Economic Overview
Nepal is strategically located between India and
China, two of the largest economies in the world. In
2015, the country adopted a new constitution that
embraces multiparty democracy, federalism and private sector-led liberal economics. The government is
committed to the promotion of foreign investment,
providing a unique opportunity for foreign direct investment (FDI) in Nepal.
Although Nepal is classified as a least developed
country (LDC) by the United Nations, its goal is to
graduate from this status by 2022 and transition
to a middle income country by 2030. To achieve
these targets, an economic growth rate of 7–8%
and investment in infrastructure of USD 13–18 billion by 2020 will be required. The Ease of Doing
Business Index 2017 by the International Finance
Corporation (IFC), World Bank Group places Nepal second only to Bhutan among all South Asian
countries.2 Nepal’s investment potential, combined
with these feature, have led to an increase in interest in FDI in recent years.
Nepal has also put in place fiscal incentives and
other arrangements to facilitate global trade. As a
member of the World Trade Organization (WTO),
Nepal offers one of the lowest import duties in
the region. Nepal has also signed Double Taxation Avoidance Agreements with 10 countries and
concluded Bilateral Investment Protection and Promotion Agreements (BIPPAs) with 6 countries. Fol-

lowing the entry into force of the Nepal-India Trade
and Transit Treaty, Nepal enjoys duty and quotafree access to India’s massive and growing market.
China’s rapidly growing economy also provides
duty free access to approximately 8,000 products.
As a result of its prolonged political transition and
inadequate infrastructure, Nepal’s economic growth
rate has remained at 3.8%, on average, for the past
10 years, which is below the South Asian average.
Remittances continue to play a critical role in GDP
growth for consumption. In FY 2015/16, remittances
comprised approximately 29.6% of GDP. Remittances help to increase aggregate demand in the local
market, despite low economic growth.3 Over the last
decade, disposable income has increased by 14.4%
per year on average, which has led to a comparable
increase in consumption.
At present, with foreign currency reserves of USD 9.8
billion (as of July 2016), Nepal is in a good position
to receive finance imports. However, the trade deficit,
which reached 31.3% of GDP in FY 2015/16, continues to be of concern. It is expected that FDI will
stimulate domestic production and gradually close
this gap. Despite the catastrophic earthquake of 25
April 2015 and the transport blockade of the border
that followed, Nepal has begun to rebuild and continues to be a highly attractive destination for FDI in
various sectors.
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