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Financial System Dynamics and Issues to be Addressed

- Tula Raj Basyal*

Numerical Growth

The role of financial system in the econom c devel opnent of a cou
remai ned significant. Devel opnent and sophistication of financial ne
pool and utilize resources, reduce costs and risks, expand and
opportunities, and increase the resource allocative efficiency of t
Efficient financial systens contribute to greater accumulation of
capi tal through increased nobilization of financial resources and t
high investnent levels. In this perspective, Nepal’'s financial sys
grown both nunerically and operationally, especially during the
decades. The nunber of commercial banks went up from two (Nepal E
Li m ted- NBL-and Rastriya Banijya Bank-RBB) in 1980 to five in 1990 ¢
in April 2006. To enlist foreign banking expertise and technol
gualitative inprovenents in the barla ng rststjeannt - venture bank
with 50 percent foreign equity was establishedhe nnurég@2r. Li kew se,

of devel opnent banks increased fromtwo in 1980 and 1990 (Nepal Inc
Devel opnent Bank- NI DC-and Agricul tural Devel opnent Bank-ADB/N) to 3!
in 2006. The nunber of insurance conpanies reached 19 in 2006 from
1980 and five in 1990. The Securities Board and the Nepal Stock E
Centre replaced the then Securities Marketing Centre in 1993. O her
institutions |like the Enployees' Provident Fund and the Deposit Ins
Credit Cuarafbeeporation, financial cooperatives under the regulati:
t he governnment, financial NGOs under the regulation of the Nepal Ras
(NRB), the central bank, and postal saving offices under the Poste
Departnent also conprise the formal financial structure. Qher sel
and informal financial activities also exist throughout the length ¢

Executive Director, Nepal Rastra Bank, Public Debt Management Department.
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the country. The 12 commrerci al banks, 37 devel opnment banks, 14 ins
conpanies, all the 68 finance conpanies, all the financial cooperal
the regulation of the NRB and the governnent, and all the 47 financ
were established aftexcep®90.or the five Regional Rural Devel opnent
Banks (RRDBs), all the financial institutions that were establishec
| ast one and hal f decade have been the private sector undertakings.
of the restructuring of the RRDBs al so, one is already privatized ar
goi ng through the privatization.

Financial Aggregates

The financial sector GDP as a percent of overall GDP rose from8.4

1980 to 9.1 percent in 1990 and 10.9 percent in 2005. As percentages
t he outstandi ng deposits of the banking sector rose from 14.9 perce
to 21.1 percent in 1990 and 43.4 percent in 2005. Finance conpanies
been devel oping into inportant players in the Nepal ese financial sy
their deposits representing 4.0 percent of the GDP in 2005. As perce
the narrow noney (ML conprising currency in circulation and de
deposits in the commercial banks) increased from 12.1 percent in 19
percent in 1990 and 18.8 percent in 2005.Broad noney (M2 conprisir
and time deposits in the commercial banks) showed an upward trend,

ratio reaching 56.3 percent in 2005 from 30.5 percent in 1990 and 2:
in 1980. Banking sector's outstanding donestic credit/CGDP ratio r
18.4 percent in 1980 to 28.7 percent in 1990 and 52.5 percent in 20C
sector's outstanding credit to the private sector as a percent of

rose from 8.2 percent in 1980 to 11.3 percent in 1990 and 36.9 p
2005. Donmestic credit provided by the banking sector in Nepal is
unsati sfactory in conparison to that of the South Asian region. Dome
provi ded by the banking sector as percent of GDP in South Asia in Z
Bangl adesh 40.7 percent, India 59.9 percent, Nepal 43.2 percent
Paki stan 40.1 percent and Sri Lanka 44.6 percent (World Devel opnent
2006, World Bank). The financial sector predom nates the stock ne
Nepal. OF the total nunber of conpanies (127) listed in the stock e
m d- February 2006, financial institutions nunbered 81, 63.8 percel
totallhe share of the financial institutions in the total market ce
during the nonth ending m d-February 2006 was 82.6 percent, with tf
of the commercial banks alone representing 69.3 percent of the tot
capitalization. The above facts make it clear that there has been

growh in the institutional network of the financial system Al on
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institutional growth, there have been inprovenents in the variety,
pricing of the products and services being offered by the financi
Despite the progress, the large internediation cost, managerial and
inefficiencies, and other structural deficiencies have remined
dr awbacks of the system

Challenges

The prom nent challenges of the financial system are the weak f
position of nobst of the governnent-owned financial institutions as
their negative networth and huge accunul ated |osses, higher propol
non- perform ng assets (NPA), predonm nance of the informal financia
high interest rate differential between the formal and informnal
systens, and large interest spread between |ending and borrowing re
formal financial system seestinated that the size of the NPA in t
commerci al banking systemis as high as 20 percent, with such ratio
| argest commerci al banks, RBB and NBL, exceeding 50 percent. Such
health mainly reflected in the large accunulated |osses and op
inefficiency of these two banks has primarily been responsible fo
efficiency in financial inTeenddiaitiiar. of the formal financia
structure could also not expand as required, with the consequent
inplications on the process of enhancing the financialization of
utilizing the resources in an optinml manner, identifying and fir
opportunities for inproved production and productivity, and buil din
conditions for the effective operationalization of the nonetar
instruments. As the indicators of weak financial system the depos
not received adequate levels of interest rates, the genuine borr
suffered from larger cost of funds, the general equity-holders hav
able to receive satisfactory rate of return on their investnent
econony as a whol e could not enjoy favorable outconmes, to the extend
of a healthy and efficient financial system The governnment's direc
operation of the financial systemis significant. Ranging from owner
financial institutions such as RBB, ADB/N, N DC, Enployees' Prov
Fund, Rastriya Beema Sansthan, and two-fifths share ownership in t
along with sonme involvenent in the regulation of these and other
institutions, the governnent's hand is evident in many of the di nen:
financial system Waknesses persist with respect to the business e
and operational processes underlying the governnent-owned enter
including the financial institutions. There has been strong non-g
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i nfluence on the operation of these institutions. Decision-nmaking i
financial disciplinary norns and practices are weak, accountability
prof essionalismis under-devel oped. Accounting is also weak in the
sector, making the business environnment along with the |ending deci
the financial institutions difficult.

The formal financial structure could not address nost of the needs

borrowers as the formal institutions were largely non-responsive tc
and demands of the rural borrowers. The mcro-credit institutions a
address this pridbihever, the RRDBs are suffering from problens |ike
t he inadequacy of resources, narrow |level and area of operations,
networth due to |arge anmount of |osses, unfavourable |aw and order

etc. The outstanding credit of the five RRDBs and four private m
devel opment banks as in md-July 2005 accounted just 0.4 percent «
The nunber of borrowi ng nenbers of RRDBs and mcro-credit devel opnt
banks reached 10.0 percent and 8.7 percent respectively (conbine

percent) of the 1.5 mllion households living below the absolute p
(this household nunber is calculated on the basis of the total pao
Nepal at 25 mllion, 5 nenbers in a household and 30 percent

popul ation living below the absolute poverty line). The m cro-credi
has not reached 30 districts out of the 75 dits rfiichanaifalt he country
cooperatives and NGOs are still struggling to make their presence f
efforts at contributing to the task of poverty reduction.

Issues to be Addressed

Various issues need to be addressed to transnmt the positive outcone
from well-devel cgmdhdl y-operated and properly regulated financia
markets to the real sector ofl mheowdaononiye financial systemis

inevitable to overcone the aforesaid challenges, reduce vul nerabi
fragnentation, and increase the efficient internediation and resourc
role of the financi &bksygtend i npl enenting sound franmework for

ensuring macroecononm c stability, fostering conpetition, securing tt
creditors, depositors and shareholders, facilitating the flow of i1
credit as well as financial operations of the institutions, and ensu
do not take excessive risks becones the prerequisite for attaining
progress in the objective of the efficient financial market devel
i nprovenent actions inplenented in order to bring about the ex
outcones in the financial system could be broadly referred to
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introduction of the new NRB Act and legislations on debt rec
bankruptcy, secured transactions, banks and financial institutions
ordi nance), conpanies, and securities transactions along with the i
of other measures of inprovenent Successful outcones of the re-engi
work in the NRB, the managenent contract process in RBB and NE
prudential regulatory and supervisory framework as established by tf
well as the governnent's and donor community's role in the financ
i nprovenent exercise beconme crucial to make the health of the fi
system sound and the role of the financial systemdynam c and effect

To nmake the financial system strong and supportive to the sustai
econom ¢ growth, econom c fundanentals need to be made stronger th
prudent fiscal, financial, investnent andheocapatwl palr &iees.
potential for enhancing financial resource generation and nobilizati
be fully tapped. Foreign institutional investors need to be encoura
in their investnents through the s€haritnaacimalkesystem shoul d

be strengthened by inproving its regulation, nonitoring and sup
systens, reducing the |level of NPA and narrowi ng down the spread b
the deposit and the | ending rates. The inprovenent strategy should ¢
financial institutions are run in accordance with sound business pr
practices. The capability of the central bank for effective super\
financial institutions should Mearcihancet.sci pline based on
adequate provisions of disclosure and inplenmentation of interne
recogni zed accounting and auditing practices and systens should be
To enhance financial sector efficiency and effectiveness, conpetiti
policies should be further pronoted. The governnent financial instit
have been under nmanagenent contract and those that are under the pr
reform need to be restructured sooner so as to inprove the healtt
institutions as well as control the weaknesses, ineffectiveness and
the whole financial system The mcro-credit framework needs to L
effective, efficient and sustainable through the devel opment of prc
|l egal and regulatory franmework. After the current account converti
was effected in February 1993, capital account needs to be opened.
the pace and sequencing of the capital account openness would hav
considered very cautiously. For exanple, it may be necessary to op
accounts with maturities of one year and above before opening the ¢
capital novenents. The exchange rate flexibility is another inport
that needs to be reviewed to make the convertibility process highly
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and also sustainable for which the need for making the financia
conpetitive and strong is ever nore urgent.

Financial System and Government Securities Market

Wel | -functioning nmarkets in the governnment securities would be cru
enhancing the efficiency and effectiveness of the public debt ma
function, especially in supplenenting the devel opnent finance requir
the governnent for pronoting sustainable econom c devel opnent proc
the country. The basic goals of a government securities market are
the fiscal authority with a market-based non-inflationary source
financing, provide the central bank with instrunents and markets
i npl emrentati on of nonetary policy, and to provide a benchmark vyiel
and the basis for risk nanagenment to support the devel opnent of

based noney and capital nmarkets. Wile the regular issuance
government and private securities foster the growh of donestic

mar ket , devel opnent financing by governnent through increased recol
multilateral and bilateral sources of financing could restrict the c
such market. |nproved governnent securities market help the nonetar)
operations through reinforcing the transm ssion of the nonetary

t hroughout the econonmy. Gowh and sophistication in financial

strongly helps in making the governnment securities market nore conj
broader, deeper, reliable, dynam c and viable. A strong financial s\
be able to introduce the state-of-the-art technol ogy and inprove t
infrastructural base for fostering the governnment securities mar
devel oped, sound and efficient financial system would also contr
enhance the depth and diversity of the governnent securities mar

ensure enhanced liquidity, transparency, liquidity, attractive
diversified risk and maturity structures of the debt instrunent
beconmes easier and spreads get narrower in nore liquid narkets

transparent market, the availability of pronpt and conplete inforna
trades and prices ensures the increased participation in the market
ensures that trades are conpleted quickly according tot he term
Accordingly, the role and significance of the financial systemin ir
donesti c debt operations of the governnment as well as that in cond
secondary market operations in the governnent securities, nobst not
Treasury Bills, in the context of nonetary policy inplenmentation he
instrunental. Altogether 36 banks and financial institutions are
engaged to carry out the primary issue and the secondary market tr
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in the long-term bonds issued by HMac The secondary market transact
t he devel opnent bonds issued on the auction basis would be carr
t hrough the Nepal Stock Exchange Ltd. O the total outstanding gov
securities in md-March 2006 (Rs. 88.2 billion), the financial sys
Rs. 79.9 billion or 90.6 percent of the total (NRB 22.2 percent,
banks 56.8 percent and other financial institutions 11.6 percent
remaining Rs. 8.3 billion or 9.4 percent of the total, the individu
percent and other insitutions 3.3 percent. Instrunmentw se, the fina
owned cent percent of the Treasury Bills (NRB 27.6 percent, comerc
percent and others 1.6 percent), 97.1 percent of the Devel opnent Bc
percent of the Special Bonds, 21.1 percent of the National Saving (
and 3.1 percent of the Citizen Saving Certificates. During the cu
year 2005/06 through md-April 2006, the NRB absorbed liquidity ant
to Rs. 6.50 billion through nine reverse repos and Rs. 5.97 billion
outright sales of the Treasury Bills. Simlarly, the NRB injecte
anounting to Rs. 0.45 billion through two repos and Rs. 0.83 billic
two outright purchases of the Treasury Bills. During the period, th
standing liquidity facility (SLF) transactions anmounting to Rs. 3
These observations nmeke it abundantly clear that the role of the
system in devel oping and inproving the governnment securities narket
enhancing the efficiency of the nonetary policy managenent thi
secondary mnarket operations has been highly significant. Further g
i nprovenent of the financial systemwould definitely contribute to
activities far nore efficient and outcone-orineted.

Conclusion

To conclude, recognizing the positive role of the financial syst
econom ¢ devel opnent, efforts have been made to expand and inprov
financial system of the country. Accordingly, Nepal’s financial s
under gone noticeable institutional and operational growmh during tf
decades. The availability of w de range of financial services anc
conpetition in theirhaeti beeym the other hallmarks of this growh
momentum Notw t hstanding this progress, the financial health of no
gover nment -owned financial institutions has remained |argely unsati
As a consequence, the role of the financial system in the e
devel opnment needs to be further strengthened. The various restruct
i nprovenent exercises currently ongoing and contenplated in the Ne
financial |andscape need to be focused and intensified so that t
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institutional deficiencies and structural inadequacies of the syste
and adequately addressed. These inprovenent neasures when prope
i npl enment ed shoul d becone instrunental in contributing to the grow
orderly, stable and sound financial systemthat constitutes a prere
expedi ted econom c grow h and devel opnent process of the country. T
and nmaintain such a financial system there is the need to int
cooperative and coordinated involvenent of all the stakehol ders
financial system |ike the governnent, the central bank, the <c
institutions, the donor community, the professionals, and the civil
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Financial Sector Reform in Nepal: An Urgent Need of
the New Millennium

- Shiba Raj Shrestha

1. Background

The focal point of the economc policy nove was on globaliz:
| iberalization and privatization in early 1980s. However, ref
financial sector of Nepal started |later than other countries. Th
with the International WMnetary Fund for the Enhanced Struc
Adj ustnent Facility sets the frameworks under which reforns in ec
policies were initiated in early 1990stefNaverphetess, i hhe

Nepal was inplenmented by the bureaucrats under the donors’ p
prescriptions. Various conponents of economic policy reforns

carried in Nepal during the past two decades as part of structu
prograns for pronoting growh and financial stability in the cou
reforns in Nepal, |ike alnost all other countries, have sonme com
few unique features. In early 1980s, the enphasis of the econom c
was on the fiscal side. Fiscal reforns were carried on the

expenditure and borrowing side for the inprovenent. On the revenu
the tax levels and slabs were rationalized to expand the tax-
increase the tax revenue. Quantitative restrictions on inports

w thdrawn. Custons duties have been rationalized and brought

substantially. The controls on the current account have been ph

Mr. Shrestha is an MBA (Accountancy), MA (Economics), Post Graduate Diploma in Bank Management
from National Institute of Bank Management, Pune, India and MBA (Business Finance) from School of
Finance and Management, London, United Kingdom. He is currently working as a Chief Manager in the
Nepal Rastra Bank, Biratnagar. The views expressed in the article are entirely those of the author and they
are not necessarily shared by the Nepal Rastra Bank.
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Nepal has al so nade sone rel axations on capital account. Nepal ese
exchange earners are allowed to retain their foreign exchange
Forei gn exchange earners are free to maintain foreign currency
with the |ocal banks. Exporters are also pernmtted to borrow i
currency from conmmercial banks. The Nepal Rastra Bank has taker
policy neasure to provide refinancing against such loans in
currency. Commrercial banks are also allowed to retain any anoL
foreign exchange with them Suitable changes were also initie
industrial policy and foreign investnent and foreign technol ogy
policy. Wth a view to attracting foreign investnent, Nepal I
removed restriction on repatriation of foreign capital invest:
country and earnings from such investnent. Single w ndow facili
been provided to both donmestic and foreign investors. Along w
external sector reforns, Nepal has also initiated financial sect
Renoval of credit ceilings, differential interest rates, margin |
and deregul ation of interest rates were the key reform neasures.
been enphasizing on indirect nonetary policy instrunments such a
rate; variable cash reserve requirenent and open market operati:
financial sector reform initiatives have been directed to ing
situation plaguing the governnent-owned banks and financial inst
and achi eve soundness of the entire flheseciaale ediamal |y

the system s regulatory framework and it sAclkeypoelatmemtul t ure.

in the financial sector reform process is to ensure that the
environnment is at par with the risk |evel.

The reforns were also crucial to inprove efficiency of the f
i nternedi ation, consolidate the gains of the past reformefforts,
nore investible resources to the financial sector and ensure st
sustainability of the Nepalese financial system It would al s«
reducing the vulnerabilities to the crisis situations and other
that could likely be associated with the evolAigtig dnghanci al syste
and independent central bank wth significant breakthroughs
structure, autonony in regulation and supervision of the financie
Nepal. The liquidity and capitalization of Nepal ese banking and
system have been inproved noticeably over the |ast few years. Lel
the private sector is rising swftly. However, there is a snal
chorus of dissenting voices, warning of excess liquidity and inst.
reforns have addressed fundanental problens in the financial
corporate sector, including weaknesses in the Ilegal, regulat
i nstitutional environnment.
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Fi nanci al sector reform has been realized as a very inportant dim
sust ai nabl e devel opnent and overall economic growh of the col
Thus, all the players such as the HMZ N, the Nepal Rastra Bank :
banki ng and financial sectors have key roles to play in the
particularly in a liberalized economic environnment. For this, we |
vision, a changed m ndset and new role to be played by all the
while inplenenting the financial sector reformprogramin Nepal.

. What is a Financial Sector Reform Program?

The financial sector reform neans liberalization of the financia
putting the privatedeecsboni maki ng process for determ ning who
gets credit and at what price. It also helps in establishing i
prudential supervision for the general social interest. Thus, t
sector reformis to establish a nodern financial system capable o
the brain of the econony and allocating the econony’s resources
nost productive way. The market econony requires a change in the
government, rather than the elimnation of all governnent acti
providing an environment within which the private sector ca
ef fici enbbye robust financial systens are less vulnerable to fir
fragility. Financial fragility can inpose heavy costs on taxpayers
the real econony through reduced availability of credit and othe
such as paynents. Financial sector reforns can contribute to e
robust ness through three nechani sns, viz., reducing governnent dir:
credit to wuncreditworthy borrowers; restructuring distressed b
strengt hening prudential regulation and supepundi and Hence, a
efficient financial system is an inportant prerequisite for ¢
private sector devel opnent.

. Rationale of the Financial Sector Reform Program in Nepal

The rationale of the financial section Nepaknt pr bgr&aoh nore
efficient, robust and deeper financial systens, which can support
of private sector emBesipleisses.he programis al so expected to creat
a sound, prudently nmanaged and wel | -supervi sed financial sector i
which is conpetitive, dynam c and capable of contributing towards
econom c stability and sustained economc growh. In view of th
financial sector reform program in Nepal is expected to con
i mensely toward pronoting economc growh by nobilizing an
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all ocating resources efficiently, developing capital markets for
| ong-term productive investnents, inproving donestic saving
investnment |evels. The refornms are instrunental to inprove the |
the financial system through the strengthened |egislative, manac
cor porate governance. Hence, financial sector reformis inevita
grow h, efficiency, stability and sustainability of the econ
financial systenms and supporting poverty reduction goals.

The financial sector reform programin Nepali apsovenvheages
financial internmediation and build a strong and stable financial
pronoti ng econom ¢ growth and reducing poverty. Qher outcones o
reforns are to establish effective supervisory and regul atory

i nprove and update the legal and judicial framewemk and reduce t
performng as®ets.inproving the regulatory framework cannot be
undertaken in isolation from the rest of the elements of the
processlhe bottomline for all these reforns is to prevent future
upgradi ng the risk nanagenent capability of banks and non-bank fi
i nstitutions.

Challenges of the Financial Sector in Nepal

The main challenge to the financial sector reformis to create sc
and healthy financial systemin the econony. The huge internedi at
and inefficiencies have remained the major drawbacks of the Ne
banki ng and financial system to channalize adequate resources or
possible cost to pronpte sustained growh nonentum build

institutional capacity to identify and tackle the problens in t
system increase the autonony and capability of central bank for
and inplenmenting respective policies. The host of challenges is
financial position of nost of the governnment-owned financial ins
negati ve net worth and huge accumul ated | osses of the two gover
owned commer ci al banks, higher proportions of non-perform ng asse
| arge interest rate spread between | ending and borrowi ng rates in
financial sector. Apart from these, there is predom nance of the
financial systemwth high interest rate differentials between thi
informal sectors of the econony. The boundary of the formal fi
structure has not been expanded as desired with limted nobiliz
resources. As an indicator of weak financial system the deposi
not received attractive interest rates while the borrowers and in
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suffered from|larger cost of capital. Small depositors are discol
opening their accounts and carrying out transactions in sonme of
cal | ed nodern banks, which are giving | ess consideration to retai
banki ng. Meanwhile, the two large donestic banks are plaguec
problens |ike operational inefficiencies, managerial deficiencies
clientele relations caused by poor sense of ownership, poor ¢
responsi bilities and poor sense of Dbel ongi ngness.

Current Status of the Financial Sector Reform Program in Nepal

The past reforns have also facilitat@bdntbanlkgrbwhbhnafa

i nstitut,i esgeh as devel opnment banks, |easing and finance conpani es.
non- bank financial i nsprowtdechssone diversification in [|ending
products and conpetition for deposits with the comercial banks
should in turn lead to an inprovenent in the quality and | ower
services offered to the publi moradamknkis reemcti al i nstitutions
conpete for business. Conpetition may al so emmourleyek banks and
financial institotpoaogi de a broader range of financial products i
attenpt to attract business. Increased conpetition stinulate
i nprovenents in financial services. Sone of the new entrants inf
| onger openings hours, cut queues in banking halls and provide
personal i sed services. A nunber of innovations occurred and new g
were made avail able: these included credit and debit cards, autom
machi nes, interest bearing current accounts and savi hgs accounts w
books. Cheque clearing has been speeded up. Conpetition for de
increased in the urban areas, with both price and non-price conpeti
is nore conpetition for corporate clients, especially fromthe enti
joint venture banks. The governnent-owned banks are nmaking effo
i nprove services and to provide services oriented to custoner needs

Wth the assistance of the Wrld Bank, DFID and HMEJ N, the Nej
Rastra Bank undertaking a financial sector reform program to s
strong and robust financial systemin Nepal. The reform actions ¢
to bring the new Nepal Rastra Bank Act. The Nepal Rastra Bank Act
provi des nore autononmy to the central bank in the spheres of f
sector policy fornulation and increases its capability for effe(
i npl enentation. Meanwhile, the supervisory and oversight functior
central bank has also been substantially strengthened. The
pronul gat ed Debt Recovery Act, 2001 has speeded up the recovery pi
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of the pending loans and contribute in reducing the share of
perform ng assets of the banking system Simlarly, the anmendnent
Forei gn Exchange Regulation Act brings further |iberalization
forei gn exchange system The Banks and Financial Institutions O
(BAFI O have al so enconpassed the regulation of all the deposit
institutions |ike the comercial banks, developnent banks and
conpanies in one unbrella legislation. Likew se, the anmendnent
Financial Internediary Institutions Act has enhanced the cover:
effectiveness of such institutions, resulting 1in greater
internediation process in the rural areas of Nepal. The op
capabilities of the Securities Board and Nepal Stock Exchange ai
i mproved t hrough necessary | egislative and operational refinenment:

As the outcone of the refornms, the Nepal Rastra Bank has issued
new international standard directives to the comrercial banks a
bank financial institutions to gover@aocoepobati@g desirable
institutional growh and operational inprovenents, inprove the
confidence and contribute to the overall stability of the finan
Simlarly, paid-up capital requirenent for the commercial banks
bank financial institutions has been raised substantially. An i
standard i nspection manual has been inplenented for the effectiv
the inspection and supervision of the banks and non-bank filt
institutions. Hencdd,nancial sector reform progranmmes have led t«
substantial inprovenents to the regulation and supervision of the
system Capital adequacy requirenents identical to the Basle Accc
adopted. Restrictions were inposed on |large |oan exposures, inside
and investnment in real estate and non-banki ng busi ness. Central bar
issued directives on loan classification and provisioning. The
| egislation gave the central bank greater flexibility to issue
directives. It also gave a degree of authority to intervene in the
di stress. Supervisory capacities, methodol ogies and procedures w
strengthened with increased staffing l|evels, technical assistance
for supervisors. Ofsite reporting was revanped demanding nore tin
rel evant data from the banks. Mre regular onsite inspections, f«
prudential issues, have been carried out.

Despite many positive refornms, the country's financial sector

passing through a very critical phase. Restructuring of Rastriy
Bank and Nepal Bank Limted for their sound managenent, bet
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technical capability and inproved financial operations is the ot
currently wunder inplenentation. The professional nmanagenent t
headed by the foreign banker is running these banks in a prudent
The new nmanagenents are trying at their best to rescue the count
ol dest banks. In addition to taking the day-to-day control
manageri al processes and operational activities of the bank
managenent teans have al so been responsible to stabilize the bal
restore their financial health to an acceptable level, plan t|
control process so as to increase profitability, recover the e
portfolio, inprove the assets and liabilities structure, nake
strong and operationally viable, develop and strengthen the ac
capacities, develop and inplenent conprehensive human resout
policies, design and inplenment information technol ogy plan and ev
preparing themfor privatization in the hands of safe and sound pi
bankers of repute.

The tenure of managenent team in the Nepal Bank Limted has L
extended to 21 July 2007 for two years period and also for the

Bani jya Bank till 15 January 2008. In the fiscal year 2061/62, th
of NBL and RBB were respectively found to be Rs.1.73 billion and
billion. The net profit for the first half year of the fiscal ye

recorded Rs. 353.3 mllion for the NBL and Rs.409.2 mllion for t
However, the non-perform ng assets of these banks show a mse
pi cture standing at nore than 50 percent of the total credits. T
audit of these two banks was acconplished for fiscal year 2061/
total staff strength of these banks have been reduced to 2,979 f«
and 3,369 for the RBB at 2062 Poush end. These new findings
pronpted Nepal Rastra Bank to go ahead with greater in-depth supe
and renedial nmeasures for the private sector banks. The banking
al so conplenented by other reforminitiatives in the capital marl
and judicial inprovenment and capacity building of necessary fi
i nstitutions.

Though, little progress has been nade in restructuring of th
gover nnent banks, the future of these banks has not been resol ved
t hese banks has yet denonstrated conclusively that it can be com
viable on a sustained basis, despite costly and |engthy rest
programes. These banks have nmade progress in cutting costs and rec
| oans and nmay have a viable future if they can build a base of ci
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borrowers. The HMZ N will have to decide either to close these ban
or to sell whatever parts of them are saleable to the private
alternative would be further waste of scarce financial resout
eventual ly | arger costs to governnent budgets.

I n-house restructuring activities are proceeding in full swing i
Rastra Bank as part of the financial sector reform The Nepal Ra
is dedicated to encourage strict financial discipline in order to
default trend by enhancing conpetitions, efficiencies and contr¢
unprof essional conduct. In this course, various reengineering
were |launched in the Nepal Rastra Bank to ensure robust growth
Nepal ese banki ng and financial system

The reforns are still ongoing and future policy refornms will have
several key issues, including bank-licensing policy, the future of
owned banks, devel opnent of non-bank financial institutions and f
system regulation. Further, new entry by banks and non-bank fi
institutions should be encouraged but licensing policy should be
cautious both to ensure the integrity and expertise of new entre
avoi d supervisory capacities being overwhel mred by the nunbers of f
institutions needing supervision. The entry of donestic private s
and non-bank financial institutions can widen the range of financ
and access to credit, especially of small and nedi um enterprises ar
nore conpetition, particularly in retail banking markets.

Even with nore new entry fromthe private sector, a commercially
banki ng systemis likely to have a relatively narrow focus. Rural |
lending to small farmers is unlikely to be cormmercially viable bec
high admnistrative and information costs involved and the diffi
enforcing loan repaynent. Commercial banks rarely have the exp
needed for lending to small farnmers, their |ending procedures are
and sonme do not have a rural branch network. The banking system
unlikely to provide Ilong-term finance, especially in the
macr oeconom ¢ conditions prevailing in Nepal. Consequently it w
necessary to encourage the growh of different types of non-bank
institutions to serve the segnmamrkeaifs fmartiale unattractive

to the commercial banks. Leasing conpanies provide a potentially
vehicle for short to nmedium term asset financing for small and
enterprises. Thus, leasing should be comrercially viable, but
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framewor k needs to be conducive to leasing and it is also essentiz¢
that | easing conpanies are subject to prudential regulation and su
they are to nobilise funds fromthe market.

As the country’s financial institutions are facing mgjor economni(
due to non-perform ng assets, the Nepal Rastra Bank has been pus
financial reforns package to change the situation. The board of d
the Nepal Rastra Bank has already announced the vision and m
statenents with concrete strategic objectives. The Nepal Rastra
al so formulating corporate strategic plan to enable it in adapti
changes posed by the econom c gl obalization process and respond

demands in policy and operational front. A Strategic Planning Co
has been fornmed under the coordination of the Board Menber

promul gate an appropriate strategic plan of the Nepal Rastra Ban
next five consecutive years.

Foll owi ng m serable performance, the central bank is also plan
initiate an appropriate reform program for the Nepal |ndt
Devel opnent Corporation and the Agriculture Developnent Banl
However, there is a great concern to bring contractual saving i
i ke Enployees Provident Fund and Ctizen Investnment Trust unde
regul atory and supervisory domain of the Central Bank. The centr
should also wish the Nepal Stock Exchange to performin a trans
predictable and stable manner to nobilize long-term capital

i ndustrial sector. The nmandatory preparations have been carried ¢
establ i shment of the Assets Managenent Conpany in Nepal. Simlarl
proposed | egislation on second tier institutions, noney |aunderit
and acquisition, bankruptcy and business closure would signif
i nprove the financial |egislative and regul atory regine.

. Financial Sector Reform Program and Financial Stability in Nepal

The banking and financial sector has to play a crucial role in tt
devel opnent of the country by facilitating the internmediary proce
efficacy and efficiency of the banking and financial system al

non- bank financial institutions have to be prudent and have cor
orientation in their activities. The banking business has to be ¢
comercial basis with social orientation. The banking activities ¢
be conpliant with the regulations issued by central bank and shou

30



[ FRUT GITA

directed by the governnent and other interested parties to serve
i nterest.

The revised prudential |egislation incorporates regul ations nodell
of the devel oped countries, such as the Basle Accord. But these n
adequate for devel oping countries where accounting standards are we
econom c conditions less stable. In several norespacks banks and

financial institeyibasnore vulnerable to distress, which may just
i mposing stricter regulations, such as higher capital adequacy ra
ri sk weightings for interbank | oans and a conplete ban on insider

is the case in Nepal.

Financial stability refers to the snooth functioning of the finan
and institutions but it does not nmean absence or avoidance of
presence of conditions conducive to efficient functioning wthou
di sruption. The financial stability objective is shared with a ¢
policy bodies and professional bodies but the primary responsikt
overall financial sector efficiency and stability generally res
central bank. The likely reasons for such a responsibility are
el enents contributing to financial stability, viz., the oversi
financial infrastructure; regulation and supervision of financial
crisis managenent and provision of liquidity and macro financi al

There is rationale to believe that the financial reform process i
greatly aided in strengthening and reinforcing financial stabi
financial sector has acquired the strength to absorb shocks,
facilitated by regulatory actions. The financial system is now

resilient contributing to public confidence and overall stability

At this stage, the confidence generated by inpressive macroec
performance and the nodest success in inplenenting financial
reforns has intensified pressures for significantly accelerating
external financial |iberalization. The issue of setting the pace
liberalization revisits the issue of trade-off between sustained
growh rate that could potentially turn volatile and unstable.
necessary to add to the pace of growth, it is also equally im
mnimze the risks of instability. The experience shows that m
desirable pace of financial liberalization was often followed b
instability and «crises. Avoiding <crises is wultinmately a
responsi bility. The approach to managi ng the financial sector, th
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instrunments and the timng and sequencing of policies are nat
i nformed judgnment. Some thoughts on the issue of financial stabi
current context are perhaps in ordaccompanigrcdbwyy hi gh

inflation is a nightmare for a central banker. H gh growth couple
inflation is indeed a central banker's dream The perceived ri
mai nly out of global inbalances and outl ook for oil prices, part
the light of enmerging geo-political situation. Thus, risks do nc
but they get transferred to another part of the system

Despite the reforns, the Nepalese financial sector still faces ¢
constraints to the effective regulation and supervision of the fini
There is a shortage of qualified professionals in the Nepal Rastre
bank supervisors require substantial training in the specific te
bank supervision. Political interference is another constraint.
Nepal Rastra Bank has gained nore authority to act independe
government retains a lot of both formal control and informal i
Despite financial |liberalisation and increased conpetition in
markets, interest rates were still prohibitively high because c
donmestic borrowi ng requirenents of the HME@ N, which are finance
the auction of Treasury Bills/Bonds in which nost conmercial ban
non- bank financial i ngtnvastiezthdheavily. While this has encouraged
banks andon-bank financial insbifunaone commercial activities
with quick and assured returns, it has deterred them from provid
termcapital to finance the fixed investnent necessary for the de
activities. The baoksban#é financial i nstiiltlutprang de | ong-

term capital only when they are convinced that the econony has st
i.e., in an environment of low inflation and restrained growth

suppl y.
Conclusion

Most structural reform programtakes tinme to design and inpl enent
the initial inpact is nostly painful, the benefits are | ess appar
are spread over a longer period of tine. Hence, significant polit
is often needed to see the financial sector reform process tft
concl usi ofhe cooperation of the legislature isrcrpica@ in putting
reforns that are expected to have a major inpact on the banking
and the econony. In terns of enforcenent, a key factor is the c
i ndependence of the supervisory authorities from other gover
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agencies and from ot her vestddisntiersgstres greater confidence

from the private sector, which determ nes the success or failu
financial sector reform procésslineNepah. the objective of the

financial sector reform program the draft |egislations for the
institutions, anti-noney |aundering, secured transactions, insol
assetrsanagenent conpany have subnmitted to the government for th
enactnment of bills. To enhance the inspection and supervision ca
according to international standards, a study relating to the eff
New Capital Accord (Basel 11) in the Nepalese context is goi
Mor eover, necessary enforcenent neasures would be introduced
strengthen the financial information systemof the Nepal Rastra B

The reforns facilitated both financial deepening and an increase
lending to the private sector. Nepal has also experienced sone t
from private sector banks but the increase in conpetition and its
efficiency was |imted. The new entrants brought sonme benefits in
i nproved services and w der access to credit, but some banks are c
as troubl ed banks due to the non-conpliance & nBRBi abgul ati ons.
sector reforns have no doubt drawn the attention of the HMI!'
efficient financial systens. There has been sone i nprovenent
efficiency of the banking systemitself. Conpetition has been ir
Lending to government enterprises is now based on commercial cr
Rul es governing the operation of banks and non-bank financial ins
have been strengthened. Regul atory and supervisory systens of th
Rastra Bank have been enhanced despite weak capacities to enfor
new rules. Last but not the least, nuch remains to be acconplish
area of divestiture of governnment owned banks (NBL and RBB)
HVE N.
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Role of Decision-Making: Nepalese Perspective

'l‘ ill‘..l

- Biswo Narayan Shrestha*

Deci sion-making, both in the public and the private sectors, dete
character, quality and efficiency of the econom c devel opnent |
Decision-making in the public sector primarily remains a very del
tough responsibility, with the consequences of the decision perv

whol e econony. If the decision is sound, it wll have positive ef
econony whereas an unsound decision could deter the devel opnent pr
itself. In under-devel oped countries, resources are limted, so n

nmost efficient use determ nes the depth and pace of the econom c dev
To make sound decisions, the decision-maker should be entirely pro
in the work culture and aptitude and the overall socio-econom c sysi
provi de support and incentives for the sound decision-naking. Ther
al so be a system where irresponsi bl e and unobjective deci sion-nakir
be penaliZefd. we make and encourage good decisions, the devel opner
process will be strengthened. Simlarly, if we make and encourage
deci sions, the developnent process wll be weakened. This is
differenti ates between a devel oped country and an under-devel oped

So, the choice as well as the responsibility is ours.

Deci sion-nmaking in Nepal, as el sewhere, has distinct characteristice
on the type of the entity that nakes the decision. The entities
decisions would fall under the private sector and the public sectol
private sector, the decision-nakers are the individuals (householc
private organi zations. Under the public sector, the decision-nmake
vari ous organs of the governnment and the offices under them as we
gover nment - owned organi zati ons. Deci si on-nmaki ng, both under the publ
the private sector, would involve various considerations which need

Supervisor (Computer) Officer 3", Nepal Rastra Bank, Public Debt Management Dept.
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care of in the context of acconplishing the goal underlying the
maki ng under the given constraints and |imtations. The basic |
decision-making is to maxim ze the benefit and reward and, at the ¢
reduce the cost and loss. The main issue in the decision-making f
whet her there exists appropriate and adequate framework of decisiol
to take into account the cost, benefit, risk and reward bearing on t

It is generally noticed that the private individual would mke d
assessing and analyzing in depth the various considerations invo
decision sinply because all the risk and cost consequences of the
woul d be individualized. The benefit and positive effect of the deci
accruing to the individual or his famly, the individual would be ve
gathering and analyzing information and would apply his faculty of

very pai nstakenly and sincerely before nmaking a decision. In other

i ndi vi dual woul d strive, posshél ext éot make deci sion that gives him

the optinmum | evel of satisfaction through his goal fulfillnment at t
i ndi vidual cost. Hence, the individual would | eave no stone unturne
the decision sound and optinmal on the basis of the available info
well as his expectation, preference and choice. Since the decisior
based on as objective, correct and conprehensive information and ar
possi ble, the decision would turn out as the optinml one, given
function and the availability and accuracy of the relevant informati

Deci sion-making by the private organization would also be |argely
nature of the individual decision-nmaking. Such organization woul d
position to make inforned and better decision by collecting, conpi
anal yzi ng conprehensive information so as to better understand and
probable risk and reward profile associated with the decision. Ho\
i ndi vi dual who makes decision on behalf of the private organizati ol
be wholly responsible for the negative consequences of the decisiol
happens in the case of the private individual decision-maker. In s
the probability of naking sound decision mght not be that high. It
be forgotten that there have arisen sone managerial, professiona

corporate governance problens in some of the private organization
i ndi vidual s responsi ble for decision-nmaking have preferred to unde
assessment process of risk and cost elenments and given increased wei
i ndi vi dual preferences for benefit and reward. Hence, it is essen
private organization to introduce and inplenment the principles of
governance and transparency along with reducing the descretionary |
t he deci sion-maker. Enhancing professional culture and putting int
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nmodern system of organi zation, nanagenent and technol ogy would al sc
i nprove decision-making. In such a case, decision-making by the
organi zation would enhance the effectiveness of the decision,
contributing i nmensely to the econom c growh process of the nation.

The decision-making in the public sector is associated with various
distortions and pitfalls. As the benefit and reward accrue to the

institutions and the associated cost and risk is also borne by them
arise a possibility of not properly assessing both the benefit an
public sector decision-naking process. Also, the decision-mk
particularly characterized by the tendency of transferring the cost
the decision to the public at large. As the individual making the c
public sector does not feel to appropriately internalize the co
considerations so essential in the decision-nmaking process, such
woul d nmostly produce negative effects and consequences. The public c
maki ng, because of the |ower weight asigned to the cost and risk asj
decision, would thus result in many distortions and inefficiencies.
of the unsatisfactory assessnent of the benefit and cost due to th
the responsibility of the individual decision-maker for the wong
resources could be wasted and sub-optimally utilized. In this way,

resources allocated through the public sector would be unproducti ve
the econom c grow h and devel opnent process inefficient and ineffect
nmonitoring and auditing nechanisnms in the public sector have not ¢
priority to the work of assessing and eval uating, through the perspi
productive use of resources and the inpact on the economc growh
deci sion nmade by the decision-nmaker. Consequently, weak, uninforne
bi ased decisions are bound to occur, meking the public sector

unfavourable for economc growh. Per sonal favouritism red
transparency, subjective consideration and |ack of well-established
in the process of decision-making in the public sector would thus

capability and effectiveness of the public sector as a whole. So, m
sector decisions sound, objective, unbiased and professional woul
imense help in fostering the economc growh of the nation. Ot
public sector would suffer from high negative consequences 0
i rresponsi bl e deci sions of the unaccountabl e public sector decision-

It may be useful to note that the decision-making in the Nepal Ra
(NRB), despite it being in the public sector, has been charact
prof essionalism objectweliyfamtled on the facts and figures.
Because of this, NRB has been able to discharge its central
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responsibilities nore efficiently and effectively. Al though sone of
beyond the regulation and control of the NRB have sonetines cr
problens in the attainment of the nonetary policy goals |like the cu
price level attributed to the donestic tax and international oil p
deci si on-maki ng at the NRB | evel has al nost al ways been sound and fe
for the econony of Nepal. Sonme exanples from the donestic d
managenent and open market operations exercises of the NRB also si
this fact. Over the years, the proportion of the governnent securiti
the NRB has been consistently falling, with the proportion of the
system other institutions and the public simlarly rising. The N
Bank Act has also specified the ceiling of the ampbunt of the go
securities in the ownership of the NRB at 10 percent of the prev
year's governnment revenue. Up to md-April 2006, the NRB has off-
treasury bills in its ownership anounting to Rs.5.97 billion throt
purchase auction wth the purpose of stabilizing the financial marke
as a part of the nonetary nanagenent operations. Simlarly, a tota

Rs.5.50 billion has been absorbed through various reverse repo aucti
this period. Although NRB will lose a |large anobunt of interest on

such secondary market transactions, these operations have been carr
inmprove the liquidity managenent in the financial system Thus,

decision to contribute to the health of the financial system and

operations through liquidity managenent even at the cost of its pi
exhibits the objectivity and professionalism that characterize tfF
maki ng of the NRB as the central bank of the country.
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FFTRTA ALAAT TAEATIH AAT ALHRTLT FUTTART ST AT R

QA N

1= 1jifo k|j]lz (Background):

CHRA  ATERAT AR AT Aol T 93076 SAaTdl qodrd @9 gl
TUHT AT =T fa<T BT (Fiscal Defi @@j drdare aaieTe ol
X T Al Giael TOET ded S, qeT g6 T gEgEnoEe WO
e gfd Ty | FET a1 Toad a9l Jered WUETE J @mEwide WO
al AT AT (Public DebWjT=g | & Fideeded FA IIAHT Haqed 9T
g1 W T S @ENE WU FGEOA gFedl OEigar R 6wy |
IFRATs HIH A g giaee FaMRId gesl 99 qgd d4egd | aed
graare @ivE WU A w9 fam ofd et weefie sEem v fafre
Sifgw  faemi qodee g9 A<TgA | FE d@de WY (g fadig wmer
gff (Monetization of Fiscal W&t )IEEAT afg g7 TS HEEHTH
TATS IUIH T ATMSGAE<dT el Hifgsd Aifddl qafds Sgeawr 5 @dd
TH TE AdE  AfeRar fasr g Wawg | AMST dwerare WU g
i wrer off et arfrsy Seare feft demr S eEIETE ArgeEg
TERF! A1 TgH TE (Aefl & gt el YA g9 A9ET (COrowdi ng
Qut) Tfd®  feardaraeedl  yagTHT Ufded  qEY U@l W% J9d Tar
SET g AT B9 TRy | gAqEnoEe ®O o (a3 fadm owrer gid
el YCIHd: WETYR i AWUAMI  arren Sty der e s eme
deqd: SAWEL YAGd gd Wadg | a9d, gAveq otde  Aifqer At
farararmgef  SreveRa fAm T U WU gHAd EEOTH S
e o &g |

T A AT GEIl BT G 250 F UHH AAGEH  HIGH
Hfaer faenia woar & faq afwsr fEr |0 99 9220 # IAEAE J9ATg

0

fdeter, SaTer Tt Sk, AT WO AR faHTT |
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AMA T SfEHdE  SUgRh  JReR g 94 WAl ST farerse
SEIElEddl USAT gad dEdIe  Alfdel ®GET @er TR | 6w
IYMYT (Monet ary Managenenty HIT IIG¥YT  ( Debt l\/lanagerrent}ﬁ?r
SUAh qHeAd FAH B TEA gg T A AldadT A% G FdYY Ay
Sa WAFH B g A gd dfwer waid Wi aEwmE T owm
TIIHH GHE (Fale el grg | AT WU AGEIAH @ e
Sifgwer A qHaars e T q@asH a9 aEaaT  ERE G
AEAEA] Td RIS qdcd U T Bl WA THH qeAE I LIAT
HAFAT LA GREATITACRHATN G&H TARH [qpE Tqals [ g |

C) fkg ahf/ (Bond Markets):

¢

FH GLAMITERE] TAARATS TAHE T AT gaR T q5 ANHT [THIe
TRUR §7g | HUIAH IEHF a9 (Prinary MarkeH) a1 HITAEE
freprae Uiy T g0 GOET WUMT A1 M9 EE d9d 8@
giEswdl a1 AHEdEd FRAR &g | YaHE aoaT [emEd sggqdbal
HOTAR ENHcAFA [T TH FMeH ATIM FT sogh @EHdd @ia
T FATEHT T&T FRAER HOGAH @ a9 (Secondary Mar ke@jravd
g | WERU: HIH HUGAR TIHE AR W FTIAET  ( Debt
Managenment) ¥ &1 I Wifgd FGIYAET  (Monetary Managenent)
THEIT g | dY, #E d@d Hed@el  dfud  qeear gerEd e
SEIU ANTT @I AThS AR T ATRY v Ui M T ey T
T AATET (ohET qrafHe a9 Aedidel  WUqiae g9d Aigd
FAOAET U Ty | Tgi gEad aiadl J&90 gl Sqaeqmad T
AT AR HUAR FFEd [AUHT Rl T @UHd Y deaW g6l
fooodr F @ed WA g |

AT AU {91 (Liquidity Management Framework):

FER AHH TIAAT FARIT  ACAAHT  Afby  AAP dLAAT  FAAT qAT
FAEAAE  WeaAyn W fEver weeg | Aie dfde g
SUFHEEH TAN A HATEITHT TXAd] JEIU FEATR TEHA @il HEgH
TET T g AERITT beald Sl SATSIETHT B kT TRE, el (HaieTd
TR, AT HAT AF T FJUIHE  ARAdT AU TR AT TIHT  SAfbw
A ERAAT T gaEg | Hiige AGE! dAYAT TAT TACHE STHEEH
TANT B EARITHT AMSH  dfey  ael dRdar HRT T i Iuen
I HEH A IeA qLAd] ATAA qAT GEAU FTEAT qE HEeaqu

v |
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TEAAH AW T AR IR dFel AgA de Ui W ateg |

qu@rwaqu?w—%ﬁ%rawmaﬂww
FH bl HETT  ATHATdATS ATAX SATST Hibg | Beeld Sl
AEATTH!  SMIAqh  AATACAHT TPl Hal (Currency in Grculé&i%ﬁv}
Hfafd  (Bank ReservesyT{ E?ZEIET ERC} qcage Wl g g, EEEIE
AT WETHT IUAN  (Uses of Base Moneym wifdwg | dfrg  &mrar
HeTHIAN qAATH] ARl o HiAad SR T4y | Rd, G¥qadh @x
30T FFIT, TCHCATIH] G &I, AT SEEIIS g% adl T qd
ge HHMM T ARG ¥t Wl gegd, THals  Ad WHEH A

(Sour ces of Base Mon&y) Mg |

HUFAT  qRATT J&IVT qAT DARATIAH] TH@  ILT F  qRAATHN [t
e AE UNEdd eArgd ihd T B ddd ITAh  gEAT qqAS
fasar g €1 1 dfey ST d¥ear geuEre WA 99 (Add or | nj edt)
ge=d  (Wthdrawal or Absoffe) 99 dXadradl dfEer  fgier W
Hlﬁohr%g | qeAdr g (Liquidity For ecasfii n@ﬁﬂm\ Afas AT gq
gfewTer fgiRer IRYYETd WA diadT Eendd (Liquidity  Managenent)
IRd F FEl JUBCIERH YAN FAT A A AW FAH
Trﬁr—awwmqﬁwwﬁquﬁwﬁtaﬁ QEIW
Y&l AT q¥erg b AT GEATAS GACUR | dfeps e
WW,?WHWWWWWWW
T YEg | AT deheed WAl e aifucaer fafved giqerder awer
afart wwE ST S@Er diser (Reserve Requirenmen®@d TH I
WWQWH&TWW‘%WWW&W
Hioard  wTIH Tl'rj e atdg (Reserve Requirenent Mintenance P&EREo0d)
T g | AMEE T e FEAT Aiead HEH TOREd qUT SERTaT 9
AT GEIUT  qAT  FERAUT GEIl ARl GHATAAAAS el Sl
BRI o e e (Monetary Interventﬂﬁn)ﬂ'ﬂmﬁ'{?’lﬁﬂ qTTH
frerdes |

. dXAdI®l | (Demand for Liquidity or Bank Reserves):

FHT TFH  MIIWMEER e AT (Eligible Deposi®k) fAfvEd
gfqeTdedt %l AfMEa™ Wieald  (Required Reservell TIAT #r51d TR
FEAH T UF T ATERAT ARHIR AMcd geawdl  Afesaaree a=1  q4rq
qaebdarel o7 Afaed Giearqer afafees ®@A 9 afad Hisard (Excess
Reserve) T4 s ddeeed 14 3% AT WAIRT  Geedrel @NT T
Tegd | aXAdT JEOU T WSS $ead S gud Sthg  arel
TEAET § 9 GUPR Ty T gl aedl W F AT ekt
FAW TWH AMAEd Hieard T afusd  Hiedrdel AR B | ¥a: AfqEd
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Hqrserd F Afge Wieard B | Afge  Hiealdel HdEl ANderg  fgee T
DS TIT e C P  Ce  B  | 2 o B  B  B e| E
afeamor afad diseraer wuer fafs 9w o ar ifwe, womr ety
EAMT €T UE AT TPl ATHAT gHIAT EH NG HSAd IAET g
a7 Tgd ST fAvEeHr MR ey |

9T ST (Aver agi ng Provi sifin)dfiam  HiSarael TUET qar SFaHd
g AT AT ddeed AW AT e Hied REOY qgd 9H1g |
AfaT HISET #EW TE 99 Eddl & e aer fafa wwmn ww T
W& P faqeedr fagifed 9w 9 WS AW (O f set T A @
Aqiard Wieerd ¥l YIaET Rl G T i Aeebarel (a9dr sy
JFERATE YT B4 WUATE  AfgH  HioaIdel IRATT 9 few a9 e
FAGE B AN TFAHF T B AW WOHE A ARG | Aaw
ASETaHT A9 W AW IAR-AGE  AATS HISAIT VAT AT AR
W-W@W|Wﬁ,mww%wwﬁmmm
TH EE MU @UGHT AfdF HISATTHT B AT IATL-TA@TEHl  JICHTT
qF TE BT WG | dX, AHBUST ATUTAHT AT WG FHAF A AR
W(Penaltyﬁmmﬁmaﬁawwnﬁﬁm
HSEIaH AT qERO: faEfad g9 dGEddd T g%l qaeEr At
Aoeradl WX gd R BT g9Ey | O, ANeUsl  AqUIaETEl  Hi
HISeTd HAH TNUHl FTqTHT A&l Afdd HISSTTAT (Mi=d gfaerdar adel
FET Tbel AT SkERels AT (Renunerati on§aM T U SEReT
WH grg T AWM FAH TRCH Afdd HSGdH qa98 qANd A7 gal
g Aiserqar 9T gd ey W@ aiedr WRT 999Urel e adl
qMfy=d g1 9Eg | AT SheRdl ATEAl GHAMT HEH  WH TS
qfa HISSTHT U B 4T AR VeI U dfad Hieardd @i
IHTE T g |

. qXadrel_A9id_ (Supply of Liquidity Bank Reserves):

FER SEE G ASTH I, GEHANIH @ Ml A gF g,
FATACAT WHl HFT T AT SHATIH GE Al qxadr aArgfaar faie
dcde®  (Autononous Factorgd | A He¥  ufgdl  =REQl dcqsw|s
Aut onomous Liquidity Posﬂﬁr_q?n S "MHTIT:  AcYbleTHT FET bl
e gemm T Hifgs e ufq vl gead | Fei dae Ay
Yoears G AT @A AW WA gAE T @t wd e dedr
=T g7y T F9as Policy Posit Momrg |
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JLAdTHl AT =

T + gz FaferE gEafa
+ TXHE WA gE A Aut ononous
+3FJ@'<{ET¢%0 Liquidity Position
+ TATACAAT Tl TR

+@;‘q’§|ﬁf§ﬁsa‘mﬁr Pol i cy Position

qIAATH J&ad AT T Aut onorpus Li quidity Pos# i G STgfdeR
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Liquidity Monitoring and Forecasting Framework

Changes in banking system liquidity
(in NR nmllion; weekly changes)

(+indicates an injection of liquidity)

1. NRB Foreign Exchange Transactions
a. Foreign Exchange Interventions (in hard currencies):
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Pur chases +
Sal es -
b. Transactions in IC
Pur chases +
Sal es -
Change in IC balance
c. Unexplained ?
Net foreign assets of NRB

Change in Government overdraft (reduction -)/deposits (reduction +)
a. Current transactions
Expendi ture (Change) +

Revenue (Change) -

b. Financing transactions
Mat uri ng goverment securities +
New i ssue -

c. Unexpl ai ned!

Changes in claims on Government
Cl ai ns on Gover nment
a. Open market operations (Primary)
Pur chases/ matured +
Sal es/ (Fresh Issue or Renewal) -
b. Open market operations (Secondary)
Pur chases/ matured +
Sal es/ (Remal ) -
c. Unexplained ?

Changes in claims on Financial Innstitutions
Cl ai rs on Government interprises

Changes in other Private Sector Claims (net)
a. Changes in clainms (increase+)

Clainms on private sector
b. Changes in deposit é&sacfp

O her deposits

Changes in Banks' Lending/Refinancing

a. Loans New | onas +
Repaynents -
b. Repos New repos +

Mat uring reops -
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7. Changes in Currency in Circulation (Reduction +)
a. Public Public (currency outside NRB)

8. Changes in Other Items Net
a. Other assets (increase +)
O her assets

b. Oher liabilities (lIncrease -)
Oher liabilities

9. SUM1-8

10. Changes in Banks' Deposits (Increase +)
Bank' s deposits

11. Changes in Required Reserves
Required reserves*

12. Changes in Excess Reserves
Excess Reserves

Bal ance Check
* Based on previous nonth's deposit bal ance
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