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UTSURT EaT Ush ST Sohehl HoaTahalls &. ¢
AT STTEHT MU @ |

U STEITIT AT JUTE T T
FHRfeRT it urfafess TaT USRI Sl Ukt
ga1 SiEmET STl i Tera g
FEarr (RBS Offsite Manual) @@® T T
GUNEOT AT TUTTATehT ATHT TR Trereit
FT HTRAT-IhT TTSHATHT Woh! 3 |

ufes et “@”’ o foxir deemeeT
3TRf I Rowz|ox If@ YT FTET BASEL
I AN T | |, “@” et facfe
TEITERAT SIRGHAT Mo guieaeaor (Risk
Based Supervision) Wﬁmﬁfﬂw
e TehT faenTel sihgewey < faerter sirgenT
A1 TgiaeTgar aufteTa ererTd ftafer ara—=t
Tl'ﬁ'@ﬁiﬁl F\’T@"'Iﬁ, TS TIETUT (Stress Testing)
qraefl ArTeeieRT ATIRAT Tieaeatnt “@”
iRt forflor Heumeeel T4 TRERT FaTd UtEer
(Stress Testing) EANREDIt G HAJTHA l'lﬁ'@lﬁ
3 | ag—éfaré (Multiple Banking) SHTUSREATS
Tecatfed ™ “@” ater foxfler deemEERr
T TR REAT TP SRS
o fagusr @ |

AT T 003/ 0% BT BEF HETHEHAT
¢ A TMET TChT a T 34 F1 fawme
sergeent fasiw frdreror et & | @ T
Srafemr ¥ 2T faehm gt famiw feror
THA T 3T FIETR] ST TST3THT B |

e fieror et yefea o, T qeor aw
depare S MQIMEE UIeHT TReh! TUTSUERT
qur Ut JeT faE dwdT ugE HRiEH
TfrehdesaTs TSl T S U, Ro4e T GH

200(R) (%) SHITSY Fod TSR & |

faq ®IOlah 003 BAF HHFGEEHAT 20



QG

Rz,

I T TET0T, ¥ et fauiy e
TRregor @I R FeTeRT ST Tteqor e ava=T
TR B |

TfaT GEITEEHET 093 HRF ¢ Td Iig
2093 T HETAEH ¥ 2T ‘& SehT qgiad
o Serge, ¥ 91 @ifqa dfhe wRIERET
STATA ITUhT Tt HEATEE T 3 9T Aegfaent
FRERHRI AT awenr ol A-aemrt
HEATEERT T TATeTuTeRT STl Tra=T TiwshT
T | T |1 AT & et Ao faehe
sfengeHed R 9T HeuTegen! faury frdteror auq
iU |

fageft guia@eor  sfusriET  areaferdren
STTITHT TEANT TG F&H T qiT FuReemsh =
IATE® IEF-YSH TH R ek 3% UTiehed
T ST e THYREHITSHT EEATe HUsh!
3 | I8 A ardiT fod g% T = Sfes
TR HAFET T I gEHiqusmT
TEITE HgHeheh! S |

Fefaa A qrtoT et dan

_R.

qo00

gHIoT e HINEE 003 R
HHAHEIET 220% J2T HEhl H€AT, U3 2T
T-TLhRRT GRAT T ¢ SIS siohelTs SEhlei M
1T T T 225 2 HEATERAATS &. R 3T 2 IS
RE ARG Hll YaTg HUhAT 3H FHollHed &, ¢
I 4R FE WY AT AT TR S ¥ &, &R
FUS ¥ 2 AT o1l AT UETEhT B | HITeTE
JUCTSY TRISUST Sheliale T-TLhRT HHITe 0
oreamr T gehit el o ol BT
TATTHT B 9 e W0, o< T HEer fafa=T
I TAT TRISATREh FIEhAGE GTer TR
TeTeT Tl ATHTIad STUShT B | JdT shofiehl
AT 3T ¥ 2% WA ol |

HRIF T 04’/ %0 I R YSiieh!

SETIRAT U FTHTIEE @R fora, Sfef=,
FIcSTEITHT AT HY T S a1, T agfad
gt ®E T fae Soeeas  omHiT

909.

AR A Ak ol 3qasy TS
LT & THIST TH ST 003 BIF
. 24 HUS R ATEH BA &, ¥ HUS 0
AT T ol S | eI hotl athen!

holt ST ST AU TWohl B |
uferredt EEac ShenT g
HEANTHT L-ufvemTedel T Te-aiyemTsaeisht

2o TSleaTT |MT T WWPBIAAT HTh RIE
g ST (Raising Income of Small
and Medium Farmers Project - RISMFP)
YodTAqHT &bl & | d‘ll"-il\’ldlx’fl*d‘?d 3“%
J§ RoL3/9¥ H BIHE FHARGHHAT 20
TSRl 20 HEHRI HEAT TT HHTEeATs
% S 3 AT Whd W T &, R S
Wy AT M TIa0T YT & | U TR
T ST TR (German Financial Cooperation
with Nepal-kFw) &= fgaefier faermer aeaient
fawmT deafd WU aR R0 @@ JU kT
ST T TETHT T Sehet On-Lending Agent
T FHT 1Y T FEHIT Tl B |

Q0. AUTT TTRKT T S4HTh HIhRS UNNATI-

Inclusive Growth Program FTITEITHT TS
qreryET U fgaefir awprar smife o
1Y (UNCDF) a1 Uielfereh e & R092%-
R0%¢ TETRT ATHT faefer Samhr qur (Access
to Finance-A2F) ShTIsHH HTA-HT TITSTRT S |
I RIS STeaiid "dTeiehl JaToaerehl ard
T, ARTF L SGATHHT Joid: S, 37T,
srfiedd fem T ofel WdmT da Hie ¢
AT 4o BSK OFT fha™eeetts Value Chain
Activities HT T&aNT gﬁr T & &S RN
sfoh T it deuTeRaTRd faxir TaT ucted
T T ¢ A TTeshaeals ERlEd dfehe T
e forfter YaT Suetey T ey fegunt
T | TG URATSHIEhT et TRTdT ThH e R.¥
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foferm smfent sor @l & | 7@ ufEsmr
AT TeT Tariter &sfent Felaw 9arT 1 T
ook T faier Gremesd T WedTe ST TR 2%
T HTATERHT HTBERIAT T T+ TR TFBIAT
g T R T |

q03. quTl U o faxfior gurasfishomsr @it
R A TeT Alliance for Financial
Inclusion (AFI) HT & Ro%0 g =i
AT TG, ﬂ'@ﬁ @ | A9 >RHHAT Alliance for
Financial Inclusion &' GfFT He&Ien! &IET
Iq kel Maya Declaration =t facftr
GHTARITRLT T foreftar amararei geati-ud faf=

gidargdres gHd a9 Tl & |

0¥, HMT AT Y FAURIEEATS ocT/ oA
ata far fag a1 /i@ foar fag
YaTled &. g0 ATGHFHeT FHall, AT FHiT
gfErsTeRT fadmT yatfed . 2o STEEEHeRT
Fell T AU THRETE Tfiepd 8 =g
HY TTARIGEAT FUGEATS TaTE UHT &, 20
ATGGTHHT ol fau= i FHeliHT FHTEAT T
Afehe eI TS B |

oy fau=t qur =T T wuwr AfhAs Trgfew
ST &1 3TW a1 e Fodied T aid
T e SEMT & N ATEH el
39T T3 Hfehl SFET MU & W Tarra
33 AV o1l ITHIT T ST FIHT TehT TE
eIeh! ghAT &. Ui AT T H1ae TRueRT
S | aﬁ,qaﬁwvﬁaaﬁﬁuﬁﬁxmsmar
Home Systems {/dT Bio-gas TATSIehT ATHT i
IR SSHT &. 33 ARG ATl JTAeH
TR ik HHT ST THUHT |

qo%. o qouT fordiar g vuenT 13 forehrer affagear
Tegfa Tt TeeTetaTe Wieran fuar fag
YT JTTEE, HUST qUT THUHT S Theealls T
3T ToTe TH &. 2o ARGHHT il UM T+

Xiv/ AU T S THTATT

il LT TNUHT S | THFHT TG, THUHT
TaU=T AT =T 3T WURT HAherTs ware faar
a5 T &, & g qeeRT AeeRsIT 98 T
Hish ST THTHT B |

qoe ity foxfler arertar wrifa &fegfdent wfin
TS FLhTRHTET TSTUERTHT GHT o G¥hTe J1T
TR Alells T0d gamES T Sl ae
AT ATl R, o7 T U318 Hlehuahl
T | @Y, JuTeTeh! ol aHTaRiiehor Rt
qes (National Road Map on Financial
Inclusion) dIX ‘ﬂ'sc JGRT FHRATTIART ATHT

FTIASHT TR & Bl S |

Qoo ATEETIH HiT G fadmT S qer
faftr deemeRaTe yare TR €. 2o ATEHTHeRT
TTETSHT SholleATs fad=T =T ShoIAT TOMT T4
SIET TTRTHT S |

HTHTHT JOTIHT

Qo T HMT HeIel WM WHIGUT Ta)
T YTSIeRT STHT ShRi|tafd Te M et o1t
JREUHT T | g, RTGS, Central Securities
Depository (CSD) T National Payment
Switch/Gateway Tl 3T&JIT T

Fied 3T TRUHMAT RTGS T Yidaed dar
SRR T |

90. I Sehehl AT TTiye Futet foerarfts grseer
NCHL-IPS @I &Ml Automated Clearing
House HSTEIHT TITURT T T8 YUTTefiaTe SqTel
LTS g bt qrarell 1 Ui g% HUhr
B | O, TN OISR ITTdenteRtoT T
GAATs faaerfl ATt ATt SR JuTTeft
favmTETe CSD TIOAT T&T Tk 92k Tehishd
FHT GHTE T Ho i AT TeT3UanT B |

q99. BT qeT welie fafemmaeft, 0wl st
e fauent deuTgeaTs MEATIER STTeRO
qAT STIHIAUS UG T UTHAT I[& THUH S |

IH I 003 Ad UGG ¢ 92T o




qe fohr Hereeetts Hrameh! &gl e
THuenT 3 |

99R. TSR] T TUTTeleTs guierd, Tow, derm,
TUET T IR SIS TaUTd T ETERuTehT
Targame 1fig g TS ATequH haHeRT TFa=emT
suge HAfd feior ™ d@eEm gy 9=
arfeer =l &=t Electronic Payment
System T TagT TrEIHT STEIITRT SHHAT
orehT Tyt < ST Feleqor &Rl e Wueh

D |
T T AGEATIA

993. 092 BT THAHTT UTeT TLhHhT FHef dATehT
JT=ANER 0T ST &, ¢ 3F 34 HUS ¥R
AT T B | TEAT ot foret &. 203 370 23
AT, TorehTa oI . 224 3T R0 g, Ui
TIAUS &. R0 HUS T AN, AN TIqIH &.
¢ AT ¢ FUS € AT T ITITeh USHIR SEqusmT
T, 4R FHUS <4 AT NI Zohl B |

99°%. 3ATRleh I 003 / 0% T TITT HLHITEHT STHSHT
¥ 229 79 ATk FUT UNET T oed
WHMT 003 BN HEWAEH 2-far Il
fooeme & « o4 fa@ FoEER © 319,
AR IaqUAele & R0 RIS ¥¥ A
I USHTR SEaU=ele &, ¥ S IR AN
T F/A & ¢R T ¥ FUS L& AT ATAh

T 3ISTSTHT B |

QqY. IT TRNR! qhaTe ISR USRI SR
foeres STfeieh a¥ 0%/ 03 AT &, 20 & T
aifefeR o Q093 / 0% BT BET THT-TEET &.
2¢ I ¥ FHUS {¢ AT T FTHT &, ¢ I ¥
FUS ¢ ARG ST foet YHHT HUHT B |

q9%. TS TerusT T ANTRE Serausien! yTeifes qur
2T TSR T Jefeeh TSI Serausiehl grEr
TSR RIS e UeToe TS qT T
FUTIAEEhT FIUTHATS Tl @l Shameiier
TS TLHRT FUTIAh! TSR TaehTaT TEamT

AT IeTeT 1Y AT I 003/ 0% FI
BT BTG A7 a9 STaferest AThT wg e
sfoh T fareiier HETeeatTs ArfehuanT ITdee TTaT
T TR ST TmTdTehT SSTSTaus 9 TTRUsHT 3,
AW 2o 9T ISR (HUTATEE HISHTS! 3UcIehT
T bt B | ATRIF o R09/ 92 AT ¥
T I AT T HeuTeeaTs TEar SSTTsiaus
T et for |

990, TUTT ALRIET fTshiiad Eoeeaey 00
AT 003 B AETAEH Jefrh TSR
FAAUS &, 33 A <o TN, TaehTd FUMTH &.
% IF ¥R HUS T UMET ToquT &, 22 37 ¢
FS T STHT &, 2¢ 376 0 S 33 A <o

ol A4l Hicnislc <l:Lt‘bl"l(\l HUHT B |

9. ISR USTIR SqU=ehl T ShRIER
THeI TATHT ST a9 Rowz/ 0¥ &I B
O i ISRt THT Lo arameft
T 23 FT S auT faxfer der qur qfy
TR FAEeaTs farshl TSTUE qifehuent & |

faestt fafma sxgeam

9%. YRdeTe g faqeft gar et g7 w
el @RE Tal T JSHAT SEHT STHTEhT
TN 20 ESIRETeh! HOTes gig T smfnt
TR 2% ESIEFHh! HURAI AT T Hem

SATIT TN S |

0. GE UTA TS ATTHT Tfed IR, S T,
TTHE T, FHad! faTR T Tee T gt
T R T faaeft gaees! @ite qur fast ™
ST TR & |

). YRA dTedh q@l Geheedre  grae-t.3ar
HTEAHETE T YHAT TR ST S’ ¥o
TR HOTh &g AT T UTSCEShET |l
HramT gig T e ST wo ETRAH 13
T TACTSURRT & | Tg ST TaT Sieh RV
oo €Ters SfER ger o geiaTe iy
T 3THTERT S o ESIR JATSTH! & |
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93,

qRY.

R

R

A &4 ENG-Tashl HRIER T HiToosTeht
AT =TT T G & 4 ATEelTs I
UTETehT aX aiEed faaeft Jameht @iE HRISERT
AT &. 20 ATGETE &. 24 AT I 3 HRER T
HEATRT ATHT &. 2% ATGEE &, 0 ARG AT

T Ui T T ST TRUEHT S |

faeTETIaTy,. SeuTRaE HleEEg TR T
qfsh e T, faemEmaTy g8 T g
ATeag Aae R AR ded, sy
el foRTRATITY, SGUTE §a S ST
T @ifeTTent Fdiquseeen! gg faator a9 ST
TSR AT T { WA HF TN g
ST T AR GRAT e it
AT S T ATardTHT H iR SRTaere
T YT ST=idehl {HH AR T Gfeh
T MUHRMT AT FHR HRTAIale THd
Argr e TR T Ao SEET TiesT
D |

g Traa T ferskt faawor #rifaty; Ro%e AT
g 3TRATA TaT Identified specific bar 3ifehd I[&
g 3Tl RR.:R T AT T U+ T 2oo,
R00, Koo UMW T ¢ .S, ATHeRT TRETUTHT G
ST T fershl faraor 7 @fereT saareeT Tiushr
D |

ST Sfohge AThel TG ITHEHT S 4T
(Fresh) e | T fashl ™ " T cash
Handling Charge dUd giq Wi TR
ARIFHAT 30 U TaT T LT TRURT
9 |

AT, TRTA, AL AAT AT JIEEATE
JUTTeiiee RIS e SAevas Hifand
STSEIT T AT qfeet! SUTHT ahifment aThT
ATEYIe e ST T Ut SR 3ref
HATAISTE 0103 HTEMAT GiAfd T3 TRUHT T |

T G ¢ THF Q09 HT ST - 4T,
. 400 T 2000 & AT TeHHCAIHE ETTHT

Xvi/ TR T S TN

geedar Jefaer SUAT AUTCEET W@ehT T
1T TEIhRT ATNT TR TN SR 31U
TiuenT B |

35.%093  WIH HAWGEEH  fauwor  greeedt

FE T BH qUT FOART HEdT ¥R Qe
T | T rafr AfesHEERl TEAT ¥oR
W T | T FIGHIST IUCTHITT 2%
T 3T STTET R3¢ HEAT Wehl S | 093
B THGEET 2%y Bled, 2308 Ifhs, 4R
IS ToiT T 3% faqeft o amg-eenT faeett
HaT SfT. 8. U/ 9.0, T, JeRT & | T
FNC T U2 FT T 3 Tl o/ gemrt
T 33 T Th S |

3. fogeft gaT FRER ™ ISISAUS T wH,

FEOHT T HEUTER (S quT faeia e aew)
LT 013 AAING 092 BT THHH 25
T TiE= qT ¥ JeT JHSIT HEqHT e
93 9T Bled GUT STHAT 2<% I2T HEATEReh!
Frireror St g TR B |

T HFEATT

q30.

1.

3R

aifefen fafafeenr faare gameRr Tereedt
qGe MU JUTel HEToh! STEATaHeRT i
Iq dhal R fafee T TEE ok
IehIEEETE HET STY{eh! HEs TEATIT Ta
TR & | 00 B[ HHAHHT FIHITT &.
R I B4 FUS T HISAIT WhHMT Qo3
B THHEAT FIERNET & 3 376 4R

i€ ThH Hisqld 18- MTUh[ & |

TH ShepT GaT FaEIA faum T 3ucTehT
STTEThT FRATAITET 2093 B HHTHT &.
T 20 3T ¢ HUS ST Tate=T GLahT Tt
AT THAT ThT S | R0 B HATHT &.
VR 3T % FUS SR Taf= gLt AT I
TZHHT TeohT I |

T&T T TaT T SfehehT UcTehT ATTeLenT
FRATTIGEAE qHA T oL @ o3




B THT-GEFIET &, 2o 3T <8 S SIRhT
T tehT AIees ST W & | 3rfaear
ThT I AT &. ¥o 3F 34 HUS TUHhT
fafr=r gt Tiee® ST TRt forr | I
graa fafy= gt T €. 3 @d 4o I R
FUSHT AICEE STAM TR T |

q33. e Gfde quT ST UfHATT SAefaehteRtr T
Cash Verification and Process System (CVPS) T
Cash Shredding and Briquetting System (SBS)

TATIT T 1 AT TST3TRT T |

93¥. STETIRAT HJAR TES FIHT IR TqTeT
FITehT HATAT T FHTSTHRT ATHT HFAHT 3.3%
TYBT AT OT Aehl &b el HIaET
frameT ffaq  ewuTeTgEr die SIS
FR §¢ TR T | 00 IASNT 003 HIH
TOTHFHT F94T R0 Gl ¢ IS 4o AT
oM, ®AT Ko TR 20 HUS UM, Tl oo
T R0 FUS UM T FYET 2000 T 20 FUS
Wy AN U AT A1 A3 T ST ffsuent
F1E 4 & 20 T & Koo TLH AT IUTSHT
HAPIAT WS BUTSehT SHEAT Boh! O |

SR SaaeAT_

93Y. SHHT HET GHTHhRT ITANT 7T ST IS
TR T HUART W4T, drfem, foere, gear,
ST, TAHTIT AMAAHT RIS T FUHT

FFI THTRT & |

3%, FHAT Q003 FIF TERHT HEW 2234
FHARIEEAT SATIehd TehT wo%, HETIeh TehT
3¥R T JvfifafeT wmfaa gganft wwer ey
FHARIEE (EhT S | T, << ST FLeareru,
<, ST ferfeheqen, R SHT 3o, R ST Hal-
gh-sTTRI T HTfafshat HRd 04 hHaREe
2% ST T ATeTeh & ST TR STET 22 ST Sh{CdT
I TEhT B | TR FHAREEHE AT
TERT FHHERT T HEReh &ehT A= afieehl
U 2:0.¥< TAT HETH T HACT Tedr
TRT AR sfrerehT STIUTT 2:0.5% Whl |

139, T <R STURAT TSYfd TR T=IE
Harawh T faf=T qeeht ¥ Tagesd 4 18 T
yifataeh daraw b fafe=T qeshr ¥ qeee=d
2 Ug YoATSH agdT UshareTe gid TR & |

3.9 depepl  wUARr  Far ot
TEUHTTAR 06 I ¢ 3@ 003 B
TH-EFAT Hd w0 FHHARIEE S ddTEE
AT TUHT B | JHL TR TSAEEHT ¥ <
SHT 8T ITeehl STEMAT T 2R ST 3HTHT
STTIRHT TR WTHT S R SHIRI I
UGT T 3 STHTeRT TSHTHT Tehd HUHT S |

3%, FHARIEEH! IcdEched ARG T HRHT
FEE JAR A 003 SRIESNT AL
g T FUERIEEh T q°T Giaer T 003
AI3eTE AT g4 T deiaw gig THUH! S |
JeRTETE B Ut o 3TifeTeh T exfa s STfien
HETITERT AT HTIGUE ehT I SehehT 23 ST

FHARIEEATS STHIT &, 30 AT Ko TSI Uad
Teq TR GERdT YeT THNUhT & |

60, I dehehl FHARIEEAS fegd foar o
FHISTATS I T URERMT s faqr
TR TSl FETA, 003 HRFEITHT
WEEH 3 | Ja, defyes  dred,
qhaTe yiatafed TSl @it ifaega aem
FHAN FAMIAATS TRGE ST U T
ofeh, ALY aTfed araefl srdfafa o3
FHTATITHT AT S |

Q¥q. FHARIGERT HaT G, STHIhehl 3T,
FUaRieEh! gta faem g e faxder
EToTCaAT U EreiehTet 9 TMTehT HFa=eHT e
T fafw=r afufaeesr ufqae, Jarer wwmafes
WWWWO&MSUWW
et giqae qur ufafda aeiers meaesr
T STSTTeh Trareeft AT I 7T T3k iUt
qHYieTdIee S0 Uidded U WUeh! S | am,

dhehl 3TCUhIG TIH HEIehloild S
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TorerTe FisTHT THToTeRT Rl ST S_TEUH © |

Q¥R BT Tay faqr e A™T  (Login and

Attendance) STRIGeRT 13 oI ATEHETE
FUST: SN SRR TRy o
EATeedTs ST T W S
FEATI AT T ST g8 TR S |
I Sehehl HRMISS ATE THATIoHS THHTSI T4
FHIHEE I, THTARIT TIH AT TAT
TR TTSRIEd JTATEROTHT ST SASETIehT
FIAEE 16 ST 8T &ehl 3 |

AT AGTALETUT
Q¥3. 093 BN HOGEFAT dfhs HRITE, TaT

AT T, T e favmT, aem
TaT forvmr qer FeuTel Ut ATfEteRT o
FRTATEEh AT AGTIE0T HR g
TRUST qeT H@ET AT dFT e
G2 IEweh! [MOEIUT T h1dl TFq~T TR & | T9
SherT Tl Ta9TT qoIT FAiciageeh! BTSHT o
fergrent stirere wderoreRt R qrg=T TTitaent
T | @Y, G JisEr faven, foee S
guftareror o, fam et guf@eor favm,
T UG AT GUitevr famr T Ak qer
forefrer g faame fovmrent famiwr araTodiemor
T U S |

Q¥Y . AN AEIUETh  hREdATS  THTeehTT

dqI39d  General Ledger System dId HUhT
afeh FRIETREER! Tsh SAHTEHT T-TIehTd
WWW’I&W@I General
Ledger System Software T TTaeRTIAT TEeor
™ System Audit T HRHT AT Terms of
Reference (ToR) TR T SR STl EIE'I's’QEhAF
9 |

QoY AN QTR HHAT  SIGUahT

HIhIdeE qUT SINRGHHT STETN AGTIRIET0TeRT
ateeo | M TS | W MG VA= D R S RIS
FISHTS! YR STTEehT HRITAT TETE
IT SAEATIHT IUTCATAHT HTET ST T~

xviii/ AT T S THTHTT

TR & | ST a7 ATieh AETIeIEe
HATHT  HFIAEE  GURRT  qer-omT
STfaTie STTHT § T & |

Fetd FERT0T famer o faefa st
e fadflar SR ThigaT Heeh HEATReeTe ared

YHRUE  HRER (Suspicious Transaction
Report - STR) T T HRER (Threshold
Transaction Report - TTR) 3T faaturent dem

T T gl WU, FET ST
T TR USTSUHRT HErTeesh! STIE-EHT
e dgs MU T Egmont Group Secured
Web AThd faeeft foxier STHeRRT TehTseed
g1 GEAT AGH YSHET 80T Jig WU F |
ar, IT Software System (goAML) AT
AT I TFI g SHHAT Wbl T JHETE Tash
HETEEeTs Tagelir WTeamae FeT SRINoT 7T
TRT g STUETT bl B |

Q¥ faxr guTTefienT Tomfaca, fair umefsiar T

Torfir a7orrer farestor 7 3e9F Rl AML/CFT
TUTCAToRT EF-HHT AUTeiehl  hTHT, AT,
FIIThT TR, HHRATT &9dr T &
TTSRTIAT ST THI YUTTeiieh! ST T &aX
TS TH, I JUTeIaTe Hehel ol HhIgaTeht
HESEHT 3T T T & R0%%-0%0 AT &
ST IR odTsehl QT STEvaeh
TR T U ooy @years afafa T ar
T 2% FT 3T-HIHIIGE TS W§ HeATse]
T S FfeEhl B |

arfd iRl Hamer  ERet ST

‘aaawraéwwrawﬁa”—réfa?ﬁam

frecaTied T Ro%s &I FEHERT @RS WY
qraf rEeRtor Hemor fHEmTeedt o3 AR
HCH B |

s HTXETT STFEHTHTT o gae gt
Q¥% . Sfhs FRTAIRT THRT GT BiShl AT

Government Accounting Software gfite ar fmfor



T RIS HJRY Specification AT @i
TTSHATeRT AN AT HITSIA AN W GG
a7 TR S R WS © | e
Online LC Processing Software T fergeft
T&T HRER T HEIERT Inspecion Software

T T HTeT-eh! ShHHAT {8kl & |

40, SihehT JTHTSE TUT eLATATS SATE RIS T

949.

Content Management System (CMS), T
qeATSEEATS T qT Application Program
Interface (API) FITCiTc[ JUCAS TRISH SHHAT
Taraeft gaTent fafTm=r gtent oTe G et @
I qeATHTE TANT T AGwIH API 8 TN
TR B |
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“If you spend too much time thinking about a thing, you'll never get it done.”
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e Thamsfier g7 ST&ll & |

I ST A foeRiaa v o
Sharehe qeT TSR GO T STeRehT
JAYITAAT & | Ieeer oARiE quT |
PhATeRATT TeTer TR TETE TS SeT3T ATk
AIqETE [T TTE SIS Tefae] | AT TaEAT TuTereh!
gefar iy farmm © | it emiier yemeeeRT
FOSIRY, TR THATRATIRT TR ~IdTSIedT
FeE el AT HX fad emar & 3fes |
TR TS Ui TS ETe 213 Tfehushl & |
T TaT TENT felgu aTear el & | BT IqTerr
Jroag fameent el fasmesr daremr
TR HRTATS HEcaqul STHURI S | FLEhNT
T gt fasme fmforer @R et
TTIEReRT & | THIRT SHHUT Tl Jhe AT IR

AT Ui SHAETT: IREdT YRR B |

TEANHT 9T U SATHAT TET BT | JHer
AT JETSE | X ekl Taehre ay=fa ATfeeht
AT T fagee g9 | TR WA aTe
THURT STERITHT SR foemrenT STmares fmor
T, TR &Rt fashmE T, ASITieRT 3TaHies
SIS AT THTHT T @feha | JaTetel aTe, afedT,

3R/3qT T S qHHET

HATHT FFI 4 TR Tfathel Teel o | Jeeh
Afathet faredTt UTC gATeRT ETET Tl §9HT 3Tfehar
T gfT afereT | T St TSt 3T et
T AR | e AT T AR draiT 9w T
TSIk faehTeeht it fa-ftee sTravaes gra | fare,
TR, @Y TG e Feie T GlhiET
YT T AIaehT 3T & | Tofieeshr ardr o qer
graten! faquomT SHEaT | T, TiE fremor
T, SATERT SqATeRT &L TET3 TATIAehRT I HTIEE
THUA ST B | JEVAT, W v, fusfeuet
STSTTIAehT 3ceT var-eiT FRIEE Ii ciden Hacaqul
S | TR TIH T NTEeh T HETg%ehT Hea T
T FHRITE T I ST bl & | TG
AT TN 3@l G0N @ IS T AR
diqdTe "/ TAT JTE SSsha T aeT S2ed
afeha |

¥, SArelt ZSEET FEit

ToeRTEaRT TTYRT I eERl AT, TR
TAT AT TaG, ST qaraR fawm T Soaryg
TRE STIHIHT ATHT Iohe® afiel T qEhrd
STET USRI & | I qHESHT ST-aiiies rerweehl Uh
T TR EUHT Taehe g4 TRl ST sHeifa
TECAYUT TEehT | AUTeTer STTTYeh sheHITashT TagTehT
TaerfaamT aguafi T feuefir e e SR,
TATHT qT 9 TRBIATEE TRl § 99 ST-auiies




HETEET fat anbert af o1fer aeer B | @@
IR, ST, FERIET T gfafer sea-oreTs Jes
T, urfeRdTeRT armT fashraaRaERl sTfrehan
qr{‘cllﬂ'i ga', RECSEES ﬁ’-lc{(‘llchl HAL] (AL @’-hlﬁ(l@j,
IR TH-T TT |TE Hldeh! Iodad IUANT T
gar Taehrd T T TaehmawT ~Jdam dmeT  SERaRT
faeht T IR EHT ookl & | A4 dfaae
S UUTET @ Ul STalfed  HeRNIcHE
JTerer feueft, asftr qem aguefiT nbidEEaTe
BTt TNehT TR SSTRAT TSl YA, UTehfdeh
AId | T y-Sfafefqere fafsta e aem
FFITIAT T TaeTHT TehT STt STHRTIthen! &Y, &THdT
T STy qe fauurehr fashmemm stfaeran aiEmer
T SR T G | T T T JUTRl A
gge ATk Fefifent ATeamaTe AUTish! SIS
T TTRI T T Eohl & | AN AThERT,
qEehid AT FHITash AT aiEre W sl
forepTaerT <8 gTfeet T T AR, T, e e
ST Y T A=, e T fguefier e
e T I Wl A |

e TTden S T dTelT TSR TRt
AT TR TRBIATeRT THTEhT hTAT~3 HThd
frafg fawr aefeer @t qer wfafr afeEmeE
T T fah™ T, defyren USiers saaiee,
Ttfed T IcqTeeiier SIS, S STt sitar faemm
¢ TS urerfehdTeRT &t dafereh T T fashm
HENT Ui T4 W FISHTT Seeie & | T6eht

AT T rdifqenT staeeT e 3 |
®  JUTCH IcUTERT TS foredT TiT argweftar
T fguefir anpaesde 3UTsy YR T
afaror Hiurfed giaarenr 3w 14 fata

TR T T |
o Sowd, 3@, wifdw @R, e
ST AT THehdTehT &ISTHT I ¥Teh eI
TETH FHHTiden qrary IRETe TS |
o Tl fy UEEHI WA T UgHRAT
TAEHT AT, AT g dted wed

sfyglg @ Ul IcTETRl TN
TaGATT SIS fags |

o Iy UMl JUCE® &Rl
&S UTe! ScUTE-ThT ST T RahT

ATHT JareT fageht E9HT ITANT TS |

o fIUNURRI IcTETHR TN T fagwmT
T T TeEeh! HiW, &HaT T ITHaaTs
fopra froforae 3af@ ™ Fefifas
RRIESRCIGERIEES

o T Hkeeunm fgwafiw  @wmar
71 Safres TSTTRieTTs o9 geterd T waifed
D |

o fouwl frewregEdTERl  SFRITAT
sTigfg g T HuTeTeRT siiifeten stafeurfa
T UTehTdaeh TTeM-TIdeh! ageTTTHes 3UnT
TS |

o  FHifdeh T WiHiideh &qHT IuY<h faehre
HEANTATS UHER TUTell STqER R
TS |

T HAFHEEAT T TS FES [,
Ffareh AT TargT aT ufafer saT-atoT TEsiishT,
T Yagd, Seferh USTTRT Yaad, fashrr demrar
qiGETel 2ATiE &Rt & |

F. AAET T TGHAHTUT

o JTHIHE THERT AUTCl  ScATEEER!
AT TSIAT  Tgfadayul dga T
TorEqmeRT SATHT HESTIRIT |

o Ul IUGTeEATE  fad¥mT  HUTe
ST AThd Ja |
ST FfafTe Augeieh! STTEMUEH |
quTedt FATEE uThd fafr gepeheedr
ST HedTeh[ HTATSIHT |

o Ul T TR FegAhT ATHT
JINTA SATIR WHITT AT T e
T TS, GEANT T HESiehTu |

o fafy= goehewuT fuafier TR T aforsar
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T TG T Tiaehdiehl gt aam |

@ Jfiw T yaga aar afafy gewagen
SERIERU|

Tt FETTeEaTs giEred T fatrer
IheeT ST T TS |
T FFeit geAEE et T
JuTedt FRITTEERT ST AThd geET
TR |

Jeferen ST SATHYUT TR ATHT SI0T
AT WHITT IS Taq ®RT=eT T
AT, T8I T TES{ IR0 |

e, farmr T afteam ufafr semdor 0
AT T g |

T, UdeA yagq

TfAErel YexiHl, HeAT qoT Jag®en!
STRITSHT |

R YR e HT HUTeTeh! HTTHeh Tea
UA-94 |

IR Tawar &faured AT Jar
TEHEEATS TUTeT YHUTShT e |
AT AT s =aeeEdTs
TS HUT TRITT ~UTereh! TEoER |
JINTA G WHITT T[T T =
T TH-a, TEANT T TSIt |

JUTeTeRT TR qUT HEANT AvgeEehT
HEHTIAT TUTCTsh! TASHIT Hecashl Tl
Jar |

fassft wREEHEEdE AUTEET argyar
G AT T AIcHTe |

T, iR QR yagA

fuaflar o gwpIar gT St TSTTRETaT
TIRET 1 FEBIAT T G0 |

IAUNCT 9 ISTRT 3§ qoT 3Teiew
JTefiEEehT AT TSTTRT Wag |

Juielt  wfear wmeREERT  qiiefHe,
TR, LA qUT USTIR J&md g1 R
fguefr o anptar ™ Treg MerEs
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e TTIRIH TEANT T T |
U] o9H IR faedmeRT ATt
QYT afereh USHTRY WA aefaT vay
FHRATET T TS, TEINT T qEsi 10T |
Tt srfieREEeTe TS faumureTs Afws
JUTTAHThT U313 HIcaTe |

g. fawm agwan af=em

4.

31y Tasrfad TeeaTs fasiad e
YA T3 Hidelgal sach bl Torehrer
HETIAT ThH TS qeIT TR JuTTed! JTtha
gfEred T STl ardieEHT TIh
WftrehT Tt |

faener amvherEEaTe fash HERar uTeT
T ehe®ehl UTIfehdT geaT  HHTeT
T I8 |

SaTg THe HE™dl U T 3T
ffear goaeeaT Terh Yfaerr fHafe |
TEUEATT Toae&HT uTcteh! TTeT UTerfHehar

ITIEIHT TTehe TE=TT U T U8 |

AYTAT TAEGLRT ITLRT

faguifeord  wuTelt  THeTRESe AUt
SRR ST ey qar |
T fRITEEaTe faRe eIt qrart
FRIHT oAl TaT AuTell SRR
T |

TATETeh HfaeTehT HTaHT STTET SRIETINIhT
ATRT ShTFHT AT HCEHTCH ST |

AUTART STFAR FEH T FHEAT qAT IR 18R

gfegur TfeTett Juieted g Jure oTTie

T ST~ HASIK Hedeh! Gegeh &l | uTeialrs
GG T g9 TSHITdR Aqeael @Il ST
ek H T Wik UaH | T8 HawHT uTeiehl TRIh
T TcTeRT T ToIT AT EeaTs I UehT STfears

gishs |

ST aeRTuTeRT ATHHT HUTeTeh! TR, Hifdermeht
STHERRT THUFIATS ASTGT STSURT ST S |



Tl TaT dTeTeh! F-ITaeh Hod HI=IdT SHUST:
Tgfad YUenT & | AqTeteh! TAE, Afafs~
Ut ToET ST ggeRa fguefir qur aguEt
Hraeeh! TS Gaehvlel il TaIaig
JrrfHeRaT ITUehT & |

et AUTeTHT e T Ufeerdr e y=iferd sreg
g1 | USiHiaeh Ioeeel T=HTdl hH Tehl aT
Tt Tftear @atmET W 31fe ST favTeEs
TR e 3k a1 TehT & | TsIWIeh
JEd TATMT SRl & | e Hifdewenr
TRlier T Wenl Tt o1& Hifags i
BT Tkt SROT Ttk Aifq qur e a9
SANBETHT TR & | TR ifaetts ST gstient
SRR TiET AT TedTe FHATR a4l S |
TLATEATE AT TSI T Fo=r SHTSUehT
T i T TeaTeeTs v veed feguent & |
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FISIT T IR 3 |

AT Jefeeh TN UER A caeehT
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feusht @ @ T G T3 AU @ |
TR forehTer arsteeht stTemeeT a3 sk
T DT B | TEAT TSI AT TS S0
TRIh TEATTeRT ATEHTRT I @ 37 Tee |
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Fefereh TR UftETe T g8 STUH © | a9
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T Ty ferfaeht qetTeHeh qoaich Tl uTerT
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IRETETHT FHEIT T I Tee faem = Jie-a |
fommer  aafur  Jefeer ERmCATETE
TelehTet =T dierent hHT ohl & | eIehehl UITHT

ATt STgRd g TR GedNTeRl ST T
FRIAISHT & Teheh! & | TR SATTTIHATRT
g ufga W el ST @R T
TEThTRT TRT S | To{deh HhHUThIA
ST et Afarra frteaar T ufdergar wmem
TUhT B | A< TITh TETAATHT S-ehT STTATSTHIEEHT
WIh ATeeh] TR 3UFNT g Fehehl Ti
&7 | HIqU SATITSHET TN TREhRT Ffate T
HodTe AN Herll glel ol STRTSHIee
g~ doedts fememr dedted T "
feurfa f & |

HRTIATeR! Uidegar, Wit T IuTamET Tie
AT e & | STRITSHT AS[HT 18T STTarwaiehdT
gfge qT faeersor THd g7 ol STRISHT
TESTEIHT FoaTe g1 I AFSHE@ g7 Henchl
& | FTIHHRT ATHT feTg~ TN SATEAT STHdAT
HIATIT T ST ¥ Iaseh! JTLAMT afT
TR TR HRBIAT U STeddT S |

SATETeh!  FRIHHeh FATET  qEHT  SHET
faremT & | STRITSHT wfdehr 3T Sifereh TR
fruff@ ugfafsr @ a9 amr darem e
ferfar @am | ger SRTichenT Yayfd qHemET TG4
T SIS qT T T@eh! T&T UehuaHh 3
FRIESATE Tt g Taehent Turef | amf,
gIaeT T JETeRd qamaere geer Age
SRS HEFeATa THTEd 1 Tehl S |
JafeTeh HERATT HeTferd SATAISHMT STHHAhT
q3TTeSTT qHET 9 Sfeet g1 TRl & | TeTehl
Gl STET hTEHHAT HEd T J=AT3H 1T 99
Wl 3ES |
STATSHIETS ST T STTSi-eh! &9HT feag-Ter
Tt ST FET TS AT B S |
AId TR ST T gEqAnTeR! feurfa T
TaferTer %9 T T et afewet
T | FREAATITETAT TN HIcaTe Hae dA]
AT fafer gemeeer dwpfa fawm gt
TR AT B | TG T TFd THIETE
HEATTA HELUTRT HHT TRl T HETFITE i
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TTHER §HTE HRETET T TaiRuehT STae S |
AT T Hideh! Tgfed TN qUT SETemoT
STl JeTHT Ufdhel Ut T JSiTideh
TTTICERT STTTTIHAT TGS | ATeTeh TR
JRITHT T AT AT & | q€ FUTeTHT TsTideh
gt ST Y¥ TR TSHITdeh gieshiureh]
T T | SATUT IdTeelohl STRMT 3, ¥ AT
e STTeheRT & | T ideh TeteeaT Ui
T T5 ehehl & | T8 Tl hal, hadr
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FEIANT et TEaTs WR AT A0 |
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IS TEeh! & | SATATSHTRT ITd UTqTd SRR
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T TT HEATEERT HIAhHR TEdTd ST TaT
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TAT FREHHET AHBAdIRT AT Sl quT
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U7 qT TURRATAT SAthe® TedTT §a |
FHiquIeT TTRT YT TEATITAT TeT Hae | T8eT
el RIHHeRT TheTdT TUT T Hrer-aT Bl
Terfement g7 T |

Jafeeh  TEANTRI  AGUANTRT  ATHT  SHHET
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gfaeraery i sfems | awar ferfamr
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g9 |
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ITRT AN 3 Iee TS A6 |
SHIURT ITcfel o TR AT e THT J8d ST6T
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T GuTen! Tart T fehmeehr stmamT
THTSRTIAT I &+ |

o wfigd defereh WA ITANT T utwAT
SuTe fedll © |90 §aT TRRdTgEeh el auehl
IT=CIHT ARERT TTY 1T T4 IR faemm & |
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I A9 ST | THT hTH T HEITee o
ST okl 1 | Hiqua HEAEEh! JHeH
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AT @ farvTTeeetts STHeRit T8 ga |
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TR seAifaetTs shal T fa erTershr &1 | JuTerer
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AUTId! b 31a3en I Jddolis:

T

foa tTysemT AuTer U 3fq wH fasiad
qogeheh! &9mT fafsa woer @ | famaar e
TST-Taeh 575, TaehTeeht SATHT THUHRT JaTEEeh! =T
JuAlsy,  oTfYeh  UeTEEeRl  FHASIN ST,
Tefash STITerdT, T gReehluEhl 3TTe 3TTiaeht
HNOT UTeiehl Tashramr oo Weer  STaw
T | GO S SEHTEERl STHIEHT  STeR
I, FHARREHTR i fahe g7 afshigen
T | THHT ATNT TSI iaeh SoBRATH HASIT Wgfdar
T TSiTdeh &t TaRIeeT 9i SATEHT ~JHan faehmeenT
USI-STHT TEHTqehT TATaRUT T TEeaT G3Th! ST
FTTTAT GEhGT SIS TISeh! & | T TgfeRT
HId T ATEAATS el SAaETIT TR 3care-ehT fafa=
ToreheTE®HT ST Sivgd T & T &1 9 JUTAATs

—@ fJIedrAfoT BramIer*

Higd He ool quT faehT AdTeee JEET AT
famior gfshermee sfet 31 STt TehT ShIUT et
IRAATE JUTeTdh g4 TRehl T Tl ermraeht
FIIHT ST ST g TS JuTeren! Tia=iel R0
HICToh! FRFISHE R0l ATerde i fafi=T @reret
STEESTATERT =T EfeTg JTATeRvT SiEaT |
AT A ToH{deh  STaRATATS Toh
Teameet SaTuTT TR oA faeRTEeRT TS T
T TRATRCATIsRT TTde% £ U1 13 UTT: TR
T & Tas | g, feTaT JuTereh! SHT S I
TSI ek TAdTATS SHaEITI T {&eh! AT | TEeATS
T3T HISHT JATGHHINS 3Taeh! S TR TR
ot "ATRd TLAE TG0 U §IUesS = AW
STITEAT & | FHehT AT TaTeteh! TehiT HETeTS
G-I 716 ShTIaNE qeIT ShTHTITEsRT STETCHT

freh Sier gremT foermaent et feesT afs uer
HTaHTEE TRl & |

JUTART STAGTHAT 003 T el YehIeh!
gt ST gaqre T Higad fmforenr werere
el TYehT FTAT TEAT | 063 SIRG 2R T TTTHT
FAT TorTRIehRT ST AT | aTSeh! Sy SHaEr
VRFIehT TRFIEE ST SHH STRT AT | et J9mT
FNS & 9ot IS AU AT Tk @
TITYAT & ESTHehT BTERIAT W@t S o | St
Wfaer AT wichT 99 SHiquTr rqeasd O | 3%
If TTEERT STERETS qUT &9l hH T GfehUshl & | fa.
", 0093 IS 3 T JUTeTel 3T Gfaen S w™y
TerTaenT TeTes §egaTs ITTi= UfsHaT Ao qutar fager
qrr FuifaREeh! dfaer fmioT T SH=TeHT U e
| TTEr ST Ut T JeaT el ST g

* 392t wHdT, AmTer T A |
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HeaTsH T aRdTet fHior 7 ofawas © | auhy,
37T ferfdent STTSHT g TSt ek TeteetehT si=mT
aTfeie wTfaehr WTT dfgcansd ATl ATRT T
AR fawer el T qmaf STt amer smifelen
wTideRT TP ST SIS STTavaehar & |

CRICCARCEE I IR ICE R R LI

STl M G o~ A,
&1 | fofreeant & wepfa ufr wieh-wier fenfament
T | JUTART YRR ST I ST TauenT
T AT HATAIGEHT HITRT ST d1% G T
HTAUHT HTHERT =TT FHH TZTeeh! HTLAT T | FHHART
SILITITHT T Hidqd &M HhH ST S
v HiqeeT FHeRieE gUieem WeEE & |
JOTE gieTa T Q9T GERIamMT TeEehenT HeayinT
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Real Time Basismwrﬁﬂmﬁﬂ@
B | THHRT AT HISTEehR! TN T TSI
A @S el YHT T, AT SR
ITaTTaeht ATeT T, fafy=r damehr faet YT
3Tfe T UG Gfehd USRI & | AL TEHT ATHT
YBMT T T BT T3 ool oo @TaT §3
v TfEr TNUHT § | F8f ufd FREOR ek
FE 20 T AR TN NG | Y2TehT
hTHT GUITATET Ereti-erd fafw=T Stakeholders
TS T3S TouT oATS AT TasRIeeaT Sethal
T ar T e @it u3er Ssuad
National Payment Council T AU TATIAT

TR B |

(Z)WIRA : STRGHT BT Hild ¢ A Hieged
A% ohl Teih TS | Taiehl Haid
el BTAEHT 9’4 dhgeclTs HlaTge foxii

HaT Tl THHT AT STgHIT T8 TR
e | TET ¥« o T we Mg Hre, §-
JTete 3Tfg STEar PPIs (Pre-paid Instruments)
STRY TRERT & | &TeT R Hiese faeier Sar
FIER Tid HigqT FT  FUS & ATGH
HEIMT g TRl & 9 AR T Uid TieT
FNS 223%.% 3F WLE Ul g1 T
T | IR WIS facier TRt AT Bank-
led Model @8 A W=IaT faguenl & | a9
U dhged Mobile Banking T Mobile
Wallet o TaTEE UM T4 TRehT &7 | TG
T 3f@®er Mobile Banking Application,
SMS Service, USSD channel 3T ST&aT
a7 =TcTe®eh! TRINT 7 TR U5 | 31T
e foxfr @aT yamrRgEas W Mobile
Wallet ¥T O UG T 3TAfd U&T 7T
& | JGhT ATHT Real-time Interbank Mobile
Payment Services (IMPS) a7 fasrra miaenr
B, S¥ H-qUId Mobile Banking, Internet
Banking, Branch Banking, Branchless
Banking, ATM <" IdhT " Multi-channel
& T U S | THHhd g &1 faT
T e ueT Hisgel HThd sl @A &bl
T ThAT-X T4 @feh T 8ThT Real-time Inter-
bank Centralised Settlement H-2Ia&RH g
SETYTRT TaehTe TSR & | IT THIT HRISATERT
G National Payments Corporation of
India Ltd. (NPCI) & T TE® STHATS WA
oAl sehel ITATT TS bl & | I =0T
Meser faxiia STt Ul Teshasel SATHRAT
d#ae Mobile Money Identifier (MMID)
T 7T U6 | STRAHT HIsTselT faei 4T HThg
I, AT @itE, &eil, s, ST offe T
qieh 3 |

TRART Heald dohel HEEA faxd TaT T
Payment Settlement foas=T TwI gHIHT
fafyr fifa fderee s 7d e 3 | 39
ofehet 8q Roow HT Payment and Settlement

%R 3ff e fasmrg /93




System Act F\’ilT@ forar | fster et TageH
8 Rooc¢ HT Operative Guidelines on Mobile
Banking Transactions ST TR Ry TTI'HF‘IT‘E:
U GHIHT HINGTHh ST TR |
Jq TITeTehTeT Sheeals Sheald siohehl THTd
faw 71 A fodfi @ Yol ™ g
STTEAT TR B | JHahT 3fafs Payment and
Settlement 3T fasaeenT Tavare fifamra fofr
ferepT @it Shedler Ahehl et AfafdenT
HITEAHT &4 T U321 I=a&diiT G4 Board
on Payment and Settlement 3T EITIHT LU
B | JEhT GlieaTerehT %{fqem Payment and
Settlement Department o Tate ™ M B |
TRAHT HieTEe faxfi JaT e dereeshl
NUUP (National Unified USSD Platform)
AT CATCHY U ohl & | JHET Yo T s
T A Hrarse faeir T UQRIeh Sraiee 9ae
TRl S | TRAHT HiaTset faxfier e oo ferg
W FERoT 9O Shed T et TR Telecom
Regulator AT M B |

&) AU UTHT ST FUHT HiASA
foxfr Qa@mRr @1fT gSTSId UM NG
AT i el dheeHThq 8le 3|y FeT ¥ar
YSrIhet (e-Sewa, EasyPaisa, Moco, etc.) )
Semi-closed Mobile Wallet 8&T U&T TTRTgahT
15w | TaTEeet ETet foret Yehil, HsTgel 2931,
Public to Public Payment 31Tfg IR
TR S | O TEdT HATE%eh! Tsiwe "edsh
BT SHISHTSHT U1 HITHT &bl 21T 3 |

TS T ek UHT ooid HUSHT TG slohahT
fafa=r Stveeaey giferd, @&y T WTEsiT
BT TUTTetieh! faepe 7T U3 U@ 3e%d
@ B | T IRT AU T Fohed T R02¥
HT T BT JUTTeT feoehrer T ST et
T STEel NS MY HUTTElIehl T ST
TS TATTERT & | AT HTHROTEhT HRAT=T
T T AT BT JUTIAeRT STEfehishiuTeh!
AT | Row AT UTA UL sfehel YhHT

9% /T T T T

auT w=iie fafemreet afd S M & |
g fafmmeefians @ Roge O HIYT FAd
TRWERT & | TR AUTA TL sl T 084
S[CTTSHT STl SJehT guredt fanmr afq e
TR & | I8 famTer &l oTfier et dfear
ST sfhehl HaTeTeh TTAfd THey AT
e wfdee U1 U SaET SAaUTd ar
R T TERT B | AT T kT T Her
GUNAEToT qUT STFTHRT AT e et

B

T T Aol B 02 % ATSHT JHIHT T
USTIehEEehT ATHT 3STToTd Aifd aWd dTdsTieh
TR & | T Sehggeht AT Meleh facfr
T qT AlEd Jedsh Hdiehed; SEd
aTfgenRT SATHT ATeTe ATk Hiamsa faxfir dar g
T AW WO TR & | JHHThA. A TTeehesel
Utility Payment, P2P, B2P, G2P 3Tig S&dT
YT TEST T He ST YT YUHT S | I9
G WS SATST T YRt s/=Id @rar ar
el Q@TAT AT T Hel T TRUHT S |
IWIH goTrora fifdent TefFmT & Jurer T
SiheT Teh HTEST-eh Gl STRY TR AT T
TSRt a7 & T Fogeh WThHIhl HRIGT
qraferd fehmeeeTs U= 9T gereid
TeehT @THT STIUY TR 31T GoiAT Sieh Tomit
HET qeT TeRrIE®el SATaeT UT TR & T ar
AT geTrerd fom fa ufshaT e vuenT & |

(I) UTfREA™ : TR HT A3 TRheee]
HeT FT 22 HUS Ko AT Wohl T
9 GTAT YHeheteh] §&IT ¥ HS 20 AN,
TfeurenT H&AT 22 BN, S MW@ 23 &K,
JTERfEd d% TaThmee 3 ad ¥% BN,
POS (Point of Sales Machines) && 4R @S|
MeEe faxdia Jaumeiee ¢ Hls ¥« o,
AeaEd fadiT To<e® 3 drg ¥& SR &l




3@ | ITTeREaTHT STeRETmT 23 1 2% &R
g TreTse faxfir SRER g TehT sfams | Tt
id FRER S &« FTR ThAehT BRI
g TR! T Ufd S g HRIER Hie dT.E,
Wyy 376 Wl SNED |

FET SShoh! H-WHT == TUaT ATfeheaTenT
HET sfohel T Roo< AT Branchless Banking
Regulation (R0%¢ T HIMEM) sHIAT-==-HT
U 2w | FAT | Ro2% AT Rules for
Payment Service Operators (PSOs) / Payment
Service Providers (PSPs) TAT~F-HT caTThT
é‘i@@la’@"lﬁﬂ?wimwmﬁamework
for Agent Acquisition and Management
FHTATEITAT TATUHT & | JATR T 028 AT 3
HAT sehel Regulation for Mobile Banking
Interoperatability AT AU S | TR
STfafes HiaTset faxiar dament ATHT Tl AR
TR SHEEATST S12T o (Digital Citizenship
Database Authority—NADRA) S AR
AL aTfeREaraT fefsiee faxier dament REmR
T EET Tehlel JoTcHeh &99T AT J9TT
faeiar e guied Wohl afE=s | dTfeRedTT
Core Banking T Mobile Financial Service
Providers 3T &3 Platform T8d @ET U
B | FET AT HRETAT Interoperatability
giaur &M TR & | OTfeREd | Bank-
led HieTse faftr daTas @1 AgHTT USH
TTRWERT T JFRT ATHT R T2 AISeee SFaerar
it SiEes: (%) Agent-Assisted Banking
(@) Self-Service Banking (Wallet System)
TS | THIHT 25T 3T ATeh Goheh! JarTaT
UIREHT HiaTse foxfir SRt & Tad
Sf@enT & T T STaTeRor aud gg@ Siaushr

3
(@) T ficdmenT SHEET R HUS g0
g, grefdr & k3 Yiav, gfaedite 1

3,3%% ST T INET .0 iqeid &ehl © | J&l
dh TMETEER] HEAT R’2%%, UEUH HEAT

3Uke T HieT FEHT TEIT 4 ¥52 Tl B |
7 e faeer uger i <* Hiaerd ol @ |
TET FaTSel BT YHTehd sl H&IT R HUS %%
ARG &l & T FlaEd dfhg HRIER arfieh
T 2R AT co TR g1 Wl & | TEhI
FTffeh R hH HT &, 29.3 Fd &bl
Es | J_E OaEd FRER HAerhees e
Interoperatability T Common Switch THS|
TJoer et Tefstee faxdia e foam = gt
FTATERTT TR HURT SRS |

(§) JbeA AR ATFRT ITELUT: TlaE
Tt SRR T JushT ATkl Gejehmesen!
Teh QTSI 3STRUUTATS faval & 379
ST U THT ISTETEh! &9AT fell TRenT
IS | 3UTeH Ufseall qealeh SHITSTH T R00%
ATeRT SIS 2R UfaeTaeh! STEHIAT Teahl Access
to Formal Finance a7 & H R02 3 TFHT Hile
t.¢ FARTAhT SRISIHT GAhT STHERRIHT STTTRT
B, STHA ¥ ¥ Hiqed Digital Financing aw T
¢x Ufasrd Bank Financing % & aiEws |
National Fianncial Inclusion Framework
Fifsty 3 d&d Coordination Committee
HEHT @bl R@URT @ | Ufeal National
Council, ﬁ%ﬁ, National Steering Committee

T Jd9 Financial Inclusion and National

Technical Committee | 3UH 3 I TfATaa®eht
AiaaTerehl AT HalT shel R TREEH!
AfEw | FHeaTT ST AR AT 3 T Ufaters
qiafags TeT WehT STEua | a) Technological
Committee b) Legal Committee c¢) Standard
Committee | cdsh AR ATEAHT MG
SiReRT THE HRIRRICEh! oS3 TH afafashr
A qreremr gtem ™ TS | a| AT
AR a1 dohel STHRAT VAT &
Ro0% HT HIMGH W Mo @&l &M
T BT BaTeRT THT Sead dehel AT T
GUNE0T T o ST Rl shaes | U
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gaveT ufged Tanzania Communication
Regulatory ~ Authority ~ (TCRA) &7
Memorandum of Understanding (MOU)
qT e’ W fAw FFEEE (MNOs) o
T AreEe fair SaT HREReT Sheald sihal
TR I GUEEIoT 7T T 34 1T ol ekt
AT SN ACH UM T HEHId Teh
tepill @WW%WW Roow HT
Guidelines for Electronic Payment Schemes
STHY TERT T ATET SHITSTH 8@ R00<¢ AT Heald
sfh{T National Payment System Directorate
(NPSD) HEATIHT TR Hiamget =t o 7 &
g% T JMEUhT & | I IFTIAR hedld sohel
Hramsed FEHTATS Wholly-owned Subsidiary
(Holding Company) @led T Payment
Service §& T No Objection Letter & TG
JTUhT STGUHT B | T IF YR AT USH
el THY HEHTATS ST YSH TR 36T gE
T =Teeh! Y% Financial Product &%ehT ATHT
AT AT No Objection Letter (to act as
mobile payments service providers) 9aTd ™

TTehT SREURT & | TH ThHT HRITRET R
sfpent  guierer fovrrer frmfa  s1gme,
guiE&eT, Monthly Data Submission, Data
Processing, Publication and Analysis, Policy

Review Wﬁrﬁﬁﬁéﬁ@@_@l

Hfera TuRreRT @THT TWEReRT STegEdTT
fafr= aRIRETeT feree Bl STaad
National Council for Digital Payment @5d
e StemT 37ef e, gerr atea giedent SRRy
yiqifaee @Hd ®© W B | TS T 8
Tol-egteh! o, quiteraror v arerg diamse
T Freeel Hemfaa F9ET T O SEeT
TUT 21T Sohel  Tehl © | JEhT TN
Anti Money Laundering Ea) ﬂ'E{IFﬂ's: qrareT
T+ &%l Guidelines for Electronic Payment
Schemes HI HIHEA °h“4"|hl8bQ'1|§ Risk

Mitigation Principles 0 ST T&hT i@,

9%/ AUTA T S THATL

STEHT Usi~egdet shUSR {ehHeh! HIHTHT AT
‘H"§ KYC Information fag T SqaeT rFF{QEﬁ
fEs | TER TamR g sk aHeT
dfeT T dhel THT THIET WEEA BT

FgeeAs Moral Suasion HT%d U T

Fifa feuepr efa=s | =T sohet No Objection
Letter Ya "I’@FIEIQ Iﬁ’@!Ts'c_'f FHEEe qa
T U ST U U O (AR qdl
TR 3fE® S IamTeE GUH SIS
ITETIe SATee¥h Ui shikel 3 WleTehl STatamr
wepfd gem T TR S | JoAd: FETRTEhT
SHTHTEEHT HITGeh §9HT T2A1h ea @ SohAT
U3I3T U, HRIT Skl HATITHT W HRIER
] o, TfaedeicHeh SATIRAT Jod feir mg
U, TeleeehT @i =R Hfedr SR T 0,
Sl frafhd gufesr 1w, et
STfmfa SR T HieTsed T fsar g,

3TfE IAATHIEE T TR SHgUahT S |

AEEd HFOHEed A-Rated  SohgedT
Partnership ! TFBIAT T 9 T HAITEh!
Eﬁﬂ?ﬁ% T SRE®AT Trust Account @ifeT I
yfaerd dXardr &EW R guEd saeReTIeR
g fau- Saem MUl & | Trust Fund
HT ol [l TRHGhT SIRET % Ufded 3T 91
U32T SRHT T Tfch FTEAT kT T | TS
T U USegbel heald sihel dlehehl =T
T YN[ ST @TaT @it g 9+
ST Tl & | TTeheeeh! e-wallet TT TT
afeh Ty TehmeRT famT a0 ST Sehel
I gu guemr frufr affer W 3 3w
WWW@W Trust Account HT
el T T e-money value T ST éf@'j’
T SIEEAT TeRT & | Trust Account HT ﬂ@ﬁ
THATTS HISTSe hroHTgeel TSil FAIHT oIS
TR T JEEE AN SATSIATS SAATIAh
FqT Greferd OTeshehl @raraT feat w o ar
HAI sehehl AT TeTuy Sammeieeen fear
TS AT T Tfehel STaeRIT Teh! & |




ASIT-ATHT HIETse HAehl TSiee §ehl QT
HEAT 3AT T SHIEET @ F2T Outlet Wieteh! §J
U ST § | JEWE HIEET R g7 Outlet
grefiuT &smT Wikl g9+, Y% Outlet 3T
AT HRT 2400 TAL ST EHH SHAT
qifEd Tegue (AT 9 §HT ST A
sfehel TG T TeRT), BIed, UHThe, Sk
3Tfe STEAT gl SRER g1 TIHAET U3¢ d1
Outlet TWIewT AT HRE 300 TAT TSR
T gfeTd g U+ SIaET ek, X UST=2ahl
JHAT S @IAT @led T, Had Hlegd
FPTEEehl THAT AT sk @TdT Wie 1g3ueht
afEws |

ATSITTRITHT STTHTT UTeT Tl HERIshesal aTel
A2A Fund Transfer, P2P Fund Trasfer, P2B
Fund Transfer, B2P Fund Transfer, B2B
Fund Transfer, Cash in and Cash out Services

STEAT ISR AT 7T G STaET @l 3 | 99
FHRISERT ATHT G BTERUTCT ST GTT THUAT
37 SfchehT GTATATS THT TN T He STawelT
TR SfE=s | ASITAMT Financial Inclusion
o grarem T @rfT Hq Roo¥ fe =
Financial Sector Deepening Trust -THe T32T
& Fund @WET ThT SRGUhT &, STEHT TLhR
ST < 2T TG, Usl-HIgeel ThH ANTET T4
TRT ST & | Teh HAEIUT STTHT AT-STT T
HiaTgel Har graeEt e Y& T4 qaeaT
TR AT LT T&ehl RaUehT, STeT 2o AT
¢ STThel U SATHTHT, SRR I TRehT ool
TR & | 3Th! Ueh STEI TSI AYeget Tt
FRER o HRER W=7 HNT 3 07 f&er g
TR T8 UfdaeTHT eeid TReh! & |

(=) frer

BT ST IT He Heaiaehidd T faenesiiel
TIoheenT foxfi SHTERieRtoTeRl R famre
TR T T SNE=S | e STH STTER 37T
faehfaa qoIeherT shaet 2¥ UfaeTd JATeFT HTS
fereir AT Ug T SRaust © | &) 3fewhr

FT o UTAATH HISTEe BIR! Tg= Jehl
geuT Ffq Aisrseters foi dameT SieT
gfepunr faveamr faxfar awaefisomenT asmT
ST o G T 3T ATkenT b anedTe]
J@TEESST T | IH G geId: dEd TH,
THRATL T T ST YTTHT T AT HIaTed
fafier HaTehT TRANT SATIS HTHATHT HSEeh! &
Hich=s | TH HRHAT I o GIhetdT heaid
Sehet Jqcaarll feRT frate wiagenr T a@eR
AR TET SRER T HERd fefsed
R T, g T guiNdeueRl &
2l Sohet TR SFETH B |

qUTETeh] oM ==l T & W faxie
GUTCRIRURRT  T-GWAT WUHRI digeal U
I TUTeT JE@TT HTAR HN ¥ o Ufqera Aurefies
faeier IR ATHT SFET TEE Tl T
dienl e 9 Hiad HIHTIRUEE HEahil,
Wew rat, ARl faxfier deem ammdenT
1 Forefier HeITeR T SHIIe TRAERT T
T | I8 IO HRE o Ufdera Aurefieenr
3nh Ui TR uTeaee fardter S gmsT
AfeRUehT STaw SRA | TX A1 Teurel 3@y
ITAR FT co Hiawrd Jameeary ffeer 3
TS BIFh! T IRTERhaRT STl & | STh
TRYfHAT uTelel O T damers Jiersd
BT AFE T GRAT EET SrEdr ifaes
aTeTeh! TR T hic Tgehl TRTET AT
TS HThd foeia Uga T3 deat afeh
TRITIAT 2SI SRGUahT B |

JHFT AT @l U, Aifa T e
URfee FRiEE U T Skl dhare I
U & Geheh! © T AT femT o geeiar o
FHAEE IS e ST Y& Ui T Hih |
fpfetfaw, urferear oTfe gefeheeat fefsteat
ferefter SramenT farehTemT 9t 3T HERT AT EEHRT
TfERET g <Y AT FE sare feelr wfamt
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IS T SNa= | WTERT, STeTehren s
TR AU qEER TR T AT T
sepefter HiaTget faeiier SaTenT Hemelsh 2ietehy
HFofTeten! THRIAT guiararor 14 SAT Jebiar
g7 oTvh dleh! Toohl, O T UG I eeeh!
sfi=rT Uk 3TehiehT FRISTIATS T&UT 7T+ 13T
AT interoperatability lf[féﬁﬂﬁ SIIET
T National Switch TRIYAT T4 Sfeh!
TEehT, JUTCTehT THIT S[THTHT YUTIEAETS Intregate
™ T RTGS (Real Time Gross-settlement
System)ﬁﬁwﬁiﬂﬁaﬁaﬁ’%ﬁw
TR FUTTEATATS HHEATHT T RT TTHTRT e
ek T et TR RETeT fehree (379 Terety,
HeTeTehes, {HST hTUSTEhT HeTeteh TTHdeh]
™) @ T T e T STeaid

9z /AUTA T s THEETT

kkok

G T T Akl Tgoh! TRIGRRT shal HEd
FRIEE Teh Sfeh! ¥ el ANEws | TEehT JTafh
reger faciter Semerr foepmar T ot @i
FHIAIT UTaeh HLEIT dhT 7 Hifd, f=m
T e TR W S T AW Stent |
! ST T | IWIH Hel Hecaqul FHriee
T 3Teh dfehl o Teeh! T AT JuTetel UTfshedT,
AT, AT-STTAT BT STt THehehT TEeT
ITTHREEATS X SATHAT THIHT YUTTet T Hemset
facfar damas @fter wear dter fasm T
2T & | FTHHTD =+ ST TamT gt gt
YT HUTTeiars satead T faerfad mse
fareiier ag=renl SSTTeT STfet ToohT SATETHT T
JUTeAT ST fadiar Sameh! faea i T et
T I AT FHIHT faeiier quTereiientomT THd

Had T =13 EEEIN




1.

AGRMITdAT AGRWBITABIRT 31USID! Uaiid

faw gaw

F i@ awemr  sriorewmT %
T HaTeh AT GodedRdT Uk Jigers
YEEEITT 9i=s | i awemr s=Ter
AieTGRE 3o AT RT HIGTEFeh! STATIhT
HITETAT GERWHIaeRT & aT SAfeeat Afe-TenT
3R HigATh!  FTET gl T dihs | ST
TR 9G® YETh 3faeh afmmTer afeeishr
qOHMT FH 9% T da1 @RE T gl Il
UEThT FANIh HeS® | Iriq fatmaeRT
AT FIAT (Medium Of Exchange) H’i’lﬂﬁ
ek qod HgD | GETEhITd A ST T
e T HEMT ST dfek Sfied fateshr
ATHT HATTIH g T AT ookl g faTaeshl
TEIHT WU 3AN I TE qieh Sia ATa-HT
ST YT gHTeT EhITdehT & IgaT el s
T ThRATs Tawameh! favT a=s | T8 gea
T ETEhITA GEToh! HoIHT raTi-erd g ar |
fafeara AR g ot T T arfel STRaTTh
HEUT FTqeTd @RI TRTRd @ HeT3 FHiohe
HA AT THT - G g1 el el
yiqerd A god g quET IHieEas Sfied
farte T afT Fied TEE | T8l TaT o SHEeIT
T TeRT @ O ke | Taehraeiier sereeanT
&l ST HATEHIeh! ardiaeh o Fhid war
T AT IR qlectehl Jer T Sid a&g T
HaT @iE T Al ¥ fa=m T " gwar
THT ATt faehferd JeTehT SHEEAT T 8RR 9
HRTEHITAehT AT g Tl I1 T HogTeier
TS | TR GEHIdehT gigen! JomTT
qq, ST T ARSI LaT Wl Seisg -
gTel GETEhITAeh! aX hal HTasTd HI ST ai

* qd FAFIRT [HE9TH, AT TE 4% |

@ TR U *

TR 9 IAT FRA @ T TGS T hereaeq
T ToreT IAT R USE | T8l Hard
soheT JATERITAeRT T T3] T Segels (G- &9HT
ST THIET §5 T G e cIeT JTTHEhT
wifzer ifdehT STFUTEERT TN Moo | Féet
TR ST I, 9ot ST € SR
qAT ST TeqereT Tifeies Hifdert wq@ e
T g 3Tk afteereheT &0 2 T o
fifq fmioehr STUR Wi |

. 9o afg T e

AT o Jhg T qETemifaans T3¢ ST
g T a7 ST el B § | oI g
Tl 3 USST & AT TRl HoIHT WU

g v~ Jies | ST 9T Ime T gTetehl
TIHT Jig, AT W TS AT Teehl 9T
THeaT | A7 T T SEqeEeh! YoImT HUH! Iig A
& | A TR, qUe=TehT TaT J[eahHAT THUshT
g, ATATATART WTST X fTaITetehT SeehHT THTehT
ghges uf fer afes | PR 5o atee
HETEHIehT & TIHT hid TEL T8 W~ HT
I GEREhia i T ST a%g T aamehl
TThedle TR 9Teh! ITHIRT Hod FEshIEHT
fofieeal IR *id & 90T W w6s | 3 W
Tl I T HATRT HIHT ST T9HT g 9T
qmfT Ffe df a%g T e Yo AR FReheH
THTST S W Teeesh! eamT skt ghget
RATERITAHT ST TS |

HATERITARTN ST T HETERITA

forvar ufg ifiek ameifer wider e Y=l
afasr ufaent favam@ (The beliefs about the
future) ST TTCTR TRt S | wifersT yident
forgamaret srfoaaTeTehT HaT@HhEeh (Economic

Agents) ddHM  TSRATRATIHT gfEdT

TG | TG HEHITARRT STUET W=Tel
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forfieeent wiasrenT garewita ufderr favame ar
RO T qRATNd T &fehes | sTeiereemmT
I T, feer T 9= FHEEr uME UM
Tk, BH T HFOHITS TATq ATT@Tas &,
TRTHIRAL, TR T SATARGRISHATS AT
HaTEsh V=S | ISTRIAgE 37ef STEATHT ThRT
& T At &R araTETe sTfeTaTeT HeTe
VU §5 | GARHIG STIaveh &
iafafar wTe U gl wiaemT g ae
HETRIdeh] heddT T @mTiaes g | a&r
STYET GE THRET TS | Toma fammd e
AT ATTHT JUGEHT UM JEERITR T TS
YU JA9EET TRURN STWaEe diawehr
HETEHIAehT houdl TS SEaTs  Adaptive

expectation W= | TSI HShTLehT STUETT W=eh!

e TeATs T {EHTeRT STTT GAEhITashT
SAJHTT ‘Ef & STEeTs Rational expectation
i |

. FATERITART STHETTHT THTE TT T Acdge

¥.2. foem™ gETewifaent & 3T 3 Ewia
UL HROT g | S&ar fammd et
JUNG AR FIUT GEEHIAehl T TGa
U & W WM o S &l T+
Hiehes adenT fawlia afe gerwiider &
e TTUhT S W T e & TS |

¥.3. SEl ®EF Shel o HEEHITGRT X
ITd HIAM TTeS WA FIIATEATH
TeRRTEEe @1 YT @ alel dgd STUET
TES] | T Hhedd ShaTe JETEhITaaRT
3ThT TEIIUT TaT FH &L FEIUT TS |

%3 BTHT ST S T Q9T ST HreT
T HUT A SRS GIRITehT T T¢
STA dfeet = TR T @t S ieeg i
ATHT U7 T IexTel QT fohet gqam
YIS | T8l Tal W= JEhia
I | T T STAT TS THIAT a7 W4T
I T FT STUET TS |

%% T T THRT FHAREERT qae T SATATHT

ﬂi\o& HUTAT HLh A dedd T SYTATGTHT TR

gigen! wTe o qUTSe Ui a%g T Rt

SO /U T S THE

oo S QATAT T T ATt STgam fsft

&l I T HaTeh! o Jesas | T av
T T3 Afeeia dae J R ™
TE TheIHT ool TNeh! T A9 T&dTd
TNehT TEASHG 3 ST BT ekl
SATATET TGTITHT TS TR TEwel B 9TST
FETS A & WU TRIT | JERT Fov=aT
THT STER 27T STSTHT 68 T ATeheeal et
SITATERT W 6 | SATATET T ShHGT
dHol Scllad lild deldd glel cdlfiden]
FHIUTST GETEhITT TG oTeed | GRHIa
dgd  HAYT  HERmIdeRl  STUETE
TG T THeT HEAWHIA Sl AT
AT FHoliehl T TES | I favaenr &R
avreeen  Tifgs ifaer  gerewifaeRrt
STUEATHT TR A ILTT THHT G |
T ST fshTeNAgE JTEEHT T Iy
TSR &SI HHehe® TR @ISTHT TAT
TJheEdth ST ShH SQHT Il HTTHT ThT
TaOwUTETE UTed g TGRT © | U STET F%dT
gfgenge fau~T UfiEReT §1 WUH =X
UNERETE T 9T g+ fafaeh stermesas
TEJEEH! WG T | Tel df THaREEeh
TG T HAThT HIT &t JEHIT a1 9
afT JO GERIARNT STUmT o
@fq TR 3TEX Td | foafer agenT
SRR T0qUT &eTTs §a |

¥, TSTRAT @HT UehT3 T U et uaTeisht
et foT wT s wwmT Uiy o e
g T T ITITEeh! HHUTCT ITHbTE%et At
e @ite T U 9qfd dgg | @
STY{HT GeRRT AT gl 99 oI Ihg
&9 | FETR A7 TeqEReh] YT i AT
afT o7 Ihg g 10T TGS |

¥. % faTqehT  gUImT SRl Aqcd el
TETEhITaRl & TR==0T T THeheh! aT
T JEIUHI  UTEIehl TR TATHT HTTRT
FTEATT U ETEhIaehRl 3T0eT o
T YETEHITT 68 | HoaEatH T STt
TTHT SASTEITT ATT=adr SETIEs |
rfafardar YuAT SMIETRE, SAFETah




HTthe® T GLhIATS HiasTehT SATHT ST
ST hicTS UGS | JTSTehT I Hool
FEl AV HfA §® W THBA TG
el TR T SFSHTeecATs aelenlefi
EBIAT T4 hSATE U6s | STl Tl auy
AT JATEAT STATSHTEE AT 7]
ATHT SIS T g THIEET T8R!
AN AT AFGS I ITGAH TH ahicd
TS | TR 9™ aoie TSHT T, &L T
TSTEareh! YATHT T T hied Ues | Tl
fareaent rfquar JeTeenT GETEhITa fRreor
T TEeheRT NI Tl R T WTeh
ISTET 1 15+ |

¥, HTYRUIGAT  ITHIRRIEE  HETEhITdeh]
yeRTied gr favarm weaq | faewfera
IR ITMIRIEE WA STTH T T
T (Perceived Inflation)] ETEHITAehT
T USRTIST 9T & 3 Jel ueh! TqHH

TGS T I8 &1 i GRTEh TR STeT
IEGS | JGRT YW HRUMT & ShiawmT

ST § R g T HaT Hod aenrsT

& THRIATS HT | |

. AEERIfAR U HEEhId ICAT T
qHTE

ETEhITqeRil  3TUer  o7ifa wiasmr
HEhIaehl & d68 o T8 H~ G
AT AT 3TER U | Afd JERwifashT
T TGS Y YT qUAT T AN §68 T
I Wl STUETT YUHT GeTd HIT 988 | 9% T
HaTehT ITHIhTE%eT WITSHT Hoof ag favaraer
el SAEEET 3 @ig T TEEsd | 36
el 3ieehl 3TN ©@= 9G® | qEd el
TEEHIa d€S | afg Ifewel goor TgeT STvaT
THT SAHHh TG FRISes, | I8 g
FEEIMT UM SRUNERe &0 HoIa|T a%g T
HaTh! ITHIT T ATE | HHT el averg
JEHId @ Ufasraehl T Ry @& SIgER
X UNER STHIT Eeichl SHawIT 7o S{TUHT

fou | afe gerwifar o sqge 1 < ufdv,

© yiqeTd W u srferaeeRt faf=T e
qfq Aftheehl  GAEHIGRRT 97 dGe
ST YT A T helka®y 3geel U9
T TeT3Es | IS 85T 1 THaec
SATATET, TSI | SATATE TG SHAGT T
faoiar wfe garewifashr ot Tee ST STe TuAT
FARHhT TEATs TSI T WITH T Jed o9
T2q ST STUET T | 9t TaT a%g T Hamehl
AR AT 52 oTees | TEehT 3T IcqTe-TqT
T Ueed Ul AR 3cUeT 23T
IqTeee | S e 9t SAfhee SUSHI g
HHTSHT & | ATHT THIEET T ST TateT
AT HETohT STEETA® ST e | Ui St
It AW Phillips & T 2¢%2 3f@ 234w

= 3car grer WWehl Tery feRraient fo |
1T GATERITeRT 3T 3o HUAT SUSTIhT &
w0 g | Tl 3= e giger mef &t
syfqehgeel USHIRT U3 gl 3fteeet a&g T
HaTehT T &3 gTeT EEhITden! &t 3o g
T SRISTTRIT & H § | 31 AR ST
SISTTRIGAT &0 H 8 cIid il T SSTRAT
SIfehehl HEAT A g Il BHEEe SATATET
TSGR STHel el HTgehgEeh] AT de
§TTeT T %] T TRl W1 €8 | Phillips 3T
T STEIIT FHEITA TSR] STERIHT AT
ST Ukl R | @ | 290 @I GHAT
3o GETEhIT T 3o sRISTIRT Ueh 92eh U
FHROT T STFIGEITAT Stagflation gfgu
GICIC WWWPhilips Curve &I
srefyTrEfEteT faf=T STERAuT YR 7T oTTet |
TRTEHIaehiT STeTTeT TR HHTHT SR oS
O T T 2200 T IERAT WUHT 3= T
TR AT G TTURl GETEhITdare STgda
TTRWeRT &1 | 3t STSTemT Hegaeni faa Hifa
IS TNT ATI TIETROTel JERhITdeh!
R agq S YT TR FRUT ITHAT T
Ferde aeht T SOl et gmfeTa @wr
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afeteshr PRI | THRT FHRUTRT T RUTS
A G 2%0 HT HEEHITT HE-=0mT s+
dienuehr ol | w8cr favaen wfawr awmenr
FAIT Soheeel ERhITAHRT STHETRT T
THHT ATNT TS0 T AT B | HaT
sehg®el TYATIAT daR T+ T SRUREr (Afear T
&), ST &, ek &  fagesdne
T SHERT fei TRT & | T 3T
SIS THd TETasT T Hifgen Hife fmfor
T 6 | GYH TS SRR &gl §d
held fsEwl @ difgsw Hifq fmfor T ygE
YR 3 HdeuEre uTed g1 STUET rewelt
STHHRIATE HTHTRT & | T8 TagddT TRAsh!
Fag d6 fod dw o sheaer fafrer
AUkl ATEIHETE  HARITARRT  STUEThT
ST T Teh! & | IXANATEhT GEEhITdehir
eI ey STFeRRT T @men=T, it @,
feehI3 g, STETE T HATRT Uie ST forTet
T Yk SATEHT T&0T T T4 | qdafurer
STRTHY i AT g GEEHITA T AT Iy g4
TETEhIT el SaNaRehT STUEThT SR
s | IO =Ednash THT 4 HERwia
ige s HTUTER, BTUHT e TEAEE
T grf e FEOHIEE ScaTiaaediT att
0T TGS | ANTHT Ule aueiE a9 auae
TETERITTRT G i & A~ T foieware
S fams | a8 W ScaehesdiT Uk
ST SATRIE T ST arareRer T asg
T TaTehl TEaMT U TTd TES=ET qi Tafeqor
TES | FALUTETE UTed SRR Hifges e fmfor
T 3T TS |

SR/ATH T S THMER

%

STEER

BTCTeRT THEEAT il Fehgkenl T Higsh
fifqerr @ ITT  AEREIAERT STaTens
T TR © fRAfR  gEREIfaeRT @ wH
T A STUET hH T 9GS | JqaHT g
T TR ETEhIA T GETEhITashRT STU&T T
WTHT Wiz ATTFRIgeans [l Aiqel 3=
3eY Sl 3Tides ghg T fadtr wenfaea wem
T TEd JeS | GERhITdenil STU&Tel Jrediash
HATERITAHT STER T GTeT JoIuT SATHed hiaw
T &2 1T dlohehl SEYIHT TohITcHeh a1 FehTIcHh
ITEX TS | Hifgen Aifderl STad 3ee YoamT
TqTiIed A Teg WT ATa HoIAT ETiee
famT TweRT =1 ILTIRE ST oMide gfg T
USITRT @& 90 gad | Tt i
faamerr orfsr gfg famr g4 | o8l geamm
TTiea SR TR AT Siecterrel T
JTGa T3] UM UGS | YT AT THTHT
TelehTett 9T Tl ST g gTeT TSATRY
FETI Tfeha | AT, ToIeaqtdT IALTETS THT
TR IhT ATATEUT g gTeT STTRIe: Jhgent arexr
T T @R | JoIwT ST WTHT Hifgw T
farfar TareRoTT e g4 gTel a9 SRt
fauter T afeer g7 |

e qrEa
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The importance of inflation expectations , Speech
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Research, Mumbai,
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1.

@il SiRdd I JuRd_IHI™I gftcdior

=T

ShiiEEEehT AmHAT TREgHT g7 | AT STfamessh!
e HETTI g FHaRT sfoh qu ot deemgsent
STeETTIe HRISTRAT Tidehel THTE TR & |
farfier weemT shifeaw gg a1 sty feg smaffed
(Inherent) dca g | TE Siienes W
TSI T TehHT JTehT JEEhT Toed GATHT Ao
TS ¥ T2 FY T THehen! GUSHT 1T &7 ST |
T 9 ey T w7 Tifey fa s woar
I HeTetel AleEH FeH TR | e Stitad
FEEIIT I T-gieid Swale qramed T daga
&9 | Shifey raemoeT Tt el s qer faxdiT
HETehT FoelTeTeh AT 350 SAaEATIehate] SIGHeRT
qfe= (Identification), AT (Measuring), HAJTHA
(Monitoring) T THI=0T (Controlling) (IMMC)
TS IR T 3UFh Aifd, Arlex, wEifd, deae
U9 STTfeEE depdT /TS Affdere wied T
AT TES | AT T T R Saweee geemer
AN TReh! WA JreHT a1 SredTs WHfa
AR TIRAT qF THIes | faedia demehr
a9 @rel SiiEHes a7 IMMC T8
TATIRT FHT 90 T Tee Wbl & | &6
SohehT TomTeleh T 3od SAGEIATIRT ST HETT
FHEAT AT SHTGHEE S, T STTGHERT STRAT THLT
STHeRR g7 SATawa © | faemm Siiawshr fasemm
T ISR EgEd IMMC - &R T
TR H&ST g1 9T afEws | 3cpe Wi, Hifd
T R a1 @y W ST ReRT @uent
ST 3fad gFale FTEIT 9 S qoT
faretr deemaeeT AT SR STaET ST3aH |
Sy T =rer A g yTeaaeel TR 37 dieH

* FFRT [ETH, AT T dF |

——@ GiQHIUUGO foRIGIT*

RITERITT 3TITRT U §79 | el = ey saemae
af & |
AT ARIH TGEqT

oAl SHTEH AT TE-EET ==l T 377
ol SITGH S=ehT 3 &l ¢ =T Tas=mT omer g7 STedt
T | Tl il felaTeh! sad SehehT TRl BT
SHITSTT HfaT TAT SATST TG¥HITERT HRUETS sohel
AT FRIG T T HIqUT STTEATAT siehenl YSTmT
T & Y THEe fefa T aett Sty @ | et
SEH  FIEAORT e SAINEGHATS  GHTEISTT
(Adjusted) TG FHSAT STGH TFEUIISHATS ITIH
TIET HEH T uﬁwaé (Rate of Return) Fl'l'sc
Tl SIS Tego & | Y it SitEn T
I SETRT SHATEF-EIATS T bl ST
T UE® | eIl SIGH SIS TaT TR ol T
FRERERT 37 grqul shoft JISIferareTs e
TN TR HUSUSEE SHISH TodTedsh { 3=
ST Tt f T Tuds |

FAT FRGH AGEATIAHRT GERUT (TFafrera Tedmmt
FiEHUTE)

Fsfieh! JEATT UFHAT siarT Business Unit sTe
§IUSS | I UhTSel Fsiiehl Goaieh el Jaferd O,
et eTgehT AT UTerT T8 eTT reel =T
IR ITATHEEATS U1 HATH UGS | hsfiehl
PrgICT] et Probability Default/Probability of
loss HE Probability Default s wrafeRar fer
s |

- ST =TT HHE AT AMEH THREAE g TS |
I TehTgel Ui eterd U, fem, fmes gt
T TG 31 I TATIGE HHAATS STEIAT
T el Tepfd T{Es |

% 3ff afierreae fagms /o3



JUT TR I FAT T THRIEAE qr1e

g1 TGS | I9 TS FHIGHT HETSIA TS, 3T

MY FHITSTT T, ferfae gre, Fstiehr ST

T, hofleh] UL T2e TTTHT &l Folleealls

YAl TehTHT STYAT hRATRIhT ATHT Taohriee T

U313 T TGS | TH TERISTT ShoTioh! TURTHT 8T

JTUHT SHoTTeeehT AT ForamHeh TehTrent faeTgaR

g T ST AT ST T FRiehT Ui grTe

TS | 3Ih 3ool@ TRUSHT Frh fafes ad

THISHT 3T el HEGEAs S TSI Tedd

TTNTHT B |

*  Loan expiry dates.

e Mortgage expiry dates.

e Credit facility annual review dates.

* Fire and other insurance policy expiry
dates.

*  Loan collection follow-up dates.

*  Provisional periods for ongoing monitoring
of rewritten and restructured loans.

Borrower company / firm’s tax arrears
dates.

Inventory valuation review dates.

ém qT forilTr HEITEeel ol SIT@H AThaTars

ST T HTIGUSEE ST §-a | T

dr JE SIS g e |

(i) Set objectives and responsibilities.

(i1) Set credit risk guidelines

(iii) Loan applications are analyzed against
established credit criteria then credit data
and other information are collected.

(iv) Measure and assess credit risk. Credit
information and credit analysis are properly
documented on standardized forms.

(v) Make credit decisions. Credit decisions are
made and approved by appropriate staff,
with the appropriate authorization and
accountability.

(vi) Allocate provisions and capital charge.

5% /AU L S AT

(vii) Bank should be delegated formal lending
limits in accordance with their lender
credentials/experience.

(viii)Loan funds are disbursed through proper
channels, with proper safeguards against
theft or fraud.

(ix) Monitor credit performance on regular
basis.

(x) Generally, loan renewals are subject to the
same criteria and credit evaluation process

as when first approved.

IRy Socl@ T THITSTHRT HHgeaTe Holiclls
favaeq /g7 AT gEal SheRdd SITGHS
afe, Ao, ST T ReS0T T HeheRT & ar
T GUTITE ST TEuT Tu g |

Al T HAHT HEgTAqUl aTdeR

(%) Ftten! g awT favama 7 @ foxfi
ToEuT T 3T YETEEeh! STTERHAT Fsiichl HfaT
qAT SATS BT T He HIcgeshl favetyuT |

(@) Current risk profile : FUTIhT T FHoliehl g%r
UETehT Risk Profile §IUA® | Holiohl TEa=el
et JTehT ST fashrer qe SR farshraeht
STTEATEATS THL B & |

() ofler GiET qUT TS BT Mehl famra
T/ SAfCERE T dchld U eIl
AT T SATST YThHT 7T &TdTh! favetsoT |

(=) FHHT AT YEdTd TTRUHT Terms and
Conditions 3T fagesor |

(T) FHSATwT AMNT T TR GLETUTEEehRT
ffad, Loan to value ratio LTV, Tl A3SHT
LUTETE 3313 Guaavr fashl T afey ar
g |

(=) Fofiehl ARG T FATTICATERT forveisor |

(®) =i Scor@ TRUeT fawTes ares i
AT SETIRT Specific factors T i fagersor

T g




(1) Internal Factors

Financial Risk:
Assessment of the existing financial
position
Assessment of the excepted/future
financial position

Accounting quality

Business Risk

Market position

Operation efficiency

Management Risk

Management business expertise

Payment records.

External Factors

Condition in the respective economic sector
of activities.

Economic trends in the industry of activity

FAT AR (A e
(%) fercir ferazorgent favaaeaarr &+

FS HeAToh okl AT SAEwIH T
farfer faaoree afa wwuet ag a1 Fofienr
SETIHAT AFER ol forawores q@m ey
qUHT KUMRT el T THTR  eFaaT
(Repayment Capacity) TS et ufT ferdr
qUeIUTeh]  STATAT S@T  UTITHeRAT  HTUeh!
e | | U U St 3T, fadye
. R F AT A, R B WU (4) FH ITEUE
(M) e & eW ARGHTHR! FHIATS
Repayment Capacity/Cash flow T SATRAT
HTS 9T YaTE T Gfehel el TETe wiasmT
fahfaa JemeRT S STl Yool TS
IR FKOMRl IAHH T Wia=ehl T8
vareh ferfa T ot fadee  emaETe
ferioor g afes | wiasmT sofreeer fa<dia
faatureesh! favaeamT gig g Siar et
HoTeh T ff g8 W TR STt urerfehar
IR B T T bt e =K oy 31y
TR &l faxfir STReTTs Hehd TR SfEws |

GRT AT Foftent forfter foamoreear oq
ytaera favame T dfeh SR T HwTor g
i ord & |

farmaent weet facfiar feacoeeR fagaaraamn
afeafz 7 7 Ja@ T T T qEE
Q= afhr Rt

sk Ui el yoTTetteTs ferdT gRervrer
I ST Wh! FTRT D | holiepl MU
fefar enh uf sraETier FwmT faar grarmen
AT oaes dfear gufer T faed
faeroT @I 31T werERes Q@ i
TG TRl HeATeh T TS |

% aur facfim @en vt @9, 2083 ®T
TERT Y\9 T TTEAT ATE Sohgeel AT
gfvfE=aar

F 1T Tl Sien! draT qIT SATST
qehTed BT TH ToaaT STgell SR
| TTSHAT QT T faar geeaoT ferer
T 3T IW THAM HST AT TTTERT
AT Th Sfa=s | g Seheehl fed
TN g IEAT BTG ATEIT HHTHT T
SRTEEHT il I G U150 | FTe® Siq Siiq
qresft &8 S cafa cafa faiesanr feaarr
gRINfd g AT T Aifara sreTee v
ST STATERUT TR G5 | It Shofiohl odidht
™ ugfqar fadr grevTeRT gUW SATeRER
M1 UMl e FaT® a7 qrEarsHmel
TS &7 LEUTeh! HI=IAT IISe S | 39
STTEAHT Fsfiehl HeAhd &I Probability
Default/Probability of loss ey Probability
oflossﬂﬁmﬂfqaﬁTﬁﬂ’ﬁWI

&R 3ff aferreae fagmrs /oY,



4.

FFOAT AT HHEEATE TATHT JWTSA  TeiehT
S | I el ROl HOHT a1 BHegen faxiar
foreruTeent favamiadr age T8 UrefsiamT
G §¢ ST S | TSIk STREATRT 3Fret
gTaTY 3T Jiea 3=a gAue qRTeAT
eIl o1l Hodioh HOTTET T SheT: 3T
ffea TqEenT §¢ ST HUET STTETE! g7 Afeh
FTEAT T B |

Credit Risk Mitigation Process

(%) weITAITaTARTEg% [ (Comprehensive)
§IES, SHE! FRUCT &l well  arre

foiagenT aRERiar T UREEar ®EE g
AR |

(@) Ft wiepia qrawet ATIRUEEE Well-defined
RRREEN

() AT HEATeT EF WY Prudential credit
exposure limit &1 T fr @ geer
JTHT Loan portfolio & AER ufaures
holl T, ST eIl HHT, hTfersh arsen
SATYTHAT qF THUHT Hsll JHT, 37T NSH
YR SEIfSTRT shott GaT 371 dieM T JEeTTs
HeeTersh affaer et saaT frafad et
TREART Tq S 968 | S&T ol Jae
JUHT &S FHoIT TR T T6s |

(o) o yaeqrenr fafr=r esmEET Eeiiars
fafaefieror Tus | deTe w@mTfas FoET
Fell SREHATS I T Hed JE |

(T) T Tepident 3TTafereh shsiiehl SfehTd T et
Tl HHT SR T |

(&) @elt wiehd T HrF uTfafer s quhler
T FRETY Credit Risk Officer @18 Fag
TS | TEIT TedTerer g sy fecartad
TS ST TE |

w1 AT TS @ (Credit

Authority Delegation Framework)

(%) Credit Risk Officer At &eil &ftpfd T

5% /AU T S qHER

9,

YT (SCBN T &) |

(@) rede UIh! STHTAT Credit Risk Officer
TRt hell Eelepid T JoTTe |

() g‘éﬁ'—ﬂ Credit Risk Officer & &SIl wiiepd
T T |

() St Afafdene el e T Jore |

(z) afepuenr diurermel et Wi ™
el v R sEend fa vef
(FaTerent faeiter guTTefiaT a7 ugfder smdehar
qITCHT ) |

(&) &eft  wiepa T oAfeqart  arfeuer
ST gru= T alfshuenl ol EimT
THHHI Yo WiavawwaT HIehT Ha il
HIEAATS Toeleish Fiafdel TeeishT TR
T Gohra fa goTredt |

(®) diferushl UeTiehRicl wiehfa MehT = afT
#FSge  Random Sampling T SATYTCAT
HoaTere aiffael GEEeRT TR T/ b
fa wefer |

(ST) Sig-qeeedT Soll Lffpld T Ul ST
FUNe fehg, Tae TTehe, TaUAE, T (Retail)
ahott, T et faae=T ot ahett e1fe (AaTetent
foreter qoTTeftaT AT UEfder SR UTUHT B) |

FA! ARGH AIEIIAHT ToATAF Ry
et

BN

(%) et ifq T grfesta ufskam, Wede I
anifeatts frafad ueT JEetieh T |
(@) Fait feqarer diuens  fafga omr
TAIFAH T |

(TT) YREAUTRT HOTSIT qUT Fhegears fafid
FI SRR T |

() Industry wise 3sTt SATeshi=d Exposure @18
Tt omT e T |

(S) SATST T HiaTeT HTGT THIhT FholTeeehl FFHTHS
ar aredariier a1 ATt FUET GAIEIR
T |



(9) T SR @olihl  gRHT  TGRT
FRATERERT TITAHT T |
(B) ATEfeIsh TIHT IAT Yo dT oo FUTEEehT Fall
IS RIS T |
Portfolio Wise aholigeells STTfeish &IHT
QTR T |
(%) arfier  Soie/FEASHT  SHITSHRT ol
gigent aTfier oedr T aTEdfaesh Iuctfsten
HEATeRT T |
() AT ATEAIART  FEEET AT
AQIHEIT T ATET AT ST edTaehT
TTe%eTTs qaTeshdTehT |1 H=Te T |
(3) FT ATEATRT  TEEET  GUSETERT
AR HIFIqEEATs  daTEhdThT AT
T T |
(3) TFHE T HeprIEEe STgH THREgehT ar
ST T IHT Foll Blseiaedls TG T
e T ek TastarTe graaieh 7 ot
T &R |
(8) Credit Unit, Credit Risk
Unit/Credit Administration Unit g&dlE
=AS @Rl S GEET WUH! $ a1 8,
= gRel S qTET T GehehT & dT
WWWW(OVGrSight)WI
(o) sgdifehe FRER SFdvidenl @Te) YSfienT
HisaTae® (Stocks) T~ faseeaTe qouteh
TS O |

(1)

Business

. frerd

oIl S FaeTo foxfia &rsiehl Terveer
TEqul M & | FSIR! ST faEdr ar
Teurfer, TS, Scated, aufterTa wTT T STgfd Srear
ISTEEHT TS I 16w v ol womefias foxfiar
TTTIeaHT ATt affe ST | | 233 i afeqor

7eft ufermet fofer Hehe 81 AT Roouloc 2fE
HYH T SRS TR WUHT ot Hehe 81,
Af go Geheah! FId ol SET ¥ Wl fEws |
Fell STEHATS IUTH SHATE SATEATIT T TEFaT
forfer giehe fafrder @e w=r 5 ywiora swgaehent
B | ol SHIGHeRT HROTATE 9 ek qoIT SHEH<
FAEE 22 (Insolvent) TeahT 3Tehi ISTETEE
T | T Sk RITESRGE d% auT foria
HEATEEhT o1l AT, Holl UTHAT, 3T HSEATIH T
fafy, sett s T fagmor 71 afeerr enfe waife
& o &, IHRT HTIGUEEE TATCd U1 TS 3
B a1 &, A TTCATEEA HEATRT FHoll STTGHATS
SWYTH TFATS ST T Hehahl & a7 &4 ¢ AF
T TS Soh GUUTESEtel TR0l T 579 |
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Salary and Wage Rate Index (SWRI) in Nepal : An
Introduction

Background

Nepal Rastra Bank (NRB), the central bank of
Nepal, established in 1956 under the Nepal Rastra
Bank Act, 1955 is the monetary, regulatory and
supervisory authority of banks and financial
institutions. With the pace of development in the
financial systems and to cope with the emerging
challenges, the NRB Act was re-enacted in 2002.
To reflect the dynamic environment, the functions
and objectives of the Bank have been recast by
the new NRB Act 2002, the preamble of which
lays down the primary functions of the Bank as:

+ to formulate necessary monetary and
foreign exchange policies to maintain
the stability in price and consolidate
the balance of payments for sustainable
development of the economy;

+ to develop a secure, healthy and efficient
system of payments;

* to make appropriate supervision of the
banking and financial system in order to
maintain its stability and foster its healthy
development; and

» to further enhance the public confidence
in Nepal's entire banking and financial
system.

As stipulated in the NRB Act 2002, there are
multiple goals and objectives to be achieved by
NRB. Amongst them, one of the major objectives
is to maintain price stability in nation for
sustainable development of economy. Achieving
a low and stable inflation is the prime goal of
monetary policy of NRB.

NRB, since its inception, has been collecting
different economic and price statistics and
publishing them on monthly basis. As an
economic advisor of the government and monetary

* Deputy Director, Nepal Rastra Bank.

eeeet)  Durgesh G. Shrestha*

authority of the country, NRB has given utmost
priority to the price statistics as price statistics
is an important economic indicator which gives
glimpses of economic situation of the country
and thereby helping in achieving the goal of price
stability.

NRB has been computing three different types of
indices, Consumer Price Index (CPI), Wholesale
Price Index (WPI) and Salary and Wage Rate Index
(SWRI). Among them, CPI has been taken as the
main indicator of measuring the aggregate change
in general price level i.e. the inflation while WPI
measures the wholesale price movement of goods
traded between the corporations, rather than
goods bought by consumers. Likewise, SWRI
measures the changes in the salary of employees
of different institutions and changes in the wage
prices of labourer engaged in different sectors of
an economy over a specified period of time.

SWRI in Nepal

"Salary" is defined as a form of periodic payment
from an employer to an employee that has been
specified in an employment contract or employee
by-laws of an organization. It is a fixed amount
of money or compensation typically paid on a
monthly basis to an employee by an employer
in return for their work performed. Likewise,
"Wage" is defined as a fixed regular payment
earned for work or services carried on, typically
paid on an hourly, daily, and weekly or piecework
basis according to contract. It is a compensation
given to a hired person for his/her services.

Each and every person involves in some kind of
economic activities as employment or labourer
in different institutions or different sectors of an
economy like agriculture, industry, construction,
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etc. in order to generate income for their
livelihood and existence of their family members.
The changes in salaries and wages influence
a wide range of such economic activities. So,
a continuous watch on salary and wage prices
becomes necessary for the smooth operation and
regulation of current economic policies as well
as for the purpose of future planning and policy
formulation.

In order to find the changes in the salary and wage
price, a statistical device called "Salary and Wage
Rate Index (SWRI)" is used by NRB. This device
is used to gauge changes in the salary and wage
prices over a period of time and to measure the
directional movement of salary and wage for a set
of selected groups in the primary markets.

Salary Index : Major components and their
respective definitions

Salary is something that remunerates by an
employer to an employee. It is simply a fixed
amount of payment at regular intervals, usually
in monthly basis for services like clerical and
professionals as per specified in the employment
contract. Following are the major components
with their respective definitions, which are taken
into consideration while constructing the current

Salary Index.
S.N. | Components

Definition
Salary prices provided to the
civil servants by government as
remuneration and allowances.
. Salary prices provided by public
Public . .
2. C . corporations to their employees as
orporations .
remuneration and allowances.
Salary prices provided by banks

1. [Civil Services

B.a nks gnd and financial institutions to their
3. |Financial .
Instituti employees as remuneration and
nstitutions
allowances.
Salary prices provided by Nepal
Army and Army, Nepal police and Armed

police force to their respective
employees as remuneration and
allowances.

Salary prices in the form of
remuneration and allowances,
provided by Tribhuvan
University, Government schools
and the Private Schools to their
respective teaching professionals.

Police Forces

5. |Education
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Definition
Salary prices provided by the
private business and industrial
organizations to their technical
and administrative staffs.

S.N. | Components

Private
Institutions

Wage Rate Index : Major components and their
respective definitions

Wage is the amount of money or anything in kind,
which is paid as a return to a labourer or workers
for work done and usually figured on an hourly
or daily or weekly or piecework basis. Following
are the major components with their respective
definitions that are taken into consideration while
constructing the current Wage Rate Index.

S.N. | Components Definition
Wage prices received by the
1 Agricultural labourer or workers including
| Labourer kind that are involved in the
agriculture sector.
. Wages and allowances provided
Industrial . .
2. by the Industries to their labourer
Labourer
or workers.
Wages and allowances provided
3 Construction | by the construction agencies to
" |Labourer their labourer or workers involved
in the construction related works.

Salient features of the current SWRI (2004/05
=100)

e The current Salary and Wage Rate Index
(SWRI) is being published since 2005/06
with 2004/05 as a Base Year.

e 2697 percent weight is assigned to
Salary group and 73.03 percent weight is
assigned to Wage group.

e The Laspeyres' Weighted Arithmetic
Average has been used in calculating the
current salary and wage rate index.

e For constructing the salary index, prices
are collected from different institutions
of major 6 groups while wage rate are
collected from different 11 market centres
once at the end of each month.

e Altogether 40 price quotations are
collected for the salary index while 396
price quotations are collected for the wage
rate index.



Components of SWRI

(@)

(b)

Base year

It is one of the major components while
constructing the SWRI as it reflects the
average changes in the index during the
review period in comparison to the base
period. The base year for the current SWRI
2004/05 (2061/62). Twelve month's
average salary and wage rate are taken under

1S

consideration for the base year's salary and
wage rate.

Weights

Itis a pre-requisite for constructing any index.
Weights for current SWRI have been divided
and assigned on the basis of population
engaged in employment excluding self-
employment. Group-wise and subgroup-wise
weights for SWRI are assigned as follows:

Salary Sector ‘Wage Sector
1 |Civil Service 1 |llam 7 |Birgunj
2 Eubhc . 2 |Bhadrapur | 8 |Pokhara
orporations
Banks and
3 |Financial 3 |Biratnagar | 9 |Bhairahawa
Institutions
Army and Police .
4 Forces 4 |Janakpur |10|Nepalgunj
5 Edup ation 5 |Kathmandu | 11 |Dhangadhi
Institutions
6 |Private Institutions | 6 |Lalitpur

(d) Number of Price Quotation
Altogether 40 salary quotations are obtained
from six different public and private
institutions while constructing Salary Index
and 396 wage rate quotations are obtained
from different 11 market centers containing
66 quotations from agriculture sector, 132
quotations from industrial sector and 198
quotations from construction sector.

S.N.| Groups / Sub-groups Weight S.N. | Institutions Price Quotations for Salary Index
c Officer | Non-officer | Total
Overall Index 100.00 I Civil Service 1 1 B
1 Salary Index 26.97 ) gubhc ' 5 5 10
— - orporations
1.1 Civil Service 2.82 Banks and
1.2 | Public Corporations 1.14 3 |Financial 4 4 8
Institutions
1.3 | Banks & Financial Institutions 0.55 Army and
14 4 & Police F. 101 4 Police Forces 3 3 6
: rmy ¢ Fofce Frorees : 5 |Education 4 4 8
1.5 | Education 10.55 6 frlyate' 3 3 6
1.6 | Private Institutions 7.90 nstitutions
: : Total 20 20 40
2 Wage Rate Index 73.03
21 Agricu Itural Labourer 39 49 Market Price Quotations for Wage Rate Index
S.N. Center | Agricultural | Industrial | Construction | .o
2.2 | Industrial Labourer 25.25 Labourer' | Labourer’ | Labourer®
1|l 6 12 18 36
2.3 Construction Labourer 8.29 o
2 |Bhadrapur 6 12 18 36
3 |Biratnagar 6 12 18 36
. 5 |Birgunj 6 12 18 36
For the construction of Salary Index, salary 6 Kathmands 6 0 T 36
prices are collected from different six public 7 |Lalitpur 6 12 18 36
and private institutions while for constructing 8 [Pokhara 6 12 18 36
Wi R Ind . 11 d 9 Bhairahawa 6 12 18 36
age Rate Index, wage prices are collecte 10 [Nepalgun] 5 D T 36
from different 11 market centers. 11 |Dhangadhi 6 12 18 36
Total 66 132 198 396
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' Each quotation comprises male and female labourer.

2 Each quotation comprises of four classifications based
on skills of labourer as high skilled, skilled, semi-skilled
and unskilled.

3 Construction group have been divided into 3 sub-
groups namely Mason, Carpenter and Worker. The first
two Mason & Carpenter sub-groups have been further
classified as skilled and unskilled labourer while the
Worker sub-group has been divided into male & female

labourer.

(e) Formula
The Laspeyres' indexing method has been in
used while computing the current Salary and
Wage Rate Index. The Laspeyres' formula

used by NRB in constructing the index is as
follows:

5 SWRn

SWRo

X 100 X Wi

SWRI - _
2. Wi

Trends of SWRI in Nepal

where,
SWRI = Salary and Wage Rate Index
SWRn = Salary and Wage Rate of current period

Wi = Weight of the particular groups / sub-groups
SWRo
> Wi

Salary and Wage Rate of base period
Total Weight

(f) Price Data
Price data are the basic inputs collected on
monthly intervals from the sampled price
quotations for the construction of reliable
Salary and Wage Rate Index. Reliable price
data should be available for constructing the
representative and trustworthy index.

1. SWRI since implementation of new series with base year 2004/05:
Salary and Wage Rate Index (Annual Average)
(2004/05 =100)

Wage Rate
Year Overall Salary Wage Rate Agricultural Industrial Construction
o, o, o o, o, o,

Index Chzﬁlge Index Ch:;ge Index Chzf:lge Index Ch:ilge Index Ch::nge Index Chzﬁlge
2004/05 100.0 -l 100.0 100.0 -l 100.0 -l 100.0 -l 100.0 -
2005/06 103.9 39 100.3 0.3] 105.3 53] 106.6 6.6 104.6 4.5 101.3 1.3
2006/07 114.1 9.7 106.6 63| 116.8 10.9| 117.6 10.3| 1181 13.0 109.1 7.7
2007/08 125.2 9.7 118.2 10.9| 127.8 94| 1267 7.8 131.8 11.6| 1203 10.3
2008/09 144.4 15.3] 130.6 10.5| 1494 17.0| 1559 23.0| 142.8 8.4 138.6 15.2
2009/10 169.2 17.2| 157.0 20.2| 173.8 16.3| 1873 20.1| 1583 10.8| 156.6 13.0
2010/11 199.7 18.0| 157.0 0.0 2155 24.0| 2444 30.5] 181.2 14.5| 187.6 19.8
2011/12 254.4 27.4| 1873 19.3| 279.2 29.6| 320.0 30.9] 225.0 24.2| 2503 335
2012/13 277.8 9.2] 1873 0.0 311.2 11.5]  360.6 12.8| 2482 10.3| 268.1 7.2
2013/14 316.0 13.7| 23438 25.4| 3459 1.1} 3924 8.7 293.1 18.1| 2859 6.6
2014/15 342.5 8.4 254.6 8.4 3749 8.4 4227 7.7 3174 8.8 3229 13.0
2015/16 362.3 5.8] 256.7 0.8 401.3 7.1 4575 83| 329.0 3.6] 354.1 9.6
Average 219.0 12.6| 171.9 93| 236.5 13.7| 262.9 15.2| 204.5 11.6| 208.6 12.5

(Source : Various issues of Current Macroeconomic and Financial Situation of Nepal, NRB)

The above table reveals that the growth rate of
overall salary and wage rate index lies in between
3 percent to 28 percent during the 11 years (2005
- 2016) of period since the implementation of
SWRI series with 2004/05 as a Base Year. During
the period, the growth rate of SWRI has been
maximum to 27.4 percent in 2011/12 contributed
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by increment in salary index by 19.3 percent and
increment in wage rate index by 29.6 percent
whereas the growth rate has been minimum to 3.9
percent in 2005/06 constituted by salary index of
0.3 percent and wage rate index of 5.3 percent.

While analyzing the trend of salary index, the
maximum salary increment was held in 2013/14



by 25.4 percent. This is due on account of hike in
pay scale of civil service by 18 percent together
with increment of salary in public corporations and
private sectors as well. Similarly, the maximum
wage rate growth was held in 2011/12 by 29.6
percent contributed by increment in wage rate

2. SWRI with Growth rate (2011 — 2016):

in agricultural sector by 30.9 percent, industrial
sector by 24.2 percent and construction sector by
33.5 percent. While comparing the growth rate of
wage among these three sectors, agricultural sector
has higher growth rate followed by construction
sector and industrial sector respectively.

Salary and Wage Rate Index (Group-wise)
(2004/05 =100)

G Weight Overall Index (Mid-July) Growth Rate (%)
R (Percent) 5011/12 |2012/13|2013/14|2014/15|2015/16 | 2011/12|2012/13 | 2013/14|2014/15 | 2015/16 | Average

1. Overall Index 100.00 | 254.4 | 277.9 | 316.0 | 3425 | 3623 | 274 | 92 | 137 | 84 58 | 12.9

1.1 Salary Index 2697 | 187.3 | 187.3 | 234.8 | 254.6 | 256.7 | 193 | 0.0 | 254 | 84 0.8 | 10.8
Civil Service 2.82 | 236.5 | 236.5 | 309.6 | 340.7 | 340.7 | 187 | 0.0 | 309 | 100 | 0.0 11.9
Public Corporations 1.14 | 208.6 | 210.0 | 263.4 | 287.3 | 290.1 | 27.1 0.7 | 254 | 9.1 1.0 12.7
E}‘;‘:ﬁu‘f‘ioﬁga“dal 0.55 | 290.6 | 290.6 | 417.6 | 4462 | 457.7 | 424 | 00 | 437 | 68 | 26 | 19.1
Army & Police Forces 4.01 | 2279 | 227.9 | 304.9 | 3324 | 3324 | 265 | 00 | 338 | 9.0 0.0 | 13.9
Education 10.55 | 207.8 | 207.8 | 268.1 | 295.8 | 300.2 | 19.1 0.0 | 290 | 103 1.5 12.0
Private Institutions 7.90 | 1113 | 1113 | 1113 | 1113 | 1113 | 8.6 0.0 0.0 0.0 0.0 1.7
1.2 Wage Rate Index 73.03 | 279.2 | 311.4 | 3459 | 3749 | 4013 | 29.6 | 11.5 | 11.1 | 84 7.0 | 135
Agricultural Labourer 39.49 | 320.0 | 360.9 | 392.4 | 422.7 | 4575 | 29.1 | 12.8 | 87 7.7 8.3 133
Industrial Labourer 2525 | 225.0 | 2482 | 293.1 | 317.4 | 329.0 | 298 | 103 | 18.1 8.3 3.6 | 14.0
Construction Labourer 8.29 | 2503 | 268.2 | 2859 | 3229 | 354.1 | 31.8 | 72 6.6 129 | 9.7 13.6

(Source : Various issues of Current Macroeconomic and Financial Situation of Nepal, NRB)

The above table shows that the average growth
rate of overall SWRI for the last 5 years of period
remained at 12.9 percent constituted by salary
index at 10.8 percent and wage rate index at
13.5 percent on an average. While analyzing the
growth rate of salary and wage rate index on group
and sub-group basis for the last 5 years of period,
the contributory factors for increment in salary
index are the increment in salaries of employees
of bank and financial institutions followed by
army and police forces, public corporations, civil
service, among others. Similarly, the contributory
factors for increment in wage rate index are
the increment of wage rate in industrial sector
followed by construction sector and agricultural
sector respectively.

Conclusion

NRB has been collecting different economic
and price statistics from the initial period of its
establishment. It has given utmost priority to the
price statistics as price statistic is an important
economic indicator which gives glimpses of
overall economic situation of the country and
thereby helping in achieving the goal of price
stability as stipulated in NRB Act 2002.

In order to achieve this goal, NRB has been
computing three different types of indices
like Consumer Price Index (CPI), Wholesale
Price Index (WPI) and Salary and Wage Rate
Index (SWRI). The CPI has been taken as an
official measurement tool for measuring the
aggregate change in general price level i.e. the
inflation. Similarly, WPI measures the wholesale
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price movement of goods traded between the
corporations, rather than goods bought by
consumers while SWRI measures the changes in
the salary of employees of different institutions
and changes in the wage prices of labourer
engaged in different sectors of an economy over a
specified period of time.

The SWRI is as an indicator which helps the
government and institutions at public and private
sector to trace the directional movement of salary
and wage in the market and to make economic
decisions regarding the salary to be paid for
their employees and wage rate to be paid to the
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labourers involved in different sectors of society
in conjunction with the inflation level as shown
by the Consumer Price Index. Since the present
SWRI with base year 2004/05 has crossed almost
12 years and needs to be updated in corresponding
to the present economic situations, NRB has
planned to conduct the new SWRI survey in
the near future in order to make the current
SWRI more representative and trustworthy by
improving and expanding its scope and coverage
in terms of variety of institutions at public and
private sectors, no. of institutions, market centers,
variety of labor market, weights, etc.



Stock Market of Nepal: A Journey to Automation

Capital Markets

Capital markets are markets that consist
of long-term securities issued by the
government or by corporations. A capital
market typically relates with financial assets
which have life spans of more than one year.
Capital market is a means through which
scattered saving and investable resources are
converted into actual investment. It is one of
the several factors that play a prominent role
in the economic development of the nation.

Saving institutions such as banks, investment
trusts or companies, specialized financial
corporations and stock exchanges are some
of the important constituents of capital
market. The primary role of capital market
is to allocate an economy’s capital stock
among various productive sectors. Capital
invested in these sectors acts as seed
money and generates more funds for further
investments. No modern corporation of any
size can function effectively without ready
access to capital markets at affordable cost.

Stock Exchange

Stock exchange is an entity that provides
services for stockbrokers and traders to
trade stocks, bonds, and other securities.
A stock exchange also provides facilities
for issue and redemption of securities and
other financial instruments, and for payment
of income and dividends. Securities traded
on a stock exchange include shares issued by
companies, unit trusts, derivatives, pooled
investment products and bonds.

To be able to trade a security on a certain

*Director, Confederation of Nepalese Industries (CNI)

) Hom Nath Gaire*

stock exchange, the security must be listed
at the stock exchange. Usually, there is a
central location - at least for record keeping;
however, trade is increasingly less linked to
such physical locations as modern markets
are electronic networks, which have the
advantage of increased speed and reduced
cost of transactions. The initial offering of
stocks and bonds to investors is by definition
carried out at the primary market while
subsequent trading is carried out at the
secondary market.

A stock exchange is often the most important
component of a stock market. Supply and
demand in stock markets is driven by various
factors, which, in free markets, affect the price
of stocks. There is usually no compulsion to
issue stock via the stock exchange itself, nor
must stock be subsequently traded on the
exchange. However, stock exchanges are
part of a global market for securities.

Nepal Stock Exchange Limited (NEPSE)

Nepal Stock Exchange Limited, abbreviated
as NEPSE, is the only stock exchange of
Nepal established under the Company Act
and operating under the Securities Exchange
Act, 1983. The history of NEPSE began with
the establishment of Securities Marketing
Centre in 1976 under the Industrial Policy
1974 in order to facilitate trading of
government securities. It was converted into
Securities Exchange Center in 1984 under
the Securities Exchange Act 1983, which
started listing and trading corporate securities
from that year. It was again converted into
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3.1

NEPSE in 1993 under the stock market
reform program, one of the components of
financial sector liberalization program of the
Government of Nepal (GON).

The basic objective of NEPSE is to impart
free marketability and liquidity to the
government and corporate securities by
facilitating transactions in its trading floor
through member, market intermediaries such
as brokers & market makers and clearing
agency. The GON, the Nepal Rastra Bank
(the central bank of Nepal) Nepal Industrial
Development Corporation (NIDC) and
member brokers are the shareholders of
NEPSE.

Members of NEPSE

Members of NEPSE are permitted to act
as intermediaries in buying and selling of
government bonds and listed corporate
securities. At present, there are 50 member
brokers, one central depository company
(CDC) and 2 market makers, who operate
on the trading floor as per the Securities
Exchange Act, 1983, rules and bye-laws. In
addition, more than 200 sub brokers are
working under different member brokers.

Besides this, NEPSE has also granted
membership to issue and sales managers
and securities traders(Dealers). Issue and
sales managers work as managers and
underwriters for public issue of securities
whereas securities trader (Dealer) works
as individual portfolio manager. Although
members are permanent in nature, the tenure
of membership is one year. The license
should be renewed within 3 months after
the closure of the fiscal year. If not, it can be
done within another three months by paying
25% penalty.

Access to the Market

Participants or members are subject to the
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4.1

right to trade on the exchange. In order to
ensure fair and efficient use of market, as well
as to ensure its financial integrity, NEPSE
has been permitting only those entities with
access privileges to trade directly on the
exchange. Generally two types of access
rights are in practice: i) trading rights,
which may be either full or restricted, and 11)
settlement rights.

An applicant to become an access rights
holder of the exchange must file an
application at the exchange and demonstrate
its compliance with the applicable minimum
legal as
Individuals/ institutional investors that do

well financial requirements.
not hold access rights may trade on the stock
market only through an entity that has trading

rights.
Trading Rights

Trading Rights are the authorities granted
by the stock exchange to the different kinds
of market participants. Such rights may be
restricted to some categories of products as
specifically authorized by the rule of state.
For example, access is restricted to, among
others, derivatives, foreign exchange, equity
indexes, grains, livestock, coffee, energy, and
metals. Full and restricted trading rights may
be held by either individuals, who must be a
national of the concerned country and should
meet the stipulated age bar, or entities, which
must be incorporated in the same country
and duly authorized under given instructions.
In order to maintain their access, right
holders must meet minimum professional
standards with respect to their supervisory
and compliance authority. Such personnel
must demonstrate their competence through
a testing program administered by the
authority and by meeting minimum required
documentation and educational standards.



4.2

5.1

Settlement Rights

Settlement rights refer to authorities granted
by the exchange and regulator to enable
participants or trading right holders to use
the clearing and settlement systems managed
by the exchange or the Clearing House
(CH) permitting clearance and settlement
of transactions. All settlement rights holders
must be national legal entities with their
headquarters or offices in stipulated place.
Settlement Rights can further be divided into
different types which keep on changing time
and again according to the requirement.

Trading System of NEPSE

The trading mechanism of stock exchange
differs from one exchange to another based on
government policy, availability of resources,
infrastructures and technology. Similarly,
some limits might also be placed on how
they are operated by the government. The
mechanism of trading that an exchange uses
is important to investors because different
mechanisms lend themselves to different
trading volume limitations and pricing
behaviors. The trading mechanism/system
of NEPSE has evolved from a very primitive
form to internet based semi-automated form
and is in the verge of being converted into a
fully-automated one.

Open-Out-Cry (Manual) System

Open-out-cry is a method of communication
between  professionals on a  stock
exchange typically on a trading floor. It
involves shouting and the use of hand
signals to transfer information primarily
about buy and sell orders. The part of the
trading floor where this takes place is called
a pit.

In an open-out-cry system auction, bids and
offers must be made out in the open market
giving all participants a chance to compete

for the order with the best price. New bids or
offers are made for efficient price discovery.
Exchanges also value positions marked to
these public market prices on a daily basis. In
contrast, over-the-counter system (market)
is one where bids and offers are negotiated
privately between buyers and sellers.

Since the establishment of Security Exchange
Centre in 1976 to its conversion into NEPSE
in 1993, securities (stocks) were traded via
over-the-counter system. Once the trading
floor of NEPSE was developed, open-out-cry
system replaced over-the-counter for regular
trading. However, since late 1990s, the
main method used to communicate between
traders was telephone and email to some
extent. NEPSE replaced “Open-Out-Cry”
system by semi-automated computerized
trading system in 2007.

Figure 1: Open out-cry trading system

Open Out-cry Trading System

Buyer Seller

Broker Broker
Trading Floor
of NEPSE

]
Buyer |

5.2 Semi-automated Trading System

—
| Seller

NEPSE introduced semi-automated screen
based on online trading system on 24th
August, 2007. In this system, transactions of
securities are conducted using the internet.
The NEPSE trading system is operated
through Local Area Network (LAN) which is
called ‘NEPSE Automated Trading System
‘(NATS). As a result, open auction based
stock market of Nepal upgraded to an order
driven market.

In this trading system, the buying broker
with the highest bid will post price and his
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code number in the buying column, while
the selling broker with the lowest offer
will post its price and code number on the
selling column on the platform (window).
The market makers quote their bid and offer
price through their own window before the
system starts. Once the bid and offer price
match, transactions between the buying and
selling brokers or between the brokers and
market makers are concluded on the system.

Trading Engine/Software

Electronic trading systems, developed by
various software vendors have been used in
stock exchanges throughout the globe. Some
popular fully automated trading systems
are based on the ATOS/Euro next trading
platform, MT/4 trading platform etc. Some
exchanges have internally developed their
own trading system, which may include all
of the trading features that were available on
the original trading system.

NEPSE has been using the trading system
which was developed by Nepali engineers
in cooperation with a South Korean
consultant. NEPSE is providing the central
order processing facilities for its trading
system and authorized users are required
to trade through their own workstations by
purchasing front-end software supplied by
the exchange and verified by the country’s
respective authority. Users are able to link
their workstations directly to the systems to
facilitate more efficient processing.

The current trading engine provides order
matching service that has to be through
a technical testing before the software is
declared operational. The trading engine has
to be approved by the Financial Information
Exchange (FIX) Protocol. Access to the
trading engine 1is limited to authorized
trading right holders only. Each trading right
holder of the exchange is required to place
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6.2

filters on the gateway that apply to the trades
of each market participant. If such a filter is
set at zero, the market participant’s orders
are systemically prevented from entering the
matching engine. Thus, the exchange would
be able to prevent executing any and all
transactions in contracts which they are not
permitted to trade on the market.

Software Trail and Audit

The trading system of stock exchanges
should complete an audit trail of all orders
entered into the trading engine and all trades
that are executed before starting live trading.
In this regard, the following information is
required to be included on orders submitted
to the trading system: (1) security category;
(2) company; (3) purchase or sale; (4)
customer ID; (5) quantity; (6) limit price
(except for market orders, and other similar
order-types).

The trading system should automatically
record the time of, and retain a record of,
each entry into the system.

Thus, the trading system retains a complete
and accurate audit trail of all activity on
the engine. All relevant data are retained
for years in an electronic storage medium.
Confirmations of orders successfully entered
into the trading system are automatically
generated and sent to the authorized traders,
as are confirmations of all matched trades.
These confirmations should also be captured
automatically and retained as part of the
permanent audit trail. And the trading engine
(software) is audited and verified on a regular
basis.

Reliability and Security

The hardware specification for the trading
engine should include spare, backup power
sources, which are provided for the data
centers where the servers are hosted. Trading
system provides reliability functionality,
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making it possible for system administrators
to configure multiple instances of a matching
engine for an instrument or group of
instruments.

Likewise, the trading should
include a security system that provides for
user authentication, confidentiality and
information integrity. The security system is
responsible for: (1) maintaining the database
of currently certified users; (2) authenticating
certified users as they log on; (3) distributing
session keys as part of the login process; and
(4) maintaining a list of currently logged-on
trading applications.

system

Information Dissemination

Stock Exchange should disseminate trading
data  (prices/quotes/market  depth) to
authorized users and general investors via the
trading system and, more generally, through
third party vendors, such as Bloomberg and
Reuters (in western markets). Authorized
market users also have available to them a
summary of the market user’s activity during
that session, including the market user’s
orders entered during the current trading
session and completed trades. Additional
information such as daily high, low, open
interest and volume should be distributed
publicly.

NEPSE Website

The kinds of information described above are
also distributed and archived on an interactive
website. For example, intra-day last sale,
quote and volume information including
vital information are incorporated. At the
same time, the website has inbuilt features to
create graphs and charts of different indices
and price of individual companies.

Apart from the official website of NEPSE,
data and information about the Nepali stock
market are also disseminated through a
variety of channels such as private websites
promoted by banks, investment companies,

7.2

some professional institutions (one good
example is www.sharesansar.com) and the
media. First, the economic and financial
newspapers were connected to the NEPSE
as well as all brokerage firms including
some distributors and interested clients.
Alternatively, pursuant to the no-action relief
provided herein, various electronic flash
boards have directly been connected with the
exchange and displayed in major malls and
corporate streets of Kathmandu Valley.

NEPSE Mobile App

NEPSE has launched its own official
mobile application called ' NEPSE MOBILE
APP' that facilitates easy dissemination of
information to users. The application has
been gaining popularity with the increase
in number of smartphones Users. The app
has emerged as a convenient means to
provide accurate and timely information to
prospective investors so that they can get
information about major indicators of the
stock market and make informed investment
decisions. The app enables users to view
live trading, stay updated with events,
profiles and index fluctuations of individual
companies and provides details of stocks
traded by brokers on a daily basis.

Figure 2: Semi-Automated Trading Mechanism of

Stock Exchange (NATS)
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Future Plan

Nepali Stock Market is very small compared
to other neighbor countries. However,
capital market plays a vital role in the
economic development of a
country. Being a capital deficient
country, Nepal has to make every

effort to mobilize available capital

Buyer/Seller

the project will be completed within one
year. Once the automated trading system
is developed, authorized users of trading
engine may transmit orders directly to the

Figure 3: Trading Process in Fully Automated Stock

Exchange

Buyer/Seller

effectively. Securities are financial l - l
assets and securities (stock) )
k h . d Trading Trading Member

markets are mechanisms create g Exchange B '

ili i (Server) -
to facilitate exchange of financial [ Clearing House | —» Clearing House | _
assets. Therefore, the market 5 v 5
exists in order to bring together Market Maker :

.. Trading Member 7y Trading Member
buyers and sellers of securities. R ¥
Capltal market‘l‘s the mechanism Buer,Seller Buyer/Seller
designed to facilitate exchange of

financial assets by bringing orders

from buyers and sellers of securities together.
Stock market has been a global phenomenon
in the present world regardless of the size of
any particular region.

Understanding the importance of capital
market for country's economic development,
NEPSE has been working to upgrade its
trading system into a fully automated one.
In this regard, NEPSE has already paved
the way to develop automated online trading
system. If everything goes as per the plan,
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Trading Engine by their own computer and
even mobile device through the internet. A
non-trading right holder may transmit orders
directly to the trading engine if authorized
by a trading rights holder. Non-access rights
holders may also transmit orders using the
automated order routing system (AORS)
of the trading rights holder. Trading rights
holders providing or using an AORS must
comply with certain order validation and
recording requirements.



Mobile Business in Nepal

1. Background

A mobile phone (also known as cellular phone,
cell phone and hand phone) is a device that can
make and receive telephone calls over a radio link
while moving around a wide geographic area. In
addition to telephone, modern mobile phones
also support a world variety of other services
such as text messaging, MMS, emails, internet
access, wireless communication (Bluetooth),
business application, gaming and photography.
Mobile phones that offer these along with more
general computing capabilities are referred to
as 'Smartphones'. The mobile phone market is
the place where demand and supply of mobile
phone operates and buying and selling takes place
between potential customers and sellers.

The first hand held mobile phone was
demonstrated by John F. Mitchell and Martin
Cooper of Motorola in 1973, using a handset
weighing 2 kg. In 1983, the Dyna TAC 8000x was
the first commercially available handheld mobile
phone. From 1983 to 2014, worldwide mobile
phone subscriptions grew to over seven billion
penetrating 100% of the global population and
reaching even the bottom of the economic
pyramid. In first quarter of 2016, the top smart-
phone manufacturers were Samsung, Apple,
and Huawei and smart-phone sales represented
78 percent of total mobile phone sales.

Table 1: Market Shares of Top Five World-wide
Mobile Phone Venders

Rank Brands Market Shares (%)
1 Samsung 22.3
2 Apple 12.9
3 Huawei 8.9
4 Oppo 54
5 Xiaomi 4.5
6 Others 46

(Strategy Analytic Report, December, 2016)

* Associate Professor, T.U.

® Dr. Jitendra Prasad Upadhyay*

2. Mobile business in Nepal

Nepal is a developing country with the total
population of 28,513,700 covering a total area
of 147,181 sq km. The total nominal GDP of
Nepal is $19.921 billion and per capita income
is $743. Nepal has been upgrading in the fields
of technology and telecommunication with five
authorized telecommunication operators (Nepal
Telecom, Ncell, STM Telecom, Nepal Satellite
Telecom Pvt. Ltd and Smart Telecom Pvt. Ltd.)

Around 81.72% of Nepal's population uses
telephones. The two major players of mobile
market or GSM service provider in Nepal are NTC
and Ncell. Out of the total mobile phone business
of Nepal, ‘New Road’ (in Kathmandu district)
is the main market area where about 65% of
mobile phone businesses have been set up. There
are around seven authorized mobile distributors
such as International Marketing Service, Neotric,
Paramount, Allied Trader, CG Impex and so on.
Different types of mobile phone brands available
in Nepal are: Samsung, Apple, Huawei, Gionee,
Nokia, HTC, LG, Sony, Colors, Carbon, etc.

Mobile phones are used for different purposes,
such as to keep in touch with family members, to
conduct business and to take care of emergencies.
Some people even carry more than one mobile
phone - one for each purpose, for example one
mobile phone for business purpose and one for
personal use. The telecommunication operators
have also been offering additional benefits along
with basic features. Multiple SIM card facilities
are also available and may even be used to take
advantage of the benefits of different calling
plans. Some of the notable uses of mobile phones
are as follows:

 The United Nations reported that mobile phones
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have spread faster than any other form of
technology and can therefore improve the
livelihood of the poorest people in developing
countries by providing access to information
in places where landlines or the internet are
not available, especially in the least developed
countries.

* Mobile phones have been assisting in cases of
crimes and being used in investigations. The
victims of domestic and other violence have
been encouraged to use it during emergencies.

* The TV industry has recently started using
mobile phones to deliver live TV viewing
through mobile apps, advertising, social
TV and mobile TV. It is estimated that 86%
of Americans use their mobile phone while
watching TV.

* In some parts of the world, mobile phone
sharing is common, as families and groups of
friends often share one or more mobile phones
among their members.

* In many countries, mobile phones are used to
provide mobile banking services, which may
include the ability to transfer cash payments
through secure SMS text messages. Similarly,
it is also used for loan disbursement and
repayments

* Mobile phones are commonly used to collect
location data. While the phone is turned on, the
geographical location of a mobile phone can
be determined easily (whether it is being used
or not). The movements of a mobile phone user
can be tracked by their service provider and
if desired, by law enforcement agencies and
their governments. Both the SIM card and the
handset can be tracked.

* A study by Motorola found that one in ten
mobile phone subscribers have a second
phone that is often kept a secret from other
family members. These phones may be used to
engage in such activities as extramarital affairs
or clandestine business dealings.

* With the growing popularity of social media,
smart phone users have been rising. Likewise,
many app developers have found a platform
and created some revolutionary apps.
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Mobile phones also have some disadvantages,

which are as follows:

* Mobile phone use while driving or walking
on the road, including talking on the phone,
texting, or operating other phone features,
is common but controversial. It is widely
considered dangerous due to distraction and
can lead to accidents.

 The effect of mobile phone radiation
on human health is harmful. Mobile
phones use electromagnetic radiation in
the microwave range, which some believe may
be harmful to human health.

* A study by the London School of Economics
found that banning mobile phones in schools
could increase pupils' academic performance,
providing benefits equal to one extra week of
schooling per year.

 Studies have shown that around 40-50% of the
environmental impact of mobile phones occurs
during the manufacture of their printed wiring
boards and integrated circuits.

e According to the Federal Communications
Commission, one out of three robberies involves
the theft of a cellular phone. Police data in San
Francisco show that half of all robberies in 2012
were thefts of cellular phones.

Mobile business in Nepal has been analyzed

through data collected using questionnaires.

Questionnaires were distributed to 200 mobile

phone users of different groups inside the

Kathmandu valley. In order to increase the

reliability and number of responses, each

respondent was contacted personally to distribute
and collect the questionnaire.

2.1 Respondent’s Profile
In this section, characteristics of respondents have
been presented.

Table 2: Gender and Age Wise Breakdown of

Respondents

Age of Male No.| % | Female | % | Total | %
Respondents No. No.

Below 20 Years 25 125 16 8 | 41 205
20 - 35 Years 46 23 31 155 77 | 385
35 - 50 Years 32 16 18 91 50 | 25
Above 50 Years 22 11 10 51 32 16
Total 125 625 75 [37.5] 200 | 100




Majority of respondents were male - 62.5%
male vs. 37.5% female. Similarly, it is observed
that highest number (38.5%.)of respondents
were between 20 and 35 years in age Very few
respondents (16%) were above 50 years in age..
Male and female respondents in the 20-35 years
age category stood at 46 and 31 respectively.

Table 3: Gender and Professions Wise
Breakdown of Respondents

Professions | Male | % | Female | % | Total | %

Above table shows the different type of
international brands including Indian and Chinese
brands available in the Nepalese market.

2.3 Prices of Different Mobile Phones in Nepal

The prices of mobile phones in Nepal have been
collected from the authorized distributors of
different mobile phones.

Table S: List of Mobile Phones Models with
Different Price Range in Nepal

No. No. No.
Students 39 19.5] 28 | 14 | 67 |335 Brand/Price | Below [ 10,000 ] 30,000 - | 50,000 [70,000 [ Above
Government | 21 |10.5 10 5 31 |15.5 10,000 - 50,000 - - 190,000
Employees 30,000 70,000 | 90,000
Private Co. 45 225 21 105] 66 | 33 Samsung 3 7 3 5 2 2
Employees Apple - 2 2 2 3 3
Retired and 20 10 16 8 36 | 18 Nokia 15 15 2 2 2
House Wife Micromax 2 8 3 3 -
Total 125 [62.5] 75 |37.5] 200 |100 Lava 2l | 4 -
Majority of respondents were students i.e. 33.5% Sony Xperia | - 7 ! ! ! !
followed by private sector employees i.e. 33%. \C/“ieocon ;‘ ; 1
Government employees, and retired employees L:n(:)rjo 1 5
& housewives were comparatively less in number Xolo - 5 I
i.e. 31 and 36 respectively out of 200. Male Karbon 36 11 .

respondents in private companies were high
whereas female respondents in students level was
high compared to other groups.

2.2 Mobile brands available in Nepal

Large number of mobile phones brands are
available in the Nepalese market. Chinese brands
occupy big market share in the Nepalese mobile
phone market. This is because of their low prices
which go well with the low income customers of
Nepal. Besides, Samsung is the leading brand in
the mobile phone market of Nepal.

Table 4: List of Mobile Phone Brands Available
in Nepal

International Brands Indian Chinese
Brands Brands
Samsung Colors Fly
Apple Karbon Huawei
Nokia Spice G-Five
Intex Micromax DTC
Sony Xperia Lava MI
Lenovo Vediocon Bird
LG Kivi -
HTC Opho -

From above table it is cleared that Samsung,
Apple and Sony mobile phones have been
expensive phones where as Colors, Karbon,
Lava, Micromax and Videocon brands have been
relatively inexpensive mobile phones.

2.4 Sales of Different Brands Mobile Phone in
Nepal

Table 6: Weekly and Monthly Sales of Different
Mobile Phones

Brand Weekly | Monthly Percentage
Sales Sales (Monthly)
Samsung 558 2,790 22.46
Apple 315 1,890 15.22
Nokia 343 1,715 13.81
Micromax 186 930 7.49
Lava 109 545 4.39
Sony Xperia 117 585 4.71
Videocon 96 475 3.82
Colors 415 2,075 16.71
Lenovo 23 115 0.93
Xolo 50 250 2.01
Karbon 210 1,050 8.45
Total 2422 12,420 100

(Source: Weekly/monthly Sales Survey on December, 2016)
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The table above shows 22.46% and 16.71% of
mobile phones sold on December 2016 have
been Samsung and Colors respectively. This
figure shows that Samsung is the leading brand
in the monthly sales data brand while Colors is
following close. Here Samsung is the market
leader whereas Colors is the market followers
and other brands are the market audience in the
mobile phone market of Nepal.

2.5 Types and Price of Mobile Preferred by
Consumer

To get the answer of types of mobile phone
preferred by mobile users (based on age and
profession), the question “Which types of mobile
phone do you use?”’was asked. The table given

below exhibits response to this question.

Table 7: Types of Mobile Phone Used by
Consumer

Mobile Types | Numbers | Percentage (%)
Smart Phones 152 76
Keypad Phones 48 24
Total 200 100

(Source: Market survey, December 2016)

As can be seen from Table 7, Majority of
respondents have been preferred Smart Phones
i.e. 76%. Only 24% respondents preferred Keypad
Phones i.e. 48 out of 200 respondents

Table 8: Types of Mobile Phone Used by Respondents (Age Wise)

Age of Respondents Smart Phones Keypad Phones

Male Female Total Male Female Total
Below 20 Years 25 16 41 - - -
20 - 35 Years 40 24 64 6 7 13
35 - 50 Years 22 10 32 10 8 18
Above 50 Years 10 5 15 12 5 17
Total 97 55 152 28 20 48

Around 76% respondents preferred smart phones.
More that 50% respondents below 35 years
preferred Smart Phones i.e. 105 (41+64). There
was no one below 20 years who preferred Keypad

Phones. Very few respondents (24%) chose
Keypad Phones i.e. only 48 out of 200. Majority
of respondents in the above 35 age group preferred
Keypad Phones i.e. 35 (18+17) out of a total of
48.

Table 9: Types of Mobile Phones Used by Respondents (Profession Wise)

Professions Smart Phones Keypad Phones
Male Female Total Male Female Total

Students 39 28 67 - - -

Government Employees 12 6 18 9 4 13
Private Co. Employees 40 18 58 5 3 8

Retired & House Wife 6 3 9 14 13 27
Total 97 55 152 28 20 48

All respondents in the ‘Students’ group from the Retired & House Wife’ group, preferred

preferred Smart Phones. Majority of ‘Private
Co. Employees’ also preferred Smart Phones
ie. 58 out of 152 respondents. However,
majority of the respondents i.e. 27 out of 48
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Keypad Phones. Similarly, respondents from the
‘Government Employees’ group preferred both
types of mobile phones.



Table 10: Price of Mobile Phones Used by Respondents (Profession Wise)

Price in Rs. Students Govt. Employees Private Co. Retired & House
Employees Wives

M F Total | M F | Total | M F Total | M F Total
Below 10,000 4 3 7 2 2 4 - - - 7 10 17
10,000 — 30,000 13 10 23 9 5 14 4 2 6 6 5 11
30,000 — 50,000 11 8 19 6 1 7 11 6 17 4 1 5
50,000 — 70,000 6 4 10 2 1 3 12 6 18 2 - 2
70,000 — 90,000 3 2 5 1 1 2 10 4 14 1 - 1
Above 90,000 2 1 3 1 - 1 8 3 11 - - -
Total 39 28 67 21 | 10 31 45 21 66 20 16 36

Majority of respondents i.e. 51% from every
group preferred mobile phones costing between
Rs.10,000 to Rs.50,000 i.e. 102 (54+48).
Specially, respondents from the ‘Private
Company Employees’ group preferred high
cost mobile phones that ranged from Rs.30,000
to above Rs.90,000. There was no one who
preferred mobiles that cost less than Rs.10,000
in this group. Similarly, no one from the ‘Retired
& House Wives’ group preferred mobile phones
that cost more than Rs.90,000. group., Majority
of respondents from this group preferred mobiles
costing less than Rs.10,000. Respondents from the
‘Students’ and ‘Government Employees’ group
preferred all types of mobile phones. However,
majority of them preferred mobile phones costing
between Rs.30,000 and Rs.90,000

In a nutshell
The major findings of the study are given below:

e ‘Smart Phones’ are the current leaders in
the mobile market - 76% people preferred
smart phones.

e Students and private company employees
prefer smart phones whereas retired and
house wife prefer keypad phones.

e A large number of people ie. 67.5%
preferred smart phones costing between
Rs.10,000 and Rs.70,000. Out of this, 27%
and 24% people preferred smart phones of
the Rs.10,000-Rs.30,000 and Rs.30,000-
Rs.50,000 price range respectively.

e A large number of Karbon mobile phones
lies in the low price level of less than

Rs. 5000 while large number of Apple,
Samsung and Sony Xperia models lies the
high price level starting from Rs.10,000 to
more than Rs.90,000.

e In Nepal, Samsung phone has the highest
market sale i.e. 22.46% and while Colors
is in the second position with a market
share of 16.71%.

3. Conclusion

Consumer behavior towards the mobile phones
in Nepal is very positive and their wants and
demand are upgrading. Nowadays large numbers
of consumers are using smart phones and wish for
new features and extra benefits in their phones.
The devices have helped people in doing their
daily activities comfortably and conveniently.
In Nepal, the mobile phones market is growing
with around 74.33% of the total population of
Nepal engaged in the mobile phone services.
There are different brands of mobile phones
available in Nepalese market, among them,
Indian and Chinese mobile phones have captured
major mobile market share of Nepal due to their
comparatively lower cost. Majority of Nepalese
people are attracted towards the ‘Smart Mobile
Phones’ that cost less but provide different types
of features.

Samsung and Colors smart phones are the leading
brands in the mobile brand in Nepal and occupy
the first and second position respectively while
other brands in the market are Apple, Nokia, etc.

kKR
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Philosophy of Nepalese Foreign Trade : Export Promotion
or Import Rationalization?

Background

Trade means exchange of goods and services
among trading partners. Foreign trade is defined
as exchange of goods and services among trading
partners across nations. It is an opportunity for
nations to take advantages of global products.

In ancient period, there used to be limited
foreign trade of Nepal with Tibet and East India
Company. As an attempt to facilitate bilateral
trade, King Pratap Malla made a ‘Treaty of Peace
and Commerce’ between Nepal and Tibet during
1645 and 1650 A.D. when Bhim Malla was
assigned the peace mission in Tibet. This treaty
was a milestone in bilateral trade between Nepal
and Tibet. It ensured the extension of the then
Nepalese trade to Lhasa without any duties and
charges. Nepali silver coins named “Mahindra
Malli” were brought into use throughout Tibet
and Tibet was supposed to make token payment
annually in gold or silver for the coins'. Later
in 1856, Nepal signed another treaty called
“Thapathali Treaty” with Tibet. This treaty also
focused on avoiding trade barriers imposed to
Nepalese merchants in Tibet. In an attempt to
facilitate bilateral trade between Nepal and East
India Company, ‘Friendship Treaty’ was signed
with East India Company in 1923 A.D. During
that period, 95 percent of Nepalese foreign trade
was concentrated to India. The ‘Treaty of Peace
and Commerce’ was signed between government
of Nepal and India in 1950 A.D. The latest renewal
of this treaty took place in 2016 A.D.

* Assistant Director, Nepal Rastra Bank.

eetl) Khageshor Bhandari*

Currently, Nepal has been a member of many
regional and multilateral trading organizations
such as the World Trade Organization or WTO
(since 2004), South Asian Free Trade Area
(SAFTA) since 2006, Bay of Bengal Initiatives
for Multilateral Multi-Sectoral Technical and
Economic Co-operation (BIMSTEC) since 2004.
Nepal has signed many bilateral and regional trade
and transit agreements in quest of minimizing the
cost of foreign trade and optimizing benefits from
it. Nepal has also signed Bilateral Investment
Promotion and Protection Agreement (BIPPA)
with six countries - the first being signed with
France in 1983 A.D. and the latest being signed
with India in 2011. Besides this, the Government
of Nepal (GoN) has made required legal and
institutional set up in order to facilitate foreign
trade as well as to accommodate multilateral,
regional and bilateral trading agreements in the
trade policy of Nepal.

The GoN has also made significant planned
efforts to expand our trade. Especially, the
government focused on export promotion through
its first periodic plan. Most of the periodic plans
concentrated on export promotion policy along
with increasing market access. Some focus is also
found to have been given towards rationalizing
imports and import substitution policy in our
planned efforts. Only second, third and fifth
plans were conscious about import reduction.
There may be various reasons behind this out

This article is based on non-empirical study of data and literature. It seeks to highlight the present scenario of Nepalese foreign trade
and the problems associated with it. The views expressed in this article are author’s personal views.

1 https://en.wikipedia.org/wiki/Pratap Malla#Relation with Tibet
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of which the liberalization policy, consumer
right, commitments made to the international
agreements etc. could be important reasons.

In recent years the government has signed
an agreement with government of India for
simplification of Modalities for Traffic-in transit
between Nepal and Bangladesh through the
Kakadbhitta-Bangladandh corridor and use of the
Vishakhapatnam port of India by Nepal. Similarly,
the GoN has also signed an 'Agreement on Transit
Transport' with the People’s Republic of China.
Collective Trade Mark of Nepali pashmina
shawl has been registered in 47 countries. The
new trade policy 2015 has been implemented
with the objectives of expanding domestic and
international trade with active participation
of the private sector, promoting the trade with
sustained bases, diversifying trade, reducing
trade imbalances and coordinating trade and
other sector to expand employment opportunities
in order to enhance contribution of the trade
sector in national economy. The Government
has also brought Nepal Trade Integration
Strategy 2016 by updating the earlier one with
the objective of strengthening trade and export,
product development, supply capacity of priority
products, infrastructure, institutional capacity,
trade negotiations and inter-agency coordination.

All these efforts have contributed significantly
in growth and diversification of our trade sector.
However, the growth of our trade is uneven in
terms of exports and imports. The increasing
volume of trade is mainly because of increasing
imports. Growth in export is negligible and
diversification is limited to increment in number of
trading partners rather than product diversification
and product variety. The annual data of fiscal
year 2072/73 reveals that our foreign trade has
expanded to 186 countries. The total foreign
trade of Nepal is nearly 38 percent of the Gross
Domestic Product (GDP) of which export is only

about 3 percent of the GDP while import forms
nearly 35 percent of the GDP. Our foreign trade,
especially our import, has been a strong base for
government revenue. The trade sector contributes
nearly 40 percent of total revenue mobilization.
Following are some important highlights of our
foreign trade.

1. The volume of trade: The volume of our
foreign trade has been increasing every
year. However, import has more weight
compared to export. In an average, during
the last decade, the total trade has reached
37.4 percent of the GDP in which import and
export are 32.1 and 5.3 percent respectively.
The share of imports in total trade is 87.4
percent while the share of exports is only
12.6 percent. Import has increased more than
threefold from Rs.214 billion in 2063/064 to
Rs.775 billion in 2072/73. However, exports
have increased only to Rs. 70 billion from 59
billion, which is not even 20 percent, over
the decade. The average import per year in
the last decade was Rs.486 billion while the
average export was only 70 billion. Table 1
shows these facts.

2. Trade balance: Our trade balance is in
deficit and the deficit has been continuously
increasing. It has increased 5 times over the
decade from Rs. 155 billion in F.Y. 2063/064
to Rs. 705 in 2072/073.An average of last
decade shows that the trade deficit is nearly
27 percent of GDP . We are being able to
finance only 14 percent of imports through
export earning in last decade (Table 1). The
increasing trade deficit is because of inelastic
demand for import and low export base.
Import of necessary goods, increasing income
and remittance inflow, demonstration effect
on consumption pattern etc have made the
demand for import inelastic. Growing trade
deficit is also because of the inappropriate
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philosophy adopted in this sector. Except
in the second, third and fifth periodic plans,
all the plans paid less attention towards
controlling imports. Excessive focus on
export promotion policy without sufficient
productive and competitive capacity in the
economy undermined the need of import

reduction i.e. import rationalization, import
control and import substitution. As per our
capacity, we cannot fulfill the huge amount
of trade deficit through export promotion.
The current need is to reduce the imports
through a import rationalization, import
control and import substitution strategy.

Table 1: Status of Nepal's Foreign Trade

Figures are in billion Rs.

. Import as Exportas | Total Trade as | Trade Deficit Share Export/
Fiscal Total Trade Share of
Year Import | Export Trade | balance GDP percentage | percentage | percentage of | as percentage Import of Import
of the GDP | of the GDP the GDP of the GDP Export Ratio
2063/064 | 213.9 | 59.4 | 2734 | -1545 | 72738 29.4 8.2 37.6 212 783 | 217 27.8
2064/065 | 219.8 | 585 | 2783 | -1613 | 815.7 26.9 7.2 34.1 19.8 79.0 | 21.0 26.6
2065/066 | 2843 | 653 | 349.7 | -219.0 | 9883 28.8 6.6 35.4 222 813 | 187 23.0
2066/067 | 356.7 | 61.5 | 4182 | -2952 | 11928 299 52 35.1 248 853 | 147 172
2067/068 | 390.3 | 62.7 | 453.0 | -327.5 | 1367.0 28.5 4.6 33.1 24.0 862 | 138 16.1
2068/069 | 506.7 | 72.1 | 578.8 | -434.6 | 15273 33.2 4.7 37.9 28.5 875 | 125 142
2069/070 | 613.6 | 77.4 | 691.0 | -536.2 | 1695.0 36.2 4.6 40.8 31.6 88.8 | 112 12.6
2070/071 | 716.1 | 89.6 | 8058 | -626.5 | 1964.5 36.5 4.6 41.0 31.9 88.9 | 111 12.5
2071/072 | 786.2 | 852 | 8714 | -701.0 | 21205 37.1 4.0 41.1 33.1 90.2 9.8 10.8
2072/073 | 7747 | 703 | 845.0 | -704.5 | 2248.7 345 3.1 37.6 313 91.7 8.3 9.1
Average | 486.2 | 702 | 556.4 | -416.0 | 1464.8 32.1 5.3 37.4 26.8 874 | 126 14.4
Source: Department of customs, Central Bureau of Statistics and Author's calculation.
3. Growth of exports and imports: The Fiscal Year | Import | Export | Trade balance
growth rate of imports and exports over the 2067/068 9.4 2.0 10.9
last decade remain uneven and unbalanced. 2068/069 29.8 14.9 32.7
Imports grew by 2.7 to 29.8 percent while 2069/070 21.1 7.4 234
export growth struggled from -1.5 percent to 2070/071 16.7 15.8 16.8
15.8 percent during the same period leaving 2071/072 9.8 4.9 11.9
. . 2072/073 -1.5 -17.5 0.5
aside the exceptional year 2072/073. The
Average 14.3 2.2 17.1

growth rate of imports remained two to
three times of growth rate of exports. .On an
average, our import growth is 14.3 percent
where as the growth rate of exports is only
2.2 percent resulting in trade deficit growth
rate of 17.12 percentage over the decade
(Table 2)

Table 2: Growth of Foreign Trade

Source: Author's Calculation

The market of
our foreign trade has been diversified

Trade diversification:

from traditional markets such as India and
Tibet. As per the annual data of fiscal year
2072/073, Nepal has 186 trading partners
of. Liberalization and many bilateral and

Fiscal Year | Import | Export| Trade balance multilateral agreements have contributed to
2063/064 - - - our trade diversification. Currently, the share
2064/065 2.7 -1.5 4.4 of India, China and other countries is 61, 14
2065/066 29.4 11.6 35.8 and 25 percent respectively. The share of
2066/067 25.5 -5.9 34.8 other countries is not increasing as much as
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expected. However, diversification in terms
of products is limited. Mainly, agro based
and low valued goods dominate our exports.
Few commodities such as carpet, textiles,
tea and coffee, iron and steel products etc
occupy major portion of our total exports. In
fiscal year 2072/073, as per annual data of
Department of Custom, out of total exports of
70.3 billion, 18.6 billion was from agriculture
and agro-based industrial products in which
tea, coffee, mate and other spices contributed
Rs. 8.03 billion. Other major export items
such as carpets and other floor covering
contributed Rs. 8.1 billion. Similarly, export
of yarn, textiles and other textile related
products stood at Rs. 32.6 billion. Iron and
steel and miscellaneous chemical products
are other important exports. This data
shows little diversification of our trade from
traditional pattern. However, in relation to
volume of imports, it is still insignificant.
Still there is domination of agro-based and
low valued commodities.

Contribution to government revenue:
Our foreign trade, especially our imports,
have been a strong base for government
revenue. Total revenue from import i.e. the
total of import duty, VAT and Excise Tax and
Agriculture fee contributes nearly 40 percent
of total revenue of the country (Table 3).

Table 3: Contribution of Import Revenue in
Revenue Mobilization

Figures in billion Rs.

Share of Import

Revenue from | Total Revenue | Revenue to
Fiscal Year | Import* Mobilization | Total Revenue
2068/069 96.2 244 .37 394
2069/070 124.9 296.02 42.2
2070/071 156.6 356.62 439
2071/072 171.9 405.80 42.4
2072/073 192.4 482.74 39.9

Source: Department of Custom and Economic Survey
2015/16

Problems of Nepalese foreign trade;

1. Problem in philosophy: The main problem

of our foreign trade is the philosophy adopted
in this sector. Our policy makers have always
focused on either export promotion or import
substitution policy. Export promotion policy,
without sufficient productive and competitive
capacity in the economy has failed to reduce
our trade deficit. Some consensus was shown
during second third and fifth periodic plan in
order to reduce imports. Unfortunately, this
policy was discontinued and export promotion
as well as import substitution policy was
adopted. Little focus is found to have been
given towards control and rationalization of
imports. Even in export promotion policy,
we are concentrated mainly on agro-based
commodities and some industrial goods that
have little contribution towards reducing
trade deficit. We should have long-term
vision of exporting goods and services that
have sustainable base and inelastic demand
in international market like electricity and
service trade.

Landlocked nature: We lack an easy access
to seaport and are mainly India locked.
Because of the geographical location, we are
facing many difficulties in international trade.
The lack of direct access to third country has
created problem in this sector and we are forced
to bear economic and non-economic cost of
transactions. Recently, India has imposed 4.5
percent of total import value in the name of
insurance coverage on Nepalese imports from
third countries.

. Poor export base: Mainly, agro-based, low-

valued goods dominate our exports. Few
commodities including carpet, tea, coffee,
textiles, chemicals, iron and steel etc occupy
major portion of our total exports. Low level
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of industrialization, insufficient productive
and competitive capacity, elastic demand for
our exports, low quality of goods etc are some
barriers for increasing our exports.

. High import demand: Demand for imports
is increasing day by day. Insufficiency or
Lack of domestic production for daily needs,
development of urban culture, demonstration
effect on consumption pattern, increasing
income and remittance inflow etc have caused
the inelastic and growing demand for imports.
This has been a major problem these days and
therefore requires control or rationalization to
some extent.

. Miscellaneous Problems: There are other
various problems in this sector. Policy
instability, low capital formation, poor
unskilled
procedural complexity, problems in transit and

infrastructures, manpower,
transportation cost, limited use of international
forums to solve the trade related barriers of
Nepal etc can be highlighted as other important
problems.

Recommendations:

1. Change the philosophy: Our current

philosophy of export promotion in order to
reduce the trade deficit should be changed. Our
existing eco-political situation along with weak
productive and competitive strength cannot
contribute significantly for the said purpose
immediately. We need to adopt import control
strategy at least for a few years. Government
policies and programs should take the short-
term and medium-term strategy of import
control or import rationalization while export
promotion may be the third and long run
strategy for now.

. Use of international forums: As mentioned
in above sections, Nepal is the member of
many multilateral and regional trade forums
and organizations. It also has signed many
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trade and transit related agreements at regional
and bilateral level. However, Nepal has not
been able to reap the full benefits of these
agreements. One of the recent examples of this
is the year 2072Indian blockade . Nepal could
not raise voice in these forums for the solution
of this problem. We should be able to play an
effective role in such forums in order to ensure
the right of each other and ensure logical
presence to take advantage of this.

. Import Management

Current situation of imports and alarming
trade deficit has forced us to rethink our
strategy. Only export promotion strategy may
not produce desirable effect in this sector. We
should control or rationalize the imports to
the possible extent. Import of gold, alcoholic
products, tobacco and related products,
luxurious vehicles and other luxurious
products may be some areas of control or
rationalization. For instance, in F. Y. 2072/073,
we imported vehicles worth Rs. 66.2 billion
which can be reduced to a significant extent
if we develop a well-managed and reliable
public transportation.

On the other hand, through strengthening
productive capacity, we should be able to
fulfill at least domestic demand for goods and
services. Annual data of fiscal year 2072/073
published by the Department of Custom shows
that we imported agriculture and other agro-
based products worth Rs. 147.2 billion in which
cereal crops were worth Rs. 39.02 billion.
These can be substituted by domestic products
if we adopt scientific land use policy and
strengthen productive capacity of agriculture
sector. Likewise, we imported petroleum
products worth Rs. 85.1 billion during the same
period. This also can be reduced if we manage
alternative sources of energy and develop an
electronic transportation system.



There should be
consensus on political level on economic

4. Other Miscellaneous :

agendaatleast for policy stability. Development
of conducive environment for business, attract
FDI, promotion of industrial development,
modernizing agriculture, encourage and
protect the innovation, investment in human
resource, development of infrastructure etc
will contribute to import substitution and

export promotion.

Conclusion

Because of various efforts made in the past, our
foreign trade has expanded to 186 countries.
Currently, it has become a major source of
government revenue as 40 percent of total revenue
mobilization is contributed by imports. However,
it would have been better if the contribution of
exports could be as much as the contribution of
imports in terms of revenue. We need to take
the strategy of import control and rationalize to
the maximum extent possible along with import

substitution and export promotion strategy.
Efforts should be made to make the best use of

international forums and take advantage of them.
There should be consensus on political level on
economic agenda at least for policy stability,
creating conducive business environment and
infrastructure development.
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Forward Looking Approach in Nepalese Banks:

Reality and Requirement

Introduction

Banking business is quite a sensitive business
as it plays with other peoples’ money (OPM).
It uses significant amount of leverage as very
less amount of capital is used for big volume of
public deposit and debt. About 80-90% funds are
acquired from the general public through deposits.
These funds are handled by shareholders who
contribute only around 10-15% of total funds.
Further, the sensitiveness to market events and
situation is very high in banking, which makes
banks more vulnerable to external shocks and
turmoil. Therefore, it is essential for banks to
have a proper forward-looking approach in their
functioning.

The resilient and agile financial system remains
a backbone and a crucial sector for materializing
overall development agenda of the nation. Thus
efficiency and robustness of the financial system
remains a priority area of every country. Over
the years, banking has evolved from an era of
general ledger and hand-posted loan payments
to the digital age where account information is
only few clicks away. While much has changed
and banking has grown more complex, it requires
banks to adopt effective strategies, planning and
forward looking approach for successful bank
management.

The approach to forward looking is to have some
concrete and feasible idea of likely future scenario
and adopting the strategy accordingly at present.
The approach simply calls for preparedness, early

@ Lckhanath Bhusal®

planning, future orientation and long-term vision
in order to remain vigilant and agile to any event.
It especially involves managing issues that could
plausibly arise in the future. The idea is similar
to the concept of 'prevention is better than cure.'
It advises early initiation and preparedness for
issues/events/scenarios that could take place.

Yet it can be difficult to look to the future with
so much occupying our present. How do we deal
with issues pertaining to our future, including
possible implications, risks and opportunities that
they may bring? What will be the next crisis to
unfold? How do we respond to new trends and
developments that can be tumultuous to revenues,
profitability and portfolios? These are some
ongoing questions that visionary CEOs continue
to ask themselves in an effort to identify emerging
trends that will impact their banks.

Banks today are exposed to a variety of global
landscapes-all of which are driven by economic,
geopolitical, technological, socio-political and
environmental worldthatwelivein. These different
landscapes expose banks to an accumulation of
rapidly changing risks, which must be managed
in order to mitigate the threat. Having right tools
and capabilities and responding appropriately
to new trends and developments has become
crucial to this end. It is not only digitalization,
cross border transactions, product innovations
and development and ever increasing/changing
customers’ expectation that makes banking
more complicated but also increasing challenges
brought about by people, process and the system

*  Acting Chief Manager, Nepal Bank Limited, Dharmapath, Kathmandu
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itself. Banking today thus requires more astute
vision and execution.

Relevancy of Forward Looking Approach for
Banks

Banks today have to face a number of events
that have positive or negative long-term impact.
Banks that avoid these issues are prone to the risk
of losing their businesses and could ultimately
even face threat of closing down. Effective
management of these issues requires the adoption
of forward planning and execution.

To cope with different situation, the banking
organizations shall adopt long-term perspectives.
The properly articulated vision consolidates
previous lessons learnt, incorporates past
improvement strategies along with reflection
of future prospects. This ultimately could lead
the organization towards the desired direction.
Forward looking approach is important not only
in risk minimization strategy but also in business
promotion/growth strategy so that banks remain

worthwhile over the long run.

Banking business is mostly affected by future
scenario in the economy making its balance sheet
position more volatile to move along the wave
of economy. The forward-looking approach in
bank is needed not only to increase/maintain
profitability but more importantly to prevent and
manage potential crises in banks.

Nepalese banks and regulators have been
practicing more of a reactive approach despite
the contemporary financial world requiring early
adoption of strategies/ways to address the potential
issues. To protect the banking system from being
vulnerable and fragile and to make them able to
withstand any shocks in the future, strategies with
strong long-term focus incorporating the most

likely aspect of future events is essential.

Current Reality

Banks normally moves with current waves of the
economy and ever-changing economic scenario
has made it difficult for the banks to come up
with clear-cut long-term strategic direction. Most
Nepalese banks even do not know exactly where
they are now. Whether they need short-term or
long-term growth prospects. This is the general
state of unpreparedness, lack of proper homework
and assessment of current and future state of
affairs in the economy. This reality has created
problems in their efforts to positive change and
development.

Some financial institutions are characterized
by inadequate risk management practices, poor
corporate governance and high credit exposure
compounded by under-resourced supervision
and weak enforcement of prudential norms.
Operational capacity to manage the fiscal costs
of a financial crisis is limited. Whether the banks
have awaited some triggering events that results
in imminent losses/failures, it is the need of the
day to think about this and take necessary steps
accordingly.

Reports of the World Bank and other international
organization have stated that there are many
instances of ever greening (manipulation) of
balance sheet by Nepalese banks. If this is the
case, this is likely to invite bursts in the financial
system and the economy as a whole. The bank
supervision report of NRB has revealed that
many banks are running after increasing short-
term profitability by taking risks beyond their
capabilities, which is a serious concern as is likely
to endanger the whole financial system. Further
mismatches/weakness as repetitively revealed in
the report include; non-compliance of prudential
norms, weak corporate governance, excessive

risk taking, non-robust credit management,
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inadequate MIS, lack of clear-cut strategic plan,
incompetent Board members, inadequate concern
of the Board toward risk management, oversight
and control, etc. Moreover, many of regulatory
norms are fulfilled just for the compliance
purpose rather than taking it for own internal
purpose, for example stress testing, capital
adequacy assessment, contingency planning etc.
Based on these realities, banks cannot be said to
have headed towards the right direction. In such
a scenario, the NRB as well as banks themselves
should not wait any longer to adopt a workable
strategy to remain successful over the long run.

Despite many efforts of regulators, the global
financial system has witnessed several major
crises in the past, e.g., the Global Financial Crisis
0f2007/08, the Asian Financial Crisis of 1997 that
greatly affected the economy. Actually, there is
no dearth of rules, regulation, policies, strategies
and guidelines with respect to banking operation
in Nepal. Further the NRB has been continually
advising and directing banks to improve overall
performance but still the banks are facing
problems (more than a dozen BFIs, as of date,
have been declared problematic: some banks even
went into liquidation, some declared problematic
and crisis-ridden) of various kinds and they are
facing liquidity and other related problems es
time and again, with the one in 2017 February and
March being the latest one. All these things have
direct impact on the economy and on depositors’
confidence towards banks which can hamper
the credibility of the banking system. Studies
have pointed that these events are largely due to
short-term approach of profit making and weak
corporate governance in the banks themselves.
The weakness on the part of prudential regulation
and close monitoring over the activities of banks
by the regulator further intensifies the problem.

The financial indicators of most banks indicates
no such serious deficiency on the part of their
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performance and condition, but still the question
arises as to the quality of these financial statements
(as reported to have ever-greening features).
The risk-weighted assets (in computing capital
adequacy ratios) is highly likely to be very much
higher than that is reported due to their inherent
risks associated in specific business/exposure.
As a reference to this, larger banks in the world
(such as Lehman Brothers, Merrill Lynch, etc)
appeared sound until they collapsed overnight.
Obviously, the quality of financials counts much
in this context. Further many qualitative aspects
including corporate governance, internal control
and risk taking are other areas of concern for
assessing sustainability of banks. However,
this aspect in most banks cannot be considered
satisfactory as revealed by the report of the central
bank itself.

Our banking system has run over excessive
optimism (everything would be better this year)
without having clear evidence or logic to support
the same. The system mostly fails to learn from
its mistakes and prior bad performances. Most
decisions are ill-prepared and insufficiently
challenged (especially those that are not viewed
from risk aspects). The system also lacks
professional judgment in decision making and
has not developed appropriate strategy to deal
with difficult dilemmas.

The development and expansion of our financial
system over the period is remarkable. However,
the question is whether the system is performing
properly as intended. Its direct contribution to the
real economy and to productive growth is not very
encouraging. Desired improvement and shift from
this reality requires policy intervention by the
government and the regulator. Moreover, policy
inconsistency, conflicting policy provisions,
lack of policy implementation (many initiatives
limited to paperwork), lack of well-developed
mechanism to handle shocks and vulnerabilities,



lack of proper skill/expertise for forward looking
approach are some of the bitter realities of the
financial system. The short-term profit motive
and lack of business diversification signals that
forward looking and long-term approach among
banks is very feeble.

Consolidation is taking place in Nepalese banking
sector and this has apparently improved capital
position which has enhanced ability of banks to
withstand shocks. However, mergers/acquisitions
alone might not be enough to ensure sustainability
of the financial system which is why prudence in
business practice is essential.

Systematic approach to risk management in
Nepalese banking is a relatively new concept
and to put it candidly, there is no well-founded
risk management structure prescribed by the
central bank. The central bank has however,
created well-developed ground for establishing
risk management practice in banks through its
guidelines/manuals as per which banks can adopt
risk management practice based on their size and
complexity.

Increasing  regulatory  pressure, changing/
increasing customer expectation, ever changing
technology and unhealthy competition posing
challenge to their success are other realities of
the current banking system. NRB’s regulation, in
later period, seems to be heading towards micro-
management of banks as evidenced by various
directions, one after another, ranging from fixation
of fees and commission to training of staffs to the
recent move of limiting frequency of change in
interest rates. What might this indicate? Are banks
performing prudently? Obviously, the move of the
central bank indicates that banks are not dynamic
enough to address the needs of the market and
thus the correction is necessary. However, in a
situation where the banks themselves are the key

stakeholders of the system, the distant move by

the central bank alone might not be effective. It
is also on the part of banks themselves to adopt
proactive strategies before they are enforced to
follow certain strategy by the regulator.

Banks normally set their objective of making
profit and enhancing their shareholder value.
Only those banks that execute their vision,
mission, objectives, strategies and action plan
(VMOSA) properly can be considered successful
. All banks seem to possess VMOSA, however,
they don't seem to execute it properly. They either
don't have a clear long-term vision or don't have
practical/functional strategies and action plan to
execute the vision. The situation leads themselves
towards lost opportunities and vulnerability to
shocks.

Way Forward

e This is the age of dynamism and things go
on changing beyond expectation. As banking
is not far from this reality, it needs to remain
agile. Banks will need to respond to various
uncertainties by making bold decisions about
business models and strategies, particularly
with regard to new technology, customers’
expectation and changing business scenario.
This requires proper homework, preparation
and focus with reference to long-term
prospects.

e Future oriented actions such as strategic
plan, annual plan and action plan should
be made mandatory for banks and their
effective implementation mechanism should
be developed. BFIs need to stay abreast of
developments in the economy and consider
how they affect their bank.

e In the banking industry, history suggests
that growth and good returns are long term
phenomena, so banks have to formulate
their current action plan with focus on long
term perspectives in the course of fulfilling

%R 3ff e fagmrs /9 ¥4



shareholders expectation, maximizing return
on equity and achieving targeted growth.

Whether the crux of problem is on the part of
promoters, management or regulator itself,
proper analysis and review of the same with
a long-term perspective is the need of the
day, otherwise vulnerability of the system
will go on increasing. Many facts behind the
closed-door still need to be explored through
comprehensive due diligence so that the
ground realities could be revealed.

Concept of financial inclusion, value-
based banking, risk-based financial returns
and sustainability-focus are some of
recent phenomena in banking. Along with
these momentums, banks have to prepare
themselves to adopt the changes and
development in the economy. It is only the
forward-looking approach that makes banks
able to prepare themselves to successfully
adopt the current/future changes and
development.

Regulator and banks have to consider ongoing
and future development agenda/priority of
the nation as well while setting their own
policies and priorities. What strategy has
the state adopted in different economic
sectors? The assessment may range from
the local or national government to regional
and international level. For example, banks
should work out the needed change in
organizational structure as necessitated by
the current federal structure of the country
(they might need to enter into 3 to 4-tier
organizational structure from existing
2-tier structure i.e. head office-regional
office- branches). What are the policies
of government with respect to meeting
sustainable development goals (SDG)? What
are the policies and strategies towards overall
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development? For example the Fourteenth
Plan has estimated an investment of about
Rs. 2500 billion for achieving the targeted
growth of 7.20%.Similarly, the government
aims to uplift Nepal from a Least Developed
Country to a developing country by year
2022. Similarly, regarding development ofthe
financial sector, the objectives of the recently
approved document on Financial Sector
Development Strategy (2016/17-2020/21)
of the government are relevant. Policies
and strategies in the area of hydropower,
trade, tourism, industry, agriculture etc.
should also be considered along with the
question how will federalism and ongoing
state restructuring affect financial system
and economic structure of the nation? As
these policies and development agenda have
direct bearing on the financial system over
the short and the long-term, banks and the
regulator have to develop their priorities and
strategies accordingly.

To safeguard the huge public funds at stake,
the regulator has to ensure that it has an
effective system of supervision to address
issues and shortcomings in a timely manner.
The NRB has to assess whether the initiatives
undertaken by banks are safe and sound and
whether they are performing business as
per prudential norms. Frequently, repeating
the same direction would produce no result
unless stringent enforcements are executed.
In the long run, this situation may invite
crisis that are beyond the control of bank
and regulator. NRB supervision needs to be
more effective by introducing provisions/
sanctions that are more stringent for non-
complying BFIs.

It is a prudent practice to have insights over
the past and devise smart strategies for the
future. In this course, much can be grasped



from the past financial crisis or events. If
strategies are drafted with due attention of
past events and robust assessment of future
development, much can be done to ensure
better future of the financial system as a
whole. The Asian Financial Crisis 1997
and Global Financial Crisis of 2007/08, for
example, provides many lessons such as:
the need for efficient regulatory system,
emphasis on maintaining market discipline
and transparency, focus on research and
development, timely awareness of assets
bubbles, focus on long-term profitability
over the cycle rather than short-term revenue
generation etc. If the cause and effect of such
events are reviewed carefully, better future
strategy could be developed to minimize
potential negative implications for banks.

The regulator in a true sense should set
the broad pathway for the financial system
and the economy. Banks should not invite
the attention of regulator to bring stringent
regulation against themselves; it would be
quite suitable to have best self-regulation
rather than enforced regulation. Banks need
to opt to go beyond regulatory requirement.
For all this to happen in a true sense, a
comprehensive strategy with proper vision
and long-term focus would be no doubt a
strong weapon.

The later period policy and strategy of the
NRB regarding merger and acquisition and
capital hike has been considered the best
option by the regulator and it is also in the
phase of implementation. However, simply
adding up heads and associated transaction
cannot be expected to achieve remarkable
performance. In fact, acquisition of talent,
acquisition technology and capability is
the need of the day to correct the system’s
delinquency.

Banks should consider digital strategy
as a corporate strategy and not only a
communication strategy. Focus onknowledge
management and human capital that are
the main drivers of the system should be a
key concern for forward looking strategy.
Forward looking on the part of central bank
is even more crucial as it has responsibility
of maintaining safe and sound financial
system in the country. A long-term clear-cut
strategy by the regulatory body and strong
commitment from the banking sector would
only ensure holistic development and growth
of banking sector.

Banks need to have cultural shift to a risk-
smart workforce and environment in the
organization. An essential element of a risk-
smart environment is that it ensures that the
organization has the capacity and tools to be
innovative while recognizing and respecting
the need to be prudent in protecting its
interest.

Banks shall ensure that the organization’s
internal systems and controls are “credible
and appropriate”, “well-reasoned and well
documented”, “transparent and accessible”,
and are capable of being ‘“validated” by
internal and external auditors. Moreover,
they should develop capability to ensure that
the risk management practices are embedded
across the entire value chain.

Banks also need to focus on R&D with
critical analysis of national and international
events. How the world’s large banks (for
example: the Industrial and Commercial
Bank of China, JP Morgan Chase & Co,
Wells Fargo & Co, Bank of America, Bank
of China etc.) have been performing, how the
government/regulators and banks in the time
of financial crisis responded, what is their
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present strategy with respect to preventing
crisis etc. could be taken as references.

e Banks need to focus on some agendas that
are crucial to long-term success. Agendas
for example could be as follows: How can
a bank prepare itself for upcoming realities?
What should be the effective risk strategies
and risk management system? What strategy
for system security shall be adopted? What
should be the digital vision? How best can
prudential regulatory norms be complied
with? What are our internal deficiencies?
What is currently happening in domestic and
global economy? What needs rethinking and
revision in the organization - technology,
human  resources, internal  policies,

procedures or practices? Properly designed

strategies and understanding the present with
good insights of future scenarios, are likely

to drive banks towards the desired direction.
Conclusion:

The Nepalese banking sector is growing
rapidly but concerns regarding its quality and
sustainability are also on the rise. In this context,
dynamic management approach, innovative
thinking and forward looking are relevant matters
for successful bank management. Acknowledging
the need for change, banks and regulator have to set
strategies in line not only with the need of the day
but also with future prospects and challenges of
the system and accordingly need to set operational
and strategic goals. The task of foreseeing future,
even though, challenging in today’s complex and
ever changing external environment, is highly
crucial to long term success of banks. With a
view of this reality, banks should have a proper
forward-looking mechanism in place. In this way,
banks will realize their full potential benefiting
not only promoters and employees but also the

economy as a whole.
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Washington and Post-Washington Consensuses
on Economic Development

Introduction

The policy instruments minimally agreed by

Washington-based institutions for economic
reformsand developmentindeveloping economies
of Latin America and other regions is generally
known as “Washington Consensus (WC)”. The
term was first coined by British economist John
Williamson in 1989 (Williamson, 1990). Though
Williamson coined the term in 1989, the policy
elements were already in existence for 10 years
with the earliest appearances of debt crisis in

developing countries (George, 2007).

In the set of Washington institutions, Williamson
included the International Monetary Fund (IMF),
the World Bank, and the US executive branch,
the Federal Reserve Board, the Inter-American
Development Bank, those members of Congress
interested in Latin America and think tanks
involved in economic policy (Marangos,2009).
The consensus denoted a series of measures
that were assumed to lead developing countries
to greater wealth and prosperity. In essence, the
WC advocates free markets, free trade, floating
exchange rate and macroeconomic stability.
The policy measures of common consensus
were a natural outcome of the neoliberal policy
framework that already had powerful influence in
the developed world (Fine, Lapavitsas & Pincus,
2001).The WC dominated development theory
and policy for much of the 1980s and 1990s.
Aid-seeking countries required to fulfill these
conditionalities to get assistance from donors.

) Mladhav Prasad Dahal, Ph.D.*

Elements of WC
As summarized by Williamson (1990, 2000) the

WC consisted of following ten elements:
(1) Fiscal
budget deficits under control;

discipline: Keeping government

(2) Public expenditure priorities: Redirecting

government  expenditure away from
white elephants (i.e., away from wasteful
subsidies) towards human capital formation
such as primary health and education and

infrastructure;

(3) Taxreform: Broadening tax base and cutting
marginal tax rates;

(4) Financial liberalization: Abolition of
preferential interest rates with these to be
determined by the market instead; need for

positivism to discourage capital flight;

(5) Exchange rate Ensuring competitive

exchange rates;

(6) Trade liberalization: Reducing or phasing
out tariffs and quantitative restrictions on
trade; end import licensing;

(7) Foreign Direct Investment (FDI): Abolition
of barriers to inward FDI, restricting FDI is
meaningless;

(8) Privatisation of state enterprises: State
owned enterprises(SOEs) to be privatized
to relieve budget pressures and increase
effectiveness of enterprises;

(9) Deregulation: The removal of regulations or

* Associate Professor of Economics,Patan Multiple Campus, Tribhuvan University
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restrictions that hinder entry of new firms ;
and

(10) Property right: Provision of secure
property right. This was chiefly about
providing the informal sector with the ability

to gain property rights at an acceptable cost.

Obviously macroeconomic stabilization,
privatization and liberalization were mantras of
the Washington Consensus to affect economic
development of developing countries. The
advocators of the policy instruments believed
that implementation of these measures that give
greater role of market and minimal role of state

would nurse the problems of developing countries.

Factors Helping the Global Dominance of the
WC

A number of circumstances facilitated global
dominance of the Washington consensus. In the
understanding of Fine, Lapavitsas and Pincus
(2001) two major factors helped the Washington-
based institutions in arriving at the Washington
consensus. The first factor was failure of the
development philosophy and practice of the
1950s and 1960s and the second factor was the
active support of prescriptive recommendations
by the International Monetary Fund (IMF) and
the World Bank. The development policies of
import substitution, periodic plans, government
ownership and control of strategic industries,
regulation of the labour market and state control
over the flows of saving and investment seemed
less operative in bringing growth in the 1970s
and 1980s.This series of policies that were
directly or indirectly motivated from the success
of Soviet industrialization in the inter-war years
had lost status and influence by the mid-1980s. As
remarked by Fine, Lapavitsas and Pincus (2001)
the growing crisis of the Eastern alliance, in
addition, indicated that resources for developing
countries of Africa, Asia, the Middle Eastand Latin

America seemed unlikely to come from ‘actually
existing socialist countries’. Ultimately the fall
of the Soviet Union indicated the impression of
the wide-ranging success of capitalism and the
free market. It seemed that Washington was the
undisputed political, economic and ideological
centre of the world.

The second factor ‘the full support to the agreed
upon policy measures by the IMF and the World
Bank’ strengthened the functionality of the
WC. In the view of Fine, Lapavitsas and Pincus
(2001) by the late 1980s the basic concepts of
the WC had become “orthodox economics”
for large number of economists who were
employed by, and involved in, the IMF and the
World Bank. These economists were Western
(mostly USA) Universities trained and they were
developing theory and formulating policy in full
understanding of all economic knowledge that
was worth working. In the interpretation of Sadd-
Filho (2010, pp.4-5), “The WC emerged in the
early 1980s as a dramatic right-wing reaction
against the perceived weakness of the pre-WC
developmentalist consensus. Rhetorically, the
WC involved a heavy attachment to a universalist
neo-liberal ideology, with absolute commitment
to the free market and the presumption of the state
as a source of both inefficiency and corruption,
not least through rent-seeking”.

Theneo-liberalismsignifiesmainly the20™-century
revival of the 19"-century ideas associated with
laissez-faire economic liberalism that includes
widespread economic liberalization policies such
as privatization, fiscal restraint, deregulation, free
trade, and reductions in government expenditure
in order to step up the role of the private sector in
the economy and society (Boas & Gans-Morse,
2009; Jones, Parker & Bos, 2005; Springer, Birch
& MacLeavy, 2016). These free market-based
thoughts and policies that the neo-liberalism
stimulated represent a paradigm shift away from
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the post-war Keynesian consensus which lasted
from 1945 to 1980(Palley,2005;Vincent, 2010).

The post-war Keynesian consensus that prevailed
in most of the Western capitalist economies was
fundamentally based on Keynesian demand
management economics; it consisted of full
employment, moderate inflation, economic focus
on fiscal rather than monetary policy, and strong
regulatory atmosphere. However the stagflation (a
situation of rising inflation, rising unemployment
and falling real GDP growth) of the 1970s mostly
caused by the OPEC oil crisis in oil-importing
western economies such as the USA reduced
faith in the potency of Keynesian fiscal policy to
manage the economy.

Inappropriate macroeconomic policies may also
cause stagnation and inflation. For example,
central banks can cause inflation by allowing
excessive growth of money supply and the
government can cause stagnation by excessive
regulation of goods and labour markets. That
is why some economists express the view that
the problem of rising inflation had already
started to arise by the late 1960s ignited by
‘overzealous fiscal expansion’. Such expansion
in the USA was due to the Vietham War while
in other nations it was because of their attempt
to get even ‘fuller employment’. These economic
events led to the acceptance of monetarism and
supply-side economics in the 1980s by President
Ronald Reagan (presidency period: 1981 to
1989) in the USA and Prime Minister Margaret
Thatcher (prime-ministerial period: 1979 to
1990) in the United Kingdom. Germany under the
chancellorship of Helmut Kohl (chancellorship
period: 1982 to 1998) was no exception in
following the supply-side oriented policies.

Shortfalls of WC and the Post-Washington
Consensus (PWC)

Critics say that it was a misconception of the
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promoters of the Washington Consensus (WC)
to assume that the policies which served rich
countries’ interests were also in the interests of
poor countries. The basic principles of the WC
faced a serious challenge following a series of
crises in emerging markets during the course
of the 1990s (e.g., the Asian financial crisis of
1997). Economists Rodrik (1997) and Stiglitz
(1998) spotlighted the undesired consequences
of financial liberalization and capital account
liberalization, the absence of effective regulation
and the lack of emphasis on stable and equitable
economic development. At the same time
attention was also drawn on the need to regulate
volatile and short-term capital flows at the
global level pointing out the need to undertake
regulatory reforms at the domestic level in crucial
emerging markets. Joseph E.Stiglitz, a critique
of the neo-liberal Washington Consensus, served
as World bank Senior Vice President and Chief
Economist between February 1997 and February
2000, and during this period he tried to resolve
the Washington Consensus problem. The IMF and
the World Bank put much greater emphasis on the
development of independent central banks and
regulatory institutions, specifically in the banking
and finance sectors. This clearly indicated a
beginning of a new era of renewed consensus.

The 10 points of WC lacked an explicit element of
achievement of growth and poverty reduction. As
commented by Todaro and Smith (2003), “There
is no mention of shared growth, of the central
need to focus on eliminating absolute poverty to
achieve development in any meaningful sense,
or of reducing inequality, as central ends in
themselves as well as instruments of economic
growth”. The study of Cornia, Jolly and Stewart
(1987) documented that poverty was rising in
countries adjusting their economies and costs of
adjustment showed a tendency of falling on the
most vulnerable. It seemed that the WC was at



least blind to the unequal burden on the poor
arising from the processes of adjustment and
stabilization (Chang, 2003; Chang & Grabel,
2004).

Of course by late 1990s it clearly appeared that the
outcomes of the WC were away from optimum.
Increasing criticism led to a change in approach
that shifted the emphasis away from ‘economic
growth’ as a view of development towards
poverty reduction and the need for participation
by both developing-country governments and
civil society. This change of direction came to
be known as the “post-Washington Consensus”

(PWC). This new period of revised consensus
is represented by much greater emphasis on the
creation of new supporting regulatory institutions
as well as a concern with social effects of market-
oriented reforms (Bakir & Onis, 2010).

Rodrick (2006), one of the criticizers of the
original ~ Washington
10additional
which he calls “second-generation” reforms or

Consensus,  presents

elements of the new consensus

augmented Washington Consensus. They are
reproduced in Table 1 along with the original 10
WC points.

Table 1: Rodrik’s Augmented Washington Consensus

. . “Augmented” Washington Consensus

Original Washington Consensus
the previous 10 items, plus:

1. [Fiscal discipline 11. [Corporate governance
2. |Reorientation of public expenditures 12. | Anti-corruption
3. |Tax reform 13. |Flexible labor markets
4. |Financial liberalization 14. |WTO agreements
5. |Unified and competitive exchange rate 15. |Financial codes and standards
6. |Trade liberalization 16. |“Prudent” capital-account opening
7. |Openness to DFI* 17. |Non-intermediate exchange rate regimes
8. |Privatization 18. |Independent central banks/inflation targeting
9. |Deregulation 19. |Social safety nets
10. |Secure Property Rights 20. |Targeted poverty reduction
*Direct Foreign Investment. Source: Dani Rodrik (2006), p.978

The augmented Washington consensus are
“heavily institutional in nature” (Rodrik, 2006).
The new consensus gave emphasis to institutions
on the basis of empirical findings on economic
growth that institutions were a driver of long-
term economic performance. Rodrik further adds
that the practitioners of the WC had become
clearer on the issue that standard policy reforms
would not produce desired long-term effects if
the upbringing institutional conditions were poor.
Sound policies required to be rooted in strong
institutions.

The need for social safety nets (SSNs) was
realized to deal with adverse shocks relatively
easily (Rodrik, 2006). SSNs gained significance
in development dialogue following the 1990
World Development Report on poverty. World
Bank defined SSNs as “some form of income
insurance to help people through short-term stress
and calamities” (World Bank, 1990, p.90).

Under the intermediate exchange rate regime,
exchange rate floats with rule-based intervention;
exchange rate is not pegged at a specific rate, but
the central bank intervenes in a predetermined
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manner to limit exchange rate movements
(Ghosh, Gulde, & Wolf, 2002).Williamson (2004,
p.2) charged that the entry of non-intermediate
exchange rate regime in Rodrik’s list contradicts
the entry of a unified and managed competitive
real exchange to maintain competitiveness of the
original Washington Consensus.

Post-Washington consensus offers a rational
for discretionary intervention across a much
wider range of economic and social policy that
the Washington Consensus though it basically
remains inclined to market-mechanism. In short
the post-Washington Consensus shares the
same proposal with its precursor “Washington

Consensus” but with some key revisions.

Conclusion

Despite their limitations and several criticisms,
the policy instruments of the Washington and
Post-Washington consensuses have considerable
economic strength. For example, broadening
of tax base, investment in education and health,
sustainable government borrowing, etc. can
help developing economies improve economic
welfare. Additionally, under certain conditions,
privatization and increased competition can bring
benefits to the society. Similarly, the emphasis on
the potential benefits of more liberalized trade
between nations is in growing agreement among
politicians and economists. However the world
has yet to see what will happen to the Washington
and post-Washington consensuses in the era of
Donald Trump as the president of the USA. On
the other hand, the most interesting development
is the rise of the Chinese and Indian economies
with their own development models. In particular,
the investment of China in developing countries is
playing a considerable role in enabling economic
development within developing economies. The
formation of the BRICS (Association of five
major emerging national economies: Brazil,
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Russia, India, China and South Africa) and
establishment of New Development Bank (NDB)
(formerly referred to as the BRICS Development
Bank) seem another alternative to economic
development.
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Public Finance Management in Nepal: An Overview

Public finance management is the process of
raising the financial resources by government
and expenditure of these resources in the interest
of nation and nationals. It is the management of
income and expenditure of government. Resource
generation, resource allocation and expenditure
management (resource utilization) are the essential
components of a public financial management.

Government expenditure, government income
and budget deficit/public debt are the three
components of public finance.

A. Government Expenditure: Government
expenditure makes up 36.44 percent of total
GDP (economic survey 2015/16). It can mainly
be classified into capital expenditure, recurrent
and financing

expenditure expenditure.

Capital Expenditure: Capital expenditure
directly contributes to country’s development.
Hence, higher share of capital expenditure in
total government expenditure leads to more
development of a country. But in our context,
capital expenditure constitutes of less than one
third of total government expenditure whereas
recurrent expenditure constitute of more than
two third of such expenditure. However,
expenditure trend and its structural analysis
of past few years show that the share of
recurrent expenditure to the total expenditure
is on declining trend while capital expenditure
recorded growth but not to a significant level.
Capital and recurrent expenditures can further

be classified into following sub-divisions:
e General Public Service:

e Defense

* Assistant Director, Nepal Rastra Bank

YR/ AU T S THETT

) Mila D. Barahi”

e Public Law and Order

e Economic Affair

e Environmental Protection

e Housing and Community Amenities
e Health

e Recreation, Culture and Religion

e Education

e Social Protection

Out of total capital expenditure, economic affair
occupies the topmost position occupying the share
followed by general public service and education.
Similarly, of the recurrent expenditure, general
public sector, economic affair and education
are the subdivisions that receive higher share of
expenditure (allocated 74% of total expenses in
budget of f.y. 2016/17).

1. Share Investment: Government’s investment
in public enterprises and different projects is
least in public expenditure but is increasing.

ii. Domestic Loan Investment: The amount
invested as loan in public enterprises and
different projects is also not significant.

iii. Principle ~ repayment: The government

expenditure on principle repayment can be

further classified as principle repayment
against domestic debt and principle repayment
against foreign debt. Till 2012/13, domestic
debt principle repayment was lower than
that of foreign debt. From 2012/13 onwards,
domestic debt principle repayment increased

than that of foreign debt.

B. Government Income: Government income
can be classified as revenue, foreign grants



and government income from principle
repayment and recovery from outstanding
audit irregularities. Government’s income
is in increasing trend from couple of years.
However, its increment is not sufficient to meet
the increment in government’s expenditure due
to which country has been in budget deficit for
a long time.

i. Government Revenue: Government revenue

is received by government from tax and non-
taxable sources. In Nepalese economy, the
contribution of revenue to government income
is the largest among all the sources occupying
82.5 percent of total government income.
However, the growth rate of this sector has
been declining gradually in recent years.
Government’s revenue can further be classified
as:

. Tax revenue: The revenue raised on income
and consumption of public comes under tax
revenue. Tax revenue is the major source of
revenue income of government comprising
90.0 percent (budget 2016/17) of total revenue
income and 72.6% share in total government
income. Contribution of tax revenue to the total
revenue is declining gradually. Tax revenue is
collected through various direct and indirect
taxes which are mainly tax on profit and
capital gains such as corporate tax, tax based
on remuneration such as income tax, tax based
on goods and services such as VAT, property
tax, tax based on foreign trade and other taxes.

Amongst, income tax, corporate tax, tax on
investment, capital gain tax, social security
tax, land and building and vehicle tax are direct
taxes and VAT, custom duty, excise duty, are
some examples of indirect tax.

Amongst, tax based on goods and services is the
prime contributor in tax revenue contributing
45.6 percent to total tax revenue..Value Added
Tax (VAT) is the source of two third of goods

and services based tax receipts. Tax on income,
profit and capital gains is the second highest
contributor followed by tax based on foreign
trade. Tax based on remuneration, property tax
and other taxes are the nominal contributors.

2. Non-tax revenue: The composition of non-
tax revenue consist of income received from
properties, income earned from sales of goods
and services, income from dividend, rent,
royalty, income from penalties, fines and
income from confiscation and miscellaneous
revenue. Non tax revenue is also marking the
growth over the time because of decline in
the share of tax revenue to the total revenue.
Non-tax revenue occupies 8.16 percent of
total government income and 10.11 % of
total revenue in FY 2015/16. Contribution of
income received from properties to non-tax
revenue has been the highest.

i. Foreign grants: It is the second largest
contributor to government income with 15.7
percent share in total income as per budget for
FY 2016/17. The share of multilateral grants in
the total grant receipt of government is higher
than the share of bilateral grants.

ii. Government income from principle repayment:
Its contribution has remained less than one
percent.

Recovery from outstanding audit irregularities:
Its contribution is nominal and is zero in FY
2015/16.

C. Budget Deficit Management/Public Debt:
Another important component in public
finance management is financial administration
which is related with management of fund
for financing budget deficit. As Nepal
government’s expenditure is higher than its
income, it has been facing the situation of
budget deficit or deficit financing for quite a
long time. In such a situation, the government
manages funds to meet its expenditure either
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through domestic borrowings or loans/grants
from foreign countries and donor agencies, or
both. In a state where expenditure could not
be met by raising debts, shortfall amount is
funded through change in cash reserve. Due
to inability of Nepal Government to meet its
expenditure from receipts of taxes, grants and
principal repayment receipt, necessary amount
for expenditure is garnered by using various
instruments of financing including external
and domestic borrowings.

Projected fiscal deficit has always remained
in an increasing trend. However, such deficit,
in actual is far less than estimated or even
in surplus due to lack of spending of capital
expenditure by government. Fiscal deficit in
FY 2015/16 was predicted to be 28.26% but it
was actually in surplus by 2.55%. Fiscal deficit
for FY 2016/17 is predicted to be 35%.

Financial market has been as one of the major
sources of Nepal government’s domestic
borrowing. Share of Treasury bill is more than
60 percent. Besides, Development Bonds,
National Saving Certificates, Citizen Saving
Certificates and Special Bonds hold remaining
40% share. The higher share of treasury bills
to domestic borrowing will result in the higher
short-term (one year or less) liability of the
government. Availability of the amount for
development and construction works shrinks
if the gap between the government’s income
and its short-term liability narrows down. In
addition, the government either will not be
able to renew such loan or interest rate is likely
to go higher even when renewed if the volume
of short term liability remains high. Hence,
timely efforts are to be made so as to avoid
such a risk.

Loan from banking sector is another source of
domestic financing. Of the government’s total
outstanding domestic borrowing, the share of
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Nepal Rastra Bank has been declining, while
that of commercial banks and other institutions
has continued to rise in recent years. The
declining trend in the share of Nepal Rastra
Bank to domestic borrowing and increasing
trend in commercial banks and private
sector have indicated that the government is
committed towards complying with financial
discipline. But excessive dependency of the
government on loans from commercial banks
can lead to inflation and crowding out effect.
Hence, other non-banking sectors should also
be used as the financial sources.

The government expenditures and government
income are in increasing trend. Every time
budget comes up with attractive programs.
Still, expected outcome is not seen even at its
most far point. The development status of the
country has not upgraded. This indicates the
inefficiency in public finance management.
The hurdles or weaknesses present in public
finance management can be discussed as
follows:

1. Lack of accountability: The accountability
is almost absent in public finance. The
transparency in public finance especially in
government spending part is severely weak
and is being threatened by the increasing
external pressure from multiple and
increasin numbers of claimants. The public
administration is vulnerable highly to
political disruption and external influence.

2. Lower capital expenditure: More than
2/3 of total budget is allocated for recurrent
and financing expenditure. That means less
than 1/3 of budget is available for capital
expenditure. Allocated budget also remains
under spent. Capital expenditure is further
weakened by external interferences in
decision making which diverts spending
to lower priority projects. This causes



fragmentation of the capital budget. Lack
of technical capacity to execute capital
expenditure is again a problem, especially
at the lowest levels of government.

. Foreign aid is a significant source of
national budget for Nepal’s socioeconomic
development. However, a large amount
of official development assistance (ODA)
(35% in FY 2015/16) flows outside the
budget or procurement systems. This
has limited the source of fund available
for public financing. In the absence of
information transparency, poor status of
government’s implementation and oversight
capacity as well, the grants couldn’t flow
as required and expected. Budget can’t
express public spending within the country
comprehensively because a large volume
of external fund being spent within the
country is bypassing the central expenditure
system. This issue is of great concern to the
government

. Budget distribution is unequal and more
focused to central region. The Far-Western
region, the actual needy region of the
country, receives the lowest share of budget
distribution. Such insufficient distribution
of budget in highly needy areas leads to
under-execution of capital spending against
plans and budgets.

. Budget expenditure is skewed heavily
towards the end of the fiscal year. Though
annual budget is presented and passed
timely, actual execution of most of the
budget takes place only after a few months.
Much execution takes place in the final
quarter of each year; the first and second
quarters are often spent in planning and
negotiation, with the exception of salary
expenses. Spending of budget in haphazard
way at the end of the fiscal year can’t yield

productive result.

. Budget releases and project

implementation delay: Budget formulation
should be finished before the start of the
fiscal year to allow for timely review
and debate. But the capital expenditure
budget is often fragmented and delayed
in our context. Budget releases are tightly
controlled by the FCGO to manage cash
flow. More than 4,000 spending units carry
out budget execution, making it relatively
complex. That’s why appropriate execution
of the annual budget is often delayed.
Similarly, authorization for development
projects remains highly centralized and
bureaucratic, causing major delays in project
implementation. There are severe delays in
the construction of capital projects such
as roads. All these makes capital budget
execution and implementation delayed.

. In-year budget revisions and

reallocation: Budget re-allocation rules
are extremely flexible in Nepal and, as
a result, a large amount of re-budgeting
takes place throughout the year. In another
hand, taking advantage of flexibility for
budget execution, reallocation within
capital spending has also reached to a
significant portion of total capital budget.
The high level of virement during budget
execution ensures flexibility but weakens
the credibility of the budget preparation
process. Although budget execution rules
and regulations do exist, it is limited only
to budget formulation process. There is no
real control or management of the budget
once it has been approved.

. Procurement goods and services: A

huge part of public finance particularly
government expenditure is occupied by
public procurement. There are reports
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of losses and leakages of funds due to
ineffective internal control in procurement
process. At the local level in particular,
where administrative capacity is often low,
spending decisions especially procurement
is influenced by outsiders.

. Contracting of goods and services: The
contracting is weak in terms of competition
among contractors. Weak procurement and
contracting processes have compromised
the quality of project implementation
such as road construction. First, there
are no national norms for the costing of
capital projects. Taking the advantage of it,
private sector actors intentionally increase
the estimates so they can bid lower and
save costs later. Second, there is limited
competition during the tendering process.
One person might own several companies
and submit multiple bids to the same project.
Third, to reduce costs, contractors often use
materials (e.g., gravel) owned by the state
instead of purchasing them on the market.
This compromises the integrity of the
system and the quality of the construction.

10. Amounts allocated per project do not

equate to cost estimates prepared by local
bodies or departments. This is because,
rather than finishing a project, the budget
is scattered to multitude of politically
influenced projects. As a result, the
implementing bodies must negotiate the
proportion of project to be accomplished
in order to stay within the budget, resulting
in piecemeal project accomplishment year

after year.

11. Besides, outdated audit technique and

skills, poor political governance have also
always remained headache for efficient
Public Finance Management.
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Following reforms are still required in public

finance management.

1.

Reform efforts need to match capacity
with expected benefits: It is a known fact
that the ability of Nepalese government to
pursue advanced budget reforms is very
much limited. Hence, instead of being over
ambitious, the budget should include those
projects that are practically possible to
accomplish in near time.

The budget calendar should follow time
order. Budget should be submitted to
Parliament an ample of time prior to start
of fiscal year. Each budgetary activity of
budget planning, formulation, and execution
should be strictly stick to budget time table
and should strictly adhere to deadlines. For
instance, budget planning and re-planning
should not continue when budget formulation
ought to have started.

The capital projects and expenditure
allocations should be prioritized on the basis
of their technical viability. Misallocation of
capital expenditure to relatively low priority,
piece-meal, and inefficient project activities
should be reduced. Clearer norm setting for
project input costs is today’s necessity for
efficient contracting. Also, the procurement
practice should be improved through the
training of officials and pilot initiatives to
strengthen competition. The enforcement
of minimum standard for materials 1is
needed to avoid substandard delivery of
services by contractors through the use of
inferior materials and inefficient project

implementation.

The informal, late-stage, and inappropriate
political interference in budget decision
making that contradict and undermine more
“efficient” selection of projects and allocation
of public expenditures should be contained.



This will help to — first, efficient selection
of projects for priority funding; and second,
prevent fragmentation of limited budgets
across multiple politically influenced small
projects.

Contractor competition needs to be
strengthened. Recently introduced electronic
tendering process has been proved to be
an important improvement in contracting
procedure that has resulted to substantial
reduction in contractor bullying and violence.
However, in some sectors and districts, the
practice of syndication still persists where
the presence of contractor is too limited to
ensure proper competition. Further training
of officials in public procurement practices
would be a useful supporting measure.

Overcoming bureaucratic hurdles in budget
management 1is necessary to enhance
capacity at the center and within spending
units, as well as speed up budget execution.
A clear division of roles between the NPC,
the MoF, the FCGO, line ministries, and
local government bodies regarding the
procedural requirements of budget planning,
formulation, and execution can help sort out
these hurdles.

Improve current expenditure: Not only
the allocation but budget spending is
also increasingly tilted towards current
expenditure. Budget expenditure should
be equally or more focused to capital
expenditure. It has become necessary
to improve expenditure control, and
enhance government’s spending in capital
expenditure.

Public Expenditure Reviews: There should
be periodic review of public expenditure.
Such reviews help to find out whether
budget is going to where it was meant to go,
whether the expenditure is consistent with

policy priorities, and whether it achieved
what it was meant to achieve. The review
will help to keep budget expenditure within
the periphery of policy priorities. The reports
of the reviews are also useful for decision
making during upcoming budget formulation
process.

Improve revenue collection: Expanding the
revenue base and improving the efficiency of
collection is essential to sound public finance
management. Efficiency in the revenue
service demands the following factors:

a. Instead of entering into several tax
improving solutions, it will be better to
adopt few but solid alternatives.

b. Eliminating or substantially reducing
tax incentives is usually seen as a
low-hanging fruit in tax revenue
mobilization.

c. Special attention should be given to
strengthening custom administration in
order to reduce leakages

d. Broadening the tax base by bringing the
income from agriculture and exports
into the tax net:

e. Voluntary participation in tax should be
increased.

f.  Proper consultation and co-ordination
betweentax policy andtax administration
departments need to exist;

g. The tax administration should be
empowered both legally and with
respect to human capital (capacity to
regulate even the large tax payers).

h. Adequate systems and data are needed
to ensure accurate forecasting so that
tax gaps could be reduced.

1. Transparency, predictability and fairness

in the implementation and collection
of tax and in the tax department’s
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interaction with citizens is required,

J- Ensuring full and timely accounting for
all government revenues and receipts
and effective control of arrears and
write offs are needed.

10. Improve Debt Management: These should

include the following:

a. The public debt burden should remain
sustainable, not only for the present, but
also for future generations;

b. Creation of comprehensive computerized
debt database for both external and
domestic borrowing and dissemination
of debt related indicators to the policy
makers.

debt

creating various economic scenarios i.e.

c. Periodic sustainability analysis

conservative, optimistic etc. are required.

d. Periodic debt service forecasts required to
avoid bunching of payments.

e. Preparation of maturity structure (based
on forecast) needed.

f.  Considering the contingent liabilities to
reduce uncertainties.

g. Identify and analyze the costs and risks of
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alternative debt strategies.

h. Periodic disclosure of countries debt
situation.

1. Use of economic diplomacy for being
granted with debt forgiveness of the
bilateral or multilateral donors.

j.  Establish specific targets, benchmarks or
guidelines for debt management.

k. There should be an appropriate blend
between domestic and foreign currency
borrowings;

1. Public debt should be tilted towards
capital budget allocation in the long term
rather than recurrent budget allocations.

Strong control mechanism: Control
mechanism needs to be made further
effective in public finance management.
External audit should be accomplished timely
and internal audits should be conducted
frequently. Reconciliation of accounts
should be regularly conducted and culture
of timely reporting mechanism should be
set. Sanctions for non-compliance should
be employed. Audit reports and comments

should be seriously acted upon.



Banking Sector under the Financial Sector
Development Strategy

Introduction

The financial system of any country is the nation’s
network of financial institutions, markets,
instruments, norms and procedures employed in
carrying outfinancial transactions. Itprovides three
fundamental functions - mobilizing and allocating
savings, supplying credit needs of investors and
providing efficient payment mechanisms within
national economies. The financial sector plays a
vital role in the economic development process
of the country by developing the private sector
and maintaining sustainable economic growth.
It also helps reduce poverty by enhancing access
to financial services, by increasing investment
and productivity resulting in greater income
generation and by facilitating risk management
thus reducing vulnerability to shocks. Therefore,
it is considered a crucial building block for
development of private sector and can boost
long-run growth through its impact on capital
accumulation. A diversified, competitive, prudent
and sound financial system ensures efficient
accumulation and effective allocation of financial
resources that ultimately helps to reduce poverty.

Among the economic problems experienced by
developing countries, lack of access to financial
resourcesisthemajorone. Financial intermediaries
within the financial system render different
financial intermediary services including the
financial needs of productive units by generating
saving from the surplus-generating units of the
economy. A formal financial intermediary can be
more efficient in allocating financial resources in
productive ways. It is, therefore, argued that an
effective and efficient financial system is more

* Executive Director, Nepal Rastra Bank.
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important for the nation's economic development
process. Therefore, financial sector development
supports the key macro-economic objective of
accelerating and diversifying growth.

Economic growth depends on the level of
investment and a major chunk of investment
flows through banking and financial sector of
the country. Poor financial policies and strategies
can lead to financial instability and create serious
macroeconomic consequences in the economy.

Becausea performing and effective financial sector
is vital for economic growth, a robust financial
sector as well as effective legal and regulatory
framework should be in place for a country to
expand with integrity and increased resilience.
Therefore, a well-functioning financial system
increases a country’s competitiveness, helps raise
domestic savings and allocates resources more
efficiently by reducing intermediation costs and
raising overall economic growth.

An Overview of the Nepalese Financial System

In the Nepalese context, the pace of financial
liberalization actually started in the mid 1980s
when the government allowed the entry of
commercial banks in joint venture with foreign
banks. The Nepalese financial system has
undergone rapid structural changes in the last
three and a half decades. As on mid January
2017, there were 28 Commercial banks ("A"
class), 57 development banks ("B" class), 36
finance companies ("C" class), 48 micro-finance
financial institutions ("D" class) in the Nepalese
financial system. The Nepal Rastra Bank
(NRB) has also authorized 16 cooperatives and
25 non-government organizations to carry out
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limited types of banking transactions confined
among their members. Other non-deposit taking
financial Institutions include 27
companies (including one reinsurance company),
Employee Provident Fund, Citizen Investment
Trust, Deposit and Credit Guarantee Fund, Nepal
stock Exchange Limited and Credit Information
Centre Ltd. Because of the moratorium imposed
on issuing new license over the last decade and
consolidation of banks and financial institutions
(BFIs) through merger and acquisition, the number
of "A", "B" and "C" class banks and financial
institutions has been decreasing in recent years.
The number of BFIs involved in the merger and
acquisition process has been increasing and until
mid January 2017, 130 BFIs had been involved in
this process. merger and acquisition by. Of these,
the license of 88 BFIs was revoked to form 42
entities. However, licensing of "D" class micro-
finance financial institutions has been continued
on a selective basis.

insurance

The Need for Financial Sector Strategy or
Policy

As we all know that countries with better-
developed financial systems tend to enjoy a
sustained period of growth. Financial sector
development robust financial
policies and regulatory frameworks as it has
heavy implications for economic development.

also requires

The concept of having a separate financial sector
development strategy was realized long back.
Different donor agencies and other development
partners had also been raising this point. After
long discussions and interactions with different
stakeholders at different layers, the Government
of Nepal has finally approved a five year Financial
Sector Development Strategy (FSDS) covering
FY 2016/17 to FY 2020/21. The FSDS was duly
adopted by the Council of Ministers on 6™"January
2017. It covers almost all the sectors of the
Nepalese financial system - banking, insurance,
capital market, non-banking financial institutions,
cooperatives, and financial market infrastructure
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and capacity development. The vision of the
FSDS is to have an effective, sound, inclusive
and stable financial sector that can contribute to
broad-based economic growth. The FSDS also
encompasses nine different objectives as well as
the following ten guiding principles related to the
financial sector of the country:
e Principle 1 - Fair competition in the
financial market
e Principle 2 - Efficient financial system
e  Principle 3 - Prudential regulation
e Principle 4 - State’s participation with
the private sector

e Principle 5 - Reliable information
system

e Principle 6 - Stability of the financial
system

e  Principle 7 - Financial governance

e Principle 8 - Market monitoring

e Principle 9 - Competent human
resources and institutional capacity

e  Principle 10 - Financial inclusion

The FSDS has a provision of an Implementation
Committee headed by the Governor of the NRB
with representatives from different ministries,
National Planning Commission and other
regulatory bodies. The Committee will meet
at least once in every four months and will
look into policy-related issues, monitoring of
implementation and solutions of problem that
arise.

The Banking Sector

The Nepalese financial system 1is largely
dominated by the banking sector. Financial
sector development issue largely depends on
how the banking sector performs in the economy.
Investment for economic growth, financial access
and inclusion, financial stability and financial
governance are the four strategic pillars of the
banking sector under the FSDS. Each pillar has
defined strategies as mentioned in the following
matrix.



Pillar 1: Investment for Economic Growth
Strategies:

e To make a provision of an appropriate
framework to orient banking system
towards universal banking;

e  Todevelop money and inter-bank market; To
encourage banks and financial institutions
to diversify investment and services;

e To encourage bank investment in the areas
like agriculture, energy and infrastructure.

Pillar 2: Financial access and Inclusion
Strategies:

e To increase the availability of banks and
financial institutions’ services in rural and
remote areas;

e To formulate relevant policy for
enhancing financial access and inclusion,;

e  To improve institutional arrangements for
extending financial access;

e To strengthen regulation and supervision
framework of micro-finance financial
institutions;

e To enhance public awareness through
financial literacy and education;

e To protect financial consumers’ interest.

Pillar 3: Financial Stability
Strategies:

e To make the overall economy sound and
healthy;

e To 1improve regulatory framework for
strengthening the banking system;

e To make supervision framework of banks and
financial institutions strong;

e To ensure effective implementation of
standards related to the prevention of money
laundering and financing against terrorism
effective;

e To initiate additional measures for protecting
depositors and maintaining financial stability;

e To strengthen the monitoring approach of
financial development by ensuring the timely
identification of risks;

e To develop a crisis management framework;

e Tobuild sound coordinative mechanism among
regulatory bodies and other stakeholders
for the implementation of FSDS and for the
stability and development of financial sector.

Pillar 3: Financial Governance
Strategies:

e To strengthen corporate governance policies
and practices of the banking sector;

e To enhance the level of risk management and
internal control system in the financial sector;

e To promote the role of market discipline for
effective inspection and risk management;

e To implement accounts and auditing system in
align with international standards

e To synchronize the financial sector legal
framework.

Various time-bound action plans have been laid down in the strategy along with the agencies to take the
lead role and key performance indicators. Some of the major action plans encompass reviewing existing
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banking laws and licensing policies, divesting
government's stake in state-owned banks and
financial institutions, proper management of
liquidity in the system, reviewing policy on
long-term investment in agriculture, energy and
infrastructure, enhancing the level of financial
inclusion by reviewing existing branch expansion
policy and by initiating other appropriate
measures. A number of policy and operational
actions have been proposed to strengthen stability
and governance in the financial system.

Major Strategic and Quantitative Goals and
Achievements

The FSDS also specifies some quantitative goals
to be achieved during the strategy's five year
period. By the end of the fiscal year 2020/21, it is
expected that the number of banks and financial
institutions will decrease substantially through
the merger and acquisition process. Financial
sector’s contribution to the GDP is expected to
increase from 4.1 percent in 2015/16 to 8 percent
in 2020/21. Bank deposit and credit to GDP ratios
are expected to grow respectively from 89.7
percent and 73.6 to 100 percent and 80 percent
over the period of five year from 2015/16 through
2020/21. Credit to the private sector will increase
from the level of 75.3 to 80 percentage of the
GDP whereas agricultural credit to increase from
7.08 to 10 percent of GDP. The percentage of
population residing within the proximity of 30
minute distance from a BFI branch is expected
to go up to 50 in 2020/21 from the level of 39
in 2010/11. Accordingly, the number of deposit
and loan accounts, which stood at 16.8 million
and 1.096 million respectively as on mid-July
2016, are expected to increase to 20 million and
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1.5 million by the end of the fiscal year 2020/21.
Similarly the interest rate spread of banks and
financial institution will come down to 4.4
percent in 2020/21 from the level of 5.6 percent
in 2015/16.

Conclusion

Considering the importance of financial sector
development strategy/policy, it has now become
a public policy issue of the global economic
agenda. Many countries have initiated different
approaches to strengthen functioning of the entire
financial sector in their respective jurisdictions.
In the Nepalese context, the central bank has
been assuming the leadership in this regard.
Within the stipulated timeframe of five years, the
Nepalese financial sector is expected to become
more robust, transparent and well-functioning.
However, to achieve the set quantitative goals,
an effective coordination mechanism among all
the concerned stakeholders is very important. The
Implementation Committee is a high-level apex
body to look after policy-based directives and
implementation status and sort out the problems
that arise during the course of implementation.
Other necessary sub-committees and functional/
working groups need to be formed to specifically
look after each of the sectors such as banking,
insurance, capital market, non-banking financial
institutions and cooperatives. With the presence of
such sub-committees/functional groups/working
groups, the high-level Implementation Committee
will be in a position to get sector-wise feedback
on a regular basis and this kind of mechanism will
help strengthen the financial sector by identifying
and easing cross-cutting issues.

skoksk



Causes, Effects and Measurement of Inflation in Nepal

Inflation is one of the major macroeconomic
indicators used to analyze overall macroeconomic
situation of the country. Inflation to some extent
is useful for economic growth of the country.
However, high inflation can lead to various
adverse economic and social consequences.
Therefore, central banks of each country try to
maintain price stability through their monetary
policy. Some central banks in the world even have
price stability as their single objective .

Inflation is a situation where price of goods and
services increases and value of money declines.
However, all price increases are not inflation.
Inflation is a persistent rise in the general price
level of goods and services in an economy over
a period of time. When the price level rises, each
unit of currency buys fewer goods and services.
Inflation is also an erosion in the purchasing
power of money. Inflation is the rate of change
in prices and the price level is the cumulation of
past inflation. If P_| represents the price level last
year, and P represents today's price level, then the
inflation rate over the past year can be written as
follows:

P.—P_4

Feo1

T =

1. Theoretical Concept of Inflation

In the Quantity Theory of Money of Classical
economics, the economy is always at the full
employment level and there is a direct and
reciprocal relationship between money supply and
price of goods and services. It means, increase in
money supply results in the increase in price level
in the same ratio.Monetarists including Milton
Friedman opined that "Inflation is always and
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everywhere a monetary phenomenon". Inflation
occurs when there is too much money chasing too
few goods. Keynesian theory, on the other hand,
opined that economy is not at full employment
level. Therefore, increase in money supply leads to
an increase in both output and price. Though there
is relation between money supply and inflation,
this is not direct and reciprocal. Moreover, many
economists say that inflation expectation also
plays an important role in inflation.

2. Different types of Inflation

The main types of inflation are as follows:
¢ Demand Pull Inflation
e Supply Side Inflation
®  (Cost Push Inflation

2.1. Demand Pull Inflation

Demand pull inflation is a situation where
the demand for current output by consumers,

investors and the government exceeds
available supply of output.

Symbolically,

AD >AS

Where, AD = aggregate demand
Cd = consumpion demand

Id = investment demand

Gd = government demand

NXd = net export demand

AS = aggregate supply

and AD = Cd+Id+Gd+NXd

The excess demand of goods and servieces
pulls up prices. Demand pull inflation occurs
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2.1.1.

mainly due to either increase in monetary
income or decline in output.

Causes of Demand Pull Inflation:
Increase in Monetary Income

In the market with full competition, price
of goods and services is determined at the
equlibrium level by interaction of demand
for and supply of goods and services. Such
rule is also equally effective in the case of
aggregate demand of the whole economy.
Increase in aggregate demand leads to an
increase in price if the production is the
same. Now question arises, what is the
reason for increase in aggregate demand?
When the growth of monetary income of
factors of production exceeds the growth of
production, aggregate demand increases. In
other words, if money supply increases but
output fails to increase at the same pace, it
results in inflation. Therefore demand pull
inflation occurs mainly due to increase in
money supply. Some of the main demand
side reasons are as follows:

Increase in foreign currency inflow
through like remittances, foreign loan,
grants etc: Inthe case of fixed exchange rate,
increase in foreign currency inflows due to
increase in remittances, foreign loan, grants
etc. increases liquidity in the banking sector
as well as in the economy. This ultimately
increases money supply, aggregate demand
and inflation.

Increase in bank credit creation: If
commercial banks and financial institutions
provide more credit or do more credit
creation, monetary income of factors of
production increases which leads to an
increase in money supply. If increase in
output is lower than increase in monetary
income, it leads to a price rise.

Increase in deficit financing: In the case
of high government expenditures relative
to revenue mobilization, the government
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takes internal and external debt for deficit
financing. Such internal loans (especially
overdraft) and external loans in the form
of government expenditures (especially
recurrent) result in an increase in monetary
income, aggregate demand and ultimately
inflation.

Increase in velocity of money: Velocity of
money refers to the speed of movement of
money from the hands of one person to that
of another. Increase in velocity of money
results in an increase in money supply and
monetary income which lead to an increase
in aggregate demand and inflation.
Depreciation of domestic currency:
Depreciation of domestic currency makes
imports expensive and exports cheaper.
Consequently, exports are encouraged.
Macroeconomics says that exports form a
component of aggregate demand. Therefore,
increase in exports is said to increase
aggregate demand, monetary income and
thus lead to inflation.

Decline in tax net and tax rate: If a
government adopts a policy of reducing
the rate and base of tax, it increases the
disposable income of people which leads to
an increase in aggregate demand and thus
increases inflation.

Rapid economic development of trading
partner: If monetary income of the residents
of foreign countries increases as a result of
rapid economic development, exports of
domestic country are encouraged. As a result
monetary income increases which leads to
increase in aggregate demand and inflation.
Excessive issue of currency and notes: At
the time of festival and war, government
issues excessive quantity of notes, which
monetary income of people,
aggregate demand and inflation.

Supply side causes of inflation

Supply side inflation occurs generally due
to a decline in production/output. Decline
in production makes aggregate supply lower

increases



than aggregate demand which creates price
increase. Various supply shocks, responsible
for such decline in production are briefly
described below:

Natural disaster: Flood, land slides,
drought, heavy rainfall, climate change etc
lead to a decline in agricultural production.
This reduces supply of raw materials and thus
industrial production. As a result, aggregate
supply is lower than aggregate demand,
which results in price increase.
Labour-management  relation:  Lack
of cordial relation between workers and
management causes disputes, strikes and
lock out in industries. This leads to a decline
in industrial producton and aggregate supply.
It ultimately increases price.

Lack of new technology: In least developed
countries, due to the lack of ability to spend on
research and development, new technology
cannot be used. As a result, production cannot
be increased at an expected pace. This leads
to a decline in aggregate supply and thus an
increase in inflation.

Government tax policy: If government
imposes new tax on industrial output,
industrial activities get discouraged
Consequently, production and aggregate
supply decline and price of goods and
services increases.

Diminishing law of production: As per
the law of diminishing returns, marginal
production declines as quantity of variable
factors of production increased. Such low
growth of production leads to a decline in
aggregate supply compared to aggregate
demand resulting in an increase in price.
Similarly, uncertainty in power supply,
supply of petroleum products, lack of
peace and security, administrative hurdles,
inconvenient and volatile government policy
etc. create obstacles in smooth production
and supply of goods and services as a result
of which prices increase.

2.3 Cost push inflation

When price of goods and services rises as a result
of increase in cost of production as opposed to
monetary causes, then it is called cost push
inflation. Major factors of cost push inflation are
briefly described below:

Wages: If wages increase as a result of
pressure from labor union while production/
productivity remains unchanged, then it
increases the production cost of goods
and services as producer reimburses the
increased wages by increasing price of goods
and services.

Profit: Monopoly firms sometimes form
syndicates and cartels to earn more profits.
This involves increasing price of goods and
services beyond what this price would have
been in a competitive market.

Imported inflation: If the price of imported
raw materials, petroleum products, metals,
carrier charge and even the price of imported
final goods increases in foreign countries,
then it automatically increases price of goods
and services in the home country.
Depreciation ofexchangerate: Depreciation
of domestic currency, especially against the
currencies of the country's major trading
partners, increases price of imported raw
materials, petroleum products and other final
products.

External shocks: Various adverse shocks
in the world economy such as price rise of
petroleum products, worldwide recession,
use of food products in energy production,
foreigh wars, political changes etc result in
increase in price in domestic economy.
Over exploitation of natural resources:
Supply of natural resources, such as land,
mines, jungle etc is limited. Stock of these
natural resources declines gradually as a
result of over exploitation. This leads to an
increase in cost of these natural resources
and hence inflation.

Tax: If the government increases indirect
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taxes, producers add the amount of indirect
taxes into the price of goods and services,
which ultimately leads to inflation.

Consequences of Inflation
Inflation has various types of consequences on
the various types of stakeholders of the economy
such as producers, consumers, debtors, creditors/
lenders, labourers, government, foreign traders,
savers, etc. It has severe social consequences as
well. Inflation also has positive impact on some
stakeholders.

e Producer: Inflation exerts favorable effect
on producers because at the time of inflation,
price of goods/services increase in the
market. Aggregate demand has increased
and produced goods are sold immediately.
As aresult, capital is not blocked. Therefore,
at the time of inflation, producers earn more
profit.

e  Consumer: Consumers with limited income
are affected adversely at the time of inflation.
Consumer need more money to buy the same
quantity (before inflation) of goods and
services at the time of inflation due to the
deterioration of purchasing power of money.

e Borrowers and lenders : At the time of
inflation, value of money declines. Therefore
borrowers are benefitted as they can now
repay their loans with money which has a lot
less value. On the contrary, lenders become
losers during inflation as they receive their
money back at a time when money has a lot
less value.

e Investors: Investors are of two types. One
is investor with limited income and other is
investor with unlimited income. Investors
with limited income (such as interest income)
suffer during inflation where as investors
(such as shareholders) with unlimited
income (dividend) are benefitted at the time
of inflation.

e Government: expenditure
increases at the time of inflation. To meet

Government
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the increased expenditure requirement,
government has to increase the rate and
base of taxes. On the other hand, to meet
the budget deficit, government has to take
domestic as well as external loan. Excessive
government expenditure on unproductive and
consumption sector further fuels inflation.

e Foreign trade: At the time of inflation,
exports deteriorate while imports surge. As a
result, current account and BOP go to deficit.

e Saving: At the time of excessive inflation,
people hang to spend more money on their
consumption, which results in decline in
saving.

e Social consequences: At the time of
inflation, social problems such as black
marketing, adulterating products, theft,
human trafficking, brain drain, political
unrest etc. increase in the society.

Control of Inflation
The following section discusses various measures
to control inflation.

Demand - side Inflation Control

To control demand side inflation, monetary
management should be efficient. For this,
monitoring and forecasting of liquidity of the
banking sector should be effective and reliable.
Excess liquidity of the banking sector should be
managed on the basis of its nature. There should
be co-ordination and balance between fiscal and
monetary policy. Fiscal deficit should be limited
up to certain percent of GDP. For a big hydropower
project, long term hydropower bond should
be issued. Saving should be encouraged and
consumption should be increased. For this interest
rate should be increased. Prudential, rational and
cautious credit policy should be adopted to control
credit to unproductive sector and to encourage
credit to productive sector. To absorb liquidity
created by foreign inflows, besides reverse repo,
out right sale, the policy other instruments such
as foreign exchange swap, liquidity mop-up fund,
indirect capital control, encouraging foreign



investors to take loan etc should by analyzed and
studied gradually. This is true in the case of Nepal
as well. As far as Nepal is concerned, there is a
great expenditure requirementfor reconstruction
and new construction after the earthquake. This
may increase inflation. However, there is also a
need to contain inflation. In this situation, cautious
monetary policy is the need of the hour.

Supply- side Inflation Control

Inflation control is not possible in Nepal only
from the demand side. Especially Indian inflation
and other supply bottlenecks are responsible
for inflation in Nepal. For this, supply side and
structural aspects shold be improved. Role
of government is crucial in this regard. Cold
storage, food storage and petroleum storage with
huge capacity should be established through
involvement of both the private sector and co-
operatives. Government should conduct regular
and strict monitoring and inspection of market
and strikes & lock outs shoud be discouraged.
High dependence of country on especialy one
country for importing goods should be minimized
by formulating and implementing necessary
policies. Provision of ration card for the poor
and food buffer zone should be ensured. To
increase agricultural productivity, scientific
land management, adequate irrigation facility,

provision of quality seeds, fertilizers, modern
technology, agricultural instruments, grants should
be implemented. To encourage industrial output,
provision of tax exemption, investment friendly
environment, industrial peace and security,
provision of adequate raw materials and provision
of adequate energy should be made. Domestic and
foreign investment should be attracted in hydro
electricity projects. Such projects in work in
progress level sholud be completed immediately
and should be connected in national transmission
line. Agriculture should be commercialized and
agro based economy should be gradually directed
towards industrialization. There should be auto
adjustment mechanism of price of petroleum
products as per international prices.

Inflation in Nepal

Price stability is the main objective of the Nepal
Rastra Bank (NRB). The NRB has been conducting
monetary management efficiently through its
annual monetary policy and strategy to maintain
inflation within a certain limit. Similarly, the
NRB has been providing necessary advice and
suggestions to the government to manage supply
side factors of inflation as and when required. The
NRB also publishes projected figures of inflation
to contain inflation within an appropriate limit
through monetary policy statement.

Table 1: Inflation in Nepal

National Consumer Price Index

(2014/15 = 100) (y-0-y)

Mid- month 2013/14 2014/15 2015/16"
Index Percent Change Index | Percent Change Index | Percent Change

August 92.7 7.9 99.6 7.5 106.5 6.9
September 92.8 8.0 99.9 7.6 107.1 7.2
October 93.2 8.4 100.2 7.5 108.4 8.2
November 93.6 10.0 100.4 7.2 110.9 10.4
December 92.9 10.3 99.4 7.0 110.9 11.6
January 92.3 9.7 98.6 6.8 110.5 12.1
February 92.2 8.8 98.7 7.0 109.8 11.3
March 92.6 8.9 99.1 7.0 109.2 10.2
April 93.2 94 99.7 6.9 109.4 9.7
May 94.6 9.7 101.3 7.1 111.5 10.0
June 94.2 9.5 101.2 7.4 112.4 11.1
July 95.0 8.1 102.2 7.6 112.9 10.4

Average 93.3 9.1 100.0 7.2 109.9 9.9

Source: Current Macroeconomic Situation, 2073
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Table 1 shows the current inflation situation in
Nepal. In 2013/14, consumer price inflation was
9.1 percent. Due to decline in Indian consumer
price inflation, decline in petroleum price in
international market and effective monetary
management of the NRB, consumer price
inflation eased to 7.2 percent despite destructive
earthquake in 2014/15. Consumer price inflation
started to increase since October 2015 after the
announcement of new constitution mainly due
to Terai movement, strike, border blockade and

resulting supply constraints.

Measuring Inflation in Nepal

In Nepal the price collection of some essential
commodities was started by Gorkhapatra from
1959 B.S. In 2011 BS Kathmandu Municipality
also used to collect price of some consumable
commodities and publish them in its magazine.
After the establishment of the NRB in 2013
B.S. price of commodities were collected
2022 B.S. separate

Price Division was set up under the Research

in a systematic way. In

Department and price collection from the border
side was also started. The NRB started to publish
an unweighted price index. A weighted price
index was published after the First Household
Budget Survey in 1972/73.

Nepal Rastra Bank uses CPI to calculate
and publish inflation. For this the formula of
Statistician Laspeyres is being used for weighted
average. Till now the bank has conducted five
surveys. The first was in 1972/73, the second
was in 1983/84 ,the third survey was conducted
in 1995/96, forth was carried out in 2005/06, and
fifth in 2014/15.
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Box 1: Inflation calculation process

Inflation Calculation Process
Price Statistics (From source outlets)

\ 4

Price Collection (Teacher 1)

¥

Entry in Software (Teacher I)

¥

Price verification (Teacher II)

¥

Other Activities (Research Department, NRB)

Altogether 496 goods and services have been
selected by the fifth household survey from 60
market centers of the country. Prices are collected
in weekly (for 68 goods and services), monthly
(for 141 goods and services) and quarterly (for
287 goods and services) depending on their
importance and uses. The Base Year is 2014/15
(2071/72).

Inflation calculation process has been shown in
box 1. First, price quotations are taken from source
shops by two selected teachers of government/
community schools. They alternatively collect
and make entry of price in software. Moreover,
they cross verify price collection and software
entry made by each other. After confirming
accuracy and adequacy of price data, they send
it to the Price Division of NRB's Research
Department. Staff in the Price Division process
these data and calculate the price index by using
Laspeyr's' formula.



The whole commodities are grouped in two
groups as :

o Food and Beverages (43.91 Pc weight )
o Non-food and Services (56.09 Pc weight)

Wholesale Price Inflation (WPI)

The NRB also publishes WPI every month to
explain the movement of price relating to big
or bulk transactions with base year 1999/2000
(2056/57) from 20 market center. WPI involves
18 agricultural commodities, 31 domestic
manufactured commodities and 22 imported
commodities and altogether 71 commodities.
The NRB collects wholesale price data from 20
market centres and calculates the WPI index. Now
from the fiscal year 2015/16, new WPI project
has been initiated to revise the commodity basket
of wholesale goods in the context of changing
structure of the economy.

Salary and Wage Rate Index (SWRI)

NRB publishes SWRI
changes in salaries and wages influence a wide
range of economic activities. It is designed to
measure the directional movement of salary
and wage for a set of selected groups. FY
2004/05(2061/062) is taken as the base year.
Salary data (26.97 pc weight) is collected from
the six (6) group of organization and Wage rate
(73.03 pc weight) is collected from the 11 market
centers. The Salary index is prepared including
the salary of the employees from various groups.
Such groups are civil service, public corporation,
banks and financial institutions, army and police
forces, education and private organization. Wage
Rate index is prepared from agricultural laborers,
industrial laborers and construction laborers.

every month because

Conclusion

Inflation is one of the major macroeconomic
indicators used to analyze over all macroeconomic
situation of the country. Inflation is a persistent
rise in the general price level of goods and services
in an economy over a period of time. There are
mainly three types of inflation - demand pull,
supply shock and cost push inflation. Demand
pull inflation is a situation where the demand
for current output by consumers, investors and
government exceeds the available supply of
output. Supply side inflation occurs generally
due to a decline in production/output. Decline in
production makes aggregate supply lower than
aggregate demand which creates price increase.
When price of goods and services rises as a result
of increase in costs of production as opposed
to monetary causes, then it is called cost push
inflation.

Inflation has various types of consequences on
the various types of stakeholders of the economy
such as producers, consumers, debtors, creditors/
lenders, labourers, government, foreign traders,
savers, etc. It has severe social consequences as
well though it also haspositive impact on some
stakeholders.

To control demand side inflation, monetary
management should be efficient. Inflation control
is not possible in Nepal only from the demand
side. Especially Indian inflation and other supply
bottlenecks are responsible for inflation in Nepal.
For this, supply side and structural aspects shold
be improved effeciently. Role of the government
is crucial in this regard.

To measure inflation, Nepal Rastra Bank computes
and publishes three types of price indexes using
Laspeyre's formula. They are CPI, WPI and
SWRI.

skskosk
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Review of Retail Payment Strategies:
Relevant Information for Nepal

I. Introduction: A national payment system
(NPS) is indispensable to the smooth functioning
of the financial system— i.e. respectively the
interbank, money, and capital markets -with its
stability contributing to enhancing confidence and
facilitating economic growth and development.

Nepal, a land-locked developing country in South
Asia, commenced with the formal development
of the financial sector in 1937, with the
establishment of Nepal Bank Limited; this was
subsequently followed by establishment of Nepal
Rastra Bank (NRB), the Central Bank of Nepal,
in 1956 (by Act of 1955). The domestic payment
system mirrors this situation of the financial
sector. Recognizing the importance of having
a secure, healthy and efficient payment system
for contributing to sustainable economic growth
and development, the NRB, has been given the
responsibility of developing NPS by Nepal Rastra
Bank Act 2002." In this regard, the Bank has
taken seriously this grave charge and undertook a
stocktaking study in 2013 to assess the domestic
payment system; the study report had discussed
on many challenges in the domestic NPS but
highlights that: (1) the use of electronic payment
is less common in the Nepalese economy with it
being thus aptly described as a “very cash-fixated
society” (NRB, 2013) and that (ii) Large Value

Executive Director (Acting), Nepal Rastra Bank

@ Nephil Matangi Maskay, Ph.D."

Payments are done semi-manually and are thus
prone to risks (namely operational, settlement,
systematic etc.).” The attention of NRB was
drawn to this result and this had contributed to
issuance in 2014 of the Nepal Payment System
Development Strategy (NPSDS; NRB, 2014).
This document gives a vision of the NPS based
on nine pillars.

One aspect discussed in NPSDS deals with the
development of the retail payment system. As
highlighted in BIS publication entitled Policy
issues for central banks in retail payments

(BIS, 2003, p. 1) “Retail payment systems and
instruments are significant contributors to the
broader effectiveness and stability of the financial
system, in particular to consumer confidence
and to the functioning of commerce. Moreover,
efficient and safe use of money as a medium of
exchange in retail transactions is an essential
function of the currency and a foundation of the
trust people have in it. For these reasons, the
efficiency and safety of retail payments are of
interest to central banks.” Acknowledging this, the
role of domestic retail payments for contributing
to economic growth and development, this is
solely discussed as the third pillar in the overall
strategy of NPSDS (NRB, 2014a, pp. 30 — 32 and
reproduced in Appendix 1).

I would acknowledge with thanks the feedback from Kedar Prasad Acharya, Ram Bahadur Manadhar, Bhubanesh Pant and
Satyendra Timilsina, however any errors in the paper are mine alone.
Note: The view expressed are personal and do not reflect the views of the Nepal Rastra Bank.

1 In NRB (2002) Art. 4.1(c) under objectives of the Bank it is stated “To develop a secure, healthy and efficient system of payment”
However there has been recent activity such as exercising for Interbank Payment System by Nepal Clearing House Limited.
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The present status of the NPS is discussed in
numerous publications of the Bank, with statistics
provided in the Bank’s website. There are also
numerous private initiatives for retail payments;
howeverthereisahuge gapinthe domesticpayment
system development reflected in the absence of a
national retail payment strategy (NRPS) to help
steer its development pathway. In this regard and
for bridging this gap, the objective of this paper
is to (1) provide conceptual discussion on retail
payments, its channels as well as instruments; (2)
review and deliver comparative analysis on retail
payment strategies; and (3) provide information
on status and observation to initiate on developing
a domestic NRPS. This paper ends with summary
and a closing remark.

I1. Retail Payments, Channels and

Instrument— conceptual discussion:

Prior to proceeding, some important concepts
related to retail payment systems are discussed.
A retail payments system is defined here as a
system comprising the technical infrastructure;
participants; instruments; arrangements for
clearing and settlement; business relationship
arrangements (such as bank-customer
relationships, rules, procedures, the applicable
legal framework, and governance arrangements)
that, put together, provide the overall environment
within which retail payments are posted,
authorized, processed, cleared, and settled (NRB,
2014). In this regard, the ensuing discussion deals
with retail payments, their channels and their

specific instruments.

First, a retail payment is commonly referred
to as a payment of low-value; alternatively it is

often described indirectly as anything that is not
a large-value payment. Large value payments are
defined as payments typically of a relatively high-
value that are between banks and/or participants
in a financial market. However, retail payments
can also be for relatively large amounts. In
publication of World Bank (WB, 2012, pp. 16-
17), it states that a retail payment should have at
least one of the following characteristics:
e The payment is not directly related to a
financial market transaction;
e The settlement is not time-critical;
e Thepayer, the payee or both are individuals
or non-financial organizations; and
e The payer, the payee or both are not direct
participants in the payment system that is
processing the payment. The definition of
retail payment includes person-to-person,
person-to-business,  business-to-person,
business-to-business, person/business-to-
government, and government-to-person/
business payments.*.
Secondly, retail payment channels, are the
means by which retail payment instructions are
introduced to NPS; this is generally broken down
into two broad categories: (1) Physical channels
— such as; cash in/out merchants, bank branches
and Automated Teller Machines (ATMs) and
(2) electronic channels — such as using internet
banking and Point of Sale (POS) terminals and
mobile specific channels (SMS and Internet);the
later being those that are initiated and executed
electronically (no cash changes hands).

Lastly, a retail payment instrument is defined
here as an instrument that facilitates the transfer
of funds (i.e. a payment instruction), for example

3 A standard payment matrix, portrays all possible payment combinations, and is provided in Appendix 2.

4 However the gist of remaining eleven answers in the World Bank publication (WB, 2012a) is provided as:(2) In terms of
usage, innovative payment products are still much lower in comparison to traditional retail payment products. However
they are important for financial inclusion in over 14 percent of the jurisdictions; (3) While non-banking entities are
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a check, debit card, or credit transfer. A related
term is electronic payment instrument, which is
defined here as a payment instrument that uses
electronic means for initiation, authorization
and authentication of a payment transaction.
Even though a transaction might be initiated
electronically, the subsequent processes of clearing
and settlement might involve a combination of
manual and electronic procedures. There are
five common payment instruments in use today
(Sar and Porteous, ND); these are: (1) Cash; (2)
Cheques or bills of exchange; (3) Electronic Credit
Transfer (such as through mobile payments); (4)
Electronic debits (such as direct debits); and (5)
Payment Cards.

II1. Review of Payment Strategies:

Given the importance of retail payment system to
the domestic financial system, many countries have
crafted their own independent and tailor-made
strategy for developing the retail payment market.
In this regard and to further study this matter, the
World Bank in 2012, gathered information from
all their member countries through its second
Global Payment Systems Survey. Of these, 132
central banks responded with their answers being
aggregated and this being released by the World
Bank in their 2012 publication entitled Innovation

in Retail Payments Worldwide: A Snapshot.

Collating the information from the survey, twelve
major findings resulted’; with the first finding
being highlighted and provided below:

e “1. There is a fairly widespread adoption of
electronic payments channels for initiation
of payment transactions using innovative
retail payment mechanisms. In this survey,
91 central banks reported having internet
banking of some form and 76 central banks
reporting having mobile based access to bank
accounts—mobile banking. Around 70 percent
of the central banks reported the usage of ATM
and POS infrastructure for innovative retail
payment mechanisms as well.”

Looking over the South Asian region, individual
members of SAARCFINANCE have produced
some strategy for retail payments however these
are done in a fragmented manner®. In this regard,
the Reserve Bank of India (RBI) has developed a
general NRPS; this was initiated from 2005,with
them having a vision of the Indian NPS, being
delivered with a span of three year. There were
three subsequent issues in 2009, 2012 and most
recently in 2016. The main points of the most
recently published document (RBI, 2016) are
elaborated in the box below:

playing a significant role in the provision of innovative retail payment products/mechanisms, banks remain a significant
player in this field; (4) Customer funds are protected fully in around 60 percent of the cases; (5) Innovative payment
products appear to have fairly well developed pricing models; (6) Merchant payments, utility bill payments and person-
to-person transfers were the most common transaction types supported by the innovative payment mechanisms; (7) The
majority of the innovative products/mechanisms have very limited interoperability; (8) The traditional clearing and
settlement infrastructure is not generally used; (9) Security and fraud risks seem to be getting inadequate attention; (10)
Central banks identified themselves as the overseers for around 60 percent of the products. However, 10 percent of the
products were subject to collaborative oversight; (11) In contrast to the detailed transaction data available for traditional
retail payment systems and products, the details available for innovative payment products and payment systems are
limited; (12) In general, central banks are not overly optimistic about the anticipated impact of innovations in their

respective jurisdictions.

5 The SAARC Payment Council, a sub-organization of SAARCFINANCE, is also taking this matter up.
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Box 2: RBI’s “Payment and Settlement Systems in India, Vision — 2018

Payment and Settlement Systems in India, Vision — 2018 released by RBI in 2016 touches on:

Vision Statement: Building best of class payment and settlement systems for a ‘less-cash’ India through

responsive regulation, robust infrastructure, effective supervision and customer centricity

Contours: (1) Coverage — by enabling wider access to a variety of electronic payment services; (2)

Convenience — by enhancing user experience through ease of use and of products and processes; (3)

Confidence — by promoting integrity of systems, security of operations and customer protection;(4)

Convergence — by ensuring interoperability across service providers; (5)Cost — by making services cost

effective for users as well as service providers

Initiatives: RBI has four strategic initiatives viz., responsive regulation, robust infrastructure, effective

supervision and customer centricity. They are:

*  “Firstly, RBI, in consultation with all the stakeholders, will continue its efforts to create a regulatory
framework to promote twin objectives of enhanced coverage with interoperability of the payments
system and convenience with security for the end-users in sync with emerging developments and
innovations.

*  Secondly, building a robust payments infrastructure in the country to increase the accessibility,
availability, interoperability and security of the payment systems will continue to remain a key
objective.

*  Thirdly, Vision-2018 will focus on effectiveness of supervisory mechanisms to strengthen the
resilience of the Financial Market Infrastructures (FMIs) and System Wide Important Payment
Systems (SWIPS) in the country besides setting up appropriate oversight framework for new
systems, and augmenting the data reporting and fraud monitoring systems.

»  Finally, Vision-2018 will adopt a customer centric approach to streamline the customer grievance
redressal mechanism, focus on building customer awareness and education, and initiate customer
protection measures.”

Source: RBI (2016)

Organizing the above experiences including those from the above survey, the World Bank (WB, 2012b)

has provided some key areas of commonalities focusing on the retail payment systems; these are grouped

as (1) Consumer protection and transparency; (2) Operative standards and rules; (3) Data formats and
other technical standards; (4) Authentication standards; these are elaborated below:

Standards area Key elements
Consumer protection Articulation of key product features and pricing terms in an easy
and transparency to understand format

Provision of periodic statement of accounts

Simple and time-bound dispute resolution framework

Articulation of product operational performance metrics like
settlement time etc. with recourse available to the consumer in
the event of non-adherence

Operating standards and Know your customer and other AML/CFT related requirements
rules. Settlement risk management mechanisms

Operational risk management requirements
Data formats and other Device and infrastructure standards like EMV standards for POS
technical standards terminals

Account numbering standards like IBAN.
Data security standards — PC| DS5, S5L etc.
Data formats: IS0 20022, ISO 8583 etc.
Device certification requirements

Authentication standards POS authentication standards — for (e.g.) requiring PIN based
authentication for card transactions at POS, telephone
transactions etc.
Cnline remote payments — for (e.g.) 2-Factor authentication for
e-commerce transactions

Source: WB, 2012a, p. 82

It is felt that those highlighted major areas of commonalities are those that can be focused on in developing
a NRPS for Nepal.
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IV. Developing a National Retail Payment
Strategy for Nepal —status and observation

The above conveys the standards of commonalities
collated from the Global Payment System Survey
— this will contribute to achieving assurance in
the financial system and stability in consumer
confidence. However developing such a strategy
is a complex process that involves multitude of
stakeholders as well as procedures. BIS (20006)

6. Monitoring progress.

As mentioned earlier for Nepal, developing a
NRPS is essential for ensuring payment system
stability, managing risk in the nascent domestic
payments market and contributing to confidence
in the domestic financial system. In this regard
and as discussed above, the NRB has made
preliminary attempt in formulating its NRPS
covering the above-mentioned areas; however

elaborates this for the development of the national

payment system. WB (2012, p.79) does this

further for national retail payment strategy and

highlights six necessary milestones:

1. Stocktaking of current situation;

2. Creating appropriate internal organizational
arrangements;

3. Developing an appropriate coordination
framework to involve all stakeholders;

4. Developing a common vision of the desired
end state;

5. Developing an implementation plan after
agreement on actions that need to be taken
and their priorities; and

this is presently a component of NPSDS (NRB,
2014a, pp. 26— 32 and as mentioned earlier
reproduced in the first annex) and has not been
updated since its release in 2014. It is thus felt
that this can form the foundation for developing
a NRPS, including many new concepts (such as
introduced by the BIS (2016) in its publication
entitled Fast payments — Enhancing the speed and
availability of retail payments).In this regard and
against the above-mentioned six milestones, the
current status is presented in a matrix form below
along with observations.

SN Current Status

For the first milestone it is noted that stocktaking of the
1 |domestic payment system had been undergone by the
NRB in 2013.

For the second milestone, the Bank has released the
Payment and Settlement (PS) By-laws, 2072 and has|Such can be made more effective as per the mentioned

Observation

Such is presently dated and can be updated and continued,
perhaps on a continuous basis by the NRB.

2 already established a dedicated department in the Bank- | PS By-laws, 2072.
NRB’s Payment Systems Department.
3 For the third milestone, as of yet, there is no such|A payment system related act is presently under

mechanism in operation.® discussion and being exercised.

However, it is felt that this is dated and exercise can
be initiated to update this to the current state, with
stakeholder participation; and targeting to release this on
a continuous basis, such as with the RBI in three-year
periods and also for enhancing financial education and
public confidence.

For the fourth milestone, and as mentioned, the NRB
4 |already has a broad foundation of a NRPS existing in
NPSDS (NRB, 2014).

For the fifth milestone there is presently absence of such

. . This will be facilitated by above-mentioned act.
coordinated activity

It is observed that developing monitoring metrics and
identifying course correction requirements with their
implementation is essential and is felt that the dedicated
department in NRB can do this..

For the sixth milestone it is felt that, as such, there is
6 |presently absence of such mechanism to monitor progress
in this regard.

Source: Author

6 However under PS by-laws 2072 (Article 3) a Nepal PS Board exists under Chairmanship of the Governor including external
members from Secretary, Finance Comptroller General’s Office and Chairman, Nepal Telecommunication Authority as members
with the provision of external invitees, however the first meeting is yet been held.
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V. Summary and Closing Remark:
Thepriorhasconveyed the importance of payments
for contributing to confidence in the financial
system’. After reviewing other country experience
and based on WB (2012a) recommendation for
developing an implementation retail payment
strategy, the paper provides a short discussion
in matrix form on present status, as mentioned
in the above-respective section. In my view
as the responsibility for developing “a secure,
healthy and efficient system of payment” has
been conferred to the NRB, these can contribute
to forming the basis for a realistic conceptual
roadmap for the Bank in developing a NRPS.
However, it is noted that moving from concept
to reality requires commitment and dynamism.
While this has been demonstrated by the NRB
with the issue of NPSDS 2014 and establishment
of a dedicated department in this regard, it is
remarked that given past performance it is hoped
that this will continue in a sustained and realistic
manner for facilitating continued payment
stability and ensuring confidence in the financial
system, which will contribute to accelerating
domestic economic growth.
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Appendix 1:Nepal Payment System Development Strategy
Paper 2014, pp. 30 — 32;
Pillar III: Retail System

Retail payment systems in Nepal are efficient,
sound and interoperable and support the offer of a
wide range of payments instruments and services
75. The NRB will continue to play a role in retail
systems as settlement agent, operator, participant,
overseer and catalyst for the change. The overall
objective is to provide the Nepal economy with a
broad range of safe and efficient payment services.
76. An Automated Clearing House (ACH) called
Nepal Clearing House (NCH), which is part-
owned by the NRB, is currently operating in Nepal
for clearing truncated electronic cheque records in
the Kathmandu Valley area. Future development
plans for NCH include extending the electronic
cheque clearing to cover the whole country,
and subsequently to include a broader range
of non-time-critical retail interbank electronic
payment instruments such as credit transfers
(Direct Credits) and Direct Debits. When fully
operational, the system will process payments
of businesses and individuals, salary payments,
utility bills and other recurrent payments, and
government payments. The system will accelerate
the move towards electronic credit instruments,
reduce the systemic importance of cheques, and
reduce the usage of cash.

77. Financial risks in the ACH will be minimised
by ensuring that large value payments are moved
to the RTGS system and possibly considering the
introduction of payment amount limits, requiring
banks to maintain minimum balances, or
introducing a collateral pool. The establishment
of settlement assurance procedures, such as cost
sharing arrangements or a guarantee fund, and its
associated costs, will be studied in terms of the
level of systemic importance of the ACH. They
can also be used as an incentive mechanism to
move large value payments out of the cheque
clearing system.

78.Interbank card-based payment services
(ATM and EFTPOS) are currently provided
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by SmartChoice Technologies (SCT) and two
smaller organisations. The NRB will work with
SCT and other market players to encourage
the development and extension of card-based
services, in particular to rural and low-income
segments of Nepali society. The NRB will also
develop modern security and efficiency technical
standards for card-based payment instruments,
particularly chip cards.

79. The NRB will ensure that all current and
future retail clearing systems are appropriately
linked to the RTGS system, once it is operational,
for settlement of net clearing balances.

80. The NRB will approve and oversee the
execution of the rules and regulations for the ACH
and card switches, and all future retail payment
systems. In particular, the following items will
be covered: 1) definition and characteristics of the
system(s); i1) access criteria; iii) risk management
mechanisms; (iv) operational instructions
including sanctions to be applied in case of
non-compliance; v) responsibilities of NCH/
SCT and system participants; vi) controls to be
applied; vii) message structures; viii) contingency
arrangements; ix) fees; x) resolution of conflicts.
81. The NRB will ensure that all ACH and card
switch system rules guarantee fair and open
access criteria that are balanced with potential
financial and operational risk. Direct participation
in the systems will be determined by the operators
under the oversight of the NRB and will at a
minimum be allowed for all banks in Nepal. In
order to enable non-bank institutions to meet the
needs of their customers efficiently, the system
operators and the NRB will assess the possibility
of allowing direct participation of such entities,
provided: (i) they are regulated by the NRB; and
(i1) they comply with the operational, security,
and financial risk management requirements of
the system. Another option would be to encourage
the commercial banks to create specific products



that enable non-bank institutions to meet the
needs of their customers in an efficient manner
while relying upon the banks for clearing and
settlement.

82. NCH, SCT and othercurrent and future card
operators and other clearing service providers will
establish a dialogue with the major stakeholders,
through the creation of effective User Groups and
through the National Payments Council (NPC).
83. Other financial or non-financial entities may
operate retail systems or provide retail payment
services. In this regard, the NRB will play a
catalyst role for the implementation of safe and
efficient systems by the financial sector. All retail
systems will be overseen by the NRB (see Pillar
VIII) in terms of their safety and efficiency, with
appropriate instruments depending on the level of
risk they introduce to the financial system.

84. The NRB will ensure that when other clearing
arrangements for retail payments are developed
in Nepal, they will all be appropriately linked to
the RTGS application for settlement.

85. The NRB will promote a high degree of
interoperability of all retail circuits (e.g. ATM and
EFTPOS) and high efficiency in terms of their
clearing cycles.

86. The NRB will work in co-operation with
stakeholders and payment service providers to
develop a conducive environment for introduction
of innovations in retail payments, such as mobile
money and agent-based models. In this regard
concerted actions will be taken under Pillar I —
Legal and Regulatory Framework — and Pillar
VIII —Oversight Framework. In addition the
NRB will ensure that these innovative payment
mechanisms are efficiently integrated into the
NPS and will benefit from efficient clearing and
settlement systems.

87. Pricing policies for retail circuits will be
formulated in a way that takes into account the
principle that costs are borne with respect to the
benefits accrued, and consistently with efficiency
enhancement objectives. The NRB will review
the cost recovery pricing policies to make them
consistent with the NPS general policy objectives,
and intends that the obtained benefits will be
passed to the final users.

88. Effective fraud-prevention and detection
measures will be put in place for all retail
payment systems in order to ensure that, as far as
possible, fraud occurrences in all payment flows
are acceptably low. An important objective will
be to establish appropriate customer protection
mechanisms for the systems.

Appendix 2: Payments
Therole of the retail payment system is to facilitate
small value and high volume payments between
Government, Business and Individuals. The
different types of payments, with their respective
description, are represented in the below standard
matrix of the payment grid:

Table 1: Payment Grid

Person
Governmant Business
{indlvldual
G26 G2B azp
St Bucketary allocations, Grants, payments for Wielfare programs,
funding of pregrams goods end services salaries, pensions

B2E

B26 B2P

Fayments for gnads
and services in value
chzins

Tanes, fees for

. Salaries and benefics
licenses and permits

P2G P2B PP

Person
{Individual]

Taxes, utilities Purchazes Remittancas, gifts

Source: (Sar and Porteous, ND, p.18)
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Bank Lending Channel for Monetary Policy: A Survey

1. Introduction

Despite no role of banks in textbook IS/LM
model for monetary policy transmission, financial
intermediaries such as banks have been at the
center of the global financial crisis that erupted
in 2007 (Adrian & Shin, 2010). Banking sector
is an indispensable sector of any monetary
economy on account of the heterogeneity of
agents in the economy — lenders and borrowers. A
deep and liquid banking system promotes growth
by effectively allocating capital and increases
economic resilience by increasing our capacity
to share and diversify risks both domestically
and globally (Bernanke, 2007). The importance
of banks and financial intermediaries can be seen
from the downturn in real economic activity after
the financial distress.

Since banks are not passive institutions as
portrayed in conventional models, there have now
been a lot of theoretical and empirical interests
over their behavior. Banks play an important role
on financial intermediation, which is the process
by which banks and financial institutions generate
financial claims to meet the demands of households
and businesses (Meltzer, 1995). Among others,
lending behavior of banks is an important
channel for transmission of the monetary policy
in the economy with ever expanding financial
sector with the dominance of banks. It is one of
the channels widely discussed under the rubric
of credit channel'. In this context, this paper has
reviewed some theoretical and empirical literature
on the bank lending channel of monetary policy.

* Director, Nepal Rastra Bank

—@ Prakash Kumar Shrestha, Ph.D.”

The Nepalese banking system has recently drawn
a lot of attention of people because of drying up
of loanable fund. This shows the importance of
bank lending in the economy. This paper shows
the mechanism of operation of bank lending in
the economy.

2. Role of Banks and Bank Lending
Channel

Banks play basic but important role of financial
intermediation in the economy. Market "frictions"
such as imperfect information or transaction
costs necessitate the existence and emergence of
banking institutions as well as financial markets.
“Asymmetric information” and “principal-agent
theory” have provided the theoretical tools to
provide the central role of financial markets
including banks in the real economy (Bernanke,
2007). In fact, banks differ from ordinary firms;
they transform risky, illiquid and nonmarketable
assets into safe, liquid and marketable bank
deposits, with the main function of screening
and monitoring borrowers, then overcoming
information and incentive problems (Bernanke,
2007).

Bank balance sheet variables are likely to become
more important variables for studying the
transmission mechanism (Adrian & Shin, 2010).
In the credit channel, banks play a pivotal role
in the transmission of monetary policy (Kishan
& Opiela, 2000). Bank credit is special because
of a number of reasons so that any reduction in
the availability of bank credit inhibits consumer

1 The credit channel has traditionally been divided into two channels: the balance sheet channel and the bank lending channel. The
former is closely related to the financial accelerator mechanism of Bernanke and Gertler (1989) and focus on the informational
frictions at the firm level that give rise to an external finance premium for policy propagation as the interest rates changed by central
bank affect the values of the assets and the cash flows of potential borrowers. In other words, this operates through creditworthiness

of borrowers based on the availability of collateral.
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spending and capital investment®. First, banking
institutions are able to generate credit more
efficiently than any other institution because of
specialization of economies of scale. They provide
‘money capital’ to start any business. Second,
households and small and medium size firms do
not have access to market based source of fund
but they can resort to banks. The dominance of
banks is more propound in developing countries
such as Nepal which does not have developed
capital market>. Bank finance is quite significant
in Europe as well (Ehrmann, et al., 2001)*.

Bank's loan is considered an important component
in bank lending channel. In fact, the bank lending
channel implies transmission of influence of
monetary policy on the supply of bank loans, that
is quantity rather than the price of credit (Dabla-
Norris & Floerkemeier, 2006), which ultimately
affects aggregate demand in the economy.
Minsky(1982) always emphasizes the important
role of credit in creating boom and bust cycle in
the economy.

3. Some Traditional Views on Bank
Lending Channel
An early model in mainstream economics
recognizing the role of bank loans in impacting
aggregate demand was of Bernanke and Blinder
(1988). They expounded the bank lending channel
based on the money multiplier theory, according
to which the driving force for bank lending is

attributed to policy induced quantitative changes

on the liability structure of bank balance sheets
by introducing the loans market in the IS-LM
framework®.

In this model, the stance of monetary policy is
implemented through change in reserves, which
will then determine the amount of deposits through
the reserve requirement. Then, any change in
deposits would bring change in loans supply,
affecting loans market. Bernanke and Blinder
(1988) postulates a simple model of supply of
credit by banks under the reserve requirement
constraint®, which shows the importance of bank
loans, which is not a perfect substitute with bonds
in contrast to the assumption in the IS-LM model.
Their model conceives that policy changes are
implemented via open market operations that
change the amount of bank reserves and binding
reserve requirements limit the issuance of bank
deposits to the availability of reserves (Disyatat,
2010)". Loans are tied up with the availability
of deposits®. In this way, by affecting banks’
loanable funds, monetary policy could influence
the supply of intermediated credit (Bernanke &
Blinder, 1988).

This mechanism works when banks do not have
other alternatives to deposits as a funding source
for loans’ and, loans and securities are imperfect
substitutes in bank portfolios so that banks are not
willing to absorb deposit losses completely by
reducing securities holdings (Bernanke & Gertler,
1995)1°. Because of these assumptions, central

2. Investment depends on asset price (demand price of capital), supply price of capital and the availability of finance. Provided the
former two, any investment beyond internal finance depends on the availability of external finance (Minsky, 1982); banks are the

important source of external finance for firms.

3 Bonds and commercial paper market continues to be small and illiquid in developing countries.
4 Nonbank lenders have become increasingly important in many credit markets, and relatively few borrowers are restricted to banks

as sources of credit (Bernanke, 2007).

5 IS-LM framework only includes goods market and bond market.
6 Reserve requirement links the two sides of the balance sheet.
7 To reduce reserves, central banks sell securities in open market operations, which will increase interest rate of securities, because of

which individuals lower deposits holdings.

8 However, Post Keynesians view that the banking system creates deposits as they are demanded by the private sector through lending,
and the central bank’s main liquidity management task needs to ensure a sufficient supply of balances for the system as a whole. “It
is the amount of deposits that the banking sector can attract that determines the level of reserves, not the other way round” (Disyatat,

2008).

This was true prior to 1980 in the US (Bernanke & Gertler, 1995)and still highly applicable in many developing countries.
10 Banks may have to maintain a certain portion of their asset in safe government securities with a view of avoiding liquidity crisis.
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bank can shift banks’ loan supply schedules
simply by conducting open market operations by
changing volume of deposits through reserves
drain. In this case, a monetary tightening typically
results in shrinking of balance sheet of banks.
Another implicit assumption for this is that there
should be bank dependent firms.

Bernanke & Blinder (1992) subsequently did the
empirical test of this model which is a milestone
in the literature on the relationship between
monetary policy and the banking system. They
find that bank deposits response immediately but
bank loans'' respond with a lag to the changes in
the stance of monetary policy which is proxied
by changes in the Fed funds rate. An increase
in the Fed Funds rate leads to an eventual slow-
down of bank lending, at a time horizon that is
similar to the impact of the Fed Funds rate on
unemployment. They interpret that Fed Funds rate
affects the supply of bank lending directly through
the portfolio constraints of the bank itself. Since
loans are long-term contractual arrangements,
bank lending is initially slow to adjust, and all the
short-term adjustment is made by the holding of
securities, instead. But the bank’s loans eventually
decrease'”.

The above model has further raised interest on
this matter. Subsequently, other studies such
as Romer and Romer (1990), Kashyap and
Stein (1995), Peek & Rosengren (1996), and
Stein (1995) also extend and conceptualize the
traditional view that the central banks have the
ability to directly manipulate the level of deposits
through the money multiplier mechanism or the
central bank affects banks’ loan supply schedule
simply by changing reserves, but relaxing the
other assumptions of Bernanke & Blinder (1988).

Romer & Romer (1990) introduce alternative
source of funds except deposits in the liability of
the banks, in the above model. They argue that if
the banks have alternative source of funds i.e. non-
deposit funds e.g. certificate of deposits, monetary
policy does not affect loan supply as shown in the
above model, although it may change the volume
of deposits of banks. Considering certificate of
deposits (CD) as an alternative source of funding,
balance sheet of the banks includes Reserve (R)
and Loans (L) on assets side and demand deposits
(D) and CD on the liabilities side. Guided by
this model, in an examination of the behavior of
financial variables and real outputs in a series of
episodes of restrictive monetary policy following
the focal episode approach, they could not find
any empirical support on the effect of monetary
policy on bank lending, but they found that
monetary policy had an impact on the stock of
transaction demand. It is on account of banks
have access to alternative sources of funds.

However, Stein (1995) also examines the bank
lending channel and argues that to the extent
the Fed can control the aggregate level of real
insured deposits available to banks, it will be able
to influence supply of loans because drainage
of reserves by the Fed forces banks to get non-
deposit finance which is more prone to adverse
selection and 1is relatively costlier than normal
deposits. Hence, Kashyap & Stein (1995) argue
that because of capital market imperfection,
shocks to banks’ deposit base cannot be offset by
other sources of financing easily, thereby affecting
their lending behavior after the fall in deposits
with tightening of monetary policy”. They
extend the Bernanke & Blinder (1988)’s model
by incorporating increasing cost of non-deposit

11 Using aggregate bank data from 1959-78, bank loans only respond after six months and do not completely adjust for over two years

Bernanke and Blinder (1992)

12 This was applied in commercial banking sector. Adrian and Shin (2010) point out that the credit crunch in the recent financial crisis
originated in the shadow banking system and the market-based financial intermediaries. Hence, Bernanke and Blinder (1988)’s

mechanism might not work in the changed financial structure.

13 An increase in cost of funds to banks shifts the supply of loans inwards, squeezing out bank- dependent borrowers and raising the

external finance premium (Bernanke & Gertler, 1995).
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finance such as CDs in multi- period setting to
assess the working of bank lending channel'*.

Kashyap & Stein (1995) empirically examine
the evolution of lending volume and securities
holding in response to monetary policy shocks
primarily measured by change in federal fund rate
of banks of different sizes categorized according
to asset volume to avoid identification problem.
Earlier studies of Bernanke & Blinder (1988) and
Romer & Romer (1990) did not distinguish change
in loan supply or loan demand. By employing
quarterly data for the period of 1976 to 1992, they
argue that bank lending channel tends to work
because lending volume of small banks respond
significantly to change in monetary policy stance
with raising cost for non-deposit finance'.

All of these above models consider that reserve
requirement is binding so that monetary policy
affects deposits through changing reserves
using open market operations. Hence, reserve
requirement is viewed as an integral part of the
bank lending channel. However, in case of excess
reserve, the above mechanism may not work'®.
Adrian and Shin ( 2010) argue that the idea
that reserve requirements bind all the time got a
setback in the aftermath of the recent financial
crisis of 2007 in which commercial banks in the
United States held close to one trillion dollars of
excess reserves on their balance sheet. Moreover,
excess reserves are also a common feature in
other parts of the world after the financial crisis.
In addition, banks in the developing countries
tend to have excess reserves most of the time
(Khemraj, 2006).

4. Some Alternative Views on Bank

Lending

The tradition models assume that a monetary
tightening leads to a shortage of liquidity for

banks. This channel is still operative in economies
that remain relatively more bank dependent.
Although Romer & Romer (1990) argue that
banks can always finance themselves with non-
deposit sources of funds by issuing say, large
denomination CDs, medium term notes or some
other securities, considering that they are exempt
from reserve requirement. They still believe that
monetary policy can affect deposits and thereby
lending through changing reserves.

In a recent paper, Disyatat (2008) criticizes the
money multiplier based model of bank lending
channel of monetary transmission. A failure of
the Bank of Japan’s quantitative easing experience
during 2001-2006 to affect deposit is one of
the striking examples of the inability of central
bank to influence deposits, despite significant
expansion in reserve balances (Disyatat, 2008).
Recent experience aftermath of crisis in the US
(2008-2010) also supports this view.

Withthechangeinmonetarypolicyimplementation
through changing short-term interest rate in
recent years, the money multiplier ceases to be a
meaningful concept (Disyatat, 2010). “There is no
direct link between monetary policy and the level
of reserves and hence no causal relationship from
reserves to bank lending” (Disyatat, 2010, p5).
He even argues that the mechanics of household
portfolios does not bring the change in deposits
with the change in monetary policy.

Similar to the post Keynesian views, Disyatat
(2010) agrees that the changes in deposits are by-
product of banking and real sector adjustments.
Since banks can create deposit themselves through
loan flows, the mechanism of controlling deposits
through bank reserves might not work. Bank
lending involves the creation of bank deposits. A
bank can issue credit up to a certain multiple of its

14 Despite financial reform and innovation, the market for CDs is not deep and liquid; and small and poorly capitalized banks typically

cannot issue large CDs at all (Bernanke & Gertler, 1995)

15  They surmise that this test may not be stringent enough to separate loan supply effects from demand shocks. Small banks have a
larger proportion of loans to small business whose demand tends to be pro-cyclical.
16 ~ Many advanced countries have waived the provision of reserve requirement with a view of lowering financial intermediation costs.
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own capital as per the given regulatory constraints.
Moreover, deposits may remain unchanged with
the change in reserves due to change in money
multiplier.

Bernanke ( 2007) has recently articulated the
recasting of the bank lending channel. In this
view, monetary policy can have impact on the
banks’ perceived financial health, as determined
by leverage and asset quality, thereby bank
lending in the economy. Bernanke & Gertler
(1995) posit that rising interest rates lower the
value of securities thereby impairing banks’
capital reduces the ability of banks to attract
funds, and hence, their capacity to make loans
may be reduced. For this, Disyatat (2010)
mentions that the impact of monetary policy is
transmitted through changes in required rates
of return rather than changes in the quantity of
deposits. The concept of money multiplier to
assess bank lending is flawed, because under a fiat
money standard and liberalized financial system,
the supply of loans is not constrained by deposits
except through regulatory capital requirements'’.

An alternative mechanism for the bank lending
channel does not rely on the ability of central
banks to affect the quantity of deposits in the
banking system, but on the health of financial
intermediaries in terms of leverage and asset
quality. A greater reliance on market-based
funding i.e. non-deposit funds has enhanced the
importance of this channel by increasing the
sensitivity of banks’ funding costs to monetary
policy. A well functioning interbank market
overcomes any obstacles of loans and deposit
creation across banks. Hence, loans drive deposits
rather than the other way round.

In recent view, the bank lending channel works
through the impact of monetary policy on bank’s

external finance premium reflected in their balance
sheet strength, similar to working of financial
accelerator hypothesis. The growing role of non-
deposit sources of funding have made this new
view important (Disyatat, 2010, p8). The cost and
availability of non-deposit funds for any given
bank depends on the perceived creditworthiness
of the institution, and it is reflected in the cost
and availability of funds to bank-dependent
borrowers'®. This view, focusing on financial
frictions of bank themselves, demonstrates how
banks can act as absorbers as well as amplifiers
of shocks depending on the state of their balance
sheets. This state of bank balance sheet is
influenced in one or another way by monetary
policy stance.

Disyatat (2010) postulates a model to depict this
current view of bank lending channel, which
considers banks set the interest rate as a mark
up to risk free interest rate fixed by the monetary
policy, which is akin to Post Keynesian views on
interest rate determination by banks. This risk free
rate represents the households’ opportunity cost
of deposits". His model assumes three economic
agents firms, banks and households and all are risk
neutral. In this recent view, banks are considered
borrowers and financial markets is considered
lender. Hence, the bank itself is subject to a moral
hazard problem, so that there is a constraint on
the minimum equity capital that the bank itself
must hold at all times. When credit losses or a
fall in the price of assets depletes the capital of
the bank, the incentive constraint binds, entailing
the withdrawal of lending by the bank (Adrian &
Shin, 2010).

5. Conclusions

An examination of literature review shows that
there has been renewed interest on the role of bank

17 An adequately capitalized banking system can always fulfill the demand for loans (Disyatat, 2010).

18  Loan sales and the originate-to-distribute model of bank are another form of non-deposit financing.

19  Traditional money multiplier model also implicitly assumes that a change in reserves by monetary policy results in a change in
deposits because of switching deposits toward securities due to rising interest rates of later.

95 R/AUTA T s TEER



loan on transmitting monetary impulses to the real
sector. However, there isno unanimous view on how
banks’ loans respond to monetary policy decision.
Although an operation of money multiplier based
response of bank lending to change in reserve may
not be ruled out in developing countries because
of underdeveloped financial market, it may not
work in an advanced and highly credit economy.
Working of bank lending channel may change
with change in the structure of financial system
as well as economy. However, dominant roles of
banks cannot be ruled out in developing countries
such as Nepal at least in the near future. Behaviors
of banks and regulatory policies such as capital
adequacy ratio, liquidity ratio (e.g. SLR), credit -
deposit (plus capital in Nepal) affect the operation
of bank lending channel, which requires in-depth
empirical research on this area to model banks'
behaviour and design appropriate and effective
monetary policy.
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Government Budget and its Effectiveness in Nepal

1. Background

The government budget is the annual plan of
income and expenditure of the Government to
collect revenue and make expenses in different
sectors. This is an essential and powerful
instrument of each government for smooth
functioning of the economy to achieve the
developmental objectives of the nation. Every
year the government prepares an annual estimate
of income and expenditure known as budget. The
budget guides the government to make expenses
in desired sectors and curtails it from unnecessary
sectors. The budget is normally divided into
various broad categories which are known as
budget headings. The expenditure for regular
operation of the country is known as current or
recurrent expenditure. The expenditure on social
overhead projects is termed as capital expenditure
and the budget allocated for the management
of earlier debt repayment is known as financial
management. The proper combination of these
heading gives a clear and full fledged budget.

2. Trend of Budget

A good budget is that which bears most of the
features of theoretical norms . The budget with
high weightage of recurrent or current expenditure
in comparison to the capital expenditure is not
considered as good. Current or the recurrent
expenditure comprises daily expenses of the
country. This only makes the economy conducive
and does not add remarkable value to the economy.

* Assistant Director, Nepal Rastra Bank
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Capital expenditure comprises the social overhead
projects which makes the foundation for the
economic development of the country.

The trend of budget of Nepal shows that the weight
of current expenditure is decreasing -it was only
Rs. 243.46 billion with 71.8 percent share in
2011/12 whilein2016/17, itremarkably rose to Rs.
617.16 billion with 58.8 percentage share in total
budget. Similarly, budget for capital expenditure
and financial management expenditure were Rs.
51.39billion and Rs. 44.32 billion with percentage
share of 15.2 percent and 13.1 percent in 2011/12.
The budget in these headings reached Rs. 311.94
billion and 119.81 billion with percentage share
29.7 and 11.4 percent respectively in 2016/17.
This shows that the percentage share of current
or recurrent expenditure has been decreasing
compared to the percentage share of capital
and financial management expenditures. This
foundation reveals that the budget allocation trend
is following the general norms and theoretical
concept of suitable budget for the economy.

Normally a good budget is that which bears the
larger weight in capital expenditure and has
lesser amount of recurrent expenditure. Most of
the under developed and developing countries
cannot curtail recurrent expenditure and allocate
more budget in capital overheads. Due to this
reason developmental works are being held back
in those countries. In case of Nepal, both budget
allocation and utilization seem weak when it
comes to developmental expenditure.



Table 1: Trend of composition of the national budget

Budget Figures

(Rs. Billions)
Headings 2011/12|  2012/13 2013/14| 2014/15| 2015/16 2016/17
Current Expenditure 243.46 247.45 303.53 339.4 484.26 617.16
% Share 71.8 69.0 69.8 63.9 59.1 58.8
Capital Expenditure 51.39 54.6 66.69 88.84 208.89 311.94
% Share 15.2 15.2 15.3 16.7 25.5 29.7
Financial Management 44.32 56.59 64.83 103.3 126.31 119.81
% Share 13.1 15.8 14.9 19.4 154 11.4
Total 339.17 358.64 435.05 531.54 819.46 1048.92

Source : Budget Speech of GON

Table 1 indicates that the gap between recurrent and
capital expenditure in has been narrowing in over
time. However, the share of recurrent expenditure
might still be high which places an extra burden

on the economy in the long run even though the
expectation of increment in recurrent expenditure
is expected in the short run.

Figure 1: Trend of current, capital and financial management expenditures

A good budget management or preparation
comprises proper analysis of recurrent expenditure
and capital expenditure. A suitable trend that is
compatible with growth targets of the economy,
mostly measured by the GDP, is considered
appropriate for allocation. Normally, social
overhead capitals such as schools, buildings,
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colleges, hospitals, roads, bridges, hydroelectric
projects etc add value to the economy and work
as the foundation for the economic development.
The focus towards these sectors is extremely
essential for the long term vision of economic
upliftment of the country.
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Figure 2: Ratio of different expenditure headings with respect to the GDP
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The size of the economy is normally reflected by
economic output. The ratio of current, capital and
financial management expenditure were 15.94
percent, 3.36 percent and 2.90 percent of the
GDP in FY 2011/12. The ratio of total budget to
GDP was 22.21 percent in 2011/12. The share of
current, capital and financial management reached
21.54 percent, 9.29 percentage and 5.62 percent
of the GDP respectively in 2016/17. The ratio of
total budget to GDP ratio reached to 36.44 percent
in FY 206/17. The increment of share of budget
in current expenditure is less than the increment
in capital expenditure. This is a good signal of the
budget allocation form the prospect of economic
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3. The Pattern of Actual Expenditure

The expenditure pattern plays a major role in
attaining objectives of the budget. It is important
however to differentiate between planned and
actual/realized expenditures. For instance,
realization/actual implementation of the budget
has been weak in Nepal over the past few years as
indicated by Table 3 given below:

Table 3: Actual realization of the budget

Actual Realization of Budget (in Percent)

Fiscal Years |2011/122012/13 | 2013/14 | 2014/15 [2015/16
Current

Expenditure 91.32 | 88.66 | 85.88 | 85.08 | 73.62
Capital

Expenditure 70.78 | 82.57 | 7837 | 76.10 | 53.48
Financial

Management | 97.02 | 94.93 | 82.43 | 100.89 | 80.24
Total Budget | 88.12 | 88.59 | 84.12 | 86.00 | 69.50
Revenue 101.07 | 102.21 | 100.60 | 95.97 |101.63

development and future growth of the economy.
Table 2: Ratio of different expenditure headings
with respect to the GDP

Ratio of Different Expenditure Headings with GDP

FY Current | Capital |Financial Mgt | Total
2011/12 15.94 3.36 2.90 22.21
2012/13 14.60 3.22 3.34 21.16
2013/14 15.45 3.39 3.30 22.15
2014/15 16.01 4.19 4.87 25.07
2015/16 | 21.54 9.29 5.62 36.44

Source: CBS & MOF
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Source : Budget Speech of GoN

As can be seen from this table, actual realization of
planned capital expenditure has been the poorest
among the three categories of budget expenditure.

The figure given below highlights the trend of
actual vs. planned budget implementation over
the years.



Figure 3: Actual realization pattern of current and capital expenditure
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4. Government Revenue

Government revenue is an important component
of government budget. Tax revenue and non tax
revenue are the two main sources of government
revenue. Tax is a compulsory payment by the
citizens of a country to the government. It
includes direct and indirect taxes. If the imposed
tax burden cannot be shifted to the another
person, then the tax is known as a direct tax. It
is progressive in nature and increases when the
income or the taxable amount increases and vice
versa. Examples of direct taxes are income tax,

I CurrentExpenditure ---% Capital Expenditurs

2013714 2014/15  2015/16

corporate tax, wealth tax etc. Indirect taxes are
those taxes whose burden can be shifted to others
from the person of entity to whom it is imposed.
Sale tax, value added taxes etc. are examples of
indirect taxes.

The major contributors to revenue of the
government are income tax and value added tax.
Income tax is a direct tax whereas the value added
tax is an indirect tax.

In Nepal, the amount collected through these two
taxes are highlighted by Figure 4:

Figure 4: Trend of VAT and income tax
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The percentage contribution of VAT and income
tax was quite different in the FY 2004/05.
However, they have been slowly coming closer
in recent years so that both taxes contribute about

28% of the total revenue. This shows that the
both the contributor of the government revenue
are going in the same trend.

Figure 4: Revenue and its growth
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Among the two major sources of government
revenue, tax revenue contributes more than 80
percent while remaining portionis borne by foreign
assistance and irregular receipts from different
sources. Within tax revenue, indirect taxes which
includes sales tax, value added tax, excise duties
and other taxes contribute over 65 percent. The
contribution of direct tax which includes income
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tax, property and land registration tax, wealth tax
is about 30-35 percent. The contribution of value
added tax and custom tax was 34.9 percent and 29
percent of total revenue in 2004/05. These figures
reached 29 percent and 19.6 percent in 2015/16.
Similarly in terms of income tax, the contribution
to tax revenue was 19.3 percent in 2004/05 while
it reached 27.8 percent in 2015/16.

Table: The structure of tax revenue of the Government of Nepal

Tax Revenue Structrue of Nepal (% Share)

Fiscal Year VAT Income Custom Excise Other Total

2004/05 34.9 19.3 29.0 11.9 4.8 100.0
2005/06 37.6 19.0 26.7 11.3 53 100.0
2006/07 36.7 22.1 23.5 13.1 4.6 100.0
2007/08 35.0 22.4 24.7 13.1 4.7 100.0
2008/09 33.9 23.3 22.9 13.9 6.1 100.0
2009/10 344 21.2 22.0 15.1 7.3 100.0
2010/11 34.8 23.3 20.2 14.9 6.9 100.0
2011/12 33.5 24.2 20.5 14.2 7.6 100.0
2012/13 32.2 24.8 22.0 14.0 7.1 100.0
2013/14 32.1 21.8 25.0 14.6 6.6 100.0
2014/15 31.6 24.9 21.0 15.0 7.6 100.0
2015/16 29.0 27.8 19.6 16.5 7.1 100.0

Source : Various Issues of Economic Survey of MoF
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5. Effectiveness of Budget

The budget largely impacts the national economy.
The general objectives of the budget include :
economic growth, employment generation and
efficient allocation of resources of the country.
In addition to this, the budgets are prepared
and implemented for smooth functioning of the
economy and development of institutions. The
proper implementation of the budget needs a
strong commitment and institutional setting.
In case of Nepal, these factors are lacking.
Even though the formation and structure of the
annual budget seems suitable for the country,
its objectives can hardly be achieved. Most of
the time, the government is formed by different
parties which lacks adequate decision making
power. Due to this reason, the effectiveness of
budget implementation has been mostly weak. The
result of this is reflected in the achievements of
objectives such as economic growth, employment
generation, resource mobilization, efficiently
utilization of capital budget in timely manner and
so on. The annual growth rate has hardly crossed
the 5 percent limit with the average growth rate
at 4.1 percent in last ten year's period. This is the
main weakness of the Nepalese budgetary system.
In addition to this, timely announcement and
disbursement problem is also a major problem
for the proper flow of the budget. Similarly,
the allocated developmental budget lacks the
proper realization and expenditure pattern is also
tedious. This directly hampers the developmental
objective of the nation. The overall effectiveness
of budget should be analyzed in terms of its proper
allocation, achievement of targeted objectives,
influence in the economy like economic growth
and employment. In these aspects, Nepal's budget
seems very weak and reforms in the utilization
pattern of the budget seem essential.

6. Conclusion

The budget formulation and setting of the

objectives seem to be in a trend as it is following
some certain norms but the implementation
aspect of the budget has been weak in most
years. The main problems of Nepalese budget
in the past were delays in announcement and
approval by the parliament. One of the prominent
problems persisting since last few years is the
weakness in proper realization of capital budget
as well. To overcome these problems, one of the
major reforms that has been made in the new
Constitution 2072 is : timely announcement
and approval by the parliament. This should be
strictly followed and disbursement should be
reached to concerned ministries and authorities
within the starting period of every fiscal year. The
second thing which should be considered is that
the common agenda of economic development
should be set prior to formulation of the budget
and big proportion of budget should be allocated
for developmental projects which are of national
interest. These attempts will reinforce and
improve the situation of budget formulation,
implementation and realization with the removal
of present constraint of budget in Nepal.
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Managing the Diversity in Public Organization

1. Background

Diversity states the situation of differences among
the employees and rejects the uniqueness in doing
the jobs. Managing diversity in organization
is an opportunity and a challenging task for
every manager. Diversity of any organization is
the strength if it is well-managed otherwise it
will be a threat. Similarly, diversity also opens
the opportunity of increasing organizational
productivity and attaining overall goal of the
organization. Managing diversity in well-manner
in any organization promotes the environment
of equal treatment among differences.
Diversity promotes not only equality but also
equity in organization by distributing rational
responsibilities among employees. Therefore,
diversity management is an emerging issue for
both public and private organizations.

In this paper, some diversity in the context of
the Nepali public organizations is discussed. The
public organizations in Nepali context refer to
government and semi-government organizations,
public enterprises and the central bank. Diversity
management in public organizations is a little
different from that in private organizations. For
instance, they are influenced by the Constitution
of Nepal and other laws because of which they
prioritize people based on. gender, disability,
ethnicity, minority status, etc. These groups of
people are protected by prevailing laws as well.
Broadly, this paper captures demographic, social
and other diversity in public organizations of
Nepal. These diversities are discussed below.

2. Demographic diversity: Demographic
diversity refers to differences among employees

in terms of their age, sex, abilities & disabilities,

* Assistant Director, Nepal Rastra Bank.
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habits, hobbies and preferences. Demographic
diversities are surface level and stereotyped
diversities in public organizations that are more
general.

Age: Diversity in age among employees is one
of the prime factors that accounts for differences
in work performance. It is a general belief that
there is an inverse relationship between age,
and job performance & productivity. However,
the relationship between absenteeism and age is
believed to be positive. Productivity during early
years of an employee is believed to be relatively
higher than that during his/her later years as
employees are believed to be more creative,
dedicated and motivated towards the job in the
beginning. Therefore, in managing diversity and
distributing jobs, the manager should consider
age factor of employees.

Sex: Normally only two sexes, - male and female
were recognized before. However, the third gender
isalso an emerging phenomenon in diversity in any
organization. Legally, the third gender has equal
rights and access to public jobs everywhere. But
in practice, the third gender is yet to be considered
by public organizations and there is no study to
be found regarding the state of third gender in
work performance. The state of problem solving,
analytical skills, competitiveness, motivation and
sociability may differ among genders. The female
workers have less aggressiveness and dealing the
conflicting situation. The constitution of Nepal
2072 has a provision for quota for women in new
recruitments and promotion in public service. A
similar approach is also applicable in the transfer
of services. Sex of employees is one of the major
concerns in terms of workforce diversity for



managers, particularly in public organizations.
Hence, a manager should be conscious and
skilled to manage workforce diversity to meet
legal provisions and achieve organizational goals.

Abilities and disabilities: Ability and disability
are broader concepts in which disability is an
extraordinary state of the individual. Employees
are differently abled in terms of their working skill
or ability that is also affected by their disability.
Generally, there are two disabilities of the people,
1.e. mental and physical and sometimes both. In
public services of Nepal, the constitution of Nepal
2072 has provisioned quota for the disabled.
Ability-wise, the employees can be divided into
intellectually able and physically able. In most of
the organizations, the mental abilities are more
decisive and prime factor in job performances.

Habits, hobbies and preferences: Very few
writers consider differences of habits, hobbies
and preferences of the individuals in diversity but
these are also important. Habit is the frequency
of repeating the same behavior of the employees;
hobby is the mental selection of a particular
behavior. Preference is the particular priority of
individuals. There is a close relationship among
habits, hobbies and preferences. The individuals
cannot change their habits and hobbies in the short
run. Therefore, the managers should consider the
habits, hobbies and preferences of the employees
in course of human resource management.

3. Social diversity: Social diversity contains
differences among employees in terms of their
education, ethnicity, religion, language and
cultural background. These diversities are deep
and less common than the others.

Education: Education leads to difference in
thinking and behavior. Education helps to improve
one’s knowledge and skill level, helps in changing
attitude towards jobs, career and termination, helps
to change behavior and accordingly improves
well-being. Therefore, educating employees
improves motivation, decreases absenteeism and
increases productivity.

Ethnicity, religion and language: Ethnicity,
religion and language of employees are all cultural
characteristics. According to the population
census of 2011, there are 125 ethnic groups, 123
first speaking languages and 10 religious groups
in Nepal. Ethnicity, language and religion of the
peoplearecloselyrelated to each other. Sometimes,
such features of employees create work teams
which are beneficial for the organization. A good
manager should not discriminate based on these
cultural diversities. There is a need of a fair and
justifiable treatment for employees of all the
ethnic, language and religious backgrounds for
greater productivity and goal achievement of the
organization.

4. Other diversity: There are some other types
of diversities among the employees of the
organizations such as designation/hierarchy and
tenure of the employees.

Designation/hierarchy: Designation and
hierarchy is the career achievement of every
employee in organization. Basically in public
organization, the diversity among the employees,
in terms of hierarchy is more valued than in the
private organizations. Because of the bureaucratic
structure and culture of the organization, the
subordinate staffs are less participative in
decision making process in such organizations.
Similarly, there is a specific chain of command in
such organization which goes through particular
positions. In such, a good manager should try to
minimize the effects of such hierarchy in decision
making process and implementation.

Tenure: Tenure determines the seniority of the
employees in the organization in terms of service
periods, which is related to the age and service
period. There is a positive impact of seniority in
job performance. But from the employees’ point
of view, there may less motivation and attraction
towards the job as their tenure increases. Increase
in absenteeism, adverse effects in their health and
pessimistic thoughts of the employees are some
factors lowering productivity with increasing
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tenure. Therefore, a good manager should
reinforce, motivate and encourage such old staffs
to increase the productivities and achieving the
organizational goals.

5. Discrimination and diversity: When the
diversity is used as the discriminations among
the employees, the productivity and overall
goals of the organization are adversely affected.
Discrimination has multi-faceted features such as
harassment, exclusion, insults, domination etc.
Mostly, the discriminations are psychological,
which are difficult to bind in legal course. Every
employee deserves equal and equitable working
environment in any working field. Similarly
every employee may have some kind of talent
and efficiency in some fields of job, which an
organization should recognize on time. Such
environment helps in minimizing discrimination.
However, discrimination in sex, position, and
ethnicity, education level and alike are in practice.

6. Diversity; a problem or strength:
Organizations take the diversity both as a
problem and/or strength. Diversity is a problem
when the organization/manager is unable to
distribute the jobs properly. A proper distribution
of the job requires the jobs according to the
knowledge, skill, ability, desire and priorities of
the employees. The distribution of the job also
demands a consideration of organizational goals
and requirements. Similarly, diversity is a strength
when all employees are motivated towards
their jobs and organization. For this, a clear job
allocation, proper career paths of the employees
and fair compensation. is required Similarly,
job evaluation, job securities and the system of
‘stick and carrot’ also play the role in making the
diversity as strength for the organizations.

7. Rationale of diversity: From the perspective
that diversity in any organization is a strength,
some of the following aspects are analyzed as the
benefits of diversity.

Higher creativity in decision making : diverse
workforce has the potentiality of more creativity
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in work performance and decisions. The possible
reason behind this is: diverse employees may have
diversified knowledge, skill, interest and passion
of new works in new ways. A good manager
requires a managerial skill to absorb such talents
of the diversified employees as the organizational
needs.

Better understanding and service of customers:
more diverse employees can understand
customers better. The language and ethnicity
of the employees are helpful in identifying and
addressing the diversified need of the different
customers in their own ways. For e.g. Newar
customers are more likely to be convinced by
Newar staffs compared to others.

Increase in productivity: the diversified
employees, ifmotivated, can serve the organization
in better way by which the productivity would
be increased and vice-versa. The diversified
knowledge and skill of the different sector
employees have the possibilities of positive
contribution in production and the services.

8. Challenges of Diversity: The diversity is not
always a strength but also a challenge for an
organization. Mainly, challenges of the diversity
emerge in public organizations, e.g. some of the
employees may demand unfair degree of freedom
in work, demand more leisure, claim the relaxation
in work transfers, job enrichment and enlargement.
Such employees may claim as their rights that
they are facilitated by the organization; however,
they are able and qualified to do the work. Some
of them can demand the easier jobs, leisure and
additional monetary benefits as a political and sex
background. The manager may have a challenge
in diversity manager that s/he should possible to
bear a charge of partialize because the manager
himself/herself is from diversity. Sometimes,
there are conflicts of interest among different
group of employees in promotion, remuneration,
placement, transfer, training and development
etc. Some of the group demand specific privilege
in such management activities.



9. Conclusion

Diversity is a normal phenomenon in any
organization. Whether it is a strength or a threat
for an organization depends on management
of the organization. Diversity management is a
contemporary phenomenon in any organization
of the 21 century. It is contemporary in the
sense that the issue of rights, equality and
equity are now considered to be connected with
productivity. A good manager should consider
sensitivities of diversity and specific goals of the
organization. The success of a manager and/or

organization depends on diversity management.
In most public organizations, gender diversity has
more sensitiveness than other forms of diversity.
Sometimes, sexual exploitations and assaults
of female employees also surface in some
organizations. Similarly, there are some cases of
ethnic dominations, hierarchical discriminations
in public organizations. A good manager should
be conscious towards understanding diversity of
organizations, their interests and priorities and
thereby resolve the issues properly so that the
diversity can be a strength rather than a problem.
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Foreign Direct Investment in Nepal: Opportunities
and Challenges

Meaning of Foreign Direct Investment (FDI):

Encyclopedia of Public International has defined
FDI as "a transfer of fund or material from one
country (called capital exporting country) to
another country (called the host country) in return
for a direct or indirect participation in the earning
of that enterprise.!

Foreign direct investment means a transfer of
fund, material or technology from one country
to another country being direct or indirect
participation in the earning of that enterprise. It is
the influx of capital and technology in the country
by those people who are not citizen of the country
to be invested when the capital and technology is
used for commercial purpose. In other words, it is
the investment made by foreign investors for the
purpose of commercial transaction.

In other words, FDI is an investment made
by a company or individual in one country in
business interests in another country, in the form
of either establishing business operations or
acquiring business assets in the other country,
such as ownership or controlling interest in a
foreign company. Foreign direct investments are
distinguished from portfolio investments in which
an investor merely purchases equities of foreign-
based companies. The key feature of foreign direct
investment is that it is an investment made that
establishes either effective control of, or at least
substantial influence over, the decision making of
a foreign business.

Historical background of FDI
Nepal became the member of WTO in 2004. So,

@® Sarita Khanal *

Nepal has to comply with international trade rules
by opening its markets to the world and reducing
the custom duty rates. Nepal has launched the
policies to encourage FDI, however, due to various
problems like bureaucratic delays, political
instability, and lack of access to sea ports,
difficult land transport, scarce raw materials,
inadequate power supply, non-transparent tax
administration and unclear labor relations, Nepal
is not able to attract FDI in a huge amount Its all
known that technological changes are the main
stimulus for economic growth in the country.
The technology is cheaper to bring through
FDI than any other means. Nepal is not able to
attract such technologies in almost all sectors. In
particular case, Nepalese Banking sector stands
comparatively competitive in the domestic
market. Nabil Bank is the one, where first FDI
was allowed in1984. Similarly, Nepal Investment
Bank, Nepal Grindlays Bank had established
with FDL Banking sector has been seen one of
the innovative and successful industry in Nepal.
Government owned banks (Rastriya Banijya
Bank and Nepal Bank) have also compelled
to upgrade the facilities due to the competitive
situation. This is an example which shows how
FDI wupgrades the managerial and technical
qualities of local firms. Technological changes are
the main source of development. In this respect,
attraction of FDI with new technologies is the
urgent need for Nepal to revolutionize economic
growth. Nepal can’t remain closed with the
world economy to presence its existence in
the world. Without the foreign technologies,

going in to world market is impossible.

* Advocate, M.B.S, LL.M (Gold Medalist, T.U.), Ph. D scholar under Faculty of Law, T.U.

1 Encyclopedia of Public International, Vol, .8, P. 246
2 www.investopedia.com/terms/{/fdi.asp
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One of the major problems of industrial
development is low scale supply of power and
energy in the country. Nepal’s water resources
are one of the frequently addressed issues by
each new government. However, the resources
is neither optimally used by country itself nor
attracted foreign capital in this sector. The
political instability is the major hurdle for
foreign investors to make long-term investment
in Nepal. If the country could attract major
investors in the energy (hydro) sector that
could simultaneously encourage to attract more
FDI in other sectors as well. Government of
Nepal has realized the importance of FDI. Hence,
oreign Directlnvestment and Technology Transfer
Act, 1992 (FITTA) was brought in implementation
at the policy level.

Policy framework itself is not sufficient
for attracting FDI, facilitations and support for
Multinational National Corporations (MNCs)
are necessary to retain them to contribute in the
economy. Political instability and labor dispute
issues are some other major hurdles for MNCs
and they are reluctant to investment in Nepal.
Hence, government should address these issues
to attract more FDI in the country. *

Nepal started planned programs of economic
development as early as mid fifties with the
launching of first five-year plan in 1956. The
Tenth Plan is now being implemented since mid
July 2002. The Plan seeks to achieve a higher rate
of sustained economic growth of 8.1 percent per
annum by enhancing the competitive capability
of industry and commerce sector. To achieve this
target, greater emphasis has been given to the
participation of private sector and the involvement
of people at community level. The Plan takes
account of the need to attract foreign investment

to meet the five-year capital requirement
Government of Nepal has adopted an open and
liberal policy to pave the way for the accelerated
economic and social development of the country.
Especially in the field of industry and trade, the
government policy is aimed at giving the private
sector a dominant role. The private initiatives and
enterprises are expected to increase efficiency
and productivity. The government's role will be
that of a facilitator providing infrastructure and
suitable environment for investment. Although
there were a few cases of foreign investment
and technology transfer prior to 1981, the
industrial policy and the Foreign Investment and
Technology Act, 1981 paved the way for regular
inflow of foreign investment and technology
transfer into the country. Solidarity Ministerial
meeting was held in 1982 and an Investment
Promotion meeting was held in 1984 for the
promotion of foreign investment and for creating
awareness of the investment opportunities in the
country. Subsequently, Nepal Investment Forum
was organized in 1992 at Kathmandu, which was
a very successful event in attracting the foreign
investor. *

Importance of FDI

FDI is one of the factors for growing trade,
investment and economic growth for the
countries. The integration of global economies is
enhanced by flow of FDI across the globe. MNCs
are the vehicle of FDI through which they transfer
capital and technologies from one geography
to another . Primarily, MNCs go for the cross
boarder operations where they invest in the green
field which helps to improve the infrastructure of
the economy. °

FDI plays significantly vital role for the country
like Nepal whose development efforts have

3 Khanal, D.R. (2009 )"Foreign Direct Investment in Nepal: A Trend Analysis", An unpublished MBA thesis submitted to Pokhara

Universlty.

4 Rijal, K.P. (2010 ) "Attracting FDI in Nepal" A Term Paper Presented in Graduate School of International Studies, Seoul

National University.

5 Rai. R. (2012) "Foreign Direct Investment in Technological Change Issue in Nepal", Middlesex University/London.
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been constrained by a number of factors.
The main importance of FDI on economic
growth is that FDI are embedded with the new
technologies which become the pivotal driver
for economic transformation of developing
and under developed economies. The local
firms learn new technologies from the MNC
sin one hand; they try to improve the managerial

and technological aspects of theoperations on the
other hand. In the recent years, every country has
the policy to attract FDI in their domestic field.

Developing countries are in need of heavy capital
investment on infrastructure but governments
can’t finance that much. Therefore, foreign direct
investment is an alternative source of financing
for faster economic growth of Nepal. Foreign
Direct Investment and One Window Policy, 1992,
Foreign Investment and Technology Transfer
Acts, 1992, Privatization Act, 1994 and Industrial
enterprises Act, 1992 are the major trade and FDI
related acts in Nepal.

Legal Framework for Direct

Investment in Nepal

Foreign

Foreign Direct Investment is governed by various
laws of the state.

The main laws directly related to FDI are listed
below:

The Constitution of Nepal in the part of Directive
Principles,

Policies and Obligations of the State Article 51
(d) 10 has enshrined the provision of FDI as —
to encourage foreign capital and technological
investment in areas of import substation and export
promotion, in consonance with national interest,
and encourage and mobilize such investment in
infrastructure building.

Foreign Investment and Technology Act, 1992
(FITTA):

This is the main Act which provides legal basis
for foreign investment and technology transfer
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to Nepal. This Act contains provisions related to
the (i) area and type of foreign investment, (ii)
facilities to be granted, (iii) dispute settlement
and (iv)

other important aspects of foreign investment.

Draft on Foreign Investment 2073: The recent
draft of

Foreign Investment Act, 2073 is a comprehensive
one having sections in it. This draft has
incorporated major provisions related to
technology transfer, Visa Procedures and other
related  sections. It can be believed that after
passing this draft from the legislative parliament,
Nepal could be a good destination for foreign
investors for making investment in different
sectors of the economy.

Industrial Enterprises Act, 2016: Prior approval is
required forall the FDI. As perthis Act, Department
of Industry will grant to all investment projects
other than those which fall under the jurisdiction
of the Board of Investment. This is the new
and pioneer Act for the promotion of industrial
activities in the country. Board of Investment Act,
2010: Approval for all investments projects (both
national and foreign) of more than billion rupees
and of some specified areas such as chemical
fertilizer, petroleum refinery is granted by Board
of Investment (BOI) in accordance with this Act.

The Companies Act, 2006: Foreign investment
may be made in the form of equity or loan. For
making equity investment in a new company,
foreign investors have to incorporate a new
company with the Company Registrar's Office as
per the Companies Act, 2007. All companies need
to be opened in accordance with the provisions of
this Act.

Foreign Exchange Regulation Act, 2002 :

Foreign investment and its repatriation including
dividend or interest are made in foreign currency
and all foreign currency transactions are
governed by the Foreign Exchange Regulation



Act. According to this Act, foreign investors are
allowed to repatriate their equity investment and
dividend earned from it, and principal and interest
earned from loan in foreign currency following
the set procedure.

Environment protection Act, 1997: This Act has
provisioned for every project to undergo either
Environmental Impact Assessment (EIA) or
Initial Impact examination (IEE). This Act is
directly related with the FDI.

Privatization Act, 1993: Privatization Act has
provisioned for FDI through the privatization
process.

Bank and Financial Institution Act, 2063 This Act
empowers Nepal Rastra Bank to fix proportion
of foreign investment in a joint venture bank
incorporated in Nepal. Currently, such proportion
is fixed at 80 % at the maximum.

Besides these, Nepal Airlines Act, 2019,
Registration of Ship Act, 2017, Electricity Act,
2049, Water Resource Act, 2049, Education Act,
1971, Insurance Act, 2049, Telecommunications
Act, 2053, Contract Act, 2000, Arbitration Act,
1999, and Income Tax Act, 2002 also have few
related provisions for FDI.

Types of Investment Instruments ¢

According to FITTA, 1992 "Foreign Investment"
means following investment made by a foreign
investor in any industry.

Investment in share(equity)

Reinvestment of the earnings derived from the
equity investment.

Investment made in the form of loan or loan

facilities.

It is therefore; clear that foreign investment in

Nepal can be made in the form of equity and also
plough back of dividend and loan.

Equity investment can be made either in
establishing a new industry or buying shares of
existing industry. Furthermore, a new industry
can be established either 100 % foreign equity or
in Joint Venture (JV) with Nepali investors. So
far as foreign investment in an existing industry is
concerned, it can be done in two ways: either by
transferring the shares of existing shareholders or
by issuing new shares to a foreign partner, either
from the reserved shares or by increasing the
issued capital of the company. Equity investment
can be in the form of cash or kind. If foreign
investment is to be made in kind such as plant,
machinery and equipment, it must be clearly
stated in the JV agreement. ’

Repatriation ®

As per the Foreign Investment and Technology
Act, 1992, a foreign investor making investment
in foreign currency shall be entitled to repatriate
the following amounts outside the Nepal:

a) The amount received by the sale of the share
of foreign investment as a whole or as any
part thereof

b) The amount received as profit from dividend
from foreign investment

c) The amount received as the payment of
principal and interest on any foreign loan.

d) The foreign investor or a foreign technology
supplier is also entitled to repatriate the
amount received under the agreement for the
technology transfer in such country as set
forth in the concerned agreement as approved
by the Department of Industry (DOI).

Foreign national working in any industry with

6 Section 2 (b) of Foreign Investment and Technology Transfer Act, 1992
7 Chakhhun, H.S. (2013) “Legal Framework for Foreign Direct Investment in Nepal ", LL.M. Journal, Vol.3.
8 Section 5 (2) of Foreign Investment and Technology Transfer Act, 1992
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prior approval of the Department of Labor and
who is from a country where convertible foreign
currency is in circulation, may repatriate his/
her salaries, allowances, emoluments etc. in
convertible foreign currency in an amount not
exceeding seventy five percent of such salaries,
allowances and emoluments.

To obtain the repatriation facility, the foreign
investor or the technology supplier or the foreign
expatriate or the concerned company must obtain
recommendation from the DOI.

According to FITTA 1992, foreign investor
means any foreign individual, firm, company or
corporate body involved in foreign investment or
technology transfer including foreign government
or international agency. Who can invest in
Nepal? ?

FDI in Nepal is widely open to all prospective
foreign individual or institutions
Except in areas of negative list, no restriction
has been provisioned by any Act or regulation to
any individual or institution to invest in Nepal.
FITTA 1992 allows foreigners to organize as
a private limited company or a public limited
company to make investment in Nepal. They
can also buy share of existing company in order
to invest in Nepal. In both cases, the investors
should be financially credible. In this context,
the investor has to produce Financial Credibility
Certificate (FCC) provided by the home country
bank. If the investor is a company, it has also to
produce certificate of incorporation and company
profile. In case of individual investor, a bio-data
of investor has to be submitted to the approving
authority, although no personal qualification for
investors has been set by any law.

investors;

9 Supra Note 8 at 36

Rights, Guarantees and security of FDI

Nepal entered into the international trade regime
obtained the membership of WTO in the year
2004 A.D. as the 147™ member and first nation
among the least developed countries '

After being the member state of WTO, Nepal has
to comply with certain commitments to WTO.
Nepal has to follow the principles of WTO and
amend certain existing Acts and enact new acts.

i) Fair and equitable treatment: No
discriminatory treatment in all time,

i1) Most-favored nation treatment: transfer of
funds, incorporation of a company, FDI
approval etc.

i11) National treatment: management, operation,
protection, incentives etc.,

iv) Guarantee  against
nationalization,(Industrial Enterprises Act,
sec.21)

expropriation:  no

v) Nepal is a party to Multilateral Investment
Guarantee Agency (MIGA) that protects
political risks of FDI,

vi) An industry established under FDI in Nepal
is entitled to the incentives awarded to other
industries,(FITTA, sec.2(a),

vii) Guarantee for repatriation of FDI, (sec.5(2)
FITTA)

viii) Nepal is a party to BITs/BIPPAs concluded
with some countries that protects FDI of the
country concerned.

Opportunities of FDI in Nepal

Nepal’s FDI potential is heavily under-exploited,
despite the fact that the country offers a huge

10 Swatee, (2009) " World Trade Organization: An Introduction, South Asian Watch for Trade, Economics and Environment", p 21.
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potential not only for market seeking investors but
also resource seeking ones. A country of nearly 28
million people, where the richest 20 percent of the
population has a combined income of US$ 7.26
billion, cannot be considered a small market by
any standards. Besides, due to favorable market
access opportunities it has received, particularly in
the European and Indian markets, market-seeking
investors should find it worthwhile to invest in
Nepal. Resource-seeking investors can invest in
Nepal to tap the immense hydropower potentials.
Besides, those foreign investors, who are now
mature enough and can take long-term risk, could
make investment in other infrastructure projects
such as road, rail and airport construction. '

Challenges of Foreign Investment in Nepal

On the flip side, however, Nepal does not seem to
offer a hospitable investment climate for foreign
investors. Although there are several reasons that
could deter investors from making long term
investment in Nepal, three problems stand out.
First, the political instability and resultant policy;
and, of course, legal uncertainty means foreign
investors would think twice before investing in
Nepal. Second, poor infrastructure, in particular
electricity and road network, which raises the
cost of doing business in Nepal, works as a strong
disincentive not only for foreign investors, but
also for local investors, to invest in Nepal. Third,
militancy of trade unions, which have become
emboldened particularly in the aftermath of the
declaration of Nepal as a republic, has created
havoc for the overall business climate of the
country. The never-ending demand of unions for
increased benefits/facilities, which, according to
them, should not necessarily be linked to their
productivity, coupled with their cavalier attitude
towards work and poor work ethics, means that
foreign investors would most likely invest in
other countries or locations (such as those Indian

states which are Nepal’s immediate neighbors)
where they can lead a comfortable life as well as
earn a reasonable amount of profit. '?

Nepal Investment Summit, 2017

The biggest investment summit in Nepal
has just concluded. The investment summit
was organized with the theme "Harnessing
Investment Opportunities in Nepal". The aim of
the 2-day mega event was to position Nepal as an
attractive investment destination and to explore
possibilities of foreign investment in hydropower,
infrastructure, tourism, information technology,
mining industry and agriculture. Overall, the
summit has been successful in garnering the
attention of the investors but it needs to be seen
how the promises turn into reality in a very
complex legal and bureaucratic framework which
the foreign investors view with caution.

Nepal Investment Summit has garnered nearly
USD 13.51 billion in foreign investment
commitment, with China leading the pack with
a whopping USD 8.3 billion commitment, while
India lagging far behind with only USD 317
million. The Ministry of Industry, during the
2-day event, signed Letter of Intent (Lol) with
investors for USD 13.51 billion, which is around
60 % of the Nepal’s current GDP of around
USD 22 billion. '* Due to the various factors, the
implementation aspect of this commitment seems
very challenging.

Conclusion

To sum up, FDI is one of the factors for growing
trade, investment and economic growth for the
countries. The integration of global economies is
enhanced by flow of FDI across the globe. MNCs
are the vehicle of FDI through which they transfer
capital and technologies from one geography to
another.

11 Foreign Direct Investment in Nepal : Current status, prospectus and challenges,(2012) , SWATEE Working Paper no. 01/13

12 Ibid
13 www.nepalinvestmentsummit.com
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Attracting foreign direct investment will be a
crucial component for Nepal’s economic growth.
Though there are a large number of Nepalese
legal provisions for attracting investment in Nepal
but still it lacks major provision of investment
security and the visa provisions are complex as
well.

Though FDI is used as a means of technology
transfer, it has not been encouraging in the
context of South Asia in and Nepal in particular.
Major challenges like political instability,
legal, institutional and policy, infrastructure
and resources related to human, financial,
technological issues seem to be hindering
the current attraction of foreign investment in
Nepalese scenario.

The new draft of Foreign Investment seems to
be investment friendly. Likewise, the recent
Investment Summit has garnered the unexpected
level of commitment of the foreigner investors
which would be highly significant for Nepal’s
economic growth. If we could overcome
these challenges, then Nepal would be a good
destination for attracting foreign investors which
would definitely lead Nepal towards economic
prosperity.
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Workforce Diversity: Management in the 21* Century

Diversity in the Workplace:

Heterogeneity in several attributes inherent to
individual human capital in terms of their age,
gender, race and ethnicity, religion, education,
physical and mental abilities, financial status,
culture and values, attitudes, beliefs, capacity
of collaboration, level of understanding, level
of motivation, organizational loyalties etc can
be deemed as diversity in the workplace or the
workforce diversity in any organization. Keeping
such diversified human capital united, motivated
and responsible for producing synergy towards
organizational goal attainment, is really a tough
task for the 21 Century’s Managers mainly
because the diversified workforces are normally
driven by several divergences as pointed above.
As any going concern grows bigger and larger in
terms of size and business diversification, diversity
also becomes broader and accordingly managers
face more complexity in work environment. When
an organization crosses national boundaries and
becomes a multinational company, the diversity
issue becomes an even more crucial factor in the
course of efficient organizational management to
help attain organizational goals.

As Bansal (2015) revealed, diversity is expanding
day-by-day because of increase in number
of young workers in the workforce, increase
in number of women joining the workforce,
increase in proportion of ethnic minorities in total
workforce and increase in mobility of workforce
towards an international career. Expatriates are
becoming common in many organizations and

* Executive Drector, Nepal Rastra bank.
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international experience has been a pre-requisite
for career progression and entry in many top
level managerial positions in the 21 century.
Thus, the magnitude of workforce diversity is
expanding significantly and workforce diversity
has become not only a common phenomenon but
also inevitable for any organization in this age.

‘Glass Ceilings’ as Hindrances in Workforce
Diversity and Organizational Development:

Group identity factors such as gender
and race or ethnicity would be dominant in any
organization during the course of recruitment,
promotion and development, retention and other
human resource development (HRD) related
issues which may create obstacles to achieve
competitive advantage and to accomplish
organizational goals in the long run. Cox and
Smolinski (1994) conclude that a major obstacle
to managing diversity and glass ceiling initiatives
as top priorities for industry and the government is
the failure to recognize that the capacity to manage
diversity has major implications for the economic
performance of organizations. In agreement
with this view, one can see that the newly
promulgated constitution of Nepal has introduced
a proportional inclusion system for females and
minority groups under its 'fundamental rights and
duties section' (Constitution of Nepal — 2072,
Part 3), especially in public service sector and
parliamentary political representations owing to
present domination of male groups and forward
caste ethnics. For example, current practice in
Nepal is that at least 33 percent of the total seats
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are mandatorily reserved for female candidates
in public service recruitment and parliamentary
candidacy.

We refer some research findings here to explore
the situation of female participation in high
ranked position across countries in the corporate
sector. Workplace Gender Equality Agency
(WGEA) data (MCA Gender Diversity Review —
2013) reveals that female chief executive officers
(CEOs) in mining reporting organizations and
in all agency reporting organizations comprise
only 2.2 percent and 11.8 percent respectively
of the total. However, this study doesn’t include
the reporting agencies that employ less than 100
people. In the United States, 97 percent of senior
managers of Fortune 1000 Industrial and Fortune
500 companies are white and 95 to 97 percent are
male, Similarly, in the Fortune 2000 industrial
and service companies, only 5 percent of senior
managers are women and almost all of them
are white. Furthermore, African American men
with professional degrees earn 21 percent less
than their white counterparts holding the same
academic degrees in the same job categories.

However, women and African Americans are
not the only ones kept down by the glass ceiling.
For instance, only 0.4 percent of managers are
Hispanic, although Hispanics make up 8 percent
of America’s workforce (Federal Glass Ceiling
Commission, 1995).

To be specific, relating to the Nepal Rastra Bank
(NRB), the central bank of Nepal, no woman has
been appointed as Governor or Deputy Governor
of the NRB until now. There have also been very
few female Executive Directors (who head a
department) in the NRB. Similar scenario prevails
in government bureaucracy as well. For example
there have been very few female Secretaries
(the apex administrative post of a ministry) in
Nepal and until now, no female Secretary has
been appointed as the Chief Secretary. However,
Nepal's current President, Speaker of the house
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and Chief Justice are all female. However, a
point to note is that all these appointments were
political.

By going through the facts discussed in the
preceding paragraphs, we can form an opinion
about the glass ceiling that prevails in several
organizations, regions and countries across the
globe. Thus, glass ceiling can be accepted as an
obstacle in HRD where heterogeneous workforce
is involved and this may lead organizations
towards underperformance.

Why much Attention has been given to
Diversity Management Lately?

Diversity could lead to conflicts and create
diseconomies of scale if it is not properly
addressed in the multicultural and multi social
setup of any organization. Diversity normally
would promote informal groups and multifold
behavioral activities in the organization which
would further create several noises and hassles
for the top level management both for policy
formulation as well as for day-today operation.
For instance, an organization could face strikes
or embargoes from collective bargaining agencies
or employee unions. It is believed that majority of
the conflicts arise in an organization because of
workforce diversity which is closely linked with
these bargaining agencies.

Despite the likely noises in organizations due
to workforce diversity, it is closely related to
performance and organizational vision, mission,
goals, strategies, programs and desired level of
targeted output (indicators) such as productivity,
production and profit. If there is a mismatch or
mix-up of the workforce in terms of capability,
work motivation, job specialization, required
skills, responsibilities and placement, the could
move towards a gradual failure.

Furthermore, workforce diversity could be related
to local constitutional and legal frameworks,

internal policies, inclusion frameworks,



workforce strategies, overall corporate human
resource, business plans and individual or
collective contracts with the individual or group
of employees.

Organizations should give high priority and
attention to workforce diversity management
to produce harmony, coordination, mutual
understanding, efficiency, higher level of
production and productivity and to 'lead the
industry by example’.

Workforce  Diversity:  Challenges and
Opportunities to New Managers in the 21%
Century:

Workforce diversity and its proper management is
a challenging job to both new and old managers
in the 21% century because of modernization
in technology and education, emerging new
innovations, rise in cross border migration,
increasing multinational businesses, addition
of diverse workforce in the labor market, rising
competition and other similar factors.

Kamal, and Ferdousi (2009) urge that the diversity
most frequently causes problems in convergence
process in organizations at times when employees
need to think or act in similar ways as organization
requires and it would be a great challenge to the
new managers. Similarly, cultural diversity would
be another challenge as it would create differences
among employees in race, ethnicity, religion,
origin, or other social aspects. Hence, cultural
factor would be a major challenge in organizations
while managing diversity. According to the facts
depicted by Rijamampianina and Carmichael
(2005) by the same authors Kamal, and Ferdousi
(2009), there are three dimensions of workforce
diversity which are as follows: (a) primary
dimension — race, ethnicity, gender, age and
disability (b) secondary dimensions — religion,
economic status, sexual orientation, thinking
style, political orientation, work experience,
and education, lifestyle, culture, family status,
geographic origin, nationality and language and

(c) tertiary dimensions — beliefs, assumptions,
perceptions, attitudes, feelings, values and
group norms which would be challenging for
new mangers. The derived challenges emerging
from such challenging dimensions of workforce
diversity would further create challenges to the
managers because these may result in decreased
organizational values and cultures, decreased
operating income and net worth, decreased public
and other stakeholder’s confidence, overwhelming
domination of competitors, lagging in research
and innovation and virtually decreased overall
organizational performance. This may further
pose a question of survival of any organization in
the industry.

However, within the challenges of diversity one
can find lots of opportunities if the challenges
are properly identified and addressed. HAYS
Recruiting Experts Worldwide (2013) has
indicated that workforce diversity in organizations
would benefit in number of ways as (a)
improved attraction and retention (b) reflective
of organization’s customer base (d) improved
productivity (e) cultivating innovations (f) new
approaches (g) improved financial performance
(h) improved and transparent procurement process
and tendering, and (i) meeting international
standards and easy for risk management.
Similarly, Bedi, Larka and Gupta (2014) have
also given their views in support of opportunities
of workforce diversity that diversity helps create
high level of productivity, exchange of varieties
of ideas and team work, learning and growth,
effective communication, and diverse experience
in organizations. In a greater detail, we would say
that diversity fosters multicultural environment,
scope of new knowledge, mutual support and
harmony and new innovations and modernization
in the organization which help creating the work
environment in the organizations and it would
covertinsynergy that may transform the concerned
organization as a successful and leading one.
Diversity has multiple benefits to the workplace.
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One of the major principles of diversity says
that a company that has diverse employees has a
greater understanding of the global marketplace.
Diversity in organizations would be advantage to
the proactive organizations or corporate houses
from higher productivity and profit because of
organizational cultures that promote workforce to
perform to their highest ability. Customers who
come from overseas may require customer service
in their own language which can be catered to in
a workforce diversity set-up only. In companies
such as marketing and advertising, knowing what
consumers across different backgrounds and
cultures want can be easily addressed in such
multicultural and diversified work place. Thus
companies or organizations can also get immediate
benefits by fostering workforce diversity.

Conclusion

Diversity can be deemed as a product or innovation
of time and global development. Manifestation
of such crucial factor in the management field
has multifold implications for all learning
organizations. Easing geographical economic and
trade barriers has further reinforced the urgency
and importance of workforce diversity. In many
circumstances, no organizations can be imagined
without diversified workforce. For an example,
an advertising and marketing company which
wishes to expand its business in all continents
cannot work efficiently if it tries to depend on
homogenous workforce. Similarly, the local
companies working in countries such as USA,
Australia, and Canada where residency schemes
are open to foreigners, cannot always perform at
their best without fostering workforce diversity.
All these discussions lead us to the conclusion that
the 21% Century is the age of ‘thinking globally
and acting locally’. When we start thinking about
the global-local integration approach, the role of
workforce diversity is far reaching and inevitable
in all types of organizations. That is why due
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consideration should be given to workforce
diversity management to minimize its challenges
and cultivate its opportunities for the individual
and organizational excellence.
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Learning and Organizational Learning

Background

Learning is simply regarded as one of the dignified
spirits of human life. “Been through the phase of
learning” sounds like a humble confession and
a way of easy excuse to most of the mistakes
and imperfections in life. Here in this paper |
like to explore the fundamental idea of human
learning and how it extends to the concept of
organizational learning (OL). The paper is
presented in some short though distinguishable
segments. It shall begin with the discussion of the
basic concepts of human learning and come to the
idea of organizational learning in the second part.
The discussion shall advance to how learning
and work come to converge in deriving the idea
of learning organization. Next segment shall
discuss the basic idea of knowledge industry and
evolution of the knowledge management (KM)
thinking in management literature. Elements and
model of KM has been briefly put in the next part.
A perspective on the future of KM is presented
next before serving some conclusive remarks that
would refer to the needs in the Nepalese context.

Basic Concepts about Human Learning

Though simply referred to as a way of acquiring
knowledge on something, learning as Luthans
(1996) discusses is often linked to a change in the
behavior of the learner. If a child holds a pencil
an unusual way or a person rides a bicycle some
discomfited-looking style, we simply say, he
has not learned well to hold the pencil or ride a
bicycle. If the same child starts holding the pencil
just the way we all do, or the same person rides
the bicycle comfortably with the usual posture
of sitting and natural movement of body, we

* Nepal Bank Limited, Head Office, Kathmandu
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say, now they have learned the things well. So
a permanent change in the way of doing thing-
could be playing a guitar, driving a car, cooking
food or anything else mean an accomplishment
of learning. If one simply says “I am learning
English”, he could be meaning he is learning to
speak or write in English indicating that learning
means learning to speak or write though the same
is not explicitly mentioned. The referred outcome
most reasonably could be the attainment of an
ability to speak or write English the way all do.
If one could speak well for an instance and later
on not so, it is just concluded that learning has not
occurred well. So a sense of permanent change
in behavior is sought in the process of what we
commonly say learning.

From the basic ideas of learning it is now logical
to trace how the process of learning occurs.
In the first place, learning is the process of
internalization or adopting of some skill. This
is largely a mental process. This is a process of
creating an impression in the mind. This could be
about getting habituated of something. The most
classical approach is describing learning in terms
of stimulus-response mechanism. For example,
a boss visits the work station every Sunday and
Monday and inspects if everything is fine and tidy.
With this timetable, all employees tend to report
to work in time, in proper uniform and discipline,
ensure cleanliness and safety rules and keep the
things in order with special care on Sunday and
Monday. If in some week, the boss does not visit,
even then the workplace would look more orderly
on the two days. With repetition of the process
again and again, the employees here have built
a habit, behaving extra careful and disciplined
on the two days. The same could be explained as
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a kind of learning. The employees have learned
to be more careful on the two days. Though, this
idea is criticized on the ground that the learners
are regarded as passive objects to which any habit
may be cultivated by manipulating the stimuli.

Though the idea of classical conditioning could
prove relevant in case of animals, human learning
is better explained as a cognitive process and
one with a deeper psychological intervention.
Memory and information processing enter as
more humanly phenomena in learning. This idea
includes the purposefulness and rationality of
human behavior as the more realistic explanation
of human learning. Not only the stimuli but also
the perceived indications of the expectations of
the learner come to matter the change in behavior.
I will learn English if I feel it to have any benefit
or support in the achievement of my goals.
Still another idea is of social learning behavior.
According to this, learning occurs through
observation of behavior and consequences in
others too. It is not necessary that a person learns
from just what he or she faces himself or herself.
We can learn from the stories of others’ successes
or failures, troubles and mistakes. This kind of
learning also creates a thrust that the person goes
to oppose the forces that cause the unfavorable
consequences. So the theory of social learning
widens the view of human learning from the
mechanistic view as in classical conditioning.

The debate of whether learning is to mean just
acquisition of knowledge (cognitive dimension)
or it should include the element of shift in the
behavior (behavioral dimension) is still prevalent.
In order to clarify the completeness of the sense
of learning Peter Senge in his book The Fifth
Discipline brings forth an example that how
sensible it would be when one says, “I have read
a great book about riding a bicycle, so I have
learned it”. So taking in information can be said
to have only a far-flung relation to real learning.

Organizational Learning
Learning ultimately originates at the individual
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level. In the words of Senge (1990) organizations
learn only through individuals who learn. Scott
(2011) views learning in organizations as a
multilevel process. An individual can acquire some
knowledge or develop a sense of knowing some
new idea by interacting and reflecting with others.
So, organizations can be a ground for learning to
take place. But at the same time the knowledge
of an individual can be shared, expanded, refined
and tested in the context of an organization giving
rise to another level of learning that could be said
group knowledge. Further, if such knowledge is
captured and incorporated in the organizational
strategies and protocols, the same becomes an
asset of the organization and the process of such
development is conceptually what is called the
organizational learning.

Organizations in this competitive world today
are continuously faced with the pressure to find
new products, features, or benefits that could
have superior value to the customers on top
of what is already available. This has created a
thrust to innovate and develop. So the learning
capacity at the individual level and smartness of
organization in developing that tacit knowledge
to the explicit knowledge for application has
been the most effective strategic weapon of
organizations. Uriarte (2008) explains the ideas
of tacit knowledge and explicit knowledge.
While tacit knowledge is within the heads of
people, explicit knowledge is the organizational
asset that is created by capturing the same in
the formal documents, strategies, plans, reports
and procedures of the organization. Though, the
two — tacit knowledge and explicit knowledge
are not that separate and detached. Rather,
they are closely linked to the operational level.
Tacit knowledge is indispensable to administer
the explicit knowledge laid down in the plans,
reports, or strategies. On the other hand, tacit
knowledge does not come to formal discussion
and practice unless it is converted into explicit
form. Still another dimension is that explicating
the tacit knowledge of people for the exploitation



of the organization is the fundamental issue of
knowledge management. This way the Knowledge
Management (KM) and Organizational Learning
(OL) are related.

At this point of discussion it would be appropriate
to elaborate how the roots of KM and OL are
intertwined. KM refers to the creation and sharing
of knowledge which in fact is the obligatory
component of organizational learning. But
learning from a managerial viewpoint also tends
to include a change in the way of doing something
as a result of new knowledge. If acquisition of
knowledge does not result in any change in the
practices or going even further, does not contribute
to the level of organizational performance, this is
not meaningful at least from the perspective of
management. The ultimate goal of KM as well as
OL as Jones (n.d.) observes is the improvement of
the organizational performance by facilitating the
capture, sharing and application of knowledge for
better decision making.

Though a definitive statement of organizational
learning could be elusive, Argote (2011) has
identified three sub-process of organizational
learning as creating, retaining and transferring
the knowledge. Creation takes place at the
individual level, could be through direct or
indirect experience or observation. Retaining the
knowledge could be in the official documents,
memos, reports, technical drawings, flowcharts,
models etc. The knowledge thus captured can still
remain as the organization’s asset even after the
individuals (from whom the explicit knowledge
is derived) leave the organization. Through
discussion and dialogues the knowledge is shared,
expanded, refined and magnified. Knowledge of
one is refined through the experience of the other.

Learning Organization:
Learning and Work

Convergence of

Having dealt with the term “organizational
learning” it is convenient to link the concept
to similar sounding terminology of “learning

organization”. Joseph and Ang (1996) simplify the
distinction between the two terms. Organizational
learning has emphasis on the process and
learning organization has that on the structure.
Organizational learning concentrates on the
sequence of activities adopted to promote the
explication of the tacit knowledge for the use of
the organization. Learning organization refers to
an organization that has structural arrangements
to ease and expedite the phenomenon of
organizational learning.

Marquardt (2002) equates learning and work on
the grounds of growing convergence of work
and learning. The idea of “learning and doing”
is gradually replaced by the “learning while
working” and “working while learning”. Work
itself is the opportunity of learning. Learning
is a lifelong challenge and a lifelong process.
So, organizations need to promote individual
and team learning that would grow to the
organizational learning. Organizational learning
is the ultimate element that can facilitate the way
to organizational renewal and change.

Knowledge Industry

Knowledge is a resource. All economic activities
simple or complex have the element of knowledge
as away of doing work better and more productive.
The degree to which knowledge is incorporated
can be however, different. Some require high
degree of knowledge and technical expertise
while others could be performed well just with
simple knowledge and knowhow. This kind of
difference is called the difference of knowledge
intensity that has been growing day by day with
the advent of technology. Farming, mining and
carpentry 100 years ago used to be different from
what they are today. The same fact could apply to
printing, weaving or metallurgy too. Development
of new equipments eased the work, new machines
changed the nature of work, and new technologies
changed the type and extent of labor requirement
to the work. The changes necessitated new kind
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of work knowledge, procedures and the rules
of safety and economy in the work. With the
increase in the extent and complexity of the
knowledge that is required in the jobs, the quality
and performance of products manufactured
or services rendered depended more on the
knowledge element in the work shifting from the
high dependence on the material and timing. The
industrial activities got more knowledge intensive
raising the importance of knowledge element
than others. Better knowledge, know-how, skill
and workmanship evolved as the dominant
source of competitive advantage. Knowledge as
Houghton and Sheehan (2000) observe, evolved
as the principle component of value creating,
productivity and economic growth. The changed
economic structure with an enhanced position of
knowledge component led to the development of
the new term, Knowledge Economy.

Evolution of KM Thinking and Concept

The premise of KM thinking as King (2009)
observes is that organizations are also not utilizing
fully the knowledge they have (within the heads of
the people they have) just like human beings are
not utilizing the huge portion of the potential of
the brain they have. So KM is the discipline about
the expanding the utilization of the knowledge
in the organization for better effectiveness and
organizational performance similar to the ways
and efforts to unleash the potential of the brain
at the individual level. So KM is actually an
innovation organizations may pursue in the race
of superior value creation and search for a better
position in the market.

Learning and internalization of ideas originally
take place at the level of individual. Nothing but
the Individual learning is to form the basis of
organizational learning. Thatis, organizationslearn
through individuals. What a learning organization
can do is to expedite through appropriate structure
and organizational values, individual learning
and institutionalize it to the form of corporate

R0% /AU T S qHER

asset. In other words, KM is about leveraging or
making the most from the individuals’ knowledge
to the benefit of the organization. As an asset
knowledge has some blessed characters that its
use does not deplete its volume and transfer from
one holder to the other does not mean a loss.
So organizational knowledge does not by any
sense hamper, reduce or curtail the individual
knowledge. Rather, organization’s efforts of
knowledge management can induce individuals
to learn more, to acquire more knowledge. Failure
to boost the system of organizational learning can
bring in losses to the organization in the form of
underutilization of the assets possessed. Through
employee turnovers, when a knowledgeable
person leaves the organization without getting
the tacit knowledge institutionalized as corporate
asset, the organization suffers a loss which could
be captured in the form of study reports, reviews,
memos or technical drawings. So the idea of KM
is in a sense assumes a “pack rat” approach to
valuable contents that need to be captured and
saved so that the same could be useful someday in
the future. Combining the capturing and storing
perspectives Dalkier (2005) has crafted the
definition of KM as:

Knowledge management is the deliberate and
systematic coordination of an organization’s
people, technology, processes, and organizational
structure in order to add value through reuse and
innovation. This coordination is achieved through
creating, sharing, and applying knowledge as well
as through feeding the valuable lessons learned
and best practices into corporate memory in order
to foster continued organizational learning.

Knowledge Management: Elements and the
Model

Simplifying the concept, Uriarte (2008) identifies
four elements of KM as follows:
a. Knowledge creation and capture
b. Knowledge sharing and enrichment
c. Information storage and retrieval and
d. Knowledge dissemination.
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Knowledge creation and capture is the ultimate
element of KM which organizations can promote
by encouraging the people to think outand discover
new ideas, alternative approaches, easier paths,
cheaper methods for the works they are in. The
knowledge has to be captured in suitable form and
subjected to sharing through group discussions,
interaction sessions, review meetings, workshops
so that they could be refined, nurtured and
enriched into a better character. The challenges in
this stage could arise with the human inclination
that people tend to keep the new knowledge as a
sacred asset of self and use the same as a superior
power rather than to share.

Kin (2009) discusses the Knowledge management
models as a way of having a more organized view
of KM thinking. KM has been viewed in a 3 stage
model of Generate-Codify/Coordinate- Transfer
as well as a more elaborative model of 7-stage
consisting of Create-Acquire-Identify-Adapt-
Organize- Distribute-Apply.

(King, 2009)

According to the model King (2009) puts forth,
knowledge may be created or acquired at the
individual level and the tacit knowledge subjected
to refinement with explication to organizational
learning. The explicit knowledge come to the form

of official documents like memos, study reports,
technical diagrams etc. then gets recorded as the
corporate memory and becomes the assets of the
organization. This can be shared and transferred
for proper utilization to foster organizational
performance that is the utmost aspiration of
management.

Future and Challenges to KM

Alongside the technological development,
knowledge intensity of work is ever increasing.
The industrial are getting more
knowledge based and knowledge dependent day
by day. Similarly, the challenge of competition
is ever increasing. So is the importance of KM.
Making people better learners and capturing
the knowledge of the people to the benefit of
the organization is the way to achieving the
competitive strength. As Bergeron (2003)
visualizes, knowledge management has got
so embedded in the functions that it would no
longer appear as any separate part of function to
be allotted to any distinct department. Every job
will have an element of knowledge and a scope
for knowledge management to make it better,
more competitive and one that would contribute
to take the organization ahead in the market.
Emails are no longer the subjects of separate
skills or facilities today. Handling of computers
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or its applications in the management of digital
data and storage are just the primary kind of
skills one requires being in a job. The expansion
of the access to knowledge and information is to
just continue by means of the development and
coverage the information technology day by day.
So leading today is leading by knowledge. The
challenge that is ahead is the management of
knowledge that ultimately means promotion of
the learning culture, character, will, or spirit at the
individual level and at the same time, having a
system in place that would capture the individual
learning achievements into corporate memory
and preserve the same as a corporate asset. One
that fails in any one or both of the two aspects is
bound to face failures.

Conclusion

Organizations are not equally successful despite
the similar social or political context in which
they operate or a comparable resource base they
may deploy. Among the wide range of factors
that could be the reasons behind, management
of knowledge stands as a prominent one. As the
businesses are getting more and more knowledge
intensive, the degree to which policy framework
and structural pattern of the organization
facilitates the management of knowledge come
to matter accordingly. So the organizational
learning is to be internalized as a grand idea of
building most valuable assets to the organization.
Organizations today need to build an environment
in which people as a continuous process would
learn, mistakes would be taken as lessons, lessons
so learned would be shared, questioned, cross
verified and refined through interactions, and
preserved in the corporate memory that could be
utilized as the strategic inputs in setting forth the
policy and business directions of the organization.
In this kind of backdrop, Nepali organizations
most reasonably have to stay back to review how
“learning” they have been and how the spirit of
organizational learning could be promoted. A
deeper concern is to be developed on the matters
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like how the habit and culture of learning is
developing in the people, how conducive the
existing structures have been to encourage sharing
and refining of the learned ideas and how well
they are being organized and captured as a form
of assets of the organization. The relevance of
this dimension amplifies as our businesses grow
more and more knowledge intensive day by day
and year by year as a most reasonably foreseeable
trend of progress with time.
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Banking Law in the Light of Nepalese
Supreme Court Verdict

Introduction

Nepal Rastra Bank, the central bank of Nepal,
administrative and quasi judicial
authority to maintain price stability, financial
sector stability, foreign exchange stability and
effective payment system development under the
Nepal Rastra Bank Act, 2058. While implementing
these functions it exercises authority based on the
principles of rule of law, separation of power,
check and balance and natural justice. Here 'rule
of law' does not mean 'rule by law." The legal
provision has to be interpreted to the extent that
it can establish justice and value as mandated by
national and international instruments of banking
laws. While exercising the power of authority,
the principle of separation of power is envisaged
by this bank as all the powers are not granted to
the same person to maintain check and balance
which precludes authority to be arbitrary in the
decision making process. No one can be the judge
of his own case and opportunities of hearing to
all sides are the basic issues of the natural justice
which are being implemented while exercising
administrative and quasi judicial authority.

exercises

Every decision of the authority is expected on
the ground of justice established by the law of
nature. For instance, in the case of Padam Sunder
Malla vs. the Government of Nepal, the Supreme
Court endorsed the concept of natural justice as
no person can decide his own case or same person
cannot be plaintiff and judge except in the case of
contempt of court (NKP', 2015, Chaitra, Issue 2,
p-200). The Supreme Court decision on banking
issues shows that banking law refers not only to
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substantial provisions but also to the procedural
fairness. Many cases appear to challenge
procedural fairness of the banking business and
services.

Precedent system

As precedent is a basic feature of the common
law system, it is as equivalent as other laws and
is applicable to subsequent cases. The principles
of one case can be the justification to apply in
another similar case if doing so does not violate
existing legislative provisions. Precedent is a
judgment or decision of a court of law cited as an
authority for deciding similar sets of facts (Roger
Bird, Osborn’s Concise Law Dictionary, p.259).
Under the precedent system, earlier decisions
are taken as rules while judging similar cases
in the future. Salmond argues that a precedent
is a judicial decision which contains in itself a
principle. The underlying principle, which thus
forms its authoritative elements, is often termed
ratio decedendi (Salmond, 141). In fact, all courts
of law create precedents even though their binding
capacity varies.

Precedent can be classified based on the nature
of creating rules, binding force of precedent and
authority of precedent. Those precedents which
establish a new rule are original precedents
whereas a declaratory precedent is one which
is merely the application of an already existing
rule of law. Moreover, an authoritative precedent
is one which is binding and must be followed. A
persuasive precedent is one which need not be
followed but it is worthy of consideration. In the

1 NKP = Nepal Kanoon Patrika, published by The Supreme Court of Nepal
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case of Munila Golcha Marwadi vs. Dhanachandra
Rai, the Supreme Court argues Nepalese legal
system supports procedural law and precedents in
equal footing as legislation (NKP 2030, Decision
No.777). Article 126 of Constitution of Nepal,
2072 supported the precedent system as a branch
of law. So the decision of the Supreme Court is on
equal footing with other primary sources of law.
Its decision gets binding force for subordinate
courts. Thus, the verdict of the Supreme Court
of Nepal on banking issues gets equal validity of
primary sources of laws in Nepal.

Banking law in the light of Nepalese Supreme
Court Verdict

e Lumbini Bank Ltd. Vs. Sangita Tripathi:
In this case Supreme Court issued a 14
points rule list on the procedures of property
guarantee and auction. Supreme Court argues
that the guarantor does not have unlimited
liability which depends on the amount agreed
for it. The terms and conditions should be
legibly written and guarantor should not be
forced to bear more liability than agreed
on the contract. There should be separate
contract between guarantor and bank and
principal debtor and bank to address the
liability of loan and guarantee clearly. The
primary duty to pay loan goes to principal.
If this is not possible, the responsibility goes
to the guarantor to the extent of amount
agreed by guarantor. The amount submitted
by guarantor to fulfill his duty should be
accepted by banks and financial institutions
(BFIs). The property should be valuated
based on market standard which should
not be devaluated without any ground. The
information of auction should be provided
clearly. This case is order of certiorari
with mandamus against the decision of the
bank (Case no. 067-NF-0001, decided on
2072/09/16).

e  Sunil Jaiswal vs. Department of Money
Laundering Investigation: This case has
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been filed on the issue of money laundering
offence. Supreme Court of Nepal argues
that only carrying the Nepali currency is not
a Criminal Offence. If the person receives
or earns such currencies from illicit acts or
activities, only then, will it be a criminal
offence. Carrying a currency for the purpose
of conversion cannot be a money laundering
offence as it is prescribed in section 4 (e) of
Money (Asset) Laundering Prevention Act,
2008 because it cannot violate the provision
of foreign exchange management law of
Nepal (NKP 2070, Issue 9, Decision Number
9054).

Sitaram Agrawal vs. Nepal Rastra Bank
et.al.: In this certiorari case, the Supreme
Court has propounded the principle that non-
justiceable matters raised for discussion or
popularity or intellectual exercises in the
court has been rejected by the court time
and again. Such issues cannot be the subject
matter of public interest litigation. The
provision on blacklisting has made for purity
of loan, healthy financial system, and for the
protection of the deposit of millions of people.
The blacklisting of willful defaulters cannot
violate the rights and any legal provision
entitled to the person. The applicant has no
relation in this case which lacks locus standi
to file the case in this matter (NKP 2066,
Issue 1, Decision Number, 8049).

Nur Pratap JBR vs. Nepal Rastra Bank
et.al.: In this certiorari and prohibition case,
Supreme Court argued that the repeal and
saving provision of section 112 of the Nepal
Rasta Bank Act, 2058 has saved all acts and
activities carried out in accordance with the
Nepal RastraBank Act,2012 hasbeendeemed
to have been carried out in accordance with
this current Act. Section 29(1) (2) (3) of then
Commercial Bank Act, 2031 has allowed the
Nepal Rastra Bank to order and to get any
documents required in the time of inspection



and supervision of given bank and the Nepal
Rastra Bank can issue directives in relation
with income and expenditure and financial
and economic status and can control the bank.
Annual General Meeting of the bank cannot
curtail the rights of the Nepal Rastra Bank to
issue directives and to control bank under the
provision of Nepal Rastra Bank Act, 2058.
Expenditure without invoice or supporting
documents cannot be approved. (NKP 2064,
Issue 11, Decision Number, 7899)

Advocate Ishwor Prasad Adhikari vs.
Nepal Rastra Bank et.al.: This was the writ
against the directives of blacklisting of willful
defaulters of loan. In this case the Supreme
Court argues that there are two kinds of
directives; first, directives with legal mandate
and second, directives with administrative
mandate. Administrative directives may
not have legal status. Directives with legal
mandate will be the part of writ jurisdiction
and administrative directives without legal
validity will not be the subject of it. Under
the Nepal Rastra Bank Act, 2058, Chapter 9,
it has the power and responsibility to make
inspection and supervision. For this purpose
it can issue directives. The blacklisting of
willful defaulters is done to discourage them
to take loan from banking institutions. So,
the claim in the favor of willful defaulters
cannot be the subject matters of public
interest litigation. It is the action against
people’s sentiment. (NKP, 2064, Issue 7,
Decision Number 7867)

Piush Bahadur Amatya vs. Nepal Rastra
Bank et.al: The blacklisting of loan
defaulter cannot breach any rights and no
interim order can be issued in the matter of
loan recovery. If this is done, it is against
public conceptions and reliance against
the banking system. The court can use
extraordinary power to issue order in case
of breach of the principle of natural justice,

excess of powers or substantive ultra vires,
errors of procedures of procedural ultra
vires, errors of law, failures to perform duty
and bad faith or abuse of power in the sense
of using a power in a meaning other than
that contemplated in the enabling statutes.
Newly enacted law provides validity and
continuity of previous laws. It is applicable
in relation with the continuity of the act
performed under Nepal Rastra Bank Act,
2012 to be deemed performed under Nepal
Rastra Bank Act, 2058. Rescheduling and
restructuring of loan are not rights. These
are the issues of discretion of the concerned
bank. Reasonable classification cannot
violate equality provisions. The decision of
higher court will be the precedent but the
decision of coordinate jurisdiction may not
be binding. While issuing interim order, the
matter of irreparable loss, injury and balance
of convenience shall be evaluated. It was the
loan issue of Fulbari Ltd (NKP, 2064, Issue
8, Decision Number 7872).

Indra Shekhar Khadka vs. Nepal
Rastra Bank et.al.: In this certiorari
mixed case, there is the claim of inequality
between promoter shareholders and other
shareholders of a bank as Section 17(1) of
Banks and Financial Institution Ordinance
provides that member of Board of Directors
shall be appointed from among promoters.
It has made promoter shareholders more
responsible towards banks. So, promoter
shareholder and equity shareholder cannot
be treated equally. It is not an inequality to
make the condition for the sale of promoters
share as promoter share cannot be sold up to
five years and even after five years it has to be
approved by the Nepal Rastra Bank to be sold
under the section 9 of Banks and Financial
Institution Ordinance, 2006. Therefore, these
differing provisions about sale of share and
debenture and share guarantee provision do
not violate the principle of equality because
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of their gravity of importance. Therefore, the
claim that this circular of the Nepal Rastra
Bank is unconstitutional is not valid. (NKP
2063, Issue 10, Decision Number, 7770)

Suresh Chandra Poudel vs. Secretariat
of Legislative Parliament et.al. Once a
Cheque is issued, it must be paid. If we
issue a cheque and stop payment against it,
credibility of the banking system will be lost.
Banking business runs based on trust. If this
trust is lost, the banking system will no longer
exist. Except with a valid reason, a cheque
must be paid. If banks are reluctant to pay
a cheque, people will start to make personal
non banking transactions which may lead
the society backwards. The Nepal Rastra
Bank has to create healthy environment for
monetary and financial system and it has to
prevent exploitation of the common people.
For this, the central bank can issue directives
and orders. Therefore, the directive on
blacklisting is valid (NKP 2068, Issue 6,
Decision Number, 8627).

Krishna Gopal Tandan vs. Nepal Rastra
Bank et.al: In this case, the Supreme
Court decides that no law precludes the
Nepal Rastra Bank to issue circular on the
blacklisting of willful defaulters of loan.
However, the issue of collateral should be
well assessed by Industrial Development
Corporation prior to the issuance of loan. So,
this responsibility of loan and guarantee goes
to concerned BFIs (NKP, 2060, Issue 11.12,
Decision Number 7295).

Bishnu Prasad Upadhaya vs. Rastriya
Banijya Bank: The proprietor of Sharad
Traders and Suppliers is Sharad Kumari
Upadhaya, wife of Bishnu Prasad Upadhaya.
Although the company is in the proprietorship
of his wife, all the operation is carried out
by Bishnu Prasad Upadhaya. Moreover, Mr.
Upadhaya has given guarantee in the loan
taken by this company. So, the personal
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property of Mr. Upadhaya can also be used
to recover loan if doing so is not possible
from the borrowing company (NKP, 2059,
Issue 9/10, Decision Number 7138).

Indira Jangam vs. Nepal Rastra Bank
et.al.: This is the blacklisting issue of
Supreme Fashion Pvt. Ltd and its proprietor
Indira Jangam on the issue of letter of credit.
The Supreme Court argues that if there is
nonpayment of loan, there is the guarantee
of letter of credit from which loan can be
recovered. So the decision of blacklisting this
person and the company hampers operation
of the industry. In this case blacklisting
is quashed because there is an sufficient
guarantee to recover loan from the letter
of credit (NKP, 2058, Issue 7/8, Decision
Number 7027).

Rajendra Kumar Kuwar vs. Rastriya
Baninjya Bank: This case is the issue of
letter of credit. Receiving payment from
foreign bank on behalf of exporter, providing
credit based on the document of export and
settling the loan from the payment received
from foreign bank are the normal banking
transactions. Negotiating bank receives
designated commission and interest in the
loan provided based on the document of
export. So bank is not a direct party of import
and export rather it is a facilitator. If there
is any discrepancy in the letter of credit, no
bank will be responsible unless there is clear
negligence. As the party of letter of credit,
Teximpor New York, rejected the advised
documents sent by Shuvakamana Garments
on the ground of discrepancies, the bank is
not a party of the contract between importer
and exporter in relation with LC. So bank
has the relationship of debtor and creditor on
the issue of loan but not a party to the LC. It
is only a facilitator (NKP, 2058, Issue 3.4,
Decision Number 6985).

Keshav Kishi vs. International Leasing



and Finance Company Limited et.al.:
In this case Supreme Court quashed the
decision of International Leasing and
Finance Company Limited to accept auction
of the property of Keshav Kishi on the
ground of absence of participation of other
party on the date of auction by reducing the
value of property made in the time of loan.
This act of accepting the own auction by the
Finance Company is against natural justice
and procedural fairness (NKP, 2058, Issue
3.4, Decision Number 6986).

Uma Agrawal vs. Nepal Bank Limited:
The collateral which is frozen even after
the payment of loan is not justifiable on the
ground that another loan is left for payment.
This provision should either be allowed
by any law or by contract of the party. The
process of releasing frozen property after
payment of loan and the process of recovering
the loan from the personal property other
than collateral are different matters (NKP,
2046, Issue 8, Decision Number 3917).

Gopal Prasad Upadhaya vs. Nepal Bank
Limited: As a manager of the bank, the
ultimate responsibility of the branch goes to
him. So the different statement of conviction
in the time of clarification and removal from
designation and any discrepancy in statement
cannot be a justifiable ground to get acquittal
for the harm made to the organizations. It is
the issue of the punishment to the staff of
Nepal Bank Limited (NKP, 2045, Issue 10,
Decision Number 3600).

Pros Transport Company Pvt. Ltd vs.
Hetauda Cement Industry Ltd.: If there
is no agreement on the issue of the quality
of charcoal to be supplied to Hetauda
Cement industry, there is the option of either
cancelling the tender or accept it. So, without
granting sufficient time for further agreement,
the decision of seizer of the bank guarantee
of the Transport Company is against equity,

justice and good consciences (NKP, 2044,
Issue 8, Decision Number 3184).

Nepal Bank Limited vs. Raghunath
Agrawal: In this case Raghunath Agrawal
claimed that Nepal Bank Limited does not
have the right of auction of the house and
estate entitled to him. However, the Supreme
Court decided that the bank has the right to
recover loan from the auction of property
kept in hypothecation by the loanee if it is
not recovered under normal process. The
procedure of auction should be as prescribed
in existing laws  (NKP, 2044, Issue 10,
Decision Number 3224).

Nepal Bank Ltd. vs. Ministry of Finance
et.al.: Nepal Bank Limited claimed for
the tax exemption considering it as a non
commercial profit making organization.
The Supreme Court argues that the method
of the organization should be considered
to determine whether the income of
organization is commercially profit making
or not. As Nepal Bank Limited has accepted
income from monetary and commercial
service, it is commercially a profit making
organization (NKP, 2043, Issue 6, Decision
Number 2737).

Lunkaran Das Chaudhari vs. Nepal Rastra
Bank et.al.: Legal rights cannot be limited
by the conditions of promissory notes and
similar agreement. The shareholder's rights
cannot be restricted only in the name of loan
received by a person. The shareholder, who
sold an entire share as a moveable property
and resigned from the director and removed
from the shareholder rights, cannot have any
liability in any long term debt such as Bridge
Gap, AOC etc. So the blacklisting of the
person who already withdrew shareholding
i1s against laws and its accepted principle
(Writ No. 3486, Verdict Date 2062/10/5/4,
Commercial Law  related  Important
Precedent, 2063).
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o« Binaya Regmi vs. Labour Court et.al.:
Banks and Financial Institutions Act will be
applicable for employee of the banks and
not the Labor Act. In this case Nabil Bank
removed Puruswotam Pyakurel, a computer
operator, appointed in daily wage. Labor
Court decided to restore him which is against
existing law because this does not fall under
the jurisdiction of Labor Court. There is no
locus standi of him to appeal in Labor Court
(Writ No. 3074, Verdict Date 2059/2/21,
Commercial Law  related Important
Precedent, 2063).

Conclusion

Banking law is the branch of civil law which
regulates the conduct of BFIs. The Central bank
has the responsibility of controlling and regulating

9% /AU L SF THER

%%

banking behavior under existing laws. During this
course of action, it has to exercise administrative
and quasi-judicial authority. So, substantial
and procedural aspect of the central banks and
other licensed BFIs are regularly examined in
the court of law that develops the new concept
of jurisprudence in banking behavior. With the
decision of court of law, the scope of the case law
will be expanded gradually to adapt new principles
of banking transactions. The decision of the the
Supreme Court is final and binding to subordinate
courts to interpret the laws. The verdict process
includes stare decis, ratio decedendi and obiter
dicta etc to make the decision binding in upcoming
cases until the precedent is quashed by a superior
court or concurrent or subsequent decision of the
same court.



Retention Factors on Employees' Commitment in
Nepalese Commercial Banks

1.Introduction

Human resource is regarded as one of the key
resources in organization (Adhikari, 2009). It is
considered as the most dynamic resource. Today's
organizations need to retain experience and skilled
employees. So, to gain employees’ commitment
to the organization and increase retention, the
employer needs to identify retention factors that
are more influential to employees' commitment.
Outstanding employees may leave an organization
because they become dissatisfied, underpaid,
unmotivated, the company not provide training
and not give opportunity to get promotion (Coff,
1996), and while trying to retain employees within
the organization they may present other challenges
as well. They may demand higher wages, not
comply with organization practices, and not interact
well with their co-workers or comply with their
supervisor directions. Thus, Munn et al. (1996)
found that supervisor support and promotion was
the best predictor of employees' commitment and
intention to quit. The organization can achieve its
goal by developing a new "work contract". The
human resource strategies also demand a change
in corporate culture, in which everyone must adopt
the new values and principles, particularly senior
managers. Hence, this article focuses on exploring
or investigating the effect of retention factors
(i.e., compensation, job characteristics, training &
development opportunities, supervisor support, and

career opportunities) on employees' commitment.
2. Conceptual Framework

Employees' Commitment

commitment is

Consistently, employees'

characterized by the development of personal career

* Section Chief, Agricultural Development Bank Limited
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goals, the attachment to, identification with, and
involvement in those goals. Career commitment
(Hall,
1976). It is analytically-although not necessarily

should transcend occupations or jobs
empirically-distinct from other types of occupational
commitment. Similarly, job commitment suggests
commitmenttoarelatively short-term setof objective
task requirements. Employees' commitment which
may involve a longer perspective and is related to
the subjective (or internal) career envisioned by the
individual (Hall, 1976). Meyer and Allen, (1991)
developed their three component model and were of
the conviction that commitment binds an individual
to an organization and thereby reduce the likelihood
of turnover. Aven, (1988) concludes that more
often and more consistently committed employees
are more likely to engage in the following four
behaviors than are non-committed employees:

Types of Commitment

Allen & Meyer (1990) developed an early model
that has received considerable attention. The three-
component model they advocated was based on their
observation that existing definitions of commitment
at that time reflected at least three distinct themes:

Affective commitment
This form
individual's identification and involvement in the

organization (Porter, Steers, Mowday and Boulian,
1974). Employees high in affective commitment

of commitment emphasizes an

demonstrate emotional attachment, identification

with and involvement in the organization.
Employees reflect positive attitudes towards the
job and are ready to provide extra effort for the

job. Employees derive satisfaction from their work
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and their colleagues, and their work environment is
supportive of that satisfaction. Some researchers (eg
Allen & Meyer, 1990) suggest that this is the most
important form of commitment as it has the most
potential benefits for organizations. Employees
who have high affective commitment are those who
will go beyond the call of duty for the good of the
organization.

Normative Commitment

Employees perceive the organization be on their
side and the organization evokes a sense of mutual
obligation in which both the organization and the
employee feel a sense of responsibility to each other.
This type of commitment is also frequently referred
to in the literature as normative commitment.
Normative commitment refers to an employees'
feeling of obligation to remain with the organization
(based on the employee having internalized the
values and goals of the organization). The potential
antecedents for normative commitment include
coworker commitment (including affective and
normative dimensions as well as commitment
variable),
participatory management.

organization  dependability  and

Continuance commitment

Employees believe they are involved in a fair
economic exchange in which they benefit from the
relationship in material ways. Potential antecedents
of continuance commitment include age, tenure,
career satisfaction and intent to leave. Age and
tenure can function as predictors of continuance
commitment, primarily because of their roles as
surrogate measures of investment in the organization
(Meyer & Allen, 1997). Continuance commitment
is the willingness to remain in an organization
because of the investment that the employee has
with "nontransferable" investments. Meyer and
Allen, (1997) further explain that employees who
share continuance commitment with their employer
often make it very difficult for an employee to leave
the organization.
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Retention Factors

Meanwhile, from the review of these retention
from 1995 to 2004, were used to
identify the critical factors

factors
in high technology
1998; Dockel,
2004). Compensation, job characteristics, training

employees’ retention (McNee,

and development opportunities, supervisor support,
and career opportunities were identified as the
top five retention factors. Companies try to keep
these valuable employees with their cutting edge
knowledge and skills, but the demand for high
technology employees with skills has increased
substantially, e.g. for ten positions only eight
candidates with the required skills qualify (McNee,
1998; Murphy, 2000). Tsui et al. (1995) examined
quality and
corporate financial success are characterized as that

employee retention, productivity,

integrated sets of career commitment predictors.
The assumption is that integrated sets of employee
commitment focusing on produce high levels of
employee effective commitment and subsequent
organizational performance.

Compensation

The total amount of financial and non-financial
rewards and benefits provided by an employer to
an employee in contrast to the work performed as
required and as part of an employment relationship
is termed as compensation (Heneman and Schwab,
1985). Itis true that compensation plays an important
role in complex and global organizations. However,
there is no such thing as a perfect compensation
system and practice. Even though some companies
are trying to retain it but there is no permanent
system and the need for adjustment will be done
according to the changes in business environment
and local national culture (Partner's Report, 2002).

Training and Development Opportunities

Investment on employee training and career
development is considered important factor in
employee retention. Organization has the incentive to
make investment in form of training & development

only on those workers, from whom organization



expect to return and give output on its investment
(Messmer, 2000). According to Gomez et al, (1995),
training provides specialized technique and skills to
employee and also helps to rectify deficiencies in
employee performance, while development provide
the skills and abilities to employee which will need
the organization in future.

Job Characteristic

Job characteristics is objectives attributes about job,
as environment, skills for jobs, safety, feedback, new
information, interpersonal, compensation, autonomy
and challenge. Hackman and Oldham, (1976) pointed
that there are five dimensions to job characteristics,
such as skill variety, task identity, task significance,
job autonomy and feedback. In contrast, job autonomy
and skill variety are mostly considered as having a
beneficial effect on career commitment since they
provide individuals with opportunities to change
their career. Thus, employees want to do interesting
work that challenges them and uses their skills and
talents. Repetitive, narrow work experience with
little individual discretion repels high technology
employees (Kochanski and Ledford, 2001).

Supervisor Support

Supervisor support is defined as the degree to which
employees form impressions that their superiors care
about their well-being, value their contributions, and
are generally supportive (Eisenberger et al, 2002).
Supervisors who are deemed to be supportive have
been found to be effective in managing subordinate

emotions. Managing subordinate emotions is a critical
component in managing employees' commitment.
Interestingly, anumber of researchers have documented
the association between supervisor and the protégé’s
level of organizational commitment (e.g. Ayree and
Chay, 1994; Payne and Huffman, 2005). Spreitzer
(1995) differentiated psychological empowerment
form situational empowerment and defines the former
as “an active orientation of the individual that reflects
that individual’s belief that he/she shapes his/her
work role and context”. Spreitzer (1995) described
two consequences of psychological empowerment as
“effectiveness” and “innovative behavior”.

Career Opportunities

Career opportunities include the internal and external
career options that employees have. Internal career
opportunities could lie in the employees’ current
organizations, like promotions or moves to different
positions. External career opportunities could mean
moving to other organizations (Joao, 2010). Parkes
and Langford (2008) describe work-life balance
as the ability of employees to meet their work and
family commitments as well as other non-work
responsibilities and activities. Ddckel (2003) argues
that organizations need to accommodate employees
by providing access to telecommuting, childcare
centers, referral programmes and employee assistance
programmes.

The empirical investigations of the conceptual model,
as shown in figure 1.

Figure No.1: Conceptual Framework for this study
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This model (figure 1) suggests that: compensation, job
characteristics, training & development opportunities,
supervisor support, and career opportunities (retention
factors) are the independent variables. And affective
commitment, continuance commitment and normative
commitment

(employees' commitment) are the

dependent variable.

3. Findings

Based on the survey conducted on employees of
10 commercial banks, some findings on impact of

retention factors on employees' commitment are
presented here.

Altogether 200 questionnaires were distributed.
20 questionnaires were distributed to each of ten
commercial banks. 82% completed questionnaires
were collected from all selected banks. Among
the banks the highest responses (90%) from Nepal
Investment Bank Ltd. (NIBL) and the lowest responses
(75%) from Bank of Kathmandu (BOK).

Table 1: Response to Questionnaire and Representation

Total Response % Non Weight
S.N. Name of Banks Distributed from Response response of the
employee rate respondent |

1 Nepal Bank Ltd. 20 16 80 20 9.76

2 Rastriya Banijya Bank 20 17 85 15 10.37

3 Himalayan Bank Ltd. 20 17 85 15 10.37
4 Nepal Investment Bank 20 18 90 10 10.98
5 Everest Bank Ltd. 20 16 80 20 9.76
6 Nepal SBI Bank Ltd. 20 16 80 20 9.76
7 Machhapuchhre Bank 20 16 80 20 9.76
8 Bank of Kathmandu Ltd. 20 15 75 25 9.15
9 Citizens Bank International 20 16 80 20 9.76
10 Kumari Bank Ltd. 20 17 85 15 10.37
Total 200 164 82 18 100

The cronbach coefficient for the entire dependent
and independent variables are found more than
0.6. This indicates that all variables in this study
are acceptable according to Sekaran (2006).

Correlation among Employees' Commitment and
Retention factor is shown on table 2.

Table 2: Correlation between Employees'
Commitment and Retention factor

. Employees' | Retention
Variables Commitment Factor
Employees'
Commitment 1 436**
Retention Factors 436** 1
**. Correlation is significant at the 0.01 level
(2-tailed).

The correlation coefficient checked at 1 % level of significance with two tailed test in all tables, suggests that

the entire retention variables have significant relationship with employees' commitment.Regression analysis of

Retention Factors on Employees' Commitment

The regression model used to test the impact of retention factors on employees' commitment is as follows:

EC=
Where,

EC = Employees' commitment

o+ BIX1+ BzXz + B3X3 + ﬁ4X4 + BSX5+ ©

X, = Training and Development
X, = Supervisor support

B = Coefficient e = Errors
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X, = Compensation
X, = Job characteristic

X, = Career opportunities



This study shows that the p-value was low (less than 1% level of significant), so the model has significant

and there was a goodness of fit.

According to the regression model, the prediction model is as follows:

Employees' Commitment (EC) = o+ X + B, X, +B.X, +B,X, +BX +e

So, Employees' Commitment = o+ Compensation 3, +Training & Development 3, + Job Characteristics

B, + Supervisor Support B, + Career Opportunities B,

The estimator, a, B, B2 B, B, and B, define the least squares prediction. Thus, fitted regression model:

EC = 21.999 + 0.195 Compensation — 0.252 Training & Development + 0.337 Job
Characteristics + 0.220 supervisor support + 1.337 Career Opportunities

Table 3: Coefficients of regression analysis

Variables Empl(?yees' Affec.tive Contin.uance Norm'ative
Commitment | Commitment | Commitment | Commitment

Compensation 0.195 0.057 0.044 0.094
Training & Development -0.252 0.026 -0.122 -0.155
Job Characteristics 0.337 0.135 0.06 0.142
Supervisor Support 0.220 -0.263 0.417** -0.033
Career Opportunities 1.337** 0.243** 0.52** 0.574**

R?=0.32 R2=0.18 R2=0.25 R2=0.24
**p <0.01; *p<0.05; N=164

The overall fit of the various models as indicated by the R?, indicates that a low percentage of the variation
has been explained. On the basis of the above regression in Table 3, the final model (figure 2) can be presented
as below:

Figure No.2. The final model

[ Retention Factors ]

Compensation

)

Training & development
opportunities

[ Job characteristics Employees’

Commitment

[ Supervisor support

[ Career opportunities

Note: **p <0.01; *p < 0.05; N= 164

%] 3ff afierreaa fagmrs /239



Table 4 shows the summary of hypothesis testing for this study:

Table 4: Summary of Hypothesis Testing

Hypothesis Statement Sig. Level Finding

H,: There is relationship between compensation and employees' 0.119 Rejected
commitment

H,: There is relationship between job characteristic and employees' ‘ 0.180 Rejected
commitment

H,: There is relationship between training and development and 0.089 Rejected
employees' commitment

H,: There is relationship between supervisor support and employees' ‘ 0.343 Rejected
commitment

H_: There is relationship between career opportunities and employees' 0.000 Accepted
commitment

In our context, the only factor (career supervisor support had a significant influence on

opportunities) has significant (p <0.01) impact on
employees' commitment in Nepalese commercial
banks.

Overall, it can be concluded that there is a significant
positive relationship between retention factors and
employees' commitment in commercial banks of
Nepal. The major findings of the study summarized
as follows:

R/

« Five retention factors had been studied (i.e.
compensation, training and development, job
characteristics, supervisor support and career
opportunities) and employees' commitment had
been studied in terms of affective commitment,

normative

continuance commitment and

commitment.

«  All the constructs were higher than significance
level of 0.6, which is acceptable Cronbatch
Alpha. Therefore; it was concluded that all the
constructs used for this study were reliable.

¢ On the basis of descriptive statistics, the
average response of employees' perceptions
towards compensation training and development
opportunities, job characteristics, supervisor
support and career opportunities were found
moderate.

¢ Onthebasis ofregression analysis, the mostrelevant
explanatory factors were career opportunities and

R/ AU T §F THETT

the development of employees' commitment in
Nepalese commercial banks.

«  Among the five hypotheses, H,H,H,H, and H,,
only H, was accepted. In Nepalese context, career
opportunities had the significant influence on

employees’ commitment in Nepalese commercial
banks.

4. Discussions and Conclusions

On the basis of this analysis, perception of employees
of Nepalese commercial banks, the following
conclusion has been drawn.

*  The results show perceptions of respondent
of commercial banks in Nepal are found to be
moderate.

#*  The correlation results shows, except the
supervisor support the correlation among all
the affective commitment variables are found
positive.

*  The
supports and other two variables normative and

correlation between the supervisor
continuance commitment are found positive
that indicates these two variables are directly
influenced by the supervisor support. The finding
is also supported with the Eisenberger et al.
(1990), Levinson (1965), Munn et al. (1996) and

Scandura (1997).

*  The result showed that, there is significant



relationship between career opportunities and
affective commitment of employees' in Nepalese
commercial banks. The result of this study is
consistent with the findings of Ddckel (2003),
Joao (2010), Morrow (2011), Neininger et al.
(2010), Weng, McElroy, Morrow & Liu, (2010).

The result also showed that, there was significant
relationship between supervisor support and
career opportunities on continuance commitment.
The result of this study is consistent with the
findings of Silbert, (2005), Greenhaus, (1994)
and Ddockel (2003).

There is significant relationship between career

opportunities and normative commitment
employees' in commercial banks of Nepal. The
finding is also supported with the Kramer, R.

(1999) and Dockel (2003).

The findings revealed that career opportunities
are the most important factor in employees'
commitment in Nepalese commercial banks. The
result of this study is consistent with the findings
of Joao (2010), Morrow (2011), Neininger et al.
(2010), Weng, McElroy, Morrow & Liu, (2010),
Govaerts, Kyndt, Dochy and Baert (2011) and
Déckel, (2003).

Recommendations and Practical Implications

>

As the workforce is becoming more diverse,
a study could investigate the influence of
retention factors on employees' commitment
in Nepalese banking sectors.

Since, this research focused on the perception
of employees of commercial banks, future
researchers are recommended that the study
about the relationship between retention
factors and employees' commitment should
be extended to other with manufacturing and
other service sector organizations of Nepal.

Future researchers are recommended to
consider experimental or longitudinal
approach and other consideration in terms of
subject and setting of the study to generalize
the results that allow for reaching conclusions
that are more concrete.

»  Since, this research was based on employees'
perception of 10 commercial banks' future
research should attempt to achieve a larger
sample to determine whether general results
apply to a larger population sample size.

» The management of the
banks should know about the importance
of employees' commitment theories and
retention factors for increase the employees'
performance.

commercial
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Budget Deficit, Debt, Investment and Economic
Growth with Reference to Nepal

1. Budget Deficit — Instrument to Correct
the Trade Cycle or to Assist in the Optimal
Utilization of Resources?

Budget deficit results when government
expenditure exceeds government revenue. When
revenue exceeds expenditure, we call it a budget
surplus. When revenue and expenditure are
equal, a rare event in the government account,
the government is said to have a balanced
budget. When the economy is in recession, it is
believed that the budget deficit will stimulate
the economy by propping up aggregate demand.
According to the Keynesian approach, a bigger
budget deficit means more stimulus for aggregate
demand, which could lower unemployment and
pull the economy out of recession. However,
budget deficit at a time when the economy is in
expansionary phase or already at full employment
level will generate risk of aggravating inflation.
Therefore, while analyzing from the angle of
trade cycle, the appropriateness of budget surplus/
deficit is contingent on phase of trade cycle that
an economy is in at present. However, most of the
countries in the world, irrespective of the trade
cycle swing that they currently face, have always
preferred deficit budget to surplus budget. This
implies that these countries perceive that their
economies have been experiencing recessionary
tendencies or have been operating below the full
employment level both of which can be corrected
by means of a fiscal deficit.

Under the framework of trade cycle, inflation is

® Tula Raj Basyal*

normally associated with economic expansion and
reduction in unemployment, implying that high
inflation and recession are not assumed to coexist.
However, there are many evidences against this
assumption. The syndrome of high inflation and
high unemployment occurring simultaneously is
sometimes referred to as stagflation. The OPEC
price hike which led to double-digit inflation and
higher unemployment faced by most industrial
countries in the 1970s and the early 1980s is
an example of stagflation. The following table
produced by Mankiw (Macroeconomics, 2007, p.
274) shows how stagflation afflicted the USA in
this period:

Table 1. Stagflation in the USA in the 1970s
and the early 1980s

Year Rise in Oil| Inflation | Unemployment
Price (%) (%) Rate (%)
1973 11.0 6.2 4.9
1974-75 139.6 10.0 7.0
1978 9.4 7.7 6.1
1979-81 |38.8 11.7 6.8

The above table makes it clear that assumptions
and remedies under the framework of trade cycle
do not always reflect and explain the situation
that the countries actually face. Trade cycle being
an analytical framework on the basis of which
we can suggest measures for reviving aggregate
demand to sustain the economy, measures adopted
to correct the situation and the outcomes thereby

* Former Executive Director, Nepal Rastra Bank and former Senior Economic Advisor, Government of Nepal,

Ministry of Finance.
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obtained evidence that the situation prevailing
in the economies is not always consistent with
this framework. The persistence of budget deficit
irrespective of the trade cycle phase faced by the
economy should be understood not necessarily as
a measure for correcting the trade cycle slump but
as an instrument for tapping, at a greater scale, the
supply-side factors so that the resources available
in the economy could be optimally utilized for
the sustained development of the economy. Thus,
budget deficit could be explained as a fiscal
instrument for contributing towards assisting in
the optimal utilization of factors of production
such as land, labor, capital, technology and
entrepreneurship available in the economy.

However, future tax implications of the present-
day deficit and debt structure could be heavy
which, therefore, should not be ignored. Such
liability for future generations is also associated
with profound implications for inter-generational
equity. It would seem iniquitous and illogical to
force future generations to pay for consumption
of the present generation. Financing of deficits
should not in any way crowd out the private
sector participation and After
all, the role of the private sector in the process
of sustained development of the economy is of
paramount importance. If there is no enabling
environment for growth of the private sector, then
the consequence will be slowdown in investment,
even capital flight and reduced employment and
growth.

involvement.

Therefore, the short run and long run implications
of a budget deficit should be properly analyzed
and measures for addressing unfavourable
implications should be effectively implemented.
The guidelines and norms of fiscal discipline,
transparency and accountability should be
complied to make fiscal management favourable
for sustained development of the economy.

2. Budget Balance and Outstanding Debt

In 2016, most of the countries in the world, both
developed and developing, incurred budget deficit,
while few countries showed budget surplus. The
following tables, based on the World Economic
Database of the International Monetary Fund
(October 2016), evidence this situation. These
tables show that around 20 countries incurred
budget deficit in excess of 10 percent of gross
domestic product (GDP). Most of these countries
are waging battles to resolve political disputes
(Table 2.1). Among the SAARC countries, Nepal
and Afghanistan witnessed budget surplus while
remaining six countries incurred budget deficit in
2016 (Table 2.2). India’s budget deficit as percent
of the GDP (i.e., 6.9 percent) is the second
highest ratio in the SAARC region. With respect
to the ASEAN region, all other countries except
Singapore have incurred budget deficit. Vietnam
had the highest ratio in the ASEAN region of
6.54 percent(Table 2.3). The budget deficit ratio
in countries such as Australia, Belgium, Canada,
China, France, Italy, Mexico, South Africa, UK,
and USA was between 2.5-4.0 percent. This ratio
was 5.21 percent in Japan and 4.48 percent in
Spain (Table 2.4).

Table 2. Budget Deficit as Percent of GDP
(2016)

High Budget-Deficit Countries (Above 10%)

Country Deficit/GDP Country Deficit/GDP
(%) (%)

Libya 56.64  |Venezuela 25.70
South Sudan 21.78 Mongolia 19.55
Timor-Leste 17.65 Bahrain 14.67
Iraq 14.11 Eritrea 14.00
Maldives 13.65 Oman 13.52
Saudi Arabia 13.03 Kiribati 12.89
Montenegro 12.07 Egypt 12.02
Swaziland 11.54 g?%lgf;;o 11.33
Yemen 11.32 Vanuatu 10.63
Brazil 10.38
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SAARC Countries

Country Deficit/GDP | Country | Deficit/GDP
(%) (%)

Afghanistan -0.14 Bhutan 0.67
(surplus)

Bangladesh 4.26 India 6.69

Maldives 13.65 Nepal |-1.51(surplus)

Pakistan 4.36 Sri 5.43

Lanka

ASEAN Countries

Country Deficit/GDP | Country |Deficit/GDP
(%) (%)

Cambodia 2.58 Indonesia 2.50

Lao PDR 3.04 Malaysia 3.36

Myanmar 4.58 Philippines 0.40

Singapore |-2.42 (surplus)| Thailand 0.37

Vietnam 6.54

Advanced and Other Countries

Country | Deficit/ Country Deficit/GDP
GDP (%) (%)

Australia [2.89 Austria 1.58
Argentina |7.12 Belgium 2.73

Canada |2.54 China 3.00

France 3.34 Germany  |-0.13 (surplus)
Italy 2.46 Japan 5.21

Mexico |3.00 Norway 2.97

(surplus)

South 3.89 Spain 4.48

Africa

UK 3.29 USA 4.09

Table 3 shows that there were only 16 countries
in the world with positive budget balance as in
2016. Noticeable among them are two SAARC
countries (Nepal and Afghanistan, as mentioned
already) as well as advanced countries such as
Germany, Iceland, South Korea, Luxembourg,
Norway, and Singapore.
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Table 3. Countries with Budget Surplus as

Percent of GDP (2016)
Country Budget Country Budget
Surplus/ Surplus/
GDP (%) GDP (%)
Afghanistan |0.14 Antigua & [3.84
Barbuda
Djibouti 2.12 Estonia 0.16
Germany 0.13 Grenada 0.41
Iceland 14.71 South 0.84
Korea
Luxembourg |1.19 Marshall 2.30
Islands
Micronesia  |3.0 Nepal 1.51

Norway 2.97 Seychelles |0.61

St. Kitts & [0.20
Nevis

Singapore 2.42

Source: IMF (2016)

Similarly, in 2016, government outstanding
debt as percent of the GDP ranged between 6.75
percent in Afghanistan and 104.13 percent in
Bhutan in the SAARC region and between 3.40
percent in Brunei Darussalam and 106.36 percent
in Singapore in the ASEAN region (Tables 4.1
and 4.2). The debt/GDP ratio in other countries
exceeded 100 percent in the case of Greece
(183.44 percent), Japan (127.88 percent), Portugal
(121.91 percent), and Italy (113.75 percent)
while the ratio ranged between 80 percent and 90
percent in the UK (80.49 percent), Spain (81.36
percent), USA (82.24 percent) and France (89.20
percent) as depicted in Table 4.3.

Table 4. Government Outstanding Debt as
Percent of the GDP (2016)

4.1. SAARC Countries

Country Debt/GDP (%) | Country |Debt/GDP
(%)
Afghanistan | 6.75 Bhutan [104.13
Bangladesh |33.97 India 68.49
Maldives | 83.02 Nepal |27.28
Pakistan 66.13 Sri 77.19
Lanka




4.2. ASEAN Countries

Country Debt/GDP |Country | Debt/GDP
(%) (%)

Brunei 3.40 Cambodia |32.97

Darussalam

Indonesia |27.49 Lao PDR [61.75

Malaysia 56.63 Myanmar |34.22

Philippines |33.38 Singapore | 106.36

Thailand 43.63 Vietnam |[62.00

4.3. Advanced and Other Countries

Country Debt/GDP Country Debt/GDP
(%) (%)
Australia 19.70 Austria  |58.47
Argentina  |51.75 Belgium [62.00
Canada 26.89 China 46.30
Finland 71.53 France 89.20
Germany 45.38 Greece |183.44
Ireland 63.80 Italy 113.75
Japan 127.88 S. Korea [38.91
Mexico 49.70 Portugal |121.91
South Africa |46.50 Spain 81.36
UK 80.49 USA 82.24

Source: IMF (2016)
3. Consequences of Budget Deficit

It would be relevant to present here some
theoretical reviews concerning the role and
implications of budget deficit. Samuelson
(Economics, 2010) observes that deficit spending
may be necessary to reduce the length and depth
of recessions whereas high deficits during period
of full employment carry serious consequences
including reduced national saving, reduced
investment and slower long-run economic
growth. Budget deficit is financed by borrowing,
the accumulated liability of which is termed
as government or public debt. According to
Samuelson, for the first two centuries after the
American Revolution, the federal government of
the United States generally balanced its budget;
following that period, deficit rose on account of
military spending and social security measures.
Samuelson observes that, in the short run (where
actual output is less than potential output as

against the situation of full employment in the
long run), increase in budget deficit due to tax cuts
or increase in government spending will tend to
produce higher output and lower unemployment,
perhaps generating higher inflation. So, when
there are unemployed resources, higher spending
and lower tax rates will increase aggregate
demand, output, employment, and inflation.
However, this expansionary impact is reduced
by subsequent reactions of higher interest rates
and “crowding out” of the private investment.
Large accumulation of public debt has the danger
of displacing nation’s stock of private capital
(factories, equipment, houses, and corporate
stocks and bonds). No doubt, such a reduction in
capital stock has significant economic costs. With
national saving going into government bonds
rather than into housing or into companies’ stocks
and bonds, interest rates rise and investments
slow. With less capital, the potential output,
wages, and the nation’s income are lowered.
With a growing government debt, more and more
capital is displaced. So, with people accumulating
government debt instead of private capital, the
nation’s private capital stock will be displaced by
the government debt. Domestic debt is owed by
the nation to its own residents which means that
domestic debt is simply the debt that the people
owe to themselves. Moreover, servicing external
debt involves a net subtraction from the resources
available for consumption in the debtor country.
As taxes are raised to pay interest on the debt,
inefficiencies would result which would further
reduce output growth. Also, a lower government
debt means that more of national wealth is put into
capital rather than government bonds. According
to Samuelson, the long run impact of a large
government deficit and debt is slower economic
growth while a higher capital stock increases the
growth of output.

Mankiw (Macroeconomics, 2007) observes that
a budget deficit, which represents negative public
saving, reduces the supply of loanable funds
available to finance investment by households
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and firms. When the government reduces national
saving by running a budget deficit, the interest rate
rises and investment falls. Because investment
is important for long-run economic growth,
government budget deficits reduce the economy’s
growth rate. This resulting reduction in the capital
stock due to rise in interest rate is part of the
burden of government debt on future generations.
Further, according to Mankiw (Principles of
Economics, 2012), when a government runs
a budget deficit and incurs government debt,
it allows current taxpayers to pass the bill for
some of their government spending on to future
taxpayers. Inheriting such a large debt cannot help
but lower the living standard of future generations.
Because budget deficit represents negative public
saving, national saving (sum of private and public
saving) is lowered which causes real interest rates
to rise and investment to fall. Reduced investment
leads over time to a smaller stock of capital. He
further states that a lower capital stock reduces
labor productivity, real wages, and the economy’s
production of goods and services. Thus, when the

government increases its debt, future generations
are born into an economy with lower incomes as
well as higher taxes.

4. Evidences in Nepal

An attempt is made here to analyze the impact
of budgetary balance on outstanding government
debt, investment (more specifically, gross fixed
capital formation=GFCF), economic growth, and
inflation. The summary table of how interest rate
behaved over the period is also presented. During
the seven-year period, 2009/10-2015/16, budget
deficit as percent of GDP has been below 1 percent
in each of the initial three years. Then, there
occurred budget surplus during the subsequent
three years averaging at 1.65 percent of GDP.
During 2015/16, the estimate of budget deficit is
revised as 2.92 percent of GDP. The budget had
estimated budget deficit in each of these seven
years (Table 5). This evidences that the existing
budget estimation process is too ambitious and
far from realistic.

Table 5. Budget Surplus/-Deficit in Nepal (in Rs. Billion and as Percent of GDP)

Fiscal Year Budget Surplus/-Deficit (Rs. Billion) Nominz.ll .GDP Budget Surplus/-Deficit as Percent of GDP
Target Actual (Rs. Billion) | Target | Actual | Difference (%age points)

2009/10 -52.47° -10.57 1192.77 -4.40 -0.89 3.51
2010/11 -55.91* -13.20 1366.95 -4.09 -0.97 3.12
2011/12 -27.31 -9.67 1527.34 -1.79 -0.63 1.16
2012/13 -8.55 31.12 1695.01 -0.50 1.84 2.34
2013/14 -14.48 40.64 1964.54 -0.74 2.07 2.81
2014/15 -0.89 21.99 2120.47 -0.04 1.04 1.08
2015/16 -107.20 -65.65° 2248.69 477 -2.92v 1.85
2016/17 -256.32 2574.47¢ -9.96

Average _2';3) (7 0;’8 ( 227

a= Classification as per the 1986 edition of A Manual on Government Finance Statistics (GFSM 1986). GFSM 2001 has been in practice since fiscal year 2011/12.

b= Revised Estimate of fiscal deficit for fiscal year 2015/16

¢= Projection of nominal GDP for fiscal year 2016/17

Source: Economic Survey and Budget Speech for Various Years, Government of Nepal, MOF; Calculations based on the Data
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As indicated by Table 6 (given below),Total
outstanding debt as percent of GDP declined
by 6.49 percentage points, from 33.90 (external
21.49 and domestic 12.41) in mid-July 2010 to
27.49 (external 16.87 and domestic 10.63) in
mid-July 2016, with reductions of external debt
by 4.62 percentage points and domestic debt

by 1.78 percentage points respectively over
the period. Component-wise, domestic debt as
percent of total debt rose from 36.62 in mid-July
2010 to 38.55 in mid-July 2016 (i.e., a rise of
1.93 percentage points). Likewise, in the case of
external debt, it decreased from 63.38 percent in
mid-July 2010 to 61.45 percent in mid-July 2016.

Table 6. Government Debt (Outstanding)--Domestic, External, and Total (in Rs. Billion and as

Percent of GDP)
Government Debt (Rs. Billion) Government Debt as Percent of Percent Share of Total
Fiscal Year GDP Government Debt
Dom. External Total Dom. Ext. Total Dom. |Ext. Total
2009/10 148.06 256.24 404.30 12.41 21.49 33.90 36.62 63.38 100.0
2010/11 184.21 259.55 443.76 13.47 18.99 32.46 41.51 58.49 100.0
2011/12 213.99 309.29 523.28 14.01 20.25 34.26 40.89 59.11 100.0
2012/13 220.35 333.44 553.79 13.00 19.67 32.67 39.79 60.21 100.0
2013/14 206.69 346.82 553.51 10.52 17.66 28.18 37.34 62.66 100.0
2014/15 201.66 343.26 544.92 9.51 16.19 25.70 37.01 62.99 100.0
2015/16 238.95 379.312 618.26 10.63 16.87 27.49 38.65 61.35 100.0
2016/17 232.25° 401.99¢ 634.34 9.02 15.62 24.64 36.61 63.39 100.0
0 (1) 0,
Average| 004%08r|  664%egr| 6.64%er| 559 yga4| 2991|3855 6145 100.0
rate rate rate

a=Mid-April 2016
b=Projected

c¢=Mid-Dec. 2016

Source: Economic Survey and Budget Speech for Various Years, Government of Nepal, MOF;

Calculations based on the Data

As indicated by Table 7 (given below), GFCF
as percent of GDP increased by 2.80 percentage
points, from 22.21 (private 17.71 and government
4.50) in mid-July 2010 to 25.01 (private 19.11 and
government 5.90) in mid-July 2016, with increase
of private GFCF by 1.40 percentage points and
government GFCF by 0.50 percentage points

respectively over the period. Component-wise,
private GFCF as percent of total GFCF declined
from 79.74 in mid-July 2010 to 76.39 in mid-July
2016 (i.e., a reduction of 3.35 percentage points).
Likewise, in the case of government GFCEF, it
increased from 20.26 percent in mid-July 2010 to
23.61 percent in mid-July 2016.

Table 7. Gross Fixed Capital Formation, GFCF (in Rs. Billion and as Percent of GDP)

Fiscal Year GFCF (Rs. Billion) GFCF as Percent of GDP Govt. and Private GFCF as Percent of
Total
Govt.| Private Total Govt. |Private | Total Govt. |Private Total
2009/10 53.67 211.22|  264.89 4.50 17.71 22.21 20.26 79.74 100.0
2010/11 63.81 228.92| 292.73 4.67 16.74 21.41 21.80 78.20 100.0
2011/12 71.56| 245.62 317.18 4.69 16.08 20.77 22.56 77.44 100.0
2012/13 75.39| 307.58 382.97 4.45 18.14 22.59 19.69 80.31 100.0
2013/14 94.98 367.03 462.01 4.83 18.69 23.52 20.56 79.44 100.0
2014/15 110.25| 478.09 588.34 5.20 22.55 27.75 18.74 81.26 100.0
2015/16 132.78| 429.68 562.46 5.90 19.11 25.01 23.61 76.39 100.0
Average 4.89 18.43 23.32 21.03 78.97

Source: Economic Survey and Budget Speech for Various Years, Government of Nepal, MOF; Calculations based on the Data
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Real private GFCF declined in 2010/11, 2011/12, the seven-year period, the annual compounded
and 2015/16 while real government GFCF growth percent of real GFCF in government and
declined in 2011/12, resulting in the decline of  private sectors was 8.20 percent and 5.19 percent
total GFCF in 2010/11 and 2011/12. During respectively (Table 8).

Table 8. Real Gross Fixed Capital Formation (in Rs. Billion at base year 2000/01 prices and as
Annual Percent Change)

. Change in Real GFCF (Rs. Billion)* Change in Real GFCF (Percent)
Fiscal Year - -

Govt. Private Total Govt. Private Total
2009/10 2.05 16.14 18.19 9.27 18.48 16.62
2010/11 3.42 -4.34 -0.92 14.12 -4.20 -0.72
2011/12 -0.60 -6.36 -6.96 -2.19 -6.41 -5.49
2012/13 0.43 19.23 19.66 1.58 20.74 16.42
2013/14 4.48 11.40 15.88 16.33 10.18 11.39
2014/15 2.87 27.53 30.40 9.0 22.31 19.57
2015/16 3.65 -26.46 -22.81 10.50 -17.53 -12.28
2016/17

Av. An. Growth % 8.20 5.19 5.84

a =At constant prices of base year 2000/01

Source: Economic Survey for Various Years, Government of Nepal, MOF; Calculations based on the
Data As indicated by Table 9 (given below), interest rates have had a downward tendency in general
during periods of both budget surpluses as well as modest levels of budget deficits during the period.
This trend is consistent with the theoretical review made earlier.

Table 9. Interest Rates (Percent)

Year & Mid- SLF Rate! | Com. Banks’ Fixed Deposits® | 1-Yr 2-Yr Inter-bank Deposit Rate® | Lending
Months Base Rate? & Above & Above! Rate’ Rate’

2010 July 11.13 6.57

2011 July 11.52 8.22

2012 July 8.0 0.86 6.17 12.40
Oct. 8.0 0.33 4.14 12.94
2013 Jan. 8.0 9.38 0.71 5.23 12.65
Apr. 8.0 9.58 3.78 5.08 12.05
July 8.0 9.83 8.10 8.37 9.28 0.86 5.25 12.09
Oct. 8.0 9.23 0.25 4.89 11.78
2014 Jan. 8.0 8.75 0.21 4.68 11.53
Apr. 8.0 8.38 0.19 4.30 10.92
July 8.0 8.36 6.67 6.90 7.75 0.16 4.09 10.55
Oct. 8.0 7.73 1.03 3.79 10.14
2015 Jan. 8.0 7.49 0.15 3.75 9.82
Apr. 8.0 7.68 0.64 4.07 9.64
July 8.0 7.88 6.45 6.52 7.84 1.01 3.94 9.62
Oct. 7.0 7.22 0.64 3.55 9.46
2016 Jan. 7.0 6.82 0.26 332 9.29
Apr. 7.0 6.32 1.59 2.94 9.06
July 7.0 6.54 5.57 5.39 6.90 0.69 3.28 8.86
Aug. 7.0 6.10 5.61 5.34 6.88 0.82 3.29 8.88
Sep. 7.0 6.23 5.65 5.50 6.86 2.56 3.27 8.77
Oct. 7.0 6.43 5.67 5.52 6.37 3.27 3.30 8.62
Nowv. 7.0 6.55 5.92 5.90 6.49 3.59 3.46 8.88
Dec. 7.0 6.78 6.37 6.13 6.92 2.67 3.74 9.11
2017 Jan. 7.0 7.10 2.71 3.98 9.31

1= SLF (Standing Liquidity Facility) is the lender of the last resort facility provided by the NRB to the banks for up to five days on the collateral of treasury bills and development bonds. After
mid-July 2012, the SLF rate is the same as the bank rate which has been an indicative policy rate.

2= Base rate has been compiled since January 2013.

3= Weighted average of all cial banks’ fixed deposi

4= Weighted average of all commercial banks’ fixed deposits for the duration of two years and above

5= Inter-bank rate among commercial banks (generally for up to 2-3 days)

6= Commercial banks’ weighted average deposit rate

7= Commercial banks’ weighted average lending rate

Source: Quarterly Economic Bulletin, Volume 50, Mid-July 2016; Current Macroeconomic and Financial Situation (Various Issues); Banking and Financial Statistics (Monthly),
Mid-December, 2016, NRB
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Asindicated by Table 10 (given below), economic growth during the eight-year period (2009/10-2016/17)
averaged 4.0 percent. During this period, private sector GFCF seems to have been more instrumental
in determining growth rate rather than the situation of budget balance and level of government debt.

Likewise, the supply-side constraints were instrumental in determining the inflation.

Table 10. Economic Growth, Inflation, and Other Related Variables

. Change in Real GDP
Fiscal Year Dlsflilg%?ss}’uerr%l;ft/ of Government Debt | Private GFCF as Inflation (%)
GDP as Percent of GDP | percent of GDP Amount (Rs. Billion) Percent
2009/10 -0.89 33.90 17.71 9.5 28.42 4.8
2010/11 -0.97 32.46 16.74 9.6 21.17 34
2011/12 -0.63 34.26 16.08 8.2 30.59 4.8
2012/13 1.84 32.67 18.14 9.9 27.68 4.1
2013/14 2.07 28.18 18.69 9.1 41.80 6.0
2014/15 1.04 25.70 22.55 7.2 20.16 2.7
2015/16 -2.92° 27.49 19.11 9.9 4.26 0.6
2016/17 7.0° 5.5
Average 9.1 4.0

a=At constant prices of base year 2000/01

b= Preliminary Estimate for fiscal year 2016/17

Source: Economic Survey and Budget Speech for Various Years, Government of Nepal, MOF; Calculations based on the Data

4. Conclusion

No doubt, the budgetary framework needs to
support self-sustained growth momentum of
Nepal. Toward this end, the agenda of fiscal
reform deserves to be one of the highest priorities
of the nation. Expenditure restructuring and
fiscal accountability would be the critical
factors in making optimum resource allocation
in the public sector. Role of the public sector in
scaling maximum capacity of the private sector
should be recognized and realized. Private GFCF
comprises almost 80 percent of Nepal’s GFCF.
Therefore, this sector possesses substantial
potential to enhance Nepal’s economic growth
rate. Though the situation of large budget
deficit and consequent burden on debt financing
have not been problematic for Nepal so far,
environment needs to be created to foster private
sector investment so that a credible and sustained
development strategy is materialized. Besides
enacting sound legislative environment under a
credible development strategy, there should not

arise infrastructural bottlenecks in the process of
augmenting private sector investment. Therefore,
the challenge for the government would be
discharging its roles and responsibilities quite
effectively for facilitating economic development
process without creating further burdens on the
economy as a whole. Essentially, the government
should try to establish and upgrade necessary
regulatory and physical infrastructure which
are needed to transform the economy through
sustained growth of production and productivity.
Such a strategy will also help broaden the
economy’s production possibility frontier by
tapping and expanding the potentialities and
prospects, thereby benefitting and enriching all the
stakeholders of the economy. If the government
prioritizes its agenda rightly and moves toward
the implementation of agenda through a time-
bound program earnestly, all the stakeholders of
the economy will play their respective roles quite
competently which will benefit the present and
future generations alike.
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Financial Literacy, Financial Education and
Financial Capability

Financial literacy, financial education and financial
capability are interrelated words, but they do not carry
the same meaning. They have different meanings
and strength. We can convey something with spirit
only when we understand proper use of these words.
Sometimes the term financial education is taken in
a broad sense as synonymous with both financial
literacy and financial capability, but this does not
properly give one the true sense. Let us discuss the
true meaning of these words separately.

What is Financial Literacy?

The word literacy means person's knowledge or
learning of particular subject. Therefore financial
literacy means learning of basic financial matters.
It generally means understanding money,
payment, deposit into and withdrawal from a
financial institution, earnings and expenditure
under given set of curricula. Financial literacy
educates us to economize spending, save money
and keep money safe because we need money to
safeguard our family in the near future and spend
money in other social and family events. One can
understand the contents of money matters if he
has attained knowledge of financial literacy but
he cannot make self-decisions on whether to
invest money on fixed assets or equity shares or
put it into bank time deposit. Therefore, financial
literacy is based on certain curriculum on money
matters. One goes through topics on money and
finance and gets knowledge on financial matters
but one doesn't' have knowledge about making
complicated financial decisions.

Financial literacy education can be delivered to
students in schools and colleges under certain
curricula. Everyone needs a clear understanding

—@ Yogendra Timilsina®

of money, banking, insurance, stock market,
borrowing, investment, basic mathematics,
financial laws etc. Understanding these topics
does not necessarily mean that a person has the
decision making power on all financial problems.
Sometimes financial service providers also
arrange different kinds of trainings on financial
matters for their customers/group members.

Therefore, planning contents and imparting basic
education on financial matters is known as financial
literacy. It can start with very basic notions, such
as awareness of the use and characteristics and
choices of available financial products.

Financial literacy that is the outcome of this
process and is defined as a combination of
financial awareness, knowledge, skills, attitude
and behaviours necessary to make sound financial
decisions and ultimately achieve financial well-
being (OECD/INFE, 2012). Financial literacy can
be described through several stages depending
on individual/household, financial, economic
and social contexts. It can start with very basic
notions, such as awareness of the characteristics
and use of available products,
progressing to more advanced ones, which deal
with the knowledge of financial concepts and
of the development of skills and attitudes for
the management of personal finance in the short
and long term. Ultimately, all stages of financial
literacy encompass positive behavioural change
for individuals and households. (G20 Presidency
and the OECD Publication)

financial

Financial Education

Education is learning or process of acquiring
knowledge and developing the power of reasoning

* Ex-Deputy Director, Nepal Rastra Bank/Freelance Microfinance and Financial Literacy Professional
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and judgment. Therefore financial education is a
life long concept and emphasizes development
of human abilities to understand money and
make decisions about financial problems. While
financial literacy focuses on understanding
of the basics of the subject matter, financial
education, which includes financial literacy, is
more improved and covers practical skill to make
decision on financial problems.

Our society has been changing constantly and is
becoming more complicated. We have globally
connected markets which offer varieties of
product and services to the consumers. It is the
consumer who has to make choice of his own
interest out of various alternatives the market
offers. It is the financial education which makes
consumer aware of his rights to protect himself
by acquiring financial education. Social values
are fast changing and the modern society has an
individualistic behaviour. The financial needs of
the consumer also have become complicated and
only with the appropriate knowledge and skill in
the field of finance and understanding of financial
products and services can one make a good
decision. Financial education, including financial
literacy, begins at the school level and continues
throughout one's lifetime.

Opening an account at any formal financial
service provider does not mean that the person is
financially educated. It may mean that the account
holder has access to formal financial services. The
person needs financial literacy/education sessions
to understand what is money, how to keep it safely
for the future, where to borrow from, what is the
rate of interest, what is his financial plan, how s/
he should prioritize his needs, how s/he should
keep herself/himself safe from unseen future risks
and so on.

The definition of financial education developed
by the OECD in 2005 and endorsed by G20
leaders in 2012 is used by majority of countries
as: “the process by which financial consumers/
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investors improve their understanding of financial
products, through
information, instruction and/or objective advice,

concepts and risks and,

develop the skills and confidence to become more
aware of financial risks and opportunities, to
make informed choices, to know where to go for
help, and to take other effective actions to improve
their financial well-being.” (OECD, 2005a).

Effective financial education can be beneficial
for individuals, also for policy and for private
stakeholders. Financial education can support
financial inclusion policies by making consumers
more aware of available financial services and
more confident about using them. It is also
instrumental not only in enabling consumers to
compare financial products and making effective
use and choice of these products but also in
promoting long-term saving and sound planning
for retirement as well as for wiser use of credit.

As such, financial education can contribute to the
development of financial systems and markets
as well as to the promotion of more transparent
competition amongst financial Service providers.
In most countries, financial education is also
considered asthefirstline of defense and protection
for consumers of financial service products as a
complement to appropriate regulatory measures.
(G20 Presidency and the OECD Publication)

Financial education cannot build financial
capabilities in isolation nor can it guarantee
behavioral change. MFO defines financial
education in the following way: Financial
education equips people with knowledge and
skills, and strengthens their attitude and belief
in themselves, to make and exercise informed,
confident and timely money management
decisions. (Microfinance Opportunities, 2013)

Financial Capability

Capability is one's ability to identify problem and
make appropriate decision. Financial capability
signifies being capable of identifying personal



financial problems and making appropriate
decisions. When a person acquires financial
education he becomes capable of identifying
financial problems, knows the various alternative
solutions to them and can influence the whole
society towards being aware of the complex and
dynamic financial world.

The definition of financial capability suggests that
initiatives such as financial education and financial
inclusion are only means to this end. The goal is
financial capability development.

Financial capability is the combination of attitude,
knowledge, skills, and self-efficacy needed to make
and exercise money management decisions that best
fit the circumstances of one's life, within an enabling
environment that includes, but is not limited to, access
to appropriate financial services.
Opportunities, 2013)

(Microfinance

MFO’s definition states that a financially capable
person is someone who:

1. Sees the value in managing money
proactively (attitude);

2. Knows what is needed to make appropriate
money management decisions and act on
them;

3. Has the skills to turn that knowledge into
practice;

4. Believes and has confidence that she or he
is able to act on that desire (self-efficacy);
and

5. Has access to an environment that enables
them to act on that desire. (cfi-blog.org)

The term financial capability and financial literacy can
be distinguished according to its definition whereby in
order to be financially capable, a person must be more
than financially literate, confident and motivated.
They also must have genuine access towards quality
financial products and services in order to help
them make a sound decision based on their financial
interest. (Zakaria and Sabri; P.3)

The UK government has adopted the following

definition: “Financial capability is a broad concept,
encompassing people’s knowledge and skills to
understand their own financial circumstances, along
with the motivation to take action. Financially capable
consumers plan ahead, find and use information,
know when to seek advice and can understand and
act on this advice, leading to greater participation in
the financial services market “(HM Treasury, 2007,

p. 19).

The Scottish Government's 'Financial Capability
Discussion Paper' (2010) offers a definition of
financial capability as follows:

e the motivation to efficiently manage
finances and effect change

e day-to-day management of finances, for
example, effective budgeting and use of
bank account

e planning ahead for retirement, other life
transitions and unexpected events, for
example, by saving

e cfficientselection of financial products and
the ability to understand these products,
for example, by comparing repayment
costs before taking a loan

e knowing where and how to seek
appropriate financial advice

Financial Education as a means of
Financial Inclusion

The ratio of total number of accounts opened in
the financial institutions to the total population
of a country could be the data for their access to
formal financial services, but it does not mean
that all these people are financially capable.

Let us take an example. In a family of 5 people,
3 persons have saving accounts in commercial
banks. They know that there are many banks
and financial institutions working in the urban
areas. They also know banks offer various
deposit accounts and also provide loan facility to

the businessmen, but they never had classes on
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financial education -neither formal nor informal.
They never went into details about the benefits
they can derive from banking services and
various interest rates and charges levied by the
banks. No doubt, they are literate in other areas
except money, banking and finance. One of them
is a government employee. He sold a plot of land
which fetches him Rs. One crore and wanted to
purchase another piece of land at lower price
and save some money for his household expenses.
In the market, banks offered three options:I)
saving account at 1.5 percent interest rate p.a.,
2) saving account at 5 percent interest rate and 3)
fixed deposit at 12 percent interest rate, minimum
balance required Rs.1 lakh, withdrawal flexible.

Immediately after the sale of land he deposited
money in his saving account fetching 1.5 percent
rate of interest. He could have deposited money
in another saving account which at least could
fetch 5 percent rate of interest. He might have
urgently required that money to buy another plot
of land. Therefore, he could not make his mind
to keep the money in the fixed deposit account,
but by not depositing money in a saving account
drawing 5 percent interest, he lost Rs.1,16,667/-
(1,66,667minus50,000) in four months. He could
not purchase the land within four months. He
did not care to go to the bank and inquire about
the fixed deposit account, which would offer 12
percent interest with flexible withdrawal term. If
he had put the money in the term deposit he would
have earned Rs.4 lacs.

The above case is mentioned here to make the
argument that a person might not be financially
capable. One might know something about formal
financial services but might still lack efficiency
in selecting a financial product and not have the
ability to make good financial decisions. For
example, in the case described above, opening
an account in a bank was no doubt an access to
financial service. However, it was only the first
stage of financial inclusion. Increasing number
of accounts in a bank might not necessarily
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signify meaningful financial inclusion. Therefore,
improvement in financial inclusion measured in
this way might not contribute to the process of
national economic development and sustainability.
One should be equipped with sufficient financial
knowledge and skill so as to become able to
make choices out of various goods and services
available in the market and be able to protect
one's rights. Therefore, financial education should
be started at the very first level, at the school
level if possible, so that at later stages of their
lives, people can have the ability of making best
decisions and protect themselves from financial
misfortune. Depending on their income they can
plan their future and budget their expenses so
that they build their future themselves and can
contribute to sustainable national development
process.

The World Bank,  Financial Inclusion
Overview(Last Update 2016) has the following
observations:

Financial inclusion means that individuals and
businesses have access to useful and affordable
financial products and services that meet their
needs — transactions, payments, savings, credit
and insurance — delivered in a responsible and
sustainable way.

Access to a transaction account is a first step
toward broader financial inclusion since it allows
people to store money, and send and receive
payments. A transaction account can also serve as
a gateway to other financial services which is why
ensuring that people worldwide can have access
to a transaction account is the focus of the World
Bank Group’s Universal Financial Access 2020
initiative.

Financial access facilitates day-to-day living, and
helps families and businesses plan for everything
from long-term goals to unexpected emergencies.
As accountholders, people are more likely to
use other financial services, such as credit and
insurance, to start and expand businesses, invest
in education or health, manage risk, and weather



financial shocks, which can improve overall
quality of their lives.

While there has been progress towards financial
inclusion, significant challenges remain:

An estimated 2 billion adults worldwide
don’t have a basic account.

Globally, 59% of adults without an account
cite lack of enough money as a key reason,
which implies that financial services aren’t
yet affordable or designed to fit low income
users. Other barriers to account-opening
include distance from a financial service
provider, lack of necessary documentation
papers, lack of trust in financial service
providers and religion.

More than 200 million formal and informal
micro, small and medium-sized enterprises
(MSMEs) in emerging economies lack
adequate financing to thrive and grow.

MSME:s cite a lack of collateral and credit
history and business informality as main
reasons for not having an account.

Some groups are more financially excluded
than others: Women, rural poor, and other
remote or hard-to-reach populations, as
well as informal micro and small firms are
most affected. For example, the gender gap
in developing countries is estimated at 9
percentage points: 59% of men reported
having an account in 2014, while only 50%
of women did.

Financial inclusion is becoming a priority for
policymakers, regulators and development
agencies globally.

The World Bank Group considers financial
inclusion a key enabler to reduce extreme
poverty and boost shared prosperity, and has
put forward an ambitious global goal to reach

Universal Financial Access (UFA) by 2020.

As countries have accelerated efforts toward
financial inclusion, it has become apparent
that they face similar hurdles which impede
their progress. These include: 1) Ensure
financial access and services extend to hard-
to-reach populations, including women and
the rural poor, ii) Increase citizens’ financial
literacy and capability so they understand
different financial services and products, iii)
Make sure everyone has valid identification
documents and a low-cost & accessible
means for them to be authenticated, iv)
Devise useful and relevant financial products
tailored to consumer needs, v) Establish

robust financial consumer protection
frameworks
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