
Foreign Banks in Nepalese Banking industry

(Legal, Regulatory, and supervisory Provisions for Foreign Banks with
special reference to foreign Joint venture Bank in Nepal)

A THESIS

Submitted By:

Narayan poudel
Shanker Dev Campus

T.U. Regd. No. : 7-2-278-775-2004
Campus Roll No. : 2426/064

A Thesis Submitted to:

Office of the Dean
Faculty of Management
Tribhuvan University

In partial fulfillment of the requirement of the Degree of Master of Business Studies
(M.B.S)

Kathmandu, Nepal
September 2012



RECOMMENDATION

This is to certify that this thesis:

Submitted by:

Narayan poudel

Entitled:

Foreign Banks in Nepalese Banking Industry

Domestic Legal Provision Regarding Banking Sector in Nepal with special reference
to foreign Joint venture Bank in Nepal

Has been prepared as approved by this department in the prescribed format of Faculty of

Management. This thesis is forwarded for examination.

Supervisor:

………………………… ………………………… …………………………

Prof. Sneha lata Kafle     Prof. Kamal Deep Dhakal Associate Prof. Prakash S. Pradhan

(Supervisor) (Head of Research Dept.)                   (Campus Chief)

………………………

Mr. Pitri Raj Adhikari

(Supervisor)

Date:…………………..



VIVA-VOCE SHEET

We have conducted the viva-voce examination of the thesis presented by:

Submitted by:

Narayan Poudel

Entitled:

Foreign Bank in Nepalese Banking industry

Domestic Legal Provision Regarding Banking Sector in Nepal with special reference
to foreign Joint venture Bank in Nepal

And found the thesis to be the original work of the student and written according to the

prescribed format. We recommend the thesis to be accepted as partial fulfillment of the

requirement for Masters in Business Studies (M. B. S.)

Viva-Voce Committee

Chairperson (Research Committee) ………………………………….

Member (Thesis Supervisor) ………………………………….

Member (Thesis Supervisor) ………………………………….

Member (External Expert) ………………………………….

Date: …………………



DECLARATION

I hereby declare that the work reported in this project work entitled “Foreign banks in

Nepalese Banking industry” submitted to Shanker Dev Campus, Tribhuvan University

is my original work done in the form of partial Fulfillment of the requirement of the

Master of Business Studies (MBS) under the supervision of Prof. Sneha lata kafle and

Mr. Pitri Raj Adhikari of Shanker Dev Campus.

Date:…………………..

………………………………….

Narayan poudel

(Researcher)

Roll No: 2426/064

T. U. Reg.: 7-2-278-775-2004



ACKNOWLEDGEMENT

It is my pleasure to prepare this thesis under the supervision of my respected teachers

Thesis Supervisor Mrs. Sneha lata kafle, Pitri Raj adhikari and Research Department

Head Associate Prof. Kamal Deep Dhakal, Sanker Dev Campus, for generous

encouragement and kind co-operative by providing invaluable suggestions and good

guidelines during of my entire research work. This form of the report is the outcome of

their continuous encouragement, helpful suggestions, and good comments. I wish to

extend my thanks to my respected teachers of the Shanker Dev Campus, for providing me

the invaluable information, suggestion, as well as comment for the necessary points.

I would like to thanks all of my seniors whose previous thesis, articles, and books play

vital role to complete this research work.

I am also grateful to Nepal Rastra Bank for providing me the valuable information and

necessary data and other all the staffs of Library and administration of Shanker Dev

campus as well as central library of Tribhuvan University. I am also grateful to all the

NRB staff Baluwatar Branch, Kathmandu.

I also extend my hearty thanks especially to my parents and all of my family members as

well as to my friends for providing me valuable suggestions and good caring.

It was a novel experience of doing a thesis work, which certainly helped me to gain deep

knowledge in the subject. However, accomplishment of the objective was not easy. The

foremost difficulty was the scarcity of data and information, which I experienced as the

most difficult work during any type of research study in Nepal. Nevertheless, it was a

pleasant feeling to accomplish the thesis report finally.

September, 2012 Narayan Poudel

Roll No: 2426/064

Shanker Dev Campus



TABLE OF CONTENTS

RECOMMENDATION

VIVA-VOCE SHEET

DECLARATION

ACKNOWLEDGEMENTS

TABLE OF CONTENTS

LIST OF TABLES

LIST OF FIGURES

ABBREVIATIONS

CHAPTER-I Page No.

INTRODUCTION 1-15

1.1 General Background 1

1.1.1 Evolution of Banking system in Nepal 4

1.1.2 History of Bank 4

1.1.3 Development of Banking system in Nepal 5

1.2 Focus of the study 6

1.2.1 Foreign Bank in Nepal in the context of WTO membership 7

1.2.2 Banking & other financial services in the GATS 8

1.2.3 Framework of SEACEN centre 8

1.4 Statements of the Problem 9

1.5 Objectives of the Study 11

1.6 Significance of the Study 12

1.7 Limitations of the Study 13

1.8 Organization of the Study 14



CHAPTER-II

REVIEW OF LITERATURE 16-59

2.1 Background 16

2.2 Conceptual/Theoretical review 16

2.2.1 History of Nepalese Banking System 16

2.2.2 Domestic Legal Provision Regarding banking sector 18

2.2.3 Exiting Rules and Regulation Relating to the Banking sector 21

2.2.3.1       Regarding Paid up Capital Requirement 21

2.2.3.2 Regarding Promoter Qualification 22

2.2.3.3 Regarding the sale of promoter shares 23

2.2.3.4       Regarding the Branch Expansion policy 24

2.2.4 Exiting Supervision relating to the Banking sector 26

2.2.5 Policy provision for opening branch office by foreign Bank/FI in Nepal        28

2.2.5.1       Application to be made 30

2.2.5.2       Submitting the Proof of authenticity 34

2.2.5.3 Branch office In-charge to be responsible 36

2.2.5.4 Additional approval to be obtained 36

2.2.5.5 Submission of financial statements 36

2.2.5.6 Revocation of license and settlement of assets and liabilities 37

2.2.5.7 Alteration may be made 38

2.2.6 Format Development 38

2.2.7 Country Analysis 39

2.3 Review of articles/ journals 51

2.3.1 Foreign Context 53

2.3.1.1 The Selective Incorporation of Foreign Legal Systems to Promote

. Nepal as an International Financial Services Center 53

2.3.1.2 Foreign Banks in Poor Countries 54

2.3.2 Nepalese Context 54

2.3.2.1 Challenges in Banking 55



2.3.2.2 Market Structure of Nepalese Banking Industry 55

2.3.2.3 WTO and Nepalese Financial Institution 56

2.3.2.4 Financial institutions and economic growth 56

2.4 Review of Theses 57

2.5 Research Gaps 59

CHAPTER –III

RESEARCH METHODOLOGY 60-71

3.1 Introduction 60

3.2 Research Design 60

3.3 Population and Sample 60

3.3.1          Sample 61

3.3.2          Country analysis 61

3.4 Sources and Nature of Data 62

3.5 Data collection Technique 62

3.6 Data Analysis Tools 63

3.6.1 Statistical Tools 63

3.6.1.1 Average (Mean) 63

3.6.1.2 Standard Deviation 64

3.6.1.3 Coefficient of Variation 64

3.6.2 Major financial Indicator 64

3.7             Method of Data presentation 70

CHAPTER –IV

DATA PRESENTATION & ANALYSIS 72-105

4.1 Introduction 72

4.1.1 Analysis of Major Financial Indicators 72



4.1.1.1 Core Capital to Risk Weighted Assets 72

4.1.1.2 Capital Fund to Risk weighted Assets 74

4.1.1.3 Credit to Deposit Ratio 76

4.1.1.4 Liquid Assets to Total assets Ratio 78

4.1.1.5 Liquid Assets to Total Deposit 80

4.1.1.6 Non-Performing loan to Total loan 82

4.1.1.7 Return on Assets 84

4.1.1.8 Weighted Average Interest Spread 87

4.1.1.9 Net Interest Income 88

4.2 Analysis of Primary Data 91

4.2.1 Question to Examine the Foreign Bank in Nepalese Economy 91

4.2.1.1 Foreign Bank is necessary in Nepalese Banking Industry 91

4.2.1.2 Foreign Banking Industry plays a great role to develop industrial

sector of the country. 92

4.2.1.3 Foreign Investment is one of the Important engines of Economic

Development 93

4.2.1.4 Foreign Bank presence only in the joint venture is not satisfactory 93

4.2.1.5 No special provision, appropriate policy, directives & rules are

prepared by Government and NRB’s 94

4.2.1.6 Political instability, government rules and directives effect to inaugurate

the foreign Bank 95

4.2.1.7 Fear of insecure to investment in Nepalese market 95

4.2.1.8 Lack of relevant rule, proper inspections & supervision by NRB 96

4.2.1.9 Domestic Bank is sufficient to Nepalese economy 97

4.2.1.10 Foreign Bank industry Support to invest on Hydro power project 97

4.2.1.11National securities are the main problem to inaugurate the foreign bank 98

4.2.1.12   Foreign Banking industries play a promotional role to increase

Foreign Direct Investment 99

4.2.1.13Presence as a joint venture Bank is adequate to Nepalese economy 99

4.2.1.14 Foreign bank domination will increase and create problem in

Nepalese Banking industry 100



4.2.1.15 There is no meaning to open foreign bank in Nepalese Economy 101

4.2.2 Why foreign bank industry is necessary in Nepalese Banking industry? 101

4.2.3 What is the role of the government to open foreign bank in Nepal?

102

4.2.4 What types of techniques should be adopted by the government? 102

4.2.5 What is the reason to open foreign bank in Nepal? 102

4.2.6 What is the main problem to open foreign bank in Nepal? 103

4.3 Major Finding of the Study 103

4.3.1 Major findings of the Secondary Data Analysis. 103

4.3.2 Major Findings from the Primary Data Analysis 104

CHAPTER–V

SUMMARY, CONCLUSION AND RECOMMENDATIONS 106-112

5.1 Introduction 106

5.2 Summary 106

5.3 Conclusion 108

5.4 Recommendations 110

BIBLIOGRAPHY

APPENDIX



LIST OF TABLES

Tables Pages

2.1 Highlights of standard format of foreign bank in Nepal 38

4.1 Comparative Analysis of Core Capital to Risk Weighted Assets Ratio 73

4.2 Comparative Analysis of Capital Fund to Risk Weighted Assets Ratio 75

4.3 Comparative Analysis of Credit to Deposit Ratio 77

4.4 Comparative Analysis of Liquid Assets to Total Assets Ratio 79

4.5 Comparative Analysis of Liquid Assets to Total Deposit Ratio 81

4.6 Comparative Analysis of Non-Performing Loan to Total Loan 83

4.7 Comparative Analysis of Return on Assets 85

4.8 Comparative Analysis of Weighted Average Interest Spread 87

4.9 Comparative Analysis of Net Interest Income 89

4.10 Foreign Banks is necessary in Nepalese Banking Industry 92

4.11 Foreign Banking Industry Play a great role to develop industrial sector

of the country 92

4.12 Foreign Investment is one of the important engines of economic

Development 93

4.13 Foreign Bank presence only in Joint venture is not satisfactory 94

4.14 No special provision, appropriate policy, directives & rules are prepared

by Government and Nepal Rastra Bank 94

4.15 Political instability, government rules & directives effect to inaugurate

the foreign Bank 95

4.16     Fear of insecure to investment in Nepalese market 96

4.17     Lack of relevant rule, proper inspections and supervision by NRB 96

4.18 Domestic Bank is sufficient to Nepalese economy 97

4.19 Foreign Bank industry Support to invest on Hydro power project 98

4.20 National securities are the main problem to inaugurate the foreign bank 98



4.21 Foreign Banking industries play a promotional role to increase Foreign

Direct Investment 99

4.22 Presence as a joint venture Bank is adequate to Nepalese economy 100

4.23 Foreign bank domination will increase and create problem in Nepalese

Banking industry 100

4.24 There is no meaning to open foreign bank in Nepalese Economy 101



LIST OF FIGURE

Tables Pages

4.1 Comparative Analysis of Core Capital to Risk Weighted Assets Ratio 74

4.2 Comparative Analysis of Capital Fund to Risk Weighted Assets Ratio 76

4.3 Comparative Analysis of Credit to Deposit Ratio 78

4.4 Comparative Analysis of Liquid Assets to Total Assets Ratio 80

4.5 Comparative Analysis of Liquid Assets to Total Deposit Ratio 82

4.6 Comparative Analysis of Non-Performing Loan to Total Loan 84

4.7 Comparative Analysis of Return on Assets 86

4.8 Comparative Analysis of Weighted Average Interest Spread 88

4.9 Comparative Analysis of Net Interest Income 90



ABBREVIATIONS

A.D. : Anno Domini (Christian era, in the year of lord)

A.M. : Arithmetic Mean

AGM : Annual General Meeting

B. S. : Bikram Sambat

CALCS : Capital adequacy, Assets quality, Liquidity, compliance & system     and

Controls

CAMEL : Capital, Assets, Management, Earning and Liquidity Rating System

CPG : Credit Policy Guidelines

CRR : Cash Reserve Ratio

C.V. : Coefficient of Variance

EBL : Everest Bank limited

e.g. : For example

GATS : General Agreement on Trade in Services

GDP : Gross Development Product

HBL : Himalayan Bank Limited

i.e. : That is

LDC, s : Lease Development country

NABIL : Nabil Bank Limited

NBA : Non Banking Assets

NBBL : Nepal Bangladesh Bank Limited

NBL : Nepal Bank Limited

NGO : Non-Government organization

NMB : NMB Bank limited

NPA : Non-Performing Assets

NRB : Nepal Rastra Bank

RBB : Rastriya Banijya Bank

SAARC : South Asia Association for Regional Corporation

SBI : Nepal SBI Bank Limited

SCB : Standard Charter Bank

SEACEN : The South East Asian Central Banks

S.D. : Standrad Deviation

WTO :     World Trade organization

WWW : World Wide Web


