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Nepal’s economy has navigated a tumultuous five-year period from FY2020/21 through 

FY2024/25, marked by a pandemic-induced contraction and a subsequent rebound under 

shifting domestic and global conditions. Macroeconomic indicators in this period reveal not 

just what the numbers are, but why they evolved as they did, influenced by policy responses, 

global commodity swings, and domestic political undercurrents. This analysis dissects the 

major indicators from GDP growth and inflation to external trade, remittances, balance of 

payments, foreign reserves, and banking sector liquidity, weaving together the story behind the 

data. Each quarter of FY 2024/25 is highlighted to show how trends unfolded across the year, 

set against the backdrop of the previous years’ performance. 

 

GDP Growth and Sectoral Performance 

Nepal’s real GDP growth over the past five years reflects the shock-and-recovery cycle of the 

pandemic and the subsequent policy constraints. After a steep pandemic-driven contraction of 

–2.1% in FY2019/20, the economy rebounded by 4.0% in FY2020/21, as lockdowns eased and 

economic activities resumed[1][2]. Growth strengthened to 5.6% in FY2021/22, driven by a 

broad-based pickup as services and industry expanded as consumer spending and investment 

caught up post-pandemic[3]. However, momentum faltered in FY2022/23, which saw growth 

slump to just ~2%[4]. This sharp slowdown was attributable to import and credit restrictions, 

monetary tightening, and global headwinds: facing a balance of payments crisis, Nepal Rastra 

Bank (NRB) had tightened credit and the government curtailed imports of vehicles and luxury 

goods in 2022, which dampened industrial output and construction activity. The industrial 

sector grew barely 0.6% in 2022/23 and services growth cooled to 2.3%, dragging overall GDP 

growth down[5][6]. By contrast, agriculture which was buffered by a good monsoon, grew 

around 2.7% that year, preventing an even deeper slowdown[7]. 
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Figure 1: Real GDP growth (annual, at producers’ prices) from FY2019/20 to FY2024/25. After the 

COVID-19 contraction in 2019/20, Nepal’s economy rebounded in 2020/21 and 2021/22, then 

sharply decelerated to around 2% in 2022/23 amid policy tightening. Growth recovered to an 

estimated 3.9–4.6% in 2023/24 and 2024/25[5][8]. 

The latest FY2023/24 saw a tentative recovery with estimated growth of about 3.9%[4]. Easing 

import curbs and a gradual loosening of monetary policy allowed industrial output to stabilize, 

though one notable revision showed industrial value-added was roughly flat (–0.03%) in 

2023/24[9], indicating the manufacturing and construction sectors were slow to recover. 

Services output grew around 4.5% as tourism and retail trade improved with post-pandemic 

normalization[10]. Agriculture grew about 3.0–3.3% which was a slight uptick helped by 

improved fertilizer supply and favorable weather[11]. Moving into FY2024/25, the National 

Statistics Office projects growth at 4.6%, the highest since 2021/22[12].  

 

Figure 2: Sector Wise GDP Share in FY24/25 
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This acceleration is expected to be broad-based: agriculture output is forecast to expand 3.3%, 

industry by 4.5%, and services by 4.2%[12]. The services sector remains the dominant driver of 

growth, contributing around 62% of GDP in 2024/25, while agriculture’s share is about 25% 

and industry 13%[13]. Notably, hydropower investments are paying off as installed electricity 

capacity hit 3,591 MW (mostly hydro) by 2024/25, bolstering the energy supply for industry[14]. 

Overall, the return to a ~4–5% growth path in FY2023/24 – FY2024/25 signals a measured 

recovery. It reflects improved confidence and activity as import and credit constraints eased, 

though growth remains below pre-pandemic highs and below Nepal’s aspirational targets. 

Policy and political context: These growth outcomes were shaped by policy choices and 

strong rebound of external sector. The strong 2021/22 growth occurred amid easy monetary 

policy as NRB’s refinance facilities and low interest rates supported a 26% credit boom in 

2020/21[15], which fueled consumption and investment into early 2022. However, that same 

boom led to imbalances (ballooning imports and a current account gap) that forced 

policymakers to slam the brakes. In mid-2022, NRB hiked interest rates and imposed credit 

caps, and the government temporarily banned certain imports to conserve foreign currency. 

The immediate effect was a deep slowdown in late 2022 and early 2023, reflected in the mere 

1.9% growth of 2022/23[4]. Politically, a new coalition government took charge after the 

November 2022 elections; while refraining from overtly critical measures, it largely maintained 

the prior administration’s stabilization policies through 2023. By 2024, as inflation and external 

pressures eased, policymakers cautiously shifted back to growth-supportive stances (for 

example, NRB modestly reduced the policy interest rate and increased capital spending in the 

FY2023/24 budget), helping growth to pick up in the second half of 2023/24. The result was a 

modest but notable uptick in 2023/24 and an even stronger outlook for 2024/25. The soft tone 

of policy communications, emphasizing stability and gradual recovery has helped maintain 

market confidence without triggering runaway demand. 

 

Inflation: From Global Price Surge to Sharp Cooling 

Nepal’s inflation story over this period mirrors global trends but with local twists. In 

FY2020/21, with the economy subdued, average consumer inflation was only 3.6%, a multi-

year low aided by weak demand and a good harvest keeping food prices in check[2]. However, 

inflation pressures mounted in 2021/22 and 2022/23 amid global supply shocks. Average CPI 

inflation jumped to 6.3% in 2021/22 and further to 7.7% in 2022/23, breaching the central 

bank’s targets[16]. Price rises were broad-based: food prices surged (e.g. transportation costs 

drove food distribution costs up, and global oils and grains spiked) and non-food inflation also 

climbed with higher fuel, transport, and commodity prices[17][18]. In mid-2022, inflation peaked 

as the y-o-y CPI reached around 8–8.5% by mid-July 2022 (the highest in ~6 years, roughly 

tracking inflation in India, to which the Nepali rupee is pegged). This was a direct result of 

imported inflation: global crude oil above $100/barrel, and supply-chain disruptions and the 

Ukraine conflict pushing up fertilizer, metal, and food costs. Additionally, a sharp depreciation 

of the Nepali rupee against the US dollar (due to capital outflows and a strong dollar) made 

imports costlier. 
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By mid-2023, Nepal’s inflation started cooling, and that disinflation accelerated dramatically 

in FY2024/25. Annual average inflation fell to 5.4% in 2023/24[18], and by the end of 2024/25 

it averaged only 4.06%, lower than in India and well within NRB’s target range[19][20]. Figure 

3 shows how year-on-year CPI inflation evolved each quarter of 2024/25: it hovered around 

5% in Q1 and Q2, then plunged to 3.4% in Q3 and just 2.2% by Q4 (mid-July 2025)[21][22]. The 

steep drop in the second half of 2024/25 was primarily due to falling food prices. A bumper 

winter harvest and improved supply of vegetables led to outright deflation in some food 

categories as by mid-July 2025, food and beverage prices were 1.19% lower y/y, a remarkable 

turnaround from a year earlier when food inflation was over 4%[23]. For instance, vegetable 

prices, which had spiked in late 2024 (y/y vegetable inflation was a whopping 34% in Nov 

2024 amid crop losses and supply glitches)[24], came down sharply with better seasonal output. 

Oils and pulses also saw price growth slow or reverse by late 2024/25 as global edible oil prices 

eased. Overall food inflation averaged 4.7% in 2024/25, down from 6.5% in the prior 

year[25][23]. 

 
Figure 3: Nepal’s y-o-y consumer price inflation in each quarter of FY2024/25. Inflation was 

relatively high in Q1–Q2 (above 5%), then declined sharply in Q3 and Q4, reaching just 

2.2% by mid-July 2025[21][22]. Food prices fell in y/y terms by year-end, driving the 

disinflation, while non-food inflation remained moderate. 

Meanwhile, non-food inflation in 2024/25 was steadier, ending around 4.1% y/y by mid-July 

2025 (actually rising slightly from 3.3% a year earlier as services costs crept up)[26]. Within 

non-food, items like education and healthcare costs, and miscellaneous services, saw some 

uptick. For instance, education sub-index inflation was around 5–6% by mid-2025[27], 

reflecting higher private school/college fees. Overall, non-food/services inflation averaged 

3.7% for the year, down from 4.6% in 2023/24[23], indicating a benign trend. 

Why did inflation cool so rapidly? Several factors converged:  

1. Easing global inflation: The retreat of global oil prices to the $70–80 range and 

normalization of global supply chains in 2023 filtered into lower transport and import 

costs for Nepal. 
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2. Good agricultural output: A good monsoon and better fertilizer availability (helped 

by government subsidies and timely imports) led to improved crop yields, especially of 

vegetables, rice, and cereal grains, softening food prices[28][29]. 

3. Base effects and import policy: Recall that Nepal had imposed import restrictions in 

2022 which had temporarily suppressed supply of certain goods; once lifted, supply 

improved and some pent-up price pressures abated. 

4. Tight monetary policy in 2022/23: NRB’s earlier tightening (raising the policy rate 

and effectively capping credit growth) slowed domestic demand, and its lagged effects 

contributed to lower inflation in 2024. By mid-2025, broad money growth had 

decelerated to ~11%, from over 20% two years prior[30], reflecting restrained monetary 

expansion. NRB also maintained coordinated inflation expectations through frequent 

communication that it would “ensure price stability”; this, combined with India’s own 

inflation coming under control, helped anchor inflation around mid-single digits. 

Quarterly trend in 2024/25: The first half of 2024/25 (Q1–Q2) still saw relatively higher 

inflation (around 5%), partly because food prices remained elevated following weather-related 

disruptions in mid-2024. For example, Q2 (mid-Jan 2025) y/y inflation was 5.4%, slightly 

above the year-ago rate[21] as vegetable prices were nearly 29% higher y/y at that point, and 

global commodity prices hadn’t fully normalized[31]. But as domestic harvests came in and 

global prices cooled, inflation fell markedly in Q3. By mid-April 2025, y/y CPI was 

~3.4%[32][33]. The final quarter (Q4) saw the most dramatic drop: mid-July 2025 inflation at 

2.2% was Nepal’s lowest in years[22]. This was welcomed by policymakers and consumers alike 

as the NRB noted that annual average inflation of 4.06% in 2024/25 was over one percentage 

point lower than a year earlier, crediting both favorable supply-side developments and prudent 

macro policies[19][20]. 

Looking ahead, the inflation outlook for 2025 appears stable. Barring a new external shock, 

the combination of adequate food supply, relative currency stability, and careful monetary 

management is expected to keep Nepal’s inflation in the mid-single digits. NRB in its policy 

for 2024/25 has set an inflation target of 6.5%, but actual outcomes so far have been well below 

that, giving space for policy to refocus on growth. 

 

External Trade: Widening Recovery in Exports and Persistent Import 

Demand 

Nepal’s external trade experienced wild swings over the past five years, from collapse during 

COVID, to a surge in 2021, a policy-induced slump in 2022/23, and an exceptional export 

boom in 2024/25. These shifts have crucial implications for the trade deficit, balance of 

payments, and the broader economy. 

FY2020/21 saw trade roar back after the pandemic trough: merchandise imports jumped 28.7% 

(y/y) as consumer and capital goods demand rebounded, and exports leapt 44.4%, albeit from 
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a low base[2]. Notably, exports of refined edible oils (palm and soybean oil) from Nepal to India 

had begun to rise sharply around that time, exploiting tariff differentials which contributed 

significantly to the export spike[36]. Despite the strong export growth, the trade deficit still 

widened given imports were nearly seven times larger than exports. 

In FY2021/22, imports skyrocketed further (up 24.7%), reaching an all-time high as Nepal 

imported record volumes of fuel, vehicles, machinery, and consumer goods[17]. A combination 

of pent-up demand, easy credit (banks were aggressively lending then), and rising global prices 

drove the import bill. Exports, too, registered a robust 41.7% increase in 2021/22[17]. Exports 

of ghee/oils, iron and steel, textiles, and cardamom saw major upticks that year. However, this 

export growth was artificially boosted by re-exports (particularly refined palm oil exported to 

India, which counted as Nepali exports). The reliance on a few such commodities made exports 

vulnerable. Indeed, in FY2022/23 the situation reversed sharply: merchandise exports plunged 

by 21.4%, while imports contracted 16.1% – the first import decline in recent memory[17]. 

Several factors caused this: India tightened import rules on certain products (effectively 

curbing Nepali exports of palm oil), and Nepali exporters also faced cooling demand and higher 

production costs. On the import side, the government’s import restrictions (April–Dec 2022) 

on cars, motorcycles, alcohol, mobile phones, etc., combined with a credit crunch and high 

import prices, led to a rare drop in total imports[17]. Big-ticket imports like vehicles and gold 

nosedived. The trade deficit actually narrowed slightly in 2022/23, a 2.8% smaller deficit than 

the year prior but at the cost of economic activity. Imports remained nearly 8 times the size of 

exports, underscoring Nepal’s chronic trade gap. 

FY2023/24 was a year of stabilization: imports and exports both bottomed out and registered 

only marginal declines (imports –1.2%, exports –3.0% compared to 2022/23)[18]. As import 

bans were lifted and domestic demand gradually picked up, imports of most items (fuel, raw 

materials, machinery) rose, but this was offset by lower global prices (e.g., petroleum) which 

kept the value of imports from rising much. Exports in 2023/24 remained anemic, slightly 

below the previous year’s level[18]. The export of certain agricultural and textile goods 

improved, but key products like palm oil and carpets still lagged. Consequently, the trade 

deficit in 2023/24 was nearly flat, shrinking just 1%, and remained enormous at about Rs. 1.44 

trillion (roughly 30% of GDP)[18]. The export-import ratio was stuck around 9.6% that year[37], 

reflecting Nepal’s heavy import dependence. 

The narrative changed dramatically in FY2024/25. Exports staged an extraordinary surge, 

rising 81.8% to Rs. 277.03 billion (about $2.1 billion)[36]. This doubling of exports was one of 

the standout trends of the year. The bulk of the increase came from exports to India, which 

soared 117.8% y/y[36]. Several factors drove this: First, soybean oil exports skyrocketed after 

India adjusted rules as Nepal was able to export more soybean oil to India (which has lower 

import duty for Nepal under trade treaties) even as palm oil exports remained subdued[38]. 

Traditional goods like jute products, polyester yarn, tea, footwear, and particle board also saw 

notable growth[38]. It appears Nepal successfully pivoted some of its export base. Meanwhile, 

exports to China edged up 1.6%, and to other countries by ~6.7%[38], indicating the export 

boom was primarily an India story. Despite the impressive growth, one should note that a 

portion is re-export (oil processing); nonetheless, even goods like readymade garments, woolen 
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carpets, and cardamom showed signs of recovery by late 2024/25, aided by improved external 

demand and competitive currency. On the import side, imports rebounded 13.3% to Rs. 1.804 

trillion[39]. Imports from all sources rose, notably imports from China jumped 14.2% and from 

third countries 31.7%, while imports from India were up 7.5%[39]. Key import categories 

driving growth included crude soybean oil (likely for processing and re-export), transport 

equipment and vehicles, rice and paddy, and various machinery and inputs[39]. The higher 

vehicle imports reflected the lifting of import bans and some pent-up demand (car and 

motorcycle showrooms saw brisk business once quotas were removed). Interestingly, imports 

of traditionally large items like petroleum products and gold actually fell in 2024/25[40]. Global 

oil prices were lower on average, and Nepal also saw some substitution toward hydroelectricity 

domestically, slightly reducing fuel needs. Gold imports were curbed by tight regulations and 

high prices, and fertilizer imports were down due to inventory from the previous year. Despite 

these declines, overall imports grew robustly, indicating reviving domestic consumption and 

investment appetite. 

As a result of booming exports, Nepal’s trade deficit widened only modestly in 2024/25, rising 

6.0% to Rs. 1.527 trillion[41]. Crucially, the export/import ratio improved to 15.4%, the highest 

in recent history (up from 9.6% a year ago)[42]. While Nepal is still far from closing its trade 

gap, this improvement suggests a slight rebalancing, with exports shouldering a bit more of the 

burden of paying for imports. Policymakers have cautiously welcomed this trend, attributing it 

partly to import substitution efforts and export promotion policies. For instance, to encourage 

domestic production, the government in 2022 had raised import tariffs on certain luxury goods 

and provided incentives for export industries; by 2024/25 some of these policies (such as cash 

incentives for exporters of high-value products) may have borne fruit in export numbers. 

Quarterly trends in 2024/25: The export surge gathered pace as the year progressed. In the 

first half (H1 2024/25), exports were up ~32% y/y[43][44], a healthy growth but nowhere near 

the full-year outcome. By the third quarter (9 months), export growth had accelerated to 

65.2%[45]. This indicates that exports especially spiked in Q3 (mid-Jan to mid-Apr 2025), likely 

as large shipments of certain goods (like oils or manufacturing goods) went out. Indeed, 

monthly data show a couple of record-high export months in early 2025. Q4 continued the 

stellar performance, bringing the full-year export growth to 81.8%. On the import side, growth 

was relatively steady across quarters: around +7% in H1[46] and finishing at +13% for the 

year[39], implying that imports picked up more strongly in the late months (perhaps as banks 

eased Letter of Credit terms and more development projects imported equipment before fiscal 

year-end). Import control policies were fully relaxed by Q4, and moreover, a rebound in 

consumer demand (e.g., high imports of mobile phones, appliances, and vehicles in the run-up 

to festivals) occurred in the second half. 

In terms of services trade, Nepal traditionally runs a deficit (largely due to outbound payments 

for students and medical treatment abroad outpacing inbound tourism receipts). This deficit 

widened in 2024/25 to Rs. 90.9 billion from Rs. 55.9 billion the previous year[47]. The main 

reason was education-related foreign exchange outflow. With pent-up demand to study abroad 

after pandemic restrictions, a record number of Nepali students went overseas in 2024/25, and 

education payments jumped to Rs. 138.48 billion (approx. $1.05 billion), up 11% from an 

https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=During%202024%2F25%2C%20mercandise%20imports%20increased,decreased%20in%20the%20review%20year
https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=During%202024%2F25%2C%20mercandise%20imports%20increased,decreased%20in%20the%20review%20year
https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=During%202024%2F25%2C%20mercandise%20imports%20increased,decreased%20in%20the%20review%20year
https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=percent%20respectively,decreased%20in%20the%20review%20year
https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=spareparts%2C%20gold%2C%20chemical%20fertilizer%2C%20and,decreased%20in%20the%20review%20year
https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=Total%20trade%20deficit%20increased%206,percent%20in%20the%20previous%20year
https://thehimalayantimes.com/business/year-on-year-consumer-price-inflation-at-541-percent-nrb-report#:~:text=During%20the%20six%20months%20of,period%20of%20the%20previous%20year
https://thehimalayantimes.com/business/year-on-year-consumer-price-inflation-at-541-percent-nrb-report#:~:text=Merchandise%20Trade
https://enewspolar.com/remittance-inflow-increased-10-bop-rs-210-billion-in-surplus-nrb/#:~:text=Merchandise%20Trade
https://thehimalayantimes.com/business/year-on-year-consumer-price-inflation-at-541-percent-nrb-report#:~:text=ginger%2C%20readymade%20garments%2C%20herbs%2C%20among,decreased%20in%20the%20review%20period
https://www.sharesansar.com/newsdetail/nepal-rastra-bank-releases-annual-macroeconomic-and-financial-report-on-nepals-202425-situation-2025-08-24#:~:text=During%202024%2F25%2C%20mercandise%20imports%20increased,decreased%20in%20the%20review%20year
https://www.b360nepal.com/detail/26184/nepali-students-spend-rs13848bn-on-overseas-study-in-fy-202425#:~:text=Nepal%20Rastra%20Bank%20reports%20that,billion%20in%20the%20previous%20year


already high Rs. 125.13 billion in 2023/24[48]. In total, “travel payments” (which include 

education and travel abroad by Nepalis) rose 18.1% to Rs. 223.7 billion[48]. This surge in 

outward service payments more than offset the improvement in tourism receipts. On the 

positive side, travel (tourism) earnings recovered modestly: travel income was Rs. 88.7 billion 

in 2024/25, up 7.7% from the previous year[47]. Nepal welcomed ~1.15 million foreign tourists 

in 2024/25 which is slightly more than in 2023/24[14], which helped boost tourism revenue, but 

it remains far below the pre-COVID peak of ~1.7 million tourists. Thus, while tourism is 

recovering, the net services account is weighed down by outbound education and travel. 

Policymakers view the rising education outflows with some concern, as it constitutes a 

significant drain on foreign exchange (over 60% of total travel payments were for education in 

2024/25)[48]. However, this also reflects structural issues as perceived quality gaps in domestic 

higher education which are not easily or quickly fixed. 

 

Remittances and the Current Account: A Lifeline Strengthened 

Throughout these fluctuations in trade, one stabilizing force for Nepal’s economy has been 

workers’ remittances from abroad. Remittances, which contribute around a quarter of Nepal’s 

GDP, have long buoyed household incomes and foreign exchange reserves. During FY2020/21 

to 2024/25, remittance inflows exhibited resilience and, more recently, remarkable growth. 

In the immediate pandemic aftermath, FY2020/21 saw remittances grow by 9.8% in NPR terms 

(8.2% in USD) to about Rs. 961 billion[2] (roughly $8.1 billion). This was somewhat surprising 

at the time, as many Nepalis had returned home during the 2020 lockdowns. The growth was 

attributed to an increase in transfers through formal channels (with limited travel, more money 

was sent via banks) and Nepali migrant workers in the Gulf and Malaysia largely retaining 

employment. FY2021/22 was more challenging: unofficial estimates suggest remittances may 

have stagnated or even dipped slightly (one indication: the remittance-to-GDP ratio fell to 

~20.4% in 2021/22 from 22.5% a year before[49]). In fact, in the first half of 2021/22, 

remittances were down year-on-year partly due to the possibility of informal transfers which 

diverted flows as the currency premium in informal markets grew. By year’s end 2022, 

however, flows picked up and the official data showed a modest increase for 2021/22. 

It was in FY2022/23 that remittances really took off. As global economies reopened and labor 

demand abroad surged, Nepali migrant departures hit record levels. Over 600,000 Nepalis 

(including re-entries) obtained foreign employment approvals in 2022/23[50]. Consequently, 

remittance inflows jumped 21.2% (NPR) in 2022/23[51]. In rupee terms, Nepal received around 

Rs. 1.24 trillion in remittances that year (approximately $9.3 billion). This was a boon to 

millions of Nepali households and injected much-needed foreign currency into the economy. 

The timing was critical: recall that in 2022 Nepal was facing a depletion of FX reserves; the 

remittance surge in late 2022 and early 2023 was pivotal in turning around the external 

situation. 

The trend continued strongly in FY2023/24, with remittances rising another 16.5%[52]. Total 

remittances reached roughly Rs. 1.445 trillion (about $11 billion) that year, an all-time high. 
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Several factors supported this growth: more workers going abroad (especially to the Gulf, 

Malaysia, and new destinations like Romania and Japan), higher earnings as oil-rich Gulf 

countries saw economic booms, and a favorable exchange rate (a stronger USD meant each 

dollar remitted converted to more Nepali rupees). The government also introduced incentives 

like slightly higher interest rates on foreign currency deposit accounts and special bond 

schemes to attract diaspora investment, indirectly encouraging formal remittances. 

FY2024/25 outpaced all expectations as remittances climbed 19.2% to Rs. 1,723.3 billion 

(approx $13.1 billion)[52]. This is a staggering inflow, over 25% of GDP[53], underscoring that 

Nepal’s economy is significantly propped up by its diaspora. The last quarter alone saw a 

massive inflow: Rs. 189.1 billion in the month mid-June to mid-July 2025, up from Rs. 117.8 

billion in the same month a year prior[52] which is likely due to many migrants sending money 

for the festival and school admissions season, and possibly to take advantage of a high 

USD/NPR rate before some moderation. The sustained double-digit growth in remittances over 

the past three years reflects both cyclical and structural elements: cyclically, oil-driven 

construction booms in the Gulf provided ample jobs and overtime opportunities for Nepali 

workers. Structurally, high domestic unemployment and modest wages continue to push youths 

abroad in large numbers. Notably, Nepal’s labor approvals for foreign jobs remained elevated 

in 2024/25, and the government’s signing of new labor agreements (for example, with 

destination countries like Israel and Portugal) has opened additional channels. 

 
Figure 4: Workers’ remittance inflows to Nepal (in Nepali rupees). Remittances have risen sharply 

from FY2020/21 to 2024/25, reaching over Rs. 1.7 trillion in 2024/25[52]. This growth has been 

pivotal in supporting Nepal’s current account and foreign exchange reserves. 

The implications of robust remittance inflows are far-reaching. On the positive side, 

remittances have kept Nepal’s current account in surplus for two consecutive years despite 

huge trade deficits. In FY2022/23, the current account swung to a surplus of Rs. 179.8 billion[54] 

(about 4.3% of GDP) from a large deficit the year before – largely thanks to remittances and 

lower imports. In FY2023/24, the current account surplus widened further to around Rs. 324 

billion (approx. $2.5 billion)[55]. And in FY2024/25, preliminary data show the current account 
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surplus ballooning to Rs. 210.2 billion by mid-April 2025[56] and likely around Rs. 250–300 

billion for the full year, even as import payments rose. Essentially, remittances have more than 

offset Nepal’s trade deficit in services (education, travel) and a good chunk of the merchandise 

trade deficit. On the household level, remittances have fueled consumption (evident in strong 

sales of consumer goods in rural areas) and construction (many remittance-recipient families 

invest in housing). They also finance education and healthcare for families, as seen by the rising 

outward education payments, a somewhat ironic outcome where remittances earned abroad are 

then used to pay for schooling abroad. 

However, there are concerns too as the economy’s reliance on remittances can breed 

complacency in domestic job creation. Moreover, heavy dependence on Gulf economies and 

Malaysia exposes Nepal to external shocks (e.g., an oil price crash or geopolitical issues could 

reduce labor demand there). The government is cautiously looking to channel remittances into 

productive uses, for instance, by encouraging migrants to invest in infrastructure bonds or 

startup funds. In 2024, NRB eased rules for Non-Resident Nepali (NRN) accounts and 

remittance-based investments to mobilize these inflows into capital formation[57]. 

 

Balance of Payments and Foreign Exchange Reserves: From Deficit to 

Surplus 

The interplay of the above factors, trade balance swings and remittance inflows are best 

reflected in Nepal’s balance of payments (BoP) and foreign reserve trajectory. In summary, 

Nepal went from a BoP surplus of Rs. 282 billion in 2019/20 (due to import compression during 

the lockdown)[58], to a large deficit of Rs. 255.3 billion in 2021/22[59], and then to successive 

record surpluses of Rs. 290.5 billion in 2022/23 and Rs. 594.5 billion in 2024/25[60]. 

The low point was FY2021/22, when soaring imports and stagnant remittances caused a BoP 

deficit of over $2.1 billion, Nepal’s worst on record. By July 2022, gross foreign exchange 

reserves had dwindled to $9.54 billion (from $11.75 billion a year earlier)[61][62]. This was 

barely enough to cover about 6–7 months of imports, raising alarms. That external stress 

prompted the stringent measures described earlier (import restrictions, credit control, and 

seeking external funding from institutions like the IMF). 

These painful adjustments worked as in FY2022/23, as imports fell and remittances surged, the 

BoP moved to a healthy surplus of Rs. 290.5 billion[59] (~$2.3 billion). By mid-July 2023, 

reserves were back up to $11.74 billion, covering 10 months of import needs[63]. The trend 

accelerated in FY2023/24, which saw an even larger BoP surplus of Rs. 502.5 billion[64] (~$3.8 

billion). This was driven by the current account surplus and also some capital inflows (foreign 

direct investment inflows picked up to $218 million in 2023/24, and external government loans 

disbursed for post-COVID recovery). By July 2024, reserves swelled to $15.27 billion[64] which 

is a very comfortable level, about 13 months of import cover[65]. Finally, in FY2024/25, Nepal’s 

BoP surplus reached a historic high of Rs. 594.5 billion (approx. $4.37 billion)[60]. This 

outcome was evident by mid-year as by mid-April 2025 the BoP was already in surplus of Rs. 
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346.2 billion[66] and reserves had crossed $17.6 billion. The full-year surplus implies further 

reserve accumulation in the last quarter. 

As of mid-July 2025, gross foreign exchange reserves stood at $19.50 billion[67] which is the 

highest Nepal has ever recorded. Figure 5 illustrates how reserves dipped and then surged over 

the period. From a low in mid-2022, reserves have more than doubled by mid-2025. In Nepali 

rupee terms, reserves reached Rs. 2.677 trillion by July 2025[68]. About 20% of these are held 

in Indian rupees (since trade with India is largely in INR)[69], with the rest in convertible 

currencies (USD, EUR, etc.). 

 
Figure 5: Gross foreign exchange reserves of Nepal in mid-July of each year (USD 

billions)[61][62]. Reserves declined from ~$11.8b to $9.5b during the 2021/22 crisis, then 

recovered strongly, reaching $19.5b by mid-July 2025[67] on the back of BoP surpluses. 

This reserve buildup has provided substantial buffers. By April 2025, the reserves were 

sufficient to cover 17.1 months of merchandise imports, or 14.2 months of imports of goods 

and services[70] which is well above international adequacy benchmarks and Nepal’s own 

previous levels. Key reserve ratios also improved: reserves-to-GDP rose to ~39.7% in April 

2025 (from 29% two years before)[71][72]. This has shored up confidence in Nepal’s external 

stability and allowed NRB to modestly relax some capital controls that were imposed during 

the crisis (e.g., easing restrictions on foreign currency facility for importers). 

Policy stance: With a comfortable reserve position, NRB in 2024/25 resumed accumulating 

foreign currency through market purchases, which helped maintain the Nepali rupee’s peg to 

the Indian rupee and relative stability against the dollar. The rupee did depreciate slightly along 

with the Indian rupee in 2024 (to around NPR 132 per USD by mid-2025), but Nepal’s real 

effective exchange rate actually appreciated due to lower inflation than trading partners. The 

central bank seems content to keep the peg and let reserves absorb external shocks. In fact, 

NRB’s intervention in the FX market was mostly one-way (buying USD to prevent excessive 

rupee strengthening when inflows are high). This stockpiling during good times is prudent, as 

it provides ammunition should outflows occur in the future (for instance, if import demand 

surges or if there is capital flight). 
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It’s also noteworthy that Nepal’s capital and financial account has seen some changes. Foreign 

direct investment (FDI), while small, has been creeping up as FDI equity inflows were Rs. 8.96 

billion in the first 9 months of 2024/25, compared to Rs. 6.49 billion in the same period prior 

year[73]. This includes investments in hydropower and services. Additionally, the government 

raised external loans (such as concessional financing from multilateral development banks) 

which contributed to the BoP. However, external commercial borrowing by the private sector 

remains minimal due to strict controls. Overall, Nepal’s external debt is low (about 18% of 

GDP[74]), and debt servicing is manageable, aided by the high reserve cushion. 

In summary, the BoP turnaround from deficit to large surplus is one of Nepal’s key 

macroeconomic success stories in recent years, a combination of policy restraint (cutting 

imports), global oil price relief, and surging remittances. Going forward, as import demand 

picks up with the recovering economy, the BoP surplus may shrink; indeed, NRB projects a 

smaller current account surplus for 2025/26 if imports normalize and remittance growth 

moderates. The challenge for Nepal will be to maintain external stability without resorting 

again to blunt import bans. Continued export growth by diversifying beyond oils into higher-

value exports (like agro-processed goods, IT services, tourism) is critical to keeping the 

external sector healthy. 

 

Banking, Liquidity and Interest Rates: Flow of Credit 

Nepal’s financial sector has seen two distinct phases in the past five years: an expansionary 

credit boom until 2021, followed by a tight liquidity crunch in 2022/23, and then a gradual 

easing in 2023/24–2024/25. These phases are reflected in bank credit and deposit growth and 

in interest rate movements, all under NRB’s regulatory watch. 

During the COVID aftermath, bank deposit growth and lending growth exploded. In 

FY2020/21, deposits at Banks and Financial Institutions (BFIs) grew 21.4% and private sector 

credit grew 26.4% which were extraordinarily high rates[15]. This was fueled by expansionary 

monetary policy (NRB had cut interest rates and reserve requirements to stimulate the 

economy) and weak loan demand in 2019/20 which created room for a catch-up. Low interest 

rates (around 4–6% on deposits, 8–10% on loans) spurred a credit boom in housing, share 

financing, and SME loans. FY2021/22 saw NRB attempt a soft landing by capping credit 

growth to 19%. Ultimately, credit expanded ~13.3% in 2021/22[75] while deposits grew around 

9%[76]. The slower deposit growth relative to loans caused a liquidity strain as banks’ credit-

to-deposit (CD) ratio exceeded regulatory limits by late 2021. By early 2022, many banks were 

scrambling for deposits, offering higher interest to attract funds. The situation culminated in a 

liquidity crunch in the first half of 2022/23, where banks had very limited lending capacity and 

interbank rates shot up. 

NRB responded in mid-2022 by deploying several measures, it raised the policy interest rate 

(to 7%), increased the cash reserve ratio, and enforced the credit-to-core-capital-plus-deposit 

(CCD) ratio strictly. It also introduced an import margin requirement. Consequently, in 

FY2022/23, credit growth collapsed to just 3.8%[77], essentially a credit freeze in real terms 
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while deposit growth was 12.3%[77]. As Figure 6 shows, the divergence meant banks moved 

from liquidity shortage to liquidity surplus over the year. The surge in deposits was aided by 

the remittance boom, as those funds largely end up in the banking system. By mid-2023, banks 

were flush with liquidity; the earlier scramble had turned into excess liquidity parked in NRB’s 

instruments. Interbank borrowing, which had been very high in 2021/22, dropped dramatically. 

In 2022/23, BFIs’ interbank transactions amounted to Rs. 1,723.6 billion, down from a massive 

Rs. 4,226.5 billion in the previous year[78]. This indicates banks no longer needed to borrow 

heavily from each other by mid-2023, as deposit inflows were ample. 

FY2023/24 and 2024/25 saw a moderate revival in lending as conditions normalized. Credit 

growth picked up to 5.8% in 2023/24[79] and further to 8.4% in 2024/25[80]. Deposit growth 

stayed robust at 13.0% and 12.6% respectively[79][81]. Essentially, banks continued to 

accumulate deposits faster than they could lend, resulting in a system-wide liquidity surplus by 

2024. This is evident from rising excess reserves and frequent overnight repo accommodations 

being under-subscribed. Figure 6 below illustrates the trend: deposit growth (blue line) 

outpaced credit growth (orange line) especially from 2022 onward. The gap between the two 

lines reflects improved liquidity. 

 
Figure 6: Year-on-year growth of deposits and private sector credit at BFIs. After a credit 

boom in 2020/21, growth cooled significantly. Credit growth hit a low of 3.8% in 2022/23 

amid tight policies, while deposit growth remained double-digit[77]. By 2024/25, credit growth 

rebounded to 8.4% and deposit growth was ~12.6%[81]. 

The interest rate environment moved in tandem with liquidity. In the easy money days of 

2020/21, average deposit rates were around 6% and lending rates ~10%. As liquidity tightened 

in 2022, banks raised deposit rates to as high as 11–12% to attract funds, and lending rates on 

personal and overdraft loans crossed 15%. NRB’s policy rate hikes also pushed up the entire 

yield curve. The peak of interest rates was around late 2022 to mid-2023. Thereafter, with 

easing liquidity, rates began to fall. By the end of FY2024/25, the average base rate of 

commercial banks had declined to 6.02%, down sharply from 8.00% a year earlier[82]. 
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Development bank and finance company base rates similarly dropped to 8.03% and 8.97%, 

from around 10% previously[82]. This base rate decline translates to roughly a 2 percentage 

point drop-in lending rates for businesses and households. Many borrowers who were paying 

15–16% interest in 2022 saw their loan rates fall to ~12–13% by mid-2025. Deposit interest 

rates, too, came down as most banks were offering about 7–8% for fixed deposits in mid-2025, 

compared to 11% at the peak of the crunch. Lower interest rates have started to rekindle credit 

demand, particularly for housing and small businesses. 

Quarterly Trend in 2024/25: At the start of FY2024/25 (Q1), liquidity was already 

comfortable; NRB had even reduced the policy repo rate slightly in August 2024 to 6.5% to 

signal an accommodative tilt. Through Q2 and Q3, with remittances high and government 

spending injecting money into the system, short-term interest rates remained low. Interbank 

rates hovered close to the policy floor rate (around 4%) for much of the year. By Q4, the 

banking system had excess liquidity of over Rs. 100 billion. As a result, banks accelerated 

lending in Q3 and Q4 as more than 70% of the annual credit expansion in 2024/25 occurred in 

the second half (evidenced by the y/y credit growth being 7.3% by mid-May and 8.4% by mid-

July)[83][80]. This late-year credit pickup went largely into retail and service sectors (such as 

hire-purchase loans for vehicles and working capital for businesses gearing up for the tourist 

season). 

NRB managed liquidity through open market operations to keep interest rates within the policy 

corridor. In 2024/25, NRB frequently issued its 14-day deposit collection instrument to mop 

up excess liquidity. The banking sector’s indicators remained stable: capital adequacy averaged 

above regulatory minimums, and moderate NPLs were seen though some stress was observed 

in real estate and hire-purchase loan segments post-tightening. A few smaller finance 

companies saw liquidity issues, but these were ring-fenced. 

Importantly, the political environment around banking was calm. Banks were criticized in early 

2023 for high lending rates, but by 2024, as rates fell, that criticism waned. The government 

even prodded banks to lower rates faster to stimulate investment and by mid-2025, with 

inflation low, real interest rates were quite high, so there was scope to reduce nominal rates. In 

response, some banks launched schemes with single-digit interest for priority sectors. 

In conclusion, Nepal’s financial sector emerged from a tight spot in 2022/23 to a position of 

abundant liquidity in 2024/25. This turnaround was aided by prudent central bank measures 

and the natural inflow of remittances. The easing of interest rates and improved credit 

availability in late 2024/25 bodes well for economic activity in 2025: private sector credit 

growth is poised to return to double digits, supporting new investment and consumption. The 

key will be to ensure this credit is directed toward productive sectors (manufacturing, 

agriculture, SMEs) rather than fueling another real estate or stock bubble. NRB’s latest 

monetary policy (FY2025/26) indeed emphasizes channeling credit to productive use and 

maintaining vigilance on asset quality. 
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Conclusion 

The period FY2020/21–2024/25 has been a testing yet enlightening chapter for Nepal’s 

economy. From the depths of the pandemic recession to a gradual revival, Nepal navigated a 

narrow path between supporting growth and maintaining stability. The macroeconomic 

numbers tell a story of resilience: a quick return to growth after COVID, inflation largely kept 

in check relative to peers, and external accounts swinging to surplus after a near-crisis. But 

beyond the numbers, the why is rooted in deft policy management and the cushioning role of 

remittances, against a backdrop of global volatility and domestic political changes. 

Crucially, each quarter of FY2024/25 illustrated Nepal’s improving trajectory. In Q1 the 

economy was finding its footing with moderate inflation and a building trade recovery; by Q4, 

inflation had plunged to multi-year lows, exports were soaring, and liquidity was ample, giving 

the sense of an economy normalizing and even gaining some momentum. This is not to say 

Nepal is without challenges. The heavy lifting by remittances, while beneficial, also highlights 

the lack of sufficient job creation at home. The stellar export growth in 2024/25, driven by a 

few commodities, needs broadening to be sustainable. Private investment is still tentative as 

interest rates have come down, but investor confidence and project implementation need 

strengthening (political stability and policy continuity will play a role here). 

On the policy front, the government and NRB have so far managed a soft landing from the 

2022 crisis as evidenced by the gentle rise in growth and fall in inflation. The political tone has 

been cooperative: budgets have been relatively restrained to complement NRB’s tightening, 

and populist temptations (like debt forgiveness or excessive subsidies) have been largely 

avoided, keeping macro stability intact. If this pragmatic, soft-but-steady approach continues, 

Nepal can build on its current macroeconomic stability to accelerate growth. Indeed, with 

foreign reserves at record highs and inflation low, there is room to invest in growth-enhancing 

areas like: infrastructure, energy, and productivity in agriculture without jeopardizing stability. 

In summation, Nepal’s macroeconomic performance through FY2024/25 reflects a hard-earned 

resilience. The economy is ending this five-year span on a much stronger footing than it began, 

but with important lessons learned. The next challenges are to convert stability into sustained, 

higher growth by creating jobs at home so that the export of labor becomes a choice, not a 

necessity and to diversify the economic base. The narrative behind the numbers of policy 

calibration, global linkages, and the sacrifices of Nepali workers abroad should continue to 

inform a prudent yet forward-looking economic strategy. 
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