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Key Performance Highlights
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Governance :
The Act, Process and Power
of Governing

Anil Kumar Upadhyay

orporate Governanceisthe approach by which companies are directed and controlled by regulatory

frameworks. It determines the distribution of authority and responsibilities by which the business
and affairs of a bank or company are carried out by its board and senior management which sets the
bank's strategy and objectives. Corporate governance can be justified by the combination of well-
defined rules, procedures, laws, and functions of business activities that take place within a company
or organization. The board of directors are responsible for the governance of their organization or
company. The shareholders’ role in governance is to appoint the directors and the auditors and to
assure themselves that it is appropriate in a place. The responsibilities of the board include setting
the company’s strategic aims, providing the leadership to put them into effect, supervising the
management of the business and reporting to the stakeholders within the given period.

The main principles of corporate governance in banking sector are:
1. Accountability, transparency, fairness, ethics, and risk management.
2. Board and its committee (Composition and competence)
3. Managing conflict of interest
4. Board and Management senior interface (role delineation and relationship)
5. Structural and behavioral issue of corporate governance

The purpose of corporate governance is to facilitate effective, entrepreneurial, and prudent
management that can deliver the long-term success of the company. Thus, the board of a company
does and sets the value of the company and it is to be distinguished from the day-to-day operational
management of the company or a bank.

The primary objectives of corporate governance should be safeguarding stakeholders (shareholders,
regulators, depositors, etc.) interest in conformity with publicinterest on a sustainable basis. Corporate
governance frameworks of banks are designed and guided by the regulators (NRB, Company act,
Sebon, etc.) to facilitate effective management and control of business, enable the bank to maintain
a high level of business ethics and to maximize the value of all its stakeholders. It can be explained as
the combination of well-defined rules, procedures, laws and facilities of business activities that take
place within the company or a bank. This is a framework of corporate policies & practices used by the
corporate members in achieving their organizational/companies goals or objectives.
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The Basel Committee on Banking Supervision (BCBS) is the primary global standard setting
organization for The PRUDENTIAL REGULATION OF BANKS and provides a forum for regular
cooperation on banking supervisory matters. The BCBS looks into the following:
® Make a banking sector strong and enough to withstand ECONOMIC and FINANCIAL STRESS
e Reduce RISK in the system

e Improve TRANSPARENCY

e Build a base for strong & RESILIENT banking system

(Risk) Governance

 Im al . | 1
:.fL.I |  Board's overall responsibilities | 'r" ﬂ | Senior management
i L i

——————— — —— m{ _ —
r:j_a'j | Board qualifications and composition | :'\,;‘5 [ Risk management function
sk ientification. monitaring and |

iré_j | Board's own structure and practices | lﬁ

controlling
E“_‘J Risk communication |
Independent internal control External control
Corporate governance
o Compliance ' principles for banks 71| Disclosure and transparency
,1:"! Internal audit (B8CES 328) f __J:I I_ _The role of supervisors .
Supporting factors
i'_-fl | Governance of group structures ]
E | Compensation i

Reinforcing risk governance includes significant roles and responsibilities alongside fine-regulated
and communicated risk profiles. The principles the board has set for its structures, qualifications,
and practices and assumes the responsibility for the bank’s strategic and risk management as well
as communication. Compliance and internal audit are performed by independent internal control.
External control requires disclosure and transparency and the role of supervisors. The supporting
factors for sound corporate governance include governance of group structure and compensation
strategy.

According to the Bank and Financial Institutions Act 2073 (BAFIA) of Nepal, the framework of
corporate governance includes the proper defining the authority and responsibilities of board
members, representing board composition (seven including female and functions of independent
board director), responsibility of banking services (Assets Laundering Prevention Committee, Audit
Committee, Risk Committee and Employee welfare & Benefit Committee), governance system,
overseen and managing compliance risk, and transparent financial reporting, and disclosure practices
in an organization.
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If the banks do not maintain good corporate governance and financial discipline, as guided by
regulatory, Nepal Rastra Bank has the authority to halt the transaction, put conditional restriction,
and financial penalty to the banks as well as individuals. This ultimately impacts the bank's reputation.

In this respect, the world of corporate governance needs to place high priority on making its culture,
leadership, alignment, systems, and structure more rationalized in terms of flexibility, complexity and
centralization or decentralization. Therefore, the main structure of corporate governance includes
the directors, management and the stakeholders of a company or a bank.

The rapid globalization, international legal deregulation, and rapid development in information,
reporting and technology have resulted in opportunities as well as challenges for companies or the
banks. The success of the banks or company in the global as well as countries scene is essentially
determined by the level of corporate governance that bank or company is practicing. Effective and
efficient corporate governance provides a competitive approach to the company.

Recently, the concept of corporate governance has been increasing even in public due to its credibility
and importance on the economic health of cooperation in general. While the financial crisis is at its
culmination, regulators, government, and academicians tend to focus on corporate governance more
in order to enhance investors' confidence that would attract more position of funds in business.
Hence, the concept of corporate governance itself is a risk for investors and in fact it determines the
investment decisions.

About author: Former CEO (ADBL) & President (NBA)
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Corporate
Governance

overnance refers specifically to the set of
Grules, controls, policies, and resolutions
put in place to direct corporate behavior. A
board of directors is pivotal in governance.
Proxy advisors and shareholders are important
stakeholders who can affect governance.
Communicating a firm's corporate governance
is a key component of community and investor
relations. It provides corporate governance
information including its committee charters
and governance documents, such as by
laws, stock ownership guidelines, and most
companies strive to have exceptional corporate
governance. For many shareholders, it is not
enough for a company merely to be profitable.
It also must demonstrate good corporate
citizenship through environmental awareness,
ethical behavior, and sound corporate
governance practices.

Benefits of Corporate Governance

e Good corporate governance creates
transparent rules and controls, provides
guidance to leadership, and aligns the
interests of shareholders, directors,

management, and employees.

It helps build trust with investors, the
community, and public officials.

Corporate governance can provide
investors and stakeholders with a clear
idea of a company's direction and
business integrity.

It promotes long-term financial viability,
opportunity, and returns.

qu¥
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Yagya Prakash Neupane

It can facilitate the raising of capital.

Good corporate governance can

translate to rising share prices.

It can lessen the potential for financial
loss, waste, risks, and corruption.

It is a game plan for resilience and long-
term success.

Corporate Governance and the Board of
Directors

The board of directors is the primary direct
stakeholder influencing corporate governance.
Directors are elected by shareholders or
appointed by other board members. They
represent shareholders of the company. The
board has tasked with making important
decisions, such as corporate officer
appointments, executive compensation,
and dividend policy. In some instances,
board obligations stretch beyond financial
optimization, as when shareholder resolutions
call for certain social or environmental concerns
to be prioritized. Boards are often made
up of insiders and independent members.
Insiders are major shareholders, founders, and
executives. Independent directors do not share
the ties that insiders have. They are chosen
for their experience managing or directing
other large companies. Independents are
considered helpful for governance because
they dilute the concentration of power and
help align shareholder interests with those of
the insiders. The board of directors must ensure



that the company's corporate governance
policies incorporate corporate strategy, risk
management, accountability, transparency, and
ethical business practices.

The Principles of Corporate Governance

While there can be as many principles as a
company believes make sense, some of the
more well-known include the following.

Fairness

The board of directors must treat shareholders,
employees, vendors, and communities fairly
and with equal consideration.

Transparency

The board should provide timely, accurate, and
clear information about such things as financial
performance, conflicts of interest, and risks to
shareholders and other stakeholders.

Risk Management

The board and management must determine
risks of all kinds and how best to control them.
They must act on those recommendations to

manage them. They must inform all relevant
parties about the existence and status of risks.

Responsibility

The board is responsible for the oversight of
corporate matters and management activities.
It must be aware of and support the successful
ongoing performance of the company. Part of
its responsibility is to recruit and hire a CEO. It
must act in the best interests of a company and
its investors.

Accountability

The board must explain the purpose of a
company's activities and the results of its
conduct. It and company leadership are
accountable for the assessment of a company's
capacity, potential, and performance. It
must communicate issues of importance to
shareholders.

Rule of Laws: There need to have good laws,
institutions and process in place to ensure
accountability, stability, equality and access to
help of corruptions and effective management.

Transparent

Consensus
Oriented

Good
Governance

Accountable

Equitable
and
Inclusive

Responsive

Follows

Rule of Law
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NRB Provision for Maintaining Good
Governance in Banks

Directive No 6

Code of conduct for Directives and
employee

Role and responsibilities of Board of
directors.

Continuous  education of Board
Members.

Appointment of CEO and Remuneration
guide lines.

Employees Capacity Building

Various Board committees

Insider lending

Self Declaration of property of Directors
and employee.

Facilitations and loans to director and
employee.

Capital Adequacy Framework 2015
Minimum Capital Requirement for
credit, operational and market risk.
Capital for other risks not covered by
minimum capital requirement, ICAAP
and stress testing guidelines.
Disclosure and survey or review
process.

Risk management guidelines 2018 and
NRB Direct no 2. 3 and 5.

Provisioning requirement

Individual and Sectoral limits

Credit, Operational and Market Risk
Management Process.

Other Directives

Directives 15 Interest Rate

Directives 16 Resource Collection
Directives 17 Deprived Sector Lending
Directives 18 Money Laundering

Directives 20 Financial Consumer Protection

ACT
e BAFIA
e Company act.
e Banking offence act.
e NRBact

e |ncome Tax act

e Foreign Exchange Regulation
Act.

e Other prevailing act
e Court Verdict

How to Assess Corporate Governance

As an investor, we have to select companies
that practice good corporate governance in
the hope of avoiding losses and other negative
consequences such as bankruptcy.

We have to research in certain areas of a
company to determine whether or not it's
practicing good corporate governance. These
areas include:

e Disclosure practices

e Executive compensation structure
(whether it's tied only to performance
or also to other metrics)

e Risk management (the checks and
balances on decision-making)

e Policies and procedures for reconciling
conflicts of interest (how the company

approaches business decisions
that might conflict with its mission
statement)

e The members of the board of the
directors (their stake in profits or
conflicting interests)

e Contractual and social obligations (how
a company approaches areas such as
climate change)

e Relationships with vendors

e Complaints received from shareholders
and how they were addressed

e Audits (the frequency of internal and
external audits and how issues have
been handled)



Types of bad governance practices include:

Companies that do not cooperate
sufficiently with auditors or do not
select auditors with the appropriate
scale, resulting in the publication of
spurious or noncompliant financial
documents

Bad executive compensation packages
that fail to create an optimal incentive
for corporate officers

Poorly structured boards that make it
too difficult for shareholders to oust
ineffective incumbents

Be sure to include corporate governance in your
due diligence before making an investment
decision.

What Are the 4 Ps of Corporate Governance?

The four P's of corporate governance are
people, process, performance and purpose.

Why Is Corporate Governance Important?

Corporate governance is important because
it creates a system of rules and practices that
determines how a company operates and how
it aligns the interest of all its stakeholders. Good
corporate governance leads to ethical business
practices, which leads to financial viability. In
turn, that can attract investors.

What Are the Basic Principles of Corporate
Governance?
The basic principles of corporate governance

are accountability, transparency, fairness,
responsibility, and risk management.

Conclusion

Corporate governance consists of the guiding
principles that a company puts in place to
direct all of its operations, from compensation,
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risk management, and employee treatment to
reporting unfair practices, dealing with impact
onthe climate, and more. Corporate governance
that calls for upstanding, transparent company
behavior leads a company to make ethical
decisions that benefit all of its stakeholders.
It can underscore a potential investment for
investors. Bad corporate governance leads to
a breakdown of a company, often resulting in
scandals and bankruptcy. Terms "governance"
and "good governance" are being increasingly
used in development literature. Bad governance
is being increasingly regarded as one of the root
causes of all evil within our societies. Major
donors and international financial institutions
are increasingly basing their aid and loans on
the condition that reforms that ensure "good
governance" are undertaken. Since governance
is the process of decision making and the
process by which decisions are implemented,
an analysis of governance focuses on the formal
and informal actors involved in decision-making
and implementing the decisions made and
the formal and informal structures that have
been set in place to arrive at and implement
the decision. Good Governance has 8 major
characteristics. It is participatory, consensus
oriented, accountable, transparent, responsive,
effective and efficient, equitable and inclusive
and follows the rule of law.

About author: Acting Deputy General Manager of ADBL
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Nepal's Agriculture and
Agricultural Credits-Facts,
Rumors and Way Forward

1.0 Nepal's Agriculture-Facts:
Introduction

About65percentpeoplearereliedonagriculture
and allied activities for their livelihood and 25.8
per cent GDP contribute by this sector in Nepal.
If we look at the data, about 3.1 million (21%)
land is cultivated and still one million ha. land is
said to be fallow; which can be brought under-
cultivation. Meaning is that a large proportion of
land is either fallow, semi-fallow, not registered
or not cultivated. It may be because that those
who want to farm have no land and those who
have land do not do farming. It merely can be
termed as unfair distribution of land resources.
The Ministry of Agriculture and Livestock
Development (MoALD) has many innovative
and farmers' friendly agriculture development
programs for the FY 2079/80 and same is the
scenario of Provincial Ministries. The MoALD has
launched and conducted many mega projects
and activities under the name of different
programs like;  Agriculture Development
Strategy (2076/77-2080-81B.S.), Pri-minister
Agriculture Modernization Programme (2073-
82 B.S.), Sustainable Development Goals (2016-
2030 AD), 15th Five Year Plan (2076/77-2080-81
B.S.), Agriculture Sector Development Program
(ASDP), Rural Enterprises and Remittance
Programme (RERP), Nepal Livestock Sector
Innovation Project (NLSIP), REED etc. Similar is
in the case of provincial agricultural ministries
and I/NGOs too. However, the outcome of the
programs is yet to be judged fairly.
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Major Problems

Nepal's agriculture sector has experienced
many problems for long time and farmers are
impatiently waiting for its resolution too. To
guote some of them are...

e |ow investment

e subsistence farming culture, lack of
mechanization/modernization
e unavailability of agri. inputs including

irrigation facilities on time, place and rate

haphazard land fragmentation, deteriorating
soil properties/quality

unorganized market structure (broker

domination)
poor research, extension and development

unscientific agricultural organogram (after
federalism)

climate change (increase in temperature,
erratic monsoon, outbreak of
insect/disease..), natural calamities,
monsoon- based farming

lack of youth friendly agricultural policies

poor agriculture insurance policy and its
implementation

ignorance of youths towards agriculture

lack of programs for preservation and
protection of traditional agricultural genes,
varieties, agricultural culture, values and
tradition



The situation of trade deficit has become an
alarming one. Despite of the great potential
of agricultural production in the country, the
import of agricultural produce has become a
painful truth. Millions of youths have returned
from abroad, displaced from the domestic
cities or have lost their jobs because of present
pandemic of Covid-19. They are waiting for the
government's favorable policies in agriculture
so that they can involve themselves in farming
for the commercialization, export promotion
and import substitution and modernization of
the agriculture sector as well.

2.0 Agricultural Credit-Current Status:

> Agriculture credit is one of the important
factors for entire development and
promotion of agricultural sector. Unless and
until there is a big investment in agriculture;
commercialization, mechanization,
imports substitution, export promotion,
industrialization whatever it is almost
possible. To achieve all these things; it
needs big investment/credit. If we look at
the agriculture credit flow in Nepal, it is
not so satisfactory. Despite the regulatory
requirement (NRB) for BFIs to reach 11 per
cent of BFI's total investment in agriculture
till 2080 B.S., it is still below 7 per cent. If we
add investment in the sector like agriculture
commodity marketing, processing and
storage as agricultural investment then, it is
around 11 per cent.

There are 26 commercial banks, 17
development banks, 17 finance companies
in Nepal till 2079 Kartik. According to the
NRB report, 4,783,427million rupees have
been invested as loan by ABC category BFls
till 2079Kartik end. Out of which only around
360 billion rupees (7.5%) have been truly
invested in agriculture sector (agriculture,
forest and fish) by them (around 320 billion
by commercial banks only 89%). As NRB
provision, there should be at least 11 per
cent portfolio on agricultural sector for

9%

ABC BFls at the end of 2080 Ashad. It is
estimated that there is an annual demand
of 1000 billion credits on agriculture in the
country.

3.0 Rumors on Nepal's Agriculture:

Despite the huge potential of agriculture in
Nepal as the population is increasing, tourist
flow is keeping pace, food habit and intensity
of people is changed, people have some sort of
rumors in this sector as follows:

> Agriculture has no future in Nepal
> Itis a profession of uneducated people
Agriculture is a painful enterprise

It cannot be a commercial business

Remittance is the main thing

vV V V VY

Land is not fertile and climate is not
supportive enough

A\

There are no competent agricultural
professional available

Market is not good

Donors are not interested to this sector
Personal link is needed to get loan
Agricultural loan is mis-used

Nothing is happened in agriculture sector

YV V VYV V VY V

Agricultural subsidy has no meaning

Having all these major rumors, agriculture
is becoming a potential business in Nepal.
Whatever rumors persist, it must be washed out
from the dirty mind through common efforts.

4.0 Way Forward/Need of Policy Review:

Way Forward for Overall Agriculture Sector
Promotion:

If we really want to see Nepal's agriculture
sector flourished and self-sustained, following
recommendations are made to consider.
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This sector must be taken as a commercial
business not as a subsistence type of
business.

Value of farmers or agricultural
entrepreneurs must be recognized as
a prestigious work not only from the
government side but also from the public
side.

Sufficient budget to be allocated for the
agricultural research and development.

Agricultural marketis to be made organized
and value added.

Foreign investment must be introduced
not only in all aspects but also particularly
on harvesting, processing and distribution
aspects which demand high investment.

Required agricultural inputs like seeds,
fertilizer, tools, irrigation etc. must be
provided at the convenient place, price
and time.

For the initial years, few agricultural
commodities those are potential to
export and import substitution must
be segregated and special programs be
launched for their mass production.

Fallow land is to be utilized properly there
by providing to the landless people making
some criteria would be a good idea.

Community farming, lease farming,
contract farming etc. must be practiced.

Donor's support whether it is grant or
subsidy on agriculture sector promotion
must be accepted based on country's
ground reality not based on their vested
interest.

enough in investing in agriculture sector? Why
BFls pay penalty to NRB against not fulfilling
the guidelines? To be honest, it is not easy to
answer to these questions. However, there are
some policy related hurdles, negative feelings
of customers and experience of BFIs not
preferring in investing in agriculture. They can
be explained as below.

» NRB has instructed BFIs to estimate
working capital on the basis of
stock, receivable and payable of the
enterprises. It is true for the trading
type business. But, in agricultural
enterprises particularly in production
aspect, estimation of working capital
on the basis of stock, receivable and
payable is not practical.

> Agricultural production cycle is quite
different from trading cycle; financing
must be based on cost of cultivation
required for the year round production
of the particular agricultural crops or
livestock.

> Farmers are of different categories in
Nepal; their requirement is different
from one to other. Small farmers
require small volume of credit and
commercial  entrepreneurs  seek
big volume. So, there must be a
segregation of agricultural credit like
below Rs. 2.0 million, Rs. 2-10 million
or above Rs. 10 million. Documents
required to each category must also
be identified-small volume with
simplified documents and large
volume with detail documents and
compliances.

» Agriculture in Nepal's case is risky

Need of Policy Review on Agricultural
Financing:

Very often, the question arises why the Bank
and Financial Institutions (BFls) are not positive
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business. Poor agricultural roads, lack
of irrigation facilities, poor electricity
facilities, unorganized market, no
sure of getting agri. inputs etc. have
propelled many risks in this sector. In



that case, government has to assure all
these infrastructures and facilities so
that BFIs prefer to go for agricultural
financing.

The insurance companies become
reluctant to insure crops and
livestock. Some sorts of government
interventions are realized to make
insurance policy strong and farmer
friendly.

Another hurdle lies on restructuring
and rescheduling of agricultural loans
if it becomes default because of
unavoidable circumstances like natural
calamities, insect, pest, diseases, flood
etc.; 1-2% loan loss provisioning must
be regulated by NRB and that must be
facilitated to BFIs to categorize such
loan as pass loan.

Agricultural Cooperatives in Nepal
are of different types; some of them
are livestock/dairy related, vegetable,
cash crops or forest related. They
in present context cannot enjoy
subsidy loan above Rs. 10 million.
This ceiling if increased will be helpful
for establishing big cold storages,
go-downs, purchasing agricultural
commodities on support price fixed
by the government etc. through
cooperatives.

Farmers who are operating agriculture
based micro enterprises in rural areas
do not have access or idea to register
in the concerned authorities as firm
or company. In that case, if a provision
can made to extend a credit up to Rs.
2 million as natural entity to a farmer
would help promote agricultural
sector further.

Other hurdles in extending agricultural
credit could be inadequate agriculture
financing professionals in BFls (human
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resources), absence of technical
norms (agri-production guidelines),
insufficient  agricultural lending
policies/guidelines etc.

Small ticket size of agriculture loan
increases operating cost, it is another
bottleneck for BFls.

Lack of credit lending against
considering standing perennial
crops as collateral like kiwi, walnut,
tea, coffee etc. is another issue for
financing in agriculture.

"Integrated Guideline for Interest
Subsidy to Concessional Loan, 2075"
is not so farmer friendly. For example
Chapter 4 (Parichhed 4) of section 10,
sub-section-5 says that no concession
is permitted for farmers if he/she has
taken even a small amount of subsidy
previously for the project from the
local/provincial orfederalgovernment.
Similarly, Chapter 2 (Parichhed 2) of
section 4 of sub-section-1 tells that
the concessional loan can be given
to a period of 5 years in maximum
but if the loan is default, then the
loan collection process can only be
started after 6 months of the loan
period (after 5%2yrs). This provision is
not practical to the BFls. Provision of
loan collection process must be there
if any installment is unpaid. On top of
that, the same guidelines explain that
subsidy loan can be sanctioned only to
those who have involved in the entire
value chain process (production to
marketing) which is not justifiable.

Lack of coordination among like-
minded stakeholders is greatly
felt. Agriculture Knowledge Center,
Veterinary Hospitals, Local Bodies,
Provincial/Federal Agricultural
Ministries have their own programs
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on agricultural promotion. Managers
of the BFIs are not well aware on
the programs of the concerned
stakeholders; in that situation Branch
Managers lend the agricultural loan
whatever demands by the client.

The guidelines does not clearly state
whether the concessional loan can be
extended to purchase land for running
agricultural enterprises. There is a
continuous demand of clients to get
concessional loan to purchase land to
run agri-farm.

Local bodies, provincial governments
and federal governments all have
some sorts of subsidy and grant
schemes in agriculture. It has caused
not only the duplication of facilities
but also BFIs are in trouble to lending
and maintaining data base system. It
is better if all grants or interest subsidy
program launched through one door
system.

It would be better if subsidy loan is
provided on the basis of volume of
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production rather in amount instead.

A joint committee for coordination,
recommendation, monitoring and
supervision would be appropriate at
field level by consisting of members
from BFls, local bodies and line
ministries for effective use of grants
and subsidy loan programs.

Conclusion:

To sum up, there are so many problems in
Nepal's agriculture sector though it has a big
potential. Similarly, there is a big gap in bridging
the demand and supply of agricultural credit.
Bank and financial institutions are not so
positive in delivering agricultural credit because
of poor technical and infrastructural backups in
agriculture sector from concerned institutions
and policy hurdles. So, certain relaxations on
agriculture from the government side and
agricultural financing friendly policies from NRB
must be imposed if we are really want to see
agriculture sector further flourished.

About author: Deputy General Manager, ADBL



Human Resource Management:
An Indispensable Tool for Success
of Organizations

® Bhuvan Dahal

strongly believe that an organization can

do wonders only if it takes care of human
resources properly. HR management in my
opinion has broadly two aspects: remuneration
and working environment.

Remuneration

Unless the staff get due remuneration and
conducive working environment, they do not
give 100% on the job and we cannot get the best
output. When Mr. Shovan Dev Pant was Acting
CEO of Nabil, salary of Assistant Manager and
above level was increased materially. Salary of
Officer and below was already very attractive.
This decision proved to be beneficial to Nabil
as it drastically reduced staff turnover at senior
level and Nabil became a number 1 bank in
terms of profit within a decade of the decision.

At Sanima, staff remuneration was gradually
increased to make it comparable with the peer
group. As of mid- July 2013, a Junior Assistant’s
monthly salary was just Rs.10k which reached
Rs.34K on mid Jan 2020. Remuneration was
increased in all the levels. On mid July 2013,
CEO and Junior Assistant’s monthly salary gap
was 58 times which came down to 29.5 times on
mid July 2021. At the same time, we increased
office hours from 7.5 hours to 8 hours per day
so that we could do justice to the bank that
gave us attractive remuneration. We started
opening customer service counters from 9:45
am instead of 10 am. My colleagues did not
take for 2 months various allowances linked
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with performance when they could not work
for the bank due to COVID19.

Residence Facility was introduced to Branch
Managers and Province Heads. Similarly, a
group accommodation facility was provided to
all the staff working in remote area in addition
to other allowances.

Key Function Allowance was introduced to the
unit heads of Head Office to encourage them to
apply extra time and efforts so that they could
lead the team with full zeal and enthusiasm.
The allowance was linked with the performance
rating. The basic premise is if the senior people
are honest, hardworking, motivated and
innovative, the whole bank behaves accordingly.
To encourage the senior staff to focus more
on the official matters, a dedicated driver was
provided to Assistant General Managers and
above level colleagues for both officials and
personal jobs. Fuel limit and vehicle limit was
periodically revised for Assistant Manager and
above.

Home Loan and Motorbike Loan limit and
interest rate were made attractive. Loan was
tied up with life insurance policy. All staff
were charged the same interest rate. Though
natural in commercial organizations, it was an
interesting news for me, a Nabilian with the
union background, to know that few senior staff
had lower interest rate and others had a higher
interest rate in Sanima.
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Gratuity with interest on accumulated balance
was introduced.

Health check-up scheme and Medical
Insurance: Since prevention is better than cure,
we introduced a health check-up scheme (same
amount for all the staff) in addition to medical
insurance. As | felt no need of a separate category
with higher medical insurance limit for CEO who
draws higher salary, | scrapped the category and
made it at par with other senior colleagues.

Lunch: We introduced the system of having
lunch at office and reimbursing expenses upto
the specified limit. It helped save the staff’s
precious time and enjoy food cooked in the
office kitchen. Expense reimbursement limit
was the same from CEO to a messenger level. |
thoroughly enjoyed havinglunch with colleagues
of different levels on the open canteen floor
as it was another forum to interact with the
colleagues. | used the separate lunch room only
when the guests were invited.

Star Excellence Award: My belief is every person
is born with unique qualities and the biggest
roomintheworldis “Roomforimprovement”. All
staff irrespective of their position can contribute
to introduce new products, refine existing
products; introduce new system/procedures,
refine existing system/procedure; introduce
new tools/techniques, refine existing tools
and techniques, introduce new pricing
mechanism/refine existing pricing mechanism
etc. which help the bank improve customer
service quality, get more customers, increase
revenue, reduce cost and manage risk better.
Accordingly, Star Performance Excellence Award
Scheme was introduced to reward such star
performers (individual staff including support
level or team) and handsome amount was set
aside for the award. This award was available
also for sales staff recording positive variance
beyond x amount. | would have been happier
had our budget been fully utilized in providing
the award.

15%¥

In FY 2020/21, Sanima featured as the 9t best
bank under per staff return while it was 19" in FY
2012/13. Sanima is the only bank that entered
into the club of top 10 banks during that period
pushing NB Bank out from top 10 club.

Rs.000
Sanima 26 CBs
FY FY
2012/13 |2020/21 | Change | FY2012/13 | FY2020/21 | Change
6211,293 108% 811 1,208 49%

Working Environment

Money is a motivating factor only upto a
certain point. Professional Human Resource
management practice is a must for continuously
motivating the staff. If a staff feels that s/he
gets reward and punishment based on the
performance, the organization becomes the
best. Nepotism, favoritism and sycophancy are
the cancers of an organization.

Hiring Permanent Staff: We did not compromise
on merit. If there was no fairness in hiring, |
myself would not have got the permanent job
at the government office and Nabil Bank. |
and Recruitment Committee colleagues were
determined to make Sanima a fair organization
where deserving people got jobs without
any connection. We even received some
threats/sarcastic comments that sansar bhari
bhan soon chalchha, jabo Sanima bank ma
nachalne. Herau kasari chaldo rahechha etc.
(Reference/connection is prevalent everywhere
in the world. Let’s see how a tiny Sanima
survives ignoring our request/order/advice
etc.). In Nepal, one can imagine how tough it
is to survive being a professional. We did not
favour the children of our own family, relatives
and friends which gave us confidence to deal
with others and to ensure fair hiring.

Whenever | used to receive a request/order to
favour someone, my standard response used
to be: I will ensure no injustice against her or
him. If the candidate came in the merit list,



s/he was through, else not. We neither took
such requests negatively nor gave negative
marks because such a culture is rampant in
Nepal and we receive calls for even toppers in
the merit list. Sad part is many Nepalese do not
know that there are fair institutions in Nepal
like Sanima. We however took external calls
for promotion negatively because staff were
advised periodically to raise their all issues with
the supervisor, HR department and even to me.
Since all Sanima staff are our family members,
ensuring justice to them is Sanima’s duty, not
of outsiders. We should not give trouble to
external parties to solve the internal issues.

Sometimes, | received calls/messages to thank
me for having ‘helped’ their children get the job
in the bank. They were surprised when | replied,
“Please congratulate your child for getting the
job as s/he got the job purely based on her/his
merit. S/he is deserving. | had no role in hiring
your child. | had not even forwarded your
message to HR Head”. They would surprisingly
tell me,” Nepalma yesto pani hunchha hai?”
(“Such a fair hiring happens in a country like
Nepal?”.). Our respected brand ambassadors
MaHa (Mr. Madan Krishna Shrestha and Mr.
Haribansha Acharya) used to share the similar
stories with me. We made Sanima one of the
best places for hardworking and honest staff
as we practiced fairness from recruitment to
retirement.

My friends and relatives also got angry with
me for having not hired their offspring at
Sanima bank. | used to tell them “l am CEO
of Sanima Bank; not of family, friends and
relatives. If | start hiring people who do not
feature in the merit list, other colleagues will
do the same which will ultimately ruin me
and Sanima bank. If we also hire people based
on nepotism, favoritism and sycophancy, do
we retain the right to criticize our leaders for
messing up the country? If you are my real well
wishers, please encourage me to be fair and
transparent. Let’s advise our children to work
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hard so that they become capable and pass
the exams on their own.” | used to get more
complaints when the person recommended by
them used to fail in the interview. They were
of the opinion that anything was possible in
interview. Similarly, there is a prevalent concept
that 19 and 20 is natural. My belief: there is a
difference between 19 and 20 and hence two
different numbers. Similarly, interview is for fair
assessment, not to favour one and unfavour
the other; we should get rid of the concept
of favoritism because all the candidates are
our own children. It is a crime not to hire the
deserving staff and to hire the inferior staff
based on the nepotism and favoritism. My own
family members later realized the importance
of fairness and fully supported me but some of
my relatives do not talk properly with me even
today. Most of them however know that | do not
favour anyone just because they are offspring
of my family, friends and relatives. They used to
tell me that even if | did not hire my relatives,
my recruitment committee members must have
hired their people without letting me know.
To put pressure on me, they even used to say
they had heard such hiring practices in Sanima
Bank. Though | had full trust on Recruitment
Committee colleagues, | used to sometimes
interact with Recruitment Committee Convenor
and Head HR whether they were facing any
difficulty in fair and transparent hiring.

Some Sanima staff shared with me that they
passed in the written exams at few offices but
could notgetthe job dueto ‘no connection’ there
but they got it at Sanima without connection.
Though | do not want to comment about other
institutions as it is immature to judge about
them without listening to their view, it always
gives me a lot of satisfaction that we hired the
permanent staff in a free and fair manner; we
did not deprive a deserving person of their
right. | am grateful to all the concerned who
helped us be professional. In this regard, | have
a high regard for our national figures respected
MaHa who used to receive many requests for
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jobs at Sanima being its brand ambassadors.
When | shared our policy of fairness in hiring,
they encouraged us to keep it up.

If a Chairperson and a CEO of a bank are
determined, the fairness can prevail in all areas
of the bank be it human resource or credit or
procurement.

Gurus @ Goa

Whatever knowledge | gained today, there is
a significant contribution of many specially my
family members and school teachers. Some
school teachers of mine had expectation that |
would help their children get the job at Sanima
bank but none of them got the job at Sanima. |
arranged a short internship for one of them as
we used to offer internships generously to the
interested people. Though | had no repentance
on not helping their children get job at Sanima
as they had taught me to be fairand transparent,
| was feeling guilty whether | did anything
to pay real respect to my teachers who had
helped build my foundation. Whenever | visit
Chandranigahapur or pass through it, | ensure
that | visit my school and take a photograph. |
find a unique pleasure and energy whenever |
visit my school. | once watched a Hindi movie
named Chalk Duster while travelling abroad
which encouraged me to arrange an air
travel for my respected teachers. | requested
whether they would visit Delhi, Agra, Jaipur
and surrounding areas. They showed interest in
visiting Goa beaches instead. Manchhe budho
bhaye pani, maan kaha budho hunchha ra?
(Age is after all the state of mind!)

| am very happy that some of my respected
teachers spent a few days at Goa during their
retired life.

Placement and Transfer

Both Human Resource Department Heads
(Mr. Narayan Khatiwada and Mrs. Ramila
Shrestha) were mindful of staff convenience
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to the extent practicable while making
their placement. | believe if a staff can be
placed in the department/branch of the
interest/convenience, s/he can contribute

more.

Except technical departments, we ensured
periodical inter-department transfer of all staff.

Annual Performance Appraisal and Promotion

Since right annual performance appraisal is the
foundation for reward and punishment, the
form was periodically refined to suit junior and
senior level, sales and other areas etc. Similarly,
we added a layer (Appraisal Review Committee)
to review the appraisal made by the First
Reporting Officer and the Second Reporting
Officer. The Committee was advised to work in
the morning or on holiday or at a time when
there is minimum disturbance so that it could
do justice to the staff. There were different
committees for different levels under the
convenorship of Deputy CEO and other senior
colleagues with Head Human Resources as a
Member Secretary in all the committees. The
committee’s objective was to ensure fair rating;
neither over rating nor under rating. There
were 5 ratings: Unsatisfactory, Acceptable,
Good, Very Good and Excellent. One’s annual
increment and promotion was linked with the
rating; the better the rating, the higher the
increment. Despite this, we made few errors
which were rectified at the earliest possible.

In case of promotion also, the promotion
committee used to work in a peaceful
environment taking required time to ensure
justice to the staff. Staff were promoted as per
the set criteria without looking at one’s face,
color, creed, race, gender etc. Performance was
the sole criteria for promotion. Despite this,
we sometimes made some errors which were
rectified at the earliest possible. We were so
fair and transparent in the promotion that we
decision makers used to reach office as usual in
the next morning of promotion announcement.



We had no difficulty in facing the staff who
did not get promotion because we had made
decisions in line with the criteria; neither
favoured/unfavoured anyone. We were always
open to correct mistakes, if any.

Month ending mid-August (Shrawan, the
first month of Nepali FY) is known in Sanima
as HR month because we complete annual
performance appraisal and promotion in this
month. We are probably one of few banks
completing these very important jobs within
the first month of the FY. Since almost all staff
are involved in this exercise, there is relatively
less other activities in the month.

During my tenure, a large number of colleagues
got promotion due to their hard work with
honesty. With regard to senior management
committee (MANCOM) members, two of them
got three promotions and the rest got two
promotions. Mr. Tej Bahadur Chand, Deputy
CEO, always got a respectful role. He discharged
his role efficiently.

Training and Development

| am of the view that training, travelling and
interaction broaden the staff’s horizon and even
if they implement just one good thing in the
bank learnt in course of those trainings, travels
and interactions, we get adequate return on
the investment. Hence, | loved sending the
colleagues for training/exposure visit. Such
visits should however be relevant, transparent
and fair. After few years of my joining, we
even made a formal document to guide us on
foreign travel/exposure visit so that the people
couldn’t point out fingers at us. We divided the
countries into 3 categories and made a rule
that a MANCOM member should visit a foreign
country once a year, AM to below MANCOM
once in two years, other department heads
and BMs once in two years and other officers
once in three years. Assistant and junior level
staff were eligible for domestic trainings. We
had conducted training even for support level

staff. | used to encourage HR heads to organize
spiritual programs as well because | found them
useful to develop better understanding with all
the stakeholders. To encourage the colleagues
to attend more relevant domestic/foreign
trainings, the bank approved 3 days paid leave
a year even for the one arranged by the staff
themselves. During my tenure, foreign exposure
visits/trainings could not take place for last
two years due to COVID19. As a result, a good
number of the officer level colleagues were yet
to get the opportunity.

From the day | became CEO till my retirement,
the following people were uninterruptedly in
the Management Committee. Let’s see their
foreign training/travel details during that
period at the cost of the bank:

India Europe/USA/ Other Total
Australia/Japan | Countries
BKD |4 1 0 5
NRP |2 1 3 6
TBC |3 2 1 6
BSG |2 1 2% 5
PKA |2 1 3 6
SG |3 1 34 7
SO |2 1 2 5

*1 Training held in Nepal equivalent to other
countries #1 visit purely for business purpose
BKD Bhuvan Kumar Dahal, CEO

NRP Mr. Nischal Raj Pandey, Current CEO

TBC Mr. TejBahadur Chand, Deputy CEO

BSG Mr. Bobby Singh Gadtaula, Assistant CEO
PKA Mr. Pawan Kumar Acharya, Assistant CEO
SG  Mr. Saroj Guragain, Assistant CEO

SD  Mr. Sujeet Dhakal, AGM

I, Mr. Pandey and Mr. Dhakal had started
banking career from Nabil, Mr. Chand and Mr.
Gadtaula from the then Nepal Grindlays Bank
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Limited, Mr. Acharya from Sanima and Mr.
Guragain from Rastriya Banijya Bank.

Above data give an indication about the fair
practice followed in providing opportunities
to the colleagues. | used to send foreign
training details of all the staff to senior staff
periodically to give feedbacks to Head-HR for
improvement if any so that we could continue
to practice fairness.

Another colleague Mr. Raju Krishna Shrestha
was also part of MANCOM for a long period
though not for my full term. He joined
after | became CEO and retired before me.
| found him honest and hardworking. He
also got an opportunity to attend training
programs/conferences in India, Germany and
Philippines.

Zero tolerance in case of indisciplinary act:
Honesty is important everywhere but more
important in banks because we deal with the
public money and it is our duty to protect
public money. Unfortunately, the greed lures
the people to commit wrong activities. Paisa
bhane pachhi Mahadebko teen netral!!l We
introduced the whistle blowing policy, anti-
bribery and corruption (ABC) policy and
communication guideline to make Sanima
one of the most disciplined banks. | used to
periodically share the real story relating to
the consequence/plight of greedy bankers
and used to advise the staff to stay away from
such greed in addition to encouraging the
people to blow whistles against wrong doers.
Our Audit Department and HR Department
also kept track of the conduct of key
people at HO and branches. Despite senior
management setting an example of honesty
and above things were put in place, we had to
take strong action against a few staff during
my tenure. A wonderful performing branch
manager was also deprived of promotion
for a minor greed. We asked a manager level
colleague to resign for having told lies many
times.
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We discouraged the practice of reading
newspapers/news and doing personal work
during office hours. We encouraged staff
to come early and study newspapers. We
encouraged the staff to give full attention to
the job during office hours but we were very
flexible to do unavoidable personal job with
the consent of the supervisor.

In case of negligence, we took the
appropriate disciplinary action. We were
however very lenient in case of unintentional
errors/mistakes because to error is human.
We supported the honest staff to the extent
we could personally and professionally. We
ran the bank with love and affection without
compromise on disciplinary aspects (financial
and non-financial).

Grievance handling system/whistle blowing
mechanism:Itisahumantendencytodominate
juniors. Hence, we issued a communication
guideline officially empowering junior staff to
complain against their seniors/HO officials if
their issues were not addressed within a set
timeline/reasonable period. Similarly, whistle
blowing mechanism was put in place so that
the staff could complain immediately after
they sensed wrong activities in the bank.
They could blow whistle against any wrong
doer irrespective of the position.

Participatory Approach: We introduced
the concept of mandatory participation
of all the staff of concerned branch/unit
while formulating annual budget and while
reviewing performance monthly. The same
was being tracked by Finance Department and
concerned supervisors though | sometimes
got complaints of non-compliance. | got
monthly reports within the set timeline from
all the officials reporting to me and Finance
Department so that | could interact with
the concerned colleagues and take required
actions. Sometimes, there used to be delay
on my part in reviewing the reports and



interacting with the colleagues. Hence, | had
requested them to step in if any matter was
to be decided urgently. ‘If there is anything
pending at my desk beyond a set timeline,
please remind me immediately’ was my
standard advice to the colleagues so that the
bank’s job was no way adversely affected.

Morning Tea Meeting:Management
Committee (MANCOM) of the Bank used to
hold two formal meetings in a month with
minutes on the 1% and 21 of Nepali month.
If the 21+ happened to be the holiday, the
meeting used to take place on the preceding
working day, not the subsequent working
day. We did it intentionally to break the
existing trend and to be proactive. On 11t
day (preceding working day if 11" happened
to be a holiday) of the month, Asset-Liability
Management Committee (ALCO) used to meet
but the date had to be changed later to align
with interest rate publication date and hence
ALCO also started meeting twice a month.
The meeting used to start at 9 am sharp.

In addition to formal MANCOM meetings, we
MANCOM colleagues used to have an informal
tea/coffee meeting in the chamber of CEO
(virtual meeting during COVID19) from 9.30 am
to generally 10.00 am on every working Sunday,
Tuesday and Friday. During informal meetings,
we talked about various issues (movies,

politics, sports, love affairs, family issues etc.)
in addition to banking issues.These informal tea
meetings helped us know each other better and
strengthened our team spirit. Idea of informal
meeting was shared with me by Mr. Shrawan Lal
Maske, current CEO of Bank of Kathmandu. | am
grateful to him.

| feel if our top political leaders meet at
Baluwatar or Shital Niwas at least once a week
and discuss with open mind various issues of
the country, it will have a positive result.

Our office like home: | worked with the
intention that the staff should feel something is
missing when they are away from office. | know
| have not been able to achieve it but | sincerely
tried.

Sanima staff worked very very hard inspired by
Thomas Alva Edison’s famous statement ‘Genius
is 1% inspiration and 99% perspiration’.

Bureaucracy of Singapore is regarded as one of
the best in the world because the government
hiresthestaffbased onthe merit, payshandsome
remuneration and reward/punishment system
is effective. We made a sincere effort to
implement it in our bank.

“Hard work with honesty does not go
unrewarded in Sanima Bank” was a popular
statement in the bank.

Result of Hard work: Return on Equity (RoE) of Sanima Bank

RoE Trend FY2012/13 | FY2017/18 FY2018/19 FY2019/20 FY2020/21
Other Banks 22.72% 15.16% 16.66% 12.20% 12.51%
Sanima 14.40% 18.67% 23.20% 16.09% 18.39%
Sanima’sRank 21 5 3 4 2%
Sanima to Other

Banks 63% 123% 139% 132% 147%

=R




T —

*In FY 2020/21, NICAsia Bank had 18.47% RoE
but NRB did not approve its proposed dividend
citing it did not meet minimum core capital
(equity) requirement. When we consider it,
Sanima was number 1in FY 2020/21 with regard
to generating the return to the shareholders.

When | joined Sanima, | was confident that
there would be a marked improvement in our
rank but | never thought that it would be a
number 1 in 8 years as the gap with the first
ranked bank was very wide.Within the first
five years, Sanima became one of the top 5
banks and number 1 bank in next three years.
| have no words to express happiness. RoE of
Sanima decreased in 2019/20 due mainly to
high LLP set aside as a cushion against possible
risks triggered by COVID19 pandemic plus a
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huge interest rebate/discount offered to the
borrowers.

Hats off to my colleagues for the hard work
with honesty!!

(This is mainly an extract from the book
‘Retirement at 50’ with some changes made
by the writer himself. Mr. Dahal was CEO of
Sanima Bank Limited, the youngest commercial
bank, from FY 2013/14 to FY 2020/21. He was
also the President of Nepal Bankers’ Association
for a term from January 2020.By the time he
left Sanima Bank, both shareholders and staff
of Sanima Bank had become able to earn
handsome return. He attributes the success of
Sanimat o HR Management.)

About author: Former CEO of Sanima Bank Ltd.



External Sector:
Challenges and Prospects

B Prem Prasad Acharya

Introduction

1.

In the economy there are four sectors namely Real, Monetary, Government and External. The
external sector is one of the major sectors among the four sectors of the economy which consists
ofthe transaction of a country with rest of the world. The external sector includes exports, imports,
remittances, current account, balance of payments, foreign exchanges reserves, exchange rates,
foreign assistances etc and is being most vulnerable in the present time. The vulnerability of the
external sector has become a global issue and Nepal is also facing the most noticeable situation
in the recent time. This article analyzes the external sector which is one of the most vulnerable
and focused sector of the economy.

The overall balance of the economy depends upon the inter-relationship among the four sectors
of the economy. The real sector is the sector which is mainly related to primary sector and
directly related to the production of the goods and services. To fulfill the human wants we need
food, shelter, clothing, health, education and so on. The primary sector is vital in providing these
essential goods and services. Normally speaking, the agriculture sector is the prime sector for
the satisfaction of the basic human needs. The volume of overall production and quality of the
production determines the wealth of the nation.

The secondary sector is the industrial sector. This sector is also referred as the intermediate
sector which gives the foundation of industrial production. The goods like computers, laptops,
vehicles, telephones, construction materials etc. are the outcome of this sector.

The tertiary sector is the service sector. This sector is related with the services like health,
education, consultancy, caring etc. This sector provides the self-actualizations of human needs.
The services like the teaching service of the teacher, consultancy service of the lawyer, consultancy
service of the consultants, banking services of banks and bankers, exchange of messages and
voices by the communication sector etc. make human life more comfortable and satisfied.

External Sector Situation of Nepal

5.

In the present time, the indicators of the external sector of Nepal show the vulnerable situation.
The exports are not being increased in the expected pace while the imports are being accelerating
in an unchecked speed. The inflow of the remittance growth is being decreased as compared to
the previous level of inflows. The tourism sector and the income from it is not being increased as
expected in the present situation after the COVID pandemic.

19
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6. The foreign assistance is also weak and is not being realized as of our expectation. Every year
the government of Nepal targets for the high level of foreign assistance in the form of grants and
loans. But, in the realization part it could hardly be realized. The criteria and pre-conditions set
during the negotiation of foreign assistance are rarely met. Due to this reason the realization part
of foreign assistance is weak.

7. The external sector indicators show the weak situation of the economy in the present time. The
overall impact of trade, remittance, tourism income, foreign assistance among others indicators
are in weak position. Due to this reason the current account balance is being highly deficit,
balance of payment is being negative, foreign exchange reserve is depleting and import capacity
is deteriorating.

Table 1: Some Indicators of External Sector
Amount in Billions
2017/18 | 2018/19 2019/20 2020/21 2021/22
Headings
2074/75 | 2075/76 2076/77 2077/78 2078/79
Exports (Rs.) 81.35 97.11 97.71 141.12 200.03
Imports (Rs.) 1245.10 | 1428.54 1196.80 1539.84 1920.45
Remittance (Rs.) 755.06 879.36 875.03 961.05 1007.31
Current Account (Rs.) 246.82 -266.97 -33.76 -333.67 -623.33
BOP (Rs.) 0.96 -67.40 282.40 1.23 -255.26
FER (Rs) 1102.60 | 1038.90 1401.80 1399.00 1215.80
Source: Custom Department and NRB

8. The foreign trade of Nepal is creating huge gap in the gain and payment situation of the country.
Observing the exported and imported goods, we can see that the imported goods are of high
value in price and exported goods are of low value. This situation creates a huge gap between the
receipts from exports and payment against the imports ultimately creating a large trade deficit.

9. The gain from the export is not so strong enough. The major exported goods are handicraft
(Metal and Wooden); Herbs; Musical Instruments, Parts and Accessories; Nepalese Papers and
Paper Products; Noodles; Other Handicraft Goods; Pashmina; Pulses; Readymade Garments;
Readymade Leather Goods among others. These products are either primarily unprocessed or
semi processed which do not yield high value.

10.Import has become the major issue in the recent days for Nepal. Nepal is being import driven
country since last few years. The imports stood at Rs.1920.45 billion in FY 2078/79 and this trend
seems to be continued in the ongoing FY 2079/80 as well. Among the total imports, 60.9 percent
imports are from India, 14.2 percent is from China and rest (24.9 percent) is from other countries.
This shows that the volume of imports is being accelerated and trade diversification is also low.
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11.The import concentration is on the high value goods. While analyzing the trend of import, the
major imported items are Petroleum Products, Transport Equipments, Vehicle and Other Vehicle
Spare Parts, Other Machinery and Parts, Medicine, Crude Soyabean Oil, Telecommunication
Equipments and Parts, Rice/Paddy, M.S.Billet, Gold, Crude Palm Qil and other.

12.The gain from the tourism is being quite low. Our income is being deteriorating since the
COVID-19. The tourist arrivals and the income from the tourism sector is very nominal. The travel
income (tourist income) was Rs. 60.08 billion in 2076/77 while it decreased tremendously and
stood at Rs.7.27 billion in 2077/78 and it has slightly increased and stood at Rs.32.44 billion at

the end of the FY 2078/79.

13.Remittance is being the major source of foreign currency earning for Nepal since last few years.
The ratio of remittance with GDP is gradually increasing. The workers’ remittance is Rs. 961.10
billion in FY 2077/78. A study conducted by NRB shows that the Qatar has the highest share in
remittance. The following table 2 shows the share allocated figure of remittance of 2078/79.

Table 2: Country-wise Remittance of Nepal

(FY 2078/79)
Country Ratio Amount (Million)
Qatar 17.7 178293.3
India 14.2 143037.6
UAE 134 134979.1
Saudi Arabia 12.5 125913.4
Malaysia 9.7 97708.8
USA 8.3 83606.5
Japan 7.5 75548.0
Kuwait 3.8 38277.7
Baharain 2.9 29211.9
Korea 2 20146.1
UK 1.7 17124.2
Australia 0.4 4029.2
Other 5.9 59431.1
Total 100 1007306.9

Source : Nepal Rastra Bank

14.The remittance situation shows that Nepal is highly relying country on it. In comparison to the
GDP, the ratio of remittance is 20.8 percent in 2078/79. While observing the data of remittance
and imports (month wise) in the recent years, we can see the similar pattern of remittance and

imports.
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Monthwise Remittance and Imports (rs.sillions)
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15.The foreign exchange reserve is depleting in the recent time.The overall payments for the imports,
services, foreign education, debt repayment and servicing is being increased in an exponential
form. The receipt from remittance is not increased in the trend of last years. The receipts from
tourism, exports, services etc. are also nominal. The trend of receipts and payments had widened
the gap between receipts and payments. The result of which is huge deficits in current account,
negative balance of payments and depletion of foreign exchange reserves. The situation further
deteriorates the import capacity of goods and services in the recent time.

Foreign Exchange Reserves(Rs.billions) and Imports Capaciy in Months
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Challenges in External Sector

16.

17.

18.

19.

20.

21.

Narrowing the trade deficits seems a major challenge for Nepal. Increasing volume of imports
and not expanding the exports widens the trade deficits. Further the cause of widening the trade
deficit is low quantity and nominal value of the exported goods and high volume and high value
of imported goods. In addition to this, our production and productive capacity is low as compared
to neighboring countries. This is also a cause for huge trade deficits.

Maintaining and increasing the volume of remittance is the next challenge. After the restoration
of multiparty democracy in Nepal, the tendency of foreign employment has been increased. This
made remittance inflow more comfortable. The consequence of which caused the labor shortage
in the Nepalese market. This lowered the internal production and productivity. The remittance
is the short term gain. Maintaining the high volume of remittance and using it in productive
purposes is another challenge.

Reviving the tourism sector is another challenge for Nepal. In the context of natural beauties and
prospects, we have to use the tourism business abundantly. Unfortunately, we are being unable
to make huge and game changer projects like airports, infrastructures, hotels, recreation centers
and luxury stay for tourists. In the latest scenario, we are struggling to revive the previous stage
of tourism in spite of promoting it.

Maintaining the consensus among the political parties in common minimum agenda is another
challenge. Nepal faced long term struggle and conflict in the name of political freedom and
personal empowerment among the equal access in the national level. In this process, we left
behind in the development of infrastructure, maintaining the discipline and promoting the
national values and culture.

Realizing the capital expenditure at the level of targets is another challenge. The average
expenditure pattern of the capital budget of the government of Nepal is around 70 percent from
the announced budget figure. Without making the increment in the volume of capital budget and
realization of it in full potential, the private investment cannot be promoted. Without investment,
it is impossible to create more output in the country. It again compels to worsen the external
sector.

Further deterioration of the external sector. Since the remittance based consumption had
compelled for the variety of using the different goods, the import will grow in a tremendous way.
The exports cannot be immediately increased as we have limitation in production and resources
utilization. Other sectors are also weak and are not taking the momentum as expected. These
scenarios will further worsen the external sector.

Solutions for the challenges

22.

23.

Increasing the production and productivity is the foremost way to narrow down the trade deficits.
Without producing the high value goods and services in large quantity; we cannot expect to get
high receipts. On this front, we have to enhance our productive capacity internally. This will help
to promote the situation of import substitution and export promotion.

Managing the current remittance in the optimum level and using it in the productive purposes.
While observing the data for the last few decades, we can infer that we are receiving remittances
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in the remarkable volume. It needs to be maintained in the present level in the future time as
well. On doing so we can conduct different skill and knowledge enhancing training focusing to
the people seeking for foreign employments. In addition to this, we have to widen the horizon of
utilizing the remittances in the sectors which benefit for the national economy.

24 . Accelerating the tourism sector and reviving it in the stage of pre-COVID phase. Nepal bears large
prospects on tourism sector. We should focus to build the infrastructure related to this sector
and make a culture of serving tourists in a discipline manner. The tourist related products and
services should be well managed internally to make more income from this sector.

25.Making common consensus among the political leaders in the national economic agenda.
Whatever may be philosophy of the political parties, it should be cleared that our economic
condition is the primal focus for us. This matter should be clearly understood by the political
parties and their leaders. On this front, the situation of no conflict should be created.

26.Maintaining the good governance and utilizing the available resources in a proper way. The
performance of government seems very poor irrespective of the government led by any political
party or the alliances. The capacity of utilizing the capital expenditure should be enhanced and
the resources should be utilized in the productive purposes which yield the national value.

27 .Research and Development should be promoted. The situation of COVID, war between Ukraine
and Russia, Trade conflicts between China and USA, new challenges in the digital era like Crypto
currency and digital currency etc. should be properly analyzed. Revisiting the exchange rate regime
of Nepal is another issue. What are the preconditions for it? Do we have short term solution to
correct the external sector or not? These issues should be properly addressed immediately.

28.The scenarios like too much imports and low volume of receipts should be foreseen immediately.
Since, that type of scenario is being indicated by the external sector indicators in the present
time an expert team should be formed immediately to analyze and resolve the issues. The team
should make a quick review-study and based on the study, the immediate measures should be
taken by the nation to reinforce the external situation in a tolerable level. In addition to the
immediate steps, three approaches of balance of payments (Elasticity, Absorption and Monetary)
should be analyzed in the context of Nepal. If this shows the indication for the improvement, we
should apply those approaches with great caution.

Prospects

29.Political stability is the main good prospect for economic stability. The political parties are
concerning for the economic stability. This will give positive consequence for the economic
activities which also includes external sector.

30.Good Governance is being another prospect. The government sector, corporate sectors and
private sectors are exercising for the good governance. This will boost up the production and
external sector will ultimately be uplifted.

31.Competition is increasing in every sector. The competition in the global level and local level
reinforce the producers to enhances and produce good quality goods and services.

32.Proper utilization of resources is being increased. The use of resource gives more output.
That leads to improve external sectors. The energy sector is also helping to boost industrial
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environment. The major thrust of political parties relies on the proper utilization of resources.
These all help to produce more which helps for the substitution of imports and boost exports.
This ultimately promotes the external sector balance.

33.Global scenarios are also helping to boost external sector. India and China are making fast growth
in the economy. This will compel Nepal to accelerate its economic activities and achieve the full
potential realization. This will also help to improve the external sector.

Conclusion

34. The challenges of the external sector should be overcome through the stated suitable measures.
The possible causes of external sector pressure are widening gap in the foreign trade. Other
constituents such as low volume of internal production, conflicts in the political level, indifference
while executing the national level economic policy also reinforcing the negative impact on
external sector. So, adequate measures should be taken to promote the national self-efficiency
and make self-reliant economy as far as possible.

35.We should rely on our competent areas to overcome the external sector pressure. Despite
the major challenges like large trade deficits, high dependency in the remittance inflows, low
production and productivity, conflicts in the opinions, weak governance etc. we have potentialities
ontourism, electricity, culture and values, labor augmented technologies and so on. On promoting
these, we can accelerate the domestic production and productivity in the remarkable level. This
will help to substitute the imports and promote the exports. Without any delay, a clear-cut road
map should be made categorizing the measures as short term; medium term and long term and
implement them accordingly. This will ultimately correct the external sector pressure that we are
facing now.

About author: Deputy Director, NRB
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Opportunity to Expand Qualitative
Agriculture Loan in Nepal

® Ghuran Thakur

Present scenario

As per the report of Nepal economic
Survey 2022, Nepal achieves around 5.8%
& 2.3% economic growth rate & agriculture
growth rate respectively in the fiscal year
2021/22. As per the report, the agriculture
sector contributes around 23.9% to the
GDP but still engages about 60.4% of the
labour force, indicating significantly very
lower productivity levels. Growth rate of
agriculture sector in the last 20 years is up
& down even negative in 2019/20. In the
same way, contribution of agriculture sector
in GDP is slightly decreasing from 32.7% in
2011/12t023.9%in 2021/22. Youths are not
motivated in agriculture sector thus they
are not considering agriculture as profitable
enterprises mainly due to its very low or no
profitability and lower social status forcing
them for migration. The population of
Nepal as of December 2022 is around 29.9
million (Source: https.//countrymeters.inf
o/en/Nepal#population 2022). As per the
report, the share of population between
the ages of 15 to 64 years is 61.1% i.e.
18,055,517. Within this population around
50% youths are in abroad including India
(It is estimated that about 5 to 7 million
Nepalese are currently in India and the
Department of Foreign Employment (DOFE)
has issued around 5 million labor approvals
to Nepali workers as of December 2022
from 2008/09).

Rz

Average growth analysis of cereal crops
i.e. paddy; maize and wheat was just 2.1%;
0.9% & 1.8% in last 11 years from fiscal
year 2066/77 to 2076/77 (source: statistics
of Ministry of Agriculture & Livestock
Development) respectively. Moreover, the
average area of paddy & wheat production
of Nepal is slightly decreased by -0.1% and
by -0.8% respectively in the last 11 years.
Around 25% of agriculture cultivable land is
left fallow resulting around 20% food deficit
mainly due to low profitability & highly risky
agriculture sector of Nepal. This is mainly
becauseoflackofaccesstoagriculturecredit,
uncertain monsoon, slightly increase in
temperature & natural calamities due to the
ongoing climate change, lack of labor force
in critical agriculture time, unavailability of
appropriate farm machinery, lack of market
& reasonable price, unavailability of inputs
in time, technical backstopping services and
ineffective insurance among the others.

Food deficit is causing heavy dependency
on agriculture imports. Nepal has to import
agricultural commodities of around NPR
400 billion that is around 21% of the total
import value (NPR 1920 billion) in last
fiscal year (2021/22) as per the statistics
of Department of Customs. Despite huge
potentiality of agriculture production
(including cereal crops, vegetables, cash
crops, fruits, tea, coffee, cardamom,
ginger, livestock, fishery, poultry and other
crops) import value of cereals; vegetables;



fruits; edible oils; animal
feeds and coffee & tea

Graph 1: Trend of agriculture import in last 3
___years, NPRin billion
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higher or we may even have 2. Status of agriculture credit

to face food scarcity problems in coming
days due to the impact of Covid-19, Russia-
Ukraine war, scarcity of fertilizers, energy &
increasing value of USS as per latest report
of the World Bank.

As per the statistics of Government of
Nepal, increment in production of paddy;
maize & wheat was just 8%; 9% & 12%
respectively in 2076/77 compared to the
base year 2074/75 of the 15% National
Plan. Present consumption of rice; maize &
wheat was 6885.3; 3426 & 2573.3 thousand
MT respectively, which is 12%; 17% & 6%
respectively more than even the target
set for the year 2080/81 by our National
Planning Commission (NPC). Therefore,
present production needs to be increased in
the coming days. Hence, commercialization
and mechanization of agriculture sector is
much needed to attain food self-sufficiency,
to reduce the huge import and to attract
the youths in this sector. Availability of
agriculture credit in easily accessible
manner is one of the binding factors
among other factors for mechanization &
modernization of agriculture sector.

R

As per the “Monetary Policy 2079”, progress
of agriculture credit is highly encouraging as
its loan portfolio is targeted 12%, 13% 14%
& 15% of total loan portfolio at the end of
Asar 2079; 2080; 2081 & 2082 respectively
and progress was 12.5% i.e. NPR 490 billion
by Chaitra 2078. It clearly shows, financial
sector is fulfilling its mandatory target of
agriculture loan portfolio. On the same way,
target of SME loan (< 1 crore) is 11%, 12%
13% & 15% at the end of Asar 2079; 2080;
2081 & 20 82 respectively and progress
was 9.85% NPR 393 billion by Chaitra 2078.
Here more efforts are needed to increase
the portfolio of SME loan in coming days.

However, access of farmers in Government
subsidized loan is still limited as only
147147 clients (3.9% of total agricultural
households have benefitted and its average
loan size is NPR 14.6 lakh) have borrowed
total NPR 215.9 billion loan amount.
Moreover, only 60,618 clients (1.6% of
agri HHs, average loan size: 23 lakh) have
obtained government subsidized agriculture
& livestock loan amount NPR 139 billion
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As per the latest survey report of Nepal
Rastra Bank (December 22, 2022) only

2.35% farmers have obtained GoN
subsidized loan, access to banking
credit is only 17.6%%, still 71.8%

Nepalese are depending on informal
credit and only 58% Nepalese are
financially literate. Thus, there is huge
potentiality of agriculture credit in the
coming days.

Based on the report published in Asian
Journal of Economics, business & accounting

(Graph 2), volume of agriculture loan is
slightly increased from fiscal year 2000/01
to 2016/17. Significant increment
agriculture loan portfolio is found from fiscal
year 2017/18 to 2021/22. NRB provision of
mandatory agriculture loan portfolio for
BFls; supported by Government program,
projects and coordination with supporting
international & national agencies are the
main factors of this increment. However,
volume of agriculture loan portfolio is
minimal as majority of farmers have to
depend on informal credit with exorbitant

interest rate & hard

in

on

Agri loan volume in mill

Graph 2: Agriculture & fish loan of BFIs (NPR million)
Source:Asian Journal of Economics, Business and Accounting, 29 Aug
2020 & NRB statistics
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Agriculture related monetary policy Opportunity for agriculture lending
Different Interest rate i.e. Base rate + maximum | Agriculture entrepreneurs, producers and
up to 2% for agriculture production credit like | agriculture based industries will be benefitted,
cereal production, fishery, export commodities | hence there will be increase in demand of
production industry based on 100% domestic raw | agriculture loan
materials
> Issuance of “Green Bond” to promote > Issuance of “Green Bond” will be
green financing helpful in managing liquidity problem
. L for green finance
> Issuance of “Financial Literacy Framework
2022" > Issuance of “Financial literacy
. framework” will be helpful in
> Implementation of Government o . . .
o optimization of financial transaction,
subsidized program as per budget speech e financial creapinG,
helpful in strengthening saving habit,
promotion of digital banking, decrease
in unnecessary expense, quality loan
utilization for profitable enterprise and
repayment on time
» Government subsidized program is
gradually increasing loan demand
Establishment of “Microfinance Fund” as per|Will be helpful in expanding micro level
Government budget speech to avail agricultural | portfolio of agriculture loan, thus smallholder
loan easily producers and traders will be benefitted
3. Status of Agriculture insurance household of Nepal. Moreover, number of

crop & fishery insured farmer is just 0.13%
of the agricultural household of Nepal.
Significant improvement in agriculture &
livestock insurance policy & procedure is
much needed considering 60.4% people’s
involvement in agriculture sector, its
contribution in GDP, increasing value of
import amount, migration of youths from
agriculture sector and huge potentiality of
agriculture in Nepal.

As per the agriculture insurance statistics
of “Beema Samiti” from fiscal year 2070/71
to fiscal year 2077/78, significant growth in
agriculture & livestock insurance premium
collected amount and number of insured
farmers is recorded. Premium amount is
increased to NPR 190.22 crore at the end of
fiscal year 2077/78 from just NPR 2.26 crore
at the end of fiscal year 2070/71. In the
same way number of agriculture & livestock
insured account is increased to 187,337 at
the end of fiscal year 2077/78 from just
1758 at the end of fiscal year 2070/71. But,
status of agriculture & livestock insurance

5. Government Budget Speech of current
fiscal year 2079/80

Government budget and plan of current

could be considered as negligible as it
is even less than 5% of the agricultural

R09

fiscal year could be considered as the
historical as it has laid the utmost priorities
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in obtaining food self-sufficiency, increasing
agriculture export and decreasing its
import value. Moreover, it will support
agriculture lending of banking sector, as
there is provision of technical manpower
and agriculture volunteers in each local
body even in each ward. The agricultural
sector will be commercialized, mechanized,
and modernized that will create
conducive environment for expansion of
agriculture loan. Provision of market for
quality availability of agriculture inputs,
concessional agriculture loan, effective
agriculture insurance and its marketing
& processing is clearly mentioned. These
provisions will attract potential international
& national organizations to increase their
investment in agriculture sector. Abstract
of the agriculture lending related programs
of Governments mentioned in its budget
speech are as follows:

» To achieve high and sustainable
economic growth by building a
production-based economy, budget
priorities will be as:

* Transformation of the agriculture
sector,

* Collaboration with government,
private and cooperative sectors

* Reduce import of basic agricultural
products at least by 30% in this
fiscal year

* Double exports in next year,

* Innovation & human resource
development,

* Infrastructure development and
capital formation,

* Development of tourism &
industrial sector,

*  Hydropower generation

ROR

Transformation of Agriculture Sector
and Employment Growth: Economic
Prosperity and End of Absolute Poverty

“National Campaign Year of
Agricultural Production” for Self-
Reliance;

Agricultural Production
Programmes for Self-reliance will
be implemented from this FY

Farmers groups/cooperatives

The agricultural sector will be
commercialized, mechanized, and
modernized in order to increase
the productivity of this sector.

A high-level mechanism under
the convenorship of the Right
Honourable Prime Minister
including departmental ministers
will be formed

Seeds, fertilizers, technology and
irrigation facilities will be provided
to farmers in a easy and convenient
manner;

Concessional loan through
microfinance will be provided;

agricultural insurance will
be expanded and effectively
implemented;

agro production collection centres
will be set up;

agricultural ambulances for the
transportation of agricultural
products will be provisioned;

Determination of minimum
support price for agricultural
products including paddy, wheat,
maize, and milk

With support of local level “Market
for sales and distribution” will be
arranged



e One agriculture graduate in each
local level;

e One agricultural technician in
each ward;

e At least 300 agricultural
volunteers will be prepared/local
body

e Market/traders/processors

e Integration of “Training and
poverty alleviation” programmes
of various ministries,

e Arrangement for barren and
unused arable land on lease to
farmers, farmers’ groups & farmers
cooperatives in coordination with
the federal, province, and local
level,

e Grant of Rs. 50 million each will
be provided as incentive to 3
local levels from each province
achieving excellence in the
campaign to transform agriculture;

e A microfinance fund of Rs. 500
billion will be established to
provide agricultural credit to
farmers at their doorstep easily
and conveniently: BFls mandatory
deprived sector & agriculture
sector credit will also mobilized
through this fund

e establish large and medium-sized
Modified Atmosphere Cold Stores
in each province;

Opportunity for agriculture lending:

Currentfiscalyearisannouncedas “National
Campaign Year of Agriculture Production
for Self-reliant” by the Government, which
create conducive environment for
banking sector to expand their business
in agriculture sector. Banking sector will

will

203

get sufficient information and support
from Government agencies that will be
helpful in minimizing their operating cost
(especially small scale agriculture lending
operating cost is higher these days), risk of
agriculture lending, loan loss provisioning
amount, matching of resources, managing
technical manpower/technical support,
identification of  potential clients,
coordination with stakeholders, and
expansion of agriculture loan. Moreover
issuance of agriculture bond, green bond
and microfinance fund of NPR 500 billion
will be highly helpful in managing resources
for credit expansion. Financial/digital
literacy will be implemented in all local
body that will be helpful in increasing
financial access of unbanked and the
71.8% people who are still depending on
informal credit sector. Modernization &
mechanization of agriculture will create
employment at local level, will increase
profit level and ultimately will increase
financial  activities.  Construction  of
agriculture related physical infrastructure
like collection center, warehouse, wholesale
markets, cold storage, chilling centers,
slaughter house, agriculture raw material
based industries will boost up financial
activities. Agriculture portfolio loan will be
one of the highly attractive portfolios of
banking sector in coming days, if even 25%
of the Government approved agriculture
budget and program for this fiscal year is
implemented effectively.

About author: Former Division Chief of ADBL



IOSCO Principles
and Securities
Market Regulation

Introduction

Securities market is vital to the growth,
developmentand strength of marketeconomies.
This market supports corporate initiatives,
finance the exploration of new ideas and
facilitate the management of financial risk.
Further, since retail investors are placing
an increasing proportion of their money in
mutual funds and other collective investments,
securities markets have become central to
individual wealth and retirement planning.
Sound and effective regulation and, in turn,
the confidence it brings is important for the
integrity, growth and development of securities
markets. Increasingly globalized and integrated
financial markets pose significant challenges
to the regulation of securities markets. At the
same time, markets, particularly some emerging
markets which have seen much growth in
recent years. Regulators should be prepared to
address the significant challenges.

International  Organisation of  Securities
Commission, 10SCQO, is the international body
that brings together the world's securities
regulators and is recognized as the global
standard setter for the securities sector.
IOSCO was established in April 1983. Its
membership regulates more than 95% of the
world's securities markets in more than 230
jurisdictions: securities regulators in emerging
markets account for 75% of its ordinary
membership.IOSCO  develops, implements

0%

Rewat Shrestha

and promotes adherence to internationally
recognized standards for securities regulation.
It works intensively with the G20 and the
Financial Stability Board (FSB) on the global
regulatory reform agenda. The IOSCO’s role is to
assist its members to promote high standards
of regulation and act as a forum for national
regulators to cooperate with each other
and other international organisations.A top
priority for I0SCO is for its members to achieve
the effective implementation of the 10SCO
Principles and the MMoU, thereby facilitating
cross-border cooperation, mitigating global
systemic risk, protecting investors and ensuring
fair and efficient securities markets. Securities
Board of Nepal, an apex regulator of securities
markets of Nepal, is an associate member (July
2016) of International Organization of Securities
Commissions (I0SCO). The membership aims to
provide additional support for the development
and regulation of securities market by getting
international skills, knowledge and experience
on securities market regulation after receiving
the membership of 10SCO.

The three 10SCO core objectives of securities
regulation are; (i) Protection of investors; (ii)
Ensuring that markets are fair, efficient and
transparent; and (iii) the reduction of systemic
risk. Investors’ protection is one of the core
objectives of securities regulation. However,
these three objectives are closely related of
which requirements help to ensure fair, efficient
and transparent markets and provide investor
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protection as well. Regulators take various
measures to minimize systemic risk and such
measures also protects the investors’ interest.
The tools available to securities regulators to
reduce systemic risk generally consist of strong
investor protection standards. In this article, the
principles developed by IOSCO for the securities
markets are highlighted.

10SCO Principles for Securities Market
Regulation

IOSCO has developed 38 Principles under the
ten categories. The principles are required to
be practically implemented under the relevant
legal framework to achieve the three objectives
of regulation described above.

1. Principles Relating to the Regulator

The responsibilities of the Regulator should
be clear and objectively stated. Unless the
regulator’s responsibilities are clearly and
objectively stated, investors and market
participants may be uncertain about the
degree to which the regulator is able to
protect the market’s integrity through fair
and effective oversight. Further, regulator
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should be operationally independent and
accountable in the exercise of its functions
and powers. Without such independence,
investors and other market participants
may doubt on the regulator’s objectivity
and fairness.The regulator should have
adequate powers, proper resources and
the capacity to perform its functions
and exercise it's powers. The powers
and resources of the regulator should be
consistentwiththesize, complexity,andtype
of the markets that it oversees and its need
to meet the functions contained in these
Principles. Clear, consistent, transparent
procedures and processes are part of
fundamental fairness and of a framework
for developing regulatory decisions and for
undertaking regulatory actions that assure
accountability. The staff of the regulator
should observe the highest professional
standards, including appropriate standards
of confidentiality. Regular review of
the perimeter of regulation promotes
a regulatory framework that supports
investor protection, fair, efficient and
transparent markets, and the reduction of
systemic risk.
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Principles for Self-Regulation

Self-Regulatory Organizations (SROs) can
be a valuable complement to the regulator
in achieving the objectives of securities
regulation.An organization should be
classified as SRO if it has been given the
power or responsibility to regulate and its
rules are subject to meaningful sanctions
regarding any part of the securities market
or industry.

Principles for the Enforcement of Securities
Regulation

Strong and rigorous enforcement of
securities laws is fundamental to help
foster investor confidence and maintain
fair and efficient markets. regulator should
have comprehensive powers to conduct
inspections, investigations and surveillance
in relation to regulated entitiesin order
to monitor and assess compliance with
relevant securities laws.The Regulator
should have comprehensive enforcement
powers.The regulatory system should
ensure an effective and credible use of
inspection, investigation, surveillance and
enforcement powers and implementation
of an effective compliance program. the
regulator should be able to demonstrate
that there is a system to take effective
inspection,  investigation, surveillance
and enforcement actions and that, where
appropriate, actions have been undertaken
to address misconduct or abuses. The
regulator should be able to demonstrate
that an effective and credible use of
inspection, investigation, surveillance and
enforcement powers has been made and
will be made in the future. The effective
and credible use of powers depends on
adequate powers, proper resources and
the capacity to perform its functions and
exercise its powers.
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Principles for Cooperation in Regulation

The increasing internationalization of
financial activities and the globalization
of markets can put information beyond
the immediate reach of one individual
regulator. This puts an additional emphasis
on the need for international cooperation
and information sharing among regulators.
Cooperation is vital to ensuring that
compliance programs, as well asinvestigations
and enforcement actions are not impeded
unnecessarily by jurisdictional boundaries.
Even within the same jurisdiction, there may
beanimportant needtoshareinformationata
domestic level. Where there is more than one
regulator or where the securities law overlaps
with the general law of a jurisdiction, the
need for domestic cooperation may extend
beyond matters of enforcement and include
information relevant to authorization to act
in a particular capacity and to the reduction
of systemic risk. The regulator should identify
the agencies within the jurisdiction it needs
to cooperate with, the types of arrangements
required and the purposes for cooperating.
There may be an important need to share
information at a domestic level with other
domestic authorities. Cases of fraud or
money laundering that involve dealings in
securities may require close cooperation
between two or more domestic agencies
including law enforcement, regulatory and
judicial authorities. Thus, Regulators should
establish information sharing mechanisms
that set out when and how they will share
both publicand non-publicinformation with
their domestic and foreign counterparts. a
regulator should be empowered to assist
and provide information necessary to
foreign regulators in the discharge of their
mandate and mission. Without this ability,
information gathering powers would be
insufficient to ensure proper regulation,
supervision and enforcement of markets.



Principles for Issuers

This Principle is about the information that
issuers should disclose to investors when
they invest in securities and on an ongoing
basis. These practices enhance investor
protection by requiring issuers to provide
investors with information about the issuer,
the risks of investing in its securities, and
other matters to support better investment
decisions; support the operation of fair,
orderly, efficient and transparent markets
by providing investors and therefore
the markets with accurate and relevant
information; and support the reduction of
systemicriskasitmay be affected by investor
confidence by enhancing transparency
in the market. Issuers should disclose to
investors current and reliable information
necessary to make informed investment
decisions on an ongoing basis. The principle
of full, timely and accurate disclosure of
current and reliable information material
to investment decisions is directly related
to the objectives of investor protection
and fair, efficient and transparent markets.
This Principle requires consideration of the
adequacy, accuracy and timeliness of both
financial and non-financial disclosures as
well as disclosure of risks that are material
to investors’ decisions. These disclosures
may pertain to specified transactions,
periodic reports and ongoing disclosure
and reporting of material developments.

There should be fair and equitable
treatment to shareholders as well. Such
treatment supports investor protection and
fair, efficient and transparent markets. It
requires disclosure of the security holdings
of management and of those persons who
hold a substantial beneficial ownership
interest in a company. This is generally
regarded as information necessary to
make informed investment decisions.
Accounting standards used by issuers to
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prepare financial statements should be of a
high and internationally acceptable quality.
It does this by requiring that financial
statements are prepared in accordance
with high quality and internationally
acceptable accounting standards. Use of
these standards, in turn, seeks to ensure
the information provided in financial
statements is comprehensive, consistent,
relevant, reliable and comparable and so
supports investors in making investment
decisions, regardless of the geographic
location of the entity concerned.

Principles for Auditors, Credit Rating
Agencies, and Other Information Providers

Investors need credible and reliable
financial statements when making decisions
about capital allocations. The public’s
perception of the credibility of financial
reporting by public issuers is influenced
significantly by the perceived effectiveness of
external auditors in examining and reporting
on financial statements. Auditors should
be subject to adequate levels of oversight
all these things. Independent auditors play
a critical role in enhancing the reliability
of financial information by attesting as to
whether the financial statements prepared by
management fairly present, or provide a true
and fair view of, the financial condition and
past performance of the issuer in compliance
with accepted standards. Thus, Auditors
should be independent of the issuing entity
that they audit. Audit standards should be
of a high and internationally acceptable
quality to help safeguard the integrity of an
issuer’s financial statements.

Credit rating agencies (CRAs) can play an
important role in modern capital markets.
Thus, Credit rating agencies should be
subject to adequate levels of oversight.
The regulatory system should ensure that
credit rating agencies whose ratings are
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used for regulatory purposes are subject
to registration and ongoing supervision. In
many markets, entities exist which provide
analytical or evaluative services of various
types to investors to assist them with
assessing the desirability of a particular
investment opportunity. Such entities’
services should be subject to oversight and
regulation appropriate to the impact their
activities have on the market or the degree to
which the regulatory system relies on them.

Principles for Collective Investment
Schemes

Collective investment schemes (CIS) play
an important role, channeling resources
to the securities markets and offering
investors a means to achieve diversified
exposure to investment opportunities.
To the extent that investors place their
money in CIS, appropriate regulation is
increasingly important.Proper regulation
of CIS is critical to the objectives of
investor protection and the preservation
of confidence in the market. CIS are widely
marketed to retail investors, who may
place enhanced reliance on CIS operators
and, therefore, may be vulnerable to
misconduct by CIS operators. Regulation
should promote and ensure a high level
of compliance by entities involved in CIS
operations. The regulatory system should
set standards for the eligibility, governance,
organization and operational conduct of
those who wish to market or operate a
collective investment scheme. Regulation
should ensure that there is a proper and
disclosed basis for asset valuation and the
pricing and the redemption of units in a
collective investment scheme.

Principles for Market Intermediaries

This principle seeks to support the I0SCO
objectives by setting requirements
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related to entry criteria, capital and
prudential requirements, conduct of
business, ongoing supervision, and

discipline of market intermediaries, and
the consequences of default and financial
failure. Market intermediaries should
conduct themselves in a way that protects
the interests of their clients and helps
to preserve the integrity of the market.
The licensing and supervision of market
intermediaries, including its staff, should
set minimum standards for them and
provide consistency of treatment for all
similarly situated market intermediaries.
It should also reduce the risk to investors
of loss caused by negligent or illegal
behavior and/or inadequate capital.
There should be procedures for dealing
with the failure of a market intermediary
in order to minimize damage and loss
to investors and to contain systemic
risk because the failure of a market
intermediary can have a negative impact
on clients and counterparties and may
have systemic consequences

9. Principles for Secondary and Other Markets

The fairness of the markets is closely linked
to investor protection and to the prevention
of improper trading practices. Regulation
should seek to ensure that investors are
provided fair access to market facilities on a
non-discriminatory basis. Regulation should
promote market practices and structures
that ensure fair treatment of orders and
a reliable price formation process. This
includes the requirement of an appropriate
post-trade reporting system that provides
the public promptly with information
concerning the prices at which trades
were executed. Regulation should promote
transparency of trading and should be
designed to detect and deter manipulation
and other unfair trading practices.



10. Principles and

Settlement

Relating to Clearing

Because of the potential for disruptions
to securities and derivatives markets
and to payment and settlement systems
should be subject to effective regulation
and oversight to ensure that they are
fair, effective, and efficient; and that they
reduce systemic risk. Regulators should be
prepared to cooperate with each other and
other relevant authorities, including central
banks and resolution authorities, both
domestically and internationally, to address
potential domestic and cross-border risks.

Conclusion:

Regulators should be prepared to address the
significant challenges. Securities regulators
seek to achieve these objectives through
setting standards, supervising markets, market
participants and their activities, effective
enforcement of those standards and close
cooperation with other regulators. In Nepal,
Securities Board of Nepal, apex regulator
of securities markets and commodities
exchange markets, has been following the
I0SCO principles as a basis while formulating
the annual program, policies and strategies
and in the course of their implementation as
well.SEBON is under the process of getting
ordinary membership of 10SCO. Obtaining
this membership requires SEBON to adhere
to the principles of 10SCO. Securities Board of
Nepal Strategic Plan (2021-2024) aims to align
SEBON’s regulatory framework and market
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infrastructures with 10SCO principles and
international best practices through adoption
of robust regulation, enhanced enforcement
practices and other outcome-based reforms
and development. Over the next four years,
our focus will be in accomplishing the strategic
objectives by relating strategic initiatives with
time bound activities thereon as defined in this
Plan.SEBON has given the priority to develop
regulatory framework line with 10SCO
objectives and principles.Thus, SEBON needs
to strengthen its capacity for the full fledge
implementation of 10SCO principles for the
efficient regulation and development of fair,
efficient and transparent securities markets.
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Role of Trade Finance In
Modern Banking

Introduction

Engaging in world trade holds enormous
potential for business yet many companies,
especially small- and medium-sized enterprises
(SMEs), depend on access to banking services
in order to unlock new markets. Trade finance
allows companies to mitigate the risks
associated with importing or exporting goods
and services, permitting world tradetoflowina
predictable and secure manner. (International
Chamber of Commerce)

Trade finance is the key factor of the expansion
of international trade. It has been playing vital
role to increase trade since the past century,
and bank-intermediated transactions now
represent more than a third of world trade,
equal to trillions of dollars each year.

Trade finance is essential for the future outlook
of global trade growth. MSMEs / SMEs are the
backbone of the global economy, representing
around 95% of the world’s companies and 60%
of private sector jobs, and play a great role in
promoting employment and social cohesion.

The supply or shortage of trade finance hurts
business the most, and thus has negative knock-
on effects for economies and families across the
globe.

While robust regulation is crucial for banks
following the financial crisis, it is also essential
that rules do not hamper banks’ ability to help
businesses get financing for their international
operations.
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The importance of trade finance for trade and
economic growth is being advanced day by day.
Trade finance trends are evolving over time,
observing how policies are impacting banks’
funding and risk mitigation activities.

Trade finance business refers to the provision
of banking services to facilitate the movement
of goods and the performance of trade related
services. It typically refers to all the different
instruments and products that allow traders
and businessmen to trade internationally as
well as nationally. Trade finance services bridge
the financial gap between the importers and
exporters adding a third party to the mix and,
in doing so, reducing risk and making it easier
to trade.

Banking, at this modern age, cannot be thought
out without trade finance business. Under trade
finance activities some of the businesses a
bank does where bank extends various services
to their customers or add their commitments to
certain transactions undertaken by their clients
without deployment of funds against certain
charges/fees and commissions, which are
Non funded facilities and they are contingent
liabilities to the banks.

Trade finance means financing, including
guarantees, connected to the exchange of
goods and services specially through financial
products of fixed short-term maturity without
automatic rollover, such finance is generally
uncommitted and requires satisfactory
supporting transactional documentation for



each drawdown request enabling refusal of the
finance in the event of any doubt about credit-
worthiness or the supporting transactional
documentation; repayment of trade finance
exposures is usually independent of the
borrower; the funds instead coming from cash
received from importers or resulting from
proceeds of the sales of the underlying goods.

This is the most benefit of trade finance where
financing is used to manage solvency or liquidity,
but trade financing may not necessarily indicate
a buyer's lack of funds or liquidity. Instead,
trade finance may be used to protect against
international trade's unique inherent risks, such
as currency fluctuations, political instability, issues
of non-payment, or the creditworthiness of one
of the parties involved. Trade finance is different
than conventional financing or credit issuance.

Importance

Trade finance facilitates the growth of a business
by securing funds required to purchase goods
and stock. Managing cash and working capital
is critical to the success of any business. Trade
finance is a tool which is used to unlock capital
from a company’s existing stock or receivables
or add further finance facilities based on a
company’s trade cycles. A trade finance facility
may allow company to offer more competitive
terms to both suppliers and customers, by
reducing payment gapsin company’strade cycle.
It is beneficial for supply chain relationships and
growth.

Other benefits of trade finance:

= Short to medium-term working capital, using
the underlying products or services being
imported/exported as security/collateral. It
increases the revenue potential of a
company, and earlier payments may allow
for higher margins.

* Trade finance allows companies to request
higher volumes of stock or place larger orders
with suppliers, leading to economies of scale
and bulk discounts.
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= Trade finance can also help strengthen the
relationship between buyers and sellers,
increasing profit margins. It allows a company
to be more competitive.

= Managing the supply chain is critical for any
business. Trade and supply chain finance
helps ease out cash constraints or liquidity
gaps — for suppliers, customers, third parties,
employees or providers. Earlier payments
also mitigate risk for suppliers.

Itis important to note that trade finance focuses
more on the trade than the underlying borrower,
i.e., it is not balance sheet led. Therefore, small
businesses with weaker balance sheets can
use trade finance to trade significantly larger
volumes of goods or services and work with
stronger end customers.

Due to the embedded risk mitigants that
surround trade finance lending and instruments,
it leads to the potential of a diversity of supplier
base for trading companies. A more diverse
supplier network increases competition and
efficiency in markets and supply chains.

Companies can also mitigate business risks by
using appropriate trade finance structures. Late
payments from debtors, bad debts, excess stock
and demanding creditors can have detrimental
effects on a business. External financing or
revolving credit facilities can ease this pressure
by effectively financing trade flows.

Bank income derives primarily from interest and
commission/fees.Bankschargefeesthatprovide
non-interest income as a way of generating
revenue and ensuring liquidity in the event of
increased default rates. In the face of declining
net interest margins, banks have entered new
product areas over the past decades, moving
from traditional lending to areas that generate
trade finance-based income. The change is of
importance for financial stability. The more
unstable is a bank’s earnings stream, the riskier
the institution is. The conventional wisdom
in the banking industry is that earnings from



T —

fee-based products are more stable than loan-
based earnings and those fee-based activities
reduce bank risk via diversifications.

Trade finance activities in modern banking is a
lucrative business. It is capable to earn income
through multiple business activities. Although it
is one of the major sources of income to banks,
it is also associated with risks. Some of the risks
are discussed below in brief.

Risks in Trade Finance Activities

Risk is the chance that the actual return can be
other than expected return. Risk refers to the
variability in the returns from an investment.
When the actual return equals expected return
that there is no risk at all.

Business across borders is riskier than doing
business domestically. There are additional
elements such as the laws and regulations
of foreign jurisdictions, availability of foreign
currency and its conversion, and the logistics
of exporting and importing, that must all be
considered.

Risk taking is an integral part of business and
also for human life. Good fortune does not walk
to us; we go to it by taking risks. Business is a
risk, investment is a risk, unless monopolistic.
Return eclipses the risks. Some of the risks
related to trade finance activities may be
discussed below in brief.

Trade finance plays an important role in
supporting international trade and mitigating
some of these risks for buyers and sellers. The
World Trade Organization estimates that 80
to 90 per cent of world trade relies on trade
finance in some form.

However, the risks in international trade are not
just borne by the importer and exporter. Banks
and other finance providers provide financing in
a variety of ways and are exposed to their own
risks while doing so.

Some of the risks are:
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e Country risks

Country or political risk refers to risk
arising from the actions of governments
and authorities or regulators which
result in detrimental effects to trade with
counterparties within their jurisdiction. The
causes of the risk are varied, and they include
geo-political tensions, economic crises and
political instability.

Examples of risk in importing locations
include imposition of restrictions on imports,
raising of import duties, and restrictions on
foreign exchange outflows from the country.

Examples of risk in exporting locations include
changes to export licensing requirements,
imposition of restrictions on exports of
certain goods, and embargoes on selling to
certain counterparties or countries. Political
risk also includes situations where a country
is unable to pay its sovereign debt, or faces a
currency crisis.

e Counterparty risks

Counterparty risk refers to risk of default of
one or more parties in a transaction. The
default could be in relation to payment of
monies, or performance of a contractual
obligation, resulting in a possible loss for the
finance provider.

Every counterparty in a trade finance
transaction represents a certain level of risk,
and a finance provider needs to assess the
risk to decide if it would accept such risk, and
on what terms.

A finance provider needs to know who its
risk counterparties are. They are typically
the source of repayment, reimbursement or
payment, for the payment or financing made
by the finance provider.

e FXrisks

FX (short for foreign exchange) risk refers
to risk arising from fluctuations in currency



conversion rates. Currency fluctuations
occur due to a variety of reasons that include
monetary policy, economic conditions,
governmental actions, speculation by
currency traders, and supply and demand for

the currencies bought and sold.

Whilst FX risk are primarily risks for the
importer and exporter, a finance provider
needs to be aware of how it might affect
its customers, and be cognisant of how
exposure to FX risk might impair a customer’s
repayment ability.

An importer may pay in local currency to
its bank to convert to the foreign currency
that its purchases are denominated in. If
the purchase is backed by a letter of credit
denominated in a foreign currency, the
issuing bank faces an FX risk on the applicant,
as any depreciation or devaluation of the
local currency will result in an increase in the
local currency amount to be reimbursed or
repaid to the bank by the applicant.

An exporter that sells in foreign currency may
convert to local currency to repay a finance
provider that has provided export financing. If
the financing is in local currency, a significant
appreciation of the local currency may result
in a shortfall of the amount converted from
foreign currency, to settle the financing.

The usual way of mitigating FX risk is by
way of hedging techniques, such as FX
forward contracts with banks (to fix the FX
rate over a period of time), and FX options.
The counterparty may also have exports
and imports in the same currency, which
could provide a natural hedge for its foreign
currency requirements.

Dilution risks

Dilution risk refers to risk that the amount
that may be payable by the debtor on a trade
receivable will be less than the invoiced
amount(s). Dilution may arise due to a
variety of reasons including return of goods,
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short-shipment, damaged goods, warranty
claims, billing error, rebates and commercial
dispute.

The impact of this risk on trade finance is
primarily on the financing of exporters’
open account receivables using Supply Chain
Finance techniques such as Receivables
Discounting, Factoring and Loan or Advance
against Receivable. This is because the buyer
has time up to the payment due date of the
receivables to adjust the amount they would
pay on the exporters’ invoices.

Dilution risk may reflect the performance risk
of the exporter, as some of the events that
give rise to dilution are attributable to the
exporter; examples: defective goods, short-
shipment, billing error.

Insolvency risks

Insolvency risk refers to risk that a
counterparty may be unable to pay its debts
and financial obligations. Insolvency could
have been the result of losses and cash flow
issues arising from inability to collect on
debts, inability to sell its inventory, and/or
loss of credit facilities.

When a business entity becomes insolvent
and it is placed under the management
of an insolvency administrator (let’s say,
liquidator), the debts of the insolvent entity
would be ranked in terms of seniority, and as
secured or unsecured, to determine priority
of creditors for payment.

A finance provider may face competing
claims from other creditors for the assets of
the insolvent entity; these other creditors
could include the government (e.g., for taxes
owed), lenders and trade creditors.

A finance provider faces the insolvency
risk of counterparties which have bilateral
repayment obligations to it (e.g., for trade
finance facilities granted), of counterparties
with whom it may not have a direct financing



T —

relationship (e.g., debtors in a Receivables
Purchase), and of other counterparties upon
the risk of which the finance provider has
provided finance (e.g., an issuing bank of a
letter of credit).

e Fraud risks
Fraud risk refers to risk arising from
intentional deception. Fraud could be

perpetrated against one or more of the
buyers, the seller and the finance provider.
Fraud could be committed by a single party
or by two or more parties acting in collusion.

Some common frauds in trade finance are:

Duplicative invoice financing, where the
same invoices are used to obtain financing
from two or more finance providers.

Use of forged or fake documents to obtain
financing.

Collateral fraud involving inventory, such
as false valuation and multiple pledges of
the same inventory to different finance
providers.

As fraud is intentional, the form it takes is
myriad and is limited only by the ingenuity of
its perpetrators.

There is no assured protection against fraud;
however, a finance provider should have in
place certain risk management practices such
as enforcement of strict internal controls
(e.g., segregation of staff duties, use of “four
eyes principle”), proper due diligence on its
customers, and independent verification of
facts on transactions (e.g., vessel checks, price
checks).

Technology could be an enabler in fraud
detection, such as use of data in information
systems to detect anomalies and red flags,
e.g., the reuse of the same data for different
financing transactions within the same finance
provider or across different finance providers.
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COVID-19 has brought heightened fraud risks,
and the pandemic’s disruptions to business
(on commodity prices, availability of financing
etc.) have also served to uncover some frauds
previously undetected in trade and commodity
finance.

e Compliance risks

Compliance risk refers to risks of legal or
regulatory sanctions, financial loss and
reputationaldamagethatafinanceprovider
may suffer as a result of its failure to comply
with applicable laws and regulations.

The Financial Action Task Force
(“FATF”) refers to ‘trade-based money
laundering’ as the process of disguising
the proceeds of crime and moving value
through the use of trade transactions,
which can be carried out through
misrepresentation of the price, quantity or
guality of imports of exports, and fictitious
trade activities.

Besides money laundering, financial
crime compliance includes countering
terrorist financing (“CFT”), anti-bribery and
corruption, non-proliferation of weapons
of mass destruction, and complying with
economic, financial and trade sanctions
imposed by states and the United Nations.

A finance provider could also face the risk
of being unable to collect on a repayment
or reimbursement, for example, if it has
provided financing to an exporter under a
documentary credit but the issuing bank
withholds payment due to detection of a
violation of applicable sanctions.

The FATF reports that criminals are taking
advantage of the COVID-19 pandemic to
carry out financial fraud and exploitation
scams, and that terrorists may also exploit
similar opportunities to raise funds, and
recommends that financial institutions and
other businesses should remain vigilant to



emerging money laundering and terrorist
financing risks in mitigation, detection and
reporting

Mitigation methods for this risk include the
following:

e Education and training of the finance
provider’s staff on compliance requirements
and to instill a compliance culture, based on
guidelines or guidance from its regulators.

e Effective  Know-Your-Customer (“KYC”)
practice to verify the customer and its
owners prior to onboarding (and periodic
reviews subsequent to onboarding) and
Customer Due Diligence (“CDD”) to assess
their level of AML/CFT risk.

e Transaction screening, reviewing and
monitoring, to verify that the underlying
trade transactions are genuine and do not
violate applicable regulation.

Effective management of compliance ought
to have the benefit of reducing friction for
customers and helping governments with their
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objective of financial inclusion.

It is observed that many banks and financial
institutions became failure because ofignorance
of trade finance risks. With a careful planning,
study of the market, socio-political scenario,
feasibility and other factors, appropriate
handling potential risks can be overcome or
minimized. In the similar manner risks can be
minimized intelligently through proper study.
However, we should be careful not to take
dumb risks for example going for gambling.

Facets of Trade Finance

¢ Normally short term

¢ Self-liquidating in nature.
e Usage of funds is known

e Source of repayment is identifiable.
Trade Finance Solutions

Trade finance solutions can help to mitigate risk,
ensure payment security and maximise working
capital.

Imports

Exports

Guarantees

LC Issuance

e [mport

- Red clause / Green clause
- Back-to-back

- Transferrable

- Revolving...

e I[mport Finance

- Import loans - Factoring
- Loans against trust receipt (LATR)

- Freight loan

- IIF (Import Invoice Finance)

LC Advising and Confirmation
® Pre-shipment Finance

e Post-export Finance

- Credit bills negotiated (CBN)
- Export bills discounted (EBD)
- Export bills negotiated (EBN)

- EIF (Export Invoice Finance)

Bank Guarantee

e Bid / Tender

¢ Performance

¢ Advance payment

® Retention

¢ Maintenance / Warranty

e Customs

¢ Credit Supply

« Standby Letter of Credit (SBLC)

¢ Shipping Guarantee
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Among the different products whether funded
or non-funded of trade finance mentioned
above, two of the products which are most
utilized in Nepal are discussed in brief.

Bank Guarantee or Guarantee

Meaning

Guarantee business in our country is governed
by different national and international rules,
laws, acts, directives and the policies viz.
Uniform Rules for Demand Guarantee -758,
Government rules, laws acts and NRB directives
as well as bank’s own manual.

Guarantee is assurance for some act or
fulfilment of commitments. Guarantee
however assures for compensation in the event
of non-occurrence or non-compliance of some
obligation and possible loss arose out of such
act. In modern age trading activities play vital
role contributing to economic development of
the country.

URDG 758 defines “Guarantee meansanysigned
undertaking, however named or described,
providing for payment on presentation of a
complying demand; Counter-Guarantee means
any signed undertaking, however named or
described, thatis given by the counter-guarantor
to another party to procure the issue by that
other party of a guarantee or another counter-
guarantee, and that provides for payment upon
the presentation of a complying demand under
the counter-guarantee issued in favour of that
party”.

Guarantee is definite and irrevocable
undertaking bythe bankonbehalf of customer(s)
to make payment to the beneficiary on demand
in case of default or non-compliance of the
job so specified in the Guarantee to the limit
of amount so expressed. However, guarantee
issued by a bank never guarantee completion of
the job but guarantee financial compensation
to the beneficiary.

Q1%

Features/ Contents of Guarantee

Abank guaranteeisalegal documentto facilitate
the principal and a surety to the beneficiary. A
bank guarantee should be clear precise and has
to specify:

1. The principal

2. The beneficiary

3. Transaction which the guarantee is for

4. The limit of the guarantee or maximum
amount to be covered by the guarantee

5. The currency of guarantee

6. The expiry date of guarantee

7. The completion date of the work or
event

8. The terms of demanding payment

9. Anyspecificor mandatory requirements

10. Provision of reduction or relaxation

Operation Chart of Bank Guarantee

Bank Guarantee Transaction
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Parties and process of bank Guarantee
A minimum of three Parties:

> Principal - the Applicant

» Guarantor - the Bank

> Beneficiary — the firm to which the
guarantee is issued.

The bank before issuing any guarantee has to
take adequate security or be satisfied with the
credibility or credit worthiness of the client (the
principal).



Types of Guarantees

1. Bid bond guarantee

Beneficiary wanted required job to be completed in possible minimum cost. To minimize the cost a
bidding process is followed, to assure the participation of reasonable bidders and to make sure the
bidder does not leave the bid once it is finalized the employer ask for bid bond guarantee.

2. Performance guarantee

Once the job is assigned to the account party, there is risk of not completing the work either within
time, cost or as per agreed terms, in such case the employer or beneficiary, to make sure of the
performance requires guarantee to cover possible loss arising out of the act of the account party.

3. Advance payment guarantee

In business transaction sometimes the debtors ask for advance payment for their supplies or services
and the creditors ask for guarantee of their supply or work for the advance payment. The debtor in
such case has to arrange for advance payment guarantee.

4. Retention guarantee

It is common practice in contract process to retain certain portion of invoice amount or running bill
payments by the employer to cover any cost arising out of defect in work or supply. The supplier
or principal do not want to leave a huge chunk of money idle with the employer instead retention
guarantee is provided to the employer for correction of defect if any.

5. Warranty / Maintenance guarantee

Either to cover the required maintenance after completion of work or supply for some period the
beneficiary wants guarantee and the supplier has to arrange for maintenance guarantee to cover the
cost of maintenance till the time so agreed.
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6. Customs guarantees

Any goods imported in the country have to be imported by paying custom duty. Sometimes certain
goods are brought in the country not for sale but for the purpose to demonstrate, exhibit and take
back or export. In such situation the importer has to make arrangement of custom guarantee to
assure the custom authority that the goods if not taken back/ exported will be liable for custom duty.

7. Credit Supply Guarantee (Payment G’tee)

A payment guarantee that guarantees the seller payment for goods if the buyer has not
fulfilled its payment obligations by the due date is used.

It is essential to reduce the payment risk of the buyer(s).

R
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8. Standby LC (Guarantee)

It is a sort of standby or back up credit which is
generally used as a substitute for performance
guarantee or for securing loans. A standby
letter of credit (guarantee) is a secondary
payment method where bank promises the
payment if the seller fulfills terms of the letter
of credit (guarantee). Which means if the buyer
fails to pay, then as long as the seller meet’s the
requirement of the standby letter of credit, the
bank will pay.

9. Shipping Guarantee

This is undertaken by a bank to indemnify the
shipping company against any liability that
arises as a result of releasing imported goods
to the consignee without the documents of the
title (BL).

Letters of Credit (LC)

In our country the LC transaction is governed by
different national and international rules, laws,
acts, directives and the policies viz. Uniform
Customs and Practice for Documentary Credit
(2007 Revision) ICCPublication 600, Government
rules, laws acts and NRB directives as well as
bank’s own manual. Now we further discuss LC
with the view of providing introduction.

"Documentary credit is any arrangement
however named or described where by a bank
(the issuing Bank) acting at the request and in
accordance with the instructions of a customer
(the applicant), is to make payment to or to the
order of a third party (the beneficiary) or is to
pay, accept of negotiate bill of exchange, (drafts)
drawn by the beneficiary or authorize such
payments to be made or such draft to be paid,
accepted of negotiated by a other bank against
stipulated documents in compliance with
stipulated terms and conditions. (International
Chamber of Commerce)

Though there are many modes of payment
like Advance payment (most secure for seller),
Open Account (most secure for buyer) and

=

Documentary Collection (secure for buyer and
to a certain extent to seller), the most reliable,
convenient and popular mode of payment is
Letter of Credit or Documentary Credit (most
secure for seller as well as buyer).

So, the LC (or Documentary Credit) which
is commonly mentioned as credit also is a
conditional bank undertaking of payment. This
is a conditional undertaking for payment by a
bank to a seller at the request of the buyer to
pay a stated amount at sight or particular future
date against the stipulated documents.

Characteristics of Letters of Credit:

It is a credit instrument, irrevocable, usually
negotiable.

It is a conditional undertaking for payment.

Itis issued at the request of buyer in favor of
exporter/seller.

It deals only in documents, not in goods,
services or performances. So, documents
are to be furnished as mentioned in LC.

It is non funded business and contingent
liability to bank so it is shown as off-balance
sheet item.

It is commission-based banking business,
which is mostly used in international trading,
though local LC can be used in local trading.

LC creates confidence and security for both
buyer and seller.

It may be transferable or assignable.
A Simple Process of a Letter of Credit

The flow of process of letter of credit can be
mentioned as follows:

e The importer/buyer and the exporter/seller

agree to conduct business.

The seller wants a letter of credit to make
a guarantee of payment after making an
agreement to conduct business with buyer.



The importer/buyer applies to his bank
(Issuing Bank) for a letter of credit in favor
of the exporter/seller.

After analyzing the credit and other risk
of the buyer, the issuing bank issues
and forwards the letter of credit to
its correspondent bank (advising or
confirming). The correspondent bank is
usually located in the same geographical
location of the exporter/seller/beneficiary.

After getting the credit, the advising bank
will authenticate the letter of credit and
forward that original letter of credit to the
exporter/seller/beneficiary.

After getting the original letter of
credit from the advising bank, the
exporter/seller/beneficiary  ships  the

goods as per letter of credit, then verifies
and develops the required documents to
support the letter of credit.

The exporter/seller presents the required
documents to the advising/ negotiating
or confirming bank in order to process for
payment.

The advising/ negotiating or confirming
bank examines the documents presented
by seller for the compliance with the terms

2 - LC Application
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and conditions of the letter of credit.

If the documents are correct, the advising/
negotiating or confirming bank will claim
the funds by:

0 Debiting the account of the issuing
bank.

o0 Waiting until the issuing bank
remits, after receiving the
documents.

0 Reimburse on another bank as

required in the credit.

e The advising/ negotiating or confirming
bank forwards the documents to the issuing

bank.

The issuing bank examines the documents
transmitted by the advising/ negotiating or
confirming bank for compliance. If they are
in order or they are in as per letter of credit,
the issuing bank will debit the buyer's
account and forwards the document to the
buyer for releasing goods from the port or
custom office and makes the payment to
the presenter.

Operation Chart of LC

The above flow of process of letter of credit
can be clarified from the following figure.
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Diagram: Letter of Credit General Flow Chart
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Parties Involved in Letter of Credit
vy y
WHO ARE THE PLAYERS ?
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The parties of LC are:

Applicant/Buyer

The customer who applies for opening of a LC.
Beneficiary/ Seller

The party who exports goods to the buyer
against the LC.

Bank

Many banks may involve even in a single letter
of credit. The bank can be classified as:

Issuing Bank

The bank that issues a credit at the
request of an applicant or on its own
behalf.

Advising Bank

The bank, usually a foreign
correspondent bank of the issuing bank,
which advises the credit at the request
of the issuing bank with authentication.

Negotiating Bank

The bank which makes payment or
commits to make payment to the
beneficiary. Reimbursing Bank

The bank which provides the
reimbursement to the claiming bank as
per the authority provided.

-
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Nominated Bank

The bank with which the credit is
available or any bank in case of a credit
available with any bank.

Collecting Bank

The bank which collects the fund from
the issuing bank or reimbursing bank as
mentioned in letter of credit.

Confirming Bank

The bank that adds its confirmation
to a credit upon the issuing bank
authorization or request.

Types of Letters of Credit
Irrevocable LC

The LC which can't be amended or cancelled
by the issuing bank without prior consent of all
parties involved in LC.

Earlier there is to be Revocable LC (onward 1%
July 2007 it is not in use), which means the LC
can be amended or cancelled anytime by issuing
bank without prior consent to the beneficiary.

Confirmed / Unconfirmed LC

The LC which is confirmed by adding the
confirmation by the advising bank or any other
bank upon the request of issuing bank.

The advising bank forwards an unconfirmed LC
directly to the exporter without adding its own
undertaking to make payment, but proving its
authenticity.

Transferable LC

The LC which is transferable to another
beneficiary upon the request of the first
beneficiary.

Red/Green Clause LC

Red clause LC provides the seller with cash prior
to shipment to finance production of the goods.
Similarly, Green clause LC provides the seller



with cash after the shipment of the goods to
meet the expenses to make available the goods
to buyer.

Sight LC

A sight LC means that payment is made
immediately (within five working days) to the
beneficiary upon presentation of the correct and
required documents in the required time frame.

Usance LC/Time/Date LC

A time or date LC will specify when payment will
be made at a future date and upon presentation
of the correct and required documents.

Deferred Payment LC

In this LC, the buyer accepts the documents
related to LC and agrees to pay the issuing
bank/beneficiary in subsequent fixed dates.

Back-to-Back LC

The new LC that is opened based on an already
existing credit used as collateral. In this LC,
the trader receives LC from the buyer and
then opens another LC in favor of the ultimate
supplier.

Revolving LC

With this LC, the issuing bank restores the credit
to its original value once it has been used or
drawn down.

Stand-by LC (Guarantee)

It is a kind of bank guarantee where bank will
issue a standby letter of credit on behalf of a
customer to provide assurances of his ability to
perform under the terms of a contract between
the beneficiary and the principal.

Documents called under LC

Letters of Credit transaction is the transaction
of documents.

“Documents” mean financial documents and/or
commercial documents.

1
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Financial Document:

Drafts (Bills of Exchange)

The bill of exchange, commonly referred to as
the draft or the bill, is an unconditional order
in writing, signed and addressed by the drawer
(the exporter usually) to the drawee (the
confirming bank or the issuing bank usually),
requiring the drawee to pay the drawer a
certain sum of money at sight or at a fixed or
determinable future time.

Commercial Documents:
Commercial Invoice

The commercial invoice is a record or evidence
of transaction between the exporter and the
importer. It is similar to an ordinary sales
invoice, except some entries specific to the
export-import trade are added.

The commercial invoice is made by the
beneficiary mentioning the description of the
goods, quantity, rate, discount and total amount
as stipulated by the credit.

Packing List

The packinglistis an extension of the commercial
invoice. It must be matched with the commercial
invoice and shipping document. The exporter or
his/her agent-the customs broker or the freight
forwarder-reserves the shipping space based
on the gross weight or the measurement shown
in the packing list.

Transport Documents

This the document showing the evidence of
receipt of goods. Different names are given to
different mode of transport.

A) Bill of Lading (B/L): for sea/ water movement,
There are three main functions of bill of lading:
i)
ii)

iii) Itis a document of title to goods.

It is evidence of contract of freight.

It is a receipt for the goods.
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B) Air Way Bill: for the movement of goods
through airlines.

C) Truck/ Consignment Note/ Railway Receipt

Truck/ Consignment Note / Railway Receipt is
used when trade is between two neighboring
countries physically attached together.

Postal/Courier Receipt: Dispatched through
post or courier.

Multimodal Transport Document (MTD) :
Movement of goods through more than one
mode of transport.

Risk Covering (Insurance) Documents

As the name indicates these are the documents,
which represent the insurance cover against the
physical risks to the goods that are moving from
exporter to overseas Importer.

Certificates of Origin

The certificate of origin is a document
certifying the country in which the product was
manufactured/ grown.

R

Miscellaneous:

In addition to these documents, credit may call
for other documents, viz. weight list, quality and
quantity certificate, inspection certificate, etc. If
credit does not stipulate such documents, bank
may refuse to accept or simply pass them. The
documents presented under the credit must be
complete, conforming with the terms of credit.

Conclusion

As we know trade finance business is lucrative
business to any bank. Appropriate handling of
trade finance activities gives the banks most
benefit as well as a sound balance sheet. It
reduces the concentration risk with diversified
portfolio. Among many products of banking
business, trade finance business is one of the
most effective products. Trade finance activities
give a good shape to the bank as a whole, even
in the situation of credit / liquidity crunch (as
we in Nepal frequently suffer from). Proper
handling of trade products mitigates the risks
and makes the bank in a better position.

About author: Trade Finance Specialist



Growth of FinTech
with Web 3.0

Background

Financial Technology (FinTech) is used to
describe new technologies that strive to
improve and automate the delivery and use
of financial services. It is utilized to help all
stakeholders better manage the financial
operations and services in order to improve
their use and delivery to valued customers. Web
3.0 is the third generation of the evolution of
web technologies and is explored in the context
of the future of the internet.

During my recent visit at GITEX 2022, Dubai and
Singapore FinTech Festival (SFF 2022), Singapore
the grown of new-age tech advancements
has been experienced. The transformation
of the World Wide Web (WWW) and rise of
Web 3.0 leveraging Block chain Technology,
Artificial Intelligence (Al) and Machine Learning
(ML) has been seen. This more decentralized
and individualized Internet has changed our
business model putting pressure on traditional
banking system and financial service institutions
to start the momentum from the new ground.

GITEX 2022

GITEX 2022, a global tech show has hosted
more than 5000 companies and over 170,000
attendees from 176 countries presented its
most empowering curation with seven multi-
tech themes experimenting in the metaverse,
a decentralized future of internet and a
sustainable global digital economy. During
this event it was observed that, companies
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and businesses have already felt the impact of
Decentralized Finance (DeFi) leveraging Block
chain technology. The world is on the verge
of a new wave of FinTech applications and
services that will bring about a new Internet
Infrastructure built on the Block Chain. The third
generation of the Internet will make the industry
more efficient by offering new opportunities to
consume financial services and changing the
rules of the game. Furthermore, it enables more
connected and intelligent world for the financial
service industry by transforming the plans for
individuals, businesses and work together
with collaboration. The key benefits of new
distributed operating model and convergence
of Web 3.0 that have been identified are
trustworthiness, accessibility, improved
customer journey and faster transactions.

Web 3.0 is thought to be more connected and
intelligent to understand user's context in more
ways. It is expected that the combination of
user experience and intelligent agent enables
large and small FinTech companies to provide
personalized financial services with less human
intervention. This in turn will aid FinTech
startup companies to have automated financial
advisors and planners to help end users to build
low-cost, profitable financial decisions.

The development of Web 3.0 has also paved the
way for the rise of Non-Fungible Tokens (NFTs).
These NFTs are more than just images on Block
Chain. They represent digital ownership as they
provide proof and assurance of immutable
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ownership records on a decentralized block
chain ledger. This ensures that central owners
cannot take them or tamper. As NFTs continue
to become prevalent, adopting DeFi will also
allow for smoother trades and provide more
secure transactions. For instance, getting
financial loans by trading NFTs will be one of
the crucial steps toward NFT utilities in the
FinTech industry. This will allow people to use
lending/staking DeFi platforms and trade their
NFTs for real money. If a borrower is unable
to return the money, then that particular NFT
will be transferred to the lender automatically.
And all this will take place on ‘smart contracts,
which ensures transparency on Blockchain
without any middleman.

Singapore FinTech Festival 2022 (SFF 2022)

As a member of Global Impact FinTech Forum
(GIFT), I had an opportunity to attend seventh
edition of the Singapore FinTech Festival (SFF),
which concluded on 4 November 2022, attracted
more than 62,000 participants from over 115
countries. This was the largest SFF gathering
since the inaugural edition in 2016. SFF 2022
featured more than 850 speakers from private
and public sectors who participated in plenary
sessions, industry panels and roundtables.

Project Orchid, the programmable money pilot
by the Monetary Authority of Singapore (MAS),
is a safe way for Singaporeans to take “baby
steps” into Block chain currencies and Web
3.0, says a panel of FinTech experts during the
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event. Cake DeFi, the leading fastest-growing
Singapore-based FinTech firm is providing
easy access to Decentralized Finance (DeFi)
and has announced the launch of its B2B
vertical, Cake DeFi Enterprise at the Singapore
FinTech Festival. The new vertical will enable
institutions to access DeFi products and services
in a simple, fully-transparent and self-custodial
manner. Multichain data aggregator Blockpour.
com completed integrating on-chain data from
BNB Chain, one of the largest Blockchains by
total value locked (TVL). The new integration,
announced at the Singapore Fintech Festival, is
expected to greatly enhance Blockpour’s utility
in the secondary markets for crypto investors,
especially those seeking opportunities in the
decentralized finance (DeFi) space.

Key Takeaways

From these two great events, | have learnt a lot
and felt that Web 3.0 will play a foundational
role for the enhancement of traditional
financial infrastructure which is centralized
and controlled to a more decentralized and
open systems. It is expected that these state
of the art technologies will definitely increase
the opportunities for innovations and paving
the way to a more inclusive and democratic
financial ecosystem.

About author: CIsA, CISM, CRISC, CDCP, CCNP (Enterprise), CEH,
CNDA, ITIL, ISO 27001:2013 LA, COBIT, INCIA, Actividentity Certified
Senior Section Chief, Network and Security, IT Department, ADBL



Corporate Governance t::!,
and Good Governance

Background: Governance refers to all aspects of
the way the government fulfills its job for societal
and economic development. It is a process of
governing by which all governmental, as well as
non-governmental organizations, civil societies,
private sectors, are involved in the process of
policymaking and the process of implementation
of that policies. In simple words, The processes
that lead policymaking and its implementation
can be called as governance.

According to the World Bank “Governance
is the manner in which power is exercised in
the management of a country’s economic and
social resources for development.”

Types of Governance

Governance depends on the type or nature
of the organization’s work. Their governance
is also different because of the differences in
their activities. Below are some of the types of
governance mentioned.

Types of Governance

Good

Governance

GOVERNANCE '

Democratic

Governance

Global
Governance

E-Governance
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Corporate Governance

Corporate governance is the system of
rules, practices, and processes by which a
firm is directed and controlled. Corporate
governance essentially involves balancing the
interests of a company's many stakeholders,
such as shareholders, senior management
executives, customers, suppliers, financiers, the
government, and the community.

Since corporate governance provides the
framework for attaining a company's objectives,
it encompasses practically every sphere of
management, from action plans and internal
controls to performance measurement and
corporate disclosure.

Major Components of Corporate Governance
Accountability

Accountability is the heart of the corporate
governance. It is the duty of any officials for
their answerability to such
questions like how their authority
works and their achievement,
where the resources went etc.
Corporation should accountable
to their stakeholders.

Corporate
Governance

Effective Leadership

Effective Leadership is one of the
major components of corporate
governance. Corporate
governance needs a leader who
provides proper direction to the

Environmental
Governance
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company and making responsive design to look
forward. Leader should be effective by their
monitoring performance.

Transparency

Transparency means nothing to hide. In
corporate governance the financial reporting,
remuneration of employees, process of
budgeting etc, should be transparent. This is
a critical component of corporate governance
by which government can check the actions of
corporations.

Administrative Ethics

Ethics  provide accountability between
corporation and its stakeholders. It is one of
the major components in which corporate
governance presupposes an ethical code of
conduct on the part of all stakeholders of the
company.

Security

Cyber crime is a serious issue for corporation
in this digital era. It is needed to be a secured
platform where everyone’s data will be safe
who are associated to that particular company.

Corporate Governance Principles in Banking
Sector

Corporate Governance is a major subject for
commercial banks and financial institutions.
The Basel Committee on Banking Supervision
(BCBS) has laid several principles of corporate
governance.

Principle 1: Board’s overall responsibilities

The board has overall responsibility for the
bank, including approving and overseeing
management’s implementation of the bank’s
strategic objectives, governance framework
and corporate culture.

Accordingly, the board should:

e keep up with material changes in the bank’s
business & the external environment as well

as act to protect the long- term interests of
the bank;

¢ oversee the development of and approve the
bank’s business objectives and strategy and
monitor their implementation;

¢ play a lead role in establishing the bank’s
corporate culture and values;

* oversee implementation of the
bank’s  governance  framework and
periodically review as per the bank’s size,
complexity,geography, business strategy,
markets and regulatory requirements;

e Establish the bank’s risk appetite, long-term
interests, risk exposure & ability to manage
risk effectively;

e approve the approach and oversee the
implementation of key policies pertaining to
the bank’s capital adequacy, liquidity plans,
compliance policies and obligations, and the
internal control system;

¢ approve the annual financial statements and
require a periodic independent review of
critical areas;

e approve the selection and oversee the
performance of the CEO, &key members of
senior management, etc.

Principle 2: Board qualifications and
composition

Board members should be and remain qualified,
individually and collectively, for their positions.
They should understand their oversight and
corporate governance role and be able to
exercise sound, objective judgment about the
affairs of the bank.

In assessing the collective suitability of the
board, the following should be taken into
account:

e board members should have a range of
knowledge and experience in relevant areas



and have varied backgrounds to promote
diversity of views. For instance; capital
markets, financial analysis, financial stability
issues, financial reporting, information
technology, strategic  planning,  risk
management and so on.

e the board collectively should have a
reasonable understanding of local, regional,
global economic and market forces and of
the legal and regulatory environment.

individual board members’ attitude should
facilitate communication, collaboration and
critical debate in the decision-making process.

Principle 3: Board’s own structure and practices

Theboardshould define appropriate governance
structures and practices for its own work, and
put in place the means for such practices to be
followed and periodically reviewed for ongoing
effectiveness.

To support its own performance, the board
should carry out regular assessments — alone or
with the assistance of external experts — of the
board as a whole, its committees and individual
board members.

Board Committee must consist the following
committees:

Audit committee: It should be responsible for

¢ framing policy on internal audit and financial
reporting, among other things;

e overseeing the financial reporting process;

e providing oversight of and interacting with the
bank’s internal and external auditors;

approving, or recommending to the board
or shareholders for their approval, the
appointment, remuneration and dismissal of
external auditors;

reviewing and approving the audit scope,
receiving key audit reports and ensure that
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senior management is taking necessary
corrective actions timely to control
weaknesses, non-compliance with policies,
laws and regulations,

overseeing the establishment of accounting
policies and practices by the bank; and

reviewing the third-party opinions on the
design and effectiveness of the overall risk
governance framework and internal control
system.

Risk Management Committee: The risk
committee of the board is responsible for
advising the board on the bank’s overall current
and future risk appetite, overseeing senior
management’s implementation of the RAS,
reporting on the state of risk culture in the
bank, and interacting with and overseeing the
Chief Risk Officer (CRO).

A risk committee should:

be required for systemically important banks
and is strongly recommended for other
banks based on a bank’s size, risk profile or
complexity;

should be distinct from the audit committee,
but may have other related tasks, such as
finance;

should have a chair who is an independent
director and not the chair of the board or of
any other committee;

should include a majority of members who
are independent;

¢ should include members who have experience
in risk management issues and practices;

¢ should discuss all risk strategies on both an
aggregated basis and by type of risk and make
recommendations to the board thereon, and
on the risk appetite;

¢ is required to review the bank’s risk policies at
least annually; and
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¢ should oversee that management has in place
processes to promote the bank’s adherence
to the approved risk policies.

Compensation Committee: The compensation
committee is required for systemically
important banks. It should support the board
in overseeing the remuneration system’s design
andoperationandin ensuringthat remuneration
is appropriate and consistent with the bank’s
culture, long-term business and risk appetite,
performance and control environment as well
as with any legal or regulatory requirements.

Other Committees

Nomination/human resources/governance
committee: It provides recommendations to the
board for new board members and members
of senior management. The nomination
committee should analyse the role and
responsibilities of the board member and the
knowledge, experience and competence which
the role requires.

Ethics and compliance committee: It ensures
that the bank has the appropriate means
for promoting proper decision-making,
due consideration of the risks to the bank’s
reputation, and compliance with laws,
regulations and internal rules.

Principle 4: Senior management

Under the direction and oversight of the
board, senior management should carry out
and manage the bank’s activities in a manner
consistent with the business strategy, risk
appetite, remuneration and other policies
approved by the board.

Senior management should provide the board
with the information it needs to carry out its
responsibilities, supervise senior management
and assess the quality of senior management’s
performance. Inthis regard, senior management
should keep the board regularly and adequately
informed of material matters, including:
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changes in business strategy, risk strategy/risk
appetite;

the bank’s
condition;

performance and financial

breaches of risk limits or compliance rules;
internal control failures;
legal or regulatory concerns; and

issues raised as a result of the bank’s
whistleblowing procedures.

Principle 5: Governance of group structures

In a group structure, the board of the parent
company has the overall responsibility for the
group and for ensuring the establishment and
operation of a clear governance framework
appropriate to the structure, business and
risks of the group and its entities. The board
and senior management should know and
understand the bank group’s organisational
structure and the risks that it poses.

In order to fulfil its responsibilities, the board of
the parent company should:

establish a group structure and a corporate
governance framework with clearly defined
roles and responsibilities, at the parent
company level and at the subsidiary level

define an appropriate subsidiary board and
management structure which takes into
account the material risks

e assess whether the group’s corporate

governance framework includes adequate
policies, processes and controls and whether
the framework addresses risk management
in overall group

approve policies and clear strategies for
establishing new structures and legal entities,
consistent with the policies and interests of
the group;

assess whether there are effective systems in
place to facilitate the exchange of information



among the various entities, to manage the
risksand to ensure effective supervision of
the group;

have sufficient resources to monitor the
compliance of subsidiaries

maintain an effective relationship with
regulator of parent and subsidiaries

establish an effective internal audit function
for overall group itself; and

ensure that the group’s corporate governance
framework includes appropriate processes
and controls to identify and address potential
intragroup conflicts of interest.

Principle 6: Risk management function

Banks should have an effective independent risk
management function, under the direction of
a chief risk officer (CRO), with sufficient stature,
independence, resources and access to the board.

Key activities of the risk management function
should include:

identifying material individual, aggregate and
emerging risks;

assessing these risks and measuring the
bank’s exposure to them;

developing and implementing the enterprise-
wide risk governance framework, which
includes the bank’s risk culture, risk appetite
and risk limits;

ongoing monitoring of the risk-taking
activities and risk exposures in line with the
board- approved risk appetite, risk limits and
capital planning;

establishing an early warning or trigger
system for breaches of the bank’s risk
appetite or limits;

influencing and, when necessary, challenging
decisions that give rise to material risk; and

reporting to senior management and the
board or risk committee on all these items,
including but not limited to proposing
appropriate risk-mitigating actions
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Principle 7: Risk identification, monitoring and
controlling

Risks should be identified, monitored and
controlled on an ongoing bank-wide and
individual entity basis. The sophistication of the
bank’s risk management and internal control
infrastructure should keep pace with changes
to the bank’s risk profile, to the external risk
landscape and in industry practice.

A bank should utilise stress tests and scenario
analyses to better understand potential
risk exposures under a variety of adverse
circumstances.

e internal stress tests should cover a

range of scenarios based on reasonable
assumptionsregarding dependencies and
correlations.

reverse stress testing could provide additional
insight into the risk position of the bank as
well as potential future management actions;

stress test programme results should be
periodically reviewed with the board or
its risk committee. Test results should be
incorporated into the reviews of the risk
appetite, the capital adequacy assessment
process, the capital and liquidity planning
processes, and budgets.

the results of stress tests and scenario
analyses should also be communicated to,
and given appropriate consideration by,
relevant business lines and individuals within
the bank.

Principle 8: Risk communication

An effective risk governance framework requires
robust communication within the bank about
risk, both across the organisation and through
reporting to the board and senior management.

Ongoing communication about risk issues,
including the bank’s risk strategy, throughout the
bank is a key tenet of a strong risk culture. A strong
risk culture should promote risk awareness and
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encourage open communication and challenge
about risk-taking across the organisation as well
as vertically to and from the board and senior
management. Senior management should
actively communicate and consult with the
control functions on management’s major plans
and activities so that the control functions can
effectively discharge their responsibilities.The
board should assess the relevance and the process
for maintaining the accuracy of the information
it receives and determine if additional or less
information is needed.

Principle 9: Compliance

The bank’s board of directors is responsible
for overseeing the management of the bank’s
compliance risk. The board should establish a
compliance function and approve the bank’s
policies and processes for identifying, assessing,
monitoring and reporting and advising on
compliance risk.

Principle 10: Internal audit

The internal audit function should provide
independent assurance to the board and should
support board and senior management in
promoting an effective governance process and
the long-term soundness of the bank.

The board and senior management contribute

to the effectiveness of the internal audit
function by:
e providing the function with full and

unconditional access to any records, file data
and physical properties of the bank, including
access to management information systems,
records and the minutes of meetings;

requiring the function to independently
assess the effectiveness and efficiency of
the internal control, risk management and
governance systems and processes;

requiring internal auditors to adhere to
national and international professional
standards,
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requiring that audit staff collectively have or
can access knowledge, skills and resources
commensurate with the business activities
and risks of the bank;

requiring timely and effective correction of
audit issues by senior management; and

requiring the function to perform a periodic
assessment of the bank’s overall risk
governance framework,

Principle 11: Compensation

The bank’s remuneration structure should
support sound corporate governance and risk
management.

For employees in control functions (eg risk,
compliance and internal audit), remuneration
should be determined independently of any
business line overseen, and performance
measures should be based principally on the
achievement of their own objectives so as not
to compromise their independence.

The remuneration structure should be in line
with the business and risk strategy, objectives,
values and long-term interests of the bank. It
should also incorporate measures to prevent
conflicts of interest. Remuneration programmes
should encourage a sound risk culture in which
risk-taking behaviour is appropriate and which
encourages employees to act in the interest of
the company as awhole (also taking into account
client interests) rather than for themselves or
only their business lines. In particular, incentives
embedded within remuneration structures
should not incentivise staff to take excessive
risk.

Principle 12: Disclosure and transparency

The governance of the bank should be
adequately transparent to its shareholders,
depositors, other relevant stakeholders and
market participants.

At a minimum, banks should disclose annually
the following information:



e the recruitment approach for the selection
of members of the board and for ensuring an
appropriate diversity of skills, backgrounds
and viewpoints; and

e whether the bank has set up board
committees and the number of times key
standing committees have met.

Principle 13: The role of supervisors

Supervisors should provide guidance for and
supervise corporate governance at banks,
including through comprehensive evaluations
and regular interaction with boards and senior
management, should require improvement and
remedial action as necessary, and should share
information on corporate governance with
other supervisors.

Good Governance

Good governance refers to mobilizing the people
of a country in the best direction possible. It
requires the unity of people in society and
motivates them to attain political objectivity. In
other words; It ensures proper utilization of all

Participation

Responsiveness

Equity and
Inclusiveness

Rule of Law

GOOD
GOVERNANCE

Effectiveness
and Efficiency

N

the resources of the state for its citizens which
ensures sustainable development.

According to the world bank (1992) “good
governance is central to creating and sustaining
an environment which fosters strong and
equitable development and it is an essential
complement to sound economic policies”.

According to UNDP, “Good Governance is,
among other things, participatory, transparent
and accountable. It is also effective and
equitable. And it promotes the rule of law.
Good governance ensures that political, social,
and economic priorities are based on broad
consensus in society and that the voices of the
poorest and the most vulnerable are heard
in decision making over the allocation of
development resources”

The International Monetary Fund (IMF) has
defined the concept “as a broad concept
covering all aspects of how a country is
governed, including its economic policies,
regulatory framework, and adherence to rule of

”

law”.

Transparency

Consensus
Oriented

Accountability
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From the study of World Bank documents and
several studies, there are 8 major characteristics
of good governance.

1. Participation

The participation of citizens in the process of
governance is the key characteristics of good
governance. Participation as an important
step for mobilizing people to participate in the
decision-making process. It can be direct or
indirect but Participation needs to be informed
and organized. The aims and objectives of the
political rights would be fulfilled by the greater
participation of the people in the society. The
legal framework represents the rule of law which
ensures impartiality in terms of participation in
the decision-making process of governance.

2. Rule of Law

Another important characteristic of good
governance is rule of law. It needs a fair legal
framework to establish rule of law in society.
Rule of law ensures impartiality which helps
to protect human rights, particularly who is
most marginal in society. The Independent
judiciary system, its impartial nature, and the
incorruptible police force are the key element
to ensure rule of law.

3. Transparency

Governance needs transparency for the fair
delivery of services to the citizens. It ensures
a balance between policymaking and its
enforcement following proper rules and
regulations. It enables the citizen to access
governmental information regarding various
policies and their implementation freely.
Proper media should be established for an easy
understanding of this information.

4. Responsiveness

Responsiveness has a basic necessity of
the administration which can motivate the
interrelationships between administration and
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people. It requires sufficient services to the
people within a specific time.

5. Consensus Oriented

Governance depends on the consensus of
people in society to make it good. It could
fulfill the interest of the people as well as the
community. It helped to achieve the long-
term perspective of human development.
And it originated from the social culture and
institutional behaviors of the particular society.

6. Equity and Inclusiveness

An equitable just society must be established
for ensuring good governance. Society’s well
being depends on how its members feel about
it. It requires all its members feel that they have
a stake in it and they are not excluded from the
mainstream in the governance.

7. Effectiveness and Efficiency:

Effectivenessand efficiency ensurethe outcomes
of the institutions to meet the needs of society.
Proper utilization of society’s resources for the
establishment of sustainable development is
the key to good governance. It also ensures
the sustainable use of natural resources for the
protection of the environment.

8. Accountability

Accountability is one of the most important
characteristics of good governance. Good
governance depends on how accountable
Governmental as well as private sectors and
civil society organization to their people
and its institutional stakeholders. Without
transparency and rule of law, accountability
cannot be established.

Importance of Good Governance

The importance of good governance in a state
is immense. Sustainable development is not
possible without good governance.



a. Economic Development

Without good governance in a state, the
economic development of that state is not
stable. Allelementsof economicdevelopment,
such as production, distribution, investment,
and even consumption, face various
obstacles. If good governance is established,
such obstacles will be removed and the
fair distribution of state resources will be
possible.

b. Social Development

Good governance is essential for social
development. The role of it does not end only
with economic development. The result of
development ensures that every class of people
in society enjoys the basis of fairness. People of
different religions, castes, and classes live in a
society. Now, if there is no fair distribution of
wealth amongall these people, social discontent
will increase.

Again, the proper distribution of wealth is not
enough. We have to make arrangements so that

the minority people can walk without fear. In
the same way, various reform laws have to be
enacted to reduce the gap between men and
women in society.

c. Political Development

Its relationship with political development
is quite important. If the political leaders
of a country are not active in establishing
good governance, then its establishment
in that country is not possible. Its success
depends largely on the sincerity of the
political leadership and adherence to
the rules and regulations of the political
establishment.

The constructive cooperation between the
political institutions and the political parties and
the formulation of programs for the welfare of
the people play animportant role in establishing
good competition and good governance among
themselves. For example, in a democracy,
mutual cooperation between the government
and the opposition helps to establish it in the
country.

Comparison between Corporate Governance and Good Governance
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While comparing the two terms, it becomes
quite obvious that good governance is a
broader term than corporate governance. The
comparison can be briefly discussed in the
following points.

Good Governanceisanattempttowiden
the scope of public administration by
going beyond the formal government.
Corporate Governance on the other
hand is very much needed for assuring
the transparency and accountability of
business corporations.

a.

Good Governance is more normative
in nature than corporate governance.
Good Governance speaks in general
and overall welfare of the state whereas
corporate governance focuses on sound
internal control of an organization.

Good Governance focus s
equitable and inclusive behaviour
whereas corporate governance
focuses especially on transparency,
accountability and responsibility in an

organization.

on

Good Governance focuses on the
overall unity of people and for
sustainable development to establish
a welfare state. Corporate Governance
on the other hand adheres to the given
principles, policies and regulatory
framework to establish values and
ethics for stronger internal control
within an organization.

Conclusion:

Both good governance and corporate
governance are crucial terms in modern
management. Good governance is a very
broader subject, and covers the overall

R3Y¥

economy for building a welfare state. Corporate
governance principles make organizations
stroger, stricter towards internal control and
regulatory compliance. Good Governance seems
more qualitative in comparison to corporate
governance which seemsto be more specificand
quantitative. Corporate Governance is for every
corporate body so that they become a good
corporate citizen incorporating their directors,
employees and stakeholders. As corporates are
the pillars for development, good corporate
governance becomes a milestone for building a
stronger good governance in the country.
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Business Environment Analysis:
SWOT, PEST and ETOP Analysis

m Bhola Nepal

Business Environment

Organizations cannot exist in vacuum. They
operate in an open social system. And business
organizations are no exception. They also
operate in an environment that consists of
both internal and external forces, which
ultimately influence on their development,
performance, and positions. These forces are
the determinants for both effective and the
deteriorating functioning of any organizations.
Therefore, organizations must adapt to or deal
with these environmental forces in order to
survive and to succeed.

Every business entity is an environment-
specific phenomenon. Environmental analysis
provides a framework of strengths, weakness,
opportunities and threats to relate a business
entity with its environment. It is neither self-
sufficient nor self-contained, and operates in a
dynamic environment. Internal environmental
forces provide strengths and weaknesses,
whereas external environmental forces
shape opportunities and pose threats for the
businesses.

Business environment is the sum of all internal
and external forces that influences the business
decisions and its directly or indirectly related
to the operations and the development of the
business. It is formed by internal and external
forces.

Keith Davis defines business environment as,
“Business environment is the aggregate of all
conditions, events and influences that surround
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and affect a business.”

S. P. Robbins and Mary Coulter: "Environment
refers to institutions or forces that affect the
organization’s performance".

Every organization operates within two
environments:

Internal Environment: The internal environment
is made up of forces over which the organization
has some control. Thus, internal environment
consists of controllable factors. They consist of
employees, shareholders, board of directors,
corporate culture, organizational structure etc.
Internal environmental forces provide strength
and weakness to the business organization. The
management should utilize them in favor of the
organization by using their knowledge, ability
and skill.

According to GR Agrawal: 'Internal
environment consists of conditions and forces
within the business organization that affects its

performance and outcomes."

The external
environment consists of forces outside the
organization’s direct control. They are known as
uncontrollable variables and they are beyond
the control of organization. They consist of
economic, socio-cultural, political, legal and
technological environment. They are uncertain

and complex. These forces give opportunities

External Environment:

and threat to the business.
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Components of Organization’s Internal
Environment

The internal environment is determined by
forces operating within the organization. An
organization has several forces operating within
its internal system. The following are some of
the components of internal environment.

(i) Employees: Employees are the assets
of an organization. Without the support
of employees and their productivity,
organizations  cannot achieve their
anticipated objectives. Employees tend
to differ in terms of belief, education,
attitudes, and capabilities but they should
focus the same values and goals. Employees
help create the climate within which the
organization functions.

Shareholders and board of directors:
Shareholders and board of directors are
two separate body of organization and they
represent ownership and management in
the organization respectively. They play
major role and affect the organization
in one or the other way. They set basic
objectives, policies, plans and strategies
of the company with a view to implement
them. Being the owners of the business,
shareholders have direct interest on the
performance of the organization. So,
business organization should give proper
return on their investment.

(ii)

(iii) Organizational structure: Organizational
structure is the overall framework for
organizational authority-responsibility and
accountability relationships, hierarchy and
rules. To be successful, firms operating in
a dynamic environment need a relatively
flexible structure and firms operating in
a stable environment need a more rigid
structure. Thus, an organization structure
may keep on changing. In general, it is
concluded that the best structure for a
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given organization is contingent on the
organization’s environment to some degree.

(iv) Corporate culture: Culture is the general
pattern of behavior, shared beliefs, and
values that members have in common in
the organization so that people understand
what and why the company stands for, what
it considers important, how it performs the
activities. So it can be understood from
what people say, do, and think within an
organizational setting. Both internal and
external factors affect an organization
culture.

(v) Unions: Labor unions represent and protect
the employees’ interest in the organization.
Labor and management interact with
each other on various issues such as
negotiation on wages, working conditions,
collective bargaining etc. The management
in consultation with the unions exercises
grievance handling and collective bargaining
process to avoid unnecessary conflicts.

(V1) Goals, policies and strategies: Goals are
the overall objectives and the purpose
of a business that have been established
by its management and communicated
to its stakeholders. Policies are the set of
principles, rules and guidelines formulated
by an organization to reach its goals.
Strategy is the sum of actions of the
company intends to take to achieve long
term goals.

Components of Organization’s External
Environment

External environment includes all of the forces
outside of an organization's boundaries that
are not under the control of management.
It always creates opportunities and threats
to the organization. External
of the business organization can be broadly
categorized into two parts i.e. Specific or task
environment and general environments.

environment



(i) Specific or task environment: The task
environment consists of customer, suppliers,
competitors, Government, pressure groups,
financial institutions, strategies allies etc.
such environmental factors have direct and
immediate relationship to the business.
While making decisions management
should clearly consider those factors. The
brief introduction of the components of
task environmental factors.

Competitors: Competing firms are
the competitors of the organization
because they produce, design, modify
and lunch new product and services.
They also reduce price and use different
marketing  strategy that creates
competition to the business.

Suppliers: suppliers are the persons
and institutions who supply raw
materials to the business firm. For
Quality of raw materials, regular supply,
prompt delivery of goods and services
business organization should keep good
relationship to them.

Customers: Customers may be individual
and institutional who buy goods and
services for final use or for other
processing. Organizations always try to
retain quality customer and attract new
customer by offering quality products
and services at reasonable prices.

Regulators: Regulator controls the
policy and behavior of the organization.
It may be regulatory agencies and

pressure groups.

Strategy allies: When two or more than
two companies work together as joint
venture, it is called strategic allies.
Banking industries started working
with foreign and national remittance
companies for strategic allies to
maximize the return.
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(i) General Environment: General environment
is also known as macro environment.
It is uncontrollable and may affect the
organization in large extent. So, it requires
proper monitoring and supervision while
formulating  strategic  plans. General
environment consists of Political,
Economic, socio-cultural and technological
environment. (The components of general
environmental factors are described in
next topic.)

Environmental Scanning

Environmental scanning is the systematic
process of collecting and analyzing information
forthe purposes of planning, forecasting, and/or
choosing a preferred future. Environmental
scanningistheacquisitionand use ofinformation
about events, trends, and relationships in
an organization's external environment, the
knowledge of which would assist management
in planning the organization's future course of
actions. Organizations scan the environment
in order to understand the external forces of
change so that they may develop effective
responses which secure or improve their
positioninthe future. They scanin order to avoid
surprises, identify threats and opportunities,
gain competitive advantage, and improve long-
term and short-term planning .To the extent that
an organization's ability to adapt to its outside
environment is dependent on knowing and
interpreting the external changes that are taking
place, environmental scanning constitutes a
primary mode of organizational learning. It
includes both looking at information (viewing)
and looking for information (searching). The
major techniques of environmental scanning
are SWOT analysis, PEST analysis and ETOP
Analysis.

Process of Environmental Scanning (ES)

Environmental scanning is the ongoing process,
it is the process of identification of all the
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forces of environment, determination of the
source of observation, selection of the scanning
methods, scanning and responding data and
SWOT analysis.

1.

Identification of the forces of environment

It is the first step of environmental
scanning process. In this step organization
tries to identify its internal and external
forces. Internal forces includes goals,
policies, strategies, organizational culture,
organizational resources, organizational
structures etc. while external forces
includes political, economical, socio cultural,
technological factors.

Determination of sources for observation

After studying the nature and the forces
of environment, the sources of collecting
information from the environment should
be determined. There are different sources
through which organization can generate
information. The major sources may be:

e Secondary sources

e Primary sources: Newspaper, journals,
books, interview, public poll

e Mass Media: Radio, Television, Websites,
Internet

e Internal files, data

documents, reports, decisions

sources: base,

e External agencies: Customers, marketing
intermediaries, competitors, suppliers
etc.

e Formal studies: Formal research,
Research and study by employees,
research educational
institutions.

agencies,

e Spying and surveillance

Selection of scanning methods

It is the third step of environmental
scanning. In this step organization choose
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the appropriate methods among the various
methods of scanning. The commonly used
methods are executive opening method,
Expert opinion method, Delphi method,
extrapolating method, Historical analogy
method, Intuitive reasoning method,
scenario Building method etc.

Scanning and responding of data

It is the fourth step of ES in this process data
are scanned and responded on the basis of
reliability and validity.

SWOT Analysis

The Strengths-Weaknesses-Opportunities-
Threats (SWOT) matrix is a strategy-
formulation-matching tool that aligns
internal factors with external factors to
generate four types of strategies: SO
strategies, WO Strategies, ST strategies, and
WT strategies. SWOT analysis is important
because it is an effective method of
identifying Strengths and Weaknesses of any
organization, and examine the opportunities
and threats that the organization faces, It
is a tool for auditing an organization and
its environment and finally It provides
information that is helpful in matching the
organizations' resources and capabilities to
the competitive environment in which it
operates. Followings are the steps involved
in SWOT analysis. While conducting SWOT
analysis the organization should consider
the followings:

a. List the organization's key internal
strength

b. List the organization's key internal
weaknesses.

C. Listthe organization's key external
opportunities.

d. List the organization's key external
threats.



e. Match internal strengths with external
opportunities and record the resultant
SO strategies in the appropriate cell.

f. Match internal weaknesses with
external opportunities and record WO
strategies.

g. Match internal strengths with external
threats and record the resultant ST
strategies.

h. Match internal weaknesses with
external threats and record the
resultant WT strategies.

Strengths and Weakness are the internal factors
of the organization. If the organization wants to
control, it be control in some extend. An internal

factor provides strength and Weakness to the
organization. So, every organization should
properly find out its strengths and weakness.
Strength should be capitalized and weakness
should be minimized.

Opportunities and threats are the external
environmental factors; those factors are out of
the control of the organization. So, it is called
uncontrollable factors. Every change in the
business environment creates opportunities
and threats to the organization. For example
handicraft industries are replaced by the new
technological industries. Every organization
should grab the opportunities and try to
minimize threats so that the life of organization
is longer. The sample of SWOT analysis matrix of
Rastriya Banijaya Bank is shown below.

A Sample SWOT analysis Matrix of ADBL

Strengths
A strength could be:

* Specialist marketing expertise

* Good reputation among customers

* A new, innovative product or service

* Location of our business

* Quality processes and procedures

* Cost advantages

* Exclusive access to resources

*  Strong distribution networks

* Any other aspect of our business that
adds value to our product or service.

Weakness

A weakness could be:

* Lack of marketing expertise

*  High cost structure

» Undifferentiated products and service
(i.e. in relation to our competitors)

* Unfavorable location of business
Quality goods or services

*  Reputation and good will

* Lack of access to resources

*  Weak distribution networks

Opportunities
An opportunity could be:

* Adeveloping market

* An unfulfilled customer needs

* Moving into new market segments that
offer improved profits

* A new international market

* A market vacated by an ineffective
competitor

* Arrival of new technologies

* Removal of trade barriers

*  Flexibility of regulations

Threats
A threat could be:

* A new competitor in our market

*  Price wars with competitors

* Shift in customer preferences

* A competitor has a new, innovative
product or service

* Competitors have superior access to
distribution networks

* Taxation is introduced on our product
or service

* New regulations

REN
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6. PEST Analysis

Political Environment

Political environment is related to management
of public affairs. Political environment mainly
refers to the political structure, composition of
bureaucracy, and ideology of the ruling govern-
ment. Political philosophy can be democratic or
autocratic. Democracy provides greater role to
private sector. The political systems that exist in
a country influence business organizations. The
investments from private sectors highly depend
on the political stability of the country. If the po-
litical risk is high, there will be less investment
in the business sectors. The political forces con-
sist of the following which must be considered
by business organization:

(i) Constitution: It is a fundamental law of a
country. It is a framework within which all
people and activities are guided. It contains
different acts, sections, and subsections
describing basic principles to protect public
interests.

(ii) Political Parties: There can be many politi-
cal parties under different political systems.
Different political parties have different
ideologies and announcements for political
and economic prospects. They may declare
the statement, which may affect in busi-
ness community.

(iii) Political Philosophy: Philosophy is an ide-
ology that a State adopts. Usually, there
are three types of political ideologies such
as democratic, socialism, and mixed. In
democratic philosophy, much emphasis is
given to private sectors whereas in social-
istic ideology, State holds all the economic
activities. In mixed philosophy, both State
and private sectors involve in business ac-
tivities.

(iv) Political Institutions: It consists of legisla-
tive, executive and judiciary. Legislature
enacts rules, regulations and laws whereas
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executives implement them. Judiciary en-
sures whether rules and laws are properly
implemented.

Economic Environment

Economic environment refers to all the eco-
nomic surroundings that influence the activities
of business firms. This environment is consid-
ered as the most significant of all the environ-
mental forces. A number of economic factors
such as economic planning and control, na-
tional income, industrial policies, monetary and
fiscal policies, investments, savings, inflation,
and international economic activities reflect
economic environment. However, the elements
of economic environment can be enlisted under
the various components of economic environ-
ment.

(i) Economic System: It consists of open mar-
ket economy, controlled economy, and
mixed economy. In open market economy
more empbhasis is given to private sectors,
whereas in controlled economy, the gov-
ernment directly involved in all economic
activities of the country. Finally in mixed
economy both government and private
sectors involves either solely or joint ven-
ture.

(ii) Economic Policies: To enhance the eco-
nomic prosperity in the country govern-
ment formulates plans, policies and guide-
lines. Those guidelines are adopted by the
government for economic strength. It in-
volves industrial policy, commercial policy,

monetary policy, Fiscal policy etc.

(iii) Economic Conditions: It involves inflation,
per capita income, business cycle, invest-
ment, stage of economic development.
Economic condition focus on economic

strength and weakness of the country.

(iv) Capital Market: Capital markets consist of
finance companies, banks, insurance, stock

market etc. It has great importance to fig-



ure out the economic environment of the
country. The major role of capital market
is to generate funds and mobilize the col-
lected funds into different sectors for rapid
development.

Globalization: Globalization refers that
the world without bound. It also refers
free trade and commerce in products and
services offering a wide choice of goods
to consumers around the world. Manage-
ment is no longer controlled by national
borders. The growth of regional free trade
agreement and WTO presents new chal-
lenges and opportunities for managers. To
be effective in this boundary-less world,
managers need to adapt to cultures, sys-
tem and techniques that are different from
their own country. Nepal Rastra Bank re-
cently gives permission to open the foreign
Bank's branch directly in Nepal to perform
the wholesale transactions mainly in de-
posit and lending. It also grants the permis-
sion to Nepalese banks to open the branch
in foreign country. So the manager should
understand the culture, system, norms,
values and ethics of the particular country
where the bank is going to open the branch
in foreign country.

(v)

Social Environment

Socio-cultural forces consist of the attitudes,
beliefs, and values of individuals and groups in
the society. As the values, customs, and tastes
change in the society, the managers must also
change his organizational pattern. As society
change, our life is also changes by new things.
Life styles and social values promote social
change. It affects product choice.

Societal trends regarding how people think and
behave have major description for management
of the labor force, corporate social actions, and
strategic decisions about products and markets.
Many young people today want immediate sat-
isfaction of needs, raise question of authority,
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and feel that more should be done to help the
poor and disadvantaged people. Their values
have helped to promote the practice of social
responsibility. Many people feel that business
should become actively involved in the social
arena. The elements of society directly influ-
ence business organizations. The components
of socio-cultural environment are:

(i) Demography: Demography is concerned
with human populationanditsdistribution.
Demographic forces consist of: Size,
distribution and growth of population,
Age mix of population, Urbanization of
population, Migration of population etc.
(ii) Social Institutions: They consist of family,
reference groups and social class.

(iii) Pressure Groups: They are special interest
groups. They sue the political process
to advance their position on an issue of
social concern. They pressurize and lobby
government and organizations to protect
their interests through change in laws,
policies and practices.

(iv) Social Changes: Change is making
things different. Social change implies
modification in relationships and behavior
patterns in a society. Life style and social
values promote social change. Life style
is a person’s pattern of living reflected
in his activities, interests and opinions.
It affects product choice. Management
should adapt their activities to changes in
life style.

Technological Environment

Technology refers to the systematic application
of knowledge to convert inputs into outputs.
It consists of skills, operating methods, system
and tools that are designed to make work more
efficient. The components of technological en-
vironment are as follows:
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Nature of Nature of

(i) Technology:
technology depends on the nature and size
of the business. Technology may be labor-
intensive or automatic. Labor-intensive
or manual technology is based on labor
whereas automatic is capital-intensive.
Manual technology requires small initial
investment but it requires more labor
and other operating costs. Automatic
technology needs more initial investments
but it consumes less operating costs.

(i) Technological Change: Change in
technology shows the direct impact in
business. It creates both opportunity and
threat to the business firms which directly
or indirectly rely on technology. A business
can do well only if it is capable to take the
opportunities created by the changing
technology.

(iii) Technology Transfer: Technology is

changing rapidly. All business organizations

highly depend on modern technology.

Therefore, it becomes essential to transfer

the technology from technologically
advanced countries to developing
countries.

(iv) Research and Development Budget:

Customers' demands change rapidly on
the basis of change in fashion, quality, and
price. Therefore, it is necessary to supply
a certain part of budget of the firm in
research and development work. Research
and development helps in innovation of
technology, which is required to cope
with changes in this rapid changing
environment.

Environmental Threat and Opportunity Profile
(ETOP)

ETOP is a process of dividing the environment
into different sectors and then analyzing the
impact of each sector on the organization. It
provides a clear picture to the strategists about
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which sectors & different factors in each sector,
have a favorable impact on the organization.
ETOP is achieved by brainstorming. This
process divides various environmental factors
into specific sectors and evaluates them as
opportunities and threats. The ETOP involves
the following:

a. Dividing the environment into different
sectors and each sectors can be subdivided

into different sub sectors.

Analyzing the impact of each sectors and
subsectors on the organization.

Describe the impact in the form of mission
statement.

d.

While conducting ETOP analysis the strategic
managers should keep focus on issue selection,
Accuracy of data, impact study and flexibility
of operations. From effective ETOP analysis the
organization can get the following advantages.

Preparing a summary to show major factors.

a. It provides a clear picture of an environment
and its sectors and sub sectors which have
favorable impact on the organization. It
helps interpret the result of environmental

analysis.

The organization can assess its competitive
positions

Appropriate strategies can be formulated
to take advantages of opportunities and
counter the threats.

SWOT analysis.

ETOP Preparation

The preparation of ETOP involves dividing the
environment into different sectors and then
analyzing the impact of each sector on the
organization. A comprehensive ETOP requires
subdividing each environmental sector into sub
factors and then the impact of each sub factor
on the organization is described in the form of
a statement.
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Environmental Threat and Opportunity Profile (ETOP) for Electronic banking Products:

Environmental Sectors

Impact of each sector

Social sector

Customer preference for electronic banking product like mobile banking,
Internet banking, VISA card, Credit Card etc, which are fashionable
and high demand for educated and young customer, easy to carry out
mercantile activities, cost effective and can be use in foreign countries
too.

Political No significant factor.
. Growing affluence among urban consumers and today's market and
Economic -
generations' demand.
NRB directs the banking industries to carry on financial education and
Regulator digital financial literacy, financial inclusion program and to develop and
& 4 offer new products to the clients by complying prudential norms and
values.
Industry growth rate per year, largely Unsaturated demand. And also
Market . . .
government decided to establish banking branch to local body.
Technological resources, Human resources, financial resources and
Resources

physical resources.

Technological

Technological up gradation of industry in progress. Import of machinery
under OGL list possible.

Reference:
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Delivering Value Through
Digital Lending

m Deep Singh Rawat

he digitization in Nepalese banking sector

that started with payments service has
now extended to more areas like customer
onboarding, online and video KYC, deposit
products, card products to lending products as
well. In a not so long time period, customers
who were hesitant to make utilities payments
online are now ready to avail credit facilities
through online medium. Due to the changing
technological landscape and customer needs,
Nepal Rastra Bank has also rolled out the
Digital Lending Guideline, 2078. Number of
banks have already started to offer digital
loan products adhering to the limits and
conditions provided by the regulator. In this
write up, we will understand digital lending
and how robotic process automation (RPA)
can help to make it meaningful and profitable
for banks.

What is Digital Lending?

Digital lending is the process of providing credit
facility to clients (from loan application to
disbursement till recovery) from digital channels
with the use of technologies. This means there
is no face to face interaction between the client
and bank during the lending process. Banks
are interested in this product due to multiple
benefits it provides (as undermentioned):

1. Enhanced customer experience: In digital
lending, customers can easily initiate the
request for the loan facility from the bank's
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internet banking portal or mobile app. This
enables customers to start the process
anytime from their fingertip and without
any paper document hassles. The loans
get approved and disbursed faster (than
the legacy process) increasing customer
satisfaction.

Better Decisions: With advanced

technologies (algorithms that help banks
from underwriting to disbursement of
loans), banks can make quick and correct
decisions. With automation, banks not
only find the right loan customers but also
avoid the risk of non-compliance and data
loss. Computer assisted documents are also
helpful in fraud detection which could be
difficult during manual processes.

Huge cost savings: Technology replaces

human intervention in the lending process
which implies huge cost savings involved
in manpower for the banks. There is also
saving in terms of paper and stationary
costs and most importantly time savings for
both banks and customers.

Data Analytics: Another advantage in

digital lending is that the data collected
from customers can be used for advanced
analytics. The insights from such
consumer analytics can be strategically
used for business enhancement and risk
management. Artificial intelligence-based



analysis can shift the manual mundane
tasks into sheer automation.

What are the regulatory provisions in digital
lending in Nepal?

It is a welcome initiative by Nepal Rastra Bank
to bring the Digital Lending Guidelines giving
the basic guidelines and framework to start
the digitization of the lending landscape.
Banks and Financial Institutions (BFls) can take
part in digital lending on their own (with their
own managed technology) or partner with a
payment service provider (PSP) by using their IT
infrastructure.

Limits and time period of loan: BFls can lend up
to NPR five hundred thousand for customers
having bank accounts where salary, professional
or business income are deposited regularly and
up to NPR two hundred thousand for other
customers. The maximum tenure of such loan
shall not exceed 3 years. The repayment of loan
can be made in installment (like EMI) or at lump
sum.

Digital lending process & RPA

The digital lending process starts with
customers applying for the loan from a separate
portal (such as a web portal or mobile banking
application) which is then processed to check
their eligibility for the digital loan. Generally,
such customers are ones with already deposit
accounts like payroll accounts or savings
accounts having regular deposits from income.
Upon satisfying all the criteria set by the bank
and customers’ acceptance of loan terms, fees
and interest, the customer account is credited
with the loan proceeds.

fl — Xx—=

Lender
(Banks)

Technology provider

. B
(Self or Fintech) orrower
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It is the analytics software and robotic process
automation (RPA) that works as the engine
behind the digital lending process. RPA s
a tool to automate part of the workflow. It
helps lenders automate the manual repetitive
processes by streamlining the processes
involved in the lending process. Rule based,
consistent and repetitive steps involved in
retail loans can be effectively automated using
RPA. RPA Implementation involves front-end
integration without any changes to existing
IT infrastructure. Automated loan processing
system captures the steps starting from the
credit origination to the underwriting and post-
closing processes.

BFIs can have their own IT infrastructure set
up or can partner with Fintech firms for the
technology, the latter being the most feasible.
Hosting its own IT infrastructure is not only
capital intensive for banks but also requires
technically skilled manpower. Currently the
Foneloan product from F1 Soft is partnering
with the Nepalese banks for their digital lending
purpose.

Rationale for RPA

Today banks cannot afford to manually lend
small tickets to retail customers due to its high
operating costs. But with proper deployment of
digital lending enabled with RPA even smaller
ticket personal loans can be offered which is very
helpful in diversifying the credit concentration
risk. Due to fast processing and disbursement
of loans, customer satisfaction is high. The
short repayment and easy accessibility of such
loans would mean a strong likelihood of repeat
loans by the same client. With RPA, it becomes
quite easy processing of credit due to prior
customer analysis and less risky for those with
timely repayment or servicing of loan. In fact,
these small ticket loans which were abstained
by banks could be new avenues in credit
business contributing to add up the bank's
existing revenue stream. The cost incurred in
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RPA may amount medium to huge depending
on its ability to provide a solution from simpler
to complex nature. However, such costs should
be considered as an investment for banks.
With well-planned and strategically aligned
investment, the ROl could be as less as one year.

Challenges in implementation

The first challenge in digital lending is scaling
the portfolio to an appreciable volume given
the cost involved, technology adopted and
expert manpower with a separate business
set up. Since, the credit origination is only
from payroll accounts and saving accounts
with regular income for a small ticket loan, it
is challenging for banks to at least divert fifty
percent of its total personal loans to digital
lending channel. Because the loans are not
secured, the possibilities of delinquency cannot
beignored. Due to narrow regulatory provisions,
as discussed previously, such loans cannot be
extended to SME as of now which could have
been a good source of revenue. Further, it also
requires a better ecosystem like digitization of
government tax portals, business accounting
software, office of company registration
etc. to harness its optimum potential.
Another challenge for banks is the increasing
dependency on Fintech firms for the technology
platform adopted to avoid high cost investment
in their own infrastructure. The concern is also
serious due to the possibility of the regulator
giving licence in future to Fintech for lending
small ticket personal loans converting them to
a cutthroat rival. Data protection and storage
are also key concerns as all the documents get
digitized which are prone to cyber-attack in lack
of proper security measures.
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Way forward

Digital lending in consumer loans and mortgage
loansis nota choice for banks due tothe demand
from Gen Z customers. These are the customers
with digital access and low brand loyalty. They
can easily compare product offerings and
switch easily to competitor banks. Digitalizing
the lending process without RPA does not make
business sense because manually handling the
small ticket size loan can be costly business
affairs for banks. Hence a bank should start the
digital lending journey with a minimum viable
product (MVP). Upon the success of MVP,
banks should put its experience and learning
to further digitize its personal loans and SME
loans. Banks should embrace certain standards
like Lean Six Sigma for efficient processes,
GDPR for standardizing data protection, Ul UX
standards for customer experience etc. At a
time when banks are facing challenges to cut
their spread rate, digital lending could prove
boon by delivering value to both banks and
their customers.

About author: Senior Section Chief of ADBL
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Subsidized Loan Policy Review Implemented by Government of Nepal —

A Study of Implementation Practices
from the Perspective of Bankers

m Tolakanta Adhikari

Abstract: This study focuses on the practices of the "Unified Procedure for Interest Rebate
on Subsidized Loan 2075," which was introduced by the government of Nepal with the goal
of granting loans with interest subsidies in priority sectors such as agriculture and small and
medium enterprises, which play an important role in a country's economic growth, job creation,
and import substitution. However, as lending to agriculture and other sectors has increased
significantly, the import of agricultural and other daily consumable products has increased year
after year, as has migration from rural to urban areas and migration for foreign employment,
raising concerns about the policy's effectiveness in achieving the goals outlined in the preamble.
Based on this research issue, qualitative research with semi-structured in-depth interviews is
being conducted for a policy review on the implementation practices of this policy from the
perspective of a banker. To achieve the research objectives, the researcher conducted interviews
with commercial bank employees working in the credit granting unit. According to the findings of
this study, there are various implementation issues of the subsidy loan policy that have resulted
in the possibility of policy failure from the perspective of bankers for effective implementation
of the subsidy loan procedure and achievement of the government's target set in the policy's
preamble. This study attempted to identify various solutions to problems associated with banks
in order to effectively implement subsidy loans.

Keywords: Subsidy Loan, Priority Sector Lending, Economic Growth,

Introduction

Bank credit is considered as one of the key
indicators of the economic growth of a country,
especially in developing countries. It is a
vital link in the money transmission chain; it
finances production, consumption, and capital
formation, all of which have an impact on
economic activity (N.Timilsina., 2017). One of
the primary goals of macroeconomic policy is
economic growth. It is a critical means of raising
living standards while also achieving economic
development. Economic growth is generally

G

defined as an increase in a country’s gross
domestic product (GDP).

Agriculture is the largest sector in Nepal in
terms of employment, GDP, export earnings,
and raw material supply to the country's
existing manufacturing industries, and it is
critical to the country's economic development
as well. Furthermore, the agricultural sector
is the primary source of raw materials for the
domestic manufacturing sector, and thus for
agriculturally dependent rural households
(Dahal & Thapa, 2020). The contribution of
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Agriculture to GDP is about 23.9% (Central
Bureau of Statistics (CBS), 2022) while more
than 60% of the populationis active in this sector
(Economic Survey 2078, 2021). Agricultural
output in Nepal is low, and the main reasons
for this are smallholdings, traditional farming
methods, inadequate irrigation facilities, a lack
of or misuse of modern farm technology, and a
lack of credit (Rimal, 2014).

Based on this issue, Government of Nepalese
implementedaregulationrelatedtoconcessional
agriculture credit program from A class bank
and financial institutions (BFls) for youth in FY
2014/15 with the goal of commercializing and
modernizing subsistence agriculture, halting
youth rural migration, and attracting youth
to the agriculture sector. Similarly, following
frequent policy amendments, the Government
of Nepal implemented the policy of "Unified
Procedure for Interest Rebate on Subsidize
Loan 2075," which included other nine sectors
in FY 2018/19 and as per this policy A, B, and C
class financial institutions should disburse loans
with interest subsidy (Government of Nepal,
2077). Following the implementation of this
procedure, policymakers and the government
assumed that lending in priority sectors such as
agriculture and small and medium enterprises
would increase and that credit facilities would
play an important role in a country's economic
growth along with job creation and import
substitution. This unified procedure established
a government interest subsidy of 6% for Women
Entrepreneurship loans and 5% for other sectors
after the customer paid the remaining interest
and other charges. Subsidy loans with interest
subsidies include lending credit facilities for ten
different types of borrowers, such as farmers,
women entrepreneurs, educated unemployed
youth, textile industries, earthquake victims,
and other marginalized groups of people.

According to this policy, Nepal Rastra Bank
(Central Bank of Nepal) is the main authority
for the effective implementation, monitoring,
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inspection, and supervision of subsidy loan.
BFls, Deposit and Credit Guarantee Fund (DCGF),
Insurance Board, Nepal Rastra Bank are the
institutions directly involved in implementation
of this procedure and it is the sole authority
in charge of enforcing this policy as well as
regulating, monitoring, and supervising banks
and financial institutions. Similarly, commercial
banks are the primary financial intermediaries
involved in granting subsidy loan to the specified
customers following the specified procedure.

The policy's preamble is to provide credit
facilities or concessional loans for farmers,
unemployed educated vyouths, returnee
migrant workers, women entrepreneurs, Dalits,
and earthquake victims, among other targeted
groups for the promotion of agriculture and
livestock sectors to increase production
and generation of employment; to provide
employment opportunities for unemployed
youths; to use the knowledge and ideas of
returnee migrant workers and provide them
employment opportunities in home country,
to enhance the women entrepreneur, to
modernize and develop the traditional skills and
profession of the Dalit and other economically
backward and marginalized group of people
for development of entrepreneurship and self-
employment among them.

Based on this preamble, the NRB and the
Government of Nepal have given priority
to lending in these sectors from banks and
financial institutions across the country with
policy guidance. In accordance with Monetary
Policy 2020/21, commercial banks must provide
subsidized loans without fixed collateral (land,
buildings, and other fixed assets) to at least
10 consumers from each branch and a total of
500 customers excluding agricultural subsidized
loans. Similarly, at least 5 customers from one
branch and at least 300 customers in total from
Development Bank. As per the subsidy loan
procedure 2075, banks should provide these
loans by accepting personal guarantees from



consumers and using the project as collateral.
In addition, there is a provision of insurance
of these credit facilities on DCGF. DCGF is a
government-sponsored and  administered
separate entity and has given the statutory
responsibility to perform both the deposit
guarantee and credit guarantee function
through its own "Deposit and Credit Guarantee
Fund Act, 2073”

Following the government's adoption of such
procedures and policies/regulations, effective
practical execution becomes more difficult for
policymakers to achieve the desired economic
impact. Similarly, government institutions, the

borrowers are availing of the subsidy loan as per
the provision of the procedure. Among them,
41% of borrowers are availing of agriculture
credit and 57% of borrowers are availing of
the women entrepreneur loan. In total 98% of
borrowers belongs to only two sectors among
the 10 sectors mentioned in the procedure.
Similarly, out of total credit facilities of NPR 215
billion, 64% credit facilities tune to NPR 137
billion granted to agricultural credit, and 34%
credit facilities tune to NPR 74 Billion granted
to women entrepreneur loans. Out of total
NPR 137 billion loan in agricultural credit, NPR
135 billion loans granted by bank and financial
institutions are based on collateral, and only

NRB, banks, and even customers should be
held more accountable for the success of this
regulation with positive social and economic
impact.

NPR 2 billion provided without taking collateral.
The details of the report are presented in Table
1. This report shows that there is huge growth
in the credit facilities of agriculture sectors and
women’s entrepreneurship. The other eight
sectors have a negligible number of borrowers
and loan amounts.

As per the report of Mid-March 2022 (Nepal
Rastra Bank, Mid March 2022) in total 144,620

Table 1: Interest Subsidized Concessional Loan*

(Rs. in million) Growth Rate in %
Number of Outstanding Loan
Types of Loan Number of Borrower Outstanding Loan Amount Borrowers Amount
S.N. 2020 2021 2022 2020 | 2021 2022 2021 2022 2021 2022
Mid-Jul | Mid-Jul | Mid-Mar | Mid-Jul | Mid-Jul | Mid-Mar | Mid-Jul | Mid-Mar | Mid-Jul | Mid-Mar
ial Agricul
y | Commercial Agricuiture and 24,763 | 46,057 | 59,560 | 54,114 | 106,978 | 137,790 86 29 98 29
Livestock Loan
, | Fducated Youth Self-employ- 65 140 153 35 64 59| 115 9 81 7
ment Loan
3 | Project Loan for Youth-Returnee | ) | g3q 959| 152| 598 618| 280 14| 294 3
Migrant Workers
4 | Women Entrepreneur Loan 6,682 | 55,551 | 82,197| 4,354| 50,984 74,173 731 48| 1,071 45
5 | Dalit Community Business 351  965| 1,109 185| 573 617| 175 15| 209 8
Development Loan
g | Higher Technical and Profes- 84| 111 142 20 25 35 32 28 26 40
sional Education Loan
7 | Housing Loan for Earthquake Victim 221 231 216 55 49 38 5 -6 -10 -23
8 | Loan to Textile industries 61 210 257 648 2,162 2,422 244 22 233 12
9 Loan to'tral.nln'g by CTEVT ap- ) ) ) ) 0 0 ) 0 ) 17
proved institution
10 | Youth Self-employment Loan - 3 25 - 1 8 - 733 - 648
Total 32,448 | 104,109 | 144,620 | 59,563 | 161,436 | 215,763 221 39 171 34
* Loan extended under "Unified Procedure (third amendment) for Interest Subsidy on Concessional Loan, 2075".
** Without collateral = Rs. 2,413.0million and with collateral Rs. 135,377.0million.

Sources: Nepal Rastra Bank and Author’s Calculation
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Due to the increase in credit facilities to
agriculture and other sectors, it can be
inferred that it should have a positive impact
on the agricultural productivity as well as on
the generation of employment. But, import
of agricultural and other daily consumable
products are increasing every vyear, and
migration from the rural area to the urban area,
migration for foreign employmentisincreasing.
This case raised the question of the effective
implementation of subsidy loan policy to
achievethesetgoalsinthe preamble. Similarly,
(Kumar R., 2078) raised the issue regarding
the misuse of agricultural credit granted by
the BFls. News of (Kantipur Television, 2021)
shows that the banks are not easily floating
the credit facilities in specified sectors. The
program (Chapagain, 2021) mentioned that
the needy people do not easily get subsidy
loans from bank and financial institutions.
Based on the problems and issues raised by
the concerned authorities, this study mainly
focuses on policy assessment of subsidy loan
procedure from the standpoint of bankers,
using commercial banks as a research area.
This study is based on implementation
practices rather than the outcome of the
policy. The purpose of this study is to provide
the contribution to better implementation of
subsidy loan policy for the enhancement of
economic and social benefits addressed in the
preamble. Following research issues/questions
are addressed for a policy review on the aspect
of effective implementation practice of subsidy
loan policy from bankers’ perspective.

1. What types of customers are getting
subsidy loans from BFIs? Why the
people are not getting subsidy loans
easily? What are the major provisions

for the customer selection process?

What are the loan sanction process,
utilization pattern, monitoring, and
inspection process with other credit
administration functions?
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What are the major problems
and difficulties faced by the banks
while implementing this policy and
what suggestions for the effective
implementation?

Hence, to the best of my knowledge, this type
of study has not been carried out so far by
the researchers and academic institutions in
Nepal. As such it is expected to be a baseline
as well as a milestone in Nepalese banking
sector and academic arena in one hand and
also expected to serve as suggestive measures
for policymakers as well as the regulator on the
other hand for the effective implementation of
the subsidized loan procedure.

The rest part of the paper is organized as
follows: Part first presents the brief review of
literature related to this study, the part second
presents the research methodology; the part
third presents the discussion and analysis of
the research findings, and finally the conclusion
about the research findings.

Review of Literature:

The priority sector lending scheme is a policy
of providing a specified portion of bank lending
to the important sectors of the economy. It
includes agriculture, small-scale industries, the
cottage sector, the tiny sector, the export sector,
and other firms or businesses (Manjushree &
Giridhari, 2018). Subsidy loan is the major part of
priority sector lending. It includes the lending in
agriculture sectors and small-scale microcredit
which have a direct impact on the upliftment
of living standards of the low-income group
of people in developing counties like Nepal
where the majority of people are engaged with
subsistence agriculture and presence of high
level of unemployment.

As per the subsidized loan policy implemented
by (Government of Nepal, 2077) credit facilities
are provided by the Bank and Financial
Institutions with interest subsidy rebate of 5-6



percent. The maximum interest rate on such
specified loans are not more than additional two
percentage points in the base rate. Following
credit facilities can be floated by the BFIs with
interest subsidies for targeted people:

1. Professional Agricultural and livestock Loan
up to NPR 50 Million.

2. Educated youth Self-employment loan up
to NPR 700,000.

3. Returnee Migrant Worker business
establishment loan up to NPR 1 Million

4. Women Entrepreneur loan up to NPR 1.5
Million

5. Dalit Community business development
loan up to NPR 1 Million.

6. Higher Technical Professional Education
loan up to NPR 500,000.

7. Housing loan for earthquake victims up to
NPR 300,000.

8. Loan to textile industries up to NPR 50
Million.

9. Lloan to training by CTEVT-approved
institution up to NPR 200,000.

10. Youth Self-employment Loan up to NPR

500,000.

The fundamental goal of development policy
is poverty reduction and the aim of policy
regulation in developing countries should be to
change private-sector behavior in ways that are
consistent with the goal of raising the income
levels of the poor (Kirkpatrick & Parker, 2004).
Generally, such kind of policy is developed
and implemented by the Government for the
public interest which is basically guided by the
political and economic agenda. The subsidized
loan procedure is especially related to the
public interest theory. It is associated with
the optimum allocation of scarce resources
for people (Den Hertog, 1999). The study of
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(Quah, 1987) explained the major three factors
for effective implementation of public policy
in Singapore. They are the quality of political
leaders and their commitment towards support
for the formulation of policies, efficiency and
effectiveness of public bureaucracy, low level
of bureaucratic corruption. These factors also
have equal importance in the context of Nepal
for the effective implementation of government

policy.

The majority of developing countries promoted
industrialization through import substitution
in the 1960s and 1970s, with the state playing
a primary role as a regulator of both domestic
and external trade, as well as a direct investor
in industry and agriculture (Kirkpatrick &
Parker, 2004). So, the formulation of subsidy
loan policy by the government is a kind of
special regulation for the banking industry to
meet the goals of the preamble. It directed the
BFls for the mandatory provision of floating
credit facilities to the people. But it provided
the right to BFls for the selection of customers
based on their own discretion. Due to this,
there is the possibility of rejection of targeted
groups of customers. BFls are profit-oriented
organizations and they have their own goals
to maximize the value and profitability of the
shareholders which ultimately creates hurdles
to policy implementation effectively.

The News broadcasted by (Kantipur Television,
2021) on Bhadra 16, 2078 showed that educated
youth self-employment loan is not provided by
the banks due to procedural complexity and
security issues and showed that except women
entrepreneurship loan and agricultural loan
other credit facilities provided by banks are
found to be in nominal quantity and that is
also supported by the data explored in table
1. In the same way, the television program
“Herne Katha”(Chapagain, 2021) revealed that
farmers currently doing commercial farming
are not getting subsidized loans from banks to
meet the financing requirement and they are
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taking loans from the private lenders, friends,
and relatives at higher interest rate. These
issues critically pointed out the problems in the
effective implementation of subsidy loan policy
and possible threats of policy failure.

The study (Rani, 2019) found the repayment
problems of the subsidized education loan in
India and that should be taken as one important
policy implication in the context of Nepal.
Similarly, the study of (Johnston & Barr, 2013)
studied the impact of the increase in interest
subsidy loans for higher education and found
that student loan was found to be fiscally
expensive. This is the major consideration
that should be followed by the policymakers
to measure the economic and social cost of
effective implementation of such kind of policy.
In the same way, (Kumar, Batra, & Deisting,
2020) presented that mandatory directed
credit or Priority Sector Lending (PSL) is part
of the regulatory framework for commercial
banks/financial institutions in many countries,
both developing and developed. However,
the compliance and lending effectiveness of
such programs is determined, particularly
in developing countries where finance for
vulnerable sectors such as agriculture, small
businesses, and the poor is scarce. This study
identified that for the effective implementation
of any policy, related factors are to be explored.

Methodology:

The qualitative research approach was used for
the study. A semi-structured in-depth interview
was conducted with the banks’ employees
working in a functional position of loan
manager/branch manager in the Agriculture
loan, Micro Credit (MSME) loan department,
and the branch office. It has provided very
rich information and offered the opportunity
to ask follow-up questions, probe additional
information, justify previous answers, and
establish a connection between several topics.
But due to the limited time frame, author
selected employees of only two government
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shareholding commercial banks i.e., Nepal
Bank Ltd and Agricultural Development Bank
Ltd, and the number of interviewees were four
from each bank. The notion behind choosing
government shareholdings banks’ is due to the
fact that the management has moral pressure
for the implementation of the policy/procedure
launched by the Government rather than other
commercial banks.

The ethical consideration as described by the
(Arifin, 2018) were followed while conducting
the interview, data collection and data
analysis. Before starting the interview, all the
respondents were briefly explained about the
topic, area, and objective of the research. In the
meantime, respondents’ consent to participate
in this study and recording of the interview
was obtained after explanation of the research
process. Confidentiality of the respondents was
preserved by not revealing their names and
identity in the data collection, analysis, and
reporting of the study findings. Privacy and
confidentiality of the interview environment
were managed carefully during the interview
session, data analysis, and dissemination of
the findings. Each interview was conducted
individually in a private and quiet room and the
timing of the interview was generally 40 to 60
minutes. During the interview process, two out
of the eight respondents refused to participate
and requested to withdraw their interview from
the study. So, only six interviews for the entire
study process were considered.

Interview was conducted in the month of April
2022 in the Nepali language and occasionally
used English words when the interviewees felt
easy. After completing the interview process, all
the interviews were transcribed after carefully
listening to the recorded interviews several
times. Following the coding of the transcribed
interview, themes were developed based on
the research questions. Data analysis is carried
out in accordance with selected themes and the
research questions.



Discussion and Analysis:
Customer Selection for subsidy loan:

From the information provided by the
respondents, two types of customers typically
visit the bank to request for the loan. First
type of customers have complete knowledge
of the subsidy loan with demand; second
type of customers visit the bank solely based
on information obtained from news, family,
and friends, and they lack actual planning
and knowledge about the operation of the
business through the use of a subsidy loan.
Such customers do not understand how to
use subsidy loans and is entirely dependent
on the loan officer's individual behavior and
suggestion.

All respondents stated that banks provide
subsidy loans to customers who have a
clear plan for using the funds and who have
convinced them of the assurance of repayment.
Some customers receive these loans through
the recommendation of political leaders,
previous deposit and loan customers of the
bank, and other higher-level employees of the
Government of Nepal, Nepal Rastra Bank, and so
on. On referral customers, few customers have
an actual need for a loan to expand an existing
business, and few customers are planning to
start a new business. However, the majority of
the referral customers planned on paper but
not in practice. They only want paper-based
subsidies loans and the bank has the practice
of refusing to provide loans to such customers.

It was discovered that banks provided credit
facilities to customers with high net worth,
their own old clients with a previously good
credit history, as well as collateral for security
and good planning for the use of subsidy loans.
However, it has been discovered that they do
not give priority to customers who have a low
net worth, do not have collateral to provide as
security, do not have a previous credit history
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due to financial exclusion, and are interested
in developing entrepreneurship by taking a
subsidy loan with good planning to run their
business.

Subsidized Loan Management Process:

The loan management process of the bank
is critical for the effective implementation of
subsidized loan policy. Agricultural loans and
loans to women entrepreneurs are the most
requested and granted subsidized loan which is
also supported by data of Table 1. The study's
most important finding is that subsidized loans
are not fully utilized in specific sectors. All
respondents stated that these loans are partially
utilized in specified sectors and partially utilized
by the borrowers in their personal use for
investment in other sectors such as land and
building, personal lending at high interest rates,
investment in the stock market, payment of
existing borrowing, and saving in fixed deposits
in banks.

Another significant finding is that banks, the
NRB, and other government agencies are
not properly monitoring these loans. Due
to regular interest repayment (i.e., low non-
performing loan) and high administrative costs
due to the small size of the loan, banks give
less priority for monitoring and supervision.
However, agricultural loans of NPR 2 million
or more are monitored more closely than
other loans. Another significant finding is
that repayment of principal/installment on
agricultural loans is poor due to fluctuations
in projected cash flow. The fluctuation in cash
flow is caused by a variety of factors such as
production uncertainty, price fluctuations
during harvesting, irrigation and fertilizer
shortage problems during plantation time,
a lack of agricultural goods market, weather
problems, problems with proper insurance,
and so on. In the case of women entrepreneur
loans, four out of six respondents stated that
there is a practice of ownership transfer and



T —

registration of new ownership in the name
of women for existing businesses to obtain a
subsidyloan, but the businessis operated solely
by men. Women have no active participation in
business. All respondents agreed that in some
cases, women entrepreneur loans improved
the family's living standard and women's social
standing by developing their entrepreneurship
skills.

Problems and difficulties faced by the banks
while implementing this policy:

To answer the third research question from the
interview, it is discovered that banks are not
motivated to sanction these subsidized loans
because there is no loan management fee, only
a 2% premium on the interest rate, and high
administrative costs for the loan due to the
small size of the loan, regular monitoring costs,
and so on. All respondents stated that banks
are under ethical pressure to make subsidized
loans in order to meet regulatory requirements
and meet the central bank's quota. As a result
of this, banks are granting loans to customers
with high net worth, good previous credit
history, and secured collateral while ignoring
the utilization aspect, resulting in actual needy
customers not receiving loans. To meet policy
objectives, they are focusing solely on numbers
rather than credit quality.

Similarly, two respondents stated that the
recovery process for collateral-free subsidized
loans is extremely difficult. They claimed
that while performing recovery actions, the
interest and principal are doubled; however,
the insurance company only provides principal
after deducting some administrative fees, so
banks do not receive the entire principal. As a
result, banks are unwilling to make such loans.
According to one respondent, there is a problem
with multiple grant facilities in agriculture from
various government and non-government
agencies. Customers making documents to
obtain a grant and bankers really find difficult to
monitor such practices.
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Policy suggestions for effective implementation
from bankers’ perspective:

Respondents provided the following
recommendations in response to the
fourth research question about policy

recommendations for effective implementation
from the perspective of bankers.

The government should implement awareness
programs in collaboration with banks to provide
people with information about the provisions of
the subsidy loan policy through various suitable
media.

For proper utilization of these loans in specified
sectors, the regulator should prepare a proper
supervision and monitoring mechanism
collaboration with banks and local government
authorities.

in

Women entrepreneur loans should be more
specific for the productive sectors rather than
the trading sectors.

The government should provide technical
assistance to businesses, develop a system of
recommendation and guarantee for such loans
by the local government authority, publish the
amount, name list, and address of customers
receiving subsidy loans from banks by the
ward office, and conduct regular inspections of
projects operating from the use of such loans
by local municipalities and rural municipalities
to make customers socially responsible and to
ensure proper utilization of such loans.

Conclusion

The government's development of the subsidy
loan procedure was expected to help fulfill
financing needs in the productive sectors of the
economy, leading to enhanced production and
job creation in the country.

However, various factors, such as an increase
in agricultural and other daily consumable
product imports each year, an increase in



migration for foreign employment, and so
on, have raised concerns about the policy's
effectiveness. As a result, this study has
focused on the policy review on the aspect
of implementation practice of subsidy loan
policy from the bankers' perspective, covering
the customer selection process, loan sanction
process, utilization pattern, monitoring
and inspection practices, problems and
difficulties encountered by banks, and banker
suggestions for policy review.

According to the respondents, banks provided
credit facilities to customers with high net
worth, their own old clients with previous
good credit history, provided collateral for
security, and good planning for the utilization
of subsidy loans. Similarly, agricultural loans
and women's entrepreneurship loans were
discovered to be the most popular subsidized
loans. The sanctions subsidized loans were
not fully utilized by the customers in the
specified sectors, but repayment of interest
on such loans is good, with the exception of
agricultural loan installment due to various
problems faced by farmers in agricultural
sectors during plantation and harvesting. In
the same way, it was discovered that people
were receiving women entrepreneur loans
in women's businesses without the active
participation of womeninthe business. Regular
monitoring and inspection of subsidized loans
by banks and other authorities were found to
be inadequate.

The major implementation challenges faced by
bankers are high administrative costs due to
small loan sizes, waiver of loan management
fee and only 2% premium in interest rate,
quota set by regulator for granting subsidized
loan, and difficulty in monitoring customers of
agricultural sectors receiving grants from other
institutions. As a result, bankers are failing to
provide quality credit to those in need, resulting
misapplication of subsidized loans.
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Some suggestions from bankers for effective
implementation of subsidized loan policy were
found in this study, such as initiating customer
awareness programs about subsidy loans,
proper supervision and inspection by banks,
NRB, and other local government bodies for
proper utilization of such loans, granting women
entrepreneur loan only on productive sectors,
and active involvement of local municipalities,
rural municipalities for proper utilization of
subsidy loan.

Based on the research findings, it is possible to
conclude that there are various implementation
issues of the subsidy loan policy that resulted
the possibility of policy failure from the bankers'
perspective for effective implementation of the
subsidy loan procedure and achievement of the
government'stargetsetinthe policy's preamble.
So, this study tried to identify solutions of
various problems associated with banks for the
effective implementation of subsidy loan.

Limitation and future research:

The work has a broad possible direction for
future research while addressing a research gap.
This Study only covered the implementation
practices of the subsidy loan by BFls including
commercial banks. It didn’t include other
financial institutions such as development
banks and finance companies granting the
subsidy loan. Similarly, such types of study have
a wide variety of scope from the policymaker’s
perspective for effective implementation. This
study lacks the perception of policymakers for
the review of the subsidy loan procedure. The
ultimate beneficiaries of such type of policy
are the general people. But this study has
not covered the problems faced by people
who demand subsidy loans from BFls. This
aspect is very much important for the policy
review. In addition, for the policy review
measurement of outcome resulting from the
policy implementation in terms of economic
and social benefit, it is very much crucial for
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the country. Policy failure results in several
costs without economic and social benefit for
the country such as the cost of formulating and
implementing regulation, cost of maintaining
regulation, cost of compliance (Den Hertog,
1999), interest reimbursement cost, etc. This
study has not covered such aspects.
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Reasons Why Insider
Trading Practices are
Deeply Rooted in Nepal

Background

More than 2.3 million have been applying for
primary share these days. There had been a
total of 2349056 valid applicants applying for
26230930 units of primary share in the case of
Upakar Laghubittiya Sanstha Limited. The turn-
over of the secondary market and the index has
touched the next level. There is a large number
of investors entering the market. From online
access across the nation to growing financial lit-
eracy, there are favorable aspects that are cre-
ating charm in the share market. However, the
virus of share market - insider trading has yet
remained to be ignored the issue. So, while the
big players decide the move - small and new en-
trants follow them unknowingly and may turn
out to be a victim at any time.

One characteristic of the share market is that
everyone would be interested in it when it takes
its peak, and everyone would be cursing when
at a bearish trend. Had there been fair, the
charm would be sustainable - but the practice
of insider trading from the root level is some-
thing to be feared, seriously. Insider trading is
not just unethical but illegal too. Insider Trad-
ing is a short trick and means to earn through
the share market with unfair practices and go-
ing beyond the regular ethics. It can be consid-
ered that Insider trading is a virus for the share
market which spoils the fair trading practice
and promotes unfair methods - where people
with access to information would be regarded
as powerful.
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There was a WhatsApp group chat based in
India that would circulate accurate, sensitive,
and unpublished information. The information
for at least 12 companies was revealed there
and the investigation that SEBI went through
it, went through investigation - though with a
low rate of success. Just before the day when
the dividend gets declared, the price fluctuates
rapidly in the stock market — which signifies that
there is Insider Trading happening in Nepal as
well. Henry (2000) in his study admitted that
making interpretation difficult in the case of lib-
eralization. In the case of insider trading laws,
however, it could be argued that the growth
opportunities of a firm are not likely to change
much if there is a change in insider trading laws.

Reasons for Insider Trading

If we are to accept the insider trading hypothe-
sis, empirical studies suggest that this can have
an immediate effect on price and that this can
occur as early as fifty days before the first pub-
lic disclosure of the takeover (Meulbroek 1992).
Insider trading in Nepal has been deeply rooted
and has been obtaining a great priority these
days. There have been various perceptions and
moments on stock market trading because of it
as well. Although evidence is mixed some work
suggests that informed trading is curbed when
insider trading regulations are introduced (Ko-
rczak et al 2010). Following counts as a major
reason why Insider trading is deeply rotted from
the Nepalese perspective.
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e Absence of strong laws and their implemen-

tation

Nepal does not have laws like abroad where
individuals should face up to 20 years of im-
prisonment or make payments up to USD
25 million for Insider Trading violations,
there do exist laws about Insider Trading.
There are laws regarding offenses relating
to insider trading in securities and transac-
tions of securities and punishment, laws for
persons who are likely to be involved in in-
sider trading to laws regarding information
or notice deemed to have been made in the
public around. So, be it for false trading or
artificial fluctuation price, if there are actions
aimed to affect the stock exchange - there
are laws. The problem is about implementa-
tion. It might be unwise to expect that Insid-
er Trading can be controlled easily because
the globe across has been struggling for the
same at present. However, the question lies
about efforts made for control over Insider
Trading.

Easy flow of rumor

Those fair traders or unknown traders in the
market are generally information takers who
see reports and other information available
in the public domain and make an invest-
ment. Or, they follow the advice of someone
and invest. But, some insiders are different
from these information takers - they rather
generate price-moving information in the
market. They, create rumors which may be
true as they got leaked information before
being published or may not be true, which
they are spreading for creating a movement
of the stock. These insiders are big enough
that they obtain information from the most
reliable sources before they are even out in
the public and then make trading creating a
bull trap. The flow of rumors is no a complex
procedure in the Nepalese context — so the
big fish can easily direct the path where they
want smaller fishes to move.
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e Regulatory Bodies’ Participation

Those working in regulatory bodies are not
allowed to trade, but that is just a simple
and formality-based restriction - they can
openly trade in their parent's name, in the
law's name - and that is legal. So, once they
receive the proposal about dividend decla-
ration, they can purchase enough shares in
theirin-law's name before even it gets public.
As this all ends up in profit, everyone would
be silent. At one point, they seem to be un-
der injustice because not everyone working
in regulatory is prone to share market infor-
mation. Gilbert et al (2007) supported the
idea that an introduction or improvement of
the regulatory framework specifically relat-
ing to enforcement can have a positive effect
on markets. So, a loophole here can be re-
garded as one important reason why insider
trading exists in the Nepalese context with a
stronger position and why they matter jus-
tifying why they are promoted or provoked
as well. Either they should be restricted from
the core information which would impact
the market, or they should be brought into
a strict monitoring base where their invest-
ment in the stock market would be carefully
monitored.

Identifying the materiality of information

Another important aspect that stays under-
cover is proving the materiality of the infor-
mation leaked is very difficult. The piece of
non-public information before the public an-
nouncement will have no or very little mate-
riality. It is because of the same, the insiders
may be suspected - but never caught. It has
been further recognized that the law does
not consider the accumulation effect of the
stock prices after a string of positive earn-
ings - it fails to identify if the information
was leaked prior or not if the information
was manipulated upward or not. The source
of information from where it came out will
never be known, but the flow would be all



around and everyone can take benefit from
it unless they get into the real trap there it-
self.

Absence of strong investigation power

Seeing the other side, the laws have not tak-
en away the monopoly power that the cor-
porate insider owns and practices. Be it SE-
BON or NEPSE, they don't have much power
- something like calling for phone records of
the suspects under investigation. They don't
have any power to wiretap phone calls ei-
ther, for strict actions. Nor do they have any
human resources for conducting a thorough
investigation around. There are vacancies,
for regular operational tasks but never for
checking this site. Even, knowing that there
is insider trading happening for a certain
stock, the regulatory bodies have to remain
silent. Just because they listed the compa-
nies — they had to suffer in the previous year.
So, it can be regarded that the regulatory
body does not have enough power to make
investigations of insider trading violations
around. This has ended in the picture where
laws are all limited to their words, and not to
actions. Neither can Nepal Rastra Bank come
up with some concrete ideas regarding real
investigation there.

Overwhelming Market Response for Insider
information

People don’t realize that at the time of bull
when the stock prices are going high — no
matter where they invest, the prices would
go up and higher. And, just because they
heard something on Clubhouse or a private
Facebook group — they are willing to invest.
Unknowingly, they might turn out to be the
victim of a bull trap but these investors who
do not have prior experience are prone to
be the victim. Since they would be seeking
some kind of advisor there, they ultimately
fall to be a victim in the name of a trusting
advisor — that could be some senior, broker,
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or anyone. The core intention of the rumor
will not be understood and then, the previ-
ous rush towards finance companies and hy-
dropower showed it all. Insider Trading gains
value because people have been expecting
such insider information in one way or the
next.

Weak Financial Literacy

No matter what, the core reason why insider
trading has been rooted in a strong set of be-
liefs is that people here are not so financially
literate. They have no idea about what is il-
legal and what is legal and hence they move
with every source and field that they can
from every possible layer. These insider laws
are not just limited to one aspect, but they
do provoke the new entrants to take some
shape and decision from every possible lay-
er that they could. Financial literacy is also
about explaining to the concerned authori-
ties how their activities are not ethical and le-
gal and the idea regarding how the response
from the market can impact the entire flow
of the market. At a time when Nepal’s share
market is simply gaining shape, the absence
of knowledge can be impactful.

Conclusion

Manne (1966) explained why insider trading
regulations should not be adopted. He argued
that insider trading helps to gradually move the
price of stock closer to its fair value. Carlton
and Fischel (1983) debated that if insider trad-
ing was bad, investors would have put in place
even tougher restrictions than what is observed
currently. The perceptions and way of thinking
have been modified in recent times - today in-
sider trading is not a legitimate means because
it has been found that these insider tradings are
being used by bigger fishes to swallow smaller
ones. Hence, it is no wonder that insider trad-
ing should not be promoted in today’s time in a
nation like Nepal. After all, Coles and Lemmon
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(2000) find in their sample of U.S. firms that 92
percent of them have policies restricting insider
trading, it could be argued that even firms agree
that insider trading is undesirable.

Insider trading has two important elements in
it - shareholding change and release of infor-
mation. And, when insider trading law fails to
target both simultaneously, the effectiveness of
the law automatically diminishes. To date, the
law has not broken informational monopoly
power which these corporate insiders have re-
peatedly exercised in their trading. Smith (1941)
documented insider transactions over the peri-
od 1935-1939. He suggested that insiders were
willing to exploit their monopolistic access to
nonpublic information for personal gains.

At the time when SEBI looks at an average of
15 insider trading cases every year in India, this
practice has not even been practiced in Nepal.
To date, there is no news about the investiga-
tion or prosecution of someone being charged
for insider trading. Be it SEBON or NEPSE - they
have been acting as if they are unaware of such
information. In share trading, those who obtain
information prior benefit, and leakage of such
information from a reliable source has to be
identified. At a time, when Insider Trading laws
are not making that huge impact in nations like
the United States, United Kingdom, or even
India, it might be unwise and inappropriate to
expect strict Insider Trading law practices in Ne-
pal, but Nepal should at least take a step ahead.
Nepalese Capital market is in the growth phase,
there are a large number of new investors en-
tering the market - if regulatory actions are not
done promptly, these new investors will have to
suffer a lot, and the charm that is currently seen
in the secondary market can drastically drop-
down.

Regmi is a Deputy Manager in

Rastriya Banijya Bank Ltd.
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Workforce Diversity
and Equality

Introduction

Diversity generally means differences and is
used to identify variations between groups. It
recognizes the differences between us and aims
to encourage them aggressively. It seeks to
identify and respect beneficial distinctions that
strengthen and advance society. Diversity means
that there is respect at the table for everyone,
and not simply for those who fall into a specific
category of individuals. This means that there
is a fair playing field and that everyone can
fulfill their potential (Lang,2019). Promoting
and promoting diversity in the workplace is an
essential element of people management that
values everybody in a company as individuals.
Due to globalization organizations have used
diversification in their jobs as a strategic edge.
Optimizing and capitalizing on diversity and
equality in the workplace is an important
problem for management. Firms and their
management continue to adapt their employees
as the workplace shifts and changes. Managing
diversity and equality is a vital organizational
challenge, so human resource managers need
to adapt to a multicultural world.

Equality means treating every aspect of society
or in an organization fairly, irrespective of
ethnicity, color, disability, sexuality, nationality,
sexual identity, or era. Ensuring that all human
resource management policies and practices are
free from discrimination requires a systematic
approach to promoting and managing equality
in the workplace. Equality in the workplace
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ensures that employees are granted equal
opportunity, and equal wages and are well-
received for their disparities. It creates an
inclusive and work-friendly atmosphere in
an organization where workers feel safe and
comfortable. Equality means, there is no risk
of injustice in the workplace. Action to review
and revise human resource policies, train
staff responsible for recruitment and human
resource management and incorporate equality
in the company culture is best taken as part of a
well-planned and structured company equality
action plan. The organization's equality action
plan is often based on an equality policy stating
the organization's commitment to equality.
The equality action plan often includes a set
of activities and affirmative action measures
implemented following a staged approach,
starting from assessments, defining targets and
actions to implementation and measuring the
progress made. It is important to have equality
in the workplace to protect everyone from
discrimination as unfair treatment of employees
leads to decreased motivation which gradually
declines the productivity and performance of
both the employee and the organization.

It has been realized that workplace
management has a wide range of benefits that
it would ensure. It has often been regarded
that employees who belongs to diversified
background, when working together in the
organization would create new sets of ideas
along with perspectives through an informed
layer of cultural experiences. This type of set,
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where the workplace is diverse will contribute
to understanding the organization better that
would ultimately target the demographics
which would move beyond them. Meanwhile,
these types of diverse workplaces can ultimately
align better with the organization's culture
through a wide range of innovative ideas as
well. It has often been found that through
increased customer interaction through diverse
employees, there will be a more diverse set of
goodwill in the public.

Today, there is a wide range of organizations that
have been hiring employees in such a manner
that they get diverse sets of employees, and
they treat each employee as an asset through all
the standards that are being assigned to them.
Big employees seek diversified working people
in the organization as this ultimately promotes
individuality within the organization and where
every person can ultimately contribute with a
different set of creative and new ideas along
with solutions. There would be employees
with various backgrounds and experiences
which will ultimately bring together a variety
of perspectives on the matter and will thus
increase productivity delivering better results.
It has also been regarded that diversity within
the workplace will help in building a stronger
brand which will make the company further
interesting creating a good reputation in the
market.

Meanwhile, it has also been regarded that
diversified organizations will encourage
personal growth and development as it will
help employees learn a new set of ideas, and
perspectives and then connect professionally
with the people around them. This task will
ultimately help the staff to improve their ability
to work.

The discussion in the study is based on the
framework below:

RER

Organizational
Performance

Cmproved CulturaD
—

Diversity

As presented in the figure, diversity and equality
within the organization get defined through a
series of activities that includes organizational
performance, improved cultural diversity, and
organizational goals. These three elements
together sum up bringing out the total output
within the organization. As the organization
here is summed up with various activities and
agents here, they must be related and explained
in such a manner that the diversified activities
would contribute an overwhelming impact.
So, diversity management would mean that
deliberate effort is being made by the leaders
within the organization, who would hire diverse
talent and support an inclusive workplace that
would value and protect each of the employees
by providing resources to learn through several
respective differences. This is a key component
and major challenge in today's organizational
efficiency-building procedure.

Diversity and
Equality

Organizational
Goals

Organizational performance

Organizational performance is not just the
key to operating in any way around, but it
assures direct correlation with several sets
of dimensions. It is not the only factor, but
the major factor for organizational success.
It has often been regarded that the potential
success of any business firm depends on its
organizational performance, which means its
ability to effectively implement strategies to
achieve institutional objectives (Randeree and
Al You, 2009). Managing diversity and equality
represents and makes a huge difference in an
organization. Where in an organization it is



about respecting the workers for their age,
gender, race, cultural context, work experience,
expertise, values (religious and philosophic),
sexual orientation and more.

Organizational performance as explained
by Cho and Dansereau (2010), refers to the
performance of a company as compared to its
goals and objectives. In addition, Tomal and
Jones (2015) define organizational performance
as the actual results or output of an organization
asmeasuredagainstthatorganization’sintended
outputs. This represents that the performance
of the company's expected outcome with
the practical aspect around determines the
key source of information around in several
ways. It helps these sectors operate through
successful means too. The main motivations
for incorporating diversity and equality in an
organization include the need to respond to the
new business world of an increasingly diverse
population, to do the best and the right thing,
and to achieve a competitive advantage.

The effectiveness of an organization consists of
the efficiency of each of its employees; thus,
employee performance can be defined, in part,
as a function of leadership (Mastrangelo et
al., 2014). Diversity along with equality would
then increase organizational performance as
these help in adding new skills to the team. A
team composed of individuals coming from
a diverse contexts will still have diversity of
talents, mindsets, and attitudes toward work.
People from diverse races and ethnicities and
countries contribute their talents and personal
knowledge to the team. A team that celebrates
differences will thrive in all respects and ensure
healthy development.

Equality is more than simply a lack of prejudice
based on features such as sexuality, gender,
and ethnicity. In the workplace, equity is a
dedication to self-reflection and improvement.
No workplace will be ideal, but the workplaces
where learning and development are promoted
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will be the best places to work. Where there is
an issue with segregation or equity, it should
be tackled with as little controversy as possible.
Diversity should be seen as an advantage, not a
challenge or anything worth noting. Employees
should know that they are understood and
valued. So particularly, employee performance
can be managed through proper manipulation
of the factors over which it depends. These
factors include a wide range of variables.
However, employers do not necessarily possess
the power to affect all of these variables. So,
setting an example, it has often been regarded
that it is almost impossible to influence the age,
seniority, or personal goals of workers (Cho and
Dansereau, 2010).

Productivity is vital for the increased
performance of an organization. If a company
is made up of diverse workers, the efficiency
and productivity of the employer are expected
to improve.Although, the trick in taping into
the benefits of the diversity and equality of
different age groups, races, ethnicity, sexuality,
identity, residency status, military
service, mental and physical disabilities,
and educational backgrounds and avoiding
their obstacles is to build an organizational
atmosphere in which members of different
diverse and equality workforce participates and
reach their maximum potential, thus ensuring
a sustainable achievement of the organizational
objectives performance goals and achieving
the individual contribution of this workforce.
Price (2001) defined employee performance
as the effective orientation of an employee
regarding his or her work. There must be the
proper orientation of an employee that they
must hold around, for strong performance
or for providing a bigger sense of orientation
around. This explanation has made clear sense
of the wide range of dimensions that are crucial
for organizational performance as it relates
directly to how organizational performance is
related to determinants influencing employee
performance.

sexual
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Improved Cultural Diversity

Diversity is indicative of groups of two or
more individuals and generally refers to ethnic
variations of one kind or another between the
participants of the community. One important
area of cultural differences that have been
studied sufficiently over a huge period is the
contrast that lies between individualism along
with collectivism and the impact on the behavior
of people from nations in which various ethnic
groups of various nations around the United
States have historical roots (Triandis, McCusker,
and Hui, 1990). Asians, Hispanics, and Blacks
on the other hand have roots in nations with
collectivist cultures, while Caucasians have
roots in the European tradition of individualism
(Hofstede, 1980)

Cultural identities are correlated in a broader
society with several positions of influence,
meaning that these cultural identity classes
have more power, reputation, and status
than others. An organization consisting of a
diverse and equal workforce can benefit an
organization as this workforce will have a
significant advantage when it comes to moving
or expanding to different territories. As goods
or service also has to be modified to thrive
overseas. Understanding local rules, legislation,
and traditions, as well as a competitive
environment, will help company to succeed. In
addition, local ties, natural language skills and
cultural awareness will contribute significantly
to international business growth. Cultural
workplace diversity is when employers are open
to hiring people of all kinds of backgrounds,
regardless of ethnicity, sexuality, or history.

When businesses hire and attract a diverse pool
of workers, they offer various advantages to
both the organization and its staff. Organizations
would also benefit from each employee by
gaining from each other's insights and adapting
this new insight to their job. Employees from
all manner of cultures may benefit from their
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peers' perspectives from diverse points of view.
They are also able to add new thoughts to
the company by stepping out of their comfort
zone which increases creativity, productivity,
and employee engagement which leads an
organization towards increased profit reflecting
positivity in an organization’s reputation.

Companies that promote diversity in the
workplace empower all of their workers to
do their utmost. Adapting cultural diversity in
an organization will minimize the turnover of
employees. A business that promotes cultural
equality and diversity in the organization will
immediately attract a larger pool of employment
opportunities.

Social scientists that are existing have been
consistently inquiring into the relations between
culture and behavior for nearly a century. So,
the culture is more and more complex, diffuse,
fluid, or multiplicity in modern terminology.
The culture here in this perspective is no longer
related to basic social correlations, let alone
be able to function as a set of basic guiding
principles for institutional arrangements within
the society (Vinken, 2002). Management here,
within the organizations, can be therefore
assessed in this particular category as one of
the most significant social institutions. Higher-
educated applicants who have encountered
diversity at university will believe like a diverse
organization is more democratic and may also
choose to work there. Companies employing a
diverse number of qualified candidates indicate
more than just a skilled workplace. When
businesses attract varied group of prospective
hires, they are most likely to hire the best of the
best for the business.

Another advantage of having cultural diversity
in the workplace is that the business will have
a positive reputation. Generally speaking, an
organization that attracts and inspires people
from a diverse variety of backgrounds usually
has a reputation for being a decent workplace.



Existing as well as potential customers also
feel more respected and therefore offer
these organizations more priority to conduct
business. As well as a diverse range of expertise
and knowledge enables an organization to
deliver services to consumers on a global scale,
since the organization is more likely to be able
to connect with and appreciate its clients,
and others even on a personal level. Having
a diverse range of expertise and experience
at their disposal, the organization can also
appreciate a more varied and adaptable range
of goods and services that they can sell to their
respective markets/customers. Some theorists
have conceptualized culture as a common
meaning that its members place on objects,
facts, and people. This definition would then
contain the collective programming of the
mind which distinguishes the members of one
group or category of people from another. So,
the culture here just does not entail shared
interpretations of behaviors but also actual
differences in attitudes with the figure around
(Smith et al., 2002). Diversity of cultures implies
a diversity of talents and also of goods and
services they can offer.

Organizational Goals

Organizational goals are corporate objectives
set by the administration of the organization
to outline the planned results and to direct
the actions of employees. There are several
benefits of setting organizational goals such
as guiding the efforts of employees, justifying
the operations and life of an organization,
specifying productivity and performance
expectations, imposing restrictions on the
pursuit of unnecessary objectives, and acting
as behavioral rewards. In several ways, it can
be related that the dimensions set through
such public reputation have huge spaces with
organizational goals around.

There certainly lies a huge range of advantage
around when the firm has workforce diversity
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with it. It allows for increased ideas and
processes around. It has diversity with a range
of talent's participation thereby, and the
potential space would be there for increased
productivity. Those organizations which employ
a diverse range of workforce can ultimately
supply a greater variety of solutions to the
problems for service, sources, and ultimately
allocation of resources around. This diversified
collection of skills and experience would then
allow the company to provide service to the
customer on a global basis around. There will
also be a commitment within the organization
and then.

Maintaining a dynamic atmosphere means that
workers are better at addressing challenges,
and suggesting different interpretations and
experiences while handling challenging issues.
The difficulty with a standard conception of
organizational goals and strategy is determining
success requirements in a context-independent
manner. If the goals of organizations are
peculiar to their context, comparing goals
across organizations is identical to comparing
the volume of one building to the architectural
design of another. To aid our research, we
suggest an alternate, though still conventional,
the conception of organizational goals. When
an organization pursues several sets of goals,
the scope and nature of these goals become
crucial factors to consider.

In a diverse and equal workforce, the employees
enhance their backgrounds, strengths, and
expertise to better respond to consumer
demands and best support consumers nationally
as well as internationally which benefits the
organization while increasing productivity and
profit.

Conclusion

Ithas beenfound that with growing globalization
in today's economy achievement of diversity
within the workplace is a smart move to make.
So, be it a business owner, an employer, or
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a management team of a big organization -
this has been one most crucial issues to have
over. There certainly lie challenges here, but it
has massive benefits to offer too. This type of
diversity provides greater access to a greater
range of talent and just does not ensure the
talentto any particular world view of ethnicity or
the same type of restricting definition thereby.
It then provides insight for analyzing the needs
related to the motivation of various clients or
the customer base which are just a smaller part
of it. But, in the long run, it increases the profit
of the business firm and there will be higher
employee engagement with reduced employee
turnover within the organization. There
would be better decision-making capacity and
problem-solving would be fast and quick with
increased and improved levels of innovation
around. The creativity level will be fostered and
the organization gets to deal with a variety of
different sets of perspectives from different
genres of people around.

No doubt, this workforce diversity will then
improve productivity too. It might be difficult to
implement it but not impossible.

About author: Senior Assistant, Rastriya Banijya Bank Ltd.
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