


C H A P T E R  I

Braving the perfect storm

Introduction

As South Asia trudges ahead on the road to recovery, the region faces extremely difficult eco-
nomic challenges. Internally, economies are weighed down by scars from the COVID pan-
demic, as supply bottlenecks and uncertainty over asset quality deterioration in the financial 
sector persist. Externally, all challenges manifest as problems in the balance of payments. 
Elevated global food and energy prices, as well as trade restrictions imposed in response, 
have led to broad-based increases in domestic inflation, contributed to food insecurity in the 
region, and together with recovering domestic demand have raised import bills for all South 
Asian countries. A slowdown in the global economy has reduced momentum in the region’s 
export growth, contributing to trade imbalances and balance of payment pressures. Falling 
or stagnating remittance inflows through official channels may have worsened the situation 
further for countries that depended on remittances in the past. Heightened uncertainty in 
the global markets, together with monetary tightening in advanced economies, have shifted 
investor sentiment and increased net capital outflows from the region in the first half of 
2022, exacerbating balance of payments pressures. The balance of payments pressures have 
in turn resulted in dwindling foreign exchange reserves and led to requests by Sri Lanka, 
Pakistan, and Bangladesh to the IMF for support. Countries have also resorted to restrictive 
measures to curb imports, but with potentially detrimental effects on the economic recovery.

Many households face severe economic hardship. Since earlier this year, a full-on economic 
crisis has unraveled in Sri Lanka, leading to wide spread shortages of essential items; floods 
in Pakistan have wreaked havoc in a country already bogged down by high inflation and 
pressures in the external sector; soaring food prices across the region have adverse impacts 
on households’ ability to obtain sufficient food in a region already with food insecurity con-
cerns; and the lives of migrant workers, upended during COVID lockdowns, face uncertainty 
and possible scarring effects from the pandemic. As a result, social and political tensions are 
increasing, compounding the macroeconomic challenges.

Despite the mounting challenges, there are optimistic signs, as some sectors and some 
countries have recovered strongly. Exports and overall economic activity in India, the largest 
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economy in the region, have recovered more strongly than the rest of the world, and its 
ample foreign reserve buffers and cautiously calibrated monetary policy steps have afforded 
resilience to the country’s external sector. The recovery of services exports, particularly the 
tourism sector has remained robust in Maldives, and Bhutan recently fully re-opened its bor-
ders to tourists after prolonged lockdowns since 2020. 

The chapter is divided as follows. Section 1.1 puts South Asia in a global context to high-
light the growth strength and persistent difficulties. Section 1.2—Section 1.5 each focus on 
one challenge facing the region: elevated inflation, exacerbated food shortages, heightened 
external sector pressures, and vulnerabilities in the financial sector. Section 1.6 character-
izes the fiscal and monetary situations and policies in the region.

1.1 A partial recovery amid global headwinds

South Asian countries are faced with a difficult global economic environment. Commodity 
prices have remained elevated since late 2021. In particular, high oil prices have contrib-
uted to higher inflation and larger import bills as most countries in the region are net energy 
importers. Major global economies are slowing down: in Europe due to the ongoing energy 
crisis, in the U.S. due to rapid tightening of monetary policy to fight high inflation, and in 
China due to continued COVID-related lockdowns which have led to significant downward 
revisions of its growth estimates. The external slowdown has created a drag on South 
Asia’s merchandise exports and tourism, two sectors that are key to the economic growth 
of regional countries. Heightened global uncertainty and monetary tightening by advanced 
economies have led to capital outflows from regional economies and thus exacerbated bal-
ance of payments tensions.

Higher commodity prices have led to elevated domestic inflation, widening current 
account deficits (and fiscal deficits). Although global commodity prices have come down 
from their highest levels in spring, low and middle-income countries still face elevated com-
modity prices (Figure 1.1). The World Bank commodity price indexes for energy and fertilizers 
have more than doubled compared to the levels in 2019, while the price index for edible fats 
and oils and the index for grains remain 60 percent above 2019 levels. The fast-rising global 
commodity prices contributed to elevated headline consumer price (CPI) inflation, which is 
now above the historical average for all countries in the region, while currency depreciations 
against the US dollar have exacerbated the impact of rising global prices (Box 1.1). Since the 
war started in late February, inflation has risen in all countries, most notably in Afghanistan, 
Maldives, Pakistan, and Sri Lanka, which depend heavily on energy imports. Current account 
deficits have widened compared to the same period last year in almost all South Asian coun-
tries, as higher prices of imported goods and recovering domestic demand push up import 
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bills faster than increases in exports. At the same time, higher subsidy costs due to higher 
commodity prices have contributed to rising fiscal deficits in many regional countries.

Despite the external headwinds, some sectors and countries have seen a strong bounce 
back from the impact of COVID, while others are lagging. Merchandise export values in US 
dollars from the region’s major exporters (except Sri Lanka) have recovered more strongly 
than the rest of the world (Figure 1.2), although the global slowdown has limited the region’s 
export growth since April.1 Sri Lanka’s exports also recovered in 2022Q2 although still lag 
behind others in the region. Industrial production in real terms has risen, except in Sri Lanka, 

1 The region lacks high-frequency data on export volumes, and elevated global inflation contributes to the growth in export val-
ues. But to the extent that global inflation contributes in the same way to South Asia’s export values and to the world export val-
ues, the stronger recovery of exports in South Asia compared to the world suggests a stronger recovery in export volumes as well.

Figure 1.1. Higher commodity prices led to elevated inflation, widening current and 
fiscal deficits
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since the beginning of the year, as COVID risk subsides, and has surpassed the speed of recov-
ery elsewhere. Tourism continues to recover in Maldives, with tourist arrivals in May 20 per-
cent above the level in the same month of 2019. Tourist arrivals in India and Nepal continue 
to recover from the lows during COVID but are still below pre-COVID levels, while Bhutan 
fully reopened to tourists on September 23rd after remaining in lockdown since 2020. With 
the ongoing economic and balance of payments crises in Sri Lanka, tourism in the country 
is severely constrained by widespread shortages, and recent tourist arrivals are 50 percent 
below levels in the same month of 2019. Business confidence, which captures a country’s 
overall economic conditions as perceived by businesses, has become increasingly pessi-
mistic in Sri Lanka, while in India confidence has stayed positive reflecting overall optimism 
despite rising inflation. In Pakistan, business confidence remains subdued in 2021 and has 
been dipping since mid-2022.

Figure 1.2. Some sectors and some countries bounced back strongly, but others are 
lagging
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While Sri Lanka remains in crisis, India is recovering stronger than the rest of the world. Sri 
Lanka slipped deeper into crisis in June and July 2022, as the country’s agriculture, manufac-
turing, and services sectors are constrained by shortages of imported inputs and a general 
lack of confidence. The Purchasing Managers’ Index (PMI) shows that the country’s manu-
facturing sector has been contracting since June and the services sector since May (Figure 
1.3), although the contraction slowed down in August driven by reported improvements in 
employment and stock of purchases in manufacturing and new businesses in the services 
sector (Central Bank of Sri Lanka 2022). The Spotlight on Sri Lanka compares the current 
crisis in Sri Lanka with the Asian Financial Crisis of 1997, highlighting the differences, simi-
larities, and lessons to be learned. In contrast to the struggles in Sri Lanka, both manufac-
turing and services activities have been expanding in India since at least January, and at 
faster speeds than the rest of the world. The continued improvement in economic activities 
is in part thanks to relaxed COVID measures and a pick-up in domestic demand including for 
contact-intensive services as COVID risk subsides. In the most recent release of GDP growth, 
India’s economy is estimated to have expanded by 13.5 percent (y-o-y) in 2022Q2 (April-
June), although it contracted compared to the previous quarter. On the production side, the 
services and construction sectors expanded at the fastest rates. On the demand side, private 
consumption expanded from a year ago, but mostly due to a low base effect as the economy 
was suffering from the impact of the COVID Delta wave in the second quarter of 2021. 

Figure 1.3. While Sri Lanka remains in crisis, India is outperforming the rest of the 
world in some respects 
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The nowcast of GDP growth in the most recent quarter also suggests an uneven recovery 
across countries. The nowcast is based on different high-frequency activity indicators, in 
which a LASSO statistical model is used to select the most relevant economic activity indica-
tors for each country (World Bank 2020). Using the data available up to September 26, 2022 
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(data cutoff date), the nowcast shows a pick-up in the growth rate in Maldives in 2022Q2 
(Figure 1.4), supported by a robust recovery in tourism. It also suggests a relative slowdown 
of growth in India in 2022Q3 compared to 2022Q2, as the base effect from the low GDP level in 
2020Q2 and 2021Q2 continues to dominate. Consistent with the weaknesses demonstrated 
in recent PMIs, the model suggests continued contraction in Sri Lanka in 2022Q3, reflecting 
the collapse in demand due to the limited ability to import energy and essential goods.

Figure 1.4. GDP nowcast suggests a continued recovery in India and Maldives and 
contraction in Sri Lanka 
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But even for countries that have recovered relatively strongly, COVID-era scars remain 
a roadblock. Weaknesses in supply chains and employment remain as COVID scars prove 
long-lasting, even in India where recovery leads the region. The PMI manufacturing suppli-
ers’ delivery time, a gauge for supply chain delays, has only improved slightly in India since 
June 2022 (Figure 1.5). Globally, the New York Fed supply chain pressure indicator shows 
early signs of normalizing in global supply chains (Federal Reserve Bank of New York n.d.), 
but PMI delivery times are still lengthening albeit at decelerating speeds, suggesting that any 
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relief from global supply chain pressures will take some time to seep into domestic econ-
omies. Employment has started expanding in India month to month since March, but the 
recovery speed was slow (barely expanding, see also Box 2.3) until August when the recovery 
speed surpassed those in the rest of the world. India’s economy-wide employment index 
is improving month-over-month but at slower speeds than the rest of the world outside of 
Asia, and demand for the rural work program remains elevated.2 As a result, while India’s pri-
vate consumption in the aggregate expanded in 2022Q2, recovery remained uneven: while 
high-income households’ consumption of contact-intensive services and consumer durables 
recovered, rural and low-income households’ consumption remained weak. The return of 
migrant workers from the region has been slow, possibly due to the scarring effects of the 
pandemic lockdowns, which reduce migrant-sending households’ incomes (Chapter 3).

Figure 1.5. Weaknesses in supply chains and employment persist post-COVID with both 
barely improving before August 
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The external headwinds meet pre-existing vulnerabilities to create increasing challenges 
in some sectors. As most South Asian countries are net energy importers and many also 
import agricultural products, elevated commodity prices have led to increased shortages 
and worsening food insecurity in the region. Rising import bills, capital outflows, and lack 
of growth in remittance inflows have contributed to balance of payments woes, with Sri 
Lanka and Pakistan facing depletion of foreign reserves and Bangladesh in talks with the 
IMF to prevent further decline in foreign exchange reserves. Monetary tightening, both 
abroad and domestically, has increased pressures on the region’s financial sector and exac-
erbated pre-existing financial vulnerabilities. Government policies in response to the rising 
challenges sometimes have failed to address the underlying issue; poorly designed and ad 

2 The PMI employment index measures the level of full-time employment this month compared with the situation one month ago. 
In the calculation, two part-time employees are treated as one full-time employee. Seasonal hiring of employees is excluded in 
this definition.
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hoc policy responses such as certain trade restrictions can sometimes introduce distortions 
rather than addressing the underlying challenges (see also Section 1.4). 

The following sections analyze each of the rising challenges and policy responses.

1.2 Inflation becomes more broad-based

Rising global commodity prices continue to contribute to elevated domestic inflation 
in South Asia. Compared to earlier in the year, headline consumer inflation has risen in all 
countries in the region (Figure 1.1). Higher energy prices are having a marked impact on the 
prices of other goods, such as food and fertilizer. Supply bottlenecks and climate-related 
shocks have also pushed up global food prices, while the elevated global fertilizer prices 
impact current and future plantings and threaten to keep food prices high. The depreciation 
of local currencies has also contributed to rising domestic inflation. Although global energy 
prices are showing signs of declining, the impact of elevated domestic energy prices on other 
domestic goods may have made inflation more entrenched and harder to contain.

Inflation has become more broad-based in South Asian countries, as higher inflation 
spreads to non-energy goods. Across goods categories, higher inflation was mainly concen-
trated in energy-related categories and edible oils in the second quarter of 2022 following 
the start of the war in Ukraine (World Bank 2022a). In recent months, inflation of a broader 
group of food items has risen above the average headline inflation (Figure 1.6), including 
vegetables, beverages, and meat and eggs for some countries, as high costs of transport, fer-
tilizers, and feed raise the cost for agricultural products. Wheat price inflation in rural areas 
of Pakistan increased from 4.8 percent in January to 38 percent in July. In India, vegetable 
price inflation increased from 5.1 percent in January to 17.3 percent in June. During the 
same period, inflation of food, beverage, and tobacco in rural areas of Bangladesh increased 
from 5.9 percent to 8.9 percent. Higher inflation has also spread to other goods and services, 
such as clothing and footwear in India, healthcare in Maldives, and household services in 
Bangladesh, as the inflation in these non-food, non-energy goods rise compared to earlier 
periods (Nov 21-Jan 22). As inflation becomes more broad-based, it also threatens to be 
more entrenched in the economy. 

With elevated commodity price inflation, headline inflation may not accurately capture 
the price inflation for the average household. This happens because the weights of the con-
sumer price index are fixed and have not been adjusted recently. For example, India’s current 
CPI weights were based on the Consumer Expenditure Survey 2011-12, while Bangladesh’s 
weights were derived from surveys of 2005-06. Households’ spending pattern changes over 
time, which makes the fixed weights outdated after some time. In particular, households’ 
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expenditure share of energy rises over time in developing countries (e.g., Bangladesh Bank 
2008), as rising incomes lead more consumers to purchase appliances and vehicles that use 
energy. As such, headline inflation tends to under-estimate the price inflation felt by the 

Figure 1.6. Consumer inflation in energy and food items remains elevated, while in 
some countries inflation in other goods is rising
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average household. At the same time, households’ expenditure on food as a share of total 
consumption has declined over time, which means the CPI headline inflation with outdated 
weights could overestimate the actual average inflation when food prices rise rapidly. For 
example, the average household’s expenditure share on food fell from 60 percent in 2000 to 
47 percent in 2016 in Bangladesh (Household Income and Expenditure Survey). 

Higher global oil prices and depreciating exchange rates contribute to the elevated infla-
tion levels in South Asia. Although global oil prices only have moderate effects on domestic 
consumer price inflation in South Asia (World Bank 2022a), elevated oil prices for an extended 
period can substantially raise consumer price inflation through the impact on input prices. 
Also, the currencies of many regional countries have depreciated in recent months. In Sri Lanka 
and Pakistan, the local currency has depreciated 80 percent and 36 percent vis-à-vis the US 
dollar since the beginning of 2022, respectively (Section 1.4). Accordingly, the exchange rate 
and oil prices together account for around half of the total deviations of 2022Q2 inflation from 
the long-run average (Figure 1.7). In India, the recent depreciation of the rupee vis-à-vis the US 
dollar contributed to higher inflation, as do higher oil prices. Maldives, like most other South 
Asian countries, is a net importer of energy, and so oil prices have a positive impact on its 
inflation. But because Maldives’s currency is pegged to the US dollar, its currency appreciated 
against most other currencies during the recent strengthening of the dollar, and so exchange 
rate movements have a negative impact on inflation. The contribution of the exchange rate 
is slightly positive in Bangladesh, as the country’s currency depreciated against the dollar in 
June 2022. In Pakistan, estimates using data from July-August show a large contribution of 
currency depreciation, as the rupee fell more than 14.4 percent vis-à-vis the dollar in July.

Figure 1.7. Fluctuations in the exchange rate and oil prices help explain recent inflation
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Box 1.1. Pass-through of global commodity prices in South Asia

The pass-through of global commodity prices to domestic prices varies across coun-
tries and goods, and over time (Abbas and Lan 2020; Jiménez-Rodríguez and Morales-
Zumaquero 2022; Sahoo, Kumar, and Gupta 2020). In general, the pass-through of 
global commodity price changes is stronger for markets that trade with the rest of the 
world. As such, with increased integration with the global market, the pass-through has 
strengthened in emerging markets, especially in goods for which a country is a larger 
importer or exporter. At the same time, price policies including subsidies, price con-
trols, and ceilings dampen the pass-through. This box compares the price changes in 
the global and domestic markets for four commodities (wheat, diesel, edible oils and 
fats, and sugar) that are widely traded by South Asian countries. The focus here is on the 
more direct pass-through to domestic prices of these four items in three countries (India, 
Bangladesh, and Pakistan) for which detailed goods-level price data are available. 

Comparing the global price inflation of key commodities with the inflation of similar 
goods in the domestic market over 2017-June 2022 (Table 1.1) shows distinct patterns 
across goods and countries, and over time.

• Consumer price inflation, measured as the change in the price paid by 
domestic households in local currencies, is generally lower and less vol-
atile than the price inflation for the same goods in international markets. 
The correlation of consumer price inflation with global price inflation varies 
widely across products and countries. 

• Across goods, the correlations between domestic and global price changes 
are stronger for edible oils than for other goods, likely because all three coun-
tries are importers of edible oils which increases the global price pass-through.

• Across countries, wheat and sugar price fluctuations in India have a very 
low (or negative) correlation with the respective global prices.3 The country 
is a large producer of both products and can use domestic stocks to buffer 
against international price movements. Diesel prices in Bangladesh exhibit 
low volatility, and price changes are uncorrelated with global price move-
ments, as fuel subsidies play an important role in domestic pricing. 

3 Boffa and Varela (2019) look at international price transmission for food items in India and find that for edible oils, rice, 
and bananas, it takes an average of five to fourteen months for international price troughs to transmit to the domestic 
markets.
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• Correlations between domestic and global price movements also change over 
time. For example, in Pakistan, the correlations are stronger in all four commod-
ities in the pre-2021 subsample compared to the full sample, especially for wheat 
and sugar, suggesting reduced pass-through of global price movements since 2021.

The co-movement of domestic price changes with global price inflation—wheat in 
Bangladesh, diesel in Pakistan and India, edible oils in all three countries, sugar for 
Bangladesh—suggests that the local market is well-connected with the global mar-
ket for the goods. But few countries have a one-to-one pass-through of global price 
volatility to the local market, because other factors, such as incomplete pass-through 
of exchange rate movements and taxes and subsidies, also play a role in determining 
domestic price inflation.

Table 1.1. Local price inflation is less volatile than global price inflation for the 
same goods, and correlation with the global price inflation varies by goods and 
across countries

Standard deviation of monthly CPI inflation

 World India Bangladesh Pakistan

Wheat 22.0 5.2 11.4 16.8

Diesel 47.0 10.3 7.7 25.6

Edible oil 29.4 11.9 15.7 17.2

Sugar 24.6 10.2 16.7 18.8

Correlation with world price inflation for the commodity

  India Bangladesh Pakistan: Up to 
Dec 2020

Pakistan: 2021-
July 2022

Wheat  -0.26 0.68 0.34 -0.50

Diesel  0.64 0.27 0.77 0.27

Edible oil  0.81 0.75 0.76 0.02

Sugar  0.24 0.71 0.80 0.60

Source: Haver Analytics, World Bank commodity prices Pink Sheet, and staff calculations. 
Note: All prices are in US dollars, and local prices are converted using the monthly average exchange rate with the US 
dollar. The sample is taken from January 2017-June 2022 except for edible oil and sugar for Pakistan (since July 2017). 
The pre-2021 subsample for Pakistan ends in December 2020. For fuel prices, crude oil prices (world) and diesel prices 
(for each country) are used. For edible oil prices, palm oil prices (world and Bangladesh), the average price for oils and 
fats (India), and cooking oil prices (Pakistan) are used.
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The case of Pakistan is illustrative of how pass-through in commodity markets has 
changed over time. 

Exchange rate movements affect local prices, and depreciation of the local currency 
vis-à-vis the dollar can lead to domestic price inflation even without changes in the 
dollar price in the global market (see also Box 1.2). Indeed, in Pakistan, where the 
exchange rate has been more volatile than in some other countries in the region, 
exchange rate fluctuations (measured as the year-over-year change in the USD-PKR 
exchange rate), can explain some of the differences between the global and local price 
inflation differentials before 2021. Figure 1.8 compares global dollar price inflation 

Figure 1.8. Exchange rate movements and pass-through of global commodity 
prices in Pakistan
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with local price inflation in the Pakistani rupee, and attributes part of the difference 
between the two to the impact of exchange rate movements. The domestic price 
inflation (in local currency) was higher than the inflation in the global market (in the 
US dollar), before mid-2020 for edible oils and before 2021 for diesel and sugar. That 
coincided with a period of depreciation of the Pakistani rupee vis-à-vis dollar, which 
contributed to the higher domestic inflation. The same relationship held between 
domestic and global price inflation for wheat during 2019-2020, but not pre-2019, 
likely due to price controls on domestic wheat prices in the earlier period.

But since 2021, exchange rates have had much smaller effects on domestic prices of 
the four commodities in Pakistan, while price controls and price relief policies play an 
increasing role. With the rapid rise in global commodity prices since mid-2021, domes-
tic price inflation fell below global price inflation for the same goods, despite the 
sizable depreciation of the local currencies since late 2021 (Section 1.4, Figure 1.15). 
The falling domestic food and fuel inflation was the result of price relief policies. For 
example, the government enacted energy price relief policies in February 2022, which 
lowered the domestic fuel price inflation when global energy prices were rising. The 
subsequent removal of those measures in May-June raised domestic price inflation as 
global inflation was moderating.4 

While subsidies and price controls dampen the impact of global price fluctuations on 
domestic markets, they also distort local prices and lead to an increased fiscal bur-
den on the government. Targeted cash transfers or income relief that direct resources 
toward vulnerable households may be more efficient policy choices.

Higher global commodity prices contribute to the rising domestic food and fuel prices, but 
the pass-through is not one-to-one. Some items may have locally segmented markets that 
are not affected by global prices, while others track changes in global prices. Local markets 
also change over time. In addition, exchange rate fluctuations, price relief policies, and sub-
sidies can weaken the pass-through of global commodity prices. Box 1.1 looks at the histori-
cal pass-through in four major food and energy markets in Bangladesh, India, and Pakistan, 
and finds that the pass-through is stronger before 2021 while price-related local policies play 
a bigger role in determining local prices after mid-2021. 

4 Amaglobeli et al. (2022) also find reduced pass-through post-2021 for global fuel prices for countries around the world.
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1.3 Elevated global prices and protectionist policies exacerbate shortages 

Elevated global commodity prices contribute to existing food shortages and food insecu-
rity in South Asia. Food insecurity has always been a concern in many South Asia countries. 
Five out of twelve Asian countries with the highest prevalence of insufficient food consump-
tion are in South Asia (WFP 2022). High food prices have likely worsened the situation, making 
food less affordable for households. Higher transport costs due to more expensive fuels also 
contribute to higher food prices. Rapidly rising fertilizer prices can reduce their use, leading to 
lower agricultural production and higher food prices amid lower supplies. Rising prices of food 
and other basic goods have also eroded people’s real income, contributing to poverty levels.5

Increasing shares of the population have 
insufficient food consumption as high 
food prices and shortages persist. In 
Afghanistan, food inflation reached 25 per-
cent in July, while in Sri Lanka food price 
inflation has stayed above 50 percent since 
May. In Afghanistan, food insecurity also 
stems from a lack of income as on-budget 
aid dried up. As a result, even though sur-
veys report the availability of food items in 
stores (World Bank 2022c), food has become 
unaffordable for an increasingly large group 
due to the nominal drop in income and 
increase in prices. Over 90 percent of the 
population is estimated to have insufficient 
food consumption (Figure 1.9). In Sri Lanka, 
limited harvests, higher transport costs, lack 
of fertilizers, and the inability to finance 
food imports as the country’s currency 
depreciated drastically and foreign reserves 
depleted, have all contributed to food shortages and skyrocketing food prices. By September 
2022, 33 percent of the population is estimated to have insufficient food consumption, com-
pared to 17 percent a year ago.

5 World Bank poverty numbers have been recently updated. Poverty lines using purchasing power parity exchange rates to allow 
comparisons across countries have been updated (World Bank 2022b). Most of the region’s poor live in India and Bangladesh, 
particularly in urban centers in India. However, data for India, Nepal and Bangladesh is based on household expenditure patterns 
from more than a decade ago (6 years for Bangladesh). The new numbers from Pakistan suggest considerable progress in eradi-
cating poverty prior to COVID and the 2022 floods. Appendix A.1.1 provides the numbers.

Figure 1.9. Food insecurity has worsened 
in Sri Lanka and remains dangerously 
high in Afghanistan
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The recent floods in Pakistan threaten to put food out of reach in the most affected regions 
of the country. The catastrophic floods are expected to have a profound impact on the coun-
try’s food supply as 9.4 million acres of crops are affected, close to 1 million livestock were 
lost, and large swathes of agricultural land are now submerged (Gishkori 2022; Government 
of Pakistan 2022). The uncertainty about when the water will recede has affected the next 
planting season and hence may impact future food supplies. Prices of vegetables are already 
rising amid food shortages, threatening to aggravate inflation (Mangi and Dilawar 2022) and 
putting food out of reach for an increasingly large group of vulnerable people (see also World 
Bank 2022d).

With rising commodity prices and supply disruptions due in large part to the war in 
Ukraine, South Asian countries have resorted to export restrictions on food and fertiliz-
ers to ensure domestic supplies, amplifying the food shortages for others in the region. 
Afghanistan, Bangladesh, and India implemented export restrictions on grains and grain 
products in 2022, while India and Pakistan have capped the volume of sugar exports (Table 
1.2). India is the largest rice exporter by volume and accounts for 40 percent of the global rice 
trade (Parija and Afonso 2022). The country’s recent ban on broken rice export is expected to 
impact about one-fifth of the country’s rice exports (Parija and Pradhan 2022), which could 
lead to global supply concerns and allow rival exporters (e.g., Thailand and Vietnam) to raise 
prices, adding to global food inflation. While South Asian countries are small producers of 
sugar and wheat, India and Pakistan are responsible for large proportions of those goods in 
the regional market. 

In general, export restrictions feed into higher global prices. Export restrictions are often 
the result of rapidly rising global prices or localized shortages. But by limiting the quan-
tity of goods available on the global market, the restrictions in turn raise global prices fur-
ther (Espitia, Rocha, and Ruta 2022; Pangestu and van Trotsenburg 2022). The restrictions 
can also lead to hoarding, which feeds into rising global prices. Sometimes, even without 
shortages in the local market, countries use export restrictions as precautionary measures 
to ensure sufficient supply in the domestic market before supplying to the global market. 
India restricted sugar exports despite a large harvest earlier this year (Firstpost 2022). While 
the practice may not limit global supply in the end, export restrictions by a large produc-
ing country can generate speculation in the global commodity exchanges about future price 
increases (Associated Press 2022; Robles, Torero, and von Braun 2009). Past experiences 
have also shown that restrictions by one country can also prompt other exporting countries 
to follow suit, leading to a bad equilibrium with much higher prices (Giordani, Rocha, and 
Ruta 2016; Glauber, Laborde, and Mamun 2022). 

Export restrictions by trade partners have adversely impacted global markets in prod-
ucts imported by South Asian countries. Among trading partners, export licensing rules on 
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Table 1.2. Export restrictions on food and fertilizers by South Asian countries and major 
trading partners

Current Food Export Restrictions

Country Measure Period Global market share 
(Kcal, USD)

South Asian countries

Afghanistan Export ban on wheat 5/20/2022 – 12/31/2022 0

Bangladesh Export ban on rice 6/29/2022 – 12/31/2022 0.02%, 0.04%

India

Export ban on wheat 5/13/2022 – 12/31/2022 0.12%, 0.15%

Export licensing on sugar 6/1/2022 – 10/31/2022 3.72%, 4.36%

Export ban on sugar 6/1/2022 - 10/31/2022 3.74%, 4.36%

Export licensing on wheat flour and 
related products 7/12/2022 – 12/31/2022 1.48%, 2.17%

Export ban on wheat flour, 
semolina, maida 8/25/2022 - 12/31/2022 1.48%, 2.17%

Export ban or taxes on rice 9/9/2022 - 12/31/2022 25.93%, 30.32%

Pakistan Export ban on sugar 4/15/2022 – 12/31/2022 1.92%, 1.69%

Major trading partners of SAR

Indonesia Export licensing on palm oil, palm 
kernel oil 1/31/2022 – 6/7/2022 (inactive) 54.61%, 51.68%

Russia 

Export ban on wheat, meslin, rye, 
barley, maize, sugar 3/13/2022 - 6/30/2022 (inactive) 13.41%, 13.11%

Export ban on sugar 3/14/2022—8/31/2022 (inactive) 0.35%, 0.36%

Export ban on rapeseed 4/1/2022— 2/1/2023 1.79%, 1.39%

Export ban on sunflower seeds 4/1/2022 - 8/31/2022 (inactive) 8.64%, 5.29%

Export taxes on wheat, barley, and 
corn 4/13/2022 – 12/31/2022 13.49%, 13.19%

Export licensing on sunflower oil 4/15/2022 - 8/31/2022 (inactive) 17.08%, 18.24%

Export taxes on sunflower oil and 
meal 4/15/2022 – 12/31/2022 12.45%, 13.66%

Export taxes on soya beans 4/15/2022 – 8/31/2024 0.44%, 0.36%

Table continues on the next page
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palm and palm kernel oils were in effect in Indonesia until June, which affected over half 
of the global market share for palm oils. Russia, a major exporter of agricultural products, 
implemented export bans, taxes, or licensing policies on a range of edible oils, grains, and 
sugar. These restrictions affect over 13 percent of the global market share for wheat, barley, 
and corn, and over 15 percent for sunflower oil. Rising energy prices raise the cost of fertil-
izer production, and major producing countries such as China and Russia initiated export 
bans or licensing on fertilizer products in late 2021 or early 2022. The two countries sup-
ply large shares of the global fertilizer output and significant portions of fertilizers in South 
Asia, for example, fertilizers from the two countries took up 35 percent of India’s total fertil-
izer imports in 2019. As such, the restrictions severely limited global supplies and adversely 
impacted South Asia’s access to fertilizer imports. 

Estimates based on countries’ historical bilateral trade flows and export restrictions of 
trading partners both within and outside the region suggest that the trade restrictions can 
have large immediate impacts on South Asian countries’ food and fertilizer imports (Figure 
1.10). Between 20 to 30 percent of total food imports (in USD) are impacted in Afghanistan, 
Bangladesh, and Pakistan, while about 30 percent of India’s food imports are impacted. 
Note that this does not mean countries’ total food imports are reduced by these amounts. 
Instead, countries find alternative sources for imports by shifting trading partners (Section 
1.4), but often at higher prices, and as a result the total food import value likely increased 
due to trading partners’ trade restrictions. The scales are even larger in calories, as many 
impacted food items are also ones with higher calorie contents per price unit, such as edible 
oils. As these foods provide more affordable options for sufficient daily calorie intake, the 

Current Fertilizer Export Restrictions

Country Measure Period Global export share 
in nitrogenous, 

potash, phosphates

Major trading partners of SAR

China
Export licensing on fertilizers 9/24/2021 – 12/31/2022 10.6%, 1.2%, 11.4%

Export ban on phosphate rock 9/28/2021 – 12/31/2022 0.60%

Russia

Export licensing on nitrogenous 
fertilizers 11/3/2021 – 12/31/2022 10.1%, 2.8%, 8.5%

Export ban on fertilizer 2/2/2022 – 8/31/2022 (inactive) 10.1%, 18.7%, 8.6%

Source: World Bank food security update September 15, 2022 (World Bank 2022e), food and fertilizer restrictions during the 
Ukraine-Russia crisis (dataset), World Food Programme (accessed September 18, 2022), https://public.tableau.com/app/profile/
laborde6680/viz/ExportRestrictionsTracker/FoodExportRestrictionsTracker.
Note: Food and fertilizer restrictions during the Ukraine-Russia crisis were constructed following the methodology in Laborde 
and Mamun (2022). 

Table 1.2 continues

c o P I n g  w I t H  s H o c k s :  m I g R A t I o n  A n d  t H e  R o A d  to  R e s I l I e n c e

1 8

https://public.tableau.com/app/profile/laborde6680/viz/ExportRestrictionsTracker/FoodExportRestrictionsTracker
https://public.tableau.com/app/profile/laborde6680/viz/ExportRestrictionsTracker/FoodExportRestrictionsTracker


trade restrictions could have outsized impacts on the poorer households in the importing 
countries, worsening existing consumption inequalities. The restrictions on fertilizers have 
a larger impact on the imports of Bangladesh, Nepal, Pakistan, and Sri Lanka. As the world’s 
largest fertilizer importer, India’s fertilizer imports are also impacted by trading partners’ pol-
icies, but a diversified group of trading partners, including Saudi Arabia and UAE, in addition 
to China and Russia, helps mitigate the overall impact.

Figure 1.10. Trading partners’ exports restrictions could have large immediate impacts 
on South Asian countries
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Source: Laborde and Mamun 2022, Food and fertilizer restrictions during the Ukraine-Russia crisis (dataset), World Food 
Programme (accessed September 18, 2022), https://public.tableau.com/app/profile/laborde6680/viz/ExportRestrictionsTracker/
FoodExportRestrictionsTracker.
Note: Methodology in Laborde and Mamun (2022), based on average 2018-2020 bilateral trade flows at the HS6 level. The num-
bers shown are for current trade restriction measures and do not take into account exceptions made to export bans.

Export restrictions raise domestic prices for South Asian countries and add to countries’ 
fiscal burden as subsidy costs rise. South Asian countries are large importers of edible 
oils, and restrictions on edible oil exports by Indonesia earlier limited countries’ ability to 
import and led to rapidly rising edible oil prices. Bangladesh, Bhutan, Nepal, Sri Lanka, and 
Afghanistan all import sugar from India, and India’s cap on sugar exports can significantly 
raise the import and retail prices.6 The CPI inflation for sugar increased to over 30 percent 
in June for both urban and rural areas of Bangladesh, while domestic sugar inflation stayed 
below 5 percent in India. India’s 20 percent duty on rice exports imposed recently (see Table 
1.2) is expected to increase rice prices in regional countries. Following fertilizer export restric-
tions by China and Russia in late 2021, Pakistan’s wholesale price (WPI) inflation for fertil-
izers reached above 40 percent in November 2021 and over 80 percent in July 2022. As the 
importing countries struggle to deal with rising prices, many find subsidy costs rising as the 
difference between the import price and the price ceiling at retail widens (Section 1.6). Price 

6 Bhutan was granted a special concession to import wheat and sugar from India. 
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subsidies have short-term benefits: fertilizer subsidies can help farmers contain costs and 
avoid disruptions in food production, while price subsidies on basic food items alleviate bur-
dens on poorer households and reduce the risk of food insecurity. But similar to fuel subsi-
dies, food and fertilizer subsidies increase the government’s fiscal burden. Subsidies also 
distort domestic market prices, encourage overuse of fertilizers, and could contribute to ris-
ing trade and current account deficits. 

Export restrictions sometimes can backfire and hurt the exporting country. For an 
exporter that produces a large share of the global market, export restrictions can raise global 
prices relative to domestic prices. Seeing the higher global prices, local producers could start 
hoarding to export at the higher price later. Research on the food crisis and countries’ policies 
during 2008-2010 suggests that export restrictions together with reactions by the importing 
countries can lead to a full transmission of higher prices to the exporting country (Anderson, 
Martin, and Nelgen 2010; Anderson and Nelgen 2012), and thus defeating the purpose of the 
export restrictions. Export restrictions that last for a longer period can also reduce domestic 
production as producers shift to goods and sectors without restrictions and with higher prof-
its. Over time, export restrictions reduce importing countries’ perception of the exporters’ 
reliability as a supplier, thus impairing the exporters’ competitive position. Both the short-
term and long-term adjustments of local producers lead to a shortage in the local market, 
driving up domestic prices and defeating the initial goal of the restrictions.

1.4 Mounting external sector pressures

With shifting global and domestic economic situations, South Asian countries face rising 
trade deficits, stagnating remittance inflows, and increased net capital outflows. In Sri Lanka, 
pressures in the external sector have morphed into an economic crisis, while in Pakistan, for-
eign reserve levels are dangerously low.

Higher commodity prices have raised import prices for South Asian countries, contribut-
ing to rising trade deficits. Estimates based on countries’ recent historical trade flows and 
assuming no change in trade volumes show that global fuel and food price increases as of 
the end-May 2022 have had a large impact on the countries’ trade balances (Figure 1.11). The 
region is especially vulnerable to price surges in crude oil, coal, and palm oil, due to its large 
net import positions in these commodities. Afghanistan is particularly vulnerable to higher 
food prices, as the country has large negative trade balances in wheat and wheat products. 
While all countries in the region are vulnerable to fuel price increases, the impact is largest 
in Afghanistan and Maldives, as both are large net importers of petroleum products relative 
to the size of their economies. In Afghanistan, this is partially offset by its positive net export 
position in coal. India has large negative trade balances in coal and crude oil but is a net 
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exporter of petroleum products, which also helps offset the impacts of higher coal and crude 
oil prices. Although fertilizer prices have increased drastically, the impact on the region is 
relatively small as fertilizer takes up a small proportion of total imports. As commodity price 
inflation moderates in recent months, the impact of commodity price changes (y-o-y) has 
come down to below 3 percent of GDP as of end-August.

Figure 1.11. Impact of commodity price changes on South Asian countries (May 2021-
May 2022)
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Worsening terms of trade and unfavorable price elasticities exacerbate trade imbalances. 
In addition to commodity prices, global prices of many intermediate and consumer goods—
South Asia’s main exports—have also gone up, but less so than the prices of basic commodi-
ties.7 This asymmetric price movement leads to a deterioration in the region’s terms of trade. 
In fact, because the price elasticity of demand for commodities is generally low similar to 
other necessity goods, when prices increase, consumers dissave to sustain similar levels of 

7 South Asia’s main exports include textiles and clothing, petroleum oils excluding crude, etc. Raw materials take up 7.6 percent 
of the region’s total export value, while intermediate and consumer goods take up 30.5 and 46.2 percent, respectively, as of 
2016. Maldives and Afghanistan have the largest shares of raw materials out of their exports; while Bangladesh, Sri Lanka, and 
Pakistan have the largest shares of consumer goods. Out of the region’s imports, raw materials take up 32 percent, intermediate 
goods 30.7 percent, capital goods 22.4 percent, and consumer goods 14.2 percent (World Integrated Trade Solution, last accessed 
August 24, 2022).
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consumption. In contrast, the price elasticity 
of demand for most consumer goods, espe-
cially durables, is high, and so when prices 
increase, consumers reduce consumption of 
these items, and South Asia’s export receipts 
fall. As such, the different price elastici-
ties mean that a rise in prices can lead to a 
deteriorating current account even without 
worsening terms of trade. Box 1.2 explores 
the effect of dollar invoicing on the region’s 
trade. Added to that, import demand is ris-
ing as South Asian economies recover, while 
weakening global growth limits the region’s 
export growth. As a result, the region’s trade 
deficit widens (Figure 1.12).

Rising commodity prices have led coun-
tries in the region to shift trading partners. 
Afghanistan increased exports of coal and 
fruits to Pakistan since late 2021, which has 
helped Afghanistan improve the trade bal-
ance, increase revenue collection and boost 
income, while Pakistan benefits from access 
to coal close to home. To reduce average 
import prices, Pakistan relaxed trade restric-
tions with India for certain goods, and trade between the two countries picked up sharply in 
2022Q2 (Dilasha and Mishra 2022). In response to Indonesia’s ban on palm oil exports during 
the first half of the year, India increased imports of edible oils from Malaysia, which softened 
the blow of the trade restriction. India also increased its share of oil imports from Russia. 
Historically, India imported 2-4 percent of the total value of its mineral fuel and oil imports 
from Russia. The share has risen to over 10 percent in April-May 2022 (Haver Analytics). The 
increase is even larger in shares of total volume, considering that India has been getting dis-
counts on its oil imports from Russia that amounted to $20-30 per barrel initially and fell to 
$7-8 per barrel more recently (Verma 2022). The ability to shift trading partners affords coun-
tries greater flexibility and helps reduce import bills.8 

8 One way to reduce trade costs and increase flexibility in trade is through free trade agreements. Franco-Bedoya (2022) quantifies 
the trade creation effects of trade agreements signed by South Asian countries since 1990 and finds that they on average increase 
trade by at least 20 percent in South Asia, especially for intra-regional agreements and in the agriculture sector.

Figure 1.12. South Asia goods trade 
import-export gap widens
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In addition to widening goods trade deficits, weak growth in official remittance inflows 
and the slow recovery of tourism also contributed to current account deficits. South 
Asian countries typically have larger goods import bills than export receipts. In the past, 
net services exports (e.g., tourism) and remittance inflows cover most of the gap, leaving 
modest current account surpluses or deficits. But tourism has been slow to recover from 
the COVID shock in most countries in the region, while official remittance growth stag-
nates (see also Chapter 3).9 All the factors contribute to rising current account deficits. 

• Sri Lanka is facing pressures from all angles, including falling remittances and tour-
ism income (Spotlight on Sri Lanka, Figure S.10).

• In Bangladesh and Pakistan, while remittance inflows have recovered since 2021 
and stayed above the pre-pandemic levels, the year-over-year growth of remittance 
inflows has slowed and even turned negative in some months. As a result, remittance 
inflow can only offset part of the trade deficits, leading to widening current account 
deficits (Figure 1.13.A-B).

• In Nepal and Bhutan, the slow recovery in tourism means the countries are missing 
an important source of income that in the past offset trade deficits (Figure 1.13.C-
D). While Nepal’s remittance inflows have grown in recent months, the country’s 
tourism income—a small part of total exports but helped offset goods trade defi-
cits in the past—is yet to recover to the pre-pandemic level. Bhutan’s tourism sec-
tor was hit hard during COVID, with the borders closed to tourists until September 
2022.

Capital outflows add to balance of payments pressure. As advanced economies started 
monetary tightening sooner than India, the difference in returns between India and advanced 
economies narrowed in the first half of 2022. India witnessed a foreign portfolio investment 
(FPI) net outflow of US$29.7 billion in the first six months of 2022 (Figure 1.14). But starting in 
July, portfolio investors turned into net buyers in India as tightening by the Reserve Bank of 
India widened the rate gap with advanced economies (see also Section 1.5).

As pressures over the balance of payments rise, countries’ exchange rate faces depreci-
ation pressures. Major currencies in the region have depreciated against the US dollar and 
the currencies of main trading partners since January 2022 (Figure 1.15.A).10 The Sri Lankan 

9 It is possible that the resumption of travel has allowed more remittances to flow in through informal channels, although recent 
data on household receipt of remittances (both formal and informal) are not available. Remittances that come into the country 
through unofficial channels are not being recorded as secondary income in the current account. They may appear as errors and 
omissions or as private capital inflows in the balance of payments, and they still help increase the consumption of receiving 
households, even though they do not count towards official reserves.
10 The countries’ currency also depreciated vis-à-vis the US dollar in real terms, as inflation (y-o-y) also reached high levels in 
the U.S. in recent months. The real exchange rate for Indian rupee depreciated more than the nominal exchange rate because 
of higher inflation in the U.S. than in India. For Pakistan and Sri Lanka, the real exchange rate also depreciated but less than the 
nominal exchange rate.
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rupee, which has had the largest depreciation, fell over 80 percent against the dollar and 40 
percent against trading partners’ currencies from January to July 2022. Pakistan, which has 
a market-determined exchange rate, saw its currency depreciate by 36 percent against the 
dollar between January and September, and 14 percent against trading partners between 
January and July (more recent data not available). Facing increased pressure on its exchange 
rate and a rising gap between the official and informal exchange rates, Bangladesh switched 
to a floating regime in early June but only for a few days, which resulted in a depreciation 
of about 11 percent against the US dollar. In mid-September, the Bangladesh Bank adjusted 
the official exchange rate in line with market rates, leading to an 11.7 percent depreciation 

Figure 1.13. In addition to rising trade deficits, weak growth in remittance inflows 
(Bangladesh and Pakistan) and slow recovery of services exports (Nepal and Bhutan) 
also contribute to current account deficits
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in a single day. India has had relatively small currency pressures, especially against trading 
partners’ currencies, while its dollar exchange rate fell slightly as the US dollar strengthened. 
Relatively smooth exchange rate adjustments help reduce the balance of payments ten-
sions, as cheaper domestic goods and more expensive imports help correct trade deficits. 
But a drastic depreciation can feed into inflation through imports and raise costs in local cur-
rency terms for domestic borrowers trying to make repayment on foreign debt. Continued 
depreciation can also lead to diminished confidence in the currency and limit foreign cur-
rency inflow, as for Sri Lanka. 

Regional countries adopted various policies to support the balance of payments and sta-
bilize the exchange rate. With increasing import bills, stagnating official remittance growth, 
and increasing net capital outflows, countries’ foreign exchange reserves dwindled (Figure 
1.15.B). To stabilize the exchange rate, countries with a managed exchange rate regime 
sold foreign currency, which contributed to falling reserves. Although Pakistan has a float-
ing exchange rate regime, its increased debt payment and lack of external financing led to 
falling foreign reserves (The Economic Times 2022), which are now enough to cover little 
over a month’s imports. Many countries in the region implemented import controls, and 
Bangladesh adopted broader quantity controls (Table 1.3), such as rolling blackouts and 
closing diesel power production, to curb electricity consumption and reduce oil and gas 
imports. To attract foreign currency inflows, countries enhanced incentives to attract remit-
tance inflows through the official channel and removed interest rate caps on non-resident 
deposits. 

Figure 1.14. FPI net outflows (India) contributed to balance of payment tension
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Figure 1.15. Major South Asian currencies depreciate, while foreign exchange reserves fall
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Restrictive and ad hoc quantity control policies can be counter-productive. Import con-
trols can be effective in limiting the growth of import bills in the short term. But tight restric-
tions on a broad set of import goods can limit economic activities and damage export per-
formance. A recent impact evaluation of the series of import bans introduced in Sri Lanka in 
early 2020 shows that these bans have a negative impact on exports through input-output 
linkages (Fernandes et al. 2022). Over the medium term, import restrictions have also been 
shown to become implicit export taxes, as the tariffs raise domestic prices relative to global 
prices and thus create incentives for local producers to sell domestically instead of export-
ing (World Bank 2022f). Broader quantity controls such as rolling blackouts and closing of 
energy-intensive plants in Bangladesh can exacerbate existing supply constraints. Quantity 
controls can also fuel inflation if supplies fall short of domestic demand due to reduced out-
put or imports. 

Policies to formalize remittances have limited impacts in the presence of parallel exchange 
rate markets. Exchange rate management that artificially props up the local currency can 
give rise to parallel exchange rate markets where the informal exchange rate is higher than 
the official rates. As a result, incentives to encourage remittances and other foreign deposits 
to come in through official channels can be ineffective. This was the case in Sri Lanka earlier 
in the year, and it is in Bangladesh now. 
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Table 1.3. Intervention policies to restore the balance of payments and stabilize the 
exchange rate

 Exchange rate management Quantity controls Incentive policies

Bangladesh

Sold foreign currency to con-
tain depreciation; temporarily 
switched to floating rate in 
June.

Blackouts and factory closures 
to reduce energy imports; LNG 
imports from the spot mar-
ket postponed; 100 percent of 
advance payments required 
for a letter of credit for luxury 
and non-essential items (start-
ing July); imports in excess of 
US$3 million scrutinized by 
Bangladesh Bank; government 
purchase of vehicles stopped; 
less important development 
projects deferred. 

Interest rate ceiling on non-res-
ident foreign currency deposits 
withdrawn; ceiling on internet 
banking transfers and proof 
of source of income no longer 
apply for remittances.

Bhutan Pegged to INR

Bans on imports of vehicles 
except utility vehicles and agri-
cultural machinery as of Aug 
2022.

Remittance incentives scheme 
extended and enhanced from 1 
to 2%.

India

Sold foreign currency and 
operations in the forward 
and futures market to contain 
depreciation.

No existing import quantity con-
trols.

Removed rate cap on non-res-
ident deposits, and banks can 
freely increase rate to compete 
for foreign deposits.

Maldives Pegged to USD with a narrow 
range

Capital control through convert-
ibility measures: residents not 
allowed to exchange for foreign 
currency through the banking 
system.

—

Nepal Pegged to INR

Increased cash margins for 
trade finance transactions and 
customs duty for non-essen-
tial commodities; extended a 
ban on import of non-essential 
goods imposed until August 30; 
tightened import of two-wheel-
ers and mobile phone sets; cash 
deposit required to open letter 
of credit for imports.

Additional 1% interest rate on 
remittance deposits in BFIs (Aug 
2021); increased daily thresh-
old for money remitted from 
abroad from NPR 1m to NPR 
1.5m (Aug 2022); non-resident 
Nepalese allowed to open for-
eign currency saving account 
(Nov 2021).

Table continues on the next page
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With depleted foreign exchange reserves, Sri Lanka requested financing support from the 
IMF and Pakistan renewed its earlier arrangement. Both countries have reached agreements 
with the organization as of early September. In Sri Lanka, the funding facility of US$2.9 billion 
that is planned to operate for four years marks an important step in resolving its ongoing 
economic and balance of payments crises. For Pakistan, the agreement revives and extends 
the long-stalled 2019 Extended Fund Facility (EFF) program until mid-2023 and allows the 
disbursement of additional funding. Amid increasing balance of payments pressure and fall-
ing foreign exchange reserves, Bangladesh requested financial support from the IMF in July, 
making it the third country in the region—after Pakistan and Sri Lanka—to be engaging with 
the IMF this year.11 But unlike the other two countries, Bangladesh’s reserves have not fallen 
to dangerously low levels, the country is not facing political instability, and inflation is still 
below 10 percent although it is above recent historical levels. 

11 Nepal also has a program under the Extended Credit Facility.

 Exchange rate management Quantity controls Incentive policies

Pakistan Market determined

Temporary import ban on 694 
goods in May; import approval 
requirement for 25 mostly 
electronic products; in August 
bans were replaced with import 
duties.

Digital accounts introduced in 
Sept 2020 to allow non-resident 
Pakistanis easy access to bank-
ing services to attract foreign 
currencies; interest paid to dol-
lar-denominated deposits in the 
account at 6-7%.

Sri Lanka Managed float since May 12

Foreign exchange rationing 
for fuel and other essential 
imports; surrender require-
ments on export proceeds and 
remittances; temporary bans on 
imports; increased duties and 
licensing requirements.

Incentive to attract remittance 
in place previously.

Source: World Bank country economists.

Table 1.3 continues.
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Box 1.2. The dollar is whose problem: Impact of the US dollar dynamics on bilateral 
trade 

The US dollar has appreciated vis-à-vis most currencies since 2021. The ongoing mon-
etary policy tightening in the US and its safe-haven status have attracted capital flows 
into the country amid the deterioration of global growth prospects. As a result, the US 
dollar has seen a strong rally that continues with the trend observed since the Global 
Financial Crisis in 2008 (Figure 1.16.A). Historically, the US dollar fluctuations have a 
profound impact on other economies, as the then US treasury secretary John Connally 
famously put in 1975, “The dollar is our currency, but it’s your problem.” For countries 
that issue debt in US dollars, a depreciation of the local currency translates directly 
into higher borrowing costs (see also Section 2.3). Another important mechanism for 
the region is the impact of the exchange rate movement on trade. 

Figure 1.16. US dollar evolution and share of trade invoiced in US dollars
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Standard economic models suggest that the US dollar dynamics are not important 
by themselves. Instead, the bilateral exchange rate is more important when assess-
ing the impact of exchange rate movements on trade prices and volumes (e.g., the 
Mundell-Fleming framework). But modern trade models (such as the dominant cur-
rency paradigm, Gopinath et al. 2020) have shown that short-term price stickiness 
and the invoicing currency—the currency in which bilateral trade prices are set—also 
matter for trade flows. Trade prices are typically sticky in the short term because of 
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the duration of signed contracts.12 Most international trade prices are set in US dol-
lars, especially in emerging economies (Boz et al. 2022).13 Figure 1.16.B plots the share 
of total trade that is invoiced in US dollars for 110 countries. South Asian countries 
rank among those with the largest share of trade invoiced in dollars. Four of the eight 
regional countries have more than 80 percent of their trade invoiced in US dollars 
(data for Afghanistan, Sri Lanka, and Bhutan are not available).14 

Because of short-term sticky trade prices and the dominance of the US dollar in inter-
national trade, even if countries do not have direct trade with the U.S., their trade vol-
umes can be impacted by exchange rate fluctuations vis-à-vis the dollar. To illustrate 
the role of the US dollar in bilateral trade, take Pakistan as the home country and con-
sider Pakistan’s trade with the Euro area. 

If trade is invoiced in US dollar, the import price in rupee is given by the product of the 
euro price, the dollar-euro exchange rate, and the rupee-dollar exchange rate:

  P  rupees  
imports  =  ER   rupee _ USD      ×  

  ER    USD _ euro    ×  P  euros   
 
  

=  P  USD  
   

Importantly, the assumption of the sticky price implies that the dollar price   P  USD    is 
sticky and does not change in the short term.

For simplicity, assume that only the rupee depreciates against the dollar. Because 
the dollar price   P  USD    is sticky in the short term, while the rupee-dollar exchange rate 
increases, while the rupee-euro exchange rate increases following the rupee deprecia-
tion, Pakistan’s import price in rupee   P  rupees  

imports   also increases. This leads to falling import 
volume in the short term. 

At the same time, Pakistan’s export price in euro: 

  P  euros  
exports  =  ER   euro _ USD      ×  

  ER    USD _ rupee    ×  P  rupee   
 
  

=  P  USD  
   

12 When contracts are signed, they specify the price for a certain period, which leads to sticky prices. In some cases, one 
of the parties may try to renegotiate the price before the contract expires, for example in response to exchange rate 
movements. But negotiations take time, which also leads to sticky trade prices. 
13 Exporting firms may invoice their products in their own (exporter’s) currency, the destination country’s currency, or a 
third country’s currency like the dollar. The choice of invoicing currency depends on factors like strategic complementar-
ities (keeping the price of products as close as possible to those of competitors), returns to scale (if facing capacity con-
straints), and the currency of imported intermediate inputs (exporters may seek to match the currency of exports and 
imports). Adler et al. (2020) discuss this in more detail and show that US dollar pricing is linked to the use of imported 
intermediate goods (and participation in global value chains) but also that additional factors come into play.
14 The large shares of US dollar trade invoicing are not just driven by import price invoicing. In fact, larger shares of 
exports than imports are invoiced in US dollars in Bangladesh, Pakistan, and Maldives. 
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does not change, the dollar price is sticky in the short term and the euro-dollar 
exchange rate is assumed unchanged. This leads to no change in export volume. In 
other words, all the volume adjustment takes place on the import side.

This result may seem counter-intuitive, as one would expect the currency depreciation 
to make goods relatively cheap for European buyers, benefitting Pakistan’s exporters. 
But in the short term, this mechanism is often muted. For example, when the Pakistani 
rupee depreciated rapidly against the US dollar in 2019, Pakistan’s exporters did not 
expand shipments as fast as expected (Ahmad 2019), even though the depreciation 
gave them a price advantage relative to competitors. Brun, Gambetta, and Varela 
(2022) show that part of the low export response to depreciation is related to dollar 
price stickiness and US dollar invoicing.

During the most recent dollar rally, as the euro also depreciated against the dollar, 
European consumers face higher euro prices of imports from Bangladesh, because the 
bilateral trade is invoiced in the US dollar and the dollar prices are sticky in the short 
term. As a result, Bangladesh exporters do not benefit from the taka depreciation vis-
à-vis the dollar.

While the above example illustrates how the invoicing currency matters in bilateral 
trade, the impact depends crucially on sticky prices in the short term. Over time, as 
exporters adjust prices, both the exports and imports will fully adjust to reflect move-
ments in the bilateral exchange rate (e.g., the rupee-euro exchange rate). Nevertheless, 
the impact of dollar invoicing is particularly relevant now and for emerging economies 
(Boz et al. 2022). 

1.5 New challenges meet existing vulnerabilities in the financial sector

Equity market indexes drop as investment sentiment deteriorates with only India show-
ing resilience. As advanced economies started monetary tightening earlier and more aggres-
sively than some of the South Asian countries (e.g., India and Bangladesh), the interest rate 
differential with the U.S. narrowed, making the South Asian markets relatively less attractive 
to investors. At the same time, investor appetite for risk shifted due to heightened uncer-
tainty following the war in Ukraine. As a result, investors withdrew funds from the South 
Asian markets, and major stock indexes dropped in February and underperformed the S&P 
index in the spring (Figure 1.17.A). During May-July, as South Asian countries sped up mon-
etary tightening, the region’s markets outside of Sri Lanka performed better than the world 
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indexes, although weak investor demand kept all indexes below the pre-war levels. In the 
meantime, capital outflows continued, contributing to weak stock market performance: 
India saw a record US$29.7 billion in net FPI outflow in the first half of 2022, while Pakistan’s 
Special Convertible Rupee Accounts registered a US$1.2 billion net outflow during July 
2021-May 2022. But demand by domestic investors remained robust in India as the country’s 
economy showed signs of resilience. As foreign capital turned net buyer in India since July, 
the country’s index returned to the pre-war level, while all other major indexes in the region 
remain below pre-war levels. 

Growth in private sector credit demand continues rising and has outpaced deposit growth 
in some countries. A few factors have fueled private sector credit growth in the region 
(Figure 1.17.B). As capital market borrowing rates rise, private sector borrowers have shifted 

Figure 1.17. New and existing challenges in the financial sector
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to borrowing from banks. With elevated inflation, firms require higher working capital, while 
import financing needs also rise. The region’s demand is also recovering from the impact 
of COVID a year ago. In Pakistan, private sector credit has grown at over 20 percent year-
over-year for each month since March, as high inflation and currency depreciation require 
companies to increase borrowing. In Nepal, private sector credit growth has moderated in 
response to monetary tightening, but credit growth still outpaced deposit growth (Figure 
1.17.C). Not all increased credit goes into investment, as some is a response to higher infla-
tion, and so there is less concern for an investment bubble. But credit demand growth that 
outpaces deposit growth can lead to bank liquidity concerns.

Loan moratorium policies have masked possible asset quality deterioration and contrib-
uted to banks’ credit risks. Reported non-performing loans (NPL) as shares of gross loans 
have fallen (in Bhutan, India, Maldives Nepal, and Pakistan), or increased less than expected 
(in Bangladesh) given the tightening liquidity constraints and softening economic conditions 
(Figure 1.17.D). But the reported NPLs may not reflect the extent of deterioration in asset 
quality. Loan delinquencies among loans restructured under the COVID-era moratorium pro-
grams may not have been fully captured in the data, since loan delinquencies take time to 
show up in data and the forbearance programs expired only recently in some countries and 
are still ongoing in others (World Bank 2022a Box 1.3). For example, Bangladesh extended its 
loan payment moratorium through the end of 2022 and relaxed NPL restructuring require-
ments; broad-based support remained in place in Bhutan until the end of June 2022 when 
measures became more targeted. These program extensions further delay the full recogni-
tion of asset quality, and the longer these programs are maintained, the worse the fallout 
would be if it turns out that many of these firms and banks are insolvent. Monetary tighten-
ing that is ongoing in the region can also expose asset quality problems and lead to higher 
delinquencies as higher borrowing costs make it harder for borrowers to roll over debt. 

Rising sovereign risks can spill into the financial sector, while financial sector risks can 
lead to bailouts and thus sovereign risks. The J.P. Morgan emerging market bond index 
(EMBI) spreads, which measure investors’ perceptions of risk, show drastic increases for 
Pakistan and Sri Lanka since the beginning of the year, suggesting increased sovereign risk 
in both countries, while the risk for India remains subdued (Figure 1.18). Heightened sover-
eign risk can spill into the country’s financial sector. In Pakistan, banks’ capital adequacy 
calculations assume the government is a risk-free borrower, which means sovereign risks are 
not fully accounted for in banks’ balance sheets. In Sri Lanka, as the country defaulted on its 
external debt payment in April, the banking sector, which had sizable exposures to sovereign 
debt (about 40 percent of bank balance sheets) and has been facing severe liquidity issues 
(Spotlight section). At the same time, financial sector risks including bank credit and liquid-
ity risks can lead to bailouts by the government, which shift the risks to the sovereign and 
compound the rising sovereign risks.
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Figure 1.18. Sovereign risks rise in Sri Lanka and Pakistan
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Stronger supervision and regulation are needed to reduce systemic risks in the financial 
sector. Segments like micro, small and medium enterprises (MSMEs), non-bank financial cor-
porations (NBFCs), and microfinance faced the brunt of the impact during the pandemic, and 
stress in these segments can also be easily overlooked without strong supervision. As these 
are also the sectors that had high participation rates in the loan restructuring and forbear-
ance programs during the pandemic, stronger supervision is needed to ensure asset quality 
deteriorations in these sectors do not spill over to other parts of the economy. Similarly, a 
comprehensive review of bank balance sheets is needed to reduce the potential impact of 
sovereign risk on banks. 

1.6 Monetary policy continues to tighten while fiscal policy is constrained 
by space

South Asian countries continue to tighten monetary policy to fight inflation, anchor infla-
tion expectations, and stabilize capital flows. Pakistan and Sri Lanka started the tightening 
cycle relatively early—in late 2021 or the beginning of 2022—and have been more aggres-
sive. Pakistan has increased its key policy rate by 8 percentage points during the current 
tightening cycle, whereas Sri Lanka has raised its repo rate by 10 percentage points (Figure 
1.19.A). India and Bangladesh started tightening later than most advanced economies but 
have also started since April. Through three rounds of policy actions in May-August, India 
increased its key policy rate, the repo rate, from 4 to 5.4 percent. The country’s headline con-
sumer inflation has eased since May, although it is still above the central bank’s target range. 
Bangladesh similarly tightened in May with a 25-basis point hike, although it has not been 
enough to bring down the country’s inflation rates, as interest rate caps introduced in 2020 
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prevent banks from passing higher rates to borrowers. Box 1.3 estimates the effectiveness of 
regional central banks’ actions in affecting macroeconomic variables and finds that prices 
were not responding to monetary policy shocks.

Aggressive tightening in Pakistan and Sri Lanka has pushed up real rates, while real 
policy rates remain negative for other South Asian countries despite historically high 
policy rates. Because of elevated inflation and inflation expectations, the real rates in 
Bangladesh, India, and Nepal have stayed negative since mid-2020 (Figure 1.19.B), reflect-
ing an accommodative monetary environment. In contrast, the real policy rates computed 
using one-year ahead inflation expectations have turned positive in Pakistan since late 
2021, as rapid tightening curbed expectations about future inflation. But with the dras-
tic currency depreciation since April 2022 (Section 1.4), the country’s inflation has risen 
further to above 20 percent since June. Similarly, the real policy rate based on one-year 
ahead inflation expectations in Sri Lanka has also stayed positive following a large policy 
hike in April. 

Figure 1.19. Monetary policy tightens but real rates in most countries are still negative
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Box 1.3. How effective is monetary policy in South Asia?

The functioning of the monetary policy transmission mechanism is crucial in achiev-
ing central banks’ objectives. Elevated inflation (Figure 1.1) and potential de-anchor-
ing of inflation expectations could make the tasks of monetary authorities in the 
region increasingly challenging. The analysis in this box examines the strength of 
monetary transmission from interest rates to output growth and inflation in a panel of 
four South Asian economies – Bangladesh, India, Pakistan, and Sri Lanka. The empir-
ical approach is based on Brandao-Marques et al. (2020) and uses Jordà (2005)’s local 
projection method and monthly data between January 2003 and June 2017.15 We first 
identify monetary policy shocks and subsequently estimate whether a contractionary 
policy reduces economic activity and prices in the region. 

The identification approach assumes that monetary policy shocks are changes in 
policy interest rates that are not related to current and expected macroeconomic 
conditions. In other words, deviations from the Taylor-type rules aim to capture the 
non-systematic and unexpected part of monetary policy actions in the spirit of Romer 
and Romer (2004). More specifically, the monetary shocks for each country in our sam-
ple are residuals from the following regression:

 ∆  i  it   =  α  0i  +  α  1i    E  t    ∆ y  it+12     +  α  2i   E  
t
    π  it+12  +  ∑ 

j=1
  

2
   α  3ij   ∆  y  it−j  +   ∑ 

j=1
  

2
   α  4ij   ∆  p  it−j  +  ∑ 

j=1
  

2
   α  5ij   ∆  neer  it−j  +  ∑ 

j=1
  

2
   α  6ij    i  it−j  +  ε  it        

where   E  t    ∆ y  it+12    and   E  t    π  it+12    are the 12-month-ahead market forecasts of GDP growth and 
inflation as measured by Consensus Forecasts, while y, p, i, and neer denote output, 
prices, a short-term interest rate, and the nominal effective exchange rate (in logs), 
respectively.

We estimate the response of industrial production and prices to such identified policy 
shocks for each horizon h, as follows:

  y  it+h   =  μ  i  
h +  ∑ 

j=0
  

2
   γ  j  

h     ̂  ε   it−j  +  δ  0  h   ∆  neer  it   *    ̂  ε   it  +  ∑ 
j=0

  
2
   β  1j  

h    Z  it−j  +  ∑ 
j=1

  
2
   β  2j  

h    i  it−j  +  x  it      𝝀   h +  ω  it  
h   

where   μ  i  
h   stands for a country fixed effect and the vector Z includes contemporaneous 

and lagged values for y, p, and neer. The vector    x        comprises global and country-specific 
controls, including the VIX, a commodity price index, the first principal component of 
the shadow policy rates for the United States, euro area, and Japan, and country-level 

15 The dataset from Brandao-Marques et al. (2020) covers the considered period.
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monthly temperature and precipitation anomalies. The behavior of the exchange rate 
is explicitly considered given its importance in monetary policy transmission in small 
open economies. The coefficient associated with the contemporaneous country-spe-
cific policy shock (  γ  0  h  ) reflects the impact on output (or prices) when the exchange rate 
channel is shut down, whereas the interaction term coefficient (   δ  0  h  )     adds to the total 
output (or price) response after considering the amplifying effect of exchange rates. 

Results in Figure 1.20 indicate that the transmission from interest rates to inflation 
is absent in the region. Output declines with a lag, in line with conventional theory, 
and peaks at a negative 0.7 percent after 12 months. The effect of one standard devia-
tion policy hike on prices, however, is more muted and not significantly different from 
zero. The outcome does not change even if we account for a potential appreciation, 
in contrast to the estimates for a broader sample of EMDEs in Brandao-Marques et al. 
(2020). Results on the monetary transmission are largely ambiguous in other studies 
that estimate VAR models for countries in South Asia (Mishra, Montiel, and Sengupta 
2016; Lakdawala and Sengupta 2021, among others).

Figure 1.20. Despite negative effects on output, prices do not respond to a 
contractionary policy shock
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The weak monetary policy transmission could be associated with different struc-
tural factors. Gupta and Sengupta (2016) and Acharya (2020), for example, document 
that the fiscal dominance of monetary policy in India might hamper its transmission 
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mechanism. Brandao-Marques et al. (2020) show that having a modern monetary pol-
icy framework (i.e., inflation targeting, an independent central bank, and transparent 
monetary policy) leads to a stronger transmission, and more so than financial devel-
opment or other characteristics. During most of the sample period, the regional coun-
tries did not have inflation targeting. The only exception is India, which introduced 
inflation targeting in late 2016.16 A longer sample covering more of the inflation target-
ing period in India might yield stronger results.

An alternative explanation is that our findings feature methodological drawbacks. A 
causal interpretation of the results is conditional on the monetary policy shocks being 
correctly identified. It is possible that Taylor-rule residuals still contain an important 
systematic component and are not fully exogenous, especially if the country does not 
use an interest rate as its main monetary policy tool. To address this, we use high-fre-
quency identification of shocks available for India (Lakdawala and Sengupta 2021) 
but the outcome remains the same.

In addition, we estimate a Bayesian Structural VAR using sign restrictions to iden-
tify structural shocks (for a critical survey see Fry and Pagan 2007). The VAR model 
includes four variables – the growth of industrial production, prices, and nominal 
exchange rate, as well as the policy interest rate. A monetary policy shock is identi-
fied by assuming that a monetary contraction leads to a contemporaneous price and 
output decrease and nominal currency appreciation.17 Estimated impulse response 
functions do not alter the previous conclusions – the effects of a policy rate increase 
on prices are not statistically significant.

The central banks’ effectiveness in containing inflation could be improved in various 
ways. More credible monetary policy frameworks with clear and transparent com-
munication and independent authorities could anchor inflation expectations better, 
reducing the degree of policy tightening needed to achieve the desired effects on 
inflation and activity. Clear guidance should help shape the expectations of finan-
cial markets, households, and firms in a way that does not destabilize the economy 
(Coibion, Gorodnichenko, and Weber 2022). This is particularly important in light of 
the recent developments and soaring prices worldwide.

16 The Central Bank of Sri Lanka officially moved to a flexible inflation targeting framework in 2020 (IMF AREAR database).
17 An alternative assumption of no contemporaneous effects on output is also considered, but the outcome does not 
differ significantly. 
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On the fiscal side, government spending needs rose due to rising subsidy costs. With higher 
food and fertilizer prices, subsidies on these goods (Table 1.4) are also becoming more expen-
sive to sustain. In India, the cost of fertilizer subsidies had already exceeded the FY23 (ending 
April 2023) budget allocation by June (Mukherjee 2022). The cost of fertilizer subsidies for 
FY22 (ended June 2022) in Bangladesh is 30 percent higher than the initial allocation. Food 
subsidies are also expected to increase compared with budget estimates due to the exten-
sion of the free food grain program for vulnerable households. The cost of food subsidies 

Table 1.4. Food and fertilizer subsidies in South Asian countries

Food subsidy Fertilizer subsidy

Bangladesh

Through the state-owned Trading Corporation of 
Bangladesh (TCB), the government is running its 
Open Market Sales (OMS) operations which provide 
necessary food items to the poor at a subsidized 
rate. Food subsidy at BDT55 bn in FY21/22.

The government recently increased the price 
of fertilizer in the domestic market margin-
ally, but subsidy payments are expected to 
remain elevated. Fertilizer subsidy at BDT120 bn 
in FY21/22

Bhutan The government fixed the prices of vegetables 
and fruits at the beginning of 2022.

Fertilizers imported from India via a special con-
cession; prices of fertilizers in the domestic market 
are fixed. There were no changes in fertilizer prices 
between FY20/21 and FY21/22. In the past, the 
government subsidy on fertilizers amounted to 
below 1 percent of total expenditure and declined 
by 70 percent in FY20/21. 

India

Under the Public Distribution System (PDS), 
grains are procured by the government from 
farmers at prices above market and sold at subsi-
dized rates or free to vulnerable and poor house-
holds. Food subsidies accounted for almost 1.2 
percent of GDP in FY2021-22.

100 percent subsidy on various types of fertiliz-
ers, paid to fertilizer companies based on sales.

Maldives
Blanket food subsidies mainly on rice, flour, and 
sugar; these subsidies have not changed over the 
past year.

—

Nepal
Subsidy on the producer side through subsi-
dies on seeds and agricultural equipment and 
reduced electricity tariff for irrigation.

Subsidies on chemical fertilizers.

Pakistan

Large scheme for wheat (which is largely pro-
cured through the government at set prices – 
above market) and sugar (subsidies along the 
value chain), direct subsidies to farmers.

Multiple subsidies on fertilizer, including direct 
transfers to fertilizer producers and cheaper gas 
available to fertilizer companies.

Sri Lanka
Price controls on agricultural products in 2021 
and early 2022, now still used sporadically such 
as maximum price on rice.

Source: World Bank country economists.
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for FY22 was 50 percent higher than the previous year in Bangladesh. At the same time, ele-
vated fuel import prices are making pre-existing fuel subsidies (World Bank 2022a) increas-
ingly expensive for governments. Countries such as India cut fuel taxes to reduce the burden 
of higher fuel prices on the domestic economy, but this created an additional fiscal burden 
(The Indian Express 2022). In contrast, other countries have steered away from protecting 
consumers from fuel price increases, thus reducing the fiscal burden. Pakistan cut electricity 
and petroleum price subsidies multiple times in May and June as part of the program with the 
IMF (Business Standard 2022). Bhutan and Nepal are committed to no fuel subsidies, while 
Maldives is considering a reform of the country’s fuel subsidies to reduce the fiscal burden. In 
August, Bangladesh increased fuel price by an average 50 percent to reduce energy subsidies. 

Rising debt servicing costs due to higher 
government borrowing costs are further 
reducing fiscal space. As countries continue 
tightening monetary policy, and as capital 
inflow falls and the sovereign risk rises in 
some countries (Section 1.5), governments 
face higher borrowing rates. In India, yields 
for 3-month government securities have 
increased by over 1.2 percentage points 
in August 2022 from a year ago, while the 
10-year government yield rose by 3 percent-
age points in Pakistan and over 18 percent-
age points in Sri Lanka (Figure 1.21).18 Higher 
government bond yields raise debt servicing 
costs, which are more difficult to cut than 
most other expenditure items (Blanchard, 
Felman, and Subramanian 2021). Pakistan’s 
interest payments on government debt are 
budgeted to increase from 4.7 percent of GDP in FY22 to 5.1 percent of GDP in FY23 (July 
2022-June 2023). 

Capital or development spending faces difficulties in both budget and execution in some 
countries. As South Asian countries rebuild post-COVID, many have planned or have already 
started on large public projects. The devastation left by floods in Pakistan will require exten-
sive rebuilding as the flooding submerged more than one-third of the country with esti-
mated economic losses of over US$10 billion and planned funding requirements of US$160 

18 In Bangladesh, due to capital controls and limited access to capital markets, domestic banks hold domestic government debt 
securities. In 2021, higher levels of remittance inflows resulted in excess liquidity, which pushed down the short-term government 
bond yield. The trend reversed in 2022, as remittance inflow stagnated, contributing to higher short-term bond yields.

Figure 1.21. Government borrowing rates 
in some South Asian countries, driven by 
rising policy rates and sovereign risk
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million. In countries with high current expenditure needs and low revenue growth, the bud-
geted capital expenditure is likely to be squeezed. Countries that implemented large public 
projects (e.g., Bangladesh and Bhutan) saw increases in the import of capital goods, which 
contributed to trade imbalances. Low execution of capital expenditure, which is a common 
challenge in developing countries due to capacity constraints, became worse due to COVID-
related restrictions. For example, the capital budget execution rate in Nepal was only 50-60 
percent in FY20 and FY21, but as COVID-related restrictions were eased increased to an esti-
mated 79 percent in the fiscal year that just ended in mid-July. The ongoing import controls 
in many countries (Table 1.3) to reduce current account deficits have further limited execu-
tion. In Bangladesh, the government recently deferred lower priority development projects 
that require significant imports to ease balance of payments pressure. In contrast, India’s 
government has ramped up capital expenditure with the aim of crowding in private invest-
ment, while policies to rein in current spending have allowed more resources for capital 
projects.

Nominal tax revenues have increased in some regional countries, but to meet rising 
expenditure needs, governments are raising taxes. In Bangladesh, nominal tax revenue 
increased, supported by a trade-related tax on rising imports. But expenditure growth still 
outpaces revenue growth, leading to an increase in fiscal deficit from 3.7 percent of GDP in 
FY21 to 4.6 percent in FY22. In Bhutan, a contraction of the electricity sector due to hydro-
power plant maintenance has led to lower revenues from the hydropower sector. To increase 
revenues, Bhutan is revamping tourism and increasing the daily tourist tax from US$65 to 
US$200; Maldives is raising goods and services tax (GST) on residents and tourists; India is 
raising general GST and increasing import duties on gold, with windfall taxes on petroleum 
exports also helping to boost revenue; and Pakistan’s budget for FY23 (July 2022-June 2023) 
increases petroleum levy and income tax on high-earning individuals. Higher taxes and reve-
nue consolidation in general help alleviate current account deficits, especially those target-
ing imported goods. But they could lead to lower demand, which in turn reduces revenue 
collection from income and trade-related taxes, putting additional pressures on countries’ 
fiscal positions.
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Box 1.4. Voices from South Asia

As in the last seven editions of this report, we conducted an opinion survey among 
experts and researchers in the South Asian academic, policymaking and consultancy 
communities. This time, as countries are confronted with multiple headwinds and 
policymakers face policy dilemmas and trade-offs, the survey focused on the experts’ 
views on the macroeconomic policy trade-offs and alternatives. We also surveyed 
views on migration issues.19 

Experts’ opinions suggest a continued economic recovery, albeit a less promising 
prospect. Eighteen percent of the experts see the level of economic activity already 
at or above the pre-COVID level, a strong improvement from 13 percent in the spring, 
and 8 percent in fall 2021 (Figure 1.22). However, only 47 percent of experts expect an 
increase in real GDP growth within the next six months, which reflects the experts’ 
belief of heightened risks to recovery. Among potential risks to economic recov-
ery, high inflation is perceived as the biggest threat in the short run by 37 percent of 
respondents (Figure 1.23). The second biggest risk comes from financial sector stress, 
as 17 percent of the experts rank it as the top risk. A few respondents (13 percent) 
noted widening current account deficits and sluggish consumption and/or invest-
ment as risks to the recovery, followed by increasing budget deficits. By contrast, the 
risk of another wave of the pandemic has largely subsided according to respondents, 
a marked decline compared to the Fall 2021 and Spring 2022 surveys.

To curb inflation, experts are moderately supportive of monetary tightening 
and hold strong views that alternative tools can be used to mitigate the adverse 
impact of policy hikes (Figure 1.24). While South Asian countries face elevated infla-
tion, some have aggressively raised policy rates (Section 1.6). Experts continue to 
see global commodity prices and supply chain disruption as the primary sources of 
inflation. Since most inflationary pressures are coming from abroad, South Asian 
countries are forced to delicately trade-off between support for economic recovery 
and policies that stabilize prices. However, only 37 percent of experts agree that 
central bank policy rate hikes effectively achieve the intended goal of curbing infla-
tion, whereas 37 percent of the experts hold the opposite opinion (see also Box 1.3). 
Furthermore, only half of the experts agree that the benefits of monetary tightening 
outweigh the costs, such as rising borrowing costs. However, when asked whether 

19 We received 47 responses from six countries: 34 percent are from India, 30 percent from Pakistan, 19 percent from 
Bangladesh, and less than 10 percent each from Nepal, Bhutan, and Sri Lanka; 72 percent identify as macroeconomists, 
46 percent as policy advisors, and 9 percent as policymakers.
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Figure 1.22. Experts see continued economic recovery but are less optimistic about 
the future
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digital financial services and banking sector reforms can help reduce borrowing 
costs, 81 percent of experts agree. Moreover, 62 percent believe that if their respec-
tive countries adopt more digital financial services, borrowing costs will fall. These 
views show that while the cost of monetary tightening may be inevitable, innovative 
tools, such as technological adoption and reform, could help mitigate the adverse 
impacts (see also Box 2.2).

Figure 1.24. Trade-offs of monetary policy in response to high inflation
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Among policies to reduce the tension over the balance of payments, experts are not 
in support of import controls. The rising cost of imports is considered the top reason 
for the balance of payment disequilibrium by 85 percent and 76 percent of the respon-
dents, respectively (Figure 1.25.A). This is followed by foreign capital outflows and fall-
ing remittances through official accounts. While policymakers in some countries have 
used import bans to reduce the tensions over the balance of payments (Section 1.4), 
this measure is considered the least effective by the experts, with support from only 
30 percent of the respondents (Figure 1.25.B). Meanwhile, monetary tightening to con-
trol capital outflow is considered adequate by 52 percent of experts, while incentives 
to attract workers’ remittances from abroad or foreign deposits are supported by 67 
percent of experts. 

As elevated food and energy prices contribute to rising food insecurity (Section 
1.3), 70 percent of the respondents believe that food insecurity has worsened in 
their countries. Almost three-quarters of respondents see elevated global prices and 
irregular climate events as the leading causes of heightened food insecurity (Figure 
1.26.A). While many countries around the world implement export restriction policies 
to ensure the domestic supply of food, 59 percent of the experts either stay neutral 
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or question the effectiveness of export restrictions in alleviating domestic food short-
ages, and 70 percent of experts recognize that restrictive measures by their trading 
partners have aggravated food insecurity (Figure 1.26.B). An overwhelming share 
(87 percent) of experts believe food insecurity cannot be addressed without global 
coordination.

While the majority of respondents (78 percent) believe that public debt as a share of 
GDP will increase in the next six months, experts hold mixed opinions over ways to 
reduce the fiscal burden (Figure 1.27). For example, countries may consider remov-
ing fuel subsidies to reduce the fiscal deficit, but at the cost of higher consumer prices 
for fuels at a time when global energy prices remain elevated. Experts, however, 
believe that the cost of removing fuel subsidies can be justified. Some countries in 

Figure 1.25. Tension over the balance of payments and policy responses 
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the region have extended loan moratorium programs, which mask the deterioration 
of asset quality (Section 1.5); 42 percent of experts believe the benefit outweighs the 
cost of ending lending support measures. Forty-seven percent of respondents were 
not in favor of raising taxes on tourism, against 38 percent in favor. Finally, removing 
remittance incentives, a measure that could have a small short-term fiscal reprieve 
but could divert remittance flows away from the formal channel, was deemed less 
favorable: only 20 percent of experts consider that the benefits of this measure justi-
fied the costs.

Figure 1.26. Food insecurity and policy choices
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Experts also recognize the importance of migration in economic development 
but voice concerns over the hardships that migrants face. Ninety-eight percent 
of respondents believe both international and domestic migration is important 
for economic development. Eighty-one percent of respondents believe the role of 
re-migration is important for economic recovery from the COVID-19 pandemic, and 
44 percent expect the return of migration only within one year but no sooner than 
6 months. Experts also believe costs are high for both international and domestic 
migration. Workplace exploitation, exploitation by travel agents, and lack of labor 
rights are cited as the top three sources of hardships that migrants face (Figure 1.28). 
Most experts suggest reskilling and upskilling, bilateral or regional agreements, and 
labor market reintegration as the top three solutions to promote re-migration and 
future de-risking.

Many experts, especially those from Bangladesh, voice concerns about the adverse 
impact of recent policies on official remittance flows. Remittance flows remain a 
key economic benefit of migration in South Asia and an important source of foreign 
exchange. Forty percent of respondents believe remittances have increased, and 
about one-third of respondents believe that the declining use of official channels to 
send remittances is the main reason for the increasing balance of payment pressure. 
But many respondents still note issues such as lack of incentives and the fact that 
many migrants who came back during the pandemic have not yet traveled abroad. 

Figure 1.27. Policy responses to reduce fiscal deficits
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About two-thirds of experts from Bangladesh think the parallel exchange market, 
together with rising digital financial services as an informal channel for remittance 
flow, and the lack of policy incentives in formal remittance channels, contributed to 
the slow growth of official remittance in the past six months.

Figure 1.29. Experts note a variety of reasons why a marked increase in 
remittances is not yet evident
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Figure 1.28. Hardships that migrants face mostly pertain to conditions in the 
destination area 
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Appendices

Appendix A.1.1 Updated poverty numbers in South Asia from the latest 
World Bank Poverty and Shared Prosperity Report

Table A.1.1. Despite progress in reducing poverty, the most recent international poverty 
estimates remain double-digit in India and Bangladesh 

Country Year Poverty at 2017 PPP 
$2.15 a day (Low-
income threshold)

Poverty at 2017 PPP 
$3.65 a day (lower-

middle income 
threshold)

Poverty at 2017 PPP 
$6.85 a day (Upper-

middle-income 
threshold)

Bangladesh 2016 13.5 51.6 86.9

Bhutan 2017 0.9 9.4 39.5

India 2019 10 44.8 83.8

Maldives 2019 0 0 3.9

Nepal 2010 8.2 40 80.4

Pakistan 2018 4.9 39.8 84.5

Sri Lanka 2019 0.9 13.3 49.9

Source: World Bank Poverty and Inequality Platform (accessed September 26, 2022). https://pip.worldbank.org/home. 
Note: The most recent official data for India are from 2011, with international poverty estimated at 22.5 percent. Sri Lanka’s 
estimate uses the more updated 2019 Household Income and Expenditure Survey, which is more updated than the estimate in 
World Bank (2022b). There remains considerable uncertainty over the trend and level of poverty in India. Given the absence of 
official data, other data sources have been used to understand the evolution of poverty: The Poverty and Inequality Platform and 
World Bank (2022b) use Sinha Roy and van der Weide (2022) based on imputed consumption and estimate a poverty rate of 10 
percent in 2019 ($2.15 2017 PPP).
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Appendix A.1.2 Goods and price changes used in the calculation for 
commodity price impact on trade balances (Figure 1.11.A)

Table A.1.2. Commodities included in the calculation of commodity price impact

Individual Food Security 
Items

Individual Fertilizer Items Individual Fuel Items

Rice, milled Diammonium phosphate (DAP) Coal

Sugar refined Urea Crude oil

Rice, broken Potassium chloride (muriate of potash) 
(MOP) Petroleum oil

Rice, husked Phosphate rock Methanol

Oil, coconut (copra) Superphosphates above 35% Naphtha

Oil, groundnut Urea and ammonium nitrate solutions 
(UAN) Natural gas

Oil, palm kernel  Propane

Oil, rapeseed  Uranium

Milk, skimmed dried

Maize

Flour, wheat

Milk, whole dried

Beans, dry

Oil, sunflower

Wheat

Oil, soybean

Oil, palm

Note: Items are the most traded items by South Asian countries in each category.
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