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CHAPTER IV

INSTITUTIONS SUPPORTING INDUSTRIAL ESTATES PROGRAMME

Introduction

In Chapter II, we had discussed the Industrial
Estates Programme as unﬁe{itaken in some of the developed and
developing countries., This chapter gives an idea about how
the Programme has been used to achieve varied objectives in
these countries, Chapter III was devoted to the state of
industrialisation in Hepal. So fayr, we have not discussed the
major Institutions which support the Industrial ugtates
Programme in Wepal, Without an account of these Iastitutions,
the discussion will remain incomplets, Accordingly, this
chapter is devoted to selected specialised institutions which
are directly or indirectly involved in Industrial Estates

Programwne in Hepal,.

The discussion rslates to the Nepal Industyrial
Developmant Corporation (NIDC), Industrial Services Centre
(isc). the Qommercial Banks and the Agricultural Development
Bank(ADB) . aAlgo, the chapter gives certain suggaestions for

thelr iwprovement.
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1. Nepal Industrial Development Corporation

Introduction

The need for an institution to encourage and assist
the development and modernisation of industries in private
‘sector by providing financial and technicgl asslstance was
long felt. Consequently, a provision was made in the First
Five Year plan(1956=61) to set up an Industrial Research Bureau
and an Industrial Finance Institution, The Industrial
Development Centra was establishedhin 1957 to carry out research
and developmsnt functions. An institution to provide financial
assistance to industry had not been established till then. It
was later decided to convert the Industrial Development Centre
itself into Nepal Industrial Development Corporation (NIDC) by
a Special Charter in 1959 with a visw to providing both

financial and technical assistance to industries.

The Corporation had been performing promotional
activities such as development and management of industrial
districts at Hetauda and Balaju; preparation and dissemination
of industrial feasibility reports and rendering consultancy
services to potential investors. With the ¢reation of the
Industrial Services Centre (ISC) in 1975, these functions
- have been transferred from MIDC. For a few years foilowing the

dissolution of Small Industries Development Corporation (SIDC)
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in 1972, #IDC was also engaged in financing cottage and village
scale industrial sector till 1976, Presently, these enterprises
are being financed by commercial banks.

Because of these recent developments, NWIDC presently
function$gmore as an industrial bank principally concerned
with equiéy participation in and advancing medium and long
term cred%t to industrial units rather than an institution
responsibie for prgparing feasibiliity reports and providing
technical%help.

|
Objective

;rhe main objective of NIDC is to encourage, assist,
and develép industries in the private sector in Nepal. It
provides f£inancial and technical assistance to the industrial
sector, - ‘

Functions:

fTha general functions of this Corporation are:

{

1. ‘Po agsist all typas of private industrizl enterprises
Ewhich are technically fegsible and economically
gsound.

2 §To extend term loans -against adequate security to

the industrial enterprises for the sake of

| developing, modernising and improving their conditions.
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3. To guarantee the loan rzised by industrial concerns

- through commercial banking facilities in Nepal.

4 To engage in industrial consultation and training,
‘survey of markets, credit investigation, promotion
of private foreign investment, compilation and
dissemination of industrial and cnmmerciél information

relating to investment.

5. - TPo encourage Nepalese citizens to purchase NIDC's

shares.
©. . To purchase and sell shares, stocks, bonds and

debentures of industrial concerns,

Te To purchase, sell and own movable and immovable
properties.
8, To provide suggestions and furnish necessary

informations to HMG/N.

S To enger into banking transactions with domestic and
foreign bauaks,

10, To promote or establish industrial concerns with
a view to gelling the same to the public eventually
80 that the funds released cin be used for

ra-investment in oﬁher industrial enterprises,
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aources of PFunds

The Corporation was started with an initial capltal

of Rsi10 million, which gtood at R5.250 million in 1983, The

subscribsd and paldeup capital was Rs,.171 million,

{a)

(o)

(c)

(q)

The main sources of funds availabls to it ares;

Equity participation of MG/ and Nepal Rashira

Bank (Central pank)

Borrowing fron domestic institutional sources like
issue of development bonds and borrowing from

Rashtra Bank
Borrowings from forelgn GSovernments

Borrowings from International financial institutioans

So far the borrowings from foreign Governments and

international financial institutions are concerned, thsa

Corporation has received different typzss of credit from the

United sStates Agency for Internztional Development{USAID),

Kreditanstalt Fur widederauflau, British Government, indlan

Govarnment, Bxport Import Bank of Japan, Danish Government

and the World Bank.



107

- Investment Policy

Any small, medium or large enterprise registered as
a limited company may apply to the NIDC for financial
aasistancéfits expansion and/or modernisation. Enterprises
located within an industrial district and tourist lodges,
though of cottage scale are eligible for NIDC's financial

assistance,

The NIDC extends f£inancial assistance (in domestic
or foreign currenciles) 26 enterprises pertaining to
manufacturing, processing, tourism, assembling, construction
and other service industries, It is necessary that such
énterpriaes must have recsived licence from the Department of
Industry, HMG/N in accordance with Industrial Enterprises act

and have been duly incorporated.

In consonance with the Industrial Policy of HMG/N,
NIDC provides financial assistance to industrial units on the
basis of thelr nature and locatién. In this context, NIDC has
allocated priority for industrial projects manufacturing five
basic necessities of general consumption viz, food, clothing,
construction materialé, educational éna heglth services, The
qugntum of financial assistance may vary from 50 to 95 percent
of the fixed assets investment and is dependent upon economic

and financlal merits of the project, However, there are
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different ways or methods of WIDC assistance forprivate

enterprises:

{(a)

{b)

For large scaleindustries, it may finance upto a
maximum of 75 percent of the total value of fixed
assets, However, in order to facilitate the tenant
industrial units of the industrial districts, the
HIDC may extend financial assistance upto 85 percent
of their fixed assets. In case of transport services,
the Corporation's financing will be limited to 50
percent of the fixed assets. Interest on loans in
local or other éyailable'fareign currencies will be

charged at the rate of 7.5 percent pef annum payéble

half yearly. Loans may be granted for a period of

' 5 to 15 years (maximum) depending on the nature of

the project, Interest and amortisation of the

principal amount is payable in half-yearly instalments,

For small scale industrial units, the NIDC may
finance upto a maximum limit of 85 percent of the
total value of £ixed assets and the working capital
as well, if necessary. Interest on’ loan for £ixed
assets will be 4,5 percent and for working capital
7.5 percent., The fixed assets loans may be granted
for a maximum period of 7 years and the working

capital loans for one and half years,
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General Terms and Conditions of Financing
Any enterprise registered as a limited liability

company may apply for financial assistance frowm NIDC for

new establishment, expanéian and/or modernisation ofthe
enterprise involving total fixed capitai cost of Rs.2,00,000/~
“The minimum investment reéuirement is not agplicablqko
tourism projects as well aslindustrial units located in
industrial districts.

Usually the under mentioned industrial enterprises

‘are eligible for NIDC's financial assistance ViZa,yt

(a) Export-oriented industrial units based on the local

raw materials such as jute, sugar, ghee, leather etc,

{b) . Importesubstituting industrial units based on local
or imported raw materials such as cotton textile,

cigarettes, £lour, glass etc.

{c) Industrial units based on agriculture, forest and

mining and producing domestic consumables.

{Q) Service industries such as transport, workshop,

printing press, cold storage etc,

Review of NIDC's performance
To assess the performance carried on upto 1983, we

take the help of the Table fal.
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A Review of the Perfarmance qf NIDC
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(Total Financial Assistance Since its inception in 1959

111 MideApril  1983)

Particulars:

A, By Scale of Industrial Projects

Small, Medium and Large Scale

Cottage and Village Scale

e
B. By Type of Investment

Loan
Equity Investment
Guraentee

C. By Sector of Industrial Project

1. 8mall,Medium & Large Scale

Sector

Agro-based

-Forest based
Mining and Mineral
Based

Tourism
Miscelleneous

Total

2. Cottage and Viliage
Sector
Total{l+2)

D, By Development Region

(Amount in million Rs.)

Small,Medium and Large Industries

Development Region
Eastern.
Central
Western
Mid-Western
Fare-iestern

Total

' NO.Of Amount
vnits
. 387 566,97
414 8,74
Total g5 575,71
Amount - Percentage
488,09 - 84,8
53,82 9,3
33.80 5.9
Total 575,71 100.0
No.of Unit Anmount Percentage
i12 227,72 .39.6
25 16,04 2,8
‘29 51.42 8.9
75 224,05 38,9
148 47.74 8,3
387 566,97 98,5
414 8,74 1.5
801 57571 100.0
Unit - Amount Parcentage
81 67.08 11.8
202 - 429415 15.7
75 52,88 9.3
20 11,59 2.1
9 6,27 1,1
387 566,97 100:0

*Inclusive of loan amount of Rs,.8,74 million to c¢ottage and

village scale industries,

1. Based on Operational Statistics of NIDC(£rom 1379-80 to 1982-83
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As psr the above Table, it is clear that the
cottage and village scale industrial enterprises constituted
more than 50 percent of the total units financed by WIDC,
Investmente-wise, the lion's share has gone to small, medium
and large scale units: and 414 units of cottage and village
scale industrial units were allocated only Rs.8.74. Industry-
wise too, the greatest sﬁaze has gone to agro-based and
tourism iﬁdustries, i.es around 40 percent each, of the t&tal
financial assistancé. The mineral and forest-based units did
not have adeguate share of financial assistance firom NIDC,
While according to the availability of the resources in the
country, forest and mineralebased industrialiunits'must héve

been given priority.

Even Ehough NIDC has arrangad to widen its services
through its £Xour regional offices along with the centre
playing the pivotal role, the central development region has
got the most favourable tfeatment. the 1nves&ment peraent:
being 75,7, followed by eastern development region {11,8%)
and western development region (9,3%). The midewsstern and
fare-western regions have been allotted a very meagre and .
negligible share of 2,1 and i.l1 percent respectively, which
points out that the concept of decentralization or regiona-

lisation has not gained momentum.
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Concluding Remarks

The performance of NIDC in financing industrial
development provides a mixed pictura. No doubt, the growth
in the quantum of assistance annually disbursed has been
growing over time., It has participated in the equity capital
of a number of enterpriées. A feuw pioneering enterprises have
been promoted with its own direct initiative, It has also
provided f£inance to a number of ather ploneering industrial
units promoted by others and has thus helped in diversifying
the industrial structure of the country, The gaps between the
loan reguest from NIDC and approval on the one hadnd and
betwaen approval and disbursement on the other have been
gradually narrowing. The trend in repayment has also been

improving. Inspite of these plus points, there are certain
‘aSpects of its operation which cannot be regarded as
satisfactory. It is said in certain quarters that the NIDC
has favoured Central development region and within this
- reglon thé Bagmati Zone and a lakge portion of its assistance
has ¢oncentrated in a few unﬁartakings} In this contéxt. it
may be pointad out that the disposition of funds, after all,
is influenced mainly by the démap& factor, which explains the
concentration in a few regions and big projects. The central
development region is relatively better-equipped with moa£ of
the prerequisite infrastructural facili%ies necessacy for

industrial development, The three opsrating industrial estates
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also are leocated here, Obviously bulk of the demand for

industrial finance comes from this region.

Although the industrial enterprises financed by
it come under the broad priority framework of the Goverhment,
there is a heavy concentration ef funds in the hotel and
agro-pased industrial units., Further, the WIDC's contribution
to the development of export-oriented units based on
indigenous raw materials has bzen negligible though a lot
of emphasis has been given in various plans. Moreover, it
does not seem to have made any substantial contribution to
the development of capitsal market. The tendency of concene
tration of assistance in one or two regions is not likely
to stop merely with the effort of an agency like NIDC. The
reversal of the process calls for the re-exemination of various
policy issues including investmeng, fiscal, monetary and

licenging that affect entyepreneurial decisions,

Suggestions for Improvement

Despite the lack of demand for industrial finance
£from less developed regions, NIDC may attempt to uncover the
investment opportunities in these regions and tap entreprene-
urial talent for it, in cooperation with ISC. Moreover,
afforts can be made to attract or divert entrepreneurs from

developed to backward regions through necessary persuasion
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and incentives, If these measures do not bring about the
desired results, NIDC itself should take the initiative
to promote the highepriority ventures by joining hands with

private parties, wherever possible.

So far NIDC has participated largely In theequity
of private limited companies. Even those companies whose
ghares are held almost entirely by NIDC are organised as
private limited companies with no apparent justification,
These concerns may he converted into puplic limited companies,
Moreover, there is no apparent reason as to why NIDC should
continue to retain the shares of these concerns, once they
have stood on their own, As per the Charter itself, NIDC
ought to have effected the sale of such concerns as rapidly

as posz=sible.

In the present state of industrialization in Nepal,
whgn adequate risk capital is not forthcoming, NIDC should
inspire the proapective entrepreneurs by promising a part of
risk capital in addition to providing long term loans, This

step will be welcomed by the parties concerned.

2, Industrial Services Centre

Introduction

Industrial Services Centre(iIsC) was established in

November 1974 by HMG/N under Section 3 of the Development Board
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Ack 2013(1956) to help promeote industrial development in

Nepal, The establishment of thils institution is a land mark

in the expansion of research and consultancy services,

Earlier NIDC used to carry on the functions relating to

ressarch and consultancy.

b ectives

As envisaged in the Fourth Plan, the ¢entre has

the following objectives:

(a)

(b)

(c)

To prepare feasibility reports on different
projects through the local or foreign experts and
to make them avallable to the Government as well
as to the prospective investors. Studies on
existing industries will be made in order to

furnish technical advice.

To execute its programme in cooperation with
bodies like Food Research Laboratory, Royal brug
Regearch Laboratory, and to egtablish new

laboratories, 1f necessary.

To have its own &orkshop for repairing the

machineries, packaging units, weighing machines
ete, so that it can provide such services to a
number of industrial units which cannot afford

such facilities.
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This Centre is directly supervised by the Ministry
of industry of HMG/H¥ which is responsible for all matters
pertaining to industrial operations in Nepal, It is governed
by a Board of Directors who represent various Institutilons
involved in industrial development in Nepal, viz,, Ministry
of Industry, Mindlstry of Finance, Department Of Cottage end
Village industries, NIDZ, National Planning Commission, The
Chairman and Executive Director are appointed by HMG/N. The
Board has been authorised by HMG/N to formulate necessary
rules and regulations according to its reguirements, The
proposed rules and regulations will be enforceable only after
they have been approved by the Government, The Board has
entrusted the task of day~to-day management of the €entre to
the Executive Director, who is not only a meumber of the Board

but is also its Secretary.,

General Punctions

The Centre is basically a research and consultancy
organisation, Hence it does not involve itself as & financing
and implementing organisation in the industrialization of
the country. However, as an exceptional function, the Centre
carries on the responsibility of operating Industrial
Districts within the Kingdom. It has been investing a portion
of its annual budget in this Programme, 30 far as its

financial sources are concerned, HMG/N provides a grant to the
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Centre and it also generates its own revenues from consule

tancy services, feasibility studies, training and similar

other industrial services, However, it is hoped that in

course of time, it would no longer be dependent on the

Government for its finances.

The Centre provides a package of nonwbanking

services necessary for industrial promotion. In particular,

the Centre carries out the following functionss

i.

2.

3.

4

Se

It conducts technoweconomic feasibility studies
on industries and subsidiary industrics based on

agriculture, forestry, mining and others.

It suggests methods for modernization, expansion
and improvement in productive efficiency of

industries,

It makes avallable reports of viable projects
to both local and foreign entrepreneurs and
informs them on possible aspects of industrial

invegtment in Mepal.

It underxtakes the management of Industrial bistricts

and plans for the establishment of new ones,

It studies the performance of industries within the
context ofthe existing industrial policy and makes
recomaendations to HMG/N for changes necessary Lo

help industrial growth.
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6. It undertakes ressarch and case studiss on induse
trial management and publishes their findings in
order to help industrialists to improve their

managemant systems and practices,

Te Finally, it conducts industrial management training
programmas for thosa engaged in management of

industrial and related enterprises.

Facilities Provided to Industrial Zstates

As mentioned earlier, all the industrial estates
in the Country are under the direct management of this Centre,
No doubt, many of the industrial estates were already
operating besfore the inception of this Centre and hence
were handed over to it. Those estates already existing were
establishsd by HMG/N with the financial and technical
assistence of different Eriendly countries viz,., Balaja
industrial district was jointly sponsored by HMG/N and
USAID in 1960; Hetaudu industrial district under the
joint collaboration of HMG/USAID in 1963; Patan industrial
estate with the financial assistance of the Indian Govarament
in 1964; Poknara industrial district by only HMG in 1974;
Hepalgunj and Dharan industrial sstates with the financial
agsistance of Indian Goverument. Butwal industrial district

was set up in 1976 undex the management of ISC. Bhaktapur
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8mall Industrial Area is being developed with the £inancial
assistance of Federal Republic of Germany. According to the
latest information available, ISC has started building
industrial sheds in Surkhet (PUﬂpwestérn region) industrial
estate, named a8 *Prims-mover Industries Project®, Surkhet,
which owns 4,57 hectarss of total area. The acguisition of
land was started in the early 1982, In Dhankuta, the fare
‘eastern mountainous part of the Country, land has been
acquired for establishing one industrial estate there. With
tﬁé Indian agsistance, an industrizl estate at Rajbiraj
{eastern region)would b2 set up on the pattern of earlier

Indian-assisted astaies,

Through its Industrisl districts cocordination
division, the Centre carries on the function of managing
Industrial districts within the country. The Centre coordinates
‘the activities of the Industrial Jdistricts and formulates
programnes for tﬁeir effective administration and operation,

As a liaison agency of the industrial districts on official
matters pertaining to HMG/N, it provides physical planning
and engineering design services, technical and management
assistance bto the existing districts, studies the potentiality
of new industrigl districts, and draws up programmes for

investment opportunities within the districts,

t
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Industrial district operation branch of ISC controls
the administrative and financial aspects of all the Industrial
Districts within Wepal and promotes inter-district coordination.
1t supervises the administration of facilities within all the
lndustgial Districts and thelr development work snd maintains
liaison with Ministries and Departments of HMG/N, where
necessary. It ensures that recommendations made by the District
management on behalf of their client industrial units are taken
up at the Government level., It regularly reviews the tariffs
of the services provided by the Industrial Districts and

makes necessary reccmmendations to top management, as reguired,

while trying to meet the common infra-structural
needs of the industrial units in the industrial estates, the
éeputed managerial staff of this Centre usually looks after
the provisions of water, electricity, developed land, drainage,
roads and side-roads and security arrangement., In most of the
old Iﬁdustrial.Districts, many factory btmildings were also
constructed by the institutions managing them before they
ware handed over to this Centre, But as the construction of
factory buildings before-hand proved a risky job as it might
not be suitable to each and every unit in addition to blockingw
up of huge capital, the present tendency since the past few
years is to let the units themselves construct.the factory

building or sheds in many Industrial Estates,



121

Some Industrial Estates also have warehousas, bank

branch, cliaic, post office, display centre, day-care centre,

canteen, sports hall etc. within their premises, The following

list will show the different facilities available in different

Industrial Estates in the country.

List of Facilities avallable in all the estatesn

(by the end of 1984)

1. Balaju Industrial
District(BID)

2. Hetauda Industrial
District(HID)

3, Ppatan Industrial
Egtate(PIE)

4, Pokhara Industrial
District(PID)

Godown, bank branch, c¢linic,
display centre, day=-ecare centre,

security arrangement.

post office, c¢linic, canteen,
sports hall, security arrangement

and a primary school,

Godown, posf office, hahk branch,'
canteen, c¢linic, workshop,
éay-care centre, security
arrangement, display centre

{proposed recently).

Bank branch, clindc, sports hall
{recently bullt), canteen

security arrangement.



5. Nepalgunj Industrial
Estate(NIE)

6, Dharan Industrial
District (DID)

7. Butwal Industrial
District{But.ID)

Concluding Remarks
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Central repair shop (also
running as production unit)

and security arrangement.

Bank branch, post office,
display centre, canteen,
workshop, c¢linic and security

arrangement.

Godown, security arrangement,

The performance of the ISC in relation to the

establishment and operation of Industrial Estates in Nepal

since 1975 provided a mixed picture. It can be easily

concluded that the numbsr of industrial estates being planned

and established are increasing over time. It had besn

providing infrastructural facilities along with certain

supoortive facilitlies to the industrial units. Over and

above these, the Centre had been giving top priority to

industrial plaaning, programming and promotion, as it would

be held responsible for industrial promotion in the country.

in this regard the Centre, in agsocilation with the Department

of Cottage and Village Industries condugts industrial surveys,

to promote cottage industries in Nepal. To achieve this, it
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prepares industrial schemes of rural, cottage and small

scale industrial units and makes them available free of

cost to the prospective small entrepreneurs. Moreover, the
Centre also conducts training programmes for the improvement
of skills of middle level and supervisory level of industrial

management,

Inspite of all the attempts of the Centre, the
respondent-entreprencurs of this study had complained that
facilities being provided by the Centre were inadegquate and
some of them weré still in written form only. For example,
the powver was supplied by the estate authorities at the usual
rate plus 5 percent service charge on the total power uniis
utilised, Besides, there existed the problem of irregularity
in supply of this facility. The irregularity factor in Butwal
Industrial District was so pronounced that the units in this
egtate were not operating at day time bzcause of frequent
power breakdowns and hence, they actually worked at night.
The same condition prevailed in Dharan Industrial District,
Nepalgunj Inﬁustrial Estate and Pokhara Industrial District
with slight improvement., ,

Moreover, nothing had been done regarding the
setting up of repair workshop in any of the industrial

estates., The rapalr workshops in PIE, NIE and DID were the
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production units xun by individual entreprensurs instead
of the Industrial estate management.,

over and above these, the basic¢ requirements like
security arrangement, clinic and canteen were found to be
in such a wretched condition that the entreprencurs

arranged all these facilities on their own,

For improving the present situation, the Centre
should be able to acknowledge itself about its performance
in the fie;d of industrial estates management, Ko doubt, the
revision of one's own work or parformance is not an easy
task to perform, in case of ISC it has become vary much
essential. As has peen menticoned in Chapter vifor improving
- 1ts own performance in future in this respect, i1t should
start ¢ollecting opinions of entraprenceurs in Industrial
Estates at sultable intervals. This practice will definitely
enlighten the managemeng of ISC about the agtual condition
of industrial estates and the short comings on its own part.
If taken serilously, these opinions will certainly guide the
Centre to make necessary changes in lts attitudes, apprd?hes

and systen of management for oparating industrial estates.

However, before making any drastic changes in the

pattern of managenent of industrial estates, it will not be
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out of context if it is said that the Centre should give
proper attention towards improving the present situation

in relation to the facilities being provided in the
Industrial Estates., Prompt actions are to be taken to
improve the power supply situation, along with the provision
of repair workshop, showroom for product display and

efficient and vigilent security guards,

For providing better common facilities, the
heﬁ%ogenaous character of the YIndustrial Zstates in Nepsl
has to be changed intc homogeneous character by making
suitable alterations in admission policy. The target regarding
the type, nature and scale of units must be pre~fixed by the
Centre, so that only the interdependent industrial units be
admitted in future, which will facilitate the estate manage-

ment to provide caommon facilities in the estates,

3. Comumercial Banks

Introduction

In Xepal, tha history of development of Commercial
Banks can be tiaced about fifty years ago, when in 1937,
under a Special Gharter, the Nepal Bank Limited was established,
Till the establishment of Mepal Rashtra Bank (The Central

mank) in 1356, the Nepal Bank Limited was also authorised to
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carry on certain transaction on bzhalfof the Government,

Before the year 1956, Nepal Bank kept its
functions confined to accepting deposits £from the public and
granting loans for the ¢ommercial transactions. It rarely
tfinencea the agricultural and industrial sectors, evan though
the scale of operation had expanded many times, due to increase
in deposits and advances made fox the commercial transactions.
With the besginning of the First Pive Year Plan in 1956,various
sorts of development programmes began to be lounched in the
country. In order to meet the needs of the funds Ffor financing
the development programwas, 1t became unavoidable to mobilise
the scattered savings from the different parts of the country
and invest them in produetive sectors. Nepal Bank Limlited alone
was not capable enough te mezet such needs of the economy.Hence,
it became necessary to establish another full-fledged commer-
eial bank for providing banking services even Lo remote parks
of the country. The establishment of the second commercial
bank called the 'Rashtriya Banijya Bank' in public sector in
1966 was the step towards this direction, This bank was also
established under a 8pecial Gharter. It aimed at developing
banking facilities in areas which are nok served by the .
former comnercial bank and operate there glso as an agent
of the Nepal Rashtra Bank alongwith all the general commerclal

banking functions.
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Iin order to maintain absolute and effective control
over the managemant of the.@ommercial banks, both these
banks were brought under the Commercial Bank Act of 1974.
Since then, they have been influenced by HMG/W in the
formulation and excecution of thelir policies and programmes.
Further with a view to increasing the commercial. banking
gservices in the country, a foreign commercial bank called
Nepal Arab Bank (International) Limited was also set up in
the year 1984, This bank is also supposed to conduct its
husiness in accordance with the provisions of the Commercial
Bank Act 1974, However, it is to be noted that as agsinst the
51 percent share of HMG/H 4in Nepal Bank Ltd and Cent percent
share in Rashtriya Banijya Bank, its share in Nepal Arab Bank
appears to be non-existsnt. The controlling share of this
bank is held by the Dubal Bank, Recause of this, it is
difficult to assume that thils commercial bank will always
follow the directions of Government of Nepal issued through
Nepal Rashtra Bank. Even then, it has been provided in the
Commercial Bank Act that Nepal Rashtra Bank is empowered to
hold effective control over the activities of foreign

commerclal bank sstablished in the country.

Role of Commerceial Ranks in Finaneing Industrial Sector

There seems to be an increasing realisation on the

part of the developing nations that comwercial banks can play
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an important role in financing industrial development. The
significance of these banks is greater in the countrises which
are at a lower level of economic development. The findings

of R,W. Goldsmith suggest that "“The share of commercial banks
in the net issues of all financial institutions is much
higher in such countries than in the ones with higher stage
of economic develcgment?.i Given the concentration of
nation's investible resources in their hands, their intimate
knowledge regarding the credit worthiness of borrowers and
thelr experience in the f£lnance of working capital needs, it
is reasonable to . expect some contribution from comwercial

banks to foster industrial dewvelopment.

In Nepzal, the Commercial banks remained confined
mainly to the commercial sector, because lending to the
commercial sector was less risky. In addition, these banks
have adopted a conservative credit policy., Accordingly, a
great importance is attached to security as the basis of
disbursing credit and little atcention is given towards the
purpose and feasibllity of the project for which loan is
raeguired by an kndiviaual or an enterprise., Because of this
practice, the com;ercial banks in the country could show the
investment of only 2,58 porcent of thelr total credit towards
industrial sector inAlgsz against 54.91 percent in the

commercial sector,

1. Goldsmith, R.¥W: Financial Structure and Development
(London, Yale University Press) 1968, p.224.
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Recently, the monetary authorities in Nepal are
understood to have reglised the seriocusness of the situation
caused by a conservative credit policy of the commercial
banks, As a resule, a certain libsral ?rend. though not very
gignificant, has started developing in the present credit
policy of the commercial kanks, Towards this end, certain
major change has taken place in the power delegated to the
comnercial banks in sanctioning loans and advances, The
Commercial BanksAct has now authorised them to sanction
loans and advances for the maximum period of 10 years.However,
it is to be noted that insplte of the power vested in the
commeyrcial banks to sanction loans up to 10 yoears, the share
of such loans in the total volume of loans of these banks
has so far bzen insignificant. This has occurad because of
certain conéroversial decisions taken by the Central Bank.
For example, since June 1982, on certain long term loans o
cottage industries and basic goods industries, the annual
rate Of interest fixed by HRB is 11 and 12 percent respecti-
vsly, which ars even lower than the rate of interest payable
to the customers, on the fixed deposits, which i3 12,5
percent for fixed deposit of one year and 13,5 percent for

tWO OF more yearsa.

As empowered by the Commnercial Banks Act 1974,

the HMG/N has been directing the commercial banks to
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diversify their resources towvards industrial sector. Accordingly,
thege banks are involved in financing the small scale sector
under various programmes viz., Briority 8sctor @redit S8chene,
Intensive Banking Development Programmne and Cottage and Small
irdustries Project, Brief discussions about these programmas

are made in the following paragraphs=’

{a) Priority Sector Credit Scheme (PSCS)

The Nepal Raghtra Rank{NRB) launched this scheme in 1974

with the objective of bringing change in the existing lending
pattern of the Nepalese commercial banks. Accordingly, the
commercial banks were asked by NRB to advance a part of their
loans to the 'small sector'! more popularly known as “priority
sectoxr” at the lower rate of interest in order to raise the
standard of living of the poor people as small farmers,
artisans and businesgsmen living below a@solute poverty line,
Under this Scheme, all the three sectors of the economy namely,
" the agriculture, the cottage industries and the services
sector were accorded priority in granting loans. In 1976,
only such cottage and small scale industriss were declared
coverad under PSCS whose fixed eapital did not exceed
R542,00,000, Rules ware also framed to extend credit to
weaker and poorer section of the society, on the basis of
project reliability rather than collateral, as this sectilon

of people mlght not be able to meet the requirement of
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collateral for getting loans from the (omnercial banks.
However, for minimising the misuse of loans, attempts are
made to see whether the borrowed amount was properly
utiliéed or not. Moreover, the Commercial bLanks are expected
to provide loans to the weaker and poorer people at the
lower rate of interest. Accoraing to the directién of NRB
the commercial banks have been charging 11 percent interest
annualiy on the loans to small scale and cottage industries
and 14 percent on tha loans to services sector, These rates
are low as compared to the other loansg. In the c¢ase of
defgult in the repayment of the priority~sect0r loans which
are insured by Credit Guarantee Cowporation, the‘banks can
expact to be compensated ' up to 75 percent of the insured
amount f£rom the Corporation, This is possible as the
Corporation charges as discount 0f 36 paise per 100 rupeecs

' annually from the borrowers to meet any such eventuality.

Further, the Commercial banks are reguired to
invest at least 10 percent of the total degosit~liabilgti@s
as loans to the priority sector. Previously in 1974, they
were required to invest at least 5 percent of theilr deposit
liébiliéies in the priority sector which was ralsed to
7 percent in 1976 and to 10 percent in August 1982. Moreover,
based on the observation of the gap batween the actual

requirement and available development finance, commercial
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banks are bazing persuaded to raise their productive sector
in&éstment from 15 to 30 percent by 1985, With a view to
coordinating the activf%ies of various f£inancial institutions
involved in the priority sector credit, priority Sector

Coordination Committee has also been formad,.

The invastment of the Commarcial manks in the
priority sector was only one percent of their total deposits
in 1975 which increased mearely o 2.5 percent in 19280. The
break-up 0f the invegtment oFf the Comrexcial banks in the
different sectors indicates that there was an increagse in the
investment in the agricultural sector and cottage and small
scale industries but decline in the services sector over the
period 1975 to 1980. According to NRB sources, however, such
lending oscilliated in the rangeof 5«6 percent of the total
deposit liabilities during the period from July 1980 to June
1582,

(b) Intensive Banking Development Programnue

In view of the experience gained from the perfor-
mance ofﬁ;he investment in priority sector, the objectives
and policies of the programme have been redefined pnd stream
lined., Since October 1981, the Intensive s8gnking Development
?rogramggfggg been launched as an iantegral part of the
priority sector lending programne with the two branches of

ommercial banks in Kailalli and Bardiya districts,
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This Programme is based on regional development
approach with due regard to the multl-dimensional services
which the banks could provide, particularly in oxrder to
ralse the standard of living of the small farmers and
entreprensurs and extricating them from the clutches of the
local meney lenders, To make thls programme more effective,
Commercial Banks have been advised to disburse loans in
consideration of the local nesds and viability of projects

rather than on the basis of the securitiss,

Under thils Programme, the cridit is made availgble
to the weaker sections through the fcﬁm§tion of groups and
special attention is given to provide such facilitiss as input,
marketing, technical advice along with credit facilities. All
the projects are expacted to be supervised by the concerned

staff of the commercial banks at least once in a month,.

(c) Cottage and Small Scale Industries Project

In conformity with the objectives of the Sixth
five year plan, which laid due stress on the development of
cottage and small seale industries, NRB introduced a new
programue known as YCottage and 3mall Scale Industries(CsSI)
Project" on July 16, 1982, This was actually the outcome of
an agreement concluded among HMC/N, NRB and the World Bank.

It has been launched in ¢ districts of Bagmati and Gandaki
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Zones of Nepals. A oun of Ro.4.3 million was evarmarked for
investment in CS85I Project through lHepal Bank Litd.,
Rashiriya danijys Bank and Agriculiursl Development pank
under the refinancing facility £rom NRE. According to HRD
sources, Re.5,0 million had bsen provided by NRD upto July
1884 to concerned lending institutions in the form of initial

capital,

Undar this pProgramne, loans arg being disburased
through msareial banks and dgricultural dsvelopmant bank,
not only for the shorteterin projoces but alao for the longe
term ones, the maximum limit of eredit being Rs.0.8 million.
The annual race of interest to ba charged is 11 percent.
Collateral is not the only coriterion for granting loans,
other eriteria such as genuine reguirement of the entesprise,
ability and managerlial capabilliy of an entreprensur are

also applied,

Concluding Remarks

S0 far the financing of cottage and small scale
industries by comuercial banks ls concerned, as mentioned
varlier, the monetary and £iscal authoritiecs have made many
efforts to direct these banks to raise the lavel of their

investments in the pricritcy secﬁar* in addition to the
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Pricrity Sector Credit Scheme,\ﬁhe Government introduced

IBDP and CS8SI Project, However the implementation of PSCS

had fallen short of the objectives, Several factors have

been responsible for this. Some of the basic reascons for

poor investment in this sector may be atiributed to absence
of instituticnal infrastructure, lack of technically trained
gtaff, uneven and difficult terrain of the country, lack of
effective monltoring, supervision and evaluation soystem,

lack of proper cooperation from different ministries, agencies
and chief district oflficers in recovering such loans which
failed to be repaild in time. In addition, the rules,regulations
and lending procedures of the 'commercial banks are so complex
that the ordinary and mostly illitergte people cannot comply
wlith them, As a result of frequent delays in sanctioning the
loans to the parties, <ertain malpractices such as bribery

and pressure through political leaders have cropped up.

As the problems enumerated above are inter-
connected, there seems to be a nasd to make speclal efforts
to minimise the deficiencies on the part of bank
authorities and its employees, the local leaders, social
workers and the Govaranment amployees reaponéibla for
district administration. To motivate the comrercial hanks
to divért much of 1ts investments to the cottage and small

scale industrial sector along with agricultural sector,
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certain new arrangements should be made. As suggested by
H.B.Jha, "it is high time to establish and activise a
Cell in the Ministry éﬁ Pinance called "Banking pivision®
which will watch the general activities of the commercial
banks including the PSCS énd other Programmes affiliated
to it, In a&dition, it will try to analyse and solve the
problams of these banks in implémenting the projects or

programmes".1

Further, %o safeguard the return over the
investments made, active cooperation of the concarned b&dies
should be available to bank managers for recovering loans.
For this purpose, certain administrative power may be
delegated to the branch manégers of the commercial banks

for taking direct action against all those who either misuse
the borrowed loans or do not rapay them in time, Moreover,
the monetary authorities nust ensure uniformity ian the rules,
regulations, and othér facilities relating to the CS51
project, IBDP and the original Priority Sector Credit Scheme.
The general public in remote and lass developed parts of the
country should.be madgigg these schemes. For this purpose
the Commercial Banks must first impert training to their
employe=s on a wmagsive scale,The system of reward and
punishment may be effectively implemented in thé managemant
gtructure of the commercial banks in such a way that the
gensral staff may be&amé committed te achieve the objectives

of the bank.

i. Jha, H,B: Crisis in Hepalesze Conmer¢ial Banks,
(Nepal,Institute of Third World Economic Studies)
1984; ,E.nga'a
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4, Agricultural Develogment Bank

It came into existence in 1968 under the Agricultural
Development Bank Act of 1967 incorporating the assets and
liahilities of the Cooparative Bonk which was set up in 1963,
In 1973, Land Reform Saving Corporation was also merged with
it to avoid overlapping and undue competition of functions
betwaen the two similar agenciass., The AD3 was set up to
provide institutional finance to the agricultural szctor.
Along with its basic function ¢f providing loans to individual
Earmers, couperativaes and corporate hodies directly engaged
in the task of agricultural develosment, 1t provides financs
to small scale industrial units manufacturing agricultural
tools and equignments nesded for the development of agricalturs.
The loans provided are for various terms ranging from shorte
term{not exceeding 12 months) marketing aand storage loans o
long veriod loans upito twenty years for purposes such as land
clearance and development, construction of farmu buildings,
storage and waranouse facilities, installation of rice mills,
agro=processing units, cottage industrial units, tea
plantation, plantation of horticulture orchards and prccessing

of horticultural and plantation products.

In 1271, the total oukstanding financial assistance
maile by ADR/N was R8s.61.5 million, out of which the

indugtrial sector had received Fs.4.9 amillion i.e. 7.9 parcent
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of the total assistance, With the growth in the total
financing operation of the ADB, the share of the industrial
sector has also been increasing in abgsolute terms since then.
The outstanding assistance provided te industrial sector
reachad Rs.25 million in %977, Since its inception to July
1984, the A3 has disbursed 37,9 percent of its total loan
disbursements for the davelopment and promotion of agroe-

industries marketing and warchouse facilities taken together,

An encouraging feature that needs t©o bz mentlioned
is that the ADD was able to collect back 80 percant of the
loan dishursed to thils sector, This indicates that this
sector has besen able to use the loans properliy. As a result,
the ADE was promptad to £ix up eahanced targets forthe
financial year 1984-85, Table 4.2 shows data ralating to the

lending programme of the ADN3 for this particular year.l

1, Sources: 'ADB at a Glance®, In The Rising Nepal,
{Fanwary 20, 1985) xathmandu.
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Table 4,2

Lending Programme of ADB for the Fiscal Year 1984.85

{Amount in million)

Amount Percentage

(Rs,)
Live‘stack and Fisheriles 122.5 22.2
Cereal Crops 100.5 18,3
Agriculture and Cottage Industries 69,7 12,7
Qash Crops 63,5 11.5
Irrigation 60,8 11,0
Agricultural Marketing 57.5 ic.4
Parm Mechanisation 40,9 7.4
Horticulture 15,2 2.8
Biogas ' 8.6 1.6
Warehouse and Cold Storage 6.6 1.2
Tea, Coffee gnd Cardamom 2.9 0«3
Land Development 2.1 Q.4

550.8 100.90
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As shown in Table 4.2, zgriculture and Cottage
industriss are categorised as one sector which has been
allotted 12,5 percent of its total resources during the
fiscal year 1384-85. Agricultural marketing ard warshouses,

‘ which ware previously imcluded in the agroe-industry sector,
have been separated under this lending programmez to make it
more effective. Agricultural marketing has been allocated 10

percent of its targeted total lending,

To conclude, it may be mentioned that financiﬁg
of agro-based industrial units iz just one of the areas of
operation of this bank, Hence, it is natural that the volume
of financial assistance provided and planned @o be provided
to this sector 4o not seem impressive. As a matter of factk,
this bank also has to operate under similar constraints as
the commercial banks have to. Hence, as mentioned earlier,
similar efforts suggested for minimising the deficiencies
on th2 part of the cqmmercial banks may be apglied for
enhancing its contributions towards cCottage Scale industrial

sector in the rural areas,

~



