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ABBREVIATIONS 

BFI – banks and financial institutions

FY – fiscal year

GDP – gross domestic product

GFCF – gross fixed capital formation 

M2 – broad money

NRB – Nepal Rastra Bank

NRs – Nepalese Rupees

REER – real effective exchange rate

RER – real exchange rate

VAT – value-added tax

y-o-y – year-on-year

  

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., FY2015 ends on 15 July 2015. 

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

1 The economic outlook for FY2016 looks grim, with real gross domestic product (GDP) 
growth projected to slide further down to 1.5%. In the second quarter of the fiscal year, a trade 
disruption across the border from India as a result of protests by Terai-based parties depressed 
revenue collection and exports, choked the supply of essential raw materials for production 
and reconstruction, as well as flamed inflation further from an already high base. Progress on  
reconstruction following last year’s earthquakes was slow, primarily as a result of the long drawn 
out process in constituting the National Reconstruction Authority (NRA) due to political 
differences. Another year of weak monsoon with a slightly delayed onset, coupled with the 
lack of adequate chemical fertilizers due to trade disruption, lowered growth in the agriculture 
sector.   

2 The national coffers suffered severely as a result of trade-disruption, with all forms of 
revenue except income tax declining in the second quarter of FY2016 year-on-year (y-o-y). With 
the inflow of goods drying up, customs revenue dropped in the first half of FY2016. Value-
added Tax (VAT) collections, similarly, shrunk as black-market transactions rose and rising 
prices caused aggregate demand to fall. In the first half of FY2016, 34.6% of the NRs475.0 
billion target for revenue collection has been achieved. The pent up demand for imports will 
likely contribute to customs revenue accelerating in the rest of the year. 

3 In the first half of FY2016, only 21.9% of total expenditure allocation was utilized, 
compared to the average utilization rate of 28.7% in the corresponding period the previous 
three years. The trade disruption had a lagged effect on expenditure, with total expenditure 
dropping below last year’s levels in the months of November and December. January saw a 
strong pick-up, as total expenditure was 50.8% higher than the same month the previous year. 
Capital expenditure, however, continued to register negative growth (y-o-y) even in January. 
In the first half of FY2016, the budget utilization for capital expenditure was at a staggeringly 
low level of 7.2%. While some of the sluggishness in capital expenditure can be attributed 
to  trade disruption – since infrastructure spending tends to be import-intensive –  systemic 
problems in capital expenditure utilization is also  to blame. With the NRA expected to ramp 
up reconstruction activities, expenditure will likely rise in the rest of the fiscal year. 

4 Inflation is projected to increase to 10.5% in FY2016. The supply shortage  in 
the second quarter of the fiscal year is the main reason behind the double-digit inflation 
projection. While trade disruption eased in February, hoarding behavior in anticipation of 
future unrest in the Terai region has contributed to the stickiness of prices. Low agriculture 
production due to another year of below average monsoon, depreciation of the Nepalese rupee, 
and increase in government expenditure in the second half of the fiscal year will also contribute 
towards the elevated inflation rate in FY2016. In January 2016 overall inflation was 12.1% in 
Nepal, while in the same month the corresponding inflation rate in India was 5.7%; this has 
raised the wedge between the inflation rates in the two countries to 6.4 percentage points. The 
difference in inflation rate between Nepal and India was 0.1 percentage points in FY2014, and 
1.9 percentage points in FY2015. 
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5 Broad money (M2) grew at a faster rate in the first half of FY2016 (9.0%) than the 
corresponding period the previous year (5.8%). The growth in M2 can be attributed to the 
rise in net foreign assets, which has swelled up due to the continued growth in the inflow of 
remittances, and the decline in imports due to the trade disruption. The growth in credit to 
private sector, on the other hand, slowed down to 13.5% in January 2016, compared to 21.1% 
in the same month the previous year. To contain the high level of inflation, Nepal Rastra Bank 
(NRB) should take steps to limit the growth in broad money. 

6 In the first half of FY2016,  appreciation of the bilateral real exchange rate (RER) 
vis-a-via India and the real effective exchange rate (REER) indicate that Nepal has been less 
competitive on exports due to the high-level of inflation in Nepal. 

7 Consistent with literature and cross-country experiences, as altruistic transfers to family 
members tend to rise in the face of domestic adversity, the first half of FY2016 saw a rise in 
remittances.  Due to  trade disruption, in the first half of FY2016 exports dropped to $320.6 
million (compared to $499.1 million in the corresponding period in FY2015), and imports 
dropped to $2,603.3 million (compared to 3,774.6 million in the corresponding period in 
FY2015). The confluence of these factors contributed to current account surplus swelling up 
significantly – in the first half of FY2016, the current account surplus was $1,503 million, 
967% more than the corresponding period the previous year. 
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MACROECONOMIC UPDATE
A. Real Sector

I. Performance in FY2015
1. Economic growth in FY2015 slowed down to 3.0% – impeded 
primarily by a catastrophic earthquake and a weak monsoon season 
that arrived late. In April and May of 2015, two major earthquakes 
struck Nepal.1  The earthquakes claimed almost 9,000 lives, destroyed 
over half a million homes, and severely decelerated economic 
activities. A rise in remittances post-earthquake to help affected 
households cope with the tragedy and smooth their consumption 
provided the requisite stability to the economy.

2. Following an encouraging growth of 5.1% in FY2014 – only 
the second time in the last decade when growth exceeded 5% –
expectations of an upward trend in growth were dampened in FY2015 
(Figure 1).     

3. Sector-wise economic performance slowed down in FY2015 
commensurate with the decline in overall growth. The earthquake 
slowed down economic activities across all sectors in the fourth 
quarter of FY2015. The Post-Disaster Needs Assessment conducted 
in the aftermath of the earthquake documented how livelihoods 
were disrupted in affected areas due to labor and credit shortage, 
disruptions in the supply chain, as well as the destruction of 
physical assets including work location. The late arrival of a below-
average monsoon season ensured that agriculture only contributed 
to 0.6% of the growth in FY2015.2 The perennial supply-side 
constraints  (inadequate electricity, volatile policy environment, 
adverse labor relations), coupled with the earthquake-effects, 
reduced the contribution of the industry sector towards real gross 
domestic product (GDP) growth to 0.5% from 1.2% the previous 
year. The services sector, which has been propped-up by the inflow 
of remittances and has been the driving force of growth in Nepal, 
slowed down in FY2015 due to a decrease in the rate of remittances 
inflow pre-earthquake, as well as the decline in tourist arrivals 
and transactions at hotels & restaurants post-earthquake. The 
contribution of the services sector to real GDP growth fell to 2.0% 
from 3.2% the previous year (Figure 1). 

4. As expected, growth in most sub-sectors fell in FY2015 in 
keeping with the decline in overall growth. All sub-sectors, with the 
exception of fishing, public administration and defense, and health 

1 The two major shocks were interspersed with several smaller tremors, which contributed to an extended period of uncertainty. 
2 According to the Department of Hydrology and Meteorology, Government of Nepal, the arrival of monsoon in June 2014 was 10 days late compared to the normal onset date. 

While some areas received excess rainfall, overall monsoon was weak.   

Figure 2: Sub-sectoral growth  (% change)

Figure 1: Supply-side contributions to growth

Source: Central Bureau of Statistics

Services

3.8

4.6

3.8

5.1

3.0

Percentage points
6

4

2

0

Industry Agriculture GDP

 

2011 2012 2013 2014 2015

Source: Central Bureau of Statistics 

Mining & quarrying

Electricity, gas & water

Fishing

Financial intermediation

Real estate, renting & business activities

Hotels and restaurants

Public administration & defence

Manufacturing

Health & social work

Construction

Community, social & personal services

Education

Wholesale & retail trade

Transport, storage & communications

Agriculture & forestry

3.3

3.7

0.9

1.2
4.9

6.3

2.5

3.4

6.5
4.0

4.4
5.8

4.1
2.4

5.0
10.0

4.2
3.6

7.0
5.3
5.2

5.0
5.6

3.4

7.0
5.2

3.0
1.8

2 4 6 8 10 120

0.8

1.4

FY2010-FY2014 (avg) FY2015P



2 Macroeconomic Update

and social work, saw a decline in year-on-year (y-o-y) growth in FY2015 
when compared to the average growth between 2010 and 2014 (Figure 
2). Public administration and defense and health and social work were 
instrumental sub-sectors in coping with the effects of the earthquake, 
while growth in fishing is likely driven by substitution effects from 
other earthquake-affected sub-sectors.     

5. On the demand-side, buoyed by the inflow of remittances, 
private consumption contributes to a substantial share of GDP growth. 
Private consumption expenditure accounted for 77.6% of GDP in 
FY2014, and will likely remain a key feature of the economy in the years 
ahead.3  Gross Fixed Capital Formation (GFCF), on the other hand, 
has stagnated at a worryingly low level, accounting for only 23% of 
GDP in FY2014. Effectively increasing the allocation and absorption of 
capital expenditure will be instrumental in breaking-away from the low-
investment, low-growth equilibrium in which Nepal is trapped. GFCF 
as a share of GDP in Nepal was comparable to the South Asian average 
in 1996; ever since, on average, the South Asian countries have allocated 
a larger share of their GDP towards capital expenditure. Since 2009, 
GFCF as a share of GDP has been lower in Nepal than the average of 
other low-income countries (Figure 3).4 If the trend in low absorption rate 
of the meager allocation of resources towards capital continues, growth 
prospects will remain stunted. Without adequate infrastructure, the 
backbone of an economy, higher levels of growth are difficult to achieve.      

II. FY2016 Growth Outlook
6. Real GDP growth is projected to decelerate further down 
to 1.5% in FY2016. A host of factors have contributed to the low 
growth projection: a) disruption in trade across the border from 
India5  beginning at the end of September 2015 have overshadowed 
economic activities for most of the fiscal year, depressing revenue 
collection and exports, choking the supply of essential raw materials 
for production and reconstruction efforts, as well as flaming inflation 
further from an already high base, b) the lingering effects of the 
earthquake have spilled over from the fourth quarter of the last fiscal 
year. The effects of the earthquake have been exacerbated due to the 
painstakingly slow disbursement of funds allocated for reconstruction 
over political differences in constituting the National Reconstruction 
Authority (NRA),6 c) another year of weak monsoon with a slightly 
delayed onset,7 coupled with the lack of adequate chemical fertilizers 
due to the trade disruption, have diminished agriculture production.           

3 The Central Bureau of Statistics (CBS) has not yet released data on demand-side contributions to growth for FY2015. 
4 Low-income countries are defined as those with a GNI per capita of $1,035 or less in 2012. 
5 The trade disruption is associated with protests by the Terai-based parties over the promulgation of the constitution.  
6 The National Reconstruction Authority (NRA) was officially established in December, 2015. 
7 As per the Department of Hydrology and Meteorology, Government of Nepal, the arrival of monsoon was delayed by three days compared to the normal onset date in June 2015.

Figure 3: Gross Fixed Capital Formation (% of GDP)

Source: Central Bureau of Statistics
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B. FISCAL SECTOR

I. FY2016 Budget
7. At the outset of FY2016, then Finance Minister Dr. Ram 
Sharan Mahat proposed an expansionary budget against the backdrop 
of the earthquake-aftermath. Not surprisingly, the primary focus 
of the budget was on “relief, rehabilitation and reconstruction” – 
NRs74 billion was allocated to a “National Reconstruction Fund”, 
with an additional NRs17 billion made available for rehabilitation 
and reconstruction efforts until NRA began its work. Projected total 
expenditure in the FY2016 budget is NRs819.5 billion, which is 
56.8% higher in nominal terms than the revised actual expenditure in 
FY2015, when 85% of the budget allocation was spent. Projected total 
revenue for FY2016 is similarly ambitious at NRs585.9 billion, which 
is 48.9% higher in nominal terms than the revised FY2015 actual 
revenue collection, when 93% of the revenue target was achieved. 
The share of capital expenditure to total expenditure rose to 25.5% in 
the FY2016 budget, compared to the 18.9% allocated in the FY2015 
budget. The projected deficit was to be financed with foreign loan 
(40.1%), domestic borrowing (37.7%), cash balance from FY2015 
(20.8%), and principal repayment (0.8%) (Table 1). 

The economy has undergone several unforeseen developments since 
the budget was proposed, and the official target for GDP growth has 
subsequently been revised down to 2% from 6%. In the first half of the 
fiscal year, both projected expenditure and revenue were below target.  

Table 1: FY2016 Budget Overview
GDP growth target (budget) 6%  

Revised GDP growth target 2%  

Details of Income and Expenditure

    (NRs Billion)

Projected total expenditure 819.5

Recurrent 484.26

Capital 208.87

Financing  126.32

Projected total revenue 585.9

Tax & Non-Tax Revenue 475.0

Foreign Grants 110.92

Projected deficit 231.5

Projected deficit financing  

Foreign Loan 94.96

Domestic borrowing 88.0

FY2015 cash balance 48.56
Source: FY2016 Budget; Ministry of Finance (MOF)
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II. FY2016 Revenue
8. Revenue collection in FY2016 has been affected by trade 
disruption across the border with India that started at the end of 
September 2015. Among the various sources of revenue, the largest 
decline in y-o-y percentage change has been for other taxes; as other 
taxes tends to contribute a relatively small share of total revenue, it 
tends to be more volatile.8 Not surprisingly, revenue from customs 
declined sharply as a result of the trade disruption; in the first half 
of FY2016, customs revenue was 28.7% below collections in the 
corresponding period the previous year. Value-added Tax (VAT) 
collections in the first half of FY2016 were similarly 17.9% below 
the revenue generated in the corresponding period the previous 
year. The decline in VAT can be attributed to shrinking aggregate 
demand and/or the rise in black market transactions that are not 
accounted for. The only revenue source that grew at a positive rate 
on a y-o-y basis since the trade disruptions is income taxes (Figure 5).            

9. In the first half of FY2016, 34.6% of the NRs475.0 billion 
target for revenue collection has been achieved. In nominal terms, 
the revenue collected in the first half of FY2016 is 13.8% lower 
than the amount collected in the corresponding period in FY2015. 
Taking into account the almost 50% higher revenue target from the 
previous year in the FY2016 budget, in all likelihood the magnitude 
of the difference between the target and actual revenue will be 
much higher than the 7% difference last fiscal year. In comparison 
to the first half of FY2015 revenue collection, customs, VAT and 
excise tax fell in nominal terms as well as in terms of percentage of 
the target achieved in the first half of FY2016. In the same period, 
while income tax revenue rose in nominal terms, it fell in terms of 
percentage of the target achieved (Figure 6).9       

III. FY2016 Expenditure
10. On the expenditure side, in the first half of FY2016, a 
smaller share of the allocated budget had been utilized than the 
corresponding period in the previous three years (Figure 7). In the 
first half of FY2016, the budget utilization for capital expenditure 
was at a staggeringly low level of 7.2%. Even after accounting for the 
bunching of expenditure towards the end of the fiscal year, capital 
expenditure will again fall severely short of target; in FY2015, for 
example, after achieving 12.6% of mid-year capital expenditure 

8 Other taxes include registration fee, vehicle tax, educational service tax, and health service tax.  
9 In the first half of FY2016,  customs, VAT, excise and income tax revenue achieved with respect to the budget target were 33.0%, 34.4%, 33.6%, and 38.6% respectively; in the cor-

responding period in  FY2015 the revenue targets achieved in the respective sources were 47.4%, 45.7%, 45.4% and 42.9%. 

Figure 5: Percentage change in sources of revenue

Source: Ministry of Finance; NRM staff estimates
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target, by the end of the year the share was able to crawl up to 
only 69.9% of planned capital expenditure. Unless Nepal is able 
to diagnose and rectify the underlying causes behind the low 
absorption capacity, growth prospects will remain stunted. As some 
resources, such as bilateral aid from India have begun to shrink 
given the inability of the economy to utilize the existing resources, it 
highlights the need to act with a sense of urgency.10 

11. The trade disruption had a lagged effect on expenditure 
– total expenditure declined, in y-o-y terms, in November and 
December, but picked up strongly in January. In January 2016, total 
expenditure was 50.8% higher than the same month the previous 
year. The decline in total expenditure was primarily driven by the 
low capital expenditure in the second quarter of FY2016 – the trade 
disruption hit capital expenditure particularly hard as infrastructure 
and reconstruction materials tend to be import-intensive. In January 
2016, capital expenditure was still 23% lower on a y-o-y basis (Figure 8).   

IV. Fiscal Balance Outlook 
12. The economy had a fiscal surplus in FY2013 (0.7% of 
GDP) and FY2014 (0.6% of GDP), and a small fiscal deficit in 
FY2015 (0.2% of GDP). The expansionary budget proposed in 
FY2016, executed as planned, would have resulted in a large fiscal 
deficit (NRs231.5 billion). Taking into account the seasonal nature 
of budget execution in Nepal, when expenditure (and to a lesser 
extent, revenue generation) are clustered towards the end of the 
fiscal year, total expenditure and revenue collection projections for 
FY2016 were estimated.11  The analysis suggests that in FY2016, total 
revenue collection will be NRs354.4 billion, which is 25.4% less 
than the budget projection of NRs475 billion. On the other hand, 
total expenditure is estimated to be NRs544.4 billion, or 33.6% less 
than the budget allocation of NRs819.5 billion. Both the revenue 
and expenditure projections may be higher  as the NRA is expected 
to ramp up its expenditure in the next six months, while revenue 
generation is also expected to be higher given the pent up demand 
for imports. Overall, the estimates indicate that the economy will 
have a larger fiscal deficit than the previous year in FY2016.        

10  “India cuts annual grant to Nepal by 40 percent” URL: http://kathmandupost.ekantipur.com/news/2016-03-02/india-cuts-annual-grant-to-nepal-by-40-percent.html
11  The average monthly growth in cumulative revenue and expenditure in the last six months of FY2014 and FY2015 was applied to the actual cumulative revenue and expenditure 

in the first half of FY2016.

Figure 7: Mid-year budget utilization (%)

Source: Ministry of Finance
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Figure 8: Government expenditure (y-o-y % change)

Source: Financial Comptroller General Office; NRM staff estimates
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C. MONETARY SECTOR AND EXCHANGE RATE

I. Inflation
13. The supply-shortage caused by the trade disruption severely 
affected the level of inflation in Nepal. In recent months, inflation 
has been hovering in double-digit figures, reducing the welfare of the 
consumers, particularly the poor. In January 2016 overall inflation 
was 12.1%, compared to 6.8% in the same month the previous year. 
In the same period, the corresponding inflation rate in India was 
5.7%, which raised the wedge between the inflation rates in the 
two countries to 6.4 percentage points (Figure 10). Inflation rate in 
India is the primary determinant of inflation in Nepal,12 and the 
drop in inflation in India to 5.4% in the previous year had helped 
Nepal’s inflation moderate to 7.2% in FY2015 (the lowest level since 
FY2008).13      

14. The impact of the disruptions has most severely been felt 
in Kathmandu valley, where inflation was 13.8 percentage points 
higher in January 2016 compared to the corresponding period the 
previous year. After Kathmandu valley, the impact was more severe 
on the hills, where y-o-y inflation rose by 12.1percentage points in 
the same period. The Terai region and the mountains felt the effects 
to a lesser degree – 10.7 and 10.0 percentage points respectively 
in the same period – as the former is adjacent to India thereby 
moderating the effects of the disruptions, and the latter is less 
dependent on the supply of goods from India. 

15.  Food inflation has more than doubled since before the 
trade disruption; in August 2015 (pre-disruptions) the monthly 
food inflation rate was 7.3%, which has risen to 15.2% in January 
2016. The rise in price levels for pulses and legumes, and ghee 
and oil have increased considerably by 46.9 and 31.3 percentage 
points respectively in January 2016, compared to the same month 
the previous year. Non-food inflation was 9.7% in January 2016 
compared to 6.6% in January 2015.  

II. FY2016 Inflation Outlook
16. Overall inflation is projected to increase to 10.5% in 
FY2016 (Figure 12). The increase will primarily be driven by the 
trade disruption in the first half of the fiscal year. While, beginning 
in February 2016, trade disruption has eased and goods have begun 
to flow across the border, the price levels have remained elevated. 

Figure 10: Inflation in India and Nepal

Source: Nepal Rastra Bank
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depreciation of the Nepali rupee has increased inflationary pressure.

Figure 12: Annual inflation for FY2016 (% points)

Source: Nepal Rastra Bank; NRM staff estimates
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Hoarding behavior in anticipation of future unrest in the Terai region 
can, in large part, explain the stickiness of prices. Low agriculture 
production due to another year of below average monsoon, 
depreciation of the Nepalese rupee, and increase in government 
expenditure in the second half of the fiscal year will also contribute 
towards the elevated inflation rate in FY2016. After trade activities 
are restored to a normal level, in the short-run, inflation rate in Nepal 
will ease due to the large wedge in inflation rates between Nepal and 
India.   

III. Money Supply 
17. In the first half of FY2016, broad money (M2) grew by 9.0%, 
compared to the 5.8% growth in the first half of FY2015. The growth 
in M2 can be attributed to the rise in net foreign assets, which grew by 
18.7% in the first half of FY2016, compared to the 5.7% growth in the 
first half of FY2015 (Figure 13). The continued growth in the inflow 
of remittances, and the decline in imports due to the trade disruption 
have contributed to the increase in net foreign assets. Net domestic 
assets grew by only 2.7% in the first half of FY2016, compared to 5.9% 
in the first half of FY2015 – this was driven largely by the negative 
growth in net claims on government (52.5%) and claims on non-
financial government enterprises (6.9%), and the slowdown in growth 
of private sector credit to 5.9% in the first half of FY2016 compared to 
11.5% in the first half of FY2015. Given the high levels of inflation at 
present, Nepal Rastra Bank (NRB), the central bank, should consider 
taking appropriate steps to limit the growth in M2.  

18. Net foreign assets, on a y-o-y basis, have been steadily increasing 
after the earthquakes, when the inflow of remittances swelled up to 
help the affected households cope with the tragedy and to smooth their 
consumption. Growth in net foreign assets has been contributing to 
the growth of reserve money, which in turn has affected the growth 
of M2. Net foreign assets increased by 42.6% (y-o-y) in January 2016 
compared to 13.8% in the same month the previous year. Similarly, 
reserve money grew by 37.6% (y-o-y) in January 2016, compared to 5.7% 
in the same month the previous year. Largely due to the growth in these 
two indicators, M2 grew by 23.5% (y-o-y) in January 2016, compared to 
15.6% in the same month the previous year. The growth in credit to 
private sector, on the other hand, has slowed down to 13.5% in January 
2016 compared to 21.1% in the same month the previous year (Figure 
14). NRB should consider sterilization of foreign assets to contain 
inflation in the current scenario.            

Figure 13: Monetary sector (%  change)

Source: Nepal Rastra Bank
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Figure 14: Growth in monetary indicators (y-o-y % change)

Source: Nepal Rastra Bank; NRM staff estimates
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14    In the first half of FY2015, NRB mopped up NRs75 billion through deposit auction and NRs260.5 billion through reverse repo auction. 

IV. Deposit and Credit 
19. The banks and financial institutions (BFIs) boosted their 
total deposits by NRs100.9 billion in the first half of FY2016. This is 
equivalent to a 6% percent growth in the first half of FY2016, which 
was the same growth rate in the corresponding period the previous year 
(Figure 15). Despite weighted average deposit rate sliding further  from 
an already low level (Figure 16) – the average deposit rate in the first half 
of FY2016 was merely 3.6% – BFIs haven’t seen a decline in deposits.   

20. Total credit (loans and advances) of BFIs grew by only 4.3% 
in the first half of FY2016, compared to the 9.5% growth in the 
corresponding period the previous year (Figure 17). While claims 
on government and claims on non-financial government enterprises 
grew at a negative rate in the first half of FY2016, credit growth in 
the private sector was 6% in the same period (compared to 11.5% in 
the same period the previous year). This could reflect lack of demand 
from firms as they are uncertain about returns on their investment, 
the perceptions among banks of high risk of lending especially to 
small and medium-sized enterprises, and/or inadequate access of 
households and businesses, especially in areas far from the urban 
centers, to finance.   

21. Lending in the finance, insurance and assets sector in the 
first half of FY2016 was NRs10.2 billion, which was up 176% from 
the NRs3.7 billion lent to the sector in the first half of FY2015. With 
the exception of a few other sectors that saw a marginal increase in 
lending in the first half of FY2016 compared to the corresponding 
period the previous year – transportation, communications and 
public service,  transportation  equipment production and fitting, and 
mining – all other sectors saw a decline (Figure 18). This indicates that 
the directives of NRB to require BFIs to channel credit to productive 
sectors have not been very effective thus far this fiscal year.   

V. Liquidity Management and Interest Rates 
22. The rise in net foreign assets as a result of the increased 
inflow of remittances and foreign aid, and the low and uneven fiscal 
expenditure patterns, in conjunction with the low growth in private 
sector credit, has contributed to the excess liquidity in the economy. 
NRB, in recent times, has taken a more active role in mopping up the 
banking sector’s excess liquidity through monetary policy operations. 
In the first half of FY2016, NRB mopped up NRs304.9 billion liquidity 
from the banking sector. NRs198.4 billion was mopped up through 
deposit collection auctions, NRs97.4 billion through reverse repo 
auction, and NRs9.1 billion through outright sale auction.14  The 

Figure 15: Growth of deposits (% change) 

Source: Nepal Rastra Bank
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Figure 16: Weighted average rates of commercial banks 

Source: Nepal Rastra Bank
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mopping up of the excess liquidity has come at a cost for NRB. In the 
first half of FY2016, NRB had already paid NRs583.5 million in interest 
expenses for the use of the various liquidity absorption instruments; in 
FY2015, for the entire year, the expense was NRs190.6 million.

23. Despite efforts from the NRB, excess liquidity has persisted in 
the banking sector. This has resulted in interbank rates and interest rate 
for treasury bills (364 days) to be consistently low in recent times (except 
for a few days of spike in interbank rate) (Figure 19). In the first half of 
FY2016, the average interbank rate, treasury bill rate (364 days), and 
treasury bill rate (91 days) was 0.5%, 1.2% and 0.6% respectively – these 
rates are only marginally higher than in the first half of FY2015, when 
they were 0.4%, 0.7% and 0.3% respectively.                                                 

VI. Exchange Rate
24.  The exchange rate of Nepalese rupee is determined by the 
movement of the Indian rupee, to which it is pegged. The Nepalese 
rupee has depreciated marginally vis-à-vis the US dollar in recent 
times, otherwise remaining fairly stable. As of 1 February2016, $1 
was equivalent to NRs108.2 (Figure 20). While the nominal exchange 
rate of the Nepalese rupee is fixed with respect to the Indian rupee, 
the bilateral Real Exchange Rate (RER) – which captures the relative 
price of goods across the two countries – has appreciated considerably 
in the last year. Driven by the inflation differential between Nepal 
and India, the bilateral RER vis-à-vis India had increased by 45.8% 

Figure 18: Change in lending (NRs billion)

Source: Nepal Rastra Bank
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from December 2014 to December 2015. The appreciation of Nepal’s 
bilateral RER vis-a-via India makes Nepali products more expensive, 
and hence less competitive in India, and vice-versa. The Real Effective 
Exchange Rate (REER) – which captures the bilateral RER between 
the host country and each of its trading partners, weighted by volume 
of trade – for Nepal has appreciated, driven by rising price levels, over 
the last few years (Figure 21). The appreciation of the bilateral RER 
vis-a-via India and the REER indicate that the rising price levels have 
contributed to Nepal losing on export competitiveness.        

D. EXTERNAL SECTOR

I. Exports
25. The trade disruption caused export to drop by 27.2% in 
the first half of FY2016, compared to the corresponding period the 
previous year. The disruptions in trade directly affected exports by 
restricting the flow of goods across the border, while the indirect 
effects were seen through the domestic industries – which were already 
grappling with supply-side constraints such as load-shedding – being 
choked of raw materials and fuel for production. The rising inflation 
level contributed to the appreciation of REER, further hampering 
exports. In the first six month of FY2016, exports to India, China and 
the rest of the world dropped by 35.9%, 61.8% and 7.3% respectively, 

Figure 19: Interest rates (%)

Source: Nepal Rastra Bank
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Figure 20: Daily nominal exchange rate (NRs per $)

Source: Nepal Rastra Bank
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Figure 21: Exchange rate indicators 

Source: IMF (REER & NEER); Nepal Rastra Bank; NRM staff 
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compared to the corresponding period the previous year. In mid-year 
FY2016, NRs31.6 billion was generated through exports, compared to 
NRs43.4 billion in mid-year FY2015. 

26. The top three exports to India in mid-year FY2016, in terms 
of trade volume, were cardamom ($22.8 million), jute goods ($17.6 
million), and polyster yarn ($15.1 million). In the same period, the 
top three exports to countries besides India and China were woolen 
carpet ($36.7 million), readymade garments ($20.7 million), and 
pashmina ($14.1 million) (Figure 22). In terms of growth, export of 
jute goods (hessian) grew by 168.2% from mid-year FY2015 to mid-
year 2016, while in the same period, export of herbs leapfrogged by 
614.7% in other countries besides India and China.      

II. Imports
27.  In the first half of FY2016 imports declined by 25.7% 
compared to the corresponding period the previous year. The trade 
disruption had a debilitating effect on imports as well, as the flow of 
goods across the border from India were severely restricted for almost 
four months of the first half of the fiscal year. Compared to the first 
half of FY2015, imports from India, China and the rest of the world 
declined by 33.8%, 14.4% and 9.9% respectively. The total volume of 
imports in mid-year FY2016 was worth NRs277.8 billion, compared to 
the NRs374.0 billion worth of imports in mid-year FY2015. 

28.  Petroleum products ($198.1 million) continued to be the 
top import from India in mid-year FY2016 despite the significantly 
reduced volume of import due to the disruptions in trade. This was 
followed by vehicle & spare parts ($132.5 million) and rice ($74.4 
million). From other countries besides India and China, the top three 
imports in mid-year FY2016 were gold ($107.6 million), medicine 
($67.0 million), and crude soybean oil ($45.5 million) (Figure 23).

III. Migration and Remittances
29.  The number of migrants leaving for employment abroad 
has declined in recent times. In January 2016, a total of 35,389 
episodes of migration were registered, which was 22% lower than 
the corresponding month the previous year (Figure 24).15   The 
earthquakes in April-May of 2015 contributed to a decline in out-
migration from Nepal, as operations at most of the government offices 

Figure 22: Mid-year top 3 exports ($ million)

Source: Nepal Rastra Bank
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15 The data maintained by the Department of Foreign Employment is only able to convey the total episodes of migration, and not the number of total migrants. If an individual 
returns back home from employment abroad, and then migrates again, s/he is recounted as a new migrant. 

Figure 23: Mid-year top 3 imports  ($ million)

Source: Nepal Rastra Bank
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Source: Department of Foreign Employment; NRM staff estimates
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and employment agencies came to a standstill. Given the slowdown 
in external demand for labor migrants from Nepal – primarily as a 
result of the decline in global oil prices affecting aggregate demand in 
the Gulf Region – out-migration rates are not expected to rise in the 
following year.     

30.  Consistent with literature and cross-country experiences, 
workers’ remittances increased following the earthquakes in April-
May of FY2015. This contributed to a 12.2% increase in remittances 
in FY2015 from the previous year. The rise in altruistic contributions 
to family members in the face of adversity has spilled over into the 
current fiscal year, as residents also had to contend with a trade 
disruption. Remittances in the first half of FY2016 were 9.8% higher 
than the corresponding period the previous year, contributing a total 
of $3,088.7 million to the economy (Figure 25). Remittances have 
continued to prop up the economy, and stabilize the macroeconomic 
fundamentals.16  

IV. Current Account Balance 
31.  The trade disruption contributed to major changes in 
the current account balance of the economy. In the first half of 
FY2016, the volume of exports dropped to $320.6 million, compared 
to $499.1 million in the corresponding period the previous year. 
Similarly, imports dropped to $2,603.3 million in the first half of 
FY2016, compared to $3,774.6 million in corresponding period in 
FY2015. As the reduction in  imports was considerably larger than 
exports, the trade deficit narrowed significantly. In the corresponding 
period, meanwhile, remittances rose to $3,088.7 million, compared 
to $2,812.9 million in the first half of FY2015. The confluence of 
these factors contributed to current account balance swelling up 
significantly – in the first half of FY2016, the current account balance 
was $1,503 million, 967% more than the corresponding period the 
previous year (Figure 26).  

32. The ballooning current account balance has aided the upward 
trend in growing foreign exchange reserves – as of January 2016, the 
economy had foreign exchange reserves equivalent to  17.6 months of 
imports of merchandise and services (Figure 27).  

16  During the trade disruption, the robust aggregate demand, which was supported by remittances, helped the country avert  stagflation. 
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Figure 25: Remittance inflow ($ million)
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Figure 26: Current account balance

Source: Nepal Rastra Bank
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 Figure 27: Foreign exchange reserves 

Source: Nepal Rastra Bank; NRM staff estimates
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Note: FY2015 started on 16 July 2043 and ended on 15 July 2015.

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. FY2015 Budget Speech. Kathmandu; Nepal Rastra Bank. 2015. Macroeconomic Situation. Kathmandu; Central Bureau of Statistics. April 2015. 
FY2015 and FY2016 National Accounts Statistics. Kathmandu; Financial Comptroller General Office. July 2015. Quarterly Debt Position of Government of Nepal 4thQuarter Data, 
Kathmandu; Central Bureau of Statistics. 2014. National Population and Housing Census 2011 (Population Projection 2011 – 2031). Kathmandu

Item
Fiscal Year

2011 2012 2013 2014 2015P
A.  Income and Growth
 1. GDP per Capita ($, current) 716 704 709 717 764 a

 2. GDP Growth (%, in basic prices) 3.8 4.6 3.8 5.1 3.0 a

  a. Agriculture 4.5 4.6 1.1 2.9 1.9 a 
  b. Industry 4.3 3.0 2.7 6.2 2.6 a

  c. Services 3.4 5.0 5.7 6.3 3.9 a

B.  Saving and Investment (current and market prices, % of GDP)
 1.  Gross Domestic Investment 38.0 34.5 36.9 36.8 …
 2. Gross National Saving 37.0 39.5 40.2 46.1 …

C.  Money and Inflation 
1. Consumer Price Index ( average annual % change)  9.6 8.3 9.9 9.1 7.2 b

 2. Total Liquidity (M2) (annual % change)  12.3 22.6 16.4 19.1 19.9 b

D.  Government Finance (% of GDP) 
 1. Revenue and Grants 17.9 18.6 19.5 20.8  20.2 c 

 2. Expenditure and Onlending 20.2 20.9 18.8 20.2 21.5 c

3. Overall Fiscal Surplus (Deficit) (2.4) (2.2) 0.7 0.6 (0.2) c

E.  Balance of Payments
 1. Merchandise Trade Balance (% of GDP) (23.3) (24.4) (27.2) (30.7) (31.2) b

 2. Current Account Balance (% of GDP) (0.9) 5.0 3.4 4.6 5.1 b

3. Merchandise Export ($) Growth (annual % change) 11.7 5.7 (2.9) 5.1 (3.9) b

4. Merchandise Import ($) Growth (annual % change) 8.9 4.7 10.9 13.9 8.0 b

5. Remittances (% of GDP) 18.5 23.5 25.6 28.0 29.1b

F. External Payments Indicators
1. Gross Official Reserves ($ million) 3,835.8 4,960.0 5,613.7 6,938.6 8,145.9 b

Months of current year’s imports of goods) 7.3 10.3 10.1 10.0 11.2 b

 2. External Debt Service (% of exports of goods and services) 11.1 10.6 9.5 8.9 8.1 d

 3. Total External Debt (% of GDP) 19.0 20.2 19.7 17.9 16.1 d

G. Memorandum Items
 1. GDP (current prices, NRs billion) 1,367.0 1,527.3 1,695.0 1,942.0 2,125.0 a

 2. Exchange Rate (NRs/$, average) 72.1 80.7 87.7 98.0 99.2 b

 3. Population (million) 26.5 26.9 27.3 27.6 28.0

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) 61.6 (2014)
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) 134.4 (2014)
7.  Secondary school gross enrollment (%) 43.8 (2001) 54.4 (2004) 51.6 (2014)
8.  Child malnutrition (% below 5 years old) 57.0 36.4 (2010)
9.  Population below poverty line (international, %) 68.0 (1996) 53.1 (2003) 24.82 (2011)
10. Population with access to safe water (%) 45.9      82.5 (2006) 93.5 (2014)
11. Population with access to sanitation (%) 22.0 (1995) 24.5 (2006) 73.7 (2014)
12. Public education expenditure (% of GDP) 2.0 2.9 (2005) 3.7 (2015)
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) 25.16 (2011)
2.  Proportion of poor to total population

a. Urban 23.0 (1996) 9.55 (2004) 15.46 (2011)
b. Rural 44.0 (1996) 34.62 (2004) 27.43 (2011)
c. Mountain 57.0 (1996) 32.6 (2004) 42.77 (2011)
d. Hills 40.7 (1996) 34.5 (2004) 24.32 (2011)
e. Terai 40.3 (1996) 27.6 (2004) 23.44 (2011)

3.  Poverty gap 11.75 (1996) 7.55 (2004) 5.43 (2011)
4.  Poverty severity index 4.67 (1996) 2.7 (2004) 1.81 (2011)
5.  Inequality (Theil Index) … … …
6.  Multidimensional poverty index1 … … 0.197 (2011)

… = not available, GDP = gross domestic product, 

Central Bureau of Statistics. 2012. National Population and Housing Census 2011. Kathmandu; Central Bureau of Statistics. 2011. Nepal Living Standards Survey 2010/11. Kathmandu; 
Central Bureau of Statistics. 2015. Annual Household Survey 2013/14. Kathmandu; Ministry of Health and Population. 2012. Nepal Demographic and Health Survey 2011. Kathmandu; 
United Nations Development Programme. 2015. Human Development Report 2014. 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. 
2015. Flash II Report 2014-2015. Kathmandu; Ministry of Finance. 2015. Budget Speech of FY2014/15. Kathmandu

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

Appendix 2: Country Poverty and Social Indicators
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