CHAPTER-I
INTRODUCTION

1.1 Background of the Study

The economy of Nepal was closed and isolated b&fo@g BS. After the establishment
of democracy in 2007 BS, Nepal adopted mixed ecan@alicy which continued even
after the political change in 2017BS. After theabishment of multiparty political
system in 2046 BS, Nepal pursued liberal, openraatket oriented economy. Foreign
direct investment is promoted in almost all sestav/ sector of the economy, including
the development, operation and management of infictare like road, transportation

and electricity, especially hydroelectricity of whithe country has immense potentiality.

For the all-round development of the country, higeeonomic growth is necessary.
Nepal has a policy to attain higher economic grobgyhbroadening and strengthening
stability and fiscal discipline which are given dmagis so as to make the economic
development process sustainable and sound. ledtw convert rural areas into the focal
point of development through the participatory depment and rural empowerment
procesgShrestha, 2009:45)

For the development of country, financial instibutiis considered as the catalyst to
economic growth of the country. Banking is a vpalt of the national economy and a
vehicle for the mobilization of economy’s financralsources and extension of credit to
the business and service enterprise. Commercidésbare the heart of the financial
system. They hold the deposit of the individualyegoment establishment and business
units. They make funds available through their legdand investing activities to
borrower, individual, business firms and governmesiablishment. In doing so, they
assist both the flow of goods and services from gheducers to consumers and the
financial activities of the government. They pravi@ large portion of medium of
exchange and they are the media through which rapnpblicy is affected. These facts
show that the commercial banking system of theonais very important to the

functioning of its econom{doshi, 2009:230).



In general bank is an institution, which deals ionmy, receiving it on deposit from

customers, honoring customer’'s drawings the depmminst such deposit on demand,
collecting cheques for customers lending or inwgstsurplus deposit until they are
required for repayment. Bank plays the mediatoe rbetween the depositor and
borrower. Development of the bank history in Nefigks many other countries,

goldsmith, merchants and money lender in the anhtiere. Tejrath Adda established in
1880 during the tenure of the then Prime Ministan&ddip Singh was the first step
toward the institutional development of bankingNiepal. Tejrath Adda didn’t collect the

deposit from the public but gave loans to employaed public against the bullions

(Pandey, 1994:234).

The concept of Bank in Nepal was introduced whenfitlst commercial bank, Nepal
Bank Limited (NBL) was established in Kartik 30,999BS as a semi government
organization. In Baishakh 14, 2013 BS the firsttc@rbank named as Nepal Rastra Bank
was established with the objectives of supervisprgtecting, and directing the function
of commercial banks and other financial institusoactivities. With the growing
activities of the country, the necessity of an addicommercial bank was realized in the
country. Consequently another commercial bank fallsned by the government named
as Rastriya Banijaya Bank was established in 2032 &part from this, NIDC was
established in 2016 BS and Agriculture Developnizenk established in 2024 BS and
other development bank and financial institutioagsehbeen continuing to establish and

contributing to the economy and banking traditioNiepal(Poudel, 2009:120).

Only in 2046 BS after re-establishment of democradlog government took the liberal
policy in a banking sector. As an open policy ofpbiese Government’s to get
permission to invest in banking sector from privaied foreign investor under
commercial bank act 2031 BS, different private Isaake getting permission to establish
with joint venture of other countries. Nowadays 8&@mmercial banks operating in

Nepalese financial market along with 9 joint vertwith foreign banks.

Today demand for credit has almost reached a glat®m the traditional sectors.
Consequently, the banking system is over huge hgthdity. This has compelled banks
to scrutinize of alternative avenues to displayrthends and thus emerged the concept of

retail banking.



Retail banking implies executing banking transawiavith a large number of customers
with relatively low business volume. Today, rethdnking is not confined offering
standardized product and services. It extendssmdeg, development and marketing of
customized products. In fact retail banking hasayodecome the jewel of the banking
industry. It is undergoing continuous evaluatioheTobjective of the retail banking is to
provide its target market customers a full rangefio&ncial products and banking
services, giving the customer to one stop windowalb his/her banking requirements.
The products are backed by world class servicesdahdered to the customers through
the growing branch network as well through altauedy delivery channels likes ATMS,
e-banking , ABBS Services and SMS banking (Brigl&ar&hrhardt,2007: 435).

Retail banking changes the relationship betweekdand customers, changing business
models, cost relations, customers relations, iatemr of global financial markets,
technology convergence and incessant introduaifomew products and services more
discerning, demanding and less loyal customers teee®me the important changed
diverse across the globe. The focus of retail bamkias thus been constantly evolving. In
the early 90s it was “product focus”, in the lafis9t was “sales focus” and by 2000s it

become “price focus” and today, it is relationstirpven.

1.1.1 A Brief Introduction of Selected Commercial Bnks

1.1.1.1 Nepal Arab Bank Limited (NABIL)

The arrival of NABIL Bank in Nepal on the 12th aily 1984 through a joint venture

with Dubai Bank Ltd. under a Technical Service Agnent (TSA), marks a new dawn in
the Nepalese banking industry. What is more adr@rasbwith the opening of then Nepal
Arab Bank Ltd, Customer Service or marketing tookJdurn. That in substance

accelerated the evolution in banking products andices thereafter in Nepal. The bank
commenced with a team of about 50 staff membersRm®8 million as capital. From

the very inception in 1984 as the first joint vaetbbank to commence operations in
Nepal, NABIL has been a leader in terms of bringimg very best international standard

banking practices, products and services to themat

Today the banks mission is to be the Bank of 1 @hao all stakeholders. For the
customers, the bank craves to be the first choiecedeting all financial requirements, for

shareholders the bank wants to be the investmerhoice, for Regulators to be an
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example of a model bank, and wants to be an oulistgrcorporate citizen in all the
Communities and finally to be the first choice asemployer with whom to build a
career.Today NABIL Bank is a leader in the finahsictor in Nepal with a network that
has 26 points of representation spread acrossatenncomplimented by a network of
ATMs and now NABIL Net and NABIL Tele the ease ofcass of accounts and
information for our customers has never been moreenient. NABIL is a full service
bank providing an entire range of products andisesy starting with deposit accounts in
local and foreign currency, Visa and MasterCardod@nated in rupees and dollars, Visa
Electron debit cards, Personal Lending productsAforo, Home and Personal loans,
Trade Finance products, Treasury services and Catgp&inancing. NABIL aims to be
able to meet entire gamut of financial requireméhéd is why the banks prides itself in
being '"Your Bank at Your Servicgtww.nabilbank.com).

1.1.1.2 Everest Bank Limited (EBL)

Started its operations in 1994 with a view and clibye of extending professionalized
and efficient banking services to various segmehthie society. The bank is providing
customer-friendly services through its Branch Nekwvd\ll the branches of the bank are
connected through Anywhere Branch Banking SysteBB@®), which enables customers
for operational transactions from any brancheshVdit aim to help Nepalese citizens
working abroad, the bank has entered into arrangEmeith banks and finance
companies in different countries, which enable kuanittance of funds by the Nepalese
citizens in countries like UAE, Kuwait, Bahrain, @8 Saudi Arabia, Malaysia,
Singapore,UK.Bank has set up its representativieesffat New Delhi (India) to support
Nepalese citizen remitting money and advising bagkelated services. (www.ebl.com)

Catering to more than 5 lacs customers today, Bv&ank Limited (EBL) is a name you
can depend on for professionalized and efficiemiklvay services. Founded in 1994, the
bank has been one of the leading banks of the goantl has been catering its services
to various segments of the society since then. \8ligmts from all walks of life, the bank
has helped develop the nation corporately, agtcallly and industrially. So one can say

with all earnestly that Everest Bank Limited idyra Nepalese bank.



Joint Venture Partner

Punjab National Bank (PNB), our joint venture parttholding 20% equity in the bank)
is the largest nationalized bank in India. Withptesence virtually in all the important
centers at India and over 6000 ATM counters, Pumjaltional Bank offers a wide
variety of banking services which include corporated personal banking, industrial
finance, agricultural finance, financing of tradedainternational banking. For its
excellence in banking services, it was recently rde@ the "Best Bank Award

2011"amongst all banks in India by the leading ooate magazine, Business India.

1.1.1.3 Kumari Bank Limited (KBL)

Kumari Bank Limited came into existence as theséfith commercial bank of Nepal by
starting its banking operations from Chaitra 2152®.S (April 03, 2001) with an
objective of providing competitive and modern baugkservices in the Nepalese financial
market. The bank has paid up capital of Rs. 1,&ZB(®0 of which 70% is contributed

from promoters and remaining from public.

Kumari Bank Ltd has been providing wide - rangemaidern banking services through
29 points of representations located in variousamrtand semi urban part of the
country, 20 outside and 9 inside the valley. Thekla pioneer in providing some of the
latest / lucrative banking services like E-Bankemgd SMS Banking services in Nepal.
The bank always focus on building sound technoldgyen internal system to cater the
changing needs of the customers that enhance bigiioct and value. The adoption of
modern Globus Software, developed by Temenos NViz8Wand and arrangement of
centralized data base system enables customerki® mnghly secured transactions in any
branch regardless of having account with partichtanch. Similarly the bank has been
providing 365 days banking facilities, extended Kiag hours till 7 PM in the evening,

Utility Bill Payment Services, Inward and OutwarerRittance services, Online remit

Services and various other banking services.

Visa Electron Debit Card, which is accessible itirerVISA linked ATMs (including 35
own ATMs) and POS (Point of Sale) terminals botiNepal and India, has also added
convenience to the customers. The bank has beenabkt recognition as an innovative

and fast growing institution striving to enhancestomer value and satisfaction by



backing transparent business practice, professio@elagement, corporate governance

and total quality management as the organizatiomsgion(www.kbl.com)

1.2 Focus of the Study

There are various types of assets and liabilitesvery enterprise to run smoothly. One
of the most important assets is current assetghwkirequired to meet the daily or short-
term obligation. Like equipment, manpower, etcaitet banking and other creditors to
identify the productivity is the major component fiaily operation. In the absence of
retailer banking other things are useless. Retbidgeking is that portion of total assets,
which circulates from one to another in the ordmaonduct of business. Retailer
banking management is a crucial aspect of finanamnagement including the
administration of all aspects of the current asset current liabilities, which plays vital
role for success or failure of organization. Thisdy focuses on the various aspects of
the Retailer banking management. This study coteescurrent assets management
policy, current assets utilization and current esstucture. Moreover, this study focuses
on the finding of thieenterprise for achieving goalBhe study will be mainly focus of
the study to the shareholders, retailer Banking ather creditors to identify the
productivity of their funds and to measure the resdsociated with liquidity in the
sampled banks. Likewise other financial agencigg, #ock exchange and stock brokers
are also interested in the liquidity and profitabilnanagement of bank, as it has been
listed in the stock exchange market. Besides thdma, study will also help the
management of the banks to synchronize the liquigith the profitability and to make
policy that can tussle with the competitors. Thedgtwill also be equally significant to
the central bank to formulated the new liquidityipg as there are certain loopholes as a
result the chances of bankruptcy has been regaadethie main problem of financial

institutions in these days.

1.3 Statement of the Problem

After the introduction of the liberalization policgnany banks, financial institutions and
other institutions are established rapidly. Thessysd many commercial banks,
development banks and financial institutions arerafing their works to assists the
process of economic development in the country. uge high competition among

financial institutions, the collected huge amounnf public is comparatively lower than



fund mobilization and investment practice of caketfunds. So it raised the problem of
investment and proper mobilization activities phatal role in utilization of collected

funds and overall development of economy of thenat

If the funds are wrongly invested without thinkiagy financial risk, business risk and
other related facts, the bank cannot be able taimlis target. Fund mobilization policy
may differ from one bank to another bank but thereno optimum utilization of

shareholders fund to have greater return in ank.bRB has also significant role to
make commercial bank mobilize their fund in propector for this purpose. NRB
imposed the rules and regulation so that commebaiaks and financial institution can
have sufficient liquidity and security. Though madtthe commercial bank and other
financial institution have been successful to éhmprofit from fund mobilization, none

of them seem to be capable to invest their entinel in more profitable sector.

As the major motive of the bank and financial gion is to earn more profit, they want
to distribute the deposit on loans and advanceifbereht sectors. These days, most of
the banks and financial institutions are moving do¥g the retail banking. This study
attempts to answer the following questions.
* What is the position of Retail Banking of selectednmercial banks?
* What is the future prospect of Retail Banking ipkié
* What problems are being faced by commercial bankg ather financial
institutions to provide Retail Banking service?
* Why the consumers are not getting benefit of théaiR8anking provided by
banks and other financial institutions?

* What types of Retail Banking products are presdritaethe consumers?

1.4 Objectives of the Study
The key objective of this study is to examine tilgasion of the retail banking of the
selected commercial banks. Beside this the studyhefollowing specific objectives:

* To explore the existing situation of retail bankingNepal.

* To analyze the retail banking trend in Nepal.

* To identify and analyze the problems and prospefttstail banking through

the opinion of stakeholders.



* To provide suggestion and recommendation on thes lmdsfindings of the

study.

1.5 Significance of the Study

Retail banking is one of the important means ofd&unitilization of banks and other

financial institutions. For Nepal it is extremelgw and emerging concept. In the last five
years some Nepalese bank adopting the retail bgnéomcept to grab the high and
middle level consumer of urban areas and sust&rbémk’s profitability, are causes of
slowdown of corporate lending. So, an independtrdysin this sector will help people

find their way to solution for their investment.

The significance of the study can be highlightet&sw:

* It is also beneficial for the government while fadating policy and rules
regarding the credit policy.

* The study of retail banking provides informatiorr fine management of the
concerned banks that would be helpful to take ctisre actions in the banks
activities.

* This study provides valuable information that isessary for the management of

the banks, shareholders, general public and refsees.

1.6 Limitations of the Study
The study has certain limitations which are givetot:

» This study is based on secondary as well as prirdatg. Relevancy depends
upon the data provided by the banks.

» This study has been carried out for the partidilliment of the requirement of
Master’s degree, faculty of management of TU. &etand resources are major
limitation of the study.

* Only three commercial banks among 32 have beegtsdl@as sample for study.
Which are Nail, EBL and KBL.

* This study is focused on only three product of irdianking among the many
products offered by the banks.

» This study is covering the last five year from fiseal year 2007/08 to 2011/12.



1.7 Organization of the Study

The study has been divided into five chapters bovs:

Chapter I: Introduction

It deals with the introduction of the main topic thle study like general background,
statement of the problems, objective of the stuuohgitation of the study, review of

literature and organization of the study

Chapter Il Review of Literature: This chapter deals witis devoted to theoretical
analysis and brief review of related and pertinktgrature available. It includes a
discussion on the conceptual framework and reviethemajor studies in general.

Chapter Ill: Research Methodology
It describes research methodology employed ingtudy i.e. research carried out in this
size and shape. For the purpose various finanoglséatistical tools and techniques are

defined which is used for the analysis and presientaf data.

Chapter IV: Presentation and Analysis of Data
This chapter is the major part of the whole studyvhich all the collected relevant data
are analyzed and interpreted by the help of thieréifit financial and statistical tools.

Major finding of the study are explained

Chapter V: Summary, Conclusion and Recommendations
It contains the summary of the study, conclusiod mcommendations on the basis of

the finding of the study.



CHAPTERK-II
REVIEW OF LITERATURE

This chapter is basically concerned with reviewlitgfrature relevant to the topic Retail
Banking of the Commercial Banks in Nepal. Reviewlitdrature is to develop some
expertise in ones are to see what contributionbeamade by the researcher? What other
people have written about the topic? what theohiage been advanced? And which
approaches are being taken by other researcheus #it@otopic? Their relevant finding
issues, arguments legist and suggestion do prdaheleapless guide line to go further
depth of the study-so there has to be continuitesearcher if we have answers already,
we do not need to ask the questions again. Thipteh&ighlights the literature that is
available in concerned subject as to my knowledggearch work, and relevant study on

this topic, review of journals and articles andiegvof thesis work performed previously

2.1 Conceptual Framework

2.1.1 Concept of Commercials Banks

Commercial banks are those, which pool togetherstéinng of the community and

arrange them for the productive use. They acceposits from the public and provide
same deposits to the public as loan and advancdact, they circulate the money and
create credit. The concept of the commercial banéide the economy strong. And now
it's playing important role to make country econoatly strong. According to the

Black’'s law Dictionary “Commercial Bank” means ankaauthorized to receive both
demand and time deposits, to engage in trust ssvio issue letter of credit, to rent
time-deposit boxes, and to provide similar servid@emmercial Bank means a bank
which operates currency, exchanges transactionsepte deposits, provides loan,
perform, dealings, relating to commerce exceptbidneks which have been specified for
the co-operative, agricultural, industry of simitdher specific object (Bhandari, 2003:5).
Hence, the term commercial bank is used taking mgaof all banking habits. That's

why joint stock banks, member banks, and creditkbamre frequently used

interchangeably with the term commercial banks. Bus different than central bank.

Central Bank cannot be interchangeable with otheks. In this way, a commercial bank
is different from a central bank. While the primatyjective of a commercial bank is the

maximization of profit the central bank is primgritoncerned with the effects of its
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operations on the functioning of the economy. Muezpwhile there may certainly be
many competing commercial banks, there exist only @entral bank in a country. While
the commercial banks compete against each othercehtral bank comes out if any;
ordinary banking business for the general publicomplete if confines itself mainly to

controlling the operations of the banking systeraaantry.

2.1.2 Function of Commercial Banks

Banks can be defined according to the functiong geform. A bank is established with
the prime objective of profit maximization. To aehe this, the bank carries out
functional activities, principally, commercial bankaccepts deposits, provide loan,
primarily to business firms thereby facilitatingettiransfer of funds in the economy.
Although, in the yester years banks were viewedcagptor of deposits then provider of
loan, but modern commercial banks have to perforarall development of trade,
commerce, industry, agriculture including suppdotspriority and deprived sectors. The
growing bank needs and habits of people and cothygenvironment has made the
banking sector challenging and their operation oarbe underemphasized in present
context of market globalization. Hence, a bank mommercial institution licensed as a
taker of deposits, concerned mainly with the making receiving payments on behalf of
their customers, accepting deposits, creating ma&y making short-term loans to
private individuals, companies and other organirati

Although profit maximization is a major objectivé @commercial bank, to achieve this
objective commercial bank performs various fundiamder the mandatory rules and
regulations and directives of NRB and the Bankind financial institution act 2063.

I.  Accepting Deposits: -Accepting a deposit is the most important functafn
commercial banks. Commercial banks collect moneynfithose who want to
deposit in different types of accounts such as:

* Fixed Deposit Account
» Current Deposit Account

» Saving Account

II.  Advancing of Loans: -Commercial banks provide the loans required oritted
various sectors of economy such as industry, trageculture, business-deprived
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sector etc. In this way bank creates credit faeditlt provides loans from various

procedures in different form such as:

* Overdraft

» Cash Credit

» Direct loan with collateral

» Discounting of bills of exchange

* Loans of money at call and short notice

[I. General Utility Functions: - Commercial banks also perform general utility
functions such as:

» Issuing of letter of credit to its customers.

* Issuing of bank drafts and travelers cheque eictrénsfer of funds from one
place to another.

» Dealing in foreign exchange and financing foreigade by accepting or
collecting foreign bills of exchange.

* Serving as referred to the financial standing aretlic worthiness of its
customers.

» Underwriting loans to be raised by public bodied aarporations. Providing
safety vaults of lockers for the safe custody dbi@bhles and securities of the
customers.

* Acting as a trustee and executing the will of teeahsed.

* Remittance of money

IV.  Agency Function: - Apart from the above functions, commercial banksoal
perform agency functions for which they act as agew claim commission on
some facilities such as:

» Collection of customer’'s money from other banks

* Receipt and payment of dividend, interest.

» Security brokerage service.

* Financial advisory service.

* To underwrite the government and private securities

2.1.3 Definition of Retail Banking
Retail banking is a key component of the bankirdustry. Retail banks only work with

consumers, not businesses. Retail banks allow omgrsuto purchase homes, cars and
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consumer products by providing mortgages and lodns.this way, they provide

needed liquidity to keep the economy growing.

Retail banks provide a safe place for people toosdiépheir money by offering savings
accounts, CDs (certificates of deposit) and otheainicial products. Retail banks also
provide checking accounts. All of this can be damdine, which has become an
important added convenience. Retail banks primamgke money by charging
higher interest rates on their loans than theyfpageposits.

“Retail banking is typical mass-market banking véhérdividual customers use local
branches of larger commercial banks. Services @dfenclude: savings and checking
accounts, mortgages, personal loans, debit candslitccards, and so” The Retalil
Banking environment today is changing fast. Thehanging customer demographics
demands to create a differentiated application dase scalable technology, improved
service and banking convenience. Higher penetratibechnology and increase in
global literacy levels has set up the expectatiohshe customer higher than never
before. Increasing use of modern technology haghdur enhanced reach and
accessibility(James: 1987: 163)

2.1.4 Introduction of Retail Banking

This Retail Banking introductory level training ¢ea aims to provide delegates with an
introduction to retail banking in all its elemenRetail banking offers a huge range of
services to a wide variety of clients and the skikeeded to operate and run a retalil

banking operation remain many and varied.

The recent liquidity crisis has added additionallgnges and will change some banking
practices permanently. As clients, shareholdersragdlators seek reassurance that their
institution is soundly based, the need for up tie d&ills has never been greater.

This Retail Banking - Introduction training couisedelivered using a mixture of

structured lectures, delegate discussions and igabatase studies so delegates can
improve their skills by direct learning, throughogp discussions and by sharing their
own experiences as well as those of the expertetrairhe trainer will encourage active

debate at all times to ensure that delegates &d@bain the maximum benefit from the

13



course. The case studies will be tailored to m#telmix of ability and experience of the
delegates attending the course ensuring that thenges all have direct and actual

relevance to the group’s individual working envinognts.

Retail banking is, however, quite broad in naturerefers to the dealing of commercial
banks with individual customers, both on liabiktiand assets sides of the balance sheet.
Related ancillary services include credit cardsdepository services. Retail banking
refers to provision of banking services to indiatkiand small business where the
financial institutions are dealing with large numloé low value transactions. This is in
contrast to wholesale banking where the customees large, often multinational
companies, governments and government enterpriseth@ financial institution deal in

small numbers of high value transactions.

The concept is not new to banks but is now viewsedraimportant and attractive market
segment that offers opportunities for growth anafifs. Retail banking and retail lending
are often used as synonyms but in fact, the latgrst the part of retail banking. In retail
banking all the needs of individual customers aieen care of in a well-integrated
manner.
Today’s retail banking sector is characterizedHrgé basic characteristics:

* Multiple products (deposits, credit cards, insumndénvestments and

securities)
* Multiple channels of distribution (call center, bch, and internet)

» Multiple customer groups (consumer, small businasd,corporate).

2.1.5 Present Status of retail banking in Nepal

Nepalese banking industry has been suffering ang& competition because of entry of
new banks and many financial institutions. This leasthe banks to operate under thin
interest spreads, declining margins and risingsctiss was not the case until two years
ago. Banks were enjoying a lot of business becaifisexpansion in the economy.

Although the country was suffering from home wag gosition of the commercial banks
was not affected by it to a large extent. Banksraw trying to reduce their risks by

diversifying their portfolio and having a thrust short-term retail earnings rather than
blocking funds in riskier medium and long-term learsome banks also developed
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consumers finance and housing finances product hwviiere no the favored subject
matter for them. They were possible avenue to angimasiness in the current context.

Consumer financing appears to be a viable alterm#&bi cope poor credit off takes.

In retail banking one of the major problems facgdhe banks is the queue problem. The
size of queuing will differ from hour to hour andydto day. to overcome such a obstacle,
banks must ensure that adequate staff is avaitabheean all the branches. The major
problems faced by Nepalese bankers in providirgldeanking services are as follows:
 Problems of managing large number of clients, sititesystem are not
sufficiently robust.
» Rapid evolution of products which seem to lead dimplications.
* The costs of maintaining branch network and hagdinge number of low value
transactions that tends to be relatively high.
» Political instability is showing large impact dmetnational economy of financial
institutions

* Rising liquidity problems in Banks and financiasiitutions.

In sum, Retail banking today is having a greatgmes on Nepalese banks. If the bankers
will be able to come some of its drawbacks, theraa doubt that it will have a great
impact in the future days too.

2.1.6 Benefits of Retail Banking

Traditional lending to the corporate are slow mgvatong with high NPA risk, treasure
profits are now loosing importance hence Retailkdamnis now an alternative available
for the banks for increasing their earnings. R&aihking is an attractive market segment
having a large number of varied classes of custemBetail Banking focuses on
individual and small units. Customize and wide raggroducts are available. The risk
is spread and the recovery is good. Surplus depleyands can be put into use by the
banks. Products can be designed, developed ancttedrés per individual need®eter,
1987: 179)
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2.1.7 Scope for Retail Banking in Nepal

The efficiency of operations would provide the catmive edge for the success in retail
banking in coming years. The customer retentiofiparamount important for the
profitability if retail banking business, so banksed to retain their customer in order to
increase the market share one of the crucial inmpenlis for the growth of this sector is
the acute shortage of manpower talent of this fipeciature, a modern banking
professional, for a modern banking sector.

* All round increase in economic activity

* Increase in the purchasing power. The rural araas the large purchasing power
at their disposal and this is an opportunity tokeaRetail Banking.

* Nuclear family concept is gaining much importanckioh may lead to large
savings, large number of banking services to beviged are day- by-day
increasing.

* Tax benefits are available for example in caseaefsing loans the borrower can
avail tax benefits for the loan repayment and therest charged for the loan
(James, 1987: 176)

2.1.8 Advantages of Retail Banking
Retail banking has inherent advantages outweighartpin disadvantages. Advantages

are analyzed from the resource angle and asset.ang|

Resource Side
* Retail deposits are stable and constitute coresiepo
» They are interest insensitive and less bargairongdditional interest.
* They constitute low cost funds for the banks.
» Effective customer relationship management withretail customers built a
strong customer base.

* Retail banking increases the subsidiary businefiseobanks.

Asset Side
* Retail banking results in better yield and improbettom line for a bank.
* Retail segment is a good avenue for funds deploymen

» Consumer loans are presumed to be of lower risk\&PA perception.
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Helps economic revival of the nation through ineeshproduction activity.
Improves lifestyle and fulfils aspirations of thegple through affordable credit.
Innovative product development credit.

Retail banking involves minimum marketing efforts a demand — driven
economy

Diversified portfolio due to huge customer basebéss bank to reduce their
dependence on few or single borrower

Banks can earn good profits by providing non furddal or fee based services

without deploying their funds.

2.1.9 Disadvantages of Retail Banking

The following are the disadvantages of retail bagki

Designing own and new financial products is vergtiyoand time consuming for
the bank.

Customers now-a-days prefer net banking to brametkibg. The banks that are
slow in introducing technology-based products,far@ing it difficult to retain the
customers who wish to opt for net banking.

Customers are attracted towards other financiaymts like mutual funds etc.
Though banks are investing heavily in technologgytare not able to exploit the
same to the full extent.

A major disadvantage is monitoring and follows uphage volume of loan
accounts inducing banks to spend heavily in hureaource department.

Long term loans like housing loan due to its loeagayment term in the absence
of proper follow-up can become NPAs.

The volume of amount borrowed by a single custasgery low as compared to
wholesale banking. This does not allow banks tdaixfhe advantage of earning

huge profits from single customer as in case ofledale banking.

2.1.10 Opportunities of Retail Banking

Retail banking has immense opportunities in a gngwaconomy like Nepal. The rise of

Nepalese middle class is an important contribufacyor in this regard. The percentage

of middle to high-income Nepalese households iseetqal to continue rising. The

younger population not only wields increasing pasihg power, but as far as acquiring
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personal debt is concerned, they are perhaps noonéodable than previous generations.
Improving consumer purchasing power, coupled witbremliberal attitudes towards

personal debt, is contributing to retail bankingreent(Herbert, 2004:240).

The combination of above factors promises substhgtowth in retail sector, which at

present is in the nascent stage. Due to bundlingeofices and delivery channels, the
areas of potential conflicts of interest tend tor@ase in universal banks and financial
conglomerates. Some of the key policy issues ralei@mthe retail-banking sector are:
financial inclusion, responsible lending, and ascés finance, long-term savings,

financial capability, consumer protection, reguatand financial crime prevention

( Jobson,1999: 139)

2.1.11 Challenges to Retail Banking

Customer service should be at the end all in retaiking. Someone has rightly said, “It
takes months to find a good customer but only sgésdo lose one."Thus, strategy of
Knowing Your Customer KYC) is important. So the ksnare required to adopt
innovative strategies to meet customer's needs eglirements in terms of

services/products etc.The issue of money laundésingry important in retail banking.

This compels all the banks to consider serioudlythed documents which they accept
while approving the loans. The issue of outsourtiag become very important in recent
past because various core activities such as haedaral software maintenance, entire
ATM set up and operation (including cash, refillregc., are being outsourced by Indian
banks. Banks are expected to take utmost caretdm rine ongoing trust of the public.
The dependency on technology has brought IT degatshadditional responsibilities
and challenges in managing, maintaining and opingizhe performance of retail
banking networks. It is equally important that bewrsthould maintain security to the
advance level to keep the faith of the customeallithese challenges are faced by the
banks with utmost care and deliberation, the rdiaiking is expected to play a very

important role in coming years, as in case of ottations.(Commercial Bank Act 1982)
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2.1.12 Strategies for Improving Retail Banking

Constant product innovation and Customer Satisfactn

The customer database available with the banlseidést source of their demographic
and financial information and can be used by thekbdor targeting certain customer
segments for new or modified product. The banksishcome out with new products in

the area of securities, mutual funds and insurance.

Service Side

As most of the banks are offering retail produdtsimilar nature, the customers can
easily switchover to the one, which offers bettervice at comparatively lower costs.
The quality of service that banks offer and theesigmce that clients have, matter the
most. Hence, to retain the customers, banks hagerte out with competitive products

satisfying the desires of the customers at thé& dia button

Introduction of New Delivery Channels
Retail customers like to interface with their bahkough multiple channels. Therefore,
banks should try to give high quality service asrafi service channels like branches,

Internet, ATMSs, etc.

Tapping of Unexploited Potential and Increasing the/olume of Business

This will compensate for the thin margins. The Nepa retail banking market still

remains largely untapped giving a scope for growththe banks and financial

institutions. With changing awareness of consume&lg) are now comfortable with the

idea of availing loans for their personal needsikisehave tremendous potential lying in
this segment. Marketing departments of the bankgdaged up and special training be
imparted to them so that banks are successful abbgng more and more of retalil

business in the market.
Infrastructure Outsourcing

This will help in lowering the cost of service cinafs combined with quality and

quickness.
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Detail Market Research

Banks may go for detail market research, which Wwdlp them in knowing what their
competitors are offering to their clients. Thislvehable them to have an edge over their
competitors and increase their share in retail lmangie by offering better products and

services.

Cross-selling of Products
Banks have an added advantage of having a wideonketvf branches, which gives them

an opportunity to sell third-party products throubbse branches.

Business Process Outsourcing

Outsourcing of requirements would not only save eosl time but would help the banks
in concentrating on the core business area. Baak devote more time for marketing,
customer service and brand building. For examplandgement of ATMs can be

outsourced. This will save the banks from dealiridp whe intricacies of technology.

Tie-up Arrangements

Bank concentration can reap the benefit of reacloungtomers across the country by
entering into strategic alliance with other sucmksawith intensive presence in other
regions. In the present regime of falling interast stiff competition, banks are aware
that it is finally the retail banking which will able them to hold the head above water.
Hence, banks should make all out efforts to bdastrétail banking by recognizing the
needs of the customers. It is essential that bauakdd be imaginative in predicting the
customers' expectations in the ever-changing tasté€nvironments. It is the innovative
and competitive products coupled with high quatiye for clients will only hold the key
to success in this area. In short, bankers haveneery fast even to stay where they are
now. It is the survival of the fastest now and ooly survival of the fittest (Thapa, 2008:
24)

2.1.13 Special Features of Retail Credit
One of the prominent features of Retail Bankingdpiais is that it is a volume driven
business. Further, Retail Credit ensures that tlenbss is widely dispersed among a

large customer base unlike in the case of corpdeatding, where the risk may be
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concentrated on a selected few plans. Ability bbak to administer a large portfolio of

retail credit products depends upon such factors.

Strong Credit Assessment Capability
Because of large volume good infrastructure is irequlf the credit assessment itself is

gualitative, than the need for follow up in theultt educes considerably.

Sound Documentation
A latest system for credit documentation is neagsgee-requisite for healthy growth of
credit portfolio, as in the case of credit assesdréis will also minimize the need to

follow up at future point of time.

Strong Possessing Capability
Since large volumes of transactions are involveday transactions, maintenance of

backups is required.

Regular Constant Follow- up
Ideally, follow up for loan repayments should beagugoing process. It should start from
customer enquiry and last till the loan is repailtyf

Skilled Human Resource
This is one of the most important pre-requisitetfa efficient management of large and
diverse retail credit portfolio .Only highly skideand experienced man power can

withstand the river of administrating a diverse anthplex retail credit portfolio.

Technological Support

This is yet another vital requirement. Retail ctéslhighly technological intensive in
nature, because of large volumes of business,gbé to provide instantaneous service to
the customer large, faster processing, maintaidatgbase, etc. (Bank and Financial
Institution’s Act; 2006 A.D)
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2.1.14 Emerging Issues in Handling Retail Banking

Knowing Customer

‘Know your Customer’ is a concept which is easiardsthan practiced. Banks face
several hurdles in achieving this. In order to thatproduct lines are targeted at the right
customers-present and prospective-it is imperdkigean integrated view of customers is
available to the banks. The benefits flowing outcodss-selling and up-selling will
remain a far cry in the absence of this vital inpatthis regard the customer databases
available with most of the public sector banksiaf all, remain far from being enviable.

What needs to be done is setting up of a robust Wwatehouse where from meaningful
data on customers, their preferences, there spgnpatterns, etc. can be mined.
Cleansing of existing data is the first step irs tiiirection. Banks have a long way to go

in this regard.

Technology Issues

Retail banking calls for huge investments in tedbgp. Whether it is setting up of a
Customer Relationship Management System or Eshkafdjd oan Process Automation or
providing anytime, anywhere convenience to the vastber of customers or
establishing channel/product/customer profitahiligchnology plays a pivotal role. And
it is a long haul. The Issues involved include aabwpof the right technology at the right
time and at the same time ensuring volumes andinsatg sustain the investments. It is
pertinent to remember that Citibank, known fordigployment of technology, took nearly
a decade to make profits in credit cards. It has & be added in the same breath that
without adequate technology support, it would bél wggh possible to administer the
growing retail portfolio without allowing its hedltto deteriorate. Further, the key to
reduction in transaction costs simultaneously witbrease in ability to handle huge

volumes of business lies only in technology adoptiBank and Financial Institution’s Act;
2063BS:5)

Banks are on their way to catch up with the tecbgwimuch required for the success of
retail banking efforts. Lack of connectivity, stamdbne models, concept of branch
customer as against bank customer, lack of conmesg@amongst available channels,
absence of customer profiling, lack of proper deaisupport systems, etc., are a few

deficiencies that are being overcome in a great. wwever, the initiatives in this
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regard should include creating flexible computimgh#ecture amenable to changes and
having scalability, a futuristic approach, netwarkiacross channels, development of a
strong Customer Information Systems (CIS) and adgptCustomer Relationship
Management (CRM) models for getting a 360 degrew waf the customer.

Organizational Alignment

It is of utmost importance that the culture andcpcas of an institution support its stated
goals. Having decided to take a plunge into rdiaitking, banks need to have a well
defined business strategy based on the competitittee bank and its potential. Creation
of a proper organization structure and businessatipg models which would facilitate
easy work flow are the needs of the hour. The rfeedouilding the organizational
capacity needed to achieve the desired resultsotdoranoverstated. This would mean a
strong commitment at all levels, intensive trainofghe rank and file, putting in place a
proper incentive scheme, etc. As a part of orgaioizal alignment, there is also the need
for setting up of an effective Corporate MarketiDiyision. Most of the public sector
banks have only publicity departments and not ntargesetup. A fully fledged
marketing department or division would help in evof a brand strategy, address the
issue of alienation from the upwardly mobile, higbt worth customer group and
improve the recall value of the institution and [soducts by arresting the trend of
getting receded from public memory. The much needé&d-ups with
manufacturers/distributors/builders will also faaled smoothly. It is time to break the
myth banks are not customer friendly. The attenisoto be diverted to vast databases of

customers lying with the banks till unexploited foarketing.” (Crosse, 1963:87)

Product Innovation

Product innovation continues to be yet another metjallenge. Even though bank after
bank is coming out with new products, not all atecessful. What is of crucial

importance is the need to understand the differdyeteveen novelty and innovation?
Peter Drucker in his path breaking book: “Managen@mallenges for the 21st Century”
has in fact sounded a word of caution: “innovatibat is not in tune with the strategic
realities will not work; confusing novelty with iomation (should be avoided), test of
innovation is that it creates value; novelty creataly amusement”. The days of selling

the products available in the shelves are gonek8aped to innovate products suiting
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the needs and requirements of different types sforners. Revisiting the features of the

existing products to continue to keep them on dehsould not also be lost sight of.

Pricing of Product

The next challenge is to have appropriate policgireplace. The industry today is

witnessing a price war, with each bank wanting dgeha larger slice of the cake that is
the market, without much of a scientific study itib@ cost of funds involved, margins,

etc. The strategy of each player in the market seenbe: ‘under cutting others and

wooing the clients of others’. Most of the bankatthse rating models for determining
the health of the retail portfolio do not use thén pricing the products. The much

needed transparency in pricing is also missingh wiany hidden charges. There is a
tendency, at least on the part of few to camoufthgeprice. The situation cannot remain

his way for long. This will be one issue that viaé gaining importance in the near future.

Process Changes

Business Process Re-engineering is yet anotherdayrement for banks to handle the
growing retail portfolio. Simplified processes aatigning them around delivery of

customer service impinging on reducing customerchepoints are of essence. A
realization has to drawn that automating the ingfficies will not help anyone and

continuing the old processes with new technologuld@nly make the organization an
old expensive one. Work flow and document managémginbe integral part of process

changes. The documentation issues have to remmapiesboth in terms of documents to
be submitted by the customer at the time of logpliegtion and those to be executed

upon sanction.

Issues Concerning Human Resources

While technology and product innovation are vithg soft issues concerning the human
capital of the banks are more vital. The corporaiigatives need to focus on bringing
around a frontline revolution. Though the changessaged are seen at the frontline, the
initiatives have to really come from the ‘back enthe top management of banks must
be seen as practicing what preaches. The initesheuld aim at improved delivery time
and methods of approach. There is an imperativel he@ecreate a perception that the

banks are market-oriented.
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This would mean a lot of proactive steps on the pabank management which would
include empowering staff at various levels, degsappropriate tools for performance
measurement bringing about a transformation — tcda’‘to’ can do’ mind-set change
from restrictive practices to total flexible workape, say. By having universal tellers,
bringing in managerial controlling work place, piggn of intensive training on products
and processes, emphasizing, coaching etiquetted gaanners and best behavioral
models, formulating objective appraisals, bringingransparency, putting in place good
and acceptable reward and punishment system, tédicij the placement of

young/youthful staff in front-line defining a newle for front-line staff by projecting

them as sellers of products rather than clerks @kvand changing the image of the

banks from a transaction provider to a solutiorviuter.

Rural Orientation

As of now, action that is taking place on the tetaint is by and large confined two
metros and cities. There is still a vast marketlalke in rural India, which remains to be
trapped. Multinational Corporations, as manufactirand distributors, have already
taken the lead in showing the way by coming ouhweitquisite products, packaging and
promotions, keeping the rural customer in mind. k&g powders and shampoos in Rs.1
sachet made available through an efficient netvemidk testimony to the determination of
the Multi National Companies to penetrate the rurarket. In this scenario, banks
cannot lack behind (Herbert, 2004:521).

2.1.15 Some Critical Issues

Customer Service

Customer service is perhaps the most important msioa of retail banking. While most
public sector banks offer the same range of sewitte similar technology/expertise, the
level of customer service matters the most in lnggn more business. Perhaps more
than the efficiency of service, the approach atitlde towards customers will make the
difference. Front line staffs have to be educatethis regard. A scheme of entrusting a
group of important customers to the care of eaclpl@yee/officer with a person to
person knowledge and intimacy can be implementedualdry advices/notices such as
Dr. /Cr. advices. TDR maturity advices, etc. whethigned by employees or officers
should be identifiable by the name of those signamyd inviting customers to contact

them for further assistance in the matter. A custoocentered organization has to be built
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up, whose ultimate goal is to "own" a customer. Used merchandizing through
effective market segmentation is the need of the.h® first step can be the organization
of the various retail branches to enter for différenarket segments like up market
individuals, traders, common customers, etc. Fer Phivate Sector Banks, the focus
should be on identifying efficient units and allboas of loans lo these units. These
banks should try Merchant Banking services a sreedlle. With agricultural output
growing at a fast rate and mechanization settinpamks should try to cater to the credit
needs of the people involved in this professiowife network is absolutely imperative
for this sector. Separate branches/divisions shteldopened for traders and similar
government businesses. Special facilities for ¢asdered in bulk and immediate issue
of drafts, by extending facilities like "guarantbend" system, will go a long way in
mitigating problems faced by traders who are thgomaustomers for drafts issue.
Provision for cash counting machines in these brasawill reduce the monotony of
cashiers and unnecessary delays, thus resultitgtier productivity and ultimately in
improved customer service. The personal segmehbvwgever the most important one.
With the urban segment moving away because oftdisirediation and competition from
foreign banks, retail banks should focus on thalfsemi-urban areas that hold the
maximum potential. Innovative schemes like "pap@dgschemes can be introduced. In
the urban areas, private banking to affluent custsncan be introduced, through which
advisory and execution services could be provided 4 fee. Foreign currency
denominated accounts can also be introduced fon.thationalized banks compare very
poorly with the foreign banks when it comes to #ificiency in services. In order to
improve the speed of service the bank should.

* Improve the rapport between the controlling offieesl the branches to ensure

that decisions arc communicated fast.
* Make sure that the officials as well as the stedffally aware of the rules so that

processing is faster.

Technology

In the current scenario, the importance of techgywloannot be understated for retail
banks which entail large volumes, large queuespapeérwork. But most of the banks are
burdened with a large staff strength which canretdbne away with. Besides, in the

rural and semi-urban areas, customers will nottdeoene in an automated, impersonal

26



environment. The objective would be to ensure faastel easier customer service and
more usable information, instantly, economicallyd aasily to all those who need it -
customers as well as employees. Proper managemfentation systems can also be
implemented to aid in superior decision making. @Gamication technology is especially
needed for money transfer between the same cityadsw between cities. There are
inordinate delays in Nepal because of geographicdlother factors. Modem technology
can make it possible to clear any check anywhetkinwa day. Installation of software
facilities at all the big branches will facilitatgpeedy transfer of payment advices.
Computerization will be of great help in improvibgck-office operations. At present, all
of the private sector banks of rural branches @arePCs. These can be used for quick
retrieval and report generation. This will also dfigally reduce the time bank staffs
spend in filling and filing returns. Housekeepingeoations can also be speeded up.

Price Building

Price bundling is a selling arrangement where sgwdifferent products are explicitly
marketed together to a price that is dependenterotfer. As banks are multi-product
firms this strategy is more applicable to retaihkiag. Price bundling offers several
economic and strategic benefits to a bank. It effeconomies of, utilization of the
existing capacities and reaching wider populatiboustomers. Bank can get the benefits
of information and transacting. In the processxiéeding variety of services, banks are
acquiring enormous amount of customer informatibthis information is systematically
stored, banks can efficiently utilize this informeatin order to explore new segments and
to cross-sell new services to these segments. Sedlasg opportunities and larger
customer base can also be the motive for mergensigssually stated advantage of cost
savings. Price bundling can be used in order tgthem the relationship with a customer.
It will reduce the need of resources to be put@yuaing new customers and saves time
of the bank. Among the strategic benefits, pricadbing may cause less aggressive
competition; it differentiates its products comphte rivals in the same market where the
products are sold individually or in other kindsbaindles (Poudel, 2008:120).

2.1.16 Bank Lending Policy
Banks are expected to support their local commemsiith an adequate supply of credit
for all the intimate business and consumers firnoeeds and to price that credit

reasonably in line with competitively determinedenest rates. Indeed making loans is
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the principal economic function of banks to finchsamption and investment spending
by businesses, individuals and units of governmeétaw well a bank performs its
lending function has a great deal to do with theneenic health of the region, because
loans “Support the growth of new businesses and yaithin the bank’s trade territory
and promote economy vitality.” Moreover, banks leariten seems to convey positive
information to the market place about a borroweditrquality, enabling a borrower to

obtain more and perhaps somewhat cheaper fundsditioen sources (Rose; 1983:52)

2.1.17 Types of Loan Made by Banks

Banks make a wide variety of loans to a wide vgrit customers for many different
purposes from purchasing automobiles and buyingfoewture, taking dream vacations,
or pursuing college educations to constricting mméand office building.

* Real estate Loans, which are secured by real psopand, building and other
structures, which includes short term loans forstaction and land development
and long term loan to finance the purchase of fama homes payments,
commercial structures, and foreign properties.

* Financial Institution Loan, include credit to bankssurance companies, financial
companies and other financial institutions.

» Agricultural Loans, extended to farm and ranch eppoties to assists in planting
and harvesting crops and to supping the feedingcaralof livestock.

» Commercial and Industrial Loan, granted to busiegss cover such expenses as

purchasing inventories, paying taxes and meetigygofla (Rose; 1983:54)

2.1.18 Retail Banking Product

In the field of retail banking, the players of tiwerld produce new, innovative and vast
products to grab the customer day to day. Thereado¢ of products which are beyond
the scope of the study. So, the mostly used predndhe Nepal are categorized here.

Home Loans

A host of factors, such as number of dual inconmailfas, high salaried employees with
high purchasing and borrowing powers, phenomenawtr of the information
technology sector, attractive tax sops for houtdags, desire to say new house etc, have

contributed to the optimism in the housing seditoresting in housing has always on top
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priority for most of the developing nations’ fanei. Thus, the banks are going in for
housing finance with more vigor. Since these |lcamesvery secure, with low incidence of

default, demand for housing loans has been grotwngaps and bounds and they form a
growing avenue for development of funds by banl@ni loans of course, have been the
fastest growing loans segment of banks in Nep#hénpast few years. It is estimated to
be growing at around 50% per annum. The housirantia players are dropping interest
rate/fees and undercutting each other, due toetason that they find ways to deploy the
low cost fund mobilized, in their purist of aggnessgrowth.

Auto Loan

Automobiles are the key factors of any nation’selepment. After most of the nation

adopted liberalized and open economy policy, it ls@en that the significance

development in the automobile sectors. Due to madih advertisement campaign of
automobile sector, middle class people begun tamdréo ride car and two wheelers.
Because of low level income, there dream has nwtecep reality. After resurgence of

retail banking, it is mostly preferable segmenthe retail bankers. It is less risky and
most preferable segment in the customer too. Nepddanking industry is withessed in
the boost in vehicle loan segment. In vehicle ltey are providing loan to consumers at

lower interest and less hurdle as well as low seregharge.

Personal Loans

Nepal is the smallest consumer market in the wbdt consumers in this country are
dreaming of buying opportunities. The aspiratiohgh@se consumers can be fulfilled
only when the consumer lending gathers momentumgaods at a much faster pace,
which can be made possible by the lending institgiat an affordable rate. With
significant spurt in income levels especially indalle income segment and consumerism,
consumer loans also called personal loans. Nowya @g&rsonal loan is very popular in
Nepal. People find personal loans are easy to gerand made at fixed interest rate and
on the basis of fixed monthly repayment prograrterkst rate is on form of the time the
loan is availed. The amount of interest due is dddehe amount borrowed and the total
sum is repaid monthly installments over the repayrperiod and the same is commonly
known as Equal Monthly Installments (EMI).
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Education Loans

Education plays the vital role to build the nati@ducation is an essential and integral
part for the Human Resource Development accordiddyional/State policies are
framed to ensure that this basic need is met thrqugper initiatives. With gradual
reduction in the government subsidies, educatiogeting more and more costly and
hence the needs for the institutional funding, esby to pursuer
higher/technical/professional education. There arany meritorious and deserving
students aspiring to reach the sky but may not la&eneans of achieve. To ensure that
dreams do not remain unfulfilled due to lack ofdanmost of the retail banking player in
the world providing educational/professional loafi$is scheme provides the right
answer for students who wish to pursue higher etudh Nation or abroad, but do not
have the means to do so. The main emphasis iset@ty meritorious student is
providing opportunity to pursue education with thancial support on affordable terms

and conditions.

Credit Card

Credit cards that identifies its owner as one whentitled to credit when purchasing

goods or services from certain establishment. €Cezdlds originated in the United States
in the 1930s, their use was wide spread by the 4968@nsumer behavior has been
radically altered by the power of plastic moneycrkdit card has endowed the middle
class with the power to acquire their dream obyesti which are beyond their normal

means. The emergence of plastic money or credisdaarNepal has ushered in the era of
convenience and security, apart from opening upvistas of effective demand. A credit

cardholder gets many benefits like free creditqugrdiscount in travel expenses, quick
loan processing and free qift. Besides members getnfree health insurance and
checkups. The comfort that these credit cards geoin terms of payment for shopping

bills, electricity bills, phone bills, travel tickeand even petrol bills is enormous. It offers
the convenience of immediate payment even with aghan hands, future growth in

transaction depends on the creation of more tréinsacat the point of sale centers.

Debit Card
A debit card is basically a better way of carryoagh or a check book. It is an electronic
card that one can use as a convenient payment mischalhe card is generally issued

by consumers’ bank and is connected through the AD®bit card allow consumer to
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spend only what's the consumers’ account and pseckhould be kept in track of just as

if consumer are writing a cheque.

Innovative Banking

In retail banking, there is an existence of the eassumer and stiff competition. Rising
disposable income and changing life style and aspir of a sizeable section of the
population, they always demand and prefer innoeatimd new product to suitable for
their requirement. To grab the new consumer aradrréhie banks as a consumer friendly
bank, banks should offer new and innovative prodii@an be proved by the innovative
product offer by Nepalese banks like internet bagkimobile banking, ABBS banking,
ATM, Bill payment, Remittance service, financialngee and different loan services.
Technology has emerged as a key driver of gromthafoinnovative banking sector in
Nepal(Bank and Financial Institution’s Act; 2006 A.D).

2.1.19 Resurgence of Retail Banking

2.1.19.1 A Paradigm Shift from Corporate Banking

The economic slowdown and poor industrial growttaeheeduced demand for loans and
their stiff competition in the corporate loans nedrkiue to continuous fall in interest
rates. The corporate lending scene has also unuemgalical change in the recent years.
There are few opportunities in the wholesale segmehich is the corporate lending
market. Competition has made it unviable to lendalbwve the yield on government
securities. Volatility has been wide with corporateferring to tap global markets for
finds. This has left only second rung corporatelalte for lending by domestic banks.
While it increases the threats of NPAs, the fasb aémains that there are too many bank
chasing too few corporation with good rating statsd retail finance market is more
profitable than corporate banking business sinewilrcustomers are less credit averse

and more open to acquire assets through the coedé(Peter, 2002: 221).

2.1.19.2 Differential Interest Rate

Price is an important aspect. As the market isirgettommoditized interest rate
differential assumes a greater significance. Fangle even the lowest interest bearing
product say housing finance earn on interest ofol02 percent for more than 5 years
tenure, compared to corporate lending at 8 to 8guerinterest rate to meet more risky

corporate loan demand. Every bank wants to chdwdeptoduct, which is less risky and
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more profitable so the most of the bank inveshmretail finance. Corporate finance is a
long term loan and interest rate is also low comafpaly than retail bankingPeter,
2002: 231).

2.1.19.3 Increase Middle Class Demand

Despite the slowdown in the economy, the purchapower continued to be strong due
to consumerism among the middle class in on thee@se. As increasing number of
products and service on credit, and the rapidlyvgrg middle class with bios toward
consumerism are the key drivers for the growthhi@ tetail banking. Increase middle
income segment opening up of the economy awarear@ssophistication in urban and
semi urban households for whom convenience, sgcuamid status are important,
contributed to higher demand for retail bankinge Tonsumer are sensitive to the impact
of any purchase on the household budget and wsligome till they gave saved the actual
money required. To counter this bank should skiéirt loan portfolio to grab these
customers(Peter, 2002: 231)

2.1.19.4 Liquidity Position of the Bank

Central bank is the regulator and administratorthef banking system. Recent trend
shows that most of the central bank is in the fadforeduction of Cash Reserve Ratio.
Due to the reduction of CRR, Banks have much lifqyidosition. But they were not able
to lend this liquidity in profitable segment. Fdig sake, they found the retail banking
system to convert this liquidity into profitabilifRose; 1983:54).

2.1.19.5 Availability of Better Spread to Banks

Due to the government and central banks’ rulesragdlation, bank must spread their
presence in the semi urban and town also. Theretiany credit off take in the corporate
segment. For retain their presence in these ardagam profitability, Retail banking

would be medication.

Risk Diversification

There is one proverb that ‘Don’t carry eggs in fagne basket’. In corporate banking
there are small numbers of customer but large p@tfolio. Due to this, bank should

bear high risk. If one customer goes to bankrumicyas a Non -performing Assets
(NPA), bank bear 10bear 100 much risk and scandfitability as well as turn into loss
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position. Banking world has seen these conditiary wften in the past. To prevent land
minimize the above mentioned condition, banks tumrte the retail banking. Because of
widespread risk among large number of borrowersk®antertain low NPA and high
profitability.

Technological Innovation

Today’s world is technology driven. Most of the govment offices, company, service
organization and other profitable and non profigabiganization are technology savvy.
In this scenario, banks are not exception. Duesthriological development, bank can
spread not only in the national boundaries but aismternational presence. They are
able to reduce their expenses and provide innayadreduct to the customers. So they
must go to retail segment to grab the large custdragond traditional banking system
(Rose; 1983:54).

2.1.20 Present Status of Retail Banking in Nepal

Entry of more number of banks in the market hastek intense competition in the
banking industry. This has led the banks to opewatier thin interest spreads, declining
margins and rising costs this was not the casd b years ago. Consumer finance
helps to reduce the risks of the banks by divesaion of their portfolio and having a

thrust on short term retail earnings rather thatkihg funds in riskier medium and long
term loans. Some banks developed consumer finamtdausing finance product after
the changing the concept of lending. They were Keefinance industrial and trading

activities. However, with slowdown in the econongyities in the past, banks became
selective in their lending operation as lendingindustrial and trading activities as

working capital and term loan requirements. Becanfsencertainty in the economic

environment, banks divert to invest in the retahking. In the present competitive
banking environment, differentiated products afeative method of gaining competitive

advantage (Jobson, 1999: 135).

Customer service is one of the most important dsims for retail banking. Public
sector banks compare very poorly with the privaeta banks when it comes to the
efficiency in services. In order to improve the epp@f service the banks should improve
the rapport between the controlling offices and lihenches to ensure that decisions are

communicated fast so that processing is fasteaiR&nking was viewed primarily as a
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cost center and source of low cost deposit. Buseh#ays, retail banking represents a
major source of competitive strength for the bagkimdustry, as it is a point of direct
customers contact. Retail services are uniquelytipped to help banks develop strong
long term relationship with targeted customers #ne differentiate themselves from
competitors. Banks look up a retail lending as ssfile avenue to argument business in
a current context. Consumer financing appears ta béble alternative to cope with
poor credit off takes (Poudel; 2008: 120).

Consumer financing encompasses extension of loanscdnsumer durable goods,
education loans, housing loans, auto loan etc. Ddnfiar loans for acquisition of TV,
fridge, washing machine, air condition etc, is ba tise. Banks also offer loans through
tie-ups with manufacturer or distributors of suatoducts. Some of the factors that
contribute to the growth of auto finance are lowserest rates, poor public transport
system, increasing income levels of the peoplelawidity of finance for second hand
cars. In fact on account of liberal financing bynks import of passenger car,
motorcycles and scooters, has registered good frdwtetail banking, one of the major
problems faced by the banks in the queue probldra.size of queuing will differ from
hour to hour and day to day. To overcome this abstaanks must ensure that adequate
staff is available to man all the branches (Job%8689: 135).

2.1.21 Features of Sound Lending and Investment Roy

Income and profit of the financial institutions dik commercial banks and finance
companies depend upon its lending procedure, Igngolicy, investment policy of
collected fund in different securities. The gredtex credit by the banks higher will be
the profitability. Some required features of solending policy and investment policies

are explained as below.

Safety and Security

Financial institutions should invest their depasiprofitable and secured sectors. Banks
should not invest their fund whose securities ae much depreciated and fluctuated
because of risk of loss factors. They should acttegste securities, which are marketable,
durable, profitable and high market price as welstable. In this case MAST should be

applied which marketing investment on any sector.

34



Where,

M= Marketability

A = Ascertain ability
S = Stability

T = Transferability

Liquidity is the position of the firm to meet cunteor short-term obligations. General
public or individual customers deposit their savieigthe banks in different accounts
having full confidence of repayment by the bank&seler they require. To show a good
current position and maintain the confidence, e¥eny must keep proper cash balance

with them while investing in different securitiesdagranting loan for excess fund.

Profitability

To maximize the return on investment and lendingitpm, financial institution must
invest their collected fund in proper sectors. Fnthey can maximize the volume of
their wealth. Their return depends upon the inter@e, volume of loan, its time period

and nature of investment on different securities sectors.

Purpose of Loan

Banks and other financial institutions must exanvimg loan is required to the customer.
If customers do not use their borrowings, they ceaver repay and the financial
institutions will have bad debts. So they shoultlected detailed information about the

plan and scheme of the borrowing.

Legality

Each and every financial institution follow the esland regulation of the company,
government and various directions supplied by Né&mdtra Bank, Ministry of Finance
and on while issuing securities and mobilizing ttiends. Illegal securities will bring out
any problems to the investors. Lastly the reputatamd goodwill of the banks and

financial institutions is goes down in the market.
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Tangibility

A commercial bank should prefer tangible secutyhte intangible one. Though it may
be considered that tangible property does not yaldincome apart from intangible
securities, which have lost their value due togtevel inflation.

Diversification

A firm can invest its deposit collection in variosiscurities to minimize the risk. So, the
entire firm must diversify their fund or make poitb investment. Diversification helps
to earn a good return and minimize the risks anterainty. So, the firms are making
portfolio investment with different securities affdrent companiesMan Horne & James,
1994: 137).

2.1.22 Consumer Lending and Borrowing

Among the most important of all financial markete @he markets providing saving

instruments and credit to individuals and familigny financial analyses have referred
to the period since World War 1l as the age of comsr finance. Moreover, the market

for consumer financial services in the one markat everyone, regardless of profession
or social status, will enter at one time or anotthering his or her lifetime (Rose, 1997:

553).

2.1.22.1 Consumers as Lenders of Funds

Each of us is a consumer of goods and servicasallytin every day of our life. Scarcely
a single day passes that we do not enter the npdaketto purchase the food, shelter,
entertainment and other essentials of modern liwvig are also well aware perhaps from
personal experience; those customers often boreawily in the financial marketplace to
achieve their desired standard of living. The gsapconsumers supply loan able funds,

when they purchase financial assets from the athiégs in the economy.

The most important household financial assets tagl@gnsion fund reserve, built up by
individual workers to prepare for their retiremeAh aging population has shown great
concern in recent years that sufficient funds ‘vl available when they retire to sustain
their living standards. In second place are holdhgorporate stock (equities) led by
dramatic rise in holding of shares in mutual furftvestment companies). The recent

growth in household’s common stock investment apgpéa reflect continuing fears
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about inflation. Then, too many individuals are cam that, when they reach retirement,
social security, and other government pension progrwill be inadequate to cover

spiraling medical expenses and other living cosheir latter years.

In third place among household holding of finaneiasets are deposits in banks, saving
and loan associations, credit unions, and othed thistitutions. The importance of
deposits in consumer financial investment is insireathese days. There has also been a
significant rise in household investments in snmlsinesses, which are often owned
name operated by an individual or by a member ofestamily (Vane Horne & James,
1994: 125).

2.1.22.2 Categories of Consumer Borrowing
The range of consumer borrowing needs is enormoas to the household sector
support a more diverse group of purchase of gondssarvices then is true of any other
of the economy. Consumer borrow long term loannarfce purchase of durable goods,
such as single family homes, automobiles and hoppdicances. They usually borrow
short term to coven purchases of non durable gaodsservices, such a medical care,
vaccines, food and clothing. Financial analyst deagly divide the credit extend to
consumer into three broad categories.

a. Residential mortgage credit, used to support tachmse of new or existing

homes.

b. Installment credit, used primarily for long termmiesidential purpose, and

c. Non installment credit used for shorter term casbds.
For and away the dominant from the consumer borrgus aimed at providing shelter
for individuals and families through mortgage loamfie volume of home mortgage
credit flowing to households has grown rapidly éeent years with the attractiveness of
home ownership as a tax shelter and with a reeanteforms that favor loans secured by

the borrower’'s home.

Installment credit is the second major componentaisumer debt. Installment debt
consists of all consumer liabilities other than leomortgages that are relived in two or
more consecutive payments usually monthly or gdsrtéenders in this field extend

four major types of installment credit: automoltedit, revolving credit, home loan and

other consumer installment loans. This kind of itredcluding the purchase of furniture
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and appliances, the payment of medical expensespuichase of automobile and the
consolidation of outstanding debt, finances aseiditly wide variety of consumer goods

and service.

The final category of consumer debt is non instafitrcredit, which is normally paid off

in a lump sum. This form of consumer credit inclidgngle payment loans, change
accounts and credit services, such as medicalacatauitilities. The total amount of non
installment loan outstanding is difficult to estimdecause many such loans are made by
individual purpose (Rose, 1997:553).

2.1.22.3 Home Equity Loans

One new form of consumer borrowing that is closediated to residential mortgage

credit is home equity loan. Like traditional homertgage, a home equity loan is secured
by a borrower's home. However, unlike traditionale mortgage many home equity
loans consists of a prearranged revolving credi¢ lthe borrower can draw on for

purchases of any goods or services he or she wishearying amount, known as the

borrowing base. The borrowing base usually equaldifference between the appraisal
market value of the borrower’s home and the unpaidunt of the mortgage against the

home multiplied by a fraction.

Most home equity loan rates linked to the bank printerest rate plus and extra margin
of the risk (i.e. a flotation loan rate). The com&x protection act of 1998 prohibits a
home equity lender from canceling a loan unlessdiréailure to pay, or other violations

of the loan contract occur. Thus far, most homatgdoans have been used to pay off

other debts, make home improvements, buy autonglateinance an education.

Home equity credit is proved to be especially ative to consumer lending institution
for a variety of reason. These loans tend to hawei rate of default because borrowers
tend to feel more responsible when their homeeasdgegd as collateral and that collateral
tends to have a more stable value. Moreover theodasaking home equity substantially
lower than the cost of the series of short-ternmsomade to same customer. In addition,
these loans usually carry rates that adjust tantheket, whereas, many other consumer

loans have fixed interest rates. Finally home ggaredits help the lender to build a
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working relationship with the customer better thmaost other types of consumer loans,

creating more opportunities for the lender to #&t customer additional services.

The borrower can repeatedly borrow, repay and boagain because most home equity
credit lines are revolving credits. However, if therrower cannot make the loan
payment his or her home may be repossessed andospld/ back to the lender. Many
financial experts recommended that consumer useehequity credit with caution,
particularly when their future employment prospexts uncertain (Rose, 1975:560)

2.1.22.4 Credit and Debit Cards

One of the most popular forms of installment crediilable to consumers today comes
through the credit card. Through this enclosedemcplastic, the consumer has instant
access to credit for any purchase up to a pre fegadimit. In the language of finance,
the credit cards has removed the “liquidity” coastt that restricted the spending power
of millions of consumers, democratizing access redit and spending power. More
recently, another piece of plastic debit card hasleninstant cash available and checked
cashing much easier. The growth of debit and crealitls has been truly phenomenal.
Current estimates suggest that there are moredhartrillion credit and debit cards in
use worldwide and lending non financial companiesvehrecently entered in large

number as suppliers of credit card services.

A wide array of new consumer financial servicebeing offered today through plastic
credit and debit card programs. Such services dectonsumer revolving credit line and
pre authorized borrowing, the purchase of mediealises and entertainment, and the
payment of household bills using credit cardshia future, customers will need to make
fewer trips to their banks or other financial ibgion because transaction will be handled
mainly over the telephone, through a convenierttated computer terminal or through
“Smart cards” that have prepayment encoded infaomatThe hometown financial

institution loses much of its convenience advanfagéocal customers. It will be nearly

as convenient for the customer to maintain a clmgglsavings and loan account in a city

hundreds of miles away as to keep it in a locarimal institution (Rose, 2007:460).
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2.1.22.5 Consumer Lending Institution

Financial intermediaries’ bank, saving and loaroeisgions’ credit unions and finance
companies account for most of the loan made to wuoes in the economy.
Intermediaries also dominate market for non insteiit credit and make the bulk of
home mortgage loans. Although each type of findnogiitution prefers to specialize in
a few selected areas of consumer lending, therdodas a tendency in recent years for
institutions to diversify their lending operation©ne important result of this
diversification has been to bring all major consuteaders in to direct competition with

each other.

2.1.22.6 Commercial Banks

Commercial banks are the most important consumatinlg institution. Commercial
banks approach the consumer in three different Wwgydirect lending, through purchases
of installment paper from merchants and by makan$ to other consumer lending
institutions. Roughly half of all bank loans to somers consists of mortgages to support
the purchase, construction or improvement of regidedwellings, the rest consist of
installment and non-installment credit to covergmases of goods and services. In the
mortgage field, commercial banks usually prefemtake long term permanent loans for

family home.

Banks make a wider variety of consumer loans thanaher lending institution. The
grant almost half of all auto loans extended bwrficial institutions to consumers each
year. However, most bank credit in the auto fislandirect installment paper purchased
from auto buying consumer. Moreover, bank’s leddprsn auto lending has been
challenged in recent years by finance companiescaedit unions. Indeed, in many
forms of consumer installment credit today, thedleh commercial banks in threatened
by challenged from aggressive non banking lenddrs see the consumer market as a
key growth area for the future.

2.1.22.7 Finance Companies

Finance companies have a long history of lendinghm consumer installment field
providing funds directly to consumer through thowsa of small loans offices and
indirectly by purchasing installment paper fromaand appliance dealers. These active

household lenders provide auto loan and credithimme improvements and for the
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purchase of appliances and furniture. Finance comapaften face state imposed legal
limits of the interest rates they can change fausetold loans and on maximum loan

size.

2.1.22.8 Other Consumer Lending Institutions

Other Consumer Lending Institution includes crestitons, saving and loan association
and saving banks. Credit union make a wide vaoétpans for such diverse purpose as
purchase of automobiles, home repair and more tlgaaortgage credit for the purchase
of new homes. Also important in the consumer lo@hdfin recent years have been
savings and loan and saving banks, which expenied@matic growth and even decline
due to inadequate capital and the public’'s feamutathe long run soundness of some of
these institutions.

Although these institutions have long been dominantesidential mortgage lending,

they have moved aggressively to expand their pa#fof credit card, education, home

improvement furniture, appliance and mobile homen&over the past decade. (Rose,
1997:563)

2.2 Review of Related Studies

2.2.1 Review of Articles

Shrestha (1998)n her article " Lending operation of Commerciahka of Nepal and its
impact on GDP" has presented with the objectiveana&e an analysis of contribution of
commercial banks, lending to the Gross Domestidyrct (GDP) OF Nepal in 1998.
She has set hypothesis that there has been positp&ct of lending of commercial
banks to the GDP. In research methodology, shectiasidered GDP as the depended
variable and various sectors of lending are aduce) industrial, commercial services
and general social sectors as independed variaBlesultiple regression technique has

been applied to analyze the contribution.

Singh (2009),in his article "RETAIL BANKING: A Flourishing Mrket" has clearly
mentioned retail banking from its origin to the s#at day situation He states that every
person who earns some income has a tendency tossave part of it to meet future

contingencies and to uplift the standard of lividg the person moves up the social
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ladder, his demands for financial needs also isg®and becomes sophisticated. This
creates the wide prospect to enhance and widerahsumer banking market. In his
article Mr. Singh is considering every possibleexsp of retail banking along with its
pros and cons. He also depicts the phenomenonRé&ttil banking business is the
highly profitable part of banking, but it was negfled for a long time because of its
high operating cost and lack of marketing glamampared to other banking products.
Gradual deregulation in interest rates, Productowation and development,
relicensing of opening branches, entry of privatd pint venture banks and so on has
given much impetus to retail banking. Here, he kkithe increasing trend of middle

class people has thrown up bright prospects failreanking

2.2.2 Review of Thesis
There are very few thesis and research work os#ime kind in Nepal. The review and

extract from them are presented below.

Poudel (2008)in his thesis papef'Strategies and Analysis of Retail of Joint Venture
Banks” with references to Everest bank limited &hepal Arab Bank Ltd

His Main Objectives are as follows
» To analyzed relations between different ratios.
 To examine the proportion of Comparative finangalformance appraisal of
joint venture banks
 To give suggestions and recommendations for theerpe¢nt of commercials

banks.

His Major Findings are as follows
* His study especially concentrated on the depodiead®mn of the bank and
disbursement of the fund as loan and advances.
* He has focused on utilization and mobilization whds and resources of Nepal
Bank Ltd.
* He recommended that the bank should try to mobitszeesources efficiently by

creating new business
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» Service ideas which will certainly help for thettee utilization of ideal resources

and for the economic development of the country.

Mandal (2009)in his thesis papefComparative financial performance appraisal of
joint venture banks has studied mainly three banks i.e. Nepal Arab BadkNABIL),
Nepal Indosuez Bank Ltd.(NIBL), and Nepal Grindlayd. (SCBNL). His main finding
is that both SCBNL and NABIL have mobilized the tdébnds in proper way for
generating more return but NIBL could not do sgasd as NABIL and SCBNL. He has
recommended enhancing banking facilities in ruraéaa by encouraging small

entrepreneurs development programmers, to playlmaetdanking role to mobilize.

His Main Objectives are as follows
* To analyze the lending practices and resourcdgatidons of NB bank.
 To examine the correlation and the significationtlodir relationship between

different ratios related to capital structure.

His Major Findings are as follows:
* Hence, the bank has been suggested to managedttrrent portfolio efficiency
» Operational efficiency of the bank is indicate lmne toperational loss has been

found unsatisfactory.

Aryal (2010) in his thesis entitletiAn Analysis of Retail Lending in Market with Sysdci
Reference to Everest Bank Limitecincludes that to get success in competitive bankin
environment depositors money must be utilized as lnd advance. The largest item of
the bank in the assets sides is loans and advdhdds.a neglected, it could be the main
cause of liquidity crisis in the banks and oneh&f main reasons for a bank’s failure. He
recommended that bank should follow liberal lendoadicy and invite more and more
percentage of total deposit in loan and advancdssamilarly, maintain more stability in
the investment policy.
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His Main Objectives are as follows
* To analyze the lending in market and resourcegatibns of EBL bank.
 To examine the correlation and the significationtledir relationship between
different ratios related to capital structure.

* To give the suggestions and recommendation.

His Major Findings are as follows:

* This study has found that highly positive corr@atbetween personal loan and
total loan and advance is 0.95 of EBL bank. As el also found in all three
banks that coefficient of determination of morent!®4.% these signify that there
is significant relationship between correlation flioent of personal loan and
total advance of EBL. EBL has the highest degrespafelation between personal
loan and total loan and advance than other two$ank

* From the trend analysis, it is found that the antiaafnhome loan of all three
banks has increasing trend. The higher rate ofgdand mean of EBL indicates
that its increasing trend is in better position KBiis found that the amounts for

Auto loan for the two banks are in increasing trend

Regmi (2010)on his thesis entitledA comparative study of financial performance and
trend analysis of Himalayan Bank Ltd and Nepal Badgsh Bank Ltd."He conducted a
study between HBL and NBBL. Some of the findingshe researcher are that HBL has
better profitability position than NBBL, so it ifcommended to NBBL to utilize its

resources more effectively.

His Main Objectives are as follows:
* To examine the relationship between different matio
* To analysis the retail banking trend in Nepal.

* To calculated and analyzed the financial and sizgistools.

His Major Findings are as follows:
* He has further suggests that both the banks slextohds their resources to rural

areas to promote development

* Hence, the bank has been suggested to managedttrrent portfolio efficiency
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» These are indeed significant milestone in the fnerdevelopment process to the
economy
* But keeping in mind, the social and economic stmecbf our country, we should

not turn a deaf ear to regional balance.

Pokhrel (2011)on his thesis entitledA comparative study on financial performance
of Nepal Bangladesh bank Ltd and Everest Bank Ltdwas concluded to analyzes,
examine an interpret the financial performance &BN and EBL for the study. The
study finds out that the average net profit margimains greater in NBBL. Higher CV in
EBL suggests greater fluctuation in the ratio aber period. EBL found to be weaker in
utilizing the bank assets for the profit generatiBBL holds greater capacity in paying
immediate obligation as revealed by the higher cash bank balance to current assets

ratio.

His Main Objectives are as follows:

* To analyze the impact of financial performance @&phl Bangladesh bank Ltd
and Everest Bank Ltd

* To identify and analyze the financial performané&epal Bangladesh bank Ltd
and Everest Bank Ltd

His Major Findings are as follows:

» Therefore, there should be the awareness progegularly conduced in terms of

seminars

Workshop from well experienced personnel suchogseixecutives from banks

and concerned regulating authorities.
» They should introduce novel technology and equigiaea collect deposit.

* His study especially concentrated on the depodiead®mn of the bank and

disbursement of the fund as loan and advances.

* Financial credit worthiness of the borrower mustdwaluated properly before

granting the loans.
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Adhikari (2012) in his study entitled;Evaluating the financial performance of Nepal
Bank Limited” has calculated and analyzed the different ratiostiserving figures of
balance sheets of Nepal Bank Limited. He remarkatl the bank is not found to have
been able to utilize its fund effectively and effiatly for the development of the
economy.

His Main Objectives are as follows:
* To explore the exiting situation of Nepal Bank Lied.

» To examine the Evaluating the financial performapiceepal Bank Limited.

His Major findings are as follows:

» The collection of deposit and loan investment doyp¢he commercial banks also
to sustain themselves in the environment of cormpes.

* The deposit funds in productive sectors and totgramore priority to the local
manpower.

» Economic development of a country cannot be imabwiehout the development
of commerce and industry

* He has focused on utilization and mobilization whds and resources of Nepal
Bank Ltd.

2.12 Research Gap

Today, retailbankingis one of the important means of funds utilizatiorcommercial
banks. For Nepal, it is extremely new and emergimgcept. In the last few years some
Nepalese banks are adopting the retail bankingeguirto grab the high and middle level
consumer of urban areas and sustain the bank’'#glitify. Retail banking is the new
topic for the Nepalese researchers. Very few rekearhave been conducted under this
topic. The researcher could not find any systemstiicly carried out on this topic in
Nepalese context. This study covers the curremiaste of home loan, auto loan and

personal loan in Nepalese context.

As to research gap is concerned, there are manygesataken place in the retail
banking system in Nepal as compared to the lagt ywars. The most of the studies

has been considered many more objectives which mtmker study more

46



complicated but in this research report only foljeatives are taken into study.
Primary and secondary data are considered in #gsarch.Both financial as well
as statistical tools like of home loan, auto loand g@ersonal loan, mean, standard
deviation, coefficient of variance, correlation aptbbable error are used in this
research. Almost all the ratios have been appleddver the analytical part and
fulfill the objective of this study. It involves me recent data of commercial banks
for five years (2007/08 to 2011/012).
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CHAPTER-III
RESEARCH METHODOLOGY

3.1 Introduction

Research methodology is a sequential procedureatettion of scientific method to be
adopted in a systematic study. Research methodaleggribes the method and process
applied in the entire aspect of the study. It is/wa systematically solve the research
problem. It may be understood as a science of sigdyow research is done
scientifically. Where we study the various step tire generally adopted by a researcher
in studying his/her research problem along with thgic behind them (Kothari;
1984:10).

3.2 Research Design

The research design is the plan structure andegiraor investigation of the facts in
order to arrive at conclusion. Research desigrmesplan to obtain the answer to the
research question through presentation and anabfsidata. The descriptive and

analytical research design is used for this refearc

3.3 Population and Sample
“The large group about which the generalizatiomede is called the population under

study and small portion on which the study is medealled the sample of the study”
(Shrestha & Silwal, 2057:215)

Sampling techniques is very much essential for ootidg a research. It allows the
researcher to make an intensive study of the relsgaoblem. When the study of whole
population is not possible, sampling techniquesdigpted. The ideal sampling represents
the whole universe accurately. For selecting thepdas out of 32 commercial banks, 3
customer friendly retail banking player banks aslected. They are as follows.

* Nabil Bank Limited.

* Everest Bank Limited

 Kumari Bank Limited
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3.4 Nature Source of Data
This research study is mainly based on the secgndata that are available in the
published form as well as primary data are alserrefl. The required data for the study
has been collected from the concerned organizatibofowing are the secondary
sources of data used in the study:

* Annual reports, newsletters, brochures etc. ok#iected banks.

» Textbooks, articles published in newspapers, jdarnmeagazines etc.

» Banks websites and other relative websites.

* Questionnaire to bank officials, depositors andlao@cians

3.5 Data Collection Procedures

In order to make the study more reliable and auibelifferent tools and techniques are
used throughout the study. Primary data has betinelo through questionnaire, direct
interviews, field visits and telephone inquiriesor Fsecondary data annual reports,
brochures, etc. has been collected from differegpadment of concerned banks a

websites were also used for downloading the nepesgarmation.

3. 6 Data Analysis Tools

Analysis and presentation of the data is the cdreash and every research work. In
order to get correct result from this researcha daé analyzed by using different types of
descriptive and analytical tools. In this studyri@as mathematical and statistical tools
have been used to achieve the objective of the/stud

The various tools applied in this study, have bemefly presented as under:

3.6.1.1 Statistical Tools
The relationship between two or more variables lbanmeasured by using statistical

tools. In this study, the following statistical te@re used.

Correlation Co-efficient (r)

Correlation analysis is the statistical tool thah aised to describe the degree to which
one variable is nearly related to other variablies calculated to measure the degree of
association between two variables. Two or moreabdes are said to be correlated if

change in the value of one variable appears t@lg¢ed or linked with the change in the
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other variables. Correlation coefficient describest only the magnitude of the
correlation but also its direction. It always llestween +1 and -1.

If r=+1, there is perfect positive correlation betm two variables.

If r=-1, there is perfect negative correlation betw the two variables.

If r=0, the variables are uncorrelated.

When r lies between 0.7 to 0.999 (-0.7 to -0.98%re is a high degree of positive (or
negative) correlation.

When r lies between 0.5 to 0.699, there is modelageee of correlation.

E-‘iixz
r=

|
| 2
nxT X Xzz

\
Where,
r = Correlation coefficient
¥y = X - X
2 x2 = Xo- Ko

Retail banking and its products are associated mihny variables like per capita GDP,
marketing expenses, interest rate, branch netvgmégraphical reach etc. whose degree

of relation is measured by correlation coefficient.

Coefficient of Determination (r)

The square of simple correlation coefficient islezhlcoefficient of determination. It
explains to what extend the variation of a depenhdeamiable is expressed by the
independent variable. A high value of coefficiehtdetermination shows a good listed
relationship between the two variables. If the gadi coefficients or correlation, r = 0.09,
then the coefficient of determination, r2 = 0.81hiehh means that 81% of the total
variation in the value of the dependent variable been explained by the change in the
value of independent variable. It is much easieuriderstand the meaning of r2 than r
and therefore, coefficient of determination is prefd while presenting the result of

correlation analyses.
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Probable error (P, E) of Correlation Coefficient
The probable error of the correlation coefficiebtds to interpret its value. It is denoted
by P.E which is the measure of testing the relighbdf the calculated value of r. If r be
the calculated value of r from sample of n pagtiservation, the P.E is denoted by;

PE =0.6745 xl_—_r

Vn

It can be interpreted to know whether its calcdatalue of r is significant or not in
following ways.
If r<6P.E, it is not significant. So perhaps thisrao evidence of correlation.

If r>6P.E, it is significant. That is, correlatiaoefficient is certain.

Trend Analysis
Forecasting is an essential tool in any decisiokinga Analysis is carried out to
determine rate in the past data. Trend analysslapted to ascertain future. The trend
analysis is taken as a tool to forecast the fuposition of commercial banks. The
eguation used to obtain the trend values is

Y =a+bx

nv
Where, a=n

Txy
b:Ej: 2

y=dependent variable
x=deviation from some convenient time period
b=slope of trend line or annual rate of growth

a=y-intercept.

Variables

Variable are characteristics of person, thingsupgse and objects etc. A variable is thus a
symbol to which numerals or values are assignedther words, a variable can take on
many values (Pant& Wolff, 2005: 130). Interest rateflation, per capita GDP,

investment amount etc. are variables under study.

51



Dependent Variables
A variable is called dependent variable if its \suwepend upon the other variables. The

researcher’s purpose is to study, analyze thebiatyain the dependent variable.

Independent Variables

A variable is called independent variable if itnet influenced by any other variable

under study. Any change in the independent varsabiher positive or negative, leads to
change in the dependent variable. Thus, the inakgprvariable is those, which are used

as the basis of the dependent variable is theblarthat is being predicted.

3.7 Primary Data Analysis Tools

Data generated through questionnaires and persotalviews of commercial bank

managers, officers, academicians and customersrablyzed by using mean ranking
descriptive method and presented in the table wikemecessary. The study is confined
to limited banks considering the time constrainen€rally primary data is based on

survey of personal interview and questionnaire.
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CHAPTER- IV
PRESENTATION AND ANALYSIS OF DATA

Presentation and analysis of data is an importagesof the research study. The main
purpose of analyzing the data is to change it frima unprocessed from to an
understandable presentation. The analysis of datssists of organizing data by
tabulating and then placing the data in presentabie by using figures and table. In this
chapter, the available data are presented for Yatuaion of Retail Banking. For the
accomplishment of the objectives, the defined eowfsresearch methodology has been

followed and effort has been made to analyze tineeotitrend of retail banking in Nepal.

4.1. Analysis of Secondary Data

4.1.1 Position of Home Loan

Home loan automatically becomes the area of fochenwretail banking becomes a
priority. Home is one of the important needs of &nynan being. Stressing on the crucial
role and opportunities in housing loans, most eftthnk first priority is home loan. Due
to different reason like changing culture, governmgupport, urbanization etc. home

loan is leading in the retail banking industry.

Table: 4.1
Home Loan: Position, Contribution and Average Growh
Average
growth rate of
2007/08| 2008/09| 2009/10 2010/11| 2011/12| "ome loan
Loan amount (Rs. In | 1415 48l 2924 11| 4093.75 5825.40
million) 6732.4
EBL Contribution in loan & 39.00%
18.52% | 21.40% 21.73% 23.80% 24.42%
Advance
r"n‘?ﬁ‘i’;r‘?)m"“m (Rs.In | 5313 | 3230 | 4423| 48907 5865
Nabil Contribution in loan & 26.25%
17.90%| 20.83% 20.32% 17.46% 18.58%
Advance
KBL r"n‘?ﬁ‘i’;r‘?)m"“m (Rs.In | 31897| 51431 65389 10204 14064
Contribution in loan & 45.5%
4.62% 5.75% 5.67% 6.90¢9 7.57%
Advance

Source: Annual Report and Internal Sources of B¥dbil & KBL
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Table 4.1 depicts that the Nabil Bank leads the ditay Finance by providing loan
amounting Rs. 2313 Million in 2007/08, whereas HBllowed the NABIL Bank path by

disbursing loan amount Rs.1815.48 million and KBhoainted Rs. 318.27 million. Nabil
bank provides home loan amounting Rs. 3239 Miliior2008/09, Rs.4423 in 2009/10,
Rs.4890.70 in fiscal year 2010/11 and 5865 in tbeaf years 2011/012. Similarly EBL
provides home loan amounting Rs.2924.11 million, .4B83.75million and

Rs.5825.40million in 2008/09, 2009/10 and 2010/@4pectively. KBL provides home
loan amounting Rs. 514.31Mllion, Rs. 653.89 MilljorRs. 1020.40 Million and Rs.
1406.2 Million in 2008/09, 2009/10, 2010/11 and 20/12 respectively.

Housing finance is the highest contributed segnretite retail banking. The table shows
the percentage of housing loan disbursement to émmhadvance of EBL is 18.52%,
Nabil is 17.9% and KBL is 4.62% in 2007/08. Contitibn in loan and advance of home
loan is in increasing trend of EBL and KBL, but #entribution ratio of Nabil bank’s is

increasing up to 2008/09 then after the rate isedesing and it reached 17.46 in 2010/11.

Figure: 4.1
Home Loan Disbursement by Banks
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The figure 4.1depicts that Nabil Bank maintainesl lgéadership followed by EBL in
housing finance in 2007/08, 2008/09 and 2009/10L KEands at the third place in this
respect. But in fiscal year 2010/11, EBL leadshbasing finance followed by Nabil and
then by KBL.
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Figure: 4.2
Home Loan: Contribution to Loan and Advance
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Figure 4.2 depicts that EBL has the highest contigm made by its housing loan to total
loan and advance in all the four fiscal years fofld by Nabil at second place and KBL
at the third place. The contribution of EBL and KBike in increasing trend at each

successive year. But for Nabil, it increased ingbeond year then it started decreasing.

Figure: 4.3

Average Growth Rate in Home Loan
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In terms of the average growth rate of home lo&BlL. Kolds the top position. Its average
growth rate is 48.33 percent. Everest Bank Ltddsidhe second position and Nabil Bank
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Ltd. holds the third position in terms the averggewth rate of home loan. The same is

presented in the figure 4.3 above.

4.1.2 Position of Auto Loan
Nepalese market is the growing market for autoalebi There are so many world class
vehicle showrooms. Nepalese consumer has diventeid preference to own market.

That helped to boost in vehicle loan.

Table: 4.2
Auto Loan : position, contribution and average grevth
Year 2007/08 2008/09 2009/10 2010/11| 2011/12| Average
growth rate
of Auto loan
Loan amount (Rs. In
million) 641.13 | 958.18 1313.19 2336.80 3126.9
EBL Contribution to 49.5%
loan 6.54 7.20 6.97 9.54 10.61
and advance (in %
Loan amount (Rs. In
million) 3760 4965 3599.62| 3811 |4236
Nabil Contribution to >.25%
loan 29.10 31.94 16.54 13.61 |13.73
and Advance (in %
Loan amount (Rs.
In million) 493.17 | 653.60 782.44 1308.08902.0
KBL Contribution to 41.25%
loan 7.16% 7.32% 6.79% 7.32|10.24
and Advance (in %

Source: Annual Report and Internal Sources of B¥bil & KBL

Table 4.2 depicts that Nabil bank provides the daém amounting Rs. 3760 Million,
Rs.4965 million, Rs. 3599.62 Million, Rs.3811Millicand 4236 Million in 2007/08,
2008/09, 2009/10, 2010/11 and 2011/12 and coriioibun total loan and advance is
29.10 percent, 39.14 percent, 16.54 percent, 18e8dent and 13.73 percentage in the
respective years. EBL provides the auto loan amiogiriRs. 641.13 million, Rs.958.18
million, Rs. 1313.19 Million and Rs. 2336.80 Millicand contribution in total loan and
advance is 6.54percent, 7.2 percent, 6.97 perceh®®€4 percent respectively. Similarly
KBL provides auto loan amounting Rs.493.17 millidRs.653.6 million, Rs.782.44
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million and Rs.1308.08 million and it contributed 6percent, 7.32 percent, 6.79 percent
and 8.84 percent in the respective years.
Figure: 4.4

Auto Loan Disbursement by Banks
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Figure 4.4 depicts that Nabil Bank has the higlaeso lending among the three banks
throughout the study period.EBL follows Nabil inrtes of auto lending in all the years.
KBL stands at the third position among the samplekis.

Figure: 4.5
Auto Loan — Contribution to Loan and Advance
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The figure 4.5 shows that Nabil has the highestrdmrtion made by auto loan to total
loan and advance throughout the study period. Kiahds at the second position in F/Y
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2007/08 and 2008/09. EBL holds third position iagt two fiscal years. But EBL holds

second position in the remaining two fiscal ye&iBl. standing at the third position.

Figure: 4.6
Average growth rate of auto loan
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In terms of the average growth rate in auto loabwalisement, EBL is the leader followed
by KBL and Nabil as depicted by the above figuredbe average growth rate in auto
loan disbursement of EBL, KBL and Nabil Bank is®4 percent, 40 percent and 3.47
percent respectively.

4.1.3 Position of Personal Loan

Following the globalization and liberalization, fasmanufacturing consumer goods,
educational institution and consumer durable prodpened up to the international
players. As the increase in consumer durable ptamucand education, Nepalese
consumer’s preference to these segments also setdedhey began to utilize these

services by even taking personal loan from bank.
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Personal Loan: Position, contribution and Average @Gwth

Table: 4.3

Bank

Year

2007/08

2008/09

2009/1

D

2010/1

[12011/12

Average growth
rate of personal
loan

EBL

Loan amount
(Rs.in

Million)

992.56

1265.48

1632.47

2192.8

)2726.4

Contribution to
loan

and advance

10.13%

9.26%

8.67%

8.96%

9.89

28.5%

Nabil

Loan amount
(Rs. in

Million)

232

306

380.90

417

720.0

Contribution to
loan

and advance

1.80%

1.97%

1.75%

1.49%

2.28

34.25%

KBL

Loan amount
(Rs.in

Million)

215

398

519.20

699.34

1120

Contribution to
loan

and advance

3.12

4.46

451

4.73

6.03

52.5%

Source: Annual Report and Internal Sources of B¥dbil & KBL

Nabil bank provides the personal loan amounting28&. million, Rs.306 million,

Rs.380.90 million and Rs.417 million and contribatito total loan and advance are 1.8

percent,1.97 percent, 1.75 percent, 1.49 percahR&8 percent in fiscal year 2007/08,
2008/09, 2009/10, 2010/11and 2011/12 respectiveBL provides Rs.992.56 million,
Rs.1265.48 million, Rs.1632.47 million and Rs.2882million which contributes10.13

percent, 9.26 percent, 8.67 percent and 8.96 petcewotal loan and advance in fiscal

year

2007/08, 2008/09, 2009/10 and 2010/11 201tékpectively. KBL provides

personal loan of Rs.215 million, Rs.398 million,9520 million and Rs.699.34 million
which contributes 3.12 percent, 4.46 percent, $&kent, 4.73 and 6.03 in the fiscal
year 2007/08, 2008/09, 2009/10 and 2010/11 20lrb4j2ectively.
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Figure: 4.7

Personal Loan Disbursement By Banks
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Figure 4.7 depicts that EBL is the highest providepersonal loan among the sample
banks during the entire study period. Nabil holds second position in F/Y 2007/08

followed by KBL. But KBL holds the second positionF/Y 2008/09, 2009/10, 2010/11

and 2011/12 followed by Nabil at the third place.

Figure: 4.8
Personal Loan — Contribution to Loan and Advance
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Figure 4.8 shows that the contribution made bygmeakloan to total loan and advance is
highest for EBL among the sample banks throughloetstudy period. KBL holds the
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second position in terms of the contribution ofgoeral loan to total loan and advance

throughout the study period followed by Nabil bank.

Figure: 4.9

Average Growth rate of Personal Loan
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The average growth rate of personal loan disburseofeKBL is the highest among the
three banks. For KBL, it is 50 percent followed BBL with an average growth rate of

30 percent and then by Nabil with an average groatid of 22 percent.

4.1.4 Relationship between Retail Banking Productand Total Loan and
Advance

One of the main objectives of this study is to knthwe relationship between retalil
banking and total loan and advance. In other waitts,major motive is to explore to
chuck of home loan, auto loan and personal loarobtdtal loan and advance. Since few
years, financial institutions are not getting apiate avenues for investment. So they
are forced to search new sector for investmentudinghately enter into retail banking.
This scenario has diverted most of the investalnhe fof bank to retail sectors. To some
extent such finance is good, but large finance wrh sector is not good for country’s
economy because they are non-productive sectory @benot give any contribution to
the growth of economy. So, an effort is made her&rtow the relationship of retalil

banking to total loan and advance.

61



4.1.4.1 Analysis of correlation coefficient betweeHome Loan and Total Loan
and Advance for EBL, Nabil and KBL

The purpose of coefficient of correlation betweeonnt¢ loan and total Loan and
Advance is to measure the degree of relationshiyesn two variables. The following
table 4.4 describes the relationship between harae and total loan and advances of
EBL, Nabil and KBL. In the following case, home toas independent variable (x) and

total loan and advances is dependent variable (y).

Table: 4.4

Correlation coefficient between Home loan and Totaloan and Advance

Base of Evaluation
Banks
r 2 P.E 6xP.E.
EBL 0.998 0.996 0.0007 0.004
Nabil 0.9697 0.9403 0.0201 0.1206
KBL 0.9827 0.9657 0.012 0.072

Source: Appendix- X, XI &XII

Table 4.4 depicts that there is a high degree sitige correlation coefficient between
home loan and total loan and advance for threedbdhindicates that if the home loan is
increased the total loan and advance of the baskiatreases. So, to increase the total
loan and advance of the bank, bank must increasédtne loan. The correlation
coefficient between home loan and total loan andciade value of EBL, Nabil and KBL
are 0.998, 0.9697, and 0.9827 respectively.

The value of coefficient of determinatiof{jof EBL is 0.996, which means 99.6 percent

of total loan and advance decision depend upon Hoare and only 0.40 percent loan
and advance depend upon other variables. The wélReof Nabil Bank 0.9403 which

means that 94.03 percent of total loan and advaheeision is depend upon home loan
and only 5.97 percent loan and advances depend oih@n variables. Similarly, the

value of R%of KBL is 0.9657, which means 96.57 percent of laad advance decision

depend upon home loan and only 3.43 percent deygeom other variables.
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By considering the probable error (P.E.), the vadugreater than the 6 times of P.E., i.e.
0.998>0.004, 0.9697> 0.1206 and 0.9827> 0.072. iflkiicates that there is significant

relationship between home loan and total loan avdrces.

4.1.4.2 Analysis of correlation coefficient betweeAuto loan and Total Loan
and Advances for EBL, Nabil and KBL

The correlation coefficient between auto loan astdltloan and advances is to measure
the degree of relationship between two variablég. fbllowing table no 4.5 describes the
relationship between auto loan and total loan ahéiace of EBL, Nabil and KBL with
comparative under four years study period. In tb#oding case, Auto loan is

independent variable (x) and loan and advancesgsrtent variable (y).

Table: 4.5
Correlation coefficient between Auto loan and TotaLoan and Advance
Base of Evaluation
Banks
r 2 P.E 6xP.E.
EBL 0.9653 0.9318 0.023 0.0138
Nabil -0.7844 0.6153 0.1297 0.7785
KBL 0.9638 0.9289 0.0711 0.4265

Source: Appendix XIII, XIV & XV

Table 4.5 depicts that the correlation coefficibetween auto loan and total loan and
advances value of EBL, Nabil and KBL are 0.96537884 and 0.9638 respectively.
This shows the higher degree of positive corretatioefficient between auto loan and
total loan and advance of EBL and KBL. But thera isegative correlation coefficient of
Nabil Bank. It indicates that the higher loan awnidances higher the auto loan of EBL
and KBL. So to increase the total loan and adv#noeist be increase auto loan.

The value ofr*of EBL 0.9318 which means 93.18 percent of totahl@and advances

decision depends upon auto loan and 6.82 percantdnd advances depends upon other
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variables. The value of* of Nabil bank is 0.6153 which means 61.53 peraériban

and advances decision depend upon auto loan ady 3fercent loan and advance

depends upon other variables. Similarly the valfie“oof KBL 0.9289 which means

92.89 percent of total loan and advance depends apto loan and 7.11 percent loan

and advances depends upon other variables.

By considering the probable error (P.E.), the vaiieis greater than the 6 times of P.E.
of EBL and KBL i.e. 0.9653>0.0138 and 0.9638>0.42@fHich indicates there is
significant relationship between auto loan andltimi@n and advance. But the value of r
is less than the 6 times of PE of Nabil i.e. -0484).7785 which indicates there
insignificant i.e. there is no evidence of cornelatbetween auto loan and total loan and

advance.

4.1.4.3 Analysis of Correlation Coefficient betweeersonal Loan and total loan

and advance for EBL, Nabil and KBL

The correlation coefficient between personal loawl #otal loan and advance is to
measure the degree of relationship between twabias. The following table no 4.6
describes the relationship between personal loahtatal loan and advance of EBL,
Nabil and KBL with comparative under four yearsdstiperiod. In the following case,

Personal loan is independent variable (x) and kadh advances is dependent variable

V)

Table: 4.6
Correlation coefficient between Personal loan and dtal Loan and Advance
Base of Evaluation
Banks
r 72 P.E 6xP.E.

EBL 0.9959 0.9918 0.0028 0.0166
Nabil 0.9585 0.9187 0.0274 0.1645
KBL 0.9915 0.9831 0.0057 0.0342

Source: Appendix XVI, XVII & XVIII
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The table 4.6 depicts that the correlation coedfitibetween personal loan and total loan
and advances value of EBL, Nabil and KBL are 0.9959585 and 0.9925 respectively.

This shows the high degree of positive correlatioafficient between personal loan and
total loan and advances. It indicates that highermpersonal loan higher the total loan and
advance. So, to boost the total loan and advanceist be increase personal loan. The

value of+? of EBL 0.9918 which means 99.18 percent of tatahland advance decision

is depend upon the personal loan only 0.82 peloamt and advances are depend upon
other variables. The value of of Nabil 0.9187 which means 91.87 percent of titah

and advance decision is depend upon the persoaal doly 8.13 percent loan and

advances are depend upon other variables. Simildrey value of* of KBL 0.9831

which means 98.31 percent of total loan and advatecision is depend upon the
personal loan only 1.69 percent loan and advaneedepend upon others variablBg.
considering the probable error (P.E.), the valueisfgreater than the 6 times of P.E. i.e.
0.9959> 0.0166, 0.9585> 0.1645 and 0.9915> 0.084#ch indicates that there is
significant relationship between Personal loan tatal loan and advances.

4.1.5 Trend Analysis

To find out the future scenario of home loan, aletan and personal loan for sample
banks, trend analysis has been done. This statidist describes the trend of any
variables with passage of time. Most popular metfuvdrend analysis is least square
method.

4.1.5.1. Trend analysis of home loan for EBL, Nabé&nd KBL

In this section, an attempt is made to analyzdrdred of amount of home loan for EBL,
Nabil and KBL and to forecast the home loan for camtwo years on the basis of
present trend.
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Table: 4.7

Trend Analysis of Home Loan for EBL, Nabil and KBL

(Rs.in Million)
EBL Nabil KBL
Year Home Trend Value | Home Trend Home Trend

Loan Loan Value Loan Value
2007/08 1815.48 1731.202 2313 2395 318.27 246.184
2008/09 2924.11 3004.715 3239 3270.%7 514.31 594.41
2009/10 4093.75 4278.228 4423 4146.14 653.89 782.65
2010/11 5825.4 5551.741 4890.71 5021.71 1020.4 8890
2011/12 6732.4 6825.254 5865 5897.28 14064 134912
2012/13 8098.767 6772.85 1587.359
2013/14 9372.28 7648.42 1855.594
2014/15 10645.793 8523.99 2123.829
2015/16 11919.306 9399.56 2392.064
2016/17 13192.819 10275.13 2660.2P9
Source: Appendix- XIX, XX & XXI

Figure: 4.10

Trend Analysis of Home Loan for EBL, Nabil and KBL
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Table 4.7 depicts that the trend of home loan ai@a banks. The trend value of home
loan of EBL is Rs.1731.202 million, for Nabil issR395 million and for KBL is
Rs.246.18 million in the fiscal years 2007/08. Ttend value is also increasing trend in
the study period. If the other things remain theeathe projected amount of home loan
of EBL, Nabil and KBL for the fiscal year 2012/13ilwbe Rs.8098.76 million,
Rs.6772.85 million and Rs.1587.35 million respeaity Similarly, the amount of home
loan of same banks for the fiscal year 2016/17 ballRs.13192.81 million, Rs.10275.13
million and Rs.2660.99 million respectively. Thdaets are presented in figure below to

make clearer.

4.1.5.2 Trend Analysis of Auto Loan for EBL, Nabiland KBL

The following table 4.8 shows the trend amount otAloan for EBL, Nabil and KBL
and forecasts the amount for the coming two years.
Table: 4.8

Trend Analysis of Auto Loan for EBL, Nabil and KBL

(In Millions)
EBL Nabil KBL
Year [Auto | Trend Value| Auto | Trend Value| Auto Trend Value
Loan Loan Loan
2007/08 641.13 416.008 3760 4114.724 493.17 333.43
2008/09 985.18 1048.324 49685 4094.524 653/6 680.644
2009/10 1313.19 1680.64 3599.672 4074.324 782.44 1027.858
2010/11 2336.8 2312.956 3811 4054.124 1308.08 0325.
2011/12 3126.9 2945.272 4236 4033.924 1902 1722.286
2012/13 3577.588 4013.724 2069.5
2013/14 4209.904 3993.524 2416.714
2014/15 4842.22 3973.324 2763.928
2015/16 5474.536 3953.124 3111.142
2016/17 6106.852 3932.924 3458.356

Source: Appendix XXII, XXIII & XXIV
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Figure: 4.11

Trend Analysis of Auto Loan for EBL, Nabil and KBL
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Table 4.8 depicts that the amount of Auto loan BL.Eand KBL are in increasing trend.
But the auto loan of Nabil bank is decreasing &tdl year 2009/10. After that the auto
loan slightly increased in the fiscal year 2010/EXhe other things remain the same, the
auto loan of EBL, Nabil and KBL for the fiscal ye2012/13 will be Rs.8098.76 million,
Rs.6772.85 million and Rs.1587.35 million respeadiy Similarly the auto loans of same
banks for the fiscal year 2013/14 will be Rs.9382million, Rs.7648.42 million and

Rs.1855.59 million respectively.

4.1.5.3 Trend Analysis of Personal Loan for EBL, Nail and KBL

The following table 4.9 shows the trend amount efspnal loan for EBL, Nabil and

KBL and forecasted amount for the coming two years.
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Table: 4.9
Trend Analysis of Personal Loan for EBL, Nabil andKBL

(Rs. in Million)
EBL Nabil KBL
Year | personall Trend Personal | Trend Value| Personal | Trend Value
Loan Value Loan Loan
2007/08 992.56 882.942 232 193.78 215 168.04
2008/09 | 1265.48 1322.442 306 302.48 398 379.174
2009/10 | 1632.47 1761.942 380.9 411.18 519,2 590.308
2010/11 2192.8 2201.442 417 519.88 699.34 801.442
2011/12 2726.4 2640.942 720 628.58 1120 1012.576
2012/13 3080.442 737.28 1223.71
2013/14 3519.942 845.98 1434.844
2014/15 3959.442 954.68 1645.978
2015/16 4398.942 1063.38 1857.112
2016/17 4838.442 1172.08 2068.246

Source: Appendix XXV, XXVI & XXVII

Table 4.9 depicts that the amount of Personal tfaall banks are in increasing trend.
The trend of personal loan of EBL, Nabil and KBle &s.882.942 million, Rs.193.78

million and Rs.168.04 million in the fiscal year80Z/08 respectively .

If other things

remain same, the personal loan of EBL, Nabil and K& the fiscal year 2012/13 will

be Rs.3080.44 million, Rs.737.28 million and Rs32Z2 million respectively. Similarly,

the personal loan of same banks for fiscal yea6201 will be Rs.4838.44 million,

Rs.1172.08 million and Rs.2068.246 million.
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Figure: 4.12
Trend Analysis of Personal Loan for EBL, Nabil andKBL
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4.2 Analysis of Primary Data

Primary data are collected from commercial bank$ @mstomers as well as individual
academicians. More than one respondent have bekméd from the same organization
as far as possible. The respondent of the datarcpeesonalities involving bank
managers, officers and customers. This study islgpnaased on questionnaire survey of
the opinions of 45 respondents. Out of 45 respasgd&rare commercial banks managers,
10 respondents are commercial bank officers, meagdemicians and 25 respondents are
commercial bank’s customers. The respondents’ opgwere collected on nine queries.

The response on each querry and the associategg@nalpresented below.

4.2.1 Pace of Retail banking in Nepal

The first querry was about the view of respondeatmrding the present pace of retail
banking trend in Nepal. 64 percent of the respotsdagree that the retail banking trend
is increasing, 8 percent respondents disagree &meldent respondents did not make any

response.

4.2.2 Desirability of Retail Banking
The second querry was about the desirability adilrdtanking to both customers and
banks. 76percent respondent showed their posiggeability,6 percent of them showed

negative desirability while 8 percent respondergsameutral regarding such desirability.
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4.2.3 Use of Retail Banking Product

The third querry was regarding the use of retailkiitay product. The respondents were
enquired whether they use or buy retail bankinglpch 42 percent respondents use such
product and 48 percent respondents do not use @ochuct. In this querry majority of

respondents still have not purchased retail bangioduct offered by bank.

4.2.4 Preference for Retail Banking Product

In the fourth question, the respondents were astie@nk the different retail banking
product in terms of their preference. The mean esabi the rank provided by the
respondents is calculated and their preferencerardsed in terms of the mean value of
the rank provided by the respondents.

Table: 4.10

Preference for Retail Banking Product

Option Rank Mean Ranking
1 2 3

Home Loan 37 4 3 1.20 1

Auto Loan 32 8 3 1.27 2

Others (Innovation Product) 9 26 8 1.89 3

Personal Loan 15 7 20 1.98 4

Source: Field Survey

On the basis of ranking provided, respondents pexfehome loan the most, followed by

auto loan, others and personal loan respectively.

4.2.5 Motivating Factors for Retail Banking Product
The fifth querry was about the factors that motiveget loan in the market. Six different
statement were provided and requested to assigratikeas one for they strongly agree,

two for agree, three for they do not know, fourdisagree and five for strongly disagree.
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Table: 4.11

Motivating Factor for Retail Banking Product for Cu stomer

Factor Rank Mean| Ranking
1 2 3

Low interest rate 24| 1( 4 2 3| 176 1
Promotion and advertisement

, 12 | 15| 7 | 4 2.42 2
campaign
Innovation product offered by Bank 8 9 8 10 2.49 3
To maintain social status 1( 6 1 8 2.62 4
For better lifestyle 8 7 17 2 9| 280 5
To make future secure 5 6 2 9 2.98 6

The mean of the ranks provided by the respondemtgach of the six factors is

calculated. The ranking is provided to each faaorthe basis of calculated mean.

Among the six factors provided which motivate tlespondents to get retail loan from

the bank, the respondents preferred low interdsttree most followed by the promotion

and advertisement campaign, innovative productiabatatus, better life style and to

secure the future.

4.2.6 Role of Retail Banking Product to help Increse Performance

The sixth query was about the role of retail bagkproduct to increase the overall

performance of the banks. The respondents weredashkether the retail banking

product helps improve performance or not. 77.7&¢x@r respondents agreed that retail

banking helps to increase overall performance efl#nk, 17.78 percent respondents are

disagreed about the said role and 4.44 percenbmegpts were neutral about the querry.
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4.2.7 Factors Affected by Retail Banking Product tolmprove Banks
Performance

The seventh query was about the factors used tsuredanks performance affected by
the retail banking product. Five such factors werevided and the respondents were
asked to rank the factors on the basis of the efiécetail banking product on such

factors to improve the bank’s performance.

Table: 4.12

Factor Affected by Retail Banking to Increase Perfanance

Factor Rank Mean| Ranking

1 2 3 4 | 5

Reduce NPA 38 2 1 2 1 1.29 1

NG

Increase Bank’s profit 28 8 2 K 1.60 2

Increase quality service and

. , 12 | 10 8 9| 4 2.49 3
quick delivery
Helps to reduce cost 9 12 6 8 B 2.13 4
Helps to technology innovation 7 g 15 10 4 2.84 5

Reduction in non performance assets (NPA) has toesmd to be the most relevant factor
of retail banking in the opinion of respondent delked by increase in bank’s profit and
guality service and quick delivery. Respondents ianrease quality service and quickly
delivery to customer the third. Respondents rardest reduction the fourth and retail

banking helps to technology innovation the fifth.
4.2.8 Difficulties Faced by Commercial Banks

Following table is the collection of respondentjgiroon as Nepalese commercial bank

faces difficulties to the growth of retail banking.
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Table: 4.13

Difficulties Nepalese Commercial Banks face to inelase Retail Banking

Factor Rank Mean Ranking
1 2 3 4 5

The legal process is tedious and 35 5 1 5 1 136 1
lengthy
The bank has not sufficient
customer segment to match the 11 12 8 7 5 2.49 2
requirements of customer
The staff are not highly 13 11 5 10 4 553 3
competent
The bank faces difficulties from 15 10 4 | s 7 5 62 4

the competitive market

The present rules and regulatipn
is not sufficient for retail 12 11 8 5 7 2.69 5
banking growth

The above table shows that the first relevant diffy to be faced by Nepalese

commercial bank for the growth of retail bankinghie lengthy and tedious legal process.
Insufficient customer segment has been found teelsend relevant factor to be faced by
commercial bank in the opinion of respondent fokowby less competent staff and
increase in competitive market. They ranked insidfit rules and regulation the fifth.

4.3 Major Findings of the Study
4.3.1 Finding from the Secondary Data
* The amount of home loan for all banks under thdyshas an increasing trend
» The amount of loan for EBL, Nabil and KBL was R81%.48 million, Rs.
2313 and Rs318.27 million respectively in F/Y 2@37/And these amounts
increased to Rs. 5825.40 million, Rs. 4890.70 omlland Rs. 1020.40 million
respectively in F/Y 2011/12.
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The position of home loan for EBL, Nabil and KBLirsbetter position. All
the banks have provided greater proportion of theids on retail banking.
But Nabil bank has led home loan segment by diginly higher home loan.
The contributions of home loan in total loan andate by all the banks
have increasing trend.

The contribution of home loan in total loan and abe for EBL was 18.52
percent, for Nabil it was 17.90 percent and 4.62<MBL in 2007/08and it has
reached 23.80 percent, 17.46 and 6.90 percentatesglg in 2010/11. The
average growth rate of home loan for these banksA@r66%, 28.67% and
48.33% respectively.

The contribution of home loan in total loan and atbe of all sample banks
has gained robust growth but Nabil bank has shosgt performance having
higher average growth rate.

The amount of auto loan for all sample banks utiderstudy is in increasing
trend.

The amount of auto loan for EBL, Nabil, and KBL wdRs. 641.13 million,
Rs. 3760 million and 493.17 million respectively 063/64. And these
amounts increased to Rs. 2336.80million, Rs. 13&nilion of EBL and
KBL respectively in 2010/11,but Nabil has incregsup to 2008/09 and reach
Rs. 4965 Million than after the trend is declining2009/10 and finally reach
Rs. 3811 million respectively in 2011/12

The position of auto loan for EBL, KBL are in bettposition. Nabil's
position is slightly decreasing trend in auto loBat Nabil bank has led the
auto loan segment by disbursing higher auto loaralinthe year. The
contribution of auto loan in total loan and advafmeEBL was 6.54%, for
Nabil was 29.10% and for KBL was 7.16% in 2007/@Bainhas reached
9.54%, 13.61% and8.84% respectively in 2011/12. tBet contribution of
auto loan of Nabil is decreasing. The average drawte of Auto loan for
these banks are 54.97%, 3.47% and 40% respectively.

The contribution of auto loan in total loan and alse by all the banks are in
increasing trend in amount. But Nabil bank has shtie best performance

having highest amount. But in contribution in loand advance EBL and
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KBL shows the better performance than Nabil. Agam average growth rate
of Auto loan for EBL and KBL is comparatively battean Nabil.

The amount of personal loan for all the banks umlderstudy is in increasing
trend in loan amount but the contribution in totabn and advance is
decreasing trend except KBL.

The amount of personal loan for EBL, Nabil and K&kere 992.56 million,
Rs. 232 million and Rs. 215 million respectively 2007/08. And these
amounts have increased to Rs. 2192.80 million, R&7 million and Rs.
699.34 million respectively in 2011/12.

The position of personal loan for EBL, Nabil, an8IKis in better position.
But EBL leads this segment by disbursing highesqeal loan.

The contribution of personal loan to total loan adVance for EBL was
10.13%, for Nabil was 1.80% and for KBL was 3.12%spectively in
2007/08and it has reached to 8.96%, 1.49% and 4.7&8pectively in
2010/11while the percentage of EBL is in decreadiemd, Nabil reach
1.97% in 2008/09 but it has decreased to 1.49 %iO/A0 of Nabil. The
average growth rate of personal loan for these dan& 30%, 22% and 50%
respectively.

The contribution of personal loan in total loan aadivance of KBL is in
increasing trend but the contribution of personahlto total loan and advance
of Nabil is increasing till 2009/10 and has deceeasn 2010/11. The
contribution of personal loan and advance of EBInidecreasing trend. KBL
has shown best performance having highest averagwtlg rate and
disbursement than Nabil and EBL.

This study has found highly positive correlatioreffizient between home
loan and total loan and advance of more than M348l ithree banks. As well,
it is also found in all three banks that coefficieh determination of more
than 94%. These signify that there is significaetationship between
correlation coefficient of home loan and total IGard advance of EBL, Nabil
and KBL. But EBL has the highest degree of corietatoefficient between
home loan and total loan and advance than othebamis. It states that the
EBL is in better position of home loan as total Hoand advance in

comparison to Nabil and KBL.
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This study has found that highly positive corr@atbetween Auto loan and
total loan and advance of more than 0.99 in EBL KBdl. But negative
correlation between auto loan and total loan andaiacke of Nabil is -0.78.
These signify that there is significant relationvilmen correlation coefficient
of Auto loan and total loan and advance of EBL, &il. But there is no
significant relation between correlation coeffidieh Auto loan and total loan
and advance of Nabil.

This study has found that highly positive correatbetween personal loan
and total loan and advance of more than 0.95 ithadle banks. As well it is
also found in all three banks that coefficient etedmination of more than
91% these signify that there is significant relasioip between correlation
coefficient of personal loan and total advance BLENabil and KBL. But
EBL has the highest degree of correlation betweensgmal loan and total
loan and advance than other two banks. It statesf EBL is in better
position of personnel loan as total loan and adeant comparison to Nabil
and KBL.

From the trend analysis, it is found that the anta@irhome loan of all three
banks has increasing trend. The higher rate of gihaand mean of EBL
indicates that its increasing trend is in bettesifpon than Nabil and KBL.

It is found that the amounts for Auto loan for th banks are in increasing
trend. But the amount for auto loan for Nabil bamkn decreasing trend. The
rate of change is negative. The rate of changena@an value of EBL is
higher than Nabil and KBL. That means the EBL hetep increasing trend
than Nabil and KBL.

It is found that the amount of personal loan of thik here banks is in
increasing trend. The rate of change and mean \&lWBL is higher than
Nabil and KBL. That means the EBL has better insirga trend than Nabil
and KBL.

4.3.2 Finding from the Primary Data

Most respondents agree that there is increasing freretail banking sector.
Out of 45 respondents 38 respondents are agreedethd banking is a good
deal for both customers and banks while 3 respdedare disagree and 4
respondents that they are unknown about retailibgnk
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Out of 45 respondent 24respondents have not purdhastail banking
product offered by bank yet. Only 21 respondentsimsed retail banking
products.

On the basis of the responses of the respondents kaan is ranked first by
the Nepalese customers and academicians followeditmyloan.

Most of the respondents agree that the low inteedstis the most motivating
factor to get the loan in the market.

Majority of the respondents showed their agreentieat the retail banking
helps to increase the overall performance of thenmercial banks by
reducing the NPA and increasing the bank’s profit.

Most of the respondents agree that the tediouslemgthy legal procedures
are barrier to the growth of retail banking in Nepa
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CHAPTER-V
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary

Many commercial banks, development banks and fiahmtstitutions are operating in

the economy to assist in the process of economieldement of the country. Due to
high competition between the financial institutiptiee collected high amount of deposit
from public is not properly invested. It is duelack of demand for fund. So, it raised the
problems of investment and proper mobilizationafaties which play a vital role in the

overall development of economy of a nation.

This study‘Retail Banking of the Commercial Banks in Nepial'primarily prepared for

the partial fulfillment of the requirements of masbf business studies (MBS). This
study is mainly based on primary and secondary pladeided by the concerned banks
and respondents. Among the 32 listed commercidkdo@8commercial banks have been
selected as the sample. The main objective ofttigyss to find out position and trends
of retail banking in Nepal. Most of the listed coential banks are of similar nature and
taken to the sample similar nature banks are baihiging same types of services to the
customers. Information is collected during the @@ri22007/08 to 22011/12. The

collected information is analyzed and conclusiodravn from the study

5.2 Conclusion

This study“Retail Banking of the Commercial Banks in Nepalied to analyze the
existing situation of retail banking in Nepal basedthe data provided by the financial
statement as well as other concerned informatioesdt study is successful to explore
the findings of the result designed. For the studyjous statistical tools were used as
requirements of nature of data. The secondary #isaswgrimary source of information
was used for the analysis of the data. Based odateeanalysis and finding of the result,
the conclusion can be drawn as follows From thiglgtthe researcher concludes that
retail banking trend in Nepal is continuously irasimg. Retail banking has started to
play an important role in Nepal. In response ts there have been active efforts within

the Nepalese banks to be more focused on consumaecial product and services. As

79



the perception of retail banking is still quite lomw Nepal, there is tremendous upward

potential in this segment.

Again, researcher found that the Nepalese bankd tweeemain in the competition in
retail banking, banks will need to operate effithgnpackage and delivery products on
time, leveraging the multiple channels of deliveych as internet banking, mobile
banking, mobile cash and ATMs. The future of retadnking is dependent on
technology, marketing and capital employment on s$keetor. Technology facilities
reduction in transaction cost and provides theitgltib do business in volumes. Banks
have to prepare themselves to face soft intergginee New kinds of management skills
are required to manage the retail lending portfoBanks are competing in the retail
banking area on the basis of product innovatiotipmalization of service charges,

competitive pricing and simplified procedures focdmentation.

5.3 Recommendations

Based on the study, it is found that the retailko@gn is in increasing trend. Among the
sample banks Nabil has disbursed higher amounbwfehloan and EBL has disbursed
the higher amount of auto loan and Personal loanth® basis of the foregoing finding
and conclusion, the following recommendations amdento improve retail banking

policies and schemes.

* When there is less investment opportunity in thentxy, retail banking is the
best investment. Regarding this, Nabil and EBL hdigbursed large amount
of fund for home loan. However, KBL has disburdeel little amount of home
loan. So it is recommended for them to increaseiiuak of Loan.

* Another factor hindering the growth of retail baiskits interest rate. So the
banks are requested to lower down the interest rate

* Bank should investigate for increasing lending oppaties by adopting new
strategies and the bank should be innovation ofiygbwhich is match the
requirements of the customer segments.

* Bank should effort to increase to cover the wideaarby increasing the
branch network as well as more geographical coeeragthe new area, bank
should make effort to tap these area consumersrwiding the product

suitable and reasonable for them rather than iedtptoduct.
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Nepal is an agricultural country, that's why mosttlee population settles in
rural areas. Agriculture related financial prodiike agricultural financing,
micro credit should be introduced and prioritized banks to promote this
area.

Nepalese economy is depending on the remittanaameac So, bank should
focus this area by providing products like remitiarcard, money transfer and
also providing the foreign employment loan etc.

The procedure to get loan is quite tedious andtigngso it is suggested to
make the procedure simple and easy.

Government should provide a regulatory climate congke to the
establishment of private specialization retail bagknstitutions by allowing
them to compete effectively for savings and resptancharket demands for

loan rates.
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Home L oan

Appendix-I
: Contribution and average growth rate of EBL (In Million)

% of home loan on
Year Home loan | Total Loan & Total loan and Growth = Growth =
(X) Advance (Y) advance Ending—-Beginning (X) Ending—Beginning (Y)
Beginning Beginning
2007/08 1815.48 9801.31 18.52 0 0
2008/09 2924.11 13664.08 21.4 0.61 0.39
2009/10 4093.75 18836.44 21.73 0.40 0.38
2010/11 5825.4 24469.60 23.80 0.42 0.30
2011/12 6732.4 27560.30 24.42 0.13 0.20
Total 21391.14 94331.73 109.87 1.56 1.27
Average
Growth Rate 39.00 3L.75

Average Growth rate =

For Home Loan (X)

Total Growth
X

No.of Years

1.56
x100
4

39.00

100

For Loan & Advance (Y)

Average Growth rate =

Total Growth
X
No.of Years

100

1.27
x100
4

31.75




Appendix-I|
Contribution and average growth rate of NABIL

% of home loan on
Year Home loan | Total Loan &| Total loan and advance| Growth = Growth =
(X) Advance (Y) Ending—-Beginning (X) Ending—Beginning (Y)
Beginning Beginning

2007/08 2313 12922.54 17.9 0 0
2008/09 3239 15545.78 20.83 0.40 0.20
2009/10 4423 21759.5 20.32 0.36 0.40
2010/11 4890.7 27999.1 17.46 0.10 0.28
2011/12 5865 31565.1 18.58065 0.19 0.12

Total 20730.7 109792 95.09065 1.05 1
Average 26.25 25.0
Growth

Average Growth rate =

For Home Loan (X)

Total Growth

No

.0f Years

5
x100
4

26.25

x100

For Loan & Advance (Y)

Average Growth rate =

Total Growth

x100

No.of Years

1
—x100
4

25.0




Appendix-I11
Contribution and average growth rate of KBL

% of home loan on
Year Home loan | Total Loan & Total loan and | Growth = Growth =
(X) Advance (Y) advance Ending—-Beginning (X) Ending—Beginning (Y)
Beginning Beginning
2007/08 318.27 6891.86 4.62 0 0
2008/09 514.31 8929.01 5.75 0.62 0.3
2009/10 653.89 11522.38 5.67 0.27 0.29
2010/11 1020.4 14795.26 6.90 0.56 0.28
2011/12 1406.4 18565.23 7.57 0.37 0.25
Total 3913.27 60703.74 30.51 1.82 1.12
Average 48.33 29.00
Growth
For Home Loan (X) For Loan & Advance (Y)
Total Growth Total Growth
Average Growth rate = x100 Average Growth rate = x100
No.of Years No.of Years
1.82 112
= x100 = x100
4 4
=455 =28.0




Appendix-IV

Auto Loan: Contribution and average growth rate of EBL

% of Auto loan on

Year Auto loan Total Loan & Total loan and advance | g qwth =Zr&ng—Beginning (X)
(X) Advance (Y) Beginning

2007/08 641.13 9801.31 6.54 0
2008/09 985.18 13664.08 7.20 0.54
2009/10 1313.19 18836.44 6.97 0.33
2010/11 2336.8 24469.6 9.54 0.78
2011/12 3126.9 27560.30 10.61 0.33

Total 8403.2 94331.73 40.86 1.98
Average 49.5
Growth

For Auto Loan (X)

Average Growth rate =

Total Growth
X
No.of Years

= %100
4

=495

100




Appendix-V
Auto Loan: Contribution and average growth rate of NABIL

% of Auto Loan on
Year Auto loan Total Loan & Total loan and advance Ending—Beginning (X)
(X) Advance (Y) Growth = Beginning
2007/08 3760 12922.54 29.10 0
2008/09 4965 15545.78 31.94 0.32
2009/10 3599.62 21759.5 16.54 (0.28)
2010/11 3811 27999.0 13.61 0.06
2011/12 4236 31565.1 13.73 0.11
Total 20371.62 109791.9 104.92 0.21
Average 3.47
Growth

For Auto Loan (X)
Total Growth
X

No.of Years

100

Average Growth rate =

0.21 100
X
4

=5.25




Appendix-VI

Auto Loan: Contribution and aver age growth rate of KBL

% of Auto Loan on

Year Auto Loan Total Loan & Total loan and advance Ending—Beginning (X)
(X) Advance (Y) Growth = Beginning
2007/08 493.17 6891.86 7.16 0
2008/09 653.6 8929.01 7.32 0.33
2009/10 782.44 11522.38 6.79 0.20
2010/11 1308.08 14795.26 8.84 0.67
2011/12 1902.0 18565.23 10.24 0.45
Total 5139.29 60703.74 40.35 1.65
Average 41.25
Growth

For Auto Loan (X)

Average Growth rate =

Total Growth

No.of Years

x100

1.65
x100
4

41.25




Personal Loan: Contribution and average growth rate of EBL

Appendix-VII

% of Personal loan on
Year Personal Loan| Total Loan & Total loan and advance Ending—Beginning (X)
(X) Advance (Y) Growth = Beginning
2007/08 992.56 9801.31 10.13 0
2008/09 1265.48 13664.08 9.26 0.27
2009/10 1632.47 18836.44 8.67 0.29
2010/11 2192.8 24469.6 8.96 0.34
2011/12 2726.4 27560.30 9.89 0.24
Total 8809.71 94331.73 46.91 1.14
Average 28.5
Growth

For Personal Loan (X)

Average Growth rate =

Total Growth
No.of Years

x100

14
x100

4

28.5




Appendix-VIII

Personal Loan: Contribution and average growth rate of NABIL

Year

Personal Loan

Total Loan &

% of home loan on
Total loan and advance

Ending—Beginning (X)

(X) Advance (Y) Growth = Beginning
2007/08 232 12922.54 1.80 0
2008/09 306 15545.78 1.97 0.32
2009/10 380.9 21759.5 1.75 0.24
2010/11 417 27999 1.49 0.09
2011/12 720 31565.1 2.28 0.72
Total 2055.9 109791.9 9.29 1.37
Average 34.25
Growth

For Personal Loan (X)

Average Growth rate =

Total Growth

No.of Years

x100

1.37
x100
4

34.25




Appendix-1X

Personal Loan: Contribution and average growth rate of KBL

Year

Personal Loan

Total Loan &

% of Personal loan on
Total loan and advance

Ending—Beginning (X)

(X) Advance (Y) Growth = Beginning
2007/08 215 6891.86 3.12 0
2008/09 398 8929.01 4.46 0.85
2009/10 519.20 11522.38 451 0.30
2010/11 699.34 14795.26 4.73 0.35
2011/12 1120 18565.23 6.03 0.60
Total 2951.54 60703.74 22.85 2.1
Average 52.5
Growth

For Personal Loan (X)

Average Growth rate =

Total Growth

x100
No.of Years

2.1
—x100
4

52.5




Appendix X
Correlation coefficient between Home Loan and Total Loan & Advancefor EBL (in Million)

Year Home Loan (x) Total Loan & Advance (y) XY X? Y?

2007/08 1815.48 9801.31 17794082.28 3295967.63 96065677.72

2008/09 2924.11 13664.1 39955272.97 8550419.297 186707082.2

2009/10 4093.75 18836.4 77111676.25 16758789.06 354811471.9

2010/11 5825.4 24469.6 142545207.8 33935285.16 598761324.2

2011/12 6732.4 27560.3 185546963.7 45325209.76 759570136.1
Total 1815.48 9801.31 17794082.28 3295967.63 96065677.74

0 = nZxy-(£0).(3)
(nEx-E0? [nEy?-@y)?

4x277406239.3—14658.74x66771.43

J4x62540461.15—(14658.74)2 ,/4x1236345556—(66771.43)2
r=0.998
R? =0.996

(r)

1-72
Probable Error (P.E.) = 0.674% = 0.0007
6xP.E. = 6x0.0007 =0.004



Appendix XI

Corrédation coefficient between Home L oan and Total Loan & Advancefor NABIL

Year Home Loan Total Loan & XY X2 Y?
Advance

2007/08 2313 12922.5 29889835.02 5349969 166992040.1,
2008/09 3239 15545.8 50352781.42 10491121 241671275.8
2009/10 4423 21759.5 96242268.5 19562929 473475840.3
2010/11 4890.7 27999 136934709.3 23918946.49 783944001
2011/12 5865 31565.1 185129311.5 34398225 996355538

Total 20730.7 109791.9 498548905.7 93721190.49 2662438695

nyxy—-QEx).(Xy)

(r)_ 2 2 2 2
Jan -Xx) \/nZy -Cy)

5%3498548905—-20730.7¥109791.9

(=

\/5+93721190.49—(20730.7)2 /5+2662438695—(109791.9)2

So, r=0.9697
R? =0.9403

1-1r2
Probable Error (P.E.) = 0.6745?;— = 0.0201

6xP.E. = 6x0.0201
=0.1206



Appendix XII
Corrdation coefficient between Home L oan and Total Loan & Advancefor KBL

Q)

D

Year Home Loan Total Loan & XY X2 y?
Advance

2007/08 318.27 6891.86 2193472.282 101295.7929 47497734.2¢
2008/09 514.31 8929.01 4592279.133 264514.7761 79727219.5
2009/10 653.89 11522.4 7534369.058 427572.1321 132765240.
2010/11 1020.4 14795.3 15097083.3 1041216.16 218899718.5
2011/12 1406.4 18565.2 26110139.47 1977960.96 344667765

Total 3913.27 60703.74 55527343.25 3812559.821 823557678.

(N = nyxy—Qx).(Xy)
(nEx-@n? [nry?-@y)?
0 5%55527343.25—-3913.27%60703.74

So, r=0.9827

R? =0.9657

Probable Error (P.E.) = 0.674153\/%—2 =0.012

6xP.E. = 6x0.012

=0.072

/5%¥3812559.821—(3913.27)2 ,/5%823557678.1—(60703.74)2



Appendix XI11
Corréation coefficient between Auto Loan and Total Loan & Advancefor EBL

Year Auto Loan Total Loan & XY X2 Y?
Advance

2007/08 641.13 9801.31 6283913.88 411047.6769 96065677.72
2008/09 985.18 13664.1 13461578.33 970579.6324 186707082.2
2009/10 1313.19 18836.4 24735824.64 1724467.976 354811471.9
2010/11 2336.8 24469.6 57180561.28 5460634.24 598761324.2
2011/12 3126.9 27560.3 86178302.07 9777503.61 759570136.1

Total 8403.2 94331.73 187840180.2 18344233.14 1995915692

nyxy—-QEx).(Xy)

(r)_ 2 2 2 2
Jan -Xx) \/nZy -Cy)

5%187840180.2—8403.2¥94331.73

(r) =

r=0.9653
R? =0.9318

1-r2
Probable Error (P.E.) = 0.674% =0.023
6xP.E. = 6x0.023

=0.0138

\/5%¥18344233.14—(8403.2)2 /5+1995915692—(94331.73)2



Appendix XIV
Corréation coefficient between Auto Loan and Total Loan & Advancefor NABIL

Year Auto Loan Total Loan & XY X? Y?
Advance

2007/08 3760 12922.5 48588750.4 14137600 166992040.1
2008/09 4965 15545.8 77184797.7 24651225 241671275.8
2009/10 3599.62 21759.5 78325931.39 12957264.14 473475840.
2010/11 3811 27999 106704189 14523721 783944001
2011/12 4236 31565.1 133709763.6 17943696 996355538

20371.62 109791.9 444513432.1 84213506.14 266243869

Total

nyxy-(x).(Xy)

(r) =

5%444513432.1-20371.62%109791.9

Janz—(2x>2 JnZyz—(Zy)z

(=

R? =0.6153

1-1r2
Probable Error (P.E.) = 0.6745\7%— = 0.1297

6xP.E. = 6x0.1297

=0.7785

/5+84213506.14—(20371.62)2 /5¥2662438695—(109791.9)2
r=-0.7844



Appendix XV
Corrdation coefficient between Auto Loan and Total Loan & Advancefor KBL

Year Auto Loan Total Loan & XY X? Y?
Advance

2007/08 493.17 6891.86 3398858.596 243216.6489 47497734.26
2008/09 653.6 8929.01 5836000.936 427192.96 79727219.58
2009/10 782.44 11522.4 9015571.007 612212.3536 132765240.9
2010/11 1308.08 14795.3 19353383.7 1711073.286 218899718.5
2011/12 1902 18565.2 35311067.46 3617604 344667765

5139.29 60703.74 72914881.7 6611299.249 823557678.1

Total

nyxy—-QEx).(Xy)

() =
Janz -Ex)? JnZyz -E»)*
5%72914881.7—5139.29x60703.74

()=

R? =0.9289

1-1r2
Probable Error (P.E.) = 0.6745\7{7;— = 0.0711

6xP.E. =6x0.0711

=0.4265

\/5%6611299—(5139.29)2 /5+823557678.1—(60703.74)2
r=0.9638



Appendix XVI

Corréation coefficient between Personal L oan and Total Loan & Advancefor EBL

Year Personal Loan Total Loan & XY X? Y?
Advance

2007/08 992.56 9801.31 9728388.254 985175.3536 96065677.71
2008/09 1265.48 13664.1 17291619.96 1601439.63 186707082.1
2009/10 1632.47 18836.4 30749923.21 2664958.301 354811471.

2010/11 2192.8 24469.6 53656938.88 4808371.84 598761324.2
2011/12 2726.4 27560.3 75140401.92 7433256.96 759570136.]

Total 6083.31 66771.43 111426870.3 10059945.12 356

nyxy—(2x).(Xy)

0=
(I @0’ [n3yt-@y)?
5%¥111426870.3—6083.31¥66771.43

(r)

1—-R?
Probable Error (P.E.) = 0.6745\755— =0.0028

6xP.E. = 6x0.0028

=0.0166

~/5%10059945.12—(6083.31)2 +/5¥1236345556—(66771.43)2
r=0.9959
R? =0.9918



Appendix XVII
Corrédation coefficient between Personal Loan and Total Loan & Advancefor NABIL

Year Personal Loan Total Loan & XY X? Y?
Advance
2007/08 232 12922.5 2998029.28 53824 166992040.1
2008/09 306 15545.8 4757008.68 93636 241671275.8
2009/10 380.9 21759.5 8288193.55 145084.81 473475840.3
2010/11 417 27999 11675583 173889 783944001
2011/12 720 31565.1 22726872 518400 996355538
Total 1335.9 78226.82 27718814.51 466433.81 1668083

nyxy—x).(Xy)

()=
Janz—(Zx)z anyz—(2y>2
5%27718814.51—1335.9478226.82
~/5¥466433.81—(1335.9)2 /41666083157 —(78226.82)2

r=0.9585
R? =0.9187

()

Probable Error (P.E.) = 0.674]5%—2 = 0.0274

6xP.E. = 6x0.0274
=0.1645



Appendix XVIII
Corrdation coefficient between Personal Loan and Total Loan & Advancefor KBL

Year Personal Loan Total Loan & XY X2 Y?
Advance

2007/08 215 6891.86 1481749.9 46225 47497734.26
2008/09 398 8929.01 3553745.98 158404 79727219.58
2009/10 519.2 11522.4 5982419.696 269568.64 132765240.9
2010/11 699.34 14795.3 10346917.13 489076.4356 218899718.5
2011/12 1120 18565.2 20793057.6 1254400 344667765

Total 2951.54 60703.74 42157890.3 2217674.076 823557678.1

D

nyxy—(2x).(Xy)

0=
(nEx @0’ [n3yt-@y)?
5%¥42157890.3—2951.54%x60703.74

(=

r=

1-12
Probable Error (P.E.) = 0.6745\7{7;— = 0.0057

6xP.E. = 6x0.0057

=0.0342

\/5%2217674.076—(2951.54)2 |/5%823557678.1—(60703.74)>2
0.9915
R? =0.9831



Appendix- X1 X
Trend analysis of Home L oan for EBL (in Million)

Year (x) Home Loan (y) X=x-3 x? XY Yc = trend value
2007/08 (1) 1815.48 -2 4 -3631 1731.202
2008/09 (2) 2924.11 -1 1 -2924.1 3004.715
2009/10 (3) 4093.75 0 0 0 4278.228
2010/11 (4) 5825.4 1 1 5825.4 5551.741
2011/12 (5) 6732.4 2 4 13464.8 6825.254

Total 21391.14 10 12735.13
2012/13 (6) 3 8098.767
2013/14 (7) 4 9372.28
2014/15 (8) 5 10645.793
2015/16 (9) 6 11919.306
2016/17 (10) 7 13192.819

The number of years is even i.e. N=5, therefore otfigin is taken at x=3

The equation of trend line is
Yc =a +bx

As, >x=0

D¢ _21391.14
a== = -
b= YRy _12735.13

y'X2 - 10

=4278.22

=1273.51




Appendix- XX
Trend analysis of Home L oan for Nabil (in Million)

Yc = trend value

Year (x) Home Loan (y) X=x-2.5 X? XY Vo= atbx
2007/08 (1) 2313 -2 4 -4626 2395
2008/09 (2) 3239 -1 1 -3239 3270.57
2009/10 (3) 4423 0 0 0 4146.14
2010/11 (4) 4890.7 1 1 4890.7 5021.71
2011/12 (5) 5865 2 4 11730 5897.28

Total 20730.7 0 10 8755.7
2012/13 (6) 3 6772.85
2013/14 (7) 4 7648.42
2014/15 (8) 5 8523.99
2015/16 (9) 6 9399.56
2016/17 (10) 7 10275.13

The number of years is even i.e.

The equation of trend line is
Yc =a +bx

As, >x=0

Ny 20730.7
a="— =

N 5
b= yxy _ 8755.7

X2 10

= 4146.14

= 875.57

N=5, therefore otiigin is taken at x=3




Appendix- XXI

Trend analysis of Home L oan for KBL (in Million)

Year (X) Home Loan (y) X=x-2.5 X? XY Yc = trend value
2007/08 (1) 318.27 -2 4 -636.54 246.184
2008/09 (2) 514.31 -1 1 -514.31 514.419
2009/10 (3) 653.89 0 0 0 782.654
2010/11 (4) 1020.4 1 1 1020.4 1050.889
2011/12 (5) 1406.4 2 4 2812.8 1319.124

Total 3913.27 0 10 2682.35
2012/13 (6) 3 1587.359
2013/14 (7) 4 1855.594
2014/15 (8) 5 2123.829
2015/16 (9) 6 2392.064
2016/17 (10) 7 2660.299

The number of years is even i.e. N=5, therefore otfigin is taken at x=3

The equation of trend line is

Yc =a +bx
As, >x=0
_3Y
N

= 22Xy
b =02

a

3913.27

5
2682.35

10

=782.65

= 268.23




Appendix- XXII
Trend analysis of Auto Loan for EBL (in Million)

Year (X) Home Loan (y) X=x-2.5 X? XY Yc = trend value
2007/08 (1) 641.13 -2 4 -1282.3 416.008
2008/09 (2) 985.18 -1 1 -985.18 1048.324
2009/10 (3) 1313.19 0 0 0 1680.64
2010/11 (4) 2336.8 1 1 2336.8 2312.956
2011/12 (5) 3126.9 2 4 6253.8 2945.272

Total 8403.2 0 10 6323.16
2012/13 (6) 3 3577.588
2013/14 (7) 4 4209.904
2014/15 (8) 5 4842.22
2015/16 (9) 6 5474.536
2016/17 (10) 7 6106.852

The number of years is even i.e. N=5, therefore otfigin is taken at x=3
The equation of trend line is

Yc =a +bx
As, Yx=0
8403.2
a :2 = =1680.64
N 5
6323.16
p=2X  _ - 632.31

y'X2 10



Appendix- XXI11I

Trend analysis of Auto Loan for Nabil (in Million)

Year (X) Home Loan (y) X=x-2.5 X? XY Yc = trend value
2007/08 (1) 3760 -2 4 -7520 4114.724
2008/09 (2) 4965 -1 1 -4965 4094.524
2009/10 (3) 3599.62 0 0 0 4074.324
2010/11 (4) 3811 1 1 3811 4054.124
2011/12 (5) 4236 2 4 8472 4033.924

Total 20371.62 0 10 -202
2012/13 (6) 3 4013.724
2013/14 (7) 4 3993.524
2014/15 (8) 5 3973.324
2015/16 (9) 6 3953.124
2016/17 (10) 7 3932.924

The number of years is even i.e. NhBrefore, the origin is taken at x=3

The equation of trend line is

Yc =a +bx
As, >x=0
Y 20371.62
a= N = =
ny —202
b=5- = —
X 10

=4033.90

=-121.23




Appendix- XXI1V

Trend analysisof Auto Loan for KBL (in Million)

Year (X) Home Loan (y) X=x-2.5 X? XY Yc = trend value
2007/08 (1) 493.17 -2 4 -986.34 333.43
2008/09 (2) 653.6 -1 1 -653.6 680.644
2009/10 (3) 782.44 0 0 0 1027.858
2010/11 (4) 1308.08 1 1 1308.08 1375.072
2011/12 (5) 1902 2 4 3804 1722.286

Total 5139.29 0 10 3472.14
2012/13 (6) 3 2069.5
2013/14 (7) 4 2416.714
2014/15 (8) 5 2763.928
2015/16 (9) 6 3111.142
2016/17 (10) 7 3458.356

The number of years is even i.e. N=5, therefdre arigin is taken at x=3

The equation of trend line is

Yc =a +bx
As, Yx=0
Y 5139.29
a="— =
N 5
TXY 3472.14
b=
XX 10

=1027.85

=347.21




Appendix- XXV
Trend analysis of Personal Loan for EBL (in Million)

Year (X) Home Loan (y) X=x-2.5 X? XY Yc = trend value
2007/08 (1) 992.56 -2 4 -1985.1 882.942
2008/09 (2) 1265.48 -1 1 -1265.5 1322.442
2009/10 (3) 1632.47 0 0 0 1761.942
2010/11 (4) 2192.8 1 1 2192.8 2201.442
2011/12 (5) 2726.4 2 4 5452.8 2640.942

Total 8809.71 0 10 4395
2012/13 (6) 3 3080.442
2013/14 (7) 4 3519.942
2014/15 (8) 5 3959.442
2015/16 (9) 6 4398.942
2016/17 (10) 7 4838.442

The number of years is even i.e. N=5, therefore otfigin is taken at x=3
The equation of trend line is

Yc = a +bx
As, >x=0
8809.71
a Y = =1761.94
N 5
4395
p=2Y - =2 = 4395

X2 ~ 10




Appendix- XXVI

Trend analysis of Personal Loan for Nabil (in Million)

Yc = trend value

Year (x) Home Loan (y) X=x-2.5 X? XY
2007/08 (1) 232 -2 4 -464 193.78
2008/09 (2) 306 -1 1 -306 302.48
2009/10 (3) 380.9 0 0 0 411.18
2010/11 (4) 417 1 1 417 519.88
2011/12 (5) 720 2 4 1440 628.58
Total 2055.9 0 10 1087
2012/13 (6) 3 737.28
2013/14 (7) 4 845.98
2014/15 (8) 5 954.68
2015/16 (9) 6 1063.38
2016/17 (10) 7 1172.08

The number of years is even i.e. Nh&refore, the origin is taken at x=3
The equation of trend line is

Yc =a +bx
As, >x=0
Y 2055.9

a=2 -

N 5

ny 1087
b=z T o

¥X 10

411.18

108.7




Appendix- XXVII

Trend analysis of Personal Loan for KBL (in Million)

Year (X) Home Loan (y) X=x-3 X? XY Yc = trend value
2007/08 (1) 215 -2 4 -430 168.04
2008/09 (2) 398 -1 1 -398 379.174
2009/10 (3) 519.2 0 0 0 590.308
2010/11 (4) 699.34 1 1 699.34 801.442
2011/12 (5) 1120 2 4 2240 1012.576

Total 2951.54 0 10 2111.34
2012/13 (6) 3 1223.71
2013/14 (7) 4 1434.844
2014/15 (8) 5 1645.978
2015/16 (9) 6 1857.112
2016/17 (10) 7 2068.246

The number of years is even i.e. N=5 dftge, the origin is taken at x=3

The equation of trend line is

Yc =a +bx
As, >x=0
Y 2951.54

a :Z— =

N 5

XY 2111.34
b= =

2X 10

=590.30

=211.13




Appendix — XXVIII

Questionnaire
Dear Sir/ madams

| could be very much thankful for few minutes tinb@ fill up the following
guestionnaire that have importance in finding teeafiretail banking in Nepal. Your
individual responses will be kept anonymous andg oimé¢ general findings will be

presented in the research report.

Name:

Occupation:

Age: | Gender:

1. What is your view about present pace of retail lo@gnkrend in Nepal?
[ ] Increasing
[ ] Decreasing
[ 1 Don't Know

2. lIs retail banking a good deal for both customer laguaks?

[ ] Yes

[ ] No
[ 1 Don’t Know

3. Do you ever buy retail banking product offered layks?

[ ] Yes

[ ] No
[ 1 Don’t Know

4. If you have an option to purchase the retail bagkinoduct which of the
following option do you give more priority? (Mark 2,3 in order of priority)
1. More Priority
2. Indiffed4rence

3. Less priority



Option Rank

Home Loan

Auto Loan

Personal Loan

Others (Innovation Product)

5. What factor will motivate to get loan in the retr?
1. Very relevant 2. Relevant
3. Indifference 4. Irrelevant

5. Very Relevant

Factor Rank

Low interest rate

Promotion and advertisement

campaign

Innovation product offered by
bank
For better lifestyle

To make future secure

To maintain social status

6. Do you agree that the retail banking helps twease overall performance of the

commercial banks?

[ ] Yes

[1 No
[ 1 Don't Know



7. If yes, please rank the following factor.
1. Strongly agree 2. Agree
3. Don’'t Know 4. Disagree

5. Strongly disagree

Factor Rank

Reduce NPA

Increase Bank’s profit

Increase quality service and quick

delivery

Helps to reduce cost

Helps to technology innovation

8. Please rank the following statement that theaNese commercial banks face

difficulties for the growth of retail banking, iroyr opinion.
1. Strongly agree 2. Agree
3. Don’'t Know 4. Disagree

5. Strongly disagree

Factor Rank

The legal process is tedious and lengthy

The bank has not sufficient customer segment to

match the requirements of customer

The staff are not highly competent

The bank faces difficulties from the competitive

market

The present rules and regulation is not sufficfent

retail banking growth




9. What suggestion would you like to give Nepalesenmercial bank regarding

retail banking product?

Thank you for your kind cooperation



