CHAPTER |
INTRODUCTION

1.1 Background of the Study

An agrarian country surrounded by the two econcsoijgerpowers of the world, China
and India, Nepal is still in the list of least deged countries. The agro —dominated
economy is further worsening because of complexiggahical situation. Various factors
like landlocked situation, poor resource mobiliaati lack of entrepreneurship, lack of
institutional commitment, lack of sound governmenoticies, internal conflict, political
instability, etc are responsible for the slow pateconomic development in Nepal. The
business world is entirely different from the onghe past. The changing life style has
always been challenging to the business communiyhas given opportunity to produce
thousands of goods and services to satisfy thegihg@meeds of people. The societal
needs have increased tremendously in quality asasejuantity. The major concern of
many countries of the world has been to accelehaie development process and thereby
increase the welfare of their people. These all bendone only through sound
investment. The economy requires gearing up sayvergating conducive and enabling
investment atmosphere and developing efficient sStment structural surroundings to
facilitate mobilization of both ownership and debpital through appropriate instruments

and financial discipline.

With the world moving towards open and market dedneconomic system, it has to
increase and expand banking and financial systemAe a matter of fact, under this
phenomenon increasing development of new finanaostfruments and improved and
diversified financial services are taking place.eQuf the concrete financial services is
commercial banking function. The commercial bankisgrvices help to increase
economics activities through capital market, whiglerucial for the country’s economy
development.



The English word “bank” is said to be originatednfr the Italian word “Banco”. Some
historians claim that the early Italian goldsmitised to exchange the money sitting on
benches. Due to this activity, it was denoted k&ywlord “Banco”. The French followed
the word using “Banke” and the English conversiooktthe shape as “bank”. Another
school of thinker claim that the Govt. of Venicellected a huge sum of public
borrowings and it was represented by the word “Marnthe Genius, French and English
used bank and bank respectively to present the Samea huge sum of public
borrowings. So it is said that the bank was remtsg word for the collection and

circulation of money.

1.1.2 Types of Deposits

At the outset it is necessary to know what a deépesiCommercial Bank Act 2031,
defines deposit is the amount deposited in curreanjng or fixed a/c of a bank or
financial institution. People in general, the bessmen the industrialist and other
individuals deposit money in a bank. Bank flowgls@mount as loan and invest in
different sectors to earn profit. Usually, a backepts three types of deposits. They are
current, saving and fixed deposits. But in otheuntries we find more than three
deposits. In Nepal, banks grant permission to tbestomers to open three types of a/c
under various terms and conditions. This classifon is made on different theoretical

and financial basis. Therefore, deposits of baekctassified on the following basis:

i.Demand Deposits
ii.Saving Deposits

iii.Fixed deposits

I. Demand Deposits

The deposit in which an amount is immediately paidhe time of any a/c holder’s
demand is called demand deposits. In another waelgan say this type of demand
deposit as current a/c. Current a/c means an a&nolnt deposited in a bank, which

may be drawn at any time on demand. Its transa@icontinual and such deposit can’t



be invested in the productive sector, so such tfy@enount remains as stock in the bank.
Though the bank can’t gain profit by investing nt mew sector after taking from the
customers, this facility is given to the custoniérerefore, the bank doesn’t provide give
interest on this account. From such deposit, theclnaat and traders are benefited more
than the individual. The bank should pay as mamgsi as the cheque is sent until there is
deposit in his a/c. The bank can’t impose any damdiand restrictions on demand
deposit. An institution or an individual, who ulyaneeds money daily, precedes their
acts and transaction through such deposit. Theegum/c is very important for the

customers of bank.

In any institution, which carries out cash transaxctthere is possibility of corruption;
misuse and fraud. There should be a provision parsge department of employees for
the recovery of the cash and for the payment otcdsh. The current a/c is necessary to
collect and buy the bills, to use the facility ofeo-draft, letter of credit, remittance etc.
Current deposit on the one hand, saves time dmit land so it is a great facility for the

customers. Therefore, it has a great importance.

Il. Saving Deposits

The bank can collect capital through the savingodi#pas well. This deposit is also
important and its necessity and scope is not nieggigAccording to the Commercial

Bank Act 2031, saving account means an a/c of atmdeposited in a bank for saving
purpose. This account is suitable and appropr@téhie people of middle class, farmers
and the labors who have low income, officials amdalé businessmen. This saving
deposit bears the features of both the currentfiled period deposits. Generally, most

accounts opened are saving accounts.

Therefore, this type deposit is popular in peoplgeneral. According to internal rules or
banks some banks demand a small amount and sonks Hamand a great deal of
money to open saving account. Different banks hraade different rules. So, there is
divergence as to how much amount of money can bedveiwn. Banks provide interest

on this kind of deposit.



lll. Fixed Deposits

Under the Commercial Bank Act 2031: Fixed Accourgams an account of amount
deposited in a bank for certain period of time. Tustomers opening such account
deposit their money in this account, for a fixedige: In the other words, it is called time

deposit because this account is deposited fortaingyeriod.

Usually, only the person or institution who war@gggain more interest opens such type of
account. The period of time can be 3 months, 6 hsyr@ months, 1 year, 2 years, 3
years, 4 years, 5 years etc. More interest rgbayable in this type of deposit than other
deposit. Both partie the bank and the customerstadeas benefit from this deposit. The

banks invest this money on the productive sectwat gains profit and the customers too
can make his financial transaction stronger byimgthore interest from this deposit. The

amount in the fixed deposit must be returned toctistomers after the date expires. The

amount can’t be withdrawn before the fixed time.

1.1.3 Deposits Mobilization

“Collecting scattered small amount of capital tlglbwifferent medias and investing the
deposited fund in productive sector with a viewrtcrease the income of the depositor is
meant deposit mobilization. In the other words,esting the collecting fund in the
productive sectors and increasing the incomeefiipositor, it also supports to increase
the saving through the investment of increasedextnourit (NRB, 1984 no.24, 10-12).

When we discuss about Deposit Mobilization, “we aomcerned with increasing the
income of the low income group of people and td&kendnem able to save more and to
invest again the collected amount in the develoftraetivities.

The main objective of Deposit Mobilization is tons@rt idle saving into active saving”

(NBL, 2037 NO.4, p: 7).

Saving refers to that part of the total income \Whig more than the expenditure of the

individual. In other words, saving = Total incomd etal expenditure. Basically saving



can be divided into two parts: Voluntary saving addmpulsory Savings. Amount
deposited in different accounts of Commercial Bamkgstment in government securities
are some examples of voluntary saving. A commerogzalk collects deposit through

different accounts like fixed, saving and curraotount.

In developing countries there is always shortagehef capital for the development
activities. There is need of development in allt@ec It is not possible to handle and
develop all the sectors by the government alona tme. Private people also can not
undertake large business because the per capgméof the people is very low while
their propensity consumes is very high. Due toltive income their saving is very low
and capital formation is also very low. So theivisg is not sufficient for carrying on

development work.

To achieve the higher rate of growth and per capit@me, economic development
should be accelerated. “Economic development majefiaed in a very broad sense as a
process of raising income per head through the rackation of capital(Johnson,
1965,11)but how capital can be accumulated in the devetppountries, there are two
ways; one from the external and other from theriml sources. In the first gap, foreign
aid, loans and grants are the main, while in tter Jéinancial institution operating within
the country, play dominant role. In the contextN&pal, commercial bank is the main
financial institution which can play very importartie in the resource mobilization for
the economic development in the country. Tradeusiy, agriculture and commerce

should be developed for the economic development.

Economic development so defined is necessary affidisat to generate higher rate of
saving and investment. The generation of high ratesving and there by investment is
possible only through the commercial banks. Comiakbanks occupies greater role in
economic development by generating the saving tsvéine desired sectors from one
place to another, communicating with its branches agencies in different part of the

country and the world and advising to the commépm®ple.” Increasing the income of



the low income group of people and making them &bkave more, deposit mobilization
helps to invest the collected deposit in desiretiocse(NRB, 1984, no.24, 25).

The saving growth rate depends among others, oletle€of country's per capita income
and its growth rate, population growth rate, intémate in saving or, on bank account,
banking and financial facilities and net factorame etc. The national income is the
measure of the nation from the economic activitgsving is the excess of income over
consumption. Investment is the expenditure madetter formation of fixed capital.
Mobilization of saving implies transfer of resousdeom surplus spending unit to deficit
units. In this connection, financial intermediarfday an important role in mobilizing of

voluntary saving.

The amount of saving of a typical household in Nlepamall because the people have
limited opportunities for investment. They prefés $pend saving on commodities rather
than on financial assets. These restrict the psooédinancial intermediation, which
might otherwise bring such as reduction of investimmesk and increase in liquidity
when capital is highly mobile internally, savingorin abroad can also finance the
investment needed at home. When capital is not Imafternally, saving from abroad

will limit investment at home.

Insurance of bank deposits, creation of proper gpnere can increase deposits and the
development of severity of capital markets with tiedp of banks will prove effective in
mobilizing the available floating resources in #@untry (Ghosal and Sharma, 1965,
92). Capital formation is possible through collectingtsered unproductive and small
saving from the people. This collected fund canutiézed in productive sector to
increase employment and national productivity. B#panobilization is the most
dependable and important sources of capital foongd®RBB, 2055 No.4,: 14Banking
transaction refers to the acceptance of deposits the people and granting loan and
advances, and returning the accepted deposit aarteior after the expiry of a certain
period.



According to banking rules and regulations, thidirdgon clearly states that Deposit
mobilization is the starting point of banking tran8ons. Banking activities can be
increased as much as we can mobilize the accurdudeteosit effectively.

Deposit, such as current, saving and fixed arartam part of the working capital. It is
due to this reason that banks keep their deposiiilization campaign always in full
swing taking resort every possible means layinthetr deposal. “A Commercial bank
changes the scattered unproductive small savimglg@n able and active savings. The
bank not only collect saving, but also it providesentives to the saver and inspires
them to save moreg(RBB, 2054 No.3, 15Fommercial banks are set up with a view to
mobilize national resources. The first conditionNational Economic Development is to
be able to collect more and more deposit. In thistext, the yearly increasing rate of
commercial banks deposit clearly shows the satisfpprogress of deposit mobilization.

1.1.4 Need for Deposits Mobilization

The following are some reasons for why Deposit Mohiion is needed in a developing
country like Nepal. Workshop report “Deposit Mobétion why and how” Group “A”
states the following points as the need for deposibilization(NRB, 1984, No.24, 10-
12).

Capital is needed for the development of any secfathe country. The objective of
Deposit Mobilization is to collect the scatterecpital in different forms within the

country.

It is much more important to canalize the collectlgbosit in the priority sector of a
country. In our developing country, we have to potenour business and other sectors

by investing the accumulated capital towards pradecectors.

The need of deposit mobilization is felt to contnohecessary expenditure. If there is no
saving, the extra money that the people have, loanfbrward buying unnecessary and
luxury goods. So, the government also should helmtlect more deposit, steeping legal

procedures to control unnecessary expenditures.



Commercial banks are playing a vital role for Na#ib Development. Deposit

mobilization is necessary to increase their asisitCommercial banks are granting loan
not only in productive sectors, but also in othectsrs like food grains, gold and silver
etc. Though these loans are traditional in natund are not helpful to increase

productivity, but it helps, to some extent, to niiakei bank deposit.

To increase saving is to mobilize deposit. It iséhese if the production of agricultural
and industrial products increases, it gives adddtioncome, which helps to save more,
and ultimately it plays a good role in deposit niahtion. Deposit mobilization plays a
vital role for the economic development of an undeveloped and developing country,
rather than developed one. It is because, a des@lopuntry does not feel the need of
deposit mobilization as compared to Under Developedntry (UDC) and developing

country.

Deposit mobilization plays a great role in suchrtaes. Low National Income, Low per
Capita Income, lack of technical know how, viciaiygle of poverty, lack of irrigation
and fertilizer, pressure of population increasegggaphical condition etc. are the main
problems of Economic Development of an UDC like &lefso far the development of
these sectors are concerned, there is need of wcamp#al. Again, instead of the
development of a particular sector, the developnaérévery sector should go side by
side. So, the development process of these seatome side and to accumulate the
scattered and unproductive sectors deposit oottier is the felt need of an UDC. We

can take this in our country’s present context.

‘Bank is an institution that works for making theonetary transactions sound and
effective. Bank collects deposits from the depasitand lends it to the people who are
seeking credit for their own purposes. Bank accaiesl the idle money from the
scattered sources and lends it to the various pto@usectors in an economy that
certainly yields positive results in an economy,plyment opportunities, economic

activities and finally developing the whole economy



Main objective of the bank is to mobilize idle rastes into productive sectors by
collecting the funds from scattered sources. Badets the deposit in numerous forms
depending upon the nature of savers and the syrateghe bank itself. Some of the

common type of deposits are current deposit, fteplosit and call deposit. The interest
rate of the deposit varies to the different bankstte central bank has freed up the
commercial banks to determine the interest ratbef own.

Improvement has been seen in the global econoni¢imancial scenario.

"A Bank is a business organization that receives tasids deposit of funds from others
make loans or extends credits and transfer fundswhbiten order of depositors”
(Encyclopedia America 1984-85, vol.13, 302).

"A Commercial Banker is a dealer in money and stulies for money, such as cheque or
bill of exchange. It also provides a variety ofdiirtial serviceés(The New Encyclopedia
Britannica, 1985 vol. 14, 605).

"Commercial Bank" a bank dealing with the genernabliz, accepting deposit from and
making loans to large numbers of households andl éinmas. Such banks are known in
UK as retail or high street banks. They also previdrious services for depositors,
including provision of cash and credit cards, gsjerdacilities for valuables and
documents, foreign exchange, stock broker, mortgageice and executor services.
Commercial banks are contrasted with central baakd,with investment, merchant and
other specialist banks which deal little with thengral public'(Oxford dictionary of
economics 2004, p:65)

“Collecting scattered small amount of capital tlglbwifferent medias and investing the
deposited fund in productive sector with a viewrtcrease the income of the depositor is
meant deposit mobilization. In the other words,esting the collected fund in the
productive sectors and increasing the incomeefiipositor, it also supports to increase
the saving through the investment of increasedextiourit(NRB, 1984 no.24, 10-12).



When we discuss about Deposit Mobilization, “we aomcerned with increasing the
income of the low income group of people and to entllem able to save more and to

invest again the collected amount in the develofraetivities.

The main objective of Deposit Mobilization is tons@rt idle saving into active saving”
(NBL, 2037 NO.4,: 7)Capital formation, considered to be one of theartgnt factors in

economic development leads to increase in the afizeational output, income and
employment, solving the problem of inflation, balanof payments and making the
economy free from any burden of foreign debts. Dstinecapital formation helps in

making a country self-sustainable

“Capital formation is the accumulation of capitatofit made by the business community
constituted the major part of saving of the comrtyuand that savings was assumed to be
invested. They thought capital formation indeed/pla decisive role in determining the
level and growth of national income and economicetlgpment”(American institute of
banking, 1972, p: 162)

It seems unquestionable that the insufficient teh@ccumulation is the more serious
limiting factors in developing countries. In thewi of many economists, capital occupies
the central and strategic position in the procesgoonomic development. .It seems
unquestionable that the insufficient capital acclation is the more serious limiting

factor in undeveloped countries.

Generally Bank is an institution, the essentialrapen of which is to make the monetary
transaction possible in a sound and effective viéank accepts deposits of money from
those who save and lend to those who need crad#cime purpose. Bank accumulates
idle money from general public by offering attraetior sound interest and lends it to the
fund seekers in the economy Investment in fixecetassould be possible where by
productivity could grow, employment could be getedaand finally national economy

could be enhanced. Banks are also found to bevadah a number of agency services
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of remitting and collecting cash on behalf of ilemts by opening bank drafts and letter

of credit facility etc.

Besides, the main task of bank is to mobilize idsources into productive sector by
collecting it from scattered sources and genergtio§it. Banks also facilitate people to
carry out their financial transaction in every sectsuch as organization, industries,
agriculture trade and needy people as well. Barde@s deposits in humerous forms
depending upon the nature of savers and banks oedugt offering strategy .Some of
the common deposits are saving, fixed and call siepetc. The cost of deposits to the
banks varies as Central Bank has freed up the cocrehbank to offer the interest rate

on their own.

For the development of nation banking sector of toaintry is responsible and must be
strong. The financial sector like bank is a vastdfi which helps in reducing poverty,
increase in life style of people, increase emplaymepportunities and there by
developing the society of a country as the wholestigpment of a country depends upon
adequate saving and investment in productive sestuch is inspired by banking

activities. Due to the low income there is fewevisg. People spend all the money in
consumption of necessary items. People who havea money also consume precious
goods; people have no idea of the investment imlymiive line. Banks are the main
sources which motivate people to save their easniBgnks collect the saving of people
in the form of deposits collection and investmenthe productive area. They give the

loan to the people; banks mobilize deposit coli@étem people.

The importance of the banking as the nerve ceritexonomic development cannot be
over emphasized and it is said that which are #e&rof and great wealth of country has
got to be kept very scared. Just as water of tingagood banks are for the country and
trade. The development of a country is always nreasby its economic development
through indices. Therefore every country has gigmphasis on uplifting of a country
which can hardly be carried forward without theistasice of financial institution. They

are the indispensable part of the development psotteis the fact that the unorganized
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financial system leads the country towards recessiterefore, central bank plays a
major role and keeping the financial system of antxy organized by providing those

guidelines and directions.

Recognizing the true fact of developing countrypalecannot ignore the importance of
commercial banks. Realizing it, HMG of Nepal hasg@tdd the Economy Liberalization
Policy, 1984. Due to liberalization policy made digvernment, the number of banks has
increased and there has emerged the tough coropetithong them’(Banking and
financial statistics, 1997, 37).

1.2 Focus of the Study

This study focuses on the history of the deposibitization of two sampled banks NBL
and SCBNL. This study is made with the especial @imobserving the deposit
mobilization position of Nepal through the deposibbilization position of NBL,
representing the government owned commercial banik SCBNL, representing the
private sector commercial bank. Therefore the sttelyainly focuses on the elements
related to deposit mobilization. The study focuses the comparative analysis of

efficiency of deposit mobilization of the two samglbanks.

1.3 Statement of the Problem

Within the sphere of the proposed study, theret exisonsiderable number of problems
regarding the commercial banks, services they affieh as different deposit types, their
features etc., and their relationship with cust@mépr example: It's said that banks are
not being able to fully utilize their deposits fumdto productive sectors. In other words,
they are said to be more focused on retail bankatger than in corporate banking.

Similarly, banks are holding major portion of thdaposits liabilities as the cost bearing
deposits. Likewise, it can be generalized that baanle not being able to manage their

liquid assets efficiently.

Precisely, these problems could be numericallygmateed into the four broad groups,
and they are being explained as well. The recemdtiobserved in banking industry is
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that they have not been able to fully utilize théeposit fund by mobilizing it into
productive sectors. Due to the deteriorating ecoooseenario, management of the
banks, and the attitude of the board of directtiray have been able to lend about 70
percent of total deposits only. Referring to thenl&a composition of deposit liabilities, it

can be said that they are holding too much of beating deposits.

Similarly, out of the two sampled banks, the goweent owned NBL had cost bearing

deposits rate more in comparison to SCBNL in th&t.faut, after the new management
policy adopted by NBL, the rate is gradually slogvidown. There are some rules and
regulations prescribed by the central bank suclthasrecent one which compels the
banks to issue their capital equal to a billioneeg However, banks' loan investments,
capital structures, existing management slacksdetaot represent that the public funds

deposited at the banks are safe.

Commercial banks deserve the power to create maneycredit because the public
readily accept claims on bank deposits, particuladecks, credit and debit cards, and
computer entries, in payment for goods and servitesaddition, the law requires
individual banks to hold only a fraction of the amo of deposits received from the
public as cash reserves, thus freeing up a majofiitpcoming funds for making loans

and other investments.

This capacity of banks to create money and depdsats a number of important
influences on the financial system and the econamg whole. Banks can invest up to
their money or deposit multiplier and money credigdanks is also instantly available
for spending. Therefore, unless carefully contlley the central bank, it can fuel

inflation.

1.4 Objectives of the Study

Banks provide both the deposit and credit servioethe public. They accept the funds
from the savers as deposits and lend the fundfidofund seekers in the economy.

Therefore, banks can run effectively and efficigndnly if they can mobilize their
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deposits fund at their prescribed area and redhmse disbursed amount timely. In
totality, the proposed study aims to analyze howtla banks have been able to achieve

these objectives.

The basic purposes of this study are:
 To analyze the financial factors like efficiencydaprofitability position in
relation to deposit mobilization of commercial bank
» To observe the deposit mobilization position of AleBank Ltd and Standard
Chartered Bank Nepal Ltd.
* To observe the trend of deposit loan and investroeselected banks.

» To provide necessary suggestions and recommenddtofurther improvement.

1.5 Significance of the Study

The quality and coverage of a bank's fund mobijzpolicy reflects the degree of

healthiness of the bank and eventually the natienahomy. In order to accomplish the
optimum utilization of the scarce economic resoutiee capital, banks must successfully
formulate their fund mobilizing policy and effeatly implement it as well. So, the role

of commercial banks in supplying the credit in #zenomy is vital.

The proposed study is believed to be beneficiabfoumber of individuals, groups, and
organizations directly or indirectly. Some of theedt beneficiaries of the study could be
named as lenders, creditors, investors, and depssf the banks. However, borrowers
can also achieve some sort of advantages frontulg.sThese beneficiaries and the kind
of benefits they receive from the proposed stuéybaing explained as follows:

* Investors

 Depositors

» Borrowers

* Policy Makers

» Future Researchers
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1.6 Limitations of the Study
The study has focused on its objective to obsemeedeposit mobilization position of
commercial banks. As the study is more objectivd enmade for the fulfillment of
academic requirement, it posses numbers of liroitati Some specific limitations are as
follows:

* The research work will be made on the basis otdiee

year’s data from fiscal year 2008/09 to 203.
» Simple statistical and financial tools are usedf@ranalysis.

» Study is made on the basis of secondary data only.

1.7 Organization of the Study

This unit considers the total considerations ofrésearch report. This report is organized
on five chapters. These five chapters consider:

1. Introduction

The first chapter includes the introduction of g#tedy that considers the background of
the study, historical development of commerciallkdsaim Nepal, statement of problem,

significance of the study, objective of the stufhygus of the study, limitation of the

study, and the organization of the study.

2. Review of Literature

This is the second chapter of the report. It ineBithe conceptual review and review of
related studies. Conceptual review considers thdysof books and other publications

related to the concept of commercial bank, conoémleposit and concept of deposit

mobilization. And the review of related studieslirtes the study of past studies made on
the deposit related topics especially the studgtsted to the deposit mobilization of

commercial banks.

15



3. Research Methodology
This chapter contains the toadsd techniques which are applied on the study. The
financial and statistical tools which are usedtf@ analysis and presentation of data are
described in this chapter.

4. Presentation and analysis of data

This is themajor chapter of the study. It contains the presténmt of data and analysis of
the data that specify the findings of the studytalmae presented on the basis of objective
of the study. This chapter contains the major figdi of the study too. It helps the
searcher to find out what is going on about theodegpnobilization in Nepal and selected

commercial banks.

5. Summaries, Conclusion and Recommendation
This is the last chapter of the study that contaumamary of the study, conclusion of the
study and some recommendations to the related kmarnkpolicy makers for making the

deposit mobilization position of related banks.
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CHAPTERK-II
REVIEW OF LITERATURE

2 Conceptual Frame Work

To develop the concept and ideas about the selémper] the review of relevant material
is very important and crucial. In fact, review d@ktature begins with a search for a
suitable topic and continuous throughout the darnatif the research, either a dissertation
of a thesis. Review of literature means reviewiegearch studies or other relevant
propositions in the related areas of the studyhat all the past studies, their conclusion

and deficiencies may be known and further searnhbeaconducted.

It is an integral and mandatory process in reseanrks. It deals with a literature survey
of existing volumes of similar or related subjeatsl a careful check should be made that
the purposed study has not been carried out prelyioCompletely new and original
problems are very rare, however a previous studuldmot exactly replicable unless the
techniques used facilitate to trace out the doullgthmclusions or some new sources of

information identified.

So, in this chapter, the emphasis is given to vewé major relevant literature on the
deposit liabilities and their analyses. Differergfiditions or opinions expressed by
experts in respect of deposit mobilization are mered to be relevant for the proposed

study.

Similarly, this chapter also sheds light on soméhefrules and regulations prescribed by
the central bank regarding the commercial banksosie liabilities and their mobilization

aspects.
This chapter is basically concerned with review litdrature relevant to the topic

“Deposit Mobilization of SCBNL and NBL”. Every styds very much based on past

knowledge. The previous studies cannot be ignoesduse they provide the foundation
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to the present study. In other words, there h&gtoontinuity in research. This continuity

in research is ensured by linking the present stutlythe past studies.

Conceptual Review

An attempt has been made to look in to a numbereti#dted books and the bank
publications, especially of those related to theodéds collection and mobilization
aspects, and central bank's rules and regulati@isabide the commercial banks on this

regard. In addition, some sort of personal intuaiti@s also been made.

2.1 History of Commercial Banks in Nepal

Commercial Bank Act, 2031 BS of Nepal has definemmmercial bank as an
organization which exchanges money, accepts depogiants loans and performs
commercial banking functions and which is not a Khaneant for co-operative,

agriculture, industries or for such specific pugos

As per Banking and Financial Institution Act (BABIAommercial bank is defined as
any financial institution that is operated undestiem 47(1) of BAFIA-2063.

It is fact that financial sector plays a vital rdier the economic development of a
country. Even before the establishment of a banksygtem in Nepal, financial
transaction was in practice as undertaken by someegtenders like sahu-mahajans,
jamindars, relatives, friends, and few informalamization limited to ethnic group such
as guthi. The borrowing from the other people dredibformal organization was limited
and based on personal understanding. At that fo@eple deposit their gold, silver, and
valuable goods for the sake of security. Thus,ptieate moneylender can be taken as

forerunner of the concept of financial institution.

Nepal has been ruled over by many rulers like Kiraichchhavi, Malla, Ranas and
Shahs. Mostly Kirati, Lichhavi, and Mall regimes reweconcerned with the construction
of temples, pati, pouwa, chautari etc. At that gerineither the people nor the

government were interested to think about the ewinaevelopment of the country.
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According to ancient "Vanshavali" in fourteenth wew, the ruler of the then Kathmandu
Jaysthiti Malla segregated the local domiciles 6t different classes according to
profession they had undertaken. Tankadhari wasobtiese classes who used to deal in
coins and precious metals such as gold. These @ihakia were said to have carried out
the borrowings and lending on money (coins). Hefe@kadharis can be regarded as the
traditional bankers of Nepal (Singh and Khadk&&d42).

After long time, during the Rana regime, only hamhgfrime minister thought about the

economic development of the country. They estabtissome offices in 1993 B.S. (1887
AD). "Tejarath Adda" was established during theutenof Prime Minister Ranodip

Singh Rana as a the first institutionalized créuitise. Tejarath Adda provided loan
under the security of gold and silver to the gowsent employees and public. The
government established its various branches anédanthes at different places of the
country for the sake of benefits of people. In twerall development of the banking

system in Nepal, the Tejarath Adda may be regaedethe Father of modern banking
institutions and for a quite long time it rendesedood service to government employee
as well as to the general public (Shrestha, 19D5¢. government also implemented the
rules against the vast interest rate taken by mendgrs. Thus, the government financial

institution occupies an important role in the bawgkhistory of Nepal.

No financial institutions were established oveoad period due to political reasons. To
fulfill the growing need of economy on Nepal, barkiactivities were performed only
after the establishment of Nepal Bank Ltd in 1998.Bas the first commercial bank of
Nepal. This bank was established under Nepal Baitki894 B.S. (1983 A.D.)

Nepal Rastra Bank was established in Baisakh 143 B)S. (1956 A.D.) under Nepal
Rastra Bank Act 2012 B.S. (1955 A.D.) as the céibaak of Nepal. It is totally owned
by government, NRB is heavily assisting for the elegment of whole economy. It is
giving timely directives to all financial institaths operated and conducted all over the
country.
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The government introduced Commercial Bank Act imp&len 2033 B.S. to cover the
vast field of financial sector. This act has helpg@merge number of commercial banks
with a view to maintain the economic interest ilnfort of the public in general which
facilitated to provide loan for agriculture, indystand trade and make available banking
services to the country and people.

Along vacuum in the banking sector got some raybagfe only when the government
forwarded the economic liberalization policy in 20B.S. and decided to allow foreign
banks to operate their activities in Nepal in "ferenture model". "Joint venture banks
can be defined as an association of two or morgeganaving common objectives and
goals so as to get maximum satisfaction. Basicallyhat time, it was envisioned that
joint-venture banks (JVBS) would support the cowntr various ways" (Singh and
Khadka, 1999: 25).

The Nabil Bank Ltd is the first joint-venture bae&tablished in 2041 B.S. and started its
operation with modern banking services. In the savag, Nepal Indosuez Bank (at
present Nepal Investment Bank), the second jointare bank established in 2042 B.S.
with an objective to encourage efficient bankingvees and facilities. Likewise

Standard Chartered Bank is operated under thetidineaf Indian management.

With the satisfactory result of joint-venture bankdepalese promoters are highly
encouraged and as a result, commercial banks &oslirced with cent percent domestic
investment. At present Nepal Industrial and ConmmaérBank (NIC), Lumbini Bank
Ltd, Machhapurchhre Bank Ltd, Kumari Bank Ltd, LaxBank Ltd, and Siddhartha
Bank Ltd came into operation with cent percent detineinvestment by Nepalese
promoters which is the plus point of developmentbahking history of Nepal. Now,
there is a strong competition between commerciak®dor their existence so that the
growing needs of the customers can easily be aetliev
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Standard Chartered Bank Nepal Ltd.

Standard Chartered Bank Nepal Limited has beempénation in Nepal since 1987 when
it was initially registered as a joint-venture ogg@n. Today this Bank is an integral part
of Standard Chartered Group having an ownershig58b of the company and 25%
shares owned by the Nepalese public. The Bank enfbg status of the largest

international bank currently operating in Nepal.

Standard Chartered has a history of over 150 yieabanking and operates in many of
the world's fastest-growing markets with an extemsglobal network of over 1750
branches (including subsidiaries, associates antlyentures) in over 70 countries in the
Asia Pacific Region, South Asia, the Middle Eastiida, the United Kingdom and the
Americas. As one of the world's most internatiobahks, Standard Chartered employs
almost 75,000 people, representing over 115 ndtimsa worldwide. This diversity lies
at the heart of the Bank's values and supportBém&'s growth as the world increasingly

becomes one market.

With 17 points of representation, 18 ATMs across ¢buntry and with more than 350
local staffs, Standard Chartered Bank Nepal Ltdnia position to serve its customers
through an extensive domestic network. In additithrg global network of Standard
Chartered Group gives the Bank a unique opportutatyrovide truly international

banking services in Nepal.

Standard Chartered Bank Nepal Limited offers a fatige of banking products and
services in Consumer banking, Wholesale and SMEiBgrcatering to a wide range of
customers encompassing individuals, mid-market!loogporates, multinationals, large
public sector companies, government corporationnes, hotels as well as the DO

segment comprising of embassies, aid agencies, NBOENGOs.
The Bank has been the pioneer in introducing 'costdocused' products and services in

the country and aspires to continue to be a leadentroducing new products in

delivering superior services. It is the first BankNepal that has implemented the Anti-
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Money Laundering policy and applied the 'Know Yd&ustomer' procedure on all the

customer accounts.

Corporate Social Responsibility is an integral periStandard Charterer's ambition to
become the world's best international bank antlesnainstay of the Bank's values. The
Bank believes in delivering shareholder value soaially, ethically an environmentally

responsible manner. Standard Chartered througk®oldrig history has played an active
role in supporting those communities in which iistomers and staff live. It concentrates
on projects that assist children, particularly hme tareas of health and education.
Environmental projects are also occasionally careid. It supports non-governmental
organizations involving charitable community adtes The Group launched two major
initiatives in 2003 under its 'Believing in Lifeampaign- 'Living with HIV/AIDS' and

'Seeing is Believing'.

Nepal Bank Ltd.

Nepal Bank Limited, The first bank of Nepal wasabdished in November 15, 1937 A.D
(Kartik, 30, 1994). It was formed under the prineipf Public Ltd Co. (govt. & general
public.) with authorized capital of Rs. 10 milliassued capital of Rs. 2.5 million and
paid-up capital of Rs. 842 thousands. The bankb®es providing banking services
through its branch offices in different geographloaations of the country.

Vision Statement:
"To remain the leading financial institution of tbeuntry."

Mission Statement:

Nepal Bank Limited seeks to provide an environmeithin which the bank can bring
unique financial value and services to all cust@n#rwill be a sound institution where
depositors continue to have faith in the securityheir funds and receive reasonable
returns; borrowers are assured of appropriate tcfadilities at reasonable prices; other

service- seekers receive prompt and attentive @t reasonable cost; employees are
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paid adequate compensation with professional cagewth opportunities and
stockholders receive satisfactory return for threrestment.

Values Statement:

At Nepal Bank Limited, we believe that our bankstgpuld be based on:
Respect, service and safety for the customersame
Respect, reward and opportunity for the peopté whom we work
Respect, cooperation and support for the econoamtmunity of Nepal

Objectives:
Nepal Bank Limited has the following objectives
» Continue to maintain leading share of banking seeith a significant presence
in all major geographical areas in the country.
* Provide competitive and customer oriented bankiaryises to all customers
through Competent and professional staffs.

» Reclaim leadership within the national financiahgounity.

2.1.1 Concept of Commercial Bank

"A Bank is a business organization that receivebaids deposits of funds from others
make loans or extends credits and transfer fundswhiten order of depositors"”
(Encyclopedia America 1984-85, vol.13, 302).

"A Commercial banker is a dealer in money and suites for money, such as cheque or
bill of exchange. It also provides a variety ofafirtial servicés(The New Encyclopedia
Britannica, 1985 vol. 14, 605).

"Commercial bank" a bank dealing with the generdilig, accepting deposit from and
making loans to large numbers of household andldimak. Such banks are known in
the UK as retail or high street banks. They alsuvigle various services for depositors,
including provision of cash and credit cards, sjerdacilities for valuables and

documents, foreign exchange, stock rocking, moggfgance and executor services.
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Commercial banks are contrasted with central baakg,with investment, merchant and
other specialist banks which deal little with thengral public’'(Oxford Dictionary of
Economics 2004,: 65).

“The American institute of Banking has laid dowm fonctions of the commercial banks
i.e. Receiving and handling deposits, handlingwpeyt for its clients, granting loans and
investment and creating money by extension of tr€Bincyclopedia America 1984-85,
vol.14, 605). Principally, commercial bank accepts deposits @ndvides loans,
primarily to business firms thereby facilitatingetiransfer of funds on the economy. In
the Nepalese contextommercial Bank Act, 197defines “a commercial bank as one
which exchanges money, deposits money, acceptssidgpgrants loans, and performs
commercial banking functions”.

The term commercial bank is also misleading becaheefact that commercial bank
performs not only one but many type of functionsddy the commercial banks not only
issue the transfer of deposits through chequeshieytalso operate underwriters to new
equity issue deal facilities, handle tax mattersehalf of their clients etqVaish, 1993,
245).

A commercial bank can be defined as an institutubiich deals in money. In words of
Crowther, “Banks collect money from those who hawe spar or who are saving it out
of their income and lend this money out againstdgoosecurity to those who requires it”
(Crowther, 1985, 58).

"Commercial banks are those who pool together #hengs of the community and
arrange for their productive use. They supply tharfcial need of modern business by
various means. They accept deposits from the puliche condition that they are
repayable on demand of on short notice. Commebeiaks are restricted to invest their
funds in corporate securities. Their business idiged to financing the short term needs
of trade and industry such as working capital foiag. They cannot finance in fixed

assets. They grant loans in the form of cash, twyeamhd overdrafts. "Accepting the
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financing, the Bank also renders services like embilbn of bills and cheques, safe

keeping of valuables, financial advising etc. teitltustomers(Vaidya, 2001, 38).

Theoretical Framework of the Study

The theoretical framework of this study consistshaf Introduction of commercial banks
along with their role, needs and functions. Theaesh as has been done with an aim to
analyze the deposit mobilization of commercial lsadkals mainly with the sources and
uses of funds by the sample commercial banks. fBisisarch has been done with a focus
of certain weaknesses of the commercial banks degatheir sources and uses of funds.
Precisely, these problems could be numericallygmateed into the following three broad

groups, and they are being explained as well.

I. Banks Have Not Been Able to Utilize Their Deposs Efficiently:

The recent trend observed in banking industry & they have not been able to fully
utilize their deposit fund by mobilizing it into gauctive sectors. Due to the deteriorating
economic scenario, management of the banks, andttihede of the board of directors,

they have been able to lend about 60 percent aif deposits only.

II. Portion of Cost Bearing Deposits to Total Depass is high
Referring to the Banks' composition of depositiliabs, it can be said that they are

holding too much of cost bearing deposits.

lll. Safety of the Public Funds

Banks are merely the financial intermediaries #watept the deposits from the savers and
invest or lend the funds to the funds seekerseénettonomy. Therefore, issues related to
the banks' investments, and lending certainly affiee Protection of funds deposited by
the savers. Definitely, there are some rules agdlations prescribed by the central bank
such as the recent one which compels the banksste itheir capital equal to a billion
rupees. However, banks' loan investments, cagiattsires, existing management slacks

etc. do not represent that the public funds depdsit the banks are safe.
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2.1.2 Role of Commercial Banks in Nepal

For all countries of the world and more so far tleeloping countries like Nepal, fast
Economic Development is one of the most importapeats of developmental activities.
However, it is obvious that unless the developmehtthe important sector like

agriculture, industry, trade, and commerce are eaell, envenomed development is
impossible. For all the development, the regulappbu of financial resources is a

prerequisite.

Finance is thus like fuel for providing energy tova tempo of economic development
and institutions naturally , serve as reservoirdopplying and controlling the stream of
that fuel i.e. finance the commercial banks whicé the financial institutions dealing
with activities of agriculture, industry, trade acoimmerce, play the most important role
for the business activities of the world. The objexs of the commercial banks are to
mobilize the idle resources in productive useseotithg them from scattered and various
sources. Its role in economic development is thusense in order to bring out mobility
of resources to meet the ever increasing needsnafding or the various economic

activities.

These institutions are now trying best to contbomore and more services and facilities
for the uplifting of national economy. They hawebme the core of financial system by
holding the deposits; they make fund available ubto their lending and investing
activities to different borrowers like individualdusiness firms and even to the
government. They ultimately facilitate the flow gbods and services from producer to
consumers and to the financial activities of thesegoment. It is quite clear that
commercial banks are the most important institioh capital formation that imply
mainly saving, investment and production which nodttely lead to the economic

development of a country.
The role of commercial banking in the economy isiobsly a prime prerequisite for the

formulation of the bank policy as the role shages nature and character of the bank.

The deposit minded bankers may overstress conganajuidity while the loan minded
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banker may under emphasize safety. Often Commerdgdnk performs a number of
interrelated functions. There are not only the @disins of the community’s money but
the suppliers of its liquidity. For these banksstomers who seldom borrow money from

the bank, an important function may be the accegtamd safe keeping of deposits.

But those customers who often take loans from #gkpbthe credits creation function
may be the most important. “The commercial banklifeerent from the other banks
especially from central bank. In appearance thenrdatinction between Central Bank
and a Commercial Bank is that now-a-days the Cebémak does not much banking, but
the more fundamental difference is one of aim.

The main objective of the Commercial Bank is to engkofit whereas the Central Bank

thinks of the effects of its operations on the vilogkof the economic system. The

Commercial Bank has the shareholders and is exppéztdo the best it can for them but

the Central Bank by contrast is usually owned leygbvernment. The Commercial Bank

may be few or many and they are to be found lessinvith the general public all over

the country. But, there is only one central bankach country. Its market operations are
mainly impersonal and are confided to what is nemgsfor influencing the country’s

financial business in the directions citrated bgremmic policy (Sayers, 1972, 17-18).

Commercial Banks are those banks that are engagesimmercial banking transactions
and exclude from this description such banks atab#shed for achieving certain

specific goals such as co-operatives, agricultamad industrial banks, much wider
activities in relation to the Economic Developmehthe country have been empowered
to the banks. Apart from strictly performing comwial functions, Commercial Banks so
described in the act are empowered to perform fwottions as undertaking of agency
business. In the issue of Shares and Debenturgsilitic corporations guaranteeing and
underwriting foreign exchange business under thariction imposed by Foreign

Exchange Act, Rules, Orders and Notifications; amting loans for period not

exceeding one year against the security of thel@we gold and silver ornaments the

mortgage of land and buildings, for acquiring plaand machinery and receiving
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deposits of government money according to the oodddMG in those places where
there are no branches of the NRB or RBB or whiggeNRB gives its consent to remit

through bills of exchange and checks in Nepal fareign countries and so on.

Nepal being an underdeveloped country, its indestragriculture sectors has been
expanding. It provides the credit facilities foretldevelopment of agriculture in cases
where Agricultural Development Banks and Coopeea®ocieties do not enter into the
field. The agriculture sector needs more and mastal for the improved methods of
farming viz. the fertilizers, equipment, irrigatidacilities etc. require obliviously more
investment. Thus the role of commercial bank innpebtng agriculture sector is

increasing in many of other countries, especiallgeveloping countries like Nepal.

The economy of our country is dominated by agrigalt sector. This could be
exemplified about 76 % of the total populatiory&ged in agriculture and about 40 %
of the national income comes from the agricult@milarly, about 51% of the export
trade is in agricultural product. Also if we tak&d account of the major industries of
Nepal, they are mainly based on agriculture. Téigery clear that in such a country the
financial help to the agriculture sector is mogamt and indispensable for strengthening

the base of national economic structure.

Nepal being an under developed country, majorittheffarmers in the villages are very
poor. They do not have the sufficient capital teeist in this sector. The commercial bank

has an important role to play here by helping tecalture sector through two channels:

1. By providing fixed capital to Agricultural Develogmt Bank by purchasing its
shares of debentures

2. By giving direct credit facility to the farmers ¢ime mortgage of their land, house,
food grains and other cash crops like jute, tobastc.

As the agricultural development needs capital, ctbemmercial banks are helping by

providing financial help to the farmers and theg able to invest or utilize the fund in
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different ways that make them increase agricultprabuct. Thus in order to accelerate
the tempo of economic development of Nepal, theeguwent and the commercial
banks should play crucial role in the agricultueeter of the economy. Thus the sound
development and wide geographical coverage of cawmialebanks particularly in
agriculture is a prerequisite for accelerated snstained economic growth. In recent
years even though the commercial banks have magid rogress in mobilizing

financial resources they are still to improvehgit lending policies.

The lending policies of Nepalese banks resemblemiosely to those of the T@entury
London Banks than 24century developing institutions. In a way, it wbsleen apparent
that accelerated private sector investment is dégrgnon the commercial banks giving
more emphasis in medium andlong term credit fariggent and construction and
more liberal policy on the requests of collatetal.these respects, in recent years the
NRB has been doing some useful services with ildpment oriented approach but it

goes without saying that there is a long way teagthis particular field.

Thus Role of Commercial Banks in Nepal has beempimgl farmers by providing
different facilities in Nepal. These helps are e ffields of cultivation, exporting rice,
jute, paddy etc. and providing facilities regagdbetter market for their product, helping
to start livestock, poultry firm, rice mills, anitnhusbandry, bee firm etc. and also

provide the guidance for them.

The role of Commercial Banks is indispensable folustrial development of Nepal. Due
to insufficiency of capital, industries are depergdmore and more upon the supply of
capital by the banks. It would not be exaggeratmrstate that commercial banks are
mainly responsible for whatever the financial ingtons like ABD/N, NIDC have

already been established for the developmentago€ultural and industrial sector of the

country. The commercial banks are also continugpafyicipating in these activities.

Being a mountainous country many places are vanote and sometimes it requires

many weeks to approach some of the places. Dwakodf transport and communication

29



facilities and other geographical causes, the wguras been still facing the problem of
imbalance economic growth. The scattered capitaltbé country is unable to solve the
problem of imbalance of the economy growth. CommaéiBanks have their appropriate
role to play here by expanding their branches etilly and Terai regions availing
loan to the local people. In industrial sector, @mencial Banks are providing the
necessary financial help for the industrial essdrient in the country. They provide
short and medium term loan to purchase machinetoeds, raw materials etc. and

introduce new and developed techniques of produocti

Without the development of foreign trade, EconoD&velopment of a country will not

be possible. Nepal has focused its trade with Iraha Tibet only few years ago. Today,
Nepal has extended relations with different coestof the world. Commercial Banks
has promoted the domestic and foreign trade of N@papreading their braches all over
the country and extending close relations with mamowned institutions by providing

those facilities of BD, LC, Bank overdraft, TT etc.

Commercial Banks are also helping for the develagroé transport by providing funds
for transport Industry. Similarly, Banks are playimportant role in tourism industries
by helping to expand Hotel facilities, dealing witbreign exchange and accepting

traveler cheques from the tourists.

So, the role of Commercial Banks is extremely inwar for the development of

industries, trade, commerce, agriculture etc. efdbuntry. In fact, no nation can develop
itself without the development of the banks. Ih@ only true in the capitalist countries
but also true in the socialist countries and thgeghieconomy countries like Nepal as

well.

2.1.3 Functions of Commercial Bank
Commercial Banks are directly related with the peogommercial Bank is an important
bank. Its functions are very attractive for peopl#hough these banks are truly inspired

with the objectives of gaining profit, here CommaldBanks are also established to
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accelerate common people’s economic welfare aailitya to make available loan to

Agriculture, Industry and Commerce and to prowide banking services to the public
and the state. Along with other functions, the nfaimctions of commercial banks are to
accept deposits from the people and to lend teetheho demand it. Numerically, these

functions could be categorized into the followinigdtions:

* Liquidity Function

» Savings Function

* Wealth Function

* Payment Function
* Credit Function

» Policy Function

2.1.4 Credit Creation by Commercial Banks

The creation of credit or deposit is one of the tmogortant functions of commercial

banks. Bankers are dealer of money who deal otheplp’s money. Banks generate
profits by accepting cash through demand deposité advance loan on credit to
customers. When a bank advances a loan, it dogsagdhe amount in cash. But it opens
a current account in his name and allows him tddvaw the required sum by checks.
But very often, the customer retains certain amautit the bank in a deposit. In this

way, the bank creates credit on deposits. The psoce explained how the credit is

created by the help of deposits.

In the modern banking industry, actual cash withhdfom the deposit are very

negligible. The bank usually synchronizes the witlachls and deposits from their past
experiences. Thus a bank lends a large part omthreey he receives in deposits. If the
bank has more primary deposit, he can lend morpikgesmall cash in reserve for day to
day transactions. The bank knows the customerswitiidraw money by cheques which

will be deposited by his creditors in the same bankome other bank where they have
their accounts. Such cheques which are depositesthers bank are settled through

clearing houses. The same procedure is followesthiar banks. In this way, the bank is
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able to create credit or deposit by keeping smatihcin reserves and lending the
remaining amount. Therefore, the loan make an as&ren the total amount of deposits.

These deposits are called derived deposits.

On the other hand, when a bank advances moneysbguditing a bill of exchange, the
proceeds of the bill are credited to the customacount. The deposits of the customers
will then increase. More deposit can make moreifendy banks. This is also one of the
ways of creating credit.

We know that the bank provides overdraft facilitya customer on the basis of some
security. The bank enters the amount of the ovéiradnathe existing account of the
customers and the customer is allowed to overdr@waccount up to the fixed limit
subject to the condition that the amount overdrénom time to time is more than fully
covered by the market value of the securities Iddgih the bank. The amount may be
used to buy goods and services. He can make payweassuing cheques in settlement
of his transactions. This process gives the ban&daiitional supply of money which did

not exist before.

"A bank also creates a deposit by making investsby buying government bonds and
securities. The bank pays for the bond througheajeé on itself to the central bank. If it
buys security from others, it creates the amoutiténaccount of the seller, provided he is
the bank’s customer. Otherwise it pays by chequiewis deposited in some other bank.
In all such cases, liabilities and assets in #reking system on the whole are incredsed.
(Vidya, 2001, 42-44).

When funds are plentiful, market rate generallydtdn decline, banks seek loan
aggressively and therefore lower their rates iedmarginal borrower to come into the
market. When funds are scarce banks arise thes &atd potential borrower may differ

the use of credit or seek it elsewhere.
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Some writers stress on the fulfilment of credieds of various sectors which insure
investment. The investment lending policy of comeradrbank is based on the profit

maximization as well as the enhancement of the tcgun

2.1.5 Resources of Nepalese Commercial Banks
Commercial banks may have various resources bumtist important three sources for

their daily operation and further advancing aréodlews:

I. Capital
So far as the capital funds are concerned, it g @mominal source. Therefore it cannot
be used for investment purpose. This capital fumsists of two elements; paid capital

and general reserve.

II. Deposits

Deposits are the main resources of commercial b&mksssuing loans. Deposits are
received from various forms and on the name ofediffit accounts. There are mainly
three types of deposits: current, saving and fixeda developing country like Nepal,
where the majority of the people are still poowrilsg deposits have played a significant
role for the development of the country. Thereftre main source of raising capital is
that of deposits. “The deposit function of the bemis important because it has to
aggregate small sum of money lying scattered hewk there twenties, fifties and
hundred. Singly these sums have no economic effigiavhat so ever but they can
accomplish Herculean tasks when they are aggremyadeemployed by the banKer
(Roland, 1962, 20).

. Internal and External Borrowing

Internal and external borrowings are very imporfanta developing country like Nepal
being underdeveloped country; commercial bank cafulfill the necessities of the
society. Therefore commercial banks are allowedodorow from both two sources
external and internal. Generally external borrowmegans the borrowing from foreign

banks, foreign government, international banks reconstruction and development
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(IBRD). Monetary fund (IMF)etc. Internally commeatibanks can borrow from only
one source that is from NRB.

Concept of Deposits

Deposit is one of the most important sources of dammercial bank.” Deposit "an
account with a bank or other financial institutisuch as a building society in the UK.
Deposit may be on current account UK or checkingpant or sight deposit US, which
bear no interest and can be withdrawn on demandeposit accounts UK or saving
account or time deposits US which bear interestrbgtiire notice of withdrawal. In
recent years new types of account have bluf@dord dictionary of economics, 2004,
116).

It is important that the commercial banks deposiicy is the most essential policy for its
existence. The growth of banks depends primarilgnughe growth of its deposit. The
volume of funds that management will use for creatincome, through loans and
investment is determined largely by the bank pofjoyerning deposits. When the policy
is restrictive, the growth of bank is restartedaocelerated with the liberalization in the
deposit policy. In banking business the volume refdit extension much depends upon
the deposit base of a bank." The deposit creatowgep of commercial banks forces to
raise the assets along with the liabilities sid¢hef balance sheet. In other words, assets
give raise to liabilities. Traditionally, the depostructure of a commercial bank was
thought to be determined by the depositors andbyobank management. There are
regular changes in this view in the modern bankmdgstry"(Vidya; 1999, 68).

Thus, banks have evolved from relatively passiveepiors of deposits to active bidder
for funds. Deposits are one of the aspects of #ek Biabilities that management has
been influencing through deliberate action.

"Bank deposits arise in two ways the first when ltaeker receives cash and credits a

customer’s alc, it is known as a primary or apterdeposit. Such primary deposits are

made from the initiative of depositors. The secomden banks advance loans, discount
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bills, provide overdraft facilities; make investnehrough bonds and securities. This is
called derived deposits of derivative deposits.yTadd to the supply of money. Banks

actively create such deposi{3he Encyclopedia Britannica, 1981, 700).

2.2. Review of the Related Studies
This part consists of a review of past studies ootetl by other researchers which are

relevant to the topic.

2.2.1 Review of Article

Joshi; the chief officer of NRB (1994),in the topic“Rural Saving Mobilization in
Nepal states that: The ability to save and the incenty save are the two major
determinants of saving. The incentive to save fscted in NRB real interest rate policy
can be stretched for with profit. It is highly pedile that the further increase in the
growth rate of financial saving can materializa iflexible policy is pursued to keep real
interest rate at a positive ledbshi, 1994, 65-66).

Eventually the deposit expansion is to be bouraettrained by the low saving ability
of the people as indicated by stagnant per cap® Gver the past decade. For a
sustained growth of deposits or of overall saviaig what is needed more is to increase
the income level of the people in order therefaremiake saving mobilization strategy
effective and successful policy measures shoulthken considering two aspects of the
strategy. In short run, policy should focus on @ppropriate steps to tap saving within
the existing banking framework while the long rueasures should be adopted with a

review to raising the investment rate and makimgdre productive.

The researchers suggest the following points teease and to extend volume of credit;
» Effective publicity and attractive prizes.

» Branch expansion policy.

Extend the house saving account.

* Revision in interest rate policy.

Credit planning.
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* Win the confidence of local people.

* Investment in priority sector.

Bajracharya (2057) through his article, “Monetary Policy and Depddbbilization in
Nepal” has concluded that the mobilization of doteesavings is one of the monetary
policies in Nepal. For this purposes commercialkisastood as the vital and active
financial intermediary for generating resourcethm form of deposit of the private sector
so for proving credit to the investor’s in diffeteaspects of econon{Bajracharya, 2057
BS, 93-97).

Pradhan (2058) in his article, “Deposit Mobilization, its Prolhs and Prospectdias
presented that deposit is the life-blood of evemaricial institutions, like commercial
bank, finance company, and co-operative or non{gouent organization. He further
adds in consideration of most of banks and finacm®apanies, the latest figure dopes
produce a strong feeling that serious review maestlade of problems and prospects of
deposit sector. Leaving few joint venture bankbgeoirganizations rely heavily, on the
business deposit and credit disbursenféradhan, 2058 BS, 9-10).

The writer has highlighted following problems ofpdsit mobilization in Nepalese
context.

» Most of the Nepalese do not go for saving in infitthal manner, due to the lack
of good knowledge. However, they are very much useshving be it in the form
of cash or ornaments. Their reluctance to deal wittitutional system is
governed by the lower level of understanding abfiméncial organization
process, withdraw system, and availability of dépasilities and so on.

» Unavailability of the institutional services in alifareas.

» Due to lesser office hours of banking systems peppéfer holding cash in the
personal possession.

* No more mobilization and improvement of the empleytof deposits and loan

sectors.
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The writer has also recommended for the prospefityeposit mobilization which are as
follows;

» By providing sufficient institutional services ine rural areas.

» By cultivating the habit of using rural banking uni

* By adding services hour system to bank.

* NRB could also organize training programs to deyelkilled man power.

» By spreading co- operative to the rural areas émetbpment

of mini-branch services to these bamklvareas

Bhatta (2061) In his article, “Financial policies to prevennhdincial crisis” has given
more emphasis on Nepalese financial market seldehas mention the financial crisis
occurred in China, Mexico, South Asia, Russian Faitn Ecuador, Brazil and
Argentina. This crisis affected all this economy fimysing negative effect in their real
output. He has also focused on Nepalese financakeh, which is directly affected by
the national and international events. The mostcédtl event was September 11 incident
in the U.S.A., have added more to the fragilitythe global financial market. In present
context in many part of the world, the move towaldseralization is getting its
momentum on one hand and process of economic geveltt is being threatened due to
various anticipated incidents on the other. Hedefmed financial crisis is a description
to financial markets in which adverse selection arudal hazard problems become much
worse, so that financial markets are unable teiefitly channel funds to those who have

the most productive investment opportunities.

He has given light on the dynamics of financiakisridividing it into three stages. Also
he has suggested the policies to prevent finaedsik. Following policies are supposed
to be applicable for preventing financial crisis.

* Prudential supervision.

» Accounting standards anddisclosure requirements.

* Legal and judicial system.

* Monetary policy and price stability.

» Exchange rate regimes and foreign exchange reserves
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» Capital controls.

» Restrictions on foreign denominated debt.

* Reduction of the role of the state owned finaniciatitution.
» Encouraging market based discipline.

» Entry of foreign banks.

» Limitation of too-big —to fail in the corporate sec

» Sequencing financial liberalization etc.

Lastly he has conducted that there is no doubtthieakey to preventing future financial
crisis is to implement sound domestic economic gesdi and build robust financial
institutions. The experiences of the crisis hit rioes, especially during the decade of
nineties, has proved that a country opening tardilieed economic policy should adopt
sequencing policies constraining the pace of ppdimn on the global market place until

a sound domestic infrastructure can be put intogfBBhatta,2061 B.S.).

2.3 Review of Dissertations
In time of research of secondary sources it folrad some student from T.U. and other
management campus have conducted several thedis.\v8ame of them are supposed to

be relevant for this study is presented below.

Karmacharya (2000) in this thesis paper, “A study on the deposit itdtion by the
Nepal Bank Ltd.” during eight years study period leancluded that the utilization side
of Nepal Bank Ltd. has been weak as compared tadhection of resources. He has
suggested to set-up more banking branches to sertee deposit collection and long-
term as well as short-term credit. The main finding

* To find out whether commercial banks have been #bleollect deposit from

different sector.
* To find out whether banks are to satisfy finanoedd of economy.

* To find out relationship between deposits and loan
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Pradhan (2003)in his study’'A study on Investment Policy of NBlias tried to find out
to what extent NBL has been able to utilize dego®etween the deposit and loan and
advances, ratio analysis is used to compare diffdetors like loan and advances and
deposit, bank's liquidity position, profitabilityondition etc. “A study of deposit
collection and utilization of commercial banks iepal” with the main objectives are:
* To find out whether commercial banks have been #bleollect deposit from
different sector.

* To find out relationship between deposits and loan

Main Findings
» Entry of foreign banks.

» Limitation of too-big —to fail in the corporate sec

The writer also found that it could invest only &®8on the priority sector in
2034B.S.The bank could not mobilize its resourcés. this thesis, the writer
recommended that the bank should invest more doudigre sector and further says the
bank should make clear policy to provide the IoEre bank should invest on risky sector
to earn more profit and increase the rate of istere deposit side and decrease in loan
and advances.
( Pradhan, 2003)A study of deposit collection and utilization obmmercial banks in
Nepal" with the main objectives:

* To find out whether commercial banks have been #bleollect deposit from

different sector.
* To find out whether banks are to satisfy finanoedd of economy.

» To find out relationship between deposits and loan.
Main Findings

» To find out whether banks are to satisfy finanoed¢d of economy.

» To find out relationship between deposits and loan.
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Tandukar (2005), in the thesis entitled “Role of NRB in deposit niaation of
commercial banks” has tried to examine role of NRBdeposit collection by the
commercial banks and to analyze the trend, of depasobilization towards total
investment and loan and advances. The data ugbdse studies is both secondary and
primary nature. The researcher used different @irdntools such as liquidity ratio,
profitability ratio, risk ratio and coefficient aforrelation, trend analysis as statistical
tools. The researcher took 17 commercial bankpslation and two banks as samples
i.e. “A study of deposit collection and utilizatiaf commercial banks in Nepal" with the
main objectives:

* To find out whether commercial banks have been #bleollect deposit from

different sector.
* To find out whether banks are to satisfy finanoedd of economy.

* To find out relationship between deposits and loan.

Main Findings
» Restrictions on foreign denominated debt.

* Reduction of the role of the state owned finanicistitution.

The researcher has recommended to NBBL that diieason of loan and investment is
highly suggested to the bank. As NBBL has givewonisi in investment in treasury bills
which is risk free but it yields very low retura the bank and recommended to EBL to
collect the deposit by initiating various new pragrto attract the customer .For this it

can pay a higher interest rate than other bankstlcproviding(Tandukar, 2005).

K.C. (2006), in her thesis paper, “A comparative study on itwest policy of Nepal
Bangladesh Bank Ltd. and other joint venture baoksNepal” has compared the
investment activities of NBBL with only two of theint venture banks. By taking five
years data, she has recommended in two ways, diesement recommendation and
second theoretical recommendation. In theoretieabmmendation she has suggested

about liberal lending policy and cost managemenatexy.
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This study conducted by Pant entitled, “A studydeposit collection and utilization of
commercial banks in Nepal" with the main objectives
* To find out whether commercial banks have been #bleollect deposit from
different sector.
* To find out whether banks are able satisfy finanogged of economy.

* To find out relationship between deposits and loan

Main Findings
* To find out whether commercial banks have been #bleollect deposit from
different sector.
* To find out whether banks are to satisfy finanoed¢d of economy.

» To find out relationship between deposits and loan.

The writer recommended that commercial banks shoatdimit their lending activities
in only business sectors. Commercial banks alser dfing term loans, not only short
term loans. At last, he suggest that the inteegssrshould be changed by making it more
suitable to expand the services of commercial banlkedl sectordK.C., 2006).A study
of deposit collection and utilization of commerciadnks in Nepal" with the main
objectives

* To find out whether commercial banks have been #bleollect deposit from

different sector.
* To find out whether banks are to satisfy finanoed¢d of economy.

» To find out relationship between deposits and loan.

Main Findings:
* To find out whether banks are to satisfy finanoed¢d of economy.

* To find out relationship between deposits and loan

Khadka (2007),in his thesis paper, “A study on the Investmenlicgoof Nepal Arab
Bank Ltd.” in comparison to other joint venture kanin Nepal, he has compared
investment policy of NAB Ltd. with Nepal Grind layank Limited (NGB) and Nepal
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Indosuez Bank Ltd. his study is based on five ygarsod from 2002 to 2007. He has
taken only two banks to compare the investmentcpolf NABIL among thirteen
commercial banks in Nepal. “A study of deposit eclion and utilization of commercial
banks in Nepal" with the main objectives:
* To find out whether commercial banks have been #bleollect deposit from
different sector.
» To find out whether banks are to satisfy finanoedd of economy.

* To find out relationship between deposits and loan

Main Findings
* To find out whether banks are to satisfy finanoedd of economy.

» To find out relationship between deposits and loan.

Mr. Khadka has suggested to the joint venture bamkse careful in increasing profit in
real sense to maintain the confidence of sharermldiepositors and customers. He has
strongly recommended NABIL in utilizing risk assetsd shareholders’ funds to gain
highest profit margin, reduce its expenses, ané@pdrefund for more profitability. He
has recommended investing its fund in different@ecof investment and administering

various deposit schemes, house building depos@rsetetqdKhadka, 2007).

Bajagain (2008),in the thesis entitled, “A study on deposit andestment position of
Yeti Finance Company Ltd.” has tried to examine thend of deposit position and
investment position of the Yeti finance companyaffstudy was conducted on the basis
of secondary data and used various financial timoénalyze the data. Study just covered
only period of five years i.e. 2003 to 2008ajagain, 2008) “A study of deposit
collection and utilization of commercial banks iepdl" with the main objectives

* To find out whether commercial banks have been #bleollect deposit from

different sector.
* To find out whether banks are to satisfy finanoedd of economy.

* To find out relationship between deposits and loan
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Main Findings:
* To find out whether commercial banks have been #bleollect deposit from
different sector.
* To find out whether banks are to satisfy finanoedd of economy.

* To find out relationship between deposits and loan

Agriculture is the paramount of Nepalese economthat any finance company should
not forget to invest in this sector. In order to stm they must open their branches in
remote area with an objective of providing cheafeancing services. “A study of
deposit collection and utilization of commerciahka in Nepal” with the main objectives
and main Findings:

* To find out whether commercial banks have been #bleollect deposit from

different sector.
* To find out whether banks are to satisfy finanoedd of economy.

» To find out relationship between deposits and loan.

Bhusal (2009)carried out a study entitlédn Analysis of Causes afeposits lendingn
Nepal”. He has shown the relationship of inflation withrieus factors like growth rate,
Indian Inflation and price level, income level, ta$ holding money, deficit financing.
But all of these, he didn’t mention any relatioqslof inflation with secured Lending
interest rate. The correlation coefficient betwéeterest rate on Secured Lending and
amount of Secured Lending collected by all sampiaizations were highly negative. It
means that, Secured Lending amount of all sampikdare found to increase even if the
interest rate of Secured Lending, the attractimtpis for Secured Lending, is decreasing.
This is against the theory. According to theorgréhmust be positive relationship. The
Objective of the Study is given below:

* To identify the different methods used by Nepal@isancial institutions to

calculate interest on lending.
* Most of the banks are having similar interest rstieicture, which lessens the

importance of linearization of secured lending.
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Main Findings:
* Not only interest rate is responsible to shape ghditability of banks but also the
operating efficiency also has major influence on it

» Most of the commercial banks contradict the genfamahcial theories.

Bhusal carried out a study entitl&&in Analysis of Causes of deposits lending in Népal
The financial and statistical tools are most ré#iaio achieve the objective of the study. In this
study, various mathematical and statistical toalgehbeen used to achieve the objective of the

study.

Poudel (201) conducted a study ofiThe current deposit lendingstructure of
commercial Banks in Nepal'The objective of the study was to show the refatdf
interest rate with saving and fixed Secured Lendmith loan and advances; and interest
earning (i.e. interest received on loan minus meananner, the researcher explored that
the relation between interest rate on Secured lbgnand inflation rate is little positive.
Theoretically there should be positive correlatlmtween these two variables. Due to
little positive correlation, it is concluded thdtet interest rate in Nepalese Financial
market is affected by inflation rate to some ext@he Objective Of The Study Is Given
Below:

* It means that interest rate on lending in Nepal@sancial Markets is not affected

by risk-free rate of interest.
» Similarly the same result is obtained when it isdrto explore the relationship

between lending rate and inflation rate.

Main Findings:
* Loan and advance of commercial banks have beendféornbe continuously
increasing with the decline in interest rates.
» Effective interest rate structure helps in propéitization of resources as

measured by loan to Secured Lending ratio.
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Poudel conducted a study 6bhe Current DepositsStructure of Commercial Banks in
Nepal”. Liquidity Ratio are applied to measure the ability of the firms to meet short-
term obligations and current ratio. This study needs some financial and statistiaalsto

Financial and statistical tools are most reliable.

Bhandari (2012) conducted his master’s thesis ‘dme impact offixed deposit lending

Commercial Banks in Nepal”

The Objective of the Study is given below:
« To cast a glance at the historical background a@érést rate structure of
commercial banks, policies, decision and strategigarding it and their impact.
» To present and analyze interest rate structureoofneercial banks in different
time period.
* To assess the impact of secured lending structuosommercial banks of their
investment portfolio by analyzing their Secured dielg, loans, advances, interest

spread, investment and bills purchased and disedunt

Main Findings:

» Rates of commercial banks have been fluctuatingui®e lending were increased
immediately after linearization of the interesteratn August 31, 1989, but
however started to decline which have helped ireasing the credit flow.

* Interest rate structure has direct influence offitatality of commercial banks.
Decreasing lending rates helps to increase thetgbdity through increasing the
credit.

» Secured Lending is more secured lending conscind$asitively co-related.

Bhandari hasconducted his master's thesis difhe impact of fixed deposits
Commercial Banks in NepalThe financial and statistical tools are mostatak, deposit
lending cash and bank Blanca to current Assets tave been used .To achieve the
objective of the study, and various financial, istedal and accounting tools have been

used in this study.
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2.4 Research Gap

Efficient banking is not only the output of intetian of institutions involved and
mechanism and process of investment of the shatetsolHowever it is also the thing
that is influenced by the rationality in mobilizitige deposits along with proper decision
making by the management. In this connection, shigly contributes something new
toward the deposit mobilization procedure of thep&lese commercial banks that is not
sought yet by surveying the psychology and awasenéshe management. This sort of
study which aims to analyze the deposit mobilizataspect of the private sector and
government sector commercial bank is new and aigilhg in itself but is also an
opportunity to learn and identify the deposit maailion mechanism of both public
owned and government owned commercial banks. Mmegeific studies as to the deposit
mobilization have been done in the past too bstghidy is quite different from the other
studies as this study is done with samples as argment owned bank (Nepal Bank
Ltd.) and another one as a public owned commebaak (Standard Chartered Bank)
which is also a joint venture commercial bank. 8i3 research is new in the recent

scenario also.
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CHAPTER Il
RESEARCH METHODOLOGY

Introductions

Research methodology describes the method and gxrameplied in the study. This
chapter describes the methodology employed in tilndys Research methodology refers
to various sequential steps which are adopted fegearcher in studying a problem with
certain objectivesIn other words, research methodology describesntie¢hod and
process applied in the entire aspect of the stitdy.the process of arriving at a solution
of the problem through planned and systematic dgaliith the collection, analysis, and
interpretation of facts and figures. Research isystematic method of finding right
solutions for the problem where as research methggloefers to the various sequential
steps to be adopted by a researcher in studyimgldegon with certain objectives in view.
In other words, research methodology refers tovdreous methods of practices applied

by the researcher in the entire aspect of the study

The basic objectives of this study is to evaluaee fund mobilizing policy of Standard
Chartered Bank which represent the JVBS of Nepdl tanrecommend the useful and
meaningful points, so that all concerned can aehisomething from this study. To
accomplish this goal, the study follows the redeamtethodology described in this

chapter.

3.1 Research Design

A research design is the arrangement of condifiensollection and analysis of data in a
manner that aims to combine relevance to the relsepurpose with economy in
procedureResearch design is the plan, structure and syratemvestigation conceived,
SO as to obtain answers to research questionsocandntrol variances. To achieve the

objective of the study, descriptive and analytreslearch design has been used.
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Basically, the proposed study is mainly based om types of research design namely
descriptive and analytical. Descriptive researckigie describes the general attitude of
the Nepalese depositors, business environment, lgonsb regarding the deposits
mobilization aspects etc. Similarly, the analyticakearch design makes a thorough

analysis of gathered facts and information andcatly evaluates it as well.

Some statistical and financial tools have also bapplied to examine facts and
descriptive techniques have been adopted to eeafuats mobilizing performance of
Standard Chartered Bank and Nepal Bank Limitedawedmparison is done to identify

their strengths and weaknesses.

3.2 Sources of Data

This study is conducted on the basis of secondata.dThe data relating to the
investment, deposit, loan and advances, asset$ prafit are directly obtained from the
balance sheet and profit and loss a/c of conddoaek’s annual reports. Supplementary
data and information are collected from numbemsefifutions and regulating authorities
like NRB, Security Exchange Board, Nepal Stock Exade Ltd, Ministry Of Finance
budget speech of different fiscal years, economicveyy and National Planning

Commission etc.

According to the need and objectives, all the sdapndata are compiled, processed and
tabulated in time series. In order to judge theabdity of data provided by the banks and
other sources, they are compiled with the annymirte of auditors. Formal and informal
talks to the concerned head of the departmenteob#nk are also helpful to obtain the

additional information of the related problem.

Similarly, various data and information are coléttfrom the periodic economic
journals, managerial magazines and other publiseed unpublished reports and
documents from various sources. This research stialyyd be based on the secondary

data that are available in the published form.
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Specifically, the required data for the study ha&erb collected from the concerned
organizations and a number of publishers. In otherds, it has been gathered from a
number of books, journals, articles, reports, 8tume of the major types and sources of
data are as follows:

* Banking and financial statistics of Nepal RastralBa

* Annual report of Nepal bank Itd.

* Annual Reports of Standard Charted Bank Nepal Ltd.

» Central Bank's directives to Commercial Banks:

» Statistics Nirdesika 2063

* NRB Directive | to Il

» Consortium Financial Directive

* Main Economic Indicators

3.3 Population and Samples of the Study

There are 31 commercial banks operating in Nepatlwaccept about 81 percent of the
total deposits and sanction 71 percent of totahdoand advances out of the total
depository institutions. Out of these 31 banks afeg in the nation, two commercial
banks representing the government sector and prisattor -Nepal bank limited and
Standard Chartered Bank limited respectively atecssd as the base for the study. The
deposit mobilization positions of these two banks studied comparatively with the

deposit mobilization of aggregate commercial bamitsin the country.

3.4 Method of Analysis

To achieve the objectives of the study, variouarimal, statistical and accounting tools
have been used in this study. The analysis of @édtdbe done according to pattern of
data available. Because of limited time and resesjrsimple analytical statistical tools
such as graph, percentage, Karl Pearson’s coefticiecorrelation, and the method of
least square, are adopted in this study. Espedaltgriptive analysis method is used for
the study.
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The various calculated results obtained througanfomal, accounting and statistical tools
are tabulated under different heading and theseampared with each other. Major tools

used for the analysis of collected data are:

3.5 Necessary Tools and Techniques for the study
This thesis work is based on financial as welltagstical analysis. Some major tools and
techniques applied for making the thesis work nunesentable are briefly considered

below:

3.5.1 Financial Analysis (Ratio Analysis)

In this unit the financial position of the banke abserved. Especially the ratio analysis
technique is applied for financial analysis of s&dpbanks in this unit. An arithmetical
relationship between two figures is known as rdtis computed by dividing one item of
relationship with the other. Ratio simply means onenber expressed in terms of

another.

Ratio analysis is a technique of analysis andrpnétation of financial statement. To
evaluate the performances of an organization bgtiorg the ratios from the figure of
different accounts consisting in balance sheet iaodme statement is known as Ratio
Analysis. Ratio analysis is also very helpful faction making. From the information
provided by ratio analysis with the help of final@tatement are very useful for making
decision on any financial activity. Due to intemfi comparison ratio analysis also serves
as a stepping stone to remedial measures. It hedpsigement in evolving future market

strategies’.

Growth Ratios
+ Growth of loan and advances
* Growth of investment

e Growth of return
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3.5.2 Statistical Tools
3.5.2.1 Coefficient of Correlation Analysis (r)
“Correlation is the statistical tools that we caseuo describe the degree to which one
variable in linearly related to another. The caedint of correlation measures the degree
of relationship between two sets of sigma. Among tarious methods of finding out
coefficient of correlation, Karl Pearson’s methadapplied in the study. The result of
coefficient of correlation is always between +1 ahdWhen r = +1, it means there is
perfect relationship between two variables and vemsa. When r= 0, it means there is no
relationship between two variables. The Pearsaninidla is:
r= nYxy—yX.yy

VNEX2-(Ex)2y/NZy2-(2y)2
Where,

N = Number of observations

X and Y are variables.

The decision criteria:

When,
r = 0, there is no relationship between the véggmb
r = 1, the variables are perfectly positive cated.
r = -1, the variables are perfectly negative datesl

T- Test for observable simple correlation coeffitie

t= r xyn-2 =t
V1-P

Follows t-distribution with (n-2) degree of freedom
Where, r = sample correlation coefficient
n = sample size (pairs)

* Trend Analysis
Trend analysis is useful in predicting the futuverds on the basis of past tendencies.
Trend analysis is based on assumption that thetpadency continues in future. The

future trend of any variable is forecasted by ugoligwing equation.
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Y.=a+ bx
Where,
Y. = the dependent variable
a. =Y intercept
b = slope of the tendencies
x = year (with regard to data used in the study)
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CHAPTER-IV
PRESENTATION AND ANALYSIS OF DATA

In this segment, a thorough analysis and interpogt®f available data are made in order
to find major finding of the study. While analyzingta various statistical and financial
tools have been applied. Data presentation ang/sisas the most important part of this
thesis or say it is the heart of whole study. Alindings, Conclusion and
Recommendation are based on the result of analysis.

4.1 Financial Analysis
Financial analysis is the profound study of theaficial position of an institution
.Financial Analysis in this study is the calculatiand evaluation of various financial

ratios, specially the ratios related to the depwsibilization of selected banks.

This section deals with the analysis of differedmponents regarding deposit
mobilization. Following three categories of ratare presented in this section:

* Loan and Advances

* Investment

e Return

4.1.1 Analysis of Growth of Loan and Advances

Loan and advances are the main transaction ofdhemercial bank. The major element
where the banks mobilize their funds is loan andaade. Commercial banks mobilize
their deposit in productive sector for earning grahd making the financial position of
the bank better. So, increasing growth rate is sesug for increasing the return of the
bank.
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Table: 4.1
Growth of Loan and Advances of NBL & SCBNL

(Total percentage

Banks/Year NBL SCBNL
2008/09 -- --
2009/10 -0.0281 -0.0427
2010/11 -0.0065 0.1067
2011/12 -0.0881 0.2206
2012/13 -0.3022 0.0354

Source: Appendix-I

Figure: 4.1
Growth of Loans & Advances NBL& SCBNL
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Table: 4.1 andrigure:41 are the presentations of the growth of loan ashrce of
sampled banks. The growth ratio of SCBis fluctuating but the ratios of NE seems to
be in decreasing trend. Growth rate of the ratibdNBL for 2010/1., 2011/12, and
2012/13 are -0.0085, -0.088%, and -0.3022, and these ratios of SCBNL for the
period are 0.106%4).22(% and 0.03% respectively. After observing these factors

found that SCBNL is in better position in comparisoNBL. And it is seels that NBL

should immediately take some action to make thevtir@f loan and advance positi
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4.1.2 Analysis of Growth of Investmer
Banks collect deposits from people and invt in the various productive sectors. Bai
have to collect adequate deposit; and invein the productive sector for regular retu
The investment of the bank increases only when lthek is able to increase t
collection of the deposit and mobilizhe collected deposit well. If the investment of
bank is increasing, the return will be hi
Table: 4.2
Growth of Investment of NBL and SCBNL

(Total Percentage

Banks/Year NBL SCBNL
2008/0¢ -- --
2009/1( -0.0478 -0.0371
2010/1: -0.0963 0.1823
2011/1: 0.3063 -0.0936
2012/1: -0.1490 0.1999
SourceAppendi>-I
Figure: 4.2
Growth of Investment of NBL and SCBNL
0.35 -
0.3 -
0.25 -
0.2 -
0.15 -
= NBL
0.1 -
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Table: 4.2 and the Figure:4.2 are the presentatbrise growth of total investment of
sampled banks for the study period of five yeasenf2008/09 to 2012/13.

Growth rate of NBL for same years are -0.0963%3066% and -0.149% respectively and
the growth rates of SCBNL for same years are 0.4823).936% and 0.1999%

respectively.

After analyzing the facts and figures it is fouhdttthe growth rate of SCBNL is best for
2010/11 and 2012/13 and the ratio of NBL is bes2f@l1/12. But the ratio of NBL has
fallen by the large percentage on 2012/13. Theoreaghind this is due to the recovery

policy of default of loan.

4.1.3 Analysis of Growth of Return

One of the most important objectives of the banto immaximize the return. It is possible
through the proper mobilization of deposit. If thank is able to mobilize the deposit
well, higher will be the return and the performarafethe bank. The net income is

considered as the return in this unit.

Table: 4.3
Growth of Return (Profit) of NBL and SCBNL
(ToRercentage)
Banks/Year NBL SCBNL
2008/09 --
2009/10 -0.1407 -0.0390
2010/11 -0.2317 0.1847
2011/12 -0.7722 -0.0338
2012/13 0.6647 0.2311

Source: Appendix-I
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Figure: 4.3
Growth of Return (Profit) of NBL and SCBNL
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Total Investment to Total Deposit Ratic
Investment is one of the major sources of earnihgrofit. This ratic indicates how
properly firm’s deposits have been invested on govern securities and shares a

debentures of other companies. This ral computed by using following formu.

Total Investment
Total Deposit;

Total Investment toTotal Depos=

Where, total investment includdnvestment on government securit investment on
debentures and bonds, share in subsidiary comp shares in other companies ¢
other investments.

Table: 4.4
Total Investment to Total Deposit Ratio of NBL & S(BNL

Fiscal Year NBL SCBNL
2008/09 36.95 40.24
2009/10 33.75 35.84
2010/11 29.19 37.56
2011/12 39.83 37.24
2012/13 33.22 37.50
Average 34.59 37.68

SD 4.02 1.59

CV 11.63 4.23

Source: Appendix-V
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Figure: 4.4
Trend of Total Investment to Total Deposit Ratio of NBL & S(BNL
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Table 4.4 &figure 4.2 shows that theotal investment to total deposit ratio of NBL

SCBNL. Thetotal investment to total deposit ratio oBL is fluctuating each year durir
the study period and thtotal investment to total deposit ratio of SCE is also
fluctuating in each fiscal year than previous year. The ésglalues ototal investment
to total deposit ratiof NBL & SCBNL are 39.83% & 40.24% the fiscal year 2011/

& 2008/09respectively and that of lowest29.19% & 35.84%n the fiscal year 2010/1
& 2009/10 respective. Thetotal investment to total deposit ratio of SCBNLhigher

than NBL in each fiscal year during the study per

An averagetotal investment to total deposit ratio oBL is 34.5% and SCBNL is
37.68%, standard deviation 4.02% & 1.59% and CWas 11.63% & 4.23% of BL &
SCBNL respectively during the study period. It shows titotal investment to tote
deposit ratio oNBL is more variable than SCBI.

Loan & advance to Total Deposit Rati
The most important feature of ammercial bank is to collect the scattered & sr
deposits of general public and use these depasigsant loan & advances to the ne«

people. Hereloan & Advance to total depo ratio has been used to find out
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effective utilization of the availde resource of the bank. It also shows the effye
ability and idle resource of the bank. The ratidoan & advance ar deposit declares the
effective utilization of the collected resourcesn@rally, increase in dosit leads to
increase in loan &dvanc.

Loan & AdvanceoTotal Deposit : Loan andAdva'nce
Total Deposit;
Table: 4.5
Loan & Advance to Total Deposit Ratio of NBL & SCBNL
Fiscal Year NBL SCBNL
2008/09 59.49 36.61
2009/10 55.46 32.42
2010/11 52.75 31.80
2011/12 50.24 42.46
2012/13 34.36 36.90
Average 50.46 36.04
SD 9.63 4.28
Cv 19.08 11.88
Source: Appendix-VI
Figure: 4.5

Trend of Loan & Advance to Total Deposit Ratio of NBL & SCBNL
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Table 4.5 & figure 4.5 shows that the loan & adwatw total deposit ratio of NBL &
SCBNL. The loan & advance to total deposit raticN®L is decreasing each year during
the study period and the loan & advance to totpbde ratio of SCBNL is fluctuating in
each fiscal year than previous year. The highdsiegeof loan & advance to total deposit
ratio of NBL & SCBNL are 59.49% & 42.46% in the d&d year 2008/09 & 2011/12
respectively and that of lowest is 34.36% & 31.8@%he fiscal year 2012/13 & 2010/11
respectively. The loan & advance to total depasibrof NBL is higher than SCBNL in
each fiscal year except the fiscal year 2012/1duhe study period.

An average loan & advance to total deposit ratioN&L is 50.46% and SCBNL is
36.04%, standard deviation is 9.63% & 4.28% andh@a¥ 19.08% & 11.88% of NBL &
SCBNL respectively during the study period. It skatvat the loan & advance to total
deposit ratio of NBL is more variable than SCBNL.

Credit Deposit Ratio

The total credit is the loan and advance and imvest. Loan is the sum of the money
that will be repaid by the borrower. Investmentefined simply to be the sacrifice of
current consumption for future consumption whodertiobjective is to increase future

wealth.

Total Credit

Credit deposit ratio (CD Ratio) = Total Deposit

Table: 4.6
Credit Deposit Ratio of NBL & SCBNL

Fiscal Year NBL SCBNL
2008/09 96.44 76.85
2009/10 89.21 68.27
2010/11 81.94 69.36
2011/12 90.07 79.71
2012/13 67.59 74.40
Average 85.05 73.72

SD 11.03 4.87

Ccv 12.97 6.61

Source: Appendix-VII
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Figure: 4.6
Trend of Credit Deposit Ratio of NBL & SCBNL
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Table 4.6 & figure 4. shows that theredit deposit ratio of NBL & SCBN. The credit
deposit ratio of NBL is decreasi each year during the study period and credit

deposit ratio of SCBN is fluctuating in each fiscal year than previouary&dhe highes

values ofcredit to deposit ratio of NBL & SCBN are 96.4% & 79.71% in the fiscal
year 2008/09 &011/1: respectively and that of lowest is 6262 68.27% in the fiscal
year 2012/13 & 209/10 respective. The credit deposit ratio of NBL is higher thi

SCBNLin each fiscal yeeexcept the fiscal year 2012/8l8ring the study perio

An averagecredit deposit ratios of BL is 85.05%and SCBNI is 73.72%, standard
deviation is 11.0% & 4.87% and CVhas 12.97% & 6.61% of BL & SCBNL
respectively during the study period. It shows thaicredit deposit rati of NBL is more
variable than SCBNL.

4.1.4Analysis of Correlation Coefficient between Deposiand Total Investmen
The coefficient of orrelation between deposit and investment is thgregte of
relationship between two variables. In this analysieposit is independent variable

and total investment is dependent variable (y). ptmose of this analysis is to just
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whether the deposits are significantly used in grapay or not and whether there is any

relationship between these variables.

Table: 4.7
Banks Base of Evaluation
r t-cal t-tab Decision
NBL -0.766 1.68 2.776 Insignificant
SCBNL 0.939 1.39 2.776 Significant

Source: Appendix-Il

Table: 4.4 shows the correlation coefficient betwdeposit (independent variable) and
total investment (dependent variable) of NBL, an@BSIL are -0.766 and 0.939
respectively. This figure shows the positive relaship between the variables of SCBNL
and negative relationship between these varialfléded\BL.

As shown in the table 4.7, the calculated valu&GBNL is greater than the tabulated
value. As such we accept the alternative hypoth&sonclude that the relationship
between deposit and investment of SCBNL is sigaiftcIn case of NBL the calculated
value of t is smaller than the tabulated value.sThasult in the acceptance of null
hypothesis and we conclude that the relationshiywdsn deposit and investment of NBL

is insignificant.

4.1.5 Analysis of Correlation Coefficient betwee®eposit and Loan and Advances:
Correlation coefficient between deposit and load advance measures the degree of
relationship between total deposit and loan andiacks. Generally this relation should
be positive and high. If the value of (r) i.e. Gdation coefficient is high, it can be
generalized that the bank is mobilizing its fundllwend vice versa. Deposit is
independent variable (x) and loan and advance pemrtent variable (y). The main
objective of this analysis is to compare the valtig) between two sampled banks. This
analysis further aims to observe whether the sainipdanks are mobilizing their deposit
and loan & advances in proper way or not.
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Table: 4.8

Correlation Coefficient between Deposit and Loan ath Advances

Banks Best of Evaluation
r t-cal t-tab Decision
NBL -0.1014 0.1523 2.776 Insignificant]
SCBNL 0.651 1.588 2.776 Insignificant

Source: Appendix-1lI

Table: 4.8 shows the degree of correlation betvelsposit and loan and advance of NBL
and SCBNL for the study period of five years fro602/2005. The degree of correlation
as the value of (r) of NBL and SCBNL are -0.1014 &651 respectively. It means the
degree of correlation between the variables of NBlow but positive and the degree of
the correlation of the variables of SCBNL is modielsapositive. The calculated value of
the variables of NBL and SCBNL are 0.1523 and 1.B&ectively. The calculated

value of SCBNL is higher than the NBL.

Table no 4.8 further shows that the calculatedisesof both banks are well below the
tabulated value. Hence we accept null hypothegsisagsert that there exist no significant

relationship between deposit and loan & advanceGBNL as well as NBL.

4.2 Trend Analysis

The statistical test used in this study which déssrthe trend of any variables whether it
increase or decrease is known as trend analysis. Adading finds out the trend of
deposit utilization of NBL and SCBNL less than fogears study period. Commercial

banks mobilize deposits in various sectors likenlaad advances, government securities,

share and debentures and some other productivéeaetbpmensectors.

4.2.1 Trend Analysis of Total Investment to Total Bposit Ratio
This analysis aims to analyze the trend of totaéstment to total deposit ratio NBL and

SCBNL under five years of study period. If the ttdime show the increasing trend the
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bank is improving its deposit mobilization capadityd vice versa. The following table
and the graph line describe the trend values af tovestment to total deposit of above
mentioned banks:

Table: 4.9
Trend Values of Total Investment to Total Deposit Rtio
Bank/Year NBL SCBNL
2008/09 34.862 0.60216
2009/10 34.725 0.60400
2010/11 34.588 0.60584
2011/12 34.451 0.60768
2012/13 34.314 0.60952
2013/14 34.177 0.61136
2014/15 34.040 0.6132
2015/16 33.903 0.61504
2016/17 33.766 0.61688
Source: Annex-IV
Figure:4.7

Trend Line of Total Investment to Total Deposit Rato
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Table: 4.9 and Diagram No. 4.7 are the presenstiointhe trend values of total
investment to total deposit ratio during the stpeyiod. The trend lines show that NBL
and SCBNL have increasing trend in the ratio. SCBIsk greater trend value (i.e. 34.86)
in 2015/016. Finally it can be determined that SCBBI successful in managing total

deposit and NBL also has the good trend on it.

4.2.2 Trend Analysis of Loan and Advances to TotdDeposit Ratio

This study aims to analyze the trend of loan andhades to total deposit ratio of NBL
and SCBNL for the study period of five years frofd12/012 to 2015/016. In this
analysis the increasing trend and the high tremaevia considered as the best. Following
table and graph line describe the trend valuesai land advances to total deposit ratio
of above mentioned banks.

Table: 4.10
Trend values of Loan and Advances to Total DeposRatio
Bank/Year NBL SCBNL

2008/09 61.555 33.9124
2009/10 56.008 34.9748
2010/11 50.461 36.0372
2011/12 44,914 37.0996
2012/13 39.367 38.1620
2013/14 33.82 39.2244
2014/15 28.273 40.2868
2015/16 22.726 41.3492
2016/17 17.179 42.4116

Source: Annex-IV
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Figure:4.8
Trend values of Loan and Advances to Total DeposRatio
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Table: 4.10 and Diagram No. 4.8 are the presemsitod the trend values of loan and
advance to total deposit ratio of NBL and SCBNLeThend values of SCBNL are in
increasing trend and the trend values of NBL dutirgystudy period are in falling trend.
The trend value of loan and advances to total depatg in 2012/013 is 58.07 which is
highest in comparison to the trend values of sadhjilenks, and the trend value of
SCBNL in 2008/09 is 33.91 that is lowest amonguhkles, Finally loan and advance of
NBL is better than the sampled banks, and SCBNbeiter between the sampled banks
with increasing trend.

4.3 Major Findings of the Study
In this research, data have been basically obtdigee secondary sources. The analysis
is made with the help of financial and statisticatls. In the financial tools, ratio analysis

has been used for the analysis of the financialides of commercial banks.
Considering the statistical analysis as the easi i meeting the objective some

statistical tools have been used for the analyrsistatistical tools, correlation coefficient,

trend analysis and t-statistic have been used. Uihisfocuses on the major findings,
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which are derived from the analysis of the datateel to NBL and SCBNL. This study
has been made on the basis of the related dafa/éoyears from 2008/09 to 2012/13.

The major finding of the financial analysis andistecal analysis is presented below.

Growth ratios show the performance level of the w@rcial banks. The smooth growth
of the performance show the perfect efficiencythig cannot be found in real practice in
general life.

Growth of deposit is one of the indicators showihg performance efficiency of
commercial banks. Analyzing the growth of total d&ip ratio, SCBNL has fluctuating
ratios during the study period. The ratios of thikave fallen in 2007 and taken the
recovery in 2008. In case of NBL the ratios ardirfglduring the study period. SCBNL
has highest average growth of deposit during thdysperiod in comparison. It means
SCBNL representing the private sector bank is nsoizessful than government owned

commercial banks in winning the belief of the castos.

Loan and advance is the most important elemeninfa@sting the funds of commercial
banks. The statistics of NBL is showing the negativowth in loan and advance. The
reason for decreasing trend in growth in all conua¢ibanks may be of the application
of the policy of financial restructuring. NBL fagnthe great problem of default of
recovery of loan has been concentrating its effortrecovery of loan than making
further loan so this bank may have the negativevtiran loan and advance. Another
reason for falling growth may be the political efslity and unfavorable environment for
the trade and industry. It means private sectorngernial banks are more efficient than

the government owned commercial banks.

Investment is another sector where the banks nzeltfieir funds. Increasing investment
is the signal of economic recovery of the natiord dmancial efficiency of the

commercial banks. Analyzing the growth of investiméme ratios of both sampled banks
are fluctuating during the study period. The rabd$SCBNL are more positive than that
of NBL and SCBNL has the highest average growtime#stment in the study period. So
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it can be generalized that the private sector comialebanks are more successful in

making investment in comparison to the governmemtenl commercial banks.

Profit making is one of the most important objeetiwof commercial banks. If the bank is
successful in making smooth growth in profit by gess of time the bank can be
considered as managerially successful bank andctrateasily sustain in long term.
Analyzing the growth of return, both sampled bahkse fluctuating growth during the
study period. SCBNL has highest mean growth ofrretluring the period. Though NBL

has negative average growth of return it has dagleom the final year of the study.

Analyzing the correlation coefficient between dep@snd total investment, NBL has
negative relationship between these variables a@BN& has positive relationship
between these variables. Considering the t-teBIBif, the coefficient of correlation (i.e.
r < t-cal<t-tab) and SCBNL of coefficient of commébns is (r<t-cal<t-tab It means the

relationship NBL is not significant and SCBNL igsificant.

In the analysis of correlation coefficient betwebgposit and loan and advance, SCBNL
have the positive relationship and NBL has the tregaelationship. Considering the t-
test, of NBL the coefficient of correlation (i.e<rt-cal<t-tab) and SCBNL of coefficient
of correlations is (r<t-cal<t-tab It means the relationships both of them are not

significant.
Trend analysis show the moving direction of sonetdis by the time passes on. In this
study the trend of total investment to total depoatio and loan &advance to total

deposit ratio is analyzed for meeting the objecti/the study.

Analyzing the trend values of total investmentdtak deposit ratio for the five years of
study period, the trend line of NBL and SCBNL havesented the increasing trend.
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Observing the trend of loan and advance to totpbsié ratio SCBNL have increasing
trend and NBL has decreasing trend. This ratio BE Mhay have fallen due to its efforts

on recovery of default of loan.
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CHAPTER-V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

This chapter is an accomplished specific and inhieanclose which contains summary
and conclusion of finding and recommendations. fBnigoduction to all chapters of the
study and genuine information of the present siwnatnder the topic of the study is
defined as summary. Conclusions are analysis oficafye data by using various
financial and statistical tools, which presentersgths, weakness, opportunities and
threats of the CBs. And suggestions are obtainalilecommendation, which is arranged
on the based from finding and conclusions.

5.1 Summary

Development of a country always depends upon tlenaroic development of that
country. Financial Institutions play vital role f@conomic development. Basically it
works as financial intermediary by taking deposi &nding that money to deficit group
of society. Both private and public sector havenbeentributing to our nation. Integrated
and speedy development of the country is possibly when competitive banking
service reaches nook and corners of the countrgn@grcial banks occupy an important
place in the framework of every economy becausey thevide capital for the
development of industry, trade, business and asurces deficit sectors by investing
the saving collected as deposits. All the econaantwvities of each and every country are
greatly influenced by the commercial banking bussnef the country.

Mobilization of saving in the productive sector important for the economic
development of the country without inflationary gsare in the economy. No doubt
commercial banks play a crucial role for the ecoodevelopment by formulation of
capital, which is key variable in the economic depment of the country. Scattered
recourses hold no meaning unless and until theynatglized and utilized efficiently in
some productive sectors. Commercial banks contitiuthe process of capital formation

by converting dispersed saving into meaningful tpinvestment in order to aid
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industry, trade, commerce and agriculture for tbenemic development of a nation. It
should not be forgotten that a country could harathieve its growth of economic
development without a strong capital base. Comrakroanks play a vital role in

performing such base for financial and economicettgument by way of deposit

mobilization. It is quite true that a strong fin&lcsystem is of great need in the
developing country like Nepal. Because all the eooic conditions are based on the
financial institutions and the development of a rdoy depends upon the active
participation of the banks in the different aciestin the economy.

Deposits are the obligation of the commercial baks commercial banks must allocate
the funds in different loans and advances and tmess. In this study two banks -NBL
representing the government bank and SCBNL reptiegetie private sector bank have

been taken as the sample of the study.

In the analysis of growth ratios of NBL and SCBNhese all have the positive growth in
deposit and investment but NBL has the negativevtjran loan and advance and return.
In the growth point of view SCBNL is stronger theBL and NBL seems weaker than
SCBNL in these ratios.

In the analysis of correlation coefficient betwea@e selected variables, NBL has the
negative results on each test. It means the sdleargables of NBL are not significantly
correlated with each other during this period. Stegults may have appeared because of

the restructuring programs launched for the begetrof the bank.

Finally, in conclusion, it can be concluded tha tteposit mobilization position of both
(government owned commercial banks and privateoseximmercial banks) are good
but the position of private sector commercial bamksbetter than the position of
government owned commercial banks.
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5.2 Conclusions

Banks are the very necessary elements of the egowbra country. The word banks
generally denote the commercial banks. The comuaebank helps in the formation of
capital that is most important for the economicvgto of the country. The commercial
bank in Nepal are doing well but they are not gyvsatisfactory result due to some
internal and external factors. The deposits andni¥estment in productive sector by
commercial bank are not stable and these are gborgughly by the time passes on. A
deposit is indeed the major organ of commerciakbaHigher the deposit higher will be
the capacity of investment and higher will be tharece of mobilization of funds and

make the satisfactory profit for the long term ausbility of an organization.

Banks should be careful while granting loan becdase is the blood of commercial
banks for survival. If commercial bank does not@dbe sound investment policy, it will
be in greater trouble in future in the collectidnlaan amount. Banks should invest its
funds in various portfolios after the profound stwaf the project. It keeps the bank far
from the problem of default of payment that ceffiaikeeps the bank safe from the
bankruptcy. Diversification of investment is veryuch important for banks because a

bank uses the money of people for the benefit@dpositors and the benefit of its own.

From the analysis made in last chapter it is fotmt NBL and SCBNL are able to
mobilize average 82.2% and 72.92% of their depdsitthe loan and advance and in
investment. This figure show the stronger posit@inNBL than SCBNL in deposit
mobilization but comparing the return ratios, imerest income to total income ratio
NBL has smaller return than SCBNL (i.e. 70.84<78.82 means both the banks are
efficient in deposit mobilization but NBL is weah rcollecting interest and even the
principal amount of the loan. The analysis of gtowt deposit, loan and advance and the
investment also reflects the weak position of NBLdeposit mobilization in comparison
to SCBNL.

Analyzing the trend of investment of both samplatiks there are increasing trend and

there is no significant difference between thedrgalues of the NBL and SCBNL. But
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the trend values of loan and advance to total depatso of NBL is falling during the

study period. This value of SCBNL is increasingidgrthe same period. It means
SCBNL is managing its loan and advance well. ButLNB shifting from loan and

advance to secured investment. Various analysld di#erent results but summarizing
the results it can be generalized that there isnooe difference between the deposit
mobilizations of government owned commercial baakg private sector commercial
banks. But the private sector commercial banks sasems more efficient than the

government owned commercial banks in deposit nmeaiitn.

Every sector is facing the problem in Nepal dueitdence and political instability. The
commercial banking system also could not escapédront this situation. All the banks
within this system have been facing the problemtbist problem of NBL became great,
because this is the government owned commercid Wéich is serving even in remote
areas through largest number of branches. Modteofdans became bad debt due to the
unfavorable economic environment. But the positbtthis bank has been falling due to
the managerial inefficiency and political interfece in the management into some

extent.

5.3 Recommendations

The problems related to deposit mobilization of NBhd SCBNL representing the
government owned commercial banks and private secimmercial banks respectively
have been discussed. In accordance with facts foupdevious sections, the following
recommendations are made for the further improvémikethe deposit mobilization of the
government owned commercial banks and private sedmmercial banks especially
NBL and SCBNL.

* The ever mounting amount of deposits is how gdigqroperly mobilized in
different sectors of the economy. For the propebitiration of deposit, banks
must be prepared to take more risk on their lendamg investments to
encourage the borrowing by the units of the econdmyther words, it's time
for them to divert their traditional collateral tag§ process into more realistic

and potential aspects. They must provide loan fpragect on the basis of its
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potentiality instead of sound and safe collatdraladdition, it's also suggested
that they should lower their lending rate too. Bi@&vsector commercial banks
are adopting this policy into some extent.

In order to develop the banking and saving habihefpeople of remote areas
in the nation, commercial banks are suggestedobeé tsurrounded and limited
within the urban areas and not to be gathered drotime big clients ( e.g.
multinational companies, large industries, manufiast and exporters, NGO's
and INGO's, etc.). Reduction in the minimum reqiitereshold balance and
extension of its services towards rural area amtify sector indicated by the
government is must for boosting up the living stddof lower level people.
Since commercial banks used to provide less loa@naaivances in comparison
to its total deposits, commercial banks are stpngtommended to follow the
liberal lending policy. More percentage of depos#s be invested to different
profitable sector as well as towards loan and acksnBecause, analysis
showed investment and loan and advances as aisagnifactor, this affects the
net profit of the banks. Subsequently, a skillfdhnistration is the most for
these assets because negligence may become a feadiguidity crisis and
more liberal lending may lead to the default ofaypent of loan.

Considering the current economic scenario, banks salggested to further
advance their retail banking through newer and vatige products. They
should expand their transaction in new service$ sisctax revenue collection,
business enterprise's bill amount collection etothBbanks are doing these
works to some extent but that is not satisfactorthe customers of all regions.
Commercial banks themselves should seek new ineestapportunities rather
than investing in identified areas. Commercial lzarghould establish the
efficient R&D department for this purpose. It mag lhe worth being
suggestion that banks are better to seek investimgnbrtunities in foreign
countries in order to overcome the mounting depoaitd limited investment
opportunities. They should invest in foreign cugies, precious metals, and

highly liquid safe securities.
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» All commercial banks should make an attractive fitlyl of the bank and then
people will have knowledge about the bank and @berages them to save the
money. When there is more publicity, people mayehgweat desire to save
money in order to earn interest and use the barllotrow money instead of
money lenders. The banks should also pay attentmorpublish bulletin,
brochures and others so as to make people farwitarits performance and
activities.

e Training and observation tours should be organaedegular basis to increas
the efficiency of the employees. Proper evaluatbrine performance of the
staff should be done in time. Continuous and tinexMgluation of performance
is must for improving the managerial efficiencytibé bank. Job analysis should
be done to find out the skill, knowledge, abilitegs. of the staffs that is needed
for the better performance.

Finally, for the speedy development of the natitve, government owned banks as well
as the private sector banks are suggested to falleeentralization policy in order to
extend the modern and computerized banking faslitowards the marginal areas and
for assuring the reach of remote area people inenmloanking facilities.
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