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FABIRE T §RESIHA Ta 3ff~< for
fog o IR | J9or = REee

TS Afeo |
Problem
Identification \
Problem
Selection

Problem
review

Solution
Reviewed
\ Solution
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b Yol URCRAT AG(E AT A I8 T &Harors Sed g8y 9~ g0 | oo
&l A oo SFufed wuHl Al 989 TgUn faRe RASi WOAT @ g Ui Stress d@IgUT
3[R JAMSHRAT Jvep! Fafid PraTere  TeRIHS SRR U ST | Auredl ST @1 &1 e
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2 B HAIYGTS IIJHUD! oliply Fae &I §J 3T 7 Johewols MIwaarl ofl 99 ufiea difege!
BHROT FHY YUMSIEIE YOINd &\ar g Afad aRie R © MER0 IRY=<T g3 Ui 9a1 siafd 9o ufoera
F1F RS =1 w1 b1 GOl U = §oo 99y ANd gig T Shel /1 | utear uf arfada!
Golrply Fwrdl sgaRem™T aRacd TR <8 qHIGH Joiidly SRIM g U9 Fael &1 TIRYST © |

Requirements Required
Minimum Common Equity Tire 1 Ratio To RWAs 4.5
Capital Conservation Buffers to RWAs 2.50%
Minimum Common Equity Tier 1 Ratio plus Capital Conservation Buffer [(i)+(ii) 7
Minimum Tier I capital to RWAs 6.00%
Minimum Total Capital Ratio plus Capital Conservation Buffer 11%
Countercyclical Buffer NA
Minimum Liquidity Coverage Ratio (Jan 2018 and 2019 NA

R. GREATHE HTEATHT AT 49 UStr (Capital Conservation Buffer):

JPEES IFGE FHIAT I FAHT TN BTHIED] BIHT IREIEeos T8 AR T 3 uiige
FAIAT Yool 3Te w8 Al ddhe FBM U4 JRATSTS gfedd TR 9o 3 A1 Capital Conservation
Buffer ¥fiveH1 sif¥wad 2y ufied §oiiey o 79 U9 Uau™ IRauel B | Auiedl AT AaRIens
JhEees HIIF WS YAaH AERE ol said Minimum Common Equity @ J[ERATSE B3R o0
U grae IRaue B | g gfiedeRe | ufderas™ MCE S/ TR$T §hehs bl STRID]
ARt gl &R I%d SguTd SR T U9 g RS B 99 o gkeaW=l 96 MCE &RM
UG STARATAT Y T U I & © |

3. oo gfareneR® defieRT e (Countercyclical Buffer)

TRG-R & | Ifaer 99 Joliepms! uReber W SiRgaviRa wxafiel ¢ ufaed §ofien
RIEU gl TRB! Rl | @R AURDh Sed IJaeIMl ed] dol 96 qo Rl wkesws ifte
Pl YaTg T X I I@1 Jd18 TRYBI Holid! JOKR FH HAGR g9 T WUDIo AR IIae
AT HDHE] Shewd] BRIAR TS TAT 3 SRgHewd! AHAT TG0 g7 G998 | IR ST
oy Yol 3maed@al U 3ifdbed TN aei®-3 A1 a9 uRRefd Stress Situation & AWET T o9
Countercyclical Buffer @1 ®1f1 o/ 4 ufied ol Iegust @< RS B | g9 @1 goi
VAT T SRITHT UITT JAAHT WUDH! Holid] gigax X o Mewl I (Gross Domestic Product)
D FTRSTS MR o grae= TRyd © | Il =R 4 uforerd fgafa  uftera fRga=r Ea
oy yfarera IR fwad 1y Ufderaa=1 g olioy SR THu UIagH 8] B | Juied] G A
FRATGOTE BT T AALIS TATHDI T, RN IRIECA SIIaH! A= TRaTes [WH HROT
I 919d o9 Yol iyl o |
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¥, TYAGH ATUROT Fu Gt o grafasw @fmr o (Minimum Common Equityland Tier 1 Capital
Requirements):

IRG 9 T 2 A1 WG YOI GHY g1 SScHEwors O g WAl sRue! e | werfis
SRR Jolldl wUAT UfeaM TN aqRie-) dThd  TRYSI HRIFT SIRGAHIRGT FR el gs  ufaed
BHIH TYUT FARATGTE URAGH TR qR®-3 A1 HA: gy e gaesyg U gaus IRaudl 8 |
TaH1 AfART wafies §oliers a8 glerdere e & gied RS B | GRed 3faver el a%h
gfeRIETH® Goite! @raeen (Capital Conservation) FHAGTS WHRAIIGH TR §& Yoy 99 Gfawa Hr
U gy IRYDI B |

¥. faws smumE: (Leverage Ratio):

H R00¢ B faxIT APl JoMI AfdDBe FRD Joawl 3fUer TRYD Jo-m Hdh gawfa
fREe o | Hfiwy s=RIgy Afpa Jesedl MRS Igurd Yo JUTH=I IE1 IEHI BRU Hac
FIRATITA HfoATs ARG | 3F: ARGANIRG FHRIDI SMRAT A Yol qaReq a1 d68® 3MAD
A1 qA1 ORI Hdcdl 901 % Tl Uq Refd SRavet Ro1 foRst siguaers gRerdad Safety
Net & ®UH TG TRUD! B | T AR IHd! MAME Yol ¥ IMaIaAT IH! TERT T IR TRaTad!
Fo FRID! IJFUT BRI 3 TR EGu- Fawe INTH B | Fae Thees mAHe Jolier afea
33 Yo AE R RO T We SR e | foRSl Jigurd OET T gF 99 UBR B |
TITG® FavH I SgUd IR Ufde Sd RS © |

Tier 1 Capital
Assets+ Off B/S Items

Leverage ratio =

Y. @¥dar dquTa: (Liquidity Ratio):

THG-3 B Iod KRN TRdl AJUITH] FaRqT RSP B | SHare Ufdge F9a9 §6 a1 faxig
HRATEHAT MU IADBTHA QAT YD ARG qhle T 19 7ed J IRaB | Seawe
RS FRIGIS T8 9 X T8 2 TN g T&AT TG TRYS B | UfS! I8 i IoiR Hodd! Tavfaerd
RHH UK §I9a GHRes GHAY 76+ W QR T8l ¢4 IR (@A U9 g9 9o 9RRiee
B | Rl Ul GF I TR B |

Stock of high quality liquid assets
LCR = oo
Total net cash outflow over 30-day period >=100%

JE UET TRYST U doo RIATT IEI HUH! SHhols a6 §6 AMD | AUGD FGHH
IAPTGN RS AFTAFTD S T RS el At 7 kgl wWale 9SG
fR=axar e g RTS8 9 S@red Il kel 3gurd Net Stable Funding Ratio (NSFR)
BT BN 9 AU YR Tg T D |

1 This includes stock held by common shareholders, as well as a corporation's retained earnings and any con-
tributions that exceed the stock's normal value, which is called additional paid-in capital.
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%. JUITHRTT feama Agcaqut fa<iig @eargs (Systemiccally Important Financial Intstitution) @¥erwelt soarea:

TRG-R B FEAIAD! HAA 96 q1 faxig WRemgwd! Individual Risk &8 9 AEMT 919
fRsgarH TG Joliey JaReals gge asaal a1 g1 ufe faxig yoner fdemme 9@ qen faxia
HRIEHA FHY YUMo o R 18 9 9@ fRi dverssa! ufta™ W ffiiewars b 9¢
Buffer I Uicdted T A0 aie-3 @ foUal Re® | aRie-:9e 3 A1 @ S aRacdd TR
g oy TIRTP! Iferfad RAvaeses doa! aifeem wgd RT@ B |

Requirements Under | Under Basel | In case
Basel 11 I of Nepal
Purpose
Minimum Common Equity Tire 1 Ratio To RWAs 2% 4.50%to 4.5
7.00%
Capital Conservation Buffers to RWAs None 2.50% 2.50%
Minimum Common Equity Tier 1 Ratio plus Capital Con- | None 7

servation Buffer [(i)+(ii)

Minimum Tier I capital to RWAs 4% 6.00% 6.00%

Minimum Total Capital Ratio 2% 8 8.5

Minimum Total Capital Ratio plus Capital Conservation 11%

Buffer

Leverage Ratio None 3.00% 4%

Countercyclical Buffer None 0% to 2.50%

Minimum Liquidity Coverage Ratio (Jan 2018 and 2019 None 90% and NA
/100%

Minimum Net Stable Funding Ratio None more than NA
100%

Systemically important Financial Institutions

ATTART THAT TR 3 A A gaw arefiiwar

TG B JHMY TIR TRP! GoiFd WRaewos gua: faRenfia & T w-amr &1 Ta
TP 8IS | Aifddwed! TRAAM IRITHT FH FHGRIGIS IRATSH T Tl Tem e T8 Sa! 8 |
3d: IS 9,2 X 3 F B @A UghoH Bl R fAfeyg 91 ufe Sy emd faemE Shiiedeweers
T WIS A A e Wad! B 9 vy wiw 81 | ey 7 ' ol dHeiR rfa
qop! X Sfby &F@! e oml TN9ad] o ey &ad AIRgHewds Holl SIRgHd AT I3
IRIEITDT AR THG 9 & TR Uae™ 1 S Al 89 4R 9 |fd | §9 00¢ &I
YU TN IJTARRIG TRGAT IFUN SIRIAHT [ATI8w AU Fawel TR HALN: HIATTITA ST BHIDI
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JHG-3 BT YAHHEw SR UG G 6o UM Tehlo T g T U6 b gad ? 91 g1 989! a5y
g7 999 | R faaamdl wuan dfdbg eael @i WeR RS Iugeh e X AEeRS ueml Bl
6 M o U fiead | TH@T Tl X IMaWE UHERols dhle ®F T I FRIad SiRaHd!
HHAT T G YOSl fRamam e afad 19 Famer) Reme swelia 81 | 3% S Are
R, dho ATl g eel Sifed X YOI emare! 3 TR WRIGRATeEwd! whia T fowR
fAfd 0001y ® gRUAATHA (A Study on Basel 111 and Nepalese Banking An Assessment of Capital
Regulation in Nepal) Sraoiid TRe! R | A g FHAD] AMERAT UG I, dHe ATdDHD
ol w2l ey uiRare TR New Capital Adequacy Framework 2015 SIRI 7RI U@ !
g &= B IFER PRI IRTD! B |

&8 afera gefa s FAFETA Jaty

gt R09R 093 R09¥ R0o\8Y R0\9%

9 ~gAdH YRR ﬁﬁ'ﬁ gfcreraH 8.00 .40 g.40 840 840
R Wv gRE0T TUR, gfcrerdHr 9.00 9.00 Q.4 940 .00 240
3|39 (3 XR), HwRmE §00 | Yoo | 4oy | goo | gYo | (oo

g | gIaH weafe Yoliern, ufiera 90.00 §.00 &40 9.00 9.00 §.00

4. | =gAqH B goil, ufaraEr 9900 | 9900 | 9934 | 9940 | 900 | 99.00

& | URRES Yolid! gawerT, oYy | oy 0-Y oYy | o3y
EIRKEEI

giq : Jure g 5

quTed] Sy TUTSH F DT AT Johew R Ay VRS a6 dhswors died Auavs
IFHUP!I YOI TR @1 RS 9eaa fIem Seawel YoiR &qar, g@ gonsl, S I
PRIGRS] SRR NS JSAHAS TIAT FHAGR §1 WIS 30D T AN 3M8H Fdhd! g | ueo
TG 2 D] AUGUSHE AFARY TR HATGITAT YD JoiNd @1 Ufesd 4 a9e dHIce are
¥l g8 Ufea 9¢1 GOl didbdl a1 e &Mie IR T o™ t& ufded SEreT §ofl g o
el IRFGH B | B0 4% d1 R dweme g=b1 §oimn Seow gig TRAfeTd ga1 a9 3
FRETIIAEIE T 9% qA1 R WRemel Joieme! seven S Tl vy R | sreaw,
JAGD] AT FTIFT RGBT AR Goil ¥ ARgH FRRD guIaar dnfdedl gs gfeds 3ig
T gy YRR 19 TR 9UAT UF UGS oA Dol Shes Solledud i F gaad o
UIaYT IEHT BRYT e S Jheed] I&i JollpIud! vl drav<] 961 - 8P gD | G-I
IOW] IMHR YUl TREGHT el g7 RaY ufy FAhEe a=9 ok T SRIdet RoT difdge!
IR | SRR S <Rgo |

ufeol FHIET TUGdl dfbyg &P f1h BH FHAd] JIRRIGAT tRaT NPT TRedl SAR =@ ¥
fRerg gigat o doliel IigH SRITH] AAMS RBT HRYT R HPHe 3T FIHqh IRIBGRATS]
HIDT &I FTg Sodl B | Ml GHIEH IJoriie ReRdl SRM g1 d9adl, ®HE e fFreay
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EH!,Agd SMYRMT SRy B! DT IfARAEIE AT FHRIHAS IRITaD AISYH RIS |

TEN I QWD [ Mewl ST U oIrodd SO gfg g I Holidl AN U e Sraen
o W8 9% N Ay ERATPI S SIRGAD!] A 97 O AT IRITDI B | IKAT A=A
IS 3 ® FaRAT IRFHIRTHST Capital Conservation Buffer and Counter Cyclical Buffer &1 |r=fidmar
T g | Auedl by & g TRodl STRICHD] TG U STHdior wadl FHEE T
e IR a¥edr agua Net Stable Funding Ratio (NSFR) &1 &JaRell &1 o oY SaeddH
R |

foewet

WS Ufawayiel ArgHae SEaml fadg yerdufaer fvae e TRy den fadig el
BH T AU Mg el ygE et 81 | A1 ReEr §o g ki W@Reasse! gweeR aea
TN GRIJAUEIE A 999G T8 | I9qH S 16 I b GURIADIT YHEHIRAT g Ta ol
TG BHACIS TRIUET RS IR URIADT e a2 a1 I 3 & (= geurss
FREITH D B |

TG PO TR NP @ EREITH 9UdH1 R f[dhedss 7 Fd9=< e ¥ Auedl faxiy
gIATaRe Geled ARe-Hl IR TR UIed] aitey desedl Br] 9Hd Y9eel B | RS oRe
WRE Al I fRYS deel Auee aiftey feewe faemE W@eEel aeEs 99 3 Ul /T
Tl TRISY b Sl BN [d gAY 2Ry af arie SR gwgd IRl Jolien @<=
PTG UGS (He® SIRgH FaRIIFYR Foll I F9d ey ¥ a1 yomaiors Ry dew@ g
% FeRIHSG dad wuAl fodd 9 | a8 gRUeIAT 9 o0¢ @1 favamdt fadiy ddeufs ave
BACTS PRATIITH STD] IAG-3 BT TAHERTs e AT TR IFDH] A<D egwers AN
e EREAM FHEeE o1y 999 by IoTe! $ 1 SMERkE g1 998 | ahe B aRie 3
HAHd GhId TREBT S0 [ATaE U6 g 960 9M AR SRIFRITE RS 6 B |

TG TS IRGAT TPl FaRATES e Macroprudential Regulation ¥ w9 fa<ig gomeiiers
IR UM Fa dF dqo1 fxiw dwemew (SEFD) ufeem T €99 @6 TR g Aawd Res |
TRTPI GSipIy FARATATE §ag AGIRY TG U6 I 46 ¥ G9Y Sy &For Hoar) Igd d990 |
el by FIAI URERTIG $oll SIFMEl Divad Ygdl, TORATY IUHRVT I SRARY  SudpRorah!
e IUGHAT THUH] TAT IR FoooH U Tedle [ARR §9 99d aRaaabdiols greid
&} YollpIve] ~gAdTh] T BIGGTs aRgad | 3fd: aRI® BiAcis Aael-d TRl e SRISEHIC
quTed! by USRS UGt g9 Ao JARATGTS [ATayor IRT HAeT: Joiely WRe™ FHReH Ta
FOOAUS T A9 YRS ki wRemswers by e Ffka Sifeme e w@a & wae
Horsd X g Jolien BH T SRS YAd1 el Tah 1 que I dHd 9I™ Biad gl
Maegs Res | T don iy deusss uf anirer Sigwe ufeem ¥ w9al @raReu W fAdeEa
qrSATh TR g IMaId IRI | e

(BEF FUIe I §FHT [9F 75T 1)
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Sessions Presentment Late Presentment | Reply Time Settlement
Starts Presentment Ends Ends Time From
Regular Clearing Session | 2:00 (T-1) 1:30 (T) 2:00 (T) 3:00 (T) 3:10 (T)
1% Express Session 10:00 (T) 10:45 (T) 11:00 (T) 11:30 (T) 11:40 (T)
20 Express Session 11:00 (T) 11:45 (T) 12:00 (T) 12:30 (T) 12:40 (T)
3 Express Session 12:00 (T) 12:45 (T) 1:00 (T) 1:30 (T) 1:40 (T)
High Value Session 10:00 (T) NA 11:30 (T) 12:30 (T) 12:40 (T)
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pecond 11:00AM 12:00 PM
P 11:45t0 12:00 PM fee is Rs 200 Per Transaction
Up to 12:45 fee is Rs 100 per transaction
Eih‘rre‘is 12:00AM 1:00 PM
P 12:45 to 01:00 PM fee is Rs 300 Per Transaction
For Sunday, Sunda Up to 1:15 fee is Rs 30 per transaction for amounted
Session Starts 1:30:00 Pl\}/,[ for equal or more than 2 lakh cheque
from Thursday o
Regular 02:00 PM other Sunday other
Session Day Yesterday's sllclbsequent Day 1:30 to 02:00 PM fee is Rs 200 extra charge Per
2 PM to Today's or Monday to | yngaction
1:30 PM for Thursday
For Friday
Up to 10:45 fee is Rs 100 per transaction
First 10:00AM 11:00 AM
Express . .
10:45 to 11:00 AM fee is Rs 200 Per Transaction
Up to 11:45 fee is Rs 100 per transaction
Second 11:00AM 12:00 PM
Express . .
11:45 to 12:00 PM fee is Rs 200 Per Transaction
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ITogH BRIITHT 4 TEY UM I AT TSud! dHar weR) WA TR WH T D! AR A
D! FE fagea RIS TS 9= T U WUH! B | ST IR I AWRTENURIRT 5T RN
JRIBIET T I ARIH JGHHHT AT I HTI NS 9SS FREPDIOAT 7 @ IRacH T TRISF T
fIeqs A2 RO B | TH BRI IAGTd B! T JRYGTS T 092 IRT FHRT YETH0IH T5
PR A U1 ARIMET AGTS qASTDIS Uh WOH] 5Hda [dvadl oiad ATad! B | 816 9 09¢
AT YRAST YA Sl 0 QG I o9 Uwdd IRaT Fugitive Economic Offender @15 aR¥Ifd
TR IR IRRMT TS a1 I BT YJEEH Joied Boldeg Dedl OB Id Favdl Ayl
B | Ggh I8 SRS Foreign Account Tax Compliace Act (FATCA), EU @1 Tax evasion fa&ga!
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AUSTE P& T HIYT 9 ATSAMUM Q0o Pl &S aRg AH FHI &F FHeA TR HIg a1 (W4
T gS HUDI US| 9R¢o PN SUHAT faciia deemgwe Fame Mem a1 facih S9arl seear g
AU RIS HIDT TS |

HgH A FED! @1 AW Jol AAfgUS TR fAEEH TENRN Qe B FHRI YRIDROTD!
RIS Tl SIY Ufs IHAT 90 Ioll 3MYP! GRa8 | T, U < a1 Dol a¥o A5 IR 5=
& I FEA R QI IS g1 TRPT ¥ SRRIEg R gondies w9 WRINT IR$ Uigeufs
THH] BN Jeg 3TF FIH AEH B 9 7eYd Pl U5 |

SfenRaa gaRId e ReRem si-ggeses a9 fAwge! Rigra FEfaer wua |9 a’e]
A1 Financial Action Task Force (FATF) &I RITU-T RS 816 THAT YT ¥ e TR fagaar acg
2 X BRI A9 fAvg WA g WgHADDI B | IS FHRT YRIPRY aROTBT S FFT 90 T o,
2009 AT IAIHHRI HRAT I ST A § AUSTS fadrd Wl 1 | Sh ATIGUSH] SR fagad
IS Jghewd! Tedid W8 AT AR JUTS! HYHI I AM IR T JoHew BIONEM TH7d
WP IR B |

| 092 AT IWRH ¥ AMUGUS URAMS I ¥RFh TN FATF Recommendations on Money
Laundering, Terrorism Financing and Proliferation 2012 9@ AT9GUS qel Yeidh1a! BIRT Methodology
2093 GRI 95 BT JOPewdl Jdid GHd GO THHD] B | T AYGUSS TH YUTSIHl FHY
WHY HIH WP B | Id HAA go UfAf¥e AUGUS X 99 BRITEITH! JHEHIRATD] &P 98 95
|8l Ao geaies TR=s | |1 UN Conventions (basically Anti-drug, Anti- Organized crime, Anti
Terrorism and Anti-Corruption), SAARC, EU and other regional organizations, Basel Committee on

Banking Supervision, International Association of Insurance Supervisors, International Organization
of Securities Commissioners, Egmont Group of FIU, International Monetary Fund, World Bank Si=a1

R X AN RS SR IRGI SUGRUEHS IH TMSIGTE G gD wUAl WIHR TRTD! B |

arIfa EiRuT fEuT quTeERT qer &
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Players in the AML/CFT System

* L epal

(DMFBPs)

* Regulator/Supervisors

+ Financial Institutionsand Designated Non-Financial Business & Professions

* Financial Intelligence Unit Y

» Law Enforcement Autharities

* Mutual Legal Assistance Authorities

+ Prosecutorial and judiclal authorities

* Assets Recovery Authorities y.
-

* Financial and economic systems and policies

Ll = International financial system

A

Folicy

Hegihe agfe

UG IRIET qeaid- Wfafdes qen srIfea-e! gvadERar menRd el & | wfifte &=
T T 09R A JAMYHI go HAUKTSHI B T TN HILATD] WHUD! Jedidd IMRA © |
THEHIRGT S<HI SBRIPI 99 &A1 WD BRI a1 YD JHEadIRGl 3R B, §7 Outcomes

(not only outputs) A1 &fad o |

and contributing to safety and security.

High-Level Objective: Financial systems and the broader economy are protected from the threats of money
laundering and the financing of terrorism and proliferation, thereby strengthening financial sector integrity

Intermediate Outcomes

Immediate Outcomes

Policy, coordination and cooperation
mitigate the money laundering and

financing of terrorism risks

1.

Money laundering and terrorist financing risks are
understood and, where appropriate, actions coordinated
domestically to combat money laundering and the
financing of terrorism and proliferation.
International cooperation delivers appropriate information,
financial intelligence, and evidence, and facilitates action
against criminals and their assets.
Supervisors appropriately supervise, monitor and regulate
financial institutions and DNFBPs for compliance with
AML/CFT requirements commensurate with their risks.
Financial institutions and DNFBPs adequately apply
AML/CFT preventive measures commensurate with their
risks, and report suspicious transactions.
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o

Legal persons and arrangements are prevented from
misuse for money laundering or terrorist financing, and
information on their beneficial ownership is available to
competent authorities without impediments.

6. Financial intelligence and all other relevant information

Proceeds of crime and funds in support are appropriately used by competent authorities for money

laundering and terrorist financing investigations.

Money laundering offences and activities are investigated

and offenders are prosecuted and subject to effective,

proportionate and dissuasive sanctions.

8. Proceeds and instrumentalities of crime are confiscated.

9. Terrorist financing offences and activities are investigated

sectors. and persons who finance terrorism are prosecuted and
subject to effective, proportionate and dissuasive sanctions.

10. Terrorists, terrorist organisations and terrorist financiers
are prevented from raising, moving and using funds, and
from abusing the NPO sector.

11. Persons and entities involved in the proliferation of

weapons of mass destruction are prevented from raising,

moving and using funds, consistent with the relevant

UNSCRs.

of terrorism are prevented from 7
entering the financial and other sectors

or are detected and reported by these

Money laundering threats are detected and
disrupted, and criminals are sanctioned
and deprived of illicit proceeds. Terrorist
financing threats are detected and
disrupted, terrorists are deprived of
resources, and those who finance terrorism
are sanctioned, thereby contributing to the
prevention of terrorist acts.

Ufafeie Heuiw-1d!l Rating Scale <8™ FHINH §6 |

Technical (Legal and Institutional) Compliance

Compliant (C) There are no shortcomings.

Largely compliant (LC) | There are only minor shortcomings.

Partially compliant There are moderate shortcomings.

(PC)

Non-compliant (NC) There are major shortcomings.

Not applicable (NA) A requirement does not apply, due to the structural, legal or institutional

features of a country.

FHTITEITD] YMIHTRATD] Hedid-Id! Rating Scale 8™ FHIRNH 6 |
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Rating on Effectiveness

High level of The Immediate Outcome is achieved to a very large extent. Minor
effectiveness improvements needed.

Substantial level of The Immediate Outcome is achieved to a large extent. Moderate improvements
effectiveness needed.

Moderate level of The Immediate Outcome is achieved to some extent. Major improvements
effectiveness needed

Low level of The Immediate Outcome is not achieved or achieved to a negligible extent.
effectiveness Fundamental improvements needed.

SRIG HeAIHH SERGHITHS] B AaRAT 3MYAT ¥ UM <9 Igd gAIfomal =T ugfie
RICI FFTHTHT T B |

Follow up/Monitoring

Types Grounds

Regular
Enhanced 1. & or more NC/PC Recs, or
2. NC/PConlormoreoutofR 3,5, 10, 11, 20, or
3. LorMon 7 or more 105, or
4. Lon5 or more 10s
Enhanced 1. NC/PC on 10 or more out of Recs: R 3, 5, 10, 11, 20 and 1, 4, &,

[Expedited] 26, 29, 36, 37, 40, or
L or M on 9 or more 0s

20 or more NC/PC Recs, or

NC/PCon 3 ormore of AR 3, 5, 6, 10, 11, 20, or
Long

Non-participation in FSRE

MNomination by FSRE/FATF delegation

ICRG

N

AUTSTRT ATEAT

HHRT YeIHRY AR T ERYd el T9YHT HRUT 1 090 <Ry fege] FrRE g
RPN UG FA 098 D HGH MR FIRRT ABS HUH B | AT DD HOR YIMFAIC TGS
T &5 TR 1Al I WRINA U b 331 Hedl ARG B | Jgod ki genad s
T, fO=i yonaMT @i s X STIREEE Mfold 9l Sthd TRI I 994 9418 A1 vy fear
TSl ISTHI &P &A1 Hhova D B |

Tefl A el aRe dRvG awal IRRfd ey, faxia Ry fRg=vr @ e &
figmrd g3 M= UIeT WUdHTS TP I 31 3Maead GRT WS W1 FIET AfEl 3d Aa9E §J
JoHd! BRI B9 | THe U TE Irbidl Icpeedl IRV T & | TR IoHfaE JUneeRy F-@E
T8 JATLIRAT I I AT WA FFFAIIE YT g1 T <M Afed wudl o Ryer favad Iape
R SR FRI=I07 Jomedl S/a@wA TN HEEl IBHI HAWG GEMT 8IS | 3 ANRGS g SRk
B | BB Y9 R el IAY § | THBI HRU g WI6A | DB Y9 XS BRYD UM B | BT FHI
gome! | RRER B | A fAvg oM a9ueRY f9eg 3159 god: Ted BRI IR 3fTe T giher Jiber
TR @S fI6g B W= P9 GHhIS anb a0l B | IRSTA THRIS] STSHT Souid UfassT ¥ |mHTsy
el T fIvg B ¥ I FHRI Ihd TR 50 996 I TGg 99168 8l 9 RN RIUd T dfe
B | T Ugfie A Hiae 99 §alge §AIdl O g9 ¥ Fafidedd siRerdl, g5, TBicud,
qUSEMAl W'Y @1 SN g & 9+ dret el § |
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S o IR faedE %8 o Mo IRl PEeR0T FEARY U 06y AT gEe WRIEA T |
PR FHT a1 AeE (g1, =01 ¥ S%d) U9 0090, IRERS BIFI FEIdT U9 0090, FIfSd
JURTY fHaROT T 000 ¥ FYIA UF Q000 HRG Hel FEHew UIRG Y | §I<h g FoHT Ffsd
IR, YRR 3 Aharsl HRAT g1 R & g9 Sl Aeeiies orgaed WU | |wfy
YEIPRYT X Al SRAT fRI S FaRe = dfg 99 gy oifa don SRS oy w2 |
AS M I FMRaHT e Fers 31 Farer fAdemes o’ T e guiaea g%
R | % fRI ERem SR Preventative S8 JATHAT BRIEH Yo R | JTEEMGRI FdrIses
DB WY UM AFEEFBT BRI TS TN | §9ad TUIed! Io-iad f[Admad! g & sReER anfde 3
JURTY AI=0TRT ST SAYd B WY | hodwy AuTe [dgad! TR i g | Sifes omifae
R Haurfres E=hHUTR] FHIAT U UG AWM fawg BM T X RS gw fvaers |

TR AUTGD] GHH DI Dol [0 g8 Fod: 09 IMSHI ¥R AUGUSH JATETRT 8D X 3
gY ATUGUS X T 09 AT JAMYHI TAT AUGUS FHINGH UGS TgU- BIgl I AN 3 IR URMR™IS
$H @l 7 B | BYT I AN e 7 R g AGhD] qAAN AT BRI I JHEHIRl
Tt A AN U8 | IGTHT JHESHIRATD! HRIGHT 9&1 SIS T8 | I STaRAMI STad! W, HRANTT
P FESAl I GAAISTS I &1 AUIGe BRI UEeR gleard fogal A aweH Jeaidmd]
IR F9 090 P H< HAGR IRIT TG Ja6 B | AP THRIHD 9GS T7 GF8 91
FRIPT FE Hobd BHIS fATd T 090 Y 098 T H8YH RS B |

JAHETY

FHRI LR IR S ured! Wi, e ¥ dgfga va 7=t e 81 | ki srgemaq
FEE T, R yomedm i @rsd I sTiREEe ofvid FRRl Shd TR gHRRIeRE dedTed 19
R I, 99E 9189 I YU Aeaqul YfAd e 11 SeieR © | Auiedl JH ] 9l Bl
eIt wafdddhe MU B TIRY ATF JAHT Bl | MGl FMSH] HT ATH TR TUIGDI 900 JHPI
sfoer, woHfae aRddE, favemue ¥ IFMA, saIfdes Jgar amael, Mind and Muscle @1 @mads fA=Ten
R Yo I8 IR S-SR gagdl ] Fgiael FRRar 8 9= ufe e Jeren |

IRIh IRRARY UGS oAMeT ¥ TUGR AMYH! B | 9Rgo/bo B THH I fAvIHT HHew Yo
qgdT Y | ¢o B TUHH WY G AES el FErEHl ¥ AT PRIHA 1 AMS A3 faRrapd
faegearq) wven 3 AUgvs sEGH@! R | gua Irgel S AR 37vel U gEnl wwa § s
R yomeie] faer T Fedl | faew gHve] | ST GONSia] f[AdTa WUkl T HdAl | Sl
f& g I e |

T O WY UM 60 SeU™ RG] PG THIR U6 SRRIET IGTHT I BIol Giad!
AEE BE AARVHT SN Fh 9B B Y BRI F FW HRIGRAT IR s, iy
JUTSHT RGBT, fRi Ry =1 T gaq Ioieedl aus g s Tgdl Iid
feram IIMRE o guR e Iwm &M T deigd Bige MERIeT WG U HUdl B |
SRIGT JMMERAT AT JeATd- FHAAT 3o FedM B | TR ST I YHTHIRIAT MRS IR
BT THIS IAT 3ol <RI HfoA 9IS Jgaw g ANMAWIdH B | IFAT 7ule Y: favasd a=hH1
B FIFTS I Wl A= I W) AT &Fe TR Jed ey U © |

TR BN Jod: Agal BIGAP] HAFaI, O 87D Fo= YHESHING, &9 HIgF AT qen
e, |ech g9 GuRiaeroT R gE-e del HRIFagd &=A aRHgE! ST 9hadt uRed & |
31, g, e 3 ol srRmy g1 vee Riara g8 &1fv=T urer g4, i R e, el
R GUTHA 1 RT3 I8ad U G IS O]l B | @l AUTee Ueiie wuHr A @t
ngloo

(BEF TUIG I HHT SUAID AT, FT AML Cell 3 TAIHT T9E §I5°0 /)
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U TR RO porsal g dID]
G, ST THI I A" WDl WG GADT
Y AERSTT e wUHT HaIfed Imae aawel
T gfhB | INe UNEdl Rmae wuE
FERGa egd, i e @ s
AR A g @ |

GUTHAD]  JAAURINGTS S D] UG
POl TP SGT GF  9R¢o B TIHDI
IR AUPHAT UUH TS | OF IaT
favadee afha FeQwId! AERT SUe=HT fdem
S TR 3 M gRawerneare fafoa 9wt
PRI TAT HMST Th A SIS o9 TRPI
RN | S IWIH SASIPI TEAdH  IUIUS
T B fh SeofRad &=mT aus  AfHafidar
YCIR AMG AHR &9 SRl IeAESs AGTId!
PRUG 8 AR TS B 41 SIHDUS
HEIRT T Y, WA X JGho FauHd b &4 1
G BRI TG YA IR AT qEantl g

HhaTSy Afb TadTe Audhdl Il |

FIEAHRT TFEIHT TTHT FE TIATIEE:

B 1 SR = B 0 G (o1 | | D
YCTIRAIE §h AN YoMl ¥ gemad & |

RN GUrEs GgAEl ORYIYES
78 OECD & U¥gd TR&I URWING AN
UMD 8P Hod AT JARHAAN WD U0
: Corporate Governance is the system by which
business corporation are directed and controlled.

The corporate governance structure specifies the
distribution of right and responsibilities among
different participants in the corporation, such
as the board, managers, shareholders and other
stake holders and spell out of the rules and
procedures for making decisions on corporate
affairs. By doing this it also provides the structure
through which the compony objectives are set
and the means of attaining those objective and
monitoring performance OECD april 1999

The Oxford Business Dictionary 3IgdR
“Corporate governance is the manner in which
organizations, particularly limited companies
are managed and the nature of accountability
of managers to the owners” IR Tdh -UT@!
IR HRIGHST ITJAR “Corporate governance
is the distribution of rights and responsibilities
among different participants in the organization,
such as the board managers, shareholders and
other stakeholders”
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HEAWTa AWTeE Sa¥atded (Corporate Social
Resposibility)

LIRS G111 oSS N | ST S G )
HRING UMDl 3fadadl wuA1 foq R
AN BWH WM GARH  HRAT CSR 9+
e SRR Mudl cRes | |ae fimee |

(=X




AP S G AUD] EaT FATGMHT o HaTfod
gaarg den fafdy fRmer dar garss sifvums
WAT UG GRS AMING  AAReRE S0
I FATGYR STRGR TAT TAThafe WS 3MHAT
TG HaRw RAR SUed TRISY A HRINd
|qEToe IRETIE 81 | CSR &% a9 §io
f& It efforts will guarantee the prosperity of all
concerned W= SM@YURVMI B TRTB | &l
CSR @T #ew fag &1 woaned g dsl |
R |ANG §ao win win ®1 fERAT UG TR |
CSR @15 ARTORNT ghaT BIRT 8 TaaIaTs
RIOT ST ST 360 SeoiRad ST aead
U WeT STaeR, IMawId AWl X I AT
IIael wiate figew 1 oo SHEwRo
HAIDHAT AFAR o HYDEHOTS ATHAl A8
UGS TRISH I AT Maeddal R A g9
HFHIEIE IY Fade® FR-OR ®uH SUod TRTS
RUPEROTy [ATqe U Hod! AR HIHEH
TID WS SHA URIes ScaEa e OUAT RS
TRIH I YT W U TN TS Y
el e SHfaHT Sy W BIkTe
T WhG §B W Bk CSR &1 HRUG
TS SIIA Y HUA I M HARSTD!
| FMIad g9 Haeed | I ERIGRATST
TRATS gHIfAT den THg UeTels 9ad Assurance

fegues |

U gfdl H@eAWTa afeed Iaeriea (CSR
towards community)

AT FAGHT 7 /A I GAN & B
R RS ASEAYYT 3R FHA YD TS 3G
&1 FHISI] I HeedqUl ANTEM 18] Ueo |
A HUAT AT AHTIRTBIBRUTD] HIEHEE G
fal g7 waes | Sua a1 fRwsTH Seofad
fwueea @e gaSy oY g9 iRyl
(T,  3nfdie, XToMfad) TATaRTT SRS,
G ARG qod AFIATd] SREl, e
UHATH! HIEGAT SIS BhaTdha™, I SR
R fawrad «&F, ugfae diael SwEad Tan,
SHET, R SRewdl Yeg- STad  AHINTd
faera anfe favgsw ygw wual i |

ALHTY TRt TN AR IaLETaa (CSR
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FHAIIHT HEamT qEThes Sa<ataea (CSR
Towards Employee)
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Implementation of
Fiscal Federalism in Nepal:
Issues and Challenges

m Janak R Shah

he constitution of Nepal 2015 has formally

adopted the globally accepted principles
of fiscal federalism. Now, the country is
on the process of implementation of fiscal
federalism by sharing powers between the
central government, provincial and local
governments. Fiscal federalism is concerned
with the division and sharing of public sector
powers and responsibilities among different
tiers of governments with proper alignment of
fiscal instruments among these governments.

In Nepalese case, as provisioned in the
constitution, the central government is assigned
to collect revenues from various sources like
customs duty, Value Added Tax (VAT), excise
duty, corporate income tax, and personal
income tax which comprise around 80 per
cent of the total tax revenue. Likewise, the
major sources of revenue for province and
local level governments are entertainment tax,
advertisement tax and registration charge for
land and house simultaneously whereas property
tax, land revenue, vehicle tax, business tax and
house rent tax come under the jurisdiction of
the local level. Similarly, all three levels of
government can collect certain service charges
and fines and penalties concurrently.

As provisioned in Article 228 of the constitution,
the local government is empowered with the

authority to impose tax for generating income
and has access to loans from fiscal institution
prescribed by the law. There is also a provision
of Local Consolidated Fund in every Village
Council and Municipality in which revenues
received from various sources, grants and loans
received from the federal government and
province government shall be deposited.

Thus, fiscal federalism deals with the fiscal
powers and responsibilities like expenditure,
tax and revenue assignment, inter-governmental
fiscal transfers and sub-nationals government
borrowing that are shared among central, state
and local governments.

issue is the
distribution

the most critical
of  equitable
resources from the federal government. As
per constitutional provisions (Article 60) the
Government of Nepal shall make necessary
arrangements to equitably distribute the revenue
generated by it from its sources, transparency

However,
management

in distribution of fiscal equalization grants
to province and local level entity on the basis
of their expenditure need, their capacity in
generating revenue and the efforts made by
them.

It is apparent that Nepalese economy is highly
dependent on indirect taxes, international trade
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taxes, external grants and persistent fiscal
deficits. In this regard, it is a very challenging
issue to devolve the concentration of fiscal
decision-making power from the federal
government to province and local governments.

Thus, allocation and distribution of adequate
financial resources to every level of government
in federal structure would be considered as
major challenges.

There are some other controversial issues also,
which yet to be discussed and agreed among. The
sharing of revenues generated from hydropower
would be a tough controversial issue in Nepal.
Hydropower resources are highly concentrated in
a small number of hill and mountain areas of the
country and uneven distribution of availability
in respect of the provincial geographical
territory. It may create conflict if the revenues
generated from hydropower will not be shared
by wide discussion and after national consensus.
The modality of sharing royalties and profits of
hydroelectricity and charging taxes needs to be
developed. In universal practice, the royalties
of hydroelectricity is generally shared by the
sub-national governments and local level and
profits and taxes of hydropower go to the federal
government.

Therefore, all three major aspects such as
tax point transfers, grant equalization and
distribution of natural resources among the
provinces-involve larger number of difficult
issues which need to be resolved wisely with
wider level of acceptance from the stakeholders.

Furthermore, Nepal is a country having some
chronic issues of poor governance and there
is difference in understanding about fiscal
federalism even at the top running of political
leadership. This would make the country to be
making emotional than natural jump to real
sense of fiscal federal structure. At the same
time, in the juncture of new fiscal scenario,
the administrative machinery that is geared
toward running a unitary government will need

considerable and revolutionary restructuring.
In particular, new capacities are required for
administration.

provincial-level Some new

institutions such as the National Natural
Resources and Financial Commission at central
level, provincial level accounting and auditing,
and additional mechanisms for data collection
and compilation are required for the execution

of fiscal federalism.

The new fiscal system in Nepal should also
take into account the changing face of modern
economies characterized by socialist orientation
(as per constitution), localization,
globalization, liberalization, widespread use
of information technology, a significant role of

new

market and private sector, and the cooperative
sector, and the remarkable growth of the service
sector. At the same time the new governance
structure should be conducive to boost up
the steady and slow growth of the Nepalese
economy by harnessing the massive hydropower
potential,  tourism  development, forest
resources, agricultural potential, infrastructure

development, etc.

In execution of fiscal federalism, resource
conflict is a natural phenomenon. However, it
can be minimized if the political leadership at
every level is able to manage the situation and
the people's sentiments. The central government
will have to play an important role in taking
adequate responsibility in the management
and use of natural resources, on the one hand,
and in setting up appropriate dispute resolving
mechanisms, on the other.

Local governments have a weak revenue base
relative to their expenditure responsibilities.
Therefore, the local governments highly
depend on transfers from the centre so that the
provinces have the fiscal capacity to provide
reasonably comparable levels of public services
at reasonably comparable levels of taxation.
Therefore, Allocation of means and resources of
the country should be done on the basis of equal
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justice theory of the states, fair and transparent
through autonomous and professional agencies.

Thus, federalism is system of governance, with
fiscal federalism as its key component, which
provides a new fiscal framework for the country.
Within this framework, government at different
level work toward providing a more equitable
and efficient supply of public goods and services
such as judiciary, administration, education and
health, etc. The vehicles of execution of fiscal
federalism are the fiscal institutions which are
non-partisan public bodies, other than central
bank and the government or parliament. They
distribute or share the intergovernmental grant
to central, state or local level government
rationally either by vertical or horizontal way.

Up to now, on the course of execution of fiscal
federalism, in Nepal, there are many issues and
challenges still to address towards executing
fiscal federalism and federalizing arrangements.
These are fiscal equalization, administrative and
executive capacity, lack of technical knowledge
and technical overheads, treatment of natural
resources and issue of sustainability, lack of
facilitating infrastructure, intergovernmental
fund transfer mechanism, etc. ee

-Former Member National Planning Commission

-Former Chief Executive Officer and Member, Board
Director, ADBL
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Natural Resources and Financial
Revenue Sharing in Nepal: Current
Issues and Policy Implications

m Dr. Chandra Bahadur Adhikari

Regime for resource revenue allocating to
sub-national governments differs from
country to country depending on the socio-
politico-economic conditions of the country.
The increase in federal governance model and
their substantial impacts on the quality of public
spending demands for a well-thought-out study
for designing and implementing a resource
revenue allocating system. In many countries
across the globe, natural resource revenue
sharing leads to wasteful public spending,
exacerbation of regional inequalities, or even
escalation of violence. There is no one-size-fits-
all explanation for resolving these problems.

Nepal recently embraced federal setup. The
government of Nepal, by dissolving centralized
governance structure, replaced with 753 local
and 7 province governments, with the aim of
empowering these governments. The NNRFC is
given full responsibility for allocating the natural
resource and government revenue between
the federal, province, and local governments.
This paper reviews and analyzes international
experiences and practices with regard to
resource revenue sharing system across the
globe and explores a scientific resource revenue
sharing system from among various alternative
options. Based on the analysis, this paper
recommends important policy provisions for
designing and implementing an efficient, fair,
and stable resource revenue sharing system for
Nepal.

Key Words: Federal-governance, Natural-

Resource, Revenue-sharing, Nepal

1. Introduction

In this modern era, almost all countries around the
globe comprise at least two levels of government-
central and local. Some countries also contain
a third level of government. The distribution
of powers between these levels is an important
aspect of the constitutional organization. Riker
(1964: p. 11) spells out that a constitution is
federal “if (i) two levels of government rule the
same land and people, (ii) each level has at least
one area of action in which it is autonomous, and
(iii) there is some guarantee of the autonomy of
each government in its own sphere.” This notion
refers to the constitutional features of a political
entity, not necessarily its administrative or fiscal
arrangements. In contrast, a polity unitary means
that constitutional power vested in the central
government. The fundamental distinction
between unitary and federal system is that
power delegated from national to subnational
bodies in a unitary polity may be retrieved at any
time while in a federal system political power
of subnational government is inherent rather
than delegated. In a federal system, regional
authorities enjoy constitutional status without
any hitch. So, the term ‘federalism’ is generally
used to describe a system of the government in
which sovereignty is divided between a central
governing authority and constituent political
units.
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Majority of countries across the globe depend
heavily on natural resources to meet their
development objectives. Natural resources
are the important components for economic
transformation. It is well documented that the
deployment of natural sources in general and
non-renewable natural sources in particular
have considerable impacts on our environment
because these resources run out or are not
replenished easily. Every citizen should have the
right to live in a healthy and clean environment.
So, the world needs to work together to preserve
natural resources and find appropriate solutions
to leave behind a fit for human habitation planet
for our future generations. In this regard, different
countries across the globe are creating special
systems for utilizing natural resources and at
the same time allocating revenues generated
from the utilization of these natural resources to
subnational governments'. These systems vary
from country to country depending on the socio-
politico-economic conditions of their own.

Obviously, the regions from where natural
resources are extracted demand for more
benefits. Thus, in some countries, revenue
sharing regimes have been employed as a way
to address local claims over resource ownership
(Bauer etel., 2016). In others, revenue sharing is
considered as compensation for environmental
degradation and other negative effects of
extraction. In others still, the distribution of
resource revenues has been operated to resolve
violent resource-related conflicts.

The increase of sub-national system of
governance across the globe in recent years and
their significant impact on the quality of public
spending calls for an in-depth assessment of
their design and implementation. This is because
in many countries around the world, systems of
natural resource revenue sharing were confronted
with inefficient public spending, increase in
regional inequalities and even escalation of

1 In this paper the terms subnational government,
region, state, and territory are used interchange-
ably.

violence (Patrick, 2012). Poverty, disparity,
and deprivation are repeatedly found in those
economies with the abundant natural resource
endowments. The abundant resources have time
and again brought autocracy, unhappiness, and
anxiety to these nations, rather than contributing
to liberty, development and social harmony.

Nepal is currently undergoing a transition
in terms of broader political, economic, and
social development. After the promulgation of
the new Constitution in 2015, Nepal witnessed
a crucial political move from a unitary
governance system into a federal setup. Given
these circumstances, designing a scientific
natural resource and fiscal revenue sharing
is therefore, likely to be a central issue in
discussions over the country’s future. A vast
literature exists on how to manage natural
resources but which models are most efficient
with regard to natural resource revenue sharing
in different contexts and conditions has
received much less consideration. Against this
background, the principal aim of this paper is
to explore a scientific resource revenue sharing
system and suggest policy implications for
designing and implementing efficient, fair and
stable system in Nepal based on the review
and analysis of international experiences
and practices. It is hoped that this paper will
help policymakers, negotiators, academics
and public finance, resource governance and
conflict experts to establish a revenue sharing
regime that achieves sustainable development
in Nepal and other countries around the world
with similar context and conditions.

This paper proceeds as follows. Section 2
provides characteristics of natural resources
followed by government motivation in Section 3.
Section 4 reviews of international practice while
revenue sharing regime in Nepal is discussed in
Section 5. Section 6 recommends provisions for
efficient and stable resources revenue sharing
system. The last section (Section 7) consists
of conclusions and policy recommendations.
A list of references is given at the end of the

paper.
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2. Characteristics of Natural Resources

Natural resources are location-specific and
immobile (Boadway and Shah, 2008).Taxing on
natural resource is regarded as the public sector
share of the rents generated from resources.
Although special taxes could be imposed on
other sectors, the argument is strongest for
resource industries since these are the entities
where economic rents are most likely to reside
(Boadway and Flatters, 1993). Natural resources
are distributed unevenly between regions (Shah,
1994). Consequently, resource revenues show
significant regional inequality for almost all
countries across the planet.?

Non-renewable natural resources will be
depleted in course of time. Their extraction often
damages the local and regional environment.
Regional entitlement to resource revenues
may include compensation for the negative
externalities from resource exploitation (Shah,
1994). The negative externalities not only come
from the degrading of the environment from
resource exploitation, but may also include the
cost of economic adjustment when resources
are exhausted. Resource revenues are volatile
across time. Specifically, natural resources are
typically traded on international markets, and
resource prices fluctuate widely. This situation
generates price uncertainties and volatile
revenues (Boadway and Shah 2008).

The literature suggests that revenues from natural
resource exploitation should generally flow
to the national budget rather than sub-national
budget. National government budgets are seen
to be less volatile resource revenues than those
of sub-national governments. If the national
government plays the role of resources revenue

2 For example, in Indonesia, fiscal capacity among the
regions varies widely and much of this variation re-
sults from uneven receipt of resource revenues (Hof-
man and Kai Kaiser, 2002). In Russia, natural re-
source endowments vary greatly across regions, and
resource-poor regions would be hard pressed to fund
their mandated expenditures without federal sharing
of resource revenues (Bosquet, 2002).

redistribution between regions, it ensures
horizontal equity and minimizes distortions
from fiscal capacity differences. Thus, central
government is assigned responsibility for
natural resources revenue distribution in many
countries, including India, Indonesia, Russia,
China, Brazil, and Nigeria (Bahl, 2004).

3. Government Motivation

As stated earlier, many countries across the
globe are creating special regimes for allocating
non-renewable natural resource revenues
to sub-national governments but there is no
consistency about the government motivations
for establishing these regimes (Bahl, 2004;
Boadway and Shah, 2008). In some countries,
revenue sharing systems have been used as a way
to address local claims over resource ownership
and demands for more benefits from resource
extraction. In other countries, they are viewed
as compensation for environmental degradation
and other negative effects of extraction. In some
cases, the distribution of resource revenues
has been employed to help defuse violent
resource-related conflicts. The rising concern
of these sub-national systems in recent years
and their considerable impacts on the quality of
public spending by resource rich sub-national
governments calls for an in-depth examination
of their design and implementation.

The literature substantiates that in several
countries natural resource revenue sharing
led to wasteful public spending, exacerbation
of regional inequalities, or even escalation of
violence (Boadway and Flatters, 1993). Fiscal
federalism is a system where certain functions
and instruments of the national government
are decentralized to sub-national bodies.
Sub-national governments generally receive
public funds through a combination of direct
tax collected and transfers from the national
government. In most countries, non-renewable
natural resource revenues are allocated no
differently than other revenues. However, in
more than 30 resource-rich countries across the
globe, distribution of non-renewable natural
resource revenues is governed by a set of rules
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that are different from those governing allocation
of general revenues (Bauer et al., 2016). In these
countries, the national government collects
revenues from natural resources and transfers
back to their area of origin.?

Sub-national governments of some resource-rich
countries are heavily dependent on these kinds of
transfers. For instance, in Nigeria and Peru, more
than 80% of the budgets of some sub-national
governments come from the central government
as resource revenue transfers (Bahl, 2004).
Some national governments transfer natural
resource revenues to sub-national governments
using an indicator-based formula based on a set
of objective indicators. These indicators include
population, revenue generation, poverty level,
and geographical characteristics, irrespective
of where the natural resources are extracted.
Ecuador, Mongolia, Mexico and Uganda are
examples of countries that use indicator-based
resource revenue sharing formulas.

In another set of countries including Argentina,
Australia, Canada, China, India, the United Arab
Emirates and the United States, sub-national
governments collect substantial revenues
directly from natural resource companies as a
direct tax, which constitutes a significant fraction
of local budgets. For instance, more than 25%
of all fiscal revenues were collected in Alberta,
Canada from direct petroleum taxation during
2012-2014. In the US, direct tax collection from
the oil segment contributed 72% of total fiscal
revenues in Alaska, 54% in North Dakota, and
39% in Wyoming in 2014 (Brosio, 2003).

3. Angola, Bolivia, Brazil, Cameroon, Canada
(some regions), Chad, China, Colombia, the
Democratic Republic of the Congo (DRC), Ecua-
dor, Ethiopia, Ghana, Guinea, India, Indonesia,
Iraq, Italy, Kyrgyzstan, Madagascar, Malaysia,
Mexico, Mongolia, Niger, Nigeria, Papua New
Guinea, Peru, the Philippines, South Sudan,
Uganda, the United States (some regions) and
Venezuela each have a derivation based inter-
governmental transfer system for all or part of

their natural resource revenues.

Resource revenue sharing systems can have a
tremendous effect to raise standards of living by
reducing poverty in resource-rich regions. The
system also provides additional financing for
resource-poor regions and reimburses affected
areas for the social and ecological impacts of
utilization and exhaustion of natural resources.
In Newfoundland province of Canada, economic
prosperity was restored in the mid-2000safter
years of recession following the collapse of
the fisheries as a large share of the revenues
generated from offshore oil. It was done mainly
as a result of an accord that guaranteed the
province.

The US state of California levies a volume-based
fee on oil and natural gas (Brosio, 2006). This fee
is transferred to the Department of Conservation
as an ecological recompense. Resource revenue
sharing can respond to local groups’ special
claims on natural resources. It also contributes
to lasting peace in areas suffering from resource-
related aggression. In some countries including
Argentina, Colombia, Malaysia and South Sudan,
local rights to a share of resource revenues have
been codified in constitutions or legislation to
maintain peace and order in the country. In Aceh
and West Papua regions of Indonesia, special
resource revenue sharing agreements helped in
ending years of violent conflict.

4. Review of International Practices

Natural resource revenue sharing has been de-
fined in many different, sometimes contradic-
tory, ways. It is usually treated as the subset of
natural resource revenue management or fiscal
decentralization. Nevertheless, it can be defined
as an arrangement through which government
revenue from extractive activities is shared
with sub-national government (Bauer, 2014).
The main reasons for natural resource sharing
in most countries lie in the political economy
dominance (Qiao and Shah, 2008). Inhabitants
by and large expect to obtain a share of the rev-
enue that is generated in their territories. Indeed,
centrifugal forces are generated when natural
resource rich regions lag behind others as in the
case of Southern Sudan and Biafra.
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Countries across the globe can benefit
considerably from their accessible natural
resources. However, there are many resource-
rich countries across the globe that accounts for
disappointing growth results (Sachs and Warner,
2000). The presence of natural resources
obviously increases the probability of civil
conflict if not managed properly (Collier and
Hoeffler, 2004). Key governance issues are
mainly related to the geographical allocation of
resources and the arrangements around resource
revenues. This is of particular relevance in
federal counties like Nepal, where sharing rules
between tiers of governments exists.

The revenue sharing of natural resources is an
important problem for those countries where
government revenues are highly reliant on
natural resources. The rise and fall of resource
prices in world markets frequently result in
highly unstable resource revenues. By ensuring
that sub-national governments can meet their
expenditure responsibility, fiscal policy with a
federation plays an important role in determining
the extent to which a country can benefit from
its resources. The effective design of fiscal
federalism depends critically on proper balance
between centralization and decentralization.

National Governments assign certain taxes on
natural resources exclusively or jointly to sub-
national governments. National governments
then face the challenge of distributing these
revenues between national and sub-national
governments.  Whether natural resource
revenues should be shared equally between
regions, irrespective of derivation, or should the
resource-rich regions have a privileged share is
a very important question. In a situation, where
the national government receives all resource
revenues, it then faces the challenge of allocating
these revenues between national functions and
subnational governments. The revenue-sharing
system must balance two potentially competing
interests: (i) efficiency and equity within the
country; and (ii) political cohesion of the
country and assertion of title to revenues by the
resource-rich regions (Mazeel, 2010).

A sub-national government in a country receives
public funds, either through direct tax collection
or through inter-governmental transfers.
However, in more than 30 countries around
the world, including Bolivia, Canada, the
Democratic Republic of the Congo, Indonesia,
Nigeria and Papua New Guinea, distribution of
non-renewable natural resource revenues to sub-
national authorities is governed by a set of rules.
The non-renewable natural resource revenues
are different from those governing distribution
of non-resource revenues.

In several conflict-affected countries such as
Irag, Libya and Myanmar, resource revenue
sharing has been considered as a remedy to the
resource curse. While the system can promote
economic development and help mitigate or
even prevent violent conflict in resource-rich
regions, it can also hamper the transformation
of natural resource wealth into well-being. In
some cases, it worsens boom-bust cycles and
regional inequalities. Further, resource sharing
sometimes intensifies violent conflict rather than
alleviating it depending on how they have been
designed and implemented.

Revenue sharing systems can generate perverse
incentives for sub-national governments trying
to transform natural resource wealth into well-
being. Since non-renewable natural resource
revenues are notoriously volatile, responding
sharply and unpredictably to fluctuations in
commodity prices, and exhaustible, large
transfers or collection of taxes linked to natural
resource extraction can exacerbate boom-
bust cycles in mineral producing regions with
disastrous consequences for economic growth
and development. Studies carried out in Brazil,
Colombia and Peru indicated that neither
economic growth, nor housing, education, health
outcomes improved following the collection
of large oil or mineral revenue windfalls by
sub-national governments. In Brazil, access to
piped water, waste collection and connection to
sewage networks actually deteriorated as more
oil revenues flowed into municipal treasury.
Corruption and mismanagement within sub-
national governments as well as local Dutch
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disease, which refers to absorption of revenue
windfalls through higher prices rather than more
projects and services, have been suggested as
explanations of these counterintuitive results.

Poorly designed revenue sharing regimes
can also intensify regional inequalities. For
instance, the revenue sharing regime in Brazil
disproportionately benefited oil-rich Rio de
Janeiro, the nation’s third wealthiest state
in terms of gross domestic product (GDP)
per capita (Sachs and Warner, 2000; Bauer,
2014). In some countries poorly designed
revenue sharing regime has intensified, rather
than mitigated, violent conflict. In Peru, for
example, the resource revenue sharing system
contributed to violent protests. In an effort
to secure additional fiscal transfers from the
central government, some local leaders in
mining regions aggressively attempted to gain
control over municipalities where mines were
located. These difficult experiences call for a
better understanding of natural resource revenue
sharing practices and policies. So it should be
determined which regimes are most likely to be
succeeded.

5. Revenue and Fiscal Sharing Regime
in Nepalese Context

5.1 Federal Set Up

After the promulgation of the new Constitution
in 2015, Nepal witnessed a major political
departure from a unitary governance system
into a federal setup. The government of
Nepal formally embraced the federal setup by
dissolving different bodies in local, district, zonal
and regional levels and replaced governance
structure for753 local levels, 77 district
coordination committees, and 7 provinces. The
local bodies of four forms are— (i) Metropolitan
Cities, (ii) Sub-Metropolitan Cities, (iii)
Municipalities and (iv) Rural Municipalities.

The new constitution has provided National
Natural Resources and Fiscal Commission
(NNRFC) with the responsibility to allocate
government revenue between the federal,
province and local governments. This is a major

departure from the previous practice where the
central government would play a role to finalize
annual budget for local bodies. The departure
is aimed at empowering newly formed local
bodies following adoption of the federal system
of governance.

In the absence of the NNRFC, the National
Planning Commission (NPC) had devised
a mechanism last year for the distribution
of financial resources among local bodies
(Kathmandu  Post, 2017). Following
international standard, the mechanism had used
indicators such as population, geographical area,
and access to electricity, illiteracy rate and cost
of service delivery for allocation of financial
resources to metropolitan, sub-metropolitan,
municipalities and village councils. Of these
indicators, a weight of 70% had been allotted to
population, while cost of service delivery and
geographical area had received a weight of 15%.
Another 15% of the weight had been allotted
to development indicators, such as access to
electricity and illiteracy rate.

5.2 National Natural Resources and Fiscal
Commission

On the basis of the National Natural Resources
and Fiscal Commission Act, the NNRFC was
formally established on December 28, 2017 and
the placement of some Government personnel
including Secretary was done. However,
Members of the commission including the
Chairman have not been appointed yet.

The NNRFC has to devise a formula and set
parameters for distribution of grants to state
and local governments as well as propose debt
ceilings for federal, state and local governments.
The Intergovernmental Fiscal Transfer Act, 2017
was enacted which is concerned with smooth
implementation of the budget in a federal system.
The Act attempts to promote fiscal discipline and
good governance, and ensures that resources are
distributed in a fair and equitable manner.

The main functions and duties assigned to the
NNRFC are to determine detailed basis and
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modality for the distribution of revenues between
the Federal, State and Local Governments
out of the federal consolidated fund; to make
recommendation about equalization grants to be
provided to the State and Local Governments
out of the federal consolidated fund; to conduct
study and research work and prepare parameters
as to conditional grants to be provided to the
state and local governments in accordance with
national policies and programs, norms/standards
and situation of infrastructures; to determine
detailed basis and modality for the distribution
of revenues between the state and local
governments out of the state consolidated fund,
to recommend measures to meet expenditures
of the federal, state and local governments, and
to reform revenue collection, to analyze macro-
economic indicators and recommend ceiling of
internal loans that the federal, state and local
governments can borrow, to review the bases
for the distribution between the federal and state
governments of revenues and recommend for
revision.

5.3 Natural Resources Royalty Sharing

Recently, the NNRFC has identified five
major  revenue-generating  sectors  viz.,
mountaineering, hydropower generation, use
of forests, mines and minerals, water and
other natural resources for both provincial and
local governments. The NNRFC has devised
formulas for distributing royalties earned from
these natural resources among all three tiers of
governments. The NNRFC collects recent data
of resources available across the country to
build up the formula. The NNRFC puts all the
money collected from these resources in federal-
divisible-fund and distributes the amount to three
tiers of the government based on the formula.
Among other things, the formula takes location
and the affected community as key factors. The
Inter-governmental Fiscal Management Act
endorsed in October, 2017 has set the percentage
for sharing of royalties collected from natural
resources. According to the Act, provincial
and local governments receive 25% each and
remaining 50% goes to the federal government.

Previously, concerned government departments
looking after natural resources were responsible
for distributing royalty. However, the
distribution formulas were set differently. They
lacked harmonization and in many cases, the
basis of royalty distribution was not transparent
and, at times, influenced by political leaders and
the power centre (My Republica, 2018).

For FY 2018-19 the NNRFC has fixed a
minimum threshold of revenue sharing and
equalization grant with the 753 local units. The
volume of revenue that is shared with local units
is expected to hover at Rs. 53.82 billion and a
similar amount with the provinces as well. From
the revenue that goes to the local level, each
local body will get no less than Rs. 60 million
from the revenue shared with the local level.

A Federal Divisible Fund has been created to
deposit the amount of value added tax and excise
duty collected from domestic products. The
amount is distributed among the three tiers of
Government. Province and Local governments
receive 15% each and the remaining 70% goes
to the Federal Governments.

The NNRFC has developed a formula for
revenue sharing based on the size of the
population, human development index, demand
of development and projects transferred from
the central level for execution. However, the
revenue-sharing formula might not be sufficient
for some local units that are uniquely diverse.

The NNRFC recommends the Government to
distribute fiscal equalization grants to the State
and Local Level on the basis of their need for
expenditures and revenue capacity. For the Fiscal
Year 2018-19 the NNRFC has fixed the lower
ceiling of equalization grant at no less than Rs.
30 million. However, the NNRFC has not fixed
lower ceiling on revenue sharing and equalization
grant for provinces. The NNRFC has developed a
formula for the distribution of fiscal equalization
grant based on various parameters including
human development index, status of balanced
development, requirement of resources and status
of socio-economic discrimination.
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To implement any project of the province or
local level, the NNRFC prescribes conditional
grants. In relation to the implementation of
the project the concerned state and local level
should be abided specific terms and conditions.
The NNRFC also recommends complementary
grants to the state and local level to implement any
project related to infrastructure development. In
the same way it may recommend special grants
for any specific project to be operated by the
state or local level to develop and deliver basic
services such as education, health and drinking
water.

In Nepal, there is no equivalent distribution of
natural resources among the seven-provinces
(Governance Facility-GF, 2018). For instance,
Province 2 has less forest cover and does not
have hydropower potential, while Provinces
1, 3, 4, 5 and 7 are rich in water resources. In
the same way, Provinces 6 and 7, which lag
behind other provinces in terms of economic,
social and human development indicators, have
natural resources in abundance. Local levels and
provinces rich in natural resources are likely
to get bigger share of revenue collected from
natural resources. So, unlike other grants, the
recipients of royalties from each natural resource
can be varied. The NNRFC distributes royalty
after distributing other grants to all government
tiers.

6. Efficient and Stable Resource
Revenue Sharing Systems

Every citizen should have the right to live in a
healthy and clean environment. Thus, a federal
country should be devoted to conservation of
bio-diversity and sustainable use of natural
resources (Ross, 2012; Patrick, 2012; Collier
and Hoeffler, 2004; Brosio, 2003, 2006). While
doing so, the country should recognize the
rights of local people to use natural resources in
a sustainable manner. Certain principles could
underpin greater natural resource federalism in
Nepal. In order to build up efficient, fair and
stable resource revenue sharing systems, the
following provisions can be recommended.

Yo TR fRNEe

Clear Objectives: Resource revenue sharing
systems are often established without agreement
on why they are being created. As a result, their
design often fails to meet any specific objective.
It is also difficult to build consensus on a formula
when the objectives have not been clarified. The
objectives ought to be made clear in policy or
legislation.

Align the System with Objectives: If distribution
of resource revenues does not reflect those
objectives, systems often do not meet their
target. This can be addressed by aligning tax
collection assignments or the intergovernmental
transfer formula with the goals of the system.

Expenditure Responsibilities: Decentralization
of fiscal revenues should be largely aligned
with the costs of public service delivery
given sub-national expenditure assignments.
Alignment prevents unsustainable public sector
wage increases, local inflation and wasteful
infrastructure spending.

Choose Appropriate Revenue Streams: A
government earns revenues from royalties,
corporate income taxes and property taxes.
In assigning or transferring natural resource
revenues to sub-national authorities,
governments should consider how easy it is to
calculate, collect and verify particular revenue
streams.

Predictable Fiscal Expenditures: Large and
unpredictable transfers of natural resource
revenues can destabilize a local economy.
Cycles of boom and bust also harm economic
growth. It is therefore incumbent upon central
governments to either provide a predictable and
smooth source of financing to local governments,
or provide them with the tools to cope with
resource revenue volatility.

Make Formula Simple: Any revenue transfer
formula must be simple enough to verify
compliance, even if they lack the tools to carry
out sophisticated economic calculations. The
ability to verify sub-national entitlements and
actual sums transferred builds trust between
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different levels of government and between
governments and their citizens.

Flexibility into the System: Once decisions on
resource revenue sharing have been agreed,
it may be difficult to change them. However,
political circumstances and economic conditions
change and, in turn, it should also be possible to
make small adjustments to any revenue sharing
formula. Therefore, some countries have built-
in provisions to regularly reconsider resource
revenue sharing arrangements.

National Consensus on the Formula: Building
consensus on a revenue sharing formula is
extremely important for the stability of the
formula and for meeting the regime’s objectives,
especially in politically contested and ethnically
diverse environments. If key stakeholders
disagree on the formula and it is implemented
nonetheless, the regime might be viewed as
illegitimate and not addressing local concerns,
leading to even greater conflict.

Codify the Formula in Law: Any revenue sharing
formula should be codified in legislation or
regulations. Codification improves predictability
and forces authorities to discuss the objectives
of any revenue sharing formula.

Make  Revenue Sharing  Transparent:
Transparency over decision-making and
outcomes at all levels of government is needed.
Sub-national governments can only know
whether they are receiving their legal share of
resource revenues if they can verify the value
of revenues collected. Where these conditions
do not exist, the resulting confusion undermines
national government efforts to use resource
revenue sharing to promote trust between levels
of government or, in some cases, secure a lasting
peace.

Clarify Government Role: Clearly defining
government roles and responsibilities, regardless
of which level they are allocated to is essential.
Ensuring different levels of government have
the capacity and resources to adequately fulfil
their responsibilities strengthen the system.

Create platforms for discussion: Creating
platforms for discussion and information
exchange among levels of government, across
jurisdictions and non-state actors such as local
communities helps improve the resource-
sharing regime.

7. Conclusions and Policy
Implications

The government of Nepal formally embraced
federal setup by dissolving different bodies in
local, district, zonal and regional levels and
replaced governance structure with753 local
units, 77 district coordination committees, and
7 provinces. The NNRFC is responsible for
allocating the government revenue between
the federal, province and local governments.
The provision is aimed at empowering newly
formed local bodies following adoption of the
federal system of governance. However, in
many countries natural resource revenue sharing
led to wasteful public spending, exacerbation
of regional inequalities, or even escalation of
violence.

This paper reviewed and analyzed international
experiences and practices with regard to
resource revenue sharing system across the
globe. Based on the analysis, this paper
recognized important policy provisions for
designing and implementing an efficient, fair,
and stable resource revenue sharing system
for Nepal. Among others, this paper suggests
the objectives of resources and financial
sharing system to be clear, align the system
with objectives and to be aware of expenditure
responsibilities. The paper further advise to
choose appropriate revenue streams, predictable
fiscal expenditures, make formula simple,
build flexibility into the system, create national
consensus on the formula, codify the formula
in law, make revenue sharing transparent and
clarify the government role. ee

(Dr. Adhikari is Associate Professor at CNAS, Trib-
huvan University and a former member of Board of

Director at ADBL, Nepal.)
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Approaches to Business Strategy

m Keshav Lamsal

As far as the approaches of business strategies
are concerned, each approach claims to be
able to provide the ideal way for organizations
to identify, formulate and implement their
strategy in order to achieve their organizational
objectives. The differences among the strategic
approaches tend to be influenced by not only the
manner in which business strategy is defined
but also in terms of their strategic focus as well
as the extent of their scope. In certain cases,
some of the approaches are found to be related
and interdependent of each other. This article
briefly explains some of the different approaches
adopted to formulate business strategy.

Process and content approaches

The strategy process and strategy content
approaches appear to be not only the earliest but
also view as the two most commonly adopted
approaches to develop business strategy
in organizations. According to the process
approach, business strategy can be formulated
through a series of activities. The focus and scope
of the strategy process approach include all the
related activities leading to the identification
of the strategy as well as choosing the right
strategy. This particular approach involves
a specific method that consists of related
steps important for identifying, selecting and
implementing strategy. Originally, the strategy
process approach was conceived as a rational and
comprehensive decision making activity that is
able to describe how strategy can be formulated
based on information gathered from analyzing
the strengths, weaknesses, opportunities, and
threats facing the organization.

On the other hand, the strategy content approach
has a narrower focus. This approach primarily
emphasized only on identifying the specific
strategy (the specific type of business strategy
such as low cost, differentiation or niche) to
be adopted by the organizations. The content
approach is not concern with the specific method
or activities involved in developing a strategy.
Its only focus is on selecting the best business
strategy to be implemented by the organization.

Economic and organizational
approaches

Some scholars believe effective business
strategy cannot be formulated by using simpler
approaches such as the process and content
approaches. These and scholars
proposed other different approaches be used to
conceptualize and formulate business strategy.
According to them, the strategic focus and scope
of business strategy should include:

experts

* The whole organization;
* The industry in which it operates;

* The competitive environment in which it
competes;

* Long term direction;
* Organizational resources;

* The distinctive capabilities of the organization;
and

* The prospect for success.
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The economic approach primarily emphasizes
on the need for organizations to develop their
business strategy based on economic conditions
and opportunities. This approach advocates that
the focus and scope of business strategy should
include the best way to position a firm in each
structure of competition and economic system.
This approach has also been driven by at least
five economic forces that have in turn shaped
the connection between economic forces and
business strategy. The five economic forces
include:

a) The need to interpret economic performance
data;

b) The experience curve;
¢) The problem of persistent profit;
d) The changing nature of economy;

e) The emphasis on economics in business
schools.

On the other hand, the
organizational approach
of developing business strategy from the
organizational perspective. According to them,
organizations are not only imperfect but also
problematic. This approach perceives the internal
components of organizations such as structures,
culture, resources as not only troublesome but
also as obstacles to strategy formulation. The
organizational approach emphasizes on the need
for organizations first to identify and improve
the internal components before developing their
strategy. Based on this approach, the focus and
scope of developing business strategy are based
on the improved internal components.

proponents of the
view the process

External and internal approaches

Besides the economic and organizational
approaches, the literature also indicates another
two similar approaches being used to formulate
business strategy. The two approaches are
the external and the internal approaches.

The external approach has a wider focus and
scope. The external approach emphasizes
that firms should develop their organizational
strategies based on the analysis of their
external business environment that consists of
various environmental factors such as political,
economic, social, technological, (PESTEL).
However, the internal approach suggests that
firms should formulate their strategy based
on the analysis of their internal environment
(Strength and weakness).

In the 1980s, it appeared that organizations had
over-emphasized on the use of external analysis
to develop their organizational strategies for
competing as well as coping with the external
More specifically,
Porter proposed that organizations adopt the
external approach to develop their competitive
strategies. The emphasized that
organizational strategies be formulated based
on the information gathered from analyzing the
industry structure as well as the competitive
position of the organizations. According to
Porter, organizational strategies formulated
through the external approach can provide
significant benefits to organizations.

business environment.

scholar

Therearescholarsand experts who disagreed with
the external approach. Advocates of the internal
approach argued that the external approach may
not necessarily be the best way for organizations
to formulate their strategies. This is because the
adoption of the external approach has resulted
in the development of wish-driven or deliberate
strategies. This approach also failed to recognize
the fact that the external opportunities are just
illusions for organizations that do not have
the internal resources and capabilities needed
to capture them. Furthermore, by using the
external approach, organizations may eventually
see and experience the same external threats and
opportunities, as well as compete in the same
manner as suggested by the economic theory
of perfect competition. This in turn may lead to
firms sacrificing their strategic position and long
term performance
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This approach is based on two assumptions. The
first assumption is that the internal resources
and capabilities provide the basic direction
for a firm's strategy. The second assumption
suggests that resources and capabilities are
the primary source of profit for the firm. By
defining a business in terms of what it is capable
of doing would offer the organization a more
durable basis for formulating its business
strategy

The literature reveals that in the 1990s, faced
with global competition, technological change,
and threats by smaller and less hierarchical
competitors, firms are driven again to look
for new internal approaches to develop their
business strategy. In addition, techniques such
as total quality management, reengineering,
core competence, competing on capabilities,
and the learning organization have also been
incorporated in the internal approach.

In short, the internal approach suggests that
the organization develop its strategy based
on the effective match between the external
relationships of the organization and its own
distinctive capabilities. In other words, the
effectiveness of the business strategy formulated
through the internal approach depends on
how well it is able to exploit its distinctive
capabilities. More importantly, according to this
approach, strategy formulation should begin
with an understanding of what the distinctive
capabilities are.

Prescriptive and descriptive
approaches

Similarly, the prescriptive (normative) and
descriptive approaches represent two other
different perspectives for formulating strategy.
The  prescriptive  approach  emphasizes
on explicit, planned, and logical thought
processes. In the approach, the process of
formulating strategy is defined in advance and
its specific components being decided before
implementation. In other words, the prescriptive

approach proposes the one “best” way to develop
and implement organizational strategies for all
types of organizations.

The prescriptive approach involves eight related
components

a. Establishing the mission of an organization

b. Setting the objectives of the organization

c. Conducting the environmental scanning

d. Identifying the organization's internal
strengths and weaknesses

e. Formulating alternative strategies

f. Choosing a strategy

g. Implementing the strategy

h. Evaluating and controlling the strategy.

Many scholars and strategists however have
rejected the dispassionate prescriptive approach
because they believe that different organizations
in different business environments require
different and not prescribed business strategies.
Furthermore, according to them, the formulation
of organizational strategies in the real business
world is actually more complex than what have
been suggested by the prescriptive approach.
For instance, the prescriptive approach does
not take into account the reality of managerial
decision making as well as the complexity and
dynamism of the true business environment.
The descriptive strategists emphasize on the
need for organizations to examine and learn
how strategy is actually being practice in
real companies as well as in the real world of
business.

The descriptive approach is very much
concerned with the reality and the focus on
how organizational strategies in real life
organizations are actually being formulated and
implemented.
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Competitive advantage approach

The competitive advantage approach specifically
focuses on the firm's resources and distinctive
capabilities as the basis for developing business
strategy. Proponents of this approach view a
successful firm as a bundle of unique resources
and capabilities. According to them, if a firm's
resources and capabilities are scare, durable,
defensible or hard to imitate, they can form the
basis for sustainable competitive advantage and
surplus profit, provided they aligned well with
the key success factors of the industry.

Specifically, this competitive advantage approach
emphasizes on the need for organizations
to develop their business strategy based on
their competitive advantage. This approach
suggests that organizations should first identify
their sources of competitive advantage before
developing any business strategy. According to
the approach, firms can obtain their competitive
advantage from their organizational resources
and distinctive capabilities. Organizational
resources and capabilities (resource, skill,
activity or capability) that are distinctive to
those of the competitors may become the
basis for competitive advantage as well as for
developing organizational strategies if they can
be matched appropriately to the environmental
opportunities.

This approach views organizational resources
as both tangible and intangible that include;
physical assets, technology, information, human
resources, financial knowledge,
skills, competencies, creativity, innovativeness,
processes, functions, systems and intellectual
properties. According to the competitive
advantage approach, organizations should
develop the competitive advantage that they
need for developing effective strategies by
using any of these resources. Through this
approach, business strategy is developed based
on the fit between the external relationships
of the organization and its own competitive
advantage.

resources,

Yo TR fRNEe

The 3Cs approach

The 3Cs approach represents another distinct
approach to develop business strategy in
This  approach  basically
emphasizes on the 3Cs (costs, customers and
competition). According to this approach,
organizations should emphasize and develop
their business strategy based on their abilities
to figure out ways to lower operational costs,
attract customers and overcome competition.

organizations.

In this approach, the top executives of companies
need to develop business strategy based on their
abilities to produce products at not only lower
costs but also will satisfy the needs and wants of
customers as well as priced more competitively
than that of the competitors. This approach
suggests that a company's competitiveness
and growth normally resulted from the price/
performance attributes of its current products.

According to this approach, a company's success
depends not only on its ability to meet customer
needs but also on how well the organizations
internal processes works to meet its external
demand. The approach further emphasizes that
organizations should develop business strategy
through incorporating technological innovation
into research and manufacturing operations,
building better products and services, as well
as pricing of their products lower than the
competitors.

Strategic thinking approach

The strategic thinking approach proved to be
useful when various issues concerning the
other strategic approaches were raised by
scholars and strategists. The issues include the
following. First, the acceptance of strategic
thinking resulted from the dissatisfaction with
the traditional business strategy approach that
overemphasized on rationality and systematic
analysis. Proponents of the strategic thinking
approach disagreed with the strong emphasis on
analysis and rationality used in the traditional
approach.
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Second, the promoters of the strategic
thinking approach believed that creating
effective business strategy in uncertain and
dynamic business environment requires less
of rationality and systematic analysis, but

more of critical, creative, and innovative
emphasis that the previous approaches
lacked. According to them, formulating

business strategy in the real business world is
about perceiving strengths and weaknesses,
envisioning opportunities and threats, and
creating the future, for which imagination,
intuition and judgment are more important than
analysis and logic as emphasized in the other
approaches.

Third, when an organization adopts the other
strategic approaches, it generally follows what
has already been tried and proven in the past.
However, by adopting the strategic thinking
approach, organizations are able to develop new
and innovative business strategy.

Fourth, the strategic thinking approach’s main
appeal is the expectation that it will enhance
organizational  performance through the
adoption of new and more innovative strategy.
By adopting this approach, managers and
employees can achieve a better understanding
of an organization’s business, problems,
priorities, and operations. This is because the
approach allows organizations to be not only
efficient, but also permits them to be more
effective.

Fifth, although this approach may not
guarantee organizational success, the process
allows proactive rather than reactive formulation
of strategy. For some organizations, this
may mean a radical change in their business
philosophy. Managers need to be trained in
the strategic thinking approach to respond to
critical questions and key strategic issues that
their organizations often faced in uncertain and
dynamic environment before formulating their
organizational strategy.

This approach offers the following benefits to
organizations:

1. The organization day-to-day activities become
more aligned with strategy as managers
shared a common framework developed from
the strategic thinking process;

. The common framework allows for a better
coordination among different departments
and levels;

. Decision making takes place at a much
faster rate as the strategic thinking process
enhances speed, flexibility, and facilitates
decision making;

. Strategic thinking process allows employees
at every level to engage in strategic
conversation that helps to foster a ‘common
language’ and align mental models within the
organization.

. Strategic thinking also facilitates delegation
as expectations are more aligned between
managers and subordinates.

. Strategic thinking encourages the company to
be more innovative through the development
of ambitious objectives and innovative
strategies.

Strategic leadership approach

All types of organizations need effective leaders.
The strategic leadership approach emphasizes
on the important role of leaders in developing
business strategy in organizations. According
to this approach, leaders have to play an
important part in formulating business strategy
because they are primarily responsible for the
success or failure of organizations. The strategic
leaders are expected to inspire, guide, energize,
set standards and mobilize people to make
extraordinary things happen in organizations,
to overcome uncertainty, turn visions into
realities and to move organizations forward.
This particular approach is most relevant
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and applicable for organizations striving to
achieve new organizational objectives with
new strategies. Strategic leadership is required
in such organizations because someone has to
direct the way and make sure that everyone
concerned gets there. Organizations that adopt
the strategic leadership approach have leaders
who are able to encourage and inspire individuals
and teams to give their best in implementing
the selected strategies. More importantly, this
approach involves leading and directing people
to use their abilities and skills most effectively
and efficiently to accomplish organizational
objectives. Strategic leadership involves:

a. Providing the management leadership and
direction

. Maintaining effective relationships within the
organization.

. Introducing action plans to put the programs
in place (actions to be taken, by who, during
what timeframe, and with what expected
results).

. Gaining the commitment and cooperation of
his team

. Getting the group into action to achieve the
agreed objectives.

. Make the best use of the skills, energies and
talents of the team.

g. Build up morale of the employees.

In this approach, the chief executive officer
(CEO) specifically leads and manages the
organization by becoming and serving as the
chief strategist. As the chief strategist, the CEO
begins by having a clear framework of what he
or she wants his or her organization to do and
where she/he wants it to be in the future.

Other Strategic approaches

In addition to the different approaches
mentioned above, there are other more recent
relevant approaches that have been introduced
and adopted by various companies in different
industries. Similarly, these more recent
approaches can be distinguished from each
other based on their emphasis, focus and scope
of the strategy developed. Those approaches
are as Strategic approaches, Learning focused
approach, Competitive focused approach,
Positioning focused approach, Customer focused
approach, Trial and error approach, Value-added
approach, Product focused approach, Efficiency
and economic focused approach, Problem
focused approach, Innovation approach, Value
capture model approach, Corporate theory
approach etc. ee

(Deputy General Manager at Rastriya Banijya Bank)

949



] uzsit 5 fomr |

Monetary policy in developed and
developing country

m Basudev Sharma (PHD)

Abstract

The global financial crisis has inspired much
debate regarding the role of central banks.
In developing economies, one important
issue concerns the appropriate outcomes and
instruments of monetary policy. Proponents of
inflation targeting have argued that central banks
should embrace just one clear objective that of
maintaining price stability. Others have argued
that, rather than focus only on price stability,
central banks should also actively use monetary
policy to foster economic development and
job creation. However, achieving multiple
objectives with only one main monetary policy
instrument requires a central bank to work in
close coordination with government.

Introduction

Monetary policy is a broad term, one with
different meanings in different contexts. The
New Palgrave Dictionary of Economics defines
monetary policy as “actions taken by central
banks to affect monetary and other financial
conditions in pursuit of the broader objectives
of sustainable growth of real output, high
employment, and price stability. In industrialized
economies, monetary policy is usually confined
to movements in one policy instrument (typically
a short-term interest rate), and usually central
banks have a narrow mandate (typically a
primary or exclusive objective of price stability).
In developing economies, central banks tend to
use more than one policy instrument, and usually
pursue multiple objectives.

There are four main channels credit, interest
rates, exchange rates, and wealth through
which central banks use monetary policy to
influence the supply and demand for goods,
services, and labor. By altering monetary policy
or changingpublic expectations about future
monetary policy, a central bank influences
the volume of bank lending, the exchange
rate, asset prices, and the supply of money
in the economy. By altering the amount that
banks can lend to the public and the supply of
money, a central bank influences the amount of
credit used by households, businesses, and the
government. Changes in the supply of money
also affect the price of money, i.e..,the interest
rate, which influences savings and borrowing
decisions. Monetary policy also affects the
exchange rate and asset prices, which also exert
a large influence on borrowing, spending, and
saving decisions. The way in which monetary
policy affects employment varies significantly
from country to country. Unfortunately in
many developing nations there have been few
studies conducted by central banks exploring
the relationship between monetary policy and
employment. Despite uncertainty about the
nature of the relationship between monetary
policy and employment, it is generally accepted
that monetary policy has a significant impact on
domestic economic activity and employment.

Monetary Policy in Developing Economies

Generally speaking, central banks in developing
economies fall into two broad categories. They
either focus only on maintaining price and
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financial stability, or they pursue a range of
objectives,

which may include, in addition to stability, high
economic growth or development. Stability
focused central banks aim to maintain price
and financial stability. This makes an indirect
contribution to employment, in that it is more
conducive to job creation than an environment of
unstable prices and financial conditions. Central
banks with a growth or employment objective
also pay close attention to price and financial
stability, but they tend to actively use monetary
policy when they believe that economic growth
or employment are below desired levels. This can
differ from the approach of a stability-focused
central bank under which monetary policy
may remain passive or unresponsive to weak
economic growth or employment in cases where
stability may be put at risk. There is no definitive
answer as to whether an exclusive central-bank
focus on stability or a broader mandate is better
for job creation and development. Each approach
has both benefits and drawbacks. In Latin
America, there are examples of rapid gains in
productive employment and development after
central banks scrapped broader mandates and
focused exclusively or primarily on stability (e.g.
the performance of Brazil and Chile after central
banks adopted inflation targets). In Asia, there
are examples of rapid development over the past
two decades assisted by central banks pursuing a
range of objectives (e.g. China and India).

Stability-Focused Central Banks and
Job Creation

A stability-focused central bank has a clear
social contract with the rest of society: its role
is to maintain prices and financial stability. In
a developing nation context where volatility
in international commodity prices and bad
harvests can lead to price shocks, a stability-
focused central bank has a commitment to
prevent isolated bursts of inflation confined to
a few goods from becoming widespread and
persisting over time. A commitment to financial
stability means ensuring that neither domestic
nor external forces result in a disruption in the
supply of credit for productive purposes. With
the central bank focusing exclusively on stability,

the objectives of creating an inclusive financial
system and supporting economic development
are left to the government.

Central Banks with a Dual Mandate for
Growth or Employment in Addition to
Stability

Central banks with growth or employment
objectives target these variables in addition to
maintaining price and financial stability. This
implies a complex social contract, since the
central bank is responsible for delivering a range
of outcomes. In some instances where a central
bank has multiple objectives, price stability
is explicitly legislated as monetary policy’s
primary objective. Inmost developing economies
where multiple objectives are delegated to
central banks, however, there is commonly no
legislated prioritization of objectives, though
in practice price and financial stability tend to
be the main central bank objectives in almost
all developing economies. Achieving multiple
objectives with only one main monetary policy
instrument requires a central bank to work in
close coordination with government. In order
to use monetary policy as a tool for promoting
employment and growth as well as stability, other
policies must also be used to promote economic
and financial stability. It has been argued that
stabilization and full employment should be at
heart of all macroeconomic policies, rather than
merely in the confines of individual policy areas.
This requires that fiscal policy, monetary policy,
capital account management (international
investment) policies, and prudential regulation
all act countercyclical. And such has been the
approach of many governments and central
banks over the past decade in developing Asia

How Concerned are Central Banks with
Labor Market Outcomes?

Many central banks in developing Asia
are engaged in programmes to promote
employment and development. This is despite
employment rarely featuring as an objective or
goal of monetary policy. Some central banks do
include employment-related outcomes among
their goals (e.g. Bangladesh Bank espouses the
goal of supporting high employment), though
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none have employment outcomes among
their legislated objectives. More common is a
commitment to support economic development
or growth, though even this is only observed
in about half of the economies in developing
Asia.The choice of central bank mandate does
not appear related to a nation’s level of income
or financial development. Instead, it seems to
be a product of historical and country-specific
factors. Stability-focused central banks can be
found in both the second-highest and lowest-
income economies in developing Asia (Thailand
and Afghanistan, respectively). Generally
speaking, however, nations that required IMF
support during the Asian financial crisis of the
late 1990s or during the first half of the last
decade have subsequently chosen to task their
central banks with a sole or primary objective
of price stability (e.g. Afghanistan, Indonesia,
Mongolia, the Philippines, the Republic of
Korea, Sri Lanka, and Thailand).

Limitations of Monetary Policy in less
Developed Countries

The experience of underdeveloped countries
reveals that monetary policy plays a limited
role in least developed countries: The
following arguments are given in support of this
view.

Large Non-monetized Sector; There is a
large non-monetized sector which hinders the
success of monetary policy in such countries.
People mostly live in rural areas where barter is
practiced. Consequently, monetary policy fails
to influence this large segment of the economy.

Undeveloped Money and Capital Markets;
The money and capital markets are undeveloped.
These markets lack in bills, stocks and shares
which limit the success of monetary policy.

Large Number of Non- bank financial inter-
mediaries; Non-bank financial intermediaries
like the indigenous bankers operate on a large
scale in such countries but they are not under
the control of the monetary authority. The fac-
tor limits the effectiveness of monetary policy in
such countries.

High Liquidity; The majority of commercial
banks possess high liquidity so that they are not
influenced by the credit policy of the central
bank. This also makes monetary policy less
effective.

Foreign Banks; In almost every underdeveloped
country foreign owned commercial banks exist.
They also render monetary policy less effective
by selling foreign assets and drawing money
from their head officers when the central bank of
the country is following a tight monetary policy.

Small Bank Money; Monetary policy is also
not successful in such countries because bank
money comprises a small proportion of the total
money supply in the country. As a result, the
central bank is not in a position to control credit
effectively.

Money not deposited with Banks; the well-to-
do people do not deposit money with banks but
use it in buying jewellery, gold, real estate, in
speculation, in conspicuous consumption, etc.
Such activities encourage inflationary pressures
because they lie outside the control of the
monetary authority.

On account of these limitations of monetary
policy in an under-developed country,
economists advocate the use of fiscal policy
along-with it.

The Recent Trend on Monetary Policy
and their Relevancy in Nepalese Context

In recent times, monetary policy has increasingly
adopted the interest rate as an instrument
and inflation as the ultimate objective. This
is congruous with the propositions of the
New consensus macroeconomics (NCM) and
synonymous with the somewhat widespread
practice of inflation targeting. However, the
optimality of a monetary policy approach
depends critically on its effectiveness and costs;
which would differ between developing and
developed countries. Deposit and lending rates,
role of financial market, the effect of monetary
policy on aggregate demand and incidence of
poverty determine the way of monetary policy
in least developed country.
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In Nepal, due to poverty consumption would
be inelastic to policy changes, therefore
the aggregate demand effect is limited to
investigating the responsiveness of investment
to monetary policy induced changes in the
interest rate. The cost and benefit analysis of
monetary policy in Nepal should be investigated
by estimating a NCM-type Phillips curve.
To understand the dynamics and source of
inflation the standard NCM-type Phillips curve
is augmented with supply factors. The relative
importance of demand versus supply factors as
well as the cost and benefits of disinflation are
thereafter determined. Indicated that an NCM-
type monetary policy is generally ineffective in
anchoring interest rates or aggregate demand
and may be conducted at a considerably high
cost in terms of output loss and financial
instability. These fundamentals and their policy
implications are not entirely surprising given the
institutional features of the Nepalese economy.
They generally suggest that the use of interest
rate policies tended to create more problems
than it can solve. Hence, to avert the associated
problems, there is a need for other instruments
which the central bank can control effectively.
Moreover, monetary policy focus should be on
long-run output expansion and short-run price-
stability, rather than the converse. This would
have the benefit of moderating poverty and
unemployment.

Focus of Nepalese Monetary Policy

In Nepal monetary policy has multiple
objectives such as price stability, economic
growth, especially inclusive growth, balance of
payment, financial access and inclusion, interest
rate stability and governance in financial sector.
Such multiple objectives will not be achieved
only through the single effort of central bank.
Government support and coordination is
essential to implement these policies. Economic
and monetary target, fiscal and monetary policies
main focused should not be contradictory for
the smooth operation of economy. Monetary
and fiscal policy both should be growth and
development focused. That is the use of fiscal
and monetary policies to overcome three major
obstacles to development commonly faced by

less developed countries: inadequate investment;
misallocation of investment resources; and
internal and external imbalances i.e. inflation
and balance of payments deficits.

In the vast majority of low-income countries
(LICs), fiscal policy has not traditionally
represented a viable instrument for macro-
economic stabilization, and indeed has often
represented a source of macroeconomic shocks,
behaving procyclically and/or aggravating the
effects of exogenous shocks. At the same time,
the degree of central bank autonomy in these
countries has often been limited, leaving little
room for the exercise of an independent monetary
policy. However, recent economic reforms
among such countries have resulted in central
banks becoming increasingly independent,
not just de jure, but also defacto. With the
reform of fiscal institutions usually lagging
that of monetary ones, the responsibility for
stabilization policy in low-income countries has
increasingly fallen on their newly-independent
central banks. In Nepal also central bank is
independent and able to stabilized financial
system with in its own jurisdiction. ee

(Joint Secretary, Nepal Government)
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Basic Principles of Public Life

m Dr. Hari Datt Pandey

Background

The Committee on Standards in Public
Life (CSPL) is an advisory non-departmental
public body of the United Kingdom
Government, established in 1994 to advise the
Prime Minister on ethical standards of public
life. The Committee was initially established
in October 1994 by the Prime Minister, John
Major, in response to concerns that conduct by
some politicians was unethical - for example,
during the cash-for-questions affair.

The Committee's original terms of reference
were: to examine current concerns about
standards of conduct of all holders of public
office, including arrangements relating to
financial and commercial activities, and make
recommendations as to any changes in present
arrangements which might be required to ensure
the highest standards of propriety in public life.

The Committee on Standards in Public
Life (CSPL), an advisory non-departmental
public body of the government of United
Kingdom, has defined "public office" as
to include ministers, civil servants and
advisers; Members of Parliament and UK
Members of the European Parliament; Members
and senior officers of all non-departmental
public bodies and of national health service
bodies; non-ministerial office holders; members
and other senior officers of other bodies
discharging publicly funded functions; and
elected members and senior officers of local
authorities. The Committee's First Report in
1995 established "The Seven Principles of Public
Life", also known as the "Nolan principles".
These principles include selflessness, integrity,

objectivity, accountability, openness, honesty
and leadership

Since Nolan principles focus on behaviour and
culture, rather than processes, they seem relevant
and applicable in every part of the world where
the best features of governance are preferred.
They are even necessary to be followed by
every individual who likes to live a dignified
life. Therefore if someone lives by these values,
it will go a long way to improving behaviour.
The welcome side-effect is a board which has a
tighter rein on processes and compliance, leading
to a win-win situation. If a holder of public life
really is practicing accountability, integrity and
leadership, he/she will ensure his/her organisation
has a strategic plan in place, is spending public
money wisely and is delivering exceptional
service for all customers. If he/she is selfless and
honest, he/she will be making decisions which
are in the interests of the organisation, putting
aside any personal interest and acting objectively
and independently. Organisations which are
open have been shown to have more stakeholder
involvement in the planning process, leading to
enhanced public service.

Obviously the people holding public
responsibility should maintain high morale,
present good behaviour, follow clean, fair,
economic, and disciplined life style. In this
context, he/she must be always careful for
making appropriate use of public money and
resources and the authority he/she has been
provided by the people through laws.

The eastern philosophy or the oriental philosophy
highlights the following principles as the basic
principles of public life.
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Selflessness

An individual involving in public life must be
selfless. To quote Swami Ranganathananda, "We
work at our best when we are free from selfish
desires and passions." This is true spirituality the
fruition of the moral process, the achievement
of goodness plus effectiveness, the synthesis of
the clear intellect, steady heart and firm hand.
It denotes a character which combines strength
and gentleness, fearlessness with love, and
greatness with humility." Swami's utterance
is quite comprehensive, which combines
'disinterestedness', 'spirituality’ and 'evenness
of mind'. The thrust of oriental philosophical,
cultural, religious or spiritual teaching is on self-
discipline. The modern management calls it self-
development or self-governance. Selflessness is
possible by controlling the mind. According to
Manusmriti, the mind is known as the eleventh
sense, which partakes the nature of both the
cognitive and operative, and by conquering
which one is able to conquer the other ten senses.
Conquering the senses simply means that an
individual, despite having heard, touched, seen,
eaten or smelled anything (whether good or bad)
does not feel pleasure or pain (The Bhagwad
Geeta, II, 68). The entire emphasis of the Hindu
Shastra's teachings is on character building or
serf-discipline. The above discussion clearly
indicates that a person enjoying the public
life should serve only the public interest and
should never improperly confer an advantage or
disadvantage on any person.

Honesty and integrity

The individuals having the public life should
not place themselves in situations where their
honesty and integrity may be questioned, should
not behave improperly, and should always avoid
the appearance of such behaviour.

Having integrity and being honest are
fundamental requirements if anybody wants
to grow spiritually and follow his/her true
destination of personal development. It’s not
simply about being honest with people but
that will make an individual better and more
accepted one.

Personal development or self-growth is all about
fostering the positive qualities within oneself to
be capable to lead a fuller, more enriched life
and to rid oneself of negative qualities, feelings
and emotions which have been holding one
back.

If people are honest in all that they do and say,
it means they are genuine, real and true whereas
dishonesty symbolises all that is fake, fictitious
and unreal. Living honestly and with integrity
means decided to live openly and to show true
self to others. On the other hand, dishonesty is
all about shade and concealment and living life
in ‘dark corners’. Honesty and integrity produce
trust — trust in ourselves and in all those around
us. Trust in turn produces confidence which we
all need to conquer life's problems and which
also encourages us to take risks in order to fulfil
our goals.

Objectivity

Objectivity is a central philosophical concept,
related to reality and truth, which has been vari-
ously defined by sources. Generally, objectiv-
ity means the state or quality of being true even
outside of a subject's individual biases, inter-
pretations, feelings, and imaginings. A proposi-
tion is generally considered objectively true (to
have objective truth) when its truth conditions
are met without biases caused by feelings, ideas,
opinions, etc., of a sentient subject. A second,
broader meaning of the term refers to the ability
in any context to judge fairly, without partial-
ity or external influence. This second meaning
of objectivity is sometimes used synonymous-
ly with neutrality.

Public life holders should make decisions on
merit, including when making appointments,
awarding contracts, or recommending individu-
als for rewards or benefits.

Accountability

An individual must bear responsibility for his/
her actions and he/she must disclose the results
of those actions in a transparent manner. He/she
also bears the responsibility for money or other
property owned by him/her.
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People holding public life should be accountable
to the public for their actions and the manner in
which they carry out their responsibilities, and
should co-operate fully and honestly with any
scrutiny appropriate to their particular office.

Publicly accountable person must understand
well where he/she is required to reach, and by
when. He/she must always ask himself/herself
"Why I am doing this task, am I supposed to
do this, have I the authority to mobilise the
allocated resources to perform this task, am I
using the resources efficiently and economically
and what results am I going to get by doing this
activity?

Respect for others

Persons involved in public life, should promote
equality by not discriminating unljwfully
against any person, and by treating people with
respect, regardless of their race, age, religion,
gender, sexual orientation or disability. They
should respect the impartiality and integrity of
the authority’s statutory officers and its other
employees.

Showing respect to other people is a critical part
of maintaining important personal relationships.
Learning to respect people's efforts, abilities,
opinions, and quirks will help keep oneself
happy and successful in one's interpersonal life.
Respecting oneself can help one move forward
with the confidence to make a habit of respect
and share it with the people around one.

When one's colleague/subordinate/team member/
friend is successful, one should draw attention to
it and celebrate his/her ability and achievement.
When other people put forth extra effort and
achieve something, they should be recognized/
praised with sincerity..

If someone commits to an event or make plans
with someone, one should come through on
one's end of the deal. Being reliable shows
respect for people's time, and shows that one is
making a special effort to be there for them. One
should respect other people's efforts by being
on time, being prepared, and being enthusiastic.
However, it should be kept in mind that offering

too much help can sometimes be disrespectful.
Sometimes, it is also smart to take a step back
and let other people prove themselves and take
care of manageable situations or problems on
their own. There is a big difference between
offering to help someone emotionally when
he or she is going through a bad break-up and
insisting on helping someone make cereal.

Stewardship

The people involved in public life should do
whatever they are able to do to ensure that
their authorities use their resources prudently,
and in accordance with the law. Stewardship is
an ethic that embodies the responsible planning
and management of resources.

The concepts of stewardship can be applied to
the environment and nature, economics, health,
property, information, theology, etc.
Stewardship was originally made up of the
tasks of a domestic steward, Stewardship in the
beginning referred to the household servant’s
duties for bringing food and drink to the castle’s
dining hall. Stewardship responsibilities were
eventually expanded to include everything the
domestic, service and management needs of
the entire household. Commercial stewardship
tends to the domestic and service requirements
of passengers on ships, trains, airplanes or guests
in restaurants. This concept of stewardship
continues to be referenced within these specific
categories. Stewardship is now generally
recognized as the acceptance or assignment of
responsibility to shepherd and safeguard the
valuables of others. In public institutions, it is
expected from the chiefs of the institutions that
they should try to leave the respective institutions
in better shape for his/her successor than it was
handed over to him/her by his/her predecessor.

Leadership

Individuals should promote and support the
principles of public life by leadership, and by
example, and should act in a way that secures
or preserves public confidence. Meerlo (1934)
emphasises that leadership stems from an
individual's desire to master his/her environment
through group effort. The concept of leadership
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has covered a wide variety of behaviours,
many of which are unrelated with each other.
A leader is the individual in the group who
directs and coordinates the group activities
or who, in the absence of a designated leader,
carries the primary responsibility of performing
these functions in the group (Fielder, 1967).
Likewise, Davis (1972) observes that leadership
is the ability to persuade others to seek defined
objectives enthusiastically. It is human factor
which binds a group together and motivate it
toward goals. Management activities such as
planning, organizing, and decision making are
dormant cocoons until the leader triggers the
power of motivation in people and guides them
towards goals.

Broadly speaking leadership can be viewed
in two ways. The first and by far the most
effective is the leadership by consent of, and
with the sympathy of the followers. The second
is leadership by force, without the consent and
sympathy of the followers. History is filled with
evidences that leadership by force is not endured.
It means that people working in public sphere
should not follow forced leadership indefinitely.

Hill (2008) suggests unwavering courage, self-
control, a keen sense of justice, definiteness
of decision, definiteness of plans, the habit
of performing more than paid for, a pleasing
personality, sympathy and understanding,
mastery of details of the position held, willingness
to assume full responsibility and cooperation
as the factors of leadership: Simultaneously,
he also points out the following as the failure
factors of leadership: inability to organize
details, unwillingness to render humble service,
expectation of pay for what they know instead of
what they do with that which they know, fear of
competition from followers, lack of imagination,
selfishness, intemperance, disloyalty, emphasis
of the authority of leadership and emphasis of
the position.

Kautilya warns leaders, who think they can
manage on their own without the help of others,
about their folly:

"Rulership can be successtully carried out (only)
with the help of others. One wheel alone does
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not turn. Therefore, he should appoint ministers
and listen to their opinion.” (1-7-9)

A good leader must be aware of the effective
teamwork. For example Good generals
have good lieutenants and good CEOs have
good managers. Leaders and their associates
complement each other.

Creativity

A person leading towards public life must have
creativity. There are many facets of creativity.
However, it is notable that creativity is merely a
single ability, but a whole cluster of abilities. This
cluster includes ideational fluency, the ability to
provide a large variety of solutions, originality,
the ability to sense problems, the ability to go
to the roots of a phenomenon by unravelling
its causes and to visualize its consequences,
the ability to elaborate on a theme, ability to
go beyond the surface-feature of a problem, the
ability to restructure problems etc.

The creative person pioneers, seeks to do
new or novel things, in novel ways. These
are intrinsically risky activities that often
invite many criticisms or oppositions from
those wedded to the status-quo. Therefore, the
creative person needs a good deal of courage,
independence, and ability to take risk. In doing
something creative, one needs to be very open to
ideas and one must seek sufficient information.

Duty to uphold the law

Rule of law implies that every citizen is subject
to the law, including law makers themselves. The
substantive interpretation holds that the rule of
law intrinsically protects some or all individual
rights. Therefore, the rule of law has been
considered as one of the key dimensions that
determine the quality and good governance of a
country. The authority and influence of law in
society, especially, when viewed as a constraint
on individual and institutional behaviour; thus,
the principle whereby all members of a society
(including those in government) are considered
equally subject to publicly disclosed legal codes
and procedures.
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According to the United Nations Organization,
the rule of law is a principle of governance in
which all persons, institutions and entities,
public and private, including the State itself, are
accountableto lawsthatarepublicly promulgated,
equally enforced and independently adjudicated,
and which are consistent with international
human rights norms and standards. It requires,
as well, measures to ensure adherence to the
principles of supremacy of law, equality before
the law, accountability to the law, fairness in the
application of the law, separation of powers,
participation in decision-making, legal certainty,
avoidance of arbitrariness and procedural and
legal transparency.

In this sense, the members of the public life
should uphold the law and, on all occasions, act
in accordance with the trust that the public is
entitled to place in them.

Openness

Openness and transparency are key ingredients
to build accountability and trust, which
are necessary for the functioning of good
governance. Openness is one of the key values
for achieving people responsive governance.
Openness and transparency help combating
corruption in the society. Moreover, openness
enriches accountability. It also makes a person
proactive to follow rule of law. Therefore,
members of the public life should be as open as
possible about their actions and those of their
authority, and should be prepared to give reasons
for those actions.

Personal judgement

Individuals holding public life may take account
of the views of others, including their political
groups, but should reach their own conclusions
on the issues before them and act in accordance
with those conclusions. The majority of the
people who are unable to make effective
decisions are influenced by others. A person
involved in the public life must use own brain
and mind and reach his/her own decision. If
he/she needs information, technical support or,
and consultations, he/she may take in genuine
manner from the genuine person/group/agency.

Nevertheless, he/she must assess the worthiness
of such consultation, support and information.
Thousands of people carry inferiority complexes
with them through life because some well-
meaning, but ignorant person destroys their
confidence through opinion or ridicule.

Continuous learning

People need to continuously learn in order to
grow. Only then they can be well-equipped with
the knowledge/techniques/skills/know-how re-
quired for the position they are holding. Now,
most believe that they are too busy to learn. In
this context, we need to get insight from Kautilya
who suggests the mankind, during the remaining
part of the day and the night, to learn new things
and remember the things learnt already. ee

(Former Joint Secretary, Nepal Government)
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Rationale Of Local Economic
Development:
An Alternative Bottom Up Model

m Bhaba Datta Sapkota

1. Context and Concept

In a globalized world, the absorption of
economic activity indeed seems more polarize
than its dispersion. While traditional top-down
policies have tended to rely mostly on financial
support, incentive packages, and subsidies in
order to attract economic activity, the inclusive
nature of the local economic development
process creates the necessary conditions for
more integrated policies. Based on an analysis
of the local strengths and weaknesses, local
government officials, together with local
stakeholders and outside experts, aim to devise a
strategy that improves the basic conditions of the
local indigenous community and the attraction
of inward economic activity. This model of
intervention is considered as a local economic
development (LED). This is an alternative model
of rural development basically in developing
economies. This approach addresses the
problem by catering for the specific needs and
preferences of the local population (Paddison,
2002). This is popularly known as participatory
model of development. It is based on bottom
up approach to development focusing to local
area. The approach came as a response to the
incapability of the central government in solving
socio-economic issues of supra urban areas.

This approach made it possible for local actors,
and instruments for promoting development, to
be considered in a new context. Local economic
development may be defined as increases in the

local economy’s capacity to create wealth for
local residents (Matt and Peggy, 1988). It is the
process of transforming the local economy and
broader society with the aim of overcoming
existing difficulties. It seeks to improve the
living conditions of the population by means of
consensus based actions among different social
and economic local actors to take advantage
of endogenous resources by promoting local
business capacities (Blackely and Ted, 2003).
LED is a process where the local actors shape
and share the future of their territory. It is defined
as a participatory process that encourages
and facilitates partnership between the local
stakeholders, enabling the joint design and
implementation of strategies, mainly based on the
competitive use of the local resources, with the
final aim of creating decent jobs and sustainable
economic activities (WB, 2006). The term 'local
economic development' can be derived as follows:

Local: based on endogenous potential, the
promotion of the optimal use of local capacities
and the creation of a systematic linkage with the
national context.

Economic: promotes economic development
through the identification of business
opportunities, by supporting entrepreneurial
initiatives and facilitating access to the market.

Development: promotes improving the
quality of life through job creation and income
generation.
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Thus, it is the process by which public, business
and nongovernmental sectors work jointly to
create better conditions for economic growth
and employment generation at grass root
level. The aim is to improve the quality of
life for all (WBUDU, 2003). It is an approach
towards economic development which allows
and encourages local people to work together

to achieve sustainable economic growth
and development thereby
bringing economic benefits and improved

quality of life for all residents in a local areas.

The purpose of LED is to build up the
economic capacity of a local area to improve its
economic future. It is a process whereby local
governments or community-based organizations
engage to stimulate or maintain business
activity and/or employment. The principal goal
of local economic development is to stimulate
local employment opportunities in sectors that
improve the community, using existing human,
natural, and institutional resources (Blakely,
1994).

LED refers to the process in which the local
government and other development stakeholders
engage to enhance a community’s capacity to
effect economic progress in both a quantitative
and qualitative manner. This approach focuses
on enhancing competitiveness, increasing
sustainable growth and ensuring that growth
is inclusive. LED encompasses a range of
disciplines including planning exercises
and marketing mechanism. It is defined as a
strategy in which partnerships between local
governments, community-based groups and
the private sector are established to manage
existing resources to create jobs and stimulate
the economy of a well-defined territory (Sing,
2009). LED means a process by which local
resources are mobilized so effectively into
economic ventures to stimulate development
and growth of the locality. It emphasizes
local control, using the potentials of human,
institutional and physical resources. Pro-poor
and inclusive local economic development
enables local governments to address poverty,
unemployment and social deprivation, through

strategies for promoting youth employment,
empowering disadvantaged and marginalized
communities, supporting skills development,
and promoting gender equity and equality,
among others (Andres and Sylvia, 2005).

2. Identities of Local Economic
Development Approach

There is no single model for local development
and it is impossible to identify a single
organizational model that can be mechanically
replicated. Each country has its own distinctive
historical, political, economic, social and cultural
characteristics and those of different territories
within each country are similarly distinctive.
Nevertheless, several core characteristics of
local economic development approaches have
proven to be universal and are indeed essential in
order to contribute significantly to the progress
of the local economy. The key identities are:

It is guided by human centric approach.
It is influences by local culture.

It is an organized structure.

It is based on definite territorial.

It supports small and micro enterprises at
local level.

It co-ordinates local economic development
planning.

It is a forum for social dialogue and
negotiation.

It explores the local needs and desire.

3. Rationale of Local Economic
Development

Empirical studies have logically been believed
that local economic development strategies
increasingly integrate social and environmental
standards within local economic agendas. They
help to effectively reduce disparities between
territories, foster social cohesion from the
bottom up, generate local business opportunities
and jobs, and aim to include all marginalized
communities, especially women and youth in
public decision-making processes. This approach
plays a fundamental role in the sustainability of
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economic transformation at grass-root level.
Under this ground reality, the rationales of LED
approach on behalf of developing countries like
Nepal are summarized as:

* A tangible process through which local
government, private businesses and their
interests, [/NGOs, labor interests and private
citizens can work together collectively to
develop their economic status.

* Attentiveness among the key local actors
involved in the economic activities and the
setting of priorities based on felt needs.

* Attracting external investment including
both national and international.

*  Ensuring that the local investment climate is
functional for local enterprises.

» Fosters efforts towards decentralization, and
is opposing to government centralization.

* Integration of local development priorities
in regional and national plans for economic
well-being.

* Investing on hardware and software

infrastructures.

+ Itis of fundamental importance that the local
community sees its place in the future has its
development vision and development goals
and participates in their implementation.

* Mobilizing the locally available resources in
an area, avoiding double efforts.

* Participation and consensus building in
economic life at local level.

* Reinforcement of the intermediary capacity
of local actors towards national and
international organizations to facilitate
resource mobilization for regional and local
level.

* Relates to community development pro-
gramming and essentially all development
programs related to infrastructure, public fa-
cility and social program delivery.

* Supports democracy building because it
places the locally elected officials at the
center of economic development policy-
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making for the community, where they
belong.

* The best knowledge regarding local
problems, local needs, local resources, local
development potential, as well as local
motivation for promoting change, exist on
the local level.

e The top-down approach proved to
be wunsuccessful in solving complex
development problems.

Local Economic Development in
Sustainable Development Goals

Local governments are critical for turning
2030 Agenda into a reality for communities,
households and individuals, particularly to
those who are at risk of falling behind. Local
communities and actors are best placed to
understand the collective needs, challenges
and capacities and therefore key partners
to achieve this agenda (Gill, A and N’dow,
N. (2018). Effective multi-level governance
systems are needed to have responsive and
accountable institutions. For example, the local
governments are in a unique political position
to identify and respond to development needs
and gaps and be responsible for a wide range of
functional responsibilities that go beyond basic
service provision. The importance of decent
work in achieving sustainable development is
highlighted by Goal 8 which aims to “promote
sustained, inclusive and sustainable economic
growth, full and productive employment and
decent work for all”. Below are the targets of
Goal 8 decent work and economic growth:

* Sustain per capita economic growth in
accordance with national circumstances
and, in particular, at least seven percent
gross domestic product growth per annum
in the least developed countries.

* Achieve higher levels of economic
productivity through diversification,
technological upgrading and innovation,
including through a focus on high-value
added and labour-intensive sectors.
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Promote development-oriented policies that
support productive activities, decent job
creation, entrepreneurship, creativity and
innovation, and encourage the formalization
and growth of micro-, small- and medium-
sized enterprises, including through access
to financial services

Improve progressively, through 2030,
global resource efficiency in consumption
and production and endeavour to decouple
economic growth from environmental
degradation, in accordance with the 10-year
framework of programmes on sustainable
consumption and  production,  with
developed countries taking the lead.

By 2030, achieve full and productive
employment and decent work for all women
and men, including for young people and
persons with disabilities, and equal pay for
work of equal value.

Conclusion

The aim of LED is to create comprehensive and
balanced local development strategies. Such
strategies are usually focused on four main axes:
the improvement of the competitiveness of local
firms, the attraction of inward investment, the
upgrading of human capital and labour skills, and
the upgrading of local infrastructure. Through
a careful analysis of the economic potential of
the area, development bottlenecks in the local
structure can be identified and addressed in
order to allow the locality to take advantage
of opportunities for growth and employment.
The potential benefits of the approach, such
as stronger participation of local residents and
stakeholders, the formulation of more balanced
development strategies, and greater emphasis
on the sustainability of development, offer a
potential relatively new way for tackling some
of the main problems faced by local bodies. The
immense care therefore needs to be taken when
evaluating the local situation and likelihood of

success before embarking on local economic
development strategies. ee

(Department of Rural Development,
Patan Multiple Campus)
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Human Resource
Management in Banks

m Neeku Acharya

Background

Human resource is the most important capital that
has the competitive advantages over the other
resources for any economic entity. Managing
people for any organisations/institutions has
become the paramount factor in order to have
competitive edge. Single person can't achieve
organizational goals; it requires committed, loyal
team and expertise of different areas. In order to
create team that aligns in achieving the vision
of organization, Human Resource Management
plays a vital role. The highly expected potential
makes the human resources very decisive
consideration to the success of an organization
and it can bring the greatest return on investment
for sustainable competitive advantage (Luthans
and Yousef, 2004). The banking industry is the
backbone for the growth of any economy and
an important component of the financial sector
for proper management of financial resources
across the globe (Ahmad Ashfaq et al 2010).
Banking sector plays a fundamental role in the
economic development and considered as a
barometer of the financial system of the country.
Human Resource Management (HRM) as such
is a function in an organization designed to
maximize the performance of the employees to
achieve specific strategic objectives, by means of
managing people and abiding by the policies and
system. So, every organization requires skilled,
committed and loyal manpower to develop.
Development of an organization eventually
supports for the development of the country by
contributing to the economy. Thus, management

of the human resource is very important for the
development.

Evolution of HR Management Concept
in Nepal

Nepal may not be in the pace with other
developing countries in terms of its human
resource management but has definitely come a
long way. In 1980s with the entry of some foreign
joint venture banks & companies the concept
of HR Management seems to arise as these
companies had structured HR processes, from
recruitment to employees' grievance handling.
Further with the arrival of more Joint Ventures
and INGO in Nepal the HR Management terms
gained momentum. These organizations were
successful in inspiring other Nepalese business
organization with their effective employee
management. In Nepalese Institutions HR
department as such did not exist in the form of
a separate body till 2000 A.D. Human resource
department function was combined with the
administrative department and this department
carried out the role of human resource
departments. Moreover, HR function was
limited to carrying out routine activities such
as, record keeping, updating the payroll and
maintaining relations with employees. Majority
of organizations didn't involve their human
resource heads in the formulation of strategy,
decision making and business planning process.
Vital decisions related to employees were taken
by executives without consulting the human
resource managers.But then, regulation of Nepal
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Rastra Bank (NRB) for all commercial banks
to have a mandatory separate HR department
was the start of prudent HR practices in BFIs.
Then after, efficient HR management in BFIs
was among the core objectives of reform
programs including Financial Sector Strategy
Statement (2000) and Financial Sector Reform
Program (2004). Later, in the mid and late
2000s, Organizations irrespective of their
sizes, have a human resource department and
apart from that there are many independent
human resource consultancies that offer great
services to organizations. Initially, various HR
companies stepped into as recruitment service
providers and later entering into areas such as
employee training and development, HR system
formulation, and even HR process outsourcing
in recent years.

HRM Practices

Human resource management practices are
the management of people within the internal
environment of organizations, comprising of
the activities, policies, and practices involved
in planning, organizing, developing, utilizing,
evaluating, maintaining and holding the
appropriate numbers and skill mix of employees
to achieve the organization’s objectives
(Appelbaum 2001).

HR management, which used to be considered
as a non-innovative and paper-intensive job
of organizational management, now with
rapid change in technology is considered
as fundamental element for the success of
an organization. With the rapid change and
innovation of new technologies, institutions are
able to mitigate various challenges in human
capital management in terms of employee
engagement, competitive pay, talent attraction &
retention and succession planning. Institutions
in developed countries are focusing on the
next frontiers in HR management such as
using artificial intelligence (Al) in workplaces
to effectively measure the performance of
employees. Nowadays, Nepalese organizations

to attain their organizational objectives, are
also trying to catch-up with the other developed
and developing countries in term of managing
human resources. Some institutions have been
efficiently practicing HR management principles
& techniques for better productivity. They
have started to use modern technologies for
better evaluation of their staff and cost-benefit
analyses. At present, digitization and use of HR
software are useful tools to reduce the paper-
work and manual hassles in record keeping,
monitoring and evaluation. Nevertheless, As HR
management is a very systematic process, proper
policies are necessary to govern the activities.

Importance of Human Resource
Management in Banks

Banking is a service industry and has been and
will always be a People Business. Management
of people and management of risk are two
key challenges for banks. The success of an
organization is determined by how efficiently
it is able to manage the people and the risks
associated with the banking business. Effective
risk management may not be possible without
efficient and skilled manpower. Besides, risk
management, customer care & satisfaction is
another essential element for sustaining banking
business. People dealing in front line will give
the first impression about the organization.
Monetary value may sometime become crucial
but there are other valid reasons why internal as
well as external customers select and stay with a
particular bank.

Rapid growth of banks and financial institutions
has created employment opportunities as well
as growth in the sector. The number of branches
in private and public banks has significantly
increased resulting the requirement of skilled
manpower in this sector.At present, skilled and
experience HR resources are becoming scarce;
both in quality and quantity. Any resource that is
in short supply needs appropriate management
for proper functioning thus, banks require to pay
much attention to the entire Human Resource
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Management process. To analyze future
requirements of the organization and steadily
calibrate recruitment process Human resource
management is important.

The network of banking business is very
immense and spread all over the country. Due
to this wide spread network, it brings together
people from different origins and of different
workforce profile working together under the
same roof. This necessitates banks to follow
different HR practices in order to deal with them
effectively so that their full potential is utilized.

Advancement in technology has shifted customer
preferences compelling banks to adopt online and
core banking services. There is an emergent need
for techno friendly HR for effective and efficient
business operation. Therefore organization
requires to balance workforce integrating new
energetic youth with experienced professional.
Thus HR Management practices helps in creating
balance by undergoing some cultural and
management adjustments.

Working methodology and environment
is changing in banking business due to the
change in policies, procedures and technology.
Continuous training and development of
human resources is essential for adopting and
implementing change. Hence, HR management
practices will deliver focus on empowering
employees, performances,
augment human element for excelling the
performance and is also responsible for planned
retirement of employees.

measure overall

Challenges in Managing Human
Resource

Due to rapid changes in the business world,
globalization, technological advancement,
change in customer taste and habits and new
techniques of business operations, human
resource in various organizations are facing
diverse kinds of problems, and to manage
these situations in splendid way organisations

are facing variety of issues and challenges. In
comparison to other sectors, banking Sector is
most developed, Organized and diversified. This
sector is an important tool for facilitating the
development of economy. Some of the pragmatic
challenges in managing human resource are
explained below.

* In most of the organizations due to the
limited understanding and knowledge
concerning the significance of human
resources management, human resource
departments are headed by educated person
but doesn't possess the basics of human
resource or junior staff with no relevant
experience. Generally, lack of proper
knowledge in terms of human resource
management were and till date has been a
challenge for the independent functioning in
goal achieving process.

* Large number of people entering banking
sector required to be transformed into useful
human resources. Therefore identifying,
arranging and conducting training and
development programs for heterogeneous
human resource to match with changing
industry requirement is another challenges.

* Some of the banks went for merger and
acquisitions to increase their capital base.
Thus managing HR and creating a balanced
organization that are created from mergers
and acquisitions is also a challenge.

* Banking industry is undergoing
changes due to the composition of their
staff, training requirements, combinations of
corporate culture, ethics and values in them.
Developing and instilling all the elements to
diverse Human Resource is Challenge for
banking sector.

Sever

* Attracting and retaining employees, hiring
people with long term commitment and
believe towards organization, motivating
and satisfying employees for reducing
attrition rate are other big challenges.
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Conclusion:

Technology has become one of the biggest
drivers of change in Nepalese banking industry
as it has been transforming limited hours banking
services into 24 hours a day banking, seven days
in a week and in simplifying the service levels as
well. Improved technologies are being adopted
by banks for upgrading their products, services,
work methods, work norms, and enhancing
skills and motivating employees .Banks are in
race to position themselves as a single-stop shop
financial service provider with a fairly extensive
range of products, including deposit products,
loans, credit cards, debit cards, depository
services, investment advice, bill payments,
ATMs, mobile banking, internet banking and
various other transactional services. Banks
are also entering into the business of selling
third-party products such as mutual funds and
insurance to the retail customers. Banks have
been investing huge amounts to computerize
and modernize their branches and installing new
delivery channels. In line with these changes,
technologies play prominent role in both the lives
of employees and human resource management
(HRM), which seems to be affected in multiple
ways. Now, banks necessities to recognize that
the investment and technology are important
pillars, but human capital, is the most valuable
resource for the achievements of the goals set by
the organization. Therefore greater emphasis for
managing human resources is prerequisite for
organizational success. In the current scenario,
Human Resource Management, Human Resource

Development, Organizational Development
& Organizational Behavior together distinctly
plays a very important role for smooth operation
of an organization. Therefore, the preliminary
objectives of the bank should be integration of
HRM strategies with the business strategies. It
must be able to create team work, commitment
and loyalty among the employees to improve the
efficiency and optimal utilization of its human
capital. Sound and effective HRM policies and
practices for the sake of organizations as well as
personal development should be sensed strongly
at every level and equal effort should be made
to improvise the culture of the organization. ee

(Acharya is Section Chief at ADBL)
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FinTech: Compulsory
or Compulsion

m Sushil Kumar Das

'Banking is necessary, banks are not.'
-Bill Gates, in early 1994.

Background

FinTech, the abbreviation for financial
technology, is a broad term which is mainly
used to refer to firms that are using technology-
based systems in some way to either provide
financial services directly or try to make the
financial system more efficient. Originally, the
term referred to technology applied to the back-
end of established consumer and trade financial
institutions.

Today, the interpretation of FinTech has
expanded to include any technological
innovation in the financial sector, including

BANKS
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innovations in financial literacy and education,
retail banking, investment or office improvement
(e.g. back-office functions). The expression
FinTech has also become a synonym for the
emerging financial services sector in the 21st
century. In this context, FinTech covers a broad
range of services and products, such as cashless
payments, peer-to-peer (P2P) lending platforms,
robotic trading, robo-advice, and virtual
currencies, and is expected to expand further in
the coming years.

Traditional Banks

Traditional banks, for a long time, have enjoyed
a monopoly in the financial market across the
globe. They are licensed, highly regulated, and
complaint bodies of their respective nations- well

FINTECHS
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supported by the ruling national governments to
shape the economy.

Banks could raise high capital with the help
of government and public to develop large
infrastructure and increase their network of
branches to connect with the customers to offer a
wide range of products/ services while creating
high loyalty, trust, and goodwill. They heavily
invested in acquiring rich talent with relevant
skill sets, innovation and technology.

Technology in banking

The technology boom in developed and
developing countries has slowly moved from
internet banking to mobile banking and is now
taking a new direction toward digital banking.
We can see a new revolution evolving with an
increase in the use of mobile gadgets, telecom,
and data services at affordable rates, regulated
e-commerce platforms assuring security, and the
emergence of new market players with growing
customer awareness and expectations.

After the technology boom, competition in the
banking sector became extensive and included
non-banks who provided products/services in
the niche areas of banking. There non-banks
could be giants in other businesses or could also
be start-ups with no business presence. Many
such non-banks started identifying and targeting
different high-growth areas of banking business
and using their core competencies to demand a
share of the banking revenue.

Banks slowly started feeling the pinch of
growing customer acceptance of such non-
banks or start-ups, threatening them with their
competitive high-technology low-cost products/
services to keep customers delighted and raise
the bar of expectations.

The evolution of FinTech

The interlinking of finance and technology is not
a new phenomenon, beginning as far back as the
1860s, when the laying of the first transatlantic

cable for telegraph communications launched the
first age of financial globalization by allowing
the rapid transmission of financial information,
transactions and payments around the world.

Technological progress, such as the telex
machine, the introduction of credit cards,
handheld financial calculators and automatic
teller machines (ATMs) in the 1950s and 60s,
as well as the switch from analogue to digital
industry in the 1970s, increased the speed of
financial globalization. The broad accessibility
of the internet, the introduction of mobile
phones, online banking and program trading
in the 1980s, were further important financial
innovations. In addition to these innovations,
the global financial crisis of 2008-2009 set
the framework for financial services and
information technology as we know it today, and
had a catalyzing effect on FinTech.

Indeed, the post-crisis financing gap, the growing
public distrust of formal financial institutions
and regulatory reforms such as Basel III have not
only increased financial institutions’ compliance
obligations (e.g. higher capital and reporting
requirements) and introduced economic viability
(“stress’) tests, but also contributed to the rapid
growth of the FinTech sector, by increasing
the opportunities for FinTech firms to enter
the financial sector providing innovative and
cheaper services.

Global FinTech investments increased steadily
between 2014 and 2017 from $19.9bn to $39.4bn
at a compound annual growth rate (CAGR) of
18.5%. This trend accelerated in the first half
of 2018 when $41.7bn was invested across 789
deals. (FinTech Global, 2018)

Driving Forces for FinTech

Following are some key drivers that can be seen
as contributing forces to this:

Barrier to entry into financial services
industry lowered by  technological
innovations and the advent of technologies
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such as smart mobile phones.

Computational technology innovations and
availability of infrastructures such as cloud
computing, artificial intelligence, social
computing etc.

Product innovation on money and credit.

Weak innovation within  incumbent
traditional banking players, changing
consumer behavior and expectation from
financial service providers.

Major Areas of FinTech

FinTech today comprises five major areas:

(M

2

3)

“)

)

Finance and investment such as alternative
financing mechanisms, particularly crowd
funding and P2P lending, but also robo-
advisory services;

Operations and risk management to build up
better compliance systems (i.e. RegTech or
Regulation Technology);

Payments and infrastructure, such as
internet and mobile payment systems, and
infrastructure for securities trading and
settlement and for over-the-counter (OTC)
derivatives trading;

Data security and monetization to enhance
the efficiency and availability of financial
services (through the use of ‘big data’), to
better exploit the monetary value of data,
and to tackle cybercrime and espionage;

Customer interface such as online and
mobile financial services.

Instruments of FinTech

Nowadays various instruments of FinTech
prevalent worldwide:

ATM and Card Systems: Debit/Credit/
Prepaid cards from VISA, Master Card,

SCT and other service provider. It is used
to made withdrawal and deposit of currency,
pay the bill and use for the payment of good
and service in different outlets. Nowadays,
ATM is used for withdrawal and deposit of
cash, and deposit of cheque as well. The
advance form of ATM is known as KIOSK
which perform many more functions than
ATM.

Mobile ATM: to extend the use of ATM its
set up is made on the small delivery van
supported with all necessary network there
by deposit and withdrawal of currency
and cheques deposit can be easily made at
customers nearby places.

Internet/Mobile Banking: it is used to
transfer funds, to know about transactions, to
open the bank account, to request for cheque
book, to request for loan, to know about the
status of loan processing, pay utility bills,
top-up mobile and stock transaction from
Mero Share (ASWA), IPS from NCHL for
interbank fund transfer and other services
with the help of internet and mobile or iPad/
tablet.

SMS Banking: to inform user about the
deposit and withdrawal made and other such
matter.

BLB (Branchless Banking): to provide
limited banking service with the help of
Point of Transaction (POT) machine.

PoS Service: to pay the utility bill, shopping
bills and other, Card is swap in Point of
Sale (PoS) machine available in goods and
service outlets. Nowadays, it is most popular
instrument of FinTech to pay bill instead of
cash.

E-wallet/Mobile Money: e-wallet is also
most popular instruments of FinTech. E.g.
E-sewa, PayTM etc.
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FinTech Laws and Challenges for
Regulators

There are two approaches to FinTech regulation:

1. Rule-based: Rule-based frameworks create
clear rules and processes. The compliance
obligations are clearly set out, but this can
limit the incentive for the supervised entity
to do more, because the obligations are
perceived as sufficiently comprehensive.
From a start-up perspective, this approach
is often expensive, as each rule and process
needs to be identified and complied with.

2. Principle-based: This model is flexible, but
could create a level of uncertainty as to what
exactly is expected in terms of compliance.

Above approaches create big dilemma for the
regulator, which s to use. Under this regulatory
approach, more focus is given to the spirit of a
regulation, rather than ‘box ticking’.

Some experts argue that regulators should
remain technologically neutral and focus on the
outcome of a technology. They suggest a ‘wait-
and-see’ approach, allowing regulators to learn
whether the market will adopt the technology,
and draw on historical data as to the risks a
specific technology creates.

FinTech in Nepal:

FinTech in Nepal took place after the adoption
of economic liberalization policy in 1980s.
FinTech in Nepal is mainly focused on to ease
the payment system. There are three major areas
where FinTech is used: Remittance, Banking
Platform and Cellular based payment.

FinTech in Nepal started from the introduction
of ATM service by SCT in 2001. Nowadays
various FinTech supplier are proving FinTech
service such as:

* F1Soft: mobile banking, digital wallet
service.

e EKO: remittance service from India in
assistance with Prabhu Group.

* Nepal Finsoft: core banking and MIS
service.

e PSP licensed from NRB: E-sewa, IME
Digital, Prabhu, Mercantile and others for
digital wallet, utility payment and fund
trasfer.

e NCHL: ECC and IPS for account transfer
and settlement.

As per Kartik end 2075 data, Nepal Rastra
Bank, BFI Regulation Department, there are
4477 number of BFI branches, 2,919 numbers
of ATMs, 5854167 numbers of Debit Card
users, 84830 Credit Card users 5827289 Mobile
banking users, 791740 internet banking users,
1320 branchless banking, 110865 branchless
banking users in Nepal. (Above data include A,
B and C class BFIs).

In Nepal, only 45 percent of adults have bank
account. Similarly, among the 20 percent of
unbanked adults who receive private sector
wage payments in cash, 70 percent have a mobile
phone. (Word Bank- Global Findex 2017).
This shows that there is a lot virgin market for
financial service provider which can easily be
penetrated with the help of FinTech.

Formal and Policy level provision, for
the promotion of FinTech in Nepal

*  More priority given to the role of information
technology for the high economic growth
and overall economic stability in fourteenth
planning 2073/74-2075/76.

*  Budget Speech of F/Y 2075/76:

- BFI will be encouraged to promote the use
of internet banking, mobile banking and
BLB (Branchless Banking).

- Encourage to collect the government
revenue, tax through e-payment.




- Use of E-gateway for e-payment in
international transaction.

*  Monetary Policy of F/Y 2075/76:

- Use of FinTech will be encouraged to
extend the financial service access and to
secure the payment system.

Focus on the development of system of
RegTech (Regulation Technology) to
regulate the FinTech.

Develop the infrastructure to modernize
the present payment system for RTGS.

Adoption of Information Technology as a
supportive pillar in the third strategic plan
(2017-21) of NRB.

To strengthen the IT of BFIs, NRB IT Policy
2068 issued.

Interbank Payment Settlement related
guideline 2073 and other directives issued
by Payment System Department, NRB.

Opportunities from FinTech

Fintech may spur efficiency gains in the financial
sector, offer better and more targeted products
and services and deepen financial inclusion in
developing faster banking services. Fintech also
forces existing banks and non-banks to adopt
new technologies, improve service offering, alter
business models, and reduce costs to remain in
the market. Such situation benefits the people by
getting financial service faster at low cost.

BIS (2017, 23) listed the following benefits from
the FinTech.

Better and more tailor made banking
services: Incumbent banks and new entrant
FinTech companies could help each other
in many ways. These partnerships could
enable unlocking newer markets, leveraging
new acquisition channels and realizing
operational synergies.
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Lower Transaction costs and Faster
Banking Services: Innovations from
FinTech players may speed up transfers
and payments and cut costs. For instance,
in the area of cross-border remittance and
settlements, FinTech companies can provide
faster banking service at lower cost.

Financial Inclusion: Digital finance has
improved access to financial services for
under-served groups. Technology can reach
remote locations. Financial services could
be provided to more people with greater
speed, accountability and efficiency.

Potential Positive Impact on Financial
Stability due to increased Competition:
The entry of new players competing with
incumbent could eventually fragment
the banking services market and reduce
the systemic risk associated with risk
concentration and player of systemic size.

Major Challenges of FinTech

FinTech could also potentially pose risks if
its application undermines competition, trust,
monetary policy transmission and financial
stability. IMF (2017) mentions that 'Greater
reliance on automated transactions could
potentially increase market volatility. The wider
adoption of certain algorithms and technological
solutions may increase vulnerabilities to cyber-
attack. It may also increase concentration risk on
key nodes within the global systems.'

The driving forces enable new entrant FinTech
disrupt old way of doing business with new
and more efficient business model. Banks will
find it increasingly difficult to maintain their
current operating models, given technological
change and customer expectations. BIS (2017)
identified the following risks from FinTech as
follows:

Strategic Risk: The potential for rapid
unbundling and re-bundling of banking
services by non-bank FinTech firms
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increases risk to profitability of individual
banks.  Traditional bank's  business
model is to bundle services e.g. deposit
collection, money transfer, lending, wealth
management etc. FinTech entrants unbundle
these into individual services and focus on
one, e.g. wallets focusing only fund transfer
services. Unbundling and specializing
allows FinTech to focus their resource
and excel in one particular area. This puts
traditional banking model, which is a more
generalist focused, at a risk.

High Operational Risk: Proliferation
of innovative products and services may
increase the complexity of financial service
delivery, making it more difficult to manage
and control operational risk. Banks are
using greater numbers of third parties either
through outsourcing, thereby increasing
complexity and reducing the transparency
of end to end operations.

* Increased Difficulties in  Meeting
Compliance Requirements especially
AML/CFT.

Cyber Risk: Cyber risks are likely to rise
in all scenarios. New technologies and
business models can increase cyber-risk if
controls do not keep pace with the change.
Phishing, hacking, virus and malware are
some of the example of cyber risk.

Liquidity risk and Volatility of bank
funding sources: The use of new technology
and aggregators create opportunities for
customers to automatically change between

different savings account or mutual funds to
obtain a better return. While this can increase
efficiency, it can also affect customer loyalty
and increase the volatility of deposits. This
in turn could lead to higher liquidity risk for
traditional banks.

Summary

The banks and financial services market across
the globe are going through a process of
revolutionary change in technology by reducing
and the role of today's banks and giving
institutions and individuals and opportunity
to create better, faster, and cheaper services
that make them an even more essential part of
everyday life. The need for open innovation,
collaboration, and investment in the right
direction will lead traditional banks to the path
of digital banking. This rising trend in demand
for FinTech services is putting traditional banks
under a whole lot of pressure. Today, innovation
in FinTech has created a situation for traditional
banks to adopt it either by compulsory or by
compulsion but it must if the banks want to
survive in the market or shut down its shop. In
this regard it is worthwhile to a quote by Bill
Gates in early 1994- 'Banking is necessary,
banks are not.’

FinTech is changing the finance sector just like
the Internet changed the written press and the
music industries. In what is a stagnant sector
monopolized by banks, finance is ripe for
innovation and FinTech is unquestionably the
catalyst needed for change. ee

(Assistant Director, Nepal Rastra Bank)
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Bancassurance- An approach
to win-win situation

m Saurav Subedi

Background

Insurance is not usually bought but has to be
sold because no one ever wants to talk about
loss of property or loved ones. Traditionally,
the sole distributors of insurance products
were agents and it continues to be followed as
prime channel by all insurance players till date.
However, due to new developments in consumer
behavior, competitive market, technology, etc.
new distribution channels have been developed.

The strategy for using the established,
entrenched distribution network for one product
to market other new products has long existed
in the consumer goods sector. The basic
premises of this kind of cross selling is the fact
that companies keep diversifying their product
portfolio using established incumbent networks
to promote and distribute new product lines.
Recently banks have adopted this strategy too.
The answer to this is ‘Bancassurance’.

Bancassurance is an up-and-coming business

Global Scenario of Bancassurance

The concept of bancassurance first started in
France in 1980 followed by Germany, U.K.,
Spain, etc. where the merger of many banking
institutions and insurance companies took place.
Over the years, regulatory barriers between
banking and insurance have diminished
altogether, creating a climate increasing friendly
to Bancassurance. The degree to which banks
devote themselves to the sale and servicing of
Insurance varies from country to country and
among individual banks. Bancassurance so far
has been principally European.

Bancassurance has transformed the Insurance
industry in most of the developed world. In case
of life insurance business, Europe has highest
bancassurance penetration rate whereas penetration
rate is lower in North America due to regulatory
restrictions. In Asia, particularly in India and China,
penetration is gaining popularity because of the
positive attitude of the regulatory authorities.

model that enables insurance
companies to sell their
products through bank as a
distribution channel. Banks
benefit by increasing non-
interest income, insurers have
access to customer databases
and customers have one-
stop solution to purchase a
broader range of products
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Forms of Bancassurance Arrangements

a. Strategic Alliance

Under a strategic alliance, there is a tie-up
between a bank and an

income. Even the FICCI survey of 2010 has
found that Bancassurance is the most profitable
non-interest income business opportunity for the
banks in India.

insurance company. The
bank only markets the
products of the insurance
company. Except for
marketing the products, no
other insurance functions
are carried out by the bank.

b. Full Integration

This arrangement entails a

Most Profitable Non-Interest income

Forex management
Derivatives trading
Bancassurance
Wealth Management

Mutual Funds

opportunities for Banks

14.29%
85.71%
64.29%
64.29%

full integration of banking
and
The bank sells the insurance products under its
brand acting as a provider of financial solutions
matching customer needs. Bank controls sales
and insurer service levels including approach to
claims. Under such an arrangement the Bank has
an additional core activity almost similar to that
of an insurance company.

insurance Sservices.

¢. Mixed Models

Under this approach, the marketing is done by
the insurer’s staff and the bank is responsible
for generating leads only. In other words, the
database of the bank is sold to the insurance
company. The approach requires very little
technical investment.

The Bancassurance model being followed up in
our country is primarily the corporate agency
model. This model is attractive for the banks
as it offers handsome commission and involves
very low startup costs and the business risk is
underwritten entirely by the insurance company.

Benefits of Bancassurance

The motives behind entering into Bancassurance
also vary. For banks it is a means of product
diversification and a source of additional fee

Source: FICCI survey, 2010

In the other hand, insurance companies see
Bancassurance as a tool for increasing their
market penetration and premium turnover.

To Banks:

Secure an additional and more stable
stream of income through diversification
into insurance and reduce their reliance on
interest spreads as a major source of income.
Leverage on their extensive customer bases
Sell a whole range of financial services to
clients and increase customer retention.
Reduce risk-based capital requirement to
the same level of revenue.

Work towards the provision of integrated
financial services tailored to the life cycle of
customers.

Establish sales oriented culture.

To Insurance Companies:

Tap into the huge customer base of Banks.
Reduce their reliance on traditional agents
by making use of the various channels
owned by banks.

Share services with banks.

Develop new financial products more
efficiently in collaboration with their bank
partners.
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Establish market presence rapidly without
the need to build up a network of agents.
Improved brand equity.

To Customer

Enhanced convenience.

One stop shop for all financial needs.
Wider array of products range.

More credible solutions.

Professional guidance for products and less
chance of deception by bogus agent.

Future of Bancassurance in Nepal

Bancassurance is a well-tested concept in the
European countries and is the most suitable way
of selling investment based insurance products.
Nepal withmorethan 3 crores populationprovides
a vast untapped market for insurance products.
In terms of number and volume of premium
we’ve seen development but if we go to each
individual based on their per capita income, the
penetration is still unsatisfactory. Life insurance
companies have penetrated around 10% of the
total population and penetration of non-life is
difficult to compute. The Finance Minister, Dr.
Khatiwada, had announced an ambitious plan to
increase the penetration of insurance in Nepal to
25% within two years.

Banks with huge net-work of branches in urban
and rural areas and with access to large number
of customers are in a much better position to sell
insurance products. Banks are now better equipped
with highly skilled professionals who can have
better understanding of complexities of insurance
products and can carry out insurance selling
activity successfully. As already mentioned, banks
have access to a large number of customers — retail
as well as corporate. This gives an opportunity
to banks to utilize its relation with customers for
the purpose of marketing the insurance products.
It is a common observation that customers’ trust
on banks is more than on insurance companies.
As compared to insurance companies, banks have
huge data base regarding the financial position,
investment capacity, spending habits, etc. of their

customers. This can be properly analyzed and
leveraged to sell the insurance products.

Bankshave vastinfrastructure and ahuge network
of branches and have large customer base. This
gives a great opportunity to both rural and urban
based insurers to reach out through banks a
large number of individuals who need insurance
products to fulfill their insurance requirements.
Banks not only have access to a large number of
customers but they have also direct (or face to
face) contacts with their customers. This enables
them to provide personalized services to their
customers. In addition to meeting their day to
day banking requirements, banks can provide
them personal assistance regarding payment
of insurance premium, transferring policies,
settling their claims, etc.

Conclusion:

The success of bancassurance greatly hinges on
banks ensuring excellent customers relationship,
therefore banks need to strive towards that direction
the changing mindset is cascading through the
banking sector in Nepal and this would be a right
time for banks to resorting to bancassurance,
especially in the context of proactive policy
environment of regulatory authorities and the
Government. Adequate training coupled with
sufficient incentive system could avert the banks’
staff resistance if any. In sum, bancassurance
strategy would be a ‘win-win situation’ for all the
parties involved - the customer, the insurance
companies and the banks.ee

(Chartered Accountant, ICAI)
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10 Years Comparative Financial Indicators of ADBL
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