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Financial sectors in South Asia, already in relatively weakened positions before COVID-
19, were effectively supported during the pandemic, but are facing renewed challenges.
In 2019, non-performing loan (NPL) ratios for most countries in the region were higher
than the average of emerging markets and developing economies and above the 5-percent
warning threshold for banking sector systemic stress. At the start of the COVID-19 pan-
demic, countries introduced lending support measures, including regulatory forbearance,
which were extended during subsequent COVID waves. Loan restructuring with public
guarantees alleviated banks’ burden to cover potential loan losses and gave banks incen-
tives to provide much-needed liquidity to firms. As a result of these support measures,
reported NPL ratios declined during COVID and private sector credit growth was sustained,
reaching even 30 and 20 percent growth in Nepal and Pakistan, respectively. However,
such fast growth could lead to deterioration of bank asset quality if lender screening is
not adequate and, as most moratorium programs have ended, a resurgence in defaults
remains possible.

Carefully designed monetary and fiscal policies are needed to weather the new external
shocks on top of the legacies of the pandemic. There is limited scope for broad fiscal stimu-
lus as fiscal space is limited and, equally important, the major shocks to South Asian econo-
mies have been negative supply shocks. As supply is curtailed, broad-based demand stimu-
lus will merely lead to increased inflation. Consequently, it would be better to turn the focus
to the quality of government spending. For example, targeted income support for vulnerable
households that are struggling with higher food and energy costs is more efficient than price
subsidies. There is scope for higher nominal interest rates set by central banks, as higher
inflation has reduced real interest rates and financial conditions in international markets are
tightening.

Chapter 2. Charting the course to a new normal

The forecast in this report for South Asia’s GDP growth in calendar year 2022 is 6.6 per-
cent, a full 1 percentage point lower than the World Bank forecast published in January
of this year. This downgrade is the net effect of the negative impact of the war in Ukraine
and some positive surprises, especially the stronger than anticipated performance of the
services sectors. Higher import prices will exert further pressure on the current account
balances in the region in 2022. This report estimates that the war could reduce income
growth in South Asia this year by 2.2 percentage points, 1.3 percentage point because
of slower GDP growth and 0.9 percentage point because of terms-of-trade losses due
mostly to higher fuel import prices. Most affected are likely Sri Lanka, which is already
struggling to pay the import bills, and Maldives, whose oil imports as a percent of GDP
are the largest of all South Asian economies and 20 percent of tourists in Maldives were
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coming from Russia and Ukraine. Energy subsidies as a percent of GDP are the highest in
Pakistan, which means that the price increase in international markets potentially poses
a tough fiscal challenge. Higher food prices complicate humanitarian aid to Afghanistan.
Bangladesh would be affected by a potential indirect effect of slowing import demand in
Europe.

In several countries uncertainty has steeply risen and further increases in commodity
prices, additional supply disruptions, and tighter financial conditions remain threats for
the whole region. The balance-of-payments crisis, leading to widespread shortages, makes
any forecast for Sri Lanka highly uncertain. The halting of data collection in Afghanistan
precludes the possibility of a forecast. Three risk simulations for the region are presented
in this report: (i) a 24 percent further increase in oil prices in 2022-2024; (ii) additional sup-
ply disruptions in global value chains because of lockdowns in Chinese cities or shortages
of essential metals like palladium; and (iii) more aggressive than anticipated tightening of
monetary policy in advanced economies (AEs). The higher oil price would have more per-
manent effects, reducing GDP growth by 1.2 percent from baseline. Supply chains would
have a large impact in 2022 of 1.5 percent but would be short-lived. The simulation exer-
cise also shows that it would be preferable if strong monetary tightening could be avoided
in response to AEs sudden tightening to prevent negative impacts on the health of the
financial sectors and the competitiveness of firms in international markets. Even if infla-
tion is slightly higher than baseline, this is preferable assuming inflation expectations are
well-anchored.

High and volatile oil prices have exposed South Asia’s vulnerabilities and have under-
scored the need to become less dependent on fossil-fuel imports. The dependence on fos-
sil fuels causes, apart from economic problems, also environmental damages, which in turn
have a negative impact on the economy. Air pollution is one of the key negative side-effects of
the burning of fossil fuels in South Asia. And the burning of fossil fuels obviously also contrib-
utes to climate change. The report analyzes the impact of a greening of the tax system, which
internalizes the negative externalities in energy prices, and provides an illustrative example
of the impact of phasing in a carbon tax. The main objective is to trigger an energy transition
towards cleaner and more renewable forms of energy. Such greening of taxation can provide
much needed fiscal space in South Asia. This is particularly important given the region’s high
informality that constraints revenue mobilization from standard tax instruments. The addi-
tional fiscal space will still require careful balancing of spending tradeoffs, but opportunities
are abundant. The additional revenues can be used for further development of social safety
nets, for infrastructure needed to support future growth, and for measures that help adapt
to climate change.
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Chapter 3. Reshaping social norms about gender: A new way forward

South Asia lags other regions, apart from Middle East and North Africa, in gender out-
comes and in attitudes towards gender equality. Female labor force participation in many
countries of the region is among the lowest in the world, and other related forms of gen-
der inequality (freedom of movement, social interactions, asset ownership, and parents’
offspring preference) compare unfavorably to other countries at the same level of develop-
ment. At the same time, South Asian gender attitudes tend to be more conservative than
those in other regions and have become more so over time. Judging by responses to ques-
tions on gender attitudes from the World Values Survey, the share of individuals with tradi-
tional views in most countries has declined over the past few decades and is now under 50
percent. In the South Asian countries surveyed, however, most individuals still hold these
traditional views and these majorities have increased. Women and the more educated tend
to hold more progressive views than men and the less educated, respectively.

Social norms are even more traditional than people’s individual attitudes. Social norms
reflect individuals’ expectations of what they think their reference group believes is accept-
able or appropriate. New data used for this report measures for the first time both norms
and attitudes. It finds that South Asian social expectations of gender roles tend to be more
conservative than individuals’ personal beliefs. Women expect their neighbors to be consid-
erably more conservative than men do.

Social norms and personal beliefs are important determinants of gender outcomes,
such as female labor force participation, even after controlling for the level of economic
development. There is a significant, negative correlation between the level of conserva-
tive gender attitudes and women’s labor force participation, likely reflecting bidirectional
influences. Both social norms and personal beliefs are significantly related to cross-coun-
try differences in gender outcomes. Further, social norms are more important than personal
beliefs in explaining differences in gender inequality that remain after the influence of eco-
nomic development is accounted for.

Traditional social norms about gender tend to persist, despite their negative impact on
women’s opportunities, the welfare of children, and overall economic growth. Many norms
are sustained despite their origins in long ago economic relationships and concerns that
have become irrelevant with income growth and technological progress. The persistence of
regressive gender norms may reflect their codification in law, pressures to conform, and the
importance of family and communities in rural societies. Those practices include patrilocal-
ity (wives moving to husbands’ families) and patrilineality (sons’ rights to inherit). Regressive
gender norms are also perpetuated because they support existing power relationships
between men and women, such as control over assets and resources or decision-making
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power within the household. Crises often result in changes in norms and can either exacer-
bate regressive norms or instill more progressive ones.

Successful interventions need to tackle all barriers to women’s participation, including
norms that are biased against women. Investments in electrification and transportation
can help overcome norms-related barriers to economic opportunities for women. Transfers,
subsidies, and access to financial instruments can help families that wish to support their
daughters. Legal changes have been successful in some instances in challenging norms.
Amendments to the Hindu Succession Act, for example, granted daughters the same right
as sons to ancestral property inheritance. But such interventions by themselves are not
sufficient to achieve gender equality. Programs that focus on equipping women with skills,
assets, and education to improve their ability to work can face difficulties if there are no
alternatives to substitute for women’s household responsibilities (daycare, for example) or if
men use violence to prevent a threat to their authority. Correcting misperceptions of socie-
tal attitudes, where individuals may believe that their reference group is more conservative
than itis in reality, can increase the effectiveness of interventions. Influencing the beliefs of
women’s families about the benefits of accessing opportunities, either through the provision
of information or involving them with women in income-generating projects, can help over-
come barriers.

XIX






STRONGER HEADWINDS DURING RECOVERY

CHAPTER 1

Stronger Headwinds
during Recovery

Introduction

South Asian countries are emerging from the shadows of the COVID-19 pandemic, burdened
by high inflation, deteriorated fiscal balances, and rising current account deficits. Recoveries
have been uneven across sectors, countries, and groups of people. At the same time, the
economies face existing and built-up challenges. Externally, global commodity prices are at
historical highs, most recently driven by the ongoing war in Ukraine, while supply constraints
linger and threaten to limit economic activities. Internally, COVID-era lending support mea-
sures prevented further deterioration in asset quality, but as countries withdraw these
measures, vulnerabilities in the financial sector, especially among small businesses and in
the non-bank and micro-finance sectors, may come to light. Financial sanctions and trade
embargoes on Russia could exacerbate these challenges. Facing these headwinds, carefully
designed monetary and fiscal policy supports are needed to weather external shocks and
sustain recovery.

The chapter is divided as follows. Section 1.1 discusses the current recovery in South Asia
from the COVID-19 crisis and the immediate impact from the war in Ukraine. Section 1.2
looks at the potential impacts of rising commodity prices on the region’s domestic inflation.
Section 1.3 considers the current supply-side constraints. Section 1.4 discusses the financial
sector vulnerabilities and potential risks as forbearance measures are withdrawn. Section
1.5 characterizes the current fiscal and monetary policies and the challenges faced by the
governments and monetary authorities in the region.

1.1 An uneven recovery characterized by challenges
South Asian countries are emerging from the shadows of COVID-19. The economic impacts

from the most recent COVID-19 Omicron wave were relatively small (Box 1.1) and the popula-
tions in most of the countries are well-vaccinated. But the pandemic has left many countries
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with rising fiscal deficits, and although countries including India and Maldives have seen
their overall fiscal deficit decline in 2021 compared to 2020, deficits are still larger than
pre-pandemic levels. High import prices and demand during the recovery have led to dete-
riorating current account balances in some, while supply constraints and rising commodity
prices since the second half of 2021 have added to inflationary pressures (Figure 1.1).

Figure 1.1. Pandemic left countries with high inflation, rising fiscal deficits, and
deteriorating current accounts
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Source: Haver Analytics, World Bank Macro Poverty Outlook.
Note: (e)=estimate. Data presented in calendar year.

The economic recovery continues to be highly uneven across countries and sectors (Figure
1.2). Major exporters in the region continue to see export values well above pre-pandemic
levels, in part due to rising commodity prices and domestic inflation (Box 1.2). Industrial pro-
ductionin Bangladesh and Pakistan is above pre-pandemic levels and has increased by more
than the world average, while in Sri Lanka the level has remained below the pre-pandemic
level since the Delta wave last year. Tourist arrivals have continued to recover in Maldives.
Despite impacts from the Omicron wave, tourist arrivals in the first two months of 2022 were
close to 50 percent above the same monthsin 2021. Sri Lanka’s tourism had a promising start
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of the year, with visitor arrivals in the first two months of 2022 reaching 90 percent of total
arrivals in 2021. Tourism in India, Nepal, and Bhutan has yet to recover. Official remittance
inflows have declined from their peaks during 2020 and early 2021. But for most countries,
the inflows are still above pre-pandemic levels. The exception is Sri Lanka, where broadly
fixed exchange rates up to early March created parallel foreign exchange markets with more
favorable rates and deterred remittance inflows through official channels.

Figure 1.2. Economic recovery continues to be uneven across sectors and countries
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Note: Merchandise exports are nominal in USD, then indexed to the average 2019 value. Official workers’ remittances are quar-
terly data for Nepal, placed on the first month of each quarter; smoothed (3-month moving average) monthly data for the other
countries.

Recovery is also uneven across sectors in India. On the supply side (Figure 1.3.A), the min-
ing sector benefited from rising global commodity prices and expanded in both Q3 and Q4
of 2021 (FY2021/22 Q2 and Q3). Manufacturing expanded in Q3, riding on increasing exter-
nal demand but remained static in Q4 as the Omicron wave impacted global demand and
rising input costs reduced margins. Services expanded in both quarters but remain below
the pre-pandemic level. On the demand side (Figure 1.3.B), growth in private consumption
was supported by a release of pent-up demand during the Delta wave, while investment was
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crowded-in by increased government capital spending. Imports and exports remained the
fastest growing sectors in both Q3 and Q4, with higher growth in imports than in exports,
contributing to current account deficits.

Figure 1.3. Uneven sectoral recovery in India
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Nowcast of GDP growth in recent quarters shows uneven recovery across countries. The
nowcast is based on different high-frequency activity indicators, and a LASSO statistical
model is used to select the most relevant economic activity indicators for each country, fol-
lowing World Bank (2020). Using the data available up to this point, the nowcast shows con-
tinued strong growth in Maldives (Figure 1.4) for 2021Q4 and 2022Q1, supported by a robust
recovery in tourism. It also suggests a relative slowdown of growth in India in 2022Q1 com-
pared to previous quarters, as the low base effects of 2020 wear off. Despite a gradual recov-
ery in tourism, Sri Lanka is facing multiple headwinds to growth, including an ongoing bal-
ance of payments crisis and persistently high inflation. Accordingly, the nowcast also finds
low growth rates for 2021Q4.

The recovery has been uneven across individuals, exacerbating pre-existing inequalities.
While individual-level surveys that cover the latter part of the pandemic are not yet avail-
able, the SAR COVID-19 Phone Monitoring Survey paints a picture of a highly unequal recov-
ery during late 2020-early 2021 (Figure 1.5). Across most South Asian countries, job recovery
rates were higher among workers with some education than those with no education. In all
South Asian countries, the recovery rates were higher among male than female workers who
lost their pre-COVID jobs. In Afghanistan, India, and Pakistan, the gender gap in job recov-
ery rates is more than 10 percentage points, indicating that women lag significantly in labor
market recovery. These patterns can further worsen inequalities in the region, especially
since female labor force participation rates in South Asia were among the lowest before the
pandemic (Chapter 3).
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Figure 1.4. GDP nowcast shows uneven economic recoveries across countries
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Note: Data are shown for the calendar year. The nowcasting index uses the set of variables that provide the most accurate in-sam-
ple forecast to nowcast the most recent complete quarter.

Figure 1.5. Economic recovery has been uneven across education and gender
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Source: SAR COVID-19 Phone Monitoring Survey.

Note: The sample includes individuals who lost their job between March 2020 and the time of the survey. An individual is counted
in the job recovery rate if they subsequently found a job during the survey period. Survey time: August-November 2020 for
Afghanistan; Bangladesh and Nepal; September-October 2020 for Bhutan; September-December 2020 for Sri Lanka; September
2020-February 2021 for Maldives; December 2020-March 2021 for Pakistan; October 2020-April 2021 for India.
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Against this backdrop, the war in Ukraine had immediate impacts on the region’s financial
markets (Figure 1.6). Equity marketsin India, Pakistan, Bangladesh, and Sri Lanka fell sharply
following the February 24 invasion of Ukraine. While most of the initial losses have been
recovered, all equity indexes except for India’s are still below their pre-war levels. Interest
rate spread for the region’s long-term government bonds increased initially following the
invasion. As the US Treasury yields rose following policy tightening by the United States, the
spread has either come down (India) or the increase has been contained (Pakistan). In Sri
Lanka, a 100-basis point policy rate hike in early March substantially raised the interest rate
spread, although the spread has stayed roughly the same since then.

Figure 1.6. Most of the immediate effects from the war in Ukraine are short-lived
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Source: Haver Analytics.
Note: Daily data as of April 4,2022. B. Interest rate spread is the spread between 10-year government bond yield and 10-year US

Treasury yield. US 10-Year Treasury Note Yield at Constant Maturity is used to compute spread. For South Asian countries, the
10-year government bond yield published by Refinitiv is used.

The war has pushed global commodity prices to historical levels. Energy prices have been
rising since mid-2021, driven by recovering global demand and supply issues. Following the
invasion of Ukraine, price rises for energy and other commodities accelerated.! Although
most prices have eased from their peaks, many remain much higher than pre-war levels.
As of early April, the global price of wheat stood at 20 percent above the level just one week
before the war; the price of Brent crude oil rose 15 percent, and the price of coal increased by
30 percent (Haver Analytics). Although South Asian countries have few direct trade linkages
with Russia and Ukraine, most are net energy importers, importing close to 100 percent of
domestic consumption of petrol, diesel, and liquefied petroleum gas (LPG) and large shares

1 Russia is a major exporter of coal, wheat, and crude oil. Ukraine exports 40 percent of total global exports of
seed oil, and 7 percent of global wheat (Section 2.1).

6



STRONGER HEADWINDS DURING RECOVERY

Box 1.1. COVID-19 vaccination and economic activity in South Asia

While the health benefits of COVID vaccines in reducing deaths have been well docu-
mented (Dagan et al. 2021; Polack et al. 2020; Voysey et al. 2021), vaccination can also
help reduce the economic impacts. With higher vaccination rates, governments can
afford to move away from wide-spread mobility restrictions and people may also feel
safer moving around during a COVID wave. The most recent Omicron wave had rela-
tively small impacts on most South Asian countries, partly because the populations of
more than half of the countries had been well vaccinated.

Using high-frequency Google mobility data, we can look at the relationship between
COVID surges and economic activity. Google mobility data has been established as a
good proxy for economic activity (Fernandez-Villaverde and Jones 2020; Sampi and
Jooste 2020). The indexes are constructed to show changes in the level of activities
relative to the same type of movements in a country during January-February 2020.
For example, a number 10 means the activity level is 10 percent above baseline. We
use the retail and workplace activity indexes to capture the levels of economic-related
activities. We use the data from early 2021, when vaccination started in the region, to
February 2022. To smooth out day-to-day variations within a week, the daily data on
mobility, new COVID cases per million population, and vaccination rates are averaged
to a weekly frequency.

An analysis shows that COVID surges are associated with lower economic activities in
South Asia, but less so when vaccination rates are higher. A simple correlation exer-
cise shows that economic activity, as proxied by mobility at both retail and work-
place locations, is strongly negatively correlated with new COVID cases. In addition,
in places where the vaccination rates are above 50 percent, the correlation is much
weaker compared to where vaccination rates are below 50 percent (Figure 1.7).

Results from fixed-effects regressions support this pattern. To control for other fac-
tors that may also affect economic activity, the following equation is estimated using
country (e) and time (5 ) fixed effects:

Mobility index, = B*lagged new COVID cases, +¢€,+ 3, +e, (l)

where t indexes time and j indexes country. The time fixed effects control for trends
common across countries, such as COVID-19 surges that hit the region around
the same time. The country fixed effects control for time-invariant across-country
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differences such as institution, structure of the economy, and age distribution among
the population. The analysis is performed for different ranges of vaccination rates. For
robustness, alternative choices of ranges and lags for new COVID cases are used and
yield similar results.

Figure 1.7. COVID surges dampen economic activities in South Asia, but less so
with higher vaccination rates
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Source: Google mobility report, Our World in Data (database).
Note: Dashed lines are linear fit for each subgroup by vaccination rates.

The regression results summarized in Figure 1.8.A-B suggest that new COVID cases are
indeed negatively correlated with economic activities, controlling for country charac-
teristics and trends common across countries. This is especially so when and where
vaccination rates are low. For example, at vaccination rates below 20 percent, one
additional new COVID case per million population is associated with a 0.25-percent
reduction in retail activity and a 0.16-percent drop in activity at workplaces, relative to
the country baseline. As vaccination rates go up, the correlation effect is weaker, both
in scale and significance. The same pattern holds if we instead consider vaccination
rates at different lags.

Regressions using state-level data from India also show that the correlation between
COVID surges and economic activity goes down when states have higher vaccination
rates. Using data on economic activities (Google mobility indexes), new COVID cases,
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and vaccination rates for 33 states in India, we ran regression (1). As shown in Figure
1.8.C-D, and similar to the cross-country evidence, as vaccination rates go up, the cor-
relation between new COVID cases per million population and economic activity indi-
cators go down.

Figure 1.8. Regressions show smaller impact of COVID on economic activities
when vaccination rates are high

A. Retail activity B. Activity at workplace
By vaccination By vaccination
rate range: rate range:
0 <20% 20%-60% 60%+ <20% 20%-60% 60%+
0
L] ]
-0.05
-0.05
-0.1
-0.15 0.1
-0.2
-0.15
-0.25
0.3 0.2
C. Indian states: Retail activity D. Indian states: Activity at workplace
By vaccination By vaccination
rate range: rate range:
Q <20% 20%-60% 60%+ <20% 20%-60% 60%+
0
-0.005 u
-0.005
-0.01
-0.015 -0.01
00 -0.015
-0.025
003 2

Source: Google mobility report, Our World in Data (database), CEIC, and staff calculations.

Note: Figure shows the results from fixed-effects panel regressions of new COVID cases per million population on weekly
Google mobility index, for different vaccination rate ranges, controlling for country (or Indian state) and time fixed
effects, on a sample of six South Asian countries (Panels A and B) and 33 India states (Panels C and D). Solid blocks
indicate that the coefficient is significant at 1 percent level.

While the results here cannot establish a causal relationship between vaccination and
the economic impacts of COVID-19 (such as Deb, Furceri, Jimenez, et al. 2021; Hansen
and Mano 2021), they show a clear correlation. The findings here are also not with-
out caveats. First, behavior toward COVID has shifted during the more recent COVID
waves. Governments adopted targeted lockdowns with smaller economic impacts;
better relief measures were in place to help individuals and businesses in need; and
the private sector also learned to adapt to lockdown measures without completely

9
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stopping economic activities. These changes coincided with higher vaccination
rates and could have contributed to the smaller economic impacts from COVID-19,
although higher vaccination rates may have opened the door to the changes in behav-
ior. Second, not all countries followed the same approach to COVID. Even though a
majority of Bhutan’s population has received booster shots, the country followed a
strict zero-COVID policy with stringent mobility restrictions during the Omicron wave
to avoid exhausting medical resources.

of coal consumption. Additionally, Bangladesh and Sri Lanka also import large shares of the
wheat they consume.? The rapidly increasing energy and agricultural prices can contribute
to inflationary and external sector pressures, which can lead to a slowing of the recovery
momentum for the rest of 2022 (Chapter 2).

The region faces headwinds from pre-existing supply constraints and financial sector vul-
nerabilities. COVID waves disrupted supply chains, and the lingering disruptions constrain
countries’ ability to increase capacity and contribute to cost-push inflation. Deterioration
in asset quality previously masked by COVID-era lending support measures including loan
forbearance can resurface as these measures are phased out. Pre-existing vulnerabilities
among micro, small, and medium enterprises (MSMEs) and in the non-bank/microfinance
sectors can worsen after supports are phased out. The ongoing war further adds to supply
constraints and financial sector uncertainties, as trade embargoes and financial sanctions
on Russia reverberate through the global goods and financial markets.

In the following sections we analyze the impact of each of these challenges and policy
responses.

2 Bangladesh imports over 80 percent of the wheat it consumes. Although Pakistan is not a large wheat importer,
about 40 percent of its wheat imports come from Russia in recent years.

10
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Box 1.2. Where do South Asia’s exports stand in 20227

Exports are important drivers of South Asia’s economic growth. While many South
Asian countries saw rapid recovery in goods exports after the initial negative COVID
shocks (Figure 1.2.A), countries’ experiences differed, depending on their economic
structure, COVID and economic policies, and the external market condition. This box
takes a close look at the region’s exports recovery and where it stands against the
backdrop of the war in Ukraine.

Figure 1.9. Global and South Asian goods trade
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Source: A. CPB World Trade Monitor. B. Haver Analytics.

Bangladesh experienced the largest contraction in exports in the region in 2020,
but exports have rebounded with the reinstatement of canceled orders of ready-
made garments and an overall strong exports performance. With garments exports
accounting for more than 80 percent of exports, Bangladesh suffered a severe con-
traction when major export destinations canceled or delayed their orders in April-May
2020, and exports fell up to 71 percent of the 2019 level in the same months. Growth in
the industry in 2021 increased as quickly as it had contracted. By the end of the year,
Bangladesh received most of the cancelled orders. Other commodities, like leather
and leather goods, fish, shrimp, and prawns, also experienced a strong exports per-
formance in the second half of 2021. The country’s goods exports closed 2021 at 33
percent above the pre-pandemic level.

Goods exports in Bhutan have been resilient to the COVID shock thanks to
the steady flow of hydropower exports to India. Bhutan’s hydro exports had a



RESHAPING NORMS: A NEW WAY FORWARD

strong performance in 2020 (Figure 1.10.B), thanks to the coming onstream of the
Mangdechhu hydro plant, which raised hydropower generation capacity. This com-
pensated for the contraction of non-hydro exports in April-June 2020. The available
data until the end of 2021 shows total goods exports well above the pre-pandemic
level. Preliminary data suggests that electricity exports, which constituted almost 50
percent of total goods exports in fiscal year 2020/21, fell 11 percent in 2021 due to
hydropower maintenance.

Figure 1.10. Exports in Maldives and Bhutan
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Source: Maldives Monetary Authority, Royal Monetary Authority of Bhutan.

India experienced a broad-based exports growth in 2021, and despite some weak-
ening in momentum, exports in 2022 stand 31 percent above the 2019 level. India’s
merchandise exports in March 2022 increased by 14.5 percent year-over-year to
almost $40 billion. Total merchandise exports for the fiscal year ending March 2022
stand at $414.5 billion, surpassing the government’s target of $400 billion. Engineering
goods, chemicals, petroleum products, pharmaceuticals, cotton yarn/fabrics, and rice
were the best-performing goods categories, but the strong exports performance was
broad-based. Goods exports started 2022 with a slight decline but still at 31 percent
above January 2019. The 2022-23 budget envisages that exports will continue to be
the growth engine and the government plans to promote electronic manufacturing
and increase India’s global value chain participation through the Production Linked
Incentive (PLI) scheme.

Thanks to successful vaccination campaigns, Maldives saw a robust recovery in
the tourism sector despite repeated COVID waves. The tourism sector is key for the
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country’s economy, representing around 85 percent of total exports. Although tour-
ist arrivals were catching up to pre-pandemic levels in the second half of 2021, they
were still 22 percent below 2019 levels at year-end. By contrast, tourism receipts had
almost reached pre-pandemic levels (Figure 1.10.A), as tourists booked longer stays
during the pandemic (Li and Mercer-Blackman 2022). Tourists from the two countries
together accounted for almost 20 percent of total tourist arrivals in Maldives in 2021.
Already, visitor arrivals from the two countries dropped in March, with arrivals from
Ukraine falling immediately after the invasion, and arrivals from Russia down after
March 8, when Russia’s Aeroflot suspended international flights. However, due to ris-
ing numbers from traditional (UK) and new (Saudi Arabia) markets, total tourist arriv-
als in March were close to the level in February.

Pakistan experienced the mildest exports contraction in the region in 2020, and the
recovery led by the textile sector was also the most rapid. Pakistani goods exports fell
54 percent year-over-year in April 2020 at the height of the pandemic. Since late 2020,
the textile sector, which makes up more than 60 percent of total goods exports, has
led the recovery. Pakistan loosened COVID restrictions earlier than other Asian coun-
tries. This helped Pakistan divert orders from competitors and keep goods exports 40
percent above January 2019 levels. Knitwear, cotton fabrics, and bed-wear are some
of the commodity groups enjoying export subsidies, in addition to a sharp reduction
in import tariffs on intermediates for the textile sector, and a favorable exchange rate
in the past years. The government is also providing subsidies and incentives to other
sectors to diversify exports and reduce the dependence on textiles. Additional policies
were put in place to incentivize industries to open to new markets, especially in areas
such as pharmaceuticals, engineering products, and chemicals. Going forward, the
country faces the challenges of diversifying exports and boosting its low exports-to-
GDP ratio (currently around 10 percent), for example, through a tariff rationalization
to encourage manufacturers to export and compete in global markets.

Similar to Bangladesh, Sri Lanka also suffered large decline in exports in 2020,
but goods exports are back to the pre-pandemic level now, driven by rising prices
and currency depreciation. Goods exports in Sri Lanka grew by 20 percent y-o-y in
December 2021 to stand at 11 percent above the pre-pandemic level, boosted by a
strong performance in industrial products, textiles and garments, agricultural prod-
ucts, and minerals. Textiles, garments, and tea comprise most of Sri Lanka’s total
exports, with textiles and garments making up 42 percent and tea accounting for
11 percent. The depreciation of the country’s currency could help make its exports
cheaper and boost exports demand. But the depreciation and a lack of foreign
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currency threaten to delay the import of raw materials required for export produc-
tion. The war in Ukraine can also reduce its tea exports, as Russia is the second largest
buyer of Ceylon Tea.

While countries’ goods exports have increased above the pre-pandemic level in
recent months (Figure 1.2.A), exports as a share of global exports have stayed around
pre-pandemic levels. As global commodity pricesrisein 2021, goods exports have been
fueled by rising prices. As a result, the rise in global merchandise exports value has far
surpassed the rise in exports volume (Figure 1.9.A). By the end of 2021, the nominal
global goods exports reached 20 percent above its level in January 2019, while the vol-
ume is only 5 percent above the pre-pandemic level. The same is true for South Asian
countries as a whole. In the absence of reliable high-frequency trade volume data for
most countries, we normalize countries’ goods exports using the global level. Figure
1.9.B shows that the normalized goods exports have stagnated in recent months, with
the shares out of global goods exports hovering around their pre-pandemic levels. This
suggests that the recent stellar performance in goods exports is mostly driven by rising
prices worldwide, and much needs to be done to secure the region’s growth in exports
volume, especially facing external headwinds including the war.

12 Rising global commodity prices pushing up inflation

Even before the war, domestic prices of food and energy-related items increased rapidly.
Driven by rising global energy prices since the second half of 2021, inflation rates in most
energy-related goods (for example, fuel for utilities, transport) are much higher than the
headline inflation in Bangladesh, India, Nepal, and Pakistan for the months from November
2021 to January 2022 (Figure 1.11). Base effect contributes in part to the higher energy infla-
tion, as energy prices were relatively low around the same time a year ago due to the COVID
shock. But even the two-year compound annual growth rates (CAGRs) in energy prices are at
double digits. Food prices have remained elevated. In particular, the prices of edible oils have
beenrising sharply. In Bangladesh, India, Nepal, and Pakistan, inflation in edible oils reached
over 20 percentin late 2021.2 Although targeted policy interventions in Bangladesh and India
have helped reduce edible oil inflation a bit in recent months (Section 1.5), it remains in the
double digits. Even in Maldives, where headline inflation has been below 1 percent since

3To captureinflationin edible oils, the CPI category “edible oils & fats” is used for Bangladesh, India and Maldives;
categories “mustard oil,” “cooking oil,” and “vegetable ghee” are used for Pakistan; and category “ghee & oil” is
used for Nepal, which includes ghee, mustard oil, soybean oil, and sunflower oil.

14
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mid-2021, inflation in edible oils reached 10 percent in January 2022, compared to 2.9 per-
cent a year ago. The high inflation is driven by a combination of rising prices of edible oil
imports, rising demand, and in some countries pre-existing import duties that discourage
domestic refinery (Jadhav 2022).

Figure 1.11. Consumer inflation in energy-related items and edible oil high even before
the war
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The war in Ukraine has raised commodity prices even higher, further contributing to infla-
tionary pressures on energy and food. Both Russia and Ukraine are agricultural exporters,
and Russia is also among the top exporters of energy (see Figure 2.5). Embargoes on Russian
exports and the ongoing war in Ukraine have already led prices of wheat, oil, and coal to
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historical levels. The inflation in edible oils was already high before the war. As Ukraine is a
major exporter of sunflower oil, India’s average retail price of sunflower oil increased by 12
percent in the first three weeks after the war started (Aggarwal 2022). Prices of other cereals
and edible oils also rose as they are considered substitutes: compared to the beginning of
the year, global prices of rice rose 10 percent in the first week of the war,* and India’s average
retail price of palm oil rose 14 percent in the first three weeks (Aggarwal 2022). The increase
in energy and food prices will hit the poor households hardest, exacerbating already rising
inequalities.

Countries in the region have ways to cushion the impact of higher commodity prices. India
has so far been able to purchase Ural oil at a discount from Russia (Dempsey and Cornish
2022), and Pakistan announced that it will continue importing wheat and natural gas from
Russia (Agency 2022; Parkin and Bokhari 2022). These arrangements may help reduce the
impact of soaring global prices on domestic inflation. Bhutan imports fixed quantities of LPG
from India at subsidized prices (Table 1.1), which can help soften the blow of higher energy
prices. Wheat is also not a major food staple for South Asian households, which means the
impact of rising wheat prices on domestic food prices is likely limited. Higher wheat prices
can also be an opportunity for wheat exporting countries in the region. India signed new
wheat forward contracts after the war started and is set to export 7 million tons of wheat this
year (Bhardwaj 2022).

The overall impacts of higher commodity prices on domestic prices are uncertain and
depend on pass-throughs to the local economy. In March, which is the first whole month
since the war started, inflation in Pakistan continues previous trends, with elevated inflation
in edible oils and fuel-related categories, while inflation in wheat is subdued at 5 percent.
The other countries in the region have not reported March inflation by the publication date
of this report. The impacts can also be delayed as countries can rely on national reserves
and existing forward contracts before paying higher prices in the global markets. The likely
effects will largely depend on the degree of global price pass-through. This is especially the
case for energy, which is used widely in all sectors of the economy, from power generation to
industrial production and residential usage. Higher energy prices also raise fertilizer prices,
worsening food inflation.

Pass-throughs of global oil prices are weak for consumers and stronger for producers.
Vector autoregression (VAR) analysis, using data going back to 2000, shows that in response
to a 10-percentincrease in global oil prices, consumer price (CPI) inflation increases by 0.3-0.6

4 Data from Trading Economics. Accessed April 4,2022.
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percentage point in Pakistan, Sri Lanka, and India (Figure 1.12).> Bangladesh has the weak-
est pass-through to consumer prices. The price pass-through to producers is much stronger,
with an increase of 0.75-0.8 percentage point in the wholesale prices (WPI) in the three coun-
tries. To better understand these results, we next look at the historical correlation of global
oil prices with major goods categories for consumers and producers.

Figure 1.12. Pass-through of a 10 percent increase in global oil prices to consumer and
wholesale prices

Percentage point
1.0

0.8
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0.4
) .
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| Consumer price (CPI) inflation W Wholesale price (WPI) inflation

Source: Haver Analytics, staff calculations using the model in Ruch and Taskin (2022) adapted to South Asia.

Note: Results come from a structural Bayesian vector autoregression model with stochastic volatility. The model includes four
lags on data from 2000Q1 to 2021Q4, or where available. The model includes real GDP, the respective inflation measure, the real
exchange rate, policy interest rates, and oil prices (average of Brent, West Texas Intermediate, and Dubai Fateh). In the India
model, oil is endogenous, and numbers shown are from the impulse response function. For the other countries, the numbers are
VAR coefficients on the exogenous global oil price variable.

On the consumer side, the pass-throughs of global oil prices are weak for most major cate-
gories, except for transportation (Figure 1.13). In India, Pakistan, Sri Lanka, and Bangladesh,
the prices of food and fuel for utilities correlate only weakly with global oil prices. Many fac-
tors contribute to this weak correlation, including subsidies or price caps on domestic fuel
prices, as we discuss below. The correlations with transportation are much stronger in most
countries. In India, for example, transportation prices, and in particular the prices of petrol
and diesel for vehicles, correlate strongly with global oil prices. By contrast, the correlation of
oil prices with transportation is much weaker in Bangladesh, because the country uses natu-
ral gas and not gasoline or diesel as the main fuel for transportation (Ullah 2012).

On the producer side, the pass-throughs of global oil prices are strong for many categories
(Figure 1.14). In India, Pakistan, and Sri Lanka, the prices of crude petroleum and petroleum
products are highly correlated with global oil prices. In Pakistan, the prices of raw agricultural

5 Reserve Bank of India found in 2019 that for every 10 US-dollar/barrel increase in crude oil prices, India’s head-
line inflation increases by 0.4 percentage point.
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Figure 1.13. Weak pass-throughs of global oil prices to most consumer goods
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Source: Haver Analytics, Bangladesh Bureau of Statistics, and staff calculations.

Note: The dotted line marks the significance level, given the sample size. Sample periods are: 2012-Feb 2020 for India, Pakistan,
and Bangladesh national-level; Aug 2014-Feb 2020 for Bangladesh urban sample; 2015-Feb 2020 for Sri Lanka. “Urban transport
maintenance” for Bangladesh includes petrol, natural gas, and diesel used for cars and regular car servicing.

products such as edible oils, grains, and animal-based products are also positively cor-
related with oil prices, suggesting pass-throughs of oil prices through the prices of fertilizers
and feed. The pass-throughs to manufactured products such as textiles and apparels, metal
products and electrical appliances are also strong, reflecting pass-throughs of higher oper-
ating (energy use) and transportation costs along the production chain.

Government subsidies on fuel-related goods dampen the pass-through of global oil
prices. Many South Asian countries have subsidies on fuel, electricity, and public transport
(Table 1.1). These subsidies take many forms, from proportional subsidies on retail prices,
to regulated price caps to subsidized import energy prices. In most cases, the subsidies are
adjusted on a discretionary basis, and often driven by public pressures to lower consumer
prices. Subsidies as a share of GDP had been falling in South Asia before the pandemic, and
subdued oil prices in 2020 and early 2021 also alleviated political pressures on governments.
But the recent surges in energy prices reversed that trend. India cut fuel taxes in late 2021 to
cushion the effects of rising global prices. Pakistan announced fuel and electricity price relief
in February 2022. While these measures can help reduce fluctuations in domestic prices, they
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Figure 1.14. Strong pass-throughs of global oil prices to wholesale prices
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Source: Haver Analytics, staff calculations.

Note: Wholesale price index (WPI) is used. The dotted line marks the significance level given the sample size. Sample periods
are: 2012-Feb 2020 for India, Pakistan, and Sri Lanka. “Other transportable goods” for Pakistan include petrol, diesel, and other
petroleum products.

also constitute a direct burden or hidden liability on the government’s budget, which could
increase fiscal vulnerabilities going forward. Price subsidies also tend to be larger on the con-
sumer side than on the producer side. For example, in 2019, India spent US$11.43 billion on
explicit petroleum subsidies for consumers, and none on producers (International Monetary
Fund energy subsidy database). That helps explain the larger pass-through of global oil
prices to producers than to consumers.

Market forces can also lower the pass-through effect to consumer prices. Producers may
be unable to pass higher input costs to consumers (Jongwanich et al. 2016). Alternative
sources of energy also matter. In India, crude oil-based sources (LPG, kerosene, diesel, pet-
rol) take up less than half of energy usage in the consumer’s basket, whereas on the producer
side, the proportion is close to two-thirds (Figure 1.15). In Pakistan, between 20-30 percent
of consumer’s energy usage consists of crude oil-based sources, compared to close to half of
the producers’ usage. In Bangladesh, only 25-30 percent of energy used by consumers comes
from crude oil, and the majority of the rest is natural gas. In Bhutan and Nepal, hydropower
provides a natural hedge against increases in crude oil-based energy prices, while biofuels,
such as fuel wood and waste, provide over 70 percent of Nepal’s energy supply (International
Energy Agency).
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Table 1.1. Fuel subsidies in South Asian countries

Subsidy on fuels Subsidies on:
Electricity Public transport

Domestic fuel prices fixed and subsidized, Subsidized through .
Bangladesh adjusted on discretionary basis SOE Regulated price

Fl)fed quantity (.)f LPG |mporteq il L Subsidized through  Subsidized through
Bhutan prices from India, consumer prices for LPG

SOE SOE

regulated
india LPG, kerosene subsidized; petrol and diesel Subsidized through

duties adjusted on discretionary basis SOE
Maldives Diesel subsidy to electricity providers through Subsidized

SOEs
Nepal Consumer prices regulated, and for some (such ~ Subsidized for certain

as LPG), adjusted on discretionary basis segments by usage

Imported gas subsidized; fuel levies adjusted
mostly on discretionary basis (an additional
Pakistan subsidy may apply depending on the price Subsidized Regulated price caps
differential in producer and consumer prices,
net of taxes/levies)

Bus fare regulated;
rail fare highly
subsidized

Diesel, petrol, kerosene, LPG subsidized; prices  Subsidized through

SriLanka set on discretionary basis since Nov 2019 SOE

Source: Viswanathan et al. (2021) and World Bank country economists.

Figure 1.15. Consumers use relatively smaller shares of crude oil-based energy sources

A. Energy composition in consumer's basket B. Energy composition in producer's basket
Share of CPI weight of all fuels Share of WPI weight of all fuels
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Source: Haver Analytics, Bangladesh Bureau of Statistics, and staff calculations.

Note: Numbers computed based on CPI and WPI index weight shares. “Only crude oil-based” includes LPG, kerosene, diesel,
petroleum, motor oil, and fuel. Natural gas includes liquefied hydrocarbons where available. Solid fuel includes coal, firewood,
candle, and matches where available.
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The pass-through of coal prices to domestic inflation tends to be weaker than with oil
prices (Figure 1.16). Coal is also by far the most subsidized energy in South Asia (Figure
2.12), which dampens the pass-through to domestic coal prices. Unlike petroleum, diesel,
and other crude oil-based energy, coal is widely used in power generation, and so the pass-
throughs to other sectors of the economy are weak. Electricity is often subject to price con-
trols in South Asia, for example in Bangladesh and Sri Lanka, thus reducing the pass-through
one channel of price pass-through. The share of import in energy consumption also matters.
Over 2011-2019, India imported over 95 percent of its consumption of oil, compared to just
25 percent for coal (US Energy Information Administration). A smaller share of import for
consumption means that domestic prices are less exposed to fluctuations in global prices,
thus reducing the extent of the price pass-through.

Figure 1.16. Weaker pass-throughs of coal prices to wholesale prices

India Pakistan
Coal correlation with WPI Coal correlation with WPI
1 1
0.8 0.6
0.6 02 e - ....................... .

0.4 -0.2 —.
0.2 [ I 06
0 — -1

Coal Electricity Manufactured Coal not Electrical Textiles
products agglomerated energy &apparel

SriLanka
Coal correlation with WPI
1

06 m Current
0.2 . ® 1-mo lag
02 . || 2-mo lag

3-mo lag
0.6

Fuel & light Metal products Electrical appliances

Source: Haver Analytics, staff calculations.
Note: WPl is used. The dotted line marks the significance level given the sample size. Sample periods are: 2012-Feb 2020 for India,
Pakistan, and Sri Lanka. “Other transportable goods” for Pakistan include petrol, diesel, and other petroleum products.

Despite rising energy prices, inflation-adjusted real oil prices have not yet reached the
historical high (Figure 1.17). Over the long-run, improvement in mining techniques tends to
lower oil prices, but the need to mine deeper tends to increase prices. With a broader shift to
renewable and alternative energy sources, real oil prices could also decline in the long run.
That is why, even with the recent surge in commodity prices, real prices of oil are still below
recent historical levels. If non-renewable prices remain high for a long period of time and
governments resist the temptation to subsidize fuels, the current surge may accelerate the
shift toward alternative energy (Chapter 2).
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Figure 1.17. Real oil prices not yet reached historical high
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Source: Haver Analytics, CEIC, and staff calculations.
Note: Brent crude oil prices are deflated using indexed CPI levels. The base period for CPI index is January 2011 for all countries.

1.3 Continued supply-side constraints

In addition to rising energy prices, producers also face lingering supply chain disruptions.
Globally, demand for computer chips increased during the COVID-19 pandemic, and demand
for durable goods rose during the recovery. As production and transportation capacities
could not expand quickly enough, and lockdowns further limited capacities, the increased
demands led to supply bottlenecks. The Baltic Dry Index, which measures the cost of ship-
ping raw materials worldwide, peaked in September 2021. More recently, COVID-related
lockdowns in East Asia and the war in Ukraine further added to supply chain disruptions.
Accordingly, the global Purchasing Managers’ Index (PMI) shows a continued rise in back-
logs in both manufacturing and services and worsening delays in suppliers’ delivery times,
month-over-month (Figure 1.18).

South Asian countries are also experiencing lingering supply constraints. In India, both
backlogs and delivery times in the manufacturing sector have barely improved month to
month since April 2021. In Sri Lanka, backlogs in the services sector eased starting in October
2021, as restrictions during COVID-19’s Delta wave were relaxed. Delivery time in the manufac-
turing sector continues to lengthen in Sri Lanka, reportedly due to delays in receiving imports
(Central Bank of Sri Lanka 2022a; 2022b). However, the rate of increase has been slowing down
since mid-2021, signaling gradually improving supply bottlenecks in manufacturing. Data on
the number of vessel arrivals show that maritime traffic at the port of Colombo has not recov-
ered to pre-pandemic levels, which are consistent with the reported delays in imports, as the
balance of payments crisis has led to import restrictions and reduced the availability of foreign
currency for import payments. The war in Ukraine and rising energy prices will likely increase
transportation time and costs, further adding to backlogs and delivery time (Chapter 2).
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Figure 1.18. Lingering supply constraints
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Source: Haver Analytics.

Note: PMI indexes for India and the world come from IHS Markit and are seasonally adjusted. Indexes for Sri Lanka are reported
by the Central Bank of Sri Lanka and are not seasonally adjusted. PMI backlog subindex is inverted by subtracting data from 100,
so a number above 50 indicates falling backlogs compared to previous month.

Recovery in employment continues to be slow (Figure 1.19). PMI employment indexes
for India show that employment in both manufacturing and services contracted month to
month between December 2021 and February 2022, with a marginal expansion in manufac-
turing employment in March 2022. In Sri Lanka, services employment improved month-over-
month between November 2021 and January 2022, while manufacturing employment has
improved since October with a break in December. But more recently in February, employ-
ment in both sectors contracted. The overall lackluster performance in employment is still
very much driven by a slow recovery in labor demand. In India, the manufacturing sector
has been affected by sluggish domestic demand for goods, the global Omicron wave, and
higher input costs, which have squeezed the price margins of the manufacturers. Sri Lanka’s
recent setback in employment reflected a broader slowdown of economic recovery in the
country. At the same time, labor squeezes in certain sectors limit production. In Sri Lanka,
employment in the textile and garment sector has declined since September, as the sector
experiences difficulty in hiring and employers in the sector report constrained production
levels due to labor shortages (Central Bank of Sri Lanka 2021a; 2022a).

With supply constraints and rising commodity prices, input cost inflation remains ele-
vated. WPI inflation, which covers primary articles, manufactured products and fuel and
power, has been elevated since early 2021 in India and Pakistan (Figure 1.20). Part of the
higher inflation reflects base effects of relatively low input costs in 2021, as the two-year
CAGR of WPI remains much lower. The WPI inflation has also been higher than CPI inflation
for these countries since January 2021. The gap between the two may capture a difference in
the index composition. While CPl includes services items such as health care and education,
WPI includes primary goods such as crude petroleum and manufactured products such as
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Figure 1.19. Slow recovery in employment
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Source: Haver Analytics.
Note: PMI indexes for India come from HIS Markit and are seasonally adjusted. Indexes for Sri Lanka are reported by the Central
Bank of Sri Lanka and are not seasonally adjusted.

chemicals and mineral oils, which are not purchased directly by consumers. But even look-
ing at items that are in both indexes, the WPI inflation is also higher than the CPI inflation.
For India in February 2022, for example, the WPI inflation for electricity stood at 15 percent,
compared to CPl inflation for electricity at -1.5 percent, which likely reflects heavier subsi-
dies on the consumer side (Section 1.2). In addition, relatively muted pass-throughs of input
prices to consumer prices can also contribute to the gap, but recovery in consumer demand
can reduce this effect going forward.

Figure 1.20. Wholesale price inflation remains elevated and higher than consumer price
inflation
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Source: CEIC.
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1.4 Financial sector vulnerabilities

Financial sectors in South Asia were in relatively weakened positions even before COVID-
19 (Figure 1.21). Non-performing loan (NPL) ratios for most countries were higher than the
average of emerging markets and developing economies (EMDEs). Banks’ capital adequacy
ratios in all except Maldives were below the average level of EMDEs. India faced stress in
the non-bank financial institutions (NBFI) sector and among public sector banks, stemming
from the Twin Balance Sheet Problem of 2016-17° and the default by two large NBFls in 2018,
which exacerbated liquidity issues and stress in the sector. But the country was on the path
toward improvement between 2018 and 2020, and NPL ratios also came down.

Figure 1.21. Non-performing loan ratios were high and bank capital levels were low
pre-COVID, but reported asset quality did not deteriorate in most countries during
COVID
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Source: Haver Analytics, central bank websites, Global Financial Development Database, and staff calculations.

At the onset of the COVID-19 pandemic, countries introduced lending support measures,
including regulatory forbearance, which were extended during subsequent COVID waves.
Many of these policies focused on supporting borrowers, including loan repayment morato-
riums, NPL moratoriums (or relaxation of NPL treatment), loan restructurings and reschedul-
ing, and interest caps or waivers (Table 1.2). These lending support measures, together with
government credit guarantee and capital injection programs, provided breathing space to
distressed borrowers and helped preserve the functioning of the financial sector. Moratorium

6 India’s Twin Balance Sheet Problem was characterized by over-leveraged companies and bad loan-burdened
public sector banks. During the boom of the mid-2000s, public sector banks fueled lending growth, while compa-
nies saw robust growth fueled by easy credit. But as credit conditions turned and economic growth slowed down,
corporates were left with high levels of debt, and state-run banks accumulated large amounts of NPLs on their
balance sheets (The Economist 2017).
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policies helped reduce payment defaults, which would have hit banks’ capital and worsened
their lending capability. Loan restructuring with public guarantees alleviated banks’ burden
to cover potential loan losses and gave banks incentives to provide much-needed liquidity
to firms during the pandemic.

Table 1.2. Lending support measures in SAR during the COVID-19 pandemic

Loan repayment NPL moratorium or Encourage Interest cap or waiver
moratorium relaxation of NPL restructuring (e.g.,
treatment with public guarantee)

Bangladesh v v v

Bhutan v

India v v v v

Maldives v

Nepal v 4 v

Pakistan v v

Sri Lanka v 4 v v

Source: COVID-19 Finance Sector Related Policy Responses Database, country central banks, and World Bank financial sector
economists.

Note: NPL moratorium and relaxation of NPL treatment allow banks to delay or pause recognition of NPL. In India, NPL morato-
rium meant no loans were classified as NPLs between March 2020 and March 2021. Relaxations of NPL rules were implemented
in Bangladesh, Pakistan, and Sri Lanka. In Bangladesh, borrowers were not considered in default if they paid 15 percent (instead
of the previous 25 percent) of the total instalment of loans payable in 2021. Pakistan increased the number of days past due, after
which loan is considered as non-performing. Sri Lanka withdrew the requirement to classify all credit facilities extended to a
borrower as non-performing when the aggregate amount of all outstanding NPLs granted to such borrower exceeded 30 percent
of total credit facilities.

The policy measures prevented further deterioration in NPL ratios, and private sector
credit growth has been sustained. As a result of the support measures, reported NPL ratios
declined during COVID in Bangladesh, India, Maldives, and Nepal (Figure 1.21.A). With low
interest rates and functioning financial sectors, credit to the private sector sustained healthy
growth (Figure 1.22). In Bangladesh and India, private sector credit growth has been sub-
dued at an annual rate of 5-10 percent. In Nepal and Pakistan, private sector credit growth
has picked up since early 2021 and has reached the 30 and 20 percent range, respectively,
although growth is from a relatively low base in both countries. Fast credit growth signals
ample demand for credit in the private sector and attests to the lending capability of the
financial sector. But the fast growth of credit could also lead to rapid deterioration of bank
asset quality if lender screening is not adequate. In Pakistan, banks have focused on lend-
ing to the most creditworthy borrowers, with almost 70 percent of the loan book pivoted
towards the corporate segment, but microfinance banks (MFBs) that lend to individuals and
MSMEs have seen declines in asset quality (Box 1.3).
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Figure 1.22. Private sector credit has sustained growth
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Source: CEIC, Royal Monetary Authority of Bhutan.

As lending support measures are phased out in most countries, the financial sector faces
renewed challenges. As of the end of 2021, most South Asian countries have ended their mor-
atorium programs, except for Bhutan, Sri Lanka, and special programs for the tourism sector
in Nepal (Figure 1.23, see more details in the appendix). Some worry that the moratorium and
restructuring programs have delayed recognition of NPLs as banks stopped classifying delin-
quent loans that are under deferment, restructuring or rescheduling, as “non-performing”
(Fitch Ratings 2022; IMF 2022). The programs may have also created a lack of transparency
about the health of bank balance sheets (World Bank 2022), especially if there lacks strong reg-
ulatory frameworks and bank supervision. In the event of a surge in defaults of existing loans,
banks will need to replenish capital to ensure that they have enough for a full recognition of
credit losses, which can be a drag on capital resources. The impact can be especially severe
for banks with low profitability and thin capital buffers and in countries or sectors with slower
economic recovery. Box 1.3 looks at what happens after the support measures are phased out.

Figure 1.23. Timeline of the phaseout of lending support measures in South Asia

Loan moratorium scheme for Loan moratorium ended for Pakistan, Bhutan’s loan deferment scheme and
India and Maldives ended Bangladesh and Nepal (medium impacted SriLanka’s special concessionary
sectors ended in Q2 and highly impacted schemes for the tourism sector
sectors ended in Q3) extended until June 2022
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Source: Country official documents.
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Box 1.3. Financial markets post-lending support measures

Lending support measures were widely used in South Asian countries during the
pandemic. It is said that these programs mask the true extent of deterioration in
asset quality during COVID. Loans that took advantage of moratorium or restructur-
ing policies amounted to 5 to 10 percent of total gross credit or loans in Nepal” (as
of 2021Q3) and Pakistan (as of 2021Q1). In India, loans that took advantage of loan
moratoriums accounted for more than 40 percent of total loans, with an additional
1 to 2 percent under restructuring as of mid-2021. In Sri Lanka, around 25 percent
of loans were under moratorium in the first half of 2020, which subsequently fell to
below 10 percent in 2021Q3 (Central Bank of Sri Lanka). An additional 6 to 7 percent
of loans went under restructuring in Sri Lanka as of 2021Q3. Given the large size of
these programs, their phaseout can lead to deterioration in the overall asset quality.
While the full extent of the impact will take time to materialize, this box assesses the
likely scenarios and discusses early signs when lending supports were withdrawn in
some countries.

The phaseout of moratoriums and other relief measures can drive defaults higher on
existing loans. NPL ratios can shoot up as previously unclassified loans are reclas-
sified as NPLs and some loans under repayment moratoriums and restructuring
become non-payment. As a result, banks will be required to increase loan-loss pro-
visioning to absorb the losses on the delinquent loans. The capital impact from the
phaseout will vary across countries, larger in countries with larger shares of loans
under moratorium. It will also depend on the provisioning ratio, which is the per-
centage of funds that banks set aside for loan losses. In the worst scenarios, where
100 percent of the loans on moratoriums are classified as NPLs and the required pro-
visioning rate is 100 percent, the capital adequacy ratio could drop by 5 to 12 per-
centage points in Nepal, Pakistan, and Sri Lanka (Figure 1.24). These drops would
represent sizable impacts on the countries’ capital adequacy ratio. In Sri Lanka, for
example, where the current capital adequacy ratio stands at 16.2 percent, a 11.9-per-
centage point drop would reduce it to 4.3 percent. Because of a higher initial capital
adequacy ratio and relatively low capital impact, Pakistan would have the highest
capital adequacy ratio after the impact. In India, where blanket loan moratoriums
ended in August 2020, stress tests by the Reserve Bank of India suggest an impact of

7 Total outstanding credit, which is computed as the sum of all sectors’ outstanding credit of banks and
financial institutions, is used to calculate the share in Nepal.
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1.7 to 3.5 percent on the system-level capital adequacy ratio from deteriorations in
asset quality, depending on the severity of the stress (Reserve Bank of India 2021).

Figure 1.24. Simple stress analysis: capital impact of moratorium phaseout
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Source: Haver Analytics, Nepal Rastra Bank (2021), Fitch Ratings (2022), State Bank of Pakistan website “COVID-19: Loan
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Lankan rupees. Pakistan: Data is as of 2021Q1. Nepal: Loan amount on moratorium is as of August 2021, and regulatory
capital and risk-weighted assets are as of mid-Oct 2021. For this exercise, it is assumed that 100 percent of the loans
on moratoriums at the time the data are taken are subsequently classified as NPLs, which is the worst case scenario.
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In India, the NPL moratorium, which was in effect between March 2020 and end-March
2021, applied to all loans in the financial system. Under the program, no loans were
classified as NPL. As the program expired in the first quarter of 2021, the non-perform-
ing assets (NPAs) for large borrowers registered a positive change (6 percent) from the
previous quarter, while NPA growth was always negative in all other quarters since
2019 (Figure 1.25.A).8 In the same quarter, loans 61-90 days past due (SMA-2) dropped
by over 50 percent. This pattern suggests that delinquent loans that previously had
been classified as SMA-2 despite being 90+ days delinquent were reclassified as
NPA after the NPL moratorium expired. At the same time, while fresh delinquencies
declined for large borrowers, performance among SMEs and retail borrowers has
deteriorated. According to recent data from the European Banking Authority (EBA),
the median default rate for retail obligors increased to 3.54 percent in 2021Q1 from
0.82 percent in 2019Q1. The median probabilities of default for the credit portfolio of

8 NPA ratio fell in 2021Q1 despite rising NPA amount, because of an even larger increase in gross loan
amount.
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SMEs and other retail borrowers are also much higherin 2021Q3 compared to 2020Q3,
suggesting a rising default probability in these sectors (Figure 1.25.B).

Figure 1.25. Immediate impacts on India's NPLs and defaults from program

phaseout
A. India: change in loan amount by asset B. India: median default probability
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Source: Reserve Bank of India (2019; 2020; 2021), European Banking Authority risk dashboard.
Note: A. SMA-2: loans past due 61-90 days. NPA: non-performing assets. B. “Other retail” excludes: (1) retail exposure
secured on real estate and (2) qualifying revolving retail exposure.

In Pakistan, microfinance borrowers represented approximately 94 percent of the
approved applications for the loan deferral and restructuring programs. Close to
50 percent of the net-loan portfolio of microfinance banks (MFBs) in the country
participated in the programs. It is thus not surprising that gross NPLs of MFBs rose
sharply by 4.3 billion rupee or 42.7 percent year-over-year in 2021Q2 when loan
moratoriums expired (Figure 1.26.A). This surge was partly driven by non-repayment
of borrowers who took advantage of loan deferment or restructuring facilities a year
earlier. Data on the Youth Entrepreneurship Scheme,® which accounts for 23 percent of
total loan disbursements by the microfinance sector, shows a sharp increase in both
NPL amount and the number of NPL accounts since 2021Q2 (Figure 1.26.B), consistent
with the deterioration in asset quality post-support measures. But given the relatively
small size of the microfinance sector in Pakistan, which takes up just 3.6 percent of
total loans as of 2021Q4, any stress is likely going to be localized.

9 Prime Minister’'s Kamyab Jawan Youth Entrepreneurship Scheme was launched by the Government
of Pakistan in July 2019 (initially called “SME Lending Program” and renamed in July 2020). It aims to
provide lending support to self-employed enterprises and individuals.
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Figure 1.26. Immediate impacts on Pakistan's NPLs and defaults from program

phaseout
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Figure 1.27. Possible immediate impacts on Sri Lanka's NPLs and defaults from

program phaseout
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percent signifies high risk of failure to pay (Ondaatjie and Karunungan 2021).
In Sri Lanka, since most moratoriums just expired at end-March 2022, and the tour-

ism-related moratorium will continue to end-June 2022, it will take some time for any
deterioration of asset quality to materialize. As of September 2021, about 10 percent
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of gross loans were still under moratorium and 6 percent under restructuring (Figure
1.27.A), which are sizable numbers compared to the country’s NPL ratio, which hov-
ers around 4 to 5.5 percent since the pandemic. If all remaining loans in the program
become delinquent, they could contribute significantly to declines in loan quality.
Banks’ holdings of government securities also expose the financial sector to sovereign
risks. According to Bloomberg, Sri Lanka’s one-year default probability reached 27.9
percent as of July 2021, the highest in Asia, up from around 13 percentin January 2021
(Figure 1.27.B).

Because of delayed recognition of NPLs and ongoing support measures in some coun-
tries, the full impact of the pandemic on asset quality is yet to be fully recognized. The
impact will also depend on countries’ economic and global financial conditions going
forward. As an increasing number of advanced economies raise monetary policy rates,
global financial conditions have tightened. The war in Ukraine further increased vol-
atility in global financial markets. As relief measures expire and easy-liquidity condi-
tions disappear, countries’ financial sectors could see higherimpaired loans and credit
costs, especially in countries that experienced larger macroeconomic impacts during
the pandemic and whose banks have relatively low capital buffers. Policymakers will
need to re-orient policy to strengthen the resilience of banking systems.

In Sri Lanka, difficulties in the macroeconomy and especially in the external sector have
spillover effects to the financial sector. The country is facing high inflation, reaching 17.5
percent in February 2022, and a dire lack of foreign currency reserve. With a lack of investor
confidence in the broader economy, the Colombo stock market has been in free fall since
early 2022. A 100-basis point policy rate hike in March and a more recent 700-basis point
rate hike on April 8 to curb inflation raised interest rates and borrowing costs. The coun-
try’s banks hold a sizeable portion of dollar-denominated government debt. With a sharp
depreciation of the Sri Lanka rupee (Section 1.5) in early March, the cost of debt servicing
increased drastically, and threatens to hurt banks’ balance sheets in case of non-payment.

The war in Ukraine has sent most stock indexes in the region lower and raised borrowing
costs. The stock markets fell sharply on the day of the invasion. Although most of the losses
were recovered over the following days, investor confidence quickly evaporated as the war
dragged beyond the first week. Most major indexes in the region trended lower, in line with
indexesin other developing countries (Figure 1.6). In response to heightened volatilities glob-
ally, foreign investors are exiting emerging markets, which also contributed to the collapsein
indexes. But in India, the exit has been partly met by domestic investment in capital market,
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which prevented further declines in asset prices. Long-term borrowing costs for South Asian
countries also increased following the invasion, as for most EMDEs. In Pakistan, for example,
the spread on the 10-year bond vis-a-vis the policy rate has been going up. The collapse in
stock indexes can hurt consumer confidence in the short term and generate a chain reaction
throughout the financial market.

Financial sanctions on Russia could affect the financial sector in South Asia despite little
direct exposure to Russia. Following the initial sanctions, central banks in the region (such
as the Reserve Bank of India) started gathering information on the full exposure of the finan-
cial sector. Unlike many European banks, most banks in South Asia have small exposures to
Russia and Ukraine. Although no Indian banks have subsidiaries in Russia, the country’s larg-
est bank, State Bank of India, reported exposure of less than $10 million through a joint ven-
ture in Russia. The Reserve Bank of India is also exploring alternative payment systems with
Russia (Srivastava and Beniwal 2022). Banks that support domestic importers and export-
ers with links to Russia may stop providing trade credits, thus impacting specific domestic
companies involved in the trading. Over time, more of the financial sectors can be impacted
through creditor-debtor relations in the global financial system (Chapter 2).

1.5 Policy support

Given the uncertainties, coordinated monetary and fiscal policies are much needed. At
this juncture, inflation is mostly driven by cost-push factors, while recoveries in private con-
sumption and investment are still fragile and can be deterred by uncertainties related to
the war in Ukraine. International capital markets are in flux both because of the war and the
anticipated monetary tightening by advanced economies. Monetary policy needs to contain
inflation without derailing nascent economic recovery. Fiscal policy needs to provide sup-
port to fragile sectors without over-stimulating demand or jeopardizing fiscal sustainability.

Across South Asian countries, monetary authorities have taken very different approaches.
At one end, Sri Lanka and Pakistan raised rates to curb inflation (Figure 1.28). Pakistan has
raised its policy target rate by a cumulative 525 basis points since August 2021, with the lat-
est hike of 250 basis points on April 7. Sri Lanka hiked policy rate by 100 basis points in early
March and another 700 basis points on April 8. At the other end, India and Bangladesh have
kept key policy rates unchanged. At the start of the pandemic, the Reserve Bank of India wid-
ened the policy corridor between the two key policy rates (the repo and reverse repo rates)
to increase liquidity in the banking system. By keeping both policy rates unchanged so far,
the central bank also keeps the policy corridor unchanged and maintains an accommodative
stance. At the same time, the Reserve Bank of India has also taken steps to remove excess
liquidity in the market.
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Figure 1.28. Sri Lanka and Pakistan raised rates aggressively, while India and Bangladesh
stayed accommodative
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Note: Data shown are standing deposit facility rate (repo rate) for Sri Lanka, policy target rate for Pakistan, one to three day repo
rate for Bangladesh, repo and reverse repo rates for India.

In addition to blanket rate changes, countries have also used market policies to curb infla-
tion in certain sectors. Faced with inflation in edible oils over 20 percent, India in February
cut the import tax on crude palm oil to encourage domestic edible oil refineries. Bangladesh
recently reduced the value-added import tax for edible oil and removed the value-added pro-
duction tax. With fuel and electricity price inflation over 50 percent year over year, Pakistan
announced a price cap on fuel in February and promised no further increases in fuel prices
until June 2022. The price cuts have lowered inflation in electricity to below 5 percent in
March. In Bangladesh, fuel and electricity prices are fixed, and the supplies are operated by
state-owned enterprises and subsidized through the fiscal budget. The rising global energy
prices since late 2021 have put a dent in the fiscal budget and drove Bangladesh to raise fuel
and transport prices in November. But even with the price hikes, consumer prices are still
relatively low at the cost of a fiscal burden for the government.

Despite diverging monetary policy directions, current monetary policies are accommoda-
tive in the region. Because of high inflation and low policy rates, countries’ real rates have
reached historical lows since 2014 (Figure 1.29). In Pakistan, high inflation has pushed the
real lending rate briefly into negative territory in 2021. But a series of monetary tightening
measures lowered inflation expectations, and the real lending rate has been positive since
the end of 2021. In India, Bangladesh, and Sri Lanka, the real deposit rates are negative,
while the real lending rates remain positive. Low or even negative real lending rates indicate
low real cost of borrowing and suggest a highly accommodative monetary environment. But
negative deposit rates reflect that returns on deposit savings in banks are not catching up
with inflation.
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Figure 1.29. Real lending rates at historically low levels, while real deposit rates in
negative territory
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Note: Real rates are calculated using the contemporaneous headline inflation, or the one-year-ahead inflation expectations
where available. Inflation expectations are constructed using inflation forecasts from consensus economics transformed into
fixed horizon.

Monetary authorities are also confronted with heightened volatilities in the interna-
tional capital markets. The anticipation of rate hikes in advanced economies had already
created outflows of capital from the region. In response to the Russian invasion, capital
flight to safety accelerated. For example, selloffs by foreign portfolio investors have led to a
total withdrawal of $15 billion from India’s stock market in the first three months of the year
(Verma 2022), which represents roughly 0.5 percent of the country’s total market size. The
capital outflow puts countries’ foreign exchange reserves to the test, especially for coun-
tries that are actively managing their exchange rates using foreign exchanges. Rising energy
prices can also raise import bills and erode countries’ foreign reserve buffers (Section 2.2),
creating further pressure to raise rates.

Most countries have ample foreign reserve buffers compared to the pre-taper tan-
trum period.!® Compared to 2013Q1, India and Bangladesh have boosted import cover
(Figure 1.30). India’s gross short-term external debt as a percent of foreign reserves is also
lower now compared to the pre-taper tantrum period. The most worrying is Sri Lanka, where
foreign reserves were enough to cover only 1.4 months of imports. The country’s short-term
external debt stands at over four times its foreign reserves. Shortage of foreign currency
reserves has limited and delayed imports of inputs for production (Section 1.3) and has led
to widespread shortages of essential items, including medication and milk powder, as well
as 10-hour power outages. Government policies to boost official remittances have not been

10 In May 2013, the U.S. Federal Reserve announced tapering of asset purchases put in place following the Great
Financial Crisis. This rollback led to a panic pull out of funds from emerging markets including South Asia.
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successful, as parallel markets offer more favorable exchange rates (Section 1.1). To shore up
more foreign reserves, the Central Bank of Sri Lanka floated its currency on March 7, leading
to a sharp currency depreciation of approximately 31 percent by March 15. Although drastic,
it may not be enough as the parallel market rates can adjust accordingly, and at the same
time, it will add to imported inflationary pressures. Given the unsustainable debt, mount-
ing balance of payments, and inflationary pressures, the country has announced its inten-
tion to seek help from the International Monetary Fund (IMF) to stabilize the economy. But a
challenging political situation amid the most recent public protests across the country could
make the future even more uncertain.

Figure 1.30. India is in better external position and Sri Lanka in worse position
compared to pre-taper tantrum
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On the fiscal side, accumulated government debt during COVID may lead to fiscal con-
solidation measures, which can face political resistance. General government debt has
reached over 70 percent of GDP in Pakistan, over 80 percent in India, and over 100 percent of
GDP in Sri Lanka and Maldives (World Bank Macro Poverty Outlook). In Bhutan, general gov-
ernment debt was already over 100 percent of GDP in FY2018/19, and it has increased to an
estimated 135 percent of GDP for FY2020/21, reflecting higher gross financing needs from the
hydropower projects during the pandemic. To reduce the debt burden, India has followed
revenue-led consolidation, relying on growth in goods and services tax and fuel-based tax
revenues, while trying to rein in current spending in FY2021/22. Pakistan had earlier followed
its agreement with the IMF to remove tax exemptions and increase the tax on fuels. But rising
energy prices domestically and challenges from political opposition have forced the govern-
ment to offer electricity and fuel price relief. The financing of the price cuts or subsidies can
create an additional burden on the fiscal budget, threaten the ongoing program with the IMF,
and limit the use of the fiscal budget on other, more productive projects.
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The need for fiscal consolidation notwithstanding, fiscal policy is being reoriented to
build capacity. Given the supply constraints that limit production and contribute to infla-
tion, public investment in infrastructure can expand capacity and reduce supply constraints
in the medium to long term. Bhutan is focusing on hydropower and other construction proj-
ects and the development of industrial parks to attract investment. India’s proposed bud-
get for the upcoming fiscal year focuses on capital spending to reduce supply constraints
and crowd in private investment. Capital expenditure is budgeted to rise by 24.5 percent in
FY2022/23, with an over 50 percent increase in spending on the transport sector compared
to the previous year. The budget also emphasizes enhancing the infrastructure for digital
payments, and as part of that effort, the Finance Ministry announced the launch of a Central
Bank Digital Currency (Box 1.4).

Policies that support lower-income workers and vulnerable sectors are expanded to pro-
vide income support. The pandemic has increased inequality and left small and medium
enterprises in dire conditions. While some segments of the economies have stepped out of
the shadow of the pandemic, many are left behind and require support from the government
for income and livelihood. The central government of India is providing additional funding
in late 2021 to the rural work guarantee program (MGNREGA) to accommodate increased
demand for participation, although the allocated funds in the union budget have been
reduced for the new fiscal year that starts in April 2022. In Sri Lanka and Nepal, while loan
forbearance measures are being phased out for most sectors, they have been kept in place
for the tourism sector (Box 1.3), as sporadic mobility restrictions stunt tourism recovery.
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Box 14. Central bank digital currency"

Over the last few years, the issuance of central bank digital currency (CBDC) has become a
highly relevant financial-sector topic worldwide. The rapidly evolving payments technol-
ogy and its application to finance—in particular, the issuance of value in digital forms—
are making it possible for central banks to issue their nation’s fiat currency in a digital for-
mat. Now that South Asian countries are considering issuing their own CBDC, it is worth
reviewing its main aspects to clear any confusion and shed light on its potential risks.

What is CBDC? To understand the role of CBDC in modern payment systems, it is
important to understand first the different forms of money that coexist in modern
economies.

« Centralbank, or public money, consists of reserves and settlement accounts
held at the central bank by the institutions participating in the payment sys-
tems, and banknotes in circulation.

« Commercial bank money, a type of private money (used by end users in the
form of checks, credit transfers, direct debits, debit cards, and credit cards)
is a claim against the issuing commercial banks, rather than legal tender.

« Electronic monies (e-money), also a type of private money (used by end
users in the form of mobile money, online money, and prepaid cards), are
typically issued by non-banks and are claims on commercial bank deposits.

CBDC is a new form of central bank money and thus shares many commonalities with
traditional central bank money. It is a central bank liability, denominated in the exist-
ing fiat currency, and, in principle, convertible into physical cash and private money on
demand by the holder with authorized entities. CBDC differs from traditional central
bank money in that it can be digitally created and recorded on centralized or decen-
tralized ledgers. There are two main types of CBDC: (1) wholesale CBDC, for which
access and circulation are restricted to predefined classes of agents (typically banks
and other select financial institutions) under specific regulatory and policy require-
ments, as is the case today with central bank reserves; and (2) retail or general-purpose
CBDC, for which access and circulation are open to a wider class of agents, including
individuals. Countries of varied economic profiles, population sizes, and geographic

11 For more information on CBDC, please refer to World Bank (2021a).
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locations are exploring the issuance of retail CBDC. For instance, the Bahamas and
Nigeria have already launched CBDC, while others are in the piloting phase, includ-
ing Jamaica, Eastern Caribbean, China, Ghana, South Korea, South Africa, Uruguay,
and Saudi Arabia. Many more are in the research phase, including India, which has
announced that it would launch its CBDC during the 2022-2023 fiscal year.

How could retail CBDC be distributed? Retail CBDC could be arranged in one or two
tiers, although the countries that have launched and piloted so far have opted for the
two-tier model. In a one-tier retail CBDC, the central bank would operate the CBDC
infrastructure, distribute CBDC directly to the public, and manage the accounts of all
users (individuals and enterprises), keeping records of all balances and updating them
with every transaction. In this type of model, the central bank could outsource some
operations, such as the user interface, call center, and the handling of user complaints.
In a two-tier model, the central bank would distribute CBDC to the public via interme-
diaries (that is, payment service providers), which could be commercial banks or non-
bank entities and would be licensed and overseen by the central bank. The two-tier
design tries to balance the credibility of direct claims on the central bank (the equiv-
alent of cash) with the benefits of using payment intermediaries. At the same time,
monetary policy effectiveness and financial stability considerations are important for
central banks when designing the distribution of CBDCs.

Figure 1.31. What is CBDC? An illustration
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How is CBDC different from existing digital payment methods? First, central bank
money is considered safer than commercial bank money (bank deposits). CBDC could
allow the general public access to the same level of safety but in digital form, simi-
lar to bank deposits. Second, unlike other digital payment instruments, CBDC could
be designed to have similar anonymity as cash, although so far, no jurisdiction that
has fully implemented or is piloting CBDC has chosen to do so. Third, CBDC could be
issued as a digital token, and any transfer between users would be like handing over
cash, hence avoiding the need for account holding.

How are cryptocurrencies different from CBDC? Technically, cryptocurrencies do
not fit the public or private money definitions. Cryptocurrencies such as Bitcoin
and Ether are digital representations of value and are not issued by a central bank,
deposit-taking institution, or e-money institution. Instead, they rely on algorithms,
decentralized systems, and cryptography for issuance and security of transactions.
Because they depend on algorithms and decentralized systems with no central deci-
sion making, cryptocurrency values tend to exhibit huge fluctuations. Stablecoins,
which are a subset of cryptocurrencies, are marketed as a less volatile alternative to
other cryptocurrencies. They could be pegged to and/or backed by specific assets
such as a fiat currency, commodities, or they could be controlled by employing an
algorithm to adjust supply to match demand. Examples of stablecoins include Tether
and USD Coin.

What are potential motivations for introducing CBDC? The relative weight and
importance of CBDC depend on specific country contexts and the design features. On
one end of the spectrum, countries may wish to preserve the role of public money and
safeguard financial stability and monetary sovereignty. On the other end of the spec-
trum, some countries may wish to use CBDC to supplement traditional digital pay-
ments and to promote financial inclusion, government payment disbursements and
collections, cross-border payments, competition, and interoperability.

What are potential risks/challenges associated with introducing CBDC? The intro-
duction of CBDC could disrupt the existing financial-intermediation structure. In addi-
tion, depending on design and country context, CBDC could pose risks to financial
stability, financial integrity, data protection and privacy, and cyber resilience. Further,
it can have implications for the legal and regulatory framework, increased responsi-
bilities of the central bank, and could also lead potentially to currency substitution,
especially in the context of cross-border CBDC.
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CBDC in the context of financial inclusion: For many developing countries, including
some South Asian countries, low access to transaction accounts and low usage of digi-
tal payments (Figure 1.32) have been seen as a motivator to introduce CBDC. Although
not a panacea, CBDC could potentially help fill the gap in traditional payment sys-
tems and promote financial inclusion. To meet the financial inclusion challenge,
however, CBDC would have to be designed with that objective in mind. CBDC design
aspects that encourage financial inclusion include the affordable cost of onboard-
ing and transaction, off-line capabilities, privacy, and remuneration. A CBDC system
needs to be easy to access through a simple user-enrollment process, convenient to
use through a large network of agents and service providers, and acceptable for dai-
ly-life use cases at merchants, billers, and by the government, on a continuous basis.
However, even though CBDC can facilitate financial inclusion, itis not a necessary con-
dition, as other existing payment systems and arrangements, such as well functioning
and comprehensive fast payment systems, have also been successfully utilized for the
same objective (For example, Brazil).

Figure 1.32. Access to transaction accounts and usage of digital payments are low
in many South Asian countries
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Overall, given that CBDC is still in its nascent stages, even in countries where it has
been fully introduced, it remains to be seen to what extent CBDC can promote finan-
cial inclusion, as well as other intended objectives, and the level of risk it would intro-
duce in practice.
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Box 1.5. Voices from South Asia

As in the last six editions of this report, we conduct an opinion survey among experts
and researchers working in academia, policymaking, and consultancies in South Asia.
This year, the survey aims to gain insights into the outlook of economic growth in
South Asian countries, especially on the macroeconomic conditions and outlooks and
gender norms in the region. We received 54 responses from six countries: 31 percent
are from India, and around 20 percent each from Bangladesh, Nepal, and Pakistan;
84 percent are men and 16 percent are women; and 84 percent identify as academ-
ics, 80 percent as macroeconomists, 57 percent as policy advisors, and 20 percent as
policymakers.

Experts’ views suggest continuing recovery in the region, but views on the future
have become less optimistic (Figure 1.33). Forty-four percent of the respondents
believe the level of economic activity is above 85 percent of the pre-pandemic level, a
moderate increase from 36 percent in the fall of 2021 (World Bank 2021b). On tourism,
39 percent believe it is already coming back to pre-pandemic levels, compared to the 5
percentin fall 2021 who believed tourism would recover “very soon.” At the same time,
experts are less optimistic about the future than they were last fall: 51 percent believe
GDP growth will increase in the next six months, a drop from 56 percent last fall. This
is consistent with the downgrade of growth in the most recent regional forecast com-
pared to January this year and to last fall (Chapter 2).

Experts perceive inflation as the biggest short-term risk to economic recovery and
see a relatively small risk from further COVID-19 waves (Figure 1.34). Thirty-eight
percent of respondents cite high inflation as the biggest risk to economic recovery
within the next six months, compared to only 4 percent in fall 2021. Only 11 percent
of respondents see COVID-19 waves as the biggest risk, compared to over 50 percent
in the Fall 2021 survey. This is consistent with our findings of a decoupling between
COVID waves and the economy (Box 1.1). A widening current account deficit is also
perceived to be an increasing risk (13 percent of respondents compared to 4 percent
last fall), especially in Nepal and Sri Lanka; current account deficits in the region are
rising with the surge in commodity prices. Accordingly, an overwhelming majority of
respondents consider supply disruptions and rising commodity prices to be the main
drivers of inflation over the past three months, consistent with the discussion in this
chapter.
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Figure 1.33. Experts’ views suggest continuing recovery in the region but views on
the future are less optimistic now
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Figure 1.34. Experts perceive inflation as the biggest short-term risk and see a
small risk from further COVID waves

What is the biggest risk to the economic recovery in your country within the next six months?
Percent of respondents with choice

High inflation

Sluggish consumption
orinvestment

Other
Widening current account deficit
Another COVID wave

Increasing budget deficit

0 10 20 30 40 50 60 70
W Spring 2022 survey | Fall 2021 survey

Experts express concern about stress in the financial sector and spillovers from
rate hikes in advanced economies. Over 70 percent of respondents expect stress in
the financial sector to increase over the next six months, compared to 60 percent in
the Fall 2021 survey. Relatedly, 46 percent believe that asset quality will deteriorate,
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and only 10 percent think it will improve over the next six months (Figure 1.35.A). As
Section 1.4 discusses, as COVID-era support measures are phased out, pre-existing
vulnerabilities and deterioration in asset quality may resurface; uncertainties due to
the war in Ukraine could further add to financial sector volatility. Monetary tighten-
ing by advanced economies can also be a source of uncertainty. Fifty-six percent of
the respondents believe that rate hikes in advanced economies will lead to currency
depreciation in their country, while half of the respondents think they will weaken
economic recovery (Figure 1.35.B). Other concerns over rate hikes include capital out-
flows and volatile exchange rates. Section 2.2 analyzes the potential impacts of mon-
etary policy tightening in advanced economies.

Figure 1.35. Experts express concern about stress in financial sectors and rate
hikes in advanced economies

A. Outlook on financial markets
What do you expect to happen in your country within the next six months?
Percent of respondents

Stress in financial sector n

0 20 40 60 80 100
M Increase Stay the same M Decrease

B. Anticipated impact from monetary tightening in advanced economies
How do you think monetary tightening in advanced economies will impact your country’s economy and policy response?
Percent of respondents with choice (can choose multiple)

Little or no impact
Weskenes recovery | ™I
Domestic monetary tightening
Curency depreciaion
Volatile exchange rate
Capital will flow out

0 10 20 30 40 50 60

Survey results reveal unequal access to finance, and experts call for continued gov-
ernment support for businesses. Unprecedented support measures for businesses
were implemented over the past two years, including subsidies, low-interest loans,
and moratoriums. However, financial support might not have been allocated in a way
thatis consistent with a level playing field for firms. Around 40 percent of respondents
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believe large private firms have better access to finance now compared to a year
ago, while 47 percent believe that financing conditions have worsened for micro-en-
terprises over the past year (Figure 1.36), which is consistent with our discussion in
Section 1.4. Given the hardships faced by micro-enterprises and heightened uncer-
tainty due to the war in Ukraine, almost half of the respondents call for more support
measures for businesses.

Figure 1.36. Experts believe small firms have faced worsening access to finance

Compared with last year, how easy do you think it is for the following types of institutions to access finance?
Percent of respondents

State-owned enterprise 2

18

Large private firms

Small and medium enterprises

w
oo I

Micro-enterprises 47

0 20 40 60 80 100

| Strengthened Stayed the same B Weakened

Respondents also support measures to strengthen climate change mitigation and
women’s empowerment. One-quarter of respondents believe a carbon tax should
have been implemented a long time ago, while 37 percent are in favor of a gradual
phase-in now (Figure 1.37). Section 2.3 illustrates the benefits of implementing a car-
bon tax in the region. On women’s empowerment, 63 percent of female respondents
and 50 percent of male respondents strongly agree that reducing gender inequalities
will lead to additional economic growth. On average, female respondents rate 10/10
for the statement “men and women should have equal opportunities (for example,
in education, jobs, household decision-making),” compared to an average rating of
8/10 among male respondents. By contrast, on average respondents believe that only
seven out of ten of their peers would support gender equality, suggesting that there is
room for improvement in the perception of gender norms in the society (Chapter 3).
Around 60 percent of respondents attribute the region’s low female labor force par-
ticipation to a lack of good job opportunities. The most effective policies for reducing
gender inequality are seen as boosting female education (38 percent of respondents)
and improving security for women (around one-third). Twenty-six percent of male
respondents and 43 percent of females rank the latter as the top policy. A majority of
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respondents believe market-intervention policies, such as affirmative action and sub-
sidies for hiring women, would be the least effective policies (Figure 1.38).

Figure 1.37. Majority of experts support carbon tax

What are your views about implementing a carbon tax (imposing a price on carbon) in your country to comply with the
Nationally Determined Contribution (NDCs) pledged during the COP26?
Percent of respondents

Should have been implemented a long time ago
Now, but with gradual phase-in
Still too soon now, but eventually yes

Not a good idea

Figure 1.38. Experts support boosting education and improving security for
women as effective policies to reduce gender inequalities

Which policy do you think is the most/least effective to reduce gender inequalities?
Percent of respondents with choice

Boost women's education “
Improve security for women
Afimatie action
Support sectors already employing women
Subsidize private sector hiring of women
0 20 40 60 80 100
B Most effective W Least effective

46



RECOVERY

3

STRONGER HEADWINDS DURINC

47

(wnuoyesow yixis) s|4GN Aq 220z 1en
- 170z das pue syueq Aq saijioey ases) Joy

“(0zoz/0g/9 woyy
0202/0S/6 0} PoPUSIXS SeM

(1:30y
|oAS] WSLINO0} JOj wnliojelow
PAIY}) Z2OZ INr-plw 03 uer-piw

(sueo) e

10} JoAIeM }SBI3UI leiyed
Suipnoul ‘wnpiojelow
PA1y3) TZoz unr-12oz Inf

1202 23 - das ‘s|4gN Aq 10309S WSLINO} 10} 4 7 84N nd13e JIawnsuod +(520323s payoeduwil A1yBly (wnuojeloul  :(T20Z JeW-070Z 320 Sueo)
. ) J0J WinpojeIoW pAIyl) TZ0T pu023s) 0Z0T 11e Joy 1saua1ul jeiped Aq
20T 4B - TZ0Z Ady pue syueq Aq 103295 JWS ‘Suisnoy 1oy sueoj jo ; .
. INF-plw 03 UB[-PIW £(S10329S 3ny-unp pamojjo4 ‘0z0z das 01
WSLIN0} 40} ZZ0oz unr - 120z 4dy ‘si4gN Aq  syuswiAed jedidunid jo jelssyap . 23eJano)
1eh-T207 1clv pUE SHUEGAGTZ0Z 103 Aidde oy aunpesp) 0z0z payoedw wnipaw 4oy {(wnuojesow dn Janiem 3saa3ul )Ny
Gl . : wnpoelow pAiyl) TZ0z 4dy 1s414) 0202 Suipn)oul ‘wnuojelow
29@-4dy {(wnuoleiow yyly) Tzog dos-udy  das-sep {(wnuiojeliow) 120 .
¢ e ¢ -piw 03 uer-piw {(wnLojesow Rep-ren puodas) 1Z0z unr-020¢
‘{(wnuojesow Yy pue ‘pig ‘pug) TZOZJeN - unf-0z0Z Jey (3uLinyoniisal) .
20 ‘(Wwnuojelow 1s11y) 0Z0Z dos-1dy T20Z Je|N-020Z Jel Pu029s) TZ0T Uer-piw 0} Inr {(sueoj | Joj Janiem
U Rl AET, : 020Z INF-plw {(wnliojeiow juswAed 3sa3ul )Ny
1541§) 020T IN(-piw 03 ady-pIN Suipnjpul ‘wnuojelow
1s413) 020Z unr-ady
(wnuojelsow Yixis) 120z/8/6
‘{(uonyepodsuely 1a3uassed ul padedus Aq (
paulelqo saiijioe) Suisea) Joj Wwnloyeiow i (wnuoyesow (wnuoyesow (@ep
1J) T20Z/6T/€ {(wnLiojeiow yunoy) BN SR P e puod9s) pJIyl) TZ0Z/0E/9  Iuswsadunouue)
Y o sueoj jojunowe jedpuud  paiyl) 020Z/LT/.L {(wnuojelow :
020Z/6/1T ‘(A13snpui 3S1no} 0} wnLiojeiow 0 1UBULI34P 4O ANlIGE]IeAE) u0335) Iz 0202/72/S {(wnuojelow puodas) sawidal
PAIY2) 0202/9Z/8 *(S2IP1YaA paleas wsLinoy 5o 11/ hm_wm_ws uw_hmw_g. e ‘(wnuoje L%E siiy) ococ \E \v ‘(wnuojetow  0Z0Z/97/9 {(WnLojesowW eliojelow
03 pajuel3 saijioey uises) jo Suipueisino 020g/L/L SuknpNISI p -winwioy 351l 020z/6¢/€ 1s41)) 020Z/L2/E 1S11}) 020Z/TT/v 9)qediddy

Jended Jo 109dsaJ Ul WNLIoJeIOW PUOD3S)
0202/9T1/. {(wnuoyelow 1s1ly) 020T/vT/

exue s

wnliolelow 1si1) 020z/9z/€

uelsiyed

ueynyg

srupued gI-(JIAOD 2Y) SUlInNp SILIHUNOD UBISY (INOG 3I9[3s Ul saijod wnriojesow ueoq |y xipuaddy

xipuaddy



A NEW WAY FORWARD

5 NORMS:

RESHAPINC

"(TZ07) Yueg ensey |edaN :1edaN ‘(qTZ0Z) BYULT 1S JO Yueg |e3ud) eyueT HS /3883 ded BUlINIONIISSY pUe UOISUSIX] UeOT :6T-AINOD, SHSAIM UBIShed
JOyueg 91e1S :uelIsied ‘(20Z0T ‘q0Z0Z) BIPUJ JO yueg aAIasay pue (0Z0Z) BYISa4ysS :eipu| ‘(TZ0Z) uoliepunod ueinyg pue (0z0z) ueinyg Jo Juswuidanog jehoy :ueinyg ‘sonhjeuy JaneH :@24nos

(sa1uedwod
Jerueuly yueq
*SI4gN Y3noJy3 40309s uonepodsuesy -uou Joj juadiad
J93uassed ay3 03 uani3 sy *|id €€ 76" pue syueq
{syueq y3nouy3 10303s uopeniodsuesy TZ0T/ET/8 JO Se suonnyisul |erJswwod
Ja8uassed ay3 03 USAIS SY “ig T°€ SI4AN (sg4w)  1edueUly pue syueq ysnoayl pajnpayds JUSWLISJSP Ueo] pue
43N0y 403235 WISLINOY B3 03 UAIS SY Syueq adueuljoIdIW pue ‘sy "|1g TZ'6CT :3ulnpaydsal 10} 1paId JaAIEM 359Ul (jerued) wnuojelow
119 TT ‘syueq y3noiyy 10303S WSLIN0} ‘(s|4@) suonnyisul jeduUeUY  pue SuLN}dNJISAI UBO) {SY °|ig Suipueisino 33 Wouj pajyauaq wouj jysusq
9Y3 03 UaAI3 SY *)Id 8YS ‘SI4AN Yy3nosys  juswdolansp ‘syueq y3noiyy £9°€6 :owi} JuswAedas ueo) 1e101 Jo $J9P|0Y JUNOIIL UBO]  SUBO] JO JUNOWY
SI9MOLI0q PR1IRYR 6T-AINOD 03 UBAIS  TZOTZ/9T/#J0Se sy 11g8L°0T6  JO UOISUSIXD {Sy |ig TG :SUBO) 1u243d 16°L€) 000°0tT ‘T20Z das jo sy
sy '|ig 8°€TS ‘syueq y3nouy3 s1amouioq Jo pouad 9e.3 Jo uoIsSuaIX3 suonnsul
paage 6T-QIA0D 03 USAIS Sy '1id 095°E |eldueuly pue
'SY 119 6,97 0 €303 € ‘TZ0T/TT/8 JO SY syueq ysnoiyy
‘020z/1E/8 40 Se
Sy !9 966°TY
103095 uoneyodsuel) ja3uassed a3 ‘6T0T/TE/TT JO
1S31}]108} 9SE3] PUE 103235 WISLIN0}3Y)  Se Juiwiopad sl ueoT ‘awayds sueo) Jo
S19M0.10q pa1daye 6T-QINOD SUBO) W} || sueoj ||y

‘s9514dJI93US WINIPSW puUe j|ews ‘011w 3y}
Suiznuoud ‘sismouioq paldaye 6T-AIN0D

exueus

Jo aep Audxe a1049q 1s9nbau
UMM B S3xyew Jamollog

uelsiyed

ueynyg

eua3Ld Aiqi313

48



STRONGER HEADWINDS DURING RECOVERY

References

Agency, Anadolu. 2022. “Pakistan to Import Wheat, Natural Gas from Russia.” Pakistan Today,
March 2, 2022. https://www.pakistantoday.com.pk/2022/03/02/pakistan-to-import-
wheat-natural-gas-from-russia/.

Aggarwal, Mayank. 2022. “Ukraine-Russia War Jolts India’s Import-Dependent Edible Oil
Market.” AlJazeera, March 15, 2022. https://www.aljazeera.com/economy/2022/3/15/
ukraine-russia-war-jolts-indias-import-dependent-edible-oil-mkt.

Auer, Raphael, and Rainer Bohme. 2020. “The Technology of Retail Central Bank Digital Cur-
rency.” BIS Quarterly Review March: 85-100.

Bhardwaj, Mayank. 2022. “India Set to Export Record 7 Million Tonnes Wheat This Year.” Reu-
ters, March 6, 2022. https://www.reuters.com/world/india/india-set-export-record-7-
mln-tonnes-wheat-this-year-2022-03-05/.

Bhutan Foundation. 2021. “Loan Deferment Extended by One More Year.” July 1, 2021.
https://www.bhutanfound.org/loan-deferment-extended-by-one-more-year/.

Central Bank of Sri Lanka. 2021a. “Sri Lanka Purchasing Managers’ Index - October 2021.”
Statistics Department Central Bank of Sri Lanka.

Central Bank of Sri Lanka. 2021b. “Moratoria to COVID-19 Affected Businesses and Individ-
uals Has Exceeded Rs. 4,000 Billion: Saubagya Loans Amount to over Rs. 179 Billion.”
Press Release, Central Bank of Sri Lanka, November 8, 2021.

Central Bank of Sri Lanka. 2022a. “Sri Lanka Purchasing Managers’ Index - January 2022.”
Statistics Department Central Bank of Sri Lanka.

Central Bank of Sri Lanka. 2022b. “Sri Lanka Purchasing Managers’ Index - February 2022.”
Statistics Department Central Bank of Sri Lanka.

Dagan, Noa, Noam Barda, Eldad Kepten, Oren Miron, Shay Perchik, Mark A. Katz, Miguel A.
Hernan, Marc Lipsitch, Ben Reis, and Ran D. Balicer. 2021. “BNT162b2 MRNA Covid-19
Vaccine in a Nationwide Mass Vaccination Setting.” New England Journal of Medicine 384
(15): 1412-23.

Deb, Pragyan, Davide Furceri, Daniel Jimenez, Siddharth Kothari, Jonathan D. Ostry, and
Nour Tawk. 2021. “The Effects of COVID-19 Vaccines on Economic Activity.” IMF Working
Paper 21/248, International Monetary Fund, Washington, DC.

Dempsey, Harry,and Chloe Cornish.2022. “Russian Oil Exports to India Surge as Europe Shuns
Cargoes.” Financial Times, March 18, 2022. https://www.ft.com/content/5efc6338-3f01-
4015-aedf-53a4a1944ca8.

49



RESHAPING NORMS: A NEW WAY FORWARD

Fernandez-Villaverde, JesUs, and Charles I. Jones. 2020. “Macroeconomic Outcomes and
COVID-19: A Progress Report.” Brookings Papers on Economic Activity 2020 (3): 111-66.

Fitch Ratings. 2022. “Sri Lankan Banks Dashboard: February 2022.” Fitch Ratings.

Hansen, Niels-Jakob H., and Rui C. Mano. 2021. “COVID-19 Vaccines: A Shot in Arm for the
Economy.” IMF Working Paper 21/281, International Monetary Fund, Washington, DC.

IMF (International Monetary Fund). 2022. “Nepal: Request for an Arrangement Under the
Extended Credit Facility -Press Release; Staff Report; Debt Sustainability Analysis; Staff
Supplement; Statement by the Executive Director for Nepal (2022).” IMF Staff Country
Reports, International Monetary Fund, Washington, DC.

Jadhay, Rajendra. 2022. “India Cuts Tax on Crude Palm Oil Imports to Help Consumers, Refin-
ers.” Reuters, February 14, 2022. https://www.reuters.com/world/india/india-cuts-tax-
crude-palm-oil-imports-help-consumers-refiners-2022-02-13/.

Jongwanich, Juthathip, Petchtharin Wongcharoen, and Donghyun Park. 2016. “Determi-
nants of Consumer Price Inflation versus Producer Price Inflation in Asia.” ADB Eco-
nomic Working Paper Series No. 491, Asian Development Bank, Manila, Philippines.

Li, Yi, and Valerie Mercer-Blackman. 2022. “The Changing Face of Tourism and Work: How
Maldives Is Successfully Adapting to the Pandemic.” World Bank (blog). January 26,
2022, https://blogs.worldbank.org/endpovertyinsouthasia/changing-face-tourism-
and-work-how-maldives-successfully-adapting-pandemic.

Mercer-Blackman, Valerie, Sebastian Franco Bedoya, Robert C. M. Beyer, and Yi Li. 2021.
“What Do High-Frequency Indicators Tell Us about Economic Activity in South Asia?”
World Bank (blog). April 29, 2021. https://blogs.worldbank.org/developmenttalk/what-
do-high-frequency-indicators-tell-us-about-economic-activity-south-asia.

Nepal Rastra Bank. 2021. “Monetary Policy for 2021/22.” Nepal Rastra Bank Central Office.

Ondaatjie, Anusha, and Lilian Karunungan. 2021. “Asia’s Highest Default Risk Spotlights Sri
Lanka Debt Worry.” Bloomberg, July 5, 2021. https://www.bloomberg.com/news/arti-
cles/2021-07-05/asia-s-highest-default-risk-spotlights-sri-lanka-debt-concerns.

Our World in Data (database). “Coronavirus Pandemic (COVID-10).” Accessed March 21, 2022.
https:// ourworldindata.org/coronavirus.

Parkin, Benjamin, and Farhan Bokhari. 2022. “Pakistan Presses Ahead with Russian-Built
Gas Pipeline.” Financial Times, March 16, 2022. https://www.ft.com/content/9294890a-
593c-442b-bc53-13099d14d36f.

Polack, Fernando P., Stephen J. Thomas, Nicholas Kitchin, Judith Absalon, Alejandra Gurt-
man, Stephen Lockhart, John L. Perez, et al. 2020. “Safety and Efficacy of the BNT162b2
MRNA Covid-19 Vaccine.” New England Journal of Medicine 383 (27): 2603-15.

50



STRONGER HEADWINDS DURING RECOVERY

Reserve Bank of India. 2019. “Financial Stability Report, December 2019.” Reserve Bank of
India.

Reserve Bank of India. 2020a. “Financial Stability Report, July 2020.” Reserve Bank of India.

Reserve Bank of India. 2020b. “Statement on Development and Regulatory Policies, March
27.” Reserve Bank of India.

Reserve Bank of India. 2020c. “Statement on Development and Regulatory Policies, May 22.”
Reserve Bank of India.

Reserve Bank of India. 2021. “Financial Stability Report, December 2021.” Reserve Bank of
India.

Royal Government of Bhutan. 2020. “Comprehensive National Response to the Challenges
of the COVID-19 Pandemic Phase II.” Press Release, Royal Government of Bhutan, July
26, 2020.

Ruch, Franz Ulrich, and Temel Taskin. 2022. “Demand and Supply Shocks: Evidence From
Corporate Earning Calls.” Policy Research Working Paper 9922, World Bank, Washing-
ton, DC.

Sampi, James, and Charl Jooste. 2020. “Nowcasting Economic Activity in Times of COVID-19:
An Approximation from the Google Community Mobility Report.” Policy Research Work-
ing Paper 9247, World Bank, Washington, DC.

Shrestha, Prithvi Man. 2020. “Central Bank Announces Relief Measures for Businesses
Affected by Covid-19.” The Kathmandu Post, March 29, 2020. https://kathmandupost.
com/money/2020/03/29/central-bank-announces-relief-measures-for-businesses-af-
fected-by-covid-19.

Srivastava, Shruti, and Vrishti Beniwal. 2022. “Russia Offers SWIFT Alternative to India for
Ruble Payments.” Bloomberg, March 30, 2022. https://www.bloomberg.com/news/arti-
cles/2022-03-30/russia-proposes-swift-alternative-to-india-for-ruble-payments.

State Bank of Pakistan. 2021. “Mid-Year Performance Review of the Banking Sector (Janu-
ary-June 2021).” Financial Stability Department State Bank of Pakistan.

State Bank of Pakistan. “COVID-19: Loan Extension and Restructuring Package.” Accessed
March 23, 2022. https://www.sbp.org.pk/COVID2/Loans.html.

The Economist. 2017. “India’s Twin Balance-Sheet Problem,” March 2, 2017. https://www.
economist.com/finance-and-economics/2017/03/02/indias-twin-balance-sheet-prob-
lem.

Ullah, Zachary. 2012. “Natural Gas in Bangladesh and the U.S.” University of Texas, Austin.

51



RESHAPING NORMS: A NEW WAY FORWARD

Verma, Pallavi Arun. 2022. “FPI Outflow Shoots Past Rs 1 Lakh Crore Mark in 2022.” The Eco-
nomic Times, March 27, 2022. https://economictimes.indiatimes.com/markets/stocks/
news/fpi-outflow-shoots-past-rs-1-lakh-crore-mark-in-2022/articleshow/90470833.
cms.

Viswanathan, Balasubramanian, Anjali Viswamohanan, Prateek Aggarwal, Danwant
Narayanaswamy, Anna Geddes, Theresia Betty S