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Executive Summary

Nepal is a classical example of poor country through bestowed with rich natural
resources. The lack of capital & technical Know-how has become a major barrier that
has led those resources being unutilized. The pace of economic development of Nepal
Is still in infant stage. The economy of a country is characterized by the declining
interest high inflation and slow growth in per capita income, low income, low saving
and low investment, along with a very low growth rate. To steer up the economy by
utilizing those resources, the circulation of money from savers to user is essential.
Financia institution (Financial Intermediaries) specially finances companies to the
health and vitality of the economy.

In Nepal financia institution has a recent history. After the Government adopted the
open market and economic libera policy, in the financial sector, among other
Institutions finance company has been incorporated under finance company act 2005.
Finance companies are referred as limited liabilities according to the provisions of
company act 1965. The first finance company named Nepal Awash Development
Finance Co. Ltd was established in 1992 but today there are 60 such finance
companies of which 39 arein Kathmandu.

Interest rate is one of the important factors which influence people to save deposit
their savings in finance companies for a long period. Interest rates of Nepalese
Finance companies are affected by various factors. The interplay of demand and
supply is the determining factors of interest rate. But such forces are not functioning
properly. The amount of deposit in general increases with the increase in the interest
rate. But this study has found the highly negative correlation between those variables.
This shows that the amount of the deposit is increasing even if the interest rate is
decreasing. It may be because of the insecurity that prevailed for the last decade.
There is highly negatively correlation between those variables. This shows that the
amount of deposit is increasing even if the interest rate is decreasing. It may be
because of the insecurity that prevailed for the last decade. There is highly negatively
correlation between interest rate on lending and amount of disbursed. This fact seems
to contradict with the general theory of interest. The positive correlation has been
found between nominal interest rate and risk free rate. The fact seems compatible with
the general theory. The correlation between inflation and nominal interest rate is
found to be contradicted with the general theory of interest.

There are many other qualitative factors beside inflation, risk free rate etc. that affects

or influence the interest rate charged and offered by finance companies of Nepal.
Factors like maturity period competition sector wise difference as well as NRB’s
policies and directives are also the determining factors of interest of Nepalese finance
companies. The present peace talks between the Government and Moist is hope to
bring solid outlet to promote peace and security for fostering economic development
under the proper monitoring of UNO.



TABLE OF CONTENTS

Title Page

Letter of Recommendation
Viva -Voce Sheet
Declaration
Acknowledgement

Table of Contents

List of Table

List of Figure

Executive summary

Abbreviation
CHAPTER -1
1. Introduction 1-11
1.1.Background of the study 1
1.2. Focus of the study 7
1.3. Statement of problems 7
1.4. Objectives of the Study 8
1.5.Importance of the Study 9
1.6. Limitations of the study 10
1.7.Organizations of the Study 10
CHAPTER -2
2. Literature Review 12-42
2.1 Theoretical review 12
2.1.1 Interest rate 12
2.1.2 Interest Rates as the Allocation Mechanism 13
2.2.3 Function of the Interest rate in the Economy 14
2.2.4 Theories of Interest Rates 14
2.2.4.1 Classical Theories of Interest Rates 14
2.1.5 Interest Rate Movement and its Relevance 27
2.1.6 Economics Factors That Affects Interest Rates 28
2.1.7 Term Structure of Interest Rates 32

2.1.8 Risk and Cost Factors Affecting Interest Rates 35



2.2 Review of Past Relevant Literature
2.2.1 Some related Unpublished Thesis

2.2.2 Review of some Independent studies in Nepal

CHAPTER-3

. Research Methodology

3.1.Research Design
3.2.Research of Hypothesis
3.3. Population & Samples
3.4. Source of Data and Data Collection Procedure
3.5. Data Processing and Presentation
3.6. Data Analysis tools
Arithmetic Mean
Standard Deviation
Correlation Coefficient
Coefficient of determination
Test for Significance of Simple Correlation Coefficient

Coefficient of Multiple Determinations

CHAPTER 4

4. Data Presentation on and Analysis

4.1. Qualitative Analysis
4.1.1 Maturity Period & Interest Rates
4.1.2 Competition and Interest Rates
4.1.3 Sector Wise Difference/Risk Factor
4.1.4 Political Instability and Violence
4.1.5 Open Border with India & Interest Rates
4.1.6 Seasonal Impact
4.1.7 NRB and Interest Rate
4.1.7.1 NRB's Directive and Interest Rate

39
39
40

43-54
43
44
46
49
50
50
50
51
51
53
53
53

55-94
56
56
57
57
58
60
61
62
62



4.1.7.2 Finance Company's Experience 64
4.1.8 Other Factors That Affects Interest Rates of Nepalese

Finance 64
4.2 Quantitative Analysis 66
4.2.1 Lumbini Finance and Leasing Company 66
4.2.2 Union Finance Company 70
4.2.3 Navadurga Finance Company 73
4.2.4 Lalitpur Finance Company 76
4.2.5 United Finance Company 80
4.2.6 Nepal Merchant Banking & Finance Company 83
4.2.7 Samjhana Finance Company 86
4.3 Major Findings 93
CHAPTER 5
5. Summary, Conclusion and Recommendation 95-102
Summary 95
Conclusion 97
Recommendations 100
Bibliography 103-105

ANNEXES



List of Table

Table Heading

4-1 Interest rate structure rate of NMBF

4-2 Impact of political Instability and Violence

4-3 Impact of open Boarder with India

4-4 Finance companies Experience

4-5 Amount of deposit and lending, interest rate on deposit and
lending of LUFC, and inflation and risk free rate

4-6 Correlation analysis of LUFC

4-7 Amount of deposits and lending, interest rate on deposit and
lending of UFCL, and inflation and risk free rate

4-8 Correlation analysis of UFCL

4-9 Amount of deposit and lending, interest rate on deposit and
lending of NFC, and inflation and risk free rate.

4-10 Correlation Analysis

4-11 Amount of deposit and lending, interest rate on deposit and
lending of LFC, and inflation and risk free rate.

4-12 Correlation analysisif LFC

4-13 Amount of deposit and lending, interest rate on deposit and
lending of UFC, and inflation and risk free rate.

4-14 Correlation analysis of UFC

4-15 Amount of deposit and lending, interest rate on deposit and

lending of NMBF, and inflation and risk free rate.
4-16 Correlation analysis of NMBF
4-17 Amount of deposit and lending, interest rate on deposit and
lending of SFC, and inflation and risk free rate.

4-18 Correlation Analysis of SFC

4-19 Deposit amount of sample organization

4-20 Amount of Loan disbursed by sample organizations

4-21 Interest rates on deposits of sample organizations

4-22 Interest rates on lending sample organizations

Pages

57
59
60

66
67

70
70

73
74
76

77
80

80
83

83
86

86
89
90
91
92



List of Figure

Figure Heading
4-1  Impact of political Instability & Voilence
4-2  Impact of open border with India
4-3  Finance Companies experience
4-4  Relationship between rates of LUFC
4-5  Relationship between rates of UFCL
4-6  Relationship between rates of NFC
4-7  Relationship between rates of LFC
4-8  Relationship between rates of UFC
4-9  Relationship between rates of NMBF
4-10 Relationship between rates SFC
4-11 Deposit amount of sample organization
4-12 Loan Disbursed by sample organization
4-13 Interest Rate on Deposits of Sample organization
4-14 Interest Rate on lending of sample organization

Pages

60
61
64
68
71
74
77
81
84
87
90
91
92
93



ABBREVIATIONS

B.S = Bikram Sambat

CC = Correlation Coefficient

CRR = Cash Reserve Ratio

DF = Degree of Freedom

FCs = Finance Companies

FDR = Fixed Deposit Receipts

FY = Fiscal Year

HMG = His Mgesty Government

IR = International Rates

LFC = Lalitpur Finance Company
LUFC = Lumbini Finance Company
MD = Multiple Determination

NA = Not Available

NADF = Nepa Awash Development
NEPSE = Nepal Stoke Exchange Companu Ltd.
NFC = Navadurga Finance Company
NMBF = Nepa Merchant Banking and Finance td
NRB = Nepal Rastra Bank

SFC = Samjhana Finance

UFC = United Finance Company
UFCL = Union Finance Company Ltd

UNO = United Nation Organization



