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Abbreviations 

FY fiscal year 

GDP Gross domestic product 

ICP Integrated Check Posts 

NRs Nepalese rupee

SATIS  South Asian Association for Regional Cooperation Agreement on Trade in 

Services 

SEZs special economic zones 

TEPC Trade and Export Promotion Center

TFA  trade facilitation agreement 

WTO World Trade Organization

  

NOTE
i.  The fiscal year (FY) of the government ends in mid-July. FY before a calendar year denotes the 

year in which the fiscal year ends, e.g., FY2021 ended on 15 July 2021. 

 

ii. In this report, “$” refers to US dollars.
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1. Gross domestic product (GDP) is estimated to have 
modestly expanded by 2.3% in fiscal year (FY) 2021 after 
contracting by 2.1% in FY2020. This is largely supported by a 
low base effect, lifting of nationwide restrictions as COVID-19 
ebbed earlier in FY2021 and a global economic recovery. The 
other underlying factors are a favorable monsoon leading 
to better harvest, better execution of capital expenditures, 
strong private sector credit growth, and a buoyant remittance 
growth stimulating private consumption. Strict containment 
measures that were reimposed to curb the spread of 
COVID-19 in majority of districts, including Kathmandu 
valley, since 29 April 2021, have been gradually lifted with 
the waning of second wave since 22 June. 

2. On the demand side, high private consumption, 
on the back of strong remittance growth and liquidity 
measures coupled with a cut in policy rate, dominated 
spending in FY2021. Fixed investment likely expanded by 
about 4.0%, reversing a contraction of 12.4% in FY2020, 
partly as implementation of public projects accelerated 
compared with that in FY2020. Imports rose sharply 
reflecting stronger domestic demand.  

3. Annual average inflation edged up to 3.6% in 
FY2021, significantly down from 6.2% a year earlier. 
Food inflation edged down to 5.0% from 8.1% a year 
earlier, thanks to higher yield and smoother supply chain 
distribution following the end of national lockdown in 
July 2020. Nonfood inflation tempered down to 2.5% 
largely owing to muted prices of housing and utilities.

4. Fiscal deficit marginally widened to 5.5% of 
GDP in FY2021 from 5.3% a year earlier owing to a 
substantial increase in capital expenditure. The spending 
soared by 47.6% in FY2021 with the lifting of nationwide 
lockdown in early 2021 and facilitation of civil works with 
COVID-19 safely protocols. Recurrent expenditures also 
increased by about 12.0% in FY2021 owing to higher 
health and social protection spending to mitigate adverse 
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effects of this pandemic. Revenue collection increased 
by 11.5% in FY2021 supported by higher import-based 
revenues.  Non-taxes revenues however decreased by 51.7% 
as dividends from financial, commercial, and service-
oriented institutions dipped in FY2021.

5. The current account deficit substantially widened 
to 8.0% of GDP from 0.9% in FY2020 on the back of 
increased trade deficit amid a massive cut in services 
income such as from inbound tourism. Import growth, 
particularly of transport equipment and manufacturing 
raw materials rapidly surged in the latter half of FY2021, 
mainly reflecting pent-up demand following the ease of 
restrictions. Merchandise exports as well sharply rose by 
30.0% after declining by 6.9% in FY2020. But with low 
export base, merchandise trade deficit widened by 25.3% 
in FY2021, reversing a contraction of 19.3% a year earlier. 
Workers’ remittances increased by 8.2% in FY2021 after 
contracting by 3.3% in FY2020, but fell far short of trade 
deficit expansion, widening current account deficit. 

6. GDP growth is anticipated to expand to 4.1% 
in FY2022 largely underpinned by ongoing vaccination 
campaign against COVID-19. Local level elections 
tentatively slated around April/May 2022 will stimulate 
spending, supporting GDP growth. Agriculture is expected 
to grow as paddy plantation has been promising owing to 
abundant rainfall this monsoon. 

7. Inflation in FY2022 is forecast to average 5.2%, 
up from 3.6% a year earlier, on increased global oil prices 
and a gradual recovery in domestic demand. Growth in 
non-oil imports will likely remain elevated as investment 
activity intensifies on the gradual revival in economy 
activity. But growth in oil import may be restrained as 
increased generation of hydroelectricity may partially 
offset fossil fuel consumption. Even with continued strong 
growth in exports and   favorable remittances, the current 
account deficit will stay high at an estimated 5.0% of GDP.
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8. However, there are downside risks to the forecast 
owing to uncertain trajectory of COVID-19.  A possible 
resurgence of COVID-19 infection and subsequent 
strict containment measures could reverse the gradual 
economic recovery since FY2021. Heavy rainfall since mid-
June 2021 has triggered landslides and floods, damaging 
infrastructure, and loss of lives and livelihoods in some 
mountain districts of Nepal.  Persistent capacity deficiencies 
regarding investment planning, financial management, 
project readiness, procurement, and contract management 
at provincial and local levels may further weaken sub-
national level spending. 
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9. Trade policy 2015 was reformulated with an 
overarching objective of reducing its rising trade deficit. 
But Nepal’s merchandise trade deficit as a share of GDP 
has substantially increased over the years owing to poor 
export competitiveness and lack of product diversification. 
Export to import ratio has tumbled to 9.2% in FY2021 
from 48% in FY2001. This edition of macroeconomic 
update’s theme chapter sheds light on achievements of 
trade policy 2015 vis-à-vis some of its key objectives and 
suggests policy recommendations to strengthen Nepal’s 
export competitiveness. 
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MACROECONOMIC UPDATE
A. Economic performance
1. Gross domestic product (GDP) is estimated to have modestly 
expanded by 2.3% in fiscal year (FY) 20211  after contracting by 2.1% in 
FY2020 (Figure 1). This is largely supported by a low base effect, lifting of 
nationwide restrictions as COVID-19 ebbed earlier in FY2021 and a global 
economic recovery. The other underlying factors are a favorable monsoon 
leading to better harvest, better execution of capital expenditures,2 strong 
private sector credit growth, and a buoyant remittance growth stimulating 
private consumption. Strict containment measures that were reimposed 
to curb the spread of COVID-19 in majority of districts, including 
Kathmandu valley, since 29 April 2021, have been gradually lifted with 
the waning of second wave since 22 June.  

2. Agriculture, contributing about a fourth of GDP, likely expanded 
by 2.4% in FY2021, up from 2.2% a year earlier owing to a good monsoon 
and an increased acreage under cultivation.3  Industry, after contracting by 
3.7% in FY2020, likely grew by 1.7% on stronger domestic demand and 

 

1 FY2021 ended 15 July 2021.
2 Capital budget execution improved to 64.7% in FY2021, up from 46.4% in FY2020.
3 According to the Ministry of Agriculture and Livestock Development, paddy output increased by 1.3% in FY2021.

Figure 1: Supply-side contributions to growth

R = revised; f = forecast 
Source: Central Bureau of Statistics. 2021. National Accounts of Nepal 2020/21. http://cbs.gov.np/ and staff estimates

R = revised; f = forecast 
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Figure 2: Share of GDP by expenditure

R = revised; P = provisional 
Source: Central Bureau of Statistics; ADB estimates

a surge in exports.4  Services, which had contracted by 4.0% in FY2020, 
probably accelerated by 2.5% on increased mobility for shopping and 
work as majority of wholesale and retail trade5  had resumed operations 
since lifting of nationwide lockdown. While domestic tourism may 
have slightly picked up with the relaxation of restrictions, international 
tourism remains badly hurt with 80.8% collapse in arrivals in 2020.6  

3. On the demand side, high private consumption, on the back of 
strong remittance growth and liquidity measures coupled with a cut in 
policy rate, dominated spending in FY2021 (Figure 2). Fixed investment 
likely expanded by about 4.0%, reversing a contraction of 12.4% in 
FY2020, partly as implementation of public projects accelerated 
compared with that in FY2020. Imports rose sharply reflecting stronger 
domestic demand.  

4. Annual average inflation edged up to 3.6% in FY2021, 
significantly down from 6.2% a year earlier (Figure 3). Food inflation 
edged down to 5.0% from 8.1% a year earlier, thanks to higher yield 
and smoother supply chain distribution following the end of national 
lockdown in July 2020. Nonfood inflation tempered down to 2.5% 
largely owing to muted prices of housing and utilities,7  which grew 
by only 1.0%. The average deviation from the inflation rate in India, 

4 Export of soyabean oil, polyester yarn, woolen carpet, cardamom, and jute goods, among others, increased in FY2021. Soyabean oil that accounts for nearly 38% share of total 
exports increased by more than 300%. 

5 Wholesale and retail trade contributes nearly one-third of services output. 
6  A broader measure of international and domestic travel and tourism contributed an average of 7.5% to GDP annually during 2017-2019, before falling to 3.6% of GDP in 2020. 
7  Housing and utilities account for 20.3% of total weight in the consumer price index.
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to whose currency the Nepalese rupee is pegged, decreased to 2.3 
percentage points in FY2021 after increasing to 0.3 points a year earlier.

5. Fiscal deficit marginally widened to 5.5% of GDP in FY2021 
from 5.3% a year earlier owing to a substantial increase in capital 
expenditure (Figure 4).  The spending soared by 47.6% in FY2021 with 
the lifting of nationwide lockdown in early 2021 and facilitation of 

Figure 4: Fiscal balance

Note: Years are fiscal years ending in mid-July of that year.
Source: Financial Comptroller General Office; Ministry of Finance. 

Figure 3: Contribution to headline inflation

CPI = consumer price index
Source: Nepal Rastra Bank
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civil works with COVID-19 safely protocols. Nonetheless, about 22.2% 
of the capital budget was spent in the last month (mid-June to mid-
July 2021) of FY2021. Large payments for works completed are usually 
made toward the end of the fiscal year. But the tendency for heavy 
bunching of capital expenditures in the last quarter of the fiscal year 
also reflects implementation challenges and has undermined the quality 
of investment. Recurrent expenditures also increased by about 12.0% 
in FY2021 owing to higher health and social protection spending to 
mitigate adverse effects of this pandemic. Revenue collection increased 
by 11.5% in FY2021 supported by higher import-based revenues. Non-
taxes revenues however decreased by 51.7% as dividends from financial, 
commercial, and service-oriented institutions dipped in FY2021. The 
FY2022 budget projects a fiscal deficit of 7.3% of GDP. Recurrent 
expenditures are projected to increase by 35.3% in FY2022 over the 
revised estimate of FY2021, on increased allocation of healthcare, 
education, social security, and economic relief measures. 

6. Public debt to GDP ratio significantly increased to 41.4% in 
FY2021 from an average of 24.5% during FY2015-FY2019 on higher 
fiscal and current account deficits (Figure 5). High uncertainty over 
revenue growth amid increasing spending needs during COVID-19 
pandemic prompted Nepal to borrow more from domestic and foreign 
sources. Internal debt increased to 19.2% of GDP, up from 15.7% a year 
earlier, and external debt to 22.2% of GDP, up from 20.8% in FY2020. 
Despite the rise, Nepal’s risk of debt distress is low given the high level of 

Figure 5 : Public debt

Source: Central Bureau of Statistics; Financial Comptroller General Office; Public Debt Management Office
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official concessional borrowing at long maturity. Efficient utilization of 
public resources and scaling up domestic productivity would be crucial to 
building resilience to shocks such as the COVID-19 outbreak.   

7. In line with the central bank’s monetary policy, broad money 
(M2) growth accelerated from 18.1% in FY2020 to 21.8% a year after 
on rising net domestic assets and a modest increase in net foreign 
assets (Figure 6). The central bank raised credit to core capital deposit 
ratio for banks and financial institutions from 80% to 85%, injecting 
additional liquidity support of about NRs183 billion, or $1.5 billion, in 
the banking sector. The policy/repo rate at which banks could borrow 
from the central bank was cut by 50 basis points to 3.0%. Private 
credit growth accelerated from 12.6% in FY2020 to 26.3%, owing to 
a gradual resumption of economic activities further strengthened by 
various liquidity measures. The refinancing fund was increased five-
fold to NRs200 billion, or $1.7 billion, for affected businesses due 
to COVID-19. Credit to government and financial institutions also 
surged with gradual opening of economic activities after the lifting of 
the nationwide lockdown starting in July 2020. 

8. The current account deficit substantially widened to 8.0% 
of GDP from 0.9% in FY2020 on the back of increased trade deficit 
amid a massive cut in services income such as from inbound tourism 
(Figure 7). Import growth, particularly of transport equipment and 
manufacturing raw materials rapidly surged in the latter half of FY2021, 

Figure 6: Monetary sector

Source: Nepal Rastra Bank. 
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mainly reflecting pent-up demand following the ease of restrictions. 
Merchandise exports sharply rose by 30.0% after declining by 6.9% in 
FY2020. But with a low export base, merchandise trade deficit widened 
by 25.3% in FY2021, reversing a contraction of 19.3% a year earlier. 
Workers’ remittances increased by 8.2% in FY2021 after contracting 
by 3.3% in FY2020,8  but fell far short of expansion of trade deficit, 

Source: Nepal Rastra Bank

Figure 7: Current account indicators

 

Figure 8: Gross international reserves and foreign exchange adequacy

Source: Nepal Rastra Bank

8 The increase is attributed to larger remittances to support families in the country; the government’s measures to facilitate formal channels of remittance and restrict the use of 
unofficial channels, such as hundi and hawala, which may also have been affected by the restrictions on mobility and decline in imports. 
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widening the current account deficit. Financing, nevertheless, was 
adequate to meet the large deficit and gross foreign exchange reserves 
grew marginally to $11.7 billion, providing cover for 10.2 months of 
imports of goods and services (Figure 8).

B. Economic prospects
9. GDP growth is anticipated to expand to 4.1% in FY2022 
largely underpinned by ongoing vaccination campaign against 
COVID-19 (Table 1).9  The vaccination program remains the main 
instrument of all political parties for Nepal’s economic recovery. Local 
level elections tentatively slated around April/May 2022 will stimulate 
spending, supporting GDP growth. Agriculture is expected to grow 
as paddy plantation has been promising owing to abundant rainfall 
this monsoon.10  However, fertilizer shortages this fiscal year may likely 
offset the envisaged agricultural growth.  

10. Industry will expand owing to increased domestic demand as 
heightened public precautions and the national immunization plan are 
expected to quell infection rates over time. Electricity output will increase 
as major stalled hydropower project, Upper Tamakoshi of 456 Megawatt 
became fully operational in September 2021 (Figure 9). 

 

9 The government plans to vaccinate about 72% of the population, crucial to reviving the economy. As of 9 September 2021, an estimated 16.8% of the population have been fully 
vaccinated against COVID-19. 

10 <https://kathmandupost.com/money/2021/07/23/paddy-transplantation-progressing-nearly-as-fast-as-last-year>

Figure 9: Electricity demand and supply (MW)

MW = megawatt
Source: Source: Nepal Electricity Authority



8 Macroeconomic Update

11. Service growth will accelerate on increased economic 
activities in wholesale and retail trade, transport and financial services 
supported by the national immunization plan.  International tourism 
that was largely diminished in FY2021 may gradually recover with the 
opening of trekking routes and expeditions.  But, even after a sustained 
containment of COVID-19 disease, hotels and restaurants, travel and 
tourism will likely take more time to recover. 

12. Fiscal policy for 2022 will be expansionary, focused on 
strengthening healthcare system, reducing trade deficit, mitigating gaps 
in social protection coverage, employment generation, and promotion of 
agricultural productivity. Monetary policy for FY2022 will continue to be 
accommodative through a dedicated large refinancing facility, concessional 
lending for priority projects, and facilities for affected businesses. 

13. Inflation in FY2022 is forecast to average 5.2%, up from 
3.6% a year earlier, on increased global oil prices, gradual recovery in 
domestic demand, and a modest rise in inflation in India, the major 
trade partner of Nepal (Table 1). Growth in non-oil imports will likely 
remain elevated in FY2022 as investment activity intensifies on the 
gradual revival in economy activity. But growth in oil imports may 
be restrained as increased generation of hydroelectricity may partially 
offset fossil fuel consumption. Even with continued strong growth in 
exports and favorable remittances, the current account deficit will stay 
high at an estimated 5.0% of GDP.

Table 1: Selected economic indicators (%)

 FY2021 FY2022E

GDP growth 2.3 4.1

Inflation 3.6 5.2

Current account balance (% of GDP) -8.0 -5.0

E=estimated

Source: Central Bureau of Statistics; Nepal Rastra Bank; ADB estimates

14. Possible downside risks to outlook center on persistence of 
COVID-19. A possible resurgence of COVID-19 and subsequent 
containment measures could reverse the gradual economic recovery 
underway since FY2021. Natural hazards like erratic monsoons and 
floods could depress farm output and damage infrastructure. Heavy 
rainfall since mid-June 2021 has triggered landslides and floods, 
damaging infrastructure, and loss of lives and livelihoods in some 
mountain districts of Nepal.  Persistent deficiencies in capacity 
regarding investment planning, financial management, project 
readiness, procurement, and contract management at provincial and 
local levels may further weaken sub-national level spending. Exogenous 
shocks may diminish global demand, affecting out-migration for foreign 
employment and exerting pressure on Nepal’s external position. 
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THEME CHAPTER
Strengthening Nepal’s  
Export Competitiveness

1. Introduction 
1. Trade policy 2015 was reformulated with an overarching 
objective of reducing its burgeoning trade deficit. The policy aims 
at minimizing trade deficit through increased competitiveness of 
value-added goods and services, strengthened supply-side capacity, 
and enhanced accessibility of goods and services in the international 
market. The other objectives are aligning this policy with Nepal Trade 
Integration Strategy 2010, implementing the World Trade Organization 
(WTO) declarations such as trade facilitation agreement, addressing 
supply side constraints, and making the most out of the opportunities 
provided by economic liberalization and the global trading system 
(MOCS, 2015). 

2. The policy articulates that the government will facilitate export 
promotion by the private sector, reduce transaction costs through trade 
facilitation, and strengthen institutional mechanisms for effective 
coordination among agencies. The policy will work toward expanding 
foreign markets through trade diplomacy and effective implementation 
of bilateral, regional, and multilateral trade agreements. It further vows 
to promote the WTO agreement on trade-related aspects of intellectual 

Figure 1: Merchandise trade deficit 

Note: Years are fiscal years ending in mid-July of that year
Source: Nepal Rastra Bank 
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property rights (TRIPS) and access to foreign markets for Nepalese 
goods and services. 

3. The policy has adopted the objective of the Thirteenth Plan 
(FY2014-FY2016) of reducing the trade deficit to 20% of GDP by the 
end of plan period. But, owing to poor export competitiveness and 
lack of diversification, deficit has ballooned. Nepal’s merchandise trade 
deficit as a share of gross domestic product has substantially increased 
over the years (Figure 1). Export to import ratio has tumbled to 9.2% 
in FY2021 from 48% in FY2001 (Ministry of Finance, 2021). Nearly 
two-thirds of Nepal’s international trade is with India (Figure 2; Figure 
3).1  While Nepal mainly exports primary products; bulk of its imports 
are petroleum products, vehicles, machinery, and parts (Table 1). Given 
the backdrop, this paper analyzes the achievements of trade policy 2015 
vis-à-vis some of its key objectives and suggests policy recommendations 
to strengthen Nepal’s export competitiveness. 

Figure 2: Leading destinations of exports

Source: Trade and Export Promotion Centre. Government of Nepal

1  Nepal maintains fixed exchange rate with Indian currency. Since 1958, the exchange rate hovered around 160 Nepali rupee (NPR) for 100 Indian rupee (INR). The new exchange 
rate was set at 101 NPR equivalent to 100 INR in 1966. In 1993, this was again revised to the original pegged ratio of 1INR equal to 1.6 NPR.

Table 1: Principal exports and imports 

Principal Exports, 2021 % of total Principal Imports, 2021 % of total

Soyabean oil 38.0 Petroleum products 11.4

Yarns (polyester, cotton, and others) 6.0 Iron & steel and products 11.4

Woolen carpet 5.1 Machinery and parts 8.0

Jute and jute products 5.1 Transport vehicles and parts 6.3

Cardamom 5.0 Cereals 5.2

Source: Trade and Export Promotion Centre, Government of Nepal

Sh
ar

e 
in

 to
ta

l e
xp

or
ts

 (%
)



Macroeconomic Update 11 

2. Achievements against policy targets
4. According to trade policy 2015, competitive capacity of goods 
and services with comparative advantages will be enhanced. But, export 
performance of potentially competitive agro-products, has been dismal. 
Further, a considerable volatility in its export growth is due to lower 
production, lack of certification, and limited markets (Figure 4).2  One 
of the export-potential competitive agro products is ginger. Nepal has the 
fourth largest ginger producing capacity in the world with approximately 
9% shares of the annual world-wide production (Trade and Export 
Promotion Center (TEPC), 2019). Trade statistics show that Nepal 
has been mostly exporting fresh ginger and not sufficiently diversified 
into product processing, such as ginger candy and ginger oil, among 

Figure 4: Export growth rate of NTIS commodities (% change)

Source: Nepal Rastra Bank

2 Export of Nepalese ginger and cardamom each year also varies based on internal production in the destination country.

Figure 3: Major sources of imports

Source: Nepal Rastra Bank
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others. Despite there being a high demand for processed ginger in the 
international market, Nepal has been largely exporting raw ginger to 
India, the major trade partner. Further, traditional farming practices, 
small-scale farming, and lack of cost-effective transportation system have 
affected their competitive capacity (TEPC, 2019). 

5. The policy prioritizes trade capacity enhancement through 
bilateral, multilateral, and regional mechanisms, and trade diplomacy. In 
the aftermath of 2015 earthquakes, the United States granted preferential 
trade benefits for selected products like carpets, pashmina etc. from 
Nepal through 2025. Even after five years into this agreement, Nepal has 
not been able to gain from this preferential facility (Figure 5). Quality 
and product standard issues, limited production scale have held back 
export of such select products. Similarly, bilateral trade treaty with India 
grants most favored nation (MFN) access to Indian markets for Nepalese 
products. Nepal as one the least developed countries can benefit from 
special provisions, concessions, and facilities of WTO. But quality issues, 
lack of product standardization and negotiation capabilities, including 
non-tariff measures have hindered Nepal’s export. This is evident in the 
widening bilateral merchandise trade deficit with India over the years 
(Figure 6). Despite awarding the MFN status to Nepal’s exports, India’s 
stringent implementation of sanitary and phytosanitary measures such 
as plant quarantine and food certification on Nepal’s agro-products has 
affected Nepal’s export volume. 

6. The policy states that effective coordination and collaboration 
among concerned agencies will be strengthened for augmenting 
production and productivity of some potential agro products (e.g., 
cereals, vegetables, fruits). The idea is to substitute import of such agro-

Figure 5: Export of carpet and pashmina

Source: Nepal Rastra Bank; Trade and Export Promotion Centre
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products by upscaling their production and internal distribution.3  In 
a new federal structure, the key responsibility of enhancing agricultural 
output lies with sub-national level governments under the guidance 
of central level policies. But execution of this goal has suffered in 
the absence of clear coordination mechanism among line agencies. 
Furthermore, agricultural zones and super zones have not been effective 
enough to promote agricultural research, processing, and production of 
final consumable goods. This is largely due to lack of sound business 
planning, limited research, poor input-supply management, and low 
level of commercial awareness. Farmer groups and cooperatives are 
reluctant in establishing processing centers, and private sector seems 
unconvinced in establishing processing centers, warehouse facilities 
and agro industries. Hence, the goal of making Nepal self-sufficient in 
vegetables and in major cereal crops seems difficult to achieve owing 
to lack of effective coordination among agencies and low level of agro 
industrialization (Figure 7).  

7. The policy vows to establish ancillary industries to supply 
raw and semi-processed inputs to industries established in special 
economic zones (SEZs). Industrial zones for export promotion will be 
established and expanded across the country. But SEZs have not been 
effective in attracting private sector and foreign investment, owing to 
poor provisioning of infrastructure, lack of effective implementation 
of SEZ Act 2016, and weak coordination among government agencies 
(Macroeconomic Update, 2017). Unless such longstanding challenges 
are addressed, mere announcement of further incentives will neither 
bring in foreign investment nor attract private sector. 

Figure 6: : Mechandise trade deficit with India

Source: Nepal Rastra Bank

3  Generally, import tends to decrease whenever there is increased internal production, and vice-versa.  For instance, import of rice and cereals decreased in FY2017 that saw 
agriculture growth of 5.2%. The import again substantially decreased in FY2020 owing to strict tests along the Indo-Nepal border over concern on pesticides and the onset of 
COVID-19 pandemic that impeded cross-border trade and supply channels. The other factors contributing to higher import of cereals and fruits despite a good produce, for 
instance in FY2019, are consumers’ preferences, especially for fine varieties of rice, such as basmati, that is not sufficiently produced within Nepal.   
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8. The policy states that cold chain facilities will be established 
and access to markets for produced goods and services will be enhanced 
through improved transport infrastructure. But even after 6 years into 
this policy formulation, lack of sufficient cold chain and warehousing 
facilities and inadequate transport infrastructure persist as one of the 
major impediments to export promotion of goods.  

9. Nepal has signed a protocol amending the WTO’s Agreement 
on trade-related aspects of intellectual property rights that will make 
it easier for least developed countries like Nepal in terms of accessing 
affordable medicines. Nepal is also a signatory to South Asian Association 
for Regional Cooperation Agreement on Trade in Services (SATIS) 
signed in 2010. But the member countries are yet to fix their specific 
liberalization commitments under SATIS. Once the ‘Final Offer Lists’ 
pertaining to SATIS from all the member countries are received, the 
lists will be circulated among them. The lists will be examined by the 
member states and will subsequently be tabled in the 12th Meeting of 
the Expert Group on SATIS (Macroeconomic Update, 2020). Hence, 
negotiations toward fulfilling specific commitments for implementing 
SATIS need to be expedited for promotion of intraregional services 
(Figure 8).

10. As envisaged by this policy, progress has been made toward 
customs reform and modernization for trade facilitation. Nepal’s 
parliament has already approved two international agreements on 
expediting movement, release and clearance of goods, the World 
Custom Organization’s Revised Kyoto Convention (RKC) and the 
WTO’s trade facilitation agreement (TFA). The government is 
committed to complying with 31 of the 37 TFA measures by January 
2022. These measures mostly relate to legal and procedural reforms, 

Figure 7: Import of agro products (% change)

Source: Nepal Rastra Bank; Trade and Export Promotion Centre
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institutional framework, and training. Department of customs has 
been implementing the multiyear customs reform and modernization 
strategic plan since 2003. The fourth phase (2013-2017) of this plan 
resulted in ratification of the RKC, implementation of the automated 
systems custom data and commencement of the national single window, 
improving trade facilitation. The new customs act upon approval from 
the parliament is expected to align the regulatory framework with 
international standards, further strengthening customs automation, 
simplifying customs procedures, revising customs organization structure, 
and enhancing capacity of the department of customs.  These reforms 
are expected to substantially fulfil Nepal’s WTO TFA commitments.4  

11. Some progress has been made toward simplifying and making the 
overall international trade cost effective. The 2020 Doing Business Trading 
Across Borders measure suggests slow but more predictable processing 
of goods (World Bank, 2020). The indicator measures time and cost 
associated with the logistical process of exporting and importing goods.  
Nepal improved its ranking to 60th in 2020 from 76th in 2018 out of 190 
economies. Time to export border compliance hours for Nepal is 11 which 
is substantially lower than South Asia regional average of 53.4. Cost to 
export: border compliance for Nepal is $103, less than the regional average 
of $310.6. Time to export documentary compliance hours for Nepal is 43 
compared to the regional average of 73.7. And cost to export: documentary 
compliance for Nepal is $110 less than the regional average of $157.9 (ibid). 
However, the 2018 Logistics Performance Index (LPI) ranks Nepal 114 
better than 124 in 2016, with substantial room for further improvement 
in areas such as infrastructure planning, service provision, and cross 
border trade and transport facilitation (Arvis et al., 2018). Even though 

Figure 8: Services trade

Source: Nepal Rastra Bank

4  The department is currently working on the preparation of a concept paper with detailed TOR and work-plan to develop manuals, standard operating procedures, and associated 
tools for 6 priority areas, namely, a) advance ruling; b) pre-arrival processing; c) risk management; d) post clearance audit; e) trade facilitation measures; and f ) expedited shipment. 
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Nepal has improved in parameters such as customs and timeliness, its LPI 
ranking is behind neighboring countries such as Bangladesh and India. 
This underscores the need to deepen and sustain necessary reforms in key 
areas such as road transport, transit, and customs clearance procedures. 
As per the 2005 agreement between Nepal and India to build Integrated 
Check Posts (ICP) in major custom points of Nepal, the one in Birgunj 
came into operation on 7 April 2018. Similarly, the other in Biratnagar 
was operationalized since January 2020. Land acquisition and designing of 
ICPs have been completed in Nepalgunj and Bhairahawa customs points.5  

3. Way forward
12. This policy was adopted right before the promulgation of Nepal’s 
new Constitution on 20 September 2015. The Constitution restructured 
Nepal into a federal republic with three tiers of governments: a federal, 
7 provincial and 753 local governments. The 2015 trade policy therefore 
needs restructuring to reflect mechanisms/channels of translating 
national level export promotion plan into actions at sub-national levels. 
Capacity strengthening of sub-national level governments will be crucial 
to enable them to plan, develop and promote export-oriented industries. 
Technical assistance would be needed to help them identify, prioritize, 
and plan for trade facilitation and export promotion. The national level 
trade policy should also explore avenues of promoting inter-provincial 
trade. For instance, a proper plan and management should be instituted 
to promote production and distribution of goods and services produced 
within provinces. Linkages of national policy with provincial plans, mainly 
aligning with the federal structure of governance, should be considered 
when amending this trade policy. Board of trade responsible for trade 
promotion, facilitation, policy monitoring and inter-agency coordination 
should also comprise members from provincial planning commissions. 

13. Ascertaining internationally recognized certification is crucial 
for export promotion. Nepal is unable to meet international quality 
standards because of lack of standard labs and research centers. The 
current policy discusses about strengthening existing laboratories and 
establishing multifunctional and reference labs. Due to quality issues 
and lack of certification, Nepalese products have failed to penetrate 
international markets as expected. Therefore, strategic action plans 
with specific timeline be formulated for establishment of standard 
labs, research centers and advanced technologies for testing and 
certification. Further, in the absence of adequate technical manpower, 
existing laboratories, cold storage, and high-tech facilities have not 
been fully operational. This deficiency of skilled labor force needs to be 
simultaneously addressed. 

5  The ICPs provide a wide range of services such as customs clearance, immigration, warehousing, quarantine, banking, litigation shed and parking yard.
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14. Lack of effective value chain development and associated rules 
and regulations have hindered Nepal’s export promotion drive. Nepal 
has been mainly exporting primary products such as fresh ginger with 
more than 98% of the total export volume exported to India and 
nominal processed amount to Europe and Gulf countries (TEPC, 
2019). Processed items such as dry ginger and ginger powder have huge 
demand in the international market but in the absence of big scale ginger 
processing plants, Nepal has not been able to diversify its products and 
meet international demand (MOCS, 2016).6  The same is the case with 
other niche products such as cardamom, tea, coffee, medicinal and 
aromatic plants identified as potential export competitiveness. Therefore, 
processing, packaging, and branding of niche products crucial in driving 
exports should be executed through technical assistance from donor 
communities in conjunction with private sector in a time-bound frame. 

15. Trade policy, 2015 states that the government will work 
in tandem with private sector to promote export of niche products. 
However, there seems to have been little progress in this regard. 
Nepalese traders have been exporting processed items in nominal 
amount to third countries mostly using their own linkups, and Nepali 
products are faced with various tariff and non-tariff measures, thus 
hindering overall export (TEPC, 2019). A study by TEPC argues that 
government initiatives are inadequate to connect Nepalese traders with 
global markets (TEPC, 2019). Various trade facilitation agreements, 
bilateral trade agreements and business connections must be explored 
to help link private players with foreign markets.  

16. Trade policy, 2015 and Nepal Trade Integration Strategy (NTIS) 
have identified labor services (skilled and semi-skilled professionals) 
as one of the services sub-sectors with export potential. The policy 
specifically states that semi-skilled and skilled professionals will be 
trained for export promotion of labor services under Mode 4 service.  At 
present, on an average,7 1144 migrant workers (mostly unskilled) leave 
Nepal daily for foreign employment in Malaysia, South Korea, and Gulf 
countries. Data show that the share of semi-skilled and skilled labor 
force migrating for foreign employment has not increased. With higher 
proportion of working age population and lower dependency rate, Nepal 
should take advantage of the demographic dividend. If trained health 
professionals can be produced along with the establishment of world-
class health facilities, then this will promote health tourism, i.e., mode 
2 service delivery (consumption abroad) under the General Agreement 
on Trade in Services (GATS) of the World Trade Organization. Likewise, 
with better trained professionals in various fields such as IT, medicine, 
construction, hospitality and scientific research, temporary movement 

6 Nepal Trade Integration Strategy 2016 has identified the following priority export sectors, namely, i) agro and forest products (ginger, cardamom, tea, and medicinal and aro-
matic plants); ii) craft and manufacturing products (all fabrics, textile, yarn and rope, leather, footwear, knotted carpets, chyangra pashmina); and iii) services a) tourism (leisure, 
business, education and medical); b) labor services (semi-skilled and skilled human resources); and c) IT and business process outsourcing (BPO) services.

7 This is the daily average figure from 2010-2017.
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of natural persons, i.e., mode 4 service delivery, under GATS can be 
promoted (Macroeconomic Update, 2017). Hence, export promotion 
of services under these modes should be explored. 

17. Effective implementation of trade policy 2015 largely rests on 
a good coordination within and among various government and non-
government actors. There are certain elements like construction of 
inland container depots and integrated check posts that fall under the 
ambit of the lead agency, Ministry of Industry, Commerce and Supplies, 
but there are others, such as addressing supply-side constraints related 
to upgradation of rail and road networks that fall under the ambit of 
Ministry of Physical Infrastructure and Transport. Similarly, construction 
of cold stores, food storage warehouses etc. fall under the ambit of Ministry 
of Agricultural and Livestock Development. Hence, implementation of 
different provisions that complement overall trade and export promotion 
will have to be effectively monitored by respective line agencies.  

18. Plans and provisions set forth in trade policy should be 
well aligned with other relevant policies. Trade policy talks about 
incentivizing export-oriented industries and provisioning of such other 
facilities. Therefore, this policy will have to be very much integrated 
with the industrial policy. The current trade policy 2015 is aligned with 
the 13th plan and Nepal Trade Integration Strategy 2010. However, in 
the context of new 15th Five-Year Plan (FY2020-FY2024) and revised 
Nepal Trade Integration Strategy 2016, the next review of this policy 
should incorporate the numerical targets set forth in the fifteenth plan 
and be aligned with the Industrial Enterprise Act, 2020. Provisions 
pertaining to custom duties outlined in the trade policy will have to be 
implemented through customs act. For instance, since provisions set 
forth in the SEZ Act 2016 on value added tax (VAT) exemption could 
not be recognized by the Customs Act in the recent past, private sector 
became less enthusiastic in operating businesses out of SEZ. Therefore, 
any such contradictions in acts, rules, and regulations may undermine 
seamless movement of goods and services across the border. 

19. One of the priorities of trade policy, 2015 is to capitalize on 
the WTO provisions like the special and differential treatment, service 
waiver, and duty-free and quota free market access granted to least 
developed countries like Nepal. Initially, Nepal could not gain from these 
provisions due to internal political instability and capacity constraints. 
But, even after the formulation of the Constitution and some degree 
of political stability, Nepalese goods and services have not been able 
to gain from the WTO provisions as envisioned (Paudel et al., 2020). 
Stringent rules such as rules of origin and provisions of negative list, 
compounded by limited capacity to participate, negotiate, and compete 
in the international market have limited Nepal’s utilization of special 
and differential treatment provisions (Paudel et al., 2020). Nepal should 
proactively lobby for the effective implementation of such provisions.
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GDP = gross domestic product; P = preliminary; R = revised; … = not available
Note: FY2021 covers 16 July 2020 to 15 July 2021.

a ADB estimates 
b Refers to gross fixed investment and does not include change in stocks
c Based on FY2021 annual data. Nepal Rastra Bank
d Based on FY2022 Budget Speech. Ministry of Finance; and Financial Comptroller General Office
e Includes revenue sharing to subnational governments
f Based on FY2021 annual data. Public Debt Management Office 

Sources: Ministry of Finance. FY2022 Budget Speech. Kathmandu; Nepal Rastra Bank. 2021. Current Macroeconomic and Financial Situation. Kathmandu; Central Bureau of Statistics. 
April 2021. FY2021 National Accounts Statistics. Kathmandu; Financial Comptroller General Office. 2021. Daily Receipts & Payments Status (as of 15 July 2021). Kathmandu; Central 
Bureau of Statistics. 2014. National Population and Housing Census 2011 (Population Projection 2011 – 2031). Kathmandu.

Item
Fiscal Year

2017 2018 2019 2020R 2021P

A.  Income and Growth
 1. GDP per Capita ($, current) 1005.1 1133.2 1154.6 1122.0 1165.8
 2. GDP Growth (%, in market prices) 9.0 7.6 6.7 (2.1) 2.3 a

  a. Agriculture 5.2 2.6 5.2 2.2 2.4 a

  b. Industry 17.1 10.4 7.4 (3.7) 1.7 a

  c. Services 8.4 9.3 6.8 (4.0) 2.5 a

B.  Saving and Investment (current and market prices, % of GDP)
 1.  Gross Domestic Investmentb 30.6 32.4 33.8 28.4 27.9
 2. Gross National Saving 41.7 40.5 42.1 32.6 32.1

C.  Money and Inflation 
1. Consumer Price Index ( average annual % change)  4.5 4.2 4.6 6.2 3.6 c

 2. Total Liquidity (M2) (annual % change)  15.5 19.4 15.8 18.1 21.8 c

D.  Government Finance (% of GDP) 
 1. Revenue and Grants e 20.8 22.2 22.4 22.1 23.0 d

 2. Expenditure and Onlending e 23.6 28.0 27.3 27.4 28.5 d

3. Overall Fiscal Surplus (Deficit) (2.8) (5.8) (5.0) (5.3) (5.5) d

E.  Balance of Payments

 1. Merchandise Trade Balance (% of GDP) (29.1) (32.9) (33.3) (27.1) (32.5) c

 2. Current Account Balance (% of GDP) (0.3) (7.1) (6.9) (0.9) (8.0)
3. Merchandise Export ($) Growth (annual % change) 9.8 15.8 12.5 (7.6) 31.0 c

4. Merchandise Import ($) Growth (annual % change) 29.4 27.9 5.2 (18.9) 26.5 c

5. Remittances (% of GDP) 22.6 21.8 22.8 22.4 23.0 c

F. External Payments Indicators
1. Gross Official Reserves ($ million) 10,494.2 10,084.0 9,500.0 11,646.1 11752.6 c

Months of current year’s imports of goods) 11.4 9.4 7.8 12.7 10.2 c

 2. External Debt Service (% of exports of goods and services) 10.8 8.3 8.2 10.9 4.6 f

 3. Total External Debt (% of GDP) 13.5 15.2 15.2 20.8 22.2 f

G. Memorandum Items
 1. GDP (current prices, NPR billion) 3,077.1 3,455.9 3,858.9 3,914.7 4,174.2 a

 2. Exchange Rate (NPR/$, average) 106.2 104.4 112.9 116.3 117.9 c

 3. Population (million) 28.8 29.2 29.6 30.0 30.4

Appendix 1: Country Economic Indicators
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Item
Period

1990s 2000s Latest Year
A. Population Indicators
1. Population (million) 18.5 (1991) 24.8 (2006) 30.4 (2021)
2. Population growth (annual % change) 2.1 1.2 1.3 (2021)

B.  Social Indicators
1.  Fertility rate (births/woman) 5.1 (1996) 3.6 (2004) 2.3 (2016) 
2.  Maternal mortality ratio (per 100,000 live births) 539.0 (1996) 281 (2006) 239.0 (2018)
3.  Infant mortality rate (below 1 year/1,000 live births) 82.0 (1991) 48.0 (2006) 28.4 (2016)
4.  Life expectancy at birth (years) 55.0 (1991) 62.0 (2001) 70.5 (2018)

a. Female 54.0 (1991) 63.0 (2001) 71.9 (2018)
b. Male 55.0 (1991) 62.0 (2001) 69.0 (2018)

5.  Adult literacy (%) 35.6 (1996) 48.0 (2004) 66.8 (2017)
a. Female 19.4 (1996) 33.8 (2004) 57.2 (2017)
b. Male 53.5 (1996) 64.5 (2004) 77.8 (2017)

6.  Primary school gross enrollment (%) 57.0 (1996) 122.0 (2004) 118.5 (2017)
7.  Secondary school gross enrollment (%) 43.8 (2001) 54.4 (2004) 79.0 (2016)
8.  Child malnutrition (% below 5 years old) 57.0          49.0  (2006) 36.0 (2016)
9.  Population below poverty line (international, %) 68.0 (1996) 30.9 (2004) 18.7 (2018)
10. Population with access to safe water (%) 45.9      82.5 (2006) 92.7 (2017)
11. Population with access to sanitation (%) 22.0 (1995) 24.5 (2006) 87.6 (2017)
12. Public education expenditure (% of GDP) 2.0 2.9 (2005) 4.4 (2016)
13. Human development index 0.341 0.429 (2005) 0.579 (2018)
14. Rank/total number of countries 152/173 136/177 (2003) 147/189 (2018)
15. Gender-related development index 0.33 (1995) 0.511 (2003) 0.897 (2018)
16. Rank/total number of countries 148/163 (1995) 106/140 (2003) 147/189 (2018)

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 … … 0.148 (2018)

… = not available, GDP = gross domestic product

Sources: Central Bureau of Statistics. 2012. National Population and Housing Census 2011. Kathmandu; Central Bureau of Statistics. 2014. National Population and Housing Census 2011 
(Population Projection 2011-2031). Kathmandu; Central Bureau of Statistics. 2017. Annual Household Survey 2016/17. Kathmandu; Ministry of Health. 2017. Nepal Demographic and Health 
Survey 2016. Kathmandu; United Nations Development Programme. 2019. Human Development Report 2019. New York; Central Bureau of Statistics. 2011. Poverty in Nepal (2010/11). 
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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