Current Macroeconomic Situation
Based on First Month's Data of 2006/07
Monetary Sector
Monetary and Credit Aggregates

1. Broad money declined by 0.4 per cent in the first month of 2006/07 compared to a decline of 0.2 percent in the same period of the previous year. Of the components of broad money, narrow money declined by 3.9 percent while time deposits increased by 1.3 percent in the review period. In the previous year, narrow money had decreased by 4.7 percent and time deposits by 2.1 percent. 

2. While net foreign assets (after adjusting foreign exchange valuation gain/loss) increased by 2.3 percent, net domestic assets (after adjusting foreign exchange valuation gain/loss) declined by 2.2 percent, resulting in a negative growth of monetary aggregates.

3. Total domestic credit declined by 0.9 percent in the review period. Such a credit had declined by 1.0 percent in the corresponding period of the previous year.

4. Of the components of total domestic credits, monetary sector’s claims on the Government of Nepal (GON) declined significantly in the review period compared to that of the previous year. Claims on the GON, which had declined by Rs. 3.5 billion (5.4 percent) in the previous year, went down by Rs. 4.4 billion (6.2 percent) in the review period. A negative growth of government expenditure coupled with a higher growth of government revenue contributed to a significant decline in claims on the GON in the review period.

5. Compared to a growth of 0.8 percent in the same period of the previous year, bank credit to the private sector increased by 0.3 percent in the review period. A contraction in import credit due to the decline in imports growth resulted in the lower growth of private sector credit in the review period. 

Money Market Transactions

6. Nepal Rastra bank (NRB) intervened six times in the foreign exchange market in the review period, injecting liquidity of Rs. 5.2 billion in the banking system. In the previous year, the liquidity of Rs. 1.2 billion was injected through such foreign exchange interventions. Because of the increased inflow of remittance, NRB purchased a higher amount of US dollars from the commercial banks in the review period compared to the previous year. 

7. To sterilize the impact of the liquidity injection through foreign exchange intervention resulting from remittance inflows on money supply, NRB mopped up the liquidity through open market operations. In the first month of 2006/07, NRB mopped up Rs. 1 billion through sale auction and Rs. 2.6 billion through reverse repo auction. In the previous year, NRB had mopped up only Rs. 1.4 billion through sale auction.

8. As a result of liquidity absorption, the weighted average 91-day treasury bills rate remained at 2.99 percent which is higher than the previous year’s 2.26 percent. 

Securities market situation

Primary issue

9. Nepal Securities Board granted permission to Bageshwori Development Bank, and Peoples Finance Ltd to issue ordinary shares amounting Rs. 9 million and right shares amounting Rs. 40 million respectively in the first month of 2006/07.  

Secondary Market

10. The year-on-year (y-o-y) NEPSE index increased by 29.7 percent to 389.2 points in the review period. Continuous rise in remittance inflow, lower interest rate, and the lack of alternative investment opportunities accounted for the expansion in the stock market activities, resulting in a higher NEPSE index. 

11. The number of companies listed in the Nepal Stock Exchange Ltd reached 135 in mid-August 2006. This number was 125 a year ago. Out of the total listed companies, 88 were bank and financial institutions, which accounted for nearly 65.2 percent of the total listed companies. The number of production and processing industries, hotels, business entities, and entities belonging to other groups listed in Nepal Stock Exchange was 29, 4, 8, and 6 respectively. These groups comprised 21.5 percent, 3 percent, 5.9 percent and 4.4 percent respectively of the total listed companies. 
12. The y-o-y market capitalization increased by 50.6 percent and reached Rs. 97.5 billion in mid-August 2006. Market capitalization to GDP ratio increased to 16.7 percent in mid-August 2006 from 11 percent a year ago. Of the total transactions, bank and financial institutions, production and processing companies, hotels, business entities, and entities belonging to other groups accounted for 82.5 percent, 5.8 percent, 2.4 percent, 0.8 percent, and 8.5 percent respectively. 

13. Total paid up capital of the listed companies reached Rs. 20.03 billion in mid-August 2006, showing an increase of 19 percent over the period of one year. The increase was due to the additional listing of companies in the Nepal Stock Exchange Ltd, and the issuance of ordinary and right shares by some of the financial institutions.   

Price Situation

Consumer Price Inflation

14. The y-o-y consumer price increased by 6.9 percent in mid-August 2006 compared to an increase of 7.3 percent in the corresponding period of the previous year. The pass-through effect of two times rise in the prices of petroleum products in 2005/06 as well as an increase in the prices of transportation fare in the same period together with a sharp rise in the prices of pulses mainly accounted for consumer price inflation of 6.9 percent in the review period. On the other hand, a comparatively low rise in the prices of grains and cereal products eased inflation relative to that of the previous year. The average growth rate of the price index from mid-September 2005 through mid-August 2006 stood at 7.9 percent compared to 5.0 percent in the corresponding period of the previous year.

15. In the review period, the y-o-y index of food and beverages group surged up by 6.1 percent compared to an increase of 6.6 percent in the corresponding period last year.  Despite a low rise in the prices of grains and cereal products, a sharp rise in the prices of spices and pulses pushed up the index of this group.

16. The index of non-food and services group increased by 7.8 percent compared to an increase of 8.0 percent in the same period last year. The lagged effect of rise in the prices of petroleum products two times in 2005/06 as well as the increase in the prices of transportation fare in February 2006 accounted for the rise in the price index of this group.

17. Region-wise, the price indices of Terai increased by higher rate of 7.5 percent followed by Hills at 6.8 percent and the Kathmandu Valley at 5.9 percent.  In the corresponding period of the previous year, the indices of Hills had increased at the higher rate of 8.7 percent, followed by Terai at 7.4 percent and the Kathmandu Valley at a lower rate of 6.1 percent.

18. The y-o-y core inflation increased by 4.6 percent in mid-August 2006 compared to an increase of 4.5 percent a year ago.

Wholesale Price Inflation 

19. The y-o-y wholesale price inflation increased by 6.7 percent in mid-August 2006 compared to an increase of 9.3 percent in the corresponding period of the previous year. Despite a decline in the prices of fruits and vegetables in the review period, a lagged effect of a sharp rise in the prices of petroleum products two times last fiscal year and also a sharp rise in prices of pulses, spices, cash crops and construction materials pushed the wholesale price index up. The index of agricultural goods registered a lower growth of 4.5 percent while imported commodities recorded a higher growth of 10.0 percent. The average National Wholesale Price Index from mid-September 2005 through mid-August 2006 increased by 8.7 percent compared to a rise of 7.5 percent in the same period last year. 
Salary and Wage Inflation
20. The National Salary and Wage Rate Index (2004/05 = 100), on a y-o-y basis, increased by 7.3 percent in mid-August 2006.  Such index had increased by 1.9 percent a year ago.  The rise in wages of laborers as well as the 10 percent rise in the salary of government employees as announced in the budget speech of the fiscal year 2006/07 accounted for the growth of salary and wage inflation. The indices of salary and wages increased by 6.4 percent and 7.7 percent respectively.

Fiscal Sector
Budget Surplus

21. The fiscal position of the GON, on a cash basis, remained at a surplus of Rs 3.9 billion in the first month of 2006/07. The cash budget surplus of the review period expanded by 64.0 percent compared to the cash budget surplus of Rs 2.4 billion of the previous year. The higher growth of revenue coupled with the negative growth of government expenditure contributed to the increased cash surplus in the review period.

22. As a result of the cash budget surplus in the review period, the balance of the government with NRB increased by 48.5 percent in the first month of 2006/07. The government balance with NRB increased to Rs 4.0 billion in the review period from Rs 2.7 billion in the same period last year. 

Government Expenditure

23. The total expenditure of the government decreased by 17.3 percent to Rs 2.9 billion in the review period. In the first month of 2005/06, the government expenditure had increased by 15.0 percent. The decline in security expenditure on account of the improved security situation helped decrease the government expenditure. 

Government Revenue

24. In the first month of 2006/07, the revenue of the government increased by 11.3 percent compared to a growth of 6.2 percent in the same period last year. The consumer spending increased due to the improved consumer confidence resulting a rise in revenue from Value Added Tax. This boosted the overall revenue collection of the government. 

25. In the review period, foreign cash grant and foreign cash loan decreased by 50.7 percent and 67.3 percent respectively.

Foreign Trade and Balance of Payments
26. In the first month of 2006/07, exports fell by 4.5 percent in contrast to an increase of 13.2 percent in the corresponding period of the previous year. Of the total exports, export to India declined by 2.2 percent compared to a significant growth of 24.2 percent in the same period of 2005/06. The imposition of additional 4 percent customs tariff by India on Nepalese exports since March 2006 was one of the factors responsible for such a decline. Exports to other countries declined by 8.8 percent compared to a decline of 3.0 percent a year earlier. 

27. The fall in the exports to India was attributed to the decline in the exports of polyester yarn, plastic utensils, toothpaste, wire and textiles.  Likewise, the decrease in the exports to other countries was due to the decline in the exports of pashmina, handicraft, jewelleries, readymade leather goods and pulses.       

28. Total imports rose by 6.3 percent in the first month of 2006/07 compared to a significant increase of 23.7 percent in the corresponding period of the previous year. While imports from India went up by 8.2 percent in the review period in comparison to a growth of 25.0 percent in the corresponding period of 2005/06, imports from other countries rose by just 3.4 percent in comparison to a growth of 21.8 percent a year earlier.    

29. The decline in exports to India resulting from the imposition of additional customs duty by India on Nepalese exports and subsequent fall in the imports of raw materials used for such exports led to a deceleration of overall imports including that from India. 

30. As the volume of imports is greater relative to exports and the growth rate of imports remained lower, the trade deficit rose by 12.8 percent in the first month of 2006/07 compared to an increase of 31.1 percent in the corresponding period of 2005/06.

31. Based on the Balance of Payments (BOP) data, the overall BOP registered a surplus of Rs. 3.2 billion in the first month of 2006/07 compared to a surplus of Rs. 1.9 billion a year earlier. Such a rise in BOP surplus could be mainly attributed to a rise in remittance inflow.

Foreign Exchange Reserves
32. In comparison to mid-July 2006, the gross foreign exchange reserves increased by 3.1 percent to Rs. 170.1 billion in mid-August 2006. Such reserves had gone up by 2.0 percent in the corresponding period of the preceding year. The share of convertible reserves in the total reserves declined slightly to 94.0 percent in mid-August 2006 from 94.4 percent in mid-August 2005, resulting in a corresponding increase in the share of the non-convertible reserves to 6.0 percent from 5.6 percent. The current level of reserves is adequate for financing merchandise imports of 11.6 months and merchandise and service imports of 9.5 months.
Price of Oil and Gold in the International Market and Exchange Rate Movement

33. The price of oil (Crude Oil Brent) in the international market increased by 10.5 percent to US$ 73.72 per barrel in August 15, 2006 from US$ 66.70 per barrel in August 15, 2005. Likewise, the price of gold rose by 41.0 percent to US$ 625.50 per ounce in August 15, 2006 from US$ 443.50 a year earlier.   

34. In comparison to mid-July 2006, the Nepalese currency vis-à-vis the US dollar depreciated by 0.34 percent in mid-August 2006.  It had appreciated by 0.14 percent in the corresponding period of the previous year. The exchange rate of one US dollar stood at Rs. 74.35 in mid-August 2006 compared to Rs. 70.25 in mid-August 2005.
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