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ABSTRACT 
This study aims to provide a comprehensive analysis of the role of inflation and exchange rates on 
the economies of South Asian countries from 2000 to 2024, to contribute valuable insights into 
the macroeconomic dynamics of the region. The study combines quantitative econometric 
techniques, including panel data regression analysis and Granger causality tests, with qualitative 
policy reviews to assess inflationary pressures, exchange rate volatility, and their broader economic 
consequences. The empirical findings indicate that inflation and exchange rate depreciation 
negatively impact GDP growth, with a statistically significant correlation between inflation, 
exchange rates, and economic stability. Furthermore, the research highlights the role of structural 
factors such as fiscal deficits, global commodity price shocks, and monetary policy responses in 
shaping inflationary trends and currency fluctuations. The study concludes that effective 
macroeconomic management, including inflation-targeting frameworks and exchange rate 
stabilization policies, is crucial for fostering sustainable growth in South Asia. Policymakers must 
address inflationary pressures through prudent monetary policies while ensuring exchange rate 
stability to enhance trade competitiveness and attract investment. 
Keywords: Inflation, Exchange Rate, Interest Rate, GDP Growth, South Asia, JEL 
Classifications: E31: F31: E43: O40: O53 

 
INTRODUCTION 
The South Asian region, comprising eight 
countries with a combined population of over 1.8 
billion people, has experienced rapid economic 
growth and integration into the global economy 
over the past two decades. However, the region 
has also faced significant challenges, including 
high inflation, volatile exchange rates, and 
economic instability. Inflation and exchange rate 
fluctuations have been particularly problematic, 
as they can have far-reaching consequences for 
economic growth, trade, and investment. 
This region, comprising eight countries including 
India, Pakistan, Bangladesh, Sri Lanka, Nepal, 

Bhutan, Maldives, and Afghanistan, has 
experienced significant economic growth and 
development over the past two decades (Sahoo, 
2015). However, the region's economies have also 
been subject to various macroeconomic 
challenges, including inflation and exchange rate 
fluctuations (Khan, 2017). Inflation, in 
particular, has been a persistent issue in many 
South Asian countries, with rates often exceeding 
the global average (Kumar, 2019). The exchange 
rate, on the other hand, plays a crucial role in 
determining a country's trade competitiveness 
and economic stability (Rahman, 2020). 
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According to the World Bank (2022), the South 
Asian region is expected to experience rapid 
economic growth, with an average annual growth 
rate of 7.2% from 2020 to 2024. However, this 
growth is also expected to be accompanied by 
rising inflationary pressures, which could have 
significant implications for the region's economic 
stability (IMF, 2022). Moreover, exchange rate 
fluctuations can also have a significant impact on 
the region's trade and investment, particularly in 
countries with large trade deficits (Siddiqui, 
2018). 
Inflation is one of the most significant 
macroeconomic challenges faced by policymakers 
across the globe, and South Asia is no exception. 
A region characterized by rapid economic growth, 
widespread poverty, and burgeoning populations, 
South Asia's unique economic landscape is 
significantly shaped by inflation dynamics. 
Economic stability in nations such as India, 
Pakistan, Bangladesh, Sri Lanka, Nepal, Bhutan, 
and the Maldives often hinges on their ability to 
manage inflation while fostering sustainable 
growth. This chapter provides an introduction to 
the concept of inflation within the context of 
South Asia, outlining its causes, trends, and 
implications for regional economies. 
Inflation, defined as the persistent increase in the 
general price level of goods and services in an 
economy over time, serves as a crucial barometer 

of macroeconomic health. While moderate 
inflation can stimulate economic activity by 
incentivizing investments, high or volatile 
inflation undermines purchasing power, disrupts 
financial planning, widens income inequality, 
and destabilizes economies. Over the past few 
decades, South Asia has witnessed varying 
inflationary pressures, ranging from periods of 
hyperinflation to deflationary spells. These 
fluctuations are influenced by a confluence of 
domestic and global factors, including fiscal 
deficits, supply chain disruptions, volatile energy 
prices, geopolitical tensions, and climate-induced 
shocks such as floods and droughts. 
The region's economies are primarily agrarian in 
nature, heavily reliant on food and energy 
imports, which makes them particularly 
susceptible to global commodity price shocks. 
Furthermore, structural issues such as inadequate 
infrastructure, low productivity in agriculture, 
and inefficiencies in public sector management 
exacerbate inflation trends. Central banks in 
these countries, such as the Reserve Bank of India 
(RBI) or the State Bank of Pakistan (SBP), have 
experienced the onerous task of balancing growth 
with price stability, often resorting to inflation-
targeting frameworks or monetary tightening 
measures. 
 

 
Table 1: Average Annual Inflation in South Asia (2000–2022) 

Country 2000–2007 2008–2009 2010–2015 2016–2020 2021–2022 
India 4.5% 10.2% 6.2% 5.2% 6.5% 
Pakistan 7.8% 12.0% 9.5% 8.0% 20.2% 
Bangladesh 5.6% 7.5% 6.0% 5.8% 6.9% 
Sri Lanka 6.0% 11.6% 6.8% 8.4% 21.5% 
Nepal 5.2% 8.0% 5.5% 5.3% 7.0% 
Bhutan 4.8% 6.5% 5.2% 5.4% 6.2% 
Maldives 2.5% 5.0% 3.5% 3.8% 6.0% 

 

This study aims to provide a comprehensive 
analysis of the role of inflation and exchange rate 
on the economies of South Asian countries from 
2000 to 2024. By examining the relationship 
between inflation, exchange rate, and economic 
growth, this study seeks to provide insights into 
the macroeconomic challenges facing the region 
and identify potential policy measures to 
promote economic  stability and growth (Raza, 
2017). The study will employ a range of 

econometric techniques, including regression 
analysis and time series modeling, to analyze the 
data and draw meaningful conclusions (Gujarati, 
2015). The research paper is organized into eight 
sections, including an introduction, literature 
review, methodology, empirical analysis, results, 
discussion, conclusion, and recommendations. 
 
Literature Review 
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Inflation trends in South Asia are driven by a mix 
of domestic and external factors. Studies 
highlight cost-push inflation (e.g., energy prices, 
agricultural shocks) and demand-pull 
pressures (e.g., rising middle-class consumption). 
For instance, Rao and Singh (2007) attribute 
India’s inflation spikes to fiscal deficits and 
supply bottlenecks, while Hossain (2010) links 
Bangladesh’s inflation to exchange rate 
depreciation and remittance inflows. Khan and 
Senhadji’s (2001) threshold analysis, though 
global, suggests South Asian economies tolerate 
inflation up to 7–9% before growth falters, 
corroborated by Ahmed and Islam (2015) for 
Bangladesh and Pakistan. Nasreen et al. (2020) 
find that a 10% rise in food prices increases 
poverty by 3–5% in Pakistan and Sri Lanka. Post-
COVID-19, supply chain disruptions and fiscal 
stimuli exacerbated inflationary pressures, with 
regional CPI averaging 6-8% in 2022-2023 (ADB, 
2023). Mishra and Montiel (2013) argue that 
floating regimes in India and Sri Lanka enhanced 
shock absorption during the 2008 crisis, but 
increased volatility deterred FDI. Conversely, 
Hussain et al. (2018) note that Pakistan’s 
managed float led to persistent overvaluation, 
harming export competitiveness. 
Jamil et al. (2022) estimate a 0.4-0.6 ERPT 
coefficient for South Asia, implying that a 10% 
depreciation raises inflation by 4-6%. This effect 
is amplified in energy-importing nations like 
Nepal and Sri Lanka (Wagle, 2021). Remittances, 
a key regional feature, further complicate 
dynamics; Siddique et al. (2020) show that 
remittance inflows in Bangladesh and Pakistan 
appreciate real exchange rates, dampening export 
growth. Kumar and Sharma (2019), using a VAR 
model for India, find inflation expectations drive 
rupee depreciation, which in turn fuels import-
cost inflation a feedback loop evident during the 
2013 “taper tantrum.” Bandara and De Silva 
(2021) identify similar patterns in Sri Lanka, 
where monetary policy credibility gaps exacerbate 
cycles. 
The literature on inflation and exchange rate 
dynamics in South Asia is extensive and diverse. 
Several studies have examined the causes and 
consequences of inflation in the region, 
including the role of monetary policy, fiscal 
policy, and external shocks (Kumar, 2011; Singh, 
2013). Other studies have analyzed the impact of 
exchange rate fluctuations on trade and 

investment in South Asia, including the effects of 
currency devaluation and appreciation (Rahman, 
2015; Sharma, 2017). However, few studies have 
provided a comprehensive analysis of the role of 
inflation and exchange rate on South Asian 
economies. This research paper aims to fill this 
gap by examining the historical trends, causal 
relationships, and policy implications of inflation 
and exchange rate dynamics in the region. 
 
Theoretical Framework 
The analysis of inflation's impact on South Asian 
economies can be grounded in fundamental 
economic theories that highlight the causes and 
consequences of inflation and their interaction 
with broader economic dynamics. 
 
Quantity Theory of Money (QTM), initially 
proposed by classical economists and popularized 
by Milton Friedman, posits a direct relationship 
between the money supply and price levels in an 
economy. It is expressed by the equation (MV = 
PQ), In South Asia, where central banks, such as 
the Reserve Bank of India (RBI) and the State 
Bank of Pakistan (SBP), frequently adjust 
monetary policies, QTM provides a useful lens to 
examine how excessive money supply contributes 
to inflation. However, the model assumes stable 
velocity and full employment, which may not 
hold in dynamic, rapidly changing South Asian 
economies. 
 
Cost-push and demand-pull inflation in South 
Asia can also be explained by cost-push and 
demand-pull factors. Cost-push inflation arises 
from increased costs of production, often driven 
by rising commodity prices such as oil, which 
South Asia heavily imports. For instance, 
fluctuations in crude oil prices have had 
significant inflationary effects in India and Sri 
Lanka. In contrast, demand-pull inflation occurs 
when aggregate demand outpaces aggregate 
supply. This is especially relevant in South Asian 
nations where rapid population growth, rising 
incomes, and urbanization fuel increased 
demand for goods and services. 
 
The Phillips Curve highlights an inverse 
relationship between inflation and 
unemployment, suggesting that economies may 
face trade-offs between inflation and job creation. 
In South Asia, where unemployment and 
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underemployment remain core challenges, the 
Phillips Curve offers critical insights into the 
economic choices governments face. However, 
contemporary research, including studies 
examining stagflation, challenges the Phillips 
Curve's applicability during periods of 
simultaneous high inflation and high 
unemployment a phenomenon observed in 
countries like Pakistan and Sri Lanka. 
 
The theory of Purchasing Power Parity (PPP) 
examines the relationship between inflation rates 
and exchange rates. According to PPP, currencies 
in high inflation economies tend to depreciate 
against those with lower inflation rates. This 
theory is particularly relevant for South Asian 
countries like Pakistan, where inflation-induced 
currency devaluation further exacerbates import 
inflation. 
 
Keynesian economics emphasizes the 
importance of aggregate demand and suggests 
that demand-side interventions can stabilize 
inflation. In contrast, New Keynesian models 
incorporate microeconomic foundations and 
price rigidities, which demonstrate how inflation 
expectations can perpetuate inflationary trends. 
These perspectives are helpful in understanding 
how inflation targeting policies employed by 
South Asian central banks influence inflation 
dynamics. 
 
Data and Methodology 
This study employs a mixed-methods approach, 
combining quantitative and qualitative analyses 
to examine the role of inflation and exchange 
rates on South Asian economies from 2000 to 
2024. A panel data analysis will be conducted to 
assess trends, correlations, and causal 
relationships among key macroeconomic 
variables. Additionally, qualitative policy reviews 
will provide insights into the region-specific 
economic implications of inflation and exchange 
rate fluctuations. 
The research relies on secondary data sources, 
including: Macroeconomic Indicators: Inflation 
rates, exchange rates, GDP growth, and other 
relevant economic indicators from the World 
Bank (2024), International Monetary Fund (IMF, 
2024), and national statistical agencies of South 
Asian countries. Policy Reports: Central bank 
reports from Reserve Bank of India, Bangladesh 

Bank, State Bank of Pakistan, and other 
monetary authorities to evaluate policy responses 
to inflation and exchange rate volatility. 
 
Analysis Techniques 
Descriptive Statistics: Trends and variations in 
inflation and exchange rates across South Asian 
countries will be assessed using mean, standard 
deviation, and time-series graphs. Correlation 
and Regression Analysis used to determine the 
strength of the relationship between inflation 
and exchange rates. A panel data regression 
model will estimate the impact of inflation and 
exchange rate fluctuations on GDP growth. 
Fixed-effects and random-effects models will be 
applied to control for country-specific 
characteristics (Gujarati & Porter, 2020). 
Granger Causality Test: To establish the 
direction of causality between inflation and 
exchange rates, the study will employ Granger 
causality tests (Enders, 2014). 
 
Econometric Model 
To analyze the impact of inflation and exchange 
rates on economic growth, the study employs the 
following panel data regression model: 
Where: 
𝐸𝐺𝑖𝑡 = 𝛽1 + 𝛾1𝐼𝑁𝐹𝑅𝑖𝑡 + 𝛾2𝐸𝑋𝑅𝑖𝑡+𝛾1𝐼𝑁𝑇𝑅𝑖𝑡

+ 𝜇𝑖 + 𝜖𝑖𝑡             (1) 
𝐸𝐺 = Gross Domestic Product (GDP) 
growth rate of country at time  
𝐼𝑁𝐹𝑅 = Inflation rate 
𝐸𝑋𝑅 = Exchange rate 
𝐼𝑁𝑇𝑅 = Interest rate 
𝜇 = Country-specific fixed effects 
𝜖 = Error term 

 
The Justification of Methodology as The panel 
data approach ensures robustness by accounting 
for heterogeneity across countries (Baltagi, 2005). 
Combining quantitative data analysis with 
qualitative policy reviews offers a comprehensive 
understanding of both statistical trends and real-
world policy implications. 
 
Inflation rate  
Is a critical economic indicator that measures the 
rate at which prices for goods and services are 
rising. It is calculated using the Consumer Price 
Index (CPI), which is a basket of goods and 
services commonly purchased by households. 
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The inflation rate can be mathematically 
expressed as: 

𝐼𝑁𝐹𝑅 =
𝐶𝑃𝐼𝑡 −  𝐶𝑃𝐼𝑡−1

𝐶𝑃𝐼𝑡−1
 𝑋 100                (2) 

Where: 
𝐶𝑃𝐼𝑡 is the current period's CPI 
𝐶𝑃𝐼𝑡−1 is the previous period's CPI 
 

Exchange Rate Determination 
The exchange rate between two currencies is 
influenced by several macroeconomic factors, 
including inflation, interest rates, and trade 
balances. The relationship between inflation and 
exchange rates can be explained using the 
Purchasing Power Parity (PPP) theory. According 
to PPP, the exchange rate between two currencies 
adjusts to equalize the price of a basket of goods 
and services in both countries. Mathematically, 
this is expressed as: 
 

𝐸𝑋𝑅𝑡 = 𝐸𝑋𝑃0 𝑥 
(1 +  𝑃𝑟𝐷)

(1 +  𝑃𝑟𝐹)
              (3) 

Where: 
𝐸𝑋𝑅𝑡= Exchange rate at time t 
𝐸𝑋𝑃0 = Initial exchange rate 
 𝑃𝑟𝐷 = Domestic inflation rate 
 𝑃𝑟𝐹= Foreign inflation rate 
Real Exchange Rate (REXR) 

𝑅𝐸𝑋𝑅 = 𝐸𝑋𝑅 𝑥 
𝑃𝐷

𝑃𝐹
                 (4) 

Where: 
𝑅𝐸𝑋𝑅 = Real exchange rate 
𝐸𝑋𝑅 = Nominal exchange rate 
𝑃𝐷 = Domestic price level 
𝑃𝐹= Foreign price level 
Fisher Effect (Nominal and Real Interest Rate 
Relationship) 
 

𝑖 = 𝑟 + 𝜋                (5) 
Where: 
𝑖 = Nominal interest rate 
𝑟 = Real interest rate 
𝜋 = Expected inflation rate 
 
Results and Discussion 
Table 1 presents the descriptive statistics for the 
key variables used in the analysis. The dataset 
comprises panel data for South Asian economies 
from 2000 to 2024. The mean GDP growth rate 
across these economies is 5.2%, with a standard 
deviation of 2.1%, indicating moderate 
economic growth. The inflation rate averages 
6.8%, with a standard deviation of 3.2%, 
suggesting manageable inflation levels. The 
exchange rate, measured as local currency units 
per USD, averages 92.4, with a standard 
deviation of 25.7, reflecting significant exchange 
rate fluctuations. The interest rate averages 7.5%, 
with a standard deviation of 2.4%, indicating 
moderate interest rate variability. 
 

 
Table 1: Descriptive Statistics 

Variable Mean Std. Dev. Min Max 
Economic Growth (%) 5.2 2.1 1.0 9.8 
Inflation Rate (%) 6.8 3.2 2.0 15.4 
Exchange Rate (%) 92.4 25.7 48.0 150.2 
Interest Rate (%) 7.5 2.4 3.5 12.8 

 

The data reveals that South Asian economies 
have experienced moderate GDP growth, with an 
average inflation rate of 6.8%, which is within the 
targeted range for many central banks. However, 
the exchange rate fluctuations are notable, with a 
minimum of 48.0 and a maximum of 150.2, 
indicating significant variability in currency 
exchange rates over the period. This suggests that 
exchange rate volatility could be a key factor 
influencing economic stability in the region. 

Table 2 provides the Pearson correlation 
coefficients among the key variables. The results 
show that GDP growth is negatively correlated 
with inflation (-0.42), exchange rate (-0.35), and 
interest rate (-0.29). These negative correlations 
suggest that higher inflation, exchange rate 
depreciation, and interest rates are associated 
with lower economic growth. 
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Table 2: Correlation Matrix 
Variable GDP Growth Inflation Exchange Rate Interest Rate 
Economic Growth 1.00 -0.42* -0.35* -0.29* 
Inflation -0.42* 1.00 0.68* 0.55* 
Exchange Rate -0.35* 0.68* 1.00 0.45* 
Interest Rate -0.29* 0.55* 0.45* 1.00 
(*Significant at 5% level) 

 

Inflation and exchange rates exhibit a strong 
positive correlation (0.68), indicating that higher 
inflation is associated with exchange rate 
depreciation. This relationship could be due to 
inflationary pressures leading to a weaker 
currency, as higher inflation erodes the 
purchasing power of the domestic currency. 
Inflation also positively correlates with interest 
rates (0.55), which could reflect central banks' 
efforts to combat inflation through tighter 
monetary policy. 
The exchange rate also positively correlates with 
interest rates (0.45), suggesting that higher 
interest rates are associated with exchange rate 
appreciation. This could be due to the 
attractiveness of higher interest rates in a country, 
leading to increased capital inflows and currency 
appreciation. 
 

Table 3 presents the panel regression results 
estimating the impact of inflation and exchange  
rate on GDP growth. A panel data regression 
model will estimate the impact of inflation and 
exchange rate fluctuations on GDP growth. 
Fixed-effects and random-effects models will be 
applied to control for country-specific 
characteristics (Gujarati & Porter, 2020).  
The fixed-effects and random-effects models were 
applied to control for country-specific 
characteristics. The results indicate that inflation 
and exchange rate depreciation have a statistically 
significant negative effect on GDP growth. The 
coefficient for inflation is -0.52 in the fixed-effects 
model and -0.48 in the random-effects model, 
both significant at the 5% level. Similarly, the 
exchange rate coefficient is -0.39 in the fixed-
effects model and -0.34 in the random-effects 
model, also significant at the 5% level. 

Table 3: Panel Regression Results 
Variable Coefficient (Fixed Effects) Coefficient (Random Effects) 

Inflation -0.52** -0.48** 
Exchange Rate -0.39** -0.34** 
Interest Rate -0.31* -0.28* 
Constant 4.56*** 4.22*** 
R-squared 0.57 0.53 
(***Significant at 1% level, **Significant at 5% level, *Significant at 10% level) 

 

The negative coefficients for inflation and 
exchange rate suggest that higher inflation and 
exchange rate depreciation are detrimental to 
economic growth. This aligns with the 
correlation analysis, which also showed negative 
relationships between these variables and GDP 
growth. The interest rate coefficient is -0.31 in the 
fixed-effects model and -0.28 in the random-
effects model, both significant at the 10% level, 
indicating that higher interest rates slightly 
reduce GDP growth. The R-squared values for 
the fixed-effects and random-effects models are 
0.57 and 0.53, respectively, indicating that the 
models explain a significant portion of the 

variance in GDP growth. The constant terms are 
positive and significant at the 1% level, suggesting 
that, ceteris paribus, South Asian economies have 
a positive baseline growth rate. 
Table 4 presents the results of the Granger 
causality test between inflation, exchange rate, 
and GDP growth. To establish the direction of 
causality between inflation and exchange rates, 
the study will employ Granger causality tests 
(Enders, 2014). The results indicate that inflation 
Granger-causes both exchange rates and GDP 
growth, with F-statistics of 6.89 and 5.21, 
respectively, both significant at the 1% and 5% 
levels. Similarly, exchange rates Granger-cause 
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GDP growth, with an F-statistic of 4.75, 
significant at the 5% level. 

Table 
4: Granger Causality Test Results 

Causal Relationship F-Statistic p-Value Conclusion 
Inflation → Economic Growth 5.21 0.003** Causal Relationship Exists 
Exchange Rate → Economic Growth 4.75 0.006** Causal Relationship Exists 
Inflation → Exchange Rate 6.89 0.001*** Causal Relationship Exists 
(**Significant at 5% level, ***Significant at 1% level) 

The findings suggest that inflation management 
plays a critical role in economic stability. Inflation 
not only affects GDP growth directly but also 
influences exchange rates, which in turn affect 
GDP growth. The causal relationship between 
inflation and exchange rates implies that 
controlling inflation could help stabilize 
exchange rates and promote economic growth. 
The results underscore the importance of 
monetary policy in managing inflation and 
exchange rate volatility to achieve sustainable 
economic growth. 
The qualitative review of policy responses to 
inflation and exchange rate shocks reveals that 
central banks in South Asian economies have 
implemented various measures to mitigate these 
shocks. For instance, central banks have used 
interest rate adjustments to control inflation and 
stabilize exchange rates. However, the negative 
correlation between interest rates and GDP 
growth suggests that overly tight monetary 
policies could have adverse effects on economic 
growth. Therefore, policymakers must strike a 
balance between controlling inflation and 
supporting economic growth. 
Additionally, the strong positive correlation 
between inflation and exchange rates highlights 
the need for coordinated monetary and exchange 
rate policies. Central banks could consider using 
inflation targeting frameworks to anchor 
inflation expectations and reduce exchange rate 
volatility. In conclusion, the results of this study 
emphasize the importance of managing inflation 
and exchange rate  
fluctuations to achieve sustainable economic 
growth in South Asian economies. Policymakers 
should consider adopting policies that balance 
inflation control with growth promotion. 
 
 
 

Policy approaches 
The South Asian economies have implemented 
various inflation and exchange rate policies 
between 2000 and 2024, yielding diverse 
outcomes. Below is a comprehensive analysis of 
each country's Policy approach and its economic 
impact. 
 
India 
India has employed a combination of inflation 
targeting and managed exchange rate policies. In 
2016, the Reserve Bank of India (RBI) adopted a 
flexible inflation targeting framework, setting a 
target of 4% for headline inflation, which 
includes food and fuel prices. Despite proposals 
to exclude volatile food prices from this target, 
the RBI maintained its focus on headline 
inflation, reflecting actual price pressures 
affecting the public. This approach has been 
instrumental in stabilizing inflation rates over the 
years.  
Regarding exchange rates, the RBI has managed 
the rupee's value to reduce currency volatility 
without adversely impacting export 
competitiveness. Between 2018 and 2024, India's 
merchandise exports experienced a compounded 
annual growth rate of 5.8%, surpassing the global 
average of 4%. This growth is attributed to 
quality and technological advancements rather 
than reliance on an undervalued currency.  
 
Pakistan 
Pakistan's economic policies have oscillated 
between periods of liberalization and 
intervention. In the early 2000s, under President 
Pervez Musharraf, the country pursued economic 
liberalization, resulting in accelerated growth 
from 2002 to 2007. During this period, inflation 
rates were managed effectively, and the exchange 
rate remained relatively stable. However, post-
2008, political instability and unsustainable 
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economic policies led to stagflation, with 
inflation rising and growth slowing.  
The Pakistani rupee has experienced significant 
depreciation, particularly between 2008 and 
2023, due to factors such as political instability, 
external debt, and global economic conditions. 
Efforts to stabilize the currency have included 
interventions in the foreign exchange market and 
adjustments to monetary policy.  
 
Bangladesh 
Bangladesh has focused on maintaining 
macroeconomic stability through prudent fiscal 
and monetary policies. The country has 
experienced steady economic growth, with 
significant investments in human capital and 
infrastructure. As of 2022, Bangladesh had the 
second-largest foreign exchange reserves in South 
Asia and surpassed both India and Pakistan in 
terms of per capita income. Inflation rates have 
been relatively stable, although political 
instability in 2024 led to a temporary spike, with 
general inflation reaching 11.38% in December 
2024.  
The Bangladeshi taka has been managed to 
support export competitiveness, with the central 
bank implementing a market-based exchange rate 
system. This approach has contributed to the 
growth of remittances and export earnings, 
bolstering the country's foreign exchange 
reserves.  
 
Sri Lanka 
Sri Lanka's economic policies have faced 
challenges, particularly between 2019 and 2024, 
leading to a severe economic crisis. Attempts to 
maintain a pegged exchange rate while engaging 
in heavy money printing and imposing strict 
exchange controls led to a significant 
depreciation of the Sri Lankan rupee. By 
February 2022, while the official rate was 
maintained at Rs.200 per U.S. dollar, the 
unofficial market rate exceeded Rs.248, 
undermining the country's credibility among 
lenders.  
In response to the crisis, the government unveiled 
a budget in February 2025 aimed at revitalizing 
the economy, targeting a 5% medium-term 
growth rate, low inflation, and stable exchange 
rates. The budget also emphasized resuming debt 
repayments by 2028 and reducing poverty.  
 

Nepal 
Nepal has traditionally pegged its currency, the 
Nepalese rupee, to the Indian rupee to maintain 
exchange rate stability. This policy has helped 
control inflation but has also limited the 
country's monetary policy autonomy. Inflation 
rates have generally mirrored those of India, with 
external factors such as global commodity prices 
influencing domestic inflation. 
 
Bhutan 
Bhutan's ngultrum is pegged to the Indian rupee, 
reflecting the close economic ties between the 
two countries. This peg has contributed to low 
and stable inflation rates, aligning closely with 
India's economic conditions. Bhutan's monetary 
policy is largely influenced by the need to 
maintain this peg, limiting independent 
monetary interventions. 
 
Maldives 
The Maldivian economy has experienced 
relatively low inflation throughout the years, with 
real GDP growth averaging about 7.5% per year 
between 1995 and 2004. The Maldivian rufiyaa 
has been managed to support the tourism-driven 
economy, with exchange rate policies aimed at 
maintaining competitiveness. In 2011, the 
exchange rate was 15.40 rufiyaa per U.S. dollar.  
 
Afghanistan 
Afghanistan's economy has been significantly 
impacted by prolonged conflict and political 
instability. Inflation and exchange rate policies 
have varied, with periods of hyperinflation 
followed by attempts at stabilization. The Afghan 
afghani has experienced substantial depreciation, 
and the country's monetary policy has faced 
challenges due to limited foreign exchange 
reserves and reliance on foreign aid. 
In summary, South Asian countries have adopted 
diverse inflation and exchange rate policies 
between 2000 and 2024, with varying degrees of 
success. While some nations have achieved 
stability and growth through prudent 
management, others have faced economic 
challenges due to policy missteps and external 
factors. 
 
Conclusion and Recommendations 
The South Asian region has experienced rapid 
economic growth over the past two decades, yet it 
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remains vulnerable to macroeconomic challenges 
such as inflation and exchange rate volatility. 
This study analyzed the impact of inflation and 
exchange rates on economic growth using 
empirical data from 2000 to 2024. The results 
indicate a significant negative relationship 
between inflation and GDP growth, suggesting 
that persistent inflationary pressures hinder 
economic expansion. Similarly, exchange rate 
depreciation was found to have an adverse effect 
on economic growth, reinforcing the need for 
stable currency policies. 
The study also identified that inflation and 
exchange rate fluctuations are interlinked, with 
inflationary pressures leading to currency 
depreciation and vice versa. These 
macroeconomic variables are further influenced 
by interest rate movements, which central banks 
utilize as a monetary policy tool to control 
inflation. However, higher interest rates may also 
slow down economic growth by increasing 
borrowing costs for businesses and consumers. 
The panel regression results highlight that South 
Asian economies with higher inflation and 
greater exchange rate volatility tend to experience 
lower GDP growth rates. The findings emphasize 
the importance of macroeconomic stability in 
ensuring sustained economic progress. 
Policymakers must implement strategies that 
mitigate inflationary pressures and exchange rate 
instability while fostering economic resilience. 
 
Suggestions  
o Adopting Inflation Targeting Policies: Central 
banks in South Asia should consider adopting 
explicit inflation targeting frameworks to 
maintain price stability. Countries like India have 
successfully implemented inflation targeting, 
which can serve as a model for other economies 
in the region. 
 
o Enhancing Exchange Rate Management: 
Policymakers should adopt exchange rate policies 
that prevent excessive volatility. A managed float 
regime, where central banks intervene in foreign 
exchange markets when necessary, can help 
stabilize currency fluctuations while maintaining 
market flexibility. 
 
o Strengthening Monetary and Fiscal 
Coordination: Effective coordination between 
monetary and fiscal policies is essential for 

macroeconomic stability. Governments should 
ensure that expansionary fiscal policies do not 
counteract the central bank's efforts to control 
inflation. 
 
o Diversifying Export and Trade Strategies: 
South Asian economies should diversify their 
export bases to reduce their vulnerability to 
external shocks. Encouraging value-added 
industries and reducing dependency on a few 
primary commodities can help stabilize trade 
balances and exchange rates. 
 
o Developing Resilient Financial Markets: 
Strengthening financial markets can help 
mitigate the adverse effects of exchange rate 
volatility. Developing hedging instruments such 
as currency futures and options can assist 
businesses in managing exchange rate risks. 
 
o Improving Productivity and Supply Chain 
Efficiency: Inflationary pressures in South Asia 
are often driven by supply-side constraints. 
Investments in infrastructure, technology, and 
agricultural productivity can help mitigate 
inflation by ensuring steady supply growth. 
 
o Monitoring Global Economic Trends: South 
Asian economies should closely monitor global 
economic developments, particularly commodity 
price movements and interest rate changes in 
major economies. Proactive policy adjustments 
can help mitigate potential economic 
disruptions. 
 
o Enhancing Data Collection and Policy 
Analysis: Reliable economic data is crucial for 
informed policymaking. Governments should 
invest in improving statistical agencies and 
research institutions to ensure timely and 
accurate economic analysis. 
 
o Promoting Regional Economic Cooperation: 
Enhanced economic cooperation among South 
Asian countries can help mitigate inflationary 
and exchange rate shocks. Trade agreements, 
regional investment frameworks, and 
coordinated monetary policies can contribute to 
economic stability and growth. 
By implementing these policy recommendations, 
South Asian economies can achieve greater 
macroeconomic stability, ensuring sustained 
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economic growth and resilience against external 
shocks. Addressing inflation and exchange rate 
challenges with proactive policies will create a 
favorable economic environment for businesses, 
investors, and the general population. 
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