


C H A P T E R  I I

Managing the aftershocks

Introduction

The ongoing war in Ukraine, the floods in Pakistan, and the tightening of global financial 
markets constitute crude interruptions to the recovery from COVID-19 that was underway in 
South Asia. High commodity prices and rising international interest rates are exacerbating 
balance of payments pressures, particularly in Sri Lanka and Pakistan. As a result, 2023 will 
be a difficult year for the region just as they emerged from the pandemic. The fragility of sev-
eral countries and the impact of the multiple shocks that reached the region in rapid succes-
sion over the past two years will continue to test their resilience.

The outlook for the region marks a sharp inflection point around mid-2022, with GDP 
growth slowing, led by decelerating private consumption and import growth. Growth is 
expected to slow down in the second half of 2022. Among South Asian countries, there are 
divergent paths. The more service-led economies (India, Nepal, and Maldives) are expected 
to maintain a reasonable recovery trend despite headwinds, while the remaining countries 
are in more precarious shape, as global energy prices are expected to remain very high and 
global demand for goods will weaken. The countries responding to high import prices by set-
ting price caps or quantity barriers—which distort price signals—will see a deeper decline in 
activity compared to others. 

Various structural changes are occurring in the background, which create opportunities 
for the region’s long-term resilience. A realization that the limited fiscal space is impacting 
debt sustainability has led many countries to undertake revenue measures such as increas-
ing indirect taxes, broadening the tax base, and reducing fuel subsidies, which if fully imple-
mented could improve long-term fiscal viability. Financial innovations and the changes in 
the labor market will provide people with tools to withstand future shocks and increase 
the region’s resilience. On the downside, extreme weather events will become much more 
common with climate change, which calls for the urgent need to improve climate resilience 
through upgrading adaptation mechanisms and maintaining sufficient financial reserves. 
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The chapter is organized as follows. Section 2.1 discusses the outlook for the region’s growth, 
including forecasts on demand components, inflation, and poverty. Section 2.2 considers 
some scenarios to illustrate changes in the external environment. Section 2.3 discusses 
medium to long-term challenges and opportunities. 

2.1 External strains push back the full recovery

Growth in the region is expected to average 5.8 percent in 2022 and 2023, a drop of 2 per-
centage points from 2021 when most countries saw economic activity begin to recover 
from the pandemic (Table 2.1). This represents a sharp 1 percentage point downward revi-
sion to the forecast from last June as new developments will dampen growth. The new fore-
cast implies a downward revision to India’s forecast for the fiscal year ending March 2023 
after an upward adjustment for the fiscal year ending March 2022.1 The difficult economic 
situation in Sri Lanka and Afghanistan is not expected to improve in the second half of 2022, 
and there is substantial uncertainty in the outer years because their outlook will depend on 
negotiations with creditors and potential donors, respectively. The flooding in Pakistan is 
expected to subtract 2 percentage points of its GDP, also leading to a downward revision to 
the June 2022 forecast. Bangladesh and Bhutan will also see a downward revision to growth; 
for Bangladesh, tight fiscal and monetary policy and lower growth of trading partners out-
side the region will weigh on income and spending. On the external front, the revision to the 
forecasts reflects the effects of the continuing war in Ukraine and tighter monetary stance 
in high-income countries (HICs). Most central banks, including in South Asia, do not want to 
repeat the mistakes of the 1970s of waiting too long to address inflationary pressures and 
risk de-anchoring inflation expectations. The cost of such tightening will weigh on economic 
growth mostly in 2023. 

Though all countries face a worsening external economic environment, there are important 
differences in the severity of the domestic challenges. Only two countries in the region are 
currently reporting GDP figures on a calendar year basis: Maldives and Sri Lanka. 

• The halting of data collection in Afghanistan precludes the possibility of a more pre-
cise forecast estimate. The economy is now re-adjusting after the discontinuation of 
large aid flows and the emergence of new domestic political realities. Under a sce-
nario where the country receives minimal international support for humanitarian 
activities and basic core services, World Bank estimates that real GDP could contract 
between 16 to 19 percent in 2022, and then follow a low growth path for the next two 
years—with no improvement in GDP per capita owing to high population growth. At 

1 India’s share of the region’s GDP in 2021 was about 75 percent.
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the same time, restrictive policies on women’s education and employment will lower 
Afghanistan’s medium to long-term growth prospects. This outlook is subject to sig-
nificant downside risks, such as the potential reduction in aid from the current levels, 
a stoppage of USD cash shipments which could undermine exchange rate stability, 
and banking sector instability.

• Real GDP in Maldives is projected to grow, in real terms, by 12.4 and 8.2 percent in 
2022 and 2023, respectively, driven by a robust recovery of the tourism sector. Greater 
capacity in the tourism sector will support this expansion. In particular, the planned 
expansion of Velana International Airport and opening of new resorts; the expected 
return of Chinese tourists; and continued investment spending on infrastructure, 

Table 2.1. Growth in the region downgraded amid persistent pressures 

 
 

 
Country  

fiscal year

Real GDP growth at constant market prices 
(percent)

Revision to forecast 
from June 2022 

(percentage point)

Revision 
to forecast 

from 
April 2022 

(percentage 
point)

Calendar year basis 2021 2022(f) 2023(f) 2024(f) 2022(f) 2023(f) 2022(f)

South Asia region (excluding 
Afghanistan) 7.8 5.8 5.8 5.8 -1.0 0.0 -0.8

Maldives January to 
December 37.0 12.4 8.2 8.1 4.8 -2.0 4.8

Sri Lanka January to 
December 3.3 -9.2 -4.2 1.0 -1.4 -0.5 -11.6

Fiscal year basis FY21/22 FY22/23(e) FY23/24(f) FY24/25(f) FY22/23(f) FY23/24(f) FY22/23(f)

India April to March 8.7 6.5 7.0 6.1 -1.0 -0.1 -1.5

  FY20/21 FY21/22(e) FY22/23(f) FY23/24(f) FY21/22 FY22/23(f) FY21/22

Bangladesh July to June 6.9 7.2 6.1 6.2 0.8 -0.6 0.8

Bhutan July to June -3.3 4.6 4.1 3.7 0.2 -0.6 0.2

Nepal mid-July to 
mid-July 4.2 5.8 5.1 4.9 2.1 1.0 2.1

Pakistan July to June 5.7 6.0 2.0 3.2 1.7 -2.0 1.7

Source: World Bank Macro Poverty Outlook and staff calculations.
Note: (e)=estimate, (f)=forecast. GDP measured in 2015 prices and market exchange rates. To estimate regional aggregates in 
the calendar year, fiscal year data is converted to calendar year data by taking the average of two consecutive fiscal years for 
Bangladesh, Bhutan, Nepal, and Pakistan at 2015 constant US dollar, for which quarterly GDP data are not available. Pakistan 
is reported at factor cost. Afghanistan is not producing national accounts statistics since August 2021, so its data are excluded 
from the table.
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housing, and renewable energy projects. High external debt, plus large fiscal and cur-
rent-account deficits create downside risks to these forecasts.

• Sri Lanka’s unsustainable debt and severe balance of payments crisis will continue 
to have an impact on growth over the forecast period. Real GDP is expected to fall by 
9.2 percent in 2022 and a further 4.2 percent in 2023. The fluid political situation and 
heightened fiscal, external, and financial sector imbalances pose significant risks to 
the baseline forecast, which is subject to high uncertainty and will depend on the 
progress in debt restructuring and the pace at which growth-enhancing reforms are 
implemented. Key downside risks include a slow debt restructuring process, per-
sistently low external financing support, and a prolonged recovery from the scarring 
effects of the crisis. The precarious situation of the financial sector should be man-
aged carefully given its high exposure to the public sector.

Bangladesh, Bhutan, and Pakistan report GDP in fiscal years that run from July 1 to June 
30, while Nepal reports from mid-July to mid-July of the following year. This means that the 
FY2022/23 year has just begun.

• In Bangladesh, GDP growth is projected to decelerate slightly to 6.1 percent in 
FY2022/23, as higher inflation and rolling electricity blackouts dampen the post-
COVID recovery in consumption and investment. The lack of reliable high-frequency 
indicators creates difficulties for policy makers to track economic developments.2 
Higher inflation is expected to dampen private consumption growth, following sub-
stantial energy price increases. Export growth is expected to slow, as economic con-
ditions in key export markets deteriorate, while rolling blackouts, gas rationing, and 
rising input costs weigh on manufacturing output.

• In Bhutan, the recovery is supported by the easing of mobility restrictions—amid 
one of the highest vaccination rates in the world. However, slower domestic demand 
recovery due to high inflation and lower hydro investments are expected to decel-
erate growth to 4.1 percent in FY22/23. A gradual recovery in tourism as the borders 
reopen and in the services sector will contribute positively. However, the completion 
of a large hydropower project following labor shortages during the pandemic will 
take longer than earlier expected. Therefore, growth in 2023/24 will fall slightly to 3.7 
percent. 

• In Nepal, the forecast projects growth moderating to 5.1 percent in FY2022/23 and 
4.9 percent in FY2023/24, reflecting monetary policy normalization, and the end of 
pandemic-era support measures. A rebound in tourism is projected to support the 
services sector, although higher interest rates are likely to weigh on demand in other 
sectors.

2 Concerns regarding the GDP estimates is not new, despite recent revisions to national accounts. See World Bank (2022a) Box 2.2.
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• In Pakistan, growth in FY2022/23 has been downgraded as a result of the floods from 
4.0 percent in June to 2.0 percent, as coping with the aftermath of the flooding will 
complicate and delay overdue macroeconomic adjustment. On the supply side, agri-
cultural output will be significantly impacted, with over 9.4 million acres of crops 
affected, resulting in significant losses to the wheat, date, and rice crops; as well as 
the cotton crop, an important input for textiles. The forecast assumes the IMF pro-
gram remains on track but with adjustments to accommodate the required fiscal 
response to the flood damage. It also assumes that the Government continues with 
planned energy prices and other structural reforms despite political pressures aris-
ing from flood impacts; and the central bank can continue to maintain a tight mone-
tary stance and a flexible market-determined exchange rate. Growth is forecasted to 
recover moderately in FY2023/24, supported by a recovery in agricultural production 
and reconstruction, dissipating global inflationary pressures, and improved confi-
dence from the continued implementation of macroeconomic stabilization measures.

Finally, India’s current (FY2022/23) fiscal year runs from April 1, 2022 to March 31, 2023. That 
means that most of the recovery from the major COVID waves is already reflected in the last 
fiscal year’s growth numbers.

• Economic growth in India will slow down in the fiscal year ending March 2023, as the 
country is coming off a strong recovery in FY2022 (April 2021-March 2022). The spill-
overs from the Russia-Ukraine war and global monetary policy tightening will con-
tinue to weigh on India’s economic outlook: elevated inflation on the back of higher 
prices of key commodities and rising borrowing costs will affect domestic demand, 
particularly private consumption in FY2023/24, while slowing global growth will 
inhibit growth in demand for India’s exports. Private investment growth is likely to 
be dampened by heightened uncertainty and higher financing costs. The ongoing 
simplification of various business regulations will help ease the transition by creating 
new jobs and facilitating business transactions. 

Private consumption for both domestic goods and imports will be the most affected by 
the expected erosion of purchasing power from high inflation (Table 2.2). The erosion in 
consumer purchasing power mainly results from a terms of trade loss, as high commodity 
prices push import prices higher than the prices of domestic production. Inflation contin-
ues to be perceived as the top risk to recovery according to experts surveyed in the region 
(Figure 1.23). Moreover, the recent import quantity restrictions, scarce foreign exchange for 
all but India and Nepal amid balance of payments pressures, as well as currency deprecia-
tion against the dollar will quickly take a toll on import demand: growth in imports is esti-
mated to halve from 29.8 percent in 2021 to a projected 14.2 percent expected in 2022 and 
then stabilize to around 9 percent in the outer years. Exports are also expected to decelerate 
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during the same period, so that net exports will contribute negatively to overall GDP growth 
over the forecast horizon. 

Table 2.2. Private consumption impacted as inflation erodes purchasing power

Calendar Year Basis

South Asia real GDP and demand components’ 
growth (percent)

Revision to forecast 
from April 2022 SAEF 

(percentage point)

2021 2022(f) 2023(f) 2024(f) 2022(f) 2023(f)

GDP (excluding Afghanistan) 7.8 5.8 5.8 5.8 -0.8 -0.5

Private consumption 9.1 6.8 5.1 6.0 0.3 -1.0

Government consumption 6.8 4.4 6.4 5.1 -5.2 1.9

Investment 15.5 7.1 6.7 7.6 -0.1 -0.6

Exports 19.7 10.8 9.8 7.7 3.4 0.8

Imports 29.8 14.2 9.0 9.4 4.2 0.3

Net exports’ contribution 
to GDP growth (percentage 
points)

1.1 -3.0 -1.6 -0.6 -1.9 -1.1

Source: World Bank Macro Poverty Outlook and staff calculations.
Note: (e)=estimate, (f)=forecast. South Asia GDP and its components are calculated using country-level fiscal year numbers con-
verted to calendar year. Net exports’ contribution to GDP growth is calculated as the change in net exports divided by lagged GDP. 
Afghanistan is not included in the regional aggregates.

Growth in government consumption and investment is expected to broadly stabilize as 
governments reduce dependence on pandemic-related current spending. In the case of 
Pakistan, tight fiscal space amid large debt servicing dues will necessarily lead to limited 
government expenditure. Sri Lanka has suspended debt service as it negotiates the restruc-
turing of its debt and will necessarily need to consolidate expenditures. On the positive side, 
increased import values over the last year may have helped shore up tax revenues in India 
and Bangladesh; while many of the governments are seriously committing to reducing dis-
torting fuel subsidies and other non-targeted programs and some will be increasing taxes 
or broadening the tax base. For example, Bhutan is planning to introduce the Goods and 
Services Tax (GST) in the next few years (there have been some implementation delays). 
Nonetheless, with expected sluggish economic activity, government revenues as a share of 
GDP are not expected to improve in the same proportion, constraining expenditure budgets.

The current account balance will improve slightly during the second half of 2022 as imports 
fall faster than exports and remittances continue to recover. As noted earlier, quantity restric-
tions on imports and scarce foreign exchange will continue to reduce import demand. Slowing 
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external demand from major trading partners will continue to weigh on export growth. With the 
major global value chain hubs wading through the after-effects of COVID lockdowns, high com-
modity prices and tighter monetary policy, global trade, is expected to decelerate again after 
some early recovery. China’s GDP growth is expected to decelerate from 8.1 percent in 2021 to 
2.8 in 2022. GDP growth in the United States is expected to drop from 5.7 percent in 2021 to 2.7 
percent in 2022, to 0.8 percent in 2023, while GDP in the euro area will decline slightly in 2023. 
In the short-term, slowing external demand growth will be reflected in slower growth of manu-
facturing exports, particularly textiles and garments exports for Bangladesh, Pakistan, and Sri 
Lanka. Trade in services and tourism should recover and will be much more resilient to specific 
chokepoints in global trade routes. This will partially offset the decline in the goods trade bal-
ance since it is trade in services and worker remittances that are major drivers of the external 
current account of most countries in the region. External remittances are also expected to con-
tinue a steady recovery and should strengthen in Pakistan in response to the floods. 

The inflection point in the region’s growth around mid-year 2022 reflects the turnaround in 
growth following the recovery from the Pandemic. This reflects the compression of demand 
that will likely take place as private consumption—which led the recovery up to mid-2022—is 
forecasted to decelerate at end-2022 and 2023 (Figure 2.1.A). This follows the recovery in the 
first half of 2022 from a low base in the first half of 2021, when the Delta variant and pandemic 
restrictions weighed heavily on economic activity. On the supply side, this will manifest as 
declining activity in the manufacturing sector in 2022H2 (Figure 2.1.B), though the services 
sector will see a steady recovery in 2022 and 2023. The simultaneous effect of lower expected 
domestic credit growth amid tight monetary policy and lower expected growth outside the 
region in the second half of 2022 will lead to a sharp deceleration in economic activity. 

On the supply side, agricultural sector value-added growth has been downgraded the 
most, and through input costs, the effect could spill over into other sectors. Activity in the 
agricultural sector, which was the least affected by the pandemic, is subject to some uncer-
tainty as output is likely to become much more volatile. All countries had their agricultural 
crops affected by extreme weather events (excessive rains/floods or drought) in the past year, 
and the ravages of the ongoing floods in Pakistan will continue to affect agricultural output. 
In Nepal, agricultural growth slowed due to unseasonal rains. These events are frequent 
enough to significantly affect agricultural productivity going forward. Such natural disasters 
can also spill over into other sectors through input-output links. For example, in Pakistan, the 
flooding is expected to dampen manufacturing exports (especially textiles), while increasing 
demand for imported food and cotton as domestic production was damaged. Compounding 
the grim outlook is the record-high price of fertilizer, which is expected to stay high in 2023: 
if farmers cope by using less fertilizer, that can affect crop productivity in the following year.3 

3 India and other countries are still subsidizing fertilizer to ameliorate the pain, but this is itself coming at a high fiscal cost.
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Inflation in South Asia is expected to rise in 2022 and decline thereafter, as many of the 
sources of inflationary pressure gradually subside (Figure 2.2). Annual average inflation 
will reach 9.2 percent in 2022 as Sri Lanka’s inflation soars to over 45 percent and Pakistan’s 
price pressures worsen amid scarcity compounded by the floods. This is the highest level since 
2009—when inflation reached 11.2 percent, largely because of currency depreciations during 
the global financial crisis—and the second-highest level this century. By 2023 and 2024, infla-
tion is expected to moderate almost everywhere as commodity prices stabilize and hawkish 
monetary policy is fully implemented. The exceptions are: (i) Afghanistan, where inflation is 
expected to remain high due to continued supply constraints;4 and (ii) Pakistan where infla-
tion will linger at around 23 percent in FY2022/23 but moderate over the forecast horizon with 
the resolution of flood-related supply constraints and declining international energy prices. In 
countries where governments have stepped up import restrictions in response to dwindling 
foreign exchange (especially Sri Lanka and Pakistan), the added scarcity will itself fuel inflation-
ary pressures, in large part because the restrictions interfere with the price signal that would 
otherwise encourage supply to respond faster. Though inflation in Bangladesh is forecasted to 
remain at single-digits, it is at the cost of stifling a market response. Much of the price suppres-
sion comes from a plethora of quantity restrictions, including fuel subsidies and artificial inhibi-
tion of the domestic credit market through interest rate controls (see Section 1.4). 

4 Lack of official data on inflation the recent past precludes a point forecast for inflation in Afghanistan.

Figure 2.1. Inflection point in the region’s growth around mid-2022
A. Private consumption and import demand will 
take a heavy toll in 2022H2…

B. ...which will reduce inputs for industry, contributing 
to its slowdown starting in mid-2022

-8
-6
-4
-2
0
2
4
6
8
10
12

-8
-6
-4
-2
0
2
4
6
8

10
12

2020 2021 2022 H1 2022 H2(f) 2023(f) 2024(f)

Private consumption Government consumption Investment
Net export GDP growth (RHS)

Contribution of demand component to GDP growth
Percentage point Percent

-6

-4

-2

0

2

4

6

8

10

-4

-2

0

2

4

6

8

2020 2021 2022 H1 2022 H2(f) 2023(f) 2024(f)

Contribution of supply component to GDP growth
Percentage point

Agriculture, Forestry and Fishing Industry
Services GDP growth (RHS)

GDP at market  prices
Percent

Source: World Bank Macro Poverty Outlook and staff calculations. 
Note: 2022H1 shows change in the first half of the 2022 calendar year against the first half of 2021. Ditto for H22022. Most coun-
tries do not report quarterly national accounts, so the H1 and H2 figures represent an estimate. The components in Figure 2.1.B 
are measured at factor costs. Their sum does not add up to the GDP at market prices.

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

8 2



Per-capita GDP in the region is expected to 
grow about one percentage point slower than 
earlier expected by 2023. While the pandemic 
interrupted progress by setting the region back 
two years in terms of its development, the war 
in Ukraine has further eroded the rate of growth 
(though its impact was mostly indirect, unlike 
for Europe and North Africa which are large 
importers from Russia and Ukraine) (Figure 
2.3.A). The road to development has bifurcated 
into divergent paths, with three of the region’s 
countries expected to see lackluster or no recov-
ery in per-capita GDP (Afghanistan, Sri Lanka, 
and Pakistan at significantly lower levels); and 
the other half experiencing a rough and still 
incomplete but steady recovery (Bhutan, India, 
Maldives, and Nepal, Figure 2.3.B). Though 
Bangladesh’s per-capita GDP is set to continue 
growing, it has lost momentum as institutional 
challenges impact growth-promoting policies. 
The forecast reflects still high export growth but 
insufficient diversification of earnings.

Figure 2.2. Inflation in the region to peak 
in 2022 
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Figure 2.3. The war in Ukraine and its effects have delayed the region’s per-capita GDP 
recovery. Some countries in the region are continuing their recovery and others are 
diverging amid major setbacks in their development paths
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Poverty in the region will not fall as quickly as earlier expected, as inflation, recent weath-
er-related agricultural losses and rationing of fuel and other products are expected to hit 
South Asian poor the hardest (Figure 2.4). In all countries, especially Afghanistan, Sri Lanka 
and Pakistan, poorer households who dedicate a larger share of their budget to food will con-
tinue to be negatively impacted by soaring food inflation throughout 2022 and part of 2023 
(see also Section 1.3). In Sri Lanka, the ban on chemical fertilizers in 2021 and the negative 
impact on crop yields will continue to affect domestic food supplies in 2022 and 2023. This 
means poverty is likely to get worse: the forecast suggests that poverty at $3.65 per day in Sri 
Lanka will double between 2021 and 2022 due to the increase in the cost of basic needs and 
the effect of the severe economic contraction on livelihoods. The poverty rate in Pakistan will 
remain flat in 2023 as the major floods primarily affected rural areas in Sindh and Balochistan 
where poverty rates are already high and rising (World Bank, 2022b). For Afghanistan, while no 
information on poverty is collected for the country, estimates for 2021Q4 showed that close 
to 70 percent of the country’s population had difficulties covering their most basic expenses 
(World Bank Group 2022), and the earnings of the poorest are expected to decline further in 
2022. In contrast, Bangladesh, Bhutan, India, Maldives, and Nepal are projected to see lower 
poverty rates in 2022 and 2023, but the improvement is slower than earlier expected. In sum, 
though poverty and vulnerability for the region should recede to below 2019 (pre-pandemic) 
levels by end-2022, it will be at a slower speed than earlier forecasted. 

Figure 2.4. Poverty at the low-income threshold of $2.15 expected to improve but at a 
much slower rate than earlier expected 
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2.2 Sensitivity of the outlook to changes in the global environment

The baseline growth path diverges across 
countries, though external pressures are at 
their peak across the region. Whether the 
risks to the forecast are on the downslide 
or upside depends, in part, on their stage 
of recovery from the Pandemic. Though the 
region’s GDP growth has recovered mostly to 
pre-pandemic levels except for Sri Lanka and 
Afghanistan (Figure 2.5), the pressures on 
the current account balances coming from 
abroad will take some time to abate. 

There are not only downside risk but there is 
also a possibility that growth for the region 
could surprise on the upside. The assump-
tions underpinning the baseline forecast 
are a continuation of record-high commod-
ity prices, so they could come down earlier 
than expected (see counterfactual scenario 
below). Other aspects of the current situation 
could lead to an improved environment com-
pared to the baseline forecast. Most activities 
within the region—including contact-inten-
sive sectors such as tourism—are returning 
to pre-pandemic levels amid the removal of restrictions around the globe, so demand for the 
region’s services’ exports could be even higher. Manufacturing import costs have also eased 
as supply-chain bottlenecks subside. Moreover, four countries have IMF-supported programs 
which could help raise the confidence of investors. 

The goal is to thus construct alternative scenarios that trace the impact of changes in 
exogenous drivers on the growth outlook. To understand how external effects impact the 
forecast (“baseline”), we consider one counterfactual scenario and three possible scenar-
ios as deviations from the forecasts just presented. The simulations are carried out using 
the World Bank’s Macro-Fiscal Model (MFMod), which incorporates the global impact of 155 
countries on the macroeconomy of South Asian countries. The baseline for 2025 is extrapo-
lated by the model as it targets a medium-term steady state. Table 2.3 describes the scenar-
ios and assumptions behind them.

Figure 2.5. All the economies except Sri 
Lanka and Afghanistan have recovered 
beyond 2019 GDP levels 
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(i) Counterfactual: had there been no war in Ukraine

The first scenario—represented by the dotted blue line in Figure 2.6—compares current pro-
jections for commodity prices and export demand against the January 2022 World Bank 
projections, which did not envision the Russia-Ukraine war (World Bank 2022c). The results 
show that GDP growth in the region for 2022 would have been about 1 percentage point 
higher, reflecting continuing recovery from the pandemic that was interrupted by the war. 
The impact is through indirect channels, as direct trade with Russia and Ukraine is less than 

Table 2.3. Assumptions behind scenarios 

Scenario Description Assumption behind scenario relative to 
baseline forecasts

(i) Counterfactual: 
abstracting from 
impact of the war in 
Ukraine 

Illustrates what would have happened in 
South Asia had there not been a Russia-
Ukraine War.

Assume January 2022 World Bank 
external assumptions on: (i) commodity 
price forecast; (ii) China forecast; and (iii) 
advanced economies’ real GDP forecasts 
had all materialized.

(ii) Commodity prices 
revert to historic 
levels

Energy supply increases and demand for 
fossil fuel falls amid fast innovation. Energy 
price pressures thus subside. Impacts of the 
war on Ukraine less severe than baseline.

Brent oil price quickly reverts to $75/barrel 
by end-2022, then average $60/barrel in 
2023 and $53/barrel in 2024 (Table 2.4). 
Other energy prices go down by a similar 
percentage and grow at the same rate as 
in the baseline scenario in 2024 and 2025. 
Wheat prices are also slightly lower than 
baseline. Relief for South Asian countries 
leads to cheaper imports for a given 
exchange rate, and lower inflation.

(iii) Lower growth 
in high-income 
countries (hard 
landing)

Productive capacity does not come back 
online quickly enough, and central bank 
tightening in high-income countries (HICs) 
has a stronger effect on output and growth 
than assumed in the baseline.

For the remainder of 2022, HICs outside 
the European Union (EU) see zero quarterly 
growth in the last two quarters of 2022; 
whereas the EU countries’ GDP is assumed 
to be 1 percentage point lower than the 
previous quarter in Q3 2022, as well as in 
Q4 2022. 
For 2023 and 2024, all HICs see growth 1 
percentage point lower than baseline. 
For 2025, no deviation from baseline growth 
is assumed. 

(iv) Adverse fiscal/
sudden stop of 
external financing

External creditors become highly risk-
averse. No new deficit financing by external 
creditors available over the forecast horizon 
(though official creditors assumed to cover 
most of the amortization payments, except 
for amortization due on commercial terms).

Additional cuts to expenditures resulting 
from the loss in available domestic financing 
are decomposed with the weights of 60 
percent on capital expenditures and 40 
percent on goods and services.

Source: Staff using MFMod.

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

8 6



2 percent of the total trade in the region. The indirect effect is through higher commodity 
prices, which leads to large terms of trade losses equal to about 1 percentage point of GDP 
(World Bank 2022d). Buoyed by higher real private consumption demand, real imports would 
have also been between 0.6 and 1 percentage point higher in the 2022-2025 period, partic-
ularly in India, Sri Lanka, Maldives, and Nepal, had the war not occurred.5 Export demand 
would have also been higher for the year reflecting more demand from Europe, particularly 
for Maldives’ exports. As a result, the net exports as a share of GDP would have been about ½ 
percentage point larger in 2023 for the region, and the trade balance would have been even 
more favorable compared to baseline, as import prices would have been lower. 

(ii) Lower commodity prices

In the baseline forecast, all energy prices are expected to revert slightly in the outer years 
but remain at relatively high levels historically. Energy and grain prices are expected to 
stay high at least through 2022 in the baseline (Table 2.4). Brent crude oil price is forecasted 
to reach $98/barrel in 2022, the highest level in almost a decade. Natural gas prices in Europe 
are also assumed to reach $40/mmbtu in 2022, which would be a record high since 1960 
if realized. Continued high energy prices constitute a major problem for South Asia as the 
region is a net commodity importer and it means the balance of payments pressures are 
unlikely to abate soon. As the winter in Europe looms and energy insecurity amid geopolitical 
tensions continues, the baseline assumes that South Asia will reduce imports accordingly.

This more positive scenario assumes that energy prices begin to fall at end-2022 and reach 
historical levels by 2023. The probability of such an event becomes more likely if global 
commodity markets respond to record-high prices. The assumption is that at least one of 
the following occurs: (i) interruptions of natural gas supplies cease; (ii) natural gas producers 
outside of Europe step up supplies; (iii) global agreements to reduce fossil fuel consumption 
in response to climate change begin to be implemented; and (iv) technological innovations 
in response to the high prices help to reduce global demand for fossil fuels. Then energy and 
grain prices would quickly revert to historical levels, with Brent crude averaging $60/barrel 
in 2023 under this scenario. 

Under this alternative scenario, GDP growth would be considerably higher starting in 
2023 and the gap relative to baseline would continue rising, to be 1.5 percentage points 
of baseline GDP by 2024 (Figure 2.6, yellow line). All countries would see a significant 
improvement in real GDP growth of over 1 percentage point, and the gap with the baseline 
GDP for most countries would widen over time. South Asia’s GDP growth in 2023 and 2024 

5 In the World Bank’s January 2022 forecast, inflation in the region was expected to stabilize to pre-COVID levels, which would 
have provided higher purchasing power and thus higher private consumption demand. 
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Figure 2.6. External developments could change the growth trajectory compared with 
the baseline (percent change in GDP versus baseline)

Lower growth in advanced economiesAdverse fiscal: external financing stops
Lower commodity prices Counterfactual: no Russia-Ukraine war
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would be 7.1 and 7.3 percent, respectively. Maldives, Nepal, and Sri Lanka, which import all 
their energy needs, would benefit the most. Pakistan and Bangladesh produce natural gas 
so the net impact is positive but not as large.6 The main channel through which this effect 
would be manifested is energy import prices, but other expenditure items such as transpor-
tation and food would also see lower price pressures: real imports for the region would be 
1.5 percentage points higher in 2024, but real exports would grow by more. With the terms 
of trade improving as well, the current account balance would be higher than the baseline. 
It would also ease foreign exchange scarcity and cap expenditures on energy subsidies, pro-
viding more room for monetary and fiscal policies to act. 

This scenario illustrates how the high dependence of the region on energy imports and 
the destabilizing effects of global oil price volatility can reduce growth prospects. South 
Asian countries should therefore become more proactive about establishing mitigation pol-
icies that could help reduce the effects of climate change and reduce demand for fossil fuel 
imports. These policies will help reduce import price volatility over the long-term which cre-
ates havoc on the countries’ balance of payments, as well as help improve health benefits 
and increase fiscal revenues (World Bank 2022d).

6 The scenario assumes that domestic and external energy supplier prices would decline by the same percentage. This also 
implies that the actual improvement in GDP growth for Bhutan under this scenario would likely be smaller because they are 
already importing LPG from India at subsidized prices. 

Table 2.4. Energy and key commodity price assumptions used in scenarios 

 2021 2022 2023 2024 2022 2023 2024 2022 2023 2024

Scenario Actual Baseline No war in Ukraine Energy and wheat 
prices return to 

historic levels by 2023

Brent crude oil 
prices, $/barrel 69 98 90 80 73 64 65 96 60 53

Natural gas price 
Europe, ($/mmbtu) 16 40 35 30 13 10 9 39 23 20

Agricultural 
commodity price 
index (2010=100)

109 124 119 119 105 104 105 124 117 117

of which: Wheat, $/
metric ton 315 415 390 387 334 321 322 407 260 258

Source: World Bank Commodity Markets Outlook October 2021, April 2022, and staff assumptions.
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(iii) Lower growth in high-income countries 

A third scenario pertains to the discussion of monetary policy effects in high-income coun-
tries. As central banks in the US, EU, and other high-income countries (HICs) grapple with 
record-high inflation, they must ride a fine line between raising policy rates early enough to 
quell inflationary expectations on the one hand and engineer a ‘soft landing’ on the other. A 
soft landing would occur if increasing policy rates succeeds in bringing down inflation, but 
not so aggressively that it stops GDP growth in its tracks. The baseline scenario assumes HICs 
grow by 2.4 percent in 2022, 1.7 percent in 2023 and 2 percent in 2024.7 We model a ‘hard 
landing’ scenario in which quarterly GDP growth for HICs outside of the European Union (EU) 
is assumed to not grow in the third and fourth quarters of 2022, and drop by 1 percent in all 
other high-income countries during the same period. After that, GDP growth is assumed to 
be 1 percentage point lower than the baseline in 2023 and 2024 for all high-income coun-
tries.8 The assumption is that commodity prices remain at baseline levels.

Under this scenario, growth in the region would be progressively lower than baseline, by 
½ percentage point in 2023 and by almost 1 percentage point of GDP in 2024 (Figure 2.6, 
grey line). The main impact will come through lower export demand in India9 and Sri Lanka 
and Maldives see somewhat larger effects, particularly through lower demand for tourism 
and services exports. Moreover, India and Sri Lanka also see an important fall in capital 
investment relative to the baseline of half a percentage point, including foreign investment. 
In contrast, the effects on Nepal and Bhutan are negligible, as the two countries have more 
direct trade connections to India than to high-income countries outside the region. Major 
manufacturing exporters Pakistan and Bangladesh see a negative but relatively smaller 
effect than their large neighbors do, in part because their main exports to high-income coun-
tries, textiles and garments, tend to be less sensitive to high-income GDP growth. Indeed, 
Bangladesh’s basic garment exports soared during the 2007-08 financial crisis as US and EU 
consumers switched to lower-cost clothing.

(iv) Sudden stop: drying up of external financing

If this scenario materializes, it could have devastating effects, not so much because of 
the size of the effect, but because of the timing. The simulation assumes a sudden stop 
scenario in which South Asian governments are only able to finance external debt amor-
tization—either from multilateral sources or rollovers of other debt—but no new external 

7 In the baseline, EU is assumed to reach a mild recession as GDP declines by 0.1 percent in 2023, but this is more than offset by 
other HICs as the United States, the UK and high-income East Asian countries are expected to maintain positive growth rates.
8 In the baseline scenario the 34 high-income countries as a group grow by 2.3 percent, 0.7 percent and 1 percent in 2022, 2023, 
and 2024, respectively.
9 The scenario results may overestimate the possible effect on export demand, as the by far largest export items in India (IT and 
business services) tend to be less sensitive to recessions in high-income countries.
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financing is available. Simultaneously, foreign investors would become more risk averse 
amid a protracted recession in their own countries and amid falling equity prices. As a result, 
spending is limited to what can be financed from fiscal revenues and the domestic financial 
system. The scenario further assumes that, from the total reduction in expenditure required, 
60 percent is taken from the capital expenditure budget and 40 percent from the goods and 
services budget. 

Under the sudden stop scenario, growth in the region would be 0.9 percentage points 
lower than baseline in 2022, with differing effects across countries in the region (Figure 
2.6, red line). Moreover, the effect compared to baseline would be smaller over time. The 
largest adverse effect in 2022 would be for Pakistan, as this would force the country to tighten 
fiscal expenditures so drastically that growth would be 4 percentage points smaller than in 
the baseline.10 The country will clearly need the support of external financing in the coming 
year or two. Maldives is also vulnerable as almost two-thirds of its deficit is financed exter-
nally and debt service due is expected to grow (Figure 2.7), though the impact on growth is 
smaller than for Pakistan because its main growth driver is tourism exports.11 Bhutan would 
also be strongly affected, though its unique debt arrangement with India means that such 
a scenario is highly implausible.12 In contrast, India would see a very mild effect reflecting 
the fact that its budget deficit is almost entirely financed domestically.13 Though if private 
investors are assumed to price in risk, some indirect negative impacts could occur through 
the financial sector and domestic credit markets. Nepal and Bangladesh have less than 40 
percent of their deficit financed externally, though this share could rise in Bangladesh over 
the forecast period as the country takes advantage of concessional terms while they last. 
Both countries’ debt service is on concessional terms with long maturities. 

10 Up until 2021, Pakistan also benefitted from the Debt Service Suspension Initiative (DSSI) which provided relief in debt service 
of around 1 percentage points of GDP.
11 Exports are equal to between 70 and 80 percent of GDP in Maldives, whereas government consumption is about 15 percent 
of GDP, so the magnitude as a share of GDP is small. In contrast, government expenditure in Pakistan is about 11 percent of 
GDP—about the same as exports--and domestic absorption is more important for GDP growth. With a larger multiplier, a cut in 
government spending has a larger direct effect.
12 The scenario materializing would imply India not buying hydroelectric power or not paying for it, which is highly unlikely since 
it is the contractual arrangement. However, it does reflect Bhutan’s high dependence on India.
13 India’s deficit is financed by both banks and the non-bank financial sector. The latter is not as well-regulated as the banking 
sector.

m A n A g I n g  t H e  A f t e R s H o c k s

 9 1



Figure 2.7. Government current expenditure would need to be reduced more for some 
countries if net external financing stopped

Average annual decline in government consumption under the "sudden stop" scenario,  2022-2025
Assumed share of general government deficit financed externally (RHS)

Reduction in government consumption under the sudden stop scenario, 2022-2025
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Source: MFMod and staff estimates.
Note: Bhutan’s external financing under a special arrangement reduces the risk of this scenario materializing.

The mild deviation for Sri Lanka may seem counterintuitive but reflects its current dire 
external financing situation. Such a scenario would only lower growth a further 1.5 percent-
age points in 2022. But Sri Lanka is already living though this scenario, in that it will not be 
able to access new financing if it continues in debt service suspension mode. The situation is 
highly fluid as it negotiates with its creditors. As a result, Sri Lanka is assumed to be financ-
ing most of its budget deficit domestically in the baseline—and that deficit will necessarily 
need to shrink substantially over the forecast period. An earlier exercise of this kind in April 
2021 showed how Sri Lanka was in high debt distress, and how the same “sudden stop” sce-
nario described here would lead to a crisis (World Bank 2021a). Unfortunately, that scenario 
materialized. 

2.3 Challenges and new opportunities 

South Asia faces various structural issues, some are exacerbated by the COVID pandemic 
and soaring commodity prices, while the shifting economic environments have brought new 
challenges. For example, higher debt servicing costs stemming from higher interest rates will 
make it harder for South Asian countries to repay debt accumulated during the pandemic. 
South Asia’s vulnerability to climate change—once again showcased by the damages from 
floods in Pakistan—highlights the urgent need to improve climate resilience. At the same 
time, recent developments in the region promise new opportunities to integrate people into 
the economy and provide them with tools to deal with future shocks. The rise of Fintech in 
the region during the pandemic can promote financial inclusion; recovery of employment 
from COVID is shown to allow more women to enter the services sector where jobs are more 
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formal and stable; the transition to a green economy that is already under way in some 
regional countries can also improve access to clean energy for poorer households.  

2.3.1 Macro-fiscal challenges

The COVID crisis and relief policies left South Asian countries with larger fiscal deficits 
(World Bank 2022d), which have contributed to rising government debt. During the three 
years since the pandemic started, large primary deficits have made sizable cumulative con-
tributions to countries’ debt-to-GDP ratio, especially in Maldives, India, and Nepal (Figure 
2.8), especially compared to the three years before the pandemic (2016-2019). Lower reve-
nue income due to COVID-related lockdowns, higher expenditure on COVID relief measures, 
and rising subsidy costs due to higher fuel costs all contributed to higher primary deficits. At 
the same time, because cumulative GDP growth has been substantially lower compared to 
the pre-pandemic period, the erosion of the debt ratio that stems from the GDP growth has 
been smaller since the pandemic. 

Consolidation efforts are expected to reduce the fiscal pressures in some countries. Fiscal 
deficits are projected to fall gradually, supported by higher revenue growth and reduced 
spending. In India, it is projected to be 9.6 percent of GDP in FY22 and to decline to 8.4 and 

Figure 2.8. Rising primary deficits and slowing cumulative growth have contributed to 
large government debt since the pandemic
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7.9 percent in FY23 and FY24, respectively. In Pakistan, the fiscal deficit (including grants) 
is expected to fall to 6.8 percent of GDP in FY23 from 7.8 percent in FY22. Effective revenue 
mobilization measures, including GST harmonization and personal income tax reform, and 
increasing grants are expected to countervail the fiscal pressures of the flooding. Supported 
by a solid recovery growth from the tourism sector, Maldives’ fiscal deficit is expected to 
shrink to 9.6 percent of GDP in 2023 from double-digit levels every year since the start of 
the pandemic. In Bangladesh, in contrast, the pressures on the public finances are expected 
to continue. The decline in government investment will not be enough to offset increasing 
subsidy and incentive expenditure. The fiscal deficit is projected to increase slightly from 4.1 
percent of GDP in FY22 to 4.9 percent in FY23.

Large debt stock and rising interest rates will lead to higher debt servicing costs, adding to 
countries’ fiscal burden. South Asian countries came out of the pandemic with higher debt 
stock (Figure 2.9.A). Debt levels in the region are expected to remain high in 2022, especially 
in Maldives, Bhutan, Pakistan, and India.14 This is of particular concern given the substan-
tial hidden public debt and contingent liabilities in the region (Melecky 2021). At the same 
time, monetary policy normalizations lead to higher interest rates (Section 1.6) and borrow-
ing costs. Interest payments already account for more than one-quarter of government rev-
enues in India, more than one-third in Pakistan, and almost three-quarters in Sri Lanka and 
are estimated to be higher in 2022 and 2023 compared to the average levels before COVID 
(Figure 2.9.B). High debt servicing costs further squeeze countries’ shrinking fiscal space. 
As the world enters a period characterized by high interest rates, debt servicing costs will 
likely remain high for some time, creating renewed challenges for South Asia. The difference 
between interest rate and economic growth is an important determinant of the changes in 
the debt-to-GDP ratio. Box 2.1 discusses what a high-interest rate and low-growth rate envi-
ronment means for developing economies.

Exchange rate movements and political factors can also contribute to rising debt-re-
lated costs. In countries that have large public debt in foreign currencies, such as Sri 
Lanka, Pakistan, and Maldives, exchange rate depreciation against the issuing currency can 
increase the debt servicing costs as percent of government revenues. This is less of a concern 
in Maldives, as long as it can keep the Maldivian rufiyaa pegged to the US dollar. The country 
has more than 60 percent of direct external debt in US dollars (Maldives Ministry of Finance 
2021). Pakistan, in contrast, has market-determined exchange rate, which makes the coun-
try’s servicing cost on external debt susceptible to steep exchange rate depreciations. Over 
50 percent of the country’s external debt is denominated in US dollars (Pakistan Ministry 
of Finance 2021), although external debt constitutes only 37.6 percent of total public debt. 

14 For Bhutan, the risk to debt sustainability is expected to remain moderate as about 70 percent of the external debt is linked to 
hydro project loans from India with low refinancing and no exchange rate risk.
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In Bhutan, 68 percent of external public debt is denominated in the Indian rupee with no 
exchange rate risk as the local currency is pegged to the rupee. But an appreciation of the 
US dollar will increase the debt servicing cost of the external debt denominated in convert-
ible currency (such as special drawing rights and US dollar), which comprises 28 percent of 
Bhutan’s external debt (Royal Government of Bhutan Ministry of Finance 2022). Finally, fis-
cal balances in the region are often affected by political cycles (World Bank 2018), and with 
several general elections in the coming year, the impact on spending and fiscal balances can 
contribute to rising debt.

Against this background, placing debt on a sustainable path must become a prior-
ity. The primary fiscal balance tends to be tighter when interest-growth differentials are 
higher, with the magnitude of tightening increasing with the initial debt level (Mauro and 
Zhou 2021). Fiscal consolidation in some countries might be challenging as the rising cost 
of food and energy subsidies and slow post-pandemic recovery are adding to the strain on 
governments’ budgets. Governments will, therefore, need to strengthen fiscal frameworks, 
enhance debt transparency, upgrade debt management functions, and improve revenue 
collection and spending efficiency (World Bank 2022d). Introducing a medium-term fiscal 
strategy and achieving pre-defined targets would improve credibility, which would result in 
lower risk premia, more favorable interest-growth differentials, and thereby a swifter reduc-
tion in debt.

Figure 2.9. Government debt stock and debt servicing costs will remain significantly 
higher than before the pandemic
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Box 2.1. Rising interest-growth differentials and what it means for developing 
economies

In the years after the Global Financial Crisis (GFC), developing economies enjoyed rel-
atively high average economic growth while the average interest rates were low and 
close to those in advanced economies. As a result, the interest-growth differential—
the difference between a country’s effective interest rate15 and its nominal growth 
rate—was negative for many EMDEs, including India and Pakistan (Figure 2.10). But as 
nominal growth rates fell, the interest-growth differential started converging to zero, 
suggesting that the growth advantage was already declining pre-COVID.

Negative interest-growth differentials give countries more fiscal space. If economic 
growth exceeds the cost of borrowing, the government can run primary deficits with-
out increasing debt stock relative to GDP. Past findings also suggest that as the dif-
ferential becomes more negative, a country’s fiscal stance tends to be more expan-
sionary (Mauro and Zhou 2021). The evolutions of the interest-growth differential and 
primary balance in India and Pakistan up to 2018 are consistent with that finding: 
when the differential was more negative indicating low interest rates relative to the 
country’s growth rates, the primary balance was also more negative (Figure 2.10). The 
correlation coefficients indeed suggest a positive and statistically significant relation-
ship between the two variables in these two countries. 

Figure 2.10. More negative interest-growth differentials associated with a more 
expansionary fiscal stance
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15 The effective interest rate consists of two parts – the ratio of the interest bill to government debt and the depreciation 
adjustment (see Mauro and Zhou 2021 for details).

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

9 6



Interest-growth differentials, however, are not stable and are subject to reversals when 
either growth plunges or interest rates spike. These reversals (from negative to positive) 
are more likely when public debt is high (World Bank 2021b). In periods of financial stress, 
the volatility of the interest-growth differential is greater, particularly in EMDEs character-
ized by less credible policies and more vulnerable economies (Blanchard, Felman, and 
Subramanian 2021). Summary statistics by time periods indicate that EMDEs had lower 
average differentials than advanced economies, thanks to high growth rates. But the dif-
ferentials are also much more volatile in EMDEs, with almost double the standard devia-
tion compared to advanced economies (Table 2.5). The differentials in India and Pakistan 
have been more stable though. Also, most borrowing in India is in the form of domestic 
government bonds, making effective interest rates less sensitive to external factors.

Table 2.5. Larger variations in interest-growth differentials in emerging 
economies on average, although not in India and Pakistan 

 AEs EMDEs India Pakistan

 Post-1980 Post-GFC Post-1980 Post-GFC Post-1980 Post-GFC Post-1980 Post-GFC

Average 0.1 0.5 -5.5 -2.9 -5.1 -5.6 -6.2 -4.1

Standard 
deviation 6.2 3.8 12.3 7.4 3.4 3.1 4.7 4.8

Source: Staff calculations using data from Mauro and Zhou 2021.
Note: Data covers the period up to 2018.

The favorable interest-growth differentials in developing economies may not con-
tinue. Countries around the world are raising interest rates in response to the surg-
ing prices, while global growth rate projections have been revised downwards due to 
multiple shocks. With inflation projected to remain above target in most advanced 
economies and EMDEs well into 2023, interest rates might increase further (World 
Bank 2022e). Rapid tightening, particularly in the United States, has been associated 
with capital flow reversals from EMDEs, currency depreciations, and tighter external 
financial conditions (IMF 2021). In addition, growth could remain feeble for a pro-
longed period, as the pandemic has left deep scars in the form of lower investment, 
lower human capital, and a retreat from global supply chains, all of which are likely 
to dampen potential growth in the longer term (World Bank 2021c). Intensifying geo-
political tensions, growing stagflationary headwinds, continuing supply strains, and 
rising food and energy insecurity could worsen the prospects further. Looking ahead, 
therefore, numerous factors argue for caution in relying on interest-growth differen-
tials to help preserve debt sustainability.
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2.3.2 The rise of digital financial services: opportunities and risks

Three years into the COVID pandemic, countries in South Asia have seen a major uptake in 
digital financial services (Fintech). The region enjoyed a 56 percent growth in digital account 
access with average mobile account ownership only second to East Asia and the Pacific 
(Figure 2.11.A), which represents the first stage of the multi-stage development of Fintech 
(World Bank 2022f). But the region lags others in more advanced stages of Fintech develop-
ment. It has yet to translate its advantage in basic digital account access into increased dig-
ital payments—the second stage of Fintech development (Figure 2.11.B). The third stage is 
marked by more sophisticated Fintech products, such as digital credits and digital insurance, 
as companies accumulate substantial user data through digital payments and use the data 
to enhance the monitoring of client credit worthiness. South Asia Fintech credit flows are 
only 0.05 percent of GDP, much lower than 0.6 percent in upper-middle-income countries. 
However, there is also cross-country variation within the region, with the proportion of the 
population that borrowed from Fintech higher in Bangladesh and India than in the average 
middle-income countries. South Asia has also gained strong momentum in Insurtech devel-
opment, with funding almost doubling in the past two years in India (Shah et al. 2022).16

Fintech at its more advanced stage can help reduce financial sector risk and support banks’ 
lending activity. The region faces macroeconomic challenges that can pose risks to the 
financial sector and discourage new lending (Section 1.5). Over time, as the region’s Fintech 
matures in the more advanced stage, Fintech can help established and traditional banking 
sectors improve their understanding of borrower viability and mitigate risks through tech-
nology adoption, thereby sustaining credit flows. Box 2.2 analyzes a panel of banks across 
countries in different stages of Fintech development and finds that, while initially a rise of 
Fintech credit can compete with traditional banks, eventually the increased collaboration 
with Fintech firms can also improve technological adoption in traditional banks. 

The novel features of Fintech also pose challenges for macroeconomic and financial sec-
tor stability. As South Asia moves towards more intensive use of Fintech services and credits, 
these challenges can surface in the region’s economies. 

• Domestic currency substitutions: The presence of digital money and digitally-trans-
ferred remittances can accelerate domestic currency substitution in countries with 
high inflation and a volatile exchange rate, undermining the government’s capacity 
to manage inflation and exchange rates (IMF 2021). 

16 The fourth stage of Fintech development--widespread adoption and usage of Fintech services by individual and SMEs--is yet to 
come in South Asia (World Bank 2022g).
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• Interest rate management: Fintech lending rates in some countries are determined by 
the data network effects and alternative algorithms (Bertsch, Hull, and Zhang 2016; 
Faia and Paiella 2018; Tang 2019; Wong and Eng 2020). This can weaken traditional 
bank lending and the balance sheet channel of monetary policy once Fintech credits 
constitute a significant portion of credit flows. 

Figure 2.11. Fintech development stages in South Asia
Stage 1. Basic access to transactional accounts
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Box 2.2. Fintech credits: From competition to collaboration 

South Asian countries have witnessed a tremendous increase in the use of digital pay-
ments. As Fintech matures into later stages of development, increased Fintech credit 
flows can affect traditional banks’ risk-taking and lending practices. For example, as 
traditional banks adopt Fintech or partner with Fintech firms, the technology allows 
banks to better manage and mitigate risks.17 This box measures the impact of Fintech 
on traditional banking’s risk-taking behavior. 

To shed light on the interaction between Fintech and traditional banks, we estimate 
the relationship between bank risk-taking and the presence of Fintech credit flows in 
the economy, controlling for bank-specific and economy-wide factors:18 

Bank Risk-Takingjt = α + β1FinTech credit flows as share of GDPit+ β2BankFactorjt + 
β3MacroFactorit +λj+ λt+ εjt

The relationship is estimated for a panel of 2041 banks (j) across 35 countries (i) and 
over five years (t) between 2014-2019. The estimation sample comes from the S&P 
Capital IQ database and includes 52 banks from South Asia (India and Pakistan). 
Appendix A.2.1 gives more details on the construction of the variables and the set of 
control variables included.

The regression results reveal important variations across different stages of Fintech 
credit flows. In the initial stage, the interaction between Fintech and traditional banks 
is characterized by competition. The presence of Fintech credits in the market can 
incentivize traditional banks to lend to ‘riskier’ borrowers, as the competition from 
Fintech increases banks’ risk-taking behavior (Guo and Shen 2016; IMF 2022; Wang, 
Liu, and Luo 2021). Results from the regression on a subsample between 2014 and 
2015 (Figure 2.12.A) show that a one percent increase in Fintech credit flows (as a per-
cent of GDP) was associated with a 1.9 point rise in banks’ risk-taking. This period rep-
resents the early stage of Fintech lending, as Fintech credit flows are still relatively low. 
At this early stage, FinTech serves riskier borrowers. As the sector gradually develops 

17 For example, if a traditional bank partners with a digital platform (e.g., Uber), the recourse tool offered by Uber auto-
mates the vehicle loan repayment from the driver. From bank perspective, the loan repayment is guaranteed by Uber 
through driver’s future transactions. If the same loans were issued by the bank to the same driver without the digital 
platform as intermediaries, then the driver might not pay back the loan. By providing recourse tools, Uber helps mitigate 
risk of the banks’ lending and allows the bank to expand into new lending areas. 
18 Banna, Hassan, and Rashid (2021), Liao (2018), and Wang, Liu, and Luo (2021) use similar estimation strategies but 
different explanatory variables, data set or sample.
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better data networks, economies of scale, and better client services, it attracts less 
risky borrowers who constitute the markets for traditional banks. Traditional banks 
may react by lowering the threshold for loans to maintain and attract customers, 
which increases risk-taking. 

Over time, collaboration dominates Fintech and bank interaction. As Fintech further 
increases its presence and reach, traditional banks adopt similar technology used by 
Fintech to stay competitive, either by the acquisition of or by partnering with Fintech 
firms, or by developing their own technology (Banna, Hassan, and Rashid 2021; Deng 
et al. 2021; IMF 2022; Wang, Liu, and Luo 2021). The technology adoption improves 
banks’ ability to monitor and mitigate risks (IMF 2022), and as such has the poten-
tial to increase banks’ willingness to lend to otherwise risky borrowers (Sheng 2021). 
Regression results summarized in Figure 2.12.A show that the effect of Fintech cred-
its on banks’ risk-taking turns insignificant between 2016–17, before turning negative 
and statistically significant between 2018–19. During the latter period, a one percent 
increase in Fintech credit (as a share of GDP) is associated with a 0.6-point reduction 
in banks’ risk-taking, indicating a technological adoption trend. There are also import-
ant cross-region variations. Figure 2.12.B shows that after 2016, increases in Fintech

Figure 2.12. Effects on Fintech credit flows on banks’ risk-taking 

-1

-0.5

0

0.5

1

1.5

2

2.5

2014 - 2019 2014 - 2015*** 2016 - 2017 2018 - 2019**

Coefficients

-0.02 -0.02

A. Effects of Bigtech/Fintech credit flow 
on bank's risk-taking 

B. Effects of Bigtech/Fintech credit flow on bank's 
risk-taking (2016 - 2019)

-6

-4

-2

0

2

4

6

8

10

East Asia and
Pacifics***

Central
Asian and
Europe***

Latin
America*

South Asia Sub-Sahara
Africa

Coefficients

Source: A. S&P Capital IQ, Cambridge Center for Alternative Finance, IMF, WDI, and staff calculation. B. S&P Capital IQ, 
Cambridge Center for Alternative Finance, IMF, WDI, and staff calculation.
Note: Control for macro and bank fixed effects included. *** p<0.01, ** p<0.05, * p<0.1. B. High-income economies 
included.

m A n A g I n g  t H e  A f t e R s H o c k s

 1 0 1



credit are associated with less bank risk-taking in the East Asia and Pacific and Europe 
and Central Asia regions. These are also the places where Fintech development is 
more mature. In contrast, the effects are statistically insignificant in South Asia, where 
Fintech lending services have been less developed.19

Collaboration between Fintech firms and traditional banks is also on the rise in South 
Asia. In Bangladesh, a partnership between banks and Fintech firms allowed banks to 
better understand credit risk and issue affordable small business loans in rural commu-
nities (DreamStart Labs 2022). In India, many partnerships between banks and Fintech 
firms have been focused on digitizing credits for MSMEs (Soni 2021) to enhance banks’ 
knowledge of potential borrowers. The integration of third-party lenders with digital 
platforms (a form of embedded finance), such as the partnership of the State Bank of 
India with Uber India (Bhakta 2016), has allowed traditional banks to mitigate lending 
risks through automated repayment. Better borrower visibility, risk mitigation, and 
recourse tools through the partnerships allow traditional banks to extend more cred-
its, especially to MSMEs in the informal sector and women-owned businesses, without 
increasing the overall riskiness of the banks’ balance sheets. The technological advance-
ment also has the potential to help banks sustain lending during a credit crunch. 

• Concentrated default risks spread through new macro-financial linkages: Because 
the Fintech models are not tested in crisis scenarios, any potential algorithmic or 
model defects can be exposed and pose risks during downturns. As Fintech firms con-
solidate and assume systemic importance, a defect in the Fintech system can trig-
ger a concentrated default through Fintech-bank linkages (World Bank Group 2019; 
World Economic Forum 2021).

• Digital interdependencies and network instability: As a few big-tech and Fintech 
firms emerge as leading providers of critical capacities in a heavily interconnected 
network, unforeseen events can cause ecosystem disruption with cascading implica-
tions (World Bank Group 2019; World Economic Forum 2021).

• New driver for financial exclusion: As access to digital infrastructure remains uneven, 
the rise of Fintech can worsen financial exclusion. Also, discriminatory bias in the 
automated decision-making process of Fintech remains. Inadequate assessment and 
automated operation of Fintech firms can drive up unaffordable loans, leading to 
high default rates and business insolvency (World Economic Forum 2021).

19 Fintech credit flows to GDP (percent) are 0.67 in East Asia and Pacific, 0.2 in Europe and Central Asia, but 0.05 in South Asia and 
0.08 in Latin America.
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2.3.3 Dealing with COVID scarring on employment

With its large and young population, the workforce is an important resource for South 
Asia’s future, but the COVID crisis has had profound adverse impacts on South Asia’s 
labor markets. One aspect of the impact is reflected in the long-term human capital 
loss. School closures, which were prevalent in the region, substantially reduced years of 
schooling for school-aged children (Azevedo et al. 2020) with long-lasting impacts on the 
region’s human capital stock (World Bank 2021a; 2021d). Lockdowns also led to massive 
loss of employment in cities and reverse migration back to rural areas. The impact of the 
reverse migration is still being felt now as the recovery in employment and wages remains 
sluggish. Policies that reduce the risks and uncertainties for return migrants and lower 
barriers to labor mobility can encourage return migrants and improve the resilience of 
the labor force to future shocks (see also Chapter 3), while training programs that provide 
reskilling and upskilling opportunities can improve the quality and productivity of the 
workforce.

At the same time, the COVID shock hit contact-intensive sectors harder, and so the recov-
ery of employment is also characterized by sector-level differences. Box 2.3 considers 
the still incomplete recovery of employment in South Asia. Economic activities took longer 
to recover from the pandemic in certain contact-intensive services sectors where average 
earnings are lower amid higher informality levels; and where women are overrepresented. 
However, the fastest-growing sectors are also amenable to the types of workers that have 
been traditionally disadvantaged, such as women and youth. 
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Box 2.3. How is the labor market recovering from the pandemic? 

The structural shift and ensuing reallocation of resources across sectors of economic 
activity resulting from the pandemic can have major consequences for employment in 
the region. This box uses data on worker characteristics from sector-level employment 
pre-COVID, as well as surveys in 2021 to make some inferences about how the labor 
market is likely to develop in the region in a post-COVID world. 

Available data on economic activity 
by sectors up to mid-2022 paints a 
clear picture of the trends in value 
added by sector. Different recovery 
rates reflected the severity of lock-
downs in each country, whether 
the sector was contact-intensive or 
amenable to remote work, as well 
as the duration and persistence of 
COVID waves. Figure 2.13 shows the 
recovery by sector for India, which 
with some notable exceptions reflects 
the trend in other countries as well.20 
Agriculture and wholesale trade sec-
tors were not affected for long, and 
manufacturing began to recover 
after lockdowns were loosened in 
the second half of 2020. Productivity 
in the services sector diverged: busi-
ness services and public services’ 
growth soared, but the growth of con-
tact-intensive services, such as those 
that comprise the tourism industry 
(accommodations, restaurants, rec-
reation and entertainment, and per-
sonal services) fell sharply and took 
much longer to recover. 

20 In Maldives the tourism sector recovered faster than in other South Asian countries (see Box 2.3 of World Bank 2021d).

Figure 2.13. Agriculture and professional 
services—which can be done through 
remote work—saw growth trajectory 
barely affected by COVID. Contact-
intensive services are struggling to 
recover
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Before considering differential effects on the recovery of employment, a starting 
point is to extrapolate employment by sector. We use the productivity per worker 
ratios from around 2018 when most countries conducted labor force surveys and 
extrapolate to mid-2022 to nowcast employment by sector.21 This provides a broad 
sense of whether employment at the sector level has recovered to pre-COVID levels 
(Figure 2.14). Not surprisingly, sectors less affected by COVID saw employment grow 
faster. Moreover, the three most prosperous sectors also happen to be sectors with 
low labor intensity and where workers have the highest levels of education on aver-
age, suggesting widening disparities in earnings.

Figure 2.14. The fastest growing sectors in terms of employment pre- to post-
COVID in South Asia tend to be less labor-intensive

0%
5%
10%
15%
20%
25%
30%
35%
40%

0%
1%
2%
3%
4%
5%
6%
7%
8%

Transport (
Air

and domestic
)

Retail tr
ade

and repairs

Wholesale tra
de and

commissi
on tra

de

Manufacturin
g,

mining and quarry
ing

Tourism
, accommodation,

food, perso
nal, re

creation

Agricultu
re

Constru
ction

Infra
stru

cture

(Electric
ity, gas

and water)
Non-contact

market se
rvices

Others i
ncl. 

public services 

Sector of economic activity
2022 empolyment share (RHS)
Indispensible sectors

Non contact-intensive sectors Sectors impacted only during lockdowns
Contact-intensive sectors

Estimated employment growth

South Asia: Estimated employment by sector and annual average employment 
growth pre- and post-COVID (2018-2022H1)

Source: Staff calculations. The plot shows the repartition of employed people across sectors in 2018 (pre-COVID) and 
2022 (post-COVID). The 2022 repartition is based on a nowcasting estimation. Excludes Afghanistan. See Appendix table 
A.2.1 for sector classification according to COVID sensitivity.
Note: Public services include the health sector (assumed indispensable) and education (which suffered under COVID).

However, the above exercise cannot account for the fact that workers with certain 
characteristics did not return to the labor market at the same rate as others due 
to scarring.22 In other words, even if a sector has the same number of workers post-

21 Implicitly we are assuming no chance in technology and "Leontief" fixed capital-labor ratios.
22 Scarring here is defined as the inability or unwillingness of a worker to return to work and be as productive as before. 
This could happen either because they are rusty and need extra training, because the technologies have changed, 
because they have new care responsibilities of other family members or other burdens, health reasons; or because they 
had to let go of some productive assets during COVID—particularly the self-employed.
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COVID, worker productivity may have changed. There is not sufficient data yet to study 
the level of scarring in the labor market in South Asia. Therefore, we use two sources 
of data to try to understand how the return to the labor market is evolving for certain 
workers in different sectors, particularly for women and youth who have traditionally 
had relatively lower labor force participation rates. 

We first look at the characteristics of workers by sectors of economic activity, 
where we group the sectors according to the sensitivity of the sector’s activity level 
to COVID and study employment characteristics (see grouping in appendix A.2.1 
table). A few observations emerge (Table 2.6). First, the level of worker productiv-
ity of sectors affected by COVID varies: some core sectors that comprise the tour-
ism industry have high worker productivity. Among sectors that are least COVID-
sensitive, agriculture has the lowest worker productivity. While the business and 
professional services sector, where workers can more easily work from home, has 
one of the highest productivity levels. Second, youth employment in contact-in-
tensive sectors is about average (youth employment tends to be over-represented 
in the manufacturing sector such as the leather sector). In contrast, women are 
over-represented in the COVID-sensitive sectors: female workers account for 
almost a third of the total employment in these sectors—particularly in the educa-
tion sector and personal services—but only 26 percent of all workers in South Asia. 

We also look at trends in the labor market according to recent surveys, though 
they were conducted at the end of 2021 when the labor market was still adjust-
ing to Pandemic waves. In India, surveys show that women and youth had not 
returned to the workforce at the same rate as men and their elder peers as of end-
2021 (He et al. 2022).23 Some of this may be because women typically have the 
greatest childcare responsibilities. As schools gradually open, starting in mid-2022, 
female employment may bounce back to pre-COVID levels as has been observed 
in other countries (Alon et al. 2022).24 In contrast, early evidence from surveys in 
mid-2021 for Bhutan, Nepal, Pakistan, and Sri Lanka shows clear improvements 
in labor force participation rates compared to a year earlier (World Bank COVID 
phone surveys 2022). A higher share of new jobs post-COVID were for the more 

23 Using Center for Monitoring of the Indian Economy Survey to compare changes in employment status and their char-
acteristics by sectors. 
24 Alon et al. (2021) and US Bureau of Labor Statistics August 2021 found that women in the United States lagged men 
in the rate of return to the labor force since the Pandemic began. However, this changed once vaccination was widely 
available and schools opened in August 2022, during which time their return rate overtook that of men, and female labor 
force participation rose above pre-COVID levels. Moreover, women workers are overrepresented in the education sector 
in South Asia.
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formal wage work (as opposed to self-employment) and in the services sector 
(especially in Nepal). Moreover, the phone surveys for those four countries show 
that two demographic groups traditionally disadvantaged in the labor market—
women and youth—had been gaining more formal jobs, especially in the services 

Table 2.6. With some exceptions, sectors that bounced back quickly from the 
pandemic tend to hire more educated workers but fewer female and younger 
workers

Sector groups and sectors Share of 
South Asia’s 
employment

Share of 
South 

Asia’s GDP

Labor 
productivity 

(value 
added per 

worker, 
2018, 

thousands 
USD)

Share of 
female 

workers 

Share of 
youth 

workers 
(age less 
than 25 
years)

Average 
years of 

education

All sectors in South Asia 100 100 6.5 23 17 7

1. Contact-intensive service 
sectors directly affected by 
COVID-19 lockdowns

8.8 7.5 6.6 32 17 11

Education 4.1 2.5 6.3 46 14 14

Accommodation, 
restaurants, 
entertainment, and other 
personal services

4.3 3.9 6.3 22 19 8

Tourism, travel agencies 
and other supporting 
and auxiliary transport 
activities

0.4 1.1 13.1 7 16 10

2. Only initially affected by 
lockdown 40.6 55.7 6.1 14 21 8

 of which: manufacturing 13.2 33.5 8.0 26 25 8

3. Low contact-intensive 
sectors 7.4 17.9 23.2 24 13 11

4. Indispensable activities 43.1 18.9 3.9 30 14 6

Source: Sri Lanka Labor Force Survey 2019. Bangladesh Labor Force Survey 2015-16. India Periodic Labor Force Survey 
2018-19. Pakistan Labor Force Survey 2017-18. Bhutan Labor Force Survey (LFS) 2017-18. Nepal Labor Force Survey 
(LFS) 2017-18 and Maldives Labor Force Survey (LFS) 2019. Value added from ADB MRIO, and staff estimates.
Note: Employment characteristics of productive sectors grouped by the sensitivity of economic activity to COVID-19 in 
South Asia (see Appendix A.2.2 for the definition and grouping). The aggregation is computed on all the South Asian coun-
tries (excluding Afghanistan, and Maldives for some indicators) taking the  weighted averages using employment by sector. 
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sector. Women, especially young women, had been gaining jobs in services at a 
faster rate than men, and except for Pakistan, those jobs were more likely to be 
wage work (less informal). Wage work is generally associated with more stability, 
so this is a good development for women workers if the trend continues.

Though the jobs recovery is still incomplete, these positive trends bode well for the 
long term. First, women are more likely to be willing and able to work from home as 
they also tend to be the primary caregivers. The creation of jobs that can be done 
from home provides important opportunities in the fast-growing market-oriented ser-
vices sectors such as e-commerce. Second, data shows that youth in South Asia were 
already working in larger proportions in manufacturing and non-contact-intensive ser-
vices sectors before the pandemic, and these sectors are some of the fastest-growing 
sectors. Finally, digital technologies have allowed even formal firms to provide more 
flexible timetables and places of work, as well as greater opportunities for small firms 
or the self-employed to be competitive (World Bank 2021d). Reputation and skills can 
be acquired much more easily on the job (Carlin et al. 2022).

Policymakers can help to reduce the long-term effects of the scarring. This can be 
done by ensuring that sectors and firms that have less viability post-COVID are not 
protected or ’propped up’ artificially, through extended loan forbearance or subsidies. 
Instead, more resources need to go into job-matching infrastructure, training, and 
making the cost of switching jobs and transitioning to new sectors more seamless.  

2.3.4 Green and resilient development

In the near term, disruptions in energy supplies and higher energy prices could delay the 
green transition. Higher energy prices and shortages may have reduced global consumption 
of non-renewable energy and put a dent in global GHG emissions (Borenstein et al. 2022). But 
the elevated prices have also pushed some countries to slow down sustainable development 
progress. Because most countries cannot survive just on renewable energy, the demand for 
non-renewable energy sources is still high. With disruptions in natural gas supplies in Europe 
due to the war and elevated energy prices in general, the Europe Union voted to classify 
natural gas in some uses as a sustainable source of energy to allow more investment in gas 
plant and expand production (Ainger 2022). Higher energy prices can also impact the cost of 
renewables if more investment goes into fossil fuels, raising the input prices for wind, solar, 
and other renewable energy sources, as was the case during the commodity price surges of 
2003-4 (Ramboll Group 2022). 
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With elevated global energy prices, net energy importers of South Asia face the trade-off 
between short-term strategy and long-term energy goals. In the short term, countries want 
to limit energy costs and secure energy access, by increasing the production of non-renewable 
energy and reducing the burden on households through fuel subsidies. In the longer-term, 
transition to a greener economy is important for energy security and climate co-benefits. 
Both are important objectives, but as the short-term goals are often more pressing, they tend 
to be more politically popular choices. It is thus important to emphasize at this junction the 
potential benefits of a green transition in South Asia. Box 2.4 complements that discussion 
and studies the benefits and distributional impacts of the transition for households.

Box 2.4. The green transition: How will it affect households in South Asia?

Green transition away from fossil fuels and other polluting sources is complex as 
producers and consumers adjust their behavior. As part of the green transition, it is 
important to analyze the distributional impact of the transition on households and 
the accompanying policy reforms that may be necessary to ensure an inclusive transi-
tion. To do so, the current distribution of access to energy and energy expenditure can 
serve as a baseline. 

One measure of access to energy and one of the Sustainable Development Goals 
(SDGs) is access to electricity, which is high for the region at 95 percent,25 but inequal-
ity remains both across and within countries. Access to electricity is below 50 percent 
in Afghanistan, while it is 100 percent in Bhutan, Maldives, and Sri Lanka. Within coun-
tries, household surveys (Household Income and Expenditure Survey, HIES; Living 
Standard Survey, LSS; National Sample Survey, NSS) show that households residing 
in rural areas are less likely to have access to electricity, and households in the lowest 
quintile of total per capita expenditure are less likely to have access to electricity in 
both urban and rural areas (Figure 2.15). Blackouts are frequent in the region, aver-
aging 25.5 times per month,26 which leads to unequal access since poor households 
likely cannot afford backup generators. The inequality shows that access to electricity 
remains an important SDG goal for some South Asian countries as access to electric-
ity is associated with increased productivity (Dinkelman 2011; Khandker et al. 2012). 
With the region’s vast renewable energy potential, increasing the region’s reliance on 

25 World Development Indicator, World Bank Global Electrification Database. Last accessed September 26, 2022. https://
data.worldbank.org/indicator/EG.ELC.ACCS.ZS?locations=8S.
26 World Development Indicator, Enterprise Survey 2020. Last accessed October 1, 2022. https://data.worldbank.org/
indicator/IC.ELC.OUTG
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renewables to improve access to electricity for poor, rural households could lower 
inequality and contribute to green and inclusive growth.

Another important aspect of energy access for the region is access to clean cooking fuels. 
Only 60 percent of households in the region have access to this technology,27 with Nepal 
lagging behind. Inequality in access to clean cooking fuels within countries shares the 
same pattern as electricity access: poor, rural households are less likely to have access 

27 World Development Indicator, World Health Organization Global Health Observatory. Last accessed September 26, 
2022. https://data.worldbank.org/indicator/EG.CFT.ACCS.ZS?locations=8S.

Figure 2.15. Access to electricity by household per capita expenditure quintile in 
South Asia
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Source: Staff calculations using Household Income and Expenditure Survey Bangladesh 2016, Pakistan 2018, Sri Lanka, 
2016, Living Standard Survey Nepal 2010, National Sample Survey India 2011.
Note: Sri Lanka is excluded because of virtually universal access to electricity during the sample period. Access to elec-
tricity has increased since the time of the survey, but the latest estimate is not broken down by income quintiles.
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to clean cooking fuels (Figure 2.16). This is a policy concern as the use of biomass fuel 
for cooking is associated with poor health outcomes, especially for women and children 
(Kyu, Georgiades, and Boyle 2010; Mishra and Retherford 2007). Biomass fuel use also 
contributes to greenhouse gas (GHG) emissions (Pachauri et al. 2021), thus increasing 
access to clean cooking fuels can improve both health and environmental outcomes.

Beyond access to energy, the share of household expenditure on energy is 
another measure that can capture how the green transition might affect house-
holds.28 The share of household expenditure on energy is relatively high in 

28 Household energy expenditure includes expenditure on the following: electricity, natural gas, gasoline, diesel, coal, oil, 
LPG, kerosene, charcoal, firewood, and ethanol.

Figure 2.16. Access to clean cooking fuel by household expenditure quintile in 
South Asia
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Source: Staff calculations using Household Income and Expenditure Survey Bangladesh 2016, Pakistan 2018, Sri Lanka, 
2016, Living Standard Survey Nepal 2010, National Sample Survey India 2011.
Note: No data for Bangladesh. Access to clean cooking fuel has increased since the time of the survey, but the latest 
estimate is not broken down by income quintiles.
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India and Pakistan, averaging more than 10 percent of total household expen-
diture (HIES), which is higher than the 6 percent average energy expenditure 
in Indonesia.29 Households in the lowest quintile are more likely to have a 
higher share of energy expenditure relative to households in the top quin-
tile in Bangladesh and India, while this is not the case in Pakistan and Nepal, 

29 Data on Indonesia from Statista. Last accessed September 20, 2022. https://www.statista.com/statistics/1065696/
indonesia-household-expenditure-breakdown/.

Figure 2.17. Share of household energy expenditure in South Asia
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Source: Staff calculations using Household Income and Expenditure Survey Bangladesh 2016, Pakistan 2018, Living 
Standard Survey Nepal 2010, National Sample Survey India 2011.
Note: Sri Lanka is excluded due to recent changes that are not reflected in the survey. Household energy expenditure 
includes expenditure on the following: electricity, natural gas, gasoline, diesel, coal, oil, LPG, kerosene, charcoal, fire-
wood, and ethanol.
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suggesting some heterogeneity in the region (Figure 2.17).30 The share of energy expen-
diture is higher for rural households in Bangladesh and Pakistan, which is concerning 
since rural households are less likely to have access to electricity and clean cooking 
fuel, yet their share of energy expenditure is higher than urban households. Should 
the green transition lead to higher energy prices, ensuring that poor rural households 
can afford their energy needs would be important for lowering inequality. 

The green transition will produce winners and losers and addressing the distribu-
tional impact will be important for growth and inequality. One potential policy is 
to repurpose fossil fuel subsidies, which is one of the 2021 United Nations Climate 
Change Conference (COP26) commitments. There is variation in fuel subsidies across 
the region, with Pakistan spending more than 2 percent of GDP on fuel subsidies, 
while Nepal has no explicit subsidies. (World Bank 2022d) The budget allocated to 
fuel subsidies can be repurposed for social protection and other programs to ensure 
energy access for poor and vulnerable households (Dartanto 2013). The green transi-
tion presents both opportunities and challenges, which can be addressed with policy 
reforms that mitigate climate change and promote inclusive growth. 

Besides green transition, countries also need to improve resilience amid increasing occur-
rences of natural disasters. Climate-related disasters (droughts, floods) are becoming much 
more common, and investment in disaster preparedness could minimize the losses. South 
Asia is by far the most vulnerable region in the world to climate-related natural disasters in 
terms of GDP at risk (Jones 2022). The recent flooding in Pakistan submerged one-third of 
the country. Flooding risk is expected to increase in intensity and unpredictability due to 
climate change. Rebuilding disaster-hit infrastructure can be expensive. Instead, investment 
in disaster preparedness could reduce the losses from these natural disasters and allow the 
region to grow without having to spend on continual rebuilding.

30 The pattern for Pakistan, with the highest quintile spending a larger share of expenditure on energy, is likely driven by electricity 
and gasoline expenditure. Total expenditure among the highest quintile in Pakistan in rural areas is about double the lowest, but 
expenditure on electricity and gasoline among the top quintile is about 3 times the expenditure among the lowest quintile. A similar 
pattern is observed among urban households in Pakistan. The pattern for urban Nepal is driven by the top quintile’s higher spending 
on electricity, diesel, and liquid petroleum gas relative to those in the bottom quintile. 
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South Asian countries have invested in natural disaster management, but disparities 
remain in the region’s early warning systems. Pakistan and Bangladesh are good examples:

• Pakistan’s early warning system was not as effective in some regions. The coun-
try developed a 10-year national disaster management plan in 2012, including early 
warning systems. In 2013, a dedicated funding source was created (the National 
Disaster Risk Management Fund) to provide grants to fund up to 70 percent of proj-
ects that build resilience to extreme weather and geophysical hazards (ADB 2018). In 
2018, the country initiated a US$2 million countrywide risk assessment project that 
covered 15 districts (World Bank 2020b). Despite the progress in disaster risk reduc-
tion and funding, a study found a large regional disparity in flood warning systems in 
2015 (Rana, Bhatti, and Jamshed 2021), and as of 2017, the country still had a limited 
flood forecasting system outside of Islamabad-Rawalpindi (Mahsud 2018). 

• Bangladesh is another country in the region that faces high flooding risk. The coun-
try has focused on improving forecast lead time and early warning systems, with an 
ability to provide 3-day deterministic flood forecasts and 10-day medium-range prob-
abilistic forecasts. A mobile app was launched by the Bangladesh Water Development 
Board in 2018. A 2021 survey in 14 flood-prone districts of Rangpur, Rajshahi, Dhaka, 
and Sylhet divisions found that 60 percent of respondents had 4 days to prepare 
before the flood hit their residence (World Bank 2022h). However, 67 percent of 
respondents said that their community lacked a flood management plan, suggesting 
the need for additional investment in flood preparedness.
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Appendices

Appendix A.2.1 Details on regression setup for Fintech development

The following linear equation is estimated to explore the relationship between Fintech credit 
and risk-taking behavior by traditional banks (Box 2.1).

  Bank Risk − Taking  jt   = a+   β  1     FinTech credit flows as share of GDP  it   +  β  2    BankFactor  jt  +  β  3    
MacroFactor  it   +  λ  j   +  λ  t   +  ε  jt   

where  t  indexes year,  j  indexes bank, and  ⅈ  indexes country.  Bank Risk − Taking  refers to the 
portfolio risk, calculated as   − 1 * log (  Return on Asset / sd .  (  Return on Asset )   )    . A three-year roll-
ing window is used to calculate the standard deviation of return on assets to give variation.  
FinTech credit flows as share of GDP  is the explanatory variable, sourced from Cambridge 
Center for Alternative Finance.31 The variable  BankFactor  controls for bank characteristics, 
including the logarithm of the bank’s total assets, annual growth of gross loans, and deposit 
share over total assets;  MacroFactor  includes GDP growth, the share of domestic credits 
to the private sector in GDP, CPI, and regulatory quality.   β  1    measures the effects of FinTech 
credit flow on banks’ risk-taking.   λ  j    and   λ  t    are a set of bank- and year-dummies to control for 
bank and year-specific factors;    ε  jt    is the error term. 

The estimation sample comes from the S&P Capital IQ database, a panel dataset that covers 
2041 banks from 35 countries between 2014 and 2019, including 52 banks from India and 
Pakistan. 

31 The variable from the dataset includes credit flows from both FinTech and BigTech. FinTech credits measure the credits from 
decentralized individual platforms; BigTech credits measure lending from big tech companies where lending is not the core busi-
ness, but they use the existing user base data to inform lending decisions. 
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Appendix A.2.2 Sectoral employment analysis for South Asia

The employment analysis groups sectors according to their level of sensitivity to the pan-
demic and the lockdowns. Sectors are at the 35-sector level according to SITC Rev. 3 classifi-
cation of the ADB’s Multi-Regional Input-Output table). Manufacturing, which has 16 sub-sec-
tors, is grouped here as sensitivity indicator 3. There is no discernible association between 
the COVID sensitivity of the sector and the average earnings, nor whether the worker is a 
head of household (Table A.2.1). However, the majority of self-employed in South Asia work 
in sectors least affected by the Pandemic, in large part because most of those engaged in 
agriculture in the region are self-employed, 

Table A.2.1. Indispensable sectors (less affected by the pandemic) are the largest 
employers in the region, with mostly low average earnings and a high share of 
self-employment

Sensitivity 
indicator

COVID impact 
on activity 

level

Affected sectors Employed 
people 

circa 2018 
(thousands)

Share of 
employed 

people 
that are 

household 
heads

Average 
monthly 
earnings 
in 2018 

USD

Share of 
self-

employed

1

Indispensable 
or activities 
not affected 
except at 
the initial 
stages of the 
Pandemic.

Agriculture, Hunting, Forestry and 
Fishing.

208,608 53.8 60.7 70.0

Electricity, Gas and Water Supply.

Human health and social work 
activities.

Wholesale trade and commission 
trade, except of motor vehicles 
and motorcycles.

2

Ability 
of most 
workers to 
do activities 
from home.

Administrative and support service 
activities.

36,013 52.4 230.5 14.2

Financial and insurance activities.

IT, Information and 
communication.

Private households with employed 
persons.

Public administration and 
defense; compulsory social 
security.

Real estate activities.
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Sensitivity 
indicator

COVID impact 
on activity 

level

Affected sectors Employed 
people 

circa 2018 
(thousands)

Share of 
employed 

people 
that are 

household 
heads

Average 
monthly 
earnings 
in 2018 

USD

Share of 
self-

employed

3

Only initially 
affected by 
lockdown, 
but otherwise 
not generally 
contact-
intensive. 

Manufacturing.

196,707 56.7 90.4 39.4

Construction.

Inland Transport.

Mining and Quarrying.

Sale, Maintenance and Repair of 
Motor Vehicles and Motorcycles; 
Retail Sale of Fuel.

Transportation and storage.

Wholesale and retail trade; 
repair of motor vehicles and 
motorcycles.

4

Contact-
intensive 
sectors more 
likely to be 
affected by 
lockdowns 
or Pandemic-
related 
restrictions.

Accommodation and food service 
activities.

42,766 48.7 155.4 30.7

Air Transport.

Arts, entertainment, and 
recreation.

Education.

Other service activities.

Source: COVID sensitivity level is based on IMF staff compilation (IMF 2021); Sri Lanka Labor Force Survey 2019. Bangladesh 
Labor Force Survey 2015-16. India Periodic Labor Force Survey 2018-19. Pakistan Labor Force Survey 2017-18. Bhutan Labor Force 
Survey (LFS) 2017-18. Nepal Labor Force Survey (LFS) 2017-18 and Maldives Labor Force Survey (LFS) 2019. Value added from ADB 
MRIO, and staff calculations (see https://mrio.adbx.online/)
Note: 1/ Includes only Bangladesh, Bhutan, India, Nepal, Pakistan and Sri Lanka

m A n A g I n g  t H e  A f t e R s H o c k s

 1 1 7



References

ADB (Asian Development Bank). 2018. “Disaster Risk Financing in Pakistan: Enhancing Syn-
ergies and Coordination of Initiatives.” Workshop report, Asian Development Bank, 
Manila, Philippines.

Ainger, John. 2022. “EU Lawmakers Remove Last Hurdle to Label Gas, Nuclear as Green.” 
Bloomberg, July 6, 2022. https://www.bloomberg.com/news/articles/2022-07-06/
eu-lawmakers-remove-last-hurdle-for-gas-nuclear-as-green.

Alon, Titan, Sena Coskun, Matthias Doepke, David Koll, and Michèle Tertilt. 2021. “From Man-
cession to Shecession: Women’s Employment in Regular and Pandemic Recessions.” In 
NBER Macroeconomics Annual 2021, Volume 36, edited by Martin Eichenbaum and Erik 
Hurst, 83–151. University of Chicago Press.

Azevedo, Joao Pedro, Amer Hasan, Diana Goldemberg, Syedah Aroob Iqbal, and Koen Geven. 
2020. “Simulating the Potential Impacts of COVID-19 School Closures on Schooling and 
Learning Outcomes: A Set of Global Estimates.” Policy Research Working Paper 9284, 
World Bank, Washington, DC.

Banna, Hasanul, M. Kabir Hassan, and Mamunur Rashid. 2021. “Fintech-Based Financial 
Inclusion and Bank Risk-Taking: Evidence from OIC Countries.” Journal of International 
Financial Markets, Institutions & Money 75: 101447.

Bertsch, Christoph, Isaiah Hull, and Xin Zhang. 2016. “Fed Liftoff and Subprime Loan Inter-
est Rates: Evidence from the Peer-to-Peer Lending Market.” Working Paper Series 319, 
Sveriges Riksbank (Central Bank of Sweden).

Bhakta, Pratik. 2016. “SBI Partners with Uber for Easy Credit to Their Driver Partners - The 
Economic Times.” The Economic Times, March 16, 2016. https://economictimes.india-
times.com/industry/banking-finance/sbi-partners-with-uber-for-easy-credit-to-their-
driver-partners/articleshow/51421830.cms?from=mdr.

Blanchard, Olivier J, Josh Felman, and Arvind Subramanian. 2021. “Does the New Fiscal Con-
sensus in Advanced Economies Travel to Emerging Markets?” Policy Brief 21-7, Peterson 
Institute for International Economics, Washington, DC.

Borenstein, Seth, Tom Krisher, Show more sharing options, Facebook, Twitter, LinkedIn, 
Email, Copy Link URLCopied!, and Print. 2022. “Higher Gas Prices Make a Small Dent 
in Emissions, with Burdens Shared Unequally.” Los Angeles Times, July 7, 2022. https://
www.latimes.com/environment/story/2022-07-07/higher-gas-prices-climate-change-
emissions.

Carlin, Davis, Anu Madgavkar, Dana Maor, and Angelika Reich. 2022. “Overcoming the Fear 
Factor in Hiring Tech Talent,” McKinsey Global Institute.

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 1 8



Dartanto, Teguh. 2013. “Reducing Fuel Subsidies and the Implication on Fiscal Balance and 
Poverty in Indonesia: A Simulation Analysis.” Energy Policy 58: 117–34.

Deng, Liurui, Yongbin Lv, Ye Liu, and Yiwen Zhao. 2021. “Impact of Fintech on Bank Risk-Tak-
ing: Evidence from China.” Risks 9 (5): 99.

Dinkelman, Taryn. 2011. “The Effects of Rural Electrification on Employment: New Evidence 
from South Africa.” American Economic Review 101 (7): 3078–3108.

DreamStart Labs. 2022. “DreamStart Labs and BRAC Bank Partner to Reach Unbanked 
Women in Bangladesh.” PR Newswire, July 19. https://www.prnewswire.com/news-re-
leases/dreamstart-labs-and-brac-bank-partner-to-reach-unbanked-women-in-bangla-
desh-301589363.html.

Faia, Ester, and Monica Paiella. 2018. “P2P Lending: Information Externalities, Social Net-
works and Loans’ Substitution.” CEPR Discussion Papers 12235, Centre for Economic 
Policy Research.

Guo, Pin, and Yue Shen. 2016. “The Impact of Internet Finance on Commercial Banks’ Risk 
Taking: Evidence from China.” China Finance and Economic Review 4 (1): 16.

He, Yiming, Ambar Narayan, Pedro Olinto, Sutirtha Sinha Roy, and Nayantara Sarma. 2022. 
“Synthesis of the Impacts of COVID-19 on India’s Labor Market: Looking at People, 
Places and Policies,” Mimeo, World Bank, Washington, DC.

IMF (International Monetary Fund). 2021. “After-Effects of the Covid-19 Pandemic: Prospects 
for Medium-Term Economic Damage.” In World Economic Outlook: Managing Divergent 
Recoveries, 43-60. April. Washington, DC: International Monetary Fund.

IMF (International Monetary Fund). 2022. Global Financial Stability Report--Shockwaves 
from the War in Ukraine Test the Financial System’s Resilience. April. Washington, DC: 
International Monetary Fund.

Jones, Marc. 2022. “How Hard Could Climate Change Hit the Global Economy, and Where 
Would Suffer Most?” World Economic Forum (blog). April 29, 2022. https://www.wefo-
rum.org/agenda/2022/04/climate-change-global-gdp-risk/.

Khandker, Shahidur R., Hussain A. Samad, Rubaba Ali, and Douglas F. Barnes. 2012. “Who 
Benefits Most from Rural Electrification? Evidence in India.” Policy Research Working 
Paper 6095, World Bank, Washington, DC.

Kyu, Hmwe Hmwe, Katholiki Georgiades, and Michael H. Boyle. 2010. “Biofuel Smoke and 
Child Anemia in 29 Developing Countries: A Multilevel Analysis.” Annals of Epidemiol-
ogy 20 (11): 811–17.

Liao, Wenlin. 2018. “Research on the Impact of Internet Finance on Risk Level of Commercial 
Banks.” American Journal of Industrial and Business Management 08: 992–1006.

m A n A g I n g  t H e  A f t e R s H o c k s

 1 1 9



Mahsud, Idress. 2018. “Early Warning & DRM System of Pakistan – Learning from Good Prac-
tices.” Presentation at the South Asia Hydromet Services Forum, Geneva, Switzerland, 
September 18-20.

Maldives Ministry of Finance. 2021. “Debt Bulletin, December 2021.” Debt Management 
Department Maldives Ministry of Finance.

Mauro, Paolo, and Jing Zhou. 2021. “r-g<0: Can We Sleep More Soundly?” IMF Economic 
Review 69 (1): 197–229.

Mauro, Paolo, and Jan Zilinsky. 2016. “Reducing Government Debt Ratios in an Era of Low 
Growth.” Policy Brief 16-10, Peterson Institute for International Economics, Washing-
ton, DC.

Melecky, Martin. 2021. Hidden Debt: Solutions to Avert the Next Financial Crisis in South Asia. 
Washington, DC: World Bank.

Mishra, Vinod, and Robert D. Retherford. 2007. “Does Biofuel Smoke Contribute to Anaemia 
and Stunting in Early Childhood?” International Journal of Epidemiology 36 (1): 117–29.

Pachauri, Shonali, Miguel Poblete-Cazenave, Arda Aktas, and Matthew J. Gidden. 2021. 
“Access to Clean Cooking Services in Energy and Emission Scenarios after COVID-19.” 
Nature Energy 6 (11): 1067–76.

Pakistan Ministry of Finance. 2021. “Public Debt Bulletin, July-December 2021.” Debt Policy 
Coordination Office Pakistan Ministry of Finance.

Ramboll Group. 2022. “What Do Rising Energy Prices Mean for the Green Energy Transition?” 
https://ramboll.com/media/rgr/what-do-rising-energy-prices-mean-for-the-green-en-
ergy-transition.

Rana, Irfan Ahmad, Saad Saleem Bhatti, and Ali Jamshed. 2021. “Effectiveness of Flood Early 
Warning System from the Perspective of Experts and Three Affected Communities in 
Urban Areas of Pakistan.” Environmental Hazards 20 (3): 209–28.

Royal Government of Bhutan Ministry of Finance. 2022. “Public Debt Situation Report for the 
Quarter-Ended 31 December 2021.” Department of Macroeconomic Affairs, Royal Gov-
ernment of Bhutan Ministry of Finance.

Shah, Alpesh, Pranay Mehrotra, Jitesh Shah, Suhail Bhansali, Prerak Sethi, Subhajit Mandal, 
and Shwetank Verma. 2022. “India Insurtech Landscape and Trends,” Boston Consult-
ing Group, Boston, MA.

Sheng, Tianxiang. 2021. “The Effect of Fintech on Banks’ Credit Provision to SMEs: Evidence 
from China.” Finance Research Letters 39: 101558.

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 2 0



Sinha Roy, Sutirtha, and Roy van der Weide. 2022. “Poverty in India Has Declined over the 
Last Decade But Not As Much As Previously Thought.” Policy Research Working Paper 
9994, World Bank, Washington, DC.

Soni, Sandeep. 2021. “What Bank-Fintech Tie-Ups Mean for MSMEs, Others in India beyond 
Lending, Payments.” Financial Express, October 28, 2021. https://www.financialex-
press.com/industry/sme/msme-fin-how-bank-fintech-partnerships-have-evolved-in-
india-to-ease-lending-payments-for-msmes-others/2354400/.

Tang, Huan. 2019. “Peer-to-Peer Lenders Versus Banks: Substitutes or Complements?” The 
Review of Financial Studies 32 (5): 1900–1938.

Wang, Rui, Jiangtao Liu, and Hang(Robin) Luo. 2021. “Fintech Development and Bank Risk 
Taking in China.” The European Journal of Finance 27 (4–5): 397–418.

Wong, Chin-Yoong, and Yoke-Kee Eng. 2020. “P2P Finance and the Effectiveness of Monetary 
Controls.” The Manchester School 88 (4): 617–39.

World Bank. 2018. South Asia Economic Focus: Budget Crunch. Fall. Washington, DC: World 
Bank.

World Bank. 2020a. Purchasing Power Parities and the Size of World Economies: Results 
from the 2017 International Comparison Program. Washington, DC: World Bank.

World Bank. 2020b. Options to Strengthen Disaster Risk Financing in Pakistan. Washington, 
DC: World Bank.

World Bank. 2021a. South Asia Economic Focus: South Asia Vaccinates. Spring. Washington, 
DC: World Bank.

World Bank. 2021b. World Bank East Asia and Pacific Economic Update: Uneven Recovery. 
April. Washington, DC: World Bank.

World Bank. 2021c. Global Economic Prospects. June. Washington, DC: World Bank.

World Bank. 2021d. South Asia Economic Focus: Shifting Gears: Digitization and Services-Led 
Development. Fall. Washington, DC: World Bank.

World Bank. 2022a. “Bangladesh Country Economic Memorandum: Change of Fabric,” World 
Bank, Washington, DC.

World Bank. 2022b. “Pakistan Development Update: Inflation and the Poor.” October, World 
Bank, Washington, DC.

World Bank. 2022c. Global Economic Prospects. January. Washington, DC: World Bank.

World Bank. 2022d. South Asia Economic Focus: Reshaping Norms: A New Way Forward. 
Spring. Washington, DC: World Bank.

m A n A g I n g  t H e  A f t e R s H o c k s

 1 2 1



World Bank. 2022e. Global Economic Prospects. June. Washington, DC: World Bank.

World Bank. 2022f. South Asia’s Digital Opportunity: Accelerating Growth, Transforming 
Lives. Washington, DC: World Bank.

World Bank. 2022g. World Development Report 2022: Finance for an Equitable Recovery. 
Washington, DC: World Bank.

World Bank. 2022h. “$500 Million World Bank Financing to Help Bangladesh Improve Disas-
ter Preparedness for Floods.” Press Release, July 15, 2022. https://www.worldbank.org/
en/news/press-release/2022/07/15/-500-million-world-bank-financing-to-help-ban-
gladesh-improve-disaster-preparedness-for-floods.

World Bank Group. 2019. “Prudential Regulatory and Supervisory Practices for Fintech: Pay-
ments, Credit and Deposits,” World Bank, Washington, DC.

World Bank Group. 2022. “Afghanistan Private Sector Rapid Survey: A Snapshot of the Busi-
ness Environment--Round 1,” World Bank, Washington, DC.

World Economic Forum. 2021. “Beneath the Surface: Technology-Driven Systemic Risks and 
the Continued Need for Innovation.” in collaboration with Deloitte.

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 2 2


