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THE IMPACTS OF
INCOME TAX IN NEPAL

m Dr. Chandra Bahadur Adhikari

Summary

This paper has empirically explored the impact of corporate income taxes on GDP per capita growth in Nepal
by entering several tax variables into growth regression model in which both the accumulation of physical and
human capital are accounted for. Using macro level time series data from 1975/76 to 2013/16 a number of
robustness checks including normality test, heteroskedasticity test, stationarity and cointegration test have been
performed to test the specification of the regression model. All income taxes including corporate, individual and
other direct taxes are negatively and significantly related to GDP per capita growth. Corporate income taxes
have the most negative effects on GDP per capita followed by other direct taxes and individual income taxes.
Personal income taxes seem to have considerably less negative effects on economic performance. The findings
suggest that consumption and property taxes seem to be the most growth friendly. This study disproves the
earlier economic theory that higher income tax rates lead to higher level of economic growth and vice versa.

Key Word: Income Tax, Time Series Regression, GDP Growth, Nepal.
1. INTRODUCTION

The role and responsibility of the government towards its people has greatly increased in recent years. The
government requires adequate funds to handle day-to-day administration, maintain peace and security,
carry out development plans, and to launch other public welfare activities. The government also needs basic
infrastructures to have a high level of economic activity. Most of these infrastructures cannot be provided by
the private sector. The government must spend funds in these factors to ensure sustainable economic growth.
The government collects revenues from different sources including taxes, incomes from public enterprises, fees,
grants, remittances and deficit financing in order to accomplish above mentioned responsibilities. Among these
sources, income tax which is essentially an annual charge levied on both earned incomes (wages, salaries,
commission), and unearned incomes (dividends, interest, rents) has been the main source of government revenue.

The government has double responsibilities: on one hand it has to increase the well being of its citizens and on
the other hand, it has to create a sustainable economic growth in the economy. Undeniably, an economy with
some taxation could provide various services to have a much higher level of economic growth than an economy
without taxation (Jain, 1974). However, the fact that an increase in taxes can lead to larger economic growth,
if and only if the increased taxes are efficiently spent to pay for these services. So, how taxes have an effect on
economic growth and development is one of the most commonly discussed topics in economics.

The growing gap between the rich and poor people has provoked a fundamental threat to any nation. So, rising
inequality and the fragility of sustainable growth both in advanced and developing economies have received
greater concern these days. For instance, in his landmark speech former US President Barack Obama remarked
that economic inequality is the ‘defining challenge of our time’ (OBC News, 2013). Nobel Prize winner, Joseph
Eugene Stiglitz mentioned in the context of US economy as:

“The rich are getting richer, the richest of the rich are getting still richer, the poor are becoming poorer
and more numerous, and the middle class is being hollowed out. The incomes of the middle class are
stagnating or falling, and the difference between them and the truly rich is increasing” (Stiglitz, 2013,

p.27).
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Both taxation and spending policies can alter the distribution of income, both over the short and long term.
Taxation not only restraints total spending by households but also affects the distribution of income and wealth.
Consequently, rising income inequality in developing economies has been the grounds for growing public support
for income redistribution (Stiglitz, 2013). So, fiscal policy in general and the rate of income tax in particular
has been the most important tool for a government to intervene income distribution. Indeed, the creation of the
income taxes which is relatively a modern concept in the literature has been largely motivated by concerns about
inequality (Slemrod, 2002). In this context, this study which looks into the impact of corporate income tax on
economic growth has obviously become pertinent.

Taxation plays an important role in domestic resource mobilization. Through taxation, resources of the private
sector (taxpayers) are transferred into public sector for the economic development of the country (Goode, 1986).
Income tax rates are generally increased when there is enormous reduction in the purchasing power of money,
heavy tax erosion, urgent need for yield and dynamic public expenditure (Fossati, 1992). Both changes in the
level of revenues and changes in the structure of the tax system can greatly influence economic activities. It is
generally assumed that a higher income tax rate leads to a higher tax revenue collection which in turn, enhances
the economic development of the economy (Robert, 2013). However, not all tax changes have the same effects
on the long-term growth. In a mixed economic system like that of Nepal, both market and government play
an important role in economic decisions. Holger (2003) strongly recommended observing the effects created
by these rates, especially the impact of income tax rate on economic growth. Against this backdrop this study
examines how corporate income taxes affect economic growth and development in Nepal.

Nepal is one of the 48 less developed countries in the world. The conditions of the country are not very different
from those of other developing countries. The alleviation of poverty is still one of the biggest challenges. Other
problems include income disparity, high unemployment/underemployment, foreign exchange shortage, social
and spatial exclusion (Sijapati, 2015). Exports are not significant enough to fund essential imports required for
economic growth. The country has not been successful to attract attention for foreign direct investment (FDI)
in manufacturing, services and infrastructural development. More resources are needed to fulfill developmental
activities, social services and to maintain the infrastructure already built. However, the resources are not sufficient
to cover up growing expenditure of the country. On account of huge fiscal and budgetary deficits financial
resource gap is being critical and widening (Dahal, 2009; Timlsina, 2008). Therefore, revenue mobilization
is a severe problem in Nepal. A majority of people live in abject poverty and the people engaged in economic
activities have limited taxable capacity. Furthermore, the country is facing increasing burden of foreign loan. In
this framework, Nepal introduced corporate and individual income tax as the major parts of tax reform with the
aim of adequate resource mobilization.

However, there are various problems of income tax system in Nepal including narrow tax coverage, lack of
consciousness among tax payers, widespread evasion and avoidance of income tax, unscientific tax assessment
procedure, inefficient tax administration, complicated tax laws and procedures, instability in government policies
(Shrestha, 2001). Given the aforementioned complex economic environment of the country the study analyzes
the extent to which the corporate income tax impacts on growth and development. Based on the findings of the
study, the study provides specific policy recommendations which will be helpful for policy makers and planners
for the betterment of economic prosperity of the nation. Furthermore, in the contemporary economic situation of
Nepal, this study can be one of the milestones for further research. This study has been organized in five sections.
Section 2 provides literature review while Section 3 highlights data and methodology used in the study. Section
4 offers empirical results and discussions. The final section presents conclusions and policy implications. A
reference list containing all references used in this paper is presented at the end.

2. LITERATURE REVIEW

There is a large body of literature about the impact of taxation on growth performance. Theoretically, there are
two schools of thought in understanding the effect of income tax rate on the economic growth and development:
(i) the traditional school and (ii) the modern school. The former advocates that low tax rates and low government
spending is associated with higher economic growth (Slemrod, 2002). The implication is that higher the marginal
tax rate, the greater the chances of taxpayers diverting their extra time from productive operations to leisure
activities. Conversely, tax reduction may encourage individuals to work, save, and invest. The latter school of
thought argues that higher marginal tax rates acquire greater revenue, which when invested in the economy such
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as education and infrastructural development would boost greater economic growth in the long run. In practice,
countries around the world differ not just in their level of revenues and spending, but also in the composition
of taxes and expenditures. Thus, policy makers and researchers in many countries are interested to empirically
investigate their tax systems in an attempt to attract business or to foster growth (Wasylenko, 1997).

World Bank (1991) asserted that economic development is directly correlated to the level of taxation. More so
in developing nations where the lower marginal tax rates have higher economic growth. A majority of empirical
studies published in peer reviewed academic journals support this view. Reed (2008) found strong, robust and
negative impacts of income tax on per capita income growth across a wide variety of specifications. Ferede and
Dahlby (2012) found negative effect between income tax and growth in Canadian provinces between 1977 and
2006. Mertens and Ravn (2012) looked at the impact of exogenous changes in personal and corporate income
taxes to growth in the US Post-War period. The study found a 1 percentage point cut in the average personal
income tax rate raised real GDP per capita by 1.4 percent in the first quarter and up to 1.8 percent after three
quarters. In the same way a 1 percentage point cut in the average corporate income tax rate raised real GDP per
capita by 0.4 percent in the first quarter and by 0.6 percent after one year.

Gemmell, Kneller and Sanz (2011) investigated that taxes on income and profit were most damaging to economic
growth over the long run for 17 OECD countries during 1970 and 2004. Kneller, Bleaney and Gemmell (1999)
concluded that distortionary taxes reduced GDP growth for OECD countries from 1970 to 1995. Similarly,
Arnold et al. (2011) found that corporate taxes were most harmful followed by taxes on personal income,
consumption, and property for 21 OECD countries during 1971 and 2004. Shift of tax revenues from income
taxes to consumption and property taxes would increase GDP per capita in the long run. Widmalm (2001) has
examined economic growth between 1965 and 1990 in a cross-section of 23 OECD countries, and found that
the proportion of tax revenues raised from taxing personal incomes is negatively correlated with growth. Barro
and Redlick (2011) found that a cut in the average marginal tax rate of 1 percentage point raises next year’s per
capita GDP by around 0.5% for the US during 1912 and 2006. Alesina and Ardagna (2010) found that fiscal
stimuli based upon tax cuts more likely to increase growth than those based upon spending increases for OECD
countries during 1970 and 2007. Further, fiscal consolidations based upon spending cuts and no tax increases are
more likely to succeed at reducing deficits and debt and less likely to create recessions.

IMF (2010) found that a 1 percent tax increase reduces GDP by 1.3 percent after two years in 15 advanced
countries. Lee and Gordon (2005) using cross-sectional and 5 year panel data of 70 countries from 1980 to 1997
found that reducing corporate income tax by 1 percent raises annual growth by 0.1 to 0.2 points. Holcombe and
Lacombe (2004) while evaluating the effects of state income taxes reported that states that raised their income tax
rates more than their neighbors had slower income growth and, on average, a 3.4 percent reduction in per capita
income between 1960 and 1990. Blanchard and Perotti (2002) found that increases in total revenue including
income tax negatively affected private investment and GDP in USA after WW II. Folster and Henrekson (2001)
investigated the relationship between taxation and growth of rich countries and found that tax revenue as a share
of GDP negatively correlated with GDP growth from 1970 to 1995. Bleaney, Gemmell and Kneller (2001) found
strong support for positive, long-run growth effects associated with productive public expenditures and budget
surpluses and negative effects for distortionary income taxes in OECD countries from 1970 to 1995. Chernick
(1997) found that income taxes negatively affect GDP growth in the US states from 1977 to 1993.

Koester and Kormendi (1989) using cross country data of 63 countries controlling for average tax rates found
that increases in marginal tax rates (progressivity) reduce economic activity. Mullen and Williams (1994) found
that, given overall tax levels, higher marginal tax rates reduced GDP growth of US states from 1969 to 1986.
Engen and Skinner (1996) found that a generic 5 percent reduction in marginal tax rates would raise annual
growth rates by 0.2 to 0.3 percent for a decade. Romer, David and Romer (2010) have shown that with a tax
increase of 1 percent, lowers real GDP by roughly 2 to 3 percent mostly through negative effects on investment
in the US after WW II. Dennis et al. (2004) examined the effects of a generic 10 percent statutory reduction in all
income tax rates, including those applying to dividends, capital gains, and the alternative minimum tax. In the
three scenarios where the tax cuts are financed in the long run by increases in income taxes, the long-term effects
are generally negative. Padovano and Galli (2001) using data from 1951 to 1990 of the 23 OECD countries
found effective marginal income tax rates negatively correlated with GDP growth. The study investigated that
that a 10 percent reduction in marginal tax rates raises the growth rate by 0.11 percent points. Auerbach (2002)
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found that the larger the share of a tax cut the larger is the impact on national saving. Foertsch (2004) obtained
similar results. Auerbach et al. (1997) found that moving to the flat-rate income tax would reduce the size of the
economy by 3 percent in the long run.

There are very few evidences which support the argument that higher income tax rate correlates with high
prosperity. Slemord (2002) investigated that raising taxes and using the resultant revenue for education and
infrastructure would also increase economic growth. Huang (2012) has looked at the relationship between the
1993 tax hikes and the 2001 tax cuts in the US with respect to employment and GDP growth. The study found
that job creation and economic growth were significantly stronger in the years following the marginal income
tax increases enacted in 1993 from 31 percent to 39.6 percent than they were following the 2001 tax cuts. Altig
et al. (2001) found that moving to the flat-rate income tax raise output immediately by 4.5 percent. Lim (1997)
found that a revenue-neutral shift to a flat-rate income tax with no deductions, exclusions, or credits would raise
the long term size of the economy by between 1.8 and 3.8 percent. Martin and George (2003) concluded that
the tax system has a direct impact on the growth rate of the economy of a country. The findings of a few studies
that analyzed the link between income tax and economic growth provide inconclusive results (Easterly and
Rebelo, 1993; Tomljanovich, 2004; Ojede and Yamarik, 2012; Bania, Gray and Stone, 2007; Stokey and Rebelo,
1995; Akira, 2003; Tetsuo, 2003; Olhoft, 2003; Hungerford, 2012; Feldstein and Elmendorf, 1989; Slemrod,
1995). Miller and Russek (1997) studied the relationship between tax and growth of developed and developing
countries and concluded that tax-financed spending reduces growth in developed countries but increases growth
in developing countries.

There are only a few empirical researches in relation to income taxes and economic growth in Nepal. Shrestha
(2009) has identified income tax as the suitable means of raising government revenue and suggested that public
awareness program is necessary to increase tax consciousness and raising the government revenue. Rijal (2010)
has recommended increasing income tax coverage by bringing affluent tax payers into tax net by using the legal
and promotional means and techniques. Bhattarai (2010) has recommended that income tax policy should be
formulated based on the economic policy of the nation, tax base should be widened to fill the resource gap and
ability to pay principle should not be ignored. IRD (2010) has showed that people prefer paying tax if they are
confident that tax paid by them will properly be used. Dahal (2009) has recognized that tax administration lacks
innovative mechanism to identify new taxpayers and bring them into tax net. Dahal et al. (1995) has suggested
that there is a scope about 40 percent extra resources mobilization if better tax policy and program were in place.
Bhandari (2007) has recommended that income tax policy should be formulated according to the economic
policy. It should be revised timely and should be formulated on the basis of critical analysis of existing situation.

The review of literature revealed that not all tax changes will have the same impact on growth. There is lack of
robust results showing a positive impact of tax rates on economic growth in many countries. Economic growth is
driven by increases in the supply of factors of production like capital and labor and increases in the productivity
of those factors. Ceteris Paribus tax cuts can create large deficits, which burdens the economy with lower
national saving and higher interest rates. Reforms that improve incentives, reduce existing subsidies, avoid
windfall gains, and avoid deficit financing will have more favorable effects on the long-term. In some cases these
reforms may also create tradeoffs between equity and efficiency.

3. METHODOLOGICAL FRAMEWORK
3.1 DATA Collection

This study mainly uses secondary macro level time series data extracted from various volumes of the Economic
Survey, published by the Ministry of Finance and publications of Nepal Rastra Bank including a Handbook of
Government Finance Statistics and various volumes of Quarterly Economic Bulletin. The data covers 42 years
between 1975/76 and 2016/17. The current values of relevant variables were converted to constant prices by
using the GDP deflator before constructing dependent and independent variables. A computer program Eviews
was used for data analysis and model estimation.

3.2 Introduction of the Econometric Growth Model

A wide variety of analytical techniques are available in the literature to examine the relationship between taxation
and economic growth. Neoclassical growth model such as Solow (1970) asserts that accumulation of labour and
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capital are the only drivers of economic growth in the long run, with no role of taxation or any other policies.
More recent endogenous growth models like Lucas (1988) states that policies and institutions can have a direct
effect on the long run economic growth. Changes in tax structures can have a GDP growth effects towards a
new equilibrium. The openness to foreign trade is also being the most important factor in fostering economic
growth. This study is based on the specification of Solow-Swan-type model and an endogenous growth model
(Lucas, 1988) assuming that GDP per capita (Y) is determined by the general version of the Cobb-Douglas type
production function. Following the formulation in Reed (2008), this study adopts a linear econometric regression
for partial equilibrium analysis in order to examine the relationship between income tax and GDP as follows:

Y () = KO HEP (AL P oo eeeseeeeeeeeeeeeseeesene (1)

In this equation K(t) is the capital stock, H(t) is the physical capital and human capital at time t, L(t) is labour,
A(t) is the level of technological and economic efficiency, which can be influenced by institutions and public
policies including taxation. a is the partial elasticity of output with respect to physical capital, B is the partial
elasticity of output with respect to human capital. In this model, the output, Y, of an economy, typically measured
by GDP per capita is determined by its economic resources—capital stock, K, the size of the workforce, L, skill
of workforce, H, and the technological and economic efficiency, A. So, in addition to the tax variables, the model
control for other variables that are generally accepted to have an influence on economic growth.

3.3 Variables

Besides tax variables, several other variables are included in the model in order to balance the model and to
assess the effect that various tax variables have on GDP per-capita. The external factors being considered in
the model account for human capital, physical capital, and productivity variables. Table 3.1 depicts the final
variables used in the regression analysis.

Table 3.1: Variables Used in the Empirical Econometric Regression Model

Variables Definition

Dependent Variable:

Per Capita GDP Measured as the Total GDP divided by the total estimated population
Physical Capital:

Human Capital (Education) Measured as the % of the population with a tertiary education

Gross Fixed Capital Formation | Measured as the total value of gross fixed capital formation as a % of GDP

Population Growth Growth of Economically Active Population

Control Variable:
Nominal Tax Burden Measured at Total Tax Revenue as % of GDP

Trade Openness Measured as the sum of imports and exports as a % of GDP

Tax structure Variables:

Corporate Income Tax Measured as the percent of Corporate Income Tax to GDP
Individual Income Tax Measured as the percent of Individual Tax to GDP

Other Direct Tax Measured as the percent of Other Direct Tax to GDP
Total Indirect Tax Measured as the percent of Total Indirect Tax to GDP

Although, other variables such as labor productivity growth, research and development might be beneficial
to include in the model, time series data for these variables were not available. Some other variables such
as inflation volatility and GDP deflator have not significant effects in dependent variables and therefore were
excluded from the model.
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4. Empirical Results and Discussion

4.1 Robustness Checks

A number of robustness checks have been run to test the baseline specification. A normality test is performed to
determine whether the dependent variable is normally distributed or not. The histogram of the residuals plotted
from the empirical regression model (not shown here) illustrates that the actual distribution of the residuals is a
bell-shaped and resembles the normal distribution. To confirm this, another normality-test is performed using the
Jarque-Bera (JB) test which is given by

JB = Z(Sz +MJ(2)
6 4

where s is skewness k is Kurtosis and T is the number of observations. Putting the value to the formula

JB =4—62(0.1061972 +

_ 2
(0.997875 ~ 3) J=85.77689 .................................................. 3)

The 1% critical value from y2 distribution is less than the calculated value of JB 85.77689 which suggests that
there is sufficient evidence from the residuals to conclude that the normal distribution is reasonable. As the
residual is normally distributed, the t-tests and F-tests derived from the normal distribution are valid.

The existence of heteroskedasticity is investigated in two ways: by residual plot and Goldfield-Quandt (GQ)
test. The graph (not shown here) illustrated that no pattern of any sort exists; implying that the errors are
homoskedastic and that there are no heteroskedasticity problems in the equation. To confirm the non-existence
of heteroskedasticty in the equation, the (GQ) test is performed. This process involves splitting the sample into
two approximately equal sub-samples and computing estimated error variances as follows.

2
GO =2 2 0000 a0 e )

o 0006398

The 1% critical value of F-test for (10, 10) degree of freedom is 4.85. As GQ=1.08372 <Fc=4.85, this test result
confirms that heteroskedasticity does not exist.

4.2 Stationarity and Cointegration Test

Macroeconomic time-series data in some cases are non-stationary in nature and typically contain unit roots. If
variables may integrate in different orders OLS estimation generation may render spurious and meaningless
coefficients (Phillips, 1987). When the variables are integrated in the same order, but the residual of a regression
has autoregressive trends, the regression is spurious because it makes estimates biased, inefficient and inconsistent
(Granger and Newbold, 1974). If dependent and independent variables have unit roots, this usually means the
residual has a unit root. However, in some instances the unit roots in dependent and independent variables
cancel each other out. In this case the residual does not have a unit root and the spurious regression problem
disappears. The error will not get too large and variables will not diverge from one another. The data series are
trending together and there is an equilibrium relationship between dependent and independent variables. This
kind of equilibrium is said to be cointegrated. So, before running time series regression model, the stationarity
and existence of cointegration among all the variables of the regression model is checked.

While performing the ADF test for each variable in the model each of the series used to estimate model is found
to be non-stationary in its levels but each of them is stationary in first differences. This means that the order of
integration for each series is I(1). The ADF test statistics, tau (t) for all the variables are not negative enough to
reject the null hypothesis of a unit root in level but in the first difference the test statistics (t) for all the variables
are significantly negative to reject the null hypothesis of having a unit root (not shown here). In other words,
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the variables are not stationary in level but all of them are stationary in first difference (same order). Therefore,
no further differencing of the data or unit root testing is required as the series are found to be stationary at first
difference.

When all of the individual time-series variables are found to be integrated of order one, cointegration tests
are required to determine whether or not any long-term relationship exist among the variables in levels. A
cointegration occurs only if residual does not have a unit root and this test is done by testing the stationarity
of residuals of the regression in levels. To confirm the stationarity, and hence a long-run equilibrium between
the variables, a cointegration test for the residual is performed using Engle-Granger (EG) process. This process
involves estimating a regression like equation, obtaining the residuals, and using the Dicky-Fuller (DF) tests.
The results (not shown Here) demonstrates the DF test statistic to be, tau (1) = -7.016425, which is significantly
more negative than even the 1% critical value of -3.610453. This provides the statistical evidence that the
variables are cointegrated and the OLS regression model constitutes a long-run equilibrium relationship.

4.3 The Functional Specification of the Empirical Model

Taking logs in the economic growth model reduces the multiplicative relationship to an additive one, which is
helpful for mathematical simplification. Thus, following the convention of letting a lower-case letter to designate
the natural log of the variable represented by the corresponding upper case letter, the relationship of equation (1)
above can be written in log form as:

D E QA X, A €, ettt (5)
t=1,2...42
where,

y, is the observed value of dependent variables (natural logarithm of GDP per capita) at time t,

x, represents the set of control variables at time t (natural logarithms of all explanatory variables),
o denotes the constant term,

B indicates the set of unknown parameters to be estimated,

€ stands for the error term distributed normally, and,

—

refers to time ranging from 1975 to 2016 (42 observations).
4.4 Parameters Estimate

Equation (6) provides OLS parameter estimates for the model. As the dependent variable is in the log form,
the estimated regression coefficients measure the percentage change in the GDP per capita against one percent
change in the explanatory variables.

h GDP_£ =8.868—-0.275xh CORP—-0.094xh IND-0.275xh OTHER +

(5 .782) (—4.051) (—4.773) ~5.590
0.094xh INDIRECT +0.463xh EDU ~0.049xh BURDEN +0.2111xh TRADE + ©
(~3.203) (4.769) (~2.675) (3.777)
0.307xh CAP_F +0.125xh POP_GROWTH
(45977) (3.327)
F=454.7 D-W Stat 1.473 R2 =0.852

(Figures in parenthesis are respective t-values)
4.5 Interpretation of the Regression Results

The specification in equation (6) establishes a relative relationship between the growth of per capita income and
the four tax instruments considered here. As the estimated parameters for independent variables are the estimate
of the long run multiplier, each of the estimated individual coefficients implies the effect of a 1 percent change
in that independent variable to the dependent variable (GDP per capita). Most of the estimated parameters
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appear to have the expected signs and all the variables in the empirical model are statistically (at 1 percent level)
significant. The specification indicates that by and large, the estimated coefficients for tax variables and other
control variables are broadly consistent with the existing empirical literature.

Among the tax variables, parameters of tax variables including corporate income tax, individual income tax, and
other direct taxes have negative signs and the parameter for total indirect tax has positive sign. The positive sign
of the parameter for total indirect tax indicates that the GDP per capita can be increased with the increase in the
ratio of total indirect tax. More precisely, the result implies that keeping all other variables constant, a 1 percent
increase in the ratio of total indirect tax causes 0.089 percent increase in the per capita GDP. So, indirect taxes
seem to be the most growth friendly taxation in Nepal demonstrating that these taxes are significantly better for
growth than direct taxes. As stated earlier, the t-value (3.203) proves that the coefficient for indirect tax is highly
(at 1 percent level) significant.

The negative signs of parameters for corporate income taxes, individual income taxes, and other direct taxes
imply that an increase in the ratio of these taxes would not be beneficial to increase in GDP per capita; instead,
increase in the ratio of these variables can reduce the GDP per capita. The coefficient for corporate income tax
(-0.275) means that a 1 percent increase in corporate income tax will reduce the GDP per capita by 0.275 percent.
In the same way, 1 percent increase in individual income tax and other direct tax will reduce GDP per capita by
0.089 percent and 0.228 percent respectively. Corporate income taxes have the most negative coefficient value
than that of individual income taxes and other direct taxes implying that corporate income tax has the most
negative effects on GDP per capita. Personal income taxes seem to have considerably less negative effects on
economic performance.

Among the control and physical capital variables, estimated parameters for input variables including human
capital formation (education), trade openness, gross fixed capital formation and population growth have positive
signs. This implies that these variables have also positive contribution to the GDP per capita. The regression
results report that a 1 percentage point increase in the gross fixed capital formation brings about an increase in
the ratio of GDP per capita of about 0.307 per cent. The coefficients on education which is the proxy for human
capital formation indicates that an 1 percent extra increase in tertiary education would lead to an average increase
in the ratio of GDP per capita by about 0.463 per cent. In the same way a 1 percent increase in trade openness
and population growth have 0.211 percent and 0.125 percent growth in GDP per capita respectively. The highest
coefficient value of human capital formation indicates that this is the most important variable determining the
GDP per capita. The nominal tax burden variable has negative sign implying that GDP per capita declines with
the increase in tax burden.

The coefficient of determination R?> = 0.852 indicates that 85.2 percent of change in GDP per capita is explained
by the change in explanatory variables under consideration. An F-test is used to examine the overall significance
of the model. The calculated value of F-test=454.7 implies the model to be highly efficient i.e. the derived result
can be statistically relied upon.

The basic finding of this empirical model is that consumption (indirect) taxes which include customs, excise,
sales/ VAT, contract tax, hotel tax, air flight and others appear more conducive to long-run GDP per capita
growth than income (direct) taxes. A stronger reliance on direct taxes would not be beneficial; indirect taxes,
with a resulting reduction in income taxes would enhance GDP per capita. Both individual and corporate income
taxes (and other direct taxes such as land revenue, house and land registration and others) have a significantly
negative effect, meaning that all of them reduce GDP per capita growth. Nevertheless, the effect of corporate
income taxes is significantly more negative than that of personal income taxes and other direct taxes. Thus,
policy reforms seeking to replace consumption taxes by either of these income taxes would reduce long-run
GDP per capita. Tax reforms towards property and consumption taxes, and especially away from income taxes
(corporate, individual and other direct taxes) are likely to enhance the prospects for economic growth in Nepal.

5. CONCLUSIONS AND POLICY IMPLICATIONS
5.1 Conclusion

This study using data from 1975/76 to 2013/16 examined the impact of corporate income taxes on GDP per
capita growth by entering several tax variables into growth regression model in which both the accumulation
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of physical and human capital are accounted for. Before running time series regression model, a number of
robustness checks including normality test, heteroskedasticity test, stationarity and cointegration test have been
performed to test the specification of the regression model.

All income taxes including corporate, individual and other direct taxes are negatively and significantly related
to GDP per capita growth. This implies that given the present situation, an increase in the ratio of these taxes
would not be beneficial to increase in GDP per capita. Instead, increase in the ratio of these variables can reduce
the GDP per capita. Corporate income taxes have the most negative effects on GDP per capita followed by other
direct taxes and individual income taxes. Personal income taxes seem to have considerably less negative effects
on economic performance.

The positive and significant relationship between total indirect taxation and the GDP per capita indicates that
GDP per capita can be increased with the increase in the ratio of total indirect tax to the GDP per capita. This
study disproves the earlier economic theory that higher income tax rates lead to higher level of economic growth
and vice versa. With the exception of nominal tax burden variable, all control and physical capital input variables
including human capital formation (education), trade openness, gross fixed capital formation and population
growth have also positive contribution to the GDP per capita. Further, human capital formation is the most
important variable determining the GDP per capita.

5.2 Policy Recommendations

The finding of this study is that income taxes are generally associated with lower GDP per capita growth.
Corporate income taxes have the most negative effects on GDP per capita as compared to personal income taxes.
This indicates that income tax is generated at the maximum possible level so that dependence on foreign aid for
socio-economic development of nation can be minimized and replaced soon by sustainable source of internal
revenue. Consumption and property taxes (particularly regular taxes on immovable property) seem to be the
most growth friendly. The government and policy makers have to build up tax policies based on these findings.

The percentage of direct tax to total tax can be increased by applying self-assessment of income tax along with
promotional activities and awareness programs. The exemption, concession, deduction and other form of tax
relief are important to encourage an individual to work more. Internal capacity of the existing system needs
to strengthen in order to enhance the better quality of the tax policy. The members involved in formulating
tax policies must have depth knowledge about income tax. Tax officers should be recruited from students of
Economics background as reviewing financial statements is beyond the capacity of employees of non-Economics
background.

Many people usually follow a free rider’s attitude and avoid taxation. Tax payers should be motivated in such
a way that evasion of income tax is the same as the theft of poor’s money. Social recognition should be given
to those who pay their tax liability. The provisions of rewards, prize, and incentives should be introduced in the
policy to encourage taxpayers to pay tax voluntarily rather than through coercive measures. Tax payers should
also work as watchdog to insure best utilization of tax they paid. Every citizen should raise voice against tax
defaulters.

In Nepal, taxpayers are registered as a result of their first officially recorded business transaction. Having PAN
number is not sufficient; other information regarding house owners, current taxpayers, prospective tax payers
and different areas which are to be covered within tax net are very important from the perspective of income tax.
To increase the volume of tax revenue, the tax base should be broadened. Broadening the tax base in Nepal would
mean the extension of income tax to agricultural income, capital gain and dividends, and the identification of new
tax payers. The tax administration should be active in looking out for new taxpayers. Employing information
technology, corruption as a result of close physical and psychological contact between tax officers and taxpayers
may reduce. Tax collection system through banking channels may eradicate cash counter corruption.

Internet based applications should be developed and modified so that tax payers need not visit tax offices for
verification. Concerned authorities should continuously monitor the activities of government and line agencies to
make them accountable and transparent. Report of Auditor General should be the subject of intensive discussion
and there should be continuous review whether problems pointed out by Auditor General has been corrected. Not
only the allocation of budget but also the sources of fund should be the matter of parliamentary debate.
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5.3 Issues for Future Research

This study mainly concentrated in analyzing impact of corporate income tax on GDP per capita. In general, this
study successfully achieved the objectives of the study. Tax avoidance is one of the huge problems of income
taxes. The causes and consequences of tax avoidance certainly have the potential to significantly contribute to
our understanding of the role of taxes in the economy. Exploring that relationship, especially the connection
between expected returns on dividend taxes, land values, property tax revenues, and growth, may well be worth
additional research. Obtaining a better understanding of the nature and causes of that relationship is a potentially
fruitful avenue for future research. It is hoped that this study will inspire efforts towards that end.
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Public Service Commission: A

Principle Based Organization

m Kiran Raj Sharma

Abstract:

The historic six decades of Public Service
Commission have paved a path of meritocracy,
fairness and equal opportunity in recruitment
of public sector jobs in Nepal. In due course,
the established
tenableprinciples and procedures that have
helped establishing a 'system' within the
commission. Efforts have been made to ensure
fairness in each and every stages of the process.
Warranting quality and confirming reliability,

commission  has some

the commission has become successful in
distinguishing itself as a principle based
organization among the other public sector
agencies of Nepal.

Introduction

Public Service Commission is a constitutional
body of Nepal. It was established in 1941, June
15. The major objective of the commission is
to conduct different kinds of examinations
and select suitable candidates for the civil
service. It also conducts written examinations
for the security agencies like Nepal Army,
Nepal Police and Armed Police Force as
well as for the public enterprises of Nepal.
Since the establishment of the commission,
several principles have been in practice. Some

principles, tools and practices being adoptedby
the commission are discussed below. A long
run experience of applying those principles and
practiceshas helped the Commission to gain
public trust and support.

Principle of fairness and equal opportunity

All candidates who meet the qualification criteria
(e.g. academic qualification, age, inclusive
document, experience, citizenship, council
registration document, equivalent letter etc.) can
take part and compete in the examinations. The
candidates who meet the required criteria can
openly apply and compete for the vacant posts.
The examination system is designed in such
a way that the candidate is kept unidentified
till the final stage of evaluation. Fairness is
assured in all the procedures of examination and
impartiality is maintained.

Principle of Meritocracy

The Public Service Commission is branded as
the synonym of merit system. Scoring in several
level of examinations such as written exam,
group discussion, computer skill test, individual
presentation, case study analysis, individual
oral interview are based on merit system. The
candidates who obtain the highest score are
selected.
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Principle of Non-attachment

The person who is involved in one process of
secret job, is not permitted to do another stage of
the same process. This rule is equally applied for
the experts, subject specialists, division heads,
section heads and other staff as well.

Principle of Central Tendency

The range of score is pre-defined for the
interview, case study presentation and group
discussion. The examiners can give minimum
40% and maximum 70% of the full marks.
Any marks above or below the range must be
justified in writing. Majority members must
justify the score. For the written examination,
the maximum mark is up to 70% generally.

Principle of Detachment

In the process of printing question papers, result
preparation and publication, all the involved
staff members stay detached from public contact
and maintain secrecy until and unless the secret
job completes.

Principle of Secrecy

All documents related to the examination
process are sealed with the signatures of
involved officials and are kept secret.

Principle of Separation

If any relatives of staff of Public Service
Commission are appearing in the exam, the staff
is kept separate from the whole process of the
examination. It is also applicable for experts,
officials, and the members of the Public Service
Commission.

Limited Transparency to

Information

and Right

Only successful candidates can see their total
score in the website after 7 days of publication of
final results. The information is obliterated after
the 7 days of such publication. If any candidate

appeals for the retotaling, he or she will be
notified of the retotalingresult publiclythrough
commission website and newspaper media.

Double Coding

Before sending the answer-sheet for evaluation,
first Code Number is placed in the first page
of the answer sheet where personal details of
the candidate (such as name, address, roll no)
have been filled up by the candidate during the
examination. After first coding, coded filled-
up part of the front page is torn out and kept
separately and secretly. The remaining part of the
front page is marked with second Code Number
and it is also torn out again and kept separately
under the supervision of the authorized higher
officials in the Public Service Commission. The
above-mentioned method as a whole, is called
double coding system. It is important to note
that, the person who is involved in the first
coding process is in no way permitted to involve
in the second coding process.

Double Checking

Recently the Commission has started double
checking system for the answer sheets of joint
secretary and undersecretary level examinations
in orderto minimize the behavioral errors of the
examiners. After the first examiner examines
the answer sheet (without any mark on it) the
second examiner also examines the sheets
separately. One examiner does not see the score
given by another. The average of the scores
given by the examiners is the final score given
to the candidate.

Experts' Contribution

In the different stages of examination such as
raw question setting, moderation of questions,
evaluation of answer sheet, group discussion,
individual presentation and interview; the
commission invites the subject experts separately
and secretly. Commission always encourages
the opinions and views of the experts in different
critical issues during the evaluation process. The

¥\



] goclt o9 Raw |

commission also prefers to take the opinions
of the related agencies like ministries, courts,
departments in case of necessity.

Division of Work

Each sections of the commission are assigned
with specialized roles. Role duplication and
role-conflict is avoided as far as possible. One
section or division of the Commission does not
have direct access to the job of other sections/
divisions.

Expelling of Candidate

If any candidate breaches the rules and
regulations of any selection examination, he or
she will be expelled and suspended for a certain
period.

Involvement of Central Representatives

of
central

Due to the highly sensitive nature
Commission's responsibilities, the
office of the commission always sends its
representatives to its branch offices (zonal

and regional) in order to maintain fairness,
impartiality and secrecy in the examinations
conducted there. For the secret and sensitive
jobs, central representatives will be departed for
certain period to the regional and zonal offices to
conduct examinations and interviews.

Summary

Historically established and proven principles,
procedures, and tools of the Public Service
Commissionhave maintained its credibility and
reliability since decades. It has also become
successful in winning the hearts of general
public and in building its eminence as a citizen
centric institution. This hard earned legacy is
the result of professional culture developed by
the commission members, employees, experts,
intellectuals andthe legislatureas well. The hope
always remains that PSC would be successful to
maintain its image high in future. ®

Joint Secretary

Public Service Commission
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Money laundering and Financial
stability in the nepalese context

m Basudev Sharma Poudel

Abstract

The purpose of this article is to show how the
crime of money laundering may lead to financial
and economic stability in the country. The ar-
ticle reveals money laundering and terrorism fi-
nancing in the global context and Nepal. Besides
it presents the action taken in Nepal for anti-
money laundering and combating the financing
for terrorism along with reform needed in future.

Key words: Money laundering; Anti money
laundering; Financial action task force; Com-
bating the financing of terrorism; Nepal

General back ground

Money laundering is the process by which the
person attempt to hide and disguise the true ori-
gin and ownership of the proceeds of their un-
lawful activities. The term is also used in relation
to the financing of terrorist activity (where the
funds may, or may not, originate from crime).
Financing of Terrorism means providing finan-
cial support to any form of terrorism or to those
who encourage terrorism. Money laundering, in
essence, means ‘making dirty money look clean.
The modern term of Money laundering was first
used in a legal context in 1982 in America relat-
ing to the confiscation of laundered Columbian
drug proceeds. However, historically, the con-
cept of money laundering was originally used by
the American enforcement officers in the 1920s.
The concept was used in reference to the mafia

ownership of Laundromats in America during
Prohibition. During this period, the notorious
mobs earned vast sum of money in cash from
their criminal enterprises. Hence, in their quest
to legitimize the proceeds made from their crim-
inal enterprises, the gang ventured into buying
out rightly legitimate businesses, thereby, laun-
dered the illicit proceeds from the criminal en-
terprises with proceeds made from the legitimate
business they acquired. This particular practice,
the legalization of illegal proceeds, is very sig-
nificant as it represents the common component
in regard to the various definitions of money
laundering. Thus, the aim of money laundering
is to cover up the predicate offences from which
proceeds are derived and to ensure that the crim-
inals can enjoy their proceeds, by conserving or
investing them in the legal economy.

Money laundering in the global context

Over the last two decades, since its criminal-
ization, there has been an increasing interest in
the phenomenon of money laundering globally.
Money Laundering is indeed a global phenom-
enon which undermines the economic and po-
litical stabilities of States. The devastating ef-
fect and impact of the phenomenon has raised
national and international concerns. In response
to these concerns, along with the perceived
threats to national and international economies
and political process, there have been various in-
ternational and national initiatives and measures
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to combat the menace of the phenomenon. As
much as money laundering is a global phenom-
enon, over the last decade, it has been apparent
that development countries have been more ex-
posed and vulnerable to its exploits. In this re-
gards, it is argued, with evidence, that money
launderers, along with other economic and fi-
nancial criminals have found most developing
countries as havens for their criminal activi-
ties due to the lax regulations and enforcement
mechanisms. As such with the increasingly infil-
tration of money laundering into the economic
and political structures of developing countries,
this work will attempt to examine the concise
impact of money laundering in the economic
and political structures of developing countries.
It shall also examine the legislative measures
that are being taken in combating the menace
of money laundering the effectiveness of these
measures.

Indeed, the phenomenon of money laundering
is a menace to every nation irrespective of eco-
nomic and political status, irrespective of de-
veloped, emerging, developing least developed
or transitional economy. In essence, uncurbed
money laundering spreads across the economic
and socio — political spheres of a nation. Con-
sequently, over the last two decades, in particu-
lar, measures to combat the exploits of money
laundering have become the focus of an intense
international effort. Right at the international
stage, the United Nations (UN) initiated the
legal framework to combat the scourge. Subse-
quently, major international and regional organi-
zations followed on the initiative of the UN. In
this regard the financial action task force (FATF)
remains today the principal agency, internation-
ally, for the fight against the phenomenon. In
other words, the FATF initiates the regulatory
measures in combating money laundering and
these measures serve as the platforms for sub-
sequent national regulatory measures imple-
mented nationally in most countries across the
globe. Developing countries, particularly, have
been more vulnerable to the exploits of money
laundering, amongst other economic and finan-

cial crimes. In other words, the phenomenon of
money laundering, amongst other economic and
financial crimes have had better success in infil-
trating into the economic and political structures
of most developing countries therefore resulting
to economic digression and political instability.
Although, developing countries have responded
and continue to respond, through legislative
measures, to the menace of money laundering,
at national level, however, money launders, with
other criminals, have exploited the lax regula-
tory environment, vulnerable financial systems
along with persistence civil and political unrest
of most the developing countries, Thus, these
criminals have found these countries as havens
for their criminal activities.

Therefore it is paramount for the developing
countries restructure, as a priority, their eco-
nomic and socio political mechanisms of their
nations in their quest to fight the phenomenon of
money laundering. Furthermore, these countries
need to be more assertive and coordinative in
the implementation and enforcement of their na-
tional Anti-money laundering ( AML) measures.
Also, the developing countries need to adhere
efficiently to the international AML measures
and establish a solid working relationship with
international AML agencies. Fundamentally, it
will continue to require international effort in
combating the phenomenon of money launder-
ing. The fact that, over the last decade, devel-
oping countries have been more exposed and
vulnerable to the exploits of money laundering
does not mean the crime is more of a menace in
developing countries. For one thing, vast of the
money laundered across the globe comes from
developed countries. Also the increasing dispro-
portion in the financial and political systems as
well as law enforcements between developed
and developing countries will continue to cajole
the diversion of laundered money to developing
countries. Therefore, it is paramount to address
the structurally imbalances in the fight against
money laundering amongst other economic and
financial crimes.
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Nepalese scenario

The roots of money laundering and other finan-
cial crimes are deeply embedded in the Nepalese
society; therefore uprooting them will require
the application of all the available mechanisms
of the constitution, good governance and in-
ternational support. Combating and preventing
money laundering, has become an important
aspect for Nepal's development, otherwise the
Constitution and the government will become
meaningless to the existence of the Nepalese
citizenry. On the whole, economic and finan-
cial crimes have become a cancerous growth
that has gone from being benign to malignant
in the Nepalese society, it is therefore necessary
for the country to rethink the boundary of con-
stitutional and governmental practices to evolve
means to effectively contain, curtail and control
financial crimes, so that they do not terminate
the development and existence of the Nepalese
nation state.

Anti -Money Laundering (AML) has developed
to be of significant importance for financial insti-
tutions around the world. The many allegations
and revelations that BFls are used as a vehicle
for providing financial services to money laun-
ders and terrorists garnered enormous impetus to
curb channeling of money derived from crime or
aimed at funding terrorism. Moreover, govern-
ments are pursuing reforms in regulatory struc-
tures and are also cracking down on tax evasion
to recover lost revenue. The stringent provisions
made in laws and directives reflect the serious-
ness of this issue; non-compliance of which
may cause significant reputational risk as well
as may result in adverse consequences for the
Bank. Regulators have also been closely moni-
toring the combating the financing for terrorism
AML/(CFT) policies, procedures, guidelines
and practices of financial institutions. In order
to combat money laundering, laws and regula-
tions have been formalized and implemented
in various countries. The rules and regulations
in combating money laundering may vary from
country to country. In Nepal, Legislature- Par-

liament has enacted asset (Money) Laundering
Prevention act. Act No. 34 of the year 2008
(2064). The act shall be applicable throughout
Nepal and to any individual or corporate body,
anywhere residing, remitting, transferring or
sending assets from Nepal to abroad or abroad
to Nepal obtained by the act which is offence
under this act. Nepal has already passed Asset
(Money) Laundering Prevention Rules, 2009,
AML/CFT Strategic Plan (2011-2016), AML/
CFT Supervision Manual, AML/CFT Supervi-
sion Transaction Guidelines for AML/CFT pur-
pose. It has very speedily begun to implement
the potential for optimization shown therein.
FIU-Nepal has been established for information
collection, analysis and dissemination of it to
concerned national and international authority
in accordance with the AML/CFT law of Nepal.

Anti-Money Laundering in the financial sec-
tor

Anti-money laundering and counter-financing
of terrorism (AML/CFT) is an important com-
ponent for maintaining financial stability and
integrity of banking and financial sectors in the
world. Banks and financial institutions are al-
ways vulnerable to be used as vehicle of finan-
cial crimes and criminal groups and empirical
results show that banks and financial institutions
having robust AML/CFT compliance are almost
free from person, product, and geographic, le-
gal and reputational risks arising out of money
laundering and terrorism financing threat. Fi-
nancial Action Task Force (FATF) is trend set-
ter in global AML/CFT regime. FATF has made
forty recommendations to prevent money laun-
dering and combat terrorism financing. Forty
recommendations emphasize on institutional
measures, legal measures, preventive measures
and international cooperation. These are very
important measures to maintain financial stabil-
ity and integrity. Customer due diligence (CDD)
is one of the most important preventive mea-
sures to combat money laundering and terrorism
financing. Besides there are different typologies
of money laundering which policy makers, law
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enforcement agencies, investigators, prosecu-
tors, banking and financial business stakehold-
ers, etc, must know for successful accomplish-
ment of their respective tasks.

Conclusion

Strengthening financial systems has been one of
the central issues facing emerging markets and
developing economies. This is because sound
financial systems serve as an important channel
for achieving economic growth through the mo-
bilization of financial savings, putting them to
productive use and transforming various risks.
Money laundering and Financing for terrorism
are the root causes of informal dissident corrupt
and instable financial system. Therefore fol-
lowing effort is needed to ensure an effective
implementation of AML measures to improve
overall financial system:

e Allocation of more budgetary resources
for effective implementation of the en-
acted AML laws.

e Creation of Special Economic Crime
Courts and develop their own stand-
alone infrastructure and statutes.

e Priorities implementation of AML/CFT
measures when allocating budgetary
resources to law enforcement agen-
cies, prosecutorial authorities, and other
competent authorities.

e Development of the capacity of exist-

ing institutions dealing with AML/CFT
matters in terms of additional financial,
human, technical resources.

Strengthen and improve national coor-
dination and close cooperation among
law enforcement agencies, prosecutors
and other competent authorities.
Development and promotion of mecha-
nisms for effective Cooperation and
exchange of information on AML/CFT
matters.

Consultation and engagement with pri-
vate sector stakeholders also during the
review of national implementation plan.
Allocation of necessary budgetary re-
sources to key stakeholders at national
level to promote the integration of AML
issues in to national development pro-
grams.

Enactment of legislation that will allow
for the prosecution of Nepalese in dias-
pora for crimes committed outside the
country that breach national and inter-
national laws.

Creation of an independent body to
supervise the work of the enforcement
agencies such as Economic and Finan-
cial Crime Commission (EFCC), so as
to attain a high level of transparency. e

Under secretery, Ministry of finance

4R



faxig gga ¥ GHEEHI

B AT qE@E T

q. fawa gam

fRim uga 3 dARIERUS oS
Haed TR ggeel e gy, fxia el
U IS EREAMT GHRIHD  YHId TS
afbad | wAorer Uefeudl, $96iR 7 =
IR Afp-fARTers Bl T FAfea Jeaa
FId, Holl, Y I S AT MR faxig
Ja-gliues SUee IRISY AEW™H §0 < Al
TeeTs AP Jghewdl SHAT 3V 98] Hed
fegue sraven @ | BHl g=vw Ul fRiy
FATIRNERY ] Ugaors JARd w5

TJoIl IETAM Jghead! BIN HRRG JH RS
QR i el ) i Swraeiiaser Jrae!
SUYTh Aged dUT AHEd, IR Sy,
forir Jammder faa wRewr, R AR aRoT
oG, i Fwaeiiaree wR A19d, gl
J 990 I HET TAT AHIGT ISTHERd] S
Foll o fwggear Afed a@ed T qen
AMALTHAT AGHU  IMMYH Y UAd Feam
HHT SUOE] RT3 ¢I&S%ﬁdll§cblg|"lm®
U FhS g9 A iy HeRdr gagHql
S faq, iR &= e orifa

fRstdl © X U I IF AT s TE 6 (Financial Sector Development
RS QAN FEETAHG R YT IR Strategy) TQGAT  TRI  HRIITA
Hare g AfMgfger U Aure - ¢ R AT Jgpal AEse  Sfbg
I Jhd! SLIAT 5 THYD T | <l JaTP! e T Ol S gl
AU WReRe Ui e wEE w'“"' T PRIHHES  DRFGITH e
frs qon R Sar-gReT wdge ‘E;fﬂﬁi%?ﬂi aReed wRd o TREdH |
TR WS TAG AUSIHT 5 SRICIRL Te g &3 e e
Gl AREE Fed T, WEIe Shd] SETIHl 1 A9Eddl R ufld  IRuS WY
GRE W Sy gomet Aha fadRer TR B | que A qYE W BRI

T dUT TP G T8H] BRI

AUP] BRI TH a8 HH HUHI B

TSI AT Sehep] AT ATGHT T+
IS FIey Aee Sar A g erizhagw
TGN TR HREATFEIA T8 HD T |

TNGHT THAIE UGS I dHS Fq 090
SR 2 A1 TORN WX BRAFRG $ggad
(Alliance for Financial Inclusion (AFI) @I
Prariie Jewrar o el B | a9 ERerm
B fdeadl Ry Jgdhewdlc ¢¢ Il UgE Aaw, 9
gl WEUrNl Hew X R el g de’ T o1
998 gCT WRAEH 9aW WwdHl B4 | Remrga

J9e foRi uga X |AaRfieRore]
e Ry As@® | fove © |

2. facfm &= fawma ot faefim o9 <
FHTAT R UT

faf =1 TRUTH] Bemhe Tl SRRl UEq
UG WRPR, AAURYGEE 003 JH R AT
Wiad w$ o wuel o &9 fAem orEfy
(003 /ws-2000/w¢) 7 by &7 s faxiE
Ugd 3 FAENGRUIGT  USCl RUMIS W

43



] goclt o9 Raw |

(Strategic Pillar) &1 wuH fogud © | G#Qeh
fo<ig sgeRen T FHORN e gfg Be
T i ga1 Rl uga 3 aHaeiaxon sifigfy
T BRie Swd wRIfEar ™ FETgaRaT
Torifew fAfde Reer & |

o UMV T I &= §b TN faxig et

HAThl IUOE deI3 |

foRT uga 7 |aEieR fAwR T Ar=iie
i ag T |

i g IR T SRATK FaerT guR
T |

ogfad  deemewdl fRmE dur guiaE
RIS gge T |

focia weRar X Rieds AregHae S

gl T |

foriT JareT SuvhTeRR! R ©xeor T |

SRR IHIfdgEd! BIRT 6 ora faar
A gRIESIET T, gRIT ¥ a1 AR by
R I ufafte smenRa ware wemEe Sfhy
1 IR T, (& IRIR U& §& Wl @l
Aced T, i anaefiaRvmel ged! smawer,
T I PiSARD! INAT JeATHT T4 AT T,
fri FeaRfiexor N faer T, Jar @RISR
P, MR AR By FIHdR! A DTS
THigd T4, 331 aad TAT 0T TEHR] TRAEESTS
Sooraua &1 do e X guRiaeroT T Sug<h
fer U T, Sgfa SRS Foll Wl
HAL: JBR8 oo, FYfad deermswdl FaHeR)
HRAAMT JRIG@THA T+, Fgad FeIsEe Uh
RGOS S IgPhoiies Dol A SAIRIH I& gal
IFATE b SIS Magd IRl T, 9 Sfeg
Jq GG T UG K JHhdle IR
HeIToTs fAgyd! SIgAfa FHHe: gesa o, faRig
TSR STHRDIE%D] Ugdals TadRI, TREeN
R afvel gareq, foRi werar aweft Joeifa
qM BREHA TR T I HEAFEIT T, faxig
AERATOS fAETeaadd yeg=haH FHEe T
e Aoy, UIgEEh fAd ST §H =y T,
O dareT IuHrhId! f2d wReroret it

AR ¥ WORAGTERTD] AEHRH 6 q
foxia wvermsen weod, GEHl ugd I SfUd
ARPER HRF IR AR Afgar AT 1 s
AHYdg Chlas% HHdA Cllia’)QCbl B |

IH Y 000/9¢ TAT BTG TRTI TR
I IFITS BE IRATIAS e al SUSIE®
g fAERY TRBT B | fH q¥ 003/63 AT 8.9
gfrerd el Fo Mewed Il R &3
ANTEE e MYH a¥ 000/ ¢ 7 ¢ whEE
g, STfN® a9 002/93 AT H Meved IUGAD!
HAM: ((RL T 63§ YA wWH JH [ET R
Hoil gig WS FHAWA: 900 T ¢o YR g, G
% a1 foxig Here] TEEe 3o fAqedl M
AT T ST e 9§ Q080/6¢ T 3R
gfoerd RHMT MIE aY  000/9¢ FEHT Yo
gierd g, Q003 MR FHETH U @
R 9 TS §&¢ B I Holl WDl HeE]
Jo BRE R§ BUIR wHM 3NMAFH I§ Q000/9¢
AT ET STl 61 R RIS X Holl Gl
= 9y BE Y K BEIgw dNdbyd! B |
ora: Agd e 9wes ™ ™ 9
TRYPT A PRIEwHdC asal e i uga
FATINHROTD] fIe T e GaR 3773 37Uel
™ Af&s |

3. faemm s

H 098 Al IRTDI TH IIIT TR
IGHT F& TIPS RIEATD] 8o RRIABTS ob
Ha1, 9 UReders o uaiRe i @, 9
gieders sMbeRe o<l dar el I dfa!
9¢ ufoRaers ieiRe vad sMb=iRe G+ afe
feRme vy qen facda da1 wgie IRage
B | 99 IgER UM o 9T SEE 98 g9
gfcerders A SUdIR® X Wfed &=Ee |l
gl <fgee | dfel 3% ufdee slivEiRe Sy
qer faxiia el HaEe quid: aisad § Wl
e B | o i@ uga 3 wAaeiiaRve
fiRae ggadr SAaer dfeg don fRiy
HATP! HOURAT ST Jag@udl =i, ATorT,
HRIZHA TAT FRINT a1 o s faguae
3faeR ED B |

o Jun fai wRemdl SuRUfierE & &
9 008 NS HARTAFAT ‘& DT ¢ Tl

€Y



qsT 9%, W' Tl 3R del Ao I6, T
BT M gel fad & R "' @@l 43 gel
wgfad faer 6 T SR 98y del d& qen
focia wRen dareawl ®E B | A aEfdw
ST JHdT Ho A FAT 3¢ G B |
TR "G BT 00§, 7T BT 93§ G qH]
030 VMRS HATGA I[HT B | TR a1forey
bl STHI q03¢ TERfRd dfbg gdrgew Ul
HATGTAT BHT B |

TG FB 643 Il W FHREEae R0
A WA oSy 96 Gl SURARY R
Re® v diT sy AR 389 AT AS™
JPS UG Wied TEORAT SEYHT IR B |
JHALB] 8Y IRAHT RGN ATIAT HSADD! B |
99y R TEA1 99§ Ui qmiorsy Sl A
THUD] fARAT B | 37: FAAER]

¥. faei @an fawa aFamEaT T g

TG Pol G IJAT AR 9% Jen faxi
HRIEEH! A IR SeoE-g wud gy
g3 D UES I A HA GRON A Al
JETE SFAAT TG B | IWAT IS Thdl
FfaR<s fawr d% den fag F-es o @fie
SUHI GfhT Yehl gD | Tl fORR e
e au s T9EUal R U g6 T
fRia TRemewd! el Aew gig g9 Tee
B | IIIGHT AAHIRG YGRS BROT FATHTD]
G IeEe URT WE HAeA §gud gal 9@
YA WA e gRarfad WRlfed @I
i qaw @i Reifdd! sfaven e |rdl
AT B | pIah S ARG RITIAT TR
HATGTAT SATSAD] SN YIATAT WATAT =AcH

AMURY YaeR darel ufy Qafad

Samn foxia uge gg faxi o o B IR E® | qFRl S
HAANHRUTB] WRAT gIET TS ST DR IS G, FSER - Aardl
AR R SR uEdl wUAT IZdT Syoerdl, fagqer smgft e gRem
JHP] AAHERH FHd e fag EEHH! SR Favedl  ghREaa s g
HEAE © | wRreeieT BT ST AHRY YaiuR AT Ul

Ufedl  THGHI  WU® ]I gfy aier gaq ®F g | T Yo g
Yoo ¥p duw Afw Wwewe  dodl dgw Jal DB 1 §b TP S ARSI
THATEAT M=/ WeE T uif TS AT 994 WY FerkEeEdr uff qaErR
™ PSR AT TR Sie 2RaT) el HATP! 3T D] AT B | 37
B | e a¥ Q003/vg BT Hifad S 3MATIH YATIR HaTh] SHIGHT Tahvos
Hiftrred d& aun i dRemewa! IRET RATGAT T TAS Ud AT

gl goll oS IR IS giE

TRyere ufy /A X wftd T FRE S
T HURT B | U6 K dHho g6 g i
A2 RS TR R S ) B s G R e | IS
TR UL 008 IS AAFEH §S 943
el % qun foRig SRR AR/l uf3mam
AHG MUHT B | TR 993 dT] ARIEHDH!
SOllold @RS B9 T8 §& go WRAT HTIF 9IS
B | 99 SRS 96 qA1 fRig wenmer ofiar
IR IS T, AT FONGH ToRRI AT,
TP TRRTHT WA URHD! AER T
ER gig® | 9% dqon < weemel @
IUYh AHRAT ST I PRIGRD] SRR IR
g Sifel |aaERe o by den fRi dan
T R g7 B i aaeiervel s
TG T oY TG g S T |

qEER Hare! v T aE 9wy
B W WFY ohe 96 TR MEH
g SUHM T TH AR BE ddbfcud
SUREE®! Gioll T 3MMTeId IRIYD B | IHqHI
I ATHe! 56 wEEe Ja1 fog s fasd
T 9ISB W AT o] WGl AHYD] I
Suee fder I& don O Fuiel ada |
gaen fom1 aw v deg smawe © | Faug
STERRATHT Feheh] U UITRAT St e W= fawa
G I airsEwdd 9w e g7 Rl
ufy ursyd B | 9% dun Rl WReade a8
TIEHD] IR Ui HRT i AT g9
Tool Ted™ Hal JIIST 9] SRaUe] arael
9N B |
PP GINGE AARATHT HROT 6 Tl
A WA T HEed SRadel R9ee 7EW U

44



] goclt o9 Raw |

IR TERIRT Jheh! fIdedgmd! uf AT T
AP | Ufoenl THIH TUGHT IERRT dHd!
JIYRVNGTS HGERAT IAMNYD! B | JHFGTE ATHIOT
& DY g WY Ui Sfey Ten faxi aret
U5d AR T Sfdhyel B | @R, 9@ U MR
TRES B | wERRd rga e wiem
e Ufaf RNed-AE g, SUR . 9We
fFaffd T WUl Age, Afduer gores emwa
o JauaT g9 fRgu den §-9Hl IGHH!
AE PRIAR §1 gl IJHIC TBHD! IMaTIDh
TUIReUHT IRYT g |HG 3favel T |

Y. freeed

fRi uga ¥ |FAaEiaRIel T T UE
NuaiRe dfbg den faxiy JamEe Tqdfega
3R vferd SHaET dar ges vy 3 weaye
T 3 | |al AYIdI a1 M@ Ied! ARNfed

WA §6 den faRi wensl uaw RIS faciy
Har] ST ETe fIR g A B | J9a@T
I wfa d% den facxia dvemel w3 /1
i god | 9w R IRe &= fare
Ay 9T o Fs®, fgd, @R ¥ gRen
T AGH SR JaIR HaTdl SaeIdhl
U ga1 IET ARPRN] USSR YATAD! ATqeFhdl
EHB | IR GEEERY SEaE by veq
foi w1 faaR T R weRarer 9 i
o | I9d, R 9gg 7 |Aaeiiexe
fvgerR g wuaT HelEs W AR I SmYfd
Ueed IUYh Hged §gua® | I g1 dad!
QoA A R & fdere oMo aRabea
Ryl fRi uga 3 aaaefieRoe w=a g
Afs | @

(3GF FUIe I dBHT PRIBN (595 §I5E )

1%



Importance of Strategic Planning in
Agricultural Development Bank in Nepal

m Dr. Shankar Prasad Acharya

Introduction:

Strategic Planning is a proactive approach
and implementation scheme of planned new
or ongoing activities for series of years that
helps achieving organizational goals through
time bound action plan matrix taking into
consideration of high level risk management and
institutional governance practices. Theoretical
framework normally suggest a step-by-step
sequential process of strategic plan formulation
trying addressing ‘Wh’ questions as exhibited
in Annexure - 1, which are associated to vision;
mission; values; strategic goals; tactical goals,
plan, program and projects; action plans; plan,
program and project evaluation and reviewing
of the existing progress. While preparing a
new strategic plan or continuing as succession
of preceding strategic plan, number of
activities are carried out including collection
of information from real world; conducting
environmental and strength-weakness and threat
opportunity (SWOT) analysis; reviewing the
inputs in greater detail; setting the strategic
matrix; defining strategies with vision, mission
and high value goals, conducting final review
process; formalizing the strategic plan with
detailed execution action plan and conducting
periodic monitoring and evaluation for seeking
feedback and necessary adjustments, if
required to help making the strategic plan more
innovative, realistic and achievable in attaining
organizational goals. In doing so, strategic plan

always tries to maintain accountability, integrity,
responsibility, fairness, and transparency.

Global Context:

Ancient strategic approach to management in
any organizations is a very old concept and is
originally related to military affairs. The term
strategy is derived from the Greek "strategos,"
which means, literally, General of the Army.
At the battle of Marathon (490 BC), the strategoi
advised the political ruler as a council. They
gave strategic advice about managing battles
to win wars, rather than ‘tactical’ advice about
managing troops to win battles. In time, the job of
the strategoi evolved to include civil magisterial
duties as well, largely because of their status
as elected officials. From these military roots,
strategic planning has always aimed at the ‘big
picture’ like winning war. The focus of strategic
planning is on results or outcomes, rather than
products or outputs.

Modern Strategic Planning approach starts in
the early 1920s, when Harvard Business School
developed the Harvard Policy Model, one of
the first strategic planning methodologies for
private businesses. This model defines ‘strategy’
as a pattern of purposes and policies defining
the company and its business. A strategy is
the common thread or underlying logic that
holds a business together. Strategies determine
organizational structure; appropriate strategies
lead to improved economic performance.
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Through the late 1950's strategic planning's
focus shifted away from organizational policy
and structure toward the management of risk,
industry growth, and market share. Business
calls this approach to strategic planning the
‘portfolio model” which led to the emergence of
industrial conglomerates.

The next evolutionary steps led to the industrial
economics model, where strategic decisions
derive from analyses of competitive power
relationships. In this model, the relative power
of customers and suppliers, and threats posed by
substitute products and services, new industry
entrants and market rivals dictate competitive
strategies. Through the 1960s, strategic
planning became a standard management tool in
virtually every Fortune 500 company, and many
smaller companies as well. Until the mid-1980s
strategic planning remained mostly a private
sector undertaking, however this approach has
been adopted by the public sectors too after mid-
1980s.

Nepalese Context:

Strategic Planning is a proactive approach and
implementation scheme of newly planned or
ongoing activities for series of years in public or
private sector that aims for proper development
of strategically important areas of concerned
sectors. In the Nepalese context, approach of
strategic planning had been started from the
First Five year Plan 1965-1961 by identifying
the important sectors of the economy those are
to be developed. Such government led planned
policies and programs gradually helped the
private sectors to grow. Adoption of strategic
planning approach in corporate sector is a recent
phenomenon in Nepal as even the Nepal Rastra
Bank, the central bank of Nepal had also adopted
strategic planning approach from 2006 only.
These days, it can be seen that majority of the
corporate sectors and private sector businesses
have adopted periodic strategic plans with
organizational vision, mission, goals, strategies
and strategic actions plans.

Context of Agricultural Development Bank
(ADBL):

Normally, ADBL carries its activities based on
Business Plan. Current vision of the ADBL is
“to be a mass-based complete Bank serving from
urban to rural” and the mission is “to deliver
comprehensive banking solution strengthening
its extensive network.” Similarly the objectives
of this Bank has (a) to provide quality banking
service (b) to adopt market driven strategy, and
(c) to obtain sustained and competitive return
on investment. Furthermore, it has mentioned
about the corporate conduct also relating to the
cliental services, business operation, corporate
governance, risk factors, reputation of the
Bank and many more. However, in the new
political federal structure context and growing
competition and urgency of diversified quality
service; ADBL needs to rethink on its vision,
mission, goals, corporate culture and values.
For this, ADBL requires to formulate periodic
strategic plans in the changed context. To develop
the modern and scientific strategic plans, ADBL
can follow the processes as described below.

Strategic Plan Formulation Framework:

Strategic Plan is a relatively clear
and concise guiding document that is
visionary, conceptual and directional in nature
that normally describes an organization's
vision, mission, objectives, goals, and its
strategies for achieving high value goals and
objectives depending upon the internal and
external environment in which the concerned
organization functions. General intuition of
formulating strategic plan in organizations is
to keep the concerned organization on track
focused to organizational goals by implementing
set strategies and programs for organizational
excellence that is reflected through mission and
vision accomplishment. Formulation of strategic
plan is a rigorous process that generally follows
the under mentioned figure:
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Strategic Plan Formulation - A Generalized Framework

Strategic Planning Process

| CURRENT STATE I

6. Implementation

DESIRED
FUTURE STATE

1

5. Implementation Plan

Objectives, Accountabilities

Budgets, Risk Management,
Update/Revision Process

Governance
Review

(_[ ab.

1. Set Context
Interviews, Surveys
Community Profile

& Organisational Review

v

2. Define Strategic
Framework
Vision, Mission, Values,
& Strategic Priorities

4a. Refine & Ratify
Strategic Framework

3. Define Goals

Currant State Assassment,

Gap Analysis, and
Definition of Goals

Strategic Plan Formulation Process:

There are no any unanimous models of strategic
plan formulation. It is a subject of skillful
innovation and experiential learning that
significantly helps organizations or departments
developing a proactive and achievable strategic
plan matching to the nature and scope of the
concerned organization. It can be designed
by seeking feedback from the concerning
stakeholders (in-house and external) and
literature survey. To start with, indicative
process of formulation of strategic plan has been
suggested in a strategic flow as following:

Contents of Strategic Plan:

A sound and relatively comprehensive strategic
plan should have addressed the following
contents in it so that a complete picture and future
directions can be visualized by the stakeholders:

(1) Vision Statement:

Is it necessary to revisit the current “vision
statement” of the Bank? If necessary,

(2)

(3)

(4)

explore suitable vision from the stakeholders
matching to the contemporary developments
in the economy and industry.

Mission Statement:

Is it logical to review or modify the current
“mission statement” of the Bank? If it needs
to berevised, explore the appropriate mission
statement of the bank through feedback and
suggestions from related stakeholders.

Values Statement:

Do you feel appropriate to re-state or
change the present or define new “Core
Values” statement of the Bank? If required
to change in them, then explore it from the
stakeholders and experts.

Identification of Strategic Areas:

Do you see any rationale in setting such
strategic areas of business and functions? If
s0, it is required to explore new approach or
areas too in this context.
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Strategic Plan Formulation Process

From all Stakeholders; Customer Analysis;

Gather Inputs from the Real World .| Competitor Analysis; Industry Analysis;
Environmental Analysis; Organizational

Performance; Organizational Strategies

External Analysis (Opportunities and
Conduct Strength-Weakness and Threats); Internal Analysis (Strengths and
Opportunity-Threats (SWOT) Analysis Weaknesses); Strategic Questions and
Issues

Review the Inputs in Greater Detail

\4

Review Inputs; Review SWOT Analysis;
Define Key Statements

\4

Define Strategies to Address SWOT

Set Strategic Matrix Combinations (Opportunities vs Strengths;
(Opportunities vs Weaknesses; Threats vs
Strengths; Threats vs Weaknesses)

v

Define Strategies with Vision, Mission Vision Statement; Mission Statement;
and High Value Goals Objectives; Time Bound High Value Goals;

Key Strategies; Operational Plans

\/

Final Review from All Stakeholders;

Conduct Final Review Process Review Vision and Mission; Review

\ 4

Strategies; Review Goals; Review Plans;
Adjust as Required

Formalize the Strategic Plan with

Detail Execution Action Plan Approval and Implementation of Strategic
l Plan; Monitoring and Evaluation; Feedback
— — and Re-adjustments (if Required)
Conduct Periodic Monitoring,

Evaluation, Feedback and Adjustments

(5) Implementation Framework: the detail implementation plan for each
objectives, high value goals and strategic
pillars and activities, at least addressing the
following issues:

This is the vital part of strategic plan as the
level of clarity of plan and dedication in
implementation determines the degree of
achievement of organizational high value » Actions to be initiated (detail action plan for
goals, mission and vision. Considering Departmental goals/programs)

this fact, Bank should gather and organize

%0



Key performance indicators (how these
actions to be measured?)

Timeline: when to start and when to
accomplish?

Responsible implementing bodies: which
Department, Office, Division, or Unit is
responsible?

Monitoring, evaluation and reporting: who
is responsible to monitor and evaluate the
implementation status of action plans? What
is the reporting mechanism?

Readjustment/fine-tuning: who is
responsible to redefine or re-adjust or drop
the issues related to strategic plan?

Seeking Stakeholders or

Feedbacks:

Opinions

Departments, Offices, Divisions or Units are
to be advised to adopt participative approach
and seek view from all officials within
respective offices. Also advised to seek ideas
and opinion from the ex-employees, experts
and other related institutions (if possible)
while preparing the feedback report and
strategic plan.

Conduct Environmental Analysis:

ADBL should conduct environmental
analysis in political, economic, social,
technological, environmental and legal
(PESTEL) scenario scrutiny model or in
any other ways you feel necessary and
conduct Strengths-Weaknesses and Threats-
Opportunities (SWOT) analysis for the
bank so that it will help paving the way for
preparing “strategic matrix” and choices of
strategies to set for forthcoming strategic
plan formulation.

Conclusion:

After receiving the feedback reports (proposals)
for the formation of forthcoming strategic
plan, ADBL can initiate the process of plan

formulation. For this, there needs to be a
‘Strategic Plan Formulation and Monitoring
Committee’ formed within the bank. Respective
responsible department needs to compile
all the feedback reports by streamlining the
relevant matters and prepare a consolidated
report. Side by side, Bank requires to conduct
series of consultations with concerned experts
and entities for clarity and improvements. One
to one consultations with the Departmental
officials and roundtable discussions is essential
on appropriate time. Different workshops
and seminars should be conducted before
finalizing the draft of the strategic plan. Active
and constructive participations are highly
encouraged from all the concerned entities and
individuals in this process.

In this strategic plan formulation process, ADBL
needs to consider the following issues to address
in its strategic plan:

» Existing organizational structure and it’s
sufficiency to cater the future demands

> human

Existing resource, financial,
infrastructure and IT resources, gap, future

needs

Need of office establishments making it
compatible to the Federal Structure of the
country

Growing digitization of financial services
and financial inclusion

Business diversification potentials and rural
focused lending schemes

Green banking and green financing to address
the climate change threats

Consumer protection and corporate social
responsibility

Corporate governance, transparency and risk
management

Compliances, adoption of international best
practices and public confidence.
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Human Resource in Financial
Sector: Issues and Challenges

m Bhola Ram Shrestha

Background

Banking is a very technical job which, among
others, principally deals with administration
of public deposit and credit. In the absence
of proper management between the two, the
credibility of the overall banking industry may
be at stake. Hence competent human resource
well equipped by specialized training and skill
should be in place in a banking institution. In this
context, this article deals with the development
of human resources and training in financial
sector and the initiatives taken over the years.

Banking industry in Nepal started with the
establishment Nepal Bank in 1937. As formal
banking was totally new concept in the country,
banking expertise in the market was virtually
non-existent. Hence, the bank started with
12 staffs without banking expertise. Foreign
bankers held the bank's key positions from its
establishment until 1964/64. In this context,
Thakur Singh Khatayat, an experienced Indian
banker, conversant with Nepalese language,
supported by additional four staffs also deputed
from Indian banks, served as the bank's first
Chief Manager, while Ralph Wyth was the last
foreign official to act as the bank's General
Manager. He was succeeded in April/May 1965
by Ananda Bhakta Rajbhandari, selected from

among the bank's Executive Officers through
free competition. He is the first Nepalese to lead
the bank. A Specialist Consultant assisted the
bank in selection of high level officials.

Obviously, in those days the recruitment
of banking personnel was mainly based on
academic qualification in the absence of trained
or experienced manpower in the market. As
such, the Nepal Bank adopted the 'learning by
doing' approach in managing human resources.
In due course of time, the bank managed to
recruit employees from the market and started
to train employees in various areas by forming
a training unit. Remarkably, few high level
employees working in this bank were deputed to
the NRB to assume key responsibilities after the
later came into existence in 1957. Among them
Ram Raj Tuladhar was preliminarily entrusted
to look after the bank's audit system and was
later on placed as the Chief of banking office.
Besides, two high level officials entered the
central bank through open competition. In later
years, the central bank aggressively formulated
policy to recruit competent people from the
market and initiated to train its manpower within
and outside the country.

Nepal's financial system started to flourish
with the establishment of banking institutions
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meant for financing the industry, commerce

and agriculture sector between 1959 and 1968.
These institutions included Nepal Industrial
Development Corporation (NIDC), Rastriya
Banijya Bank and Agricultural Development
Bank.
employees of the central bank were handed over
to the Rastriya Banijya Bank which took over
certain banking transactions previously carried
out by the former. As the NIDC and Agricultural
Development Bank came into existence through
conversion from Industrial Service Centre and
Cooperative Bank respectively, the human
resources therein were adjusted accordingly.

Remarkably, some  experienced

Initiatives towards banking training

The banking industry virtually remained
without specific framework on banking training
for more than three decades although the NBL,
RBB and private sector banks had in-house
training wings of their own. In this context,
the Bankers Training Centre (BTC) was set up
by the NRB in April 1970 to cater the growing
need of banking training. Initially, it conducted
General Banking courses with a team of three
instructors for Officer and Assistant level
employees of NRB and other banks. Since then
it has imparted tailor-made training programs,
seminars and workshops for bank employees of
various categories and levels. Currently, it serves
as an in-house training division of the central
bank. Besides, the NRB encouraged promising
students of Economics with the objective of
preparing quality professional bankers through
the provision of 'Reputed Chair' scholarships
in 1970s. However, it failed to continue in later
years.

Provision of agriculture banking training

Inview ofthe importance oftraining inagriculture
banking, the Agricultural Development Bank
established the Agricultural Credit Training

Institute (ACTI) in September 1977 with the
technical support of Asian Development Bank
(ADB). It received consultancy services from
the ADB in designing proper curriculum and
preparing Trainers for the bank. It was renamed
as Agricultural Credit Training and Research
Institute (ACTRI) in 1992 by consolidating
the bank's training and research activities.
Eventually, it had been modified as 'Central
Training Institute' (CTI) in 2002. Currently, it
mainly focuses on imparting in-house training
in the area of business planning, risk/credit/
portfolio management, market promotion and
comprehensive banking through a network of
regional training centers located in five regions
of the country.

Establishment of National Banking Institute

Enhancedprofessionalisminbankinghasbecome
more important particularly in the context of
rising cases of fraudulent activities with the
increase in number of banking institutions and
the complexities thereon. Absence of adequate
banking expertise and professionalism, among
others has led to problematic conditions in
banking institutions as recently experienced and
even in the past. Tailor-made banking training
programs has not been compatible with the
growth of banking institutions. As such, short
supply of trained human capital particularly
in technical areas such as credit, accountancy,
marketing, treasury, compliance and risk
management particularly at mid and low-level

staff, was realized.

The above scenario prompted the stakeholders
to establish an apex banking and finance
academy. Hence the National Banking Training
Institute was established in 2009 under the aegis
of Nepal Bankers' Association with the support
of Asian Development Bank. It is promoted
by 23 shareholders including NRB, RMDC
and commercial banks. Since then it has been
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catering the growing need of skilled banking
manpower through the provision of tailor-made
training, seminar for Board members, CEOs and
employees of various categories. It was renamed
as National Banking Institute (NBI) in March
2014.

NBI since its inception has conducted about
800 programs (including courses related to risk
management, corporate governance, money
laundering, and cybercrimes) to more than19000
banking professionals by November 2017. It has
a wide affiliation and collaboration with national
and international experts and associations. Some
banks, in collaboration with the NBI in the
recent times, has initiated to conduct tailor-made
programs for their employees. The launching of
Junior Asssociated of National Banking Institute
(JANBI) by the NBI is a step forward in the area

of professional banking certification course.
Other provisions

In view of the ever increasing demand of human
resources in financial sector, special courses on
banking, finance and insurance are included in the
Management Faculty under various universities.
Students are involved in internship for providing
short term and medium term practical experience
in banking. Few private educational institutions
conduct training programs on banking, capital
market, accountancy, chartered accountancy and
management. It has helped to prepare skilled
manpower in financial sector to some extent.

Regulatory initiatives

Efficient and skilled manpower is a valuable
asset for a banking institution. However, many
banking institutions consider the investment in
training as financial burden. As such very few
banks pay attention in building human capital.
Taking this fact into consideration, the NRB from
2016/17 made it mandatory for banks to earmark
at least 3.0 percent of the employees' expenses

in creating highly skilled human resources. The
regulator has also directed the banks to provide
adequate training to the directors to enhance their
level of decision making capacity. Earlier, the
NRB made it mandatory for banking institutions
to recruit employees on the basis of merit and
competitive capacity by forming a Committee
under a non-executive Board member. In
addition, the central bank through a directive
issued in January 2017 has set specific standard
for hiring foreign banking professionals in joint
venture banks.

With the country adopting federal structure of
government, the central bank has adopted the
policy of accessing banking services in all local
level bodies that are still unbanked. With this,
more jobs have been created. Further, the licensing
of about a dozen insurance companies in the
recent times has broadened the job opportunity
in the financial sector. In addition, recruitment
of more personnel from the open market by the
regulatory bodies of the financial sector like
the NRB, Beema Samiti (Insurance Board) and
Securities Board of Nepal (SEBON) has opened
new avenues of employment opportunities in the
process of enhancing their capacities.

The banking profession in the present context

is regarded as glamorous, secured and
respectable with immense opportunity for
personality development. Hence, more and
more young generations are attracted to this
profession in line with the growing number
of banking institutions. By mid-July 2017,
the number of staff in BFIs (four categories)
is estimated to have exceeded 30,000. A good
number of women bankers are also engaged
in key positions. Earlier, measures to enhance
capacity of employees of central bank and
public sector banks, including restructuring of
staff took place through the implementation of
voluntary retirement scheme (VRS) under the

Financial Sector Reform Program (FSRP).
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Concluding Remarks

Only a limited number of banks in Nepal
catered the financial needs of the general
public for more than four decades. However,
the central bank's liberalized licensing policy
led to substantial expansion of bank and non-
bank financial institutions in private sector as
well as in joint venture with foreign banks from
the 1980s. It was aimed at introducing new
technology, provide efficient banking services
for modernization of the banking industry. It
has also facilitated the entry of highly skilled
manpower as Chief Executives in joint venture
banks. In due course of time, Nepalese bankers
have demonstrated high level of competency in
leading the banking industry, while few banks
had shown presence outside the country.

Since huge cost is incurred in grooming human
resource, however retention of experienced
and competent manpower is one of the greatest
challenge in banking institutions since huge cost
is incurred in grooming the human resources. It
calls for appropriate policy on human resources
management including the provision of career
development and appropriate remuneration
package as well as maintaining conducive and
harmonious environment in the bank.

The soundness of financial sector is closely
linked to public confidence and financial
stability. In the absence of proper skill and
competence among the bankers, systemic
risk may occur. Hence, the role of training
and development for capacity building of the
professionals has become much more important

in the context of emerging challenges in the

competitive financial environment. Relevant
technical expertise and enhanced knowledge
is equally important in insurance and capital
market sector as important components of the
financial system. Adequate orientation prior to
joining the institution and on-the job-training
are imperative to add value in this area.

In the present context, the establishment of a
research as well as training/educational academy
at par with international norms in collaboration
with the regulators of banking, insurance and
capital market to cater the respective needs has
become inevitable. It is desirable to operate
wide range of training activities through a
single institution in collaboration with related
stakeholders so as to avoid duplication in
functioning and operate economically. Setting
up multiple or different training academies for
each component will be a costly business.
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Talent Management and
Succession Planning

m Anil Kumar Upadhyay

oday, organizations are starting to buy, build, and stitch together performance manage-

ment systems, succession planning systems, and competency management system. Orga-
nizations are made up of people: people creating value through proven business processes,
innovation, customer service, sales, and many other important activities. An organization
strives to meet its business goals, it must make sure that it has a continuous and integrated
process for recruiting, training, managing, supporting and compensating these people.

The aim of good management is to provide services to the community in an appropriate,
efficient, equitable, and sustainable manner. This can only be achieved if key resources for
service provision, including human resources, finances, and hardware and process aspects of
care delivery are brought together at the point of service delivery and are carefully synchro-
nized.

Talent management is a new approach for succession planning that focuses on developing
leaders within one’s very own organization. It ensures that the right people, with the right
skills are in the right place, and that these people are engaged and focused on the right ac-
tivities to achieve targeted results. Successful organizations develop talent by establishing a
culture of wellness; provide learning opportunities, empowering people to be successful by
allowing them to play to their strengths.

Talent: A Skills Shortage, Not a Job Shortage

The best talent management plan is closely aligned with the company’s /Institution’s stra-
tegic plan and overall business needs. Goal alignment is a powerful management tool that
not only clarifies job roles for individual employees, but also demonstrates ongoing value
of employees to the organization. Companies/Institutions around the world are struggling
to confront talent shortages, shifting centers of economic activity, and an increasingly
networked business environment. A report gave an idea about even though nine of out
of ten executives who were interviewed insisted that organizational change is either “ex-
tremely important” or “very important” to build or maintain competitive advantage. More
than two-thirds say their organization does not have a clear view of the changes needed
to meet these and other looming social and economic developments. Half of them admit
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that their companies have not recruited the right people to lead a response or know who
is accountable for dealing with such issues.

Employers across the globe are facing the most acute talent shortage at the highest level since
2007, according to the latest talent shortage survey shown, of more than 42,000 hiring man-
agers in 42 countries to identify the proportion of 40% employers having difficulty in filling
positions, in which jobs are difficult to fill. (Talent shortage survey by ManpowerGroup in
2016 and released in 18" Oct.2016). Further in 2016, talent shortage survey results, of the
42,300 employers, the hardest jobs to fill remain was skilled trade workers for the fifth con-
secutive areas i.e. Sales representatives, Engineers, Technicians and Drivers all slip one rank-
ing, and Office support staff. Production and Machine operators also become harder roles to
fill compared to 2015. In the same report, talent shortage in American region; 42% employers
reporting difficulty filling jobs across the America, Argentina is suffering the most acute talent
shortage by 59% and Canada is expecting the latest difficulty by 34%. In Europe employers
are facing talent shortages at the highest level since 2007, with 36% of employers reporting
difficulty filling vacancies, a rise from 32% in 2015. Employers in Romania, Turkey, Bul-
garia and Greece face the most acute difficulties. Those reporting the latest difficulty include
Norway, the Netherlands, UK and Ireland. Similarly in Asia Pacific, almost half of Asian em-
ployers (46%) reporting hiring difficulties, down 2% percentage points year-over-year. Japan,
Taiwan and Hong Kong reported the most challenges. Just 10% of Chinese employers report
difficulty, the lowest of all countries surveyed, and a step fall from the 24% reported in 2015.

A greater percentage of employers report talent shortages in 29 of the 42 countries and terri-
tories in year 2015, when compared with 2014. The most notable increases are evident in Sin-
gapore (40%), South Africa (31%) and Romania (61%), where the proportions facing recruit-
ment difficulties due to talent shortages climb by 30, 23 and 21 percentage points from 2014,
respectively. Elsewhere, the proportion reporting talent shortages decreases in 12 countries,
six of which are located in the Americas. The most notable declines of 26 and 12 percentage
points are reported in Argentina (37%) and Panama (46%), respectively, while decreases of
11 percentage points are reported by employers in both Finland (22%) and Turkey ( 52%). In
the same way countries like Czech Rep, Ireland, Netherlands, Spain, and UK reported 18%,
11%, 14%, 14%, 14% respectively.

Experienced least difficultly filling jobs in 2015: Japan, Peru & Brazil were also three of the
top five countries where employers reported difficulty filling jobs in 2014(Japan 83%, Peru
68%, Hong Kong by 65%, Brazil 61%, Romania 61%. In India, 58% of India employers
report difficulties filling job vacancies due to talent shortage. This makes a year over year
decrease of 6% as compared to 2014(64%). 9% of India employers recognized that talent
shortage are having a negative impact on their businesses, but few employers are putting tal-
ent strategies in place to address the problem. 35% of employers who are proactively tackling
talent shortage, compared with 27% employers one year ago. And employers are having the
most difficulty in filling jobs in Accounting and Finance, IT staff and Secretaries, Personal As-
sistants, Receptionists, Administrative Assistants and Office support staft as compared to last
year when IT staff , Accounting and Finance staff and sales Managers were the most difficult
position to fill according to served by Manpower group.
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Top five key reasons for difficulty filling jobs

Lack of available applicants/ no applicants (35%)
Lack of technical competencies (hard skills)( 34%)
Lack of experience (22%)

Lack of workplace competencies (soft skills) (17%)
Looking for more pay than is offered (13%)

The Fundamentals of Talent Management

Having the right executive talent in place ready to move to the top when needed is criti-
cal for business success in future. The following questions should at least be addressed to
ensure a smooth shift to the next generation of leaders,
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e How do we attract and retain enough employees at all levels to meet the needs of organic
and inorganic growth? Is culture the absolute bed rock on which once can develop talent?

e How do we create a value proposition that appeals to multiple generations?

e How do we develop a robust leadership pipeline and transfer key knowledge and
relationships?

e How do we achieve top-level buy-in and what is required by a CEO to get his team onside?

e How do we unlock women’s leadership potential and release the next generation’s
brightest talent?

Talent Acquisition and Competencies

Basically, Tenacity (A good recruiter), Network Build (relationship skills), Salesmanship
(both inside and outside the organization), ProjectManagement (to keep track of the funnel
and leads and present at the right time), Market Intelligence (Know thy market), Sourcing
Skill (up on the latest technology and methods) and Behavioral (fit for job, culture, team) are
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the short list of Talent Acquisition Competencies. It covers:

Identify the business need to ground the talent management process.

Discuss a wide variety of competency model approaches and formats.

How to develop and use competency models to identify the specific behaviors required
for jobs and functions.

Implement talent management and competencies that are embraced by the line.

Design and implement a global succession management process.

Design interviewing and selection tools to obtain top talent.

Review different types of assessment technologies, including 360-degree feedback.
Review tools, forms, samples of applications, and measures of success.

An Integrated Talent Management Model

Business felt an urgent need for training, talent mobility programs, leadership development,
new talent acquisition strategies, and new technology and therefore updated talent manage-
ment programs.

Goal: Integrated Talent Management
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Ensuring information, knowledge, and wisdom are shared across the business as quickly
and effectively as possible.

Developing the ability to change the operating model quickly enough to keep up with
technological change.

New strategies for global workforce planning.

The Struggle over Talent Management

High-performance organizations increasingly seek to create a talent management strategy that
is closely aligned with their business objectives-in reality that’s not the case. Therefore we
need to understand:
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why there is little consensus on the current state of talent management strategy

How employers are striving, and struggling, to align their talent strategy with their
business objectives

How to build and deploy a talent management strategy in an organization

Strategic Staffing in Support of Organization

Organizations in every industry face the challenges of competition for qualified talent and
retention of knowledge workers. Therefore it is necessary to take longer term view of build-
ing a workforce, using analytics and data, can increase ones ability to have the right talent
available to take advantage of market opportunities. For that we need to:

Gain an understanding of future uncertainties and risks involved in staffing
Gain better insight on setting strategic workforce priorities

Better align talent management plans to long term strategies

How Talent Issues Work Today:
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Creating a Leadership Pipeline for Success

Identify and develop Learning Agility to best align talent to your business strategy
Develop a performance-potential matrix that will map your entire leadership
Pipeline to identify your top performers

Drive the process deep into your organization simply and rapidly
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Developing Talent Management Leaders Who Deliver Business Value

As the talent needs for business become more complex, the more central the role talent man-
agement professionals play in providing a ready workforce to achieve business results. Hence
the role of effective Talent Management professionals are to:

e Identify the skills and traits necessary to be effective

e Conduct a quick self-assessment, receive peer coaching, and create a short personal
development plan to increase your personal effectiveness.

The Role of HR in Organizational Transformation
e Making a Strategic Contribution

e The 4Ps of HR

e New Competencies and Roles

e Building Compelling Cases for Change

High Impact Talent Management®
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WHAT EMPLOYERS CAN DO

e Design new people practices — the same old recruitment practices won’t yield different
results (e.g. redefine qualifying criteria)

e Adopt an agile mindset — explore untapped pools to source new talent (e.g. candidates
from further afield, youth, older workers, women, military veterans)

e Foster a learning culture and encourage employees to own their careers

e Promote your unique employee value proposition to become a talent destination.
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Conclusion

Talent management works to enhance the company-employee relationship on a number of
levels, with tools to help foster a more productive and collaborative environment. A system
capable of diagnosing and classifying individual skills can also establish a stronger, leaner
workforce and lead to better business performance. If company elects to implement a talent
management solution, better to apply software, which will accommodate existing HR system,
includes an intuitive interface and creates a manageable framework of best practices for all
personnel management needs. It will help to maintain international standard and any one
can apply in your company or organization. Executives and HR management have always
been focused on basic talent management—acquiring, hiring and retaining talented employ-
ees. But, to drive optimal levels of success, business leaders need engaged, high-performing
employees. The key to provocative a workforce to greatness is to align your talent manage-
ment with company strategy, define consistent leadership criteria across all functional areas,
and identify specific competencies (analytical, technical, education, experience) to cultivate
for continuing growth. Careful planning, culminating in a sound talent strategy that is tightly
connected to the organization’s overall business strategies and business needs, is required for
talent management to become ingrained in an organization’s culture and practices. Only when
this happens, it is possible for talent management to be both effective and sustainable.
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Exchange Rate and
its Determination

= Bam Bahadur Mishra

Foreign Exchange

In today’s world, most of the countries have their
own currency. The trade within the single country
is conducted by using the currency of'that particular
country. But due to interdependence in trade,
almost all the countries conduct their business with
other countries round the globe. For this purpose,
one country may need the currency of other. The
currency of other countries is known as foreign
currency or commonly called foreign exchange.
Some currencies like United States Dollar, Euro,
Yen, and Sterling Pound are accepted worldwide
and others are simply accepted within the territory
of a single country like Nepalese currency. To
conduct international trade any country has to
have stock of foreign currency and that has to be
purchased or earned by any method. When there is
question of buying one has to be in the market of
foreign exchange.

Foreign Exchange Market and Exchange Rate

In a market there are buyers and sellers who
negotiate and agree on the price for the commodity
to be exchanged. The foreign exchange market
resembles with the ordinary market in the sense
that people buy and sell commodity in this market
too. But the only difference is that in foreign
exchange market foreign exchange (currency) is
bought and sold. The price of foreign exchange
market is the exchange rate. The need of foreign

exchange to conduct international trade is obtained
from this market. Those having long position will
sell the foreign exchange and having short position
will buy it to fulfill the requirement of meeting
obligation of international imports. The principles
of determination of foreign exchange rate are the
main matter of discussion of this write up.

While we talk about exchange rates, we should
first understand about the nominal exchange rate
and real exchange rate.

Nominal exchange rate: It is the relative price of
the currency of two countries. For example, if the
exchange rate between USD and NPR is Rs. 70 per
dollar then it is the nominal exchange rate between
USD and NPR. When people refer to the exchange
rate between two countries, they usually mean the
nominal exchange rate.

Real Exchange rate: Real exchange rate is
defined as the nominal exchange rate that takes
the inflation differentials among the countries into
account. It's important in a way that it can be used
as an indicator of competitiveness in the foreign
trade of a country. In a general sense it can be
stated that if the real exchange rate is high, foreign
goods are relatively cheap and domestic goods are
relatively expensive. If the real exchange rate is
low, foreign goods are relatively expensive and
domestic goods are relatively cheap.
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Formula for obtaining real exchange rate:

Real exchange rate = Nominal exchange rate
multiplied by Ration of price levels.

Exchange Rate Regimes

Basically, there are two types of exchange rate
regimes namely:

1. Floating (Flexible) exchange rate regime

2. Fixed exchange rates regime

Floating Exchange rate regime:

A floating or flexible exchange rate is a type of
exchange rate regime wherein a currency's value is
allowed to fluctuate according to foreign exchange
market behavior. In this system, the market
determines the value of the currency. This happens
by the interactions of banks, firms and other
institutions seeking to buy and sell currency for
various purposes, viz; clearing, hedging, arbitrage
and speculation. So, higher demand for a currency,
everybody will try to buy and, would lead to an
appreciation. Conversely, as the demand declines,
all try to sell, and that would lead to a depreciation
of the currency. An increase in the supply of a
currency, all try to sell, will lead to a depreciation
of that currency while a decrease in supply, all else
equal, will lead to an appreciation. Essentially, we
can characterize the equilibrium exchange rate
under a flexible exchange rate system as the value
that is consistent with covered and uncovered
interest rate parity given values for the expected
future spot rate and the forward exchange rate.

Since 1971, economies have been moving towards
flexible exchange rate systems although only
relatively few currencies are classifiable as truly
floating exchange rates. Most OECD countries
have flexible exchange rate systems: the U.S.,
Canada, Australia, Britain, and the European
Monetary Union.

Managed float Exchange Rate Regime

This is not the perfect float regime. In this system
Authorities will have some influence for the
determination of exchange rate. However, the
basic determinant will be the market behavior
as stated in flexible exchange rage regime. A
managed floating rate systems is a hybrid of a
fixed exchange rate and a flexible exchange rate
regime. In a country with a managed floating
exchange rate regime, the central bank becomes
a key participant in the foreign exchange market.
Unlike in a flexible exchange rate regime, it
doesn’t allow the market to freely determine the
value of the currency. Instead, the central bank has
either an implicit target value or an explicit range
of target values for their currency: it intervenes in
the foreign exchange market to keep the exchange
rate close to the desired value or within the desired
target values.

Example: Suppose Nepal has a managed floating
rate system and Nepal Rastra Bank wants to keep
the value of the currency close to Rs.70 /1USD. In
managed float regime, NRB is willing to tolerate
small fluctuations in the exchange rate (say from
Rs. 69/1USD to Rs. 71/1USD) without getting
involved in the market. If, there became excess
demand for NPR in the market causing probability
of appreciation below Rs. 69/1USD, then NRB
increases the supply of NPR by intervention (i.e.
buying USD from the market) hence supplying
NPR. Similarly if there is excess supply of NPR
with probability of depreciation above the Rs,
71/1USD, NRB increases the demand for NPR
again by intervention (i.e. by selling USD in the
market) hence supplying USD absorbing NPR.
But for this condition to pursue, NRB should
have adequate foreign exchange reserve in its
holding. Hence, indicators for managing the rate
include the balance of payments position, the
level of international reserves, and parallel market
developments.

It is important to realize that a managed float can
only work when the implicit target is close to the
equilibrium rate that would prevail in the absence
of central bank intervention. Otherwise, the central
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bank will deplete its foreign exchange reserves
and the country will run out of foreign exchange
reserve and cannot intervene.

Some managed floating regimes use an explicit
range of target values instead of using an implicit
range of values. For example, in the early 1990s,
many European countries participated in an
arrangement called Exchange Rate Mechanism
(ERM) in which they set a range of values (a
band that was 2.25 percentage points wide on
either side of a central value) in which their
currencies were free to move in but agreed to
intervene to prevent currencies from moving
outside that range.

Fixed Exchange Rate Regime:

A fixed exchange rate is a type of exchange rate
regime wherein a currency's value is matched to
the value of another single currency or to a basket
of other currencies, or to another measure of value,
such as gold. A fixed exchange rate is usually
used to stabilize the value of a currency against
the currency it is pegged to. This makes trade and
investments between the two countries easier and
more predictable, and is especially useful for small
economies where external trade forms a large part
of their GDP. It can also be used as a means to
control inflation. However, as the reference value
rises and falls, so does the currency pegged to
it. The perfect example for this is the pegging of
Nepali currency with Indian Currency.

Example: Let us assume an exchange rate regime
in which the exchange rates of the countries were
fixed against the U.S. dollar, with the dollar in turn
worth a fixed amount of gold. Many countries have
fixed exchange rate system where the central bank
announces a fixed exchange rate for the currency
and then agrees to buy and sell the domestic
currency at this rate. The basic motivation for
keeping exchange rates fixed is the belief that a
stable exchange rate will help facilitate trade and
investment flows between countries by reducing
fluctuations in relative prices and by reducing
uncertainty.

Central Bank Intervention in fixed (Pegged)
Regime:

In fixed exchanged rate regime, demand and supply
for currency still exist as in the case of floating
exchange rates. However, changes in demand and
supply theoretically no longer affect the price of
the currency, which is fixed. However, the price
of the currency may only remain fixed in the short
run; there may be substantial long run changes in
the exchange rate.

In a fixed exchange rate system, the Central Bank
stands ready to exchange local currency and
foreign currency at a pre-announced rate. One
important concept to keep in mind is the market
equilibrium exchange rate, the rate at which
supply and demand will be equal, i.e. markets will
clear. In a flexible exchange rate system, this is the
spot rate. In a fixed exchange rate system, the pre-
announced rate may not coincide with the market
equilibrium exchange rate. In any market, there
will be situations of excess demand and excess
supply. Under a flexible exchange rate system,
these changes cause appreciation or depreciation of
the currency respectively. Under a fixed exchange
rate system, the Central Bank remains prepared to
absorb the excess demand or supply. In order to do
this exchange the Central Bank must hold stocks
of both foreign and domestic currency. Since the
central bank prints domestic currency, holding
stocks of domestic currency poses no problems.
The difficulty comes in holding an adequate stock
of foreign currency known as foreign exchange
reserves. The quantity of reserves has to be
adequate to sustain the fixed exchange rate system

Example: Suppose NRB wants to fix the value of
the NPR at Rs. 70 for 1 USD and the equilibrium
exchange rate, which comes from supply and
demand of foreign exchange markets, is Rs. 69 per
USD. In this case all the people who have USD
balance prefer to buy NPR since they can buy Rs.
70 for each dollar they have. This will create short
of NPR and flush of United States dollar. NRB
then intervenes in foreign exchange market and
absorbs excess supply of USD and flows NPR. In
the process, NRB acquires reserves of U.S dollars.
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Ontheotherhand, letus suppose the macroeconomic
parameter changed by any means and the
equilibrium exchange rate has gone to Rs. 71 per
USD. In this case everybody will want to acquire
USD by selling NPR. At the fixed rate of Rs. 70
per USD there will be excess demand of USD and
flush of NPR in the market. In order to maintain
the price of the NPR at Rs. 70 per USD Nepal
Rastra Bank absorbs the excess demand for dollars
by intervention (i.e. by selling USD in the market
and absorbing NPR), which in turn will cause the
running down NRB's foreign exchange reserves. It
is important to note that the maintenance of fixed
exchange rate can only be done if the gap between
fixed exchange rate and equilibrium exchange rate
is minimum. If the equilibrium exchange rate gone
to Rs.80 per USD then it is very difficult for NRB
to maintain the fixed exchange rate of Rs. 70 per
USD by intervention. In this state NRB's foreign
exchange reserve will soon be depleted to null
and cannot sustain the pressure. To cope with such
situation NRB has to fix the NPR-USD exchange
rate to a level near to equilibrium exchange rate. In
this example it can fix up to Rs. 79 to Rs. 81 per
USD so that market will be pacified. Such fixing of
rate is known as devaluation of own currency. The
word devaluation is the analogy to depreciation in
flexible exchange rate.

Crawling pegs: Crawling peg is an exchange rate
regime usually seen as a part of fixed exchanged
rate regimes, which allows depreciation or
appreciation in an exchange rate gradually. Some
central banks use a formula, which triggers a
change when certain conditions are met (like need
for adjustment for inflation), while others prefer
not to use a preset formula and change exchange
rate frequently to discourage speculation.

The currency is adjusted periodically in small
amounts at a fixed rate or in response to changes
in selective quantitative indicators, such as past
inflation differentials vis-a-vis major trading
partners, differentials between the inflation target
and expected inflation in major trading partners
etc.. The rate of crawl can be set to generate
inflation-adjusted changes in the exchange rate
(backward looking), or it can be set at a pre-

announced fixed rate and/or below the projected
inflation differentials (forward looking).

Real example: In the 1990s, Mexico had fixed its
peso with the U.S. dollar. However, due to the
significant inflation in Mexico, as compared to the
U.S., it was evident that the peso would need to
be severely devalued. Because a rapid devaluation
would create instability, Mexico put into place a
crawling peg exchange rate adjustment system,
and the peso was slowly devalued toward a more
appropriate exchange rate

Exchange rates within crawling bands: The
currency is maintained within fluctuation margins
of at least +1 percent around a central rate, or
the margin between the maximum and minimum
values of the exchange rate exceeds 2 percent, and
the central rate or margins are adjusted periodically
at a fixed rate or in response to changes in
selective quantitative indicators. The degree of
exchange rate flexibility is a function of the width
of the band. Bands are either symmetric around a
crawling central parity or widen gradually with an
asymmetric choice of the crawl of upper and lower
bands

Factors determining exchange rate:
Balance of Payments:

Balance of Payments represents the demand for and
supply of foreign exchange, which acts as a factor
to determine the exchange rate of any currency.
Exports, (via formal or informal way), represent
the supply side for foreign exchange in any country.
Imports, on the other hand (via formal or informal
way) create demand for foreign exchange inside
the country. Balance of payment, understandably,
being the net position of both exports and imports
as well as flow of foreign exchange by various
means to and from the country, is an important
factor to determine how much foreign exchange
reserve is available in the country. The level of
foreign exchange reserve will hit on the supply
and demand of foreign exchange in the country
and thus helps in determining the exchange rate
by making it lower if it is abundantly available and
making it higher if it is in a stage of scarce.
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Inflation: (Purchasing Power Parity): Inflation
in the country would increase the domestic prices
of the commodities. With increase in prices,
exports may dwindle because the price may not be
competitive with the prices of commodities in other
countries and people prefer imported commodities
rather than to buy domestic ones. On the other
hand, with higher inflation, since the domestic
commodities become costlier for the foreigner, the
exports would decline. Relative rate of inflation in
the two countries cause changes in exchange rates.
Example: If both Singapore and Japan experience
2% inflation, the exchange rate between SGD
and JPY will remain the same as it was before. If
inflation in Singapore is 3% and in that of Japan
remain same i.e. 2%, the increase in prices would
be higher in Singapore than in Japan. Therefore,
the SGD will depreciate in value relative to JPY.

Interest rate: (Interest Rate Parity): Interest
rate is the cost of holding money. Interest rate
has significance influence on the short — term
movement of capital thus creating demand of
currency where there is higher interest and
lessening the demand where there is less interest.
When the interest rate in any country rises, it
attracts short-term funds from other countries. So,
the value of currency having higher interest rate
will rise i.e. it appreciates and the currency having
lower interest rate will decline i.e. depreciates.

Money Supply: An increase in money supply in
the country will affect the exchange rate through
causing inflation in the country. It can also affect
the exchange rate directly. An increase in money
supply in the country relative to its demand will
lead to large scale spending on foreign goods and
purchase of foreign investments. Thus the supply
of the currency in the foreign exchange markets
is increased and its value declines. The downward
pressure on the external value of the currency
then increases the cost of imports and so adds to
inflation. The effect of money supply on exchange
rate directly is more immediate than its effect
through inflation. While in the long run inflation
seems to correlate exchange rate variations in a
better way, in the short run exchange rates move
more in harmony with changes in money supply.

National Income: An increase in national income
reflects increase in the income of the residents of
the country. This means the purchasing power of
people ofthat country would go up hence increasing
the demand of commodities in the country. If there
is underutilized production capacity in the country,
this will lead to increase in production. There is
a chance for growth in exports too. But more
often it takes time for the production to adjust to
the increased income. Where the production does
not increase in harmony with income rise, it leads
to increased imports and increased supply of the
currency of the country in the foreign exchange
market. The result is similar to that of inflation,
i.e. it leads to depreciation of the currency of that
country. Thus, an increase in national income will
lead to an increase in investment or in consumption,
and accordingly, its effect on the exchange rate
will change. It is the relative increase in national
incomes of the countries. It cannot be taken as an
absolute increase (or decrease) of national income.

Resource Discoveries: If any country discovers
big natural resource which it is currently importing
then the value of currency may change i.e. it also
affects the exchange rate of that country. As for
example, if Nepal discovers a big natural resource
of petroleum product which will make Nepal self
dependent on petroleum product, huge amount of
foreign exchange which is used now for importing
product will be saved and we will have plenty of
foreign exchange available. This may be a factor
for appreciating NPR.

Capital Movements: There are many factors that
influence movement of capital from one country
to another. Short-term movement of capital may
be influenced buy the offer of higher interest in a
country. If interest rate in a country rises due to
increase in bank rate or otherwise, there will be a
flow of short-term funds into the country and the
exchange rate of the currency will rise. Reverse
will happen in case of fall in interest rates.

(Note: due to length constraint, short term,
medium term and long term determinants are not
separately described in this paper)
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Determination of Foreign Exchange Rate in Nepal

To study the exchange rate determination process
in Nepal, we have to observe the process of
determination of exchange rate before and after
2049 B.S. Before 2049 B.S., NRB used to fix the
exchange rate of NPR with all foreign currencies.
The transaction of foreign currency used to be
made in the rate fixed by NRB. After 2049, NRB
entered into liberalized exchange rate policy,
made current account fully convertible and allow
the exchange rate of all other foreign currencies
(except Indian Currency) to be determined by
market forces. With this, one can understand that
market forces like inflation, BOP, interest rate etc
might have started to influence the exchange rate
determination process of NPR. Ironically, however
we say the exchange rate of foreign currencies
is determined by market forces, practically it
is not happening so. This is because, NPR has
fixed exchanged rate with Indian Currency and
to maintain this fixed rate with Indian currency,
the exchange rate of NPR goes up and down in
accordance with the movement trend of Indian
currency with other foreign currencies.

As already stated above, Nepal is currently using
peg regime of foreign exchange rate determination.
Our nominal anchor is Indian Currency and we
have fixed our exchange rate with Indian currency.
As Indian currency becomes stronger with other
FCYs, NPR also becomes stronger irrespective
of changes in macroeconomic variables in Nepal.
The purchasing power parity, interest parity and
other factors as stated above will not affect the
exchange rate of NPR with USD and other foreign
currencies.

Peg system has many pros and cons in Nepalese
economy. The explanation of all these is beyond
the coverage of this write-up. One major
implication is that, with the pegging system
of NPR with IC, NRB is unable to conduct its
monetary policy independently. Since NRB has to
go for intervention (buying or selling of foreign
currency) to make the exchange rate fixed with
IC, NRB, however unwillingly, cannot take into
account of increase or decrease of money supply;
conduction of monetary policy is almost on
autopilot condition for Nepal Rastra Bank. e
Director, Nepal Rastra Bank
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Citizen Investment Trust at a Glance
Schemes/Program Participators Fund
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Reserve Fund - 232.29 Crore
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Training Needs
Assessment and Analysis

m Govind Lal Karna

What is Training Need and Training Need
Assessment?

Organizations live in an environment of
continuous flux. Their survival depends on
their ability to cope with external changes and
convert new challenges into opportunities.
Training Need refers to something (information,
skill, or orientation) a person could acquire
through training input, to make him/her more
functional. We come across from time to time
something lacking in a person when provided,
could make him/her more functional; if such a
shortfall can be set right by training, then we
have identified as Training Need. Before we
think of training people, we have to identify
their training needs. The manner in which we
would find out the shortfalls and come to an
understanding of training solutions that would
enable people overcome shortfalls is the core of
Training Needs Assessment (TNA).

Purpose of Training Need:

The main purpose of the training need analysis
is to identify what areas of knowledge or
behaviors that training needs to accomplish
with the learners. It is very important to
identity the various training requirements of the
people working in various department & every
department requires to give due focus on training
need identification to lead the organizational
goals in a better way. Similarly the purpose is to
identify the gap between the Required Standard

of Performance (RSoP) and Actual Standard of
Performance (ASoP). Usually this phase also
includes identifying when training should occur
& who should attend as learner or targeted staff.
Carefully analysis contributes better results to
the organization. Especially, training provides
with an aim to fulfill performance gap and
growth gap.

To meet the future challenges and organizational
needs, training functions should be creative and
innovative in fulfilling the training needs of the
organization and find new ways of designing and
implementing the courses as well as developing
such training which will motivate learner to
learn and also avail them to apply the same on
the job. The main purposes of training Need
Assessment are:

e Fulfilling the training needs arising out

of organization change,

Fulfilling the training needs arising out
of the Manpower Planning Decisions
e.g. Recruitment, Transfer etc,

Taking care of problems in relation to
motivation, team building, moral etc
and creating conductive climate for
work

Creating personnel database and making
use of it for career progression &
identifying the training inputs required.
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Preparation for conducting needs assessment

There could be different levels at which needs
for training could be felt. Before conducting
the various phases of the TNA, we must have
a look the various areas to fulfill the task in a
desired & result oriented way. Various areas
to be taken into consideration are, designing
training through identifying learning objectives
and methods; especially behavior of the staff and
principles of the adult learning also needs to be
assessed. The different levels at which training
could be felt are as below:

a) Organizational Level: When the given
functions or tasks are not efficiently done
then the management could conclude that
they need training.

b) Occupational Level: When one could

identify training depending upon the
complaints and job requirements and
fulfillment of the needs.

¢) Individual Level: When one person feels
requirement of training gap according to
their given job description.

Approach for TNA

1. Perform a gap Analysis: Training aims at
equipping a person to do a job effectively
and efficiently. Hence the first requirement
in TNA is to know what the job involves.
Depending upon the current state of
skills, knowledge and abilities of current
employees considering the organizational
goals, working culture, internal and external
constraints, we must identify the desired
conditions for organizational & personal
success. This analysis is done on basis of
the given job description. In this technique,
job is broken into its component tasks
and the knowledge and skill level of the
employees and the gaps are determined. Job
analysis may be done for an existing job,
or a job which might be set up in future,
or an existing job to be upgraded. In this
approach, we must look forward some of

the very critical questions whether or not be
useful in providing solution.

a. Problems or deficits
b. Impending Change
c. Opportunities

d. Strength

e. New direction

f.  Mandated training

Identify Priorities & Importance:
Preparation of a list of needs of training
and development, career development,
organization  development or  other
interventions. We have to be careful specified
these importance and urgency in view of
our organization needs and requirements
depending on the cost effectiveness, legal
mandates, executive pressure population
and customers. We have to prioritize the
identified needs as "Must Know", "Should
Know" and "Nice to Know" depending on
the available resources, time duration etc.

Identify Causes of Poor Performance
Problems: After prioritizing and focusing
on critical organizational and personal
needs, we will next identify specific problem
areas and opportunities in our organization.
We should ask two questions for every
identified need.

a) Are our people doing
effectively?

their job

b) Do they know how to do their job?

Identify possible solutions and growth
opportunities: It can be developed through
training component to usher the human
capital by imparting competency necessitated
by the organization's goal as well as by
introducing systems and procedures to make
the operating environment more productive.
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How to identify training Needs?

The training is the mostimportant tools to develop
Human resources for better performance and
result in the changing environment. Assessing
the present level of knowledge and skills of
people could be done by different methods. Some
methods used often are described as below:

a) Direct Observation of people at work
can be a useful way of identifying
needs. Problems, practices adopted and
consequences thereof could be observed
and inputs required to rectify "gaps"
identified.

b) Interviews face to face with employees
could generate useful information about
their training needs. The interviews
should be skilled at bringing out factual
data and interpreting the same. For such
identification, interpersonal skills became

crucial to tap real information.

Questionnaire surveys could be helpful
when a large population has to be surveyed
or when the population is located in
different areas separated by long distances.
Questionnaires  should be carefully
constructed with open questions.

d) Organizational records could also reveal
valuable information relevant for TNA.
Performance appraisal records, output
records, breakdown records, customer
complaint records, accident records and
even absenteeism reports could enable a
insightful analyst to identify problem areas

which could be sorted out through training.

Mix of different methods of TNA could
give better result so; professional analysts
adopt a mix of different methods to identify
training needs.

Who should identify Training Needs?

Identification of training needs would be closely
relevant to the job description assigned by the
organization at various career depending on the

nature of tasks to be carried. The responsibilities
of need identification are as below:

e The Employee: The employee knows the
gap where they are not equipped in doing
the assigned job, so employee could identify
his/her training needs and demand with their

immediate boss or supervisor.

The Manager: The manager or supervisor
who supervises performance of employee
could evaluate the performance gap and
identify the necessary training. The manager
is responsible to analyze the reasons for the
shortfalls & suggests the kind of training
inputs required to meet the shortfalls and
consult with the training departments or
Human Resource Development.

The Trainers/Training Director/Training
Chief: They can identify the training needs
by observing the employees at work, by
talking to them and their supervisors, by
analyzing problems related to performance.
Trainers might look for training solutions
to all kinds of problems however certain
attitude related areas may not be effective in
certain situations.

An outside Consultant: The organization
may hire or depute outside consultant
to identify the needs of training. In such
identification, there may be mismatch the
minor areas of training needs which may
become crucial in training.

TNA practices in ADBL and role of training
centers

In the change business environment, the role of
training centers is very prominent embedded as
per the new paradigm. The most important one
is the assessment of the existing staff in terms of
knowledge and skill and bridging them for the
required skill by capacity building endeavor. In
that respect, Central Training Institute (CTI) and
five Regional Training Centers (RTCs) have to
develop proactive training modules especially
focusing on modern Commercial Banking
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packages. The training needs assessment is a
significantactivity forthetraining & development
function. Capacity building is a conceptually
an approach to understand the obstacles by
realizing the needed interventions and goals
to strengthen the required skills, knowledge &
abilities of people working in the organization.
This is only possible if proper training gap is
identified. ADBL in this context has very good
practices of assessing training need by compiling
the entire training needs during Planning &
Budget Seminar through sending questionnaire
to every branch. The training requirements of
each & every branches are collected by all the
five Regional Training Centers (RTCs) and they
send it to Central Training Institute (CTI). CTI
also send a designed questionnaire and consult
to every Division at Head Office for the training
requirement. Compilation of training depending
upon the priorities & available resources under
Planning & Research Division guidelines and is
submitted to Human Resources Development
Division for discussion and approval. The
recommendations shall be finalized by the team
headed by the Deputy General Manager, Human
Resources. While making such decision the
long term & short term organization strategic
direction is taken into consideration. Finally,
Planning & Research Division finalized the title
and budget. After approval from the Board of
ADBL, the course design is done by the CTI
& RTCs on the basis of past training course,
present thrust areas, top management mission,
vision and objectives, feedback received from
participants in our program, Nepal Rastra Bank
guidelines and remarks, feedback and advice

received from consultation with the internal as
well as external expert.

Course designing is constant endeavor to revise
and update in the light of rapidly changing
socio-economic and banking environment in our
country. In a nutshell, training needs assessment
is considered as one of the very important
components of human resource development
effort. All the programs are structured so as
to address issues and problems faced by the
participants in their day-to-day functioning. It
is nevertheless, a crucial effort through which
organizations seek to improve the performance
of personnel on the job. Training activity is not
an end in itself and it is continuous & carefully
planned effort. o

References:

1. Annual Report FY 2015/16: ADBL,
Central Training Institute Bode,
Bhaktapur

2. Organizational Development & Change:
Cummings, G Thomas and Worley, G.
Cristopher G. (2005) eighth edition

3. Bank Samachar, Swarna Jayanti
Bisesank, 2073 Magh

4. Management tenth edition, Stephen
Robbins, Mary coulter, Neharika Bohara

5. Training and Development related

various article and manual.

Director, Central Training Institute, Bode

0%



a9l BR® dd

n i TR W

faw gam

o= g Sty &= 3! YADT ED
g0 | dftg Tor faxiy ween AT =R =9Er
SENE] G gad | el by adret
sfoe fAd, akqu aRg g wouwad soas
UG I Jhale Follold UINHT ‘h' i ¢ del
G BT go, TR HeAT ¢ X AZH BIFATH
ST 43 B A= o W SR ygse W
qHd I WEBR fAMET & MU BRI 3R
TOR PIRARCHAS fRIT soRwesaeadid] Hi
FaTed IRED B | &, @, T I sgdasr
=1 wrEEwRae ¥a1 YeM Rl US  ARETS
ygqo SIS fRi  da1 g™ TREH &7 |
qUTGD] A 002 AFAR 3E HEHF A=Al
JIER g dor faxia weeres dar &9 T
V88 el WM e w9 g fa<i
FRRATH] RATYAT T FaRRAT AL THS NP B |

JIgd FEARH e P FE AR$o
& SugT e FEiRd I wRITEd
TRNE IAEHTT ghg g8 | TR RBEEs
%ﬂ'l—sf Tlaﬁ faff=1 g, 3de Hgvd] HeddlC
IEdHED! 2ae Td aRumeT RS | §& qen
f"im &=@1 SUEd@ IR Bohe W&l dby
&= ReueTs ISARAe! S FATd (S99S) WU
fos7® W Foll JAT SIS IMSCYeH HUHT
UET RS | e qen gollors ddhel ArIHEe
fh\ﬂcl TJAT SIHIP] WHT  [/UTRY] TO SIHRI
PRY Hifad TORAT I96 AE@H] Fordr TR
IGEH INIF FAGHOIEE desd B TCH |

AT Sy &5 Bl AT FSHT Fordl T
g IRy fReavers Sfeg 9w Saresa 9
aRIYT TR | Sy & Horl aem ST T
TeH §F JUT R TRemEee TEEwde YeH
RS FEYGare! IH9, TE=1, TSI §&1, Ble
T WA FAHTHG ARHOIS TSH TR WRII
TAT WRUGT VAl FHAOlS SAGD] ®UHT 0T
R | IFHT QY 1Y [EY T FolR] ANEReTs
ITETdl Sl {35 | ST SWRdd g1 g
TRIGS], Boll I Sud! aTeier 4, HaTd! 'R
I, AMG Uedh Y Bhl §6 |

e qon ot AdumeRer G SdmdaEead!
Tl UG (TRORPI S HUHT facig |wer
qiedh) Fod HAOd, FIRIUA, FIRIUD,
HHAREE AP Sed STAN TN UG HTH
&gH fRges g8 | ol den RamtT WRer
IR e e Aue I 96, BHan,
fRegemal STHIEdal, WEd, WREN M FID!
&I HRATh] JUTed deNl ITadhed Ufd §0 |
fi WRUEwe Addl JIEaR] IRaed ™
GRET TRl ol STRId! gaveiud T Uee |
& qn foxi deemess! o Aers AyRo
TRP] AUGTSE® Poll (&Y AU, TRl AFUTd,
den faxii wverewe dfdbyg &z gvg e
SN AT §B1 | 9% Jn fRim wRen, SUe

909



] goclt o9 Raw |

[ THo FHRMA R R faRo sger
o018 I AT & @ X T qAHI §h
den foig Iremewdl 8T . 3 W ¢y IE
¢o FRIS of BRF Holl Tl AUS &. IR TH 9§
I ¢ PRI § OY X IReA ®. ¥ E@d I I
W RIS 2 BE ATH PG 48 3§ WWH B |
A &7 FE@Yl, AAARD Td HIGTeN® HIPIS
IH &FA YA UM RS dasodl gH [ageyo
U AT HAT Bhl B |

Sfr7 S IUTEHEHT W T dcdgR ad

TR SHAGEATA :

$) SURTAD WHTEw Sy &FA Bl
dq |Ue o T goit X A8 Hahod
A AR GRS WYBIS Yol qoll
ey ddheder S Sugh T gHIaRnS!
AT IS YOS fadmrE, e daed
AT AT RO, YD by Far Avd
TORRRIAH &1 8 g7 SFaAr siiaa!
Ao T TGO |

Q) SRINd ®Rd Ocd : ARH HIeAHb
Waae  ffby  &FP BRIARGE  Y9[E
UGB | J9ely UNEERI g8 Aadiad
Te® AHfaeRE e 95aed T
=1 de &M, Fas APHR < fowart
RS B wrEH T R e qen sgeEe
gl faer W Sy SawE dered
TJ UGB | I9H BN BRI HAR YOMSIDT
qHd faerd wuel gJ ues |

M) FHEAN : Jee A ARy e
TS BHARIE® dfbg Scladd glgd
SN Aeaql Uefdl wUA BB o |
HHAN] ARATIT &1 &Hdl, B el
AR AG WA oo, UREred U
SART RS TJhewo AdeaNGdIdT A1
f&g U< | IHHT Y GArET Ud AT
PR T RS IARAYAEE HHAN
=01 g, faeTg T, ARINTT BRG]
e vd AR ™, $9R goTSIaT Saven
T, HHARI IAURT T, PR TS qA
IORP TAMY[I TRE [RER T4 I0S
goee! faerd T, 9, R4, ser, serea

WIcTE RIS, g ferdr srewR fa,
P REERel 9Y RS SRR e
RIS qIAERET §9189 T 968 | &R
1, a1 qaad waRenud, SRhTd wR
e gl fadera T gy faerd den
gy afde Uiced URUE S¥Ie Sl
PHARR ARABR HUD] fAvaeedr gaferd
&l §ho a1 a1 WY, gRIEM, JHaeR
TO | W PHARIEOD] AEHeHA Tcel
TS g AU UBhewe dHd! HHANET
R JATD] JATAT I, AFRFHD] TR0 7T,
G, T WSS G AN den faars

PRGOS APAe dRERAT gy §1
M UPIS UEHEwe S8l PRGNS
JAMATIH |1 HUHT &6 AT faRig FRTEHH T
PRIGR T HUHIS AMGal Acddd] ITIN
&1 S oI X Yoy AU Hgal g oI
T B Houlodl AR TN T
I de6d AfhD | howWaed UEdhe
T TR 9T o1 g U™ &l o
IEd e orod |

gy : i e Sw o uforsd
OB BRUG R WReEss S gl
T YD by AHSIIRD! AEIHAIC
sgfes Afrg Ja wem IR WUee
forir Rees®! SATEHE I HRITATGTHT
AGRIAS Y9G U | S=g ufafy <
AHeRG ArgAde. drd T el sRar
fawaRor WU quft TwHe WsEred @d
qerSddl WY HoATod  SIRgH  SIaRATIT
TIUA £ SIRgH SaeIeE T 969 SIS
Uy yafed S ufdfde! smawe 1Ew |
¥) frfa qaew @ i demEss SaETe
Hdew ey, R Yo, Ro g8 | @
oll deciie  JEaFee UKl g1 gal
fri deems ot R o den et
FqeUd IRaTed v Aerer dugrs
3 =awen g wew | fFeEE ferms ol
WRET e TRm Jegse TR UM

0%



i faa—oeemT §olie! waTwrdr, ool e
3 FHRIP] R, IR, AT, e Holl
T A D] STARATS FAAT FoATS T
gqd UIes | Al g9E UM gaidewedl daR
TR &R I g UGS |

AR : I T foRi ! Faemu
g¥gfe, Fem, we vd Fderge g5 1w |
T ¢S YRITEed qfAdEe fadg w@wen
R Y pHONEwRdl AT g s
PRIGE TORIASG woA 65 HHART den
HIAR] ¢8 JAITEwT 3G T HRA
Ty 68 | 9Y FaUGEeS  Wwero
FERT ReT FeI JFIAR HigaT HHARI
HEPHID] HANTH SHlewars Udled RS
Affe a1 gl SYs™ TREH SU™F TR
P GG TRISH FaRT TJ Ue | I&i
PIEEA (Had YMTHR] Iqeifed SRl
UGS AU UeB | JHGIC HLRITH
ST TH HPIRIHD YHIG tﬂé"t_f |
WHR AT J& T iy SRerEws
WHN A JIJIR SR R TGa
Ul FHIHge faxiig Aifd o e
fFrerer difde AN den o= NI Igar
IR GG T USB | Fadrid]
GATGHAdIE HRAThl SATGhaHT YHTd q'lég I
I §IgF PRV : 96 dU1 [ derEwe
SUGE  Wal  YAuEworn 9ed  qwss

A ShD] TR FAGe IR I RO

Tagnd] AT A AP §O |

e -

wWH TB | dB Jul fiE &Fel SwRedd
IR Bohe &l dfbg aEE e SdeTe!
T AT (399c) wuAl fog® w9 FHol qen
FTHIGRE ASTYSH SUAT 0T RS | I[DHT
Y UEdSTs YSH TRA WY qAT WRUST JdT
IRl SAEId! ®IAT T IR | qnfy
Ry fRaes Rl - v ft= 9@ /e
HFE®®d] FEqdlc SUGdHTd! [Rde Td gy
R | fxig &5 =ue v "gayel WRWal
JHAT I FEuddl, qamE! dHENl I TRl
STHATH] B! WUHTS TFH] SATGHE THd S
e TS | g9 S I& Jerl fa<ig &= uwE
UM $RE TASOoE egId d IIRerd el
frf Feess® SaRedE gfg g, I
N B WUETe a9 FEa e Tue g
Ib, SHd! FoaTod AR, THd! ST TR,
IRAMPB, FHAREOHS Iqhardl  did - =i,
fFrmEd), SRR vd wsaed vd SaEa Ty
< | e

(F@E® Y fAer §& fos ke
dfrg PrfeTHT T qTEE §IE0 |

q0%



] goclt o9 Raw |

AT SUBID T YToley HRENS!

T ¥ A

T T JTaE

m JAT AL

fau=r a2
AT FHIST

IR Jedels dif-od WHEINA BRI T4 S0l
BT JHERI BT TR b i dwerme!

SIESEdERIEREISED TN TRATIT AT

Afoesee A= giwe o 16 S qH

Toex R veer Ag@yul Aifad SuaRuTers
Foley HRER 9B | Aeey HRER &1 gal

TANTATId D] TSI, ARBATs SR, STHIGTS AThI
R GOl oMiedior e U< §799 | Json
B TRATITD! JREHR, IYHNT V[ IRATITD]
afigfd, 999 Raudel BRI SIRgd 984
WAl giwe ue wfie | §oliel g
gfaay gfoeraar @e IRAT WA

Foley SR JeIdols J9d UM dds® Aol
TS FHGId Bicfos didors Neo | fagasr e
UEHIT IF YBRGB! SUDIUDB YN USRS DI
U0 | IRGaH] AToley BRER 99dh! 96 O
ITRIERS Alfded] AHMDI VAT U6 K dHo

o foin SeEsers  Rm)

IO IR 975 | TuTaaT
5 fRim SRemEwET AR

GG HRSR BT FaT

Weal glaar yem & o
FIolex ¥ deol 9AT 6 i

yem T fwwm geeud 0 @GR SUR UEMASTE werdl wodl geEd e
R W T Ay derEeE U9 UM ddg RS] STawIMl AUTS I 35S I8 a
roTex FEReT gqar uReRl af E GNE Profos [ERIRERIECI MRS I S T
A | Il T AWOR g Wes | RAeger G9! awgiier sEwem wia
AeHHA A T FIED BT | N AormwHr T UBRD! IR I A=y AwerEwes Amerex
TED FIAR AT AT TR s e sygeaa) fRERo TIgue TS aven
R AeieR ERY S g1 R Bl

ReB | AR YRS I

qso |

CIRGIRIERE R BRI R B LI L
Jpa MR & (Base Rate),

ey 3R (Spread Rate)
I N IRISR Ol SUGRUES  JINT TR
ToIERols Ry 918 Wioid] TS5 | I
UfSen] THIA] UG I dHS TANH] ITYH]
SUBRY] TSGR HRERD! IRAT I SEAT Wfera
Fal T yI RSB B |

Sy HEARET SFaAEd W g TSR]

ATTAAT STAEL FICS IR TAWT

AUTGHAT  RTOTER - HRSRB
YT FAURR  3MMA. 0§¢[6R
B Aifte Nfdel srafie wHem "ue I
dHe ANER HRER BN T IR Ieod RO
o | S waRen R oMl 9y fAfdasr oy
DR §1 D! AT | 31a. 063/68 P Hifad
e Afees Ne FareT Fea g SUBIOTH!

T UfRA] Uch ATOIER HREND] dRAT Iodhd

190



TR Q003 HGUT I TASRI HRATIITHAT ITSUD]
S0 | S IYP! Aifad QAT RSP AToTax

TG HIIH TRYD B | TR G Tl Ay
A0 ROE DT XA T g TwRATEE

HRSRP] Tl al IUcH! G A 870, Al
JFHID] IMMIRAT NHT AT ARG HRERAT
AL IR TIRT Ieo@ PRI 99 3a. 068/0y

Bl Aiferep HAMAT 3MMd. 003/198 DT ATTER BRSR
Tgfders uRA™H TN BRFITHT cATSUd]
R |

STSIEY HICITLRT deeil T ATt AT

FoTey HRER &I o TR 3 W
TO | AT A HRERA gsaer O g o
AfR¥ad MRSfAT o i SReEed! ANRes
g RRE®d1 o1 | A gsdac AHEeeR
TERd] Tl X Aew! @ 9 | A g3
M1 fgdee aeeRe I|gfier 7 amweR
HRERS UBTRRH §B | AN HRERD!
e WP WHT AUTGHT AUTS I Sdho
& foria dwerEsers ya ™

TG JATEd HRIF W g BW Ao Rl &R
4 yferd drm RS B | N AoieR @
dedl A1 X Wifded AT Rl dEdr siea
R B | I TED] FaRAT AFAR WRA TR
gfdurer (SLF) @15 7 #Afdesl | s TR
JqP] Gl &R v ufde IRagdl ® 99 Jod
APl WA TP G 8N (AU FHod aReTs
3 Ufied &M TR A g8 AT drEEl eI
AR T TN oTeR FRER®! Alfgd SuBRT
FRIIT TRID B |

aameieY wive T faefa

IRATHT TSGR BRERD! Ted! X AR
AR doe! sRers i 9 | o e
AUTSHT ATReB! &R 1 UfIeId ¥ dewl &% 3 ufaerd
HUale A1 daa! ) | fagfa & | @ fagfa sfa
TRIGA] T8 W A TReRd

Rl @Rear gfaer (Standing
Liquidity Facility (SLF) @I

fa=Hl SIff® TR
T 9 SRS &l

I §1 9a I Gfd AR
T8 i 7 @I oyl
YR AMSlER FEReT g

TS Poll YaI8 §B IO
qfs IR SRl gEeHl
frareT 99 | g9oTs
TEEE T B §F
IAIS[E IRA @E U

AT FHT IASH IS |

JTRM] IR TS ATolaR
fuRom ue e ol
fRaers 3t e | aad
TR BRSS! Mee fawgfay
THAH a1 TR ASTHTOA
EISEGEIRSID I E IR E|

GERI AR G G NG

ﬂqlvbwafb(’) SYUSHE] TRTUD]
ghager @l Rea gl v |

TR FoTaR HRERB! Teol AHRT JIHT
AUG Mg THS ORI T 2 '@l afdr ey
AHHID] ATOTERGTS (B30 AT UG T THS
gty 9%, e 96 ¥ O T B
AP Wodels TREd T 2 Tl (STUBTSH)
qafdd @i @ & i derEsers ueH
TH AR Alfbydl B | J9H 8Dl
AUTG I ShHS 3 URNT ABd B U IIRIRID
FERels 3 Ukreme fig o= ™ g3
TRYSDT B | 816 AROAT AGTHAA AT F&U0T TR
(LMFF) & $Rd T TRoddl AERAT ToIeR
PRERATHT RS FaTE X TAEH T IGAors

Teol fapN T SR Ua™
TG ATERDT B BT Thd! FPRATGE FHH:
FH TS SOl FEONHRY g Wod! g UGS |
SRS BIAT 3ifed S I 60 BN IR
oleR PRER YHEHRT SRIIT g1 qadl 9
AAAHRUIS dHhaTe IS AAfdd Hegd! iR
4 gferdel sRIERMT g1 geded] smifad g
A SRID | BTG TSGR BRSRGT AfaTd &
4 gferd Afeud © | AT e JFAR 1oy
J& faprm & 3 O s 4 ufea arsesH
G I dhdlc WRedl T T+ G689 |

HTAIT FHISILA AFAMT U THTGER
YBET YOSl X Redl  WEHl IYHD

119



] goclt o9 Raw |

FRIT=H Fhb<ass g1 Iq0 AMH Jhaors
IS R B | A= f¥e Redl WAl
T JAJAEH &I T boll YAE §B 9O
9 TR AT gHeA IR 9a8 | 9o
T T Rl §6 I IoTAls R Td TG
STERT FHA ST FFD | IR 37T ASA Afad
AN EE HRERDBI SUBRTI B gi‘b(ﬁ [ISK
e | [Ffd TORT AOERAT 3@l SAREe™
SISEANESES 1 ) o S G R T i e G I DT
fofa foq |ae | o1« ot oA, wor gepr
™, S T, % AdY IR enfy | g
P feeTg o ¥ SHlewe Ul |l Ao TR
SifeT AT SRR BRSRDI SYGUSG JATTOTE
| foemr dOM ¥ g8 @waw 9Wa R
T g8 | a9 AR HRERSG 3Ria=or
UM HHRIAS YMEGE Jara Wi FETgar
Ied T Ao |

(9) PG  AGEIH Tl SARISABIS
Rerftaor T,

IOIRAT TEH! ROATSTS FqLRATIT T,
Aifas Nl I fewme daa T,

fRi 3 o &zmr emeq aiRemar <
GRTH] RIATBIT T,

Afed IS SMYFABIROT T,

G| OR GIed ARGl FaRAAT T 3D
HEAdYUl MRS W BRI T,

TR&A ITRIIFIE Ja&T TG o1 Hga-dl
JTRAT TS A,

()
(3)
()
(4)
(&)

()
(¢)

(R)

(90)

JUYH AW WRedl FaRAUT I Bl
yargsTe afde ffafd R 7 9.,

(99) 99 X SAHID! FJSA TR ISR FATHT
Tgan,

(2) SRl IAURIGE ST Td gad T FAIHT
q fola foq e gears,

(93) ATSTERD! BROIS I S el B
™,

(98) SERD! RO GOl ¥ qEAD] TGRS
A FETS JoaTs,

(qy) gaT SOIR wew w1 faefd g aRka I,

(98) TSGR B &I Dw=1g SHAT g F¥Ran
HH T,

(q9) FREIPATS THMGFS AT AT U T
T qIdBE WATEd T HIIHT AEOHHRT,

() JTT= T GHRIAD TR
e,

(R) T Rfa=els Wg~d 9689 Fgar
anfe |

frewe

IR v @™ TN ol RaH
JUANHT SRET A R UfRedlc IR 45 THO
PRI qYPHI WY qUM TIGH TR g

RUD! I IUGVD THS HRAFIIA g ADHHI
THS B HA FE W UGU  IfEaRRITeTS
APROT & FOARAT AN I IMYIPI SERAT A
wsel ARFa deor ¥ wideal faxgier S
Foer ER 93 e difees Rerar, |@y
Mi® TN AHPTO AT D] SARASTADTS
=1 e Hifee Afde 98 PRk FMuRo
T IERISTg Whe IS e T+ Afho | o

(Faw B P 35

dpw P WA §IET )

9%



oDl Sfbg &bl HERT el
g ¥ @i faem §@

m 09 FAR AS

1. T

ueel by &Fel  faeraseaEAr A=
AR FSMd TP B | RARFIG dfhgare sreia!
A eMud A= e 7Y Srafdd @RI
Hollhl IARAT, TROAIR! HHT dl 3fd dRAdT
TG AHARIGT WA BHT B |

quTed! gewdl dfbyg &3 3 &l 93l
URee, fdaesfic amuael aRuresr T der
fame Fem s Ue I dwae Rafia
TUAT FARMEFT Bd! &5d ®UAT BH B |
damd =T em<aR® dem 9ey HRUESS dAY
T I G AAES <@l USBe SNdl
IR SIDT FHY 31 IIRIHT FHd U IRP! B |

3. A, R093/\0¥ AT &g e=mT FauwT quen

AUGH]  Sfbg & eMd. Q08&/g9 B
O T YgaTd 3Ma. 003/693 B ST
DB YIS q12d IR A s TResarD!
Ry BH R | S & dhEw  drEd!
A Re®d AOEX oo TR W=l TS
IRP! IaRAT Y&l A1 oM @y (g a¥) e
FOIAD! TG 9 3 FReaw==1 I o Bd!
e Rl |

AYTS I JHS M. 0092/03 BT Hfgd i
AThd 9% d R Seemewd! g ol 9818y
o A0 fou geEm 9@ dun fRin wRemsws
00y AR FATHN AlMBYD! bl Yol J=aTsd
=1 SUrIES sewE T o | goh Yol
gl o qon Ry oS AR @ty
IhERD TREHT B, ¢ AT ghl Gon ISy U

R I Goim Sfera ufiee ol fagus =mue w1af
FAATIP] IMTHR dTST I WUH! RIB | 93
&l PEws A AE. 003/08 D FHATEIC
Poll YaT8 ATHHS wIAT fRdR T o1 |

WY Ferker gae 19 U9 X QuE SMie
@ SR gerd AEMT &9 g0 ga1 JoinTd
Y YMEPRI GEIC g d aafre  fauwor
Myare Jfee Ui by e e ag sfiee
TN Shews Ufeuaicid OUHT M=hHG BHoll g
g foar ™ wEifa fover @m0 R
ﬁlﬁh D] X I D] JATDRDT ITERAT FIHT
TR THEHS AMHA IATARID! AHR  FSTSH
Jo IRyEwes R ufiwe favaar w1 &H
g9 Afed o I orfa foger R | @R
U RG] SRl JgYTRT (aT qen
TRSIMT F9d A9 <@ T AT X I/AT IR
T IS TRT TS QIS AAIGD] SR T
Ul qIftsd Shsedl Holl qur gon e
gura FeiRa A Ieer @i Mau 3™
U TUHS SAFENT IGAD] MG §1 TIPS
TRAMTd AEUD NGHAIGHAT IIARE  ATSTEAT
Jpewee e o 7 @R gedl Mem 9
giireueierd wuAr 92 <Ry 93 ufreraes e fAem
WHR TRGT JaRAT BRI RN | T Ira=ATH]
PIga] SoRSe Hel AN fAguddiss 3 fafts
AASHE R T WAIRUEHS &b el
fEueE ST ASERAT A BT T IOHI
T N oS &l REU®l e A WudT
Jpees BRI 98 YRATHHG! ATOERAT I
ey WeR T o SEeR §Hd ST RN |

193



] goclt o9 Raw |

fRegemr el sidewae @8 [dU 9T
TAfPRED] JARATHT 91 FolaR AR TP Jhap
89 I JHHT 9N IRaRY yfavusier BRI

(Anti-Money Laundering) H&=l R 3Tcidharadhl
oI foxi Fgam fasgd @sis (Combating
the Financing of Terrorism) W=l ST<RIftgA

IBT TN BRI dPhgnes Ui+ STHAT 8T SRR
R ) ) e 1 G 0| O T e e B O
WP FHG FARAT 5D R | I FIAID
AT PR gigars o $El afy Jhews
o roie}dl Jedl (e foar a9 Sy ammn
9 TERTES FAR T T | TH BRIS B!
e’ 9 Bl BRI §WIAT A4 URacd g
S fIga™ gRll X Sfad 9Hl FIHrEEH
g giaT R JhEeS Bl yaedr 3 RIS
WA AP HMSY U 7aeRl Jor 43T |

3. fHeT sgA FEETERT FRUER

T dfgE Ot wufs e e
Wil &q w8 e Praeemm gfg g
R B! arareRvl o 45 waeh den faeeh
AT 9 Sue TRYAU A g TAHdDI I
WHR Ao Foiedl @9 u SR gq g1
TCHT TR ufedT & ARAM § ufrew, § Al
3¢ Ufderd R AW #HEER Yo R weal
R8T 9g7 Fdd | RIR Iod Hhed R
HERE] R @I 99 9 A9dgo Sheedl He™
g THRIASG Y9G U9 T | 9@ AR
fatyor SyaESd! giger Ue] WIS Ul dheeHl
e gfgm uige R Wl d2F sM1 99
WH B | IJBICR TRfad Ybd Ry T8 qawg
R 9dl-ufeRiare fUSiaewars WHaa | Y=y
T e wafserue FRIEHTEE WAed §Y
Tqa] U Jheedr e 989 THGGDI BRG]
w1 foq |feos |

¥. Sfrs Smmr afugwr FHifaEe

8.9 Compliance G AML/CFT : dfdg
el el STadd gan X gae ufafder
gzEr Ul Rems sgte ey e
fafr=1 fRmer gkl affe Toer B | I
FAIdERD! FEAT T ey qA <RIty by
el famesd! T 98 WS B | TGD!
IRUTGAT g §6 dr fRi SReEwd S
e fHRM® gARNG FUAT 7 [P B | THmw!
TMEhewd! ufed™ (Know Your Customer (KYC)
P Rl ¥ wERl gEewu  fERe

AugUs gHIRT TR IRTS! W9 egaR v
fHRM® fRia FRERES g1 Uo7 9+ e
Tl Ugdieed! GRS g 9 U Id §6
den forfa Sl @1ff Tt gARh ol B | 99
$HAT FIAHRY Aedhe fAfa= fHRmer uf>ea
R JAMNEIREAT R T WH¥hicd! WUH! I THRIT g
TRP! A TG THI FHAIAT IS WD B |

¥.] Gaied ATTa®T MU : g =g Hdi
meadre faf=r fAform woar folg e9ifom
UG e Jpare do dol foia derswars
SR aRuAT Rrdm el gwRl foem Teter
TEdR] Jafod 9R Ao IgaRr foem fa=
AT FHR T RIS T FARRAT T 4 Il
UMl 96 qan iy SReese foem &l
AOPEGH] BAG ASHIRIAT ASHITHT §6 MhHS
FHR THUH I IR FBR YIod Jod SR
TGO WO S de faRim e ROdfeg
ORI A RS §1 I WRIG Holid! o
JPewee fbg T TS SER gol g
WUHTS SIEIgs @R1E Ford! i B fsem =
TAfh a1 AP IR bl R e
U9 TS EIE HIAERY Regddl X IRREAES
gqIfad g1 Se |

¥.3 @em fEmgen wan feww ™
qEIE {77 : e WERS A1G AP
AT g FREE TRe W e
It Jpeedl Il R ™ A foue
X gUBT DM YOH TROE] IWNBN Jhewors
e IRUGHT FHRIT dheed I9 T
TH Ufdes 3 F10d q1 AUTS IS SHH
71 RP! (A gideT 9N I Fo TRYD
B) ¥ AR URIOeH® MMERAT A9 ddhare A
Blel WA 99U W Mermes daa
e IR T B g Wiee o= Aty
JHEEETS T THHT B AME &I IS
IS IH qRHPT I 9 qAMST THews ag
8y RATAT IMRET Wied Afb URTd TRBT HYGf
I 95 WY ermr by ugEw garsd
TEERS! &N TWUHT BRUG Tdfdhd srawen
®H B | TS &I O R e anfe
FHRIARES AfTh®! 3P WM HeraHT sraferd
JHATD TG ST ol WU B |

19%



y. &y fawma Swar sEean

Y.9TEE WTET § HOET safew Sw: @iy
&5 fadpraesl @I 038 AIGHI AT YD
BN e 56 M WRUAHGIRT T 2D
F Jon dfd &=l fAeme @M Ag@yl
ARG GRS AT B | 089 WIe afRg amfdrsy
Py PREAR T P& NP I9 TP 816 AT
JUSE YD B | 3% UM G wondl 9 e
Foll G &3 7 TaE WP A §F WD
qagy Ricom @l dee hioud! THas 96
B | o Yooy, WE Holle, URE 6w
TN HARMEID] AT IMRAT FIH=T GBI T
JHe HAUTEERGR AHAl 94a] f[IKR T8 J9d!
YURCRAT A IRk GoIR 18 &1 B |

Y.] AT GILHRTCHRT REHHAT Sheh] THTHTET:
HRPHRPI 49 UG AERYT RRAT S HGDT I
TP TRBRBT MAABATET Wbl HRIZPASOHDTS TS
TMSHH GRS B HaR Sih] IGDT B | v
e fFmTor den wrfoie Jare dreeaRy o
o AR Mged wrfore FRem W=l faaRo,
WHR IAoed Hhod da q&d  Nidewers
Jmar Ao Y69 faaRer S s ARk
JATLID WP I&A APRBI AN RIS
T TR fIeaweR, gar WRIOAR, U6 TS
Th IAEA AGH THd GEHI wUH HEdn
TS NS B |

¥.3 g frwmar d® afewr gfewon
BN e S U, 03 GRS 9 b T
foxig wven Hwa= U9 @Y 9 9wend e TS
9% NI UG WRGR, AAud G qn
TeRvEEs BN e Seors o Ao
T HYh HAFH GODT Shewols o FdeR
T RS B | THIR U6 TRORS AIaul-d
WRAFD IAI FIER T I UG IRIRD
e aRfaf= t8g U ¥ 9o STaad s
GRuEs e R Wagd N 99 31
T A TR DR TN HRIEAR, e S
WP dfbg SRIGRAT 97 o0 T2 HFh ST
God! dHeed yfaeut el faf @aeiRe
FHEAEEE §1 MBI B | TAS UG WHRD
WHN Jhewe URAD MRl BRI AUSTS
TWRY TR B | WHRI Jhewd! glaer qen
FHGRACHT N AGATG  FARAFERH K]
= T 8 w1 by HRIERAT U ARER)

Jhols 1 wAfed g & | SRRV i
UGH TE yeEHE e e RigeRar
= a1 o= g0 X fAWTT de BRiedsed!
PRIAR TRHR] Hgw Ahd Tg T Fawel RY
Ue® X e PRIARAT Ui RGN AR Iuae
TRISY Y68 oKl AEAG® eI, Fer den
TRARUESS HaH U JEseH e SRl
F® Fam® yo Ufed ERESR) dHAT %G T
JIPale WD JFARATAT 9 Uererd <R oo Hfierd
i @ WUB ARAMT U BN Jheoors
fRgm fagu g =rawen IRg we® | amen
ghRam & MR den = soiewd
dra foll deon dgwh Sl dEEedT Gl
gfcreqgi™ S5 o/ ®E U 7 SReo |

48 SFURh eReu: AT BN fderd
dJEPl OUIRh FRAUA dHDd  HHAR ¥l
fAf e JIgER g7 TRaT Ui uTee! wfdur,
QU2 IAFAR UG BRI 4a e 9=
T HERY TR ISP AMASITD  HRATTEHAT
T FHART W1 Tl dgahl BTN ARG
gireueice aRIe §Hd SIeal AANEe Tgu-
Uy 8Pl B | WS & Dbddl RN
dqifesenT IS A1 HHaRIgwd] Ble ddT 9gdl
B A UDIS Jheh! ATTLIHT JHAR FHIAT A
FHARIEED! YR §F THTRT BT RITTEwH T
HHARID] JMTHT HATGT FAT® WUHT FaATSTHT
FHOHTS I~ WD B 9 T4 RTGT GleTdh!
BIR T SMMaTIDH STIeIh YA TR Iq~

qUH! B |

%. JUEER :

qued  fdemE womfae den e
BRUERS dfby A Ufdge  IEReIEe
ROREDT IAA FARITT U HIaSI T eI
I TP BN b dhs M ge U™
dA] UG ORGSR e 6l wual era
TN B UG RIS W& B | I8 dfbg
TOIRAT IEP] A dHewedT Gicrege] a1 B
AMAWEH WD JRAUART S Tg A
veEIe WAHIA N IUYh had dAnedl Wi [ARkEd
S BN e Y6 T glugs e 990
R gge IAYME Thd! wuHl WfUd g R
favawd g7 Afeo | @

(da® Y AdrT dHw

Py 9T 99@ 59579 1)

994



] goclt o9 Raw |

SN qur T fdbraH
&N Ao 9o fo.

n fosmr T dr@R«

T

AU FATHD S IMUR X IgHED
SO U IRl WU Y &3 g
AMH B | AUGH F& TTEEH BRI &8
yfererd SiraT enh Uiy Y| 7 enf¥a e B |
TAR HO TR AT BRI R Ul
e gft &3 7 WP B | | AU R
el aRERe TN #8MTR, SUHEMTR R
TRSI T R3 ST UM SARIBI F=am ATIor
IRITEIE BT §1 Fodl vaq | fama e
BN don gHier Remer afed ™ Ao
qAT HEHAES Fdlo IRTAr ufy ser TRy
IFARD! IR 3 UM BR® T |fdbyd
o |

frm H e S6 =@ HH den
ol AT Fg@yel AN GRS qeAeTs
THH Afibad | 9 dPo A g T [ee
e d ot T duer AR faf
HAINTS TAT AR RIS HIhd SO
e |a1 giden garga! RN | aehifon araRen
FHN T I gFGTS AER AN ThdT THY
HRIFHAEw dared IReE &Y | BN em 96
TR FHHT WUTRET HUDH! T S9dh 9T el
g1 Ul Y T Irivr fAeramr 3 I6ha! et
IR FaF AP AN Fd B |

FHW qAT ATHOT AT FFRT TR
fad 028 AEH WAUAT 9D HY faHmE
Jhe SR A N Remw afifea @

IR SHders e 2 #H T S
fadra® SR srawad Jolt @R ¥ gou dReEe
FUT WHU SUGY IRIST 5l PRy | BN qen
IV &FB1 FFT de A Tols e TR
TR FaRUET <al GarSH 2032 HIGHI AT
e o™ FImHael geaa TRAT | & T
el & Wi Hheod TR THI &5 aRETe
T SeTIDT WY 09 WoHl WA q1iorsd
dfhy PREAR Fearaaa! AqTa-l TRAT | TE I49
IHS A AoeTs IRT W aued wue
fiR ™ A gR yomdiEe SEdrers doll Al
Y I e fadprad S awad U o
gluss yam T8 JMyer RN |

[Pl 3 FprEs GHd qYST RATH
Jpo faPrael Hew Baed R ANEFGR
TRl B den urivr e fAerae! sfogr
U6 TIRGWTe! Howvsdl wuAl foar sIkrgRe
Tl |

JhP] Holl HANH] Howdwd Qb gdl
fSeoes 1, Il 3wl go-gol  |/S,
RFgSIIMBM g<el a1 AR &Fd]  wuHl
T §1 G B | IR BN Sl i
YN 9YUTe- FqHRE] Jde TR g a4l
a1 gAIUP! TGS AP Afbad | 50 GG
UGTHT JAD! NG howawy fodas oot
3 IS "TI RSB’ B ®UHA IR=d g7 FId!
B | 39 AR G UTodT A &FA8E oIl
T qIT SF1 SWGA Id9R el Ienfid
SR w1 f[AHRd g9 gl © |

1%



JHS HYG qAT UM SAAISTS ST
Wi HaREs dhd Uafte FEar |9\ d
SO TRISIHT A1 WHRGT e Fw=
BT HRHAES AHGd Yad T TRYD!
forg | MR, ogviolgd, REw S

SRR | Qo080 ATHAT WRHRe d& ol faig wen
RIS ORI TR ufS B fawrd 9% U 019
@RS §F U G GOl WAl | I Fawen
IFAR AR 206213139 71 ufss fafAcs Fwa!

WEHRD! IS FANST FRIFHATEH Ieo
T g Y SR GHIASHNI HUDHT S
GEEIICIRRE

JHe I fHa e e Arha TRa
THIOT SIar! AME Tl ARG SeITFd! IR
TRP] SUGY 3N HERD GYfAT D! BN T
I AT TP B | WA S[@UR, WY
o, e Mg T AR gfE, TR eI WREWTS,
graTaRel R, We R s srimEes N9
S MfE T AmIfie wurReET arfia
Fgarh afdd Heer Brg |

N qen urier g e HAA I
HRATH FHARIGEHS UG TRP! SEATSTS U Jsf
FH 3ffd e | qure )18 <R fRveas R
T <Ra fee e faft= dmifos, arfses
Jon diepfad uRae gefe ud exfa s
9 e Mgy SRl gd GRS |
T HH el fAefid TReT Ry 39 SRt
PAREEO |

qfeafda wawar &%

e Y e & 9% war ufe oa!
IRATYT AR PR TR fIgg e d@e=
WRATHI WU D RN | faci sidar a1ff
faaeh a1g wRen qen WReRAT R I8Y, AN

wOHT Tdl 93 AT 0gRyIRI3 BT A uTe I

JpaTe 'F B SOOI YT HRATHT ATl YT
R Uy * Y Rew J6 & a1 aRea wo ofs
TG A1 §6 UG 3 aftrey g6 IRE A
JOIRAT Ufeuell 8 FfS 93l @d! B |

N e 96 o s W& eI
&l g I9er gol w)ar wia aRacs w8
AAAHRUAT 7 I9HT AR ORI HSADH D]
AT BHT B | I I IHHT BrAID] A
IWRYAEE WH B | G99 YIEAIEwD] 3T
3R ST R Goim siffiaad ufawe ara
TH wH 59 | v &8 aiefs we anl-
RRYAEeGs Sd  UfdPhe Suodl  TRISH
SLIBTS AT SAHHT IRT BRIHA HEATed T
amuel U B | S e Y& fo. uF =
ST I WRE AU I dhd AdwE qen
A 8 1 U a1 faRa S S R
Jho®Ts JaRd TRI 3NN 984 Ha LRI
B |

N e Jo o e Touer wReom
Farfesd R W= 319 i wue 3T e HRaT®!
Qo Awoardr A R deq® | HHID
AR AR IR G g THaH faig daed!
HHAT TG HHTET ehIS dhe R =i
JPIE UG T TUEDRI  WUAT  HAHA

IMERAT 91 FRRIT &5@ 1 ol Yag Ty, BEa
R BB IEGIEIGs e dfag, R gasbie
g1 [Aer® qEadiad! MURAT Sha] Feddl
AYF TRA aRue! a1 R |

2085, G ARG TLA I5TS ISR
JITAD! AT TG WAMS ISIGRT  HREU
U B FIaoI—d IRATROS  [ATHRUTR
R SRR | J9 HAH SRGRDI HREVHT
WH 9% q faig EReTEEH WHd  GuRD!
JaTIHdl HEYH RAT | fAH 2049 Gw <y
faeg & THdH HoTaE gRard IRYS! faxi
&3 GUR HIHA AFAR YIH TROMT UG I
Io, Iy 9T 96 ¥ AU T . ¥ SR

HaTod TR | dee T At eriseas) $oll
PRIGR U Th B | Sl e aReared W)
FARIGSTS Bl S TR EaT Foll TGS
AT HOR §J U Il THD BH B |

Aq JHS AU arfisy dhdl WHY gRO
TREBUD  faer YA uRadser e
SYBE SR, W I D] SRS ST
TR Auedl dfeg el A R enh dwen
FUAT WU g9 SRR WsRedl ® | RS
fear Aifa dfdg Sumxor Jor dar Suse TRTS
TP Jho g B 9§ IA UG I THhd
i @ AT g ufafer wmr 1d
I gFET SAdels 9d oferd T fafie

199



] goclt o9 Raw |

sy Ifrg Far den YRuewd! s R
TR BRRED B |

F[E qAT ATHOT FAT Tferpt =JTET
N o™ 96 aiftrsg So aRed o

39 &FES R ToR®! I 99 SR 9 g
HITBY | THd! ARG ARAES 37 i AT
g% BRRA B | 99 uRIeH 9% FH qen
el &FEe figw ggun smwen JRaT | §%
JPo ufdeeT aueedl fARR T8 @@ Iyfie

AT TP YA AT TBdh a0 I9 50
H Jon wroT Fo N @ weEl 9=
g B 9 e Ul R uee R Ul
IS | ShE1 gueEgd dUl UEd IS Udhc
TRG I9 YGRS o ey oy 99 & ufoey
gl favam &1 | I9@r |9 Reer R Joo
SEATOTS RS qaTh! Ufee ufs 7 |

o oM 36 o 3 fQrae qfem a8
gRacd Wy @ o fdemma won e Adwes
g, de®! EE dadl ARG AEudn
T TN REM, WRUST, A SRS G A
BIRTG T T AYAR B SHD] Bl Aol TR
R I FHF HUed IRAB ¥ T HITH
A~ IERI Sood B | I8 JERA oo TIH
JM® IUDT qolc TAT HRIHAA KW T ATHO
FHoll JarESs MAMGA FHd & Re s |

JAYGR I dforey dHAT gRoT 9o
o TS R T 9o dFd FRIARSE sl
TRIAGAH IgHT B | UG IO FRfA=H
JERT JgP HUDI X ISfdl ARHIE S
AN B B vl Sfbg dar ghaen
gITSH Hid e onh Ui fdem B | favae
go T Y & angfafeRer € Tud ¥ R
7o @5 galeR Qe 9ge Muer ga1 A

dfdrg Jamae AV BT SRS AU BT
g1 HUIEET 2D B | IGDHT B JhdT Ued
I % 390 I 9 Iaarll ggH 9 i
M UIeA 71 d% SeId ¥8g U SaeIdhall
RITPET B | TFE Y Th FHINERS U
fESlie! SR SIdTeTs qerdre! |iel snyfie g
HI UGS TRISH YT T ol B |

frewet

foram o e 6 fo. & N g
HoT &3l e sl Rael o fafi=
HaT Jw ye[ TN yIE wUO ANEN JSa
MGl R | b 9ISy JHHT HUTIROT HUdT
ufe B qon urr fAere el syfie dfhy
HqT AT Faem gATE THe HAl FRIGR IR
T IMEAT RS TR Sfad  Iiwe
JUGY TRIST SRR ILa YD B | T
e woa B gon urfivr eEm w®ar facia
TOIRD! AUEATGTS ADHTH ISTART T4 dF oM
gfcreedt WoR TS agge! fAhey B9 | @

(3GF FY Qg §&, Fol [@9rTer #1g
fria 75 g557% 1)

9=



Khan Bank the Successfully Restructured
Bank of Asia: Lesson for Us

m Ghuran Thakur

Abstract: This is based on the observation and study of KHAN Bank Mongolia conducted with the financial
assistance of the Asian Development Banking 2008 mainly to replicate the restructuring of Khan Bank in
ADBL. The main objective of this study visit was to study how the government owned Agricultural Bank
of Mongolia has been transformed into a financially viable Khan bank from its stage of liquidation and
what could be replicated in ADBL situation. Lesson learned from Khan bank was and is quite relevant in
our condition

Introduction:

Mongolia is situated between China and Russia. Its geographical area is 1,565,000 square kilometer about
10 times of Nepal. It is the largest landlocked country in the world. Its total population is only about
2.7million, half of it is in the capital city Ulaanbatar. Excluding the capital Ulaanbaatar, Mongolia has
an amazingly low population density of half a person per square kilometer (less than one person a square
mile). Mongols were known for their extra ordinary fighting skills. Among several empires, Chingis Khan
is the most popular empire and symbolize as brave worrior king of Mongolia. For his due respect, most of
the products of Mongolia were produced in the name of of Chingis Khan.

Still Mongolians have a rather distinct way of life, which they have been living for hundreds of years.
Nomadic herdsmen wonder around the country in their advanced movable dwellings called gers and face
temperatures from 30° C down to -50°c. The diet is for a great deal based on mutton and dairy products;
the things given to them by the animals. The preferred local drink is airag, fermented mare's milk. Though
the then USSR, Russia, Korea and China have provided apartment, they prefer to live in tent like nomadic
herdsmen.In the last century the nomadic society did come under threat by the few destructive political
activists. When in 1990 Mongolia became a democracy, many people left the town and cooperatives and
went herding again. A lot of the traditional knowledge had faded and only slowly did some of them readapt
to the nomadic way of life.

Most of the country is lying on high altitude and the division of air pressure systems also plays a role. It is
reported that less than one percent of the country's surface is arable, 8-10 percent forested and the rest being
pasture, including semi-desert in the Gobi region.

Economic activity in Mongolia has traditionally been based on agriculture and the breeding of livestock.
Mongolia also has extensive mineral deposits: copper, coal, molybdenum, tin, tungsten, and gold account
for a large part of industrial production.
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KHAN BANK of Mongolia

Agriculture Bank Mongolia was established in 1991 with full ownership of Mongolian Government for
the development of agricultural and rural sector.After the passage of time its non-performing assets was
increased so high ultimately the bank was completely liquidated in 2000. In 2000 management of Agricul-
tural Bank Mongolia was taken over by foreign management. The management improved the behavior of
employees and introduced new financial product according to the demand of the clients. In 2006 the name
of Agricultural Bank Mongolia was changed into Khan Bank Mongolia. KHAN means king in Mongolia.
At present, Khan Bank is known nationwide as leader in innovative financial services that change people's
lives and benefit to the society. The bank is committed for transparency, fairness and to provide the high-
est level of customer service in Mongolia. With the help of Asian Development Bank, Peter Marrow was
appointed as CEO. Now, the bank has 536 branches, 4516 employees and online banking services in all
branches.

Scenario of Khan Bank:

Year Major Achievement

1991 e Agricultural Bank of Mongolia was established
Privatized but run by Government

1999 e Insolvency, mainly due to higher political pressure in loan disbursement,
loan collection, staff recruitment, placing and promotion
e Placed in receivership

2000 e New external management team
Peter Marrow appointed as CEO

2001 e  MNT 1.3 billion profitability
Turn around commences
2002 e Introduced pension, herder and business term loans
Loan reach MNT 25 billion
2003 e Tavanbogd Trades acquires 40%
e Introduced agricultural mortgage and leasing loans.
2004 e IFC and DAI acquire 9% and 2% ownership respectively
e 394 total branches.
2005 e 66% growth in loans
e 40% rise in deposits

Establishment of corporate banking department.

2006 e Name changed to Khan Bank
Management contract extended to 2010
"A" - Rating by planet ratings

440 total branches

49 UB branches

251 branches online

over 1.5 million depositors

Fitch ratings of B+ stable outlook
Establishment of MBD

Moody's rating of Baa3/Prime-3 stable outlook for local currency deposits.
US$ 35 billion credit lines from EBRD, IFC and ADB.

1H2008 e 485 total branches
e  Total assets reach MNT 796 billion
Opens representative office in Seoul, Korea.

2007

2007
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Features of khan Bank:

Sawada Holding (Japanese) holds 52.91%, TavanBogd Trade Company (Mongolia) by 35.27%, Interna-
tional finance company by 9.06%, Development Alternatives by 1.88% and Marrow Family Trust by 0.88
% shares of Khan Bank. Khan Bank which is established as innovative financial service leader was able
to introduce new products like: small business working capital loans, salary loans, pension loans, herder
loans, small business term loans, vegetable grower loans, mortgage loans, leasing loans, micro express
loans (very small amount, within 1 day), SME and corporate loans, to need the demand of its client.

Limited staffs were in central office and maximum were in field branches. Maximum staffs of branches
were and are local and they have to stay in that branch for his/her whole job period unless center is trans-
ferred to central office. They are promotedon the basis of their performance regardless of length of working
experiences.

Interest Rate

» On deposit: 16% and negotiable for large amount and corporate deposit

» Credit : average interest rate 25%, higher for micro finance and comparatively lower
for large loan volume

> Penalty interest rate: 40%

Major features of Khan Bank

A\

Effective management team

Human Resource Management

Career build-up opportunity study program in abroad
Allocation of job responsibility

Effective monitoring and supervision

More priority to institutional clients

Promotion and other incentives on the basis of performance only
No political influence or pressure

No staff’ union

Hire and fire system

Local staff recruitment and posting

Employee must have to pass training

No chance for mistake

Competitive interest rate

High penalty

Effective CBS system

Excellent communication system

YV VV V V VY VYV V VY V V VY V VY VY

Relationship management

11



] goclt o9 Raw |

22 Aak BAHK
RELATIONSHIP APPROACH

Corporate current and deposit accounts

Head of Mining Corporate loan

Banking

Corporate client BpermeT

Trade finance

Corporate client

International remittance and FX

Corporate client

Payroll service

Corporate client

Mortgage programs
> Support Unit
Corporate client

E-Banking

Credit cards

Relationship Management:

They are maintaining excellent relationship with Embassies, Consulate, INGOs and NGOs. Out of total
deposit 92% share is from these corporate sector and only 8% is from individual.

New Client
— Client prospecting
— Contact client
— Make sales presentation and services offer
— Open account
— Conclude a contract and ensure smooth implementation of contract
—  Track activity

Existing client
—  Ensure contract implementation
— Track activity
—  Offer new services
— Respond to client requests
— Attend social events and networking

Prime clients:

*  Boroo Gold Company, Gold Mining Company. Boroo is 95% owned by the Canadian mining
company, Centerra Gold. It began commercial production in March 2004 and produced more than
800,000 ounces (25 t) of gold through the end of 2006.

* Ivanhoe Mines Mongolia Inc

*  Tsairt Minerals

*  Fluor Corporation

*  Peabody Coal

*  Wagner Asia Equipment-Equipment supplier to Mining industry

*  QGX Mongol

*  Western Prospector

* Lehman Lee and Xu
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*  South Gobi Sands

*  Avex resources Mongolia

*  Gobi Drilling

*  Erdenet Mining Corporation
- MAK

International Borrowing of Khan Bank:
As of 31 December 2016, total borrowed funds from foreign financial institutions 1,011,757,315 thou-
sand Mongolian Tugriks (equivalent to USD 41,46, 55 thousand).
Khan Bank has borrowed mainly from following international financial institutions:
» European Bank for Reconstruction and Development (EBRD)
International Financial Corporation and syndicated loans arranged by IFC
Asian Development Bank (ADB)
The Netherlands Development Finance Company (FMO) and syndication arranged by FMO (FMO)
The OPEC Fund for International Development (OFID)
International Investment Bank (IIB)
IFI and MFIs
Blue Orchard and funds managed by BlueOrchard (Blue Orchard)
Symbiotics SICAV (Lux) and its managed funds by Symbiotics (Symbiotics)
Responsibility SICAV (Lux) and Credit Suisse Microfinance Fund
Management Company (responsibility)
VDK Spaarbank N.V
GLS Alternative

YVVVVVVVYVYYYY
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Others
H.L.S U.S.A Holding, Inc
Incofin
Sawada Holdings CO.Ltd

Why Khan Bank is well positioned:
* Leading business and private bank
*  Very lower cost reliable deposit
*  Sector specific department-Mining Banking department
*  Relationship banking-bankers who understand the business
* Innovative service offerings i.e. technology based solutions
*  Quality full range of banking services
*  Strong client loyalty
*  Local staff in branches
*  Performance based incentive and promotion system
* Highly qualified and professional staff
* No any political influences
* No any strike or obstacle by staff since the restructuring stage

Comparison between Khan Bank and ADBL
*  Khan Bank and Agricultural Development Bank Limited, Nepal are similar in many aspects.

* Both are financial leader in rural financing (agriculture and micro financing) in the corresponding
country.
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*  Agriculture and microfinance is strength of both banks.

*  Asian Development Bank provided support to both the banks.
*  Both banks have stakes of the government.

» Khan Bank is successfully restructured and ADBL is still in the process of restructuring.

Learning from Khan Bank:

« ADBL is highly potential to borrow loan, grant and seed money from international financial institu-
tions mainly for lending in commercialization of agriculture, agriculture value chain financing and
micro financing. It will facilitate in increasing outreach, business, profit and will lower the base rate.

* ADBL should also establish and maintain excellent business relationship with United Nations Orga-
nizations of Nepal (UNDP, UNCDF, UNICEF, FAO, IFAD), Asian Development Bank, World Bank/
IFC, JICA, European Unions, Embassies and Consulates in Kathmandu, International organizations,
international non-government organizations (INGOs), NGOs, Banks, Cooperatives.

*  Bank should operate door to door campaign to inform newly designed bank products and services to
former bank prime customers. Further bank should operate mobile banking (one to two hours and two
to three times in one week) in selected International organizations.

Lesson for Us:

Agriculture Bank of Mongolia, successfully transformed from the stage of liquidation to highly financial
viable and sustainable bank of Mongolia named as Khan bank. ADBL has lots of potentiality and strengths
as compared to the Khan Bank. ADBL can become one of the best financial service providing bank by us-
ing its wide network, strong customer base, highly modern CBS, reputation and highly professional staffs.
Effective implementation of performance based incentive system is quite essential, branch office must be
well equipped with highly professional staff especially in the area of loan appraisal, fund management,
internal audit and HR management should also be allocated in regional office, main branch office; mobile
team should be operated in Embassies, Consulates and international organization to collect deposit and
payment of cheque, special priority to prime customers both present and former be given, optimization of
CBS and at least 50% of income should be earned from fee based business.

ADBL has lot of resources and well established image and goodwill. ADBL staffs should identify their
strengths and efficiency and need to change themselves as business staffs. ADBL products and services
should be updated according to the changing demand of valued customers and situation. Outlook of bank
should also be well managed and maintain uniformity in all offices. The main crux of success is within
bank, therefore all staffs should generate feeling of ownership internally and their behavior should be in
favor of bank and the Nepalese farmers/entrepreneurs/depositors. e

Former Division Chief,
ADBL
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How can ADBL Prepare Against
Cyber-banking Fraud

m Prajwol Gurung

nnovation of digital technology has transformed

the way banking is done in the 21% century.
Banks today are increasingly leveraging
technology to reach out to customers with better,
quicker and convenient financial services.Hence,
the technology has proven to be a boon. However,
this very technology when not used with proper
care and alertness attracts criminals whocommit
cyber-banking fraud, bringing greatest nightmares
to financial institutions.

Banking fraud news are making headlines today,
and it is expected to rise in the years to come.
Almost every financial institution has become a
victim, and those who claim have notare either
unaware of it or are choosing not to disclose it
publicly.

In this context, ADBL like every other financial
institutionacross the globe needs to prepare against
cyber-banking frauds, but ‘How’?

This write-up is an attempt to highlight some of
the answers to the prevailingquestion, while doing
so, increase awareness among entire ADBL family
members on how we can put a collective and a
coordinated effort to protect assets of our valued
customers and safeguard reputation of our glorious
organization from cyber-banking fraud.

Cyber-banking fraud is committed misusing
technology, and is very sophisticated in nature. It
can be originated from various sources and places,
varying in sizes and types. Therefore, in order to

best prepare against it, we first need to develop
deeper understanding of “who commits it”, ‘why
it is committed” and, most importantly, “what

promotes such incidents”.
Who commits banking fraud?
Insiders

Employees are given access to internal information
system to carry out every day jobs. They may abuse
this authority to commit banking fraud. When we
talk about fraud, we generally think of it as an act of
carrying outillicit financial transactions. But, there is
more to it. Stealing sensitive customer information,
and banking data is also a crime. Suchsensitive
and confidential information when shared with
unauthorized people, for example, black markets
on the internet, are used to facilitate banking fraud.
According to US State of cybercrime survey in
2014, 70% of the reported frauds were carried out
by bank employees.

Outsiders

Frauds are also committed by outsiders who
manage to penetrate the bank’s data security
and gain access to sensitive information or carry
out fraudulent transactions. They are constantly
looking for weaknesses in the bank’s security
system and exploit them. Outsiders usually rely on
help and collusion from bank employees who may
have been paid relatively small sums of money to
facilitate the crime.
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Why banking fraud is committed?

1. Fraud Triangle

In 1953, American criminologist Donald Cressey,
projected the “fraud triangle” which represents a
pattern generally followed by fraudscommitted in
workplace.

Cressey’s fraud ftriangle consists of three
components -“Pressure”, “Opportunity”, and
“Rationalization”.

Pressurecan be described as circumstances
that motivate the employee to commit fraud.
Such situations could range from personal
problems to corporate pressures. Examples
of personal problems could be financial
problems due to drinking habits, drug abuse,
lavish lifestyle, gambling addiction, mounting
medical bills. As for corporate pressures, it
could be the need to demonstrate performance
to superiors or outside stakeholders such as
investors or regulators. Alternatively, corporate
pressure could be when an employee develops
a sense that legitimate worth and achievements
are going unrecognized leading to a desire for
revenge with managers.

Opportunityis created when an employee
occupies a position of trust that is vulnerable
to abuse or when there is non-existent or
very poor internal controls. If the employee
can see an obvious way to cover their tracks
they may well conclude that they have a
good chance of making a substantial gain
with a low risk of discovery.

Rationalizationis necessary in fraud
because fraudsters do not see themselves
as criminals and therefore need to justify
their actions to themselves so that they feel
logical and reasonable. Fraudsters offer
a range of justifications for their actions,
arguing that they were only borrowing the
money they stole; that their employer owed
them the money; that they are underpaid and
should rightfully receive more; that they had
to commit the fraud in order to provide for
their family; or that their theft is justified

because their employer is dishonest or
corrupt.

As a whole, the fraud triangle suggests
that all three elements must exist in varying
degree in order for a fraud to be committed. An
employee with the pressure to commit fraud is
not going to commit fraud if the opportunity
is not available or the risk of getting caught is
too high. Similarly, if the employee has both
the pressure and opportunity is still not going
to commit fraud if he/she cannot rationalize
the action. Nevertheless, the more pressure an
employee feels, the easier he/she can justify it

2. Lack of awareness among employees

Lack of awareness among employees may also
lead to committing fraud. Employees, such as,
new Tellers, interns, and contract employeesat a
branch with very little knowledge of the functions
of back office departments at Head Office, for
example, reconciliation, compliance, internal audit
may get enticed into believing that committing
fraud is simple; it is only a matter of deceiving
their immediate supervisor. When they get such
wrong impression of how easy it is to commit
fraud and get away with it, they can feel seduced
into committing it. Survey data reported by the
Economist Intelligence Unit show that 42% of
the reported frauds were perpetrated by junior
employees.

3. Hackers — External Attackers

Hackers may have different motives for committing
cybercrime depending on the types of organizations
they are attacking. For example, hackers may target
military organizations to gain access to sensitive
security related information that could have military,
political and economic value. Hackers may target
organizations that run Industrial Control system
(ICS) like power companies, water supply system,
chemical manufacturing companies to sabotage
the system. With regards to attacks in financial
institutions, the single greatest motivator is the
“Money”. Fraud is a big business. According to the
Association of certified Fraud Examiners, fraud is
costing the banking industry $67 billion per annum
and this is on the rise every year. Therefore, the
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external fraudster’smain motive behind breaking
into financial institutions is for their desire to have
their share in it.

What promotesfavorable environment for
Fraudsters?

Complexity

Banking is becoming increasingly dependent
on technology. The IT system is becoming
more Complexwith growing number of digital
channels like SWIFT, ATM, POS, Mobile
banking, Internet Banking, Remittance,
Electronic Cheque clearing, Inter-bank funds
transfer, online utility payment systems and
so on. The adverse effect of this process of
increasing complexity has been to create more
opportunities for fraudsters to gain access to
critical systems, while at the same time making
it difficult for the bank to have a clear overview
of all the activities taking place on their systems.

It is a general practice at banks that IT
departments are put under tremendous pressure
to integrate new products and services in their
systems as soon as the concept is drafted by
the business departments. When working in
such fashion, the possibility of introducing new
services without proper consideration of security
aspects is always there.

Ineffective internal control and monitoring

The process of carrying out a fraud usually starts
with employees exploring what their system
access rights allow them to do. Employees
may start making small and temporary
changes in the information, posting small illicit
transactions to see whether and how quickly
they are detected. There have been so many
examples of frauds committed as a result of an
employee’s unsegregated roles — for example,
an employee is given dual responsibilities for
posting transactions in customer accounts as
well as maintaining bank’s internal accounts
(receivable, payable and inter-branch accounts).
With such negligence in internal control and
monitoring system, fraudulent activities carried
out by employees get through unmonitored and

undetected, which in turn gets them encouraged
into repeating the offence.

So, how do we prepare against Cyber-banking
fraud?

Given the nature and extent of fraud, it is evident
that banks need to deploy a holistic defense
approach to protect its assets. Traditional
thinking of bank’s senior management and non-
technical departments has always regarded cyber
security as only responsibility of IT. However,
the rise in the frequency and sophistication of
fraudulent activities demand shift in this very
thinking that management of cyber threat is not
just an IT issue but of the entire organization.

An effective fraud prevention strategy adopted
by an organization must include the five core
components, which include:

e Identify

e Protect

e Detect

e Respond

e Recover
1. Identify

The first step is to identify all the potential
risks posed by organization’s activities,
operational procedures and connections.
Consider all the activities performed
manually by the employees as well as
system automation. Look for vulnerabilities
that could be exploited. For example, four
eyes principal adopted by banks intended
to ensure that one person carries out an
operation while the other one validates
could be defeated if the employees are
not sensitive about safeguarding their
passwords, or develop the habit of sharing
their access rights with each other, even
worse if the two operate in collusion to carry
out a fraud.

Explore vulnerabilities exposed by flaws in
the policies and operational procedures. For




example, consider how you are managing
customer dormant accounts. Are there
proper operational procedures to reactivate
and reallow transactions in such accounts?
Dormant accounts are easy targets of
fraudsters since there is very low possibility
of anyone monitoring activities in such
accounts.

Examine all the network connectivity and
application connections between your bank
and the outside world. Vulnerabilities can
occur through such access points that do not
seem to be risky at first glance.

Protect

Once vulnerabilities have been identified,
the next step is to take appropriate measures
to ensure that your organization has
appropriate safeguards or controls in place
to mitigate various types of potential risks.
While no company, even with the strongest
ironclad security in place is immune to fraud,
enhancing your security system definitely
reduces your vulnerability to both internal
and external threats. For example, deploying
network firewalls, web application firewalls,
strong customer verification such as two-
factor authentication in mobile banking,
internet banking can greatly reduce your
chances of external attacks. Implementing
biometric in core banking system user
authentication process eliminates access
rights abuse by employees.

Effective and strong internal controls and
monitoring in place ensures protection
from operational risks. One of the biggest
challenges of audit team is they lack the
detail technical knowledge of how the IT
system works and their vulnerabilities.
Specialist IT auditors have therefore become
vital to support audit team. Likewise,
internal controls should always be up-to-
date evolving with time, technology, and
fraud environment changes.

found
side of

Organizations
focusing on

are
the

generally
technology

securitywhileneglecting the human element.
Regardless of the huge investment made in
technology, organizations are still victimized
by frauds. An effective fraud prevention
strategy, therefore, must recognize its
security-unaware employees as the weakest
link in its bank’s security. Everyone within
the organization should be aware of the
fraud risk policy including types of fraud
and the consequences associated with
them. The most important aspect of fraud
protection plan is to make it visible to every
employee. By doing so, those who are
planning to commit fraud will know that
management is watching and will hopefully
be deterred by this. Honest employees who
are not tempted to commit fraud will also
be made aware of possible signs of fraud or
theft. These employees are assets in the fight
against fraud.

Detect

Once you have setup protection measures
as your first line of defense, the next step
is to have a dedicated system to constantly
monitor, detect and deter any suspicious
activities. Fraud detection is reinforcement
to your protection system. An effective
fraud detection system has to include both
system as well as human components.

Examples of system components are
Intrusion detection systems which identify
possible security breaches originating from
both external and internal sources in your
network. Anti-virus softwaresafeguards
your system from malware, spyware, and
other types of threats.

There are new technology driven tools
available in the market like Transaction
Analytics, User Behavioral Analytics,
Profiling that supports effective internal
audit and monitoring. Traditional auditing
method takes sample data to verify
compliance of internal control, and this
process is not only labor-intensive, slow and
costly but also less reliable since conclusion
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is reached based on the sample result while
majority of data are left untouched.

As for use of human component, make it
a point to constantly train and aware every
employee on security aspects. Provide
them platforms where they can share
knowledge and experiences with each other.
Security-aware employees play a vital
role in detecting and reporting suspicious
fraudulent activities.

Respond

Even with the highest level of protection
system in place, the chances of fraud always
exist. Therefore, the banks must have well
documented event response plan to effectively
contain the damage as soon as a breach has
been discovered. The response plan should
clearly define how the key stakeholders will
be notified about the breach, how the response
team will be activated, and checklist of steps
to be followed during the stress period to
protect the organization’s information and its
reputation.

Recover

A fraud event without in-depth incident
evaluation, lessons learned and corrective
action taken generally means that there is an
excellent chance the criminals will reload the
activity and the company will continue to
experience high levels of fraud. Therefore the
incident response plan should also include steps
for recovering after the attack. Depending upon
the impact of fraud incident, it may take from
hours to days to restore normal operation as it
may require deployment of new procedures,
programs, services or technology. Using the
lessons learned from the intrusion, identify

and correct flaws, eliminate vulnerabilities
exploited by the attacker to protect against
future attacks.

Conclusion

The key to deterring fraud is to understand
who, when and why frauds are committed?
What circumstances facilitate such crimes?
Developing in-depth understanding of these
key aspects help organizations prepare well to
prevent frauds. However, banking frauds have
become part of our everyday lives. Irrespective
of the strength of the fraud prevention system
deployed, protection from cyber-banking fraud
cannot be guaranteed taking into consideration
the constant development and adoption of
new technologies and services while criminal-
minds constantly devising new ways to misuse
technology to commit crimes. But, there are
steps banks can take to strengthen its internal
controls, procedures, policies, security systems
and make it difficult to break. Bank can devise
a well prepared plan to identify potential risks
in their operational procedures, activities and
connections, and put up protection measures
to safeguard their assets from the identified
threats. They can deploy detection systems
to quickly discover any anomalous activities
and have well documented incident response
and recovery plans to contain the damage at
early stage. The main purpose of this article is
to share knowledge with entire ADBL family
members with the hope that it will help stimulate
discussions, develop awareness, develop sense
of shared responsibilities and ignite actions from
every level to protect assets of our customers
and reputation of our glorious bank. e

IT Consultant Manager,
ADBL
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INFORMATION SYSTEM AND
NEED OF IS AUDIT

m Bharat Rijal, FCA

ORGANIZATION

Every organization exist to create value to its
stakeholders. Stakeholders includes sharehold-
ers, business managers, employees, customers,
regulators, etc. Value can be different for each
group of stakeholders. For shareholders it may
be return on investment, for business managers
it may be quality of decision made (informed
decision making), for employees it may be job
satisfaction, for customer it may be satisfaction
and for regulators it may be compliance.

SYSTEM

System is the set of activities working together
for achieving a common goal. System may be
manual, automated or semi-automated. People,
process and technology are its components and
governance is a mechanism to align these com-
ponents towards achieving common goal.

CONTORLS

Controls are the principles, policies and organi-
zational structure designed to provide reason-
able assurance that undesired events will be

prevented, detected and/or corrected and orga-
nization’s objective will be achieved. Controls
are not implemented at once, it is designed and
implemented based on need of business. Any
controls having significant impact on the normal
business process functioning tends to be ineffec-
tive, hence there should be a balance between
controls and performance.

EXISTENCE OF SYSTEMS AND CON-
TROLS IN AN ORGANISATION

All organizations deploy systems with an objec-
tive of achieving organizational goals (i.e. cre-
ating value to its stakeholders). To ensure that
these goals are achieved, organizations also de-
ploy control mechanism into such systems.

INFORMATION

Information is the collection of meaningful data.
Information to be useful, imust possess certain
attributes like completeness, relevant, adequate,
timeliness, delivery to intended user, etc. In-
formation whether acquired from third party or
produced by the entity (IPE) is used for making
informed decision across the organization.

Data |mssssp| Information |msp

Knowledge

Understanding Wisdom

) —)

INFORMATION SYSTEM

Input — Output

1

1
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Information System is a well-defined structure
used for capturing, processing and storing data
for the purpose of generating information which
is ultimately used for decision making. Hence,
information system is a decision-making tool
within the organization.

Information system in any organization is like a
nervous system of human beings. It carries data
from our five senses to the brain for making de-
cision.

INFORMATION SYSTEM CONTROL

These are the controls related to information
system that ensures that the information and/or
information system maintains data confidential-
ity, integrity and availability.

If information system can be compared to ner-
vous system, then controls are the awareness,
senses and reflexes or reactions of the nervous
system.

AUDIT

Audit is a systematic examination of subject
matter against specified criteria for the purpose
of expressing opinion on the subject matter. An
audit provides reasonable assurance to the us-
ers of the report that the subject matter complies
with specified criteria.

INFORMATION SYSTEM AUDIT

Information System Audit is a systematic ex-
amination of every systems deployed by the
organization to produce information to obtain
reasonable assurance that the information sys-
tem itself safeguard assets (information assets)
and maintains data confidentiality, integrity and
availability and to express opinion thereto.

During the system under examination following
activities are performed: -

i. Risk Identification
ii. Risk Assessment
iii. Auditor’s response to assessed risk

a. Planning the nature, time and
extent of Compliance Test
b. Planning the nature, time and

extent of Substantive Test

iv. Perform Test
V. Conclusion based on result of test
vi. Expression of opinion

TYPES OF INFORMATION SYSTEM AU-
DIT

Following is the illustrative list of information
systems audit types: -

i. Application Audits

ii. Process Audits

iii. Network and Communication
Equipment Audit

iv. Database Audit

V. Security Audits

vi. Compliance Audits

vii. IT General Controls (ITGC) Re-
view

viii. System Inter-Face Audit

iX. Pre-implementation Review

X. Post-implementation Review

Xi. Data Center Audit

Xii. BCP/DRP Audit

xiii. Third Party Information Risk As-
sessment

Xiv. Data Migration Audit

XV. Performance Audit

XVi. Internal Control Review

xvii.  Software Asset Management Audit/
Licensing Audit

xviii.  Statutory Audit (auditor appointed

as per NRB IT Guidelines or direc-
tive)

BUSINESS VALUE FROM INFORMATION
SYSTEMS AUDIT

Information systems audit can be designed to
identify areas in information system where con-
trols are absent, inadequate, inappropriate and/
or ineffective thus rendering significant defi-
ciencies or material weakness in control. This
can assist those charged with governance and
senior management in taking remedial action
by providing insight of potential risk due to the
existence of such deficiencies or weakness. Fol-
lowing are the benefits of information systems
audit: -
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i Detection of non-compliant proce-
dure

Continual improvement

Increase in productivity

Increased confidentiality, integrity
and availability

V. Increased data accuracy, complete-
ness, validity, verifiability and con-
sistency

Vi. Build a confidence among stake-
holder through increase in safe and
secure system

vii. Compliance to statutory, legal and

contractual requirement

WHO SHOULD HAVE THEIR SYSTEM
AUDITED

As mentioned earlier the benefits of information
systems audit, it should be done by all the orga-
nization irrespective of size and nature of busi-
ness. It is essential for commercial enterprises,
not for profit organizations and government or-
ganizations. However, the frequency of the in-
formation systems audit can depend on the size
and/or nature of business.

CURRENT SCENERIO IN NEPAL

The awareness for conducting information sys-
tems audit has been in Nepal in the last 1-2
years. But today also, many organization are
conducting information systems audit due to
certain legal, regulatory or in some case con-
tractual requirements. There have been other
organizations in insurance industry, software/
application developers, cloud service providers,
manufacturing units, etc. who are conducting in-
formation systems audit voluntarily due to the
realization of its benefits.

Following companies are required to conduct
information systems audit annually and are also
required to submit the report thereto within 6
months from the end of financial year.

i. Commercial Banks in Nepal

ii. Payment Service Providers operat-
ing in Nepal

Payment Service Operators operat-
ing in Nepal

FRAUD RISK FACTORS, CONTROLS
AND ASSURANCE

In Nepal, banking and telecommunication sector
have always been the target of system security
breach because of the quantity and value to data/
information they handle.

For any incident to happen, all the following
three risk vectors must be present: -

i Motivation (personal situation, cir-
cumstances)

Opportunity (control deficiency or
weakness)

Methods (rapid change in technol-
ogy)

Changing technology is beyond anyone’s con-
trol and the perception of the outsiders towards
organization also cannot be changed. But at
least, we can design our controls which are ca-
pable to protect information and/or information
system to a certain level.

Also, it is worth mentioning that only a single
weakness in a system is sufficient for the intrud-
er to access the system but as an organization we
have to plug every holes in the system by imple-
menting a layer of controls (defense in depth)
such that one control weakness is compensated
by another control.

Trust is the basic foundation in any organization
operation. As a result of assurance, the business
managers, who rely on the information gener-
ated by the system for day to day activities may
find they are making informed decision and in-
creasing overall organization performance.

Independent examination of system controls by
an experienced and qualified professional pro-
vides a reasonable assurance to the stakeholders
that the information generated by the system is
reliable, relevant, complete and system is se-
cure from unauthorized access, modification,
disclosure, destruction and/or withholding of
information. Conducting information systems
audit should not only be thought as regulatory
requirement instead it is actually the current
business need. o

(Mr. Rijal is the former employee of ADBL and Immediate Past
President of The Association of Chartered Accountants of Nepal)
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"Good governance is perhaps the single most important actor in
eradicating poverty and promoting development."

— Kofi Annan
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A Primer on Green Human Resource
Management (Green HRM)

m Arya Joshi

Background:

Human beings have been releasing green house
gases in the atmosphere since long. Carbon
dioxide is produced when human being use
fossil fuels for various purposes or when and
when forests are cut down and burned. Methane
and nitrous oxide are emitted from agricultural
activities, changes in land use, and other
sources. Artificial chemicals called halocarbons
are released by industrial processes. Ozone in
the lower atmosphere is generated indirectly
by automobile exhaust fumes. Rising levels
of greenhouse gases are already changing
the climate. Observations show that global
temperatures have risen by about 0.6 °C over
the 20th century. Evidences also suggest that
that most of the observed warming over the last
50 years is attributable to human activities.

The climate change snapshot presented by the
Third Assessment Report, 2001, published by
Intergovernmental Panel on Climate Change
(IPCC) is compelling. According to the Report,
that a rise in the World’s temperature by 1.4 to
5.8°C will influence weather patterns, water
resources, the cycling ofthe seasons, ecosystems,
extreme climate events, and much more. The
mean sea level is expected to rise by several
centimetres by the year 2100, causing flooding
of low-lying areas. The shift in the climatic
zones could disrupt forests, deserts and other
unmanaged ecosystems resulting in extinction

of individual species and also to food shortages
and hunger. Water resources are expected to
get affected due to change in precipitation and
evaporation patterns around the world. Sea-
level rise and extreme weather events will
damage physical infrastructure while economic
activities, human settlements, and human health
will experience many direct and indirect effects.

Introduction:

In the light of increasing carbon emission
and its negative impacts on Earth’s climate,
environmental sustainability is an increased
concern among governments, CONSUMers,
and employees. Amidst the stakeholders’
struggle and the challenges and opportunities
from environmental concerns, HRM function
joins the ongoing discussions and debates.
With a rising consciousness about integrating
Environmental Management (EM) and Human
Resource Management (HRM), Green HRM
has emerged as one of the leading principles of
Human Resource Management (HRM) in the
recent times.

In academia, the concept has been defined by
various researchers and scholars in various
ways. Green HRM has risen to combat the
debates surrounding business responsibility
towards environmental degradation and
climate change (Jabor, 2008). Zoogah (2014),
defines green HRM as practices to promote
sustainable use of resources and prevent harm
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arising from environmental concerns within
business organizations. Green HRM is the use
of Human Resource Management policies to
promote the sustainable use of resources within
business organizations and promote the cause of
environmental sustainability (Mandip, 2014).
According to Pandey et. al, (2017), Green HRM
aims to not only reduce the carbon footprint of
each employee in the organization but also aims
at retaining employees who are more aware and
concerned about global warming, environment
degradation, and climate change.

The basic idea of Green Human Resource
Management is to ensure that organizations
are ecologically balanced and environment-
friendly. Thus, it includes all the actions that
are aimed towards reducing the carbon footprint
through all the functions of HR ranging from
acquisition of human resource, induction,
placement, training, learning and development,
talent management, career growth and reward
strategies (Kapil, 2015).  Margaretha and
Saragih (2013) suggest that Green HRM
ensconces environment-friendly HR initiatives
and practices aimed at sustainable use of
resources that results in more efficiencies, less
wastages, improved job related attitude, lower
costs, improved employee performance and
retention for assisting organization to reduce
employee carbon footprints.

Jain (2015) elaborates Green HRM as using every
employee touch point or interface to promote
sustainable practices and increase employee
awareness and commitments on the issues of
sustainability. He further opines that the concept
undertaking  environment-friendly
HR initiatives resulting in greater efficiencies,
lower costs and better employee engagement
and retention, resulting in reduced employee
carbon footprints. The measures of green HRM
include the practices like electronic filing, car
sharing, job-sharing, tele-conferencing and
virtual interviews, recycling, telecommuting,
online training, energy-efficient office spaces
etc. Jain (2015) further opines that green HRM

involves

function aligns its practices and policies with
sustainability goals involving environment-
friendly HR initiatives resulting in: 1) greater
efficiencies, and 2) lower costs and better
employee engagement and retention. Sharma
and Gupta (2009), opine that Green HRM is two-
pronged: environmentally-friendly HR practices
and the preservation of knowledge capital. This
means that the organization undertaking green
HRM policies undertake environment friendly
initiatives resulting in greater efficiency, lower
costs, and better employee engagement and
retention for helping the organization to reduce
carbon footprints. Such policies focus both on
collective and individual capabilities to foster
green behaviour as corporate culture. Despite
the difference in semantics, yet the underlying
messages behind all the aforementioned
definition are the same: sustainability of
resources and the environment on which they
function and retention of environmentally aware
employees.

Why Green HRM?

As discussed above the primary motivations
behind adopting green HRM are to preserve
and conserve the environment by reducing
footprint in  organizations for
environment  sustainability. ~ Opatha  and
Alulrahjah (2014) suggest that Green HRM
aims primarily at achieving environmental goals
of the organization and ultimately at attaining
environmental sustainability through various
policies, practices and systems that make
employees of the organization eco-friendly for
the benefit of the individual, society, natural
environment, and the business. In the same
context, Verma (2015) said that Green HRM
can have at least four meanings in the context of
HRM. These include

carbon

I. Preservation of the natural environment,
1L Conservation ofthe natural environment,
I1I. Avoidance or  minimization  of
environmental pollution,
IV.  Generation of gardens and looking like
natural places.




Nayak and Mohanty (2017) suggest that the
motivation behind Green HRM lies in the
organizational sustainability. The spate of
globalisation, industrialisation and liberalisation
has made it imperative for every organization
to compete with each other to sustain itself in
today’s cut-throat business environment. Such
sustainability is possible only through adoption
and maintenance of eco-friendly environment.
As natural resources are vital for the functioning
of any organization, it has an onus to implement
an eco-friendly system to create a healthy
environment for its own long term sustainability.
Sengupta and Sengupta (2015) articulate that
Green HRM initiatives promote the sustainable
utilization of resources for reduced carbon
footprints, preservation of natural resources and
exploring alternate resources for organization’s
economic, ecological, and social sustainability.
Such initiatives become imperative for an
organization owing to various legal, social,
moral, and, ethical commitments surrounding
the organization. (Prasad, 2015), asserts that
Green HR plays an important role in making
the employees aware of and concerned about
preservation of natural resources and contribute
towards pollution control, waste management
and manufacture of eco-friendly products. Such

initiatives in return, can prove to be powerful
tools to enhance corporate image and brand. It
has been established that Green HRM is a tool
for environmental as well as organizational
sustainability. In the same realm, Dutta (2012)
views Green HRM as a strategic initiative
by the corporations to promote sustainable
business practices. Likewise, Deepika (2016)
is of an opinion that sustainability that is
achieved through eco-friendly initiatives helps
an organization to think green globally and
act green locally, thereby providing it with a
competitive advantage.

Green HRM is also seen as one of the visible ways
of promoting Corporate Social Responsibility
(CSR). Chowdhury, Sanju and Asaduzzaman
(2017) suggest that stakeholders’ interests and
environment obligations can be ensured through
Green HRM. There exists a strong correlation
between Green HRM and CSR because on
one hand the environment friendly Green HR
practices minimize environmental pollution and
on the next, it maximizes profit by reducing cost
and wastage. Saeed and Arshad (2012) opine
that the Green HRM builds social capital that
helps in enhancing the overall organizational
performance as depicted in the diagram below.

External CSR Practices

1. Economic -
2. Legal
3 Ethical Reputational Capital
4. Woluniary p 1. Organizaticnal Financial
Performance
™ 2. Perceived organizational
Internal CSA Practices i perfarmance
1. Non discrimination & Social Capital
EECQ
2. Staff development & y

talent identification
. Protection of human

rights

. Management of
Environmental
Impacts

Source : https://link.springer.com/article/10.1057/dbm.2012.19
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How Green HRM can be practiced ?

There are various ways in which an organization
can incorporate green in its HRM practices
ranging from recruitment to green welfare.
Having paperless office, turning off lights
computers and printers after work and on
weekends, mail communication, electronic
filing, encouraged use of laptop instead of
desktop, proper waste management mechanism,
online recruitment, video conferencing meeting,
paper less training, performance management
on basis of green practices, car pooling, use of
brown bagging in the office., loan discount on
energy saving home and encouraging uses of
fuel efficient vehicles are some of the ways in
to incorporate Green HRM in an organization
(Nayak and Mohanty, 2017). Arulrajah et. al
(2015) and (Nayak and Mohanty, 2017) define
about the components of Green HRM thus:

Components of Green HRM

\4

Green Recruitment

Green Selection

Green

Induction/Orientation

Green Training and

Development

Green HRM

Green Performance

A 4

Evaluation

Green Compensation and

A 4

Reward

Green Health and Safety /
Welfare Management

\ 4

Green Employee Discipline

A 4

and Management

Green Employee Relations

A 4

Cherian and Jacob (2012) opined that there
are certain factors like recruitment, training,
motivation and reward that contribute specific
role in employee implementation of green
ideologies.
the organization gets right employee input
to the environmental sustainable
performances. Dimensions of these factors are
subsequently mentioned below.

These factors make sure that

improve

L. Green Recruitment:

The most common way by which an
organizations practices green recruitment is by
giving advertisements through its web-sites.
This method is fast, cheap and easy to assess.
According to various authors,( Clarke, 2006;
Wehrmeyer, 1996; Oates, 1996 , Phillips, 2007;
Stringer, 2009), some of the green recruitment
practices include:

e Being transparent about organization’s
environmental performance when com-
municating recruitment messages and
including environmental criteria in the
recruitment messages.

Communicating the employer’s concern
about greening through recruitment ef-
forts.

Reflecting environmental policy and
strategies of the organization in its re-
cruitment policy.

Expressing values like being socially
and environmentally responsible em-
ployer in the job advertisements of the
company.

Expressing the preference of the organi-
zation to recruit candidates having com-
petency and attitudes to participate in
corporate environmental management
initiatives in the recruitment message.

ii. Green Selection:

An organization is said to make green selection
when it considers candidates’ environmental
concern and interest as one of the selection
criteria. Such organizations interview the
candidates with environment-related questions
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while evaluating them for selection (Wehrmeyer,
1996). Some of the existing HRM practices under
the green selection are as follows (Renwick et
al, 2008, North, 1997, Opatha, 2013):

e Considering candidates’ environmental
concern and interest as a selection

criterion.

Asking environment-related questions
when interviewing candidates for job
selection

Selecting applicants who are sufficiently
aware of greening and have been
engaging in greening in their private
life.

iii. Green Induction/Orientation:

Once new employees selected,
organization needs to inculcate its green values
in them (Wehrmeyer, 1996). Companies can
provide new employees either with general or
job specific green induction. Under general
green induction, the companies provide the
newly selected employees with necessary basic
information about the corporate environmental
management policy, system and practices. Under
specific green induction, the organizations orient
new employees with environmental programs
specific to their jobs. Crosbie and Knight, 1995;
Wehrmeyer, 1996; North, 1997; Revill, 2000;
Renwick et al, 2008 argue that some of the facets

of green induction/orientation are as follows:

arc an

e Providing general or specific green
induction,
Making new employees familiar with

greening efforts of the organization,

e Developing induction programs
showing green behaviour of current
employees,

Encouraging new employees to engage

in green interpersonal behaviour.
i Green Training and Development:

Developing required green skills means that an
organization needs to provide environmental

its

training to non-managerial employees
and managers on a continuous basis. (Cook
and Seith, 1992) think that such trainings
help the organization to implement corporate
environmental ~management programs
an effective way. Likewise, such trainings
encourage recycling and waste management,
support telecommuting, and reduce long-
distance business travel (Jackson et al,
2011). Renwick et al, (2013) suggest that an
organization needs to continuously train its
employees and managers about the provision
of environmental of
safety, energy efficiency, waste management,
and recycling apart from making investments
in development of green personal skills. Some
of the practices that organizations have been
undertaking in this regard are as follows (Cook
and Seith, 1992, Renwick et al, 2013, Jackson
etal, 2011):

in

management aspects

e (Conducting training needs analyses
to identify green training needs of

employees.

Providing environmental training to the
organizational members for developing/
reinforcing green skills and knowledge.

Providing training to learn or adapt
environmental friendly best practices
like. reducing long-distance business
travel and recycling.

Providing education and training to
create environmental awareness.

Designing exclusive green program to
impart right knowledge and skills about
greening.

Conducting systematic training program
to impart each employee with needed
knowledge, skills and attitudes for good
environmental management.

Providing equal opportunities to be
trained on environmental management
aspects.
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V.

Green Performance Evaluation:

Measuring employee green performance has to
be aligned with the organization’s criterion of
environmental performance. Likewise, having
corporate-wide environmental performance
benchmarks/standards is another necessity for
green performance evaluation. Renwick et al,
(2013), opine that the benchmark/standards work
only if green schemes, performance indicators
and benchmarks/standards are communicated
to all levels of staff through performance
evaluation system and firm-wide dialogues.
Wells et al,(1993); Milliman and Clair(1996),
Wehrmeyer (1996), Renwick et al (2013) assert
that green performance evaluation include the
following practices :

e Establishing environmental management
information (EMIS) and

environmental audits.

system

Installing corporate-wide environmental
performance standards/benchmarks

e Setting green targets, goals and
responsibilities.
e Communicating green schemes,

performance indicators and standards to
employees or teams and providing feedbacks
regularly

Formally evaluating all employees’ green

job performance to the extent possible.
Vi. Green Reward and Compensation
Under Green HRM, compensation and
reward system are directly linked to the use
of green skills. Forman and Jorgensen (2001)
suggest that such rewards improve employee
commitment to environment management
programmes. Arulrajah et. al (2015), opine
that an organization can provide green reward
and compensation in two ways — financial and
non financial .In the former, the employees
are provided with monetary incentives for
good environmental performance, while in the
latter the employees’ green performances are

recognized with non-financial rewards like
special recognitions. Researches like Crosbie
and Knight (1995), Bhushan and Mackenzie
(1994) , Berry and Randinelli, (1999), Jackson
et al, (2011), Renwick et al (2013) are of
opinion that following are some of the practices
pertaining to Green Reward and Compensation
System :

e Ranking employee environmental
performance as good, excellent and
extraordinary rewarding

accordingly.

and them

Rewarding employees financially or
non-financially for green performance.

Providing excellence awards to team

demonstrating better environmental
performance.
e Introducing rewards for innovative

environmental initiative or performance.

Communicating and  recognizing
employee environmental excellence.

Encouraging environmentally friendly
activities and behaviours like recycling
and waste management through proper
incentives.

vii. ~ Green Health and Safety Management
Green health and safety management include
the traditional health and safety management
as well as some more aspects of environmental
management of an organization. Primarily,
the principle ensures a green workplace for
everyone. Arulrajah et. al (2015) opine that
Green workplace is environmentally sensitive,
resource efficient and socially responsible
and it aims at reducing employee stress and
occupational disease caused by hazardous work
environment. The authors further assert that the
costs incurred in the management of environment
provide positive outcomes like improvements in
the health of employees and local communities
besides enhancing the image of the company
as a desirable employer and corporate citizen.
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Ditz et al, (1995), SHRM, (2009) enunciate the
following green health and safety management

practices:
e Ensuring green workplace for all.
e Designing environmental related

initiatives to reduce employee stress
and occupational disease caused by
hazardous work environment.

Creating and implementing strategies
aimed at maintaining
environment to improve health and
safety of employees.

conducive

viii.  Green Employee Discipline Management
In order to ensure unceasing green behaviour
to achieve the environmental management
objectives, an organization needs to have a
proper mechanism of employee discipline
management. Arulrajah et. al (2015) assert that
discipline management is viewed as a tool to self-
regulate employees in environmental protection
activities of the organization. The organization
needs to have a clear and watertight set of rules
to be imposed upon as well as for regulating the
employees in line with the environmental policy
of the organizations. Violation of environmental
rules and regulations should be sanctioned by
means of disciplinary actions like warning,
fining and suspension against the defaulter(s).
Scholars like Renwick et al, (2008) and Opatha
(2013) agree that some of the existing and certain
new HRM practices under the green employee
discipline management are as follows:

e Formulating and publishing rules of
conduct relating to greening.
Establishing a clear set of rules and
regulations which imposes/regulates
employees to be concerned with
environmental protection.

Developing a progressive disciplinary
system to sanction violation or breach
of green conduct.

Implementing discipline management
as a tool to self-regulate employees in
environmental protection activities of
the organization.

ix.

Green Employee Relations:

Arulrajah et. al (2015) opine that Green HRM
has seeped deeper into employee relation and
union management as union support is critical
in implementing Green HRM. Organizations
employ strategies to involve unions as key
stakeholders for fruitful implementation of
Green HRM. Renwick et al, 2008 provides the
following ideas for promoting Green employee
relations:

Providing opportunities for employee
involvement and participation in green
suggestion schemes .

Introducing green whistle-blowing and

help-lines.

e Providing training to the wunion
representatives  in  environmental
management.

e Joint consultations in  solving

environmental issues of the organization.

Gain sharing inrelation to environmental
initiatives or programs.

Recognizing union as a key stakeholder
in environmental management.

Providing opportunities to the unions to
negotiate with management about green
workplace agreement.

Green HRM Global Scenario

According to Mandip (2012), firms like Tata
Group of Companies have installed corporate-
wide environmental performance standards
ranging from on-site use, waste management,
environmental audits, and the reduction of waste
for designing Green Performance Mangement
System. American company Allied Signal Inc.,
include a Total Waste Minimization (TWM)
component into their training. American
Airlines is said to recycle over 616,000 pounds
of aluminium cans, quantified as a yearly
earning of round $40,000 of financial earning
for the airline. Similarly, Du Pont claims to

9%3



] goclt o9 Raw |

have achieved a whopping Return on Investment (ROI) of 173 percent, post implementation of Dow
Chemical’s Waste Reduction (WRAP) programme. Likewise, National Westminster Bank, a British
Bank is encouraging internal whistle-blowing regarding environmental breaches. Organizations like
Bank of America and Google are encouraging the use of energy efficient cars among its employees by
providing tax incentives and cash rewards respectively. The table below provide a glimpse of the best
Green HRM corporate practitioners for the year 2015 (cited in Pallavi and Bhanu, 2015).

Table 1: Top 25 Green Companies in the World 2015

Rank | Green Score Company Country Sector
(Out of 100%)
1 89.20 % Biogen Inc. USA Health Care
2 85.10 % SHIRE PLC Ireland Health Care
3 84.20 % Allergan, Inc. USA Health Care
4 |84.10% Reckitt Benckiser Group PLC United Kingdom Consumer Staples
0 Information
5 82.60 % Adobe Systems Incorporated USA Technology
6 81.60 % Swisscom AG Switzerland ggii(i:ggslmumcatlon
7 |81.30% Unilever PLC United Kingdom Consumer Staples
8 [81.30% Broadcom Corporation USA llpf(ilrmatlon
echnology
9 |80.40 % Roche Holding AG Switzerland Health Care
10 |80.40 % BT Group PLC United Kingdom g:iffig;‘slm“mca“"“
11 | 79.00 % Atlas Copco Aktiebolag Sweden Industrials
12 | 77.80 % Ecolab Inc. USA Materials
13 176.90 % Siemens Aktiengesellschaft Germany Industrials
. . C
14 | 76.60 % Compass Group PLC United Kingdom D(i)srztsrlgtrilgrrlary
15 |75.40% Novo Nordisk A/S Denmark Health Care
16 | 74.90 % Aflac Incorporated USA Financials
17 | 74.70 % UnitedHealth Group Incorporated USA Health Care
o USA Information
18 | 74.50 % Apple Inc. Technology
19 | 74.50 % MetLife, Inc. USA Financials
20 |7420% DIRECTV USA Consumer
1scretionary
21 | 74.00 % NTT DOCOMO, Inc. Japan g:f/ciggslm“nlca“"“
22 | 73.50 % CVS Health Corporation USA Consumer Staples
23 | 73.20% Johnson & Johnson USA Health Care
24 | 72.90% Telefonica, S.A. Spain ggiicigggm“mca“o“
25 | 72.80 % Schneider Electric SE France Industrials

Source: Newsweek
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Talking in Asian perspective, Green HRM
is slowly but steadily making its impact as
one of the potent tools for organizational
efficiency. Bhutto and Auranzeb (2016) have
found positive and statistically significant
result of Green HRM on recruitment, training
and development and learning among firms in
Pakistan. Common use of table stationeries,
use of paper on both sides for internal
consumption, introduction of e-statement
for customers instead of paper statements,
increasing use of online communication,
using more daylight instead of electric
light and proper ventilation in lieu of using
air conditioning, video/audio conference
instead of physical travel, increased use of
energy efficient lights and other electronic
equipments, efficient use of printer cartridges,
photocopy toner, office stationary, sharing
electronic files, voice mail and e-mail instead
of paper memos and increased use of solar or
other renewable energy sources are some of the
ways that Green HRM is being incorporated
in the banking sector across Bangladesh
(Rimi, 2016). Sarod et al. (2016) came up
with findings that Indian IT industries were
cognizant about green HRM practices like
saving electricity; online leave record, plastic
free zone, video conferencing, electronically
record keeping and paper recycling. In 2015,
Newsweek had ranked Suzlon Energy, ITC
Limited, Tata Metalinks Limited, Tamil
Nadu Newsprints and Papers Limited, Wipro
Technologies, HCL Technologies, Oil &
Natural Gas Company, Indusland Bank,
Tata Consultancy Services and Idea Cellular
respectively as top Green companies in India
for 2015. Nokia has implemented various Green
HRM practices and yielded impressive results as
below (Nagendra and Kansal, 2014):

Table 2: Impact of Green Policies on the
Environment at Nokia

Policies Impact
Take-back and CO2 reduction by 30,000
recycling tonnes

Awareness

. 54% reduction in CO2
Campaigns

Waste treatment to
waste reduction

Reduction in waste by
30%

Reduction in Volatile
Organic Compound by
40%

Green operations
and facilities

Induction programs
to use energy-effi-
cient chargers

Reduction in no load
consumption by 73%

Source: Nokia People and Planet Report 2013

Green HRM Scenario in Nepal

Green HRM has become synonymous with
environmental and ecological sustainability
all over the World. However, one sees little
or no literature about the same for Nepal. In
such a context, it becomes difficult to either
establish or negate about Green HRM practices
in Nepal. Nonetheless, upon eyeballing, one
can safely assert that Green HRM practices
are increasing in Nepal, albeit implicitly.
Increasing numbers of Nepalese organizations
are using online platforms for recruitment
and selection of employees. Additionally, the
organizations are encouraging the practices
of recycling of wastes and moving towards
paperless workplace and also orienting and
training their employees about the same. Car-
sharing and use of energy efficient cars have
risen in the recent years. The companies are
increasingly investing in clean and renewable
energies as a sustainability measure. Waste
management and recycling, use of mass
transportation, prevention of deforestation,
achieving energy efficiency and biodiversity
and eco-system preservation are some of the
challenges faced by Nepal in terms of Green
Job (AusAid and ILO, Factsheet). Hence,
there is a need for Nepalese organizations to
work increasingly towards achieving these
needs.
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Conclusion

Human activities, both personal and professional,
release greenhouse gases into the environment,
thus jeopardizing Earth’s atmosphere and
ecology as a whole. At this backdrop, it becomes
necessary for organizations to implement
measures to reduce carbon footprints for
protecting and conserving the environment.
As such, integrating environment management
and human resource management give rise
to the concept called Green HRM that aims
at environmental as well as organization’s
sustainability in the long run. Moreover, Green
HRM can be viewed as strategic tool that gives
an organization an edge over its competitors
as well as an effective policy tool to achieve
corporate social responsibility objective. Green
recruitment, Green selection, Green Induction/
Orientation, Green training and development,
Green  performance  evaluation,  Green
compensation and reward, Green health and
safety/welfare management, Green employee
discipline and management and Green employee
relations are some of the ways in which Green
HRM can be incorporated in an organization.
Increasing number of companies around the
world have incorporated various green measures
in their daily conduct and many Asian companies
are going the same route. However, the concept
is still in a nascent stage in Nepal and a lot needs
to be done despite some visible and praiseworthy
HRM practices in the same regard.
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An Overview on Problems and Prospects
of Agriculture Sector Development
in Nepal in the Context of Research,
Extension and Credit Facilities

m Babu Kaji Thapa

his write up sounds cynical, because

fact is highlighted and that obviously
is bitter. As most of us are accustomed
with the popular slogans for many years
that agriculture is the mainstay of Nepal...
agricultureis the backbone of our economy...
agriculture contributes a major role in
GDP...if this sector is not improved, no
development is possible etc...Economists,
planners, leaders, development workers and
most others engaged in development sectors
have such slogans hanged at the tip of their
tongues. But if we look at the scenario, the
situation is not as it said. I think it would
not be much to say, the situation is shameful.
Yes, it is shameful because millions of rupees
have been invested in agriculture sector but
no remarkable changes have observed in the
lives of poor Nepalese farmers so far. Let
us go through some pages below to acquaint
with it.
1.0 Features of Current

Agriculture:
Nepalese agriculture in major can be
featured as below...

Nepalese

e Nearly two-thirds populations draw
their livelihood (food, income and
employment) from agriculture and allied
activities.

About 60% Nepalese are small holder
farmers.

About 20 per cent of the total land is
cultivable.

Agriculture sector contributes 33.1% in
GDP (cereals 49%, livestock 26%, and
vegetables 10%)

More than 50 % of country's export
depends on agriculture.

Agriculture is the sector of low
investment from public and private
sectors.

Agriculture sector frequently suffers
from natural calamities like floods,
landslides, cold weather, drought and
earthquakes. The latest earthquake
damaged agriculture sector worth 28.3
billion rupees.

Agriculture annual growth rate remained
normally between 2-3 per cent.

We are almost dependent to foreign
import of all agriculture products for
consumption. For instance, we are lucky
enough to import apple from Australia,
China and New Zealand, we import
maize and millet from Brazil and palm
oil from Malaysia.

Hundreds of hectares of our land are
either fallow or un-irrigated, dozens
of our rivers irrigate southern part of
neighboring country, from where we

qo¥



import billions of rupees of agriculture
products annually.

Agriculture sector is totally left to
children, women and elderly as 5 million
youths are working hard in abroad, and
they sent money to their family members
to import agriculture products.

Farmers do not get agriculture inputs in
time at reasonable price and place nor do
they get fair price to their products.
However, few agriculture commodities
have got importance and achieved fast
growth these days; they are vegetables,
spices, dairy, poultry, fish etc.

2.0 Current Priorities of Government:
Following are the major priorities made
by the government for agriculture sector
development.

3.0 Country's

Increasing production and productivity
of key agricultural crops.
Promotingagriculturecommercialization
and modernization for increased
efficiency and farm income.

Addressing both food and nutrition
security.

Local economic development through
agribusiness cluster development.
Reducing poverty through small holder
agriculture development.

Major

Programs and Plans:

Following plans, programs, acts and

regulations have been enacted by the

government for the smooth development
of agriculture sector in Nepal.

i) Agriculture Development Strategy/
ADS, 2015-2025 (It guides
agriculture development in Nepal
for coming two decades).

Agriculture

ii) Multi Sector Nutritional Plan and
Food Security Action Plan (provides
direction for achieving nutritional
outcomes as envisioned by GoN)

iii) Zero Hunger Challenge Initiative

iv)

v)

vi)

vii)

viii) Implemented

ix)

2025 (sets basis for ensuring that
every man, woman and child enjoy
their rights to get adequate food)

Enacted 22 Policies (National
Agriculture Policy 2004,
Agribusiness Promotion Policy

2007, Agro Biodiversity Policy
2007, National Seed Policy 2000,
National Fertilizer Policy 2002,
Irrigation Policy 2003, National Tea
Policy 2000, National Coffee Policy
2003, Dairy Development Policy
2007, Agriculture  Perspective
Plan 1995-2015, ADS 2015-2025,
National Poultry Policy etc.) All
these policies have clearly defined
the ways to promote the respective
sectors of agriculture and livestock
sectors.

Enacted 18 Acts (Seed Act,
Pesticide Act, Plant Protection Act,
Co-operative Act, National Tea
and Coffee Development Board
Act 2048, National Cooperative
Development Board Act 2049,
Nepal Agriculture Research Council
Act 2048 etc.)

Enacted 9 Regulations (Food
Regulation 2041, Seed regulation
2054, Cooperative Regulation 2049
etc.)

Enacted 7 Orders (Chemical
Fertilizer Control Order 2055, Bird
Flu Control Order 2064 etc)

smart subsidy
policies like subsidy on fertilizer,
seed, agriculture inputs, crop and
livestock insurance etc.

Youth Focused Programs for
reducing youth migration and
increasing contribution of women at
household level.

Demand based programs like small
irrigation, cooperative  farming,
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Xi)

Xii)

family farming, market structures
etc.

Problem based research and
development like farmer's field
demonstration, participatory

research etc.

Food quality control like good
manufacturing  practices, joint
monitoring, green strikers etc.

xiii) Value chain support grants supported

xiv) Pri-minister

by IFAD, ADB, World Bank,
USAID, PACT, HVAP, UNNATI,
KUBK, RISMFP, HIMALI, AFSP
etc.

Agriculture
Modernization Project

4.0 Future Directions (What should do?):
[ ]

Good governance
Increased
productivity
Effective research, extension and
credit flow

Efficient use of agricultural inputs
Efficient and sustainable practices
and use of natural resources like
land, water, forest, soil etc.
Increased resilience to
change and disaster
Profitable commercialization and
modernization

Enhanced competitiveness
Recovery and reconstruction

Self reliant in food grains, fruits,
meat and vegetables

Sustainable in year round irrigation,
soil organic matter, forest coverage,
agribusiness etc.

Competitiveness in trade balance
and agricultural exports
Inclusiveness of youth, women not
only in agribusiness but also in farm
land ownership

Increased agricultural growth rate

production and

climate

Livelihood enhancement in rural and
semi-urban areas
Food and nutrition
enhancement etc.

security

5.0 Scope of Agriculture Sector:

6.0

Ever increasing population and
synchronizing land (human has to
take food not money)

Rich in bio-diversity, different kinds
of ecological zones (high hills, hills,
plain etc.)

Changing food habit of people,
increasing tourist flow

Decreasing production

Improved technology available
Youths particularly returnee from

third countries are attracted in
agriculture sector
Many GOs, Semi GOs, NGOs,

INGOs and Bi-lateral organizations
are investing and promoting
agriculture sector

No problem of market/demand of
organic products is high

High agriculture trade deficit opens
the door to invest in this sector
Rules of government and NRB to
invest in this sector (for BFIs 10% of
total outstanding loan)

Govt. is planning to provide identity/
pension card to farmers

High profit margin if market is
managed properly

Major Problems
Agriculture Sector:
Brain drain/migration of youths/
this sector is almost in the hand of
elderly, children and women

of Nepalese

Difficult  topography/terrain  to
extend agricultural technology,
credit, extension and material
support

Subsistence type of farming (0.8 ha
land/family)
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Fallowing of land by large farmers
Land fragmentation/ haphazard land
plotting practices

Unequal land distribution/ dual land
ownership

Problem in agriculture product
marketing/syndication/high
interference of agents/mediators
Not recognized this sector as a
dignified job by the society
Monsoon based farming/lack of year
round irrigation facilities

Poor road/transportation networks
Lack of large processing industries/
warehouses/godowns/cold storages
Agriculture products are expensive
and less competitive as compared
to Indian products due to lack of
government subsidies

Poor agricultural mechanization/lack
of large scale/commercial farming
Neither commercial banks are
serious in investing in this sector nor
rural cooperatives are focused on
agricultural credit

Haphazard use of chemical fertilizers
and pesticides thereby causing
serious health hazards

Decreasing  soil  fertility and
productivity etc..

7.0 Governments' Major Programs for
FY 2074/75:

Total budget allocated to agriculture
sector for FY 2074/75 is 30 Arba 40
Crore

Agriculture systems will be made
modern, commercial, climate
friendly as identified by the
Agriculture Development Strategy
Technical, financial, marketing
and several other facilities will be
provided to the farmers for local
agriculture product promotion and
high value products

Large cold stores and godowns will

be established balancing the state
development

Involvement of agents/mediator seen
between producer and consumers
will be discouraged/minimized
Agricultural  roads  will  be
constructed and nurseries and market
centers for agriculture centers will
be established at certain distances
Minimum base rates will be fixed and
organic products will be exported
abroad

Contract and cooperative farming
will be promoted

Agriculture and livestock insurance
policies will be made effective
Pension to farmers based on
income, size of land ownership and
involvement in agriculture will be
implemented

Livestock and agriculture
entrepreneurs of selected locations
will get loan up to 7 crores at 5%
annual interest

Every subsidy and grants will be
provided to farmers through their
bank accounts

All district level livestock and
agricultural offices will be transferred
to local units

Local units will conduct following
activities at local levels

» One VDC one technician

» Potato,  vegetables, spices,
fisheries programs based on
potential

» Agriculture  promotion  and
market development

» Cooperative farming and small
scale irrigation schemes

» Livestock development and
extension programs

» Pig/poultry/livestock feed
programs

» Karnali zone livestock

development program
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e Priminister Agriculture
Modernization Project (Major

Features)
» Period: 2073 Shrawan 2082
Ashad (10 yrs.)

» Total budget: 130 arba 74 crore
(326 crore for 2074/075)

» Strategies: scientific utilization
of land, wuse of modern

technologies, agricultural
mechanization, infrastructure
development for processing

and marketing of agriculture
products, strengthening
agriculture research, extension
and education, climate change
friendly technology development
etc.

» Major programs: Every year 20
pockets of 10 ha area, 2 blocks/
district having 100 ha land, 30
zones in 30 districts having its
command of 500 ha land, 7 super
zones of 1000 ha land in every 7
states (altogether 15000 pockets,
1500 blocks, 300 zones and
21 super zones over the entire
project period)

8.0 Major Players of Agricultural
Development in Nepal:

We know that disease occurs when
three elements meet the favorable
situation, they are causal organism,
host and proper environment. Same is
the case for agriculture development.
Agricultural development, promotion
or commercialization is possible only
when three major criteria are meet, they
are technology, extension and credit. If
any one of them is ignored, no expected
result is possible. The situation of these
three wings in Nepal is discussed in
brief as below.

8.1 Technology/Research Stations/

Centers

As it is already said above that agriculture

development is not possible unless

and until there is smooth and effective

coordination between 3 pillars/institutions

viz. technology/research wing, extension

wing and credit institutions/BFIs. In Nepal,

following are major agriculture technology

development institutions/offices that made

researches and bring out the advanced and

modern agriculture technology to suit to

Nepalese farmers.

e National Agricultural Research Council
(NARC)

v Crop and Horticulture Research
Centers (11 Nos.)

v" Livestock and Poultry Research
Centers (3 Nos.)

e National Agriculture Research
Pratisthan, Khumaltar

e National Animal Science Research
Pratisthan (5 Divisions)

e Regional Agriculture Research Centers
(5 Nos.)

8.2 Agriculture Extension, Education
and Communication Institutions:

No doubt, bringing out modern technologies
in agriculture from research centers is a
major work, but unless it is extended to
the grassroots level, that has no meaning.
So, the government has established many
institutions/offices to deliver the technology
to the farmers' reach. Since the country
is entered in to federalism, the current
agricultural offices is said to be established
at the local levels. As of today, following
government institutions can be depicted as
the agriculture extension offices as below.

e Agriculture Information and
Communication Center, Haritharbhawan

e Seed Quality Control  Center,
Hariharbhawan

e National Agriculture research and

Development Fund, Singhadurbar Plaza




e 75 District Agriculture Development
Offices in each district

e PACT/PRIST/HVAP/KUBK/
AFSPPPCR etc.

e JADP/IWRMP/RISMFP/CMIASP

e Agriculture Division, Hartharbhawan (3
major wings)
e C(Central Agriculture, Horticulture,

Livestock and Fish Directorates (12
Nos.), Ktm. valley

e Regional Agricultural Directorates (5
Nos.)

e Regional Agriculture Training Centers,
(5 Nos.)

e Regional Seed Laboratories (5 Nos.)
e Regional Soil Test Laboratories (6 Nos.)

e Regional Crop Protection Laboratories
(5 Nos.)

e Fruit Development Centers (12 Nos.)

e Vegetable Development Centers (10
Nos.)

e Fisheries
Nos.)

e Regional Plan Quarantene Offices/
Check Posts (15 Nos.)

e Silkworm/resham Kheti Development
Offices (9 Nos.)

e Apiculture Development Offices (2
Nos.)

e Food Technology and Quality Control
Division/Offices/Laboratories (10 Nos.)

e Agriculture Inputs Corporation (1 head
office and 35 field offices)

e National Seed Company Limited (8
offices)

e 6 Boards, Corporations, Committees

Development Centers (10

e More than 50 major International
Bilateral Organizations/INGOs

8.3 Bank and Financial Institutions

Currently, 28 'A' class Bank and Financial
Institutions as per current regulations of
Nepal Rastra Bank should invest 10 per cent

of their total outstanding in the agriculture
sector only. What it tells that the government
has considered the importance of credit for
the promotion of this sector in Nepal. Many
BFIs have come up with interest in investing
in agriculture because this sector is getting
importance both at government and private
levels.

8.3.1 Importance of Agricultural Credit:
e Excess liquidity can be utilized in
this sector (in the context of BFIs)
e Portfolio management is possible (in

the context of BFIs)

e To meet NRB's regulation (in the
context of BFIs)

e To help support to substitute

import and promote export thereby
increasing foreign exchange reserve
e Toreduceinvestmentinunproductive
sector
e To increase production and
productivity of this sector
To commercialize this sector
To generate employment and
increase the income of farmers
e To contribute to the economic
development of the country

8.3.2 Why Agriculture Credit Flow is
Low in Nepal?
e Farmers cannot
collaterals to BFIs
e Ineffective insurance policies/lack of
its knowledge to farmers
e Administrative obstacles to get loan/
different types of documents needed
e Ignorance of youths towards
agriculture sector
e Lack of availability of agricultural
inputs at right time, right place and
affordable price
e Monsoon based agriculture/risky
business
High cost of production
No sure of market

provide good
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Land fragmentation/lack of farm
mechanization

Repetition of different credit
facilities to same farmer from Banks,
cooperative, FIs, NGOs etc.

8.3.4
Status:

Agriculture Development Bank (ADBL) was
the pioneer bank among others to invest in
agriculture sector few years ago. Currently,
ADBL has invested almost one third of its
total outstanding in agriculture sector. If we
look at the data of FY 2072/073, only 79
Arba of all BFIs was in agriculture sector.
Present scenario can be further understood
with the following information regarding
investment in agriculture sector.

Total investment of BFIs as of 2074
Asoj end was 1 kharba 8 Arba 28
crore (4.7% of total investment).

Current Agricultural Credit

The investment trend is in increasing
order year by year because of
following reasons.

>
>

Government's priority

Youth focused agriculture loan
program (on 5 % annual interest)

Subsidy on agriculture and
livestock insurance program (up
to 75% subsidy on premium)

Feasible monsoon,

A\

Attraction of youths

Trend of agriculture
commercialization etc.

The production of some commodities
has been increased by 24% in rice,
10% in wheat, 7.5% in maize, 3%
in dairy, 6% in meat, 3% in egg and
10% in fish in 2073/74 as compared
to previous year. This increment
may be because of increase in
agricultural credit; it proves the
importance of agricultural credit for
agriculture sector development and
commercialization.

Conclusion:

What we can infer from above write ups
is that despite of many programs through
government and non-government's
side for say promotion, development,
commercialization, self reliance, import
substitution whatever of agriculture sector,
the output is not satisfactory. Because
youths are distracted from this field,
volume of import is increasing, market
is unorganized and risk of health hazard
is increasing. But, it does not mean that
nothing has happened. Some commodities
have received tremendous importance and
value adding. The desired progress on
agriculture sector can be made satisfactory
only when there is a close relation,
smooth co-ordination, co-operation, trust
and joint work between three players;
technology developers, extensionists and
credit supporters/BFIs. o

Section Chief, ADBL
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Agricultural Insurance reinforce
Agricultural Credit

m Beena Sharma

Background:

Planning and Research division of Agricultural
Development Bank Ltd (ADBL) recently carried
out a research on “Impact of Agricultural Insurance
In Agricultural Credit Of ADBL” that intended
to investigate the potentialities of agricultural
insurance to promote the banking business,
explore the determinants that play decisive role
in agricultural insurance and assess to find out the
measures to be taken to avoid existing anomalies
and challenges in agricultural insurance program
of ADBL. It gives an eye opening insights with the
different dynamics of agricultural credit regarding
agricultural insurance.

ADBL literally started its Livestock Insurance
Program with the establishment of Small Farmers’
Development Project (SFDP) back in 1970. At its
early days of inception Agriculture Insurance was
considered as a burden and farmers are reluctant
to get a service. Now a day farmers realizes that
there is a great need for agriculture insurance that
provides economic support, encourages them to
invest in agriculture and stabilizes farm income.
Furthermore, agriculture insurance can facilitate
access to agricultural credit at better terms as it
increases the creditworthiness of farmers in one
hand and minimizes the credit risk of financial
institutions in the other. To mainstream the
farmers in access to finance, Government of Nepal

also provide subsidy in Agricultural Insurance.

Agricultural Insurance has been geared up by
governmentpolicy as well asinvolvement of private
insurance companies. Recent data shows that about
300 groups have been allied with ADBL for the
insurance program, which is not very satisfactory
as ADBL started its Livestock and Crop security
program (Livestock and Crop insurance program)
when there are no any other Agriculture insurance
service providers in Nepal. The insurance program
is entirely relying on government subsidy that leads
the group with limited financial reserves. As being
one of the leading service providers in agricultural
credit, it was felt that ADBL needs to study the
sustainability of Agricultural Insurance in a long
run. There is an urgency to uncover innovative
strategies to develop cost effective insurance
schemes that could be forward integrated with
Agricultural credit and offer maximum benefit to
the community at large.

The study was based on the survey with a sample
of 300 respondents that include 200 farmers both
participating in agricultural insurance program and
not participated in agricultural insurance program
of ADBL and 100 officials from ADBL working
in loan section. Variables like age, experience,
training and educational
examined to find out the determinants that play
decisive role in the use of agricultural insurance
products.
agricultural insurance to agricultural credit, NPL,

deposit, non-fund business and remittance services

background were

During the study, relationship of
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had been analyzed by the survey methods from both

customers involved in insurance program and not
involved in insurance program as well as from the
Bank's employees. Similarly, changes in attitude,
living standard, risk bearing capacity, volume of
the business and production and productivity had
also been examined using Wilcoxon paired sample
test along with frequency distribution, mean and
standard deviation.

The study found that agricultural insurance
program of ADBL is directly correlated with
agricultural credit. The program not only helps
to increase the credit amount but also assists
to enhance repayment rate, increase volume
of business of the farmer, improve their living
standard, augment risk bearing capacity and boost
up production and productivity of the farm land
consequently, assist ADBL to amplify deposit
collection, advance remittance business and trim
down non-performing loan size.

Major Findings:

The study found that higher the age greater the
chance of participation in agricultural insurance
program as people tend to involve in agricultural
activities after certain age or after their retirement.
It further shows that agricultural activities and
agricultural insurance program is inversely
proportionate to educational background of the
people. As the level of education increases, people
reluctant to work on their farm and start seeking

job in other sector.

Interestingly, it was found that job experience and
knowledge on agricultural insurance program of
ADBL are correlated with each other. Knowledge
and understanding on ADBL’s insurance program
increases as the number of years in job experience
increases. It would be better to provide training on
agricultural insurance program to the employee
with less number of job experiences or even to a
newly recruited employee.

Theresearchstudy furtherexploredthatinformation,
training and awareness play an important role to

promote agricultural insurance program. Farmers
and even employee have significantly low level of
understanding in agricultural insurance program
and most of the respondents were even unaware
about the detail procedure to receive such service
from ADBL. Training, workshop, interaction and
awareness program should be conducted for the
customer as well as employee to create a better
understanding on the importance of agricultural
insurance program and to acquaint the general
process to get this facility.

Most of the customers appreciate the lending
procedure of ADBL as they said that the first
reason to choose ADBL as their lending partner is
it's prompt service followed by convenient location
and reasonable interest rate. ADBL needs to garner
its reputation of prompt service with prominent
services to facilitate need and want of customer.

It was also found that farmer know the usefulness
of agricultural insurance program since some of
them choose to acquire the service from private
insurance company because it is readily available
and there is no restriction for formation of the
insurance group. Different types of farmers wanted
to enjoy different types of insurance product. Small
farmers mostly wanted to involve in a community
based insurance program whereas larger farmers
want individual insurance program. It would be
better to diversify agricultural insurance program
of ADBL by establishing separate insurance
company as a subsidiary origination of ADBL. The
agricultural insurance program shall be integrated
with micro-insurance program so as to maximize
the benefit of insurance program.

The study further dig up that customer and even
employees’ understanding on deposit collection,
remittance business and other non-fund business
is extremely limited. It would be better to conduct
an orientation program/ interaction/ workshop
to the target population and other stakeholders
about different dimensions of modern (Universal)
banking business and its scope of integration in the
insurance program.
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Despite the fact that agriculture is a risky venture
and insurance could be the important risk
mitigation factor, most of the large scale or medium
scale farmers are still not interested to participate
in the insurance program as the risk coverage by
this program is very limited. It would be better to
introduce some proactive approach in insurance
business to triumph the target population other
than small farmers.

Recommendations:

Credit risk is generally considered higher for loans
to agriculture because of the inherently high level
of risk associated with. Like many other financial
institutions ADBL also use traditional credit-risk
assessment tools for large as well as small loans.
While the use of insurance products and other
instruments to manage credit risk are not common
in Nepalese financial market. Agricultural credit
should be bundled with micro-insurance (a
package of life, health and agricultural insurance)
or area yield-based crop insurance and livestock
insurance. Besides insurance products, credit
risk could be hedged using financial price risk
management instruments, such as futures or
options.

Financial literacy is important at different level to
gear up financial inclusiveness. Among individuals,
the lack of financial literacy leaves farmer more
vulnerable to the effects of emergencies, raises
distrust of formal financial service providers and
tends to increase risk for the bank. ADBL should
develop a comprehensive approach to provide
financial literacy to its target customers so as to
monitor the performance or trustworthiness of
the bank, to understand financial deepening and
dimensions of the insurance program and enrich
their decision making capacity as a result the
customer could choose the insurance product
among the better from the best.

Likewise, there is a need to create awareness
about the benefits of agricultural insurance in rural
areas and ADBL can play a vital role due to its

easy access to farmers through its wide network.
The micro-enterprise and agribusiness activities
financed through ADBL should be
to proactively manage the enterprise losses.

insured,

Integration of ADBL, micro-insurance and micro-
enterprise will go a long way in solving not only
the problem of unemployment but also secure
their financial burden, reduce risk in credit and
trim down poverty in rural areas. ADBL should
establish a separate entity for insurance services
for this purpose.

Agricultural credit and agricultural insurance
program are not stand-alone activities. Well
functioning value chains are important to the
successful operation of credit and insurance
markets. Effective linkages between and among
the different stakeholders and well-functioning
markets are the key elements of value chains which
ultimately benefit smallholder farmers. ADBL
should develop a holistic solution by enabling
cost-efficient delivery of packaged financial and
nonfinancial products and services with horizontal
and vertical integration at different level of credit
cycle.

Similar to priority lending to agriculture sector,
insurance companies should be asked to provide
priority insurance services to agriculture sector.
The public sector may address catastrophic
risk and provide multi-peril insurance where
subsidy requirement is high, but allowing
private sector to provide insurance products for
less severe events and helps the individual farmer
with independent, distinctive and localized risk.
With the help of government's technical guidance,
facility
ADBL should develop a separate agricultural

subsidy, guarantee and reinsurance
insurance program to attract more customers from

agricultural sector. e

Note: Extracted from Report on "Impact of Agricultural
Insurance In Agricultural Credit of ADBL" by Planning and
Research Division, ADBL, July 2017.

Section Chief, ADBL
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Linkage between Climate Change
& Financial Sectors

m Neeku Acharya

Introduction

The United Nations Framework Convention on
Climate Change defines it as a change of climate
that is attributed directly or indirectly to human
activity, altering the composition of the global
atmosphere. Human activity generally comprises
the pollution that arises from industrial activity
and other sources that produce greenhouse
gases. As the industrial revolution began,
human activities have contributed substantially
to climate change by adding Carbon dioxides
and other heat-trapping gases to the atmosphere.
Greenhouse gases such as carbon dioxides have
the ability to absorb the spectrum of infrared
light and contribute to the warming of the
atmosphere. These gases once produced can
remain trapped in the atmosphere for hundreds
of years. One of the leading economists has
stated climate change as one of the greatest
market failure in human history, with potentially
disruptive implications on the social well-being,
economic development, and financial stability
of current and future generations.

Implication of climate change

Climate change which is primarily caused by
increasing concentration of greenhouse gases
has become an alarming problem across the
globe .Natural catastrophe such as drought,
forest fires, cyclones and other windstorms,

landslides, avalanches and flooding
frequently happening in different part of the
earth and one of the factor for its cause is
climate change. Nepal being a mountainous
country with challenging topography and
socio-economic conditions, ranked 144 on
the Human Development Index, has one-
fourth of its population living below poverty
line, is highly vulnerable to climate change.
Alter rainfall, influence in crop yields, human
health hazards are some of the consequences
of climate change which eventually cause alter
in vegetation, species of lives, ecosystems, and
even effect our energy supply. The major impact
of climate change that has been perceived in
Nepal is the rise in annual mean temperature.
The annual average rate of temperature rise is
found to be approximately 0.06 degrees Celsius.
Extreme events on weather and rainfall are
some of the related impacts of climate change
that pose adverse impacts on livelihoods of the
community and infrastructures development in
Nepal. Climate change therefore has broader
impacts from environmental segments to social,
political, segments. Hence,
extreme and unpredictable weather conditions,
floods, droughts, rapid snowmelt, and rising
sea levels are among the major climate change
challenges for business operations which are
eventually distressing the business worldwide.

are

and economic
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Why financial sector needs to consider climate
change in doing business.

The relation between climate change and the
financial sector is directly proportional. The
financial sector can play an important role in
managing climate-related risks and support the
transition to a low-carbon economy. However,
at the same time, the climate-related risks
could create financial instability and affect
financial firms and the financial system as
whole .The Financial sectors with the wide
range of financing and investment activities
such as retail banking, business lending, project
finance, asset management, investment banking,
mortgaging , insurance, pension fund , citizen
investment trust etc are interlink with other
sectors of the economy, including those that are
carbon intensive, making the financial sector
uniquely susceptible to climate change-related
risks. This calls for a wider perspective on risk
management in the financial sector. In order to
maintain their financial health and that of the
broader economy, and protect their shareholders’
interests, financial sectors including banks and
financial institutions must assess their exposure
to climate-change related risks, implement
comprehensive risk management strategies,
explore new opportunities for revenue growth
and provide proper climate change-related
disclosure. Climate change is already affecting
the business world significantly, and its impact
however varies from sector to sector, is likely to
grow in coming days.

Financial sector plays a key role in the
economic system by managing risks and
funding investments in the real economy. A
financial sector that works well, can act as a
catalyst for sustainability and therefore has
greater importance. Banking activities as such
do not have an extensive impact on the climate
nevertheless; lending activities and other
services for non-financial activities have a more
tangible impact on the climate. The financial
services industry acting as key economic pillar
plays an integral role in all market sectors,

making it inherently susceptible to climate
change-related risks. So, the industry has a large
stake in understanding and mitigating these risks
and assessing how climate change will alter
existing risks and risk relationships.

Climate change already threatens the sustainable
development around the world, including
through impacts on finance service providers.
Yet the integration of climate risk into the
financial sector is negligible. Therefore, to
remain profitable, competitive,
and flourish the economy with environmental
friendly investments, financial sector including
banks and financial institutions must develop
and implement long-term business strategies,
risk management processes and proper reporting
frameworks that explicitly consider climate

sustainable

change.
Opportunities

The Challenges that embrace by climate
change also drag along with opportunities
to all, whether it's developed, developing or
least developed countries. The conversion to
low-carbon economies brings an enormous
opportunity for the financial sector. There is
increasing demand for capital to finance long-
term projects in emerging markets where
economic growth and lower carbon intensity
policies are intertwined with the urgent need
to strengthen climate resilience. Governments
from 114 countries submitted their national
plans to aggressively reduce carbon emissions
under the Paris Agreement. These plans include
renewable energy, low-carbon cities, energy
efficiency, sustainable forest management, and
climate-smart agriculture. The financing needed
to fulfill these commitments is enormous and
private and public sector participation are crucial
to ensure that these national commitments are
materialize.  Further, adjustment to climate
change and shifting climate zones -creates
demand for new and different products and
services. These activities require investments to
enhance the resilience of infrastructure, water-
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intensive industries, and agriculture. Further,
investment opportunities can be harness along
with climate resilient technologies, practices
in agriculture and food security (e.g. drought
tolerant seeds, improved irrigation systems, and
more sustainable land management practices)
,water management to address higher rainfall
variability ranges from the harvesting of
rainwater by households to ecosystem-based
adaptation of entire watersheds and disaster
risk reduction necessitate the deployment of
tools such as risk and vulnerability assessments,
climate information and early warning systems.

Currently the vast majority of climate change
adaptation is financed by the public sector.
As per IFC report, out of total $361 billion in
climate financing in 2014, just $25 billion was
for climate change adaptation, of that, a mere
$141 million, or less than 0.6 percent, was by the
private sector. This imbalance between private
and public financing represents a significant
opportunity for private enterprises, including
financial institutions.

The IEA (2014) in its special report on the
World Energy Investment Outlook updated its
estimates of the scale of investment required to
keep the world on a 2°C scenario trajectory. It
estimated that annual investments in low carbon
energy and energy efficiency need to double to
reach almost US$790 billion per annum by 2020
and to increase by nearly six times current levels
to reach US$2.3 trillion per annum by 2035. The
worldneeds to feed 9 billion people by 2050 while
reducing emissions, increasing carbon sinks,
and ensuring climate-resilient food security (2).
It needs to provide affordable energy access to
the 1.1 billion people worldwide who still live
without electricity, while keeping emissions to
a minimum and managing a transition away
from fossil fuels (2). $90 trillion in low-carbon,
climate-resilient infrastructure investment will
be needed by 2030—mostly in developing
countries (3). This clearly shows that, financing
needs are large and growing.

Climate change offered an enormous
opportunities to Nepal as well, intensifying
an immense opportunities for international
community’s engagement and supports for
development. Nepal’s current development goal
is to foster economic development, increase
employment opportunities and reduce poverty.
Nepal targets to graduate from LDC by 2022
and enter into a middle-income country by
2030. Hence, the government’s focus lies on
developing productive economic sectors and
supporting infrastructures and services. This
includes increased investments sectors
including hydropower, agriculture, tourism,
industry and trade. Infrastructures on the
country’s priority include those related to
hydropower, transportation and irrigation. The
current national issue relies on how the economic
growth and development process make climate
resilient. Therefore this seems to be the right time
for Nepal to shift its development paradigm by
adopting low carbon pathways and investments
making it crucial that climate and development
be deal with an integrated approach.

n

Challenges

Climate change is one of the most significant
challenge for attaining sustainable development
and has become a menace for sustainable
development around the world. As estimated, 2.5
billion ofthe world’s rural poorand the economies
of about 55 developing countries depend on
agro-commodities. These commodities are often
produced through rain-fed, leaving livelihoods
and economic development highly dependent
on climatic conditions. Climate variability and
change can affect all stakeholders involved in
the process of value addition of a specific agro-
commodity, compromising with development
objective at the local, regional and national
levels.

Climate change increases the costs of
development in the poorest countries by between
25 and 30 percent (4). For developing countries,
the annual cost of infrastructure that is resilient
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to climate change is around $1.2 trillion to $1.5
trillion, resulting in a yearly $700 billion gap
in financing (4). The COP21, Paris has made a
significant decision to limit the global warming
well below 2.0C leading towards 1.50C.
However, it is estimated that a large financing
gap exists to achieve this global target. Climate
Policy Initiative’s report indicates that energy
sector alone requires USD 1 trillion each year
from 2012 to 2050.(4) International Energy
Agency estimates the global investment in
climate change adaptation and mitigation in
2012 reached USD 359, which is far below the
actual requirement. (4 )

In Nepal, sectors like agriculture which solely
contributes 31.6 % in GDP and employing 66
% of the population is already facing weather
impact with
implications. (5) Climate change has shown
significant effects in the achievements of
existing national development goals. The climate
induced disasters such as flood, landslides and
other extremes weather events created the total
economic loss approximately US $38.4 million
for the fiscal year 2016/17. The assessment
of the economic cost of climate change
conducted in agriculture, hydroelectricity and
water induced disasters has estimated annual
economic losses equivalent to 1.5-2% of the
GDP. Report undertaken in 2014 by the Ministry
of Environment, Science and Technology with
the support of CDKN states that the current cost
of climate change to the country is about 1.5-2
percent of GDP per year (at 2013 price value).
[ 6 ] This cost is estimated to be much higher in
the extreme years. By 2050, the cost is estimated
to increase to 2-3 percent.

and climate socio-economic

Climate change is utmost factor that increase
the upfront cost, but building more resilient
infrastructure is essential to adapting to climate
change .However if compared with the hazardous
impacts, it will be cost beneficial in the long
run. Considering the financial sectors, risk
management is a core element of any business

but the new risks and potential opportunities from
climate change in particular are not typically
taken into account. There are huge data gaps
for assessing climate impacts on credit risk and
future investments. Currently financial service
providers such as banks and financial institutions
doesn't have comprehensive arrangements for
climate-risk assessments across the portfolio
and often have only very limited relevant
climate attribute of their borrowers. These are
the greatest challenges for financial services
providers for addressing climate change, that
eventually need to be overcome.

Nepal being one of the most vulnerable countries
when impact of climate change is concerned
is already struggling with its socio-economic
development. Atpresent, country is going through
a huge political change with restructuring of the
country’s governance system, scarce financial
resources that are adding challenges to address
climate change. Therefore combine efforts of the
Government and key players such as financial
sectors including banks, financial institutions,
export credit agencies, institutional investors,
and public budgets is also essential to meet the
climate and development challenge.

Nepal Government actions towards managing
climate change

Nepal has kick off several activities towards
reducing climate hazards and building resiliency
and help climate vulnerable communities to cope
with climate change impacts. Among various
activities introduced by Nepal Government
for reducing impacts of climate change on its
people, property and natural resource some
of the most significant activities are briefly
mentioned below:

> Establishment and strengthening
Institutional & Coordination Mechanism

e In 2009, the Government of Nepal
constituted the Climate Change
Council under the chairpersonship of

the Prime Minister.
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In 2010 a Climate Change Management
Division under the Ministry of
Environment (currently Ministry of
Science, Technology and Environment)
was established and two years later
the Climate Change Budget Code was
endorsed.

Establishment of REDD Implementation
Centre under the Ministry of Forests
and Soil Conservation.

Establishment of Recovery and
Reconstruction Authority after the
occurrence of devastating earthquake to
build greener, smarter and better Nepal.

Establishment of Change Coordination
Committee and REDD Coordination
and Monitoring Committee at the
political  levels, Multi-stakeholder
Climate Change Initiatives Coordination
Committee and REDD Working Group
chaired by Secretaries of the concerned
ministries.

The National Planning Commission
and relevant ministries have also made
necessary arrangement to integrate
climate change concerns into relevant
policies and programs.

Engagement  of  various
governmental and community-based
organizations in strengthening national
and local entities to provide services to

the climate vulnerable communities.

non-

> Development of Policies, Strategies and
Frameworks at national level

e Climate Change Policy (2011)
Energy Policy

Environment-friendly ~ Vehicle and

Transport Policy (2014)

Forestry Sector Strategy (2016-2025)

The Nepal Biodiversity Strategy and
Action Plan (2014-2020)

The Agriculture Development Strategy

(2015)
e National Conservation Strategy
Framework (2015)

Disaster Risk Reduction Management
Strategy and periodical policies provide
abundant opportunities to help climate
vulnerable to adapt and build resilience
to climate change impacts.

Implementation of Adaptation &
mitigation Actions

e Adaptation of the National Adaptation
Program of Action (NAPA) in 2010
and National framework for Local

Adaptation Plan of Actions in 2011.

Establishment of climate
knowledge management center

change

e Nepal has initiated knowledge
generation and dissemination by
establishing a Climate Change

Knowledge Management Centre.

All these endeavors to some extent shows
greater concerns of government towards climate
change and creates an environment to influence
the planning process and promote the concept of
climate compatible development. Besides, the
Approach Paper of the Thirteenth Plan (2013/14
-2015/16) adopted a key national strategy that
states, "The implementation of development
programs will be climate compatible”. This is a
very important and bold commitment from the
side of the Government of Nepal. However, there
are numbers of such steps ahead to be taken for
policy directive to be adopted and implemented
across all sector.

Way Forward

e Awareness creation and capacity building

programs should be massively done by
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the government and other stakes to build
institutional capacity for assessment of
climatic risks.

Awareness about climate risks
financial service providers
include an understanding of not only the
new risks posed by climate change, but also
the bundles of opportunities it brings along
with.

among
requires to

Sensitizing and encouraging private
and public sectors for climate friendly
collaborative and partnership investments
in sectors such as energy, transportation,
irrigation, commercialization of agriculture,
etc.

Financial service providers needs to
explore potential new opportunities from
climate change by developing new products
and services in collaboration with other
stakeholders.

The financial sector especially banks and
financial institutions, insurance companies,
citizen investment trust etc, needs more
proactive and holistic approach for
climate risk management and therefore
explicitly integrate climate risk in their risk
management strategies.

Lack of quality and real-time information
put production sectors and the respective
investors at greater risk in the context of
climate change. Similarly, lack of awareness
and information also make
unable to calculate and prepare for climate-
related risk in their businesses. Therefore
development of real-time data information
center at different agro-climatic zones, and
enhance access to quality and real-time
information which can play a significant role
in reducing investment risk. .

nvestors

Design and develop financial inclusive
services for climate adaptation as well
as mitigation with a framework in place

to monitor and evaluate progress and
impacts.

Integrate  climate  considerations into
sectorial plans ,screen development plans by
using a climate lens that particularly helps
to identify risks, inter-linkages, potential
areas for building synergy, and ways to
enhance local-level climate knowledge at the
implementation level.

The concept of the smart city is the emerging
agenda for newly elected local government
which has been highlighted by major parties
in their manifestos. This new agenda could
be one of the best entry points of low-
carbon climate-resilient intervention for
transforming urban and building cities in
Nepal.
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STRATEGIC MANAGEMENT AND
STRATEGIC PLANNING

= Bhola Nepal

The concept of strategic management
evolves from the concept of strategy used
in military organizations. The word strategy is
derived from Greek word " strategos", Which
means " to command an army". Initially the
concept of strategy was referred to the lending
role of general in command of an army as well
as meant for military purpose. Simply strategy
is comprehensive plan for accomplishing an
organizational goal. It refers to means to ends
and these concerns the organization's objectives,
being aware of organization's resources and
incorporating both being consciously responsive
to a dynamic environment.

Strategic planning is a disciplined effort to
produce fundamental decisions and actions that
shape and guide what an organization is, what
it does, and why it does it, with the focus on
the future. It helps to bridge the gap between
where we are and where we want to go. It is
the process which involves setting goals and
developing an approach to achieve these goals.
Strategic planning involves anticipating the
future environment and making decision in
the present to fit in the competitive business
environment. Strategy planning is the process
of strategy development which is followed by
the creation and affirmation of the organization's
purpose, statement environmental and program
data collection and analysis and identification of
critical issues.

Strategic management is the process of
operationalization of the firm's strategy. Strategy
management is a comprehensive and ongoing
management process aimed at formulating
and implementing effective keys to successes
of any enterprises. It is a set of managerial
decision and actions aimed at the generation
of sustainable competitive advantage. Today,
strategy management is widely accepted as a
process that comprise three phases; strategy
formulation, strategy implementation
strategy evaluation.

and

According to Pearce and Robbins: Strategic
management is the set of decisions and actions
resulting in the formulation and implementation
of strategies designed to achieve the objectives
of an organization.

Thus, strategic management provides overall
directionto the enterprise and involves specifying
the organization's objectives, developing policies
and plans designed to achieve these objectives,
and then allocating resources to implement the
plans. Strategic management is not static in
nature it is dynamic.

Environmental scanning

Environmental scanning is the systematic
process of collecting and analyzing information
for the purposes of planning, forecasting, and/
or choosing a preferred future. Environmental
scanning is the acquisition and use of information
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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 position in the future. They scan
in 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.

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. List the organization's key external

opportunities.

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.

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
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 political risk is high, there will
be less investment in the business sectors. The

government.




political forces consist of the following which
must be considered by business organization:

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
political 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 business community.

Political Philosophy: Philosophy is an
ideology 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
socialistic ideology, State holds all the
economic activities. In mixed philosophy,
both State and private sectors involve in
business activities.

Political Institutions: It consists of
legislative, executive and judiciary.
Legislature enacts rules, regulations and
laws whereas executives implement them.
Judiciary ensures whether rules and laws
are properly implemented.

®

(iii)

@iv)

Economic Environment

Economic environment refers to all the economic
surroundings that influence the activities of
business firms. This environment is considered
as the most significant of all the environmental
forces. A number of economic factors such
as economic planning and control, national
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
environment.

(@)

(i)

Economic System: It consists of open
market economy, controlled economy,
and mixed economy. In open market
economy more emphasis is given to private
sectors, whereas in controlled economy,
the government directly involved in all
economic activities of the country. Finally
in mixed economy both government and
private sectors involves either solely or
joint venture.

Economic Policies: To enhance the
economic prosperity the country
government formulates plans, policies and
guidelines. Those guidelines are adopted
by the government for economic strength.
It involves industrial policy, commercial
policy, monetary policy, Fiscal policy etc.

n

(i) Economic Conditions: It involves

inflation, per capita income,
business cycle, investment, stage of
economic development. Economic

condition focus on economic strength
and weakness of the country.
Capital Market: Capital markets
consist of finance companies, banks,
insurance, stock market etc. It has great
importance to figure out the economic
environment of the country. The major
role of capital market is to generate
funds and mobilize the collected
funds into different sectors for rapid
development.

(iii) 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. Management is no longer
controlled by national borders. The
growth of regional free trade agreement
and WTO presents new challenges
and opportunities for managers. To
be effective in this boundary-less
world, managers need to adapt to
cultures, system and techniques that

(ii)
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are different from their own country.
Nepal Rastra Bank recently gave
permission to open the foreign Bank's
branch directly in Nepal to perform
the wholesale transactions mainly in
deposit and lending. It also granted
the permission 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.

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
satisfaction of needs, raise question of authority,
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 influence
business organizations. The components of
socio-cultural environment are:

(i) Demography: Demography is concerned
with human population and its distribution.
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 1is 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
environment are as follows:

(i) Nature of Technology: Nature of
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.

(ii) 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
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organizations highly depend on modern
technology.  Therefore, it
essential to transfer the technology from
technologically advanced countries to
developing countries.

becomes

(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.

STRATEGIC MANAGEMENT /
STRATEGIC PLANNING PROCESS

There is no any universally accepted method of
practicing strategies management. It may differ
according to the nature, size and objectives
of business organization. However, in most
cases, authors refer to strategic management
as a process that includes the various aspects
of strategy formulation, implementation,
evaluation and controls. Through the strategic
management process, top management moulds
and directs the organization and relates them
to the business environment to improve there
performance. Generally the following steps are
involved in strategic management process.

Strategy Formulation: Strategy formulation
is the process of deciding best course of action
for accomplishing organizational objectives and
hence achieving organizational purpose. After
conducting environment scanning, managers
formulate corporate, business and functional
strategies. The formulation of strategy
includes defining the organization's mission,
targeted objectives, developing strategies and
establishing policy guideline. Activities under
strategy formulation are:

e Environmental Analysis

e Resource Analysis

Developing and reviewing
organizational mission, vision,
objectives and goals.

Identification of critical factors
Developing Strategic alternatives
Selection of best course of actions. Etc.

Strategy Implementation: In this stage the
firm translates its strategies and policies into
actions through development of specific budget
and procedures. This step implies making
the strategy work as intended or putting the
organization’s chosen strategy into action.
Strategy implementation includes designing
the organization’s structure, distributing
resources, developing decision making process,
and managing human resources. In this phase
necessary changes are also made within the
organizational culture, resources and relationship
between the elements and managerial levels.
Strategy implementation involves;

e Structuring of organization

e Resource allocation.

Strategy Evaluation and control: Strategy
evaluation is the final step of strategy
management process. The key strategy

evaluation activities are: appraising internal
and external factors that are the root of present
strategies, measuring performance, and taking
remedial / corrective actions. Evaluation makes
sure that the organizational strategy as well as
it’s implementation meets the organizational
objectives. The strategic evaluation is concerned
with obtaining information about the strategic
plans and performance, and comparing this
information with the targeted objectives and
strategic control focus on taking the necessary
corrective measurement if deviation. Strategic
controls and evaluation involves;

Establishment of targets, standards
Measurement of performance

Compare the expected performance
with actual

Locate the deviations

Take corrective actions.
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Strategy
Evaluation &
control

Environmental
scanning

Strategy
Formulation

Strategy
Implementation

STEPS IN STRATEGIC PLANNING describes the values and priorities and also

) S ) projects the image of the organization.
Planning means deciding in advance what is

to be done and it bridges the gap between two Objectives:  Objectives are the desired
points where we are and where we want to go. outcomes. It is also known as end results
Strategic planning is a process of envisioning to be achieved in long run. Objectives
a desired future outcomes and translating the should be SMART (Specific, Measurable,
organizational mission, vision and objectives Achievable, Realistic and time bound)

into actions to achieve them. Strategic planning
also involves identifying the major objectives of
an organization, choosing the strategic needed
to achieve them, creating plans to implement
the strategies and doing the required activities
to achieve them. It also known as road map
of organization used to communicate with the
organizational goals and objectives and other organizational ~goals and policies,

critical factors. Strategic planning process organizational resources, organizational
involves the following: resources, organizational culture etc.

While external environmental factors
consists of political environment,
economical environment, Socio-
cultural environment and technological

. AR ) environment (PEST). It provides
Vision: Vision is the picture of expected opportunities and threats to the

future. It shows what an organization organization.
ultimately wants to achieve. It reflects the 3. Matching
aspiration of the organization and also
clarifies the nature and types of business.

2. Environmental Analysis: It is the
second step of strategic planning
process. It consists of analysis of
internal environment and analysis
of external environment. An internal
environmental factor consists of

1. Define organization's Mission, Vision
and objectives

Resources with
opportunities: Based on SWOT and
PEST analysis, organizational strengths
are matched with opportunities of
competitive advantages to formulate
strategic plan.

Mission: It is long term vision of an
organization in terms of what it wants to be
used and whom it wants to serve. It defines
the products, market and competitive scope
of the organization for the long term. It also

Act. Section Chief, ADBL
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Social Media as Alternate
Delivery Channel

m Deep Sing Raut

he past five year has witnessed a greater

internet penetration and an increased use of
smartphone both globally and in Nepal. Along
this, social media platforms are increasingly
becoming popular. Platforms like WeChat, Viber,
Instagram, Linkedin, Youtube, WhatsApp,
Twitter, Facebook are changing the way we
engage and communicate. Estimates of users
as of January 2017 reveal that there are 1.871
billion Facebook users, 1 billion WhatsApp
users and 600 million Instagram users. Nepal
alone has more than six million active Facebook
users. Social medias have attracted the attention
of marketers due to the longer online presence of
customers in these social medias. Lately banks
have realized the significance of social media
and network and hence started aggressively
using them for different purposes.

How are banks using Social Medias?

Banks are the latest adopters of social media
compared to other industries. They are using the
social network sites for various reasons using
their public accounts. Below are some of the
popular uses:

Sales & Marketing: Banks have started
leveraging social media for marketing their
products. New products are posted on the
bank’s public account which reaches the
customers immediately. Likewise new offers
are circulated in social networks conveniently.
Official Facebook page and Twitter account
maintained by bank are used to provide such
attractive offers. The best thing about using the
social media is that the customers further likes,
shares or hashtag such promotional message/
post which then reaches out wide mass if
done appropriately. These kinds of posts when
reached greater audience via likes and shares
are called organic. Besides, such organic post,
banks can also boost their page and post using
paid service which is called sponsored. These
tools have been helpful for banks to educate the
new products and offers to their existing and
potential customers. It also improves banks’
cross selling and upselling efforts.
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Customer Support: As banks offer modern
digital banking products, clients also expect
seamless and instantaneous response to their
problems and issues related to the use of
such products. Banking products enabled by
information technology would also require
unique support. Traditional customer support
by bank staffs working in customer support
department and through call center are costlier
and may not be available 24X7. Using social
media to provide customer support can be very
cost effective and real time. Twitter has been
offering a very good solution for better catering
the customers using its hashtag feature. The
common frequently asked questions type are
already asked and solved on twitter account
which can be used by new customers with the
similar issue. Customers like to hear solution
from past experiences of other customers
without directly contacting banks. The cost
of providing customer support is one tenth of
the traditional means. The other benefit is the
advantage of real time personalized solution
of issues. However, it can be a double-edged
sword if not managed appropriately. Customers
may put negative words for the banks which
should be dealt tactfully otherwise it would only
jeopardize the reputation of bank.

Brand awareness & promotion: Banks have
realized that it is relevant to have presence in
social media in today’s connected world. Time
spent by customers in different social networks
is increasing. Banks are thus using their public
account or official page to create brand and
reinforce among their clients. Reinforcing of
the brand can be done by sharing inspirational
quotes, running poll, competition using puzzle
or quiz and likewise. These may sound simple
but it can help reinforcing the brand in the mind
of customers effectively.

Customer insights and product positioning:
One of the possibilities created by social
networking site is the easy use of the publishing
tools and insights. Banks can utilize the analysis
tools for big data to learn easily about the

customers’ likes, dislikes and perception. Based
on such information, appropriate products can be
offered by using the filtered boosts and learning
from the customer reviews and feedback.
Products with right features can be targeted to
the right customer which increases the chances
of sales due to the matching value proposition.

Customer retention and delight: When the
customers are heavily engaged with the social
networking sites, it becomes imperative for
the banks to be able to connect with customers
via social media. This will make it possible to
connect and satisfy the customers. The likelihood
of customer attrition by leaving or switching the
bank can be reduced. Customer satisfaction and
engagement within the social network will also
increase the customer delight thus helping to
retain them.

Reducing Costs and Improving Efficiencies:
Social media can be used along with the
traditional media. However the trend is increase
in use of such social media and network by
businesses by shifting from the traditional media
(TV, Radio, newspaper). This is obvious because
of huge population are engaged in using these
platforms and targeting the audience is more
effective using social media. The use of social
media is timely and personalized making it more
efficient than the traditional means.

What is trending in Social Media?

Banking channel is simply a gateway for
availing services which can range from customer
service desk/ teller to applications on mobile
phone. Retail banking customers are seeking the
convenience of banking at their fingertips which
has resulted in banking to adopt the social media
as alternate delivery channel. Banks have started
providing financial transaction services using
social medias like Twitter, Viber and Facebook
messenger. Nepalese banking industry has few
banks which has already started offering Viber
banking facility that uses Viber messenger to
perform banking transactions. Banks in India
and abroad are innovatively using social media
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as new alternate channel for banking. Chatbot
technology integrated with APl and banks’
public account in messenger make it human-like
experience for consumers to interact with bank.
Some trends and examples noticed are:

Chatbot used by American Express: Amex
has introduced an “Add a Card” feature to its
Amex Bot in Facebook Messenger which
enables eligible US customers to make purchase
on the social media website. Cardholders of
American Express can use their Facebook
Messenger to securely connect with Amex Bot
and enable the service. Previously the Amex Bot
only provided notifications about balance, recent
purchases and offerings based on customers
purchasing behaviour. Now it has landed into
era of Messenger commerce giving its customer
an entirely new experience.

Twitter Hashtag Banking: Consumers with
Twitter Account can securely connect/ follow
with their banks’ public account to start doing
financial transactions using hashtag codes.
Hashtag is a word or phrase preceded by a hash
sign (#), used on social media sites majorly on
Twitter to identify messages on a specific topic.
Many Indian banks have now started using the
hashtag to provide services such as fund transfer,
balance inquiry, prepaid mobile recharges etc.
For example in twitter customer can simply
tweet few hashtags (exm: #bal) to get service
like account balance. Use of Direct Message
and One Time Password makes it secured for
financial transactions.

Viber banking: As the messenger era started to
evolve, it has touched the banking industry as
well. Viber has added new vibes by using API
to integrate customer’s Viber messenger account
with banks’ system. Customer would have to
add bank’s public account in their conversation
list. Registered customers are able to check
their account information, bank balance and
mini statements amongst other related services
directly through their Viber app. The chat
bot will also make it human like interaction

with customers. It allows banks to engage in
promotion and customer service activities with
their customers in a direct, personalized and
intuitive manner. The chatbot integrated with
the bank’s Public Account will understand and
process user requests instantly and securely.

How to move ahead?

When our banks are just getting used to with
digital banking, the technology has moved leaps
and bounds. It is understood that the Messenger
Era has started and banks should be prepared to
adapt it. The potential of social media is almost
limitless and banks should take some courage
in order to tap that potential. This may be what
separates the successful financial institutions
of the near future from the less successful.
Early adopters have both risks and advantages.
However, sooner or later, banks will have to
follow these trends if they don’t want to be
like Dinosaur in history. Banks should evaluate
the associated risks of adopting such trends
considering the customer base and awareness.
Every precautions should be taken to find the
pros and cons both technically, legally and
business point of view. Mitigation of financial
frauds should be prevented using OTP. Utmost
care should be provided to maintain data secrecy
and customer privacy as the banks gear up for
another level of digitization. e

Sources:
http://www.internetworldstats.com/stats3.htm
https://www.worldretailbankingreport.com

https://thefinancialbrand.com/39352/2014-capgemini-
social-media-banking-research-study

http://www.businessinsider.com/amex-adds-new-
messenger-payment-feature-2016-12

https://www.finextra.com/blogposting/13785/banking-on-
social-media-platforms

https://www.rbi.org.in/scriptS/FAQView.aspx?1d=67

Business Officer, ADBL
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9. User Level (G ag)

2. Branch Level (#R1T&0 d8)

3. Central Level (=T d8)

. Supervisory Level(fRieror qern g™+ d8)
User Level (®HA @) -
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Corporate Social Responsibility
in Banking Sector; Nepal

m Ashok Ghimire

Corporate social responsibility is a social
obligation, beyond of required law and
economics, a firm's should pursue as a long term
goals that are good for the society; it is based
on the philosophy that every company should
act in the best interests of their society. Social
responsibility as it applies to businesses is known
as corporate social responsibility. Corporate
social responsibility covers the responsibility
corporations have to the societies within which
they are based and operated (Caroline, 20006).
CSR relies on continuous commitment by business
to behave ethically in society while improving the
quality of life of the workers, general community
and society at large. It refers to all the business
practices, initiatives and activities oriented towards
society, from giving away a portion of a company's
proceeds to charity, to implementing "greener"
business operations. It is also known as corporate
responsibility, corporate citizenship, responsible
business, sustainable responsible  business
or corporate social performance is a form of
corporate self regulation integrated into a business
model. It is a powerful way of making sustainable
competitive profit and achieving lasting values for
stakeholder as well as shareholder.

Nowadays, many public and private banks in
Nepal have created their individual brand image in
the field of CSR by taking various social initiatives
in the era of social welfare and development.
While viewing CSR practices, it has been found
that nowadays many commercial and development

banks in Nepal are somehow performing CSR
practices and activities. CSR is viewed not as an
expense but as an investment that results in long-
term profit.

In Nepalese banking sector, the popularly used
CSR is 'European model' which is much more
focused on operating the core business in a socially
responsible way, complemented by investment in
communities for solid business. If it is managed
properly, it will become more sustainable, being
an integral part of the wealth creation, enhance
the competitiveness of business and maximize the
value of wealth creation to society.

In CSR philanthropic exercise, although peripheral
to the main business is commonly popular for
Nepalese banks. It is a form of corporate self-
regulation integrated into a business model; CSR
policy functions as a self-regulatory mechanism
whereby a business monitors and ensures its
active compliance with the spirit of the law,
ethical standards and national or international
norms. A common approach to CSR is 'corporate
philanthropy' which includes monetary donations
and aid given to nonprofit organizations and
communities; donations are made in areas such as
the arts, education, housing, health, social welfare
and the environment, among others, but excluding
political contributions and commercial event
sponsorship.

As per the Prof. Chandra Chakraborti: CSR
and sustainability are two pillar of business
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ethics. Nowadays, there is growing recognition
that for an ethically aware business, CSR and
sustainable business practices cannot be always
kept separated. It will be argued that the concept
of CSR has been broadening over time to include
the responsiveness of a business towards society
and nation. It can be used as corporate strategy for
sustainable business; social sustainability features
prominently affixed along with economic and
environmental sustainability of any nation.

Creating Shared Value

Creating Shared Value (CSV) is based on the
idea that corporate success and social welfare
are interdependent; a business needs a healthy,
educated workforce, sustainable resources and
adept government to compete effectively. For
society to thrive, profitable and competitive
businesses must be developed and supported
to create income, wealth, tax revenues and
philanthropy.

The Harvard Business Review article Strategy &
Society: The Link between Competitive Advantage
and Corporate Social Responsibility provided
examples of companies that have developed deep
linkages between their business strategies and CSR.
CSV acknowledges trade-offs between short-term
profitability and social or environmental goals,
but emphasizes the opportunities for competitive
advantage from building a social value proposition
into corporate strategy. CSV gives the impression
that only two stakeholders are important -
shareholders and consumers.

CSR as Business Strategy

Nowadays many banks are adopting CSR as a
business strategy. They employ benchmarking
to assess their CSR policy, implementation and
effectiveness; benchmarking involves reviewing
competitor initiatives, as well as measuring and
evaluating the impact that those policies have
on society and the environment, and how others
perceive competitor CSR strategy.

While many banks now practice some form of
social responsibility, some are making it a core
of their operations. CSR can help build customer
loyalty based on distinctive ethical values; some

companies use their commitment to CSR as their
primary positioning tool. Some banks use CSR
methodologies as a strategic tactic to gain public
support for their presence in markets, helping
them sustain a competitive advantage by using
their social contributions as another form of media
campaigning.

Companies need to really understand what
their core social purpose is and how that aligns
with their stated mission, to create a cohesive
CSR strategy. Undertaking socially responsible
initiatives is truly a win-win situation. Not only
should company appeal to socially conscious
consumers and employees, they must keep in mind
that in CSR, transparency and honesty about what
they're doing are paramount to earning the public's
trust, confidence and corporate image.

Categories/Forms of CSR Practice

According to a Harvard Business Review article,
there are three theaters of practice in which CSR
can be divided.

a) Theater one focuses on philanthropy,
which includes donations of money or
equipment to non-profit organizations,
engagement with communities’ initiatives

and employee volunteering.

b) Theater two focuses on improving
operational  effectiveness  in  the
workplace. The researchers assert that
programs in this theater strive to deliver
social or environmental benefits to
support a company’s operation across
the value chain by improving efficiency.
Some of the examples mentioned include
sustainability initiatives to reduce
resource use, waste, and emission that
could potentially reduce costs. It also calls
for investing in employee work conditions
such as health care and education which
may enhance productivity and retention.

c) Third theater program aims to create new
forms of business to address social or
environmental challenges that will lead to

financial returns in the long run.
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Carroll’s four-part model of CSR (Carroll,
1991)

The Carroll's four-part model of CSR is as follows:

a) Economic responsibilities: The first
responsibility of the company towards
society refers to running the business as an
economically healthy unit. It includes aspects
such as return on investment for shareholders,
fair employee salaries, and quality products
supplied to customers at fair prices; all required
by the society. (Crane &Matten, 2004)

b) Legal responsibilities: Demands that
companies act in accordance with existing
legislation and regulatory requirements. The
legal framework consequentially fosters
society's ethical view and all companies
attempting to be socially responsible are
therefore required by society to follow the
law. (Crane &Matten, 2004)

c) Ethical responsibilities: It refers to
corporation's responsibilities which are not
covered by legal or economical requirements,
but instead by what could be considered as
'right' or 'fair' in the eyes of society. Society
therefore expects corporations to act ethically
towards their stakeholders. (Crane & Matten,
2004)

d) Philanthropic responsibilities: This involves
corporation's willingness to enhance the
quality of living for their stakeholders (i.e.
employees, local community, and society
at large) through charitable donations and
organizational support. These corporate
decisions are entirely voluntary, of less
importance than the former three, and (with
regards to social responsibility) only seen as
desired by society. (Crane & Matten, 2004).

The categories of social responsibility that many
of today's corporate houses are practicing are:

Environmental efforts: One primary focus of CSR
is to be responsive toward environment; businesses
regardless of size with a large carbon footprint.
Any steps they can take to reduce those footprints
are considered both good for the company and

society as a whole. Philanthropy: Businesses
also practice social responsibility by donating
to national and local charities. Businesses have
a lot of resources that can benefit charities and
local community programs. CSR is not simply
a philanthropic act but a strategically important
component of corporate world institutionalized
by the concerned corporation itself. In other
words, the corporation does not involve itself
only in seasonal charity activities, but designs and
integrates community development plans in its
core annual management plan.

Ethical labor practices: By treating employees
fairly and ethically, companies can also
demonstrate their corporate social responsibility.
This is especially true of businesses that operate in
any nation should comply strictly with labor laws,
employee rules and regulation; similarly, equity,
fair and justice should be promoted and practicized
in company's work system, employment, training
and development etc.

Volunteering: By attending volunteer events
portrays a lot about a company's sincerity in
social activities. By showing concern and doing
good deeds in social activities, without expecting
anything in return, companies can also express SR.
It is simplest and cheapest approach of practicing
CSR.

As per Merk & Co, Medicines is for patients, not
for profit where waves of CSR are community
involvement,  socially  responsible  products
and services; socially responsible employee;
participative management. Similarly, sustainable
workplace is also an addition to CSR, an example
are 'Google' and 'Apple’.

CSR and Nepalese Banks

Nepalese banks are moreover following CSR as
business strategy to earn public confidence and
establish corporate image in competitive business
environment. Although philanthropic is considered
as peripheral of CSR, a common approach to CSR
has become corporate philanthropy in banking
sector i.e monetary donations and aid given
to nonprofit organizations and communities;
contributing in the areas such as the arts, education,
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health, social welfare and the environment.
Because of competitive business, most of the
private banks are compelled to incorporate CSR as
core business strategy, irrespective of law, public
policy, guidelines, procedures etc. They are not
specifically regulated and guided by government
and central bank.

In Nepal, public banks are seen less CSR focused; it
is not realized as one of the effective business tools
or strategy to address and operate competitiveness
in business. Central bank should play 'role model'
in CSR; it should practice CSR from its own and
similarly fabricate and streamlining right guidelines
and procedures for both public and private banks.
It is seen that Nepalese public banks do not
mention CSR activities on their annual reports or
on the websites rather than private banks. One of
the reasons, why public banks are less concern on
CSR is that they are in the threshold of compliance
of legal framework and formalities in banking
system so called bureaucratic system. Lack of
business strategy, CSR is not linked to business
as a 'business model' to win competitiveness
and sustainable business. They are less sensitive
and conscious to the voluntary activities and
endeavors due to mandatory provisions. There is
no strict policy by the government for corporate
sector regarding CSR although it is assumed as a
greater importance in the corporate world. Hence,
formulation and implementation for CSR policy
and guidelines from concerned authority is found
significant.

As per the official websites or manuals, it is
viewed that banks encompasses CSR activities on
environment; sports; education; health; literature;
arts and culture; science and technology etc.
Conducting health program like blood donation,
eye camp, health checkup etc are the common
and popular platform. Banks are involved in
supporting for researches and scientist in their
own core areas and sponsoring for science and
technology awards; providing financial supports
to public and community based school; providing
financial and technical supports to public or
community hospitals, health centers and health
clubs; supporting for physically and mentally
disabled children, students or people; supporting

for visually impaired people; supporting for old
aged institutions, senior citizens and handicapped
people etc. Among public banks, Rastriya
Banijya Bank (RBB) shows some concern on
CSR reporting practices on its websites; however
negligible reporting by public banks doesn't mean
that they are not concern about CSR activities (
Dhungel. K)

CSR is not mandatory in Nepal and all the
banks that have made the disclosure of social
responsibility have done it voluntary basis. Among
the disclosed information, training and welfare
of underprivileged; art/heritage and culture
protection; contribution to association, clubs and
other organization, contribution for healthcare
and environment etc. were commonly reported
CSR activities. Child and women development,
religious activities, games and sports activities,
blood donations were also among the trusted area
for CSR reporting. The means of CSR reporting or
disclosure of CSR activities is publicized through
news paper, periodicals, official websites, press
conference. Most of the private and public have
published their CSR activities through national
newspapers. The disclosure of CSR is mostly
qualitative rather than quantitative except donation
and sponsorship amounts. It is seen that Nepalese
banks especially public sector banks do not
mention CSR explicitly on their websites. Even all
the private banks have not disclosed and updated
CSR activities on their websites. The disclosure
seems to be public relation driven in the sense that
their presence would enhance company image to
gain competitive advantage in business.

Some research shows that there is lack of
participation in CSR activities due to; inadequate
norms; lack of systematic framework and standards
regarding CSR besides, reporting system are the
common problem of CSR in Nepalese sector.
Hence, it is recommended for the development of
uniform standards, norms, systematic framework
for CSR and its reporting system, which could be
applied to compare it at national levels with other
banks and industries as well as for international
comparison. Although it is at an infant stage of
development, we need to establish and develop a
system, procedures and guidelines for CSR.
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Even in private banks, CSR is less participative
and transparent and only negligible funds are
allocated for media campaign to show that
they are complying CSR in society. It needs to
have CSR policy and strategies in every banks;
prioritization of their activities in social spending;
systematic allocation of budget; creation of
maximum value from its activities and services;
system of periodical M&E-CSR progress. As
reflected by public policy, NRB can fabricate,
guide and regulate CSR therefore has made
mandatory to all banks. Similarly CSR reporting
system is made compulsory and transparent,
as the banks and financial institutions are to
be transparent financially. Now perception of
bankers towards CSR is changing due to keen
market competition. However, it is pertinent to
initiate and accelerate government involvement
in CSR activities in corporate sector. Further,
the role of media is made more instrumental and
accountable due to the era of CSR. The 'global
compact', the principle of UN and the new
companies Act 2013 of government of India
mandate compulsory application of CSR by the
corporate sector, which is lacking in Nepal.

Research in Nepalese scenario shows that CSR
in banking sector do not have direct correlation
with the profitability means CSR is not directly
contributing to yield company's profit. Public banks
like Nepal Bank and Agriculture Development
Bank although having satisfactory business and
financial position as compared to previous fiscal
year have not reported CSR activities in their
official websites, and same it is the case for other
banks as well. CSR is moreover considered as
'media campaign' efforts, but why our banks are
not serious on reporting of CSR activities and
nurturing its practices and cultures, it is still
question of debates. e
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