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Abstract

South Asia, hosting over 1.9 billion people, represents
one of the world’s most economically dynamic yet
unevenly developed regions. While economies like India
and Bangladesh exhibit robust growth, others, including
Cite this paper: Nepal, face significant challenges stemming from
Joshi, B., & Adhkari, G.M. (2024). Navigating | Structural constraints. Nepal, a landlocked country with a
population of approximately 32 million, is uniquely
positioned within this regional economic landscape. It
grapples with dependencies on agriculture, remittances,
. . ) and imports, alongside limited industrialization and
challenges m_the region. Journal of Business infrastructure deficits. This article analyzes Nepal’s
and Social Sciences, 6(1), 111-122 economic performance through a comparative lens,
https://doi.org/10.3126/jbss.v6i1.78762 evaluating key indicators such as GDP growth, inflation,
trade balance, and foreign direct investment (FDI).
Nepal’s moderate GDP growth of 4.5% in 2023 contrasts
with higher regional averages, reflecting its challenges in
economic diversification and reliance on low-value-
added exports. Inflationary pressures, driven by import
dependencies, and persistent trade deficits averaging
USD 2 billion annually further constrain its growth
potential. Meanwhile, FDI inflows remain modest due to
regulatory and infrastructural bottlenecks, despite the
country’s untapped potential in sectors like hydropower
and tourism. The article highlights Nepal’s opportunities
for sustainable growth, emphasizing the need for
infrastructure investment, regional trade integration, and
targeted economic reforms to attract FDI. By harnessing
its natural resources, strategic location, and cultural
assets, Nepal can strengthen its position within South
Asia’s economic ecosystem, fostering resilience and
long-term development.

Nepal’s economic landscape in the context of
South Asia: a deep-dive into GDP growth,
inflation, trade balances, and industrialization

Keywords: Economic landscape, Industrialization,
Inflation, Trade Balances



mailto:binod.joshi@tu.edu.np;
mailto:director.cir@tu.edu.np

112\ Journal of Business and Social Sciences, Vol. 6(1) (December, 2024) ISSN: 2350-8876

Introduction

South Asia’s Economic Landscape and Nepal’s Position

South Asia, home to over 1.9 billion people, is one of the world’s most economically dynamic
regions, with some of the fastest-growing economies and significant challenges. The region, which
includes India, Bangladesh, Sri Lanka, Nepal, Pakistan, Afghanistan, Bhutan, and the Maldives,
showcases an incredible range of economic development—from the powerhouse economy of India
to the underdeveloped states of Afghanistan and Nepal. Nepal, a landlocked country with a
population of about 32 million, faces unique economic constraints that differentiate it from its
regional neighbors. These constraints include its reliance on agriculture, inadequate infrastructure,
and vulnerability to natural disasters, while simultaneously possessing enormous untapped
potential in sectors like tourism, hydropower, and agriculture.

Nepal’s economic performance is closely tied to the regional economic trends of South Asia. This
article provides an in-depth analysis of Nepal's economic indicators, compares them with other
South Asian economies, and evaluates the country's challenges and opportunities in driving
sustainable growth. Using key metrics such as GDP growth, inflation, trade balances, foreign
investment inflows, and industrialization patterns, this article offers a comprehensive perspective
on Nepal’s role and future trajectory within the South Asian economic ecosystem.

GDP Growth in South Asia: Nepal's Growth Trajectory in Context

South Asia is recognized as a region with substantial growth potential, yet its progress is frequently
undermined by persistent challenges such as political instability, natural disasters, and
vulnerabilities to global economic fluctuations. According to the World Bank's April 2024 report,
regional growth in South Asia is projected to reach 6.0% in 2024. However, the report underscores
that structural challenges continue to hinder sustained progress, curbing job creation and reducing
the region's capacity to respond effectively to climate-related shocks (World Bank, 2024).

The diverse economic trajectories across South Asia reflect the region's heterogeneity and the
varying challenges faced by individual countries. These disparities call for tailored policy
interventions that address the unique structural and contextual challenges of each economy. A
coordinated regional approach that emphasizes resilience, sustainability, and inclusive growth
could further enhance South Asia’s development potential.

Table 1: GDP Growth Comparison: South Asia vs. Nepal

2023 GDP GDP GDP per .
Country GZECJ)I%’O(_BZ roo%/i)tﬁ\(lg/lo ) Growth (Nominal, capi?a POFZ%IS;;OH
(%) UsD) (USD)

India 7.5% 6.9% 3.73 Trillion 2,607 1.43 Billion
Bangladesh 6.5% 6.1% 490 Billion 2,826 173 Million
Pakistan 4.3% 1.5% 375 Billion 1,550 242 Million
Sri Lanka 5.0% 3.3% 69.6 Billion 3,160 22 Million
Nepal 4.6% 4.5% 39.2 Billion 1,225 32 Million
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Analysis:

e India has demonstrated a robust economic performance, with a projected growth rate of
7.5% for the fiscal year 2023/24. This growth has been primarily driven by strong activity
in the services and industrial sectors. Nevertheless, the World Bank emphasizes that
India’s rapid economic expansion faces significant risks from climate change, which, if
left unaddressed, could impede long-term growth prospects (World Bank, 2024).

e Bangladesh has similarly experienced notable economic progress, particularly through its
export-oriented strategies. The garment industry, a cornerstone of the country's economic
success, has played a pivotal role in driving growth. However, recent political crises have
disrupted garment exports, introducing new challenges that threaten to undermine the
nation’s economic stability (World Bank, 2024; Rahman et al., 2023).

e Pakistan, despite a large population and significant potential, has struggled with low
growth rates due to political instability, energy crises, and fiscal challenges. The country’s
growth was constrained to just 1.5% in 2023.

e Sri Lanka has faced a difficult economic period, with a financial crisis in 2022, yet its per
capita GDP remains the highest in South Asia, illustrating the importance of diversifying
its economy beyond agriculture and tourism.

e Nepal continues to grapple with structural impediments that constrain its economic
advancement. While hydropower exports offer a promising avenue for economic growth,
the recovery of other sectors remains sluggish, with an anticipated output growth of 4.6%
in the fiscal year 2024/25. These sectoral disparities highlight the uneven nature of Nepal’s
economic recovery and underscore the necessity for targeted reforms to address these
barriers (Sharma, 2024).

Inflation and Monetary Policy: Navigating Price Volatility

Inflation remains a persistent challenge across South Asia. In Nepal, inflationary pressures are
often exacerbated by the country’s high dependency on imports for essential goods such as fuel,
food, and machinery. Nepal’s inflation rate has been volatile in recent years, driven by global price
fluctuations and domestic supply-side constraints.

Inflation dynamics across South Asia reveal significant variation, reflecting diverse economic
contexts, monetary policies, and external vulnerabilities. Bangladesh, on the other hand, has
managed to sustain moderate inflation levels, which have played a crucial role in preserving
consumer confidence and supporting domestic consumption. Despite this, rising global commodity
prices present a growing risk, potentially undermining the country’s inflation management efforts
shortly (Rahman et al., 2023).

These inflationary trends underscore the need for region-specific monetary and fiscal policies to
address the underlying causes of inflation. While some economies benefit from relatively robust
institutional frameworks, others face structural weaknesses that demand comprehensive policy
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reforms. Enhanced regional cooperation could also play a role in mitigating the adverse effects of
global price shocks on domestic economies.

Table 2: Inflation Trends: South Asia vs. Nepal

Country Inflation Rate Inflation Rate Inflation Rate Inflation Rate
(2020) (2021) (2022) (2023)
India 6.6% 5.6% 6.7% 6.8%
Bangladesh 5.6% 5.9% 6.0% 5.5%
Pakistan 9.7% 8.9% 12.5% 27.6%
Sri Lanka 4.6% 5.6% 15.1% 25.0%
Nepal 6.5% 4.6% 6.0% 7.5%

Analysis:

India has demonstrated relative stability in its inflation rate compared to its regional peers.
However, inflation has occasionally surpassed the Reserve Bank of India’s (RBI) target
range. To address this, the RBI has consistently employed monetary tightening measures,
including interest rate hikes, to maintain price stability (RBI, 2023).

Bangladesh has maintained moderate inflation levels, which has helped sustain consumer
confidence and domestic consumption. However, global commodity price rises could pose
future risks.

Pakistan and Sri Lanka have faced severe challenges with runaway inflation. In Sri
Lanka, inflation surged dramatically following the country’s economic crisis, leading to
acute shortages of essential goods and significantly impacting living standards. In
Pakistan, inflationary pressures have been exacerbated by currency devaluation and heavy
reliance on imports, further straining the economy and increasing the cost of living (World
Bank, 2024).

Nepal has experienced heightened inflationary pressures, with the inflation rate reaching
7.5% in 2023. Rising food and fuel prices have disproportionately affected both urban and
rural populations. Although the Nepal Rastra Bank (NRB) has responded by increasing
interest rates to contain inflation, the country’s limited fiscal tools and economic
constraints have restricted its capacity to address price pressures effectively (Sharma,
2023).

Trade Balance and Economic Vulnerabilities: The Impact of Imports and Exports

Trade imbalances remain a critical challenge for South Asian economies, many of which are
heavily reliant on imports to meet demands for industrial inputs, energy, and consumer goods. This
dependence amplifies economic vulnerabilities, particularly in countries with limited export
capacities. Nepal exemplifies this trend with a consistently negative trade balance, reflecting its
reliance on imports from neighboring countries such as India and China (Sharma, 2023).
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Table 3: Trade Balance: South Asia vs. Nepal

Country Trade Balance Trade Balance Trade Balance Trade Balance
(2020) (2021) (2022) (2023)
India +18.0 Billion +18.7 Billion +19.2 Billion +19.5 Billion
Bangladesh +6.0 Billion +8.5 Billion +10.0 Billion +10.0 Billion
Pakistan -30.0 Billion -32.0 Billion -34.5 Billion -36.0 Billion
Sri Lanka -4.5 Billion -5.0 Billion -3.0 Billion -3.5 Billion
Nepal -2.0 Billion -2.2 Billion -2.4 Billion -2.5 Billion
Analysis:

¢ India has maintained a consistent trade surplus throughout the period, largely attributable
to its robust services sector, particularly in information technology, and a well-established
manufacturing base. The diversification of its export portfolio has further supported its
trade balance, mitigating the impact of rising import costs (World Bank, 2024).

e Bangladesh’s growing trade surplus is a direct outcome of its thriving textile and garment
industry, which has become a cornerstone of the nation’s export earnings. This surplus has
significantly bolstered Bangladesh's foreign exchange reserves, enabling the country to
meet its import needs and maintain economic stability (Rahman et al., 2023).

e Pakistan faces substantial and persistent trade deficits. These deficits stem from a
combination of factors, including heavy reliance on energy imports, a stagnant
manufacturing sector, and a declining agricultural base. Together, these constraints have
severely hampered Pakistan's economic progress and worsened its external vulnerabilities
(Ahmed, 2023).

e Sri Lanka has experienced a modest reduction in its trade deficit, but its narrow export
base remains insufficient to offset its import expenditures. The nation’s recent financial
crisis has further undermined its capacity to meet foreign financial obligations,
exacerbating economic instability (World Bank, 2024).

e Nepal’s trade deficit, although smaller in absolute terms compared to some of its regional
counterparts, remains a significant concern. This deficit is driven by imports of petroleum,
machinery, and consumer goods. Despite some growth in export sectors such as garments
and tea, the low scale and value of these exports have been insufficient to narrow the trade
imbalance meaningfully (Sharma, 2023).

Foreign Direct Investment (FDI): Opportunities and Challenges for Nepal

Foreign Direct Investment (FDI) has emerged as a crucial driver of economic growth in South
Asia, enabling countries to capitalize on their comparative advantages, foster industrialization, and
create employment opportunities. Nations such as India and Bangladesh have successfully attracted
substantial FDI inflows by leveraging their large labor forces, competitive manufacturing sectors,
and economic liberalization policies. In contrast, Nepal continues to struggle to attract significant
levels of FDI, despite its considerable potential in sectors like hydropower, tourism, and agriculture
(World Bank, 2024).
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Table 4: FDI Inflows: South Asia vs. Nepal
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Country FDI Inflows (2020, FDI Inflows FDI Inflows (2022, FDI Inflows
USD Billion) (2021, USD USD Billion) (2023, USD
Billion) Billion)
India 57.5 64.4 81.0 82.0
Bangladesh 25 35 4.0 4.3
Pakistan 2.1 1.8 1.6 1.4
Sri Lanka 1.0 0.9 0.7 0.6
Nepal 1.2 1.3 1.2 1.2
Analysis:

e India remains the largest recipient of FDI in South Asia, benefitting from its expansive
market size, favorable demographic trends, and a policy environment increasingly geared
toward attracting foreign investors. Initiatives such as "Make in India" and the
liberalization of foreign investment rules have further bolstered India's FDI inflows
(UNCTAD, 2023).

e Bangladesh has also seen a steady rise in FDI inflows, primarily driven by the robust
growth of its manufacturing sector, particularly textiles and garments, and significant
infrastructure investments. These developments have enhanced Bangladesh's appeal as an
investment destination in South Asia (Rahman et al., 2023).

e Nepal, on the other hand, continues to receive modest levels of FDI, with inflows
stagnating at approximately USD 1.2 billion annually from 2020 to 2023. The hydropower
sector remains the most promising area for foreign investment, given the country’s
abundant water resources and rising demand for clean energy in the region. However,
several obstacles impede Nepal’s ability to attract substantial FDI. Political instability,
inadequate infrastructure, and a complex regulatory environment are significant deterrents
to potential investors. These structural challenges highlight the need for comprehensive
reforms to improve the investment climate and attract foreign capital (Sharma, 2023).

A Comparative Economic Analysis of Nepal in South Asia

Nepal, nestled between the economic giants of China and India, has experienced modest economic
growth over the years, yet it faces a unique set of challenges that distinguish it from its South Asian
neighbors. While the country has demonstrated resilience in the face of political instability, natural
disasters, and economic shocks, its economic development has been constrained by its reliance on
agriculture, insufficient industrialization, and a heavy dependence on imports. The limited
diversification of Nepal’s economy—particularly its low-value exports—has compounded its trade
imbalances and made the nation vulnerable to external shocks such as fluctuations in global
commodity prices and regional supply chain disruptions.

GDP Growth and Inflation Challenges: Nepal's Economic Performance: Growth, Challenges,
and Inflation
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Nepal’s economic growth has remained steady in recent years, with an average GDP growth rate of
approximately 4.5%. However, this trajectory pales in comparison to the rapid development
observed in countries like Bangladesh, India, and Ethiopia. A critical factor limiting Nepal’s
progress is its over-reliance on remittances, which constitute a substantial share of its GDP. While
remittances contribute significantly to household incomes and foreign exchange reserves, they do
little to create sustainable, self-reliant economic drivers. Furthermore, Nepal’s industrial base
remains underdeveloped, restricting its ability to integrate into global trade dynamics and benefit
from international economic trends (Sharma, 2023).

The agricultural sector, which employs a significant portion of Nepal’s labor force, remains a vital
component of the economy. However, low productivity, outdated farming techniques, and
vulnerability to climate change have impeded its growth. These structural issues prevent agriculture
from serving as a robust engine of economic transformation. Without significant investment and
modernization in agriculture and industry, Nepal risks stagnation in its economic development
(World Bank, 2024).

Inflation: A Persistent Challenge

Inflation has been another persistent challenge for Nepal. As of 2023, the inflation rate stood at
7.5%, driven primarily by rising food and fuel prices. This mirrors broader inflationary trends in
South Asia, particularly in Pakistan and Sri Lanka, where inflation has been exacerbated by factors
such as currency devaluation and political instability (UNESCAP, 2024). However, compared to
some of its regional counterparts, Nepal’s inflation rate has been relatively moderate. This relative
stability can be considered a positive aspect of Nepal’s macroeconomic framework.

Despite this, higher inflation continues to erode the purchasing power of Nepal’s population,
especially in urban areas where the cost of living is higher. Vulnerable groups, including low-
income households, are disproportionately affected as they allocate a larger share of their income to
essential goods like food and energy. Addressing inflationary pressures, therefore, remains critical
for ensuring broader economic stability and improving the standard of living for Nepal’s citizens
(ADB, 2023).

Trade Deficits and Foreign Investment Concerns
Nepal’s Trade Imbalance and Foreign Direct Investment: Persistent Challenges

Nepal faces a significant and persistent trade imbalance, with an average negative trade balance of
approximately USD 2 billion annually. This imbalance arises from a dependence on imports that
far exceed export earnings, placing considerable strain on the country’s foreign exchange reserves.
The primary imports include petroleum, machinery, and consumer goods—commodities essential
for industrial growth but also contributors to a widening balance of payments deficit. Efforts to
mitigate this imbalance through export diversification, particularly in sectors such as tea, coffee,
and garments, have shown limited success. While these sectors demonstrate growth potential, they
remain insufficient to substantially narrow the trade deficit (World Bank, 2024).
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FDI Inflows: Opportunities and Barriers

Foreign Direct Investment (FDI) into Nepal remains modest despite the country’s strategic location
between two of the world’s largest economies, India and China, and its untapped potential in
sectors such as hydropower, tourism, and agriculture. Recent policy reforms aimed at attracting
foreign capital, including tax incentives and relaxed investment regulations, have yielded limited
results. Weak infrastructure, complex bureaucratic procedures, and political instability continue to
deter investors, undermining efforts to create a competitive and conducive investment climate
(Sharma, 2023).

In comparison to regional counterparts, Nepal's FDI inflows are significantly lower. Countries like
India and Bangladesh have successfully attracted billions of dollars in FDI, leveraging their
competitive manufacturing sectors, labor advantages, and business-friendly policies. For example,
India has consistently ranked as one of the top FDI destinations globally, driven by its
liberalization policies and well-developed infrastructure. Similarly, Bangladesh has utilized its
thriving garment industry to position itself as an attractive destination for foreign investment
(UNCTAD, 2023).

Nepal’s inability to replicate these successes highlights the structural challenges that hinder its
economic transformation. The absence of a robust industrial base further limits the country’s
capacity to integrate into global trade and investment networks. Addressing these issues requires
comprehensive reforms to improve infrastructure, simplify regulatory processes, and ensure
political stability. Such measures would not only attract foreign capital but also stimulate the
growth of industrial sectors, contributing to long-term economic development.

Opportunities and the Road Ahead

However, despite these challenges, there are multiple opportunities for Nepal to capitalize on for
long-term growth. Nepal's hydropower potential, estimated at over 83,000 MW, remains largely
untapped, and if harnessed effectively, it could transform the country's energy sector, create jobs,
and boost industrialization. Furthermore, the country’s natural beauty and cultural heritage offer
significant opportunities for the expansion of tourism, which has seen steady growth over the past
decade. The development of eco-tourism, adventure tourism, and cultural tourism could be
powerful engines of growth if the necessary infrastructure and marketing strategies are put in place.

The Need for Infrastructure Investment

A crucial aspect of Nepal’s economic future is the development of its infrastructure. Inadequate
roads, electricity, water supply, and transportation networks have been key barriers to growth.
Modernizing infrastructure, particularly in rural areas, would enhance productivity, improve
connectivity, and open up new opportunities for regional trade. The government has already made
some strides in improving infrastructure, particularly in roads and airports, but there is a pressing
need for more investment in key areas such as energy, communications, and ports. In this context,
Nepal can benefit from partnerships with neighboring countries like India and China through
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regional infrastructure projects such as the Belt and Road Initiative (BRI), which could help
improve Nepal’s connectivity to larger markets.

Strengthening Regional Trade and Integration

Another key opportunity for Nepal lies in regional economic integration. Nepal is already a
member of the South Asian Association for Regional Cooperation (SAARC) and has been
involved in trade agreements such as the South Asian Free Trade Area (SAFTA). Strengthening
these regional ties can open up new avenues for trade and investment. With its location between
China and India, Nepal can serve as an economic bridge between two of the world’s largest
economies. By improving its logistics and transport networks, Nepal can tap into the growing trade
flows in Asia. Furthermore, Nepal’s involvement in global trade agreements, such as the World
Trade Organization (WTO), could help the country increase its exports and diversify its trade
base.

CONCLUSION:
Nepal’s Economic Challenges and Opportunities

Nepal’s economic performance, though improving, remains significantly behind many of its South
Asian counterparts. The country’s reliance on agriculture, remittances, and imports has made it
vulnerable to external shocks, inflationary pressures, and a widening trade deficit. Despite these
challenges, Nepal holds substantial untapped potential in key sectors, such as tourism, hydropower,
and agriculture. Realizing this potential requires targeted investments in infrastructure, industrial
development, and regional economic integration (Sharma, 2023).

Structural Reforms for Economic Growth

To achieve sustainable economic growth, Nepal must address its structural vulnerabilities by
diversifying its economic base and modernizing its agricultural and industrial sectors. Enhancing
the competitiveness of domestic industries and fostering export-oriented production are critical to
reducing trade imbalances and increasing resilience to global uncertainties. For instance, leveraging
regional trade agreements, such as the South Asian Free Trade Area (SAFTA) and the Belt and
Road Initiative (BRI), could improve market access, reduce dependency on imports, and strengthen
Nepal’s integration into regional value chains (World Bank, 2024).

Infrastructure development and the creation of an investor-friendly business environment are
equally vital. Streamlining regulatory processes, improving governance, and prioritizing political
stability are essential steps to attract Foreign Direct Investment (FDI). Regional success stories,
such as Bangladesh’s garment sector and India’s manufacturing base, highlight the importance of
targeted policies and an enabling environment for attracting foreign capital (UNCTAD, 2023).

Harnessing Key Sectors

Nepal’s hydropower sector represents a particularly promising area for growth and FDI. With
significant untapped hydropower potential, strategic investments and partnerships could position
Nepal as a major energy exporter in the region. Similarly, the tourism sector, which remains
underutilized, offers opportunities for revenue generation and employment if supported by
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improved infrastructure and marketing strategies. Developing these high-potential sectors can help
diversify Nepal’s economic base and reduce its reliance on remittances and imports (ADB, 2024).

Policy Directions for Economic Resilience

To build a more resilient economic framework, Nepal must prioritize regional collaboration,
particularly in trade and infrastructure development. This includes diversifying export bases,
reducing import dependencies, and enhancing the competitiveness of domestic industries.
Strengthening monetary policies to address inflationary pressures while protecting vulnerable
populations is also critical for ensuring equitable economic progress.

By implementing comprehensive reforms and fostering innovation in key sectors, Nepal can
position itself as a competitive economy within South Asia. A strategic focus on industrialization,
infrastructure development, and regional economic integration will be instrumental in unlocking
Nepal’s growth potential and creating a sustainable path for future development.
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