of credit and cash backing
requirements on imports. These import
restrictions reduced the CAD and stabi-
lized foreign exchange reserve stocks as
intended in the H1FY23. Unintended con-
sequences include a steep drop in fiscal
revenues and slower growth in H1FY23

FIGURE 1 Nepal / Real GDP levels: Actual vs. pre-covid
trend
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FIGURE 2 Nepal / Current account deficit

-8

-6

-4

-2

0

2

4

6

H1FY18 H1FY19 H1FY20 H1FY21 H1FY22 H1FY23

Workers' remittances Balance of goods and services
Current account balance

USD Billion

Sources: World Bank staff calculations and Nepal Rastra Bank.

MPO Apr 231



as goods imports fell. Import restrictions
were gradually lifted, with the final restric-
tions removed in January 2023. Worker mi-
gration has recovered, and in H1FY23 re-
mittances were 13.9 percent higher in nom-
inal dollar terms than during H1FY22.
The fiscal deficit narrowed to 3.5 percent of
GDP in FY22, driven by capital budget un-
der-execution, delayed passage of the FY22
budget, and greater trade-related revenues
associated with elevated imports. This
trend reversed quickly as the fiscal balance
turned negative in H1FY23 for the first
time in five years. Fiscal revenues fell and
expenditures were driven by electoral
spending and higher public wages. Con-
secutive fiscal deficits have increased the
debt-to-GDP ratio from 22.7 to 41.5 percent
from FY17 to FY22, roughly half of which
is highly concessional external debt.

Outlook

Nepal’s macroeconomic outlook has
dimmed, reflecting external shocks such as
the war in Ukraine as well as domestic

policies including import restrictions,
monetary policy tightening, and political
uncertainty. Local elections in May 2022
and national and provincial elections in
November 2022 were followed by succes-
sive changes in administration, the most
recent being the collapse of the ruling
coalition in March 2023.
The forecast projects growth declining to
4.1 percent in FY23 before rising to 4.9 per-
cent in FY24. As the previous World Bank
projection in October 2022 envisaged FY23
GDP real growth at 5.1 percent, the econ-
omy is now forecast to be smaller through
FY25 than under the previous forecast. It
is recommended that the authorities rely
more heavily on price signals to reduce
credit growth and thus import demand in
the future, instead of import quantity re-
strictions, to manage foreign exchange re-
serves. Other notable elements of the fore-
cast include a 1.3 percentage point of GDP
loss of both fiscal revenues and expendi-
tures in FY23 relative to FY22, as spending
was reduced to adjust to the unplanned
revenue shortfall. As a result, the fiscal
deficit is projected to remain steady at 3.5
percent of GDP in FY23 before narrowing

slightly to 3.2 percent in FY24. Total public
debt is projected to rise to 41.7 percent of
GDP in FY23 before stabilizing in the fore-
cast period. Remittances are forecast to
grow through FY25, reflecting strong mi-
gration outflows. The CAD is expected to
narrow sharply to 2.8 percent of GDP in
FY23 and FDI remains very low, leaving
external borrowing and reserves draw-
downs to continue financing the CAD.
Risks to the outlook are tilted to the down-
side. No new shocks are included in the
forecast; given the increasing frequency of
shocks in recent years, this may be opti-
mistic. Political stability may not be
achieved in the forecast period. Higher-
than-expected inflation would reduce
household purchasing power and drag
growth. Welfare recovery remains uncer-
tain due to rising inflation and risks to
agricultural production. Reduced invest-
ments in human capital, especially
amongst those yet to recover from a job
loss following COVID-19, also impose
risks to rising inequality. For the latter
group, 8 and 11 percent report dropouts
in school enrollment and incomplete early
childhood vaccinations, respectively.

TABLE 2 Nepal / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021 2022e 2023f 2024f 2025f
Real GDP growth, at constant market prices -2.4 4.2 5.8 4.1 4.9 5.5

Private Consumption 3.6 4.3 5.4 2.5 3.7 4.5
Government Consumption 3.8 -1.7 5.5 6.3 3.5 6.6
Gross Fixed Capital Investment -8.9 9.8 4.6 -15.7 21.7 13.3
Exports, Goods and Services -15.9 -21.1 35.0 9.1 21.6 18.4
Imports, Goods and Services -20.8 16.3 15.0 -12.3 17.5 12.3

Real GDP growth, at constant factor prices -2.4 3.8 5.5 4.1 4.9 5.5
Agriculture 2.4 2.8 2.3 2.5 2.6 2.8
Industry -4.0 4.5 10.2 3.2 6.5 8.9
Services -4.5 4.2 5.9 5.2 5.6 5.9

Inflation (Consumer Price Index) 6.1 3.6 6.3 6.8 6.0 5.5

Current Account Balance (% of GDP) -0.9 -7.8 -12.8 -2.8 -4.2 -3.6
Net Foreign Direct Investment Inflow (% of GDP) 0.5 0.5 0.4 0.0 0.3 0.4

Fiscal Balance (% of GDP) -5.4 -4.1 -3.5 -3.5 -3.2 -3.3
Revenues (% of GDP) 22.2 23.7 23.2 21.9 22.5 22.6
Debt (% of GDP) 36.9 40.6 41.5 41.7 41.6 41.5
Primary Balance (% of GDP) -4.7 -3.3 -2.6 -2.1 -2.1 -2.4

GHG emissions growth (mtCO2e) 0.4 3.6 4.4 3.5 3.9 4.4
Energy related GHG emissions (% of total) 28.0 28.8 29.9 31.2 33.1 35.7

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast.
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