
INSIGHTS ON
NEPALI BANKING 
SECTOR

w w w . n e p a l e c o n o m i c f o r u m . o r g

NEPAL
ECONOMIC 
FORUM

Supported by a grant from the Open Society Foundations



Team Members
• Anant Tamang
• Nasala Maharjan
• Rojesh Bhakta Shrestha
• Samridhi Pant
• Sujeev Shakya
• Tanushree Agrawal
 

Cover Note:
We are pleased to share with you the report titled ‘Insights on Nepali Banking Sector". The report aims to 
understand the Nepali Banking sector through the lens of competition and collusion. 

In the recent past, media reporting of collusion amidst the commercial banks sector have surfaced and we 
seek to identify the principle and rationale behind collusion through the perspective of stakeholders from 
banking and non-banking financial institutions. The perception study aims to understand the impact of such 
collusion in the banking system and to various stakeholders in the economy and allow its readers to obtain a 
360-degree view, especially from the perspective of bankers and non-bankers, which would enable to form a 
more balanced assessment/opinion.

Ultimately the report attempts to shed light on how to improve and correct the malpractices that seem to exist 
in the banking sector, which is a pillar of the national economy. 

The authors of the report would like to express their gratitude to its team members at beed and Nepal 
Economic Forum for their continuous support and suggestions to make this report an enriching one. Also, we 
would like to express our gratitude to all the stakeholders, primarily from the banking and financial institution 
industry (BFIs), legal firms and media houses for participating in the discussions for the study and their valuable 
inputs, which have shaped the report. 
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Abbreviations and Acronyms

ADBL  Agriculture Development Bank
ANZ    Australia and New Zealand Banking Group
AOAN  Airlines Operators Association of Nepal
ATM   Automated Teller Machine
BAFIA   Banking and Financial Institutions Act
BFI    Banking and Financial Institution
BRR    British Bankers Association
BSI    British Standards Institution
CBFIN   Confederation of Banks and Financial Institutions Nepal
CDS    Central Depository System
CEO    Chief Executive Officer
CGAR   Cumulative Annual Growth Rate
CIT    Citizens Investment Trust
DBA    Development Bankers’ Association
ECM   Error Correction Model
EMI    Equated Monthly Payments
EPF    Employees’ Provident Fund
EPS    Earnings Per Share
EURIBOR Euro Interbank Offered Rate
FY  Fiscal Year
GDP    Gross Domestic Product
ICT    Information and Communication Technology
IRC    Interest Rate Corridor
LIBOR   London Interbank Offered Rate
M&A  Mergers and Acquisitions
MFI    Micro Finance Institutions
MNO   Mobile Network Operators
MoF   Ministry of Finance
MSME   Micro, Small and Medium Enterprise
NATA   Nepal Association of Travel Agents
NBA    Nepal Bankers’ Association
NBL    Nepal Bank Limited
NEPS   Nepal Electronic Payment System
NEPSE   Nepal Stock Exchange
NGO   Non-Governmental Organisation
NMBA   Nepal Microfinance Bankers’ Association
NPA    Non-Performing Assets
NPR    Nepalese Rupees
NRB    Nepal Rastra Bank
NRN    Non-Resident Nepali



PABSON  Private and Boarding School’s Organisation of Nepal
RBB    Rastriya Banijya Bank
RBS    Royal Bank of Scotland
SACCOs Savings and Credit Cooperatives
SEBON   Securities Board of Nepal
SECL   Securities Exchange Center Limited
SME    Small and Medium Enterprise
SMS    Short Messaging Services
SWIFT   Society for Worldwide Interbank Financial Telecommunication
UNCTAD  United Nations Conference on Trade and Development
USD    US Dollar
USP    Unique Selling Point
YIRD  Yen Interest Rate Derivatives



INSIGHTS ON NEPALI BANKING SECTOR5
NEPAL
ECONOMIC 
FORUM

www.nepaleconomicforum.org

Executive Summary
The Nepal Competition Promotion and Market Protection Act 2007 (2063 B.S.) exists to curb collusion and 
cartel behavior, but it has not been effective. In this study, we examine the banking sector and explore whether 
collusive behavior exists and how such behavior influences the banking system of the nation. This study relied 
on finding answers to key questions that were directed to examine whether there has been collusive behavior 
among commercial banks, what has been the impact, and what could be some ways to mitigate this situation. 
 
The banking sector has made great strides but faces key challenges that are associated with 
growth: Nepali banking sector liberalised in early 1990s and has undergone significant transformation in 
the past three decades in three phases. Since 2009-10 there have been trends of mergers and acquisitions 
in the sector, which can be seen as a consolidation. As of mid-July 2020, according to Nepal Rastra Bank 
(NRB), the total number of Banking and Financial Institutions (BFIs) stood at 163, comprising 27 commercial 
banks, 23 development banks, 22 finance companies, and 90 microfinance development banks. Besides this, 
an infrastructure development bank, 40 insurance companies, and several non-bank financial institutions, 
such as the Employee Provident Fund (EPF), Citizen Investment Trust (CIT), and Postal Saving Bank, are also 
in operation. The banking sector has contributed significantly to the financial sector and has been playing a 
crucial role in the economy. It has also been observed that credit growth outpaces deposit growth, and there 
has been a significant increase in the uptake of electronic banking. However, the concentration of BFIs are 
majorly in urban and semi-urban centres. Further, low awareness and lack of financial literacy are barriers 
to financial access and inclusion. Investment in technology has been low with limited innovation in financial 
products and services. However, among existing products, there is intense competition. 

Perception of cartel behaviour and collusion in banking sector prevails: Despite transformational 
changes in BFIs, larger reforms and development still remain to be accomplished. In this context, the study 
aims to analyse weaknesses in the banking sector of Nepal through the point of view of competition or the 
lack thereof. Studies from across the globe indicate collusive behavior in many markets and collusion takes 
place quite often between the banks. The major areas of collusion that have been reported are collusion to fix 
interest rates, to fix benchmark rates, to form a loan syndication, and to manipulate interbank interest rates 
(London Interbank Offered Rate [LIBOR], Euro Interbank Offered Rate [EURIBOR]). The studies indicated that 
the collusion leads to interest rate discrepancy, a probability of higher non-performing loans, lack of product 
innovation, and adverse effects on pricing of products.

In Nepal, there have been cases of cartel/collusion cases reported as many associations relating to the 
banking ownership and management are seen to be undertaking activities that are perceived to be collusive in 
nature. Some of the areas that have been highlighted in the past are interest-rate fixing, feud between Nepal 
Banker’s Association and Development Banker’s Association, and price discrimination between large and small 
borrowers.

Competition exists but in terms of commodities rather than products: The overall views expressed 
on competition among commercial banks in Nepal were rather bleak. It was determined that although 
banks compete, they are merely competing on commodities rather than on products, thus resulting in fairly 
homogeneous products. Common trends of introducing products with minute modifications and competing 
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for operational gains have been noticed. Additionally, the number of BFIs in the economy was also raised as 
an issue, questioning the requirement of 27 commercial banks in the country given its population and size of 
economy. Furthermore, the competition has been intensified by the added presence of development banks, 
microfinances, finance companies and Savings and Credit Cooperatives (SACCOs) who are fighting for the 
same customers. In the case of institutional deposits, commercial banks are forced to offer attractive rates to 
institutional depositors, but at the cost of individual customers.

Role regulators and associations play in facilitating competition: It is perceived that NRB is one of 
the most powerful institutions in the nation, and as a regulator of BFIs, it is in a position to build and foster a 
competitive environment in the banking industry. The presence of banking/financial associations, such as Nepal 
Banker’s Association, which is a representative organisation of commercial banks, have facilitated the spread 
of financial literacy, lobbying, dialogues with the government, etc. However, the role NRB plays in enhancing 
competition and driving innovation needs to be strengthened by easing restrictions and regulations imposed 
upon commercial banks and developing alternative markets like fixed income markets. Furthermore, views 
indicated that these associations functioned as syndicates, thus becoming detrimental for the general public 
and the economy.

The banking sector highly influences the secondary market, often creating a conflict of interest: 
A majority of the listed shares in the share market are from the financial sector, thus having a considerable 
influence on the movement of the Nepal Stock Exchange (NEPSE) index. This also results in owners and 
promoters of banks being highly influential in the ecosystem. There have also been cases when bank promoters 
have directly sought government intervention in the functioning of autonomous monetary institutions, 
displaying their influential powers. Additionally, the ownership of banks and their board structures have also 
been a point of discussion in the country as business houses have been seen to have a controlling stake in 
commercial banks. With the lending portfolio of commercial banks being concentrated on big customers, the 
small borrowers often are at a disadvantage, having to pay higher interest on borrowings.

The study aims to bring forward various recommendations for overall reforms of the banking sector. In order 
to grow and become sustainable, it is important that the bank governance structure along with the regulatory 
structure move along with the times. Reforms like welcoming international banks in the country, consolidating, 
expanding beyond the domestic market, and customer-centric policies are much required in the banking 
landscape. There is a clear need for a stronger regulator and facilitator, who can play a proactive role in steering 
the banking sector towards progression and making the financial sector resilient. The banking ecosystem 
should be well balanced, with sound corporate governance practices and a strong judicial system in place.
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Contextualisation
1.1 Objective of the Study

Nepal has, for decades, been striving to find the right development strategy to promote sustainable development 
in the economy. Although various acts, such as the Competition Promotion and Market Protection Act 2007 
(2063 B.S.) and Consumer Protection Act, exist, these acts have not been effective enough to curb cartel 
behavior within the Nepali economy.
 
This study is concentrated towards studying the existence of such collusive behavior in the banking sector 
and how this influences the banking system of the nation. It endeavours to identify various forms of collusive 
behavior that are prevalent in the banking sector and how they are perceived by various stakeholders. In the 
end, the study makes recommendations for progressive reforms that can elevate the banking sector.

Additionally, the study would also identify, through desk research and consultations with relevant stakeholders, 
the rationale behind colluding and forming and/or being part of such banking/financial associations. 
Understanding the rationale would offer a 360-degree view, especially from the perspective of bankers and 
non-bankers, which would enable the study to make a more balanced assessment.

Figure 1: Understanding the perception of collusive behavior through the lens of ‘Bankers vs. Non-bankers’
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1.2 Overview of Nepali banking sector: Evolution and Current Scenario

1.2.1 Evolution of Banking Sector

The banking sector of Nepal went through dramatic changes starting from the early 1990s. Liberalisation, 
deregulation, advancement in information technology, and globalisation led to substantial changes and 
reforms. To begin with, liberalisation resulted in the entry of new banks, deregulation extended the banks’ 
activities and scope, technology advancements gave new tools and methods to perform banking activities and 
globalisation increased competition.1

Although significant changes were witnessed starting 1990s, the reformation of the banking sector could be 
traced back, in phases, to several decades before the 1990s. These are discussed below.

The first phase: The first phase of the Nepali banking industry begins with the initiation of the formal domestic 
banking system in Nepal, the establishment of Tejarath Adda in 1880. Although formally established, this 
institution was restricted from taking public deposits and providing credit to the public. Thus, people in need 

Research questions:
• What are the reasons for collusive practices among commercial banks of Nepal?
• What impact has collusion had on the banking sector, the consumers, and the overall economy, and what 

could be the potential impacts of the absence of a banking cartel on the same?
• What could be the possible scenarios where the collusive practices can be curbed down for the good of 

banks, consumers and the economy?

Figure 2: Conceptual framework of the study
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of financial support were reliant on shahus (merchants) and landlords.2 Later, after the establishment of Nepal 
Bank Limited (NBL) in 1937 as the first commercial bank, financial services were made available to the public.

The second phase: The second phase commenced with the establishment of Nepal Rastra Bank (NRB), 
under the Nepal Rastra Bank Act 1955, as the country’s central bank responsible for developing, regulating, 
and supervising the financial sector. It was during this phase of 1950-60s that Nepali payment system was 
characterized as ‘predominantly a cash-economy’ but the government was focused on expanding the financial 
sector. Subsequently, Rastriya Banijya Bank (RBB) and Agriculture Development Bank Limited (ADBL) were 
established in 1966 and 1968, respectively. Till the early 1980s, the banking sector was wholly owned by the 
government, with the government being substantially involved in the banks’ management and operations.3 
However, due to excessive control and restrictions, the financial sector then was highly repressed.

With the introduction of financial liberalisation policies in the late 1980s, foreign investments poured in, 
leading to the establishment of several joint venture banks. Likewise, a large number of domestic investors 
also started investing in the banking industry.4 The first privately owned commercial bank established in Nepal 
was established in 1984 as Nepal Arab Bank (now Nabil Bank Limited). The Nepal Indosuez Bank Limited 
(now Nepal Investment Bank Limited) and Nepal Grindlays Bank Limited (now Standard Chartered Bank) were 
established in 1985 and 1987, respectively as joint venture commercial banks. During these years, Nepal’s 
financial system witnessed structural changes such as increase in foreign and domestic investments in the 
banking sector5 resulting in establishment of more commercial banks as well as development banks, finance 
companies, and micro-finance institutions. The entry of other development banks, finance companies, 
microfinance institutions, savings and credit cooperatives6 and Non-Governmental Organisations (NGOs) for 
limited banking transactions started after 1992 under three major acts, namely Finance Company Act 1985, 
Company Act 1964, and Development Bank Act 1996.7 The financial liberalisation of the 1990s, thus, set the 
track for the efficacy of the financial system. 

The third phase: The NRB Act of 2002, which replaced the previously implemented NRB Act 1955, marks 
the initiation of the currently undergoing third phase. It brought changes such as allowing NRB to be more 
autonomous in exercising decisions relating to formulation of monetary and foreign exchange policy, 
monitoring and regulating Banks and Financial Institutions (BFIs), etc. The Act also helped group together 
all other diversified acts that made the regulation of BFIs cumbersome, such as the Banks and Financial 
Institutions Act (BAFIA) 2006. All BFIs, under BAFIA 2006, were categorised under four headings on the basis 
of their responsibilities: Commercial Banks - Class A, Development Banks - Class B, Finance Company - Class C, 
and Micro Finance Institutions (MFIs) - Class D. 
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Source: Nepal Rastra Bank (NRB)

Figure 3: Important milestone in financial sector of Nepal

Today, BFIs are offering a range of solutions, including traditional services like accepting deposits and lending 
as well as sophisticated services like corporate banking, investment banking. The banks in Nepal are also 
slowly adapting to technological changes and international banking practices, coming a long way from its 
inception. The banking sector during its peak had 272 BFIs operating in the country, which was a direct result 
of open and liberal licensing policy of the NRB. 

Over the years, it has undergone consolidation through Mergers and Acquisitions (M&A) as shown in Table 
1. In fact, after the formulation of the Merger Bylaw 2068 B.S. (2011) under the NRB regulations, Himchuli 
Development Bank and Birgunj Finance were the first two financial institutions to have merged for the first 
time in history, paving way for others.8 The introduction of the merger bylaw, and NRB’s decision to increase 
the minimum paid up capital of commercial banks by up to four-fold as per the 2015 Monetary Policy further 
stimulated banks to consider mergers. Table 1 below shows the number of commercial banks that have 
undergone mergers after 2011. There were 31 commercial banks in 2011, and by mid July 2020, they were 
reduced to 27. Some of the prominent M&A that took place after 2013 are shown in Table 1 below. It can be 
deduced that the number of commercial banks in Nepal are in decline.
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SN Financial institutions that have undergone 
merger and/or acquisition

Merged Name Year

1. NIC Bank Limited & Bank of Asia Nepal Limited NIC Asia Bank Limited 2013

2. Global IME Bank Limited & Commerz & Trust Bank 
Limited (Acquisition)

Global IME Bank Limited 2014

3. Kist Bank Ltd, Prabhu Bikas Bank Ltd, Gaurishankar 
Development Bank Ltd and Zenith Finance Ltd

Prabhu Bank Limited 2016

4. Bank of Kathmandu Ltd. and Lumbini Bank Ltd Bank of Kathmandu Limited  2016

5. Prabhu Bank and Grand Bank Nepal Bank Ltd. 
(Acquisition)

Prabhu Bank 2016

6. Global IME Bank Limited and Janata Bank Nepal Limited Global IME Bank Limited 2019

1.2.2 Current Scenario

The banking sector of Nepal has come a long way and has taken great strides. It is now considered to be the 
most lucrative sector to invest in as its profitability has motivated many aspirants to enter the market. As 
of mid-July 2020, the total number of Banking and Financial Institutions (BFIs) stood at 163, comprising 27 
commercial banks, 23 development banks, 22 finance companies, and 90 microfinance development banks. 
Besides this, an infrastructure development bank, 40 insurance companies, and several non-bank financial 
institutions, such as the Employee Provident Fund (EPF), Citizen Investment Trust (CIT), and Postal Saving 
Bank, are also in operation. Figure 4 highlights the changes in the numbers of banks and financial institutions 
over the decade 2011–2020. It can be seen that the number of commercial banks have levelled off, while the 
number of microfinance development banks have surged substantially. On the other hand, the number of 
finance companies and development banks have fallen at nearly the same rate to reach similar numbers.

Figure 4. Number of Banking and Financial Institutions in operation over the last ten years

Source: Bank Supervision Report, Nepal Rastra Bank (NRB)

Table 1: Mergers and Acquisition amongst commercial banks in Nepal since 2013
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Apart from the changes in the number of BFIs, the banking sector has been through considerable transformation 
and continues to be an important sector of the economy, which continues to evolve, grow, and contribute to 
the nation. However, despite the ongoing transformation, in comparison to banking sectors of developed 
nations, it is still at a developing stage that requires continuous reforms and work. The below mentioned 
points highlight some of the important developments in the banking sector of Nepal in the recent past.

The financial sector has been a significant contributor to the country’s Gross Domestic Product 
(GDP): Nepal’s GDP Nepal has expanded over the years. With a 4.8% GDP growth rate in the Fiscal Year 
(FY) 2009/10 to 7.1% growth rate in FY 2018/19, the growth has been steady. According to the Economic 
Survey 2019/20, published by the Ministry of Finance (MoF), the contribution of the agriculture sector to GDP 
gradually decreased over the years and was estimated to be 27.6% in the FY 2019/20, whereas the non-
agriculture sector’s share had been increasing and was estimated to be 72.4% in the fiscal year 2019/20, 
indicating that the non-agriculture sector is a key contributor to the nation’s GDP. Within the non-agriculture 
sector, the contribution of the financial intermediation sector to GDP stood at 6.6% in the FY 2019/20. This 
is only a marginal increment in comparison to the 6.3% in the FY 2018/19 because of the effect of COVID-19 
pandemic has had on the financial sector. Nevertheless, Nepali banking sector, thus, plays a crucial role in the 
economy due to its dominant position in the financial system.

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

GDP (USD billion) 2.8 16 18.9 18.8 19.2 20 21.4 21.19 24.88 28.8 30.6

GDP growth rate (%) 4.8 3.4 4.8 4.1 6 3.3 0.6 8.2 6.7 7.1 2.28

Table 2: Gross Domestic Product (GDP) growth over the last ten years

Table 3: Number of Banking and Financial Institutions (BFIs) in operation from 2011–2020

Source: Central Bureau of Statistics, Nepal

Source: Bank Supervision Report, Nepal Rastra Bank (NRB)

Banking sector has been witnessing a major consolidation: Nepal’s financial system has long been bank-
dominated and continues to be characterised by a large number of banking institutions. During 2008–2012, as 
many as 67 licenses were issued for new BFIs. However, it was in the FY 2011/12 that the wave of M&A hit the 
banking sector. With the introduction of the Merger Bylaw in 2011, the number of BFIs involved in M&A started 
increasing. The number of BFIs involved in this process reached 151 in FY 2018/19, out of which, licenses of 
128 BFIs were revoked thereby forming 43 BFIs; the overall number of BFIs declined from 218 in FY 2011/12 
to 163 in FY 2020/21.

Types of financial 
institutions

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Commercial Banks 31 32 31 30 30 28 28 28 28 27

Development Banks 87 88 86 84 76 67 40 33 29 24

Finance Companies 79 69 59 53 48 42 28 25 23 22

Microfinance 
Development Banks

21 24 31 37 38 42 53 65 90 90

Total BFIs 218 213 207 204 192 179 149 151 170 163
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Credit growth outpaces deposit growth: In the FY 2019/20, the total deposits grew by 8% to stand at 
NPR 3,494.21 billion, growing from NPR 3,235 billion in the previous FY 2018/19. Likewise, total loans and 
advances increased to NPR 2,482.16 billion in the FY 2019/20 from NPR 2,866 billion in FY 2018/19. As of 
mid-July 2020, even though the Nepali financial sector was strained by the COVID-19 crisis, the total deposits 
stood at NPR 3489.3 billion and total loans stood at NPR 2903.5 billion. The Compound Annual Growth Rate 
(CAGR) for deposits and credit stands at 17.8% and 20.3%, respectively for 2010–2020. As the credit growth 
rate is higher than that of deposits, it has led to a shortage of loanable funds in the market. Because of this, 
the Nepali banking sector has been witnessing acute credit shortages time and again, and hence the interest 
rates have been volatile.

Table 4: Deposit and credit of BFIs from 2010 to 2020

Table 5: Weighted average interest rates of commercial banks over the years

Year 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Deposits (in NPR billion) 631 687 868 1021 1204 1463 1764 2092 2328 2789 3489

Loans and Advances
(in NPR billion)

467 523 603 734 878 1070 1364 1694 2081 2482 2903

Source: Annual Bank Supervision Reports (mid-July 2010 till mid-July 2020), Nepal Rastra Bank

Source: Macroeconomic Update, Annual Report and Monetary Policy, Nepal Rastra Bank

In the FY 2020/21 (mid-July 2020), the weighted average interest rate on bank deposits was 6.17% and for 
bank credits was 10.43%. Historical data indicates that the average interest spread is on a downward spiral as 
a result of competition and regulatory measures imposed in this sector.

Uptake of electronic banking has been increasing: Nepal’s central bank, NRB, recognises five products 
as electronic banking, namely Internet banking, mobile banking, card services, ATMs, and branchless banking. 
As shown in Table 6 below, the uptake of electronic banking in Nepal has increased; the number of branchless 
banking centres grew from 504 in mid-July 2014 to 1,574 in mid-July 2020 and the number of branchless 
banking customers grew from 151,066 in mid-July 2014 to 193,607 by mid-July 2020. Likewise, in the past few 
years, the number of mobile banking and Internet banking customers has witnessed tremendous growth. 
Mobile banking customers have surged from 468,424 in mid-July 2014 to 11,306,797 in mid-July 2020 and 
Internet banking customers from 468,424 in mid-July 2014 to 1,031,227 in mid-July 2020.

Year 2012
2013 
(mid-
July)

2014 
(mid- 
July)

2015 
(mid- 
July)

2016 
(mid-
July)

2017 
(mid- 
July)

2018 
(mid- 
July)

2019 
(mid- 
July)

2020 
(mid- 
Dec)

Weighted average bank 
deposit rate (%)

6.1 5.2 4.0 3.9 3.2 6.1 6.4 6.0 5.1

Weighted average bank 
lending rate (%)

12.4 12.0 10.5 9.6 8.8 11.3 12.4 12.2 9.3

Weighted Average 
Interest Rate Spread

6.3 6.8 6.5 5.58 5.6 5.2 6.0 6.2 4.2



INSIGHTS ON NEPALI BANKING SECTOR 14

www.nepaleconomicforum.org

Table 6: Key figures/resources of Banking and Financial Institutions (BFIs) as of mid-July 2020

Table 7: Transaction amount (in NPR million)

Source: Nepal Rastra Bank Monthly Banking and Financial Statistics, Mid-July 2020

Source: Current and Financial Macroeconomic Update 2020, Nepal Rastra Bank

Particulars Class A Class B Class C

Total Number of Licensed BFIs* 27 20 22

No. of Branches 4,436 1,029 243

No. of ATMs 3,759 296 51

No. of Deposit Accounts 27,724,764 4,075,310 654,130

No. of Loan Accounts 1,196,289 302,441 45,329

No. of Branchless Banking Centers 1,574 - -

No. of Branchless Banking Customers 193,607 - -

No. of Mobile Banking Customers 10,115,313 1,100,743 90,741

No. of Internet Banking Customers 1,001,866 23,332 6,029

No. of debit cards 7,062,472 231,287 35,443

No. of credit cards 160,297 - -

No. of prepaid cards 63,775 - -

The electronic payment transactions witnessed an impressive surge, especially during the nationwide 
lockdown imposed due to the onset of the COVID-19 pandemic. The Government of Nepal had imposed a 
stay-at-home order and social distancing measures on 24 March 2020 to control the spread of COVID-19. 
Since then, electronic payment transactions have witnessed a whopping increase majorly due to the 
development of payment infrastructure, policy of encouraging electronic payments, and gradual adoption of 
electronic payment instruments as a safety measure. However, as the lockdowns and restrictions were eased, 
the transaction conducted through online banking slowly started to decrease. Nevertheless, the number of 
transactions through mobile banking has seen a consistent growing trend. It has been shown in Table 7.

Payment 
Instruments

Mid-
April 
2020

Mid-
May 
2020

Mid-
June 
2020

Mid-
July 
2020

Mid-
Aug 
2020

Mid-
Sept 
2020

Mid-
Oct 

2020

Mid-
Nov 
2020

Mid-
Dec 
2020

ATM 29,898 27,846.6 35,480.4 54,763 38,393 32,320 46,785 55,490 56,256

Mobile 
banking 5,642.9 8,640.8 18,071.7 18,839 18,393 20,340 28,804 25,654 30,287

Internet 
banking 626.3 1,711.7 2,668.5 19,048 3,082 4,741 6,314 5,436 7,206
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Despite the uptake in banking services, there is a concentration of BFIs majorly in urban and semi-
urban centres. Although the number of commercial banks in Nepal were exorbitantly high a few years ago 
and with a significant number of branches, the Nepali banking industry does not have a nationwide presence; 
branches are still primarily scattered around the urban or semi-urban areas where geographical access is 
fairly easy.9 The same has been depicted in Table 8. 

Development Regions Class A Class B Class C

Province 1 585 183 39

Province 2 421 94 23

Bagmati Province 1,238 335 78

Gandaki Province 396 253 28

Lumbini Province 530 317 30

Karnali Province 159 20 4

Sudur Paschim Province 256 65 3

Total 3,585 1,267 205

Table 8: Province-wise distribution of banking and financial institution (BFI) branches (at the end of Fiscal

Year 2018/19)

Source: Annual Bank Supervision Report 2019, Nepal Rastra Bank

Thus, as formal financial services in Nepal have not been fully successful in reaching the poor, marginalised, 
and deprived segment of the population, the overriding issue for enhancing financial inclusion is how to 
penetrate into this segment of the population.

Low awareness and lack of financial literacy are barriers to financial access and inclusion: The 
major problem that the banking industry is confronted with on the customer front is the lack of awareness 
and financial literacy. Many Nepali adults consider the requirement of maintaining a minimum balance as a 
barrier to opening a bank account, while many feel there is no need for an account at all despite many BFIs 
offering a zero-balance account to all. Moreover, even if some people are aware of banking products, they lack 
clear knowledge regarding their usage, thus resulting in lack of demand for the existing relevant services being 
offered by BFIs.10 Likewise, most customers are also entirely new to terminologies such as utility payment, 
Equated Monthly Payments (EMIs), Short Messaging Services (SMS), etc.11 Nevertheless, commercial banks 
have been said to play a significant role in enhancing financial access, primarily due to the increasing number 
of branches.12 The efforts made by the NRB through the introduction of various policies and regulations to 
increase financial accessibility has so far proven effective.

There is a low investment in technology: Nepal’s BFIs have improved their existing services by adopting 
various Information and Communication technology (ICT) solution services, indicating that the rapid 
advancement in ICT has significantly influenced the Nepali banking industry as well. However, investment in 
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technology is still low. Besides the uptake in Automated Teller Machines (ATMs), credit cards, debit cards, agent 
banking, mobile banking and branchless banking as mentioned above, partnering with different hospitals13 or 
shops and delivering through telecom and Mobile Network Operators (MNOs)14 have begun so that customers 
are at ease.15 However, Nepali banking industry still lacks digital infrastructure as there is reluctance among 
the banking investors and bankers to invest in technology.16 

Limited innovation in financial products and services but intense competition: The essential functions 
performed by BFIs have remained relatively constant over the past several decades. All BFIs offer similar 
products and services with minor deviations in the delivery process.17 Thus, as the BFIs are following traditional 
banking approaches and offering homogeneous products, they lack innovation facilitated through healthy 
competition. A high level of competition might benefit the customers; however, excessive competition is not 
good or suitable from a banking point of view because BFIs are dealing with both the confidence and the funds 
of the public.18 

That said, competition in the banking industry is increasing with great intensity. The principle of “survival of 
the fittest” will hold under such a scenario, resulting in a condition where a bank has to increase its efficiency 
(return on assets and return on equity) to win the competition.19 

Evidently, the types of products and services that BFIs offer enable households and firms to participate in the 
broader economy. By providing vehicles for investment of savings, extension of credit and risk management, 
they fuel the Nepali society. Thus, the state and policies of financial institutions and the interaction between 
each BFI is crucial.20 

However, due to BFIs practicing traditional banking approaches with limited digital advancements, the 
reluctance to investing in technology, collateral-based lending, risk less approach,21 and interest volatility, these 
do not benefit the Nepali society. Moreover, issues of good governance, such as composition and qualifications 
of the board members and term of the chief executive, separating bankers and businesspeople and boards’ 
oversight of senior management, are yet to be implemented effectively.22

Interest rate volatility: The liberalisation of the banking sector also liberalised interest rates. Prior to 
liberalisation, NRB controlled and set the interest rates (both the deposit and lending). However, the banking 
sector abolished the controlled interest regime in Nepal on August 31, 1989.23 This was primarily done to 
increase competition as the number of banks started to increase. Although, the interest rates considerably 
stabilised and fluctuated less post-liberation, occasionally, the NRB has voluntarily interfered after detecting 
discrepancy in the high interest rate spread between deposit and lending rates.24 Furthermore, NRB in a bid to 
stabilise long-term interest rates on deposits and lendings introduced an Interest Rate Corridor (IRC) through 
a monetary policy for the FY 2016/17. However, the IRC scheme has been understood to be rather ineffective 
in alleviating interest rate volatility.25 It has been indicated that instead of competing against other banks for 
their expansion through interest rate, banks colluded.26

1.2.3 Cartel Behaviour in Banking Sector

Despite transformational changes in BFIs, larger reforms and development still remain to be accomplished. 
Liberalisation may have increased the efficiency of the sector and brought improvements in terms of financial 
health and competitiveness, making it an integral part of the economy; however, structural and institutional 
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weaknesses still persist, thus making efforts for reforms much more necessary. The banks are clustered in urban 
and semi-urban areas, credits outpace deposits, competition has not spurred innovation and technological 
advancement, and issues of interest rate volatility still persist. In fact, the liberal reforms have been stated to 
have minimum impact on mobilisation of financial saving, currency stabilisation and interest rate.27

In this context, the study aims to analyse weaknesses in the banking sector of Nepal through the point of view 
of competition or the lack thereof due to alleged collusion by commercial banks. 

The Competition Promotion and Market Protection Act 2007 (2063 B.S.) of Nepal provides legal provision 
to make the national economy more open, liberal and market-oriented and competitive by ensuring fair 
competition among persons or enterprises producing or distributing goods or services. The act aims to ensure 
that quality goods and services are available to the consumers at competitive prices by controlling monopoly 
and restrictive trading practices and removing unfair competition in trade practices. The act identifies and 
aims to prohibit various activities that are deemed anti-competitive as described in Annex 1. Additionally, 
BAFIA 2017, under section 50, sub-section 1, restricts banking and financial institutions from creating any 
type of monopoly or other type of restrictive practices as a collusion of banks or financial institutions. It also 
prohibits any act that creates an artificial hurdle in the competitive environment in the financial sector, with an 
intention of getting undue advantage.

However, it has been alleged that commercial banks of Nepal have displayed collusive behavior.28 It requires a 
formal or informal agreement or arrangement to collude and not to compete and restrict competition. Banks 
have been accused of colluding to manipulate interest rates and thus may have perceived to display cartel 
behavior.29 As collusive behavior promotes monopoly by restricting competition, the collusion amongst the 
nation’s commercial banks is illicit, unjustifiable, selfish, and harmful to the market and consumer welfare.

Financial stability and bank competition are considered to be important drivers that lead to economic growth, 
but the collusion has an adverse impact on these. Competition in the banking sector is essential when it 
comes to alleviating efficiency and maximising social welfare.30 Although the competition-fragility hypothesis 
concurs that competition amongst banks results in increased fragility, the competition-stability hypothesis 
claims that more competitive banking results in financial stability. An empirical study to examine the impact 
of competition on the banking system of Nepal showed that there is a positive relationship between higher 
banking competition and financial stability—this supports the competition-stability view.31 While the study 
revealed mixed results in terms of the impact of bank’s competition on overall risk, it did show that competition 
in the banking sector is found to result in a decrease in credit risk, thus contributing to financial stability.

Even though the banking sector could have a large number of banks with the market being less contestable, 
anti-competitive behaviour could still persist. An increase in concentration or decrease in competition amongst 
the banks in the loan markets results in charging higher interest rates on business loans.32 The charging 
of higher interest rates could deter investments as borrowing from banks could be costlier. Furthermore, 
repayment of loans could be difficult for borrowers and could indirectly influence them to engage in more risky 
projects and/or investments in order to compensate for high loan rates.33
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Literature Review

2.1 International Context

The existence of a cartel may or may not always be apparent as there may not exist formal agreements or 
contracts, communication logs, or recordings between colluding parties that could prove collusion. Generally, 
cartel formation in any sector is indicated by factors such as entry barriers, formation of associations, 
homogeneity of products, and restricted number of firms, etc. However, such factors only indicate cartel/
collusion but not necessarily prove its presence.34 I Since information related to cartels and their collusive 
behavior is not apparent, it could therefore be derived from actual cases where offending organisations have 
been officially implicated and, at times, prosecuted. In other cases, such informal agreements that could 
not be proven or verified formally could only be deduced to be collusive and cartel-like behavior through 
circumstantial evidence or the outcome of the alleged collusion.
 
In this light, this section deals with the review of behavior of banks in various parts of the world that were 
identified as being against the spirit of competition due to possible collusion and cartelism. As mentioned 
earlier, the cases of both proven and suspected cartel cases that circumstantially indicate collusion throughout 
the banking sector around the world have been considered. The overarching idea is to not just understand 
whether cartel behavior exists within the banking sector, but to comprehend the various subtle practices that 
they adopt which can be termed as collusion and cartels. Understanding the cartel practices in the banking 
sector of other nations would help shed some light on possible similar behavior that banks in Nepal may or 
may not be engaged in.

Banking sector plays a crucial role as a financial intermediary that fosters economic growth. They are the 
institutions that channel resources from one source to another and, in the event, ensure continuity and growth 
in economic activity. They play a central role in the planning and implementation of financial policy and act as risk 
insulators not only of financial nature but also of political and economic. Any turmoil and crisis within the sector 
would have a severe impact on the economic wheel of a country that could spill over to other sectors causing 
larger catastrophe. Large-scale crises such as the 2008 global recession and the London Interbank Offered 
Rate (LIBOR) Scandal have attracted massive attention and scrutiny to the banks and financial institutions. Due 
to the overarching scale of impact, the sector draws persistent attention and scrutiny. One such instance that 
is in context of this study is of collusive behavior that banks have been found to be engaged in.

Table 9 below lists the major cases wherein instances of colluding have been found as a banks’ practice. The 
information in the table has been sourced from various research studies, reports, journals, news articles, and 
other sources to identify the instances. The table also contains the cases of speculated and/or alleged collusive 
behavior that may or may not have been proven. More detailed explanation of the syndicate-like behavior listed 
here is discussed in the sections below. The idea is not to show the existence of anti-competitive behavior but 
to show the kind of activities that were carried out by banks in collusion
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Period Geographic 
Region Colluding banks Nature of collusion

2000 Uganda (Africa) Commercial banks Collusion in order to fix interest rate margins.35

2002-
2011 Turkey (Asia) Major banks

*Anti-competitive agreements regarding the 
limitations of promotions offered to private and 
government companies for salary payments.

*Conducting anti-competitive policies 
regarding loan and deposits rates as well as 
credit card services.36

2005-
2008 Europe

Barclays, Crédit 
Agricole, HSBC, 
JPMorgan Chase, 
Deutsche Bank, RBS 
and Société Générale

The traders' aim was to distort the normal 
course of pricing components for euro interest 
rate derivatives. They did this by telling each 
other their desired or intended EURIBOR 
submissions and by exchanging sensitive 
information on their trading positions or on 
their trading or pricing strategies37

Derivatives traders at numerous panel banks 
were found to have requested submissions 
aimed at benefiting their trading positions.

2008-
2013 Europe 

Barclays, Royal Bank 
of Scotland, Citigroup, 
JPMorgan and MUFG 
Bank

The traders coordinated through online chat 
rooms to rig the spot foreign exchange market 
for about 11 currencies.38

2016-
2017

South Africa 
ABSA Bank Limited, 
Barclays Bank, Investec, 
Standard Bank of 
South Africa, Bank of 
America, Merrill Lynch 
and BNL Paribas.

The banks were found to be affecting currency 
prices (US Dollar/Rand currency pair) in their 
favour by agreeing to hold trades, take turns 
in trading and even refrain from trading in 
some cases. The communication among the 
cartel members to coordinate currency trades 
took place through chat rooms (coded “ZAR 
Domination”), meetings and phone calls.39

2009-
2015

Europe Deutsche Bank, Credit 
Suisse, Crédit Agricole

Collude to manipulate a multi-trillion-dollar 
government-backed bond market40

1988-
2009 Turkey Eight major banks Major banks in Turkey colluded in the loan 

market from 1988 to 200941

2019  India Banks and real estate 
firm

SC accused banks for failing to monitor the 
end use of loans to the real estate firms42

2003-
2012 Europe

Deutsche Bank, 
Barclays, UBS, 
Rabobank, HSBC, Bank 
of America, Citigroup, 
JPMorgan Chase, Bank 
of Tokyo Mitsubishi, 
Credit Suisse, Lloyds, 
WestLB, and the Royal 
Bank of Scotland

Famously known as the London Interbank 
Offered Rate (LIBOR) scandal, the collusion 
involved bankers at major financial institutions 
who had been manipulating interest rates for 
the purposes of profit since 2003.

LIBOR helped the British Bankers Association 
(BBR) to set interest rates on corporate loans 
issued collectively by multiple banks.43 In an 
attempt to make profits, the colluding banks 
falsely reported interest rates to manipulate 
the market.44

Table 9: Some of the cases of collusion between banks



INSIGHTS ON NEPALI BANKING SECTOR 20

www.nepaleconomicforum.org

2011-
2015  Malaysia Goldman Sachs, 

Falcon, BSI, Coutts

Goldman Sachs executives were involved in 
bribery, misinformation, money laundering and 
embezzlement in the 1Malaysia Development 
Berhad (1MDB) scandal.

Swiss Banks Falcon, BSI, and Coutts were 
charged for breaching money laundering 
regulations in relation to the 1MDB scandal.45

2010 Europe Royal Bank of Scotland 
(RBs) and Barclays 

The professional practices coverage unit of RBS 
was alleged to have revealed their pricing plans 
to Barclays during social and industrial events 
and also through telephone conversations.46

2007- 
2010 Europe 

UBS, RBS, Deutsche 
Bank, Citigroup, and JP 
Morgan Chase

The Yen Interest Rate Derivatives (YIRD) 
cartel involved discussions between traders 
about commercially sensitive information 
such as their current and future Yen LIBOR 
submissions. 47

2008- 
2009 Europe RBS and JPMorgan 

Chase

RBS and JP Morgan were found to be running 
a bilateral cartel in order to influence the Swiss 
Franc LIBOR rate. 48

2015 Australia

Australia and New 
Zealand Banking 
Group Limited 
(ANZ), Citigroup, and 
Deutsche Bank.

Six executives of the banks were charged for 
cartel-like conduct relating to the sale of the 
unsold shares of ANZ worth AUD 2.5 billion to 
investors.49

As per Table 9, it could be determined that the collusion takes place quite often between the banks. Although 
not all collusion cases have been taken into consideration, it does however show that collusion does take 
place irrespective of regions and the type of economy. Furthermore, it could also be analysed that often it 
is the banks that collude amongst themselves, with exceptions where banks colluded with firms from non-
banking sectors.
 
It is clear that the banks were engaged in collusion with only one motive and that is profit. Also, banks colluded 
because a syndicate-like behaviour was more favourable than competition among themselves in matters 
related to interest rates determination, exchange rate determination, pricing and so on.

3. Nature of collusion (some commonalities)

Numerous cases of collusive behaviour in banks and the nature of collusive behaviour among banks were 
identified, and the section below highlights the major and the most common cases where the banks, under 
various geographic nations and economies, colluded.

Collusion to fix interest rates: The most common form of collusion that fits into the frame of “cartelisation” is 
the collective fixing of interest rates. Banks collude when competition is unfavourable, and collusion promises 
more returns. However, such anti-competitive behaviour of banks fixing interest rates comes at an expense, 
i.e., higher interest rates. It has been shown that cartelisation leads to a rise in interest rate margins.50

High interest rates are detrimental as they would limit investments through borrowing. A perception is created 
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that higher interest rates means a higher risk of borrowing—this could demotivate potential borrowers from 
being investors. Higher interest rates means diminishing returns on savings and investments by entrepreneurs 
and individual households too—this could damage private equity.51 Loss of capital by entrepreneurs who fail 
to meet their financial obligations means that there is minimal capital multiplier effect from past investment; 
this hinders economic growth and development.

Collusive benchmark rates fixing: Another common practice that is deemed cartelism is that of banks 
colluding to manipulate foreign exchange rates of various currencies for financial gain. The cause of concern is 
that fixing the benchmarks have been vulnerable to manipulation because the rates are set as per contributions 
made by the market participants who are also involved in trading financial products.52 As those financial 
products are valued on the benchmarks, this gives the market participants (like banks) financial incentives to 
misrepresent their contributions.53

The collusion not only has monetary implications but also psychological. Trustworthiness of colluding firms 
and individuals are tarnished leading to a lack of trust in the financial system—this eventually will lead to the 
instability of the financial market.54

Collude to form a loan syndication: Banks also collude in the loan market. Although syndication improved 
loan monitoring abilities, it also led to price collusion.55 Additionally, loan syndication created a distortion, by 
leaving the most effective monitor of the loan with less than full participation in the loan.56 A comprehensive 
study by the European Commission showed that although anti-competitive behaviour in the sector is low given 
the competitive process in the selection process of lenders by the borrowers and sponsors, there exists a 
possibility of competition law risks, such as (a) formation of the syndicate/information exchange, (b) competitive 
bidding process, (c) post-mandate to loan agreement, (d) the provision of ancillary services by syndicate banks, 
and (e) refinancing in conditions of default.57

Collusion to manipulate interbank interest rates (LIBOR, EURIBOR): International banks have collectively 
manipulated the interbank interest rates, such as LIBOR, for the purposes of profit. The banks that were in 
collusion falsely reported interest rates in order to make profit by manipulating the market.58 Therefore, such 
cartel practices eroded public trust in the financial system and caused enormous financial ramifications. For 
instance, the infamous LIBOR scandal adversely impacted the borrowing and lending of trillions in the financial 
market as the payments of loan simultaneously increased when LIBOR rose and decreased as LIBOR fell.59

The LIBOR Scandal saw multiple prominent banks such as Deutsche Bank, Royal Bank of Scotland, 
JPMorgan Chase, Citigroup, Barclays, UBS, and Rabobank colluding with each other in order to manipulate 
LIBOR, a benchmark interest rate that is used for the pricing of interbank transactions and derivative 
products globally at the international financial markets.

It was reported that banks involved in the collusion had maliciously underreported the borrowing costs 
with an aim to conceal their precarious financial situation in the midst of an uncertain market, and they 
also manipulated the interest rates on financial LIBOR-based instruments to make gains on banks’ income.

Box Story 1: London Interbank Offered Rate (LIBOR) scandal
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The scandal eroded the trust of the public towards financial institutions with deep economic and social 
impacts on various stakeholders such as investors, pensioners, banks’ customers, mortgage holders 
and many more.

The above section highlighted some of the prominent collusive behaviours that were found to be practiced 
by banks, internationally. It was also determined that various types of collusive practices were in play, which 
were used to extract profits in an unfair and anti-competitive manner. Additionally, some of the common types 
of cartel behaviour were also listed and briefly discussed in the above section. Given that, this section will 
highlight the results of collusion and the prominent impacts as per the available literature.

Interest rate discrepancy: A study shows that evident price discrimination exists between big and small 
loans offered by commercial banks, in terms of interest rates.60 Commercial banks’ loans of smaller size carry a 
higher interest rate as compared to loans of bigger size. Banks justify their actions by stating that their lending 
decisions are based on risk perception, i.e., charging higher interest rates to customers with weak credit 
standing will compensate for a possible loss. Since smaller businesses have fewer source of funds available to 
them and have less bargaining power with a particular bank, banks are thought to take advantage by charging 
higher interest rates to small borrowers. 

Competition and concentration required for stability: Collusive behavior allows competing companies 
to fix prices or outputs, share markets and coordinate conditions for sale, thus mitigating competition. A study 
suggests that stronger competition implies significantly lower spreads between bank and market interest 
rates for most loan market products. The study concludes that banks tend to price their loans in accordance 
to competitive pressures through the Error Correction Model (ECM). Where the loan market is stronger, larger 
bank spreads on current and time deposits have been observed, resulting in lower interest rates. Competition 
in the banking sector results in a decrease in credit risk. The findings of the study suggest that concentration 
in the banking system is detrimental for financial stability.61

Probability of higher non-performing loans: The competition stability view suggests that a high interest 
rate in less competitive environments may cause borrowers to take higher risks, resulting in a higher probability 
of non-performing loans and a more fragile system.62 The higher interest rates on loans make it harder for the 
borrower to repay and create a moral hazard for borrowers to shift into riskier projects to compensate. This 
practice results in an increased default risk and a higher bankruptcy risk for banks.63

Collusion may lead to lack of product innovation: Empirical research suggests that if successful in 
curbing competition in the market, in addition to the impact on the prices paid by consumers and producers, 
cartels may also have adverse effects on process and product innovation resulting in slower improvements 
in internal efficiency and product quality, respectively.64 Theoretically, cartel activity reduces the competitive 
pressure, which gives firms incentives to invest in research and development in order to survive and potentially 
differentiate their products from others’ and increase productivity. In the absence of such pressure, firms move 
ahead with the status quo. In addition, innovation may destabilise cartels by making it harder for cartelists to 
maintain the agreement, and this provides further incentives for cartelists to reduce innovation in the sector. 

3.1 Impact of Collusion
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However, no evidence has been found to support this claim.65 Some case studies show that cartels have 
caused delays in sector innovation and productivity.66 However, another study found no apparent effect of 
collusion on innovation. However, this can be because cartel behavior occurs in sectors with homogeneous 
products with limited scope of innovation.67

Price effects: A study states that the most successful cartels would potentially be able to raise prices from 
the competitive level to the monopoly level.68 However, if the difference between the cartel price and the 
counterfactual price is too large, this may make the cartel unstable both because it induces entry and it 
creates incentives for cartel members to deviate from the cartel agreement. Cartel behavior not only causes 
harm to consumers of the product or service, but also causes harm to lost buyers who choose not to buy the 
product or service due to increase in prices. Evidence suggests that the median cartel overcharge is in the 
order of magnitude of 23%–25% of the counterfactual price and the average cartel overcharge is in the order 
of magnitude of 46%–49%.

Other effects of a cartel can include lack of transparency, where processes and transactions are not made 
available or disclosed in entirety to the public. For example, members may agree to hide prices or withhold 
information such as hidden charges in credit card transactions. Similarly, cartel members can get involved in 
carving the market where they reach an informal agreement to fragment the market into territories or regions 
and not compete in each other’s territory.

With this being said, a few studies also argue that cartels may have some legitimate benefits as well. For 
example, in the case of export cartels it has been argued that export cartels can be beneficial for the domestic 
economy because it allows exporting firms to exploit possible market power in export markets and/or achieve 
efficiency gains by centralising common sales activities. However, it should also be noted that while export 
cartels may be beneficial for the hosting country, the harm from the cartel may be displaced to foreign buyers. 
Also, in case of an economic downturn, cartels can generate a series of positive effects, such as avoidance of 
overproduction of a good or service through limited offering, and controlled supply and limitation of numbers 
declaring bankruptcy due to fixing of price above a breakeven point as opposed to the supply and demand 
ratio determining prices below the production costs.69

3.2 Pertinent Cartel/Collusion Cases Reported in Nepali Banking System
We know that a common practice prevalent in Nepal is for businesses to establish associations with the 
aim of protecting their professional interests and, at times, use such associations to lobby the government 
to formulate favourable policies and regulations to proliferate their businesses. Various such associations, 
for example, Nepal Association of Travel Agents (NATA), the Airlines Operators Association of Nepal, Private 
and Boarding School’s Organisation (PABSON) represent businesses from respective sectors. Similarly, in the 
banking industry, Nepal Bankers’ Association (NBA) represent the banks of Nepal. Additionally, associations 
like Development Bankers Association Nepal, Nepal Microfinance Bankers’ Association (NMBA) also exist in the 
banking sector. In this light, in many instances, questions have been raised and conclusions have been drawn 
(albeit unilaterally) regarding collusive behaviour being practiced by commercial banks in Nepal. This section 
highlights the collusive and non-competitive behaviour that banks and associations, including NBA, have been 
purportedly engaged in.

In general, when the banking industry is viewed as an “industry”, it is considered as merely one of the many 
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industries operating in the country. But when the focus is put on the financial aspects of the banking industry 
i.e., on the money and other financial assets, it comes to assume an analytical importance, which bears greater 
interest than the study of the industrial organisation of this sector. Hence, there has not been much interest 
in analysing the banking industry as an industry.

Thus, it is imperative to understand and examine the kind of environment the BFIs operate in and what their 
objectives are. For instance, in Yoshiro Tsutsui’s report, ‘Japan’s Banking Industry: Collusion under Regulation70’, 
the author claims that it is crucial to understand if the government regulations have constrained the activities 
of the banks, if the banks have been placed in an environment where they are obliged to engage in competition, 
and what the relative bargaining powers of the banks and the borrowers are.
In this regard, there have not been many theoretical analyses of the industrial organisation of the banking sector 
in Nepal. There are very little published articles or journals known to date related to the above-mentioned 
aspects, but, at the same time, numerous issues have come forth in the form of news articles pertaining to 
collusion cases. Since this study focuses on cartel-like collusive behaviors in the banking industry, it is a subject 
to dive deep into and has been presented through the following cases.

Interest-rate fixing: One of the most prevalent forms of anti-competitive conduct in the banking sector of 
Nepal is the practice of interest rate fixing. For instance, in 2010, it was noted that interest rates on deposits 
were manipulated by the commercial banks.71 Involved parties justified that interest rates were spiralling out of 
control due to the lack of intervention from the regulatory authorities and it may lead to unhealthy competition 
among the banks if the interest rates were not fixed through an agreement. Ultimately, no action was taken by 
the authorities against such practices. and such practices to fix interest rates on deposit continued.72 

There is an informal understanding among the group of commercial banks and its representative association 
of not offering a rate that is beyond the collectively agreed upon rate for fixed deposits and savings deposit. 
It reasons that an increase in the interest rates other than the agreed upon rate would mean a subsequent 
increase in lending rates, which will further prevent the growth of the private sector, threaten the financial 
stability in the banking system, and stifle the growth of the economy. However, such informal agreement 
has been dishonoured in the past as a bank went astray and offered deposit rates without an agreement or 
approval from the consortium. Box 2 below highlights this case of a fallout between the association and the 
bank that broke the gentlemen’s agreement and the consequences it faced for secession.

In 2018, one of the 28 commercial banks of Nepal decided to split from the collusion between the 
commercial banks and start offering higher interest rates on deposits to the borrowers. It started offering 
up to 12% on fixed deposit and up to 10% on savings deposit, which were above the ceiling fixed by 
Nepal Banker’s Association. The bank was of the view that interest rates should be determined by the 
market dynamics and is not to be tampered with. This is indeed in line with the characteristics of a market 
economy and has also been enshrined in the Banks and Financial Institutions Act (BAFIA).

Despite such reasoning, this decision was harshly reacted upon by the association, pushing other member 

Box 2: Case of collusion among Nepali commercial banks



INSIGHTS ON NEPALI BANKING SECTOR25
NEPAL
ECONOMIC 
FORUM

www.nepaleconomicforum.org

banks to not carry out any interbank transactions with the bank in question. This implied that it would be 
difficult for the ousted bank to receive short term loans from other banks, and it would now have to go 
to the NRB to get money at an interest rate of 7% against the 4.4% that it would have paid to the other 
member banks. Three days later, the expelled bank reached an informal agreement with the association 
and agreed to lower its interest rates to 8% on savings deposits and 10% on fixed deposits. 

This implies that although theoretically speaking, the articles in BAFIA have the potential to bring a significant 
improvement, the implementation part has not been as effective as was originally thought. The prevalence 
of anti-competitive practices hinder the process of creating a competitive environment in the marketplace.

Feud between the Nepal Bankers’ Association and Development Bankers’ Association: In 2075 B.S. 
(2019), NRB initiated a campaign, Open Bank Account Campaign, through an official circular targeting each 
Nepali citizen and encouraging them to open a bank account of their own.73 When advertisements regarding 
the same started pouring in, the Development Bankers’ Association (DBA) was neither informed nor included, 
leading to an argument between the NBA and DBA. The NBA even went on to withdraw its deposits from the 
development banks due to the debates. In the interviews that rocketed after the feud, DBA claimed that NBA 
acts as the superior association and tries to undermine all other banks and associations due to the existence 
of weak political lobbying and a lack of a clear blueprint on the part of the other associations.74

Price discrimination75 between big and small borrowers: A report titled ‘Competition, Competitiveness 
and Development: Lessons from Development Countries’ published by the United Nations Conference on 
Trade and Development (UNCTAD) recognises that it is very common for business associations in Nepal to 
convert themselves into cartelising bodies. Even barbers in Nepal have their association, and thus, this practice 
goes on to other bigger sectors of the economy. The report stated that in Nepal, manufacturers, who demand 
protection and oppose competition in their respective sectors, complained about collusion in the financial 
(mainly banking) sector.76 This kind of anti-competitive practice limited their access to credit as only a few big 
manufacturers were given credit—thus, this further impeded their ability to become competitive.

The same report also noted that some businesspersons engaged in anti-competitive practices publicly 
defend their behavior and believe that forming a syndicate works as an orderly mechanism that assures the 
consumers of uniform price and quality of service (as per their benchmark). In line with this argument, it has 
been observed that there is blatant price discrimination in the financial sector, wherein banks tend to provide 
a lower interest credit for big borrowers and charge higher interest to small borrowers for the same category 
of loan. It has also been revealed in many articles that almost half the number of commercial banks have a 
very high concentration of big loans over their total loan portfolio, indicating a high level of risk that they are 
exposed to.77 In such a situation, banks justify their actions by relating this practice with their risk perception, 
i.e., charging higher interest rates to customers with weak credit in order to maintain a cushion for a possible 
loss. However, this argument in turn backfires as a major portion of banks’ Non-Performing Assets (NPA) is 
concentrated in big business houses.78

With such price discrimination and difference in credit given to different set of borrowers, the major implication 
is that there will be reduced access to credit for small businesses and start-up ventures. This brings one back 
to the issue of competitiveness as it curtails the competitiveness of existing small businesses and also creates 
a barrier to entry for new entrepreneurs.
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The above section identified some of the pertinent collusive behaviour within the Nepalis banking sector. 
It revealed some of the challenges and issues that plague the sector—these need to be rightly addressed 
through necessary reforms. The following section covers the qualitative part of the study wherein it analyses 
competition and collusion through information gathered by means of primary survey through interviews.

4. Analysing the Banking Sector in Terms of Competition and 
Collusion

The results of the study were obtained by means of interviews with relevant personnel and experts from both 
the banking and non-banking sector of the Nepali economy. The questionnaire was designed in a way so as to 
understand and evaluate experts’ views in terms of competition and collusion amongst commercial banks and 
understand the rationale behind collusion and their impact thereof due to such behavior. The questionnaire 
also focuses on identifying the validity of the various cases of collusion amongst commercial banks in the 
recent past. The section begins by highlighting the overall stature of the banking sector in terms of competition 
and the role that the regulators play in creating an environment that facilitates or stifles competition amongst 
commercial banks.
 
To analyse the competition and collusion in the banking sector, the outcome of the study have been discussed 
in relevant headings.

4.1 Stature of Competition in the Banking Sector of Nepal

To begin with, the economic liberalisation of the 1980s brought significant transformation in the financial 
sector that propelled the growth of BFIs in Nepal. The banking sector has come a long way since the early days 
although substantial room is still left for improvement and progress. 
 
In terms of competition amongst commercial banks, numerous interpretations were drawn through the 
interviews with experts. However, the overall views expressed on competition among commercial banks 
in Nepal was rather bleak. It was determined that although banks compete, they are merely competing on 
commodities rather than on products, and hence they come up with indistinct products with only certain 
modifications. For instance, banks compete aggressively and undercut one another in terms of attracting 
customers by providing women focused schemes, regular salary accounts, no balance deposit account and 
so on; however, banks competing at such capacity are viewed only at an operational level and therefore they 
lack stand-out products with a Unique Selling Point (USP). It was laid out that a common trend is that a leading 
bank would come up with a new product and promptly other banks would emulate that and come up with 
their own product with minute modifications.

Additionally, the existence of a number of BFIs in the economy was also raised as an issue. Although the number 
of banks in Nepal have drastically reduced over the recent past, it was questioned whether 27 commercial 
banks were indeed needed considering the population size and economy of Nepal. Considering the size of 
the bankable population, the competition among the 27 commercial banks is intense despite the reduction in 
the number of banks. Furthermore, the competition is intensified by the ever presence of development banks, 
and SACCOs who are fighting for the same customers. Therefore, the issue is less about intensity and more 
about sustainability—there might be too many banks competing for the same customers by offering nearly 
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the same products with a marginal difference. Therefore, due to such scenarios, it was pointed out that banks 
engage in unhealthy competition. 

4.2 Nepal Rastra Bank’s (NRB) Role in Facilitating Competition

As a regulatory institution, NRB exercises authority and control over the banking industry with the legal powers 
bestowed upon it through NRB Act, through various regulatory provisions, and the whole composition of it 
allowing itself a special authority particularly over BFIs. Therefore, NRB, in comparison to regulators of other 
sectors of the economy, is considered as one of the most powerful institutions in the nation that is in a position 
to build and foster a competitive environment in the banking industry. 

The financial sector reforms brought in during the mid-1980s resulted in the easing of entry barriers for 
joint ventures and new private banks. The reforms fostered competition as it increased the number of BFIS, 
particularly commercial banks. However, through the interviews, it was posited that despite competition 
amongst banks having increased over the years, much more needs to be done by the NRB. It came to light 
that NRB would be required to create a more competitive environment by easing restrictions and regulations 
imposed upon commercial banks. For instance, the ban set by NRB on bill discounting has restricted banks 
from exploring other sources of revenue and thus constrained free market economy and stifled competition. 
Additionally, the absence of alternative markets, such as fixed income and commercial paper market, has 
curtailed the private sector in raising funds from alternative sources, such as debentures and commercial 
papers. This scenario has resulted in banks functioning in a status quo that lacks competition. It was stated that 
if the banks could introduce reforms in areas like fixed income, debt, etc., then it would introduce competition 
from different sources and not be limited to banking institutions competing against each other. 

Therefore, owing to this, it was exerted through the interviews that it is best for the NRB to leave the competition 
to the market and exhibit restrain on exerting a lot of control over the banks—it should let banks operate with 
much-needed freedom, as in the developed nations. In essence, it was conveyed that excessive restrictions on 
banks suppress competition in the country, rather than fostering it. Some also expressed that the central bank 
in Nepal has not been able to facilitate real banking as it has been operating in a traditional manner. 

Nepal Rastra Bank’s (NRB’s) tendencies of micromanagement have also adversely impacted the commercial 
banks. For instance, it was highlighted that though the banks wanted to be innovative and become more 
efficient, they were not rewarded for their efficiency and good conduct. Hence, this has resulted in banks 
securing their positions and working in a manner that ensures their survival and continuity. However, on the 
other hand, it was also acknowledged that NRB’s highhandedness and micromanagement were also a result 
of banks’ not keeping consumers’ welfare in the forefront. Instances wherein borrowers were charged a loan 
processing fees of about 4%, which was a sign of predatory behavior, are a case in point. Such intervention by 
the NRB to portray highhandedness was the banks’ own doing.

4.3 Nepal Bankers’ Association (NBA) and the Commercial Banks

To understand the role of the NBA in the banking industry, it was first important to determine the views on 
associations in Nepal and their role as a representative organisation. The views on associations were that they 
are important provided that they function for the betterment of the sector. For instance, it was highlighted that 
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during the insurgency period, various organisations representing respective industries were able to mitigate 
losses aced by their member institutions. Such organisations proved efficacious in protecting the interests of 
the organisations they represented, not only by protecting them from the rebelling political groups but also 
by shielding them from hawkish taxation policies of the government. However, associations that were formed 
in the yesteryears to protect their members have now been involved in oligopolistic behavior patterns. It was 
determined through the interviews that collectives now are no longer a group of like-minded entities that 
come together to express a commonly held view but rather come together to form associations in order to 
use them to actively lobby rules and regulations to be formed or changed in their favour for their own benefit. 
It was highlighted that if the regulators are regulating the sector efficiently and organisations are functioning 
well then there is no requirement for associations.

Nepal Bankers’ Association (NBA) is an organisation that represents the commercial banks. In their own 
words, the NBA states, ‘In view of growing banking business in Nepal, it has been felt necessary to establish an 
Association for collective efforts and participation of the banks to establish and enhance the interrelationship 
and co-ordination among the commercial banks incorporated in Nepal in order to develop a fair and healthy 
competition among the banks, to maintain uniformity in the policy and procedures of loan and other banking 
transactions, to develop and adopt creative and modern technology. To make the banks more effective and 
efficient, and to identify the problems and implement the remedies associated with the business of the banks, 
and institution with the name’. Hence, it could be understood that the NBA is an institution that works to 
improve the functioning of the member banks and ensure a healthy competitive environment among them. 

However, through the interviews it was understood that the views expressed on the role of associations are 
rather similar and applicable in the case of NBA as well. For instance, banks in Nepal just like various other 
institutions came together to form the NBA in order to lobby on their behalf to seek protection during the 
insurgency period or from the incumbent government or against various political bodies that they had to 
contend with. Therefore, the necessity and the reasonability of NBA was stressed by one of the interviewee, 
particularly when one needs their voices to be heard for various matters such as spreading financial literacy, 
lobbying, sharing best practices, and so on. Furthermore, it was also highlighted that the presence of the NBA 
is valuable when the government institutions want to discuss matters at the policy level. It is rather convenient 
and appropriate to approach the representative institution such as the NBA than each individual bank. 
Following that, the commercial banks can quickly reach a consensus on key issues and relay the message back 
to the government through these associations. Such a mechanism is considered easier and more efficient.

Although the rationale for the presence of associations such as NBA was stressed upon, wherein their primary 
objective to foster improvement of the overall banking industry and provide suggestions collectively towards 
betterment of policies was highlighted, the same is not the ground reality. On the contrary, it was indicated 
that the association representing the commercial banks has been seen functioning jointly in a union, which is 
against the benefit of the general public and the economy. Furthermore, it was also highlighted that though 
they try to bring new policies that benefit the banks that they represent, as soon as there is competition, the 
policy is withdrawn. 

The views expressed in terms of the need of associations were that they were required to push the banking 
sector forward and not for the purpose of colluding. Similarly, it was indicated that although it is optional for 
banks to join the association, banks would want to join, nevertheless. The reason being was that as there are a 
limited number of banks, they would want to stay updated and access many facilities. For instance, a member 



INSIGHTS ON NEPALI BANKING SECTOR29
NEPAL
ECONOMIC 
FORUM

www.nepaleconomicforum.org

bank would be allowed to avail the facility of interbank lending, whereas a non-member would face difficulties 
in accessing funds from other banks during their times of need. Therefore, a situation exists wherein a bank is 
compelled to join the association.

4.4 Collusion of Banks to Fixate Interest Rates

In the context of Nepal, through the interviews, it can be said that the most commonly known collusive 
behavior to the general public is said to be interest rate fixing. Over the years, media houses have also shed 
light on instances where banks have been alleged for entering into a gentlemen’s agreement. In the recent 
past, NBA had decided to punish NIC Asia by excluding it from the interbank lending when it broke away from 
the informal agreement among 27 commercial banks and started offering higher interest rates on deposits. 
This syndicate-like behavior of NBA had raised many questions regarding the independence of such banks. 

Through the interviews, it could be observed that the collusion was at a policy level, where deposit rates would 
be fixed with the aim of generating substantial profits or meeting profit forecasts. Fixing of deposit rates 
pretty much fixes the credit rate as well, based on the cost of funds for each bank. For example, if the banks 
agree to fix the deposit rate at 8%, no banks are implicitly allowed to deviate. This would result in credit rates 
to be in double digits, like at least 13%–14% with a difference of 2%–-3% for different banks, based on their 
respective operational efficiencies. This would change the entire scenario as it affects credit growth, profit, and 
customers. 

Additionally, according to our study findings, this is further supported by the “you scratch my back and I'll 
scratch yours” behavior banks engage in. Since there is a limitation which restricts a bank to lend to its owner, 
and banks are mostly owned by big business houses, bankers have found a workaround around it. There 
is a general practice of bankers lending money to each other at a discounted rate during times of need. 
Furthermore, institutional depositors benefit from the high bargaining power they hold as they have huge 
volumes of funds to be deposited. In order to attract these deposits, banks provide a higher deposit rate, 
which ultimately raises the cost of funds for lending. So, banks resort to fixing interest rates in order to survive.

4.5 Higher Expectation of Returns

With the NRB regulation expanding the capital base from NPR 2 billion to NPR 8 billion, the key shareholders 
of the bank anticipate higher returns on their investments. Furthermore, the majority of the listed shares in 
the share market are from the financial sector, thus having a considerable influence on the movement of the 
NEPSE index. This results in owners and promoters of banks being highly influential in the ecosystem. There 
have also been cases when bank promoters have directly sought government intervention in the functioning 
of autonomous monetary institutions, through their representative association, namely the Confederation of 
Banks and Financial Institutions Nepal (CBFIN).79 This portrays the excessive influence bank promoters have 
on the government. 

Additionally, the promoters of banks in the country have also been known to make decisions regarding interest 
rate cuts, without consulting bankers.80 There have been instances where the umbrella associations have 
exerted more power over the decisions made by the federation. For instance, CBFIN had made a decision on 
23 April 2020 to reduce interest rates and provide a 10% discount on interest for all types of loans that have 
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to be repaid by April. However, NBA refused to abide by the decision by citing reasons such as the decision 
has to be made by the management of banks rather than the federation, and that even if some banks decide 
to increase/decrease the rates, it should not be a joint decision imposed on all the banks. This often results in 
a clash of roles and power. 

4.6 Influential Bank Promoters

Confederation of Banks and Financial Institutions (CBFIN) has requested the central bank to stop micromanaging 
banks’ internal operation in the meeting with the MoF and have submitted an 18-point demand.81 Many issues 
that should ideally be raised by bankers have been raised via the bank promoters, indicating an overlap of 
responsibilities and authority. For instance, the promoters have suggested that the central bank should not 
micromanage operational issues such as banking fees, interbank service fees, etc. Some of the key demands 
raised by the promoters include a request to have their representation in various government bodies and 
board such as revenue advisory committee, NRB Board, Securities Board of Nepal (SEBON) Board, Nepal 
Investment Board, and Industrial Promotion Board. Likewise, they also want that the central bank should 
facilitate transfers of up to USD 0.5 million investment from Non-Resident Nepalis (NRNs) even without sources 
via the banking channel to promote investments. Further, the promoters have reiterated their demand to 
avail a stockbroking license to commercial banks.82 Also, the promoters have requested for an increase in the 
number of board members, to nine from the existing six, while for the merged entities the number of board 
members allowed should be 11. Such demands often signify the influence they have in the financial industry. 

4.7 Conglomerates and Conflict of Interest

In Nepal, big business houses and conglomerates have a majority shareholding in commercial banks. There 
are regulations in place that bar an investor holding significant shares from availing loans from the respective 
bank. But conglomerates have found ways to circumvent this and move around the regulations. Additionally, 
interviewees also highlighted that since the key managerial people and the heads of these banks move around 
in similar social circles, it becomes easier to avail favours and return them too.

Rather than a collusion, this ownership results in a conflict of interest. The lending portfolio of the commercial 
banks is concentrated on big customers, the majority of whom have stakes in the bank too. The majority of 
the loans in the banking sector go to less than 10% of the borrowers, and these borrowers are big business 
houses. Views expressed that this practice does make sense for the bank because of the transaction amounts 
and costs involved, but it raises questions regarding preferential treatment. Banks need to face additional 
pressure and risk that these companies do not go under, and thus keep injecting additional capital into them. 
The involvement of big business houses in the banking landscape has often resulted in issues like evergreening 
of loans, swapping loans between banks to name a few. With the evergreening of loans, the balance sheet at 
the end of the year looks attractive but hides the underlying risk of these big borrowers defaulting. When the 
borrower is unable to repay and the loan amount becomes too large to handle, the whole banking sector is 
affected. Interviewees feel this is a malpractice frequently occurring in the banking sector, which needs to be 
flagged and regulated. Banks should set aside loan loss provisions. However, since this requires setting aside 
additional funds that can be otherwise loaned out, they refrain from doing so. 

This also affects Micro, Small and Medium-sized Enterprises (MSMEs) as it increases the interest rate they 
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borrow at. In order to attract more depositors, the banks need to increase the deposit rates so that they have 
more deposits they can lend. This is also done with the aim of protecting their existing deposit portfolios, 
particularly that of institutional depositors. In order to make attractive the institutional deposits, banks have to 
offer higher returns; otherwise, they will lose out the deposits to competitors in the market. This again increases 
the lending rate, affecting the MSME borrowers. This cycle keeps on repeating as the lending portfolio of these 
commercial banks is heavily skewed by conglomerates. 

The study findings also convey the need to regulate independent directors and effectively monitor them. 
This would result in increased efficiency and transparency in banking practices. Professional management in 
the board should have the skills and the authority to filter out malpractices and not allowing key stakeholder 
influence to affect the operations. Respondents expressed the necessity of striking a balance within the 
banking system, through improved regulations both by the NRB and SEBON. 

4.8 Other Avenues of Colluding

With the aim of understanding the different avenues of colluding, interviewees were questioned on their views 
regarding other avenues where collusive behavior could possibly exist. Different interviewees speculated on 
the possibility of various collusive behaviors, including financial reporting, consortium financing, loan swapping, 
and homogeneous product offerings. 

While interest rate fixing has been the only collusive activity that has been openly highlighted by the media 
houses, there are possibilities of other such behavior in the financial industry too. Concerns regarding 
homogenous products with very little innovation have been raised. Most banks offer similar products with 
minimal or no difference. While this may not be a syndicate-like behavior, it does beg the question why banks 
do not want to bring out an innovative product or why an association as powerful as the NBA does not want 
to drive and encourage innovation. Similarly, if one looks at financial reporting, specifically post COVID-19, the 
central bank requires impairment of assets, i.e., if the interest has not been received due to the pandemic, 
provisioning for the same needs to be done in the income statement. However, all banks reflect similar 
trends and transactions. A likelihood of a gentlemen’s agreement on reporting and operability does subsist. 
Furthermore, interviewees also suspected collusion in the consortium financing of hydropower projects. It 
can be observed that only a select few banks invest in the hydropower sector. The interviewees suspected the 
involvement of big business houses in bagging such projects as most of the banks in Nepal are owned and 
controlled by a small set of big business houses. 

4.9 Reasons and Impacts of Collusive Behavior 

To understand the avenues of collusion in the banking landscape of Nepal, the purpose of the stakeholder 
interviews was also to identify the reasons behind banks and financial institutions colluding. Interviewees were 
questioned on the rationale behind commercial banks wanting to enter into such gentlemen’s agreement and 
tampering the free flow of the market.
 
To better understand the collusive behavior in the banking sector, potential reasons and their impacts have 
been discussed in the following headings.
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4.9.1 Reasons for Collusive Behavior

Regulatory gaps and easy workarounds: Views expressed that the regulatory gaps around independent 
directors, ownership structures, and management of these commercial banks make it easier for commercial 
banks to engage in such syndicate-like behavior. As stated earlier, the business community owns the majority 
of the commercial banks operating in the country, allowing them to reap various benefits from the banks. 
Additionally, there are laws put in place by regulators, especially regarding majority stakeholders borrowing 
from banks they own a substantial stake in, with the aim of reducing any preferential treatment. But it is easy 
to find workarounds, where key personnel in these banks find a way to help each other, e.g., by providing loans 
at discounted rates. Since the management of the banks often engage in the same social circles, it is said that 
it becomes easier for them to cash in favours, during times of need, resulting in a “you scratch my back and 
I'll scratch yours” situation. 
 
Furthermore, in Nepal, the Competition Act exists but is not very effective. Anti-competitive practices are not 
considered as a banking offense and thus there are no penalties in place for it. Unlike in developed nations, 
banks in Nepal do not have to fear reputation risks or the risk of share prices plummeting in case they are 
caught in a lawsuit for colluding.

Conflicting vested interest: It was highlighted that due to the dominance of institutional depositors and their 
high bargaining power, these institutional depositors are able to benefit from higher deposit rates as banks 
offer them lucrative returns in order to obtain these funds of substantial volume. However, this increases the 
lending rate for banks, resulting in an unsaid fixing of interest rates. To curb this, the central bank has put a 
restriction on the percentage of deposits that can come from such institutional depositors. The portion of 
institutional deposits has been limited by NRB to 45% of the total deposits. 

Relaxed monitoring and supervision by regulatory bodies: Although the banking sector of Nepal is 
robustly regulated with a strong and active regulatory body, the governing mechanism has been expressed 
to be rather conventional in comparison to the fast-evolving globalisation of the banking sector. Regulations 
have been put in place by NRB and SEBON discourage collusive behaviour and encourage transparency and 
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accountability. They have also put in place policies that require the board of directors to be separate and 
independent from the management of the company. But the issue arises during the implementation of these 
laws and directives. The regulatory bodies have faced challenges in monitoring and effectively implementing 
these laws. In the past, there have been instances when commercial banks have even been able to approach 
the MoF directly, through associations such as CBFIN bypassing other regulatory bodies, to complain against 
NRB's intervention in fixing banking service charge and interbank service fee, among others. They have been 
able to manoeuvre through associations like the NBA to collectively fix deposit rates. Despite violating the spirit 
of perfect competition put forward by the Competition Promotion and Market Protection Act 2063 B.S. (2007) 
and BAFIA, such actions have often gone unpunished, clearly portraying the strong hold commercial banks 
have. Over time, private commercial banks have been performing better than government-owned commercial 
banks, in terms of profitability and operability. This implies that regulations are not strictly adhered to not 
because of the lack of will or desire of the governing bodies but because commercial banks in Nepal are 
strong and influential. On the other hand, the regulators have, in certain instances, disowned such cartel like 
behaviour amongst the commercial banks83 of colluding to fix deposit rates; however, they have cited a lack 
of evidence for such collusion and their inaction in the matter. Furthermore, in some instances the regulators 
have even justified the action of commercial banks to collude and fix deposit rates as a necessary step to 
control runaway deposit rates.84 

Additionally, the associations have not provided the banks with the much-needed push to upgrade, innovate, 
and progress. Views expressed that associations like the NBA, with all the key personnel of banks as members 
of the association, can be used as a tool to facilitate progressive policy making and innovation in the banking 
sector.

On the flip side, micromanagement from the central bank also ends up becoming a contributing factor to the 
syndicate-like behaviour of commercial banks. The central bank does not provide incentives or rewards for 
being innovative or efficient. Interviewees speculated whether this could be a reason for banks wanting to 
maintain status quo and securing their own space and ensuring mutual survival. 

Relaxed supervision has also resulted in banking malpractices like evergreening of loans, whereby banks extend 
even more loans to a debt-laden company to help them repay the money and ensure that the companies 
remain afloat. Additionally, it gives banks an opportunity to engage in targeted consortium lending, where only 
certain banks are allowed to participate in investing in certain sectors, such as hydropower financing in case 
of Nepal.

Fear of being singled out: Another reason that was identified for the banks to act collectively was to avoid 
being singled out. For instance, a single commercial bank’s decision to break away from the association due 
to disagreement in terms of informally agreed deposit rate was not well received. This resulted in the other 
banks to break ties with the particular bank and not conduct interbanking translation (lending). This compelled 
the commercial bank in question to become a part of gentleman’s agreement. With the objective of availing 
interbank lending facilities, banks simply enter into the informal agreement. This also highlights the situation 
of lack of a free market.

Trivial intervention from the association: Interviewees for this study expressed one of the underlying 
reasons for banks entering into a collusive behavior is NBA micromanaging commercial banks in matters 
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that are not of utmost importance. As a representative body of the commercial banks in Nepal, NBA has 
been focused on dealing with trivial issues, but it does not concern itself with driving policies that benefit and 
improvise the banking sector as a whole. For example, views were expressed that NBA could drive forward 
innovation or enhance the digital landscape in the banking industry through collective efforts as an association.

4.9.2 Impact of Collusive Behavior

Impact on Small and Medium Enterprises (SMEs) borrowers: As banks provide loans to big business 
houses at a discounted rate, this needs to be balanced by other loan avenues for the banks to maintain a 
strong balance sheet. This results in a substantial increase in the borrowing cost for small and medium-sized 
borrowers as deposit rates are capped at certain rates through a gentleman’s agreement that will eventually 
lead to higher lending rates as a balancing act. Such situations only exacerbate the difficulty faced by SMEs in 
accessing finance.85 It also kills entrepreneurship. Such discrimination results in reduced access to financing 
for small business owners and start-ups, serving as an entry barrier and reducing competition.

Additionally, the situation of collusion also causes interest rate volatility that adversely impacts SMEs and large 
businesses alike. Volatile and higher interest rates determined through collusion would be detrimental to the 
economy as investments would fall due to the higher cost of borrowing and expose firms to credit risks. For 
instance, a survey conducted in a study86 identified that interest rate changes expose the firms (both big and 
small) to financial risks. 

Impact on the commercial banks: Due to borrowers from conglomerates being sizable, banks need to 
engage in practices like evergreening of loans. In case a big borrower fails to pay back, it signals a crisis for the 
bank as banks need to provide these businesses with additional loans to pay interest and principal amount 
for the previous loan. So, the outstanding amount keeps on accumulating. But when the borrower is not able 
to repay and fails, it jeopardises the stability of the entire banking landscape. Additionally, this results in a 
liquidity crunch for the banks as the banks need to set aside funds to recoup the loans, resulting in a shortfall 
for additional lending. In this situation, to attract more deposits, the deposit rates are increased. This again 
forces commercial banks to lend at a higher rate, affecting retail and small borrowers. 

Impact on the public: The collusive behavior of the commercial banks leaves depositors at the mercy of the 
banks as it creates uncertainty. It reduces the trust level of the general public on the banking system, along 
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with a decrease in the confidence of the depositors. When the ever-greening of loans are high, the deposit 
rates are high as the bank faces shortage of loanable funds. However, when the ever-greening is low, the 
deposit rate is low as it does not face shortage of funds. Additionally, the general public also faces the issue 
of homogeneous products and lack of innovation. They are not able to avail maximum benefits of banking 
services as commercial banks offers very traditional services and limited digital banking facilities. 



INSIGHTS ON NEPALI BANKING SECTOR 36

www.nepaleconomicforum.org

Conclusion and Recommendations
Overall, through our primary and secondary study, conclusions about the state of competition and collusion in 
the banking sector of Nepal can be drawn. The banking landscape is governed by the NRB, which, in comparison 
to institutions in other sectors of the economy, is considered to be one of the most powerful institutions in 
the country; NRB holds the authority to enhance the competitiveness in the financial sector; however, this 
authority has not been used to optimum capacity. Views have been expressed that NRB has a tendency to 
micromanage the banks by levying more than necessary restrictions and regulations upon commercial banks 
and curbing potential competition.
 
Similarly, through media house reports and their coverage, it can be seen that there exists a high possibility 
of an informal agreement between the bankers regarding interest rate fixing. Banks have been allegedly 
engaged in collectively determining the interest rate due to various reasons revolving around ownership of 
conglomerates in commercial banks, lenient regulations, and easy workarounds. A syndicate-like behavior 
exists also because of people in power taking undue advantage of their positions, associations focusing on 
frivolous matters, and commercial banks fearing being outcast from facilities like interbank lending. Additionally, 
possibilities of collusive behavior were observed in other avenues like financial reporting, consortium lending, 
offering of homogeneous products, and operability of the banks. The comfortable status quo for commercial 
banks and the informal “gentlemen’s agreement” can be factored in while considering why innovation is stifled 
and why products offered by financial institutions in Nepal are rather traditional. 

The study has highlighted that NBA is in a vantage position to play a more proactive role to uplift the banking 
sector. An association like the NBA is valuable in spreading awareness, lobbying, and consulting while 
formulating policies. For the government, approaching the NBA while formulating policies or facilitating 
dialogues is easier than going to banks individually. Though the NBA has endeavoured to foster the growth 
of the banking sector, more could be achieved if it were to be engaged in promoting and ensuring sound and 
healthy competition amongst the banks that not only drive the banking sector but also economic growth. 
Policies towards enhancing efficiency and innovation and promoting the welfare of the general public and the 
economy should be promoted.

The collusive behavior portrayed by commercial banks has decelerated the economic development of the 
country. It has impacted the entire banking sector, SMEs, the general public, and the economy as a whole. The 
“you scratch my back, I scratch yours” scenario caused by banks lending favours to one another has resulted 
in smaller banks and/or smaller creditors paying higher interest rates while availing credit facilities. Likewise, 
the banks also need to engage in practices like ever-greening of loans and loan shifting to maintain a sound 
balance sheet, exposing banks o higher risks. However, such behavior is the most detrimental for the general 
public who are left at the mercy of the commercial banks and will end up facing volatile deposit rates based 
on the liquidity requirements of the bank. Views were also expressed that such syndicate-like behavior further 
discourages the development of alternative markets like the fixed income/bond market and private equity/
venture capital market as prominent businesses do not see the need to expand their financing options.
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The recommendations comprise overall reforms that are suggested for the banking sector.

It is important to take into consideration the phenomenal growth of the Nepali banking sector from deposits 
of NPR 630.8 billion in 2010 to NPR 3,489.3 billion in 2021, which is a fivefold jump in ten years. Therefore, it 
is important to look at this industry as comparable to any large economies and bring about facilitation and 
regulation. To use an analogy, the rules and parenting required for a growing child cannot be used to when the 
child becomes an adolescent or young man or woman. Hence, it is important that bank governance structure, 
management structure, and the regulatory structure move along with the times.

1. International banks: Nepali banks are now attractive in terms of size to attract international financial 
institutions with the largest banks having a market capitalisation of USD 700 million. Earlier, foreign banks 
were wary of entering the Nepali market as the returns were not attractive when compared against the cost 
of establishment. However, this scenario has been changing. For example, recently ICICI bank, a private-
sector Indian bank established a representative office in Kathmandu, which will work with the domestic 
banks to facilitate investment, trade, payments, and treasury business between the two countries. The 
induction of international players in the system would be a push to bring about global practices to Nepal 
and building capabilities of the existing banks to be able to take on competition from global players. Apart 
from providing financial intermediaries in the Nepali economy, the entry of foreign banks would also 
facilitate technological transfer and enhanced choices to customers. According to financial analysts, the 
presence of foreign banks would also result in the facilitation of capital formation, assistance in domestic 
economic growth, and increased linkage to global financial intermediation.87

2. Nepali banks to go global: There is only a certain limit that the Nepali banking sector can grow to and 
if it is to continue the current Earnings Per Share (EPS) trends to justify the market expectation, it is only 
important to start exploring how Nepali banks can now acquire financial institutions of different emerging 
markets so as to fuel growth as well as deploy the knowledge repository and capability. With investments 
in technology and propriety systems becoming one of the key drivers of the business, there have to be 
more markets apart from consolidation in Nepali markets to drive growth. This will also ensure that when 
Nepali banks will have to compete with international players in other markets, they will have to revamp 
their systems, processes, and human resources capability, and improve them to become world-class. This 
is similar to the trends we have seen in Nepali technology and consulting firms that are competing globally.

3. Consolidation: The liberalisation policy and deregulation in the financial sector allowed foreign joint 
venture banks, domestic private banks, and finance companies to start operations in Nepal.88 This led to a 
proliferation of financial institutions, including commercial banks whose numbers grew from 14 in 2000 to 
31 by 2011; over a decade, from 2000 to 2011, 17 new commercial banks emerged, which is on average 
the emergence of more than 1 new commercial bank every year. The expansion of banks occurred in 
the background of weak supervision, accommodative monetary policy, and exorbitant lending in the real 
estate sector facilitated by remittance flows.89 

Additionally, the surge in financial institutions in a small and fragmented economy resulted in the emergence 
of structural problems within the financial sector, including banks. Problems such as unhealthy or lack of 
fair competition in order to remain profitable have resulted in an unhealthy mechanism of setting interest 
rates, inferior loan provisioning, high amount of interbank credit, and periodic liquidity crisis amongst 
BFIs, including commercial banks.90 The unchecked rise in the number of BFIs, such as commercial banks, 
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raised questions as to the need for so many institutions in such a small economy. The proliferation of 
BFIs been a reason for the regulators to remain vigilant in terms of their performance and to uphold the 
public's confidence in the banking sector.91

Considering the high number of banks, the regulators introduced regulations such as the Merger Bylaw 
and also increased the minimum paid-up capital requirement four-fold from NPR 2 billion to NPR 8 billion 
along with various other incentives. However, over the years, not much progress has materialised from 
such initiatives from the regulators. Hence, further effort is required. 

A World Bank report (published in 2019) indicated that Nepal’s domestic banks and financial services are 
fragmented and thus would require to be consolidated in order to efficiently deploy capital.92 The report 
also stated that the commercial banks in Nepal have a small capital base; hence, they should limit the 
lending to certain individual projects as there is an asset-liability mismatch and banks have limited ability 
to lend in the long term. The report highlights that a government commercial bank could lead the way and 
deploy new tenors, structures, and products thus addressing the issue.93

The consolidation of banks could make the consolidated entity stronger by increasing their capital base, 
increasing their lending capability, reducing operational and administrative costs, reducing unhealthy 
competition, making them more resilient to external shocks, and improving overall liquidity position. 
Furthermore, consolidation of banks would also make monitoring and supervision of banks and financial 
institutions much more effective for the regulators.

4. Provision for strong customer protection: There is a requirement for a stronger consumer protection 
mechanism. The introduction of the Consumer Protection Act (2018) replacing the Consumer Protection 
Act of 1998 has been forward-looking and seeks to strengthen the protection mechanism of consumers; 
however, much is required to be done in terms of practice and actual implementation. Consumer courts 
should be formed to address issues pertaining to the violation of consumer rights.

In the banking sector too, there are provisions that have been made to ensure client protection by 
expanding existing coverage of deposit guarantees to protect small-scale depositors.94 Additionally, the 
monetary policy of 2020/21 ensures further protection of the consumers by establishing a separate portal 
on the website to address queries, grievances, and suggestions from the general public related to banking 
services. Furthermore, the monetary policy also restructured the Grievance Hearing Cell to Financial 
Consumer Protection Unit specifically to handle grievances from the consumers of BFIs. Additionally, the 
NRB had released a Financial Consumer Protection and Grievance Management Manual 2020, which 
highlights the protocols banks need to follow for grievance redressal. However, neither a separate portal 
on the website exists to address queries, grievances and suggestions from the general public, nor is any 
information on the Financial Consumer Protection Unit available on the website of the NRB.

Therefore, implementation of policies has to be ensured and brought into practice to facilitate actual 
provisions of customer protection, particularly those in the banking sector. Furthermore, awareness has 
to be created on the utilisation of consumer protection rights in the country.

5. Stronger regulator and facilitator: It is understood that the finance sector reform programs such as 
the one in the year 1985 following the economic crisis, and the second in 2002 following the political crisis, 
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led to improved governance and capacity of the finance sector and thus the central bank’s regulatory and 
supervisory capacity was enhanced.95 A majority of the reforms in the financial sector have been driven 
partly or entirely with the support of development partners.96 Such reforms have brought international best 
practices in the financial sector regulations with the implementation of Basel laws, and the transformation 
of Nepal’s central bank as one of the most robust regulatory institutions could be considered as a success 
of these reforms.97

The financial sector, however, is constantly evolving and growing as highlighted by growth of their capital, 
credit and deposits and assets base over the years.98 This has posed challenges in terms of financial 
regulation and supervision,99 and thus the central bank’s regulatory and supervisory provisions and 
resources need to be further strengthened in order to ensure stronger governance and supervision 
capabilities, particularly in the context of the evolving and growing financial sector. The central bank would 
have to persevere to play a proactive rather than a reactive role in steering the banking sector towards 
progression and driving the banking and financial sector to be more resilient, particularly in the time of 
crises. The central bank should also ensure that the BFIs are incentivised to deliver the NRB's agenda. 
For examples, regulations like concessional loans and priority lending to the agricultural sector should be 
attractive for BFIs as well from a business perspective. The banks should also be rewarded for being front-
runners of such agendas. 

The central bank also would have to ensure that the spirit of free market economy is maintained, and it 
should exert control only on absolute relevant issues. Additionally, the banking system has to be allowed 
to operate with more freedom like other developed economies. Commercial banks should be provided 
provisions to explore other revenue sources, such as bill discounting and more new products. Doing so will 
foster competition amongst banks on other avenues and not just on interest rates on lending. It will also 
allow banks to diversify their sources of income generation, reducing the dependency on interest income. 
It will also bring down the unhealthy and cut-throat competition for deposits and lending portfolios. 

6. Prerequisite of good corporate governance: Amidst the constant challenges and growing risks faced 
by the BFIs, a good corporate governance is a necessity. Banks are required to operate on the principles of 
good corporate governance so as to improve performance, protect the interest of the stakeholders, and 
improve compliance with laws and regulations as well as the code of conduct that applies in general to the 
banking industry.100 

It has been highlighted that issues of composition and qualification of the board members and the terms 
of Chief Executive Officers (CEO) are dealt with by the amendment of BAFIA; however, issues such as 
segregating bankers and business personnel and boards’ oversight of senior management are yet to be 
effectively implemented.101 

There has to be a distinct separation between the board and the management of the association which is 
not influenced by the shareholders. Furthermore, the members of the association that is represented by 
the CEOs of the banks should be considerate of not only the promoters but also of small investors. The 
association should be an independent body free of any influence. Regulators such as NRB should ensure 
the independence of the association and proactively monitor the governing body within the association. 

There is a dire need to effectively enhance the role and number of independent directors in a bank’s 
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board. The professional director, for example, has to be appointed from the list of professional experts 
maintained by NRB. The list should be broadened to include a wider selection of independent directors 
from diverse backgrounds. The composition of the board of directors should also be diverse, featuring 
different type of stakeholders like women and youth who will be crucial in driving innovation. Structural 
changes in the board are essential to innovate and bring in policies that can benefit the end-user at a 
ground level. An ideal board would include members from a wide range of backgrounds, some perhaps 
with special financial, technical, or marketing skills, and others perhaps with a breadth of other experience. 
The general objective of having various skills is not to substitute their experience for expert advice, which 
the board will need in particular situations, but to ensure that matters are appropriately considered.102

Associations and confederations are important bodies that can uplift the banking sector by improving 
human resources and advocating professionalism amongst their member organisations. They can play 
a guiding role in policy making and providing suggestions to revamp the banking sector through policy 
and regulatory reforms to the regulators. The associations could represent the interest of the commercial 
banks and lobby with the central bank on issues that promote a healthy economy and elevate the banking 
sector as a whole. Additionally, the associations should also drive the commercial banks to sensitise the 
digital ecosystem amongst the general populace. Doing so will be beneficial to banks on a pro-rata basis.

7. A balanced eco-system: A balanced eco-system is essential for the smooth functioning of the financial 
sector. The role of each player in the eco-system should be distinct and mutually exclusive. The judiciary 
needs to play a stronger role, for example. Bankers have often expressed their desire for a stronger 
judiciary in order to digitise and drive innovation. It has been seen that the judicial courts in Nepal still 
require physical evidence, often hindering development of digital banking. Additionally, the norm of 
blaming banks and key management of banks for any mishaps or unforeseen circumstances should also 
be done away with. For instance, whether in the case of Nepal Electronic Payment System (NEPS) hacking 
or the SWIFT case with NIC Asia bank, the management of these institutions had to provide multiple 
clarifications due to legal ambiguity. 103 

8. Discontinue the existing provision of segregation of bank shareholding:  As the banking sector 
has evolved and gradually developed, the current provision of segregation of shareholding between public 
and promoter shareholders should be gradually removed. As per the existing central bank regulation in 
place, promoters can sell their shares five years after the commencement of operations. After ten years, 
they can, with NRB’s approval, convert their shares into ordinary shares. Their total ownership, however, 
can never drop below 51%.104 In developed markets, the concept of promoter is relevant only in the 
beginning, with such shares ceasing to exist once the company goes public. In Nepal too, as the market is 
developing, it may be time for one class of shares.
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Annex 1: The Competition Promotion and Market Protection Act 2007 identifies and 
aims to prohibit various activities, as listed below, that are deemed anti-competitive.

1. Anti-competitive agreements including that of prices, control of production, 
distribution, and sale, market allocation, applying syndicate systems in 
transportation or distribution of goods or services, etc.

2. Abuse of dominant position.
3. Merger or amalgamation with intent to control competition.
4. Bid rigging.
5. Exclusive dealing.
6. Market restriction
7. Tied selling.
8. Misleading Advertisement.

Annexures
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