
TREND OF BOND MARKET IN NEPAL

Submitted By

HARI BABU THAPA

T.U. Regd. No.: 5-1-33-428-97

Class Roll No.:  459/060

Exam Roll No.: 5219

Shanker Dev Campus

A thesis Submitted to

Office of the Dean
Faculty of Management
Tribhuvan University

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

Kathmandu, Nepal

April, 2010



RECOMMENDATION

This is to certify that the thesis

Submitted by:

HARIBABU THAPA

Entitled:

TREND OF BOND MARKET IN NEPAL

has been prepared as approved by this Department in the prescribed format of the
Faculty of Management. This thesis is forwarded for examination.

……………………... .......…………………… ……………………….

Prof. Dr. Kamal Das Prof. Bisheshwor Man Prof. Dr. Kamal Deep

Manandhar Shrestha Dhakal

(Thesis Supervisor) (Head of Research Department) (CampusChief)

………………………
Kiran Thapa
(Thesis Supervisor)



VIVA-VOCE SHEET

We have conducted the viva –voce examination of the thesis presented

By

HARI BABU THAPA

Entitled

TREND OF BOND MARKET 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 of Business Studies (MBS)

Viva-Voce Committee

Head of Department ……………………………

Member (Thesis Supervisor)

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

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



DECLARATION

I hereby declare that the work reported in this thesis entitled Trend of Bond Market in

Nepal submitted to Shanker Dev Campus, Faculty of Management,Tribhuvan University,

is my original work done in the form of partial fulfillment of the requirement for the

Master’s Degree in Business Study (M.B.S.) under the supervision of Mr. Kiran Thapa.

……………………….

Hari Babu Thapa

Researcher

T.U. Registration No. : 5-1-33-428-97

Date:…….....................



ACKNOWLEDGEMENT

This study has been possible with the generous help and cooperation of many. I,

therefore, wish to convey my heartfelt thanks and sincere appreciation to all the people

who have been very kind to me in the preparation of this study.

I wish to express my sincere gratitude and deep respect to my supervisor Mr. Kiran

Thapa under whose scholarly guidance, I could complete the present work.

I am equally thankful to many friends, with whom I have spent time discussing their

experience; I wish to thank all of them for their time and effort in helping me in research

writing. Lastly, I would like to express my heartiest thanks to my family for their moral

during the study period. I hope that it will stimulate a wide circle to engage in discussion

on the relevant issue. Any errors of judgment and fact are my responsibility although

every effort has been made to eliminate the latter following the comments received from

various personnel.

Hari Babu Thapa



TABLE OF CONTENTS

Recommendation

VIVA-VOCE Sheet

Declaration

Acknowledgement

Table of Contents

List of Tables

List of Figures

Abbreviations

CHAPTER I: INTRODUCTION

1.1. Background ......................................................................................................1

1.2. Classification of Debentures and Bonds ..........................................................3

1.3. Importance of Debt Market..............................................................................5

1.4. Criteria for Selecting Securities .......................................................................6

1.5. Statement of the Problem.................................................................................8

1.6. Objectives of the Study ....................................................................................9

1.7. Theoretical Framework:...................................................................................9

1.8. Hypothesis Formulation.................................................................................10

1.9. Significance of the Study ...............................................................................12

1.10. Limitations of the Study ................................................................................12

1.11. Organization of the study...............................................................................12

CHAPTER II: REVIEW OF LITERATURE



2.1. Conceptual Framework............................................................................ 14-17

2.1.1.Meaning and Definition of Bond ...................................................................14

2.1.2.Primary Market and Secondary Market................................................... 15-17

2.1.2.1. Primary Market .................................................................... 15

2.1.2.2. Secondary Market ................................................................ 16

2.2. Government Bonds Market in Nepal ....................................................... 17-20

2.2.1. Government Bonds Primary Market in Nepal .......................................... 19

2.2.2. Government Bonds Secondary Market in Nepal ...................................... 19

2.3. Corporate Bonds Market in Nepal .................................................................20

2.4. Types of Government Securities.............................................................. 23-24

2.4.1. Treasure Bill .............................................................................................. 23

2.4.2. Development Bond.................................................................................... 23

2.4.3. National Saving Bond ............................................................................... 24

2.4.4. Special Bond ............................................................................................. 24

2.4.5. Citizen Saving Bond.................................................................................. 24

2.5. Securities which are in practice in U.S.A ......................................................24

2.6. Bond Price Theorems.....................................................................................25

2.7.  Bond Market Terminology…………………………………………………...25

2.8. Buying and Selling Rules of Security............................................................28

2.9. Bond Valuation Model...................................................................................28

2.10. Financial Structure and Capital Structure ......................................................31

2.11. Cost of Capital ...............................................................................................32

2.12. Review  of Earlier Studies .............................................................................33

2.13. Review from Articles and Journals................................................................36



2.14. Review from Newspapers ..............................................................................46

2.15. Research Gap .................................................................................................47

CHAPTER III: RESEARCH METHODOLOGY

3.1 Introduction....................................................................................................48

3.2 Research Design ............................................................................................48

3.3 Population and Sampling ...............................................................................48

3.4 Sources of Data ..............................................................................................49

3.5 Research Methods ..........................................................................................50

3.6 Testing of Hypothesis ....................................................................................50

3.7 Curvilinear Model ..........................................................................................51

3.8 Research Tools and Instruments ....................................................................51

CHAPTER IV: DATA PRESENTATION AND ANALYSIS

4.1. Introduction....................................................................................................52

4.2. Ownership Pattern of Government Bonds and Treasury Bills ......................52

4.3. Trend and Amount of Government Securities Issued in Nepal .....................55

4.3.1. Treasury Bills Issued by Government....................................................... 56

4.3.2. Development Bond Issued by Government: ............................................. 58

4.3.3. National Saving Bond Issued by Government ..........................................60

4.3.4. Special Bond Issued by Government ........................................................ 61

4.4. Forecasting of Government Securities through Curvilinear Model ..............64

4.5. Trend of Corporate Bonds .............................................................................65



4.6. Comparison of Corporate Bond and Government Bond Flotation ................68

4.7. Valuation of Nepalese Corporate Bonds .......................................................70

4.7.1 Interest Rate Analysis................................................................................71

4.8. Analysis of Questionnaire........................................................................ 75-77

4.8.1. Existing Legal Provisions Regarding Debt Securities Market.................. 75

4.8.2. Problems Regarding Secondary and Primary Market............................... 75

4.8.3. Choice of Various Sectors Debentures ..................................................... 75

4.8.4. Dominant Prospect of Debenture Issue..................................................... 76

4.8.5. Choice of Securities .................................................................................. 76

4.8.6. Preference of Bank Loan Instead of Issuing Debenture ........................... 76

4.8.7. Easier in Issuing of Debenture .................................................................. 76

4.8.8. Reason for Influencing the Investors to  Purchase Debt Securities .......... 76

4.8.9. Factors  Dominating the Growth of Nepalese Bond Market .................... 77

4.9. Testing of Hypothesis ....................................................................................77

4.10. Major Findings of the Study: ................................................................... 85-89

4.10.1.Finding the Analysis of Ownership Pattern of Government Securities .... 85

4.10.2.Findings through Trend Analysis of Government Securities and T- Bills 85

4.10.3.Findings through Trend Analysis of Corporate Debt Securities ............... 86

4.10.4.Findings from the Analysis of Interest Structure ...................................... 87

4.10.5.Findings of the Questionnaire Survey....................................................... 88

CHAPTER V: SUMMARY, CONCLUSION AND RECOMMENDATION

5.1. Summary ........................................................................................................90

5.2. Conclusions....................................................................................................91



5.3. Recommendations..........................................................................................92

BIBLIOGRAPHY…………………………………………………………………95

ANNEXURE .................................................................................................... 98

LIST OF TABLE
Page No

Table 4.1 Ownership Pattern of Government Bonds &T-Bills 54

Table 4.2 Total Bonds & Treasury Bills Issued by Government 55
Table 4.3 Treasury Bills issued by Government 57
Table 4.4 Development Bond issued by Government 58
Table 4.5 National Saving Bond issued by Government 60
Table 4.6 Special Bond issued by Government 61
Table 4.7 Forecasted Total Amount of Debt Securities from 2008 to 2012 63
Table 4.8 Growth Trend of Government Debt Securities Fitted in

Curvilinear Model
64

Table 4.9 Portion of Amount of Debenture Issued by the Corporate
Bodies out of the Total Amount of Securities

66

Table 4.10 Corporate Bond Issue In Nepal 67

Table 4.11 Flotation of Corporate Bonds and Government Bonds 68

Table 4.12 Duration of Nepalese Corporate Bonds 69
Table 4.13 Valuation Of Nepalese Corporate Bonds 70
Table 4.14 Structure of Interest Rate 72
Table 4.15 Hypothesis Test Regarding factor dominates the growth of

Nepalese Bonds Market
78

Table 4.16 Hypothesis Test Regarding Choice of Securities 79
Table 4.17 Hypothesis Test Regarding Choice of Various Sector's Bonds 80

Table 4.18 Hypothesis Test Regarding to the Reason that Influence the
Investors to Purchase Debt Securities

81

Table 4.19 Hypothesis Test Regarding Importance of Bond in Investment 82

Table 20 Hypothesis Test Regarding To Use of Bank loan Instead of
Issuing Debenture

83

Table 4.21 Hypothesis Test Regarding Preference Between Government
Bonds and Corporate Bonds

84



LIST OF FIGURE

Page No.
Figure 1.1 Basic Bond Valuation Model 29

Figure 4.1 Trend of Total Bonds and T-Bills 57

Figure 4.2 Trend of Treasury Bills 58

Figure 4.3 Development bond issued by Government 59

Figure 4.4 Trend of National Saving Bond 60

Figure 4.5 Trend of Special Bond 62

Figure 4.6 Prediction of government securities from 2009 to 2013 63



ABBREVIATIONS

A.D. Anno Domini/ After Death

ADB Asian Development Bank

AGM Annual General Meeting

BOK Bank of Kathmandu

CDs Certificates of Deposits

DB Development Bond

FY Fiscal Year

HBL Himalayan Bank Limited

JMF Juddha Match Factory

KBL Kumari Bank Limited

MoF Ministry of Finance

NA Not Available

NBB Nepal Bangladesh Bank

NCDs Negotiable Certificates of Deposits

NEPSE Nepal Stock Exchange

NEA Nepal Electricity Authority

NIB Nepal Investment Bank Limited

NRB Nepal Rastra Bank

NSB National Savings Bond

NSCs National Saving Certificates

NSML Nepal Share Markets Ltd.

OTC Over-the Counter

SB Saving Bond

SCB Standard Charter Bank

SEBON Securities Board of Nepal

SEC Securities Exchange Center

SLR Statutory Liquidity Ratio

SRSM Shree Ram Sugar Mills

T-Bill Treasury Bills/ T-Bonds


