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aBBrEViaTiONS 

ANA — annual national accounts

BFI — banks and financial institutions

FDI — foreign direct investment

FY — fiscal year

GDP  — gross domestic product

NRB — Nepal Rastra Bank

NRs — Nepalese Rupees

QGDP — quarterly gross domestic product

QNA — quarterly national accounts

US — United States

VAT — Value Added Tax

  

NOTE
(i) The fiscal year (FY) of the Government ends on 15 July. FY before a calendar year   denotes 

the year in which the fiscal year ends, e.g., FY 2015 ends on 15 July 2015. 

(ii) In this report, “$” refers to US dollars. 
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Executive Summary

1. Considering the late and subnormal monsoon, political uncertainty and the reported 
deceleration of remittance inflows, gross domestic product (GDP) growth (at basic prices) is 
forecast to be between 4.0% and 5.0% in FY2015. The reported deceleration of remittance 
inflows despite an increase in the number of migrant workers presents an unclear picture of 
the impact of remittance income on consumption. Furthermore, the failure of the Constituent 
Assembly to promulgate the new constitution by the self-imposed 22 January deadline and the 
ensuing deeper political uncertainty have made investors wary of the future direction of Nepal’s 
politics and economy. Consequently, a large gap between investment commitment and actual 
investment continues to be persistent. The initial surge in investor confidence is partly negated 
by the prolonged political uncertainty and low expenditure absorption capacity.

2. As in the previous years, expenditure performance was not satisfactory in the first half 
of FY2015. Only 26.2% of total budget was spent, lower than the 30.2% budget utilization 
in the corresponding period in FY2014. Capital spending has remained low, with just 12.6% 
of the total allocation spent by mid-year FY2015, down from 13.5% utilization by mid-year 
FY2014. Actual capital spending is expected to heavily bunch in the last quarter of FY2015 like 
in the previous years, and the slow pace of spending so far indicates that the capital budget will 
likely continue to be underspent. Assuming capital budget utilization of 75% and 80%, actual 
capital expenditure is estimated at 4.0% and 4.3% of GDP, respectively, lower than the budget 
estimate of about 5.4% of GDP.

3.  The mid-year revenue mobilization stood at NRs190.5 billion, which is 45.1% of the 
total revenue target for FY2015. It is about 16.6% higher than the revenue mobilized in the first 
half of FY2014. The largest contribution to total revenue came from value added tax (29.2%), 
followed by income tax (20.5%), customs duties (19.1%), and excise duty (13.2%). Overall, 
revenue target for FY2015 appears achievable. However, the higher revenue growth and slower 
than expected expenditure growth have led to an ever-growing government budget surplus, 
which reached NRs64.9 billion in the first six months of FY2015.

4. Inflation averaged 7.3% in the first half of FY2015, down from 9.1% in the 
corresponding period in FY2014. The decline in prices is mainly driven by the sharp slowdown 
in non-food and services prices. However, the persistence of the high inflation level is 
supported by the still high food and beverage prices, which averaged 10.1% in the first half 
of FY2015 against 11.5% in the same period in FY2014. Considering the sharp drop in non-
food prices and moderating food prices, inflation is forecast to be between 7.0% and 8.0% in 
FY2015.

5. The large slowdown in the growth of net foreign assets of the banking sector and 
a marginal increase in net domestic assets led to a slower growth of money supply. The 
deceleration of remittance inflows and lower grant inflows contributed to the slowdown in 
building up of net foreign assets. The decrease in money supply was reflected in the 5.8% 
growth of narrow money (M1) and 6.1% growth of time deposits. The banks and financial 
institutions (BFI) mobilized NRs83.8 billion (reaching a total of NRs1,490.5 billion) in 
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deposits in the first six months of FY2015, lower than the NRs95.4 billion mobilized in the 
corresponding period in FY2014. This translates into a growth of 6.0%, down from 8.0% in 
the first half of FY2014. Total credit (loans and advances) of BFIs increased by 9.5% (NRs125.4 
billion) in the first half of FY2015, up from 7.3% growth in the corresponding period in 
FY2014 (NRs83.7 billion). Credit supplied by commercial banks grew by 11.6% (NRs123.7 
billion), up from a rate of 7.0% in mid-January FY2014. Short-term interest rates remained 
volatile and at times rose higher than the corresponding months in FY2014, reflecting the 
central bank’s effectiveness of liquidity management. Real deposit rates remained negative due 
to high inflation. Meanwhile, the Nepal Stock Exchange (NEPSE) index increased by 19.4% 
(939.5 points) in mid-January FY2015, a sharp decrease from a 143.2% growth (787.1 points) in 
mid-January FY2014.

6. The country’s external situation weakened as exports and recorded remittance inflows 
slowed down, but imports continued to post a double-digit growth. In the first half of FY2015, 
the balance of payments surplus decreased to $349.2 million, down from $788.1 million in 
mid-January in FY2014. Workers’ remittance inflows slowed down to 5.0% in the first half of 
FY2015, down from a rate of 17.9% in mid-year FY2014, despite an increase in the number of 
migrants, suggesting an increase in informal inflows. Gross foreign exchange reserves increased 
from $6.8 billion in mid-July 2014 to $7.1 billion in mid-January 2015, sufficient to cover 9.8 
months of import of goods and non-factor services. Overall, the Nepalese rupee depreciated 
by 1.0% from 15 January 2014 to NRs99.1 per US dollar on 15 January 2015. Since mid-July 
2014, it depreciated by 3.3%.

7. This edition of Macroeconomic Update’s issue focus explores the importance of quarterly 
GDP data for a frequent and accurate update on the state of the economy and corrective 
measures that policymakers can undertake based on such update. The Central Bureau of 
Statistics has published a batch of quarterly GDP series up to second quarter of FY2014. 
This needs to be continued to facilitate better policy analysis, dialogues and decision making. 
Quarterly GDP data should be timely, coherent, accurate, comprehensive, and reasonably 
detailed— all of which are critical for assessing, analyzing, and monitoring current economic 
developments.  
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MaCrOECONOMiC UpdaTE
a. real Sector

i. performance in FY2014
1. The bumper agricultural harvest, modest recovery in 
construction, and robust services activities induced by high remittance 
income pushed up gross domestic product (GDP) growth rate to an 
estimated 5.2% in FY2014. The services sector contributed about 
60.0% of the GDP growth, largely coming from wholesale and 
retail trade, transport, storage and communication activities. The 
agriculture sector’s contribution to the GDP growth stood at 30.0% 
and the industry sector contributed about 10.0% (Figure 1).

2. The agriculture sector, which comprises almost 35% of 
GDP and provides livelihood to about 76% of households, grew at 
an estimated 4.7%, the highest in the last six years. The timely and 
favorable rain fall, and the adequate supply of agricultural inputs, 
including chemical fertilizers, boosted production of both summer 
and winter crops.2 The industry sector, which comprises a mere 15% 
of GDP, grew by an estimated 2.7%, marginally up from its 2.5% 
growth rate in FY2013, as construction, and electricity, gas and water 
grew modestly despite a slowdown in manufacturing. Meanwhile, the 
remittance-induced consumption demand propelled services sector 
growth to an estimated 6.1%, the highest growth rate in the last six 
years. Within the service sector, wholesale and retail trade—whose 
share in GDP was 14.9% in FY2014, higher than the share of the 
industry sector—grew by an estimated 8.8%, two percentage points 
higher than in FY2013 (Figure 2).

3. Consumption accounted for an estimated 91.1% of GDP, up 
from 89.9% of GDP in FY2013 (Figure 3), indicating the increasing 
consumption demand stimulated by growing remittance income.3 
Gross capital formation stood at an estimated 37.1% of GDP, 
contributed mostly by the increase in gross fixed capital formation 
(GFCF) from 22.6% of GDP in FY2013 to 23.1% of GDP in FY2014 
despite a decrease in stocks from 14.3% of GDP in FY2013 to 13.9% 
of GDP in FY2014 (change in stocks also includes statistical errors). 
The high import demand—induced by high remittance income in 
the absence of domestically produced alternatives—further widened 
the trade deficit, reaching an estimated 28.2% of GDP in FY2014 
from 26.8% of GDP in FY2013. The supply capacity and cost 

Figure 1: Supply-side contributions to growth 
(percentage points)1

1 R and P denote revised estimate and provisional estimate, respectively. Any reference to GDP for FY2013 and FY2014 in this Macroeconomic Update refers to revised and 
provisional estimate, respectively.

2 Major winter crops are wheat, barley, potato, winter tomato, cauliflower and cabbage. Major summer crops are paddy, maize, millet, buckwheat and summer potato. 
3 It may be noted that even though final consumption with respect to GDP is very high, the actual domestic consumption expenditure made up an estimated 62.9% of GDP 

in FY2014, down from 63.1% of GDP in FY2013 and 65.5% of GDP in FY2012. This is due to the surge in net exports (or export minus import) in FY2014, , i.e. the consumption 
expenditure on imports of goods and non-factor services.

Figure 3: Share of Gdp by expenditure

Source: Central Bureau of Statistics

Source: Central Bureau of Statistics

Figure 2: Sub-sectoral growth (% change)

Source: Central Bureau of Statistics
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competitiveness of exports continue to be affected by the: (i) lack 
of adequate and quality infrastructure; (ii) political instability; (iii) 
recurring labor disputes and low productivity; (iv) lack of skilled 
human resources; (v) deficient research and development investment 
and innovation in the private sector; and (vi) policy inconsistencies 
and implementation paralysis.4

4. Gross domestic savings declined to an estimated 8.9% of 
GDP from 10.1% of GDP in FY2013 and 14% of GDP in FY2011. 
This indicates that a majority of the residents’ income is spent 
on consumption, which is mostly fulfilled by imported goods. 
Meanwhile, the substantial increase in gross national savings—from 
40.3% of GDP in FY2013 to an estimated 46.4% of GDP in FY2014—
reflects the record high remittance inflows, which reached 28.2% of 
GDP in FY2014. Per capita GDP, per capita gross national disposable 
income (GNDI) and GDP stood at $712.1, $981.6 and $19.7 billion 
in FY2014 (Figure 4).

ii. FY2015 investment
5. Domestic investment commitment: Despite the resurgence 
of investor confidence following the business-friendly budget and 
the strong commitment to enact updated legislation and policies, 
domestic investment commitment declined by 64.6% during the 
first six months of FY2015 compared to a remarkable 383% growth 
in the corresponding period in FY2014. Many investors upbeat by 
the successful conclusion of power development agreements (PDA) 
on the Upper Karnali and Arun III hydroelectricity projects (both 
900 MW run-of-the-river projects) and the signing of a power trade 
agreement (PTA) with India are in a wait-and-watch mood, especially 
after the political uncertainty created by the failure of the second 
Constituent Assembly (CA) to promulgate the new constitution by 
the self-imposed 22 January deadline. As a result, the total domestic 
capital investment (fixed plus working capital) commitment dropped 
to NRs64.7 billion in the first six months of FY2015 from NRs182.7 
billion in the corresponding period in FY2014. The energy sector 
accounted for 64.4% of the total investment commitment in the first 
half of FY2015 (Figure 5).

6. Foreign direct investment commitment: Contrary to the 
domestic investment commitment, in the first six months of FY2015, 
the foreign direct investment (FDI) commitment of approved projects 
reached NRs39.4 billion, a 170% increase from mid-January 2014. 
The energy sector received the highest FDI commitment, reaching 

4  For more on Nepal’s export competitiveness, see the issue focus section of Macroeconomic Update, Vol.2, No.1, February 2014.

Figure 4: per capita Gdp and Gdp

Source: Central Bureau of Statistics

Figure 5: domestic capital investment commitment (NRs billion)

Source: Department of Industry
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NRs33.8 billion, almost three times the commitment made in the 
whole of FY2014 (Figure 6). Indian investors accounted for almost 
all of that investment commitment. The increased FDI commitment 
reflects events following the signing of the PDA for the two big 
hydropower projects and a PTA with India. That said actual FDI has 
in fact decreased by 19.5%, reaching NRs1.0 billion in the first half 
of FY2015. The large gap between the commitments and the actual 
investment indicates that while investor confidence is improving, 
the investment environment still is not entirely favorable as political 
uncertainty prevails longer than expected.

iii. FY2015 Growth Outlook
7. Considering the late and subnormal monsoon, political 
uncertainty, and the reported slowdown in remittance inflows, this 
Macroeconomic Update forecasts FY2015 GDP growth (at basic 
prices) under two scenarios. Under the first scenario, assuming a 
sharp drop in agricultural production, a modest recovery in industry 
sector (thanks to the resurgence of investor confidence), and improved 
construction activities, and slightly lower services sector growth 
arising from the reported deceleration of remittance inflows, GDP 
growth is forecast at 4.0%. Under the second scenario, assuming a 
modest drop in agricultural production, a modest recovery in industry 
sector, and stable growth of services activities, GDP growth is forecast 
at 5.0%. The surge in investor confidence is partly negated by the 
prolonged political uncertainty and low expenditure absorptive 
capacity. Meanwhile, the reported deceleration of remittance inflows 
(a drop from 17.9% growth in mid-year FY2014 to 5.0% growth in 
mid-year FY2015, in US dollar terms) despite the rise in the number 
of migrant workers along with the sharp drop in the growth of gold 
imports (decrease by 84.7% between mid-year FY2015 and mid-year 
FY2015, in US dollar terms) presents an unclear picture of the nature 
of remittance inflows and its impact on consumption.5 Furthermore,  
the failure of the CA  to promulgate  the new constitution by the 22 
January deadline and the  ensuing deeper political uncertainty have 
made investors wary of the future direction of Nepal’s politics and 
economy. Considering these developments, GDP is expected to grow 
between 4.0% and 5.0% in FY2015 (Figure 7). A more definitive 
forecast will be presented in the forthcoming Asian Development 
Outlook 2015 in March 2015.

Figure 6: Fdi commitments and actual inflows (NRs billion)

Figure 7: Sectoral contributions to growth (percentage points)

5 A likely scenario is that remittance income is being sent using informal channels and is anyway used to finance non-oil imports, whose growth was higher than the overall 
growth of imports in the first six months of FY2015. Usually, such a deceleration of remittance inflows tends to increase gold import by individuals traveling abroad or by over-
seas migrants. 

Source: Department of Industry; Nepal Rastra Bank

Source: Central Bureau of Statistics; NRM staff estimates
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The Central Bureau of Statistics released new 
estimates for population for the next twenty 
years based on Population Census 2011. It shows 
that by 2031, Nepal’s population will reach 33.6 
million, comprising of 51.4% female and 48.6% 
male. Similarly, urban population will be 30.2% of 
total population in 2031, up from 17.1% of total 
population in 2011. The country will still have a 
substantial share of population (69.8%) residing in 
rural areas as defined in the Population Census. 

Total population is projected to grow by 1.4% until 
2018, 1.3% over 2019-2021, 1.2% over 2022-2023, 
1.1% over 2024-2025, 1.0% over 2026-2027, 0.9% 
over 2028-2029, and 0.8% over 2030-2031. The 
urban and rural population growth rate is projected 
to follow similar path.

The share of population of 15-49 age cohort is 
projected to increase from 50.6% in 2011 to 55.5% 
in 2031. Furthermore, the share of population 
below 24 years is projected to peak at 51.5% in 
2018 and then gradually decline to 41.8% in 2031. 
The share of youth (15-24 years as per the UN 
definition) is projected to peak at 21.3% of total 
population in 2020 and then decline gradually to 
16.4% of total population in 2031. According to the 
definition of youth prevalent in Nepal, the youth 
population (16-40 years) stood at 40.3% of total 
population in 2011. This is expected to increase to 
43.3% of total population in 2031. 

The declining population growth rate and 
dependency ratio, rising life expectancy along 
with declining fertility and child mortality, and 
gradually peaking working age population or that 
of the youth population indicate that the country 
is reaching the unique point where it could exploit 
this demographic change to spur economic growth, 
provided that effective public policy is implemented. 
Else, this demographic bulge will continue to 
be a burden to the economy, resulting in more 
temporary outmigration for overseas work. 

BOx 1: realizing the demographic dividend

The economy needs to generate enough job opportunities 
by investing heavily in infrastructure (energy, transport, ICT, 
urban development) and human capital (quality and relevant 
education and healthcare) to galvanize the youth into building 
a strong and resilient economy, which should be characterized 
by a meaningful structural transformation and an accelerated 
inclusive economic growth process. The country will also have 
to effectively utilize knowledge, experience, and technology of 
other successful counties to ensure that such a process picks 
up high momentum in this short window of opportunity. 
Then only the youth will be more productive and competitive 
during their working years. 

Source: Central Bureau of Statistics

Source: Central Bureau of Statistics
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B. Fiscal Sector

i. FY2015 Budget
8. The total expenditure outlay for FY2015 is NRs618.1 billion 
(an estimated 28.4% of GDP6), which is 37.4% higher than the revised 
total expenditure in FY2014. The FY2015 outlay comprises NRs399.0 
billion for recurrent expenditures (64.5% of the total outlay), NRs116.8 
billion for capital expenditures (18.9%), and NRs102.4 billion for 
financial provision7 (16.6%), compared with 68.3%, 16.5% and 15.2%, 
respectively in FY2014. A total revenue target of NRs514.8 billion8 

(23.7% of GDP) was set for FY2015, including projected foreign grants 
of NRs73.4 billion (3.4% of GDP) and principal repayment of NRs1.0 
billion. Overall, gross budget deficit is projected at NRs120.8 billion in 
FY2015 (equivalent to 5.6% of GDP), which is to be financed by foreign 
loans amounting to NRs49.5 billion, domestic borrowing of NRs52.8 
billion, and FY2014 cash balance of NRs18.5 billion.

Table 1: FY2015 budget overview
FY2015 budget targets

GDP growth target (%) 6.0
Inflation target (%) 8.0

FY2015 budget overview

Nrs billion % of Gdp
Budget allocation 618.1 28.4

Recurrent 399.0 18.3
Capital 116.8 5.4
Financing 102.4 4.7

projected total revenue 497.3 22.9
Revenue 422.9 19.4
Foreign grants 73.4 3.4
Principal repayment 1.0 0.05

projected deficit financing 120.8 5.6
Foreign loans 49.5 2.3
Domestic borrowing 52.8 2.4
FY2014 cash balance 18.5 0.9

Source: FY2015 budget, Ministry of Finance
Note: NRB and MOF revised down GDP growth target to 5.0% in its mid-term review of FY2015 
monetary policy

6 FY2015BE nominal GDP at producers’ prices estimate is assumed to be 12.8% (average of FY2011-FY2014 growth rates) higher than FY2014 provisional figure.
7 It includes internal loan investment, domestic share investment, and external and domestic debt repayments. 
8 It also includes NRs18.5 billion coming from FY2014 cash balance and irregularities.
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ii. Expenditure performance
9. Despite the timely announcement of the full FY2015 budget, 
the overall expenditure performance during the first half of FY2015 
was disappointing.  Only 26.2% (NRs161.9 billion) of the total 
budget was spent, lower than the 30.2% budget utilization in the 
corresponding period in FY2014 (Figure 8). Though the absolute 
amounts of the utilization of recurrent and financing budgets were 
higher than those of last year, capital spending has remained low, 
with just 12.6% of the total allocation spent in the first half of 
FY2015 (NRs14.7 billion), down from the 13.5% utilization in the 
corresponding period in FY2014 (Figure 9).

10. Actual capital spending is expected to heavily bunch in the 
last quarter of FY2015 like in the previous years, indicating the lack 
of adequate advance planning and persistent weak budget execution 
capacity. Of the actual capital spending in FY2014, 37.8% was spent 
in the last month and 58.8% in the last three months. The slow pace 
of spending so far this year indicates that the capital budget will likely 
continue to be underspent. In FY2014, actual capital expenditure was 
75% of total capital budget. If the utilization of the capital budget 
remains at the same level, then actual capital spending in FY2015 
will be about 4.0% of GDP, lower than the 5.4% of GDP projected 
in the budget, but higher than 3.3% of GDP in FY2014 (Figure 10). 
Furthermore, if the utilization of capital budget increases to 80% of 
budgeted amount, then actual capital spending in FY2015 could be 
4.3% of GDP.

11. The main reasons for the low capital spending are: (i) lack 
of project readiness, in terms of timely preparatory activities such 
as land acquisition, establishment of project management offices, 
and preparation of procurement plans; (iii) inherent weaknesses 
in the government budget execution processes, including delays in 
budget approval and release processes at various stages; (iii) delays 
in procurement processes; and (iv) overall weak project planning, 
implementation, and contract management capacity.9 There is an 
urgent need to ramp up both the quantum and quality of capital 
spending as it not only ‘crowds in’ private investments, but also helps 
create the foundations for the lackluster growth to take off on an 
employment-centric, high, inclusive, and sustainable growth path. 

Figure 8: Mid-year expenditure (NRs billion)

Figure 9: Mid-year budget utilization (% of total allocation)

9 These also indicate the slow decision-making process in the government due to the elections and slow transition to a new elected government, and the general apprehension 
over Commission for Invesstigation of Abuse of Authority’s (CIAA) active monitoring of corruption in the bureaucracy. 

Source: Ministry of Finance

Source: Ministry of Finance

Figure 10: actual capital expenditure (% of GDP)

Source: Ministry of Finance
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iii. revenue performance
12. The mid-year revenue mobilization stood at NRs190.5 billion, 
which is 45.1% of the total revenue target for FY2015 (Figure 11). It 
is about 16.6% higher than the revenue mobilized in the first half of 
FY2014. As a share of total targets, customs, value added tax (VAT), 
excise, and income tax mobilization up to mid-year stood at 47.4%, 
45.7%, 45.4%, and 42.9%, respectively. Import-based revenues10 

accounted for about 45% of the total revenue. Overall, revenue target 
for FY2015 appears achievable. 

13. The 96.4% increase in land registration fees indicates the 
ongoing rebound of the real estate and housing market. Lending for 
personal housing is picking up as the liquidity surplus is benefiting 
borrowers in terms of low lending rates. Real estate lending increased 
by NRs10.2 billion in the first half of FY2015 compared to a decrease 
by NRs9.2 billion in the corresponding period of FY2014. Similarly, 
lending for residential construction increased by NRs14.9 billion 
compared to an increase of NRs6.8 billion over the same period.

14. The largest contribution to total revenue came from VAT 
(29.2%), followed by income tax (20.5%), customs duties (19.1%), 
and excise duty (13.2%) (Figure 12). Revenue from all sources (except 
education service tax and non-tax revenue) increased by over 10%, but 
growth rates of VAT, customs excise, education service tax, and non-
tax revenue were lower than the one recorded in mid-year FY2014.

iV. Budget Balance
15. During the first six months of FY2015, the Nepal Rastra 
Bank’s (NRB) data shows that the government’s budget surplus 
increased to NRs64.9 billion from NRs.56.1 billion in the 
corresponding period in FY2013, reflecting higher revenue growth 
and slower than expected expenditure growth.

C. Monetary Sector

i. inflation
16. Inflation averaged 7.3% in the first half of FY2015, down 
from 9.1% in the corresponding period in FY2014. Inflation, as 
measured by the year-on-year (y-o-y) consumer price index (CPI), 
moderated in the first six months of FY2014 compared to their 

Figure 11: FY2015 revenue target and mid-year 
mobilization (NRs billion)

12 It includes custom duties, VAT, and excise on imports only.

Source: Ministry of Finance

Figure 12: Composition of total revenue (mid-year FY2015)

Source: Nepal Rastra Bank
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corresponding months in FY2013 (Figure 13). The decline in prices is 
mainly driven by the sharp slowdown in non-food and services prices. 
However, the persistence of the high inflation level is supported by 
the still high food and beverage prices, which averaged 10.1% in the 
first half of FY2015 against 11.5% in the same period in FY2014.

17. Compared to the corresponding months of FY2014, food 
inflation (y-o-y CPI) increased in the first three months of FY2015, 
and then slowed down in the next three months (Figure 14). The 
double-digit increase in the prices of cereals, vegetables, meat and fish, 
fruits, spices and restaurants, tobacco, and hotels pushed up overall 
average food price increases to over 10%. Lately, the moderation in 
cereal and vegetable prices led to an overall decline in food inflation. 
High food inflationary pressures are coming from legumes, milk 
products, hard drinks, and tobacco prices.

18. Except for the clothing and footwear category, other 
components in the non-food and services inflation basket remained 
at single digit level throughout the first six months of FY2014. (Figure 
15). The declining international fuel prices as well as in the domestic 
market led to the lower non-food inflation. Prices of clothing 
and footwear, housing and utilities, furnishing and household 
equipment, and health services declined in mid-January 2015. Prices 
of communication, recreational activities, and education increased in 
mid-January 2015 compared to mid-January 2014.

19. The inflation in Nepal is primarily driven by the prices of 
goods in India—Nepal’s largest trading partner, to whose currency 
the Nepalese rupee (NRs) is pegged and with which Nepal shares 
an open border. Other factors influencing Nepal’s inflation include 
agricultural output, oil price movements, domestic wages, exchange 
rate against convertible currencies, and domestic supply-side 
constraints, which restrict elastic response from domestic production 
(that arise from increasing GNDI). Constraints such as power outages, 
transport bottlenecks, lack of raw materials leading to the high 
import content of manufactured products, inadequate supply of key 
agricultural inputs, and market distortions by middlemen, cartels, and 
syndicates tend to exert downward price rigidity, making conventional 
fiscal and monetary policies less effective than expected.

ii. FY2015 inflation Outlook
20. Considering the sharp drop in non-food prices and 
moderating food prices, this  Macroeconomic Update estimates lower 
inflation in FY2015 than in the previous year. Inflation is forecast 

Figure 15: Year-on-year non-food inflation

Source: Nepal Rastra Bank.

Figure 13: Year-on-year inflation

Source: Nepal Rastra Bank.

Figure 14: Year-on-year food inflation

Source: Nepal Rastra Bank.
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11 The balance sheet of monetary authorities is composed of assets and liabilities. Assets consist of net foreign assets and net domestic assets (net claims on government and 
claims on the private sector).  Liabilities consist of currency issued and deposits. Both net foreign assets and net claims on government affect reserve money and hence the 
money supply. A decline in net foreign assets, denominated in local currency in the monetary survey, and the banking sector’s net credit to government reduces the money 
supply. Net foreign assets are associated with the fluctuations in foreign exchange reserves (in the balance of payments account).

12 It is the difference between the value of assets owned abroad and the value of domestic assets owned by non-residents
13 Money supply (M2) is the sum of net foreign assets and net domestic assets. Also called broad money, M2 is equal to narrow money (M1,) and saving and time deposits. M1 is 

equal to currency in circulation and demand deposits. 
14 To facilitate the analysis of the central bank’s financing of government operations, claims on the government are recorded on a net basis. The net credit to the government 

means creation of high-powered money, i.e. monetary base (currency in circulation plus reserves of banks in the central bank).

considering two scenarios. Under the first scenario, food inflation is 
expected to decline gradually in the next six months, and non-food 
inflation is expected to moderate at the current rate—thanks to the 
lower international fuel prices and its favorable impact on imported 
goods, lower domestic fuel prices that are adjusted fortnightly, the 
possibility of a marginal decline in transport prices, and the overall 
lower inflation outlook in India —, resulting in an inflation averaging 
7.0%. Under the second scenario, food inflation is expected to 
decline marginally but hover around 9.0% due to the domestic market 
distortions and a lower agricultural harvest, resulting in an inflation 
averaging 8.0%. Overall, inflation is forecast to remain between 7.0% 
and 8.0% in FY2015 (Figure 16). A more firm forecast will be presented 
in the forthcoming Asian Development Outlook 2015 in March.

iii. Money Supply
21. The large slowdown in the growth of net foreign assets11 of the 
banking sector and a marginal increase in net domestic assets12 led to a 
slower growth of money supply (M2)13. M2 increased by NRs91.4 billion 
in mid-January 2015, down from NRs118.2 billion in mid-January 2014. 
Net foreign assets grew by 5.7% (NRs34.3 billion), down sharply from 
a 16.5% growth rate (NRs77.2 billion) in mid-January 2014 (Figure 
17). The deceleration of remittance inflows and lower grant inflows 
contributed to the slowdown in building up of net foreign assets. The 
decrease in M2 was reflected in the 5.8% growth of narrow money (M1) 
and 6.1% growth of time deposits.

22. Net claims on the government14— direct loans and government 
securities held by the central bank—decreased by 42.3% (NRs74.1 
billion), higher than the 44.1% fall recorded over the commensurate 
period up until mid-January FY2014. It reflects the lower increase in 
government deposits (or lower credit to the government) compared to 
the bank and financial institutions’ (BFI) claims on the government. 
The overall credit to the private sector grew by 11.5% (NRs131.9 
billion), up from 8.9% growth (NRs86.6 billion) in mid-January 
FY2014, reflecting the gradual pickup in lending partly as a result of the 
low interest rates.

Figure 16: Contributions to inflation (percentage points)

Figure 17: Monetary sector (% change)

Source: Nepal Rastra Bank.

Source: Nepal Rastra Bank.
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iV. deposit and Credit
23. The BFIs mobilized NRs83.8 billion (reaching a total of 
NRs1,490.5 billion) in deposits in the first six months of FY2015, 
lower than the NRs95.4 billion mobilized in the corresponding period 
in FY2014. This translates into a growth of 6.0%, down from 8.0% 
in the first half of FY2014. Deposit mobilization of commercial banks 
and finance companies increased by 7.2%, and 2.3%, respectively, 
but development banks saw deposit mobilization decrease by 1.1% 
(Figure 18). Deposits were lower because of the deceleration of recorded 
remittance inflows and very low deposit rates. In fact, real deposit rates 
are negative due to high inflation.

24. Total credit (loans and advances) of BFIs increased by 9.5% 
(NRs125.4 billion) in the first half of FY2015, up from 7.3% growth 
in the corresponding period in FY2014 (NRs83.7 billion). Credit 
supplied by commercial banks grew by 11.6% (NRs123.7 billion), up 
from a rate of 7.0% in mid-January FY2014. Similarly, credits from 
development banks and finance companies grew by 0.2% (NRs0.4 
billion) and 4.1% (NRs3.8 billion), respectively (Figure 19). During the 
review period, credit to the private sector (by category A, B and C BFIs) 
increased by 11.5% (NRs131.5 billion), up from a 9.0% growth rate 
(NRs86.8 billion) in the first half of FY2014, with commercial banks, 
development banks, and finance companies registering growth rates 
of 14.1%, 1.3% and 2.0%, respectively. Unlike in the previous review 
period, the low lending rates led to a pickup in lending to industries, 
wholesale and retailers, construction, services and agriculture, among 
others. Cumulatively, 21.9% of the total lending went to wholesale and 
retail traders, followed by 20.3% to industry15, 10.8% to construction, 
and 7.5% to finance, insurance and fixed assets (Figure 20).

25. On a sectoral basis, 25.9% of the increase in credit by the BFIs 
in the first half of FY2015 was absorbed by industry (NRs34.1 billion), 
followed by wholesale and retail traders (NRs32.7 billion), construction 
(NRs16.5 billion), the services sector (NRs8.5 billion), and agriculture 
(NRs6.4 billion) (Figure 21).  Lending to the construction and real 
estate sector increased by NRs16.5 billion and NRs10.2 billion, up 
from NRs9.6 billion increase and NRs9.2 billion decrease in mid-
January 2014, respectively (Figure 22). It reflected the continued uptake 
in residential housing and infrastructure-related activities, and also a 
gradual recovery of the real estate sector from a slump it has been in 
since FY2011.

Figure 18: Growth of deposits (% change)

15 It comprises of productive sectors such as food production, agriculture, handicrafts, textiles, paper, medicine, processing plants, plastic, cement and metals, among others.

Source: Nepal Rastra Bank

   

Figure 20: Sectoral distribution of total lending (NRs billion)

Source: Nepal Rastra Bank.

Figure 19: Growth of credit (% change)

Source: Nepal Rastra Bank
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26. In the review period, NRB mopped up NRs75.0 billion 
through deposit auctions and NRs260.5 billion through reverse repo 
auction. Deposit auction is a new monetary instrument used by NRB to 
mop up excess liquidity and have been used since the second month of 
FY2015. NRB mopped up Rs118.5 billion through reverse repo auction 
in the corresponding period in FY2014. The weighted average interest 
rate pertaining to reverse repo auctions has been between 0.0009% and 
0.11%, substantially lower than the ones in the corresponding period 
in FY2014.The slow increase in private sector lending amidst excess 
liquidity compelled the BFIs to invest in treasury bills carrying negligible 
interest rates. They have also not utilized the standing liquidity facility 
(SLF) so far, reflective of the excess liquidity and low interbank rate. In 
mid-January 2013, they utilized a SLF of NRs.1.6 billion, which carries 
an 8% interest rate. 

27. To finance the burgeoning imports from India, NRB sold $1.7 
billion in the Indian money market and purchased Indian currency 
equivalent to NRs171.1 billion in the first half of FY2015. In the same 
period in FY2014, NRB had sold $1.4 billion to purchase the Indian 
currency equivalent to NRs143.1 billion.

Vi. interest rates
28. Short-term interest rates remained volatile and at times rose 
higher than the corresponding months in FY2014, reflecting the central 
bank’s effectiveness of liquidity management (Figure 23). Compared 
to the corresponding months in FY2014, the 91-day Treasury bill’s 
weighted average interest rate was lower in the first two months, higher 
in the next three months, and then again lower in the last month. 

Figure: 21: Change in lending (NRs billion)

Source: Nepal Rastra Bank

Figure 22: Change in lending to construction and real 
estate (NRs billion)

Source: Nepal Rastra Bank
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Meanwhile, over the same period, interbank rate remained lower in 
the first two months, higher in the next two months and then again 
lower in the last two months. The current high demand for government 
securities and low interbank rate are driven by excess liquidity in the 
banking sector.

29. In the first half of FY2015, weighted average deposit and 
lending rates fell as the BFIs continued to struggle to meaningfully 
increase lending amidst the excess liquidity (Figure 24). The weighted 
average deposit rate of commercial banks was as low as 3.75% in mid-
January 2015, down from 4.68% in mid-January 2014. Similarly, the 
weighted average lending rate fell to 9.82% from 11.53% in mid-January 
2014. Consequently, the interest rate spread (lending rate minus deposit 
rate) fell to 6.07% in mid-January 2015 from 6.85% in mid-January 
2014.16  The average weighted base rate of commercial banks also came 
down to 7.49% from 8.75% in mid-January 2014.

Vii. Securities Market
30. The stock market turnover increased by NRs37.5 billion in mid-
January 2015, up from NRs28.3 billion in mid-January 2014 but lower 
than the NRs77.3 billion reached in mid-July 2014 (Figure 25). The 
turnover amounted to 3.9% of total market capitalization as of mid-
January 2015. Of the total turnover, the commercial banks’ share was 
49.5% in mid-January 2015, followed by development banks (12.7%), 
trading (12.4%), insurance (12.5%), and finance (6.8%). A higher share 
turnover indicates higher share liquidity of a listed company.17

31. The Nepal Stock Exchange (NEPSE) index increased by 19.4% 
(939.5 points) in mid-January FY2015, a sharp decrease from a 143.2% 
growth (787.1 points) in mid-January FY2014. However, compared 
to mid-July 2014, NEPSE index fell by 9.3% in mid-January 2015. 
Similarly, stock market capitalization dropped to NRs963.4 billion from 
NRs1,057.2 billion in mid-July 2014 (Figure 26).

d. External Sector

i. Exports
32. The weak external demand and low competitiveness led to a 
drop in merchandise exports by 1.4%, in US dollar terms, between mid-

Figure 24: Weighted average interest rates of 
commercial banks

Source: Nepal Rastra Bank.

Figure 25: Mid-year stock market turnover (NRs billion)

Source: Nepal Stock Exchange Ltd.

Figure 23: interbank and 91-day Treasury bill rate (%)

Source: Nepal Rastra Bank.

Interbank rate

91-day treasury bills rate

16 In its Monetary Policy for FY2014, the NRB mandated commercial banks to lower spread rate to 5% by 
mid-July 2014.

17 Note that Nepal’s stock market is still developing and does not always respond meaningfully to policy 
changes and political developments.

18 Overall, merchandise exports increased to 5.2% of GDP in FY2014 from 5.1% of GDP in FY2013.
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year FY2015 and mid-year FY2014. In mid-year FY2014, merchandise 
exports grew by 1.8%. Exports in mid-January 2015 totaled $499.1 
million, equivalent to 48.4% of total exports in FY2014.18 

33. The top five exports to India were zinc sheet ($231.1 million), 
textiles ($31.9 million), polyester yarn ($27.9 million), juice ($24 million) 
and jute goods ($20.2 million). Meanwhile, the top five exports to other 
countries were woolen carpets ($35.3 million), readymade garments 
($20.5 million), pashmina ($13.0 million), pulses ($8.1 million), and 
tanned skin ($3.4 million). The weak external demand (outside of 
India) was reflected in the lower demand for light manufactured goods 
(Figure 27).

ii. imports
34. Despite the decline in the oil imports, non-oil imports 
increased faster, resulting in an overall import growth of 14.4% (US 
dollar terms), up from 8.1% growth in mid-year FY2014. Of the 
imports totaling $3.7 billion by mid-January 2015, 15.4% were oil 
imports.19 This is equivalent to $586.9 million, higher than the value 
of total merchandise exports but lower than $615.3 million oil import 
bill in the first half of FY2014. The lower oil imports reflect the 
consistently decreasing oil prices in the international market. 

35. The five top imports from India were petroleum products 
($576.2 million), vehicles and spare parts ($213.5 million), steel billets 
($160.8 million), medicine ($90.4 million), and other machinery and 
parts ($87.2 million). Top imports from other countries were silver 
($131.1), crude soybean oil ($67.2 million), polythene granules ($36.8 
million), other machinery and parts ($29.8 million), and crude palm 
oil ($28 million). In mid-year FY2014, the top import from third 
countries was gold ($122.9 million) (Figure 28).

iii. remittances
36. Workers’ remittance inflows slowed down to 5.0% in the first 
half of FY2015, from a rate of 17.9% in mid-year FY2014, despite an 
increase in the number of migrants, suggesting an increase in informal 
inflows (Figure 29). Remittance inflows reached $2.8 billion mid-year 
FY2015, up from $2.6 billion in mid-year FY2014. It is equivalent 
to 50.7% of the $5.5 billion (28.2% of GDP) remittance inflows 
in FY2014. Labor migration (those who obtained permits from the 

Figure 27: Mid-year top five exports ($ million)

Source: Nepal Rastra Bank

Figure 26: Mid-year stock market performance

Source: Nepal Stock Exchange Ltd.

Figure 28: Mid-year top five imports from india and 
third countries ($ million)

Source: Nepal Rastra Bank

19 In FY2014, oil imports accounted for 19.1% of total imports. Overall, merchandise imports increased to 36.1% of GDP in FY2014 from 32.3% of GDP in FY2013.
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Department of Foreign Employment) grew by 20.4%, higher than 
the 12.5% growth over the first six months of FY2014. An average 
of 1,487 workers left the country legally each day in the first six 
months of FY2015.

iV. Balance of payments
37. The country’s external situation weakened as exports and 
recorded remittance inflows slowed down, but imports20 continued 
to post a double-digit growth. In the first half of FY2015, the 
balance of payments surplus decreased to $349.2 million, down 
from $788.1 million in mid-January in FY2014 (Figure 30). The 
merchandise trade deficit widened to $3.3 billion, up from $2.8 
billion in mid-January 2014. The deceleration of remittance inflows 
largely contributed to a lowering of the current account surplus 
to $139.1 million from $554.6 million in mid-year FY2014. The 
capital and financial accounts saw declines in net surpluses. Actual 
foreign direct investment stood at $10.5 million, lower than the 

20 In US dollar terms, imports grew by 14.4% in the first six months of FY2015, up from 8.1% growth in the first six month of FY2014. It posted a growth of 13.9% in FY2014.

Figure 29: Labor migration and remittance inflows

Source: Source: Department of Foreign Employment; Nepal Rastra Bank

Figure 30: External sector performance ($ billion)

Source: Nepal Rastra Bank
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$12.9 million in the first half of FY2014. Gross foreign exchange reserves 
increased from $6.8 billion in mid-July 2014 to $7.1 billion in mid-January 
2015, sufficient to cover 9.8 months of import of goods and non-factor 
services.

V. Exchange rate
38. The Nepalese rupee has been continuously depreciating 
against the US dollar since October 2012 (Figure 31), closely following 
the currency movement of the Indian rupee, to which it is pegged. 
Overall, the Nepalese rupee depreciated by 1.0% from 15 January 2014 
to NRs99.1 per US dollar on 15 January 2015. Since mid-July 2014, it 
depreciated by 3.3%. The exchange rate is stabilizing around NRs100 
per US dollar, consistent with the trend of the Indian rupee against the 
dollar. Despite the weak currency, Nepal Oil Corporation is earning 
profits for the last few months because of the consistently falling global 
oil prices, which has also led to the lower domestic fuel prices (Figure 
32). The weak currency hasn’t helped in boosting exports as domestic 
production is crippled by persistent supply-side constraints and external 
demand continues to be weak on the weaker growth outlook. Similarly, 
it is puzzling to note that recorded remittance inflows have gone down 
substantially while the currency remains weak, as this is a break from 
the past when weaker currency encouraged migrant workers to remit 
more money back home.

Figure 31: daily nominal exchange rate (NRs per $)

Source: Nepal Rastra Bank

Figure 32: domestic fuel and LpG prices (NRs)

Source: Nepal Oil Corporation
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iSSUE FOCUS
Quarterly National accounts of Nepal1

i. introduction
1. Growth rate of real gross domestic product (GDP) is a high 
profile statistics that is commonly used as a summary measure of the 
performance of an economy. It is an indicator that tells whether an 
economy is expanding, contracting, or stagnating. 

2. The quarterly national accounts (QNA) are an integral part of 
annual national accounts (ANA). QNA follows the same accounting 
framework, definitions, transactions, and accounting rules of ANA, 
but they are less comprehensive with respect to institutional sectors, 
industry grouping, and the sequence of accounts. QNA follows 
a simplified scheme because the objective of QNA is to track the 
movements in major macroeconomic aggregates. It does not provide 
the same structural detail of the economy as ANA. QNA provides up-
to-date and reliable information on the structure and development of 
a country’s economic situation over the quarters.

3. The QNA originated mainly because of the need for 
monitoring and analyzing the short-term movements of the economy. 
Generally, a country needs information about the state of its economy 
to take economic policy decisions. QNA can make available such  
information in a coherent accounting framework.2

4. An increasing number of countries in the world has 
introduced a system of QNA or improved the existing ones for the 
following reasons:
(i) provide a timelier picture of the economy;
(ii) have a tool which is able to identify the phase of the economic 

cycle, highlighting turning points (peak and trough); and
(iii) bring in a structure of information useful for monitoring the 

economy and suggest the policies to be taken with respect to the 
main short-term target variables.

5. ANA data do not have the strength of offering the above 
information mainly because of the following limitations:

1 This section was written in collaboration with Mr. Madhav Prasad Dahal, Associate Professor of Economics, Tribhuvan University.
2 European Commission.1999. Handbook on Quarterly National Accounts. Luxembourg: European Communities
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(i) ongoing economic policy decisions, which require early 
information on short-period economic developments are 
inadequately supported, especially for the current year;

(ii) business cycle fluctuations are not satisfactorily captured because 
the average period of  the cycle is generally not coincident with a 
multiple of years; and

(iii)  there is a long delay after the end of the reference period before 
the data are published. 

ii. Compilation of Nepal’s Quarterly Gdp (QGdp)
6. The history of ANA in Nepal formally started in the 1960s. 
But the compilation of QNA was initiated only in 2012 by the 
Central Bureau of Statistics (CBS) of the Government of Nepal 
for FY2005 onwards.3 The ADB-supported project assisted CBS in 
(i) quarterization of past GDP data series, (ii) benchmarking, and 
(iii) seasonality analysis. CBS published a quarterly GDP (QGDP) 
compilation methodology and QGDP of some of the key sectors for 
the first time in 2012.

7. GDP of a country is measured in current and constant prices 
by (i) gross value-added (production) approach, (ii) the expenditure 
approach, and (iii) the income approach. The methodology adopted 
by CBS ‘quarterized’ the annual GDP data for the period FY2005 - 
FY2011 at FY2001 base year prices. The QGDP data for the period 
FY2012 - 2014 were estimated subsequently with the availability 
of annual data. The GDP data are available in amounts and their 
growth rates. The methodology used the value-added approach in the 
compilation of the QGDP data. The methodology included dividing 
the entire economy into 15 industrial divisions (categories A to O), 
following the International Standard Industrial Classification (ISIC, 
Revision III). The industry groups comprise Agriculture and Forestry 
(A); Fisheries (B); Mining and Quarrying (C); Manufacturing (D); 
Electricity, Water and Gas (E); Trade (F); Hotels and Restaurants 
(H); Transport, Storage and Communication (I); Financial 
Intermediation (J); Real Estate, Renting and Business Services (K); 
Public Administration and  Defense (L); Education (M); Health (N); 
and Other Community, and Social and Personal Services Activities 
(O). For compiling the data, CBS collected different indicators 
from several sources and then derived indicators4  for which data in 
volume or quantity terms were available on quarterly basis. Using the 
indicators, the quarterly figures were compiled, benchmarked to the 
annual values, and also adjusted for seasonal variation.

3 The initiative was supported by ADB through a technical assistance project: TA7165-NEP: Strengthening Capacity for Macroeconomic Analysis. 
4 The indicators used in the estimation of Quarterly GDP of Nepal are explained in Quarterly Gross Domestic Product Compilation Methodology, pp.8-30 . Central Bureau of Statistics, 

Government of Nepal, 2012.
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iii. Benchmarking 
8. The need for ‘benchmarking’ arises when time series data 
for the same target variable are measured at different frequencies 
with different levels of accuracy. The more frequently measured 
series (e.g., quarterly series) is usually less reliable than the less 
frequently observed annual series, which are, therefore, considered as 
benchmarks. Compared to the annual GDP data, the QGDP data are 
derived from a smaller range of data which makes them less accurate. 
Although the same sources and methods are used whenever possible, 
alternative sources and methods for the quarterly series are necessary 
when equivalent quarterly data is not available. Consequently, 
discrepancies are observed between the annual benchmarks and 
the corresponding yearly sums of the more frequent series. To avoid 
discrepancies in the QNA and ANA figures, the QNA data should 
be matched with the published annual data (the data of the reference 
year).  Benchmarking in broad term consists of combining the relative 
strengths of the two sources of data.5 It deals with the problem 
of combining a time series of high-frequency data (e.g., quarterly 
data) with less frequent but more accurate data (e.g., annual data). 
Benchmarking increases the accuracy of the quarterly time series by 
incorporating the usually more accurate annual information into the 
quarterly estimates. Additionally, it also ensures an optimal use of the 
quarterly and annual source data in a time-series context.6

9. The QNA benchmarking methodology applied by CBS has 
maintained the consistency between QGDP and annual GDP figures. 
It has addressed the ‘step problem’ (the problem of maintaining the 
quarterly pattern without creating a discontinuity in the growth rate 
from the last quarter of one year to the first quarter of the next year) 
by applying Denton’s (1971)7 proportional technique which is further 
explained and illustrated in the QNA manual 2001 developed by the 
IMF.8

iV. Seasonal adjustment
10. The broad objective of studying time series of economic 
data is the timely finding of important changes in the direction and 
level of economic activity. Many time series have a recurring seasonal 
pattern or variation that conceals the natural behavior of the series. 
There are peaks at a quarter and dips at another quarter. Examples 
of seasonal effects include sales increases during Dashain Festival in 
Nepal, and annual cycles in agricultural production. QGDP series 
exhibit seasonal variation.  

5 Dagum, E.B. & Cholette, P.A. 2006. Benchmarking, Temporal Distribution, and Reconciliation Methods for Time Series. New York: Springer
6 Bloem, A.M., Dippelsman, R.J. & Maehle, N. 2001. Quarterly National Accounts: Concepts, Data Sources and Compilation. Washington DC: International monetary Fund.
7 Denton, F.T. 1971. Adjustment of Monthly or Quarterly Series to Annual Totals: An Approach Based on Quadratic Minimization. Journal of American Statistical Association, 66, 99-102
8 IMF. 2001. QGDP Manual; Fonzo, T. & Marini, M.2012. On the Extrapolation with the Denton Proportional Benchmarking Method (IMF working paper WP/12/169).Washington DC: International 

Monetary Fund.
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11. In the seasonal adjustment procedure following the tradition 
set by Persons (1919)9, a time series measured/observed over a  date  
(Ot) is decomposed into long-term trend component (Tt), the cycle (Ct), 
seasonality (St), and irregular component (It). The decomposition is either 
multiplicative or additive. The multiplicative form is Ot= Tt * Ct * St  * 

It whereas the additive form is Ot= Tt + Ct + St  + It. On the assumption 
that the four components are mutually independent from one another, 
they are specified by means of an additive decomposition model. If there 
is dependence among the latent (non-observable) components, this 
relationship is specified through a multiplicative model.

12. The ‘trend component (T)’ is an estimate of the underlying 
movement in the series and thus describes its long-term behaviour. 
This is useful if we desire to examine changes in the level of a series 
over a number of years. A cyclic pattern (C) exists when data exhibit 
rises and falls that are not of fixed period. The ‘seasonal factor (S)’ is 
an estimation of the effect of any seasonal pattern present in the series. 
This is the component we want to remove in seasonal adjustment. The 
‘irregular or error component (I)’ consists of all elements remaining 
once the other components are estimated and removed. 

13. QNA are affected by seasonal influences and, therefore, they 
must be adjusted to remove these types of effects so that analysts can 
understand what is happening in the economy. Seasonal adjustment 
is the process of estimating and removing the varying seasonal effects 
from a time series in order to reveal non-seasonal features. The aim 
of seasonal adjustment is to remove the seasonal highs and lows with 
smoothing techniques. The adjustment produces a smother series 
which reveals better the underlying behavior of the data series. CBS’s 
methodology used the softwares ‘X-12-ARIMA’ and ‘XLPBM’ for the 
adjustment of trend and seasonal components in the QNA estimates.

14. The seasonally adjusted periodic growth rate and seasonally 
non-adjusted growth rate of value-added QGDP of Nepal measured at 
the FY2001 basic prices from quarter Q1 of FY2011 to Q2 of FY2014 
is plotted in Figure 33. Obviously, seasonally unadjusted growth rates 
are more volatile than the seasonally adjusted one. Seasonally adjusted 
growth path of the GDP is smoother.

V. Use of Quarterly National accounts
15. The importance of QGDP lies in the fact that they are 
the only consistent set of indicators available with a short time-lag, 
which can provide a short-term overall picture of both non-financial 

9 Persons, W.M. 1919. Indices of Business Conditions. Review of Economic Statistics, 1, 5-107
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and financial economic activity. From QNA data, it is possible to 
monitor the movements of major economic flows such as sectoral and 
aggregate output, private consumption, government consumption, 
gross fixed capital formation, change in stocks, exports, imports, 
wages, profits, lending and borrowing. These results are useful for a 
variety of analytical and economic policy purposes. Key aggregates like 
GDP are widely used as indicators of economic activity at the level of 
the entire economy. 

16. The purpose of preparing QGDP data in a time series 
format is to give dynamic information about the economy. Policy 
makers require information that shows the underlying trends of 
GDP, industrial output, prices, consumer spending, and saving 
and investment patterns. There is a need to understand what has 
happened in the last month or quarter and what this implies for 
the movement of output or demand, for example, in the immediate 
future. One of the sources of providing such short-term information 
is the compilation and timely publication of QGDP. QNA provides a 
picture of current economic developments that is timelier than that 
provided by the ANA. QNA should be timely, coherent, accurate, 
comprehensive, and reasonably detailed. If QNA fulfills these criteria, 
they are able to serve as a framework for assessing, analyzing, and 
monitoring current economic developments.10

17. Quarterly economic data as time series and the derived rates 
of their change on a period-to-period basis are useful in analyzing 
trends and identifying business cycle turning points. Quarterly 
accounts also provide a sound basis for forecasting and in particular 
for a modern system of leading indicators. Monitoring economic 
activity through the use of composite leading, coincident, and lagging 
indicators has been a tradition in the United States for over sixty 
years, since the publication of the influential book by  Burns and  
Mitchell.11 These indicators are some of the most watched series by 
policymakers, businesses, press, and stock market participants. In 
business cycle analysis, GDP data is taken as a procyclical indicator 
which moves in the same direction as the general economy; they 
increase when the economy is performing well and decrease when it is 
doing badly. 

18. QNA provide an important tool for taking economic policy 
decisions, specifically the management of monetary and fiscal policy 
at national level and coordination at international level. A set of 
reliable quarterly figures improves macroeconomic decision-making 
and speeds up monitoring of actions taken by economic agents.

Figure 33:  Growth rates of seasonally adjusted and 
seasonally unadjusted QGdp

Source: Central Bureau of Statistics.

10 Bloem, A.M., Dippelsman, R.J. & Maehle, N. 2001. Quarterly National Accounts: Concepts, Data Sources and Compilation. Washington DC: International monetary Fund.
11 Burns, A. F.& Mitchell, W.C.1946. Measuring Business Cycle (Studies in business Cycles No.2).New York: National Bureau of Economic Research.
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19. QNA also provide a sound basis for business cycle analysis 
and forecasting and in particular for a modern system of leading 
indicators. Leading economic indicators tend to move up or down 
a few months before business-cycle expansions and contractions. 
Some of the common leading indicators are housing starts, 
building permits, order of consumer goods, average workweek in 
manufacturing, the M2 real money supply, etc.

20. Both ANA and QNA data help to understand whether 
an economy is growing or declining. It helps us to understand the 
condition of an economy. If national output and income are growing 
over a period of year or quarter to quarter, it means that the economy 
is expanding, and if GDP has reduced as compared to the previous 
period, it reveals that the economy is contracting. Similarly, the 
growing per capita GDP shows an increasing standard of living of the 
people which is a positive sign of a nation’s growth and vice-a-versa. 
The QGDP data help in understanding the growth structure of all 
industries. The growth structure of 15 different industrial activities 
and overall GDP of Nepal from the first quarter of FY2012 to the 
second quarter of FY2014 is illustrated in Table 2.

21. The data in Table 2 reveals an inconsistent pattern of 
growth of all 15 categories of industries of Nepal. Except category B 
(Fishing industry), other industries’ output growth were both positive 
and negative. The quarterly estimate exhibits big fluctuations in 
the growth of financial intermediation industry. Due to the large 
negative growth structure of a majority of the industries, the overall 
GDP growth in the second and fourth quarter of FY2013 remained 
negative.

22. Seasonally unadjusted quarterly data is also needed for the 
purpose of econometric modelling. Unadjusted data are often needed 
for these models because they can use efficiently the information 
contained in the seasonal component of the series, so as to improve 
both the calculation of the structural parameters of the models and 
their forecasting performance. Econometric modelling is very wide 
area, including better structural econometric models and multivariate 
time-series models. These models represent a tool for economic policy 
making and for business cycle evaluation as well as an instrument for 
structural economic analysis and simulation. The use of quarterly 
accounts data is important for both structural econometric models 
and multivariate time-series models.
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23. Quarterly models may be preferred to annual models because 
they allow the use of more data so that the statistical conclusion on 
the parameters of the model is more reliable and because some aspects 
of economic activity cannot be adequately captured using annual data. 
Moreover the use of annual data may prevent the analysis of dynamic 
relationships between economic variables. The use of models based on 
quarterly accounts figures, rather than on other high-frequency data, 
takes full advantage of better consistency of the data set (e.g., building 
sector models overcomes the aforementioned classification problems 
between different statistical sources, etc.). 

24. Finally the availability of high-frequency information on 
the non-financial aspects of the economy makes possible a further 
integration between non-financial and financial statistics.

25. However to be useful QNA data should meet at least the 
following important criteria:

(i) Early availability after the end of the reference period;

Table 2: Growth Structure of Quarterly Gdp of Nepal
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Year and Quarters

2011/12 2012/13 2013/14

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

A 1.80 2.27 1.11 6.62 -4.43 -1.23 0.95 -0.14 1.62 1.92

B 2.66 1.84 0.64 0.74 0.84 0.31 0.62 1.34 2.03 1.19

C 3.33 10.95 -1.02 11.00 -2.51 -5.15 -0.14 3.86 -7.02 11.11

D -1.79 6.35 4.00 0.64 -0.18 1.23 -1.13 -1.64 4.99 -4.59

E 3.43 -0.43 -0.09 -4.81 3.72 -3.20 3.27 4.81 1.75 -0.20

F 1.23 10.16 -1.44 10.26 -2.99 -5.18 -1.53 3.91 -7.29 10.54

G -2.11 3.25 2.18 -1.73 8.96 -4.18 1.09 0.98 5.25 3.14

H -1.51 3.52 3.51 1.29 0.07 -1.83 5.60 1.80 1.34 -1.12

I 6.21 1.29 -0.55 1.40 3.36 1.43 2.60 1.83 0.69 0.76

J 34.82 -26.01 -18.88 20.54 -10.79 31.24 7.89 -30.60 25.46 21.10

K 2.01 0.86 -0.03 -0.62 6.12 -4.52 0.86 0.73 3.77 -0.98

L 9.53 2.10 -5.61 -3.99 8.19 -23.48 42.95 11.29 -12.84 -4.01

M -4.19 12.25 -4.26 5.04 -7.60 -10.54 57.36 -20.95 9.71 -17.60

N -0.26 1.91 3.57 1.68 5.65 -5.96 2.23 1.71 -2.85 -0.12

O 2.94 -3.48 5.38 6.65 0.62 0.47 1.17 -6.51 6.22 4.01

GDP 1.06 2.90 1.19 3.30 0.13 -2.89 4.58 -1.52 3.13 0.09

Note: A= Agriculture and forestry; B=Fishing ;C=Mining and quarrying ; D=Manufacturing, E=Electricity, gas and water ; F=Construction ;G=Wholesale and retail 
trade ; H=Hotel and restaurants; I= Transport, storage and communications ; J= Financial intermediation; K= Real estate, renting and business activities; L=Public 
administration and defence; M=Education; N=Health and social work; O=Other community ,social and personal service activities. Nepal Standard Industrial 
Classification(NSIC) categories P and Q are included in category O
Source: Central Bureau of Statistics (2014)
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(ii) High reliability of the figures (small revisions and good accuracy 
of the estimates); and

(iii) Availability of both raw and seasonally adjusted data.

26. The first and second criteria are rather conflicting. Generally, 
the earlier compilation of the quarterly estimates results in greater 
revisions. Therefore, it is necessary to reach a compromise between 
timeliness and accuracy depending on the features in which we are 
mainly interested. The availability of both seasonally adjusted and raw 
data is important. A ‘descriptive’ short- term analysis should be done 
using seasonally adjusted numbers. In fact, the seasonal component 
in the quarterly data often hides the cyclical one, making unclear and 
difficult the identification of the turning points.

Vi. Way Forward
27. Since the compilation of QGDP in Nepal till date is based 
mainly on the value-added approach, it also needs to be compiled 
based on the use (expenditure) approach. The compilation of QGDP 
based on the value-added and use (expenditure) approach will be 
helpful in checking inconsistencies within the national income 
accounting framework. The indicators12 used in the estimation of 
QNA also needs to be improved. More importantly, the task of 
estimating QGDP should be continued as no further QGDP data 
have been published for beyond Q2 of FY2014. Their publication 
should be timely. The delay in providing information from businesses 
or government agencies themselves hampers the estimation of 
quarterly figures.

12 Refer to Quarterly Gross Domestic Product Compilation Methodology, pp.8-30. Central Bureau of Statistics, Government of Nepal, 2012 for the indicators used in 
the estimation of QGDP of Nepal.
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Note: FY2014 started on 16 July 2013 and ended on 15 July 2014.

GDP = gross domestic product; P = provisional
a Based on FY2014 National Accounts Statistics. Central Bureau of Statistics 
b Based on FY2014 annual data. Nepal Rastra Bank
c Based on FY2014 Budget Speech. Ministry of Finance 
d Based on FY2014 annual data. Financial Comptroller General Office 

Sources: Ministry of Finance. FY2014 Budget Speech. Kathmandu; Nepal Rastra Bank. 2014. Macroeconomic Situation. Kathmandu; Central Bureau of Statistics. April 2014. FY2014 
National Accounts Statistics. Kathmandu; Financial Comptroller General Office Annual Data.

item
Fiscal Year

2010 2011 2012 2013 2014p
a.  income and Growth
 1. GDP per Capita ($, current) 611 716 704 708 712 a

 2. GDP Growth (%, in basic prices) 4.3 3.8 4.6 3.5 5.2 a

  a. Agriculture 2.0 4.5 4.6 1.1 4.7 a 
  b. Industry 4.0 4.3 3.0 2.5 2.7 a

  c. Services 5.8 3.4 5.0 5.2 6.1 a

B.  Saving and investment (current and market prices, % of Gdp)
 1.  Gross Domestic Investment 38.3 38.0 34.5 36.9 37.1 a

 2. Gross National Saving 35.9 37.0 39.5 40.3 46.4 a

C.  Money and inflation 
 1. Consumer Price Index ( average annual % change)  9.6 9.6 8.3 9.9 9.1 b

 2. Total Liquidity (M2) (annual % change)  30.5 12.3 22.6 16.4 19.1 b

d.  Government Finance (% of GDP) 
 1. Revenue and Grants 18.2 17.9 18.6 19.5 20.8 c 
 2. Expenditure and Onlending 20.1 20.2 20.9 18.9 20.9 c

3. Overall Fiscal Surplus (Deficit) (1.9) (2.4) (2.2) 0.7 (0.1) c

E.  Balance of payments
 1. Merchandise Trade Balance (% of GDP) (25.4) (23.3) (24.4) (27.3) (30.9) b

 2. Current Account Balance (% of GDP) (2.3) (0.9) 5.0 3.4 4.7 b

3. Merchandise Export ($) Growth (annual % change) (6.3) 11.7 5.7 (2.9) 5.1 b

4. Merchandise Import ($) Growth (annual % change) 35.5 8.9 4.7 10.9 13.9 b

5. Remittances (% of GDP) 19.4 18.5 23.5 25.7 28.2 b

F. External payments indicators
1. Gross Official Reserves ($ million) 3,612.2 3,835.8 4,960.0 5,613.7 6,938.6b 

Months of current year’s imports of goods) 7.4 7.4 9.4 9.3 10.2 b

 2. External Debt Service (% of exports of goods and services) 11.5 11.1 10.6 9.5 8.6 d

 3. Total External Debt (% of GDP) 21.5 19.0 20.2 19.7 18.0 d

G. Memorandum items
 1. GDP (current prices, NRs billion) 1,192.8 1,367.0 1,527.3 1,692.6 1,928.5 a

 2. Exchange Rate (NRs/$, average) 74.2 72.1 80.7 87.7 98.0 b

 3. Population (million) 26.3 26.5 26.9 27.3 27.6 b 

appendix 1: Country Economic indicators
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item
period

1990s 2000s Latest Year
A. POPULATION INDICATORS
1. Population (million) 18.5 (1991) 23.2 (2001) 26.5 (2011)
2. Population growth (annual % change) 2.1 2.2 1.4 (2011)

B.  Social Indicators
1.  Fertility rate (births/woman) 5.1 (1996) 3.6 (2004) 3.4 (2011) 

2.  Maternal mortality ratio (per 100,000 live births) 539.0 (1996) 281 (2006) 170.0 (2013)
3.  Infant mortality rate (below 1 year/1,000 live births) 82.0 (1991) 48.0 (2006) 46.0 (2011)
4.  Life expectancy at birth (years) 55.0 (1991) 62.0 (2001) 68.8 (2011)

a. Female 54.0 (1991) 63.0 (2001) 70.0 (2011)
b. Male 55.0 (1991) 62.0 (2001) 68.0 (2011)

5.  Adult literacy (%) 35.6 (1996) 48.0 (2004) 56.5 (2011)
a. Female 19.4 (1996) 33.8 (2004) 44.5 (2011)
b. Male 53.5 (1996) 64.5 (2004) 71.6 (2011)

6.  Primary school gross enrollment (%) 57.0 (1996) 72.0 (2004) 136.8 (2013)
7.  Secondary school gross enrollment (%) 43.8 (2001) 54.4 (2004) 50.4 (2013)
8.  Child malnutrition (% below 5 years old) 57.0 36.4 (2010)
9.  Population below poverty line (international, %) 68.0 (1996) 53.1 (2003) 24.8 (2011)
10. Population with access to safe water (%) 45.9      82.5 (2006) 85.0  (2013)
11. Population with access to sanitation (%) 22.0 (1995) 24.5 (2006) 62.0 (2013)
12. Public education expenditure (% of GDP) 2.0 2.9 (2005) 4.1 (2012)
13. Human development index 0.341 0.429 (2005) 0.540 (2013)
14. Rank/total number of countries 152/173 136/177 (2003) 145/187 (2013)
15. Gender-related development index 0.33 (1995) 0.511 (2003) 0.912 (2013)
16. Rank/total number of countries 148/163 (1995) 106/140 (2003) 102/187 (2013)

C.  Poverty Indicators
1.  Poverty incidence 42 (1996) 31 (2004) 25.2 (2011)
2.  Proportion of poor to total population

a. Urban 23.0 (1996) 9.6 (2004) 15.5 (2011)
b. Rural 44.0 (1996) 34.6 (2004) 27.4 (2011)
c. Mountain 57.0 (1996) 32.6 (2004) 42.8 (2011)
d. Hills 40.7 (1996) 34.5 (2004) 24.3 (2011)
e. Terai 40.3 (1996) 27.6 (2004) 23.4 (2011)

3.  Poverty gap 11.8 (1996) 7.6 (2004) 5.4 (2011)
4.  Poverty severity index 4.7 (1996) 2.7 (2004) 1.8 (2011)
5.  Inequality (Theil Index) … … …
6.  Multidimensional poverty index1 … … 0.197 (2011)

… = not available, GDP = gross domestic product, 

Sources: Central Bureau of Statistics. 2012. National Population and Housing Census 2011. Kathmandu; Central Bureau of Statistics. 2011. Nepal Living Standards Survey 2010/11. Kathmandu; 
Ministry of Health and Population. 2012. Nepal Demographic and Health Survey 2011. Kathmandu; United Nations Development Programme. 2014. Human Development Report. New York; 
Central Bureau of Statistics. 2011. Poverty in Nepal (2010/11). Kathmandu; World Health Organization, United Nations Children’s Fund, United Nations Population Fund, and World Bank. 
2012. Trends in maternal mortality 1990 to 2010, Kathmandu; Ministry of Education. 2013. Flash I Report 2013-2014. Kathmandu

1  UNDP replaced Human Poverty Index with Multidimensional Poverty Index from Human Development Report 2011. 

appendix 2: Country poverty and Social indicators



26 Macroeconomic Update

AsiAn Development BAnk
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
www.adb.org

ADB nepAl ResiDent mission
Metro Park Building, Lazimpat
Post Box 5017, Kathmandu, Nepal
adbnrm@adb.org
www.adb.org/nepal


