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Financial Highlights
f

Rastriya Banijya Bank ( 2082 Poush )

Total Deposit l% Total Loan
553.54 Arba 330.88 Arba 59.78%
47,44,401 2,26,152

|

Debit Card Holders = Credit Card Users —

f

322 8,83,984 2,367
Mobile Banking Users ‘@ Internet Banking User POS Terminal

19,70,020 44,480 1,995

QR Merchant . No. of Employee ¥ :‘F';&‘. A

Central Office 1 Department 23
1,46,526 2,995 Provincial Office 7
Branch Office 312 Ext Counter 71





















































































































































































































































































































T o, Tt aeeiY, Terenr, foehma dTvber e TrdenT
TS TEThT TURRETAT THehTafereehl STaara4 T s
&S A qearsy auferd WHifa ggad srifaem
HIE! ArSHTeT 0 TehT B |

fefSeet voneliuThd SaT yaTe TRes(t T THTEsh it SIS S
Tegrant T geaT (S-51T) T ATTeTs giafeed T g
qefated STIc fe Hauas | GRTEeR! Teamfdeht AT
STaThaTEdT, SHITETE, aTaRIth HIHYUTE T e

FIT THT 716 AT TRTEHT IRAThd daT JaTe
TR T3 WHITT fewent & |

TSI+ {1 YaTeshT TeaT faeme agreTesars Hifa
TS, TRre 7, TaT yaTe T T IHTET g S W Ear
STCHHT T4 &1 9 0TS JhI T ARTHEh{S=ehT 9 g T
(Area of boundary exchange ) STE STl T & T &aT
U TS | FARITET T {1 Yeriehtere fafad dareaTha
GrITIad HHeRT TawemT SaTTEe! TRUNuT fe, THATETeRT

ATTTIF UGS | THT IO JUTAHT qevTd BLehasdh
ferem stferr, aTface taq shded, SRR T TTERRT
GUATS eel T §g& a13] AINEd g | Tsaee Y
TUT T, GTEHET SR THE T TesT g gt
T GTEAhT Teamf TS TsehT aTied & |

fam =awT

Hifera sreean

&1 Arqerateden! TaTEST STTiie foermaeht @t asfer
foeprEenT AisHTerg fasraetaria famr amfsres, e
fasmrenT WHIfA T FRIFHEE T9HT TR TH-R—ITcHS qoe]
TR T ; Tashrent gfeet umiie Weht SreTs urerfierar
way fomi T wfateshr efaspr, == T fashmmr et
sifafg ™ T fafere gfavmesasr deaor ™ T SHETEfeTw
TATGRATS ST TG e fashrer AT Teg T
enTrrdeRT forerraraTerelt fifashr sFemeT Jurerehl Gfaemer
TR B |

diefertel @19 %00 O T TNERT THTE T G@HT Gordd
=T T ggfg” T ATy ATHARTGRS ST SiaaT
AP ™ g faE T g gifed T 3R el
T | STIdIRT U SI=RUTHThT g TaehTd, GeTed,
qrTieh =T T 9gfg ged T T @R A (3.
R0¢2/¢R-Rock/ R ) AT T HET WHITT T
HTEANTA FT-UTRT AT g Ut ST STaerear
i guferd wHifdeee e gUR T gemed
YTEIHTRT HeT YATeeTs TTahRT S13+ shrdfewm gfera
T 3 |

HTHE GTE faehtd 7T, AId T ATUHATS Sqierd T ga=iaeh
TN TG T ST STaHTaT T i =fetor 14 T
AT ST TaT FATETS TR ST <1 arsteet STt
U WHITGRT FIUT HTESTh  IEFRT HEANT,
FTcHe T SAAETITT G TaH HaT JaTeHT FT Fiateent
FITIRAH ITART T HTESTeh ST GRE Faed T,
ST STfeleh o Erelstieh SaaTired T waeeht grgaraet

TR TSR T T hRIEFITE-HT G T3 SamTareT
YT SHRIHH FoaTe T, WETTET I desiierdren!
fifq fage, aermeT gieer So= Shifamehr & ufem wr
SRS 3T HIAT 7Ta el FaTedT TErehT ATt
ST GEEATS HegHT T &I HRISHEAT THEUhT S |
FIEUA AGEAT

TEh T STRIFHRRT AT, AT Yare qor fashme saaem
TR 31T &HT TSIhT 1 dqeferd g7 do Toiiaeh
foare g T gTHS R STereamT SgH SihReT
TeHT, iRl T arafua yewehl Jermatedel th
STAICIT UNHGehT Henfeh el MU & | o deshr
LhIie HTafcqe TH-THT AT T, Ue¥T T R a8
(T TAT ST U, 000 THT T HRIT-F=aT
TITSUR] & | TIMHThR STEIEAMT ol e qH=Y
TTCSgeRT Staeh fafid ®HT SATESHT W S daehT SLehiehT
TerermT U= T HESiiehT T SaeT @l 3 |

U=t STtk AISTAT St HHteT T HE STt AT
FITIE SIS Hiz! AT ATSHIeT Hrasieh dar
YATEhT TTERTILATHT ITHEHRT T qT e Yaeiaeht
TRTRIGERT Hel Q=T TawenTe ST feemfasramd et & |
IO JUeAvid |Tenfiy SRl JevTiTaT qur et
sTivgfg 2 W T 3e¥aeT UshTcHe QT shedhd ST
YUTTEtehT 3= T i dEshl TR ohl dgHi SIee
YUTTeATehl ST TTRUshr Uelf  Tafess  rstren

STTTehT eIehTgeh ATTaH oY (3TM.d.R0c0/ ¢?) I TTeIah!
qETHT 3AT.F.R00% /o | SAQG =T W T IISHIERT
SR Y 3T1.F.R00% / 0% T WY WURT H=aT T ST

e | Tarfty areSTieh ST TaTeHT THTaehTIT SaT3 T
T goa ufafer (smefadt) st T sire fagar | gemes
U T g TS FUTaehT TEEE FeTEUhT quT SRR
TcITATSTeh] SIEET MUY | e FalTg T T Tt
e efaqfdatedenl ARG SSUAATS AT U
D | GTESTe e quT YRRy, e STaTae
TAT ATk TEaT THaTedTs TRl SIS Ulseish 3Tfes,
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ufserer zafte amfe Mo e Titusr & | e e
HATIET & Y UTeeh Trg it Teetur 7T Tehl & | STt
AT SAEEATITRT AT I8 Ufesht e, TAmEr g
SATIFHRT qTe AT THE AT TR HRAHHAH TowTATHT
TSRt & | Tafy=r gwmT skl @i gt daT vame
FIIHA FoaTe TR SHATHT STURA HaTeE ST 9T
ST 3 T3 THUHT & | ATesTieh T JaTe 7T+ fafy=T
qrastes THeeemr 2 fowen, fefsea fewer farenm
AT TR T | JaHrEe deared R fafer fsreEe
qOE g HATEE SHATHhd 80 JaTg T -
TATIAT T TESTTHT UATE STUHT S | THHRT THTHRTIT,
TR E=I0T, HATETST T ITaTe, FHammeRen! Rt qeim
Terifaeh wereea, feaTeRT ST~ THTRIGERT FEsha®HT e
T ufT YaTRd JfEe |

ferremar wweT ¥ TRdEE

(9) T ARt deanTa fa T

> TEH, Yo T RIMHIT dgehT TR JaT HeuTad T
STATATITRT TATHT ST I Tewer 1T,

> TEATSHH! TASH T G HRATS THTETHR]
STy,
> Tagdr gumeeehr SR qT HemTd fas T
faream g |
(R) WITEART TEATAEERT HIHEHT TGAHTUT T
> o fashmeer @ex wiftq T @reses, it
HEhil, HHETeh T ORI SRl SIfHeRT
sifufe T,
> GITHA R T TehRRIEER! emar ifghg Taw
TR T T |
(3) TTEHT FUTT T G AW Aferwrer qor et
qaeel T
> ST, GEAEET T g ed AresTi-eh da T fershte
SACATIHT ATHT T ekl Tl Teprare®enT faremT
ST HATTGATYTh Tehiohe T2ATZeh JUTTeiT TATIAT T
T 1T,
> EfgEHEHINST i ekt BhTERT Ushel QT HT¥T
SRR FETTTET FRfaEqaihor T Aaws
T TRTOT qT ST HRIT-TITET TETd TLhTie
HTHSSTEIAT T T,
> U G TAdHB] AR T TEEan
TG gl T erelfdent fafi=T vereenT
LRI YT SIHERRT UTed 7T qeT Femeiuies fifa
AT T |

(¥) o eI gEEd FOH T
> oifqek faepraeRT @iT SeTiad gaT ST,

T SUEW : &% & atibid e

GIiSTeh &Il hRISHH T USTTETeh &5/ da

AT Frafd rdeEeh] THIARRT hri-orE

T,
> waltd G AT, STARTTh i qur fifard

HEStierturied AfqSIHeTsh FTTHT TUT HeATSHh

TOUTTEAT EITHAT T,
> AT TSGR SATRHT SARISHT ST
FOTTATHT IR 7,
> TRSHTRI  Widels STRSHT WgwEeR!
FTACFITETRT ST, T,
TSI ST STEehT ATHT HIE ! STTafaeh ATSTHHET faiasT
TS FHEFHTEE
(9) FTESTES qAT JaEHT TUTEAT Afwalg FwEHA

> HESHE AT T AT TR Hefed A
UMEAATS SHYET T IiomagEt sH1sT ardsiiaes
T FrqTEErEET S EresTieh T e
U femfor 7,

> IHAAL-SATTGATHT AT ST TSl ISHHRT
TATIAT T T TH,

> fefsea srdae T fefsieat aurer fmfommda @
e fuforent Tt §-myd sqpfireeht e T,

> TSI MHRIEETT g ol TehIehT Yeh-IaealTs
Tergefer TaeumT FUT=oT T,

> TTeSTeh YT STeg TGTRIRI T HH=TET
TTRUERT FRIGHITE LTS AldSi e I3,

b AL RIEI0T T T TTETuT AT T SEETIe
YUTTEAHT o 7 |

(]) THEHA TG AATEH 0T o T FEIhuT
FHRA

> T T IHIUHT AT fife qeim ZsmT fmtorens
THTIHIT SIS Tehishd TMeT qeATgeh HUTTeAieh!
ACErRICH

> ETcteR! UM TR faarur (F8-et STeT UThTse)
s ufrst 7T @ fafv=r aeterr aur fepreRT
TS UTTATTs STTeg T THgR Yol @]
T,

> T, U T T qeeht fafy= freremr wer
TATGHEEATS TohIhd STECATT T FUTTeAehT
AT T qHTEET T,

> G A AR T favEgeeT
Rl TEHT TG gEAT Egshad  TRT
T &sRT Hiid, ATSHT TGAT T FHAEHT
TTFRTET 2TRafg T,
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>

T SUER : &% & ATy e

TSThT ol q T T T8 qerr faehrees
HcaTe T |

(3) AT TTEA TATHA FUARH

>

Hdied  SAEAIAHR] BOATR® U AIMIcHe®
FETNT STTEHT STRITCRTRIG eI STTRITEhRT
ot qor fawrfeemifey sTawes wgT asHT
T HIME T A= T,

T T T UHT ST Fler qrprar
ST SSUTIhT SHTAT-aehT AT ST T
FITTEE ASHT, THHTSH T R T,

TUSTEATehT STEAT 3= T+ UsTehT Ha 3TTehT
HSATRTUT TUT T 10T T,

FHiAT Sfgehdren! TANTATS SIHT ITEFRT TRTHT
Forem e |

(¥) JeTTETR GIEA GAdH FHHA

»

fefsteer sTamehT ATEameTe qREfeiar T STk fear
EECERICH

TS, YSIT T TR dgehl TsiHiTaeh T R
TS Feiiaen STERETedTeh! Fae T T HIshl
TIITehT Taier T,

fodar wREReT e safe ggar W TuEr
WHISAT S&shl H Soai@ W T T8
FHTIAFITE YeATgahehl HTER SIS,
FRITTITETIT ST HodTea Junetien! fashme
™|

(4) T JEEA JUTIATT GGG IHTUT HEHH

>

TR GEINTT  GEIuT, =T
SHTheRT eraar fashrd, TR e SIawRId
TUTTEAIEATS Taltee STETIqHT 8Hd &1 T =Afae
AihATeTTs Teiaiiar, T, TTashi, STHTHIRT T
R ST,

T wfateasslt = grred, siifas qarar fawe
T fash SHSTiheRl &mar faem T, =iae
STTTheITS qated HTATET dTferd qerm AfgeEfisroT
TS T, HATHATT TG qHToha ferateshl famt awerm
T TS 1ehuT 7 |

(%) Aferhat a1 FEETATR qadT FEhA

>
4

»

RY

e gerw fifq asjar
ToHifaT AT UNTEeReRATs Afdedr T
HereTiarERT fafra e

ANTNGRATS STTheT U9, TuTST T ufaruta fafe
U oAt @ hdedery TSR AT

JMavIsh farer quT HERRERT aNAT TE AR
ST TodTe T |

(\9) THATHAS THTATHTUT FUHA

>

SfSercf{eRTuTHT TERT a7 @I HYETIRT SATRT Sy,
3UCTSY g WAT, HIA TAT TTehT Agiaaradiaden
=ATATTe foaeoT T HEsT dgaehl gire=adT T,
froft, TRt qom Su=Tier &5ET SRl
FHANEEATS ANGHAT STETNG TSI Gt
TUTTEHT STTeg, 7T |

(5) ATTATHA SR qAT HeATSHA TUTTHT fehTer =

>

T GEEATSTIHR TeId qT HehRrTd qH-=H T
ARSET T FEwAeER dgh T quT
AT T,

 TEHT TR Uhihd Hiqaad HOTeen!
AEEIRICH

FETS T AT Gehe®eh! AT T ST
AT HEATSe FHRICATS TATAT T TR ST,
ST HoATSHATE JNUT TRUERT TRUTUEEATS
gratfeerd TRl STfamt st U sraeT
e |

(]) AT HAFEATTH FET FUFHH

>

AASHT Sh AT SRS IR IR T
TITRTOT UFHATATS TeST T T deav HEmTd
T Ui TS Soh T ST JoTTe!
TITIAT T,

EIRISE °¢l<>|'{~3ll‘*l"lQ'ﬂ'iv PRICETR SEINE]
STRISAT whehl o =RUTHT G gifoeraar,
T HEATITE FHULT TEbIAT, Tifaferes advemor
T A URTEehT Rl Tl dTasiiaeh @i
TUTTeATeTs feeraidr T aresft geams |

(q0) TEHRTL &YTRT AAATHTUT FUFHA

>

>

TN HEEEATs dehiie 3w, fagra T
STTIRITTET TG EIHT FodTel g T 3cdTe
T TSHTHHET Shfgd g aeTehT et T |

HEHRT &R THTTRT T TIT STFIHAHRT ATHT
B2 IGT TERT HIA TATHAT 7T |

(99) TSR AT JAEAT AAUTEIHA JUTA T fhra T

>

FITA

HaT YATSHT SYE AT U W T
STerfed quT TTeXied AuTTeieh! faehra T shmae
™,




>  HrESIMeh U7 YATEh! Tl dehfcdesh STSTReRT
I T,

[ ] oweR : a2 & atieicaa fliome®

> IRl STaTdw ATSHIERT IEHT GUT TAT GATET
el faenTd SRIfEeT STTER STt W

> fomER, saif@ T freem #Herl gaw=en U@ FEETH T HIhHEEeh! Hrai-saated el
fomfor Tt reieTET festRieaT, ST IeATEd ATSHT AT TRHATUTICH e HTieaht
sTivgfg o | AT &R ShTAT=a= ATSHT ST TR §7 |
— — e ATA09R /5o | ATF.R0TY /5%
& T qEAT FT AT
? fafeshr sTTEm g HIHEH | 0.4 0.%0
R TR THTTRITAT HIHGH | -0.€0 -0.30
3 YR =0T (-:.% 3f@ + R.%) JIAEh | -0.43 0.%0
¥ TR A ThT0T SgHf qIhTEh | 34 %3
“« HETS T ITETe EhTEh | 0.%R 0.%¢
T ToHifaer Tenfercer/ feament staferfa IHEH | -0.¥% 0.30
© [RREEEARILISY TR | -0.5R 0.4
¢ Ttifdeh @bl HEhTEH | 0.0% 0.co
3 GTHTTSTeh TR [RL0T IHGH | 0.4 0.8%
%0 aT TURT AfgTen fedT STTRIGERT STIRTEIERT BT T STgH-aIehT | Wfaera | oy 200
sigaTd
22 LCURICAN YAhTEH | 0.4 0.%3
2R TraeraT waaTdTeEeR! FEvTiTar gided | € vo
23 fatemmT set 7 gfaea | €.2 2.0

2% TRET YTeTuT T TR STI-ehT foewor U9 7 Tifas gt [ ufaea | es.u 200
2% TAT TLRTRAT U ISR Bl (IS{iehdie! yodwv@Efed) | wfaea | ¥3.3% 2o
2% SHSTEATI Y& (S cATEh-H e ) ggEea | wwo 943
26 T TEoh! IMHRIT GHATRT FHEATEHR T THIT T8 qgEd | 3% L3
2¢ HT STacHT deE qgEaT | RUR %00
2% Tl HEThT e (aTfeR) gfasrd | e¥.% Tt
R0 ITETATRT BEAT FHAT=AT gfawa | ve Y

(TRETOTTET TeT; GiEl FISTHT (R0c8/<3-R0c% /<% ); TG FISTHT STFNT)

HIEt STrafe ArSHIel IMEhT T TT FIMET FaeiTen
faSRIaEqaTRa TesTieh ST vaTe R STt et
TNehT FHTATGYT Ueh SATUsh gNEehIVT T J¥hTs Hfeden! Tiaiier
Taferar shiead Wehl @ | TTATIh T FaTEET TreTi-erd Eaf
IISHThT fasTa &5 STEehT JUR qT gemed Fad=ut
it ST TgTe, T T A, TeT HeTE T e
T IR g AgeA SA-ATHT fawea Sesteeen
e T GHSIATS HlcaTted T, 3T & Jayad ar

fafa= esresfamenr st T fifara gagrraar (Policy
Coherence) dTE Hlfde® U { INEINH AT Y33
T fav aEa wEiEE ASHT aor W fava e
gr (Synergy) fertremmer (Trade-Off), S T
STHTETRT GEehHT ATITRA &l Ao TG §9 | §ar
UATEeh! TSRS BTO EIET TTafeeh JreiT STafemT
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BTG 7T ITCHTOTICHeR TT& HTTehT Yaehee] ST JE
qAT GRIE FSTET SERT HehRIcHe Hre-uieh! faermaamd
T H |

forsst

2l SATafieh JISHT HETFT THTSRIAT, JeT JeTeshl
TorE, farr fasrar oter i, e1fq @ fashfaa e
foremTarsfieT AT TRITTAHT TasT TgshuuT WHIT (Smooth
Transition Strategy), @IHehlcild HMEl %00 o dF TREHT
g T @ Gend aede® eieel T SR G qur
YU Ja fawenTa aisenl Tered Je T ST-aiarsi-ea
WHT G | ITATS G, STiehe TaEen, TaT S1eT T
AT Rt YT T wfatuehr wEeTe yemEmmta
I TERIAAMhd WRERH! I Td g HEd
T T SRSl WD S-S SRR SRR
o smamers =t faem T nfd wem T swmatuew
TSR] STATHRATT T Tooh! T eiae g ararawor
TISHT T SATavIR T | e SMEHT U’ T R
vl fawereeger @t wrifeem TRuesr FuTaoERRT
THITT qoT @ FEFAEEAE HiEl SEtash ATSHER
I TaoaEgeEnT 1 EUYfeT TS TIE TG

“FTTEH, TSR =T T Tgig” T dremted SR

oTeT TehT & |

oo et

9. GIEf ATSHT (3N T R0c/¢R-Rock/ck); Ul
TISHT AT, Toge@n |

R, JUTeTshT HFEM, Row6R; HIH fehdrer sqawerT afnfd |

3. ol athed (3TMRdE a¥ Roc?/¢R), Fd T,
fegatE |

¥, ew 3 AeEr (fdE T Rows/we-R0co/c?),
it FISHT AT |

«. {AL, 7. HHATA, TUTCTHT TSETAT STTI, AR
T AP |

<. Tafe ety (Roco), AR deaasia goeh ArsTTeRT
T &, fasma ufserr (ad ¥o-31gek ¢), Ufed
ISHT AT, fegeten |

o, TS, faUEER (Ro%3), HT YATEHT A HET -
TSR TUNOT, YSITE giAeRT (T 3¢, ITEH R
QI 2ok |

5@«@);9@
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SR YR & Y Bl Uge
faeaaTRa fachiar Wt fadesiseor ?

foorr et

TSIl faREIE e oftden fashreehr mha, feem
T guTafyTaTenT sed e foxfior @iaeRT 3uctstar T faaquori
ST & | Tadiar TuTefil a1 33 SaaeTs ScaTaTyeih
&1 TN T §Yd T SgE T HEior 1 & | I|er
AT Tt AT HeerTe® THUH 815 | IHATs A9
fe smuert T fa afrauent TeiHifae edeser @ 3T ifa
TAT FRIHAGEAT ol 1T FHIATRTATATS SiedlgahT are 3313¢
JMTHT B | @, & et WsleahT ae T fifaer faxfiar
THTATITATSRT STEET fasHT YUl & @ ? 37 TRt g
Ao THT ST & |

ferefrer gumaIfioRoT Tk gt T T9g g iRt S A |
T, Ty TR =IF ST ST, ATHIOT &rsvehT, ST ST
T T T forefier aTeTe TRETT F9HT afsed TYEEEdTs
Sifehrs, s Trgehe, shlt SRhIT, TormT T 37w ftoiies Tt
HATHT HES, T T GUEra Ige giieerd T SihaAT & | FEen
T LT AT STTEhT TUH TGSHIRA TS =FeRToT,
3T ot d=ger T fant sriien faehraets vaeda ] & |
sTawes fadi dames (a=d, set yeer T famr) 3faa
AT T fertr afientel U T G STEET” AT aieTi
TEhT & | FAT ST e HAT hINehT ST fare e qeTaiieorer
s gfg o el s T faxdf yoretienr Tt
ASEd 1SS, fohfch J8eT aeiaehl QRAT WIfshal I16 T
T foeitr shifed 9e8s |

It qieTTEReT Taxier THTaRieRtoT 3TTTde STfepr, STawT T
YRETh TIETRT STTSUsh! ST ST YUhT T TS |
JaeT AR FHAT T TSI T T FEeRl ATiiew
FhgehT AT TR TS |

ufgeett @g Aurermr o gueRiieERl sew die
€3 U T | AT A SAeherl MR ST, Tavamrer dearer
Teshred 1 Sfaf-fer gurent o7ef affaepr SeenT s qer foxdia
HEATEEhT FHoll T Healhd ga TTUhT AT R |
“JrfEet IS 2% ATE o TSI UM WHT &, ST 0,02
yfaeTd Fofiel W 3. UfqeTd sl Y& MehT SiEw | IGe

Re <a@rer

e = —

Fel AfhaTE T R FT TR T T 9= A |7 mEe
JreeAeh! AT ahedel foiT &IelTs Bit Ush Ueeh HieT areq
JAe T T foxfiar emmerefisrorent @Ml st afEmeen
{RT AT SRRl & ¢ AR T Aifqur wiused W g T
farter gurasfieRtomenT s ¢ stfeet A1 fawg mfiv g
FURRATAT TeTIeEe oo a0y ST |

T Afarr sfager i T 9ft o) drg i
0.0% YfdeIdel AT T FANT T qoT T faeteTsiiar
HeGTHT AN U ST qeet foxftr auresfieor Hifaers
freasteent afaws | quraett fadir guefinr geT Seveme
T IR shoflehl HIdalTs <[0T T &8 & | @
& I AR g feteaTst difgdeht weTel THTs Gl
TSR B |

R0¢? HTEWT AEUCTHT OHT aTorsy el oTRaT gfs
forefr uga @ T GEHT el @ | T FSTiohl 3ucieddn
v TEt AT W § | UfSed! T qureRAT fafRr uge
faeamaT AuTeeT S TherdT 81 YNehT §, IHeTs ol
UEe foredmenT qeaTeaRel ST SATSTaUaRT & | ATTHGRGT S
9T for o o13®, fo a5y v e TS wue |
T T STTeRT ERUR TR T i Sehere HeeT afihrel
ST U5 T AT ST qi HAT=epd SHarT
wfEeT |

Jereft, Afea qorm gar 3 siiaenfies fadr gunedtane 2rer g1
TIHT B | horEa®y, 3HIeE ST 07 fo, faetsamsmn
T e STEaT s T are B | A€ g iRl g
faearas foaxier Aiqeh! fash2ienturehl T STTERT E9HT
g omersr 3 |

STl SRUT WIS TWS TG, SATCHITH T fehTeehT & &1 91
w1 Taear go Sitar fadter aurasfiertor ifd b Tevas
T greffe g8 TSR B | e 9y rfaafe T weer O
TGRSR S @TaT @ied Hifq fauer & | fager ot
yortett, fomm S SR ST eyt i faxiEr
HaTEER! FANTCT SATTehaT U138 T Ui et ATl el
fewar 3k uf ST &see ¥ et fergteent & |
00’ WAl R W ST TNUHN fHetearst e f=or

* §farg AT, FIET T il s
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FUTTCAHT FHT-T0T v gof fefsea
" ST e daTeE FIIAT
forl SftreaT @b smavad TEREE

T o qut fefSteet e WUaRTer TeT ST HUSRUT 7 T
THEE FATSH JAT AT efrafadent STeT St TITHT
T GodTe T STEvTE g5 | AT Tk @fdar gy woeeT
I FHTIHRT ATHT FolT Sohee aaTse sregfeeHt fnft g |
FATSSHT TANT TTRUEhT FHTHT SATHT W qaFd=t T AT
WAL g1 HUHRT AFTauaTe §79 | STSaar favherarenr

STAEITHT U1 ATk a1 T5=amT 5 |
Y ®I ATk quTedt FF u FET ST BRevs @ |
TG ARdTash THIHT WTATEE, FRITHEE, FIRE { 3T

TEEU ke FRiEE FaEE 148 | HiEnd T ol
JIHTECEEATE ST URIEH 6 T Tk SRl Feoar T
e giafeed 6 | T8 AT JATEE Thihd T I
TEIhT HATE® STed : ST &a, fomr a1 et fasheuss
Y& T STgHTq T | I TeT g UfEuent ® T deet
(T Tl HIgER! ITeHT T48 WK gifved T T8
FRTHERRT T gra HIeUeEE e MU |

HiaTed T 9T JedTge AT dehgeant AT yee faeg

] SUER : &% & atfibiad e

3 | ot e He, e, IR { T g |
UTehesel 3 UM SURUETE kg ST U T g
wit ghfeer T g sTice feeeHmr weuTe g
T TS T S0I TES | Fhohl HsHee
ST AT T s RO g | Sifar B a1 e
Ufea ST ST TS SAfaT T8 Rihal
AW T ueEe o ST SRR FHIUTRTUTERT ATeHERT
QAT Fo T g7 | AT @S T CHTEAT ST
U SRR S@Teret T @t Faw=orehy sereer ey
&5 | Trmer fereeT @efaa foféesr g
§9 | TR HoeTlerd TUHUST halTgtish! e gat
ffefiaromsT srfmTer ST i |

forit aftrear TenlEe

TR SfeheenT TR EIHT 3aTueht far Sfsheent uft
A AIdTeE o | SARIHIT SIEhT FRITHIT Tereres
SeBEeAT B | S e, T e e
LT TTImEE qoT 317 I SraTeE T Sforgeht
STfeet B | FIT SfehehT SSTTSTaust UTed 7T o & | TFRETT
e AT AT TS ST et TR | ey
THEM USHAT & | 3HIe%et T TR JTATaRuTeRT HTHAT
TS | Fri A T ST AT AR
T | TR deheE fer o, fefsed wurawmT ga
T T B | SHEEET Tt | T A fergamd bt
© | Toaesh swrofiese FRet Jei-dren arer swrRigwe
iR & |

qoieqmr fefsea wuher e=nfee, fhfae smraves T
STt STET TSR WARTEEHT AT Sl HeaT=iier g
% | WANThdTeEeh! daeviier famtar grer guerd o afery
AT oIy e Sereer T T Stefe AT TRt
g T 21 | Rl e gt gt s i
g | wiafas FROT TTe T ST G TED |
JH TTEheedh! favdTaels FASIR SHISS | TTEheEdh
I3 TTEAT { FHNENeE Fated T ffad swmr
R STk AT G T ST G | J6e) Gourer
AT afy @er T e | ged frer deew 9 wEdd
SR e St 7 | foreedhn st fa
TR, THT AT STIH T 0 A Sieat wias
I A W EHHTAT AR AT R
ST, i vt T g fames e e
ferd sfer srggues |

foralr St whesr

FergeroaTt T TS BB T o wita sitereh et
TG THUHT HIHEEECTS A SAFTAHT FiTel 1o 7 @fehl
SFerd, YR T R0T ST ST Terefier el Jar T
T Sepeeat foxiar TmTafeTaTeTs SMTTE SIS Hee |
foelt &bt st 7 GaArS € e crfeeR weieoEEet
e @ T gt Ao S Ew T SRR

RRE



Targers T T =TfeT SIET HoatTs, GebT T T ddTes ue
TS | SRTEEh! TaTIvuiae SEH SHaeTa-[T Gem 18
STeAGTS, SRaTereT UxT TS SATEFATs 3+ SIS |

FTaTifeT &t g fawarer gar fafm, statifes et
T fafv=r SyreedT aggET @Er T g | IEER
Treroes, fefvea games T favaesmdt sreumes
AnTiad g | Taeaansd, safem, Read FameT StE
Tperet e &g dehel S MR fefsiear gaeE
a7 fefseer arfaes fey, a=1 T WogwoT o &rar
Y T B | HiaTsesTe 0T e T, Shge whiftganr
STTETCHT STt TN T T aTg 7 @&t g3 & | fomr &ar
T T SAEETIHT U g @ | Femmehter v af 3=
T At g1 3 |

FurerwT forr Sfee

JTETHT TATE BIF T et2ah! YA SIT9eh HUhT & | aX g
QT ATeioT &EET sRuar T T qeash &4 | faedi darers

ot fefSea ™ swdiT grfea swifaeaars 3 fefsea
T STEvah §5 | T ST &reE TR T FITgeTe
T FeaTiard & | THeT T Sehehl TITIHT T HeTelells
Hifa ST B |

Juremr gt e g afqer afeR@er @ B, @
HAHTIRUTERT U6 T R TRaT =T S | ATiees fadie
FHRISTRT ATHT TERTT $ifdeh SaT & ST 3Tered &4 |
FIFT AT TR Fereee Ty SRl & | JuTet T
dohel ST TeRT Hifgeh Hifd—30¢ AT “JUTET TR
ITRfF T 043/ <3 HT TSI THEIAT Joold HUSTIHR
foxflr uger fowam o fT S TRt ATRT SRIEAT T
TFFATT raeT 17 FeTR 8 I Ioai@ TRehl & a I9
EIHT SISTd QT TJeTaehl TRITent SareeT TienT
&7 | haT, Wodt IEuHg, WY U St fefsed arrees,
fafv=T Sheeer SR Mkt Hiase dfehe T gorud aTfasnT
T wAnTer T Sferesht @it =Yy v G MR B |

@Q«Q};&g
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YHET GATHT qT UTSI s
ATSTAT : SETRUTICHS Wl

$_
h

q. UHiA

g¢ 3 yramsdieiE fagarn §& el SfrfTE Hri-quts
TTaR TR WUEhT ST/ FTERIhT Faq STRIGH, SRR T
STIAISTEAT 3GRATE T Uigeall avThaia Taear g4 mushr
Blended Finance, Private Equity, Venture Capital ST&IT
faferer greerer fava ienfies arareomT sEEx T T
IAFT TR THe T3 AThT U135 | AITeh! HU THI&
fa.9. Rovo ufs fomar nfie euant i Ierieor T
qeagerTdent faxfer &7 QST STishHeh! SUSTHT AT ST(eh
afardaeiiet, Sfeet T AT aTdTeRumT goarer Htesh!
e | corm uf afafet Update/Upgrade TTd ST
Artificial Intelligence Eq) JHT E@W@ﬁ ST hideh
EUUT TGS U TTURT & | GHICITT AT T5hehl IARRE,
qraTfSTeR STUET T HEATTA TG TMIAehT Yo HTRUTETE
gETEEA T I T Sfeee®ehl AT THGEeh
T | TEAT ST U TSR ErHhTe
JTfeciear T T, STTHT HRIETHAT T HId ATeFeh! el
IR TH, WLl 3Tl gig qur faermemr fRea Fmem
e T gt raTeTRr fed @teor e e @t S T
ol T SFRATIeRT ST qgied T~ Hfeha |
TauT faversuTTeres, qatguHTens T fofusfad srewem
AT TR A9l 63 |

T3 geextaT gmET g9 (Problem Solving) T WiHifas
PIEC) (Strategic Planning) 3:|T‘ﬂ'r'vl'°F I hT g‘%

o FRer*

e S = S

ARTTeT YeH TS | 3TelURa®Y, S &5mT Iie aterdr
T AT {h FHoliehl THET THTE SATEATITHS
ARG =T T g v fefsied suaor,
SEH ST §eT T fadim gaefsaen faer
SeiepTel WHifas ASHEE g SIS afhs | I8
STHT AEET THT SduET Gfge WUl eI e
IYEICHS 39T &1 W WHITdeh JioHT wiasieht aried
HE T Sferufaet dwmrd qdaary & |t gaer
T~ TNTeT W1 TG3h! T ShAEFTE, STl
T forriamiehT qTeT T TavedT (Innovation) T fetroar
(Sustainability) gifeerd T e |

9.9 GHEIT GHTE (Problem Solving) &1 @LTIUT

ORI EETYE ATl fA G, WUNSl AT SETSET
o sTafier e STET gHETREST teeH, favemur T
FHTERT SATHT STOHTS ST, e qur ol sf=a
TisHaT GRES | T8 UTSHATHT STt JTEdfash TEd, T,
oTe T Tferser s g dEfeRTett qe farr awmen @ifes |
THET GUTY ool deohlel HNaUehT SATITEE 8213 1
TV, THTAThT Y& HIR0T gfgar T @reeh! Jgha Tg+
ERTH TUT ITARCH STRIEE STTATI T AT
e & | Tomiw i Sifere aur dresitTer Sisretear stfeet
yfafr ffeas Chihd AT GRS WEANTT HIEERIET
U T+ SR J&H T4 |

9.% THEAT AHTLTART ATATARAT TAT HEe

" o e Sfed T SgeTIeeR  GHRITEEATS
G FOHT dfee T 7ed TS |

»  fquier ufsharens dea 3T T faverommT Streiia amds |

FAT T TEHEH  STUNHT EUHT T TR

" TR Ul SRR P dEfeRTel T Tl gure

IS | G JHTE T3T HoaTaehT HHAT 3cd—
xR ufee, HROT T foTmeRT fageisor qur gureeshiY
HOTEHThA desblel GoTeh! gHfyeraar fas | sTehia,
wrifas Ao ageer e, fae T deerefa
ILTICEATS I &HAT AT AT ATATEITET TS
d femr faehrar, wiqeqelf @y T gemTa wnfae ura ™

eI EIURICES

" i, q9 T oIl TTEshRT 3TN gifved 6 |

»  iferd, GEHTT T SRR HASTRIEE qig= T
U T STUR J8H T4 |

»  Sfene ST AT SISTIEhRT SITT SHNEW SaeITaH, aietdT
Hrge T &SIl Ut GURAT H8a1T J21SE |

* oI e, F AwT i
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o] STER : &2 & AvBIcad fRTE®

v oy FEieEAule TP T eaTeeHTRG TR

forter TGt HTESTieh ST WHifaeh JsHTT 3T

HETehT HEHIAaTS Tae T4 | werer, foxfr FRETIET T OHe HHTE SR ST
" WWWrﬁwwﬁqa( TEIATS U3 ETelehlet I gieehlumT dfed &l 68 |
Tarvaeterar sfrgfeg méw | 9.4 TUTHIereh TSR STETHAT AT HEed
" [ISHT URETTAT, ITETee T I T T Hed ®  qgieqars we e, foe T e faur wem
TS | TS |
1.3 THEAT GHTITET sfhg &0 Rivad FE ITEIUT
qH =T JHTTADRT U
AT TghE SHTLATIT Ter feperr ST et eIl HaTeHT TS T,
A= STl ITFNT T,
Al SehehT qLeTdT e (Standing Liquidity Facility, Repo 3Tfq) SRINT 71 |
fyeh qEeTdT LTI FSTTenT TUTERHT TRBTAT TRT 3caTaeh qT HTIHeRdT JTed &7sHT sl faed T,

ETeIhTeAIT T 3Uh SREushT fareier SusheorT e faferfisor
%aﬁzréar&ﬁw Reverse Repo, WWWWW"&I

fafspr @t (NPL)
ST

TR STEAT WHITT ST T,

HofT GFHCEAT /AT CToh IeRL0T eI JTANT T,
FAEIIRE htieh! grgia T faspt a1 st faer@s 1 |

[EREECa U G E
T

Ui shIehT T Sf@HT GSfiehoT (Recapitalization) WFsHAT &1 7,
e Tre=IoT Tt FerefisRtr 7,
BT e e e 7 |

STSIET ST ALCO (Asset Liability Committee) T fHUTSmT®HA F1&IT T shsTiehl SATSTET FHISH T,
SATSTETehT Gap Analysis cll

el GEUINT elt AT g, ot Ft gge
iSR! Tt feror 1,
ST aeffeRtoT JurTef Titehd T |

qrfateeh qeeT Core Banking System 3{d%g HUHT tEi’d’ﬂ'lT Contingency Plan T Disaster Recovery
FAHAYE T1HT T |

T HETEH 55 3T I T Tl HaTe T TEehr Fad T,
HRITTATeTe: ot TR SToTSH |

STIATAT Shifew 7T Ufee Ugfd (CDD) UTSHATAT U T,

(AML/CFT) FHATITE AML/CFT aTfetd Y& 7,
TEEHTEIE FRATERT THAH e ™ |

MAET &I HodTedd
AT

e T Tt 7, @i T ST G TaaRor T T SIeTetehT S Te ST
gge T |

q.¥ TUTHIAS TS (Strategic Planning) 3T STFEITIUTT .

Wik AT Y=TeT 5 TSR ATeiehiel faeT, TTeT T
JeyeE TR T o TeIEE S T STawd UHifdes .
fosmr T, AiqeEeRl UG SIS TH { HRTEITHHT

sTufere o TR T G ST Ui RS | A .
iqeTufa i, ATaTeruyid Hogeier T AT < §1
TFSHAT 1 T T HTSehT ST eh STATauTHT S Na Hefet qeT
Felet TeT T STe STATauTHT SRE ST T TR farversuT

AR T STe ATATERUHET 313 THEdTs TgiaT
IR TS |

diqeeehr rrfisar fefor T oresRy afETe
giafyad mes |

STTEERT TN T STTGH T T eeeh! SATEITIHT
TSN TS |

" AT SOTR TS SetenT & fat g, fadter wfae
T wfaedeft emar fashr T |

T8 g gtaerdt T fam s e teww | At

9%



» i ferar T et Hiaars g aHes |
v fyolaenT FEfEEA, ST T JoATSHAATS Result

Oriented sHTSD |

T SUER : &2 & amieiad fReTe®

" e, TG T gH- UITeATs 956 ariss |
" TSR HhTC TOhCTARNT TFYUT qashT RIS
ey &1 6w |

9.% TUTHITh BISTHTRT Sfhg & Sirga el ST

A/ IgH JUTH I ferehT
TTes Trgite Iedad " ITEehel UdT T8 Wb THA (Turn Around Time) T T sheTgehT |Ter qTeT 7,
Teg " vl T TaT S[esharTs UREElt STE 3ferd i e,
" ITEeheRT THTET deehlel YJaT8 G 89+ Activate T |
farr et gfg afaa | = Y, Scaraasfier T MSME STEaT &= Smerfeerar fde asra diefentefi seit it fasma
G cll
fefstea dfrs Yae rlﬁ ®  Mobile banking, QR payment, Core Banking System upgrade o fefSeet g faeamnesT
aThT =vteg, fefsreet wHifa saerem m |
SifEeH STewdT 38 | T Credit Risk Appetite Framework 10T 7T T &7 Exposure EaT frerftor m satt
™ faferefiartor T,
" Sifed T Risk Appetite / Tolerance Limit Frrerfror rﬁ]
w STt 1, detar, A, ffeh st sTTfeHT U He geTerehT TXEOT (Stress Testing) TR
Early Management ™ |
GSf warfear e g | = diEfeRtef i s, amarer Aifq T ISt gig wHifa st |
foreier gomafyrar faaw | = oo sTReT foar, s e @rar geete, fauer ot qer dfed & el sk
T YRR EYHT HRT<EH T |
S T (ﬁ_dcﬁ ®  Succession Planning, Leadership Pipeline forepar o fmaT atfer shrish Hesmerd T |
[EEAERICH

9.9 THET AT ¥ JUTAITdch ATSAATIT FHTAAT

IEIT G T WHITGR ATSHT eI g8 =T @
TEREF (- STTHRUNEE g1, | AgAehT VT 38T Wriah!
TSR FHRGTITE, TTigea T TTaehiiar gl
TRTRIGHT ah{-=2d ehl U157 | 3 STTERUMT @2, favetsoT T
qenuT smrenfia fotar ufshares srafirendr fems T TimTerg
FEATEIE, TP TAT JoATGhAs FTEATITh Key
Focal Zone T &UHT {5 | THEAT THTITIHT dcohleiehl
FerieenT Tfatrer TRET wiHtfaes AT el feem
% TRTHaTeTd TR quafT g Ufshamar T e o
d, dId ATEFshl TWERRT ST, SiiEHdrs =Han
R qenr ditid T g gurta wfdasar
SIS &1 foem™ G5 | 9T Fual aaHT gHid eeeh!
FTEAT T iRt STy ia STHET TS ThT STaETIeh
STETEFERT T g ST T & |

THTHATRT ATEMT FHATEH SIEE

ST GAH! 3T ALTETH! HEGEITET T
TUTEHTIAT IR T & |

ot wfseam g o, fawewur T qenaT i
Foter wfspama fga g= |

ST T gomT ArsHr fmior SRt qer

EapieopE AT THTAY 5 |

FTEATIHIT 3d HATATTHRT HE@qUl  STHLITHT

3UHTT EIHT JANT G |

quT agfevmfir gu=e=r T gewTitaT gawT
TETTF § |

gaTgEt g I goIT T SR ggeerturaT

gfeesnior Fiad g |

AT D Sty sraeemE, fifard gum T

X GEITEHT 3o 3Tt & |

9. HEIT AT ¥ UTHITae arsiartaer fHear

HOET FHTE T WA AT o eI Tewaqu
Jushor T i famehr gfeesmror, wwer feafast T wieRT
gofr difas erar U | oHET e gedd:
AP faeme a7 dohldl Q@1 Wk HHEITEEh]
gfg=, T TIveINoT T SU=RIc TUTEaT HiEd §a
T I STCIRIA T HEAWHRIA FuR giafead m6e |
T STTUROTHT THET I~ TS FHTI @IS HUehiel
T FidThaTcHeh & |
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g fae faufia wHifas JsmT v Jfaeehr gaigae
¢ TS STIH ATehTel TTedr Uikt UfshaTeRT EOHT

AT TS | GRET gHTYHe fafere gaer gesd
eI YIS 9 WHITash ArsHTel Tee-ehT qur e,

@ | a9 agreeRl e, fae T delerefi stvrew gig T ufaedet emarent anifes qam e |
frufor w genfad seER T Siferers gdaariated

T HETT GHTEH U Treten
qw ferfast T STCUhIC AT TEAHehTCA refenTelT
Fafag feremT THTITRT THTT iRt e T fammm
Tehfd yfafskarcies (Reactive) JATIHHTHS (Proactive)
T fafere g ar gey qrquf e
gfeahroT T T qioTHenT fagetsor s, T, @ve T worifa
TR 3Tl FHEIT 30 TS T 3T gFTte
e s wifea ar sTiferes T T Sreiehtei =

AT - TS GUTEE S0 gHId el TSI
3UTT &1 W T JISHT HiehT et T Siaaars
SAATITIT T+ SreiehTetI Qe & |

9B YHEAT GATIA ¥ UTHI (e SAhaareT
YSIGATHS UTRUTH

T FHTY T WHIdeh ATSHT THTIRRT TEaT TEi1aeh!
sifedead T ggehe IO & TES | OREI duTH
FASIR §aT TSNS G-THT deamed, fader ar
T GOTEHOrE GueTes augd afed T SHTee g
TFGT | T T THEITEE SHUST: Sfeet, SN T TUTefira
ST TT-G0T G | THATs o7 TR TR
T JeUat 3fed TISUTh SRR AfGaT arerh genr fosh
af@T g ufe T 7 =TT g, AT Wiaareft et oe,
defsfifa 957 oo TEETET Sfeushl T guR T
FHAThT T T T HUHRATCATR! favame Fasi g
STEAT ST TN E9HT 373 &3 |

JThiath, WHITTE AT TGRS §aT THh! Y9 AT
it T fEFET g, feraa wrHtfas srwerdrer
aeETeTeRT T, feumm T ufaeast emar 3 T T 796 |
oI TgSHEEh! 3Tk ToaTa UTshAT dcehTaila THIHT
qeageed Wbl AgYfa W qrafy arararefr afEd,
glafenTa ®qaweT T aoR yfaeaeiars auad wrifaar
AT T TEFET TET | FAEF qaTdh  gehier
IS | TN TITAT TIaTse IeTTehT ST HEoT
Nokia 3T 3QTeX0T & & ¥ WHifaes T-eu (Strategic
Myopia) & “&d T faoh afewea forn” w1 srgyfa
giﬂ—é’% ufT Strategic Update @1 STHTGHT TGS
srfedea I BeTgfeT o 31w & |

q.90 TSEATIA TAEAT GHTLT ¥ JUTHAHereh ATTAT
faaue awesear

OIS GHTYIERT  GaqAT Brainstorming, Root Cause
Analysis, PDCA Cycle / Data Driven Diagnostics STl
fafures AUT3ET adHH ToaTeTTd HHETEEHT Jhicah
HHTYT Te=T T T deshled 9 cTedes HTHT JeanT 9es |
I8 TR, TR ATSTThT ATHT SWOT fareetsor, BCG matrix,
PESTEL W’GI'UT, Scenario Planning / Risk Based Strategic
Mapping ST SUHIUTEE WRINT TTaT TSR fad { gl
T QT ST T TRt TS defeptefta wfaeqeft steawemshr
TATIF HeATgeh T+ Hiches | TEAT ITRTEEhT Thishd
TN SATEATIATE IdH THEITEECTS SAaieed &9HT
THT e Aaeeehl TR Il T T JH1ss
T ik grTfad Sifay T STaeiesds qaigae T/
TSR drelehTeti sTfedea, arafferdr T wnfac gefera
i) Hed D | Management By Objective 0=y SATSThT
ARTEATS ST THEAT FHTE T gLesft wiHifaes Jrsrmehr
HIISTETE BeAGRA ST T TihT €57-85T g foeriergaT
G Hfehes |
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AT faelier YEATEEAT FATradb! SaedT

S
dih

AEAT (Accounting Standard)

1 Ut oo ShRISTehT Te=T, W T GeTrT she! T WY
IR TTRuehT Tagra, Ariesi T famese! gmaTs aram=
TS | T 84 YT AW ATIEvS faehtd TTHehT
AT g3 TTaTE f1ehTIehT SUHT SATHTA STEahT TATIHT 9T
9 | AW dge ST TRl eramwert fefad fifa T
ANTEIeTS ¥ TG Wi | RET ATIEUSe T HRIsT
higel gfew T+, FEdT GoIar 919 7, HEd gidaeT ™
F-H qeITEh! AT T W T fewnfade fas |
TR T TavaeaTdt EHT @ ATIaUes® Tl Feeh!
O GiATvEd T THE STTUR WIS | SETeRT AT
frmeE g=, ST ST vty el faxfr
foeores @R i, sEe faf= e a1 ageTes
fererent faeiter WidqaeuT wswEddT, urefstar, favaaHiadr
AR SIS H T4 |

International Financial Reporting Standard (IFRS) /
Generally Accepted Accounting Principle (GAAP) 3I~d{
e wfiehrl e g1, STRT IFRS ! faerm Fufw
AIEEATE U] & Y GAAP & Taeher SWfieRTee wuant
2 | gt favaent gorvmer ot yafed saifes dEme
sratifte fexfrr ufdeeam (IFRS) &1, S favaerr 2¥o
IaT Tt TLEe SaeTra THIEHhT & | SETHHHT T
Jeaee fof FeReed! ufgam, @O T gerEmr
THEAT R 7T, Tt faamurets qammarm T g afe
SIS, TR, TTaeh T 37 Tk HATeITasehT Tad HTafur
T T foxfier wfaagesa! favaarar gfg m g1 |

WUTA AETATA (Nepal Accounting Standard — NAS)

JurerHT farfier FRITHEERT RaTeah T TidaeTaT Teheddr
HTT T SATHT TTeT @A SISl STRT TREhT AETehT
HTYSUEEEehl Hﬂ@ﬂ'l‘s‘ JUA AT (Nepal Accounting
Standard — NAS) ¥ | AU TG e JuTerT faxfir
foraureenT TR T IR RTuTERT ST TRATEhT HTIGUSEEhT
fohmer 7 foram feRmr 21 STHehT TTIAT SISl SRt
T Roo3 UM %o T JUTA TCE THISLL HEAT=HIA
T 8 | T AW el & 000 a1 eSS
TPETeEhT AT JH Gl HIICUSEE faehE 7o
IR B | U AEHH TSl SFRIMET AGHH &€ T

fawme fomfeg=n®

=P eKsEt -

ST TRET WIIGUESHT ATRTCRIdT g TRT T STTehT
HIEUSEEh! faehte e |
AU fadhar Flﬁ'aa'ﬂ'ﬂ'l'ﬂ' (Nepal Financial Reporting

Standard — NFRS)

Te Tarefier ufdereaT JuTer @ aider fashma MRt
T YT IS TS TRATST hAT~aa T+ ETgeh T
el e EeT TE & | et T sfaeE
I oEmH ade faem MenT statife faxdr
TfaaE =T (IFRS) ST ST & | AuTet ferfier wfdeaamT
JUTAT TGFTSTEEHT ATHT TGS T HicaaTehT HTRT ST
8 T =it forfier ufqaement SuTeft Sa=aid ey
21 | AUt faedie wfdeem fagraa s dargsT
T yfdageh! HTIGUSEEah] U32T TTYhT HYE &, Sl H
af faxfer SRIaWERT afea™, WO T GAmT T AThT
Arifeier 1w | et faxfrr ufaeeamenT o faxdia
foaor AT T e et 3o (U, T
TSR, e Hichd, TANT T Gferd, werEydr, faveeamdt
e, URenft, qerErT T favaer AT A
TTReh & |

IFRS Foundation 3F=idehl International Accounting
Standard Board (IASB) & International Financial Reporting
Standard TaeRTe 7+ T ST 7 &1 TT6S | 1ASB WwaT Ufeatr
International Accounting Standards Committee (IASC) o
2293 NG 000 TET AR AEHHEE fashr T ST
TG 9 002 G IASB & IFRS farehrer M ST 7T Meht
B | fa9T WY T Ro0y UT FARNR HeHT™ FoaTelT T T
faiter gfaaeT qaR T ITCEmT 3T Hewaqul FIravs
T, S gHadts favaer sty faswfaa eeear
IFRS Foundation o fa&m TReT IFRSs T=id facfrr
gldaeTes TR T ol | Sfier @a=r yaredt favawft
AR Teeeh! Sgal ATETehT HRUT TsheyshT faeiar faewor
T foxfir wfadaesad! STawIhar Hegy HUSTIET IFRSs
o Tawerwft AT 9T ool | E e favaent & 2xo
TeaT T I9TEEeT QUIETHT =ity faxfr sfaaemmmT
STenfie foretr faatore® wehme Tde |

TR Ut & R023 3f@ IFRSs SIS fadie faawues
TR IFRS l'fl"TConvergence T AuTe fodia ufqaemes

* GEIF qFEATTF, JNEF Hiaq a1 #¥91 feifid s
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(Nepal Financial Reporting Standard) Taehm Tt IR e
ofTeAehT &1 | JUTCTHT JEAT T eTHHES TuTel A@HH e
(Accounting Standard Board—ASB) GIGRERICER RG]
ARE THR T AN Tag | 9T d@H e
JUTA ATEE Ul HT U, 043 F=Aild {a.8. 04’
HIHT TITOAT WU FIgHT Sfaa ol @as e
&, Sl Aqcd UTel TGN Feh d1ee Ushtaweweat
e | 79 FeRrIeRT Y@ arfaea favamt yefera sttt
FTTOGTHTET ATRTCRIAT g 7RI AT0hT AT 3egel TTiaa
T eEehT AT Ui ufdeeTares fahme M S T
arl

fa.6. R0%3 AT IUTA TN ST TS ATHSIh &IIehT
@THT International Federation of Accounts (IFAC) T Public
Committee §RT SN A=IET TTESIHE & AGTHH
(International Public Sector Accounting Standards)
e {Tﬁ?}f IE|CIERSY Nepal Public Sector Accounting
Standards (NPSAS) Ui faehmr T SIRY eSS =Cin
feUaTg®ET JWe NPSASs Ui STRY TehT & | I HTehel
T TTRTIEEgHT TTGHT e Arestieh T General
Purpose Financial Statements T &THT 3TTA9Th AWTgeh
T yfqaeTarerelt GEAT UG TES | TEHT ST ddsTieh
T faeter faerure®aRT Tegeiehtor dientenT sgaeeT g
T ATheh! YIS 3239 &7 |

JE{ Nepal Financial Reporting Standard (NFRS) e
Wﬁﬂ'@ﬁﬂﬁ@ﬁﬁﬂﬁﬁ?ﬁ‘@(ﬁnancialStatements)
AT AU EIHT HI=IAT YT IFRS Complaint Financial
Statement HTH=S | Tt foxftr faewo@E (Financial
Statements) T Ted é%"l'qﬁﬁf 1\T=l?>|'(l?'T%1W1'I'$C §‘FI3V3€§ :

9. focftr SfaTameRl faawor (Statement of Financial

Position / Balance Sheet),

. TR qT Ak 3TFeh! {9aX0T (Statement of

Profit or Loss and Comprehensive Income),

3. 3fgadmr WURT UfEdehl  faemor (Statement of

Changes in Equity),
¥. ¢ JaTE TaawuT (Statement of Cash Flows),
«. fadii@ faanureeesnT femuiigs/ Gam@r (Notes to the

Financial Statements / Disclosures) |

Juret faxfiTr ufqaeT™ ™ (Nepal Financial Reporting Standards)

Tt Jutet faxfier ufqaremm staiife fa<dier ufaeaemmes
(IFRS) ST&d Teq Yeelaeil &, Steel Aurel  facfir
PIGEECEIE) (Nepal Financial Reporting Standard (NFRS)
qﬁ?ﬂ's: SIS | FHITHT AW SIS (Accounting
Standard Board) & T 023 =T ufgell S TRET STt
AR (Nepal Accounting Standard-NAS), 2023 Uf&
SRY HUhT ECIGRESIR] srﬁéaw -Nepal Financial
Reporting Standard—NFRS), IFRS Foundation FTdehT
dehTeld  Standard Interpretation Committee (SIC) o
S W SIC Interpretation/International Financial
Reporting Interpretation Committee & SIRT TET IFRIC

Interpretations && Ui qé@:[ | BICHIAT NFRSs IT=Td
AR WhEE T4 :

2. Nepal Accounting Standards (NASs),

R. Nepal Financial Reporting Standard (NFRSs),

3. SIC Interpretation (Interpretation Issued by Standard

Interpretation Committee),

¥. IFRIC Interpretation (Interpretation Issued by
International Financial Reporting Interpretation
Committee).

JUTT AT St T 2023 Ui TUTe SREHTHEE (Nepal
Accounting standards) ST et @ Afeer Sfq ufy =t
WW@WWWW(N@M
Financial Reporting Standard — NFRS) &T TTHaTE ek
T SR T | agd, T AR U AT
IESIERIGECGEIEESY (Nepal Financial Reporting Standard
- NFRSs) A T SIC Interpretation Fﬂ'&p IFRIC Interpretation
g&eT AT 18 ST & |

B AT @ el el qute  ferf
gfdaeTuTes fashm T ST Tiwehel @ 99 J9Te |
THREL TS AT UHT & | " e
TRE TS HTel JuTel faefr wfaaenres o
Phasewise Manner HT AT T FRidTiersT TN T & |
TS AU @ AegRT SR uTe faeter gfqae e
(Nepal Financial Reporting Standard -NFRS) RoR¥ FAeartq
8% JZT NFRSs, % 9T NASs, 4 92T SICs T 8« J2T IFRICs

W{[lﬁﬂﬁ@:

S.N. | Standard/s | Particulars Effective Date
1 NFRS 1 First-time Adoption of Nepal Financial Reporting Standards 16-Jul-25
2 NFRS 2 Share-based Payment 16-Jul-25
3 NFRS 3 Business Combinations 16-Jul-25
4 NFRS 5 Non-current Assets Held for Sale and Discontinued Operations 16-Jul-25
5 NFRS 6 Exploration for and Evaluation of Mineral Resources 16-Jul-25
6 NFRS 7 Financial Instruments: Disclosures 16-Jul-25

qro



S.N. | Standard/s | Particulars Effective Date
NFRS 8 Operating Segments 16-Jul-25
NFRS 9 Financial Instruments 16-Jul-25
NFRS 10 Consolidated Financial Statements 16-Jul-25
10 NFRS 11 Joint Arrangements 16-Jul-25
11 NFRS 12 Disclosure of Interests in Other Entities 16-Jul-25
12 NFRS 13 Fair Value Measurement 16-Jul-25
13 NFRS 14 Regulatory Deferral Accounts 16-Jul-25
14 NFRS 15 Revenue from Contracts with Customers 16-Jul-25
15 | NFRS 16 Leases 16-Jul-25
16 NFRS 17 Insurance Contracts 16-Jul-25
Nepal Account Standards- NASs
17 NAS 1 Presentation of Financial Statements 16-Jul-25
18 NAS 2 Inventories 16-Jul-25
19 |NAS7 Statement of Cash Flows 16-Jul-25
20 NAS 8 Accounting Policies, Changes in Accounting Estimates and Errors 16-Jul-25
21 NAS 10 Events after the Reporting Period 16-Jul-25
22 NAS 12 Income Taxes 16-Jul-25
23 NAS 16 Property, Plant and Equipment 16-Jul-25
24 NAS 19 Employee Benefits 16-Jul-25
25 NAS 20 Accounting for Government Grants and Disclosure of Government Assistance 16-Jul-25
26 NAS 21 The Effects of Changes in Foreign Exchange Rates 16-Jul-25
27 NAS 23 Borrowing Costs 16-Jul-25
28 NAS 24 Related Party Disclosures 16-Jul-25
29 NAS 26 Accounting and Reporting by Retirement Benefit Plans 16-Jul-25
30 NAS 27 Separate Financial Statements 16-Jul-25
31 NAS 28 Investments in Associates and Joint Ventures 16-Jul-25
32 NAS 29 Financial Reporting in Hyperinflationary Economies 16-Jul-25
33 NAS 32 Financial Instruments: Presentation 16-Jul-25
34 NAS 33 Earnings per Share 16-Jul-25
35 NAS 34 Interim Financial Reporting 16-Jul-25
36 NAS 36 Impairment of Assets 16-Jul-25
37 NAS 37 Provisions, Contingent Liabilities and Contingent Assets 16-Jul-25
38 NAS 38 Intangible Assets 16-Jul-25
39 NAS 39 Financial Instruments: Recognition and Measurement 16-Jul-25
40 NAS 40 Investment Property 16-Jul-25
41 NAS 41 Agriculture 16-Jul-25
INTERPRETATIONS
1 IFRIC 1 Changes in Existing Decommissioning, Restoration and Similar Liabilities 16-Jul-25
2 IFRIC 2 Members’ Shares in Co-operative Entities and Similar Instruments 16-Jul-25
3 IFRICS Rights to Injcerests arising from Decommissioning, Restoration and Environmental 16-Jul-25
Rehabilitation Funds
4 IFRIC 6 Eilaeﬂlri:)isisc aEl;]iziir;)gmgg;n Participating in a Specific Market-Waste Electrical and 16-Jul-25
5 IERIC 7 ﬁssl;j;&la'i?;enal'\:’iséi;enrgsqr;zsApproach under IAS 29 Financial Reporting in 16-Jul-25
6 IFRIC 10 Interim Financial Reporting and Impairment 16-Jul-25
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S.N. | Standard/s | Particulars Effective Date
IFRIC 12 Service Concession Arrangements 16-Jul-25
3 IFRIC 14 ;ﬁsd ﬁ;Ii'menl_;rgizt?;na Defined Benefit Asset, Minimum Funding Requirements 16-Jul-25
9 IFRIC 16 Hedges of a Net Investment in a Foreign Operation 16-Jul-25
10 IFRIC 17 Distributions of Non-cash Assets to Owners 16-Jul-25
11 IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments 16-Jul-25
12 IFRIC 20 Stripping Costs in the Production Phase of a Surface Mine 16-Jul-25
13 IFRIC 21 Levies 16-Jul-25
14 IFRIC 22 Foreign Currency Transactions and Advance Consideration 16-Jul-25
15 IFRIC 23 Uncertainty over Income Tax Treatments 16-Jul-25
16 SIC-7 Introduction of the Euro 16-Jul-25
17 SIC-10 Government Assistance-No Specific Relation to Operating Activities 16-Jul-25
18 SIC-25 Income Taxes-Changes in the Tax Status of an Entity or its Shareholders 16-Jul-25
19 SIC-29 Service Concession Arrangements: Disclosures 16-Jul-25
20 SIC-32 Intangible Assets-Web Site Costs 16-Jul-25

% T fucdlor Seumeenr aue fachar iwegeaw
FATTAAADT STACAT

e Tt Heemes "uTet faxfier afaeeaTe®s hasT: Any 1d
Tarvaraadt AT wTed ferfer faaRuTesent qERT aoT TEqia
TRERHT B | FUTT T ShgRT ok 7T foxfir weemesest
AT AR Wbl THETeTehT W % AT TR@TRl @ T
Fifaerarefy sy @ehl ©, STEAT S qerT foer dremeEa
arer ferfter ufderguTenT et faxfier faeroresah aamt
TR0 T SHaeT T8ehT | -UTHT aTioTsy sfehget
AT o Rowy /Y g JuTer faxfier ideemmenT @t
FHITSTHeRT farc™ foature® q@m T oTerehl & | SdTeteh!
foreer oMt ffer TTqET SRR & e adam
ufgremr fadfr  ufdoeTesds  ifed  OHehaTIaR
Ty, arEsft T ger R SHIST STITEws S TR
B | TE STTIRAT Y3& £ TS TUTeT G el 1=
fiear fater ufqaeT@ T (IFRS) @18 TuTereRT g, ST
TAT G TafeTedreTgey TS T 3Tshe TR 49Te
forefter ufqaeam (NFRS) ToIshter @oIm shIT-=r-HT cATaehT
21 | 3renT forfir TTEATRT 2T SRR ST BT Ah
T foeiier HETEEHT NFRS FaT-aa-e ot sgaem,
STE YeATeah T Ffaaa HOTeHT STaeaiis ST,
UREfAr T SFRifed Tataw STITEET  foeaeardd
TN g7 Tl B, el 9 foii gemenaTs 3T+ §36
AR B |

NFRS @1 gIel i faverwor maf, fa.€.20cu ufg
Yo foef & i e e & Sifar o
T 3ratifey faxfier SeTETenT Ta-arT STufiEr &= T | Tt
uftafda uftfefqar faxier faatoresas Samie, favam
T AT AT e SIS STawshd] &

w7 fEAT | TR EEHeE Y Sfhs
HeATgehAehT A Fiaiel T fair value SATHTG HIGHRT
fagraes aueT Foder dF qur faxfia geemeest ufdaeT
HTEHTHT THETAT FHIH T+ I Sca=T 9uahT forr | =t
sraemT faxfler arefsiar, favaeear T aufad giqae
HTEHT G T AUTe T Fehel 003/ 03 G TEE
AT ok quT foaxiier HETEEAT NFRS AT SATeia faxfier
gidqereT yunelt e EUHT HREEIET AET, STHehT
TTe ATST TS Sehe i ot amroftamr Toe suaT fe
TR B |

FATT SHTEITHT ST AT Sfhg&el NFRS ( (Financial
Instruments), NFRS 23 (Fair Value Measurement), NAS g
(Income Tax), NFRS & (Financial Instruments Disclosure)
ST HMEE TWEshi FUHT SUISEHT S | 3Hlewe
Expected Credit Loss (ECL) AISAHThT  hofiehl BT
SRCICE rl%f, fair value AT ATYTRA GFaTd-gTidea MO ’ﬁ,
consolidated financial statements I ‘ﬁ, deferred tax
TUHT T qT ST QAT 7T+ 3TTEATS HoTed SHTseeh!
B | A ufadTeee Sweesd! fadfier giqaeT emiute,
AT T IR SRT &, STeel foremeh fehrerent favamear
g M T |

o SFEEHT NFRS M-I AIEAT SHiAh &IHT
UR g3 MR B | JfT iatass st 1vTE, ST
SEATIT TUTEAT FHASIR, GUAT IT system STEAT HRUTe U7
FTAT-HT el T ol Sia=s | T, O faenmg dehgeer
9f7 ECL IS EPﬁ’T, Deferred Tax F{fEFJIFITsc 3‘1'q:|T3'}|, fair
value 3T ST faefiar 3UHLOT qiga Tﬁ, risk disclosure
GUR T IR SRR S | Jel SHIeEeh! forie
yfdae gehvmaT 9t favaeier T famTeheh! sTUaeT ey o
TUHT A TS |

=R



T ol @<y HT NFRS HMET=aT HE gyl
B | HThI, FIAETE T STiaiieh &7dr s WUl 3 8%el
&5 @l |9, historical loss data Hgeheld, @iaE-
Torsber aepiaT A faediar SushtoTenT Gt affeRtor SredT ST
FHiGTE WTFRERT B | O U T Sk AT T wragor
TrerTaeEeh! geanT, aiferd qT TemHeh geTeeRT ST faa
FIOHEES T NFRS T ST STERUEE An] T
oTeTehT & |

NFRS STIf=—AeT S qerT faeier deemesnT ot gehiicHe
Tierd cauent 3 | faeta: faxfier ufaereT st uresft, @um,
WT&WWWW@I Expected
Credit Loss (ECL) WISTh! TN il SEH fg= T
ST J&T IXITeh a9eh! @ | Fair value ST
grafd qeT el arcfas o g wfademr
Whieehd oTeish! & | ST@T GATET (Risk Disclosure) TER
‘ﬂ'sﬁ Stakeholders, investors awﬁawﬁws*@—& GEIATRT
Torefir Tameey REXl gfsrar m‘eﬁr 3 | ?T@f, Internal Control,
Governance d¥T Reporting discipline i SeaiE1 &9HT
H3E IUH B |

TE, NFRS FRGRMAT 0% &gl FAdies JUEq
& | qTiateeh ST 3T, Historical Data Eal T, ECL
TS TRT ATHT AT STTNGH THHTT AT YOTTeiIohT 31T,
Fair Value Trerftorser anfit ssmr nfetrg g, 1T wromeft g
§J T Regulatory Reporting T NFRS Reporting forr 2R
RS STEAT THET Sfaes | ToetTs aumene mept anfir

s auT faeier HEmeset Internal Capacity Building, Data
Governance, Credit Risk Modeling g4I, Automated IT
Systems TJITIAT PIRERIECTal Reporting Framework 4T
ST TETHT SIS fa sTaves afews |

foreepst

qHIHT, 9T faxiiT AfqaeTuer sioh aor faxdia deemeean
Tarcfier wfaae HuTTefienTs Stauifes TTIeuesTIar saate,
ST T URERT SIS Hewaqul it Tl | I8
o FRERST TURE WEfa, SRaEeRT AT
TSR T TTAGTHT UoheudT gHeed 1e g faeiar
& Tavaeiaar sfgfg M & | Fafs wEfaEeH
Afeuar &, @ FHdeE Tt guR, gEesit femes
que, @& SuIcheRl faerd qum wfafertd  ewdreRr
ToreqmaThd SHET: GHTM T "ish S | g, STt
femm AuTer foriar ufqeemmeRT FEia=T 3T TTEHET,
gge T Tavaealia ave ST 3Tva T afehes |

TogH AFIAEE
TS T sfehalTe FehTierd fafi=T o qer =amEs |
faf\r= TerafsrenTe®dT TehieTa o qeim TR |

https://www.ifrs.org/groups/international-accounting-
standards-board

https://asbnepal.gov.np

https://en.ican.org.np/en
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q. Jr@uruT

o @re qUT HWaers wiasmT gearer T far

SATATITRI  FRAFHHAFT AT i dfehl Tegues ¥

HT=raT fant fohmaeht & | WTEt JEaTehl STEveshar aeT

UEATEEEATS STEL 9 T TAHT Tt SATTwIhdTaTs ui

gfd Ters fanr fase Wi | farr fasrmer At fasma

T | gt T qedt Sqeech! TV T 91 e GHATHT 219

g e AT TR fashre wusht urees | far fashraent

FTINMERT UG eaTd & 2262 & FATa=n

A & YU ATH-S | Safamn TS a9

ST fehTHAT UehT & FIeT qUT INGEIeE TgaraqT

TFTIER Teqa TTREE ©

" g ejuR AT WHAITHT YUHI TCHGHE bl
eI HTETUTdh ST Sk T |

" gReR AT HYE UL A AAERUIT HREIHT
(JuASd) T T T SR e e
i |

= T 2%9¢ HT UNEP Tl farmt farehmaent ermom 31fer
T | T 2%<o AT favadruer gggent yamemT favea
HTTOT IO TehTSTHT T |

" T 2/¢R HT HYH UL TG TEETeT UTehideh qruaT
AT SSTI ST =T | STaTeoT T gk
TS TR O & 23¢3 AT FJecdrs HiffdenT
TS AT T 3 afdfder @ e3¢ T fava arerET
Our Common Future 9%k Yidae ST =T |

" g 2’RR AT aTiSiershl TR @ SHfEmr are gest
TlEH USleT-R¢ WG T T 89 I9EEdTs
TR T STIUEEHT TehT R |

" T Rooo HT HeHTsd fashme eredrer uf femm fasmraent
STIIROTEATS o7 STel T |

" H 004 HT AR TREHERT THTT o0t HeHq
I |

" T R0%0 T HIUHTHAT STaaTy TRl Trie
T | Gt TEEEHT IT T §a STTUaRT & |

" T o2 AT T foemraorareft arefl ame g
I |

e dse”

=P eKsEt -

" G R0%% MG & Ro3o GEIERT @it fenr fasm
&R SO TG |

v fomr o e FRigEET 2o T ARTE,
223 TRATUCH TEIEE T 3% T [qeaeaTdl Yorhes
TEehT & | Tl JTehT TETA FATdT THe TR &e
2% T GAhATEH ST T FeehehT AT ¥
e I TR ST ¥ o), Pehe® Ui el & |

" g RoRx T GYH T qgFeh! UfadeTsrgar fam
foehmer etegeRT wiTla (B Ro%% MG T RoR¥) 2
T T |

qUT Yehfdel SET T He SHAT JT WRETS HEITSK

T AfeRar T faaehieTeTdTent STTURAT ATGHTERRT T T

TaenTeshT FRaTehaTIe® ToaTer §JUes -1 qal = fa

farehTEshT STaremmoTERT 2 |

Q. 3r T ufwTe

AT STavehdTeeehl THgld T faataam T uhfas
TEIEEh! ST TaT HIfeTehT HrlqeEalls el Teqeeeh!
FHt TG T IaEiT e e w3 T
ferir forrer &7 | famr Taeprer wTepfaer @raqeTer, aTaTeRo,
SagEdr T fawm miafataesiaeshr 3fad tay a=giaa
AEHAETE ITed T Hiehes |

TR T ATATaRuTieeeh! TTERRT STatars-e S| T
farr faenmer &1 | farmr fashrorers sreft gearenr sifuermfa
Horgeiiet W T faenTeshT qwT gud qieaTiyd m afshs |
FEHT FAH AR STTavaehar I T+ SHHAT FTehfaen qu
Sfereh |TEeRT YERT Tt ATel EdTehT SATEvshdTeeaTs 18T
T T FERT T AT TS | AT Sraeonst fashe
afshaT & | el qeaTaashT fermar T eiehienT faser & |

TehTel HTaRshaTe® ANl T HHAT wieft fidiesent
IR 9T ST I FITETEh! GTe=adT e SEvTeHe
qeERETe ITANT 7 Ugid et farshrer &1 | wiar T sepfater=ranl
TEIATS HereR, TehiIcdeh T EIT TNl s1s fashmer
yoTTett = feri farerrer & |

gy farr fashraer fFeTgER otef qor afearer @
ihes




" TSR JEATEERT STERIshdl QU T &reT A9 T
e T,

" e {qETeRT STErEEATS HRITe T TR T faehm,

u W Carrying Capacity Fﬂ'é ST TET ﬂf(}lféﬁﬂq,

n  Sifaer fafaear T wrspfas SfiaT ashers sam=mT TR
e faerme,

»  yrforgeRT SATHT 1O AT aqamT A fer foremm,

" O T Uehidiere Satere hH T A faen,

v S, stfds, amfaes T araereiia gereEiawEnT
=T TR T gl

" ITTSRUTAT foehTer UfsHaT, adu qEdTehT aTfereaey,

" IUSSY Sifdeh T WTpide HdeATs enieaEET g
T 3EUTEH, ITHT T SETIHT dehdr T faeepsfierar
T T foeh |

31 Tarir ferehmer wegfaehT HTeTuT T AHEHTSERT qYE Sfia &1
STEHT ATTYR, ATHTSTeR T ATfafersh TTfdent ST Hepiaeent
ATETCRIdT T8 d U6 |

3. T fawmaat e Ut smavaar

Faue gEar aur et fiders wemr aft sammaen
ST ATEAEE LT 3UTToH 7RIS TG = TehTuTeht |1
fafie®ant Sfiamehr amTisTen, 3T, TTifde, Hiehfas T
JHTauiie ST AT ATEEE U TS UihaTeTs
e ST e RN §aT farT foehmaeRT STravaehar S
T SATohar T &t Hishs | T8 TRUETHT FHehT Hewaells

THFTIET SaTTa ETHT S THTH & :

" GiqETeehT farr s qer faqeeft v

" SITATERUT HTEUT qT Sqferd fashre 7,

" YRl T e =Shid UTEliee Seqe EH TH,

" HIdeRl |, Yol T WHate TS ay
ERICEH

" 7t JEdTeRT SRS AT IS,

" 3=, f@T T wiha faeRmamT 2o g,

" QTR T, 3UFT T STETuTiee HaTSi TH,

" YRR qUT Hiehiaeh TReEEehl HTEIuT TH,

" ITITTETET HERfAT TR T,

»  feereRT STTEwIRAT qfd T HUh! T T,

v foraw, yepfaud, fasrmeardt ArTies fufor ),

» ot fauq qur reRfdes wehia I,

®  Resource Conflict H Tl'rf, 31e |

8. oot fasmemT FurersT W
dfaerer aEifTeYR  fagranthd farr foshrEems
ST, THRTET B |

] SUER : &% & atfibiad e

" S ToTad T SIS STATaRuT T HTepfdeh SeevTah
FHTAhT YT TG |

» 9.6, Roxy AT Uhfaeh HCET wRiHTden! qepT T
FTATCITRT ST 9747 |

" e HEvERT AT e FisheE Tt
&3 SATTEHT B | R0 ¥ dTElehTel = BT ATSHT HAT-<=
TRUH 3 |

» o3t AreTETe fer faehm T arareriia wTaETeeEt
Hifqe® srmts @i |

" IATEROT HIEUT U, 043 T fEmERt Rowy SIRY
T |

" JuTeTeRT AThT feTr farehTashT TeieeT qar T @y, e
ToeRTEERT TR ®UHT @bl STaTauTERRT 3Tt
e afvar, wemafer srueT e |

" JIATEOT T GoATgshenT ATt et dur
AR AT | T HguoT "r9eve fefor T et feme
e |

" o7 U, ufed fegsst quT aereleg weET Ul o,
FTATSROT, F=Tsteg T Staeh fafaerdr @eomr sirs e |

" STATeRUT URNE, HTehideh qT Hitehiden HTefor aieg, o=
AT SATATSROT Ho=TTeA ™, TG TSt AT F=IST=g HLEfoT
formT TR HEATEEeRT TRITOAT T ferm faemremT
e fde it = |

" JqTCTsRT ATt et fashmr TeieeT Ro%o, STty uiEd
Hife 0% fehd qUT HRTEE |

" ATy TREHeTE O T HfdeRet TTEETs =TT
T TR ST FRIHH (NEEPA) JTURT STUEHT & |

" STqreRT HLeTuT qerT femt feremrent @it fafir=r ity

HeeEehT TRaTefierdT el T1E |

FTitfeh sToieHT fanT faeshTeeRT TTeeTIHTL TTSeh ek IehToT

T gEaTd T 3 |

" JuTeTer farr faeRTaehT ored FTftdeRt @i i famo,
ariiefer faehmaeRl &mT WTIfHehdTeRT | & TS
ATTH B |

" o faehTHeRT e FATEITHT AT T 030 THT

AR HTT STIAH T T A AT ST T

HIERTIET 1 18 ST |

UTeTRT BT e fart faenTer cresrehl hriarseTgey

TIT T STAT-=IIHT T3 ST et Ul & |
Y. fooir feepraeT fagTeee
farir fershrer I QEATehT UTehiceh ARl STANT &t et

TEAThT ITINTHT WA g TR {0 ST HUHTer AT
AHa Sfia-enT G0 T8’ Graf-ad & | @19 ar SATHAT

REL



T o TR TTepfaen dideeeh! fadehqul qiEmeaTha
T JEAToRT STTYIhATEHT STHT TGt T fat farehrershr
fegTdeeas fTeTgam wegd TR @ -

() SATLTIAA STaTwar afafaat fagra

TTIRICTRT G G efeheh! TTeRT GITHT SRR STTavshdl
afgfd T T TR FRiers ST aeRguds W HIRIdaT
& |

(@) i S e fagr

Hideh! HITS WANT T |1 HTehideh AIqTeeh! HTE0T
FrraT 2ot fag wfasrer qEdaTeRr @rq AT stfshen
gifeaaar ®rm T St fad U a9 fagract S
TS |

sttt fagraeeares = fagraes @Hq R
! TED |

" {IhTEeRT TaEEEh G faaumeh! fagr,

" YguUT fEUT T STATERUT HTauTehT fagr,

»  quf AreuigEs S FETenRT fagr,

" ik HepfaeT HTeT T FedHeR fagr,

= g At fagr,

LI I CiDR = DR e Rt EAR

g. Tt famwmeT smam @ur weEE

farhrer T aTaTeRuTe TMTEsRRT ST=aTere & T far
ToreRTEhT STETEITIOTT STTUSRT T ATIFT TAATHT ATqHTST fars=rmT
wifaa T far faermaer wUferall aPRT TleT T4 | god:
Tarit forenToehT STTATHETS TRt TaT, Feieh qIT deaehl ETET
ai fem i, SaeTs FeTgar sega TRUHT

(%) A@EIOIT JAH

" yTehiceR ATeehT fanT IuT,

" YThideR FUTEleRT €T He &TTameh! faehm,

® TR STt YUTeAIshT S3Taeh TN,

" g, ATATET, Uy Sferen fefrerdrent deeq,

= T T e faferer dger,

" TATERT STEUHT FATd, ShTgHT T ST e,
" gTefaeh gfieh! T TIUER g3 |

(@) |THTIT TT AiEh{ah T

= g A,

" SEEEIT e,

" GToieRToT, HTHTRSTeR GLaT, rHihseh qieer,

LR CET -

" gl GEIETR o,

it aeh GeaHT=IaT T eRIethT Ta,
= grriees favg qerm fifasr s,

»  Afgrrer THAT T Aiehiae fawm |
() st s

iefeh HTqaTaETT HelehT UE,
T ATeETe T YSfieRT T,

" JSPTRY ST T it e,

»  Irffer STEHHATRT 31T,

»  ggferd ey =mEte faawr,

" JOHICH ATHRT SSEEh! Ik |
(1) AEET ™

= gl fawme,

" A eI SFH,
HASTIT STehT HITTh [T,

" O eaTenRT fae,

" AEE AT giaferdar,

" IcqTERieT HITHTEHT HETeRuTehT UEH |
() TTHIfcTa T TEHT T

" S STRIHIERT Gae,

" AR HoaHT-IdTeh! STERU,

» Tt smmeE,

" T T SHAATIeh SN,

" SEE SR T HET 99T,

" qEEfyiar { STeThe e,

v fgehfad e g,

" TR EHTSTehT foehT,

" TTeRTEmT QT SHERHTHTAT |

. Tt fowre wiftqet smuReEE
USRI SO0 ST doT =T sIgd, Fifd qor

ATIEUE SHTUL S HagaeiieldT 37918 ca@eh] THTRTT
st 3 e faepmer uTftaehl g e &1 | JHeTesh

T ATIEE THHTTEN Fedd & :

foehTe Rl AT Id TSR EIHT STATeRU STTe
HeATEHA,

" yTeRideh FrqETERERT 3ted W,

= et o,

" fIHTEHT AIBETEhT TaehauT GefdT JeTs,

" ATY-ANTT fagerwor T @ T,

" {IFHTEAT GURRATATEE S ATYhER { TH-a HTIH T,

" ST SAtglgeRt a1 fafad T oTEsRRT ST
T HeATEH T,

G

%



TR R farafe qem gehrT =Rt sire fagu,

AT TR T, T T gEATeRT STEHYET T,

" iR e T fasmr wfear @eviiTar afg

T,

LT ATfTEEE T T TeEehT TR STITETS ATaTeroT

SITITITHT ITINT THIES |

z. st Tt fawrar sewR

e fant farehraehT g stramfyreaT Feftetufir e,

Wi, iy, ST aehr fawm ¥ g1 | f dmenr wgfaa

ferehTersRT ATRT Tt TRIRRETET feRTeRRT 3TeH, ekt &7 |

AT T forehTHeRT HEeemT (EehT STTETEETs FETIHT

W’Tﬁ'@ﬁ@':

v o fowm T aaEEER STited AETEi-aehT
STHIE T Tt 7T wfdersar,

" Gfeum T HgET FaieiE e araeei gy
quTaeT T Hifereh g gifyed Tath Tseh! STIERT,

w  fay foshTeeh! HRH SATEET SRR i g, s,
TCERERTE qIT ARTRE THTST Y &Tq fHehrIshT JeimT,
T Ty HeRdT,

" JTereR! Hifetsh Stfae fafaerdr, gramar, TreRsor qor
-39 TR HIUT ST TEHAT HIAH T el
ST T,

" Qi e NG SAATRARHT U
stivgfe T 3efar SHagyTiTar,

»  fIISIRT STHATRT AT E= ATATIROT T EE ATl
fmtor 7 fava gHidTeTE JaTeler STHATS ST Tt
T ST ey,

v e gig, aTTiSTeR TuTCT T TiEhiaeh THIshuTh
FRIATS T H&H T far faehme STateht ST &,
e |

B. fon fawraar @ea, Sgva 3 facdhar ammafirar

Tt faerrer fashment ageTRieh TafeRt E9wT faeh g4

e B | Taehrer Uk arsmT AT difid T T 8k uer, g

T qURTET T ITHUas | fart fashmeent 3w unftent e

Tarcfier TmTATTaT STTavae wovETq Sfect favasht gam e

qT TR U TEHT Uiderg SRausT &7 |

feor, gmmasft T famr smiier gfg T aeer @it qui qerr

IO USTTRY T waffed #mars yadd = famr

farehrerenT etear Tftent aTTRT farefier Tafent 3Tl T aMTashit

FTEATIT ARG &0 | & T qHTeR{ed / SeaRie

gatuReeE fator, gamaeft T ferr siefrerietomenr e T

FAYSAATS HrcaTe T qeTareft facfer uge, facier arear

arerr ferelt ferer sl & |

famr T wufwer siie fasmmerr anfr oo uftatera

TehT 3T faermaent geehee a1 Tt fasher aees

] SUER : &% & atfibiad e

(Sustainable Development Goals) @TW@ T faiter
AT RUTehT Shfes 31T TeTsy il WERH 3 |

gea: fam faswm @ (2) - nfeier ov; aq@ ()
AfeaTeh qwTHaT; e (<) watfeq s T enfdes gig arfae
T faxfler gumasfieenr dfifdes fefor ™ avmesit

HTITI AT S |

Torfter THTARTOTSRT ATHT SUTeT TRERTERT TESTHT STRITSHT
Hi=d (Project-Based) Tfad THAT HRIHHEE FHAT-<I
YUHT B | ST qIem s T Hamor e,
ATgeTiaeh AT STet feeg Heret SRS, d9r U] faehe
SIS, UTHioT TigettshT AT Scareasiler sl hIshH,
TETehT ST & FsTt IRTSHT FoaTerehT ATl aTq ferrT
T AU T SRETT GRBIAT YUt R | gret arior &rsmr
ot qga FHA (Sustainable Economic Development
in Rural Areas SEDRA |, II, I1l) He=ITeHT &l & | T&T
FraEEel et framor, maifed #m, ST g T
ifeles TarehTemT Tl a7 kT & |

gferd, wigan, oTieardl, 7o), sfeuaeeT® T fusfeusmr
SThT SIS defereh USRI T Ye TTRgehr
faar st aTforsyr S T faeE SRS TshstT gieem
et HfaraveeT sl STt fel 13 SFerel Beh! © |
forcir GTASRToTehT AT STTERT SATHT FTH HoulToH,
FrATTTST, TSTTHY Ferele R iteieht ofwcar, Afgren gamar
T arifeier faehremT qed T gat far fashreehr oear it
U TErh T9g Tl § |

0. fipit feraprat g 3fagaT T FuT TR
Tarepmer ot arfere ufshar qu sgetmaTie T 2 | e
qUT 3T Uikt ATHT 8 YT oI THEITEERT |THHT

T 5 | frafataa faveeears fem fammemr g
TAT FEEATHRT EGHT TG T HHS -

" SR, STt T 3T UTehfae AiaETerenT STfaf-s 3uR,

" TENUT QT RIERACTERT Sfed STeTa g,

" g™ T FAETeE TR R g TR SR
IR RCH

" TG TAT FehIT = THLUTRT TTE THTERRT g,

" Iehfeush T ATERUiT FHieR! HH T,

" ggierd qT TETeEht fash gfshmehr ST,

" EpHiden TETET, HoAHT=IAT AT SRIEEhT &rfiehiu,

»  gyftfefaes gomet qer Saew fafauramr g

" e STATIROiT SERTeRT YT,
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9q. FUTAAT it foraaramit THET THTUTERT JUTHEE

= graferd O, T T afasedient et qTeT,

" GIGETER T iR TR 3T,

" SEGEIT SO dUT SRl SHIE,

" grepideh qUT Sifeleh HFIaTeh! L&,

" ToeRTEmT 3UYh Hatersht T,

" JATETES faehET S,

" gegfera qer guTeElt faskmmT S,

" FId T AT e ferawoT,

" EEVTHTATETeh ATSTHT ATshaT STaer,

" YGHUT H T qUT BIETHETh! Sfad ST,

" TR fhTerehT iR,

» it g M T,

" TSR STATSRUTS JHTel HoaTEeh,

" OWEEN T T STPTHA QT HodTeeh Ut ieh!
forenm |

q9Q. ferswst

Juerer ferr o cteweRl ARt @R T ST

TR & | 8 T 030 N HRYHT TMST TEHT 7F

TS YT T T dEhl 8Hd 3 EeR T ieariET

T | T W T8, YT T TSHT d8hl TS

TRTE T qearane 3 fean fearehrer erear arfaet g aeee | famr

fosrr wtemr stfeey fovas ol yq@ ToisTT T
Ty U @ | AT dHad dedeEeh! Widial 7T 3E

Jus Tagerent Stfeet T nifedr aniies, @i, sdmawofi T
Tk THEITeRT SREET QT Arele 7T+ STTeRTSETaHd
e | A1 forverauar stfecamy wusht fasma weTeey=<T
Taifesh HecdTehTeell utt faws | farmr faem wter, @
fave T -t forreht AT T ey aueITRERT SrsmT
g T foshfaa §g TueRr AnET RS &7 | AuTerer uf e
forrrehT TeTeE FETEHl AT 8 R02%-030
Tertror T it iR @ | fanT faehrer eedr ufteRt
AT G, Fa=T T T qEeh! {HHT 378 g1 §aT HeHameh
HATHITAR HAT-3ATH ThHel qAT 8T ATTHRHT Gt
Ty, FHRTTHATISTIAR fant fashmr areent ST fehteRtoT
T ATITIF WUhT & | SHATET Tcgel TR T 3TN
L&, TRV EEUT T T qaraR Srear fawer s
TEhT FHEENTT 0 §aT T d@ehT IoiT T arfies faepmer
FrEisEAT T faeme deent qevaTdeoT gg e
e | o faermaens fodta aumEfaramesr qeee aua
e | fafrr oerefieRoTshT rememT formanT agfAT
TTUERT JTSTHT TUT SHTISHH T TEehT TR SHHAT STRT
TTfeept ST T STeEEEeT ad fanT fashrr aresr wftamT
JITET QiehT & | g famt fashmaetts sgettyen fawereht
AT J3 ST D |

Yo Jrft

9. TUTCTehT HfTer, R0,

. G ATiE qise,

3. Tafi= JemgeEs,

%, TSR IS,

w. o gmmersfisor iy,

%. SAufaeh ISt qT TE HifetehdT |

..;@g@)}&@

x5



HGT AT TSt TATREDT SHAIRUTRI
UET AT STRATHEE ¥ UTcAchl 7T

q. fasrr wewr

HaT aT YSit s faxftr aemenT steaes g | fasier
TSRS ST TAT GETehT SRS JyhI3es | faeier ssmr
T g | GaT T GSfT sIoTraT geT, e, sFors, ot
ToreT, TR, RaIuT TSEESIEdT TEHes hRIATHT T&a | ol
ToaT FOIEE, Wb TSR T HEATeE Hel 8ohl
g | Taeir soTRer wwTemT fafshe @t gSfias fafu=r

gfqar sEfe™

= EReKeE

{%T;F[@:[:

&) fer SETRTS {ET a9 (Call money market) : 3T GaT
ST ek HogmeiieT RIS & | T6HT @8 R/ S
AT faei HeTe® Ger @ | FREEh! faataermr
TeohTel SATIYTh AT 37ehi Sehare T fau Tams
ATSHAT TAT T TGHT T4 | JEHRT AT BT g gar
AT AR ATEROTET AU qevhariare 3 e

& TS |
@) fad T (Collaterl loan) : IH YehReh! SRUT TS
Jehgtet Tdr TEt AThIcTRT EIHT IUASY TS

AEhTaTe. TgehelT T ScITEIYET &5 YaTe T6s, SToe
Fud T aifeerent grry o ™ gSt afeErer
HEAT T |

foxfrr sroTieRT Uepfd qom T IRT WeRRERT &g qum
HaTeEeh! ISRSed J g7 TES | HRERAT 3 foxfir
qrqfaeEeR! T A, Id, TRATT a7 Jed & | &
fater avafaeesr oo frafmema amr T gfder st
STAHATEE o §73 | HIIRERT TTd, Tepid aoT Ffshareht
ST forei™r SRS AT i T Yt aIei )Y R 9T
faToT T ST T | |

Q. Hgl STIY (Money Market)

forfrer SISTeRT U TRt FUT TGS qeqUes | faxfrr
TR STCTRTEA oI eT Tref-ed STSTieTs GaT Seii
=S | THTIGAT T S9aT hH STATIRT Fsll T T il
T T Ut HRIERET Trafeed SR gaT Soii & | gaT
TSTRAT SRR A GaTen! @G feshiT 3t GaTeh! Jodel
TS T4 | AT SSTREAT HoT Heh! SATSTET & |

HaT STRehT TraedT fafier stefemesft aem fafvw=r e
FER JhgEer fafu=T ®IvETe wqd ™ R TES |
TR SHISUERT STIHN, “HAT T FfsTehehT T&T T
HrfiehT SIS = YT ST &1 WehT & | & T Reserve
Bank of India & “H&T TTRel STcUahlel Tafeeht Hifgs
qrafden! HRIETRATS TS T6S |7 TH TehNeh! SSTRAT
SCTHRTA STTETIHRATRT i T erar Wit 9eTaeht
&9 | HaT ISTRAT fafi=T FohierT ITeehiciid SRagEh]
FRAR G | LT 3T HTETEh] HRITRHT A {ah T8
I H&T ST &7 | AT SISTRAT caed] TRae®ehl 0Tk Hew

&S | HaT dISTiehl ST I a<de® qeIIaHITSTH

I KT femeg®nT G g, 9 feor 3tfe uds |
FfieEet ferdrenT EUHT TgHT UTqEE TG HIE0T I,
Fos, fafmer faoes Teest | For o fafea
ST Heh{STUET | HHIHT FevT bl THTHT gt
ST UHAT U TR FEATS SATHT SFITaeT qiora
TaeH |

M) E&f1d 9o S (Acceptance market) : &iehd I3 &SI
Al TAT HEAT ShelTs qhHIRT TATNT ST T
f@erushY Draft &1 | ZHHT Sehet FEehT ATEheATs FHiverd
safuufs yFaHEr ™ EEld JeE Tds | i o
AT SSTRT Hfelel HRER g §aT THATS AT TSTehT
TV dedeRT SIHT HTHUHT 5 |

o) faet T (Bill market) : ToieTe® HaT SSTREAT Hewaqut
aaeE gl | foies asiar SR g | %
ToIeTe® TS LEToT U (Treasure bill) T fafm=r feret (sill
of exchange) nﬁg—s‘wfawra:rnﬁm| L&t
U TR ThATE il Sohel STCTRICH THIHT
T SR Wy v faftww oy e wReme
VAT TR I 116 |

HET ISR faty= faiier aremes @iE fasht aorT Sreeh!
Al FR T TS | Afq Teuehlely af@ dF /9w
TfeAT T SEHT Ush THEFHehRT ATHT STafTehT HTUEE R
T T IAT HRISRAT Tt Tt Heemes afh & |
T HETEE eI & -

" GRS,

»  grforsy quT faend s,

» T Sfere o geom,

* ggTAF, AT aTorq &

R



o] SUER : &2 & amimad R

" E ST HE T T,

" AT, 3G |

TEG TAT GAT TSR o TehTTEhT SISTREEHT & FehTehT T

WHT &S | Ui TaT SSIRAT 3T SIReh! JoiHT

e TIaT 9 @S | QAT SSTeh! HIRISRAT el HeT,

FREWEhT AU oa1 JHRT dhal M faumaes

& | ST feash e gaT et fasiadTesas frergar

Wrﬁm

»  TaeRlad GaT SSTRAT s ST 314§ | G&T TSTiehT
TATHT HTEvTh FTEAT TAT ITHUEE T~ T IS
el

" HET ISR HIERAT G AT 1@ o fafrer
Toret, GLaToT U=, BLRIT RUTISEE v |

v iy S qur foxfr G ga Y e STevsk
T T FeTvTehT AT g&T FHTITUTTElt STUshT shdiier
o FHRT & |

»  Taf=T yepfdent STeusRlee faii™r SUshivTe®ah aTge™
FRER & |

= JF BN GG U, JAT feeregeen! Tiasiierdr &R & |

" IUHIUTEERT TAMHTALOT Tl T ST 5 |

" AT SO Hod  HEEERI  STEvIhdTTIar
H~SATCH {HeRT & |

" TET I9R I T fadeft seamia daETeid & |
Tovashl | Tk HAT SSTRET TWTE 3Tehi YT SISTEAT
qoa afE= |

T&T SSTR H Tarehiard JeTeht grafuT 8d wawaqut awg Tush!

| SITRT TR TTRTEmT HTE Hideh! T qoT ceh!

TTiAefieTdT T TRISTHT T8 T8 eyl et Teed |

TR farehTer @I |TeHehT TTAefieTdT shTom TS J=axiaT

T ST Go IFehTaTs feemfsm gega mhue! & -

" ORg GO qUT T qedT IISEs,

" gOd qNETEHHT ST e St fmiveRr @t 2ar

" U AT S, ITHY, S enfees ot

forerreeRT SATRT TEaT e,

T&T STl AT Erdfeeh! &= farauoraT Jerer

g} a1l fasrrerT @it geanT e

STTRTAT HITeh! ITFNT T AT T Hed T,

" gg7 T ITiqeiiel GaT SoTRel el Sehehl Hifgeh Hifdets
e IT HEANT TR 575,

" AT AT, ICUhT faee SATawIehdr qid,

SATSTEX FHRuT F8 AT 1w |

3.9 AYTHT AT S

" JUTCTHT AT SSTRERT EUT Hea [T siohalls fe1gws, STaehl
T Hilaesh AT T R STEeRRT e
frate MU= & | JUTCTRT AT SISTRAT Hea T ek

HIT B |

" JUTCTHT G STEAT U U<l A qHAT IR
AT IR T @l fosr e aremeEs! HRiemET
HeR TSTRERT EUHT AT SRS faii=s | aawr @fe
forsht g wfafae® atet T aeTard g &1 dohlel @iE
ferspt 7 afers |

" YT AT S, TeTeRg e AT ST
gfer T afers T SuTermT gfFeEe T gETeR
HIER g e |

" UTHTEHET dOIRY SSSThI TATOET, 3TYfeh o
TET SIS eI U HTeh! U153 |
TRTRIGERT Sohgeh! TATIATET HET ISR HRISTHT Jfg
WU 15 |

n  favemT oTfYe IR TR fa.8. R03%/30
AT T g Tsft &kl §gad aHiaTe. dohee
TATIATCT Y&T SSTRAATS o9 T2 faa |

" JuTThT S qT foer HRTEETs TET T gge aIse
T TRehT HTIGUSHT AT AT YAl &qHT
% aur o deer greEft U Row3 T T
FHTATEITAT TATZUHT B |

" O e U, ok T faxier ST areret U eerdeRT
FIgRT  uRAT  foxfRr  UUTefiens mem aATS
Torveeadia ATIQUEHT UM s Tl ewaes
TSHT T AT T== TS STTUHT B, STERT ST G&T TSI
TITIHRT T TTHT S |

" e Jwhl AITEH, JWTGH UidaeTew T qHd S
YUTTCAeRT ST ST HRT SRRl AR iarehal Jeqd
TR &7 |

" JUTCTeh! AT SSTAT 3nh Uiy a9er qr At fad
THURT T BT | SoTRehT AYNTear T Hifhr,
AT STSEITITHT AT, T T gafterarorent Husiit
ST, SATSTELhT SANERAT, aholl { SATSIETeh! 3T,
ST &yThT YT T farefier AeRaTeRT shHT STEdT gAY
TAT TERTEE O T efa= |

3. gﬁﬁ' &Y (Capital Market)

HETEE AT TSHATRTTIHT Hel (&ohT g | Sieeals

AT FHIEERT SATYF HRER Foaleld el AT

farfir ISRl STTEvohaT &0 | IEdT fawiT v Iucise

TS AT SHATET HUehT faxfar drem o favfaesen!

FRITRATE § Uil ST EUAT GRFD | BRUC el

AT IcATGTHT &1 JaTfed I e gsit fmio,
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SPENfTeR @I STfaTeRl 31 T faredT 7 STRTuTereRT |rer

GSf SRl TarehTer TiuenT 55 |

Ut aeR w=er diEferefe @it qer wfafaeeer

FRER ¥ TR & | T TR $3, feam=n, aw, &,

TR HT[aeeeh] HRIAR g Tas | reehtei shofieeen!

FRITR g1 §aT ITATE STelehTeA = faedier soi uf 9iaws |

YSf SSTRAT AT T au9eaT S¢t JHIHT IR g

Torftar ATeEERT FRER §5 | §Si aoRaTe rfeasm T

EfeRTe I a1 HTEFeEeh! ShIE WS Gt AT QTS |

FHRT U= TS 3caTashed Ihg T TR farepremT

23T fauaRT g5 | AUTerT Ha Gt asTReR! e e

2 | g §of aeTReTs s aTeehT ST e

T AT TJHehT TRAT ST &, ST fordiusy asiest

STATET WeIH @7 HhTc 0T HRER g Tfrdios

SISO U6 | drefehTef YofienT TRETergIT Sfefdmsres

TS &I FeTs UTed Ufawberehl STfershTiuss et

ST T 13 STEGh! T T 3 YSf aIeiient gera

R TS |

Fadel &, aHEr ghg, Gt fofor semedt T

TRl Heaeeshdien! & T YSft aoRer T

farehTemT Tid weTeyul JferT fate MeRr g | 31a: goft

TTEhT HexdelTs FFTIER SENTd EUHT &g TRTH & :

v Eefenrel STt AIq s AT,

» Gt Fmfor qer afETer T TeEE g,

" S URETE T4 TRTHIGhT T8 2T,

" OUHRATE ATdsTieh F0T I3 HTEA,
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1. Introduction

The banking sector is an important sector in the economy,
serving as a financial intermediary and ensuring the
smooth functioning of the payment system. Through
these roles, it facilitates economic transactions and
supports capital formation, which is essential for
sustained economic growth. However, long-term growth
cannot be achieved without a stable banking system.
Since developments in the real economy are ultimately
mirrored in the banking sector, continuous monitoring
is necessary to detect emerging risks and vulnerabilities.
Timely identification and proactive resolution of such
issues are crucial for preserving sectoral stability.

Economic conditions are constantly changing, creating
a dynamic environment marked by both risks and
opportunities. In recent years, the Nepalese banking
sector has faced a series of severe shocks. The COVID-19
pandemic, which originated in Wuhan, China, in December
2019, spread rapidly across the globe and disrupted
Nepal’s economy for more than two years. Following
the pandemic, the country experienced pressure in the
external sector, as foreign exchange reserves declined
sharply due to widening current account and balance
of payments deficits. To contain these imbalances, the
authorities introduced a range of restrictive measures,
including increases in policy interest rates, higher cash
margin requirements on imports, and temporary bans
on selected goods. These policy actions, while necessary,
significantly affected the banking sector operations and
performance.

Against this backdrop, this article examines recent
developments in Nepal’s banking sector with the objective
of identifying emerging challenges and proposing strategic
policy responses. Ensuring the stability of the banking
system remains the central goal since it is fundamental
to broader financial stability. The analysis relies on
secondary data published by Nepal Rastra Bank (NRB)
as of the first quarter of fiscal year 2025/26 with those
prevailing immediately before the onset of the COVID-19
pandemic (NRB, 2025; NRB, 2023; NRB, 2020).

Conducting such a situational analysis is essential for
strengthening the resilience of the banking sector and
safeguarding financial stability in a timely manner. It
enables the identification of risks and the formulation
of solutions to challenges arising from successive
economic shocks. In addition, the recent Gen Z movement
represents another major disruption to the economy.
Beyond triggering a change in government, it has
caused substantial damage in the private sector through
destruction of property and interruptions to business
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activities, further having implications for the banking
system.

2. Emerging Issues

The Nepalese banking sector has experienced several
changes as a result of successive shocks, notably the
COVID-19 pandemic and the external sector pressures.
These disruptions have changed key aspects of banking
sector performance and structure. One of the most
prominent issues is the interest rate volatility. In response
to the pandemic, policy measures initially pushed interest
rates to historically low levels; this was followed by a
sharp tightening during 2021-22 to address the emerging
external imbalances, and subsequently rapid easing that
brought interest rates to levels even lower than those
observed during the pandemic period. Such a volatility
in interest rates has been hampering the borrowers and
depositors.

Another notable issue is the prolonged weakness in the
private sector credit growth. Despite abundant liquidity
and a low interest rate environment, credit expansion
has remained in single digits for three consecutive fiscal
years, indicating subdued economic activities and weak
investment demand. This trend tends to remain in the
current fiscal year as well, as shown by the recent data.
Until 2023, the average credit growth was about 19
percent. However, for the last three fiscal years from
2022/23 to 2024/25, average private sector credit growth
remained just 6.3 percent. Not only private sector credit
growth, the overall growth of domestic credit from the
banking sector stood at 7.1 percent on average in last
three fiscal years. Very low credit growth indicates the
low economic growth in days to come as a result of low
business confidence. Because of low credit uptake, NRB
has to mop up the large volume of the liquidity from the
banking sector, which is recently more than Rs. 800 billion.

At the same time, asset quality has deteriorated markedly.
Non-performing loans and non-banking assets have
increased sharply since 2022, largely due to heightened
economic stress and the lagged effects of tighter monetary
conditions. As of mid-July 2020, the NPL level of banking
sector was 1.89 percent, which further declined to 1.31
percent as of mid-July 2022 because of availability of easy
loans and the restructuring facility provided by NRB. Then
after NPL level started increasing, which has reached to
5.26 percent as of mid-Oct. 2025. With rising NPL, the
banking sector has been witnessing increasing NBA also.
Compared to NBA of just Rs. 7.69 billion as of mid-July
2021, it has increased to more than six folds to Rs. 50.55
billion as of mid-July 2025.

* Vice Chairman, National Planning Commission
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Bank profitability has also declined substantially over this
period. Rising credit impairment, sluggish loan growth,
and increasing operating costs have exerted significant
pressure on earnings. Compared to profitability of 24
percent before Covid 19, this ratio has declined to less than
14 percent as of mid-July 20241 on average. Profitability
is fundamental to the stability and sustainability of the
banking sector. Its importance extends well beyond
shareholder returns and has broader implications for
financial stability, economic growth, and effective
monetary policy.

3. Reasons

There are several reasons for emerging issues of the
banking sector. As discussed above, there are a number
of emerging issues including weak loan recovery, a rise
in non-performing loans (NPLs) and non-banking assets
(NBAs), and sluggish credit demand. As a result, the
banking sector profitability has declined in recent years,
posing a growing risk to overall financial stability, which
is critical for the effective functioning of the financial
system, the smooth flow of economic activity, and the
efficient transmission of monetary policy.

These difficulties largely reflect a fragile economic recovery
following a period of significant external sector stress that
necessitated sharp increases in interest rates. At the same
time, the post-pandemic reopening of the global economy
has accelerated outward migration for employment. This
includes not only formally recorded migrant workers but
also students and individuals traveling on visitor visas
who subsequently seek employment abroad without
registering with the Government of Nepal. Over the
past three fiscal years (FY 2022/23—-FY 2024/25), around
500,000 new workers have left the country annually
for foreign employment, with an additional 300,000
renew entree each year. In parallel, more than 100,000
students have been going abroad for education annually.
Against the backdrop of very low population growth, this
sustained outflow has significantly weakened domestic
aggregate demand. Subdued aggregate demand has
constrained borrowing and investment activity.

Investment activity has been further dampened by a
sequence of adverse shocks. Both public and private
investment have slowed markedly. From the onset of the
COVID-19 pandemic through FY 2024/25, government
capital expenditure has remained stagnant, recording
virtually zero growth on average. Over the same period,
real private investment declined by 4.3 percent, while
nominal private investment also showed little to no
growth. External demand conditions have remained weak
as well, with Nepal’s trade balance continuing to remain
in deficit.

In the immediate post-pandemic period, excessive credit
expansion—much of which was channeled into real estate
and the stock market—contributed to a sharp increase
in asset prices. The subsequent correction, triggered by
external sector pressures and policy tightening, left many
borrowers exposed to these sectors unable to service their
loan obligations, leading to a rapid rise in NPLs within the
banking system. Moreover, the combination of elevated
real estate prices and substantial outward migration has
significantly suppressed demand in the property market,
which is yet to improve.
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4. Resolving the Issues

Ensuring the stability of the banking sector and the
broader financial system requires a coordinated and
effective resolution of the sector’s prevailing challenges.
We should learn from the past mistake and history. A set
of strategic policy measures is therefore essential. Key
ways forward are outlined below.

A. Strengthening Liquidity Management through the
Interest Rate Corridor

Following the introduction of the standing deposit facility,
NRB has actively absorbed excess liquidity, preventing
deposit rates—particularly savings deposit rates—
from falling to near-zero levels, which was observed
immediately after the Covid 19 pandemic. Nevertheless,
the weighted average deposit rate has declined to below
its COVID-19 period level. Moreover, the interbank rate
has remained anchored at the lower bound of the interest
rate corridor rather than converging toward the policy
rate. This suggests that liquidity absorption operations
have not been sufficiently calibrated to guide short-
term market rates. NRB should therefore adopt a more
proactive and strategic liquidity management framework
to enhance interest rate transmission and safeguard
financial stability. The start of issuance of NRB bond to
absorb the excess liquidity for the longer term can be
taken as a positive step.

B. Revitalizing Credit Demand

Reviving credit growth requires expanding the borrower
base by promoting entrepreneurship and supporting the
emergence of new growth sectors. Entrepreneurship
can be developed when talent, capital, markets, and
institutions work together. By lowering entry barriers,
improving financing access, building skills, and fostering
innovation, entrepreneurship can be developed into
a powerful engine of employment, productivity,
and sustainable economic growth. Youths should be
encouraged to be entrepreneurs.

Promising areas such as information technology (IT)
and herbal processing can be developed by fostering a
conducive investment environment. At the same time,
traditional sectors including hydropower and tourism
continue to offer substantial scope for expansion.
Strategically, Nepal should leverage economic diplomacy
to access neighboring markets and promote cross-
border joint ventures. Encouraging the consumption of
domestically produced goods, alongside efforts to reduce
production costs and enhance competitiveness, can help
curb imports and improve the trade balance. Increasing
aggregate demand can encourage investment in the
economy which can increase credit demand from the
banking sector.

C. Expanding Credit Access through Credit Scoring
Systems

The introduction of a credit scoring system would improve
access to finance for startups and first-time borrowers
who lack sufficient collateral. A credit scoring system is
a structured, data-driven method used by banks and
financial institutions to assess the creditworthiness of a
borrower—that is, the probability that a borrower will
repay a loan on time. It is necessary to replace the current
collateral-based lending practices. In addition, integrating
credit information across all types of banks and financial

1  Profitability here is measured as the total (from Liability side of Balance sheet) divided by Paid up capital
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institutions (BFIs), including microfinance institutions and
financial cooperatives, would strengthen the borrower
assessment, reduce information asymmetry, and enable
more informed and secure lending decisions.

D. Strategic Management of NPLs and NBAs

Managing the rising stock of non-performing loans (NPLs)
and non-banking assets (NBAs) requires coordinated
efforts by banks, borrowers, and regulators. Adopting
international best practices can provide useful guidance
(Alvarez & Marsal, 2016). Addressing these challenges
effectively may also necessitate targeted regulatory
adjustments. Banks should establish specialized units
dedicated to the strategic management and resolution of
distressed assets (Donnery, 2017). The establishment of
an asset management company (AMC or “bad bank”) or
the development of a secondary market for NPLs could
offer durable solutions.

To prevent the further buildup of NPL and NBA, banks
need to improve borrower assessment using cash-flow—
based lending rather than collateral-only approaches;
use credit scoring models and early-warning systems to
detect stress at an early stage; and conduct frequent post-
disbursement monitoring, especially for large and sector-
concentrated loans.

E. Implementing Timely Regulatory Reforms

The evolving economic and financial landscape calls
for timely and adaptive regulatory reforms. Uniform
regulatory approaches may no longer be sufficient under
changing stress conditions. Key regulatory frameworks—
covering loan classification, provisioning requirements,
blacklisting practices, interest rate policies, and branch
management—should be comprehensively reviewed and
updated. The recent NRB directive encouraging branch
consolidation in metropolitan areas represents a positive
step in this direction.

F. Boosting Public Investment and Improving the Business
Environment

Accelerating government capital expenditure and
improving the overall business climate are critical for
reinvigorating economic activity and credit demand.
All three tiers of government should increase capital
expenditure in a systematic and coordinated manner. The
investment climate should be improved by strengthening
law and order, protecting private property, and easing
administrative and regulatory hurdles for the business.
Further, to increase the external demand for domestic
products, a strategic approach to regional economic
engagement is essential, including the promotion of
joint ventures with neighboring countries along with the
integration with regional production in line with changing
value chains to reach the neighboring countries' market.

Moreover, greater emphasis should be placed on attracting
a larger number of tourists to Nepal by effectively
leveraging its natural beauty, cultural heritage, and diverse
traditions. Increased tourist inflows would significantly
stimulate domestic demand by generating income,
creating employment, and supporting related sectors such
as hospitality, transportation, handicrafts, and agriculture.
To maximize these benefits, domestic production must be
strategically aligned with the requirements of the tourism

sector, including food products, handicrafts, construction
materials, and services. Strengthening backward linkages
between tourism and local industries will help reduce
import dependence, enhance value addition within the
country, and contribute to more sustainable and inclusive
economic growth.

5. Conclusion

The Nepalese banking sector is navigating a challenging
phase, hit by successive shocks, including the COVID-19
pandemic, external sector pressures, and domestic
structural disruptions. These developments have exposed
underlying vulnerabilities in the financial system,
reflected in weak credit growth, deteriorating asset
quality and declining profitability. If left unaddressed,
these challenges could undermine financial stability and
constrain broader economic recovery.

Strengthening the resilience of the banking sector,
therefore, requires a comprehensive and coordinated
policy response. More effective liquidity management
is essential to improve interest rate transmission and
align short-term market rates with the policy stance.
At the same time, revitalizing credit demand through
entrepreneurship development, sectoral diversification,
and integration with regional market is critical for
restoring the growth momentum. Expanding access to
finance through robust credit scoring systems can further
support inclusive and sustainable credit expansion.

Equally important is the strategic resolution of rising
non-performing loans and non-banking assets through
dedicated institutional mechanisms, regulatory flexibility,
and the adoption of international best practices.
Regulatory frameworks must evolve in line with changing
economic conditions, ensuring that prudential standards
remain effective without unduly constraining credit
intermediation. Finally, accelerated public investment
and sustained improvements in the business climate are
indispensable for stimulating private investment and
reinforcing the recovery of the real sector.

Taken together, these measures can help restore
confidence in the banking system, enhance financial
stability, and strengthen the transmission of monetary
policy. Otherwise, maintaining financial stability seems
to be challenging. In fact, a stable and resilient banking
sector is necessary to support Nepal’s long-term economic
growth and to safeguard the financial system against
future shocks.
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€ntrepreneurs and their
€ntrepreneurship:
Roles in Economic Development

&

Background

The present global business environment is dynamic and
highly competitive, changing rapidly and exposing every
business to significant internal and external risks. Will
a new product launch be marketed effectively? Will its
production cost remain as predicted? Will it provide an
adequate return? These are just some of the questions
that arise in business. It is obvious that someone must
step forward to bear these risks and judge whether to
undertake them or not. This person is the entrepreneur,
who assumes such risks. Economists usually treat this role
as aseparate factor of production called entrepreneurship.

Development is not merely what a nation possesses in
wealth, physical resources, or other assets; it is also what
its people accomplish as entrepreneurs. Entrepreneurs are
innovators and developers who recognize opportunities,
convert them into workable ideas, add value through
time, effort, capital, and skills, and assume the risks of
the competitive marketplace to implement their vision. In
return, they realize the rewards of their efforts. They do
more than build businesses and increase their personal
wealth; they also strengthen the economy by creating
jobs, driving innovation, and developing new markets,
products, and services. Their crucial role is therefore clear
in a country’s overall economic development.

Entrepreneur :Characteristics and Qualities

An entrepreneur is someone who searches for change,
responds toit, and exploits it as an opportunity. Innovation
is the specific tool of the entrepreneur—the means by
which they exploit change and undertake the organization,
management, and risk for a new business or service. The
entrepreneur is the only factor of production whose role is
to combine and organize other factors to create something
new. In short, the term entrepreneur properly applies to
those who incubate new ideas, start enterprises based
on them, and—through their independent initiative—
provide added value to society.

Characteristics of Entrepreneur

The characteristic of a successful entrepreneur is obvious
from the view of A. David Silver — "Entrepreneur is
'energetic, single-minded', and having 'a mission and
clear vision'; he or she intends to create out this vision
a product or service in a field many have determined is
important to improve the lives of millions."

Entrepreneurs are different from each other. Not
all of them have developed each of the following
characteristics to the same degree, but they tend to have
developed most of them to some degree. However, the
successful entrepreneurs tend to share certain common
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characteristics which can be listed as follows:

= Desire for responsibility and high achievement
= Preference for moderate risk

= Confidence in their ability to succeed

= High level of energy and commitment

=  Future Orientation

= Proactive and Independence

= Skill at managing and organizing

= Flexibility and Innovative

Qualities of Entrepreneurs

Being an entrepreneur is about having the attitude
and drive to lead a business toward success. Successful
entrepreneurs tend to share a similar mindset and
possess key personal qualities that allow them to thrive in
a dynamic environment. The following are seven essential
qualities of a successful entrepreneur:

1. Inner Drive to Succeed: Entrepreneurs are driven
by ambition to succeed and expand their business.
They see the bigger picture and are often very
ambitious. They set massive goals for themselves and
stay committed to achieving them regardless of the
obstacles that get in the way.

2. Strong Belief in themselves: Successful entrepreneurs
have a healthy opinion of themselves and often have
a strong and assertive personality. They are focused
and determined to achieve their goals and believe
completely in their ability to achieve them.

3. Search for New Ideas and Innovation: Entrepreneurs
have a passionate desire to do things better and to
improve their products or service. They are constantly
looking for ways to improve. They are creative,
innovative and resourceful.

4. Openness to Change: If something is not working,
they simply apply changes and try to run the business
in consistent with the demand of times. They are
up to date with the latest technology or service
techniques and are always ready to change if they see
a new opportunity arise.

5. Competitive by Nature: Successful entrepreneurs
thrive on competition. The only way to reach their
goals and live up to their self-imposed high standards
is to compete with other successful businesses.

6. Highly Motivated and Energetic: Entrepreneurs
are always on the move, full of energy and highly
motivated. They are driven to succeed and have an
abundance of self-motivation.

* Director, Nepal Rastra Bank
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7. Receptiveto Feedback: Successful entrepreneurs view
constructive criticism and rejection not as setbacks,
but as vital information. They are adept at evaluating
feedback, integrating useful insights to adjust their
path, and persevering through the obstacles inherent
in building a business.

Entrepreneurship

The terms entrepreneur and entrepreneurship are
often used synonymously. However, there is conceptual
difference between these two terms. The entrepreneur is
one who perceives a need for running business and then
brings together manpower, material and capital required
to meet those needs and the function performed by the
entrepreneur is known as entrepreneurship.

Simply, entrepreneurship is a coordination, innovation
and performance made by the entrepreneur. It is the
process of identifying, developing and pursuing innovative
business opportunities to create value. It involves taking
risks to organize and manage resources to establish and

grow a business venture with the aim of making a profit
or addressing societal challenges.

Robert Ronstadt believes that "Entrepreneurship is
the dynamic process of creating incremental wealth.
Individuals who assume the major risks in terms of equity,
time, and or career commitment or service create this
wealth. The product or service itself may or may not be
new or unique but value must somehow be infused by the
entrepreneur by securing and allocating the necessary
skills and resources."

Economists believe that entrepreneurship is one of the
factors of the four economic factors of productioni.e. land,
labor, capital and entrepreneurship. The entrepreneur is
a special and the only factor of production in economic
activities, the role of which is to combine and organize
other factors of production. Thus, most economists today
agree that entrepreneurship is a necessary ingredient
for stimulating economic activities and generating
employment opportunities in all societies.

A Model of Entrepreneurial Inputs and Qutcomes
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Perspective.

In developing countries, successful small and medium
businesses are the primary engines of large employment
generation, enhancing economic activities, increasing
income growth and living standard resulting in poverty
reduction. Therefore, the government must support in
building the entrepreneurship as an essential driver of
innovation, economic growth, and societal progress to
foster creativity, generate employment, and address
pressing challenges leading as one of the crucial strategy
for economic development of a country.

Roles of Entrepreneurship in Economic Development

Entrepreneurship and economic development are
intimately related. In past, economic development was
used to be defined in terms of increase in per capita
income. But at present, economic development is
defined as a sustainable increase in living standard that
encompass material consumption, education, health and
environment protection (WDR, 1991).

Various factors play an important role in raising a nation's
standard of living and increasing its per capita income.
However, there is no consensus on which single factor is
decisive for economic development. It can be asserted

that among these factors, human capital is undoubtedly
crucial. The World Bank supports this view, concluding
that "Accumulation of human capital emerges as one
of the most powerful engines of development" (WDR,
1991). Furthermore, within the spectrum of human
capital itself, entrepreneurship stands out as a particularly
dynamic form. It is this entrepreneurial human capital
that provides essential momentum to the wheels of
development.

Schumpeter opines that entrepreneurial process is
a major factor in economic development and the
entrepreneur is the key to economic growth. Whatever
be the form of economic and political set-up of the
country, entrepreneurship is indispensable for economic
development as it is an approach to management that
can be applied in start-up situations as well as within
more established businesses. Encouraging and releasing
people’s entrepreneurial energy is an essential key to the
achievement of greater economic prosperity and socio-
economic development in a country and to the continuing
regeneration of its economy over time.

International and regional institutions, such as the United



Nations and the Organization for Economic Cooperation
and Development, agree that entrepreneurs play a crucial
role in mobilizing resources and promoting economic
growth and socio-economic development. Encouraging
and releasing people’s entrepreneurial energy and
capacity is an essential key to the achievement of
greater economic prosperity of a country and to the
continuing regeneration of its economy over time. Thus,
entrepreneurshipiscriticalinenhancingtheinnovativeness
and responsiveness of businesses, boosting productivity
and improving trade performance with large employment
generation. The entrepreneurial spirit may manifest itself
in the overall economic development activities through
the development of new markets, new products, new
methods of production and management, the discovery
of new inputs and the establishment of new businesses
and even new organizational forms.

Inthe longer term, a country’s economic progress depends
on its ability to increase the value of what it produces with
its resource base (people, land, capital, etc.). Of course,
recognizing the primacy of entrepreneurship in economic
development does not mean that resource constraints
do not matter at all. Indeed, a thorough explanation of
economic development requires an understanding of
how entrepreneurship interacts with the discovery and
amelioration of resource constraints. Entrepreneurs
find out what the relevant constraints are and develop
innovative ways to alleviate them thereby enhancing the
range of effective options available. They always look for
new ideas and put them into effect in fostering economic
growth and development and acts as a trigger head to
give spark to economic activities by their entrepreneurial
decisions. Thus, entrepreneurship plays a pivotal role in
fostering economic development by driving innovation,
creating employment opportunities, promoting social and
regional growth that contributes to the overall prosperity
of societies and nation as whole. The key roles of
entrepreneur and their entrepreneurship in the economic
development of a nation are discussed as follows:

1. Promote Capital Formation

Entrepreneurs promote capital formation by mobilizing
the idle savings of public into productive sectors, the
basic resources for increasing the level of production
and productivity to achieve rapid economic growth. The
entrepreneurial activities lead to better utilization of
resources thereby making value addition and creation
of wealth, which is very crucial for the overall economic
development of a country.

2. Create Large-Scale Employment Opportunities

With the setting up of more and more enterprises by
entrepreneurs, both on small and large-scale, numerous
employment opportunities are generated. With time
passes, these enterprises grow and become large
contributors to employment generation, providing direct
and indirect employment opportunities to many more
thereby helps in reducing the unemployment rates and
boosting the economic development of a country.

3. Wealth Creation and Distribution of Income

Entrepreneurs stimulate equitable redistribution of
wealth and income to more people and geographic
areas by creating employment opportunities, thus giving
benefit to larger sections of the society. Entrepreneurial
activities also generate different economic activities and
give a multiplier effect in an economy.
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4. Economic Diversification and Growth

Entrepreneurship contributes to economic diversification
by introducing new products and services in new sectors,
establishing variety of firms and industries and creating
new markets in a country. As new businesses emerge,
they reduce dependency on traditional based industries
by adapting innovative methods in production and service
delivery leading to more stable and sustainable economic
growth.

5. Increment in Gross National Product and Per Capita
Income

Entrepreneurs always look forward for opportunities
proactively. They explore and exploit opportunities,
encourage effective mobilization of resources — labor,
capital, technology, skill etc., bring in new products and
services and develop markets for growth of an economy.
This help in increasing the gross national product as well
as per capita income which are important yardsticks
for measuring economic growth and a sign of overall
economic development of a country.

6. Improvement in Living Standard of People

One of the characteristic features of economic
development of a country is the increase in living standard
of people. Entrepreneurship play a key role in adapting
latest innovations in the production of wide variety of
goods and services and enables the people to avail variety
of better quality of products for consumption at lower
prices which results in the improvement of their living
standard.

7. Promote Balanced Regional Development

Entrepreneurs help in reducing regional disparities
by establishing more and more of small and medium
industries in less developed, rural and backward regions.
The increase of such economic activities improve
infrastructure, create employment opportunities, and
stimulate economic growth in these regions which helps
in reducing regional inequalities, balancing industrial
distribution, and promoting economic development
across a country.

8. Promote Export Trade

Entrepreneurs help in promoting a country's export-trade
into global markets and enhance the global integration
of local industries by exporting goods and services that
earn valuable foreign exchange, which is an important
ingredient of economic development. They produce and
export goods and services in large scale which helps to
combat the import dues requirement. Hence, import
substitution and export promotion ensures economic
independence and development.

9. Innovation and Technological Advancement

Entrepreneurs are key drivers of innovation and
technological progress. By introducing new products,
services, and technologies, they enhance productivity,
improve efficiency and market competitiveness. These
innovations lead to economic development by creating
new markets, reducing costs, improving the quality of life
and set the foundation for long-term economic growth.
10. Increased Market Competition

Entrepreneurs foster competition in the market by
introducing new businesses that challenge established

players. This competition forces existing industries and
businessman to innovate and improve the quality of
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goods and services and provide them at lower prices
there by benefiting the consumers.

11. Social Development

Entrepreneurs address pressing issues like healthcare,
education, poverty and environmental sustainability.
They develop innovative solutions to societal challenges,
contributingtoinclusive and equitable social development.

12. Encouraging Self-Reliance

Entrepreneurs promote self-reliance by reducing
dependence on foreign goods and services. This
strengthens domestic industries and leads to the growth
of entire ecosystems, further stimulating economic
activity and helps build economic resilience.

13. Encouraging Research and Development (R&D)

Entrepreneurs drive R&D by investing in new ideas and
technologies. This not only enhance innovation but
also establish a culture of continuous improvement and
creativity.

14. Encouraging Inclusive Growth

Entrepreneurship supports inclusive economic
development by empowering marginalized groups,
including women and youth. Social entrepreneurship, in
particular, addresses social and environmental challenges
while creating economic value thereby contributing
to poverty reduction, improved living standards, and
sustainable economic development.

Thus, entrepreneurs and their entrepreneurship are
central and backbone to economic development, as they
drive innovation, generate employment, and promote
balanced growth across regions and sectors. By diversifying
economies, mobilizing resources, fostering competition,
and addressing societal challenges, entrepreneurs play
a pivotal role in building a resilient and sustainable
economic growth and ensure societal progress. Without
entrepreneurship, economies would lack the dynamism
and resilience needed to adapt to changing conditions
and improve living standard of the people.

Conclusion

In most of the developed countries, the entrepreneurs
and their entrepreneurship have played vital and crucial
roles in the development process. This has proved
that entrepreneurship is the cause and economic
development is the effect. It indicates the need to develop
entrepreneurship both quantitatively and qualitatively. It
is some active and energetic entrepreneurs who help in
full utilization of resources like labor, capital, technology,
natural resources etc. available in the country. Economic
development is not a thing that occurs automatically.
For this someone has to work as a catalyst or agent.
Entrepreneurs shoulder such responsibility. They are
always in search of such opportunity, and assembles
manpower, materials and capital to transform the
opportunity to reality.

Entrepreneurs and their entrepreneurship act as a crucial
engine of innovation and indeed innovation is a central
ingredient for economic development. It is no doubt
that entrepreneurs play a pivotal role in mobilizing
resources, fostering innovation, generating employment
opportunities, enhancing  productivity, promoting
inclusive economic growth and overall socio-economic

development. Encouraging and releasing people’s
entrepreneurial energy and capacity is an essential key
to the achievement of greater economic prosperity of a
country and to the continuing regeneration of its economy
over time. The entrepreneurial spirit manifest itself in
the overall economic development activities through the
development of new markets, new products, new methods
of production and management, the discovery of new
inputs and the establishment of new businesses and even
new organizational forms. In this way, the entrepreneurs
multiply their entrepreneurial activities, thus creating an
environment of enthusiasm and conveying an impetus for
overall development of the country.

As opined by Gordon Donald, "Development is not
just what a nation has, in wealth or other respects; it
is what its people do." Thus, it can be concluded that
the entrepreneurs and their entrepreneurship are
cornerstone of economic development, acting as a
catalyst for innovation, employment generation and
wealth creation by introducing new ideas, technologies,
business models, and addressing pressing societal
challenges. By encouraging efficient use of resources,
empowering individuals and communities for being self-
reliance and promoting balanced regional development,
they help in creating a dynamic and resilient economy.
Last but not least, since entrepreneurship is driven by
individual initiative, government policies must play a
critical supporting role. Access to finance, education
and training, infrastructure, and favorable regulatory
environment are essential for fostering entrepreneurial
activities. Effective policy frameworks should be in place
for encouraging innovation, increase competitiveness,
reduce business risks, and enhance the contribution of
entrepreneurship to overall economic development.
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Development, Challenges and
Prospects of Nepalese Banking

Sector

&

1. Background

The Nepalese banking sector has undergone a significant
transformation over the decades and evolved into today’s
modern and regulated financial system. This sector
mobilizes a large amount of national savings and extends
credit to households, firms, and the public sector along
with other banking services. The establishment of Nepal
Bank Limited in 1937 as the first commercial bank and
Nepal Rastra Bank in 1956 as the central bank of Nepal laid
the strong institutional foundations for the development
of modern banking in Nepal. This momentum continued
through the establishment of other public banks and
subsequent liberalization for the entry of private and
joint-venture banks and financial institutions during
the mid-1980s. Although financial deepening, branch
expansion, digital finance, and consolidation reforms have
strengthened the outreach and financial sophistication,
Nepalese banking is facing a complex set of structural and
cyclical challenges due to bank-specific as well as external
environment factors. These include rising non-performing
loans and non-banking assets, weak credit demand
despite excess liquidity, sectoral concentration of lending,
and governance and regulatory capacity constraints.
These have important implications for financial stability,
economic recovery, and the allocation of credit to
productive sectors. This motivates the writing of this
article in order to critically examine the development
of Nepalese banking, diagnose the current issues,
and recommend appropriate policy and institutional
responses.

2. Brief history of banking in Nepal
2.1 Early phase: from moneylenders to formal banking

The period prior to the establishment of Nepal Bank
Limited can be considered as the early phase when tracing
the history of Nepalese banking. Prior to this, financial
intermediation in Nepal was dominated by traditional
lenders (sahus, guthis, merchant families, hundi
operators) who used to provide trade credit, consumption
loans, and remittance services. Such activities were
mostly concentrated in the Kathmandu Valley and the key
trade corridors. There was no central banking, no national
currency in circulation in full force, and financial activity
was largely informal.

The modern era of the Nepalese financial sector started
in 1937 with the establishment of Nepal Bank Limited
(NBL). It was established under the Nepal Bank Act in a
public-private partnership. The government of Nepal
held a majority stake whereas the private sector also
participated in the venture. This was a landmark shift
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from informal moneylending to formal banking that could
mobilize deposits from the public and provide loans to
households and businesses.

2.2 Establishment of the central bank and expansion of
public banks

The second key milestone in the development of the
Nepalese financial sector is the establishment of Nepal
Rastra Bank (NRB) in 1956 as the central bank of Nepal.
Initially, the primary roles of NRB were to issue Nepalese
currency, stabilize the exchange rate, and support the
development of a domestic banking system. To expand
outreach and support government development
objectives, the government of Nepal created new banks.
For this, Nepal Industrial Development Corporation
Development Bank (NIDC) was established in 1959 to
facilitate industrial financing. Rastriya Banijya Bank
(RBB) was established in 1966 as a fully government-
owned bank and was tasked with expanding branch
banking across the country. In addition, the Agricultural
Development Bank was established in 1968, assigned a
mandate to finance agriculture and rural development
of the country. Earlier in the 1980s, the banking system
of Nepal was fully state-owned and had been used as
an extension of development policy, often with directed
lending but suffered from weaker commercial discipline,
which later contributed to governance and asset-quality
problems.

2.3 Liberalization and entry of joint-venture and private
banks

In the mid-1980s, Nepal initiated financial sector reform
programs (FSRP) in two different phases with the support
of international institutions such as the World Bank,
International Monetary Fund, and Asian Development
Bank, which started the gradual liberalization of the
financial sector. As a result of this, foreign joint-venture
(Standard Chartered Bank, Nabil Bank, etc.) and private
commercial banks entered the Nepalese financial
market and brought foreign and private capital, new
financial products tailored to customer needs, as well as
modern management practices. Liberalization facilitated
the gradual determination of interest rates by market
mechanisms, bolstered competition in deposit and
loan markets, and led to the adoption of internationally
accepted regulation and supervisory norms.

2.4 Rapid expansion of Banks and Financial Institutions
and consolidation

After liberalization, from the late 1990s to 2012, Nepal
observed a massive proliferation of BFIs. At one point,
the number of BFls peaked at around 220. This deepened
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financial access significantly but also fragmented
the market and raised concerns about over-banking,
regulatory capacity, and unhealthy competition in the
urban market. To address this, NRB introduced a merger
and acquisition (M&A) policy and sharply increased

Table 1: Overview of Nepalese Financial System

minimum paid-up capital requirements. As a result, many
institutions merged or were acquired. By mid-July 2024,
the number of licensed BFIs had declined to 111 (See
table 1).

Institutions 1980 | 1985 | 1990 | 1995 | 2000 | 2005 |2010 |2015 |2024
4 7 44 98 181 263 233 111
Commercial Banks 2 5 10 13 17 27 30 20
Development Banks 2 2 3 7 26 79 76 17
Finance Companies - - 21 45 60 79 47 17
Microfinance Financial Institutions - - 4 7 11 18 38 56
Infrastructure Development Banks - - - - - - - 1
Cooperatives - - 6 19 20 15 15 -
NGOs - - - 7 47 45 27 -
Others 8 12 12 16 24 28 31 44
Employees Provident Fund 1 1 1 1 1 1 1 1
Citizen Investment Trust - - 1 1 1 1 1 1
Insurance Companies 3 5 9 13 21 25 27 34
Life 1 2 2 2 5 9 9 14
Non-Life 2 3 7 11 16 16 17 14
Reinsurance - - - - - - 1 6
Micro insurance 4
Postal Saving Banks 1 1 1 1 1 1 1
Social Security Fund - - - - - - - 1

2.5 Recent developments: digitalization and inclusion

In the last decade, Nepal’s banking sector has moved
steadily toward digitization by introducing a range of
digital products. These include internet and mobile
banking, QR payments, card-based transactions, digital
wallets, and real-time clearing systems. Branchless
banking and microfinance initiatives have also enhanced
financial access in rural and remote areas, with at least
one commercial bank branch now present in every local
municipality of the country. Meanwhile, the Nepal Rastra
Bank (NRB) is investing resources to launch its own central
bank digital currency (CBDC). Overall, Nepal’s banking
system is transitioning from a state-dominated, cash-
based model into a more diversified, technology-driven,
and market-oriented financial sector.

3. Current issues and challenges in Nepalese banking

Despite reforms and advancement, the financial sector is
facing a critical combination of problems. These include
rising credit risk, weak loan demand, and structural
governance gaps, among others.

Source: NRB, 2024

3.1 Rising non-performing loans (NPL) and non-banking
assets (NBA)

Nepal is the country with the highest private sector debt
to GDP ratio in South Asia. On average, the growth rate is
almost 20 percent per annum, and it is slowing in recent
years. Instead, the rising NPL of BFls is becoming the most
pressing concern. Data published by NRB shows that
the average NPL of commercial banks and development
banks is exceeding 5 percent while in the case of finance
companies, it is more than 10 percent (See chart 1). After
a long period of low reported NPL, the slowing economy,
two recent shocks (the Covid-19 pandemic and the Gen
Z movement), some illegal campaigns to discourage
payment of loans, excessive monetary easing in the past,
and real estate correction are said to be responsible for
deteriorating the asset quality of the banks.

Similar pressure is visible in the case of non-banking assets
(NBA) of the BFIs. When borrowers default and collateral
cannot be sold, the assets taken over by banks show up as
NBA. Reports highlight a surge in recent years, reflecting
unsold real estate and other seized collateral. This ties up
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bank capital in non-earning assets and creates valuation
and legal risks, which eventually deter the financial health
of the BFls.
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3.2 Sluggish credit growth amid high liquidity and low
interest rates

At present, banks are sitting on abundant liquidity of more
than NPR 1000 billion. Due to strong remittance inflows
and weak domestic investment, the rate of deposit growth
is faster than the growth rate of credit. Considering the
situation, the monetary policy of NRB for 2024/25 notes
that improvement in the external sector allowed large
injections of liquidity via foreign exchange purchases,
which eventually brought down the short-term interest
rates. However, loan demand is weak from the private
sector (households and businesses). Many businesses are
seen to be waiting for a suitable time to borrow due to
ongoing political and policy uncertainty. Slow growth in
trade, construction, and real estate and pressure faced
by MSMEs are not supporting credit expansion. Lower
consumer confidence is expected to be another reason
for the weaker credit demand. Analysts describe this term
as a “perfect storm”, a situation of rising NPA and NBA,
but under-utilized liquidity in the financial system.

3.3 Profitability under pressure

As higher NPL requires more provisioning, lower lending
rates compress net interest margins, and slow loan growth
limits interest income, many banks are facing pressure on
profitability. Financial Stability and Supervision Reports
published by NRB show a moderation in return on assets
(ROA) and return on equity (ROE), even though capital
adequacy at the system level remains above regulatory
minima. If asset-quality problems further intensify or
credit growth remains subdued, some banks might have
to struggle to maintain earnings and capital buffers.

3.4 Sectoral and collateral concentration

Historically, a large share of credit from BFls has gone to
sectors like real estate and housing, wholesale and retail
trade, personal loans, and margin lending. NRB has tried
to curb excessive concentration through sectoral caps
and stricter rules, but the legacy of earlier concentration
continues in some way or other. When property prices
stagnate or fall for some reason, loan recovery turns
out to be difficult, which eventually contributes to
deteriorating asset quality. Moreover, excessive reliance
on collateralized lending means credit access is skewed
towards those with assets while collateral deficit sectors
like SMEs and startups remain underserved.

3.5 Governance and political interference

Public banks were blamed for suffering from political
appointments, weak internal controls, and directed
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lending. The Financial Sector Reform Program (FSRP)
helped recapitalize and restructure them. However,
concerns remain over governance quality and political
influence in credit decisions and appointments of senior
management. In some private banks, rapid business
expansion, aggressive lending during the boom, and
related party exposures are raising questions about risk
management and board oversight.

3.6 Fragmented financial ecosystem, regulatory gaps and
spillover effect

While NRB regulates BFls, a large number of cooperatives,
non-bank financial institutions, and informal lenders
are under different or weaker regulatory frameworks.
Problems in non-bank financial institutions can spill over
into public confidence in the broader financial system,
which was experienced in some episodes of cooperative
distress in the recent past. Coordination between
regulators is still evolving and requires further efforts to
strengthen it.

3.7 Capacity development, technology and compliance
risks

Banks are under pressure to upgrade core banking and
cybersecurity capabilities, fully implement Basel I, IFRS-
based accounting, enhanced risk-based supervision, and
comply with AML/CFT standards. In the case of smaller
institutions, these requirements can be costly and
technically demanding, which may increase operational
risk in the days to come.

4. Possible solutions and policy directions

Addressing the aforementioned challenges requires a
combination of bank-level reforms as well as broad policy
actions. The following suggestions are recommended to
deal with the existing challenges:

4.1 Strengthening credit risk management and
underwriting

Banks must aim to improve the quality of lending at its
very source. This includes upgrading capacity for project
appraisal, especially for infrastructure, hydropower, and
SME lending. Using a cash flow-based lending model
is crucial rather than relying entirely on the value of
collateral. Developing internal credit rating systems and
sectoral risk limits helps in better risk management and
active monitoring. Running regular stress tests for interest
rate volatility, exchange rate fluctuations, and sectoral
shocks and building contingency plans is fundamental.
NRB can support by issuing clear, risk-based guidelines,
encouraging industry-level credit information sharing,
and adopting supervisory nudges where weaknesses can
be overcome.

4.2 Accelerating NPL and NBA resolution

Given the emerging overhang of bad assets, clear and
speedy resolution mechanisms are supportive to clean the
balance sheets. For this, it is suggested to streamline legal
and judicial processes related to collateral enforcement
and auction (example: Debt Recovery Tribunal, courts,
Land Revenue Offices). The establishment of asset
management companies (AMC) or specialized NPLfunds to
purchase and resolve distressed loans in bulk could be one
option for resolution. Viable borrowers facing temporary
difficulties must be considered for restructuring rather
than being pushed into default. Improving transparency
on NPLs and NPAs is crucial to enhance financial market
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discipline. If rising NPAs are left unaddressed, they can
depress credit growth and threaten financial stability.
Timely intervention reduces long-run fiscal and economic
costs.

4.3 Productive credit expansion and economic recovery

To break the cycle of high liquidity but low credit
expansion, the Government of Nepal and NRB can help
channel financial resources into productive sectors. This
requires strengthening and properly governing credit
guarantee schemes for SMEs, agriculture, and youth
entrepreneurship so that banks can lend to borrowers
even in the absence of adequate collateral. Authorities
can provide time-bound interest subsidies or concessional
windows to specific high spillover sectors such as
renewable energy, agro-processing, and export-oriented
industries, etc., while ensuring that such schemes are
transparent and well-targeted. Likewise, improving the
overall investment climate through stable policies, faster
project approvals, and better contract enforcement, etc.,
induces borrowers to borrow for new investment projects.
There must be proper coordination of monetary policy
with fiscal policy so that public borrowing does not crowd
out private credit and public investment complements
private investment.

4.4 Enhancing governance

For both public and private banks, better governance is
a central determinant of long-term stability. Ensuring fit-
and-proper criteria for board members and CEOs must
be strictly enforced to minimize political and related-
party influences. Linking management compensation
to risk-adjusted performance is crucial for long-
run growth. Similarly, strengthening internal risk
management practices, compliance, and audit functions
with adequate authority and independence is vital to
ensure sound financial discipline. For the public sector
banks, consideration of performance contracts, partial
privatization, and clearer separation between commercial
and policy objectives is helpful for good corporate
governance.

4.5 Consolidation and capital strengthening

The M&A policy of NRB has already reduced the number
of BFIs significantly. Considering past experiences,
only strategic consolidation might be useful. NRB can
encourage mergers where there are clear synergies such
as regional overlaps, complementary strengths, or chronic
weakness in one institution. Maintaining robust capital
adequacy requirements, including capital conservation
buffers, is pivotal to absorb losses from NPL and macro
shocks. Periodic review of macroprudential tools (e.g.,

CCD, LTV, DTI, CRR, sectoral lending limits, etc.) is useful to
ensure their effectiveness in balancing stability and credit
growth.

4.6 Digital finance, inclusion and consumer protection

Digitalization is a great tool that can help broaden access
while reducing costs. The authorities must promote
interoperable payment systems, retail payments in real
time, and low-cost QR-based transactions. It is crucial to
encourage agent and branchless banking in the rural part
of the country, and it must be backed by robust e-KYC
frameworks. It is vital to promote partnerships between
banks, microfinance institutions, and fintech to serve
micro and small enterprises and low-income households.
This must be coupled with strong cybersecurity standards,
clear consumer protection rules (disclosure, complaint
handling, data privacy, etc.), and financial literacy
campaigns so that users can safely navigate the digital
channels.

4.7 Coordination and oversight across the financial
ecosystem

Nepal needs stronger coordination among regulators
(NRB, Cooperative authority, SEBON, Insurance authority)
so that risks in one segment do not undermine confidence
in the formal banking system. Regular Financial Stability
Reports, stress-testing exercises, and macro-prudential
reviews should inform a whole-of-system approach to
better understand the scenario and ensure required
preparedness.

5. Conclusion

The developmental history of Nepalese banking can be
traced as a rapid transformation from a single commercial
bank in 1937 to a network of public banks and a
boom in private BFls after liberalization, followed by a
consolidation phase and ongoing digital modernization.
The system today is larger, more sophisticated, and more
interconnected with the global and regional economy than
ever before. However, the current pressure on the asset
quality of BFls, under-utilized liquidity, subdued credit
demand in spite of low interest rates, and governance
concerns require critical thinking from stakeholders.
If reforms stall, bad assets and weak incentives could
drag down growth, which would eventually erode public
confidence in the system. Nepal must use this challenge
to clean up balance sheets, strengthen risk management,
improve governance, and direct credit towards productive
and inclusive activities so that the banking system can
become a powerful engine to support the sustainable
development objectives of the country.
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Value Based Banking

&

1. Overview of Value Based Banking (VBB)

Value Based Banking (VBB) is a transformative model
of finance that shifts the focus from short-term profit
maximization to long-term societal and environmental
well-being. Unlike traditional banking, which often
prioritizes shareholder returns through speculative
activities, value-based banks operate on the principle that
money should be a tool for positive change.

These institutions primarily finance the "real economy"—
businesses that produce tangible goods and services—
while intentionally avoiding sectors that cause social or
environmental harm, such as weapons or fossil fuels.

At its core, value-based banking is about transparency,
sustainability, and inclusion. By integrating a "triple
bottom line" approach (People, Planet, and Prosperity),
these banks ensure that every lending decision considers
the impact on the community and the environment. This
model fosters a more resilient financial system, as it relies
on long-term relationships and high-quality assets rather
than volatile market fluctuations, ultimately aiming to
create an inclusive economy that serves all citizens.

2. Global Development of Value Based Banking

The recent developments in the world in the areas of
Value Based Banking are outlined as follows:

=  The Rise of GABV: The Global Alliance for Banking on
Values (GABV) was founded in 2009 and has grown
into a global network of over 70 financial institutions
across six continents, managing billions in assets.

= Response to 2008 Crisis: The movement gained
significant momentum after the global financial crisis,
as value-based banks proved more resilient and stable
than traditional speculative banks.

=  Mainstream Integration: Many global "megabanks"
are now adopting elements of VBB, such as
Environmental, Social, and Governance (ESG) criteria
and the UN Principles for Responsible Banking (PRB).

= Shift to Real Economy: There is a growing global trend
of moving capital away from the "financial economy"
(derivatives and speculation) and toward the "real
economy" (renewable energy, affordable housing,
and SMEs).

= Technological Evolution: By 2026, global value-based
banks are increasingly using "Green Fintech" and Al
to track the carbon footprint of their portfolios and
automate impact reporting for customers.

3. Importance and Role of Value Based Banking

VBB plays vital role in the areas of economic development
which can be presented below:

Pushkar Raj Bhattarai*
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= Economic Stability: Prioritizes stable, long-term
investments over high-risk speculation, reducing the
likelihood of financial bubbles.

= Environmental Protection: Directs capital toward
renewable energy, organic farming, and circular
economy projects to combat climate change.

=  Financial Inclusion: Reaches underserved populations
through microfinance and localized banking services.

= Community Development: Reinvests local deposits
back into local businesses, creating a multiplier effect
for regional growth.

=  Ethical Intermediation: Ensures that savers money
is not being used to fund harmful industries without
their knowledge.

= Support for SMEs: Focuses on small and medium
enterprises, which are the primary drivers of job
creation globally.

= Resilience to Shocks: Value-based banks typically
maintain higher capital buffers and better asset
quality, making them more resilient during economic
downturns.

= Social Justice: Promotes equitable lending practices,
focusing on affordable housing and projects that
reduce income inequality.

=  Transparency and Trust: Rebuilds public trust in the
financial sector through open reporting and inclusive
governance.

= Alignmentwith SDGs: Actsasakeyvehicleforachieving
the United Nations Sustainable Development Goals
by 2030.

4. Principles of Value Based Banking

The principles of value-based banking (VBB), as defined by
the Global Alliance for Banking on Values (GABV), focus on
using finance to generate positive social, environmental,
and economic impact. The main 6 principles are as follows:

Triple Bottom Line Approach

The heart of the business model is the simultaneous focus
on people, planet, and prosperity. Banks do not just aim
to "do no harm"; they actively seek out projects that
generate positive social and environmental impact while
remaining financially viable.

Grounded in Communities and the Real Economy

Value-based banks serve the communities where they
operate. They focus on meeting the financial needs
of individuals and enterprises within a productive,
sustainable economy rather than participating in complex
financial engineering or global speculation.

* Deputy Director, Nepal Rastra Bank
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Long-Term Client Relationships

These banks prioritize direct, long-term relationships with
their clients. By deeply understanding the borrower's
business and risks, they can provide better support and
ensure that the credit is used for its intended, value-
creating purpose.

Long-Term, Self-Sustaining and Resilient

The business model is designed for longevity. By
maintaining a solid capital base and avoiding volatile
market instruments, these banks ensure they can
survive external disruptions and continue serving their
communities during crises.

Transparent and Inclusive

Governance structures are transparent and involve a
broad range of stakeholders, not just shareholders. This
ensures that the bank’s strategic decisions remain aligned
with its core mission and social values.

Embedded Values Culture

These principles are not just slogans; they are embedded
in the culture and leadership of the bank. From staff hiring
and incentives to the products offered, every internal
process is designed to reflect the bank’s commitment to
its values.

5. Current Status of Value Based Banking in Nepal

In 2026, Value Based Banking (VBB) in Nepal has moved
from a niche concept to a core strategic priority for the
financial sector. Driven by the Nepal Rastra Bank (NRB)
and pioneering institutions, the focus has shifted from
speculative lending to financing the "real economy,"
social equity, and climate resilience.

= Expansion of GABV Footprint: NMB Bank remains a
prominent member of the Global Alliance for Banking
on Values (GABV), serving as a benchmark for other
Nepali banks in integrating social and environmental
impact into core operations.

= Adoption of Green Taxonomy: As of late 2024/2025,
Nepal has officially introduced a Green Finance
Taxonomy, providing a standardized framework for
banks to classify "green" vs. "non-green" investments.

=  Mandatory ESRM Implementation: The Environmental
and Social Risk Management (ESRM) guidelines are
now a mandatory part of the credit approval process
for all Class 'A” commercial banks.

= Rise in Energy Financing: Significant portions of bank
portfolios are now dedicated to renewable energy
(primarily hydropower and solar), aligning with the
national goal of energy self-sufficiency.

= Digital Inclusion Focus: Value-based banking is
increasingly delivered through digital channels (like
"Kisan Apps") to reach unbanked rural populations,
reducing the carbon footprint of physical branch
banking.

= Shift in Disclosure: Banks have begun publishing
dedicated Sustainability Reports or ESG sections
within their annual reports, moving beyond simple
CSR (Corporate Social Responsibility) blurbs.

= Asset Quality Challenges: The sector is currently
grappling with rising Non-Performing Loans (NPLs),
which has prompted a "back to basics" approach—
focusing on the real economy rather than speculative
real estate.

=  Refinancing for Social Impact: A significant volume of
"Concessional Loans" is being channeled into women-
led enterprises and returnee migrant businesses to
foster social equity.

= Gender-Lens Investing: There is a visible increase
in products specifically designed for women
entrepreneurs (e.g., Chetanshil Nari accounts),
moving money toward gender-balanced economic
growth.

= Climate Vulnerability Awareness: Due to Nepal's
high risk for climate-related disasters, banks are
increasingly assessing the climate resilience of
collateralized properties and projects.

6. Problems in Value Based Banking in Nepal

Nepalese Banking sector is facing multiple challenges in
the areas of value-based banking, some of them are as
follows:

= Profit-First Mindset: Many Nepali BFls are under
intense pressure from shareholders to deliver high
quarterly profits, sidelining long-term value goals.

=  Poor Asset Quality: High levels of Non-Performing
Loans (NPLs) and "ever greening" of bad loans hamper
the ability to invest in sustainable projects.

= |Inadequate Corporate Governance: Frequent
instances of board-level interference and related-
party lending undermine transparency.

= Low Awareness: Many customers and even bank
employees lack a clear understanding of what "value-
based" or "sustainable" banking truly means.

=  Regulatory Gaps: While Nepal Rastra Bank (NRB)
has ESG guidelines, strict enforcement and specific
incentives for value-based practices are still evolving.

= High Operation Costs: Reaching rural areas and
conducting deep impact assessments for small loans
can be more expensive than traditional urban lending.

= Information Asymmetry: A lack of reliable data on the
environmental and social impact of local businesses
makes impact-lending difficult.

=  Short-term Liquidity Crises: Periodic "credit
crunches" in the Nepali market force banks to focus
on immediate survival rather than long-term value
creation.

= Staff Retention: Value-based banking requires
specialized skills in impact assessment, but high
turnover rates in the banking sector make this difficult
to maintain.

=  Misinformation and Trust: Coordinated campaigns
against the banking sector in Nepal have recently
eroded public trust, making it harder to promote
ethical models.

7. Remedial Measures for Promoting Value Based
Banking

The following measures are to be adopted for the
promotion of value-based banking in Nepal:

= Strengthening NRB Guidelines: Implementing stricter,
mandatory reporting on ESG and "Real Economy"
lending for all BFls.

= Tax Incentives: Providing tax breaks or lower reserve
requirements for banks that meet specific "Value-
Based" lending thresholds.
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Capacity Building: Investing in training programs for
bank staff to understand and implement the GABV
principles.

Digitization for Inclusion: Leveraging digital banking
and Al to reduce the cost of reaching the unbanked in
remote parts of Nepal.

Impact Reporting Standards: Developing a national
framework for reporting social and environmental
impact to prevent "greenwashing."

Promoting Mergers: Encouraging mergers of smaller,
struggling BFls into larger, more stable entities that
can afford to adopt long-term value models.

Credit Guarantee Schemes: Establishing government-
backed guarantees for "green" and social projects to
reduce the risk for value-based lenders.

Public Awareness Campaigns: Launching national
initiatives to educate citizens on their "power in the
pocket" and the benefits of ethical banking.

Stakeholder Inclusivity: Mandating that bank board
include independent directors with expertise in
sustainability and social impact.

Investment in Financial Infrastructure: Improving the
Credit Information Bureau (CIB) to include data on
the sustainability track records of borrowers.

. Role of NRB in Promoting Value Based Banking

Policy Formulation: NRB has integrated "Sustainable
and Inclusive Economic Development" into its Fourth
Strategic Plan (2022-2026), making VBB a regulatory
priority.

Green Finance Taxonomy: It issued the Green
Taxonomy 2024 to prevent "greenwashing" by
defining exactly what qualifies as a sustainable
investment.

Refinance Facilities: NRB provides low-interest
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refinance to BFIs for loans directed toward "deprived
sectors," small-scale farming, and renewable energy
projects.

=  Mandatory ESRM Reporting: NRB requires banks to
submit regular reports on their Environmental and
Social risk assessments, ensuring that banks are not
just profit-motivated but also risk-conscious.

= Directed Lending Mandates: It sets specific targets
for banks to lend to priority sectors like agriculture
(15%), energy (10%), and MSMEs, forcing capital into
the real economy.

= Financial Literacy Programs: NRB leads national
campaigns to educate the public on ethical banking,
digital safety, and financial rights, fostering a more
informed consumer base.

9. Moving Forward

The evolution of value-based banking in Nepal requires
a fundamental shift from compliance-driven actions to
purpose-driven strategies. To bridge the gap between
policy and practice, financial institutions must invest in
advanced data analytics to measure actual social impact
while the government provides fiscal incentives for
"green" and "blue" bonds.

By aligning the profitability of banks with the resilience of
the community and the environment, Nepal can build a
financial ecosystem that is not only robust against global
economic shocks but also acts as a primary catalyst for the
nation’s sustainable development goals.
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Cyber Security in Digital Banking:
€valuating Risk Management
Practices and Mitigation Strategies

Abstract

The rapid rise of digital banking services has changed
how people conduct financial transactions. It provides
convenience, inclusion, and improved efficiency. At
the same time, this digital shift has made banks more
vulnerable to a wider range of cyber threats, which
jeopardizes the confidentiality, integrity, and availability
of systems and customer data. This paper looks at
current risk management practices and strategies used
by banks and financial institutions to safeguard digital
banking services. By combining various standards and
frameworks along with regulatory guidelines. The study
assesses the strengths and weaknesses in governance,
technical controls, third-party risk management, incident
response, and resilience planning. The paper suggests
a layered approach driven by intelligence that includes
proactive threat hunting, secure software development,
continuous monitoring, supply-chain diligence, and risk
governance at the executive level. It also offers policy and
operational recommendations to enhance preparedness,
lower residual risk, and build customer trust.

Keywords: digital banking security; cybersecurity risk
management; operational resilience; third-party risk;
incident response

Introduction

Digital banking, which includes internet banking,
mobile banking apps, APIs, the Cloud, and Embedded
Finance, is core to retail and wholesale financial services.
Efficiency gains and customer benefits have been the
dividend of channel migration. The advantages of digital
transformation are offset by the ever-increasing cyber
risks of account takeover fraud, ransomware, improperly
configured APls, and supply-chain vulnerabilities. More
recent sector guidance like NIST CSF 2.0; Basel operational
resilience principles, etc. reflects the strategic view that
cyber risks must be treated as enterprise risks with a
focus on board sponsorship, Key Risk Indicators, and
Resilience Testing. Over the five years periods, a stream of
messages from regulatory bodies and intelligence feeds
has recognized the rising frequency and sophistication of
cyberincidents associated with the financial sector, such as
credential theft, ransomware, supply-chain compromise,
APl abuse, and social engineering campaigns. These risks
can be mitigated only by a holistic mix of governance,
controls, and resilience measures that are in step with
internationally recognized frameworks and the evolving
threat landscape. This article examines the current
literature on practical risk control in digital banking,
provides evidence in a hypothetical data set, and suggests
a solution strategy according to sector best practice.

Debesh Prasad Lohani*
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As Nepal's economy increasingly moves towards digital
banking and payment services, the aspect of cybersecurity
has emerged as a top risk management priority for
financial institutions as well as for the regulatory body.
Although the use of real-time settling systems, online or
mobile banking, as well as digital wallets such as eSewa or
Khalti, has greatly enhanced financial inclusion, it has also
created vulnerabilities for financial institutions, as well as
their customers, to the increasingly sophisticated threat
of financial crimes. One of the key factors contributing
to the risk in the Nepalese scenario is the escalation of
cases in the field of cybercrime. Typical threat patterns
in Nepal’s online banking system follow worldwide trends
but face unique challenges. Phishing, malware, and social
engineering assaults remain the main methods used
to breach customer credentials and online access. DoS
attacks may cause disruptions in online services. MiTM
and malware assaults directly target online banking
transactions and customer confidentiality. Threats extend
not only to banks but also to payment service providers
and digital wallets. With a view to mitigating increasingly
threatening risks, Nepal Rastra Bank (NRB) has introduced
various frameworks and guidelines to improve the overall
position of cyberspace security on the part of banks and
financial institutions in the country. The Cyber Resilience
Guidelines hold BFIs responsible for ensuring risk
management in the structured domains of governance,
identification, protection, detection, and recovery &
response, with a thrust on frequent risk scanning, ensuring
proper control in conformity with international standards
like 1ISO 27001, among others (PSD/NRB, 2023). The
recent changes in regulations also include directives for
banks and PSPs on the use of extensive risk management
procedures like multifactor authentication (MFA), fraud
detection solutions developed through the use of Al &
Machine Learning technology, as well as enforcement on
the use of VPNs.

Although there has been some progress on a regulatory
front, there still remain some implementation challenges
in various institutions. Most BFI institutions, especially
smaller banks and cooperatives, face challenges in
implementing cyber security measures because they lack
the capacity to hire cyber security experts as per NRB’s
guidance. It has been revealed that about 70 percent of
BFI institutions fail to carry out security audits. Cyber
security experts have further highlighted that there is
no common basis for comparing the overall maturity
regarding cyberspace within the banking community in
Nepal, which results in variations in risk management

* Deputy CEO Rastriya Banijya Bank; IRCA recognized ISMS Lead Auditor; Cybersecurity Expert
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strategies, appear reactive as opposed to proactive. On
the mitigation strategies, Nepalese banks are moving
toward deploying multilayered defenses in line with
international best practices: strong authentication, MFA;
encryption of sensitive data; continuous monitoring
and SOCs; and incident response playbooks tailored for
digital banking threats. Emphasis is also being placed on
collaboration among industry stakeholders, regulators,
and national cybersecurity bodies for threat intelligence
sharing and coordination of resilience efforts.

Finally, public awareness and education remain key. Weak
cybersecurity culture among customers and employees
makes susceptibility to fraud and social engineering
events more likely, hence the importance of outreach,
training, and literacy programs in addition to technical
mitigation strategies.

Literature Review
The evolving threat landscape for the finance sector

Looking at what's happening in the industry, the finance
sector is consistently a prime target for cyber threats.
It looks like cybercriminals are still really going after
the financial industry because it's full of money and
important customer information. Reports from ENISA,
IBM's X-Force and others show that attacks are becoming
more disruptive, with ransomware and denial-of-service
(DDoS) attacks on the rise (Henderson, 2024). They're also
getting smarter with social engineering, using fancy tools
to trick people. IBM's X-Force and similar intelligence
sources point out that stealing login details and taking
over accounts are common reasons for security breaches,
and there's growing worry about Al being used in these
social engineering scams. Basically, these reports show
that security problems often come from a mix of technical
glitches, human mistakes, and issues with third-party
suppliers. This suggests that attackers are increasingly
using legitimate login details and automated methods to
launch bigger attacks, so it's really important for banks
and financial institutions to focus on how they handle
logins and how they detect unusual user behavior.

Current trends in Nepal's financial industry show that
they are facing an increasing threat environment that is
posed by growing digitalization with inadequate cyber
protection measures. Cyber-attacks on banks and digital
payment service providers have substantially increased
with cases of phishing attacks, ransomware attacks, and
cyber-enabled online fraud presently taking place on
a daily basis. As reported by official sources, cases of
cyber-enabled frauds and financial fraud had increased
substantially in recent years. As predicted in global
trends on increasing sophistication in threat sources,
this development in Nepal is also reflective of similar
trends observed in international practices. However, very
few banks in Nepal possess sophisticated cyber defense
mechanisms with most banks still relying on primitive
infrastructure that is unprotected against exploitation.
Furthermore, these trends also reveal inadequate
preparedness on the part of banks and consumers in
Nepal with regard to cyber protection measures. Presently
emerging literature on fintech in Nepal also reveals a
clear nexus that exists between growing digitalization and
increasing levels of cyber threats.

Regulatory and standards frameworks
Banks are expected to ensure their cybersecurity programs
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meet recognized standards and regulatory requirements.
Frameworks like NIST’s Cybersecurity Framework (CSF)
2.0 and ISO/IEC 27001 offer models for governance and
controls to identify, protect, detect, respond, and recover
from cyber incidents. Banking-specific supervisory
guidance, such as the Basel Committee principles on
operational resilience and Federal Financial Institutions
Examination Council (FFIEC) tools for cybersecurity
assessment, emphasizes board accountability, third-party
oversight, and continuity planning. Collectively, these
documents stress the importance of integrating cyber
risk into enterprise risk management and the need for
measurable maturity assessments. nvlpubs.nist.govBank
for International Settlements

Nepal Rastra Bank’s sets mandatory cyber resilience
expectations for banks and payment institutions to protect
critical systems, detect cyber threats, respond quickly, and
recover operations within defined timeframes. It requires
strong governance, risk based controls, continuous
monitoring, testing, and coordination with third parties
to safeguard financial stability (PSD/NRB, 2023). The
ElectronicTransactions Act, 2063 provides legal recognition
to electronic records and digital signatures, ensuring
secure, reliable, and valid electronic transactions in Nepal.
It also defines cyber offences, regulatory authorities, and
penalties to promote trust and accountability in digital
systems (MoCIT/GoN, 2008). Similarly, the Cyber Security
Bylaw, 2077 establishes standards, responsibilities, and
procedures to protect information systems, networks,
and data of public institutions in Nepal. It focuses on
risk management, incident response, compliance, and
strengthening national cyber resilience (NTA, 2020).
The Payment System-—related Unified Directives, 2081
emphasize cyber security measures to ensure the safety,
integrity, and reliability of electronic payment systems in
Nepal. They mandate risk management, system security
controls, and incident handling to protect payment
infrastructure from cyber threats (NRB, 2024).

Application and API security

A wide range of literature and practitioner guidelines
emphasize the application-layer and APl vulnerabilities
that lie at the heart of digital banking platforms. OWASP's
online, API, and mobile security guidelines identify
commonly happening classes of exploitable defects-
failed authentication, insecure endpoints, inappropriate
permission-that can be used to compromise accounts
and move laterally within financial systems. With regard
to online banking applications, the literature repeats one
common refrain: that runtime protections and secure
development lifecycle approaches are essential. (OWASP,
2023)

In Nepal, application and API security are emerging
as critical components of digital trust and resilience,
especially for finance. APls connect mobile apps, online
banking, payment systems, and third-party services, but
without robust security they become primary points
of attack for data theft and system abuse. Globally, API
vulnerabilities account for many high-profile breaches
because insecure interfaces expose sensitive data and
business logic to attackers if not properly protected. API
security involves strict authentication, encryption, input
validation, rate-limiting, and continuous monitoring to
prevent unauthorized access and exploitation. Recent
threat reports highlight APl exploits against Nepali
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businesses that exposed customer records and weakened
trust in digital finance services, underscoring how insecure
interfaces can directly impact the sector. Developers
in Nepal often lack formal secure coding practices and
automated API security testing, increasing the risk of
misconfigured APIs and application flaws. Strengthening
API security must align with global best practices and be
part of broader application security strategies to protect
financial data, maintain service availability, and support
safe digital innovation in Nepal’s financial ecosystem.

Third-party and cloud risk

The banking system relies increasingly on fintech
collaboration and cloud service providers, which raises
supply chain and sophisticated outsourcing risks. It is
called for by regulators and analysis of the industry that
protections within contracts, increased prudence, and
sound supervision of critical third-partied providers are
required. In Nepal’s financial sector, reliance on third-party
vendors and cloud services has increased operational
efficiency but also heightened risk exposure. Vendors,
cloud providers, and outsourced service partners can
introduce vulnerabilities when their security practices are
weak or misconfigured. A national cybersecurity roadmap
for banks and financial institutions now mandates due
diligence and security audits of third parties, including
cloud services, in line with ISO standards to reduce
these systemic risks. Cloud environments can expose
sensitive financial data if access controls, encryption, and
configurations are inadequate, making misconfiguration a
common source of incidents. Third-party weaknesses have
already contributed to breaches and API exploits in Nepali
financial systems, showing how vendor compromise can
cascade into operational and data risks for institutions and
customers. Strengthening vendor oversight, continuous
monitoring, contractual security requirements, and cloud
governance aligns with both local regulatory efforts and
global best practices to manage these linked third-party
and cloud risks.

Gaps identified in prior research

Inadequate telemetry and detection capabilities, uneven
adoption of secure-by-design principles in software and
AP| development, limited integration of cyber risk into
enterprise governance, immature testing of incident
response and recovery across the extended supply chain,
and difficulties recruiting qualified cybersecurity talent
are among the recurrent gaps identified by scholarly
reviews and practitioner studies. Both organizational and
technical change are necessary to close these gaps.

Prior research on cybersecurity in Nepal’s financial
sector highlights important findings but also clear gaps
that need further study. Most existing studies focus on
general cybersecurity awareness, digital fraud trends,
and FinTech risks, but they rarely examine specific
technical vulnerabilities in applications, APIls, and cloud
environments used by banks and payment platforms.
Research like the study on FinTech and cybersecurity in
Nepal’s commercial banks identifies broad risks related
to digital transformation, but stops short of detailed
threat modeling or empirical analysis of attack patterns
(Khatiwada, 2024). Sector-level assessments, such as
those revealing uneven security audits and weak incident
preparedness across institutions, point to gaps in security
governance and readiness (Fiscal Nepal, 2025). Prior
work also shows limited exploration of how regulatory

frameworks and institutional capacities affect real-world
security outcomes, leaving questions about compliance
effectiveness and enforcement in Nepal (nepalontheweb.
com, 2025). There is a need for in-depth studies on secure
coding practices, APl and cloud configuration risks, and
guantitative measurements of defensive controls to
guide policymakers and practitioners in Nepal’s financial
ecosystem.

Methodology

This study adopts a qualitative integrative review
approach. To evaluate the current state of practice and
distill valuable mitigation measures, it combines industry
threat intelligence literature (ENISA, 2025) best practices
from the literature, research articles from peer-reviewed
journals, and official regulatory literature (FFIEC,
2021). Governance/Risk Management Appetite, Sound
Development/Application Security, Identity and Access
Management (IAM), Third Party/Cloud Risk Management,
Incident Response/Operational Resilience comprise
five categories that form the basis for evaluation.
Recommendations, when possible, can be mapped to the
core functions of the NIST CSF - Identify, Protect, Detect,
Respond, Recover to provide a systematic approach that
can be applied to varying sized firms (Quinn, et al., 2025).
In addition to this brief qualitative analysis for illustration
purposes, this study also uses qualitative analysis by
synthesis of reports and best guidelines available in
information security. In an effort to demonstrate the
links that exist among incident types and mean security
maturity levels for institutions along with mean time to
detect and mean time to contain/recover (MTTR), the
guantitative method used is an exhaustive synthesis and
merge of data compiled in this study’s references.

Evaluating Risk Management Practices
Governance and leadership

The executive and board levels are where effective
cybersecurity begins. Regulators emphasize that boards
need to take responsibility for cyber risk and incorporate
it into risk appetite statements and strategic decision-
making. Prominent organizations establish official cyber
risk committees, designate senior executives with distinct
responsibilities (such as Chief Information Security Officer
and Chief Risk Officer), and employ risk metrics (Key Risk
Indicators) to direct governance (Bank for International
Settlements, 2021).

Risk identification and asset management

In asset management, risk identification is the critical
process of identifying, evaluating, and ranking risks to
an organization's assets (physical, digital, and intangible)
in order to safeguard their value, guarantee operational
continuity, and accomplish business objectives. Banks
must have an accurate inventory of a variety of assets,
including applications, data storage, APIs, cloud services,
and third parties. Effective risk identification uses attack
surface mappingand threat modeling to prioritize controls.
Although industry acceptability varies, configuration
management databases (CMDBs), automated asset
discovery, and continual vulnerability screening are
essential. (Azura, Azad, & Ahmed, 2025).

Secure development lifecycle and application security

Secure software development lifecycle (SSDLC) procedures
are crucial since digital banking relies heavily on mobile
and online clients. This includes pre-release penetration
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testing, dependency scanning, static and dynamic code
analysis, and threat modeling during design. OWASP
guidelines highlight key mobile and APl vulnerabilities
that need to be mitigated by secure session management,
authorization checks, and input validation. Banks with
established SSDLC procedures use web application
firewalls, runtime application self-protection (RASP),
and security gates in Continuous Integration/Continuous
Delivery (or Deployment) (CI/CD) pipelines (OWASP,
2023).

Identity and Access Management (IAM)

The two main access methods for breaches are still
account takeovers and credential theft. Least-privilege
access enforcement, adaptive authentication based on
risk assessment, multi-factor authentication (MFA) for
employees and clients, and privileged access management
(PAM) for administrators are examples of robust 1AM
practices. According to IBM and other threat intelligence
assessments, stolen credentials are a persistent issue that
highlights the necessity of both detection (anomalous
login patterns) and prevention (MFA, phishing-resistant
authentication) (Henderson, 2024).

Monitoring, detection, and threat intelligence

Early intrusion detection is made possible by ongoing
monitoring via Security Information and Event
Management (SIEM), Extended Detection and Response
(XDR), and specialized threat hunting. The accuracy
of detection is greatly increased when external threat
intelligence (TTPs, indicators) and internal telemetry are
combined. While many banks are investing in security
operations centers (SOCs) and managed detection services
(MSSPs), some firms' efficacy is hampered by resource
constraints and difficulties integrating data (Jiravachara &
Amarinthnukrowh, 2025).

Third-party and cloud risk management

There are constant risks associated with outsourcing and
cloud computing. Thorough due diligence, the ability
to audit contracts, service-level standards for security
and incident reporting, and ongoing performance
monitoring are all necessary for effective third-party
risk management. Banks are under increasing pressure
from regulators to map essential services and have
backup plans in place in case a third-party malfunction
or is compromised. Regulatory proposals and the Basel
Committee's operational resilience guidelines emphasise
board oversight in managing outsourcing agreements
(Jones, 2024).

Incident response and resilience

In addition to incident response, operational resilience
encompasses crisis communications, disaster recovery,
and business continuity. For provider outages or
significant disruptions, banks ought to have tested their
service continuity plans, cross-functional response teams,
and incident response playbooks. Frequent simulation
exercises, like full recovery drills and adversary emulation,
enhance preparedness. Regulators and organisations are
urged by European Union Agency for Cybersecurity (ENISA)
documents to consider cyber incidents as systemic shocks
that call for cooperation with authorities (Theocharidou,
Lella, Naydenov, & Malatras, 2024)

Mitigation Strategies
A Layered and Intelligence-Driven Approach
Implementing several overlapping security measures
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throughout an entire organization and utilizing threat
intelligence to inform and modify those defenses is
known as "defense-in-depth," a layered and intelligence-
driven approach to cybersecurity. This all, encompassing
approach guarantees that even in the event that one is
compromised, other defense layers will continue to be
in place to stop additional intrusion and reduce damage.
To turn risk assessments into effective defenses, the
following layered strategy, aligned with NIST CSF functions,
is recommended. The six essential functions of the NIST
Cybersecurity Framework are Govern, Identify, Protect,
Detect, Respond, and Recover. The six essential functions
of this framework are a cycle of continuous development
through which organizations can increase their security
posture by educating, controlling, predicting threats,
reacting, and ultimately recovering. These functions each
have the following description:

= Govern (CSF 2.0): Brings security as a whole into
the enterprise’s governance framework through
the establishment of a comprehensive enterprise-
wide cybersecurity strategy, policies, roles, and risk
management methodologies.

= |dentify: To prioritize protection efforts, understand
your assets (data, systems, devices), your business
environment, and threats.

= Protect: In order to mitigate or control effects,
measures such as protection through encryption,
control, and security awareness should be put in
place.

= Detect: Leverage constant observation coupled with
analysis in order to rapidly identify cyber security
incidents and anomalies.

= React: Take measures to lessen the impacts
of incidents that have been identified such as
containment, communication, and preparation.

= Recover: With a focus on resilience and business
continuity, services and capabilities affected by
incidents can be recovered.

Recommendations

Based on the aforementioned assessment, banks looking
to improve cybersecurity for online banking are advised
to consider the following recommendations:

1) Executive and board participation: Ensure that the
enterprise's risk appetite clearly includes cyber risk.
Demand that cyber KRIs and KPIs be reported on a
regular basis, and hold board-level drills that mimic
serious cyber situations (Bank for International
Settlements, 2021).

2) Take a zero-trust stance: Give up considering
perimeters. Use microsegmentation, strong identity
and access management, least-privilege access,
and ongoing device and user status verification
(Henderson, 2024).

3) Secure the software supply chain: Protect the
software supply chain by enforcing secure coding
and dependency scanning, requiring SBOMs
(Software Bill of Materials) for critical applications,
and incorporating security requirements in vendor
contracts (OWASP, 2023).

4) Accelerate MFA and phishing-resistantauthentication:
To reduce the risk of account takeovers, concentrate
on risk-based adaptive authentication and phishing-
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resistant MFA options for clients and employees
(Henderson, 2024).

5) Enhance detection and threat-sharing: Invest in
telemetry, XDR, and threat hunting to enhance
detection and threat-sharing. Participate in ISAOs and
sector ISACs to exchange and obtain timely threat
indicators (Jiravachara & Amarinthnukrowh, 2025).

6) Operational resilience planning: Perform impact
analyses, map important service dependencies,
including those involving third parties, and regularly
test recovery plans, including cross-organizational
exercises and complete failover tests (Bank for
International Settlements, 2021).

7) Vendor supervision and regulatory compliance:
Make sure programs comply with NIS2 and other
legal requirements. Include reporting deadlines,
exit plans, and audit rights with important vendors
(Theocharidou, Lella, Naydenov, & Malatras, 2024).

8) Talent and culture: Invest in the training of
cybersecurity experts, provide retention incentives,
and integrate security champions into product teams
to integrate security into the development culture.

9) Consider the opportunities and risks associated
with Al: Establish governance for the use of Al in
security and operations tools while evaluating and
resolving social engineering risks associated with Al
(Henderson, 2024).

10) Continuous improvement through metrics: To
motivate investment and show stakeholders progress,
use quantifiable metrics like mean time to recovery,
detection coverage, and the proportion of critical
systems with tested recovery plans.

Conclusion

While there are many advantages to digital banking,
there are also a number of cyber risks. Integrated
governance, robust technical controls, continuous
detection capabilities, extensive third-party oversight,
and tested resilience plans are all necessary for effective
risk management. Banks can greatly lower their exposure
and improve customer and financial system protection
by implementing layered defenses based on established
frameworks, as well as by utilizing threat intelligence and
secure development techniques. However, the rapidly
changing threat landscape driven by new technologies like
artificial intelligence and increasing interdependencies
that requires ongoing investment, sector-wide response
coordination, and constant adaptation. It is recommended
to give institutions a road map for prioritizing necessary
actions, tracking their progress, and improving their
preparedness for present and future cyber threats.

The significance of this research work is that it reveals
that the cyber risks facing digital banking in Nepal are
increasing at a fast pace because of the fast pace of
digitalization of the country that lacks maturity in the
governance and technical controls. Even though banks in
Nepal are taking advantage of regulatory guidance and
international standards, they are still facing challenges in
ensuring application security, detection, third-party risk
management, and resilience. Smaller banks are most at
risk because of a lack of expertise. To manage cyber risk
effectively, there needs to be board-level engagement,
by design development, robust identity, monitoring, and

testing of response.
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Factors affecting the online shopping
behavior: A Statistical Analysis

&

Abstract

This study examines the online shopping behavior
and general internet experiences of individuals. Its
objectives are to identify the status of online shopping,
to understand the relationship between internet access,
shopping experience, security, services, and online
shopping behavior, and to provide insights into the
impact of internet access, shopping experience, security,
and services on online shopping behavior. A quantitative
research approach was adopted to measure customers’
attitudes and behaviors toward e-commerce. This study
adopted descriptive, causal, and correlational designs.
The results reveal weak but statistically significant
positive relationships among all three variables. Internet
and service showed a positive correlation, indicating that
higher levels of internet usage are associated with slightly
better perceptions of service quality. The findings of the
study suggest that customer experience, motivation,
self-confidence, security, and privacy concerns play an
important role in shaping online shopping behavior. The
study concludes that improvements in internet access and
service delivery can help foster customer attitudes and
lead to better online shopping experiences, benefiting
both consumers and online businesses. The findings of
the study could be useful for policymakers, social media
service providers, vendors, and other stakeholders to
craft a strategic framework.

Keywords: Attitude, consumer experience, internet
reliability, security, service quality

1. Introduction

Online shopping and online platforms are the most
important factors for businesses to increase profit. Online
shopping is the buying of goods and services with the help
of the internet using a phone or computer. People browse
products on websites or apps to buy products. People
intend to buy online for many reasons like saving time,
lower prices, comfort, etc.

The main decisions for the consumer are: what they
buy (which products and services), how much (amount),
where (place of purchase), the time spent shopping, and
payment methods (Khan Wale, 2014). This study is focused
on purchasing decisions with a focus on technical goods.
The aim of this research is to find out how consumers
behave and how they decide to buy technical equipment.
Analyzing and predicting consumer behavior is a difficult
task for businesses.

Online shopping is buying from mobile or electronic

Basu Dev Lamichhane, PhD*
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devices. E-shop is an easy task for the new generation, but
difficult for the older generation. People mostly buy online
because of convenience, their ability, their intention, the
payment method, and security. Past experience affects
the decision process of the consumer the most. The
consumer makes decisions because of past experiences.
If their past experiences are good, they like to buy next
time.

The first online shopping was undertaken by connecting
a modified television (TV) to a real-time transaction
processing computer via a domestic telephone line
(landline). Then in 1990, online processing reached the
general public with the creation of the World Wide Web
by Tim Berners-Lee. Similarly, in 1994, Netscape launched
the first commercial browser, Navigator. In the same year,
Pizza Hut offered online ordering of pizza on its website.
In 1995, Amazon started selling books online, and eBay,
an American multinational corporation and e-commerce
company, provided consumer-to-consumer and business-
to-consumer sales services via the Internet. Studies
around the world show that young consumers are more
likely to shop online because of time saving and a wide
variety of products. Behind every study, there has to be
some specific objectives that highlight the intention of
doing research work. The major objective of the study
is to investigate the demographic characteristics and
how internet access affects online shopping behavior.
This study helps online retailers understand the factors
affecting online shopping attitudes. It provides insights
into how internet access affects consumers’ ability
and willingness to shop online. The findings will assist
businesses in designing targeted marketing strategies for
different demographic groups. It supports e-commerce
platforms in improving.

2. Review of Literature

Previous studies show that demographic factors such as
age, gender, and income play an important role in shaping
online shopping behavior.

2.1 Empirical Review

Attitudes of consumers toward online shopping are
affected by so many factors. The researcher selected four
factors, namely, convenience, website design/features,
time saving, and security, which affect the attitude of
consumers toward online shopping. Easy to purchase,
time saving, variety at one shop, price, and avoiding
hassles in shopping are the main factors that motivate
consumers to shop online.

* Assistant Professot, Faculty of Management, Tribhuvan University
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A substantial body of empirical research has examined
how age, gender, and income significantly influence how
consumers interact with digital marketplaces. Studies have
been conducted in different countries consistently. The
continuous expansion of e-commerce has been strongly
influenced by digitalization, which has significantly
affected consumer behavior and the purchasing decision
process (Gal, Balogh, & Balogh-Kardos, 2025).

The study of Parmar (2019) examines that consumer
shopping behavior is being affected by several factors
like demographic factors, social factors, consumer online
shopping experience, knowledge of using the internet
and computer, website design, social media, situational
factors, facilitating conditions, product characteristics,
sales promotional schemes, payment options, delivery of
goods, and after-sales services play an important role in
online shopping.

Vaidya (2019) analyzed the association between the
occupation of the respondents and the problems faced
while doing online shopping (chi-square = 58.408, df = 14,
p < 0.001). At the same time, the result of the likelihood
ratio is considered while also showing an association
(Ratio = 66.273, df = 14, p < 0.001) since the expected
count is less than five is seen as high. The results show
that the working class involved in online shopping is
facing problems. They expected ease while doing online
shopping. The majority of customers expect hassle-free
shopping while online shopping although they have been
facing various problems.

Blanca Herndndez (2010) examined the relationship
between internet and shopping attitude. The study
shows that socioeconomic variables moderate neither
the influence of previous use of the internet nor the
perception of e-commerce; in short, they do not condition
the behavior of the experienced e-shopper. The results
obtained help to determine that once individuals attain the
status of experienced e-shoppers, their behavior is similar,
independently of their socioeconomic characteristics. The
internet has become a marketplace suitable for all ages
and incomes, and both genders, and thus the prejudices
linked to the advisability of selling certain products should
be revised. There is no difference between the effect of
previous use of the internet and that of the percentage of
e-commerce on purchasing attitude.

Individuals in the age group of 20-35 years are more
involved in online shopping as compared to their
counterparts above 35 years of age. Males are more
inclined towards online shopping compared to females.
The marital status of consumers is not an important
determinant of online shopping behavior. Income does
not play an important role in determining the online
shopping attitude of consumers. Consumers with access
to the internet are more likely to engage in online
shopping (Shah, 2021).

2.3 Research Framework

A conceptual framework refers to the specific concepts
and constructs that are important to the study. It shows the
relationship between different variables. This framework
helps the reader to easily understand the research being
done and its variables under study. It is used to organize
ideas and create conceptual distinctions.

Figure 1: Research Framework

Independent variables (IDVs)
(DV)

Sources: (Shah & Tiwari, 2021)

Sources: (Shah & Tiwari, 2021)

Conceptual framework shows the relationship between
different variables. This framework helps the reader to
easily understand the research being done and its variable
under study. It is used to organize ideas and create
conceptual distinctions.

Independent variable

_y| Shopping Attitude

Table 1 : Sources of variables

Sources
(Vaidya, 2019)
(Blanca Herna’'ndez, 2010)

Variable

Internet Access

Shopping Experience

Services (lee, fang, j.kimg, li, &
w.palmatier, 2018)

Attitude (uzun & poturak, 2014)

Security (Paulo Botelho Pires,

2024)

2.4 Hypothesis of the study

The following hypotheses were developed in order to
study consumer attitude.

Hq: There is a significant relationship between internet
reliability and the shopping attitude of consumers.
H,: There is a significant relationship between
security and the shopping attitude of consumers.
Hs: There is a significant relationship between consumer
experience and the shopping attitude of consumers.
Ha: There is a significant relationship between services
and the shopping attitude of the consumer.

3. Research Methods and Materials

The research method describes actions to be taken to
investigate a research problem and the rationale for the
application of specific procedures or techniques used to
identify, select, process, and analyze information applied
to understand the problem, thereby allowing the reader to
critically evaluate a study’s overall validity and reliability.

A quantitative approach is used in the research. The
study was undertaken to identify and evaluate the
impact of security, services, customer experiences,
and internet access on online shopping attitudes. This
study considers descriptive, exploratory, causal, and
correlational designs to deal with the various issues.
The population of this study consists of all students
who use the internet and have knowledge about online
shopping platforms and are active on Facebook, where
the researcher distributed the survey. A total of 93
respondents participated and gave their responses
actively. There were six sections to the questionnaire.
The convenience sampling technique is used, and it is
appropriate for exploratory studies such as this one,
where the primary aim is to understand attitude.
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4. Data Presentation and Analysis

The study examines the various factors that affect online
shopping attitude. The study aims to explain the influence
of services, perception, and consumer experience on
shopping attitude. This chapter includes the presentation
and analysis of the research methodology. It intends to
analyze the responses collected through the questionnaire
and determine the influence of services, consumer
experience, internet access, and perception on online
shopping attitude. It intends to analyze the responses
collected through the questionnaire and determine the
findings of the analysis. Statistical tools and techniques
are used to determine the influence of services, consumer
experience, and internet access. For this purpose, primary
data was collected and analyzed systematically so as to
derive empirical findings and determine the determinants
of buying decisions. It presents results and findings based
on descriptive and inferential analysis.

To collect the data, a questionnaire was prepared, and
after preparation, the majority of the data was collected
via Google Forms. No physical questionnaire was
distributed to the respondents, and the questionnaire was
distributed through Messenger. The sample was collected
using a convenience sampling method. The questionnaire
was designed in a way that it was mandatory to fill in all
the necessary information, and without providing the
necessary information, the form could not be submitted.
Cross-checking was done in the response list in Google
Sheets so that errors could be identified, and the responses
that did not have all the answers or did not follow the
guidelines of the questionnaire were declared invalid.

A questionnaire was prepared and distributed to college
mates; 92 respondents gave their responses on how
they are motivated to shop online. Under this study,
a 5-point Likert scale has been used, where five is the
most important (strongly agree) and one is the least
important (Strongly Disagree). The responses received
from respondents have been arranged, tabulated, and
analyzed for the descriptive analysis of the study. The data
were analyzed using correlation and regression analysis.
The primary data collected from the questionnaire
were entered into Excel and later calculated by Jamovi
software. The sources of the tables presented below are
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4.2 Gender statistics
Table 3 : Gender of the respondent

Gender Frequency Percentage
Male 59 64.80
Female 32 35.20

The gender distribution of the respondents indicates
that males constitute the majority (64.80 percent), while
females make up 35.20 percent of the sample.

4.3 Education Level
Table 4 : Education level of the respondent

Education Count Percentage
Primary 12 13.00
Secondary 12 13.00
Bachelors 60 65.20
Masters 8 8.70

Most respondents (65.20 percent) have a bachelor’s
degree, while 13 percent have primary and 13 percent
secondary education. Only 8.70 percent hold a master’s
degree, indicating that the sample is generally well-
educated.

4.4 Income level
Table 5 : Income level of the respondents

Response Frequency Percentage
Upto 20,000 11 12.10
20,000-40,000 80 87.90

The majority of respondents (87.90 percent) fall into
income level 2, while a smaller portion (12.10 percent)
belongs to income level 1. This indicates that most
participants have a relatively higher income within the
surveyed categories.

4.5 Internet Access
Table 6 : Descriptive statistics

output from Jamovi software and edited in Excel, which Variable D|N|A R Leiz) Mean| SD
was further used in this study. esponse
4.1 Age group of respondents Internet.
ble 2 - ¢ q connection 20| 16 | 55 91 2.38 [0.83
Table 2 : Age group of respondents reliability
Age Frequency Percentage Access to
under 18 8 8.70 theinternet | 5, | ¢ 156 | o1 | 232|001
on multiple
18-26 72 78.30 devices
26-40 8 8.70 Internet
40-60 4 4.30 service 27 | 12 | 52 91 2.27 |0.90
affordability

The majority belong to the 18-26 age group, representing
78.30 percent of the total sample. This indicates that
most participants are young adults. A smaller proportion
of respondents, 8.70 percent, are under 18 years old, and
another 8.70 percent fall within the 26—40 age category,
showing a limited representation of both younger and
middle-aged individuals. The least represented group is
the 40-60 age range, which accounts for only 4.30 percent
of the total respondents

Table 6 presents consumers’ perceptions of internet
access factors in Kathmandu, which can influence their
attitude toward online shopping. Internet Connection
Reliability (Mean =2.38,SD =0.83). Out of 91 respondents,
55 agreed that their internet connection is reliable, 16
were neutral, and 20 disagreed. However, the standard
deviation of 0.83 shows some variability, suggesting that
connectivity issues affect a minority of users. Access to
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Internet on Multiple Devices (Mean = 2.32, SD = 0.91).
56 respondents agreed that they can access the internet
on multiple devices, 8 were neutral, and 27 disagreed.
Access across smartphones, laptops, and tablets supports

consumers’ willingness to engage in online shopping.
Internet Service Affordability (Mean =2.27, SD = 0.90). 52
respondents agreed that internet service is affordable, 12
were neutral, and 27 disagreed.

flexibility and convenience, positively influencing
4.6 Security
Table 7 : Descriptive statistics of business security
. Total
Variable D |N|A|SA Mean | SD
Response

| believe online payment systems (e-sewa, Khalti, cards, etc.) are 39 |a |aa|a |01 2.20 1.06
secure
I trus’F the security policies and guidelines provided by online 16 |- |75 1= |o1 178 0.42
shopping platforms
| think online stores may misuse my personal information 39 (4 (444 |91 2.20 1.06
| check website security before | order any product 16 |- |75|—- |91 1.78 0.42

Table 7 shows that consumers in Kathmandu generally
trust online payment systems and shopping platform
security policies, which positively influences their
attitude toward online shopping. Most respondents
also actively check website security before ordering,
indicating proactive behavior to mitigate risks. However,

4.7 Consumer experience
Table 8 : Descriptive statistics of consumer experience

perceptions about personal information misuse are
mixed, showing that while many feel secure, a notable
portion remain cautious. Overall, security is a key factor
shaping consumers’ online shopping attitude, aligning
with regression results where Security emerged as the
strongest predictor (B = 0.43, p < .001).

Variable D N A | SA | Total Response | Mean | SD | Min | Max
| would not recommend online shopping 39 a |aa | a 91 590 | 106! 1 4
platforms to others
Purchasing a product online seems a goodidea | 36 | 12 | 43 | — 91 2.11 (087 | 1 3
.Usmg the internet to do my shopping is a good 3 _ gl - 91 291 029 1 3
idea
The expgrlence | had with the internet has 36| 12 | a3 | - 91 211 |os7| 1 3
been satisfactory

The descriptive statistics for respondents’ attitudes
toward online shopping reveal varied perceptions
across the four statements. “I would not recommend
online shopping platforms to others”: Out of 91
respondents, 39 disagreed, 4 were neutral, 44 agreed,
and 4 strongly agreed. The mean score is 2.20, indicating
a slightly negative-to-neutral attitude, suggesting that
some respondents are hesitant to recommend online
shopping platforms. The standard deviation (1.06) shows
high variability, meaning opinions are widely spread.
“Purchasing a product online seems a good idea.”
Here, 36 disagreed, 12 were neutral, and 43 agreed. No
respondents strongly agreed. The mean of 2.11 indicates
a slightly positive attitude, though it leans closer to

4.8 Perceived Services
Table 9 : Descriptive statistics of perceived services

neutral. Standard deviation (0.87) shows moderate
variability among respondents. “Using the internet to do
my shopping is a good idea.” The majority of respondents
(84) agreed, 8 disagreed, and none were neutral or
strongly agreed. The mean of 2.91 shows a strongly
positive perception, indicating that most respondents
favor online shopping as a convenient option. Low
standard deviation (0.29) indicates consensus, with most
respondents sharing similar opinions. “The experience |
had with the internet has been satisfactory.” Responses
are similar to statement 2: 36 disagreed, 12 neutral, and
43 agreed. Mean = 2.11, SD = 0.87, indicating a slightly
positive but mixed experience among respondents.

Variable D N A Total Response | Mean SD
| am satisfied with the service provided by the internet 36 12 43 91 2.11 0.87
Online stores offer a wide variety of products 8 - 84 92 2.91 0.29
Online stores provide reliable and consistent service 56 8 28 92 1.74 0.86
Complaints are resolved promptly by online stores 20 16 56 92 2.39 0.85
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Table 9 summarizes survey responses on online shopping
experiences, with the following coding likely used:
Interpretation of each item “l am satisfied with the service
provided by the internet” Mean = 2.11 - Slightly above
Neutral, leaning toward Agree. SD = 0.87 > Moderate
variation in responses. Indicates mixed satisfaction; many
respondents are neutral or slightly satisfied. “Online
stores offer a wide variety of products.” Mean = 2.91 >
Very high, almost all respondents agree. SD = 0.29 >
Very low variation; strong consensus. Shows customers

4.9 Attitude
Table 10 : Descriptive statistics of attitude
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generally perceive online stores as having diverse
products. “Online stores provide reliable and consistent
service.” Mean = 1.74 = Closer to Disagree. SD = 0.86 =
Moderate variation. Suggests reliability is a concern; many
respondents feel service is not consistent. “Complaints
are resolved promptly by online stores.” Mean = 2.39 =
Slightly above Neutral. SD = 0.85 - Moderate variation.
Indicates some satisfaction with complaint resolution, but
not strongly positive.

Variable D N | A|SA UL Mean | SD
sponse
I like to recommend others to shop online 56 8 | 28| — 92 1.69 | 0.78
| would recommerlmd the on.Ilne shopping platform to others 32 | 28 |20 11 91 209 | 1.07
based on the services provided
My general opinion of e-commerce is positive 39 4 |44 4 91 2.20 | 1.06
The Internet is the medium | use to do shopping in the future 36 | 12 |43 | - 91 2.11 | 0.87
| intend to use the internet to buy a product 39 4 |44 | 4 91 2.20 | 1.06
| like to buy a product on the internet 16 - |75 - 91 2.82 | 0.39
Table 10 shows that “I like to recommend others to  4.10 Reliability test
shop online,” Mean = 1.69 - Mostly Disagree, SD = 0.78 Table 11 : Reliability test
- Moderate variation. Interpretation: Respondents X
are generally hesitant to recommend online shopping Variable items Cronbach’s
to others. “I would recommend the online shopping Alpha
platform to others based on the services provided.” Internet reliability 3 0.81
Mean = 2.09 - Around Neutral to Agree SD = 1.07 - Security 4 0.706
High variability. Interpretation: Opinions are mixed; :
. Experience 4 0.731
some would recommend based on services, but many
are neutral. “My general opinion of e-commerce is Services 4 0.601
positive” Mean = 2.20 - Slightly above Neutral SD Attitude 6 0.665
= 1.06 - Moderate variation. Interpretation: Overall |
perception of e-commerce is mildly positive. “The Tota 21 0.747

Internet is the medium | use to do shopping in the
future.” Mean = 2.11 - Slightly above Neutral, SD = 0.87
- Moderate variation. Interpretation: Respondents
are somewhat willing to shop online in the future, but
not strongly committed. “l intend to use the internet
to buy a product.” Mean = 2.20 -> slightly positive SD
= 1.06 - Moderate variation. Interpretation: Similar to
the previous item, intentions to shop online are slightly
positive. “I like to buy a product on the internet.” Mean
= 2.82 - Between Agree and Strongly Agree SD = 0.39
- Low variation. Interpretation: Respondents generally
enjoy buying products online; this is the most positively
perceived item.

Overall, the positive enjoyment of buying online is high.
Neutral/hesitant aspects: Recommendations to others
and intention to use online shopping show only slight
positivity, suggesting some trust or experience issues.

The reliability of the scale was measured using Cronbach’s
alpha. The overall Cronbach’s alpha for the scale is 0.747,
which indicates acceptable internal consistency of the
guestionnaire items. This shows that the set of items used
to measure constructs such as internet reliability, security,
services, attitude, and experience is generally reliable for
this study.

Regarding item reliability, if the internet reliability item is
dropped, Cronbach’s alpha would be 0.810, showing it is
consistent with the scale. If the security item is dropped,
Cronbach’s alpha would be 0.706, indicating it is important
to maintain. The services item has a Cronbach’s alpha
of 0.601 if dropped, suggesting it is less consistent with
the rest of the scale. The attitude item has a Cronbach’s
alpha of 0.665 if dropped, showing that reliability would
increase slightly. The experience item has a Cronbach’s
alpha of 0.731 if dropped, indicating it is consistent with
the scale. Overall, the Cronbach’s alpha value of 0.747
indicates that the scale is reliable for measuring the
constructs of the study.
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4.11 Correlation Coefficient of the Major Preferences to
do Shopping

A Pearson correlation analysis was conducted to examine
the relationships between internet, service, and attitude.
The results indicated that Internet and Service were
weakly but significantly positively correlated (r = 0.261,
p = 0.012). This suggests that higher levels of internet
use are associated with slightly higher perceptions of
service. Similarly, internet and attitude showed a weak
positive and significant correlation (r = 0.221, p = 0.035),
indicating that as internet levels increase, attitude also
increases to a small extent. Furthermore, a weak positive
and significant relationship was found between service
and attitude (r =0.220, p = 0.035). This implies that better
service is associated with a slightly more positive Attitude.
Overall, although the correlations are weak in magnitude,
all three relationships are statistically significant (p <
0.05), demonstrating meaningful but modest associations
among internet, service, and attitude.

Table 12 : Correlation between internet reliability, security,
services, experience and attitude

4.12 Model fit measures
Table 13 : Overall model test

Model R R? F dfl | df2 p
1 0.875| 0.766 | 70.5 4 | 86 | <.001
Note: models estimated using samples size of N =92

Table 13 presents the analysis of model fit measures for
the regression model, providing insights into how well the
independent variables predict the dependent variable.
The correlation coefficient (R = 0.875) indicates a very
strong positive relationship between the observed and
predicted values, suggesting that the model effectively
captures the patterns in the data. The R? value of 0.766
shows that approximately 76.6 percent of the variation in
the dependent variable is explained by the independent
variables, indicating substantial explanatory power. The
F-statistic (F = 70.5, dfl = 4, df2 = 86, p < .001) tests the
overall significance of the model and confirms that the
independent variables collectively have a statistically
significant impact on the dependent variable. The
extremely low p-value suggests that the likelihood of
observing such a strong relationship by chance is virtually

: Internet | secu- | Ser- |Experi-| Atti- .
Variables e . . zero. Overall, the results demonstrate that the model is
reliability | rity | vices | ence | tude . J R L

reliable, statistically significant, and capable of explaining

Internet a large portion of the variation.

reliability 1 4.13 Regression analysis

Security 0.041 1 Tab.le 14 : Regression analysis predicting attitude toward
online shopping

Services 0.0445 | 0.828 1 Variable B SE B t p

Experience| 0.545 | 0.094 10.269| 1 Intercept 1.05 0.12 | 0.00 | 8.75- | <.001

Attitude 0.199 0.837 | 0.808 | 0.286 1 Int|erEe|t 0.061 0.032 0.06 1.91 0.058

Reliability ’ ’ ’ ’ ’
* = * %k sk ok seokoksk =

Note.*p=0.058, **p<0.001, ***p<0.001, ****p=0.006 Security | 0.487 | 0.056 | 043 | 872 | <.001

The correlation matrix shows the relationships between Services 0.421 | 0.054 | 0.39 | 7.85 | <.001

internet reliability, security, services, attitude, and

experience. The correlation between internet reliability Experience | 0.118 | 0.042 | 0.11 | 2.78 | 0.006

and security is very weak (r = 0.041, p = 0.699), indicating
no significant relationship. Internet reliability and services
are moderately positively correlated (r = 0.445, p < 0.001),
showing a significant relationship. Internet reliability and
attitude have a weak positive correlation (r = 0.199, p
= 0.058), which is not statistically significant. Internet
reliability and experience are moderately positively
correlated (r = 0.545, p < 0.001), indicating a significant
positive relationship.

Thus, the correlation between security and services is very
strong (r = 0.828, p < 0.001), indicating a highly significant
relationship. Security and attitude are also strongly
correlated (r = 0.837, p < 0.001), which is statistically
significant. Security and experience show a very weak
correlation (r = 0.094, p = 0.374), which is not significant.

Services and attitude are strongly positively
correlated (r = 0.808, p < 0.001), showing a significant
relationship. Services and experience have a weak
positive correlation (r = 0.269, p = 0.010), which is
statistically significant. Attitude and experience are
weakly positively correlated (r = 0.286, p = 0.006), and
this relationship is significant.

The regression results show that security, services, and
experience significantly influence consumers’ attitudes
toward online shopping, while internet reliability does
not have a statistically significant effect. Security is
the strongest predictor, indicating that safe payment
systems and data protection greatly enhance consumer
confidence. Services also play a crucial role, as efficient
delivery, customer support, and return policies
positively shape attitudes. Experience has a moderate
but significant impact, suggesting that positive past
interactions encourage favorable perceptions of online
shopping. Internet reliability, although positively related,
appears to be a basic requirement rather than a key factor
in determining consumers’ attitudes.

5. Findings and discussion

The purpose of this study is to assess the influence of
internet access, security, services, attitude, and consumer
experience on online shopping behavior. Descriptive,
correlational, and causal research designs were used
as quantitative statistical tools to analyze the influence
of these variables on online shopping behavior. For this
analysis, data were collected from primary sources and
analyzed systematically to derive the findings. Data
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were collected through a questionnaire using Google
Forms. The data were analyzed using mean, percentage,
correlation, and regression. A total of 91 responses were
collected. The results of the study confirm that internet
access, security, services, attitude, and experience have a
positive impact on online shopping behavior.

The Cronbach’s alpha value of variables is as follows:
Internet reliability = 0.81, Security = 0.706, Services =
0.601, Attitude = 0.665, and Experience = 0.731. The
overall Cronbach’s alpha for the scale is 0.747, indicating
acceptable internal consistency and reliability. Internet
reliability is positively correlated with Services (r = 0.43)
and Experience (r = 0.478), suggesting that better internet
access improves service perception and user experience.
Security is strongly correlated with Services (r=0.823) and
Attitude (r =0.881), indicating that trust in online payment
systems and security policies positively influences service
evaluation and consumer attitude. Services and Attitude
are strongly correlated (r = 0.865), showing that better
service quality enhances a positive attitude toward online
shopping.

Experience is moderately correlated with Internet
reliability (r = 0.478) and Services (r = 0.333), suggesting
that users’ experiences are influenced by both internet
quality and service standards. Attitude and Experience
are weakly positively correlated (r = 0.219), indicating
that positive experiences slightly enhance attitude toward
online shopping. 60.90 percent believe complaints
are resolved promptly by online stores, highlighting
satisfactory service support.

Additionally, the correlation and descriptive results
indicate that internet access, security, services, attitude,
and experience are significant determinants of online
shopping behavior. The regression model examining
the influence of internet access, security, services,
attitude, and experience on online shopping behavior is
statistically significant (R = 0.875, R = 0.766, F = 70.5, p
< 0.001), indicating a strong relationship between the
predictors and online shopping behavior. The R? value of
0.766 shows that 76.6 percent of the variance in online
shopping behavior is explained by the independent
variables, demonstrating that these variables are
substantial contributors to consumers’ online shopping
behavior. The findings suggest that improving internet
reliability, enhancing security measures, providing quality
services, and ensuring a positive user experience can
strengthen consumers’ attitudes and intentions toward
online shopping.

5.1 Hypothesis testing
Table 15 : Hypothesis Testing Results

Hypothesis Results | Confidence
Internet reliability is positive .
and significant on attitude Rejected | 95 percent
Security has a positive and
significant impact on at- Accepted | 95 percent
titude
Experience has positive
and significant impact on Accepted | 95 percent
attitude
Services has positive and sig-
nificant impact on attitude Accepted | 95 percent
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The hypothesis testing results focusing on consumers’
attitudes toward online shopping reveal mixed but
meaningful findings. The first hypothesis proposed
that internet reliability has a positive and significant
relationship with attitude. Although the correlation
analysis indicates a negative association between internet
reliability and attitude, the relationship is statistically
insignificant at the 95 percent confidence level (p > 0.05).
Therefore, this hypothesis is rejected. This suggests that
reliable internet access alone does not strongly influence
consumers’ attitudes toward online shopping unless
supported by other factors.

The second hypothesis examined the relationship
between security and attitude. The results show a strong
and statistically significant positive relationship between
these variables (p < 0.001). Hence, this hypothesis is
accepted. This finding highlights that secure payment
systems, privacy protection, and trust in online platforms
play a crucial role in shaping positive consumer attitudes
toward online shopping.

The third hypothesis proposed that services have a
positive and significant relationship with attitude. The
analysis confirms a strong and statistically significant
positive relationship, leading to the acceptance of this
hypothesis. This indicates that high-quality services, such
as timely delivery, responsive customer support, and easy
return policies, significantly enhance consumers’ attitudes
toward online shopping.

The fourth hypothesis examined whether consumer
experience has a positive and significant relationship
with attitude. The results reveal a weak but statistically
significant positive relationship, and therefore, this
hypothesis is accepted. This suggests that positive
past experiences gradually contribute to developing
favorable attitudes toward online shopping, although the
influence is not as strong as security and service quality.
These findings indicate that while technological access
is important, trust, service quality, and user experience
play a more decisive role in shaping positive consumer
attitudes toward online shopping.

Discussion

The discussion of this study reveals that consumers’
attitudes toward online shopping are mainly influenced
by security, service quality, and consumer experience,
whereas internet reliability has a relatively weaker effect.
The strong and significant relationship between security
and consumer attitude is consistent with the findings of
Frini, Limayem, and Khalifa (2000), who emphasized that
trust, secure transaction systems, and data protection are
essential for developing positive attitudes toward online
shopping. When consumers perceive online platforms
as safe and reliable, their willingness to engage in online
purchasing increases.

The significant impact of service quality on consumer
attitude supports the work of Parmar and Pandey (2019),
who highlighted that efficient service delivery, timely
order fulfillment, and responsive customer support play
a crucial role in shaping favorable consumer perceptions
and strengthening online shopping behavior, which is
similar to the findings. High-quality services enhance
customer satisfaction and reinforce positive attitudes
toward e-commerce platforms. Consumer experience
was found to have a positive but comparatively weaker
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influence on attitude. This finding aligns with Paulo
Botelho Pires (2024), who suggested that repeated
positive online shopping experiences gradually build
consumer confidence and trust, which in turn influence
attitudes over time, which is in line with research findings.

In contrast, the insignificant effect of internet reliability on
consumer attitude partially reflects the arguments while
earlier studies viewed internet reliability as an important
factor, the present findings suggest that widespread
access to stable internet has made it a basic requirement
rather than a key differentiating factor in online shopping
decisions. Overall, this discussion confirms that security
and service quality are the most influential factors
shaping consumers’ attitudes toward online shopping,
which is similar to previous findings (Uzun and Poturak,
2014). It indicates there is no significant association
between internet reliability and online shopping attitude
of consumers.

Conclusion

This study examined the influence of internet reliability,
security, service quality, consumer experience,
and demographic factors on consumers’ online

shopping behavior in Nepal. In the modern era of
rapid technological advancement and competitive
e-commerce, businesses must focus on understanding
and improving consumer experiences to ensure long-
term success. The demographic analysis revealed that
the majority of respondents were young (18-24 years),
educated (undergraduate), and had an income below
NPR 17,000. Males constituted slightly more than half of
the sample. Reliability analysis confirmed that the scales
used for measuring internet reliability, security, services,
attitude, and experience were acceptable, with an overall
Cronbach’s alpha of 0.747, indicating satisfactory internal
consistency. Correlation analysis showed that security and
services had a strong positive relationship with consumers’
attitude, while consumer experience had a weak but
significant positive influence. Internet reliability, although
positively associated with attitude, was not statistically
significant. Regression analysis further confirmed that
the combined influence of internet reliability, security,
services, attitude, and experience explained 76.6 percent
of the variance in online shopping behavior (R? = 0.766,
p < 0.001), highlighting the substantial impact of these
factors.

The study concludes that consumers’ online shopping
behavior is shaped primarily by security, service quality,
and experience, while demographic factors such as
age, education, and income also play a significant role.
Ensuring secure transactions, high-quality services, and
positive shopping experiences are crucial for enhancing
consumer attitudes and promoting online shopping
engagement in Nepal. Further, the study concludes that
improvements in internet access and service delivery can

help foster customer attitudes and lead to better online
shopping experiences, benefiting both consumers and
online businesses.

Policy Implications

This research draws a foundation for conceptual lenses,
logical explanations, and best practices to promote
the academic success of university scholars. However,
this study has limitations, including a smaller sample
size, covering only university-level students, descriptive
statistical analysis, and cross-sectional data. The findings
of the study can be useful for policymakers, social media
service providers, and other stakeholders to craft a
strategic framework.
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Deep Learning-Based Image Analysis
for Medical Imaging Diagnosis Using
Artificial Intelligence

&

Abstract

As we enter the Al era, the increasing demand for rapid
and high-quality medical diagnostics is rising alongside the
evident limitations of conventional image interpretation,
which continues to be labor-intensive and reliant on
specialized expertise. Thisresearch focuses oninvestigating
and developing a framework based on deep learning to
enable automated analysis of medical images focusing
on lung disease with the help of Convolutional Neural
Networks (CNNs) and transformer-driven architectures
within modalities such as X-ray, Computed Tomography
(CT), and Magnetic Resonance Imaging (MRI) images.
The research will discuss strategies for preprocessing
data and transfer learning, as well as optimization of
the performance to tackle widespread issues such as
image noise, clinical variability, and dataset imbalance.
By developing a scalable deep learning based diagnostic
system, this research hopes to improve the accuracy of
detection, minimize diagnostic delays, and support the
practitioners for fast intervention.

Keywords: Medical imaging diagnosis, Medical image
segmentation, Al in healthcare, Transfer learning, X-ray
analysis

1. Introduction

Medical imaging has now become such a must-have part
of modern medicine, helping doctors look inside the body
and find diseases without needing any painful procedures.
The only tricky part is that going through all those images
takes a lot of time and skill, and not everyone comes
to the same conclusion while reading them [1]. With
the number of scans increasing so fast and not enough
trained radiologists around, there’s now a serious push
for automated systems that can help make the diagnosis
process quicker and more reliable [2]. Recent advances
in deep learning, particularly CNN, which are doing an
amazing job at reading different kinds of medical images
including X-rays, CT, MRI, and histopathology slides [3].
These Al models can spot things like diabetic retinopathy,
lung nodules, or skin problems almost as accurately as
seasoned doctors [4][5].

Even with all these exciting improvements, there are still
a bunch of challenges that haven’t been sorted out yet.
A lot of deep learning models don’t work as well when
used in different hospitals because every place has its own
equipment and imaging methods [6]. Another big issue is
that these Al systems often act like “black boxes,” meaning
it’s hard to understand how they actually come up with
their answers and that makes doctors a bit unsure about
trusting them [7]. On top of that, there aren’t enough
large, well-labeled image datasets to train the models
properly, mostly because of patient privacy rules [8]. All
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these things together make it tough to build Al tools that
are reliable everywhere.
2. Research Objectives
i. To build a CNN-based model that can classify multiple
lung conditions using both chest X-rays and CT scans
for common pulmonary conditions
ii. To add attention mechanisms and gradient-weighted
class activation mapping (Grad-CAM) so that the
model’s predictions are easier to interpret and explain
iii. To test how well transfer learning performs in
comparison to training models from scratch and using
fully pre-trained models
3. Literature Review
3.1 Evolution of Deep Learning in Medical Imaging
Over the past decade, the use of artificial intelligence
in medical imaging has come a really long way. In the
early days, computer-aided systems mostly depended
on manually designed features and old-school machine
learning methods like support vector machines and
random forests [9]. Those early models worked to some
extent, but they couldn’t automatically learn deeper
patterns or details from the raw images, which limited how
well they could perform in real-world situations. These
approaches were limited by their inability to automatically
learn hierarchical feature representations from raw image
data.
Back in 2012, the big turning point came when AlexNet
made waves in the ImageNet challenge. It really showed
how deep CNNs could handle image features all on their
own, which got researchers pretty hyped about using the
same tech for medical images [10]. Not long after, Esteva
[4] managed to train a CNN on more than 130,000 clinical
images and ended up matching how dermatologists
classify skin cancer, a huge deal for Al in healthcare.
Around the same time, Gulshan [11] came up with a
deep learning model for detecting diabetic retinopathy
that performed on par with, or even better than, board-
certified ophthalmologists. It was one of those moments
where people started realizing how powerful and game-
changing this technology could be.
3.2 Deep Learning Architectures for Medical Image
Analysis
Over time, different CNN designs have been adapted
and improved for medical imaging. One of the big names
here is (Residual Networks) ResNet, which brought in skip
connections, which is basically a way to train really deep
networks without running into those annoying vanishing
gradient issues. This made it super handy for complex
medical image work [12]. Then came DenseNet, which
took things a step further by linking every layer to all the
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others in a forward path. That clever setup helped reuse
features more efficiently and even cut down the total
number of parameters, making the model lighter and
smarter at the same time [13].

When it comes to chest X-ray analysis, a big step forward
came from Wang [14], who introduced ChestX-ray14, a
massive dataset with more than 100,000 frontal chest
images. They showed that pre-trained CNNs could actually
spot several thoracic diseases all at once, which was pretty
impressive. Not long after, Rajpurkar [15] built CheXNet, a
121-layer DenseNet model that reached radiologist-level
performance in detecting pneumonia using the same
dataset, scoring an AUC of 0.768. It was another solid
example of how deep learning keeps pushing boundaries
in medical imaging.

Lately, Vision Transformers, or ViTs, have started getting
a lot of attention as a new alternative to CNNs. Instead of
looking at an image as a whole, they break it down into
small patches and process them using transformer models
of the same kind that were first made for handling natural
language processing tasks. While transformers have shown
promise in medical imaging, they typically require larger
training datasets and greater computational resources
compared to CNNs. Still, their growing use shows how
quickly things are evolving in this field.

3.3 Transfer Learning and Domain Adaptation

Since large, labeled medical imaging datasets are pretty
hard to come by, transfer learning has turned into a key
approach in this area. The basic idea is to first train a
model on a huge general dataset like ImageNet and then
fine-tunes it on a smaller, more specific medical imaging
set [16]. This way, the model can make good use of what it
already learned like recognizing edges and textures.
Shin[17] ran detailed experiments comparing different
transfer learning setups for classifying medical images.
Their results showed that models pre-trained on ImageNet
usually did much better than those trained completely
from scratch, especially when the medical datasets were
small. But later, Raghu[18] questioned that idea, finding
that when medical datasets are large enough, pre-training
on ImageNet doesn’t really add much. They suggested
that domain-specific pre-training might work even better.
Researchers have also looked into domain adaptation to
handle the differences between data from various sources.
For example, Kamnitsas [19] worked on an unsupervised
domain adaptation method for brain lesion segmentation,
which allowed a model trained on one hospital’s data to
perform well on data from another hospital all without
needing extra labeled examples.

3.4 Model Interpretability and Explainability

One of the biggest hurdles for using deep learning in
healthcare is its “black box” nature. It’s tough for doctors
and clinicians to trust a model’s output when they can’t
clearly see how or why it made a certain decision [20].
Because of that, several approaches have been developed
to enhance model interpretability in medical imaging.
One popular method is Grad-CAM (Gradient-weighted
Class Activation Mapping), which highlights the parts of
an image that influenced the model’s prediction the most
[21]. This helps show whether the model is actually paying
attention to the right areas like important anatomical
structures instead of random spots that don’t really
matter. Attention mechanisms, which first came from
natural language processing, have also been added to
medical imaging models to help them focus on the most

informative regions for diagnosis [22].
Still, researchers like Ghassemi [23] have pointed out
that these explainability tools aren’t perfect. Sometimes,
the visual explanations can be misleading, and truly
understanding a model’s decision-making process goes a
lot deeper than just heatmaps or highlighted regions. It’s
an area that’s still evolving, and getting it right is crucial
before these systems can be fully trusted in clinical settings.
3.5 Data Augmentation and Synthetic Data Generation
Data augmentation has become a must-have step when
training deep learning models, especially since medical
imaging datais often limited. The usual tricks include things
like rotating or flipping images, shifting them around a bit,
adjusting brightness or contrast, and even adding some
noise [24]. These simple techniques help make the dataset
feel much bigger than it actually is and teach the model to
handle different variations better.
In recent years, more advanced methods like Mixup and
CutMix have started making a mark in medical imaging.
They work by blending or combining parts of existing
images to create new, synthetic ones, which help the
model, learn in a more flexible way [25]. Still, there’s an
ongoing concern about whether these synthetic images
truly capture all the subtle details and complexities found
in real medical cases.
4. Research Methodology
4.1 Research Design
This research will use an experimental design that blends
both quantitative testing and qualitative analysis to get
a full picture of how well the models perform and how
understandable their decisions are. The study will move
through three main phases: first, collecting and preparing
the data; second, developing and training the models; and
third, evaluating and validating the results. An iterative
process will be followed, meaning the model design can
be adjusted and improved.

4.2 Data Preprocessing

Following standard practices in medical image analysis, a

structured preprocessing pipeline will be applied.

1. Image normalization: All images will be resized to
a standard size (either 224x224 or 512x512 pixels,
depending on the model) using bicubic interpolation.

2. Intensity standardization: Pixel values will be adjusted
to have zero mean and unit variance, or scaled
between 0 and 1 based on what the model requires.

3. Data cleaning: Any images that are low quality,
incorrectly oriented, or missing important labels will
be removed.

4. Class imbalance handling: Since medical imaging data
often has uneven class distributions, a mix of weighted
loss functions and stratified sampling will be used.

4.3 Transfer Learning Strategy

To explore the most effective ways to train deep learning

models for chest imaging, a systematic comparison of

different transfer learning strategies will be carried out.

= |mageNet Pre-training: The standard method of using
weights that were pre-trained on the large-scale
ImageNet dataset will be applied. This approach helps
the model start with a solid understanding of basic
visual features before fine-tuning it for medical images.

= Medical Imaging Pre-training: Models that were
already trained on large chest X-ray datasets will be
used as a more domain-specific starting point, which
often helps capture medical patterns better.
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=  Progressive Fine-tuning: Following the layer-
wise unfreezing strategy, layers will be gradually
unfrozen during training to refine performance while
maintaining stability.

= Training from Scratch: A baseline setup will also be
tested, training the network entirely from the ground
up with proper regularization to prevent overfitting.

This multi-angled approach will provide valuable insights
into which strategy works best under different data
availability conditions and dataset sizes.
5. Conclusion
This research is an in-depth exploration of deep learning
applications to medical image analysis for pulmonary
disease diagnosis. By tackling some of the significant
challenges of interpretability, generalizability, and data
efficiency, the work presents a systematic study of
model architectures, attention mechanisms, and training
strategies. The objective overallis to push the existing state-
of-the-art in Al-driven medical diagnosis. The inclusion of
a range of explainability techniques directly addresses the
need for models that will be trusted and interpretable
by clinicians. The use of rigorous external validation, in
the meantime, will shed light on how these models will
perform in real-world clinical practice, beyond controlled
research studies. Through its open-science approach, this
research aims to go beyond purely technical contributions
offering methodological toolkits, open benchmarks,
and reproducible workflows upon which others can
build. Finally, the study hopes to aid in the creation of Al
software that supports clinical abilities, working to boost
diagnostic accuracy and expand patient outcomes. This is
especially helpful in clinical environments where veteran
radiologists are in short supply. The tireless focus on
interpretability, generalizability, and clinical applicability
shows a commitment to pragmatic and responsible Al
development, one that keeps patient safety and real-
world impact at the fore.
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€xcess Liquidity in the Nepalese
Financial System and Its Impact

&5

Nepalese financial system is currently facing a peculiar
economic phenomenon, persistent excess liquidity.
Despite significant deposit growth in the banking sector,
credit demand remains discouraging, forcing banks and
financial institutions to sit on large stocks of idle funds. This
imbalance has triggered a series of macroeconomic effects,
reshaped banking behavior, influenced monetary policy,
and posed challenges to sustainable economic growth.
This article aims to explores the roots, manifestations,
impacts, and policy responses related to excess liquidity in
Nepal and what it means for the broader economy.

What is Excess Liquidity?

In normal financial markets, banks gather deposits and use
those funds as loans or investments. A healthy balance
facilitates economic activities like funding businesses,
consumption, investment, and growth.

Excess liquidity occurs when the total supply of loanable
funds far exceeds the demand for credit. Banks then cannot
be profitably lent or invested, leading to:

= Lower lending rates

= Deteriorating credit-deposit ratio

= |dle funds parked with the central bank

= Disrupted monetary transmission

Now a day in Nepal, banks have more than enough funds,
but the private sector and investors are not borrowing
matching the available fund in the system. The below table
shows the excess liquidity conditions of Nepalese banks.

Indicator FY FY Mid July
2022/23 | 2023/24 2025

Total Deposits(Rs. | o001 696 |7304
Billion)
Total Credit (Rs. 4878  |5170  [5594
Billion)
Credit—Deposit (CD)
Ratio (%) 81.63 79.09 75.79
Liquidity Ratio 27.10 26.44 24.92
W.A. Average Lending
Rate (%) 12.30 9.93 7.85
W.A Deposit Rate (%) |7.86 5.77 4.19

Above data shows that Nepal’s financial system has huge
surplus funds from past three years. Around NPR 1.10
trillion in surplus funds held by banks due to weak credit
demand. A key indicator of excess liquidity is the credit-
deposit (CD) ratio — the proportion of total deposits that is
extended as loans. The current average CD ratio of banks is
around 75.79 %. A low ratio signals banks are not deploying
funds into productive loans. The CD ratio recently slipped
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to 62.59% for some banks, well below regulatory targets
and historical norms.

Interest Rate Compression

With more funds chasing fewer viable loan opportunities,
lending rates have fallen sharply, sometimes below 5% in
certain contexts, deposit interest rates have also declined
as banks attempt to discourage deposits and preserve
margins. Current weighted average deposit rate of banks
is 4.19. The financial system is in a state where cash is
abundant but economic activity is thin. Generally, when
interest rate falls in the banking sector, the secondary
capital market starts raising but it is not so in Nepalese
capital market now. Despite of continuous fall in interest
rate, secondary market is not responding accordingly.
Reasons for Surplus fund

Excess liquidity is the result of multiple interconnected
factors:

1. Weak Credit Demand

One of the drivers is a lack of credit demand across key
economicsectors. Businesses, investorsinsecondary market
and consumers have been cautious about borrowing due
to macroeconomic uncertainties, political instability and
lack of investment appetite. Frequent government change
and the Gen Z movement discourage the businessmen and
investors to enhance their investment.

2. Increase in Deposits

Deposits in the banking sector have surged faster than
loans because of high remittance inflows through formal
channels and savings remain attractive relative to uncertain
investment opportunities.

3. Structural Economic Slowdown

Nepal’s broader economic landscape including low
industrial growth, weak manufacturing sectors, and limited
large-scale private investment cause fewer opportunities for
borrowing and capital deployment. Political uncertainties
and macroeconomic slowdowns further dampen investor
confidence.

4. Central Bank Policy and Transmission Issues

While Nepal Rastra Bank has been actively mopping up
liquidity, the monetary transmission mechanism has been
relatively ineffective, sometimes described as a “liquidity
trap”, where even lower interest rates fail to stimulate
lending activity.

5. Problems in Cooperative Sector: Large number of
cooperatives used to collect huge amount of deposits and
deploy it in formal and non-formal economy in the form of
small and large credit. The problem in cooperative sector
causes the increase in banking sector’s deposit but banks
could not use these fund in the areas cooperatives used
to do.

* Former DCEO Rastriya Banijya Bank and Director, NIC Asia Bank
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6. Problems in Micro Finance Institutions: Micro Finance
Institutions mostly borrow from other banks and use
these funds to extend credit covering large geography and
reaching up to very low income population but failure of
obeying norms of Micro Finance and some political issues
causes the slow expansion of their loan and even negative
growth resulting low demand for loan from commercial
banks.

Impacts of Excess Liquidity

Excess liquidity affects the economy in complex ways —
both positive and negative. Below are the major impacts:
1. Monetary Policy Effectiveness Weakened

Central banks typically use interest rate adjustments and
liquidity operations to influence credit and spending.
However, with banks already flush with funds, further
injections do little to increase lending. Conventional policy
tools like rate cuts or deposit facilities lose capacity in
stimulating credit growth. This limits the central bank’s
ability to influence inflation, investment, and growth
through standard monetary channels.

2. Lower Interest Rates and Profit Margins

When banks have excess funds, they compete to deploy
liquidity, often driving lending rates down. Deposit rates
also fall as banks attempt to retain margins. This can
compress banks’ net interest margins, potentially impacting
their profitability. However, for borrowers, lower rates
might sound positive but if credit demand is constrained
by risk aversion or low investment prospects, lower rates
alone won’t spark lending that is what happening today in
Nepal.

3. Credit Supply Distortions

Excess liquidity has reshaped lending behavior. Banks prefer
short-term loans over long-term investments to minimize
risk exposure in an uncertain environment. They may
avoid term deposits or long-duration liabilities, to mitigate
market risk. This affects long-term credit availability for
sectors like infrastructure, manufacturing, and housing.

4. Growth and Investment Slowdown

The real economy experiences indirect effects like
investment stagnates as cheap funds remain unused, long-
term projects remain underfunded and Capital markets
remain slower despite liquidity availability. Essentially,
money exists but does not flow into growth channels
effectively.

5. Asset Price Risks and Financial Stability

Excess liquidity can also influence asset markets. Money
flowing into equities, real estate, or speculative assets
can inflate valuations disconnected from economic
fundamentals. When liquidity retreats, asset price
corrections can follow posing risks to financial stability. This
can lead to bubbles in sectors like real estate and inflate
share prices without underlying growth.

6. Banks’ Risk and Balance Sheet Challenges

Recent reports show banks dealing with rising non-
performing assets (NPAs), increased non-banking assets
on balance sheets and higher provisions against bad
loans creating risk aversion, which is further discouraging
lending.

7. Impacts on Monetary Aggregates and Inflation

Excess liquidity tends to lower interest rates, but without
corresponding demand, prices may stabilize or even
fall in the short run. However, if eventually channeled
into speculative investments, inflation may be reignited
unevenly, especially in asset prices rather than consumer
goods.

[ EER s : & & aftfeieaa e

Policy Responses by Nepal Rastra Bank

Nepal Rastra Bank has taken various steps to manage
excess liquidity:

1. Liquidity Absorption Auctions

NRB regularly conducts deposit collection auctions to
absorb surplus funds by inviting BFls to park money with
the central bank for specified periods.

2. Standing Deposit Facility (SDF)

Banks can place excess funds with NRB through the SDF
at a lower-bound interest rate. This helps prevent funds
from circulating back into market lending where demand
is weak.

3. NRB Bonds

Recognizing the limitations of short-term tools, NRB now
plans to issue longer-term bonds (NRB Bonds) to lock away
excess liquidity for longer while establishing a floor for
interest rates. Bond issuance could absorb idle funds for
longer durations, strengthen interest rate transmission and
provide a benchmark for longer-term lending, but effective
bond markets require demand, investor confidence, and
macroeconomic stability.

Structural Reforms Needed

The Economic and financial scenario currently in Nepal
is not normal. The rise in deposit, low demand of loan,
long sideways in capital market and recession in capital
market at once is not normal phenomenon. To address
such a complex excess liquidity and financial conditions in
the long run, policymakers may consider deeper reforms
rather than managing such a complex situation just by
using monetary tools.

1. Strengthening Investment Climate

Nepal needs policies that boost private sector confidence
and project viability — from tax incentives to streamlined
regulations and political stability. Businessmen, investor
are feeling insecure by different so called this and that
revolutions. Government shall improve the security
condition of businessmen, investors and their businesses
to create investment friendly climate.

2. Facilitating Credit Demand

Targeted lending to sectors with strong growth potential
e.g., hydropower, tourism, IT, value-added agriculture can
increase credit demand.

3. Enhancing Financial Market Depth

Developing long-term debt markets, housing finance, and
capital markets would help channel liquidity productively.
4. Risk Management and Asset Quality Revival

Banks need better risk assessment and NPA resolution
frameworks to free up capital and reduce risk aversion.
The frequent change in long term strategy by banks and
financial institutions keeping short term benefits in mind is
causing the decline of image and trustworthiness of banks.
Looking Ahead — The Big Picture

Excess liquidity in Nepal illustrates a paradox of plenty
where funds are abundant but investment, production,
and growth lag behind. This reflects structural challenges
like weak credit demand, slow economic recovery, cautious
private sector, monetary tools hitting limits etc.

To transform the liquidity surplus into growth opportunities,
Nepal needs coordinated efforts across monetary policy,
fiscal reforms, investment promotion, and financial market
development. Every stakeholder shall try to maintain
political stability keeping in mind the long term welfare of
the country rather than short term benefits.
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Performance Appraisal in Banking:
Why €Effort Matters Only When
Outcomes Are Fair

&5

Banks are often considered as complex institutions driven
by strict systems, policies, and regulations. Their strength
is determined by their strong balance sheet, compliance
frameworks, and digital platforms but in the background
of these visible complex structures lies a core and more
decisive force i.e. people who actually run the banking
institution.In the process of smooth operation of banking
system various supporting aspect includes:Technology
whichensures effective and objective decisions based
on data and facts, Policies guidelines which direct the
organizational directionand Regulations which set
boundariesbut actual performance is delivered by
individuals who make judgments every day though under
pressure of ambiguous situationand competing priorities.

Every credit decision, every compliance judgment, every
customer interaction, and every operational control
is shaped by a human choice. The quality of those
choices determines whether a bank grows sustainably
or accumulates hidden risks. This is why institutions
with similar capital strength, technology, and regulatory
exposure often perform very differently. The difference
rarely lies in strategy alone but lies in how human effort is
guided, evaluated, and ultimately rewarded.

Across the banking sector, including in Nepal, a common
pattern hasemergedi.e. Banks plan carefully, invest heavily
in systems, set ambitious targets, and communicate
strategic intent clearly, however, outcomes are not as per
expectations. This gap is often considered to be caused
through external pressures like market competition,
strict regulatory environment, economic slowdown, or
customer behavior. While these factors matter a lot butdo
not fully explain why capable institutions struggle to
translate plans into consistent performance.

The deeper reason usually lies in internal environment
where organizational failure to create a clear, credible,
and fair connection between effort, performance, and
outcome negatively hampers its overall performance.
When employees cannot see how their daily effort shapes
their future within the institution, performance slowly
becomes procedural rather than purposeful. Thus, the
connection of Effort to Performance and Performance
to Reward is builtor brokenthrough the performance
appraisal system.

Performance appraisal is not merely an administrative
requirement or an HR exercise but one of the most
powerful instruments through which an institution
communicates its true priorities. Authorities may talk
and discuss about excellence and commitment but
deep-down employees always evaluate what appraisal
outcomes have demonstrated over the period. Over
time, appraisal systems reveal whether performance is
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genuinely valued or whether advancement depends on
seniority, relationships, or examination scores.

The Purpose of Performance Appraisal:
Evaluation to Alignment

At its core, performance appraisal exists for a simple
but critical purpose i.e. to align individual effort with
organizational goals. It clarifies what the institution
expects, evaluates how well those expectations are met,
and determines how performance will influence rewards,
development, and progression of employees. When this
purpose is fulfilled honestly, appraisal becomes a source
of motivationbut when it is diluted, appraisal becomes a
ritual which is completed and filed but forgotten.

In banking, alignment is especially important. The sector
operates on trustof depositors, regulators, investors, and
the public thus misaligned behavior at the individual
level can translate into financial loss and regulatory
penalties which ultimately leads to reputational damage.
Performance appraisal, when designed and used correctly,
acts as a safeguard by reinforcing behaviors that protect
the institution while still encouraging growth.

However, alighment does not happen automatically. It
requires appraisal systems that effectively and efficiently
evaluates each component of banking related work and
responsibilities. Additionally, Banking performance is
not one-dimensional but involves achieving business
targets, managing risk, maintaining compliance, treating
customers fairly and supporting institutional values.
An appraisal system that measures only what is easy to
quantify will inevitably ignore what is most important.

Thus, the true purpose of appraisal, therefore, is not about
exercising control but ensuring clarity regarding what is
expected from employees. It tells employees where to
focus their energy and how success will be judged and
when this level of clarity exists employees will be able to
make better decisions independently, but when clarity is
weak employees shifts to safe and minimal compliance.

Effort, Fairness, and Productivity: The Invisible Contract

Bankingworkrequires great effortfromemployeesbecause
they need to handle large customer bases, manage credit
and operational risks, comply with complex regulations,
and respond to continuous operational pressures. In such
an environment, motivation cannot be sustained by mere
slogans or formal assurances but is ensured by fairness.

Employees constantly assess whether their effort makes
a difference or not. They observe who is recognized for
their performance, who progresses in their job, and who
is trusted with responsibility and over the periodthese
observations form an invisible contract between the
employee and the institution. When employees believe

Beyond
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that taking responsibility, delivering resultsand protecting
the bank’s interests will be fairly recognized they naturally
are committed towards theirresponsibilitybut when this
belief disappears then effort will become cautious and
mechanical which explainwhy performance appraisal
directly affects productivity.

Productivity in banking is not about working longer hours
but working with judgment, discipline, and ownership. A
credit officer who believes performance will be recognized
will carry out their concerned duties more carefullyand
will be able to balance growth while minimizing risk. A
branch manager who trusts the appraisal system will
invest their time in developing theirsubordinates and
resolving problems rather than avoiding accountability.

When this belief fades away, behavior changes quietly.
Employees still perform required tasksbut discretionary
effort needed to make decisions will be weak. Problems
are passed along rather than being solved in timely
manner thus decisions are delayed as employees will
not own their responsibility. Over time, this erosion of
ownership affects institutional performance far more
than any external shock.

This complex relationship explains why performance
appraisal is not a peripheral issue but shapes daily
behavior across the organization. Whenever appraisal
is considered, credible productivity will sustain and if
appraisal is procedural, productivity becomes weak and
fragile.

How Global Banks Use Performance Appraisal to Shape
Behavior

In global banking institutions, performance appraisal
has evolved not because of theory but because of
necessity. Repeated crises, regulatory failures, and
cultural breakdowns have taught banks a hard lesson
i.e. performance systems that reward results without
responsibility eventually destroy value. As a result, banks
have moved away from viewing appraisal as an annual
event and toward treating it as an ongoing management
discipline.

In these institutions, appraisal begins with clarity. At the
start of the performance cycle, expectations are discussed
openly, targets are defined and boundaries are set clearly.
Employees are told not only what they are expected to
achieve, but how they are expected to achieve it. Risk
discipline, compliance behavior, customer treatment, and
collaboration are not presented as abstract values but are
built directly into performance expectations.

Throughout the vyear, performance is discussed
continuously rather than judged retrospectively.
Managers are expected to engage in regular conversations
about progress, challenges, and changing priorities
when necessary. Managers are not concerned with
constant evaluation but with constant alignment with
organizational goals. When conditions and situations
change, goals are recalibrated with organizational goals
which prevents frustration and maintains credibility of
appraisal system.

Most importantly, global banks ensure that appraisal
outcomes have visible consequences. High performers
are identified clearly and progressed deliberately. They
are given more complex assignments, broader exposure,
and faster career movement. Average performers
receive targeted development support and persistent
underperformance is addressed directly with adequate
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counselling and if needed through punishment.

What sustains these systems is consistency. Employees
see the same logic applied year after year. They may not
always agree with outcomes, but they understand the
rules of the game. Over time, this predictability builds
trust and shapes behavior more effectively than any
motivational speech.

The Nepalese Banking Context: When Fairness Becomes
Formality

In the Nepalese banking sector, performance appraisal
exists formally but often fails functionally. Policies are
documented, timelines are followedand appraisal forms
are completed but for many employees, the process has
little influence on how they actually work thus appraisal
has become something to comply with rather than
something to believe in.

One of the most damaging features of this system is
the widespread use of blanketary appraisal practices. In
the name of harmony or procedural safety, supervisors
often rate employees within a narrow band, minimizing
differentiation between strong and weak performers
and thus outstanding effort, average contribution, and
minimal compliance are assessed through the same lens.

This approach is often justified as fairness but, in reality,
this represents ignorance and avoidance. Differentiation
requires fair judgment, courage, and accountability but
blanketary ratings protect supervisors from difficult
conversationsbut neutralize the truepurpose of appraisal
process. When employees see that effort does not
meaningfully affect evaluation, motivation inevitably
weakens and follows the downward trend and ultimately
settles to the lowest point.

For further compounding this problem, the heavy reliance
on internal written examinations is being used as a
shield for non-performance. These examinations were
introduced with the intention of objectivitybut over time
they have distorted the promotion system. Knowledge
testing has gradually replaced performance assessment
as the primary pathway to advancement.

The Internal Examination Paradox: Promoting Knowledge
Over Contribution

Banking is a practical profession thus most critical
competencies like risk judgment, customer handling,
leadership, and ethical decision-makingare demonstrated
in real situations butnot in examination halls and answer
papers. Written examinations, by their nature, measure
memory and theoretical understanding more than
applied competence and when such examinations
dominate promotion decisions, a paradox emerges.
Employees who contribute consistently to daily
operations often lack the time and energy to prepare
extensively for exams. Meanwhile, others may focus
extensively on examination preparation while
contributing less to operational performance and
over the period, reward of promotions begin to favor
knowledge base rather than institutional contribution.

This creates a quiet but corrosive imbalance in
the organization. Authority will be increasingly held
by individuals whose credibility is not grounded in
performance. Teams are led by managers who may have
passed exams but lack practical insight or leadership
confidence. Thus, high-performing employees begin to feel
invisible not because they expect favoritism but because
the system does not recognize what they actually deliver.
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The damage is subtle and cumulative as there is no
open resistance thus motivation erodes gradually and
employees stop volunteering ideas, taking initiative,
and consider the institution’s success as their own.
Performance appraisal which should have energized the
workforce will becomes irrelevant.

How Employees Respond When Effort Stops Leading to
Outcomes

Employees respond rationally to the systems they work
within. When effort reliably leads to recognition and
progression, engagement rises naturally but when
outcomes depend on factors disconnected from daily
work, behavior adjusts accordingly.

In many Nepalese banks, productive employees learn that
excelling in their roles does not necessarily improve their
prospects and overthe timethey reduce discretionary
effort. They continue to meet basic requirementsbut they
avoid taking risks, challenging weak decisions or investing
emotionally in outcomes. This is not rebellion but an
adaptation to the situation in their best interest.

This disengagement is difficult to measure but its effects
are visible. Decision-making slows as employees avoid
ownership of responsibility and errors in performance
increases as attention to detail declines. Customer
experience suffers as service becomes transactional
and minimalistic rather than responsive. Though these
outcomes are often attributed to external pressure but
their roots lie in weakened motivation. At the heart of this
response lies a simple logic. Employees ask themselves
whether effort leads to performance recognition and
whether recognition leads to meaningful outcomes but
when the answer becomes uncertain, effort becomes
conditional. This is not a failure of attitude but a
predictable human response.

Rebuilding the Logic of Motivation in Banking Industry

For performance appraisal to regain its power, the logical
must be clear simple i.e. Effort must lead to credible
performance evaluation, and performance must influence
outcomes that employees value. This does not require
perfection but requires consistency and honesty.

Written examinations can still play a limited role in
verifying technical understanding but they must not
consider superior to effective performance. All promotion
decisions of higher level should be anchored in multi-
year formative performance records that reflect real
contribution regarding results delivered, risks managed,
compliance maintained, teams supported, and values
upheld which ultimately help to redefines fairness in the
organization.

Fairness does not mean treating everyone the same
butevaluating everyone by the defined standards against
their actual performance and rewarding accordingly.
When fairness is understood this way, differentiation
due to performance becomes legitimate and predictable
rather than threatening to existing employees.

Hence, we need to focus on making more objective
evaluation criteria and should be only way to promote in
the organization.

Use of Technology and Al to make Performance Visible
and Objective

Technology offers a practical way to support this
transformation as Banks already generate extensive data
on employee performance regarding targets achieved,

portfolio quality, compliance records, error rates,
turnaround time, and customer feedback. Digital appraisal
systems can integrate this data to provide a continuous
and objective view of performance.

Artificial intelligence can further enhance this process
by identifying patterns over time rather than relying
on isolated impressions. Employees consistency of
performance, improvement trends, and risk behavior can
be analyzed systematically which reduces dependence on
supervisor discretion and minimizes bias.

Transparency is critical and when employees can see how
performance is tracked and understood the appraisal
systems gain legitimacy. Thus, even difficult outcomes are
easier to accept when the process is clear and evidence-
based.

Leadership Commitment: The Final Determinant

No appraisal system succeeds without leadership
commitment hence senior management must treat
performance appraisal as a core governance mechanism
but not an HR formality. Appraisal outcomes must
influence real decisions regarding promotion, rewards,
development opportunities, and leadership roles.

When leaders act on appraisal outcomes consistently,
culture follows naturally but when they don’t follow it
consistently even the best-designed systems will loseits
credibility as employees watch leadership behavior more
closely than policy statements.

Conclusion: Restoring Trust in Effort and Outcome

Performance appraisal is ultimately about trust by assuring
employees that their effort is seen, their contribution
matters, and their future is shaped by how they perform
not by how well they navigate procedures.

For Nepalese banks, restoring this trust is no longer
optional but essential for productivity, credibility, and
long-term institutional strength. The real question facing
banking leaders today is not whether performance
appraisal needs improvement but whether institutions
are willing to redesign it around the principle that sustains
all high-performing organizations: people give their best
only when they believe it counts.
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Structural Transformation
of Nepal's Economy

&

Introduction to the Economy

An economy is a system or structure of all economic
activities carried out in any country, region, or community,
guided by economic ideology. Under this, participants
engage in activities such as the production, distribution,
and consumption of goods and services to meet their
needs, utilizing available resources and means. The
economy forms an important basis for measuring the
prosperity, development, and living standards of the
country. Therefore, the economy refers to the totality
of all economic activities taking place within a country,
society, or region.

Theoretical characteristics of the economy help to analyze
the economy systematically by clarifying the issues related
to the structure, type, and functioning of the economy.
Fundamentally, the economy is the relationship between
limited resources and unlimited human needs, where the
choice of alternatives is of utmost importance. Activities
related to production, distribution, and consumption are
carried out through the proper use of limited resources.
In a modern economy, a market system is developed in
which prices are determined on the basis of demand and
supply, which accelerates job creation, income generation,
and overall economic activity.

Both the government and the private sector play an
important role in the operation of the economy. The
government guides the economy through tax policy, public
spending, economic regulation, and revenue collection,
while the private sector contributes to production,
investment, and job creation. The economy is the main
indicator for measuring the prosperity, development, and
standard of living of the country. In addition, foreign trade,
investment, and international interdependence connect
the economy to the world economy. In this process,
income distribution, social justice, and institutional
structures (banks, insurance, cooperatives, industries,
etc.) strengthen economic stability and inclusiveness.

The economy is deeply affected by social structure, culture,
geographical conditions, and technological development.
Technological development creates new employment
opportunities by increasing production capacity. In the
current context, the concept of sustainable development
and environmental balance is becoming more important,
which takes into account the interests of future
generations. The structure of the economy can be studied
based on the contribution of the primary, secondary, and
tertiary sectors. Essentially, the economy is a process
of continuous improvement and transformation, under
which the standard of living and socio-economic identity
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are measured by incorporating new concepts such as
green, digital, gig, and knowledge-based economies.

Nepal's Economy

Nepal's economy is operating amidst limited natural and
financial resources and rapidly growing human needs.
This has necessitated the proper utilization of resources,
prioritization, and judicious selection of alternatives.
Production, distribution, and consumption activities
are advancing through the combined contributions
of agriculture, industry, and the service sectors, but
dependence on the agricultural sector still appears to
be high. Although the market system has a system for
determining prices based on demand and supply, the
market structure is not fully competitive, resulting in price
instability and supply management challenges.

Both the government and the private sector play
important roles in Nepal's economy. The government
guides the economy through tax policy, public spending,
development planning, and economic regulation, while
the private sector contributes to investment, production,
and job creation. Currently, foreign employment,
remittances, foreign aid, and limited exports have become
the mainstays of the economy, which, while generating
income, have weakened self-reliance and productivity.
Efforts are being made to maintain social inclusion and
economic stability through income distribution, social
security programs, and institutional structures.

The economy of Nepal is deeply influenced by social
structure, geographical diversity, and technological
development. The hilly and mountainous geography, lack
of infrastructure, and limited market access have created
obstacles to industrial development. In recent times, the
expansion of digital technology, information systems, and
financial inclusion has given a new direction to economic
activities. In addition, the concepts of sustainable
development, environmental protection, green economy,
and knowledge-based development are being promoted
as policies. Only through continuous reform, structural
transformation, and strengthening of the productive
sector can Nepal's economy be oriented towards the path
of long-term prosperity.

Structural Transformation of the Economy

Structural transformation of the economy refers to the
process of changes in the structure of the major sectors
of the economy, such as agriculture, industry, and the
service sector. This includes long-term changes based on
the production structure of the economy, employment
opportunities, and distribution of resources. When
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an economy changes from its traditional form to a
modern and diversified economy, it is called structural
transformation.

Structural transformation specifically attempts to reduce
the share of agriculture, increase the contribution of
industry, and expand the service sector. This means that
the redistribution of economic activities between the
primary, secondary, and tertiary sectors of the economy
is called structural transformation of the economy. The
transformation of the structure of the economy from a
labor-intensive sector with low productivity to a skill- and
technology-intensive sector with high productivity is the
structural transformation of the economy. It indicates the
modernization of the economy. This process is considered
important for development and progress as it helps to
make the economy more competitive and stable. An
example of this is the increase in the number of skilled
industrial workers associated with the expansion of
industrial factories. Similarly, the transformation from a
traditional subsistence-oriented agricultural system to
a modern, scientific, commercial, and highly productive
agricultural system through mechanization can also be
considered a transformation of the economy.

Current Structure of the Economy in Nepal

The structure of the economy is conventionally analyzed
on the basis of sectoral contribution to the Gross Domestic
Product (GDP). Accordingly, looking at the current structure
of the economy of Nepal, it is seen that the contribution
of the primary, secondary, and tertiary sectors is gradually
changing. Although the contribution of the primary sector
has been decreasing and increasing in recent years, it is
limited to about one-fourth overall. The contribution of
the secondary sector has remained stable at around 12-
13 percent, while the contribution of the tertiary sector
has been steadily increasing and has established itself as
a major sector. In the fiscal year 2079/80, the contribution
of the primary, secondary, and tertiary sectors was 24.5
percent, 13 percent, and 62.5 percent, respectively, while
itis estimated that it will be 25.2 percent, 12.4 percent, and
62.4 percent in 2080/81 and 25.6 percent, 12.4 percent,
and 62 percent in 2081/82, respectively.

Although about two-thirds of the population in Nepal,
known as an agricultural country, depends on agriculture,
the fact that the contribution of the agricultural sector
is limited to about one-fourth of the gross domestic
product is an indicator of weakness in productivity.
The contribution of manufacturing industries to the
economy is only around five percent, which is a sign of
weak industrial development. Structural transformation
has not progressed as expected due to the failure to
create sufficient industrial employment to convert
the low-productivity workforce involved in traditional
agriculture into industry. As a result, improving the
quality of employment in the economy and expanding the
productive sector are seen as challenges.

In contrast, the service sector is making a growing
contribution to Nepal's economy. The expansion of trade,
business, self-employment, tourism, financial services,
and information technology has made the service sector
the mainstay of the economy, although it has not been
able to create sufficient sustainable employment.
After the 2000s, the rapid development of information

technology, the emergence of small businesses and
enterprises, and the expansion of technology-based
services in sectors such as banking, health, and education
have brought about significant changes in the structure
of the service sector. In addition, energy production is
increasing through the development of the hydropower
sector, creating the necessary foundation for industry
and the service sector. Meanwhile, the involvement
of a large number of Nepalese in foreign employment,
strengthening the service and consumption-oriented
economy through remittances, and creating labor
shortages in the agricultural sector have also become
characteristics of Nepal's current economic structure.

The Vision for the Structural Transformation of Nepal's
Economy

The Fifteenth Plan has presented a clear vision to advance
the structural transformation of Nepal's economy in line
with a long-term development perspective. This has been
continued by the Sixteenth Plan as well, and the share of
the primary sector in the gross domestic product, which
contributed 24.6 percent in the base year of the Sixteenth
Plan, is expected to decrease to 21.4 percent by the end
of the plan and will remain limited to 9 percent by BS
2100. This reflects the long-term vision of making the
agricultural sector modern, commercial, and technology-
friendly by gradually transferring the workforce dependent
on traditional and low-productivity agriculture to other
productive sectors.

Similarly, the share of the secondary sector, which
contributed 12.5 percent in the base year of the Sixteenth
Plan, is expected to reach 15.2 percent by the end of
the plan and 30 percent by BS 2100, and the share of
the tertiary sector, which contributed 62.9 percent, is
expected to reach 63.4 percent by the end of the plan and
stabilize at around 61 percent in the long term. This shows
that priority has been given to job creation, productivity
growth, and economic diversification through the rapid
expansion of the industry and service sectors. The long-
term strategic thinking of bringing about comprehensive
structural changes in the economy through the inclusion
of a large workforce released from the agricultural sector
into the industry and service sectors, and orienting Nepal
towards a sustainable, competitive, and high-income
economy in the long term, is the core of this vision.

Review of the Structural Transformation Envision

The envision formulated in the context of the structural
transformation of the Nepalese economy has been
prepared keepingin mind the current and future economic
development outlook of Nepal. This vision predicts the
possibilities of bringing about changes in the economic
structure of Nepal. It can be analyzed as follows.

Declining Contribution of the Primary Sector

The primary sector, which refers to agriculture, mineral
extraction, and the utilization of natural resources,
occupies animportant place in the economy of the country
in the initial stage, especially in developing countries. The
contribution of the primary sector in Nepal is decreasing
in the overall economy, and the main reason for this is the
existence of traditional agricultural practices and a lack
of technology. The contribution of the declining primary
sector in Nepal can be associated with the following
reasons.
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= Declining contribution of the agricultural sector:
Although the agricultural sector is the main economic
sector in Nepal, its contribution to the gross domestic
product is gradually decreasing. The main reasons
for this are traditional agricultural practices, lack of
technology, and lack of irrigation and machinery.
Productivity growth is limited due to the lack of use of
modern technology in the agricultural sector. Most of
the workforce employed in agriculture is semi-skilled
and based on traditional skills, which has reduced the
potential for high productivity.

= Shift of workforce: Employment opportunities in the
agricultural sector are becoming limited, which has
led to urbanization and the shift of the workforce
towards the industrial and service sectors. People
from rural areas have started moving to urban areas,
which has helped in the growth of the industrial and
service sectors. The impact of urbanization and new
employment opportunities is important in this.

= Risein contribution of secondary and tertiary sectors:
The declining contribution of the primary sector
means the growth of the industrial and service
sectors. Gradually, sectors such as industrialization,
expansion of the service sector, and development
of information technology have played a role in the
growth of the industrial and service sectors of Nepal.
The expansion of the service sector through the
industrial sector has the potential to have a positive
impact on the economic structure.

=  Modernization of the agricultural sector: Efforts are
underway to modernize and mechanize the traditional
methods of Nepal's agricultural sector. However, for
this, it is necessary to ensure the rapid development
of technology, the latest farming techniques, and
education and training opportunities.

In this way, the rural population is seeking more
opportunities in urban areas and this has stimulated
the growth of the industry and service sector, there has
been industrialization and growth of new industries
in various economic sectors in Nepal, some progress
has been made in the hydropower, textile industry, and
construction sectors, and the agricultural sector has been
planned to be mechanized and use modern technology,
which is expected to improve production, etc., confirm
that the declining contribution of the primary sector is
appropriate.

Increasing Contribution of the Secondary Sector

The secondary sector is mainly related to industry and
construction. Nepal's industrial sector is limited, and its
industrialization process does not seem to have increased
as expected. However, due to the expansion and potential
of the industrial sector, the contribution of the secondary
sector can be hypothesized to increase. The basis for the
suitability of this hypothesis is as follows.

= |Industrial policy and investment promotion: The
Government of Nepal has focused on the development
of the industrial sector by formulating industrial
policies and investment promotion schemes. These
include tax exemptions for the establishment of new
industries, initiatives to attract foreign investment,
and structural reforms of industries.
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=  Development of hydropower and energy sector: The
development of the hydropower and energy sectors is
important for Nepal. Investment in and technological
development for hydropower generation will ensure
the energy supply needed by the industrial sector. As
the energy crisis is resolved, industrial production may
improve, which will help increase the contribution of
the secondary sector.

= Growth of the construction and infrastructure sector:
Nepal is making gradual progress in the development
of the construction and infrastructure sector.
Schemes such as road construction, development
projects, and public-private partnerships are creating
large-scale employment and laying the foundation for
industrial production. The growth of this sector has
the potential to strengthen the contribution of the
secondary sector.

= Textile industry and food processing industry: There
is great potential for the textile industry, food
processing industry, and agro-processing industry in
Nepal. These industries can meet the needs of the
domestic market and also bring about an increase in
exports.

=  Development of small and medium industries: There is
a potential for the development of small and medium
industries in Nepal. Such industries are seen to create
employment in the rural economy and increase
the overall industrial structure of the country. The
government is helping the growth of such industries
through small industry incentive policies and
necessary capital support.

Stable Contribution of the Tertiary Sector

The main contribution of the tertiary sector is linked to
the service sector and mainly includes tourism, banking,
healthcare, and education. The tourism and banking
sectors, in particular, seem to be strong in Nepal's
service sector. The government has envisaged that the
contribution of the tertiary sector will remain stable, the
suitability of which can be mentioned as follows.

= Steady growth of the service sector: Tourism, banking,
education, healthcare, information technology, and
communication sectors are gradually expanding in
Nepal. Investment, innovative technology, and skilled
manpower are increasing in these sectors.

= Development of the tourism sector: Since Nepal is a
tourist destination, its tourism industry is likely to
grow steadily. Hotel business, adventure tourism,
religious tourism, and eco-tourism are expected to
further strengthen the service sector.

= Expansion of the banking and financial sector: Banking,
insurance, and financial technology are growing
rapidly in Nepal. The expansion of digital banking,
mobile banking, and online payment services is
expected to expand the service sector.

= Growth of information technology and digital economy:
Outsourcing services, IT startups, and digital trade are
increasing in Nepal. As the youth are tech-savvy, the
information technology sector could become a major
part of the service sector in the future.

= Strengthening the education and health sector:
Investment in the education and health sectors
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is increasing, which can be considered to further
strengthen the service sector. Private hospitals,
medical colleges, and education services for foreign
students are improving.

Challenges to Achieving the Long-Term Structural
Transformation Vision

Structural transformation is necessary to transform
Nepal's economy from an agrarian to an industrial and
service-oriented one, and the government has set a vision
accordingly. However, there are various challenges in
achieving the long-term structural transformation vision,
which are as follows.

= Slow pace of industrialization: The pace of
industrialization in Nepal has been slow. Although the
government has introduced policies, tax breaks, and
investment incentives, they have been impractical,
slow, or ineffective. Lack of efficient supply of
energy, transportation, and industry-friendly legal
frameworks has hindered industrial development.

= Lack of skilled manpower: Skilled manpower is needed
in industry and technology, but there is a shortage of
skilled workers in Nepal. Many youths have migrated
abroad, which has affected the employment rate and
weakened industrial development. There is a lack of
technical training related to technology and industrial
production.

= Absence of technology: The use of modern technology
in agriculture, industry, and service sectors in Nepal
is limited. The lack of irrigation, seed technology,
agricultural machinery, and industrial automation
has made it difficult to increase productivity.
Underinvestment in technology can lead to a decrease
in national production.

= Challenge of labor transfer: Education and training
are necessary to facilitate the transfer of labor from
the agricultural sector to the industrial and service
sectors. If rural workers cannot be provided with
vocational training, it is difficult to produce skilled
manpower in the industrial and service sectors.
Long-term transformation is possible only through
cooperation between the government and the private
sector.

=  Market management and lack of capital: There are
problems in Nepal's trade policy, raw material supply,
and export process. Lack of capital and difficulty in
obtaining affordable loans from banking and financial
institutions seem to be a challenge in expanding
businesses. Uncertainty of foreign investment and
the unstable future of the industry have made it
difficult to attract investors.

= Lack of infrastructure development: The Development
of roads, energy, communication, and industrial
sectors in Nepal is progressing slowly. Reliable power
supply, transportation infrastructure, and modern
storage systems are necessary to increase industrial
production.

=  Policy stability and political instability: Investors
are confused due to the lack of coordination and
continuity between government policies in Nepal.
When government decisions are unstable, it is difficult
to make long-term plans successful. Ineffective

policy implementation creates problems in achieving
development goals.

= Climate change and natural hazards: Nepal is a country
facing the impacts of climate change, which can affect
agricultural production, hydropower projects, and
tourism. Events such as floods, landslides, droughts,
and glacial outburst floods weaken infrastructure
and production systems. Strong emergency planning
and climate-friendly technology development are
necessary to cope with natural disasters.

Measures for Structural Economic Transformation in
Nepal

Short-term and long-term measures can be adopted to
achieve the vision of long-term structural transformation
of the economy envisioned by the government. The
government can systematically implement strategies that
include policy priorities, implementation challenges, and
potential impacts, and modify and expand the structure.
In this context, major short-term and long-term strategies
for structural transformation can be mentioned below.

Short-term measures

= Effective import management by discouraging non-
essential imports and promoting domestic substitutes
to improve the balance of payments.

= Rapid enhancement of domestic production and
productivity through technology adoption, improved
inputs, and better production practices.

= Value addition and export diversification by
developing value chains and identifying competitive
exportable goods and services.

=  Mobilization of remittances into productive sectors
through attractive investment instruments and policy
incentives.

= |mmediate acceleration of energy and tourism
projects with quick returns and strong employment
multipliers.

=  Promotion of small and medium enterprises to
generate employment and expand the industrial
base.

= Attraction of domestic and foreign investment by
improving the investment climate and fast-tracking
approval processes.

= Expansion of Public—Private Partnership in agriculture,
infrastructure, and service delivery to enhance
efficiency.

= Improvement in public expenditure efficiency by
prioritizing result-oriented programs and economical
service delivery.

= Strengthening federal implementation capacity to
ensure coordination and effective delivery at all levels
of government.

Long-Term Measures

= Structural shift from agriculture to industry and
services through industrial expansion and productive
employment creation.

= Development of large-scale and competitive
industries supported by industrial infrastructure and
stable policy frameworks.
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= Agricultural modernization and commercialization
through mechanization, diversification, and market
integration.

= Energy-led growth strategy, particularly hydropower,
in the form of a long-term driver of industrialization
and export earnings.

=  Promotion of tourism as a structural growth engine
with infrastructure development, service quality
improvement, and product diversification.

= Innovation and a technology-driven economy through
science, research, digitalization, and knowledge-
based production systems.

=  Entrepreneurship-focused economic policy that
prioritizes production over trade-oriented and rent-
seeking activities.

=  Human capital development by reforming education
and skill systems aligned with domestic employment
needs.

= Sustainable and disciplined use of public debt strictly
in productive and project-based sectors.

= Long-term economic roadmap and policy stability,
institutionalized across political cycles and supported
by research-based planning.

= Strengthening institutions and governance systems to
ensure credibility, coordination, and efficient service
delivery.

= Sustainable management of natural resources using
scientific and environmentally responsible practices.

= Gradual reduction in dependence on foreign
employment by expanding domestic productive
sectors.

Short-term measures are crucial for economic stabilization,
productivity recovery, and investment readiness,
while long-term measures address the core structural
weaknesses of Nepal’s economy. Sustainable prosperity
cannot be achieved through short-term adjustments
alone; it requires industrialization, human capital
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development, innovation, and policy continuity. Nepal’s
true structural transformation lies in simultaneously
stabilizing the economy today and building productive
capacity for tomorrow.

Conclusion

Nepal’s economy is at a critical stage where limited
resources, traditional agricultural dependence, and
rapidly growing human needs present both challenges
and opportunities for structural transformation. The
economy has gradually shifted from a predominantly
primary-sector orientation toward greater contributions
from the service sector and poor contributions from the
secondary sector, reflecting early stages of modernization
and diversification with structural issues. While the
tertiary sector increasingly dominates GDP contributions,
the primary and secondary sectors still face productivity
and structural weaknesses, highlighting the need for
targeted interventions in agriculture, industry, and energy
to ensure balanced growth. Achieving long-term structural
transformation requires a dual approach combining
immediate, short-term measures with sustained, long-
term strategies. These interventions set the groundwork
for broader structural changes by addressing existing
inefficiencies and preparing the economy for sustained
growth. Ultimately, true structural transformation lies
in simultaneously stabilizing present economic activity
while building productive capacity for the future, ensuring
sustainable prosperity and higher standards of living for
the country over the long term.
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Introduction

Economic growth and development are the two
commonly preferred terms in politics that every politician
loves to talk aloud. They repeatedly emphasize on
economic revolution since general public like to hear such
connotations in a hope to see economic development
and growth in their life time. The political leaders present
economic development as an uncomplicated task that can
easily be achieved. People get tranquilized by such hollow
commitments and dream of sky scrapers and wide roads
in their vicinity. But unfortunately, the political leaders
do not have any concrete plan of action for the same.
They simply think over expropriating state coffer to their
constituencies as much as possible.

What is Economic Development?

Joseph Schumpeter defines Economic Development as the
transfer of capital from established methods of production
to new, innovative, productivity-enhancing methods.
Adam Smith believed that economic development best
fostered in an environment of free competition that
operated in accordance with universal "natural laws".
Michael Todaro defines economic development as a multi-
dimensional process that improves the quality human
life. Amartya Sen envisages economic development
focusing on expanding people's freedom. The concept
of economic development has evolved over time. Early
development economist immediately after second
world war emphasized on industrialization and capital
accumulation keeping inequalities and environmental
concerns aside. Then came basic need approach for
economic development that was led by Amartya Sen who
defined the role of economic development in meeting
basic human needs, education and healthcare. Focus was
shifted to the Human Development Index (HDI) in early
90s. Now economic development is not only exploiting
resources for human wellbeing but expending such
resources in sustainable way considering environmental
protection and social equity through development efforts
addressing climate change and resource depletion.
Thus, the focus of economic development has gradually
shifted towards equitable and sustainable development.
Economic development has metamorphosed into
social justice in the western society. They talk about
human right, freedom of speech, equality, sustainable
development, environmental protection where as China,
a rising economic super power, has created miracles
in the field of manufacturing, engineering, artificial
intelligence, machine learning and strongly emphasizes
on development right.
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Economic Growth Models

The Harrod-Domar model, Solow-Swan model, Lewis
model, Rostow's stages of economic growth, and
endogenous growth model are the major growth models.
Roy Harrod and Evsey Domar independently developed
economic growth models based on Keynesian concept.
So, this model stresses on the importance of saving and
investment in economic growth. The basic tenet of this
model is that the productive capacity of an economy
should grow in such a rate that the whole production is
absorbed in the market. The Say's Law of Market believed
that supply creates its own demand which proved to
be wrong during the great depression. Investment has
dual effects in the market. On the one hand, investment
generates income as "demand effect" and raises
productive capital by increasing capital stock on the other
hand which is regarded as "supply effect." The basic
assumptions of this model are saving investment equality
in a full employment level of income in a closed economy
without government intervention and absence of any
time lag. This is a forward-looking model since there are
no lags in its variables. Solow-Swan model is an extension
to the Harrod-Domar model. This model tries to explain
long run economic growth by considering capital stock,
population growth and productivity brought about by
technological progress.

Lewis' structural economic growth model is a dual
sector model that describes transition of developing
economy from agricultural sector to modern industrial
sector. From the experience of capitalist countries, he
concluded that capitalist sector grows by drawing labor
from traditional subsistence sector i.e. agricultural sector.
Endogenous growth model believes that government and
private institutions can increase productivity and bring
about economic growth by investing in human capital,
innovation and improvement in knowledge without
considering external factors.

Rostow's growth model is also based on historical
evidences and experiences. Rostow's growth model
defines five different stages of economic development
namely traditional society, preconditions to take-off, take-
off, drive to maturity and age of high mass consumption.
According to him traditional society is purely feudal
agrarian society lacking any scientific understanding.
Commitments to secular education, logical thinking,
capital mobilization, use of banking and currency and
zeal for entrepreneurship are the preconditions for take-
off. Three sectors of economy namely primary, secondary
and tertiary are prevalent in the take-off stage. There
is substantial growth in manufacturing and productive
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investment rises in the economy. The rise in production
outstrips increase in population in the drive to maturity
stage. New technologies are developed, old technologies
become obsolete, all sectors of economy are vibrant,
international trade foster in this stage. People indulge
in art and music, states spend on military and security,
people love to buy durable and luxury items in high mass
consumption stage.

Development Initiatives

The International Bank for Reconstruction and
Development (IBRD) was established as a lending arm
of the World Bank Group established after the Second
World War under the Bretton Woods Agreement. The
main focus of the World Bank was to rebuild Europe and
Japan that were devastated by the Second World War.
Chile was the first non-European country to receive loan
from the World Bank. The World Bank quickly shifted
funding infrastructure projects around the globe after the
introduction of Marshall Plan in Europe. The Marshall Plan
was aimed at providing economic assistance to postwar
Europe. But the Marshall Plan terminated in 1951 before
its final date due to Korean war. The World Bank is still
providing development assistance around the globe. The
World Bank is focused on poverty reduction and improving
living standards of people.

Economic development encompasses slew of activities
ranging from infrastructure development to social justice.
There are many bilateral and multi-lateral agencies in
the field of development. Some development efforts
are unconditional whereas many agencies are operating
around the world guided by development politics. The
Bretton Woods institutions are guided by liberal economic
thought. Even the UN agencies are suspected of being
guided by some political school of thought. The recent
suspension of the aid projects funded by USAID indicates
that western democracy is wary of supporting Global
South to pursue their strategic objectives. There are many
regional cooperation agencies aimed at growing together
and raising voices in unison. But such agencies have been
established in the interest of some powerful nation.

China has launched Belt and Road Initiatives as a global
infrastructure development project. Belt and Road
Initiative (BRI) is a brain child of the Chinese president Xi
Jinping. China gradually created a huge reserve of trade
surplus after implementing liberal economic policies
initiated by the then Deng Xiaoping. China conceived this
program to connect China with rest of the world through
roads, railways and ports. BRI is viewed as a new Silk Road.
Above one trillion dollar has been invested yet in these
projects globally covering more than 150 countries. BRI
has threatened western democracies. They view BRI as
a program aimed at expanding Chinese influence around
the globe. They pressurize countries to stay away from the
project and withdraw if they have already entered into
it. Europe and the United States are trying their best to
contain this project. They have been projecting BRI as a
debt trap for recipient countries.

The G7 countries launched an infrastructure project called
Build Back Better World (B3W) initiative as an alternative
to the Chinese BRI. But its continuity and growth are in
limbo due to lack of fund, changing dynamics in the
American politics and divergent priorities of member
countries. New Development Bank has been established
by the BRICS nations to fund infrastructure projects.
Shanghai Cooperation Organization was established in
2001 by China and Russia that includes other Eurasian
countries as well. G7 and G20 are informal economic
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forums of rich nations who visit every year to discuss
economic issues. ASEAN is another important economic
cooperation arrangement in South East Asia. ASEAN is
taken as a successful regional economic cooperation
arrangement. The level of economic growth achieved by
south east Asian countries during 1990s was admirable.
The Asia-Pacific Economic Cooperation (APEC) is a forum
in the Asia Pacific region to foster regional cooperation.
Initiatives like BIMSTEC, BBIN, SAARC etc. were established
in our region to align our collective development goals.
But these arrangements are not so active since India is
more focused on larger geopolitical maneuvers. Economic
communities around the world like ECOWAS in Africa,
European Union in Europe, Mercosur in South America are
active in strengthening regional cooperation. There are a
number of economic corridors for mutual cooperation like
International North-South Transport Corridor, East-West
Economic Corridor, and many corridors under BRI project.
Development Endeavours in Nepal

Nepal started to implement periodic plans from 2013
B.S. after the establishment of democratic system. The
erstwhile Soviet Union was not involved in the First
World War. Soviet Union implemented periodic plans
immediately after the Bolsevik Revolution in 1917. The
economic progress of Soviet Union was an inspiration
to the world. The Indian leadership was inspired from
socialist views and copied Soviet model of planned
development. No doubt, Nepal followed Indian footprint.
The first five-year plan allocated 33 crores for development
expenditure. Nepal initially focused on agriculture, forest
and transportation. Succeeding plans incorporated
telecommunication, tourism, human development indices
and other social areas. After embracing federal republic
system of governance, all three level of government are
formulating and implementing their own periodic plans.
The fifteenth five-year plan has allocated more than Rs.
9229.29 billion for development. The Sixteenth five-year
plan has been implemented with a long-term vision of
"Prosperous Nepal, Happy Nepali". Sixteenth five Year Plan
is a part of a 25-year long-term vision (2019-2043). This
long-term vision aims to achieve an economic growth rate
of 10.5 percent, extend national and provincial highways
to 36,000 km, and increase per capita income to 12100 by
2043/44.

Development Partners of Nepal

Asian Development Bank, World Bank, United Nations,
European Union and other countries and organizations
are the development partners of Nepal. They mainly assist
in the field of infrastructure, education, environment,
social justice and empowerment. They offer loans, grants,
technical assistance and equity investments to promote
social and economic development. Nepal is a founding
member of Asian Development Bank and became
the member of World Bank in 1961 in tandem with
International Monetary Fund. Some key areas where the
World Bank is currently supporting Nepal are sustainable
finance, energy, irrigation, public health, tourism, physical
infrastructure, disaster management and environment.
The United States is the first bilateral donor supporting
Nepal. The Millenium Challenge Corporation has been
working on the construction of transmission lines and
roadways in Nepal. China and the erstwhile Soviet Union
supported Nepal in establishing public enterprises during
1950s. Swiss cooperation dates back to 1959 in the field
of cheese production in eastern high hills. The erstwhile
Soviet Union, India and some other countries assisted
Nepal in the construction of Mahendra Highway. China

| 183



[ EER swer : ae of aiftieicea frdoes

has supported Nepal in constructing highways, hospitals,
roads, airports and other infrastructures. Kathmandu ring
road, civil hospital, Birendra International Convention
Center, Kodari Highway are some projects that were
completed with Chinese assistance.

Nordic countries and Japan are also supporting our
development works. The German Development
Cooperation (GTZ) is supporting Nepal in the field of rural
finance and investment. Helvetas is supporting Nepal
since 1956 in small rural projects. Japan International
Cooperation Agency (JICA) is supporting Nepal in the field
of transportation, energy, rural development, drinking
water, disaster management and so on. USAID, a U.S.
agency for international development supported Nepal
in the field of governance, sustainable economic growth,
health and nutrition, primary education, reconstruction,
climate change and disaster management. Department
for International Development (DIFID) was leading UK's
global effort to end poverty and fight global development
challenges. DFID supported Nepal in constructing roads,
bridges and strengthening financial, educational and
health sector. ActionAid, a British agency, supports in
the field of empowerment, equality, justice and poverty
eradication. The Gurkha Welfare Trust in partnership with
KADOORIE is constructing suspension bridges in Nepal.
Indian Embassy is also assisting Nepal in infrastructure
development. ICIMOD, an institution in the Hindu
Kush Himalaya is supporting Nepal in the field of water
management and environment protection. DANIDA, a
Danish development assistance program, has supported
Nepal in the field of education, energy, environment,
human right and civil society. Organization for Economic
Cooperation and Development (OECD) supports Nepal
for sustainable development. Saudi Fund supported
Nepal in constructing East-West Highway and Marsyangdi
hydroelectricity project. Kuwait Fund also frequently
supports Nepal.

Impediments to our Development Efforts

Continuous low economic growth, contraction of
manufacturing industry sector, jump onto tertiary sector
without strong base of primary and secondary sector,
increasingreliance onimport for basic goods, consumption-
oriented import, low export capacity, escalating trade
deficit, outmigration of youth workforce leading to loss
of population dividend, fragmented programs of social
security, education decoupled with production, low level
of capital expenditure, and many more problems have
been identified by the National Planning Commission
of Nepal. The World Bank has identified constraints in
connectivity, high vulnerability to earthquake and natural
disasters due to rugged topography, significant rise in
outmigration, climate change, politics, geopolitics, weak
performance of agricultural sector, low public investment,
underinvestment in human capital, trade and investment
barriers, weak regulatory environment, low level of FDI,
and perpetual low-growth trap as hinderances to our
development. The Asian Development Bank has identified
low domestic saving, inefficient domestic financial
intermediation, limited access to international financial
market, high underemployment rate, outmigration of
skilled workers, limited and low quality infrastructure,
shortage of skilled human capital, inadequate, unreliable
and expensive energy supply, poor governance,
conflict, rampant corruption, weak law enforcement,
poor industrial relation, low level of manufacturing,

sluggish growth in agriculture, weak and overstretched
government capacity, and prolonged global conflict as
the major challenges for our development endeavor. Low
level of capital expenditure is a major obstacle in our path
to development. Government spent only 63.47 percent
of total capital budget in the last fiscal year. Unexpected
events like trade embargo, earthquake, Covid pandemic
dragged Nepal's effort to move forward in the path of
development within a period of five/six years. Geopolitical
maneuvers in this region have aggravated the problem.
Development projects have fallen prey to great power
competition. Being Landlocked is a major setback for
Nepal. Trade with third countries is not smooth. Economic
diplomacy is very weak.

Conclusion

Nepalisexpectedtograduatefrom Least Developed Country
to Developing Country category by 2026. Approximately
62 percent families rely primarily on agriculture but this
sector contributes only 24 percent to the gross domestic
product. Low productivity, climate change, desertification,
deforestation, market access, unavailability of agricultural
inputs in time are some of the problems of this sector. The
contribution of agricultural, industrial and service sector
was 24.56, 12.53 and 62.90 respectively at the end of
fiscal year 2080/81. Gradual transition from agriculture
to industry and industry to service sector is organic but
the change is different in our context. The European
Union had realized the importance of food sovereignty
immediately after the onset of Russia-Ukraine war. Our
economy transitioned from subsistence economy to
import-based economy. Import is the major source of our
revenue. Inflation is imported from exporting countries
specially India. So, our policy tools are less effective in
taming inflation. Only Current expenditures are met with
government revenue. Size of capital budget is reliant on
domestic and foreign borrowings. Low level of capital
budget spending is further complicating the situation.
Donor countries are wary of rising level of their own
debt. They are not in a position to increase development
aids. They are shying away from assisting capital deficient
countries. This will certainly create hurdles to achieve our
development goals. Corruption and extravagant spending
on physical infrastructure are major adverse issues in
maintaining financial discipline. Western democracies
want to contain Chinese BRI project. So, Nepal is nervous
to request BRI to finance our development projects.
Development partners mainly focused on grant in the
past but they are gradually shifting their focus towards
soft loans. Suspension of USAID is a glaring example of
aid cut. Development partners are mulling over massive
expenditure control within their countries. Prolonged
war in Ukraine has brought about economic recession in
Europe which will directly affect their capacity to assist us.
We should build our capacity in manufacturing, innovation
and creating human capital internally. So, there needs
to be a drastic correction in governance, allocation of
resources to increase productive capacity, promotion of
tourism through economic diplomacy, encouragement to
small and medium size industries including information
and technology, promoting start-ups, modernization
in agriculture, development of hydroelectric projects
securing international market and increasing domestic
consumption, and focus on clean energy to pursue our
development goals even in the absence of support from
development partners.
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Strengthening AMU/CFT Compliance:
A Collaborative Pathway in Nepal

&

1. Introduction

Anti-Money Laundering (AML) and Combating the
Financing of Terrorism (CFT) frameworks have evolved
into one of the most critical pillars of global financial
governance. Over the pasttwo decades, rapid globalization
of finance, digitization of payment systems, and increasing
complexity of financial products have significantly
expanded both the scale and sophistication of financial
crimes. Criminal networks today exploit cross-border
banking channels, digital wallets, fintech platforms, shell
companies, trade-based money laundering, and emerging
technologies such as artificial intelligence to conceal illicit
financial flows.

Against this background, AML and CFT obligations are
no longer limited to compliance with domestic laws
alone. They are shaped by global standards developed by
international bodies such as the Financial Action Task Force
(FATF), regional organizations like the Asia/Pacific Group
on Money Laundering (APG), and bilateral expectations
from correspondent banks and international partners.
These standards are dynamic, continuously updated, and
increasingly outcome-oriented, emphasizing effectiveness
rather than mere procedural compliance.

For Banks and Financial Institutions (BFIs) in Nepal,
aligning with these global AML/CFT expectations presents
both an opportunity and a challenge. On the one hand,
stronger compliance enhances financial integrity, protects
institutions from reputational damage, and supports Nepal’s
integration into the global financial system. On the other
hand, Nepal’s financial sector operates within a developing
economic environment characterized by a large informal
economy, heavy reliance on cash, limited technological
infrastructure, and constrained human capital.

This article adopts a constructive and forward-looking
approach to AML/CFT compliance in Nepal. Rather than
focusing solely on deficiencies, it seeks to elaborate on the
structural realities faced by BFls, the global and dynamic
nature of AML/CFT risks, and the need for collaborative,
cost-effective, and capacity-driven solutions. The
discussion emphasizes that sustainable compliance
cannot be achieved through regulatory pressure alone
but requires coordinated efforts across institutions,
regulators, and the broader financial ecosystem.

2. AML/CFT a Global and Dynamic Framework

AML/CFT is inherently global in nature. lllicit financial
flows do not respect national borders, and financial
crime typologies evolve rapidly in response to regulatory
tightening. When one jurisdiction strengthens its controls,
criminal actors often shift their operations to weaker or
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less-prepared systems. This phenomenon places constant
pressure on all countries—regardless of size or level of
development—to upgrade their AML/CFT regimes.

Modern AML/CFT frameworks extend far beyond
traditional concepts of customer identification and
suspicious transaction reporting. They increasingly
require: risk-based customer due diligence & ongoing
monitoring, identification & verification of beneficial
ownership, screening against sanctions, watchlists, & PEP
databases, advanced transaction monitoring & behavioral
analytics and timely & high-quality reporting to financial
intelligence units (FIUs).

Inadvanced economies, these requirementsare supported
by sophisticated digital infrastructure, integrated national
databases, real-time information-sharing mechanisms,
and highly specialized compliance professionals. However,
the same expectations are applied globally, often without
adequate consideration of local constraints in developing
economies.

For Nepal, this creates a structural mismatch. While
laws and regulations may be aligned with international
standards on paper, the supporting ecosystem—
technology, data availability, skilled manpower, and
inter-agency coordination—lags behind. Understanding
AML/CFT as a global but context-sensitive framework
is therefore essential when evaluating compliance
challenges and designing realistic solutions.

3. Overview of Nepal’s AML/CFT Legal and Institutional
Framework

Nepal’s AML/CFT regime is anchored in the Asset
(Money) Laundering Prevention Act, 2008, Asset (Money)
Laundering Prevention by-law, 2024 and associated rules,
regulations, and related directives issued by Nepal Rastra
Bank (NRB). The Financial Intelligence Unit (FIU-Nepal),
housed within NRB, is responsible for receiving, analyzing,
and disseminating suspicious transaction reports (STRs)
and threshold transaction reports (TTRs).

BFls are required to implement a range of preventive
measures such as customer due diligence (CDD) & know-
your-customer (KYC), ongoing monitoring of customer
transactions, enhanced due diligence for high-risk
customers & PEPs, record keeping & reporting obligations,
internal controls, policies, and independent audits etc.

Nepal’s placement on the FATF “Grey List” has further
intensified scrutiny of the country’s AML/CFT effectiveness.
While this designation highlights strategic deficiencies,
it also underscores the importance of strengthening
implementation capacity rather than merely expanding
regulatory requirements.
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4. Infrastructural and Systemic Limitations

One of the most significant challenges facing
AML/CFT implementation in Nepal is the lack of
supportive infrastructure. Effective AML/CFT systems
rely heavily on data—accurate, timely, and integrated. In
Nepal, several infrastructural gaps persist such as absence
of a centralized beneficial ownership registry, limited
integration between national identification systems &
banking platforms, fragmented& insufficient databases,
predominantly manual or semi-automated compliance
processes in BFls and other regulatory &enforcement
agencies etc.

The heavy reliance on cash transactions further reduces
transparency and traceability. Alarge segment of economic
activity remains outside the formal banking system,
limiting the effectiveness of transaction monitoring and
risk profiling. In such an environment, even well-designed
AML/CFT rules face practical implementation barriers.

5. Technology and Resource Constraints

Globally, advanced AML/CFT compliance increasingly
depends on sophisticated software solutions capable
of processing large volumes of data, detecting complex
patterns, and reducing false positives. These systems
often incorporate artificial intelligence, machine learning,
and network analysis.

For most Nepalese BFls, however, acquiring and
maintaining such systems individually is prohibitively
expensive and challenging due to high upfront licensing
&implementation costs, compatibility issues with core
banking systems, ongoing maintenance & upgrade
expenses and requirement for specialized technical &
analytical staff etc.

Given these constraints, a collaborative approach offers
a viable alternative. BFIs could jointly procure advanced
AML/CFT platforms, share infrastructure costs, and
develop common utilities for transaction monitoring
and screening making it high standard at affordable cost.
Collaborative solutions would allow Nepal’s financial
sector to achieve economies of scale, reduce duplication,
and enhance overall compliance effectiveness without
imposing unsustainable financial burdens on individual
institutions.

6. Human Resource Challenges on the Ecosystem

Human capital remains one of the weakest links in Nepal’s
AML/CFT framework. There is a shortage of adequately
trained personnel at all levels, including frontline staff,
compliance officers, senior management, regulators,
investigators, and auditors.

A particularly critical issue is the limited depth of expertise
among trainers and capacity-building institutions. Many
training programs focus on regulatory provisions rather
than practical risk identification, emerging typologies,

and case-based learning. As a result, compliance often
becomes a box-ticking exercise rather than a meaningful
risk management function.

Without  sustained investment in  professional
development, certification programs, and exposure to
international best practices, even the most advanced
regulatory frameworks will fail to deliver effective
outcomes. And, therefore, a collaborative effort from the
whole ecosystem will help meet the required standard at
reasonable reciprocal cost.

7. Risk-Based Approach and Operational Challenges

The FATF emphasizes a risk-based approach (RBA) as the
cornerstone of effective AML/CFT compliance. However,
many BFls in Nepal struggle to implement RBA in practice.
Risk assessments are often static, generic, and heavily
reliant on manual judgment.Inadequate customer risk
profiling tools, limited use of data analytics in transaction
monitoring, fragmented compliance structures within
institutions, delays in internal escalation and reportingetc.
are the major operational challenges.

Strengthening RBA implementation requires not only
better tools but also a shift in compliance culture—from
rule-following to risk understanding and that demands
the collaborative effort from all of the relevant sectors.

8. Informal Economy, Cross-Border Risks, and
Emerging Typologies

Nepal’s large informal economy and open borders create
additional AML/CFT vulnerabilities. Informal remittance
systems such as hundi, cash-based trade, and unregulated
cooperatives continue to operate outside formal
oversight. Emerging risks include: structuring through
multiple small-value transactions, use of digital wallets
for rapid fund movement, gambling-related money flows,
potential misuse of new technologies and Al-enabled
fraud schemes and the likes.

Addressing these risks requires coordinated action beyond
BFls, involving regulators, law enforcement, policymakers,
and international partners.

9. Conclusion

AML/CFT compliance is not a destination but an ongoing
process shaped by global developments and local
conditions. For Nepal’s BFls, achieving effective compliance
requires more than regulatory alignment—it demands
investment in people, systems, and collaboration.

Byadopting cooperative technology models, strengthening
human capital at all levels, and implementing realistic risk-
based approaches, Nepal can progressively enhance its
AML/CFT effectiveness. Such efforts will not only address
international concerns but also strengthen financial
integrity, institutional resilience, and long-term economic
confidence.
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Credit Creation in Banks-An Overview

&

Introduction

Credit creation is a process of creating monetary flow
in the economy through lending. Bank and Financial
Institutions being the major financial intermediary plays
a vital role in credit creation. It refers to the primary
function of bank and financial institutions that shall be
performed in order to attain the stated objectives of
establishment of bank and financial institutions. The
entire process of credit creation is regulated by regulating
body of financial intermediaries' i.e. central bank. Though
the name includes credit product of the bank the process
of credit creation requires the involvement of both
CREDIT and DEPOSITS and relation in between as source
of credit creation. It works on principle simply as Credit
creates deposits and as well as deposits create the credit.

It is well known that BFIs are engaged in accepting the
deposits at cost of interest as expenses and lending
the credit at benefit of interest as income. This process
lubricates the BFIs to attain the objective of liquidity by
maintaining the balance between deposit and lending
and that of profitability by attaining handsome margin
between interest on lending and interest on deposit.
However, the process involve in between of this is not as
simple as it seems.

Types of Deposits

Basically, bank deposits that forms the basis for credit
creation are of two types namely primary deposit and
secondary deposit.

Primary Deposit: These deposits are converted form of
cash accepted from the customer and opened in their
name also known as initial deposit. Though this does
not mean a credit creation, it forms the basis for credit
creation.

Secondary Deposits: These deposits are also known as
derivative deposits. A bank grants loans and advances
and the sanctioned amount given as loan, is deposited
in the name of borrower. This is named as secondary or
derivative deposit. The value of this derivative deposit
depends on the primary deposit as underlying assets.
Every loan is created by primary deposit and every loan
then creates a secondary deposit. The creation of a
derivative deposit means the creation of credit and the
overall process of creating the credit from primary deposit
to secondary deposit is called credit creation process.

Credit Creation Process and Mechanism of Credit
Multiplier
When a bank receives cash deposits from the public it is

required to maintain a certain proportion as Cash Reserve
Ratio (CRY) with the central bank and uses the remaining
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amount for lending purpose. In the process of lending
money, banks are able to create credit through secondary
deposits many times more than initial deposits (primary
deposits). Through this repeated process of lending and
redepositing, banks are able to create credit several times
more than the initial deposit, resulting in a multiplier
effect.

Case lllustration
Let's understand this process through the case:

Case: A customer deposits certain amount in a bank
(Suppose Rs. 100 as primary deposit). Out of the deposited
amount, thebank is required to maintain statutory reserve
of certain percentage as specified by the regulator (say
5%). Now the available fund that the bank can utilize for
the purpose of lending is deposited amount net of reserve
amount i.e. 95% of deposited amount only. This amount
of deposit is lent by bank to another customer. Instead of
giving the sanctioned amount in cash, the bank opens the
deposit account and disburse the amount in respective
account. The borrower utilizes the required amount and
deposits the return thereof in bank and hence source of
deposit is created. Again, the bank after deducting the
margin of statutory reserve, creates credit lending. This
process is repeated again and again and hence multiplier
effect is created.

Thus, the credit creation process of BFls involves multiplier
effect. Its major determinants of credit creations are:

i) Availability of Deposit by a customer
ii) Cash reserve ratios mandated by Central Bank
iii) Willingness to lend loans and advances

The process can be understood and analyzed by the
formula of credit creation as:

Credit Multiplier Formula
Where,
Credit pultiplier coefficient = 1/r

r = Cash reserve requirement also known as cash
reserve ratio (CRR)

This relationship indicates an inverse correlation between
CRR and credit creation: a lower CRR enables higher credit
expansion, whereas a higher CRR restricts it.

Therefore, money gets multiplied in the economy by the
process of credit creation and the major players for this
process are Central Bank, Banks and public with money
to deposit.

The concept of credit creation process can be analyzed
by the two ways one as credit creation by the single bank
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(individual bank level) and next as credit creation by the
multiple banks (banking system level). A single bank’s
ability to create credit is limited by its reserves. One
bank creates deposits and clear checks as an individual
unit. However, within the banking system, lending by one
bank becomes a deposit for another, enabling cumulative
expansion of credit across multiple banks.

Credit Creation in Banking

ﬁ Public has surplus money

2B Customer deposits cash in Bank
{Primary Deposit)
nk art a R
'm Bank keeps a part as CR
LR (a3 per Contral Bank rule}
i Remaining amount becomes
Lendable Fund
= ? Bank grants loan to barrower
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& Money gets redeposited in same of anothes bank
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- Remaining amount is lent again
‘. '_"ﬂ Repeated lending and redepositing

- l‘:-':'_. 2*  Multiple deposits created
]
CREDIT MULTIPLIER EFFECT

7 w .'. Expansion of credit and
: deposits in the sconomy

The fundamental assumption underlying this process is
that not all the depositors will demand cash or withdraw
their deposits at one point of time and at any interval of
time, only the fraction of its customer genuinely needs
cash.

Limitations:

Theoretically, banks can create unlimited amount of
credit money through expansion of deposits and credit.
However, in reality, the power of bank for credit creation
is subject to certain limitations.

As stated earlier, the major determinants of credit
creation are:

i) Availability of Deposit by a customer
ii) Cash reserve ratios mandated by Central Bank
iii) Willingness to lend loans and advances

In line of these major factors, the limitation of credit
creation process involves:

a) Amount of cash available in banks as public deposit.
Higher the availability of public deposit in the banks,
more will be credit creation.

b) Cash Reserve Ratios: The credit creation capacity
depends on the cash reserve ratio mandated by

central bank. Cash Reserve Ratios refers to the
amount of cash that need to be kept by commercial
banks in central bank for fulfilling the depositors
needs and ensure liquidity in economy. There exists
inverse relation between CRR and Credit Creation.
Higher CRR, lesser be the credit creation and vise-
versa.

c) Leakages: Leakages such as excess reserves,
currencies drainage might result in smaller amount
of credit creation in actual as compared to potential
credit creation. Higher the leakages, lower will be the
credit creation and vice-versa.

d) Lack of willing and creditworthy borrowers: With
availability of deposits at bank, another essential
factor for credit creation is availability of borrowers
with willingness to borrow loans and advances with
creditworthy. The extent of credit creation depends
on availability of creditworthy borrower.

e) Other factors; Besides these major factors, other limiting
factors of credit creation are monetary policy, credit
policy of bank, business and economic conditions etc.

The power of banks for credit creation is also limited by
credit control policy of central bank. The Central Bank
controls the amount of cash reserves with banks by Open
Market Operations, Discount rate policy, CRR, SLR and
various margin requirements. Accordingly, it affects credit
expansion and contraction in market.

Conclusion

Credit creation by commercial banks is a fundamental
mechanism that supports economic growth and
development by mobilizing savings and channeling
them into productive investments. It is a unique
power of banks and financial institutions for creating
credit money from combining lending and deposit
taking activities ensuring the multiplying effect on
loans and advances and hence deposits. The theory
of credit creation of banking sector is a useful theory
for understanding the process of money creation in
an economy. Simply, the model may seem to indicate
that the central bank of the country has complete
control over the level of current deposits by setting the
required reserve ratio. However, in addition to central
bank, bank and financial institution, general public
with fund in hand willing to deposit and general public
in need of fund and willing to borrow loan from banks
are the major players of this model and the process
is equally shaped by banks’ lending behavior and the
public’s willingness to deposit and borrow.

Credit Creation is a process whereby banks and financial
institution are able to increase or multiply their deposits
several times over a given initial deposit. Credit is created
in the process of lending and hence factors that influence
demand and supply of loans influence credit creation.
Availability of potential depositors, Availability of credit
worthy borrowers, Extent of the use of banks by the
public directly influence credit creation.

The integration of technology, increasing financial
inclusion and the supportive role of the central bank
through its monetary policies results in enhanced credit
creation capabilities of banks.
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Impact of Digital Banking on Service
Quality and Customer Satisfaction: A Case
Study of Rastriya Banijya Bank Ltd.

Abstract

This study examines how digital banking services affect
service quality and customer satisfaction at Rastriya
Banijya Bank Ltd. (RBBL) in 2024/2025. Data from 50
customers show that services like internet banking,
mobile banking, debit/credit cards and ATMs are highly
accessible and moderately reliable and convenient but
privacy and security remain concerns. All service quality
factors positively influence customer satisfaction where
privacy and security have the strongest effect. Improving
technology, security, usability and customer awareness
can enhance satisfaction and service quality.

Introduction

Digital banking is the wuse of electronic and
telecommunication networks to deliver a wide range of
value-added products and services to bank customers.
The use of information technology in banking operations
is called digital banking. It is also called electronic banking
(e-banking). It is defined as the automated delivery
of new and traditional banking products and services
directly to customers through electronic, interactive
communication channels (Pradhan, 2019). Digital banking
allows customers to use the internet to access their bank
accounts, make transactions and get information about
financial products and services. It includes services like
debit and credit cards, ATMs, internet banking, mobile
banking apps and electronic systems like SWAP machines
etc. The rise of digital technology has significantly
transformed banking services. Customers can now use
digital banking services to easily monitor their bank
accounts, complete transactions and manage their
finances (Banerji & Singh, 2022).

Service Quality in Banking Sector

Service quality plays a key role in shaping customer
experience. It is commonly defined as a consumer’s
assessment of how well a service satisfies their
expectations (Parasuraman, Zeithaml, & Berry, 1988).
The RATER (reliability, assurance, tangibles, empathy, and
responsiveness) model (Parasuraman et al.,, 1988) is a
well-recognized framework for evaluating digital banking
service quality factors. Reliability, assurance, tangibles,
empathy and responsiveness each play a distinct and
vital role in shaping how a consumer behaves (Farooqi&
Baneriji, 2013; Zeithaml, Berry, & Parasuraman, 1988).

Khan et al. (2009) examined the service quality of
internet banking in India using a structured questionnaire
and factor analysis. The study identified seven key
dimensions of service quality: reliability, accessibility,
user-friendliness, privacy and security, efficiency,
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responsiveness and fulfillment. The study found high
customer satisfaction with most dimensions except user-
friendliness and reported no significant gender bias in
service quality evaluation.

Service quality means how well a service meets a
customer’s expectations. Businesses including banks,
regularly check their service quality to improve their
performance, solve problems quickly and understand
customer satisfaction. In the 21st century, banking has
changed a lot. Today’s banks must provide excellent,
world-class services to stay competitive in the fast-
growing financial sector. Customers now have many
options, so they expect the best service. They will switch
if their expectations are not met. Because of this, banks
need to clearly understand the importance of meeting
customer needs.

Service quality has become a major factor that pushes
banks to adopt new technologies and improve their
operations. Banking is a demand driven institution,
so maintaining high service quality is essential. Banks
also need to build a strong corporate image focused
on service quality. Good service helps banks stand out
from competitors, improve customer relationships
and strengthen their reputation. It also leads to higher
customer satisfaction and loyalty and even helps keep
employees for longer by reducing turnover.

Customer Satisfaction in Banking Sector

Customer satisfaction is a key to long term business
success. To protect or gain market shares, organizations
need to overtake competitors by offering high quality
product or service to ensure satisfaction of customers.
Satisfaction means a feeling of pleasure. It is an action of
fulfilling a need, desire, demand or expectation.

Soloman (2009, p.2) defines customer is the person who
does the buying of products and consumer is the person
who ultimately consumes the product. It refers to as
not the satisfaction of customer but the satisfaction of
consumer. Kotler et al (2012) defines customer satisfaction
as “person’s feeling of pleasure or disappointment
which resulted from comparing a product’s perceived
performance or outcome against his/ her expectations”.
According to this definition customer satisfaction is
somewhat subjective from person to person. Customer
perception is defined as consumer’s belief, concerning the
service received or experienced (Rai et al., 2008).

Customer satisfaction is defined as an overall negative or
positive sense about the net value of services received
from a provisional (Woodruff, 1997). When considering
construct of satisfaction in online context, Anderson and
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Srinivasan (2003) defined satisfaction as contentment
of the customer with respect to their prior purchasing
experience with a given electronic commerce corporation.
Satisfaction is therefore, an overall customer attitude
towards a service provider or an emotional reaction to the
difference between what customers anticipate and what
they receive, regarding the fulfillment of some need, goal
or desire. It can be concluded that customer satisfaction
is subjective, representing entire attitude of a person and
perception of performance of the products or services.

Objectives of the Study
This study focuses on the following objectives.

i.  To analyze effect of digital banking on service quality
of Rastriya Banijya Bank Ltd after adoption of digital
banking system.

ii. To access digital banking user’s satisfaction on digital
banking service of the bank.

Philosophy of the Study

Digital banking has changed the financial services sector
by improving service quality and customer satisfaction.
As banks use mobile banking, internet banking, and
automated services, it is important to understand how
these technologies help to improve customer experience
and bank efficiency. The research approach is important
because it decides how the study is done. Pragmatism is
a good way to study how digital banking affects service
quality and customer satisfaction because it focuses on
practical results and solving real problems. Pragmatism
bridges the gap between scientific methods of traditional
approaches and the naturalistic methods of newer
frameworks (Creswell, 2013; Creswell & Plano Clark,
2011).

Data Analysis and Interpretation

This section analyzes and interprets the data collected to
examine the impact of digital banking services on service

Tablel: Descriptive Statistics of Digital Banking Services

quality and customer satisfaction at Rastriya Banijya
Bank Ltd. (RBBL) during 2024/2025.The analysis is based
on both primary and secondary data. Primary data were
collected through structured questionnaires surveyed 50
customers of RBBL. Secondary data were obtained from
the bank’s website, annual reports, digital banking user
manuals and other published sources.

The analysis is carried out in line with the objectives of
the study. The main purpose of this section is to analyze
and interpret the collected data and present empirical
findings related to digital banking services, service quality
dimensions and customer satisfaction.

Digital Banking Services Offered by RBBL

Based on information collected from secondary sources,
RBBL provides a wide range of digital banking services to
its customers. These services include internet banking,
mobile banking, debit cards, ATM services, credit cards,
POS services and branchless banking(www.rbb.com.np).
These digital channels are designed to improve service
delivery, enhance operational efficiency and increase
customer convenience by reducing dependency on
traditional branch-based banking.

Descriptive Analysis

Descriptive analysis was carried out to summarize and
explain respondents’ perceptions of digital banking
services, service quality and customer satisfaction.
The analysis is based on mean values and standard
deviations (S.D.) derived from responses collected
through a structured questionnaire. All statements
were measured using a five-point Likert scale ranging
from strongly disagree to strongly agree. The higher
mean values indicate a higher level of agreement with
the given statements and higher standard deviation
means respondents have more deviation with the
statement.

Interpet Mobile Banking Debit/Credit ATM
S.N Statements Banking Card
Mean S.D. Mean S.D. Mean | S.D. | Mean | S.D.
1 Makes banking service more accessible. 415 |0.83 4.1 0.82 407 [082 |4 0.82
2 Makes banking services more reliable. 3.47 |0.76 335 |0.79 3.77 |0.74 |3.35 |1.13
3 Makes banking services more convenience. | 3.53 | 0.86 341 (091 365 |1 3.32 |0.89
4 Preserves the privacy and security. 3.25 1.19 3.3 1.17 3.3 1.14 | 3.7 1.16

Digital Banking Services (Independent Variables)

The independent variables of the study include internet
banking, mobile banking, debit/credit card and ATM
services. Overall, the descriptive results tell that
respondents hold a generally positive perception of all
digital banking services offered by Rastriya Banijya Bank
Limited (RBBL).

Respondents strongly agree that internet banking
enhances accessibility indicating that it has made banking
services easier to access without the need to visit bank
branches. This reflects the growing importance of online
platforms in modern banking. However, comparatively
lower agreement is observed regarding privacy and
security, suggesting that customers remain concerned

Source: Study Survey, 2024/2025

about the safety of personal and financial information.
Internet banking is considered reasonably reliable and
convenient. These security-related concerns indicate the
need for stronger protection mechanisms and improved
customer awareness.

Users strongly agree that mobile banking is easy to access
and can be used anytime and anywhere. They moderately
agree that it is reliable and convenient, meaning that the
service works fairly well but still needs improvement in
consistency and ease of use. Overall, mobile banking is
seen as useful and user friendly. However, users have lower
confidence in privacy and security, showing concerns about
data protection and transaction safety. This suggests that
banks should improve security systems and raise customer
awareness to build more trust in mobile banking services.
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Debit and credit card services receive favorable responses
across most dimensions. Users perceive these services
as highly accessible due to their common acceptance for
everyday transactions. Among all digital banking channels,
card services are observed as the most reliable, reflecting
strong customer trust in card-based payment systems.
Although convenience is also positively perceived. Its
concerns related to security still persist at a moderate
level which indicates that there is a scope for continuous
improvement in fraud prevention and monitoring systems.

ATM services are generally perceived as highly accessible,
mainly due to their wide availability and the ease with
which customers can withdraw cash. Users appreciate the
ability to access banking services through ATMs without
visiting bank branches. However, perceptions of reliability
and convenience are only moderate. This suggests
that while ATMs are useful, customers sometimes face
problems such as machines being out of service, cash
unavailability or technical faults. These issues lead
to inconsistent user experiences and reduce overall
satisfaction. In contrast, ATMs are viewed as the most
secure among digital banking channels. Customers tend
to feel safer using ATMs for transactions.

The descriptive findings indicate that digital banking
services provided by RBBL are generally well received,
particularly in terms of accessibility. However, privacy,
security and service reliability remain key areas requiring
improvement. Addressing these issues through enhanced
technological infrastructure, stronger security measures
and customer education would contribute significantly
to improving service quality and customer satisfaction in
digital banking.

Descriptive Analysis of Customer Satisfaction

Customer satisfaction is considered the dependent
variable in this study. The table below summarizes
respondents’ perceptions of various aspects of digital
banking services and their impact on satisfaction.

Table2: Descriptive Statistics of Customer Satisfaction

Total Sample
S.N. Statements N=50
Mean S.D.
1 Easy to access the digital | 4.15 0.84
banking service of the bank
satisfies the customer.
2 Reliability on digital | 3.87 0.71
banking service of the bank
encourages using the service.
3 User-friendly  characteristic | 3.77 0.86
of Digital banking service of
bank satisfies the customers.
4 Dedicated security software | 3.1 1.07
in bank’s website and mobile
application gives confidence
to use the service.

Source: Study Survey, 2024/2025

Customers strongly agree that easy access to digital
banking services makes them satisfied showing that being
able to use banking services without visiting a branch is
highly appreciated.
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They also moderately agree that reliability encourages
them to use the service, which means that customers
generally trust the service but sometimes face minor
issues with consistency and performance.

The user-friendly features of digital banking such as
simple navigation and easy to use interfaces are also liked
by customers, contributing to their satisfaction. However,
this is rated moderately, suggesting there is still room to
make the platforms more intuitive.

On the other hand, security measures like dedicated
software on the bank’s website and mobile app receive
the lowest rating, indicating that customers are somewhat
concerned about the safety of their personal and financial
information.

Correlation Analysis

Correlation analysis was conducted using Pearson’s
correlation coefficient to examine the relationships
between digital banking services and service quality as
well as between service quality and customer satisfaction.

Table 3: Correlation Analysis of variables of Quality of
Service and Customer Satisfaction

Z
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Accessibility 1

Reliability 0.95 1

Convenience 0.79 (0.84 1

Privacy\ Security [0.71 |0.74 |0.79 |1

Customer

Satisfaction 0.82 |0.86 0.88 [0.89 |1

Source: Study Survey, 2024/2025

The correlation analysis shows that all dimensions of
service quality accessibility, reliability, convenience
and privacy\security are positively related to customer
satisfaction.

Accessibility is strongly related to customer satisfaction,
meaning that easier access to banking services increases
customer satisfaction. Reliability also shows a strong
correlation, suggesting that consistentand reliable services
encourage customers to continue using digital banking.
Convenience is positively related to satisfaction, meaning
that user friendly and time saving features improve the
overall customer experience. Privacy and security have
the highest correlation with customer satisfaction among
all service quality dimensions highlighting that protecting
personal and financial information is a key factor in
building customer trust.

Conclusions and Suggestion

This study shows that digital banking at Rastriya Banijya
Bank Ltd. has improved service quality and customer
satisfaction in 2024/2025. Services like internet banking,
mobile banking, cards and ATMs have made banking easier
and more accessible, reducing the need to visit branches.
Customers are generally satisfied with the reliability and
convenience of these services but they still face some
technical problems. The main concern for customers is
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privacy and security which has the strongest effect on their
satisfaction. Generally, digital banking has had a positive
impact but the bank needs to improve security systems
to make services more reliable, reduce interruptions and
educate customers about digital banking to increase trust,
satisfaction and longterm loyalty.

A list of recommendations has been presented based
on the descriptive analysis of the study conducted on
customers of RBBL. In relation to the findings, the study
came up with following suggestions:

Policy Related

= Detailed guidelines or directives should be updated
on time so that any confusion about information
technology-based services can be easily clarified.

Operation Related

= Banks should provide regular training to employees
to improve courtesy, politeness and communication
with customers.

= Digital banking services should be expanded to
reduce customer visits to bank branches.

= Banks should ensure error-free transactions to
maintain service quality and retain customers.

= Banks should organize training programs to increase
customer awareness of digital banking services.

= Banking services should not be interrupted due to
network, power or technical problems.

= Bank management should improve service quality,
handle customer complaints carefully and give
personal attention to customers.

= Banks should regularly conduct research to monitor
customer satisfaction levels.
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Systemically Important Banks: Global
Development, Recognition Structures,
and Nepal's Regulatory Approach

Abstract

Nepal Rastra Bank’s Framework for Dealing with Domestic
Systemically Important Banks (D-SIBs), 2025 represents
a major step forward in strengthening Nepal’s macro
prudential regulation. Based on principles developed
by the Basel Committee on Banking Supervision, the
framework sets out a clear and systematic approach to
identify banks whose failure could seriously disrupt the
national economy.

The article explains the concept of systemic risk in the
context of Nepal and reviews NRB’s indicator-based
method for identifying D-SIBs. It also clarifies how the
framework requires such banks to hold additional Common
Equity Tier 1 capital buffers to absorb potential losses.

In addition, the article assesses how the framework can
enhance financial stability and strengthen public and
market confidence. At the same time, it highlights key
implementation challenges, including data limitations,
supervisory capacity constraints, and the need to balance
financial stability with credit growth in Nepal’s developing
financial system.

Introduction

The global financial crisis of 2007-2008 marked a paradigm
shift in the understanding and regulation of banking
systems worldwide. The sudden failures of major financial
institutions such as Lehman Brothers in the United States
and Northern Rock in the United Kingdom revealed that
the stability of individual banks is inseparable from the
stability of the broader financial system. The collapse of a
single systemically important bank could, and did, trigger
cascading losses, freeze liquidity channels, erode public
confidence, and severely impair real economic activity.
These events challenged long-standing assumptions
that market discipline alone could prevent widespread
financial instability, underscoring the necessity of a
robust regulatory framework that addresses both micro
prudential and macro prudential dimensions.

In response, global standard setters, national regulators,
and central banks undertook significant reforms to
safeguard financial stability. A key outcome of this post-
crisis regulatory evolution was the identification and
formal regulation of Systemically Important Banks (SIBs),
encompassing both Global Systemically Important Banks
(G-SIBs) and Domestic Systemically Important Banks
(D-SIBs). These frameworks focus not only on preventing
the failure of critical institutions but also on ensuring
that any distress can be managed in an orderly manner,
minimizing spillover effects and the need for taxpayer-
funded interventions.
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For Nepal, this global evolution culminated in the
“Framework for Dealing with Domestic Systemically
Important Banks (D-SIBs), 2025”, issued by the Nepal
Rastra Bank (NRB). The framework reflects international
best practices adapted to the structural realities of
Nepal’s banking sector, embedding strategic insights from
domestic monetary policy and financial stability objectives.
This article offers a comprehensive examination of
systemic bank regulation, tracing the evolution of global
frameworks, analyzing identification and supervisory
methodologies, and assessing the implications, benefits,
and challenges of Nepal’s D-SIB framework.
Theoretical Foundations and Historical Imperatives
The concept of systemic risk emerged from repeated
episodes of financial crises, which revealed how
the failure of a single institution can escalate into
widespread economic disruption. These experiences
underscored the need for a theoretical framework that
explains how financial distress spreads through size,
interconnectedness, and market confidence. As a result,
regulators have increasingly focused on identifying and
supervising systemically important banks to safeguard
overall financial stability while supporting sustainable
economic growth.
Systemic Risk: Definition and Mechanisms
Systemic risk represents the potential for distress in a
single financial institution or market segment to propagate
throughout the financial system, threatening its overall
functionality. It arises when individual institutional
failures trigger a sequence of adverse reactions that
can undermine liquidity, credit availability, and market
confidence.

Systemic banks—those whose distress could disrupt

markets, payment systems, and the broader economy—

are characterized by several key attributes:

1. Size: Large-scale institutions hold substantial assets
and liabilities, making losses or operational disruption
potentially catastrophic for the broader system.

2. Interconnectedness: Banks deeply integrated into
interbank lending, derivatives markets, and payment
infrastructures can transmit stress rapidly to other
institutions.

3. Complexity: Sophisticated portfolios, extensive
derivative positions, and cross-border operations
complicate both risk assessment and resolution.

4. Irreplaceability: Institutions providing unique services
or essential financial infrastructure cannot be easily
substituted, and their sudden failure can severely
disrupt the flow of payments and liquidity.

* Manager, Rastriya Banijya Bank
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5. Economic Function: Systemic banks often serve a
central role in credit provision, liquidity management,
and capital allocation.

These features create a dual imperative for regulators:
allow banks sufficient operational freedom to support
economic growth while preventing their activities from
becoming vectors of systemic contagion.

Lessons from the 2007-2008 Financial Crisis

The global financial crisis highlighted critical weaknesses
in pre-crisis regulatory frameworks. Regulators focused
narrowly on micro prudential supervision, emphasizing
individual bank solvency without accounting for systemic
vulnerabilities. Banks were highly leveraged, held opaque
risk exposures, and operated with weak governance
structures. When market confidence collapsed, liquidity
dried up, and losses spread quickly across borders.
Governments intervened with unprecedented fiscal and
monetary support, reinforcing concerns about moral
hazard and “too-big-to-fail” institutions.

In response, regulators globally embraced macro
prudential regulation, which aims to limit systemic
risk by addressing pro-cyclicality, concentration, and
interconnectedness. Key reforms included:

a) Capital buffers: Banks are required to maintain higher
levels of loss-absorbing capital so that they can
absorb unexpected losses during periods of stress.
This reduces the likelihood that financial difficulties in
one institution will threaten the stability of the wider
banking system.

b) Liquidity requirements: Banks must hold adequate
liquid assets to meet short-term obligations even
during sudden funding pressures. These requirements
help ensure uninterrupted operations and maintain
depositor and market confidence in times of
uncertainty.

c) Stress testing: Banks’ financial strength is assessed
through simulations of adverse economic and
financial conditions. This process helps regulators
identify vulnerabilities in advance and ensures that
banks are prepared for potential shocks.

d) Systemic risk identification: Regulatory authorities
prioritize close monitoring of institutions whose
failure could transmit stress across the financial
system. Early identification allows timely supervisory
action to prevent the spread of systemic instability.

These reforms laid the foundation for formal SIB
frameworks, making systemic considerations central to
banking regulation.

Global Evolution of Systemic Bank Frameworks

The global financial crisis exposed how the failure of large,
internationally active banks can transmit shocks across
borders and destabilize the world economy. In response,
international regulators developed a standardized
framework to identify and regulate banks whose distress
would have global systemic consequences. This laid the
foundation for the formal classification and enhanced
supervision of Global Systemically Important Banks
(G-SIBs).

Global Systemically Important Banks (G-SIBs)

In 2011, the Basel Committee on Banking Supervision
(BCBS), in collaboration with the Financial Stability Board
(FSB) and the G20, introduced the first methodology for

identifying Global Systemically Important Banks (G-SIBs).
This framework identifies institutions whose failure could
cause severe disruption to the global financial system
and economy. The assessment of systemic importance is
conducted across five key dimensions:

1. Size: This measures a bank’s total assets in relation to
the overall global banking system. Larger institutions
hold more resources and liabilities, making their
failure potentially more disruptive to the international
financial network.

2. Interconnectedness: This assesses the bank’s
relationships and exposures to other financial
institutions, including interbank lending, derivatives,
and payment networks. Highly interconnected banks
can transmit financial stress quickly across the system.

3. Substitutability / Role in Financial Infrastructure:
This evaluates the bank’s role in providing essential
financial services, such as clearing, settlement, and
custody. Banks that perform critical functions are
harder to replace, and their failure can severely
disrupt financial markets.

4. Complexity: This considers the bank’s organizational
structure, involvement in complex financial products
like derivatives, and off-balance-sheet exposures.
Greater complexity makes risk management and
resolution more difficult in times of stress.

5. Cross-border Activity: This measures the bank’s
international presence and exposure to multiple
jurisdictions. Banks with significant cross-border
operations can propagate financial shocks across
countries, amplifying systemic risk globally.

Institutions scoring high on these metrics are assigned to
capital surcharge buckets, requiring incremental Common
Equity Tier 1 (CET1) capital proportional to their systemic
importance. G-SIBs include JPMorgan Chase, HSBC,
Citigroup, Bank of America, BNP Paribas, UBS, and ICBC.
These banks are not only large by asset size but are deeply
embedded in global credit, payment, and settlement
networks.

Achievements and Observed Impacts

a) Banks now maintain significantly higher capital and
liquidity buffers.

b) Stress testing and scenario analyses have become
routine.

c) Cross-border  supervisory coordination has
strengthened through supervisory colleges and joint
inspections.

Persistent Challenges

a) Moral hazard: There is a concern that banks may
take excessive risks because they expect implicit
government support or bailouts in case of failure,
potentially undermining market discipline.

b) Regulatory fragmentation: Differences in national
laws, regulations, and supervisory practices make
planning and executing cross-border bank resolutions
complex and challenging.

c) Emerging risks: The rapid growth of digital finance,
fintech innovations, and cyber threats introduces new
vulnerabilities that require continuous monitoring
and adaptation by regulators and banks.

194



Domestic Systemically Important Banks (D-SIBs)

While G-SIB frameworks address global systemic risks,
national banking sectors often contain institutions that
are critical domestically but lack international exposure.
Recognizing this, BCBS expanded its guidance in 2012
to encompass Domestic Systemically Important Banks
(D-SIBs). Unlike G-SIBs, D-SIBs are assessed relative to the
domestic financial system, allowing regulators to tailor
the assessment criteria to local economic realities.

BCBS Principles for Domestic Systemically Important
Banks (D-SIBs)

The Basel Committee on Banking Supervision (BCBS) has
established 12 principles for regulating D-SIBs, divided
into two categories: assessment methodology (Principles
1-7) and higher loss absorbency (HLA) requirements
(Principles 8-12).

1. Assessment Methodology (Principles 1-7)

a. Develop a clear, consistent methodology to evaluate
systemic importance.

b. Reflect the potential impact of a bank’s failure,
including externalities.

c. Use the domestic financial system as the reference
for assessment.

d. Assess banks on a consolidated basis; subsidiaries are
assessed by host regulators.

e. Consider size, interconnectedness, substitutability,
and complexity.

f.  Conduct regular assessments to capture evolving
risks.

g. Disclose methodology and key outcomes to improve
transparency and market discipline.

2. Higher Loss Absorbency (HLA)

(Principles 8-12)

a. Determine HLA using both quantitative and qualitative
factors.

Requirements

b. Align HLA with the bank’s systemic importance.
Ensure consistency with global standards.

Coordinate between home and host regulators for
cross-border operations.
e. Fully meet HLA through CET1
supplementary measures if needed.
Identification = Methodologies and
Approaches
Identification frameworks combine quantitative indicators
with qualitative judgment:

capital, with

Supervisory

Quantitative Indicators

a) Size: This refers to the overall scale of a bank’s
operations, measured by total assets, domestic
deposits, or the volume of credit extended. Larger
banks have a greater potential impact on the financial
system if they experience distress.

b) Interconnectedness: This capturesthe degree to which
a bank is linked to other financial institutions through
interbank lending, payment systems, and financial
market transactions. High interconnectedness means
that problems in one bank can quickly spread to
others.

c) Substitutability: This measures the bank’s share in
providing essential financial services, such as payment
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processing, clearing, or wholesale funding. Banks
that dominate these critical services are difficult to
replace, making their failure particularly disruptive.

d) Complexity: This relates to the intricacy of a bank’s
operations, including derivatives exposures, off-
balance-sheet items, and multi-layered organizational
structures. Higher complexity increases the challenges
of risk management and resolution during financial
stress.

e) Cross-jurisdictional Activity: For Global Systemically
Important Banks (G-SIBs), this dimension reflects
the extent of international operations and presence
in multiple countries. Banks with significant cross-
border activities can transmit financial shocks across
jurisdictions, amplifying systemic risk globally.

Qualitative Assessment

a) Role in critical national financial infrastructure:
This considers how a bank contributes to essential
financial systems, such as payment and settlement
networks, which are vital for the smooth functioning
of the national economy.

b) Operational risk profiles, governance structures, and
strategic importance: This evaluates a bank’s internal
risk management, decision-making frameworks, and
overall significance to the financial system, reflecting
how operational weaknesses or poor governance
could amplify systemic impact.

c) Supervisory discretion captures risk factors not fully
measurable through quantitative metrics: Regulators
use judgment to assess risks that cannot be easily
quantified, such as emerging threats, market
perceptions, or unique institutional characteristics,
ensuring a more comprehensive evaluation of
systemic importance.

Once designated,
regulatory oversight:

systemic banks face enhanced

1. Capital and Liquidity Requirements: Banks must hold
sufficient Common Equity Tier 1 (CET1) capital and
maintain strong liquidity ratios. This ensures they
can absorb unexpected losses and meet short-term
funding needs even during periods of stress.

2. Stress Testing: Banks are evaluated through scenario-
based tests to see how they would perform under
extreme economic or financial conditions. This
process helps uncover weaknesses and allows banks
to prepare contingency measures in advance.

3. Recovery and Resolution Planning: Banks are required
to have plans in place to handle financial distress
without depending on government bailouts. These
plans provide clear steps for restoring stability or
restructuring operations if problems arise.

4. Resolution Regimes: Legal and operational tools
are established to manage the orderly closure or
restructuring of troubled banks. These frameworks
aim to protect the financial system, maintain critical
services, and safeguard depositors.

5. Enhanced Supervisory Engagement: Regulators
conduct regular inspections, detailed risk
assessments, and continuous monitoring of banks.
This close oversight allows early identification of
problems and prompt corrective action to maintain
financial stability.
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Challenges in Global SIB Regulation:

a) Moral hazard: Banks may take excessive risks because
they expect implicit government support during
crises, which can weaken market discipline.

b) Regulatory fragmentation: Differences in national
regulations and supervisory frameworks make
oversight and coordination across borders more
complex.

c) Technological and market risks: Rapid fintech
innovations, cyber threats, and unexpected
market disruptions require banks and regulators to
continually adapt their risk management approaches.

d) Compliance costs: Meeting regulatory requirements
increases operational expenses, placing a particularly
heavy burden on smaller banks with limited resources.

Nepal’'s Regulatory Response: The 2025 D-SIB
Framework

Nepal Rastra Bank (NRB) has taken a proactive step to
manage domestic systemic risk through the Framework
for Dealing with Domestic Systemically Important Banks
(D-SIBs), 2025, issued via circular on 2082/08/08. While
previous monetary policy statements touched on systemic
bank oversight, this framework is the first comprehensive
regulation in Nepal to formally identify and supervise
D-SIBs. It aligns with NRB’s Fourth Strategic Plan (2022—
2026), focusing on financial stability, risk mitigation, and
strengthened macroprudential supervision in a banking
system dominated by a few large institutions.

Strategic Alignment and Policy Genesis

Nepal Rastra Bank (NRB) has proactively addressed
domestic systemic risk through the Framework for
Dealing with Domestic Systemically Important Banks,
2025 through circular made on 2082/08/08. While the
concept of systemic bank oversight had appeared in prior
monetary policy statements, this framework represents
the first comprehensive, operational regulation to
formally identify and regulate D-SIBs in Nepal. The
framework aligns with NRB’s Fourth Strategic Plan (2022-
2026), emphasizing financial stability, risk mitigation, and
macroprudential supervision.

Nepal’s banking system is heavily bank-dominated, with
a few large institutions controlling substantial market
shares. The NRB framework acknowledges that the
failure of these banks could disrupt payment systems,
reduce depositor confidence, and constrain credit flows,
potentially amplifying systemic vulnerabilities.

Objectives

1. Identify systemically important banks: Determine
banks whose distress could destabilize the domestic
financial system.

2. Safeguard financial stability: Reduce contagion and
limit negative externalities.

3. Enhance resilience: Strengthen loss-absorbing
capacity through higher capital buffers.

4. Strengthen supervision: Apply targeted oversight and
risk management expectations.

Scope

The framework applies to all “A” class commercial banks
licensed under the Bank and Financial Institution Act,
2073. While systemic risk oversight had appeared in
previous monetary policy statements, the 2025 framework

represents the first comprehensive operational regulation
for formally identifying and supervising D-SIBs in Nepal.

Methodology for D-SIB Identification in Nepal

The NRB employs a quantitative, indicator-based
methodology, complemented by supervisory judgment:

1. Size (40% Weight): Total exposures relative to
domestic banking system size, capturing substitution
difficulty and confidence effects.

2. Interconnectedness (30% Weight): Evaluated via
intra-financial system assets (10%), liabilities (10%),
and securities outstanding (10%). High interlinkages
indicate greater contagion potential.

3. Substitutability (15% Weight): Critical services,
including Nepalese Rupee payment volumes
(10%) and trading activity (5%), highlight banks’
infrastructural importance.

4. Complexity (15%  Weight): Includes  cross-
jurisdictional operations, Level 2 (less liquid) assets,
and trading/available-for-sale securities. Complexity
reflects difficulty in resolution.

Indicator Sub-Indicators Weight

Size Total exposure 40%
Intra-financial assets 10%

Interconnectedness | Intra-financial liabilities | 10%

Securities outstanding | 10%

Payment value &
10%
Substitutability volume (NPR)
Trading volume 5%
Level 2 assets 5%

Trading & AFS securities | 5%

Cross-jurisdictional
activities

Complexity

5%

Scores are normalized, expressed as basis points out of
10,000, and aggregated into a composite systemic score.
Banks exceeding the threshold are designated D-SIBs and
categorized into capital buffer buckets.

Higher Loss Absorbency (HLA) Requirements
Higher Loss Absorbency Requirements
Designated D-SIBs must maintain additional CET1 capital:

Bucket | Additional CET1 (% of RWA)
1 0.20%

2 0.40%

3 0.60%

4 0.80%

5 1.00% (currently empty)

Compliance is mandatory within the fiscal year, while
reductions require a one-year cooling-off period.

Newly designated D-SIBs or banks moving to higher
buckets must comply by the fiscal year-end. Downward
reclassification involves a one-year cooling-off period.

Assessment Timeline and Supervisory Expectations
= August: Data collection
= September: Systemic score computation
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=  October: D-SIB designation and buffer publication

=  Mid-June (following year): Implementation of capital
requirements

D-SIBs submit Internal Capital Adequacy Assessment
Process (ICAAP) reports, detailing capital strategies and
risk projections. Supervisory discretion allows qualitative
adjustments for risks not fully captured by quantitative
indicators.

Expected Benefits of the D-SIB Framework

1. Financial Stability: By requiring higher capital buffers,
the framework reduces the risk of individual bank
failures and helps prevent financial stress from
spreading throughout the banking system.

2. Market Discipline: Clear designation of systemically
important banks and regular reporting enhance
transparency, boosting confidence among depositors,
investors, and other market participants.

3. Macroprudential Policy Support: Measuring systemic
risk provides regulators with critical insights, allowing
them to implement targeted interventions and adjust
policies to safeguard the broader financial system.

4. International Alignment: Nepal’s framework aligns
domestic regulations with global standards and best
practices, improving the credibility of supervision and
strengthening the capacity of regulatory authorities.

Key Challenges and Implementation Considerations

1. Data Quality and Reporting Capacity: Collecting
accurate, timely, and consistent data is critical for
identifying systemic risks, but it requires significant
resources and technical capability from both banks
and regulators.

2. Capital and Compliance Pressures: Additional
Common Equity Tier 1 (CET1) requirements can
put pressure on banks’ balance sheets, potentially
affecting profitability and lending capacity.

3. Supervisory Capacity: Implementing the framework
effectively requires regulators to have advanced
analytical tools, expertise, and the ability to monitor
complex banking activities.

4. Balancing Stability and Growth: Capital buffers need
to be carefully calibrated to maintain financial stability
without unnecessarily restricting credit availability or
slowing economic growth.

5. Evolving Risk Landscape: Rapid developments in
financial technology, digital banking, and new market
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risks mean the framework must be regularly updated
to remain effective and relevant.

Conclusion

Systemically important banks are both essential to
financial intermediation and potential sources of systemic
risk. The global evolution of SIB frameworks emphasizes
capital adequacy, macro prudential oversight, and
coordinated supervision to mitigate such risks.

Nepal’s 2025 D-SIB framework integrates international
standards with domestic banking realities, providing a
structured approach to identify and regulate banks critical
to financial stability. Its success will depend on strong
supervision, reliable data, and adaptability to emerging
risks. By implementing this framework, Nepal strengthens
financial stability, market confidence, and the resilience of
its banking system, ensuring it can withstand shocks while
supporting sustainable economic growth.
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Digital Currency and Its Future: A

Nepal Centric Analysis

&5

Abstract

Digital currency, also known as cryptocurrency, has
emerged as one of the most transformative monitory
innovations of the digital technology. Built on blockchain
technology, cryptocurrencies challenge conventional
centralized monetary systems by presenting decentralized,
transparent, and peer-to-peer financial transactions. In
today’s digital era, many nations are experimenting with
regulatory frameworks to integrate cryptocurrencies
into their monetary systems bit Nepal has adopted a
restrictive approach by declaring cryptocurrency-related
activities illegal. This article examines the concept of
cryptocurrency, its technological foundation, global
trends, possible risks and opportunities, and analyzes
Nepal’s legal and economic stance and further explores
the potential future of digital currencies in Nepal,
especially via the lens of blockchain adoption and Central
Bank Digital Currency (CBDC). The study concludes that at
the same time as cryptocurrencies pose genuine risks to
Nepal’s financial stability, a regulated and knowledgeable
policy approach could allow the nation to get benefited
from blockchain innovation without compromising
financial security.

Keywords: Crypto Currency, Blockchain, CBDC,
Cryptography, Cyber security, Digital Money, Distributed
ledger technology, Digital Economy.

1. Introduction

1.1 Definition and Characteristics: Cryptocurrency is
a digital or virtual currency that uses cryptographic
technology to secure transactions and control the creation
of new units. Unlike traditional physical currencies issued
and regulated by governments, cryptocurrencies operate
on decentralized networks called blockchain without
reliance on central banks or financial intermediaries
(Nakamoto, 2008). Bitcoin was the first decentralized
cryptocurrency which paved the way for the development
of numerous other cryptocurrencies, including Ethereum,
Ripple, Litecoin, and many more. Each digital currency
operates on its own set of principles and protocols, but
they all share the common feature of being decentralized
and independent of any central authority.

The core characteristics of cryptocurrencies include
decentralization, transparency, immutability, security
and peer-to-peer transaction capability. These features
distinguish cryptocurrencies from traditional electronic
payment systems and enable trustless transactions
between users.

1.1. Blockchain Technology: Blockchain technology serves
as the foundational infrastructure of cryptocurrency
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systems. A blockchain is a distributed ledger that
records transactions across a network of computers in a
chronological and immutable manner. Each transaction
is verified through consensus mechanisms, ensuring
accuracy and resistance to tampering (World Bank,
2020). Beyond cryptocurrencies, blockchain technology
has applications in governance, healthcare, supply chain
management, and digital identity systems, indicating its
broader economic significance.

1.2. Cryptography: Cryptography plays a vital role in
securing digital currency transactions. It involves the use
of cryptographic algorithms to encrypt and decrypt data,
ensuring privacy, authentication, and integrity. Public-key
cryptography, specifically the use of digital signatures,
allows users to verify the authenticity of transactions
without revealing sensitive information. "Applied
Cryptography" by Bruce Schneier is a comprehensive
resource on cryptographic techniques.

2. Global Trends in Crypto Currency Adoption

The speedy digitization of financial activities has
significantly altered the structure of world monetary
systems. One of the most influential developments in this
transformation is the emergence of cryptocurrency. The
concept of digital currency gained significant attention
with the introduction of Bitcoin in 2009 by an anonymous
person or group known as Satoshi Nakamoto. Different
countries have adopted divergent approaches toward
cryptocurrency regulation. The adoption and regulation
of digital currencies have been subjects of ongoing debate
and scrutiny. Governments and financial institutions
worldwide are grappling with the regulatory challenges
and risks associated with digital currencies, such as
money laundering, tax evasion, and market volatility.
Some countries have embraced digital currencies
and blockchain technology, implementing supportive
regulations and exploring the development of central
bank digital currencies (CBDCs).

While nations such as El Salvador have recognized Bitcoin
as legal tender, others like China have imposed complete
bans on private cryptocurrencies. Developed economies,
including the United States and the European Union, have
focused on regulatory frameworks aimed at consumer
protection, taxation, and anti-money laundering
compliance (European Union, 2023). This variation
reflects the experimental nature of cryptocurrency
governance and highlights the absence of a universally
accepted regulatory model. Developing countries often
face greater challenges due to weaker financial oversight
mechanisms and macroeconomic vulnerabilities.
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Globally, cryptocurrencies have generated both optimism
and concern. Proponents view them as tools for financial
inclusion, innovation, and efficiency, while critics
emphasize risks related to volatility, fraud, and regulatory
evasion. In Nepal, these concerns are amplified due to
fragile financial systems, limited regulatory capacity, and
dependence on foreign exchange inflows.

3. Benefits and Risks of Crypto Currency

2.1. Potential Benefits: These digital currencies have
various use cases, ranging from facilitating secure
and efficient cross-border transactions to supporting
decentralized applications. Since the creation of Bitcoin,
cryptocurrencies have expanded into a complex ecosystem
encompassing digital payments, decentralized finance
(DeFi), non-fungible tokens (NFTs) and smart contracts.

One of the key advantages of digital currency is its potential
for financial inclusion, allowing individuals without access
to traditional banking services to participate in the
global economy. Moreover, digital currencies offer the
potential for faster and cheaper transactions compared
to traditional payment systems. In regions with limited
banking infrastructure, cryptocurrencies can provide
alternative access to financial services using basic internet
connectivity (IMF, 2021).

Additionally, being blockchain-based systems, they
enhance transparency and reduce dependency on
intermediaries, potentially lowering corruption and
operational inefficiencies. They also provide increased
privacy and security due to the cryptographic protocols
used to secure transactions and user identities.

3.2 Risks and Challenges: Despite these benefits,
cryptocurrencies pose significant risks. Extreme price
volatility exposes users to substantial financial losses,
while anonymity features facilitate illicit activities such as
money laundering and fraud (FATF, 2021). Cybersecurity
threats, including hacking and phishing attacks, further
undermine user confidence.

For regulation authorities, cryptocurrencies challenge
traditional monetary policy tools and complicate foreign
exchange controls, particularly in economies with limited
reserves.

4. Legal Status of Crypto-Currency in Nepal
4.1 Regulatory Framework

Nepal Rastra Bank (NRB), the central monetary authority
of Nepal, has explicitly prohibited cryptocurrency
transactions, citing dangers to monetary stability, foreign
exchange management, and consumer protection. As per
the public notice issued by Nepal Rastra Bank regarding
Bitcoin, Cryptocurrency, and Virtual Currency dated
Shrawan 30, 2079 BS (Based on previous public notice
of date 2074/04/29,2078/05/24 and 2078/10/09) virtual
currency / cryptocurrency (including stable coins) is not
recognized as legal tender in Nepal. Any transaction,
investment, trading, mining, promotion, or use of such
virtual currencies is strictly prohibited under the prevailing
laws of Nepal.

Nepal Rastra Bank has repeatedly issued public notices
declaring cryptocurrency trading, mining, holding, and
promotion illegal within Nepal. Cryptocurrencies are
not recognized as legal tender or financial instruments
under Nepali law (Nepal Rastra Bank, 2022). The legal
basis for the prohibition includes the Foreign Exchange
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(Regulation) Act and anti-money laundering laws, which
restrict unauthorized cross-border capital flows and
unregulated financial activities.

4.2 Enforcement and Penalties

Individuals involved in cryptocurrency activities in
Nepal may face legal consequences, including fines,
imprisonment, and confiscation of assets as provided
by law. Law enforcement agencies have actively warned
against online peer-to-peer trading and foreign exchange
violations related to cryptocurrencies. The general
public is therefore strongly warned not to participate in,
promote, or be misled by any form of virtual currency
/ cryptocurrency—related activities, including network
marketing and hyper fund schemes.

5. Economic Rationale Behind Nepal’s Ban

Nepal’s restrictive stance toward cryptocurrency is
primarily driven by macroeconomic concerns. The
country’s economy relies heavily on remittance inflows,
which constitute a major source of foreign exchange.
Unregulated cryptocurrency transactions could bypass
official channels, increase capital flight and weaken
foreign exchange reserves (Ministry of Finance, 2023).

Furthermore, widespread cryptocurrency adoption
could undermine the effectiveness of monetary policy by
reducing the central bank’s control over money supply
and liquidity.
6. Central Bank Digital Currency (CBDC) as an
Alternative

While private cryptocurrencies are banned, Nepal Rastra
Bank has expressed interest in studying the feasibility
of a Central Bank Digital Currency (CBDC). A CBDC
represents a digital form of sovereign currency issued
and regulated by the central bank (BIS, 2022). The
Currency Management Department of NRB released a
concept report for public consultation on CBDC in August
2022, which identified the following policy objectives for
adopting a CBDC in Nepal:

= |mproving access to payments

=  Promoting financial inclusion

=  Enhancing resilience of the payment system

= Safeguarding the central bank's monetary sovereignty
= Reducing currency management costs

= Enhancing the efficiency of the cross-border payment
system

= Promoting financial transparency

= Improving monetary policy transmission mechanism
=  Promoting financial stability

= Supporting government for welfare distribution

The report focuses on appropriate CBDC design for Nepal
with enriching laws and regulatory framework. Unlike
cryptocurrencies, CBDCs are stable, legally recognized,
and subject to regulatory oversight. For Nepal, a digital
Nepali Rupee could enhance payment efficiency, reduce
transaction costs, and support financial inclusion while
maintaining monetary control.

7. Future Prospects for Nepal
The future of cryptocurrency in Nepalis likely to depend on
global regulatory developments and domesticinstitutional

capacity and readiness. A gradual shift from a complete
ban toward a regulated framework may become feasible
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as international standards mature and technological
expertise improves. As international standards for digital
currency governance mature and technological expertise
within the country improves, a well-structured legal and
regulatory environment can be developed. This would
allow the country to grab the benefits of digital currencies
while minimizing financial and operational risks.

A digital Nepali Rupee issued by Nepal Rastra Bank could
enhance payment efficiency, reduce transaction costs, and
increase financial inclusion. By adopting CBDC, Nepal can
maintain monetary sovereignty, improve the resilience of
the payment system, and create a safer, legally recognized
digital payment ecosystem. Even under restrictive policies
for private cryptocurrencies, Nepal can benefit from
blockchain technology in areas such as governance,
financial services, supply chain management, and
education. Investments in blockchain skills, particularly
among youth, can generate employment opportunities
and support digital economic growth.

Digital currencies provide opportunities to bring unbanked
populations into the formal financial system, allowing
more people to access banking, credit, and government
services. They also offer a platform for financial innovation,
including decentralized finance (DeFi), digital identity
systems, and smart contracts. By cautiously embracing
digital currencies, Nepal can participate in cross-border
digital financial networks and align with regional and
global trends. This could improve trade, remittance flows,
and investment opportunities. While opportunities exist,
Nepal must address risks such as cybersecurity threats,
volatility, fraud, and regulatory gaps. Strengthening
institutional capacity, public awareness, and legal
safeguards will be essential to ensure that digital currency
adoption contributes positively to the economy without
destabilizing the financial system.

8. Conclusion

Cryptocurrency represents a profound shift in the
conceptualization of monetary and financial systems.
As it gives opportunities for innovation, efficiency,

and inclusion, it also introduces risks which might be,
in particular acute in growing economies like Nepal.
Nepal’s prohibition towards cryptocurrencies reflects a
precautionary policy method geared toward protecting
economic stability and foreign currency management.

However, long-term economic development may require
a more nuanced approach that distinguishes among
speculative cryptocurrency activities and efficient
blockchain applications. Adaptation and collaboration
among regulators will play a crucial role in shaping the
future regulatory framework for digital currencies. By
strengthening the regulatory capability, selling public
recognition, and exploring CBDC implementation, Nepal
can role itself to gain from digital monetary innovation
even as safeguarding monetary stability. With the
advancement of current digital era, Nepal should adopt
the digital currencies as soon as possible by enriching laws
and regulatory framework which will provide massive
contribution towards national economic growth in future.
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From Reactive to Proactive Treasury:
The Role of Artificial Intelligence in

Banking
&5

Introduction

Artificial intelligence (Al) is changing the world's
workplace in a remarkable way. Al is used by organizations
for problem solving, minimizing risks, easy decision
making, and quick execution of the decision. Al system
is data-driven and trained on large datasets, allowing it
to learn patterns, use algorithms to solve problems, and
make decisions .Al system enables machines to interpret
sensory input like images, sounds, text to understand
and respond to the environment. Al is widely used in the
Banking Industry nowadays, and it has become its integral
part. In the modern banking sector, Al is used to mitigate
risk, detect fraud, provide customized service, increase
efficiency, and for better financial decisions. Use of Al is
not an option or choice for the banks; rather, it is the way
to gain a competitive advantage over others.

Artificial Intelligence (Al) in Banking

Technology is always evolving in the banking industry,
making banking simpler, easier, safer, and more efficient.
It is bringing the opportunity for banks to expand the
new client base, improve products, reduce costs, and
gain more profit. Al is the breakthrough technology that
provides personalized and customized customer service.
Al system provides innovative solutions to old problems,
transforming every aspect of banking and benefiting both
customers and banks .Al uses machine learning models
and advanced algorithms to analyze large amounts of data
for forecasting or predictions and automates the complex
task. Al has natural language processing (NLP) capability,
which is the part of machine learning that enables the
machine to understand, interpret, generate, and respond
to human language. NLP has high utility value in all sorts
of Al applications. It analyses the customer data and
identifies the personal needs and preferences, and enables
the banks to provide personalized customer service. So,
Al enhances the banking customer experiences through
chatbots and virtual assistance, and personalized financial
advice. The routine tasks of banks are automated by Al,
which increases efficiency, reduces costs, and allows staff
to focus on more complex, strategic, and creative tasks.

Al also helps banks in fraud prevention by monitoring
the transactions, and any unusual or suspect transaction
is identified in real time so protecting the banks and
customers from any fraudulent act. So it shifts the manual
fraud detecting process to intelligent and proactive
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process. Similarly, customer's access to financial services
like loans has been determined by the credit scores,
which evaluate whether the customer is trustworthy
and reliable as a borrower or not. The traditional loan
accessing task was time-consuming, error-prone, slow,
and verification required by manual intervention. With
the adoption of Al in the loan approval process, the
decision is quick, accurate, no biasness, and efficient.
Al helps banks to assess creditworthiness and make
lending decisions by analyzing a broader range of data,
which includes repayment records, social media activity,
financial stability, educational background, and spending
patterns of customers. It creates a more comprehensive
picture of borrowers’ creditworthiness, and banks can
reach more genuine customers through instant service.

Al is invaluable to banks in the risk management area
also as it analyzes the huge amount of market data,
economic indicators, and helps banks to identify potential
risk and make decisions. So Al changes the traditional,
manual system to a fast and automated system. The
banking industry can maximize the benefits or return
from Al investment in three stages. First, having a digital
and technological infrastructure, which means quality
data, training of employees, and good governance.
Second is changing the products and services, reshaping
procedures, and gaining efficiency with the use of artificial
intelligence. Third is the reshaping and transformation
of the banking business model. Those banks that do
not move quickly towards Al adoption are going to have
difficulties in competing with others in the near future.

In Al-driven banking industry, big banks like JP Morgan
Chase Bank, Bank of America, HSBC Bank are global
leaders.JP Morgan Chase Bank uses Al to analyze millions
of transactions daily, to read loan agreements in seconds,
to handle a huge volume of documents, and to process
legal documents to prevent risk, detect fraud, and be
more accurate in doing tasks. Similarly, Bank of America
has Erica, which is a virtual financial assistant accessible
through a mobile app, whose customer interaction time is
on average only 48 seconds. So, it provides the information
very quickly through natural language processing and
machine learning. HSBC Bank partnered with Google
Cloud’s Anti Money Laundering (AML) Al product to help it
identify fraudulent activities and monitor. This Al of HSBC
for the anti-money laundering (AML) process has actually
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improved the detection of real suspicious activity. In
India, some banks use Al-powered voice recognition with
different languages and different dialects to help people
in rural areas break down the communication barriers.

One area of banks where the use of Al is increasing and
has great scope is the treasury department.

Alin Treasury

The Treasury Department manages the liquidity,
investment, cash flows, funds, minimizing risk and
maximizing profits of banks while being compliant
with regulations. In the treasury department, Al as
machine learning and predictive analysis is used for risk
control, efficiency, and accurate forecasting. Al is used
in the Treasury department of banks because of the
changing market, large financial data, high risk, and the
need for quick decision-making. Al is integrated into
treasury operations which shifts the manual functions to
automated functions. The following are the key areas of
treasury where Al is incorporated:

1. Liquidity forecasting: It is the estimation of future
inflows and outflows of cash to maintain sufficient
liquidity while meeting the daily obligations,
withdrawals, and loans.Al analyzes the historical data
and current market trends and predicts future needs
of cash accurately and efficiently. So if any prediction
of liquidity shortage or excess is made, then the
treasury department can take a quick decision. It will
predict daily and weekly liquidity gaps and optimal
use of funds while maintaining sufficient liquidity.

2. Investment Decision: One of the major decisions of
the treasury department is the investment decision to
different securities and instruments like government
securities, money market instruments, to earn profit
while keeping the bank liquid.Al analyzes the market
and financial data, market trends, predicts the
interest rate, price, and risks involved. By analyzing
the risk, expected return, market conditions, liquidity
needs, and real-time market data, Al helps to select
the best investment options.

3. Risk Mitigation: Al identifies market risk, interest rate
risk, liquidity risk, and foreign exchange risk early and
helps to mitigate them by hedging, stress testing, and
derivatives. Al will predict the interest rate shift, price
fluctuation, and currency exposure which will help
the treasury department in FX trading or investment
in securities. This will protect the bank's profit from
the volatility of the market and prevent losses.

4. Fraud detection: The work of the Treasury department
is data-driven, time-sensitive, highly valued, and risk-
focused. The fraud in treasury can be done by data
manipulation, false reporting, suspicious cash flows,
unauthorized trading, or transactions. Al will detect
any deviation from the normal operations of treasury,
like any unusual fund transfer or transaction by pattern
recognition and automated reconciliation. The main
benefit of using Al in treasury is the detection of fraud
in real time, so high-risk trading/transaction gets

immediate attention preventing any financial loss. It
is proactive, cost-effective, quick, and accurate in the
detection of fraud.

5. Asset Liability Management (ALM): ALM is the
crucial function of the treasury department, which
ensures that the assets and liabilities of the bank
are coordinated and balanced. Due to a mismatch
between assets (investments, loans, securities) and
liabilities (deposits, borrowings), financial risks like
liquidity risk, interest rate risk may occur. Al quickly
identifies the maturity mismatch, suggests a strategy
for hedging, and analyzes interest rate sensitivity.
There are predictive liquidity models and risk
optimization models that are widely used by banks
globally, but such advanced Al-based ALM is not
common in Nepalese banks.

6. Automation of routine tasks: There are many tasks
of the treasury department which are repetitive and
carried out on a day-to-day basis to manage cash,
liquidity, risk, compliance, etc. These routine tasks
are reconciliation and accounting, cash management,
liquidity management, tracking of interest rate and
risk, preparation of regulatory reports. Al analyzes
real-time cash flow, matches entries of ledgers
and statements, flags mismatches, and generates
real-time report that is accurate and also takes less
time. Therefore, Al manages the routine tasks by
automation, thus reducing errors and improving
speed and accuracy. This allows the treasury team to
focus on strategic decisions rather than routine work.

7. Foreign Exchange operations: Treasury always monitors
the exchange rate risk while involved in foreign
exchange operations. Al helps in real-time monitoring
of currency movement, interest rate movement, price
change, analyzing future trends, economic indicators,
and helps the treasury department for better buying
and selling decisions.

Nepalese banks use modern technology and digital
systems in their banking operations, and the use of
technology is continuously increasing. However, the use
of Artificial Intelligence (Al) is in an early phase and not
so widespread in banks in Nepal. Use of Al is limited to
cyber security, fraud detection, in customer service like
chat-bots, and virtual assistance in Nepalese banks.
Earlier, there was a lack of guidelines and regulations,
but recently Nepal Rastra Bank (NRB) has drafted the
comprehensive Al guidelines for NRB-licensed institutions
for transparent, responsible, and ethical use of Al. Its
main objective is to get benefit from Al while maintaining
accountability, stability, integrity, and fairness within the
financial system. The guidelines cover the application
of Al in the areas of customer service, compliance, risk
management, and internal operations etc. Despite the
many advantages of Al in the treasury department, its
integration is not without challenges.

Challenges while implementing Al in Treasury

Adoption of Al in treasury functions has already been
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started in banks, and with the strong framework and
regulation, it has the potential to grow in the future.
When we combine machine learning, data analysis, and
real-time monitoring with human expertise, treasury
operations will become more strategic, efficient, and
quicker. However, since it is in the early stage, there are
many challenges for the adoption and application of
the Al system in Nepalese banks. Quality of data, high
implementation cost, infrastructure cost, and trained staffs
are some of the key challenges for its implementation.

1. Lack of skilled Manpower: Banks need to invest in
attracting, retaining, and developing Al talent to
effectively implement and manage Al solutions.
Nepalese banks have limited skilled Al experts, so
banks have to depend on foreign vendors for building
and monitoring Al models.

2. High Cost: Data infrastructure, Al models, and skilled
manpower incur high costs. So, implementing
Al models for small and medium-sized financial
institutions is always a challenge.

3. Limited data availability: Treasury operations are data-
driven, depend on historical data, interest rate curves,
but the inconsistency of data, unstructured data and
short history will make it difficult for forecasting by
Al models. Al depends on high-quality data, and Al
algorithms rely on large datasets to learn and make
predictions. It will be difficult for banks to maintain,
store, and compile such large datasets.

4. Ethical consideration: To maintain trust of customer’s
ethical framework of Al should be adopted by banks. It
shouldensurethatthetechnologyisusedwithfairness,
legality, and responsibility. Customer data should be
handled privately and securely. The sensitive data and
information should be protected from cyberattacks
and misuse. The Al system must be designed to cater
to the customers of all types, irrespective of gender,
class, background, etc. Al system should be fair and
unbiased in its decision-making process. Operations
of the Treasury department depend heavily on data
like market price, interest rate, liquidity predictions,
past trends, and counterparty information. These
data must be accurate, reliable to support the
decision of department in investment, asset liability
management, liquidity forecasting, risk management,
etc. The activities should follow the ethical framework
based on regulatory requirements, internal policies,
and market rules. Manipulative, poor-quality data can
lead to financial loss, risk, penalties, and reputational
damage to the bank.

5. Overdependence on automation: Sometimes, the
automated error will go unnoticed, and there will be
a reduction in human judgment and critical thinking
if employees over depend on the Al process. Since
treasury operations are data-driven and transaction
value is high, it is riskier and may cause financial loss.

Benefits of implementing Al in Treasury

The treasury function of banks and financial institutions
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plays a critical role in managing liquidity, investments,
funding, and financial risks. The implementation of
Artificial Intelligence (Al) significantly enhances the
effectiveness and efficiency of treasury operations by
transforming traditional, manual, and reactive processes
into data-driven, automated, and proactive systems. The
key benefits of implementing Al in treasury are explained
below:

1. Improved Accuracy in Forecasting and Prediction: Al
systems used advanced algorithms, machine learning
models, and big data analytics to process large
volumes of structured and unstructured data in real
time.

2. Enhanced Efficiency through Automation: Al-driven
automation significantly improves the operational
efficiency of treasury departments. Routine and
time-consuming tasks such as cash positioning,
reconciliation, compliance reporting, transaction
monitoring, and settlement processing can be
automated using Al systems.

3. Advanced and Proactive Risk Management:
Risk management is a core responsibility of the
treasury function. Al enhances risk management by
continuously monitoring market, credit, liquidity, and
operational risks in real time.

4. Improved and Faster Decision-Making: Al reduces
dependence on traditional decision-making methods
that rely heavily on human experience and static
reports. By providing real-time insights, scenario
analysis, and predictive recommendations, Al enables
treasury professionals to make informed decisions
quickly.

5. Cost Reduction and Operational Savings: One of the
major benefits of Al implementation in treasury is
cost reduction. Automation of routine tasks lowers
staffing costs and reduces human errors. Al-driven
fraud detection systems help minimize losses caused
by fraudulent activities and operational risks.

6. Support for Strategic Planning and Long-Term
Alignment: Al plays a crucial role in aligning treasury
operations with the long-term strategy and business
plan of the bank. By integrating investment planning,
liquidity forecasting, and risk control into a single
intelligent framework, Al provides strategic insights
that support long-term financial stability and growth.

Central Bank's role in Al promotion in Treasury
Management

Recently, Nepal Rastra Bank has issued the Artificial
Intelligence (Al) guidelines 2025 for NRB-licensed
institutions.NRB licensed institutions are Commercial
banks (Class A), Development Banks (Class B), Finance
Companies (Class C), Microfinance Institutions (Class D),
Nepal Infrastructure Bank Limited, as well as Payment
System Operators (PSOs) and Payment Service Providers
(PSPs). These guidelines are for the responsible, ethical,
and transparent use of Al by institutions. Before the
adoption of Al, institutions should have a governance
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framework integrated with their risk management
system and a cross-disciplinary committee that includes
senior management and other relevant staffs from key
departments.

These guidelines prioritize governance, customer
protection, risk management, data privacy, transparency,
and ethical use of Al systems by NRB-licensed institutions.
For this, the capacity building of all involved is necessary,
so it emphasizes the training program to board members,
senior management, and other employees regarding the
risk involved, regulations, emerging technology, etc. These
guidelines have recently been drafted, so the impact on
the financial institutions is yet to be seen. But it definitely
lays a foundation for strong, ethical, secure, customer-
oriented, responsible, transparent Al-driven regulation in
the Nepalese banking system.

Conclusion

Within a few years, Artificial Intelligence (Al) has gone
from an experiment to absolutely essential. For banks
and financial institutions, it's about survival and growth
in today's financial world. What makes Al so crucial is
it increases human abilities by not replacing them but
by helping them to do work faster, smarter, and more
effectively. So Al is not intended to replace humans;
rather it increases human capabilities, allowing them
to focus more on rewarding and complex tasks. Al
transforms the way banking operates and interacts with
customers. It increases customer satisfaction through
personalization, automates the complex compliance
processes, which is an efficiency gain, cuts the operational
cost, reduces human error, helping to extend financial
services to people who were previously left out, optimizes
investment, and manages the portfolio. Al specialists
work alongside the people who understand banking,
customers, and regulations. As Al is evolving, its impact

on the banking sector is expected to grow in the future.
The adoption of Al in the banking sector is driven by
many factors, like increasing availability of data, advanced
computing power, digital transformation, market demand
and regulatory support.Al automates tasks, streamlines
workflows, and reduces manual intervention. This results
in significant efficiency gain, cost savings, and accuracy.

Artificial Intelligence systems in developed countries
are advanced, and with abundant Al skills and talent,
it is rapidly growing. Banks that are large, digitalized,
and have skilled manpower are more benefited by the
adoption of Al for example JP Morgan Chase Bank, Bank
of America, HSBC, ICICI Bank, HDFC Bank. But Al is still in
an early stage in the Nepalese banking industry, which is
growing particularly in the customer service and fraud
detection areas. It is basically supportive, like chatbots
and virtual assistants, and not decision-making Al.
Banks of Nepal have limited modern data centers, weak
digital infrastructure, and limited skilled manpower.
The guidelines of NRB have recently been issued, so the
support and procedure from the regulator will definitely
lead to the growth of advanced Al usage in banks of
Nepal. Advanced Al in the treasury of banks of Nepal is
still a fresh concept, but it has the potential to transform
the treasury operations in risk assessment, market
forecasting, investment, liquidity management, and
eventually in profit maximization. For that, banks need
to have an Al governance framework, internal control,
trained staff, and ethical standards. The investment cost
in Al can save billions of operational costs by automating
tasks, improving efficiency, fraud detection, and reducing
risks.Al systems will change the treasury functions from
reactive to proactive. Therefore, Artificial intelligence
will set to revolutionize the treasury operations by
becoming an important decision tool.
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Green Finance and Its Relevance to
the Nepalese Economy

&

Abstract

Green finance has emerged as a vital tool in steering global
economic systems toward environmental sustainability.
With climate change, threatening ecological and economic
stability worldwide, innovative financial mechanisms
are essential to support sustainable development.
For countries like Nepal, which are both vulnerable to
climate change and heavily reliant on natural resources,
green finance offers opportunities for inclusive growth,
sustainable infrastructure, and resilient livelihoods. This
article examines the concept of green finance, its global
evolution, key instruments, challenges and opportunities,
and its relevance and potential application in the Nepalese
economic context. Furthermore, policy recommendations
and strategic pathways for Nepal to leverage green finance
for achieving its development goals are discussed.

1. Introduction

In recent decades, climate change, environmental
degradation, and unsustainable resource use have
become central concerns for policymakers, businesses,
and civil society worldwide. Traditional economic models
have often prioritized short-term growth at the expense
of environmental health, resulting in a range of ecological
crises including biodiversity loss, water scarcity, air
pollution, and extreme weather events. In this context,
a new paradigm has emerged -Green Finance. Green
finance has gained prominence as a means to re-orient
financial flows and investments toward sustainable
development pathways that minimize environmental risks
and maximize ecologically beneficial outcomes.

Green finance encompasses a wide array of financial
products, policies, and initiatives that promote
environmental sustainability. It aims to mobilize public
and private capital for activities that contribute to
climate mitigation, climate adaptation, environmental
conservation, and sustainable infrastructure. The concept
is closely aligned with the Sustainable Development Goals
(SDGs) of the United Nations, particularly SDG 13 (Climate
Action), SDG 7 (Affordable and Clean Energy), and SDG 11
(Sustainable Cities and Communities).

For Nepal, a lower-middle-income, landlocked country
highly vulnerable to climate change impacts such as glacial
melt, floods, and droughts, the adoption of green finance
principles presents both a necessity and an opportunity.
As Nepal seeks to achieve its national development
agenda through the lens of sustainability, understanding
and leveraging green finance becomes imperative.

2. Defining Green Finance
Green finance refers to financial investments flowing into

Shweta Panta*

e KT

sustainable development projects and initiatives that
support environmentally friendly practices. It involves
the provision of financial services including banking,
investment, insurance, and carbon trading aimed at
reducing environmental risks and promoting low-carbon
economic growth.

1.1 Core Objectives of Green Finance:

= (Climate Change Mitigation: Investing in renewable
energy and energy efficiency to reduce greenhouse
gas emissions.

= Climate Change Adaptation: Financing infrastructure
that can withstand climate related disasters (e.g.,
flood resilient roads).

=  Natural Resource Conservation: Funding the protection
of biodiversity and sustainable water management.

=  Pollution Prevention: Supporting waste management
and air quality improvement initiatives.

1.2 Core Components: Green finance consists of:

= Green bonds and climate bonds

= Sustainable banking principles

= (Climate funds and grant financing

= Carbon markets and pricing mechanisms

=  Environmental, Social, and Governance (ESG) criteria
=  Green insurance products.

3. Global Relevance of Green Finance: Why it matters
now?

Global awareness of climate change accelerated with
the adoption of the Kyoto Protocol (1997) and the Paris
Agreement (2015). These international frameworks
underscored the importance of mobilizing financial
resources to support climate mitigation and adaptation,
particularly in developing countries.

2.1 The Paris Agreement and Financial Commitments

The Paris Agreement established a collective goal to limit
global warming well below 2°C above pre-industrial levels
and pursue efforts to limit the temperature increase to
1.5°C. Achieving these targets requires trillions of dollars
in climate finance annually. Developed countries pledged
to mobilize USD 100 billion per year by 2020 to support
climate action in developing nations a commitment that
has since been extended with broader financial goals.

2.2 Role of Multilateral Development Banks

Institutions such as the World Bank, Asian Development
Bank, and International Finance Corporation have been
instrumental in advancing green finance by issuing green
bonds, providing concessional loans, and supporting
national climate funds.

* Manager, Rastriya Banijya Bank
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2.3 Financial Market Innovations

Financial markets have responded by developing new
green products:

= Green bonds: Debt instruments where proceeds are
earmarked for environmental projects.

= (Climate funds: Pools of capital dedicated to climate
finance, often blending public and private sources.

= Environmental, Social, and Governance (ESG)
investing: Investment strategies that integrate
environmental, social, and governance considerations
into financial analysis and decision making.

4, Green Finance Instruments

To understand how green finance operates, it isimportant
to examine its diverse instruments:

(i) Green Bonds

These are fixed income securities where the capital raised
is "earmarked" specifically for green projects. They are
the most common green finance tool.

= How it works: An organization borrows money
and commits to spending it only on environmental
projects (e.g., wind farms or electric buses).

(ii) Green Loans

Similar to bonds but typically structured as a private
agreement between a bank and a borrower.

= Howitworks: Theloanis tied to specificenvironmental
criteria, and the borrower must provide regular
reports on how the funds are being used.

(iii) Sustainability Linked Bonds (SLBs)

Unlike green bonds, the money from SLBs can be used

for any corporate purpose, but the interest rate is tied

to whether the company meets certain environmental

targets (KPIs).

= How it works: If the company meets its green goal
(e.g., a 20% reduction in carbon), it pays a lower
interest rate. If it fails, the interest rate "steps up"
(increases), acting as a penalty.

(iv) Specialized Instruments

These tools target specific niche problems like debt relief
or disaster protection.

5. Challenges in Implementing Green Finance

While green finance offers a transformative path toward

sustainability, the recent years have revealed several

"friction points" that hinder its seamless implementation.

As the global economy shifts from setting targets to

executing them, these challenges have become more

visible and complex.

The primary challenges in implementing green finance

today include:

(i) Data Scarcity and "Greenwashing"

One of the most persistent barriers is the lack of reliable,

standardized data. Without a universal definition of what

constitutes a "green" investment, the market remains

vulnerable to green washing i.e., where companies

misrepresent their environmental credentials to attract

capital.

= Information Asymmetry: Investors often lack
the granular data needed to verify the actual
environmental impact of a project.

= Lack of Taxonomies: While many regions (like the EU)
have developed "green taxonomies," many emerging
markets still lack clear, granular rules, leading to
inconsistent reporting.

= Verification Costs: For Small and Medium Enterprises
(SMEs), the cost of measuring and third-party auditing
of carbon footprints is often prohibitively high.

(i) Risk Perception and Financial Mismatches

Financial institutions often view green projects as higher

risk compared to traditional investments, primarily

due to their long-term nature and reliance on evolving

technologies.

=  Maturity Mismatches: Green infrastructure (like
offshore wind or tidal energy) typically requires
long-term capital (10-20 years), while many private
investors prefer shorter-term liquidity.

=  Higher Upfront Costs: Sustainable projects often have
massive initial capital requirements (CAPEX) even if
their long-term operating costs (OPEX) are lower.

= Transition Risks: As policies shift, "brown" assets (like
coal plants) may become stranded assets, losing
value rapidly. This creates volatility in portfolios that
financial models are still struggling to price accurately.

Instrument Description (iii) Regulatory and Policy Hurdles
A mechanism where a portion of a The effectiveness of green finance is heavily dependent on
Debt-for- developing nation's foreign debt is government policy. When political signals are inconsistent,
':;tal::: forgiven in exchange for local investments private capital remains on the sidelines.
in environmental conservation. i
Challenge Description
High yield debt instruments designed
Catastrophe to raise money for insurance companies _ Sudden changes in carbon pricing or
Bonds in the event of a natural disaster (e.g., Pollcy. renewa.ble energy §ub5|d|es create an
hurricanes or floods), which are becoming Inconsistency | unpredictable environment for long-
more frequent due to climate change. term investors.
Instruments that represent the right to Central banks in many developing
emit one ton of CO, Companies can buy Regulatory nations lack the expertise to integrate
Carbon if they outperform their reduction targets. standard supervisory frameworks.
Credits Microsoft buys millions of dollarsin carbon ] ]
credits from projects like reforestation in There is often a I?gal tension betyvegn
the Amazon to "offset" its unavoidable Fiduciary Duty | 2 fund manager’s duty to maximize
emissions and reach its "carbon negative" short-term returns and the long-term
goal by 2030. goal of environmental sustainability.
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(iv) Regulatory and Policy Hurdles

Emerging Markets and Developing Economies (EMDEs)
face a "double burden." They are the most vulnerable to
physical climate risks (floods, droughts) but have the least
access to affordable green capital.

= Currency Risk: Most green finance is denominated in
USD or EUR, making it expensive for local borrowers
in developing nations to repay if their local currency
devalues.

= Low Credit Ratings: Many green projects in these
regions are rated below ‘'investment grade,"
automatically disqualifying them from being funded
by large institutional pension funds.

=  Technical Capacity: There is often a shortage of local
professionals trained in Environmental, Social, and
Governance (ESG) risk modeling.

6. Opportunities Presented by Green Finance

While the challenges are significant, green finance
is rapidly evolving into a major economic engine. By
2026, it is no longer just a "niche" ethical choice but a
transformative mechanism for growth, risk mitigation,
and technological leadership.

Here are the primary opportunities presented by green
finance:

(i) Access to Higher Returns

Evidence from recent years suggests that companies with
high ESG (Environmental, Social, and Governance) scores
often outperform their peers.

= Lower Cost of Capital: Many issuers of green bonds
benefit from a "Greenium" - a pricing advantage
where investors accept slightly lower vyields in
exchange for the environmental benefit, effectively
lowering the cost of debt for sustainable projects.

= QOperational Efficiency: Green finance often funds
resource efficiency (e.g., retrofitting factories for
energy savings), which directly boosts a company’s
bottom line by reducing utility and waste disposal
costs.

(ii) Market Expansion and New Asset Classes

The transition to a net-zero economy is creating entirely
new markets and financial instruments.

= Transition Finance: This is a massive growth area
for 2026, focusing on "brown-to-green" shifts. It
provides capital to high carbon industries (like steel
and cement) to help them decarbonize, rather than
simply divesting from them.

= Nature Based Assets: We are seeing the rise of
Biodiversity Credits and "Blue Carbon" (ocean-based
sequestration), allowing investors to put a price on
ecosystem services like reforestation and coastal
protection.

= Technological Innovation: Green finance acts as the
venture capital for the next generation of "Climate
Tech," including green hydrogen, carbon capture, and
long-duration battery storage.

(iii) Resilience and Risk Mitigation

By 2026, physical climate risks (extreme weather) and

transition risks (policy shifts) are priced into almost every

major portfolio.

= Climate Adaptation Finance: There is a growing
opportunity to invest in "resilient infrastructure," such
as flood defenses and drought resistant agriculture.

[ EER s : & & aftfeieaa e

These investments prevent future losses, offering
a "Resilience Dividend" the value of the damage
avoided.

=  Futureproofing Portfolios: Green finance allows
institutional investors (like pension funds) to hedge
against Stranded Asset Risk, ensuring they aren't left
holding devalued fossil fuel assets as carbon taxes
rise.

(iv) Technological Convergence (Fintech + Green)

The marriage of digital technology and green finance is
creating unprecedented transparency.

= Al-Driven ESG Scoring: Artificial intelligence now
processes satellite imagery and supply chain data in
real time to verify environmental claims, reducing the
risk of greenwashing.

= Tokenized Green Bonds: Blockchain technology is
being used to fractionalize green bonds, making them
accessible to retail investors and increasing market
liquidity.

=  Smart Contracts: These allow for "impact linked"
loans, where the interest rate automatically drops
the moment a company hits a verified carboreduction
target.

(v) First-Mover Advantage in Emerging Markets

Nations that establish robust green finance frameworks
early (such as Brazil and Mexico joining the International
Sustainability Standards Board[ISSB] standards in
2026) attract a disproportionate share of foreign direct
investment. By building "green corridors," these countries
can bypass old, polluting technologies and jump directly
to modern, sustainable infrastructure.

The Multiplier Effect: For every $1 invested in climate
adaptation, some studies show a return of up to $4 to $21
in economic and social benefits, making it one of the most
efficient uses of capital in history.

7. The Imperative for Green Finance in Nepal

Nepal is a landlocked, lower-middle-income country with
an economy primarily driven by agriculture, remittances,
and services. Natural resources, including water, forests,
and biodiversity, play a central role. Thus, Nepal’s
geographical and socio-economic position makes green
finance more than just a financial trend; it is a survival
strategy.

(i) Climate Vulnerability

As per UNFCCC (United Nations Framework Convention
on Climate Change),Nepal contributes only 0.027% of
global greenhouse gas emissions but is ranked among
the top 10 most vulnerable countries to climate change.
Nepal’s geography; from high Himalayan peaks to lowland
Terai plain makes it highly susceptible to climate impacts
like glacial lake outburst floods (GLOFs), erratic monsoons,
landslides, and droughts. These events threaten
infrastructure, agriculture, and livelihoods.

(ii) Economic Dependency on Natural Resources

With over 60% of the population involved in agriculture
and a GDP heavily reliant on hydropower and tourism,
Nepal’s economic health is directly tied to the health of
its environment. A single landslide or flood can wipe out a
year’s worth of GDP growth, making "Climate Adaptation
Finance" a priority

(iii) Development Goals

Nepal’s development strategy focuses on inclusive growth,
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poverty reduction, and sustainability. Policies such as
the National Adaptation Program of Action (NAPA) and
Nationally Determined Contributions (NDCs) reflect
commitments to climate resilience and low-carbon growth.

(iv) The Net-Zero Pledge

At COP26, Nepal committed to achieving Net-Zero
emissions by 2045. To reach this target, a World Bank
report suggests that Nepal needs an investment of
approximately USD 77 billion by 2030. Public funds and
traditional government spending can only cover a fraction
of this; the gap must be filled by private capital mobilized
through green finance.

8. Green Finance Instruments Relevant to Nepal

(i) Green Bonds for Hydropower and Clean Energy: Green
bonds can be issued by Nepal's government or
public utilities to finance renewable energy projects.
Hydropower, in particular, is a strategic focus due to
the country’s abundant river systems.

(ii) Climate Adaptation Funds for Agriculture: Climate
adaptation funds can support the agricultural sector
in adopting resilient practices such as drought tolerant
crops and climate smart irrigation.

(iii) ESG Integration in Financial Markets: Nepal’s banking
and financial institutions can integrate ESG criteria
into lending decisions, encouraging sustainable
corporate practices.

(iv) Microfinance for Sustainable Livelihoods: Microfinance
institutions can design green loan products for
small-scale, sustainable enterprises, including
organic farming, clean cookstoves, and small solar
installations.

(v) Carbon Credits and REDD+: Nepal can participate in
carbon markets and REDD+ (Reducing Emissions from
Deforestation and Forest Degradation) initiatives,
generating income through forest conservation.

9. The Turning Point: Current Status of Green Finance
in Nepal (2024-2025)

The years 2024 and 2025 will be remembered as the era
when Nepal moved from policy formulation to practical
execution.

8.1 The Nepal Green Finance Taxonomy (2024):

In October 2024, the Nepal Rastra Bank (NRB) issued the
"Nepal Green Finance Taxonomy." This was a landmark
moment, making Nepal one of the few emerging
economies with a standardized classification system for
sustainable investments.

The taxonomy provides a clear guide for Banks and
Financial Institutions (BFls) to classify their portfolios:

= Green (or Transformative) Category: Projects that are
inherently sustainable, such as solar energy plants,
afforestation, and zero-emission transport.

=  Amber (or Transitional) Category: Projects that are not
yet "green" but are actively reducing their carbon
footprint, such as a cement factory switching from
coal to biomass. This category is vital for Nepal’s
industrial sector to avoid being "shut out" of the
financial system.

= Red (or non-compliant) Category: Projects that cause
significant harm to the environment, such as illegal
timber harvesting or inefficient brick kilns.

Strategic Goal of Nepal’s Green Finance Taxonomy:

Develop a green taxonomy classification system that
provides guidance and incentives for the financial services

sector to finance green innovations and to green the
whole financial system.

Environmental Objectives/Principles:

Four core principles guide Nepal’'s Green Finance
Taxonomy (Figure 1). These principles are defined based
on national policies, plans, and regulatory frameworks
on climate change and the environment and sectoral
plans and policies, including the transition required for
the Green, Resilient and Inclusive Development (GRID)
approach.

= Core Principle 1: Climate Change Adaptation (A)
= Core Principle 2: Climate Change Mitigation (M)

= Core Principle 3: Natural Resource Conservation and
Management (N)

Core Principles

Principle 1: Climate - ? Principle 2: Climate

n Change Adapiation

Ty~

W+ Change Mitigation °

Green Finance

Principle 4: Pollution
Taxonomy Principles Contrel and Prevention

« Imvanimant o grovent & reguse

Do No Significant Harm (DNSH)

Core Principle 4: Pollution Prevention and Control (P)
FigurelCoreprinciplesofgreenfinance taxonomy
8.2 Some of the Landmark Green Bonds of 2025

While the taxonomy provided the rules, the market
provided the action in 2025:

= NMB Bank’s $60 Million Green Bond: In April 2025,
NMB Bank issued Nepal's first international green
bond in partnership with the IFC, British International
Investment (Bll), and MetLife. This bond focused on
SMEs, renewable energy, and creating "green jobs."

= NIFRA’s Public Green Energy Bond:In June 2025,
the Nepal Infrastructure Bank (NIFRA) issued a NPR
5 billion public green bond. This was a historic step
in democratizing green finance, allowing ordinary
Nepalese citizens to invest in the nation's green
transition.

10. Sectoral Impact: Where the Money is Going

(i) Hydropower and Renewable Energy: Hydropower is
the backbone of Nepal’s green economy. In 2025,
hydropower generation reached record Ilevels,
allowing Nepal to export surplus energy to India
and Bangladesh. Green finance has enabled "Project
Finance" models where banks lend against the future
cash flows of the power plant rather than just physical
collateral.

(ii) The Electric Vehicle (EV) Revolution: Nepal has seen
one of the fastest rates of EV adoption in South Asia.
In the 2024/25 fiscal year, electric vehicles accounted
for over 60% of new passenger car registrations. This
was driven by:

=  Green Credit Policies: Banks offering loans for EVs at
interest rates 2-3% lower than petrol vehicles.

Infrastructure Finance: Loans for the rapid rollout of
charging stations across the Prithvi and Mahendra
Highways.
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(iii) Climate Smart Agriculture

Traditional agriculture is high risk. Green finance is now
supporting "Climate Smart" interventions like:

= Solar powered drip irrigation.
= Cold storage facilities powered by renewable energy.
Index-based climate insurance for smallholder farmers

11. Challenges for Implementation of Green Finance
in Nepal

Despite the momentum, several structural challenges
persist in the Nepalese economy.

(i) The Challenge of "Greenwashing": Without a robust
verification mechanism, there is a risk that banks
might mislabel traditional loans as "green" to meet
regulatory quotas. The 2024 Taxonomy is a start, but
Nepal lacks enough certified "Green Auditors" to
verify these claims.

(ii) Data Gaps and Technical Capacity: Assessing
climate risk requires complex data modeling. Most
Nepalese banks still struggle with basic ESG data
collection, making it difficult to report their impact to
international investors accurately.

(iii) Cost of Capital: Nepal is still perceived as a "high
risk" market by international investors. This makes
the cost of borrowing for green projects higher than
in neighboring countries like India. Blended finance
using international grants to lower the interest rate
for private borrowers is necessary but currently
underutilized.

(iv) Policy and Regulatory Gaps: While government
policies endorse sustainability, comprehensive green
finance legislation and incentives remain limited.

12. Policy Recommendations for the Future

To move from a "growing" market to a "mature" green
finance ecosystem by 2030, Nepal should consider:

(i) National Green Finance Strategy: A comprehensive
national strategy should outline priorities,
stakeholders, financing mechanisms, and targets.
It should align with Nepal’s NDCs and sustainable
development plans

(ii) Tax Incentives: Offering tax breaks to corporations
that issue Green Bonds or companies that achieve
specific carbon reduction targets.

(iii) Mandatory ESG Reporting: Moving from "voluntary" to
"mandatory" ESG disclosures for all listed companies
in the Nepal Stock Exchange (NEPSE).

(iv) Green Refinancing: The NRB should provide a
dedicated "Refinancing Window" where banks can
borrow at near zero rates if the funds are used for
Taxonomy aligned green projects.

13. Conclusion

Green finance represents a transformative lever
for aligning economic growth with environmental
sustainability. Globally, it has shifted from niche
innovation to a mainstream imperative. For Nepal, a
country on the frontline of climate vulnerability and
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development challenges, green finance offers a pathway
to build resilience, generate sustainable livelihoods,
support renewable energy expansion, and achieve long
term prosperity.

Despite existing challenges such as market limitations,
policy gaps, and capacity constraints strategic initiatives,
international cooperation, and a clear national roadmap
can enable Nepal to harness the potential of green
finance. In doing so, Nepal can contribute to global
climate goals while advancing domestic economic and
social well-being.

Green finance is not merely a financial technicalityit
is a commitment to future generations, ensuring that
economic development does not come at the cost of
ecological collapse. For Nepal, adopting green finance is
both an opportunity and a responsibility.
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“"Best €mployees” Beyond Hard
Work: Why Some €mployees €xcel
While Others Remain Average”

Every winter, one topic brings energy, interest, and
meaningful discussion across the office—the “Best
Employee Award.” Among all the activities and
celebrations of Bank Day, the nomination and recognition
of the best employee is one of the most awaited moments.
It is not only about public appreciation and applause, but
also about the sense of achievement and the additional
incentive that makes the recognition even more special.

Over the years, observing this award process has revealed
how it positively influences employees in different ways.
Some feel motivated to perform even better, some
begin to reflect on their own growth, and others try to
understand what they can improve. This reflection often
leads to an important realization—that being a “best
employee” involves more than just working hard every
day.

Researches have shown that the majority of employees
come to work with honesty and dedication. Most people
genuinely wanttodotheirjobwell, learn newskills, support
their team, and grow in their careers. Very few employees
intentionally avoid work or misuse opportunities. Despite
this shared commitment, differences can still be seen in
career progress. Some employees move forward steadily,
while others are recognized more frequently, promoted
faster, and trusted with larger responsibilities. This
naturally raises an important question: what truly creates
this difference?

Based on long-term experience, careful observation, and
insights from research, this article explores the idea that
while hard work is essential, it is often not sufficient on its
own. There are additional behaviors, attitudes, and skills
that help employees stand out and gain recognition.

Learning from Different Bosses and Leadership Styles

Working under different leadership styles during a
professional career, employees generally encounter a wide
range of supervisors. Some supervisors are supportive,
encouraging, and act as mentors who guide employees,
provide feedback, and build confidence. Others are more
demanding and task-focused, which can be challenging at
times, but such leaders often push employees to improve
discipline, patience, emotional control, and adaptability.
In simple terms, both supportive and strict leadership
styles can help employees grow in different but valuable
ways (Goleman, 1998).

In general, employee performance is not judged in
the same way by every supervisor. An employee who
performs well under one leader may be seen as average
under another, not because the employee has changed,
but because expectations, communication styles, and
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working relationships differ. Research in leadership
and organizational behavior explains that performance
evaluation depends on both individual effort and how well
employees understand and align with their supervisor’s
expectations (Yukl, 2013).

What Research Says About Performance and Success
at Work

Traditionally, we are taught that hard work guarantees
success. While effort is important, research shows that
job performance is much more complex.

Campbell et al. (1993) explain that job performance is
multi-dimensional. It includes:

= Task performance (doing your assigned job well)

= Contextual performance (supporting colleagues,
teamwork)

= Adaptive performance (handling change and
challenges)

Similarly, Grant (2008) emphasizes that employees
who understand how their work contributes to the
organization’s bigger goals are more effective than those
who simply complete tasks without purpose. This means
working hard in the right direction matters more than just
working hard.

So yes—hard work is necessary, but it is not the only
factor that makes someone a best employee.

Understanding Leader—-Member Exchange (LMX) Theory

One theory that clearly explains workplace differences
is Leader—Member Exchange (LMX) Theory. According
to Graen and Uhl-Bien (1995), leaders develop different
quality relationships with different employees. These
relationships are not random; they are based on:

= Trust
= Communication
= Reliability

= Willingness to take responsibility

Employees who develop strong relationships with their
leaders are often:

=  Proactive in communication

= Responsive to leadership needs

= Reliable and dependable

= Willing to take additional responsibility

These employees usually perform well under different
supervisors because they adapt to leadership expectations
rather than resisting them.

This does not mean favoritism—it means relational
competence.

* Manager, Rastriya Banijya Bank
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Who Is a “Best Employee”?

In simple terms, a best employee is not just someone who
works hard. A best employee is someone who is:

= Reliable and accountable

=  Communicative and cooperative
= Ateam player with initiative

=  Flexible and adaptable

= Emotionally stable and positive

=  Focused on results, not excuses

Such employees do not need constant supervision. They
take ownership of their work, admit mistakes, learn
continuously, and help the entire team succeed—not just
themselves.

Why Some Hardworking Employees Remain “Average”

Despite sincerity and effort, many employees fail to
achieve distinction. Research and experience suggest
several key reasons.

1. Focusing Solely on Hard Work Without Strategy
2. Limited Communication with Leadership

3. Resistance to Feedback
4

Reluctance to Take Initiative or Go Beyond Assigned
Tasks

5. Weak Professional Relationships and Networking
6. lgnoring Feedback and Adapting Slowly

7. Limited Skill Development and Learning, etc.
Racing to be the Best Employee

1. Not Relaying only on Hard Work:

Many employees believe that working very hard is
enough to be recognized as a top performer. However,
organizations value results and impact more than the
amount of effort or hours spent at work (Campbell et
al.,, 1993). When employees focus only on effort, they
may spend time on tasks that are not closely linked to
organizational goals (Grant, 2008). It has been observed
that one must prioritize their tasks accordingly, to be
seen as effective employee. When one of the colleagues
at work found out that a new comer employee was not
prioritizing her bosses' email as important task in outlook,
the old colleague told her “Keti Hakim ko email lai top ma
narakheko, kaam garna man chha ina?”, then it got her
clicked, where her efforts were running out and where
she was focusing on unimportant issues letting go of
important ones. Therefore, hard work must be supported
by smart planning, clear priorities, and visible contribution
to truly stand out (Yukl, 2013).

2. Adopting Responsibilities Beyond Task:

The best employees do more than just what is written in
their job description. They willingly help solve problems,
support colleagues, and take responsibility when extra
effort is needed (Organ, 1988). Such behavior shows
commitment and makes employees more trustworthy
in the eyes of management (Podsakoff et al., 2000). For
example, the author remembers one instance, during the
result of 8 level interview, the author messaged, then,
HR Deputy Manager regarding the results, as the author
herself was one of the interviewees. To the surprise, the
deputy HR manager, genuinely texted the author back
at 11 pm, stating that her result was a success. The joy
was to the top of world. But what was to be considered
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was, the core team of HR were still working at office
and that too not that single day, it was their continuous
job for various months until the selection process was
completed. Some of the dedicated staff at HR were at
office, regularly staying late night at office, committed to
work, wow, that was inspiration! something to look at too.
No wonder, the next bank day, then HR deputy head was
awarded best employee and HR Head awarded as best of
the best employee.

Hence, employees who take initiative are often seen as
ready for higher responsibility and leadership roles. For
example, by consistently contributing beyond assigned
tasks, employees increase their value and visibility within
the organization.

3. Maintaining Close Ties with your Boss:

Maintaining close ties with your boss is essential for
professional growth and a positive work environment
(Robbins & Judge, 2023). Building a relationship based on
trust, respect, and clear communication helps employees
align with organizational goals. Regularly updating
your supervisor on progress and seeking feedback
demonstrates responsibility and willingness to improve.

This reminds the author of one of the department heads
who had been awarded best of the best employee few
years back, who exactly knew what it meant to maintain
close ties with the supervisor. He was the one who always
knew what was important, urgent and tasks that needed
more attention compared to others. He would update
all issues to his supervisor on timely manner, even if the
tasks were completed or even if the tasks could not be
completed, everything was communicated clearly. He
would be in urgency to perform more and do exactly
as direct by his supervisor. Though, at the government
organization, sometimes we assign this as buttering to the
supervisor, but at the end of the day, this proved to be his
smart way to work, which made him excellent employee.

Hence, being proactive in solving problems and offering
suggestions shows initiative and commitment. Overall,
a strong professional connection with a supervisor can
enhance career development and workplace satisfaction
(Robbins & Judge, 2023).

4. Contributing More Effort than Required at Job:

Contributing more effort than required at work means
going beyond basic responsibilities to complete tasks
with higher quality and attention to detail, demonstrating
commitment to the organization (Smith, 2020). Employees
who volunteer for additional responsibilities, such as
helping colleagues or joining special projects, show
initiative and professional growth (Smith, 2020). These
qualities are frequently mistaken for favoritism, when in
fact they reflect relational competence and mutual trust.

It was observed in one department that the supervisor
appeared to favor one employee among a group of 27
staff members. At first, this seemed unfair to others in
the team. However, with closer observation of daily work
practices, it became clear that this employee consistently
responded quickly to the supervisor's needs and
expectations. He was available whenever support was
required and willingly accepted additional responsibilities
without hesitation. Unlike others who limited their
efforts to a fixed 10-5 schedule, he showed flexibility
and commitment by contributing even on off days when
necessary. He would happily take on responsibility of all
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jobs. He could be relied upon to complete tasks on time
and handle responsibilities carefully. Over time, it became
evident that his dependability, sense of responsibility, and
readiness to go beyond assigned duties were the main
reasons he gained the trust and preference of leadership.

Hence, extra effort allows employees to develop new
skills and gain valuable experience, which enhances
their expertise and adaptability. As a result, those who
consistently contribute more effort increase their visibility
and recognition, supporting career advancement and
long-term success.

5. Emotional Intelligence

Emotional intelligence is an important factor for success
at work. Goleman (1998) explains that skills such as
controlling emotions, understanding others, and adapting
to situations are essential in professional life. Employees
who are emotionally rigid often struggle to handle
change, work under different leadership styles, accept
constructive conflict, and process feedback effectively.
Such difficulties can limit their growth and performance
in the workplace. Similarly, Boyatzis (2011) notes that
leaders tend to trust employees more when they remain
calm, flexible, and emotionally balanced during pressure
or challenging situations.

You might have also, definitely seen around your work
place, those employees who are adaptive and flexible
at their work, calm during pressure and emotionally
stable are more likable by their supervisors. It has been
observed that effective communication with supervisors
often depends greatly on timing and emotional
awareness. Discussions are usually avoided when leaders
appear to be in a bad or tense mood, as such moments
are not suitable for meaningful interaction. When advice,
guidance, or support is needed, these requests are more
effective when made during periods when supervisors are
relatively free, calm, and less stressed by work pressures.
In contrast, if favors such as leave for the following day
or other requests are raised during the most pressurized
part of the day or when supervisors are in a rough mood,
the response is generally negative. So, when a request is
made at the worst possible time, what kind of answer can
really be expected?

6. Clear Communication & Visibility

Ashford and Cummings (1983) explain that asking for
feedback and communicating with supervisors are
important for improving work performance. When
employees do not share their progress, challenges, or
ideas, they often assume that their managers already
understand their efforts. So many times, we are scared
to open up and keep our issues clear to our supervisors.
But it is believed that, the place where we spend so many
hours of life and supervisors with whom we work day
in and day out, we must keep out issues and problems
clear to them. Also, notifying small improvements and
challenges of work our supervisors may increase their
trust on us regarding the work.

For example, while working for a private bank, what the
author noticed was there were two friends (A & B) working
almost same hours and putting in same level of effort
to their work but at the end of day what happened was
supervisor notices the job of one employee (employee A)
more compared to that of other (employee B). But why?
Simply because employee B always kept supervisor notify

and updated regarding small tasks of his job where as
employee A though, it was not useful, only result matter.
But in reality, process mattered. That’s why, at the end of
the year, employee A while similar output as compared
to B was promoted to higher level and considered best
employee. Because, in reality, leaders are usually busy
and may not notice everything an employee does. As a
result, a lack of communication can cause good work to
go unrecognized and limit opportunities for improvement
and growth.

7. Being Present:

Being present whenever the supervisor needs you
means being reliable, responsive, and available during
critical moments at work, not just completing routine
tasks (Robbins & Judge, 2023). Employees who respond
promptly to calls, messages, or requests demonstrate
responsibility and commitment. For example, an employee
who stays back to clarify urgent issues, provide required
data, or support the supervisor during tight deadlines
builds trust and credibility. Such availability signals that
the employee can be depended on when pressure is high.

It has been observed that one of the friends working
late hours and taking on more files/work compared to
other staff was not considered good employee. That
made the author very curious, why? Despite taking
more responsibility and staying late at work why was
he not considered good? Then one day it was heard the
supervisor was providing him the feedback, "I can never
find you in case of emergencies at work, where are you
at those times?". Ok, then then it was clear, he was not
available, during the times of emergencies, hence, not
considered good employee.

Therefore, being present when the supervisor needs
support increases visibility, strengthens professional
relationships, and enhances career growth.

8. Key Control:

It has been observed that an employee who exercises
control over all resources and tasks can, under certain
circumstances, be considered a good employee. Effective
control demonstrates responsibility, accountability, and a
commitment to ensuring tasks are completed efficiently
and accurately (Robbins & Judge, 2019). Such employees
often gain the trust of supervisors because they reliably
manage important responsibilities.

However, excessive control can have negative
consequences, including micromanagement, reduced
team collaboration, and limited opportunities for
colleagues to contribute or develop skills (Yukl, 2013).
Research suggests that employees who balance control
with delegation, teamwork, and trust are more likely to be
recognized as high performers in organizational settings
(Goleman, 1998). Therefore, while taking ownership of
resources is important, the key factor in being considered
a good employee is how control is exercised—responsibly,
collaboratively, and in alignment with organizational
goals.

9. Understanding Political Structure and Cultural
Context in an Organization:

It would be very unfair, if we forget to mention that
organization culture and reward system also determines
who gets to be the best employee. Organizational
culture and reward systems play an important role in
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determining who is recognized as the best employee.
Culture shapes which behaviors, such as teamwork,
initiative, or compliance, are valued and rewarded within
an organization (Schein, 2010).

The factors considered to define a good employee
differ depending on the type of organization and its
cultural context. Each organization operates with its
own goals, expectations, and work norms, which shape
what behaviors and skills are most valued. For example,
some organizations prioritize efficiency, flexibility,
and innovation, while others emphasize stability, rule
compliance, and consistency. Cultural context also plays
an important role, as workplace values are influenced by
leadership style, organizational history, and social norms.
Therefore, an employee’s effectiveness and recognition
are often judged in relation to how well their behavior
aligns with the organization’s specific culture and
expectations.

Hence, employees who understand and align their
behavior with these expectations are more likely to receive
recognition. In many organizations, internal politics
and power structures also influence decisions about
promotions and rewards (Pfeffer, 2010). Therefore, being
the best employee depends not only on performance but
also on understanding the cultural and political context of
the organization

Implications to Employees

The findings of this article imply that employees should
understand that hard work alone is not sufficient to
achieve recognition and career growth. Employees can
improve their performance by prioritizing tasks that align
with organizational goals and by clearly communicating
their progress and challenges to supervisors (Campbell
et al.,, 1993; Ashford & Cummings, 1983). Developing
emotional intelligence can help employees manage
stress, adapt to different leadership styles, and build
trust in the workplace (Goleman, 1998). Taking initiative
beyond assigned responsibilities and maintaining
strong professional relationships can increase visibility
and perceived reliability (Organ, 1988; Graen & Uhl-
Bien, 1995). Therefore, employees who combine effort
with strategic behavior, emotional awareness, and
communication are more likely to achieve recognition and
long-term career success.

Implications for Leaders and Organizations

The findings of this article imply that leaders and
organizations should evaluate employee performance
based on impact, adaptability, and contribution rather
than effort alone (Campbell et al., 1993). Leaders can
improve effectiveness by building strong relationships
with employees, encouraging open communication, and
supporting feedback-seeking behaviors. Organizations
should promote emotional intelligence to help employees
and managers handle pressure, change, and interpersonal
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challenges more effectively (Goleman, 1998). Clear
reward systems aligned with organizational culture can
reduce perceptions of favoritism and motivate employees
to perform beyond basic job requirements (Schein, 2010).
Overall, organizations that value smart work, emotional
competence, and transparency are more likely to develop
high-performing and engaged workforces.

Conclusion:

Atthe end of the day, those who are more responsible, are
close to their bosses and understand the organizational
dynamics and manages all these dynamics well wins the
best employees. Hard work remains essential—but it
is not enough, being the best employee requires more
than just hard work; it involves strategic effort, clear
communication, and alignment with organizational goals
(Campbell et al., 1993; Grant, 2008). Employees who
take initiative, go beyond assigned tasks, and maintain
strong professional relationships are more likely to gain
recognition and career growth. Emotional intelligence,
including the ability to manage emotions and adapt
to different situations, plays a key role in professional
success (Goleman, 1998; Boyatzis, 2011). Consistently
updating supervisors about progress and challenges
increases visibility and trust (Ashford & Cummings,
1983). Understanding the organization’s culture and
political structure helps employees align their behavior
with rewarded expectations, you can remember of
examples at your own organization. Organizations
that encourage open communication, feedback, and
emotional competence are likely to develop motivated
and high-performing employees. Overall, combining
smart work, emotional awareness, and proactive
behavior is essential for employees to stand out and
achieve long-term success.

References:

= Robbins, S. P, & Judge, T. A. (2023). Organizational
behavior (19th ed.). Pearson.

= Campbell, J. P, McCloy, R. A., Oppler, S. H., & Sager, C.
E. (1993). A theory of performance. In N. Schmitt & W.
C. Borman (Eds.), Personnel selection in organizations
(pp. 35-70). Jossey-Bass.

= Goleman, D. (1998). Working with emotional
intelligence. Bantam Books.

= QOrgan, D. W. (1988). Organizational citizenship
behavior: The good soldier syndrome. Lexington
Books.

= Schein, E. H. (2010). Organizational culture and
leadership (4th ed.). Jossey-Bass.

= Graen, G. B., & Uhl-Bien, M. (1995). Relationship-
based approach to leadership: Development of
leader-member exchange (LMX) theory of leadership
over 25 years. The Leadership Quarterly, 6(2), 219—
247. https://doi.org/10.1016/1048-9843(95)90036-5

..;Gg@);@..

| 213



The €xpected Credit Loss Model: A
New €ra in Credit Risk Management
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Abstract

The Expected Credit Loss (ECL) framework under Nepal
Financial Reporting Standards (NFRS 9), converged with
IFRS 9, introduces a forward-looking approach to credit
impairment by requiring banks to recognize expected
losses based on future default risk rather than incurred
losses. This article presents a comprehensive overview of
the ECL conceptual framework, including the three-stage
credit risk staging mechanism, Significant Increase in Credit
Risk (SICR) assessment, and transfer criteria between
stages. It explains the methodological foundations of ECL
computation using Probability of Default (PD), Loss Given
Default (LGD), Exposure at Default (EAD), and discounting
through the Effective Interest Rate. This paper further
elaborates on portfolio segmentation, forward-looking
PD estimation using the Vasicek model, scenario-based
macroeconomic forecasting, and probability-weighted
outcomes in line with regulatory guidance issued by
Nepal Rastra Bank. The incorporation of forward-looking
macroeconomic information enhances early warning
capabilities, improves credit underwriting and pricing,
strengthens portfolio-level risk management, and
supports capital planning, ICAAP, and stress testing. While
the ECL model aligns Nepalese banks with international
best practices and improves resilience to macroeconomic
shocks, the article also highlights key operational
challenges, including data limitations, model complexity,
and capacity constraints, and underscores the need for
robust data governance, model transparency, and skill
development to ensure effective and sustainable ECL
implementation.

1. Background

The Nepalese banking sector has traditionally followed
an incurred loss—based provisioning framework guided
primarily by prudential directives issued by Nepal Rastra
Bank (NRB). Under this approach, credit losses were
recognized only after objective evidence of impairment
had occurred, such as default or prolonged delinquency.
While this framework ensured minimum regulatory
provisioning, it had limitations in timely recognition of
emerging credit risks and often resulted in delayed loss
recognition during economic stress.

In line with evolving international accounting practices,
IFRS 9 introduced the Expected Credit Loss (ECL)
model, which requires banks to recognize credit losses
on a forward-looking basis by incorporating historical
experience, current conditions, and reasonable macro-
economic forecasts. NRB has encouraged Nepalese
banks to align financial reporting under Nepal Financial
Reporting Standards (NFRS) with IFRS 9 principles,
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including the adoption of ECL for impairment assessment.

The operating environment of Nepalese banks
is characterized by economic volatility, sectoral
concentration, exposure to SMEs, reliance on remittance
inflows, and susceptibility to external shocks such as
natural disasters and global economic downturns. These
structural features underscore the need for a more risk-
sensitive and proactive credit loss recognition framework
than the traditional incurred loss approach.

In line with the regulatory requirement, Banks and
Financial Institution in Nepal have started implementing
ECL model to anticipate potential losses by incorporating
historical trends, current conditions, and forward-looking
macro-economic information, thereby improving the
timeliness and adequacy of provisioning.

2. ECL Conceptual Framework

The Expected Credit Loss (ECL) model under NFRS 9

represents a forward-looking impairment methodology

to recognize credit losses based on expected future

defaults rather than incurred losses. Unlike the earlier

provisioning system, which relied on realized losses, the

ECL framework incorporates past performance, current

credit conditions, and reasonable and supportable

forward-looking information (macroeconomic variables).

The ECL is computed as:

ECL=5 (PDXLGDXEADXDF)

Where, PD= Probability of Default

LGD=Loss Given Default

EAD=Exposure at Default and

DF = Discount Factor using the Effective Interest Rate (EIR).

ECL framework follows three-stage impairment, forward-

looking PD modelling using Vasicek, and scenario-

weighted macroeconomic forecasts.

2.1. Credit Risk Staging Framework

Stage 1 - 12-Month ECL

= No Significant Increase in Credit Risk (SICR)

= Days past due <30

= Performing exposures

=  PD:12-month PD

ECLS1=12-month PDxLGDxEADxDF

Stage 2 — Lifetime ECL (Not Credit-Impaired)

= Significant Increase in Credit Risk (SICR) has occurred

= Days past due > 30 but <90

= Risk rating deterioration, PD doubling, or sectoral
stress

= PD: Lifetime PD

ECLS2=Lifetime PDxLGDxEADxDF

* Manager, Rastriya Banijya Bank
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Stage 3 — Lifetime ECL (Credit-Impaired)

= Credit impaired or non-performing

= Days past due > 90

= NPA as per NRB Directive

= Interest recognized only on net carrying amount
ECLS3=Lifetime PDxLGDxEAD xDF

For Stage 3, LGD is usually higher due to impaired credit
conditions.

2.2. Significant Increase in Credit Risk (SICR) criteria

NFRS 9 and the NRB Guidelines on Expected Credit Loss
(ECL) incorporated a structured approach to determine
whether a significant increase in credit risk (SICR) has
occurred since initial recognition of a financial asset. This
assessment is crucial to determine whether a 12-month
ECL or a lifetime ECL should be recognized. NRB-prescribed
SICR indicators has been mentioned below:

=  More than 1 month past due

= Absolute lifetime PD > 5%

= Relative increase in lifetime PD > 100%

= Downgrade in risk rating by 2 notches since initial
recognition

= Downgrade to non-investment grade (BB+ or below)

= Deterioration in future cash flows or other credit risk
determinants

= Anticipated forbearance or restructuring due to
financial distress

= Adverse sectoral or industry prospects

forecasts

= Negative = macroeconomic affecting

borrower viability

= Loan restructuring/modification due to financial
weakness

= Weaker internal credit quality indicators compared to
initial recognition

= Management-imposed enhancements in collateral or
covenants due to deteriorating credit risk.

2.3. Transfer Criteria Between Stages

Transfer criteria are the rules and indicators used to
decide when a financial asset should move from one ECL
stage to another based on changes in credit risk.

Transfer from Stage 2 to Stage 1:

This is applied only where a significant reduction in credit
risk was evident.

Transfer Out of Stage 3:

For exposures previously in Stage 3, probationary
monitoring periods of 3 months is enforced prior to any
upgrade.

For Restructured/Rescheduled Exposures:
For exposures previously in Stage 3, probationary

monitoring periods of 24 months is enforced prior to any
upgrade.

All upgrades between stages are reviewed and endorsed
by the Risk Management Department, with proper
documentation and justification.

2.4. Provisioning for
amortized cost

other financial assets at

In addition to the ECL for loans and investments as
prescribed above, there are other financial assets such
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as balances with bank, advances and other financial
assets. ECL on such assets is based on the historical loss
experience measures (e.g. write off rates / provisioning
rates) adjusted for expected losses in the future keeping
in mind the nature of industry (e.g. regulated industry like
banking) and credit ratings of such counterparties.

3. ECL Modelling Methodology
3.1. Portfolio Segmentation and Risk Grouping

The NFRS 9- ECL related guidelines by Nepal Rastra Bank
has allowed the segmentation of the loans or exposures on
various basis for the determination of PD on the collective
basis. Homogeneous loans are grouped in terms of the
shared risk characteristics, which may include but are not
limited to instrument or product type, credit risk ratings,
collateral type, date of initial recognition, remaining term
to maturity, industry or sector, geographical location of
borrower, etc.

3.2. Probability of Default (PD) Estimation Methodology

The estimation of Probability of Default (PD) is carried
out through a structured and systematic process in line
with NFRS (equivalent to IFRS 9) and relevant Nepal Rastra
Bank (NRB) guidelines.

Step 1: Data collection

Historical data on default rates and selected
macroeconomic variables are collected for a minimum
period of five years. These data serve as the basis for
estimating PD and capturing the relationship between
credit risk and macroeconomic conditions.

Step 2: Derivation of Market Factor (Z-score)
The market factor (Z-score) is derived from historical
default rates using the Vasicek PD formula. This Z-score
represents the systematic risk component affecting
default behavior.

Step  3: Macroeconomic  Regression  Analysis
Regression analysis is performed to assess the impact of
selected macroeconomic variables on the market factor
(Z-score). Regression models are evaluated based on
predefined statistical acceptance criteria, including:

= Coefficient of determination greater than 60 percent
= Probability of F-statistic less than 5 percent, and
= Compliance with all relevant diagnostic tests.

Only models meeting these criteria are selected for PD
estimation.

Step 4: Macroeconomic Forecasting
The macroeconomic variables included in the selected
regression model are forecasted under three scenarios,
namely most likely (baseline), optimistic, and pessimistic
scenarios, in accordance with NFRS forward-looking
requirements.

Step 5: Projection of Market Factor (Z-score)
Scenario-specific Z-scores are estimated by applying the
regression coefficients to the forecasted macroeconomic
variables. These Z-scores are projected for:

= the next 12 months for loan pools classified under
Stage 1, and

= theremaininglifetime of loans for loan pools classified
under Stage 2 and Stage 3.

Step6:EstimationofForward-lookingPoint-in-Time (PIT)PD
Forward-looking PIT PDs are calculated using the Vasicek
PD formula. The model incorporates three key inputs:
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threshold value, asset correlation, and scenario-specific
Z-scores. The threshold value and asset correlation are
derived using the Vasicek framework consistent with
historical PD observations.

Step 7: Scenario Weighting Scenario- weighted PIT PDs
are computed by applying approved probability weights
to the PIT PDs under each macroeconomic scenario.

Step 8: Conversion from Conditional to Unconditional PD
The scenario-weighted conditional PDs are transformed
into unconditional PDs using survival analysis techniques
to ensure consistency across time horizons.

Step 9: Derivation of 12-month and Lifetime PD
Based on the unconditional PD term structure, 12-month
PDs are calculated for Stage 1 exposures, while lifetime
PDs are estimated for exposures classified under Stage 2
and Stage 3.

These are general steps that can be followed to compute
12 months and lifetime probability of default of each
portfolio segment. Banks and financial Institutions
develop their own PD estimation model incorporating this
systematic process to calculate PD.

3.3. LGD Estimation Methodology

Loss Given Default (LGD) is a key parameter in calculating
Expected Credit Loss (ECL) under NFRS 9. It represents the
portion of a financial asset's exposure that is expected to
be lost if a borrower defaults. LGD is typically expressed
as a percentage of the Exposure at Default (EAD) and is an
essential component in the formula for ECL:

ECL=PDxLGDxEAD

Nepal Rastra Bank has instructed all Licensed Institutions
to develop their own Loss Given Default (LGD) models.
Until such models are developed and implemented,
institutions that do not have an internal LGD model are
required to apply an LGD of 45% as prescribed by NRB.

3.4. EAD Estimation Approach

Exposure at Default (EAD) is one of the key parameters
used in calculating Expected Credit Loss (ECL) under
NFRS 9. EAD represents the total amount that a financial
institution is exposed to at the time of a borrower’s
default. It is the gross exposure, including both on-balance
sheet (e.g., loan principal) and off-balance sheet items
(e.g., unused credit lines or guarantees) that are likely to
be drawn before default.

For on-balance sheet exposures like term loans, EAD is
typically the outstanding balance at the time of default.
It includes principal outstanding, accrued interest (any
unpaid interest accrued up to the point of default and
any other amounts (e.g., fees, penalties) that increase the
exposure.

For off-balance sheet items such as credit lines or
guarantees, the EAD must estimate how much of these
undrawn facilities will be utilized before the default. This
requires the use of a Credit Conversion Factor (CCF),
which represents the likelihood that an off-balance sheet
exposure will be converted into an on-balance sheet
exposure before default.

The formula for calculating EAD for off balance sheet
exposures has been mentioned below:

EAD= (Drawn Amount) + (Undrawn Amount) xCCF
Where:
Drawn Amount - The portion of the credit facility already

used by the borrower.

Undrawn Amount - The unused portion of the credit
facility.

CCF - Credit Conversion Factor, which is the percentage of
the undrawn portion that is expected to be drawn down
before default. The CCF is typically between 0% and 100%,
depending on the type of exposure.

3.5. Discount Rates

The Effective Interest Rate (EIR) is used as the discount
rate for the purpose of ECL calculation. It represents the
rate that exactly discounts the expected future cash flows
(both principal and interest) of a financial instrument to
its gross carrying amount at the time of initial recognition.
The Coupon rate of loan has been considered as an
effective interest rate since transaction cost associated
with extending credit facility is nominal.

4. Incorporation of Forward-Looking Information

Incorporating forward-looking information in ECL enables
banks to recognize credit losses earlier, manage risks
proactively, and maintain financial resilience across
economic cycles. ldentifying key macroeconomic
variables that influences the market risk and forecasting
them under different future scenarios is important part
of ECL model.

4.1. Role of macro-economic variables in ECL

Forward-looking macroeconomic indicators (such as GDP
growth, inflation, interest rates, and sector trends) help
banks anticipate potential deterioration in borrower
repayment capacity before defaults occur. Selecting
appropriate macroeconomic variables is critical, as
NFRS 9 requires the use of forward-looking information
and unbiased, probability-weighted estimates of credit
risk. The selected variables must have a meaningful
and demonstrable impact on credit risk. Following
are some criteria to be considered for the selection of
macroeconomic variables:

= Literature Review: Macroeconomic variables used
for PD estimation are supported by empirical studies
and established literature that demonstrate a clear
relationship between macroeconomic conditions and
default risk.

= Relevance (Logical or Theoretical Link): The selected
variables directly or indirectly influence borrowers’
repayment capacity and/or the value of underlying
collateral. Only variables with a sound theoretical and
logical linkage to default risk are considered.

= Statistical Significance: Variables are selected based
on their statistical significance in explaining variations
in PD. The following benchmarks are applied:

>  Coefficient of determination (R?) (Ideally, greater
than 60 percent)

>  Overall regression significance, with the p-value
of the F-statistic below 0.05; and

> Compliance with key regression assumptions,
ensuring the robustness of the model.

= Practicality (Measurability and Data Availability): The
variables are measurable and supported by reliable
historical data sourced from the Government of Nepal,
Nepal Rastra Bank, or other institutions recognized by
the Government of Nepal, with consistent and regular
publication frequency
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4.2. Scenario based forecasting (optimistic, base,
pessimistic)

NFRS 9 requires banks to estimate not just current credit
risk but expected future credit losses. To look into the
future, we need future values of macroeconomic variables
because credit risk depends on economic conditions. In
addition to this, Loss Given Default (LGD) and Exposure
at Default (EAD) also depends on future macro forecast.
Both quantitative and qualitative techniques can be
used for forecasting. Qualitative techniques include
reviewing article/report, taking expert opinion, analyzing
fundamentals of each macroeconomic variable and
predicting its trend/direction and subjective judgement.
Whereas quantitative techniques include statistical
forecasting techniques such as time series forecasting
technique (Moving Average, Exponential Smoothing),
Regression based forecasting, Econometric time series
model (ARIMA, SARIMA, ARIMAX etc.), multivariate time
series models (VAR, VECM) etc.

Macroeconomic variables are forecasted for different
scenario such as most likely scenario, optimistic scenario
and pessimistic scenario. Most likely scenario represents
expected or normal future path of the economy. This is
what we think will happen in the economy under normal
conditions. In ECL, PD, LGD, and ECL represent the most
realistic expectation of default. Optimistic scenario
represents a better-than-expected economic outcome.
A situation where positive shocks improve borrower’s
ability to repay. Pessimistic scenario represents a worse
than expected situation that reflects a recession, crisis
or economic shock. Under this scenario probability of
default increases, loss given default may also increase and
ECL is the highest.

4.3. Scenario Probability Weighting

NFRS 9 requires the use of multiple forward-looking
macroeconomic scenarios, such as base, optimistic,
and pessimistic scenarios, to derive scenario-weighted
Point-in-Time (PIT) Probability of Default (PD). Banks
and Financial Institutions can assign weightage to these
scenarios as per their ECL policy.

The base case scenario, representing the most likely or
expected economic outcome is assigned the highest
weight since it has highest chance of occurrence in future.
To incorporate conservatism and adequately capture
downside risks, the pessimistic (downside/adverse)
scenario is assigned the second-highest weight. This
scenario reflects an unfavorable economic environment
characterized by increased financial stress on borrowers
and higher default risk. Assigning a higher weight to the
pessimistic scenario helps prevent underestimation of
expected credit losses and ensures adequate provisioning.
The optimistic scenario represents a better-than-expected
economic environment that enhances borrowers’
repayment capacity. While this scenario allows the model
to consider upside economic outcomes, it is assigned the
lowest weight to maintain prudence in PD estimation.

The scenario-weighted PIT PD is calculated by applying
these probability weights across all scenarios.

5. Impact of ECL model on Credit Risk Management
5.1. Early Warning and Proactive Risk Identification

ECL uses a forward-looking approach to assess credit risk
by recognizing potential losses before a loan defaults. This
helps banks identify early signs of credit deterioration
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through changes in risk indicators and loan staging, rather
than relying only on overdue status. In addition, ECL
strengthens early warning systems through Significant
Increase in Credit Risk (SICR) indicators based on both
guantitative and qualitative factors. This allows banks to
take timely corrective actions, such as closer monitoring,
restructuring, or exiting high-risk exposures.

For instance, let’s assume the bank has provided working
capital loan to a manufacturing firm classified under Stage
1. Although the borrower has not missed any instalments
and the account is not past due, the bank observes several
risk indicators during periodic review. The borrower’s
sales decline due to an economic slowdown, operating
margins weaken, and the debt service coverage ratio
(DSCR) falls below the internal threshold. At the same
time, macroeconomic forecasts indicate rising inflation
and interest rates, increasing repayment stress across the
sector.

Based on these quantitative indicators (deterioration in
financial ratios and PD increase) and qualitative indicators
(sector stress and adverse macroeconomic outlook), the
bank determines that a Significant Increase in Credit
Risk (SICR) has occurred and migrates the exposure from
Stage 1 to Stage 2, even though the loan is not overdue.
As a result, the bank recognizes lifetime ECL instead of
12-month ECL and initiates proactive risk mitigation
measures, such as enhanced monitoring, tighter credit
limits, engagement with the borrower, and restructuring
discussions. This forward-looking approach allows the
bank to identify credit deterioration early and take
corrective actions before the account actually defaults.

5.2. Improved Credit Underwriting and Pricing

Credit Underwriting is the process by which a bank
evaluates a borrower’s creditworthiness and risk profile
before approving a loan. It involves assessing financial
strength, cash-flow repayment capacity, collateral quality,
management capability, industry risk, and compliance
with internal policies and regulatory requirements, to
determine whether the credit risk is acceptable. Credit
Pricing is the process of determining the interest rate and
fees charged on a loan, based on the assessed credit risk,
cost of funds, operating costs, capital requirements, and
target return. Higher-risk borrowers are priced higher
to compensate for expected losses and capital usage,
ensuring risk-adjusted profitability.

ECL helpsto establish better credit underwriting standards,
risk-based loan pricing, and risk-based decision-making.
Higher expected losses for riskier segments encourage
more prudent lending, appropriate pricing for risk, and
portfolio rebalancing. For example, the bank is evaluating
loan proposals for two portfolio segments i.e. Short-Term
Working Capital Loan and Residential Personal Loan.
Based on ECL analysis, the Short-Term Working Capital
Loan segment shows a higher Probability of Default (PD)
and higher lifetime ECL due to sectoral slowdown and
adverse macroeconomic outlook, while the Residential
Personal Loan shows relatively lower expected losses.
As a result, the bank tightens underwriting standards
for STWC loans by requiring higher equity contribution,
stronger collateral coverage, and shorter loan tenors. In
addition, the bank applies higher risk-based pricing, such
as an increased interest rate or additional risk premium,
to compensate for the higher expected credit loss. For
lower-risk loans, the bank offers more competitive
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pricing and standard terms. This approach helps the bank
improve risk-adjusted returns, reduce future defaults,
rebalance the portfolio toward safer exposures, and align
lending decisions with forward-looking credit risk.

5.3. Enhanced Portfolio Level Risk Management

By incorporating Probability of Default (PD), Loss Given
Default (LGD), and Exposure at Default (EAD), ECL
provides a granular and quantitative view of credit risk
at borrower, segment, and portfolio levels. This improves
risk differentiation across sectors, products, and borrower
grades.

For instance, the bank applies the ECL framework to two
different loan types: a term loan and a working capital
loan. The term loan, extended to a stable manufacturing
firm, shows a lower PD due to predictable cash flows and a
lower LGD because it is secured by fixed assets with stable
collateral value. As a result, its overall ECL contribution
remains moderate despite a longer tenor.

In contrast, the working capital loan provided to a trading
company exhibits a higher PD, reflecting sensitivity to
short-term cash flow volatility and economic conditions.
Additionally, the EAD is higher due to frequent utilization
of credit limits, and the LGD is relatively higher because
the collateral mainly consists of inventory with
fluctuating value. Consequently, the working capital loan
contributes a disproportionately higher ECL compared
to the term loan, even if the outstanding amounts are
similar.

This differentiation enables the bank to clearly assess
risk at the loan-type level, strengthen monitoring of
higher-risk working capital exposures, refine pricing, and
optimize portfolio composition based on quantitative risk
measures.

5.4. Improved capital management and stress testing

The bankincorporates ECL outputsintoits ICAAP and stress
testing framework by applying adverse macroeconomic
scenarios such as GDP slowdown, higher interest rates,
and declining real estate prices. Under the downside
scenario, ECL estimates lifetime expected loss recognition
for assets experiencing significant increases in credit risk.
Based on these forward-looking loss projections, the
bank assesses the impact on capital adequacy ratios and
identifies potential capital shortfalls under stress. This
not only improves banks’ resilience and capital planning
by requiring lifetime expected loss recognition for assets
experiencing significant increases in credit risk but
also supports in stress testing, ICAAP, and risk appetite
calibration, thereby promoting financial stability and
sustainable growth.

As a result, the bank proactively strengthens its capital
planning by retaining higher earnings, limiting dividend
payouts, and moderating growth in high-risk segments.
The stress test outcomes also help the bank recalibrate
its risk appetite and sectoral exposure limits, ensuring
sufficient capital buffers to absorb losses during economic
downturns. This forward-looking approach enhances
the bank’s resilience and supports informed decision-
making well before actual losses materialize. This is how
forward-looking loss estimates support more effective
capital planning, ICAAP, and stress testing and thereby
Banks gain better visibility of potential losses under
adverse scenarios, improving resilience and risk appetite
calibration.

5.5. Resilient to macro-economic shocks

Incorporating forward-looking macroeconomic scenarios
allows banks to evaluate how changes in key economic
variables such as GDP growth, inflation, interest rates, or
sector-specific shocks can affect borrowers’ repayment
capacity and overall credit quality. For example, a bank
develops baseline, optimistic, and downside scenarios
for ECL estimation. Under the downside scenario, GDP
growth slows significantly, inflation rises, and interest
rates increase. As a result, PDs increase for interest-
sensitive segments while LGDs rise due to declining
collateral values. The bank observes a sharp increase in
portfolio-level ECL, even though current defaults remain
low. This forward-looking assessment improves the bank’s
sensitivity to economic cycles and systemic risk, enabling
timely actions such as tightening credit standards,
adjusting pricing, and strengthening capital buffers before
stress materializes.

5.6. Alignment with International Best Practices

Nepal Financial Reporting Standards (NFRS) are converged
with IFRS, and the ECL model prescribed under NFRS is
consistent with IFRS 9. By implementing ECL, Nepalese
banks apply the same impairment methodology used by
banks globally. This alignment of Nepalese system with
international financial reporting standards not only helps
in improved comparability with regional and global banks
but also enhances credibility of Nepali banks in cross-
border transactions and funding.

6. Operational Challenges and Mitigation Measures

There are some operational challenges for effective ECL
implementation which are listed below.

6.1. Data Availability and Quality Issues

ECL implementation under NFRS 9 in Nepal is constrained
by limited availability and quality of historical data. Many
banks lack long-term, granular default and recovery data
covering a full economic cycle, and inconsistencies in past
default definitions further limit data usability. Data quality
challenges such as missing records, weak linkage between
credit and collateral data, and limited recovery tracking
affect PD and LGD estimation. In addition, constraints
in the frequency and length of macroeconomic time
series restrict robust forward-looking modelling. As a
result, banks rely on expert judgment, proxy data, and
conservative overlays, highlighting the need for stronger
data governance and system integration.

6.2. Model Complexity and Interpretability

Model complexity and interpretability pose a key challenge
in ECL implementation under NFRS 9, as banks must
balance statistical sophistication with transparency and
regulatory explainability. Advanced models incorporating
multiple risk drivers, macroeconomic scenarios, and non-
linear relationships can improve predictive accuracy but
are often difficult to interpret and validate. This makes
it challenging for management, auditors, and regulators
to clearly understand how changes in assumptions
or economic conditions affect ECL outcomes. Limited
interpretability also weakens governance, increases
reliance on expert judgment and overlays, and raises
model risk, particularly where documentation and
internal expertise are constrained.

6.3. Staff Capacity and Training
Staff capacity and training are critical challenges in ECL
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implementation under NFRS 9 in Nepal. Many banks face
a shortage of personnel with specialized skills in credit
risk modeling, statistical forecasting, and accounting
standards. Limited experience with sophisticated PD,
LGD, and EAD models, as well as scenario-based forward-
looking estimation, makes it difficult to develop, validate,
and maintain ECLmodelsinternally. Inaddition, insufficient
training on regulatory requirements, system usage,
and data governance leads to inconsistent application
of methodologies and reliance on expert judgment.
Addressing these gaps requires targeted capacity-building
programs, continuous skill development, and knowledge
transfer to ensure accurate, reliable, and compliant ECL
estimation.

6.4. Mitigation Strategies and Best Practices

ECL implementation in Nepal faces several challenges,
including limited historical and granular credit data, weak
data quality, complexand less interpretable models, legacy
IT systems, and limited staff expertise in risk modeling
and NFRS 9. These issues can affect accurate PD, LGD, and
EAD estimation and timely reporting. To mitigate these
challenges, banks should strengthen data governance and
historical data collection, integrate risk, finance, and core
banking systems, and automate ECL calculations. Models
should balance predictive power with transparency,
supported by thorough documentation, validation,
and conservative management overlays. Additionally,
targeted staff training, knowledge transfer, and external
expertise can build capacity, while a robust governance
framework with clear roles, independent validation,
and audit oversight ensures regulatory compliance and
reliable ECL estimation.

7. Conclusion and Way Forward

The implementation of Expected Credit Loss (ECL)
under NFRS 9 represents a significant advancement in
strengthening credit risk management by introducing
a forward-looking, risk-sensitive, and data-driven
approach to loss recognition. By integrating Probability
of Default, Loss Given Default, and Exposure at Default
with macroeconomic scenarios, ECL enhances early
identification of credit deterioration, enhances portfolio-
level risk assessment, integrates macroeconomic
conditions into credit decisions, and promotes stronger
governance and risk culture. Though challenges related
to data, systems, model complexity, and staff capacity
persist, these can be effectively addressed through
strong governance, continuous capacity building,
improved data infrastructure and prudent use of expert
judgment. Overall, effective ECL implementation not only
ensures regulatory compliance but also promotes sound
risk management practices, resilience, and long-term
sustainability of the banking sector.

Going forward, banks should focus on further
strengthening ECL frameworks by enhancing data
quality, expanding historical datasets, and improving
system integration to support automation and scalability.
Continuous refinement of PD, LGD and EAD model, regular
validation, and increased use of institution-specific risk
parameters will improve accuracy and reduce reliance
on conservative overlays over time. Capacity building
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through targeted training and knowledge transfer should
be prioritized to develop in-house expertise in credit
risk modeling and scenario analysis. In parallel, closer
coordination with regulators, auditors, and industry
peers will support consistent interpretation of NFRS 9
requirements. By embedding ECL insights into day-to-
day credit decision-making, portfolio management, and
capital planning, banks can move beyond compliance
toward more proactive, resilient, and forward-looking
credit risk management.

Reference
Vasicek Model

The Vasicek model is widely used in credit risk modeling,
especially for assessing the Probability of Default (PD) and
loss distributions of loan portfolios. One key feature of
this model is its ability to capture systematic risk through
a market factor. This is crucial in credit portfolio modeling,
as it considers how macroeconomic or market-wide
conditions impact the default probability of loans.

Vasicek Model Overview:

The Vasicek model assumes that the default of a loan is
influenced by both:

Idiosyncratic Risk (firm-specific factors): Represents
borrower-specific risk, uncorrelated with other firms.

Systematic  Risk  (market factors):  Represents
macroeconomic conditions that affect all borrowers in
the portfolio.

Key Assumptions:
Defaults occur when a borrower's asset value falls below a
threshold (similar to Merton's model of default).

Asset values follow a standard normal distribution and are
driven by both firm-specific factors and a common market
factor.

The default probability is influenced by how closely the
borrower’s asset value correlates with the systematic
market factor.

Vasicek Model Formula for Probability of Default (PD):
The Vasicek model is typically expressed as:

where:

PD(t) = The conditional probability of default at time t.

@ = The cumulative distribution function (CDF) of the
standard normal distribution.

®-1 =The inverse of the cumulative distribution function
(also known as the quantile function of the standard
normal distribution).

PDO = The initial or long-term average probability of
default for the borrower (unconditional PD).

p = The asset correlation factor, which reflects the
correlation between the borrower's asset value and the
systemic risk factor (or macroeconomic risk factor).

M= The macroeconomic factor that affects all borrowers
(systemic risk).

= The adjustment for idiosyncratic risk (risk specific to
the individual borrower that is uncorrelated with systemic
risk).
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- Nepalese Banking Industry: Overview

of Rastriya Banijya Bank Ltd.
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Risk management is all about preparing for the
unexpected. It is a systematic process of identifying,
analyzing, and controlling potential threats to your
organization, project, or your own life. In general, risk
management lies between certainty and upcoming
uncertainty. The term risk is associated with all day-to-
day transactions and actions for the productivity of an
outcome. Risk management is part of internal governance
involving all areas of financial institutions. There is a strong
link between good corporate governance and sound risk
management. Without proper risk management, the
various functions in a financial institution cannot work
together to achieve the institution's objectives. It is an
essential part of helping financial institutions grow and
promote sustainability and resilience.

According to the commercial dictionary, "Risk means
the uncertainty that assets will earn an expected rate of
return or that a loss may occur." In other words, it is the
probability that the outcome of an action or event could
result in adverse impacts. These outcomes could either
result in a direct loss of earnings or capital, or may result
in imposing constraints on the bank's ability to meet its
business objectives. The term risk management is defined
as a set of services, rather than a specific product, aimed
at controlling financial risks, including credit risks and
interest rate risks, through hedging devices, financial
features, and interest rate caps or otherwise. The aim
could be controlling corporate funding costs, budgeting
interest rate expenses, and limiting exposure to interest
rate fluctuations, etc. The main aim of risk management is
to optimize the risk-reward trade-off.

Introduction & Definition

The risk management department is working to manage
the related risks of overall banking in Rastriya Banijya Bank
Ltd. Banking risk is categorized into the following areas:
operational risk, credit risk, market risk, and liquidity risk,
etc. In the Nepalese banking industry, operational risk
is defined as the risk of loss resulting from inadequate
or failed internal processes, people, systems, or from
external events, as adopted by Nepal Rastra Bank (NRB)
in line with Basel IlI/Ill. Operational risk management
is essential for maintaining the financial stability and
performance of commercial banks. Operational risk is
related to the people, processes, and systems of the bank.
Operational risk event types having the potential to result
in substantial losses include:

= Internal fraud
= External fraud
= losses associated with employment practices and
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workplace safety

= Losses associated with clients, products, and business
practices

= Damage to physical assets

= Business disruption and system failure, and
losses related to execution, delivery, and process
management

Operational Risk Strategy, Risk Appetite & Risk Tolerance

Strategy means a plan of action designed to achieve a
long-term or overall aim. It is the planned course of action
adopted by an organization to achieve its goal effectively
and sustainably. In the risk management context, strategy
is the systematic approach adopted to identify, assess,
control, and monitor risk in order to protect organizational
objectives. Operational risks rated at a high level require
mitigation unless the risk is accepted by the RMC, for
which a clear rationale is provided.

Risks are carefully analyzed in all the bank's operational
activities to ensure that the benefit of the risk control
measures exceeds the cost of these measures. Information
technology (IT) risks cover both daily operation and
ongoing enhancements to the bank's IT system. There
are some points for risk appetite tested in the field of
banking in Nepal: Risk Management Committee (RMC),
cost control, information technology system, fraud and
corruption, financial crime, physical security, compliance,
information management, and business disruption.

To control its operational risk exposure and vulnerabilities,

the bank shall set the tolerance threshold based on

operational risk appetite enablers. The bank shall

gradually introduce KRIs and RCSA modules for the

effective management of operational risk.

Requirement for Effective Management of Operational

Risk

There are following points for the effective management

of operational risk in the Nepalese banking sector:

= |dentification and assessment of the operational risk
inherent in all material products, activities, processes,
and systems

= Effective governance for the decision-making process
=  Risk appetite strategy
= A documented and effective organizational structure

= Availability of adequate and effective human and
technical resources

= Effective reporting system

=  Contingency planning for addressing failures due to
operational risk

* Deputy Manager, Rastriya Banijya Bank



(Aligned with NRB Risk Management Guidelines, unified
directives, Basel Principles, and Risk Management Policy
2025 of RBBL)

Role of Various Parties in
Management in the Bank

Operational Risk

The ultimate responsibility of operational risk
management rests with the Board of Directors of the Bank,
Senior Management, the Risk Management Committee,
and the Risk Management Department. The operational
risk management follows the three lines of defense
model, where the board provides oversight, management
ensures implementation, business units own operational
risk, the risk management and compliance function
monitors and controls risk, and internal audit provides
independent assurance.

Role of Board of Directors: The bank's board of directors
is the main body for approving and periodically reviewing
the policy of the bank. It is responsible for the effective
management of operational risk, appetite and tolerance
for operational risk, establishing a management structure
capable of implementing the bank's operational risk
management framework, and establishing the reporting
system of operational risk management.

Role of Senior Management: The senior management
is responsible for implementation. This includes the
implementation and maintenance of a management
information system and other systems to identify,
measure, monitor, and control the operational risk of the
bank. They establish internal control over the operational
risk management process.

Role of Risk Management Committee: There is a
4-member Risk Management Committee in the bank. This
Risk Management Committee is led by one of the board of
directors (Coordinator). The three remaining members are
one of the directors, the department chief of the Banking
Operation Department, and the member secretary is the
department chief of the risk management department.
They are mainly responsible for recommending any
changes in operational risk policies to the board and
implementing tasks delegated by the board. They also
implement the operational risk management framework
for the bank, review the profile of operational risk, review
expressions of risk appetite within overall parameters,
and reinforce a healthy risk culture of the bank.

Role of Risk Management Department: The risk
management departmentis an independent department
ofthe bank whichis structured underthe Board-Level Risk
Management Committee. The department is responsible
for the identification, monitoring, and mitigating
activities of operational risk. It ensures monitoring and
review of the RCSA, KRIs, and maintenance of the internal
loss database. It develops operational risk measurement
templates and ensures compliance of operational
risk reporting activities. It communicates with key
stakeholders regarding the operational risk profile of
the bank. The Risk Management Department is regarded
as an independent department functioning under the
Board-Level Risk Management Committee, with the
Department Chief and respective wings performing the
accountable tasks to meet the respective objectives. The
detailed organization structure of the Risk Management
Department is presented below:
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BOARD OF DIRECTORS
CHIEF EXECUTIVE OFFICER

RISK MANAGEMENT COMMITTEE
OF THE BOARD

CHIEF RISK OFFICER/HEAD OF
RISK MANAGEMENT
DEPARTMENT

RISK MANAGEMENT
DEPARTMENT

CREDIT RISK LIQUIDITY AND OPERATIONAL STRESS INTERNAL
MANAGEMENT MARKET RISK AND RES[DUAL TESTING, ICAAP ADMINISTRATION
SECTION MANAGEMENT RISK AND CAPITAL SECTION
SECTION MANAGEMENT MANAGEMENT
SECTION SECTION

Process of Risk Management

Risk management is the process, a structured approach
used by organizations (specially banks and financial
institutions) to identify, measure, control, and monitor
the risks that affect their pre-determined objectives. In
this article, we discuss the process of operational risk
management.

1. Identification of Operational Risk: Identification
of operational risk of the bank shall be done by the
first line of defense and second line of defense as
per the provision related to operational risk under
the transaction-based risk mitigation and good
governance guideline issued by Nepal Rastra Bank
to Banks and Financial Institutions, Basel Ill, and the
Risk Management Guideline issued by NRB. Then
reporting and recommendations are submitted to
the RMC, then to the board, and then to the CEO for
execution. The bank identifies risks inherent in all
material products, activities, processes, and systems
through RCSA, KRls, etc.

The operational risk management framework ensures
that a process is in place to identify the operational
risk associated with the bank's business activities.
For operational risk identification purposes, the
bank considers both internal and external factors. It
identifies operational risk with the help of tools like
internal loss data reporting and key risk indicators
(KRIs). Examples include accounts opened with
pending documents/KYC norms, the average number
of teller transactions per day, blocked/frozen
accounts, KYC not updated, system downtime, and
user IDs without updated passwords, etc. The bank
shall conduct a comprehensive Risk and Control Self-
Assessment (RCSA) at the Branch/Department level
periodically. The bank identifies operational risk with
the help of the following tools: Internal loss data
reporting, Key Risk Indicators (KRIs), and Risk and
Control Self-Assessment (RCSA).

2. Measurement of Operational Risk: Operational risks
are measured as follows-

Internal loss data reporting: Losses incurred due to
operational risk events are measured by the actual
loss, near miss, and potential loss. Risk causes are
process, people, system, and external events.
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Classification of operational risk losses:
On the basis of Basel Il loss events type | & I

Basel Event Type | Basel Event Type 11 |
ET1 Internal Fraud ET11 |Unauthorised Activity
| ET12 |Theft & Fraud
ET2 External Fraud ET21 |Theft & Fraud
| ET22 |System Security
ET3 Employement Practices & ET31 |Employee Relations
Workplace Safety ET32 |Environmental Safety
| E T33 |Diversity & Discrimination
ET4 Clients Products ET41  |Suitability, Disclosure & Fiduciary
Business Practices ET42 |Improper Business or Market Practices
E T43  |Product Flaws | |
ET44 |Selection, Sponsorship & Exposure
E T45 |Advisory Activities |
ET5 Damage to Physical Assets ET51 |Disaster and other events
ET6 Business Disruptuion and ET61 [Syestem
System Failure |
ET7 Execution Delivery and ET71 |Transaction capture , Execution & Mintenance
Process Management ET72 |Monitoring & Reporting |
ET73 |Customer intake & Documentation
ET74  |Customer/Client account Management
ET75 |Trade-Counter Parties
ET76 [Vendors & Suppliers

(Sources: Basel Principles & Risk Management Policy 2025 of RBBL)
On the basis of business line

Level 1 | Level 2 | Activitry Groups |
Corporate Finance Corporate Finance Merger & Acquisition,
Municipal/Government Financq Underwriting, Privatisation,
Merchant Banking securitisation,research, debt (Government, high yield), equity,
Advisory Service Syndication, Initial Public Offering, Secondary Private Placements
Trading & Sales Sales | Fixed Income, Equity, Foreign Exchanges, Commodities, Credit,
Market-Making Funding, Own Position Securities,
Proprietary Positions Lending & repos, brokerage, debt,
Treasurty | Prime Brokerage | |
Retail Banking Retail Banking Retail lending and deposits, Banking services,
| trust and estates | | |
Private Banking Private lending & Deposits, Banking Services
Trust and estates,
Investment Advices
Card Services Merchant / Commercial / Corporate
| Cards, Private Lebels and retail
Commercial Banking Commercial Banking Project Finance, real estate, Export finance
trade finance, factoring, leasing, lending, guarantees,
bills of exchange
Payment and Settlement |External Clients Payment and Collectios, Funds trabsefer
Clearing and Settlement
Agency Services Custody Escrow,depository receipts,securities lending(Customers)
Corporate actions
Corporate Agency Issuer and paying agents
Corporate Trust

(Sources: Basel Principles & Risk Management Policy 2025 of RBBL)
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Key Risk Indicators (KRIs): After entering KRI data, the
KRIs are classified into three categories: Red, Amber, and
Green. Red means the bank is exposed to significant risk.
Amber means the bank may be exposed to potentially
significant risk, and Green means the bank's KRl is normal.

Risk & Control Self-Assessment (RCSA): RCSA of
branches/departments shall be conducted at least on
an annual basis. Risk assessment shall be conducted by
evaluating the potential impact and likelihood of each
identified inherent risk of the branch/department's major
processes.

3. Operational Risk Reporting & Controlling: Operational
risk reports shall contain internal financial,
operational, and compliance indicators as well
as external market or environmental information
about events and conditions that are relevant to
decision making. As per the risk management policy
of RBBL, the following operational risk reports shall
be generated: Operational Risk Appetite Monitoring
Report (RM-16), Internal Loss Data Matrix (RM-17
& 18), Internal Loss Data Detailed Report (RM-19),
Internal Loss Data Exceptional Report (RM-20), KRls
Detailed Report (RM-21), KRIs Monthly Exceptional
Report (RM-22), Final KRIs Score Report (RM-23),
Final RCSA Score Report (RM-24).

4. Operational Risk Monitoring: The operational risk
monitoring function lies with the operational risk
management section of the risk management
department. Key mechanisms are a healthy reporting
mechanism, regular monitoring activities, promptly
detecting and addressing issues, identifying key
risk indicators, establishing an effective monitoring
process, and KRIs reporting on a monthly basis. All
reporting is based on RMC policy 25 as monitored by
the Risk Management Department.

Stress Testing on Operational Risk in the Bank

Stress testing is a key risk management tool used by
banks and financial institutions to evaluate how their
financial position would perform under adverse but
plausible scenarios. Operational risk shocks determine
the resilience of a bank towards huge operational losses
resulting from fraud, cybercrime, natural disaster, or
adverse court decisions on pending litigation. Reports are
prepared based on Risk Management Form-5.

Stress testing helps to find or cover the situation of
IT failure, cyber risk, and governance breakdown.
The operational risk monitoring function lies with
the operational risk management section of the Risk
Management Department.

Contingency Planning

Contingency planning is a key part of risk management.
It is the process of identifying potential disruptive events
and developing a backup plan to respond effectively when
those events happen. It refers to the set of predefined
processes, actions, and measures to be taken in case a
significant operational risk materializes, to enable the
bank to face emergency situations. For a bank, operational
risk involves developing comprehensive strategies
and procedures to mitigate the impact of unforeseen
events that could disrupt normal business operations.
Contingency plans are part of the risk response and
mitigation process, ensuring that when risks materialize,
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there are predefined actions to manage and contain
losses. Key Components:

= Risk Identification and Assessment

= Business Impact Analysis (BIA)

=  Contingency Planning Framework

= Risk Mitigation Strategies and Periodic Review

= Business Continuity and Disaster Recovery Plans
= Vendor and Third-Party Risk Management

= Testing and Drilling, and Senior Analysis
Conclusion

Operational risk is the risk of losses caused by flawed or
failed processes, policies, systems, or events that disrupt
business operations. Operational Risk Management
(ORM) is a structured approach to identifying, assessing,
and controlling potential threats that arise from
routine operations. ORM helps businesses safeguard
performance, maintain compliance, and protect their
reputation. It is essential for resilience, efficiency, and
long-term competitive advantage in today's complex
risk landscape. The term risk management is defined as
a set of services, rather than a specific product, aimed
at controlling financial risks, including credit risks and
interest rate risks, through hedging devices, financial
features, and interest rate caps or otherwise. The aim
could be controlling corporate funding costs, budgeting
interest rate expenses, and limiting exposure to interest
rate fluctuations, etc. The main aim of risk management is
to optimize the risk-reward trade-off.

Banking risk is categorized into the following areas:
operational risk, credit risk, market risk, and liquidity risk,
etc. In the Nepalese banking industry, operational risk is
defined as the risk of loss resulting from inadequate or
failedinternal processes, people, systems, or from external
events, as adopted by Nepal Rastra Bank (NRB) in line
with Basel II/11l. Operational risk management is essential
for maintaining the financial stability and performance
of commercial banks. Operational risk is related to the
people, processes, and systems of the bank. It is the
process of identifying, measuring, reporting/controlling,
and mitigating the operational risk of the bank.

Major operational risk areas at RBBL include: key
operational risk exposures such as a high volume of
manual transactions in branch operations, human error
due to skills gaps and staff rotation, IT and cybersecurity
risk with growing digital banking services, fraud risk,
particularly in credit operations and cash handling,
compliance and legal risk due to regulatory changes, etc.
Thus, Rastriya Banijya Bank Ltd. should introduce and
execute operational risk control mechanisms like internal
loss data reporting, ORMS, KRIs, and Risk and Control Self-
Assessment (RCSA), etc. Furthermore, we have to focus
on regulation and supervision in every single working task
and reporting from the branch level as well.
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Dollar Dominance and Rupee
Realities: A Macroeconomic
Perspective

Background

Exchange rate movements are a concern and basic
dimension in open economy macroeconomics because
they directly influence inflation, trade competitiveness,
capitalflows, and financial stability. The recentappreciation
of the US dollar with the depreciation of emerging market
currencies like INR or NPR reflects deep structural and
cyclical forces operating in the global monetary system.
Eichengreen & Gupta (2015) suggest that exchange rate
dynamics in emerging economies are shaped largely by
the global financial situation rather than pure domestic
fundamentals. So emerging market currencies tend to
depreciate significantly when the US monetary policy
tightens despite of domestic macroeconomic indicators
being stable or strong (Bruno & Shin, 2015).

In recent times, the dollar prices have been breaking
records every other day. There has been persistent
upward trend over a longer period of time, which means
that the value of the Nepalese rupee has gradually been
weaker all the time. It has to be acknowledged that this
consequence is not an outcome of a single event but
rather the consequence of the entire structural features
of the economy. Nepal, being a small import dependent
economy and a remittance driven economy, has higher
exposure to the American dollar. The rise and fall of
the USD exchange rate directly impacts households in
one way or the other as it directly influences inflation,
trade balance, public debt, foreign reserves, and overall
economic stability in the context of Nepal. Nepal's
currency is pegged to the Indian rupee in an effective
manner and therefore the fluctuations in USD/INR gets a
direct impact on the USD/NPR relation.

Source: Trading Economics

This historical price that Central Bank's database holds
dates back to 1965/66 when the exchange rate of 1 USD
was 7.68, which has reached a height to approx. 145 at
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present. So, certainly there has been a drastic rise in the
whole set of prices of Dollar.

Causes

Since Nepalese currency (NPR) is pegged to the Indian
rupee, it is important to look into the Indian economy
for linking up Dollar price. With a strong GDP growth
rate seen in the second quarter of 2025, worth 8.2%, the
Indian economy seems to be growing. Inflation also seems
to be on a moderate level, around 4-5% in the year 2025.
Still, INR has gone drastically weak. USD-INR diminishing
to around 90 is the weakest and record-breaking figure. At
one end, trade deficits and increasing dollar demand is on
the rise as Indian merchandise import bills have surged,
pushing trade deficit to appear higher, and in other aspect,
foreign capital inflows turned out to be weak. Equity
investors in India have pulled around $17 billion from
Indian markets. There is also a belief that a higher import
level is creating a wider current account deficit and soft
capital flows, ultimately bringing an imbalance of USD
supply and demand in the Indian picture. However, there
is no single factor for this enhanced level of fluctuations.
The following aspects justify the reasons for the increased
dollar price and the diminished INR and NPR:

=  Tight US Monetary Policy: The US Federal Reserve has
been maintaining high policy interest rates recently in
order to control inflation. This increased yields on US
Treasury securities in a direct manner. Higher return
on dollar-dominated assets managed to attract global
capital flows towards America, and this strengthened
the dollar against most of currencies, including INR
and NPR. International Finance Theory also justifies
that when capital moves towards currencies offering
higher risk-adjusted returns, it leads to appreciation
of the American Dollar.

= Differential Rate being unfavorable: Rate of interest in
Nepal and India is significantly lower in comparison
to those in the United States. This makes foreign
investors realize that holding assets denominated by
INR or NPR is less profitable, causing capital outflows
or reduced inflows. And, it directly puts downward
pressure on our currencies. The uncovered interest
parity condition clearly explains that currencies with
lower interest rates tend to depreciate over time.

= Current Account Deficit of India: There is a huge deficit
in the current account of India, signaling a widened
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trade deficit. India has been consistently importing
more than exporting - basically items like crude oil,
gold, and capital goods. These items are all priced
in US dollars. A higher import bill increases demand
for dollars in the foreign exchange market, ultimately
weakening INR. A regular current account deficit
directly hits the long-term structural pressure of the
currency. And the impact of INR has a direct reflection
on our NPR.

Foreign Portfolio Investment Outflows from India:
Foreign Portfolio Investment (FPl) means those short-
term investments made by foreign investors in the
country's equity and debt markets. Unlike FDI, FPIs
are highly liquid and sensitive to global financial
conditions in reality. Because of global uncertainty
and rising US bond yields and sentiment from risk-
averse investors, there are significant FPI outflows
from the Indian market. So, when foreign investors
sell Indian assets, they convert INR into USD,
increasing dollar demand and weakening the INR's
value. Higher returns in the United States, Global
'Risk-Off' sentiment, concerns in regarding equity
market valuation have all contributed to the outflow
of FPIs from India.

RBI's Float Policy: India has been adopting floating
exchange rate system, which means that the
exchange rate is largely determined by market forces.
Reserve Bank of India (RBI) makes an intervention
only to curb excess volatility rather than maintaining
a fixed value of the rupee. The concern of the RBI
is to look into price stability, financial stability, and
maintenance of adequate foreign exchange reserves
rather than targeting on specific INR-USD rate. RBI
has been concerned about allowing gradual rupee
depreciation for supporting export competitiveness
and for absorbing external shocks, and this policy
chose to control the persistent weakening of INR,
which gets transmitted to NPR.

Market speculation and fear of further depreciation:
It refers to a situation where individuals, firms, or
investors buy or hold foreign currency based on
expectations that the domestic currency will weaken
further in the future. Instead of purchasing foreign
exchange to meet immediate trade or payment
needs, they do so to protect against anticipated
losses or to profit from expected exchange rate
movements. In this way, exchange rates are largely
influenced not just by current demand and supply
but also by expectations about the future. Since
there is increased expectation in regarding future
depreciation of lead importers, investors, or traders
to front-load dollar purchase or for holding dollars for
a longer time, the depreciation obtained space. This
form of speculative demand increases short-term
pressure on local currencies. Even behavioral finance
justifies that exchange rate expectations can become
self-fulfilling in the shorter run time period.

Demand for Safe Haven: At time when there are
geopolitical tensions, a slowing global growth rate,
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or financial uncertainty, investors naturally seek
spaces in safe haven to store up their assets, like the
of US dollar. During such a state, investors intend to
reduce exposure to risky assets like emerging market
stocks or bonds and currencies. The US Dollar turns
out to be a safe haven during such time because the
US has the largest and most liquid financial markets,
its treasury securities are regarded as almost risk-
free and dollar-dominated patterns. Obviously, US
Treasury securities are regarded nearly risk-free for
investment and during global uncertainty, demand
for USD rises sharply.

Long-term Structural Weaknesses: The Reason for
being privileged with peg is the outcome of structural
weaknesses. Aspects like high dependence on
imported energy, limited export competitiveness,
chronic current set of account deficit make India to
demand more USD than its supplies even during the
growth phase of India. These factors generate import
dependence and limited export competitiveness and
reliance upon remittances, creating persistent foreign
exchange pressure in India and Nepal. This results in a
gradual depreciation of INR and NPR over the period
of time.

Macro Economic Impacts

The rising US dollar and weakening Indian Currency (INR)
directly influence the pegged Nepali currency (NPR). Even
though remittances and reserves seem to be improving
because of the rising dollar price in the short run, there
then lie higher import costs, inflation, debt servicing,

and project-based expenses

imposing longer-term

macroeconomic aspects and its fiscal stress. Considering
these all, the major notable impacts that would be directly
seen are:

Increase in Import Cost: When the value of INR or NPR
depreciates against USD, everything that is imported,
their prices will go high. Fuels, machinery, medicine,
electronics, fertilizers, and garments will turn out to
be more expensive in local currency. This also leads to
imported inflation pushing up the overall price level
even when domestic demand remains stable. For a
country like Nepal, which is largely import-based, and
large share of consumption and production has its
effect in a direct manner.

Deteriorating Trade Balance: Depreciation of local
currency increases the import bills immediately, and
while exports respond slowly because of structural
rigidities, import bills increase rapidly. This will lead to
short term deterioration of the trade balance, which
is also known as the J-curve effect. Nepal's narrow
export base clearly means depreciation does not
significantly boost export, but it could raise import
payments sharply, worsening the trade-based deficit.

External Debt Burden: Through a weaker currency, the
local currency value of foreign debt (both principal
and interest) would rise. Nepal has been making
use of external debt at a wider level, which is mostly
denominated in USD. This becomes expensive for
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repaying in NPR-based terms, and through increasing
fiscal pressure, budgetary space for development
spending would also increase. Debt taken in dollar
has to be paid back in dollars themselves, and when
the value price of the dollar rises, automatically the
overall burden of external debt will rise.

= Inflationary Pressure and Monetary Policy Constraints:
Through higher import prices, inflation will
automatically rise. This will compel the Central Bank
to tighten their monetary conditions even during the
time of economic slowdowns. Nepal Rastra Bank will
have to tighten its policy to control inflation or ease
credit to support the growth. The intervention of the
Central Bank might hamper different stakeholders
around.

=  Pressure on Stability of BOP: Weak INR or NPR directly
increases the outflow side of the balance of payments,
basically through higher levels of import payments,
foreign debt servicing, and profit repatriation. So,
even if export or remittance inflow remains stable,
foreign exchange requirement rises faster because
of depreciation. BOP in Nepal has remained surplus
because of remittances and not because of export
strength, and hence, currency weakness can bring
exposure to vulnerability to external shocks.

= Increase in cost of Infrastructure and Development
Works: A wide sphere of infrastructure development
- hydropower, roads, airports, transmission lines,
etc depends directly on imported capital goods and
foreign contractors. They are often paid in USD, and
hence when NPR depreciates, the local currency cost
of these projects happens to rise sharply, even if the
cost of USD remains unchanged. Rising dollar price
will bring issues regarding cost overruns, financing
gaps, and delays, forcing the government to either cut
spending or increase their budget.

= Impact on Banking and Financial Sector: Currency
depreciation increases foreign exchange exposure
of banks, basically through forms like trade finance,
letters of credit, or foreign currency denominated
loans. Those borrowers who are in a state with income
in NPR but liabilities in USD will have to face higher
repayment burdens with an increasing risk of non-
performing loans. Banks will also have to experience
pressure on foreign currency liquidity as importers.

=  ReducedPurchasingPower: Depreciation automatically
reduces the real purchasing power of households
because prices of fuel, food, transport, or medicine
increase. This effect can be seen as regressive in
low and middle-income family-based households
who suffer disproportionately as they spend larger
share of income on imported necessities. This higher
living cost can lead to declining real consumption,
nutritional stress, and social dissatisfaction.

= Impact on Long Term Growth: Regular currency
depreciation directly intends to signal deep structural
weakness in aspects like low productivity, weaker
industrial base, and limited export diversification.

So, in theory, depreciations should be able to
improve export competitiveness. However, in Nepal's
case, supply-side constraints prevent this level of
adjustment. Rather, depreciation reinforces the
whole remittance-based import cycle.

= |mpact on Remittance: With all the negativity,
there also lies a positive part because depreciation
increases the NPR value of remittance, helping to
improve household income and foreign exchange
reserve. This benefit would only be a short term for
economic progress as reliance or remittances does
not anyway strengthen productive capacity and can
rather increase import dependence, limiting the
longer-term of benefits.

Zone of Tolerance

In the context of a rising US dollar and a depreciating
INR and NPR, the zone of tolerance means a pragmatic
exchange rate management strategy which lies within an
uncertain global financial environment. This will allow INR
and NPR to adjust gradually to external shocks, and help
to protect macroeconomic and financial stability, letting
to align up with international best practices in central
banking. In modern macroeconomic management,
central banks rarely attempt to defend any form of fixed
exchange rate level. Rather, they operate within the
implicit 'zone of tolerance' itself. According to the IMF,
global factors often dominate domestic fundamentals,
limiting the effectiveness of unilateral exchange rate
defense by emerging economies (IMF, 2019).

India has been following a managed floating exchange
rate regime under which the Reserve Bank of India
does not announce any target value for the rupee. RBI
only looks to intervene to prevent excessive volatility or
disorderly market conditions. Studies also suggest that
RBI tolerates gradual rupee depreciation that gets driven
by fundamental elements like capital flow volatility, trade
deficit, and global dollar strength (RBI, 2023). So, as
long as inflation remains manageable, foreign exchange
reserves are adequate, and financial stability is preserved,
rupee depreciation is considered within the RBI's zone of
tolerance.

Nepal's situation, on the other hand, is structurally
different because of its fixed exchange rate peg with
the Indian Rupee. And, Nepal Rastra Bank does not
possess any independent exchange rate policy against
the US dollar. Instead, NPR works to inherit exchange
rate movements of INR, and when the RBI allows INR to
depreciate, NPR automatically depreciates against USD.
Defending currency beyond its sustainable range can
also rapidly deplete foreign exchange reserves and invite
speculative attacks, as stated in classic models of currency
crises (Krugman, 1979). Apart, excessive intervention, can
also distort domestic monetary conditions, amplifying the
financial sector's risk (BIS, 2021).

Conclusion

This depreciation of the Indian Rupee and Nepalese
Rupee amid a rising US dollar is neither an isolated nor
an abnormal process. Studies have often demonstrated

226



that emerging market currencies are highly sensitive to
global financial cycles, basically those who are driven
by US monetary policy and shifts in global risk appetite
(Rey, 2015). In such a situation, domestic policy measures
alone are insufficient to fully counter external pressures
without incurring any high economic costs. Allowing
currency movements within the zone of tolerance directly
intends to represent a rational and theoretically grounded
response. So, academic models of balance of payment
crises directly illustrate a rigid level of defensive pattern,
speculative attacks, and accelerating reverse losses.

This depreciation for India has been supported by
export competitiveness and while preserving monetary
autonomy, at the time of avoiding abrupt financial
disruption. So, for Nepal, whose currency is directly tied
up with INR, depreciation against USD is more exogenous
but would remain tolerable as long as remittance inflows,
reserve buffers, and inflationary trend remains stable.
This experience of INR and NPR depreciation brings to
light a lesson from open economy macroeconomics,
showing how exchange rate flexibility would not be
any substitute for structural transformation. It further
operates within the zone of tolerance, helping to manage
short-term volatility and external shocks, and sustainable
macroeconomic stability there. Currency depreciation
should rather be viewed not just as a policy failure but
as a single highlighting economic constraints and should
be rather addressed through long term developmental
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strategies.
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The Alarming Reality of Nepal's Trade
Deficit and the Roadmap to Recovery

&5

Background

Nepalese external sector is characterized by a persistent
and widening trade deficit driven by structurally weak
domestic production, high import dependence and
limited export diversification. Over recent fiscal years,
imports have consistently and significantly outpaced
exports, reflecting a consumption-led growth pattern
underpinned by remittance inflows but unsupported
by industrial capacity, agricultural modernization,
or effective implementation of trade and industrial
strategies. The country’s landlocked geography, slow
pace of industrial development, and inadequate focus on
value-added and priority export sectors identified under
NTIS have further constrained export performance. As a
result, the trade gap has remained large and economically
burdensome, underscoring the urgency of policy reforms
aimed at strengthening productive sectors, enhancing
competitiveness, and strategically managing imports.

Trends in Nepal’s Foreign Trade

Nepal’s trade landscape is defined by a chronic and
widening gap: the value of goods entering the country
consistently dwarfs the value of those leaving it. This
persistent trade deficit is not merely a statistical trend but
a long-standing structural imbalance. As imports continue
to outpace exports, the nation remains locked in a cycle of
high consumption and low domestic production, placing
sustained pressure on the national economy.

In this context, an analysis of foreign trade data over the
past six fiscal years highlights a concerning trend in Nepal’s
trade deficit. The following table illustrates the patterns
of exports, imports, and the resulting trade deficit from
fiscal year 2076/77 to fiscal year 2081/82.

Amount (Rs. in Billion)
Fiscal Year

Exports | Imports | Trade Deficit
2076/77 97.71 1,196.80 |1,099.09
2077/78 141.12 |1,539.84 | 1,398.72
2078/79 200.03 |1,920.45 |1,720.42
2079/80 157.14 |1,611.73 |1,454.59
2080/81 152.38 |1,592.99 | 1,440.60
2081/82 277.03 |1,804.12 |1,527.09

Source: Nepal Rastra Bank

The trend in foreign trade from fiscal year 2076/77 to fiscal
year 2081/82 is clearly illustrated in the accompanying
line chart.
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Nepal's foreign trade has experienced a consistently
widening gap over the past several years, characterized
by a structural reliance on imports that far exceeds export
growth. Based on the data from FY 2076/77 to 2081/82,
the nation reached its highest recorded trade deficit in
fiscal year 2078/79, with the gap peaking at Rs.1,720.42
billion. For the most recent full fiscal year, 2081/82, the
trade deficit was recorded at Rs.1,527.09 billion, marking
a notable imbalance despite a significant surge in export
volumes to Rs.277.03 billion during the same period. This
trend underscores a persistent cycle of high consumption
and low domestic production, maintaining substantial
pressure on the national economy.

Foreign Trade of Nepal in the first five months of FY
2082/83

According to data from the Department of Customs,
Nepal's foreign trade sector demonstrated significant
expansion by the end of Mangsir 2082, with total foreign
trade reaching Rs. 882.70billion, a 20.07% increase
compared to the same period in the previous year. This
growth was driven by a substantial rise in both imports
and exports. Imports grew by 15.83%to reach Rs. 766.19
billion, while exports saw a remarkable surge of 58.17%,
climbing to Rs.116.51 billion. Despite the encouraging
growth in outgoing shipments, the sheer volume of
imports continues to weigh heavily on the balance of
trade, leading to a trade deficit of Rs. 649.68 billion-a
10.52% increase from the Rs. 587.83 billion recorded at
the end of Mangsir 2081.

However, a closer look at the trade indicators reveals a
positive shift in the structural composition of Nepal's
trade. The export-to-import ratio improved significantly,
dropping from 8.98 to 6.58, indicating that for every rupee
earned through exports, Nepal is now spending less on
imports compared to the previous year. Furthermore, the
share of exports in total foreign trade rose from 10.02% to
13.20%. While the trade deficit remains high in absolute
terms, these figures suggest a burgeoning export capacity
and a gradual improvement in the country's trade

* Deputy Manager, Rastriya Banijya Bank



resilience, as the growth rate of exports far outpaces that
of imports.

. Mangsir Magsir | Change
Trade Indicators End 2081 | End 2082 (%)
Imports (Rs.in
billion) 661.49 | 766.19 15.83
Exports (Rs.in
billion) 73.66 | 116.51 58.17
Trade Deficit (Rs.
in billion) 587.83 | 649.68 10.52
Total Foreign
Trade (Rs.in
billion) 735.15 | 882.70 20.07
Imports/Exports
Ratio 8.98 6.58 (26.77)
Exports Share to
Total Trade (%) 10.02 13.20 31.73
Imports Share to
Total Trade (%) 89.98 86.80 (3.53)

Source: Department of Customs
The following bar graph presents a comparison of foreign
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trade indicators—merchandise exports, merchandise
imports, and the trade deficit—for the first five months
of the current fiscal year and the corresponding period of
the previous fiscal year, i.e., Mangsir-End 2082 compared
with Mangsir-End 2081.
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The following table shows the top ten merchandise
exports and imports for the first five months of the current
fiscal year 2082/83, i.e., up to Mangsir End 2082.

Amount Amount
Rank Exports Imports
(In Billion) (in Billion)
1 Soya-bean oil and fractions 46.56 Crude soya-bean oil 46.97
2 Big Cardamon (Alaichi) 5.53 Diesel 45.61
3 Carpets and other textiles 4.13 Petrol 27.33
4 Sunflower-seed and oil 3.74 Liquidified Petroleum Gas (LPG) 22.39
5 Jute Goods 2.73 Ferrous products 21.85
6 Other Industrial Felt 2.58 Smartphones 19.14
7 Palm Oil 2.51 Diammonium phosphate 19.07
8 Polyester Yarn 2.09 Gold 15.72
9 Readymade Garments 1.89 Fertilizer Grade 12.30
10 Tea 1.87 Flat/hot-rolled iron/steel in coils 11.64

Nepal’s export portfolio is increasingly defined by
agricultural and textile-based commodities, with
processed edible oils emerging as the primary driver of
outbound trade. Beyond these oils, the nation continues
to rely on traditional high-value products such as large
cardamom, handcrafted carpets, and various jute goods
to maintain its presence in the international market.
Industrial components like polyester yarn and felt,
along with ready-made garments and tea, round out the
top export list, reflecting a mix of agro-processing and
manufacturing efforts aimed at narrowing the trade gap.

On the import side, the economy remains heavily
dependent on essential energy and industrial raw
materials. Fuel products, including diesel, petrol, and
liqguefied petroleum gas, dominate the country's spending,
underscoring a deep reliance on imported energy to
meet domestic and industrial needs. Additionally, the
significant intake of crude edible oils for processing, along

Source: Department of Customs

with ferrous products, gold, and agricultural inputs like
fertilizers, indicates a high demand for raw materials to
support both local consumption and the manufacturing
sector. High-tech consumer goods, particularly
smartphones, also feature prominently among the major
commodities entering the country.

Nepal’s Trade (Country Wise)

Nepal’s foreign trade is characterized by a persistent and
widening trade gap, as the growth in expenditures on
imports continues to outpace the total value of goods
sent abroad. While there has been a notable surge in
export activity and a gradual improvement in the share
of exports within the total trade volume, the overall
balance remains heavily skewed toward a deficit. A
majority of the nation's trading relationships result in
significant financial outflows, whereas trade surpluses are
maintained with only a limited number of partners. These
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surpluses, however, remain marginal and are insufficient
to offset the massive imbalances accrued from primary
trading partners, highlighting a structural reliance on
imported goods and the ongoing need for broader export
diversification.

. Trade Deficit . | Trade Surplus
Countries i Countries o
(Rs. In million) (Rs. In million)
India 339,022.13 Denmark |383.57
China 163,268.06 Romania |[63.47
Argentina |44,560.41 Sweden 46.56
UAE 22,609.89 Niger 17.34
Indonesia |7,747.94 Iraq 17.13
American
Thailand 7,713.54 Samoa 13.77
Brazil 4,958.52 Iceland 12.52
Malaysia |4,661.68 Seychelles [ 11.16
N e w
Australia |3,919.66 Caledonia [9.78
Qatar 3,064.64 Fiji 9.19

Source: Department of Customs

Nepal continues to face a substantial trade deficit with its
major trading partners, primarily driven by high volumes
of imports compared to exports. India remains the largest
contributor to this gap, with a trade deficit amounting
to Rs.339.02 billion. This is followed by China, where
the deficit stands at Rs.163.27 billion, reflecting a heavy
reliance on these two neighbors for consumer goods,
industrial raw materials, and machinery. Argentina ranks
third on the list, with a deficit of Rs.44.56billion, largely
attributed to the high volume of agricultural commodity
imports such as edible oils.

Fortunately, Nepal also maintains a trade surplus with
a small group of countries, though these volumes are
significantly lower than the figures seen on the deficit
side. The highest trade surplus is recorded with Denmark,
totaling Rs.383.57 million. Romania and Sweden follow
as the second and third highest, with surplus amounts of
Rs.63.47 million and Rs.46.56 million, respectively. While
these surpluses represent positive trade balances, they
remain relatively marginal in the context of the overall
national economy, highlighting the ongoing challenge of
achieving a balanced trade profile through large-scale
export diversification.

Why Has Nepal’s Trade Deficit Been Increasing?

Nepal has been experiencing a substantial and widening
trade deficit, which poses a serious concern for the
country’s economic stability. There is no single factor
responsible for Nepal’s large trade deficit; rather, it is the
result of multiple interrelated factors. Some of the major
contributing factors are discussed below.

= lack of focus on the production and export of
potential goods and services prioritized under the
Nepal Trade Integration Strategy (NTIS) launched by
the Government of Nepal.

= Lack of proper restrictions on the import of luxury
and high-value goods such as gold and silver.

=  Low production and export of agricultural goods due
to a lack of modernization and commercialization in
agriculture.

= lack of effective implementation of strategies
outlined in the Trade Policy and Industrial Policy.

= Slow pace of industrial development, resulting in low
production capacity and, consequently, low exports.

= Difficulties in exporting merchandise goods due to
Nepal’s landlocked geographical structure.

Ways to Reduce the Widening Trade Deficit

As Nepal is largely an import-dependent economy, it is
not feasible to reduce the trade deficit drastically within a
short period. However, the widening trade deficit can be
curtailed to a significant extent. Some of the key measures
to reduce the trade deficit are outlined below:

Nepal should focus on the production and export of
potential goods and services prioritized under the Nepal
Trade Integration Strategy (NTIS). NTIS 2023 has prioritized
following goods with export potential.

Agriculture SMEs

= Cardamom = Carpets

= Ginger = Jewelry

= Lentil = Pashmina

= Jute = Pasta

= Tea =  Woolen Products

=  Vegetables and | = Himalayan Spring Water
Fruits = Honey

= Spices = Hard Cheese (Chhurpi)

= Coffee

Large Industry Forestry
= |ron and Steel =  Medicinal and Aromatic
= Yarn and Textile Plants
=  Footwear = Handmade Paper
= Readymade Products

Garments = Rosin and Turpentine
=  PPC Cements = Essential Oils

= Forest based Fabrics

NTIS 2023 has also prioritized following services with
export potential.

= Tourism

= |T and Internet-based Services

=  Water Resources

= Construction Services

= Skilled and semi-skilled labor services

1. Nepal should focus on the production and export of
goods and services in which it has comparative and
competitive advantages.

2. Nepal should focus on export of finished goods than
raw goods as finished goods generate more value.
Example: Value of dry ginger (sutho) is more valuable
than raw ginger.

3. Nepal should discourage the import of luxury and
high-value goods and services by limiting imports,
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increasing customs duties, orimposing full restrictions
on such goods and services.

4. The modernization and commercialization of
agriculture should be encouraged to increase the
production and export of quality agricultural products.

5. Nepal should focus on the effective implementation
of strategies adopted under trade and commercial
policies, which will result in increased production and
export of goods and services.

6. Nepal should take advantage of export benefits
provided by regional and bilateral agreements such
as the World Trade Organization (WTO) and the South
Asian Free Trade Area (SAFTA), among others.

7. Nepal should increase investment in industrial sectors
to enhance production capacity, which will ultimately
result in increased exports.

Conclusion

Nepal’s trade landscape remains defined by a chronic
and widening gap, where the sheer volume of imports
consistently dwarfs export earnings. While recent data
from Mangsir 2082 shows an encouraging 58.17% surge
in exports and an improved export-to-import ratio, the
absolute trade deficit continues to climb. This structural
imbalance is fueled by a heavy reliance on neighbors
like India and China for essential and industrial goods,
while trade surpluses-such as those with Denmark and
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Romania-remain too marginal to offset the massive
financial outflows.

Addressing this alarming trend requires a multifaceted
approach beyond simple statistical shifts. Nepal must
move toward an economy of high domestic production
by modernizing agriculture and focusing on high-
value finished goods prioritized under the Nepal Trade
Integration Strategy (NTIS) 2023. By curtailing luxury
imports and leveraging regional trade agreements like
SAFTA and the WTO, the nation can begin to enhance its
trade resilience. Ultimately, reducing the deficit hinges on
transitioning from being an import-dependent consumer
to a competitive producer of high-potential goods and
services.
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Anti-Money Laundering: Nepal's Grey
List and its €ffects on the Banking

Sector

&5

Abstract

Money laundering poses a serious threat to global
financial stability, particularly for developing economies
with fragile financial systems like Nepal. The Financial
Action Task Force (FATF) monitors countries” Anti-Money
Laundering and Counter-Terrorist Financing (AML/CFT)
frameworks through its Grey and Black Lists. Nepal’s
history of FATF monitoring and the reentry at the Grey
List highlights persistent weaknesses in regulatory
effectiveness and enforcement. Grey listing can damage
a country’s international reputation, restrict banking
relationships, raise borrowing costs, and discourage
foreign investment. Therefore, strengthening AML/CFT
compliance is critical to protecting Nepal’s banking sector
and overall economic stability. This article aims to study
and analyze the implications of Nepal’s potential inclusion
on the FATF Grey List, with a specific focus on its effects on
the banking sector.

Introduction

Money Laundering (ML) is an extensive and significant
international financial crime characterized by the
concealment of the true origin of illegally obtained funds,
often derived from criminal activities such as corruption,
tax evasion, drug trafficking, and human trafficking.
This illicit process aims to make these funds appear
legitimate, thus operating beyond physical, geographical,
and technological limitations through an extensive global
network. The repercussions of ML are particularly severe
in smaller and economically fragile countries like Nepal,
which are at greater risk of becoming central hubs for
illicit financial flows due to their vulnerable financial
systems. The unchecked proliferation of economic
crimes, including ML and revenue leakage, severely
disrupts the business environment and harms national
economies, underscoring the urgent need for rigorous
countermeasures.

At the international level, the battle against ML and
Terrorist Financing (TF) is led by organizations such as
the Financial Action Task Force (FATF), which establishes
global compliance standards and implements monitoring
tools such as the Black List and Grey List. Nepal’s history of
FATF monitoring and its current Grey List status heighten
risks to financial integrity, diplomatic credibility, and
banking stability, constraining international transactions,
correspondent relationships, investment flows, and
economic confidence, while demanding urgent reforms

Surya Krishna Chaulagain*
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to restore compliance and trust. In this context, the need
for robust compliance measures and effective regulatory
frameworks becomes paramount to safeguarding the
economy against the adverse effects of ML.

The FATF's Monitoring System: Black List vs. Grey List

The Financial Action Task Force (FATF) utilizes the Black and
Grey Lists as essential tools for assessing the commitment
and effectiveness of its member jurisdictions in
combating money laundering (ML) and terrorist financing
(TF). Countries included on either list are deemed to
be high-risk within the international financial system,
which reflects their challenges in implementing adequate
measures to prevent and mitigate these financial crimes.
Being categorized in this manner can significantly impact
a country's reputation and financial dealings globally.

1. The Grey List (High-Risk/Monitored Jurisdiction)

The Grey Listidentifies countries with strategic
deficiencies in their Anti-Money Laundering and Counter-
Terrorist Financing (AML/CFT) regimes. These countries
have publicly committed to resolving these deficiencies
by agreeing to an Action Plan developed with the FATF.
Inclusion is a severe warning indicating that their control
measures are weak.

Potential Reasons for Potential Consequences

Grey Listing
Ineffective  Regulation: | Increased Scrutiny:
AML/CFT regulations are | Heightened monitoring
inadequate or not fully | of international financial
implemented. transactions.
Identified Deficiencies: | Investment Risk: Foreign

International assessment | investors  perceive  the

bodies (like the APG) | country as high-risk, leading
recommend significant | to reduced Foreign Direct
reforms. Investment (FDI).

Pressure to Reform: Direct
Implementation: A |and continuous pressure
country commits  to | from the FATF to implement
reforms but fails to fully | the Action Plan.

implement them.

Commitment without

Escalation Risk: Failure to
implement reforms could
lead to progression to
the Black List.

Higher Borrowing Costs:
Increased risk may raise
interest rates on foreign
loans for the government
and domestic banks.

* Deputy Manager, Rastriya Banijya Bank
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2. The Black List (Non-Cooperative Jurisdiction)

The Black Listincludes countries that have systemic
AML/CFT deficiencies and are non-cooperative in the fight
against ML/TF. It signifies a failure to meet international
standards and a high risk of being exploited for illicit
activities.

Potential Reasons for
Black Listing

Potential Consequences

Non-Compliance: Loss of Banking Access:

Systemic failure to Severance from the

implement FATF international banking

recommendations. system, often resulting
in "de-risking" by foreign
banks.

Legal Failure: Lack Trade  Barriers:  Major

of effective legal impediments to

frameworks to prosecute | international trade and

ML/TF crimes. financial transactions.

Non-Cooperation: Sanctions: Potential for

Failure to commit to or global financial isolation

implement necessary and sanctions, leading

reforms. to a "self-imposed global
blockade."

Nepal's AML/CFT Status and Grey List Risk.

The FATF plenary meeting report/statement from February
17-21,2025, wherethe FATF officiallyadded Nepal toits list
of “jurisdictions under increased monitoring” (commonly
known as the Grey List) due to strategic deficiencies in
anti-money-laundering and counter-terrorist financing
regimes. Key reasons include ineffective regulation
where AML/CFT measures are either inadequate or
poorly implemented, identified deficiencies in regulatory
frameworks as recommended by international bodies like
the Asia/Pacific Group on Money Laundering (APG), and a
situation where a country commits to reforms but fails to
carry them out. The potential consequences of being grey
listed involve increased scrutiny of international financial
transactions, a heightened perception of investment
risk that could deter foreign direct investment (FDI),
continuous pressure from the Financial Action Task Force
(FATF) to implement necessary reforms, an escalation risk
that may lead to being blacklisted, and higher borrowing
costs due to increased risk associated with foreign loans
to the government and local banks.

The main reasons of grey listing of Nepal are as below:

= Weak enforcement of anti-money-laundering (AML)
and counter-terrorist financing (CTF) laws, with gaps
in crucial measures implementation.

=  Failed to meet FATF deadlines to correct the strategic
deficiencies within October 2024.

= |nadequate regulation of high-risk sectors like
cooperatives and real estate, enabling illicit financial
activities.

= Weak enforcement and prosecution of financial
crimes, leading to significant institutional framework
gaps and unmitigated money-laundering risks.
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= Ongoing informal financial activities and insufficient
oversight in cross-border transactions, such as hundi,
increasing vulnerabilities to money laundering.

Direct and Indirect Effects of Grey Listing on the
Banking Sector.

The most profound and immediate consequences of
Nepal's inclusion on the FATF Grey List felt/would be felt
by the nation's banking and financial institutions (BFls)
are as follows:

1. Financial Isolation and De-Risking.

= Loss of Correspondent Banking Relationships: Foreign
banks, particularly those in developed nations, would
view Nepalese BFls as high-risk. To minimize their
own regulatory exposure, they are likely to reduce or
terminate their correspondent banking relationships
(CBRs) with Nepali banks.

= Impact on Remittances: CBRs are vital for processing
remittances. A loss of CBRs would make money
transfer channels unstable, potentially pushing
money flow toward unregulated, illegal channels
like Hundi, thus exacerbating the ML problem the
Grey List aims to solve.

= Foreign Currency Access: Nepalese banks would face
immense difficulty in accessing foreign currency and
conducting international trade finance (Letters of
Credit, guarantees), making imports more expensive
and hindering export growth.

2. Increased Compliance Costs and Operational Burden.

=  Heightened Due Diligence: International
partners, where relationships still exist, would
impose Enhanced Due Diligence (EDD) requirements
on all transactions originating from or destined for
Nepal. This necessitates more paperwork, longer
processing times, and higher compliance staff wages
for Nepalese banks.

=  Transaction Delays and Scrutiny: Every cross-border
transaction, from simple transfers to large-scale
project financing, would be subject tointense
scrutiny and  significant delays by international
settlement banks, impacting operational efficiency.

w

. Higher Cost of Capital and Reduced Liquidity.

= Expensive Foreign Borrowing: The Grey List increases
the country's sovereign risk. Consequently, Nepalese
commercial banks seeking external commercial
borrowing would be charged significantly higher
interest rates due to the perceived risk of engaging
with a monitored jurisdiction.

= Reduced Foreign Direct Investment (FDI): The banking
sector, which facilitates most FDI, would see a sharp
drop in foreign capital inflow as investors avoid the
risk and complexity of operating in a Grey Listed
country.

4. Reputational Damage and Loss of Investor Confidence.

= Tarnished Image: The Grey List severely damages
the international image of Nepal's banking system,
implying a lack of financial integrity and control.

| 233



[ EER swer : ae of aiftieicea frdoes

= Erosion of Public Trust: Domestically, the reputational
damage can erode the public’s confidence in the
financial system's ability to protect their assets and
manage the national economy, potentially leading to
instability.

E. Role of Key Institutions in Preventing Grey Listing.

Effective AML/CFT efforts require a coordinated national
response involving all key stakeholders. The weaknesses
identified in the APG report point to critical deficiencies in
the performance and coordination of these bodies.

1. Nepal Rastra Bank (NRB) : The Regulator.

= Role: NRB is the primary regulator responsible for
supervising the adherence of commercial banks and
other financial institutions to AML/CFT guidelines.

= Weaknesses: Inconsistent enforcement of KYC
(Know Your Customer)and CDD (Customer Due
Diligence) by BFls, often limiting the process to mere
formality. Insufficient supervision and regulation of
the non-bank financial sector (cooperatives, money
transfers, digital wallets), which are often high-risk
channels. Slow progress in analyzing and taking action
on Suspicious Transaction Reports (STRs) submitted
by banks.

2. Department of Money Laundering

(DMLI): The Investigator.

= Role: The DMLI is the national Financial Intelligence
Unit (FIU) responsible for receiving, analyzing,
investigating, and prosecuting ML/TF cases.

Investigation

= Weaknesses: Slowness in investigation and
prosecution.  Limited capacity (human and
technological) to conduct complex, sophisticated
financial investigations. Lack of proactive monitoring
and enforcement over Designated Non-Financial
Businesses and Professions (DNFBPs). Weak
coordination in the prosecution phase with judicial
and law enforcement agencies.

. Ministry of Finance (MoF): The Policy Coordinator.

= Role: The MoF is responsible for national policy-
making, coordination among various agencies, and
resource allocation for AML/CFT initiatives.

w

= Weaknesses: Failure  to  ensure the effective
implementation of policy and legal structures. Lack of
robust institutional coordination among NRB, DMLI,
revenue administration, and judicial bodies. Delay in
updating the National Risk Assessment (NRA).

4. Financial Institutions (BFls): The Gatekeepers.

=  Role: BFlIs (commercial banks, development banks,
financial institutions & Micro-Finance companies,
Employees Provident Fund (EPF), Citizen investment
Trust (CIT) cooperatives, insurance companies) are
the first line of defense, responsible for identifying
and reporting suspicious transactions.

= Weaknesses: Complacency in risk-based supervision
and due diligence. Failure to submit quality STRs to
the FIU and DMLI, often submitting reports as a
formality without deep analysis. Insufficient training

and internal control systems to prevent employee
negligence or complicity.
Path Forward: Strategic Measures to Prevent Grey Listing.

To secure its financial credibility and safeguard the
banking sector from the devastating effects of the Grey
List, Nepal must demonstrate Substantial Effectiveness in
its AML/CFT framework.

1. Strengthening Implementation and Enforcement.

= Risk-Based Supervision: NRB must strictly
enforce risk-based  supervision across all  BFls,
including cooperatives and digital service providers,
demanding tangible evidence of robust KYC/CDD
practices.

=  DMLI Capacity Enhancement:Invest in training,
technology, and specialized human resources for the
DMLI to ensure swift and conclusive investigation and
prosecution of high-profile ML cases, establishing a
strong deterrent.

= DNFBPs Regulation: The MoF must immediately
finalize and enforce a robust regulatory framework
for DNFBPs (real estate, lawyers, etc.), ensuring
they comply with STR reporting and due diligence
requirements.

2. Robust Inter-Agency Coordination.

= Centralized Strategy: The MoF must assume
the central coordinating role, ensuring seamless
and timely information sharing and joint operations
among the DMLI, NRB, revenue, police, and customs
agencies.

= Joint Action Plans: Implement formal, measurable
coordination mechanisms (joint task forces, regular
high-level meetings) to streamline the process from
STR filing to final prosecution.

3. Legal and International Commitment.

= Continuous Legal Update: Ensure all AML/CFT laws,
regulations, and directives are consistently updated
to align with the FATF's Recommendations and
evolving international standards.

= Active International Cooperation: Strengthen
mechanisms for timely and effective cooperation
with international bodies and foreign counterparts
on cross-border financial crime investigations and the
implementation of UN sanctions.

Conclusion.

The inclusion of Nepal on the FATF Grey List poses a
significant threat to the country's financial stability,
particularly affecting its banking sector. It can result in
financial isolation, increased borrowing costs, limited
trade finance, and a substantial decline in international
investment, ultimately hindering economic growth. While
legislative progress has been made, the primary issue lies
in ineffective implementation and enforcement of these
laws. Strengthening international financial credibility
requires a unified commitment from the Ministry of
Finance, Nepal Rastra Bank, DMLI, and the banking sector
to address effectiveness gaps identified by the APG.
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In response to the grey listing, Nepal has imposed a cap
on cash transactions, lowering the threshold from Rs 1
million to Rs 500,000, effective from January 2026 AD.
This decision, made by the Council of Ministers, is aimed
at improving financial transparency amid increased
scrutiny from the FATF. The Ministry of Finance will
publish a gazette notification, and the Nepal Rastra Bank
will oversee enforcement. Transactions over Rs 500,000
must be conducted via cheque, bank transfers, or digital
methods, and cash transactions for high-value items are
prohibited.

Although cash withdrawals from personal accounts
are still allowed, transactions above Rs 500,000 will
require disclosure of sources, enabling banks to conduct
inquiries. These reforms are intended to formalize
the informal economy, reduce illicit financial flows,
and increase transparency in line with international
standards in response to the FATF's concerns regarding
law enforcement and financial crime prevention.
Regulatory authorities closely monitor personal
accounts to prevent their misuse for business-related
transactions. To mitigate money laundering risks and
enhance financial transparency, funds generated from
commercial activities must be routed exclusively through
designated business accounts. This segregation supports
effective oversight, audit trails, and compliance with
AML/CFT standards.
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"Financial Derivatives in Nepal:
Current Landscape, €Emerging
Prospects and Strategic Significance”

Hemanta Kumar Adhikari*

At the heart of a resilient and sophisticated financial
system lies the ability to price, trade, and transfer risk—a
function increasingly fulfilled in Nepal by financial
derivatives. These instruments are not merely peripheral
tools; they are essential for enhancing price discovery,
improving market efficiency, and stabilizing the broader
economy against volatility. By decoupling the risk of an
asset from its physical ownership, derivatives empower
businesses and individuals to hedge against fluctuations
in interest rates, currency values, and commodity prices
that would otherwise threaten their financial viability.

Structurally, a financial derivative is a security whose
value is derived from an underlying asset, such as a
stock, bond, or market index. This contractual promise
mandates a future payment between parties based on
the price movement of that primary asset. Whether
executed through forwards, futures, options, or swaps,
these contracts serve as critical insurance for firms
exposed to market shocks. However, the same leverage
that makes them powerful tools for risk management
also introduces significant systemic risks. Without robust
regulatory oversight, the inherent market, credit, and
liquidity risks can amplify losses, making it imperative for
Nepalese market participants to strike a balance between
innovation and prudent risk assessment.

In Nepal, the concept and use of derivatives are still
emerging, with gradual developments shaped by
regulatory experiments, economic needs, and growing
interest from financial institutions. Nepal’s financial
system is dominated by the banking sector, along with the
gradually expanding insurance, securities, and cooperative
sectors. This system is evolving from a traditional bank-
dominated structure toward a more diversified and risk-
aware framework. While financial derivatives in Nepal
are still in their early stages, their prudent integration
into the financial system can significantly enhance
risk management, promote investment, and support
sustainable economic growth.

What are Financial Derivatives

- CFDs
- Fulures contracts
Options
contracts

il

Stocks

Global Scenario: The Massive Scale of Derivatives
Derivatives have become an integral part of the global
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financial landscape, with transaction volumes growing
dramatically over the years. Derivatives markets have
expanded rapidly since the 1980s, becoming central
to global finance. Currently, the derivatives market is
staggeringly massive, with high-end estimates reaching
over USD 1 quadrillion, a figure that exceeds the total
global GDP by more than tenfold. This immense scale is
primarily due to the sheer variety of derivatives available,
as they can be created for almost any financial asset,
including stocks, bonds, commodities, and currencies.
For Interest Rate derivatives, notional amounts grew
tenfold between 1998 and 2007, followed by more
moderate growth since 2013, and Foreign Exchange
derivatives also grew rapidly. The derivatives industry has
undergone significant changes, shaped by global events
like the 2008 financial crisis, which prompted a wave of
regulatory reforms aimed at enhancing market stability
and transparency.

Globally, derivatives are traded on regulated exchanges
and via the Over-the-Counter (OTC) markets in major
financial centers around the world, including New York,
London, Tokyo, Singapore, and Hong Kong. Exchange-
traded derivatives are standardized contracts traded
on regulated exchanges, offering price transparency
and liquidity. Major derivatives exchanges include the
Chicago Mercantile Exchange, Eurex, and the Tokyo
Financial Exchange. These exchanges operate under
strict regulatory frameworks to ensure market integrity
and protect investors, with rules covering contract
specifications, trading procedures, margin requirements,
and reporting obligations. In some jurisdictions, certain
derivatives-such as futures contracts, options on futures
contracts, and certain types of standardized swaps-are
required to trade on a regulated exchange.

OTC derivatives are private contracts that are negotiated
between counterparties without going through an
exchange or other type of formal intermediaries, although
a broker may help arrange the trade. Therefore, over-the-
counter derivatives could be negotiated and customized
to suit the exact risk and return needed by each party.
Although this type of derivative offers flexibility, it poses
credit risk because there is no clearing corporation. As of
2025, OTC derivatives continue to dominate the global
derivatives market, consistently occupying a significantly
larger volume, typically measured by notional value
outstanding, than exchange-traded derivatives.

According to the BIS Triennial Central Bank Survey, the
total daily turnover of the global derivatives market
reached approximately USD 34.9 trillion per day in April
2025, comprising USD 17.5 trillion in OTC derivatives and

* Deputy Manager, Rastriya Banijya Bank
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USD 17.4 trillion in exchange-traded derivatives per day.
Key Participants in the Derivatives Market

Key participants in derivatives markets include:
= Institutional investors

=  Commodity trading advisers

= Fund managers and Hedge funds

= Commercial hedgers

= Retail traders

= Banks

= Corporations

= |nsurance companies

=  Pension plans

= Asset managers

Each group has different motivations, ranging from
hedging risk to seeking profit through speculation. While
derivatives offer many benefits, they also involve various
risks, including market risk, liquidity risk, operational
risk, and counterparty risk. Effective risk management
strategies and regulatory compliance are essential for
mitigating these risks.

Derivative Instruments Currently Used in Nepal

In Nepal, the use of derivative instruments is primarily
limited to simple and risk-hedging products rather than
active trading instruments. Currently, the following
derivatives are mainly used to manage foreign exchange
and interest rate risks by banks and large financial
institutions under regulatory oversight.

1. Forward

Businesses, trading houses, and remittance companies
use forward contracts with banks to hedge against
exchange rate fluctuations, with banks charging a forward
premium for providing this service. Generally, in Nepal,
a forward buy facility is provided to customers with
inward remittances, export-based customers, etc., while a
forward sell facility is offered to import-based customers
who have opened a letter of credit with a bank. However,
a forward sale facility can also be provided to customers
against letters of credit received or advised from another
bank, upon receipt of a no-objection certificate from that
bank.

2. Non-Deliverable Forward (NDF)

A Non-Deliverable Forward (NDF) is a specialized financial
derivative, primarily a cash-settled forward contract
used to hedge or speculate on the exchange rate of a
currency that is not freely convertible or has capital
controls restricting its free flow in the international
market. Unlike a standard forward contract, where the
two parties physically exchange the two currencies at
maturity, an NDF does not involve physical delivery.
Instead, it is settled in a freely convertible currency, i.e.,
USD, based on the difference between the contracted
NDF rate and the prevailing spot market rate at maturity.
In Nepal, commercial banks are doing NDF for hedging or
investment purposes within the regulatory limit of Nepal
Rastra Bank.

3. Non-Deliverable Option (NDO)
A Non-Deliverable Option (NDO) is a cash-settled option
contract on a currency pair where the underlying currency

(NPR) is not freely convertible or has capital controls. Like
an NDF, it settles in a major convertible currency (typically
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USD) based on the difference between the strike price and
the prevailing spot rate, with no physical delivery of the
controlled currency. The key difference from an NDF is the
optionality. An NDF is a binding contract to exchange cash
flows at maturity. An NDO gives the buyer the right, but
not the obligation, to benefit from a favorable currency
move, while being protected from an adverse one (having
paid a premium for this privilege). At present, according to
Nepal Rastra Bank, commercial banks can do proprietary
derivatives transactions, including both NDFs and NDOs,
up to 25% of their core capital.

4. Currency Swap

A Currency Swap is a financial derivative in which two
parties exchange principal and interest payments in
different currencies over a specified period. In Nepal,
commercial banks are using this derivative instrument
to manage exchange rate and interest rate risks while
accessing foreign currency funding more efficiently.

Example of Derivative Contract (Forward)

For example, a Nepalese firm that imports electrical
goods from the USA is exposed to price changes in the
foreign exchange markets. Suppose the firm needs to pay
100,000 US dollars (USD) in three months for the imports
from the USA. Suppose also that the current USD and
Nepalese rupee (NPR) exchange rate is 140. At this rate,
USD 100,000 is worth NPR 14,000,000. The risk here is
the depreciation of the NPR against the USD. That is, if the
exchange rate increases above 140, say 145, at the end
of the three months, the amount to be paid will increase
to NPR 14,500,000. Thus, the firm will have to pay an
extra amount of NPR 500,000 (14,500,000-14,000,000)
during the payment time. That is, it may risk losing NPR
500,000 due to depreciation in the exchange rate. As a
protection, a Nepalese firm may enter into a three-month
forward agreement at a predetermined price, including
a forward premium to protect the firm against a certain
level of potential depreciation in the exchange rate. In
that instance, the firm is in a long position in the forward
contract. On the other hand, if the firm were an exporter
rather than animporter, a Nepalese firm may sell a forward
contract to realize gains when the NPR appreciates against
the USD. In that instance, the firm is said to be in the short
position in the forward contract. In sum, a long position
in currency forwards is appropriate when an individual
or a firm will buy foreign currency (USD in our example)
by selling home currency (NPR in our example). A short
position is then appropriate for selling foreign currency to
buy home currency.

Current Landscape of the Financial Derivatives Market
in Nepal

1. The Dominance of the Over-the-Counter (OTC) Market

Despite Nepal's trajectory as an emerging economy, its
derivatives market remains in a nascent, bank-centric
phase. Currently, the derivative market is almost entirely
Over-the-Counter (OTC), characterized by private, bilateral
contracts negotiated directly between commercial banks
and their corporate clients. These transactions are
predominantly limited to forwards and swaps, essential
for managing the currency risk associated with Nepal's
high import dependency. While Nepal Rastra Bank data
shows significant volumes in Non-Deliverable Forwards
(NDFs), the lack of a regulated derivatives exchange
means the market currently operates without a central
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clearinghouse, leaving the health of the banking tier as
the primary anchor for counterparty stability.

2. The Structural Engagement Gap: Beyond the Banking
Sector

Despite the technical proficiency within Nepal’s banking
tier, a significant engagement gap persists among non-
financial corporations. While all commercial banks and
a select group of large-scale importers utilize foreign
exchange derivatives, the participation rate among the
broader private sector—small importers, exporters, and
domestic manufacturers—remains critically low.

3. Developing the Regulatory and Legal Architecture

At present, Nepal’s derivatives landscape operates in a
legislative vacuum, with activity confined to bilateral OTC
transactions authorized by the Nepal Rastra Bank (NRB).
However, as of 2025, a robust legal migration is underway.
The Securities Board of Nepal (SEBON) has transitioned
from a traditional supervisor to a transformative
regulator, empowered by the Securities Related Act
(2006) and the Commodities Exchange Market Act (2017)
to formalize and expand the market. SEBON has also
introduced 88 specific programs in its policy package in
FY 2082/83 aimed at aligning Nepal with international
standards. These reforms include easing market entry for
Non-Resident Nepalis (NRNs) and creating a roadmap for
a formal Commodity Derivatives Exchange. By integrating
these instruments with investor protection safeguards
and real-time surveillance, Nepal is finally moving toward
a regulated financial system that promotes transparency,
mitigates systemic risk, and encourages market
diversification.

While a formal derivatives regulation has not yet been
enacted, SEBON has been working on related frameworks,
such as draft regulations for margin trading that allow
leveraged trading in securities—an important step toward
more sophisticated trading mechanisms. To legally
recognize derivatives as formal financial instruments,
SEBON has been working to amend the Securities Act to
define derivatives—including forwards, futures, options,
swaps, and more—and establish a legal framework for
their regulation. SEBON has also published an educational
handbook, "Investors’ Handbook on Securities Markets
and Commodity Derivatives Markets" in 2020 to familiarize
investors and stakeholders with derivative concepts and
market mechanisms, though these are not standalone
binding laws.

Emerging Prospects of the Financial Derivatives
Market in Nepal

In the present scenario, only commercial banks and
some business firms are doing derivative transactions
for managing exchange rate risk, but Nepal possesses
significant potential for the development of a derivatives
market. The most significant prospect is providing
institutional investors (mutual funds, insurance
companies, pension funds) with a legal mechanism to
hedge their large equity portfolios. This could reduce
systemic risk and attract long-term capital. Derivatives will
attract a new class of sophisticated investors (domestic
and potentially non-resident Nepali/NRN professionals),
moving beyond the current retail-dominated speculation.
For brokerage firms, derivatives offer a new, high-volume
revenue stream, and for asset managers, new derivative-
based products (protected funds, leveraged funds) can be
created. A well-functioning derivatives market improves

price discovery and can increase liquidity in the spot
market for blue-chip stocks, as arbitrageurs will operate
between the two markets.

There is also considerable untapped potential for
commodity derivatives in Nepal, especially in agricultural
and energy markets. In the agricultural sector, where
production remains highly vulnerable to seasonal shocks,
commodity futures and options on major crops like paddy
and maize can effectively decouple farmer income from
price volatility. By locking in prices ahead of harvest, these
instruments provide a critical safety net against market
gluts and middleman exploitation, thereby stabilizing
rural incomes and promoting investment. Parallel to
this, energy derivatives offer a transformative solution
for Nepal's rapidly expanding hydropower sector. With
nearly 10,000 MW of licensed hydropower projects
facing significant take-or-pay risks and weather-driven
generation volatility, electricity derivatives could help
developers hedge against price risks arising from cross-
border power trading with India and seasonal fluctuations
between the dry and wet seasons. Together, these tools
move the real economy toward a more predictable and
resilient financial future.

The prospects for financial derivatives extend deep into
the core of the banking sector, offering a pathway to
revolutionize monetary policy transmission through
Interest Rate Derivatives. While recent data indicate a
falling trend in weighted average lending rates reaching
record lows near 7.38%-the market continues to
grapple with liquidity fluctuations and a cautious credit
environment. The introduction of interest rate swaps
would empower commercial banks to manage their
spreads with greater precision, decoupling their long-
term lending rates from short-term liquidity shocks
and ensuring more stable borrowing costs for the real
economy. Simultaneously, Nepal’s foreign exchange
landscape is evolving; the Balance of Payments (BoP)
recorded a notable surplus of Rs. 318.40 billion in the
first four months of FY 2082/83, supported by an appetite
for increasingly complex Foreign Exchange tools. Moving
beyond traditional derivatives, the transition toward
structured options and long-term currency swaps will be
essential for managing the record-high foreign exchange
reserves, currently sufficient to cover seventeen months
of imports of merchandise and services.

The emerging prospects for Nepal's derivatives market are
fundamentally positive and transformative. The market is
not expected to experience rapid, speculative growth in
the initial phase; however, growth is likely to accelerate
over time. After building credibility, infrastructure, and
trust, if managed prudently, the derivatives market of
Nepal has the potential to become the cornerstone of a
modern, sophisticated financial system in Nepal, moving
it closer to regional peers like India and Bangladesh.

Major Challenges and Constraints of the Financial
Derivatives Market in Nepal

The development of a financial derivatives marketin Nepal
faces several significant challenges. The pool of large,
liquid stocks capable of supporting derivative products
is limited, with the market largely concentrated in a few
banks and large business houses. Investor sophistication
and awareness remain low, as the predominance of
retail investors unfamiliar with leveraged instruments
raises concerns about mis-selling and potential losses.
Technological and operational capacity is another hurdle,
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as establishing robust, low-latency trading and risk
management systems is challenging. Effective derivatives
trading also requires seamless coordination among
NEPSE, CDSC, brokers, and banking systems for margin
and settlements. Additionally, Nepal’s capital controls
and pegged exchange rate regime limit the feasibility of
currency derivatives to hedge foreign exchange risk. The
Nepalese derivatives market also faces a critical shortage
of technical expertise, as there is currently a significant
absence of local certified trainers specialized in financial
derivatives. This lack of professional educators hampers
the large-scale dissemination of knowledge, leaving the
market's predominant retail investors unfamiliar with
the complexities and risks of leveraged instruments.
Consequently, without a dedicated pool of experts to
provide guidance, the market remains at risk of mis-selling
and potential financial losses for participants.

Bridging the Expertise Gap: Professional Certification
and Academic Integration for Derivatives Education

Developing the human capital required to support a
sophisticated derivatives market is a critical next step in
Nepal’s financial evolution. To address the acute shortage
of technical expertise and the absence of locally certified
trainers in the Nepalese derivatives market, a multi-
faceted approach centered on institutional development
and international cooperation is required. A key initiative
would be the establishment of a Training of Trainers (ToT)
program under the oversight of the Securities Board of
Nepal or Nepal Rastra Bank, in collaboration with global
financial institutions and regulatory counterparts from
regional peer economies. This partnership would facilitate
the delivery of intensive certification-based workshops
led by international experts. Over time, such an approach
would enable large-scale knowledge dissemination,
helping to shift the market away from retail-driven
speculation toward a more sophisticated, professionally
managed, and risk-aware derivatives system.

There is also an urgent need to create a formal linkage
between financial derivatives training and university-
level academic courses. Integrating specialized modules
on forwards, futures, options, and swaps into the higher
education curriculum will ensure that the next generation
of finance professionals enters the workforce with a
foundational understanding of risk management and
market mechanics. This educational integration is essential
for fostering the transparency, market confidence, and
professional maturity needed to align Nepal’s financial
system with its regional peers.

Why is the Financial Derivatives Market significant in
Nepal?

Derivatives markets play a vital role in the economy,
enabling commercial businesses to raise financing at
competitive rates and effectively manage their exposures
to various risks. This, in turn, allows these businesses to
invest and grow, spurring economic growth.

Financial derivatives market is significant in Nepal
because it provides essential tools for risk management,
price discovery, and financial stability. Derivatives such
as futures, forwards, swaps, and options can help
businesses, banks, and investors hedge against currency,
interest rate, and commodity price fluctuations. These
markets also play a key role in enhancing liquidity and
efficiency in the financial system. By offering instruments
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that allow participants to transfer or mitigate financial
risk, derivatives encourage investment, innovation, and
participation in capital markets. Furthermore, organized
derivatives markets can attract institutional investors,
facilitate long-term financing, and support emerging
sectors like hydropower and agriculture by providing
tools to manage price volatility. With proper regulation,
education, and infrastructure, derivatives markets in
Nepal can strengthen the financial system, improve
market confidence, and contribute to sustainable
economic growth.

Financial derivatives are a critical tool for sovereign
risk management, particularly in mitigating exchange
rate exposure from external borrowing. This is starkly
illustrated by the Government of Nepal's experience, as
documented in the Public Debt Management Office's
(PDMO) Annual Report for FY 2081/82. The report reveals
a substantial foreign exchange loss of Rs. 65.54 billion on
external debt, attributable solely to currency fluctuations.
This significant financial impact underscores the urgent
need for derivative instruments, such as forwards or
swaps, which would allow the government to hedge its
currency risk, stabilize debt servicing costs, and protect
the national budget from volatile forex movements. As
Nepal's external debt (from multilateral agencies like
the World Bank, ADB, and bilateral partners) is largely
denominated in foreign currencies (USD, EUR, JPY,
etc.), derivatives like Foreign Exchange Forwards, Cross-
Currency Swaps, or Options could allow the Public Debt
Management Office to lock in an exchange rate for future
debt service payments, transforming an uncertain future
cost into a known, predictable one.

Conclusion: Bridging the Gap Toward Financial
Sophistication

The evolution of financial derivatives in Nepal is no
longer a matter of choice, but a strategic necessity for
economic resilience. As documented by the Public Debt
Management Office’s staggering Rs. 65.54 billion foreign
exchange loss, the cost of remaining unhedged in a volatile
global market is becoming unsustainable. While the
current landscape remains nascent and bank-dominated,
SEBON s transitioning into a transformative regulator,
working to amend the Securities Act and introduce formal
frameworks for a Commodity Derivatives Exchange, and
aiming to align Nepal with international standards, easing
market entry for Non-Resident Nepalese and establishing
investor protection safeguards to mitigate the systemic
risks inherent in leveraged trading.

The path forward requires a balanced approach:
expanding institutional participation and technological
infrastructure while maintaining the prudent oversight of
SEBON and NRB. The success of the Nepalese derivatives
market also depends on bridging the existing expertise
gap through professional certification and the integration
of derivatives education into university curricula. By
fostering a pipeline of skilled practitioners and expanding
participation to institutional investors, Nepal can
effectively leverage these tools to stabilize key sectors
like agriculture and hydropower and decouple productive
growth from market volatility. Ultimately, a well-regulated
and sophisticated derivatives market will not only mitigate
systemic risk but also signal Nepal’s financial maturity,
aligning its economy with regional peers and securing
sustainable growth.
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Celebrating 61 Years of Rastriya
Banijya Bank: A Milestone In Inclusive

Banking

&5

Background

On the occasion of the 60th anniversary of Rastriya
Banijya Bank, celebrated on 2081 Magh 10, | had the
privilege of participating as a sign language interpreter.
This milestone marks not only the bank’s long-standing
presence in Nepal’s financial sector but also its
progressive commitment to inclusivity and accessibility
for all customers. Rastriya Banijya Bank has been a
pioneer in implementing fully inclusive banking facilities,
ensuring that people with disabilities receive equitable
service. During the anniversary event, | observed a range
of initiatives aimed at facilitating banking for differently-
abled individuals, including accessible counters, braille-
enabled documents, and assistive technologies. As a sign
language interpreter, | witnessed firsthand the bank’s
dedication to breaking communication barriers. The
presence of sign language interpreters during the event
itself highlighted the bank’s awareness and efforts to cater
to the needs of hearing-impaired customers. This 60-year
journey of Rastriya Banijya Bank reflects an inspiring
model of how financial institutions can foster inclusivity,
creating a welcoming environment where every customer,
regardless of ability, can confidently access banking
services. It sets a commendable example for other banks
to follow in making banking a truly accessible experience
for everyone.

1. Introduction

Disabilities are a part of human diversity and have equal
legal recognition. However, in Nepal's socio-economic,
cultural, business, professional, and banking context,
marginalized sections are often seen as mere objects
of compassion, welfare, and social security. This has
led to violations of rights and protections for persons
with disabilities, including education, health, sanitation,
employment, and economic empowerment. The
constitution calls for a society free from exploitation,
where the rule of law and fundamental human rights are
guaranteed for all citizens. Despite being constitutionally
entitled to equality, people with disabilities have become
victims of disenfranchisement and inequality, causing
great concern for all, including people with disabilities.

The United Nations Convention on the Rights of Persons
with Disabilities (CRPD) is the first human rights treaty
of the twenty-first century, adopted by the UN General
Assembly in 2006. It aims to promote, protect, and
ensure equal enjoyment of human rights by persons
with disabilities and respect their inherent dignity. Nepal
played a significant role in implementing the CRPD report,
becoming the 86th country to ratify the UNCRPD on May
7, 2010. Nepal made significant progress in disability
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rights, adopting a democratic and inclusive Constitution
in 2015, ensuring access to education, social justice, and
proportional representation. The Disability Rights Act of
2017, which replaced the Disabled Persons Welfare Act
of 1982, criminalized discrimination based on disability
with heavy penalties, demonstrating the country's
commitment to promoting the rights and protection of
persons with disabilities.

The Convention on the Rights of Persons with Disabilities
(CRPD) is a crucial step towards recognizing disability as a
human rights issue. It aims to ensure disabled individuals
can enjoy all human rights, with standards tailored to
their needs. The Convention emphasizes independence,
dignity, autonomy, care, and rehabilitation services. The
Committee on the Rights of Persons with Disabilities plays a
crucial role in achieving the Convention's purpose through
various measures taken by states. Disabled Persons
Organizations (DPOs) should be proactive in making
disabled-friendly infrastructures accessible. States Parties
must ensure equal access to the physical environment,
transportation, information and communications, and
other facilities and services, both in urban and rural areas.
These measures, including identifying and eliminating
obstacles to accessibility, apply to all individuals with
disabilities.

The research paper examines the accessibility of Nepal's
digital banking sector for persons with disabilities,
highlighting the lack of public awareness and the
loopholes in the Rights of Persons with Disabilities Act,
2017. It identifies the main causes of discrimination
and proposes solutions to eradicate these issues. The
article suggests implementing inclusive banking to
enhance financial accessibility and addressing barriers.
Banks in Nepal engage in corporate social responsibility
activities, focusing on education, health, sanitation,
employment creation, training, poverty alleviation, and
other social works in rural areas. However, persons with
disabilities face challenges in accessing banking services
due to infrastructure limitations, lack of sign language
communication, financial literacy, and potential security
risks.

2. Financial Inclusion in Nepal

Financial inclusion refers to the provision of affordable,
useful, and sustainable financial products and services
for individuals and businesses. According to the World
Bank's financial inclusion report for 2023, financial
inclusion has been identified as a key factor in achieving
7 out of the 17 Sustainable Development Goals globally.
The G20 countries have pledged to enhance global
financial inclusion and reiterated their commitment to
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implementing the G20 High-Level Principles for Digital
Financial Inclusion. The World Bank Group views financial
inclusion as a crucial factor in reducing extreme poverty
and enhancing shared prosperity. The United Nations
established the Advisory Group on Inclusive Financial
Sector to provide global advice on issues related to
inclusive finance, demonstrating the importance of
interstate involvement in policy execution and planning.

Financial inclusion in Nepal's banking sector relies on the
establishment of banks and financial institutions across all
federal structures, population access to banking channels,
and monthly reports from the Central Bank of Nepal. The
global financial inclusion model differs from the Nepalese
model as it ensures equal access to financial services for
all people. Many banks and financial institutions, primarily
based in urban areas, focus on quick profit and low risk,
investing heavily in unproductive sectors like real estate
and share loans, without prioritizing inclusive banking

Table 1 : Numbers of BFIs and their Branches
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activities.

The 21st-century banking industry faces increasing
competition from new players, global competition, and
technological advancements. To meet these challenges,
banks must adopt a flexible, adaptable view of the
"business of banking" as an inclusive banking system,
ensuring competitive advantage and flexibility. Inclusive
banking promotes formal banking facilities for all
communities, develops saving behaviors, encourages
investment in productive sectors, improves financial
efficiency, and supports entrepreneurial development. In
the Nepalese banking context, inclusive banking defines
the "business of banking" as an evolving, organic entity
essential for all persons in life. This article examines the
nature of banks and financial institutions, highlighting
the importance of technology in enabling activities and
exploring its future role in banking.

Number of BFls Branches of BFls
Bank and Financial Institutions Mid July | Mid July | Mid Jan. | Mid July | Mid July | Mid Jan.
2022 2023 2024 2022 2023 2024
Commercial Banks 26 20 20 5009 5019 5019
Development Banks 17 17 17 1118 1128 1134
Finance Companies 17 17 17 267 284 288
Micro Finance Financial institutions 65 57 57 5134 5128 5126
Infrastructure Development Bank 1 1 1 - - -
Total 126 112 112 11528 11589 11567

Source: Current Macroeconomic and Financial Situation of Nepal, Mid-January, 2023/24 Nepal Rastra Bank.

The above table shows the situation of financial access in
Nepaltillmid-January 2024. The Nepal Rastra Banklicensed
112 BFIs, with 20 commercial banks, 17 development
banks, 17 finance companies, 57 microfinance institutions,
and 1 infrastructure development bank in operation.
The number of BFI branches remained at 11,567 in mid-
January 2024 compared to 11,589 in mid-July 2023.
While the number of bank branches is increasing, they
are not focusing on disabled-friendly banking activities,
as all bank head offices are only partially accessible for
physically disabled individuals.

Banks and financial institutions in Nepal have various
inclusive brands like "bank for all" and "your own bank,"
but they have exclusive internal policies like branches
operation, credit, and corporate social responsibility. The
regulatory authority should formulate inclusive finance
policies and regulate them, through monetary and fiscal
policies.

Access to transaction accounts is crucial for financial
inclusion, enabling people to store money and send
and receive payments. Financial access enhances daily
living, aids families and businesses in planning for long-
term goals and emergencies, and encourages people
to use financial services like credit and insurance for
business expansion, education, health investments, risk
management, and financial shocks.

3. Standards for disabled-friendly banking in Nepal.
3.1 Under NRB Unified Directives to BFls -2080.
Nepal Rastra Bank (NRB) is a high-level monetary

authority in Nepal, responsible for maintaining economic
stability, promoting financial access, and developing
secure payment systems under the NRB ACT-2058. Banks
and financial institutions are licensed under the NRB for
all banking and financial transactions. Disabled individuals
have their own savings, fixed, social security allowances
deposits, and current accounts in banks and financial
institutions, but disabled persons face discrimination in
access to credit and disabled-friendly facilities.

NRB Unified Directives 2080, No.20 mandates banks and
financial institutions (BFIs) to prioritize providing banking
services to the elderly, handicapped, and illiterate.
BFls are required to make at least one branch disable-
friendly at the local level, with more than five branches,
and one ATM disable-friendly at the ATM lounge. BFls
should offer ATM, mobile, and internet banking services
to handicapped individuals, adapting them to modern
banking environments for self-use and self-reliance.

3.2 Right to Accessibility of persons with Disabilities
under CRPD & Disability Right Act-2017.

The right to accessibility is a fundamental human right,
and it is the state's constitutional responsibility to ensure
equal participation at all levels of state machinery. In
Nepal, the right to accessibility for people with disabilities
has been a long-standing struggle. Article 9 of the
Convention on the Rights of Persons with Disabilities
(CRPD) recognizes the right of persons with disabilities
to live independently and participate fully in all aspects
of life. States Parties must ensure equal access to the
physical environment, transportation, information and

241



[ EER swer : ae of aiftieicea frdoes

communications, and other facilities and services, both
in urban and rural areas, by identifying and eliminating
obstacles and barriers to accessibility.

The CRPD and Disability Rights Act-2017 mandate the
implementation of accessibility standards in banking and
financial activities for BFIs and the Central Bank of Nepal
for banking and financial operations in Nepal.

= The Central Bank should create Accessibility
Guidelines for banks and financial institutions in
Nepal.

= Develop and monitor minimum standards for public
facilities and services.

= Consider accessibility for persons with disabilities in
private entities.

= Train stakeholders on accessibility issues.
=  Provide signage in Braille and easy-to-read forms.

=  Provide live assistance and intermediaries for
accessibility.

=  Promote other forms of assistance and support.

= Promote early access to new technologies and
systems, including the Internet.

3.3 Right to Accessibility of persons with Disabilities
under Constitution of Nepal.

The constitution of Nepal, considered the supreme
law, emphasizes equal protection of law for all citizens,
regardless of background or beliefs. It also guarantees the
rights of socially backward groups, including women, dalits,
minority groups, persons with disabilities, marginalized
groups, and those with disabilities to employment and
equal participation in state structures. The constitution
also mandates political parties to provide representation
for persons with disabilities. Local levels are given primary
roles in managing senior citizens, people with physical
disabilities, and disabled individuals. Thus, the right of
persons with disabilities is widely protected in Nepal's
constitution

4. Financial inclusion challenges faced by individuals
with disabilities:

Challenges faced by persons with disabilities are given
below:

= Lack of Accessibility: Disabled individuals encounter
challenges in banking transactions due to various
factors such as social and physical environments,
psycho-social technologies, nature and man-made
environments, staff attitudes, service systems, and
policies.

= Limited Customer Care Service: The issue includes
a lack of a disabled-friendly citizen charter board,
limited physical access, prioritization in home-based
service delivery technology, and inadequate care
from service provider staff.

= Limited Accessibility in Digital Banking: Digital
Banking includes mobile, internet, ATM, QR
Payments, online banking, and e-commerce business.
In the digital age, the global economy is expected
to be cashless, with digital banking products being
implemented. Within 10 years, Nepal will also fully
digitalize, requiring digital banking to be disabled-
friendly. ATMs should be disabled-friendly with a
one-time password (OTP) system for cyber security,
voice guidance, and voice verification. Fingerprint

and voice sound verification systems should also
be used for digital payments for visually impaired
individuals. ATM machines should be accessible to
wheelchair users and have tactile paving ways. Banks
and financial institutions are hesitant to issue credit,
debit, and master cards to disabled persons due to
security risks. Banks should innovate and research
global ATM security practices.

= No Access to Credit: Banks and financial institutions
often overlook loans for individuals with disabilities,
making credit access difficult for disabled employees,
civil service-disabled employees, and economically
disadvantaged disabled individuals who view
disability as a primary credit risk.

= There is no Disability Awareness to Banks and
Financial Institutional Developments.

5. Enhancing financial Access of persons with disability:

A) Access to Credit: Banks and financial institutions are
hesitant to invest in disabled individuals' businesses
due to potential financial risks. The government's
interest subsidy loan — 2075 was a priority policy for
disabled-friendly accesstocredit, butit was difficult for
service-taking. The Start-up Business Enterprise loan
— 2080 policy has been issued by the Government of
Nepal. Banks should prioritize disabled-friendly loans
with low interest rates for house loans, overdrafts,
business loans, and professional credit facilities. The
Monetary Authority should direct banks and financial
institutions to implement disabled-friendly access
to credit in their credit products according to state
monetary policy.

B) Role of Government of Nepal (GoN): The Nepal
government should prioritize disabled-friendly
public infrastructures at all local and federal levels,
including road, transportation, electricity, drinking
water, internet, information systems, and financial
infrastructure.

C) Role of Regulatory & Monetary Authority: Nepal
Rastra Bank formulates annual monetary policies,
provides directives for disabled-friendly office
layouts, ensures cyber security, and supports financial
literacy, corporate social responsibility, and disability
community awareness.

D) Role of BFls: Banks should empower staff for quality
service and ethical behavior, avoid discrimination, and
prioritize financial literacy for disabled communities.
Cyber security risks should be controlled, and annual
general meetings should include sign language
interpreter facilities. Bank branches should be on
ground floors, and ATMs should be easy to operate.

E) Role of Disabled Persons Organization (DPOs):
Disabled individuals should advocate for local
governments to ensure accessibility in physical,
communication, and technology aspects of disabled-
friendly banking activities, thereby removing barriers.

Future Responsibilities of RBB for ensuring inclusive
banking:

To fulfill its vision of becoming “the most credible bank for
one and all” and its mission of enhancing the quality of
life for every Nepalese by eliminating barriers to financial
access, Rastriya Banijya Bank must continue and expand
its commitment to inclusive banking. This responsibility
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requires a strategic, multifaceted approach to ensure that
all customers, including persons with disabilities, are fully
empowered to access and benefit from financial services.

Key responsibilities for the bank on this future path
include:

1. Enhancing Physical Accessibility: The bank must
ensure that all branches and service centers are fully
accessible to individuals with mobility impairments
by providing ramps, wheelchair-friendly counters,
accessible ATMs, and clear signage.

2. Adopting Assistive Technologies: Investment in
technology such as screen readers, braille-enabled
documents, voice-guided services, and mobile
banking apps designed for users with disabilities will
remove communication barriers and enhance user
experience.

3. Expanding Communication Support: The availability
of sign language interpreters and training bank staff
to communicate effectively with customers with
hearing or speech impairments should become
standard practice, not only during special events but
in everyday operations.

4. Inclusive Product Development: Designing financial
products tailored to the unique needs of differently-
abled individuals—such as microloans, insurance, or
savings accounts with flexible terms—will empower
them economically and socially.

5. Training and Sensitization of Staff: Regular training
programs on disability awareness, empathy, and
inclusive customer service will cultivate a culture of
respect and understanding throughout the bank’s
workforce.

6. Collaborating with Disability Organizations:
Partnering with NGOs and advocacy groups can
provide valuable insights and help the bank identify
gaps in accessibility and service delivery, ensuring
continuous improvement.

7. Monitoring and Accountability:  Establishing
measurable goals and transparent reporting on the
progress of inclusive banking initiatives will uphold
the bank’s core values of responsibility, accountability,
honesty, and integrity.

By taking these steps, Rastriya Banijya Bank can truly
embody its mission of providing safe, innovative, and
affordable financial services to all Nepalese, leaving no
one behind. This commitment not only supports national
prosperity but also builds trust and credibility, ensuring
that the bank remains a leader in social responsibility and
inclusive development.

6. Conclusion

Financial inclusion is crucial for a country's socio-political
and economicfabric. In Nepal, access to finance is essential
for households and businesses. Governments should
prioritize financial inclusion for balanced development
in multi-sector sectors. It reduces poverty and enhances
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prosperity. National financial inclusion strategies,
involving financial regulators, telecommunications, banks,
and financial institutions, can accelerate and enhance
reforms in disabled-friendly banking in Nepal. BFls should
be considered for digital banking access in the banking
sectors. So, the speech voice of a blind person and a one-
time password (OTP) code are the most effective cyber
security systems for digital banking payment verification
transactions. The automatic Teller machine (ATM) should
be converted into a Braille system for accessibility to
individuals with visual impairments. BFIs should ensure
accessibility for wheelchair users, hearing loss, deaf
persons, and the blind through physical layout, caption
text, sign language guide, and tactile paving. The BFl offices
should foster a welcoming environment for individuals
with disabilities, improve the accessibility of the 'cash'
mobile Financial Services app, and increase public
awareness through social events focusing on inclusivity
in finance, thereby ensuring easy access to money and
allowances for disabled individuals. Therefore, the right
to equal opportunity, accessibility, participation, and work
for persons with disabilities in Nepal is in a critical state,
and the government should take immediate action to
ensure their rights.
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Artificial Intelligence in the Banking
and Financial Sector: A New €ra of
Financial Intelligence

&5

Introduction and Background

In the contemporary global economy, the banking sector
serves as the backbone of financial stability and growth.
Traditionally, banking was a labor-intensive industry
characterized by manual record-keeping, physical ledgers,
and face-to-face interactions. However, the dawn of the
digital age has fundamentally altered this landscape.
Today, Artificial Intelligence (Al)—the simulation of
human intelligence by machines—is no longer a futuristic
concept but a primary driver of operational excellence in
banking. Al refers to the ability of a digital computer or
computer-controlled robot to perform tasks commonly
associated with intelligent beings, such as the ability to
reason, discover meaning, or learn from past experience.
In banking, this translates to systems that can process
millions of transactions in seconds, predict market shifts,
and provide personalized advice to customers without
human intervention.

The global banking sector has transitioned toward
digitalization, driven by the need for speed, transparency,
and accessibility. According to the World Bank’s Digital
Progress and Trends Report 2025, Al is now the primary
driver of the “Next Great Divergence” between nations,
with developing countries like Nepal at risk of lagging
behind without swift adoption. In Nepal, a landlocked
developing country in South Asia, the banking sector has
evolved from manual ledgers to Core Banking Systems
(CBS) and is now entering the era of Intelligent Banking,
where data is the most valuable asset. The IMF’s Global
Impact of Al report highlights how Al can boost productivity
in sectors like finance, but developing nations risk falling
behind without adequate preparedness. Reports from
the Asian Development Bank (ADB) and United Nations
Development Programme (UNDP) emphasize how Al can
bridge financial inclusion gaps in regions like Asia, where
urban-rural divides persist. Nepal’s Nepal Rastra Bank
(NRB) has issued directives on Al use, reflecting a cautious
yet progressive approach to promote safe adoption in
licensed institutions. Drawing from international reports
like those from the World Bank, IMF, UNDP, ADB, and the
World Economic Forum’s Al in Financial Services 2025,
this article examines Al’s journey in banking for countries
like Nepal.

What is Al in Banking and Finance?

Artificial Intelligence (Al) in banking and finance involves
technologies that mimic human intelligence to automate
tasks, enhance learning, reasoning, and decision-making,
thereby boosting efficiency, speed, and value while
minimizing errors and costs. Al is transforming the sector
in critical areas such as risk management, regulatory
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compliance, fraud detection, investment and portfolio
management, and data security. Its adoption is essential
for competitiveness in a digital-first landscape, enabling
banks to deliver superior customer experiences and
operational improvements. By analyzing usage patterns,
Al generates insights for precise, customer-centric
products and services.

On the front end, channels like mobile banking feature
intelligent chatbots that anticipate needs and offer
personalized investment, spending, and saving advice.
At the back end, tools like robotic process automation
drastically speed up internal processes, supporting roles
in accounting, credit decisions, trading, advisory, and
more.

Evolution of Al

The evolution of Al dates back to the 1950s, when
pioneers like Alan Turing explored machine intelligence.
Early developments focused on rule-based systems, but
the 1980s saw expert systems that mimicked human
decision-making. The 1990s and 2000s brought machine
learning (ML), allowing systems to learn from data without
explicit programming. By the 2010s, deep learning and
neural networks advanced Al, enabling complex pattern
recognition.

In recent years, generative Al (GenAl) has revolutionized
the field, creating content like text and images. The
UNDP’s 2025 Human Development Report notes Al’s shift
from tools to agents, integrating into institutions for tasks
like resource allocation. In developing countries, adoption
has been uneven; the World Bank report indicates that
while high-income countries dominate Al patents, middle-
income nations like India and Brazil are seeing surges in
GenAl usage.

For Nepal, Al evolution aligns with national policies; the
OECD’s report on Al in Asia’s financial sector mentions
Nepal’s National Al Policy 2082, which promotes ethical
adoption amid growing digital ecosystems. Globally, Al’s
growth is projected to add trillions to economies, but
in low-income settings, it relies on open-source tools to
leapfrog barriers. In the financial sector, the journey has
moved through three distinct phases: the descriptive
phase (rule-based automation for basic accounting), the
predictive phase (ML for forecasting trends and defaults),
and the generative phase (GenAl for hyper-personalized
advice and scenario simulation).

Start of Use of Al in Financial Sector

Al’s entry into the financial sector began in the 1980s with
expert systems for credit scoring and fraud detection. By
the 1990s, neural networks improved risk assessment.

* M.Phil. Scholar, Tribhuwan University



The 2000s saw ML algorithms in algorithmic trading and
customer segmentation. The true explosion occurred
post-2010, fueled by big data, computing power, and
mobile banking.

In developing countries, adoption started later, often
through fintech innovations. The IMF report notes Al’s
role in making lending more efficient and combating
money laundering, with early applications in emerging
markets. The World Bank’s Artificial Intelligence for
Financial Sector Supervision highlights Al’'s potential to
transform supervisory practices in emerging economies.
In Asia, the ADB’s 2025 report points to digital financial
technologies like mobile payments as entry points for
Al, with examples from India and China. In Nepal, Al
use began with basic automation in banking operations,
ignited by the surge in digital payments post-pandemic.
Initially, it debuted through chatbots and SMS alerts.
By 2025, with NRB drafting specific Al guidelines, usage
has shifted toward sophisticated risk management and
automated KYC processes. Recent developments include
Al in the National Payment System for real-time fraud
detection, as per the OECD report. Globally, the WEF
report estimates financial firms spent $35 billion on Al in
2023, signaling widespread integration.

Why Al Matters to Banking Services and Financial
Organizations

In today’s digital-first world(“digital-first world” implies
that customers now expect to do everything via apps
and websites rather than visiting a physical bank
branch) where customers expect seamless, instant, and
personalized financial services through apps and online
platforms rather than traditional branch visits, banks must
move beyond manual processes to meet these demands.
Artificial Intelligence (Al) plays a crucial role here, enabling
organizations to automate routine tasks, allowing teams
to focus on higher-value activities, strengthen fraud
defenses, and provide quicker, more effective customer
support. So, banking and financial services organizations
are embracing Al for various reasons, from strengthening
risk management, optimizing front-, middle-, and back-
office operations and to quickly realize the advantages of
Al in finance and banking.

Al provides customers with sharper insights for financial
decisions, increasing loyalty to institutions using advanced
tools for better money management.

Benefits of Al in Banking and Financial Institutions.

Artificial Intelligence (Al) delivers tangible, quantifiable
advantages to banks and financial institutions, driving
efficiency, security, personalization, and growth. According
to McKinsey reports from 2024-2025, generative Al alone
could add $200-340 billion annually to the global banking
industry through productivity gains, with potential
boosts of 27% in investment banking and 27-35% in
front-office operations by 2026. Other studies highlight
cost reductions of 20-70% in targeted areas and revenue
uplifts from better services.

Al is not merely an enhancement but a vital strategic
tool for competitiveness and growth. Below are the key
benefits Al delivers to banking and financial organizations,
supported by recent trends and insights as of early 2026.

1. Enhanced Efficiency and Cost Savings: Al automates
repetitive tasks like loan processing, data entry,
compliance checks, and back-office operations,
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minimizing errors, accelerating processes, and freeing
staff for higher-value work. Generative Al drives 20-
40% cost reductions in many functions, with examples
like JPMorgan Chase saving hundreds of thousands of
hours annually through document analysis, turning
fixed costs into scalable competitive advantages.

2. Improved Fraud Detection and Prevention: Al
enables real-time analysis of vast transaction data
to detect anomalies, adapt to emerging threats, and
reduce false positives beyond manual capabilities.
Institutions like JPMorgan Chase have cut rejection
rates by 15-20%, saving millions in losses while
enhancing security, compliance, and customer trust.

3. Personalized Financial Services: By analyzing
spending, savings, and preferences, Al delivers
tailored recommendations, communications, and
real-time advice via virtual agents. Bank of America’s
tools, such as Dynamic Insights, boost engagement
and loyalty by transforming generic interactions into
meaningful, customer-centric relationships.

4. Streamlined Loan Approval and Credit Scoring:
Al uses traditional and alternative data for rapid,
accurate credit assessments, speeding approvals,
reducing defaults, minimizing bias, and promoting
financial inclusion for underserved segments while
lowering operational costs.

5. Predictive Analytics for Investments: Al processes
market trends and historical data to forecast
opportunities, optimize portfolios, and support
data-driven trading decisions, enabling proactive
adjustments for better returns and increased client
trust.

6. Enhanced Regulatory Compliance Al automates
verification, monitoring, flagging, and document
reviews via natural language processing, reducing
errors, avoiding penalties, and allowing focus on
strategic tasks while maintaining reputation in a
regulated environment.

7. Superior Customer Support: Al-powered chatbots
and virtual assistants, like Bank of America’s Erica
handling billions of interactions, provide 24/7
personalized, instant resolutions across channels,
reducing wait times, elevating satisfaction, and
building loyalty through seamless service.

8. Additional Benefits

a) Intelligent Tools and APIs — Al strengthens security
in open banking and automates tasks for smarter
customer budgeting apps.

b) Cybersecurity Enhancements — Al counters
sophisticated threats in real-time, protecting against
deepfakes and phishing.

c¢) New Opportunities — Predictive analytics identifies
growth areas, churn risks, and embeddable banking
services.

In short, Al transforms banking into a more efficient,
secure, inclusive, and revenue-generating sector.
Institutions scaling Al responsibly capture significant
value, while others risk falling behind in this data-driven
era. As of 2026, Al forms the core of modern finance’s
future.

Uses and Applications of Al in Banking and Financial
Institutions
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Al's applications in banking are diverse, enhancing
operations and customer service. As of 2026, generative
Al (GenAl) is accelerating adoption, with potential to add
$200-340 billion annually in value through productivity
gains and innovation. According to the IMF’s 2025 Al
Preparedness Index, banks deploy Al in four critical areas:
customer service (24/7 chatbots handling 95% of queries),
credit scoring (using alternative data like mobile usage for
the unbanked), fraud detection (real-time transaction
monitoring to prevent deepfake fraud), and back-office
automation (streamlining loan processing and auditing).
These can be categorized as follows:

Specific A
Category Application Description
Customer |Chatbots 24/7 support for balance
Experience |& Virtual inquiries, transfers, and
Assistants bill payments.
Hyper- Tailored product offers
Personalization |based on individual
spending habits.
Risk & | Fraud Detection | Real-time monitoring
Security of transactions to block
suspicious activity.
Credit Scoring | Analyzing non-
traditional data (e.g.,
utility bills) to assess
creditworthiness.

Application of Al related features in Nepalese Bank.

Back-Office | Process Automating data
Ops Automation entry and document
verification (KYC).
Algorithmic Executing high-
Trading frequency trades based
on market sentiment
and data.

Al Adoption in Nepalese Banks

Al adoption in Nepal’s banking sector is emerging, guided
by the Nepal Rastra Bank (NRB)’s Artificial Intelligence
Guidelines (drafted and finalized in late 2025). Private
banks are leading with innovative tools like chatbots and
hackathons, while government banks focus on digital
transformation for inclusion and basic risk management.
In Nepal, private sector banks are leading Al adoption. For
instance, NIC Asia Bank and Nabil Bank use Al-powered
chatbots for customer service and fraud detection, while
Global IME Bank employs Al for personalized financial
advice. Nabil Bank has integrated IBM Instana for Al-driven
application observability, enhancing system performance
and security. Government-owned banks like Nepal Bank
Limited and Rastriya Banijya Bank are adopting Al more
gradually, focusing on basic fraud detection and digital
loan processing through mobile apps, as part of broader
digital financial services initiatives. These examples
illustrate how Al is bridging urban-rural divides by offering
Nepali-language chatbots and smarter credit scoring for
rural borrowers.

Bank

Category Bank Name

Key Al Applications/Examples

Details/Notes

Rastriya Banijya Bank (RBB) | Fraud

detection,
monitoring, customer analytics

transaction | Emphasized in strategic planning;
supports digital banking excellence
and secure payments under NRB

guidelines.

Agricultural Development | Credit

Bank Limited (ADBL)

Government

scoring
management for farm loans

and risk | Uses alternative data (e.g.,
crop/weather patterns) for rural
inclusion; aligns with National Al

Policy 2025.

Nepal Bank Limited (NBL)

Basic fraud detection, mobile
banking alerts, AML compliance

Automates compliance checks;
focuses on efficiency in extensive
branch network.

Private

Nabil Bank

Nabina 2.0 Al chatbot; IBM
Istana for system monitoring;
personalized investment tools

Launched Nabina 2.0 in late 2025
for instant support; won Banker’s
Technology Award 2025 for open
banking.

Everest Bank Ltd.

Chatbots for 24/7 support;
predictive analytics for loans;
fraud detection

Staff training via partnerships; draws
from industry Al trends for risk
management.

Global IME Bank

Hosted Nepal’s first  Al/ML
Hackathon (2025); Al chatbots;
ML for credit decisions and churn
prediction

fintech
safer,

Hackathon encouraged
innovations;  focuses on
personalized banking.

NIC Asia Bank (and others)

Generative Al chatbot (e.g.,
Saathi); robotic process
automation for back-office tasks

Pioneered generative Al
used for customer
efficiency.

chatbots;
queries and
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Navigating the complexities: Associated Challenges and
Risks of Al in Banking

“Al's integration in banking creates opportunities, but also
introduces challenges”

As the banking sector rapidly adopts artificial intelligence
(Al), including generative Al (GenAl), it faces a complex
array of challenges and risks. While Al drives innovation,
efficiency, and growth, institutions must scrupulously
address inherent vulnerabilities to maintain trust,
compliance, and stability. Key concerns include data
privacy, cybersecurity threats, algorithmic bias, regulatory
uncertainty, explainability issues, and organizational
hurdles. A 2025 IBM Institute for Business Value study
found that 55% of banking and financial markets CEOs
accept significant risks from automation for productivity
gains, highlighting the need for balanced risk management.

Major Challenges and Risks of Using Al in Banking

1. Data Privacy and Security: Banks’ vast sensitive data
makes Al a target for breaches, misuse, and advanced
attacks (e.g., data poisoning, adversarial attacks).
Mitigation involves encryption, access controls,
anonymization, audits, customer consent, and GDPR
compliance. In 2026, Al aids defense (real-time
detection) but heightens vulnerabilities.

2. Bias and Fairness in Al Models: Algorithms can inherit
biases from training data, causing discrimination in
credit scoring, lending, and advice, risking legal issues
and trust loss. Solutions include diverse datasets,
regular audits, cross-functional development, human
oversight, and explainability tools.

3. Regulatory Compliance and Navigating Changes: Al’s
fast pace outstrips frameworks, with inconsistencies,
copyright risks in training data, and new rules like
the EU Al Act (high-risk systems from August 2026).
Collaboration, transparency, and adaptive strategies
are essential amid rising scrutiny and fines.

4. Cybersecurity Risks: GenAl boosts fraud prevention
but expands attack surfaces and introduces issues
like hallucinations (per 2025 EY survey). Holistic
governance, security-by-design, and Al-driven
defenses (e.g., anomaly detection) enable adaptation
to threats.

5. Outcome Accuracy and Explainability Challenges:
“Black box” models obscure decisions, hindering
compliance and corrections; GenAl risks
hallucinations. Human oversight, explainability tools,
and quality data preparation are key for accountability
in regulated banking.

6. Legal Uncertainty and IP Issues: Training on public
data poses copyright risks; inconsistent regulations
slow growth (IBM findings). Using proprietary data
and ethical frameworks mitigates problems.

7. Cultural and Strategic Challenges: Adoption
encounters resistance, misalignment, talent gaps,
and cost-ROI balancing. Cultural shifts, upskilling, and
ethical governance support effective implementation
and trust.

8. Ethical Implications and Limitations: Broader issues
encompass job displacement, socio-economic effects,
and responsible data use. “Black box” opacity and
unfairness necessitate ethical guidelines, evaluations,
and inclusive development.
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How Banks Should Approach Al: Best Practices for Al
Adoption in Banking

Artificial intelligence (Al), including generative Al (GenAl),
offers transformative potential for banking, enhancing
efficiency, personalization, risk management, and revenue
growth. However, successful implementation requires a
strategic, responsible approach. As of early 2026, banks
are shifting from pilots to enterprise-scale deployment,
with GenAl adoption accelerating—78% of banks
moved to tactical use in recent years, per IBM reports.
Best practices emphasize ethical governance, robust
models, talent development, and business alighment to
balance innovation with risks like bias, compliance, and
cybersecurity.

1. Develop Robust, Explainable Al Models: Prioritize
accurate, reliable models with high-quality, unbiased
datato prevent harmful outputs. Build in explainability
from the outset—offering clear decision reasoning
(e.g., credit scoring)—to satisfy regulations, foster
trust, and support human oversight via interpretable
algorithms and audit trails.

2. Implement Ethical Al Guidelines and Governance:
Create industry-specific frameworks for fair lending,
AML, fraud prevention, and equitable outcomes.
Reduce bias, protect data privacy (anonymization,
consent), and ensure fairness. Establish ethics
committees, governance officers, adopt standards
(e.g., NIST, EU Al Act), and integrate security-by-design
(encryption, access controls) across the Al lifecycle.

3. Investin Al-Specific Training and Talent Development:
Provide targeted training to help employees
understand tools, monitor outputs, address
challenges, and maintain ethics. Emphasize Al
as augmentation for hybrid intelligence. Roll out
education for business and tech teams, reskill routine
workers, and close talent gaps via hiring, upskilling,
and partnerships.

Strategic Recommendations from IBM’s 2025 Global
Outlook for Banking: IBM’s report outlines five key actions
for embedding Al effectively:

1. Adjust the Business Model for Digitalization —
Transform client servicing with embedded finance
(banking anytime, anywhere), Al-enhanced advisory
for new fees, and payments as data sources for
ecosystem risk management.

2. Drive Operational Efficiency with Al — Target high-
impact workloads, reimagine end-to-end processes
for seamless digital experiences, and design hybrid
cloud architectures for cost optimization.

3. Renew Risk Management Culture — Make every
banker an Al risk manager through platform
governance, prioritizing data confidentiality, security,
compliance, and resiliency to mitigate biases and
breaches.

4. Implement Education Programs — View Al as
augmentation to empower staff in a transformed
industry; accelerate reskilling to keep pace with
innovation.

5. Lead with an Al-First Approach — Articulate clear
strategies centering Al platforms in business and
operations; innovate based on Al to differentiate from
competitors.
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Prerequisites for Using Al in Banking Sector

Successful Al integration requires strong foundations. The
World Bank’s 4Cs framework—connectivity, compute,
context, and competency—is essential. Connectivity
demands universal broadband; compute needs domestic
data centers. Robust data governance: Data must be
clean, centralized, and secure. Legacy system integration:
Modernizing or bridging with APIs. Regulatory alignment:
Compliance with laws like GDPR and Basel Il baked in.

In Nepal, prerequisites include digital skills training and
ethical guidelines per NRB. The ADB stresses affordable
infrastructure and regulatory frameworks like data
protection. Skills development is key, with <5% basic
digital literacy in low-income countries. Policies should
include bias mitigation and partnerships for governance,
as per the OECD. The WEF emphasizes talent reskilling and
responsible Al pillars. Ethical frameworks ensure fairness
and transparency.

The Future of Al in Banking (2026 and beyond)

As of early 2026, artificial intelligence is transitioning
from experimental pilots to enterprise-scale deployment
in banking. Experts from SAS, McKinsey, Forrester, Back
base, and others predict that agentic Al — autonomous
systems that plan, reason, and act — will dominate,
potentially adding $200-340 billion annually in value
through productivity gains (McKinsey). While generative
Al (GenAl) enhances personalization and efficiency, banks
must prioritize responsible adoption to address ethics,
bias, data privacy, and regulatory compliance (e.g., EU
Al Act). Early adopters will gain competitive edges in
hyper-personalized, seamless services, while laggards risk
disruption from fintech and tech giants.

Future Trends

1. Agentic Al and Autonomous Agents: In 2026, “agentic
Al” arrives—smart systems that partly run on their
own. They handle customer requests, workflows,
credit checks, and rules compliance. These agents
guess what customers need, do tasks like transferring
money, run operations without human help, and
increase productivity by 20—-60% (McKinsey). Banking
shifts from fixing problems to preventing them using
teams of Al agents.

2. Hyper-Personalization and Predictive Experiences: Al
will study your spending, habits, and life changes in
real time to give custom advice, products (like instant
loan offers), and help. It moves banking from reacting
to predicting needs, building loyalty and selling more.

3. Advanced Conversational and Voice-Enabled Banking:
Smarter chatbots with better language skills become
helpful assistants for questions, planning, and voice
deals on smart devices. They offer round-the-clock
support that feels human.

4. Autonomous Wealth Management and Robo-
Advisors: Al robo-advisors will manage investments
on their own, adjusting for your risk level, market
changes, and goals, including life tips. Assets they
handle will double fast (PwC).

5. Enhanced Fraud Detection, Risk Management, and
Compliance: Al spots fraud and money laundering
instantly, automates contract checks (like JPMorgan’s
COIN), follows rules, and prevents risks early, cutting
losses.

6. Embedded and Invisible Banking in Open Ecosystems:
Al blends into apps like shopping sites for easy
“embedded” finance and instant global payments.
Open banking speeds up personal touches across
platforms.

7. Operational Efficiency and Cost Reduction: Al
automates paperwork like loans and docs, slashes
costs, and boosts front-office/investment work by
27-35% (McKinsey), freeing people for tough jobs.

Existing Legal Provisions related to Adoption of Al in

Banking and Financial Sector

Licensed Institution(s) by Nepal Rastra Bank must also

adhere to the following regulations, including any

subsequent amendments:

a) Nepal Rastra Bank (NRB) Artificial
Guidelines Other Secondary regulations

b) Cyber Resilience Guidelines, 2023
c) IT Guidelines, 2012
d) The Privacy Act, 2075(2018)

e) Other relevant laws or regulations issued by the
regulatory or governing bodies

Intelligence

Nepal Rastra Bank (NRB) Artificial Intelligence Guidelines

As of December 30, 2025, the Nepal Rastra Bank
(NRB), Nepal’s central bank, has released the Artificial
Intelligence Guidelines in December 2025. This document
provides a regulatory framework for the responsible
use of Al in the financial sector. Issued by the Banks
and Financial Institutions Regulation Department, these
guidelines guide NRB-licensed institutions toward ethical,
transparent, and safe Al adoption while addressing
emerging risks.

The guidelines respond to Al’s rapid growth in banking,
where institutions already use it for tasks like chatbots
and fraud detection. NRB aims to balance innovation—
enhancing efficiency, customer experience, and financial
inclusion—with safeguards for stability, fairness, and
data protection. The framework aligns with global
standards but adapts to Nepal’s context, including limited
infrastructure and digital divides.

Scope and Applicability: The guidelines apply to all NRB-
licensed institutions (LIs), including:

1) Class A commercial banks

2) Class B development banks

3) Class C finance companies

4) Class D microfinance institutions
5) Nepal Infrastructure Bank Limited
6) Payment System Operators (PSOs)
7) Payment Service Providers (PSPs)

They cover Al applications such as: 1) Credit scoring 2)
Fraud detection 3) Customer service (e.g., chat bots) 4)
Risk management 5) Compliance monitoring 6) Internal
tools like document drafting or data analysis

Internal use of off-the-shelf Al tools (e.g., for
summarization) faces lighter rules, but customer-facing
or critical Al from third-party vendors requires full
outsourcing procedures, including due diligence and
board approval.

Key Objectives: NRB outlines these primary goals:
=  Promote Al adoption to boost efficiency, innovation,
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and accessible financial
underserved populations.
= Ensure transparency, explainability, fairness, and
accountability in Al systems to protect customer
rights and prevent discrimination.
= Mitigate risks, including operational, ethical, systemic,
model, and cyber risks.
=  Maintain financial stability and operational resilience.
Core Principles and Requirements: The guidelines
empbhasize a risk-based approach with these key elements:
1. Governance and Accountability Boards of directors and
senior management hold ultimate responsibility for
Al outcomes—even if algorithms generate decisions.
Institutions must:
a) Develop a comprehensive Al
governance framework
b) Form a cross-disciplinary Al steering committee
(including business, risk, IT, legal, audit, and HR
representatives)
c) Appoint at least one senior member with
Al/technology risk expertise
2. Risk Management and Classification Institutions
classify Al systems as high-risk or low-risk and apply
proportional controls. They must:
a) Conduct regular penetration testing
b) Align with NRB’s IT Guidelines (2012) and Cyber
Resilience Guidelines (2023)
c) Address biases through non-discriminatory
strategies and training data audits

services, especially for

strategy and

3. Transparency and Customer Protection Customers
receive notifications when Al influences decisions
(e.g., loan approvals or fraud alerts), along with clear
explanations. They can opt out of Al-driven services
without losing essential access. Al-generated content
(e.g., public communications) requires clear labeling.

4. Data Privacy and Security Al systems comply with
Nepal’s Privacy Act (2018). Robust measures protect
data, prevent breaches, and handle incidents.

5. Reporting and Documentation Institutions submit
annual reports on Al usage, risk controls, and
customer impacts. They maintain detailed records of
data sources, algorithms, and processes for audits.
Al-related incidents (critical or non-critical) require
reporting to NRB supervision departments.

Significance for Nepal’s Banking Sector: These guidelines
mark a proactive step for Nepal, where Al adoption lags
behind global leaders but grows quickly in private banks
(e.g., chatbots at Nabil or NIC Asia) and payment systems.
They encourage innovation—such as Al for rural credit
scoring or fraud prevention in digital payments—while
preventing issues like algorithmic bias that could worsen
inequalities.

By emphasizing board-level accountability and human
oversight, NRB shifts Al responsibility from IT departments
to leadership. This aligns with international practices (e.g.,
EU Al Act or Singapore’s frameworks) and supports Nepal’s
Digital Nepal Framework.

In summary, NRB’s Artificial Intelligence Guidelines provide
a balanced, forward-looking framework that positions
Nepal’s financial sector to harness Al’s benefits responsibly.
They foster innovation for inclusion and efficiency while
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prioritizing ethics, transparency, and stability in a rapidly
digitizing economy.

Conclusion: “Artificial Intelligence as the Catalyst for
the Future of Banking and Finance” has transformed
banking from basic automation to advanced generative Al,
improving efficiency, risk management, customer service,
and decision-making. Its applications have reduced costs,
increased accuracy, and enabled personalized financial
services. However, Al adoption also raises challenges
related to data privacy, bias, cybersecurity, and regulation.
Addressing these issues requires ethical Al practices, strong
governance, and updated regulatory frameworks.

Looking ahead, Al will further automate banking processes,
enhance real-time risk monitoring, and support inclusive
and sustainable growth. In conclusion, Al is not just a
technological tool but a key driver of a more efficient,
innovative, and customer-centric banking system when
implemented responsibly.
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The Wealth-€quity Gap: Assessing
the Failure of Monetary Transmission
in Nepal's Capital Market

1. Abstract

Nepal is dealing with a strange economic contradiction:
the nation’s banks are overflowing with cash and foreign
reserves are at an all-time high, yet the stock market
(NEPSE) is completely stagnant. Normally, when banks
have this much extra liquidity, interest rates drop and
people rush to invest in stocks, but that connection has
essentially snapped. According to the latest data from
the Nepal Rastra Bank for early 2025/26, the country has
fallen into a "liquidity trap." Because banks are worried
about rising bad loans (NPLs) and investors have lost their
confidence, all that extra money is just sitting idle instead
of fueling the market or the wider economy.

2. Introduction

The stock market serves as a fundamental economic pillar
by providing a regulated environment where securities
like equities and bonds are exchanged between investors.
Its essential function is to optimize the generation and
distribution of capital, allowing both private corporations
and public entities to secure long-term, non-debt
funding for infrastructure, technological advancement,
and organizational growth. This mechanism ensures
that financial resources are efficiently channeled into
high-yield industries, thereby stimulating national
productivity. Furthermore, because investors react to
future expectations, equity indices are widely regarded as
reliable barometers of macroeconomic vitality; a bullish
trend typically indicates economic expansion, whereas
prolonged downturns often precede recessionary periods.

Despite its importance, the stock market especially
within emerging economies remains highly susceptible
to informational shifts and external disruptions. Price
dynamics are rarely a simple reflection of individual
firm performance; instead, they are shaped by a volatile
combination of domestic policy changes, geopolitical
stability, and fluctuating global economic. This intricate
relationship between market indices and the broader
economy has been a central theme in financial literature
since the introduction of modern portfolio theory
(Markowitz, 1952). While research typically links increased
market risk to economic contractions, empirical findings
often vary. This suggests that in smaller, developing
markets, the capacity for stock prices to accurately mirror
fundamental macroeconomic shifts may be constrained
by specific local variables.

In the Nepalese context, the Nepal Stock Exchange
(NEPSE) is becoming an increasingly vital vehicle for
mobilizing household savings into productive investments.
Although NEPSE historically exhibited lower volatility
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due to restricted trading volumes, recent trends show a
marked increase in price fluctuations driven by growing
speculative behavior. The significance of this market
to the national economy is underscored by its scale,
with the market-capitalization-to-GDP ratio reaching
approximately 148 percent by mid-2024. Consequently,
maintaining a stable macroeconomic environment has
become critical, as the health of the capital market is now
inextricably linked to the financial stability and long-term
development of Nepal.

The Nepal Stock Exchange (NEPSE) provides a critical case
study, having exhibited dramatic swings from an all-time
low of 163.4 points in 1998 July to a high of 2883.4 points
in 2021 July (on consideration of year end data) amid
major political changes.

In a functional economy, the stock market acts as a
barometer of economic health.

Rising liquidity and falling interest rates typically signal
a bullish trend as investors move capital from low-yield
bank deposits to higher-yield equities. However, in Nepal
(2025-2026), this transmission has stalled. Despite
remittance inflows surging by over 31.4% and foreign
exchange reserves hitting a historic NPR. 2979.81 billion
(covering 16.4 months of imports), the NEPSE index has
struggled to sustain growth remaining at 2487.18 in Mid-
October, 2025. This paper identifies this phenomenon as
the Wealth-Equity Gap: a structural disconnect where the
country’s growing external wealth fails to ignite internal
capital formation.

3. Review of Literature

The study by Rajan Phaju (2025) utilizes the Toda-
Yamamoto Granger non-causality approach to analyze
Nepal's capital market dynamics from 1994 to 2023,
revealing a critical "transmission mechanism" where
investor confidence and market liquidity drive the
NEPSE index, which subsequently acts as a leading
indicator for GDP growth. While the research confirms
that capital market development indirectly influences
economic expansion through the stock index, it identifies
a significant structural break in 2010 likely due to
political and regulatory shifts that initially dampened
economic momentum. The findings highlight a "Wealth-
Equity" disconnect where the NEPSE index often moves
independently of broader macroeconomic trends due to
speculative motives and limited integration with the real
economy, suggesting that liquidity alone is insufficient
without strong investor sentiment and structural reforms.
Ultimately, the study concludes that fostering a well-
capitalized market with enhanced transparency and

* CA, Rastriya Banijya Bank
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investor protection is essential for converting financial
liquidity into sustained national economic transformation.

Nishant Khanal, (2025) in his article mentioned that
as the year 2025 concludes, the Nepal Stock Exchange
(NEPSE) presents a paradox where a record 6.3 million
digital trading accounts and a multi-trillion-rupee market
capitalization mask a fragile structural reality. Rather
than signaling healthy economic modernization, this
surge is characterized as a "rational bubble" sustained
by an unprecedented glut of "lazy capital" that has been
diverted from a stagnant real estate market and limited
industrial avenues into the secondary market. This
decoupling is starkly evident in the banking sector, where
systemic rot highlighted by Non-Performing Loans (NPLs)
rising to 4.86 percent fails to trigger a valuation correction
due to the excess liquidity that banks cannot productively
lend. Drawing parallels to the speculative manias of
the COVID-19 era, the current market is criticized for
information asymmetry and ‘"regulatory capture,"
particularly within the hydropower sector where low-
quality assets are sold at a premium. Consequently, the
NEPSE is portrayed not as an engine of growth, but as a
wealth transfer mechanism that risks a sudden "Minsky
Moment," potentially devastating middle-class savings
and the national savings pool for years to come.

The study titled "Stock Price Synchronicity and Liquidity"
by Chan, Hameed, and Kang (2012) investigates the
relationship between the degree to which individual
stock prices move in collaboration with the broader
market and their subsequent trading liquidity. Using
a comprehensive dataset of U.S. stocks from 1989 to
2003, the authors provide evidence for the "relative
synchronicity" hypothesis, which suggests that higher
stock price synchronicity often viewed as a lack of firm-
specific information actually leads to improved liquidity
by reducing the information asymmetry faced by market
makers. The research demonstrates that stocks with higher
synchronicity exhibit lower transaction costs, specifically
smaller bid-ask spreads and reduced-price impact of
trades, because the risk of trading against privately
informed investors is diminished when stock returns are
driven primarily by public, market-wide information. These
findings remain robust across various liquidity measures
and control variables, providing a unique perspective that
emphasizes how the informational environment of a firm
directly shapes its market microstructure and trading
efficiency.

Marozva, (2020) underscores the deterministic role of
both bank-specific and market-wide liquidity in driving
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stock returns, particularly during periods of financial
instability. By utilizing the Bank Liquidity Mismatch
Index (BLMI) and the Aggregate Liquidity Mismatch
Index (ALMI) within the framework of an augmented
Fama-French five-factor model, the study demonstrates
that higher bank-level liquidity buffers (BLMI) positively
impact returns, aligning with Basel Ill recommendations
for robust liquidity coverage. Conversely, market-wide
liquidity (ALMI) exhibits a negative relationship with bank
stocks, suggesting that high market liquidity increases
opportunity costs and favors a contrarian investment
strategy. Ultimately, these findings validate the inclusion of
liquidity as a vital macro-prudential metric in asset pricing
models, proving that managing liquidity mismatches is
essential for navigating market spirals and mitigating the
impact of global financial crises.

4. Conceptual Framework: The Three-Stage Transmission

Based on review of existing literature, in the normal
scenario when there is influx of surplus remittance
resulting in huge deposit collection, the market interest
rate shrinks and investors are attracted to invest more
in the capital market with available low margin lending
rates. This phenomenon can be described in three stage
equity transmission as below:

A. Stage 1 (Liquidity Generation): Foreign remittance
enters the banking system; Increase in Deposits.

B. Stage 2 (The Interest Rate Phase): Excess liquidity;
Decline in Interest Rates

C. Stage 3 (Equity Transmission): Low interest rates;
Higher demand for Shares (NEPSE).

High
deposit to
Liquidity low Interest Rate
Generation interest Phase
rate and
high equity

investment

Equity
Transmission

Fig : Three stage transmission of Equity

However, in the context of Nepal’s economy, the normal
chain of economic cycle seems to be broken with break
in equity investment which has been presesnted below.

Tabular representation for existence of Equity Paradox in the context of Nepal

. Nepal's . Why it's
Theoretical Stage 2026 Status Status as on Ashwin end 2082 Bl ]

Step 1: High Remittance | Functional | Remittance inflows increased 35.4 percent to | Deposits are at record
and High Deposits Rs.553.31 billion in the three months of 2082/83. | highs.
Step 2: High Deposits | Functional | Weightedaveragedepositrateofcommercialbank | Rates are at a 4-year low.
and Low Interest Rates stood 3.85 percent and lending rate stood at 7.50

percent and weighted average 91-days treasury

bills rate remained at1.91
Step 3: Low Interest | Broken NEPSE index stood 2487.18 in Ashwin end, 2082 | The Clog: Fear, NPLs, and
Rates and High NEPSE lack of dividends, Political

instability

Table: showing three stage analysis of equity transmission in the context of Nepal.
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The economy is behaving like a powerful engine that
starts perfectly but fails to move the wheels. It all begins
with a massive wave of money sent home by workers
abroadwith remittances jumping over 35% as of Ashwin
end, 2082 which has left our banks overflowing with cash
and national reserves at an all-time high. This surplus has
done exactly what one would expect: it crashed interest
rates, making it cheaper than ever to borrow being
average lending rate of commercial bank at 4 years low at
7.5%. Usually, this is the moment when everyone rushes
into the stock market (NEPSE) to get better returns, but
right now, that final connection is broken. We are stuck
in a "liquidity trap" where, despite the cheap money, the
crowd is staying away. People are simply too nervous
about the rising number of bad loans in the banking sector
and the general economic uncertainty to take the leap,
proving that even record-breaking wealth can’t jumpstart
a market if the underlying confidence isn't there.

5. Data Analysis: Why the Pipeline is clogged

The 31-year trend analysis of selected macroeconomic
indicators (Broad Money Supply (M2), Remittance, Nepse
Index and T-bills rate 91 days) has been performed. The
data has been considered taking natural log values of
indicators chosen.

Trend Analysis

(below 3) and even dipped into negative territory around
2014, suggesting periods of high liquidity or specific
monetary interventions.

Indicator Behavior

. Long-term - Growth
Indicator Trend Volatility Rate
Money Very Bullish | Very Low | Highest
Supply & Most

Consistent
Remittance | Bullish Low High
Nepse Index | Moderate Moderate | Moderate
Bullish
91-day T-bill | Cyclical / High Minimal /
Flat Occasional
Negative

Table: showing trend analysis results on selected macro-
economic indicators

The chart suggests that while the "real" indicators
of liquidity (Money Supply and Remit) are growing
rapidly, the stock market (Nepse) does not always react
proportionally. This suggests that other factors such as
investor sentiment, political stability, or the "opportunity
cost" represented by the T-bill rateplay a significant role

Trend Analysis of Nepse, 91 days T-bills rate,
Remit and Money Supply

Y ey
A~ O

\O)

/

—_
o

Log value of variables

/

=== [Money supply
Remit

: M Nepse Index
6

91 days
T-Bills

Fig: Trend Analysis of Nepse Index, 91 days T-bills rate, Remittance and Money Supply data of Nepal

Both Money Supply (M2) and Remittance show a strong,
consistent upward trajectory over the entire 31-year
period. This indicates steady expansion in the monetary
base and a continuous increase in funds sent from
abroad. While the Nepse Index shows a long-term upward
trend, its growth is significantly flatter and more volatile
compared to the money supply. It experienced notable
dips around 2002, 2011, and 2018-2020 before reaching
a peak around 2021.Likewise, the91-day T-bill Average is
the most volatile variable. It has generally remained low

in determining how that liquidity flows into the capital
markets.

6. Conclusion and Recommendations

With reference to above study, the current fiscal year
data reveals that while Stages 1 and 2 are functioning,
Stage 3 is blocked by several "deadweight" factors. The
primary reason for the "Wealth-Equity Gap" is that while
liquidity is high, it is not "healthy" liquidity. The banking
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sector which accounts for the majority of NEPSE’s market
capitalization is currently struggling with a dual crisis of
surplus cash and deteriorating asset quality.

The major indicative reasons behind such gaps are as
follows:

A. The NPL Barrier and Profitability Squeeze

The primary "clog" in the system is the health of
commercial banks. As of late 2025, industry-wide Non-
Performing Loans (NPLs) have climbed toward 4.86%. To
cover potential defaults, banks are forced into aggressive
provisioning, which has slashed net profits (18.78%
collective drop in Q1 2025/26). Hence, Investors avoid
banking stocks because they fear "Zero-Dividend" years,
despite the banks being flush with cash.

B. The Interest Rate Paradox (Liquidity Trap)

Weighted average lending rates have dropped to 7.50%,
yet private sector credit growth remains sluggish at 7.3%.
In a "Liquidity Trap," even near-zero real interest rates
fail to stimulate investment because of low business
confidence. Investors are choosing to hold "lazy capital" in
low-yield savings rather than risking it in a volatile market.

C. Shift in Asset Preference

Data indicates that instead of flowing into the secondary
market, "migrant money" and excess liquidity are being
diverted toward:

i.  Primary Markets: High-frequency IPOs and FPOs.

ii. Fixed Assets: A slow but steady return to real estate
as a "safe haven."

D. The Cost of Borrowing vs. The Cost of Risk

By Mid-October 2025, the weighted average lending rate
of Commercial banks dropped to 7.50%. In theory, this
should have caused a massive surge in "Margin Lending"
(loans against shares). Investors are not refusing to invest
because money is expensive; they are refusing because
the perceived risk of the banking sector's health is higher
than the potential return on equity.

Hence, it can be concluded that Nepal is experiencing
a structural failure of monetary transmission. Liquidity
alone is no longer a sufficient driver for the stock market.
The "Wealth-Equity Gap" will persist as long as the
banking sector remains burdened by asset quality issues,
volatile economy and lack of investors’ confidence.

Recommendations:
A. Strengthening the Banking Sector & Managing Risk

Establishment of an Asset Management Company (AMC):
Create a dedicated entity to purchase and manage Non-
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Performing Loans (NPLs). This removes toxic assets from
bank balance sheets, freeing up capital and allowing
banks to resume healthy dividend cycles.

Introduction of "Dynamic Provisioning": Implement a
forward-looking provisioning model that allows banks to
set aside reserves during good times to cover losses during
downturns. This helps manage NPLs more smoothly
without suddenly wiping out their ability to pay dividends
to shareholders.

B. Modernizing and Diversifying the Stock Market
(NEPSE)

Reduction of Banking Sector Dominance: Move toward
an "All-Equity Index" and actively encourage real-sector
companiessuch as manufacturing, hydropower, and ITto
list. Currently, banks make up over 60% of the index;
diversifying this will make the market less sensitive to
banking shocks.

Launch of the SME Platform: Implement a dedicated
platform for Small and Medium Enterprises. This
provides smaller companies with a path to public capital
while giving investors more diverse options beyond the
traditional heavyweights.

C. Government and Macroeconomic Coordination

Fiscal-Monetary Synchronization: Align Central Bank
policies with government spending. The stock market
lacks fundamental support when the "real economy" is
slow, making it vital for the government to fix the 34.7%
decline in Capital Expenditure seen in Q1 2025/26.
Capital Expenditure Reform: Streamline how the
government spends its budget. Putting money into
physical infrastructure and development projects creates
a "trickle-up" effect that eventually drives corporate
profits and stock prices.
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Comparative Study on Practices of
Book Building Method in IPOs in
Nepal & India

Background

An Initial Public Offering (IPO) represents a significant
milestone in a company’s journey to raise capital. One of
the most critical aspects of an IPO—for both the company
and potential investors—is determining the appropriate
pricing of the offering. IPOs can be priced using various
methods, including fixed price offerings, book building,
and auction pricing.

In a fixed price IPO, the company sets the offering price
in advance, based on the par value of the shares, often
with an added premium. In contrast, the book building
method involves setting an indicative price range rather
than a fixed price. This process includes a "roadshow,"
during which the underwriter presents the offering to
institutional investors, who then submit non-binding
indications of interest. After the book building process
is completed, the company and the underwriter jointly
determine the final IPO priced based on the feedback
received.

The book building approach enhances the price discovery
process by encouraging active participation from both
institutional and retail investors. It not only helps
companies raise substantial capital but also promotes
transparency and competitiveness through a structured
bidding system. Widely regarded as one of the most
effective price discovery mechanisms, book building has
become a standard practice, originating in the United
States. The fundamental assumption behind this method
is thatthe underwriter possesses a superior understanding
of market conditions and access to potential investors.

Book Building Method in Nepal

Section 2 of the Book Building Directives, 2077 defines
the book building method as a price determination
mechanism and procedure for securities issuance during
an initial public offering (IPO) by a corporate body. Widely
practiced in developed markets, this approach has
recently started gaining ground in emerging economies as
well. The ability to allow free pricing in primary market
issues can serve as a strong incentive for companies
to enter the capital market. A more flexible pricing
mechanism—permitting companies to issue shares at
a price higher than their net worth—would reflect their
goodwill and market reputation built over the years. The
traditional IPO system, based on the par value of shares, is
now considered outdated, as most global stock exchanges
abandoned this practice decades ago.

Introducing a free and fair pricing system for IPOs could
eliminate one of the key barriers preventing real-sector
companies from accessing capital markets. Recognizing
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this need, Nepal has taken a significant step by introducing
the book building mechanism through the promulgation
of the Book Building Directives 2077 by the Securities
Board of Nepal (SEBON), the apex regulator of the capital
market.

According to Book Building Directives, 2077 the following
are the major regulatory provisions for issuing an initial
public offering through book building method.

Eligibility for Corporate Bodies to offer IPOs through Book

Building

= The company should operate at a profit for the last
3 years.

= Approval from the AGM of the company to issue IPO
through 'Book Building’

= Net worth per share should be 150 percent of the per
share capital

=  The company should have average or above average
ratings from the rating agencies.

Qualified Institutional Investors (Qlls)

Qualified institutional investors are institutions approved
and recognized by SEBON, who can participate in the book
building process having net worth of 100 million rupees at
minimum. Various Qlls are as follows.

Merchant Banks

Mutual Funds

Recognized Pension Funds

Financial Institutions established under special acts
Listed Companies

Securities Trader

NouswDhe

A portfolio company incorporated with an objective
of making investment securities

8. Other entities as approved by SEBON

Agreement with issuing & sales manager and stock
exchange market

A body corporation willing to issue securities through
book building method shall enter into an agreement with
issue & sales manager licensed by SEBON and make an
agreement with stock exchange market to carry out the
works related to a book building method by an automated
electronic system.

Creation of Initial Prospectus, Conduct Discussion
Program and Receive Intent Price
A body corporate is obligated to engage in collaborative

consultation with an appointed issue and sale manager
to prepare an initial prospectus. Subsequently, the

* Acting Assistant Manager, Nepal Stock Exchange Limited (NEPSE)
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corporation is mandated to conduct a discussion program
centered around the initial prospectus by inviting qualified
institutional investors. During this, the corporation is
seeking feedback from qualified institutional investors
regarding the initial prospectus, including minimum
numbers to be purchased, intent price and its valuation
method with the support of an issue and sale manager.

Issuing company shall, receive intent price for purchase,
require obtaining at least 10 letters of intent from Qlls, in
case letter of intent are not received in accordance with
stipulated number of Qlls, company may solicit letter
of intent by revising the projected price. Intent price
submitted by Qlls is kept within the limit of threshold
price, shall have to compulsorily participate in bidding
process.

Determine Threshold Price and Submit Application to
the SEBON

A body corporate is required to set the base price of
securities after reviewing the intent price received from
Qlls subsequently, the determination of the threshold
price for securities will follow the establishment of the base
price. The upper threshold price is calculated by adding 20
percent to the base price, and the lower threshold price is
determined by subtracting 20 percent. Anapplication must
then be submitted to the Board specifying the threshold
price along with a prospectus for the registration and
issuance of securities through the book-building method.

The Bidding Process
An issue and sales managers publish an offer document
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inviting all Qlls to participate in the bidding process within
10 days at minimum from the approval date of prospectus
from SEBON. Qlls shall make an application within the
threshold of selling price and not make a bid offer quoting
a lesser number of securities and price than that of letter
of intent. Any Qlls shall make a bid offer not exceeding
20 percent than the total securities issued. Any Qlls shall
not participate in a bidding process, if it bears conflict of
interest with the body corporate. Qlls shall deposit all the
money in the bank account of issue bank, or hold in the
account of applicant, or a good for payment cheque.

Cut-off Price Determination and Allotment of Shares
to Qlis

To determine the cut-off price for securities issued to
qualified institutional investors, the stock exchange
market will run an automated electronic bidding system
to assess and set this price. The selection of successful
bidders will then commence, prioritizing bids from the
highest to the cut-off price, representing the minimum
amount for which shares will be sold. If the bid price from
a qualified institutional investor is lower than the cut-off
price, the allocation of securities will not be granted to
that investor. In situations where the available securities
are insufficient to fulfill all applicants' requests at the cut-
off price, allotment will occur on a pro-rata basis.

As an illustration, consider the book building process
of ABC Company that plans to issue shares. If Qlls are
allocated 10,00,000 shares, and applications are received
through a bidding process, cut-off price will be determined
based on the table below:

S.N. CN),?IS i Bid Price :i?i.egf SIS Zﬁc.)ttzfd SIS Remarks

1 3 250 50,000 50,000

2 7 245 150,000 200,000

3 10 235 200,000 400,000

4 17 230 250,000 650,000

5 15 228 295,000 945,000

6 18 225 500,000 1000,000 Remaining 55,000 shares shall be allotted to 18
applicants on a pro-rata basis

7 16 220 300,000 _ Not allotted due to bid price is below the cut-off price

8 20 218 350,000 _ Not allotted due to bid price is below the cut-off price

The cut-off price is set Rs 225 when the entire issuance
of securities is fully subscribed by Qlls bidding between
Rs 250 to Rs 225

Public Issuance at 10% Below Cut-off Price

Upon determining the cut-off price and allocating shares
to Qlls, the company proceeds to issue securities to the
public, offering a 10 percent discount from the cut-off
price. Throughout the securities allotment process, each
applicant is entitled to apply and allots a minimum of 50
shares.

Miscellaneous

Companies are willing to issue securities through book
building methods for the public require to underwrite
securities, except for the securities to be issued Qlls.
Relevant issue and sales manager shall underwrite at least
five percent of securities out of the total underwritten.
The company may invite application through a sealed

guotation method until the automated electronic bidding
system comes into operation.

Following the implementation of these directives,
Sarbottam Cement Limited became the first company in
Nepal to issue 6,000,000 shares to the public through the
book building method. Of these, 40% (2,400,000 units)
were allocated to Qualified Institutional Investors (Qlls),
while the remaining 60% (3,600,000 units) were offered to
the public. Subsequently, Reliance Spinning Mills Limited
also initiated the IPO process through book building.
However, the process was halted for long time in response
to complaints from investors and oversight agencies.
Concerns were raised over legal, procedural, and technical
aspects—particularly around the fairness and accuracy of
share pricing. Considering these controversies, SEBON has
announced its intention to revise the existing regulations
and guidelines related to the book building method.
Recently, the issue process of IPO of Reliance Spinning
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Mills Limited completed with the verdict of court amid
the controversies.

Analysis of IPO of Sarbottam Cement Limited through
Book Building Method

According to the Securities Registration and Issue
Regulations, 2073 (seventh amendment), and based on
the main provisions of the Book Building Guidelines, 2077,
Sarbottam Cement Limited has completed the following
activities to carry out the Initial Public Offering (IPO):

Interaction (Road Show) Program

In accordance with Clause 7 of the Book Building
Guidelines, 2077, the organized institution, Sarbottam
Cement Limited, allocated 40% of the total 6,000,000
shares it intended to publicly issue, 2,400,000 shares—
to Qualified Institutional Investors (Qlls), and 60%—i.e.,
3,600,000 shares—to public investors. With the guidance
of the issue and sales manager Global IME Capital Limited,
and co-issue and sales managers NIMB Capital Limited
and Prabhu Capital Limited, the company prepared
the preliminary prospectus and organized a discussion
program involving Qlls on 2079/03/19.

As per Clause 8 of the Book Building Guidelines, 2077,
after conducting the interaction program, the company
needed to receive Letters of Intent from at least 10 Qlls
to ensure the full sale of securities allocated to them.
Sarbottam Cement Limited received 65 letters of intent,
and based on these, it determined the base price of Rs
501 per share. According to the guidelines, the upper
price limit was set by adding 20% to the base price and
the lower limit by reducing 20%, resulting in an initial price
range of Rs 501 to Rs.751.25. The prospectus, including
this pricing range, was submitted to the regulatory body,
the Securities Board of Nepal (SEBON), for approval.

Securities Issuance and Price Revision

0On2079/12/09, SEBON directed the company to revise the
price range and resubmit the prospectus considering the
overall market situation. In response, Sarbottam Cement
Limited held its 154th board meeting on 2080/02/01
and revised the price range to Rs 401 to Rs 601.50. The
revised prospectus was submitted to SEBON for approval.
After receiving approval of the revised prospectus, as per
Clause 11 of the Book Building Guidelines, 2077, 2,400,000
shares allocated to Qlls were offered through the Nepal
Stock Exchange's bidding system for four working days—
from 2080/08/06 to 2080/08/10.

Cut-off Price Determination

During the bidding period conducted via NEPSE’s bidding
platform, 41 sealed bids were received. On 2080/08/12,
in the presence of representatives from Nepal Stock
Exchange, CDS and Clearing Ltd., Office of the Company
Registrar, the issuing company (Sarbottam Cement), issue
managers (Global IME Capital), co-issue managers (NIMB
Ace Capital and Prabhu Capital), participating Qlls, and
journalists, the sealed bids were opened.

One bid was disqualified for applying for fewer shares than
mentioned in its letter of intent, as per the guidelines.
The remaining 40 bids were considered for allocation. The
2,400,000 shares were fully subscribed with bids ranging
from Rs. 406 to Rs. 401. Based on the bids, the cut-off
price was determined to be Rs. 401. The 15 investors
who bid above the cut-off price were allotted shares as
per their demand, while the remaining 25 investors who

bid at the cut-off price received shares on a proportional
basis.

Public Share Offering

According to Clause 14 of the Book Building
Guidelines, 2077, shares for the public were
priced at a 10% discount from the cut-off price of
Rs. 401, resulting in an issue price of Rs. 360.90.
Atotal of 3,600,000 shares was offered to the public, with a
minimum application of 50 shares per applicant. The offer
received an overwhelming response, with applications
exceeding the available shares by 18.20 times. Shares
were allocated to the public through a lottery system.
The company’s shares have now been listed and are being
actively traded in the secondary market of the Nepal
Stock Exchange.

In the context of Nepal, the book building method
holds promise in attracting real-sector companies to the
capital market. However, it also presents challenges for
individual investors. The requirement to apply for shares
priced above face value, combined with a minimum
application threshold of 50 units, may pose financial
hurdles for small investors. Limited access to funds could
deter retail participation, potentially affecting the broader
inclusiveness of the IPO process under this mechanism.

Sarbottam Cement Limited became the first real-sector
company in Nepal to conduct an IPO through the
book building method, thus paving the way for other
companies from the real sector to enter the capital
market. However, during the process, some procedural
errors and shortcomings were noted by media and
investors. Therefore, in the future, regulatory bodies and
all market participants must ensure that the book building
process is made more technology-friendly, efficient, and
transparent to encourage real-sector companies to enter
the capital market.

Book Building Method in IPOs in India

The introduction of book building method in India in
1995 followed the recommendation of expert committee
appointed by SEBI under Mr. Y.H. Malegam “to review the
existing disclosure requirements in offer documents,” two
of the terms of reference being “the basis of pricing the
issue” and “whether substantial reduction was possible in
the time taken for processing applications by SEBI.” The
committee recommended and SEBI accepted in November
1995 that book building route should be open to issuer
companies, subject to certain terms and conditions.

SEBI Guidelines define book building process undertaken
by which a demand for the securities proposed to be
issued by a corporate body is elicited and built up and the
price for such securities is assessed for the determination
of quantum of such securities to be issued by means of
notice, circular, advertisement, document or information
memoranda or offer document.

In November 1999 the HCL Technologies had raised
capital though IPO by book building method and investors
gave an enthusiastic response. It was first Indian IPO
to adopt the book building process and the issued was
highly oversubscribed by 27 times. This was even though
the company revised its original price band of Rs 450-540
to Rs 500 -580. The final price was Rs 580 for the shares.
Since then, book building has become a common practice
in India for IPOs, benefiting both companies and investors
by making the process more transparent and efficient.

256



During the year 2024/25, India capital market saw 78
IPOs being concluded through book building route worth
amounting INR 162,386.66 Crore.

Major regulatory provisions and process of book
building route of IPO in India

Securities And Exchange Board of India (SEBI), apex
regulator of Indian capital market provides the process
and guideline for conducting issue of securities through
book building method by making legal framework through
SEBI (Issue of Capital and Disclosure Requirements)
Regulations 2018. The regulations for conducting an issue
of securities through the book-building process outline
the following key requirements:

Book Building Types

= A 100% Book Built Offer is fully allocated through the
book-building process. In this method all IPO shares
are offered through bids. This method relies entirely
on investor demand to set the price of offerings.

= Under the 75% Book Building method, a company
allocates 75% of the shares via book building route &
the remaining 25% to the institutional investors at a
fixed price. This provides a mix of price discovery and
stability.

IPO Eligibility Criteria

Profitability Route (Entry Norm 1)

The companies must meet all the following conditions in
terms of profit standards to be eligible for an IPO through
this route:

= The company should have net tangible assets of at
least Rs 3 crores in each of the three preceding years.

= For fresh issues (not Offer for Sales) of the above Rs 3
crores of tangible assets, not more than 50% should
be cash or cash equivalent.

=  The company should have an average operating profit
(before tax) of at least Rs 15 crore in any of the three
years out of the last five years.

= In the event of a name change, 50% of the revenue
generated in the previous year should be from the
business carried on under the new name.

= The issue size should not exceed five times the net
worth of the company before the issue (pre-issue).

Qualified Institutional Buyer (QIB) Route (Entry Norm

)

The QIB route is an alternative route developed by SEBI

for genuine, capable and legitimate companies that

are unable to meet strict profitability parameters. The

companies going for IPO through the QIB route must

ensure that:

= |PO through the book-building process.

= Allocate at least 75% of the net offering to qualified
institutional buyers.

= Refund of IPO subscription money if the minimum
allotment requirement is not met.

Qualified Institutional Buyers (QIBs)

= a mutual fund, venture capital fund, alternative
investment fund and foreign venture capital investor
registered with the SEBI

= 3 public financial institution

= a public financial institution
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= ascheduled commercial bank

= a multilateral and bilateral development financial
institution

= astate industrial development corporation

= an insurance company registered with the Insurance
Regulatory and Development Authority of India

= 3 provident fund with minimum corpus of twenty-five
crore rupees

= a pension fund with minimum corpus of twenty-five
crore rupees

= systemically non-banking  financial

companies
Appointment of Lead Managers

The issuer must appoint one or more merchant bankers as
lead managers, whose names must be disclosed in both
the draft and final offer documents. If there are multiple
lead managers, their respective roles and responsibilities
must be clearly defined. The primary responsibility of lead
managers, also called lead book runners, is building the
book. Book runners may also appoint intermediaries who
are registered with SEBI and permitted to carry on activity
as an underwriter and as syndicate member.

Underwriting

The entire offer other than the promoters’ contribution
and allocation to permanent employees must be fully
underwritten by the lead managers, with syndicate
members serving as sub-underwriters. Contracts for
underwriting must be finalized prior to the submission
of the prospectus. In the prospectus, specifics of the
underwriting arrangement, such as the number of shares
underwritten, must be disclosed. If there is a shortage
of subscriptions, it is the responsibility of the senior
managers to make up the difference.

Agreement with Stock Exchange Market

For book building, the issuer must reach an agreement
with one or more publicly traded exchanges that provide
electronic tendering systems. In addition to delineating
the rights, responsibilities, rights, and obligations of
the issuer and the stock exchange, this agreement may
encompass dispute resolution provisions.

File Draft Red Herring Prospectus (DRHP)

The draft prospectus containing all the disclosures except
that of price and the number of securities to be offered
to the public filed by lead merchant banker with the
SEBI. DRHP basically tells potential investors about the
company’s business, financials, risks and details of IPO.
After receiving the DRHP, SEBI reviews and provides
comments/modifications within 21 days. After making
necessary modifications and getting final observations,
the issuer goes to public.

The Price Band Determination and Bidding Process

The issuer in consultation with book running managers
lead (BRLM) the price band. The price band consists of a
ceiling/ cap and a floor. The cap cannot exceed 20% of the
floor. The actual pricing would then depend upon the bids
received. For instance, a price band has been fixed for
Rs 20 to Rs. 24 per equity share. The price band must be
published in advertisement and Red Herring Prospectus
(RHP). The bidding opens normally for 3-5 days for
Qualified Institutional Buyers (QIBs), Non-institutional
Investors (NllIs) and Retail Investors. Investors are required

important
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to bid on the price band and disclose the number of
shares they are willing to buy. The price band can be
revised during the bidding period, provided the maximum
revision on either side shall not exceed 20 %. i.e. the floor
of price band can move up or down to the extent of 20
per cent of the floor of the price band disclosed in the red
herring prospectus.

The bidding process shall be conducted through an
electronically linked transparent facility provided by
stock exchanges. The lead managers must ensure that
syndicate members have sufficient infrastructure for
timely data entry of bids, with at least one electronically
linked terminal available at each bidding center. During
the bidding period, applicants can place bids through
stockbrokers, self-certified syndicate banks, registrars
and share transfer agents, or depository participants.
Applications must be supported by a blocked amount. In
the bidding process BRLM collects the information
which includes the number of shares bid, bid prices and
categories of investors. This data helps to build the book
of demand.

Price Discovery and Finalization

The Issuer, in consultation with the lead managers,
shall determine the final Issue price based on the bids
received. Once the final price is determined, the number
of specified securities to be offered or the Issue size will
be finalized. All bidders whose bids are at or above the
final Issue price will be considered for allotment of the
specified securities. A copy of the prospectus, which shall
include the price and the number of specified securities,
shall be filed by the Issuer with the Registrar of Companies.

For instance, a price band has been fixed of Rs 20 to Rs
24 per equity share. The issue size is 3,000 equity shares
and five bids are received as shown in the table below.
A graphical representation of consolidated demand and
price would be made available at the bidding centers
during the bidding period. The illustrative book given
below shows the demand for the shares of the Company
at various prices and is collected from bids from various
investors.

Bid Bid Price | Cumulative | Subscription
Quantity (Rs) Quantity (%)

500 24 500 16.67

1000 23 1500 50.00

1500 22 3000 100.00

2000 21 5000 166.66

2500 20 7500 250.00

Price discovery is a function of demand at various prices.
The highest price at which the issuer can allot the desired
number of equity shares is the price at which the book
cuts off i.e. Rs. 22 in the above example.

Allocation of Shares

The allocation of shares will be as follows: at least 35%
will go to retail individual investors, at least 15% will
go to non-institutional investors, and up to 50% will
be allocated to qualified institutional buyers (QIBs),
with 5% of this reserved for mutual funds. If there are
any unclaimed shares in the retail or non-institutional
categories, they can be reallocated to other categories.
Additionally, mutual funds can also receive shares from

the remaining allocation for QIBs beyond the 5% reserved
for them. If the issue is oversubscribed, excess money is
refunded to bidders. Allotted shares are credited to the
demat accounts.

Listing Shares on Stock Exchange Market

After successful completion of allocation of shares to
successful bidders, the company’s shares are listed on
stock exchanges for secondary trading within 6 working
days of IPO closing (T+6 timeline as per SEBI Guidelines)

Lock-in Period

According to SEBI (Issue of Capital and Disclosures
Requirements), 2018 outlined in Regulation 16 and 17
has following provisions for lock-in period for IPOs shares
through book building.

Category Lock-in Period
Promoters (Minimum 20%) 3 Years
Promoter (Holding > 20%) 1 Years
Pre-IPO Shareholders 6 Months
Anchor Investors 30-90 Days
Retail/QIB/NII No Lock-in
ESOP/Employees Quota Usually No Lock-in

Evolution & Gradual Development of Book Building
Method in IPOs in India

India has adopted US book building procedure; there
is a difference in the process of the two countries. The
difference lies, primarily in the way shares are acquired.
In the US, the process is carried out at an institutional
level, who in turn distribute shares to their retail clients.
But in India, direct retail participation is given importance.
A good indication of this is the timely amendment in
norms by SEBI for equity allocation via the book building
route. Through timely amendments in book building
legal and procedural guidelines, the process in India is
very transparent. All investors can see on an hourly basis
where the book is being built before applying. Therefore,
no asymmetry as far as information dissemination is
concerned. The biggest advantage of book building is that
it enables investors to play a pivotal role in transparent
price discovery by offering bids. It helps to almost
eliminate the scope for price rigging and manipulation by
issuer. SEBI make gradual amendments to book building
guidelines throughout the period are as follows.

SEBI has reduced the allocation of shares to QIBs. Prior
to amendments, QIBs allotted up to 60% shares, which
now stands reduced to up to 50%. Also, another change
was the definition of retail investors, which previously
meant those investors who bid for less than 1,000 shares.
However, the definition now stands changed to an
investor who bids for shares less than INR 100,000 worth.
Another positive step taken by SEBI is the setting up of
a price band, which will assist the retail participants in
placing their bids. This would act as good guidance for the
retail investor in placing the bid, as the previous method
had a flaw in the sense that a floor price was fixed below
which the bidder was not allowed to bid while there was
no upper limit to the bid price.

Another change includes the introduction of a 15%
greenshoe option for IPOs adopting the book building
route in case of an oversubscription of the issue. The
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greenshoe basically gives the issuer company the right to
allocate an additional 15% of equity. This could help reduce
the price volatility post listing of the security. Moreover,
the decision to reduce the listing period interval from 15
days to 6 days after the date of the allotment ensures
that the investor’s money does not remain locked in for a
longer period. Another welcome change to safeguard the
investor interests includes making the board of directors
of the company more responsible towards what they
state in the book building document. Also, the CFO of
the company must authenticate the financial statements
stated with the document.

In India, the evolution of the book building system has
been very promising and encouraging. The book building
system in its system in its current form and practice
is clearly the most acceptable format among issuers
and lead managers. Like every system, book building
may not be full proof or completely flawless; however,
there is always scope for improvement based on the
feedback/experience gained over a period.

Book Building Method in IPOs in Nepal: Way Forward

Facebook is one of the companies that used the book
building method to issue its shares. Before Facebook’s
IPO issuance on May 18, 2012, the book building process
was used to determine how much the stock was worth
before it was sold to the public. The investment banker
appointed for such an issue was Morgan Stanley and the
price band fixed was USD 28 to USD 35 a share, however
looking at the high demand, the price band changed to
USD 34 to USD 38. The book building method of price
discovery mechanism dominates IPO and FPO issuance
worldwide. Relative to other IPO issuance mechanisms
such as fixed prices, tender, auction, public offer method,
book building is recommended by major stock exchanges
and regulators as it is the most efficient mechanism to
price securities in the market.

Having realization of its benefits Nepalese capital
market started book building methos in IPO but market
participants seen its practices suspiciously and is yet to
be ready for book-building pricing since there is a poor
level of awareness among general investors followed by
inadequate regulatory frameworks in the primary market,
the inadequate platform of online system for bidding
public issue and poor credibility of information disclosure
system in the capital markets. Regulatory capacity for
supervision followed by intermediary capacity like
merchant bankers, stock exchange, credit rating agencies,
etc. and issuer’s concerns, has become the most
dominant factors of market readiness for implementing
book building pricing in the context of Nepal. It indicates
that when these factors become influential then the
market could be efficient to adopt a book building pricing
mechanism.

Recommendations

Recommendations to Improve the Efficiency of the Book
Building Method in Nepal (Based on Global and Indian
Capital Market Best Practices).

Enhance Regulatory Clarity and Predictability

The Securities Board of Nepal (SEBON), as the apex
regulator of the Nepalese capital market, should regularly
update and refine book building directives in line with
market feedback and international best practices. Clear
and precise regulations are essential to minimize confusion
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among issuers, investors, and merchant bankers, thereby
streamlining the overall process.

Broaden Investor Participation

Efforts should be made to expand participation beyond
Qualified Institutional Investors (Qlls) to include retail
investors in the price discovery process. A broader and
more diverse investor base enhances price discovery
and minimizes the risk of market manipulation. Tax
incentives and simplified compliance procedures could be
introduced to encourage active participation from issuers,
institutional investors, and the public.

Improve the Price Discovery Mechanism

Nepal’s current book building mechanism often falls short
of reflecting true market demand due to limited investor
participation. To enhance accuracy, the introduction of
anchor investors and a transparent bidding window is
recommended. SEBON should consider mandating the
regular disclosure of bid prices and quantities during the
book building period through an efficient, transparent,
and electronic platform.

Capacity Building for Stakeholders

Targeted training and development initiatives should
be implemented for regulators, operators, merchant
bankers, underwriters, and issuers to build their expertise
in book building processes. SEBON can collaborate with
national and international capital market institutions,
research organizations, and training agencies to organize
regular workshops, seminars, and training programs on
global developments and legal frameworks related to
book building.

Digitization of the Book Building Process

The current manual bidding process introduces delays,
errors, and opportunities for manipulation. To ensure
transparency and efficiency, SEBON and NEPSE should
expedite the development of a centralized electronic
book building platform integrated with CDS and Clearing
Limited. This online system would enable all investors
to track real-time bidding data, including prices and
guantities—prior to making investment decisions.

Investor Awareness and Education

A significant number of Nepalese investors are unfamiliar
with or skeptical of the book building process due to a
lack of awareness and an ingrained preference for fixed-
price IPOs. SEBON and related authorities should launch
comprehensive investor education campaigns to explain
the workings, benefits, and rationale of the book building
method. These campaigns can leverage social media,
webinars, roadshows, and public awareness programs
to build trust, improve transparency, and encourage
participation.

Benchmark Against Global Best Practices

To enhance the effectiveness and transparency of Nepal’s
book building method, SEBON should actively study and
adopt best practices from other countries, particularly
India, Malaysia, and Bangladesh, where book building has
been successfully implemented. Tailoring these practices
to Nepal’s unique market context will help strike a balance
between operational efficiency and broader investor
engagement.

Underwriting
According to book building directives, 2077 issuer willing
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to issue securities through a book building method for
public require to underwrite the securities, except the
securities to be issued to the Qlls. In context of Nepal,
need to underwrite all securities issued to public to
provide a mechanism for ensuring the shares are sold,
even if investor demand a low and it mitigates risk for the
issuing company.

Moral Discipline

To safeguard the interest of investors and foster efficiency
and transparency in book building in IPOs, regulators
make a stringent provision for the board of the issuer
more responsive and liable towards what they state in the
book building documents (prospectus). Similarly, the chief
executive officer or the chief financial officer of an issuer
will certify all disclosures in the offer document

Conclusion

Book building stands as a fundamental method in the
world of securities offerings, particularly in the context
of Initial Public Offerings (IPOs). Its significance lies in
its ability to facilitate the fair determination of security
prices and allocation of shares, ensuring transparency
and efficiency in the market. Book building process has
become increasingly prevalent in recent years, reflecting
its growing importance in the world of securities offerings.

It can be said that book building and public issues
are important mechanisms within the securities
market, fostering transparency, efficiency, and investor
participation. While book building facilitates the fair
determination of security prices and allocation of shares,
public issues serve as essential avenues for companies to
access capital from the public. Together, these processes
play a crucial role in the growth and development of
the financial ecosystem, enabling businesses to expand,

innovate, and create value while providing investors
with opportunities to participate in wealth creation.
As regulatory frameworks continue to evolve to uphold
investor protection and market integrity, book building
and public issues remain integral components driving the
dynamism and resilience of the securities market.
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Digital Banking and Customers: A
New Relationship in Our Hands

&

Background

Imagine a world where we never have to stand in a long
bank queue, fill out endless paper forms, or wait several
days to transfer money to our family members. This
situation, which once felt like a distant dream, has now
become a daily reality. This transformation has been made
possible by digital banking. Digital banking refers to the
delivery of banking services through digital channels such
as mobile applications, internet platforms, computers,
and automated systems. It allows customers to perform
almost every banking activity—such as opening accounts,
transferring funds, and paying bills, applying for loans,
or checking balances— without physically visiting a bank
branch. In today’s fast paced world, where time is one of
the most valuable resources, digital banking has emerged
not merely as a convenience but as a necessity.

The concept of digital banking represents a fundamental
shift in how banks and customers interact. Traditionally,
banking was centered on physical branches, fixed working
hours, and manual processes. Customers were required
to adapt to the bank’s schedule and procedures. Digital
banking has reversed this relationship. Now, banking
adapts to the customer’s lifestyle, preferences, and
needs. This change has significantly reshaped customer
expectations and has redefined the role of banks in
modern society. In developing countries like Nepal, digital
banking plays an even more critical role. Geographic
challenges, limited infrastructure, and a large rural
population make it difficult to provide traditional banking
services everywhere. Digital platforms have bridged
this gap by bringing banking services directly into the
hands of people, regardless of their location. As a result,
digital banking has become a powerful tool for financial
inclusion, economic growth, and social development.

Benefits of Digital Banking for Customers

Digital banking has transformed the traditional customer—
bank relationship by empowering individuals with
greater control, flexibility, and confidence in managing
their finances. Unlike conventional banking systems
that relied heavily on physical branches and manual
intervention, digital banking places customers at the
center of financial decision-making. The benefits extend
beyond convenience, shaping how customers interact
with financial institutions and perceive trust, security, and
service quality.

=  Empowering Customers with Control and Autonomy:
One of the most profound benefits of digital banking
is the shift in control it brings to the customer.
Traditionally, customers had to rely heavily on bank
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officials to perform even basic tasks such as fund
transfers, account updates, or statement requests.
With the advent of digital banking platforms,
customers can now independently manage a wide
range of financial activities without intermediary
assistance. This autonomy enhances customer
confidence and encourages active financial
management (Shukla, 2024).

Unrestricted Access — Banking Anytime, Anywhere:
One of the greatest advantages of digital banking is its
ability to overcome the traditional limitations of time
and place. Digital banking systems provide customers
with 24/7 access to financial services, enabling them
to conduct transactions at any time—whether during
nights, weekends, or holidays—without visiting
a physical branch. This accessibility is especially
critical for individuals in remote areas or those with
unpredictable schedules. Numerous studies indicate
that continuous accessibility is a major driver of
digital banking adoption and customer satisfaction
(Poudyal, 2025). This uninterrupted access not only
increases convenience but also provides flexibility
that aligns with modern lifestyles, where financial
needs can arise at any moment.

Enhanced Speed and Operational Efficiency: Digital
banking dramatically speeds up financial transactions.
Traditional processes such as fund transfers, balance
inquiries, and updating passbooks, which used to
take hours or days, are now completed in real time
through digital platforms. Real-time banking not only
improves operational efficiency but also enhances
the overall customer experience by minimizing delays
and human intervention. Research has shown that
the speed of service and quick response times are
essential factors in customer satisfaction with digital
banking services (Shukla, 2024).

Convenience and Usability: User-friendly interfaces
of mobile banking apps and internet platforms make
digital banking highly convenient—even for customers
who are not technologically adept. Features such as
saved beneficiaries, one-click payments, automated
alerts, and dashboard summaries reduce the cognitive
burden on users and streamline daily financial tasks.
This ease of use is a key determinant of adoption and
satisfaction. Studies indicate that perceived ease of
use significantly influences customer behaviour and
willingness to adopt digital banking services (Poudyal,
2025).

Cost Effectiveness for Customers: Digital banking
reduces operational expenses for financial institutions
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due to the elimination of physical infrastructure
and manual processes. Many of these cost savings
are passed on to customers in the form of lower
transaction fees for online services compared to
over-the-counter alternatives. In addition, customers
save on indirect costs, such as travel expenses and
time spent commuting to branches, which further
increases the attractiveness of digital banking services
(Rif’atul Wakhidah et al., 2024).

=  Personalization and Tailored Services: Digital
banking platforms collect and analyze user data
(with consent) to offer personalized financial
products and services. For example, customized
loan recommendations, tailored savings plans,
and targeted investment suggestions can be
delivered based on individual transaction histories
and behaviour patterns. Personalization not only
improves customer experience but also strengthens
the relationship between customers and financial
institutions. Research highlights that personalization
and tailored service delivery significantly enhance
customer loyalty and satisfaction in digital banking
environments (Rif’atul Wakhidah et al., 2024).

= Building Trust in a Digital Environment: Trust is
foundational in banking, and digital banking
platforms have responded by adopting robust
security measures. Mechanisms such as multi-
factor authentication (MFA), biometric verification,
encrypted communication, and OTP systems help
protect customer data and reduce risks of fraud or
unauthorized access. A study in Kathmandu Valley
found that transaction security, service quality, and
ease of use positively influence customer trust in
digital banking systems (Thakur, 2025).

=  Transparent and Real-Time Information Access: Digital
platforms provide customers with real-time access
to detailed account histories, balance information,
and fee structures. This transparency empowers
customers to make better financial decisions and
reduces uncertainties related to hidden charges
or delayed updates. Research consistently shows
that transparency and readily available information
improve customer confidence in digital banking
services (Shukla, 2024).

= 24/7 Customer Support and Responsiveness: Unlike
traditional banking customer service that operates
within fixed hours, digital banks offer round-the-
clock support through chatbots, helplines, and
online help desks. Customers can resolve queries,
report issues, and seek assistance without waiting
for branch operating times. Studies indicate that
high responsiveness and quick issue resolution are
significant contributors to customer satisfaction and
loyalty in digital banking systems (Rif’atul Wakhidah
et al,, 2024).

= Consistency Through Automation: Digital systems
provide consistent and reliable service quality
by minimizing manual errors and standardizing
processes. Automated services ensure that every
customer receives the same level of service, which
strengthens trust and reduces the variability often
experienced in manual banking environments.

So, digital banking offers a range of benefits that

significantly enhance the customer experience. By granting
customers greater autonomy, enabling uninterrupted
access, improving transaction speed and efficiency,
providing cost savings, and facilitating personalized
services, digital banking reshapes how customers interact
with financial institutions. These advantages, supported
by robust security and responsive customer support, form
the cornerstone of customer trust and satisfaction in the
digital era—making digital banking an indispensable part
of modern financial life.

Competitive Positioning of Banks: The Case of Rastriya
Banijya Bank Limited

A notable example of competitive success in digital
banking is Rastriya Banijya Bank Limited (RBBL). RBBL
received the “Highest NEPALPAY QR Merchant Acquired”
award at the NEPALPAY QR Excellence Awards, reflecting
its proactive approach toward expanding digital payment
acceptance nationwide. This achievement highlights how
public-sector banks, traditionally perceived as slower
in technological adoption, can leverage digital banking
to compete effectively with private and foreign banks.
By aggressively onboarding merchants and promoting
digital payment usage, RBBL has strengthened its
market presence, improved customer convenience, and
contributed to the national objective of digital financial
inclusion. Such initiatives enhance brand reputation,
customer trust, and long-term competitiveness.

Challenges on the Digital Path

While digital banking has significantly transformed the
financial sector by enhancing accessibility, efficiency, and
customer convenience, its implementation is not without
challenges. These challenges arise from technological,
social, infrastructural, and behavioral factors and can limit
the effectiveness and inclusiveness of digital banking if not
adequately addressed. Understanding these obstacles is
essential for banks, regulators, and policymakers to ensure
sustainable and secure digital financial development.

= Digital llliteracy: One of the most pressing challenges
to digital banking adoption is digital illiteracy,
particularly among elderly individuals, rural
populations, and those with limited exposure to
technology. Many customers lack basic digital skills
such as navigating mobile applications, understanding
online interfaces, or recognizing secure digital
practices. This lack of familiarity often leads to fear
of making mistakes, accidental financial loss, or
falling victim to fraud. As a result, some customers
continue to rely on traditional banking methods,
even when digital alternatives are more efficient. In
developing countries like Nepal, where literacy and
technological exposure vary widely, digital illiteracy
creates a significant divide between users who can
benefit from digital banking and those who cannot.
Addressing this challenge requires targeted financial
literacy and digital education programs that build
confidence and competence among users.

= Cybersecurity Risks: The growing volume of digital
transactions has increased exposure to cybersecurity
threats, making security a major concern in
digital banking. Threats such as phishing attacks,
malware, fake mobile applications, identity theft,
and unauthorized account access have become
more frequent and sophisticated. Cybercriminals
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often exploit customers’ lack of awareness and
weak security practices to gain access to sensitive
information. While banks invest heavily in advanced
security technologies, cybersecurity remains a
dynamic challenge as attackers continuously develop
new methods. Customers must remain vigilant,
and banks must consistently upgrade their security
frameworks, conduct regular system audits, and
implement strong authentication mechanisms.
Failure to manage cybersecurity risks effectively can
erode customer trust and undermine confidence in
digital banking platforms.

= Infrastructure Limitations: Infrastructure constraints
pose another significant challenge to digital banking,
especially in remote and rural regions. Unstable
internet connectivity, limited broadband coverage,
and frequent power outages disrupt access to digital
services and reduce their reliability. In mountainous
and geographically challenging areas of Nepal, these
limitations are particularly pronounced. Digital
banking relies heavily on uninterrupted connectivity
and electricity. When services are frequently
disrupted, customers may lose trustin digital platforms
and revert to cash-based or branch-dependent
transactions. Strengthening digital infrastructure,
expanding network coverage, and ensuring reliable
power supply are therefore essential to support the
long-term success of digital banking.

= lLack of Awareness of Safe Digital Practices: Even among
users who actively use digital banking services, a lack
of awareness regarding safe digital practices remains
a critical challenge. Many customers are unaware
of basic security measures such as not sharing one-
time passwords (OTPs), PINs, or passwords; avoiding
suspicious links; and verifying official communication
frombanks. Thisknowledge gap increases vulnerability
to fraud and scams. Continuous customer education
through awareness campaigns, in-app alerts, training
programs, and public messaging is essential to
promote responsible digital behavior. Banks and
regulators must work collaboratively to ensure that
customers understand both the benefits and risks
associated with digital banking.

=  System Downtime and Technical Errors: Occasional
system downtime, software glitches, and technical
failures can negatively affect customer confidence
in digital banking services. When systems are
unavailable during peak hours or critical transactions,
customers may experience frustration, financial
inconvenience, or loss of trust. Technical issues, if not
resolved promptly, can damage a bank’s reputation
and discourage users from relying on digital
channels. Therefore, banks must invest in robust IT
infrastructure, backup systems, and disaster recovery
mechanisms to ensure service continuity. Prompt
communication and quick resolution during technical
disruptions are crucial in maintaining customer
confidence.

Even though digital banking offers immense potential
to transform financial services, its digital path s
accompanied by several challenges. Digital illiteracy,
cybersecurity risks, infrastructure limitations, lack of
awareness, and technical disruptions must be addressed
through coordinated efforts involving banks, regulators,
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technology providers, and customers. By strengthening
digital education, improving infrastructure, enhancing
security, and ensuring system reliability, digital banking
can become more inclusive, secure, and sustainable in
the long run.

The Future: Banking as an Invisible Friend

The future of digital banking is moving beyond visible
applications and standalone platforms toward a model
where banking becomes seamlessly embedded into
everyday life. In this emerging paradigm, banking will
function as an “invisible friend”—present, supportive,
and responsive, yet unobtrusive. Rather than requiring
deliberate interaction, financial services will be integrated
naturally into daily activities such as shopping, travel,
work, and social interactions. This concept aligns
with the idea of embedded finance, where banking
services are integrated directly into non-financial digital
platforms (Gomber et al., 2018). For customers, this
means payments, credit, insurance, and savings options
will be available at the exact moment they are needed,
without switching applications or visiting bank interfaces.
For example, a customer booking travel online may
automatically receive insurance coverage options or
installment payment suggestions, seamlessly woven into
the transaction process.

= Intelligent and Personalized Financial Support through
Artificial Intelligence: Artificial intelligence (Al) is
expected to play a central role in shaping the future of
digital banking. Al-powered systems will enable banks
to transition from transactional service providers to
intelligent financial advisors. By analyzing spending
patterns, income flows, and financial goals in
real time, banks will be able to offer personalized
recommendations on saving, investing, budgeting,
and debt management. Research suggests that Al-
driven personalization enhances customer satisfaction
and improves financial decision-making by reducing
cognitive burden and information overload (Vives,
2019). Instead of generic financial advice, customers
will receive tailored insights—such as alerts to reduce
discretionary spending, suggestions to invest surplus
funds, or reminders to adjust savings plans during
periods of financial stress. In this way, banks become
proactive partners in customers’ financial well-being
rather than passive service providers.

= Banking Embedded in Daily Life: As digital ecosystems
expand, banking services will increasingly be
embedded into platforms that customers already use
daily, such as e-commerce sites, ride-sharing apps,
social media, and digital marketplaces. Payments,
credit approvals, and loyalty rewards will operate in
the background, making financial interactions faster
and frictionless. According to the World Economic
Forum (2020), the integration of financial services
into digital ecosystems will redefine customer
expectations, with convenience and immediacy
becoming the primary drivers of value. Banking, in
this context, becomes almost invisible—customers
benefit from financial services without consciously
engaging with a bank.

= Inclusive Access through Multilingual and Voice-
Based Interfaces: The future of digital banking also
emphasizes inclusivity. Multilingual platforms and
voice-basedinterfaces will significantly reduce barriers
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faced by users with limited literacy or technological
skills. Voice-enabled banking allows customers to
check balances, transfer funds, or receive financial
guidance using simple spoken commands in their
native languages. This development is particularly
important in developing countries like Nepal, where
linguistic diversity and varying literacy levels can
limit digital adoption. Studies indicate that human-
centered digital design—such as voice and language-
based interfaces—plays a crucial role in expanding
financial inclusion and user trust (Donner & Tellez,
2008). By making digital banking more intuitive and
accessible, banks can reach wider segments of society
without increasing complexity.

=  Trust, Ethics, and Human-Centered Design: As banking
becomes more invisible and automated, trust will
become even more critical. Customers must feel
confident that Al systems are transparent, ethical,
and aligned with their best interests. Scholars
argue that the future of digital banking depends
not only on technological advancement but also on
responsible innovation, data privacy, and explainable
Al (OECD, 2021). Banks that successfully combine
advanced technology with ethical governance and
customer-centric design will strengthen long-term
relationships and loyalty. In this sense, the “invisible
friend” model does not remove human values from
banking but embeds them more deeply into digital
systems.

Conclusion: A Partnership for Progress

Digital banking has fundamentally transformed the
relationship between banks and customers. It has shifted
from a traditional service provider model to a collaborative
partnership focused on empowerment and inclusion. For
customers, digital banking offers freedom, convenience,
security, and control over their financial lives. For banks,
it provides an opportunity to innovate, reduce costs, and
better understand customer needs.

In Nepal, digital banking is not just a technological
advancement; it is a national development tool that
supports financial inclusion, economic transparency, and
social progress. Initiatives such as NEPALPAY QR and the

leadership shown by institutions like Rastriya Banijya
Bank Limited demonstrate how digital transformation
can positively impact society. Ultimately, digital banking is
about more than apps and systems. It is about improving
lives, strengthening trust, and building a future where
every individual—whether in a remote village or a busy
city—can confidently manage their financial destiny from
the palm of their hand.
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