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AFGHANISTAN

of whom are women and children, will
need humanitarian assistance.

Recent Developments
In August the Taliban assumed
power in Afghanistan, with immediate repercussions across an economy already facing daunting development challenges. Rapid reduction
in international grant support, loss
of access to offshore assets, and disruption to international financial
linkages are expected to lead to a
major economic contraction, increasing poverty and food insecurity, and macroeconomic instability.

Key conditions and
challenges
The August political crisis has resulted in
an abrupt cessation of most international
aid and all international security assistance (security and civilian grant inflows
were previously equivalent to 45 percent
of GDP, financing 75 percent of public
expenditure). Under international sanctions arrangements, Afghanistan has lost
access to offshore central bank assets of
around $9 billion (45 percent of GDP),
while the capacity of commercial banks to
transact internationally has been substantially curtailed. The financial sector has
been hobbled by a shortage of both foreign and domestic currency notes. The
combined impacts of rapidly declining
grants, loss of access to offshore assets,
and financial sector dysfunction are likely
to include a sharp contraction of economic activity, inflation or shortages of imported goods, and a severe increase in
poverty and hardship.
Beginning in April 2021, Afghanistan
experienced a third COVID-19 wave. Infection rates have reached record highs,
with less than five percent of the population fully vaccinated. At the same time,
severe drought conditions are driving a
mounting food security crisis. The UN is
now estimating that the total number
facing acute food insecurity could increase to 14 million (or more than onethird of the total population). As a result
of recent conflict, an estimated 3.5 million
internally displaced persons, 80 percent

Afghanistan’s economic growth was slow
up to August 2021, reflecting weak confidence amid a rapidly worsening security
situation. In addition, drought conditions
negatively affected agricultural production. Output is expected to have contracted sharply since the Taliban takeover due
to the combined impacts of a sudden stop
in donor and government expenditure,
disruptions to trade, and dysfunction of
the banking sector.
Inflation accelerated gradually over the
first half of 2021. Energy prices increased
by 12 percent in the first half of the year
in line with global trends. Prices for
basic household goods, including food
and fuel, increased substantially as the
Taliban captured border posts and key
transit hubs, disrupting supply chains.
Inflation further accelerated following
the Taliban takeover, reflecting depreciation, hoarding, and disruptions to international trade.
Government revenues fell short of budgeted levels throughout 2021, reflecting
excessively optimistic revenue targets.
Since mid-July, revenue performance
worsened as the Taliban captured major
border crossings. Budget execution faltered in the context of deteriorating security conditions for project implementation
(the development budget execution rate
was 28.4 percent at end-July, compared to
32.1 percent in 2020, and slowed sharply
thereafter). By early August, the Taliban
had gained control of customs points accounting for around 57 percent of total
customs collections, equivalent to roughly
27 percent of total government revenue
collection. In the Mid-Year Budget Review, government revised down revenue
targets by 26 percent and slashed allocations to development projects and other
discretionary expenditures by 45 percent
(or $0.5 billion). Limited information is
available regarding fiscal performance
since the Taliban takeover. The interim
Taliban government has resumed centralized customs collections, with daily collections equal to around 50-60 percent of
the 2020 average.
The financial sector, already facing important constraints, has been pushed into
crisis. Liquidity of both commercial banks
and the central bank were substantially
eroded in the lead-up to August 15, due
to a high volume of cash withdrawals
from commercial banks and intensified
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USD auctions. Banks ceased operating
immediately following the Taliban takeover, and since reopening have faced major difficulties in processing international
transactions due to central bank regulatory measures to control capital outflows
and offshore corresponding banks’ reluctance to engage in transactions given
sanctions concerns. Firms and households
have been unable to access bank deposits,
with strict limits imposed by the central
bank on the withdrawal of USD and local
currency. Constrained ability to process
international transactions has undermined formal sector international trade,
with firms unable to transfer funds overseas to pay for imports.
Severe uncertainty and anticipated lower
donor inflows placed pressure on the
exchange rate through the first half of
2021 with the Afghani depreciating by
around four percent against the USD.
The central bank responded through
increased USD interventions (totaling
$1.2 billion, or around 15 percent over
2020 levels) leading to a slight depletion
of international reserves. Money market
fragmentation and sporadic Taliban
efforts to control rates offered by traders
preclude any accurate assessment of
exchange rate movements since the Taliban takeover.
The poverty rate for the April-September
2020 period was estimated at 49.5 percent.
Poverty is expected to have remained at
similar levels over the first half of 2021,
with recovery from the COVID-19 crisis
impeded by political developments and
drought conditions.

Outlook
The economic and development outlook
is stark. Sharp reductions in international
aid are driving a collapse in basic health
and education services. The sudden loss
of public sector activity will have impacts
throughout the economy, especially in
the service and construction sectors
(which account for 58 percent of GDP).
Declining grants combined with a loss of
access to foreign exchange is expected to
result in a balance of payments crisis,
with Afghanistan historically reliant on
grant inflows to finance its very large
trade deficit (28 percent of GDP in 2020).
On the current trajectory, Afghanistan is
likely to face depreciation of the Afghani,
inflation, and shortages of critical household goods, including food and fuel
(around 80 percent of electricity, between
20-40 percent of wheat, and nearly all
fuel oil is imported).

A substantial share of the population is
expected to move below the poverty line,
reflecting negative impacts through employment and price channels. Ten million
Afghans are vulnerable to falling into
poverty, living with incomes between one
and 1.5 times the poverty line ($0.94 per
person per day). The food security situation will also deteriorate, with potential
long-term negative impacts given Afghanistan’s young population.

Note: The World Bank has paused disbursements in our operations in Afghanistan and
does not have the authorizing environment
to engage in financing. We are closely monitoring and assessing the situation in line
with our internal policies and procedures. As
we do so, we will continue to consult closely
with our Board of Directors, the international community, and development partners.

MPO 185 Oct 21

BANGLADESH
Table 1

Key conditions and
challenges

2020

P o pulatio n, millio n

164.7

GDP , current US$ billio n

323.1

GDP per capita, current US$

1961.7

Internatio nal po verty rate ($ 1.9)

a

14.3
a

52.3

a

84.2

Lo wer middle-inco me po verty rate ($ 3.2)
Upper middle-inco me po verty rate ($ 5.5)
a

32.4

Gini index

Scho o l enro llment, primary (% gro ss)

b

116.5

b

72.6

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

234.8

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 6), 201 1 PPPs.
(b) WDI for School enrollment (201 8); Life expectancy (201 9).

A modest recovery in GDP growth was
sustained in the second half of FY21, despite ongoing movement restrictions to
control the COVID-19 pandemic. The
recovery is expected to gradually accelerate, particularly if the supply of vaccines
rises and if the economic scarring effects
of the pandemic can be contained. Downside risks include new waves of COVID19 that could dampen external demand
for Bangladesh’s exports and overseas
labor force. The poverty rate is expected to
marginally reduce to 12.5 percent in
FY21, using the international poverty
rate ($1.9 in 2011 PPP).

Bangladesh made rapid development progress over the past two decades, reaching
lower-middle-income country status in
2015. Growth was supported by a demographic dividend, sound macroeconomic
policies, and an acceleration in readymade
garment (RMG) exports, while job creation and remittance inflows contributed to
a sharp decline in poverty. However, from
2013 onward, the pace of job creation and
poverty reduction slowed, even as GDP
growth accelerated. Persistent structural
weaknesses include low institutional capacity, highly concentrated exports, growing financial sector vulnerabilities, unbalanced urbanization, and slow improvements in the business environment. Bangladesh is also highly vulnerable to the
effects of climate change. Bangladesh’s
expected graduation from the UN’s Least
Developed Country status in 2026 will
present opportunities but also challenges,
including the eventual loss of preferential
access to advanced economy markets.
The COVID-19 pandemic continued to
weigh on economic growth and poverty
reduction in FY21, as movement restrictions
hampered industrial and service sector activity. On the demand side, losses in employment income dampened consumption
growth, although robust remittance inflows
provided some buffer. Exports and imports
bounced back, but investment remained
muted due to lingering uncertainties and

FIGURE 1 Bangladesh / Budget balance and change in debt

pre-existing structural weaknesses. The
government’s COVID-19 stimulus program provided firms with access to working capital and low-cost loans to sustain
operations and retain employees, although lending to smaller firms and the
informal sector has been limited. After
initial delays in the delivery of vaccine
doses, the immunization campaign picked
up in July and August 2021.
Downside risks to the outlook persist.
New waves of COVID-19 could necessitate
additional movement restrictions, dampen
demand for RMG, and/or limit the outflow
of migrant workers. Vulnerabilities in the
financial sector and realization of contingent liabilities stemming from nonperforming loans could pose a fiscal burden and may impair investment, limiting
the pace of the economic recovery.

Recent developments
After decelerating in FY20, economic
growth accelerated modestly to 5.0 percent
in FY21. Merchandise exports grew by 15.4
percent as RMG export orders were reinstated and factories remained open despite
recurrent lockdowns. On the demand side,
growth was primarily supported by private consumption, underpinned by a recovery in labor income and robust remittance inflows. Growth in imports of
consumer goods and capital goods point
toward a broad-based recovery.
Inflation remained stable at 5.6 percent
in FY21, marginally above the Bangladesh Bank’s (BB) target of 5.5 percent. BB

FIGURE 2 Bangladesh / Actual and projected poverty rates
and real GDP per capita
Poverty rate (%)
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Lower middle-income pov. rate
Real GDP pc

continued its expansionary monetary policy despite ample liquidity. Growing risk
aversion among commercial banks, a cap
on lending rates, and rising nonperforming loans limited the transmission
of monetary policy to lending volumes.
Private sector credit growth continued to
decline, falling from a high of 13.3 percent
(y-o-y) in December 2018 to just 8.4 percent (y-o-y) by the end of FY21.
The balance of payments surplus rose in
FY21. The current account deficit contracted as official remittance inflows surged by
36.1 percent (y-o-y), while the trade deficit
widened. Official remittance flows likely
reflect increased use of formal payment
systems, as the traditional hundi system
was disrupted by travel restrictions. The
financial account surplus rose with higher
external short and long-term loans. Foreign exchange reserves remained adequate at 7.6 months of goods and nonfactor services imports at the end of FY21.
The fiscal deficit is estimated to have widened marginally to 6.1 percent of GDP in
FY21. Expenditure growth remained modest as the rising costs of COVID-19 related
social protection programs and stimulus
packages were partially offset by deferral of
low priority development projects. Real
revenue collection is estimated to have increased in FY21 with the recovery in trade
and domestic economic activities despite

the disruptions caused by the pandemic.
Borrowing has increased to finance a growing deficit and debt-to-GDP was estimated
at 40.0 percent by the end of FY21.
The COVID-19 pandemic has put the substantial poverty reduction gains of the past
decade at risk. Poverty increased from 11.9
percent in FY19 to an estimated 12.9 in
FY20, using the international poverty rate
($1.9 in 2011 PPP). A nationally representative phone survey showed income losses
and high levels of self-reported food insecurity in FY20. In poor areas of Dhaka and
Chittagong, surveys showed that adults
who stopped working due to COVID-19
were 11 percent more likely to report food
insecurity. As growth strengthened in
FY21, household surveys point to a gradual recovery in employment and earnings.
Estimated poverty remained flat, although
food security improved across the country,
with the greatest increase in Chittagong.

Outlook
A gradual recovery is expected as Bangladesh navigates the persistent effects of
COVID-19. GDP growth is forecast to
reach 6.4 percent in FY22, before accelerating to 6.9 percent in FY23 as exports and
consumption continue to recover. The

TABLE 2 Bangladesh / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Net Foreign Direct Investment (% of GDP)
Fiscal Balance (% of GDP)
Debt (% of GDP)
Primary Balance (% of GDP)
International poverty rate ($1.9 in 2011 PPP) a,b
Lower middle-income poverty rate ($3.2 in 2011 PPP) a,b
Upper middle-income poverty rate ($5.5 in 2011 PPP) a,b
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

surge in official remittance inflows is unlikely to persist if the net outflow of migrant workers slows in FY22 and use of
formal payment channels declines as travel restrictions are eased. The fiscal deficit
is projected to remain above 5.5 percent of
GDP over the medium term. Revenue
mobilization will be supported by ongoing policy and administrative reforms to
VAT and income tax, while higher capital
expenditure on infrastructure megaprojects is expended to increase public expenditure. Sustaining the economic recovery and further reducing poverty will depend in part on mitigating economic scarring through targeted support to vulnerable households and businesses.
Downside risks to the outlook persist.
Fiscal risks include weak domestic revenue growth (if tax reforms are delayed)
and higher COVID-19-related expenditure. In the financial sector, contingent
liabilities from non-performing loans combined with weak capital buffers could
necessitate recapitalizations of stateowned banks and depress credit growth.
External risks remain elevated. While demand for RMGs appears to be stabilizing,
the recovery is fragile. Demand for Bangladesh’s overseas workforce in the Persian
Gulf region may also be impacted by the
ongoing recession in that region, impairing future remittance inflows.

(annual percent change unless indicated otherwise)
2017/18
7.9
11.0
15.4
10.5
8.1
27.0
7.9
4.2
12.1
6.4
5.8
-3.5
0.6
-4.6
31.9
-2.8
12.7
49.4
82.9
3.1
38.2

2018/19
8.2
3.9
9.0
8.4
10.9
-2.0
8.4
3.9
12.7
6.8
5.5
-1.5
0.9
-5.4
33.1
-3.5
11.9
47.9
82.2
3.8
39.4

2019/20 2020/21 e 2021/22 f 2022/23 f
3.5
5.0
6.4
6.9
5.2
5.3
5.5
5.7
6.0
9.5
8.7
8.2
1.9
6.2
7.4
8.4
-18.2
10.5
9.4
9.9
-10.4
13.8
7.7
8.1
3.9
4.8
6.3
6.6
4.6
3.9
4.1
4.6
3.2
6.8
8.1
8.5
4.2
3.6
5.6
5.9
5.6
5.6
5.6
5.8
-1.5
-1.1
-2.3
-2.6
0.4
0.5
0.6
0.6
-5.5
-6.1
-6.0
-5.5
36.7
39.9
41.4
41.9
-3.4
-3.9
-3.7
-3.1
12.9
12.5
11.9
11.2
49.8
48.9
47.8
46.6
83.1
82.7
82.1
81.5
2.4
1.9
3.1
3.4
40.3
41.4
42.5
43.8

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices. Emissio ns data so urced fro m CA IT and OECD.
No tes: e = estimate, f = fo recast.
NA
(a) Calculatio ns based o n SA R-P OV harmo nizatio n, using 2010-HIES and 2016-HIES.A ctual data: 2016. No wcast: 2017-2020. Fo recast are fro m 2021to 2023.
(b) P ro jectio n using annualized elasticity (2010-2016) with pass-thro ugh = 1based o n GDP per capita in co nstant LCU.
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BHUTAN

Key conditions and
challenges

Table 1

2020

P o pulatio n, millio n

0.8

GDP , current US$ billio n

2.5

GDP per capita, current US$

3125.0

Internatio nal po verty rate ($ 1.9)

a

1.5
a

12.2

a

38.9

Lo wer middle-inco me po verty rate ($ 3.2)
Upper middle-inco me po verty rate ($ 5.5)
a

37.4

Gini index

Scho o l enro llment, primary (% gro ss)

b

b

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

105.8
71.8
-5.3

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 7), 201 1 PPPs.
(b) WDI for School enrollment (2020); Life expectancy (201 9).

Output is estimated to contract by 1.2
percent in FY20/21, reflecting the
standstill in the tourism industry and
COVID-19-related disruptions in the
non-hydro industrial sector. While the
country has been highly successful in
fighting the pandemic, strict COVID19 containment measures and resulting
delays in hydro projects are expected to
constrain the economic rebound in the
short to medium term. Poverty is expected to slightly increase due to high
food price inflation and continued disruption in economic activities.

Annual real GDP growth has averaged
7.5 percent since the 1980s, fueled by a
rapid expansion of the public sector-led
hydropower production. Significant hydro rents have helped the country to substantially reduce poverty. From 2007
through 2017, the poverty rate dropped
from 36 percent to 12 percent, based on
the $3.20/day poverty line. While hydropower has provided a reliable source of
growth, non-hydro sectors, facing constraints related to the country’s challenging investment climate including high
trade costs and a small domestic market,
remain less competitive. As a result, job
creation outside of the public sector and
agriculture has been limited.
Bhutan has been successful in fighting the
COVID-19 pandemic, thanks to stringent
containment measures. But it came with
high economic costs as well. The border
remained closed in FY20/21 (July 2020 to
June 2021), despite fast vaccination progress with over 90 percent of the eligible
population fully vaccinated by August
2021. Tourism activities did not resume in
FY20/21, and non-hydro industrial activities were adversely impacted by foreign
labor shortages and trade disruptions with
India, Bhutan’s largest trading partner. As
a result, the unemployment rate rose to 5
percent in 2020, from 2.7 percent in 2019,
whereby the rate of job losses was highest
in urban areas and among the youth.

FIGURE 1 Bhutan / Inflation (y/y)

While COVID-19 relief measures have
helped businesses to maintain operations in
the short term, especially SMEs, financial
sector vulnerabilities are expected to
reemerge with elevated levels of nonperforming
assets
once
forbearance
measures are phased out. A delay in large
hydro projects and spending pressures, including sizable COVID-19 relief measures,
have exacerbated fiscal risks. As the threat
of a domestic outbreak subsides, the government will need to shift its attention from
relief efforts, which include income support
measures and a partial interest rate waiver,
to supporting the economic recovery and
resilience, including reforms to strengthen
financial sector stability. The pace of the
recovery will also depend on the vaccination progress globally, and specifically in
India given significant tourism and trade
linkages between the two countries.

Recent developments
The economy contracted by 1.2 percent in
FY20/21. Services sector output fell by 3.6
percent, as the tourism industry remained
at a standstill. While the hydro sector supported industry sector growth, construction and manufacturing were adversely
affected by labor shortages and high input
prices. On the demand side, private consumption contracted due to domestic
COVID-19 containment measures and
lower incomes.
Average inflation increased from 3.0 percent in FY19/20 to 8.2 percent in FY20/21.
While food inflation eased to 10.1 percent

FIGURE 2 Bhutan / Actual and projected poverty rates and
real GDP per capita
Poverty rate (%)
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Sources: Government of Bhutan and World Bank staff calculations.

Source: World Bank. Notes: see Table 2.
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2017

2019

2021

Lower middle-income pov. rate
Real GDP pc

in June 2021, from a peak of 17.0 percent
in February 2021, non-food inflation accelerated in FY20/21, in line with price development in India and higher fuel prices.
High food inflation likely eroded the real
incomes of many rural poor. This is expected to have led to a slight increase in
the $3.20 poverty rate, from 10.3 in
FY18/19 to 11.0 percent in FY19/20.
The current account deficit has further narrowed to 11.5 percent of GDP in FY20/21,
driven by a smaller trade deficit than in
FY19/20. Goods exports (as a share of GDP)
remained resilient, supported by an increase in hydro exports from Mangdechhu
and trade facilitation measures for nonhydro goods, mainly minerals and metals.
Goods imports declined further compared
to FY19/20. Gross international reserves
increased by 16 percent (y-o-y) to $1.6 billion in May 2021, equivalent to 15.8 months
of goods and services imports.
The fiscal deficit widened to 8.1 percent of
GDP in FY20/21. Total revenues declined
sharply because of weak economic activity, despite a one-off increase in hydro
profit transfers from the on-streaming of
Mangdechhu. Total expenditures increased, driven by an increase in capital
expenditures (largely covered by external
grants) and COVID-19 relief measures
(projections include expenses from the
Druk Gyalpo’s Relief Kidu program,

which includes temporary income support
and a partial interest rate waiver). Public
debt stands at 124.7 percent of GDP as of
June 2021 (up from 119.9 percent in
FY19/20). However, debt sustainability
risks are moderate as the bulk of the debt
is linked to hydropower project loans
from India (to be paid off from future hydro revenues) with low refinancing and
exchange rate risks.

Outlook
The growth rebound in the short to medium term will be constrained by continued
COVID-19 related restrictions and lower
hydro outputs due to maintenance works
and further delays in the Puna II hydro
project, which will affect hydro exports
and government revenues. The economy is
expected to gradually recover in FY21/22,
with output returning to pre-pandemic
levels in real terms. Construction activity is
expected to normalize, with improved
availability of migrant labor from India
and an expansion of public infrastructure
projects. Non-hydro exporting industries
will be supported by improved external
demand from India. With tourism likely to
recover gradually, services sector growth
is expected to pick up in FY22/23.

TABLE 2 Bhutan / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Fiscal Balance (% of GDP)
Debt (% of GDP)
Primary Balance (% of GDP)
International poverty rate ($1.9 in 2011 PPP) a,b
Lower middle-income poverty rate ($3.2 in 2011 PPP) a,b
Upper middle-income poverty rate ($5.5 in 2011 PPP) a,b
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

Inflation is projected to remain elevated in
the short term, in line with price developments in India and higher fuel prices. The
current account deficit is expected to remain
low relative to pre-COVID levels. Nonhydro exports, including tourism services,
are projected to recover gradually, offsetting the temporary reduction in hydro
exports due to maintenance works. Imports
are expected to increase from FY21/22 on
the back of higher capital imports related to
infrastructure and hydro construction.
The fiscal deficit is expected to remain elevated at 6.6 percent in FY21/22. The increase in tax revenues, reflecting the recovery in the non-hydro sectors, will be more
than offset by a decline in hydro profit
transfers from Mangdechhu. Spending
pressures also remain high, as the government plans to frontload capital expenditure under the 12th Five-Year Plan to support the economic recovery. The deficit is
expected to narrow from FY22/23 onward
as revenues from the tourism sector recover. Public debt is projected to remain elevated as a share of GDP due to low economic growth and high fiscal deficits, and
to increase further in FY22/23 with an increase in hydropower investments.
The $3.20 poverty rate is projected to
rise further to 11.6 percent in FY20/21,
given continued disruptions in economic activities.

(annual percent change unless indicated otherwise)
2017/18
3.8
10.0
3.7
-3.6
5.5
3.6
3.2
3.6
-1.3
7.8
3.7
-18.4
-1.6
113.4
-0.3
1.4
11.3
37.6
-0.2
-15.1

2018/19
4.3
10.1
7.0
-11.4
9.6
0.5
4.5
2.7
-1.6
10.8
2.8
-20.5
-1.6
106.6
-0.7
1.2
10.3
36.3
-0.2
-15.6

2019/20 2020/21 e 2021/22 f 2022/23 f
-0.6
-1.2
3.6
4.3
1.0
-4.0
3.5
4.5
30.2
0.3
-15.7
-1.0
-27.2
1.0
17.6
-1.6
6.3
-10.5
6.4
16.7
-6.1
-9.1
5.3
6.3
0.5
-1.2
3.6
4.3
1.9
3.5
3.5
3.5
-1.3
0.2
3.5
3.6
1.7
-3.6
3.8
5.0
3.0
8.2
4.9
4.2
-12.1
-11.5
-11.4
-8.9
-1.9
-8.1
-6.6
-5.4
119.9
124.7
125.0
136.6
-1.4
-7.1
-5.0
-4.0
1.3
1.4
1.3
1.1
11.0
11.6
10.9
9.8
37.1
38.0
37.0
35.3
0.3
0.1
-1.3
-1.5
-15.5
-15.3
-15.9
-16.7

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices.
No tes: e = estimate, f = fo recast.
NA
(a) Calculatio ns based o n SA R-P OV harmo nizatio n, using 2017-B LSS.A ctual data: 2017. No wcast: 2018-2020. Fo recast are fro m 2021to 2023.
(b) P ro jectio n using neutral distributio n (2017) with pass-thro ugh = 0.87 based o n GDP per capita in co nstant LCU.
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INDIA

Key conditions and
challenges

Table 1

2020

P o pulatio n, millio n

1380.0

GDP , current US$ billio n

2661.1

GDP per capita, current US$

1928.3

Internatio nal po verty rate ($ 1.9)

a

22.5

Lo wer middle-inco me po verty rate ($ 3.2)

a

61.7

a

35.7

Gini index

Scho o l enro llment, primary (% gro ss)

b

96.8

b

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

69.7
3141.7

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 1 /2), 201 1 PPPs.
(b) M ost recent WDI value (201 9).

The COVID-19 pandemic led India’s
economy into a deep contraction in FY21
despite well-crafted fiscal and monetary
policy support. Following the deadly
second wave, growth in FY22 is expected
to be closer to the lower bound of the
range of 7.5 to 12.5 percent. The pace of
vaccination, which is increasing, will
determine economic prospects this year
and beyond. Successful implementation
of agriculture and labor reforms would
boost medium-term growth, while weakened household and firm balance sheets
may constrain it.

Growth recovered during the second half
of FY21, driven primarily by investment
and supported by “unlocking” the economy and targeted fiscal, monetary and regulatory measures. Manufacturing and construction growth recovered steadily. Amid
spending hesitancy due to health and economic uncertainty, private consumption
contracted over the first three quarters of
FY21 and expanded by 2.7 percent in yearon-year terms only in 2021Q4 (January to
March). This gradual pace of recovery was
impeded by the second wave of COVID-19
at the beginning of FY22, with daily infections peaking above 400,000 in May 2021—
more than four times the caseload at the
peak of the “first wave” (September 2020).
While the loss of human lives during the
second wave was significantly higher than
during the first one, economic disruption
was limited since restrictions were localized, with GDP growing by 20.1 percent
year-on-year in FY2022Q1. This was driven by a significant base effect, strong export growth and limited damage to domestic demand.
The toll of the crisis has not been equal,
and the recovery so far is uneven, leaving
behind the most vulnerable sections of the
society—low-skilled,
women,
selfemployed and small firms. To address
these gaps, the government has undertaken steps to strengthen social safety nets
and ease structural supply constraints

FIGURE 1 India / Real GDP
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The economy shrank by 7.3 percent in
FY21 as both private consumption and
investment contracted by 9.1 and 10.8
percent, respectively. On the supply side,
services contracted more than industry,
due to the contact-intensive nature of the
former, whereas agriculture growth remained steady.
Headline inflation averaged 6.2 percent in
FY21, exceeding the RBI’s target range,
driven up by higher international food
and fuel prices, and domestic supply disruptions. Additionally, urban inflation
expectations, over the 3 month and oneyear horizons, have risen by nearly 3 percentage points in July 2021 compared to
the pre-pandemic level. Notwithstanding
these pressures, the RBI has maintained
an accommodative stance. Given the extended forbearance measures, the RBI has
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through agricultural and labor reforms. In
parallel, the government continued investing in health programs. These measures
have started to address the weaknesses in
health infrastructure and social safety nets
(especially in the urban areas and the informal sector) exposed by the pandemic.
The extent of recovery in FY22 will depend on how quickly household incomes
recover and activity in the informal sector
and smaller firms normalizes. Downside
risks include a worsening of financial sector stress, higher-than-expected inflation
constraining monetary-policy support,
and a slowdown in vaccination.
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Real private consumption pc

assessed the current outlook of the financial sector to be stable while highlighting
the need to monitor asset quality in the
small firms and non-banking segments.
The current account balance turned into a
small surplus in FY21 due to a sharp fall
in the trade deficit. Coupled with robust
foreign investment inflows and exchange
rate intervention by the RBI to reduce
volatility, foreign exchange reserves increased to an all-time high of USD 633.6
billion (end-August) or 15 months of
FY20 imports.
The general government fiscal deficit in
FY21 climbed to above 13 percent of GDP
(from 7.0 percent of GDP in FY20) due to
lower revenues and higher expenditures. A
discretionary fiscal stimulus to mitigate the
pandemic’s economic impact was well targeted while part of the spending increase
(around 1.5 percent of GDP) reflected bringing off-budget subsidies into the books.
Public debt increased to 89 percent of GDP
from 72.7 percent in FY20. The rebound in
tax revenues supported central government’s capital expenditure (that increased
by 26 percent y-o-y in FY2022Q1).
Before the second wave, earnings of urban
high-skilled workers had rebounded to
pre-pandemic levels. However, with the
exacerbation of the pandemic in the first
half of 2021, lockdowns and preventive
measures returned in some localities. Low
-skilled and urban workers faced the

brunt of employment shocks due to the
second wave. Their earnings have yet to
return to 2019 levels. While poverty rates
are estimated to have fallen from their
peak in the 2020 lockdown, they are still
well above pre-pandemic levels (ranging
from 7 to 10 percent at the $1.90 line) as
labor markets have yet to fully recover.1

Outlook
With continued uncertainty related to the
COVID-19 pandemic and weakened
household and firm balance sheets, real
GDP growth is expected to be closer to the
lower bound of the range of 7.5 to 12.5
percent in FY22. The Production-Linked
Incentives scheme to boost manufacturing, and a planned increase in public investment, should support domestic demand. The trajectory of the pandemic will
cloud the outlook in the near term until
herd immunity is achieved. Growth is
projected to stabilize around 7 percent
FY23 onward, helped by recent structural
reforms to ease supply-side constraints
and increased infrastructure investment.
However, the degree of asset-quality deterioration from the pandemic-shock is unclear and may pose downside risks to the
outlook. The main risks to consumer
spending include higher than expected

TABLE 2 India / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Net Foreign Direct Investment (% of GDP)
Fiscal Balance (% of GDP)
Debt (% of GDP)
Primary Balance (% of GDP)
International poverty rate ($1.9 in 2011 PPP) a,b
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

inflation and a slow recovery of the informal sector. Persistently high inflation can
also put pressure on the RBI’s accommodative monetary policy stance.
The current account is expected to turn
into a deficit in FY22, albeit less than in
the years prior to the pandemic. The deficit is expected to be adequately financed
by capital inflows amid sufficient international liquidity.
The fiscal deficit is projected to shrink in
FY22 as revenues recover and pandemicrelated support winds down. Still, it will
remain above 10 percent of GDP in FY22,
driven by a rise in capital spending. Public
debt is expected to decline gradually in the
medium-run driven by lower deficits and
a favorable growth-interest rate dynamic.
As labor markets continue to improve,
poverty reduction is expected to slowly
resume its pre-pandemic trajectory. However, employment rates are still lingering
well below pre-pandemic levels despite
improvements after the 2020 lockdown.
As earnings of low skill workers remain
well below 2019 levels, it might take longer than previously expected for India to
achieve the goal of reducing extreme poverty to below 3 percent.

1/ Center for Monitoring the Indian Economy
https://www.cmie.com/kommon/bin/sr.php?
kall=warticle&dt=20210726180747&msec.

(annual percent change unless indicated otherwise)
2018/19
6.5
7.6
6.3
9.9
12.3
8.6
5.9
2.6
5.3
7.2
3.4
-2.1
1.1
-5.8
68.6
-1.1
6.9-9.8
4.5
70.8

2019/20
4.0
5.5
7.9
5.4
-3.3
-0.8
4.1
4.3
-1.2
7.2
4.8
-0.9
1.5
-7.0
72.7
-2.5
5.9-8.7
1.5
70.4

2020/21 2021/22 e 2022/23 f 2023/24 f
-7.3
8.3
7.5
6.5
-9.1
7.5
8.0
7.5
2.9
7.3
8.3
9.3
-10.8
12.4
7.3
7.2
-4.7
21.9
8.1
9.5
-13.6
24.3
9.7
13.2
-6.2
7.9
7.3
6.4
3.6
4.0
3.4
3.5
-7.0
11.2
6.2
6.0
-8.4
7.2
9.0
7.3
6.2
5.5
4.6
4.0
0.9
-1.2
-1.3
-1.5
1.7
1.7
1.6
1.6
-13.5
-10.5
-8.5
-7.5
88.9
87.6
85.6
83.8
-8.1
-4.8
-2.3
-1.6
9-12.3
7.0-10.0
-7.6
6.2
5.5
3.5
68.1
68.6
69.7
70.3

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices.
No tes: e = estimate, f = fo recast.
NA
(a) Calculatio ns based o n SA RM D harmo nizatio n, using 2011NSS-SCH1.No wcast: 2018-2020. 2021is a fo recast.
(b) P ro jectio n using neutral distributio n (2011) base o n HFCE and equivalent pass-thro ugh that estimate 2015 po verty and 2017 po verty range presented in P SP R2020.
P ass-thro ugh = .67 fo r 2018-19 and pass-thro ugh = 0.85 after 2020.
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MALDIVES

Key conditions and
challenges

Table 1

2020

P o pulatio n, millio n

0.5

GDP , current US$ billio n

3.8

GDP per capita, current US$

7600.0

Upper middle-inco me po verty rate ($ 5.5)

a

a

3.6
31.3

Gini index

Scho o l enro llment, primary (% gro ss)

b

b

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

98.0
78.9
1.8

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 6), 201 1 PPPs.
(b) M ost recent WDI value (201 9).

The tourism rebound has gained momentum. Visitor arrivals are at 67 percent of
2019 levels, leading to a strong recovery
in growth, revenues, and exports. Although public spending growth has been
subdued due to slower execution of the
capital budget, the need to deliver electoral pledges, especially on mega infrastructure projects and housing, will continue to place upward pressure on spending. Maldives remains at high risk of
overall and external debt distress and is
highly vulnerable to external shocks.

High-end tourism has been the key driver
of growth and poverty reduction. Annual
real GDP growth averaged 6.3 percent
from 2015 to 2019, faster than other small
island and upper middle-income economies. Only 3.6 percent of the population
lived below the poverty line ($5.50/
person/day in PPP) in 2016. Inequality, as
measured by the Gini coefficient, is relatively low at 31.3, but there are wide disparities in welfare between Male’ and the
other atolls. Creating more good jobs is a
challenge: while tourism and construction
drive growth, many Maldivians are unwilling and/or unable to fill vacancies in
these sectors, partly due to societal norms
and skills mismatches.
To close development gaps and boost
growth, the government has ramped up
public infrastructure investment since
2016. While these projects have boosted
construction activity, their high import
content and reliance on external nonconcessional financing have worsened
external and fiscal vulnerabilities. The
government intends to continue increasing capital spending as it strives to complete mega projects ahead of the 2023
presidential elections.
Maldives’ solid reputation for luxury tourism and the ongoing expansion of tourist
infrastructure bodes well for medium-term
growth. Nonetheless, high dependence on
tourism and limited near-term prospects

for diversification mean that the economy
remains highly vulnerable to external
shocks. A more prudent fiscal policy, including through better planning and prioritization of public infrastructure projects, would improve Maldives’ ability to
cope with such shocks. Addressing skills
mismatches in the labor market can enable more Maldivians to reap the benefits
from growth.

Recent developments
Real GDP contracted by 8.6 percent yearon-year (y-o-y) in 2021Q1, a marked improvement from larger contractions in
preceding quarters. Tourism rebounded
(though still-11.4 percent y-o-y) as resilient demand from India and Russia compensated for the absence of tourists from
China. Construction activity contracted by
39.5 percent y-o-y due to delays in public
investment projects.
The momentum in tourism has continued
despite the COVID-19 pandemic. From
January to August 2021, Maldives received 755,966 visitors or 67 percent of
the number of tourists over the same
period in 2019. With tourists staying
longer on average, bednights have
reached an estimated 82 percent of 2019
levels over the same period. Relatively
straightforward entry requirements and
the unique “one island, one resort” concept have boosted Maldives’ appeal.
Moreover, 93 percent of all resort workers and about 60 percent of the population are fully vaccinated.

FIGURE 1 Maldives / Visitor bednights and arrivals as a
share of 2019 levels

FIGURE 2 Maldives / Actual and projected poverty rates and
real GDP per capita
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The pickup in activity and low base
effects led prices to rise by 2.3 percent y-o
-y on average in 2021Q2. Prices rose faster in the atolls (2.6 percent) compared to
Malé (2.1 percent). Higher global oil prices, which prompted three hikes in domestic retail fuel prices in 2021, drove
these increases.
Travel receipts, which account for 80 percent of services exports, amounted to $1.5
billion in 2021H1, only 9 percent below
the same period in 2019. Nonetheless,
tourism-linked services imports also likely
increased, offsetting the effect on the trade
balance. Growth in merchandise imports
(14.9 percent y-o-y) outpaced that of exports (4.3 percent y-o-y), as food and fuel
imports rose to keep up with tourist demand. The nominal exchange rate remained stable under the de facto stabilized arrangement. Gross official reserves
stood at $874.3 million as at end-August
2021, equivalent to 3.1 months of estimated 2021 imports. Usable reserves (netting
out short-term foreign currency liabilities
to domestic banks), however, are estimated at a quarter of that amount.
Thanks to higher collections of the tourism goods and services tax, total revenues
and grants amounted to $632 million in
2021H1, 34 percent higher y-o-y and only
16 percent below 2019 levels. Expenditure
growth was relatively contained, growing
3.2 percent y-o-y, as capital expenditures

slowed. As at end-August, the government has only spent a third of its annual
capital budget.
Total public and publicly guaranteed debt
stood at $5.6 billion as at end-March 2021,
about 125 percent of estimated 2021 GDP.
The issuance of a $300 million sukuk in
April helped to reduce rollover risks by
extending the maturity of most of the $250
million Eurobond due in June 2022. However, the cost of refinancing was high, and
Maldives remains at high risk of overall
and external debt distress.
Updated poverty rate estimates based on
the 2019 household survey indicate that
the poverty increased temporarily from
3.8 percent in 2019 to 14.3 percent in 2020.
The estimates do not consider the impact
of government stimulus measures, which
likely helped to soften the blow.

Outlook
Recovery prospects have improved. Assuming borders remain fully open, Maldives is expected to welcome at least 1.1
million tourists in 2021, double the
amount recorded last year and 65 percent
of 2019 levels. Real GDP is therefore projected to grow by 22.3 percent in 2021,
largely reflecting base effects. Arrivals are
expected to pick up steadily as global

TABLE 2 Maldives / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Net Foreign Direct Investment (% of GDP)
Fiscal Balance (% of GDP)
Debt (% of GDP)
Primary Balance (% of GDP)
Upper middle-income poverty rate ($5.5 in 2011 PPP) a,b
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

travel normalizes, driving real GDP to
recover to 2019 levels by 2023. The poverty rate is expected to decline to 9.1 percent in 2021 and subsequently to 4.3 percent by 2023.
The current account deficit is expected to
remain in double-digit shares of GDP as
imports linked to tourism and construction increase. The fiscal deficit is expected to moderate as revenues recover.
Delayed collections of resort rent from
2020 and higher airport departure taxes
starting January 2022 will support revenue growth. The deficit is expected to
remain elevated due to spending pressures to deliver infrastructure projects,
especially public housing, and the expected implementation of a minimum
wage in 2022. The debt ratio is expected
to moderate as growth picks up, but remain above 120 percent of GDP for the
forecast period.
There are risks to the upside and downside. Resilient tourism demand and a
more rapid normalization of international travel could boost arrivals, but the
gains may be limited by increased competition as other destinations begin to
reopen. Future COVID-19 outbreaks,
both locally and in major tourist markets,
could slow the pace of the recovery. The
low level of usable reserves and high
indebtedness pose significant risks to
macroeconomic stability.

(annual percent change unless indicated otherwise)
2018
8.1
10.6
9.0
29.1
10.1
12.8
8.1
4.8
15.6
7.3
-0.1
-28.3
10.9
-5.3
73.9
-3.5
6.5
81.5

2019
7.0
5.5
-4.2
-2.7
6.1
0.3
7.1
5.0
1.5
8.0
0.2
-26.4
17.0
-6.6
78.3
-4.9
3.8
6.3
82.0

2020
-33.6
-30.0
-7.2
-22.4
-55.0
-42.0
-30.8
6.4
-26.0
-33.8
-1.4
-29.6
8.4
-22.4
144.0
-19.6
14.3
-27.0
80.8

2021 e
22.3
18.0
3.6
5.8
42.7
25.8
22.3
4.2
2.1
27.3
2.5
-26.0
10.6
-16.2
131.6
-12.5
8.2
37.6
81.7

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices. Emissio ns data so urced fro m CA IT and OECD.
No tes: e = estimate, f = fo recast.
NA
(a) Calculatio ns based o n SA R-P OV harmo nizatio n, using 2016 and 2019 HIES.A ctual data: 2019. No wcast: 2020. Fo recast are fro m 2021to 2023.
(b) P ro jectio n using neutral distributio n (2019) with pass-thro ugh = 0.87 based o n GDP per capita in co nstant LCU.
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2022 f
11.0
14.6
4.0
13.0
21.8
22.8
11.0
3.7
7.8
12.0
1.3
-27.7
12.9
-14.1
129.4
-10.7
5.6
11.1
82.2

2023 f
12.0
11.4
4.3
13.4
16.0
16.5
12.0
3.3
6.2
13.4
1.2
-28.6
13.5
-10.2
123.5
-7.3
3.4
11.7
82.7

NEPAL

Key conditions and
challenges

Table 1

2020

P o pulatio n, millio n

29.1

GDP , current US$ billio n

33.7

GDP per capita, current US$

1158.1

Internatio nal po verty rate ($ 1.9)

a

15.0
a

50.9

a

83.0

Lo wer middle-inco me po verty rate ($ 3.2)
Upper middle-inco me po verty rate ($ 5.5)
a

32.8

Gini index

Scho o l enro llment, primary (% gro ss)

b

b

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

142.1
70.8
58.3

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 0), 201 1 PPPs.
(b) M ost recent WDI value (201 9).

A second wave of COVID-19 infections
beginning April 2021 has led to renewed
containment measures. Economic growth
is now estimated at 1.8 percent in FY21,
below previous expectations, and is projected to rise to 3.9 percent in FY22. Poverty is expected to increase, despite increased coverage of social protection in
FY22 (from a low base). Downside risks
to the outlook include delays in vaccine
deployment, new COVID-19 variants,
higher public debt burdens, and longerterm scarring of the economy.

While Nepal has achieved respectable
growth in the past, averaging 4.9 percent
over FY09-FY19, the country faces significant vulnerabilities to achieve inclusive
and sustainable growth going forward.
The ongoing disruptions by the pandemic
are compounded by structural constraints,
such as slow domestic job creation, high
vulnerability
to
natural
disasters
(including climate change and environmental degradation), and large infrastructure gaps. Furthermore, the pandemic has
recently triggered a surge in debt levels
that needs to be addressed.

Recent developments
Following a GDP contraction of 2.1 percent in FY20, the economy is estimated to
have grown by 1.8 percent in FY21 even
with renewed containment measures imposed in the fourth quarter of the fiscal
year. Agriculture, contributing over onefifth of nominal GDP, has been a bright
spot, registering 2.2 and 2.7 percent
growth in FY20 and FY21, respectively,
on the back of favorable summer monsoons. Industry and the services sectors
were more severely impacted by the renewed containment measures. After contracting during FY20, the industry and
service sectors are estimated to have

FIGURE 1 Nepal / Real GDP levels: Actual vs. pre-covid trend

grown by only 0.9 and 1.6 percent in
FY21, respectively.
Consumer price inflation cooled from 6.1
percent in FY20 to 3.6 percent in FY21,
considerably below the central bank’s
ceiling of 7 percent, with food inflation
(5.0 percent) outstripping non-food inflation (2.5 percent). Monetary policy remained accommodative to ensure the continuous flow of credit amid COVID-19. As
a result, private sector credit expanded by
26.6 percent in FY21.
The current account deficit widened from
0.9 percent to 8.1 percent of GDP between
FY20 and FY21. Surging imports, helped
in part by a stronger recovery in industrial
supplies, and lower exports in FY21 widened the goods and services trade deficit
from 27.1 percent to 34.5 percent of GDP
from FY20 to FY21. Service exports remained low as tourist arrivals contracted
by more than 90 percent in FY21. Remittance inflows have remained robust
throughout the pandemic, dipping only
slightly during FY20 and strengthening
during FY21 to 23.2 percent of GDP. In the
absence of significant FDI inflows, the
current account deficit was financed by
external debt. The central bank’s foreign
exchange reserves remain robust at $10.5
billion by mid-July 2021, equivalent to 9
months of imports.
The World Bank’s 2020 SAR COVID-19
phone monitoring survey reports significant labor income shocks from the crisis
in the latter half of 2020. Six months into
the first national lockdown beginning
March 2020, 25 percent of workers reported permanent job loss and 19 percent
reported a prolonged work absence of 4.4

FIGURE 2 Nepal / The current account deficit has widened
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FY21

Balance of goods and services

months on average (with a gap of 4
months since the last pay). In addition, 46
percent of employed workers reported
earnings losses. With a negligible scale-up
(2 percent) of social assistance in response
to these shocks in 2020, the risks of increased poverty and longer-term inequality remain high.
The fiscal deficit narrowed from 5.3 percent of GDP in FY20 to 4.6 percent of GDP
in FY21. A recovery in VAT and customs
revenue collections associated with the
pick up in imports was partially offset by
lower non-tax revenue reflecting decreased tourism-related royalties and visa
fee collections. Concurrently, government
spending picked up with ongoing COVID
-19 relief and a resumption of capital
spending. Public debt increased by
around 6 percentage points of GDP to 41.8
percent of GDP in FY21.

Outlook
The new wave of localized lockdowns
beginning in April 2021 have stalled the
nascent recovery. The forecast assumes (i)
no return to nationwide lockdowns despite the rise in new COVID-19 cases, (ii)
an effective vaccination rollout to the entire eligible population by mid-April 2022,

(iii) a gradual increase in international
migration and tourist arrivals as global
vaccination rates rise thereby reaching pre
-pandemic levels in FY24, and iv) the
gradual resumption of economic activities
alongside social distancing and publichealth measures.
Under the baseline scenario, the economy
is expected to gradually recover to 3.9
percent and 4.7 percent growth in FY22
and FY23, respectively. Above-normal
rainfall during summer monsoons and the
availability of chemical fertilizers should
boost agricultural output in FY22. Industrial and service sector activities are expected to expand with the vaccination
rollout and are likely to reach prepandemic levels by FY22.
The current account deficit is expected to
widen to 9.0 percent of GDP in FY22 and
to remain elevated in FY23 even as remittances stabilize at a high 22.5 percent
of GDP. Import growth will likely remain
strong reflecting ongoing COVID-related
medical purchases and the construction of
health and local infrastructure. Service
exports, equivalent to 4.8 percent of GDP
in FY19, are expected to remain below
their pre-pandemic level at less than 3.0
percent of GDP through FY23.
The fiscal deficit is projected to increase to
5.8 percent of GDP in FY22 as expenditure
growth continues to outstrip revenue

TABLE 2 Nepal / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Fiscal Balance (% of GDP)
Debt (% of GDP)
Primary Balance (% of GDP)
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

growth and remain elevated at 5.0 percent
of GDP in FY23. Revenues will remain
moderately high at 24.2 percent of GDP in
FY22 and rise to 24.9 percent of GDP by
FY23 on the back of an expected continued recovery of imports. Expenditures are
expected to continue rising at a faster rate,
reaching 30 percent of GDP in both years.
As a result, public debt is projected to
reach 45.4 percent of GDP in FY22 and
47.7 percent of GDP by FY23, a significant
increase and 20.5 percentage points of
GDP higher than the pre-pandemic level.
The economic outlook is subject to downside risks. A slower than expected vaccine
rollout or a new COVID-19 variant reducing vaccine effectiveness could derail the
nascent economic recovery. Financial risks
could increase as borrowers face repayment difficulties, which could be triggered
by a slowdown in remittance growth.
These factors combined with unproductive public spending and recurring climate
-related natural disasters are likely to result in increased risks to government finances. The lack of pre-existing policy
mechanisms that can be scaled up to reach
poor and vulnerable groups is likely to
increase the downside risk to poverty,
especially given the severity of the second
wave. On the upside, effective vaccination
campaigns could help decouple economic
trends from future pandemic waves.

(annual percent change unless indicated otherwise)
2018
7.6
6.2
2.1
11.8
7.7
19.0
7.4
2.6
10.4
9.3
4.1
-7.1
-5.8
26.5
-5.4
2.8
43.2

2019
6.7
8.1
9.8
11.3
5.5
5.8
6.4
5.2
7.4
6.8
4.6
-6.9
-5.0
27.2
-4.5
5.1
43.5

2020
-2.1
3.6
3.8
-12.4
-15.9
-15.2
-2.1
2.2
-3.7
-4.0
6.1
-0.9
-5.3
36.3
-4.7
1.7
43.5

2021 e
1.8
2.4
2.0
-0.5
-19.8
16.9
1.8
2.7
0.9
1.6
3.6
-8.1
-4.6
41.8
-3.7
3.7
46.3

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices. Emissio ns data so urced fro m CA IT and OECD.
No tes: e = estimate, f = fo recast.
NA
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2022 f
3.9
2.5
20.8
9.3
11.2
9.0
3.9
2.8
3.3
4.7
4.3
-9.0
-5.8
45.4
-4.8
3.2
47.2

2023 f
4.7
2.6
2.0
12.9
13.4
7.5
4.7
3.0
5.8
5.3
4.7
-8.5
-5.0
47.7
-4.0
3.8
48.2

PAKISTAN

Key conditions and
challenges

Table 1

2020

P o pulatio n, millio n

220.9

GDP , current US$ billio n

262.6

GDP per capita, current US$

1188.8

Internatio nal po verty rate ($ 1.9)

a

4.4
a

35.7

a

76.2

Lo wer middle-inco me po verty rate ($ 3.2)
Upper middle-inco me po verty rate ($ 5.5)
a

31.6

Gini index

Scho o l enro llment, primary (% gro ss)

b

95.4

b

67.3

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

435.8

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 8), 201 1 PPPs.
(b) M ost recent WDI value (201 9).

Despite repeated COVID-19 waves,
Pakistan’s economy recovered in FY21
amid effective targeted lockdowns and
an accommodative monetary policy
stance. Economic growth is expected to
ease in FY22 before strengthening
again in FY23. However, potential delays in the IMF program, high demandside pressures, potential negative spillovers from the evolving situation in
Afghanistan and more severe and contagious COVID-19 waves pose downside risks to the outlook.

With the pandemic, the government has
been focused on managing the repeated
COVID-19 infection waves, implementing
a mass vaccination campaign, expanding
its cash transfer program, and providing
accommodative monetary conditions to
sustain economic growth. Grappling with
the fourth COVID-19 wave, the government, as before, implemented microlockdowns that successfully limited the
infection spread, while permitting economic activity to continue and thereby
mitigating the economic fallout. While
they have been accelerating, vaccination
rates remain low. As of September 15,
only around 10 percent of the total population has been fully vaccinated.
The 39-month IMF-Extended Fund Facility (IMF-EFF) is likely to resume in FY22
with the 6th Review mission expected in
October 2021. Key reforms include domestic revenue mobilization, the reduction of
power sector arrears, electricity subsidy
reform and more central bank operational
autonomy, all of which are expected to
strengthen long-term growth.
Major downside risks include delays and
stalling of the IMF-EFF program and the
consequent external financing difficulties,
exceedingly high domestic demand leading
to unsustainable external pressures, more
contagious COVID-19 strains requiring
widespread lockdowns, and a worsening of
regional and domestic security conditions,

FIGURE 1 Pakistan / Real GDP growth and contributions to
real GDP growth by sector

including those stemming from the Afghanistan situation. All these could delay
critical structural reforms.

Recent developments
Due to low-base effects and recovering
domestic demand, real GDP growth (at
factor cost) is estimated to have rebounded
to 3.5 percent in FY21 from a contraction of
0.5 percent in FY20 (Figure 1). Buttressed
with record-high official remittance inflows, received through formal banking
channels, and an accommodative monetary
policy, private consumption and investment are both estimated to have strengthened during the fiscal year. Government
consumption is also estimated to have risen, but at a slower pace than in FY20 when
the COVID-19 fiscal stimulus package was
rolled out. In contrast, net exports are estimated to have contracted in FY21, as imports growth almost doubled that of exports due to strong domestic demand.
On the production side, supported by
strong large-scale manufacturing, industrial activity is projected to have rebounded after contracting for two consecutive
years. Similarly, the services sector that
accounts for 60 percent of GDP is estimated to have expanded, as generalized lockdown measures were increasingly lifted.
In contrast, agriculture sector growth is
expected to have slowed, partly due to a
near 30 percent decline in cotton production on adverse weather conditions.
Despite slowing to 8.9 percent in FY21 from
10.7 percent in FY20, headline consumer

FIGURE 2 Pakistan / Actual and projected poverty rates and
real GDP per capita
Poverty rate (%)
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Lower middle-income pov. rate
Real GDP pc

price inflation remained elevated—mostly
because of high food inflation, which is
likely to disproportionately impact poorer households that spend a larger share of
their income on food items compared to
non-food items. With the policy rate being held at 7.0 percent throughout FY21,
real interest rates were negative, supporting the recovery.
The current account deficit narrowed
from 1.7 percent of GDP in FY20 to 0.6
percent in FY21 as robust remittance
inflows offset a wider trade deficit. Foreign direct investment decreased, while
portfolio inflows increased with the issuance of $2.5 billion Eurobonds. Overall,
the balance of payments surplus was 1.9
percent of GDP in FY21, and the official
foreign exchange reserves rose to $18.7
billion at end-FY21, the highest since
January 2017 and equivalent to 3.4
months of total imports. Accordingly,
the Rupee appreciated by 5.8 percent
against the U.S. dollar over the fiscal
year, while the real effective exchange
rate rose by 10.4 percent.
In FY21, the fiscal deficit narrowed to 7.2
percent of GDP from 8.0 percent in FY20, as
revenue growth, underpinned by stronger
domestic activity, outpaced higher expenditures. Public debt, including guaranteed
debt, ticked down to 90.7 percent of GDP at

end-June FY21 from 92.7 percent of GDP at
end-June FY20.
Bolstered by the recovery in the industry
and services sectors and resultant offfarm employment opportunities, poverty
incidence, measured at the international
poverty line of $1.90 PPP 2011 per day, is
expected to have declined to 4.8 percent
in FY21 from 5.3 percent in FY20 (Figure
2). However, this change is not statistically significant, and downside risks
arising from lockdown-induced disruptions to employment and high food inflation remain.

Outlook
In line with the 25-basis point policy rate
hike in September 2021, fiscal and monetary tightening are expected to resume in
FY22, as the government refocuses on
mitigating emerging external pressures
and managing long-standing fiscal challenges. Output growth is therefore projected to ease to 3.4 percent in FY22, but
strengthen thereafter to 4.0 percent in
FY23 with the implementation of key
structural reforms, particularly those
aimed at sustaining macroeconomic stability, increasing competitiveness and

TABLE 2 Pakistan / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices a
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Net Foreign Direct Investment (% of GDP)
Fiscal Balance (% of GDP)
Debt (% of GDP)
Primary Balance (% of GDP)
International poverty rate ($1.9 in 2011 PPP) b,c
Lower middle-income poverty rate ($3.2 in 2011 PPP) b,c
Upper middle-income poverty rate ($5.5 in 2011 PPP) b,c
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

improving financial viability of the energy sector. Inflation is projected to edge up
in FY22 with expected domestic energy
tariff hikes and higher oil and commodity
prices before moderating in FY23. Poverty is expected to continue declining,
reaching 4.0 percent by FY23.
The current account deficit is projected to
widen to 2.5 percent of GDP in FY23 as
imports expand with higher economic
growth and oil prices. Exports are also
expected to grow strongly after initially
tapering in FY22, as tariff reform
measures gain traction supporting export
competitiveness. In addition, the growth
of official remittance inflows is expected
to moderate after benefiting from a
COVID-19 induced transition to formal
channels in FY21.
Despite fiscal consolidation efforts, the
deficit is projected to remain high at 7.0
percent of GDP in FY22 and widen to 7.1
percent in FY23 due to pre-election spending. Implementation of critical revenueenhancing reforms, particularly the General Sales Tax harmonization, will support
a narrowing of the fiscal deficit over time.
Public debt will remain elevated in the
medium-term, as will Pakistan’s exposure
to debt-related shocks. This outlook assumes that the IMF-EFF program will
remain on track.

(annual percent change unless indicated otherwise)
2017/18
5.8
6.2
8.6
11.2
12.7
17.6
5.5
4.0
4.6
6.3
4.7
-6.1
0.9
-6.4
75.9
-2.1

3.9
45.0

2018/19
1.1
3.1
0.8
-12.5
14.5
4.3
2.1
0.6
-1.6
3.8
6.8
-4.8
0.5
-9.0
89.7
-3.5
4.4
35.7
76.2
0.2
44.4

2019/20 2020/21 e 2021/22 f 2022/23 f
-0.9
3.5
3.4
4.0
-4.1
4.2
3.9
4.1
6.8
2.2
2.7
5.8
-1.0
5.7
4.5
4.7
2.5
4.8
3.7
4.2
-7.9
8.1
6.0
5.7
-0.5
3.5
3.4
4.0
3.3
2.2
3.2
2.7
-3.8
4.6
3.8
4.3
-0.6
3.5
3.4
4.4
10.7
8.9
9.0
7.5
-1.7
-0.6
-1.9
-2.5
1.0
0.6
0.8
0.9
-8.0
-7.2
-7.0
-7.1
92.7
90.7
90.6
89.3
-1.7
-1.3
-1.2
-1.5
5.3
4.8
4.4
4.0
38.3
37.0
35.7
33.8
77.8
77.0
76.2
75.0
-0.7
2.8
2.0
2.9
43.4
43.3
43.1
43.3

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices. Emissio ns data so urced fro m CA IT and OECD.
No tes: e = estimate, f = fo recast.
NA
(a) The Go vernment’ s preliminary gro wth estimate fo r FY21is 3.9 percent.
(b) Calculatio ns based o n SA R-P OV harmo nizatio n, using 2018-P SLM .A ctual data: 2018. No wcast: 2019-2020. Fo recast are fro m 2021to 2023.
(c) P ro jectio n using neutral distributio n (2018) with pass-thro ugh = 1 based o n GDP per capita in co nstant LCU.
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SRI LANKA

Key conditions and
challenges

Table 1

2020

P o pulatio n, millio n

21.9

GDP , current US$ billio n

80.7

GDP per capita, current US$

3684.9

Internatio nal po verty rate ($ 1.9)

a

0.9
a

11.0

a

42.0

Lo wer middle-inco me po verty rate ($ 3.2)
Upper middle-inco me po verty rate ($ 5.5)
a

39.3

Gini index

Scho o l enro llment, primary (% gro ss)

b

b

100.2
77.0

Life expectancy at birth, years
To tal GHG Emissio ns (mtCO2e)

34.4

Source: WDI, M acro Poverty Outlook, and official data.
(a) M ost recent value (201 6), 201 1 PPPs.
(b) WDI for School enrollment (201 8); Life expectancy (201 9).

Growth is expected to recover to 3.3 percent in 2021, but the medium-term outlook is clouded by pre-existing macroeconomic weaknesses and the economic scarring from the COVID-19 pandemic. With
jobs and earnings lost, poverty is projected to remain above pre-pandemic levels in
2021. Official reserves remain low relative
to short-term liabilities amid constrained
market access. A severe foreign exchange
shortage is exerting pressure on the exchange rate. Urgent policy measures are
needed to address risks to debt sustainability and external stability.

The COVID-19 crisis is exerting a profound, long-lasting impact on output and
welfare. The economy contracted by 3.6
percent in 2020 amid stringent measures
to control the spread of the virus. Low
revenue collections, due to a prepandemic fiscal stimulus and the postpandemic impact on economic activity,
and rising expenditures widened the fiscal deficit and increased debt. Market
access has been constrained by sovereign
rating downgrades.
The country has been struggling to contain the spread of the virus in 2021 and the
Delta variant has been spreading fast since
June. The government focused on an expeditious vaccination process and approximately 50 percent of the population has
been fully vaccinated by mid-September.
The economy showed signs of weakness
already before the COVID-19 pandemic.
Growth averaged only 3.1 percent between 2017 and 2019. Structural reforms
to shift the growth model toward wider
private sector participation, exportorientation, and integration into global
value chains progressed slowly and
some reforms have been reversed. In
addition, economic activity has been
disrupted by frequent macroeconomic
shocks, including from a political crisis
in 2018 and the Easter Sunday attacks in
2019. Sri Lanka is highly exposed to
global financial market sentiments as its

debt repayment profile requires frequent
access to financial markets.

Recent developments
Real GDP grew by 8.0 percent, year-onyear, in the first half of 2021 from a low
base with significant contributions from
manufacturing, trade, financial services,
and real estate activity. The subsequent
pick-up of COVID-19 infections likely
weakened the pace of recovery in the second half of 2021. The crisis precipitated
widespread losses in livelihoods, which
are expected to have increased the $3.20
poverty rate from 9.2 percent in 2019 to
11.7 percent in 2020.
Year-on-year inflation (measured by the
Colombo Consumer Price Index) increased to 6.0 percent in August 2021 due
to high food inflation (at 11.5 percent) and
a fuel price hike in June (the first in 21
months). Food insecurity has been acute
throughout the pandemic—a phone monitoring survey previously showed that 44
percent of households were concerned
about running out of food, while weak
safety nets heightened vulnerability. The
government invoked emergency regulations to curb speculative practices of
traders amid high food prices and shortages of some essential commodities. To
curb rising inflationary pressures, the
Central Bank increased policy rates by 50
basis points (Standing Deposit Facility to
5.0 percent and Standing Lending Facility to 6.0 percent) and the reserve ratio by
200 basis points.

FIGURE 1 Sri Lanka / Official reserves vs. short-term foreign
exchange liabilities

FIGURE 2 Sri Lanka / Actual and projected poverty rates
and real GDP per capita
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Source: World Bank. Notes: see Table 2.
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Lower middle-income pov. rate
Real GDP pc

External vulnerabilities have further elevated in the first half of 2021. The trade
deficit widened as a rising import bill
(despite restrictions on non-essential
goods) driven by intermediate and investment goods, offset the increase in earnings from exports. Remittances declined
and weak tourism receipts widened the
current account deficit. Official reserves
declined to $3.6 billion in August
(equivalent to 2.0 months of imports, estimated as of August), as the government
continued to use reserves for debt service.
Reserves include the proceeds from the
SDR allocation equivalent to $787 million
and excludes a currency swap of RMB 10
billion (equivalent to approximately $1.5
billion) with the People’s Bank of China.
The LKR depreciated by 7.4 percent
against the US Dollar in the first eight
months according to the official exchange
rate. However, the parallel market premia
have been rising. Depleted net foreign
assets in the banking system, at $-3.5 billion by July, suggests increasing challenges in meeting foreign exchange demand.
Fiscal accounts deteriorated in the first four
months of 2021. An increase in expenditures (due to higher interest payments and
a higher salary bill) offset a marginal improvement in revenue collection, compared

to the corresponding period of the previous
year. The Central Bank and the banking
sector financed 38.7 percent and 41.4 percent of the budget deficit, respectively.

Outlook
The pandemic continues to cloud an already challenging outlook. While the
economy is expected to grow by 3.3 percent in 2021 from a low base, output will
remain 0.4 percent below its pre-COVID
level. Poverty at $3.20 per day is projected to fall to 10.9 percent in 2021, which is
still significantly above the 2019 level.
Continued macroeconomic challenges,
particularly the high debt burden, large
gross financing needs and weak external
buffers, will adversely affect growth and
poverty reduction over the mediumterm. Despite increased policy rates and
price controls, inflationary pressure is
expected to remain strong amid partial
monetization of the fiscal deficit, currency depreciation, and rising global commodity prices. Food insecurity could
worsen and poverty reduction slow if
food prices remain elevated and shortages prevail. The current account deficit is

TABLE 2 Sri Lanka / Macro poverty outlook indicators

Real GDP growth, at constant market prices
Private Consumption
Government Consumption
Gross Fixed Capital Investment
Exports, Goods and Services
Imports, Goods and Services
Real GDP growth, at constant factor prices
Agriculture
Industry
Services
Inflation (Consumer Price Index)
Current Account Balance (% of GDP)
Net Foreign Direct Investment (% of GDP)
Fiscal Balance (% of GDP)a
Debt (% of GDP)a
Primary Balance (% of GDP) a
International poverty rate ($1.9 in 2011 PPP) b,c
Lower middle-income poverty rate ($3.2 in 2011 PPP) b,c
Upper middle-income poverty rate ($5.5 in 2011 PPP) b,c
GHG emissions growth (mtCO2e)
Energy related GHG emissions (% of total)

expected to gradually increase toward pre
-pandemic level. Significant additional
borrowings will be required to close the
external financing gap in 2021 and beyond, as external public debt service requirements are estimated above $4.0 billion in 2022 and 2023. Continued drawdown on reserves for debt service could
erode external buffers further.
The fiscal deficit is projected to stay high
in the forecast period, with weak revenue
collection and rigid expenditures. Public
and publicly guaranteed debt is expected
to reach 116.5 percent of GDP in 2021 and
to rise further between 2022-2023.
Sri Lanka needs to continue its successful
vaccination process and implement targeted measures to prevent new COVID-19
waves. Financial sector vulnerabilities,
which may emerge once the regulatory
relaxation is phased out, should be carefully monitored. Measures to reducing
debt vulnerabilities and restoring fiscal
and external buffers remain front and center. Supporting students recovering from
learning losses, with a focus on reducing
equity gaps, will be important to uphold
Sri Lanka’s human capital achievements
and long-term growth prospects.

(annual percent change unless indicated otherwise)
2018
3.3
4.0
-5.1
1.8
0.5
1.8
3.7
5.8
1.3
4.6
4.3
-3.2
1.8
-5.3
92.2
0.6
0.7
9.7
39.5
-1.8
63.6

2019
2.3
3.0
13.0
1.0
7.2
-5.8
2.2
1.0
2.6
2.2
4.3
-2.2
0.7
-6.8
94.3
-0.8
0.6
9.2
38.6
-2.3
62.7

2020
-3.6
-3.0
4.4
-9.5
-9.6
-11.4
-3.1
-2.4
-6.9
-1.5
4.6
-1.3
0.6
-14.0
109.7
-7.4
1.2
11.7
42.3
-5.1
62.3

2021 e
3.3
3.4
3.8
4.3
7.9
7.3
3.3
1.0
4.0
3.2
5.1
-2.1
0.9
-10.5
116.5
-4.0
1.1
10.9
40.7
4.0
66.1

2022 f
2.1
2.0
1.6
2.1
5.6
3.7
2.1
1.5
2.0
2.2
6.0
-2.6
1.0
-10.1
121.9
-3.3
1.0
10.3
39.7
-1.7
65.9

2023 f
2.2
2.2
1.6
2.7
4.4
3.7
2.2
1.5
2.2
2.3
6.3
-2.8
1.2
-9.1
124.9
-2.3
0.9
9.7
38.5
-0.2
66.2

So urce: Wo rld B ank, P o verty & Equity and M acro eco no mics, Trade & Investment Glo bal P ractices. Emissio ns data so urced fro m CA IT and OECD.
No tes: e = estimate, f = fo recast.
NA
(a) Fiscal balance in 2020 includes arrears payments pertaining to 2019 and fo reign funded pro ject related expenditures no t included in the audited financial statements in 2019.
(b) Calculatio ns based o n SA R-P OV harmo nizatio n, using 2016-HIES.A ctual data: 2016. No wcast: 2017-2020. Fo recast are fro m 2021to 2023.
(c) P ro jectio n using neutral distributio n (2016) with pass-thro ugh = 0.87 based o n GDP per capita in co nstant LCU.
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