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Changes in Major Parameters from 2072 Chaitra

Particulars Chaitra 2072 Ashoj 2080 Increment in %
Deposits (in million Rs) 130,077 325,632 150.34%
Loans (in million Rs) 79,290 250,330 215.71%
Investments (in million Rs) 38,056 73,034 91.91%
Capital (in million Rs) 8,589 15,637 82.06%
Total Assets (in million Rs) 156,778 403,368 157.29%
Net worth (in million Rs) 8,295 55,710 571.61%
Book Net Worth per Share (Rs) 96.58 356.26 268.89%
Reserves and Surplus (in million Rs) -294 38,205 13094.90%
Net Profit (in million Rs) 1619 3,595%* 122.05%
C/D Ratio (in %) (Calculated as per NRB Directives) 57.52% 77.43% 19.91%
NPA (in %) 3.52% 3.62% 0.10%
Capital Adequacy ratio (in %) 10.63% 12.85% 2.22%
Cost of Funds (in %) 1.91% 6.26% 4.35%
Base Rate (in %) 5.39% 8.70% 3.31%
Spread Rate (in %) 4.71% 3.99% -0.72%
No. of Employees 2,489 2,563 2.97%
No. of Branches 163 284 74.23%
Total ATMs 80 269 236.25%
Total BLB Numbers 67 95 41.79%
ATM Card Holders 258,060 741,059 187.17%
Mobile Banking Customers 192,000 1,673,250 771.48%
Deposit Customers 2,154,000 4,127,880 91.64%
Loan Customers 143,707 192,970 34.28%
Credit Card # - 619 -
POS # - 1,870 -
QR # - 42,399 -
* Figures as on Ashad end, 2080

# Credit Card, POS and QR products were not launched during 2072.
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https://bizmandu.com/content/20230919102655.html

https://www.imf.org/en/Publications/fandd/issues/2018/03/gupta
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https://nagariknews.nagariknetwork.com/social-affairs/1186201-1685242168.html

Retail Payments Strategy 2019, Nepal Rastra Bank, available at: https://www.nrb.org.np/contents/uploads/2019/12/Retail-Payment-Strategy-2019.pdf
NTA 15th AGL Report 2078-79: Available at https://cms.ntc.net.np/storage/media/
Nepal Census, 2021, available at https://censusnepal.cbs.gov.np/results/files/result-folder/National %20Report_English.pdf
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T o STaEITAT Ui ST STfer eI Sfeh e fareter
HEITEEATS U TeiaTell T 9T Ui 4 faT fde fe T
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1. A financial system is considered stable when banks, other lenders, and financial markets are able to provide households, communities,
and businesses with the financing they need to invest, grow, and participate in a wel lfunctioning economy—and can do so even when

hit by adverse events, or “shocks
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1. Social audit can be defined as an approach and process to build accountability and transparency in the use and management of

public resources (UNDP, 2011)
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2. https://csrenepal.org/social-audit-report-2021/
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@id: Statistical Information on Nepalese Agriculture 2077/78, Government of Nepal Ministry of Agriculture & Livestock Development, Planning &

Development Cooperation Coordination Division, Statistics and Analysis Section Singhdurbar, Kathmandu, Nepal 2022

M oY Rowd/co HI  URIWH TEATTHITAN Fl
TMEE 3TETHT HiT &=ehT ATEH R%.23% Tl & o9
JUNTET 23.%¥%% T HATHT €R.%¥3% B S |

AfH 3T THETSRT Ui 97 T SiEeEaTeh! 3o fewr
Jafereh TSTTRY T 3TearehT AIRT faewmT & | Tied ST
Roe ST WIAAEHHAFAR FHE IR AR STTHGEAT a7 dTfet
W B | HAeedT AT I Sefirer YSHIHHAT i © A
VY ESTRIT &t TaefITushl qeaTeeh © | Udsh oy STeeR

EEhar Sifeeh TURCT, TSTTRT T STEehT 3T 37TfE oy
a1 Hged fearfad aqd Teteeh! W M |

TR TUTeTRT gelet TeT Hehl gt stmamaer fnfv &f |
THE TOIUhT BTHISTEIT ST/l 2o S aTehl ST
T MR 3cATEhT FHite 4 UTqTd bl & | &g TTd-
frafaehT STgATT 20:2 ST © | AT ¢ EYATRT STTATART
FRITR §aT 20 Fumehr AT Fafa maet | stfuss strmma T =
fricer maf gmft <R SR =Rt STaRTT Sf | JuTeTHT

T Fefrer USHTHIAT ST STelesa! G a8 © | Yo ARl el TewdT Wi~ SHARITdeh! &h S |
Rs in Million
FiscalYear(AD) RO9%/99 | R099/95 | R095/9% | ROQR/R0O | RORO/RT | RORY/RR | RORR/R?
ERIGH V0¥ RY | F9IM.RT | QWQOo._RY | jLLO.R | 9¥9qR.¥] | R00039 | QU ¥0.5R
SIRIN) RRO99.3R | 1R¥L90.30 | 1¥9543.40 | 118%9R. %0 | 143%53.90 qRR0¥¥.50| 1599939.9¢
(ERIGECIPIR) 193.% 9943 19%.% LIR3 1:90.% q:0%.% 9:90.34

Source: Nepal Rastra bank 2023

* ey gaE, e I 8 fe. |

(=]



SN Import value in| % to Total
Description million Import
1 |Food grains and Oilseed 80903.167 5.02
2 |Dairy Products, Fish and
Meat and Animals &
Animal products 90613.553 5.62
3 |Vegetables and its
Products 32386.277 2.01
4 |Fruits and Nuts 20563.134 1.28
3 Sugars and sugar
confectionery 5028.466 0.31
6 |Tobacco and manufactured
tobacco substitutes 3558.438 0.22
7 |Cotton 10278.834 0.64
Total 243331.868 15.10

Source: Ministry of Finance, 2023 retrieved from: https://www.

customs.gov.np/page/fts-fy-207980
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ITEThT SRTEHMT TSR ScaTeTaT g0 Jig g1 Hah |
FeTichT ghg T TEEA SeaTe-ehl AT I &I9T g &,
T 9T | STHT=IaET STt &t skt shetient gfger st
FIGATS TEANT 7T 7T AT TSRl |l TS IR e |

BT STITHT 3Tfeeh @ © 9 SeIdeh! W13 & S | S=den
AT TEHTHT S8R TGS | HET STSHT WUhT TRTIIRT TSTTRY
fostT T e TeIdD | AT el femdr ST
T g5, ITINTETE Tieh! Freidel o TTHIEhT STATERuT T
TS |

PRI ANk IcdteT Jhg T USHTRY fastar Trerehr
EHTieeh e &7 | HT=dieh ScaTeH a1 SATATd Haemd
T Fata yereT aee & | ISR TasiTienT JarerTs STaet
T mfeh=t | UomTihr fastaT T JaTerTs ST TRy
faT |fer=t | cmHIeRT @it foxfar &Rl faee T fawan
sl g | Taeita ugmr gfg Tt Scaa T s fastr
G i T | 3T UT SHUSEATR! gl qwhT faeiar qgeee
e B | STEauT de T fafaer deemeRl U Il ¥4y

WSS O | SIS 8T Ja T 31 |
Provincewise List of Banks and Financial Institutions Branches ( Asar, 2080)
S.No. Province Class 'A’ Class 'B' Class 'C' Total Population Pop. Per Branch
1 Koshi 762 194 36 992 4,961,412 5,001
2 Madhesh 578 82 51 711 6,114,600 8,600
3 Bagmati 1,824 332 106 2,262 6,116,866 2,704
4 Gandaki 601 190 37 828 2,466,427 2,979
5 Lumbini 748 257 46 1,051 5,122,078 4,874
6 Karnali 206 21 3 230 1,688,412 7,341
7 Sudur Paschim 330 52 5 387 2,694,783 6,963
Grand Total 5,049 1,128 284 6,461 29,164,578 4,514
Source: Nepal Rastra Bank Retrieved from https://www.nrb.org.np/category/monthly-statistics/?department=bfr
Fiscal Year Number of |Number of Depositf Number of | Mobile Banking | Internet Banking |[Number of| Number of
Branches Accounts Loan Accounts Customers Customers ATMs | Debit Cards
2079/80 6,461 51,177,923 1,845,213 21,363,989 1,856,195 4,855 12,245,485

Source: Nepal Rastra Bank Retrieved from https:/www.nrb.org.np/category/monthly-statistics/?department=bfr
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Statement of Loans and Advances of Banks & Financial Institutions (Aggregate of A,B and C Classes)

Mid-July Rs in million
Sectorwise
2020 2021 2022 2023 % To Total
Agricultural and Forest Related 189.981.19 | 273.90075 | 336,186.98 369,626.80 757
Fishery Related 5.490.27 8,956.19 13,233.57 15,012.22 031
ﬁflr;f:;“‘re’ Forestry & Bevarage Production 563,969.11 | 686,582.06 | 733,900.39 782,535.67 16.04
Total in Agri Related Sector 76146157 | 97146199 | 1,08534594 |  1,169,202.70 23.92
TOTAL Loan and Advances 3,266,011.89 | 4,172,746.89 | 4,709,039.26 |  4,879,850.64

Source: Nepal Rastra Bank 2080 retrieved from https://www.nrb.org.np/category/monthly-statistics/?department=bfr
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TGS |
. fow F@ant wiamn

SiohehT T FaTT AT ST SFTATEIGEHT FRNT FHARIGEHT
TeTHashahT HTEHT ST TRISH TohHT SeaTasheaHT HehRIcHe
T UGS | A1 FHAKIGERT GHEHT 1 T 98T &,
T 3o, ATHISET U FREHETAT qT &
9 W TET ST IcuTashed Jhg g7 T |
FHiqwr FRieE FHAKIGER! Thel JAEET §FIET T
afshe | Erafesh SETEHT TR TRAT iUl oTed T T
TEST G0 | JEATE ThIA% 8o FHAR T (e ghg
9 W Teeiar egee FRarTET WE ScaTaehea T
Tivafg 5 | ol HRITETHT ST &e, 43
T TS SIS gl o iEne T SRR ggues |

frere

T Y GERfaeT FRATR SR, IcATENE T SceRiel
S | FGe =@ w1 agghr fasiT T8 | AT
Tt oY SheereRT WTEAT ST RSeS| e R T
Tfet T ot STafshar Thie= | I3l doall desia
ATieal deEr TcIehl WeHT 30 TWSEs | JHae
STAARTET HHARIhT SATEhHEHT NG G T Skl el
T T T §9 | & T9en! T faulia auer wey faems
F Rl FEATE SHET T G SHISES T siahehl
e ITieTs feh hiad SHTde® | doh STaReITIehetcT siohohl
AT TAT IeTT FHARICECATS TIL T T, AR 9T 18T
ey fau emdrent fdfes ‘soeiat b & afv Sig
e, ‘araet Jeafes tre tefie Ot e fau, -3eemmTha
I T, FUETIEERT oA, T T gid foehrmmT e
e, oToa FPAE T Ty guEed W U et
Tresaeh ferete, HRIHITEHT 5 TRbiaT T T @ T
T YA IROTHT A TRadT o8 agR aT
HAT GraeTe® 3T TS TehHT sfohehl Tl HERfd =1 T
ITIETHT GO | TTEATE Sfehehl T TNHThTEAT ThNIHS
Jig g FHEHT IcaTaehea™T Ui HehIcHeh T U ITeas |
I SohEeeT HHART IcATaehed Jig, TTeRT TATHT TS 76
i GeepidenT faerme Ty THTS WicHTied T STaiEr & |
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AT Tlafeehr 3= oM T Sqar Ugd, HINIShT TTaeht
FHRUT ST~ HIRT LI, ek YaT SaeTo Grelehl
A RTUTSIAT RIS 3Afeet TavemT i sfeh feggeter gar
(HAETE) o ST 58H T&h! | HiduT 39T
q A fogdr gaTeTs oot T caTsEeheT U & | T
iafrehT HIT IcA~T G T TRTTerd GUaT AT TeRT ShRuTel
T 3T THATE UTEHS URATSHIRT ETHT TN TRT S o
R SXEE THATS TEICTTHT T3 T TTHGEehT & |

& I GaT STRT T ThIehT i Sehells g | 78
FRUTCT THATS hra ™ Sioh Taregfeter GaT (wiefieiet) swiuahr ar |
TR GRTSTe JEETS Shea 1T sYehel ST T4 T 38T Toerd,
aiETe T fearataaaeRT Hifq dr] eS| et
TETHT T3S J6eh! oo, SThHT Joedt, fedmetier,
TEH T & | U7 RIS AT QAT JeletHT caTsaT JHT
3T ST 30 &1 T | I qeaielTs giedTd TRY ~utet
T Sfohel AT BIEAE T fHfeenr diefiEidt armemr
UIH ST TH W MU T 99 IEdTEes def
TGN HieSTEfehT STTavaehaT areemd TR fom |

AU SITeT 2T Tl GRTATS ST coTgaehert & | Si-ehT
FART Sk Y sk 3T TTETRT 030 AMAIG T AX F2T
et oM, o5, Gepis T Tretienr st wiemorehr sumr
STRT TRY Tgtee TNEe ST |1 &7 e T w@iepid e
TeRT oY | TRt e Seh et fstel Sfehet HieiEiwient
iR TEuT TiESTTS 2032 3 SEEHET SIS Sletde
TR AT ZEhT SRRT TR & | 31T Y auTet Hiefietet am
TTiErheRT B | TUTerT Ui EisfiEHienT STavaIshdTeTs arer Ty
TJHSTRHAT T, SABA TAT SJETEHT TH! S |

QT TR HET e T Eiatg

Torearent ferhterd awmT 3Tfeet TaRIder HaT STaeh EUHT JererH]
SATGURT T | [T Tl Aresmets af ush fenfoment
faregdfr ger w1 aferter @@ uft @ A A A TS
FITSIT YT B a5 TR Alehl T22T g™ aresment wr

W ReET T T FRIER Jeques | @ faerder
AT TThRTEA T J6ehT FeIeHT CaTSUHT HiseE! Hues |

* JUfRST, 9T T dF

atfect favamT HRISRERT HTEIHERT ETUT SHITSH GaT SEe-HT
W & X AT HAY: T TSR STEeT § | Hiaw
faerfaa JuTeT @ FHFTST RS TaeeToohT d@HT JATaeht
g |

TOTCTSTEAT ATHOT STRfqw=HT ST GehAT A SATSIT a1
SIGHHT Wbl & T ShITSIT JETeh! aeod e @fedar aiT
TR S | FHATSHT IS BATF T JIET AT FASHERT AT
TR 3fEd o FUS FT AUTAIE STTElTaehT STae
T | T TR TR faehedTeRt U Hifdeh FaTeTs QI
TS THEAT ST §< TTUUTS hes 137 SIeHT ST T STeAT ey
(Fre=sh) qU T 3k Wiar g1 el & | JuTersiear faaeft
TaT GO T Gohehl STHT e STSETIHT Sl I
TR ST @ R T i o Hiee T
T ST AT § | 3ifeel JUHT RIS
AR A TenfemerT oTelt ot &« avg o FRER,
FATST H&T hRER T faggdt yohiT areem | sifeet uft giiw
=T g fafe faeme 3 @ 9 ST SRS JTes
FITSTT H&T 1 TReRT @ | ISy favamr e Hfafenr swoan
TorehTereT ehT-teRT SATIT ferggelier HTeTHehT SRINT SrgaT STareTaT
ThT MUY @ | HTISTRERT HTEIHeRT EUHT WIS 9§ GaT
faregier EomT TSR T, ©R T T YT JoTTedt fashr
T Hi TSR o 98= |

rEm : Tt Seate S |

feet fovemT FHRISTRERT ATETmehT FUHT SheRHT 31iq
TSt arstere. ST TTREhT T GETeRT E9HT THA HRIET T dih
fefsteet g y=re™aT Wl & | Satoshi Nakamoto W=
Ffthel 32 AL Rooc¢ AT Bitcoin: Peer-to-peer
version of electronic cash System v~ ¥/@ JerTeTq
TfS FaU=H Bitcoin AT Fici=HeTE T8 GetTa
T U150 | forfier mearcershal (et fehme T i S
T Hifgen AfeRrea) foo yeerersmdt &rl T g |/
PreEnEt ST g 6 | 3% T LR aif
TAT Tioh] TeaTaIiehaTer HeashuT 3TTehg TFIUT JARThdTeEaT
T &S, I Taemm e & e ar o qer
Torefer HeerTeT T 6w | HeashuT STTeIE, Il Y TehdTeeat
Tewaferdrer TReT ®RIMT Blockchain 3T Distributed Ledger
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] STE : YR T anftiwreaa fasere

yfaferenl TR TRUST § | Blockchain aT Distributed
LedgerﬂWﬂTﬂﬁﬁWﬂ@Tﬁm
EAHHT G, TPYUT FFIATS STHHRT TS | el At
FHRISEEHT G, SHTS ST s, oS % dlenush!
ATfesh TEHiqen! HTETHETRG AfRd TS T oar i
TR sAaTs Al [T 3T STHEedT FHeE s |
Teh 1 SeTohelTs STHCT STTohtiT STTeT, T gaT ST
VTS ThH T T o SRS HUET T ThH T TS I
T T Fafer T R fese iR arEs |

TRl fU=Tieh FRERERI eI & R00% AT
Bitcoin S WUH WIS | IR & WUHT Bitcoin
FT T FoW=T Iod & 02 A/ ¢ T I S
£¢,9¢% THIMT el SHHIT: S MUl © | fagemr gt &
TR TFeRHiee T &bl 3 | BheenEers
3T WTTRT Tt i qer fefseat siimed ush WX
IS | THRT el TR T, ST : Tosit astare Sy
e TaT, T Areamee @iefas Teeh! 4T, g
TTEAT TUT 31T ookl ST o R Uy o
T TaT 31 |

Tergarent a5 T IoRHT TSwehT STTTIERTIG: HaT STHY T fehmer
T3 O G5 | QI rali-ad GJohohl il Siehalls
TEehT ToreaTt faguent g7 | STTRIGHTIGR GaTelTs Tsaet =Rt
YGH T TG | STEd : AGTCAT FIHT AUTeT TRHRBT STHTTTITT
TG YTHAT T STTHT god YebHT a5 & Tt af@uehr
T | FEehT 37 JUTCToRT YATAT T LT JaH TehT & |
TSIl e Telueht SHRUTT HITSEIE SehT GaTaTs aTHt
THeRTT TTGESY T garehTT JRINT Tt |

Tt &rsrer ST mehT ST uf AT JTe GRTeR RISt
TRINT ¥ Ul FheiehiEiieT GaTeh! TH d T4 at TsIehl
TrT e gaiareoT e §a | AT STRaie ST fehrer g1
USRI @G T @ TfsTer Srar at Tl Mo fheeent=ient
T ST & T hEalTs AT T T ISR T T o =R
€& | T8 Cryptocurrency FHRISTRHT THT &3 qT ST
T "R |

faggeir gar etq Virtual Currency Heid: 3§ Wehlahl
9 | SO UF TIT halhd VgeTd HEHT &, STeeh!
T Administrator g, STEeT TR SIS | 3TeRT @Ter
fashlird Virtual Currency &, SHels R Tt
af fafts | FRerRT g foxfiar demenT weeerartanr &
Targgelier TesmETe TR T AR | et iR
WA T ST (Anonymous) HRER §T TEE T FHRT
RIS S Sieh AT ETE HeTel T8 forshva 1ohd &9HT Block
Chain Sfafemmed i |

2033 3@ FreERmT favamT 33,000 Sfd BEEEREHT et
3f@uET B | Bitcoin fedl T o= SAT9eh i af |
RIS e-money =T T~ E9UT EIES | e-money
9T Fiat Currency & Tae[di @& &1 SH awdfas

el Value @1 o Ameamae Transfer T T
TS | AIATS SToheuTthd AT g YRS felut syt
4T USRIk HEATRT e-wallet HT HUHT T e-money & |
e-money aT Fiat Currency ¥-ehT a1t JTe Gareh fagd
T 2, G AT a1e | feet favemT i et ST oTer
HaTh! ®9HT Central Bank Digital Currency (CBDC) STRT
T ITeTehT & | AT TSI HRTehT TEMHT gl sfehel STRT T
farerefir gaT &1 | CBDC amefres Gareh iifaes o e
TFET B TSI T J¥TeT JHeTs Yo7 E9HT ST faushr 579 |

JAIds! &= S% Bank of England
TFeeTs Privately issued digital assets (also
known as cryptoassets) T E9uT URTiyd MRl & o
HIH TSI STURERTRI F2T o Federal Reserve Bank
o FFieRHIaTE New private-sector financial products
and services, new digital assets 3T AT GRTRYT TR
3 | RT{%, VAT 2 d Reserve Bank of India &'
RBI Bulletin March 2022 AT YIS WU Speech AT
FreRHide  Private currency and a transaction
arrangement or network that bypassed banks or any
other financial or social institution 3T E9HT TRATNT
TRl © | I8 T, fefafuehr &=k d% Bangko Sentral
ng Pilipinas & SRS A type of virtual currency
that uses cryptography T EHT TR TehT & | I
F4R Sehel Virtual currency @S A type of digital
currency created by a community of online users is

stored in electronic wallets (e-wallets), and generally
transacted online Y=t Ty MehT & | o Bp Rt
STRY T&T & SIehT GET o GACHTIIAEHT g Peg Ta- T
UG SR TS, S/aTe Stablecoins WS |

(T) TERTE, TAfer ar Tweawer

favemr g R ywRHT FFLEREE  TEEHET
T S| I e gawm Bitcoin
T BFEERT 8 00k G TEHT T B |
PR T SR GSfoRomT Bitcoin Tereishl
T ¥ W B (RBI, 2022) |

e b et STEIHT IR AT e
WU I IS Hhell &, 815 W AR T &9 |
Taregdlir wreemaTe g RRIGRT ERAT o T fa
TeT (@TATaTeT) 2 fedTer et S T faedier ey
TR HISETd WU, 9T, YT 3T Jagesh W,
T 37T ferverehT afeh e | FFerRtHIeRT T
T AT T et fafier AearerarieT Blockchain
gfaferen! JRTETE g4 48 | Blockchain AT % afT
FRIGK WOAT 3 FHRGRATS ThAT eE, TFg0T
EEIATS STHHR TS | Ol T BRI EEeh]
UE, ST soheid WD, oS By iU
Amfesh TEHiqeh! HTETHHTRG Afh TS T o]
AfehT TRUEHT SeTehaTs |1 JaehT 31T STHTERIT HHTE,
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TS | Tk T SIshalls STioall SefehehT STeg
TG G STTRERT THUhT ThH Gl T a7 ST HTaRT
F T @ TS §H: @9 (Double Spending) ™
RIS |

Blockchain @1 Distributed Ledger #8a 9= |
Mining T @ftg T vgEd: g5 Hidae SR e
T §ih | Mining H=TTeT 5 T iehteiiohl HeaehaT
FRISTEER! TeaTaiendre (et T SHISS | ae,
Mining @18 Validation ¥5d W= | et
Users foer St @fig fastt ®Riem gar orear
FRER qdiash FUER & W Validation T
Validators/Miners fer Sfaeqet g T4 T &1 ST
AT 9T T Validator/Miner @18 aTiiie: &g
Trientt weM T e (Bank for International
Settlements, 2022) | 37T FeiET HUhT FHrniHt
@iE T qoT 91 T Tfohes | @&l @i ™ &[
TRt Exchange AThd @8 d T dfehs | el
fargemT e ¥4o Ter FFEREET Exchanges el
& (RBI, 2022) |

PR auedeheEel FRRIRHIeTs JamehT ST fel
TR B | T Teietd Hifgeh Tt STEar fheaientgt STt
T % AT e god | Taferd Hiige STeeeTeh! GamT
Intrinsic Value $UshT €Tq & 31T TN Gegehehl Debt
Instmment@r@mﬁ@@ﬁaﬁﬁfﬁﬁﬁﬁwﬁm
TEToRT EIHT TR THehT 379 %] & | Fheerent-EiiehT Hearmr
3Tk IANEE g WU dis Medium of Exchange
T ETHT & Ffehl ST el afda | SR tenT JoomT
U IARECTIHRT VTS Hidher fa@ amfT J@eT Store of
Value 3T & G0 &1 T M & | Store of Value
T8 ufawet fe RT 2w 37 sratsdeRr Netherlands AT Tulip
AT T T FEH T SE=S | YETh TaehrashudT fsft
gFae ST usr Unstandardized GETTTs Sfaemad g
gTeTeh! Hifaeh T STEYaT Trenim fermRT SR
Standardized ETeRT TTETHT STTHMT FFrehtEier GaTehr
TorehTEsRAHT TYerT g 3fES |

Terefer TrafeRt EUHT TP g TG SREET TS TETE g
T 3T T ATcheRT aTIea ggu-wT FFeeIentEt JRnT/ SIRT 7T
itk / gl PRI fareter arafa sty i araf ferfrr
GrafeehT T SRR g7 T JMGed | HTgeRT 90T A/
&1 % 9] Tangible &9 T @e Utility STt ggu=ar
TFemE T/ SR T gl RIS ga-aar
ST ST g M= TR ATIf STgeRT ST TR T T
afdeT | gA-=tdiehr ammafd Eifrd wosted T R R
TR Hegea Qi ard i TervieT eR UehehT Shehi e
TTSHET UhT T FAT-FaT Fheieniiie® SR g1 el gar
q: SgHeY TGl STET THTUTehT EHT 9IeHT 8T & |
TS A Geehed Zohat I g | Fpeeremeitas feretiar

B STE : YR Y arftiieaa fadee

qoafa W= TR qraf faegdier aveset StEr SRRt
F U AT ST ga |

(&1) AT Cryptocurrency foe afcewer ?

forgarapt fafueT eTeet AT-3TTHT Hifes SATEwIhaTgar
et - Rl AFRT T
B | GgH T T ™ UNCTAD o Fhernet
TaerrasficT TeeEas aTieRReR g1 T fashrae gosheet
ToFTen iR TorReaT UergH STROTT TREeRT & | I, SFwaifeer
TaT &It El Salvador @8 Fristdienl shIgt omesrar
QST T Gebra Tausht & | =i T TRauT a8 e remieTs
1 Taenfad goeeestedl Goall TRURT &7 | Bh-B50h
9T Cryptocurrency Heereft Fore-Tawd hish-Hieh bl
e | faf=T gegehesat STaeheH TReRT JETeTRId Sfishr
AR i STTEATIHIET aud Cryptocurrency
T TR TUoh-TTeh G TREhT & | I SHT W= fagueh
GIHEEAT Ui FeIntHiels Oe &, I, JaT 9T ST
I AT AfeguenT T HEr difshushT 8aT, g @i qur
TRIRTRT QATHT QTehUSHITSTH QTiohush] STHT Fheeient=eit
TRINT 7T SSTTTd fagUshT §HTeT Sei-riocHT Taeh! GaTSTEd! def
&1, T T JTehT RITTHT GelT e |

i Intangible/Virtual/Digital — @ediehT
T GHA JART T TTHUHT T | FFE T oo g
IARTETAT TRl Uidthet (ATHT/ ) i v 16w |
TriRdtenT @ite-foshiaramedt swrishT e fafmr aei
(Exchanges) TH S=IeaT Tkt & | Tigoat! SHHT o7
FTX - TRah! FFeehHl fafme aeiier 311% 2 Tedeh!
EUTT TG & | UTeTeT 31T GJehthT g STiT ShRISTRT
i SaeT Tt T uTeere faesmT T 7T Sidere
ThTel FFETehEiIehT HRITRETE 3th HAEIEEh! FiGaTd
g ST gar faaeft fafr (frafia ) W, R02R &7 qw
92 of feuar iy wem W Auter e Seher fafuer
Thfae®AT TTeiSTien JEAT FohR Td Heh AT Fidemer
A AT B | FFRT HRERSE 2IATS A THE
AT Her b/ ATk ieTs @ fafe=T shfames &
T | PRI S 39T/ TehTeh! TeNfd/ ST T8,
T 9 g g, faxiie TeeeRal 9gT qum dears
WRISHETES T FH U ITNHTAT g7 T 3 31g%T a5
Here R g el Tfved ag faeft s ffea wmefsr
AT AT SR/ SR—A0T § 716 |

Tq yhR FRermiere gar e aqer R T8t
FEERE g1 TR Siitem, fageft fafmwer afsafanr
TRRICHe 3TEL P T dreeft STfaw, qeafa JeieRtor qum
g AT ot aiersre sifew, faxd ores
HTRIUTHTEEt ST, TRTT-TehT STETET g et ST, 3t
TAT L DA ST, AR T -HATeEwTshT
Tt foeg, g1 ST, Tarfiar HereerT g aramet Siiam,
Seigniorage Loss I SGHEE faem &t & |
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J9TeHT 9T Virtual Currency/Cryptocurrency T HRIER
eprt wet feafa & | JoehT EEemItSTHaRT SR 3,
[EasAET el gt o (Legal Tender) B o MR CEN
T a7 gareRt ®94T Virtual Currency/Cryptocurrency
(Stablecoins @HT) & AT HIRIAT TUTTR, AT
TR STHMAITS TUsT T Tl T Sehel fThre
TRET qAT FH¥ U TRiGHenT Gaor TUHT &1 Virtual
Currency/Cryptocurrency &I HRIIR TR Tehl S |
IHeRT |, Virtual Currency/Cryptocurrency foifaear
3R Network Marketing FehfcehT, TEf [iertor qer
STTAGHHRT THATHATIHT TTHT G T, ST qor L Sef,
TSt et Sifawes IEmT aHiEd & |
T 3feet fargdir FRIENERT ATeeTe ST feRfament
FiieE faeher w7etdeht &, StEHe Cryptocurrency 9 Tk
gl

(T) T TAT AHHSEAHT TR

OTCTHT ST @t STANER ol S | THeRT 37 AgTehT &L ST
SIhT ST AR FHHTTEhT TohH IohaTiel oIS ShTgAaTHITSTH
AT S B | S ot ek g e goft
faaer otei e et SRt §Sf faafee 18 45T e
T | T8N SuTeTSrEdT Taaett §sft fareeT IS st armrguent
IRAT FhEhtEahd St TR &1 saes | 39 T,
ToreienT TSt arsfeTe deaierd GaT YUehl T e el
TrTaiEt sTUshTel JehRT SaT9eh TRRT STUAT AT UaT WarT
(Money Supply) AT TUMT §1 Tk, STHel Hiigeh fifdenr
FETERI TITERRT &1 Fdh! Goo =0T el saraehit
& | JEE qoI TIHT ST U1 T anfeq T
werTforeaTT 3 TR ST U6 |

Cyptocurrency I FRIGREE Trafd  YEiwmr  qor
AR TR T et sifem (ML/TF
Risks) 359 §T T9a® | IMF o @&l 08 AT SR
e Global Financial Stability Report (GFSR) @1
Cryptocurrency @18 “fovgeandt fa<dier wnfacenr =
2T TG AT Teh” I oo ekl & | Haret gsit
JranEe ety g1 et fadier wenfacmT e
TR SO T = S |

ThamReT e AduTeh  Shamehey, famw W
t FAT X SefterTrrdeRt &1 g7 @ afaws | Financial
Stability Institute (FSI) @ April 2021 @ HfdagHT

ool WUSTIHR 32T sl HeRl STgE=Mel & RoRo
ar Criminally Associated Bitcoin Address sZ A

TR ST 3.4 318 USTTHT TG | F8 Y SRl
fercfier omeeh L&A (Consumer Protection) AT Ui 316 7T
i@ | orersrear farfer ETeRaT FH WueRT e e
HATHT ITHHIEE STEUET g FeT TPITeAT & |

T Afeet STRITAET ST STfAS WUl g% &
TR § | gFiel STRITqeTad X faaeft gar fademr sy
e | et @itenT fagsft gar Tt g wushrer
JTAETE it IR g7 | T FadTT ekt JuTetiene AuTer
3o femor T e gF W gaT faesft gameRr
qfsafaaT aUd TS TE U T gia=s | |, gar
STRTTh FRehiElohl TRTHIh STehfid g1 To HTehIT
AT JTAeTie ST FFamshattaT Herm gaT safwa
St T ATHTSTeR ST BHG TR SR UGS | 3T
Toremm @, Mgt Sia &R T gaT ST &R
el ST ol §aT UTeT T Sfehet R ety
THTICERT Hfdeer SR g I & |

frere

PFTeREiiehT TeTet qeiae T fef T g Seeter T
SARTITIRY e o Ferggefier GRTehT STaUmUT STTTehT SREws |
PRI T TTehT TTTHE T STaTtha edT g WUshTel Zeh!
eI STk, THTST qUT TLhT ATHT BTN T B¢ T T U
faerdfir gaTeRTr Tee gErEe anTtad g Tsaare diefieEd
STRY T ST WsEehehl § | F8e faRIy T g g
T T AT TeaTafiet iRt Harels gifrd sATgasuls
HEAITET ] T 3T g

forgarent R Ut ThEERE T WiEfashiane o waTges,
grfier =fg foh qUISY 7 STEAT ofreTST gar eniEr I3
Tl fEuR & | FHLRR o g1 uREdaere
THHT TAEIATS el FAE goicd d fooh arar at ST
TrerentH Tt et et AT TfeuAT e BT
T @odT | U 9 8 fHerdeRT fastad e
U TS TR TN TERT S | JEehT YodHT e
AT UF T8 JhTEhT HRISTRAT TfSTaT T ey &
q JEmT fremeR feR g T Tanficaehn stgutefa s
FHRUTCT TarvarmT o7 816, JuTersTEd! faehe=ge Treee faqeft
HET CTRIeRT Je ATea PRl JUehlel J6eh! HRIER
T SifEw fraTsgyT TheT S TS gUEd &g o 3O
e | YSTa SHRIERET fRIf=a e qushr T JuTetere
ToaTeT TRTHT T fderer Wbt €aT FhohEiiohT SRIEETE
I TEEH! TRIATT g7 ST §aT IR et T
siohet fafv=T o gemT werm 716 e aT afdere
TRTISS STTTEhT T JHTS FRaa fag 3Ugh g afas |
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TUTEHT SRR T |THTISI FUeT HEehTdTRl geard T
TN T AN SAfRfE T §¢ ST AT HEINT §ET o
023 A WIH & WUh! A3 | Sfhg SRR
eI gEard o fa ", e’ky AT U o fafreeen
TIATGRE TURT BT | TEshIshT GeaTd dawisrerent 3TTieh-
qTTiSTeh HEeRTiaT T Heehrienl fagraare ol o dfs
FRENh Feald dfehe Tgd qUT ATGEIIhaEe J4r |
fardTr SRS gRehIvTETE TehRT T STohe HRITRAT g
HHAT Wohl & W ITEEAT, ATRIehT SShie, TR sy
arifeepr fedrerer oft gefaremm Remar @t | At g3 &
I@T T STTeetdr T, JAINEEHT Ti ST Wehl & |
Haq 2320 @ I IaT T3S STATHT ST STl THIHT
ge T AT g3 T ThamenatraaT &R ufEd T samashar
JMEHHR T |

9.9, 0u0 FT TG (G I TEHRIRT HSEAT, TG
T FRER J0co ATCTh! GEATAHT HEYRT HRE Th A3
SIATHT kT 36T Afehed W T <o I qIhaRT SATIeRAT
TISUH B | HGEATcHS ATHdT T dGe U] SIETETehT
FOT ATEHT HANT HITUM, 083 o HEHM &S
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9.5 FHUT-FIST S (Debt Equity Ratio)

AT SdehT fawr & & W ST O SROT s, ot T |
FFATT Sia T AresTeh oHT AT HU AT & | RS
ScATERAET FHRIAT ST HfhUA ¥ el el faxiiar R

q0%



TSt e T 31a: FuficTs SRRt ST JeF | et foxiir
HHTOT 3 PO hiq TTYSTHT T i 0T FeT ot =reteh! &
Terererm foreh =t feges |

R, miafers qet

yTfaferer ferveTauraT frdTosieRT SRAT SSTRAT Sh1a ferTaehT Feer
T FHREhT ATHRATS TTTTTURl @ ITER 155 | AT

B STE : YR Y arftiieaa fadee

3.¢ TgAfta® g (Candlestick Patterns)

fodroeehr g& Wow, Afan Wod, Afaeshad Hod T =Had
AT TieTel ad Ha TR el aT RIT-Seiehl TR IaHT
ARATS Tqd T Tafaes ®red 9 9w | afeer ge
gishT HUehTeT 1S TaeeivumT =1 Sdeew=aT JgehT T
AT §5 |

Terefter ot SaTah ST 9 RT g faftr & | faenfaa s
TR T SFAfey FRISTHET THRT 3T 5§75 |

ST witatae TAYRINUTRT ST T effersT SR WuET
7 | TerciosTehT ST SISTR RIS STeITE MUY JGh JIT
T WT Ui R ST Iifaferes faveiwureh smET sEfas ¥
B | TET Ifarteren foeeisumehT =T ST fateen 3 |
q TR T T FRER THAWT (Market Price and
Transaction Volume)

ifataes faveryeres Jed T Rrdiasehr SeiR Jo T HRER
IRHATOTERT TEATERHAT Sivsd G | SSTRAT Terdrd=rehT famreenr
T Td T HRIER IRATRT WiasTehl dgehd JaH T 9=
AT wfertrh foreisenet e |

3.R Id T &M (Charts and Models)

TEEE Ufafereh TaveiyumT ST U §1 | @1 91,
IR T T FTSARIE dTE AT R~ JehiehT ATeer
TeeR! i q e STgHE T HEnT e | faveTveheEe
F =i fafu=r frfamen gmes @ve | SIgTd, ¥
T-E TT3est, SoIT U, SIcT SeH SATTIAehT G reTaeat Hiaseht
T Sarss W= favare wfafuss faverormr 1fes |

2.3 =% T ¥ (Indicators and Oscillators)

wfetae faeToeheset Ho Sgfa qied T i geehent
WRINT T P A9 (3Mfeeiel) e | g o, fetfe
B g (ITTHeTE), T TNl FARS SIS
(wnufed), Lreries fifaeer wiafus favemomr s
g Jfad guehe® g1 | At gueed R fuds se @fe
(AT S3E) 9UehT o a1t Tesht (AT Hes) WUeh e
TfEeTI T & vgiter fmatar Tide Tk urden, et vafa
3fees a1 Yo qmI T ST ag® W faversor T
Ted e |

R.¥ yafa fawerwur (Trend Analysis)

wifafeer  favevomr ygfaerr  STeEmOT AR & |
favetveneeer ggfad SRITR ol et @it w=iera vafe
(ST 3Tl AT, 3Tl A a1 faer sgy) dfesm
T W T | I YaieE STeqehRIct i, TeAHehTel AT
delepTel g7 T |

.Y 4T T {&EJ (Support and Resistance)

2aT T Y RdIUsRT SR GoushT TSR ST o
qEEE G | ATl HodaTTs adf W faad T STarierel Jir sg
TaeT w1 Tavama TS | I8 0T 24T T STa W afea
TTiUshT YoafergeedT fIara=eht 7T a7 STYfdenT qaTel § |
JETERUTHT SATHT STeRIETehT TEHT e e frarasehr Tt
TGS T IHIAT AR Tt Ufehess | o gifes Tt staeem
JEATS |

FISA FHT RIS g5 UbNa J@TET, T T ThT |
SEhTATS AT aT HIATHT TS T SQehlalls gIar o ST
JETE | T RIT-SART TS T TITHT STenied =5 | ffeera
UG RGN Geleh! YT a5 TR RIS qool
T quT BT T FRITR Gelsh! HaT &5 TR HRISTERT
T FH WUAT AT g7 eS| & TR FSaehl HITehT
BT FRIFRERT Io Hodalls SETSS 9 qetehl ST It
RIS ST 3T YeITTs FRs |

2.9 gfeme 3% AR (Elliott Wave Theory)

gferz 9 odrmr fegell, g/ o eaiehr qem S
FIAITSRRT ST oAEE <o doh TTHUGHT & | AT STTIRUMERT
forshmer Teth o 3feraeel 2230 T GuTeheRl STUGHT TG
o | SRt fargreamT strenfia faftret fadier et SR
WFTEER EraT Ufea™ T TS | e TR a5
TIHT ATAATS ST AV T HIeL &S VEHT STehTuT 7T
diehs | ff TeT WIS 3T -THT SIRGHET faarsi
TS |

ft cgeErE fafiesen 3T T 3rafueht ST fafe=r
fetfieemr afipd i | e gueETERd, goeETsH,
TSR, T, Fexinfeny, WIs, Wege, fque T wafigee
aft et feaft &1 |

faveiveheEel gl TGT WA grerhr Teafq afesm
T U TS | ARGTeEeh] olTg HI T T ErTied 3ot
T Ulecars fpaAT= STuTdetTs TTeT e | AT fafemr
TG TR (FASIK a1 Wfeberedt) & o BT = ufy
YIS | T8 WHUHT Rl Tal qfea™ T atorr
I o |

3. AR 78T

AR5l T TorsT TTetd &1 W= e T UTUehT ST ufT
TRRhT 5 | 3Tk fHulee® uf wTerTeae: ShRuTETe e
T TR | T ST T Wifafesh faveryuret |y
TR HROTEEHT Ui gfe fague fasreesr T & | T8t
TSI HATSTeh Tefesehl HICHIET <= TRUERT & |
3.9 SIEHI I9E (Anchoring Bias)

TR sPMIfHamT 3o THUST g THE6E
THeRINIeRl © | ToRtaTs UTei MY STeRRT =T diehes | a1 J&ar
T ST &, ST Sfies 3er fargAT STeEn
s |

BT ST T 5 YT, Tgehd, favar, oteen, s snifenr
STEFTHT G5 | O SRR Fel Fearstee aRad-eier
T W SRR T §a | 8l enfiel Tel 38t e

qoy
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FOT T8 TE T T ST R 9 TAd § W Ffeqot
Tehed TRt TRt |

T @IeThT TSI FHSIRT ST SSTR AT IeRdTT af
TS | TTHIhATEEeT 5 el = THUGhT 3T AT HATRETATS
ST SHTSTEeT G | SATEWIERT AT e aTishal el
T e T2 SIRET AT T 3Ed § | SHIeEehT
TeHTTHT STeTTeY 3t SRR BTiEeT TRehT 3ot Hodeh! TSR
AT 55 |

3.R HAWTd JETEHA (Mental Accounting)

YA THIE T IFART W ST 5O | da,
ST ST AT Siqere STuenT 3T @, 1S, SRTST
T, herReIaRl TETEHT T T STEdT STTURYT e ffaa
HTHHT TS T 3R ek T9HT UTUshT a7 ATqie HHSTS
FHISE T Tt | e o STreRieres idee U sTuehT 81
Frafa ar waigemT @ 8, YaT wHehT 98 | a1 fafdest |
for s @Y et uft T @ Ffe g a9 | T/t
STEHT T SITEHYTh &rHT STTRITT TTHT TS |

feet leer srefammesticr ufT a5 gubrsy | SRS AT wrifa
TSRS TSTeT ST 316 &1 9= favame & | ¥, %9 a7 6t
TGS IGHgh & e, T S Ufeedr 9 Hfdther
I TS T B |

3.3 1fer srewfera™ (Over Confidence)

sfa STreafavaTeETe T eX 9i SR SSTRAT ey ot
1 | FT W fobel, FF =1, Fieal fov, Ffeer St
Il {0 ITEAR W4T TaTg el Il & W= 3 Tawame
FeT TSR AT g | Toshiad SSTREEHT TTHUHT e
ITIIR. TEAT ATHIhdTe® aal SR foherer e T Hieeeh]
Hfathet feherer @eel ¥ 7 SRS |

3.¥ TEIHIUT AW (Confirmation Bias)

TEHT0T T qeaaft qafmreet uf arfierrs Tmd serRnss | arier
ST S o7 G =TeehT &, et S o G 1T | enTehaietts
F TR T FoheT A ATHRGRT & W hPaTehT ST
I IURIST 7T 7o | J9 SHEHT HPo-T TuT gie g afer
T 31 JHTOT AT TIREF 3T HTERT SHET-TehT STRUT T
FUeE A o fo STe; T HUes srge 3gs T | T,
TSRS T PO THT & | FRR ST THT 9 38T THT
U TET UIUSHT 815, &% Uiged Uk fehieHeR! UM ST
Arer@rsT TRUSRTRT THT & 9= GiE 7 TR &7 |

3.4 TEeEt SWE (Hindsight Bias)

T & A~ T AAs diecy oTeT Ty w1 foRtemeRr
stfeates qdeeft st & | dureR fafu=r aremT aeshe
JTTHT S | ST, T Tgeheohl TSN T&T £3Tea I AIeE
IS Geb T T ehT STHeRRT S-Teeetts afecdr ol o
w@Tg U | Sher W Afasfa faegar g, e wRem
B, ST TG 9T IS T HATS Ufeed AT o= 9w
ufe ST T HTeE 9 G |

3.% @1 A< (Gambler’s Fallacy)

SETe Fle vt HAATE GuE 2 | AFRISIHT THIAR
Ui Y2k YHUST S aWT U=AT 91 3Th! Uee Ul WhUeT Saat
T US W I8 TS FHUATS AHACRTRRE JATS J(E
ThT S | BTHT &feh STIaHT, 8T8 ZICTSHehAT T St I
AT e | BT FSTRAT IR =R T SreehT shrafishr T2
et fa af agE W WHTaehdTet TH I TEhT 579 | 99
feTSTehT TR 91 e, e, wieT ar a s af g7 He |
3.\ firg=r AMfaaT (Herd Mentality)

T TS ATHTRERT &, 13 & Tt BieAr] 7 9T Rorsetg
RIS UG STHIATHTYE 3T EUHT 2Ra 375ht FH ISR
U & | AV YHRY SHICIRS BT T SRR
TR | TR SSTIAT AT THUL ETHT TTeteehl ST, TTYmTehT
frata, s wRER, Sefvrer TSR oRTRIdeRT 85T I5d
7T @1 TRl S | I qEE difed Asel aRaanT g
TersTer T T TR & T Rt U g R e |
3.c &1 ufafkaT (Over Reaction)

ST THER STRATaiTh Sfagled T STgATs HAu
ToRTerrrenT TR T STTEAT TR gt 7T fohfemen! auT=mi
T TohTRTe eTHIehal I SSTRAT G | GTeEAT 39
Torfemepr deerter T dfter ufafsar fed emHieRdier stfrehan
T gifyad T Hee | F%T aTHIhRal gl gaT it
AT SIS T a6, T HIe § T | SThiTat TR
FHIER TeT TTHIhd1hT HRISTR ARTT I I8 |

3. AT TWTE (Recency Effect)

BTCTETCTeh HISHTATE ST THTTad g T hel THafs ceerTs 9L
Tafdifenr arva=Tieh T uf STHIRATHT 875 | JaT ST
AUHT AT AU T TS | bl
TTHT REPIUTRT T ST 55 | T I TeetTs A Sishiet 1
TRTHIEE U1 g1 TasT qll GEiera amveTe afsad aiiss |
3.90 FEHEUTTE® W) (Prospect Theory)

Al IUATSHATS Wl AeHIes ddl 9 fesq |
STIHTATEERT STTAR Jl TG TS Ted STehel
T TR AT g T s, s fosit Y
AT FeEeH | T T SIeE T § STfeehid god
TGHT AT o3 T ATHT FH TS | I ATATATS
forffer anfecsmT Prospect Theory &1 T faguat T |

3.9 fast@mnt 3fe (Winner’s Fallacy)

AT-gHT AT farsTT-uurstgeht 3 i WeHT FasT TiEeuis
AT HIRAT Alfehehami=al 3T8eT J&! i T | T
3™ SN a7 ArcThalctee Joi aF g1 & I JawaT
T TRl SRR 6T UE=g | J9HT Sielt e a%g
T FFITTeh] ST=INE ool a1 aRdiaeh Hoaw=T Rashdiet
dreTeh! Joor R et 9 | feramt wor sT=aftes e gar
HARATS HHFITT YO STHRRT, AR o T 31T
TR FRUTE aeT TR 55 | I6 foRfawenT WemT
T fe U ST A TE R SRl a%g ar geatden
TAATS SR FIHT AT Tonce |

*kk
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q. 1113‘3{&[ (Background)

TR ShRER o TiATa e Traf-ere fasRIeRgeeeh! 3TE
T faveTs srefeme W=D | Jeq TRt JwTeRT Tfed
ufesr et sheT TmfeTd (Feq) A TEE wes |
AT TEEHT TTEIHATE AT 7T (Direction) et
T O | Tt qur Tl demese fafra s &
Tafeer Su7 a1 ameRT STTiie SrRisgITeTaT (3T, nfafatr)
& qeEET THRRT TaT TferTa sTiie aReeenaremeT
TRATEERTE TeRTTTT 7T Tae | T T aeeh] HTeHare
SFATThRT TTH STTEAT HEdT ©, FAT HaTlal TEEh &
T WferemT AT ST TRITET S, STid-IehT et qeT goiel
TETEE T T G AT TST9EHT STHeRRT ot Hiehes |

¥ RoR0 HT HiATH HRMAT HEMH, & T F& WO
& T obrATereh! JEehT TTEl 79 T W= SRTIRIdehRT
STEEEHT HUhT Hegg, STl AT, Rolec|0’, T ST
AT ST, JSTeTeh AT TfSaIfqHT UNehT GaTeshl HHTETERT
AT T T et Tt womdes merr T | afsear
TR STATHT ST HHieT TR TSTE HTIehT Eehir
TEEEh! YT THIAT T T, Shgech! TS sholich]
STIATAHT ST SFTHIAT Jheg, g, THTITT SIHT JETHT HHT
3T ST STIT=HT SRGUHT TTE®eT HUTerR! el
geaT (Recession) % TETaahl T B1g W= U9 3feciushr & |

R @ gHfETa anfiw afg@=#®eE (Macro-Economic

Indicators)

TR &7 T STe & T AR AT avfieRtor i | aredfash
ST T T TATEEehT SCATGTET HETiwerd i fes
TSR Y ik ST YETehT HIT QT STIYfAEHT Sretfeerd
T Tde | o T TR ST HehEh! ST
T T T AT ST S qUT YaTehl TR, fRd
STEAT YRBIT et raTivera idfafes uae | aufera
e afEeeas o IR asreTria &t faveryor T
T |

F aeatad &7 (Real Sector): dTEdiash &FF=wid

* it ge-ee, afew arfrser da fe, |

ST AT ek EUHT IcaTa g S qT HalTe® T EehT
TR STEvaeh O+ S=d T @MY T AET qeT SATgfenT
Trafad fawres wde | fawga ® T AUl aeetaia
ST TETeE Hics | A TaTes T STRRNT STrewli=aa
Ut g TTER | STl o, SreraHT gig §aT T ae | et
UsITET gig adar Icumed agd, Ufesr meHT T ufd
ik AT &S | ST Jhgel I1T et o 76 |
oawT gig W It qor aEriieEeR AT Ui deT gaT
T AT Iig § | TEd ardfaeh assTaideRT A
TEENTT T g T4 T AT IEET TR IiEd
T fofieelaesh! STatava-uehl STURAT Sia= agfg qr
HEHT FH A quehT & W A T dfehes |

@ HifFF &7 (Monetary Sector): =ik i, Tsiy
qT Taega YaT UG ST YETeh! HIT T YfdeT SRt
QTS Hifgeh & Wi | it Mg asrets Aifah
Hifaer feenfrdsr 1éw | difsh et TEE T awdtae ST
Tl SFEE B e | qad difge e g
] Hifegsh TEEHTHT TR foi Hifd (I9i2) Amhd
feTushT STear QT T HETS Wl 5 |

T GIFERT &7 (Government Sector): TR =TT
AT WEEHT FwaTiverd &7 TUhRT & &1 | T8t L (Tax) 1
TEE qAT TR T qAT TR T T ToTe T 37
T qT §SiTd GeEThd T e it wreE wee |
TR TSiEehl STETAT (ST, Hegieid, a=d), =T aoie
(=3 forr) uftgfdenT ATeaw, STTARER T STed VT, TEH
ST 3T SREE Ui eI Ude ] | T Sae JHd
TR ook SIThT SREECTS Yeel T UTes | A s srash!

STIATTRT FveToUTETE. ST TTE HeATEeh T diehs |

& a=q &7 (External Sector): U331 Sl Tagat 311
AYTEEET TehT T FRIAR JTeT BRI Yo | I
FRITREEHT ] qUT FTeh! ST T i, Jaferen Feor
qT ARl YepHT T dafereh STgamsear deferes et
YT T, Sferen fafmaenr afsafasrar stes ude |
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3 T AR AgEEs Aweasrd (Relationship

Between Macro Economic Indicators):

A e ghg faesasliel TEER uqE SRy
T TS T s STeiaeeRT At =T SREEeT I Theesht
TS | TIqhT FY T &Fh T3 =T qNaa 3TTSaT
Tl ITAHT 3T R U () ST WS IS | Tl
TTET EFTcHe T SFUTTcHeh hedl Jas T J8eh! TeaT (Degree
of Effect) faehl g = fawr Inrbreeehl & qur
TTEHT, TSI STTqeh! AT, STefdw=iehl T STareT
(w=<t, wglg), werrerT faf Hifaes, areer &mehr omiish
FTATERVT ST TorsRre®aT X ude | auel Jr sRewsiarehl
STaEErY favetyur T & wh Sffeet & & | @ ui
srfyTEfieEet fafy=T AT=rdare® (Assumptions) 3T SATETHT
AT HTSETEEehT ST farveryor e fafir= fagraes ufaure
TRT & | SR 3TTRie T Hifgeh Hifdeset uf refdermehr
fafv=T =reear afedT sy o1 giegens wge e
T T e | FET STIaT AT STEETT TEeT TR
gigehT ATRT ITART TN YT Jeq T aieEehl 3T
WWWﬁWW@l
eft fomton : BTeT el SeaeTs Tehiehd T ScareRiier
Wwﬁnﬁgﬁﬁﬂhﬁlwﬁgﬁﬁﬂﬁﬁﬁw@
ST ST=r &1 | TE et TN SIS HeT ITHRT 9278
STkl Toh! SATS ScaTGRieT &FTHT TR TaT TehTTaR
USRI STTENEE AT §=5 9 STehiTaR ScaTaHaT
gfig ws ek gie g7 g |
o i froeoT @ e gERwifa gaT Usiiat awg
qUT Yol OT 9 W IFehifal e Ssteh!
T AN TAT TS &=dh AqemH §9 |
JHA 3TN &rIathehl THTHT T 1§ USTTRT T
AT FH AEEH | Forka®y e Jhg o
7% | qud SR oo GERIG e W A
o mdw | faermasfier dwmeRr @it o= nfdeRr gerewifa
AT AT |
° TYERI AFEH : TR MM (TS) T TgE
AT L BT | SeTeRiier qe Tawereh SENTeeT i
THTIHHT ShiehT Gle® I2T3aT df arseedT T gfg o8
SR T afer st 3ig 55 |
° TYENI @ : TLhHNl TTURVT Geehl JomT Jsiira
T gieg et goft fmior g7 8 emivier afg g |
* TR HUT : FUT o5 ScuTesfict &mT ST et
et ST FIGHT ToTS T3S | URSA ST<rd s STUeht
AT TR AT ST F0T 33T3aT Feit &stet 74
TRTHTERT SATHT SfiehT STITer g7 Hefs | el It T
TR STe TS STIHeRATHT Tedues | AT Twisht
i fergueht Fevret wfasmT st YR serdes | Ty ko
e GSfia arsmT TiuehT eTHIehT TidtheT saTsTets=aT
T IS |
R Ui : AR Y sear e gie gge A
SSIAT AT HEST g7 T8 AT I THHehT SATST
9B | I8 T AT e el SATSTet HeT el

SR & UM =S | AT GIoh! THTTRTET Fsliehl SaTST
TIEET T S gaT AT T ATiieh Fhget e |

*  WEY : STSIE AT qAT FHSll GIHT TS IES |
STSTGTeh! THEITHT SHTCHe TRITe U6e Y o THT FOTTcHeh
TS UEE | Ushiiar e fagy anafas sameiet
(SATSIGTETe. GRTEHIA a0 HeI3aT g SaTial) eHTeash
T WIS STT et W3 AT (a7=I) g g1 oo v
e fag ik STSTater Fotishl wl\rld{tlﬁdcaldd
a1 AT T2 Toes | e awenit Hfaeser s qer
T (FF8rT I she1T) goeTTs TehicHe T T T
SATSIEATE e T ToRIEs |

* TR Ae : =g @ (3T, T, fapmor a1fe)
YT @t (Safere ST, FTHT 3T1fE) T HYw T
YT Tqerel JESES | YT Tqer STk gaT
T sTia agfge faumas eFmie afetesh!
T FUNcHsh a7 Td gEiias SHie afatashl T
iHes |

¥. i aEEs 5@t fawmur (Trend Analysis of

Macro Economic Indicators)

TR THEEh! Mg itet ot TNEE deg ST, 28 ST dT 51266
TEUe T fehfemeT SIS Sfataeht & ¥ SETSes | et
Fe T EFTCH a7 RN THade ST13aT 3T TE&HT
FEAT T UGS T TvetvuT 7T TETSEs | 3. R00% 0wy
T W Wl HITTS-2R T HRUTCT ITd-=ehT SATerehisT
TEhHEEHT TR TTE TN 31aws W dfeeal! 0 &6
T gATSTerehT JEhT HROT Ta9Iy /Y def T @ren= gfear
T TehRIcHR TTehT 7O Uf STId-HT TehT 2iaws | et
T STTEIRAT Ff Farvetsor 7 SR Tie! & |

# awa® &7 (Real Sector): TH &FT-HT ST
AT SR el Meeed 3cdTed, Fferd HoomT gt T
37T, T ST, TR T FHeT e IeaTeHT et Taraent
JAIThT TSR T THUHT & | et fas . ¢ T 1T
QST 3 |

f @ 9: aratass Fe qee 3916 T Jaicrd JoTHT Fe
T ST SFATaew! GRATT &T

I : AT GIETIT 2008 |co T T85! qTae giaded  *SIgarIa

AT et T Ied1e T TS AIfa= GHTcHeh Treer
g TaE | To |, ¢ STgER i 3.3, Rowu|us AT e 2R
yiceTdeh! IfEETET el TfeT 3T 3TM.F.R06%|00 AT HXT

q0g



0.0l FGRIGHT el el ML IcqmeT o =.¥R Hfaeraer
TRUTHe &7 TRl & | AGufeahT g5 aUeEHT dgq T ot
INHEHEE JATF. Ro6Rloco HT A TH: HIH & |
oA & 2 : FoT 3THNT FHA TIHT T FHoT e ITGTAT
F [TEITeT 79T GREdT &

sl C3N1SUMPLIGT westment otal Deposit/ GDP

I : 3P GAeTT R068 lco T 3.8l I FladeT  *3guriia

T =, R STgUR FT TREA TG H AR I
T, Qo] TR TaeR Jga TUX 222. 20 UfaeTd JehRmT
3. R0\0¢| o) ATHX 20%. 3% TTRIGHT il 3T7.9. 061 <o
T e Tkl D | HA TR ICTGHT STHIRT 3T o
. F.R00E|00 TT el T TSR THEEHT TTHT Fer
ST @ SA.R00R|co AT {3.4% UfaId Wl & | &
TRY ST TTEw 3cATGTHT et Tt (it fomior) st wieera
JMF.R0LU|eE AT ¥2.3¢ JhMT T.d.R00%|6e AT HX
30. % UfATd & TR & | UiSeatT g5 .91 JEHT el
GUR SMGT AT 319, 003 | <o AT T: B 3R. %o TiaeTaa
HifT T B |

@ TFRT &7 (Government Sector): T8 SFIA=HA
TR el SAFEHT T T, FHA GTa & T TR
RUTHT STTTERT THE-ehT Fgf FarsT = 2 HTthd T T S |

A d 3: GRe FT STEH T &<, et Yo &=
T GUHRT FOTHT GREAAT &T

e

LN A

8 2079079

otal Capital Ex;

I : TR GBI 2008 Ico T .77 dheh! A1 qldaeT  *3rgarfrd
q

T TR HT SRR JGET LA, Rolw|wt AT
2% .2 % UTGRTd ThIHT 31T, R00%| 0o HT T ¥, 33 Ufdsrder
FUMCHR & AT, Rowelo] AT 23.%% Ulawrd g1 ehr
T | FRAH TN Gl FrGa 9 AT, Jolu|es AT
.23 YA WehMET SA.F. R06T|0w AT .% of FIMHH
§a M A. RocloR AT R, ¥ UG & TUH & | & T’
UfSedT dIT TYEEHT BLHRT FERT Jhget R2.00 HfaTdeR

B STE : YR Y arftiieaa fadee

ERERMT & amafy st Giiia @eierr giget v feaar
TS T&oh! © |

. Hifz# &7 (Monetary Sector): Tiaeh er3T=aiid 3T
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Exploring Financial Inclusion in Theory
and Practice

&

Introduction

Financial inclusion is one of the strategies and one
of the important instruments for economic and social
development. The importance of an inclusive financial
system is widely recognized in the policy circles and
recently financial inclusion has become a policy priority in
many countries. It has been a major policy objective for the
government of many developing and emerging countries,
and there is great promise that financial inclusion will bring
the excluded population into the formal financial sector so
that they can have access to formal financial products and
services. It is one of the dimensions of social inclusion and
exclusions. In this context, this article makes an effort to
discuss the basics of financial inclusion within the boarder
preview of social inclusion and exclusion. It is a review
article that is based on the secondary information available
in published sources. The basic objectives of the paper are
to explore concepts and theories of financial inclusion,
discuss its indicators and measurement practices.

Social Exclusion and Inclusion

Social inclusion is the process of improving the ability,
opportunity, and dignity of people, disadvantaged on
the basis of their identity, to take part in society. Social
inclusion is a process and resources necessary to fully
participate in economic, social, political and cultural life
and to enjoy a standard of living that is considered normal
in the society in which they live. Social inclusion matters
for itself. But it also matters because it is the foundation for
shared prosperity and because social exclusion is simply
too costly. There are substantial costs—social, political,
and economic—to not addressing the exclusion of entire
groups of people. Exclusion has deleterious consequences
in human capital development as well.

Excluded groups exist in all countries and all societies.
Excluded groups are consistently denied opportunities.
Intense global transitions are leading to social
transformations that create new opportunities for inclusion
as well as exacerbating existing forms of exclusion. People
take part in society through markets, services, and spaces.
Social and economic transformations affect the attitudes
and perceptions of people. As people act on the basis of how
they feel, it is important to pay attention to their attitudes
and perceptions. Exclusion is not immutable. Abundant
evidence demonstrates that social inclusion can be planned
and achieved. Moving ahead will require a broader and
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deeper knowledge of exclusion and its impacts as well as
taking concerted action.

Moving from exclusion to inclusion does not happen
overnight; it is important to have a long-term view. The
state has the preeminent role in promoting change toward
inclusion, but other actors play important roles as well-
religious leaders, business leaders, civil society, media etc.
Countries that are successful in addressing social exclusion
usually have strong institutions. Change is rarely linear.
Attempts to make change inclusive may involve tradeoffs,
creating both winners and losers.

Concept and Definitions of Financial Inclusion

Financial inclusion (or, alternatively, financial exclusion)
has been defined in the literature in the context of a
larger issue of social inclusion (or exclusion) in a society.
Financial inclusion is defined as the availability and
equality of opportunities to access financial services. It
refers to a process by which individuals and businesses
can access appropriate, affordable, and timely financial
products and services- banking, loan, equity, and insurance
products. Let's discuss with some of the definitions first.

According to Ozili (2020), ‘financial inclusion is the
provision of, and access to, financial services to all
members of population particularly the poor and the other
excluded members of the population’.

A Government Committee on financial inclusion in India
defines ‘financial inclusion as the process of ensuring
access to financial services and timely and adequate credit
where needed by vulnerable groups such as the weaker
sections and low income groups at an affordable cost’
(Rangarajan Committee, 2008; Cited in ).

According to World Bank (2012), Financial inclusion
is defined as “a process that ensures the ease of access,
availability and usage of the formal financial system for
all members of an economy”.

Importance of Financial Inclusion

The importance of an inclusive financial system is
widely recognized in the policy circles and recently
financial inclusion has become a policy priority in many
countries. An inclusive financial system has several merits
(Demirguc-Kunt and Klapper, 2012).

— It facilitates efficient allocation of productive resources
and thus can potentially reduce the cost of capital.
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— It facilitates day-to-day living, and helps families and
businesses plan for everything from long-term goals to
unexpected emergencies, all of which can improve the
overall quality of life.

— An inclusive financial system can help in reducing the
growth of informal sources of credit (such as money
lenders) that are often found to be exploitative.

— Thus, an all-inclusive financial system enhances
efficiency and welfare by providing avenues for secure
and safe saving practices and by facilitating a whole
range of efficient financial services.

— Financial inclusion is a building block for both poverty
reduction and for economic growth.

Theories of Financial Inclusion

There are several theories of financial inclusion that are
useful to academics and practitioners. It is imperative
to understand the theoretical foundation of financial
inclusion. A financial inclusion theory or set of theories
would provide a system of ideas that can explain financial
inclusion objectives, processes and outcomes. Secondly,
financial inclusion theories can consolidate the recent
idealistic debates in the policy literature on financial
inclusion. Thirdly, financial inclusion theories can provide
a set of principles on which the practice of financial
inclusion is based, and would make it possible to detect
abnormal patterns in financial inclusion practice which
would elicit further research to improve our understanding
on why unexpected deviations exist in practice. These
theories are divided into theories of financial inclusion
beneficiaries, theories of financial inclusion funding, and
theories of financial inclusion delivery. (Ozili, 2020)

The summary of the different theories of financial inclusion
are presented below.

A. Theories that explain who benefits from financial
inclusion:

— Public good theory: According to this theory, as a
public good, individuals cannot be excluded from
using formal financial services and individuals cannot
be excluded from gaining access to financial services.

— Dissatisfaction theory: This theory argues that
financial inclusion activities and programs in a
country should first be targeted to all individuals who
were previously on-boarded into the formal financial
sector but left the formal financial sector because they
were dissatisfied.

—  Vulnerable group theory: It argues that financial
inclusion activities or programs in a country should
be targeted to the vulnerable members of society such
as poor people, young people, women, and elderly
people who suffer the most from economic hardship
and crises.

— Systems theory: It states that financial inclusion
outcomes are achieved through the existing sub-
systems (whether economic, social or financial
systems) which financial inclusion rely on, and as a

result, greater financial inclusion will have positive
benefits for the systems it relies on.

Theories or perspectives on financial inclusion
delivery:

Community echelon theory: It states that financial
inclusion should be delivered to the financially-
excluded population through their communal
leaders who are influential to encourage or persuade
community members to participate in the formal
financial sector.

Public service theory: It states that financial inclusion
is a public responsibility which the government owes
its citizens, and the citizens expect the government to
promote financial inclusion for its citizens.

Special agent theory: This theory argues that
the delivery of financial inclusion to the excluded
population can be hindered by complex issues and
technicalities relating to the nature of the community,
its people or the geography. For this reason, there is
need to employ the services of specialized agents to
deliver financial inclusion to members of the excluded
communities. The special agent is considered to be
competent, highly skilled and have superior ability.

Collaborative intervention theory: It states
that financial inclusion can be achieved through
collaborative intervention from multiple stakeholders.
The theory suggests that joint effort from multiple
stakeholders is needed to bring the excluded
population into the formal financial services.

Financial literacy theory: It states that financial
inclusion can be achieved through education that
increases the financial literacy of citizens. This theory
argues that financial literacy will increase people’s
willingness to participate in the formal financial
sector.

Theories of Financial Inclusion Funding

Private money theory: It states that financial inclusion
activities should be funded using private money
because private funders will require accountability
from the users of their funds, and will ensure that
private funds are utilized efficiently and ensure that
financial products and services are delivered to the
excluded members of the population.

Public money theory: It states that financial inclusion
programs and activities should be funded using public
money. This theory argues that financial inclusion
programs and activities should be funded from
government budgets.

Intervention fund theory: It argues that financial
inclusion activities and programs can be funded
by special interventions from diverse related and
unrelated funders rather than using taxpayers’ money.
Many ‘special funders’ exist in the world such as
philanthropists, nongovernmental organizations and
foreign governments.
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Measuring Financial Inclusion

A comprehensive measure of financial inclusion is
important in order to take stock of the current state of
affairs with respect to financial inclusion in an economy
and to monitor the progress of the policy initiatives
undertaken to promote financial inclusion. A robust and
comprehensive measure of financial inclusion will also
be of importance to the research community to investigate
interesting hypothesis relating to financial inclusion that
have been raised in the academic literature (Sarma, 2008).
In this section various indicators and measures of financial
inclusion is discussed.

Alliance for financial inclusion (2020) suggests a
framework for measuring financial inclusion on three

major dimensions: access, usages and quality. Access
refers to the ability of the prospective beneficiaries to use
financial services which measure the proximity, channels
and barriers indicators. Usage indicates the actual use of
the financial services that measures the products, patterns
and behavior of the service provided and providers.
Similarly the quality refers to appropriateness of the
financial services that propose to measure conveniences,
security and consumer protection aspects of the services.

Indicators of Financial Inclusion

Many researchers and institutions have suggested various
indicators of financial inclusion. Among them G20
indicators are given in the following box:

USAGE INDICATORS:
— Percentage of adults who report having an account (by

financial institution or a mobile money provider,
transactions per 100,000 adults,
bank or other formal financial institution,

— Insurance policy holders per 1,000 adults,
— Retail cashless transactions per 1,000 adults,

themselves or together with someone else) with a formal
—  E-money accounts per 1,000 adults, Number of mobile money

— Percentage of adults with at least one loan outstanding froma |-

ACCESS INDICATORS:

—  Number of branches per 100,000 adults,

—  Number of ATMs per 100,000 adults,

— Percentage of adults with access to a

mobile phone or device or internet access

in the home,

Number of debit cards per 1,000 adults,

—  Percentage of SME’s that have a point of
sale (POS) terminal

— Percentage of adults using a transaction account (with a bank or

other formal financial institution or mobile money provider) to
make or receive a digital financial payment,

Percentage of adults with high frequency use of an account,
Percentage of adults that saved at a bank or other formal
financial institution in the past year.

Percentage of Small or Medium Sized Enterprises (SMEs) with
an account at a bank or other formal financial institution
Number of SME deposit accounts (as a % of non-financial
corporation borrowers)

Percentage of SME with outstanding loan or line of credit from
a bank or other formal financial institution

SME:s that send or receive digital payments from an account (%)
Percentage of SMEs that send or receive digital payments from

QUALITY INDICATORS:
Financial knowledge score,
Use of savings for emergency funding,
Disclosure index combining existence of a
variety of disclosure requirements,
Index reflecting the existence of formal
internal and external dispute resolution
mechanisms,

an account

—  Percentage of SMEs required to provide
collateral on their last bank loan,

—  Getting credit: the strength of credit
reporting systems and the effectiveness
of collateral and bankruptcy laws in
facilitating lending

Source: Global Partnership for Financial Inclusion. Web page

Financial Inclusion Index

Financial inclusion is a multidimensional phenomenon. So
itis imperative to construct an index using several indicators
in different dimensions. The index of financial inclusion
is a measure of inclusiveness of the financial sector of
a country. It is constructed as a multidimensional index
that captures information on various aspects of financial
inclusion such as banking penetration, availability of
banking services and usage of the banking system. The IFI
incorporates information on these dimensions in one single
number lying between 0 and 1, where 0 denotes complete

financial exclusion and 1 indicates complete financial
inclusion in an economy. Sarma (2008) has developed a
method of computing the IFI for several dimensions of
financial inclusion. Following her methodology, Index of
Financial Inclusion (IFT) is computed by first calculating a
dimension index for each dimension of financial inclusion.
The dimension index for the ith dimension, d,, is computed
with the following formula (Sarma and Pais, 2011):
Al — mi

i = ———

)
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Where, A= Actual value of i" dimension
M= Maximum value of i dimension
M= Minimum value of i dimension

The index of financial inclusion, IFL, for the ith country,
then, is measured by the normalized inverse Euclidean
distance of the point D, from the ideal point I= (1,1,1,....1).

The exact formula is

IFI‘zl_J(l—dl) +1-d,)’ +.+0=d,)’ (2

Jn

In formula (2), the numerator of the second component
is the Euclidean distance of Di from the ideal point I,
normalizing it by n and subtracting by 1 gives the inverse
normalized distance. The normalization is done in order to
make the value lie between 0 and 1 and the inverse distance
is considered so that higher value of the IFI corresponds to
higher financial inclusion.

In the index of financial inclusion presented above three
basic dimensions of an inclusive financial system are
considered: banking penetration (BP), availability of the
banking services (BS) and usage of the banking system
(BU).

These dimensions are largely motivated by two factors --
data availability for a large number of countries and recent
development in the literature.

Thus, considering the above three dimensions — penetration,
availability and usage — it represents a country i by a
point (pi, ai, ui) in the three dimensional Cartesian space,
such that 0 < pi, ai, ui <1, where pi, ai and ui denote the
dimension indexes for country i computed using formula
(1). In the three dimensional Cartesian space, the point
(0,0,0) will indicate the worst situation (complete financial
exclusion) and the point (1,1,1) will indicate the best or
ideal situation (complete financial inclusion).

The IFI for the country i is then measured by the normalized
inverse Euclidean distance of the point (pi, ai, ui) from the
ideal point (1,1,1). Algebraically,

I =1— |L=P) Hl_;")_ Ha-w)”

In the index of financial inclusion presented here considers
three basic dimensions of an inclusive financial system:
banking penetration (BP), availability of the banking

services (BS) and usage of the banking system (BU).
These dimensions are largely motivated by two factors --
data availability for a large number of countries and recent
development in the literature. Apart from these three
dimensions, one can think of many other dimensions of an
inclusive financial system (Sarma, 2008).

Concluding Remarks

Financial inclusion is one of the important issues on
development discourse and part of border issue of
inclusive development and social inclusion. It is necessary
to understand the issue well by the concerned actors
to improve the access, usage and quality of financial
services, which believe to serve the vital process of
inclusive development. This article attempted to discuss
the theoretical foundation and measurement dimension of
the financial inclusion. It may be useful to the concerned
and interested reader. However, there are many issues to be
discussed among academic circle and practitioners on the
various components and dimensions of financial inclusion
which could not be incorporated in this article due to its
limitation.
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Foreign Exchange Reserves, Monetary
Policy and Stability in the Economy

&

1. Background

Foreign currency reserves are the foreign currency
assets held by the central banks of countries
, which can be used for international payments and
settlements. They encompass foreign currency, foreign
bank deposits, foreign government securities, as well
as gold reserves, special drawing rights (SDRs), and
International Monetary Fund (IMF) reserve positions. This
internationally accepted liquidity is crucial when domestic
currencies are not recognized in international payments. In
recent years, many emerging countries have accumulated
a substantial amount of international reserves, outpacing
traditional benchmarks in response to a series of global
financial crises, particularly the East Asian Financial Crisis
of 1997. The importance of foreign currency reserves is
evident in the recent turmoil witnessed in Sri Lanka in
2022 following the depletion of foreign currency reserves.
Inadequate reserves can trigger external sector instability,
leading to overall economic instability.

The article explores why emerging and developing
countries need to maintain sufficient foreign currency
reserves, the roles these reserves play in the economy,
their implications for the domestic economy, and their
connection to monetary policy and overall economic
stability. The recent situation in Sri Lanka as emerged
in 2022 serves as a stark reminder of the significance of
maintaining an adequate reserve buffer to ensure economic
resilience in the face of external challenges.

2. Role of Foreign Currency Reserves

Foreign currency reserves serve as international liquidity,
performing a role in global economic transactions
analogous to the function of domestic currencies within
national economies. Some countries possess currencies
designated as reserve currencies, universally accepted
for payments worldwide. These currencies function as a
medium of exchange and a store of value globally, essential
for facilitating international economic transactions.

The accumulation of foreign currency reserves for any
country typically occurs through a net surplus in the current
account or inflows in the financial account (comprising
capital and financial transactions), or a combination of
both. A surplus in the current account results in an increase
in the net foreign assets of the country. Conversely, reserve
accumulation through capital (and financial) flows creates
an equivalent foreign liability for the country, which
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must be settled in the future. The source of international
reserve accumulation holds significant implications for the
economy.

This essay aims to highlight the various roles played by
foreign currency reserves in the economy, regardless
of their source. Foreign currency reserves contribute to
economic stability and function as a safeguard against
external shocks. The subsequent paragraphs will elaborate
on these roles and shed light on the importance of foreign
currency reserves in maintaining economic resilience and
stability on the global stage.

2.1. Facilitating trade and capital flows

Indeed, foreign currency reserves play a crucial role in
facilitating both trade and capital flows, especially in
emerging and developing countries whose currencies may
not be widely used in international transactions. These
reserves are essential for making payments for imports
and handling the repatriation of foreign capital invested in
the past. Holding foreign currency reserves is considered
a prudent strategy to address the impact of fundamental
uncertainty and various risks inherent in international
trade and capital flows, which can materialize at any time.

Furthermore, foreign currency reserves serve as a key
indicator of financial health, providing developing and
emerging economies with increased access to international
capital markets. However, managing accumulated
foreign currency reserves poses a challenging task for
many countries. The effectiveness of this management
becomes crucial in ensuring that these reserves contribute
positively to economic stability and growth. As such, the
prudent utilization of foreign currency reserves is vital for
navigating the complexities of global financial dynamics
and maintaining resilience in the face of economic
uncertainties.

2.2 Maintaining Financial Stability

Experiences and evidence have underscored that the
current global financial system is susceptible to various
risks, including currency crises, capital flight, financial
fragility, sovereign default, and the intricate interplay
among these risks (Grabel, 2003). Over the past two or
three decades, the world has witnessed a series of financial
crises. Foreign reserves function as a collective insurance
against such risks (Ocampo, 2007). The holding of foreign
currency reserves emerges as a crucial strategy in the
realm of an asymmetric monetary system, particularly
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for emerging and developing countries. This is due to the
absence of a credible international lender of last resort
and limited monetary cooperation at the regional level
(Feldstein, 1999; Rajan, 2008; Banchs and Mollejas,
2010).

More significantly, given that an International Monetary
Fund (IMF) bailout cannot be guaranteed at all times and
may not be sufficient, the establishment of sufficiently
large precautionary international reserves is deemed
essential for the stability of currency, financial systems,
and the overall economy, thereby averting balance of
payment crises. Consequently, despite the considerable
opportunity costs associated with holding a large buffer
stock of international reserves (Rodrik, 2006), it is
considered a prudent and necessary measure to safeguard
against the uncertainties and vulnerabilities inherent in the
global financial landscape.

2.3 Maintaining Exchange Rate Stability

Foreign currency reserves play a pivotal role in stabilizing
the exchange rate. The experiences of developing countries
highlight that a sudden and significant depreciation of the
exchange rate, resulting from a decline in foreign currency
reserves, typically has a profound and disruptive impact
on inflation and economic growth. In response to such
challenges, countries can leverage their foreign currency
reserves to stabilize the depreciation of their own currency.

In the context of a fixed exchange rate system, maintaining
a large stock of international reserves becomes essential to
defend the fixed rate. This serves as a preventive measure
against potential speculative attacks that could undermine
the stability of the fixed exchange rate. Conversely, when
facing the challenge of an appreciating domestic currency,
countries can actively accumulate reserves as a strategy
to counteract the appreciation and maintain exchange rate
stability. In this way, foreign currency reserves not only act
as a buffer against currency depreciation but also provide a
tool for managing and balancing exchange rate dynamics
in various economic scenarios.

2.4 Promoting Economic Growth

Building up of foreign exchange reserves attracts foreign
direct investment (FDI) because a higher level of foreign
currency reserves increases the credibility of the recipient
government (Polterovich and Popov, 2003). Increase in
FDI will increase economic growth of developing countries
which are lacking enough financial resource for investment.
With higher foreign currency reserves, confidence among
potential foreign investors would increase (Drummond et
al., 2009), because of likely guarantee of repatriation of
investment made. Such confidence in domestic currency
would reduce the likelihood of speculation of currency
depreciation or eruption of any currency or financial crisis
in the economy (Feldstein, 1999).

Moreover, the output effect of foreign reserve accumulation
is manifested in the ability to secure external borrowings at
lower costs from international capital markets, both during
normal times and financial stress (Cheung & Qian, 2009).
Improved confidence directly lowers external borrowing

costs, while enhanced credit ratings on sovereign foreign
currency debt indirectly contribute to reduced borrowing
costs. Higher reserve accumulation is perceived as
a guarantee, acting as collateral for both private and
government external borrowings (Aizenman & Turnovsky,
2002; Dooley, Folkerts-Landau & Garber, 2005).

In the Thirlwall model, the ultimate constraint on growth
is the shortage of foreign exchange (Thirlwall, 1979;
Thirlwall & Hussain, 1982). Such a shortage of foreign
exchange also affects the supply side of production by
posing constraints on imports of capital goods. As a result,
real income (and employment) bears the main costs of
adjustments bringing the value of imports and exports into
line with one another to preserve the balance of payments
equilibrium (Thirlwall & Hussain, 1982). Holding
of sufficient foreign currency reserves facilitates the
imports of capital goods hence, necessary for production
domestically with increasing productivity in the economy.

3. Monetary policy and Foreign Currency Reserves

Due to the crucial role of foreign currency reserves for
emerging and developing countries, it is imperative that
their monetary policy considers the fluctuations in the
volume of international reserves. The accumulation and
depletion of these reserves have significant macroeconomic
impacts, and as monetary policy is inherently concerned
with maintaining macroeconomic stability, it cannot
afford to overlook these dynamics. Figure 1 illustrates a
potential impact of foreign currency reserve accumulation
on various macroeconomic outcomes.

Figure 1: Foreign Currency Reserves and
Macroeconomic impacts
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If foreign currency reserves increase in the economy on
account of all or any factors like increase in net exports
of goods and service, net income, remittance and capital
inflows, there will be two possible impacts depending on
exchange rate regime in place. In case of fixed exchange
rate regime, money supply will increase if there is no
full sterilization of increase in foreign currency reserves,
thereby reducing interest rates in the economy. As a result,
there can be more output if the economy is below the full
employment level and investment increases with low
interest rate. Otherwise there will be increase in inflation
if the economy is at full employment level. However, if
the exchange rate regime is flexible, domestic currency
will appreciate with the accumulation of foreign currency
reserves, which may lead to contraction in output through
fall in exports. In such a case, there will be a potential
slowdown in inflation because imported goods become
cheaper. Such changes in macroeconomic outcome in
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response to reserve accumulation need to be considered
when making monetary policy decisions.

The chart presumably depicts the influence of changes in
international reserve levels on broader economic indicators.
This recognition underscores the interconnectedness of
reserve management and monetary policy, emphasizing the
need for a coordinated approach to ensure the stability of
the overall economic framework. Monetary authorities in
emerging and developing countries are compelled to factor
in the implications of international reserve movements
as part of their strategic decision-making processes
to effectively address macroeconomic challenges and
maintain a stable economic environment.

Figure 2: Possible Links between Monetary policy and
Foreign Currency Reserves

IADT _.|1|“;ml'l\'T - Foreign
Currency

reserves

Interest

rate hike

\ Capital

inflows

Monetary

Policy

Response

AD Y » |]II|I|(}I'IH T -

Forcign

Currency
Interest rate 1
rescrves
lower

T~iCapital
linflows T

Figure 2 illustrates the potential link between monetary
policy decisions and their impact on foreign currency
reserves. A hike in interest rates by monetary policy tends
to lower aggregate demand in the economy, reducing
import demand and thereby increasing foreign currency
reserves. Additionally, higher interest rates attract capital
inflows, especially in countries with capital account
liberalization, further contributing to the accumulation of
foreign currency reserves. However, capital inflows can
also lead to currency appreciation.

Conversely, a reduction in interest rates by monetary
policy may result in a decline in international reserves.
Lower interest rates can stimulate higher imports and
capital outflows, diminishing foreign currency reserves.
Given this close connection between foreign currency
reserves and monetary policy, central banks, especially in
emerging and developing countries, must assess reserve
levels before making monetary decisions.

If a central bank holds sufficient foreign currency
reserves, it can adopt a more accommodative monetary
policy to boost output growth. In contrast, if reserves are
insufficient, the central bank may raise interest rates to
attract international reserves, even at the cost of output
and employment. Given that inflation is now influenced by
global factors due to increased trade openness, monitoring
foreign currency reserves becomes crucial for maintaining
external stability while making monetary decisions..

In small open economies without an international reserve

currency, the traditional Taylor-type monetary rule may be
insufficient, as it often ignores external sector conditions.
A more effective monetary policy rule should consider
external fragility and constraints, giving due attention to
the stock of foreign currency reserves in policy decisions.
The main concern here is a potential run on the domestic
currency triggered by the market participants’ fear of a
termination of currency convertibility with a low level
of international reserves. This could evolve into a self-
fulfilling currency and financial crisis arising from an
increased risk level in the economy as happened in East
Asian countries in 1997 (Krugman, 2000; Flaschel and
Semmler, 2006). Adequate foreign currency reserves might
indeed lower the likelihood of a currency run scenario.

The inclusion of foreign currency reserves in the monetary
policy rule is justified for small open economies that need
to consider external constraints and financial stability
alongside conventional macroeconomic stability. If
international reserves are dwindling, monetary policy
must promptly respond by increasing interest rates, even
at the expense of output and inflation considerations.
Only when there are sufficient foreign currency reserves
can monetary policy focus on the domestic economic
situation. Consequently, monetary policy in developing
and emerging countries is constrained by external
developments, which can have implications for both
output and financial stability in the domestic economy.

4. Importance of Foreign Currency Reserves in Nepal

Nepal has adhered to a pegged exchange rate system
with the Indian currency since 1993, and its currency is
not convertible. Consequently, maintaining an adequate
level of foreign currency reserves is of paramount
importance and is critical for Nepal to ensure external
sector stability. This is particularly crucial to support the
continuous importation of essential goods and to meet
foreign liabilities such as government debt payments and
repatriations related to foreign direct investment.

External sector stability is explicitly outlined as one of the
objectives of Nepalese monetary policy, as stipulated in
the NRB Act of 2002. In its monetary policy statements,
the Nepal Rastra Bank (NRB) sets a target for holding
foreign currency reserves sufficient to finance seven
months of imports of goods and services. However, Nepal
faces challenges in this regard, given its limited sources
of international reserves. The country heavily relies
on remittance inflows, as its weak export capacity and
substantial import requirements shape the dynamics of its
foreign currency reserves.

The fluctuations in foreign currency reserves have
liquidity implications for the banking system, posing
challenges that monetary policy must address. Under the
pegged exchange rate system, the central bank sometimes
encounters difficulties in managing liquidity arising from
changes in foreign currency reserves. This highlights the
delicate balance that must be maintained to ensure both
external stability and the effective functioning of the
domestic monetary system. The reliance on remittances
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as a significant source of reserves emphasizes the
interconnectedness of Nepal's external and domestic
economic dynamics, necessitating careful consideration in
the formulation and implementation of monetary policies.

5. Conclusions

Foreign currency reserves play an important role in the
economies of developing and emerging countries, serving
various functions in international transactions. They can
be utilized to promote economic growth and maintain
financial stability. These roles are equally applicable
to Nepal. Downfall of it can signal a weak health of the
economy. Hence, many emerging and developing countries
have been accumulating foreign currency reserves.

Given the critical role of foreign currency reserves as a
form of international liquidity, beneficial during both
normal and crisis periods, monetary policy must be
attentive to reserve level. Adequate reserves offer the
flexibility for monetary policy to consider internal stability
alongside economic growth. In the absence of sufficient
reserves, monetary policy decisions may need to focus
on attracting foreign capital or controlling the outflow of
foreign currency reserves.

Foreign currency reserves have the strategic importance
in Nepal's economic framework, particularly in the
context of pegged exchange rate regime. The country's
specific challenges, including limited reserve sources and
liquidity implications, underscore the need for prudent and
responsive policy measures to ensure both external and
domestic economic stability. Furthermore, Nepal faces the
dual challenge of holding an adequate reserve level and
managing them judiciously. It is crucial to strike a balance,
using and managing foreign currency reserves prudently to
contribute to the country's development.
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Theories of International Trade and
Nepal's Trade Position: A Critical
Assessment
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ABSTRACT

International trade is concerned with the expansion of trade among nations. However, least developed countries
are not able to use their capacity to explore the trade in the international market, rather they are concentrated
toward strengthening bilateral relation with the neighbors having dominated share of trade. Nepal, one of the
least developed countries, is dependent on India for more than sixty percent of trade and on China for more than
twenty percent. It clearly indicates that Nepal s trade is not in the position of diversification, either country-wise
or product-wise. Besides Nepal has not competitive ability to enter in the world market to enhance large scale
of export. Nepal is suffering from trade loss and the deficit is increasing gradually. It is time for Nepal to think
on trade deficit and initiate to increase the internal production and core competency to enlarge its trade base.
International trade not only provides opportunity for a least developed country but also imposes threat in the
competitive context. Least developed country like Nepal could enlarge its trade horizon through direct foreign
investment, productivity; process smoothening and technology transfer. Trade and transit agreement should play
a positive role for such country to facilitate their trade. The regional trade camping and multilateral trade will
be a value addition for a poor landlocked country. Ministry of trade and other stakeholders should focus on
trade integrated strategy and core export items of product to vibrate trade openness and facilitation. Concerned

authority should address many existing trade barriers to ease inter and intra trade avenues.

Key words : Trade theory, Trade position, Competitiveness, Product life cycle, Rivalry

General background

International trade is a process of purchase, sale or
exchange of goods and services across national borders.
International trade produces many benefits to countries both
exporting and importing products. For countries importing
products, the benefit is that they get goods or services
they cannot produce enough on their own. Likewise, the
exporter benefits from the cash gained through the trade to
purchase goods or services from another country or source
not available in their own. International trade also helps
the economies of the countries by providing more jobs in
order to process these various commodities. The economy
of countries affects the world output of international
trade. If a country's economy is slow so is the volume of
international trade, while a higher output produces more
trade. If a currency is weak in one country compared to
the other countries of the world, the imports are going to
be more expensive than domestic products. In relation to
trade walking hand in hand with world output, trade has
consistently grown faster than output.

Theories of international trade

People have engaged in trade for thousands of years.
Ancient history provides us with rich examples such
as the Silk Road, the land and water trade routes that
covered more than four thousand miles and connected the
Mediterranean with Asia. International trade encompasses
many aspects in relation to various countries. There are
many theories regarding international trade. Some of these
include mercantilism, absolute advantage, comparative
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advantage, factor proportions theory, international product
life cycle, new trade theory and national competitive
advantage.

Mercantilism is a theory which states that nations
should accumulate financial wealth through exports and
discouraging imports. This was accomplished through
trade surpluses, government intervention and colonization.
These three things worked together. Trade surplus was
maintained through colonizing under developed territories
for their raw materials. The country colonizing these under
developed countries would ship the raw materials to the
home country and then would export the finished products
around the world. The government intervention occurred
when they banned certain imports or imposed a tariff on
these imports. At the same time, the government would
subsidize their own industries to expand exports.

The absolute advantage theory means the ability of a
nation to produce a product more efficiently than any other
nation using the same amount of or fewer resources. This
theory is different in the sense that trade should not be
banned or restricted by tariffs but allowed to flow freely
according to the demand of the market. This theory also
states that having a higher living standard by being able
to obtain goods more cheaply and in greater abundance
for people should be the objective. The theory measures
a nation's wealth on the living standards of the people and
not on the money the country has in its reserve.

In the comparative advantage theory, the country in
question may not be able to produce goods more efficiently
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than any other countries but can produce the goods more
efficiently than any other goods within its own country.
This type of trade is accomplished if, say, one country has
the absolute advantage in two different types of exports but
it costs more monetarily or in labor than another country.
This second country then has the comparative advantage.
It is able to produce and export this second good to the first
country cheaply and more efficiently.

The factor proportions theory states that countries import
goods where resources to make them are in short supply and
export goods where the resources are abundant. The other
theories concentrate on the productivity of a specialized
good while this theory focuses on the abundance and
cheapness of the goods. Using this theory, a country will
specialize in labor products if the cost of labor is lower
than capital and land and specialize in capital and land if
the cost is lower than labor. If a country has a large amount
of land and specializes in exporting agriculture products
then they will more than likely import the capital products
needed to help in the labor of these exports.

The latest theory is the national competitive advantage
and it states that a nation's competitiveness in a certain
industry depends on the ability of the nation to innovate
and upgrade that industry. This theory takes into account
the resources of the country and, in addition, the skills
of the country and technological abilities. The national
competitive advantage concentrates on improvements in
technology and worker processes and worker training and
development.

Modern or firm based theories

In contrast to classical country-based trade theories, the
category of modern firm-based theories emerged after
World War IT and were developed in large part by business
school professors rather than economists. The firm-based
theories evolved with the growth of the multinational
companies. The country based theories couldn’t adequately
address the expansion of multinational companies or intra
industry trade, trade of goods between two countries
produced in the same industry. This refers to trade between
two countries of goods produced in the same industry.
For example, Japan exports Toyota vehicles to Germany
and imports Mercedes-Benz automobiles from Germany.
Unlike the country-based theories, firm-based theories
incorporate other product and service factors, including
brand and customer loyalty, technology, and quality, into
the understanding of trade flows.

Country similarity theory

Swedish economist Steffan Linder developed the country
similarity theory. It is a modern, firm-based international
trade theory that explains intra industry trade by stating
that countries with the most similarities in factors such as
incomes, consumer habits, market preferences, stage of
technology, communications, degree of industrialization,
and others will be more likely to engage in trade between
countries and intra industry trade will be common. In 1961
he tried to explain the concept of intra industry trade.
Linder’s theory proposed that consumers in countries that
are in the same or similar stage of development would
have similar preferences. In this firm-based theory, Linder
suggested that companies first produce for domestic
consumption. When they explore exporting, the companies
often find those markets that look similar to their domestic
one, in terms of customer preferences and then offer the

most potential for success. Linder’s country similarity
theory then states that most trade in manufactured goods
will be between countries with similar per capita incomes,
and intra industry trade will be common. This theory is
often most useful in understanding trade in goods where
brand names and product reputations are important factors
in the buyers’ decision-making and purchasing processes.

Global strategic rivalry theory

Global strategic rivalry theory emerged in the 1980s and
was based on the work of economists Paul Krugman and
Kelvin Lancaster. Their theory focuses on multinationals
and their efforts to gain a competitive advantage against
other global firms in their industry. Firms encounter global
competition in their industries and in order to prosper, they
must develop competitive advantages. The critical ways
that firms can obtain a sustainable competitive advantage
are called the barriers to entry for that industry. The barriers
to entry or obstacles a new firm may face when trying to
enter into an industry or new market refer to the obstacles
a new firm may face when trying to enter into an industry
or new market. The barriers to entry that corporations may
seek to mitigate include:

research and development,

the ownership of intellectual property rights,
economies of scale,

unique business processes or methods as well as
extensive experience in the industry, and

e the control of resources or favorable access to raw
materials.

Porter’s national competitive advantage theory

In the continuing evolution of international trade theories,
Michael Porter of Harvard Business School developed anew
model to explain national competitive advantage in 1990.
Porter’s theory, a modern, firm-based international trade
theory that states that a nation’s or firm’s competitiveness
in an industry depends on the capacity of the industry and
firm to innovate and upgrade. In addition to the roles of
government and chance, this theory identifies four key
determinants of national competitiveneness:

(1) Local market resources and capabilities,

(2) Local market demand conditions,

(3) Local suppliers and complementary industries, and
(4) Local firm characteristics.

In addition to the four determinants of the diamond, Porter
also noted that government and chance play a part in the
national competitiveness of industries. Governments can,
by their actions and policies, increase the competitiveness
of firms and occasionally entire industries. Porter’s theory,
along with the other modern, firm-based theories, offers
an interesting interpretation of international trade trends.
Nevertheless, they remain as relatively new and minimally
tested theories.

Based on these theories, we can see many different
factors included in international trade. These theories
have developed throughout the years and will continue to
develop as time goes on. International trade continually
fluctuates due to all the different factors involved in the
production of goods and services exported and imported
throughout the world. If the other countries in the world
were to stop trading with one another, one of the major
things this country would be deficient in would be in the
electronic industry. A lot of our electronic products come
from overseas, specifically Japan. The advancements that
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Japan has made in the electronic industry far exceeds what
they produce locally in the United States. On the reverse
side, Japan currently imports a lot of its iron ores and other
agricultural products from Australia, the United States and
Europe. By this example, Japan would have to concentrate
some of its electronic expertise into the production of
agricultural products thus reducing the advancements in
electronics it currently holds.

Which trade theory is dominant today?

The theories covered in this paper are country based theories
and firm based theories. These theories helped researchers,
academics, economists, governments, and businesses firms
to understand international trade and the ways to promote,
regulate, and manage it. These theories are occasionally
contradicted by real-world events. Countries do not
have absolute advantages in many areas of production
or services and, in fact, the factors of production aren’t
neatly distributed among countries. Some countries have
a disproportionate benefit of some factors. The United
States has ample arable land that can be used for a wide
range of agricultural products. It also has extensive access
to capital. While its labor pool may not be the cheapest, it
is among the best educated in the world. These advantages
in the factors of production have helped the United States
become the largest and richest economy in the world.
Nevertheless, the United States also imports a vast amount
of goods and services, as US consumers use their wealth to

purchase what they need and want much of which is now
manufactured in other countries that have sought to create
their own comparative advantages through cheap labor,
land, or production costs. As a result, it’s not clear that any
one theory is dominant around the world. This paper has
sought to highlight the basics of international trade theory
to enable you to understand the realities that face global
businesses. In practice, governments and companies use a
combination of these theories to both interpret trends and
develop strategy. Just as these theories have evolved over
the past five hundred years, they will continue to change
and adapt as new factors and impact international trade.

Nepalese trade position

Nepal, being a landlocked and least developed country, is
not able to explore its trade in the international market.
India and china are the major trade partners and Nepal has
minimal share in the trade with rest of the world. Nepal's
foreign trade is largely shared with India. This is natural
because India is not only Nepal's neighboring country but
also an emerging economy. In today's era of globalization,
the task of strengthening stability of the external sector
through a certain country centric trade is a big challenge.
Keeping this fact in mind, Nepal needs to take initiatives
to promote export of agro and herbal based products
and handicraft having comparative advantages. Equally
important is to diversify the country-wise and product-
wise trade of goods and services.

Position of Nepalese international trade

(Rs in 10 million)

Year 2014/15 | 2015/16 | 2016/17 | 2017/18 | 201819 | 2019720 | 202021 2021/22 2022/23
Export goods (FO.B) |~ 9199.1|  8531.9|  7011.7|  7304.9 8136.0|  9711.0 9770.9|  1411240|  20003.10
Tmport goods (C.LF) | 71436.6| 774684 | 77359.9| 99011.3|  1245103| 141853.5| 119679.9| 153983.70 | 192044.80
Trade deficit (62237.5)| (68936.5)| (70348.2)| (91706.4)| (116374.3)| (132142.6)| (109909.0)| (139871.30)| (172041.70)

Source: Economic survey ministry of finance 2022/2023

During the period of nine years, the average export is
10420.11 billion Rupees whereas average import is worth
Rupees 117483.20 trillion. During the period of 10 years,
export has increased by 117% while import by 202.08%.
Trade deficit has increased by231.22%. This clearly
indicates that Nepalese international trade position being
susceptible. Initiation is essential to improve the situation
by following various strategy considering international
trade practices, regionalization, world trade organization
practices and trade related treaty and agreement. Foreign
trade deficit of Nepal is ever growing. Low production of
export oriented goods and higher import of consumable
goods due to the rise in per capita income and change in
consumption pattern of the people have been attributing
factors to persistent trade deficit as such. To reduce this,
production has to be increased while promotion of goods
and services that are of comparative and competitive
advantage should be emphasized. Nepal is a member of
world trade organization and entering in regional trade
through South Asian and other forum, but is not able to
take sufficient space in regional trade. Therefore, effort
is needed to strengthen regional and multilateral trade
through advocating and lobbying right of landlocked and
least developed country in the international forum to avoid
various obstacle of trade and transit bilateral agreement

and other trade issues which are responsible to create
hurdle in Nepalese Foreign trade.
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Managing Credit Risks Efforts in
Commercial Banks
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ABSTRACT:

Credit transactions are required for commercial bank activities. Thus, managing credit risks is important for the
banking transaction. The Covid-19 epidemic has been starting to slow down the economic disparities by taking

economic measures after 2019.

Five levels of Covid-2019 from 2019 to January 2023, have disturbed the world economy. Nepal was badly affected
by this during the above-mentioned period. After 2022, world economy will be revitalized.

Nepal has goal of correcting the economic anomalies while trying for socio-economic development. In this context,
credit transactions are yet to be corrected. Commercial banks require the necessary and suitable management
solutions to cope with the new environment to fight safe and long-term sustainable credit transactions. The experience
shows some difficulties and guiding causes in the credit risk of commercial banks. Therefore, the findings suggest
numerous policies recommendations for managing Nepalese commercial banks' credit risks after the Covid-19

pandemic.

Keyword: Credit, risk, commercial banks, pandemic, controlling, managing, Covid-19

1. Introduction

During the years of Covid-19 pandemic, Nepalese
economy is seen to have been negatively affected. In this
context, the Central Bank (NRB) of Nepal has actively and
effectively managed monetary policy, resolving obstacles
in handling bad debts. However, the new reality requires
more solutions to adjust credit capital needs for sustainable
economic growth.

Credit transactions are the basis for banking transactions
(Antunes et al., 2021). However, commercial banks have
challenging credit risks and these challenges have caused
financial loss, reduced the market value of the bank's
capital, and in more difficult cases, made the bank's
business operations unprofitable or even led to bankruptcy.
The impact of Covid-19 epidemic has increased bad debts
of banks, which are difficult to handle and collect.

In the last three years, the Covid-19 epidemic seriously
affected the world, leading to a decline in the socio-
economic situation. In the context of anti-epidemic
measures needed for banks, it caused a rapid increase in
bad debts.

When the interest and principal are due, they cause
financial losses and difficulties in the business operations
of the commercial banks. Moreover, credit risk comes from
the borrower's failure to comply with credit contract terms,
which patent as late, incomplete, or non-payment of debt
(Antunes et.,2021).

As per the documents published by the commercial banks
in Nepal, the bad debt /credit has been increasing in the
first three months of 2080/81 B.S. The highest bad debt has
been seen in the transactions of Agricultural Development
of Nepal (Bishnu,2080 B.S).

* Former Deputy Executive Director of Trade and Export Promotion Centre.

The causes of risk can be situational; like the activities
of other economic indicators, the credit transactions of
commercial banks are affected by many variables such as
economic, political and regulatory situations, as well as
cultural features and the overall regional and local impact.
Credit is yet the most critical transactions of commercial
banks because it accounts for a large proportion of their
profit; therefore, the effect of this risk can fetch devastating
negative results.

Along-with the lacking in the part of bank staff, there
is another extremely high risk. This variable is one of
the subjective causes of credit risk. In addition to this,
too much credit expansion represents poor selection of
customers, decreased supervision of credit officers, and
reduced compliance by strictly pushing loose credit pricing
(Channar et al., 2015).

The Covid-19 pandemic critically affected most economic
organizations and individuals using banking credit service.
Thus, the Central Bank of Nepal and commercial banks
have had to apply several policies to help all economic
indicators, such as, providing credit bodies (CBs) to
restructure loan payment and repayment conditions,
discounting CBs, and exempting them from debt.

From customers' viewpoint, risk arises from the huge loans
borrowed to invest in investment seeking areas prone
to market fluctuation or careful fraud by customers. In
addition to this, some companies authorize to borrow loan
from commercial banks to restrict supervision by lending
banks (Ferreira,2021).

When the loan installment is insolvent, the guarantor and
proxy waste to pay the debt on its behalf. So, steps to restrict
and limit credit risks should be searched and developed in
accordance with the business features of each bank. Thus,
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the researchers offer several policy recommendations for
minimizing Nepalese commercial banks' credit risks in the
Covid-19 pandemic.

2.Main context
2.1 Credit

Credit is the transmission of capital based on credit. Credit
is viewed with money and barter surface in order to meet
community capital regulation requirements. Capital is the
object of transfer in a credit relationship, which can be cash
or asset with cash value. After utilizing the capital as agreed
earlier in a credit relation, the receiver of the capital must
re-give it to person who transfers it to him (Khalid and
Amjad,2012).

Before getting into this subject, it is better to understand the
concept of credit. Credit is the link between a borrower and
a lender. The lender must give the right to utilize the loan
money or goods to the borrower within a specific time (Abu
Hussain, 2012). The borrower must pay the borrowed sum
or goods in complete amount when due, with or without
interest.

In regulatory terms, a credit link is a property loan
relationship. It differs from normal property loan
relationship in that the matter of repayment is not a subject
of the same kind but money. In economic commercial
relations, the repayment responsibility is to return a value
more significant than the amount transferred, including the
assigned value and credit interest (Alshatt, 2015).

Credit interest is calculated on the basis of the interest
rate, which is the price of credit. Bank credit is a credit
relationship between banks, CBs, and businesses or
individuals (borrowers). The bank or CBs will transmit the
property to the borrowers for use within a certain period
(Atlman, 2001). The borrower must again pay both the
principal and interest to CBs when due.

2.2. Risk

Risk is an objective reason to many aspects of the risk. A
risk is a non-visible event in terms of probability, time,
place of repetition, and severity and result. Nepal has rain
in the summer in the entire region of the country. When
heavy rain occurs in an uncontrollable situation, many
types of calamities can cause damages. Such a risk may
damage much property compared to others such as in the
cases of drought or regular flood, which affect different
crops damaging differently. Thus, what people intentionally
is land and time is not.

Risks are unimaginable events that lead to a loss of the
bank's assets, eventually causing a decrease in actual profit
relative to expectations, or an additional cost to complete a
business with specific financial services. Credit risk means
that costs have not been paid recently or in full. Under
this risk, the borrowers will not be able to pay interest
or repay the principal within the time fixed in the credit
arrangement. Such factors are inherent qualities of banking
operations. When the bank holds beneficial assets, the risk
occurs when the customers do not pay the principal and
interest as signed. This causes difficulties with cash flows
and affects the banking liquidity.

2.3. Credit risk

Credit risks in banking operations convert into potential
loss on a loan for CBs or foreign banks branches due to
the customer's failure or inability to conduct part or all of
its obligations. Credit risk is future orientation in which the
probability exists the borrower or counterparty not fulfill

the payment responsibility according the accepted terms
by both. Thus, credit risk arises after the parties in a credit
agreement cannot pay the additional parties.

Such credit risk is an inevitable portion of a bank's business.
Credit risk is the condition in which borrower will not be
able to pay interest or repay the principal in the period
fixed in the credit contract. This risk is an inherent feature
of banking operations. Credit risk means delayed or only
future payment. This causes problems with cash flows and
affects the bank's liquidity.

Thus, from the earlier studies, the researchers conduce
the idea of credit risk in various ways. Credit risk of
commercial banks is a category of risk that causes bank
default. Commercial activities happen when customers fail
to conduct or fulfill their loan payment responsibility as
their commitments to the bank.

2.4. Effect of credit risk on banking operations

When credit risk occurs, loans will arise, and capital
constant leads to decreased bank capital turnover, and
higher administrative cost, debt collection supervision,
and so on. These costs are higher than the income from the
increase in interest rates on overdue debt because these are
just unseen income and a measure the bank implements.

It is not clear for the bank whether they are recovered
completely. In addition, the bank still must pay interest
on the amount mobilized, while some of the bank's assets
neither earn interest nor change into cash for others to
borrow and earn interest. The result is: decreased bank
profits.

Customer's saving deposits must still be paid on time,
whether or not bank's loans are repaid on time. If the bank
does not borrow or sell its assets, then its solvency will be
weakened, leading to payment risk.

If insolvency occurs, multiple iterations, or information
about the bank's credit risk is transparent to the public, harm
its goodwill. The managers will have a reduced importance
and strength of the bank in the financial market. This is the
best opportunity for investors. Competitors vie for markets
and customers.

If various banks have difficulty paying the substantial
loans, it can lead to a shortage in banks' operations. When
the bank is not ready for contingency plans and are unable
to fulfill a high demand for withdrawal, it will swiftly lose
its solvency, leading to its failure and bankruptcy.

To cope with the prevailing situation, the present 7.5
percent credit interest in Nepal has been reduced by one
percent (Rajdhani Correspondent, 2080 B.S.).

3. Results and discussion
3.1. Impact of the Covid-19 on the banking sector

The position results show that the decline in the business
performance of banks in the context of the Covid-19
epidemic is due to the negative impact of credit size and
the decreased credit efficiency during the pandemic. The
implementation of social distancing to prevent and control
the Covid-19 epidemic partly influenced enterprises'
production and business processes and reduced bank's
business performance. From 2020 AD to now, the world
economy including Nepal has been seriously affected by
the Covid-19 pandemic

In general, the Covid-19 pandemic affected the financial
ability of both individual and corporate customers. The
micro indicators have shown such a result. Facing the
general difficulties of the economy in between 2020
and 2023 AD, the Central Bank (NRB) needed to revise
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operating interest rates. Accordingly, commercial banks
agreed to lower lending rates to maintain customers. CBs
restructured repayment terms.

3.2. The position of credit risk in the banking system
after 2019

Commercial banks are also facing many difficulties and
obstacles. Due to the epidemic, many businesses could not
pay their debts, leading to an increase in the bad debt ratio,
which affects the operational safety of the commercial
banking system. Thus, credit demand and Covid-19
epidemic remarkably affected credit quality.

Implementing Circular, banks actively implemented debt
restructuring, keeping the debt group unchanged to support
businesses. Therefore, the bad debt ratio tended to decrease
in the earlier years of the Covid-19. However, bad bank
debts still bear many potential risks.

Compared to industries directly affected by the Covid-19
epidemic, the banking industry was initially assessed to
have suffered minor damage. However, the deterioration
of the industries is not minor either, as interest income
still make up more than 50 percent of the total income of
commercial banks.

3.3. Credit risk in the banking system during the
Covid-19 pandemic

There are various ways to introduce and conceptualize
credit risk. Credit is still the most serious activity for
commercial banks, because it provides a large proportion
of revenue and profit to most commercial banks.

Therefore, the impact of this risk will create long term,
burdensome negative results. Still, generally, credit risk
is understood as the risk that occurs when the obligor in
a credit relationship is unwilling or unable to repay in
complete to the other party as agreed.

The legal environment is a critical factor affecting the
possibility of credit risk and the direct course of threats in
the production and business of banker's businesses, causing
overdue debts. However, reducing losses is possible if
the trend is correctly predicted, and banks can enforce a
causable risk dispersion policy. Further, the subjective
identification, one often believes that losses due to objective
causes for a small proportion.

The impact of risk with objective causes will be
extraordinarily complex and large, changing the credit
process design. Therefore, commercial banks mustapproach
risk identification based on different criteria. The loan
supervision lacking is the failure to inspect and supervise
quickly enough or to improperly perform all stages of the
lending process. This would include techniques to check
the purpose of capital use through the documents.

Credit interest in Nepal has decreased by one percent During
the last three years (2079/80 — 2080/81). In comparison
to the period of 2079/80 to 2080/81, the banks' profit has
decreased by 28 percent (Ratopati.com).

4. Conclusion and policy recommendations
4.1 Conclusions

Commercial banks' credit risk management has been
judged on the basis of the effects of Covid-19 epidemic with
reference to different sectors in the period between 2020
-2022. Credit risk is an objective fact, but CBs significantly
impact the socio-economic environment.

The factors have been over-visualized affecting commercial

banks' credit risks based on an increasing bad debt with
a significant position. Based on results and descriptive

presentation, the researcher proposes some policies to
improve credit risk management capacity in commercial
banks.

5.2. Policy recommendations

Improve governance capacity in line with external
practices: Commercial banks' management capacity
includes developing proper credit strategies/ policies
and amending the organizational structure and credit risk
management. Banks must improve governance capacity in
line with international practices. Some of the solutions for
policy recommendations are:

Risk management before loan disbursement: In this
context, during the period of loan consideration, the bank
needs to design a loan in consultation with the customer
and accounting for the process of customers' downing, the
production and business process, and the sale and collection
of money from the customer.

Ensure compliance: To ensure compliance, the risk
management of commercial banks must be developed
adapting business strategies. Business decisions must
balance between capital, profit, loss, and risks while
observing practices. Simultaneously it must be developed
in the line of each industry, field, and customer. Risk
management is based on stakeholders, BoD, Management
Board, customers, employees, and Government
management agencies to protect the stakeholders' interests.

Risk management culture comprises value, strategies,
goals, beliefs, and attributes towards risks; shaping each
bank's views on the tradeoff between risk and return.

The Government should be flexible to administer the credit
solutions to control the scale and moderate credit growth,
focusing production and business fields and priority areas
needed.
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Fueling Growth: The Transformative Role
of Nepal’s Financial Sector in Fostering
Startup Success

&

In the dynamic landscape of Nepal's economy, the financial
sector has emerged as a key player in nurturing and
promoting startup businesses. In the recent past, significant
developments in financial infrastructure and policies have
catalyzed entrepreneurial endeavors, contributing to the
nation's economic growth.

Access to Capital

One of the pivotal contributions of the financial sector has
been its role in improving access to capital for startups. The
establishment and growth of various financial institutions,
including banks and venture capital firms, have provided
entrepreneurs with a diverse range of funding options.
This influx of capital has empowered startups to innovate,
expand their operations, and compete on a global scale.

Fintech Innovations

The technological evolution within the financial sector
has given rise to innovative solutions, particularly in the
form of financial technology or fintech. Fintech platforms
have streamlined financial processes, making it easier
for startups to manage their finances, access funding,
and navigate complex regulatory frameworks. These
innovations have significantly reduced the barriers to entry
for aspiring entrepreneurs.

Supportive Regulatory Environment

Nepal has witnessed a positive shift in its regulatory
framework, with policymakers recognizing the importance
of a conducive environment for startups. Reforms and
initiatives aimed at simplifying bureaucratic processes,
reducing red tape, and offering tax incentives have created
an environment where entrepreneurs feel encouraged to
bring their ideas to fruition.

Financial Literacy Programs

The financial sector has actively engaged in promoting
financial literacy among entrepreneurs. Educational
programs and workshops have equipped startup founders
with the knowledge and skills needed to manage their
finances effectively. This increased financial literacy has
not only empowered individual entrepreneurs but has
also contributed to the overall resilience of the startup
ecosystem.

Incubators and Accelerators

The emergence of incubators and accelerators supported
by the financial sector has played a crucial role in nurturing
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startups. These programs provide mentorship, networking
opportunities, and often direct financial support to early-
stage ventures. The collaboration between financial
institutions and startups in these environments has fostered
a culture of innovation and collaboration.

Microfinance and Inclusive Growth

Microfinance institutions have been instrumental in
fostering inclusive economic growth by extending financial
services to underserved communities. This inclusivity has
empowered aspiring entrepreneurs in rural areas, allowing
them to establish and grow small businesses. The positive
impact of these initiatives is evident in the diversification
and decentralization of economic activities.

International Partnerships

The financial sector's engagement in fostering international
partnerships has opened up new avenues for startups.
Collaborations with global investors, business networks,
and institutions have not only provided access to foreign
capital but have also facilitated knowledge transfer and
exposure to global best practices.

Nepal, with its rich cultural heritage and diverse
landscapes, is witnessing a quiet revolution in its economic
landscape. This transformation is significantly fueled by
the burgeoning startup ecosystem, a phenomenon that has
gained momentum in recent years. Central to this shift is
Nepal’s evolving financial sector, which plays a pivotal
role in nurturing these nascent businesses. The synergy
between the financial institutions and startups is not just
reshaping the business topography of Nepal but also
promising a future of innovation and economic prosperity.

The financial sector of Nepal has a storied history, tracing
its origins back to the establishment of the first commercial
bank, the Nepal Bank Limited, in 1937. This marked the
beginning of formal banking services in the country.
However, for several decades, the sector was characterized
by limited outreach and a focus on traditional banking
practices, offering little in terms of innovation or support
for new entrepreneurial ventures. The liberalization
policies of the 1990s ushered in a new era for Nepal’s
financial sector. These policies facilitated the entry of
private banks, leading to a more competitive and dynamic
environment.

Despite these advancements, the sector faced numerous
challenges, including limited access to credit in rural
areas, a lack of sophisticated financial instruments, and
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regulatory hurdles. These factors collectively impeded
the sector’s ability to effectively support the growing
entrepreneurial spirit of the nation. In the early 2000s,
the scenario began to change with the establishment of
microfinance institutions and the introduction of more
inclusive banking policies. This period also saw the rise
of non-banking financial companies (NBFCs), which
started to fill the gaps left by traditional banks, especially
in providing services to small and medium enterprises
(SMEs) and startups.

Nepal’s Financial Sector has undergone significant
transformation. The sector is now characterized by a diverse
range of institutions, including a mix of commercial banks,
development banks, finance companies, microfinance
institutions, and cooperatives. This diversity has expanded
financial services to a broader segment of the population,
playing a crucial role in economic development.
Recent years have witnessed an increasing emphasis on
technological integration, with digital banking services
gaining popularity. This shift has been pivotal in making
financial services more accessible and efficient, a key
factor in supporting startups. The government and central
bank of Nepal have also played a proactive role in this
transformation, implementing policies aimed at financial
inclusivity and stability, and encouraging banks to extend
credit to underserved sectors, including startups.

Startups in Nepal is an emerging phenomenon parallel
to the evolution of the financial sector, as Nepal is
experiencing a surge in entrepreneurial activities. The
startup culture in Nepal is thriving, driven by a young, tech-
savvy population, and an increasing number of returnees
from abroad bringing in new skills and ideas. Key sectors
witnessing vibrant startup growth include technology,
agriculture, tourism, healthcare, and education. These
startups are not just contributing to economic growth but
are also addressing social and environmental challenges,
resonating with Nepal’s broader development goals.
From tech-driven platforms that are enhancing access to
education and healthcare to innovative agriculture startups
tackling food security, the impact is widespread. This
burgeoning startup ecosystem is gradually changing the
economic narrative of Nepal, positioning it as a hub for
innovation and entrepreneurship in South Asia.

The role of financial institutions in supporting startups
is also evolving and growing in scope and dimension.
Financial institutions in Nepal are increasingly recognizing
the potential of startups and are offering various products
and services to support them. These include tailored loan
products, venture capital, and mentorship programs.
Banks and microfinance institutions are not only providing
capital but also offering financial literacy programs to
help entrepreneurs navigate the complexities of financial
management.

Case studies of successful Nepalese startups, like eSewa, a
leading digital wallet, and Kheti, an agriculture technology
startup, showcase the positive impact of financial support.
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These startups have leveraged financial services to scale
their operations, innovate, and reach wider markets. The
success of such enterprises is a testament to the crucial
role of financial backing in the growth and sustainability
of startups.

There are an array of challenges and opportunities for
startups in accessing finance despite the progress startups
in Nepal still face significant challenges in accessing
finance. The primary barriers include stringent collateral
requirements, high-interest rates, and a lack of tailored
financial products for early-stage startups. Additionally,
there is often a mismatch between what financial
institutions offer and the specific needs of startups,
especially in terms of the size and terms of financing.
However, these challenges also present opportunities.
There is a growing space for venture capital and angel
investors to fill the funding gap. Furthermore, the
increasing interest of international donors and investors
in Nepal’s startup ecosystem offers potential for more
diverse funding options. Financial institutions can also
innovate their product offerings and lending criteria to be
more startup-friendly, thereby playing a more integral role
in nurturing the startup ecosystem.

Looking ahead, the interaction between Nepal’s financial
sector and startups is poised for greater synergy. As the
startup ecosystem matures, it will likely attract more
tailored financial products and services. Financial
institutions that adapt to the unique needs of startups will
not only contribute to the growth of this sector but also
benefit from the emergence of innovative and successful
businesses. For startups, staying informed about available
financial options and building strong business plans will
be key to securing funding. For financial institutions,
developing a deeper understanding of the startup
landscape and offering more flexible financing solutions
will be crucial. Policymakers can contribute by creating a
more conducive regulatory environment for startups and
financial innovations.

The transformative role of Nepal’s financial sector in
fostering startup success is a narrative of progress and
potential. This synergy between finance and innovation
is not just reshaping the business landscape of Nepal
but also contributing to its broader economic and social
development goals. As this partnership continues to
evolve, it holds the promise of a more prosperous and
innovative Nepal. In conclusion, the positive impact of
Nepal's financial sector on startup businesses over the last
seven years is multifaceted. From facilitating access to
capital to fostering a culture of innovation and inclusivity,
the financial sector has been a driving force behind the
success stories of many startups. As Nepal continues on
its path of economic development, a robust and supportive
financial ecosystem will remain a cornerstone for the
sustained growth of the nation's entreprencurial landscape.
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Concept of Expected Credit Loss
Based Provisioning in Banks

&5

Loan loss provisioning practices have always been an area
of focus for supervisory authorities due to their significant
effect on banks’ financials. Determining what constitutes
an adequate level of provisions to absorb credit losses is
often subject to debate between banks and supervisors,
as changes in provisioning estimates immediately impact
bank earnings and, eventually, regulatory capital. In
many countries like Nepal, loans often represent the
largest portion of banks’ assets. Therefore, the collective
judgments banks make on whether they expect to be
repaid on their credit extensions and, if not, how much and
when they expect to recover the amounts due, have major
implications for the safety and soundness of individual
banks and the broader financial system. Many countries
including Nepal have been applying the concept of
incurred loss rather than expected loss while provisioning
their loans. But, this principle of asset impairment under
International Accounting Standards (IAS) 39 raises a
number of concerns. First, by relying on the concept of
incurred rather than expected losses, the standard does
not adequately reflect the actual value of financial assets
held at amortized cost, such as loans and receivables.
Second, the incurred loss approach makes the reported
accounting value of the assets and, therefore, the profit
and loss account excessively procyclical. To adjust these
shortcomings of IAS 39, Basel Il required all banks under
the internal ratings-based (IRB) approaches to compare
their accounting provisions with total regulatory expected
loss (EL), with any shortfalls being deducted from
regulatory capital. While this mechanism has continued
for Internal Rating based banks under Basel III. No such
internationally agreed framework exists for smaller,
less complex banks. In some countries, mainly in Asia,
authorities have adopted regulatory regimes, applicable to
all banks, to address the limitations of the incurred loss
approach under IAS 39. To address these shortcomings,
European banks have already started the practices of
Expected Credit Loss Provisioning to their assets. Indian
banks are expected to adopt the practices within few
years as RBI had previously proposed the adoption of
the ECL approach for credit impairment, and banks are
given a one-year period for implementation once the final
guidelines are released. It is expected that implementation
will commence from April 1, 2025. Nepalese banks
sooner or later will have to implement the concept. In this
backdrop, this article aims to describe in short the concept
that can be useful to practicing bankers.

Three stages of impairment

Impairment (provisioning) of loans is recognized — on an
individual or a collective basis — in the following three
stages under IFRS 9.
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Stage 1: When a loan is originated or purchased, ECLs
resulting from default events that are possible within the
next 12 months are recognized (12-month ECL) and a
loss allowance is established. On subsequent reporting
dates, 12-month ECL also applies to all existing loans
with no significant increase in credit risk since their initial
recognition. Interest revenue is calculated on the loan’s
gross carrying amount (that is, without deduction for
ECLs).

In determining whether a significant increase in credit risk
has occurred since initial recognition, a bank is to assess
the change, if any, in the risk of default over the expected
life of the loan (that is, the change in the probability of
default, as opposed to the amount of ECLs).

Stage 2: If a loan’s credit risk has increased significantly
since initial recognition and is not considered low, lifetime
ECLs are recognized. The calculation of interest revenue
is the same as Stage 1.

Stage 3: If the loan’s credit risk increases to the point
where it is considered credit-impaired (deteriorated
creditworthiness of borrowers), interest revenue is
calculated based on the loan’s amortized cost (that is, the
gross carrying amount less the loss allowance), lifetime
ECLs are recognized as in Stage 2.

Twelve-month versus lifetime expected credit losses ECLs
reflect management’s expectations of shortfalls in the
collection of contractual cash flows. Twelve-month ECL is
the portion of lifetime ECLs associated with the possibility
of'aloan being defaulted in the next 12 months. It is not the
expected cash shortfalls over the next 12 months but the
effect of the entire credit loss on a loan over its lifetime is
weighted by the probability that this loss will occur in the
next 12 months. It is also not the credit losses on loans that
are forecasted to actually default in the next 12 months.
If an entity can identify such loans or a portfolio of such
loans that are expected to have increased significantly
in credit risk since initial recognition, lifetime ECLs are
recognized.

Lifetime ECLs are an expected present value measure of
losses that arise if a borrower defaults on its obligation
throughout the life of the loan. They are the weighted
average credit losses with the probability of default as
the weight. Because ECLs also factor in the timing of
payments, a credit loss (or cash shortfall) arises even if
the bank expects to be paid in full but later than when
contractually due. Disclosure Banks subject to IFRS 9 are
required to disclose information that explains the basis
for their ECL calculations and how they measure ECLs
and assess changes in credit risk. They must also provide
a reconciliation of the opening and closing ECL amounts
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and carrying values of the associated assets separately for
different categories of ECL (for example, 12-month and
lifetime loss amounts) and by asset class.

Approaches for ECL

IFRS 9 gives two approaches to calculate ECL model as
following:

a. General approach: This approach is often referred
to as a three-stage approach because of the impact
of changes in credit risk over the period of the asset
on the ECL calculation. The major feature in this
approach is to determine the requirement for 12
months ECL or lifetime ECL by analyzing whether
there is a significant increase in the credit risk of an
asset or not.

b. Simplified approach: This is intended mainly for
short term receivable balances to provide for lifetime
ECL on initial recognition of these assets, avoiding
complex calculations. This helps in avoiding
sophisticated models for simpler asset balances which
do not require tracking of movement in credit risks.

Main factors involved in the calculation of ECL

The major factors involved in the calculation of ECL are

*  Exposure at Default (EAD) — For any asset which
ECL is calculated for, EAD represents the projected
credit risk exposure at any given point of time. For
example, if we are assessing ECL for a particular
company relating to any of its investments in bonds
as of any reporting date, EAD for that investment will
be its amortized cost balance as per the books of the
company at that date.

*  Probability of Default (PD) — This represents the
projected possibility of default with respect to any
asset.

* Loss Given Default (LGD) — This represents a
projected economic loss to the company in case a
default happens with respect to any asset. Existence
of collateral and their valuation play an important role
in the computation of this factor for any asset.

* ECL formula — The basic ECL formula for any asset
is ECL = EAD x PD x LGD. This has to be further
refined based on the specific requirements of each
company, the approach taken for each asset, factors
of sensitivity and discounting factors based on the
estimated life of assets as required.

How to identify significant increase in credit risk of

assets for the calculation of ECL?

In determining whether there is a significant increase in
credit risk or not, following details are to be analyzed
relating to the asset/receivable account which is under
consideration for ECL:

e Any fluctuations with respect to external market
indicators such as cost of debt or equity

e Existence of any adverse changes in
operational/economic situations

e Any fluctuations with respect to internal value
indicators including negative changes in credit rating

e  Fluctuations in the market value of the collateral held
or changes in the repayment pattern

e  Major decline in the operating results

e Defaults in payments

Regulatory treatment of accounting provisions

The timely recognition of and provision for credit losses

*kk

promote safe and sound banking systems and play an
important role in bank supervision. Since Basel I, the
Basel Committee on Banking Supervision (BCBS) has
recognized that there is a close relationship between
capital and provisions. This is reflected in the regulatory
treatment of accounting provisions under the Basel
capital framework. In October 2016, the BCBS released
a consultative document for public comment and a
discussion paper on the policy considerations related to
the regulatory treatment of accounting provisions under
the Basel capital framework, in light of the shift to ECL by
both the International Accounting Standard Board (IASB)
and US Financial Accounting Standards Board. Giving
the reason of the diversity of accounting and supervisory
policies in respect of provisioning and capital across
jurisdictions, coupled with uncertainty about the capital
effects of the change to an ECL accounting framework,
the BCBS decided to retain — for an interim period — the
current regulatory treatment of provisions as applied
under both the standardized approach and internal ratings-
based approaches. The BCBS will consider the longer-
term regulatory capital treatment of provisions further,
including undertaking analysis based on quantitative
impact assessments. The BCBS has also set out optional
transitional arrangements for the impact of ECL accounting
on regulatory capital and the corresponding Pillar 3
disclosure requirements should individual jurisdictions
choose to implement such transitional arrangements.

Positive and Negative Aspect of ECL

The shift from incurred to expected credit loss (ECL)
provisioning under International Financial Reporting
Standard (IFRS) 9 is a significant improvement. IFRS 9
provides market participants with more useful information
on reported asset valuations and is also more forward-
looking, as it requires banks to provision earlier in the
credit cycle, thereby helping to mitigate the excessive
procyclicality associated with IAS 39.

The implementation of ECL provisioning is subject to
following challenges.

1. IFRS 9 is a complex standard and its implementation
requires a more use of experienced credit judgment
than is required under IAS 39.

2. This may lead to different provisioning practices
across banks and jurisdictions.

3. The implementation challenges also have prudential
implications. While the application of experienced
credit judgment has always been an integral part of
the loan loss provisioning process, IFRS 9 requires a
degree of management judgment that is comparable
with the discretion permitted under Basel III’s
most advanced approaches to credit risk capital
measurement — which are generally applicable to the
most sophisticated global banks.

4. If there is unwarranted divergence in provisioning
practices, it could undermine the comparability and
reliability of regulatory capital measures.

Sources: a. Charles Darwish Associates Website
b. Shamim Diouman, Consultant, CFRR, the World

Bank

c. Fernando Restoy and Raihan Zamil, Financial
Stability Institute, Bank for International
Settlement
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Abstract

The banking industry has witnessed a significant evolution in recent years with the advent of digital technologies.
This article provides an overview of the concepts of digitization, digitalization, and digital transformation in the
context of banking operations. These terms, often used interchangeably, represent distinct stages in the integration
of digital technologies into the traditional banking landscape. This article provides a foundation for understanding
the nuanced progression from digitization to digitalization and digital transformation within the banking industry.
It highlights the importance of embracing digital technologies not only as tools for operational improvement
but as catalysts for fundamental changes that redefine the way banks operate, deliver value to customers, and
navigate the evolving financial landscape. The banking sector's journey from digitization to digitalization and,
ultimately, digital transformation is driven by the need to adapt to changing customer expectations, regulatory
requirements, and technological advancements. While digitization and digitalization offer immediate benefits such
as cost savings and operational efficiency, digital transformation positions banks for long-term competitiveness

and sustainability in an increasingly digital world.

Keywords: Digitization, Digitalization, Digital Transformation, digital banking, digital finance, fintech

Introduction

The advent of information communication technology
(ICT) is believed to have caused a paradigm shift in all
aspects of human life. Technology has, therefore, become
a necessary, unavoidable demand for society and the
business environment, from work automation to service
digitalization, from cloud computing to data analytics,
from virtual collaboration to smart homes. Almost every
industry is undergoing constant transformation because of
technology. In the past two decades, digitalization has had
an impact on a variety of sectors, presenting fresh business
prospects and encouraging new systems of innovation.
In the fast-paced and dynamic landscape of the banking
industry, technology has played a pivotal role in reshaping
traditional operations.

Digitization involves the conversion of analog information
into digital format. In banking operations, this refers to the
transition from paper-based processes to digital formats,
enabling easier storage, retrieval, and manipulation of
data (Bloomberg, 2018). Common examples include the
digitization of customer records, account statements, and
transaction histories. Digitalization, on the other hand,
extends beyond mere digitization by leveraging digital
technologies to enhance existing processes. In banking,
digitalization involves the use of technology to streamline
operations, improve efficiency, and enhance customer
experiences. This may encompass the implementation
of online banking platforms, mobile applications, and
automated processes, leading to faster and more convenient
services for customers. Digital transformation represents a

comprehensive reimagining of banking operations in the
digital age. It involves a holistic and strategic approach
to leverage emerging technologies such as artificial
intelligence, machine learning, blockchain, and data
analytics. Digital transformation transcends individual
processes and departments, aiming to redefine the entire
banking ecosystem (Windasari, Kusumawati, Larasati, &
Amelia, 2022). This includes the adoption of innovative
business models, the creation of personalized customer
experiences, and the development of agile and responsive
organizational structures.

*Leverage emerging technologies
to build new business systems,
business models, consumer &
employee experience

Tr: ion

*Improve business
processes by leveraging
digital technologies (e.g.
APIs, data, cloud etc.)

*Transition from
analog to digital.

* Deputy Executive Officer, Rastriya Banijya Bank Ltd.

The terms digitization, digitalization, and digital
transformation have become buzzwords, reflecting the
industry's journey towards a more tech-driven future
(Kelly, 2014). Digital transformation in banking is not just
achange; it is far beyond just moving from the traditional to
adigital world. The entire concept of digital transformation
strategy in banking is a vital process of how banks and
financial institutions analyze, interact, and satisfy their
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customers. People need to explore the meanings of these
terms and their impact on banking operations, for the proper
implications. The basic approach of digitization in banking
and fintech begins with understanding customer behavior,
preferences, and demands. As a result, the banking sector
has transformed from product-centric to customer-centric.

Digitization: The Foundation

Digitization essentially refers to taking analog information
and encoding it into zeroes and ones so that computers can
store, process, and transmit such information. According
to Gartner’s IT Glossary, “Digitization is the process of
changing from analog to digital form” — a definition few
would disagree with. In the context of banking operations,
this involves the transformation of paper-based processes
and manual records into electronic formats. The adoption
of digital technologies such as scanners, databases,
and electronic storage marked the initial phase of the
digitization process in banking.

The finance sector is actively experimenting and inventing
with the power of technology's digitization. It is also
one of the industries that has successfully embraced
digitization. One of the most laudable digital developments
of the finance sector is the widespread adoption of digital
banking over traditional banking methods (Windasari,
Kusumawati, Larasati, & Amelia, 2022). The benefits of
digitization in banking operations are numerous, including
improved data accuracy, faster processing times, and
enhanced accessibility. There are many examples of
digitization in enterprises today, as there have been for
many decades. Converting handwritten or typewritten text
into digital form is an example of digitization. Electronic
records enable banks to streamline their documentation
processes, reduce the risk of errors, and provide a more
efficient and seamless experience for both customers and
employees.

Recently, potentially disruptive technological
breakthroughs and Internet-based solutions appear to
have been introduced to the banking industry, one of
the most established and conservative sectors of the
economy. The rapid technological progress of the last
decade brought drastic changes to financial services and
the means of their provision (Manta, Badareu, Badircea,
& Doran, 2023). The financial sector promptly absorbs all
kinds of innovation, from cryptocurrency to blockchain
technology. A systematic combination of the Internet,
digital technologies, and finance generates the online
finance sector that has been actively growing during the
past years.

Digitalization: Expanding Horizons

Unlike digitization, digitalization does not have a single,
clear definition. ‘Digitization’ and ‘digitalization’ are
two conceptual terms that are closely associated and
often used interchangeably in a broad range of literature.
Digitalization improves specific processes. Digitalization
in banking operations refers to the integration and use
of digital technologies to streamline, enhance, and
transform various aspects of banking processes and
services (Calderon-Monge & Ribeiro-Soriano, 2023). This
includes leveraging digital tools and platforms to improve
efficiency, customer experience, and overall operational
effectiveness. Digitalization has opened new doors for the
banking sector as well as its customers. So, let us take a
look and explore the significant benefits of digitalization for

banking institutions. Digitalization in banking operations
is an ongoing process that aims to make financial services
more accessible, efficient, and secure for both customers
and financial institutions (Coryanata, Ramli, Puspita, &
Halimatusyadiah, 2023). It involves leveraging the latest
technologies to adapt to changing consumer expectations
and market dynamics.

Key elements of digitalization in banking operations
include the introduction of online banking platforms,
mobile apps, and digital communication channels. This
shift empowers customers with the ability to conduct
transactions, access account information, and communicate
with the bank anytime, anywhere. Moreover, digitalization
enables banks to gather valuable data insights, paving the
way for personalized services and targeted marketing
strategies (Balkan, 2021). Here are some key aspects of
digitalization in banking operations:

i. Internet Banking: Customers can access their
accounts, perform transactions, and manage their
finances through secure online portals provided by
banks.

ii. Mobile Banking: Mobile applications allow
customers to conduct banking activities using
smartphones, providing convenience and accessibility

iii. Electronic Fund Transfers (EFT): Digitalization
enables swift and secure transfer of funds between
accounts electronically.

iv. Mobile Wallets: Banking operations now include
support for digital wallets, allowing customers to
make payments and conduct transactions using their
mobile devices.

v. Online Account Opening: Banks are increasingly
allowing customers to open new accounts through
digital channels, reducing the need for physical
paperwork.

vi. E-KYC (Know Your Customer): Digital processes
for identity verification and customer due diligence
facilitate quicker onboarding.

vii. Robotic Process Automation (RPA): Automation
of routine, rule-based tasks enhance operational
efficiency, reduces errors, and speeds up processes.

viii. Chatbots: Al-powered chatbots provide instant
customer support, answering queries and assisting
with routine transactions.

ix. Predictive Analytics: Banks use data analytics to
forecast customer behavior, assess risks, and make
informed decisions.

x. Personalization: Digital tools allow banks to offer
personalized services and product recommendations
based on customer data.

xi. Biometric Authentication: Implementation of
biometric security measures, such as fingerprint or
facial recognition, enhances the security of digital
transactions.

xii. Encryption: Digitalization emphasizes the use
of advanced encryption techniques to safeguard
customer data and financial information.

xiii. Smart Contracts: Some banks explore the use of
blockchain and smart contracts to automate and secure
complex financial transactions.

xiv. Open Banking: APIs enable the sharing of financial
data between banks and third-party developers,
fostering innovation and creating new services for
customers.
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Digital Transformation: A Paradigm Shift

Digital transformation represents a holistic and strategic
approach to embracing technology to drive significant
changes in the business model, culture, and customer
experience. It goes beyond processes and technologies,
encompassing a shift in mindset and organizational
structures. For banks, digital transformation is not merely
about adopting digital tools but about fundamentally
reimagining their business strategies in the digital age
(Pereira, Dur2o, Moreira, & Veloso, 2022). Digital
transformation,however,isquitedistinctfromdigitalization.
Digital transformation is not something that bank can
implement as projects. Instead, this broader term refers to
the customer-driven strategic business transformation that
requires cross-cutting organizational change as well as the
implementation of digital technologies (Rogers, 2016).
Digital transformation initiatives will typically include
several digitalization projects, but executives that believe
that there is nothing more to digital transformation than
digitalization are making a profound strategic mistake.

Digital transformation in banking is not just a change;
it is far beyond just moving from the traditional to a
digital world. The entire concept of digital transformation
strategy in banking is a vital process of how banks and
financial institutions analyze, interact, and satisfy their
customers. The basic approach of digitization in banking
and fintech begins with understanding customer behavior,
preferences, and demands. As a result, the banking sector
has transformed from product-centric to customer-centric.

In banking operations, digital transformation involves
the integration of advanced technologies such as artificial
intelligence, machine learning, blockchain, and data
analytics. These technologies enable banks to automate
complex processes, enhance risk management, and
deliver personalized and innovative products and services
(Chanias, Myers, & Hess, 2019). In reality, digital
transformation requires the bank to deal better with change
overall, essentially making change a core competency as
the enterprise becomes customer-driven end-to-end. Such
agility will facilitate ongoing digitalization initiatives but
should not be confused with them. Digital Transformation
crosses the borders between companies and systems
permitting the combination of all sorts of diverse digital
and digitalization solutions (Skare, Obesso, & Ribeiro-
Navarrete, 2023). It helps build or select the best solutions
to specific needs and even conveniently and seamlessly
combine them with each other for enhanced value, because
the fundamental element is so universal that it covers
digital content and context. This unification of things
improves the processes and functionality that we may not
have conceived before.

The Benefits of Digital Transformation in Banking
Operations:

i. Improved  Customer Experience: Digital
transformation enables banks to offer seamless,
personalized, and omnichannel experiences to
customers, enhancing satisfaction and loyalty.

ii. Efficiency and Cost Reduction: Automation of
routine tasks and the optimization of processes lead
to increased operational efficiency and reduced costs.

iii. Enhanced Security and Compliance: Advanced
cybersecurity measures and compliance tools

help banks mitigate risks associated with digital
transactions and adhere to regulatory requirements.

iv. Data-Driven Decision-Making: The collection and
analysis of data provide valuable insights for strategic
decision-making, allowing banks to stay ahead in a
competitive market.

v. Innovation and Agility: Digital transformation
fosters a culture of innovation, allowing banks to
quickly adapt to market changes and introduce new
products and services.

Conclusion

The journey from digitization to digitalization and
ultimately digital transformation is reshaping the landscape
of’banking operations. As technology continues to advance,
banks must stay agile and embrace the opportunities
presented by the digital era. By doing so, they can not
only meet the evolving expectations of customers but
also position themselves as leaders in a rapidly changing
financial ecosystem.
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Introduction

The survival of an organization depends, to a greater
extent, on the performance of its employees. Therefore, it
is essential to understand human behavior. Each individual
is unique as such one has to understand the concept
of individual differences. Human behavior is a learnt
behavior and hence has scope for continuous learning
process involving unlearning and relearning. Socialization
facilitate human learning at all life stages. Social
institutions like family and groups; political institutions
and economic institutions facilitate the socialization
process. Individuals as organisms shape their behavior
based on their experiential and empirical exposure.

Organizational Behavior

Organizational behavior is about studying how people
act at work and applying that knowledge in managing
organizations. It applies to the behavior of people at
work in all types of organizations: public, private,
cooperative sector, commercial or service organizations.
Organizational Behavior is the study of human behavior
in organizations to improve performance, to achieve
individual and organizational objectives.

Organizations are groups of people who work
independently towards some purpose. Organizations
are not physical buildings, instead they are two or more
individuals who work together to achieve a common goal.
People who work in organizations expect each other to
complete certain tasks in an organized way. Organizations
allow employees to increase specialization and division
of labor, use advanced technology, manage external
environment, and exert power and control to increase
the value created by an organization. In the post-Covid
world, the needs and expectations of individuals and
organizations have changed. In a recent backlash, many
companies faced a huge backlash from their delivery
partners in term of high workload, unequal pay, and
unsafe working conditions. The study of organizational
behavior is helpful in understanding the nature, beliefs,
needs, expectations, and behavior of delivery partners as
individuals, management and delivery partners as teams,
and the overall organizations.

Organization Behavior can be defined using three key
features:

- Studies human behavior.

- In the context of organizations; and

- To improve organization’s effectiveness.

* Deputy Executive Officer, Rastriya Banijya Bank Ltd.

OB studies behavior of people in the context of workplace
where people, processes, and external environment
interact with each other. The field of OB emphasizes
on how individuals and teams think and act within
organizations and with factors external to the organization.
Such knowledge helps in shaping personality and attitude
to the employees and define organizational culture thus
improving an organization’s efficiency and effectiveness.

Scope of Organizational Behavior

The purpose of OB is to explain why employees
demonstrate certain behaviors, predict how employees
will react to organizational situations, and influence how
they act and take decisions. OB has three main focus areas:

e Focus on individuals or intra-individual behavior:
The field of OB explores the individual differences
in personality, attitudes, perception, motivations, and
learning of each person.

e Focus on teams or group or interpersonal
behavior: The nature of teams and groups is studied
by exploring group norms, roles, conflicts, leadership
and team building.

e Focus on organization: The study also focusses on
organizational structure, systems, policies, practices,
and culture.

Nature of Organizational Behavior

* OB is a behavioral approach to general business
management.

* OB helps in understanding human behavior at work
through theory building and practical application.

* OB helps in predicting the behavior of people at work.

e It is an inter-disciplinary area field that derives
knowledge from fields of Sociology, Anthropology,
and Psychology etc. to constitute applied behavioral
sciences.

* Analyses behavior at three levels -individual, group
and organization.

* OB is an action-oriented and goal-directed discipline.
It provides a rational thinking about people and their
behavior

* OB is a science as it systematically studies human
behavior and as well as an art as it applies that
behavioral knowledge.

* OB aims to fulfil both individual and organizational
goals
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Social Processes as Sources of Human Behaviour

Society is a web of social relationships basic to which
is human relations. Human relations are inter-personal
relationship between individual and individual, individual
and group, and group and group in both formal and informal
settings (Elton Mayo 1946). The social processes shape
the web of social relations. These processes are contact,
adjustment and accommodation, conflict, competition,
cooperation, assimilation, acculturation and socialization.

Contact: Three types of contacts are identified in social
process, namely; physical contact indicating proximity,
social contact based on mutuality, awareness and cognition
and psychological contact indicating propinquity. An
employee, only after selection, becomes a member of the
organization and develops all the three levels of contacts
gradually with structures, technology and people- the
three components of an organization. The best behavior
of involvement and commitment are achieved when
the individual employee develops propinquity i.e.
psychological contact with the job, fellow employees,
and the organizational goals. This social process of
contact thus indicates the level of human behavior
which on the other extreme can be indicated by lack of
contact (connectivity) leading to apathy, indifference and
estrangement. Contact is an important social process that
facilitates group formation. Formal groups are formed by
the organization depending on the ‘contact sets’ required by
the interrelatedness between jobs as a contributing factor
towards the strengthening of organizational structure and
achievement of organizational objectives. Team building
exercises like quality circles, cross-functional teams, and
project teams further crystalize the formal group processes
through contact as a binding force. The informal group
processes, a reality propagated by Elton Mayo and his
associates after the famous Hawthorne Experiments and
its internal processes explained by the group dynamics
theory of Kurt Lewin, emerge -though fluidly- based
on contact as a foundation principle. The inter-personal
relations in informal groups are shaped by proximity
developed through value systems formed by cognition,
awareness and mutuality. Thus, contact as a social process
is an important source of human behavior at work.

Adjustment-Accommodation is an important set of social
processes which indicates the human tendency to acceptand
live with unfavorable, non-conducive contradictions that
is a reality both in society and organizations. Adjustment
is the preliminary stage of accepting the contradictions and
putting up with them as a minimum level of ‘living and
letting others live’. Accommodation is the higher level of
accepting and compromising with the contradictions as an
unavoidable necessity failing which the ‘actor’ knows that
everything would collapse to the detriment of oneself and
others. Human behavior i.e. tendency and capability to
develop compatibility with unfavorable conditions arises
out of this social process.

Conflict is a significant social process which reflects
in human behavior. Conflict is endemic and sometimes
essential. When there is maladjustment of and lack of

accommodation between interests and goals, conflict
arises. Conflict may occur at intra-personal level in
terms of stress caused by organizational conditions; or
in the form of approach-approach, approach-avoidance
and avoidance-avoidance goal conflict, or person-role
conflict. It may arise at interpersonal level, between
person and group, group and group, and at organizational
level. Conflict is ingrained in organizations. The example
of Union-Employer conflict, not only get limited to
employment relations but also becomes representative
of class conflict. Thus conflict in society may find way
to the organization. However, conflict left unaddressed
is inimical to any system. Differences in opinion as
embodiment of differences in goals and interests are
considered essential for conflict to manifest. Latent
conflict is more injurious than open and manifest conflict.
Once conflict becomes open, the handling will be easier.
But allowing unmanageable levels of conflict is cancerous
for any system. Conflict stages like pre-conflict, conflict
and conflict aftermath need to be addressed as there is a
‘domino effect’ in conflict, which means that conflict gives
rise to conflict.

Competition is another social process which has relevance
in all human activities in the society and organization. As
resources are few and claimants are many, competition
emerges to get the claim. But even a bird has to rise early
to get the worm. It is the presence of rule that makes the
difference between the competition and conflict. Simply
framing of rules may not make competition healthy.
The rules shall be mutually agreed upon; institutional
arrangements shall be made in order to implement the
rules to the satisfaction of all. If not, competition may brew
into conflict. Organization initiated competition systems
are promotions, performance pay etc.; which unless
administered through explainable organizational justice
mechanisms may give rise to conflict. Competition has
become a global process testing the competitive advantage
of corporates.

Co-operation is a positive and desirable social process
which shapes human behavior towards affiliation, coalition
and co-optation. An overdose of conflict, howsoever
endemic it might be, is to the detriment of organized society.
So, co-operative structures and systems are developed
both as reactive and proactive approach to conflict.
Conflict reduction and maximization of cooperation is
the symptom of healthy organized societies. Structure-
functions, processes, systems are institutionalized to bring
orderliness in society as well as organizations. There can
be degrees of cooperation in terms of loyalty, involvement
and commitment which have behavioral implications.

Assimilation is a social process that promotes taking in
and absorbing external stimulus into the system. It is a
psychological, social and cultural tendency and ability
to receive new facts and realities and internalize into
the behavior patterns of the recipient. Starting from
ethnic societies to individuals including organizations
consistently undergo this process. Assimilation is central
to learning. As learning is crucial to behavior modification,
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assimilation plays a seminal role in organizational
dynamics. It is the process on which the processes of
acculturation and socialization rest.

Acculturation and Socialization processes contribute
to the perpetuation, self- renewal, and continuity of
society. Individuals, groups, communities, institutions,
organizations and one and all in a system undergo these
processes for growth and development. Change as is
endemic, is achieved by forces of acculturation and
socialization. All those in a society find it imperative to
change and evolutionary long lasting change happens
through these processes which make the adaptation
easy through the process of assimilation. The whole
gamut of social processes needs to be viewed from an
integrated perspective. Contact as the first process brings
the individual entities in relation with other individuals
and collective entities. How to fine tune contacts to
one’s advantage is learnt by processes of assimilation,
acculturation and socialization through the experiences of
adjustment and accommodation, failure of which exposes
one to conflicts.

Competition and cooperation are soothers which attempt
to reduce conflict and improve compatibility in the
systems. Assimilation, acculturation and socialization are
neither the last processes nor do they happen at the end.
Rather, these processes occur at every stage continuously
and persistently. The inter-play between various social
processes in a given space and time, result into learnt
behavior patterns of an ‘organism’ in the society which
shapes one’s values, personality and culture. These
reflect in organizational behavior which includes both
the behavior of people in organizations (micro OB) and
behavior of organization in total environment (Macro OB)
‘Individual differences’ is an important concept of OB.
The ‘organism’ is always exposed to diverse and varied
socio-cultural, political and economic systems. It would
internalize values, customs, belief patterns, culture through
processes of assimilation, acculturation and socialization,
which would shape the behavior patterns.

Conclusion

Modern society is an organizational society (Amitai
Etzioni). Civilization progresses through organized living
in which organizations play an important role. Different
types of organizations are created, developed and
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sustained in order to satisfy the multitude and varied needs
of members of the society. Society places at the disposal
of organizations all requisite resources, while setting
out the objectives to be pursued and also keeps a tag on
the organizations’ activities and functions. Thus, while
organizations per se are important for the society; society
is the resource provider for all organizations.

The ‘Resource Dependence Theory’ (Pfeiffer& Salancik
1978) captures this concept when it postulates two
assumptions namely: “first that organizations and their
people are interdependent with other organizations and
people; and second that consequent to this interdependence
and the social relationships involved, understanding is
much better served by investigating the effects and the
constraints emanating from the social contexts; this is true
of both individual and organizational behavior”.

The open systems concept (Organizations are sub-systems
of society. Society subsumes many systems) indicates that
all systems are related to and dependent on one another
directly or indirectly. For civilized living organized
systems are essential. Society is the largest system
of which organizations (socio-cultural, political and
economic) are sub systems. There is resource dependency
between organizations that establishes their interface.
The society manages its interface with organizations
through institutionalization. There are differences of
approach between old institutional and neo institutional
thinkers. Society representing pluralist interests can
impose institutions on organizations is the focus of old
institutionalisms; whereas participatory institutionalization
is advocated by the neo-institutionalisms. The interface
between society and organization is intervened by
environment which stems from the social institutions
and directly impacts the organization. Various shades
of thought describe this interface examining types of
environmental changes and responses of the organizations.
The social processes regulating the human relations
and behavior in the larger society play a significant and
similar role in organizations, justifying the claim that
‘organizations are miniature society’. In understanding,
analyzing, predicting and managing human behavior at
work i.e. micro OB as well as the organizations’ behavior
in the larger environment (Macro OB), the knowledge of
social processes is essential.
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Non-Performing Loans in Nepalese
Banking Sector

&

Introduction

The NPL Level, which is measured as the ratio of non-
performing loans to the total lending portfolio, is one
of the indicators used to assess the health of financial
institution and the financial system as a whole. It
helps measure efficiency of the financial institution by
identifying problem-assets in the lending portfolio. The
loan becomes non-performing — a form of problem assets
—when the borrower is unable to repay the principle and
interest dues in a timely manner, which builds up the
risk of default. The increase in non-performing loans is
a concern for both regulator and financial institution as it
weakens profitability. An increase in NPL would mean the
bank can no longer make money from that business, and
further to the woes the banks have to set aside provisions
to cover the losses that they expect to incur. In this write-
up, we will be discussing on the NPL level of Nepalese
banking sector with respect to the NPL level in our region,
methodologies used for NPL calculation, and issues related
to NPL in Nepal.

Loan classification and NPL measurement in Nepal

Nepal Rastra Bank (NRB) as per its authority has issued
circular on loan classification, which is the basis for
measurement of NPL level in Nepal. The loan classification
is based on both objective and subjective criterions. While
the objective criterion is based on the aging of due principal
and interest, the subjective criteria are qualitative in nature
and covers several aspects such as type of collateral and
its value, use of funds, and borrower's attributes among
others. As per the circular the loans are classified into five
categories, which are re-grouped as performing and non-
performing loans. Performing Loans include all loans under
pass and watch-list categories, whereas non-performing
loans include loans under substandard, doubtful and loss
category. The loans that are restructured or rescheduled are
also classified as non-performing loans.

a. Pass: All loans that do not have an overdue or an
overdue of at most one month is categorized under
pass category. Further, a maximum of Rs 1 million
loan against gold/silver, all loan against the collateral
of fixed deposit receipt and securities issued by the
government of Nepal and Nepal Rastra Bank are also
categorized in pass loan category irrespective of the
principle/interest overdue period.

* Director, Nepal Rastra Bank.
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b. Watch List: All loans with an overdue of one month up
to the three-month period are categorized under watch
list category. There are other subjective criterions
too for watch list loans. Some of these criterions
include: Loans disbursed to borrowers that have non-
performing loans in other BFIs, loan disbursed to
firms that have a negative net-worth or are operating
at loss for three consecutive years, the borrowers that
failed to maintain the prescribed debt-equity ratio or
debt servicing to income ratio, and as per supervisor's
direction to classify the given loan as watch list on
account of weak cash flow and operational issues.

c. Substandard: Loans which are overdue from a period
of three months to a maximum period of six months
are classified as substandard loans. There is no
additional criterion to classify loans in this category.

d. Doubtful: Loans which are overdue by a period of six
months to a maximum period of one year are classified
as substandard loans. As in substandard loan category,
there is no additional criterion to classify loans in this
category too.

e. Loss: Loans that are overdue for a period of more
than one year comes under the loss category. Other
criterions for loans to be included in loss category
include: Loans that are misused or used in other
purposes, when borrower goes bankrupt, remains out
of contact with the BFIs or goes missing for more than
90 days, the project is not in operation or is unlikely
to resume operation, market value of the collateral
is inadequate to secure the loan, fund is siphoned to
other individuals or firms.

As per the current practices, banks and financial institutions
are mostly using the aging based objective criterion for loan
classification. BFIs normally don't classify loans according
to the subjective or qualitative criterions. The subjective
criterions are mostly used by banking supervisors during
the onsite/offsite inspection of the financial institution
— and this brings significant deviation on the provisions
calculated by management and supervisors.

Banks and Financial Institutions have to report to NRB
on loan classification as per NRB Directive form no
2.1, which is related to the classification of loans and
advances and bills purchase, on a quarterly basis. NRB
after the compilation from all BFIs, releases the NPL
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level of the industry along with those for Commercial
Banks, Development Banks and Finance Companies
on a quarterly basis. Bank Supervision Department and
Financial Institutions Supervision Department of the
Nepal Rastra Bank publishes NPL level of individual
financial institution through Key Financial Indicators on
a quarterly basis.

Globally, nonperforming loans (NPLs) are defined as
those loans for which (1) payments of interest or principal
are past due by 90 days or more; or (2) interest payments
equal to 90 days or more have been capitalized (reinvested
into the principal amount), refinanced, or rolled over
(payment delayed by agreement); or (3) evidence exists
to reclassify them as nonperforming even in the absence

of a 90-day past due payment, such as when the debtor
files for bankruptcy. The amount of loans recorded as
nonperforming should be the gross value of the loan as
recorded on the balance sheet, not just the overdue amount
(Financial Soundness Indicators Compilation Guide 2019,
International Monetary Fund).

NPL Trend in Nepalese Banking Sector

Non-performing Loans (NPL) level has increased
substantially in the last year. The NPL level of 3.66
recorded for the first quarter of the current fiscal year for
entire banking industry (A, B and C category BFIs) is the
highest in the last decade. The increase in NPL level has
been observed for all the categories of banks — commercial
banks, development banks and finance companies.

Quarterly NPL - BFls
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The quarterly NPL level of BFIs is presented in the chart, whereas the NPL level breakdown for the three categories of

banks has been tabulated after the chart.

The NPL level of finance companies has remained comparatively at higher side amongst the three categories of banks. In
the last two years, the NPL level has increased by more than 2 percentage points for each of the banking category.

Comparative NPL Level
Year/Quarter Commercial Banks | Development Banks | Finance Companies Total BFIs
2078-03 1.41% 1.30% 6.19% 1.48%
2078-06 1.23% 1.46% 7.84% 1.37%
2078-09 1.18% 1.42% 7.05% 1.31%
2078-12 1.32% 1.49% 7.00% 1.44%
2079-03 1.20% 1.36% 6.23% 1.31%
2079-06 1.83% 2.32% 6.99% 1.98%
2079-09 2.49% 2.82% 7.82% 2.63%
2079-12 3.23% 3.40% 8.19% 3.34%
2080-03 2.98% 2.49% 7.60% 3.02%
2080-06 3.61% 3.19% 8.37% 3.66%
Source: Monthly Statistics, Bank and Financial Institution Regulation Department, NRB

Amongst the three types of loans — substandard,
doubtful and loss — under the non-performing loan
category, the doubtful and loss loans makes up almost
75 percent of all non-performing loans. The share of
restructured/rescheduled loan is very low.

Construction and manufacturing sectors have produced

the highest level of non-performing loans in the last fiscal
year. Last year, the service sector and the consumable loans
had produced relatively lower level of non-performing
loans. The performance of agricultural sector — which has
remained the lending priority, has also produced relatively
higher non-performing loans in the industry.
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The data for commercial banks shows that the NPL
of public banks is much higher than the private sector
banks. Further, there is huge variation on the NPL level
amongst the commercial banks in Nepal — for instance, the
minimum and maximum NPL level stood 0.79 and 4.77
in 2080 Ashad. This huge variation indicates that NPL
management practices and quality of lending is weaker in
public sector banks when compared to the private sector
banks.

NPL level of Commercial Banks

2078 2079 2080
Ashad Ashad Ashad

No of Banks 27 26 20
Maximum NPL 3.07 2.00 4.77
Minimum NPL 0.12 0.15 0.79
Median NPL 1.38 1.21 2.83
Industry Average 1.40 1.20 2.98
NPL Public Banks 2.41 1.87 2.78
NPL Private Banks 1.25 1.09 3.01

Source: Key Financial Indicators, Band Supervision Department,
NRB

Some observations

Nepal has always witnessed lower level of NPL. And this
has triggered questions on the quality of reporting from
BFIs. People cite the practice that we had in the past to
manage NPL level — there were number of instances
where BFIs regularized due loans by issuing fresh loans
in a different form — while making such comments. Their
argument is that the NPL is becoming more realistic as
banks could not regularize their dues in the same way after
the issuance of working capital guidelines that restricted
repaying principle and interest from the borrowed fund.
While this might be one major reason, the slowdown in
the economic activities in the country in recent period has
also contributed to recent rise in NPL in the banking sector.

In spite of this fact, there are some reasons for persistently
lower level of NPL in Nepal. The most important one is:
Nepal has a collateral based lending practice, which makes
loan more secure and people repay their dues for fear of
losing their property. While, more than 75 percent of the
lending in Nepal is secured by fixed asset collateral, our
lending practice is more conservative — loan to value ratio
is very low, and the value of the collateral is the distressed
value and not the market value. The lending is therefore
much lower than the value of the collateral, which means it
is very unlikely that there are willful default cases. Since,
unlike in many countries where there is a longer litigation
process before the property goes for auction, banks in
Nepal have adequate right to discharge those properties to
recover their loans whenever the borrower defaults, there
is always a stress on the borrower to repay the debt to
safeguard their property.

Nepali banks also have a practices to have a personal
guarantee for each of the loans and whenever a borrower
defaults, not just the borrower but the affiliated parties and
those who provide personal guarantee are also affected. The
provision to public all these details in national newspaper,

and blacklisting all of them creates reputational risk
for both the borrowers and related parties including the
guarantee provider. The concept of blacklisting — which
bars those blacklisted from availing any banking services
from the industry — has also helped reduce the number of
default cases. Borrowers are found to have managed fund
from other sources to repay the dues and stay clean.

Comparative NPL level in South Asian countries

The comparative statistics for non-performing loans for
south Asian countries has been sourced from the IMF's
compilation of Financial Soundness Indicators. The
guidelines for FSI states that this indicator (i.e. non-
performing loans to gross loan) is calculated by taking the
value of NPLs as the numerator and the total value of the
loan portfolio (including NPLs, and before the deduction
of specific loan loss provisions) as the denominator.

The table shows that the NPL level for Nepal has
remained lower than the countries in the region. Nepal's
NPL, however, is on the rise — increased to 2.44 in 2022
from 1.56 in 2018. In most of the years, the NPL level in
Maldives has remained higher in the region — Sri Lanka
has the highest in 2022 mainly because of the financial
crisis that they faced in that year. The NPL level for
Bhutan, India, Maldives and Pakistan has moderated in
the year 2022 when compared to the previous years. The
NPL has increased in Bangladesh, Nepal and Sri Lanka.
The following table shows the five-year data of Non-
Performing Loans in the South Asian Region.

Non-Performing Loans — SAARC Countries
(in percentage)

2018 2019 2020 2021 2022
Bangladesh 9.89 8.90 7.74 7.97 8.72
Bhutan 7.03 8.45 11.69 6.74 2.98
India 9.46 9.23 7.94 6.54 4.81
Maldives 11.56 11.63 18.80 12.59 9.41
Nepal 1.56 1.66 1.68 1.16 2.44
Pakistan 7.97 8.58 9.19 7.89 6.54
Sri Lanka 342 4.70 4.93 4.47 11.97

Source: Financial Soundness Indicators, IMF 2023
Gross Vs Net NPL

Gross NPL is the total value of non-performing loans,
whereas net NPL is the value of non-performing loans
after adjusting the provisions that the financial institution
has already booked for those non-performing loans.
While gross NPL is an indicator of overall assets quality
of the financial institution and provides an overall picture
of the extent of stressed assets in the loan portfolio, the
net NPL measures that portion of non-performing loans
that the financial institution is yet to book for losses i.e.
it represents the actual financial loss after accounting for
provisions made against the non-performing loans. The net
NPL, thus provides a more accurate measure of the health
of the financial institution.

Gross NPL = sum of all non-performing loans.

Net NPL = Gross NPL — provisions against the NPL
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In India net NPL is derived after adjusting balance in
interest suspense account and part payments received in
addition to the provisions held.

There are discussions, these days, on which of the two
indicators — Gross NPL or Net NPL — is to be chosen
while analyzing the health of the financial system. The
discussion, however, has not propelled from an academic
exercise but as a means to manage the growing NPL level
in the industry. By definition, if the net NPL is lower than
the gross NPL and if net NPL can be introduced instead of
gross NPL, there could be psychological advantage in the
market.

The issue of Gross Vs Net NPL, however, needs to be
discussed in Nepal, mainly because number of central
banks these days calculate net NPL instead of gross NPL
levels. From the risk management perspective for any
financial institution, net NPL could be a better indicator
as it measures the actual financial loss for any financial
institutions. But, from the financial stability perspective,
gross NPL could be a better indicator as it provides an idea
on overall asset quality in the financial system.

In Nepal's cases, we believe that the net NPL is almost half
of the gross NPL. As mentioned earlier, almost 75 percent
of the non-performing loans are either doubtful or loss
loans and banks provision 50 percent for doubtful and 100
percent for loss loans. When the provision is adjusted, the
net NPL comes down to almost half of the gross.

Some Issues and challenges

The level of non-performing loans is on the rise — not
just the industry average but NPL level of each of the
entities is seen to have increased. This increase in NPL
in recent quarters has raised concerns in the industry.
When comparing the current level of NPL in the region,
there should be no worry. But when we compare the NPL
data with our own past, the pace of increment is of a
concern. The NPL level increased almost three fold from
1.3 percent to 3.6 percent in the last one year. The recent
economic slowdown in the country and projected decline
in aggregate demand is likely to affect the loan recovery,

putting further stress on non-performing loans of the
banking sector.

As per the conditions of Extended Credit Facility (ECF),
loan from the International Monetary Fund (IMF), Nepal
is conducting Asset Quality Review of ten commercial
banks in this fiscal year. The Asset quality review will be
done by internationally accepted audit firm. The review is
being planned at a time when there are concerns that the
current NPL level is understating the credit risk, business
is slow, and the financial system is under stress, mainly
due to recovery issues. The asset quality review at this
non-normal period is of huge concern for all of us as the
review is most likely to amplify the assets quality issues.

The likely changes in accounting practices is also expected
to affect the NPL level. Because of the carve-out that the
Accounting Standard Board has allowed on the accounting
of impairment losses, BFIs are alternatively allowed to
measure impairment loss on loans and advances as per
the norms prescribed by NRB for loan loss provisioning.
As, this carve-out will be lifted from upcoming fiscal
year, all BFIs will be measuring the impairment loss as
per Expected Credit Loss (ECL) model. It is expected that
the impairment loss calculated using ECL model would be
significantly lower than loan loss provision calculated as
per NRB norms, mainly because NRB norms do not allow
netting off the collateral value while calculating credit risk.

There is a psychological benchmark of 5 percent level
of NPL set for Nepal — it is commonly accepted that the
NPL level has to be maintained under 5 percent level. This
benchmark was set informally as the central bank policies
restricted banking expansion and deposit placement in the
financial institution with more than 5 percent NPL level.
The restriction on branch and extension counter opening
on account of NPL level has already been lifted, but the
practice to restrict deposit placement is still in place. This
is exercised by many other institutional depositors too.
This fact has forced BFIs to go for NPL management and
bring it down to less than 5 percent level, which might
have helped distort the true picture of NPL in Nepal.

k%
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Financial Development and Economic
Prosperity with Reference to Nepal

&5

There is a common consensus that a well-functioning
financial sector is a pre-condition for efficient allocation
of financial resources for exploitation of an economy’s
growth potential. However, the literature as well as
evidences suggest that the financial development affects
the economic growth in different extent across different
economies. The role of financial sector is to channel
savings to investment. The economic growth not only
depends on the accumulation of input factors including
capital in the production process but also the technical
progress to increase production efficiency. It is also
equally true that finance contributes to the realization of
technical advancement to the extent that such development
is embedded in the financial resources.

Economic Functions of Financial Markets

In the face of existence of imperfect financial markets, the
state of asymmetric information exists in relation to the
suppliers/lenders and borrowers/investors of funds. The
fund suppliers may not have sufficient information on the
borrowers that ultimately use funds but become sufferers
in the event of default due to failure by the borrowers to
disclose negative information or anticipate a worst-case
scenario that affect the repayment strength. The value
of the financial sector is reducing the transaction costs
arising from the asymmetric information and benefit from
risk intermediation. Corporate statues and public law
often have provisions to ensure investor protection and
enforcement of the contracts designed mainly to safeguard
the well-being of the BFIs.

In traditional viewpoint, the financial intermediaries bridge
between the differences in interests between borrowers and
lenders with respect to denomination (size), maturity (time
horizon) and risk. BFIs typically accumulate deposits from
house-holds in small amounts for short-term and channel
them to enterprises in large sums for longer-term to finance
capital accumulation. In channeling savings into credits,
BFIs benefit from economies of scale. The efficiency in
deposit transformation function as well as the payment
functions offer little leeway for financial intermediaries
to stimulates economic growth. BFIs possess professional
knowledge in evaluating and monitoring investment
projects, evaluating risks and designing financial contracts
to mitigate them. Thus, the enhanced efficiency of financial
system may lead to higher level of economic growth i.e.
higher GDP, at least temporarily.

Growth-Supportive Financial Structure

For a closed economy, the investment and savings are
equal, the balance of payment is ideally zero. For a country

* Chief Manager, Rastriya Banijya Bank Ltd.
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like Nepal, where a national debt has been more than 41
percent of GDP, the finance-growth linkages is more
pronounced and should be considered from a wider point
of view. Referring to the financial structures prevailing in
the developed economies, they can be broadly grouped
into market-based or bank-based financial structures. It
is accepted that the vibrancy of the USA economy has
been supported by the market-based financial structure;
whereas the economies of countries such as Japan and
Germany are characterized as the bank-based financial
structures and were considered as successful in the past
but lack dynamism and vibrancy in the current times. In a
bank-led financial structure, an economic acceleration is
more reliant on domestic credit supply to private sector
from BFIs rather than the market-supplied funds. Such
system is considered to be less resilience and more prone
to risk cycle as compared to market-based structure in
which financing a business firm is made mainly in the form
of long-term financing instruments such as equities and
bonds. The market-based financial structure is considered
to be growth conducive as it is more resilient and subject
to market monitoring. The comparative advantage of these
two biases can be seen with reference to India economy
where the domestic credit to private sector stands at about
50 percent of GDP, which is substantially lower than Nepal
(95%) in 2022 but still exhibiting the economic growth
exceeding 7 percent in the past two years along with the
revised growth projection of 7.3 percent for the fiscal year
ending in March 2024.

A Brief Empirical Evidences

Nepal is a country with vast potential for economic
prosperity but still a least developed country (LDC) since
1971 when the category was established and preparing
to graduate to a developing country by the end of 2026.
Studies have been conducted by academicians as well as
policy makers on how financial development contributed
to growth of the economy. Poudel and Acharya (2020)
studied the role of financial development on the economic
growth in Nepal employing the autoregressive distributed
lag (ARDL) approach of cointegration using time series
data covering the period from 1965 to 2018 and found that
financial development indicators- Broad money, domestic
credit to private sector and domestic credit from banking
sector almost similarly and significantly contribute to the
economic growth. Further the gross capital formation
shows stronger role in the economic growth but the foreign
direct investment does not seem to be significant.

Guru and Yadav (2017) examine the relationship between
financial development and economic growth for the BRICS
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countries during 1993 to 2014, using the generalized
method of moment system estimation (SYS-GMM). The
study reveals that there is a strong and positive association
between financial development proxied by financial depth
measured as percentage of banks’ liquid liabilities to GDP,
credit to deposit ratio and credit to private sector, and
economic growth proxied by the per capita income growth
of the selected economies. Similarly, value of shares
traded as the stock market development indicator also has
significantly positive influence on the economic growth in
presence of all banking sector development variables.

Finance is obviously important for growth at early stages
of economic development. The development of financial
sector strongly depends on legal issues ruling investor
protection and transparency. The linkage between the
financial sector and economic growth is less conclusive at
the aggregate level and more apparent at firm level (Thiel,
2001). There are no evidences in favor of consistent
superiority of market-based system over bank-based
system. The study argues that a flexible financial structure
i.e. market-based financial system is demanded by young
and innovative enterprises so that they can adjust the
changing financing needs timely to coincide with their life
cycle.

N IR : Yo ff arficaa faaomgs

Financial Development in Nepal

Financial sector incorporates institutions, instruments,
markets as well as legal and regulatory framework that
facilitate transactions of deposit mobilization and credit
supply. The Nepalese financial sector formally opened
in 1937 with establishment of Nepal Bank Limited has
already completed a journey of eight decades. Further,
when the financial sector was not opened to the private
sector, the government came up with a lead in financial
sector development by establishing one commercial bank
(RBB) and two development financial institutions (NIDC
& ADB). Despite implementation of planned development
efforts, Nepal has not been attaining the growth and
development as planned and desired. In order to give
impetus to accelerated economic growth, the government
was bound to adopt the liberalization policy to allow
the private sector including foreign participation in the
financial sector in the early 1980s as per the suggestions
of the multi-lateral agencies and donor community. After
1984 when then Nepal Arab Bank (Now Nabil Bank)
came into operation, the financial sector, particularly
banking sector, witnessed a very impressive growth and
development. By the end of Mid-July 2012, the number of
A, B C & D class of licensed financial institutions reached
a record high of 214 in total.

Table-1: Indicators of financial Expansion

Particulars/Year Mid-July
2014 | 2015 | 2016 | 2017 2018 2019 2020 2021 2022 2023

No. of BFIs (A, B, 204 193 179 149 151 170 154 132 125 111
C & D class)
No. of Branches 3,430/ 3,838 4,272| 5,068 6,651 8,686 9,765 10,683 11,528 11,589
Capital Market 1075.14| 989.4| 1890.1| 1856.8| 1435.14| 1567.50| 1792.76| 4010.96| 2869.34| 3082.52
Capitalization (Rs.
billion)

Source: NRB and NEPSE

As evident in table 1, the total number of BFIs licensed by
NRB has come down persistently as a result of the merger
and acquisition drive. As the total branches serving people
have increased significantly, the number of populations
served by each branch has decreased from 7,724 in 2014
to 2,517 in 2023. Nevertheless, the increased privilege to
access financial services has not been instrumental to be
supportive to economic prosperity of the nation. Besides,
the capital market capitalization has been three-fold over
the period of 10 years.

The Finance-Growth Nexus in Nepal

Economic prosperity of Nepal has been mired for a long.
There are instances of public dissidents reflected into
socio-political incidents due to hardship faced by people
to survive. The public aspirations were manifolded during
recent times due to political awareness as well as access
to global information via telecommunication revolution.
However, government policies and programs on economy,
money and markets have not been able to cater to those
aspirations. Whatsoever efforts were made, the outcomes
were not as per the need as well as expectations. Although
policymakers, politicians, educationists, entrepreneurs,
civil servants and so forth have known this fact, nobody
has bothered to identify the root cause of such undesired
outcome and suggest landmark changes to intervene
into the existing structures. As discussed above, the

economic acceleration is backed by the financial system
in two ways i.e. credit supply to private sector by BFIs
or finance collected from the capital market. In Nepal,
the role of capital market for provisioning of finance for
private enterprises is very insignificant. Thus, the private
entrepreneurs have to resort to bank credits to finance their
businesses. Hence, the domestic credit to private sector
should have a dominant role in accelerating economic
growth.

The nexus of finance-growth suggests that it is essential to
have financial and banking institutions capable of offering
required credit to the private sector. But this notion does
not seem to hold true in our context. There were relatively
higher economic growth rates in three years from 2073/74
to 2075/76 (greater than 6.5%), but the ratio of domestic
credit to private sector to nominal GDP was not higher
than 74 percent in the same period. Although the domestic
credit by BFIs to private sector stood at 89 percentage
of nominal GDP in as on Mid-July 2023, the economic
growth was limited to 1,9 percent. However, the sectoral
credit exposure demonstrates a noticeable fact that there
were nearly 30 percent of total credit in production &
construction sectors in these three years of high growth;
whereas it is about 22 percent as on mid-july 2023. Further
the combined exposure of trade, consumer loans & other
sectors remained at 46 percent as on mid-July 2023.
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Table 2: Sectoral Credit Exposure as Percentage of Total Credits from BFIs

. Mid-July
Economic Sector 2014] 2015] 2016] 2017] 2018[ 2019] 2020 2021] 2022] 2023 (P)
Agriculture 449 478 468 453 560] 664 691 777 8.24 8.50
Mines 032 026/ 020 020 021 025 020/ 021 0.19 0.24
Productions 19.65| 18.76| 17.61| 16.60| 16.42| 16.43| 1634 15.42| 14.76 15.43
Construction 10.55] 11.22] 10.87] 10.68] 10.45] 10.63] 10.64] 9.86| 4.04 4.16
Metal Productions,
Machinery, and
Eloctrical Tools and 1.24 1.19 1.16 126 137 1.27 1.41 1.49| 1.54 1.44
fitting
Transportation Equip. 1.97 1.69 1.78 1.70]  1.52 1.47 1.53 127] 118 1.06
Production and Fitting
Transportation,
Communications and 417 441 4.99 5.29 5.50 6.07 6.42 6.05 6.20 7.25
Public Services
Wholesaler and 21.55| 21.84| 2226/ 21.89| 21.96, 21.14| 2029 20.05| 20.12 20.18
Retailers
Finance, Insurance, and 800/ 7.87| 803| 833 838 803 7.74| 808 797 7.49
Fixed Assets
Service Industries 7.73 793 753  7.86| 8.14 841 9.16| 867 835 8.36
Consumable Loan 464 431 3.88|  430| 3.60| 3.09 280 3.65 1842 18.99
Local Government 0.10| 0.13| 0.10| 008/ 0.06/ 005 005 004 0.02 0.02
Others 1559 1561 1691| 17.29| 16.79| 16.50| 16.51| 17.45| 8.96 6.88
Total 100 100 100 100| 100 100 100 100/ 100 100
Source: NRB

In the Nepalese economy, agriculture is contributing
about a fourth of GDP, but its growth is always largely
dependent on the timely & sufficiency of monsoon, and
supply of fertilizers & seed to farmers on time. Although,
the NRB has set a minimum threshold of lending by for
commercial banks to agriculture sector and micro, cottage,
small & medium enterprises (MCSMEs) at 11 percent to
each sector by the end of Mid-July 2024, there is about 8.5
percent of total lending by all BFIs to agriculture sector
as at the end of Mid-July 2024. Just complying with the
regulatory provision on the credit exposures of BFIs to
agriculture sector has not been sufficient for expansion
and development of agriculture sector and consequently
its contribution to the GDP growth. The economic sectors
such as industry & agriculture which can offer large job
opportunities, substitute import & promote exports have
not yet attracted much credit yet. Nearly a 50 percent of
total credit extended by all BFIs has been absorbed by
wholesale & retail trades, consumer loans and others as
at the end of Mid-July 2023. The industrial sector which
currently failing to attract entrepreneurs and consequently
the bank credit is contributing nearly 14 percent to GDP.

Conclusion

Evidences show that both the bank-based as well as
market-based financial systems have been exhibiting
their contribution to economic acceleration in different
economies in the world. Although they have distinguished
features in terms of resilience, risk exposure, monitoring
and control, the market-based financial system has been
credited for accelerated and vibrant economy in comparison
to the bank-based financial structure. The Nepalese
financial structure is dominated by the bank-based system.
Nonetheless, the financial market is in the offing and

gradually taking its larger pie in business financing. In
the short run, there is no immediate alternative option to
the existing financial structure; rather it should be utilized
as a medium to achieve economic prosperity by shifting
sectoral exposures to productive and agriculture sectors
and developing measures to ensure proper utilization of
such credit. Policies should be formulated such that lenders
and borrowers may have little privilege to manipulate the
financing need and siphon the loaned amount. BFIs as
lenders must not have any excuses to avoid lending to
these sectors and have procedures/processes that motivate
genuine entrepreneurs to borrow and keep them under their
close monitoring radar. In sum, all stakeholders including
the government, NRB, BFIs and entrepreneurs must be
sincere to their responsibilities to make the nation a place
of hope for the new generation.
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1. Overview of Credit Risk:

Credit risk refers to the potential financial loss that a lender
or investor may incur if a borrower fails to meet their
debt obligations. It is a significant concern for financial
institutions, and measuring credit risk is crucial for making
informed lending decisions and managing overall risk
exposure. Credit risk is a significant concern for banks,
as it represents the potential for financial loss due to the
failure of borrowers or counterparties to meet their debt
obligations. Banks are major players in the financial
system, and their profitability and stability depend
significantly on effective credit risk management. Here are
some key aspects of credit risk in banks:

2. Credit Risk Measurement:

Credit risk measurement in banks is crucial for several
reasons, and it plays a fundamental role in the overall risk
management framework of financial institutions. Credit
risk measurement is a critical component of sound risk
management in banks. It enables these financial institutions
to make prudent lending decisions, maintain regulatory
compliance, and safeguard their financial stability,
contributing to the overall health and sustainability of the
banking sector. The expected credit loss (ECL) is one of
the widely used approach towards measurement of credit
risk in banks which is also mandated by regulators.

3. Expected Credit Loss (ECL):

ECL is a forward-looking estimate of the total credit
losses that a financial institution expects to incur over the
life of a financial instrument. Expected Credit Loss (ECL)
is a methodology used to measure and account for credit
risk in financial reporting. The International Financial
Reporting Standards (IFRS 9) provides guidance on the
accounting treatment of ECL for financial instruments. It
requires financial institutions to recognize expected credit
losses upfront and regularly update these estimates. This
methodology helps financial institutions make decisions
that are more informed and comply with accounting
standards. The components of credit risk for ECL
measurement has been explained below:

3.1. Probability of Default (PD): This represents the
likelihood that a borrower will default on its obligations.
It is often expressed as a percentage and is a key input in
ECL calculations.

3.2. Loss Given Default (LGD): This measures the
potential loss in the event of a default. It represents the
proportion of the exposure that would not be recovered in
the event of default.

3.3. Exposure at Default (EAD): This is the total value
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that a lender is exposed to when a borrower defaults. It
considers the potential future exposure up to a certain
point in time.

4. Measurement of ECL:

The measurement of Expected Credit Loss (ECL) is a
critical component of credit risk management in banks,
especially in compliance with accounting standards like
International Financial Reporting Standard 9 (IFRS 9).
ECL represents the estimate of potential losses arising
from the non-performance of loans due to credit risk.
Mathematically, ECL is a product of PD, LGD and EAD.
Various methods and approaches are used by banks to
measure Expected Credit Loss. Here are some common
approaches:

4.1. Probability of Default (PD) Estimation Models:

PD models estimate the likelihood of default for individual
borrowers or counterpartiecs. These models often use
historical data, credit scoring, and other relevant factors
to calculate the probability of default over a specific time
horizon.

4.1.1. Credit Scoring Models:

Overview: Credit scoring models assign numerical scores
to borrowers based on various characteristics such as
income, credit history, debt levels, and other relevant
factors.

Implementation: These models are typically built using
statistical techniques like logistic regression or machine
learning algorithms. The resulting scores are used to
categorize borrowers into different risk segments, and PD
is estimated based on historical default rates within each
segment.

4.1.2. Statistical Models:

Overview: Statistical models use historical data and
statistical methods to estimate the probability of default.

Implementation: Examples include logistic regression,
probit models, and survival analysis. These models analyze
the relationship between historical default events and
relevant borrower characteristics to predict the likelihood
of future defaults.

4.1.3. Credit Rating Agencies:

Overview: Banks often use external credit rating agencies
such as Moody's, Standard & Poor's, and Fitch for credit
risk assessment.

Implementation: Credit ratings provided by these agencies
are mapped to estimated PD values. Banks then use this
mapping to estimate the PD of borrowers based on their
assigned credit ratings.
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4.1.4. Credit Risk Grades:

Overview: Internal credit risk grading systems are
employed by banks to categorize borrowers into different
risk grades.

Implementation: Each risk grade is associated with an
estimated PD based on a combination of quantitative and
qualitative factors. This allows banks to tailor their risk
assessments to their specific portfolios and risk appetite.

4.1.5. Credit Migration Models:

Overview: Credit migration models track changes in credit
risk over time by categorizing borrowers into different risk
states.

Implementation: Transition matrices are used to estimate
the likelihood of moving from one credit risk state to
another. By considering these transitions, banks can
estimate the PD for different time horizons.

4.1.6. Machine Learning Models:

Overview: Advanced machine learning algorithms, such
as decision trees, random forests, and neural networks, are
increasingly used to estimate PD.

Implementation: These models can capture complex
relationships in data and adapt to changing patterns over
time. They are particularly useful when dealing with large
datasets and nonlinear relationships.

4.1.7. Expert Judgment and Qualitative Assessments:

Overview: Expert judgment involves subjective
assessments by experienced credit analysts.
Implementation: Analysts use their expertise to

qualitatively evaluate the creditworthiness of borrowers.
This method is often used in conjunction with quantitative
models to incorporate additional insights.

4.1.8. Survival Analysis:

Overview: Survival analysis models the time until an
event, such as a default, occurs.

Implementation: These models estimate the hazard
function, representing the instantaneous rate of default.
Survival analysis is particularly useful when dealing with
censored data, where the exact timing of defaults may not
be known.

4.1.9. Macroeconomic and Industry Indicators:

Overview: Macroeconomic and industry-specific factors
are considered in estimating PD.

Implementation: Economic indicators, such as GDP growth
rates or industry-specific trends, can be incorporated
into models to capture the impact of broader economic
conditions on credit risk.

4.2. Loss Given Default (LGD) Assessment Models:

LGD models estimate the potential loss in the event of
default. These models consider factors such as collateral
values, recovery rates, and other credit enhancements to
quantify the expected loss severity. Loss Given Default
(LGD) is a critical component in the calculation of credit
risk and is used to estimate the potential loss that a bank
might incur in the event of a borrower default. LGD
represents the portion of exposure that is not recovered after
default. Several methods and approaches are employed by
banks to measure Loss Given Default:

4.2.1. Collateral Valuation:
One common method for estimating LGD is to assess

the value of collateral held against a loan. Banks may
use market values or appraisals to determine the likely
recovery value in the event of default. This method is
particularly relevant for secured loans.

4.2.2. Workout and Recovery Models:

Banks often develop models that simulate the recovery
process after default. These models take into account
various factors such as the type of collateral, the
effectiveness of recovery strategies, and the time it takes to
recover funds. Historical data on recovery rates in similar
situations can also be used.

4.2.3. Discounted Cash Flow (DCF) Analysis:

DCEF analysis involves discounting the expected future cash
flows from the defaulted loan to their present value. This
approach considers the timing and uncertainty associated
with recovering cash flows and provides an estimate of the
net present value of the expected recovery.

4.2.4. Market-Based Methods:

Market-based methods involve using market prices of
distressed debt or credit derivatives to infer the market's
perception of potential recovery in case of default. Market
prices can provide real-time signals and insights into the
credit market's expectations.

4.2.5. Historical Recovery Data:

Analyzing historical recovery data from previous defaults
within the bank's portfolio or industry can help estimate
LGD. This approach relies on the assumption that past
recovery patterns can be indicative of future recovery
prospects.

4.2.6. Regulatory Prescribed Methods:

Regulatory frameworks, such as Basel III, may provide
specific formulas or methods for estimating LGD. Banks
are often required to follow these prescribed methods to
ensure consistency and comparability across institutions.

4.2.7. Expert Judgment:

Expert judgment, based on the experience and insights of
credit analysts and risk managers, can be used to estimate
LGD. This qualitative approach is particularly valuable
when dealing with unique or complex credit situations
where quantitative data may be limited.

4.2.8. Stress Testing:

Stress testing involves subjecting a bank's portfolio to
adverse economic scenarios to assess the potential impact
on LGD. By considering extreme conditions, banks can
gain insights into the robustness of their LGD estimates.

4.2.9. Loss Severity Grades:

Some banks use a grading system to categorize loans based
on their expected loss severity in the event of default. Each
grade corresponds to a specific LGD estimate, providing a
more granular approach to estimating potential losses.

4.2.10. External Data Sources:

Banks may leverage external data sources, such as industry
studies or databases, to gather information on LGD.
External data can provide benchmarks and additional
context for estimating potential recovery rates.

4.3. Exposure at Default (EAD) Estimation Models:

EAD models assess the exposure at the time of default,
considering factors such as the outstanding balance,
committed amounts, and potential future exposure. This
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is often combined with PD and LGD models to calculate
the overall Expected Credit Loss. Exposure at Default
(EAD) is a crucial metric in the calculation of credit risk.
It represents the potential financial loss that a bank may
face if a borrower defaults. EAD takes into account the
exposure at the time of default and reflects the amount
at risk. Various methods and approaches are employed
by banks to measure Exposure at Default. Here are some
common approaches:

4.3.1. Current Exposure Method (CEM):

CEM calculates EAD based on the current value of the
exposure at the time of default. For derivative instruments
and certain off-balance-sheet items, this involves
considering the replacement cost and potential future
exposure.

4.3.2. Standardized Approach for Banking Book Exposures:
Under Basel regulations, banks may use standardized
approaches to calculate EAD for certain banking book
exposures. For example, risk weights are applied to on-
balance-sheet and off-balance-sheet items to determine the
credit risk capital requirement.

4.3.3. Internal Models Approach:

Banks with regulatory approval may use internal models
to calculate EAD, subject to regulatory validation. This
approach allows for a more sophisticated and risk-sensitive
measurement of exposure, particularly for complex
portfolios.

4.3.4. Advanced Measurement Approaches (AMA):

Some banks may use the Advanced Measurement
Approaches under Basel II for specific portfolios.
This approach involves the use of internal models for
estimating EAD, taking into account various risk factors
and portfolio-specific characteristics.

4.3.5. Credit Conversion Factors (CCFs):

CCFs are used to convert various types of exposures,
such as commitments and contingent liabilities, into credit
exposure equivalents. CCFs are applied to the notional
amount of off-balance-sheet items to estimate the potential
exposure at default.

4.3.6. Simulation Models:

Simulation models involve running scenarios and
simulations to estimate potential exposure under different
economic conditions. These models consider factors
such as interest rate movements, market volatility, and
counterparty behavior to assess EAD.

4.3.7. Stress Testing:

Stress testing involves subjecting a bank's portfolio to
adverse scenarios to assess the potential impact on EAD.
By considering extreme conditions, banks can evaluate the
robustness of their EAD estimates and identify potential
vulnerabilities.

4.3.8. Contractual Terms and Conditions:

The terms and conditions of loan agreements, derivatives,
and other financial contracts impact EAD. For example,
the maturity, interest rate, and other contractual terms
influence the exposure calculation.

The choice of the method for measuring EAD depends
on factors such as the nature of the exposure, regulatory
requirements, and the complexity of the portfolio. Banks
must also consider the availability and quality of data when
implementing EAD measurement methodologies. Regular
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reviews and updates to EAD calculations are necessary
to account for changes in market conditions and portfolio
characteristics.

5. The Challenges in Implementation of ECL Model:
The implementation of the Expected Credit Loss (ECL)
poses specific challenges for banks. Here are some
challenges associated with implementing the ECL model:
5.1. Data Quality and Availability: The ECL model relies
heavily on historical and forward-looking data. Ensuring
the quality, accuracy, and availability of data can be
challenging, especially for banks with complex financial
instruments and diverse portfolios.

5.2. Model Complexity: Developing and implementing
a robust ECL model involves complex statistical and
mathematical modeling. Banks may struggle with the
complexity of the models, especially when considering
the need for macroeconomic variables, correlation
assessments, and scenario analysis.

5.3. Economic Forecasting: Accurate economic forecasting
is crucial for estimating credit losses under the ECL model.
Economic conditions can be volatile and challenging to
predict, making it difficult for banks to produce reliable
and consistent forecasts.

5.4. Scenario Analysis and Sensitivity Testing: IFRS 9
requires banks to perform scenario analysis and sensitivity
testing to assess the impact of various economic scenarios
on credit losses. Banks may find it challenging to
develop realistic and meaningful scenarios and conduct
comprehensive sensitivity analyses.

5.5. Segmentation and Grouping of Financial Instruments:
Properly segmenting and grouping financial instruments
based on shared credit risk characteristics is essential
for accurate ECL calculations. Determining appropriate
criteria for segmentation and ensuring consistency in
application can be challenging.

5.6.  Consistency Across Portfolios: Maintaining
consistency in ECL calculations across different portfolios
and business units can be challenging, especially for banks
with diverse business lines. Ensuring a uniform approach
to risk assessment and ECL modeling is crucial for accurate
financial reporting.

5.7. Educating Stakeholders: Educating stakeholders,
including internal teams, auditors, and regulatory bodies,
about the changes introduced by IFRS 9 and the ECL
model is essential. Ensuring that everyone involved
understands the new accounting standards can be a
significant challenge.

5.8. Integration with Risk Management Processes: The
ECL model needs to be integrated with a bank's overall risk
management processes. Aligning ECL calculations with
existing credit risk models and stress testing frameworks
requires coordination and communication between risk,
finance, and other relevant departments.

ECL mechanics in banks represent a comprehensive
approach to estimating and accounting for credit losses.
It emphasizes the importance of forward-looking
assessments and aligns with the principle of recognizing
expected credit losses upfront. Implementation requires
a combination of quantitative models, expert judgment,
and ongoing monitoring to ensure accuracy and regulatory
compliance.

*kk

179



Electronic Banking Security Techniques
and Safety Measures

&5

The banking system is one of the major aspects driving the
economy of a country. The banking sector has experienced
a tremendous technological revolution that has paved
the way for creating newer, better opportunities for its
customers. With increasing internet reach, internet banking
was developed and is now offered by almost every bank.

Internet creates many facilities in finance sector. Bank’s
customers can make all applications online. It is the blessing
from technology but “Is electronic banking sufficiently
secure?” is a question worth asking at the present scenario
of e-banking. The best answer may be electronic banking
comes with reasonable security problems as well.

Internet banking security is a constant concern. To ensure
peace of mind for their clients, all banks implement
numerous measures to ensure security in online banking.
Any hacks or leaks could be extremely damaging to a
bank and its reputation, but for customers, it could mean
significant financial and social impacts. With this in mind,
it becomes clear that the onus is on both banks and their
customers to safeguard their online bank security.

As e-Banking has become one of the most widely used
method of banking, the security risks caused by attacks on
the e-Banking systems have also become imminent. The
consequences of these attacks can be dire and most banks
have been trying to keep the risks low. In order to be trusted
and used by the customers, information confidentiality,
integrity and availability have to be maintained. This
article aims to present how Attacks on Electronic Banking
System and Electronic Banking Security Techniques occur
and what Safety Measures Required by Customers are.

Attacks on Electronic Banking System
1. DoS and DDoS Attacks

A DoS attack is a malicious attempt to degrade the
performance of a server or disrupt its availability. This
type of attack works by overwhelming the targeted
resource with multiple requests, reducing the system
resources available and eventually leading to an
interruption of service. A DoS attack is characterized
by using a single computer to launch the attack.

A distributed denial-of-service (DDoS) attack is a
type of DoS attack that comes from many distributed
sources. There are various types of DDoS attacks,
the most common of which are SYN flooding, HTTP
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flooding, and UDP flooding.

2. Phishing Attacks

Phishing is a common type of cyber-attack that targets
individuals through email, text messages, phone calls,
and other forms of communication. A phishing attack
aims to steal sensitive information such as usernames,
passwords, credit card numbers, bank account
information or other important data in order to utilize
or sell the stolen information. The most common
types of Phishing Attacks are Email Phishing, Spear
Phishing, Whaling, Voice Phishing, HTTPS Phishing,
SMS Phishing.

3. URL Interpretation Attack

With URL interpretation, attackers alter and fabricate
certain URL addresses and use them to gain access to
the target’s personal and professional data. This kind
of attack is also referred to as URL poisoning. This
sort of attack is extremely popular with CGI-based
websites.

4. Ransomware

Ransomware is a type of malware attack in which
the attacker locks and encrypts the victim’s data,
important files and then demands a payment to unlock
and decrypt the data. Three main types of ransomware
include scareware, screen lockers, and encrypting
ransomware.

5. Protocol Attacks

Protocol attacks, also known as a state-exhaustion
attacks, cause a service disruption by over-consuming
server resources and/or the resources of network
equipment like firewalls and load balancers. Examples
include the Transmission Control Protocol (TCP)
SYN Flood attack and the Internet Control Message
Protocol (ICMP) Flood attack.

6. Cross-Site Scripting (XSS) Attacks

Targets web applications by injecting malicious code
into a vulnerable website to steal sensitive information
or to perform unauthorized attacks.

7. Brute Force Attack

An attacker gets unauthorized access to a system by
trying various passwords until the correct one is found.
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11.

12.

It can be highly effective against weak passwords.
DNS Tunneling

Attacker uses the Domain Name System (DNS) to
bypass security measures and communicate with a
remote server.

SQL Injection Attack

SQL Injection (SQLi) is a type of an injection
attack that makes it possible to execute malicious
SQL statements. Attackers can use SQL Injection
vulnerabilities to bypass application security
measures. They can go around authentication and
authorization of a web page or web application and
retrieve the content of the entire SQL database. They
can also use SQL Injection to add, modify, and delete
records in the database.

Session Hijacking

The hacker gets access to a user's session ID to
authenticate the user's session with a web application
and take control of the user's session.

ToT-Based Attacks

An IoT (Internet of Things) attack is a cyberattack
that targets Internet of Things systems, which include
physical devices, security cameras, vehicles and other
objects embedded with software that enables them to
collect or exchange data.

Al-Powered Attacks

Use artificial intelligence and machine learning to
bypass traditional security measures.

Electronic Banking Security Techniques

The advances in technology has enhanced and
encouraged the application of technology in
information processing and online businesses.
On same technology, electronic banking finds its
operation. For the sensitive nature of electronic
banking, the following security techniques are used in
banks and financial institutions.

1. Digital Certificate: Digital certificate requires
a trusted third-party who ascertains the
authenticity of the transaction by signing the
authentication certificates attesting their validity.
The authentication depends on public key
transaction (PKI) and certificate authority (CA).
Digital certificate is used to authenticate both the
user and the bank.

2. One Time Password Tokens: One-time
password token is a second authentication factor
which is a code in the form of password, requested
in specific or random situation generated by the
application and forwarded to a registered device
of the user.

3. Browser Protection: Browser protection is a
security model which is secured at the internet
browser level used to access the banking system.

10.

11.

12.

In browser protection, the user and its browser
are secured against known malware.

Device Registering: In the case of registering
with the banking system for an online
transaction, the device to be used by the customer
is registered with the bank database (especially
in mobile banking). The bank will in the cause
of transaction ensures that the registered device
is the one used for such a transaction, otherwise,
such transaction is refuted.

Transaction Monitoring: Transaction
Monitoring requires the use of business auditing
model to monitor activity such as payment
processing. The logs are monitored and reviewed
to detect pattern of inappropriate transactions at
the business process level.

Device Identification: This technique is used
together with the device registration. The method
uses the physical characteristics of the user’s
device to identify the original and historical
information of the users.

CAPTCHA: CAPTCHA solution is an
automated test designed to detect and render
ineffective automated attacks against authentic
services. CAPTCHA solution helps to safe guard
the customer from password guessing attack on
the identity.

Personal Firewalls: This is concerned with
the use of firewalls to limit the types of traffic
initiated and directed to user computer.

Secure Sockets Layer (SSL): SSL model
is a protocol that encrypts data between the
customer’s system and the site’s server.

Server Firewalls: A firewall houses the web
server to ensure that all requests made enter the
system from specialized ports only, and in some
cases, ensure that all access are from certain
physical machines only. Demilitarized zone
(DMZ) of using two firewalls (inner and outer)
is the common technique used in server security.

Intrusion Detection and Audit of Security Log:
Intrusion detection system monitors the activities
of the users of the system, use the intelligent
build-in- software to detect suspicious activities
either based on role functions, or attempts to
access resources out of sites. The intrusion
detection system on detecting abnormality in the
operations of the user, will block the user or log
out, then generate messages to the system Admin
for investigation.

Education: As basic requirements for electronic
banking security defense, the user (customer)
should have a very good knowledge of electronic
banking security trends. By so doing, it becomes
pertinent for the customer to provide strong
passwords, and avoid all forms of internet
practices which are security vulnerable.

181



Safety Measures Required by Customers
1.

10.

11.
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Customers should keep their account details as top
secrets.

Customers should check his bank account transaction
regularly for variations.

Be careful of unexpected or suspicious popup windows
that appear during your online banking session.

Be careful of unsolicited emails or phone calls
requesting for PINs or password.

Update your device regularly with antivirus software,
operating system patches, firewalls, etc. and ensure
that your browser is set to the highest level of security.

Never enter your personal details in a link you follow
in an email.

Customers should be conscious of social engineering
tactics.

Change your passwords regularly and use strong
alphanumeric passwords which are difficult to crack.
Use Two-Factor or Multi-Factor Authentication.
Secure your Wi-Fi networks and avoid using public
Wi-Fi without using a VPN.

Safeguard your mobile, as mobiles are also a
cyberattack target. Install apps from only legitimate
and trusted sources, make sure to keep your device
updated.

12. Always logout when you are done with your online
transactions.

Conclusion

The Internet has grown exponentially. As a result electronic
commerce has emerged and offered tremendous market
potential for today’s businesses. One of the industries that
benefits most from this new communication channel is
also the banking industry. Electronic banking is offering
its customers with a wide range of services. Customers
are able to interact with their banking accounts as well
as make financial transactions from virtually anywhere
without time restrictions. On the other hand, this has not
been readily accepted by its users due to the concerns
raised by various groups, especially in the areas of security
and privacy. Moreover, there are many potential problems
associated with this industry due to imperfection of the
security methods.

Electronic banking is becoming increasingly important
to banks in providing convenient banking services to
customers. To attract and retain their customers, banks
ensure security measures are put in place to protect the
customers from various cyber-attacks. Despite these
security measures, customers are constantly being exposed
to fraud and security issues. It is therefore recommended
for banks to educate and organize regular and continuous
security awareness programs to their customers.
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ABSTRACT

This article investigates the dynamic landscape of leadership styles within the banking sector in Nepal, emphasizing
the need for an evolution in response to technological advancements, regulatory changes, and shifting customer
expectations. Drawing on the principles of transformational, customer-centric, and servant leadership style, the
article outlines a strategic way forward for Nepali banks to navigate challenges and seize opportunities in the

evolving financial landscape.

Introduction

As Nepal's banking sector undergoes rapid evolution
in response to technological advancements, regulatory
shifts, and changing customer expectations, the role
of leadership becomes more critical than ever. The
nexus of global financial trends and local dynamics
necessitates a reevaluation of leadership styles within
Nepali banks. Nepal's banking sector has traditionally
adhered to hierarchical and transactional leadership styles,
emphasizing clear structures, established procedures,
and performance metrics. However, the contemporary
financial landscape is characterized by unprecedented
challenges and opportunities. The advent of digital
technologies, changing consumer preferences, and the
ever-evolving regulatory framework demand a shift
towards more modern and adaptive leadership styles.
In this context, the article aims to dissect the prevailing
leadership styles within Nepali banks, emphasizing the
need for a strategic evolution. It draws insights from well-
established leadership theories, such as transformational,
customer-centric and servant leadership, to formulate a
roadmap for leaders in navigating the complexities of the
banking industry. By embracing innovation, regulatory
compliance, and employee development, Nepali banks can
position themselves as agile and customer-focused entities
capable of driving sustained success.

Current Landscape: Traditional vs. Modern Leadership
Styles

Hierarchical structures have long been a defining
feature of organizational frameworks within Nepali
banks. Characterized by clear lines of authority and a
tiered management approach, these structures provide
a systematic arrangement for decision-making and
delegation of responsibilities. In this hierarchical setup,
departments are organized in a pyramid-like fashion, with
each level overseeing specific functions. The implications
of such structures include a well-defined chain of
command, centralized control for efficient decision-
making, specialization in various departments, and formal
communication channels. While this model ensures
clarity in authority and accountability, it may also result
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in centralized decision-making and limited flexibility,
posing challenges in adapting to rapidly changing market
conditions.

Transactional leadership, a prevalent leadership style
in Nepali banks, aligns with the task-oriented nature of
hierarchical structures. Transactional leaders focus on
achieving specific goals and maintaining performance
standards within the established framework. This
leadership style involves performance monitoring,
contingent rewards for achieving targets, and a reliance
on clear expectations. While transactional leadership can
drive productivity and task accomplishment, it may foster
a high-pressure environment with a focus on short-term
goals. The emphasis on contingent rewards, however,
may not necessarily contribute to long-term employee
engagement or intrinsic motivation.

The integration of hierarchical structures and transactional
leadership in Nepali banks, while providing stability
and efficiency, presents challenges in terms of limited
innovation, employee engagement, and resistance to
change. The rigid nature of hierarchical structures
may stifle creativity and adaptability, and transactional
leadership's focus on contingent rewards may not foster a
culture of intrinsic motivation. As the banking landscape
evolves globally, there is a growing recognition of the
need for agility, innovation, and a more people-centric
approach. Achieving a balance between the benefits of
hierarchical structures and transactional leadership and
the demands of a dynamic financial environment will be
essential for Nepali banks to thrive in the future.

The Way Forward:
A. Transformational Leadership

Transformational leaders inspire change, encourage
innovation, and foster a shared vision (Bass & Riggio,
2006). In banking sector, a transformational leadership
approach can drive digital transformation, encourage
a culture of continuous improvement, and position
banks as industry leaders. As Nepali banks stand at the
crossroads of tradition and transformation, embracing a
leadership style that resonates with the dynamic nature
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of the financial landscape becomes paramount. Hence,
transformational leadership, a paradigm articulated by
Bass and Riggio (2006), can stand out as a beacon for this
evolutionary journey of Nepalese banks while analyzing
its key elements.

Key Elements of Transformational Leadership:
1. Inspiring Change and Innovation

Now it is time for bank leaders to encourage teams
to think beyond the traditional banking model,
exploring new avenues for service delivery,
customer engagement, and operational efficiency.
Transformational leadership can supplement to it
as it inspires change by fostering a shared vision
that extends beyond the confines of routine banking
practices. In the context of Nepali banks, this translates
into inspiring a cultural shift towards innovation and
embracing technological advancements.

2.  Empowering Employees

A key tenet of transformational leadership is the
empowerment of employees. Leaders in Nepalese
banks should create an environment that encourages
collaboration, idea-sharing, and professional growth.
By empowering employees, banks can tap into the
collective intelligence of their workforce, fostering a
culture of continuous improvement and adaptability.

3. Digital Transformation Initiatives

In the modern banking landscape, digital
transformation is no longer an option but a necessity.
Transformational leaders spearhead digital initiatives,
leveraging technology to enhance customer
experiences, streamline operations, and stay ahead of
industry trends. Embracing fintech solutions, mobile
banking, and data analytics become integral to the
transformational leaders' agenda.

4. Building a Visionary Culture:

Transformational leadership involves articulating a
compelling vision for the future. Leaders in Nepali
banks should communicate a vision that aligns with
the evolving needs of customers and the broader
financial ecosystem. This visionary culture acts as
a guiding force, steering the organization through
uncertainties and positioning it as an innovative force
in the industry.

Hence, the way forward for Nepali banks necessitates a
robust embracement of transformational leadership. By
inspiring change, empowering employees, driving digital
transformation, and cultivating a visionary culture, leaders
can position their institutions as pioneers in the modern
banking landscape. This paradigm shift will not only meet
the demands of the present but also fortify banks for future
challenges and opportunities.

B. Customer-Centric Leadership

In the intricate web of modern banking, where customers
are not just consumers but active participants in shaping the
industry, a customer-centric leadership approach becomes
paramount. In an era where customer expectations are
evolving, customer-centric leadership becomes pivotal
(Hart, 1996). This style emphasizes understanding and
meeting customer needs while leveraging technology to

enhance service delivery and create personalized banking
experiences. These aspects are evident in its key elements.

Key Elements of Customer-Centric Leadership:
1.  Understanding Customer Needs

Leaders in Nepali banks by adopting a customer-
centric approach recognize the dynamic and evolving
needs of their clientele. This involves staying attuned to
market trends, soliciting feedback, and employing data
analytics to gain insights into customer preferences.
A customer-centric leader conducts regular market
research to understand the changing preferences of
the bank's customer base. By identifying emerging
trends and preferences, the leader positions the bank
to proactively address evolving needs.

2. Leveraging Technology for Enhanced Service

Delivery

In an era dominated by digital advancements,
customer-centric leaders leverage technology to
streamline processes, enhance accessibility, and
provide seamless services. This involves investing in
user-friendly mobile banking apps, online platforms,
and digital communication channels. A customer-
centric leader champions the implementation of a
robust online banking system that offers features
such as real-time transaction tracking, personalized
financial insights, and instant customer support. This
initiative enhances the overall customer experience
and satisfaction.

3. Personalized Banking Experiences:

Customer-centric leadership goes beyond generic
service delivery; it involves tailoring banking
experiences to individual customer preferences. This
may include personalized product recommendations,
exclusive offers, and targeted communication. A
customer-centric leader oversees the development
of a customer relationship management (CRM)
system that tracks individual customer behaviors
and preferences. Based on this data, the bank can
offer personalized product suggestions and rewards,
enhancing customer engagement and loyalty.

4. Proactive Issue Resolution:

Customer-centric leaders recognize that challenges
may arise, and they prioritize swift and effective issue
resolution. This involves establishing responsive
customer support systems and mechanisms for
gathering and acting upon customer feedback.
A customer-centric leader introduces a real-time
customer support chatbot on the bank's website,
ensuring that customers can get immediate assistance
with common queries. Additionally, the leader
establishes regular feedback sessions to address any
issues or concerns raised by customers promptly.

Hence, in the dynamic and competitive landscape of
Nepali banking, customer-centric leadership emerges
as a linchpin for success. By understanding customer
needs, leveraging technology, providing personalized
experiences, and addressing issues proactively, leaders
can steer their banks toward sustained growth, customer
loyalty, and a resilient market position. As Nepali banks
navigate the complexities of the financial industry,
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adopting a customer-centric leadership approach ensures
not only survival but thriving in the ever-evolving market.

C. Servant Leadership

Servant leadership, a transformative leadership
philosophy introduced by Robert K. Greenleaf in 1970,
has evolved into a cornerstone for fostering positive
organizational cultures. Unlike traditional leadership
models that emphasize authority and hierarchy, servant
leadership places the leader in the role of a servant to
their team, prioritizing the well-being and development of
employees.

Key Elements of Servant Leadership:
1. Emphasis on Employee Well-Being

Servant leaders prioritize the well-being of their team
members, recognizing that a fulfilled and empowered
workforce contributes to organizational success. This
involves providing support, mentorship, and resources
to foster a positive work environment. A servant
leader introduces wellness programs, flexible work
arrangements, and mental health support initiatives
to ensure the holistic well-being of employees. By
placing emphasis on employee welfare, the leader
cultivates a motivated and engaged workforce.

2. Collaborative Decision-Making

Servant leaders engage in collaborative decision-
making, seeking input and perspectives from team
members. This approach fosters a sense of ownership
and collective responsibility, as everyone's insights
are valued in the decision-making process. During
a strategic planning session, a servant leader
encourages team members from various departments
to share their perspectives on upcoming initiatives. By
incorporating diverse viewpoints, the leader ensures
that decisions align with the organization's collective
vision.

3. Ethical and Transparent Practices

Servant leaders uphold ethical principles and
transparency in their actions. This commitment to
integrity builds trust among employees, customers,
and stakeholders, establishing a strong foundation
for the ethical conduct of the entire organization. In
response to a challenging ethical dilemma, a servant
leader makes a transparent decision that aligns with
the organization's values. Communicating openly
about the decision and its rationale reinforces a culture
of trust and ethical behavior within the bank.

4. Community Engagement and Social Responsibility

Servant leaders extend their commitment beyond
organizational boundaries, actively engaging in
community development initiatives and embracing
corporate  social responsibility (CSR). This
involvement enhances the bank's reputation as
a responsible corporate citizen. A servant leader
initiates a community outreach program where the
bank collaborates with local NGOs for environmental
conservation projects. This engagement not only
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contributes to the welfare of the community but also
aligns with the servant leadership philosophy of
serving a broader purpose.

Conclusion

To sum up, while transformational leadership propels
Nepali banks towards innovation and adaptability,
integrating servant leadership principles fortifies the
institution's commitment to service, collaboration, and
ethical practices (Greenleaf, 1970). The combination of
these leadership paradigms creates a powerful synergy,
positioning banks as not only dynamic players in the
financial landscape but also as ethical stewards of
community well-being.

As Nepali banks navigate the way forward, the leadership
mosaic painted by these styles offers a strategic roadmap.
It is a roadmap that envisions banks not just as financial
entities but as adaptive, socially responsible, and
collaborative organizations. By embracing the diversity
of leadership styles, banks can position themselves as
resilient entities capable of navigating the intricacies of
the financial landscape while fostering a positive impact
on employees, customers, and the community at large.

In this journey of advancing leadership styles, the
imperative is clear: adaptability, collaboration, and a
commitment to a broader societal purpose will be the
hallmarks of success for Nepali banks. As they traverse
this path, the synergy of leadership styles becomes a
beacon guiding banks toward a future where they not only
weather challenges but thrive, contributing meaningfully
to the well-being of the society they serve.
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BFI’s priority for Infrastructure

&

Background of Infrastructure

All those fundamental facilities that are necessary for
functioning of the society, economy, and organization can
be termed as infrastructure. It can include physical and
organizational structures that would seek facilitation from
the system that would be supported in day-to-day operation
directly for the community. From an economic point of view,
Tinbergen (1962) has explained the distinction between
infrastructure (for example, roads and education) and
superstructure (comprising manufacturing, agricultural,
and mining activities). Now since there have not remained
any core definitions about the use of infrastructure, it
gradually modified and got to speak about infrastructure
with the materialistic aspect that would include public
capital elements (roads, railways, airports, pipelines,
etc) and superstructure meaning where immaterial public
capital (knowledge networks, communication, education,
culture, etc). Since this did not specify the core meaning
in detail, there was the first approach and meaning given
to the term infrastructure based on the market economy
by Jochimsen who propounded the concept in early 1966
where he explained infrastructure as the sum of material,
institutional and personal facilities and data which are
available to economic agents and which contribute for
realization of the equalization of the remuneration of
comparable inputs in the case of a suitable allocation of
resources, that is complete integration and maximum level
of economic activities" (Jochimsen, 1966). Now since this
definition gave a pretty clear sense of the meaning, it has
been taken as the base for today's meaning and concept of
infrastructure.

So, the basic set of facilities and systems that would serve
the country, its region, or its community can be regarded
as infrastructure. Physical structures from roads and power
lines to educational buildings that would ultimately seek
promotion of quality of life of an individual can be termed
as 'infrastructure'. Infrastructure has been categorized into
two broad types:

* Social Infrastructure: This is related to the supply
of social services, which account for something as
basic needs of society. Services like education and
training, sanitation and health, housing, sewerage, and
drinking water all come under social infrastructure as
they indirectly support the economic system of the
society and indirectly increase productivity where the
economy would see the impact after a certain period.

* Physical Infrastructure: This is those sets of
infrastructure that directly relate to the need of
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such production as that of agriculture, trade,
and industry which tend to support economic
production directly. They include sectors like energy,
irrigation, telecommunication, banking, insurance,
transportation, technology, etc. They increase
productivity and the economy directly with a direct
set of impacts leading to immediate growth within the
short run.

Role of infrastructure

Infrastructure and economic development are inextricably
linked in a continual process. A healthy economy depends
on its economic infrastructure, which influences the
growth of industry and agriculture, encourages investment,
and raises productivity. It promotes overall development,
including the lessening of regional imbalances, and acts as
a stimulus for the creation of jobs and GDP growth. There
has remained a huge role in infrastructure development
for any nation where it has been stated that a reduction
in income disparities would be because of capital stock
providing goods and services (Yoshino & Nakahigashi,
2004). Furthermore, economic infrastructure is crucial to
social transformation since it shapes people's perspectives
through the growth of the transportation, education, and
industrial sectors. Infrastructure spending and GDP growth
are positively correlated, which highlights the importance
of infrastructure for economic growth, technological
advancement, poverty alleviation, and globalization
initiatives.

Infrastructure supports a system for production activity
within the economy and it will contribute to economic
development. Infrastructure development in poorer
regions reduces production and transaction costs (Gannon
and Liu, 1997). These points here will define the role of
infrastructure for the economy as a whole:

* To increase productivity: It has to be regarded that
infrastructure does promote social and economic
aspects of the nation. With the availability of quality
infrastructure, there remains a guarantee of increased
production and productivity, where infrastructure will
ensure easy movement of goods, and raw materials
to reduce and minimize inefficiencies and lead to
efficient utilization of scarce resources, trying to
eliminate wastage there.

* To encourage investment: It has been regarded then
after that infrastructure does play a crucial role in
providing an environment to promote investment. With
a lack of facilities that would discourage investment,
investors will not be able to invest in the absence of
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a basic set of infrastructure like transportation and
communication. So, having a strong infrastructure
base will encourage investment from both private and
government levels of support.

e To generate linkage in production: Having a
strong infrastructure base will promote economic
development through different linkages - both
backward and forward. In the presence of strong
infrastructure facilities, the space for economic
growth turns out to be of dynamic process.

* To enhance the size of the market: Infrastructure's
presence also helps to widen the size of the market.
So, with fast and cost-effective movement of raw
materials and finished goods, there will be better
offers for products to look after the nation and it will
also help to reach across the international boundaries
there.

* To improve GDP growth rate: Some studies explain
that 1% growth in infrastructure growth leads to
1% growth in per capita GDP. This means, there
lies a close set of relationship between spending on
infrastructure and GDP growth there.

Bank’s Priority in Infrastructure

By offering credit funds and all-inclusive financial
solutions for foreign infrastructure investment, banking
institutions can take the lead. For instance, the Industrial
and Commercial Bank of China (ICBC), a significant
Chinese bank, has more than 400 abroad branches spread
throughout 42 nations and regions. ICBC had committed
$200 billion towards equipment and foreign production
capacity collaboration as of mid-2015. In addition, $110
billion had been allocated to assist Chinese enterprises that
were "going abroad." The bank currently has operations
in over 30 countries across Asia, Africa, and Europe. It
provides services to a wide range of industries, including
mining, oil and gas, power, transportation, machinery,
industrial park development, and agriculture. Financial
institutions can, on the one hand, assist businesses in
identifying market prospects for foreign infrastructure
investment and collaboration, as well as in assessing risks,
allocating resources, and assisting businesses in making
decisions. On the other side, they can assist host nations
with the planning and development of their infrastructure
by offering workable funding options and consulting
services. Financial institutions assist businesses and host
nations in avoiding avoidable errors by serving as efficient
information brokers.
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Banks are essential for supporting infrastructure
development since they offer a wide range of financial
services and methods. They offer significant project
funding as well as long-term capital for major undertakings
including public utilities, energy infrastructure, and
transportation networks. These capital-intensive initiatives
are made possible in large part by the loans and credit
facilities that banks provide. Lee (2011) claims that
“Without adequate infrastructure, modern commerce
characterized by production specialization and exchange
across markets would grind to a halt. Banks can also work
with government agencies and private businesses through
Public-Private Partnerships (PPPs), which facilitate the
effective sharing of resources and risks.

Banks actively participate in bond underwriting in the
context of financing infrastructure, helping to issue bonds
secured by project cash flows and government guarantees.
To guarantee the viability of projects, financial structuring,
risk assessments, and feasibility studies are all included in
the financial advising services offered. Investment banking
divisions work to improve the overall success of projects
by organizing and carrying out financial transactions
linked to infrastructure development. Furthermore, banks
provide instruments for reducing risk, such as insurance
and guarantees, which makes infrastructure projects
more appealing to investors. Banks are essential to the
development of sustainable practices because they are
innovators in financing models and support programs
like infrastructure funds and green bonds that promote
wider environmental and economic goals. In the end,
banks' diverse contributions are crucial to the conception,
implementation, and accomplishment of infrastructure
projects, which promote economic growth and enhance
public services.

Not just to comply with Central Bank's regulation, but
also to be responsible for the nation, banks and financial
institutions have been actively involved in infrastructural
development. Nepalese banks have been making regular
investments in different investment sectors.

Mid-July (in million)

2021 2022 2023
Mining Related | 8,685.24 8,789.45 11,789.12
Construction 414,030.33 190,196.00 |203,379.34
Electricity, Gas
and Water 207,796.52 246,838.95 |307,456.88
Transport,
Communication
and Public
Utilities 97,504.98 100,908.75 198,129.94
Finance,
Insurance and
Real Estate 337,169.65 375,243.40 |365,558.94
Total 1,067,208.72 924,000.53 [988,340.22

Source: Nepal Rastra Bank

The mid-July data from 2021 to 2023 provides insights
into a variety of economic sectors by all BFIs of Nepal.
Throughout this time, the mining industry has shown
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steady growth, with a large uptick in 2023. There is a
possible comeback indicated by the construction industry's
resurgence in 2023 after a steep decrease in 2022. The
industries of water, gas, and electricity are growing steadily
and will peak in 2023. Public utilities, transportation, and
communication are stable with occasional variations. The
real estate, insurance, and finance sectors all see growth
in 2021 and 2022 but a slight decline in 2023. Economic
fluctuation is seen in the overall total for all industries,
which shows a drop in 2022 and a recovery in 2023. It's
critical to take into account outside influences on these
trends, such as international events and economic policy.
The information offers a comprehensive view of economic
activity in mid-July by highlighting sector-specific
dynamics and prospective changes in the overall economic
environment during the analysis.

Total

Although trend seems that there has been a heavy fall in
investment during 2022, it was because of the liquidity
crisis that Nepalese banks had to undergo heavily, and
their lending in construction aspect dropped rapidly. Only
if construction-based lending is to be removed, there
remains an inclined curve.

Rastriya Banijya Bank Limited’s Contribution

Sector Total
Mining Related -
Construction 3,660.75
Electricity, Gas and Water 19,162.20
Transport, Communication and Public Utilities 2,150.79
Finance, Insurance and Real Estate 21,985.10
Total 46,958.84

Source: Nepal Rastra Bank

By distributing money among several industries in the
middle of July 2023, Rastriya Banijya Bank Ltd. showed
that it was taking a thoughtful and calculated approach
to infrastructure lending. With 21,985.10, the highest
portion of lending went to the "Finance, Insurance,
and Real Estate" industry. This significant investment
suggests a concentrated effort to encourage and promote
the expansion of the real estate, insurance, and financial
services industries. The bank is likely aware of how crucial
these industries are to the stability and general growth of
the economy.

An additional significant allocation of 19,162.20 was
provided to the "Electricity, Gas, and Water" sector,
signifying a dedication to supporting energy-related
projects and utilities. This implies that the bank is

cognizant of the vital role these sectors play in maintaining
infrastructure and economic activity. Even though the
bank only allocated 2,150.79 million to "Transport,
Communication, and Public Utilities," this balanced
approach implies that market conditions or particular
strategic considerations were carefully taken into account
when matching investment with prospective economic
impact.

The allocation of money in a well-balanced and varied
manner, focused support for important economic drivers,
and emphasis on the construction of crucial infrastructure
are among the overall favorable characteristics. The mid-
July 2023 strategic investment plan of Rastriya Banijya
Bank Ltd. shows the bank's dedication to promoting
stability and economic growth in several industries.

Problems with infrastructure lending

A well-managed bank is perceived to have lower loan loss
provision and such an advantage will be translated into
higher profitability (Mustafa et al., 2012). Long gestation
periods are typical for infrastructure projects, which are
also vulnerable to unanticipated occurrences, regulatory
changes, and delays in approvals. Commercial banks
could be reluctant to provide money to these initiatives
because they see them as high-risk. It might be difficult
to evaluate an infrastructure project's viability and
feasibility. Banks may find it challenging to fairly assess
these projects' economic potential, viability, and cost-
effectiveness, which could make them reluctant to lend.
While commercial banks in Nepal could rely on short-term
deposits, infrastructure projects usually require long-term
finance. Funding issues may arise from the mismatch
between short-term liabilities and the long-term nature of
infrastructure projects. The importance of maintaining
bank stability is an important topic for policymakers, both
in developing and developed countries (Beck et al., 2006).
Banks therefore would not want to spend on any project
that would create instability there.

Political unrest has occasionally occurred in Nepal, and
this unpredictability may deter banks from funding long-
term infrastructure projects. choices. Repayment capacities
and project continuity may be impacted by political shifts.
Different political developments continue to have an
immediate impact on the lending patterns of commercial
banks, which in turn determines the lending practices as
a whole. Collateralization is a challenge as well because
infrastructure projects can not produce enough collateral on
their own and frequently entail large capital expenditures.
Banks and financial institutions promote the effective flow
of funds from the surplus unit to the deficit unit, thereby
promoting economic growth and development (Ratnovski,
2013). The banks' capacity to obtain loans and control
risks may be hampered by the absence of conventional
collateral. As Bhattarai (2019) explains there are a set of
factors that banks look at at the time of lending, and all
its measures should be prioritized. It is not that banks are
not interested in infrastructural lending, they are equally
beneficial for the banks too. But they must come up with
strong bases for lending there then.
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Even though the Central Bank's merger and acquisition
policy has increased the bank's financial capacity, the bank
nevertheless faces capacity limits because commercial
banks in the area still lack sufficient lending capacity. In
addition, they do not have the internal knowledge required
to properly assess complicated infrastructure projects.
This can further result in creating difficulties at the time of
making an accurate assessment of risks.

Conclusion

It is hardly surprising that commercial banks face
several difficulties with lending practices. However,
addressing these issues calls for concerted action from
the government, financial institutions, and oversight
organizations. Commercial banks in Nepal may find it
easier to lend money for infrastructure projects if they
can create systems for risk-sharing, implement reforms
to expedite regulatory procedures, and promote political
stability. The goal of Nepal Infrastructure Bank Limited
is to build the country's infrastructure, with a particular
emphasis on investments in sustainable infrastructure held
in various productive sectors.

Only if banks show strong commitment towards
infrastructural development, the tasks would be easy and
simplified because be it roads, bridges, tunnels, water
supply, sewers, eclectrical grids, or hospitals — they can
all be framed up with active involvement of those tasks
there. Construction activities regarding bridges, dams,
and highways would require a good amount of financial
support, and the best source is banks' lending for sure.
Strong NIFRA commitment can accelerate Nepal's
infrastructure development even more. Foreign banks such
as the World Bank (WB) and the Asian Development Bank
(ADB) typically handle Nepal's infrastructure projects
whether it has to do with building new roads or other
construction projects. If local banks actively participate,
the entire development process may also be rather simple.
Although the enormous role played by domestic banks
has been extensively studied, there are still several areas
that might be investigated, from erecting large buildings to
investing in hydropower projects. Considering that Nepal
lacks metro rail, banks' interests could potentially benefit
greatly from their limited scope.
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Financial Inclusion in Remote Area of Nepal

&5

Introduction:

Financial inclusion, the availability and usage of affordable
financial services, is a critical factor in promoting
economic growth and reducing poverty. In the context of
Nepal, a country known for its rugged terrain and remote
communities, ensuring financial access to these distant
areas presents unique challenges and opportunities. In the
remote and often overlooked areas of Nepal, the concept
of financial inclusion holds immense potential to transform
lives and drive sustainable development. While urban
centers have seen significant progress in terms of financial
services and technology, rural communities continue
to face barriers that hinder their access to basic banking
services, credit facilities, and insurance. This article
delves into the efforts, successes, and hurdles in achieving
financial inclusion in the remote regions of Nepal; digs
into the challenges faced by remote areas in Nepal and
explores how the promotion of financial inclusion can
pave the way for economic growth, poverty reduction, and
overall empowerment.

Key elements of financial inclusion include:

1. Access to Banking Services: Ensuring that
individuals have access to basic banking services such
as savings accounts, checking accounts, and payment
services.

2. Credit Services: Providing access to credit and loans,
particularly for individuals and small businesses that
may not have access to traditional banking institutions.

3. Insurance Services: Making insurance products
available to protect individuals and businesses against
various risks.

4. Financial Education: Promoting financial literacy
and education to empower individuals to make
informed financial decisions.

5. Technological Innovation: Leveraging technology,
especially mobile and digital financial services, to
reach underserved populations in remote or rural
areas.

6. Regulatory Environment: Creating a regulatory
environment that supports financial inclusion and
ensures consumer protection.

7. Infrastructure Development: Building the necessary
infrastructure, both physical and digital, to facilitate
the delivery of financial services.
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Background /History & Landscape of Financial
Inclusion in Nepal:

Three sides of the country border India while the northern
boundary borders China. Nepal has been a Federal
Democratic Republic since 2015 with inclusive growth
being an important aspect of the country’s financial and
macroeconomic stability. The Nepali rupee is the nation’s
currency. Nepal is known for being the birthplace of Lord
Buddha and land of the highest mountain of the world,
Mount Everest (8,848.86 meters above sea level). The
absolute poverty rate was 16.67 percent at the end of
2019, whereas the multidimensional poverty level was 28
percent. The Gini coefficient, which indicates inequality
in consumption expenditures, is 0.328. Per capita gross
domestic product reached USD-1,191 in 2020. The
human development index of Nepal reached 0.602 in
2020. Inclusiveness and federalism are basic principles
of the Constitution of Nepal. The principles support
financial inclusion, equitable access to financial services,
and educating, empowering and protecting financial
consumers.

The founding of Nepal Bank Limited in 1937, as the
country’s first formal financial institution and the
establishment of the NRB in 1956, as the nation’s central
bank, were pioneering initiatives that increased access to
finance and financial inclusion in Nepal. The NRB Act, 1955
focused on spreading bank branches across the country.
Following the restoration of the democratic system in 1989,
Nepal adopted a liberal economic and financial policy,
which further opened new avenues for banks and financial
institutions and other sectors. This liberalization invited
private sector investments in economic and social sectors.
The degree, depth and direction of financial inclusion,
which has been gradually increasing, largely depend on
the central bank, commercial banks, financial institutions,
cooperatives and non-bank financial institutions and their
financing activities. Financial inclusion, one of the ways of
achieving the national economic goal of Prosperous Nepal,
Happy Nepali, is also emerging as increasing priority on
the global agenda. The agenda is global in scope because a
significant segment of the world’s population has yet to be
included in the ‘financial mainstream’.

Financial inclusion has been a high policy priority in
Nepal for many years. Historically, the Nepal Rastra
Bank and several donor agencies collaborated to enhance
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access, literacy and protections. Some examples of
donor collaborated financial inclusion projects include:
Enhanced Access to Financial Services (EAFS) supported
by the World Bank, UNDP and UNCDF; UNNATI-Access
to Finance supported by UNCDF; Production Credit
for Rural Women (PCRW); Micro Credit Program for
Women (MCPW); Poverty Alleviation Project for Western
Terai (PAPWT); Third Livestock Development Project
(TLDP); Community Ground Water Irrigation Sector
Project (CGISP); and Raising Income Project for Small
and Medium Farmers (RIPSMF). Wholesale and retail
micro financial models are also being practice along with
Bangladesh’s Grameen Model. Similarly, the cooperatives
model, including savings and credits has also been widely
practiced in Nepal since the 1950s.

Legal Framework for Financial Inclusion in Nepal:
1.  The Constitutions of Nepal-

Inclusiveness and Federalism are basic principles
of the Constitution of Nepal. The principles support
financial inclusion, equitable access to financial
services, and educating, empowering and protecting
financial consumers.

2. The Nepal Rastra Bank:

In Nepal, a number of financial outreach-related
policy initiatives are underway together with a long-
term development strategy under the formulation
process with priority accorded to helping the country
to graduate from a least developed country status by
2022 as well to attain the UN Sustainable Development
Goals and become a middle-income country by 2030.
Financial inclusion seems appropriate to address
this objective as it provides the opportunity for the
country to effectively collaborate with its bilateral
and multilateral partners to make its 2030 vision
a reality. The Strategic Plan (2012-2016) of Nepal
Rastra Bank (NRB) was formulated based on seven
strategic pillars, financial sector stability being one
of them under which enhancing financial inclusion
has been identified as a strategic priority. Similarly,
the Monetary Policy of 2016/17 has also focused
on deepening financial inclusion through enhancing
financial literacy as well as access to finance.
Likewise, the Banks and Financial Institutions Act
(BAFIA), which governs all activities of banks in
the country, is a central path for advancing financial
inclusion. It has been made compulsory by the NRB,
under its deprived sector lending directive, for class A,
B and C class financial institutions to make available
low-cost funds to micro finance institutions (MFIs),
thereby facilitating access of financial services to the
underserved areas.

With regard to the players in the financial sector,
there are four classes of financial institutions licensed
by the NRB, namely commercial banks (A class),
development banks (B class), finance companies (C
class) and MFIs (D class). The number of commercial
banks, development banks, finance companies and

N IR : Yo ff arficaa faaomgs

MFIs aggregated 28, 67, 41 and 42 respectively at
mid-July 2016. Financial access has been rising with
the increase in branches of financial institutions. In
mid-July 2016, the number of branches of commercial
banks stood at 1869, followed by 1,378 branches of
MFTIs, 852 branches of development banks and 175
branches of finance companies. The population per
branch of financial institution remained at 6,562 at
mid-July 2016. However, despite the rise in number
of BFIs and their branches, the financial institutions
are still primarily scattered around the urban or
semi-urban areas where geographical access is fairly
simple.

3. Rastriya Banijya Bank Ltd

Rastriya Banijya Bank was established in B.S. 2022
Magh 10 as a second commercial bank in Nepal.
Rastriya Banijya Bank is one of the pioneer banks
in the country with a history of more than a half-
century. Earlier constituted under RBB Act 2012 with
the full ownership of the government of Nepal, the
bank has been running under the Bank and Financial
Institutions Act 2073 and Company Act 2063 at
present. The bank is licensed by Nepal Rastra Bank
as ‘A’ class commercial bank of the country. RBB
has grown up as an indispensable component of the
Nepalese economy. Rastriya Banijya Bank Ltd has
set many programmes for the financial inclusion for
prosperous Nepal like Financial Literacy Programme
in Remote area, Scholarship for Disciplined Students,
Financial Literacy for Women, etc.

Nepalese people face so many hurdles due to less
availability of resources. As a branch manager, I spent
3 year of my tenure in the rural and remote areas of
Nepal. During the time, I faced different challenges &
problems related to financial transaction some of which
included inability of people to sign the cheque, open a
bank accountand doubts over the financial transactions.
Remote areas of Nepal are typically characterized by
their limited accessibility, rugged terrain, and often
difficult living conditions due to their isolated nature.
Nepal, being a country with diverse geography, has
many such remote regions. Some of the well-known
remote areas in Nepal are Upper Dolpa, Humla,
Manang, Mustang, Rukum, Darchula, Bajhang etc.
These remote areas often lack basic amenities such
as healthcare facilities, education, financial inclusion
and reliable transportation. However, they are rich
in cultural heritage, natural beauty, and offer a unique
experience for those who are willing to explore and
engage with their challenges.

Financial inclusion in SAARC Countries:

Financial inclusion refers to the accessibility and
availability of financial services to all segments of the
population, particularly those who are underserved or
excluded from the formal financial system. The South
Asian Association for Regional Cooperation (SAARC) is
an organization of South Asian nations, and each member
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country faces its own unique challenges and opportunities
in achieving financial inclusion. On the basis of the data
available on January 2022, I am going to cite a general
overview of financial inclusion in some SAARC countries.

1. India: India has made significant strides in financial
inclusion with initiatives like Jan Dhan Yojana, which
aimed to provide bank accounts to all households. The
introduction of Aadhaar, a biometric identification
system, has facilitated easier access to financial
services.

2. Bangladesh: Bangladesh has seen success in
microfinance, with organizations like Grameen
Bank playing a crucial role in providing financial
services to the rural poor. Mobile banking has also
gained popularity, contributing to increased financial
inclusion.

3. Pakistan: Pakistan has made efforts to expand
financial access through branchless banking and
mobile financial services. The government has
worked to promote financial literacy and inclusion in
rural areas.

4. Sri Lanka: Sri Lanka has a relatively well-developed
financial sector, but efforts are ongoing to enhance
inclusion, especially in rural and remote areas. Mobile
banking and digital financial services have gained
traction.

5. Nepal: Nepal faces challenges in extending financial
services to remote areas due to geographical
constraints. The government has promoted financial
literacy programs and mobile banking to enhance
inclusion.

6. Bhutan: Bhutan has made progress in expanding
financial services, but challenges such as geographical
remoteness and limited infrastructure persist. The
government has been working on financial literacy
programs.

7. Maldives: The Maldives has a relatively higher level
of financial inclusion compared to some other SAARC
countries. The government has worked on policies to
further enhance financial access, especially in remote
islands.

8. Afghanistan: Afghanistan faces unique challenges
due to conflict, but efforts have been made to increase
financial inclusion, including the expansion of mobile
banking.

Each country's progress in financial inclusion is influenced
by factors such as economic development, infrastructure,
regulatory environment, and social dynamics. Initiatives
like digital banking, mobile money, and financial literacy
campaigns play crucial roles in advancing financial
inclusion across SAARC countries.

After seeing some of the initiative taken by our immediate
neighbours, it is worthwhile to peek into what UN says
about Financial Inclusion along with its definiton.

Financial inclusion is defined as the availability and
equality of opportunities to access financial services. It
refers to a process by which individuals and businesses

can access appropriate, affordable, and timely financial
products and services. These include banking, loan,
equity, and insurance products. Financial inclusion efforts
typically target those who are unbanked and under banked,
and direct sustainable financial services to them. Financial
inclusion is understood to go beyond merely opening a
bank account. It is possible for banked individuals to be
excluded from financial services. Having more inclusive
financial systems has been linked to stronger and more
sustainable economic growth and development and thus
achieving financial inclusion has become a priority for
many countries across the globe. The term "financial
inclusion" has gained importance since the early 2000s,
a result of identifying financial exclusion and it is a direct
correlation to poverty according to the World Bank.

The United Nations defines the goals of financial
inclusion as follows:

e Access at a reasonable cost for all households to a
full range of financial services, including savings or
deposit services, payment and transfer services, credit
and insurance.

e Sound and safe institutions governed by clear
regulation and industry performance standards.

e Financial and institutional sustainability, to ensure
continuity and certainty of investment.

e Competition to ensure choice and affordability for
clients.

Despite the fact that UN has clear goals of financial
inclusion, we are far away from achieving them yet.
Though our efforts are being constantly put in place after
the establishment of RBB and NRB, different political
movements, natural calamities and outbreak of pandemics
have always pushed us back having been victim of limited
resources, difficult geographical landscape and sometimes
due to lack of interest. Besides these, the remote arcas
of Nepal have been in shadow of financial inclusion for
various other challenges as well.

Challenges in Remote Areas of Nepal:

Financial inclusion in remote areas of Nepal faces several
challenges, including:

1. Geographical Barriers: The rugged terrain and lack
of infrastructure in many remote areas make it difficult
for traditional banks to establish branches and deliver
financial services.

2. Limited Access to Information: Many people in
remote areas still seem to lack in awareness about
financial services and their benefits, and hardly
understand how to access them.

3. Cultural and Linguistic Diversity: Nepal's remote
areas are often characterized by diverse cultures and
languages, making it essential to provide financial
services that are accessible and understandable to
different ethnic groups.

4. Low Income and Limited Economic Activities:
Remote areas seem to have limited economic
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activities, leading to lower incomes and less demand
for financial services.

5. Lack of Identification Documents: Some residents
in remote areas lack proper identification documents,
which can be a barrier to opening bank accounts.

Initiatives and Progress:

Some meaningful efforts made to improve financial
inclusion in remote areas of Nepal can be highlighted in
the following points:

1. Microfinance Institutions: Microfinance institutions
(MFIs) have played a significant role in reaching
underserved populations in remote areas. They offer
services like microloans, savings accounts, and
insurance tailored to the local context.

2. Mobile Money and Fintech: The proliferation of
mobile phones has enabled the expansion of mobile
money services in remote areas, allowing people
to access basic financial services without needing
physical bank branches.

3. Banking Agents: Banks and financial institutions
have used banking agents who act as intermediaries to
provide basic financial services in remote areas.

4. Financial Literacy Programs: Financial
organizations have been conducting financial literacy
and education programs to raise awareness about
financial services and to improve financial decision-
making in remote communities.

5. Government Initiatives: Nepalese government, in
coordination with the NRB, has launched various
initiatives to promote financial inclusion, such as the
"Financial Literacy and Counseling Program" and the
"Banking for Rural People" program.

looking for academic studies or articles published after
September 2021. The Nepal Financial Inclusion Report
2023 — prepared by the International Finance Corporation
(IFC) and the UN Capital Development Fund (UNCDF)
under the Access to Financial Services Nepal Project
jointly implemented by Nepal Rastra Bank (NRB) and IFC
— shows that overall usage of financial services is strong
in Nepal, with payments via banks being the most popular
service, at 75 percent.

The report also indicates a decrease in the gender gap.
In 2022, the disparity between women and men with
access to formal financial services had decreased to one
percent (89 percent women versus 90 percent men),
compared to the 2014 figures of 57 percent and 64 percent,
respectively. This is in line with the World Economic
Forum’s Global Gender Gap Report which shows that
economic participation and opportunity for women in
Nepal have consistently improved — from 116th in 2013 to
107th in 2021 and 98th in 2022, with an overall ranking of
96 (second only to Bangladesh in South Asia). However,
there remains a disparity in the utilization of banking
services between women and men, with 79 percent
of women using the services compared to 83 percent
men. The study also reveals that other formal financial
service providers are strong competitors to banks, with
comparative usage statistics across key services such as
accounts and credit, and overtaking banks in terms of
savings products. Governor of Nepal Rastra Bank, Maha
Prasad Adhikari, recently said to the Rising Nepal, "The
report indicates that considerable progress has been made
in extending financial inclusion to a larger segment of the
Nepali people."”

Refrences:

Nepal Financial inclusion Report 2023
NRB Working Paper NRB-WP-50 Changing dimension

Conclusion: of Financial Inclusion in Nepal.
To obtain the most current data and insights about financial Ewp-449
inclusion in remote areas of Nepal, I recpmmend reaching www.nrb.oren
out to the Nepal Rastra Bank, researching recent reports
from organizations like the World Bank and CGAP, and www.rbb.com.np
Fk%
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GDP 2.0

&

The Genesis of GDP

Human desire for measuring welfare and progress dates
back centuries. In this strenuous pursuit, the concept of
GDP! ultimately gained special prominence after 1940's
because of its ability to measure physical production of
the market economy. GDP has an enormous application
on policy goals and regulations, academic discourse, and
media as it is objective, rule-driven, and politically and
institutionally independent. However, GDP was never
intended to be an all-encompassing proxy for human
wellbeing.

Simon Kuznets, the father of GDP, had warned that his
estimates of national income were only well-considered
guesses, and the welfare of a nation could scarcely be
inferred from such an estimate (Philipsen, 2015). But this
concept was later amended by UNSC, taking best practices
and international comparability, and it introduced national
account standards in 1953 with major updates in 1968,
1993, and 20082 Based on this manual, today, almost
every country calculates real growth in GDP as economic
growth. And, despite multiple warnings by its proponents,
it's being used as a de facto proxy of human progress.

What GDP omits?

As per SNA Manuals, GDP is calculated as the sum of
monetary value of all final goods and services produced
within a country during a specified period at market
prices. But this metric captures only a part of what is
important about a nation's economy. It omits non-market
economy such as household consumption, depreciation of
assets, and environmental issues of pollution, ecological
degradation, and resource depletion. GDP deals only
with economic output and does not consider social, green
growth and sustainability aspects. Next, it reflects the
material and static positions, rather than signaling what is
wrong in the economy (Stjepanovi¢ et. al., 2019). It is a
bad measure for comparing life standards because as long
as we produce more, GDP improves, but with unaccounted
wider ramifications in society and natural resources, there

* Assistant Director, Nepal Rastra Bank
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———mekees =

are concerns that existing GDP measurement encourages
natural resource depletion faster.

Since GDP does not measure sustainability of growth, it
could not be considered as proxy of human welfare. So,
is it time to dethrone GDP? No. Till date, GDP is the
best available standard of measurement. It’s better, if the
deficiencies in existing national accounting system could
be avoided by using an alternative, Green GDP>.

Green GDP is a proposed metric of economic growth
that accounts for environmental consequences of that
growth by including the depletion of natural resources
and degradation of the environment. There are three major
reasons behind the increasing utility of Green GDP. First
one is ‘Threshold Effect’, as theorized by Max-Neef
(1995), which postulates that economic growth improves
quality of life up to a certain point but beyond that
growth may deteriorate living standards due to increase
in inequality, loss of leisure time and depletion of natural
capital. Second, we all accept that well being provided
by nature is equally important as well being provided by
consumption of market goods and services. Third, this
metric helps us to articulate the trade-off between human
consumption and natural capital depletion.

Growth Theories and the Role of Nature

During the mid-nineteenth century, the modern theory
of economic growth, put forward by Harrod (1939) and
Domar (1946), established that net investment expenditure
boosts aggregate income immediately and thus expands
potential output in the future. Saying so, they were also
equally cautious about highly unstable capitalist growth
marked by periodic crisis. But a decade later, Solow
(1956) critically argued that the opportunity to substitute
labor and capital, leveraged by technological progress,
may allow steady-state growth instead of periodic crisis.

The paradigm shift in theory of economic growth
occurs only around the 1970’s. Meadows et al. (1972)
posited the existence of biophysical limits to growth,
eventually bringing the growth to an end. With this buzz,
environmental economists and theorists began to consider

1. To be precise, System of National Accounts, 2008 has defined GDP, as an aggregate measure of production, is equal to the sum of
the gross value added of all resident institutional units engaged in production (plus any taxes, and minus any subsidies, on products

not included in the value of their outputs). (SNA Manual, 2008)

2. SNA is the internationally agreed standard set of recommendations on how to compile measures of economic activity. SNA
makes no claim that GDP is a measure of welfare; indeed, there are several conventions in the SNA that argue against welfare

interpretation of the accounts.

3. Green GDP is an accounting measure that aligns towards welfare measurement. This approach was advanced by Maler (1991) and

Peskin and Delos Angeles (2001).
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natural resources into models. Following Stilitz, Baumol
(1986) claimed that finite natural resources that are
depleted may nevertheless be increased by technological
advancements.

The resurgence of relevancy of natural capital in economy
began with the concept of Environmental Kuznets Curve
(EKC) by Grossman and Krueger (1991). Environmental
Kuznet’s curve is a hypothesized relationship between
indicators of environmental degradation and per capita
income. As per EKC, in the early stages of economic
growth, pollution emissions increase and environmental
quality degrades, but beyond some level of per capita
income, the trend reverses. That means, at high income
level, economic growth leads to improvement in the
environment.

Since then, several ecological economists have suggested
the essential role of natural capital in the production
process. Daly (1994) stresses climate and mineral deposits;
Ayres (1996) stresses aquifers and stratospheric zones;
Georgeseu-Roegen (1972) focuses on solar radiation, finite
terrestrial stocks of minerals, etc. Thus, this development
in ecological economics calls for inclusion of natural
capital in the national income measurements.

But how to measure it?

With the acknowledgement that traditional measure of
GDP ignores the omnipotent natural capital or nature’s
services to humans, economists have made several attempts
to come up with methods of environmental accounting
(Li and Lang, 2010). Various international conferences
of the 1990s, such as UN Conference on Environment
and Development in Rio de Janeiro (1992),the World
Commission on Environment and Development (1993)
have also emphasized the need for accounting sustainable
growth.

There is no consensus on how green GDP could be
calculated and even less consensus on whether it should
be attempted at all. There are basically three lines of
thought on devising methodologies in capturing nature’s
importance in national accounting. First, deriving units
of accounts i.e, developing ecosystem service index via
identification of variables necessary to construct GDP like
value index for valuation of ecosystem service (Boyd,
2007; Banzhaf and Boyd, 2005). Second, SEEA (2003)
suggests measuring material flow units, an inclusive
set of units that describe biophysical and technological
relationships in the natural and market economy* (UN,
2003). Third, GDP adjusted for natural depletion that is
subtracting the cost of environmental damage caused by
growth from traditional GDP? (Nordhaus and Tobin, 1972;
Hamilton and Lutz, 1996; Weitzman and Lofgren, 1997,
Daly and Cobb, 1989; Veklych and Shlapak, 2013). The
former two methods are theoretically superior to the latter
one, but practically challenging and time consuming.

Green GDP is a concept that takes environmental and

4. Proposed in 1993 and later revised in 2001 and 2003.

social costs of economic growth into account. In other
words, it is an alternative measure of monetary impact of
social and environmental damage caused by a country’s
economic growth. The most common approach applied
by economists and researchers is to deduct social and
environmental costs from the traditional GDP measure.
Boyd (2006) defines green GDP as a measure of what is
valuable about nature, which aligns with welfare index
theory by Pigou (1932).

The Chinese Experiment of Green-GDP

As part of the movement towards sustainability, many
governments have attempted to incorporate environmental
and social aspects into their national accounting. China is
at the forefront of this race, though faced tough set-back
later. President Hu Jintao first endorsed Green GDP idea in
2004 after which 10 regions in china carried pilot project
in green GDP assessment and concluded that pollution
costs accounted for 3% of national economic output in
2004. But later, the project was withdrawn in 2009 due to
skepticism of National Bureau of Statistics of China; issue
of cost, uniformity and availability in data collection; and
inconsistency in estimates over the time (Rauch and Chi,
2010).

Norway, too, has a long history of engagement in
sustainable accounting. It first tried with ambiguous
development of natural resources and environmental
accounts, but later tried to focus on hybrid accounts and
indicators. Norway's efforts declined in 1980s due to
high cost of data collection as costs seemed to outweigh
benefits (Sorensen, 2000). Due to similar reasons, the US
also aborted its project on national material accounting
of environmental resources. The list of countries that
attempted some form of environmental accounting but not
able to reach a tangible measurement are German, Canada,
India, Australia, Belgium, Denmark, Finland, France,
Indonesia, Italy, Japan, Sweden, etc, but only China was
able to foster detailed analysis.

The South Asian Perspective

Environmental Kuznets's Curve seems to be partially true
for South Asia, as shown in the scatter plot below. The
countries with lowest level of income (Nepal and Pakistan
with income level less than 2000 USD) in the region are
contributing at lower level but the rate of environmental
damage is increasing along with the growth in the economy.
Next, the countries rapidly gaining economic growth
(India, Bhutan, and Bangladesh having income between
2000 USD to 4000 USD) are the biggest polluters. With the
increase in their economic growth, emissions and natural
depletion has increased. Bangladesh has been found to
be an exceptional case, mastering the sustainable growth
pattern with medium growth and low environmental
damage. Similarly, the countries with highest income in
the region (Maldives and Srilanka with income above

4000 USD) have lowest level of environmental damage.

5. Refer Qi, Xu and Coggins (2001) for deeper understanding of early contributions on the topic.
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(Note: Environmental Damage has been computed using
data for GHG emissions and Natural Resource Depletion,
including net forest resource depletion, energy depletion
and mineral depletion, from World Bank Database. The
findings in this section are referenced from the study
conducted by the author of this article. All the figures are
computed at per capita level).

Environmental pollution and natural resource depletion is
a global problem which demands a global solution. But
the prior attempts made by supranational institutions to
come up with a global solution have not fully succeeded,
as was expected. Thus, it's more feasible that countries
act on a regional level. Further, neighboring countries
are the ones that are most affected and concerned by the
high GHG emission and natural resource depletion, so,
co-ordination between them seems to be a real urgency
to tackle with nature-growth tradeoff. For instance, high
industrial emissions of India cause air pollution in Nepal
while raging flash floods in the rivers of Nepal have huge
impact on several parts of northern India. So, there shall be
collaboration between the regional economies for a win-
win scenario in tackling climatic impacts.

South Asia is a home to both economic power houses as
well as most resource-deficit underdeveloped nations in
the world. But all of them are impacted by environmental
damage. The emerging and developing South Asia can
fund themselves but underdeveloped South Asia has a
dire need of fund, in the form of either loan or grants, to
adapt/mitigate the impacts of climate change. So, being
the most polluters in the region, emerging and developing
nations shall provide sustainability linked grants and
loans to underdeveloped but highly impacted nations to
help them march towards sustainable growth. Climate
based inequality is the new dimension of inequality that
will engulf South Asia which requires immediate policy
measures.

In a Nutshell

Endless expansion of an economy is not a virtue. Rather,
this infinite expansion is a cancer, same as in biology. The
widespread illusory interpretation of GDP, ignoring the
very law of nature, as a proxy of human welfare, has led
to unsustainable use of natural resources in the pursuit of
limitless growth. No one actually knows when and where

(Source: Author's Calculation)

to stop. So, genuine efforts shall be made to incorporate
the aspects of natural capital in the computation of Green
Gross Domestic Product because to measure is to improve.

(Views and opinions expressed here are personal and do
not represent the perspectives of organization that the
author is currently engaged with).
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Rastriya Banijya Bank Limited
Board of Directors

Mr. Dilip Kumar Dhungana
Chairman
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A
Mr. Baburam Subedi Mrs. Romila Dhakal Upreti Mr. Sushil Ghimire, FCA
Director Director Director
Mr. Laxman Ghimire Mr. Anal Raj Bhattarai
Independent Director Director

Mr. Hemraj Kharel
Company Secretary
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Mr. Kiran Kumar Shrestha, CEO
Chairperson

Mr. Devendra Raman Khanal, DCEO
Member

Mr. Debesh Prasad Lohani, DEO
Member

Mr. Bimal Dangol, DEO
Member

Mr. Vinaya Raman Poudel, DEO
Member

Mr. Ram Kumar Thapa, Chief Manager
Member

Mr. Hemraj Kharel
Member Secretary

CA. Saraswati Adhikari, DCEO

Member

Mr. Pawan Regmi, DEO
Member

Durga Kumari Kandel, DEO
Member

Mr. Riko Sthapit, Chief Manager
Member
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