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Real GDP growth is expected to rise to 4¼ percent in FY2011-12, though the balance of 
risks is tilted to the downside. Activity is being supported by robust agriculture production 
and timely budget adoption. However, growth is projected to fall back to 3¾ percent in 
FY2012-13 owing to banking-sector balance-sheet weaknesses constraining credit growth, 
negative wealth effects following the bursting of the real estate bubble, and longstanding 
structural impediments. Inflation has declined, largely reflecting easing inflation in India, and 
is expected to average 7¾ percent in FY 2011-12. Strong remittances helped push 
international reserves to US$3¾ billion (6½ months of imports) at mid-January 2012. 
Banking sector weaknesses pose a key downside risk to macroeconomic stability, though a 
resolution of political uncertainty presents near-term upside potential. Addressing structural 
bottlenecks, including infrastructure and hydropower development, is needed to set growth 
on a higher long-run sustained path. 

Financial sector fragilities remain elevated, and should be addressed promptly. 
Liquidity has increased in the financial system as a whole, but strains remain at numerous 
smaller institutions. More broadly, asset quality continues to deteriorate as a consequence of 
the freezing of the real estate market. Meanwhile, legislative weaknesses inhibit the Nepal 
Rastra Bank (NRB) from taking prompt intervening action in capital deficient banks. Given 
the heightened risks, the authorities are encouraged to strengthen further banking supervision 
with the assistance of the IMF resident advisor, apply the Prompt Corrective Action 
framework and phase out regulatory forbearance, reform the legislative framework for bank 
resolution to empower the NRB with appropriate intervening authority, and restructure the 
insolvent state-owned banks consistent with international best practice. 

A prudent fiscal policy is essential to safeguarding debt sustainability and 
macroeconomic stability. Revenue administration and expenditure control efforts have been 
strengthened in recent months. However, revenue growth remains below the budget target, 
and additional spending pressures are emerging. The Nepal Oil Company (NOC) is making 
substantial losses. Staff projects net domestic financing of the budget will likely exceed the 
budget target to reach 3 percent of GDP in FY2011-12, a level which, if it persists, would be 
inconsistent with debt sustainability. To put fiscal performance on a sustainable basis, 
revenue administration should be further strengthened in terms of compliance management, 
auditing, arrears collection and fraud prosecution, and the authorities should withstand 
unwarranted pressure to expand current expenditure, in particular transfers. NOC losses 
should be contained by introducing an automatic fuel price adjustment mechanism. Enhanced 
public finance management, including further extension of the Treasury Single Account and 
strengthened cash management, is critical to improve budget execution. 

Monetary conditions are very accommodative, and vigilance to developments that 
justify a firmer policy stance is required. Should reserves decline, exchange rate pressures 
emerge, or credit growth or inflation accelerate markedly, monetary conditions would need to 
be tightened. 

The 2011 Article IV consultation was discussed by the Executive Board in October 2011.
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2008/09 2009/10 2010/11 2011/12
Est.

Output and prices (annual percent change)

Real GDP 4.4 4.6 3.5 4.2
CPI (period average) 12.6 9.5 9.6 7.8
CPI (end of period) 11.0 9.0 9.7 7.2

Fiscal Indicators (in percent of GDP)

Total revenue and grants 16.8 18.2 17.3 18.0
Total expenditure and net lending 19.8 20.2 20.0 21.7

Current expenditure 12.9 12.9 12.6 14.2
Capital expenditure and net lending 6.9 7.2 7.4 7.6

Overall deficit before grants 5.7 5.0 5.4 6.6
Overall deficit after grants 3.0 2.0 2.7 3.7
Net domestic financing 3.0 2.0 3.0 3.0

Money and credit (annual percent change)

Broad money 27.3 14.1 9.5 19.1
Domestic credit 27.1 16.8 13.2 15.5

Private sector credit 29.0 14.2 11.8 11.8
Velocity 1.6 1.6 1.7 1.6

Investment and saving (in percent of nominal GDP)

Gross investment 31.5 35.8 34.5 32.4
Private 24.6 28.6 27.1 24.8
Central government 6.9 7.2 7.4 7.6

Gross national saving 35.7 33.4 33.6 34.8

Balance of payments

Current account (in millions of U.S. dollars) 536 -378 -166 445
In percent of GDP 4.2 -2.4 -0.9 2.5

Trade Balance (in millions of U.S. dollars) -2,707 -4,078 -4,457 -4,675
In percent of GDP -21.1 -26.0 -24.0 -26.1
Exports value growth (percent change) 0.5 -6.1 13.4 6.5
Imports value growth (percent change) 14.1 36.4 10.0 5.2

Gross official reserves (in millions of U.S. dollars) 2,907 2,844 3,074 3,778
In months of imports of goods and services 6.0 5.4 5.6 6.1

Memorandum items

Public debt (percent of GDP) 39 36 34 34
GDP at market prices (in billions of Nepalese rupees) 988 1,171 1,346 1,512
GDP at market prices (in billions of U.S. dollars) 12.9 15.7 18.6 17.9
Exchange rate (Nrs/US$; period average) 76.9 74.5 72.4 …
Real effective exchange rate (eop, y/y percent change) 3.5 7.3 … …

Sources: Nepalese authorities; and IMF staff estimates and projections.
1 Fiscal year ends mid-July.

Proj.

Table 1. Nepal: Selected Economic Indicators1, 2008/09–2011/12 




