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A stable financial system is one that can provide
crucial services to households and businesses in good
times and bad.

- Bank of England (United Kingdom)

Financial stability is a property of a financial system
that dissipates financial imbalances that arise
endogenously in the financial markets or as a result
of significant adverse and unforeseeable events.
When stable, the system absorbs economic shocks
primarily via self-corrective mechanisms, preventing
the adverse events from disrupting the real economy
or spreading over to other financial systems. Financial
stability is paramount for economic growth, as most
transactions in the real economy are made through the
financial system. Without financial stability, banks
are more reluctant to finance profitable projects, asset
prices may deviate significantly from their intrinsic
values, and the payment settlement schedule diverges
from the norm. Hence, financial stability is essential
for maintaining confidence in the economy. Possible
consequences of excessive instability include financial
crisis, bank runs, hyperinflation, and stock market
crashes.

- Finanial Stability Report (NRB, 2012)
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1: Total Daposit & Loan of Nepalese Banking System [ Re. in billlon)

Steady Increase of deposit and some stagnant in loan due to contraction in
demand
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1 The term “asset management company” (AMC) is used here to refer to any organizational unit created to manage and recover
financial assets acquired from troubled or failed financial institutions. Such entities include asset workout departments or units of
banks, bank-owned subsidiaries or affiliated companies, private companies, and government owned asset management agencies -

David Cooke and Jason Foley
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Monetary Policy - It is the monetary authority (Central Bank

) to manage money supply with a view to achieve some pre-
determine goals, preliminary price stability.
It is a policy affecting the quantity of money which determines the

cost and availability of credit in the economy.
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wifaew i 2099109z FT /@@ (Policy Stance)

1 Level of inflation (moderate)

2 Interest rate (lowward pressure)

3 Resource mobilization (pressure on credit disbursement)
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Financial consolidation (capacity, stability and access)
5 External sector (widening trade deficit)

Growth and employment (facilitation) and world

economy (risk of recession)

Afzw fifd 0vciovs ®1 fdw T Hifgw FeuEE

(Economics and Monetary Targets)

Economic Growth : 7 percent
Inflation (CPI) : 7 percent
Private Sector Credit : 20 percent
Money Supply (M2)  : 18 percent

Forex Reserves Import (Goods & Services)

capacity of at least 7 months

Hifse A 099109z FT T=ATET JTHIIEE

1 OMOs (sale, purchase, repo, reverse repo) (@FIT ENIES
FRER)

2 CRR, Repo and SLR

3 Bank Rate and Refinance Rates

4 Diposit Collection, etc.

Hifgw AT 009109z FT Hifewa T
e} HSX (Interest Rate Corridor)

Upper Bound (SLF) : 5 percent (from 6 percent

2076/12/16)
Lower Bound (DCR) : 1 percent (from 2 percent)
Repo Rate : 3 Percent (from 3.5 percent)
CRR 3 percent (from 4 % Percent)
Bank Rate 5 percent (from 6 percent)
SLF Rate 10%, 8% & 7 % for A, B, C

grade bank (unchanged)
General Refinance 3 percent (unchange)
Special Refinance 1 percent (unchanged)
Export Refinance 1 Percent
SME Refinance Rate : 2 percent (from 5 percent)

(up to Rs. 1.5 million )
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feer S yuet @ | e @ adum I fam qer ufafser
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Tk STHAT T 9 ZT@TehT SIoRHT Jiga T Huet arg-HT 3fux
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sifers (Modern Banking) T 3UshUTe&h! HERIdTeT T
diehl aT B ATSTeheh! Siohehl SMETATE ol Al FHIT THI~
T Gl TR S | ATEheT SATETIHAT TRYLT T sk q
Torfir G AT YT © | SehgEeh! TR e
qUTeT T Sehel Sihg®ells Aot aT ua (Merger and
Acquisition) AT ST Ficared TREgsh! el & | Tad
Sopgefereh! a1 FfeTeITaT ITeeh TS 3o arfesha T
TG ATeshge! sifers da fag Afand ad vuen 3 |
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F T HFTSHENT ScaTiad aeq T JaT Wig T+ s ar
HEATATS TTeh A= | TTEheATs shaT, STMITHT, WG,
Hamet onfe amer @i fafe | Sfew @ o
I Sfehel Juareel T3 fafv=T ferfomerr dames fam

I Afh AT TFTSAATS B | AT SAfeh TAT TGS
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QraT @ied, st {9, LC/T.T. 3T FR«R T, ThT ST
T, TRl T Tt T, U T T SR e
dfsrw (Modern Banking) @werft @@ fer ST 13
T | U3 UTEhel SIhalld e Uk aT UHW=<T el
YT oIS et g | UTeeh hiel 4T & a ahial qUHT,
FIE grTeT atesh (Prospective Customer) T = |
T SR qT HeATTd, Tarferd ar sl g1 gee |
F ures Tafad (Regular) g9 @ %7 UTes Tk Uh
T {7 T &7 T | UTeshehl Wepid T HRIRGh! The
e WU qTatd J1eek famT e af aEmrenr afehed T
Afsha | 3Td: TTeh HGERIhT 3239 (purpose) &, 3T
3T & | 3T ITeGHT ATeeh AaHTIh! Sfa af |

UTEheh! GES-EHT HETCHT TT-HiehT TS I8 T ohl & -

“Customer is the most important visitor on our
premises. He does not depend on us. We are
dependent on him. He is not an interruption on
our business. He is purpose of it. He is not an
outsider on our business. He is a part of it. We
are not doing him a favour by serving him. He
is doing us a favour by giving us an opportunity
to do so.”
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TATE T ARt T Sehehl ATeeh A Hfq qu et
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qiehs |
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A figure showing customer as a center point of the
organization
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TR Sty daret fastaee

&1 Tt sifers SaT aTEeRgE g fefatEs T aT faareEs

SATIYIH e |

feersitar aar (quicker service)

HAThT 3USTSET (service availability)

FIERAT faredT (politeness in dealing)

T e ufafersh T (use of modern technology)

TEER AN e (effective  record

management)

o IF¥ FHARERE ¥AT YA (service delivery by
competent staffs)

o fifqe glaumes T JTHI e, Mg | (physical

facilities and its management)
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& TIHT TEhalTs feshTs Tt (Customer retention),

o TR UTEehelTs ST T

o Jewehr ghg, o M,
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Sehehl &ATHT (goodwill) T&TS,

sfenent F1&IT (deposit) F@TS,

Sehehl 1t (lending) T&T3,
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® ITEhenT ATHT parking, waiting room, wash room,
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Office map T Notice board 3T TR YT 7T,

Queue 37T token system STE TaT Y48 T,
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TSTRISHIUT 1Td FHHARIATS Iierd shTef STATeoT USTH qeT 3=
HHIEE T TTEHAATS S Ths HaT fag  STTSTeh! STawIehdl
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fag STToTehT STafGETRaT & |
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AT YSUEET 21 Uiee STTLATHT YIS HehTel Sehells
StrmTs ot st fodaeent getmashn et foxfir
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Uk farfier & e shrishmat-aia Ui amforser sfent
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AT HIRAT TSN | T SHHHT TR AT 9 Th.
TrETEThT T 376 HERiT o afffd T 2o SHT
RS THISE AlEd 2¢ ST TYEet Sk sawema foer
HETCAT TG AToihT Fheft TI2rear | ulateen! were sfss
qar o7 anfe=r | Al THERfE TR AETIETEE
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Rl W TR HHH TS HHaHIEEh! qg=ar
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T | IR I AT FUTCHF @R el Gg qrafa grel
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TEAT SATSIGTAT sl THTHT 9§ sihehl GATHTT STcafersh
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2% AT FIATEHT 2o 31T IHeRAT Hgfaaaqul el Sucied
TS AT SCATEHT SIg 3e9F dlchehl TRahNahT
TG AT GET AT FHRIBAATS T3 TR 3 |
Th UHidehT geu=al d@ iRl HEIREAE Heil TH
Hfaergey fa.. R02< AT TToHT 7§ STrfTen asmr Ty
TS TR THSAESH U Sehed1d e aTforsy
ShuT fa.8. Rovk ST 2% 7T AN TRUS sshehl THIT,
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HTEHT T ASEREHT Jig 5 3 ARTHGReT 99 T ARTAHT
Siferer T ITIRT T TR & |
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oo WU oM grg Td e fay weenfafagem
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T TR FehelTs Taciier EUHT TefeT T T SH13 &1 I9
ST GO~ UHT S | & Al guaefe faes g1
Tkt faf= fedme (Reconcilation) & fedma e
T rier wretgeRar uTg ke farenes g gee
AT B |

. FEAT Gt T 3

e arforss S fafaegat #R dfew gueamr (dHisiw)
fefcsgee seE™ HuTcliaTe AectgsT ST JurTefiaT
TiEd MU B | 3.9, 04e/ 04 HTHT ShaT faxiir
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YUl ST HoSTeAATS ATsehd T4 SHEAT TN WS
SRRl TRIATETE STeT FTeR T HISHH TRY GeaT
FHET IMETEEAT AN w183 T Afeher A= aAny Theent
Rl | crEUls deel HRIT SRR Yae SSaITih T
TTRACTATeRT HIRUT SfehehT APYUT faaamT, uafereh smfer
T YA FETAIEEAT 21T FEATAIAT @bl AelTgst
mieha fetgamsst Toer gERl wE-3 ar T
TTEhalTs SThe HaT fée STateshl Forll | SfrenT SRIaTERT
TGEAT T ATHR HaT fIa0T UHIZEEHT g SifeT JHeh! a1
FI e yoTefET S W |

AT TeReaTgST HUTTCHT Tehl STRTEHETE HaTHT ST,
e gi-efdir awe gt g, s e fegad
T rdeEaT aueT ST o, TR 2T g T, Shfeah
faraor AreT faf=T aRTEE STSTE §aT SfRHT WSRER!
® s Juelia F2aATssT SREEd YUlTefHT gitEd
T BT Hehw2Tget 3Ttk feeeHer T TehT JHRT wid-¥
FR dfehw TR AN TRUHT & | ®R i gomefiars
fovaafiar s, fades e afselr g, Jhfeus
feraeor aremEEenT HRATEHT gy WE ek T
smryfen, fefsteat T wwuet Sfers dar vae ™ wesT g1 3 |
e HUehT faeRTaehT Suafodds dfshs &elel Scaeqa®
JANT T HEAT ufsedr Oud Ufew arfsy Swer afv
AT, T AT Tehalls Teisied ATeaare guiad
&1 Sryfes e AT famert it warted @ haen
T | Sl dehicush SAMEE U JaT, Hiegd i,




FIHTE, ymEr eq Sfrsumha fagdr FRER T
Ak TR AoTgd T Hfaferhl STaeeT MehT § | afeet
el T FHRER TSEITRT <o FfAvd WeaT el FHRER
Tt wTegeTe g1 MR B | @Y T ufgedr 9u gar
TEAT TfaTeHT SET STV WEREET WA 3uTeerd W fe
TERATT Sfehe FETHT Ui SR & | favasht g
e favar afarwrers afteer aforsr et afT st
T B |

dfers e Sifenge © | Sfes srewmmET F=1i-T=t
qIETE Sifehs ST FRATEE SRE UTeTshTel HFTI-HERT
JaTEE HSTSHT T AL T STET V! | qaed: fed
oSy Sehct UlSeaT el THHT SATHT TFUT HHEEETS
grafa eieRtor Tt arfer, fawma w@aeft qor
fagsft S arfermes wem T frafga ST ST
ggrar Afglg e © | STaRl STashmeRT HRT g

Iftcer aiforsr da fo1.

RASTRIYA BANIJYA BANK Ltd.

giTi-TR ST Ty Tt &feh Brameht wietT Sxfiof Y sreent
3% AT FHARICETE T fasteent & | et ufe aforsy
SRHT JAT FHARH! 00T IAT B | FHAREERT IHq
30T 3% I AT Wehlel U Sk ST TTeshells 5T T e
fefsreat dfers 8o fo7 aer &, Tam & |

YT RS 2 WqTd ANTRERRT AT S @TdT T&ehl uTe
T, ookl Hfdeiael SaTstadht T=aHHT 313 ATTRERhT gl
T Tt Sarent ug=ree afsaa & | ufte anforsr swrer
T & IMETEEATE. Yok JATEAT fafir Sraamers
forcfier Tmemar ST geuTe T AR SfhE et
AT fere feg@ar @ | SeheT TEHGER ST AR
Tk GideTd ThH HEATTd GHITSh Jaiaiaed (HTEsTr)
W gedrs dureHr feranm, w@med, SmqEr SR,
Uoishs, AT & quT A ST s @ e
MERH B | T I HTHATHAT Icp e TR Sehet
SR TR TRAET BT STeTEEid UTed TRebl S |
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ST IuehT felmst ¥ & feaas oifey S feaweh!
AT TS T S | UTHT AT SSohohl FEaTd TR
AT T WSEFRT U el 0T, TR Ui S feaa
BT UIT-T T3 Heheh! & | SUTeTeh! qfea ek dTe
seenT TTOAT faadr 1fdeh 20 T AT Seal S U7 T
SoRehT TATHHT fearer SETE 2% 10 T 3TE H T feAars
it S feawaehr EqUT 713 |ih-s | A fa s, @,
T, Holl, oIS qT Tard i SelTehT STRHT ST ANTRERAT <q-T
StTé ferefter frefehy STATG afetesn! SITeiEs S
FREARATS I FHRERAT FIAOT T o3 TS
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Introduction

Since early 2020, population around the world was
affected by one of the most far-reaching pandemics
and global crises that could be ever remembered
due to occurrence of the Novel Corona virus (also
called Covid-19) outbreak in Wuhan, China. The
virus transmitted across the globe in a very short time
span which has health impact through infection all
over the world and has serious economic impact due
to lockdown measures adopted to control its spread
and increasing health expenses. Closure of almost all
economic activities following the lockdown measure
has seriously affected both a health and economic
perspective, affecting all in its path (Shrestha 2020).

In response to check the transmission of Covid-19,
the Government of Nepal (GON) imposed nationwide
lockdown on 24 March 2020, restricting vehicular
movement and shutting down economic activities
except very essential services. Full lockdown
measures were continued until June 15 after which
the government opened partially, which continued
until 21 July 2020. The government further relaxed
for a month before imposing prohibition in different
areas by local administration, though not national
wide (Shrestha 2020). The spread of corona virus
has not come to the end as of early January 2020.
GON reported over 262K COVID-19 cases as of 1
January 2021. Meanwhile, the secondary impact of
the global pandemic is huge and it is already taking
a serious toll on an economy that relies heavily
on remittances, imports fueled by remittances,
informal labor, and tourism revenues.

Different  bilateral, multilateral and non-
government organizations are supporting Nepal’s
preparedness to face the mounting public health
emergency, respond to the socio-economic impact
of protracted lockdown on the most vulnerable,
and support longer-term recovery measures. The
fact that Nepal’s economy is largely dependent on
remittance (25% of GDP), tourism (8% of GDP),
agriculture (26% of GDP) and imports of essential
items and supplies from outside has made the
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poor households, and unskilled workers, including
returnee migrants, particularly vulnerable to income
losses. The banking and financial institutions (BFIs)
played important role during the pandemic and have
potentially greater role during the recovery phase
as well.

There have been vivid changes on the modus
operandi of Nepalese financial sector after the onset
of Covid-19 and these initiatives are gradually
transforming the landscape of the sector. In this
paper, different dimensions of transformation in
Nepalese BFI sector have been analyzed.

Nepalese Financial Sector and Covid-19

Although the history of the Nepalese financial
industry goes as far back as to 1937, the industry
was limited to a small number of players until 1990s.
Following the liberalization of the Nepalese economy
in the 1990s, financial sector was also opened for
new investors. Many new BFI opened from the
mid-1990s with the process accelerating between
2000 and 2012, registering the strong growth in
BFIs until FY2012. The Nepal Rastra Bank (NRB)
stopped issuing new license for the BFI in FY2012
and since then encouraging consolidation among the
BFIs through several regulatory relaxation and tax
benefits. The process of merger between the BFIs
gathered speed after the NRB rolled out higher paid-
up capital requirement in July/August 2015.

Due to COVID-19, borrowers and businesses face job
losses, slowed sales, and BFIs experienced declining
profits as the virus continues to spread throughout
the country. Customers are seeking financial relief,
and NRB is encouraging BFIs to help them. In
addition to managing the direct economic impact of
the coronavirus, BFIs came up with plan to protect
employees and customers from its spread. Many BFIs
encouraged remote working of some employees.
Customers are provided with a way to conduct
financial transactions without physical interaction.
By implementing completely digitized and remote
customer transactions, BFIs tried to ensure that both
everyday and exceptional processes would be carried
out with limited disruption.

Prior to Covid-19, the Nepalese BFIs were already
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evolving digital technology at a rapid pace, driven
by changing customer expectations, heightened
competitions from incumbents and new entrants, and
evolving regulations and advancement in technology.
Despite these trends, customer’s willingness to adopt
and BFIs’ willingness to invest in digitization of
transaction remained primary concern across players,
and markets.

In a matter of weeks, COVID-19 has forced radical
changes in customer behavior, moved significant
portions of the economy on-line, and increased
customers' comfort and willingness to engage
digitally. Moreover, for many BFIs, COVID-19 has
unlocked hidden potential, stripping away many
of the barriers that they traditionally face in digital
promise.

Government Responses to Covid-19

The GON has been responding to mitigate the adverse
effects of COVID-19 through various monetary and
fiscal measures to reduce or control the further spread
of the virus and cushioning the effect of lockdown
on people and businesses. In the current budget for
the Fiscal Year 2020/21, the GON has allocated 32
percent additional budget for the health sector. Of
these, NRs. 6 billion has been allocated to address the
health sector needs due to COVID-19. The budget
also provides for free insurance of NPR 0.5 million
to all the health care workers. GON has also allocated
budget with an objective to create about 6,00,000
additional employments through the Prime Minister
Employment Program, like skill based training, small
farmers credit, and Youth and Small Entrepreneur Self
Employment. The budget has also made provisions
for the industries affected by COVID-19 such as
tourism, agriculture and, cottage and small-scale
enterprises (Raut 2020). This includes exemption in
income tax, VAT and custom duties.

NRB came up with policies to inject more liquidity
into the financial system by using various monetary
instruments. Some of these instruments are: lowering
cash reserve ratio and reducing interest on standard
liquidity facility rate, relaxing requirement of
building counter-cyclical capital buffer, increased
size of refinance fund, etc. Likewise, the NRB also
instructed BFIs to accept deferments of the loan
repayment by the borrowers and extend need-based
working capital loan to the affected business sectors
on easy terms (Raut 2020).

Growth of Digital Banking and Paradigm Shift
in Bank and Financial Sector During Covid-19
Crisis

In this lockdown period of COVID-19 pandemic,
Nepalese BFIs launched the service of opening
bank accounts online and filling up e-KYC.
Meanwhile, NRB increased the transaction limit bar
for digital payments encouraging people to carry
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out digital transactions. About 0.8 million mobile
banking customers were added in the first three
months of lockdown period (NRB monthly report).
Digital Finance and Digital Nepal Framework and
National Payment Gateway became instrumental
for the growth of digital banking in the aftermath of
COVID-19 crisis in Nepal.

Notable paradigm shift in Nepalese financial market
can be evident on the onset of COVID-19 pandemic.
It has dramatically accelerated the rate of digital
adoption in financial services, causing unprecedented
changes in human behavior and forcing new ways of
working on financial institutions. In general, paradigm
shifts can be seen in areas such as: (i) intensification
and Diversification of digital banking services, (ii)
virtualization of workforce and working culture,
and (iii) digital and contactless payment. Such a
paradigm shift resulting to growth of digital banking
services seems to be accelerating in Nepal mainly
because of (i) availability of smartphones at cheaper
rates, (ii) growth of broadband internet penetration,
(iii) anytime, anywhere banking services, (iv) cost-
effective, faster, and easier banking services, and (v)
increase in ATM and POS services, among others.

Considering the cost efficiency of digital banking
compared to extending services from physical
branches, BFIs are pushing their customers for
digital banking systems. At present promoting
digital banking services has been the focus of all the
Nepalese BFIs. Almost all the banks have released
mobile banking apps. Now customers can perform
the majority of banking transactions from smart-
phone. Digital banking channels have made banking
services faster, easier, convenient and more efficient
which is driving towards expanding the frontier of
the digital banking market.

Transformation on Banks and Financial Sector
after Covid-19

Life for many people has changed beyond recognition
compared with just a few before the start of Covid-19
pandemic and one of the biggest transformations has
been doing electronically what people historically
did more in person. Video conferencing for meetings
and socializing, online shopping, and digital banking
are quite common these days. These are remarkable
changes bringing efficiency and effectiveness on
human daily life but the question is how much of
these changes will continue and sustain. To put it in a
simple way, if COVID was to end overnight, would
old patterns of behavior return or would new habits
become permanent?

For the BFI sector, the answer is probably more




towards permanent change, continuity and
sustainability. There has been a lot of news coverage
highlighting how COVID has driven established BFIs
to accelerate their digital programmes. Usually BFIs
prioritized enabling customers to complete the most
common service journeys remotely, such as resetting
PINs, paying for groceries and utility bills and filling
in forms electronically. This is the testimony that
pandemic hastened the digital economy and led to
notable transformation of the BFIs operation.

There are both opportunities and challenges of
the COVID-19 on the BFIs sector. With internet
penetration rate over 72%, Nepal is well positioned
to benefit from digital financial service (DFS).
Digital banking solutions consisting of mobile
banking, Internet banking, mobile wallets, etc. have
potential to address challenges such as difficulties
accessing banks and the high cost of services.
Development of the DFS ecosystem is integral to
driving all aspects of the economy. Digital banking
can serve the customers who don’t have access to
physical branches. Despite, the BFIs are confronted
with unprecedented challenges such as credit risk,
retention of digital clients, cyber threats, business
continuity, crisis management and shift in innovation
from “nice to have” to “must have”. The way BFIs
address these challenges will determine their role
in, and contribution to, mitigating the effects of
the current crisis. Further, post covid operation of
BFIs could be visualized to be increase in digital
banking, notable change in role and functions of BFI
branches and accelerated regulatory collaboration on
digitization.

Conclusions

Nepalese BFIs are monitoring and dealing with the
effects of the COVID-19 pandemic. Through an
understanding of the immediate challenges to society
and economies, and the long-term impact on the
interconnected financial system, BFIs are using their
expertise to help themselves and their customers to
make good decisions to operate during Covid-19
and ensure resilience on post Covid-19. Digital
banking is one of the strategies adopted by the BFIs
which will bring major transformation in traditional
banking dominated Nepalese financial ecosystem.
Transformation is potentially seen on intensification
and diversification of digital banking services,
virtualization of workforce and working culture, and
digital and contactless payment and institutional re-
engineering in these fronts in BFI sector.

Both the monetary policy and fiscal policy of 2077/78
has stressed digital banking and electronic payments
and commitment to make the country digital with
various initiatives like expansion of digital banking,
National Payment Gateway, online tax payment
service, implementation of Digital Nepal Framework,
etc. The current way of adoption of digital banking
services in Nepal is appreciable. Stakeholders
engaged in digital ecosystem are committed to work
together to develop the digital financial ecosystem.
Customers have felt the transformation on Nepalese
banking and financial sector. Digital banking can be
a game changer in Nepalese BFI sector, which will
potentially alter the way things are done in the sector
as a whole.
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Impact of Covid on Banks
and Financial Institutions

I Mukunda Kumar Chhetri* .

Introduction

Since its first outbreak during December 2019,
COVID pandemic has been highly exerting impact
upon the lives of people. People have not been able
to get back to their old lives due its severe impact,
not just on health but also on daily businesses,
transportation and so on. Flow of funds and liquidity
has been highly impacted by the lockdown that was
imposed on Chait 2076. The severity of lockdown
can be contemplated by the fact that odd even rule
onvehicleswas finally lifted on Poush 2077.

Due to ongoing and prospective impact on economy,
Nepal Rastra Bank has put various sectors into
three categories on the basis of the level of impact
caused by Covid — highly-affected, semi-affected
and least-affected. Banks and financial institutions
have their income highly dependent upon the interest
received from borrowers. As such borrowings are
financed from the deposits of customers, banks and
financial institutions have to pay the cost of interest

2076 Poush
2,731 Billion
3,060 Billion

Particulars
Total Loans and Advances

Total Deposit

Net Liquid Assets 2521 %
Total Capital 469 Billion
Capital Adequacy Ratio 13.69 %
Non Performing Loan Ratio 1.69 %

on depositors. The payment to depositors has to be
made on time, while interest to be received from
various borrowings could take time- particularly
due to lockdown and forbearances allowed by Nepal
Rastra Bank. This phenomenon has led banking
sector vulnerable to risk.

Impact on BFIs

Like human health status is measured by various vital
signs like- pulse rate, oxygen level, blood pressure
and so on, bank's financial condition are analyzed by
various indicators like- non performing loan ratio,
capital adequacy ratio, net liquid assets and so on.
We can now look at pre-covid indicators and current
indicators to look at where we could be heading and
if there are any interventions required on the financial
health of banks and financial institutions.

Following are the key indicators of banks and
financial institutions as on 2076 Poush (pre-covid)
and 2077 Asoj (latest quarter):

2076 Chait
2,844 Billion
3,188 Billion

2077 Asar
2,903 Billion
3,489 Billion

2077 Ashoj
3,030 Billion
3,655 Billion

24.65 % 29.83 % 29.65 %
476 Billion 506 Billion 526 Billion
13.34 % 14.01 % 13.95 %
1.82 % 1.81 % 1.63 %

Similarly, following were the key indicators of banks and financial institutions in the correspondingdatesof

previous year.

Particulars 2075 Poush
Total Loans and Advances 2,376 Billion
Deposit 2,656 Billion
Net Liquid Assets 25.26 %
Total Capital 404 Billion
Capital Adequacy Ratio 13.54 %
Non Performing Loan Ratio 1.60 %

* Executive Director, Nepal Rastra Bank

2075 Chait 2076 Asar 2076 Ashoj
2,441 Billion 2,497 Billion 2,629 Billion
2,716 Billion 2,878 Billion 2,974 Billion
25.24 % 27.47 % 25.76 %

417 Billion 442 Billion 461 Billion
13.52 % 13.96 % 13.91 %
1.67 % 2.41 % 1.61 %
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Total Loans and Advances

The growth of loans and advances for pre-covid
and recent period is10.95% (from 2.73 trillion to 3
trillion). The growth was 10.65% (2.38 trillion to
2.63 trillion) in the corresponding dates of previous
year. This shows that there has not been much impact
on loans and advances as expected due to covid.
This phenomenon could be due to the fact that banks
and financial institutions were promoted to provide
additional working capital loans upto 20% for
operational costs. Similarly, interest rates on loans
have been reduced which promoted further growth
of loans during covid impacted period- easing loan
availability and pushing growth similar to previous
period.

Deposits
The growth of deposits for pre- covid and recent

period is 19.44% (from 3 trillion to 3.6 trillion).
However, the growth was 11.97% (2.66 trillion to
2.97 trillion) in the corresponding dates of previous
year. Unlike loans and advances, growth of total
deposits is quite different in the two comparative
periods. Higher growth during the lockdown period
could be attributed to the low mobility of funds. Due
to stagnant economy for a longer period of time,
increase in deposits, particularly fixed deposits, were
seen.

Net Liquid Assets

Net liquid assets has been hovering between 25
and 30. It was similar in the past year too. Further,
various measures applied by the central bank like
reverse repo agreements and change in computation
of CCD ratio have helped ease the liquidity situation
in the market.

Total Capital
Capital has been on an increasing trend and has not

been affected much. Fair growth of 10 to 15 percent
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has been seen on the capital on year on year basis.

Capital Adequacy Ratio

Banks have been adequately capitalized. Covid-19
period has not seen much change in impact of
capital. Regulatory requiredcapital of 11% had been
regularly met by banks and financial institutions. Due
to Covid-19, the proposed Countercyclical buffer
(CCB) of 2% was removed. Even if it had been
continued, banks and financial institutions could
have been seen to comply with the requirements.
This has further eased the operations of the banks
and removed the additional burden of countercyclical
buffer for the time being.

Non Performing Loan Ratio
NPL ratio has been more or less constant over the

years. This has been the case particularly due to
various forbearances allowed to banks and financial
institutions. However, categorization on Watchlist
category, which does not fall under non performing
loan, has increased due to the amendments allowed.

Days ahead

The situation of banks and financial institutions on
key indicators is not as annoying as expected or
comparatively that of other counterparts of the world.
Nepal Rastra Bank has been diligently looking after
the situation of banks and financial institutions. As
the lockdown has been lifted off and there are not
much hurdles on operation of business as in the past,
it is expected that the situation of banks and financial
institutions will get better. The only concern to be
heededare the loans that have been provided with
deferrals and forbearance. And to address that too,
refinance limit has been increased to 2 trillion. Unless
some unforeseeable events occur and new strain of
coronavirus impacts much, we can expect that banks
and financial institutions will recover and soon thrive.
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Abstracts

This paper attempts to examine the influence of corporate social responsibility practices on customer
satisfaction. Data has been collected through structured questionnaire from 365 respondents of different six
sectors (banking, manufacturing, insurance, telecommunication, internet providers, and hotels). Descriptive
and casual comparative research design have been used to achieve the objectives and descriptive as well as
multiple regression models to analyze the data. It is observed that, relationship with community is the major
area of social responsibility and to promote corporate image is the main reason that drive the company to adopt
CSR practices. It is also deduced that all independent variables have positive and significant relationship with
customer satisfaction in Nepalese enterprises.
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Introduction

For last few decades, customer satisfaction has been
a major researchable issue for practitioners and
academicians. Prior researches have linked customer
satisfaction with different predictors. Among them,
the issue of corporate social responsibilities (CSR) is
an important factor that affects customer satisfaction.
Customers of a company judge the CSR activities as
they relate to their own interests. Endacott (2003)
revealed consumers’ evaluations of global firms’
philanthropy varies across country and culture.
Wood (1991) is found to discuss three principles of
corporate behaviors and outcomes: legitimacy, public
responsibility and managerial discretion. Different
researches show that awareness on CSR policies
and practices has a positive impact on consumers’
evaluations of product attributes and attitudes toward
the organization. Similarly, CSR practices positively
influence the organization’s corporate reputation and
customer loyalty. According to Wang (2020) CSR
has a positive effect on customer satisfaction and Al-
Ghamdi and Bedawi (2019) stated that CSR activities
have a strong and positive impact on customer
satisfaction and loyalty. McDonald and Rundle-
Thiele (2008) concluded many enterprises have been
spending millions and billions of amounts on CSR
activities in order to build a stronger relationship with
their stakeholders, especially, customers. Creyer and
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Ross (1996) examined that cause-related marketing
is less effective than employee volunteerism.

Likewise, Noamene and Elouadi (2015) observed that
philanthropic responsibility is the most influential
factor followed by legal responsibility and then
economic and ethical responsibilities. Additionally,
Wu and Lin (2014) revealed economic and ethical
factors have positive and significant relationship with
brand trust and brand satisfaction. Further, Lee (2018)
observed a positive effect of legal and economic
corporate social responsibility on customer loyalty
and a partial mediating effect of customer satisfaction
between corporate social responsibility and customer
loyalty. However, Ali et al. (2010) concluded that
customers pay more attention to pricing strategy
than CSR activities. Further, literatures revealed that
environmental contribution had a positive effect on
customer satisfaction (Jermsittiparserta et al., 2019;
Anastasiou, 2015; Kumari et al., 2013; Moynihan, et
al., 2002).

Nowadays, CSR is becoming popular in Nepal.
Nepalese enterprises have started considering
on giving back to foster their image. Upadhyay-
Dhungel and Dhungel (2013) stated that the
most commonly reported CSR activities involve
education, training, donations to different non-
profit making organizations etc. and suggested that
uniform standards and framework for reporting of
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CSR activities should be developed which could
be applied with other banks and industries and with
international levels. Similarly, Nepalese managers
consider philanthropy, for example, donations and
occasional charitable activities, as the means of CSR
(Adhikari, 2013). Moreover, research has been done
concerning the effect of CSR on customer satisfaction
in western context, however, limited research has
been conducted in the context of Nepal. Hence, this
study is an additional attempt to elucidate the context
of CSR in Nepal.

Conceptual Framework

The conceptualization of CSR is based on the
theoretical framework developed by Carroll (1911)
where four dimensions (economic, legal, ethical,
and philanthropic) of CSR were proposed. However,
two more dimensions were then added to Carroll’s
framework and that is customer-centric CSR and
environmental CSR. In this conceptual framework,
customer satisfaction is a function of six CSR
elements namely economic CSR, legal CSR, ethical
CSR, philanthropic CSR, customer-centric CSR
and environmental CSR. How these six elements of
CSR affect customer satisfaction is examined in this
paper. The conceptual framework of this research
is illustrated below showing the relationship of
customer satisfaction with every CSR elements for
identifying which elements have high impact on
customer satisfaction in Nepalese enterprises.

Figure 1. Schematic Diagram of influence of CSR
practices on Nepalese enterprises

Dependent variable Independent variables

Economic CSR
Legal CSR

Customer ‘i:::::::i:i Ethical CSR

Satisfaction

s Philanthropic CSR
Customer-centric CSR
Environmental CSR
Research hypotheses

This study set the following alternative hypotheses:

H: There is a significant positive relationship
between legal CSR and customer satisfaction.

H,: There is a significant positive relationship
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between economic CSR and customer satisfaction.

H,: There is a significant positive relationship
between ethical CSR and customer satisfaction.

H,: There is a significant positive relationship between
philanthropic CSR and customer satisfaction.

H.: There is a significant positive relationship between
customer-centric CSR and customer satisfaction.

H,: There is a significant positive relationship between
environmental CSR and customer satisfaction.

Methodology

Descriptive research design was used to accumulate
the facts to involve the systematic collection and
presentation of data and give a clear picture of
the fundamental issues associated with various
CSR dimensions affecting customer satisfaction.
Casual comparative research design was also used
to determine the consequences of differences that
already existed between the variables and the
relationship between dependent variable (customer
satisfaction) and independent variables (economic
CSR, legal CSR, ethical CSR, philanthropy CSR,
customer-centric CSR, environmental CSR). A
Structured questionnaire was distributed to 450
respondents but only 365 usable responses of different
six sectors (banking, manufacturing, insurance,
telecommunication, internet providers, and hotels)
were used to obtain respondent related information
through tick mark questions, ranking questions and
five point Likert scale questions (1strongly agree
to 5 strongly disagree). The relationship between
dependent and independent variables were analyzed
through econometric model. The model was:

Model

CS=a+ B,ECO + B,LE + B,ETH + B,PH + B,CC +
B.EN + €&

Where, CS = Customer Satisfaction, ECO =Economic
CSR, LE = Legal CSR, ETH =FEthical CSR, PH =
Philanthropic CSR, CC = Customer-Centric CSR,
EN= Environmental CSR, o = Intercept, & = error
term, and B, B, B, B, B, and B are the beta coefficients
of the explanatory variables to be estimated.

Data Analysis
Responses related to ranking questions

Areas of social responsibility

Respondents were requested to rank the areas of
social responsibility to be focused more by Nepalese
enterprises. It showed relationship with community
in the first rank with a mean score of 2.51, followed
by relationship with clients and suppliers with a mean



score of 2.92, and environmental protection was
placed in the third rank with a mean score of 2.99.
Similarly, policy towards employees and governance
and dialogue with the stakeholders occupied the
fourth and the fifth ranks with a mean score of 3.11
and 3.49 respectively.

Reasons that move the company to adopt CSR
practices

Regarding the reasons that move the company to
adopt CSR practices as per its importance, most of
the respondents placed ‘to promote corporate image’
in the first rank with a mean score of 2.53 followed
by ‘commercial advantages to new markets’ with a
mean score of 2.95. Similarly, ‘benefit in relationship
with finance institutions and community’ was placed
third with a mean score of 3.37 whereas ‘increase
of efficiency’ with a mean score of 3.79 occupied
fourth rank. ‘Pressure from consumer association
and media’ with a mean score of 4.11 and ‘greater
employee satisfaction” with a mean score of 4.51
were, respectively, the last two in the rank.

CSR practices playing a major role in customer
satisfaction

While asking respondents about the different
dimensions of CSR practices that played a major
role in customer satisfaction, most of them ranked
customer-centric CSR the first with a mean score of
2.63 and ethical CSR the second with a mean score
of 2.98. The mean score for environmental CSR was
placed the third with a mean score of 3.23. Similarly,
economic CSR with mean score of 3.64 and legal
CSR with a mean score of 4.03 were ranked fourth
and fifth. Likewise, philanthropic CSR with a mean
score of 4.72 was given least priority and ranked the
sixth.

Descriptive statistics

Mean value of the economic CSR ranged from
minimum value of 1.61 to maximum value of 2.04
and weighted average was 1.82 that proves economic
CSR practices has been executed properly and

Measurement of Relationship

Table 1: Pearson’s correlation matrix

Mean value S.D. ECO LE

ECO 1.82 0.59167 1

LE 231 0.86317 0.408 1
ETH 237 0.80312 0.291 0.531
PH 2.58 0.88103 0.109 0.332
cC 2.45 0.94121 0.342 0.381
EN 2.97 0.96115 0.110 0.390
CS 2.53 0.77302 0.309 0.562
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Nepalese enterprises are more focused on increasing
their customer satisfaction level through enhancing
the economic CSR practices. Similarly, mean value
of legal CSR ranged from minimum value of 2.11 to
maximum value of 2.50 and weighted average was
2.31 which states the legal CSR practices has been
executed properly and enterprises are more focused
on increasing their customer satisfaction level
through enhancing it. Likewise, mean value of ethical
CSR practices ranged from minimum value of 2.22 to
maximum value of 2.52 and weighted average was
2.37 which indicates that the ethical CSR practices
has been executed properly and enterprises are
more focused on increasing their level of customer
satisfaction through enhancing the ethical CSR
practices.

Furthermore, mean value of the philanthropic CSR
practices ranged from minimum value of 2.49 to
maximum value of 2.69 and weighted average was
2.58 that shows it has been executed properly and
enterprises are more focused on increasing their
customer satisfaction level through enhancing the
philanthropic CSR practices. Likewise, mean value
of the customer-centric CSR practices ranges from
2.23 to maximum value of 2.58 and weighted average
was 2.45 that reveals the customer-centric CSR
practices has been executed properly and enterprises
are more focused on increasing their customer
satisfaction level through enhancing the customer-
centric CSR practices. Additionally, mean value of
environmental CSR ranged from minimum value
of 2.61 to maximum value of 3.31 and weighted
average was 2.97 that states the environmental CSR
practices has been executed properly and is focused
on increasing their customer satisfaction level
through enhancing the environmental CSR practices.
Moreover, mean value of the customer satisfaction
ranged from minimum value of 2.41 to maximum
value of 2.63 and weighted average was 2.53 that
indicates the customer satisfaction plays important
role for Nepalese enterprises and they must focus on
CSR practices.

ETH PH CcC EN CS
1

0.221 1

0.611 0.222 1

0.438 0.578 0.378 1

0.649 0.294 0.619 0.441 1
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The results in table 1 show customer satisfaction
positively correlated with all independent variables
which indicate that if Nepalese enterprises adopt the
CSR practices, the level of customer satisfaction can
be increased.

Table 2: Regression Results

This table presents the regression results using the
regression model: CS = o+ B ECO + B, LE + B ETH

+pB,PH + B.CC + BEN + & Where, CS = Customer
Satisfaction, ECO =Economic CSR, LE = Legal CSR,
ETH =Ethical CSR, PH = Philanthropic CSR, CC =
Customer-Centric CSR, EN= Environmental CSR, o
= Intercept, & = error term, and B, B, B, B, B;and f;
are the beta coefficients of the explanatory variables
to be estimated. The reported results also include the
values of F-statistics (F), Adjusted R’ and standard
error of estimates (SEE).

Model Constant Regression Coefficient of Adj. R? SE F
ECO LE ETH PH CC EN

1 1.79 0.411 .098 0.815 11.432
(7.66)***  (3.252)%**

2 1.401 0.499 287 0.645 45.367
(7.682)%* (6.669)%**

3 1.03 0.638 398 0.605 73.517
(5.611)*** (8.541)***

4 1.877 0.257 .078 0.741 9.345
(7.959)%** (2.981)***

5 1.338 0.504 0.412 0.709 60.311
(8.031)%** (7.738)%**

6 1.496 0.363 0.243 0.716 23.879
(6.677)%** (4.901)***

7 1.248 0.132 0.461 0.298 0.703 23315
(5.438)**%*%  (1.122)  (5.648)***

8 0.812 0.177 0.603 0.511 0.604 39.831
(3.370)**  (1.732) (7.775)%**

9 1.287 0.38 0.232 0.202 0.695 9.387
(4.301)***  (3.028)*** (2.748)***

10 1.152 0.152 0.471 0.402 0.588 31.103
(5.26)=**  (1.357) (6.832)%**

Notes:

i) Figures in parentheses are t-values.

il) * * *denotes that the results are significant at
1% level of significance.

iii) * * denotes that the results are significant at 5%
level of significance.

iv) Customer satisfaction as dependent variable.

The table 2 reveals that beta coefficient for economic
CSR practices is positive with customer satisfaction
that indicates higher the economic CSR practices,
higher the customer satisfaction. The study also
supports that beta coefficient for legal CSR practices
is positive and significant for customer satisfaction
that states higher the legal CSR practices, higher
the customer satisfaction. Similarly, it is observed
that the beta coefficient for ethical CSR practices is
positive and significant with customer satisfaction
which shows higher the ethical CSR practices,

higher the customer satisfaction level. Likewise, the
beta coefficient for philanthropic CSR practices is
positive and significant with customer satisfaction
that proves higher the philanthropic CSR practices,
higher the customer satisfaction level. Further,
positive and significant beta coefficient for customer-
centric CSR practices and environmental CSR
practices with customer satisfaction reveals that
higher the customer-centric CSR and environmental
CSR, higher the customer satisfaction.

On the basis of the results shown in table 2, economic
CSR, legal CSR, ethical CSR, philanthropic CSR,
customer-centric CSR and environmental CSR
have significant and positive relation with customer
satisfaction, which supports Hl(legal CSR is
positively related with customer satisfaction), H2
(economic CSR is positively related with customer
satisfaction), H3 (ethical CSR is positively related
with customer satisfaction) H4 (philanthropic CSR



is positively related with customer satisfaction),
HS5(customer-centric CSR is positively related with
customer satisfaction) and H6 (environmental CSR is
positively related with customer satisfaction).

Conclusion

It is observed that relationship with community and
relationship with clients and suppliers are the major
areas of social responsibility whereas promoting
corporate image is the main driver behind the
company to adopt CSR practices. Similarly, customer
centric CSR practices play a major role in customer
satisfaction. It is also concluded that the economic
CSR, legal CSR, ethical CSR, philanthropic CSR,
customer-centric CSR and environmental CSR have
positive and significant relationship with customer
satisfaction in Nepalese enterprises.
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Infrastructure — Driver of Growth and Prosperity

Infrastructure development has been considered as a
major driver of growth and prosperity in any socio-
economic context. The growth in infrastructure
developments has a direct relationship with the
growth in GDP, employment generation and poverty
reduction. Infrastructures development helps ensure
economic development of the country and improve
living standard of the people through sustainable
and environment-friendly investments. Good
infrastructure not only increases productivity but
also reduces the cost of production. The creation
and expansion of good infrastructure stimulate
investment in real sector. The role of infrastructure
in development remains undisputable. Energy, Water,
Irrigation, Sanitation and Transport are important to
reach a minimum standard of living. Infrastructure
touches every aspect of growth and shows the future
of the country.

Infrastructure Gap — Nepalese Context

Many studies and reports have shown huge gap in
infrastructure developments of Nepal. According to
World Bank report, the country requires to invest
around 10-12% of GDP in infrastructure development
to meet double digit growth in GDP and SDG goals
by 2030 BS. At present, in total, around 5% of GDP
is mobilized through government expenditure and
financial institutions in infrastructure development
resulting in still above 50% gap (around 5-7%)
annually. The nominal GDP of Nepal is around 32
billion USD, it means investment in infrastructure gap
seems around 3.2 billion USD to 3.8 billion USD per
annum. For many years, Nepal has set aside less than
3% of its GDP for Infrastructure. For Nepal to achieve
double digit growth, the investment in Infrastructure
needs to be increased sharply by 8-12% of GDP or as
much as 3.5 Billion USD annually. This gap can be
fulfilled either by increasing the investment by the
Government of Nepal or attracting FDI and private
capital for investment in infrastructure. Recently,
governments have taken many initiatives to encourage
private investments in infrastructure to bridge the
infrastructure gap. Private sector participation can
bring not only additional capital but also end-user
benefits from a more competitive environment in the
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Role of Pension and Life Insurance
Fund in Infrastructure Investment:

form of lower costs along with the use of the private
sector’s technological and managerial competences
in the public interest.

We have experienced that government alone cannot
build infrastructure due to constraints in funding,
technology, capacity and bureaucratic hurdles. Past
experiences also show that government funded large
projects have suffered from cost overrun, time overrun
in implementation and often have been a political
dilemma effecting the infrastructure development
decisions. This suggests that involvement of private
sector either by innovations in PPP model (VGF/
HAM) or BOOT or any other form of association,
as has been the case in the global market, would
pave a way out for strengthening the infra space
development. Hence the investing in infrastructure
has become a major challenge in Nepal due to lack of
long-term capital.

Unlocking the Gap — Role of Institutional Investors
(Pension Fund and Life Insurances)

The role of long-term fund holders like; pension
fund and life insurance fund are very important
for unlocking infrastructure investment gap in any
country. Normally this type of fund holders have
long term liabilities around 15 to 20 years and their
funds are being invested in short term assets, say for
2-5 years fixed income placement. A huge Assets and
Liabilities mismatch is the critical factor for them if
we analyze their balance sheet deeply. In the context
of Nepal, Employee Provident Fund (EPF), Citizen
Investment Trust (CIT), Social Security Fund (SSF),
Life Insurance Companies, Re-insurance company,
Army Welfare Fund, Policy Welfare Fund and many
other institutional investors having billions of rupees,
which are the major sources for long term investment
especially in infrastructure development due to their
liabilities, are of long-term nature. Those types of
fund can meet the infrastructure investment gap
to some extent. However, to fulfill the infra gap as
we mentioned above in real term, we have to bring
foreign investment anyhow. Institutional investors
have traditionally invested in infrastructure through
listed companies and fixed income instruments.
Only in the last two decades have investors started
to recognize infrastructure as a distinct asset class.



Since listed infrastructure tends to move in line with
broader market trends, it is a commonly held view that
investing in unlisted infrastructure, although illiquid,
can be beneficial to ensure proper diversification. In
principle, the long-term investment horizon of pension
funds, life insurance companies and other institutional
investors should make them natural investors in less
liquid, long-term assets such as infrastructure, often
included in the alternative investments part of the
portfolios. Infrastructure investments are attractive
to institutional investors such as pension funds as
they can assist with liability driven investments and
provide duration hedging. Investing in infrastructure
shall enable these types of entities to match their asset
and liability with less pricing risk as the fixed pricing
is generally preferred in infrastructure financing.
These investments are expected to generate attractive
yields in excess of those obtained in the fixed-
income market (like investment in fixed deposits and
other debt instruments) but with potentially higher
volatility. Presently, the pension funds and insurance
companies are mostly investing in fixed deposits of the
banks with lesser maturity period which is naturally
exposing them to re-pricing risks and requirement
of the active portfolio management which is not the
core competencies of these types of institutions. The
accepted practice has to be locking the asset tenure
with liability in long-terms. Infrastructure projects
are long-term investments that could match the long
duration of pension/insurance liabilities. In addition,
infrastructure assets linked to inflation could hedge
pension/insurance funds’ liability sensibility to
increasing inflation. Despite increased interest from
investors in infrastructure, there is little evidence on
the actual investment ultimately flowing to the sector.
National statistical agencies do not currently collect
separate data on these investments which has resulted
in narrowed information view to policy makers’
attention on Institutional investors (such as pension
funds, insurance companies and sovereign wealth
funds) investment in infrastructure.

Way forward

Although it is growing gradually, institutional
investment (especially from pension funds and
insurance companies) in infrastructure is still limited.
Clearly, different countries are having different
experiences/policies/practices of  on-boarding
institutional investors (especially pension funds and
insurance companies) in infrastructure. Learning from
best practices, following can be considered as way
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forward to crowding-in investment in infrastructure
from these sectors:

» The broad range of indirect instruments (Equity
Funds, Sectoral Bonds, Debt Funds, Municipal
Bonds) can be issued by PPP projects / BFIs
to route the capital from pension funds and
insurance companies.

» The country has now specialized institutions like:
Investment Board, Hydroelectricity Investment
and Development Company Ltd. (HIDCL),
Infrastructure Developments Banks. Leveraging
the policy to mandate pension funds, insurance
companies to investment in deposit and debt
instruments issued by these institutions and
counting those investment as investment in
priority sector shall create big head room to route
large quantum of capital in infrastructure.

» The more and more government bonds have to
be earmarked to infrastructure where insurance
companies and pension fund have to invest in
given percentage.

» Incentive to commercial funds (mainly in the
form of private equity funds, Debt fund, mutual
funds or listed investment trusts) shall help funds
to provide sweeteners to pension funds/insurance
companies over the traditional investment
instruments.

» Some funds are sponsored by governments,
national agencies, or MDBs, and often, there is a
combined public and private involvement.

» The main focus of infrastructure investing has
been on the equity side although the interest in debt
is growing. The co-investing from government,
pension fund, insurance companies to supply
both equity and debt in regulated greenfield and
brownfield PPP projects like energy will largely
unlock the supply of capital. Monetizing and re-
financing operating assets in regulated sectors
can be stepping stone to re-supply the existing
locked capital from BFIs into greenfield projects.

At last we can say that infrastructure investment
is long term investment that seems to be a natural
fit with the long-term liabilities of many pension
and life insurance funds. Hence pension fund and
life insurance companies must invest their funds in
Infra basket to match their assets and liabilities and
for development of infrastructure projects in the
country for their own benefits as well as the country’s
economic growth and more employment generation.
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Crisis Management is the process by which an
organization deals with a major event that threatens to
harm the organization, its stakeholders or the general
public. The study of Crisis Management started with
the large scale industrial and environmental disasters
in 1980s. Examples include Bhopal Gas disaster,
Chernobyl incident, Pepsi's syringes case in 1993 and
others.

Three elements are common to a crisis (a) a threat to
the organization (b) the element of surprise, and (c) a
short decision time.

In contrast to risk management, which involves
assessing potential threat and finding the best way
to avoid those threats, crisis management involves
dealing with threats before, during and after they
have occurred. It is the discipline within the broader
context of management consisting of skills and
techniques required to identify, assess, understand
and cope with a serious situation, especially from
the moment it first occurs to the point that recovery
procedures starts.

Crisis Management is the situation based management
system that includes clear role and responsibilities
and process related to organizational requirement.
The response should include action in the following
areas: crisis prevention, crisis assessment, Ccrisis
handling and crisis termination. The aim of crisis
management is to be well prepared for crisis, ensure
a rapid and adequate response to crisis, maintaining
clear line of reporting and communication in the event
of crisis and agreeing rules for crisis termination.

Types of crisis

1.Natural disaster.

2.Technological Crisis.

3.Conforntation.

4.Workplace violence.

5.Terrorist attack.

6.Rumors.

7.0rganizational Misdeeds

8.Malevolence

Crisis Management Process:The following process

Crisis Management in Banks

— a N Keshav Prasad Lamsal* |1 —

should be followed while managing any crisis.

1. Have a plan: Contingency Plan and Business
Continuity Plan.

2. Identify a spokesperson.

3. Be honest and open.

4. Keep employee informed.

5. Communicate with customers and suppliers.

6. Update early and often.

All organizations face different types of crises,
including significant accounting and financial fraud,
allegations over a range of matters, such as abuse
and misconduct by senior executives, discrimination
claims, hacking of sensitive customer information,
mistreatment or defrauding of customers and clients.
For banking organizations, these issues can be even
more serious than that of other institutions because
of the involvement ofdifferent stakeholders and
regulators in banking business.

The skills needed to successfully manage particular
crises will vary from one organization to another
depending on the nature of business and prevailing
internal and external situations. This article tries
to review key considerations for crisis response in
banks and financial institutions as banking business,
and even its existence, depends on public trust.

Regulatory Expectations and Crisis Management

While crisis management is an important issue for all
companies, the boards of banking organizations face
increased pressure that raises the stakes when a crisis
hits. There can be chain effects of an event of crisis
in one organization to whole banking industry and
it is the duty of central bank to prevent the spread
of negative effect from one organization to whole
industry. The Central bank, as a regulator, expects
the crisis should be resolved and should not recur in
the future.

Role of Trust and Reputation

In addition to regulatory expectations, nearly all crises
can cause a company to lose the trust of its important
customers, clients, and counterparties. This risk is
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even more pronounced for banking organizations,
whose business model and marketing are built in large
part on public trust and important customer and other
relationships. At one level, a banking organization’s
most important task when responding to a crisis is
to avoid a loss of trust and relationships, with not
only its regulators but also its clients, customers, and
counterparties. Erosion of trust and relationships can
cause existential crisis of banks.

Consider a Special Committee

One decision that may be especially important when
apotential crisis arises is whether a special committee
of the board is necessary to investigate and determine
the appropriate response. These types of committees
are established on an if-and-as-needed basis through
board resolutions that provide for their membership,
resources, responsibilities, and authority.

It is important to note that all crisesdo not require
the use of a special committee. They are needed only
when there is suspected internal wrongdoing at a
company’s management level. Even in these cases,
some internal investigations may be handled by the
company’s internal counsel. However, when there
are indications of serious corporate wrongdoing,
it is vital that the board thoughtfully consider
appointing a special independent committee to
handle the investigation. This is especially true when
any corporate executives or directors are alleged to
have participated in any misconduct, the suspected
misconduct relates to financial statements or false or
misleading statements in public disclosures. If the
board determines a special committee is necessary,
several key attributes should be carefully considered.
Following are the key attributes to be considered.

1. The special committee must be
credible:Credibility will be built in a number of
ways. In the end, credibility is the most important
attribute, as it will dictate whether the committee’s
work is viewed as trustworthy by regulators, law
enforcement, and other interested agencies.

2. The special committee should have a mandate
to be comprehensive:It should be given the
authority and resources to fully pursue the
investigation and thoroughly carry out its charge.
It is important that there should not be any
limitations placed on the committee that could
lead regulators, law enforcement, and others to
question the committee’s thoroughness and, as
noted, its credibility in pursuing unbiased answers.

3. The special committee must be independent
and bring objectivity to its task: To meet this
standard, the committee’s members should not
have conflicts of interest with respect to the
bank or the matter being addressed. Otherwise,

[ B sww ussht afiwcea fasmors

the committee’s process and conclusions could
be questioned which would obviate the goal of
forming the committee.

4. The special committee’s process should be well
documented and explained: Credibility requires
that interested parties be able to understand what
the committee considered and how it conducted
its process. This type of transparency adds to
credibility and supports the committee’s role in
providing an objective, independent view of a
sensitive matter.

5. The special committee should work as quickly
as possible: An institution that faces a crisis
generally should respond as promptly as practical.
The committee should have the resources and
authority to move swiftly to conduct its work.

Practical Aspect for Responding to a Crisis

Crises that threaten a company’s brand, reputation,
and even its existence are not new phenomena, but
they have certainly proliferated and unquestionably
move much more quickly as communication
technology has developed. Today’s crisis managers
face incidents of politicization of many issues that
in the past could be managed without the added
attention. Hence, there is a need today to be well
prepared for a potential crisis and to move quickly,
decisively, and thoughtfully when a significant crisis
does occur. The following practical principles may
be useful as basic guidelines to follow in the event a
crisis occurs.

1. Make sure the company has the right crisis
response team:It should include the outside
advisers that it needs. In a crisis, this group
typically will include in-house and outside experts
and representatives from the bank’s investor and
public relations, business operations, government
affairs, treasury, finance, and compliance
divisions. Institutions should take into account the
particular experience and expertise that is needed
to successfully manage the kind of crisis it is
facing. The choice of advisers must not be driven
by familiarity, convenience, and/or cost. Failure
to put in place the right team with appropriate
resources at the outset will have a ripple effect
on the decisions and events that follow, and
may dramatically increase the ultimate costs and
burdens on the company.

2. Keep in mind all of the various party you
need to address during a crisis: The public,
regulators, auditors, the board, shareholders,
employees, analysts, the press, parliament, state
authorities, lenders, customers, counterparties,
vendors, should be communicated properly.
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Formulate a plan for each, including with regard
to the requisite communications.

. Have regulators in mind and communicate
with them: Let them know what has happened,
and make it clear to them and the public that you
are actively addressing the issue. Try to coordinate
your response to regulatory investigations and
align their resolutions if you can. Be careful not
to make statements claiming that no wrongdoing
occurred that canaffect the government’s
investigation.

. Be, and appear to be, promptly responsive to
the crisis: In some cases, this will require the chief
executive to be on-site where the crisis is centered
or at least to speak personally about it. All board
members of a company facing significant crises
should be present and prepared at contentious
annual shareholder meetings. Listen to your
lawyers, but don’t let them impede what you need
to do and say at the outset of a crisis. It is also
important not to overreact or make a statement
about every over-the-top comment or online post.
It is important that neither the CEO nor other
company spokespeople speak publicly about the
potential crisis until the institution has determined
what its message will be. Do your best to control
leaks and careless disclosures by employees.
Listen to the advice of your public relations
consultants to avoid giving legs to a story that
would die quickly on its own.

. Commit to the public and regulators to get to
the bottom of the issue: To determine its root
cause and to engage in the appropriate remediation
to prevent a recurrence, company should show its
strong commitment. However, be careful to avoid
overpromising by pledging to give full, factual
updates by a certain date. The company will need
flexibility with respect to the content and timing
of disclosures. Avoid promising something you
cannot deliver.If continuing customer harm is
involved, make sure that you immediately stop or
correct the problematic practice that continues to
cause or risk harm. In these situations, it is a grave
mistake to perform cost-benefit analysis.

. Speak with one voice on the crisis: Take
responsibility, and apologize early, often,

sincerely, and from the top. It is essential not to
minimize the issue or blame customers or other
parties. Emphasize that you are proactively
figuring out the scope of the problem and will
take appropriate action in response. The principle
that “the customer is always right” must govern.
At the same time, don’t concede legal liability
immediately. There is a crucial distinction between
acknowledging responsibility and conceding
liability.

. Focus on what can be promptly remediated

and quickly develop a plan for longer-term
remediation:The remediation plan should be
discussed with relevant regulators, keeping
in mind their supervisory expectations. Also,
be sure to think beyond what is quantitatively
material. A relatively small number of clients who
experienced harm could present a compelling
story that other clients and the public may view as
important. Keep in mind that the actual customer
harm is not always an indicator of the impact or
significance of the misconduct.

. Take decisive actions with respect to those

allegedly responsible: Make it clear publicly
and internally that you have done so. Think
beyond those directly responsible to consider
those who had oversight responsibilities. If senior
executives or other key employees are implicated
in wrongdoing, do not spare them when meting
out deserved discipline.

10.Focus on running your business: Help your

employees focus on their jobs. One pillar of good
crisis management is to ensure that you continue
to address all of the demands and challenges of
your enterprise that are necessary for its present
and future well-being. Banking organizations’
greatest resources are often their people, and
maintaining company morale during a crisis
should always be a focus and priority. Those
people and their morale are key for maintaining
trust with clients, customers, and counterparties.
Even a significant crisis must not be allowed to
overshadow your day-to-day responsibility to run
the company. You may be in need of insulate part
of your management team in order to effectively
manage the company in the time of crisis.

*kk
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Coronavirus, Digital Banking
and Security
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Abstract:

The coronavirus pandemic continues to shape the way people around the world live their daily lives. The
COVID-19 pandemic has increased the urgency around digital banking transformation in financial services.
As most of the cybercrimes are committed for the sake of financial gains, it is only logical for the banking/
financial sector to be the prime target. This article discusses high-level challenges within the area and detailed
trends of digital banking frauds, the different modes of attacks associated with digital banking such as session
hijacking, cookie hijacking, the man in the middle, etc. It also covers certain best practices to be followed to

keep the payment systems secure.

Keywords: Covid-19, Digital banking, Digital cybersecurity, API, Phishing, Open banking,

The industry has already felt massive effects from the
crisis, with more to come and the banking sector will
be under stress due to high levels of credit losses once
large-scale insolvencies arise between corporates and
households due to the global economic downturn
caused by the coronavirus (COVID-19) crisis (Safe
Systems, 2020). The pandemic continues to shape the
way people around the world live their daily lives.
The Covid-19 pandemic has drastically reshaped
the way banks and financial institutions operate
today. Both social distancing and calls to stay at
home to avoid unnecessary interactions have meant
rethinking how you approach daily tasks, including
managing your money. Banks also face significant
pre-existing threats such as persistently low interest
rates; regulatory changes; and growing competition
from the shadow banks and digital upstarts that were

* Deputy Executive Officer, Rastriya Banijya Bank Ltd.

challenging traditional business models well before
the pandemic and its attendant economic devastation.
In many ways, the Covid-19 pandemic has become
a catalyst for change for financial institutions all
over the world (Marous, 2020). It has presented
banks with an opportunity to make bold changes at
a dramatic pace. Amid the current uncertainty, banks
have encouraged customers to take advantage of
online, mobile and phone banking services in lieu
of branch visits. On the one hand, banks are now
working round the clock to keep their distribution
channels open while adhering to social distancing
guidelines. And on the other, they have been cornered
into performing functions that weren’t originally
designed to be carried out remotely. The impact
of the pandemic has accelerated the adoption of a
broader range of digital banking offerings and shifted
consumers of all ages away from the branch at an
unprecedented pace (Ismail, 2020). What could have
taken years happened in months due to the pandemic.

The COVID-19 pandemic has increased the urgency
around digital banking transformation in financial
services. The pandemic is also pushing people to
try digital technology that has been less frequently
used previously. Possible reasons for the difference in
use may be that digital is the only channel for banks
that have invested more into digital banking tools.
As consumers and businesses have accelerated their
shift to digital options, the importance of integrating
digital and physical delivery capabilities has become
an imperative for success and survival (Ismail,
2020). Trust in digital banking is also on the rise. For
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consumers who reported increasing their use of digital
banking offerings. Banks can no longer afford to think
of digital as an alternative or supplemental channel.
Digital is bank now, and it should expect a significant
increase in digital banking adoption as the situation
continues. The pandemic has strong-armed banks
into fast-forwarding their digital transformation plans
to improve the overall customer experience — better
products, better solutions and better propositions. It’s
about time; banks need to let go of their inhibitions
and use technology as a lever to reinvent and change
their existing business models (Dahlgren, 2020).
Having said that, vulnerable customers also look to
their banks for tangible support during these stressed
times — waiving late fees, reducing minimum
payments, or permission to skip a loan payment.
While mobile and online banking offer convenience,
increased support on mobile banking by banks brings
more risk of cybercrimes. Through all the ambiguity
one thing is clear: digital banking has never been
more important to the bank and to customers. As a
result of the pandemic, the digital channel has become
the primary—or in some cases the sole—channel
for customers to engage in basic banking functions.
Customers now expect banks to maximize digital
interactions and come up with digital alternatives for
their day-to-day banking needs as they are now more
open to trying out a new app than they were before
the COVID-19 pandemic. In post pandemic era, the
world of digital banking changes its way to build a
robust, scalable technology platform focusing the
given components as (Subbanna, 2020):

1. Omni-channel

ii. Modular

iii. Open banking

iv. Intelligence driven banking

Omni-channel: Omni-channel is much more than just
providing multiple ways for customers to transact.
It is about a seamless and consistent interaction
between customers and their financial institutions
across multiple channels.

Modular: In modular banking, the only thing
left in common with the traditional system will
be the bank account itself. The all-encompassing
services will become obsolete, giving way to a
healthier competitive network of providers that a
customer can assemble their supply of.

Open banking: Open banking is also known as “open
bank data.” Open banking is a banking practice
that provides third-party financial service
providers open access to consumer banking,
transaction, and other financial data from banks and
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non-bank financial institutions through the use of
application programming interfaces (APIs).

Intelligence driven banking: This involves the
use of applications based on internal and external
data, powered by Machine Learning and Artificial
Intelligence in real-time. ... Four areas are key
for an “Intelligent Banking” approach: 1) Sales;
2) Experience Center; and internally, 3) Talent
Management; and 4) Resources Planning.

Digital Banking experience will be a game changer
for enhancing customer satisfaction post-COVID.
Providing customers access to self-service capabilities
like digital money movement and online account
opening are essential during this time. Banks need
to take a holistic view and invest across all pillars
of digital banking to retain existing customers and
acquire new ones. But these features are only useful
if the banks are securing those digital interactions
(Kent, 2020). Unfortunately, cybercriminals are
using the fear and uncertainty around the coronavirus
pandemic as an opportunity to cash in. Out-of-band
authentication—commonly known as a one-time
passcode—is a great extra layer of digital security.
This simple method sends a unique passcode to
the customers’ personal mobile device when they
attempt to access their accounts. Using out-of-band
authentication thwarts fraudsters who have access to
stolen credentials while allowing legitimate banking
customers to log into the bank’s mobile and online
banking platforms with ease.

The development of banking into the digital domain
is increasing the quality of user experience, and the
wide use of digital banking, and banks trying to
facilitate faster transactions along with providing
ease of access along with various new forms of fraud
are evolving. So, shifting towards the digital banking
process also leads to an increase in bank fraud.
Banks are trying to facilitate faster payments, which
decreases the time available for identifying fraudulent
and suspicious transactions, which results in financial
crimes and compromises compliance. This presents
a need to increase security and more stringent
regulatory controls to protect the interest of customer
protection. Controls around Data Privacy and third-
party risk are highly necessary to ensure the payment
systems are safe and secure. It’s an unfortunate fact
that fraudsters tend to prey on unexpected events or
challenges (Chavali, 2020). When normality becomes
disrupted, they see an opportunity they can exploit.
Multiple modes exist for a breach to occur and its
exploitation. Tthis manuscript discusses few of the
prominent attacks with the perspective of financial
benefit to the hacker, i.e., even the procurement of a
customer’s financial details such as account number,



username, email, contact number, insurance, or
social security number, etc. can also be considered
as financial gains as this data is generally sold by the
hackers on the dark web. Some of the major security
threats are described below.

i. Phishing

ii. Session Hijacking
iii. Payment Card Fraud
iv. Credential Stuffing

i. Phishing: Most of the hacks happen due to the poor
security awareness among employees and customers
that tend to fall victim to scams called Phishing.

e Spear phishing: Tailor-made phishing
attempts made toward a specific person or
organization is called spear phishing.

e Whaling: Whaling is a development upon
spear-phishing  attacks, targeting senior
executives and other high-profile people such
as people in a managerial position or above in
an organization.

e Clone phishing: Clone phishing is a type
of phishing attack involving extensive
reconnaissance, and the phishing mail is
developed upon that.

e Link manipulation: The method of using
technical deception for a link to appear
belonging to a legitimate organization is
defined as link manipulation.

e Filter evasion: The general evasion method
involves clone phishing or the use of images
instead of text, hence making it harder for anti-
phishing filters to detect them.

e Website forgery: As the name suggests,
when scammers create fake websites that look
exactly like the original or sometimes using
JavaScript commands to alter the address bar
of the malicious website to that of the original.

e Covert redirect: Covert redirect is a more
sophisticated method of phishing attacks that
makes use of a legitimate website but redirects
the user to a malicious website.

e Social engineering: Social engineering
involves social reasons to prompt a person to
click on a malicious link or an attachment.

e Voice phishing: Calls or messages that claim
to be from a bank prompting the users to reveal
their account numbers, PIN, password, etc.

ii. Session Hijacking: Session hijacking, also known
as cookie hijacking, is the exploitation of a computer
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session or session key to obtain unauthorized access
to information from a webpage.

iii. Payment Card Fraud: Payment card fraud, also
known as carding fraud, is a comprehensive term
for fraud committed using payment cards, i.e., both
credit card and debit card.

iv. Credential Stuffing: Credential stuffing implies
the use of stolen credentials and information to gain
unauthorized access to user bank accounts with the
help of large-scale automated login requests.

With the advancement of technology both positive
and negative phenomenon persists. So, the data
security companies and professionals suggest some
mitigation strategies towards securing and managing
the security measures to protect the system. Some of
the mitigation measures will be technical and some
of them are compliance of the industry.

i. Technical mitigation: A broad range of technical
solutions is readily available to detect and prevent
phishing attacks on users, many of which have
proven successful in denying the attacker to obtain
the user’s sensitive information.

e Filtering: The implementation of specialized
spam filters for emails helps reduce the number
of phishing emails from reaching the inboxes.

e Browser alerts: another well-known method
used by tools is to maintain the list of known
phishing sites and to check the requested URLs
against the list.

e Password augmentation: This method is
majorly used by banks for digital banking
transactions, where after authenticating the
transaction password, the banks use another
kind of verification to complete the transaction.

e Multi-factor authentication: This is used by
the banks and their employees to avoid the
effects of Phishing or a malware attack.

ii. Regulatory mitigation: Many legal and regulatory
steps such as Electronic Transaction Act and the
other relevant act and regulations have not only
created strict rule and legal consequences for hackers
but also compelled banks and other organizations
maintaining sensitive and personal information to
be liable and increase the security measures for their
protection.

iii. Prevention of session hijacking: Encrypting the
data traffic between the user and the website using
SSL/TLS that use session keys is widely helpful in
digital banking and other e-commerce services, as it
prevents sniffing of traffic data.
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The customer has to know their bank’s measures to
protect their customer’s data and information (Lake,
2020). Now, the world of banking is transforming
from the traditional brick-and-mortar banking to click
banking. Due to the massive spread of Covid-19,
online banking becomes more relevant in the field of
banking, which directly concern with security. There
are several steps that need to be considered to protect
the customer information.

i. Get to Know Bank’s Security Procedures: Banks
can implement multiple layers of security for online
and mobile banking, including:

e Secure Socket Layer (SSL) encryption

e Automatic logout

e Antivirus and anti-malware programming

e Firewalls and Multi-factor authentication

e Biometric and/or facial recognition technology

ii. Skip Using Public Wi-Fi to Access Online
or Mobile Banking: Using public Wi-Fi can put
the user’s online banking information at risk if the
connection is unsecured. Public Wi-Fi can easily
be hacked in multiple ways, including man-in-
the-middle attacks, in which a scammer is able to
essentially pull the banking information out of virtual
thin air as it’s being transmitted from the user’s device
to the website or app.

iii. Update the Online and Mobile Banking
Passwords: If a user hasn’t updated their passwords
recently, add that to their to-do list. And remember to
make their passwords as unique as possible. These
tips can help:

e C(Create passwords using a combination of
lowercase and uppercase letters, numbers and
symbols.

¢ Don’t assume changing one letter or digit of an
old password is enough.

e Consider using a phrase or acronym instead of
a word.

e Avoid common phrases or number sequences.
e Make passwords a minimum of eight

characters but ideally, choose passwords that
are 15 characters or longer.

iv. Monitor Activity with Banking Alerts: With
banking alerts, the user can get an email or text
notification when there’s new activity on their
accounts. The types of alerts the user can set up
include:

e Transaction alerts for debits and credits above
specified amount

e Failed login attempts
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e Password or personal information updates
e Wire and ACH transfers
e Daily balance tracking

v. Be Cautious About Granting Access to the
Account: Financial apps can make managing money
during a pandemic situation easier. For example,
instead of having to withdraw cash at the ATM to pay
back a friend, the user can use a person-to-person
payment app to send it electronically.

vi. Don’t Fall for Phishing Scams: Phishing scams
can have different aims. Some, like the WHO scam,
attempt to get to click on a link within the body of
the email. When the user clicks the link, the user
unknowingly download malware or tracking software
to their device that allows scammers to steal their
information.
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Some Measures for Commercial
Banks in response to COVID 19

N Dr. Suman Kumar Regmi* |

I. Introduction

Coronavirus (COVID-19) has already left a reflective
impact on people’s lives and the economy. Commercial
Banks have a vital role to play in supporting the global
economy during the crisis, and in facilitating a quick
and sustained recovery afterwards. On top-most of
normal commercial lending, banks have to play a
crucial role in implementing most of the government’s
policies to support Small Medium Enterprises (SMEs)
and Companies.

It can be identified that some measures for banking
and corporate Executives, should take to reform
the flexibility of their businesses and help the
real economy. It can be drawn on real experience
supporting banks on the COVID-19 response in the
world, and on broader crisis management experience
from the financial crisis.

II. An Encounter with COVID 19

COVID- 19 driven travel restrictions and social
distancing have had an immediate and histrionic
impact on the cashflows of many corporate bodies,
Commercial Banks and SMEs, from airlines to
retailers to restaurants. Banks are already being
stunned with requests for credit and must make urgent
and “upset” credit decisions. This flow has to increase
in the coming certain duration as cash reserves run
down and clients look to banks to deliver the hundreds
of billions of lending support that the government
has promised. Near-term bank decisions on how to
respond to clients’ financing needs have to hold a huge
impact on the economic consequences of the crisis,
including whether companies survive and continue to
employ staff.

A “business as normal” style based on largely
manual processes, expert’s judgement and existing
underwriting criteria is not working. It cannot manage
operationally and it cannot be relied on to consistently
distribute the best decisions. Many client requests
have to be activated by rapidly declining revenues
and a poor financial outlook, which would fail normal
underwriting criteria at the first hurdle. Underwriting
criteria have been, therefore, needed to be adjusted to

enable lending to companies that are workable and
should return to health after the effects of COVID-19
degenerates. But banks must not relax criteria so far
that they lend to companies that were unsustainable
before the crisis and would never be able to repay.

I11. Response to the Crisis

In response to the crisis, corporate banks’ management
may need to make difficult decisions that trade-
off doing what is right for clients and society (and
minimizing reputation risk) against protecting the
bank’s balance sheet and medium-term shareholder
returns by structuring and pricing credit exposures for
increased risk.

Getting this trade-off right and making the right
decisions would be difficult. To give themselves
the best chance, it is thought that the management
of corporate banks should have five priorities, each
detailed below.

I11.1. Mobilize a Virtual Discussion

While the circumstances of the COVID-19 response
are unprecedented, lessons can be learned from other
periods of extreme distress. In earlier crises, it was
seen a “Virtual Discussion Forum ”, to play a key
role in dealing with rapidly changing and uncertain
situations. Typically, this is a small and experienced
team at the nerve-center of the organization, steering,
coordinating, adapting and prioritizing work executed
in the normal functions. This team is supported by
a range of other specialist capabilities which, if not
already available, the team is mandated to resource
quickly.

The Virtual Discussion Forum is responsible for setting
and operationalizing the credit strategy in response to
crisis-driven events and works closely with the Exco.
It is typically a multi-disciplinary team, including
representatives of the business, risk, finance, legal and
compliance teams. It has aimed to ensure a consistent
and coherent response across all aspects of the lending
operating model.

The obligations of the Virtual Discussion Forum may
include:

* Former Officiating Executive Director, Trade and Export Promotion Centre
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o Identifying and prioritizing the issues requiring
action, driven by clients, colleagues, regulation
and political or reputational expectations

e Understanding where there is already a Group
position to enable decisions and actions to be
taken

¢ Determining how open issues should be resolved,
either by requesting and securing input from
accountable functions or by mobilizing additional
resources as required

e Coordinating and driving rapid junction across
teams to deliver solutions

e Documenting when, how and why decisions were
taken and implemented

e Identifying what is not working and moving
rapidly to provide a remedy

e Tracking and reporting progress and results.

Many decisions need to be taken on the basis of
imperfect information, meaning the team must draw
on experience and take an “80:20” method. Sometimes
more information may be required before a decision
can be made. But it is important to remember that in
rapidly changing environments even a few days delay
may render decisions irrelevant.

I11.2. Actively Involve with Customers

Helping customers as they direct unprecedented
challenges to the viability of their businesses will be a
unique opportunity to deepen relationships with them.
And failing to do so could be a uniquely effective
way of damaging client relationships and the bank’s
reputation.

Three priorities are seen here. The first is driving
Relationship  Manager (RM) outreach and
feedback. This means creating messages for RMs to
deliver to clients and then systematically capturing
responses as feedback to help inform the decisions of
the Virtual Discussion Forum.

Next opportunity is to help SMEs and mid-market
corporates understand their position. Many lack a
finance department equipped to run cashflow forecasts
and scenarios, and therefore may not have robust
projections on which to base their decisions. Banks
can help their customers forecast cashflows under
different macro scenarios and thereby understand their
funding runway and the timing of mitigating actions.
Some banks are looking to adapt existing cashflow
forecasting tools for this purpose, and a number of
fintech solutions that already exist could also be
adapted for this purpose. Such analytics can also be
used in the bank’s own credit decisioning.

Lending activities of various commercial banks depend
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on the willingness to extend credit to different sectors
of the economy. Nwankwo (2000) stated that credit is
the largest single income -earning asset in the portfolio
of most commercial banks. Similarly, it deploys huge
resources to estimate, monitor and manage the quality
of their loan portfolio. This practice greatly affects the
lending behavior of commercial banks due to the large
resources involved.’

The next-to-next priority should be helping clients
direct the funding and restructuring solutions available
to them. These range from claims for COVID-related
grants through to government lending schemes and
payroll subsidy schemes. Beyond near-term funding,
there will be opportunities to support customers in
restructuring their businesses (e.g., advisory, debt
structure, divestments).

Consistency when engaging with clients has been
necessary to avoid relationship and reputational
damage, while advice must be continually updated
to reflect the latest government policies and customer
feedback. Ensuring that everyone is on message and
behaving in line with the engagement strategy have
been challenging. There may be a case for establishing
a dedicated restructuring taskforce to coordinate and
manage RM communications and directly support
customer discussions.

3.3. Build a Self-directed Credit Decisions
Framework

A core role of the Virtual Discussion Forum Room
has to be adjusted and codify the credit decisioning
framework to deal with the rapidly evolving situation.
In some areas, the new lending criteria could be fully
codified, allowing for automated decisions. In others,
they provide a common foundation for expert-based
decisions to be prudently simplified and triaged to
cope with extraordinary volume of applications.

The foundation of the decision framework has been a
central scenario for how the crisis has to play out and
alternative scenarios. These comprise epidemiological
scenarios (how will the pandemic play out), macro-
economic scenarios (the effects on GDP, inflation,
sector performance, etc.) and credit scenarios (how
the economic effects will translate into company
performance, default probabilities, collateral values,
etc.). These scenarios need to be updated as the
situation evolves and, ideally, they should be Group-
wide to ensure consistency across business decisions,
with the Virtual Discussion Forum being a “user”.

In corresponding, a holistic set of client treatment
strategies have to be developed. These could include
increased limits, renewals of existing facilities,
additional invoice finance facilities, interest payment



holidays and principal repayment holidays. They
should also include options created by government
policy initiatives, such as government-backed lending,
business rates relief, and sick pay support.

The credit decisioning framework has to provide a
decision logic that recommends treatment strategies
on the basis of the client’s situation, distinguishing
between those that were healthy pre-crisis and are not
in a hard-hit sector, those that were previously healthy
clients but are in hard-hit impacted sectors, and clients
that were already struggling pre-crisis. An important
task in the near-term will be to build in client eligibility
criteria for government-backed schemes, and combine
this with the bank’s existing underwriting criteria.

In some cases, the decisioning logic can be embedded
within existing automated decision engines and
processes. In other cases, it needs to be provided to
RMs and credit officers in rapidly developed tactical
tools and systems.

The Virtual Discussion Forum would then support RMs
and credit officers in interpreting and implementing
the decision framework in live client situations,
dealing with exceptions and, where necessary, feeding
back into the decisioning framework. The Virtual
Discussion Forum would also continually adapt the
bank’s response as the crisis unfolds, the economic
impact and outlook develops, and further government
policy initiatives are launched.

3.4. Approach towards Operations to Manage
Increased Volumes

Much of the challenge has to be operational. Many
banks are reporting loan application volumes that are
many times their typical level and likely to grow further
as awareness of government-supported loan schemes
increases. This is well above operational capacity,
especially given remote working and sickness-related
resource constraints. The difficulty is exacerbated by
the complex underwriting challenge in a fast-moving
environment and the specific process requirements of
national guarantee schemes which, given their novelty,
remain manual for most banks.

Quick solutions have to include temporary resource
augmentation to handle manual applications in contact
centers and credit teams, perhaps by redeploying
staff doing non-urgent work elsewhere in the bank.
Allowing exceptions to current policies regarding
data requirements and process steps have also to be
expedient. When doing so it needs to be considered
that it does not create undue risk — for example,
where existing data can be relied on. And, of course,
wherever possible, client requests should be diverted
to online channels.
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Over the coming years, banks also need to establish
a more sustainable approach to processing the
surge in lending applications. This should include
electronic channels to manage COVID-19 related
loan applications (either as a separate channel or as
a separate track within existing channels) and the
extension of automated credit decision-making to as
many applications as possible, allowing manual credit
underwriting to be focused on exceptions and higher
risk cases. This automation may require some banks
to increase their API connectivity to data sources and
to the schemes that involve financial support from
government agencies. The increased use of electronic
signatures and pre-approval of credit limits for existing
clients (based on a sector-specific view of distress) can
also expedite credit processes. Banking is recognized
as an important factor in economic development.
Banking sector in all countries has an important effect
on economy movements through its mediation and
financial activities (Monnon and Jokipii, 2010).

Banking sector is one of the highly regulated sectors,
but still there is high rate of default risks. Banks
create LLP (Loan Loss Provision) which is the total
accumulated funds that are allocated for the protection
of possible losses. LLP impacts of efficiency and
the banks performance. Therefore. it is important
to identify the level of impact of LLP on banks
profitability.

3.5. Understand the Economic Impact on the
Current Loan Portfolio

In parallel with dealing with inbound requests for
additional finance, banks need to understand the
impact of the crisis on their existing loan portfolios.
They inevitably suffer credit losses that reduce the
profits of the corporate banking businesses, as well
as its capital and lending capacity. Changes in credit
risk may reflect changes in the health of a bank’s loan
portfolio which may affect the performance of the
institution (Cooper and Schindler, 2009).

Knowing the portfolio impacts require a joint effort
between the business and credit analytics teams
to identify stressed sectors and clients, through a
combination of expert judgment, early warning
signals and public data such as equity and CDS prices.
This information can then inform projections of
credit losses and IFRS9 provisions under the various
scenarios mentioned above, which should include
mitigation from governmental support initiatives.

The business, together with Risk and Finance, then
need to use the output of this analysis to refine and
define near-term lending capacity, strategy and capital
allocation decisions.
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IV. Conclusion

Despite government guarantees for (some) corporate
borrowing and more direct help in covering staff costs,
many businesses have to fail as a result of the COVID-
crisis, and many that survive may be financially
damaged. The banks that lend to them are sure to
suffer not only credit losses but forgone revenues from
the collapse in business activity.

Government expenditure is one of the important
determinants of economic growth. The economic
growth of economy depends on the size, spending
capacity, and effective use of capital expenditure in
the development process. Public expenditure is an
important instrument for government to control the
economy. Public expenditure has been born out of
revenue allocation which refers to the redistribution of
fiscal capacity among the various levels of government
or disposition of responsibilities among the tiers of
government.

But this is not a reason for acceptance. Such crises can
be managed better or worse, not only in minimizing
the losses that result from it but in positioning for
success once the effects of the crisis have subsided.
Banks that can succeed in some core pillars that have
been prioritized give themselves the best chance of
getting through this crisis and prospering on the other
side.

The banking system is disposed to the credit risk
associated with the problem loans and difficulties
in loan recoveries particularly during disorder.
Nevertheless, the instability of the financial institutions
is moderated by the loan loss provisions and stronger
capital adequacy ratio. It is important for the banks
to properly manage the loan loss provisions to ensure
the sufficient amounts are allocated to counterbalance
the nonperforming loans (NPL) mainly throughout
financial disorder.

Government has given high importance to the priority
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sector lending in its policies and the Central Bank
has been supporting the Government. Last but not
the least, few years are likely to see increased global
competitiveness in the Nepalese business environment,
and the banking sector has also been matured in terms
of operational years. Therefore, it would be interesting
to expand the survey to provide longitudinal study
of service quality and customer satisfaction which
significantly influence the performance of banks.
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HR Management and Banking
Perspective of Nepal

The overall purpose of Human Resource Management
is to ensure that the organization meets its purpose
through its people. People resource handles all
other organizational resources, so the best possible
utilization of those resources is possible only when
the people resource is properly managed in the first
hand. People can perform miracles or extraordinary
if there is an equal, consistent, and deliberate focus
on all four components/elements of HR management
as outlined below.

1. Acquisition — getting people!

2. Development — preparing people!

3. Motivation — stimulating/activating people!
4. Maintenance — retaining/keeping people!

Each component comprises reasonably a long “to do”
things when we see HR management from a broader
and strategic perspective.

The first and foremost element of HR management
is “getting people”. It is all about hiring good
people. For this, we need to agree on a manning
guide (manpower plan) for the company which helps
ensure “organizational right-sizing”- neither over nor
understaffed in terms of the number of people. Once
the manning guide is ready then we can proceed to
recruitment and selection. Recruitment is a means
to attract talents and selection is finding the right
person through the application of certain test(s).
Socialization or familiarization is widely known as
the induction/orientation of new entrants and must be
planned before the person is on-board. Starting a new
job is always exciting for people but it can also be
stressful if there is no one to get connected within
the new environment. Departmental buddy offers
advice and guidance to help foster and promote the
professional development of a new team member in
the initial days and is there to help the new person fit
in more quickly, so the organization needs to identify
and develop departmental buddies.

Getting people for financial institutions especially

Bhuban Raj Joshi*

* Sr HR Professional

in the banking sector seems quite encouraging as
the majority of the management graduates are still
willing to explore their careers in banking. Banking
career has become one of their first priorities due to
better pay, yearly bonus, job security, clarity in job
roles, clear career path and well established standard
operating procedure/policies & procedures of the
institutions along with great learning opportunities
and congenial work atmosphere there. However,
transparency in hiring, clarity with professionalism in
correspondence in between, and a warm/welcoming
induction plan may further help in enhancing overall
employee experiences.

Training/development is actually “preparing
people” so that people can perform as expected and
at the same time they get an opportunity to upgrade
their skill set in terms of attributes or attitude. Apart
from achieving the business target, people may
have their own career aspiration, t0o.So, identifying
an individual development plan for each associate
is necessary which is also helpful in ensuring
personalized HR care across entire echelons in the
institution. However, a thorough Training/Learning
Need Analysis (TNA) has to be conducted so that all
the learning initiatives are need-based and supportive
to bridge the gap and bring positive difference as
expected.

People development is a regular process of any
establishment and for the banks too. NRB, as a
regulatory body, has also instructed banks to allocate
3% of their last FY’s total salary & allowances when
making a training budget for the new year. This has
been made mandatory and was introduced as part of
compliance to be adhered to. This kind of regulatory
provision must be utilized for skill enhancement
of the people that ultimately helps in higher
productivity and employee satisfaction. Just to fulfill
the regulatory mandate and spending money without
proper workout will defeat the purpose behind it.
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Generally, training is known for below mid-level
and development is for a higher level. However,
instead of generalizing things from a job hierarchy
perspective, we can address learning issues from a
need-based approach. This means, even the people in
the lower position can be enrolled for development
programs if the person is one of the top talents or
high potential type who can become the future leader.
This idea can greatly contribute to the company’s
succession planning as well. Similarly, a person at
a higher level who lacks basic skills somehow can
be enrolled in a training schedule, too. Restricting
people to any development program just because of
age bar looks illogical and unfair. Instead, we should
consider the overall passion and energy, explore the
development potential, willingness and zeal of the
person when nominating for any development plan.

In this highly competitive world, the level of
employee engagement determines the success of any
organization. Only a fully engaged workforce can
yield superior performance. Taking the analogy of an
old proverb — “You can lead a horse to the water,
but you can’t make it drink” — the HR personnel
would need to have a focus on motivating people
as “stimulating/activating people” is very important
to get things done with and from people. Money can
be a strong motivator but the idea of pumping money
all the time to motivate people may not work from
the long-run point of view mainly due to the cost and
feasibility perspective. Non-monetary tools are also
required to introduce an establishment of caring and
people culture.

Attrition of people (good people!) is hardly desirable

to any institution. Attrition is costly and at the same
time may spoil the brand name of the company as well.
So, “retaining/keeping people” is another important
aspect of HR management. People leave mainly due
to job-person or organization-person mismatch, poor
work culture/atmosphere, unclear job role, cloudy
career path, no recognition, low compensation/
benefits, poorly designed working flow or procedures,
and overall employee experience. Retention policies
have to be aligned accordingly so that such issues are
addressed on time and the establishment becomes the
best place to work with.

Looking at the mushrooming kind of banking
establishment and emergence of new branches at an
aggressive pace during the initial days, there was a
huge opportunity for career growth for people who
all wanted to build their career in banking. It seems
that the scenario has changed now and the same
does not look too encouraging at a later stage. A
merger can be one of the reasons. Moreover, banks
have also started assessing their work force cost and
they are seriously seeing the manning part from an
ROI perspective. The focus is on headcounts and
position numbers now. This is the reason we can
see a person at Sr. Officer level who has already met
all promotion eligibility criteria and is ready for the
next move is stuck at the same position. Now it's
high time for the banks to explore alternative ways
to motivate and retain people. Job contentment has
to be re-evaluated to make their job more interesting.
Creating challenging tasks/projects for the people and
engaging them through multi-tasking and ensuring a
supportive work culture can be some options.
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Causes of Leadership
Failure: Unwilling or Unable
to Lead !

Sundar Panthi*

The senior executives of the management team
occupy the formal leadership positions. Ultimate
leadership responsibility doesn't always translate into
leadership action. There are occasions when leaders
are unwilling or unable to lead.

The consequences of a failure to lead vary with
the severity of the situation. If market conditions
are fairly stable and the competitive environment
is not particularly demanding, leadership failures
may not be that damaging. If, however, the market
is going through dramatic change, which demands
equally dramatic change in the organization, failure
to actively lead the company through those changes
can be catastrophic. .
The biggest risk of failed leadership is that the
market changes so much and the company changes
so little, that the company's products and services no
longer satisfy customer needs to the degree required.
Unfortunately, by the time it is absolutely clear that
the survival of the firm is at stake, it is often too late
to do anything about it. The company then goes out
of business.

Sometimes it is just as essential to know what not to
do as a leader, as it is to know what to do. Leaders are
quick to recognize what they are doing right, while
being oblivious to the things causing them to fail.
There are many things that can lead them to failure;
some are more common than others. The most
common causes for leadership failure for becoming
a stronger leader are:

Inability to organize details: Efficient leadership
calls for ability to Organize and to master details.
No genuine leader is ever “too busy” to do anything
which may be required of him in his capacity as
leader. When a man, whether he is a leader or
follower, admits that he is “too busy” to change
his plans, or to give attention to any emergency, he
admits his inefficiency. The successful leader must be
the master of all details connected with his position.
That means, of course, that he must acquire the habit
of relegating details to capable lieutenants.

* Chief Manager, Nepal Bank Ltd.
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Unwillingness to render humble service: Truly
great leaders are willing, when occasion demands;
to perform any sort of labor which they would ask
another to perform. “The greatest among ye shall be
the servant of all” is a truth which all able leaders
observe and respect.

Expectation of pay for what they “know”: The
world does not pay men for that which they “know.”
It pays them for what they do, or induce others to
do. So, expectation of pay for what they know seems
unreasonable.

Fear of competition from followers: The leader who
fears that one of his followers may take his position
is practically sure to realize that fear sooner or later.
The able leader trains understudies to whom he may
delegate, at will, any of the details of his position.
Only in this way may a leader multiply himself
and prepare himself to be at many places, and give
attention to many things at one time. It is an eternal
truth that men receive more pay for their ability to get

others to perform than they could possibly earn by
their own efforts. An efficient leader may, through
his knowledge of his job and the magnetism of his
personality, greatly increase the efficiency of others,
and induce them to render more service and better
service than they could render without his aid.

Lack of imagination: Without imagination, the
leader is incapable of meeting emergencies, and
of creating plans by which to guide his followers
efficiently.

Selfishness: The leader, who claims the entire honor
for the work of his followers, is sure to be met by
resentment. The really great leader claims none of the
honors. He is contented to see the honors, when there
are any, goes to his followers, because he knows that
most men will work harder for commendation and
recognition than they will for money alone.

Intemperance: Followers do not respect an
intemperate leader. Moreover, intemperance in any
of its various forms destroys the endurance and the
vitality of all who indulge in it.
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Disloyalty: Perhaps this should have come at the head
of the list. The leader who is not loyal to his trust, and
to his associates, those above him, and those below
him, cannot long maintain his leadership. Disloyalty
marks one as being less than the dust of the earth, and
brings down on one’s head the contempt he deserves.
Lack of loyalty is one of the major causes of failure
in every walk of life.

Emphasis of the “authority” of leadership: The
efficient leader leads by encouraging, and not by
trying to instill fear in the hearts of his followers.
The leader who tries to impress his followers with his
“authority” comes within the category of leadership
through force. If a leader is a real leader, he will
have no need to advertise that fact except by his
conduct-his sympathy, understanding, fairness, and a
demonstration that he knows his job.

Emphasis of title: The competent leader requires no
“title” to give him the respect of his followers. The
man who makes too much over his title generally
has little else to emphasize. The doors to the office
of the real leader are open to all who wish to enter,
and his working quarters are free from formality or
ostentation. These are among the more common of
the causes of failure in leadership. Any one of these
faults is sufficient to induce failure. Study the list
carefully if you aspire to leadership, and make sure
that you are free of these faults.

Conclusion.:

All of the above-mentioned points are nothing new
to the present day educated executives. But irony is
that many leaders in executive positions are found
to fail in fulfilling their leadership responsibilities.
The answer is often quite simple. Either they think
they have the option of not changing, or they know
that change should take place but somehow cannot
execute it.
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The option to ignore the requirements of the
marketplace is never available. Leaders who think
inaction is a viable choice to delude themselves. They
unfortunately believe they can continue to do what
they like and are comfortable with (not what market
conditions demand), or that they can implement
changes at a rate or time that is convenient. These
are dangerous illusions. They often stem from the
frequently intoxicating sense of power and control
that comes with a leadership position. But the simple
fact is that no company has the power to overcome
market conditions. Market conditions (customer needs
and desires, competitors' strengths and weaknesses,
etc.) are, by definition, outside a firm's control. If a
leader recognizes that he/she cannot control market
conditions, only respond to them, yet still fails to
lead the implementation of necessary changes, the
missing ingredient is often mental toughness.

A leader who lacks mental toughness does what
comes naturally, not what is needed, and does what
is easy and popular, instead of what is difficult and
unpopular. Poorly developed mental toughness
skills can cause a leader to embrace the comfort of
familiar, but flawed actions rather than take the risk
of doing something new that is actually required by
the situation. Lack of mental toughness produces
intolerance for friction and differing opinions, for
new facts or insights which challenge the accepted
view, and contributes to the misunderstanding of
market conditions.
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Organizational Conflict: Essential
Skills To Manage

Outline

Banking business plays an important role in the
development of a country. Banking business is
operated in an environment of risk and uncertainties.
The risk is an integral part of banking business.
Failure to timely assess and its management will
lead to losses, which endangers the soundness of
individual financial institution and its stakeholders.
It affects and destabilizes the overall financial system
of the country.

The key functions of a commercial bank are accepting
deposits and lending its funds. The secondary
functions of a commercial bank are acting as an agent
to its customers and also providing general utility
services. The Bank’s primary business activity is
commercial banking where substantial risk comprises
of Credit risk. Operational risk and its management
are other significant pillars in the risk areas of the
Bank. Material risks such as Market risk, Liquidity
risk, Anti-Money Laundering /Combating the
Financing Terrorism (AMF/CFT) risk, Environment
and Social risk and Cyber risk are other aspects of
risk management that require constant monitoring
and mitigation. Material risks exposed to bank may
be identified and managed. The Bank’s continued
growth, profitability and stability lie in its effective
risk management and risk return trade-off.

Growing number of high-profile operational loss
events worldwide have led banks to increasingly
view operational risk management as an integral
part of the risk management activity. Management
of specific operational risks is not a new practice; it
has always been important for banks to try to prevent
fraud, maintain the integrity of internal controls,
reduce errors in transaction processing, and so on.

Definition:

Operational risk is defined as the risk of loss resulting
from inadequate or failed internal processes, people,
systems and external events. This definition includes
legal risk, but excludes strategic and reputational risk.

Shant Bahadur Shah*

* Chief Risk Officer, Nepal Bank Ltd.
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Operational risk can result not only in direct losses
(i.e., direct expenses), but also can impact service,
revenues, competitive advantage, etc. (known as

indirect losses). The Bank considers only direct
losses to set aside capital for operational risk.

Operational risk mainly arises from inadequate
or failed processes, arises from the employee’s
intentional or unintentional activities, failures in the
Banking software and hardware and external events.
The operational risk is an important material risk,
which must be managed effectively.

The risk management process starts with
identification, assessment, measurement, monitoring
and reporting of the inherent and residual risk of the
Bank.

General causes of operational risk:

During last decade, there have been significant
advances in the banking sector in many ways resulting
in considerable benefits to the customers of the
Bank. However, this has also increased the relative
operational risk/losses to banks, which enables it to
set aside capital to manage it.

The major causes of increased operational risk are:

e De-regulation and globalization of financial
service coupled with the sophistication of financial
technology and associated complexities.

e Highly automated technology has the potential to
transform risks from manual processing errors to
system failure risks as greater reliance is placed
on integrated systems.

e Emergence of digital banking and e-commerce
that bring with it potential risks like internal and
external frauds as well as system securities issues.

e Ineffective internal control and communication.

e Emergence of the Bank acting as very large
volume service providers creates the need for
continual maintenance of high-grade internal
control and back-up systems.

e The use of outsourcing arrangements may be cost
effective, but it brings significant other risks to
banks.
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e Bank may engage in risk mitigation techniques
(e.g., collateral, derivatives, netting arrangement
and asset securitization. But these may produce
other forms of risks such as ‘Legal risk’.

e Large scale acquisitions, mergers, de-mergers,
and consolidations test the viability of the new
and newly integrated system.

Operational risk cause and types of risk events:

The operational risk can be categorized in main
causes and types of risk events. Each risk event is
required to be mapped to the underlying cause and
control that failed or permitted risk/ loss.

Main causes of Operational risk:

There are four main causes of operational risk, which
are briefly described below:

1. Process — the risk resulting from inadequate or
failed internal processes.

2. People — the risk resulting from the intentional
or unintentional actions of employees and/or
management.

3. Systems — the risk resulting from inadequate or
failed system infrastructure including network,
hardware, software, communications and their
interfaces.

4. External Events — the risk resulting from events
outside of the Bank’s direct or indirect control
e.g., earthquake and other natural calamities.

Types of operational risk events:

There are seven types of operational risk events in
which transactions can be categorized as operational
risk events type category. These event types have been
explained with examples of activities of transactions
under said category.

The Bank can face various types of operational
risk events during the time of transactions. The
actual occurrence of operational risk events must be
categorized into one of the following Operational
Risk Event Types, which can occur at the time of
transactions.

1. Internal Fraud:

Losses due to acts of a type intended to defraud,
misappropriate property or bypass regulations,
the law or company policy, excluding diversity/
discrimination events, which involves at least one
internal party.

The types of operational risk events in internal
fraud are:

a. Unauthorized activity
b. Theft and fraud.
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The examples of unauthorized activity in internal
fraud are transactions not reported (intentional),
transactions type unauthorized (monetary loss)
and mismarking of position (intentional).

The examples of theft and fraud are credit fraud /
worthless deposits, theft /extortion / embezzlement
/ robbery, misappropriation of assets, malicious
destruction of assets, forgery, cheque kiting,
tax non-compliance and insider trading (not on
Bank’s account).

2. External Fraud:

Losses due to acts of a type intended to defraud,
misappropriate property or bypass the law, by a
third party.

The types of operational risk loss events in
external fraud are

a. Forgery and fraud
b. System security.

The examples of forgery and fraud are robbery
and theft during cash in transit and theft of cash.
The other examples of forgery and fraud are fraud
in loan and advances, submission of fake title
deeds, loan against fake ornaments, fake LC and
Guarantees, price inflation of fixed collaterals,
credit card fraud and fraud in remittance.

The examples of system security are hacking
of website, phishing and spoofing. The activity
examples of theft of information are extraction
of confidential data by unauthorized person and
unauthorized systems access by external parties.

3. Employment Practices and Workplace Safety:

Losses arising from acts inconsistent with
employment, health or safety laws or agreements,
from payment of personal injury claims, or from
diversity / discrimination events.

The types of operational risk events in employment
practices and workplace safety are:

a. Employee relations
b. Environmental safety
c. Diversity and discrimination.

The examples of employee relations are
compensation, benefit, termination issues and
organized labor activity.

The examples of environmental safety are workplace
accident and contaminated water supply.

The examples of diversity and discrimination are
discrimination against employees based on age,
gender, political affiliation, race, religion and sexual
harassment at workplace.



4. Clients, Products and Business Practices:

Losses arising from an unintentional or negligent
failure to meet a professional obligation to
specific clients (including fiduciary and suitability
requirements), or from the nature or design of a
product.

The types of operational risk events in clients,
products and business practices are:

Suitability, disclosure and fiduciary

. Improper business or market practices,
Product faults,

. Selection, sponsorship and exposure

. Advisory activities.
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The examples of suitability, disclosure and
fiduciary are fiduciary breaches / guidelines
violations, suitability and disclosure issues, retail
customer disclosure violations, breach of privacy
and aggressive sales, account churning, misuse of
confidential information and lender liability.

The examples of improper business or market
practices are antitrust, improper trade / market
practices, market manipulation, insider trading,
unlicensed activity and money laundering.

The examples of product faults in banking
business are product defects, model errors or
faulty financial pricing.

The examples of selection, sponsorship and
exposure in bank are failure to investigate client
as per guidelines and exceeding client exposure
limits.

The example of advisory activities in bank is
disputes over performance of advisory activities
such as portfolio mismanagement.

5. Damage to Physical Assets:

Losses arising from loss or damage to physical
assets from natural disasters or other events

The type of operational risk event in damage to
physical assets is:

a. Natural disasters and other events.

The examples of disasters and other events
of operational risk events are natural disaster
losses and human losses from external sources
(terrorism, vandalism) such as damage of
currency notes, gold and silver, fixed assets
due to fire/flood/other calamities/ other
disasters and human resources due to terrorist
acts respectively.

6. Business Disruption and System Failures:

Losses arising from disruption of business or

[ B sww ussht afiwcea fasmors

hardware and software failures, utility outages or
system failures

The type of operational risk event of business,
disruption and system failures is the system.

The examples of operational risk event of systems
are hardware failure, software error, inadequately
performing telecommunications, utility outage /
disruptions.

7. Execution, Delivery and Process Management:

Losses from failed transactions processing or
process management, from relations with trade
counterparties and vendors

The types of operational risk events in execution,
delivery and process management are:

a. Transaction capture and execution maintenance
b. Monitoring and reporting
c. Customer intake and documentation,
d. Customer client account management,
e. Trade counter- parties
f. Vendors and suppliers.
The examples of operational risk events of

transaction capture and execution maintenance are
defective/improper credit facility offer letter and
miscommunication with customers, employees or
other parties, data entry, maintenance or loading error,
missed deadline or responsibility, model/system
mis-operation, accounting error/entity attribution
error, other task mis-performance, delivery failure,
collateral management failure and reference data
maintenance.

The examples of operational risk events of
monitoring and reporting are failed mandatory
reporting obligation and inaccurate external report
(loss incurred).

The examples of operational risk loss events of
customer intake and documentation are client
permissions /disclaimers missing and legal documents
missing / incomplete.

The examples of operational risk events of customer
client account management are unapproved access
given to accounts, incorrect client records (loss
incurred), negligent loss damage of client assets.

The examples of operational risk events of trade

counter- parties are non-client counterparty
mis-performance and miscellaneous non-client
counterparty disputes.

The examples of operational risk events of vendors
and suppliers are outsourcing such as 3rd party
supplier delivering inaccurate data or contractor
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is not performing or non-delivery contract on time
and vendor disputes such as contract litigation with
vendors.

Way forward to mitigate the Operational Risk:

Risk management is the process of mitigating the
risks faced by a bank. With regard to operational
risk, several methods may be adopted for mitigating
the risk. For example, losses that might arise on
account of natural disasters can be insured against.
Losses that might arise from business disruptions
due to telecommunication or electrical failures can be
mitigated by establishing redundant backup facilities.
Loss due to internal factors, like employee fraud
or product flaws, which may be difficult to identify
and insure against, can be mitigated through strong
internal auditing procedures.

Operational risk events in banking activities impact
the reputation and financial stability significantly.
A lack of strong risk mitigation strategies results in
various operational failures, leading to crises in bank
management.

The Bank must implement a strong control
environment that utilizes policies, guidelines,
processes, systems, internal control and appropriate
risk mitigation strategy. Internal controls have been
designed to provide reasonable assurance that the
Bank has competent and effective operation to
safeguard its asset and produce reliable financial
results in line with Bank’s objectives, its policies,
guidelines and prevalent laws and regulations.

The Bank must ensure that regular internal control
measures are in place as appropriate to address
operational risks.

The Bank can apply following measures or actions to
mitigate operational risk:

a. Effective internal controls and effective channels
of communication within bank

b. Preparation and implementation of Business
Continuity Plan and its periodic review

¢. The right people for the right job with appropriate
employee’s level

d. Effective segregation of jobs and duties with
appropriate accountabilities
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e. Training to staff about Bank’s policies, guidelines,
manual and prevalent laws and regulations to
develop expertise

f. Examining the knowledge of employees about
product, process, system or CBS

g. Creating a strong ethical work culture among
employees

h. Reducing complexity
processes and activities

1. Efficient use of robust systems to capture all
banking transactions

J. Periodic risk assessment of regulatory obligations,
IT assets, skills, competencies, processes and
business decisions.

k. Data capture of past risk incidences or events for
estimating future risks.

l. Regular verification and
transactions and accounts
m. Applying effective "4 Eye Principles" in all

Banking transactions.

n. Appropriate procedure to safeguard Bank’s assets
and records

0. Applying mandatory leave policy as per Employee
Service Bylaws.

in different business

reconciliation of

Investment in appropriate processing technology
and information technology security are also very
important for risk mitigation.

The Bank should apply above mentioned actions to
mitigate operational risk in its business activities
to achieve its objectives. The Bank must have an
integrated approach to identifying, measuring,
monitoring and managing operational risk.

References

Risk Management an Overview (2010), Indian Institute of
Banking and Finance, Mumbai;

Dr. RichaVerma Bajaj (2019), Programme on Operational
Risk Management under Basel Regime, NIBM, Pune.

Basel Committee on Banking Supervision (2020),
Consultative Document, Revisions to the Principles
for the Sound Management of Operational Risk, Basel.

Reserve bank of India, Department of Banking Operations
and Development, Guidance Note on Management of
Operational Risk, Mumbai.

fekk



Repercussions of COVID-19 pandemic in
Banks, Businesses and People: A Banker's
perspective from Rastriya Banijya Bank (RBB)

of Nepal

Context:

The world has suffered badly with the unpredictable
pandemic since the late of 2019. Almost two
million people lost their lives with this severe
communicable disease. World economy has badly
suffered with the shutdown of factory, enterprises,
various other businesses and huge-lose and loss
of employment directly. However, the indirect
effect in terms of social, psychological, economic,
political and many others have many more loses.
However, the various methods have been applied
with the initiation of regulator/government to revive
the business and economy as a whole. In such an
uncertain environment, a simple perspective has
been presented here to assess the repercussion of
COVID-19 pandemic based experience and intuition
focusing on the long term and short term health of
the particular business, lenders and overall economy.

1. Fundamentals of the Nepalese economy:

Understanding the fundamentals of our economy
is necessary for sustainable credit management.
Basically, our economy is agriculture and trading
based economy which is funded by remittance in
great extent. Similarly, few business houses hold the
key trading business of the economy and most of the
businesses are informal, micros and small in capital
and size. On the other hand, most of the business
transactions are under reported, informal and backed
with family property in case of cottage, micro and
small enterprises. Hence Bank need to take into
account these fundamental features of our economy
to carry out credit decisions. It is more relevant while
in the financing of business suffered from COVID-19
to revive the economy in general.

2.0 Expectation from the banking sector:

COVID-19 pandemic is the global problem and every
aspect of the economy has been adversely affected.
In this critical juncture, the banking sector has been
entrusted as a central pillar to revive the economy
through credit management as credit is known as the
lifeblood for the business/ enterprises. Similarly, the
shortage of financing to the business unit adversely
affects the employment and output of the economy.

* Senior Manager, Rastriya Banijya Bank Ltd.
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Hence the government has taken the banking sector
seriously so that the credit flow to the enterprises/
business houses should not be interrupted. The recent
policy measures from Nepal Rastra Bank, central
bank of Nepal, including the additional working
capital loan, Business Continuity Procedure, 2077
are the major initiative in this context.

3. Efforts made by Banks to mitigate the adverse
impact of COVID-19 pandemic on business/
people:

Banks have taken various steps to mitigate the
COVID-19 impacts. Among these efforts, ten to
twenty percent additional loan enhancement is the
major one. Highly and medium affected clients
are benefitted with this action. This action is being
implemented with full compliance with the central
bank directives/notices. Similarly, banks have
taken various initiatives to facilitate their clients
by obtaining the soft loan (i.e. refinancing facility)
from central bank. Certainly, a few clients have been
benefitted with this policy provisions as well.

On the other hand, various affected clients have
requested the bank to defer the payments and banks
have taken it in soft angle. Regulators are also
supporting banks in terms of provision of loan in
various policy/ regulations. Similarly, the clients
have been protected by regulators in various ways
for stopping them to be insolvent and facilitating to
continue the business.

4. Speaking through the Mind of People and
Businesses:

It is high time to think on good things, what would be
better for human life, businesses through government
policies and many other ideas biting our mind. As a
rational human being, particularly during COVID-19
pandemic, we are keeping the following tentative
issues in our mind in every bit of time, however it
may not represent all in all.

4.1 Need to Massive investment in the health
infrastructure:

Health issue is the key driving factor for human
beings. Hence, it is important to invest in health
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institutions including the research, human resource
development, development of well-equipped physical
infrastructure, etc. The government agencies should
fulfill the policy gap to create a lending environment
in these sectors so that an easy access to health
resources can be ensured to the needy people.

4.2 Digitization of the economy:

The economic performance is positively correlated
with the level of digitization. During COVID-19
pandemic, it has become more relevant. Working
from home in digital environment was considered
the safest and fuel saving approach, which is and
seems worth continuing even after pandemic is over.
So, it may be the right time to invest on developing
the digital skill of the human resource and digital
environment itself. Awareness campaigns to the
stakeholders including the valued customers will
be the important landmark for the future course of

action.
4.3 Business Guidelines in the

pandemic:

Continuity

It is required that the proper guidelines with
respect to pandemic are needed to be formulated
and implemented with the participation of its
stakeholders so that the economy works itself to
help such businesses. The lenders may get some
relaxation from regulators in such loan products; the
clients may get certain benefits as compensation of
the loss of profit. Similarly, the biased decision from
the banker may not occur so that the victims can get
compensation considering their business loss.

4.4 Visionary Leadership:

Leadership is the key to lead the crisis situation. In
such a pandemic, two wheels of professionalism
and social responsibility should move together, for
instance providing credit to the business community
in an efficient way and performing accountable social
responsibility. Similarly, the institutions need to
innovate ideas as it is not easy in such a bureaucratic
hurdle that comes with many limitations. Hence,
to win over the adverse impact of COVID-19, the
dynamic/visionary leadership is expected from banks.

4.5 Expectation from Rastriya Banijya Bank as a
government owned bank:

Rastriya Banijya Bank may be the good prospect in
the context of sustainable development and journey
to socialism in the country. It has to manage multiple
affairs to its stakeholders. The responsibility it
shoulders may have broad impact directly or indirectly
to the concerned stakeholders even before and after
the case of COVID-19. Hence, the expectation of the
people to get special facility from government should
be routed through this bank so that the people from
every walk of life will be benefitted by government
programs.

*kk
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4.6 Business sector strategies:

Business sector must adopt the strategies of
restructuring of business in various modalities to
avoid the various risks factor from COVID-19
pandemic. Particularly, the first option may be the
continuation of business in minimum capacity if the
future demand is expected to grow rapidly in case of
the pandemic is over. Similarly, the next option may
be to sell out the business in cash to rich business
houses offering discounted rate if the future demand
of the goods/services of these businesses is not
predictable. The final option is to close down the
business and sell its assets.

4.7 Use of Sustainable Credit Management
Approach:

Sustainable credit management only happens when
the credit policy and practices of the banks are directly
or indirectly linked with sustainable policies and
programs of the government. Hence banks need to
finance the priority areas defined by the government
and its agencies which seemed quite relevant in
the COVID-19 context, as well. However, project
appraisal technique must fully be assured while
assessing the credit proposals from banks. Similarly,
various product mix as well as adequate financing
must be assured from banks, too. The major priority
sectors of government are agriculture and energy
sector in Nepal. These sectors must be supported
through financing from banking sector which can
create link between the sustainable government
policies to sustainable credit management.

Conclusion:

The pandemic has created social, economic and
cultural hurdles in societies all over the world. It has
shown the crisis handling capacity of governments,
businesses and societies wherever it occured. Among
the countries, a few have been found relatively high
performers while rest have been found either low
or average performers. Hence ample space is found
to criticize the government and its governance
approaches. However, we must realize that there are
basic features of such pandemic which help tackle
such crises in future, too. These set of ideas may be:

» The pandemic has been occurring in a certain
interval of time in the history.

» It is the time for developing infrastructure
like digital working environment in banks and
business, health related infrastructure, etc.

» The high importance is life rather than business.
So, it is highly recommended to work in these
specific areas with prudent management approach.

Particularly saving life, saving business and banks
must be the priority to achieve the desired results.



Inclusive Green Finance

Green Finance

Green Finance refers to initiatives that promote
green investments. It means more capital flows to
sustainable sectors like renewable energy, clean
transportation, sustainable water management, etc.
It aims at increasing financial flows to sustainable
development priorities that have positive and durable
environmental externalities.

The objective is to generate environmental benefits
as part of a strategy to attain inclusive, resilient, and
sustainable development. The crux is to achieve
sustainable economic growth with better managed
environmental and social risks. Such green finance
covers a wide range of financial product offerings
including banking, investment, and insurance
products such as green bonds, green investment
funds, climate risk insurance, etc.

The concept of Green finance gained global
attention after the declaration of the United Nations
Sustainable Development Goals 2015 and the Paris
Climate Agreement 2016.

Financial Inclusion

Financial inclusion is a multi-faceted concept that
relates to the access, usage, and quality of financial
products and services to households and businesses.
It means that individuals and businesses have access
to meaningful and affordable financial products and
services. It ensures that customers regardless of
their geographical location, ethnic, social-cultural,
educational, or economic background have access
to suitable financial products, ensuring fairness in
service delivery, at a reasonable cost.

Financial inclusion has become a favorite buzzword
of government and regulators because of the role
it plays in reducing poverty, boosting prosperity,
and achieving macroeconomic stability. Basically,
financial inclusion is measured in terms of access
of people and business to a bank account. Having a
bank account means that people can save, send, and
receive payments and are connected with a wide
range of services that the financial industry offers.
Such an account serves as a starting point for the
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users to facilitate day to day living, make use of wide
varieties of financial services, make immediate and
long-term financial plans, etc.

Inclusive Green Finance (IGF)

Globally, green finance and financial inclusion have
been gaining popularity. Nepal also has started to
witness green finance practices. Besides these, global
attention has been shifting towards developing and
adhering to the concept of Inclusive Green Finance
(IGF). Before we delve into the concept of IGF, let us
go through the following news:

e In 2017, the seasonal flooding in South
Asia affected more than 16 million people,
causing death casualties of about 500 people.
Amongst others, Nepal, Bangladesh, and
India were severely hit displacing many
families, causing severe food shortages, etc.

e The heat wave in India killed 90 people in the
summer of 2019. The temperature reached
49 degrees Celsius in the northern part of
the country reaching very close to all-time
record of 51 degrees Celsius in 2016.

e Recurring landslides and floods caused
a big loss of life and properties in the
Sindhupalchowk district of Nepal. As many
as 74 people lost their lives and 41 people
were reported to be missing in the district as
per a report on September, 2020.

It is well understood that climate change has been
a major cause of extreme weather conditions around
the globe. Climate change has been threatening the
food supply, forcing people to abandon their homes,
jeopardizing the health of the victims, etc. In most of
these unfortunate events and the news listed above,
it is poor and vulnerable people who have to face
hardship. And as most of the poor people have a heavy
reliance on agriculture for food and income, the harsh
climatic condition can be devastating leading to the
deepening of poverty.

With climate change and global warming, the
frequency of events such as landslides, flooding,

121




storm, etc, and the magnitude of losses from these are
increasing. This has pushed millions of people below
poverty lines. Such disasters propagate inequality and
poverty, which reinforce each other, creating a vicious
cycle whereby the poor population suffers more as
they are overexposed; have less capacity to cope and
recover. In most of the cases, due to inadequate post-
disaster social protection, such population will face a
permanent impact on health, job, education; forcing
them into poverty traps. As such climate change not
only threatens long time effort of the government to
reduce poverty but also causes an extra burden on the
low-income population.

We can conclude from the above facts that:

e Poor countries are more affected by climate-
related disasters as they are less prepared and
have a poor support system,

e Mostly the victims of such incidents are
people from poor and vulnerable levels,

e  Victims are pushed back into the poverty trap
and there is a high chance that they will be
financially excluded

How Inclusive Green Finance (IGF) is gaining
momentum ?

Inclusive Green Finance is a new policy area
popularized by Alliance for Financial Inclusion (AFI)
member institution to adopt policies, regulation, and
national strategies to "mitigate or build resilience to
sweeping environmental, health, social and economic
effects of the climate change".

Financinl |
Inclusion [

Figure: Cumelap Betuesn Groen Finance and Financial nclasion

IGF combines the concept of green finance and
financial inclusion policies to develop integrated
inclusive green finance (IGF) policies. It makes use of
the financial services and digital finances to mitigate
the shocks from climate change, thus enhancing the
resilience of the vulnerable population against the
climate related economic shocks.
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It is no doubt that financially included population
are habituated in saving, credit, insurance, making
transaction, use of digital channels, etc. The
financially included population is better positioned
to undue financial shocks. For instane, families with
a higher rate of savings can smoothen consumption
even after the shock and withstand the increase in
food prices. Similarly, access to micro-credit can
assist the poor household to enhance resilience via
access to fertilizer, improved seeds, etc. Likewise,
micro-insurance and weather-based insurance can
provide security to poor families. Besides, in the
aftermath of the crisis, access to a bank account can
enable poor people to reach out for subsidies or grants
from the government or donor agencies. Similarly,
in the presence of robust digital financial inclusion,
post-disaster social payments can be made in no
time. A recent example is the use of digital finance
by the policymakers to enhance the resilience of the
population as against economic distress caused by
Covid 19. Similarly, micro-credit, micro-insurance,
etc can be made available to the poor population with
the usage of Digital Financial Services in no time.

It is understandable that when low income and
vulnerable people are financially included, they
better prepare themselves to withstand climate-driven
events like floods, cyclones, landslides, etc. Besides
these, when the bank and financial institutions
(BFIs) arrange for green finance products like solar
powered energy systems, clean stoves, subsidized
lending in agriculture and animal husbandry, etc, it
will ensure that the bottom of the economic pyramid,
the population, is included to ensure green financial
inclusion. Thus, financial initiatives such as micro-
lending, savings, micro-insurance, clean energy
lending, green lending, etc that aim to protect the
poor and vulnerable population from unwanted
environmental and climate change hazards is known
as inclusive green finance. In other word, inclusive
green finance can also be understood as 'scaling-
down' of the green finance initiatives to include the
bottom of the economic pyramid.

Besides all these, effective implementation of
IGF initiatives will ensure overall financial and
microeconomic stability, mitigate the risk of high
inflation emanating from climate change, and other
environmental risks.

Framework of Inclusive Green Finance

The concept of green finance and inclusive green
finance has also been gaining the attention of the
policymakers throughout the world. Though these
two concepts are relevant and inter-related to each
other, the term green finance caters to the financing



needs of large-scale green investment, contrary
to the inclusive green finance, that advocates for
green finance initiatives to include poor people and
enhancing their resilience to climate change.

IGF started as a new policy area in September 2017
as Alliance for Financial Inclusion (AFI) member
countries adopted the Sharm El Sheikh Accord on
Financial Inclusion, Climate Change, and Green
Finance. This was further developed as Nadi Action
Agenda laying down priority areas for AFI's work
on Inclusive Green Finance. The framework aims to
guide central banks and other stakeholders towards
promoting Inclusive Green Finance. The accords are
builtupon Maya Declaration that enables AFI member
countries to make concrete financial inclusion targets,
implement policy changes, and share policy updates
on financial inclusion.

4P framework on IGF

IGF is categorized into four types known as the 4P
framework which includes promotion, provision,
protection, and prevention. Within these the whole
range of activities that financial regulators can take
under inclusive green finance can be classified.

§ INCLUSIVE
GREEN
E FINANCE

PROTECTION

e Promotion

Promotion-related initiatives incentivize the
private sector to offer financial products and
services for green projects or related climate
action activities to the qualified beneficiaries.
It includes initiatives such as moral suasion,
awareness-raising, capacity building, interagency
coordination and collaboration, data collection,
etc. For example, Bangladesh published a
Quarterly report on Green Banking Activities
of Banks and Financial Institution and Green
Refinance.

e Provision

Provision policies help ensure that qualified
beneficiaries avail financial resources for the green
projects and other climate-related activities. Such
measures involve provisioning of lending quotas,
provision of refinancing, creation or investment
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fund, etc. For example, Nepal Rastra Bank has
made it mandatory for BFIs to lend 10% of their
portfolio to energy projects. Similarly, it also
has subsidized loans for biogas, waste treatment
plants, solar energy, etc.

e Protection

Measures such as climate-related insurance and
risk management products, credit guarantees,
social payments, and other mechanisms are used
to reduce potential financial risk. For example, the
Central Bank of America subsidizes approximately
50% of insurance policies of agricultural climate
insurance products. Similarly, Central Bank of
Nigeria absorbs 50% of the loss if a small farmer
defaults on a loan.

e Prevention

Similarly, policies are also adopted to avoid
undesirable outcomes by lowering financial,
social, and environmental risks. For example,
the Environmental and Social Risk Management
Guidelines issued by the Nepal Rastra Bank,
2018 can be referred to as one of the prevention
interventions. The guideline aims to establish
the Environmental and Social Risk Management
Framework as the standard process for evaluation
and integration of environmental and social
issues in the functioning of banks and financial
institutions (BFIs) and requires BFIs to develop
and implement an Environmental and Social
Management System (ESMS) consistent with
local, environmental, social laws and regulation.

The guidelines focus on assessing air emissions
and air quality, water use and conservation,
wastewater and water quality, solid wastes,
labor and working conditions, biodiversity and
ecosystem services, culture, and natural heritages,
etc. Such guidelines have been issued by other
countries like Brazil, Pakistan, Bangladesh,
Paraguay, etc.

National Strategies

Besides requiring member institutions to execute
various activities under 4P's framework, AFI also
emphasizes its member institutions to link their
financial inclusion goals with climate change
via a national strategy. Such strategies might be
incorporated into National Financial Inclusion
Strategies or other financial sector strategies.

Most of the AFI member countries have done so, some
of them being Fiji, Rwanda. Similarly, countries
like Nepal, Bangladesh, Nigeria, Morocco, etc have
planned to link financial inclusion and climate change.
For example, our neighboring country Bangladesh,
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in its First Strategic Plan (2010--2014), has made a
connection between financial inclusion and climate
change. It gave due importance to the need for
agriculture and SMEs. The second strategic plan
(2015-2019) aims to promote socially responsible,
inclusive, and environment-friendly finance for
sustainable development. As such development
of national strategies and the propagating of such
strategies in the policies and practices is important.

Conclusion

Climate change can threaten our progress in financial
inclusion and other achievements in the financial
sector. In quest of developing a resilient system,
we need to spearhead the policies and practices
to mitigate the impacts of climate change. For a
developing country like ours which is at high risk
for climate change-induced disasters, with 39.1%
of the population still assumed to be outside of the
financial channel and 18.7% of the population below
the poverty line, it is high time for us to respond with
strategies, policies, and regulations to move forward
towards inclusive green economies.

As such, central banks, supervisors/regulators, and
governments should aim in developing a financial
system that is resilient and well prepared to absorb
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climate-related shocks. As guardians of financial
stability, it is no doubt that central banks should
have more concerns for inclusive green finance.
Appropriate policies and proper cooperation with
counterparties, regulators/supervisors in other
countries, and with global policy-making body like
AFT is necessary to achieve IGF.

As an evolving field of study with huge importance,
IGF is certain to gain momentum in the future.
As such IGF initiatives should be able to garner
adequate collaboration and coordination among
the stakeholders at the international level, ensure
knowledge/experience sharing, capacity building of
the authorities, etc. All these will enable us to move
towards a resilient financial system for the bottom of
the pyramid.
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Protecting Customers in Banking

Customer Protection in
Banking

The contemporary period is
the era of Holistic marketing,
which advocates that business
should give due importance to
the society’s broader interest,
while ensuring a top-notch
concern to profitability and
a serious concern for the
interest of the customers. As
of lately, we have all realized
that the long run success of
the organisation depends upon
the ability of the organisation
to cater to the changing
demand and aspiration of the
customers as such customer
has become a central-focus while making any
business decisions. As a matter of fact, the concepts
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like Customer is King, Customer is always right etc.
have gained popularity.

Customer Protection is a part of relationship marketing. Relationship marketing is the process
of creating, maintaining, and enhancing strong, value added relationship with customers and
stakeholders. This will help create most valued customers, build relationship and retain them to
make them partner of the organization. Client Protection principles are implemented in three
stages, first for building customers, maintaining them, and protecting them till the end.

Channels for maintaining relationship with the
customers

A banking institution can make use of various means
and techniques to ensure robust relationship with the
customers. It should develop a mechanism which
ensures immediate connectivity with the customers
and a swift complaint handling process. Various tools
that can be implemented by the banking institution
for strengthening the customer protection can be:
administering a customer survey, electronic mail
feedback mechanism, follow-up with customer
regarding the service issues, customer friendly service
training for employees, optimum quality assurance,
central grievance handling mechanism using hotline

* Assistant Manager, Rastriya Banijya Bank Ltd.

and telephone, effective use of the suggestion box
and its review by the management, reduced cycle
time for complain resolution, etc.

Protecting Customers and its principles

Client protection principles refer to the guidelines that
will enable the licensed banking institutions to deliver
the banks products/services with required level of
fair treatment, honesty and financial inclusiveness.
The client protection principles express the standards
of services that clients should expect to receive when
doing business with a financial service provider.

Banks and financial institutions should be fully
transparent in the pricing, terms and conditions of
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all financial products. Client protection avoids over
indebtedness to the client or offering them more
banking products then required. It is partnering with
clients so they do not borrow more money than they
can repay or use products that they do not need. Client
protection principles are the minimum standards that
clients should expect to receive when doing business
with a banking institution. Such principles are as
follows:

Client \
Duduu:snd
Protection
— Principle
FIn'anﬂ
mlﬂ'
[ Figure: Client Protection Principle ]

a. Appropriate product design and delivery:
Banks and financial institutions should provide
adequate care to design products and delivery
channels in such a way that they do not cause harm
to clients. Products and delivery channels will be
designed with consideration of clients' account.
Thus, this principle advocates for tailored made
product design in financial services.

b. Responsible pricing: Pricing terms and
conditions need to be set in a way that is affordable
to clients while allowing for financial institutions
to be sustainable. Providers must strive to provide
positive real returns on deposits.

c. Disclosure and Transparency: Banks and
financial institutions should ensure clear
communication, sufficient and timely information
in a manner and language clients can understand
so that clients can make informed decision. The
need for transparent information on pricing,
terms, and conditions of products is highlighted.

d. Prevention of over-indebtedness: Service
providers should take adequate care in all phases
of their credit process to determine that clients
have the capacity to repay without becoming
over indebted. In addition, providers must
implement and monitor internal systems that
support prevention of over indebtedness and will
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foster efforts to improve market level credit risk
management (such as credit information sharing).

e. Fair and Respectful treatment of clients:
Financial service providers and their agents
should treat their clients fairly and respectfully.
They shall not discriminate. They should ensure
adequate safeguards to detect and correct
corruption as well as aggressive or abusive
treatment by their staff and agents, particularly
during the loan sales and debt collection process.

f. Privacy of client’s data: The privacy of
individual client’s data should be respected
in accordance with the laws and regulations
of individual jurisdictions. Such data is to be
used for the purpose specified at the time the
information is collected or as permitted by laws,
unless otherwise agreed with the clients.

g. Mechanisms for complaint resolutions:
Providers should ensure that they will have in
place timely and responsive mechanisms for
complaints and problem resolution for their
clients and will use these mechanisms both to
resolve individual problems and to improve their
products and services. Banks should perform
their activities on the notion of free competition
and should ensure fair and respectful treatment
of the clients.

h. Notion of Free Competition: The notion of
free competition tells that the customer is free to
choose among the various banking products based
on price, suitability, feasibility, convenience and
others. Bank and financial institutions must not
create a situation where customers are forced to
choose the product.

Doctrine of Caveat Emptor

Protection of clients cannot be ensured only by the
service providers. Itis also the concern of the customer
to ensure their self-protection. Client protection is
based on the notion of “Doctrine of Caveat Emptor”,
whose literal translation is ‘let the buyer be aware”.
It demands active participation of the customers for
assuring highest level of client protection. On part of
the customers the responsibilities include but are not
limited to:

1. Providing honest and updated information to the
banks and financial institutions.

2. Carefully read all the instructions/information or
terms and conditions provided by the bank.

3. Ask questions and information when in doubt.

4. Apply for products and services that meet their
requirements



5. Use product/services in line with the stipulated
terms and conditions.

6. Prompt reporting of unauthorised or irregular
transactions.

7. Not to sign incomplete forms, etc.

Regulatory guideline for Customer Protection

In the context of banking, the central regulatory
authority, Nepal Rastra Bank has time and again issued
guidelines, directives, instructions, etc. for customer
protection. Directive no 20 of the Unified Directive
2077 provides for Financial Customer Protection and
Financial Literacy. Similarly, Consumer Protection
Act 2054 also guides the customer protection in
Nepal.

It has directed the BFIs to maintain optimum level
of transparency, use of simplified language, prompt
availability of information, simplified banking
system, transparency in pricing of financial services,
provision relating to fees/charges on operation
and closure of accounts, rules regarding payment
against cheque, provision relating to service charge,
processing, commitment charge, and pre-payment
charge of loan, grievance handling procedures,
protection of customer information, etc. Inability to
go in accordance with the directives might lead to
punitive action by the regulatory body. For example,
one such popular case is that of Wells Fargo, which
created millions of fraudulent accounts on behalf
of the client, and was fined $185 million by the
Consumer Financial Protection Bureau, USA. Such
punitive cases have been found in practice time and
again also by NRB.

Rastriya Banijya Bank and Client Protection:

Rastriya Banijya Bank Limited has been always at
the top of the customer’s preference for its services.
Being committed to serving public since last 55
years, it has won the trust and confidence of the
public and is always remembered for the socially
responsible banking. RBBL always adheres to the
various norms, policies, and guidelines of the Nepal
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Rastra Bank and Government of Nepal. Despite the
customer friendly work practice/procedures and
culture, RBBL has adopted following practices that
are aimed at protecting and enriching the customer
experience in RBBL:

e Transparent pricing of deposit, credit and
other products which are periodically
published in its websites.

e Protection of the client’s information from
unauthorized access and use.

e Strict adherence to norms on Interest rate,
Processing Charge, Service charge and
other charges as per the NRB guidelines and
directives.

e RBBL has robust grievance handling system.

e Establishment of hotline and RBB Call
Centre services for customer’s grievances,
complaints and queries.

e Practice of nominating Information Officer
for quick and easy access to banking
information.

e Use of simplified language in its product
papers and forms that is easily understandable
to general public.

e Conducts financial Literacy program to
make people aware of the banking products
and services.

Conclusion

A banking institution should exert a holistic approach
for ensuring client protection. It must be a joint effort
of the management, employees, customers and other
stakeholders. It must be self-initiated rather than
regulatory enforced. Similarly, the role of employee
union should also be conducive to promote customer
protection. Such endeavour by union ensures an
increased reputation, growth, and profitability for the
organisation, which finally ensures overall wellbeing
of employee as well as that of the organization.
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Introduction

Time is indeed a big teacher. It creates a problem,
offers an occasion to analyze it, and gradually guides
a way out of it. Seen this way, the year 2020 had been
a pretty frantic period for everyone which still awaits
analysis and the way out. Thousands of job-losses,
economic losses worth billion rupees, increased
unemployment rates - the corporate sector had to
undergo the situation it had never imagined. The
end of this massive pandemic is uncertain but there
certainly lie some important and significant lessons
that this pandemic taught to the corporate world.
So, the ultimate mission of the corporate world as
of the current situation is to exist and survive rather
than thinking over profit and other types of market
leadership.

Despite the losses that they incurred during all this
time, they are optimistic and now aim to sustain in
the market so that they can grab the opportunity later.
But the fact to be noted at this point is that, by this
time, business firms must have understood meaning
of the crucial lessons that they always ignored in days
before. America’s State of Mind Report explained
that COVID-19 significantly affected mental health
of people. Their research explained that there was
a rapid increase in the number of prescriptions per
week for antidepressants and anti-anxiety by 21%
from 16th February 2020 till 15th March 2020. This
was the time period when COVID-19 was officially
declared as a pandemic (Express 2020).

The economic impact created by COVID-19 is even
more adverse. Motilal Oswal research explains that
a complete lockdown for a day shaved off 14-19
basis points from annual growth (Oswal, 2020). On
the other hand, Barclays reported the cumulative
shutdown cost to be around US$120 billion, or 4
per cent of GDP (Barclays, 2020). There had been
huge impacts in almost every sector that COVID-19
touched, and meanwhile it was further reported that
the future impacts are unknown. There is another side
of the story how start up business slammed down
because of this pandemic.

*4ssistant Manager, Rastriya Banijya Bank Ltd.

128

Dwaipayan Regmi*

Organizational Lessons that
J COVID19 Taught

However, it was not all about loss, things would
recover gradually with invention of vaccine; but it is
important that business houses should learn lessons
from this experience of pandemic, as this experience
will all end up being priceless. COVID-19 has affected
all the sectors of the economy. A UN framework for
the immediate socioeconomic response to COVID-19
warns that the impact of COVID-19 far outweighs
the health crisis, it affects all societies and economies
at their core and therefore will most likely increase
poverty and inequalities at global scale (UN, 2020).

Lessons that COVID19 Taught to Corporate
World

1. Upgrading PESTLE and SWOT Analysis

The first important lesson that businesses need
to learn from this pandemic is - revision over
PESTEL analysis and SWOT analysis. While
conducting both of these analyses, we had not
even imagined that this pandemic would hit the
world this way. Businesses should now develop
a broader version of analysis while conducting
these analyses. What was never even kept under
‘Environmental Effect’ of PESTLE analysis,
or Threat of SWOT Analysis was this type of
pandemic situation, which should always be
thought of for any such analysis for upcoming
days.

2. Thereis no such thing as called ‘well prepared’

COVIDI19 also taught an important lesson that we
cannot over-prepare for anything. Had business
houses even got a clue about this type of situation,
they certainly would have stayed well prepared.
Hence, it is always wise to prepare for the worst.
This pandemic taught an important lesson about
how unpredictable things can surround and stop
the entire world for a certain period. There are
uncertainties everywhere, and we cannot be sure
of anything that is going to happen tomorrow.
While making long term visions, it is important
that the corporate sectors now look into such
aspects as well. A better working environment
today matters much more than a brand name in
the future.



Insurance — All time Friend

Business companies must have learned that it
is insurance that would help them during their
worst time. Insurance practices are something
significant anyway, and insurance should never
be seen as expenses, but a means of security.
The only support that had been expected was
from Insurance sector. Earthquake of 2015
had introduced Insurance as a friend, and this
pandemic situation has strengthened affinity
with it.

Importance of Reserves and Provisions

Realized

It was those sectors that had their reserves and
provisions that turned out to be reliable. They
did not need to fire their employees as others
did. Distribution of profit could be the need of
time, but allocating certain sum for reserves
and provisions can make any organization
fundamentally strong, at any sort of worst
picture. The concept developed ages ago about
management practices, accounting principles
still work. Corporate sectors need to rethink on
the management principles once again and shape
their working module accordingly.

Productivity and Working Practice

COVID19 also taught an important lesson about
working practices. If productivity be the same,
why companies need to compel their employees
to be at the office? It then seemed that companies
had been paying unnecessary rental space to
accommodate a large bunch of employees too.
The corporate sector should have learned now
that working from home is possible and reliable
too. It is the dedication within the employee
that counts, and therefore huge expenses can
be minimized if working from home is further
studied and made feasible enough.

Investment in Technology — Not an Expense

The next era is about technology. Investing in
technology should no longer be seen as expenses
now. After all, the pandemic period has clearly
shown how the digitalization of the businesses is
easy, reliable, dependable, and less expensive. It
saves time and entire working culture - companies
must have realized how digital web connects
directly with huge cost reduction. Considering
digitalization as the next world, other sectors
like Cement Industry, Hotel Industry seem to
be diving into the digitalization process as well.
This seems to be simple, but an important lesson
that pandemic taught to the corporate world.

8.
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CSR Counts in Branding

The advertisement did not all end up in creating
value. It was corporate social responsibilities
that played an important role in generating
brand value. Those companies which used to go
for aggressive marketing and promotion based
activities did make a huge profit, but those which
cared during the time of pandemic generated
brand value within the mind of customers. Hence,
concentrating entirely upon profit should not
be the only objective among the organizations;
they need to care for the community and society
too. Care that they show to the society at this
time will set within the mind of customers for
a pretty long time now. Value generation can be
established through proper community care.

Assurance — Important Element in Service
Delivery

For any sort of service delivery, customers
would now seek assurance. Be it a restaurant
business, online shopping, banking industry,
or transportation - assurance is key to success.
Customers are not afraid to pay a few bucks
extra for better assurance. After all, service
marketing has always regarded 'Assurance’ as
one important component for better service
delivery. Companies now seem that they need
to spend a few more sums to gain customers'
assurance capability. Be it in Banking sector,
or online deliveries — customers seek that they
are relatively safe from any sort of pandemic
situation. They require assurance by any means.

Employee — Their Satisfaction and Loyalty
Matters

Companies should have learned that employees
are the key component for the success of any
organization. Their satisfaction and motivation
are what matter the most. Employee loyalty is
crucial for any organization. Loyalty cannot be
purchased, but has to be earned - that should
have been learned by the corporate world. Firing
employees for cost reduction, or holding them
explaining the situation by any means - what
mattered the most? If companies held their
employees paying the minimum possible fund
- that should have explained employees how
much their organization care for them at the
time of crisis too. This will reduce the turnover
ratio for sure. In the meantime, a good working
environment is a key motivational factor, which
has to be understood.
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10. Darwin Theory Prevails

Darwin’s theory, propounded back in 1869
about survival of fittest prevails. COVID-19 has
killed thousands of start ups. The case is not just
about start ups, but has also killed thousands
of established businesses across the globe.
This has given clear proof that the business
which can actually survive through tough time
can actually survive. An important lesson that
should be learned is — organizations should have
contingency and backup plan for next one to two
years; even if they come through worst picture.
Only then they can survive across. Absence of
such plans compelled many businesses to shut
down the shutters around Thamel permanently.

Conclusion

There exists a wide range of lessons —how educational
houses should promote research culture, how
organization should foster innovation within their
organization, and so on. These can also be taken as
the lessons this pandemic situation taught indirectly.
Necessity of strong team work and building strong
network around are some of the other pertinent
lessons that should be the topmost priority around for
an organization.

There will be sunshine after a dark night for sure,
but the pains gone through all the night should be an
important lesson, so that in the next night, the same
pain will not repeat. Every problematic situation is a
door for opportunity. Pandemic will not stop the world
any longer, things will move on. It is about being
patient and tolerant untill the vaccines are developed
and distributed. Let all these troublesome moments
turn out to give important lessons for everyone —

customers, staff, employers, and the organization as
a whole.
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