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Key Messages

1. Recent Economic Developments (First half of FY26)
 Growth was stagnant, reflecting unrest and weak agriculture
* Inflation dropped sharply to 1.7% due to falling food prices
e External sector strengthened with higher remittances
* Private credit growth remained low despite monetary easing
* Fiscal deficit deteriorated marginally due to lower revenues

2. Outlook and Risks

* The conflict in the Middle East is expected to have an
impact on Nepal, particularly through remittances, energy,
and tourism channels: growth to moderate and inflation
torisein FY26

* Risks are tilted to the downside, particularly if the Middle-
East conflict is prolonged
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Growth was stagnant in H1FY26 due to unrest and weak agriculture, with

hydropower a bright spot.
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Inflation dropped sharply to 1.7% due to falling food prices

Falling food prices—including vegetables, spices, pulses, legumes, and cereal
grains—drove this decline, reflecting favorable harvests and base effects from
H1FY25.
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External position strengthened, driven by remittances

(as a share of GDP, percent)
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Current account
surplus widened to
a record high of
6.7% of GDP, driven
by higher
remittances.

Edible soybean oil
contributed to the
rise in merchandise
imports and exports

The widening
surplus boosted
import cover to 18.1
months by mid-
January 2026.

Official Use Only



The central bank continued a cautious accommodative monetary policy...

(weighted average, percent)
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Policy rate cut by 75
bps to 4.25%

Nominal deposit and
lending rates reached
record lows amid
surplus liquidity and
weak credit demand.
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...but private credit growth remained low

(as a share of GDP, percent)
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Targeted regulatory
measures supported
households,
productive industries,
and sectors affected
by the September
2025 unrest.

But private credit
expanded only
marginally, reflecting
subdued domestic
demand.

Asset quality
deteriorated, while
the financial sector
remained well-
capitalized.
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Fiscal deficit deteriorated marginally due to lower revenues

(as a share of GDP, percent)

mm Expenditure  mmmm Revenue and grants Fiscal balance (RHS)

15 2.0
10 I " 1.5
: 1.0
0.5
0

0.0

i of l 05
-10 k 1.0
o5 1.5

H1FY19 H1FY20 H1FY21 H1FY22 H1FY23 H1FY24 H1FY25 H1FY26

(as a share of GDP, percent)

. VAT o Customs
Income tax Excise
pm Other mm Non tax revenue

15 =—@==Total revenue and grant

ARRRERER

H1FY19 H1FY20 H1FY21 H1FY22 H1FY23 HI1FY24 HI1FY25 HI1FY26

Total expenditure
remained broadly
unchanged, as a
marginal increase in
recurrent spending
was largely offset by a
decline in capital
spending.

Revenue (including
grants) decreased,
driven by lower
income tax and non-
tax revenue.

The fiscal deficit and
exchange rate
depreciations
contributed to a
modest rise in public
debt in H1FY26.
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Conflict in the Middle East poses risks to remittances, fuel prices, and tourism

(Europe brent spot price, USD/barrel)
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The conflict is expected to affect Nepal
through multiple transmission channels,
including higher global commodity prices,
potential moderation in remittance

inflows, disruptions to aviation connectivity
and tourism, and heightened investment
uncertainty.
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Nepal imports 100 percent of its refined petroleum products and LPG from
India, which in turn imports about 40 percent of its crude oil through the SoH.
Nepal’s strategic petroleum reserves are low.

Oil and LPG imports

The Middle East is a major destination for Nepali migrant workers, accounting
for around 40 percent of remittances.

International migration and
remittances

The Middle East is also a key transit hub for international tourists visiting
Tourism Medium Nepal. Increased global uncertainty, higher inflation, and rising aviation fuel
prices could weigh on tourist arrivals.
Bilateral trade between Nepal and the Middle East s limited. However, Nepal’s
economy could be affected by global supply chain disruptions and the impact
of the conflict on major trade partners, notably India.

International trade

Most fertilizers are imported from the Middle East. However, by February 2026,
Fertilizers Uncertain the government had already imported about 79 percent of the FY26 targeted
fertilizer volume.




Growth is forecast to moderate in FY26, while inflation is expected to rise

 GDP growth projected at 2.3% in FY26; Recovery to 4.4% in FY27-FY28
* Inflation to increase to 4.3% in FY26 and to 5.1% in FY27; Moderation

expected in FY28

(annual percent change unless indicated otherwise)
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Risks tilted to downside

External

Prolonged conflic

could reduce remittances and tourism

Disruptions in fertilizer imports may raise
production costs and reduce agricultural
output

Fuel Supply constraints co
investment activity

uld also weigh on
more broadly

tin the Middle East

Domestic

could constrain
credit growth

Natural disaster risks pose significant
risks to production, Consumption,
investment, and fiscal stability

confidence
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