
Recent developments 

Growth in South Asia (SAR) is estimated to have 
strengthened to 7.1 percent in 2025, mainly 
because of resilient activity in India, which helped 
offset the effects of rising trade tensions and 
heightened policy uncertainty. In India, growth is 
estimated to increase to 7.2 percent in fiscal year 
(FY) 2025/26 (April 2025 to March 2026), as 
domestic demand has remained robust, reflecting 
strong private consumption, supported by earlier 
tax reforms and improvements in real household 
earnings in rural areas. Alongside resilient services 
exports, merchandise exports rose in November, 
despite increases in U.S. import tariffs on many 
Indian goods (refer to figure 2.5.1.A). This partly 
reflects buoyant demand from the United States 
and other trading partners, supported by efforts to 
diversify export markets to increase resilience. 

Growth in SAR excluding India is estimated to 
have stabilized in 2025 at 4.2 percent. In Bangla-
desh—which accounts for more than three-
quarters of GDP in the region when India is 
excluded—the recovery from earlier political 
turmoil continued in the second half of 
FY2024/25 (July 2024 to June 2025), though it 

lost some momentum, due in part to sluggish 
investment. 

In contrast, activity in several other economies has 
been solid (refer to figure 2.5.1.B). In Maldives, 
the performance of the tourism sector has re-
mained resilient. The commissioning of a new 
hydropower plant and the construction of new 
power plants have supported growth in Bhutan. 
However, in Nepal, political instability and 
economic policy uncertainty have been heightened 
following recent unrest and the subsequent 
formation of an interim government in September. 

Headline inflation has declined in most economies 
(refer to figure 2.5.1.C). Policy rates have since 
been lowered in several economies, including India 
and Sri Lanka. However, in Bangladesh, inflation 
has remained above the target, and monetary 
policy has been tight. Inflation in Maldives has 
stayed high, particularly food price inflation, 
reflecting the impact of foreign exchange pressures. 

Despite easier global financial conditions, the 
growth in credit to the private sector has been 
restrained in several economies in the region, 
either by policies designed to contain financial 
risks or on account of weakened demand. Credit 
growth has continued to be moderated in India by 
macroprudential policies aimed at containing 
banking sector risks, despite increases in financing 
from non-bank sources. In Bangladesh, demand 
for credit has been reduced amid subdued business 

Growth in South Asia (SAR) is projected to moderate to 6.2 percent in 2026 before picking up to 6.5 percent 
in 2027. In the region excluding India, growth is expected to accelerate to 5 percent in 2026 and 5.6 percent in 
2027, primarily on account of a projected recovery in Bangladesh. However, the pace of job creation in the 
region will likely remain subdued. Risks to the outlook are tilted to the downside and include further increases 
in trade restrictions and global trade policy uncertainty, a tightening of financial conditions amid banking 
sector vulnerabilities, increased social unrest, and extreme weather events. Upside risks include possible progress 
in bilateral trade negotiations; faster technology-led investment growth, particularly in India; and potential 
benefits from more resilient political environments after elections in several economies. 

Note: This section was prepared by Naotaka Sugawara. As a result 
of the World Bank’s regional reclassification effective July 1, 2025, 
Afghanistan and Pakistan are no longer included in the South Asia 
region. 
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  India’s currency has depreciated since May in the 
face of capital outflows amid higher U.S. tariffs 
and heightened trade-related uncertainty (refer to 
figure 2.5.1.D). In Bangladesh, the exchange rate 
has stabilized since mid-2025, partly reflecting the 
adoption of a more flexible currency regime in 
May. 

Outlook 

Growth in SAR is expected to slow to 6.2 percent 
in 2026, mainly reflecting the impact of increased 
U.S. import tariffs on India’s export growth (refer 
to figure 2.5.2.A; refer to table 2.5.1). The forecast 
for this year has been downgraded by 0.2 percent-
age point compared with June projections. The 
revision reflects higher U.S. import tariffs than 
previously assumed and updated assumptions 
about the timing of the tariff effects—from 2025 
to early- to mid-2026—and of subsequent 
recovery. Growth in the region is then set to 
increase to 6.5 percent in 2027, with firming 
domestic demand and recovering exports partly 
supported by strong services activity, as the effects 
of political uncertainty in several economies 
dissipate.  

Growth in India is projected to slow to 6.5 
percent in FY2026/27. This assumes that the 50-
percent import tariffs by the United States remain 
in place throughout the forecast horizon. Even so, 
India is expected to maintain the fastest growth 
rate among the world’s largest economies (refer to 
table 2.5.2). Despite higher tariffs on certain 
exports to the United States—which accounts for 
about 12 percent of India’s merchandise exports—
the growth forecast has remained unchanged 
relative to June projections, primarily because 
adverse impacts of higher tariffs will be offset by 
stronger momentum in domestic demand and 
more resilient exports than previously anticipated. 
Growth is set to inch up to 6.6 percent in 
FY2027/28, underpinned by robust services 
activity, as well as a recovery in exports and a 
pickup in investment.  

Excluding India, growth in the region is forecast 
to strengthen to 5 percent in 2026 and 5.6 percent 
in 2027. Compared with June projections, growth 
is 0.3 percentage point higher for 2027, primarily 
reflecting an upward revision for Bangladesh. In 

FIGURE 2.5.1 SAR: Recent developments 

Merchandise exports in India increased in November, despite a rise in U.S. 

import tariffs, partly reflecting resilient demand from the United States and 

other trade partners. In Bangladesh, the continued recovery from earlier 

political turmoil has lost some momentum, whereas activity in several other 

economies has remained firm. Inflation in most economies in SAR has 

moderated. In India, currency pressures have led to a depreciation of the 

rupee since May, whereas in Bangladesh the adoption of a more flexible 

currency regime has contributed to the stabilization of the exchange rate. 

B. Gross value added  A. Merchandise exports of India, 2025  

D. Exchange rates against U.S. 

dollars, 2025  

C. Headline consumer prices, 2025  

Sources: Haver Analytics; World Bank. 

Note: BGD = Bangladesh; BTN = Bhutan; IND = India; LKA = Sri Lanka; MDV = Maldives; NPL = 

Nepal; SAR = South Asia. 

A. Percent change in non-seasonally adjusted merchandise export values, measured in U.S. dollars, 

from a year earlier, with contributions of respective export destinations, expressed in percentage 

points. Last observation is November 2025. 

B. Percent change in real gross value added from a year earlier, with sectoral contributions of the 

change, expressed in percentage points. The aggregate is computed as weighted averages, using 

gross value added at 2019 prices and market exchange rates as weights. 

C. Percent changes in the headline consumer price index from a year earlier. Data for the latest 

month, as shown in red bars, refer to November for Bangladesh and India, and October for Bhutan, 

Maldives, Nepal, and Sri Lanka. 

D. Nominal exchange rates with respect to the U.S. dollar, presented with a value in January 2025 

equal to 100. An increase (decrease) in values reflects depreciation (appreciation) of local currency. 

Last observation is November 2025. 

activity and heightened borrowing costs. Credit 
growth has also decelerated in Maldives, especially 
in fishing, construction, transport, and communi-
cations sectors. In contrast, in Sri Lanka, recover-
ing domestic demand contributed to an expansion 
of credit. 

External positions have strengthened in most 
economies in the region. Solid inflows of remit-
tances and international tourists have contributed 
to improved current account balances and 
increased foreign exchange reserves. In contrast, 
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  Bangladesh, growth is expected to increase to 4.6 
percent in FY2025/26 and 6.1 percent in the 
following fiscal year, with private consumption 
strengthening alongside easing inflationary 
pressures. Reduced political uncertainty related to 
the general election in early 2026 and the expected 
implementation of structural reforms by a new 
government are projected to support stronger 
industrial activity in FY2026/27 (World Bank 
2025r). These factors are also anticipated to lead 
to faster public spending and investment growth 
than previously projected. 

Excluding Bangladesh and India, regional growth 
is expected to slow further in 2026, to 3.6 percent, 
and remain at that pace in 2027. Growth in Sri 
Lanka is expected to decelerate to 3.5 percent in 
2026 and 3.1 percent in 2027, reflecting structural 
impediments to growth, including factor and 
product market inefficiencies, the scarring effects 
of the economic crisis, and global economic 
uncertainty hurting demand for exports.1 

In Nepal, growth is projected to weaken in 
FY2025/26 (mid-July 2025 to mid-July 2026) to 
2.1 percent, amid heightened political instability 
and policy uncertainty. The outlook is 3.1 
percentage points below June projections, with 
expected sharp declines in tourist arrivals and 
services activity. In addition, subdued investor 
sentiment and heightened uncertainty are ex-
pected to lead to a slowdown in industrial output. 
Growth is then forecast to recover in FY2026/27, 
mainly reflecting progress in reconstruction and a 
rebound in the services sector, but the forecast is 
subject to heightened uncertainty (World Bank 
2025s). 

Growth in Bhutan will continue benefiting from 
the commissioning and construction of hydro-
power plants, strengthening to 7.3 percent in 
FY2025/26 (July 2025 to June 2026). Growth is 
projected to remain robust in FY2026/27, 
primarily because of strong electricity production 
and increased construction activity. Growth in 
Maldives is also expected to remain solid, averag-
ing 4 percent a year in 2026–27, supported by 

FIGURE 2.5.2 SAR: Outlook  

Growth in SAR is expected to slow to 6.2 percent in 2026, mainly reflecting 

the impact of increased tariffs on India, and then recover to 6.5 percent in 

2027, partly supported by strong growth in services activity as political 

uncertainty eases in several economies. Fiscal consolidation in India is 

forecast to continue, whereas primary deficits are set to be steady, on 

average, in the rest of the region. Inflation is projected to remain moderate 

over the forecast horizon. Steady per capita income growth, aided by solid 

remittance inflows, is expected to help reduce poverty. 

B. Primary fiscal balances  A. GDP growth  

D. Poverty  C. Headline inflation  

Source: World Bank. 

Note: e = estimate; f = forecast. SAR = South Asia. 

A. Aggregates are calculated as weighted averages, using GDP at average 2010–19 prices and 

market exchange rates as weights. Diamonds for June 2025 refer to the rates computed with data in 

the June 2025 edition of the Global Economic Prospects report. 

B. Aggregates are calculated as weighted averages, using nominal GDP in U.S. dollars as weights. 

C. Aggregates are calculated as weighted geometric averages, using nominal GDP in U.S. dollars as 

weights. 

D. Poverty is defined using the lower-middle-income poverty threshold of 4.20 international dollars 

per day in 2021 purchasing power parity. Sample includes Bangladesh, Bhutan, Nepal, and Sri 

Lanka. 

increased tourist arrivals facilitated by the full 
opening of a new international airport terminal. 

Fiscal policy is anticipated to vary across the 
region. Fiscal consolidation is set to continue in 
India over the forecast horizon, with the effects of 
tax cuts outweighed by a decline in current 
spending, resulting in a gradual reduction in the 
public debt-to-GDP ratio. Elsewhere in the 
region, primary deficits are forecast to be steady 
(refer to figure 2.5.2.B). In Bangladesh, an 
expected reform-driven increase in revenue 
collection is projected to offset a rise in expendi-
ture following the formation of a new govern-
ment. Strong revenue performance in Sri Lanka is 
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1 In the growth projections, the impacts of Cyclone Ditwah in 
late 2025 have yet to be taken into account, given an ongoing 
assessment of its damage to the economy. 
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  the forecast horizon. In several economies, 
including Bhutan and Sri Lanka, emigration 
pressures are projected to remain heightened, 
especially among the young and highly skilled 
population. 

Risks 

Risks to the regional outlook are tilted to the 
downside. Further increases in trade restrictions or 
trade policy uncertainty could lower external 
demand relative to the baseline. Tighter-than-
expected financial conditions amid heightened 
financial vulnerabilities, elevated violence and 
social unrest, or more frequent or intense disasters 
due to natural hazards could also reduce regional 
growth. However, there are multiple upside risks. 
Growth could exceed the baseline forecast if 
bilateral tariffs are, even partially, reversed in 
several economies in the region. Another upside 
risk is that new technologies could generate faster 
productivity and employment growth than 
assumed, particularly in India. In addition, the 
stabilization of the political environment in some 
economies could lead to growth-enhancing 
structural reforms. 

A further rise in tariffs or other trade restrictions, 
or heightened uncertainty about global trade 
policies, could dampen export demand and 
economic activity in the region. Although 
openness to global trade is relatively limited in the 
region’s economies, the risk is higher in those with 
larger exposure to the United States, including 
Bangladesh and Sri Lanka, than in other regional 
economies. Increases in tariffs, including through 
the removal of exemptions relating, for example, 
to electronics, or extensions to services, could 
directly weaken growth. 

Tighter financial conditions in the region, 
resulting, for example, from a sudden shift in risk 
appetite, could weigh on private investment and 
raise public debt service burdens. It could also 
reduce access to foreign borrowing and trigger 
capital outflows from the region, particularly from 
frontier market economies with elevated debt 
levels and large external financing needs, including 
Maldives (refer to figure 2.5.3.A; refer to chapter 
4, forthcoming). 

forecast to lead to reductions in fiscal deficits and 
public debt (World Bank 2025t). In contrast, 
Bhutan’s fiscal deficit is anticipated to widen, 
reflecting the implementation of infrastructure 
projects despite expected tax reforms. 

Current account deficits in the region are project-
ed to remain moderate. In India, surpluses in 
services trade are expected to partly offset mer-
chandise trade deficits. Elsewhere in the region, 
trade deficits are generally anticipated to widen in 
2026–27, with some current account balances 
turning to deficit, reflecting strong growth in 
domestic investment. Current account deficits are 
projected to widen in Bhutan and Maldives, 
mainly because of increases in imports for 
investment. In Maldives, high external financing 
needs, including debt service requirements, are 
anticipated to sustain pressure on the balance of 
payments and official reserves. In contrast, Nepal 
and Sri Lanka are forecast to run current account 
surpluses, primarily reflecting lower global oil 
prices and resilient remittance inflows, particularly 
from member countries of the Gulf Cooperation 
Council, where activity is anticipated to remain 
robust. 

Inflation in India is expected to converge to the 
target set by the central bank in FY2026/27, 
assuming stable seasonal conditions contain food 
price inflation. Excluding India, inflation in the 
region is set to decline over the forecast horizon 
(refer to figure 2.5.2.C). Inflation in Nepal is 
forecast to remain below the central bank’s ceiling, 
given projections of weak global commodity prices 
and moderate inflation in India. Inflationary 
pressures are anticipated to soften in Bangladesh, 
leading to monetary policy easing, whereas rising 
demand and tight supplies of food are likely to 
contribute to price pressures in Maldives (World 
Bank 2025u). 

Poverty is expected to decline in the region over 
the forecast horizon, supported by steady per 
capita income growth amid slowing population 
growth, moderate inflationary pressures, and solid 
remittance inflows (refer to figure 2.5.2.D). 
However, job creation, particularly in the non-
agricultural sector, is anticipated to remain 
subdued in the region, likely insufficient for the 
youth who are expected to reach working age over 
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  Further increases in banking sector vulnerabilities 
could reduce the availability of credit to the 
private sector. In economies with weakened 
commercial bank balance sheets, further shocks to 
their financial systems could trigger financial 
disruptions. In Bhutan, the materialization of 
contingent liabilities associated with hydropower 
projects could disrupt the financial market and 
worsen the fiscal position (World Bank 2025v). 

Increased violence and social unrest, as well as a 
surge in political instability—for example, 
surrounding elections—could disrupt economic 
activity and worsen investor confidence, reducing 
investment and capital inflows. This is more likely 
to occur in economies with weaker socioeconomic 
conditions, including in the provision of educa-
tion and the promotion of employment (refer to 
figure 2.5.3.B). 

More frequent or severe extreme weather events 
could result in substantial humanitarian and 
economic losses. The region is exposed to weather-
related risks and has experienced a number of such 
events in recent years (refer to figure 2.5.3.C; 
Damania et al. 2025). Extreme weather events 
could also reduce food production, which could 
increase food inflation and households’ living 
expenses. 

In contrast, an upside risk to the outlook is the 
possible resolution of trade disputes, including a 
partial reversal of U.S. tariffs, in several econo-
mies, including India. Progress on bilateral 
negotiations to lower trade barriers and re-
strictions could lead to faster export growth and 
attract more foreign capital than assumed in the 
baseline. Business and consumer confidence could 
also be boosted, which would support stronger-
than-expected increases in investment and 
consumption. 

Another upside risk is that further investment in 
new technologies, including artificial intelligence, 
could enhance productivity at a faster pace than 
expected, especially in economies better prepared 
to adopt them, such as India (refer to figure 
2.5.3.D). It could also raise potential growth and 
strengthen the economy’s resilience to external 
shocks. However, the materialization of the 
benefits will likely require the implementation of 
reskilling initiatives (World Bank 2025w). It also 

FIGURE 2.5.3 SAR: Risks 

Economies in SAR with large government financing needs, alongside 

elevated debt, are more prone to adverse shifts in global financial 

conditions. The share of youth not in employment, education, or training has 

risen in some countries, which could be a flashpoint for increased social 

unrest. Economic activity in the region could be disrupted by more frequent 

or severe weather events. Further investment in new technologies could 

lead to faster-than-expected productivity growth in economies that are 

better prepared to adopt such technologies. 

B. Youth not in employment, 

education, or training  
A. Fiscal financing needs, 2026  

D. Exports and jobs related to 

computer and information services  

C. Frequency of extreme weather 

events  

Sources: EM-DAT (database); International Labour Organization; International Monetary Fund; Kose 

et al. (2022); World Bank. 

Note: BGD = Bangladesh; BTN = Bhutan; IND = India; LKA = Sri Lanka; MDV = Maldives; NPL = 

Nepal; SAR = South Asia. 

A. A fiscal financing need is defined as the sum of the fiscal deficit and short-term central government 

debt. For Maldives and Sri Lanka, data refer to the 2026 projections, and for Bangladesh, Bhutan, 

India, and Nepal, the forecasts for FY2025/26 are presented. For the four economies where data are 

reported on a fiscal year basis, diamonds show averages of FY2020/21 to FY2023/24. 

B. Percent of the youth, defined as the population aged 15–24, who are not in employment, education, 

or training, which is computed by the International Labour Organization with survey data from national 

sources. The latest year refers to: 2024 for Bangladesh, Bhutan, and India; 2022 for Sri Lanka; 2019 

for Maldives; and 2017 for Nepal. The earliest year after 2000 refers to: 2006 for Bangladesh; 2008 for 

Nepal; 2009 for Maldives; 2010 for Sri Lanka; and 2018 for Bhutan and India. 

C. Cumulative number of extreme weather events, including droughts, extreme temperatures, floods, 

storms, wildfires, and landslides. Last observation for 2025 is November. Sample includes six 

countries. 

D. Bars show exports of computer and information services, as a percent of GDP. For Maldives, 

telecommunications are also included. Data are for 2024 in all countries except in Bhutan, where data 

refer to FY2023/24. Diamonds show the percent of employment in computer programming, 

consultancy and related activities, and information service activities—defined as codes 62 and 63 in 

the fourth revision of the International Standard Industrial Classification of All Economic Activities—

among workers with advanced education. Data are computed by the International Labour 

Organization with survey data from national sources for the latest year: 2024 for Bangladesh, Bhutan, 

and India; 2022 for Sri Lanka; 2019 for Maldives; and 2017 for Nepal. 

hinges on the development of physical and human 
capital in neighboring economies. Investment to 
advance technological capacity and support digital 
transformation could help absorb skilled workers 
domestically. 
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TABLE 2.5.1 South Asia forecast summary 

(Real GDP growth at market prices in percent, unless indicated otherwise) 

Source: World Bank. 

Note: e = estimate; f = forecast. EMDE = emerging market and developing economy; GNFS = goods and non-factor services; PPP = purchasing power parity. World Bank forecasts are 

frequently updated based on new information and changing global circumstances. Consequently, projections presented here may differ from those in other World Bank documents, even if 

basic assessments of countries’ prospects do not differ at any given moment in time. 

1. GDP and expenditure components are measured in average 2010–19 prices and market exchange rates. Aggregates are presented in calendar year terms. Because of the World Bank’s 

regional reclassification effective July 1, 2025, aggregated growth rates based on the June 2025 edition of the Global Economic Prospects report are recomputed without data for 

Afghanistan and Pakistan and therefore do not necessarily match those reported in the June 2025 publication. 

2. Aggregate excludes Maldives, for which data limitations prevent the forecasting of GDP components. 

3. Fiscal year runs from April 1 through March 31. 

  2023 2024 2025e 2026f 2027f  2025e 2027f 

EMDE South Asia, GDP 1 8.0 6.3 7.1 6.2 6.5  1.0 0.0 

GDP per capita (U.S. dollars) 7.1 5.4 6.1 5.2 5.6  1.0 0.0 

(Average including countries that report expenditure components in national accounts) 2 

EMDE South Asia, GDP 2 8.0 6.4 7.1 6.2 6.5  1.0 0.0 

PPP GDP 8.1 6.4 7.1 6.2 6.5  1.0 0.0 

Private consumption 5.4 6.5 7.1 7.1 7.0  0.3 0.2 

Public consumption 6.9 4.0 4.1 5.3 7.4  -0.7 1.9 

Fixed investment 7.5 6.9 6.5 6.6 6.8  0.3 0.1 

Exports, GNFS  3.1 4.6 5.8 4.7 5.4  -0.5 -1.5 

Imports, GNFS 7.4 0.8 6.5 7.6 7.5  1.1 0.0 

Net exports, contribution to growth -1.4 0.8 -0.5 -1.0 -0.9  -0.4 -0.4 

Memo items: GDP          

 2023/24 2024/25 2025/26e 2026/27f 2027/28f  2025/26e 2027/28f 

 India 3 9.2 6.5 7.2 6.5 6.6  0.9 -0.1 

 2023 2024 2025e 2026f 2027f  2025e 2027f 

South Asia excluding India 3.7 4.2 4.2 5.0 5.6  0.1 0.3 

2026f 

-0.2 

-0.3 

-0.2 

-0.2 

0.4 

-0.1 

0.0 

-1.5 

0.1 

-0.4 

 

2026/27f 

0.0 

2026f 

0.0 

Excluding Bangladesh -0.5 4.7 4.3 3.6 3.6  0.2 -0.3 -0.2 

Percentage-point differences from  

June 2025 projections 

  2023 2024 2025e 2026f 2027f  2025e 2026f 2027f 

Calendar year basis                  

Maldives 4.9 3.5 4.2 3.9 4.0  -1.5 -1.4 -0.7 

Sri Lanka 1 -2.3 5.0 4.6 3.5 3.1  1.1 0.4 0.0 

Fiscal year basis 2 2023/24 2024/25 2025/26e 2026/27f 2027/28f  2025/26e 2026/27f 2027/28f 

India 9.2 6.5 7.2 6.5 6.6  0.9 0.0 -0.1 

 2022/23 2023/24 2024/25e 2025/26f 2026/27f  2024/25e 2025/26f 2026/27f 

Bangladesh 5.8 4.2 3.7 4.6 6.1  0.4 -0.3 0.4 

Bhutan 4.9 6.1 7.0 7.3 6.1  0.4 -0.3 0.8 

Nepal 2.0 3.7 4.6 2.1 4.7  0.1 -3.1 -0.8 

TABLE 2.5.2 South Asia country forecasts 

(Real GDP growth at market prices in percent, unless indicated otherwise) 

Source: World Bank. 

Note: e = estimate; f = forecast. World Bank forecasts are frequently updated based on new information and changing global circumstances. Consequently, projections presented here may 

differ from those in other World Bank documents, even if basic assessments of countries’ prospects do not significantly differ at any given moment in time. 

1. The impacts of Cyclone Ditwah in late 2025 have yet to be incorporated due to an ongoing damage assessment. 

2. Fiscal year runs from April 1 to March 31 in India; from July 1 to June 30 in Bangladesh and Bhutan; and from July 16 to July 15 in Nepal. 

Percentage-point differences from 

June 2025 projections 

stronger macroeconomic management and a 
greater commitment to structural reforms, investor 
confidence and economic activity could be 
materially boosted. 

Finally, political transitions following the sched-
uled elections in Bangladesh and Nepal in early 
2026 could improve economic stability, with 
better predictability in growth-enhancing reform 
efforts. If these transitions are accompanied by 

https://thedocs.worldbank.org/en/doc/7ce50b5aa95bef66048680bba9926ec8-0050012026/related/GEP-Jan-2026-SA-data.xlsx
https://thedocs.worldbank.org/en/doc/7ce50b5aa95bef66048680bba9926ec8-0050012026/related/GEP-Jan-2026-SA-data.xlsx
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