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1 In economics a country's factor endowment is commonly understood as the
amount of land, labor, capital, and entrepreneurship that a country possesses and
can exploit for manufacturing.
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TIART  HgHEET WE T AEAREET AW ANNEH aHE

HALAFATATE ATFATS FRaTqd Q. IJHeed IJTAN T & 4T
el AT HeAHT HEsl IqAeddl I ASTAH THE &l
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Bl 9%, GXPR ATh Heiel g4 AUdch ¥ (Aol & i efrehfia
e &FET A% Y ATl Ioded  qAT AR T UaH g9
A F-AITF  [THEAT GEaN (AT el e\ TITA1
T TR Gre@T JUTTAT Ui Fraside Gemars (qael 3697
T FAYFA AT AN, 2ATIF, FaT, ATHNTS, TTSTART T
foir g anfteeeor wifeuesr g

TIHT BT ToaTdaqT Wl Haqd  qraaiae  qeqree
I T WH P | [Ege Afaud, §E 9t SR
FETEAT T ATEATH] B AIAHRT AEAATE  GEITAA  AUTET
T faT Tbdr IfgeT | qrESiTe FRAHT quer faxig qrerr
ara AT AU TERIIET FHN, Jaeqaicdd  STHATAT 4T,
eI JICAHT IETEHIAAT, AR FoaTad &THal, Jgal THad @,
FAANR ATANE I JUTe], qHIEg  AQ@TIOEHT SETEAdr T
frofr gfamar aEr eead ST FROT ATRMT WH AT
M@ FARAAAET G GEl THad 51 &0 TaqTH]

>

~ NN

AT FAAE EH G |
Tqd, GXERA FrEie GHeedrs 99 yiqeqdi, ey

T AEEIAE aArg adr Gl Gfaerdicasd eHaT T AR
Afvalg T ILTHT AT WEASE IR FAIAT TAT FTHA
Hifg, 06 GEWGME T GERS AR TR T G |
HEsH SETeed] §RINT qeMEd Yaaq T4, [@dah g Y
AT FAA TH, TLHN AHD I(ad Jiahwed  Fere=a T+,
AgSATCHE AUl T YUMHHE @9 "elsd, ad  awed
FAE T UAH e Gdde AEedE AREed T Y
A F FSAEAAT B AT g AR AEeTE e e
JETEEY Al W FATAITH] ATZUH F | AT AR TR
FATFEIAAE FIFE aqA (s g T4 Afds 07 FaIa
T gfaeqeft e afeey, d¥ a9 AT g e adiEr
g | gg faar Sfedfaq  Aifqra EedrsaEs qaad  fafae

fafrarha T Tg GRATHT AARIATIT WUAT T U ATaeliTe
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HXITTAT EH GHLAT GHIEN 9 970 Afdd dqfg amge THdh

AT THH QU faead T Aideg |

ead arit

aifdd ad 0GR/G3 H GG aHA, AU GLHR, AT FAH,
FISATET |

ATl GG, BA, A qAT GEEA HITAAT qeAd, HISHTST |

qTaT e FEITHH JARATIT qTI7 qEA Afq, 05, qd qead,
FISATS |

qraslies JeaTepl a1 i qufien, 063, o4 Avaed, FSATET |

AT ATTH (0GR), EGTE GETTF FTerT Tar GIeaT
Hifr, 2057 @, dEAATs @Ed T §Fd FA18d, Q0GR
FIided 99, A7 qEAET, FISATST |

THABIEY aAHET (009G), UHT HEAWE HETFH  FAEIAA
T HIRH IUEE, TEA, qUig 43¢, W AHAr qur
AT GMEA Ao |

+++
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1ad &ld 3 Agd Aiadrd Jeddhal

25 1. ARTEd AT

[ELDEEE

HATAH] FAAHLH AT AMIF [THH THT &M@ AT ol
A srafq gHftaa amfds Hifd (Macroeconomic policy) & 8Tl
qAqAAe AW e | A8Er A faa Aifq, @ifge Afq
T o= &Fq Afdee a1 ggd | A Nfdeed! qoH1, Haa,
AT TIT AT T Flh-Flh  (HAA TMRedl gg1 T
feT IUFCTEE UM FE-TE T g |

T @it fadfmr Aifd T AfgE DT wewwl afdw STweE
g @ g Dfqew FHM AER T FGT Ahgra GodTe
Mg T AITTAT Geqeld ®AH T Gedbld Tegd | el 9@
HACHRAT ¥ gHEATE Hed @IUcd, fadE &F waed, e
fastr, snfds afvgfgeer Sgede® amfger I Agd TEg |

fa= ifa

foq Hfifder sRR@l ARl (9E) T @9 (@) gEedl Alidars
SATSE, T ACHTRd T&d e | fad Hifd G aaEsiae qar
YATE, AR (e, FHING qET 97 A14H JIearea aTnT AR

* -SG9t FATeT AT Ak
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T | fa Tfqe HeaHed ITHLTHT FT YU, FIHA A/ T AR
e JEgH AT AXHNH! T qgeAd T GawThd AT AN

(aggregate demand) e = ifq faq fifq &r)

qifee Hifa
Aifgd AT THPT TR BT THGT T AN, SATHI T FAT
6T T T G &1 AH# IEed Hed wWidcd, facim e
Wcd, 9 & Wi, S adar 9 divdglg, ads a9qig
gied TH WEdRT TATST 8l | AUl 9T FHiEAd AT
T SAebel Hifges AT ST Tog | TSN FAAA, FTTAT T
ST AUTA T Acbebl AT-d(eh HLAAT T Hifgeh ATl qe=amd
9% qu1 fa<fm GeaEEATe gy | Higs Afdel qer |e ged
ferea, o a7 foran, O &9 =i T el qatteTd
AT Tfea g T | TP AT Hifgss Afded qET 9a™, 1 T
SATAILH] HAATIT T | Hifgeh AfqHr AT STe AfeTd s
e &9 Tag T I8 HEIYRE, el T SNEl Jad 6 |

TAAHT Hifgr Aol FA7 JaTe T AGIATS FETET 6 |
FAT T AEET AT qEadTEey  ddaead@r U, J=d
TR (O gaifad geg | a9are gEiedd W gead &q
STg | FAl, ASEY, {1 Y™ (Money Supply), TRAAETE Fo1E
TR FaeTeg fear fod v difge ffger 1@y )

TR Uiige e avaid de (Intermediate Target) F&IX

a9 3T T == @8T (Operational Target) yrdie e ATIET
(Interbank Rate) wH T | f[a&d WEWRE (M2) T Wil &&dsw

YATE g9 FHl Jgatels Hige Hfdel FETEIT AAET qgd T
qadH &A1 [ TROH G |

Ay Aidwr qer STHTH AR aweE (@& RO §y
% W), GAEIAR FHER, AT T& dq9d (CRR), Fanfie
XAl AT (SLR) Tasil HEdr e qag |
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FITARITT TR T F41T AhgI FoolTad ga HoeT: fad
Hifg T difge DA adaeTdr geaee geadr wwAr Gharefi g |
A gg Afder IgeT I AW WU qmai g fafay, Seer
T 9HE T B ggd | ¥ feur enfde faee, sl fas,
wprEnl e aegeE aifde W At AfdeedE aweEy
ATTF T3 |

faa T Hifew Hfifqe=err swa<hran

HIITHT TLERA g fad Nfa T Fmr Sabgra ord g
Hifge N wdaeTdr ToAe AT ®YET CRATee TEee |
H qEde o qq7 o YA ATRT Ioqied, o
fastr T qatgR fAuiTEr IEed U e | e Sl HigE
Hiferer ATz wdaART Hifgeidor, Jeaur feredr, faxfmr e
Ted ¥ A, Usl AH, FS YATe qdr e, e,
TR FeqaneredT hareamaare fada difqer fauer sge afaer
TH HEdNT TATSY | JEHTRT Aedd: AAdwa] FHTT AMdEF g
g T Al | AW g9 AiqARl EeEd ¥ "edne it
I e g0 TH AN ATl adqrgd gar At Hifdee Ud ATIEHr
Fraegearad g |

THATHRT ATITIHAT

»  faa Aifder Sgew wifb® gfg, IS fasn, qEEmR T
o qadr R, g WEaE 989 T SHIE R e T
foar gl Fwa g | faw Aider IuETEEH TS
g, A q9T USRIT @=ebl Aighie qdT |Esiiie Hol
AT TG | SR [ AqAThd AeTSATaRe g
g T T &\ T @9 T4 st Jiqsn g
T @reg |

»  HilgEk Hfdel qed A Hed fowar, a@wed emer  fer,
fo<i e wfyed T @@ gufeq anfde ferar &
TE | IR AT Hifge Hfdel HIT YEHE, Foll T ATIGLH
AT TG | Al ¥ ATIGLAT ATST TFATFEY AT
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»

»

»

SUNE, F9d ¥ M MU gaifad gegd | a9ane
AT AT gAIfad g9 S | ell, SeieY, WET R
(Money Supply), TXAATATE TATE TR AITTHT ATHT I
gifger T T Hifge Hifder wwg

TACHTRT Pl FAATITI AT TAeT FSUHT &
ofifed, WRET T WA, forem, w@mwem T fifqe  qatdTe
g, faER ¥ QIR [aeE IIW WEH Fg | qY
TSAITE TETAS AUHA AASHT Heddlal STTHE! T ATHIT
FAFHEE T FHEL THUH 57 |

ATt ARTaTe fafdd werenta e 1§ qar aed &=
e FFH T Adsd FRaTearTsr amnT S ed araa
fastr T difged Aifder wer aifreT ey 1 TUe s
T fear¥ fafawr quirelt sraava Tl a7 TaeTars
FAH TET HedI0 &g | T o qareq fageft 7z qfs=fq
(T[T &THAT) HEH TE I AL Sl HA 3¢9 &g |
foq fqer grafeear nfds afgam g W @@ae 99
TECHE THEATS FH T4 FA HigH A TEEH &g |
aa: fam g T difge Aifg ot G=E av gfqerdt 9w
TF AHH TIF & | Irad ao=ad T Feddadl AqEHr
gq AfqPr FEFEIT T TAEAHICHT FGT TF T AT L9
g T AT T g |

[ERBIGIC

o AT wora: faead g7 T 99 Aiws AT aeaemerd gy
Tag | GERE AT qAFAT ATE A T Iod AT Jig
g T Eg | A9 YENH AT (da1 Heddrel qdd T adl
HZT AT (Excess Money Supply) &1 & S=d Heddig &1 <
T ART TSI T HATRN MY TeE THIT &g | el
gftcarrare waf faa ffaer fausr snfds afger aea afaa T
AT PR AT T ATAE AU BT aoAAT TSR
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e Mg agare el oWl fecaied g9 9@, 9T 'crowding
out effect’ s |

gl ERd AihF Al gHIE @9 darsd
T foxmr Aifq sEarew T 99, G RSl 98T gTeddr
qEGT  IE9Ad FE ddd UM Hifgs  Wfg gew
(Expansionary) a¥I3d &g | SO W& GWTCAT TAT  d<adr
WHE T A 9 aNd FH BE | aX IR [@EREN FEHA
TEEHIT, aE & A ARRIHE JAEee  AAqAn aed
TUH ATEIMT F5l bl aga=ard (Contractionary) Hifge e
g T &3 |
FgaaH Wifged AT (AR FErse) daerFT AAI qaer qiT
@A dag, 9 AfdHl TAEHIT garsd qg | Saars "policy
mix inconsistency' # ®IHT fafdrg | i w=dmr fa<ier ifq
fareardl @< aersy) T HifgE Aifq wES (@R werse) woAr
&I "I (Aggregate Demand) & |

LR HUT TFEATIAHT TEHTH

TCHA ATALE T I GIqare | fodal Segi el oLl
AT FIEYT T HE g | JAY ofcdfde  giard Mo
FEEHT A6 AT T qFg, F9d S SEare gq el
qqTad &1 T4 |

AqTART e

Afvalg®r AaedaE gtad W&f A g5 Aifqd= 99 gsEeEy
U AGTF afavg | I BIUAT HeTHTAqTgeR!  AaeTaT
XHRA Ted T TAHIIE AT @ T @l 9 g Sbel bl ra
e[ qaT ATSE g Al Aq=mT |
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fagTaa sracaTeFy

frr fifr T A Afqd=edr araararg F@eT 1S-LM Model
SWIRT &g | IS Curve & WXHRF faa iqdrs J&d Tag w9
LMCuweﬁWWWWWW(W: EISELY
AR YA Teg | faq e gl @9 gersar IS Curve &
g, O ASHATETHT IJoqied  dqdar ATHT delddl  Aaeers
TGSy W9 LM Curve 3T?Ti'c[ e Fersal a1 Curve &Ml HB,?',
SE AR ATl HATATE IS | ATATE qAR! fAAA qHA
SAEE | LM Curve T IS Curve S fawgHT &edfd grgd oaq
faed & e IR TKd Teg, J9Als ae’d e
TR T g

FE (Full Employment)

IS LM

IS-LM Curve

Real Interest Rate

Real GDP

¥.  Auredn faa T HAifaw Sifad=er sractran
¥.q Ufoear Imwer fagemoT

Hifges Hifawr Hifama 3T (policy rate) TSR HGer TATSET ATdH
afgm e auw g, safe fa<fim @=wn afg s foar
(aTfeTeRT-9) |

2053 ATST - I 42



arfear-q: st afg, qewwifa, d@ifew ifq T faw @i

i o wifdw gfg v weewfe wif dif faa ifa
(%) (%) (Fifema X (@) (e @)
2005 /00 .3 2.0 3.0 AR EREE )
2000/05 ¥.% 3% 3.0 ®.9,¥9Y I
2005 /95 4G 0.g %Y €.9%3% o
2094/50 9.6 0.9 0.0 €.9,003 o7
2050/59 3.9 Y.y Y.y €®9,049 o
R059/5R ¥.% ¥ .9 4.0 €®9,5%0 I
R053/53 ¥.C% Y. o%** ¥. Y4 €®.9,0%% AT

GId: AU A b, qd HAT, AGHNCESHAT ATiRd Hifged AfqHr Ieorw
TOITET |

it difeqebrats  Aem@e TE] ATid# A9 R0I3/33 AT
T 3T FQUX 0.0 Yiqed adrsar <q Ade gig 1.6 yiaed
T HETERITT 0.9 gfqed W@ TuH ¥ faim @w afuedr v
T £.9,003 AT EHl i@y | a¢ T TUeCHT ITd a¥ Tar3al
aitd® afg Fel IMaUR G| AMEF FT 0 /W T R0 /%
AT AR & "emR w.0 T ¥4 Jfqed aArsar Ande afg wem
¥.% T ¥.G Uiqed g IfEusl g TS qdTAH GETERI
= e SEed entae T faga #fadr @ifge Afqer sfde
Ifg gurfad g7 e g |

T A T A0 qOL SF

FAE gl WE ILWAHA UF Hed [TIA BT\ FAud T
FE bl IR e T ke geed Hifge  Hfqedd
S T e | @E [wd T otde gt qur A 9e
@H T @G AT AF WH I THA I¢9A Hifgd AT @
T MNUR G | TIAAT AeqaHad J9THT 99 Hed Rawar ®E|
T Thd I AT Bae T T4 Wiy Hifg S T gqmers g
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fear oW T8 aiiiE fTeEdr ednT qAaeaud  aicadre
FoE I ufrgd gEeT T fAeed ufv 1w P g% @ @me
TASHT A1 Thd Ie9T ead g9 q9ad d9ad @ua 3 |

UL FHATE Al TR I Gl | AT Fed q=ar Fow
THE AT Fad Aifge qe7 qF 995 (a9 qar a4 GEAHE
TEAEHT AT WH TIEHT Hed (e e Sl aEeaT
qE F9 | ggEr omr 9t difge A T faa Afgdw awee
AFTF & |

I T FAd Ged A T UF AT USR]
Aifgd AfqTPr TAEEE FETEAT & | TEHT GAESAE FRER
goaad, A 9Edd, dAWaE e Aqud qadd 9oe
SUHE F WY AR FEHT AT ITHT HH FAET g rauenl
g | Aifard 9iEad T AfE e dI qiEdael qEY qe
faeor fear W @r 9egd | @ g8 SUR d asd: el Y
e 8T T qra q979 & |

GATAAR FRAR AGTA EH A5TATs HH FIHT T8 T
TS ATHT T=A T I9g<h &I e ITHAI &1 | AT IAH
Hd: gHT AT (Agreegate Demand) Ta&ITaA T FET 2T
TEA FITAAT ITARAIR] FAAH AITA ARTHT TAE Teg T T
fa==w THHT WEEE dawg | A1 9 HedWl d9cde ®9d §WE
I |E WUHS Hed @Al 3¢9d edd e fam Aifq F
THEH g1 afa@g |

foq fqaThd #eg Al E=OAT SX@ERE FX Al T @™
T JHE@ wEgd | T9daE diogd  GEMAT e FH GIE
TUHIT TTHT TA T Abebl AT WA | agarg faa Afawrdd
T gEEE T &g | a9 T, fatwaer afeEdw, e
FROT FARHT AR qAT GATH FHOAH  ANEET SMeT (g,
I dGT GATH ICIRH AN d¢ g4 Heddlg, A™Nad Heddig
AT AT F& qAT JATH Hed FeH HROT G Headig g+
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Teg, TGRS T I A9 e SEET WEA | A9 YR
FITAAT qedals (AT TH T AFFATTE Tod AT T
FAA GHT TR fad Afd T Fw dbdl Higed  Afqara
o g1 dEedd arag |

HIWS-9¢ F T8A

FAT F@ I T4 020 gl dH-a auAr  faetafauer
A FITAATE FBTST AT FLHNX T AU AL bl HATH
AT AfATd AT T FEFEIET ATUHT U S
TLH (i Ted Sra, ISR 9T qg7 @ §|r @+
TRUH AT W9 AU U el ATAel Hiige AT AT |
AT AN ATHIAT TALHS | Gael, JTHEESH AN AT
TS TAT Foll AT 9 fawqe qar foedm THHAT destis
e oaiq EMI ®RH &1 Ffad 2raer T8 ffae srfdeaars
iR a9, q9are Al wdaed fgg gt
qUH BT | J98 2000/0C AT HEMUigH! THecdE A 33
TTHl THAATHE FATAITGE Thd TUH Iawg |

AHGUHT TN

»  gEfEUd of® @i FEW TH ggereed it AR
g9 FAOT T A AHAE GEAY 99 GHET  ATATH
@ |

» I Aq SArSal AUE IREEwEER aRIE T TAEAIRE
freeor T gqEET GE GEAE THI 5 |

»  HIERH FGEl ATANE HU ATSEHAT =19 IRIEH a0
g | TIHA AE AT IS4 JIEARAS ST TAN
T | TS STANT A8 @ g |

» T AR aTEie qddead qdeaerel  aAd
ANTATS el HawTTd T Afdees] THEaFRar FH s
qUF A1 aers oftg fEwe qur quiEsrer
ATGIISy FHH AT fad T g Hfqurhd gueaacns
I TR |
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FEATTRT FEATIAT

»  gHfaIq  ofde a@eag gthfq fAAr w8 atRg aEre
Tl |

» WTWWWWW(POHW
Lag) &H T |

»  JAEIE JATE TR T A o i

» AT AATAATE ATTENE  ASTAAT AL T |

frewed

o @fq T Hifgd g avqem T TGedd aafqE  aqaeae
TRIUE  ET | AESEd  fgemrag oewr o @ifq T Aifgs
Tfe=rel drahar e we Teag | A1 35 AfqarEedr yarEaerd
FeaRiRATe WA T anfde faer, I fasir T ged wficaers
T G | el Skl el 3¢90 Hed [g=aw T qHitasr
i wIca HEA TH Aed e TH e a1 AAFAT ATIH
a afdfg T SouEE, @@ qur A a atwafy T aereers
iger ARHT e dersd @™, A g Aifder  fAwivredid
qHead, GERTAT T dEe|  gradhugieddl qa-adicHs  Jarg
qAETF g | qa A g Aifdee oo I9T, THA AT T
AT FHATAT AT TG, T ATA Helobel qieaiera Tl aamaefi
T FEAHE AME qHiE gFE S |

eas arit
qifd ad 063/53 & Ufge Aifq, Jo« g FF |
aTfde AT R0G9/G5R, TUE GLHR, AT T |

Mankiw, N. G. (2020). Macroeconomics. Worth Publishers.

www.google .com
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TAART BB Jedl3dd TolIeeol
UONAD! FHecd I SUARS

&5 2T THAYATE FANE*

FETAAT

qEF GAAT FGH, THAT T FAT dg TR GRHAT ATRAE
fraeror gurcfiar fog s adl s, Ufadr T dEeqe ae
TUH | e U7, 200¥ & TH 20 TT 8 GEFHRA [Fa9
FAreq9d T TH 3G AT I GERUHIEIE qid T AN
T ST=dik® FEERT TR 994, Al Faer wHE g1 A
FAT AT ATAE [0 JUIAIFT 6T 57 | [4.9. 040
AITF FIFG AGH  ITAH TEHR  SAATIAR Fal  [eeTTer
TGEITHF T HIAICHF THER 080 H e [aaplages T
AU G g AAT U 000 F FITHEAT JTAT AR
HET | R0GO B TIHAT ATZYIET AT JHRE [dplasl AFdH
37 GEH T GHENE dw< 9 9iid g | a8 qEardar
THET AIG7H JHE FRU I GEFRMT  AT=dE =707
qUITdl FHTAFET TgAE [3URT & | TG @A eI [,
feeaear T qUred [ T SIRETd EH ATRAE [
JUITAIET FEl FITTH ATHT T TRUSH & |

* fF qae, AT Tl HadT qideo
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uf=m

TEFTHT T AR AT G, IfTeh FTHBEATRT T HIET,
TRl qEA T faeig e, et Heargd frataa wwEr e
NG FET HAA TCA YUTeAells AASE a0 JOTTedTeh
TOAT A MG | AT YOI GEITH] HREEATT ATAH  ©THT
T grg | ATvaid e qUeliehl THIaeIdTel JeaTehl gaetdr
T AT ARER FETSg | AT e Gl raer
g HEITHT @A ga A AEH T &1 T |
oo gurTell FEgEs T YWIEH aAIe ATFIE g | ATdE
e gl ®= IR awE g 8 'EEgEE 9 &3
A ANE FEERAT TN A9 fatad qumelt &7 Hed: s
ATITF TATSH, 8l FHATAR] BTG, HTHBLATEHAT Irad
THAT T AH{Ed FATAATHThG TATER AT (A0 JOTTed!
FAT T b |

AT I YUl FgoAal faiaed g9 TIadT FednT
AT U3 A HAEH 8l | JqA HgSAhl a8 T Ig9d elde
T FAed HAfd, AT, FEA, 9eRaT, EE, @Eer T g
TE ULATE GHIG | & U Gged hid TAERR T GETdT
Y oA geg A B GgSAR ARG (AAT GOIed
FEI G, B TAFH ®IHT HRAFEGITGT ATH] G T (0T
fraRer g | avaie M= quielier ged: 9= der SauaHn
PRATFATT, FEATHl ARG, ATHT T HeATgT Tagd | J=ad
FEA AT A/ AR AT WX wIE g, FEtd g
TAEHEN Tgel Foarad T 1 oA JUTel], SFaeqdd gr
JUITEAT, AT (AT GO, AR qaT Heargd Julel, Jeaiad
I Har fqw| gonelt, Ao q@E e, SRImT qemEd
qUIEAt, Gatd fasre gumell, SFa|m yagd gurel, one 9egd | A
JUTATHET AT (MO0 YUl afehl qo JUTciil abrardl &
T |
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Ak (e YUl GHTERTd e HEdrd Hed,
qTaar ¥ fagedel T AT WY GATHT ATediek i,
FEfafy, ARTEE, Wifs TR 9T AEeEE g1 AFH I, ATAiE
fTI=a0T  qUTefiaTg I9Eerd SIS HEdd UA-00¥ T HEd
[awTae-2004, TFId E@0 HarRugeeedl M, 00¥ Y
TEORAT TEHA0 (aTT geaedl FEfafd, 004, qeHl demeEd
A@TTOET ETeTeT, 200, Fedrd o@l wifd, of@l g=i qar o@r
HIIEUE, 0%, TEhrdd quraey, e qar oy fHafere,
009, FEH HUEHEE S TRUH THied [eeM, 006,
® Hehrddl (qgd, qlted e [oHd  gfgaorere S
IUH FIq qqT HH J&T FUER T GEHd eIl godred
AT T TRUSR e q19eve, 0567, ‘g9d adar HuTH]
A FREAR T Gl Gl HaRy g9 garad  qeaegH]
ST 29, 0GR, GFER qGIE0 AT ATAgaATl HEHT A
A arETEeft AR, e g @wrfata, R0 efe
AT TAT FAA TR FeH AHFT T TEG |

faefm s steafya feaeoT gutefiat Aeea

a0 gell e TERSl athd qur  amEfas
TidfafgeT grafrgd 9gld T YCRATH T3S qgh ®T Bl SEd
HETR] FIAH] G, A HEhH qarel [ORACAT F4R, faci
FAAIH FAATH A9, JAAMAA Alq TIT ANGLAYT TR T
FHATIG FATReledrrs A€ fGUa gg | faxe FRER T IT9s
TEITHT JAEH Goatdd qaT AGATIAHT AT A Les [qaea
JUICHe AETHAT T6g | T I TA THH AT Feeedl
HIgSe YA @I /@l qifdad] el TRuH &7 |
T ATl TIAT GRATH B oo qdl Fawgras =g q9ar
YTRANTT @gel FoaTad WU THUEH g&H Tgl A=avh T4 geeieaa
T FER 9aars g9 6 ey |

F F eI ArATEHH G YORAT Th AT AR A
A ETFaT GEAEAT S dE geg A=l gl 39 Sredrsi T
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UHHFHT 9Tk Trqeebl FH TEH grg | ATRUEATeATS HTHT
®qHT WG AATHE qAT quieEEaed deTd gauer el
e &A1 a9 Ty | a9d, qraRuared [atd, #d, gaerew
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R0OGR HI3T - 99 I&,




T HEHHHAT AP THEH AHH FoaTad qiafda] e T
AT ARTHTIT TEHIHT Tl (TFATURT Tgegy | ATHT qHASE
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T @ | oK 9Wied (U guel, §Oh (e aigwie
i |

Agpers @A T A9 T g8 9nE faeee T
qfehreg | ATATT ATTHTAANT ANBUTHITTHR! TRl T, ST=qhT
JHR, JaT edhdl X qAT @ihd aVHTH FEAET  FoaTad,
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dfeddl qHE Ggad AETF g | FF9d AWE T deddrs
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ffeRa #al W&l Tl ®1 &l I ®al [ad Atk ar
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WOHT A1 6o faTEH  AEI@WT TACHT, AR GEUAN ST,
B AMHT GRUT AR FAT GO feTHEH FHA! THCHT, Ay
IR qE WUH FAl, FEGAAT FAA wH HWU@rE T4t ar
g9 FSA GEH TLHl FAAEATHT, TR IO Hedol ol qET
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T qEE AT T dagd X MAoRT el e g |
FEHT T TR qGE: @ [afe & @l a=id
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g1 WH g T qHY AGF AAETAE ARRCHE qE qTH
fafera @t faToTRT STTEEE
FAT AT TH b MCHT FAT AR RIBT gy | A qe
fociia demdl qUUHT @M= T [qeTE AW, FEed giaed,
fo<fr @rerearer &, faxtr @oaaTer owra, fumge e
el Afq, quzewem fafeer fefausr aag warsy = augs
W &7 AREee oy a6l ggde gAed aq Hion
e fasr s |
b aar o ST Fol fa FATIEATS dollehl Fiar-=ame
THAH R T araERy faeter T F e e wreorer
39 U &1 fafswr #wer faew T oSue aver, e
e, a6 qur faxfir swen T ot oWl qHer wEd g
ALFR T dpeedl GO JAES WA AT we few o3
THH AFOT T Hgd A GFg | MRT FAl AT
i fafeT QU auAeT dfeem, SEel ddel SIEH wH T,
ATRET Jig T T Foll ATHIAIE GRATAre JHEH aargd Hed
a6y | a9 qar fadimr Geameed ffeRr @e w9
WHTHINNTHET IUT ATATaT T qlbras;:

» TEILT Fl AT A fad, &l 989 &l aEdd
foreerour T, YTEFRr el ufeEE T, IAH! qEAEAT 2,
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»

»

»

»

»

»

»

»

»

»

FAARE] AAAAH FAAR &, FoAl A T Fad AT
qfe= T JE fafag ga 20 fafa gt @ ww #i
AT T )

qUIIqAT &oll JaTe 9 GUIAT Tl aidel, ar" T e
fraa TR A TEE el (U qEAEET S FH /A
Wy | Aig ager 9o, Eadr fgedwer ¥ fAutad
FTEAA A T Sk T W qEewr fed g A
g% qur fadio wee gw #w Afd aowEr W, Sifew
IR GEEA AT T T qqEeard € TAT T T,
FAI YATE T AT ARl TR &THATR FeaTg T |
g% aur faci werer qutEa T e weers fafe
T YWEH FATGT | Fell AUl eaY dadied T
TATET T |

g% a1 faxfr @ (e Hemer e sremer. qremn
T, frarae e sieamedr #fraaer aarefia g T |
O Sifed T fefd wmEwmEr dEsiE T, S6 q9
faciir demel geeawT Wal AifgHee afea T fage a9
FSAT SAMGH ST FATATS SAAET AT TS |

I AHETH GHEIHT  gF AT BRIl
fgdramar fgal wmqar T |

T g9EHE T AT AT, IERARTT q9T aH-adTcH s SHe
frare T |

R o R o B o e R | R e = O I
qgfa@r fae| T |

THIHT § N qEaR T % qur fadim ey awe
FO FATST Sogg@d daeedls (MAw I T FRATE T
qI=Ah fae@ T |

qad T, AT =TGR T T faar e gt
q& I |
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» WY faq aftheears o QrERar T wel SAaRaTITRT areT
forfard T GIHRA FEH ATed GFF, T WIAHAT FHoATehl
HYAMAT IR AT, |

» HNHT el qieaT T, HUATAAT TG RT [ TIqT0 T
SHATH [T TS |

» & qd7 (O ORI AT AT (FeA gl qee
g Peefe geaes SEEegT a9 gad aarsd |

forewel

AqET TR AqqA RIS FeEmHT g\ THRT GG qHT fai
ST I G | ST el afg gg o 9 age ufemw g
Ted) ik o fMReae gfg g8 T 99 AATAHT TEAHS AET
TG | UNd dfFS Age de (AT HEIHTHE! FUROTH  HFTST
qFg | ICUGARAS LT A T I I, SAATAE &rel’s
ofrer T T AT, AHH IogEEA AAEEATS HILATE I
AT TS TET TEASEH! IoqT HATed ETF G | Tl AT
T USAN ool GERIA] @ST ATa99F g | HIEge o T
TAMRR a7 AT g | og dd7 fade g ferg & afg
g AT gHAH QR bell el T4 i @ gee
SATST AT AT |

g2 qrdt

g qar faximr Gearer o 9T w059

AU T FF GHTER Godt Arfiecad fadmTg

www.nrb.org.np

fafe oaET S dedse

+++
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TaARI JAAED Adeidd gdid,
AATAD AT I SR TAZAOT

& foamg sifaeprde:

a9 A

FAATT [9qHT g7a¥de, FFYST A2q®, =T EraF g T r
g1 At 7T IUHEET qHE AFTATs BT ST T TH 9T
i TeATgHE I, AT GFAT T AT JUIiHE AIHAAraTeT
TEfR @ U WU F | @9 FddeT At g quer
AT UREIHT AffE TAT facdig quEgEE dfee, gty
U HHRIET daxd [A#fa IEiedicd SIRTEH Gieard, e,
HeATg™ T [aeaues 1 FET aw TUF g | FAEH GEIAT
farfiTr sraRrer A=ARINGACTAT BITUH AT THTH ETAT EFH G,
TqH FRU A F ETAT (F9Tqeqrdt T gureliaTd: @at qafeat
ST & AT HH AR gy T [ gunefiar sfafegear
TIT freaaiaard @awr Scq~T Tag | dfebg dar e, swaxifted
R fafaefiEr, FafireE e T e grgarE,  fefaeer
frftr quiTefiarr Gaa qUT Aleqd qRTHT ATEAHEER FigEd AqTT
gfT fadiT UREH GEA FNGHAT WA F | SHFHIT T qdeT
qRET TG TTH WT AT AR T AT, GAT TOTAIEEH

* JuEtad, U GIBR
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ATHEFINAT T TG GFHAT GHlgd  [THEeEF  qrT  JaT
ETTHAT G §F THF] T FAINEE A=A G | AT TR
Fad SIRfE SAAT AT TIE qUIEH, IRERIAr, a9 gger,
qEGTE fad eI AT AT GRETHT THT  TAT-TIAET
THTT GIRTEST | [ S9re (A=A FaaE 9T, Afted qem
TIAT AT FEANTHT THT ANSTH T TUFT TTH T Aged
THIET ETAT GEEA T ATAHAF GREFIT TR T ATT9TE
fguar 1

Meq-Foll: [l Sqqe, qqAH AHIHaH  g9hd, qET
YEFI, FTIRTHAT AT FITEAm |

9. fa<im stacaepr ofesmon

fa<tr fqUd’ (Financial Crime) 9= 9768 &ATY% ®IHT YN T
ATTHT WU AT TP Araangd ®TAT @fqd &4 G g |
JETITAT A qar facir @ T et AT e e
FAEEAE O AIATH TTA TEA Afbeg | TET AIAIATE
T ®IAT AMIF A6 T WIeATH I¢9d qfEd gl A9
AfedaTcTs U ®4GT U faq g | A9 e, S
e S AR R o B R | ) | M R S 2 B P 2 M S 22
FEAT fafig AT, ATAIEATeTE ETqeiaaTeel A qgr IHICHT
g AT, [l qur maREEedl giqevadl Sedgad, aeeara=dl
FX (Market Abuse) TIT FT FAFFd FHGHT JHET &
EEIENENN

Fradited  qEATER faiT AU 9ol 9 w99
qide o9, TEarg a1 faiE At gra T farataars e
qibrg | yHE O AUUgE® F@EAHINA G

» Fraud

» Embezzlement

1 The Background and Nature of Financial Crime, could be accessed at- https://media.
fitchlearning.com/Courses/CapitalMarketsProgramme/Combating_Financial
Crime/Ed3/Manual/Chapter] Manual.pdf.
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» Corruption and bribery

» Tax evasion

» Insider trading and market abuse
» Forgery & counterfeiting

» Identity theft

» Digital Scams and Cyber enabled crimes
» Money laundering

» Terrorist financing

» Proliferation Financing

3 SedifEd gev T qdaw gaid

o yfataer dg  faem, fefea faxiin damer fawm aor
frygeardt afde  sradiasiearET foi sroger w@EY, Aew
fafee freray aftadmefi, wfeqr v dwRfeq o T g7
AT JEETS, 9= T g g ofde  aad
Teadd YARMThG 9gied ®IH] T=Ad 8d aildl G | J9e
factr  gumefier  fqeaastean, oifds e a9 Suel e
YUl TAH g9 Afed AT TFAR Sifaw fEser 9uaE g |

g9 2033 AT faegardt fa<fm guretmrda i fofaa smfe
TAXAET T A4 THH YATEd ST, STHAT, AN[ATTIS] RIS
FF 9GR.G Hd ARSI TAY, WA JAG@AGEErdl  HAEd
3¥%.0 AF AN SAX JAT AAGH FRHAT [ ATEeadl
FAATE 99.4 AT THH AT T Sfhg qIT AT ST FAEEATT
HE YCU.& A A TAEUAL JaTE qUH 4T 1

¥ 2024 Global Financial Crime Report, Nasdaq Verafin (Could be accessed at
https://www.nasdaq.com/global-financial-crime-report)
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3.9

F"aw qafaee

fefew ofafamn e smgwr @@ faea: smemEA
Ifepg, Aiatge amre, fefiear qrrrl Tomel T fRves damar
TART T zf fefag T udg fefwea shry
FIUATCH] TSAH Jod@rid €THT g TUH g | ATUdeec
Artificial Intelligence (Al) T @=IAd  YUMEAIdl FART T
AT GARTHATTE Mg gee9l, oare qur fHiear q . T
fafior e ¥ GATEATE WA O gt didarss T g |
yamedfa® (Synthetic) TR T ATEdAtaE TAT FATEL
fgauee SO T 94T T FEARdEe Gledd faser T
yafd U g | @A Loan fraud TaH Misuse of digital
account F¥E=dl [TOATH FAAE I Afdd aATH G I°
qAEAE Ao TATT Agd, el FatgHT FEEET loan
history fHTT g9 qa7 USE ¥ [Aa¥ure arcE WA
JMEHAT I9 Tad Fady faer Ul g |

fefea awufa aar Brtw=di® @R Block Chain
Technology ®T ATITNT WA TFIfde®dl FATEHN (IHT
gT TEH T Wed EYAT HWUR WA TH qihd
AMITHT FROT THRT LR, FL FeAl, Add ATIR T
ATAgH FEAT faxiim aier anT Bhedr weder JanT
g1 & g | Decentralized Financing (DeFi), Non Fungible
Tokens (NFT) @1 Fhear Hid9g Hareed &l d¥qrdae
arq gfedrd T A Fiod TR g |

IAATEA AT WERHRT TRUAN: STHaAd [GT T BRI
in-game assets & ATAHATE AIULEE ATAT-ATET HRIEATATS
IY TUAT F@IE AT THH WAL T T (e | a9
TERE 'Money Mulling' Wfafafaer fefsear  srdqeaar =

¥ What APAC Financial Crime Executives Need To Know In 2025, Oliver Wyman
— A business of Marsh McLennan
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¥.
¥.9

gaee fa<fi quRTgHT SGHITh WTEAHWT U0 L
gi1r

Trade—Based Money Laundering 1 #@&EIHT qfRads:
Feaqited  FATIHAT  Over and under invoicing, Phantom

shipping, Multi-level supply chain T Free trade zone ol
MRl T | fefiead ATIMNE ©ehT T -FHAIR [FhEd
7a fefawer widfafuer afesm 79 af AR WO g
Shell company, Trust ¥ Complex Corporate Structure %[
TEYANT:  Beneficial Ownership @#ET I Off-shore
T Tax heaven &= Ml TAH Multi-layered company
structure ® TIANT T AUAT TH ‘To[ﬁ'f faeer WQW\ 3,
ST ATEA, AHASTT qaT ¥ 9T JERATAT TR
FaUg fasT TH G |

B -TSHIae qad T At @R Jideeeg e
T TAEA I A% A (e A9 v
TOH G | &, AH qAT AAYA SFET gEegd -6
qIT  GlqergaraTdl AT 99 Sfed T AL g
14 gear g fa<ie deareRd SR qfe=, R
EERICE e B o o R G D b e A C Rk
qATTEF AT ATTHAT TEH 3 |

AurerHT fa<fia sersy et T Sfewea faramoT
aurern fa<fia sy sraen

AIEHT HEId: deerd &, cfebe wER, S, ST qar deiere
UM M, TLER, A9 HA A, G 0T, L/ T
FeAl, BT, T GFAeA B, oF qAT facii wer gEaedt o,

¥ What APAC Financial Crime Executives Need To Know In 2025, Oliver Wyman
— A business of Marsh McLennan

5 What APAC Financial Crime Executives Need To Know In 2025, Oliver Wyman
— A business of Marsh McLennan
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ATM Card Fraud, 7eafes =a9qm@, WM, EU_SPI, Fé_clgﬁ FHITSA,
PreaTe il e oAife ST At Juy afeedl e |©
I Zre AR ATER AU YRR A g
00 HeJ 3¥ AY U TCH g T faeaed 950 TAFHA Q00
EAT Wbl g |° A9 qd d=edddbl gid, ariwie a1 Teaed
HADH TTHAT THT WH PRI HE Y A A9 ARE AT
rafeaar SGwaT Wl ATA TS G 15 TOd Tedad dgrT
AferEATaR dfged! Tr= oAMfdE aud qung g8l e e
UIATH ARl ASE FY 2009/05 AT 3G9 dd deX AdE
F9 0G9/G2 AT 491 Tl 10 d=er avegedr gud ar

>

N (aY

TSl HiHE TIAT T3 TUH afavg | Tehldl GEIHT Fedehdre
AT TRl THH TodloAd qIT HHATIS! (HATATAT AT TTAT
| TS TANTH] ATl ANHHT Aa] ®UAT S HUS 2RGUa
g ow, g #RER W ogEig qfag afs S=w g =
gaE T, fbd FS @1 T S} fqq Agaters wfid 9
AT GAYAF TAIAT TS HUTH G T THA AA TH1° AR
FA T HA wiiEers frewew difeq aeuar sfauar g o
IR YA, FO(O9E) g, g FHeew fade auy
I HFd AEROER ddT JEteEd, guerdreedl Afdiaiaere el
AATHT 9 AT faoET g T Gl FRe TR TS

©oortde qar far awagen sERm, faeemwr T oS, Eifawg dnrdl, Sfes
HAMER, 96 #HEUW 0GR - could be accessed at https://bankingsamachar.
com/news/108976/

Transparency International, Nepal Corruption Perceptions Index, 2024 - could be
accessed at https://www.transparency.org/en/cpi/2024/index/npl

¢ United States, Department of States, 2023 Trafficking in Persons Report, U.S.
Embassy in Nepal

S AqUUT  JATG, hitps:/nepalpolice.gov.np/news/83/ - accessed on 2025/11/19
19:20pm

© g Ud aifde qqqd, fHeens aqud HEeaer Aoy srEde
giqaed, 006 W& 9, TS q
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YATE U IRUH JET FHIATS AR (ERT a9 ATag e
FAAT facii ARl YHE SfaHdl &9 gfea aegdr g |

¥} facim sy T awufa gEiwon

o srog T gwta sdleOT U Uge faefm womelt, gue
TN FAATAP] TETAN TS FooATAT & AU THAFET qeaieea
@WH g | fofm aqgare w9y e (Proceeds of Crime)
fastr &g | T&T Add ®IAT NS GEATAes AT Gidere
UTed  MUH ST J@red 3e9del XA Placement, Layering and
Integration ST&IT FAATE T¥AMT TEFH FAIH AT A7 |
ATTFTYT AEARATHT FEITT SEIR faiE e Seae  efay
ATRHATS A JUIel ™ JaeT TRI9 ATeIdaT ®9AT GAN g9
TG | AT gERd Ewers i darger goae g
T fACraedredT UBRATET ®UHT GHG GIRA Aieg | 9T, wEA
MGFH  FHEAE qUd AT qargdl ' faq afeeg |
AAgH  FHAT  faxi amEradl  BRarear . qwa A
qUMT TAT GEART LRI (af, d9d faxie e, e ofee,
FUSl qur R e fadier guieieRsr Wi gY T g |
a fefaaer w@ar afeg o, Wuaarw @ geerd, fefwea
AR YOSl UFH TR HHSAADR TEIAN g T FgHed drq
TAT TeqR@! FRAR, PREFEEE T SAIENE e d AL
JUTEAT (ST EUS) F TN & |

TR i aug TaW g STEIE d9T ATag
FEAT o aeETaedl PRaTedTTd Tegel dddes T ey
AT F AT &9 g9 9UR ga a9 (HRaHer  dAude
e AN 6T faed Uase 9 NS dedl dae T g | A9
geaWT TG MU Financial Action Task Force (FATF) o fa<iir
AIH (AR FFGHT TR Y0 T qRIES I qee®ed
FAFAAT TRREH A | Fradngd AHHee [a99d: FATF &l

1 Government of Nepal, National Risk Assessment Report on Money Laundering
and Terrorist Financing (2020)
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faiieae fa<ir oy, d¥afd STgIeor aaT SATAgH  HEHT
fa<iir TIHIATs Teidd &99T g+argd T4 AML/CFT (Anti-Money
Laundering/Combating the Financing of Terrorism) JUTTeiiel faerr
T YNEF FREFEITE SIS JUS G| FEa g famr
JUIEHeT 9@ Se9d AUAFATe AT Feardel JANT T ATl
facfrr gumefan FHEeT wvdataer gaears fecafed T, dewEed
FAATE THA  AICIH TIH] qRAMIT T ATOIAT HATAATS
FREATE! T T FET HIaal Thd T4 &G o=rgs Taam|
T &l

¥.3 AT faeim st sifew fazemor

gfafarar wgtedr digax faem, nfds Ierder T faegemdretoe
fred S 989 qEeligd T AMET SEdars gesl adqrgd yarg
TR 9C g aged fade T ogfafa fafsra eog denfed qEee
BIATHT | [Tead &I UF SHT ARG 9E AR WHE AT
T el faoer qusl g | gwHy fgeawr ufeme wgaadd

AIIH AAAAH TAAEE HY T FH TAAT AAAH GHT F@T
i‘_:\ QT-[|2T€{ = \\\ ﬁﬁ

ARGH @FEIH] T Gy, SERieddr T wFrd TG
SUEel faeror W Siifew ufeme, feme, o afewm, e
HAEA T B HIaeel e T GG FA G 99
Stfaerar fasir 9u@r g |

TIT AeATed  (Haaraser fefeer amer dig fawmy fa<dim
qWEE e ATHAYT, Hacking, Malware, Phishing, Ransomware
T JAT FEMEeAET ey AUATH SGHAT Wl F | 36
SQTfchehl AAE T WZAY FRE &HAT HiHG B, #r9s qar
JSE® UAH q9l JeTH gAdT gfafy dar yeEeuidel A 9
Sifgw fasr wuEr g | e gfafaer wne fefiea wmew
qfe=™ (e-KYC) TIT ATE @Il @led YO gesl JHTue
9T A9 F9eme Identity theft, Account takeover, Synthetic identity
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TANATITR FGH TGl | AIAT (efded  Frearel «Y
HEA WH IRYETHT AR Sl "adAEe  AREe  del
AT g ST faeir wual g | fefed Areawene g4 Hranen
MGEIE FREARH idaed ded gd q94a] S9N SA@d 99
Fdl g | HAAL Data Governance Framework &7 0T I
TATSHT FAfIEd Ted T TEIANT A § A9 THH HRI faq
TITEEYd ATEhadl [aTadT g ATST AEH dehl 3 |

AT ETTHT WA g | ([FUTT: ARAETH GAT HHIE TEGAN
T AUNfaE  AaEaeE geudd ge Al qIgeg | S
YUMIEE T qERd JAT ANETIH FRER I AGHIH
FECH TIAT WH G | TI GO ST GICATITH] ARTATT
IURA T AAF AT G, e, gUEd, Ten T ARH e
FHETRT qUET qAT U e 9T HASAHh dehd ga T
g | GAT HHTE HRO AWET AERIEANR, 6, Tahbedl Hgl, 7
TGN qT dgHed dideedl awpd 9 Hes Wudl g1 gge
Afafeh, AU A9g NG AT GG qAT IEET Heldhedl
€U TART 8¢ AU ATAERV JI0edl Aaq 9 3= Eehl
g | A faf WeaTEE £ MERA ICURAETE! AT B
% YIqed Wl g | THH Al [6F gUSMIhd JaTE g ATHTA
wiewar @11 guEl IR Sad SR ST T fager
T, facefl 75T WAl gfdara ged a9 Trade—Based
Money Laundering 9 #PE€® WS | TUCAH AT
AR feedT SAT WUB AATTH ATEOHAT  Phantom shipping,
Mis-invoicing, Transfer pricing &  ¥ERATATRT iTvﬁ TATAT R
SIfEHaHd d¢hl @ | dibg & (AHATHEHT), TgHed drq qdr
qeaR@] FEAN, O AFq™ qd7 TGATRT dFrd e

X Anti-money laundering and counter-terrorist financing measures Nepal, Mutual
Evaluation Report, September 2023, Asia Pacific Group

2 Government Of Nepal, National Risk Assessment Report On Money Laundering
And Terrorist Financing (2020)
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g1 yafd fEudr g 99 FEAr T FAA ATRATRT 9t FEaR
EIHT g1 FEAEAT I=d Wbl g | I=A SAGHHl &A1 Gl
TRUH! FEIH ATIA T AT FLLAT HH ATHA (o
AU AT AT ASAS P T AR Sifaw Feargaar=
AAHA  AITHT IGUHT g | AqAR]  qAGIA  qAT AT &
AR T TR giteer fagefi er@g amami (foreign proceeds)
Pl EHHE AN A9 JAACHE ®IH] FH  ATHYE A, |
quTfa, dTEdl Aedeed THl gar qd7 fggah 9T T mde qar
MANE TFIIH FRU A (el qeafa TGl SAa T
WH g | GHT GFHT eUETAHl WH HEAEE (gl ay
FEafd  9TGIHTHT giteed Fagaefied & &qa1 afguar g 117
79T Asia Pacific Group on Money Laundering (APG-ML) &
3 W Wl G| APG-ML o Ufged! Tad Tl TRENE
qATGAATE  TH (EET T AAGH FEH faiEm A
AT I W TUTAH qERAT T IR THIA aFdiedal qeargd
gfdaed &9 2033 AT AU SXERATS Iqded TATH BT | I
JiqaaqaHde AqHl HFET T SEgH qged Jeo@ T q9Td
ILFATE FILH AT 00 FaT WHIdH RATharT g&ara T
g | FATF/APG &I Uigedl WHIETHS® Hedlgaare Tuad fade
HUT A TAH FHI R AT ATGH FEAT faid
AT ATl el Fvadd FAaddah A== Hifaes
CECINEIPIES I IR G ek B | o S R s ROt~ e )
af@ Jurisdiction under increased monitoring (I feTs@) AT @l T |

y. facfm s sifaw Ao awfeaa geEe
¥.9 sfewEr smenfed quirelt sraetwes
ek, UG, TaT, JaT TATEe HIAH qdT SHMfe SATar

facii AqUgaTaTdl FIE@H Fh-Hid g1 WUH G (Raae
forT Juere SigHaT THEE ®YHT GFEET T dided |

¥ Anti-money laundering and counter-terrorist financing measures Nepal, Mutual
Evaluation Report, September 2023, Asia Pacific Group
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qftad AT &Ta Sawel Gieard, Hedrgd qdl ayhled  gedirad
fem T fady d@eeds S=d @A 99 grdEedr fo
TAAEITRl HedW I 9 GeW adiss | Saawr e
TgiHThd 359 SIEH WH Y T GFN 93¢ Ued  Uled,
FTTAT JT AR FIR I daeqFad TH qibrg 9 A
Tl |

Y3 fefves facfim aereamm yagw

Tod T T g afeesr gfafaer e faxie R
e 99 Ferey | AN, YAWEl, YANTeRdr  qdar  faxie
e FHATGHT fefea @=ra+T, Cyber Hygiene, AMel@d S3fen
fafs, Phishing, Malware, Ta&efl UT TIT faAgshl afe=mara=dl
TH Afglg THEE Ieedrs S A qEEX AUEH RTER
g1 FEEAEE SAS afheg | fefed aeRae qudd aEeas
TN T, 35 dedl TANIEEFEl Zaerd SN TH a9
srgrere fefwed wfafafuer qwad afe=mm T ufgees T @R
faer T HEATT U=ISE | AT, AN GeEds A= A
YU, A9 ATgT BIAR qAT (Sfed AeqmuThd g4 aedtd
EIHTET Afatataare g9 g4 fefea arear afwafg oo
T |

¥.3 famaw emaes qgeiaon

TAEH T fqeagd s @aead o< gl ge9dnT e
qHg | AgH AN TE, FEMEMIE TIT Avaingd  ATAmeTeden
FAA qdqT AT g, faems Setth, Siiaaar et HEae
T gutegeqor gorelt, gfafrdft gEem freemor gumelt T gwafd
freeed 9ge "W AFTF g | AU AT oF, AT
T [T, ded favnr, i sgawamaa aar i fasmT, &
Tifereeer, fudrad e ader el femer g qar faiy
gerr ¥ - Taredt qur sreemiEfed Sifewge aEer e
TIT USR] FRAATE TIRH IATSIT afgwg | S9N arvrsy
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qaT AT HeATEd, Bl ASERE FEied,  dmsa e
At Gl [Faer agdd ad1 AfTerdietor THIE | a9E ard
forcfrr TS M RoTeTE TewETa M o9y HET WEFGRO JaT YA
(Money Value Transfer Service - Hundi) &0 9fe=md T8 &RATE®
IEAT ARG ATTF |

WY qy SEeaEEn faei eee gee ¥ sifaen snanfea
qrafeRat

fa<i geTRl [TeATHTRT  STgE FER, FHM FREN T
AATIF  Teas Tedd TH  qibeg | SMGHAT  ATITT TOTTAler
difrq giaede 3=9 Sf@wWg<h &4, @fth, 98T qar HaEl
FGd T WEAN T A YNEHar AElg ey |
TGATS AU AR FA GHAH GO T Ficbd T FHIHT
AT v g AT qaT FLAT GHIrdehl Thd FOhATeTs
33 aAISE [adid AUFRl UHAW TH Hew@dW ANEN T |
TUTAH AR SMaH  HedTgd, THE  HeATSAAIATE  ATITTHT
9= Sifed WwWH fawdr watiedr 0 dageaE Al
FAAE dgar e T sMEeaEer FE fadm e wn
Afvafg T A

Y.4 Targeted Financial Sanctions (TFS) ®1 TWIA&RT TIRT

TFS & faftte =afh, e a1 HeEe AfEd T IHleEd dFid,
factir gra qar anfde wifafafar gorer fEeor T gidasg @ me
A e | gET AeAd foaii gideraarha S @rar g e,
FRER TH 0 T9 qa7 O Famr gg= ditig T duagare
AT FEITART JANT, AT T ThlpIuTehl IRhaT daeg
qiFg | J9aTe fadiid JUeliedl TETANT U, ATAGH  HEHT
factr vl qar AR ggisd quTEel i AqeR FHS 9
qibrg | AIAl TFS @FAFEAT qvadl Tifafas ATaer el
FASATN IR T qr facfr waw TR-faf derer @@d TES @
qeh e FAFEAT T A |
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Y% ey ged Y quead

focia sgee dWOR @EYH g T fafwe Ad@dr e
JUIEAl AT FIAA ST IR Jafaedl @Ot T8 dsarad gq
Tegd | I9 gRHAT Hodewd™ UE  FAAl geddl, §Ih
AR, FUEHENIdH g qar  fada Seerd gaeee
(Financial Intelligence Units) =l TEw@dAE FAEEH  TATSA
qFIF T | AT §OedeE W& Egmont Group-APG  HTHA
qeweEdd AT AR Ed dad facig yartesdr  gfem
T, FFEIR AR qAT ATAGH HAAT faiig aHIH @
qred T FH qEardadl dfeed, Tdel qda7 TR Jhaers a9
3¢ T WEdRT WG | JgHT AT & FAAI FIET, Aeadngd
Afver / GEPIATHT  FEARTAT, e qar i e
U T GAATH AHEAT A= IO grg | ard, EETa 8w
IJATST TIT 3T SAALThabl [GFE T AETF G |

Y9 AL TEH aAT ey

faciir oIRrg agamTtae, HHHR T fatae &EE T eaeaeiead
g1 WUES e Mew, FA FEiedd 1 Hew, g9d
ey, focfa Serd g@g, =ae e aar o= gearr
feweed™ wwad 9991 ARHUSH TH, I €IET SEH
AT T, F¥aivgd (epeed™ A1 FRASHAT aaqrg+ qdr
HITh ATAA YU MO TH FHAT [ AOael IREE
qfea™, dTEra T APESEraTd FarE T T A e
T dibeg | @Y, grag emees are afwer T ReErd i
T, iGTaAT AT gEAr anhard g faed T q9r Hataa
FraTHT U 5% THEF ARl ARRTAT T UEHIN fearsg
T TAT FAHT TETAN FAFT T FEAN I |
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g ey

g gfafaer dg fgew, fefed faxim damar faeme aur
forygeard e sraiasearET faci soger w@Ey, AEegw
fafqee o uiadwefier, Sfea, gfafaar smenfa T dwrfea
dre TEEH P | G FOER qar fefwew wemw oW
JHafgdl FETARTHIGT [ AIAIH] SAREGH Thl G | AT
gUSl, "Aedidhg FIW, REEHCH gEEdl FRER q9 /g
SafgERSEr  quaygare wfid  AXEAAT gvataer faieE gomedEr
Sifew fasr T P | Al SfaH qoargd, TRENE Jedrgd
T Y&l AT qHT Sfgwal diF g U e T F |
qoerEr o aurg e qemew, faefg feran, seaddften
giqeer, Afted qeem qar far anfde faemer @i scaeq A
fa sl | A qAT AN GEAT qAed qU Gf Faraer
FRAAIT, THAT, ATGAE qAT BUEF SHAT T TAAad Gaiersl
STRET FH gAE PRV quferd afem efae g @ddr g |
SRGHAT AT JuITe! sfaavad, fefied amerar afwalg, Famesa
HHAT T TEAH (M, AT (HId eHdr [qeE, gveag
femEEd™ =T e, 8ol T g0ad Ydgd, Aradned
HEF q9T HatgwT AT AT Jeiel (e e g
famuTeRT AT Feanfl IS Gog | =g ATIRUSHl HAaad
TaT AESTE Sl qrRaTaer faxia srorger Sifgwers e
A= T T AMeT GRS 99 93¢ aAIST HUHAT [qearg I
Tl |

et qrnit

9 qAF AT Gledl, 00y

2. U AT FF UA, 045

3 qrafd eI (W drgueitg) A U, Rosy
¥ dfpg T T T TH, R0%¥
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q0.

1.

.

3.
Y.
.

T qur fafior grmgreed U9, 2003

Anti-money laundering and counter—terrorist financing measures
Nepal, Mutual Evaluation Report, September 2023, Asia Pacific
Group

Government of Nepal, National Risk Assessment Report on Money
Laundering and Terrorist Financing -2020 =

qUT qATg, AT Ted

fretea s e dury, faetes auy e fawie sriEesdn
gfdaed, 009G

What APAC Financial Crime Executives Need To Know In 2025,
Oliver Wyman

aifde a1 faxia Jaaer sEen fqeem T oFEd, g anrd,
EIEEACEIEIR

Transparency International, Nepal Corruption Perceptions Index,
2024

2023 Trafficking in Persons Report, U.S.Embassy in Nepal

The Background and Nature of Financial Crime, Fitch Learning
2024 Global Financial Crime Report, Nasdaq Verafin

+++
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Al d HAFAR: SATADT 1AL
Jaz 3 AT I0TAA

25 AT T

I

froa srefaes  FAET ST GloewEa®  dlg AR € 9T
WEEH  FAHTT JTHT gifg®  qEarT (Intellectual Property- IP)
TGT GHIGH BT ATHF ETAT JaT97 TUH g | AGAAT,
TR, Rystrofierar, GREUREIT F9, FU aur dfad gid, g
BEIT=ATT T IENT AR faarear @i &ifge aeata qurdt 9@
ATEATINATHRT ETAT EHl G | A9 Tl [FHEHG FdTTHT AN
g TERT P FAAT GRET WA EIEH, IcUET SFardl dlg,
drgifites  gfoeafdar, aame fastqar, faeeft A srevw qagadT
T WETIqUl AT &7 AU Ufgeem aWEEAT dligd qEafd
geEerefl A, AT T G G EATE qaY TR Aas
TYIEFHIAT, FHAR GHET, HHT JEEE qFar aar  qEarnErd
TATHR T GHET HUT JUAleE EIeT g9 @@l g | gEd
TRYETHT 4T @ AUITHT dliged GEIRAFE AL, AT, B
TIT GEINTT G, [AEHIT GHRT qUT ERE IR ard

* d“lﬂlh‘i% YTl HeblX
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HrARITGACTHT AT AT T A9l [Faqqq R1emars gda Tie<r
EGHT gEqd TRUH F |

qe Ws7g€ (Key Words): dligs @¥Ifd, ayacdd, FaTaTT
AferFIT

=T

e Aicqskare fafsa difas fa=m snfaser, aifefars T wacas
qfe=r, gfafy, =rafce dodaar e difgs awafa g1 o9,
difgd qEUfa WM Mg HW, TEaUEdH, fqeer T AqEeare
ST BY AWd (intangible) TEU BN | AUCHT difged qEI
TRuRr g | T, f FEwEe 9, d9gd T AU SEva |
fregaardfiernr, fefiear ®urawer, Favyada T foaercws  SEETE
fraer afges grafaer arfdes, gmifye T gW@mET wew W
JEUH T | ULH AdF  giqereicassar, fa<fim wfaca, Im
MR fawd, gfafa gedwaeer qar Javyadd SeH@  [aerEHr
dfges TEITadr TREAT T HAAAA (AUd dd av T g |
U ST fabrgelier  rddedr @i difge  aedtael THEEra
T T FAEIT A% FAACGY TR g | TEIIETT AT
qoaT, T 9T &9dT, FHAR G0 979 T MOEe gErdn
FIAATH FH T AeqUneT qUca T AT FEATE T FROA
ToTHl diige GEIT YOl fo ®UWT 9g@ g9 @adl gd | q9d,
dfge Trfae A IgegaTed faeiofieareis Tedred, Fayade
YAV, AF AT Jod AfWgig T UfEy eaeE 9es
TATST TlpUHT T |

arfa aveedl gieaion

qHfedl  Wfede A9 AUF  [qUIEaE] "Hed WUH  J9dls
T ®qH] GRATNG T Hod F | FEIA HIME T FE| adr
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ATl qraee T Teg | Tl TRI T @IHcdal aredT
FMEAT Tag | EHcaAl @l fawae] 5 @ificadr el At
Wl gt 21 | afeel w7, @iv T faeefearer e fasr
a7 ARG afdd T Afda g6 Haw e fawr difgs
FEOrAeTeaid 96g | He[dh! a1l dledl, 00¥ F START M, @G,
frl T a1 3T A % eEddOl H a7 HE A Al
FA AT YT A AR BT AE AL AT FAATE FEIART T
ARATTT T | Gl UAe geIraeg oo a7 d=eidl RIHT el
S 9 FH Ioold TSl Aifqes a7 asfifas €| qetd
T HBUR Wedl TR G |

dqifge  arfqara-l AfgeR aiar kel W, @9 T
guqETe T faer 9 9@ faeer SEewErl 9T yHnTEr
AUH g T AGAE AMIF IUSHGHT TRUH &g 9 Il
AHhATE AT TA [GOAISUT Tl aT A TIHT @A AT
T Afqe uafuer &1 qud, difge gratqaradl afuer adifae
froereregaifasr wfas 211 difas favges T g diigs avar
T T |

iInteralia, Intellectual property means property in ideas
which are the creations of human mind and intellect and are piece

of information, capable of incorporating in tangible objectives. ¥l

IR T |

EAGEHE] AT AT Avaifegd  HAAl, AfGTd gava T
AIETE difged arders dEiTe qeara, giafadr afrer T o=
IS SAFT WIS AT TH Alebrgg |

1 oIt AT, Sifge T A, AT GEE aEe FSHTE, 019
(afemrfera) ot 9, Article2 (viii) of the convention establishing "The world

Intellectual Property Organization (WIPO) concludes in Stockholmn. July 14,
1967, See WIPO Background Reading Materials on Intellectual Proper 3 (1988)
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q. srnfirs gwuta (Industrial Property)

79 grafqerad Udve, feued ¥ ISHIGA s d¥ad g |
TS EEFANTY Jodt@ TRUH

(F) Td (Patent)

TR Tdre, feSed qar T8I UH, R0’ FMaR ‘Tavd’ 9wl
FA UG A7 YA GHEH g9Ee, A a1 YHICH A U
a1 afEEEERdl a1 & A4 (Ggvd AT BHOE I e
F IUAT ATHRATE TERIILE 9 qRTig T g | q9d,
Yo & AMThH grawwr ffiv=d safaer @it gem e
frqromfers® 21 1 79w ‘IeUed Uded’ T ULRAT Yovd wEm | &
T AAGT ANH AT AT fezd Teve JoURT Udwe B W &
Tdre AP @ T patentable subject matter, industrial utility,
novelty, inventive step, Disclosure of the invention ST¥T gL IO

TH I |

(@) fesITgA (Design)

Yare feagd qar dEWId U, 0% AT FHA TERS qArd T
AU TIH Fic, ®T a1 AHR JORAIEE TR g | faed
difge T Tgod [Soleds J9yr ufedfod Tl & 'An

Industrial Design constitutes the ornamental or aesthetic aspects of

an article. A design may consist of three-dimensional features, such
as the shape or surface of an article or of two-dimensional features,
such as patterns, lines or color. (WIPO, 2022). WIae! fesirgdasael
FAAS ARNTF AT a7 geibel] a1 A7 F1 HEAHAE TAR
TRUST &I FE(HT AN, @€Y, YEY, A7, 951, dAg qa
W@ a1 EEed GANAAe U MU fgemanths ar fremntae
@EUATs feagd & 99 wAihel ®q9T qfeiyd T |
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() 2ZH® (Trademark)

are feolred qar IeaTd U9, R0 o ISHTE FI B HEOHT AT
Hfchel AT IcaTled AIAFTHIT a1 ATH Y& TH JaTars A
HGTAT a7 Yarae Bl @ YA e 9, faeg ar fa=
ar o, faed a1 o 9 ad wUer GO gneaey Wl e
TH G | qEYd, AFOTR FAT Ged T GREd g es ar
foes a1 fora 7 ISWI% &1 | J9H THAATg AR WWT AeHAT T
Y JHNEE TS Hicrg | AGIvANd % JeHTE (WK NIKE,
SONI), T¥aX deHI#, (& FANA dgul®, [ewed JewId, AE
e A e =T O e O | e e e e B 1 D
TgUIH, THIGTAT ", gATieRw faed, e W, ¥ AM,
WEY JSHIH, AN E dSHIS, SHE dSHI®, hi-dhda JSHI,
AT Tg/s (T LG TV), feferftay a1 aeiftey TeaTs (S

TIH ICARAA] ATFE] TEH JAN) A TEGH |

H-Tgd (Geographical Indication-GI)

FATAF TIAATS dSUIHHl (ahdd ®TAT fad @fbreg | &7 a%q(
& fafewra @ a1 dRifes &emT Ieamed 9 ad I ScaTa
TR AT fAeTdTT B sy MW AFArg GNee aga afieg |
& U FE], ATRPIEH FlgAEe Teax, AL Ghd, Tedre
QTehT, TATHG (5T, UEATS @S ol | Wi agdars Icaradl
Agd T I8 ©IM T4 5 ATIRONH ©TAT I3 g | FHAAT

~

Al AET GFAfegd IaEAR] Gid SAArsd dgd 2l |

.  ufafafy  srfeereewardt sifa®@  (Right Related to Copy
Right)

gfafafs sfaeR @@, 1, &1, difecd ggid, eaftd J&T Artistic

and Literary [aoaasq@™ dafraa AfqeR 21 | a1 AR fa=mer

UHIIHR EE | d¥ fa=me yedfaar uaiiasr &7 | faea diigs

TGSAH ATAR fafary aAfrse gal 797 9 yreq g stfase 2

X &l TS GUSHT ATTHRH! qE] [dT el &g | TqH [
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SRl dEd FUEE: FAdl, HAT, ACH, THG, [Mavd, ITM,
ardifas @ M, aga i | a8 T8 FAcas wEE: A,
HiehelT, T, L@, HIANRE HE AME | AT FUEE:
FAtam, e #wwE fafedr W ownfe |l wRn #EE:
Aibdaaie feaed, FFHeL YNIHS, FAaRaradl FUee o
TEGA |

. W IEUHT &7gE (Emerging Sectors)
» Trade secrets
» Genetic resources and traditional knowledge, Folklore
and Cultural Expression
» Digital IP (Al generated content, software licensing)
» Bio technology
» Domain Name Registration
» Utility model

» Bio diversity and New varieties of Plants

AT difgw arafad aauE et

T AfgE TEYRT JUICTRl YA e T FERAaRl gATg
e UH F a9 G g1 GHA TR GAT eTaer g el G |
fafa= YaEe aasE Udee 3al, dSHId, §-Tgd, HUNES AT
AEIITF TN, ATAw TaYaqd A &L T e
T I9gisd ARITH TR g | AUHT dligd qEAraEETl A,
FAAI, WG, IERARTT TAdH qael g, S QeTaeHIeH
.

F. AT JAT HIAAT TGEAT
» WWW%,QO@%WWW
qrta ARIeRaTg UIedred, 9RE T SUURT 9 Aifdrd
A TNUH G| TG A AAYEdd,  ATAT,
TR A T HiEpdd  gIErhl  HIEH SE
fegua g |
q0¥% fafee /33




»

»

»

»

»

»

»

»

Ir=nfiTw Aifq, 0%9: Tayady T ITwiearesg greared
T, difge  gratqens omfde faemET Sed 3eed
qRETH ) |

Yave, feoeq qur dgum UH, 03 A4 SR,
AT fewed, T TSHTHST adl quT TETH e
TIT TMEA GoATATTFI=dl TFeT TTH |
gfafafy sifaerre @7, R0ue: Tifeca, wem, g, =@t
HICAUTAMITH  (qoAIcHE  FHIqH  ATTHR G
T HEAA AR BT

GI Twareft fRdfarwr: GI "= fafae gragmens a9
dqifged TATH T YERANT TIEE UL TTH |
WY O ¥ fowmaet: q@wedl asq @0 a1 Border
Enforcement and Management 9 HTeT U ) |
gfeeqat qaga qam g I&T0T O, R0%3:  STHRAI
ATTHR L& T FAMAd ATAR ARATHAT FEd |
srnfirr avafa awereft @9, 0o (fadw): e« gaewr
TR S, AEEdE AT ATiedre AdeE
X0 fod Faer guEer Aiwswr | gfafataes
faged w3 fafmer 7o fafq difever =@ ar
fadTeel UAH ®F YR TH GEAEA] qohlA &
g |

‘AR TSI HIET qTAT HIRFN  ATHK G
fqoae’ T guaeig gOeHT UTeUsl © | A1 [Fausa
F ATl qAT aqHfdeRl qAT Y (Plant Varieties)
P G, YFIT T FUBH AR GAAT T 9T
TEH G |

ST FEARTH qEGE I AR gt gFeag Haud
U/ faweEE 99y 9riie A0SRl RS e gatg T fefes
[P dIAE A4 g9 gFed od@@d I@=gd | Trade secrets,
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fefitaer #fiR1ge, Al generated W, S-FHFHT [P IedAgod ST&dl
S favoets qieT @ahar sfded | Gl avedl Al eaardr
I g | Enforcement qraedl qvg g g ofeded “gq T
FgTRIE g |

G,  GEINT eqaedT

»

»

»

»

»

»

»

»

»

I, ATfUTSH qAT AT AT SAifge TEItaeEer
i famr T e T oyHE Hem e

I fawm: Yaee, dewTe, fewmea adl, gunel fa@e
T A qerE fad, oae, Afverd SFeaemTermaae
dqifge qrataqradl Nfd FEaaTed #@ 19 e
Sl

aqre gfafafy sifusre Toew wwiem:  gfafafy &,
AT FAHT Foared T HFET @n |

fawz, fewzq aur agus MwR Fwiem: difgs
quta gal, qdreer, faare g T Afiorg g
T e e @

IO Yed, R FurT T giaedel #Eied,
AAATANITET (b Adebed]  GTH (w0,
SeASHTHT FRATEl T <A MRIUHT e TegH |
A T §F:  Afbg YUTEET [P amemied @,
TAYAdd fad@r ATAHATe e T AAdH H
T e er

®Y @@ Gl Sfaw  fafagdr,  ERE@ S@e
HREqUHF el AT (Aate T e @
firen, famm @ ufafa aee@:  sMEam,  TEvyEd,
fefsear forem wam = fA@m 21|

AN XESAX qEH0T, g fawd, g-FHe
fraws e fefieq, #Fiee T 9Rer Sedged
el ® T emeE |
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T gfRama saEed
» Wmm,mmmaﬂfﬁw,
TG, WHd ¥ TAHH =T R I |
»  faawe gwam gbRan JedgEd ar S WA FEA
SUHR, 3UE AW aT efdafd AN TH TEw |
» Faitgy afrg sqameE:  A9@d World Intellectual
Property Organization (WIPO) ¥ WTO @I TRIPS
Agreement FAIAH IUcAEE A& EIAT AT T4 |
NRIRIES

Jifge grata qraaar fqegeardt wq8 fafres foam, qwen, sfeedar
T ffqaee W& g dgME glafa, Tavadd, favaerdir
T JETOHT SEAT BRU AT GHA dlfgd  qEdiael  GLE,
qragd, STAN T FGEOqHl &FdT fafie g9 T Sfeddes
A, TAATe BRI Joo@ TRTH

»

»

»

»

»

»

difge wrld e T AT g9Eerd T e FEA
TATIR Gl & Febabl G |

TN dilgd GET FEROT YWEE I A9l
JedAgAEl TIAT Ak EYHT TGl Sfgvg | TAddedl GTHT
STUEH, TFHd T YA, Tdpd] Radt G A9 faq yata
T G |

SR faamr T gfafafs sfger [[aRs Fege g n
HIATHLT T GIEIFLT FHAR Eh TAbb] Alfgeh TEITrepl
EATIAGETT T T FHAARL WEhl I |

T qo{ke®AT difge qEId AfdEE JH T JIANTH
JERATET e TAH A9 FESR T AT S |
AT Sifgd TETH LA, JTHRIAAT TgARHE T&7
foTeT, TETRYET T QAR G |

ARl Algd  gEqradEErdl  qEed FEAT 9T At
e T g difgs awfa Ggeddr wIIeved™ ardHd
T ThEl G |
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»

»

»

»

»

»

»

»

»

»

»

»

»

HA® dATe<al @dsibel 9137 National Treatment Behavior,
Ethical and Economic Right & T07 JeaTa{d &7 bl afde |
difg qeafa EeaadT giEafel TR IEE aAragT
iU S |

g TEITET IETATT (a0 T GeTPl e, T T
e #wAe gfEeg |

difged TEIT TEA T TERATIA T AR, GTH TALMcha
faepm®, ITART T Gagd T GiETH G |

Yare fesied, deure, gfdfaty s s difgs avafae
GUTRT T a¥fiehd JaATIR T JeATg TATAHT & Tbebl T |
FIT AR A FESR G | AT ATrE aa
T Flpuas |

I T USRS gUead ¥ Gehd FHA TEal
dfges qrUfdal THidd ATRATTT 8T Tbebl I |
TR A ¥ @ Gaar dfgs = (Biopiracy) T
JUTe] AR 3 |

TAYadTHAl AE Jicared g |

GI &1 &l gal ¥ Ydgd TG &g T IHESHE &
TEEl S |

SMEs dar qmfir  Judieedr difge  aEaes  A=G9uE
TEHTT T TOHLH A9E Mg |

ntas gbFarr fearg T wifatas fadmosmarer s wro
foame @@t et a7 TP G| TE: AU AFRAEE
TREEd Areeqdl 7 |

Online wewy Tuar fefdear ATeO®al WM T4 gidfary
TATAT SATST A(HTHT T |

TUSTCHE FTT Afd THFIEA T I Jfavg |
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HHET THTHTRT ITUGE

qifates, ATfde qaT STraingd qoHvadsel gl qa Aa9aH
\::lel:\[@qg E E Y :5)_'{\:

FIAT qAT Afea o

»

»

»

»

dfgd Fafaaraedl qUAT FEATET GHEEE  GER T
Udva, dSHTS, feued, #4sa, GI, d8-fa%e, Al generated
I, 5-FHE Sodgud, erad 9w, fefiea ueah afy a9
qeATE qHaA Ul Aliger d¥Id T ST T |

Gl Fl g, Tav T Al Al FFwT qa T |
HUSESIER &Tﬁ‘l’iﬁ, Border Enforcement, Online Enforcement
TR TadTATs TRIPS Agreement T ATIGUSHTAR HST
FATI |

TOIRRT A, g% Gq T Aipiae  diether geunT
A TG FAE T TN AR Grd g i

c ~

ASAT T |

TEATTA e

»

»

»

difger TART! Tehidhd (e, HXE, adl, Jagd T ATHweT
T g @aa  Intellectual Property Authority of Nepal
(IPAN) ¥ITqT T |

IP Authority &7 Aear@+H SN faumr, gidiafr  afusr
FAET, Gl AN Mem, e 994, 99r, 984
afee= FH-ag9<h [P Enforcement Task Force &7 T |
IR faarr T gfafad sfuer srfemag wfafus s,
AR, fefed qumet T #fREe wlvgs AeEied gend
FACATHLT T |

gifafe qan gfFamE qar

»
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ARl FHATS ‘1‘\”? wqar fefeamgst 74 Online IP Filing and
Database System @ T |

» dTAaeT T4, Substantive examination, Prior Art search,
Classification System (Nice, Locarno, IPC) @  3Te"%
A |

» e-Commerce, Social Media, Online Platforms #T &g
JeeTg®q  Ua  Digital Copyright Monitoring System &
T |

» GI &af, g, yamfiee T Fifvgga®r AT GI One-stop
Centre ¥ITIAT T |

SAwfer aar ean faaaarardt qar

» foee T, gudEaer T, MR T T A W T
frerrer Safhare 1P faevs arfaw aar sEpme sfaEm
T

» freafaarameenr [P futem, R&D, Wa9add, Technology
Transfer Cell ®ITYAT I AHIGT [T@E T |

» SMEs, WTead, JH I, FHh, TFIIET AW H9I<h
TS [P Ui, T UBRAT T WIgaTes qRwel gt
I I |

AT, FaqAdq T AT(qF Freagd

»  AAYAAAAls GG Y AEENGF ITARM ATgd [P AT
H (IP-Collateral Loan) Hfd Farasral &4H7T IR T

» fereafammerg-fasi GE] qead (University-Industry
Collaboration) #T%d Technology Transfer FcdTEd T |

»  WEAT, R&D FFAI, TaYadsd T JAT ASbdATe M, FT
g<, Seed-funding T Innovation Incentive JaTd T

»  UOULEd WM, B, a9,  Jfge  GaEr  Ardned
Bioprospecting Benefit Sharing Mechanism T 9 |
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AT, JAA T Hragqaaqrarel U

»

»

»

»

SSTTAT T8 Hbeil a&( Fake Branding, Counterfeit Goods
fremr 9 Market Surveillance Mechanism &g a7
AT |

q7qR A&l PR Enforcement Desk ®ITOAT T Adabed!
AR AAT-(AATT =TT T |

AAATGT  WIIHH (Facebook, YouTube, TikTok, e-Commerce
sites) HT UTS<Hl (HI=urehl @TRT ISP/Digital Platforms &7
Mandatory Compliance Protocol A3 |

WIPO, WTO/TRIPS, SAARC, BIMSTEC / UNCTAD &
AM ARH YW, &Har g™, Gl qiives, d& IE®Y,
AIF HIRAT e TS |

firetr T SEaT et ga

»

»

»

frareasie  fTeafaaeaass [P g9Eer T8 ey
T3 |

FATHR, J@F, IT fa@aed, SMEs, HIFATE Afdd Ta [P
Awareness Campaigns J=dTed T |

AHISAR, qEed fafedar, FM/TV, WIHE 9 ERETRT [P
TEIT AT JHE T |

difgw awfa aeamA q9ERT aqreas it AUt fagasr
qqA AvTEaTe faem g favuge geuE o

»

»

TATAl HA® ¥ (agieel difgsd  quafa gawarqd e
AT ‘Tl difge qrata  w@e (Integrated Intellectual
Property office) ®ITIAT T TS TATAHINLAT BAA  TCH
gl AU 9T SN [T T gfaferdl el ST
TSI T Single Window T ®IHT AU aAlfgeh q¥amd
IO T T |

FafeET, e FfEr ST qoawd [Tatasmeaa™TaT aEdHr
HAF AT, A, Ak A S wE T
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TRAAT BMEA Tl quaed 9 fqeafqaraa T s
e qar fastarer U T difge grafaer SEEr e,
HTEA T T SALMH [FbE T TGO Jad qeAEAT @al
g |

» AT TAT AGATNE T HADA ARMce Tgasl TR T4
ITHT Ffaeadl IAfa T ITHMAATATS FIcaTed Tl 9
AT TEH §aT AUl I AT ggddl Agar @5
SIS IO T Eg | & T[eHdl HWI, SRl AT,
za faar afedr anfeeg T

»  TAOAA T RNANES TaYadAul #X ge ddl dEe (4%
SANT T ASFeRdls Fel G #X e qdT AW oS
JIcqTed THga g |

» HN T JAITA dlige TEIAHT [qaETs Fast Track ®99T
AIF R0 T ARTEHEH Yaed T faEe gHEe
TCH A 9 HTE A9 derEed a9 ofta
T RISt T g4 |

SUHER

difgd TERT ATHT AT AIq=AFT T ATAR WA BT, e

TqHlg, Aty €A, qEvEdd ¥ JUR ATRE [T THE

WET BT AIAET dlfgd wEafder I, G T YR

AT KT fawtad g8 o ufq smufre favaer amaemedr T

JieeqeTcHs  AATeHT AN A GATd G | FIAAT aeTrs

JUHMIF, TAEH enforcement, WA FHEY, AT T

AYFdAdTE  GrcaTed, GI HXEI, S=adr Afwalg, qavedd fad

Far P HT AT qgded faem e feemmr wew, feit &

IS GT T ANNE Golbl el Hewdqu TEvg | I

HIREEH THEFEN  FEATIITAE T (e efiedr,  Fagadd

T FMET e guwefeaers i € yeded T afted

FIqAdE 9= Hed AMGAh IrHE TS 94 |
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dA-gel 7 AA-J®S:
db RRAMAAA ATdeAITTIEN
Tavacnil 3Ug0s, Sledidsiecd Yol
7 AdiA Aot

&5 /U AferRT*

qg Y

7 R000-2006 @ frygardt fadig dged  dc@ldd  TaHgHT
THATAT @H A% RARET  GOrdlEr T #FET 39T
T | dGReT AFEEAlE ASTFITATE IZIT T GLFGIAT deT-ATIE
WAt fafed dAfa® FIGH T JqeAE FETATAT G AT AT
FRU TG AT AEAEAT G G| GO Aeaingd [AmE
T | T AT GRIT AGHT ‘TA-Z7 T AT-ATFS TTAH [AHI,
JeARIgd HIGRVE ([A9rva: fadia @fiea aig, Jdedt a9 T arde
FHLD), FTTATT THITF foeyor 77 d#, fFarHE e T T
YA T JHEEe F=0 THHT 14 A9IAHT BT AT TR
qferar=T Fqf==atd TUIFR GIT T JIH JT-37 IRTATHIT TaT
FART [T GATT TUH F |

* eI {397, qUTe AL Ah
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uf=m

g9 R0008-2006 H fqeaamdi dged fadim fawasr S
T @i @Al 9 &l dgc FAIAH IJUTEEH  qche
AEATHA STedl 2l | TP BEIETTHTRT [l Siifaw arardTe
I SA-ATSeH FORX AT AHAT [q9FATH  ATST TIAT IANT
WA | FE AT #eH gHY YUTeld 9dq A9 AEedd 9T, a7
faer Afqe Sifew dersTer @Y SMiAEEET T 9w g

~

el aeqadaT a1 99 | GIERATE FEATH Jqrare g
AT qea FHre [# AT IF d@wd g7 fad ¥ gge e
Sifew #ied, M TZHA T Al THIAT |

TR [qeaTEEl agedd dA@-30 1 AU A~HAT, AT qA-
e wwaT fawdia faomar féeq ey | dFwr wifds T Aggety
urer AR A7 fafuer wees @ifex EeA, oy g aee
facfr wnfca W e FETQATET TE@T SGHAT TG Tl
dfkg Faree fear g | B fA9wae Rl gwEar T a9
frewramdra fagreaar amafvd S9-g9 FAUel &9 (EU), 98 dtehs
T FHfT (BCBS) ¥ faxfiy wifaca a€ (FSB) &1 RTATRHT
fregerdt Mawe qare SEEE @R F |

T AGH TA-3T T TA-ATSE YORATATS A=qaregd amas
HTTATH! BT Tex ATHAAT THIH! ATITCAT (oo T STHeT
TRURr P qY A IUREES Aglivad ATAR @ldes, TEHT
fastr g4 "odre T FA dfeear ¥ e, Sfeg qur faxi
YU O EeieE JAd qeargd g | J90 IR dEd
focia SA@T @AMl Sfed I A9 @A, [dad 3ared
TEIIHITHET FaTd TIAgEd Ui T @l
» % FERA B3 FIA Ted THST ?

» Ol FEAYAAAAT AT AU GONANTT qgE FHA A ?
» AT GAERET S{fded faeEraE  Uedewd  favaard
gANIATE HET IS e ?
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AN TR @it e g, faig wenfreads TS T
foxi &=l aRidal TG HOAT Hed ol ANEH T2ATS
JUET TNUR T | TA-ATICAE  TA-Ad%hepl AT Uad"  dad
IE WAl aiEad 2red, faeaardt fada e=edr e,
freardr T dfadmerg &9 gitasmd aiedd 2r |

JA-ATIE T JA-TAAE AAT(w e

JA-ATIE Tk A IgR THING &I, THHTRd  qraave [T
Igau q@E 2 Uleaddie SN  AFIF A fwg |
freaemdl agedr a9#T AE TART WAT T AN, TAITET
TUSTHT ST TEHT Gofl o aon facig deqmarg siemeasr ffe
A AT | Aol guaAT faxie wnfrea emw e, addean
HI YAGH] TSHAT AGA Afed T YUMCARTT qSHAT e J&T
FIH AEIF ST | AT A qeaT F=A9q TR TART &al
SITATRILT, Hide SGH T =Tl T99 I G qEid quT om |

AT A WA acd WIS AT WIS gieEdiAT
qiEdd T AIAH HEAHATE A GId TR L el ded
Tg | fadm wifrea a€ (FSB, R099) #T AMER, AT S
RS Ea! a0 ITF 8, THA FEAls 8l A(ATS Aeaq
FEATE FaTE TG | Higad T WA A1ET de gHfead TR
TG AES AR W STEwr e T agd (e gredred
TS |

FAAl T AEEINSH  Fheare  Fual, od-IAET  geEiead
Egig far T ytRaEE oW #edeeaa @Aveg g
AEATF IIH GUGHI @Ehd &I YARMHT ATeelegd | d od-
ATICATe THAE a1 FRFN @lHd AMlerg T TGH1 qATHE AEFar
FA Erg, O Tal AT WARET SAMST FET UF a5 | ahe
O 89 ey |
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yea<ifen frammes dv=n: fadia earfiea 1€ (FSB) T @« dfeg
qHaeToT afafa (BCBS)

FSB® 'Key Attributes of Effective Resolution Regimes for Financial
Institutions' (099, 09¥ T 0¥ AT FAF(IH  TLTER) AT
fd T g @EEAEn @ TWHl | JTgH od-
ZAATS JUITANTT ®9HT Hewdahl (i deeeadl (SIFls) faeae
TR ST AT | FSB 1 fodiees Torifaer sl qan
ST AT (RRPs) ¥ dd-390RT alcdsl Iureafadrs qa9d
AHH G| b AARA gaT T FEAR] §T T THEF FATST
ITh AT ATTTF ATHUR 3 |

SIFIs fafaw @& &=mr g#q gs=ew gae FSB o
SR ICEE B v i Mt EOC e 2 I S o | | A P A G 1
TcdTed  Tag | Ger-faeY Wed T WRRAT T 9gd HEwdTd
HHEH WIAHTRT e T GH-agAT |e &g | FSB @ BCBS
T FEHIHT 'Principles on Loss-absorbing and Recapitalization
Capacity of G-SIBs in Resolution' SiT Total Loss-Absorbing Capacity
HIYIUSHHA HIMwg, IO T g | BCBS (R094) FTHR, TLAC
7T e T (subordinated liabilities) T Sfdad! QU
@?ﬁ' S AIAETH GHIHT T3 (write down) T afEdd T
HiRATg | SAGH-ATT aFqqel FFaH 96 qfqerd TLAC & &9
AT 9 ARSI AE@THAT =R T 99 a6 Ted qiheg |
IA-ZTART W AT g TLAC & Tsgal Gednmaan 3 &
i@ e qevd aa19g | q9&0 9 BCBS o WrEnRfar T
IR AAAET TSR & TLAC IISMH FRIAT, AIETE T
ATl AHET qHd [QUa 3 |
FOAA e aF Fewet qan fsieea grff@w (BRRD)

EU & BRRD-Directive #T I Fca, Id-39 @HAFAAT, AHGT
St (Creditor rank) ¥ TP Y TAT AW FTHcael IATH
ATATRAT  (Minimum Requirement for own funds and Eligible
Liabilities) @I A RO TRTH g | BRRD & EU & TaaEd

95 fafee /383



aTeET  (ATE AT ATAHA TSRl AT hEETal BT
TR T IgRATE o JaE 63 |

BRRD & FSAH Fad NSAAHA IR ETHT TEH]
UFd SAET 979 (SRM) T U de@d arg (SRB) &l
WF R FH TG | A G Alegd JTaerord T ek Redied
ASHAT TR Tagd T MREL @& T0 TGS | J9&  Aldh
BRRD & #7 THiTEe® S&i: (6T W7 T S Fvdal Jan
TR HaTeare g™ #OH Ty |

WA e gufvasorn seafiaat ffsm gfewon
TRAST BT ®TH TA-Z7 GET AN TP g, d8 a9 090 AT
focii fesdrergs qur 81T |1 (FRDI) [@899% 99 g1 a@qveedi
FTIE qed AThpdr | [TeaeaT J-gqa! Jraam 991, ¢ Herdaare
fedfaadid gaaa AT TqHI FAH (a0 AT | gGiemHa: |1
fadaes 7 fRdl s | w=fa, waer afedr e qufae, o
HIHSE FRATEl T Yol qATddl AT eaeareada JaeTTal e
feged g |

aRd I % (RBI) o FHAGR o (AT AT
Y T S AT JARMET 910l & (§9 2020 AT YES &) |
YES S&|T ufgeqe foom am (AT1) drsars ‘Wge S8 Tir
T RBI & @wvagdql =g @eofi dpare ooft dedwr frsamean |

~

AT erEfae yaidel WP RBI &1 S& Rede@d ¥ agere o
THEYT qdd IReHV @Ieg, STaAT MATHER g&qard, s arse
HEHIRTT ¥ ~FATH FHEET A@Hel [HE TR @ |

T AAARATAT TAIUT: SA-ASTHT TCUTH

(Laeven & Valencia, 2093 IMF, 09¥%) & FeqI9d IA-ATICA
qEATE W FETSHHl  GTd GiqerdicHe  HIATHT  ATERIe
fapld “ared I@UH G| FAHNEHH ‘e THeH [d®w IO
(TARP) ®EHH Frdcaiicdl ATNEIS® @y arqrd JEehl [Toqerar T
STATRIfEATHIT ST FEd HUHl T | S A9E e
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e T Se-aT3ed Acalad Siawers qiEkd g T ST
TR TG LR FEANTH UL aalaeg | T, JOeNTd
gl TA-ATIeAATs Ak U ATTITE BMimg | HIWS-96 AT &Y
FEE Tk T GBS q¥ear T Gell e fGur Hfge Fwe e
TFahl (A7 | T SETSg [ [dalereds AUqT AFTemeor qreRafaqyr

-7 HE: AT 2093
qEyd 9gc JUNAT  IMITAT SdA-IAH dfedr S|l WART f,
el dfataa e T fafer aue eIy wTear drafar, S8
frergeater  faeamaar #& geaww g™« 9 guy fa<fi
JUTATS RIT T&T HEd T (Gros, 093) | Ael-3Als &I,
; & - _ . e
®OAT TRaudr fEr dife faxfim @@l IgRAT FEAE
a3 afdrd |
AT FEA TA-ZAHRT FMAT T oo GEATAAT @@, ATy
HaATE T SAGHTIAT WHl FHSIATE i SR T=A7 | A7 gfereher
TN -TSTIq® FARAT HH TR AN @31 T A6 gt

NN N N

RreareTe Zeed SR Wl sErl

SUTSH IO (F4A), 099

ST 2099 W1 BRRD A=q9iq ‘SATGH TATH -39 WAT | Ffaad
T qf=I (Subordinated) U I AT T ‘SATEH Alarel A5
AT HTA QTedAT afedl | FSB (R0%%) o UTRATATE Efdd AN |
Y JGA UG SIREHAE Adel IET TAT AT Fedreead
[a@Teel tRaT HHgUHl BAE aN FAaUgEHd Jgd HAr | ar
TaA (ST G-Il JHEHam Feaqu T Sfied
FREEH MTAAs qEv=Ed T FEAT AA-IAH T
ey | 9 FRUA TEl gd UqEHE WE AN JTHR
RATeET THAITAT TI9ETHE TIAT & g |

fafge sl EUETER TEET fesed afwar d@
U graTeed e AAWhedIdl THANT U ATIAAT TF THEeTS
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FH T 95 ¥ TG dA-ATIeAE  TA-Adhebl HaHATS THAIA
T YA YA T | qY, SOET JGATE Ieqed gaaad  AHIcHE
AT JHEEEd AT (AedT §a77 F THCH JIA THTH
qfT g famg |

d% T framewsr arfit g @WET T MREL/TLAC SUTeR

& W@ MREL a7 TLAC SIS Tedds | (Foamdesd A
SUFEE qgadl HSIH AT ([Feaddd T =g g A
afafyad THIE A qA-ZTRN FAEHAT TTST T S ATATTH
Sfeadr T q7 g HEAICHE Faldgeedls gFagd THaq arag |

AT TEA T AREaH 7o

IA-27 GTIAAT HSETATS Gl FMGH T T4 Jredre= T8 |
fafq=1 eaF9 (Martinez-Peria & Schmukler, 200%; Gennaioli et
al, R093) & IAA-TTANT IYETMAT I=d JAhd @ISy, J9d
TSt fafrdem we aereaer wrg faxie wnfrcaarg gage T
T FTH Io9 ANAH S (G990 FET MR FoAT JATE
AT GFeaTS G GEAadT o9 eEg |

g5 T wAt =

IA-TART TR TANTH AN (TAHSA qIERTAT T HAAT oqvaar

qHfe=a THUg | auR fgeaEer aft e s Wi,
f o qj—' T ﬁﬁ T c - rﬁﬁ o

fAeTemueg | =fie A ¥ Wel SIEEd ae-gd g B I

qFg | a9d, FAA GEA higal G ¥ AT e

e s G0 EEIEUdl IR AU |

SA-ZAHT TR T AT

FHST FIAA] ATAEI AUH] IAEEAT Fi@ Higal e SAMaw

A HTETHl X AMAU A9 FEHUT K held  GEAEAT @G |

feTFdeeds UM Id-390T  HRA  FARUH  EAT  ATSYEHT
freraerdierr fed qeemal fawaed I<h AWTEIT 799 SIMET | E
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faea fifqdl g9Esl FEaaasr M @ g9ur
H&rTediel [T9a™ aaTd 3 |

T TA-ZAART JTHTHN Hedl [HLTTUTHT HigaTg, ATMHIbdTaT
TR A9 T AR Ufeet ¥ @we Rafaar Tgadar aveHr a9-
T FATEIT & AST Fa GoaTdAT BSAGHHT AR THT
efgg | TeEEdEEl B TFR ¥ SdeE @A fafagare
U GUATATS SAed TATge ¥ AU JOTHST JEH Terag |

At afge &emr ad-gw T sfawen swfsafa sanfaee dax
(PNCPS) &1 qFaee

I U Shd Bl AT QAR AT foHter fefawer oS

SUFLT &, PNCPS | 7% IUHL AT g T e =<

faee dgeed W TH HEG | A1 HIed UfedEEl  wwad,

R09Y’ FFadd ‘Ufeddd faax A (AT1) #Taaeesdl EqAT T

TG | J9F He [aedeE (Ueigd MeidTdere fdsue) & &TH

TEH da e TKT TH Al

» AT wfaErer yEfder e a9er ®&Y qRged  eaty A
redemption ERTCT &&F 99 AT WA TR ARG ATHRTETE
ATA R &vg | AT B a9 ATRI ANTL gedl T AR a9
TR STFAT §39 ¥ 9eRMT (&9 T8Fd RO e Tfedad |

»  SASAYAIT HET AGHT A9 TR §AT A0
Tal A9 UERE 9 Mied Sited qar for fagaeEn
EAEH AUIT TOTHSET STHT ¢ @At Risk Disclosure
Statement HTEASE T |

» TATTAYAYTST  FET @Il WUl Fardy Afaur=a  agis=ard
FAMIPR FULF R AR JIIART 3ME T &
YSIHT FHTELT TUHT (A Il ITHveE, [Hardedl w@q
I T AEH=l qfg AT &7 |

» afgur=g miEaia FMU@R AT TTA TR SATATIAITCA
FeqraRl qifepuar fae fovg T sERAmAT AT TeiEe
T AT AN & HIX qraRoT AT 9o T |
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»  AMIHTE FESAG AR XA G TIE GHER! T
I 90T IO T A9d ufog el e gt T
fatg/ g7 fa@aore T e T |

THEaT JUHITH ®IHT S8 TUR G, TGS IJA-37 (Agradrsg

A ¥ &g | B@ S aRAdr waed WO i IS T8

TEATEH B FAT GATE TF A feafar agd fofemers

AT TS AT bl AT FALHIEEH! AATIHT & (Dilute)

B4 | SNHIdAaeed  METHT W4T =9 Yidwd 9T g, ard

TGl FHIAT U B T@d GFIEar 99 Veterg | TJ9e JOretin

AT Afde Hg< (Moral hazard) ®T3IHT T RIS AT

FH T T o Rear afadr gaes | AT a9 SiEeedd aé

TES TGATS (TATHFRT AT WX A TG ATHIF AT

Etepz il
PNCPS AUEel T d-3Ad0  T0AIGH  AFHLT 2,

T ATIER JIRATS dfehg Tgefaeg AUUSThel T&Thdl €TI0

SWIEY | R §9X idHe st (CET1) & SifEw e

qERAE Y.9RY TAAAEET FW GUE qEed R faeg A

Afgar= FafAa FAIHR GIT IR0 I AR R

él??l‘l%” 381 (Self-rescue) 1 dAgEx favg, fqegaamdl s@a

AT THET Te AIqAB] GRET T | S0 TSl deq S,

PNCPS & Aurershl gearefiar dfepg wiaer famforr faoriaes sfier

Yo sfgwg | Mfv=a gfqerd PNCPS SIT8 99 fofaaer areaerd

FEAT T GHT TA-IAATE GAEAHY € TAT FRAPadT T Al

g | qT S @gd T fadE ST S el @arEr ¥

JIERTATHT ITEl UhaH Wewdqu @d Hars 9 JoRewan T

dfepa |

faaE o ARt gWTE: AaTeET Sfaa
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Tfaddr g w1 e g6 T o FEoEERr daRr FE FEN

A 2 2 . ~ S NN N
EIH A HI-FHT TR fad Ufdfed @%ps Teed g, Tl
HTITT AAEd Il fesired T AR faem eme g
" EfEg | WX AW g9 TH (A aeeEd fithd SRR e
T FaHEAT qUSRadidl [F9are &0 9Usl @USHT Jd-39 X
FTATH! FATAATH] ATALNNE eI A AATHqT FF A

T T

AR ERUT  AUIEERH] dEl [AUUEE WG Ufadl  ®9ET
TAEHT ST TG | ufedl, A9 U Sepel (e qar wateereo
IEH, HGHAT-ATIT  Gsil AIIRUS T Al AT (aeawHr
T TG TRl g | gy REaeE e s | g,
freTod: S-39 AN 9 FHAA ATIHR, HeT TAH Heraeharel aae
T gAFa  ARITAT e |

IMT, ARl dfbg & E@E Memwr wefas R g
Teqrr fededd gaergfaer Sagreen ¥ faeam weEe g
T GIET AT TEANAAT dd-g9 oaTsal  WIRaHT FRDI fadas
Teqs (Eqhared (9 STHIST a9 |

qE, BN SET YOl ARl Hitwd ewar T afadr Aedie
(Subordinated) U ITHLTH AATEAA AA-AH] TATARICAT HITHT
T | med g IUSCTE faeEEr dicaed 9y, ard
ATIGAT T ITHLITH] AT, aNd T S@Hae g9 T
I THF T faeT T |
qU T AHAE FEAT ATHRaed quidd edeEs yiiaer g |
FSB & #W&d YU HUAIGL HAAI ETHT JTh IR &I
el faeawe e deT v geg | 91, SuTeel dedaed
ATl ¥ [GHEET SfSUH qET Hdhl T aeadrarard] aaredrg
fd qEAe FHEATE |
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frere T fifera qwera

fregeamfl ggeaa ad-gAes WAHE @ ITHT adrsd i

AT TSTH 914 FSB, BCBS T EU 1 AIUGUES FdWI HLATH

qrER €U | 7=, J9H G6Rd FEAFEITHE AN Siaar FA 493

=T, Feadited e T famem awar =ifeeg | a9 g

T gHdee AIaid® g1 qag:

» T EANgER T GUUHAdled  @aed e giueE
T T |

»  dAd-3 X T Higew@d FAvfi T eta@r e aedr
TSI |

»  feoueEa feegEied aaE-aderr qiged e T |

»  IA-ZAANT AR TREAT T GATET TETSAAA |

»  aae fawaET  fodeEs oEerdr fathg qEaEsteT
T |

»  feErEdrer feq SR T AX0Eg €THT FAA GAR T |

»  RedeEa afgersr Wew e aE fawmn T EEn '
T |

» AR oA HEH e SR T BAA AIEar
ST |

fTsapidT, -39, H@IAT FTH TANT A TA-ATSCh
ATl fadbeqd T Agifrad ETAT i@l T ST HITHTIERT aTeTah
feameer fqadl fadew &1 X I9@l TAESCAr Feag=a e,
AN SRR T el TN ST "1y b A,
TUIY  BEE, Hieed N wedar T ETedr SR
AT FAAT T @ | TLAC T MREL S&T I, &<
@ AT T AN SHITEA . Al Iugeh g== T0HIG af
Sftad wmaegs g fada el aeEr araraeradE, e
TIEH faFEd Wa AUy, dlME IERT ggedre dYae
SAme ¥ fqvgendt dfee gwmelier s@vear T favam wEw
el afepd | FUHT aA-AT3aaTe AA-ZAdHhepl  ATATHl @Il
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HEGMYa® qd T9g | FAA IR, G qGelav, aHedT
qAE T IA-IT IJTHLATe HiAF €IA & IS | TP Afeaq
q AT Jebtd AVTTET Wil (o &iied ¥ fqarqesdis
forearg @ el &g |
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JdolcAAd (dsllcAdD) &g bArdbl
Talaer agie®

&5 TaT TS AFTe*

g 9

qUEH FAFEAT Th AT ARl ATSHEs | QT wa=TdeTs
Tefl TE EIH FAT YATRUNT  AERE Ah e | el
TAENA  FHATAAS T AGA TASE A, 7T JaUETS i
JOTeT aFTSe | WURT & R 99 AIHATR TFbA F ST
SEl ®A FH T, aX eared faEmwuar @ )

HaqT R
g & faumer fond fooeft So6e ggs | auEHr afeda

PREBCRY

TR FEEA N gy | AU HRATER G0 ENeHaHe

U9 Mg a¥ dfedswal a¥ F&aad eg ¥ duledls e =g |

A AMIH TaATE SIS AT THH AT afeel FoRMcHE
JfgwaEare =F= T | AT T AfGHAT 3 Geaells gElge bl
T HACHSE ANMGHATATE I Ah Tesl g |

T WA AR Wadcasd  Ifd (State of mind) AT
Wwwaﬁﬁqﬁwaﬁwﬁ[wﬁmﬁwn
Tl T HIWEH GO T AR LR TEg | &H "eAr ar

* eI {397, qUTe AL Ah
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yfefafaufa mfveer gfafwar T g9 &1 wamET Jee aifgwaret
AT T TGATE e AETE  aREeErs gwe @9 ar
AT fam a@feg |

HIMcHE  dlfgehdlals THAT ATl &l J9ars  HHEm
HoNeTs ST, %A, <k IH T Il Gavdrg e T
AT BT G4 T helerl AT ALl TTAT fo &fepreg |
GoWlcHd  Alghdled  dad  A&H Hailebl A HA T Al
FIHH FAT (e T B qHG qHEg | AFA ATl T
AHET FEEId dF Afhdl Favars dieard I, a6, fafae
HoNATs THE UM W A7 HAATs sy | J9dls WEIcHE
59 #9fd Emotional Quotient (EQ) i v 7=y |

HATcHS  Algehdl ANTEHT AHEGH a1 qaqeas  faer
Sifeusl faoma &1 A dffghdr WUHl AAEd fam
AAETATE TH FATSY | TS TERCHE ' fqq qfed
AT T dfeard g | fawaE T JIfeusr qiiaaer aadr ayeT
I Mg ¥ TEE Uiddd ufeafaur 9fw srEwen faww At
TETdaHl T |

HaT drfgaar

fa RICEINCE ]

HTeT ‘/////////////HHH/§$ﬂ EREIcE]

el 4//’/////////’H$RWF$ qre

T |- gfatRaTcHeE gaWwaT JaThael g
| —ued e we T
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'Emotional Intelligence refers to the capacity to recognize and
manage our own feelings and to recognize and respond effectively to
those of others.'

(GATICHE  AlfgehdT Tl BTHT oTF  WEMTels A ¥
AT T GHAT T AEH WEAAETS A T SHEEud
JATEE] T IHT JIACRAT fETEa A aEss )

- Daniel Goleman

'Emotional Intelligence is the ability to monitor one's own and
others' feelings and emotions, to discriminate among them and use
this information to guide one's thinking and actions'.

(ATHAT T 3TERl ATEAT TAT HoTeATs (Tl T, faeigeai=en
faear gears T A1 A Afchdl dre T FrEars et
T YR T @l qe e Aifgedr @1 1)

- Salovey & Mayer

o, ATIHT TEATATE GAMcHE  Sligebdrdl TGIIET J1ST
2, UEAT 9 W qUEH ATITEN B ATl P07 AT Jred
T ST Ul ATENTHT TS, (NETSH, Al T, Wbl TR
F | JEAE YAl @El g d¥ BN U ATaE P | Tl
feafaar amaTIqaT, FHETdEE RESH, A, SUHET AT oAl
TIE, qHG, =ArEdl fod & Giarear T y=ed g | g9
T a9 SAfad gq, faaer smedfte @ed, g9 gEde q e
aed, FaTT fearg a1 Far yAE q dEwg g, F aaE o
BT 95 | AT ST gikfefqers gv Sfed g AfeT Jamnders
e VT, AGH AENTATE oA, A B T, AR AT
FER 91 fafeuar 21 fF O T IUATE FERGH Y UG |
YAWEF Todl 81 A SR 9 I9els afquel Sl ATdg
g9 AT | IEH HU GAAUEAE qAGEd, SUATE FebTq  Haw
AT 9 BT Fcbebl HIEAAT ATGH AlGd (A I AMMSTIGE |
HIEEY a7 ANE TT A5 (dbeddl TYHT [ Aidrg I IR
THATH AT TIGTIGE | TG ATITErR! ATawTars bl AT
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fets AT Ted AEIHTHRS AGEIITH JORAT IS U
fepfermept HemTree aifgepar & |

Tg T, v R W (e guEerd ahed #EEd T
wrafa® &, 9 3@ fod faae ool T Ued TN HCTHIS
TIHIIF FAIT Bal dUEATS Pk FAAl WY WIEd K
qF FHUE YAEAT geg | AU gEERIATs (O | agd quTed
AT HoWT a7 NS FTATIT TS, | F5-9R Tehdl qA TS
FHH TR 7 AT & T FAAS JUES G T ATTTF
g\ f@ Sfee ol #98 M=o 7§ 9= aer @=a gy |
TCH-TeH AThel TLH  FEEAANT B §T HEEAAd  qUSH
ETFHPT FHLTHAT T ATCHAITIATTHT FHI VTR 9 ef@vg | T
qUTEel EFAATE IiRads T el g7 §Fg | a¥ quleed ufged o
FCFIT TS FH @ GIETd AT BFaET & T |
IRAT AT ATSNTATE =0T TG @Tehmel  @ISTeIaal  qieerel
FH AT TSI AUl AUl a@TSTIT g | ABIH " 9%
AT FaTATe FHT I, Feavaed ¥ FRU q1 g GhRIcHE
TgA GHIM Uleedrsd o HoWIcHe Slgehdl Ul T&dT STl
AEATE FAWT T |

YAATE® FeATIal Had (8, Fld, ATAT JTET THUHE JaTeATs
A G W Tl dRg dX 9 dcdlaed @9l e,
gifee, of AecATRET @IS, ATATREN AUem Ted [qvueE iv
TSP | HERICHE &l AN 9 1 FeE g 90 99w
TAFCHE IO T ATegd | 9d, GEcHE a1 AHRICHE g9
JH(THT TARATE TEl Tgel (TRIV I &THAT a7 GAlelle o HacH
Sifgardr A |

AT SRt acage
FANET  AAMGSTadT SO WA [Fae T
GIIcH S Sllgehdlel AISTHT AT TUH TEagedls 5 HaTcHE
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fgardieT deae &A1 faq dfdbrg | A deaee freeamfd g

q. ATH TSHIAT

TGAT ATl AEATATe ¥R, AT T T HASAR
UHAATE led W, ACHEIIATE  dared, AT TFERATS (a0l
T AT ST T ATIGF  AAAFAE T ATAHA AT HUe®
TEH |
R AT UL

7 @A ¥ @ e fed, qaeedars e
T THAHS &I AN T, Ih T AT GTOCH HITHATE
el ATaEy [ T F&aE e 6 |
3. & IUuT

Vel

HaWcq®  Alghaledl AIHATE HedTHel T HAEd  Iod
TEl, Gaeg el dihlel Tel THIUT el YA T GanT
T uferd Afqen efad T fav @ IUOTET 951 |

¥, gHEAfa

qEF WIAAT, TEF-ATHET A, qEH TE-TGET AT

q@-3.:@ T FdeR T, A€H [qAH HHM T, q&dTs Judge
T, THAET T B A FHEg |

Y. gt i

UHAHAT FFvd [qHE T, Arahar T, FHET Fedd
eI, AHEHF HENH [GFE W, FSEAR 9 Fgeed w9
TN FIeaid &g |
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SELF-REGULATION

N\

r. EMPATHY EMOTIONAL seLr-awareness (O)
V< INTELLIGENCE

@; MOTIVATION SOCIAL SKILLS !]

o=t R gaTcHS  difgwarer dweE

GATHE SlfgHharehl wI2eT/ Heed

q.

T FS g Feeyg |

o) AW ST Godls W ANt g, AEH Atdcd
FR &l TF ATTIH] ¥ T 9ediT aag |

ATIEHT TE, eI ¥ GG 1 ararERe Ak 9
g |

AR JAH @EIAT EIH, qIATE UL NS TG
HUA Araiadithe qrardal faed g |

GAT FARA g1 T TXH (GARH] TEEE Al THHWERET,
THTDAT T g e |

T FA AE, ATH FEHAE Y AT JIaHr aHied
Y YIcHTEd el IIUT T FEUEEAT deg |

Ferel faae g, fadetes faem T T smwwaraE fag
T ST @lod gaT TAMET T qAd " |

S aafh, d&d ®E a@Ee T gERGEIY e
FAT FE FHEA T TOER GGG |

13R

Y /353



HAMTHF SIfghar @7 J@Ted & T+ ?

q.

HAT GERTT TTEH T

» ﬁgwﬁmwﬁ,

»  GIET WHAAY FFE EMIA,
» H’q‘l‘iﬂﬁ?l'@_:fl

TRTHFAT TETIA

» qEPl IS I &1 HIaq ﬁy
» THEHE o ATST Afe,

» TEAHE qF ATHAT AT,

»  AEH TERHE HAATS A 2T |

HEATE JBA HIAR T

» aﬁr@aﬁwdﬁmﬁ,

» qEHI JISHT AThH FUH 9T & T4 9= HAAT AW
fe,

» qEd fT=dr FIT T |

HTHAT ATAAT Sh<h T

» AT AL AT BHNF g1 HUHA Tel agd

»  JEMICHE &9 Sl Aol dedEe uieatae
AT T g @l g8 e |

JqRAqTEE o
» HARAATATS [TebTg TEHT TS da,
» mﬁmﬁﬁﬁaﬁWﬁ,

» Feraraeer favaaar e few
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% HIEE
» frfenaar faeame Tﬁf,
»  TET FHEH GOH TH g W S,
»  FACYY HH I GEATIHE gl T |

©. T AT aw o
» qTEATCHE T a‘mﬁ,
» TS, TATRAl, GHEIH AT oY [Tahre,
» AN, M, AWM, dcdg T,

AT difgwarT fagra ar ageEe

. ARgAmT e wed

AMAATHT AT HIgadl Giqued ey des T S| Sl #3
g1 I9 WEAdid AR del HANd FUe€ Yagd | e
Perceiving ¥ Reasoning @Ts Experimental EI @37 Understanding ¥
Managing ®Ts Strategic EI &1 ®9H ZATEAT TTH T |

(F) AT ATE TLGA AT I9hA
JEH W, AT AT IqF qgadrd ATl ¥ ATH WEAHTTS
el ®YUT foe g, BTSUTS e ATITLAT AR & diaiedl g aT

N ~

ATl Bl A TAT 3T & |

(@) HILOT AT GTE LTIOT FATSA

oM AT 9IS a1 a%d FEUGNE YA, T T FH TN T
dlfhes ®TWT @ T fpd abred &0 |

@ g Sifguar wfafafaerd g

fafsre sramTer o1, TEHTRr FRO-AER IR qAT AT, faeeRT
@@l Ygrd ¥ SAled geaed g F |

(&) HEATATE THAT (RG] AT

AT T ATH MEAAG THHE AT ST, Slieed GRSl e
a1 AT T T G ATl e B THE AN SR A |
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3. favwamEn smenfea ®iE@s (The Trait Model)
9 Higd®! Yiddesd K.V. Petrides and Colleagues &1 | I9 HIS

qAd GATCHE  Algepdl aTara<oig qEa9E geaivad faug 790
AT AHEE AT (M ey I ATeg |

I HIgAd GACHE Ghdidle  Afhel &Hard=ar  qid
farsToar &1 amumars e favg | ATk ATRET iRl WrEHT g9,
Hafad, dEdl FET TH T qRRAIAATS FHe GHResRII g AR &l
IR G T FAERA IR0 Mo | AqATg HIOT T FIATEAl
AT g, el Afthel ATE AT AEARE G TH, AEH
AT A, AT qAE TARATIT I FA GeTH g A ATHT TR

AATET TG | A1 AISAH AAMEE (Aefdiad g

(F) FEITUTERTLT AT

FAfhEH! THT GHI, FATT T ATCHELAE Ffg S Favars Fad
gl Mg T A9ATS Ha4 Yarear farg ST T 95 | TS
3MEHI, ATCHAANE T ATYETG! Hiaed FATITHE AEATs JaaT
T |

(@) e

HTATIU] HTEIAHT TRIEATTATS HIEAT T, ATHT WA e
TGl Fefed Afed T Ioq dAEds AT T @ e
AT T |

(M)  ATATHSBAT

AT T AEH AAAATE FHRICHE &A1 Ah g1 AR adrad,
THH DA AN TeddaHl fad famar a1 dead se

faveg |
(1) GTHTISTeRAT

T, GOET fAeT @I ATEAT ¥ aers 99 fed T amfeddrar
faea 9 fgwa FgeraT w1y
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3. fafsa s

~

fafsra Aree Sfvoer e faetaa 718 8 | SATg JaTeHE
AMghdTdl JUATH! TTH [dg7g | Il HAcHE ANGhdTeTs Tahd
T a1 ewdrer ®UET qed fafge drgan, @9, Eeer i
HISAH TIAT ATAT TLH G | &9al, EF9war T qraecH®
Hgarg s T afguaren MAT g T s FHEdd Gl
T AR TAEFAT  FETST HedIU A Gogd | I9dTs
TaAEYT ASdHl ®IAT qHd [dg=g | a1 ASAd @TH N
A

» ATCH ST

» ATCH I

» e I

» qraTTE Tl
HAMTHS difgaat (EI/EQ) ¥ afgwan sum (1Q) Usa fawa gr a ?

JigHTAT FAUT T HAMCHE ANMGhal IWISE AN MREAT 9T
gt A gger AT ST Faedr g1 AT difgeedrel WIEeT
qreacHe [afd, e gt T g5ar 996l 9 Wy 99
FGEAT AT AR dATebep &GHAT, HAMCHE AF T THLAT
THTITT T AT M6 | T9H qe (qeares Semaaiise g&qd
™ H‘W:
WaR g dttgwar (EI/EQ) gfgwan smu@ (1Q)
Tﬁ THET T W‘F’ﬂé’ Eﬁ Mg dllcbed T Jrehdgd i

qfewTeT L

N . foa T aw T aweEn
T HTITT T 7T Afgar

TIcHS SMigehdr &l AT A
s a1 famareH® gy | ATEAd a1 A1 A& &g | ATdAd ar
: TATA T T E TATH T A E
- AT AT SASTH A0 A A g ACE AFT T

A T AT TH FHEA g | AT TH @ &g |
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AT AP, Araiautthe ar fere, iSe T
TR/ HEed .

EEHT TN B | afafaeraa &=H YA g7 |
. HSIAT, A [0, AT qlfebeedT, T2 TR A,
B, AL HIT | BT &7
— a1 fu T T geEw Sifeudl A1 feHnET "FEled &g |
73 |

ATTART SRS STTHT HAMHF afGRaThl G T ATITIHRAT
McHeE ANfghdl T Afthel AT AATEITE dT 8T | AT
ATAATATS (AI=AT T T T ATH 9TEA] 9T Tl ggel HH T
A B4 STHT THcHS T I | diebg 80 ATHAT TTEeheT
TTET SMEUHT 81T WUHT BT I &FAF] HHA T TTeTIHHT
A ANMgHhd]  AAEAITF g7 | HAd: TETHN HTAA T
8 U T YA SSUR A gaaHfi g4 WUS a9 &
TS Alfgadl o 9 Heduul faad 211 wifdedr qer
FH T TGl U YEHET TAE Sifed B SHH FHAT,
Ffee/ FATH FE T FHANS d6l, FIER T FEAAA A9
g T fagr e doer sevarer iafafaca &g

AT WIHERT gIOn T o qdr fad gengfd Medd Jure
HocHas  dligharadl HASR fe@fqd gidfafed g=g | ‘U8s aar
g 9 TR TN MMRET a¥ Eddls dedl Wil Fae
T Al FHETOqAS! yafd q 21 | agare Sfeg e s
qf AT A | Uigedll GEIAET ATHETEET O T, LR
T FHHATOY(TH] AT T ST STAATHT ATAAT AGRA, IeeeT
THT AFeR TH T A= feqed o g2 g5 o yatad

Y

P07 fqSAT WUl BT Al HANCHS  Aligehdirs T Sve

RN

~

TGHN AELAFAT T AAAATE AHATT TH & WA AP &g
WA BT Y ESTE AAATS JEdHAl, ET T SaThear
IS Gihrg | FHATAR! FIcHS  dAligehdl ig T IeTaaH

FAEE TH Alhra:
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»

»

»

»

»

FHATATS HAMCHE TG JHIST ANAH FooATAT T,
SHeEdl g a1 aEarE MIeEw T G/ e er and
gfeq T,

FHANEH P AEAATs Feqidd aarga qaa e e,
AAAT FaEAT G T AEH NS ATCHArd T Iodied
T,

FHA® Tqa T FagmT & o,

faaT, 'Work from Home/Flexi Time' &1 Jfaar Idered
TS |

TR ST JATEHT HATHF SGHATRT Haed
qrasTIe Jar 99T T HIATESAHT YToq &9 AT Teebl aT|l STl

qeAFHT HaCHE ANMGHATH! FI T BTG FH ARl T ATH
THAAT ETHI AThATe dded dabdl T TCUIET qid F Ted
@edt W AqEwE e difaer qued gy | q9d wedae
T, WFOAT, Aide 39T, THIGINAT, FaTTidrsl a1 Sammeie
AT JAT AEAIATE AT ARIATETH I, 3o, T Y
JATEET GAT JATE T ATTHT ATFTITHAT &1 | GTcHE Sigaharahl

HEAdls JEdHE gal IR T "l

»

»

»

»

HAMCHF Mgl IUEH Afthel el AEAETs [Ger a9,
FFCHE ®IAT fd9 T AThRAls SERAER JRqa e
qFIA, A Aqcd LAl [FPE g7 |

T AT ghar T e g1 |

Sfeer  afefeafaars  oT  @rEEr  qed, dEe  fau ar
dfafead g7 Afed T gdarE GHdY IS ged da g
FA AMAET TH &g |

Hoaaaefiearal fa@| TH gA SAeEdl ATHId (e
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TELHS TAE T8 IO dag 99 Iodied Afhel 94T
JATEdTS ATHT U Il €A1 (75 FEHATHR &1 Tag |

»  TET AR TEd FEIER a1 Charkariare gz gafad ge
GEH AN, JAAEE HEEE Ted T GEETH @
THTI @lod gl |

» EERIRES Eili3$ﬂl Srxa) Eﬁ"'l'ﬂ% ATFAT 3:Ia|"'|3'|§r 3\[55
TERICHE &g HH T4 [AUIET  qeafegd qUae a9
qfeddr a1 feR fMeErear o aferder a1 )

»  HERIHT AT qHE, HEeane T TS 98l ggd quTET
T 5 SFFOT 9 "EdN T |

»  ANRPIITH IAEIMIA ¥, TRIAT T e Faer T
Taq AfdE ATERVE U Ffg 9E qrEwiae a1 gaTe
3¢  JAThee! O S |

AW, HANCHE  ANZHAT  AeAPl  TAHAT  JIGAE SR
gTT 9T I T TN T Hew Uigedl [GTHT 9% dgd dTeTel
F | T T AT ATMF AGRITITH SR a7 FATAANAS (=1
B S Ang | Ufgedl GEAHT HIHEHT FFAE dEl &, dRil
dery el faq, amfae geaadr ad ok EERgAT e
SEl S gafd afetedl TawHl ATl HedAld, dI9d, gFeed
TGTSE THRICHE AT BT T GATcHE gl Hewd A%
AEEH G |

fafe=rd &9 A7 AITERT AHEAEET TSR ATATTH
7 &7 Fgifds &9 WG AT T UM qEHCHE B TS
TFEINE ®IA] TTH Tel TR FA=d Aied & &l | e
wfEdT T e T8 FEET e gEAen s difgwar gq AaeTs
g g dC Afhegel gaeaefiedr, T &9dr, qidihacHE
Al WfE FIE U FQT FET @A AlfgHd SATFE AT
FH TG T (TR T F FET g7g | ATRAT ITU g ST,
O a7 glatwaers g, fEew T, erERa T e e
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BIAH &a1 d el [a aRg 99 F€H AEAT g, Ireedls
el diadrel g¥eled T GHcHS®  ardqrEacuredl  [qodr T J7eh
givrer fqoor gga | qaify, ool FATEl/UEd A "Eqd S
HAAT HEIHF AMGFATAE FHIH g oafcerd 00/t
AT fAgd g8 FHEIA AT T FRIead qURRATArd B0 g,
qEAT 9, AT T@T3H, qadgd I ATIelLd avd adl edd

ORI

qifeafads dded 99 e |

grawW awnit
q. AL, T T, TRAATH] AT AT AT, TR@TTA qftgd 3,
Q¥ 93+, 0G4
. Goleman D. (1995), Emotional Intelligence, Bantham, New York, NY
+++
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TAgooTa ISa Seidea
& Iga faaam

faor g
FTHE! GIOHT fager J afeardier ST Fau™ qugaT I &5
A A9E el SFAHa TAEd g el g | aaiaria Seard
FEAE AT el [AsAT qUR g | MSHT SEEH Tl
AN AATHT ST gaT IISTEAT TH(BT HAAT G WA "E ) ST
IEHEHH] AT ATTEL (W) AT FMATEAR g Tadfeg AT
IEEEHR YA AT FasHT wEEdH G |

A AGHT 90 AYH! YIS THTELT TR P AT
00R/93 @ 0G/GR TS [0 JHAT qEUHT T | ATF.
R003/93 AT qRY T Afgdr T ¥ AM@ 3 SR 99y ST ARfTE
USHMAET AT TUHHAT Ih a9 && A U HUAS (Y90 9rea
TUH TAA T Sbel qEGE LBl TATA S@TH G |

A R003/0¥ AT FENTE ASRAT AW GGl FaT 3
qAE G EAR ¥G3 9T @ifHd Wl B I av ST S
TgET ud uft fayunr ge¥ we @d ow ¥d [ faEr ) a8 T,
dA. R00Y /04 T ST TSITEHT S GgEd wdd
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Digitalization, Digital Economy and
Monetary Policy

Prakash Kumar Shrestha, PhD*

1. Introduction

We are living in the digital world, affecting all sphere of economic
activities and daily life. With the process of digitalization, the
new digital economy has emerged. The digital economy refers
to economic activities that are driven by digital technologies,
especially the internet, mobile networks, and data-driven
online platforms. The digital economy is, in fact, a broader
economic system that emerges from widespread use of digital
technologies. It has changed the ways goods and services are
produced, delivered, and consumed in the economy. The digital
economy relies heavily on the internet and digital communication
technologies to enable transactions and interactions. Almost
all economic activities have been digitalized in recent times
in various degree. Industries like retail business, banking,
education, and healthcare among others are increasingly
digitized. Because of digital technologies, various innovations
like e-commerce, gig platforms (e.g., ride-sharing, freelance
marketplaces), and digital-only services (e.g., streaming, cloud

* Vice Chairman, National Planning Commission
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computing) are happening. As a result, digital data becomes a
critical asset used to personalize services, optimize operations,
and predict consumer behavior. Recent technologies like
artificial intelligence, machine learning, and robotics have in
fact been helping enhance productivity and decision-making.

Digital economy has multiple benefits such as it can boost
economic growth by reducing transaction costs and expanding
market access. It increases inclusion in the economy such as
small businesses and remote communities can participate in
national, and even in global markets, and increase in access to
finance. Moreover, it drives innovation which encourages new
products, services, and ways of working. On the downside, it
raises questions about data privacy. All of these digitalization
and emergence of digital economy have also changed the ways
we carry out banking and finance, having implications for
monetary policy. This needs to be understood and analyzed,
thereby devise appropriate strategies to conduct monetary policy
to achieve its objective of macroeconomic stability along with
maintaining stability in the financial system. In this context, this
article aims to explore the impact of digitalization on banking
activities, and the conduct of the monetary policy.

2. Impact of Digitalization on Payment, Banking and
Finance

Digitalization has revolutionized banking and financial
transactions by making them faster and more accessible, while
also changing customer expectations and operational models.
Customers can perform banking transactions anytime via
mobile apps, internet banking, and ATMs, eliminating the need
to visit physical branches. Tasks like account opening, loan
approvals, and KYC verification are increasingly automated,
reducing human error and speeding up service delivery. Digital
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platforms lower operational costs by reducing paperwork,
manual labor, and branch overheads. Personalized services,
instant notifications, and user-friendly interfaces improve
satisfaction and loyalty of the customers. Advanced encryption,
biometric authentication, and Al-driven fraud monitoring has
improved transaction security. Mobile banking and digital
wallets help reach underserved populations, especially in rural
or remote areas, promoting financial inclusion if people adopt
digital technology. Digitalization has increased the efficiency
of payment system by offering faster, cheaper, and more robust
payment systems.

Moving further, digitalization has laid the foundation
for cryptocurrencies by enabling decentralized, secure, and
borderless financial systems. Cryptocurrencies are a direct
product of digital transformation in finance. Cryptocurrencies
are a type of digital currency that use blockchain technology
to enable secure, peer-to-peer transactions without relying
on central banks or traditional intermediaries. It operates
independently of traditional banks and governments, using
encryption and decentralized networks to verify transactions.
No single authority controls the currency. It has created a
challenge to traditional legal tender issued by the central banks.

Considering the development of crypto currencies which
is operating bypassing traditional banking system, central banks
in many countries have started working on developing central
bank digital currencies (CBDC)'. The impact of digitalization,
largely channeled through the prospect of CBDCs and the

' Only 4 countries (Bahamas, Nigeria, Jamaica, and Zimbabwe) have fully launched
a CBDC; 114 countries are exploring CBDCs, 69 countries are in advanced CBDC
stages (CBDC Developments 2025: Which Countries Are Leading the Digital
Currency Race? | CoinLedger)
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proliferation of private digital money, presents both benefits
and risks for the financial ecosystem and the central bank's
role and mandate. CBDCs, if properly designed such as with
offline functionality and simplified identification requirements,
can provide a risk-free, low-cost digital payment method to
the unbanked and underserved populations, reducing barriers
like high fees and lack of trust in commercial banks. It is also
believed that CBDCs, in particular, enable instant and atomic
settlement, eliminating credit and liquidity risks inherent in
traditional systems and streamlining cross-border payments.

3. Impact on Conduct of Monetary Policy

How the digitalization of the banking and finance including
other economic activities thereby creating digital economy can
impact the conduct of monetary policy? It should be looked from
multiple dimensions such as the how final goals of monetary
policy are going to be impacted and the how the monetary
policy can be transmitted in the economy because of change in
payment and banking methods. Digitalization is revolutionizing
how money is created, distributed, and used. From mobile
banking and fintech platforms to cryptocurrencies and central
bank digital currencies (CBDCs) as described above, the digital
innovation has been altering the landscape in which monetary
policy operates.

Digitalization, especially encompassing financial
technology (FinTech), private cryptocurrencies, and the potential
for Central Bank Digital Currencies (CBDCs), represents the
new structural shift facing monetary policy since the end of the
gold standard. While promising enhanced efficiency, speed, and
financial inclusion, this technological revolution fundamentally
challenges the central bank's traditional control over the money

2053 WG - 04 &<,



supply, the stability of the banking system, and the efficacy of
its monetary policy transmission.

The proliferation of private digital currencies developed
on the platform of digitalization has created challenge to
maintain national monetary sovereignty. If widely adopted,
they could erode the central bank's capacity to control the
domestic money supply, set independent interest rates, and
manage macroeconomic stability. These unbacked crypto assets
introduce new sources of high volatility and systemic risk that
currently operate outside the established perimeter of financial
regulation, requiring central banks and regulators to come up
with new strategies.

Impact on Final Goals

Main goal of monetary policy is to maintain price stability,
which refers to a low level of inflation in a sustained way.
Digitalization tends to have a deflationary effect on global
inflation by increasing productivity, reducing transaction costs,
and enhancing market efficiency; but its impact varies across
countries and economic conditions (Emara and Zecheru, 2024).
Such an impact may be considered positive to maintain price
stability. Automation and digital tools boost output with fewer
resources, lowering production costs and prices. Online platforms
allow consumers to compare prices easily, pressuring sellers
to keep prices competitive. Digital payments and e-commerce
reduce overhead costs, which can translate into lower consumer
prices. Real-time data and logistics tracking reduce delays and
waste, helping to stabilize prices. Digital platforms can suppress
wage growth in some sectors by increasing competition and
outsourcing, which is also beneficial for lower inflation.
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The Bank of Canada’s 2022 working paper founds that
digitalization flattens the Phillips Curve, meaning inflation
becomes less sensitive to changes in unemployment due to
global competition and automation (Friedrich and Selcuk,
2022). Moreover, Emara and Zecheru (2024) conducted a
study covering 54 advanced and emerging economies which
found that digitalization has a statistically significant nonlinear
deflationary effect on inflation. The impact becomes stronger
once a country’s digital ecosystem surpasses a threshold level
of development. Education and governance play crucial roles
in enhancing the effects of digitization on inflation. Higher
education levels improve human capital, leading to lower
inflation through increased productivity. And, good governance
reduces corruption and improves policymaking, contributing
to lower inflation rates. Digitalization helps enhance human
capital as well as maintain good governance.

Impact on Monetary Control and Transmission

The digital economy has led to the development of new payment
methods beyond physical cash, including credit cards, e-money,
and cryptocurrencies. This has been changing the landscape for
monetary policy, as central banks must adapt to a world where
a significant portion of transactions may not involve traditional
fiat currency. Digitalization is fundamentally altering monetary
systems, leading to a decline in cash usage and the emergence of
digital currencies. The shift towards a cashless society presents
both advantages and significant concerns for various segments
of the population.

Digitalization and the rise of the digital economy are
altering how money is created, transmitted, and controlled,
challenging traditional tools. As digital payments and private
currencies grow, tools like interest rate adjustments and reserve
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requirements may lose influence over spending and saving
behavior (Fiedler, et. al, 2019). Digital platforms accelerate
how policy changes (like rate cuts) affect consumer behavior,
making monetary policy more responsive but also more volatile
(Chu, et.al. 2023). Monetary policy traditionally influences
the economy through interest rates, credit availability, and
expectations. Digitalization modifies these channels in several
ways. Fintech firms and digital wallets challenge traditional
banks, potentially weakening the interest rate channel if
these platforms are less sensitive to central bank rates. More
importantly, digital payments accelerate transactions, which may
amplify the effects of monetary policy or require adjustments in
timing and magnitude.

Cryptocurrencies and stable coins introduce currency
competition, potentially weakening central banks’ control over
the money supply (Fiedler, et. al, 2019). Cryptocurrencies like
Bitcoin operate outside central bank control, raising concerns
about monetary sovereignty and financial stability. Stable
financial system is necessary for smooth monetary transmission.
In response, central banks are working on developing central
bank digital currencies (CBDC) to address new risks, such as
the volatility of cryptocurrencies and the potential weakening of
their control over the money supply. CBDCs may offer central
banks a tool to modernize monetary policy. They can enhance
transmission by allowing direct interest rate application to
digital wallets, improve financial inclusion, and reduce reliance
on cash. A CBDC could expand the central bank's toolkit by
enabling direct interest payments on digital currency, potentially
allowing for more flexibility in implementing negative interest
rate policies.
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CBDCs allow households and businesses to hold direct
claims against the central bank, expanding the definition of base
money. The introduction of CBDCs could impact the fractional
reserve system by changing how liquidity is held and managed
in the economy (Fiedler et al., 2019). CBDCs represent a
significant shift in monetary systems, posing both opportunities
and challenges for traditional banking and monetary policy.
CBDCs compete with bank deposits, potentially substituting
them as the primary form of money holding. They are
considered legal tender, eliminating counterparty risk and bank
run risks. Commercial banks may lose deposit attractiveness
unless they offer superior services or higher interest rates than
CBDCs. Bouis et al., (2024) state that the impact of retail
CBDC issuance on financial stability may range from limited
to significant, depending on its design, the scale of issuance, the
central bank’s approach, and existing conditions that influence
how banks respond competitively. Further, according to Ahnert
et al., (2024), CBDC design, especially remuneration levels and
holding limits, plays a critical role in financial stability, which
requires a carefully balanced approach. Further, Kunaratskul
et al., (2024) argue that while CBDCs may pose challenges to
monetary operations, such as liquidity forecasting and interest
rate management, these impacts can be mitigated through
operational adjustments or careful CBDC design.

Despite emerging complications, real-time digital
data allows central banks to monitor economic activity more
precisely, enabling more targeted interventions. Central banks
can use big data, Al, and machine learning to improve economic
forecasts and obtain better insights of the economy, which can
inform policy decisions. Big data from sources like transaction
records, online searches, and social media can provide central
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banks with faster, more granular insights into economic activity,
potentially improving economic forecasting and the timeliness
of policy decisions.

Positive side is that e-money can strengthen monetary
policy by increasing financial inclusion, leading to stronger
passthrough to interest rates, more bank deposits, and enhanced
competition. Contrary, digitalization can weaken monetary
policy's control over risk-taking by banks, particularly for large
banks, because they can more easily adapt to fintech and digital
finance. Further, digital currencies and platforms can operate
globally, complicating exchange rate management and capital
flow monitoring (Huang et. al. 2024).

4. Conclusions

Digitalization has been happening rapidly, resulting in digital
economy with several implications for banking and financial
system, as well as monetary policy. The emergence and expansion
of digital economy has been impacting the goals that monetary
policy needs to consider and the ways it is transmitted in the
economy. Though there is a positive impact on price stability
from the digitalization, the emergence of cryptocurrencies has
been challenging the role of central bank and monetary policy.
Digitalization has been lowering role of cash and can increase
the velocity of money. More importantly, since cryptocurrencies
work outside the domain of central bank, it lowers the capacity
of central bank to manage money supply while carrying out the
monetary policy management.

To counter the impact of private cryptocurrencies, many
central banks are working on developing own CBDC which
seems to create new untested area to navigate for monetary
policy operation. It will have several implications for managing
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money supply to meet the goals of monetary policy. With the
digitalization process, maintaining price stability may not be
an important goal for monetary policy to achieve. However,
emergence of cryptocurrencies has created challenges to
maintain monetary sovereignty and ensure financial stability.
Maintaining financial stability is also at risk, which is necessary
for smooth transmission of monetary policy.

In the emergence new and uncertain era, central banks
need to proactively research the emerging situation and its
likely impact on overall banking system and the conduct of
monetary policy. The digitalization of finance is an irreversible
force that demands innovative approach from central banks. The
challenge is not merely technological but structural, requiring
a complete reassessment of regulatory scope and policy
instruments. To preserve their core mandate of ensuring price
and financial stability, central banks must successfully navigate
the rise of private digital money while carefully designing
CBDCs to maximize policy effectiveness without destabilizing
the foundation of the existing financial system. The future
efficacy of monetary policy hinges on this crucial adaptation of
emergence of the digital economy and digitalization.

Authorities in fact, need to regulate the use of crypto assets
to prevent money laundering and terrorism financing, protect
consumers, and ensure fair competition. Further, policymakers
need to collaborate between e-money issuers and traditional
banks to leverage the benefits of new digital technologies for
monetary policy and financial stability. Countries need to invest
in their digital ecosystem and investment in human capital
and governance to have the positive impact of digitization on
inflation and the economy.
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Economics of Fiscal Federalism
in Nepal

Gopi Khanal, PhD*

Introduction

I.

With the promulgation of the Constitution in 2015,
federalism has become the modus operandi of governance
in Nepal. This system shares powers and responsibilities
among the three tiers of governance: the federal
government, the provincial governments, and the local
governments. As per the letter and spirit of cooperative
federalism, the relationship among these three tiers
should be based on the principles of cooperation, co-
existence, and coordination. Federalism, at its core, is
the distribution of state power and responsibilities among
the different levels of government (Khanal, 2022). This
paper, however, will focus specifically on the economic
aspect of fiscal federalism.

Fiscal federalism refers to the distribution of fiscal powers
and responsibilities among the different levels of
government (MoFAGA, 2022). In the context of Nepal, it
involves the distribution of expenditure responsibilities,

* Former Secretary, Government of Nepal
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revenue-generating powers, and their regulations among
the federation, provinces, and local governments. There
are 7 provinces and 753 local governments in Nepal that
enjoy constitutionally designated fiscal powers and
responsibilities. The ultimate objective of fiscal federalism
is the socio-empowerment of citizens through
strengthening the fiscal capacity of all tiers of government
(Martinez-Vazquez, 2011)t. Fiscal federalism is
understood through its four pillars: expenditure
assignment, revenue assignment, intergovernmental fiscal
transfers, and the management of public debt. These four
pillars will be discussed in subsequent sections (Bird,

1999).

Fiscal Economic
Empowerment Empowerment
of Government of People

)

Figure 1: The Ultimate Objective of Fiscal Federalism

First -Generation and Second-Generation Theories of Fiscal
Federalism

1.

The literature on fiscal federalism has categorized its
theories into "first generation" and "second generation"
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theories (Weingast, 1995). The first-generation theories of
fiscal federalism operate on the assumption of a benevolent
government. They argue that since the government is
benevolent, it exercises its fiscal power in an efficient and
effective manner. This efficiency is achieved due to the
technical competencies of bureaucrats and the downward
accountability of politicians. Fiscal power should be
assigned to those levels of government where it can be
exercised most efficiently. The first-generation theory of
fiscal federalism is based on the principle of subsidiarity.
This principle states that the functions of spending, tax
generation, and the regulation of fiscal powers should be
assigned to the lowest level of government unless there is
a convincing case that such functions should be carried
out by a higher level of government. This principle argues
that local governments know the choices and voice of
the people and can optimally match preferences due to
their proximity to the citizens. As a result, they will be
allocative efficiency in the management of fiscal power.

Second-generation theories of fiscal federalism examine
the exercise of fiscal powers and responsibilities from the
lens of political economy. They argue that fiscal powers
are subject to various problems such as the principal—-
agent problem, the common pool problem, the Leviathan
problem, and the steady-state problem. The principal—
agent problem occurs when the fiscal agents - i.e.,
bureaucrats and political leaders - do not care about value
for money. The fundamental problem of public finance
is that it involves spending other people’s money. The
“others” are the citizens, who may not be visible all the
time, while the agents (politicians and bureaucrats) are
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visible. In the absence of visibility of principal (citizens),
there is always a probability of manipulation or misuse
of public funds by the fiscal agents. The common pool
problem occurs when the burden of taxation and debt
falls on all citizens of a country, while the benefits accrue
mainly to the constituents of powerful political actors. In
such a situation, the benefits received by these groups are
greater than the average benefits received by the general
population. The steady-state problem arises when public
funds are used primarily to maintain the existing political
and administrative structures, leaving limited resources
for the development of the country or for serving the
people. The Leviathan problem refers to the tendency of
the government to expand the size of its administrative
and political structures in order to increase the power of
bureaucrats and politicians, rather than for the benefit of
ordinary citizens. Due to these problems in the behavior
of fiscal agents, the second-generation theory argues for
the establishment of robust institutions and mechanisms
such as auditing, accounting, checks and balances,
measures for corruption control, and social accountability
mechanisms such as public audits, public hearings, and
social oversight in the management of public funds. There
should also be proper levels of sanctions on fiscal agents
to ensure responsibility and transparency.

150

Y /353



Expenditure Revenue
Assignment Assignment

Public
Borrowing

Figure 2: Four Pillars of Fiscal Federalism

Expenditure Assignment

I.

Expenditure assignment, or the distribution of expenditure
responsibilities among the different tiers of government,
is considered the first pillar of fiscal federalism. Assigning
revenue power without first assigning functional
responsibilities is considered "putting the cart before
the horse." There are different models and theoretical
arguments for expenditure assignment. According to
economist Richard Musgrave, the government has three
major economic roles: Stabilization of the economy,
Equitable distribution of economic resources and
allocation of resources to public service delivery and
development activities, alongside the day-to-day work
of the government. He argues that the stabilization
function should be assigned to the federal government,
as it requires fiscal and monetary tools that are only
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available at the national level (Musgrave & Musgrave,
2004). The responsibility for equitable distribution of
resources should also lie with the central government
due to its nationwide scope and responsibilities. Finally,
the allocation function should be divided among all levels
of government according to their respective scopes of
work.

Allocation :
Allocation for Public
Goods and Services

Distribution: Stability: In

Income Economy

Figure 3: Economic Roles of Government
2. The Constitution of Nepal has clearly delineated the
powers and responsibilities of all three tiers of government
through specific schedules. Schedule 5 lists the exclusive
powers of the federal government, Schedule 6 outlines
the exclusive powers of the provincial governments,
and Schedule 8 details the exclusive powers of local
governments. Schedule 7 lists the concurrent powers
shared by all three tiers and Schedule 9 outlines the
concurrent powers of all three tiers of government (The
Asia Foundation, 2020). To prevent duplication and
overlapping of these powers, the Government of Nepal
has undertaken an "unbundling" exercise, breaking down
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broader functions into specific, actionable items. Despite
these efforts, overlapping and duplication in legislation
persist among the different levels of government. There
are practices of one level encroaching upon the functional
jurisdiction of another, and contradictions exist within
various sectoral laws. The Constitution has kept residual
powers with the federal government. A key provision
states that in the case of concurrent functions, a law made
by a lower level of government (provincial or local)
cannot contradict the law of a higher level (federal). Any
law found to be contradictory will be rendered null and
void to the extent of that contradiction.

Revenue Assignment

1.

Revenue assignment is the distribution of revenue
generation powers and responsibilities among the different
levels of government. In an ideal revenue assignment
system, a sub-national government would have the
power to decide the tax base, determine the tax rate,
collect the revenue, spend that revenue, and retain the tax
proceeds after expenditure (Asian Development Bank,
2001). The economist Richard Musgrave has provided
traditional guidelines for the assignment of revenue
among different levels of government. He suggested
that any tax which has implications for macroeconomic
stability and income redistribution should lie with the
central (federal) government. Conversely, taxes that are
immobile, with limited cross-jurisdictional externalities,
should be assigned to local governments. However, there
is no clear theoretical guideline behind the assignment of
tax functions to intermediate levels of government, such
as provinces. A property tax is a classic example of a
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suitable local tax, while tariffs on international trade are a
prime example of a central government tax.

Deciding Tax | Determining
Base Tax Rate

Spending Tax [l Retaining Tax

Proceeds Proceeds

Regulating
Tax

Figure 4: Components of Revenue Assignment

2. The Constitution of Nepal has provided a list of revenue
sources to be mobilized by the federal, provincial, and
local levels of government. Most broad-based taxes, such
as custom, excise duty, Value Added Tax (VAT), corporate
income tax, and individual income tax are assigned to the
federal government. Local governments have the power
to generate revenue from property tax, small business
tax, land and building registration fees, entertainment
tax, advertisement tax, and land revenue. The provincial
governments have the authority to generate revenue from
taxes like the agricultural income tax. However, there
is overlap in revenue sources, such as entertainment
tax, advertising tax, land registration fees, and motor
vehicle tax, as both the provincial and local levels have
the power to levy these taxes.To overcome these issues,
the Intergovernmental Fiscal Arrangement Act has been
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enacted to sort out these conflicts. The Act contains
legal provisions for sharing the revenue generated from
these overlapping taxes between the provincial and local
governments.

Table 1: Revenue Authority of Federal, Provincial and Local

Government under the Constitution

Exclusive authority

Corporate income tax
Remuneration tax
Passport fee

Visa fee

Tourism charge
Service fee and
charge

Penalty and fine

House and land
registration fee
Motor vehicle tax
Entertainment tax
Advertisement tax
Tourism fee
Service charge
Penalty

Provincial
Federal Government Grov1nc1a ‘ Local Government
overnmen
Schedule 5 Schedule 8
(Schedule 5) (Schedule 6) (Schedule 8)
Customs Property ta
X
Excise duty 0 perty ‘t
ren
Value added tax ouse rent tax

House and land
registration fee
Motor vehicle tax
Service charge
Service fee
Advertisement tax
Business tax
Land tax (land
revenue)

Fines and penalty
Entertainment tax

Concurrent authorities of all levels of government (Schedule 9)

Service fee

Charge

Penalty

Royalty from natural
resources

Tourism fee
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Intergovernmental Fiscal Transfer

1.

Practically and technically, it is difficult to transfer
revenue-generating power in line with expenditure
assignments. In many countries around the world,
revenue powers have not been fully transferred to match
expenditure responsibilities. Economically, different
levels of government have different capacities for tax
collection, resulting in disparities in their own-source
revenue. Often, sub-national governments cannot finance
all their expenditure responsibilities from their own
revenue sources. Economic centers are scattered unevenly
across the country, resulting in differing levels of revenue-
generating power for sub-national governments. When
there is a mismatch between expenditure responsibilities
and revenue-generating capacity, it results in a vertical
fiscal imbalance. Horizontal fiscal imbalance is the result
of differing levels of fiscal capacity among jurisdictions,
as economic resources and tax bases are not distributed
equally. intergovernmental fiscal transfers aims to address
these horizontal and vertical imbalances (Shah, 2007).

To address the mismatch between expenditure
responsibilities and revenue-generating power of sub-
national governments, the Constitution of Nepal and
the Intergovernmental Fiscal Arrangements Act, 2017,
provide for intergovernmental fiscal transfers. The
federal government provides fiscal equalization grants,
matching Grants, special Grants, and conditional Grants
to provincial and local governments. The provinces also
provide these grants to local governments.The fiscal
equalization grant is provided based on a formula set by the
constitutional body called the National Natural Resources
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and Fiscal Commission (NNRFC). Conditional grants
are mostly sectoral grants from sectoral ministries, such
as health, education, roads, and irrigation. The National
Planning Commission administers the Special Grants and
Matching Grants, which are project-based grants with
specific criteria.

The federal government also provides intergovernmental
fiscal transfers through revenue sharing and royalty
distribution mechanisms, on the recommendation of the
NNRFC. The federal government shares 15% of VAT
and internal excise duty with the provinces, and 15% of
the same resources with local governments. The federal
government also shares royalties from mines, electricity,
forests, and mountaineering fees: 25% to the provinces
and 25% to local governments.

Public Borrowing

1.

The use of public borrowing for capital benefits projects
is justified on the ground that its benefits spill over to the
next generation Since the benefits are accrued to another
generation, it is unjustified to bear the tax burden by a
present generation alone . Public borrowing serves the
intergenerational equity in public finance. The productive
use of public borrowing for the economic sector can
be supportive to economic growth. However, in many
parts of the world, public borrowing has been one of the
sources of fiscal risks. The sub-national borrowing has
also been a source of risks in some countries. To mitigate
the risks from sub-national borrowing, modern states
impose hard budget constraints with prudential oversight
and surveillance. Soft budget constraints in sub-national
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borrowing were the cause of fiscal disasters in many parts
of the world.

2. Public borrowing has not been a widespread practice at
the sub-national level in Nepal. The municipalities can
borrow for capital-intensive projects through the Town
Development Fund after a series of project appraisal.
There is provision of mobilization of internal borrowing
by the Province within the limit set by the Nepal
Intergovernmental Fiscal Arrangements Act (NIFRA),
but no Province has yet exercised this power. There
are potential opportunities to mobilize resources from
capital markets for metropolitan cities but it has not been
exercised. There are legal hurdles as well. There is also a
provision of taking loans from the central government by
the Province and local government.

Key Issues and Challenges in the Management of Fiscal

Federalism in Nepal

I. One of the biggest threats of fiscal federalism is
the fiduciary risk. Fiduciary risk is the misuse and
mismanagement of public funds, not meeting results due
to corruption, and low compliance with the law (Bhatta,
2011). There is always a negative relationship between
the perceived risk of being caught (or the risk of being
socially boycotted) and fiduciary risk. The more the
perceived risk, the less the fiduciary risk is. Technical
measures alone will not control the fiduciary risks.
Societies should develop norms and a culture to oppose
corrupt behavior and corrupt people, so that people will
not take social risks.

2. Fiscal transfers to sub-national governments can bring
beneficial changes into the lives of citizens, provided these
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transfers are managed in an efficient and effective manner.
The National Natural Resources and Fiscal Commission
(NNRFC) has not been able to objectively figure out the
actual fiscal gaps of provinces and local governments.
A fiscal gap is the mismatch between expenditure needs
and revenue potential. The NNRFC needs to find out the
relative fiscal gaps for recommending the size of the fiscal
equalization grant and the amount of revenue sharing that
sub-national governments receive through the divisible
pool. The divisible pool of the fiscal equalization grant
is on an ad-hoc basis, as there are no defined criteria for
fiscal transfers. The NNRFC alone cannot determine
the expenditure needs of sub-national governments.
To estimate needs, it requires sectoral, geographic,
and technical standards, which can be developed by
and decided with the related sectoral ministries. For
expenditure needs analysis, the Government of Nepal must
further unbundle the expenditure responsibilities of sub-
national governments in detail. The present unbundling
report must be updated with detail. The National Planning
Commission can play an important role in studying the
expenditure needs and revenue potentials of sub-national
governments. Without figuring out the relative fiscal gap
for provincial and local governments, the fiscal transfer
system cannot be rationalized, and it will be bound to
follow an ad-hoc formula. Expenditure needs analysis is
crucial for maintaining fiscal equity.

3. The management of conditional grants has been one
source of debate among the three tiers of government in
Nepal. The local governments have been raising concerns
on the modality of project-specific conditional grants. It
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has become an instrument of pleasing the constituents of
powerful political actors both at the central and provincial
levels. Local governments are demanding output-based
conditionalities, such as the length of roads, coverage
of irrigation, coverage of immunization, and school
enrollment ratios. However, the provincial and federal
governments are promoting location-specific projects with
names under the conditional grant without demand from
the local government. Conditional grants have become an
instrument of political elites to serve their constituents.
The provinces have also accused the federal government,
arguing that it promotes pork-barrel financing.

Maintaining fiscal health is another significant challenge
in the management of public finance in Nepal. One key
factor that damages fiscal health is fiscal risks. A country
may appear to have sound public finances, but hidden
vulnerabilities can threaten its future fiscal position.
Fiscal risks refer to potential events or conditions that
may cause significant deviations from expected fiscal
outcomes (International Monetary Fund, 2013). These are
factors that may cause actual fiscal outcomes (revenues,
spending, fiscal balance) to differ from what was expected
or forecasted. These risks lead to short- to medium-term
variability in a government's financial position. Off-budget
fiscal activities, implicit liabilities (e.g., state guarantees,
bailouts), and poor coordination between central and local
government finances are some of the examples of fiscal
risks. Governments need to measure the fiscal health of
public finance. For the federal and provincial levels,
the following indicators can be used to measure fiscal
health: the ratio of current and capital expenditure to total
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expenditure, the percentage of irregularities relative to
total expenditure, and the proportion of a government's
own revenue in its total budget At the sub-national
level, the following are some examples of measures
of fiscal health:

Table 2: Meaures of Fiscal Health

S.No Indicators

1 The ratio of Own-Source Revenue (OSR) to total revenue:
) (OSR / Total Revenue) * 100

) Ratio of total expenditure to allocated budget:
’ (Expenditure / Total Budget) * 100

3 Level of fiscal dependency: (Own-Source Revenue / Total
’ Budget) * 100

4 Level of amount of irregularities: (Amount of irregularities
’ / Total expenditure) * 100

5 Revenue collection performance: (Actual own-source
’ revenue / Projected revenue) * 100

6. Per capita revenue: Actual revenue / total population

Way Forward

1. Fiscal federalism is not only about the distribution of

fiscal powers and responsibilities but also about enlarging
the overall fiscal "cake" to be distributed. For Nepal to
succeed in this, it is imperative to enlarge the size of its
economy, as measured by its Gross Domestic Product
(GDP). The current size of Nepal's GDP is only about
US$45 billion. Without a larger economy, the overall size
of the budget cannot be increased. With limited resources,
the country cannot achieve its socio-economic targets.
Economic growth and development are a sine-qua-non or
successful fiscal federalism. All levels of government-
federal, provincial, and local- need to work together to
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build a robust local, provincial, and national economy.
This is an age of supremacy of economic over politics.
The first and foremost task of fiscal federalism in Nepal
is to facilitate the enlargement of the economy through
inclusive and equitable growth.

Nepal has adopted federalism to steer its governance
system. However, there are ongoing arguments and
counter-arguments regarding the relevance of federalism
in the country. A substantial number of people oppose
federalism in Nepal. One of the primary reasons for this
opposition is the huge political structure created in the
name of federalism. To ensure the legitimacy of federal
governance, Nepal must downsize the proliferating
structures of government. This includes reducing the
number of ministries, the number of parliamentarians, and
the number of local government units, and many others.
The principle of "value for money" must be maintained to
provide justification to the taxpayers who fund the state.
Overlapping and duplication in the expenditure
responsibilities of the three tiers of government still
persist. There are also practices of encroachment on
functional jurisdictions, including exclusive powers. The
Government of Nepal, in close cooperation with sub-
national governments, must update the "unbundling" report
to detail the functions and their corresponding service
standards. This will facilitate governance reform and help
restructure the governance framework at all levels. Many
public functions currently carried out by the government
can be transferred to community organizations and the
private sector. This will achieve greater efficiency in the
use of resources.
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4. Many experts have opined that there is ample room to
enlarge the size of revenue at all levels of government.
Taking policy measures to bring the informal economy
into the formal economy can generate a substantial
amount of revenue and can also curb revenue leakages.
The Government of Nepal needs to build the capacity
of sub-national governments to raise their own revenue
to reduce the dependency on fiscal transfers. At the sub-
national level, there are empirical research findings that
own-source revenue is superior vis-a-vis fiscal transfers
in making the local governments more accountable to
citizens. Local governments can raise additional revenues
from property tax, small business taxes, and building
permission fees through revenue mapping. However, they
need to focus on extending the revenue base rather than
the rate.

5. Performance-based fiscal transfers have been supportive in
improving the performance of sub-national governments
(The World Bank, 2007). Currently, a tiny fraction of the
fiscal equalization grant is tied to performance-based
funding. However, the indicators used are limited. The
Ministry of Federal Affairs and General Administration
has introduced the Local Government Performance
Assessment System (LGPAS) with 100 indicators related
to different aspects of governance, including public
financial management and local economic development.
This system should include the performance indicators
used by the NNRFC. Performance-based scrutiny should
be applied to revenue sharing, conditional grants, and
special grants as well. It should be made mandatory by
law with strict provisions in the Intergovernmental Fiscal
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Arrangement Act, 2017.

6.  Metropolitan cities have the opportunity and capability
to mobilize revenue from the capital market for capital-
intensive projects. The role of Town Development
Funds should be expanded and mandated to issue "green
development bonds." Provincial governments and some
fiscally capable local governments with sufficient own-
source revenue should also be empowered to explore this
avenue. As of October 2025, Nepal's public debt-to-GDP
ratio has risen to 44.61 percent'. In FY 2013/14, this ratio
stood at just 22.28 percent. While some economists argue
thata debt-to-GDPratio of up to 60 percent is not inherently
risky, the vulnerability of Nepal's economy necessitates
caution. Given that government revenue remains heavily
reliant on remittances and the economy suffers from a
widening trade deficit, a debt-to-GDP ratio exceeding 40
percent is a cause for concern. Nepal's revenue streams are
volatile and can fluctuate with external shocks. Therefore,
significant precaution is required in the mobilization of
public debt.

7. Nepal can expand its fiscal space not only through
revenue maximization but also through expenditure
rationalization. All three tiers of government need to
strengthen public financial management by improving
allocative efficiency, building capacity for project
management, and implementing administrative reform.
The Karnali Province and Gandaki Province have already
stated their intention to downsize their administrative
structures. Bagmati Province is also planning to follow
suit. Downsizing these structures will enlarge the fiscal

' From Republica on 31 October, 2025
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space for development expenditure and reduce the
recurrent, non-productive administrative spending. The
Federal Government needs to follow the same path.

Conclusion

The ultimate objective of fiscal federalism is the socio-economic
empowerment of the people through the fiscal empowerment of
all tiers of government. A government is fiscally empowered
when it has the fiscal capacity, together with good fiscal
governance, to use its resources to bring beneficial changes to
the people. For this purpose, governments need a reliable and
sustainable fiscal space, which can be achieved by maximizing
revenue and rationalizing expenditure. Expanding the fiscal
space through revenue maximization is an evolving process
that requires strong institutions. The shortest route to enlarging
the fiscal space is expenditure rationalization. Both of these
approaches demand political commitment and the institutional
capacity of the state apparatus.
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Understanding Nepal’s International
Economic Outlook: Why Non-
Alignment still Matters ?

Yagya Bahadur Katawal*

Introduction

Nepal’s foreign policy has always been guided by the principle
of nonalignment. This means independence, neutrality, and
balanced engagement in international relations. The policy is
rooted in the ideals of the NonAligned Movement (NAM) and
the Panchasheel principles: mutual respect for sovereignty,
noninterference, equality, peaceful coexistence, and cooperation.

Nepal has consistently avoided military alliances and
power blocs. This is not only an ideological choice but also a
practical one, shaped by Nepal’s unique position as a small,
landlocked country between two major powers India and
China. For Nepal, a careful and pragmatic diplomatic strategy
is essential.

Why Non-alignment Matters Today ?

Intoday’sworld ofrising geopolitical tensions, including conflicts
involving the United States, Israel, and Iran, nonalignment has

* Deputy Director, Nepal Rastra Bank
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become even more important for Nepal. Nonalignment also
allows Nepal to play a constructive role in international affairs.
It supports global peace and stability without compromising
national interests. In a world increasingly shaped by rivalry
and shifting alliances, Nepal’s commitment to nonalignment
remains a practical way to safeguard independence and promote
cooperation.

Nepal’spolicy ofnon-alignmentisrooted inits constitution,
foreign policy tradition, and the principles of Panchsheel
and the United Nations Charter. It emphasizes independence,
neutrality, and balanced international engagement. Moreover,
by following the principle of non-allignment, Nepal seeks
to preserve its sovereignty, avoid entanglement in external
conflicts and promote peaceful solutions through multilateral
platforms such as the United Nations

Strategic Autonomy and Economic Interests

The protection of strategic autonomy remains a central reason
why non-alignment continues to be vital for Nepal. As a
remittance-dependent economy, Nepal relies heavily on the
income generated by millions of migrant workers employed
abroad, particularly in the Middle East. Remittances constitute
a substantial share of the country’s GDP and serve as a
critical source of household income, foreign exchange, and
macroeconomic stability.

In this context, Nepal’s foreign policy cannot be divorced
from its economic realities. Taking sides in geopolitical conflicts
could jeopardize employment opportunities for Nepali workers
in host countries and expose them to heightened risks. Given
that a significant proportion of Nepal’s remittance inflows
originates from the Gulf region, any diplomatic misalignment

925 fafee /383



could have direct consequences for national economic stability
and the welfare of its citizens abroad .

Non-alignment, therefore, provides Nepal with the
necessary diplomatic flexibility to maintain cordial relations
with diverse and sometimes competing states. It allows the
country to prioritize the safety of its migrant workforce while
safeguarding its broader economic interests. In this sense, non-
alignment is not an outdated Cold War relic but a pragmatic
and adaptive strategy for survival, particularly for small and
developing economies navigating an increasingly complex and
polarized global order.

Key Theories of Non-alignment

In the field of international relations, three dominant theoretical
perspectives i.e. realism, liberalism, and constructivism have
traditionally shaped the understanding of global politics.
Realism emphasizes power, security, and the anarchic
nature of the international system; liberalism highlights
cooperation, institutions, and economic interdependence;
while constructivism focuses on the role of ideas, norms, and
identities in shaping state behavior . In recent years, alternative
approaches such as pragmatism and the broader framework
of Global International Relations (Global IR) have gained
prominence. Global IR seeks to integrate mainstream theories
with critical and post-colonial perspectives, encouraging a more
inclusive understanding of world politics that reflects non-
Western experiences. In this regard, the Bandung Conference
serves as a key reference point, symbolizing the assertion of
agency by newly independent states and their resistance to
dominant Western-centric narratives.
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Similarly, the Non-Aligned Movement emerged during
the Cold War as a collective response by newly independent
countries seeking to avoid alignment with the two major power
blocs led by the United States and the Soviet Union. Its core
principles strategic autonomy, peaceful coexistence, economic
cooperation, and opposition to imperialism reflect a synthesis of
various international relations theories. While realism explains
the emphasis on sovereignty and security, liberalism is evident in
NAM’s focus on cooperation and diplomacy, and constructivism
highlights the role of shared identity and anti-colonial norms. In
the contemporary era, non-alignment continues to hold relevance
as countries navigate an increasingly multipolar world and seek
to maintain independence amid evolving geopolitical pressures,
including the rise of new powers.

Key Ideological Foundations of Non-alignment

1.  Strategic Independence

The philosophy of strategic independence asserts that states
should make foreign policy decisions free from external
pressure. By avoiding formal military alliances such as NATO
or the Warsaw Pact, NAM members preserved autonomy in
decision-making. This principle remains relevant today, as
countries seek to balance relations with major powers without
compromising sovereignty.

2.  Diplomatic Existence

NAM emphasizes diplomacy and peaceful coexistence.
Member states advocate negotiation and dialogue over military
confrontation. By acting as intermediaries in global conflicts,
non-aligned nations reduce tensions and promote stability. This
diplomatic role reflects a commitment to conflict resolution and
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the strengthening of international organizations, particularly the
United Nations.

3.  Economic Development and Cooperation

Economic self-reliance is another pillar of non-alignment.
NAM promotes collaboration among developing countries to
reduce dependency on superpowers. Through trade, technology
transfer, and joint ventures, members aim to achieve mutual
growth. This principle reflects both liberal ideals of cooperation
and pragmatic strategies for survival in a global economy
dominated by powerful states.

4.  Anti-Imperialism and Anti-colonialism

The roots of non-alignment lie in opposition to colonialism
and imperialism. Many NAM members had recently gained
independence and sought to protect their sovereignty. The
movement supported liberation struggles and provided
diplomatic and material assistance to newly independent states.
This principle reflects constructivist ideas of identity and
solidarity, as well as a moral commitment to justice and equality.

Core Principles of NAM

Autonomy and Self-determination

Non-alignmentis grounded in the principle of self-determination.
Each state has the right to chart its own course without external
interference. For nations emerging from colonial rule, this
principle was essential to asserting independence in global
affairs.

Peaceful Coexistence

Peaceful coexistence is central to NAM ideology. Member
states advocate diplomacy and dialogue as tools for resolving

2053 IS - @ 209



disputes. This principle contrasts sharply with the militaristic
strategies of Cold War superpowers and reflects a desire to
avoid entanglement in their confrontations.

Economic Freedom

NAM promotes economic independence through cooperation
among developing nations. By encouraging trade and
technological exchange, the movement seeks to strengthen
economic stability and reduce reliance on external powers.
This principle reflects both pragmatic concerns and a vision of
collective progress.

Opposition to Foreign Domination

NAM consistently opposes external control, whether in the
form of colonialism, imperialism, or neo-colonial influence.
This principle underscores the movement’s commitment to
sovereignty and equality in international relations.

NAM in Historical and Contemporary Context

Cold War Era

During the Cold War, NAM provided a platform for newly
independent states to resist pressure from both the United States
and the Soviet Union. Leaders from Asia, Africa, and Latin
America emphasized solidarity, sovereignty, and independence.
The Bandung Conference symbolized this collective effort,
laying the foundation for NAM’s principles.

Post-colonial Identity

NAM’s ideology is deeply tied to post-colonial identity. Many
member states shared experiences of colonial domination and
sought to protect their hard-won independence. This collective
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identity fostered solidarity and shaped NAM’s commitment to
anti-imperialism.

Contemporary Relevance

In today’s multipolar world, NAM’s principles remain
significant. Strategic autonomy allows states to navigate complex
relations with major powers, including China, the United
States, and Russia. Economic cooperation among developing
nations continues to be vital for reducing dependency and
promoting sustainable growth. NAM’s emphasis on diplomacy
and peaceful coexistence is increasingly relevant in addressing
global challenges such as climate change, terrorism, and
regional conflicts.

Critical Analysis of NAM’s Ideological Foundations

. Preservation of Sovereignty: NAM provides a
framework for states to resist external pressure and
maintain independence.

. Promotion of Peace: By emphasizing diplomacy, NAM
contributes to conflict resolution and global stability.

. Economic Cooperation: NAM fosters collaboration
among developing nations, promoting mutual growth and
reducing dependency.

. Solidarity Against Imperialism: NAM’s commitment to
anti-colonialism strengthens global justice and equality.

. Lack of Cohesion: NAM’s diversity often leads to
differing priorities and limited collective action.

. Economic Challenges: Despite efforts at cooperation,
many NAM members remain economically dependent on
major powers.

. Changing Global Context: In a multipolar world, NAM
struggles to maintain relevance and influence.
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. Institutional Weakness: NAM lacks strong institutional
mechanisms to enforce its principles or coordinate policies
effectively.

The Non-Aligned Movement represents a significant
ideological and strategic response to global power politics.
Rooted in principles of strategic independence, diplomacy,
economic cooperation, and anti-imperialism, NAM reflects the
aspirations of newly independent states to assert sovereignty and
promote peace. While challenges remain, NAM’s core values
continue to resonate in contemporary international relations.
Its emphasis on autonomy, peaceful coexistence, and solidarity
against domination provides a framework for navigating the
complexities of a multipolar world

Nepal and the Non-aligned Movement

Nepal is a founding member of NAM, established in 1961
during the Cold War. NAM brought together countries that
chose not to align with major power blocs. Although the global
situation has changed with the end of the Cold War, the rise
of multipolarity, and new global powers the core principles of
NAM remain relevant.

Conflicts such as the RussiaUkraine war and tensions in
the Middle East show that instability persists. In this context,
Nepal must maintain a balanced and independent foreign policy,
especially as it is located between two rising economies, India
and China.

NAM continues to promote sovereignty, equality, peaceful
coexistence, and respect for international law. It provides Nepal
with a platform to avoid unnecessary conflicts and advance
national interests through multilateral diplomacy. Despite
criticisms that NAM has sometimes been slow to respond to
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crises, it has played a constructive role for example, advocating
fair access to COVID19 vaccines during the pandemic.

Nepal in the Context of US—Israel and Iran Tensions

The current geopolitical situation, where the United States and
Israel are positioned on one side and Iran on the other, presents
significant challenges for Nepal’s foreign policy. While Nepal
has consistently maintained that it will not take sides in such
conflicts, non-alignment does not imply passivity or inaction.
Rather, it requires careful balancing of national interests while
ensuring the protection of its citizens abroad. Nepal’s economic
and diplomatic ties with these countries are substantial: the
United States remains an important development partner, Israel
serves as a destination for Nepali migrant workers, and Iran
holds regional significance, particularly in the context of energy
and broader Middle Eastern geopolitics.

Conlflicts in the Middle East have direct and immediate
implications for Nepal. The country’s heavy dependence on
remittances constituting around a quarter of its GDP, with a large
share originating from Gulf countries makes it highly vulnerable
to regional instability. During periods of conflict, Nepali
migrant workers face heightened risks, and the government is
often compelled to undertake evacuation and rescue operations.
Recent crises have underscored this vulnerability, with tens of
thousands of Nepali workers seeking emergency assistance
amid escalating tensions.

In such a context, Nepal’s policy of non-alignment serves
as a pragmatic and necessary strategy. It allows the country to
maintain balanced relations with all parties, avoid diplomatic
entanglements, and prioritize the safety of its citizens and
economic stability. Consequently, non-alignment is not just a
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trace of the Cold War but a functional foreign policy strategy
that allows Nepal to movement through intricate geopolitical
circumstances while protecting its national interests and
fostering economic diplomacy for the nation’s development.

Economic Impact on Nepal

The economic impact of instability in the Middle East on Nepal
is both immediate and far-reaching. First, remittances one of
the pillars of Nepal’s economy are highly vulnerable to regional
disruptions. Millions of Nepali migrant workers employed in
countries such as Israel, Qatar, and Saudi Arabia send substantial
income back home, with remittances estimated to account for
roughly 35-40 percent of Nepal’s GDP in recent years. Any
escalation of conflict threatens not only these income flows but
also the broader macroeconomic stability they support.

Second, employment opportunities abroad are closely
tied to Nepal’s diplomatic posture. If Nepal were perceived as
aligning with one geopolitical bloc, it could risk losing access
to labor markets in rival countries, thereby limiting overseas
employment prospects for its citizens. Third, energy security
presents another strategic concern. Iran, given its vast energy
resources, could emerge as a potential partner for Nepal in the
future. Taking a position against Iran could therefore constrain
long-term opportunities for energy cooperation.

Finally, development partnerships must also be carefully
managed. The United States remains akey source of development
assistance, investment, and educational opportunities for Nepal.
Maintaining constructive relations with such partners without
compromising neutrality is essential for sustaining development
gains.

Taken together, these factors highlight that Nepal’s
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economic stability is deeply tangled with its foreign policy
choices. Non-alignment enables Nepal to preserve access
to remittance flows, safeguard employment opportunities,
maintain diversified international partnerships, and ensure
economic resilience. In this sense, neutrality is not merely a
diplomatic preference but a strategic economic necessity.

Challenges for NAM and Nepal

Despite its historical significance, the Non-Aligned Movement
(NAM) faces several challenges in the contemporary global order.
One of the primary issues is the erosion of unity among member
states, as countries with diverse political systems, economic
priorities, and foreign policy orientations often struggle to
reach consensus on key international issues. Additionally, some
members have gradually moved away from the core principles
of non-alignment by engaging more closely with major powers
or regional blocs, thereby weakening the collective coherence
of the movement. The changing geopolitical landscape marked
by the end of the Cold War and the emergence of a multipolar
world has also raised questions about NAM’s relevance and
effectiveness, as alternative platforms such as regional alliances
and groupings increasingly shape global governance.

However, despite these challenges, NAM continues to
retain relevance as a platform for cooperation among developing
countries. It remains one of the largest groupings of states
and provides a collective voice for the global issues such as
climate change, inequality, and sustainable development. For
Nepal, NAM offers several strategic advantages. It provides
a platform to rise its voice in international forums, supports
its long-standing policy of avoiding unnecessary geopolitical
entanglements, and reinforces its commitment to peace,
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sovereignty, and multilateral cooperation.

In an increasingly complex and multipolar world, Nepal
can leverage NAM to strengthen its diplomatic position, and
safeguard its national interests. Thus, while NAM may face
structural and political challenges, it continues to serve as a
valuable framework for countries like Nepal seeking strategic
autonomy and balanced international engagement.

Conclusion

The Non-Aligned Movement (NAM) continues to hold
significance as a platform for advancing the interests of
developing countries within an increasingly multipolar
global order. While the geopolitical landscape has evolved
considerably since the Cold War, the foundational principles of
non-alignment such as respect for sovereignty, equality among
states, and peaceful coexistence remain highly relevant in
guiding international relations .

Recent developments in the Middle East, including
rising tensions between Israel and Iran, illustrate the fragile
and interconnected nature of contemporary geopolitics. The
involvement of major powers and regional actors underscores
the potential for localized conflicts to carry broader global
implications. For countries like Nepal, which maintain
economic and human linkages with the region, such instability
can have indirect but meaningful consequences.In this context,
Nepal’s adherence to non-alignment provides a pragmatic and
balanced framework for foreign policy. At the same time, it
supports Nepal’s consistent advocacy for peace, dialogue, and
the peaceful resolution of disputes.

Therefore, instead of being seen as a remnant of a bygone
era, non-alignment remains a pertinent and flexible approach.
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It enables Nepal to maneuver through a complicated global
landscape with adaptability, maintain its sovereign choices,
protect its long-term national interests, and promote economic
diplomacy.
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A Digital Roadmap for Modernizing
Cross Border Payments in the Digital
Age for Nepal

Karta Shrestha*

1. Introduction

The rapid digitalization of finance has increased the demand
for seamless and instantaneous cross-border payments. The
customers and the businesses expect crossborder payments
to happen in time and at a low cost just like they use mobile
payments and the Faster Payment System for local transactions.
In contrast international payments still often take days, cost a lot
not providing clear information about the status. In response to
those problems the G20 created a Roadmap in 2020 to improve
crossborder payments by 2027. The Roadmap set targets. One
target is that the average cost of retail crossborder payments
should be 1 percent. The G20 wants most crossborder payments
to finish within one hour after the payment starts (Lewis, 2025).
The effort still focuses on high costs slow speeds, limited access
and lack of transparency in cross border payment services
(Recker et al., 2024). The effort will only succeed when the

* Deputy Director, Nepal Rastra Bank
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world works together on the payment infrastructures, standards
and regulations and cooperation. The article gives an overview
of global efforts to modernize cross border payments in the
digital era. Also, it examines the current Nepali scenario and
presents a strategic way forward for NRB in aligning with and
leveraging these developments.

2. Global Initiatives to Modernize Cross Border
Payments

Global modernization of cross-border payments accelerated
after the G20 Roadmap identified systemic challenges like
high costs, slow settlement, fragmentation, and inconsistent
standards. According to Recker et al. (2024) and the FSB
(2021), this roadmap became the global guiding framework,
setting quantitative 2027 targets for speed, cost, access, and
transparency.

Major Global Initiatives
a) G20 Roadmap & 2027 Targets (Recker et al., 2024;
FSB, 2021)

The roadmap established reforms in interoperability, regulatory/
supervisory alignment, and data-standard modernization (ISO
20022). The 2027 goals such as 75% of cross-border payments
settling within one hour and remittance costs falling below 3-5%
provide measurable accountability and are actively monitored
by the Financial Stability Board (FSB) and Committee on
Payments and Market Infrastructures (CPMI) through global
Key Performance Indicators.

b) Interlinking Fast Payment Systems (FPS)
(Suthiwartnarueput & Hingel, 2023)

The global trend of connecting real-time payment systems such
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as Thailand—Singapore PromptPay, PayNow, Singapore—India
UPI, and Malaysia—Thailand FPS links has enabled near-instant
cross-border transfers, cutting fees from around 10% to a few
dollars and accelerating delivery from days to seconds. By
2022, PromptPay—PayNow handled over 65,000 monthly cross-
border transactions, confirming strong adoption.

¢) Regional QR & Retail Payment Interoperability
(Suthiwartnarueput & Hingel, 2023)

Southeast Asian economies are rolling out cross-border QR
interoperability, allowing users to pay foreign merchants using
domestic wallets. This aligns with ASEAN’s long-term plan to
create a unified regional retail payment space.

d) Multilateral Hub Platforms (Project Nexus) (Hall,

2025)

» BIS’s Project Nexus provides a scalable
multilateral model where countries integrate only
once with a shared hub to reach all participants.
After successful proofs-of-concept, Project Nexus
moved into an implementation phase in 2024, the
central banks of Singapore, Malaysia, Thailand,
Indonesia, and the Philippines incorporated a joint
entity called Nexus Global Payments in Singapore
to operationalize a multilateral instant payment
network. According to Hall (2025), Southeast Asian
central banks have incorporated Nexus Global
Payments to operationalize this platform for 2025—
2026, enabling future connection of systems like
UPI and reaching over 1.7 billion people.

» Continental Hub Models (Africa’s Pan-African
Payment and Settlement System (PAPSS))
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mirrors Nexus’s multilateral approach in Africa,
enabling instant cross-border payments in local
currencies, reducing reliance on correspondent
banking structures.

e)  Wholesale CBDCs & Blockchain Settlement (Project
mBridge) (BIS, 2022)

The mBridge pilot conducted by the central banks of Hong
Kong, China, Thailand, and UAE completed 160 cross-border
payment and FX transactions worth $22 million over six weeks.
The BIS reported instant settlement, peer-to-peer transfers
of CBDCs, and significant efficiency gains, showcasing the
viability of multi-CBDC architectures.

f)  Improvements in Correspondent Banking (SWIFT
GPI & ISO 20022) (Recker et al., 2024 & FSB, 2021)

Global migration to ISO 20022 and adoption of SWIFT GPI are
key FSB-aligned reforms improving transparency, traceability,
compliance, and straight-through processing in cross-border
bank transfers.

g) Stable Coins & Digital Asset Innovations (Jones &
Seers, 2025)

While still cautiously evaluated, regulators recognize that stable
coins and tokenized assets could influence future cross-border
payments. Jones & Seers (2025) highlight that these remain
experimental due to risks, but are being studied as part of
broader modernization efforts.

3.  Current Scenario in Nepal’s Cross Border Payments

Importance of Cross-Border Payments for Nepal: Nepal is
a remittance backed economy, consistently ranking among the
top countries globally for remittance receipts as a share of GDP.
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In recent years, inward personal remittances have accounted for
around 26.60% of Nepal’s GDP (IFAD, 2024) a demonstration
to the millions of Nepali workers abroad sending money home
to support their families. This reliance on remittances means
that the efficiency of cross-border payments has significant
macroeconomic and social impact. Even smallest reductions
in transfer fees or delays could lead to substantial additional
income for Nepali households and improvements in the national
balance of payments. Traditionally, most remittances to Nepal
flow through informal channels and settlements rely on
correspondent banking (often via USD or INR intermediaries).
The costs in some corridors have been relatively high, though
South Asia’s averages have improved lately (in part due to
competition and large volumes in the India-Gulf routes). Still,
for a Nepali migrant sending money from countries from the
Middle East or Malaysia can consume 3-5% of the amount sent
and transfers may take several days if using legacy banking
channels (World Bank, 2024). Recognizing these challenges,
Nepal Rastra Bank has identified the development of Robust
Payment System as key strategic pillar and for this developing
cross-border payment services is an important component of
financial sector modernization and inclusion agenda.

Domestic Infrastructure as a Foundation (Nepal
Rastra Bank, 2025): Nepal has rapidly developed its domestic
digital payment ecosystem in the past decade, which provides a
foundation for cross-border connectivity. The country now has
several retail payment platforms, notably the Instant Payment
System (IPS) and connectIPS for interbank transfers, and a
fast-growing mobile payments scene (mobile banking apps,
e-wallets, QR code payments) (Nepal Rastra Bank, 2025).
Real-time fund transfers domestically through instruments
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like connectIPS, mobile banking immediate payments, and
QR scan payments have become common, especially in urban
areas and among banked customers. The COVID-19 pandemic
greatly accelerated digital payment adoption, with usage of
online and mobile channels surging. By mid-2024, Nepal had
over 23 million mobile wallet users and many payment agents,
indicating broadening access to digital finance. This domestic
progress is important because fast and inclusive “first and last
mile” payment infrastructure is a precondition to leverage
global payment linkages in cross-border transactions ultimately
land in a domestic account or wallet. NRB has also undertaken
significant reforms in payment system law and licensing. The
Payment and Settlement Act 2019 established a legal framework
for electronic payments, and subsequent bylaws and directives
have enabled non-bank payment service providers (PSPs) and
payment system operators (PSOs) to thrive under central bank
oversight. As a result, several card networks, switches, and
fintech operators are now part of Nepal’s payments landscape,
creating a more competitive environment. The country’s
National Payment Switch (NPS) is under development to
interlink all domestic payment channels for interoperability
and to settle transactions in central bank money. In short,
Nepal has been laying the groundwork domestically through
technology upgrades, regulatory reforms, market expansion,
the establishment of a regulatory sandbox, and the formation
of an innovation desk to Support digital payments innovation
eventually connect with international systems.

Recent Cross-Border Payment Initiatives in Nepal:

Nepal has recently made major progress in cross-border
payments, especially with India. In February 2024, Nepali
merchants using the Fonepay QR network began accepting
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payments from India’s UPI apps allowing Indian visitors to scan
Nepali QR codes and pay directly in Nepal. Over 1.5 million QR
merchants are enabled, making this widely accessible. Later in
2024, NRB also approved the reverse feature: Nepali payment
apps will be able to scan Indian UPI QR codes so Nepalese can
pay in India from their Nepali accounts. Together, these two-
way QR links mark a major step toward regional retail payment
integration.

Nepal is also preparing cross-border person-to-person
(P2P) transfers. NCHL has been authorized to build a National
Payment Interface (NPI) to connect with India’s UPI, which
could eventually enable instant Nepal-India remittances using
digital channels, within set regulatory limits.

Additionally, Nepal now allows Chinese tourists to use
WeChat Pay and Alipay through licensed Nepali partners,
enabling them to scan local QR codes while merchants receive
payment in Nepali rupees. A similar bilateral effort with Sri
Lanka has been approved, as Nepal’s Fonepay and Sri Lanka’s
LankaPay connect their systems to let citizens of each country
make instant mobile payments when abroad.

Nepal is steadily integrating into regional digital payment
networks, with QR interoperability and emerging links to
systems like India’s UPI laying the groundwork for faster,
cashless cross-border transactions. This phased approach
mirroring ASEAN best practices positions Nepal for modern
retail and remittance connectivity, though broader global reach
remains constrained by reliance on traditional channels, a non-
convertible currency, and capital controls. Even so, recent legal
and technical upgrades provide a strong foundation for Nepal
to expand secure, efficient cross-border payments in the years
ahead.
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4.  Challenges and Areas for Improvement

While there is strong drive to improve cross-border payments,
several challenges must be overcome to realize the full benefits
in Nepal and globally. Many of these challenges arises from
the historical fragmentation of payment systems and regulatory
frameworks across jurisdictions.

a) Legacy Infrastructure and Fragmentation

Global payments still rely on old correspondent banking
networks, limited operating hours, and fragmented systems,
meaning most of the world’s 70 plus instant payment systems
remain domestic (Hall, 2025). Without shared networks, cross-
border transfers pass through multiple intermediaries, adding
days and costs as a challenge seen in Nepal’s non-India corridors,
which still route via foreign correspondent banks.

b) Lack of Standardization

Inconsistent technical formats, messaging standards, and
compliance requirements create friction and delays. ISO 20022
aims to fix this, but global adoption is uneven, and AML/CFT
rules vary widely (FSB, 2021). Nepal’s migration to ISO 20022
and work on unified APIs and a National Payment Switch are
positive steps but require continued alignment with partner
jurisdictions.

¢) Regulatory and Capital Control Constraints

Divergent rules on Forex, licensing, transaction limits, and
KYC slow innovation. Nepal’s capital controls and non-
convertible currency restrict outward flows and constrain
fintech participation abroad. Harmonizing regulations,
reciprocal recognition of payment licenses, and MoUs with
partner regulators as encouraged by the G20 Roadmap (Recker
et al., 2024) are essential for smoother cross-border links.

BaES Y /353



d) Limited Access and Competition

De-risking has reduced correspondent banking access,
limiting options and keeping fees high in many corridors (BIS,
2022). In Nepal, smaller institutions depend on big banks, and
some high-migration corridors lack competitive players. Open-
ing payment infrastructure to qualified PSPs, enabling foreign
fintech partnerships, and using sandboxes can boost competi-
tion and lower costs.

e)  Operational and Forex Challenges

Instant payments require real-time FX pricing, liquidity
management, and resilient systems. Models like PromptPay—
PayNow rely on market makers for live FX quotes
(Suthiwartnarueput & Hingel, 2023). Nepal must address
FX constraints tied to the NPR-INR peg and upgrade RTGS
hours, liquidity arrangements, cybersecurity, and redundancy to
support real-time cross-border transfers.

f)  Transparency and User Trust

Historically opaque fees and uncertain delivery times deter
users and push activity to informal channels. Global reforms
like SWIFT Global Payments Innovation (GPI) and G20
transparency targets (FSB, 2021) aim to fix this. Nepal must
pair new digital channels like UPI-linked payments with strong
consumer Literacy, fee transparency, and dispute-resolution
mechanisms to build trust.

Nepal faces the same core issues as the global system
fragmentation, regulatory frictions, limited competition, and
operational gaps but international evidence shows these barriers
are soluble through coordinated policy, stronger infrastructure,
and regional cooperation. The next section outlines actionable
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strategies for NRB to unlock fast, secure, low-cost cross-border
payments.

5.  Way Forward

Nepal’s cross-border payment landscape is improving through
QR interoperability and emerging regional linkages, but
the system still faces global challenges such as fragmented
infrastructure, uneven standards, regulatory frictions, and limited
competition. To unlock the benefits of fast, low-cost, transparent
cross-border payments consistent with the G20 Roadmap and
international best practices, NRB needs a structured, forward-
looking strategy that upgrades infrastructure, strengthens
regulations, and deepens international cooperation. To position
Nepal for faster, cheaper, and more interoperable cross-border
payments, NRB should pursue a comprehensive, phase wise
strategy. This includes:

a) Developing a National Cross-border Payments
Roadmap that aligns Nepal’s ambitions with the
G20 framework, sets corridor-specific targets for
reducing remittance costs and settlement times, assigns
responsibilities across NRB departments, and establishes
Key Performance Indicators for continual performance
monitoring.

b) Modernizing Legal and Regulatory Frameworks by
revising foreign exchange rules to allow controlled small-
value outward payments, updating the Payment and
Settlement Act to legally support foreign system linkages
and reciprocal settlement finality, enhancing consumer-
protection norms for cross-border services, and preparing
forward-looking regulations for e-money, stable coins,
and CBDCs so the system remains future-ready.
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d)

Pursuing Regional and Bilateral Linkages beyond the
India, China and Sri Lanka now corridor by initiating
technical and regulatory dialogues with Bhutan,
Bangladesh and major migrant destinations such as the
Gulf, while also engaging in multilateral projects like BIS
Project Nexus to ensure Nepal can plug into emerging
global payment networks.

Expanding Access to Payment Infrastructure through
tiered participation rules that allow qualified PSPs,
remittance operators, and fintechs to access national
payment systems such as the National Payment Switch
or even RTGS under proper oversight, supported by
reciprocal licensing and participation arrangements and
MoUs with foreign regulators to enable cross-border
fintech partnerships.

Upgrading Core Infrastructure and Adopting
International Standards by completing ISO 20022
migration, extending RTGS hours toward 24/7 operations,
enabling the National Payment Switch to route multi-
currency and cross-border transactions, enhancing API
frameworks for system-to-system connectivity, and
promoting SWIFT GPI among banks to improve end-to-
end transparency.

Strengthening Compliance, Data Exchange, and
AML/CFT Frameworks through secure data-sharing
agreements with partner jurisdictions, adoption of
advanced regtech tools for real-time transaction
monitoring, establishment of a central KYC/digital ID
registry for instant verification, and implementation of
the Legal Entity Identification (Les) system to streamline
business-related payments.
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g)

h)

Participating in International Pilots and Standard-
Setting Forums such as mBridge for multi-CBDC
settlement experiments, regional instant-payment pilots,
CPMI and FSB working groups, and global KPI reporting
initiatives, it ensures Nepal stays aligned with evolving
norms and can benefit from technical assistance and
innovation spillovers.

Enhancing Consumer Awareness and Protection by
educating the public on new digital corridors (such as
QR and UPI-linked payments), mandating standardized
fee and FX disclosures, strengthening dispute-resolution
mechanisms with partner countries, and establishing a
cross-border payments helpdesk to boost user trust and
formal-channel adoption.

Implementing Continuous Monitoring and Adaptive
Oversight with real-time dashboards that track cost,
speed, volume, liquidity issues, and system reliability
across corridors; conducting quarterly cross-departmental
reviews; and updating limits, rules, and operational
guidelines based on usage data and stakeholder feedback
to ensure steady, evidence-based improvement.

By implementing these recommendations, NRB can

significantly improve the cross-border payment ecosystem in

Nepal. Many of these actions reinforce each other for instance,

updating regulations to allow new entrants will complement
the technology upgrades in the payment switch, and regional
partnerships will strengthen the benefits of extended operating

hours. The path will require balancing innovation with caution,

especially given Nepal’s external sector sensitivities, but the
direction is clear, align with the global movement to make

cross-border payments work better for everyone.
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6. Conclusion

In the digital age, efficient cross-border payments are not just
a financial system upgrade but they are a driver for economic
inclusion and growth. The insights from the global initiatives
and Nepal’s context lead to a clear conclusion, modernizing
cross-border payments is both necessary and feasible
for Nepal Rastra Bank, provided there is strategic focus and
collaboration. Internationally, the vision set by the G20
Roadmap has stimulated progress by governments and industry,
aiming to make sending money abroad as easy, fast, and low-
cost as domestic transactions. Technologies like instant payment
linkages and CBDCs, and policy efforts on standardization and
harmonization, are converging to solve problems that have
hampered remittances and international transfers for decades.
The success stories in ASEAN and beyond show that dramatic
improvements such as cutting remittance transfer costs and
reducing delivery times from days to seconds are attainable
with the right partnerships (Suthiwartnarueput & Hingel, 2023).

For Nepal, which relies heavily on cross-border flows,
the stakes are especially high. The current scenario in Nepal
demonstrates encouraging momentum like digital payments
domestically are flourishing and the first cross-border
integrations (with India and wallet providers) are in place (Nepal
Rastra Bank, 2025). These efforts are laying the groundwork
for a future where a Nepali worker in Qatar can send money
home instantly through a mobile app, or a small business in
Kathmandu can receive payment from a client in Bangkok in
real time. Achieving that future will require NRB to navigate
challenges upgrading legacy systems, relaxing restrictive
policies gradually, ensuring robust risk controls but none of
these are impossible. The recommendations outlined provide a
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roadmap for action from drafting a national strategy and shaping
regional links, to tech modernization and regulatory reforms. An
underlying theme is cooperation. NRB must continue to work
closely with domestic stakeholders (banks, fintechs, government
agencies) and international partners (central banks, standard-
setting bodies) to implement solutions that cross jurisdictions.
By fostering such cooperation, NRB can help ensure that
improvements abroad translate into benefits at home, rather
than leaving Nepal in isolation in the new payments landscape.

In conclusion, enhancing cross-border payments is a
journey that will unfold over the coming years, but one that
promises immense returns. Faster, cheaper, and more accessible
cross-border payments mean more remittance money reaching
Nepali families, more competitive businesses engaging in
global trade, and greater financial connectivity for Nepal’s
people. It aligns with NRB’s mandate to promote a secure and
efficient financial system and supports broader national goals
of digital economy development. The digital revolution in
payments does not stop at national borders and with prudent yet
bold steps, Nepal can be an active participant in this revolution.
By embracing innovation and aligning with global standards,
NRB can ensure that Nepal’s citizens reap the full benefits of
cross-border payments in the digital age, turning what was once
a costly hurdle into a seamless bridge that connects Nepal with
rest of the world.
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The Role of Banks in the AML/CFT
Regime

Sachin Raj Piya*

Based on the mutual evaluation conducted by the Asia/Pacific
Group on Money Laundering (APG) in 2022-23 and Nepal's
limited progress in addressing the strategic deficiencies
identified in its mutual evaluation report (MER), Nepal has been
added to the list of Jurisdictions under increased Monitoring
(the "Grey List") by the Financial Action Task Force (FATF).
Grey listing means that Nepal has been publicly recognized as
having weaknesses in its anti-money laundering and combating
the financing of terrorism (AML/CFT) regime. Although the
FATF does not itself recommend sanctions on the basis of grey
listing, foreign businesses and investors may interpret it as an
indication of higher risk, which can deter foreign investment
as well as increase the cost and processing time of cross border
transactions.

Nepal has agreed to an action plan to address the
deficiencies pointed out in the MER and exit from the Grey
List. The FATF expects concrete and substantial measures
from the public authorities, in particular from regulators and

* Deputy Director, Nepal Rastra Bank
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law enforcement agencies. Nonetheless, the role of financial
institutions, especially banks, is critical to strengthening
the country's AML/CFT framework. Only through effective
coordination and collaboration among all stakeholders—both
public and private— can Nepal combat financial crimes, money
laundering (ML), terrorist financing (TF), and the financing
of the proliferation of the weapons of mass destruction (PF)
effectively.

Banks' Responsibilities

Banks play a central role in the national financial system. They
accept deposits, facilitate payments, provide credit, and maintain
correspondent banking relationships with financial institutions
around the globe. These functions make them vulnerable to
exploitation by the criminals seeking to launder their proceeds
of crimes. Through placement, layering, and integration via
banking system, criminals attempt to disguise the origin of the
illicit funds, enabling them to enjoy the funds. In Nepal, banks
comprise around 85% of the total financial assets and they
are the only financial institutions that are directly involved in
facilitating cross-border trade.

Money Laundering Process

Placing the dirty Moving the funds Money returns to the
money into the around to conceal the legitimate economy
financial system origin of proceeds

@ Integration

Banks are also uniquely positioned for maintaining
customers' financial data, observing patterns of transactions,
as well as, monitoring customer behavior. Banks should
prevent or flag the suspected proceeds of crime before such
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funds are integrated into the legitimate economy, thereby
helping to stop the laundering of dirty money. In this sense,
they serve as "the gatekeepers" of the AML/CFT system. Law
enforcement agencies (LEAs) themselves often lack sufficient
financial information to be able to fight money ML, TF, and
PF. The modern AML/CFT strategies adopted around the world
recognize the importance of involving financial institutions,
especially banks, in combating these offences. Fifteen out of
the 40 FATF Recommendations from R.9 to R.23 fall under the
preventive measures and concern with the obligations of the
financial institutions.

After Nepal joined the APG in 2002 and became subject
to peer review of its AML/CFT regime, it enacted Asset
(Money) Launder Prevention Act (ALPA) in 2008. The ALPA,
in line with the FATF recommendations, has clearly set out
the obligations of the reporting entities (REs) such as banks
in Section 7P. Nepal Rastra Bank (NRB), as the designated
regulatory authority for banks, has issued a separate directive
(Unified Directives, Directive No. 19) that further lays out the
responsibilities of banks regarding AML/CFT.

The main obligations of the banks under Nepal's AML/
CFT framework include customer due diligence, self-risk
assessment, transaction monitoring, suspicious transaction
reporting, record keeping, and internal controls.

Board and Senior Management responsibilities:

The board is responsible for approving and overseeing a bank's
AML/CFT policies and risk management framework. The
board must also ensure that the senior management dedicates
sufficient resources, financial, human, and technical, to
implement the AML/CFT program and that the compliance
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function has the stature to escalate issues to the board. By
oversight and tone-from-the-top, the board establishes a culture
in which compliance obligations are respected and prioritized
across business lines.

The senior management is responsible for implementing
board-approved policies and run the AML/CFT program. The
senior management should appoint and empower a qualified
management-level compliance officer who has the responsibility
for ongoing monitoring and reporting and is free from conflicts
with business line responsibilities. Senior management must
ensure that concerned employees receive proper training and
that staff performing AML/CFT functions have adequate
expertise and resources.

Know-Your-Customer (KYC) and Customer Due Diligence
(CDD):

Banks must reliably identify customers and verify identity
documents for individuals and legal entities. They should
obtain information on why the relationship is being opened and
how the products/services will be used. Sometimes, for low-
risk products, this can be inferred from the type of account and
expected transactions such as in case of low-value remittance
savings accounts.

For legal persons, banks also need to understand the
nature of business and ownership/control structure. Banks need
to take reasonable measures to identify the natural persons who
ultimately own or control the customer, and verify the identity
so that they are satisfied they know who the beneficial owner
is. For higher-risk relationships such as politically exposed
persons (PEPs), banks must apply enhanced scrutiny and obtain
additional information.
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Transaction Monitoring and ongoing due diligence:

Banks should wupdate customer profiles and monitor
transactions for anomalies relative to the customer profile and
line of business. Further, they should put in place automated
monitoring systems to flag unusual transactions and behaviors.
Banks should have a dedicated team for such monitoring led
by the Compliance Officer. There should also be management
oversight and periodic independent review. Further, training of
front line staff is crucial to detect red flags and ensure timely
escalation.

Monitoring aims to detect unusual transaction that may
indicate suspicion, given the customer profile and risk factors.
Even for low-risk customers, some monitoring is necessary
to confirm that behavior remains consistent with the low-risk
profile, otherwise risk-rating must be revised and controls
strengthened.

Risk Assessment:

Banks must identify where ML/TF risks are greatest and design
proportionate procedures. Banks should prepare institution-
level risk assessment reports. The risk factors to be taken as a
basis include customer risk, product or service risk, geographic
risk and delivery channel risk. The risk assessment reports
should be submitted to the concerned supervisor annually.

Banks should implement the risk based customer
identification and monitoring system. Banks should build a
customer risk profile and should use it to judge what is "normal"
and what is "unusual". In case of high-risk customers, banks'
should update KYC details at least annually.
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Suspicious Transaction Reporting:

Banks must file STRs with FIU-Nepal when they suspect that the
funds are proceeds of crime or are potentially used for terrorist
financing. FIU-Nepal requires the suspicious transactions be
reported immediately after the assessment of such suspicion.
Banks should not disclose the fact that an STR or related
information is being reported to the FIU. Banks should be
cautious that customers are not unintentionally tipped off when
they are seeking to perform the due diligence obligations during
these circumstances. Besides, it is important that such STRs be
of reasonable quality. Detailed narratives explaining why the
transaction is suspicious, relevant customer history, and links to
other accounts adds to the quality of the report. Banks failing
to report suspicious transactions could be fined up to Rs.10
million. FIU-Nepal has issued a detailed guidelines on reporting
STR, which was last updated in July, 2025.

REPORTING OF SUSPICIOUS TRANSACTIONS
(FATF Recommendations)

20. Reporting of Suspicious Transactions

If a financial institution suspects or has reasonable
grounds to suspect that funds are the proceeds of a criminal
activity, or are related to terrorist financing, it should be
required, by law, to report promptly its suspicions to the
financial intelligence unit (FIU).

21. Tipping-off and Confidentiality

Financial institutions, their directors, officers and
employees should be:

(a) protected by law from criminal and civil liability
for breach of any restriction on disclosure of information
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imposed by contract or by any legislative, regulatory or
administrative provision, if they report their suspicions in
good faith to the FIU, even if they did not know precisely
what the underlying criminal activity was, and regardless
of whether illegal activity actually occurred; and (b)
prohibited by law from disclosing (“tipping-off”’) the
fact that a suspicious transaction report (STR) or related
information is being filed with the FIU.

Recordkeeping:

Banks must maintain CDD records, transaction details, STRs/
TTRs filed for at least five years so that supervisors and
investigators can have access to them. These records should be
kept even after the end of the relationship or the completion of
occasional transactions. The records should allow reconstruction
of transactions and provide audit trail for supervisors and law
enforcement agencies so as to provide evidence for prosecution
of criminal activity, if necessary.

Independent Audit and Testing:

Banks must ensure the independent audit or validation of AML/
CFT controls. An independent audit should periodically test the
AML/CFT system— policies, procedures and programs— on a
risk based basis. The independent testing should evaluate the
adequacy of the overall AML/CFT program. It should also
assess the quality of risk management across departments,
branches and other areas of operations. Besides, the audit should
test the effectiveness of compliance oversight, quality controls,
and alert parameters.
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Understanding Typologies:

Banks should understand AML/CFT typologies because they
provide practical guidance on how the money laundering and
terrorist financing occur in the real world. Knowing those
patterns is central to making an AML/CFT system risk-based
and effective. Some of the emerging typologies include cyber-
enabled frauds, mule networks, online casinos and gambling,
trade-based money laundering, money laundering through
virtual assets (VAs) and virtual assets service providers (VASPs).

Cooperation between Banks and FIU-Nepal

The STRs and other relevant information provided by the
banks are the basis for FIU-Nepal to develop intelligence and
disseminate intelligence reports to the LEAs. Quality of reports
and information provided to the FIU is very important. Excessive
low-value, low-quality STRs overwhelm FIU capacity and
reduce timeliness of actionable intelligence.

FIU
Bank Files STR, FIU analyzes disseminates
Bank detects alongwith E> STR and [> intelligence to
suspicious |:> relevant provides LEAand
transaction information to feedback if receives
FIU necessary feedback from

LEAs

A strong STR typically includes: (i) clear subject
identification and account details, (ii) description of transaction
pattern not just one transfer, with dates, amounts, and
counterparties, (ii1) specific explanation of why the behavior or
transaction is suspicious linked to customer profile or line of
business, and (iv) any internal steps taken such as additional
documents asked.
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Banks should attach supporting documents and file
AIF (Additional Information File) with further details in
case additional details requested. They should also utilize the
feedback obtained from the FIU to improve STR quality and
update detection scenarios. When banks are requested for
information based on the request of LEAs or foreign FIUs, they
need to act promptly and furnish all the available information.

Cooperation between Banks and LEAs

In an effective AML/CFT regime, banks are expected to
cooperate effectively with LEAs. Once LEAs receive STRs from
FIU or intelligence from other resources, they may communicate
directly with banks during the course of investigation. They
may ask for transaction records, account information, family
information (with three-generation details), and beneficiary
ownership details. Banks should furnish accurate and complete
information in timely manner, at the same time respecting
legal standards like data protection and confidentiality. These
information potentially support investigation, asset tracing,
and prosecution. Upon request, banks should also immediately
freeze accounts and ensure that funds are not withdrawn
unauthorized. The compliance officers should ensure smooth
communication without operational delays.

NRB's Supervisory Engagement

NRB is the designated regulatory body regarding BFI's
implementation of the AML/CFT measures. Its responsibilities
include providing regulatory guidance in accordance with ALPA,
monitoring compliance and taking proportionate and dissuasive
measures in case of violation of the regulatory provisions.
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26. Regulation and Supervision of Financial Institutions

Countries should ensure that financial institutions are
subject to adequate regulation and supervision and are
effectively implementing the FATF Recommendations.
Competent authorities or financial supervisors should
take the necessary legal or regulatory measures to prevent
criminals or their associates from holding, or being the
beneficial owner of, a significant or controlling interest, or
holding a management function in, a financial institution.
Countries should not approve the establishment, or
continued operation, of shell banks.

For financial institutions subject to the Core Principles,
the regulatory and supervisory measures that apply
for prudential purposes, and which are also relevant to
money laundering and terrorist financing, should apply
in a similar manner for AML/CFT purposes. This should
include applying consolidated group supervision for
AML/CFT purposes.

Other financial institutions should be licensed or
registered and adequately regulated, and subject to
supervision or monitoring for AML/CFT purposes,
having regard to the risk of money laundering or terrorist
financing in that sector. At a minimum, where financial
institutions provide a service of money or value transfer,
or of money or currency changing, they should be
licensed or registered, and subject to effective systems for
monitoring and ensuring compliance with national AML/
CFT requirements.
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First, NRB should use licensing as a first AML/CFT gate.
Even though, banking license has been halted, it could apply fit-
and-proper tests on ongoing basis. This could mean removing
or requiring replacement of senior managers or directors
disqualified to remain in the position or involved in serious or
repeated AML/CFT violations or willful non-compliance. NRB
should enhance its risk-based supervisory approach. It should
make use of both onsite inspection and off-site surveillance
and channel its resources toward high-risk areas such as cross-
border trade, cash-intensive customers etc. Besides, NRB
should also interact regularly with banks in order to understand
the problems or challenges they may face while implementing
preventive measures. NRB should refrain from over-regulation
and allow for simplified measures in low-risk scenarios. Too
restrictive regulations could be counter-productive as it may
divert even low risk customers to informal sector, which pose
greater ML/TF risks. This could also hamper financial inclusion
goals of NRB.

AML/CFT Compliance and Financial Stability:

AML/CFTissues should notbe considered solely as acompliance
issue. Basel Core principles requires AML/CFT controls of
banks to be viewed as part of overall risk management. BCBS
views that sound ML/TF risk management is integral to overall
safety and soundness of banks and financial system.

Weak AML/CFT controls allow illicit funds— proceeds
of corruption, tax evasion, fraud, drug trafficking— to flow
through the banking system. When proceeds of crime infiltrates
financial institutions, it distorts financial flows, disguises risk,
and undermines trust. Major AML/CFT failures could also
result in withdrawals of correspondent banking and reputational
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damage. This can affect cross-border transactions, hinder
remittances, and isolate domestic banks from global markets.
Strong AML/CFT compliance supports financial stability by
safeguarding system integrity and maintaining correspondent
banking ties.

AML/CFT and Digitization/ New Technologies:

Banks are increasingly using new technologies, particularly
digital technologies, in their businesses and operations. They
should not, however, see these new technologies outside the
scope of AML/CFT. When adopting new technologies, banks
must incorporate them into their overall risk assessment and
control framework, rather than bolt them on afterwards. AML/
CFT compliance must be involved from the design phase of
new systems and products, not only at the implementation.
Banks should also proactively discuss major technological
changes with NRB. They should share observations on new
ML/TF patterns seen in innovative channels or practical
challenges in applying current regulations to new technologies.
Banks can also take advantage of new technologies such as
artificial intelligence and machine learning (AI/ML) to make
their monitoring system more efficient and effective.

Concluding Remarks:

Banks are an important part of Nepal's AML/CFT regime:
they are both, gatekeepers blocking illicit flows and front-
line sources of financial intelligence. Strengthening their role
requires commitment from the board and senior management,
better CDD practices and monitoring systems, cooperation with
FIU and LEAs, as well as, risk-based supervisory oversight
by NRB. Further, measures such as improving STR quality,
expanding capacity building and harnessing the capacity of
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modern technology to augment detection mechanism will make
their role more effective in combating money laundering and
terrorist financing. Their capability and performance is not only
important for financial stability but also critical for financial
integrity.
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Education Loans as a Catalyst for
Building Human Capital in Nepal

Satyendra Mani Tripathi* and Abhishek Bhattarai**

Introduction

Higher education has a positive impact on the economy by raising
workforce skills and mobility, stimulating innovation, supporting
social mobility, and enhancing global competitiveness. It drives
economic growth by improving productivity, creating new jobs,
and boosting overall economic development. Human capital
is the skills, knowledge, and health that individuals develop
through education, training, and healthcare. According to the
World Bank, human capital is "the sum of a population’s health,
skills, knowledge, and experience."Nepal being a landlocked
country whose development is also in Exports of weightless
and distance-less goods and services for which human capital
1S utmost necessary.

Human capital is necessary for the development of a
country inthe 21st century. Nepal’s development trajectory relies
heavily on its human resource base. Agriculture still employs a
significant portion of the population, but productivity remains

*  Assistant Director, Nepal Rastra Bank
**  Student, MPPM, KUSOM
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low. The service sector is expanding, while remittance has been
providing substantial income for households, reflecting export
of labor rather than skilled human capital. For Nepal to transition
toward higher value economic activities and diversified growth,
investing in human capital is non-negotiable.

Education loans are one of the most powerful financial
tools available for strengthening a country’s human capital.
By providing timely and affordable access to funds, education
loans enable students especially those from low-income and
marginalized backgrounds to pursue higher studies, technical
training, and professional development opportunities that would
otherwise be beyond their reach. When youth gain access to
quality education and market-relevant skills, they become better
equipped to contribute meaningfully to the national economy.
This not only enhances their individual career prospects but
also helps reduce unemployment, underemployment, and
dependence on low-skilled labor markets.

Moreover, easy access to education financing encourages
upskilling, reskilling, and continuous learning, all of which are
essential in an increasingly competitive global environment.
Skilled and educated individuals are more likely to drive
innovation, adopt new technologies, and participate actively in
entrepreneurship and emerging industries. As the International
Monetary Fund highlights in its article on education policy,
“Economists have long debated the importance of human capital
in economic development,” acknowledging that investments in
education remain central to long-term growth. In the context
of Nepal, expanding education loan facilities can therefore
serve not just as a financial intervention, but as a strategic
development policy aimed at unlocking the full potential of the
nation’s youth.
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As per Data published by Nepal Rastra Bank (NRB) Rs.
75.14 billion was transferred by Nepali for abroad study. The
cumulative figure in education loans provided by the Bank and
Financial Institution is Rs. 68.62 billion (as of Baishakh 2082).
The education loan was nearly half that of the hire purchase
loan of 129.17 billion and margin loan of 125.52 billion of the
same period.

Furthermore, a significant portion of students who pursue
higher education abroad often obtain education loans primarily
for the purpose of meeting visa requirements. In many cases,
the loan amount documented in bank statements is largely
for “showing purposes,” while the actual loan utilized by the
student may be considerably low. This means that the recorded
figures for education loans may not accurately reflect the real
financial burden or borrowing patterns of students. As a result,
the reported volume of education loans tends to be overstated,
giving an inflated picture of the credit actually disbursed for
educational use.

In addition, Nepal currently lacks a detailed and systematic
breakdown of education loan data that distinguishes between
domestic education loans and those taken for international
studies. The absence of such granular data makes it challenging
to analyze trends, understand borrower behavior, or design
evidence-based policy reforms. Access to disaggregated data in
the future would provide clearer insights into how education
loans are being utilized and help policymakers tailor financial
instruments to better support students’ needs. Despite the
available figures, the existing scenario suggests that the
real amount of education loans used for genuine educational
purposes i.e. both domestic and international remains minimal,
indicating an underdeveloped education financing ecosystem.
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Assuming that the utilization of education loans remains
very low, and even the small portion that is borrowed is seldom
used for studying within Nepali institutions, the implications
for the national education system are concerning. For instance,
Kathmandu University reported in 2023 that nearly 30 percent
of its seats were left vacant, raising fears that if this pattern
continues, the university may be compelled to close certain
academic programs due to insufficient enrollment (Kathmandu
post, 2023). The situation is equally troubling if not more severe
in many other universities and colleges across the country,
where declining student numbers and financial constraints
are creating significant challenges for their sustainability and
overall academic quality.

One of the potential solutions to address this growing
challenge is to strengthen the financing of higher education
through accessible and well-structured education loan
programs. Expanding the availability of such loans would
encourage students to choose nationally credible institutions
and pursue fields of study that genuinely match their interests,
aptitude, and long-term career goals. When financial barriers
are minimized, higher education becomes more attainable for
a larger number of students who might otherwise be excluded
due to economic hardship. Education loans can therefore play
a transformative role in ensuring equitable access, allowing
talented and motivated individuals from low-income or
marginalized backgrounds to pursue quality education without
being constrained by their financial circumstances.

Further, there are numerous instances in Nepal where
students have been unable to pursue their preferred academic
paths purely due to lack of funds. Many have been forced to
change their intended fields of study not because of a lack of
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ability or passion, but because certain programs are financially
out of reach. For example, students aspiring to study MBBS
often switch to engineering; others choose a certificate in dental
science instead of a Bachelor of Dental Surgery (BDS), and some
opt for BDS instead of MBBS due to cost differences. A robust
education loan system can help prevent such compromises and
ensure that financial limitations do not dictate academic choices
or future career trajectories.

Let's consider the required amount of education loan
needed for students, who have been unable to pursue their
preferred academic paths purely due to lack of funds.

Course Cost Seat (Except Requirement
(Fig. in lakh) Scholarship) (Rs in lakh)
MBBS 45 1500 67500
BDS 22 423 9306
Engineering 12 4000 48000
MBA/Management 8 600 4800

The total estimated requirement for education financing
is projected at Rs. 12.96 billion. If we assume that only half
of this i.e. Rs. 6.48 billion is the immediate annual need, it
provides a more realistic basis for planning. Considering that
around 10 percent of this demand is already being met by
banks and financial institutions (BFIs), the remaining unmet
requirement stands at approximately Rs. 5.85 billion per year.
If this annual funding gap continues over a five-year period,
the cumulative amount needed would reach roughly Rs. 29.25
billion. For the sake of simplicity and planning purposes, this
figure can be rounded to an estimated Rs. 30 billion in total
funding requirement.
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Nepal Rastra Bank (NRB) has mandated that a fixed
proportion of bank lending be directed toward priority sectors
such as agriculture, micro, small and medium enterprises
(MSMEs), tourism, hydropower, and the deprived sector
to 45% of total loan portfolio. Altogether, these priority
sectors must receive 45 percent of the total loan portfolio of
financial institutions. Despite this clear directive, education,
an equally vital pillar of national development, has remained
largely overlooked within this framework. The absence of a
dedicated lending quota for education has resulted in limited
access to affordable credit for students, ultimately restricting
opportunities for human capital formation.

Further, Government of Nepal has implemented the
Sahuliyat Purna Karza program, which offers concessional
loans to small and medium entrepreneurs with an interest
subsidy of up to 6 percent. If we consider similar support for
education loans, the estimated interest subsidy burden for the
government would be approximately Rs. 1.8 billion annually
once fully implemented. This cost is modest when compared
to larger national expenditures—amounting to only about
0.8 percent of the total social security budget for fiscal year
2082/83. Given its relatively small financial implication and its
substantial developmental benefits, allocating such support to
the education sector appears both feasible and highly impactful.

The Government of India has taken significant steps to
make higher education more accessible by introducing a policy
that provides collateral-free education loans of up to INR 7.5
lakh for students enrolling in more than 850 premier institutions
across the country. In parallel, the Reserve Bank of India
(RBI) has mandated that all financial institutions must offer
collateral-free loans up to INR 4.5 lakh, ensuring that students

0GR G - 9 %Y,



from diverse economic backgrounds have a fair opportunity to
pursue higher studies. These measures reflect a strong national
commitment to building human capital and reducing financial
barriers to quality education.

Similarly, the Government of Nepal has made progress
in promoting collateral-free loans, but these efforts have
largely focused on youth employment, entrepreneurship, and
financing for returnee migrant workers. While such initiatives
arc commendable, the education sector, which forms the
foundation for a skilled workforce and long-term national
development, has not received comparable attention. Higher
education and upskilling are proven to significantly enhance an
individual’s employability, earning potential, and contribution
to the broader economy. By overlooking this sector, Nepal risks
underutilizing its demographic dividend and widening existing
socio-economic inequalities.

Given these realities, expanding access to education loans
is no longer optional; it is essential. A well-structured, widely
accessible education loan system would empower countless
deserving students who currently face financial barriers in
pursuing their academic goals. It is, therefore, imperative that
Nepal makes deliberate policy interventions to ensure that
education financing becomes an integral part of the country’s
development agenda. Since the Government of Nepal has
not explicitly prioritized education loans to date, it becomes
necessary to closely examine the existing regulatory provisions
and policy framework of Nepal Rastra Bank (NRB) to understand
the current landscape and identify areas for improvement.

Let’s turn the attention to the current scenario surrounding
education loans in Nepal and examine the actions that would be
most appropriate to address the challenges identified.
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Existing Policy/Scenario:

»

»

»

»

Requirement of collateral for loan

Not a priority for bank/NRB as of now

Moratorium of only 1 year (Moratorium period means the
duration where interest and principal is not paid).

No facility for interest capitalization

The following reforms are required to achieve proper and

efficient implementation.

Policy recommendation:

»

»

»

»

»

»

»

»

Collateral free loan (up to certain limit)

Moratorium period (tenure of the course plus 1 year)
During the moratorium period, students could benefit
from concessional loans (Sahuliyat Purna Karza) and/or
NRB'’s refinance facility, which provides funds to banks
at 1% interest, enabling them to lend to clients at rates
up to 4%. NRB has earmarked NPR 50 billion for such
concessional lending which is ideal as of now.

Rebate in interest paid during the tenure who consider to
pay during tenure through family income.

The loan structure must include interest capitalization
during the moratorium period, similar to the approach
used in hydropower sector financing.

Loan Protection Fund (Karza Surakshan Kosh) can serve
as an insurance mechanism for such loans in case of
default (cost can be shared).

Included in priority sector lending (integrated in MSME
or Deprived sector lending) so that banks have to make
such lending.

A national priority should be focused on the development
of human resources for betterment of people, society and
country at large.
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Public Procurement Management in
Nepal Rastra Bank

Dhruba Karki*

Background

Public procurement refers to the purchase by governments
and state-owned enterprises of goods, services and works. It
is a crucial pillar of services delivery for governments. As it
accounts for a large share of the taxpayers’ money, governments
are expected to carry it out efficiently and with high standards of
integrity to ensure the quality-of-service delivery and safeguard
the public interest.!

As a key activity for governments, well governed public
procurement can and must play a major role in fostering public
sector efficiency, establishing citizens’ trust and contributing to
key governmental agenda’s like the digital transformation and
green growth. In Organization for Economic Co-operation and
Development (OECD) States, public procurement contracts
account for 12.9% of GDP on average and is a substantial
component of the overall economy.

* Assistant Director, Nepal Rastra Bank

' Organization for Economic Cooperation and Development (OECD)
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Public Procurement Management in Nepal Rastra Bank

(NRB) is conducted | oy principles followed by NRB
under the framework

» Transparency: Use of

of Nepal's national e-GP, open bidding

rocurement laws,
p » Accountability: Clear

primarily - uttiizing - the responsibility from planning

Public Procurement
Act  (2063), NRB
Procurement  Bylaws

to payment
» Competition: Encouraging
wider supplier participation

(2071) and monitored by . ‘
the Public Procurement | > Efficiency: Timely
Monitoring Office procurement to  support
(PPMO). The Bank central bank operations
adopts standardized and | ” Integrity: Conflict-of-
transparent procurement interest checks, audit trails.

procedures, electronic
bids through the PPMO’s e-Government Procurement (e-GP)
system, to ensure fairness and accountability.

Stakeholders of Public Procurement:

Public procurement involves multiple actors who influence,
participate in, or are affected by procurement decisions. These
stakeholders contribute to ensuring transparency, accountability,
competition, and value for money. They can be categorized
broadly into internal, external, and oversight/regulatory
stakeholders.

1.  Internal Stakeholders (Within Procuring Entity)
» Procurement Unit/Officials manage bidding,
evaluation, contract signing.
» User Departments / End-Users identify needs,
prepare technical specs.
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»

»

»

»

»

»

»

»

»

»

»

»

»

Technical Experts/Engineers/IT Specialists evaluate
technical proposals.

Finance & Accounts Unit budgeting, fund release,
payments.

Legal Unit contract drafting, legal compliance,
dispute handling.

Management/Head of Entity decision-making,
approval of procurement plans.

External Stakeholders

Suppliers / Contractors / Consultants bid and deliver
goods/services /works.

Sub-contractors assist main contractors in project
execution.

Banks/Financial Institutions issue bid securities,
performance guarantees.

Logistics & Transport Agencies handle delivery and
distribution of procured goods.

Regulatory & Oversight Stakeholders

Public Procurement Monitoring Office (PPMO)
sets rules, oversees e-GP.

Office of Auditor General (OAG) performs financial
and performance audits.

CIAA investigates corruption and irregularities.
Courts resolve procurement disputes and legal
cases.

Parliamentary Committees (PAC) scrutiny of high-
value procurement.
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Broader Stakeholders

» Civil Society Organizations (CSOs) promote
transparency and monitoring.

» Media exposes irregularities, supports public
accountability.

» Citizens/End Beneficiaries receive benefits from
procured goods/services.

» Donor Agencies/Development Partners provide
funding, set procurement standards.

»

»

»

»

»

»

»

Facts about Public Procurement
The Global Participation Rate of Private Firms in Public
Procurement Is 18%.
Public Procurement represents 13 to 20 percent of the
world’s GDP. In the EU, annual spending is an estimated
€2 trillion.
Global expenditure in procurement is estimated at nearly
9.5 trillion US Dollars per annum.
» China is by far the largest procurer at $4.2 trillion.
2023 saw a 47.3% increase in vendor engagement.
SME:s are statistically less likely to participate in public
procurement than larger firms in 36% of countries.
Statistics from UN office on Drugs and Crime suggests
that 10 to 25 percent of public procurement are likely to
be lost to corruption.
About 60 % of the allocated budget of the Government
of Nepal (GON) is spent on procurement activities.

[Source:https://procurementtactics.com/public-

procurement-statistics, https://veridion.com/blog-posts/
public-procurement-statistics, MoF (2024)]
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Objectives of Public Procurement:

As stated in preamble of Public Procurement Act, 2063 the
objectives are:

a)  To attain the maximum returns of public expenditure

b)  To enhance the management capacity of the procurement
function

c) To ensure good governance to the participants (i.e.
producers, sellers, suppliers, builders or service providers)

Legal and Institutional Provisions of Public Procurement in
Nepal Rastra Bank (NRB):

The legal and institutional provisions governing public
procurement management in Nepal Rastra Bank (NRB) are
primarily based on Nepal’s Public Procurement Act (PPA) 2007
(2063) and Public Procurement Regulations 2007 (2064), with
adherence to Nepal Rastra Bank, Procurement Bylaws (2071)
specific to NRB.

1.  Legal Provisions:

a)
b)
©)
d)

e)
f)

g)

Public Procurement Act, 2063
Public Procurement Regulations (2064)
NRB Procurement Bylaws, 2071

Nepal Rastra Bank Notes and Coinage Regulations,
2059

Note Printing and Coin Minting Directive, 2059

Electronic  Procurement  System  Operation
Guidelines, 2080

Standard Bidding Documents of Public Procurement
Monitoring Office (PPMO)

» Standard Bidding Document
» Standard Prequalification Document
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» Standard Contract Document
» Standard Request for Proposal

»

»

»

»

»

»

Methods of Public Procurement
1. Direct Purchase (Up to Rs. 15 Lakh): With following
authority

Director—Up to Rs.2 Lakh (4 Lakh for Directors of
Provincial Offices/FIU)

Executive Director—Rs. 7 Lakhs
Deputy Governor—Up to Rs. 10 Lakh;
Governor—Up to Rs. 15 Lakh;

2. Sealed Quotations (Up to Rs. 20 Lakh)
3. Open Tendering (Above Rs. 20 Lakh)

National Competitive Bidding (NCB)
International Competitive Bidding (ICB)

4. Limited Tendering Method

5. Catalogue Shopping

6. Buy Back Method

7. Request for Proposal (RfP) for service procurement

2. Institutional Provisions:

a)
b)

c)
d)
e)
f)
g)

Public Entities

Procurement Department/Units in the Public
Entities

Evaluation Committee

High Level Evaluation Committee

Review Committee

Public Procurement Monitoring Office (PPMO)
Currency Management Department (Note Printing
and Coin Minting Unit)
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Public Procurement Process:

Requirement
Identification

T

i

Procurement
Contract Planning &
Management Strategy

Development

\

Bid Documen

Contract Preparation
Award and

Publication

Pre Bid

Bid Evaluation Meeting and

Site Visit
Bid Submission =
and Opening

Figure 1: Procurement Process

HRCAT!

Special Provisions of Procurement in NRB:

There are special provisions for Bank Note Printing, Coin
Minting and Transportation, and Purchase of Precious Metals
from Government of Nepal.

a)  Procurement of bank note printing and coin minting
should follow the provision of prevailing Note Printing
and Coin Minting Regulation and directives.

b) In case of fund transfer cost estimate / bid document
should be approved as:
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Up to Rs.2 Crore — Chief of the Provincial Offices

Up to Rs.5 Crore — Deputy Governor with recommendation
of Chief of CMD/ Banking Office

Above Rs.5 Crore — Governor

c)  Purchase of Seized Gold/Silver from Government of
Nepal: As per the Customs Act, 2019

d)  Procurement of Other Gold/Silver: As per Foreign
Exchange Investment Directives, 2080.

General Provisions in NRB Procurement Bylaw, 2071:

a)  Procurement: Procurement of goods, procurement of
consulting services, procurement of other services and
procurement of construction works.

b)  Although it is up to 15 percent more expensive than
foreign goods, generally goods produced in Nepal should
be purchased.

c)  Any purchase should be made only from a person, firm,
organization or company that has obtained a permanent
account number(PAN) and value added tax(VAT)
registration certificate. Purchases of less than Rs. 20,000
can be made even from those who have not registered in
VAT.

d)  The cost estimate should be disclosed in the notice tender
notice for construction work with a cost estimate of up to
Rs.2crore.

e)  Goods produced in Nepal up to 15 lakhs can be purchased
directly from the manufacturer after obtaining the
Governor's approval at the sale price determined by the
manufacturer by publishing a notice in the national level
newspaper.
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g)

h)

3

k)

D

o)

No direct purchase of an amount exceeding the limit or
from the same person, firm, company or organization
more than once in a financial year.

Goods worth up to Rs.25 lakhs can be directly purchased
from the domestic cottage industry.

Goods or services produced or distributed by another
public body can be purchased directly at the selling price
determined by authorized person of that body.

When purchasing goods from the government of a foreign
country or a public body of a foreign country or an
international organization, it can be purchased at the price
set by them.

In case of purchase of more than 2 lakh Rupees, as far as
possible, at least 3 vendors in the existing list should be
asked for a written quotation proposal.

After the work has been started according to the purchase
agreement, if it is found necessary to increase or decrease
the quantity of the work due to technical reasons, or to
add or replace new items, a variation order of up to 15%
can be issued.

Variation orders of more than 15 percent of the contract
price should be submitted to the Board of Directors on the
recommendation of the committee chaired by the Deputy
Governor.

Rewards can be given to those who complete the work
ahead of time.

An Evaluation Committee should be formed to examine
and evaluate pre-qualification proposals, bids, letters of
intent for consulting services or proposals or sealed bids.

Experts from the government or non-government sector
can be invited to the meeting of the Evaluation Committee.
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p) A consultant may be appointed to the Evaluation
Committee with the approval of the Governor.

q) The Evaluation Committee may form a sub-committee to
assist itself.

r)  The Evaluation Committee should submit the evaluation
report to the head of the concerned department/office.

Authority of Public Procurement in Nepal Rastra Bank:
Head of

Office at Executive Deputy
Provinces Director Governor
and FIU

S.N. Description Governor

Approval of
Cost estimate

I of construction, Upto5 Upto1l0 Upto20 Above 20

g00ds and other Crore Crore Crore Crore
services
Approval of
) cost estimate Uptol0 Upto25 Upto50 Above 50
of consultancy lakh lakh lakh lakh
service
Approval ofbid Upto5 Uptol0 Upto20 Above 20
3
document Crore Crore Crore Crore
4 fol;ps ruOIZ:ricoyf Uptol0 Upto25 Upto50 Above 50
. lakh lakh lakh lakh
service
Direct purchase
(Construction

Upto4 Upto7 Upto1l0 Upto IS5

5 work, goods Jakh lakh lakhs  lakh

or consultancy
service)

6  Sealed Quotation Upto 20 Up t020

lakh lakh
. Renting landor  Upto 5 Upto5 Between 5 Above 20
building lakhs lakhs to 20 lakh lakh
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Problems and Challenges in Public Procurement
Management at NRB:

Problems and challenges in public procurement management at

Nepal Rastra Bank (NRB) reflect broader systemic issues seen

in Nepal’s public procurement sector, compounded by specific
institutional challenges.

»

»

»

Capacity Constraints: NRB faces challenges related
to insufficient technical expertise and trained human
resources in procurement, which affects efficiency and
quality in managing complex procurement procedures.
There are a variety of procurement items, that need
various experts for different nature of procurement.
Procedural Delays: Technical and procedural issues
during bid preparation, evaluations and contract awards
delay procurement timelines, affecting the timely
execution of projects critical to NRB’s operations.
Public procurement procedures—bid notices, evaluation
committees, multi-stage approvals—slow down time-
sensitive purchases, especially ICT systems, currency
printing, security equipment, and research tools.
Frequent Amendments in Procurement Laws:
Frequent amendments in procurement laws typically
create regulatory instability, which can lead to delays
in project completion, increased costs, and heightened
disputes among stakeholders. Such frequent changes often
bring uncertainty that disrupts procurement processes
and may reduce overall confidence in the procurement
system. Legal frameworks like Public Procurement
Regulations (2064) have been amended 13 times and
NRB Procurement Bylaws (2071) have been amended
5 times till now. While some amendments are necessary
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»

»

»

»

to adapt to changing conditions, frequent amendments in
procurement laws tend to increase project delays, costs,
disputes, and regulatory instability, which collectively
reduce procurement effectiveness and efficiency.

Steep Compliance Requirements: The complex legal
and procedural mandates sometimes lead to difficulties
in compliance, especially for smaller vendors, potentially
excluding qualified participants.

Transparency and Integrity Risks: While NRB uses the
e-GP system to enhance transparency, risks of corruption,
collusion among bidders, and unethical practices still
persist, requiring continuous vigilance and enforcement.
Limited Competition: Due to the specialized nature of
some procurements and a narrow pool of qualified bidders,
NRB may experience reduced competition, resulting in
higher prices or compromised quality.

Monitoring and Enforcement Gaps: Continuous
monitoring of contract implementation and applying
sanctions for non-compliance are areas needing
improvement to curb delays, substandard deliveries,
and contract breaches. Post-procurement evaluation,
performance audits, and contract monitoring are not
sufficiently strong.

Nepal’s procurement law focuses on low bidding (cost

concern) rather than on quality. As a result, there have been
instances of bidders going up to 30% below the estimated cost in

order to win contracts, which then compromises on the delivery
and quality of the goods/services. The law has provisions for
penalties for non-compliance but these provisions are very

weak and rarely enforced. As a result, contractors may not be
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incentivized to deliver with high quality, low cost, and short
amount of time. Misuse of the variation clause in the law (i.e,
with respect to cost and time over-run) whereby more time is
taken to complete the contract and at higher cost.

Other problems and challenges may include: -

»

»

»

»

»

»

»

»

»

»

»

»

»

»

»

»

ambiguous legislative provisions and lack of
common understanding,

technology changes in electronic procurement
system,

delay in decision making,

lack of knowledge transfer mechanism,

frequent transfer and rotation of skilled employees,
inability to provide proper training to people
involved in public procurement unit,

difficulty defining technical specifications,
inability to implement conduct related regulations,

lack of expected development of professionalism
among builders/contractors,

problems encountered in the execution of the
purchase agreement,

dealing with low rated bidders is likely to result in
poor quality work,

direct procurement 1is preferred over open
competition,

failure to pay enough attention to pre-procurement
preparations,

failure to call for bids at the right time,

possibility of collusion in the bid submission,
identifying proper need and justification of
particular procurement
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Measures to Enhance Public Procurement Management at
NRB:

Effective procurement is essential for NRB to ensure credibility,
efficiency, transparency, and value for money. To overcome

existing problems and challenges, the following remedial
measures can be implemented:

1.

Strengthening Legal and Procedural Framework

a)

b)

Harmonizing Public Procurement Laws, NRB
Procurement Bylaws and NRB Internal Directives
Develop clear Standard Operating Procedures
(SOPs) to remove ambiguities in public procurement
laws and regulations and model documents
Periodic Review and Updating of Procurement
Guidelines

Simplification of Processes for Specialized
Procurement - Adopt fast-track or simplified
procedures for ICT, Currency printing, research,
and security-related procurement.

Instead of quickly amending the laws and regulations
related to public procurement, amend them only
after thorough study and analysis.

Enhancing Institutional Capacity

a)

b)

Specialized Training Programs - Regular training on
e-GP and electronic bidding, Contract management,
procurement audit and dispute resolution
Collaboration with PPMO and other national/
international agencies for capacity building.
Establishment of a Dedicated Procurement Unit
staffed with experts, specialists, evaluators and
advisors.

Q&R
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d) Ensuring Stability of Procurement Staff and
minimize frequent rotation to retain institutional
memory and expertise.

3. Enhancing Planning, Budgeting, and Scheduling

a.  Adopt medium-term procurement plans for large or
recurring purchases.

b.  Use updated market data, international pricing
benchmarks, and exchange rate projections for
reliable cost estimations.

c.  Timely Budget Release and Utilization - Improve
coordination between departments for early
initiation of procurement.

d.  Maintain uniformity and standardization in tender
related documents

4.  Strengthening Transparency and Accountability

a.  Promoting Open and Competitive Bidding -
Broaden bidder participation through early notice,
wider publicity, and vendor outreach programs.

b.  Strengthening Internal Audit and Monitoring by
conducting regular procurement audits and post-
procurement reviews.

c.  Introduce Code of conduct for procurement staff,
conflict-of-interest declarations, whistle-blower
protection mechanisms.

d.  Making every stage of public procurement more
transparent.

5. Improving Contract Management
a. Clear Contract Design - Define service-level
agreements (SLAs), warranties, penalties, and post-
delivery obligations clearly.
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Close Monitoring of Vendor Performance - Use
performance scorecards to track delivery, quality,
and maintenance support.

Robust Dispute Resolution Mechanism - Establish
a quick arbitration/mediation mechanism to handle
contract disputes promptly.

Strengthening e-Government Procurement (e-GP)
System

a.

Improving System Reliability - Coordinate
with PPMO to ensure reduced downtime, faster
processing, and cybersecurity safeguards.
Increasing Use of e-Procurement Tools - Use
digital platforms for bid evaluation, document
management, and contract tracking.

Compulsory implementation of information
technology based procurement system

Enhancing Risk Management and Anti-fraud
Measures

a.

Risk-Based Procurement Planning - Identify high-
risk procurement (ICT, security, currency printing,
foreign-sourced goods) and apply enhanced
scrutiny.

Strengthening Due Diligence - Verify authenticity of
documents, supplier background, and performance
records.

Preventing Collusion and Bid Rigging - Use data
analytics, market assessment, and cross-verification
to detect suspicious bids.
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Conclusion

Public procurement management in Nepal Rastra Bank is a
critical component of efficient central banking. Although NRB
follows national procurement laws, it faces challenges due to
the specialized nature of its operations, especially in ICT and
currency management. By strengthening institutional capacity,
modernizing procurement systems, improving planning, and
ensuring transparency, NRB can significantly enhance the
efficiency and integrity of its public procurement management.
A balanced combination of human resource development,
regulatory reform, and technology adoption is crucial for
sustainable improvements.
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The State of PFM: Progress and Gaps
in Nepal's Public Expenditure and
Financial Accountability

Puspa Chandra Khanal*

1. Introduction

Public Financial Management (PFM) is the institutional
arrangement for the judicious management of the public fund,
include the systematic processes of budgeting, spending,
accounting, and oversight to achieve state’s objective for the
collective welfare of people. The primary objectives of PFM
is to ensure stringent fiscal discipline, promote allocative
efficacy of expenditure, safeguard public property, and foster
transparency. It fortifies macroeconomic stability, push for
judicious deployment of resources aligned with strategic
objectives of the state, streamline and optimize service delivery
and cultivates greater probity in governance. The fundamental
facets of PFM encompass statutory and regulatory framework,
integration of policy objective into budget, enhance fiscal
inclusiveness and public disclosure, predictability and control
in budget execution, external scrutiny and independent review.

* Assistant Director, Nepal Rastra Bank
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2.  Public Expenditure and Financial Accountability
(PEFA) Assessment

The Public Expenditure and Financial Accountability (PEFA)
Assessment program provides a framework for evidence based
assessment, measurement and reporting on the strengths and
weaknesses of PFM using 7 pillars, 31 performance indicators
and 94 dimensions to measure performance. It provides
a foundation for reform planning, strategy and priorities,
and monitoring of progress of previous monitoring (PEFA
Assessment Fieldguide, n.d.). The concept was emerged in 2001,
following the international donor community's conclusion that
inadequate public finance stewardship constituted the major
constraint on realizing the development objectives of least
developed countries, even with the harnessing of considerable
domestic and foreign funding throughout the period. (Stevens,
2004) It also aimed at improving the results of development
cooperation as part of the global aid effectiveness agenda and
provided for the strengthening approach established in 2005
through the Paris Declaration, Accra Agenda for Action in
2008, and the Busan Partnership for Effective Development
Cooperation in 2011(PEFA Secretriate, 2023).

Since 2005, more than 365 national PEFA reports have
provided a standardized framework to benchmark PFM systems
across countries that has helped governments and donors to
identify their strengths and weaknesses. These assessments
have contributed to improvements in PFM performance over
the past two decades, driving reform momentum however on
gradual basis (Kirova et al., 2023). The higher-income countries
have scored better, though even low-income nations have shown
progress, particularly in areas such as transparency in budget.
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Policy-based fiscal
strategy and budgeting

Transparency of

public finances — - —
Predictability Budget
:::te“r;:;l BB and control reliability
in budget
and audit —

Management of
assets and liabilities

Accounting
and reporting

Figure 1: PEFA, PFM Pillars

3.  Nepal’s PEFA Assessment

Nepal has actively engaged in PEFA Assessment from its
inception. The PFM reform that was initiated in the late
1990s following liberalization mandates of the governement
gained substantive momentum after the foundational PEFA
Assessment (Ministry of Finance, 2024). Nepal continued its
assessment cycle, releasing the second, and the third assessment
encompassing specialized areas like Climate-Responsive Public
Financial Management (CRPFM) and Gender-Responsive
Public Financial Management (GRPFM). Looking ahead, 2025
is scheduled for the completion of PEFA Assessment Reports
for the Gandaki provinces.
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Nepal’s PEFA Assessment

First Second Third
Rating Indicator
Assessment Assessment Assessment®
Rating Assessed Period 2003-06 2011-14 2018-21
Framework Used 2005 2011 2016
Report released 2008 2015 2024
Meets good
A international 1 9 1
practice (4)
B+ Sound Performance () 1 1
in line with
elements of good
B . . 3 2 3
international
practice (3-3.5)
C+  Basic level of 9 10 11
C performance (2-2.5) 8 3 5
D+  Less than 7
D basic level of 3 5 )
performance (1-1.5)
Total 31 31 31
*not comparable with previous framework Source: PEFA Secretariat

4.

Improvement in the PFM System after First and
Second Assessments

The previous assessments provided foundational guidance
for the modernization of the PFM. The Government made

interventions at the thematic and institutional levels and

prepared strategies for utilization of outcomes of assessments.

Several achievements have been made under the PFM Reform

Strategy which are breifely highlighted as follows:

a)

Formulated and implemented new legislation i.e. Public
Procurement Act, 2063 and its Regulations (2064), and
the Economic Procedure and Financial Accountability
Act, 2076 (2019) and its Regulations (2077).
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b)

d)

g)

h)

3

Established the Public Expenditure and Financial
Accountability Secretariat (PEFA  Secretariat) to
coordinate and monitor PFM assessments.

Established key independent offices to improve specific
PFM functions such as Public Procurement Monitoring
Office (PPMO), Public Debt Management Office
(PDMO), Additional Fund and Accounts Controller
Offices in Kathmandu.

Implemented strengthening programs for the Office of
the Auditor General (OAG) and the Ministry of Finance
budget system.

Modernization of financial operations through integrated
and specialized IT systems by such as Treasury Single
Account (TSA), Resource Mobilization Information
System (RMIS), Financial Management Information
System (FMIS) and CGAS, mFMIS, EFT (Electronic
Fund Transfer), and SU-TRA.

Enhanced the budgetary system using LMBIS/BMIS
and the creation and implementation of a formal budget
calendar.

Significant investment made to support IT infrastructure,
including training, computers, hardware, software, and
networking.

Improved Public Procurement with e-GP and e-Bidding
systems, along with the publication of Standard Bidding
Documents.

Modernized taxation system with e-PAN, e-Registration,
e-filing, and e-TDS.

Upgraded using NAMS (Nepal Auditing Management
System) and PAC-MIS (Public Accounts Committee -

390
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k)

D

S.

Management Information System) to facilitate auditing
and external scrunity system.

Implemented projectes like Strengthening Public Financial
Management Project (SPFMP- I and II), followed by the
Integrated Public Financial Management Reform Project
(IPFMRP).

Received grant assistance from the Multi-Donor Trust
Fund (MDTF), coordinated by the World Bank, to finance
the reform projects.

Adopted and revised the Nepal Public Sector Accounting
Standard (NPSAS) to align with the International Public
Sector Accounting Standard (IPSAS).

Implemented the Nepal Financial Reporting Standard
(NFRS) for public enterprises and the private sector,
aligning with IFRS.

Improvements were made to the internal audit system,
fund releasing process, expense authorization and
reporting system.

Third PEFA Assessment

The third assessment, conducted under the 2016 framework,

identified significant weaknesses in Nepal’s PFM that require
priority attention. Out of 31 indicators, majority are placed in
the C+ category, which signifies only a basic level of existence

for these systems.
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Score
No. of Indicators

| A | B+ | B [Neslie

1 1 3 11 5

‘ No. of Dimensions

| 16 | | 22 | | 27 ]

Nepal’s PEFA Assessment — 1l Source: PEFA Secretriat

Summary of Nepal’s PFM Performance (PEFA-III)

Pillars Strength Weakness/Gaps
o Strong legal foundation, |e System shows weak
structured fiscal oversight, with the
federalism. legislature not reviewing
e [T-based budgeting the MTEF.
tools like MTEF and o [nconsistent classification
NPBMIS. of conditional grants, and

Pillar 1 : o Predictable resources, poor coordination and

Budget low contingency scrutiny.

Reliablity expenditure, and e Fiscal management is
expanding digital constrained by unrealistic
systems enhance revenue forecasts, project
planning space, delays, contract issues,
transparency, and fiscal | high ministerial virements,
stability. and incomplete utilization

of NPBMIS.

Pillar 2: o Budget framework is ® Budget transparency is

Transparency | aligned with GFSM/ constrained by limited

of Public COFOG. disclosure of fiscal risks.

Finances
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o Uniform Chart

of Accounts and
comprehensive
documentation
ensuring structured
and transparent fiscal
reporting.

Rule-based
intergovernmental
transfers, program-
based budgeting.
Accessible fiscal
information that
enhance accountability,
performance monitoring,

e EBUs outside consolidated
reports, and weak NPSAS
implementation, reducing
fiscal visibility and
accountability.

o Delayed conditional grants,
incomplete subnational
reporting, and absence
of pre-budget statements
or citizen s budgets
that weaken planning
predictability and public
scrutiny.

Pillar 3:
Management
of Assets and
Liabilities

and public fiscal
visibility.

e Robust legal and e Delayed and incomplete
institutional framework reporting, with SNGs and
for asset and debt PEs frequently submitting
management. financial statements late

Detailed investment

due diligence, ministry-
level monitoring, and
comprehensive financial
recording by FCGO and
NRB.

Operational systems
like PAMS and DOMS,
along with PDMO and
enhanced rules under

NPB, ensure accurate
tracking, transparent
reporting, and effective
debt and project
management.

and contingent liabilities
remaining only partially
recorded.

Monitoring and follow-
up of public investment
projects are weak.

Fixed asset data remain
incomplete, and major
infrastructure assets are
not integrated into the
asset management system.

Debt Management
Strategy was approved
late and fell outside the
assessment period.
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Annual MTEF links
periodic plans with
annual budgets.
Expenditures
disaggregated by
functions, sectors,
strategic pillars, outputs,

Macroeconomic and fiscal
forecasting remains weak,
as no interest rate or
currency projections and
macro-fiscal sensitivity
analysis.

Fiscal strategy is not

Pillar 4:
Polic outcomes, and SDG- formally documented
¥ . gender-climate codes. with numerical targets or
based Fiscal . . o
e Budget process is policy criteria.
Strategy and . .
] systematic, supported o MTEF also omits
Budgeting . . . . .
by timely circulars and economic classification
a four-week submission for the outer two years
window. and lacks comparison

e Budget are consistently with earlier MTEF's or
submitted to Parliament explanations for estimate
at least a month before revisions.
the fiscal year begins.

e Reliable information e Compliance risk
systems, transparent management and
appeals, and treasury- enhancement strategies
integrated revenue are not yet formulated for
recording through IRD and DOC.

RMIS with annual o Risk mitigation measures
reconciliation of under tax and customs
Pillar 5 assessments and arrears. revenue are insufficient.
. .. |e Daily and monthly bank | e No direct integration
predictability L
balance consolidation between personnel and
and control .
. and full-year budget payroll records; audit
in budget . .
; authority for spending does not confirm full
execution . L.
units. accuracy and reliability of
e Procurement practices payroll/personnel data.

follow competitive
norms with good public
access to information
and an effective
complaints system.

Absence of complete
procurement database;
agency-level records
hinder monitoring; overall
procurement performance
average.
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e Functional Internal
Audit and Internal
controls for non-salary
spending are adequate,
commitments remain
within budget, and some
MDAs follow formal
SOPs .

Internal audit focuses
mainly on compliance;
partial implementation
of recommendations; no
formal adoption of audit
standards.

Pillar 6:

Accounting
and
Reporting

Access and changes to
records are restricted
and recorded,
maintaining a strong
audit trail.

o Monthly reconciliation
of all bank accounts and
advances.

Accurate and timely
preparation of in-
vear budget execution
reports, enabling
comparison of
expenditures with
approved budget.
Annual financial
Statements prepared

in accordance with
national standards
within three months of
fiscal year-end.

TSA and core banking
system ensure

reconciliations and
financial data accuracy.
Biannual consolidated
in-year budget reports
released by MoF with
comparisons to original
budget.

In-year budget execution
reports do not capture
expenditures of
deconcentrated units,
only payment-stage
transactions.

In-year reports lack
detailed analysis and
commentary on budget
execution.

Annual financial reports
not fully consolidated
as required by national
accounting standards.

Expenditures recognized
at payment stage;
commitment controls
prescribed but not
applied.

Information on
nonfinancial assets,
liabilities, guarantees, and
long-term obligations in
annual statements remains
incomplete.

Cash-basis accounting
limits completeness of
financial information for
policy analysis.
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Pillar 7:

External
scrutiny and
audit

Audit coverage of
CG revenues and
expenditures is good;
audits conducted
according to

international standards.

Audit reports presented
to President within
eight months and to
Parliament within nine
months.

PAC conducts in-depth
hearings, which are
public, and reports are
published online.

e External audit does

not fully meet financial
independence criteria.
PAC unable to complete
scrutiny of audit reports
within 12 months,
resulting in backlog.
Legislative scrutiny
delayed; PAC hearings
cannot cover all reports
timely.

Delays in presenting audit
reports to Parliament
affect timely follow-up
and accountability.

Audit quality
independently verified
by another SAI; audit
guidelines align with
ISSAL

Source: Compiled from Nepal's PEFA Report, 2024 , (MoF, FCGO, 2024)

6. Future Reform Areas

The PFM of Nepal is gradually gaining momentum after
implementation of various policy frameworks, organizational
establishment and implementation of ICT. It has made good
progress in the areas such as formulating regulatory frameworks,
implementation of ICT in operation and reporting etc. (Nepal
2024, Public Expenditure and Financial Accountability (PEFA),
n.d.). However there are significant numbers of areas where
reforms, modernization and improvement are needed to make
PFM more modern, objective oriented and for the betterment of
the overall system. Following are the key recommendations that
should be implemented to address the gaps observed:

9% fAfeY /383



g

h)

3

7.

Advance data-based macroeconomic and fiscal forecasts,
and develop a revenue forecasting tool to enhance fiscal
forecasting & budget reliability.

Align budget objectives with national goals and make
fiscal transfers more predictable and equitable to reinforce
intergovernmental balance.

Harmonize PFM systems, upgrade existing platforms,
and develop an integrated ICT based fiscal system.
Enhance cash management, internal controls, and
monitoring/evaluation systems.

Develop robust systems for Public Investment
Management (PIM) and enhance the management of
public assets.

Develop a harmonized system for accounting and
reporting, ensuring the full implementation and
strengthening of NPSAS.

Focus on strengthening both Revenue Policy and
Administration by broadening the tax base.

Increase audit coverage, and improve follow-up on audit
recommendations and parliamentary scrutiny.

Simplify, facilitate, monitor procurement processes,
and leverage technology for increased efficiency and
transparency.

Promote citizen engagement, and integrate Gender and
Climate Response into the PFM framework.

Conclusion

The primary goal of PFM reform is to strengthen fiscal
governance to ensure the prudent use of resources and to

increase transparency and accountability to ensure judicious

application of public funds. Nepal has demonstrated significant
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commitment and success in this area over the past three decades,
as evidenced by the substantial improvements observed
between the first and second PEFA assessments. However, the
third assessment, which utilized a more advanced framework,
identified significant gaps in the overall PFM system. To
address these challenges, Nepal must strengthen its PFM
measures through targeted updates and improvements, focusing
especially on increasing budget reliability, enhancing allocative
efficiency, effectively managing fiscal risk, and improving
reporting, auditing, and external scrutiny. The PFM Strategy
— III, developed by the MoF, must be implemented both fully
and effectively to accelerate reform and achieve significant
improvements in future PEFA ratings.
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The Role of Three Pillars of Economy
in Nepal's Development: In the
Context of Globalization, Liberalization
and Privatization

Anil Kumar Jha*

Background

Nepal has achieved notable progress in economic, social,
and infrastructural development over nearly seven decades
of planned development. The Constitution of Nepal seeks to
fulfill the aspirations for sustainable peace, good governance,
development, and prosperity through a federal democratic
governance system (NPC, 2024).

The government of Nepal has introduced a three-pillar
economic development policy involving the public, private, and
cooperative sectors. The main objective is to achieve sustainable
growth and rapid development by maximizing resource
mobilization with the participation of all sectors. Additionally,
the government aims to create a socialism-oriented, self-reliant
economy and eliminate economic inequality through equitable

* Assistant Director, Nepal Rastra Bank
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resource distribution (Constitution of Nepal, 2015). Despite the
huge efforts of the government and private sector, Nepal has
not been able to fulfill its dream of achieving a high economic
growth rate.

The 16th Plan aims to achieve the objectives of Vision
2043, which seeks to enhance Nepal's status among developing
countries and fulfill the Sustainable Development Goals (SDGs)
while adhering to the Constitution of Nepal. Success relies on
the collaborative efforts of the economy's three pillars. This
article explores the roles of the government and private sector in
Nepal's development, focusing on globalization, liberalization,
and privatization policies.

Role of Public, Private and Cooperative Sectors

Public-private partnerships have become essential for mobilizing
investment to achieve development and prosperity goals. The
private sector contributes expertise, efficiency, and capital,
while the public sector offers a regulatory framework, ensures
public interest, and supports the private sector. Public investment
should prioritize basic services, as they are fundamental to
economic development. The constitution of Nepal recognizes
the importance of the public, private, and cooperative sectors
in achieving a socialism-oriented, independent, and prosperous
economy, as outlined in Articles 50(3), 51(d), and 51(h).
Additionally, the role of public-private partnerships has been
highlighted in the periodic plans, Sustainable Development
Goals (SDGs), and Vision 2100.

To promote public-private partnerships (PPP) in economic
development, Nepal has enacted various laws and policies,
including the Public-Private Partnership and Investment Act
2019, the Public-Private Partnership Policy 2072, the Foreign
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Investment and Technology Transfer Act (FITTA) 2019, the
Special Economic Zone (SEZ) Act, the Industrial Enterprises
Act, the Industrial Policy 2066, the Trade Policy 2015, and
the Tourism Policy 2065, Cooperative Act 2074. The Public-
Private Partnership and Investment Act of 2019 contains
various provisions related to investment approval, project
implementation, the establishment of an investment board, nine
methods of public-private partnership (PPP), and regulations
concerning private investment. It also addresses agreements,
facilities, and incentives, and the creation of a one-stop service
center.

The Public-Private Partnership Policy of 2015 aims to
enhance investment from both the public and private sectors in
the development and operation of public infrastructure services.
The PPP policy identifies five key principles of public-private
partnership, which include: a) Viewing PPP as a contract
between the public and private sectors. b) Ensuring that public
entities create an environment conducive to private sector
investment through appropriate policies, legal frameworks,
institutional arrangements, and economic incentives. c)
Guaranteeing a return on investment for the construction of
public infrastructure. d) Establishing parameters and bases for
potential risks. €) Arranging for the transfer of ownership to the
state at the end of the contract period.

Role of the Public Sector

The public sector plays an essential role in the economy. It acts
as an initiator, infrastructure developer, risk-taker, regulator,
supervisor, developer of institutional frameworks, enacts rules
and regulations, facilitator, promoter, public resource manager,
coordinates with regional and international organizations,
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promotes inclusive and sustainable development, and provides
social justice. Although the contribution of the public sector in
Nepal has been decreasing since the liberalization period, as the
private sector has grown, it continues to play a critical role in
the country's economic development.

The 16th Plan of Nepal anticipates that the public sector
will contribute 30.2 percent to the economy. The role of the public
and private sectors in fixed capital formation as a percentage of
GDP has been presented in graph 1. The graph shows that the
contribution of the private sector in capital formation is higher
than public sector in Nepal.

—+—Private Fixed Capital Formation ——Government Fixed Capital Formation
Total Fixed Capital Formation

M
_/r”'\-—\._._._,..—-—-.

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24

Graph 1: Contribution of the Public and Private Sectors in Capital
Formation

Source: Economy Survey, Authors' Elaboration

Role of the Private Sector

The role of the private sector is crucial for economic
development. It is responsible for investment, innovation,
capital formation, job creation, trade, and export promotion,
enhancing the country's competitive ability, bringing expertise
and efficiency to producers and consumers, providing revenue
to the public sector, promoting entrepreneurship, attracting
international investment and FDI, a contractor in implementing
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projects, driver, and engine of growth. The private sector is also
key to mobilizing resources.

A recent joint study by the Federation of Nepalese
Chambers of Commerce and Industry (FNCCI) and the
International Finance Corporation (IFC) reveals that the private
sector contributes more than 80 percent to the economy, over
50 percent to job creation, and nearly 80 percent to investment
and gross fixed capital formation. The private sector uses most
of the domestic resources, and the expansion of credit to the
private sector has been presented in graph 2.

Private Sector Credit (Billion)

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24

Graph 2: Credit to the private Sector in Nepal

Source: Economy Survey, Authors' Elaboration

In Nepal, the private sector accounts for 93.19 percent of
businesses in the wholesale and retail sector, 97 percent in the
transport and storage sector, and an astonishing 99.93 percent
in the real estate sector. It employs 5.5 million people, which
constitutes 80 percent of the current labor force in the country.
Furthermore, the private sector plays a significant role in gross
fixed capital formation. The 16th Plan of Nepal anticipates that
the private sector will contribute 67.2 percent to the economy.
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Role of the Cooperative Sector

The cooperative sector is recognized as the third pillar of Nepal's
economy. Itplays a vital role in increasing employment, boosting
income, and alleviating poverty by utilizing local resources,
skills, and capital. The functions of the cooperative sector
include community development, improving financial access
and inclusivity, and promoting social equity and empowerment.
The contribution of the cooperative sector in Nepal has been
presented in graph 3.

—+—Number of Cooperatives  —li—Members(000) Employment

—a—a— L i i ———8—3

2012/132013/142014/152015/162016/172017/182018/192019/202020/212021/222022/232023/24

Graph 3: Contribution of Cooperative in Nepal

Source: Economy Survey, Authors elaboration

Currently, there are 31,450 cooperatives with a total
share capital of Rs. 94 billion and 7.4 million members. This
sector has created employment for 94,000 people (DOC, 2022).
According to the 16th plan, the cooperative sector is expected
to contribute 2.6 percent to Nepal's economy.
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Economic Development
(Socialism-oriented, Independent, and prosperous Economy)
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Health - Global - Financial

- Institutional Competition Access and
Framework - Expertise and Inclusiveness
(Regulator and Efficiency - Social Equity
Facilitator)

Globalization, Liberalization, and Privatization in Nepal

Globalization:

Globalization is the process by which ideas, knowledge,
information, goods, and services spread around the world.
It is an integrated market marked by free trade, free flow of
capital, access to foreign resources, and labor. Globalization is
the growing interdependency of the world’s economy, culture,
and population brought by cross-border trade, technology,
the flow of investment, people, and information. The history
of globalization is driven by technology, transportation, and
international cooperation.

Nepal has benefited from globalization in many ways,
including the export of labor, attraction of FDI, and foreign
capital access to the global market and regional as well as
international organizations and forums.

According to Acharya (2024), Globalization provides

access to goods, job opportunities, cultural exchange,
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information access, regional cooperation, advocacy, and
international aid. However, it brings economic disparity, worker
exploitation, profit drain, cultural erosion, political influence,
brain drain, health risks, global challenges like cyberattacks
and environmental degradation. Similarly, Khanal (2023)
revealed that the globalization of the Nepalese economy has
not significantly accelerated economic growth to the desired
level. Moreover, Dahal (2023) found a concerning aspect of
globalization in Nepal. In addition, Shrestha (2023) observed
that globalization places Nepal in a difficult position, exposing
it to significant external influences.

Liberalization

Liberalization refers to the process of freeing an economy from
governmentcontrol and providing a platform for the private sector
to play a role in economic activities. This includes deregulating
markets, setting prices, privatizing public enterprises, removing
licensing requirements, and eliminating quotas in foreign trade.
The World Bank defines economic liberalization as the act of
freeing prices, trade, and market entry from state control while
also stabilizing the economy.

The key components of a liberalization policy include: 1.
Privatization of government institutions and assets, 2. Greater
flexibility in the labor market, 3. Lower tax rates for businesses, 4.
Fewer restrictions on both domestic and foreign capital, 5. Open
markets, 6. De-licensing, 7. Limited government intervention,
8. Free foreign trade, 9. Reforms in foreign exchange, and 10.
Updates to trade, industrial, and commerce policies.

In Nepal, the rapid process of liberalization began in
response to a balance of payments (BOP) deficit faced for the
first time in the fiscal year 1982/83, mainly due to excessive
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liquidity injected into the economy by the government to support
a referendum. In 1985, the Nepalese currency was devalued
by 14.7% against the U.S. dollar to address the BOP deficit,
but this did not solve the underlying issue. Consequently, the
government sought assistance from the International Monetary
Fund (IMF) and World Bank to alleviate the excess liquidity.
This resulted in the implementation of an 18-month standby
arrangement program as a stabilization measure. Starting in
1987, Nepal entered into reform programs initiated by the
World Bank and the IMF, known as the Structural Adjustment
Program (SAP), aimed at addressing supply-side issues in the
economy.

The economic liberalization in Nepal encompasses several
key reforms, including those in the trade sector, import regime,
export front, foreign exchange, capital account, and financial
liberalization.

Privatization

Privatization refers to the process of transferring ownership or
control of government assets and firms to the private sector.
In Nepal, privatization involves selling government-owned
enterprises to private entities to increase efficiency, reduce the
government's financial burden, encourage foreign investment,
broaden share ownership, and raise state revenue.

Nepal initiated its first privatization program in the mid-
1980s, which can be traced back to the Sixth Plan (1980-1985).
This effort continued into the Seventh Plan and took shape
during the Eighth Plan. The policy of privatization in Nepal was
defined for the first time in the Sixth Plan. In 1989, a Privatization
Cell was established within the Ministry of Finance to plan and
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implement these privatization programs. The Privatization Act
1994 was formulated

The Privatization Act of 1994 lays out various provisions
for the privatization of public enterprises (PEs), including the
formation of a Privatization Committee, outlining its powers,
functions, and duties, as well as procedures for public notice,
the privatization process, proposal evaluation, agreement
formulation, dispute resolution, employee provisions, and
methods of privatization. According to the Privatization Act of
1994, there are five methods for privatizing PEs in Nepal: a)
Sale of shares, b) Management contracts, c) Leases, d) Sales of
assets and businesses, and e) Voucher privatization.

An analysis from the Annual Review of the Performance
of Public Enterprises (PEs) in Nepal for the year 2081, published
by the Ministry of Finance, indicates that the outcomes of
privatization have not been satisfactory. So far, Nepal has
privatized 18 public enterprises; out of these, only 10 are
currently operating profitably, while 2 are incurring losses, and
6 are no longer in operation (MOF, 2024). Out of privatized 18
public enterprises (PEs), 11 were sold through sales of share;
3 PEs are privatized through sales of assets and businesses, 3
PEs are privatized through leasing and 1 PEs was privatized
through a management contract. To date, 12 PEs have been
liquidated and are no longer in operation (MOF, 2024). Based
on the method of privatization, the performance of these PEs
can be summarized graph 4.
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Graph 4: Performance of PEs based on the Privatization Methods.

Conclusion

In the context of growing concerns regarding globalization,
liberalization, and privatization, the role of the public sector
is shifting from being an active partner to that of a facilitator
and regulator. Meanwhile, the private sector is expanding
its influence and becoming a driving force for growth and
development. Although the public sector's role is increasingly
limited to that of an institutional framework creator, it remains
crucial in promoting the private and cooperative sectors to act
as market leaders for development and growth.

Nepal has established various legal and institutional
frameworks aimed at promoting active participation across all
sectors of the economy. However, Nepal has not yet fully reaped
the benefits of globalization, liberalization, and privatization,
as the performance of all three sectors has fallen short of their
potential.

A joint study by FNCCI and IFC (2023) highlighted the
significant role of private sector that plays in expanding access
to services and creating jobs. However, productivity levels
in this sector remain low. Several factors may be influencing
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productivity, including infrastructure availability, access
to capital, regulatory frameworks, and the overall business
environment. Addressing productivity is a complex issue that
will likely require collaborative efforts between the government,
the private sector, and other stakeholders. Although the
government has implemented initiatives to improve the ease of
doing business and encourage investment, challenges continue
to exist. These challenges include difficulties in starting a
business, paying taxes, obtaining permits from utility service
providers, and limited access to markets and financing.

Khatiwada (2024) argues that political, administrative,
and policy instability are significant constraints on economic
development in Nepal. He further suggests that economic growth
cannot be achieved without the active participation of the private
sector. The cooperative sector in Nepal has also deviated from its
foundational principles, leading to various problems, including
cooperative fraud, scandals, and mismanagement. The deposits
of cooperative members are at high risk due to poor corporate
governance, inadequate oversight of cooperative boards and
management, weak regulation, and limited supervision. More
than 20 big savings and credit cooperatives have been declared
problematic by the Department of Cooperative till January 2025
(DOC,2025).

Nepal began liberalizing its trade and investment regime
unilaterally in 1992 and became the first least developed country
(LDC) to fully join the World Trade Organization (WTO) in April
2004. However, since then, the country's economic performance
has not met the significant development needs of its population.
Key factors hindering higher GDP growth rates include political
instability, stemming from the transition process following the
internal conflict between 1996 and 2006, as well as supply-side
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constraints such as energy shortages, inadequate infrastructure,
and labor strikes. Recognizing the important role of trade in
achieving sustainable and inclusive economic growth, as well
as in reducing poverty and improving living standards, Nepal
is taking further steps to create a more favorable business
environment and enhance the competitiveness of its exporters
(WTO, 2012).

Pandey (2024) argues that the idea that WTO membership
has led to increased imports and a larger trade deficit is more
indicative of our domestic policies and the actions of the private
sector, rather than being directly caused by the WTO itself.

Though Nepal has made various efforts to liberalize
its economy and has provided a platform for the private
sector to take a leadership role in economic development and
benefit from integration into the global economy, the results
have not met expectations due to a weak internal market and
structural problems within the economy. The full liberalization
of the capital account has not been achievable primarily due
to the poor performance of the domestic market and limited
capital inflow. Nepal has struggled to attract sufficient FDI
and has been unable to expand its exports due to a low level
of industrialization. The private sector has not been able to
capitalize on the privatization of large public enterprises,
although most privatized industries have not performed well
post-privatization. The most important step to benefit from
liberalization, privatization, and globalization is to strengthen
the domestic economy by fostering an environment conducive
to industrialization.

Therefore, without strengthening the public, private,
and cooperative sectors, the objectives incorporated in the
Constitution of Nepal 2015 cannot be achieved. The public sector
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should be strengthened in all aspects, including the executive,
legislative, and judicial branches. The private sector should focus
on long-term goals rather than short-term profits. Additionally,
the cooperative sector must adhere to the fundamental normes,
values, and principles of cooperation. Nepal can only reap the
benefits of globalization, liberalization, and privatization when
all three pillars of the national economy actively contribute.
Besides, strengthening the domestic economy is key to grabbing
the benefits of globalization, liberalization, and privatization.
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Drowning in the Liquidity: Are we
Trapped?

Prabhakar Jha*

1.  Introduction: The Paradox of Plenty

As money supply increases, interest rate falls leading to
businesses and households typically borrow more to invest and
consume, thereby stimulating the economy. More money makes
credit cheaper leading to higher credit demand increasing
economic activity, higher economic growth and demand
led inflation. This is what happens in the classical theory of
macroeconomics. This is the standard and should happen.
What should not happen is the Keynesian liquidity trap, where
this cycle of economic activities breaks. No matter how much
we put the fuel (money) in the vehicle, the engine (economy)
doesn’t start (Eggertsson and Egiev, 2024).

The Credit to Deposit (CD) ratio percent has dropped to
74.63 percent way below the regulatory ceiling of 90 percent
leaving roughly NPR 1 trillion investable funds within the
banking system. The interbank rate has remained around the
floor of the interest rate corridor in last 2 years despite Nepal

* Assistant Director, Nepal Rastra Bank
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Rastra Bank (NRB) injecting NPR 28.5 trillion net liquidity in
last two fiscal years. The real investments, on the other hand,
has remained stagnant (Mijiyawa, Joshi, and Dongol, 2025).
Excess liquidity amid investment stagnancy implies broken
"monetary transmission mechanism". Is Nepal in a liquidity
trap?

NRB started lowering policy rate (fixed repo rate) from
July, 2023 to 6.5 percent from 7 percent with easing inflation.
Going forward, subsequent cuts resulted in policy rate declining
to 4.25 percent (Nepal Rastra Bank, 2025) which is 125 basis
point lowers than Reserve Bank of India’s policy rate' (Reserve
Bank of India). Consequently, the weighted average interest
rate on credit have dropped to 7.5 percent and weighted average
deposit rate has gone below 4 percent in October 2025. Yet,
the rate cuts have not induced credit flow as private sector
credit growth have remained single digit from September 2022.
Private sector credit grew only 8.1 percent in fiscal year 2024/25
against the central bank’s projected limit of 12.5 percent. As of
October, 2025, the year-on-year private sector credit growth is
6.5 percent despite 13 percent robust year on year growth in
deposits (Nepal Rastra Bank, 2025).

2.  Diagnosing the Trap

A liquid trap involves three main characteristics; 1) interest
rates near lower bound, 2) stagnant economic activities and
lower inflation and 3) sluggish investment, economic agents
preferring cash to investment.

' Reserve Bank of India policy rate is 5.5 percent as of October, 2025 meeting of the
Monetary Policy Committee.
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2.1. Interest Rate Fallout

When the COVID-19 pandemic ceased in May, 2022, the interest
rate had climbed to the hill top due to the regulatory measures
and rollback of monetary easing during the times of pandemic.
The 91 days Treasury bills rate, which measures the market
short-term interest rate, was 9.65 percent’. However, the rate
entered the corridor in July 2023 thanks to higher government
spending.
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Graph 1: Short Term Interest Rate and Interest Rate Corridor

Source: Nepal Rastra Bank

The subsequent accommodative monetary stance of the
central bank further lowered the corridor despite enlarging the
gap within it. The excess liquidity has resulted in the short-

2 Interbank Rate was intentionally dropped from the analysis given the rate is
influenced by Upper and Lower Bound operational conditions set by the Nepal
Rastra Bank Open Market Operations Procedure (Seventh Amendment, 2081),
2078.
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term rates to remain around the floor which has been a matter
of concern. However, the situation worsened from September
2025 when the short-term rate diverged further and fell below
the lower bound. This fallout has been dramatic where the
interest rates fell from their highest levels to the lowest with 2
years resulting in considerable interest rate volatility.

Although the nominal interest rate is not at zero (such as
those of Japan or of the EU), it has reached an effective lower
bound as compared to the risk. A bank or financial institution may
not lend at 8 percent in case the perceived risk of default (Non-
Performing Loans or NPLs) is high. As of mid-october-2025, the
NPL of the commercial banks went up to around 5.26 percent
compared with an average of 1.98 percent three years prior
(Nepal Rastra Bank, 2025). In this environment, banks demand
a high "risk premium." Even with the policy rate cuts, banks
may not lower lending rates further for risky borrowers (SME:s,
construction), because the risk-adjusted return is negative due
to higher risk premium. Thus, the interest rate channel of
monetary policy is blocked.

In terms of Quantity Theory of Money,

Money Supply * Velocity of Money = Price Level *
Output

i.e.,, MV=PY

MV |=(P*Y) o

Given, price level and output are stagnant, even increasing
money supply will not yield much given declining levels of
velocity of money. As a result, funds injected or accumulated

through remittances are getting stuck in the banking system's
vaults or are being cycled into safe government securities or
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standing deposit facility driving their yields down to near-floor
levels (roughly 2.75 percent).

2.2. The Output Stagnancy

Output stagnancy is formally defined as a period where real
Gross Domestic Product (GDP) growth is below the potential
output insufficient to absorb the available labor force, leading to
persistent "slack" in the economy. This stagnancy leads gap to
persists for years implying the resources (labor and capital) are
underutilized resulting in a lower-level equilibrium. The final
result is permanent shrinkage of productive capacity and skill
erosion (Benigno and Fornaro, 2018).

Nepal exhibits a '"Stop-Start" economy as seen in
Graph 2. The economy rarely stays at equilibrium swinging
from massive crashes (2016) to massive overheating (2019).
The graph shows growing economy post-liberalization (1992)
followed by the civil war period (2002-2007) preventing the
economy reaching its full potential. The Earthquake 2015
resulted in next shock followed by V shaped recovery with the
reconstruction boom. Then, there was the COVID1-19 Crash
(2020) where lockdowns froze activity followed by a brief spike
of false recovery fueled by credit boom in 2022. The output gap
plunged back into negative territory in 2023 representing the
"shallowing out" of the economy. As a result, the private sector
stopped borrowing, and the government failed to spend, leaving
actual output below potential.
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Graph 2: Output Gap

Source: Authors Calculation of Output Gap®

The present situation demonstrates that the closing output
gap with current GDP growth (4.5 percent in 2024/25). Although
it appears to be a recovery, it is an indication of a Hysteresis
in which the actual output does not cover up the possibility to
eliminate the gap but rather the possibility output has declined
on its own. The reasons behind the hysteresis could most
likely have been high labor migration, low investment as well
as underutilization of industrial capacity (decline in labor and
capital, vis-a-vis, factors of production). The recent trend (2023
to 2025) supports the Output Stagnancy proposition because
the economy wasted considerable time in negative space and it
was later topped back to zero indicating that the economy has
lowered its potential and not a productivity boom.

The inflation, on the other hand, is at record low levels.
The headline inflation declined to 1.5 percent, year on year,
in October 2025 thanks to food inflation which deflated
by more than 2.5 percent. Negative food inflation implies
either a massive oversupply or, more probably, a decline in

3 Calculated using Hodrick Prescott (HP) filter
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consumer purchasing power. Since, we can eliminate the
massive oversupply situation, we can conclude households are
deleveraging instead of spending forcing the prices down.
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Graph 3: Inflation
Source: Nepal Rastra Bank

2.3. The Investment Slug

Characterized by ever dumping liquidity and the low investment
confidence, the slump could have occurred due to two

primary drivers: "Balance Sheet Recession" and “Remittance
Dyssynergia".
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2.3.1.Balance Sheet Recession

Balance Sheet Recession, phenomenon coined by an economist
Richard Koo to explain the lost decades of Japan, is experienced
when private sector focuses on debt reduction agenda instead
of profit maximization (Koo, 2003). After the aggressive credit
growth of 2021-2022 when credit-to-GDP hit almost 100
percent, the Nepalese private sector became very high leverage,
specifically in real estate and trade. The subsequent market
correction, initiated by the restrictions on imported goods,
unwinding of monetary easing and asset-price adjustment,
resulted in businesses having "underwater" balance sheets
forcing them to deleverage. As a result, businesses are more
interested in settling the current debt than borrowing new funds
even in the presence of cheap credit. In this scenario, survival
becomes more important than expansion.

2.3.2.Remittance Dyssynergia

The Nepal economy laments a special form of distortion-
Remittance Dyssynergia. Having inflows of remittance NPR
1.7 trillion in FY 2024/25 (28 percent of GDP) means that the
financial system is constantly inundated with foreign liquidity.
It is through the unsterile interventions that money supply has
been increasing continuously. But this liquidity is not conducive
to productive capacity. This impact has escalated in 2025 when
the level of migration is expected to reach unprecedented highs
(the youth bulge exodus). We have liquidity that is not absorbed
results in dyssynergia, in which, the economy is not in synergy
vis-a-vis disequilibrium.

Moreover, this abundance carries inherent risk of the
shortage when the consumption picks up suddenly. Any effort
to increase economic growth via consumption will initiate
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another episode of liquidity shortage within the economy. Once
consumption picks, the excess money starts getting used due
to weak the domestic industrial, the money leaks out of the
country via imports almost as fast as it enters the system. Rising
imports will also put pressure on foreign exchange reserve as
it did in the COVID-19 boom. The result: Foreign exchange
and liquidity crisis. There is no denial that we have a volatile
financial system, thanks to the dyssynergia.

3.  Going with the Flow: Procyclical Fiscal Policy

John Maynard Keynes famously argued that when monetary
policy fails (the liquidity trap), fiscal policy must step in.
The government must become the "spender of last resort" to
stimulate aggregate demand. Tragically, Nepal’s fiscal policy
has been pro-cyclical rather than counter-cyclical. Instead
of ramping up spending to offset private sector weakness, the
government cut down spending. It happens with enough fiscal
space with low level of debt burdens.

The FY 2024/25 budget allocated roughly NPR 352 billion
for capital expenditure (Ministry of Finance, 2024). If one
thinks allocation was low, the lower was the spending where,
actual spending was only 63.2 percent by the end of the fiscal
year (Mijiyawa, Joshi, and Dongol, 2025). This under-spending
sucks liquidity out of the market. The government collects
roughly NPR 1 trillion in tax revenue but fails to pump it back
into the economy through development projects International
Monetary Fund (2025). This acts as a contractionary force,
deepening the liquidity trap.

The inability to spend is not due to a lack of funds, but
a lack of state capacity (bureaucratic hurdles, procurement
delays, weak project management). In a liquidity trap, this
administrative failure becomes an economic crisis.
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4. Counter-Argument: Risk Aversion vs. Trap

While the evidence shows clear Liquidity Trap with signs of
Hysteresis, some may argue in favor of Risk Aversion. The
argument may assert on lack of creditworthy demand instead
of depressed aggregate demand. Banks are simply too scared to
lend due to the rising tide of NPLs.

Graph 4: Money Supply and Credit Flow (Indexed)

e Broad Money Supply =~ eeceee Private Sector Credit == = (Government Domestic Credit

Source: Author'’s Calculation

The graph 4 confirms the fact that money supply and credit
flow have not accompanied each other, either private sector or
government sector. No matter the growth in money supply, the
credit has not picked, resulting significant gap between them.
Moreover, the government credit has shrunk further than the
private sector reinforcing the earlier example of pro-cyclical
behavior.

While risk aversion is real, the outcome is identical to a
liquidity trap. If the risk premium is so high that it negates the
effect of rate cuts, the economy functions exactly as if it were
in a trap. Furthermore, the lack of demand from high-quality
borrowers (who are deleveraging) confirms the Balance Sheet
Recession diagnosis.
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5.  Conclusion: Navigating the Stagnation
Is Nepal in a liquidity trap? Yes!

The economy mirrors the Keynesian proposition of the liquidity
trap, mismatch among the money supply, credit growth, inflation,
economic growth, and the pursuit of balance sheet management
by the private sector. In addition to this, remittance is feeding
the trap. Contrary to the usual traps where an economy fails, the
remittance inflows keep the Nepal economy on a life support
thus concealing the extent of internal stagnation.

6. The Way Out

Escaping this trap requires a shift from monetary reliance to
fiscal and structural dominance.

1. Fiscal Shock Therapy: The government must
radically improve capital expenditure execution
which has a higher fiscal multiplier. If the
bureaucracy cannot spend, the government should
proceed with labor intensive employment scheme
creating local durable asset (local roads, irrigation
canals, rain water harvesting, ponds, and irrigation
facilities and canals). If not this, transfer funds
directly to households (limited time unemployment
benefits, time expiring cash vouchers expiring
within 3 months) via local bodies could boost
velocity as the low-income households have higher
multiplier effect due to higher marginal propensity
to consume.

2. Smart Remittance Guarantees (The SympliFi
Model): Currently, remittances are consumption
transfers which pumps liquidity into the system
and then liquidity leaks through imports. A similar
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model could be utilized by us in the form of a
fintech system like the one that operates in Africa
(acted as SympliFi), where the remittance is
redirected to collateral. Under the model, a migrant
worker in Qatar or Korea deposits his savings (say
5,000 USD) in a locked deposit account of USD.
Rather than sending the cash home to be spent, this
deposit is used as a guarantee of a business loan
that is taken by their family in Nepal. As a result,
the family gets access to credit (which banks are
currently refusing) to start a productive SME.
The bank gets a risk-free, cash-backed guarantee.
The migrant receives interest on their deposit in
USD. This system. It transforms the consumption
money into the production capital without the bank
assuming the credit risk.

3. Operational De-Risking of Credit through
Default Guarantees: Emphasis should be laid on
the aspect of Risk Control (absorbing or sharing
credit risk) rather than Price Control (reducing the
rates) through Operational De-Risking of Credit.
In this model, credit issuing bank shares credit risk
with a guarantor (DCGF, NRB or MOF or their
consortium) motivating the banks to lend money
to the cash strapped businesses. In case of default
or loan loss, credit issuing bank bears certain
percentage of the loss followed by the guarantor.
We may proceed to Portfolio-Based Guarantee
as opposed to issuing guarantees for every loan
application (that is slow and cumbersome) where
the guarantor guarantees a pool of loans (e.g.,
"SME Loans Issued in FY 2025/26). In the case of
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a default in the portfolio, for instance, the bank will
lose, 5 percent, followed by the Guarantor’s loss
up to 20 percent where it releases the tranches of
payment for every 5 percent loss. This endeavor
could be financed by Financial Stability Fund (NPR
19 billion within NRB by the end of FY 2024/25)
or by blended finance with development partners
(World Bank, ADB). By doing so, the bank can be
assured of its maximum loss limit, which acts as an
incentive to lend.

4.  Corporate Debt Restructuring: Acknowledging
the Balance Sheet Recession, we need a formal
mechanism to restructure viable but over-leveraged
firms, allowing them to repair balance sheets
and resume borrowing. In some case, banks can
hold equity stake (divestible, later) and have their
representatives as directors in the firm’s board of
directors. The restructuring will not only deleverage
the firms (lowering debt to equity ratio), but also
make banks to pass on strategic planning, strong
corporate governance and financial discipline to the
firms.

5. Sectoral Pivot: Nepal Rastra Bank has to
shift to targeted easing of high impact sectors
(Manufacturing,  Construction, Infrastructure,
Energy) with regulatory incentives (performance-
based refinancing to banks, change in risk weight on
loans) from mere blanket easing and rate reductions.

Without such interventions, Nepal is, increasingly, at risk
of becoming trapped in the regime of low growth, mass exodus,
and financial stagnation; a condition where the banks are full of
money but there is not much business opportunity.
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Macroprudential Policy
Fundamentals and Their Impact on
Financial Stability

Lalit Kumar Sharma*

Introduction

Economic liberalization and globalization have significantly
enhanced interconnectedness within the banking sector,
creating a multifaceted network of relationships. This intricate
web creates what Kaufman and Scott (2003) refer to as systemic
risk. Systemic risk refers to the risk that a failure in one part
of the financial system will precipitate a collapse across the
entire financial system. Systemic risk encompasses two key
dimensions: the time-series dimension and the structural
dimension.

The time-series dimension is closely associated with
credit cycle theory, which states that banks tend to increase their
leverage during periods of economic expansion. This behavior
often makes them susceptible to higher risks when economic
conditions deteriorate. During boom times, banks may engage
in more aggressive lending practices, and this excessive risk-

* Assistant Director, Nepal Rastra Bank
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taking can lead to vulnerabilities that manifest during economic
downturns. Consequently, when the economic cycle shifts
and downturns occur, institutions with high leverage may be
unable to meet their obligations, risking widespread financial
instability.

In contrast, the structural dimension of systemic
risk concerns how financial shocks are transmitted across
interconnected institutions. This aspect is often analyzed
through network contagion models that illustrate the pathways
through which financial distress can propagate. The high degree
of interconnectedness among financial institutions means that
a disturbance in one entity, whether due to a decline in asset
values or liquidity issues, can quickly reverberate through the
system. The structural dimension highlights the critical nature of
relationships within the banking sector, where a single point of
failure can trigger a domino effect, compromising the stability
of the entire financial system.

Before the global financial crisis, the time-series
dimension of systemic risk was the primary focus of academic
studies (Komulainen & Lukkarila, 2003). The structural aspect,
however, gained prominence following the global financial
crisis. The 2007-08 crisis and its prolonged effects on the
worldwide economy revealed limitations in the monetary
policy framework that had previously been effective during
the Great Moderation. Monetary policy was effective in
addressing cyclical fluctuations but could not mitigate structural
vulnerabilities. This gap highlighted the need for additional
policy tools (Aikman et al., 2016).

Tinbergen’s Rule states that each policy tool should
be assigned to a single objective. Economic history further

0GR G - 9 30%



demonstrates that no single policy regime can simultaneously
achievebothfinancialandpricestability. Asaresult, policymakers
recognized that monetary policy instruments alone could not
ensure both financial stability and price stability objectives.
This realization prompted the development of macroprudential
policy as a distinct set of regimes explicitly targeting financial
stability. The concept of macroprudential policy was advanced
by Crockett in 2000 and later elaborated by Galati and Moessner
(2013), although the term “macroprudential” was first introduced
by the Cook Committee in 1979. The prefix “macro” highlights
the focus on the stability of the entire financial system. At the
same time, “prudential” underscores the preventive nature of
these measures, such as building capital buffers to mitigate
systemic risk (Galati & Moessner, 2018).

The International Monetary Fund (IMF) defines
macroprudential policies as prudential tools intended to limit
systemic risk within the financial sector. These policies have
three primary intermediate objectives: enhancing the financial
system's resilience to economic shocks through operational
buffers; mitigating systemic risks by managing the relationship
between credit and asset prices; and addressing structural
vulnerabilities arising from interconnectedness and dominant
institutions, thereby preventing firms from becoming “too big
to fail.”

Macroprudential Policy Tools

Macroprudential policy includes a variety of tools, with the
exact number differing among central banks and no universally
agreed total. Following the framework of Alam et al. (2019),
the IMF lists 17 major macroprudential tools, although this
list is not comprehensive. The IMF has created a database of
these tools based on this framework. Typically, macroprudential
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instruments are divided into two main types: those targeting

borrowers and those targeting financial institutions. Instruments

aimed at financial institutions, such as countercyclical buffers and

dynamic provisioning, help control credit supply. Meanwhile,
borrower-targeted tools such as Loan-to-Value (LTV) and Debt-
Service-to-Income (DSTI) ratios, as well as loan restrictions,

are used to manage borrowing behavior (Galati & Moessner,
2018).

The macroprudential policy tools and their role in

maintaining financial stability are discussed as follows:

»

»

»

»

»

»

Countercyclical Buffer (CCyB): Banks are required to
maintain a capital buffer when credit growth is higher
than GDP growth. It reduces the procyclical behavior
of banks by requiring them to maintain a higher capital
buffer during a credit boom.

Capital Conservation Buffer (CCB): Banks must maintain
a capital buffer in good times to help stabilize them during
bad times.

Capital Requirements: Minimum Capital requirements
based on credit risk, operational risk, and market risk
exposure of the Banks. It does not include the buffer
capital illustrated above.

Leverage Limits (LVR): Maximum non-risk weighted
exposure (on balance sheet and off-balance sheet) a bank
can create compared to its level of capital.

Dynamic loan loss provision: It is based on expected risk.
It also includes sectoral loan-loss provisions.

Limits on Credit Growth: The regulatory ceiling on
aggregate credit growth or the ceiling on specific sectors
such as household, corporate credit, etc.
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»

»

»

»

»

»

»

»

Loan Restrictions: These include loan limits on specific
sectors, such as home loans, personal overdrafts, loans
against shares, etc. It also included the prohibition of
loans to specific sectors or groups.

Limits on Foreign currency (LFC): It includes the credit
limit on loans provided in foreign currency or rules on
foreign currency loans.

Loan-to-Value Ratio (LTV): It compares the eligible loan
amount to the underlying assets. The underlying assets
can be a mortgage, a vehicle, or any other real estate.
When LTV is stringent, borrowers have to put more
equity into asset purchases. It reduces asset booms and
busts, particularly the real estate bubble.

Limits on the Debt-service-to-Income Ratio (DSTI):
Maximum eligible debt a borrower can service based
on his/her net Income. It reduces the borrower's over-
indebtedness, thereby lowering loan delinquency.

Tax measures: Includes taxes on specific transactions,
assets, or liabilities, such as capital gains tax and stamp
duty.

Liquidity Requirement: It includes Liquidity Coverage
Ratio (LCR) and Net Stable Funding Ratio (NSFR) LCR
is designed to minimize liquidity risk, whereas NSFR is
intended to reduce the risk arising from funding mismatch.
Limits on Loan-to-Deposit (LTD): Limits on credit
compared to deposits collected. If LTD exceeds the
regulatory ceiling, specific penalties are levied.

Limits on Foreign Exchange Positions (LFX): Limits on
net or gross foreign exchange positions that a bank can
hold.
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»

»

»

Reserve Requirement (RR): It includes the cash reserve
requirement for macroprudential purposes, in foreign or
local currency.

Identification of Systemically Important Financial
Institution (SIF): 1dentification and additional regulatory
provision, such as a capital surcharge on SIFI or
domestically systemically important banks (D-SIB).
Levying an extra surcharge on SIFI and DSIB discourages
banks from interconnectedness.

Other: 1t includes stress testing, restrictions on profit
distribution, and limits on interbank exposure.

Transmission of Macroprudential Policy

@—4 Intermediate Targets }—>|%|
A y

e Capital-Based ® Reduce leverage Financial
e Assets-Based build-up Stability
o Liquidity Based * Reduce
e [nterconnectedness externalities from
based interconnectedness
e [ncrease resilience
of the financial
system

Figure: Macroprudential Policy Framework

The transmission of macroprudential policies is more

complex and less clearly defined than the transmission of
monetary policy. Each macroprudential instrument can operate
through its own transmission mechanism. However, based on

the nature of macroprudential tools, the transmission mechanism
can be grouped into four categories:
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L Capital-based Transmission

In this category, macroprudential tools include risk-based capital
requirements, the capital conservation buffer, the leverage ratio,
and the countercyclical capital buffer. These instruments are
designed primarily to curb excessive leverage in the financial
system. The underlying concept of this group of tools is that
high leverage fuels asset bubbles and destabilizes the economy
(Beyer et al., 2017). By requiring banks to hold more capital
when expanding their balance sheets, regulators raise the
effective cost of lending. This reduces banks’ return on equity
and discourages excessive balance-sheet expansion. As a result,
capital-based tools help contain unsustainable credit growth and
strengthen financial stability. Other macroprudential tools, such
as sectoral credit limits, can also be viewed as falling within
this category, since regulators often require banks to hold higher
capital against exposures exceeding the credit limits.

2.  Asset-based (Borrower-based) Transmission

Under this category, macroprudential tools include the LTV and
DTI ratios. These instruments operate by restricting borrowers’
ability to take on excessive debt (Jacome & Mitra, 2015).
While capital-based tools act as a supply-side constraint on
credit, asset-based tools operate on the demand side, limiting
how much borrowers can leverage their balance sheets. This
transmission mechanism is commonly referred to as the
borrower balance sheet channel. For example, when the central
bank loosens the LTV ratio (such as allowing an LTV of 90%),
households with limited savings can purchase more real estate
by relying heavily on bank loans. If the housing market later
declines, highly leveraged borrowers may struggle to service
their loans. Distressed borrowers then sell their properties,
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triggering fire-sale dynamics and further declines in asset
prices. This feedback loop amplifies even small shocks and can
escalate into a broader financial crisis. Therefore, asset-based
tools aim to limit such vulnerabilities by keeping borrower
leverage at sustainable levels.

3.  Liquidity-based Transmission

Tools in this category include the LCR and the NSFR. These
tools aim to safeguard the financial system by limiting
vulnerabilities arising from over-reliance on short-term funding,
maturity mismatches, and insufficient liquid assets (Beyer et al.,
2017). The LCR requires banks to hold enough high-quality
liquid assets to withstand 30 days of stress. The NSFR ensures
that stable, long-term funding sources support banks’ long-term
assets. These instruments do not directly target credit growth or
interconnectedness. Instead, their purpose is to prevent liquidity
shocks at one institution from spreading across the financial
system. Liquidity-based tools reduce the likelihood that panic
at a single bank will turn into a system-wide bank run. Their
transmission operates mainly by reducing the propagation and
amplification of liquidity stress.

4. Interconnectedness-based Transmission

Interconnectedness-based tools aim to reduce systemic spillovers
arising from the failure of a single large or highly interconnected
institution. The guiding principle is that problems in one major
bank should not trigger a chain reaction throughout the entire
financial system (Galati & Moessner, 2013). Tools in this
category include the identification and regulation of systemically
important banks (SIBs/D-SIBs), interbank exposure limits, and
stress testing frameworks. Regulations for SIBs often involve
higher capital surcharges and stricter leverage requirements

2053 WG - 04 9%



so that systemically important institutions can absorb shocks
without transmitting distress to others. By limiting excessive
connections and imposing higher resilience requirements on key
institutions, these tools help prevent the failure of an individual
bank from escalating into a systemic crisis.

Macroprudential Policy in Nepal

Consistent with global best practices and Basel standards, the
Nepal Rastra Bank (NRB) has adopted several macroprudential
tools. During the fiscal year 2009/10, Nepal's financial sector
experienced an asset price bubble fueled by rapid credit growth
in the real estate sector. It was estimated that a 30 percent
decline in asset prices would result in an increase of over 20
percent in banks' Non-performing Loan (NPL) ratio'. Several
banks were classified as problematic due to substantial real
estate investments, necessitating central bank intervention®. In
response to these vulnerabilities, Nepal introduced LTV limits in
2009°. Following implementation, credit growth in the real estate
sector was constrained. Due to the effectiveness of LTV limits
in enhancing bank stability, the LTV limit was subsequently
extended to other types of consumption loans, such as personal

! International Monetary Fund. (2010). Nepal: Request for a disbursement
under the rapid credit facility—Staff report; Staff supplement; Press
release on the executive board discussion; and Statement by the executive
director for Nepal (IMF Country Report No. 10/183). International
Monetary Fund. https://www.elibrary.imf.org/downloadpdf/view/
journals/002/2010/185/article-A001-en.pdf

2 South Asia Watch on Trade, Economics and Environment. (n.d.). Nepalese
banking crisis explained. SAWTEE. https://www.sawtee.org/sawtee-in-
media/nepalese-banking-crisis-explained.html

3 Nepal Rastra Bank. (2011). A Report on Real Estate Financing in Nepal: A Case
Study of Kathmandu Valley. https://www.nrb.org.np/contents/uploads/2019/12/
Study Reports-A_ Report on Real Estate Financing in Nepal-A Case Study.
pdf
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overdraft facilities secured by land and buildings. The limits
have been revised frequently to address vulnerabilities arising
from rapid credit growth. NRB has also implemented all Basel
ITI-based macroprudential policy tools except for the LCR and
NSFR, for which a consultation document has been issued.
In recent years, NRB has primarily relied on LTV and loan
restriction measures as key macroprudential policy tools. The
aggregate change in macroprudential policy is tracked using
the macroprudential policy index. The index summarizes the
direction of changes in policy tools over time.

Macroprudential Policy Index of Nepal

2012 2014 2016 2024

MPPI Index
=]
=
5]

Year

Data Source: Macroprudential Policy Index database of the IMF

The IMF conducts an annual Macroprudential Policy
survey among its member countries to evaluate global changes in
macroprudential policies. Utilizing the framework developed by
Alam et al. (2019), the IMF constructs a country-specific index
of macroprudential policies. Under this framework, a value of
+1 is assigned when a central bank tightens a macroprudential
policy tool, and a value of -1 when it loosens the policy. These
values are aggregated to produce the overall Macroprudential
Policy Index. According to the data, the NRB loosened its
macroprudential policy in 2020, 2021, and 2023, whereas in
other years it tightened the policy. It highlights that the NRB has
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been actively tightening macroprudential regulations to enhance
financial stability in Nepal. However, following the COVID-19
pandemic, the country has relaxed these policies, likely to help
banks recover from the financial impact.

Conclusion

Before the 2007/08 financial crisis, macroprudential policies
received little attention from economists and policymakers.
However, the crisis fundamentally altered this view,
highlighting the importance of macroprudential tools. Today,
there is widespread support for incorporating macroprudential
frameworks into policy strategies, as these tools are seen as
crucial for maintaining national financial stability. However,
the practice of applying macroprudential tools moved ahead of
its theory. There is currently no unified theory that explains how
macroprudential policies affect financial stability. Recent studies
have examined the effectiveness of these tools in maintaining
financial stability, and most findings report positive outcomes
(Araujo et al., 2024). However, research indicates that not all
macroprudential tools are equally effective across contexts. For
instance, LTV and DSTI ratios tend to be effective in developed
countries. In contrast, capital rules often yield better results in
developing countries (Chan et al., 2014). Additionally, recent
studies suggest that the impact of macroprudential policies on
financial stability can be nonlinear (Biljanovska et al., 2023).
Excessive use of specific tools by a central bank may diminish
their effectiveness over time. Therefore, the NRB should
regularly review the effectiveness of macroprudential tools to
ensure they can effectively maintain financial stability in Nepal.
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Challenges of ECL Implementation in
Nepal

Shiva Prasad Bhusal*

Background

The 2008 Global Financial Crisis was primarily caused due to
excessive risk taking by banks through subprime mortgages.
Such risks went unnoticed by the regulators and credit losses
were booked by banks only after housing bubble collapsed and
borrowers started to default on loans, as per the ‘incurred loss
model’ that was applicable during that period. The extent of
possible future credit loss events was not considered in advance
and losses were recognized only after occurrence of loss event
or evidence of default or ‘impairment’ in the language of
accounting. Therefore, the credit losses accounted by the banks
were deemed as ‘too little and too late’.

Owing to the weakness of former accounting standard,
need for revisions in provisions of accounting standard was
realized globally. As a result, ‘Expected Credit Loss model’
of new accounting standard ‘IFRS 9: Financial Instruments’
replaced the extant ‘Incurred Loss Model’ requiring financial

* Assistant Director, Nepal Rastra Bank

0GR AT - @ 39



institutions to assess for the significant increase in credit risk
since origination of loan or financial asset and determine credit
losses. The new standard is based on the premise that generally
significant increase in credit risk occurs before a financial asset
is impaired or defaulted. Under IFRS 9’s ECL impairment
framework, banks are required to recognize ECLs at all times,
taking into account past events, current conditions and forecast
information, and to update the amount of ECLs recognized at
each reporting date to reflect changes in an asset’s credit risk.
It is a more forward-looking approach that will result in more
timely recognition of credit losses. The new standard also
requires that the credit losses estimate should be unbiased and
probability weighted.

Implementation of NFRS 9 in Nepal

The Institute of Chartered Accountants of Nepal (ICAN) initially
announced that NFRS 9 (aligned with [IFRS 2018) would become
effective in FY 2021/22. However, the Accounting Standards
Board (ASB) and ICAN later deferred implementation to FY
2023/24 following a request from Nepal Rastra Bank (NRB),
citing challenges such as the COVID-19 pandemic, limited
resources, and inadequate technical capacity. At that time, only
one commercial bank had implemented an ECL model.

Despite these constraints, NRB issued the “NFRS 9 ECL-
related Guidelines, 2024 in May 2024, serving as the primary
reference for the banking industry in implementing NFRS 9’s
impairment requirements.

Challenges for Supervisors
. Model Uncertainty and Unreliability

NFRS 9 does not prescribe any specific model or
methodology for determining ECL estimate. It only requires

RR fAfeY /383




that the ECL determined be forward looking, unbiased and
probability weighted. This created a risk that banks and financial
institutions exercise high management judgement and discretion
and determine ECL estimates which may not be representative
of credit risks faced by them.

Therefore, ECL related guidelines issued by NRB
envisaged the adoption of PD, LGD and EAD model for
estimating ECL, in order to bring uniformity in broader sense.
However, within the PD, LGD and EAD models, there is likely
to be wide variability within and across the banks and financial
institutions due to following reasons.

a)  Variation in level of preparation in terms of data

b)  Variation in risk profile and concentration of exposures

c)  Divergent choices of methodologies and assumptions

d) Differences in expertise and experience of model
developer

. Technical knowhow

Unlike in internal ratings based approach of capital adequacy,
where banks and financial institutions determine risk weights
in accordance with their internal credit risk rating and measure
credit losses and credit risk in terms of PD, LGD and EAD,
Nepal has been adopting simplified standardized approach
where risk weights of exposures are predetermined. This has
limited the knowledge and experience in banking industry,
which is required to move towards PD, LGD and EAD approach.

. Model assumptions and methodologies
a)  Appropriateness of model chosen for risk profile of
the bank
Not all modeling techniques suit every bank’s
portfolio or risk characteristics. Challenges include:
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An

b)

»

»

»

Mismatch between the model complexity and
the bank’s asset mix (e.g., retail vs. SME vs.
corporate portfolios).

Failure to consider portfolio-specific
behaviours, such as prepayments, refinancing
patterns, or collateral dynamics.

Inadequate customization, where key local
market drivers are omitted from the model.

inappropriate model, therefore, can lead to
systematically biased ECL estimates that do not reflect the true
credit risk appetite or exposure of the bank.

Awareness of strengths and weaknesses of different
models

»

»

»

»

Supervisors expect banks to:

Understand the limitations of each model
Acknowledge the conditions under which
the model performs well or poorly, such as
periods of stress or structural economic shifts.
Be aware of model dependencies, like reliance
on macroeconomic variables or behavioral
assumptions

However, in initial years of implementation, the senior

management of the bank may not be completely aware of factors

mentioned above.

¢)

Back testing and stress testing to evaluate model
adequacy

Ongoing validation is akey supervisory requirement.
This includes:

»

Back-testing PD, LGD, and EAD estimates
against realized outcomes to measure accuracy.
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» Sensitivity analysis to determine how changes
in input variables affect outputs.

» Stress testing using severe but plausible
macroeconomic scenarios, assessing whether
the model responds realistically.

d)  Model Validation- Its independence and process

As the ECL measurement and assessment
involves extensive judgment, effective model
validation policies and procedures are crucial. As
per NFRS 9 ECL related Guidelines issued by NRB,
model validation should be conducted when ECL
models are initially developed and when significant
changes are made to the models. Supervisors may
have to put special attention on:

» whether the clear roles and responsibilities
have been assigned for model validation with
adequate competence

» whether the model wvalidation has been
performed  independently  of  model
development process

» whether scope and methodology of the model
validation is appropriate and adequate

» whether the methods used for validation of
ECL models, any changes in methodology
and tools, validation results and remedial
actions taken, have been documented

» whether evaluation on effectiveness of model
validation process and independence of model
validation process from development process,
have been conducted by independent parties
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Other key questions that may be useful to supervisors

Supervisors may need to challenge the inputs,

process(design) and outputs of the models developed by banks
and financial institutions, in order to evaluate the overall
effectiveness of models. Therefore, some of the questions that

may be useful are as follows:

a)

b)

Are model assumptions reasonable and updated?

Supervisors need to look for:

» Transparency of assumptions.

» Regular wupdates based on new data,
regulations, or economic circumstances.

» Justification of assumptions related to
collateral values, recovery timelines, and
macroeconomic relationships

Are model results backtested regularly?
Supervisors need to look for periodic validation
cycles (e.g., annually). In addition, the bank should
have internally established standards for acceptable
model performance. Where performance thresholds
are significantly breached, remedial actions to the
extent of model re-calibration or re-development
should be considered. Therefore, thresholds for
acceptable deviations between predicted and actual
losses can also be evaluated. It may also be useful for
supervisors to evaluate the process of investigation
and remediation of back-testing failures, in banks.

Is the model dynamic to reflect changes in the
business environment?
IFRS 9 requires:

IR
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» Incorporation of forward-looking economic
scenarios.

» Ability to adjust quickly to events such as
shocks, recessions, or industry-specific crises.

» Timely updates to assumptions, data, and
parameters.

» Monitoring for model drift over time.

» A static model is likely to underestimate
risk during volatile periods. Therefore,
supervisors are expected to look into the
dynamism of the model and evaluate whether
the model is sufficiently dynamic to address
the requirements mentioned above.

d)  Is the banks information technology system robust
enough to support credit risk modeling?
A robust IT system generally is expected to :
» Have centralized, consistent and common data

sources for customer, exposure, collateral,
and historical performance information.
» Manage multiple forward-looking scenarios
without significant performance degradation
» Scale efficiently as portfolio size or model
complexity increases

» Flexibility to Incorporate Model
Enhancements

Technical Matters that Need Consideration

a) Disclosure Requirements

NFRS 7 requires various disclosures for Financial
Instruments. Therefore, detailed disclosures are required by
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banks in their notes to accounts to enable users of financial
statements to understand the risks taken by banks and its effect
on amount, timing and certainty of cash flows.

(a)

(b)

(©)

NFRS 7- 35 B states that:

“Credit risk disclosures shall provide

Information about an entity’s credit risk management
practices and how they relate to the recognition and
measurement of expected credit losses, including the
methods, assumptions and information used to measure
expected credit losses;

Quantitative and qualitative information that allows users
of financial statements to evaluate the amounts in the
financial statements arising from expected credit losses,
including changes in the amount of expected credit losses
and the reasons for those changes; and

Information about an entity’s credit risk exposure (ie
the credit risk inherent in an entity’s financial assets and
commitments to extend credit) including significant credit
risk concentrations”

Specific disclosures that are needed are:

(a)

(b)

(©)

(d)

An entity’s definitions of default, including the reasons
for selecting those definitions;

How the instruments were grouped if expected credit
losses were measured on a collective basis;

How an entity determined that financial assets are credit-
impaired financial assets;

An entity’s write-off policy, including the indicators
that there is no reasonable expectation of recovery and
information about the policy for financial assets that are
written-off but are still subject to enforcement activity;
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(e)

®

(2

(h)

(1)

@)

(k)

How an entity determined whether the credit risk of
financial instruments has increased significantly since
initial recognition

The basis of inputs and assumptions and the estimation

techniques used to:

(1)  Measure the 12-month and lifetime expected credit
losses;

(i1)) Determine whether the credit risk of financial
instruments has increased significantly since initial
recognition

(i11)) Determine whether a financial asset is a credit-
impaired financial asset.

How forward-looking information has been incorporated

into the determination of expected credit losses, including

the use of macroeconomic information

Changes in the estimation techniques or significant

assumptions made during the reporting period and the

reasons for those changes.

Reconciliation from opening balance to closing balance

of loss allowance for both 12 month and lifetime ECL

including undiscounted ECL at initial recognition for
financial assets that are purchased or originated credit
impaired

An explanation of how significant changes in the gross

carrying amount of financial instruments during the

period contributed to changes in the loss allowance

The nature and effect of modifications of contractual

cash flows on financial assets that have not resulted in

derecognition and the effect of such modifications on the
measurement of expected credit losses
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(I)  The eftect of collateral and other credit enhancements on
the amounts arising from expected credit losses

(m) Contractual amount outstanding on financial assets that
were written off during the reporting period and are still
subject to enforcement activity.

(n) Significant credit risk concentrations by credit risk rating
grades, the gross carrying amount of financial assets and
the exposure to credit risk on loan commitments and
financial guarantee contracts

These disclosures are part of implementation of ECL and
therefore, are required to be made appropriately and adequately
in the financial statements of banks and financial institutions.
Such disclosures enhance transparency and credibility of risk
management practices of banks and financial institutions.

Therefore, NRB may also need to consider these additional
disclosures so that banks and financial institutions disclose it
consistently and appropriately in line with the objectives of
accounting standards.

b) Interest Income Recognition Practice

Since a borrower can move between stages throughout the
year, the interest income recognition for each quarter (interim
financials) will depend on the stage at the beginning of the
quarter and can differ in each quarter i.e interest applied on
gross carrying amount or amortized cost.

This requires banks and financial institutions to maintain
record of each borrower, its ECL provision at the end of quarter
and its interest income for each quarter based on stage at the
beginning of the quarter. Hence, the change in interest income
recognition practice and its record keeping is a new requirement
to banks and financial institutions, which may need to be
assessed by supervisors.
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¢) Cash-based Interest Income for Distribution

Existing regulatory provision requires interest income accounted
by banks on non-cash basis (i.e accrual basis) to be transferred
to regulatory reserve to restrict the distribution of profit by the
same amount.

With change in interest revenue recognition practice in
accordance with stages and application of effective interest
rate (which results in the recognition of integral fees as interest
revenue over the term of the loan), the amount that is required to
be transferred to regulatory reserve will require determination
of interest actually received, accrued interest receivable (which
will be part of gross carrying amount), interest suspense for
each borrower. The amount that is to be released to retained
earnings on recovery of interest after full implementation of
interest income as per NFRS 9 may also require significant
contemplation (in terms of dealing with interest suspense that
accumulate till the point of transition to full implementation), if
the existing regulatory provision is to be continued.

d) Interest Income on Stage 3 Assets

NFRS 9 allows interest income recognition on amortized cost
for Stage 3 assets. This means interest income is accounted
for, despite non recovery of interest, on carrying amount that
is obtained after deduction of ECL provision. This results in
accruing of interest and recognition of interest income on a
continuous basis although at lesser amounts than in stage 1 and
2 assets.

Furthermore, with the application of NFRS 9, the interest
that is accrued on ECL provision (also known as unwinding of
discount), although is not recognized as interest income seems
to have the same overall impact on net profit as assets in stage 1
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or 2 through reduction in ECL provision amount that is charged
to profit or loss. For example:

A borrower is in stage 3 at the beginning of the reporting
period and has initial gross carrying amount of NPR 10,000
with effective interest rate of 10% and ECL provision at the
beginning is NPR 2,000 and at the end of the reporting period
is NPR 3,000.

Therefore, the amortized cost at the beginning of the
reporting period is NPR 8,000. Interest income is recognized
as NPR 800 (8,000%10%). The unwinding of discount of ECL
is NPR 200 (2,000%10%). This results in reduction in ECL
provision that is to be charged to profit or loss by NPR 200.

The journal entries are as follows:

Dr Gross Carrying amount (GCA) NPR 1,000 (10%%10,000)

Cr ECL NPR 200 (10% *2,000)
(unwinding of discount)
Cr Interest Income NPR 800 (10% * 8,000)

To reflect increase in ECL allowance expense after taking
into account unwinding of discount

Dr ECL provision expense NPR 800 (3,000-2,000-200)
Cr ECL NPR 800

The impact on Statement of Financial Position (Balance
Sheet) and Income statement will be as follows:
Beginning of  End of Reporting

Balance Sheet

reporting period Period
Giross Carrying NPR 10,000 NPR 11,000
Amount
Less: ECL Provision (NPR 2,000) (NPR 3,000)
Amortised cost NPR 8,000 NPR 8,000
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During reporting

P L

rofit or Loss period
Interest income NPR 800
ECL provision NPR 800
expense

If the borrower had been in Stage 1 or 2 at the beginning of
reporting period, the impact on Statement of Financial Position
(Balance Sheet) and Income statement would have been as
follows:

Balance Sheet Beginning of  End of Reporting

reporting period Period
Gross Carrying Amount NPR 10,000 NPR 11,000
Less: ECL Provision (NPR 2,000) (NPR 3,000)
Amortized cost NPR 8,000 NPR 8,000
Profit or Loss During reportt:ng
period
Interest income INJEIR TG
(10% * 10,000)
NPR 1,000

ECL vrovisi
CL provision expense (3,000-2,000)

Considering the effect of interest accrual on income
statement of banks and financial institutions, hence, overall
impact on profit or loss is Nil which is indifferent to the overall
impact on profit or loss even in case of Stage 3. However,
interest income amount and ECL provision expense differs in
both cases.

This illustrates that unlike in existing practice where loss
or impaired loans do not result in interest income recognition
and profit if interest is not collected, with the implementation of
NFRS 9, overall impact of interest accrual on net profit of the
banks and financial institutions are likely to be indifferent for
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financial assets in different stages although interest income will
be different.

Banks and financial institutions that fail to estimate
adequate ECL provision amount for Stage 3 assets may find
their profits unaffected due to continuous accrual of interest and
recognition of interest income on amortized cost. This may not
reflect real performance of the banks and financial institutions.
Therefore, it may be necessary to introduce measures to
discourage such practice such as requirement of policy to
write off loan fully or partially if the borrower does not make
contractual payments till a prescribed period.

e) Effective Interest Rate Implementation

As per NFRS 9, interest income is accounted for using effective
interest method. Effective interest rate determination requires
tracking of integral fees and transaction costs for loan and can
be different from coupon rate.

Therefore, banks and financial institutions may face the
challenge of having to maintain two systems- one for customer
reflecting actual coupon interest and one for financial statements-
with effective interest rate. Some core banking systems may
have the feature of effective interest rate embedded within the
system. However, most are unlikely to have this feature and
this may add extra costs to the banks and financial institutions
including microfinance institutions.

f)  ECL Provision in Books

Since the carve out provided by ICAN for loss allowance to be
higher of NRB regulatory provision or ECL is valid only till
FY 2025.26, because of the ECL provision, which has to be
calculated on quarterly basis and given the preliminary stage of
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implementation of ECL provision for most banks and financial
institutions including microfinance institutions, the adequacy
and reliability of ECL provision of banks and financial
institutions remains challenging and questionable if the carve
out is not extended. This can result in under provisioning or write
backs and boost the profit of banks and financial institutions.

Furthermore, Interest Income Recognition Guidance
Note 2025 has envisioned the implementation of interest
income recognition as per NFRS 9 from FY 2025.26. The
interest income for stage 3 financial assets will have to be
based on amortized cost. This also requires banks and financial
institutions to determine and estimate unbiased, reliable and
adequate ECL provision on quarterly basis (especially for stage
3 assets). Failure to do so may result in overstatement of interest
income based on lower ECL provision.

Therefore, banks and financial institutions are expected to
refine, validate and strengthen their ECL models significantly
within one year.

g) Maintaining Regulatory Reserve

ECL provision estimate requires significant use of management
judgment and assumptions, which are likely to result in different
ECL model mechanisms in different banks and financial
institutions. This creates the risk of model uncertainty and under
estimation of loss allowance compared to actual credit risk of
the bank or financial institution.

Therefore, the need for backstop to restrict the distribution
of profit by setting aside at least the regulatory provision, has
remained more relevant. The requirement of regulatory reserve
with the excess of regulatory provision amount over ECL
provision amount , may need to be retained although the impact
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on profit and loss may have to be based on ECL provision only,
if the carve out is not provided by respective accounting bodies.
Such practice has been found in other international jurisdictions
as well. For example- Sri Lanka has also required to maintain a
minimum of 1% impairment ratio for Stage 1 assets even if the
ECL provision is lower and excess provision as per guidelines
should be treated as appropriation of Retained Earning.

Way Forward

The implementation of ECL or NFRS 9 is a transformative
experience for both regulators and banks and financial
institutions as it involves major shifts in existing credit risk
management practices, methodologies for estimation of loss
allowances. The models to be developed by banks and financial
institutions will need to be challenged by supervisors mainly
with regards to inherent assumptions and management judgment
exercised in loss allowance estimate. Including statistician in
supervision team may also support in overseeing the statistical
assumptions, tests and validations of ECL models. Special
attention may be needed on independence of model validation,
expertise of model developers, documentation of assumptions
and tools used and policies regarding significant increase in
credit risk, staging and basis of collective impairment. Efforts
may also be required to build capacities of both regulator and
banks and financial institutions in this area.

Furthermore, technical matters surrounding treatment of
interest suspense that will accumulate to the point of transition
towards full implementation of NFRS 9 interest income related
provisions, requirement of regulatory reserve for non-cash based
interest income and regulatory loan loss provision, accrual of
interest for Stage 3 financial assets, need to be resolved through
careful contemplation.
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The disclosures that form important part of implementation
of ECL and enhance transparency of assumptions and models
used for ECL estimates, need to be given importance in
the upcoming days in order to be compliant with NFRS 7
requirements and to promote consistency and comparability of
disclosures, minimum disclosures may need to be prescribed to
banks and financial institutions. The disclosures made can then
be challenged by supervisors for its adequacy and correctness.

On request of NRB, ICAN has provided carve out for
deferral of NFRS 9 mainly on the provisions on interest income
and impairment till FY 2025.26. However, due to various
reasons such as uncertainty of models, usage of assumptions,
unevenness in capacities and resources across different banks
and financial institutions, it may take quite some time for models
on ECL to be more refined, unbiased and fit for purpose. This
may require further coordination with ICAN and ASB Nepal
for extending the carve-out in order to avoid qualified audit
opinion.

Therefore, the ongoing coordination with ICAN, ASB
Nepal and banks and financial institutions need to be continued
for collaborative efforts to facilitate full implementation of
NFRS 9 or ECL.

Another important aspect of ECL estimate, as highlighted
by Basel Committee on Banking Supervision, is to have well
defined credit risk assessment and measurement process which
contains an effective credit risk rating system that is consistently
applied, accurately grades differing credit risk characteristics,
identifies changes in credit risk on a timely basis, and prompts
appropriate action. A bank is expected to have a credit risk
rating process in place to appropriately group lending exposures
on the basis of shared credit risk characteristics. Therefore, an
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important step towards refining ECL models and enhancing
its credibility is through aligning internal credit risk rating of

banks and financial institutions with probability of default and
ECL models.
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Nepal-India Trade and Transit Treaties:
A 75-Year Retrospective and the Way
Forward

Suprima Poudel*

1. Background

Nepal shares a significant amount of trade with India. The
import from India occupies around 81% of total imports and
export occupies around 59% of total exports of Nepal. (Current
Macroeconomic and Financial Situation 2024/25). Furthermore,
Nepal is a landlocked country and its trade relationship with
other nations needs to use seaways and railways of India due
to proximity and cost advantage in using these routes. Thus,
for easing Nepal’s access to outside world and providing stable
economic ties to India post British regime, Trade and Transit
treaty was signed between the nations in 1950, which later has
undergone many changes, review and drafts.

1.1 Evolution of the Trade and Transit Treaty:

Nepal India Trade and Commerce was first signed in 1950,
July 31 to facilitate and enhance trade relations between these
countries. The treaty included provisions for full and unrestricted

" Assistant Director, Nepal Rastra Bank
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commercial transit of goods from or through Indian territory to
Nepal and vice-versa, recognizing Nepal's status as a landlocked
country and its right to access the sea through Indian ports. Later,
in 1960, Treaty of Trade and Transit was signed which covered
the aspects relating to both trade and transit. However, Nepal
realized that trade and Transit were different issues and there
should be two different treaties governing these. As a result
of continuous demand from Nepal, in 1978, separate treaties
were signed regarding trade and transit. These treaties expired
in March,1989. However, India denied renewing it which led
to major crisis in Nepal as India imposed blockade. Later,
after political changes occurred in 1990, a new framework was
negotiated. On December 6, 1991, two separate treaties were
signed for cooperating in controlling unauthorized trade. Here,
the trade treaty would be valid for 5 years and transit treaty for 7
years. The evolution of the treaties has been shown in the table

below:
Period Type of Arrangement Key Remarks
1950 First Treaty of Trade and Combined trade and transit
Commerce concepts.
Consolidated into a single
New Treaty of Trade and
1960 o . DA document with more detailed
Transit . -
transit provisions.
1978 Separated into two After Nepal’s continuous
treaties (Trade and Transit) demand
New Separate Treaties :
1991 Following blockade

(Trade and Transit)
1996  Trade Treaty Revision
1999  Transit Treaty Revision
2002  Trade Treaty Revision

: : Introduced automatic
Major update in Trade
2009 renewal every seven years and

Treat
featy a 30% value addition rule.
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The Trade Treaty was

) automatically renewed.
Automatic Renewal / Key

2016 Amendment A Letter of Exchange
added Visakhapatnam
port for transit.

2023 Automatic Renewal / Key

Amendment
2. Summary

2.1 Treaty of Trade and Commerce, 1950:

This treaty was first of its kind, signed on July 31, 1950 for
tenure of 10 years. It provided a formal structure to the trade
relationship with India and opened market for Nepalese
products. Also, the transit facilities were provided through
India’s port. It reduces uncertainty and made trade more formal.
However, the article V states “The Government of Nepal agree
to levy at rates not lower than those leviable, for the time being,
in India customs duties on imports from and exports to countries
outside India. The Government of Nepal also agree to levy on
goods produced or manufactured in Nepal, which are exported
to India, export duty at rates sufficient to prevent their sale in
India at prices more favorable than those of goods produced
or manufactured in India which are subject to central excise
duty.” This provided advantage for India but disadvantage to
Nepal. While India could easily access Nepal’s market, it made
difficult for Nepalese products to enter India’s market reducing
competitiveness in addition to the economies of scale advantage
that India already had. This treaty heavily tied Nepal’s economy
to India. (Treaty Of Trade And Commerce Between The
Governments Of India And Nepal, 1950)
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2.2 Treaty of Trade and Transit, 1960

This treaty replaced the Treaty of Trade and Commerce and
treated Trade and Transit as two separate issues. This treaty
gave more independence to Nepal and recognized its status
as landlocked country. Article VIII explicitly defines traffic
in transit. India agreed to provide warehouse and storage
facilities to Nepalese goods in transit. It also ensured duty free
entry of many Nepalese goods in India. The procedures of
customs clearance, documentation, breaking bulk, etc. became
more explicit and clearer. However the treaty mentions “With
reference to Articles I & V, while the Contracting Parties may
follow independent policies on trade with third countries, it is
understood that if Nepal pursues a policy divergent from that
of India, there will be mutual consultations so as to ensure
that there is no flow into India of goods imported from third
countries” which could hinder Nepal’s ability to pursue policy
autonomy. (Treaty of Trade and Transit Between Government
of India and His Majesty's Government of Nepal,, 1960)

2.3 Treaty of Trade, 1978

After demand from Nepal to split the trade and transit policy
into two treaties as these are different issues, the treaty got split
in 1978. The Treaty of Trade highlights the need to fortify the
traditional connection between two nations, desire to strengthen
economic cooperation, urge to develop the economies for
mutual benefits, reap the benefits of mutual sharing of scientific
and technical knowledge and experience to promote mutual
trade. The treaty permitted bilateral trade through twenty-one
designated points along the shared border. Nepal’s manufactured
goods were exempt from customs duties if they met strict rules
of origin requirements, whereas Indian manufactured exports
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faced a low preferential tariff without having to comply with
such rules. It granted Nepal market access free of basic customs
and quantitative restrictions access to the Indian market for all
manufactured products made with at least 80 percent Nepalese or
Indian raw materials. If the cost of producing a product in Nepal
is higher than in India, the Indian government will pay Nepal
up to 25% of the additional duty collected on that product, as
long as Nepal provides similar assistance to its exporters. The
treaty’s validity was for 5 years and renewed for another 5 years
with mutual consent. (Treaty of Trade Between the Government
of India and His Majesty's Government of Nepal,, 1978)

2.4 Treaty of Transit, 1978

To maintain, develop and strengthen the existing friendly
relations and cooperation between the two countries and
recognizing that Nepal as a land-locked country needs access
to and from the sea to promote its international trade, and
recognizing the need to facilitate the traffic in transit through
their territories, this treaty was signed in March 1978. The
treaty permitted Nepalese imports entering Calcutta by sea to
pass through to Nepal at any one of the 15 points along the
Nepalese-Indian border free from Indian taxes or import duties.
The treaty also acknowledges provision of warehouse or sheds
for the storage of traffic in transit for customs clearance. “A”
shed in Kidderpore Docks, and open space in Open land circular,
Garden Reach Road have been provided on lease while also
agreeing to provide such facility in Haldia Docks. The treaty
would be renewed in 7 years with mutual consent . (Treaty of
Transit Between the Government of India and His Majesty's
Government of Nepal, 1978)
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2.5 Treaty of Trade, 1991

The 1991 treaty was signed after the liberalization in 1980’s.
This treaty added “the Government of India will provide access
to the Indian market, on a case to case basis, free of "basic
and auxiliary" customs duty and quantitative restrictions for
manufactured article which contain not less than fifty five
percent of Nepalese materials or Nepalese and Indian materials”
in addition to all manufacturing products containing 80 percent
of Nepalese or Indian raw materials. Under the 1991 treaty, India
reduced the required Nepalese and Indian material and labor
content for manufactured goods from 50% (in the 1978 treaty)
to 40% of the ex-factory price, allowing such products case-by-
case preferential entry into the Indian market with priority for
quick clearance. The Raw material content for other products
remained 80%. While the 1978 treaty provided preferential
treatment for 65 products, the 1991 treaty increased the number
of products to 90. (WITS, 1991)

2.6 Treaty of Trade, 1996

The treaty of trade that was signed in 1991 was revised in 1996.
This is considered one of the most important treaties with India
in terms of trade volume. (Trade and Transit Relations between
Nepal and India: Political Implications) . After the signing of
Trade Treaty in 1996, Nepal enjoyed duty-free access for all
Nepali-manufactured goods into the Indian market on a non-
reciprocal basis except the three items that were included in
the negative list — cigarettes, alcohol and cosmetics. (Timilsina,
2023)

2.7 Treaty of Transit, 1999

The treaty provided additional port facilities i.e.,
residential cum office land space at Haldia and open land space

3y iy /383



at Haldia dock interior zone. Also, this treaty added two routes to
traffic and transit. Petroleum products, fertilizers, and industrial
alcohol are allowed to be transported by road by complying with
safety and legal requirements and bulk cargo such as boulders,
fertilizer, cement, vegetable and fruits shall be permitted by
open trucks. While the customs transit declaration was to be
made in quadruplicate in 1978 treaty, this treaty requires it to
be made in sextuplicate. The treaty requires sensitive goods
as declared by Government of India from time to time to be
covered by insurance policy or a bank guarantee. The insurance
policy should be done from insurance company authorized to
do business in India. For goods not classified as sensitive by
India, the importer must provide a legally binding document to
the Customs Commissioner in Calcutta, promising to pay the
difference between the goods' market value in India and their
C.LF. value if the goods don't reach Nepal. The treaty’s period
of validity was 7 years at a time. (Treaty of Transit Between
Government of India and His Majesty's Government of Nepal,
1999)

2.8 Treaty of Trade, 2002

Comparing the treaties of 1996 and 2002, it’s clear that India’s
main concerns are with the provisions of Article V. Although
the main part of the article wasn’t altered, the Protocol to Article
V was significantly updated in 2002. This update included
new rules on where products come from, how they should
be processed, requirements for local materials, and import
quotas. Other provisions, such as Certificates of Origin, special
treatment for small industries, and additional duties, remained
the same as in the 1996 version. This rule mandates that at least
30% of the total value of a product must come from locally
sourced raw materials. This is a relatively high requirement and
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is considered beneficial for promoting real industrial growth in
Nepal. It also added quantitative restrictions for vegetable fats
(vanaspati ghee), acrylic yarn, copper products under chapter
74 & heading 85.44 of the HS Code, and zinc oxide. (Treaty
of Transit Between Government of India and His Majesty's
Government of Nepal, 2002)

2.9 Trade Treaty, 2009

The protocol to the treaty has been majorly updated. The
revised protocol of Article 1 of the treaty states that India will
help Nepal improve its trade capacity by enhancing technical
standards, quarantine and testing facilities, and workforce skills.
Both countries will simplify and harmonize customs, transport,
and other trade procedures, along with developing border
infrastructure. Efforts will be made to eliminate non-tariff,
para-tariff, and other barriers to bilateral trade, and both parties
will allow duty-free temporary importation of used machinery
for repairs, with conditions such as re-exportation within six
months, proof of identity, and a bond to ensure compliance with
terms and taking measures to exchange trade-related data. The
major update in the protocol of article 2 is that both parties will
recognize Sanitary and Phytosanitary (SPS) certificates from the
exporting country for food and agricultural products, allowing
market entry as long as they meet the importing country's
requirements. With reference to Article 4, the primary goods
eligible for preferential treatment were increased to 16 from
14. Similarly, under Article 5, what materials are considered
products of Nepal or India has been elaborated. The value of
materials used in the products shouldn’t exceed 70% of the
FOB price (earlier ex-factory price). With reference to article 7,
both parties agree to ensure no discrimination in taxes, rebates,
or export benefits based on payment methods or currency used.
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With reference to article 11, the treaty mentions that if there are
delays in clearing goods at land customs stations that could cause
the goods to deteriorate, local authorities, including customs
officers, quarantine officials, and chamber representatives, will
meet to resolve the issue quickly. If unresolved, the matter will
be referred to the respective governments. Bilateral trade issues
will be handled by an Inter-Governmental Committee (IGC) led
by the Ministries of Commerce from both countries, meeting
every six months in Kathmandu and New Delhi. An Inter-
Governmental Sub-Committee (IGSC) will meet between IGC
sessions to discuss and recommend solutions to trade issues,
facilitating bilateral trade. The Treaty of Trade 2009 increased
the number of routes to 27. The treaty also mentions automatic
renewal after 7 years. (Treaty of Trade Between Government of
India and His Majesty's Government of Nepal, 2009)

2.10 Letter of Exchange, 2016

While the Trade Treaty and Transit Treaty were automatically
renewed in 2016, a revision was made to the Treaty of Transit
through the Letter of Exchange (LoE) that primarily involved the
operationalization of the Vishakhapatnam port as an additional
transit point for Nepal's third-country trade. (Government of
India, 2016)

2.11 Treaty of Transit, 2023

Though the transit treaty expired in 2019, there was no renewal
of the treaty until 2023. The 2023 renewal explicitly gives Nepal
access via inland waterways in India and the possibility to use
sea routes via Indian ports. It is possible to import and export
goods through containers through electronic tracking through
the Banaras waterway to the Birgunj and Bhairahawa crossings,
through the Sahibganj waterway to the Biratnagar and Kalughat
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waterways, and to the Nepalgunj crossings. It allows more
flexibility in selecting agreed routes and adds new ICPs for rail
cargo (Biratnagar, Nautanwa/Sunauli) besides the older ones
like Birgunj. The treaty provided for automatic renewal of the
treaty in 7 years. (Treaty of Transit Between Government of
India and His Majesty's Government of Nepal, 2023)

Major features of Trade and Transit Treaty

2.12 Treaty of Trade
The major features of the Indo-Nepal Trade Treaty are:

Twelve articles: The Indo-Nepal Treaty of trade consists
of 12 articles.

Duty-Free access: The treaty provided duty-free access
to Nepalese goods except a few list of products like alcohol,
vanaspati ghee, etc.

Rule of origin: The treaty provides definition to rules
of origin . The products qualifying for duty free access should
either be manufactured from Nepalese or Indian materials. The
manufacturing process should bring change in classification of
the 4 digit of harmonized commodities description and have at
least 30% of raw materials produces in Nepal or India.

Validity: The treaty is valid for 7 years and is renewed
automatically for further 7 years unless either nations gives
written notice three month in advance to terminate the treaty.

Routes for mutual trade: The treaty provides 27 routes
for mutual trade which is significant rise from the 1978 treaty
which provided only 21 routes.

Quota: The treaty has set quota for 4 products: vegetable
fats, acrylic yarn, Copper products, zinc oxide as 100,000 MT,
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10,000 MT, 10,000 MT and 2,500 MT per year respectively.
Quantity above this will be permitted under MFN rates without
any concessions.

MFN Treatment: The treaty provided MFN treatment
for 3 products Alcoholic liquors/beverages (except Nepalese
beers), perfumes and cosmetics with non-Nepalese and non-
Indian brand names, cigarettes and tobacco are put in the MFN
List of articles that shall not get preferential entry from Nepal to
India based on rules of origin.

2.13 Treaty of Transit

Eleven Articles: The Indo-Nepal Treaty of Transit contains 11
articles.

Validity: The treaty remains valid for seven years and
is automatically renewed for another seven years unless either
country gives six months’ prior written notice.

Storage of transit cargo: 4 areas have been provided to
Nepal in lease for storage of transit cargo for 25 years.

Entry-Exit points: A total of nineteen road entry and exit
points, along with six rail routes and eight multimodal routes,
have been provided for traffic in transit.

Traffic-in-transit through and with Bangladesh: The
treaty also allows Nepal to move goods to and from Bangladesh
through Indian territory (Kakarbhitta—Phulbari—-Banglabandha
route), under special transit arrangements governed by a
Memorandum and operational rules.

Provides Import and Export Procedure for Traffic-
in-Transit: The treaty provided explicit Import and export
procedures for Traffic-in-transit using multimodal and other
routes.
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Sensitive goods to be covered by insurance policy or
bank guarantee: Sensitive goods as specified by Government
of India from time-to-time should be covered by Insurance
policy from a company authorized to operate in India or bank
guarantee.

Transit of goods within Nepal using Indian border:
The treaty also recognizes and facilitates transit of goods from
one part of Nepal to another using Indian border for Transit.

3. Pros and Cons of the Treaties

3.1 Trade Treaty

Pros Cons
Nepal faces a massive trade
The treaty reduced tariffs, deficit with India because Indian
making the products cheaper to  exports enjoy a significant
both markets. advantage over Nepalese
exports.

There are huge Non-Tariff

: . Barriers for Nepalese exports

Provided preferential market ) .. ;

in India, include quarantine

access to Nepalese Products.
standards and procedural

hurdles.

The Treaty eased opening to

the world, especially in earlier

times when liberalization

has just started in Nepalese

Rules of origin for Nepalese
products but not for Indian
products make Nepalese product
more vulnerable.

economy.

It provided certainty by Weak implementation of Treaty
setting rules explicitly when  as Nepal has been experiencing
India is the major trade blockades and problem with the
partner of Nepal. exports.
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Provided scope for
Economies of scale for
Nepalese industries opening
up India’s huge market to

Nepalese products.
Increased scope of FDI in Nepal

as the companies can enjoy
access to huge markets if they
manufacture products in Nepal.

3.2 Transit Treaty

Pros
Access to world through marine
trade routes.

Better and efficient
connection through Road and
railways

Increased role of India in
logistics development like
Integrated Check posts,
dedicated freight lanes

Shortening time for Cargo
transit due to multiple routes
provided

Cons

Delayed resolution of Transit
issues

Comparatively higher logistic
costs due to electronic cargo
Tracking System managed by a
single supplier selected by the
Indian government and non-
applicability of INCO terms to
landlocked nations.

Difficulty for Nepalese logistic
service providers to engage in
Dry Port due to high level of
stakeholder management in
India

4.  Suggested Amendments

4.1 Trade Treaty

Some suggestions for improvising trade treaty so that Nepal can
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enjoy better advantage in trade with India are discussed in table

below:
Suggested Disadvantage Why the Amendment
Amendment / under Existing is Required (Logic &
Provision Provision Examples in Text)
India imposes .
India’s global LDC
1. Ensure duty- Tariff Rate ndiaseg (T A
free, quota-free Quotas (TRQs) preferential scheme
>4 and SAFTA LDC
access for all on 4 key export .
. scheme do not impose
Nepali exports products,
- quotas; safeguard
(remove quotas on  restricting .
. . . measures already exist
vanaspati, acrylic quantity .
arn, copper, zinc and creating to protect domestic
var ’ L industry, making TRQs
oxide) administrative unnecessa
hassles. i
Other regional
Nepal must agreements (e.g.

2. Waive the
unconditional
MEN clause
(Article I1I)

extend to India
any preferences

it gives to others,
even if India isn’t
a party — limiting
Nepal’s ability

to sign new trade
deals.

India—Bangladesh
Trade Agreement,
Article VII and
SAFTA, Article 13)
allow exceptions for
customs unions and
FTAs. Hence, Nepal
should have similar
flexibility.
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3. Exclude
primary
agricultural
products from
reciprocal duty-
free access
(Article IV)

4. Simplify Rules
of Origin — rely
only on domestic
value addition
(20-25%) instead
of dual criteria
(CTH + 30%)

5. Remove
Other Duties
and Charges

Nepal cannot
impose tariffs on
Indian agricultural
imports even
when Indian
farmers are
heavily subsidized
— hurting Nepali
farmers.

Strict RoO
disqualifies

many Nepali
manufactured
exports (e.g. those
using imported
raw materials)
from duty-free
access.

Adds extra costs
and uncertainty,

Nepal’s WTO
accession allows
higher bound rates for
agriculture, but the
treaty prevents using
this space. Similar
exemptions exist under
SAFTA’s sensitive
lists that let countries

shield key products.
SAFTA grants

more lenient RoO
for LDCs; WTO’s
Nairobi Decision
(2015) recommends
up to 75% non-
originating content
for LDCs. Hence,
relaxation aligns with
global norms.
Removing ODCs
ensures predictability
and fair trade; also

(ODC) such as underminine tariff consistent with WTO
Education Cess, 8 practice (ODCs

) preferences. , .
CVD, Agriculture shouldn’t be imposed
Reform Fee beyond agreed duties).
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6. Operationalize
mutual
recognition of
SPS certificates
and strengthen
capacity-building
clause

7. Address
procedural
irritants in
exports (e.g.
licensing,
inspection,
registration)

8. Remove 7-year
time-bound
validity of treaty

9. Institute
Dispute
Settlement
/ Grievance
Redressal
Mechanism

SPS and TBT
measures (€.g.
double testing)
delay exports
of Nepali tea,
cardamom,
ginger, etc.

Current customs
and regulatory
procedures create
delays and costs.

Creates
uncertainty
every renewal
period and
limits business
confidence.

Disputes are
currently handled
only via IGC
meetings or
diplomacy

— slow and
ineffective.

The 2009 treaty
revision already
included an MRA
provision; should now
be enforced. India’s
support is needed for
testing & certification
capacity, as envisaged
in Para 3 of Protocol

to Article 1.
Amendment to Para
(4) of Protocol to
Article I would
harmonize and
simplify procedures
— promoting faster
border trade, similar
to SAFTA facilitation
measures.

Other FTAs (e.g.
Indo—Sri Lanka FTA,
Article XIV) have
perpetual validity until
terminated with notice
— giving more stable
trade conditions.

A clear mechanism
would allow

quicker, rules-based
settlement — standard
practice in modern
trade agreements

(e.g. SAFTA

Dispute Settlement
Mechanism).
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10. Review
implementation
of duty relief &
adapt to GST
(Paras 5 & 6,
Protocol to
Article V)

11. Explore other
preferential
export schemes
(SAFTA &
India’s global
LDC schemes)

Duty relief on
large/medium-
scale industries
unclear after GST;
low utilization.

Some goods
excluded from
bilateral duty-
free access
(e.g. cosmetics,
perfumes) can’t
use alternative
schemes easily.

Assessment ensures
provisions remain
usable; aligns with
new tax structure
and avoids outdated
clauses.

Under SAFTA, these
products are not on
India’s LDC sensitive
list and even get
preferential tariffs

in India’s global LDC
scheme — showing
better access is
possible through those

schemes.

4.2 Transit Treaty

To expedite cargo movement, it is essential to establish
a single-window system and introduce online document
verification to minimize delays. Alongside accelerating the
development of Integrated Check Posts (ICPs) and deploying
an electronic cargo tracking system, Nepal should make full and
efficient use of the Visakhapatnam Port and consider leveraging
the Dhamra Port as a potential option for future transit trade.
(Singh, 2025) The automatic renewal in 7 years clause can
be made perpetual so as to remove uncertainty. India Bhutan
Transit Treaty has the perpetual clause. Permitting licensed
private logistics firms from both countries to handle transit
cargo can also be a major change that can make the transit
process efficient and hassle-free.

2053 ATST - I MY



5. Conclusion

The evolution of the Nepal-India Trade and Transit Treaties
reflects the gradual transformation of Nepal’s trade relationship
with India — from dependence and limited autonomy under
the 1950 Treaty of Trade and Commerce to a more structured,
rules-based framework in recent decades. The separation of
trade and transit agreements in 1978 marked a milestone in
recognizing Nepal’s status as a landlocked nation and its right
to free and assured transit. Subsequent revisions, especially in
1991, 1996, 2002, and 2009, have progressively modernized
trade provisions, expanded market access, and incorporated
international best practices such as rules of origin, automatic
renewals, and recognition of sanitary and phytosanitary
measures.

However, despite these advancements, Nepal continues to
face persistent challenges — including a widening trade deficit
with India, procedural and non-tariff barriers, and high logistic
costs associated with transit dependence. The treaties have
ensured access and predictability but have not been sufficient
to promote export diversification or industrial competitiveness
in Nepal.

Overall, while the Trade and Transit Treaties have
served as the backbone of Nepal’s economic connectivity
and integration with the Indian and global markets, their
effectiveness depends on Nepal’s ability to enhance productive
capacity, negotiate for fairer implementation, and invest in trade
facilitation infrastructure. A balanced and cooperative approach
between the two nations is essential to ensure that the treaties
truly serve their purpose — fostering mutual growth, regional
integration, and sustainable economic development.
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Nepal’s Public Debt Dynamics: A Post-
Federal Perspective

Ravi Dhungel*

Introduction

Nepal entered an era of federalism after the promulgation
of the Constitution of 2015. This was more formalized and
institutionalized after the first federal election of 2017. With
implementation of federalism, the political structure of Nepal
shifted from unitary system to a comprehensive three tier
system of 1 federation, 7 provinces and 753 local levels. This
was not only significant for delegated public service delivery
at doorsteps of public throughout the country in more effective
and efficient manner. Rather, this was complete overhaul of
fiscal arrangement, mobilization and management system. With
federalism, the need of fiscal resources for operating national
and sub-national governments along with source requirement
for planned economic development and public welfare have
risen the fiscal need of Government of Nepal. This has widened
the fiscal gap every year resulting in need for more public
debt for deficit financing. This is evident in budget speeches
presented in post-federal fiscal years.

* Assistant Director, Nepal Rastra Bank
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Nepal has been raising public debt from both domestic
and external sources. Domestic debt is being collected through
treasury bills, development bonds, citizen saving bond and
foreign employment saving bond. Likewise, external debt
is being received from multilateral agencies and bilateral
agreements. In post-federal era, both domestic and external debt
have increased, surging the total public debt of Nepal. This has
posed the challenge of both debt redemption and management
of public debt-driven fiscal risks. This has raised sufficient voice
on effective debt mobilization, debt servicing, rising expenditure
on financial management and public debt sustainability. Thus,
this article attempts to discuss on post-federal perspective of
public debt dynamics of Nepal considering debt situation, debt
related risks, debt servicing, public debt in future and other
concerned issues.

Nepal’s Public Debt Situation

The changed dimensions of administration, fiscal resource
mobilization and governance have changed the public debt
dynamics of Nepal. The provisions of revenue sharing, fiscal
transfer to sub-national governments and full revenue rights on
some sources of revenue delegated to sub-national units have
pressurized the fiscal resources at federal level. This is further
strained by limited expansion of revenue base and requirement
of more fiscal resources for ambitious development projects
as well as repayment of priorly taken debt. This is evident in
rising level of public debt along with ballooning need of fiscal
resources for repayment of such debt. This has made the public
debt of Nepal more dynamic in other related dimensions too. In
this regard, the public debt situation of Nepal has been presented
as under:
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The amount of total outstanding debt of Government of
Nepal at the end of fiscal year 2024/25 was Rs.2669.64
billion which was only Rs.697.68 billion in fiscal year
2016/17. This shows remarkable 3.83 times growth in
outstanding total public debt during these eight fiscal
years with average annual growth rate of 17.93 percent.
Total public debt to GDP (Gross Domestic Product) ratio
in fiscal year 2016/17 was 22.7 percent which almost
doubled and reached 43.7 percent in fiscal year 2024/25.
The amount of domestic debt in fiscal year 2016/17 was
Rs.283.71 billion which grew 4.47 times and reached
Rs.1268.22 billion in fiscal year 2024/25. This growth
was 21.28 percent per annum in terms of annual average
growth.

Domestic debt to GDP ratio in fiscal year 2016/17 was 9.2
percent which significantly reached 20.8 percent in fiscal
year 2024/25.

The amount of external debt liability of Government
of Nepal reached to Rs.1401.42 billion (surged by 3.38
times) in fiscal year 2024/25 from Rs.413.98 billion in
fiscal year 2016/17.This depicts annual average growth
rate of 15.7 percent per annum during the period.

The external debt to GDP ratio in fiscal year 2016/17 was
13.5 percent which reached 22.9 percent in fiscal year
2024/25.

From the period of 2016/17 to 2024/25, the debt
composition of total public debt has also changed. In fiscal
year 2016/17, the composition of total public debt was
40.66 percent domestic debt and 59.34 percent external
debt which stood at 47.50 percent domestic debt and 52.5
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percent external debt. This shows rising domestic debt
burden as compared to external debt in total public debt
portfolio of Government of Nepal.

Speaking of structure of domestic debt, it comprises 68.90
percent in development bonds, 29.61 percent in treasury
bills, 1.06 percent in citizen saving bonds, 0.03 percent
in foreign employment saving bonds and 0.41 percent in
IMF bonds at the end of fiscal year 2024/25.

As of end of fiscal year 2024/25, the external debt
of Government of Nepal comprises of 90.06 percent
multilateral debt and 9.94 percent bilateral debt.

Within external debt, the largest top five external creditor
for Government of Nepal are World Bank IDA, ADB
(Asian Development Bank), IMF (International Monetary
Fund), JICA and India.

Nepal has outstanding external debt liabilities with 17
different entities in 10 different currencies. At the end
of fiscal year 2024/25, top three currencies of external
debt holding are 72.80 percent in Special Drawing Rights
(SDR), 19.32 percent in USD and 4.11 percent in Japanese
Yen.

The total investment of Government of Nepal reached to
Rs.932.24 billion in 145 different state-owned enterprises
and public institutions at the end of fiscal year 2024/25.
Of such investment, Rs.404.81 billion is in share and
Rs.527.43 billion in loan investment.

The foreign grant to external debt ratio 0.55:1 in fiscal
year 2016/17 remained as 0.18:1 in fiscal year 2024/25
which shows remarkable decrease in foreign grant with
corresponding reliance in external debt as part of foreign
assistance for Nepal.
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Debt Mobilization and Servicing

The most dynamic aspects of Nepal’s public debt in post-federal
era are its mobilization and servicing. Public debt can be raised
and mobilized for both productive and non-productive purposes.
Productive purposes include developmental activities and
development projects, while non-productive purposes include
administrative expenses and repayments of both principal and
interest, either fully or partially. In context of Nepal, public
debt has been viewed as a tool to finance fiscal deficit. The
imperfect picture of public debt mobilization in Nepal is its need
for refinancing. As a result of which the interest component of
recurrent expenditure and principal repayment component of
financial expenditure in federal budget have risen remarkably
in post-federal fiscal years. This is evident in actual financial
management expenditure too. The financial management
expenditure of Rs.109.88 billion in fiscal year 2016/17 reached
Rs.320.04 billion in fiscal year 2024/25. Interestingly, financial
management expenditure during the period grew at annual
average rate of 14.54 percent despite negative growth of 22.7
percent in fiscal year 2019/20 due to COVID-19 reasons.

What is more concerning about the public debt of
Nepal is that the government is compelled to compromise on
capital expenditure, which has direct economic benefits, to
plan repayment of government debts. On the one hand, the
Government of Nepal has been relatively less successful in
mitigating recurrent expenditure. On the other hand, capital
expenditure remains low. All these are not supporting the
mid- and long-term goal of economic development. One key
highlightable incidence in such context is the budget allocation
for capital expenditure being less than that for financial
management in fiscal year 2024/25. This is alarming as Nepal
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is heading towards debt trap with dead weight. Even though
public debt sustainability standard of International Monetary
Fund (IMF) classifies Nepal’s debt status as moderate and less
risky, the question is contribution of such public debt level for
economic expansions and prosperity of the country.

Apart from the issues of public debt utilization
efficiency and debt taking for non-productive purposes, Nepal
has concerning status in debt mobilization in recent years.
Government of Nepal received Rs.360 billion as public debt out
of target of Rs.547 billion in fiscal year 2024/25. The picture
is poor in context of external debt as only Rs.125 billion out
of targeted sum of Rs.217 was received. However, the position
is satisfactory in context of domestic debt as its targeted figure
of Rs.330 billion was achieved with the actual domestic debt
received being Rs.329.99 billion in fiscal year 2024/25. Major
consideration for such domestic debt was roll over of treasury
bills and potential risk resulting from such roll overs. On the
other hand, remarkable source of Government of Nepal is being
used for debt servicing. Speaking of figures, the amount spent
on debt repayment in fiscal year 2024/25 was Rs.361.64 billion
which was significantly higher than capital expenditure during
the fiscal year. Such repayment amount includes Rs.291.19
billion for principal repayment and Rs.70.44 billion for interest
payment. Debt service expenses as a percentage of GDP in fiscal
year 2024/25 remained 5.94 percent, such ratio include 4.79
percent for principal repayment and 1.15 percent for interest
payment.

Debt-related Risks

Public debt of Nepal is exposed to different risks from its
mobilization to its utilization and repayment. Such risks prevail
in both domestic and external debt. In context of domestic debt,
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a significant part of which is treasury bills and development
bonds is exposed to refinancing risk. Such risk arises at the time
if market situation tightens and banks lack capacity to absorb
new paper weakens. Additionally, if global interest level rises,
domestic yields could rise due to spillover effect raising the cost
of roll over of domestic debts. On the other hand, large part
of external debt is muted by concessional nature of such debt.
But future non-concessional and short-term external debt will
create foreign financing pressure. This is likely to happen after
Nepal’s upgradation from LDC (Least Developed Country)
status in 2026 after which the flow of concessional loan to the
country will go down remarkably.

Another dimension of debt -related risk of Nepal is
the foreign currency risk. With the depreciation of Nepalese
Rupees relative to foreign currency, it will automatically
increase the amount of outstanding stock of external debt in
NPR terms. Simultaneously, interest payable on external debt
every year will rise with the depreciation of Nepalese Rupees.
In both situation, Government of Nepal will be compelled to
divert fiscal space for economic development towards financial
management expenditure. Apart from this, there is significant
part of government guarantees to public enterprises and project
loans have high chance of being borne by the government, which
has further risk of fiscal vulnerabilities. Considering all these
aspects, the Fiscal Risk Statement and Strategies published by
Ministry of Finance have classified debt-related risk of Nepal as
low magnitude and remote likelihood.

Debt Management Strategies

Nepal’s public debt management has definite legal, institutional
and policy frameworks for its effective management. The
Public Debt Management Office (PDMO) under the Ministry
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of Finance (MOF) is responsible for managing the country’s
public debt. The Public Debt Management Act 2022 provides
the legal foundation for its operation, defining and integrating
necessary debt management roles. PDMO coordinates with
MOF’s International Economic Cooperation Coordination
Division (IECCD) for external debt related affairs. Other legal
provisions related to public debt management are guided by
Nepal Inter-Governmental Fiscal Arrangement Act 2017, Nepal
Inter-Governmental Relations Act 2020 and other related acts
and rules. Additionally, National Natural Resource and Finance
Commission (NNRFC) sets annual debt ceilings, which guides
the MOF in projecting revenue, expenditure and public debt
while coordinating with provincial and local governments.
Nepal has the policy of external debt allocation up to the limit
of 1/3" of the previous fiscal year’s GDP, while domestic debt
borrowing limit is as approved by NNRFC.

Government of Nepal has formulated Medium-Term
Debt Management Strategy (MTDS) for the period of 2024/25
to 2026/27 with the long-term objective of financing the
government’s fiscal deficit requirements, mobilizing additional
source of finance to fund capital expenditure needs and refinance
maturing debt of the Government of Nepal, while maintaining
the macroeconomic stability. The MTDS focused on market
appetite for government securities and lending availability
from international creditors. The strategy proposed in MTDS is
complaint with policy targets and cost-risk trade-off outcomes.
The strategy proposed in MTDS will have following outputs at
the end of strategic period i.e. Fiscal year 2026/27:
1. Nominal debt as percent of GDP will reach 38.23 percent.
ii. Interest payment as percent of GDP will be 0.99 percent.
iii. Debt maturing in one year will reach 14.73 percent of total
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debt and 5.63 percent of GDP.

iv. Average time to maturity will reach 9.89 years for total
portfolio with 14.42 years for external and 3.33 years for
domestic debt.

v. Treasury bills will come down to 9.96 percent of total debt.

vi. Average time for refixing will reach 9.79 years.

vii. Out of total debt, foreign exchange debt will be 59.16
percent.

Conclusion

With the changed governance structure of Nepal after
federalism, the fiscal dynamics of the country has changed. The
need of fiscal resource for federal government for its operation
along with the necessity to support sub-national governments
through fiscal transfer have tremendously magnified the total
fiscal resource requirement of the Government of Nepal.
Along with this, the Government of Nepal has to run numerous
development projects and economic welfare schemes. As per
constitutional and legal provisions, Government of Nepal must
allocate considerable sum in Fiscal Equalization, Conditional,
Special and Complimentary grants for provincial and local
governments. All these have contributed towards increased
budget size and fiscal deficit at federal level. As a tool of such
deficit management, public debt is being used. After federalism,
such debt has risen remarkably from both domestic and external
sources. With such increase, the need for fiscal sources for such
debt servicing has also grown. This has exposed Nepal to debt-
related risk with respect to refinancing, exchange rate, fiscal
space shrinks for capital expenditure and debt sustainability
along with macroeconomic stability.
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Nepal’s debt management strategy uses mix of domestic
and external debt ensuring stability of domestic debt market and
sustainability to the public debt portfolio. This is continued in
current MTDS too. However, with the approaching upgradation
of Nepal from LDC, it will lose sources of concessional multi-
lateral and bilateral external loans. Thus, borrowing non-
concessional loans form multilateral sources is the future external
debt dynamics of the country. This will further upward shift the
fund requirement for its service. In context of domestic debt, the
strategic management of roll over risks has become crucial for
national debt soundness. Regarding all these dynamics of public
debt in post-federal time of Nepal, the productive and efficient
utilization of debt holds the key. Debt taking for non-productive
purposes and debt servicing should not be the future of Nepal’s
public debt dynamics. Infect, purposeful collection, productive
utilization and less fiscal strained debt servicing has to be the
future of Nepal’s post-federal debt dynamics with public debt
sustainability and macroeconomic stability.
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From Contagion to Control: Systemic
Risk, Interconnectedness and
Macroprudential Regulation

Utsav Raj Pant*

1.  Systemic Events, Systemic Risk and the Financial
System

Think about the Global Financial Crisis, a systemic event, which
had wide, contagious and severe impact on the well-functioning
of the financial system. Such systemic events, in general, has
wide systemic impacts on financial institutions and markets
through the domino effects. The severity of events (shocks)
and their contagion (propagation/transmission mechanism) are
the two pillars in constituting the concept of systemic events.
Such events are often termed as the black swan' events in the
financial system. In general, the shocks in financial system can
be idiosyncratic or systematic. The idiosyncratic shocks/events
are those that affects the health of a single financial institution.
On contrary, the systematic shocks affects the entire economy

* Assistant Director, Nepal Rastra Bank

! Nassim Nicholas Taleb, a Lebanon born American Mathematician and statistician,
in his epoch-making book "The Black Swan: The Impact of Highly Improbable",
refers the unexpected phenomenon or events which are rare, difficult to predict and
have severe impact as black swan events.
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and financial institutions at the same time. In this regard,
systemic risk is defined as the risk of the occurrence of systemic
events in which the shocks are propagated to the entire financial
system, leading to a systemic crisis. But why is the occurrence
of systemic events in financial system with contagion effects a
concern for regulators? The answer to this question is given by
the three major arguments proposed in the financial fragility
hypothesis. First, the fractional reserve banking requires the
banks to hold a small fraction of assets as liquid reserves to
meet the withdrawal requirements. However, in the occurrence
of systemic events, the fractional reserve banking can lead to
illiquidity and even default in cases of bank runs, leading to a
severe transmission of shocks in financial institutions. Second,
the complex network of exposures among banks and non-bank
financial imitations cascades and amplifies the risk among
the financial institutions in a nimble, making the financial
institutions fragile. Third, the occurrence of systemic events
in financial system affects the market choices and behavior,
thereby affecting the market expectations on asset prices and
inter-temporal allocation of purchasing power for consumption.
In this note, the structural nature of banks (such as bank runs,
fire sales), their interconnectedness and the impact on market
expectations makes the financial system more vulnerable to
systemic event than other sectors of the economy.

Systemic risk arises from the collective actions of the
financial system participants, except in cases where the source
of risk is a Systemically Important Financial Institution *(SIFI).
Idiosyncratic shocks on a SIFI or systematic shocks on group
of interconnected financial institutions affects the delivery

2 A systemically important financial institution is a bank, insurance company, or

other financial institution whose failure might trigger a financial crisis.
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of critical financial services and disrupts the functioning of
financial system. This phenomenon is defined as the systemic
risk. The Group of Ten (G10) Report on Consolidation in the
financial sector has suggested a working definition of systemic
risk, "Systemic financial risk is the risk that an event will
trigger a loss of economic value or confidence in, and attendant
increases in uncertainly about, a substantial portion of the
financial system that is serious enough to quite probably have
significant adverse effects on the real economy.” However,
many readers often get confused between systemic risk and
systematic risk. The risks in financial system that cannot be
managed and diversified are termed as systematic risk.

2.  Dimensions of Systemic Risk

The systemic risk constitutes two major dimensions namely
time series dimension and cross-sectional dimension (BIS,
2010). The time series dimension refers to the buildup of
the systemic risk over the time. It captures the evolution
of systemic risk over the period of time due to the changes
in macroeconomic environment such as changes in default
cycle, changes in financial market conditions and the potential
buildup of financial imbalances such as asset and credit market
bubbles (Lund-Jensen, 2012). On the other side, cross sectional
dimension focuses on the distribution of risk in the financial
system at a point of time. This refers to the risks stemming from
the balance sheet inter-linkages (direct and indirect), similar
exposures (concentration of financial system) and behavioral
exposures associated with such exposures. The concentration in
the financial system creates the financial institutions of systemic
importance and drive them to take excessive risks over the time.
Based on the type of the dimension of systemic risk, regulators
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make the choices over use of prudential regulatory tools. In cases
of the risks stemming from time varying dimensions, tools that
affects the balance sheet of a financial institutions are used and
in the cases of risks stemming from cross sectional dimension,
tools affecting the broader market structures are used.

3.  Contagion and Systemic Risk

Contagion is the most essential component that plays a
catalytic role in propagating the effect of systemic risk in the
financial system. It is the mechanism through which the risks
transmits and becomes widespread. The important question
here is what defines the contagion? The literary works to
identify the contagion includes four major criteria (Constancio,
2012). First, the transmission of contagion is hard to explain
by the economic fundamentals. Second, the transmission
is different from the regular adjustments in tranquil times.
Third, the events of contagion are extreme negative events.
Fourth, the transmission is causal/sequential. Contagion effects
propagate the instability of the financial market, instrument,
infrastructure to the different corners of financial system with
negative effects, thereby leading to a systemic crisis. Such
transmission of risks is also termed as domino effect. The more
is the inter-linkages/interconnectedness in financial system,
higher is the transmission of shocks. As the financial system
is interconnected through the bilalateral exposures (balance
sheet exposures), market channels (confidence/behavioral
factors), structural channel (exposure to symmetric shocks)
information channel, product channel (use of derivatives and
securitization) and payment systems, the transmission becomes
faster. Adding on the information channel, (Aharony, 1993)
introduces the pure (industry specific) contagion and noisy (firm
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specific) contagion. Pure contagion occurs when the negative
information about one bank adversely affects all other banks
that have nothing in common with first bank. On the other side,
noisy contagion arises when the failure of one bank reveals a
bad signal regarding other banks with common characteristics.
In this note, when financial institutions collectively engage in
behaviors shaped by irrational decision-making, herding, and
moral hazard, they can trigger events such as bank runs and fire
sales, ultimately amplifying vulnerabilities across the system
and giving rise to systemic risk.

Structural vulnerabilities
in the financial system
Systemic
risk

Exogenous
or endogenous

Single
or multiple

_ Channels:
Risk types: bilateral

credit market
IquId“y e
solvency international

FX_ product
operational payment system
ect. ect.

Source: Blue Print of Systemic Risk (Smaga, 2014)

4. Systemic Importance, Too-Big-to-Fail and Moral
Hazard

The financial institutions which have large size of exposures,
high colligation with other institutions (interconnectedness) and
whose services are hard to substitute in event of failure are the
institutions of systemic importance in financial system. Based
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on the contribution of financial institution in systemic risk, an ad
hoc regulatory requirement is enforced. Stepping in the notion
of "too big or interconnected to fail", the issue of moral hazard
also arises. The expectation that government and regulators
would not let the systemically important financial institution to
fail gives an incentive for such big and colligated institutions
to take excessive risk. The historical examples of Troubled
Assets Relief Programs (TARP) and bailouts have created
heuristics that the supervisors will bailout the systematically
important financial institutions if something goes wrong. In
order to reduce the risks of moral hazard posed by the financial
institutions of systemic importance, regulators of financial
system use regulatory tools in order to bolster financial stability
by reducing the likelihood of individual bank failures and their
subsequent effects on the banking system, broader economy
and markets i.e. ensuring greater good for greater number.

5.  Systemic Regulation
5.1 Systemic Risk and the Dodd-Frank Act

After the global financial crisis, the systemic risk regulation
was a major focus and was introduced in the 2010 Dodd- Frank
Act. The Dodd- Frank Act signed in United States introduced
reforms to improve the monitoring and contain the systemic risk.
The act established financial stability oversight council which
is chaired by the secretary of treasury and consist of regulators
from the various governmental and regulatory bodies. The role
of this council is to identify risks to the financial stability of
the United States that could arise from the material financial
distress or failure, or ongoing activities, of large, interconnected
bank holding companies or nonbank financial companies
or that could arise outside the financial services marketplace
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(Acharya V. V., 2011). Similarly, the act introduced the Volcker
rule (section 619 of the act) to restrict the banks to involve in
speculative trading of securities, derivatives, and commodity
futures. The Volcker Rule also prohibits banks from “acquiring
or retaining any equity, partnership, or other ownership interest
in or sponsoring a hedge fund or a private equity fund. Also the
act requires the financial institutions of systemic importance to
submit their resolution plans to the regulator (Federal Reserve
and Federal Deposit Insurance Corporation). These plans are
commonly known as living wills, which must describe the
institutions strategy for rapid and orderly resolution in the event
of financial distress.

The occurrence of systemic events poses risks in
ensuring the stability of financial system. In this regard,
regulating the systemic risk through macroprudential tools is a
common practice. Four widely used forms of macro prudential
regulations are, capital requirements, leverage restriction &
sector risk weight adjustments, taxing externality and liquidity
requirements.

5.2 Capital Requirements

Financial System regulators impose capital requirements of
financial institution based on the extent to which the firm is
likely to contribute to a general crisis i.e. the systemic risk
contribution of financial institutions. Such capital requirements
gives the incentives to the financial institutions to limit
themselves from being systemically important as capital
surcharge is costly (Acharya V. V., 2011). The capital surcharge
applied to the financial institutions of systemic importance
provides a buffer to absorb losses during the periods of stress.
The systemic capital charge is estimated as:
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Systemic Capital Charge (SCC) =S * MES*% * A

Where, S is the systemic factor chosen by the regulator
to achieve a given degree of aggregate safety and soundness,
MES% is the marginal expected shortfall expressed in percent
of assets and A is the assets of the institution.

5.3 Leverage Restrictions and Sector Risk-Weight
Adjustments

The most common form of restriction adopted by central
banks to limit systemic risk the leverage restrictions. Such
requirements requires assets of the banks not exceed its equity
value by more than a certain threshold, say 15:1. For example,
mortgages cannot have a loan to value ratio of 80 percentage.

The Sector risk weigh adjustment approach is the most
widely used regulation in the emerging markets. Under this
approach, based on the concentration of the banks' balance
sheet and risk exposures in a certain sector, appropriate risk
weights are assigned by regulator. For example, if mortgages
or mortgage backed securities comprises a significant share in
the banks' balance sheet, the regulators could limit the buildup
of such concentration by increasing the risk weights such
exposures. The forward guidance also comes into play when
regulators implement such measures. If the higher risk weights
in certain exposures is consistently implemented by regulators,
banks by anticipating the future risk in risk weights may stop
adding such exposures.

3 MES of a financial institution is defined as the expected equity loss per
dollar invested in this firm if the overall market declines by a certain
substantial amount.
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5.4 Taxing the Externality

The systemic risk of financial institutions is a “pollutant”,
imposing a negative externality on financial markets (Acharya
V., 2009). Such negative externalities can be managed by taxing
it. The financial institutions are required to take out insurance
against its losses (generally termed as marginal expected
shortfall). The price of such insurance is determined by the
private insurance industry and in case the losses takes place,
the payments of losses goes to the systemic fund created from
the contributions made by the financial institutions of systemic
importance. In this notion, such insurance policy acts as a
tax for the financial institutions and limits the incentives for
them to refrain their systemic risks. However, there may be
some instances, when the private insurance industry may not
be well capitalized to withstand the losses. In this context, the
majority of insurance coverage is offered by the government
and insurance fees would be paid to the government. For
instance, the Federal Deposit Insurance Corporation (FDIC)
in the United States imposes a fee on financial institutions for
such insurance coverage. The FDIC charges the premiums to
the financial institutions based on their contribution to systemic
risk (i.e. the marginal expected shortfall).

5.5 Liquidity Requirements

The Basel III liquidity ratios (Liquidity coverage ratio and Net
Stable Funding Ratio) are designed to assure there is sufficient
liquidity in the financial institutions at any point of time. These
regulations foster the resilience of the financial institutions
(Schwarcz, 2019). The liquidity coverage ratio promotes the
resilience of financial institution as it ensures the institution
have sufficient high quality liquid assets to survive the stress
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scenarios for at least 30 days. Similarly, the net stable funding
ration ensures that the financial institutions to fund their
activities with more stable sources of funds.

5.6 Risk Committees

The systemically important financial institutions are required
to establish risk committees. For instance, the Dodd Frank Act
directs the U.S. Federal Reserve Board to require each publicly
traded nonbank financial company supervised by the Board
and each publicly traded bank holding company with total
consolidated assets of ten billion dollars or more to establish
a risk committee, which will be responsible for overseeing the
company’s risk-management practices. Also in line with the act,
the Basel committee on banking supervision also sets guidelines
for banks to create risk committees®.

6. Conclusion

Systemic risk serves as areminder that, despite its sophistication,
the financial system is nevertheless extremely susceptible to the
structural flaws and collective behaviors that gradually build up
over time. Stability during calm times frequently conceals the
accumulation of hidden fractures, such as excessive leverage
and correlated exposures, which only become apparent when
confidence wanes. Small shocks can trigger excessive and
harmful chain reactions when the system is highly interconnected
and expectations change suddenly. Systemic risk highlight the
limitations of depending only on market discipline, particularly
in situations where institutions are thought to be too big or
too interconnected to fail. The incentives for taking excessive
risks become deeply ingrained in the absence of a strong

4 Basel Committee on Banking Supervision guidelines on Corporate governance
principles for banks, July 2015
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macroprudential framework, and the cost of failure is eventually
externalized to society. Therefore, regulatory interventions
such as sectoral risk limitations, capital surcharges, liquidity
requirements, and internalization mechanisms for systemic
externalities are more than just tools for compliance. They are
crucial safeguards that influence financial institutions incentives
and promote resilience as opposed to recklessness.

More broadly vigilant regulation is necessary for
systemic regulation to be effective. Risks move to new areas
of the financial market leading to a drift in the financial system
and then innovations appear. Therefore, policymakers need to
be vigilant about the accumulation of imbalances, cognizant of
the intricate relationships between markets and institutions, and
ready to take decisive action when red flags emerge. A more
comprehensive approach to maintaining stability is offered by a
paradigm that considers both the cross-sectional concentration
and the time-path of risks.

Since risk is a necessary component of financial
intermediation, protecting the financial system ultimately
does not involve removing risk. The goal is to make sure the
system can withstand shocks without causing significant social
costs. A more stable and equitable financial architecture which
is the one that promotes sustained growth rather than fragile
prosperity is supported when regulations align with incentives,
fortify buffers, and facilitate the orderly resolution of failed
institutions.
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GDP and the Structural Transformation
of Nepal’s Economy

Ramkrishna Acharya*

Introduction

Nepal’s economic landscape has undergone notable changes
over the past decade, reflected primarily through shifts in
the composition of Gross Domestic Product (GDP). National
Statistical Office (NSO) data indicates that previously the
primary sector once dominated Nepal’s economy but now
its share has gradually declined, reaching around one-fourth
of GDP in recent years. In contrast, the tertiary sector has
expanded rapidly and in recent years it has accounted for more
than 60 percent of total output. This trend illustrates a slow
but ongoing structural transition in which services dominantly
shape economic growth, employment patterns, and household
income.

Despite these developments, Nepal’s structural
transformation remains incomplete and comparatively
sluggish. The industrial sector, which is seen as the backbone of
employment, has been somehow stagnant hovering around 13—

* Assistant Director, Nepal Rastra Bank
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14 percent of GDP for the past ten years. Several factors such
as manufacturing capacity, capacity utilization, infrastructure
problems, a heavy reliance on imports, natural calamities, trade
blockades, and the COVID-19 pandemic are contributing to this
economic stagnation (NRB, 2023). Consequently, the economy
hasn't seen the same swift movement of labor and resources
from less productive sectors to more productive industries as
we've witnessed in other emerging Asian economies.

The persistence of this slow transformation has important
implications. A substantial segment of Nepal's labor force
continues to be engaged in agriculture, despite the sector's
diminishing contribution to the overall national output.
Simultaneously, the increasing contribution of the service
sector, largely driven by consumption and remittance inflows
rather than high-value production, raises the questions regarding
the sustainability and inclusiveness of economic expansion.
Therefore, comprehending the evolution of Nepal's GDP
composition is crucial for evaluating its developmental path,
assessing sectoral performance, and pinpointing the necessary
policy reforms to expedite structural transformation.

Trends and Sector Wise GDP Growth Decomposition

Recent data reveal that Nepal’s real GDP growth has rebounded
strongly. The National Statistical Office (NSO) reports that the
economy grew by 4.61% in FY 2024/25 compared to 3.67%
growth in the preceding year. Within this growth, the agricultural
sector grew by 3.28%, industry by 4.53%, and services by
4.21% in FY 2024/25.

The figure 1 shows Nepal's GDP growth over the past
ten years. Since FY 2011/12, the economic growth has been
fluctuating. Industrial output has posted periods of comparatively
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higher annual growth, reflecting increases in construction,
hydropower expansion, and manufacturing activities. Despite
these bursts of activity, the industrial sector's contribution to
GDP hasn't seen a significant increase. This shows that the
industrial sector's short-term expansion isn't leading to a lasting
structural improvement. In other words, while the industrial
sector contributes to fluctuations in annual GDP performance,
it hasn't yet established a stable or game-changing foundation
for Nepal's long-term economic expansion.

In contrast, the service sector continues to expand both
in absolute terms and as a share of total GDP, highlighting its
growing importance in the national economy. The constant
growth of service output, along with its large contribution to
the country's GDP, suggests that Nepal's economic growth
is increasingly driven by the service sector, rather than the
production sector. This service-dominant growth structure is
closely tied to domestic consumption, which is largely backed
by inflows of remittance.
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Fig 1: Trend and Sector Wise GDP Growth Decomposition
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Rather than viewing GDP growth as a single aggregate,
decomposing it into sectoral contributions highlights the distinct
roles of agriculture, industry, and services in shaping overall
growth dynamics. Figure 1 illustrates that from FY 2011/12 to
FY 2024/25, Nepal’s economic growth has been largely driven
by the services sector, while agriculture and industry have shown
greater volatility and a comparatively smaller contribution.

From FY 2011/12 to 2014/15, GDP has experienced a
moderately broad-based expansion. During this period, the
service sector consistently made the largest contribution to GDP,
which has fluctuated within a range of 2 to 3 percentage. The
rising significance of trade, transport, financial, and a host of
other service sectors has contributed to this ongoing expansion.
The contribution of agriculture was also notable. However, the
contribution of manufacturing and industrial sectors have been
remarkably small.

The period around FY 2015/16 illustrates the vulnerability
of Nepal’s growth structure. Overall GDP growth dropped
sharply to 0.43 percent, which resulted from the negative
contributions of both agriculture and industry, while the
services sector contributed marginally. This particular period
highlights the lack of robust inter-sectoral connections and
the economy's limited capacity to withstand external shocks.
In contrast, the recovery phase in FY 2016/17 and FY 2017/18
was marked by a sharp rebound in GDP growth, reaching 8.98
percent and 7.62 percent, respectively. Notably, this rebound
was overwhelmingly led by the service sector, which alone
contributed over 4 percentage points to growth in both years.
While, agriculture and industry contributed to national GDP
nominally. This further strengthens the observation that the
service sector-led recovery continues in the Nepalese economy.
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The breakdown from FY 2018/19 to 2021/22 reinforces
that even when overall GDP growth remained positive, the
service sector accounts for the largest share of growth. The GDP
contraction (i.e., -2.37%) in FY 2019/20 was largely driven by
a sharp negative contribution from services, as it was impacted
by the COVID-19 pandemic on trade, tourism, transport, and
other service-intensive activities. Agriculture provided a small
stabilizing contribution during this period, while industry again
failed to play a countercyclical role. This pattern highlights
the economy’s growing dependence on services not only for
growth, but also for stability.

From FY 2022/23 to 2024/25, GDP growth has improved
but remains moderate, driven largely by the services sector.
While agriculture has maintained steady positive contributions
and industry has shown intermittent gains, their combined effect
has not significantly altered the growth structure. Meanwhile,
the growing contribution of taxes less subsidies on products
highlights increased imports and consumption-driven revenues
rather than expanded domestic productive capacity.

From a theoretical perspectives, Nepal’s sectoral GDP
growth deviates from the classical Lewis-Kuznets pattern of
structural transformation. In this model, excess labor from
rural agriculture gradually shifts to an industrial sector, which
becomes the main driver of economic growth and productivity.
Kuznets similarly described a sequential transition of output and
employment first from agriculture to industry, and only later
to services as incomes rise. However, Nepal’s decomposition
shows that this intermediate industrial phase has been weak
and incomplete. Instead, the economy exhibits a pattern of
“premature service-sector dominance,” where the rise in
services’ share of output is not matched by corresponding gains
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in productive capacity or significant labor reallocation, as
classical theories would predict.

Overall, the sectoral decomposition shows that Nepal’s
GDP growth over the past decade has been structurally
unbalanced. Growth has been driven mainly by services and
consumption-related activities, while agriculture and industry
have contributed less than needed for long-term transformation.
This pattern supports the central argument of this study:
structural change in Nepal is occurring without a strong
industrial base. Although service-led growth has supported
short-term expansion, it raises concerns about productivity,
employment generation, and economic resilience over the long
run. To achieve more sustainable and inclusive transformation,
future growth must increasingly come from productivity-
enhancing sectors, especially industry, rather than remaining
concentrated in services alone.

Structural Constraints to Industrial Development in Nepal

The persistent weakness of Nepal's industrial sector is closely
linked to its slow and uneven structural transformation. Despite
a period of modest GDP growth, the economy hasn't seen
a corresponding surge in industrial activity or productivity
improvements. Furthermore, the secondary sector has remained
stagnant, contributing only around 12 to 14 percent of GDP
over the past decade. This stagnation is particularly concerning
because in many emerging economies, industrial growth is
viewed as the primary driver of structural transformation,
facilitating the transition from low-productivity agriculture
to more productive manufacturing. Nepal's situation differs
from this typical pattern, exposing some deep-rooted structural
limitations.
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A major obstacle is the country’s chronic infrastructure
deficit. Manufacturing firms continue to face high
transportation costs and limited access to industrial land, all
of which raise production costs and discourage long-term
investment. Industrial districts and SEZs, created to encourage
manufacturing expansion are not being fully utilized due to
a lack of necessary infrastructure, complicated bureaucratic
processes, and insufficient connections with local businesses.
Small and medium-sized firms, which are essential to Nepal's
industrial base, encounter significant challenges as they struggle
to achieve economies of scale in a fragmented market with weak
logistics and limited technological advancements. Another
structural bottleneck is Nepal’s heavy dependence on imports
for both raw materials and manufactured goods. Consequently,
this reliance on imports reduces domestic production, as it
encourages people and businesses to buy foreign goods instead
ofthose made in the country. As a result, domestic manufacturing
remains narrow, dominated by a few subsectors, such as food
processing and basic consumer goods, with minimal integration
into regional or global value chains.

Moreover, low productivity further weaken industrial
competitiveness. Many firms still rely on obsolete technologies,
limited automation, and conventional production processes.
These limitations, along with high transaction costs, regulatory
burdens, and logistical problems, impede Nepali industries
from competing both regionally and internationally. Labor
productivity in manufacturing remains significantly lower than
in comparable South Asian economies, making it difficult for the
industrial sector to absorb the growing labor force. Underlying
all these constraints is the economy’s growing dependence on
remittance-driven consumption, which reduces the urgency for
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domestic industrial development. As households depend more
on external income, consumption patterns shift toward imported
goods and urban services rather than domestically produced
industrial products. As a result, there is less demand for local
industry, and the economy continues to grow in a way that
mostly benefits the service sector. Consequently, the structural
limitations of Nepal's industrial sector hinder its ability to drive
broad-based transformation and foster a more resilient and
diverse economy.

Policy Recommendations

Amid the observed trends of GDP growth and the unbalanced
structural transformation of Nepal’s economy, several policy
measures must be implemented to induce a productive and
resilient economic growth. First, strengthening industrial
capacity must be at the forefront of the policy reform. Enhancing
the reliability of transport and logistics systems and establishing
export-ready industrial zones would help reduce production
costs and attract manufacturing investment. In addition to this,
various sector-specific incentives in the form of taxes and access
to credit facilities can encourage the growth of the industrial
sector in Nepal and transform the nation from an import-driven
economy to one that has the ability to produce.

Second, Nepal should leverage remittance inflows for
productive investment rather than consumption alone. Policies
that direct remittances toward manufacturing, agribusiness, and
small enterprises development through diaspora investment
bonds or concessional loans for returning migrants could help
shift money from outside the country into productive capital
inside the country. Further, strengthening financial literacy
programs and expanding access to formal banking would
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further encourage households to allocate remittance income
toward savings and investment.

Third, modernizing agriculture remains crucial because
many people in our country still rely on this sector. Expanding
irrigation coverage, improving rural road networks, and
promoting value-chain development in high-value crops can
raise productivity and free up surplus labor for jobs in the
industrial and service sectors. Combining agriculture with
manufacturing would create strong linkages that support broader
industrial growth.

Fourth, Nepal needs to augment workforce skills to
comply with the demands of the modern economy. Technical
and vocational education programs should be refocused on new
technologies, digital services, and manufacturing. Partnerships
between industries, training institutions and local governments
must be done to align skills development with labor market
needs.

Fifth, policies must aim at addressing rigid structures
that act as obstacles to investment. Simplification of official
procedures, stability in taxation systems, elimination of
red tape in government administration and improvement in
contract enforceability are some ways that would make Nepal’s
business environment better. Further, promoting public-private
partnerships (PPPs) in infrastructure and industrial development
can enhance resource mobilization and improve efficiency.

Finally, Nepal should adopt a comprehensive, long-term
structural transformation strategy that integrates agriculture,
industry, and services as mutually supportive sectors. Such
strategy must prioritize manufacturing-led growth while
leveraging the growing role of modern services (e.g., ICT,
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digital banking). Strengthening coordination among federal,
provincial, and local governments is crucial to avoid fragmented
policies and ensure cohesive development planning. Together,
these measures would help shift Nepal toward more balanced
and productive economic dynamics, driving GDP growth
through domestic production and productivity rather than
relying primarily on consumption and remittances.

Conclusion

Nepal’s economic path over the past two decades reveals a
pattern of growth that is steady but structurally unbalanced.
While GDP has expanded at a moderate pace, the share of
this growth shows a clear shift toward a service-dominated
economy, bypassing the manufacturing-led transformation seen
in many developing countries.

The contribution of agriculture to GDP has steadily
declined, yet it still employs a large share of the labor force,
highlighting persistent productivity gaps. Meanwhile, the
industrial sector has not gained the momentum envisioned
by government aspirations and reform efforts. Growth
in consumption-driven services, primarily supported by
remittance inflows, has shifted Nepal toward a demand-led
rather than a production-led economy. Although remittances
have positively impacted household welfare, foreign exchange
reserves, and economic stability, they have also contributed to
an economic structure marked by high imports, weak domestic
production, and limited industrial development relative to
other Asian economies. If this pattern continues without
corrective interventions, Nepal faces significant risks of high
unemployment and constrained long-term growth.
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Furthermore, Nepal has to focus on building a
stronger industrial foundation, modernizing agriculture, and
directing remittance flows into productive investments to
make the transformation more balanced and long-lasting. In
summary, Nepal's structural transformation is in progress
but not yet complete. The challenge ahead is to convert the
country’s demographic, geographic, and financial resources
into productive capacity that can support inclusive, rich in
employment, and resilient economic growth. Only after this,
Nepal can move beyond a service-led, consumption-driven
model and achieve a transformation that is both sustainable and
development-oriented.
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Interest Rate Expectations: Laying
the Groundwork for Analyzing Lender
and Borrower Behavior Through Real

Expected Interest Rate

Victor Kumar Sapkota*

Introduction

Expectations play a crucial role in our daily lives. We leave
for office every morning, expecting to reach there in time. We
spend on daily goods and services based on expectations of our
personal finances. The role of expectations in the domain of
social sciences, be it in expected income or expected commute
time, has been more evident by the number of theories that have
been developed over the last century.

Expected inflation, in particular, has garnered significant
academic and policy-level attention, as evidenced by the number
of studies on this topic as well as the action taken by fiscal and
monetary authorities to rein in inflation expectations. Expected
interest rate, however, has not received the limelight that the
author of this article believes it deserves.

* Assistant Director, Nepal Rastra Bank
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This article, therefore, is written with a purpose to lay the
groundwork for a viable economic theory of expected interest
rate. It will focus more on real expected interest rate, which
is often of more interest to economists than nominal rates. In
doing so, this article builds on some of the seminal works by
Irving Fisher, one of the prominent monetary economists of the
twentieth century.

A number of points caught the mind of the author while
delving into this topic. First, inflation is one of the most
prominent missing pieces between nominal and real interest
rates. Second, expected inflation data has been compiled,
despite for a limited period, from a large sample of households
in Nepal. Third, the economy is troubled with low investment
despite excess liquidity in the banking system over the last few
years. While this article may not address all of these issues
in great detail, an attempt has been made to supplement the
theoretical groundwork with some national context toward the
end.

Based on the nature of this article, some effort has
also been made to keep the theoretical aspect as simple and
accessible as possible, mostly using only simple equations for
examples. More complicated mathematics has been removed
altogether. Nevertheless, the author remains hopeful that the
theoretical groundwork laid here can be used to build a solid
economic theory with strong mathematical foundation and
robust empirical evidence in the days to come. That will partly
depend on any interest or feedback received from the kindest of
readers.
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Theoretical Review

L The Nature of Interest Rate

In general, a lender receives more amount of money than what
was lent due to the interest charged on the loan. The interest
rate, in its simplest form, is the interest charged expressed in
percentage of the principal amount. Mathematically, it is the
variable i such that the amount lent multiplied by (1 + i) equals
the amount paid back to the lender.

An example would help elucidate this concept better. If
the lender lends Rs. 100 such that the borrower returns Rs. 105
at the end of the loan period, the interest charged is Rs. 5. The
interest rate, therefore, is 5% or 0. 05 if expressed in decimal.
Mathematically, this can be written as

100 x (1 +0.05) = 105

If the lender charges, for example, interest at the rate of
10% for a loan amount of Rs. 100, the amount the borrower
would pay back is 110, consistent with our mathematical
formulation above.

100 x (1 +0.10) = 110

If the interest is compounded for two periods with the
same rate of, say, 10% for an initial loan amount of Rs. 100, the
amount due for repayment at the end of the loan period would
be Rs. 121.

100 x (1 +0.10) x (1 +0.10) = 121

If we now suppose, for whatever reason, that a loan
amount is being charged two separate interests simultaneously,
the nature of interest calculation would still remain the same.
For example, suppose a principal amount of Rs. 100 paying 5%
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and 10% interest simultaneously for the same amount would
repay Rs. 115.5 at the end of the loan period.

100 x (1 +0.05) x (1 +0.10)=115.5

For the borrower, who is being charged two different
interests of 5% and 10%, it is no different than saying that the
borrower is paying a total interest of 15.5%, as:

100 x (1 +0.155) = 115.5

This allows us to grasp the mathematical notion behind
the decomposition of an interest rate into multiple rates. In the
example being discussed, we can express the decomposition of
the 15.5% rate into two separate interest rates of 5% and 10%
as follows.

(1+0.155) = (1 +0.05) x (1 +0.10)

This concept helps explain the idea behind the Fisher
equation presented subsequently.

2. Fisher Equation

One of the geniuses of Irving Fisher was distinguishing
real interest rate from the nominal interest rate (which he
referred to as the monetary interest rate) (Fisher, 1930). The
idea is simple: if you are being charged a 10% interest, but the
price level has gone up 5%, you will be paying less than the 10%
on interest in real terms. In other words, the nominal interest
rate can be thought of as comprising the real interest rate as well
as inflation. Using the concept presented above, such a relation
can be expressed as

1+dH=0+r)x1+n)

where i 1s the nominal interest rate,  is the real interest
rate, and m is the inflation rate.
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Simplifying the equation yields:
i=r+m+rxmn

Usually the values of » and m are quite small for the
following approximation to be good enough.

i=r+m
This equation can be rearranged to approximate the real
interest rate.'!

r=i—m
3. Lender’s Perspective

Let's put the equation into perspective. A lender has been
charging a nominal rate of 5% as interest to borrowers. The
inflation has been consistent at around 2% over the years. The
lender has, therefore, been realizing a net return of about 3% in
real terms.

r=~i—-n=0.05-0.02=3%
All of a sudden, suppose that the lender expects inflation
to rise to 6% in one year. The expected real return for a one-

year loan with annual interest charge at the same 5% rate is
approximately:

rai-n~0.05-0.06~-1%

Therefore, the lender would be unwilling to lend at the same
nominal rate of 5% at this point due to an increase in expected
inflation. One can assume that the lender would either decline the
borrower’s request or increase the nominal rate.

' This approximation also excludes taxation and any other deductions from interest
earnings.
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4.  Fisher Effect

The lender, who has been earning a real interest of 3%,
would be inclined to retain the same level of returns even if
circumstances change. A natural solution is to increase the
nominal rate to 9%, so that the expected real interest rate
remains the same:

r,=i —n,~0.09-0.06~=3%

e new

5.  Expectation vs. Reality

At the end of the year, suppose that the actual inflation
turned out to be only 4%. Assuming that the nominal interest
rate was charged on an annual basis, the real return for the
lender turns out to be 5%, which is much higher than the usual
as well as the expected return.

i n =0.09-0.04 = 5%

)Vl ~ —
actual new actual
This represents a gain to the lender and a loss to the
borrower, in real terms, of about 2% than expected.

Theoretical Analysis from a Borrower's Perspective

1.  Review of the Lender's Perspective

It has been seen that the lender most likely does not lend at
the prevailing nominal rate when expected inflation is high. The
lender would be willing to lend, however, once the nominal rate
has been increased to match the expected inflation or at least
maintain a positive expected real interest. If the actual inflation
turns out to be lower than expected, the lender earns more than
the expected return.

2. Borrower’s Perspective

While expected inflation was a crucial variable from
a lender’s perspective, the real expected interest can have a
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crucial impact on the borrower’s decision. It can be seen, as it
shall be elaborated below, that a consistently higher expected
inflation rate than the actual realized inflation rate raises the real
expected interest rate, suggesting a real loss to borrowers.

For now, suppose that the expected inflation continues
to be higher than what is realized at the end of the year. For
analytical simplicity, suppose that the expected inflation in one
year’s time continues to be around 6% while the actual inflation
realized at the end of the year turns out to be around 4%. The
lender has increased the nominal interest rate and continues to
charge an interest of around 9%. Assuming that the inflation
expectations are the same among the lender and the borrower,
the borrower would be expecting to pay a real interest of around
3%.

ro=i —mn ~=0.09-0.06~3%

But with actual inflation being less than expected at the
end of the year, the real interest paid by the borrower is around
5%.

W

~i —n =0.09-0.04=5%

P actuat = tnew ™ Tactual

It is reasonable to assume that expectations might change
at the end of the year as actual inflation turned out to be lower
than expected. Nevertheless, suppose that expected inflation
continued to remain higher than the actual inflation at the end of
the year for an extended period of time. For analytical simplicity,
assume that the expected inflation continued to remain at around
6% while the actual inflation at the end of the year remained
around 4% for three more years. With the subscript e meaning
“expected,” the subscript @ meaning “actual,” and ¢ referring
to the beginning of the year when the loan is extended or paid
back, the following scenario has been discussed so far.
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Att=0: r~i—n ~0.05-0.02~3%

rai —m ~0.09-0.06~3%
Att=1: roei —m ~0.09-0.04~ 5%
rei —m =0.09—0.06~3%
Att=2: roxi - ~0.09-0.04~ 5%
rai —m ~0.09-0.06~3%
Att=3: Foei - ~0.09-0.04~ 5%

r,=i  —mn,~0.09-0.06~=3%

e new

Thus, with the new nominal interest rate, the lender has
been profiting, in real terms, at the expense of the borrower, due
to the mismatch in expected inflation with the actual inflation at
the end of the year.

3. Theory of Adaptive Expectations

A number of variables are at play here. With the expected
inflation always being higher than actual inflation, it is natural
to assume that people will start lowering their expectations.
With the real realized interest rate also being consistently
higher than expected (5% as compared to 3%), it is also natural
to assume that both borrowers and lenders will start raising
their expectations of the real interest rate. Although it might
not change their expectations drastically, it is again natural to
assume that their expectations will gradually change based on
historical experience, with the most recent experience having
the greatest impact. This phenomenon is commonly known as
“adaptive expectations.”

Adaptive expectations was the most popular method used
to calculate and predict current and future expected values of
economic variables, until John Muth came up with an alternate
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theory, the theory of rational expectations, in the 1960s (Muth,
1961). While adaptive expectations use data from the past to
predict current and future variables, rational expectations
suggest that people use all available information—not just past
values—to shape their expectations. With some underlying
assumptions, including that all people are rational individuals,
this is reasonably a more reliable approach in the theory of
expectations.

A couple of points are of interest here. First, rational
expectations do not disregard historical experience from
consideration. In contrast, it uses historical data and more—such
as latest news and trends—to measure expectations. Second,
which follows from the first, the theory of rational expectations
is as good as the theory of adaptive expectations in a scenario
where not much information is available than historical values.
Third, the theory of adaptive expectations is still widely used in
the measurement of expected inflation. This leads us to some
important implications.

4.  Implications

Putting everything together, the following points can be noted:

»  When expected inflation is high, the lender is likely to refuse
to lend at the current nominal interest rate due to decreased
real expected interest rate.

» A natural response to high expected inflation is a rise in
the nominal interest rate, which is also known as the Fisher
effect. Fisher hypothesis states that there is a tendency for
the real interest rate to remain steady.

» However, if actual inflation remains lower than expected
over the expected period of time, the actual or realized real
interest rate will be higher than the expected real interest
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rate. This represents a real loss to borrowers and a real profit
to lenders.

» With the actual real interest rate being higher than the
expected real interest rate for an extended period of time,
adaptive expectations indicate that the value of the real
expected interest rate will gradually rise over time. In an
economy where the majority of households have little to
no economic and financial knowledge, this is a reasonable
assumption.

» When real expected interest rate is high, one can expect
lending activity to decrease due to a fear of loss in borrowers.

Going Further
1. Empirical Credibility

In line with the purpose of this article, a theoretical groundwork
has been laid for analyzing lender and borrower behavior
through the lens of inflation and interest rate expectations. As
with any credible economic theory, such a framework should
be substantiated with empirical evidence. At the moment, the
framework presented in this article lacks such an analysis from
an empirical perspective. This article, therefore, would also
serve the purpose of acting as a reference for any such empirical
study in the future to substantiate or contradict the notion of this
theory.

2. National Context

On the surface, Nepal's experience and the available data hint at
some possible merit with the analysis presented in this article.
There is excess liquidity in the banking system and credit
growth has been lower than expected. Coupled with the fact
that inflation expectations have always remained higher than
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what is realized, it can be surmised — mostly through the logic
presented in this article — that interest rate expectations have
also increased. As with almost any case in social sciences,
this is obviously not the most definite cause of the prevailing
low investment climate in Nepal. However, the point of this
article is to bring to light the notion that increased interest rate
expectations could have played a part in creating such a climate.

3. Policy Implications

This article further highlights the importance of reining in
inflation expectations, a role mostly played by the central bank
along with the government. Adding in interest rate expectations
extends a new dimension to the analysis of expectations
management. That could have important policy implications
with promising prospects of more effective monetary policy
and practices in the future.

Conclusion

A novel perspective, in the form of real expected interest rate,

has been presented to analyze lending and borrowing behavior.

Assuming that inflation expectations are same among lenders

and borrowers:

1. When expected inflation is high, lenders tend to increase
the nominal interest rate.

2. However, if the actual inflation remains lower than
expected at the end of the loan period, that represents a
gain to the lender and a loss to the borrower in real terms.

3. If the trend persists for an extended period, adaptive
expectations suggest that real expected interest rate
increases. In an economy where people have little
economic and financial knowledge, this is a reasonable
assumption.
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4. When real expected interest rate increases, borrowing
decreases.

This line of reasoning could have important implications
in central bank's role of managing inflation expectations as well
as in monetary policy formulation and implementation. It could
also help partially explain the reason behind lower-than-expected
credit growth in Nepal in the present. However, the theoretical
framework presented in this article will have to be followed by an
empirical study to validate it as a credible economic theory.
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Oligarchy in the Modern World

Roshan Rai*

The desire for power may either be a universal human drive,
or an evolutionary outcome to autonomously control one’s
outcome and self-actualize as described by Neitzsche. Whatever
the reason may be, the desire for power has shaped the history of
humankind — social hierarchies, political systems and economic
relations. But power is not distributed uniformly among the
members of society. From tribal societies to modern state,
power is often concentrated on the select few who dominate the
many. There is the continuous struggle between the elites and
commons that can be seen as a conflict between those seeking
to protect existing power and those striving to gain power or
challenge it.

Aristotle argued that the most virtuous form of governance
is when select few individuals - noble by birth and distinguished
by intellectual and moral character govern over the populace.
Unfortunately, these elites often succumb to fulfillment of
their private interests over the common good and this ideal
form of governance deteriorates to oligarchy. Aristotle defined
Oligarchy as, “Wherever men rule by reason of their wealth,

* Assistant Director, Nepal Rastra Bank
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whether they are few or many, that is an oligarchy.” This
definition differentiates the rich from oligarchs i.e. Not all richs
are oligarchs. He viewed oligarchy as a deviant form of rule
by the elites that occur when elites become corrupt. In modern
times, Robert Michels has made influential contribution to
understanding oligarchy. His “Iron law of Oligarchy” states
that “Who says Organization, says oligarchy” explains that
organizations regardless of how democratic they are initially,
inevitably develop into oligarchic. This article discusses (i)
oligarchy as a default setting of society (ii) the modern oligarchs
- financial and techno-oligarchs (iii) democratic backsliding —
an output of oligarchy?

Oligarchy, Inevitable Feature of Society?

Is society oligarchic by nature? To answer this question,
we must go back to the earliest days of human history.
Anthropologists argue that earliest human societies were
relatively egalitarian in terms of status and resources. Rueden
(2020), Boehm (1999), Erdal & Whiten (1996) claimed that
hunter gatherer societies were egalitarian in nature. Boehm
(1999) in his seminal work “Hierarchy in the Forest: The
evolution of egalitarian behaviour” explained the “reverse
dominance hierarchies” nature of early human societies. The
band members would form coalition that suppressed anyone
trying to become dominant. They would hold-down their
would be alphas through disobediance, ostracism or execution
(Boehm, 1993).

However, the shifts in ecological and demographic
conditions especially agriculture weakened the constraints on
coercion (Rueden, 2020). Social dynamics changed with the
ability to accumulate productive land, grains and domesticated
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animals. Earle (1997), Flannery & Marcus (2012) argued that
surplus storage and strategic control of specific resources
(land) created chiefly authority in early Polynesian, Andean
and European Societies. The Chiefs used the strategic control
over resources not for communal benefit but to create debt
and obligation. The competition to control over the fertile
land increased due to the population pressure which resulted
into warfare and ultimately the formation of centralized polity.
Centralized polity formed faster in areas with circumscribed
agricultural land (Carneiro, 1970). The new political economies
mobilized the surplus to support administrators, soldiers and
dependent artisans. The mobilization of surplus could either
result in further increase in mobilization of surplus to support
the more administrators and soldiers thereby creating a self-
reinforcing system or systemic collapse (Wright, 2006). The
ruling class could strengthen their position in case of self
reinforcing system. The existence of ruling class doesn’t
necessarily imply an oligarchic structure. However, historical
evidence suggests that in many ancient civilizations, economic
and political powers were usually concentrated on the hands
of wealthy elites. In Sumer, power was shared between temple
and merchant families while between palace and warrior
aristrocrats in Mycenaean Green. Powerful wealthy families
often maintained control behind the facade of monarchy. History
reveals that there is often power concentration on the hands of
few. But what does scholars say about elite dominance?

Gaetano Mosca, Italian Political Scientist in his Theory of
Ruling Class (1986) argued that small, organized minority ruling
class governs over the larger, disorganized majority (the ruled).
He argued that even in democracy, power is often exercised
by small group of elites. The ruling class justifies its power
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to the masses by legitimizing their ideology. Vilfredo Pareto’s
Circulation of Elites explained that “history is graveyard of
aristocracies”. The circulation of elites occur in any society
either democratic or autocratic. He argued that political change
occurred when one elite is replaced by other rather than through
masses overthrowing the elites. Though Mosca and Pareto have
not exclusively defined these elites as oligarchic but they have
argued that small group of elites dominate over the masses.

RobertMichelsinhisbook Political Parties: A Sociological
Study of Oligarchical tendencies of Modern Democracy (1911)
propose the “Iron law of Oligarchy.” He argued that every
organization, whether democratic or not, inevitably evolves into
an oligarchy. Michels as a member of Social Democratic Party,
observed firsthand that how this democratic party had become
rigid and bureaucratic over a period of time governed by small
group of elites. He explained that this oligarchic tendency is
due to (1) adminitrative factors — division of labor, centralized
command, technical expertise (ii) incompetence of masses —
most of the members are poorly informed and lack ability to
understand, (ii1) psychological factors — leaders develop taste
for power and position while masses feel grateful to their leaders
reinforcing leader’s power and legitimacy (cult of veneration
among masses).

Contrary to Michels arugment that oligarchy is
unavoidable, advocates of Pluralism — Robert A. Dahl,
David Truman, Seymour Martin Lipset argue that power is
polycentric. They didn’t claim that democracy is free of elites
but institutional structure and group competition can hinder
the oligarchic dominance. David Truman in his book The
Governmental Process (1951) wrote the formation of counter-
organization may not occur immediately but it is inevitable.
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Competing interest groups continuously interact eachother
to counterbalance one another to reach an equilibrium. Like
Truman, Robert Dahl in Who Governs? Democracy and Power
in an American City (1961) argued that power' is distributed
among the competing groups — unions, civil society, media,
business organizations. He used the term “polyarchy” indicating
multiple power centers. The distribution of power among
competing groups ensures that there is no monopoly of power
by an elite group. Citizens can exercise their power not only
through ballot box but also through group membership and
advocacy. The problem with this pluralist ideas is that unlike
elites, oligarchs can have varying political agenda but they all
agree on wealth and property defense like lowering taxes as per
Jefferey Winters.

The question “Is society oligarchic by nature?” is still
unanswered. We have two opposing theories — classical elite
theorists support elite dominance in society while pluralists
support the idea of polycentric society. May be the question
can’t be simply answered with yes or no. Humans have innate
desire for wealth and power which might be a reason for the
societal drift towards oligarchy. Historically, most of the
societies were governed by elites. Organizational necessities,
the political utility of accumulated wealth, structural inertia,
elite social networks can strengthen elite dominance in
societies. However, democratic mechanisms — strong and active
civil society, independent media, rule of law can mitigate these
oligarchic tendencies. Diefenbach (2018) argues that the “iron
law of oligarchy” is neither iron nor law — that democratic
organisations can indeed maintain internal democracy and

! Robert Dahl defined Power as “A has power over B to the extent that he can get B
to do something that B would not otherwise do.”
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avoid oligarchic drift by design. What we can conclude is that
society possess oligarchic tendencies, but it is not oligarchic by
nature. It is contingent on the balance between elite dominance
and democratic system. Oligarchy rises as democracy weakens.

The Modern Oligarchs — Techno and Financial Oligarchs

Oligarchs in ancient societies emerged as a consequence of
social hierarchy. Individuals considered “nobles” were endowed
with hereditary privilege, royal patronage — with large area of
fertile land. In Ancient Greece, Eupatridae — the noble born,
had large area of land and tangible assets. The wealth would
help them to fund liturgy, trierarchy and maintain network of
clientelism. The nobles would secure administrative or advisory
positions within the royal court which would further enable
them to create more wealth. Those elites who controlled large
estate would also dominate councils like Areopagus (Morris &
Powell, 2004).

Unlike the oligarchy in ancient societies whose authority
was derived from birth, kinship and hereditary privilege, the
modern oligarch’s power came from wealth accumulation,
networks and political patronage. However, this shift from
hereditary to achieved status is not absolute. Inherited privilege
is still prevalent in political (Marcos family in Philippines,
Sheikh-Wazed family in Bangladesh) and economic (Lee
family in South Korea, Rockefeller family in USA) dynasties.
To account for the features of these modern oligarchs, David
Lingelbach and Valentina Rodriguez Guerra reworked
Aristotle’s definition and defined oligarch as “someone who
secures and reproduces wealth or power, then transforms one
into the other.” This definition highlights the elite capacity to
convert power into wealth and vice versa. Russia’s Sale of the
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Century is the example of how elites with political patronage
got control of major state-owned enterprises. During mid-
1990s, loan-for-shares scheme was introduced. The government
pledged shares of valuable state-owned enterprises — primarily
in oil, metals and telecommunication sectors as collateral. The
government defaulted on the loans and the pledged shares were
auctioned by the banks. However, politically connected elites
obtained the ownership of these enterprises at discounted prices
through insider-controlled auctions. Vladmir Potanin secured
Norilsk Nickel, Mikhail Khodorkovsky — Yukos Oil Company,
Boris Berezovsky — Sibneft, Mikhail Fridman — Tyumen Oil
Company.

Simon Johnson argues that modern oligarchs have arisen
especially in financial and technological sector in recent
decades. First form of oligarchy have emerged in financial
sector, especially banks and investment firms that have become
too big to fail. Large banks and investment firms take more risks
because they operate under implicit guarantee that government
bail them out as evidenced during 2007-08 Financial crisis.
The shift towards ‘“financialized capitalism” has increased
the influence of financial elites over policymaking (Epstein,
2005). Second oligarch is techno-oligarchs who control
digital infrastructure and data. Leaders of tech corporations
like Apple, Microsoft, Nvidia, Facebook are powerful enough
to influence consumers’ behaviour and politico-economic
decisions. People are offered “free services” to get hooked to
the social media platform but the hindsight, they collect every
user’s data. They possess capacity to influence users’ beliefs on
certain topics by prioritizing or suppressing particular content
in user’s feed. The Cambridge Analytica — political consulting
firm collected personal data from Facebook users and used the
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information to influence the outcome of 2016 US presidential
election. Techno-oligarchs have power to challenge traditional
governance and influence the political and economic systems
through their control of data, communications and technological
infrastructures. The emergence of artificial intelligence has
further strengthened concentration of power, enabling firms to
dictate technological trajectories while advocating for minimal
regulatory oversight (Acemoglu & Johnson, 2023).

Democratic Backsliding: An output of Oligarchy?

V-Dem Institute’s Democracy Report 2025 showed that
there is significant rise in democratic backsliding® worldwide.
Forthe first time in two decades, the world has fewer democracies
than autocracies, i.e. 91 autocracies and 88 democracies in
2024. Moreover, the share of world’s population living under
liberal democracy is the lowest in 50 years, now comprising
less than 12% of world population. But what causes democratic
backsliding? Freedom House states that democracy is under
attack by populist leaders and groups that reject pluralism and
demand unchecked power to advance the particular interests
of their supporters, usually at the expense of minorities and
other perceived foes. In this section, this article discusses two
questions — (i) Is oligarchy a cause of democratic backsliding?
(i1) If yes, how does it do so?

Does oligarchy cause democratic backsliding? Empirical

2 Democratic backsliding, aphenomenon sometimes characterized as an “erosion,” is
the process of declining integrity for democratic values or institutions in a political
system (Carnegie Council for Ethics in International Affairs). It involves reduction
of checks and balances on the executive which includes (i) erosion of the norms
of political behaviour and standards, (ii) weakening of the legislature, the courts
and independent regulators, (iii) the reduction of civil liberties and press freedom
and (iv) harm to the integrity of the electoral system (Backsliding: Democratic
Regress in the Contemporary World, 2021; How Democracies Die, 2019).

2053 qEH - @ ¥q9



evidence shows that when power — economic and political is
concentrated on the hands of few, democratic institutions and
mechanisms tend to erode. Oligarchic power is rooted in the
wealth, and these oligarchs are united by “wealth defense”
according to Jeffrey Winters. Unlike in democracy that tries to
achieve a more egalitarian distribution of resources, oligarchy
attempts to create a non-level playing field and monopoly
position for politically powerful elites through entry barriers
(Acemoglu, 2008). Wealthy elites lobby for policies like lower
taxation and often succeed. Monopoly position coupled with
tax breaks increases the wealth of the elites which further
intensifies the inequality. Top 1% own 47.5% of all the world’s
wealth in 2023 according to Global Wealth Report 2024.
Extreme inequality disincentivizes elites to support democratic
system because of perceived threat of redistribution (Acemoglu
& Robinson, 2006). Rau & Stokes (2025) argued that income
inequality is strong and highly robust predictor of democratic
erosion. They concluded that probability of democratic erosion
rise from single digits in the most equal countries to more than
30% in the most unequal ones. The goal of oligarchs may not be
to weaken democracy but their actions for wealth defense and
accumulation ultimately weaken the democratic institutions,
systems and processes.

How do oligarchs weaken democracy? First, oligarchs
weaken democracy by influencing policy outcomes through
lobbying and political donations. Oxfam (2024) found that
collective spending of 182 largest companies on lobbying
was $746 million in 2022 i.e. an average of $4.5 million per
company. Another study conducted by Oxfam (2016) found that
for every $1 spend on lobbying by the largest 50 US public
companies, they received $130 in tax breaks and more than
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$4000 in federal loans, loan guarantees, and bailouts. Boas et.
al., (2011) found that firms would be awarded projects at least
8.5 times their contributions provided that the federal deputy
candidate they supported from the ruling workers’s party win
the election in Brazil. Lobbying can generate financial returns
far greater than the amount spent which assist elites to increase
their wealth. The economic power translates to political power
resulting into the political inequality which is contratry to the
equality principle of democracy. Gilens & Page (2014) found
that economic elites and organized groups have strong influence
on US government policy while average citizens have little or
no influence. Elsasser et. al., (2021) found similar conclusions
in Germany.
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Second, oligarchs often control the media to influence
the public discourse to achieve their interests — political and
business. The ability of media — TV stations, newspaper
to deliver true and unbiased information erodes when it
is influenced or controlled by oligarchs. In Italy, Silvio
Berlusconi — former prime minister and a media tycoon, used
his ownership of MediaSet, a media holding company to gain
political power. Media is often used by oligarchs as a tool to
shape public perspective, create a positive image of themselves
and even distract public from their wrongdoings. The growth of
media controlled or linked to oligarchs is growing throughout
the world. A three year study performed by Organized Crime
and Corruption Project in Eastern Europe, the Balkans and the
former Soviet Union found that majority of media are linked
to politically connected businessman, persons with criminal
records and shell companies. Beyond the traditional media,
modern techno-oligarchs have the control of social media which
enable them to act as the modern gatekeepers of information.
Platforms like Facebook, Tiktok, X (formerly Twitter), Youtube
can influence public discourse —amplyfying certain voices while
marginalizing others. Cambridge Analytica Scandal proved the
strength of social media to manipulate voter behaviour.

Third, oligarchs weaken the checks and balance
mechanisms of democracy through state capture. Hellman,
Jones, & Kaufmann (2000) explained that wealthy and
politically linked elites shape the rules of the game — manipulate
laws and regulations, and influence state institutions to their
own advantage, at considerable social cost, creating a “capture
economy”. State capture can occur through legislation of
favourable laws and regulations, and influence in the judicial,
regulatory and administrative body for private gains. The case of
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Gupta family in South Africa is the most documented example
of modern state capture. The Zondo Commission explained
that the Gupta family in collusion with the then-president
Jacob Zuma was able to capture state through (i) appointment
of collaborators in senior key positions, (ii)) weaken the law
enforcing agencies, (iii) weaken the parliamentary oversight,
and (iv) influence and control the media.

Fourth, oligarchs influence electoral competitiveness
through donations. The integrity of election system is a key to
healthy, strong and resilient democratic system. The election
competitiveness has eroded due to the concentrated wealth,
systematically undermining the level playing field required
for democratic elections. The outcome of the election has
been found to depend on the candidates’ ability to spend on
election campaign. In 2020, 89.1% of House candidates and
69.7% of Senate Candidates that outspent their opponents won
their election as per Center for Responsive Politics. Similar
conclusions have been found in Brazil (Samuels, 2001),
Ukraine (Matuszak, 2012). This creates advantage for wealthy
candidates or those supported by wealthy donors. Once elected,
political donations often amplify the voices of wealthy donors,
so that policies are aligned with the interests of donors.

Policies to Check the Power of Oligarchs

Oligarchy can be the result of a weakened democracy or the
cause of the weakening democracy. From ancient chiefs to
modern techno-financial oligarchs, wealth is the primary source
of power. Income inequality reinforces the power concentration
on the hands of oligarchs. Political inequality affects the policy
outcome in favor of elites. Because the power of oligarchs is
primarily derived from their wealth, economic policies that can
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tackle income inequality can be effective tools to control their
power. First, progressive taxation can be effective tool to reduce
inequality (Piketty, 2014) — particularly direct income taxes.
The government revenue from the progressive taxation can be
redirected towards social welfare system. Second, anti-monopoly
and competition policies can prevent the emergence of large
monopolies that have huge political power. Larger monopolies
possess significant leverage to influence policy making through
their capacity to threaten investment deferral or withdrawal as
well as through the control of information flows, especially by
tech corporations. Third, setting up transparency mechanisms in
procurement contracts and political donations can reduce covert
channels through which oligarchs exert political influence.
Fourth, strengthening labor rights and ensuring formation of
labor unions can lead to better wage bargaining, which serves
as a tool to reduce wealth concentration.

The oligarchic tendencies in the society reinforced by
the accumulation of wealth and power continuously challenge
the democracy. Well designed economic policies together with
strong democratic institutions can minimize the capacity of
wealthy elites to dominate and influence the political processes.
The resilience of democracy depends on the ability of the
state and citizens to prevent the convergence of economic and
political power.
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From Queues to Clicks: Why Nepali
Banks Must Evolve for the Gen Z
Generation

Dwaipayan Regmi*

Background

Standing at the crossroads, the Nepalese banking sector have
been gradually obtaining customers from a generation who
were raised up with instant service, social media, and smart
phones. This generation are habituated to fast, intuitive, and
personalized service. They are completely unaware about how
banks used to be in earlier days - they don't even want to visit
the branch, stand in queues, fill paper based forms and wait for
a teller. Rather, they are more into taps, biometrics, and native
mobile experiences. Growing internet development, smartphone
penetration, and policy based support for digital financial
services have been creating both opportunity and need for
banks to adopt transformation. Regulatory bodies, development
partners have all reported increased account ownership and
have been promoting digital payment infrastructure. Fintech is a
need of the time. Al is taking its place. The financial behavior of

* Deputy Manager, Rastriya Banijya Bank Ltd

0GR G - 9 ¥9<



customers is changing. Banks need to move ahead with strategic
investment, acknowledging technological advancements.

Observing globally, JPMorgan Chase Bank made a
huge investment in digital infrastructure and has been able
to introduce Chase MyHome and Credit Journey, offering
personalized financial insights and credit monitoring. DBS
Bank of Singapore came up with the 'Live More, Bank Less'
campaign, making a successful digital transformation strategy.
This bank was able to achieve one of the world's highest digital
engagement scores, too. Be it Bank of America or ICICI Bank
of India, they are all into digital ease with integrated Al targeting
the new generation customers from their end. Nepalese banks
have no option but to move ahead technologically with the need
of times. In today's time, successful banks will be those who
prioritize user-based experience, integrate a digital ecosystem,
and be able to leverage data analytics for personalizing services.
Such an example has to provide Nepalese banks with to aim to
transition 'from queues to clicks' with emphasis on technological
innovation.

Understanding Gen Z Customer

The GenZ population is those masses who were born between
1997 and 2012. This generation is regarded as the first generation
that grew up entirely in the digital age, exhibiting behavior,
preferences, and expectations that are widely different from
Millennials and GenX. As consumers, they hold the behavior
that reflects a blend of social awareness, technological fluency,
and demand for authenticity and convenience. GenZs are more
Tech-Savvy in that they prefer managing their finances through
digital wallets instead of visiting physical bank branches. In
the mean time, they are also more concerned about authenticity
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and transparency, with more concern about genuineness,
transparency, and socially responsible branches. They further
seek services that align up with personal beliefs and social
values, too. This generation focuses more on individuality
and self-expression, working to engage with social media
groups, online forums, and digital movements. They also enjoy
customization and personalization in products and services.

This generation holds financial consciousness and are
more pragmatic too. They have the feature of prioritizing savings,
investments, and financial literacy. They seek constant exposure
to fast-paced digital content there seeing GenZ as intending to
have shorter attention spans. They regard themselves more as
a global digital society with awareness upon climate changes,
gender equality, and social justice. They would want to support
businesses taking a stand on such matters. Even in Nepal, the
GenZ population is more seeking side income on their own,
rather than depending completely upon parents. This generation
has been seeking independence on its own level.

Status in Nepal

The recent data of CBS shows that Nepal has Generation Alpha
to GI generation, which is known as the Greatest Generation
living in Nepal. Although the data belongs to year 2021, by now
there is a Beta Generation that is living too. The following data
shows the entire population status.

Table 1: Nepal Population by Generation

Age . Birth Years . Total
Population Generation )
Group (approx.) Population

0-14 yrs 5,205,710 2012-2021 GenAlpha 5,205,710
10-14 yrs 2,909,865 2007 -2011 GenZ
15-19 yrs 2,966,404 2002 -2006 GenZ 8,659,329
2024 yrs 2,783,060 1997 -2001 GenZ
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25-29 yrs
30-34 yrs
35-39 yrs

4044 yrs

4549 yrs
50-54 yrs

55-59 yrs
60—64 yrs
65-69 yrs

7074 yrs

7579 yrs
8084 yrs
85-89 yrs
90-94 yrs

95+ yrs

Total

2,459,349
2,147,712
2,041,492

1,747,832

1,436,040
1,413,852

1,075,944

955,604

771,618

609,370

353,203
161,556
78,327
30,406

17,234
29,164,578

1992 — 1996
1987 — 1991
1982 — 1986

1977 — 1981

1972 - 1976
1967 — 1971

1962 — 1966

1957 - 1961

1952 — 1956

1947 — 1951

1942 — 1946
1937 — 1941
1932 - 1936
1927 - 1931

<1926

Generation Y
Generation Y 6,648,553
Geneartion Y

Generation X

4,597,724
Generation X

Generation X
Baby
Boomers
Baby
Boomers
Baby
Boomers
Baby
Boomers
Silent
Silent
Silent
Silent
G.I

Generation

3,412,536

623,492

17,234
29,164,578

Source: CBS, 2023

Table 1 shows the population of Nepal by generation,

indicating that the majority of the population belongs to Gen
Z, which accounts for 8,659,329 individuals. Gen Z does not
represent the nation as a whole. However, when Gen Y and Gen
X are combined together, that generation certainly will be a
large figure in future days.

Banking in Nepal

The history of Nepal's formal banking started in the mid-20th

Century when Nepal Bank was established as the first bank of
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Nepal. Then, after, Nepal Rastra Bank emerged in 1956 as the
Central Bank. Gradually, Government and Private banks were
established nad provides financial services. There was no Core
Banking System (CBS), so all the accounting entries had to be
done manually. Banking was more like face-to-face interaction
only. That was the time when banking was really hectic, as one
had to wait hours to withdraw their own deposits. But now,
Banks and financial institutions are providing sophiosticated
financial services including internet banking, mobile banking,
wallets, ATMs, ABBS etc.; After the massive degitalization,
from 2078 to 2081, mobile banking users increased by 54%.

After getting integrated into the Core Banking System
(CBS), banks are efficiently catering financial services by
promoting financial inclusion. Merchants reported that payment
through mobile wallets almost eliminates queues. The Central
Bank has been promoting innovation; as a result, the QR code
is dominating the usage of ATM services. Post-pandemic
implications made a huge recovery with the era of fewer cash
banking practices. Today, banks are available at every local
level, and a large number of transactions have been compelled
to pass through the banking channel. From payment of school
fees to payment of vegetable purchases, having a balance in a
bank account is enough. Even though their rate security risk,
banking fraud is practiced. Opening up a banking account is
no longer a huge issue, and as stated by Pandit et al. (2025),
the present banking users seek practical and fast digital service,
with them caring more about slick and trusted apps rather than
celebrity endorsements. Compared with the past trends, the
whole banking system has been simplified, and digitalization
has made the process easy.
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Banking in the Future

If the trends are to be continued, the future will be shaped by
three major forces: Al-driven personalization, decentralized
digital payments, and progressive regulation embracing digital
financial platforms. The technology is shifting towards Artificial
Intelligence, so banking patterns and practices have to be Al-
driven. Considering the years of aspect, there should now be
Al and chatbots in a more standardized pattern, handling the
basic inquiries and taking commands. Al tools need to offer
24/7 support, show fraud alerts, seek personal financial advice,
and should also be able to track basic expenses. The advanced
fraud detection and credit models have to be integrated
through Al patterns. The new generation, that is GenZ, has
been out of paperwork. So, the future of banking has to reduce
paperwork with fully automated account opening. From Video
KYC to biometric identity confirmation is likely to become a
standardized aspect for new accounts.

In the present context, banks need to partner with fintech
for offering GenZ products. This will include aspects like instant
remittances that leverage more on IME Pay's domestic wallet.
It further seeks ways to go through peer-to-peer digital lending
platforms as well. Here, GenZ further expects banks to be more
like social media, intuitive and customized, making the best
use of data analytics and personalization. They need to come
up with tailored saving plans and also customize bank loan
packages. Understanding the fact that customers don't want to
visit the banks directly, remote service operative features have
to be given priority. Future banking should be able to come up
with data-driven products. There should be sustainable practices
promoted as well, aligning with the Central Bank's concept of
Green Financial Taxonomy for categorizing and encouraging
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eco-friendly lending practices. Here, by 2030, banks should be
able to offer green loans too.

Banking for GenZ Customers

It has to be understood that GenZ in Nepal is no single market
niche but rather the next mainstream customer base. Banks need
to directly work on core UX and product features for one tap
payments and seamless wallets at one end, and should also focus
on instant mobile-first onboarding. Speed and reliability have
to be clarified here. Considering the whole Al-driven expense
categorization, small goal saving and micro investment with
study-oriented loan offers have to be promoted. There should
be data analytics should power relevance-based nudges instead
of generic marketing patterns. Apart, there are different parts
that banks should consider to attract and retain GenZ customers.

» Personalization: Through Al-driven expense
categorization, banks should be able to provide
personalized service. For the same home loan, what one
customer finds favorable might not be the same for others.
For one, a high amount of down payment with small EMI
can work, whereas for the next, zero down payment with
high EMI can be effective; and for some other longer
time, EMI can be managed.

» Enhancing Trust level: With the advancement in
technology, technology-based fraud has been rising, and
it can be expected that it will further rise. Banks need
to develop multi-factor authorization, device binding,
and behavior-based fraud detection with clear dispute
resolution-based flows. Short, transparent fee schedules
are necessary here.
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»

»

»

»

Modern Tech Stack: API based architecture should be
able to modernize the core system, in which fintech,
wallets, and third-party developers should be able to
integrate features quickly. Partnering up with fintech
startups comes up with integrating innovative features
from peer-to-peer payments, QR transactions, or even Al-
driven investment. There, IFC and NRB should be able
to encourage interoperability. The current CBS has to be
upgraded, and a fintech partnership should be promoted.
There have to be revenue share models having local
fintech accelerating feature-based delivery with improved
agility.

Regulatory Frameworks: There have to be clear rules for
digital banks, intending to formalize such frameworks for
neo banks, API sharing, and data portability at the same
time, while ensuring consumer protection. National 1D
card has to be linked up with the AML and KYC aspects.
Values and Sustainability: GenZ has been concerned about
social and environmental impact. There have to be enough
priorities for green loans, social impact-based savings,
and transparency in ESG reporting. In such a scene, both
customers will be attracted to meet NRB's green financial
goals. It is important to promote green banking practices
that involve financial renewable projects or work with
eco accounts.

Instant Services: It is important to offer instant loans with
micro savings and digital micro insurance services. GenZ
clearly values speed and accessibility, and therefore,
Instant lending platforms - be that through mobile
banking or other platforms are necessary and they have
already proven to be successful in nations like India and
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»

Indonesia. By integrating a credit scoring algorithm with
transaction histories, banks should be able to provide
small loans quickly.

Financial Literacy: It is important for banks to redefine
their financial literacy by creating fun, engaging financial
education campaigns. OECD (2021) regards that GenZ
often lacks practical financial knowledge, but are eager
to learn through interactive tools. Banks in Nepal can
therefore launch apps rewarding users with points or
cashback for completing some financial missions. This
can be done with the coordination of the Nepal Bankers'
Association or the Central Bank with the intention to
promote financial awareness.

Evolution from Traditional to Transformational

It is important to understand that there requires a multi-

dimensional strategy for shifting Nepal's current banking to

upgraded ones. Traditional banking has been characterized

basically by physical branches, manual processes, and limited
technical integration (Dhakal and Sharma, 2021). GenZ, who
are digitally native, socially conscious, and mobile-oriented

are soon to be the dominant consumer group in Nepal. Thus,
following strategies can be beneficial to BFIs to attract GenZ
with modern financial services:

»

Manual Operations to Digital Banking: Although the banks
in Nepal have moved to digitalization, it is not enough.
Still, Nepalese banks are heavily dependent on paperwork,
face-to-face transactions, and physical signatures. By
implementing e-KYC and digital onboarding platforms,
the banks should reduce face-to-face transactions and
physical signatures.
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»

»

»

Product Centric to Customer Centric: today, banking
products are being sold in standardized form with minimal
customization. In order to attract Gen-Z individuals,
banks should embrace customer-centric innovation,
which looks not just at what banks have but also at what
customers need, prioritizing experience, engagement, and
personalization.

Physical Branches to Hybrid and Digital Ecosystems: The
Number of branches and availability of branches used to
symbolize trust, but GenZ are more into accessibility.
Banks should therefore seek a transition from the branch
model to a physical presence offering digital kiosks, video
consultations, and touchless services. The rise of digital
wallets and the participation of the public in it clearly
signal consumers' shift towards a digital ecosystem.
Static marketing to Interactive Detail Engagement: The
traditional marketing done through newspaper ads or
physical banners or even celebrity fails to appeal whole
GenZ customers, and banks should develop a pivot step
towards interactive digital storytelling practice through
the use of social media, influencers, and gamified content.
They need to make the best use of Instagram, TikTok, and
YouTube for promoting their campaigns through digital
authenticity more than corporate tone because, as Harvard
Business Review (2021) states, GenZ's trust in a brand is
built through digital authenticity.

Risk Avoidance to Innovation Culture: It is important
to establish an innovation lab or 'digital transformation
units' within banks to look over Al, blockchain chain
and open banking solutions. It is expected that by 2030,
digital native banks will start leveraging automation and
blockchain for retaining customers, as stated by Accenture
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(2024). Nepalese banks should adopt new technologies
to counter up with regulatory and operational risks there
itself.

Conclusion

Even though there is growth in momentum towards
digitalization, there lie several structural, technological, and
regulatory challenges for continual hindrances to banks' entire
transformation, seeing GenZ's orientation towards financial
institutions. GenZ lacks adequate financial literacy, and they
also lack the ability to properly manage, save, and invest through
online tools in an effective manner. This makes the whole
process complicated and vulnerable to creating scams or poor
budgeting habits. There is an equal number of cybersecurity
threats and data breaches which pose significant risks too.

Standing at a critical crossroad, the banking industry
has evolved out of a manual and paper-based system to semi-
digital hybrid models. But the demand of GenZ is more into
a deeper transformation, seeking personalization and ethical
management. GenZ represents demographics that clearly intend
to value speed, transparency, and sustainability (PwC, 2023). It
is therefore important for banks to come up with a digital first
strategy, integration of fintech in the products they offer, and
foster the culture of innovation. Such opportunities will remain
unrealized without any addressable infrastructural limitations as
well, and future-based success will depend on how effectively
Nepali banks can balance innovation with their inclusion. The
whole paradigm shift towards transformational, inclusive, and
future readiness of the financial ecosystem aligns with GenZ's
digital behavior, seeing social consciousness. Only then,
Nepalese banks redefine the meaning of trust and accessibility
in the present time to overcome the financial landscape, meeting
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GenZ's requirements.

The journey 'From Queues to Clicks' is more about
technological adaptation representing cultural and strategic
evolution towards customer-centric, inclusive, and sustainable
financial ecosystem. This alignment-based operation with
GenZ's digital lifestyle and ethical values intends to secure
not just future competitiveness but plays an important role in
shaping Nepal's digitalized economy and social transformation.
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Backpackers and the Himalayan Shift:
Repositioning Nepal’s Tourism from
Arrivals to Meaningful Presence

Sudhan Subedi*

When the morning mist slips away over Kathmandu Valley,
you start to see the old pagodas and stupas. Walk through the
heritage towns and you’ll notice something: the artisans aren’t
putting on a show for anyone. They’re just doing their thing,
the same way their parents and grandparents did. Keeping these
traditions going isn’t for attention; it’s just part of who they are.
Out in the mountains, you find people gathered in teahouses,
sharing stories in whatever language works—sometimes broken
English, sometimes just a smile or a gesture. Doesn’t matter
where you’re from. That’s the real heart of tourism here, not the
numbers or the flowcharts.

Tourism in Nepal, it’s never just been about money. It’s
always been about meeting people, figuring out identity, and
deciding how Nepal wants to show itself to the world. Every
route people walk, every conversation with a local, every story
they carry home, these all say something about what matters

* Senior Officer, Nepal Tourism Board
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here, what direction things are heading, and how sure people
feel about their own place.

Look back and you’ll see it: from the first climbers to
the spiritual seekers, every meeting changed something for
both sides. That’s how Nepal grew into a place where people
come searching for something bigger than themselves. But
now, things are messier. People travel for all sorts of reasons.
Technology keeps changing the rules. And just chasing bigger
tourist numbers doesn’t make sense anymore, not with the world
so uncertain. The real question isn’t how many come, but how
they show up, how long they stay, and what kind of connection
they actually make.

Maybe it’s time to stop thinking of tourism as just people
moving around, and start seeing it as presence—real, meaningful
presence.

From Numerical Obsession to Meaningful Presence

For years, tourism in Nepal has been a numbers game. Every
season, there’s a new record to celebrate—more tourists, bigger
goals, stats that look amazing on paper. But, honestly, those
numbers only scratch the surface. They drown out the real
questions. Are people actually enjoying themselves? Who’s
pocketing the money? Do local communities see any real
benefit, or are they just watching from the sidelines? And what
about when things go south?

Big arrival numbers can cover up some huge problems.
Sure, tourists show up, but they don’t always stick around. Most
spend their money in the same handful of spots, and a lot of that
cash ends up with foreign companies. The main entry points and
busy seasons get all the attention, while smaller communities
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barely get a taste. Locals, too often, they’re just background
characters in their own story.

When global crises hit, everything stopped. The places
built for mass tourism just froze up. Entire regions that depended
on package tours faced economic disaster, and all those record-
breaking stats didn’t matter at all once the borders shut. Turns
out, counting tourists doesn’t keep anyone afloat when travel
comes to a standstill.

Now, the mindset’s shifting. People care less about how
many tourists arrive and more about how they show up. It’s about
the quality of each trip—Ilonger visits, genuine connections,
travelers getting involved and giving back. Success isn’t just
about arrivals anymore. It’s about what actually happens while
visitors are here. They’re not just passing through; they’re living
here, even if only for a little while.

Take backpackers and independent travelers. They move
at their own speed, get involved, stick around. They don’t just
snap a photo and leave—they become part of the place, even if
it’s just for a moment. That’s the real shift: tourism turning into
a relationship, not just a transaction.

From Sightseeing to Site Feeling

Tourism used to be all about ticking boxes. You’d rush from
landmark to landmark, camera in hand, barely stopping to
breathe. Sure, you’d collect a ton of photos, but not many
memories that stuck. You’d go home with a memory card full
of images, but the real feel of the place? Not so much.

These days, people want more. Travelers want to actually
feel places, not just see them. They want to connect, not just
collect. So, instead of sprinting through lists, they slow down.
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They wander, linger in cafes, chat with locals, and just soak up
the vibe. It’s about finding rhythm, not just chasing novelty.
Travelers want faces they recognize, not just a blur of newness.
They’re after real understanding, not just a quick look.

Nepal is perfect for this kind of travel. The mountains are
amazing, but there’s so much more—Iliving culture, history in
the air, everything happening on a human level. Independent
travelers love this. They drift through neighborhoods, skip the
tourist traps, return to the same teahouse, wave to the same
shopkeeper. Somewhere along the way, they stop feeling like
outsiders. They become a little part of the place.

This isn’t just some passing fad—it’s a real shift. People
are done just consuming destinations. Now, they want to
connect, to let these places change them a bit. Travel isn’t just
about stamps in a passport anymore. And backpackers? They’re
not just folks trying to save money—they’re out there, really
getting involved, bringing a different kind of energy everywhere
they go.

The Economic Logic of Independent Mobility

People still picture backpackers as broke kids scraping by, but
honestly, that’s old news. These days, independent travelers
come from everywhere—teachers, artists, students, people
working from their laptops in random cafes. Most of them care
way more about freedom and soaking up real experiences than
about fancy hotels.

Look at how they spend money. It’s nothing like the
package tour crowd. Instead of pouring cash into hotel chains or
hitting up fast-food joints, they spread it around—renting rooms
from locals, eating at tiny street stalls, riding the bus, picking
up handmade stuff, signing up for classes, and just living daily
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life alongside everyone else. That money actually helps small
businesses survive, so the whole town doesn’t have to depend
on big companies or middlemen.

But honestly, it’s not just about the money. These
travelers get involved. They show up for workshops, try out
traditional crafts, join community projects, that sort of thing. In
old towns or quiet villages, they end up giving more by actually
participating—Iearning, helping, connecting—instead of just
buying a souvenir and moving on. That keeps local traditions
alive as something real, not just a show for outsiders.

And then there are the people who stick around longer—
remote workers, digital nomads, folks who settle in for a few
months. They don’t just breeze through. They start to belong,
spending money all year, getting to know the area, becoming
regulars at the market or the coffee shop. They share skills and
ideas, too. The money they spend doesn’t just vanish—it sticks
around, and you see the effect in all kinds of everyday ways.

In the end, this kind of travel helps towns stay steady
instead of riding wild ups and downs. It’s not about cramming
in more tourists. It’s about who comes, how they live, and what
they give back.

Digital Nomads, Technology, and the Himalayan Advantage

Remote work and Al have kicked off something different—a
new crowd of long-term travelers who aren’t just looking for
a break, but actually want to live and work wherever the Wi-
Fi is accessible. These digital nomads blend their jobs with
adventure, hunting for spots that are affordable, inspiring, and
just feel good to call home for a while.

Nepal noticed. The country has started to rethink its rules,
seeing these travelers less as a hassle and more as a real way to
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help the economy. Now, it’s easier for digital nomads to stick
around, sort out their money, and actually know what is allowed.
The plan is pretty clear: bring in people who want to give back,
not just take selfies and go.

Moreover, Nepal is not just about mountains and temples.
In a world where data rules, those cool, high-altitude spots
actually help keep computer servers from overheating, which
saves energy. Add all that hydropower from Nepal’s rivers, and
suddenly you’ve got a solid case for building green tech hubs
up in the hills.

This combo—being able to move, work online, and care
about the planet—could really shake things up. Places that used
to be swamped with tourists snapping photos could turn into
something way more interesting: creative, spiritual, productive
communities where people actually live and work. It takes some
pressure off the usual tourist hotspots and opens up new ways to
connect and make a difference.

In this new setup, the old lines between tourist, local,
and contributor start to blur. People aren’t just passing through
anymore—they’re helping shape the places they land.

Spiritual Mobility and the Power of Presence

Up north, technology keeps pushing people to move faster, but
down south, it’s the old spiritual journeys that still set the pace.
Pilgrimage isn’t just another trip. It’s about devotion, identity,
memory—stuff that sticks with you.

Nepal is right in the middle of all this. It’s home to ancient
spiritual paths, and people don’t come just to tick a box or snap
a photo. They’re after something real—a sense of presence. You
can tell by how they travel. It’s slow, intentional, sometimes the
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same journey over and over. They stay longer, come back year
after year, and treat these places with genuine respect.

If you want to help this kind of travel, you can’t just
throw big festivals and hope for the best. What actually matters
is steady, careful work—building good infrastructure, keeping
things clean, telling the stories of these places, and making it
easier for people to get ready, maybe with a bit of digital help.
But all that should just support the experience, not take away
from what makes these journeys special.

The world is only getting more digital, but people still
crave real spiritual connection—honestly, even more than
before. For Nepal, the job isn’t to dream up new attractions. It’s
to look after what’s already here.

Structural Reform and Inclusive Access

If we want real mobility to work, we’ve got to face the big stuff
getting in the way. Messy pricing, weird rules, and hit-or-miss
access just make people feel like outsiders. And honestly, that
pushes them away before they even have a chance to belong.
When policies only care about short-term visitors, nobody
really connects or puts down roots.

But when access is fair, rules make sense, and the local
community has a real voice, people stick around. They don’t
just drop by—they come back, they get involved, and they tell
their friends. Visitors who feel respected, not just squeezed for
cash, end up investing more than just money.

Still, we can’t forget about sustainability. Local culture
and the environment need time and care—unlike tourists, they
don’t just bounce back overnight. When the community leads,
everyone benefits, and tourism actually helps protect what
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makes a place unique, mobility doesn’t wear things out. It gives
them staying power.

Toward a Tourism of Depth

Nepal’s at this turning point with tourism. Chasing after huge
visitor numbers just doesn’t cut it anymore. What matters now?
Real, meaningful experiences. The backpackers, solo travelers,
digital nomads, and those searching for something spiritual—
they’re not just passing through. They’re actually shaping a
tourism scene here that’s stronger and more flexible.

If Nepal puts real connections first, it stops being just
another destination for quick snaps and box-ticking. It becomes
a place where people actually learn and grow, not just consume.
The Himalayas? They’re more than just massive peaks—they
shift perspective. Progress isn’t always about getting bigger or
faster. Sometimes it’s about digging deeper, getting smarter.

When tourism is rooted in genuine presence, it transforms
into something way more than a business. It turns into a shared
adventure that leaves its mark on both visitors and locals. That’s
how Nepal makes a lasting impression—not just on travel lists,
but in people’s hearts and memories all over the world.

+++
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Improving Labour Migration
Governance in Nepal

Yashoda Aryal* and Alika Kumari**

INTRODUCTION

The repercussions of poor and inconsistent migration policies
and regulations in Nepal have created significant risks and
vulnerabilities for migrant workers. Over the last three
decades, Nepal has witnessed rapid changes in the landscape
of transnational labour migration. However, the evolution
of migration trends has not been matched by corresponding
improvements in labour migration governance. As a result,
existing policies continue to fall short in addressing a rights-
based approach for individuals seeking foreign employment.

Research consistently shows that the major drivers pushing
Nepali citizens towards foreign employment include poverty,
unemployment and limited livelihood opportunities at home.
At the same time, the growing international demand for both
skilled and low-skilled workers, with higher wages, creates a
strong pull for migration. These dynamics make foreign labour

*  Section Officer, Government of Nepal,
** Student, MPPM, Kathmandu University
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migration an appealing and sometimes necessary pathway for
many households seeking economic security.

For women, however, the motivations for migrating are
more complex and deeply rooted in social structures. According
to the Government of Nepal, Ministry of Labour, Employment
and Social Security (2022), patriarchal norms, gender
inequality and the persistent stigma surrounding women’s work
and mobility significantly influence their decision to migrate.
Additionally, many women seek foreign employment as an
escape from domestic violence, including sexual and gender-
based violence perpetrated by husbands or family members. In
such cases, migration becomes not only an economic strategy
but also a survival mechanism.

Despite this strong and often urgent desire to migrate
for better opportunities, Nepali workers remain exposed
to high levels of risk. Inconsistent, unclear and sometimes
discriminatory labour migration policies fail to safeguard their
rights throughout the migration cycle. When rights violations
occur, migrant workers often lack effective mechanisms to seek
justice, voice grievances or claim compensation for the financial
and emotional investment they made to migrate. This policy
gap continues to leave thousands of migrant workers vulnerable
and unsupported.

Overview and Importance of the Problem

The role of the state has been vital in migration governance,
as all migrants must pass through the administrative systems
and borders of both sending and receiving countries (Pyakurel,
2018). The enactment of the Foreign Employment Act, 1985
served as a cornerstone for enabling the private sector to facilitate
foreign employment. Currently, labour migration in Nepal is
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governed by the Foreign Employment Act, 2007. Nepal has also
endorsed the Global Compact for Safe, Orderly and Regular
Migration (GCM), the Sustainable Development Goals (SDGs)
and various international human rights and labour standards,
including major international conventions.

Between 2008/09 and 2021/22, more than 4.7 million new
labour permits were issued to Nepali migrants (Government of
Nepal, Ministry of Labour, Employment and Social Security,
2022), reflecting the increasing scale and demand for foreign
employment. However, frequent policy changes, limited
implementation of international treaties and delays in amending
domestic laws to ensure the rights of migrant workers have
placed many migrants in vulnerable situations. These policy
gaps not only affect workers but also have implications for
private recruitment agencies, sending and receiving states,
families and individuals who seek foreign employment as a
livelihood strategy.

Given the significant contribution of migration to Nepal’s
economy and society, addressing migration-related challenges
remains crucial for policymakers. Ensuring a dignified, rights-
based migration process requires coherent and consistent
policies that protect workers throughout all stages of the
migration cycle.

Findings

The International Labour Organization (2025) highlights
several major challenges in ensuring a rights-based approach
to migration governance in Nepal. Despite the significant
contribution of foreign employment to Nepal’s economy, policy

gaps, weak enforcement and systemic vulnerabilities continue
to undermine the rights, safety and dignity of migrant workers.
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These challenges can be categorized into three broad areas:

policy, law and implementation; conduct of labour recruiters;

and conduct of employers in destination countries.

1.

Policy, Law and Implementation

a.

Weak rights-based approach in policies or
governance system: Although Nepal has made
several policy commitments at the international
level, key gaps remain. Nepal has not ratified major
ILO conventions that directly safeguard migrant
workers and regulate recruitment processes, such
as C97 (Migration for Employment Convention),
C143 (Migrant Workers Convention), C18I
(Private Employment Agencies Convention),
C189 (Domestic Workers Convention), and C190
(Violence and Harassment Convention). These
conventions provide critical frameworks for
protecting migrant workers’ rights, regulating
recruitment practices, and addressing violence and
exploitation.

Moreover, even in areas where Nepal is a signatory
to international standards, domestic laws are not
fully aligned with these obligations. Existing labour
laws remain inadequate in fully addressing the
complexities of contemporary migration trends.
Compounding this problem is the limited capacity
and support provided by the Department of Foreign
Employment (DoFE), which weakens the state’s
ability to ensure protection throughout the migration
cycle.
Vulnerability of womeninthe labourmigrationcycle:
Female migrant workers remain disproportionately
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vulnerable. Despite their growing participation
in foreign employment, the Government of Nepal
has imposed restrictive mobility policies for more
than two decades. These restrictions often based on
age, destination country, or sector of employment
stem from a protectionist approach rather than a
rights-based perspective. Instead of ensuring safe
pathways, these rules have pushed many women
into informal channels where they face heightened
risks of abuse, trafficking, and exploitation. The
policies often fail to consider women’s agency
and instead reinforce patriarchal norms, increasing
rather than reducing their vulnerability.

d.  Shortfall in the effective implementation of existing
policies: Although several progressive policies have
been introduced including limits on recruitment
fees, enhanced quasi-judicial powers for DoFE,
prohibition of informal sub-agents, labour demand
verification through Nepali diplomatic missions
and decentralization of complaint mechanisms,
their implementation has been weak. Many of these
provisions remain ineffective due to poor oversight,
procedural delays and resource constraints. As
a result, migrant workers continue to face fraud,
overcharging, document manipulation and lack of
timely support despite the presence of formal rules
intended to address these challenges.

e. Few bilateral labour agreements and limited
protections within existing frameworks: Nepal
issues institutional labour permits to 111 countries
and individual permits to virtually any destination.
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However, formal bilateral labour agreements
(BLAs) or memorandums of understanding (MoUs)
have been signed with only 12 countries. While some
agreements include important provisions regarding
worker protection, many do not adequately address
fundamental rights, complaint mechanisms, social
security or employer accountability. The lack
of comprehensive and enforceable BLAs leaves
many Nepali workers particularly those in Gulf
and Southeast Asian countries highly exposed to
arbitrary employer practices.

Limited resources and monitoring capacity of
state agencies: A significant structural barrier
is the lack of adequate human, financial and
technical resources within institutions responsible
for migration management. Limited capacity in
monitoring recruitment agencies, conducting
inspections, investigating abuses and reaching out
to migrant communities reduces the effectiveness of
migration governance. Without strong institutional
capacity, even the best-designed policies cannot be
fully implemented.

Lack of protection for workers migrating informally
or in undocumented status: A large number of
Nepali workers migrate through informal channels,
bypassing official procedures such as labour
permits. This practice often occurs due to restrictive
policies, high recruitment costs or misinformation
from agents. However, informal migration exposes
workers to severe risks both at home and abroad.
Undocumented workers often face exploitation,
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trafficking and abuse, and because they are not
registered with the Government of Nepal, they are
ineligible for compensation in the event of injury,
unpaid wages or even death. Women working as
domestic workers are one of the most informal and
unregulated sectors, particularly affected by this
lack of protection.

2. Conduct of labour recruiters in Nepal: Research shows
that unethical practices by recruitment agencies and
intermediaries are widespread. Many recruiters engage
in deceptive and abusive practices, including charging
exorbitant fees, providing false job information,
manipulating documents and forcing workers to accept
exploitative conditions. The heavy reliance on informal
agents, who act as intermediaries between workers
and agencies, creates multiple layers of vulnerability.
Migrants often have limited or no contact with actual
employers before departure, leaving them uninformed
and unprepared. This lack of transparency facilitates
exploitation, wage-related deceit and violations of basic
labour rights.

3.  Employers at destination countries often engage in
abusive labour practices that violate the principles of
fair and ethical recruitment. Common forms of abuse
include contract substitution, where workers receive
different terms than what was originally promised; wage
theft; confiscation of passports or identity documents;
restrictions on mobility; and threats or intimidation.
Workers’ vulnerabilities particularly those working in
low-skilled sectors, domestic work or under the Kafala
system are frequently exploited. Many employers fail to
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uphold due diligence obligations and neglect adherence to
human rights and labour standards, leaving workers with
limited avenues for redress.

Conduct of employers in countries of destination:
Employers in destination countries often engage in
abusive and exploitative practices that violate the rights
and dignity of migrant workers. These practices include
contract substitution, where workers are given terms and
conditions different from those originally promised. Other
common abuses include wage theft, confiscation ofidentity
documents and various restrictions on workers’ freedoms,
such as limiting their movement or communication. Many
employers take advantage of workers’ vulnerabilities,
particularly in low-skilled and domestic work sectors
where oversight is minimal. In addition, employers
frequently fail to exercise due diligence in adhering to fair
and ethical recruitment standards. This further deepens
the risks and exploitation faced by migrant workers.

Policy Recommendations

The International Labour Organization (2025) proposes several

key recommendations to strengthen migration governance
and protect the rights of Nepali migrant workers. These
recommendations target the Government of Nepal, labour
recruitment businesses and other relevant stakeholders engaged
in the migration system.

I.

For the Government of Nepal

» The Government of Nepal should prioritize the
ratification of all fundamental ILO conventions,
particularly those directly related to labour migration.
These include the Migration for Employment
Convention (Revised), 1949 (No. 97); the Migrant
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Workers (Supplementary Provisions) Convention,
1975 (No. 143); the Private Employment Agencies
Convention, 1997 (No. 181); the Domestic Workers
Convention, 2011 (No. 189); and the Violence and
Harassment Convention, 2019 (No. 190). Ratifying
these instruments would strengthen Nepal’s
commitment to international labour standards.

» It is also critical to align national laws with these
international frameworks. Amendments to the
Foreign Employment Act (FEA) 2007 and the
Human Trafficking and Transportation (Control)
Act 2007 are necessary to address a wider range of
rights violations, including human trafficking and
forced labour that occur throughout the migration
cycle. Revising discriminatory restrictions imposed
on domestic workers, many of whom are women,
would further promote safer and more dignified
migration pathways.

» In addition, the government should enhance its
centralized monitoring and investigative capacities,
including effective redress mechanisms for migrant
workers. Regulation of informal intermediaries
is essential, as they play a significant role in
recruitment-related vulnerabilities. Strengthening
Nepal’s diplomatic missions by increasing financial,
technical and human resources is equally important
to better support migrant workers in destination
countries.

» A scientific review of the licensing deposit
requirements for labour recruiters should also be
undertaken. This would ensure that recruitment
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2.

3.

agencies remain accountable for costs incurred
and comply with government policies designed to
protect workers.

For labour recruit business

»

»

Labour recruitment agencies should adopt a Code
of Conduct under the Nepal Association of Foreign
Employment Agencies to ensure accountability for
humanrights abuses. The Code should clearly outline
obligations related to remedy and compensation for
affected workers.

Mechanisms should also be established to reduce
unhealthy competition among recruiters when
securing job demands from destination countries.
Reducing dependence on informal intermediaries
is crucial in minimizing fraudulent practices.
Recruitment businesses should also play a proactive
role in facilitating multi-stakeholder dialogue,
sharing good practices, and collaborating with
government institutions to strengthen ethical
recruitment and protect migrant workers’ rights.

For stakeholders

»

»

Civil society organizations, legal service providers,
and community-based institutions should expand
awareness campaigns targeting migrant workers
and their families. These campaigns should inform
them about their rights, safe migration procedures,
and available support systems.

Strengthening partnerships with legal aid providers
and service institutions is also essential to improve
access to justice and effective remedies for migrant
workers facing exploitation or rights violations.
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Conclusion

Strengthening migration governance in Nepal requires a
comprehensive, rights-based approach that addresses policy
gaps, improves implementation and enhances protection
mechanisms across the entire migration cycle. With millions
of Nepalese seeking foreign employment, ensuring their safety,
dignity and labour rights must be a national priority. Ratifying
key international conventions, reforming domestic laws,
improving oversight of recruitment practices and expanding
bilateral agreements are essential steps. Equally important is
empowering migrants through awareness and access to justice.
Collaborative efforts among government, recruitment agencies
and civil society and destination countries are crucial to create
safer and more equitable migration pathways for all Nepali
workers.
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Applicability of Significant Increase in
Credit Risk (SICR) Triggers

Umesh Thapa*

Background

Risk refers to the uncertainty or any event that could have a
negative impact on performance, process and the assets of Bank
and Financial Institutions (BFIs). Precisely, it is defined as the
likelihood of occurrence of an event with some adverse effect.
Currently, operational risk, credit risk, market risk, reputational
risk, environmental and social risk, and liquidity risk are
inherent in Nepalese banking. Among them, credit risk is the
most dominant for BFIs, as financial instruments like loans and
advances occupy more than 80 percent of their asset portfolios.

Credit risk management is crucial for the banking
industry as it helps to identify and mitigate potential risks that
could lead to financial loss, reputational damage, and loss of
customer trust. It requires a logical and systematic approach
to identifying, analyzing, treating, and monitoring the credit
risks arising from borrower defaults. In this regard, regularly
monitoring significant increases in credit risk (SICR) triggers

* Senior Officer, Prime Commercial Bank Limited
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is essential to prudently mitigate credit risk. This article aims to
discuss an overview of SICR, its applicability, and its benefits
to the banking industry in Nepal.

Significant Increase in Credit Risk (SICR):

The application of SICR increased after the International
Accounting Standards Board issued the final version of IFRS
9 in July 2014 to replace IAS 39. IFRS 9 introduces a forward-
looking expected credit loss (ECL) model for the recognition
of credit losses, in which SICR triggers are considered for
the staging of financial instruments. Generally, SICR triggers
are flagged for borrowers who have taken loans and advances
from BFIs. SICR refers to a situation where the credit risk of a
financial instrument or a borrower has increased significantly
since the time the loan was first recorded in the financial
statements of BFIs (since initial recognition). SICR translates
to a higher likelihood of the borrower defaulting on the loan in
the near future.

Fundamentals of SICR Assessment:

The assessment always requires a transition period and
comparison to determine the SICR of a borrower since initial
recognition. BFIs need to compare the current risk of default (at
the reporting date) with the risk at the previous period (initial
recognition). While assessing SICR, whether through qualitative
or quantitative parameters, accurate identification of the drivers
of credit risk and reliable demonstration of the linkage between
those drivers and the level of credit risk are also critical.

Basically, SICR indicates that the quality and performance
of a borrower deteriorate from the previous period, meaning
the borrower may default at any time. Regulators have also
recommended certain criteria to monitor such borrowers; hence,
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regulatory directives are also key parameters for assessing SICR.
Internal risk rating systems of BFIs include sufficient number
of grades to appropriately distinguish credit risk whilst change
in credit risk can occur prior to a movement in a credit grade.
Both counterparty and individual exposures of the obligor,
as well as connected obligors, are considered in determining
SICR. Assessing changes in credit risk would be consistent with
normal credit risk management practices of BFIs. In determining
whether there has been a significant increase in credit risk,
BFIs assess the change in the risk of default occurring over the
expected life of the financial instrument.

While assessing significant increases in credit risk,
BFIs consider all reasonable and supportable information that
is available without undue cost or effort and that is relevant
for an individual financial instrument, a portfolio, portions
of a portfolio, and groups of portfolios. BFIs shall financial
instruments to determine SICR on a collective basis, using
shared risk characteristics such as the type of collateral, industry
or sector, geographical location, and type of instrument or
product.

Parameters of SICR:

BFIs use various quantitative and qualitative parameters
to assess SICR. Some of the quantitative and qualitative
parameters, incorporating NRB guidelines that can be used to
assess an increase in credit risk are:
1. Quantitative Parameters of SICR:

These are specific, measurable thresholds that may
indicate SICR, such as:

» More than one month past due

» Absolute lifetime PD is 5% or more
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»

»

Relative lifetime PD is increased by 100% or more

Significant deterioration in key financial ratios

ii.  Qualitative Parameters of SICR:

These include factors that are not easily quantified but can
signal heightened risk, such as:

»

»

»

»

»

»

»

»

»

»

»

Risk rating (internal or external) downgraded by 2
notches since initial recognition

Risk rating downgraded to non-investment grade by
external credit rating agency (BB+ or below) or by
bank’s internal credit rating system

Deterioration of relevant determinants of credit risk
(eg future cash flows) for an individual obligor (or
pool of obligors)

Expectation of forbearance or restructuring due to
financial difficulties

Deterioration of prospects for sector or industries
within which a borrower operates

Borrowers affected by macroeconomic conditions
based on reasonable and supportable forecasts.
Modification of terms resulting in restructuring/
rescheduling

Watchlist or Special Mentioned Accounts (SMA)
Breach of any covenant

Relevant early warning indicators (macro and
micro)

Credit quality indicators determined as per internal
credit assessment of performing loans which are
subject to individual monitoring and review, are
weaker than that in the initial recognition.
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»

»

»

»

»

»

»

An actual or expected significant change in the
operating results of the borrower (like expected
declining revenues or margins, increasing operating
risks, working capital deficiencies, decreasing asset
quality, increased balance sheet leverage, liquidity,
management problems or changes in the scope of
business structure that result in a significant change
in the borrower’s ability to meet its debt obligations.
Existing or forecast adverse changes in business,
financial or economic conditions that are expected
to cause a significant change in the borrower’s
ability to meet its debt obligations.

Significant changes in the expected performance
and behaviour of the borrower, including changes
in the payment status of borrowers in the group.
Significant increases in credit risk on other financial
instruments of the same borrower.

An actual or expected significant adverse change
in the regulatory, economic, or technological
environment of the borrower that results in a
significant change in the borrower’s ability to meet
its debt obligations, such as a decline in the demand
for the borrower’s sales product because of a shift
in technology.

A significant change in the quality of the guarantee
provided by a shareholder (or an individual’s
parents) if the shareholder (or parents) have an
incentive and financial ability to prevent default by
capital or cash infusion.

Management decision to strengthen collateral and/or
covenant requirements for credit exposures because
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of changes in the credit risk of those exposures since
initial recognition.

Applicability of SICR

Nepal Rastra Bank has released NFRS 9- Expected Credit Loss
Related Guidelines in May 2024. The guidelines aim to offer
supervisory direction for applying Expected Credit Loss (ECL),
ensure consistency and comparability across banks, establish
criteria for identifying significant credit risk increases, introduce
a regulatory safeguard for impairment assessments under the
ECL framework, and enhance the accounting treatment of loan
loss provisions. The updated NFRS 9: Financial Instruments
standard, aligned with IFRS 2018, was initially announced
by the Institute of Chartered Accountants of Nepal (ICAN) to
take effect from July 16, 2021. However, due to factors such as
challenges from the COVID-19 pandemic, limited preparation
time, and a lack of technical expertise, its full implementation
for banks and financial institutions was postponed until FY
2023/24. Consequently, the provisions of NFRS 9, including
the expected credit loss model, is fully enforced starting FY
2024/25.

BFIs need to compute ECL either for the next 12-months
or for the remaining lifetime, depending on the SICR since
initial recognition. SICR are credit deterioration triggers, based
on which stage-1 assets move to stage-2, and subsequently,
lifetime ECL is calculated from 12-month ECL. BFIs are
required to segregate their financial instruments, including loans
and advances, into three stages for the purpose of measuring
ECLs. Under the general approach, all financial instruments are
allocated to stage-1 on initial recognition. However, if a SICR is
identified at the reporting date compared to initial recognition,
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the financial instrument is transferred to stage-2. Conversely, if
there is objective evidence of impairment, the asset is considered
credit-impaired and transferred to stage.

[ Significantly Increase in

Credit Risk (NO)
Financial Instrument at Financial Instrument at
Stage 1 Stage 2
e Low probability of default e High probability of default
e 12 month ECL o Lifetime ECL

Significantly Increase in
Credit Risk (YES)

Figure 1: Stage Assessment Based on SICR

If there has been a SICR since the initial recognition of a
financial asset in scope, expected credit losses are measured at
the reporting date as lifetime expected credit losses. BFIs assume
that the credit risk on a financial instrument has not increased
significantly since initial recognition if the financial instrument
is determined to have low credit risk at the reporting date. The
assessment of significant deterioration is key in establishing
the point of switching between the requirement to measure an
allowance based on 12- month ECLs and one that is based on
lifetime ECLs.

There is a higher probability of default for financial
instruments at stage-2 compared to those at stage-1, as credit risk
has increased, which is identified through defined parameters.
Consequently, BFIs need to compute lifetime expected credit
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losses, which result from all possible default events over the
expected life of a financial instrument, for instruments at stage-
2, considering the lifetime probability of default. In contrast,
12-month ECLs are calculated for financial instruments at
stage-1, representing the portion of lifetime ECLs that result
from default events possible within 12 months after the reporting
date.

A financial instrument might also be migrated from Stage
2 to Stage 1 based on the level of SICR. When there is evidence
of a significant reduction in credit risk, BFIs can upgrade such
exposures from Stage 2 to Stage 1. However, BFIs should
continue to monitor the instrument for a minimum cure period
before reverse migration.

BFIs use different approaches when assessing significant
increases in credit risk for various financial instruments. In
addition, due to the relationship between the expected life and
the risk of default, the change in credit risk cannot be assessed
simply by comparing the change in the absolute risk of default
over time, as the risk of default usually decreases over time if
the credit risk remains unchanged.

Opportunities

The effective assessment of significant increase in credit risk
presents several opportunities for BFIs in Nepal to strengthen
their risk management framework and overall financial
resilience as follows;

» Enhanced early-warning mechanism: SICR is a forward-
looking trigger that predicts the likelihood of a borrower
defaulting in the near future. By considering the SICR
of a borrower, BFIs can closely monitor such borrowers
and implement credit risk mitigation measures early. As
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»

»

»

»

a result, loan portfolio quality improves, contributing
to lower non-performing loan levels—an important
consideration given the growing non-performing loans
and non-banking assets in Nepal's banking sector.
Optimized capital allocation: As mentioned earlier, SICR
isamajor componentof ECL andisapplicableto the staging
of financial instruments, resulting in the computation of
12-month and lifetime ECL. Accurate SICR assessment
improves the precision of ECL estimates. This leads to
more efficient capital provisioning—preventing both
under- and over-provisioning—which supports better
capital planning and enhances financial stability. This not
only ensures regulatory compliance but also enhances
investor and stakeholder confidence in the institution’s
financial reporting.

Proactive credit risk management: Under the incurred loss
model, credit loss recognition is reactive, as losses are not
recorded until a credit loss event occurs; in other words,
default is treated as a lagging indicator of credit risk. In
contrast, by assessing SICR, BFIs can proactively manage
the credit risk of borrowers by recognizing that loans may
default at any time within their maturity period.
Facilitate risk based pricing: Basically, borrowers with
SICR triggers have a higher risk of default compared to
those without SICR triggers. Insights gained from SICR
assessment allow BFIs to facilitate risk-based pricing
decisions. Borrowers with lower credit risk can be offered
better pricing, while higher-risk borrower can be priced
appropriately to compensate for the additional risk.
Enhanced strategic decision-making: By assessing portfolio-
wide SICR triggers, BFIs can make strategic decisions
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related to sectoral exposure, loan concentration, risk
appetite, and market positioning. This process involves
evaluating information, considering alternatives, and
aligning decisions with the organization’s goals. It requires
a structured approach that includes generating options,
weighing them carefully, and taking informed actions.
BFIs that excel in SICR assessment can manage risks
proactively, maintain low non performing loan ratios, and
preserve profitability—leading to stronger competitive
positioning in the banking industry.

Key Challenges:

While assessing significant increases in credit risk, BFIs should
consider all reasonable and supportable information available.

BFIs in Nepal have implemented the ECL model from Fiscal
Year 2081/82. The transition to the NFRS 9 ECL framework
requires greater emphasis, as SICR is a major component of the

ECL assessment. Major challenges that may be faced by BFIs
while assessing SICR include:

»

»

Data Availability: The data challenges may include the
availability of consistent and granular historical data on
borrower behavior, collateral values, and credit migration
patterns within BFIs. The effectiveness of SICR triggers
is often dependent on historical patterns used during the
assessment. Guarantees, Letter of Credits, and other off-
balance sheet items require SICR assessment, but data
and processes for these exposures are often weak.

Weak early warning signals: Early warning signals (EWS)
in banking are specific financial, operational, or external
indicators that alert a bank to potential borrower or market
risk before a borrower falls into a high-risk category.
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EWS are crucial for assessing SICR. However, EWS
indicators in Nepalese banking are often underdeveloped
or inconsistently applied.

» Non-uniformity in SICR criteria: The qualitative
parameters of SICR assessment may be judgmental and
can vary based on personal opinions or between entities.
This makes it difficult to achieve uniformity in SICR
assessment within an entity or across the banking industry.

» Regulatory Expectations: Regulators always expect
prudent risk management policies, practices, and
parameters. BFIs need to incorporate these expectations,
which requires adequate capabilities and expertise.

The Way Forward:

Risk management is crucial for the banking industry as it helps
identify and mitigate potential risks that could impact financial
stability, reputation, and customer trust. Therefore, BFIs should
not compromise on compliance to ensure the sustainability of
the banking sector. There is a need for timely adaptation to
international best practices, particularly in managing inherent
risks. A sound and consistent risk culture throughout a bank is a
key element of effective risk management. In this sense, SICR
triggers are a very crucial forward-looking mechanism in the
realm of credit risk management.

At present, accounting and financial reporting are the
backbone of good governance and a transparent economic
system. The Nepalese financial system has also been adopting
the ECL approach. It is expected that the implementation of
ECL, in which SICR plays a vital role, will result in a more
reliable measurement of capital and enhance market discipline
through greater transparency.
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In assessing SICR, BFIs should consider quantitative,
qualitative, and regulatory backstop parameters. To effectively
assess changes in credit risk, BFIs must have a comprehensive
SICR assessment policy to ensure the accuracy and timeliness
of credit risk evaluation. This policy should also be validated
as part of the model validation exercise conducted by the BFIs.

(Opinions and views expressed in the article are personal)
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Smart Contracts: Transforming Digital
Agreements for Nepal and the World

Aayusha Bista*

1. Introduction

Smart contracts represent one of the most promising innovations
of the 21* century, offering the potential to automate, secure,
and streamline transactions without traditional intermediaries.
Although most people associate them with blockchain, the idea
actually goes back much further. In 1994, computer scientist
and cryptographer Nick Szabo introduced the concept of digital
protocols that could automatically carry out, verify, or enforce
agreements, laying the foundation for extending electronic
commerce into the digital world (Szabo, 2020).

But the technology needed to make this vision a reality
didn’t exist before the arrival of Bitcoin. However, after 2009,
Bitcoin proved that decentralized, trustless digital transactions
were possible. Then after, the true turning point came with
the launch of Ethereum in 2015 by Vitalik Buterin and his
collaborators. Ethereum introduced a platform designed
specifically for running smart contracts through its Turing-

* Assistant (IT), Nepal Rastra Bank
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complete language, Solidity opening the door for developers
to build advanced decentralized applications (DApps) and far
more capable smart contracts (Zhou, Milani Fard, & Makanju,
2022).

For countries that have bureaucratic inefficiencies,
limited rural banking access, and demands for more transparent
governance, smart contracts offer significant potential. Smart
contracts could help streamline welfare payments, support
direct farmer-to-consumer sales, simplify remittances, and
create new opportunities for its growing tech-savvy youth
(Timalsina & Bhandari, 2025). By reducing middlemen and
increasing transparency, they could support a more inclusive
financial system.

While traditional digital contracts, escrow services, and
automated payment tools provide similar functions, they rely
on centralized platforms and human oversight. Smart contracts
differ by executing automatically and immutably once conditions
are met, and by combining verification, execution, and payment
in a single process. When paired with APIs, IoT devices, digital
identity systems, and modern payment networks, smart contracts
form a powerful ecosystem well suited for environments with
low institutional trust and infrastructure challenges.

2.  Understanding Smart Contracts

Definition

A smart contract is a self-executing digital agreement where the
terms and conditions are directly written into computer code
(Mohanta, Panda, & Jena, 2018). Unlike traditional contracts
that require human intervention to enforce, smart contracts
automatically execute when predetermined conditions are met.
To ensure security, transparency and immutability of executed
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conditions, smart contracts leverage blockchain technology.

Think of a smart contract as a digital vending machine.
Just as a vending machine automatically dispenses a product
when you insert the correct coins and make your selection, a
smart contract automatically executes its terms when specified
conditions are fulfilled. However, unlike a vending machine,
smart contracts can handle complex multi-party agreements,
time-based conditions, and sophisticated logic.

Features and Benefits

Smart contracts offer transformative benefits across multiple
dimensions and reduce costs by eliminating the need for
intermediaries, legal fees, and administrative processes.
The speed of execution is revolutionary, enabling real-time
transactions that would traditionally take days or weeks to
process. Trust is enhanced through cryptographic security
and transparent execution, while the global accessibility of
blockchain networks means contracts can operate across borders
without traditional banking infrastructure.

For developing countries like Nepal, these benefits are
particularly significant. Smart contracts could enable financial
inclusion for the unbanked population, reduce corruption
through transparent automated processes, and create new
economic opportunities in the digital economy. Some of the key
features of smart contracts are as follows:

» Autonomy: Smart contracts operate independently
without requiring intermediaries like banks, lawyers, or
government agencies to oversee their execution.

» Transparency: All contract terms and execution history
could be recorded on a blockchain, making them auditable
and verifiable by anyone (Law, 2017).
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»
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»

3.

Immutability: As smart contracts reside on blockchains,
once deployed, smart contracts cannot be altered or
tampered with, ensuring that all parties can trust the
agreed-upon terms will remain unchanged.

Precision: Computer code eliminates ambiguity that
often exists in traditional legal language, reducing
disputes and misunderstandings. When smart-contract
is coded for automating financial transactions, it ensures
the disbursement of the payment only after and obviously
after matching the underlying conditions.

Speed: Automated execution means transactions can
be completed in minutes or seconds rather than days or
weeks. This is achieved due to elimination of bureaucratic
hurdles, delay in financial intermediation along with time
consuming meticulous manual verification of all contract
terms and conditions, that exist on traditional contracts.
Cost-effectiveness: By eliminating intermediaries
and reducing administrative overhead, smart contracts
significantly reduce transaction costs.

What Smart Contracts are Not

Despite their transformative potential, smart contracts are often

misunderstood. It is crucial to clarify what they are not to set

realistic expectations and understand their limitations.

a.

Smart contracts are not artificially intelligent (AI).
They cannot make decisions beyond their programmed
logic or adapt to unforeseen -circumstances. They
are sophisticated "if-then" programs that execute
predetermined instructions.

They are not legally binding in all jurisdictions. While
some countries are developing legal frameworks for smart
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4.

contracts, their legal status varies globally and remains
unclear in many regions, including Nepal (M, HY, & Y,
2023).

Smart contracts are not infallible. They can contain
programming bugs, logical errors, or vulnerabilities that
could be exploited. The quality of a smart contract depends
entirely on the quality of its code and the thoroughness of
its testing (Gide Loyrette Nouel, 2023).

They cannot access real-world information
independently. Smart contracts rely on external data
sources called "oracles" to obtain information about
real-world events, creating potential points of failure or
manipulation.

Smart contracts are not always truly decentralized.
Many smart contracts still rely on centralized oracles,
centralized platforms, or have administrative controls that
can override their automated execution.

They are not suitable for all types of agreements.
Contracts requiring subjective judgment, complex
negotiations, or frequent modifications are not well-suited
for smart contract implementation.

Types & Forms of Smart Contracts

Smart contracts come in various forms, each designed for

different use cases and operating environments. Some of the

types of smart contract are as follows:
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Type

Token
Contracts

DeFi
Contracts

Governance
Contracts

Escrow &
Payment
Contracts

Identity
& Access
Control
Contracts

Primary Function

Manage the creation,
transfer, and destruction
of digital assets on a
blockchain.

Power decentralized
financial applications
without traditional
intermediaries like banks.

Enable decentralized
decision-making and
automatic execution of
community decisions.

Hold funds securely

in custody and release
them automatically once
predefined conditions are
met.

Manage digital identities
and control user
permissions for accessing
services or data.

Examples & Use

Cases
ERC-20 Tokens

(stablecoins, utility
tokens)

NFTs (ERC-
721/1155) (digital art,

collectibles)
Lending Protocols

(Aave, Compound)
Decentralized
Exchanges (DEXs)
(Uniswap)

Liquidity Pools & Yield
Farming

DAOs (Decentralized
Autonomous
Organizations)
Voting on proposals
(treasury spending,
protocol upgrades)

E-commerce
transactions
Freelancer milestone
Token sales

Decentralized Identity
(DID)

KYC/AML Compliance
Granting access to
gated content
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Cross-Chain
Contracts

Facilitate communication, ) i
Cross-Chain Bridges
data transfer, and asset

Interoperability
movement between Protocols
different blockchain

(Polkadot, Cosmos)
networks.

S. Potential in Nepal: Payment & Non-Payment
Industries

Nepal presents unique opportunities for smart contract
implementation across both payment and non-payment sectors,

with the potential to address longstanding challenges in the

country's economic and social systems.

A. Payment Industries

a.

Remittance Services: With over 2 million
Nepali workers abroad sending home billions of
dollars annually i.e 23% of total Nepal’s GDP(FY
2023/24), smart contracts could dramatically reduce
remittance costs and transfer times. Blockchain-
based payment networks such as Ripple and Stellar
have demonstrated significant efficiency gains in
remittances thereby enabling cross-border transfers
within seconds at costs below 1%, compared to
traditional channels that can take 2-5 days and
charge 5-10% in fees (Bhardwaj, 2025). Moreover,
itreduces the need of intermediary while transferring
fund cross-border.

Mobile Banking: Nepal's growing mobile phone
penetration provides an excellent foundation for
smart contract-based mobile banking services.
Smart contracts could enable sophisticated financial
services for unbanked populations in remote areas,
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automatically managing savings programs, micro-
loans, and insurance products.

Cross-border Trade: Nepal's trade relationships
with India and China could benefit from smart
contract-enabled trade finance, automating letter of
credit processes, customs clearances, and payment
settlements while reducing fraud and delays.

B. Non-Payment Industries

a.

Agriculture:  Nepal's  agriculture-dependent
economy could be transformed through smart
contracts that automate crop insurance, connect
farmers directly with buyers, and provide transparent
pricing mechanisms. Weather-based insurance
contracts could automatically compensate farmers
for crop losses due to adverse weather conditions.
Supply Chain: From tea and coffee exports to
domestic food distribution, smart contracts could
provide transparency and efficiency in Nepal's
supply chains, reducing waste and ensuring quality
standards.

Government Services: Smart contracts could
automate  welfare  distributions, scholarship
programs, and public service deliveries, reducing
corruption and ensuring resources reach intended
beneficiaries. Land registration, business licensing,
and tax collection could all benefit from automation.
Healthcare: With limited healthcare infrastructure,
smart contracts could enable telemedicine payments,
automated insurance processing, and transparent
pharmaceutical supply chains that ensure authentic
medications reach rural areas.
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e.  Education: Student loan programs, scholarship
distributions, and credential verification could all
be automated through smart contracts, creating
more efficient and transparent educational finance
systems.

f. Energy: As Nepal develops its hydroelectric
potential, smart contracts could enable peer-to-
peer energy trading, automated grid management,
and transparent billing systems for both domestic
consumption and exports to India.

g.  Tourism: Smart contracts could automate tourism
service bookings, provide transparent pricing for
trekking permits, and enable reputation-based
service quality assurance for Nepal's crucial tourism
industry.

The key to success in Nepal will be identifying applications
that provide clear value over existing systems while working
within the country's current technological and regulatory
constraints.

6. Global Adoption Status: Examples from Various

Regions
Region Adoption Key Initiatives / Focus Areas
Level Examples
JPMorgan programmable Finance,
United High payments & asset supply chain,
States tokenization; Walmart enterprise
food traceability blockchain
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European High +
Regulated

Union

China

Singapore Very High

High (non-
crypto)

MiCA regulation; EBSI
cross-border public
services; Estonia digital
governance

Blockchain-based Service
Network (BSN); digital
yuan smart contract
features

MAS Project Guardian;
DBS programmable
grants

Dubai real-estate

Public
services,
compliance-
focused
innovation
Government,
logistics,
fintech

infrastructure
Asset

tokenization,
regulated DeFi,
government

fintech
Smart cities,

Rapid
UAE Gapl h tokenization; Digital real estate,
TOW
Dirham programmability  digital identity
National Blockchain Public-service
Moderate .
i Framework; RBI delivery,
India & .
: tokenized CDs; state-level finance, supply
Growing . .
land record pilots chain
COMESA TDB US$22M  Agri-finance,
Africa Emerging smart-contract trade- financial
finance deal inclusion
Fi
Brazil & Mexico marllce,h :
su chain
Latin ) blockchain pilots; rising . - y ’
. Growing ) i inflation-
America crypto use in Argentina & .
driven
Venezuela )
adoption
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7.

Pre-requisites for Adoption: Legal, Technological,
Institutional Readiness

While Nepal rapidly embarked its electronic payment journey

in last decade, especially after COVID-19 pandemic, it’s

challenging to timely match the global adoption of blockchain
technologies. Successful smart contract adoption in Nepal

requires careful attention to several foundational prerequisites

across legal, technological, and institutional dimensions.

A.

Legal Framework

a.

Regulatory Clarity: Nepal needs explicit legal
recognition of smart contracts, including their
enforceability and mechanisms for resolving disputes
arising from automated execution.

Digital Signature Laws: The Electronic Transaction
Act must be updated to cover blockchain-based
authentication and identity verification.

Data Protection: Comprehensive privacy laws are
required to govern personal data on immutable
blockchain systems and balance anonymity with
regulatory traceability.

Consumer Protection: Safeguards must prevent unfair
contract terms, allow cooling-off periods where
needed, and ensure vulnerable groups are not harmed
by automated agreements.

Cross-border Recognition: Nepal should coordinate with
neighboring countries to ensure smart contracts are
legally recognized internationally, supporting trade
and remittances.
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B. Technological Infrastructure

a. Internet Connectivity: Reliable broadband,
especially inrural areas is essential to prevent service
disruption and maintain transaction integrity.

b.  Digital Identity Systems: A secure national digital
identity framework is crucial for authentication,
fraud prevention, and privacy.

c.  Mobile Technology: Smart contract systems should
be optimized for mobile use to leverage Nepal’s
high mobile penetration and reach underserved
populations.

d. Blockchain Infrastructure: Nepal must decide
whether to build domestic blockchain networks
or rely on international platforms, considering
sovereignty, cost, and support.

e.  Cybersecurity: Strong cybersecurity capacity is
necessary to protect smart contract systems and
maintain user trust.

C. Institutional Readiness

a. Government Capacity: Agencies need technical
expertise, training, and possibly new regulatory units
focused on blockchain oversight.

b. Financial Institution Adaptation: Banks must
integrate smart contract capabilities while maintaining
compliance and risk management.

c. Education System: Higher education and training
institutes should include blockchain and smart
contract programs to develop local talent.

d. Public Awareness: Awareness initiatives are needed
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to build trust and educate users about the benefits and
risks of automated systems.
e. Industry Standards: Nepal should join international
standard-setting efforts to ensure global compatibility.
f. Pilot Programs: Controlled pilots are essential for
testing applications, identifying issues, and building
readiness for broader adoption.

Once Nepal decides to move towards blockchain age its

success depends on the coordinated effort across all these areas,
with government leadership to establish frameworks as well as

encouraging private sector innovation and public participation.

Key Recommendations

For Nepal to successfully build a blockchain ecosystem,
stakeholders should implement a coordinated plan focusing on:

»

»

»

»

Strategy & Regulation: Formulate a clear National
Blockchain Strategy and create regulatory sandboxes to
balance innovation with consumer protection.

Capacity Building: Invest in digital literacy for all citizens
and develop local talent through specialized education
and international scholarships.

Inclusion & Security: Ensure smart contracts serve
everyone, particularly vulnerable groups, and prioritize
robust cybersecurity to build public trust.

Global Collaboration: Actively seek international
cooperation and investment to accelerate learning and
development.

Underpinning all these efforts must be sustained political

commitment and funding across electoral cycles to ensure

lasting, tangible results.
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8.  Conclusion: The Way Forward

Smart contracts present a transformative opportunity for Nepal,
offering solutions to key challenges such as bureaucratic
inefficiency, limited banking access, and reliance on
remittances. The country’s growing digital literacy, high mobile
penetration, and ongoing government digitization provide a
strong foundation for adoption.

To succeed, Nepal must balance innovation with caution
i.e. prioritizing legal, institutional, and technological readiness.
Learning from global best practices and focusing on practical,
citizen-centered applications will be essential. International
cooperation can help align efforts with global standards without
requiring Nepal to lead in R&D.

Success should be measured by development outcomes:
increased financial inclusion, reduced poverty, greater
transparency, and expanded economic opportunity. With
strategic planning, investment, and political commitment,
smart contracts can support Nepal’s journey toward a more
prosperous, efficient, and inclusive digital society.

The path is clear: start small, learn fast, scale thoughtfully,
and keep the needs of Nepali citizens at the core.
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Gold: The Safe Haven or Silent Bubble?

Ruchira Bhattarai*

Introduction

Conflict, inflation, and changes in monetary policy are all
putting pressure on global markets, but one metal remains the
centre of attention: gold. The gold price has increased by more
than 64% this year and is regarded as a conventional method
of hedging against uncertainty. Geopolitical conflicts, central
banks purchasing more gold, a shift away from the dollar, and
significant inflows into gold exchange-traded funds are the
main causes of this spike. The price of gold has also increased
due to speculation about interest rate cuts in the US. However,
some people become concerned about whether gold is a safe
investment or an overpriced bubble as a result of the same
increase that gives them comfort. This article examines the
reasons why gold is still valuable, the causes of its 2025 price
increase, its effects on Nepal, and whether gold is a prudent
investment or a risky overvaluation.

Why is Gold Treated as Safe Haven?

People could exchange paper money for real gold at the banks
until 1931, when the value of currencies was based on the price

* BEc-LL.B, Kathmandu University
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of gold. A lot of people began trading paper money for gold
during the Great Depression, which led to unstable economies
and less government control over monetary policy. These
problems led to the gold standard's demise in 1931.

Although gold is no longer used as currency, it still holds
historical significance as a form of money. While the British
Pound Sterling, one of the oldest currencies in history, is only
roughly 1,200 years old, gold has been used as a store of value
for at least 3,000 years.

Gold outperforms all other forms of currency in its ability
to serve as a long-term store of value, which is one of the main
advantages of money. Gold has continuously been the best
long-term store of value since 1900. Gold is the only financial
asset and isn't a liability for someone else, so no middlemen or
third parties are needed to guarantee its value. This advantage is
significant because gold is likely to hold steady in an uncertain
economy. Furthermore, gold can be sold for paper money and
never completely loses its value.

Additionally, gold protects against inflation. Historically,
investors used gold as a hedging instrument against price
increases. Gold has served as a buffer against economic inflation
over time. Currency loses value as inflation rises. In comparison
to gold, the majority of major currencies have depreciated
over time. But in recent years, the price of gold has risen
dramatically, doubling in the last five years and quadrupling in
the last ten. Three main factors contribute to gold's reputation
as a safe haven: its historical use as money and a store of value,
its easy transportation and limited supply, and the psychological
comfort it provides when paper money loses its credibility.
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When stock markets and riskier assets fell during previous
crises, like the 2008 financial crisis and the 2020 pandemic, gold
gained attention. Because of heightened uncertainty, this pattern
has resurfaced in 2025. Gold is very important both culturally
and practically in South Asia, particularly in Nepal. It is essential
for weddings, presents, and informal savings. It functions as a
secure fallback in an emergency as well as a sentimental asset.
Because of this cultural function, households are impacted by
changes in gold prices in ways that extend beyond investment
portfolios.

What is Fueling the Price Increase in 2025?

Uncertainty is increased by trade tensions, international
conflicts, and political instability, such as those in the Middle
East, Russia, and Ukraine. Investors look for safer alternatives
during these periods as they lose faith in conventional assets
like stocks and cash. In these circumstances, gold becomes
an excellent option. Capital shifts towards safer assets as a
result of the propensity to avoid risk, with gold being a major
beneficiary. The World Gold Council claims that the demand
for gold reached a record high of 4,947 tonnes (US$382 billion)
due to the return of investments made with western Exchange-
Traded Funds (ETFs). (World Gold Council, 2025) Prices rise
as a result of the increased demand, resulting in a fear premium.

According to a research, recent developments, particularly
the financial sanctions imposed on Russia as a result of its
actions in Ukraine have brought attention to the possibility that
central banks may decide to convert a portion of their foreign
exchange reserves to gold. Reliance on foreign currencies can be
decreased by keeping this gold domestically (Arslanalp, 2023).
In August 2025, central banks increased their global reserves by

2053 IS - @ ¥5q



19 tonnes, according to the World Gold Council. (World Gold
Council, 2025)

Generally, there is an inverse correlation between the US
interest rates and the gold price. Gold is a non-yielding asset, it
doesn't pay interest or dividends. Recently, as the Fed is lowering
the interest rates, the opportunity cost of holding non-yielding
assets is low, making gold attractive which typically puts
upward pressure on the price of gold. Therefore, investors are
increasingly viewing gold as a more secure store of value than
dollar itself. This phenomenon is referred as de-dollarization
which means that countries and investors are seeking to reduce
their reliance on the U.S. dollar as the dominant global reserve
currency.

Could Gold be a Bubble?

By mid-October 0f 2025, gold prices had risen to over $4,300 an
ounce, a 50-60% increase from earlier in the year. Some experts
are questioning whether this rise is a wise move or whether gold
is creating a bubble as a result of this significant jump.

The Economic Times reports that some analysts are
cautioning that short-term fluctuations in gold prices are
possible. The gold market is overbought, according to technical
indicators like the Relative Strength Index (RSI), which implies
that prices may drop somewhat in the near future (The Economic
Times, 2025).

Although the price of gold can fluctuate, it is typically
regarded as a secure investment during uncertain economic
times. According to the World Gold Council, September
was the strongest quarter for inflows into gold-backed ETFs
(Exchange Traded Funds), with $26 billion in monthly inflows.
$16.1 billion was invested by North American investors, and
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$8.2 billion was spent by European funds. Global gold ETF
assets totalled $472 billion at the end of the third quarter, a 23%
increase from the previous quarter and a new all-time high.
(World Gold Council, 2025)

Increased buying activity from both retail and institutional
investors can cause prices to rise pass their fundamental values.
When large number of buyers converge for similar motivations
such as fear, the risk of price reversal increases. Once the
prevailing emotion (fear) diminishes, the momentum of the
price movement begins to fade. Given that the price is not based
on solid fundamentals, it is particularly open to snapping back
to a more rational level. This snapping back is the price reversal.

Even though the cost of jewellery has increased, the high
price of gold has caused people to purchase less of it in some
important markets. This mixed signal suggests that genuine,
fundamental demand for gold may differ from the strong
financial interest in the metal. This demonstrates the discrepancy
between the real-world use of gold and its price. It implies that
speculation is having a greater impact on the market than real
demand.

Demand should typically rise in tandem with price
increases. However, jewellery buyers are purchasing less in this
instance. This indicates that ordinary consumers are not driving
the price increase.

Many large and small investors are purchasing gold as
a financial investment to guard against inflation, economic
issues, or international conflicts rather than for actual use.
This indicates that there isn't much actual demand for tangible
gold goods. The final consumers are no longer making many
purchases.
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This is the main takeaway. It indicates that the present
elevated prices of gold depends largely on speculation (investors
anticipating future prices) and financial hedging, instead of
broad consistent usage. The prices are burdened by speculative
positions.

If the financial risks, such as concerns about inflation,
lessen, speculative investments will swiftly leave the market.
With physical consumers already absent due to elevated prices,
there isn't a large group of fundamental buyers ready to step in
and support pieces when speculators start selling. This situation
poses the danger of price reversal, potentially leading to a crash
or sharp decline as "hot money" exits. The market lacks the
floor of genuine demand to halt the turndown.

Historical examples indicate that gold's role as a safe
haven can diminish rapidly when the factors contributing to fear
decreases. Followingrallies leadingup to 2011, gold experienced
a decline of about 44% by the end of 2015 as monetary
conditions stabilized and investor sentiment improved (Reuters,
2015). Short-lived, more intense corrections took place in 2013
(during the taper tantrum) and after the peak in August 2020,
when profit-taking and a better risk appetite caused prices to
drop around 8-10%. Even in 2025, there was a rapid correction
of around 5% after record figures were reported in October.
These occurrences illustrate that while gold may serve as a
hedge, it is not exempt from significant drops once uncertainty
diminishes. A crucial consideration when determining whether
the rally in 2025 represents a genuine safe-haven reassessment
or a speculative bubble.

Regional Context: Gold Holdings in Nepal and its Neighbours

Gold holds a major economic, cultural, and strategic importance

¥z Y /353



in South Asia, yet the amount of gold reserves differs greatly
between Nepal and its neighbouring countries. As reported by
the World Gold Council (2025), China and India rank among the
largest official gold owners globally, whereas Nepal's reserves
are relatively modest. (World Gold Council, 2025)

Table 1: Comparative Table: Official Gold Reserves

Country/Year 2022 2023 2024
China 2010.51 2235.39 2279.56
India 787.36 803.58 876.18
Nepal 7.99 7.99 5.47 (Feb 2024)

Source: World Gold Council, CEIC Data

China (2279.56 tonnes) and India (876.18 tonnes) posses
significant quantity of gold to protect their currency against
currency volatility and to reduce reliance on dollar-based reserve
assets. These reserves provide flexibility to utilize gold as a
strategic reserve during the time of crisis. In contrast, Nepal's
official gold reserves (measuring only few tonnes peaking at
nearly 8 tonnes in 2023 and 2024) are too limited to fulfill a
similar stabilizing role on a macroeconomic scale. Thus, for
Nepal, increasing gold prices do not counterbalance reserve
strength. Instead, they primarily represent an expense (import
costs) rather than substantial buffer on the balance sheet.

Central Bank of India and China, can mitigate volatility
or provide consistent demand, thereby stabilizing prices in the
long run. However, their purchasing patterns are strategic and
focused on the long term, unlike the short-term flows from
ETFs and retail investors that can lead to price bubbles. Nepal's
absence of similar official purchasing capability results in
domestic price fluctuations impacting households and importers
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directly, without being softened by government intervention.

The data (Table 1) highlights why policymakers in Nepal
should not depend on gold reserves for macroeconomic hedge.
Rather, the focus should be on managing imports, enhancing
market transparency, and establishing regulated investment
options to reduce household susceptibility to global fluctuations.
The regional statistics reinforce the notion that Nepal's
vulnerability is fundamentally structural, resulting in minimal
official reserves combined with large cultural influence.

By mid-October 2025, gold prices in Nepal had risen to
all-time highs, with one tola costing about 253,500, according
to data from Gahana Online (Gahana Online, 2025). The profits
of jewellers, borrowers selling assets, and families organising
weddings have all been impacted by this increase.

Every year, Nepal imports more gold than it exports.
Even if the physical quantities of those imports stay the same,
noticeable increases in the price of gold abroad significantly
increase their value. It might put pressure on global reserve
currencies and unintentionally widen the trade deficit. The World
Bank and local experts point out that changes in import prices
and dwindling foreign aid inflows have an impact on Nepal's
economic health, creating additional challenges in an already
difficult environment for international financial transactions.

According to CEIC data, Nepal's gold holdings increased
to $744.291 million by February of this year. $744.291 million
was reported in February, down from $688.668 million in
January (CEIC, 2025). Gold's value in US dollars rises in tandem
with its price, but this has different effects around the world.
On the one hand, it improves financial stability by increasing
reserve valuation, which helps the balance sheet, but on the
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other, it makes it harder to access vital resources like energy
and medical supplies because costly gold purchases drain easily
accessible funds.

In the past, Nepal Rastra Bank regulated the import of
gold by imposing daily limits on commercial banks. However,
because of the pandemic's effects on financial markets, those
limits have changed several times. The NRB increased its
daily gold import quota from 20 kg to 25 kg in October 2025.
This change was made in an attempt to alleviate shortages
brought on by rising prices and increased demand during the
holidays. It implies that in order to preserve market stability,
NRB is currently supervising physical distribution networks.
These quota adjustments serve as a stopgap measure to control
exchange rate pressures and allocate resources effectively in the
near future.

The purchase of physical gold bullion or investment in
regulated gold investment products like sovereign gold bonds or
gold ETFs is not common among the people of Nepal. Due to its
symbolic value and practical necessity, gold-based investments
are not readily available in local finance sectors. Instead of
being traded directly, they are typically stored as jewellery or
actual metal. Due to strict laws and financial regulations, gold
owners in Nepal are exposed to a great deal of physical metal
risks. When making purchases, timing is crucial; buying at the
right moment helps you avoid losing money when prices drop.

Viewpoint in balance: safe haven and risk

Following the setting of several records in mid-October, a
dramatic decline in demand for gold both domestically and
internationally caused substantial price swings and selling
pressure. The price of gold fell precipitously after briefly rising
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to about $4,300/0z in mid-October. From the peak on October
17, local rates decreased by several thousand rupees per tola,
falling by approximately Rs 4,800 to Rs 253,200 on October
19. (Gahana Online, 2025) The segment emphasises how
easily earnings can be reversed, which puts jewellery stores
that manage stock levels and customers who buy during peak
seasons at serious risk.

October's steep decline demonstrates how rapidly local
rates change. For people who are planning purchases, such as
wedding bands, during times when prices are at their highest,
this presents financial difficulties. In their decision-making
process, policymakers should manage speculative excesses,
address possible import-pressure influences, and balance the
demand for gold culture. Import limitations and tariff changes
are examples of production-side interventions that temporarily
relax markets. They could, however, make other risks like
smuggling and black market premiums more likely.

Global bullion prices are expected to rise in 2025 due
to a combination of economic fundamentals and inflationary
expectations. There is significant purchasing power that justifies
high market valuations in an economy with low inflationary
pressures, elevated global political unpredictability, and greater
monetary policy flexibility among major financial institutions.
Furthermore, significant ETF capital flows and indications of
waning interest among important trading venues pose a high
risk of swift market corrections. In 2025, gold faces difficult
choices regarding whether to concentrate only on traditional
indicators or take into account alternative viewpoints in addition
to traditional ones because of its dual nature as a safe haven
during uncertain economic times or vulnerable to speculative
bubbles due to current circumstances.

Yoo Y /353



Conclusion

The dramatic increase in gold prices throughout 2025 has
reinforced the metal's standing as a dependable store of value,
while the underlying vulnerabilities can exist during times
of rapid growth. Globally, the rise is gold has been fueled by
geopolitical tensions, inflation, the shift of central banks away
from the US dollar, and a surge in investments into ETFs.
These factors have strengthened gold's role as a safe haven
asset, particularly during the periods of financial uncertainty.
However, the size and speed of the 2025 surge, along with
overbought technical signals and decreasing physical demand in
key consumer markets, suggest that speculation is increasingly
influencing price changes rather than fundamental factors.
This contradiction places gold in a position where it serves as
both a safe refuge and a potential bubble, susceptible to swift
corrections once sentiment stabilizes.

For Nepal, the consequences are even more complex.
Increasing global prices might momentarily boost the value of
Nepal's gold reserves, but they also heighten liquidity pressures
by raising the cost of essential imports and expanding the current
account deficit. Nepal Rastra Bank's choice to modify daily
import limits highlights an ongoing challenge to struggle to
balance cultural demand, market stability, and foreign currency
control.

Moreover, Nepal's distinctive regulatory framework has
not introduced residents to invest in gold backed financial
instruments like ETFs or sovereign gold bonds, making
jewellery the primary form for gold investment. This situation
subjects households to risks associated with holding physical
assets, elevated transaction fees, and significant price swings.
Lacking diverse investment options, Nepali consumers bear the
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full brunt of global price fluctuations, underscoring the necessity
for financial innovation and improved policy protections.

Ultimately, the surge in gold prices in 2025 highlights
the paradox surrounding the metal. Gold serves as a cultural
foundation, a reliable safeguard against uncertainty, and a
key component of central bank reserve strategies. However,
its vulnerability to speculative investments and changes in
global monetary policy renders it unstable in the short term.
For Nepal, the key challenge is to manage this unpredictability
while safeguarding external balances, consumer welfare, and
the formal economy from distortions. It is critical to implement
policies that broaden regulated investment options, strengthen
customs enforcement, develop long-term gold saving products,
and improve public financial literacy in order to mitigate
systemic risk.

In summary, gold in 2025 exists neither solely as a
safe asset nor purely a speculative bubble. It embodies both
characteristics, depending on one's perspective. Acknowledging
this complexity is vital for both policymakers and households.
An evidence-based balanced strategy will allow Nepal to take
advantage of gold's lasting value while reducing exposure to the
volatility that increasingly characterizes the global market.
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