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Table 1 2019

Population, million 29.9

GDP, current US$ billion 30.6

GDP per capita, current US$ 1 023.4

International poverty rate ($1.9)
a 1 5.0

Lower middle-income poverty rate ($3.2)
a 50.9

Upper middle-income poverty rate ($5.5)
a 83.0

Gini index
a 32.8

School enro llment, primary (% gross)
b 1 42.1

Life expectancy at birth, years
b 70.5

(a) M ost recent value (2010), 2011 PPPs.

(b) WDI for School enrollment (2019); Life expectancy (2018).

Source: WDI, M acro Poverty Outlook, and off icial data.

Notes:

Key conditions and 
challenges 
 
In the three years prior to the pandemic, 
the economy grew at an average rate of 7.3 
percent, against a backdrop of political 
stability and policy emphasis on invest-
ment, productivity, and effective public 
institutions. Still Nepal’s economy remains 
hampered by structural challenges, includ-
ing heavy reliance on remittance-fueled 
consumption, and higher concentration of 
employment in agriculture. In addition, an 
ambitious decentralization reform initiated 
in FY18 has resulted in higher fiscal defi-
cits and constrained service delivery, re-
flecting the weak capacity of the new local 
administrations. Addressing these chal-
lenges will require improving the quality 
of policymaking in the federal context, 
investing in human capital and skills, 
strengthening the business climate, and 
improving budget execution toward clos-
ing critical infrastructure gaps.  
The COVID-19 crisis has derailed the 
growth momentum and exacerbated 
structural vulnerabilities. Travel re-
strictions have halted tourism and labor 
outmigration with ripple effects on do-
mestic employment, remittances, and pri-
vate consumption. Trade with India, 
Nepal’s main trading partner, remains 
impaired as both countries struggle to 
contain the pandemic. The nationwide 
lockdown impacted production across all 
sectors of the economy and exacerbated 
pressure on livelihoods and an already 

stressed domestic labor market. In re-
sponse, the government adopted health 
measures, and expanded safety net pro-
grams and concessional loan facilities.    
  
  

Recent developments 
 
Economic growth slowed to 0.2 percent in 
FY20, mainly due to a national lockdown 
in response to the pandemic. Service sec-
tor growth deteriorated to an 18-year low 
of 0.7 percent, as tourism arrivals stopped 
and domestic transport and wholesale and 
retail trade were disrupted. Industrial 
growth contracted, and capacity utiliza-
tion fell from 80 to 46 percent because of 
shortages in production inputs and labor. 
Agricultural growth also decelerated 
sharply as market access and labor mobili-
ty became constrained. On the expendi-
ture side, a contraction in private con-
sumption and investment was marginally 
offset by positive contributions from gov-
ernment expenditures (on wages and 
COVID-19 related expenditures on health 
and social assistance) and net exports 
(driven by lower imports).  
Average inflation reached 6.2 percent in 
FY20. Food price inflation spiked in early 
FY20 following an export ban on onions 
by India and remained elevated because 
of localized food shortages resulting from 
transport disruptions. Prudential indica-
tors of banking and financial institutions 
remained within regulatory targets: non-
performing loans stood at 1.9 percent, 
capital adequacy at 14.2 percent, and li-
quidity at 27.9 percent. As a part of 
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FIGURE 1  Nepal / Real GDP growth and contributions to real 
GDP growth  

FIGURE 2  Nepal / GDP growth is expected to decelerate 
significantly compared to projections before COVID-19 outbreak 

Sources: Central Bureau of Statistics and World Bank staff calculation. Sources: Central Bureau of Statistics and World Bank staff calculation. 

Nepal’s economy came to a standstill in 

FY20 with negligible growth of 0.2 per-

cent, a deceleration in the service sector 

and a contraction in industrial activity 

due to COVID-19. Trade disruptions 

resulted in a collapse in imports and nar-

rowed the current account deficit, but the 

fiscal balance deteriorated. In the medium 

term, the economy is expected to recover 

only gradually as the pandemic-induced 

disruptions recede. Poverty is expected to 

increase in the short term. 
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COVID-19 relief measures, the central 
bank relaxed regulatory requirements for 
banking and financial institutions, re-
duced the targeted interest rate, and in-
creased the size of the refinancing facility. 
Despite these measures, deposit growth 
exceeded credit growth for the first time 
in five years: the credit to core capital and 
deposits ratio fell to 69.6 percent, well 
below the 80 percent regulatory limit.  
Trade disruptions led to a 19.7 percent 
year-on-year drop in imports in FY20, sig-
nificantly narrowing the current account 
deficit to 0.9 percent of GDP. The sharp 
drop in imports outweighed both the con-
traction in exports - reflecting lower exter-
nal demand for Nepali goods and a shut-
down of tourist arrivals – and a 3.4 percent 
decline in remittance inflows due to lower 
outmigration and weak economic activity 
in migrant receiving countries. The current 
account deficit was mostly financed by 
external concessional loans. Foreign ex-
change reserves increased to $11.6 billion, 
equivalent to 12.7 months of imports.  
The fiscal deficit increased in FY20 as 
trade restrictions caused a 5 percent con-
traction in tax revenue. The fall in tax 
revenue was partly offset by low budget 
execution, with total expenditures re-
maining close to FY19 levels in nominal 
terms. As a result, the fiscal deficit wid-
ened only marginally, to 3.2 percent of 
GDP in FY20. Public debt increased to 
38.3 percent of GDP in FY20, compared 
to 30.1 percent in FY19, reflecting the 
adverse growth dynamics. 

COVID-19 related disruptions in liveli-
hoods and the contraction in households’ 
consumption are expected to have affected 
the poor, vulnerable, and households en-
gaged in informal sector activities dispro-
portionately. Therefore, poverty is likely 
to increase in 2020.  However, outdated 
poverty data (from 2010/11) makes projec-
tion-based estimates of poverty imprecise. 
The 2017/18 national labor market data 
also predates COVID-19. But, new data 
from an ongoing regional survey on the 
labor impacts of COVID-19 will help track 
the evolution of job losses and recoveries 
in the last quarter of 2020. 
 
  

Outlook 
 
Growth is expected to remain subdued in 
FY21 and FY22. Under a baseline scenario, 
GDP is projected to expand by only 0.6 
percent in FY21, as periodic and localized 
lockdowns continue. Disruptions to tour-
ism are expected to persist well into FY21. 
Although key hydropower projects, such 
as the Upper Tamakoshi Project, are ex-
pected to support industrial growth, de-
mand and trade are likely to remain sub-
dued, further depressing industrial sector 
growth in FY21. The agricultural sector is 
expected to pick up, given favorable mon-
soons, but could be impacted by a short-
age of fertilizers and labor. On the de-
mand side, private consumption is ex-
pected to support growth, but investment 

and exports will likely remain subdued. In 
a downside scenario, should COVID-19 
persist, continued disruptions and weak 
subnational capacity to implement relief 
spending could weaken growth to 0.1 
percent in FY21, likely increasing poverty. 
But if an effective vaccine becomes availa-
ble, growth could recover to 2 percent in 
FY21. A protracted recovery is expected 
into FY22, assuming a gradual retreat of 
the pandemic.   
Inflation is expected to accelerate slight-
ly to 6.5 percent in FY21, reflecting a 
gradual recovery in global oil prices and 
higher domestic food prices, due to slow 
agricultural growth and periodic disrup-
tions to supply chains. The current ac-
count deficit, meanwhile, is projected to 
remain close to its FY20 level, with a 
gradual rebound in imports offset by 
increased remittance inflows and mer-
chandise exports. However, remittances 
are likely to remain below pre-COVID-
19 levels until the end of FY21. Thereaf-
ter, the current account deficit is ex-
pected to gradually widen to 3.1 percent 
of GDP in FY22, as domestic demand for 
imports rebounds. The fiscal deficit is 
expected to widen to 6.4 percent of GDP 
in FY21 due to additional recurrent 
spending on COVID-19 relief and recov-
ery measures, stable capital spending, 
and subdued tax revenue collection.  
Risks to poverty will increase with declin-
ing remittances and lagged effects from 
extended lockdowns on informal sectors.  

TABLE 2  Nepal / Macro poverty outlook indicators (annual percent change unless indicated otherwise) 

2017 2018 2019 2020 e 2021 f 2022 f

Real GDP growth, at constant market prices 8.2 6.7 7.0 0.2 0.6 2.5

Private Consumption 2.6 3.3 5.5 -3.1 -0.9 2.3

Government Consumption 10.5 13.5 7.8 38.7 -2.2 -6.7

Gross Fixed Capital Investment 44.3 18.1 5.0 -46.1 -1.2 40.1

Exports, Goods and Services 11.3 6.2 4.7 -16.6 -12.2 6.1

Imports, Goods and Services 27.2 16.5 7.8 -21.7 -5.6 12.7

Real GDP growth, at constant factor prices 7.7 6.1 6.6 0.2 0.6 2.5

Agriculture 5.2 2.8 5.1 2.3 2.1 2.9

Industry 12.4 9.6 7.7 -5.9 -4.1 3.2

Services 8.1 7.2 7.3 0.7 1.0 2.1

Inflation (Consumer Price Index) 4.5 4.2 4.5 6.2 6.5 6.3

Current Account Balance (% of GDP) -0.4 -8.1 -7.7 -0.9 -1.0 -3.1

Fiscal Balance (% of GDP) -3.1 -6.6 -2.8 -3.2 -6.4 -5.8

Debt (% of GDP) 26.1 30.1 30.1 38.3 43.6 46.7

Primary Balance (% of GDP) -2.7 -6.1 -2.2 -2.5 -5.6 -4.9

Source: World Bank, Poverty & Equity and M acroeconomics, Trade & Investment Global Practices.
Notes: e =  estimate, f = forecast.
NA


