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The Role f 4 Central Bamk T LI
- | A Case O Nepal

Gu’nanﬁdh& Sharma®

The main purpose of the study is to acquaint with lhe role of a Ceotral Bank

in a developing economy like that of MNepal rather than to ' deal  with ths central

‘ bank as a whole, In thls connection 1 have tried my best to concentrats on the growing
‘5r aclivities of Mepal Rastra ‘Bank (NRB) in recent years, one of the important objeciives J
of which is to assist in the process of economic growth of the nation. The need of
building financial infrastructure for rapid economic development iz not ooly unguestion-

able in the country like ours, but also we want a conirolling mechanisra i the

financial system through which resourses could be diverted to the copcerned sector and

channeled for capitalization. 1 believe on the efficiency of NRB and hope that the

purpose can be fulfilled through it

1. The concept of and the ess:nce for a central bawk in LDCs:-

The concept of central banking has been changing rapidly during recent years

'izi"t'er'ms"-of its role and policies, its relation with other central banks -and government,

.\Hs atntude towards economic devefopment, ete. My attention in th:s study would be

on 1ts role, poilc:cs and attitudes towards economiy development
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The traditional type of 'a central bank was mainly responsible for the internal
and external stabilizationof monetary unit whereas the modern CBs in LDCe deviate mostly
from that line and they have been the pot@miai developmental agency rather than being

only the stabilization devices,?

As the basic pr@blams of LD{s relate to the growih plus  stability, the

desire for ecopomic growib deserves special attention,®

Raising percapita real consumption requires the rise in output rapidiy and its
equitable distribution gets special emphasis in modern times in many countrigs, The
higher raie of saving becomes a crucial factor for capitalization without which the
socio-economic iafrastructure cannot be built up and 2 high level of output is unati-
ainable. Apart from government savings from various sources such as fees, forests,
public enterprises, taxation, etc, including aid from inside and outside, financial insti-
gutions can collect a huge amount of savings voluntarialy by means of deposit acceptance
and the sale of securities and the savings thereby could be schanneled to productive
sectors and that im turn helps in breaking a vicious circle of poverty — the burning
problem of LDCs. This way of financing demands primarily the creation of financial

infrastucture - Capital and money markets and their stock in trade.

If we divert our attention fo cur couniry, we ficd that she is endowed with
saveral natural resources and energetic people, even then we have not been able to start
the engine of self sustained growth and to deternine the growth path along which
development movement takes place. In the country where the dearth of capital becomes

a crucial constraint, according to one estimale, gross capital formation is 5.2°/. of GDP

1. For details See 5. K. Basu A Review of currcnt Bank:ng theery and practice,
Macmillan, lndia, 1974, Chap. I, pp 1-24,

2. The concept of economic. growth these days is attached with the in_aprdv'e'merift;'f m

Bue thc quahty of llfc of the countrymen in- geﬂcral
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and 2.3/ of which comes from aid.®? As the dependence on foreign aid ig increasing
duaring re;:eut years,* that has to- be complemented by a higher rate of domesfic savinga
for financing the development activities. But since most of the population is below
poverty line the burden of tax can be added only at the cost of subsistence. The
present inflationary situation is no doubt, distributing income from the poor to the rich, viila-
ges to towns and so on® and one can argue that a high rats of capital formation iy
possible i this situation & Albit, it is heard that the higher and wrban income commu-
nity is being extravagant and conspicuous and that is leading to higher importation
inviting}.:again’and again the serious baiance of payment problem. Keeping this parado-
xical situation aside, we are required to be very strict and clear with regard (o policy
affairs. Wastage of resou.rces if unchecked future community will not only suffer bus
also the developmental problem will become more and more serious, creating self-gene-
rating preblem for ever. Banking and financial institutions can at their best provide
the opportunity for savings‘ voluntarily and these can be used as a means of mobiliza-
tion and chénnelisa&ion. The financial in};titutionsihrough their incentive rate, attract
and bring borrowers and lenders togclher.?:'-'(.?én'tral banks in LDCs, like ours, cam .
design this institutional framework and’ 'cr:eei.fé financial infrastructure, which is fundamental

for generating growth in: thé"co'untfy'.' Usually central banks in many LDCs are per-

forming, as 'the'd'éﬁrelopmé'n_ial" _a'gent:y, the: following functions. s

3. Péfél.:l'ﬁﬁ;é'ﬁ..- S. 7. BRana,“Thc Nepalese Economy Problems and Prospects” in  the
Weekly Mirror, Vol 4, No 23, P 54, _

4. See Budget'speech of the Fiscal year 1978-79, HM.G., Ministry of Finance, Kath P, 9,

5 Y. G Nwaneri, 'fhc.oﬁ'ieﬂ._"'I'J_'istribution Criteria for the analysis . of Development
Projects, in Finance and 'Dch!opment, IMF and IBRD, Vol 10, No 1, March 1973,

X5 Some writers, mostly neoclassical,” favonr the situation of income distribution  to.
wards potential savers gro’uiﬁ for high rate of capital formation (See Vicente Galbis

“Structuslism & Financial Iib'ralisn", in finance & development, IMF and IBRD,
1976, Vol 13.)

7. Johan M. Culbertson, Money & Bapking, TMH, New Deini, 1972, p. 82
% 8. K, Basu, Op, int, pp 7-12, "
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i. They are assisting in the ereation of specialized financial institations by sybscribing
to tbeir equity capital and thereby are raising the credit supplying strength  of

concerned institutions,

2. They are lending and advansing to the finapcial agency and are accomodating ihe

‘needs of the economy.

. They are guarantéeing the bonds issued by devslopmeat banks to epable them io

attract capital from inside and outside of the country.

4. They are formulating such type of monetary poliey which diverts bank eredits to

prefered such productive areas as trade, industry, agriculiure etc.

§. They are helping in the creation of financial iafrastructure by iaying the foun-
dation of security markets so as to puildup socio-sconomic framework conductive

to economic  development.

6. They are keeping their fingers on ecomomic pulse of the deflerent sectors of the

€COnomy-

2. Central banking in Nepal:- The Nepal Rastra Bank, as the central bank of
the couniry, was established in 1956 and it was endowed with the powers of a bankers
bank -after 1966. As the couwntry is developing, the role of that bapk im MNepal is
different from that of traditional type. The preamble of NRB act- lays down: {He pur=

poses of the bank as: regulating the issue of paper money, seo:furing-' country  wide

“circulation of Nepalese currency, achlevmo stability in exchange rate, rriobil‘izalion of

capital for econowsic growth, dsveloping banking systemi in the coumfy, ete.

The NRB issued and managed Mepalese Ccurrency. smce ti:xe time of. ifs establie )(

shment but it became a. bankers bank only sfter 1966 “after the ammendment. of the.

Act in 1962 and 1966. During ths period in between: NRB_ was., mainly concerned

with countrywide circulation of MNepalese currency. In reference to ihat; isﬁ_'-" "

tried to control over the supply of Indian currency and maintained its convcrtrblhty

in the initial years-during ear]y sixties, and as NRE became tho member of IMF an_(i_
IBRD in 1961, it fixsd the rate of foreign exchange, managed and. regu!-a--ted-firg"_anci"v_ja_:s_'.":

-




".'@he fo]lowxng developmiental functions.
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concentrafed io advicing govi in those mstiers.® Today NRE ezecutes its following.

policies.

i To increase the growth rats by providing institutionalized credit oa easy terms {0

priority sectors such as agriculturs, industry, trade, etc,

% To extend the bapking facilities throughout the country so as tc moenetize the

econemy by helping the establishment of the branches of commercial bank.

3. 'To coordmate the policies and functions of banking and nombavking institutioas

'-"'wnh that of NRB for the smooth functioning of the £Conomy.

4. To'regulats the money and oredit supply so as fo have siable growth of the

economy,

These policies basicaily refiect the objectives that are wider than those
of developed countries including the regulation of money and capital market, promotion
of ecopomic life, maintenence of high level of employment, stabilization of monetary
unit, etc. But since the success of the monetary policy depends upon the use ang
exercise of Fiscal policy, both the policies  should be treated ot as the substitute for
cach other but as the complement to each other. In this respect H1s Majesty’s Goverament
(HI\/EG) and NRB &h@uld work in harmony. HMG should not misuso its power of influen-
“¢ing NRB activities- and should pot try to impart ondue influence over it. That -means_
to-say ‘NRBs suggestions in monetary effairs must be influential and should get -
due wei.ght..

The NRB, in Nepa’i apart from the ifadmonai functions of stabnl;zauon performs

B

e 21 Promotion and deveiopm&ut of capital, money and credit markees:-

'Unfcss the <ountry develops its capital and money market, the econemic and

ﬁnanc:al developmem is impossible, The institutions dealing in capital funds and credit

suppIy such as commermal banks and dcvelopmcnt banks are the pre-requisite for

9 Y _P Pant.: Bankmg and Devciopment Nepal Rastra Bank, 1971, Chap. 7, pp
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stimulating the development progess. These instituiions meel ilie financial needs in the
couniry by mobilizing the rtesources sczitered throughout the couniry. The NRB since

the very inception has helped and supported these institutions in financial matters.

The institutions, whose copcern is to arrange medium and tong ferm -credit
facilities for agricultural and indusirial sectors as Nepal Industriat Development Corpo-
ratiion (NIDC) and Agricultural Development Bank (ADB) have been established
in the country. The NRB is providing finuncial facilities apd has undertaken in- an
equity participation. Not only has it pr.c..x.iioiir.l'g these institutions asd through them
.mobitized savings but also it has g.i:\.re"n ths direétion as to whers these savings are to
be channeled, By giving refinance faciliiiés to these iﬁsti'tutions NRB has strsngthepcd
their financial position and bhas suppied credit to the priority sectors. Agaim, the NRB
has given refinance facilities to Rice esporting Co., National Trading Ltd,, Oii Corpo~

ration, Jute Corpoeration and Food Corporatioﬁ,

Apari from these, there are other institutions the promotion of which would
help the mobilization of savisgs, The NIDC in the country was established in 1968 and
this not only mobilizes savings through the means of premium, but also it provides
security to industry, commerce and other activities so as to develop an sconomic envi-

ronment conductive for the growth of fnancial activities. Besides that, the Sanstban

subscribes to the share capital of other development institutions and the savings thereby -

are channeled to the different sectors of the economy.

Further, the NRB has helped, by means of equity participati.dr_n.,-': in the establi-
shment of security market. {032-33) under’ NIDC which- aims -"é’e “the provisons
such as?0 to develdp stock-exchange market, to induce capxtalizatmn ‘of investable fund,
to underwrite the share and debentures of the company. and corpnratmns, to buy and
sell the securities of company and corporations, to buy and sell the securities 1ssucd

by govt., semi-govt., and olhcr bodies. )

This will definitey fill the voids of copifai market in the country.

10. Annval Report of NRB, 2032-33,

b2

-
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Besides these, the NRB sims ai providing banking facilities in defferent parts
of the country. Today the twe commercial banks - one in the public sector asd one
in the private sector, as semi-govt. body, are cpening their branches all over the couniry.
The NRB has not only directed these banks to open up branches but it Has also
regulated their credit operatioss. The long-run objective of the MRB had been ééjprovid'&_'.
at least one commercial bank branch im each district. The MNRB has c-onstit'iitcd_ &
“Banking Development Fund” and the fund will be used to compensats the '35'55"55}--_' ' '_
' arising from openi::ig_-:new branches, to the extent of 1003, 75% and 507% in the ﬁrs't,,.z'-"."'
second,. and- ihi,'-d':'yééf':;:'r%'s‘p'_e_c'tively,_ at 'places direcied by NRB.

The commercaal baﬂks werkmg thmugh the branch banking system are required
not oily to collect and chatnel savmgs “but ihey also have te extend credits to the
rural and small sectors to the extent of 7% of their deposit liabilities X1 If commercia¥
banks incur losses from lending to '.e{griéﬁlture;“'co‘ttage indostry, village industry and
other employment oriented industries this shall be compensated to the eatent of 809
by recently estabilished *“Kajra Surakshan Nigam™.22 With a view te protecting commercial
banks from the loss Agricultural Project Services Centre {(APROSC) has been established (o
conduct siud.ies and surveys of the rurul projeété and the NREB has subscribed to its shars
capital There were some 173 branches of commercial banks at the end of Ashadh 033 and the
NRB time. aftcr time 15 gwmg d:rectlons te commercial banks to establish branches to the
remote rUfa! areas “with©a vaew ‘tor mobti;zmg more savings the NRB by using its
statutory power ﬁxcs and revmes the deposxts and lsoding rates from time to time.
. Recently it revised: the od rates of mterest " Because of the higher deposit rates savings
in the accounts of ! commermal baan havc swollen 13° The channelization side of the
savings must 110t be takcn very hghtly for that aﬁ'ects the general economm gondition

of the country.

-1l Tbid.

12.  Kulshekhar Sharma, “Nepal Rastra Bank and the process of economic development”,
in The Rising Nepal: coropation special 1975, pp 101-104.

13. See Economic Suery,.' i977—78, HMG, 1978,
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2.2 Meonetary Management: The NRE iz uvsing its means of manetary management -
quantitative and selective for the achievement of broad economic goals of the country.
But the scope still is very narrow because of: small size of the money market, low .
degree of control over the monsy and capital market, uncontrollable infiuence of foreign
trade on the national econemic activities, low stage of the development of organized
money and capital market, inelastic structure of the cconomy i. ¢. weak infivence of

interest rates on investment decisions for raising the level of ocutput, empoyment, stc.

Therefore Dr. Pant concludes, “It is not through various conventional weapons
which were originally ipitated in the developed countries of the west the central banks
should try to use in a country like Nepal and othsr developing countries but it is
more through moral spasion and 'similar. .other methods that the central bank can
efficiently exercise in properly guiding the monetary policy in relation te growth and
development™” 1,

We should be more aware of the country’s economic sitvation ‘and search for

inore appropriate and direct methods of monetary management.

2.3 Other activities:~ As the NRB constitutes the apex of the financial structure in
the country, it acts as the bank of issue, as the bankers bank, as the government
banker, agent and advisor, as the guardian of the money and capital markets. Apart from
these functions. it keeps its fingurss on the econemic pulse of the country. The MMRB
has conducted various surveys relating to agriculture, Jute, Price, balance,of payment,

family budget, etc. These surveys are very crucial from the economic pmt of view, The
cenduction of such suwcys enables us to know the country’s ﬁnaucmi and economic

sitvation and thereby will: give us some gmde line: for the poicy formulation and.__
implementation. : - : L

Since the agrl. development has beét_l. oitr basic. aim for years <“Agricultural ~
credit survey” is the most important one coaducted during 1969-71 from the view-point-

of agrl. development. It has given us the information about the magnitude, direction,

14. Y. P. Pant, OP, cit. P. 70
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wd need of credits and the institutions ﬁcaling with such credits. The survey

thows that about 21% of the total credis is supplied through organized
End the rest through triditional sources.

insiitutions

The survey has suggested that agriculetare, still is mostly depending on iradi-
naal source of credit supply. The increase of institutional credic gsopply has been the

il of the day. Similar suggestion are available from other surveys which direct us
-our financial activities.

Further, the NRB has kept its hands on educational development, It has provided

ancial help to the Institute of Humanities and Social Sciences for producin g research schelars

a; economics, conduction of semilars, and other things. The NREB has been suppling its

,dwces to the government i matiers of foreign exchange, national & international

_~ansagtions and monetary affairs.




