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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
• 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 
  to rise in FY26
• Risks are tilted to the downside, particularly if the Middle- 
 East conflict is prolonged



Growth was stagnant in H1FY26 due to unrest and weak agriculture, with 
hydropower a bright spot.

• Agriculture growth 
slowed due to drought 
and rainfall shocks

• Industrial sector 
benefited from a 
notable expansion in 
installed hydroelectric 
capacity.

• Services sector was 
affected by the 
September 2025 
unrest, particularly 
tourism-related and 
mobility-dependent 
sectors, while real 
estate services slowed 
due to other factors.



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.



External position strengthened, driven by remittances

• 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.



The central bank continued a cautious accommodative monetary policy…

• Policy rate cut by 75 
bps to 4.25%

•  Nominal deposit and 
lending rates reached 
record lows amid 
surplus liquidity and 
weak credit demand.



...but private credit growth remained low

• 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.



Fiscal deficit deteriorated marginally due to lower revenues

• 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.



Conflict in the Middle East poses risks to remittances, fuel prices, and tourism

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. 



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



Risks tilted to downside

External Domestic

Improved political stability after the March 5, 2026, elections, sound 
macroeconomic management, and structural reforms could boost investor 
confidence
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