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CHANnGe Is THE New Currency: How Banks can THrive, Not Just Survive

Background:

In a world where data is the driving
force of progress, adaptability becomes
the biggest assets. To stay ahead in the
evolving economy a roadmap is to be
drawn for clarity, creativity, and compet-
itive advantage for which banks need to
fuel innovation along with integrity. The
journey toward purposeful transformation
happens only if we are able to visualize
and forecast change accordingly.

There were birds who used to carry mes-
sage from one place to another; there
were horses who used to carry people
from one place to another; there was
barter to exchange goods and services
from one place to another; now things
have vastly changed. Due to technologi-
cal advancement, most of the things are
handled by various apps we use in our
mobile. Social media platforms like X,
Tiktok, Facebook, Instagram play the
major roles in communication; mobile
features do the work of brightening and
whitening images and transmit images
and videos like professional; on-demand
mobility apps like Uber, Pathao, Indrive,
Yango, play major roles in transportation
service; Fintech like Alipay, Amazon,
Esewa, Fonepay plays major roles in ex-
change of goods and services with easier
payment facilities; ChatGPT, DeepSeek,
has replaced the role of expert’s advices;
so are the changes we vividly see in dig-
ital platforms that has changed the way
people behave.

Due to emerging significance of big data
and collective approach on technological
innovation, we see unbelievable changes
everywhere. Future belongs to those who
dare to rethink the present. For instance,
let’s have a look in remarkable chang-
es seen in Al driven automobiles today.
Emerging technology in self-driving cars
include sensors such as cameras, light
detection and ranging, point mapping,
sonar, radar, lasers and so forth. A human
eye can see about 76 meters at night as-
sisted by headlights, but a robocars ra-
dar can see about 250 meters today, and
across 300 degrees. Machines can react
to a potential obstacle on a dry road in
about 0.5 seconds, compared with the

typical human who takes on average 1.6
seconds. Some autonomous vehicles to-
day are capturing around 1000x more in-
formation than our visual cortex is capa-
ble of processing. All this suggests that in
10-20 years, when the technology is truly
matured, no human driver will be as safe
as Al driven automobile. A self-driving
car can process more data much faster
than a human brain. Only after broaden-
ing our vision and accepting change, we
can bring out remarkable progress. How-
ever, if we stay in normal situation, no
progress can be made.

Re-imagining Banking:

Adaptability and resilience are the
changes we live in, we make in and we
strive with a huge response. From this
article we will be able to articulate how
visionary companies differs from its com-
parison companies as well as what un-
derlying factors lead it to extraordinary
position so that we can re-imagine what
banking ought to be. In such a complex
and unpredictable economic scenario,
what’s it inside the visionary leaders that
sets themselves apart will be discussed
in detail from the examples of world’s
renowned product like Meta Platform,
Domino’s pizza, Tesla and Nepalese pop-
ular app, Hamro Patro from various per-
spectives. Applying lessons from these
visionary industries will certainly ease
banking transformation.

Meta Platform

Meta (formerly Facebook) epitomizes how
companies can stay ahead by embracing
this constant flux. We may not know about
our preferences, but our social sites read
our likes, comments, shares, subscrip-
tions and forecasts our need before we
really think we require it. Precisely be-
cause technology is at its highest pace
and the flow of information has become
a new religion, we can’t exist in current
economy without accepting and adhering
changes.

Rather than competition, we got to work
with proper coordination with associat-
ed parties and analyze the psychological
moonshots more vividly. This is exact-
ly what was done by Meta platform, to
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make itself unstoppable industry among
the rest. Meta acquired 91 other com-
panies including Instagram, Connec-
tU, WhatsApp, Thread and more. Mark
Zukerberg, an American Businessman
who co-founded the social media service
facebook and its parent company Meta
platforms of which he is the Chairman,
CEO, and controlling shareholder, once
said, ‘we have not once bought a compa-
ny for the company. We buy companies to
get excellent people... In order to have a
really entrepreneurial culture one of the
key things is to make sure we are recruit-
ing the best people. One of the best ways
to do this is to focus on acquiring great
companies with great founders.’

This is what world class leading compa-
nies does. They analyze what is in the
trend and hire the most trending compa-
nies as their own companies so that it can
make the company more innovative and
reduce competition in the market.

Key Takeaway for Bank and Finan-
cial Institutions (BFIs):

Digitization in banks are at high pace.
Integrating innovative technologies, such
as Al and machine learning, blockchain,
cloud computing and digital channels
into the banking industry has been es-
sential. The importance of digital trans-
formation in banking lies in its ability to
enhance customer experience, streamline
operational efficiency and drive business
growth.

Collaboration between fintech companies
and banks has been a contributing factor
to enhancing digital solutions and im-
proving customer experiences. This can
be made more effective by continuously
exploring customers likes and preferenc-
es and their behavioral patterns through
digital gateway. Hiring data scientists,
behavioral psychologists, Al engineers
and proactive IT professionals can help
in adopting to cultural changes. Design-
ing our products to match customers
changing needs and creating ease of ac-
cess to the products can have a profound
impact on BFIs.
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Domino’s pizza

Successful companies care for the tiny
details, bring out tiny little variations
than others and work out more on creat-
ing long term value chain without com-
promising on quality and supply chain.
Domino’s believes in doing the right
thing by putting people first, creating in-
spired solutions, championing customers
and growing and winning together. It has
established itself as a leader in the pizza
delivery by adhering to its core values of
quality, convenience and innovation.

In 2008, Domino’s pizza experienced
an interesting operational and customer
experience challenge. Customers who
were waiting longer than they expected
for their pizza would phone Domino’s to
ask where it was. The whole process of
making pizza would then be interrupted
because the person making pizza would
be asked why there was a delay by the
person who had answered the phone, and
the customer would ultimately be given a
vague and uncertain answer.

Some pizza chains responded to this
challenge by investing in warming bags
to keep the pizzas hot, hiring more staffs
and drivers, launching money back guar-
antees on delivery times and offering free
breadsticks for slow deliveries, but their
phone carried on ringing.

What they were all missing was the psy-
chological frustrations at the heart of
the problem. People didn’t want faster
delivery, they wanted less uncertainty
about their delivery. Domino’s under-
stood that and by using Domino’s pizza
tracker which shows customers exactly
where their order is, angry phone calls
plummeted, customers satisfaction and
retention sky rocketed and Domino’s
saved and made hundreds of millions in
the process. This small psychological in-
sight and innovation it produced changed
Domino’s business.

Key Takeaway for Bank and Fi-
nancial Institutions (BFIs):

Banking is not where we go but what we
do. Today banking functions are embed-
ded in every life rather than traditional
banking we experienced. Banks must
become tech companies that serves as a
software delivering services in real time
rather than a mere provider of existing
products and services. Facilitating cus-
tomers by understanding their needs and
offering the right products without any
uncertainties of delay might give them a

bit more space for financial breathing. It
can be done by offering personal finan-
cial advice, helping with managing mon-
ey, anticipating spending and saving and
forecasting credit assessment on behalf of
client.

Tesla

There are lots of sophisticated vehicles
but Tesla has become the smart choice.
Tesla’s software design is a state of the
art that can update vehicle software over
the air as if apple updating an iPhone. As
car’s became more tech-savvy, Tesla is
in the lead. When Henry Ford made the
cheap reliable cars people said, what’s
wrong with the horse. That was a huge bet
he made and it worked. Started in 2003
by Martin Eberhard and Marc Tarpen-
ning, Tesla has grown into a major player
worldwide. Tesla embarked on its journey
with a bold decision to revolutionize the
automobile sector through the production
of electrical cars. Elon Musk, the vision-
ary entrepreneur passionate about sus-
tainable technology, came on the board
as an investor and chairman of the board
on 2004 and lead the industry as a CEO
since October, 2008.

Tesla models are equipped with a driver
assistance system called autopilot, which
enables semi-autonomous driving. Tesla’s
strategic plan shows how organizations
can achieve faster results. It focuses on
accelerating the worlds transition to sus-
tainable transportation and energy by re-
cycling, reducing, reusing, repurposing
and recovering batteries to preserve raw
materials and minimize toxic wastage
disposal. Though its advertising is zero,
it invests huge volume of its revenue on
Research and development activities.

Employee satisfaction is one another ma-
jor concern Tesla makes in addition to
innovation, redesigning and transparen-
cy. In a fraction of the time that it’s taken
some of their competitors, Tesla has be-
come one of the world’s best-selling car.
Tesla doesn’t need to advertise because
it’s a brand driven and defined by its
absurdity. It is riddled with intentional-
ly absurd features to make in customers,
the media and the public talk, laugh and
spread the word about the car.

Key Takeaway for Bank and Fi-
nancial Institutions (BFIs):

Having known the essence of change, we
can easily invest our time and energy for
the global good through any organizations
we work from. Banks need to work on

creating and working on new ideas con-
tinuously, improve quality as an ongoing
process, give a personal touch in every-
thing it does, fostering an environment
where employees take ownership, chal-
lenge conventional thinking, and execute
with speed. Sustainable growth, greater
profitability, happier clients and better
retention are all achievable through a
sound data assessment, data governance
and data management frameworks to un-
derstand and control data. Data has be-
come the new currency that are not listed
on balance sheets but is the biggest asset
to the BAFT’s. The more we know about
our customer’s behavioral pattern, we are
able to create best possible customer ex-
perience, it can bring out higher custom-
er loyalty.

Hamro patro:

Hamro patro is a Nepali app that has
evolved over time from a simple Nepali
calendar to a super app offering many
services founded by Shankar Raj Upreti
in 2010. Its aim was to help Nepalese who
were living abroad to keep track of dates,
holidays and festivals in the Bikram
Sambat (lunisolar) calendar. Since then,
it has expanded its services to include
Nepali calendar with festivals, Panchan-
ga, Nepali keyboard, Health consultant,
News, Radio/ FM streaming, podcasts,
horoscopes, astrology, forex rates, vehicle
tracking for school buses and so more.

By todays date, Hamro Patro has crossed
10 million plus downloads on Google pay
making it one of the most downloaded
Nepali apps. Recently, Hamro Patro have
launched Hamro Pay in February 2023,
which is a digital wallet. Hamro Pay is
licensed by Nepal Rastra Bank to oper-
ate as a Payment Service Provider (PSP).
It offers fund transfer, QR payments
(through Nepalpay), utility payments
and, mobile top-ups. In addition to being
accessible via hamro patro, Hamro Pay
has been made a standalone pay app. It
has the potential to become a strong con-
tender in Nepal’s fintech ecosystem, es-
pecially leveraging the user base of Ham-
ro Patro. In addition to this, Hamro Patro
applied for its registration under relevant
law in September 2025 as per the direc-
tives from Government of Nepal about
unregistered social media platforms be-
ing banned. It is known for its reliability
and smooth user interface.

When English typing was the only option
for Nepalese to communicate in digital
platform, Hamro patro along with Hamro
Keyboard simplified the conversations in
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Nepali language. Even grandparents who
doesn’t understand English could com-
municate well by making use of Hamro
Keyboard. They ask their grandchild to
make phone calls visible in Nepali so
that they themselves can make a call.
As many functions like date, day, time,
tithi, date converter, zodiac, news, as-
trologic guidance are offered by Hamro
Patro. Apart from this, hamro pay, ham-
ro health, hamro mart, foreign exchange
rate, hotel booking facilities, rate of com-
modities like gold and silver, details of
stock market, accessibility in cost of veg-
etables, blogs, in-cinemas and upcoming
movies are all embedded in a single app
because of which Hamro Patro has be-
come popular to Nepalese among all age
group. It has also played a good role in

financial inclusion.

Key Takeaway for Bank and
Financial Institutions (BFIs):

By partnering with emerging apps like
Hamro Patro, banks can broaden its
coverage by providing micro loans, mi-
cro saving and bring unbanked or un-
derbanked customers into the formal
financial ecosystem. Bankers can lever-
age dlgltal engagement to better custom-
ize services and anticipate user needs.
When software is simplified, localized
and made easily accessible, most of the
banking services can be conveniently
delivered through a single channel much
like Hamro Patro. People seek banking
services, not merely banks. Therefore,
banks should design their products and
services to ensure frictionless process
that balance regulatory compliance with
client convenience, creating a seamless
and hassle free experience.

Conclusion:

When others see confusions and cha-
os, some sees clarity on the same thing.
Change should not be based on a snap-
shot of one point of time but a longitudi-
nal period of time. It should be visionary
and farsighted. Once people change the
way they behave, economic theories be-
come obsolete and new phenomena aris-
es. The rise of artificial intelligence and
biotechnology has transformed the world
faster than ever before. Humans are rare-
ly satisfied with what they already have.
The most common reaction of the human
mind to achievement is not satisfaction,
but craving for more due to which they
are able to attain more daring goals. The
mainstream companies which fueled

GDP like General Electrics, Exxon and
the Banks are still profitable, but com-

pared with the tech giants like FAANG
(Facebook, Apple, Amazon, Netflix, Goo-
gle) and BAT (Baidu, Alibaba, Tencent),
they aren’t going to see the results like
they had in the 80’s again.

Members of productive teams should
make the effort to understand each oth-
er, find a way to relate to each other, and
then try to make themselves understood
so that they can be more purposeful in
serving their products in best possible
way. In any organization, understand-
ing and embracing change is crucial to
success. Through data-driven strategies,
transparency, and customer-centric in-
novation, companies can achieve not
only profitability but also lasting impact
and sustainability. Comprehensive cy-
ber security measures to assist digital
security and legal frameworks, effective
AI and machine learning integration for
automation and customer insights and
adherence to data privacy regulations
are crucial while paving our gateway to
digitally inclined economy.

In nutshell, bold industries focus on cre-
ating a reality distortion field by making
people believe in possibilities that seem
beyond current reality. These are done
through innovation with persuasion as
elaborated in above examples. Those
industries operate on the principle that
nothing is entirely new but it can always
be reimagined and improved. Success of-
ten lies in choosing actions that delivers
the greatest value with the least effort.
When banks design and refine products
and services that are simple, efficient,
and genuinely valuable, they natural-
ly attract customers and inspire quick
action. By learning from industries like
Meta, Domino’s, Tesla and Hamro Patro,
Banks and Financial Institutions can
not only survive uncertainty but thrive
amidst the chaos of change through sim-
ilar practices.
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Best Practices

* Neveraccept to join any online video calls for any investigation or arrest
through calls received from strangers.

« Avoid answering video calls from unknown contacts, even if they claim to
know you.

 Avoid sharing sensitive personal information online with strangers.

* Never make any payments to strangers claiming to be investigation

officerin online calls.

Keep the privacy settings of your social media profile at the

most restricted levels.

« If you receive any calls about arrest or investigation, visit the is our
nearest police station.

Security

first pr lm‘ll;__\ \

i e g
Screen Sharing arel/IIRI3eT f%g%aﬁ%al Ie
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EmeRraING CHALLENGES OF NerALese BANKING SeCTOR

Context and Background

Banking sector plays a crucial role in economic development
of a nation. The banking sector of Nepal has played a vital
role in promoting financial inclusion, economic growth,
industrialization and investment over the past decades. With
the expansion of financial institutions and technological
advancement the Nepalese banking industry has experienced
rapid growth but this growth has also brought several
emerging challenges. In recent years, this sector has faced
increasing pressure from global economic uncertainty, digital
transformation and regulatory reforms. Nepalese financial
institutions are pressured by the increasing cost of capital,
low-interest rates, and evolving customer expectations. They
must innovate and adapt to meet shareholder expectations and
remain profitable. Despite that digitalization is transforming
banking services and controls, offering significant potential
benefits but also exposing institutions to evolving risks like
fraud, consumer protection issues, and system disruptions. To
stay competitive, banks must balance innovation with effective
risk management. The Nepalese banking industry faces
increasing challenges from cybercriminals targeting sensitive
data and financial assets. Understanding cyber threats in the
banking industry is crucial for effective security. The banking
business is a type of trust based business that not only earn
profits but also bears significant responsibility towards nation’s
economic stability. Any problem that arises in baking sector
affects entire economic system, making the banking sector
highly sensitive and risk prone.

In modern age influenced by globalization and liberalization,
the Nepalese banking system has undergone significant
transformation. The challenges in its journey toward sustainable
economic growth and development. Nepalese banks today must
not only deal with financial management but also address issues
related to good governance, risk management and sustainable
development while maintaining liquidity, profitability, stability
and efficiency. Therefore, the banking business is increasingly
complex and exposed to various types of risks. The Nepal Rastra
Bank’s continuous efforts toward maintaining stability and
ensuring good governance highlight the need to address these
emerging challenges effectively. Brief discussion about major
challenges of Nepalese banking sector has been presented as
following.

1. Decreasing rate of return on equity

As we know return from invest in banking sector has been
deteriorating over the years. Since banks are over capitalized
due to merger and acquisition primarily. But business of
banks has not been increased in proportion of uplift in paid
up capital. To meet expectations of its investors now banks
management and BOD is trying to expand business by hook or
crook as results quality of banking assets have been degrading
and profitability of banks and financial institution even sinking
further. According to NRB's Financial Stability Report 2024,
the average return on assets (ROA) of commercial banks
declined to 0.87%, while non-performing loans rose to 5.05%
as on mid-April 2025. Additionally, Return on Equity (ROE)

Surya Prakash Bhatta
Chief Manager
Nepal Bank Limited

dropped below 9.67% in FY 2023/24 from 17.71% in mid-July

2018, a sharp increase from pre-COVID levels putting further
pressure on net interest margins.

2. Financial crimes through digital banking

After the COVID-19 pandemic, the use of digital transaction
has increased significantly in Nepal, leading to a proportional
rise in financial crimes. According to the data published by
Nepal Rastra Bank, there are currently around 1.92 crore
mobile banking users in Nepal. Many fraud incidents are being
reported through various digital communication platforms.
According to Nepal Police’s Cyber Bureau, in the fiscal year
080/81 there were 4141 cases of online fraud conducted
through digital platforms, a number much higher compared
to the previous fiscal year. From a social perspective, people
today are using various online banking system like mobile
banking, internet banking and digital wallets among others.
However cyber criminals have started misusing these systems.
They deceive customers through fake calls, SMS, Messenger,
Whatsapp, Viber and social media platforms, obtaining their
personal details like username, password and PIN numbers to
illegally transfer money from their accounts. Moreover, due to
lack of awareness among customers and weak cyber security
systems in Nepalese banks, the number of such financial
crimes has been increasing rapidly.

3. Stiff competition

In the past there were very few banks and financial institutions
and both banks and business operated in limited environment.
But today the number of BFIs and business firms grown
significantly. As a result, competition among them has become
intense. Because of this, Nepalese banks are finding it difficult
to attract customers and maintain stable profits. In order to
compete, banks have begun providing various facilities and
services including easy loan, interest rebate and customized
offers to retain their customers. The increasing competition
among BFIs has compelled them to provide better and more
modern services. However, this competition has also created
challenges such as low profit margins, risky lending practices
and rising operational cost. To survive in such an environment,
banks must develop strong policies, maintain efficiency and
operate within ethical and regulatory boundaries. If banks fail
to address these challenges properly, Nepal’s economic growth
and banking stability could be negatively affected.

4. COVID 19 and Bank Performance

The economic crisis caused by the COVID-19 pandemic
affected almost every sector of Nepal’s economy. During this
time, Nepal Rastra Bank implemented several supportive
monetary and other policies such as concessional loan and
refinancing, to ease the financial burden on individuals and
businesses. As a result, credit flow increased significantly in
the fiscal year 078-79, leading to rapid growth in the loan
portfolio.

However, many of these loans were utilized in unproductive
or less productive sectors, creating a challenge for repayment.
The post-pandemic slowdown in business activities, rising
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import cost and global economic uncertainties have increased
the risk of non-performing loans(NPL). In this context it has
become necessary to strengthen internal control mechanism,
improve credit risk management and ensure the sustainability
of the banking sector.

The banking sector has been intensely hit by the exogenous
shock caused by the COVID-19 pandemic, that triggered a
sharp decline in share prices. Furthermore, The financial
landscape for Banks and Financial Institutions (BFIs) in Nepal
has become increasingly challenging in recent years. While
the COVID-19 pandemic severely disrupted global and local
economies, Nepal Rastra Bank (NRB) — the country's central
bank — introduced a series of proactive and accommodative
measures to safeguard the real economy; however, without
providing direct relief or compensation to BFIs. Much of the
financial and operational burden of these interventions was
shouldered by the BFIs themselves, resulting in prolonged
stress on their profitability, asset quality and overall financial

health.

In order to mitigate the economic impact of COVID-19 during
FY 2076/77, NRB mandated a 2% interest rebate for majority
of the borrowers. NRB also retained a low Cash Reserve Ratio
(CRR) of 3% to ensure liquidity through a circular on Baisakh
16, 2076. At the same time, BFIs were permitted to provide
loans up to 100% of time deposits with a remaining tenure
of two years or more, encouraging aggressive, deposit-backed
lending practices. Although this provided short-term relief to
affected businesses and individuals, BFIs had to absorb the
loss, directly diminishing their interest income and poor assets
quality. Relaxation given during pandemic period has been a

big challenge for BFIs.
5. Loan Recovery Issues

Among the major problems and challenges faced by banking
sector in Nepal, the issue of loan recovery is considered a
significant one. The current situation of the economy after Gen-Z
protest is in sluggish state. Because of this the borrower’s income
generating activities have slowed down, resulting in declining
in their repayment capacity. Consequently, the quality of loans
has deteriorated. Banks have been facing increasing difficulties
in the recovery of both principal and interest from borrowers.
As a result, the number of non- performing loans has risen.
This problem has been seen not only in commercial banks but
also in development banks, finance companies, micro finance
companies and cooperatives. Due to the lack of an effective
loan recovery process, both the banks and government are
suffering losses. As a result, the financial situation of banks
has weakened. If such circumstances continue in the future,
loan recovery will remain on of the hectic challenges for banks.
Local government authorities are not supporting banks in
process of recovery actions, that is also an area of concern too.

6. Technology Adoption

The competition among banks accentuates the necessity to
implement Al technologies. Changes brought about by new
players like Fintech companies require traditional banks to
adopt Al in order to remain competitive in the marketplace.
Al enables banks to improve customer service, enhance
business processes, and develop new products. On the
contrary, Al adoption comes with significant costs regarding
data preparation, personnel training, and the technological
infrastructure itself, which are challenging for resource-
constrained banks to manage with aggressive competition
within the industry, financial players have little choice but to

embrace Al at an unprecedented pace, without which they will
lose the market to other faster-adopting rivals.

Despite these obstacles to implementing Al in banking,
there are enormous benefits to be gained, such as improved
efficiency, enhanced customer experience, and increased
security. Therefore, its implementation is imperative for the
evolution of modern banking. To take these benefits, however,
the banks must confront challenges in Al implementation,
such as being technologically prepared, safeguarding privacy,
dealing with sophisticated Al systems, and being affordable.

7. Lower investment in Productive Sector

The direction of a country’s economy can be understood by
examining how banks and financial institutions allocate their
credit whether toward consumption or productive sectors. The
increasing demand of loans to import goods such as food items,
clothing, vehicles, electrical appliances, smartphones and
luxury products indicates that the economy is becoming more
consumption oriented.

In contrast, sectors like agricultural production and export, hotel
and restaurants, tourism related agro products, construction,
handicrafts, production and export of goods, hydropower
projects development and export of information technology
related services have been relatively lower demand for loans.
This suggests that the economy is becoming less production
oriented.

Although the government/NRB has made some policy efforts
to direct the economy toward productive activities, progress
remains limited. According to the directives of Nepal Rastra
Bank, banks are required to invest at least 15% of their loan
portfolio in the agriculture sector, 10% in the energy sector
and 15% in the SMEs sector. However due to various internal
and external challenges, many Banks have struggled to fully
comply with these directives.

Currently in Nepal, there is significant potential for investment
in productive sectors such as agriculture, tourism, energy and
IT. Yet, due to the lack of clear government policies, practical
programs and physical infrastructure, it remains challenging
for banks to sanction loan effectively and earn adequate returns
in these areas.

Conclusion

The banking sector of Nepal is currently facing multiple internal
and external challenges such as excessive liquidity pressure,
lower interest rates, exchange rate instability, dangerous
looking NPL level, problem of shadow banking, poor financial
sector access especially in rural areas and the impact of global
geopolitical and economic changes. Despite various efforts by
the government and the Nepal Rastra Bank there has been a
slowdown in credit demand and overall investment activities.
Similarly, high competition, low return on equity, declining
profit margin and stiff competition have also created difficulties
for banks.

To address these challenges, it is essential to strengthen
institutional governance, improve supervision and regulation,
enhance risk management systems, promote transparency, and
focus on productivity-oriented sectors. Likewise, continuous
upgrading of banking technology, employee efficiency and
financial discipline are vital for sustainable growth and stability.
Sustainable and long-term development of Nepal’s banking
sectors requires coordinated efforts among the government,
Nepal Rastra Bank, BFIS, Employees, Entrepreneur, Customers
and all other stakeholders. ~ P>
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Financial Sector Reform Program (FSRP) in Nepal and
its Impact on the Performance of Nepal Bank Limited

Introduction:

Financial sector reforms are the activities
or initiatives taken by the government
and central bank to make financial sector
more efficient, inclusive andrisk resilient.
It is continuous process implemented in
order to improve the quality of financial
services and the functioning of financial
system as a whole. It may take several
years to complete the proceedings.

During the late 20th and early 21st
centuries, many countries particularly
in Asia and other emerging markets
undertook major financial sector reforms
to address banking crises, strengthen
regulatory frameworks, and align with
international standards such as those
set by the Basel Committee for Banking
Supervision (BCBS). Global financial
institutions like the World Bank and
IMF actively promoted reforms that
emphasized  prudential  regulation,
corporate governance, and modernization
of banking operations. Nepal’s financial
sector, which had long been characterized
by state dominance, weak supervision,
and high levels of non-performing assets,
could not remain isolated from these
global developments. In this context,
Nepal launched its own Financial Sector
Reform Program (FSRP) in the early
2000s, targeting systemic weaknesses
and aiming to restore stability, efficiency,
and competitiveness. As the country’s
first commercial bank and one of the
most distressed institutions at the time,
Nepal Bank Limited (NBL) became the
focal point of these reforms. Examining
the impact of these reform measures on
NBL offers valuable insights into how
global reform trends were localized
to meet Nepal’s specific challenges.
This article reviews how those reform
programs led primarily by Nepal Rastra
Bank (NRB) with support from the World
Bank, IME, ADB, and bilateral partners
shaped the route for enhancing NBLs
performance. It synthesizes evidence
from policy documents and supervisory
reports to trace changes in asset quality,
profitability, governance, and technology,
and to note remaining challenges.

Kamal Regmi

Manager

Nepal Bank Limited

Need of reform in financial

Sector of Nepal:

Nepal’s financial sector reform program
was initiated in mid 1980’s and it is
still being pursued. By the early 2000s,
Nepal’s banking system suffered from
political interference, weak supervision,
and very high non-performing loans
(NPLs). NBL and Rastriya Banijya Bank
(RBB) in particular faced severe solvency
and liquidity stress. In response, the
government adopted a comprehensive
Financial =~ Sector Reform  Program
(FSRP) in 2001-2002, alongside a new
NRB Act (2002) to strengthen central
bank autonomy and supervisory powers.
NRB is implementing financial reform
program via monetary policy every year.

Objectives of FSRP in Nepal:

The financial sector reform program
in nepal aimed to improve overall
performance and governance of nepalese
financial institutions. The specific
objectives of program were:

1. To cope up with the threats of global
competitiveness in carrying out the
financial services.

2. To increase the qualitative and

quantitative performance levels of
BFlIs.

3. To establish and improve internal
management system, risk analysis
practices and governance levels

within the BFTs.

4. To reform and address the legal
shortfall associated with regulation

5. To provide a wider range of financial
services at lower costs while
minimizing financial risks to a large
number of customers.

6. To induce investment, increase
employment  opportunities  and
productivity, achieve growth targets
and attain overall macro-economic
development.

Reform instruments applied to
NBL and their impact:

Financial sector reform was mostly
intended to improve the strength and
performance of government sector banks

specially NBL and RBB. From standpoint

of NBL, it started with the apointment
of an ICC Consulting management team

at NBL on 21 July 2002. Afterwards, the
reform measures at NBL included;

(i) Appointment of an external
professional management team to
stabilize operations and prepare the bank
for resolution/privatization options: The
appointment of an external management
team (ICC Consulting, July 2002) helped
break the cycle of political interference
and mismanagement that had plagued
NBL. This professional oversight restored
operational  discipline, implemented
modern management practices, and
set the foundation for restructuring. It
also boosted stakeholder confidence
including depositors, regulators, and
development partners that the bank
could stabilize and return to viability.

(i1) Aggressive NPL resolution and
provisioning: Before reforms, NBL's
non-performing loan (NPL) ratio was
among the highest in South Asia (around
58% in 2003). Through stricter loan
classification, recovery drives, write-offs,
and provisioning, the bank drastically
reduced its NPL ratio to below 6% within
a decade. This strengthened its balance
sheet, restored financial soundness, and
signaled improved credit discipline in
Nepal’s banking sector. It also created
room for the bank to expand new lending
on a healthier foundation.

(iii) Recapitalization and balance-sheet
cleanup measures:  Recapitalization
and cleanup allowed NBL to absorb
legacy losses and meet regulatory
capital adequacy requirements. Rights
share issues, conversion of government
borrowings, and provisioning
adjustments strengthened its capital
base. These steps ensured compliance
with prudential norms, safeguarded
depositors, and provided a platform for
sustainable growth.

(iv) Modernization of systems and
processes: The reforms introduced a
technology transformation, including
the adoption of a core banking system
(CBS),  computerized  accounting,
and better management information
systems (MIS). These changes improved
transparency, risk management, and
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efficiency. Customers benefited through
modernized  banking services like
electronic transactions, faster processing,
and enhanced accessibility, which
aligned NBL with emerging competitive
standards in Nepal’s banking industry.

(v) Strengthened governance under
strong  NRB  supervision: NRB’s
enhanced supervisory authority after
the 2002 NRB Act meant NBL was
subject to stricter prudential regulation
and monitoring. This reduced political
caplure, enforced accountability,
and required the bank to adhere to
international norms such as Basel-based
and provisioning
standards. Stronger governance improved
investor confidence, reinforced internal
risk management, and promoted long-
term institutional stability.

loan classification

Improvements  visualized in
NBL’s Performance:

Aforestated reform programs applied in
NBL created multi-dimensional effect in
the strength and performance. It boosted
the confidence of all stakeholders of the
bank to make it more stronger and risk
resillient. The main visible improvements
are highlighted as following:

1) Asset quality and solvency effects

The most visible improvement was
in asset quality. According to World
Bank restructuring documents, NBL's
NPL ratio fell from roughly 58%
(mid-July 2003) to about 5.3% seven
years later, reflecting intensive loan
classification, recovery, and write-off
efforts alongside tighter supervision.
This change materially reduced
expected losses and capital strain.

2) Operational and financial performance

World Bank progress reports during
the restructuring period note that, after
external managers took control, both
NBL reduced operating losses and
improved cash flows, reversing years
of deterioration. However, at a whole-
project level the Financial Sector
Restructuring Project later received
a mixed evaluation illustrating that
while bank-level turnarounds were
achieved, broader systemic outcomes
were uneven. For NBL, the operating
turnaround, falling NPLs, and better
provisioning translated into improved
profitability and resilience relative to
the pre-reform baseline.

3) Governance and supervisory discipline

strengthened NRB’s
authority and introduced a more rules-
based supervisory approach (e.g.,

The reforms

loan classification and provisioning
standards, enforcement actions). For
NBL, this meant closer oversight,
time-bound corrective programs, and
performance benchmarks under the
restructuring framework mechanisms
that curbed political interference
and forced operational discipline
compared with the 1990s.

4) Technology and service modernization

Reforms were not only about
balance sheets. NBLs “technology
transformation” began under the
World Bank/DFID-supported
program,  with  the  external
management team catalyzing core-
banking implementation (e.g., CBS
“NEWTON”  and  “PUMORI"),
electronic operations, and process
automation. These steps supported
scale, internal controls, reporting,

and customer service modernization

through the 2000s and 2010s.

5) Recapitalization and liability management

As legacy losses were recognized,
NBL undertook capital measures
(e.g., rights share adjustments and
government-linked conversions of
obligations), consistent with a multi-
year cleanup. Public documents from
the bank note government decisions
around treatment of borrowings and
share adjustments during the post-
reform period, aligning the capital
base with prudential norms.

Major Challenges in FSRP success:

Financial =~ Sector Reform Program
Implemented in Nepal through four
phases got considerable improvement
in the financial performance of specially
state owned commercial banks like
Nepal Bank Limited. But, due to some
hurdles and challenges program was
unable to produce expected results.
Major challenges of program are:

e Lack of Government commitment
to change its basic mindset towards
state owned BFIs.

* Absence of action program to
introduce drastic changes in the
managerial culture to ensure that
managers were professionals with
autonomy and accountability.

* Financial  accounting is  in
implementation phase and not fully

according to international standards.
® MIS & record keeping in basic stage

* Governance and management are
highly politically driven and lacking
a commercial focus.

Lessons learnt from FSRP:
FSRP implemented from 1980s made

tangible achievements in developing
legal and regulatory frameworks along
with flourishing FIs in Nepal. The reform
also highlighted the role of private sector
by reducing the dominance of state-
owned banks. But the program failed
to alter the fundamental weakness of
the Systematically Important State-
owned banks such as weak governance
and management, inadequate risk
management, Deficient staff skills and
redundancy and highly politicalized labor
unions. Financial distress happens in
state-owned banks when the government
intervenes for political motives. So, it is
better to privatize the state-owned banks.
Internal development agencies are the
driver of finance sector reform program
and their continuous engagement is
inevitable. Capacity of NRB is key to
the success of FSRP Structuring via
external management is not sufficient
and effective without proper coordination
between government and donors.

Conclusion:

Financial reform programs since 2001
fundamentally changed Nepal Bank
Limited’s trajectory. The combination
of external professional management,
enforced prudential standards, and
technology upgrades reduced NPLs,
restored operating performance, and
improved governance compared to the
pre-reform era. While system-wide
reforms received mixed scores at the
project level, NBLs bank-specific
outcomes especially the dramatic fall
in problem assets and modernization
of operations stand out as concrete
successes. The  enduring lesson
is that autonomy for supervisors,
credible management, transparent loss
recognition, and investmentinsystemsare
mutually reinforcing. Despite significant
progress, sector-wide analyses caution
that headline NPL and capital figures in
Nepal can be flattered by practices like
evergreening and under-provisioning,
implying ongoing supervisory vigilance
is essential. For NBL, sustained attention
to risk management, governance quality,
and independent credit processes
remains critical to lock in reform gains
particularly through economic cycles. To
preserve these gains, NBL must continue
to strengthen credit underwriting,
provisioning  discipline, governance,
while NRB maintains firm, risk-based
oversight. >>  pg.l4
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Polycentric Governance for Nepal's Banks: Lessons from Hierarchical Models

Nepal's banking industry plays a
vital role in supporting its developing
economy. For years, it's been run
through a centralized system led by
the Nepal Rastra Bank (NRB), which
oversees regulations, monitoring, and
monetary strategies. This approach
has had some real wins, like ensuring
stability with tough inspections,
requiring at least 11% total capital
and following Basel III guidelines for
managing risks. As of 2025, there are
20 commercial banks operating, adding
roughly 5-6% to the nation's GDP and
helping achieve financial access for
adults, estimated around 61% based
on recent surveys. Recent policies
have pushed for more digital tools and
recovery efforts after the pandemic
(Nepal Rastra Bank, 2022).

This centralized setup has shown some
serious cracks, such as common insider
misconduct, lack of clear reporting,
shaky internal checks, poor board
effectiveness, and often combining the
roles of chairperson and CEO, which
sparks conflicts and erodes confidence
(Bhatta, 2023; Ghimire, 2023). Take
the 2023 cooperative meltdown,
for example—it revealed how lax
oversight let poor management and
scams spread, causing embezzlement
of around Rs. 87 billion across about
40 cooperatives, hurting depositors and
sparking demands for official probes.
These problems get worse with Nepal's
move to federalism back in 2015,
dividing power among seven provinces
and 753 local bodies, but keeping
banking mostly under central control,
which doesn't match local economic
differences or credit demands (World
Bank, 2024).

Learning from these issues, this
paper pushes for a shift to polycentric
governance. In this model, various
interconnected groups, like the NRB,
regional regulators, independent bank
directors, local cooperatives, and
private players—team up to build a
more robust, efficient, and flexible
system (Ostrom, 2010). Drawing
from Elinor Ostrom's ideas on
handling shared resources, polycentric
setups encourage self-management
and healthy competition among

Prof. Tara Prasad Bhusal, PhD
Central Department of Economics
Tribhuvan University

participants (Ostrom, 1990). History
shows this worked in places like
Scotland and Canada during their free
banking periods, where banks formed
voluntary networks to handle crises
and keep things stable without a single
dominant authority (Hendrickson et
al., 2017; Boettke & Coyne, 2016). In
Nepal, similar ideas have succeeded in
other areas, such as coordinating relief
after the 2015 earthquake, where local,
provincial, and national teams worked
together for better results than a strictly
top-down effort (Poudel, 2023). It's
also helped with renewable energy
initiatives, where community groups
and businesses have boosted access
in remote spots like Karnali Province

(Bushley, 2014).

By pulling together insights from
various studies, this work explores
how polycentric methods can fix the
flaws in centralized systems by sharing
information, aligning motivations,
and allowing quick adaptations to

When it comes to

ArA

challenges like recessions or disasters
(Cole & McGinnis, 2014). It covers
potential hurdles, such as coordination
snags or skill shortages at lower levels,
and suggests layered structures where

the NRB still handles big-picture
stability. The upsides include steadier
overall economy, fewer widespread
risks, and better access to finance in
rural areas. This paper offers practical
steps for testing polycentric ideas,
stressing the need for real-world
assessments to shape a more responsive
banking framework amid Nepal's
federal changes.

Keywords: polycentric governance,
hierarchical models, Nepal banking
sector; corporate governance, financial
stabrlity, federalism

choose

NIC Insurance

® Motor Insurance

L Property Insurance

* Home Insurance
® Aviation Insurance
» Engineering Insurance

® Agriculture Insurance
® Marine Insurance




16 NEBEU SANDESH Volume 10 Tssue 2 2082 KARTIK

BE INSURED Translervour Risk
[ ge |

AEART qa e, S e, (T S, SR sdge, ST, TR,

TUTel HrAT@A, IAAEUY, BISATST, BIeT &1 ¥ U =5
e, T - RIS, T 7, ¥ILEYIY  Email: info@rbel.com.np, Website: www.rbcl.com.np

3/d Totf HIDI AT ...
[F5H3 AT & HaEE e SMAG...

~
®

oo o 091-YR839R a;n-ﬂ-

_ Voor= ¥

® T3 HAT TAS! Sl AAUT e BT T AU A W, 02 forafor gen FwawT et
® T AOTEH! 400, FA Sl @ Jy AT FEH Hol WAt @ FaT e 33.33% HE
» Tl FrETETE Soi gaTg

TRATHY AT 91 <. mmﬁ{?ﬁ GRIE]
— A fafa R0 g@tw R TAH fam AT A FFHT

e THAT g1, ST, favara G asgare SeAe ISt 9T
et 5." JJ—O_J” JFJ Ul | o eI a99 TE9 T, ACRAT A9 A%
. it Sugacpul [N | 8 FHAR gt qware aifd® 9918 qfeq qao

Contact: 9763681821, 98600480

FAFTAG! YHABTHAAT qH TGt |

& NEW A TO Z MOBILE HOUSE

-change | SALES & REPAIR | © 9857625777 "'

lqmnuqﬂ H}e gl 10,888/~ 7Y s

vivo R ([Gpro) samsune ¢ moee EVEE Vvivo CRENED (RNGRES

Milanchowk-6, Sundarbazaar Mobile: 9857625777

Proprietor: Balkrishan Shrestha .
Lamjung 9816181577




